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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO., SB2314
Senate Finance and Taxation Committee
| O Conference Committee

Hearing Date February 12, 2003

Tape Number Side A Side B Metet #
X 1370-end

X 1-3794

X 4375-end

X 1-140

X 3960-6070

Committee Clerk Signature \\wa /
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7\ Minutes:

Senator Urlacher opened the hearing on SB2314. All committee members are present, This bill
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relates to eliminating the individual and corporate income taxes,

;’ Senator Randy Schobinger (mtr #1389) - Primary sponsor of the bill, introduced the bill its
intent. Provided testimony is support of SB2314, Written testimony is attached,
Senator Seymour (mtr #2042) - Requested information regarding a timeline of changes and what

specifically the changes would be.
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Senator Schobinger (mtr #2071) - Referenced handouts given with written testimony.

Senator Urlacher (mtr #2176) - Regarding the savings of 520 million, where does that come
from?

Senator Schobinger (mtr #2200) - Answered with projections and forecasts, Gave answer based
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Senate Finance and Taxation Committee
Bill/Resolution Number SB2314
~™  Hearing Date February 12, 2003

. Senstor Urlacher (mtr #2330) - Requested clarification of amendment,

Senator Schobinger (mtr #2344) - Reviewed the amendment and clarified the language.
Amendment brings the bill revenue neutral.

- Senator Wardner (mtr #2435) - What is your response in regards to low income people that do
not pay income tax at this time?
Senator Schobinger (mtr #2468) - Gave an answer based on a visit with students,

Senator Nichols (mtr #2662) - Question on figures in written testimony:,

Senator Schobinget (mtr #2715) - Clarified where funds would come from and how the funds
would be redistributed
Senator Nichols (mtr #2804) - To stay revenue neutral, taxes must shift. Who picks up the shift?
/~  Senator Schobinger (ntr #2866) - That assumes a shift. Benefits of a large corporation
“J employing people outweighs the corporate tax not paid. Gave additional detailed testimony. i
 Senator Nichols (mtr #2984) - Research and data is available that addresses the importance of

different components of a decision for a business to locate here. Are many other components.

Senator Schobinger (mtr #3045) - This issue is that important. Many other benefits of ND, this

increases our rating as business friendly.

Senator Urlacher (mtr #3149) - Requested clarification from Tax Department.

Senator Schobinger (mtr #3216) - Referenced handout that provides additional information,
Senator Tony Grindberg (mtr #3328) - Testified in support of SB2314. Testimony includes why

L he supports this bill. Referenced a handout regarding “States without a personal income tax
population change comparison”, Gave much more detailed testimony as to why he supports this
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Page 3

Senate Finance and Taxation Committee
Bill/Resolution Number SB2314
Hearing Date February 12, 2003

Senator Nichols (mtr #4606) - Asked a question regarding the couple he used as an example in
his testimony and amount of additional expendable income they would have.

Senator Grindberg (mtr #4705) - Answered on his perception of how this bill will remain
revenue neutral.

Senator Nichols (mtr #4756) - Who makes up the shift in taxes?

Senator Grindberg (mtr #4794) - Shift in taxes would be made up by broadening the tax bass.
Senator Nichola (mtr #4844) - Summarized that not everyone will see a tax savings.

Senator Grindberg - Deferred question to the tax department.
Representative Ron Iverson (mtr #5112) - Testified in support of SB2314. Pussed out Argus
Leader printout and referenced it in testimony, Urges a Do Pass,
Representative Jim Kasper (mtr #5397) - Testified in support of SB2314.
Representative Blair Thoreson (mtr #5525) - Testified in support of SB2314, Urges a Do Pass,
Senator Tollefson (mtr #5750) - Testified in support of SB2314. Urges a Do Pass. Very
important to the state of ND.
Tape 1, Side B
Dennis Boyd, MDU Resources (mtr #48) - Testified in support of SB2314, Gave extensive
background on MDU's position on corporate taxes and sales tax, Recommended option of phase
out period for income tax and phase in period for sales tax, Provided written testimony.
Bill Butcher, State Director, National Federation of Independent Business (mtr #492) - Testified

in support of SB2314, Written testimony is attached.
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Page 4
Senate Finance and Taxation Committee
Bill/Resolution Number SB2314

\,  Hearing Date February 12, 2003
Michael J, Walsh, Business Owner (mtr #745) - Testified in opposition to the bill. Feels services

should be kept as affordable as possible. Feels this bill is speculative, Written testimony is
attached.

Larry Snider, Business Owner (mtr #1110) - Testified in opposition to SB2314, Problem with
taxing collectible coins, Referenced copy of yellow pages ad showing 1-800 number with no
sales tax on purchase, Copy of ad attached.

Senator Urlacher (mtr #138S5) - Just pointed out to the Chairman that coin purchases are exempt

under this plan.
Jon Risch, ND Legislative Director of the United Transportation Union (mtr #1403) - Testified in
opposition to SB2314. Written testimony is attached.

structure.
Mr. Risch (mtr #1944) - Tax structute is one of many factors.
Senator Wardner (mtr #1986) - Questior. about Mr. Risch’s feelings about the perception of a

high corporate tax.
Mr. Risch - Feels tax process is relatively fair and balanced.

Senator Tollefson (mtr #2159) - Question regarding information in written testimony. Disagrees
with parts of it.

M. Risch (mtr #2227) - No requirement in the bill to create jobs from corporate tax breaks
Senator Tollefson (mtr #2281) - More commercial activity would mean more jobs.

James Fettig, Branch Manager of the Kelly Services, (mtr #2324) - Testified in opposition of

\) SB2314, Written testimony is attached
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f Senate Finance and Taxation Committee
Bill/Resolution Number SB2314
7 Hearing Date I'ebruary 12, 2003

Jack McDonald, on behalf of ND Cable and ND Assoc of Schools (mtr #2552) - Concemned

about the bill as it is. Written testimony is attached. Concerned about the competitive advantage
that other businesses would have.

Bob Lamp, representing the ND Implement Dealers Association (mtr #2810) - Testified in
opposition to the portion of the bill that repeals sales tax exemption for used farm machinery and
changing sales tax amount on new farm machinery. Written testimony is attached.

Al Braaten, Farmer (mtr #3160) - Testified in opposition to the bill because it will shift tax to the |
farmer/producer. | | X
Mark Sitz, ND Farmers Union (mtr #3275) - Testified in opposition to SB2314. Feel tax shift

will hit producers.
(D Sandy Clark, ND Farm Bureau (mtr #3443) - Testified in opposition to SB2314. Do support

economic development but stand in opposition to the shift of the tax burden to ag economy:.
John Dwyer (mtr #3755) - Not in opposition to the bill, the amendment is very important,
Senator Urlacher closed the hearing on SB2314,

Tape 1, Side B
Senator Urlacher reopened the discussion on SB2314. All committee members are present.

Senator Wardner (mtr #4440) - Would like to have more time to study. Is a policy change so

does not to Appropriations.

Senator Urlacher (mtr #4545) - Is in total agreement with Senator Wardner. Do we need

N | clarification from the Tax Department.
o { :) Senator Seymour (mtr #4628) - Can a revenue scan be requested for comparison purposes?

\ R i i N . . : . : R P
RN A LRE IR i Sy ","“‘;‘4,."4‘ ST S *'-‘,'" o v g g s S e e e e AT e N TR P (o PR gl P A
ald WW&WWS&gﬁﬁfwﬁw:m\j&ﬁfﬁm’&hre.‘a&«g.--i-‘.‘AE&‘M“Ef%\x'#L\“.‘Wr‘f";‘%:v%ﬁ“-ﬁ'ﬁiWM&W&’MW-‘-“‘M-"<?'~"i%'éf"$']V#‘iiﬁ*-"Efs‘,llﬁ:fﬁ'ii‘f'?i?s‘;}is‘.*ltb"’ih‘;“%f‘i&ﬂ“Wﬁ%@éﬁ‘ﬁ‘\fii%*@-v"‘f‘*ﬁ&«’f?%"ﬁim/"ﬁ A '

rographie imapes on th scourate reproductions of records delivered to Nodern tnformation Systews for nicref!ining od
m.}?lnd in':h‘o rowl:?' tcm::l:f.&.uims. The photographic process meets stendards of the Americen National umm'mwm .
CANST) for archival microfilm, NOTICE: 1f the filmed imege sbove is less legible than this Noetice, {t is due to the quality ,,

document befng f1imed.
W lagley
: Operator’s Signature Date

-



Page 6
Senate Finance and Taxation Committee
Bill/Resolution Number SB2314

~ ™,  Hearing Date February 12, 2003
Rick Clayburgh, State Tax Commissioner (mtr #4688) - Current fiscal note includes forecasts

with current numbers. Bill is quite voluminous,

Senator Urlacher (mtr #4908) - If the fiscal note changes as we go forward, should we address?
Mr. Clayburgh (mtr #4975) - Specified how to move forward with fiscal note and amendments
and projections.

General question and answer session followed.

Seastor Nichols (mtr #5270) - Question regarding the example given of an average family.

Would like to know the major areas that the tax would shift to.
Mr. Clayburgh (mtr #5379) - Answer given on what the effect would be to that average family.
Senator Tollefson (mtr #5571) - Does the Tax Department coordinate with the Legislative

Q Council.
) Mr. Clayburgh (mtr #5600) - Most of the wotk on this bill done by Legislative Council We H

looked at the bill and notified the sponsor that the wording needed to be changed. Gave

additional detailed explanation of the bill, the wording and the intent. Bill has required a good

deal of communication between departments. Requested a clarification from the Senators as to

what information they wanted.

Senator Nichols (mtr #6038) - We heard a lot of about South Dakota. Can we get numbers on

South Dakota as well,
' Senator Urlacher (mtr #5) - Talked about the shifting of the tax burden.

Mr. Clayburgh (mtr #30) - Identified some of the areas in businesses that experienced the tax '

burden.
™ Senator Utlacher closed the discussion on SB2314,
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Senate Finance and Taxation Committee
Bill/Resolution Number SB2314
Hearing Date February 12, 2003

Tape 2, Side A

Senator Urlacher (mtr #3960) - Opened the discussion on this bill again. Question for the
committee on how they prefer to proceed in order to gather information and make a decision on‘
the bill.

Senator Tollefson (mtr #4100) - Had asked Mr., Clayburgh what kind of cooperation had been
established between the Legislative Council and the Tax Department,

Senator Urlacher (mtr #4151) - Legislative Council and Tax Department have confidentiality
requirements that need to be met as well. Would like a fact finding motion put into effect.
Senator Tollefson - Again questioned Mr. Clayburgh on the tax shift.

Rick Clayburgh, Tax Commissioner (mtr #4328) - Do not have that information at this time,

But will get information together for you prior to the weekend. It is possible to do “what if”
scenarios. Gave information on the fiscal note, some background information and a wish list of
exemptions.

General back and forth discussion involving all Senators and Mr, Clayburgh on how to proceed
with this bill. Talked about what information the Senators need to make a decision and if the
Tax Department could provide the needed information. Also talked about the exemptions, which
ones would be left in and which exemptions would be taken out and if the Tax Department could
estimate an impact on each item. Also talked about how South Dakota handles their tax situation
and where else they get tax from besides sales tax and income tax.

Senator Urlacher (mtr #6070) - adjourned the meeting.
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- | Senator Urlacher (mtr #90) - Received a letter from a car dealer that compared ND and SD in his

; ~
2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. SB2314

Senate Finance and Taxation Committee _ '

Q Conference Committee

Hearing Date February 17, 2003

Tape Number Side A Side B Meter #
1 X 5800-end
2 X 1-5190
Committee Clerk Signature O\ QES:: QN s
Minutes: N
Q Senator Urlacher opened the discussion on SB2314. All committee members are present. This | |
h bill relates to eliminating the individual and corporate state income taxes.

Senator Urlacher - Do we want information from the Tax Department? Feels it should go to a

study resolution.

Senator Syverson (mtr #5996) - Referenced handout on the Argus Leader article.

Senator Urlacher (mtr #6228) - When comparing South Dakota, would like to know how South

Dakota taxes break down.

Tape 1, Side B

Senator Seymour (mtr #30) - Feel South Dakota is not a good comparison. South Dakota has the 1

lowest paid educators in the nation. {
|
|

\ J business. ND came out better.
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N ‘ Senate Finance and Taxation Committee

i{ BillResolution Number SB2314

|

|

: Senator Syverson (mtr #136) - This bill could be considered revolutionary, May work better if it

is blended in over several years, Related story of a business that look at ND and SD, Settled on
SD because of the tax advantages.

Senator Urlacher (mtr #330) - It is difficult to answer to the constituency on how changes will
effect them. People like the concept, but the reality is unknown,

Senator Seymour (mtr #410) - Pointed out that the cotumittee has not heard from the economic
development people regarding this bill,

Senator Wardner (mtr #479) - Agreed, economic development people have not been present.
Feels they would be the first in line if this was important to them.

Senator Tollefson - Would like to have someone from economic development come to the o

O committee,
Senator Urlacher - Time has entered into it quite heavily.

Senator Wardner (mtr #550) - the list of exemptions is contentious.

Senator Nichols (mtr #646) - When visiting with other states, our system is not so bad. Seems

pretty fair, Referenced example of the couple given during earlier testimony. Is concerned about
who will pick up the tax shift if this is to remain revenue neutral.

Senator Urlacher (mtr #956) - Concerned about the lack of information on the amount of tax
eliminated for corporations also concerned about the lack of accurate of information.

Senator Syverson (mtr #1099) - Feels this concept is worthy of consideration. This bill is about

the future.

Senator Urlacher (mtr #1650) - Feels the impact on farm machinery would be great. Feels it may

t '™,  force people to purchase out of state.

.‘//
i
{
e O T S A 0 L b s e B v el 5 gt I T YL a0 i sl ey : ' ' P A g
: YOS M‘l65&rﬁ.&ﬁ’|pﬁ’wm&m TR W ot o X W L e ;‘,‘u':\‘\)"‘\'.;it;g\',:‘1;.,“.,\:;; v \,(1 R
L R s T St o, e ot A
The microprephie fnages on this #1im are accurate reprodustions of records delivered to Modern Information Sylitem #4r ¢ o

were filmed in the regular course of business. The photographin process meets standards of the American National Ster 4 o PP
(ANSL) for archival microfilm. NOTICE: 1f the filmd image above is less Legible than this Notice, it s d:‘to.tmiw:f th: \

dooument being f1(med.

i "‘ : - rm
5 _&‘%&M ldﬂam____
o Operator’s $ignature Date




Page 3 ?
Senate Finance and Taxation Committee ,
Bill/Resolution Number SB2314

 Senator Syverson (mtr #1803) - Feels it is not easy to swim upstream in favor of a new concept.

Feels this bill could be successful for North Dakota. Is convinced that ND needs this bill,
Senator Urlacher (mtr #1963) - May be able to require a study with a two year time period.
Senator Tollefson (mtr #2020) - Concerned that the typical study is slowed or gets lost in the
process. Can we tumn to a study and phase out one portion.

Senator Nichols (mtr #2170) - A study dedicated to just a specific area may produce good results,

Senator Urlacher (mtr #2320) - Feels it is a strong concept and is good for the future.
Senator Syverson (mtr #2394) - We have not had the time needeA for a bill of this significance.
Senator Tollefson (mtr #2524) - Mentioned again that the economic development people have'

been absent from this hearing. Feels a bill to force a study would work.
q Senator Syverson (mtr #2657) - Questioned the format of the study and the process to initiate.

~~ Rick Clayburgh, State Tax Commissioner (mtr #2855) - Gave several different scenarios that

could be used to move forward with this bill.
Senator Syverson (mitr #2933) - Made a motion to direct an amendment to change line 1, to read
a bill to study and report back to the 59th Legislative Session. 2nd by Senator Tollefson. Voice

vote 6 yea, 0 nay.

General discussion followed between the Senators and Mr. Clayburgh on the intent of the study,
the facts that the Senators would like to see in the study and a time line for the study. Also talked

about the language needed in the study, debated the pros and cons of a broad or a restricted study.

Senator Urlacher - Adjourned the discussion,
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R | 2003 SENATE STANDING COMMITTEE MINUTES |

| BILLRESOLUTION NO. SB2314
o Seaate Finance and Taxation Committee
T O Conference Committee
Hearing Date February 19, 2003
Tape Number Side A Side B , Meter #
i X 314500

Committee Clerk Signature \\\(vy, ¢ ERWA R N f\
Minutes:

rf) Senator Urlacher opened the discussion on SB2314. All committee members are present. This
=" bill relates to eliminating the individual and corporate income tax.

Senator Tollefson (mtr #66) - Presented proposed amendment .0306 and deferred explanation of

the amendment to Senator Schobinger.

Senator Schobinger (mtr #95) - Introduced the proposed amendment and explain its impact on
the bill,

Senator Urlacher (mtr #314) - Asked a question regarding the status of the existing exemptions,
Senator Schobinger (mtr #321) - Everything currently on sales tax base, will continue to be on

sales tax base,

Senator Urlacher (mtr #372) - Questioned the relationship between corporate tax and income tax

as a deduction.
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Senate Finance and Taxation Committee
Bill/Resolution Number SB2314

Hearing Date February 19, 2003
Senator Schobinger (mtr #405) - Gave detailed explanation on how corporate income tax will be

effected initially.
Senator Seymour (mtr #425) - Regarding a kickup of .25%. What is the strategy of that?
Senator Schobinger (mtr #450) - Depends on how corporations pay taxes. Will include a phase

i

| f in period and a sunset clause.

7 } ( Senator Wardner (mtr #550) - Clarified his understanding that the amendment would make the
i

bill revenue neutral.
Senator Schobinger (mtr #557) - it is revenue neutral. o
Senator Nichols (mtr #727) - If the 20% incremental decrease in corporate taxes continues,
would sales tax need to be increased? ‘,
O Senator Schobinger (mtr #755) - Disagreed. Feels sales tax may raise to much revenue. May
~

need to decrease sales tax.

| Senator Nichols (mtr #795) - Additional questions on how the difference in tax revenue will be

made up.
Senator Schobinger (mtr #860) - Explained how additional tax from business would make up the

diffmﬁoe.

Senator Urlacher (mtr #1030) - How complex will the administration of this bill be in regards to
changes the retailers and tax department will have to make.

John Walstad, Legislative Council (mtr #1065) - Gave his opinion on the administration part of
this bill may be handled with retailers and the tax department. ‘
Senator Urlacher - Question regarding the timeline needed o make changes in order to comply.

\) Mr. Walstad - Not sure of the timeline needed for compliance.
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Senate Finance and Taxation Committee
Bill/Resolution Number SB2314
Hearing Date February 19, 2003

Senator Urlacher (mtr #1276) - Spoke about the bill.

Senator Syverson (mtr #1310) - Gave observations that the inconvenience to retailers may not be
significant given other changes they are constantly making to their programs to accommodate
sales etc. Feels we need to try something different for ND to provide job and pay benefits. Have
to give this bill time and consideration.

Senator Tollefson (mtr #1619) - Believes this amendment as proposed will be accepted by the
people in ND,

Senator Urlacher - Restated earlier concerns.

Senator Seymour (mtr #1809) - Expressed concern about consumers and the higher sales tax,
Senator Nichols (mtr #1850) - Once put into place, would be difficult to reverse the trend.
Senator Tollefson (mtr #2015) - If we want to study the issue before changing, it will never
happen. May need to take a risk on putting forth this message.

Senator Urlacher (mtr #2125) - This could be tracked for a biennium,

Senator Tollefson - Disagreed, Feels it is not possible to get solid information on a future
change.

Senator Wardner (mtr #2178) - Feels this amendment is better than the study resolution. Does
believe that we need to do something with the corporate rate, wondered where the economic
developers were during testimony.

Senator Tollefson (mtr #2590) - Moves to amend with .0306. 2nd by Senator Syverson.
Senator Syverson - Believes this bill is a tremendous opportunity.

Further comments on the bill by Senator Urlacher and Senator Wardner,

Roll call vote to amend SB2314 with .0306. 5 yea, 1 nay, 0 absent, Bill is amended.
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; Senate Finance and Taxation Committee

Bill/Resolution Number SB2314

| ~~  Hearing Date February 19, 2003
| " Senstor Urlacher - Asked a question of Mr. Walstad on additional amendments.

i John Walstad, Legislative Council (mtr #3100) - Reviewed language in the amendment that was
o adopted as well as the language in an amendment prepared for the committee. Difference in
focus in the studies,

Senator Nichols (mtr #3236) - Can the adopted amendment be replaced?

Mr. Walstad - Again reviewed the difference in the language of the two amendments, |
Senator Wardner (mtr #3406) - Initially thought the study was to restricted. But looked at it ¢
Mu, and is pretty flexible.

Senator Syverson (mtr #3542) - Clarified that Senator Wardner was proposing to amend the
amendment,

Senator Wardner (mtr #3560) - Agreed. Would take out a section of the first amendment and
replace. But is satisfied with the way it is.

Senator Syverson (mtr #3623) - Feels the current amendment section 7 is flexible enough.
Senator Wardner - Reviewed again the amendments and the scope of the study.

Senator Tollefson (mtr #3848) - Moves a Do Pass as Amended. 2nd by Senator Syverson.

Roll call vote 4 yea, 2 nay, O absent. Carrier is Senator Tollefson.

B K A e Bl 2 R Y e by T T e e e o [ e ey : . S
IR MWW““‘W‘W‘ﬁ'ﬁ%WW’*M’&%&M&M&mﬁaﬁmmmmmmmwqm,ﬁ W‘?% 'M?ﬁ s g s e KRG B

.
SIS SR S

: accurat tions of records delivered to Mm Information Systems for mioreffining and | .
mmf?lnd n“th'o‘“n“wl:: ?m“ mo.fmlm.. .\‘Mrmhic process weets standards of the Americsn National umumnw A |
(AiSL) for archival microfiim. NOTICE: 1f the fiimed imege sbove s Less Legible than this Kotice, it is due to the quality |

document betng f1imed.
JW
‘ operator’s ﬂmtm ‘ Date




m FISCAL NOTE

Requested by Legislative Counci|
03/28/2003

Amendment to: SB 2314

o g S TR

1A, State flscal effect: identify the state fiscal effect and the fiscal effect on agency appropriations compared fo
funding levels and appropriations anticipated under curmrent law.

2001-2003 Blennium 2003-2003 Biennium 2005-2007 Biennium
| General [Other Funds| General |Other Funds| General |[Other Funds
; Fund Fund Fund
Revenues ($5,200,000)
Expenditures
Appropriations
1B. _County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate political subdivision.
2001-2003 Bisnnium 2003-2003 Blennium 2005-2007 Blennlum
School School School
Counties Cities Districts | Counties Cities Districts | Counties Citles Districts

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

Engrossed SB 2314 with House Amendments reduces the corporation income tax 20% per year beginning with tax
year 2004, This provision is expected to reduce state general fund revenues by an estimated $13.7 miliion in the
2003-05 biennium. The bill also increases most sales tax rates by one-quarter percent, including the general sales
and motor vehicle excise tax rates which are increased to 5.25% effective January 1, 2005, The combined impact of
these sales tax provisions is an expected increase in state general fund revenues of $8.5 million in the 2003-05
blennium. The net effect of engrossed SB 2314 with House Amendments is an expected reduction in state general
fund revenues of $5.2 milllon for the 2003-05 biennium.

3. State fiscal effect detall: 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.

O

8. Expenditures: Explain the expenditure amounts. Provide detall, when appropriate, for each agency, line
Hem, 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 blennial appropriation for each agency and fund affected and any amounts Included in the executivs
budget. Indicate the relationship between the amounts shown for expendltures and appropriations.

Name: Kathryn L. Strombeck Agency: Tax Dept.
Phone Number: 3283402 Date Prepared:  03/28/2003
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REVISION

Amendment to: SB 2314

FISCAL NOTE
03/13/2003

Requested by Legisiative Councll

Bisias, s
R e e

1A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to
funding levels and appropriations anticipated under cument law.

2001-2003 Blennium

2003-2005 Biennlum

2005-2007 Blennium

‘ General | Other Funds
Fund

General
Fund

Other Funds

General |Other Funds
Fund

Revenues

(81,400,000}

Expenditures

Appropriations

1B. County, city, and school district fiscal effect: /dentify the fiscal effect on the sppropriate politicel subdivision.

20012003 Blennium

2003-2005 Biennium

2008-2007 Biennium

Counties

Cities

School
Districts

Counties

Cities

School
Districts

Counties

Chties

School
Districts

2. Narrative: [dentify the aspecis of the measure which cause fiscal Impact and include any comments relevant to P )
your analysis.

This fiscal note is being revised to reflest the new March 2003 revenue forecast: Engrossed SB 2314 reduces the
corporation incorne tax 20% per year beginning with tax year 2004. This provision is expected to reduce state general
fund revenues by an estimated $13.7 million in the 2003-05 biennium. The bill also increases most sales tax rates by
one-quarter percent, including the general sales and motor vehicle excise tax rates which are increased to 5.256%
effective January 1, 2005. The bill removes the compensation to retailers. The combined Iimpact of these sales tax
provisions is an expected increass in state general fund revenues of $12.3 million in the 2003-05 blennium. The net
m c; tmn er:tire engrossed SB 2314 is an expected reduction In state general fund revenues of $1.4 million for the
nium,

3. State 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 delall, when appropniate, for each agency, line
Hem, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
~ the blennial appropriation for each agency and fund affected and any amounts included in the executive

budget. Indicate the relationship between the amounts shown for expenditures and appropnations.
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~ FISCAL NOTE
‘ Requested by Legislative Council
02/20/2003

Amendment to: SB 2314

VA, State fiscal effect: /dentlfy the state fiscal effect and the fiscal effect on agency appropriations compared fo
“wnding levels and appropriations anticipated under current law.

b 2001-2003 Biennlum 2003-2008 Blennlum 2008-2007 Blennium
General [Other Funds| General |Other Funds| General |Other Funds
L Fund Fund Fund

Revenus, {$1,100,000

Expenditurys

Appropriations
1B. County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate poiitical subdivision.

2001-2003 Blenniium 2003-2008 Blennium 2005-2007 Blennium
School School School
Counties Cities Districts | Countles Cities Districts | Counties Clties Districts |

2. Narrative: Identify the aspects of the measure which cause fiscal impact and include any comments relevant fo
your analysis.

Engrossed SB 2314 reduces the corporation income tax 20% per year beginning with tax year 2004. This provision Is
r: expected to reduce state general fund revenues by an estimated $13.5 million in the 2003-05 biennium. The bill also

Increases most sales tax rates by one-quarter percent, including the general sales and motor vehicle excise tax rates
which are increased to 5.25% effective January 1, 2005. The bill removes the compensation to retailers. The
combined impact of these sales tax provisions is an expected increase in state general fund revenues of $12.4 million
in the 2003-05 biennium. The net effect of the entire engrossed SB 2314 is an expected reduction Iin state general 4
fund revenues of $1.1 million for the 2003-05 biennium.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please: ‘
A. Revenues: Explain the revenue amounts. Provide detall, when appropriate, for each revenue type and b
fund affected and any amounts included in the executive budget. i

B. Expenditures: Explain the expenditure amounts. Provide detall, when appropriate, for each agency, line
item, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
the blennial appropriation for each agency and fund affected and any amounts Included in the executive
budget. Indicate the relationship between the amounts shown for expenditures and appropriations.

‘ Name: Kathryn L. Strombeck _ JAgency: Tax Dept.
: Phone Number: 328-3402 Date Prepared:  02/21/2003
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| \ FISCAL NOTE
‘_’ » ’ Reguested by Legislative Council
il 01/27/2003

Bill/Resolution No.; $B 2314

1A. State fiscal sffect: /dentily the state fiscal effect and the fiscal effect on agency sppropriations compared to
funding levels and appropriations snticipated under current law.

2001-2003 Blennium 2003-2003 Blennium 2005-2007 Blennium
General [Other Funds| General |Other Funds| General |Other Funds
Fund Fund Fund |
Revenues i‘
Expenditures
Appropriations
1B, County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate political subdivision.
2001-2003 Biennium 2003-2005 Blennium 2005-2007 Blennium
School School School
Counties | Citles Districts | Counties Clties Districts. .| Counties Clties Districts

2, Namuvo identify the aspects of the measure which cause fiscal Impbct and include any comments relevant to
your analysis.

The Tax Department is unabie to compute the fiscal impact of the original version of SB 2314, We are uncartain
which of a broad range of services are intended to become taxable in the bill.

3. State 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 revenuv 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, line
ftem, and fund affected and the number of FTE positions affected.

. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
the blennial appropriation for each agency and fund affected and any amounts included in the executive
budget. Indicate the relationship between the amounts shown for expenditures and appropnations. |

C

Name: Kathryn L. Strombeck : Tax Dept.
Phone Number: 326-3402 Date Prepared: 02/11/2003
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Prepared by the Legislative Council staff for
Senator Schobinger
February 12, 2003

30346.0302
Title.

PROPOSED AMENDMENTS TO SENATE BILL NO. 2314

Page 1, line 1, after "Act® insert "to create and enact a new section to chapter 57
) -39.
North Dakota Century Code, relating to services exempt from saleg :nd ue?.;J ti?;stz?‘e

Page 15, line 19, after “retailer” insert *;
buildings"

'Page 17, line 14, remove "newspapers and"
Page 17, line 16, remove the overstrike over "newspapere-ner”
Page 17, replace lines 20 through 22 with:
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" Page 21, line 8, replace "coal" with "special fuel sold for use as heating fuel”
Page 22, replace lines 16 and 17 with: o
"46: 11, Gross receipts from the sale of pewspapers and newsprint and ink used In
the publication of a newspaper.”
Page No. 2 30346.0302
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Page 22, line 18, replace "11," with "12,"
Page 22, line 24, replace "12," with "13."

Page 23, line 4, replace "13," with"14,"

Page 23, line 10, replace "14." with "15."

Page 23, line 12, replace "16." with "16."

'Page 23, line 16, after "26-" insert"]L“and remove the overstrike over "Grees-receipie-frem

Page 23, remove the overstrike over line 17
Page 23, line 18, replace "16.," with “18."

Page 24, line 19, replace “17." with *19."
Page 24, line 21, replace *18," with “20."

Page 265, line 1, after "3+-" insert "21," and remove the overstrike over "Gress-reeeipte-frem-the
( /\ Page 25, remove the overstrike over line 2 p

Page 26, line 24, replace *19." with "22,"
[Page 25, line 28, replace "20," with "23,"

Page 26, line 5, replace "21," with "24,"
Page 28, line 11, replace “22," with "256."
Page 26, line 14, after "4+" insert "26," and remove the overstrike over "Groge-roooipie-hrem

Page 26, line 22, after "44:" insert "27," and remove the oversmke“ over "Gresa-reneipte-from-all

Page 26, remove the overstrike over line 23
Page 26, after line 29, insert:

“SECTION 17. A new section to chapter 57-39.2 of the North Dakota Century
Code is created and enacted as follows:
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Page 30, line 30, replace "twenty-gsaven" with "twelve"
Page 33, line 29, after the third comma insert "and "services™ , .

Page 35, line 10, remove "newspapers and"
C/ "\ Page 35, line 12, remove the overstrike over "newepapers-ner”

Page 38, line 15, remove the overstrike over "An-¢

‘Page 38, |

@ overstruck N 1

Page 39, line 7, remove ", except coal.”

Page 41, line 27, after "23:" insert "11," and remove the overstrike over "Grese-teecipie-from
the-inltial-oalo-of-bencficiated-ecak”
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30346.0305 Prepared by the Legislative Council staff for
 Title. Senate Finance Taxation
February 17, 2003

PFOPOSED AMENDMENTS TO SENATE BILL NO. 2314

Page 1, line 1, after "A BILL" replace the remainder of the bill with “for an Act directing the
legislative council to study the tax structure and balance In North Dakota to provide an
equitable distribution of tax burdens and promote economic development. ‘

a BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

I SECTION 1. LEGISLATIVE COUNCIL TAX STRUCTURE AND BALANCE

3 STUDY. The fifty-eighth Ietgi:laﬂve assembly considered legislation to eliminate state

] ' income taxes and expand the state sales tax to offset the revenue effects of the income
! tax elimination. The legisiation ralsed numerous issues for consideration,

which require more analysis. The legisiative council shall study the tax
structure and balance in North Dakota to provide for equitable distribution of tax
burdens and to promote economic development and shall consider the need for phasing
In any recommended changes. The legislative council shall report its findings and

recommendations, together with any legislation required to implement the

rooommendaﬁons, to the fifty-ninth legislative assembly.” )
-Renumber accordingly |
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PROPOSED AMENDMENTS TO SENATE BILL NO. 2314

Page 1, line 1, after "A BILL" replace the remainder of the bill with “for an Act to amend and
reenact sections 57-38-30, 57-39.2-02.1, 57-39,2-08.2, 57-40.2-02.1, and 57-40.3-02 of
the North Dakota Century Code, relating to corporate Income {ax rates and sales, use,
and motor vehicle excise tax rates; 1o repeal sections 57-39.2-12.1 and 57-40.2-07.1 of
the North Dakota Century Code, relating 1o a deduction 1o reimburse retallers for
administrative expenses of sales and use tax collection; to provide for a legislative
councll study; to provide an effective date; and to provide an expiration date.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

SECTION 1. AMENDMENT. Section 57-38-30 of the North Dakota Century
Code Is amended and reenacted as follows:

§7-38-30. Imposition and rate of tax on corporations. A fax is hereby
- imposed upon the taxable income of every domestic and foreign corporation received
from the sources described in sections 57-38-12, 57-38-13, and 57-38-14, which must
be levied, collected, and paid annually as in this chapler provided:

1. a. For the first three thousand dollars of taxable income, at the rate of
three percent.

N b. On all taxable income above three thousand dollars and not in excess
! ) of eight thousand dollars, at the rate of four and one-half percent.

¢. On all taxable income above eight thousand dollars and not in excess
of twenty thousand doltars, at the rate of six percent.

d. On all taxable income above twenty thousand dollars, and not in
excess of thirty thousand dollars, at the rate of seven and one-half

percent, -

e. On all taxable income above thirty thousand dollars, and not in excess
of fifty thousand dollars, at the rate of nine percent.

f.  Onall taxable income above fifty thousand dollars, at the rate of ten
. and one-half percent.

2. A corporation that has paid North Dakota alternative minimum tax in years -
beginning before January 1, 1991, may carry over any alternative minimum
tax credit remaining to the extent of the regular income tax liability of the
corporation for a period not to exceed four taxable years.

9. Each of the tax rates in subsectior; 1 is reduced:
4, Bytwe t for rsf taxabl inning after
December 31, 2003;

Page No. 1 30346.0306

PRSI T e i R R A R

The micropraphie images on this 1{im are accurate tions of records delivered to Nodern iMoc;ntien toms ¢ "
were f{lned in the reguler course of businecs. IMrw!e process meets standards of the American mm':l ::Jkﬁ&"}ﬂﬁm“. -
(ANS!) :olu;.:;:h:r:uicromn. NOTICE: 1f the f{lmed Imge above Is Less Legible than this Notiee, ft {s due to the quality of the




_:t

By eighty percent for the fourth taxable year beginning atter
December 31, 2003: and
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SECTION 2, AMENDMENT. Section §7-39.2-02.1 of the North Dakota Century
Code Is amended and reenacted as follows:

57-39.2-02.1. Sales tax imposed.

1. Except as otherwise expressly provided in subsection 2 for sales of mobile
homes used for residential or business purposes, and exce’:t as otherwlise
expressly provided in this chapter, there is imposed a tax of five and
ane-fourth percent upon the gross recelpts of retallers from all sales at

retall including the leasing or renting of tangible personal property as

provided in this section, within this stale of the following to consumers or

users:

{

! a. Tangibie personal pmpenY. consisting of goods, wares, or
merchandise, except riioblle homes used for residential or business

| purposes and new farm machinery and new irrigation equipment used

? exclusively for agricultural purposes.

b. The furnishing or service of communication services or steam other
than steam used for processing agricultural products.

c. Tickets or admissions to places of amusement or entertainment or
athletic events, including amounts charged for participation in an
amusement, entertainment, or athletic activity, and Including the
furnishing of bingo cards and the playing of any machine for
amusement or entertainment in response to the use of a coin. The tax
imposed by this sectlon applies only to elghty percent of the gross
recelpts collected from coin-operated amusement devices,

d. Magazines and other petlodicals.

* e. The leasing or renting of a hotel or motel room or tourist court
[ accommodations.

f.  The leasing or renting of tangible personal propetrty ihe transfer of title
to which has not been subjected to a retall sales tax under this
chapter or a use tax under chapter 57-40.2.

g. Coal mined in this state and used for heating bulldings, except for coal
used in agricultural processing or sugar beet refining plants.

2. There is imposed a tax of three and one-fourth gercent upon the gross
receipts of retailers from all sales at retall of mobile homes used for

residential or business purposes, except as provided In subsection 35 of
section 57-39.2-04, and of new farm machinery and new irrigation
equipment used excluslively for agricultural purposes, Including the leasing
or renting of new farm machinery and new lrrigation equipment used
exclusively for agricultural purposes within this state to consumers or

users.

3. Inthe case of a contract for the consiruction of highways, roads, streets,
bridges, and buildings for which the bid was submitted prior to December ),
1986, the contractor recelving the award is liable only for the sales or use

‘{ax at the rate of tax in effect on the date the bid was submitted.
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SECTION 2. AMENDMENT. Section 57-39.2-08.2 of the North Dakota Century
Code is amended and reenacted as follows:

f —\ 57-39.2-08.2. Sales tax to be added to purchase price and be a debt,

o =N O0BT-O0-0tHOTWIGS O-BEOVE OO A_mal'_ﬂ[sha"aw
the tax imposed under this chapter, or the average equivalent theveel, to
the sales price or charge, and when added, sueh jhe lax eenstivies | a

part of suel the price or charge, is a debt from the consumer or user to the
retailer until paid, and is recoverable at law in the same manner as other

debts. In adding such tax to the price or charge, retailers shall adopt the
fellewing bracket systein OeHho-epp“eeaem&hm

$6:04-through-$0-16
$0-16-through-$0-20
$0:24-through-$0-40

SECTION 4. AMENDMENT. Section 57-40.2-02.1 of the North Dakota Century
Code is amended and reenacted as follows:

57-40.2-02.1. Use tax imposed.

1. Except as otherwise expressly provided in subsection 2 for purchases of
mobile homes used for residential or business purposes, an excise tax Is f
imposed on the storage, use, or consumption in this state of tangible f
personal property purchased at retall for siorage, use, or consumption in s
this state, at the rate of five and one-fourth §ercent of the purchase price of
the property. Except as limited by section 57-40.2-11, an excise tax is
imposed on the storage, use, or consumption In this state of tangible
ersonal property not originally purchased for storage, use, or consumption
n this state at the rate of five and one-foyrth percent of the fair market
P value of the property at the time it was brought into this state.

K) 2. Anexcise tax Is imposed on the storage, use, or consumption in this state
of mobile homes used for residential or business purposes, except as
provided in subsection 19 of section 57-40.2-04, and of new farm
machinery and new irrigation equipment used exclusively for agricultural é

Page No. 3 30346.0306
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purposes purchased al retail for storage, use, or consumption in this state
at the rate of three and one-fourth percent of the purchase price thereof,
Except as limiled by section §7-40.2-11, and except as provided in

P subsection 35 of section 57-39.2-04, an excise tax is imposed on the

: storage, use, or consumption in this state of mobile homes used for
residentlal or business purposes and of new farm machinery and new
Irrigation eciulpment used exclusively for agricultural purposes not originally
purchased for storage, use, or consumption in this state ai the rate of three
and one-fourth percent of the fair market value of mobite homes used for
residential or business purposes and of new farm machinery and new
irrigation equipment used exclusively for agricultural purposes at the time it
was brought into this state.

3. Anexcise tax Is imposed on the storage, use, or consumption in this state
of natural gas consumed by a final user at the rate of four percent from
January 1, 1993, through December 31, 1993; three percent from
January 1, 1994, through December 31, 1994; and two percent after
December 31, 1994, if sales tax has not been applied as provided by
section 57-39.2-03.6.

4. Inthe case of a contract awarded for the construction of highways, roads,
streets, bridges, and buildings prior to December 1, 1986, the contractor
recelving the award shall be liable only for the sales or use tax al the rate
of tax in effect on the date of contract. i

SECTION 5. AMENDMENT. Section §7-40.3-02 of the North Dakota Century
Code Is amended and reenacted as follows: , |

57-40.3-02. Tax imposed. There is hereby imposed an excise tax at the rate
7 of five and one-fourth percent on the purchase ﬁrice of any motor vehicle purchased or
| acquired either In or outside of the state of North Dakota for use on the streets and ]
highways of this state and required to be registered under the laws of this state. §

SECTION 6. REPEAL. Sectlons 57-39.2-12.1 and 57-40.2-07.1 of the North i
Dakota Century Code are repealed.

SECTION 7. LEGISLATIVE COUNCIL STUDY. The legislative council shall
studr state income and sales, use, and motor vehicle exclse taxes to delermine the
feasibllity and desirability of eliminating state individual and corporate Income taxes and
providing replacement revenues by expansion of stale sales, use, and motor vehicle
excise taxes. The Ie?lslative council shall report its findings and recommendations,
together with any legislation required to Implement the recommendations, 1o the

fifty-ninth legislative assembly.

SECTION 8. EFFECTIVE DATE - EXPIRATION DATE. Section 1 of this Act is
effective for taxable years beginning after December 31, 2003, Sections 2 through 5 of
this Act are effective for taxable events occurring after December 31, 2004, and before
July 1, 2005, and are thereafter ineffective. Section 6 of this Act Is effective for taxable
events occurring after June 30, 2003."

Renumber accordingly
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REPORT OF STANDING COMMITTEE (410) Module No: SR-32-3308 |

February 19, 2003 2:13 p.m. Cairier: Tollefeon ,
Insert LC: 30346.0308  Ttle: .0400 5

~ REPORT OF STANDING COMMITTEE |

8B 2314: Finance and Taxation Committes (Sen. Urlacher, Chalrman) recommends
AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS
(4 YEAS, 2 NAYS, 0 ABSENT AND NOT VOTING). SB 2314 was placed on the Sixth
order on the calendar.

Page 1, line 1, after "A BILL" replace the remainder of the bill with “for an Act to amend and
reenact sections 57-38-30, 67-39.2-02.1, 57-39.2-08.2, 57-40.2-02.1, and 57-40,3-02
of the North Dakota Century Code, relating to corporate income tax rates and sales,
use, and motor vehicle excise tax rates; to repeal sections 57-39.2-12.1 and
57-40.2-07.1 of the North Dakota Century Code, relating to a deduction to reimburse
retailers for administrative expenses of sales and use tax collection; to provide for a
legislative council study; to provide an effective date; and to provide an expiration date. !

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

SECTION 1. AMENDMENT. Section 57-38-30 of the North Dakota Century
Code is amended and reenacted as follows:

57-38-30. Imposition and rate of tax on corporations. A tax is hereby
imposed upon the taxable income of every domestic and foreign corporation received
from the sources described in sections 67-38-12, 67-38-13, and 57-38-14, which must
be levied, collected, and pald annually as in this chapter provided:

1. a. For the first three thousand dollars of taxable income, at the rate of
three percent.

| b. On all taxable income above three thousand dollars and not in excess
of eight thousand dollars, at the rate of four and one-half percent.
c.  On all taxable income above elght thousand dollars and not in excess ]
of twenty thousand dollars, at the rate of six percent. |
d. On all taxable income above twenty thousand dollars, and not In i
excess of thirty thousand dollars, at the rate of seven and one-half i
percentt A
e. On all taxable income above thirty thousand dollars, and not in
excess of fifty thousand dollars, at the rate of nine percent.
! f.  On all taxable income above fifty thousand doliars, at the rate of ten |
f and one-half percent. [
| |
! 2, A corporation that has pald North Dakota alternative minimum tax in years
l beginning before January 1, 1991, may carry over any akternative
minimum tax credit remaining to the extent of the regular income tax
| llability of the corporation for a period not to exceed four taxable years. |
! ;
2 |
&
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REPORT OF STANDING COMMITTEE (410)
February 19, 2003 2:13 p.m.

SECTION 2. AMENDMENT. Section 57-39.2-02.1 of the North Dakota
Century Code is amended and reenacted as follows:

57-39.2-02.1. Sales tax Imposed.

1. Except as otherwise expressly provided in subsection 2 for sales of mobile
homes used for residential or business purposes, and except as otherwise
expressly provided in this chapter, there is imposed a tax of five and

16-fc percent upon the gross receipts of retallers from all sales at
retail including the leasing or renting of tangible personal property as
provided in this section, within this state of the following to consumers or
users:

a. Tangible personal property, consisting of goods, wares, or
merchandise, except mobile homes used for residential or business

purposes and new farm machinery and new irrigation equipment
used exclusively for agricultural purposes.

b. The fumishing or service of communication services or steam other
than steam used for processing agricultural products.

c. Tickets or admissions to places of amusement or entertainment or
athletic events, including amounts charged for participation in an
amusement, entertainment, or athletic activity, and including the
fumnishing of bingo cards and the playing of any machine for
amusement or entertainment in response to the use of a coln. The
tax imposed by this section applies only to eighty percent of the gross
recelpts collected from coin-operated amusement devices.

d. Magazines and other periodicals.

e. The leasing or renting of a hotel or motel room or tourist court
accommodations.

f. The leasing or renting of tangible personal propernty the transfer of
titte to which has not been subjected to a retail sales tax under this

chapter or a use tax under chapter 57-40.2.

g. Coal mined in this state and used for heating buildings, except for
coal used in agricultural processing or sugar beet refining plants,

2. There is imposed a tax of three and one-fourth percent upon the gross
receipts of retallers from all sales at retail of mobile homes used for

residential or business purposes, except as provided in subsection 35 of
section 57-39.2-04, and of new farm machinery and new Irrigation
equipment used exclusively for agricultural purposes, including the leasing
or renting of new farm machinery and new irrigation equipment used
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REPORT OF STANDING COMMITTEE (410) Module No: SR-32-3308

February 19, 2003 2:13 p.m. Carrler: Tollefson

Insert LC: 30346.0308 Title: .0400

N exclusively for agricuitural purposes within this state to consumers or
' u“ml

3. In the case of a contract for the construction of highways, roads, streets,
bridges, and buikiings for which the bid was submitted prior to
December 9, 1988, the contractor recelving the award is liable only for the
sal:s lt?erd use tax at the rate of tax in effect on the date the bid was
submitted.

SECTION 3. AMENDMENT. Section 57-39.2-08.2 of the North Dakota
Century Code is amended and reenacted as follows:

57-39.2-08.2. Sales tax to be added to purchase price and be a debt.

OO -G0-OME BDO-BIOVEOG- ,Amuﬂ[sr]a"add
the tax imposed under this chapter, or the average equivaient theveef, to
the sales price or charge, and when added, eueh the taxeenetitutes is a
part of eueh the price or charge, is a debt from the consumer or user to the
retailer until paid, and is recoverable at law in the same manner as other
debts. In adding such tax to the price or charge, retailers shall adopt
{or-tho-application-ef-the-taxt

t thelellewing bracket system
$0:04-through-$0-16 no-tax
$0-16-through-$0-20 Fo-tax
L $0-2+-through-6040 2e-tax
4¢-tax
Se-tan
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SECTION 4. AMENDMENT. Section 67-40.2-02.1 of the North Dakota
Century Code Is amended and reenacted as follows:

57-40.2-02.1. Use tax imposed.

1. Except as otherwise expressly provided in subsection 2 for purchases of
moblle homes used for residantial or business purposes, an excise tax is
imposed on the storage, use, or consumption in this state of tangible
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TN personal property purchased at retail for storage, use, or consumption in

this state, at the rate of five and one-fourth percent of the purchase price
of the proporty'/".e Except as limited by section 5§7-40.2-11, an excise tax Is
imposed on the storage, use, o consumption in this state of tangible
personal propenr not originally purchased for storage, use, or
consumption In this state at the rate of five and one-fourth percent of the
fair market value of the property at the time it was brought into this state.

2. An excise tax is imposed on the storage, use, or consumption in this state
of mobile homes used for residential or business purposes, except as
provided in subsection 18 of section 57-40.2.04, and of new farm
machinery and new irrigation equipment used exclusively for agricultural
purposes purchased at retail for storage, use, or consumption in this state
at the rate of three and one-fourth percent of the purchase price thereof,
Except as limited by section 57-40.2-11, and except as provided in
subsection 35 of section 57-39.2-04, an excise tax is imposed on the
storage, use, or consumption in this state of moblle homes used for
residential or business purposes and of new farm machinery and new
irigation equipment used exclusively for agricultural purposes not
originally purchased for storage, use, or consumption in this state at the
rate of three and one-founth percent of the fair market value of mobile
homes used for residential or business purposes and of new farm 3
machinary and new irrigation equipment used exclusively for agricultural ;
purposes at the time it was brought into this state.

B T -

I of natural gas consumed by a final user at the rate of four percent from
January 1, 1993, through December 31, 1993; three percent from
January 1, 1994, through December 31, 1994; and two percent after
December 31, 1994, if sales tax has not been applied as provided hy
section 57-39.2-03.6.

4. Inthe case of a contract awarded for the construction of highways, roads,
streets, bridges, and buildings prior to December 1, 1986, the contractor
receiving the award shail be liable only for the sales or use tax at the rate
of tax in effect on the date of contract.

SECTION 5. AMENDMENT. Section 57-40.3-02 of the North Dakota Century
Code is amended and reenacted as follows:

57-40.3-02. Tax iImposed. There Is hereby imposed an excise tax at the rate
of five and one-fourth percent on the purchase price of any motor vehicle purchased or
acquired either in or outside of the state of North Dakota for use on the streets and
highways of this state and required to be registered under the laws of this state.

é
é SECTION 6. REPEAL. Sections 57-39.2-12.1 and 57-40.2-07.1 of the North
! Dakota Century Code are repealed.

SECTION 7. LEGISLATIVE COUNCIL STUDY. The legislative council shall
study state income and sales, use, and motor vehicle excise taxes to determine the
feasibility and desirabllity of eliminating state individual and corporate income taxes
and providing replacement revenues by expansion of state sales, use, and motor

vehicle excise taxes. The legislative council shall report its findings and
/ recommendations, together with any legislation required to implement the
g recommendations, to the fifty-ninth legislative assembly.

j

; 3. Anexcise tax is Imposed on the storage, use, or consumption in this state
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d SECTION 8. EFFECTIVE DATE - EXPIRATION DATE. Section

» tta‘ffl:mtm for taxable years beginning atter December 31, 2003. Sections ; g: o A%tclff
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O REP, WES BELTER, CHAIRMAN Called the hearing to order.

2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, SB 2314

House Finance and Taxation Committee
Q Conference Committee
Hearing Date March 12, 2003

Tape Number Side A Side B Meter #
| X 1

Committee Clerk Signature %ﬂmﬂd&l—m 2
Minutes:

SEN. RANDY SCHOBINGER, DIST. 3, Introduced the bill. See written testimony. Also
submitted a news article entitled “Absence of taxes gives South Dakota an edge”, See attached
copy.

SEN, BEN TOLLEFSON, MINOT Co-sponsor of the bill. He stated he lived in North
Dakota his entire life and worked for a corporation in North Dakota for over 32 years. That

corporation stayed in North Dakota because it was a good business environment for them.
Included in that job I had, was an opportunity for me to raise a family, to live here and retire here
in a reasonable fashion. This bill can give reason to stay for a lot of young people, that today
may be thinking of going elsewhere, Gave an overview of what people thought about the bill on

the Senate side. He felt that 500 young people who leave each year, may decide to stay with this
bill,
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House Finance and Taxation Committee

Bill/Resolution Number SB 2314 ]
m Hearing Date March 12, 2003 |

" SEN.TONY GRINDBERG, DIST. 41 Testified in support of the bill as one of the
co-sponsors. Stated he would give a lot of the same comments which he gave in the Senate.

There is a lot of discussion sbout out-migration, and saving North Dakota, young people leaving
the state, etc., how do we protect the future five or ten years down the road. When you look at
the states with no personal income tax, they have significant population growth. South Dakota is
one of them, Florida, Texas. One of the things which intrigues me, is that two of the states with
the biggest population increase of retired folks, one was Florida, and the other is Pennsylvania.
Pennsylvania does not tax income off of pension funds. As the baby boom population moves
into retirement in our state, sooner or later the stock market will come back, and the baby ;
boomers will have an incredible amount of wealth, I think we need to look at a long term tax.
; O The first six weeks of the session, I had considerable discussion with people I represent in my
district, I didn't come across anybody who was opposed to SB 2314, He talked about auction
sales, whereby equipment is being auctioned off, tax free.
REP. WINRICH You spoke of your experience in economic development, in the brief |
experience I had, after the flood in Grand forks, I found that one of the main concerns of many

businesses was not so much the corporate income tax, but the property taxes. In the red book
comparison with other states, North Dakota’s property taxes seem to rank higher than other
states, isn't that more of disincentive for business then the corporation income tax?

SEN. GRINDBERG In my experience, property taxes are competitive in other states.
Corporate income tax repeal will not change things overnight, In the work I have done, I think I

have been involved with one corporate income tax exemption request,
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House Finance and Taxation Committee
Bill/Resolution Number SB 2314
Hearing Date March 12, 2003

REP. SCHMIDT Stated he had to respond because he mentioned auctioneers. When we sell a
farmer out, there is no tax on the machinery, but in a lot of instances, that farmer pays thirty three
percent income tax on goods sold. I would hope, right now we don’t have tax on machinery, at a
dealer or at an auction, and I hope we don’t change that.

REP, KELSH Have you given any thought to what would happen to a renaissance zone, the
incentives that we give, should this pass?

SEN. GRINDBERG 1t certainly would create a lot of new approaches. I think the long term
benefit of not having personal corporate income tax, would far outweigh the fifty percent tax
credit to the renaissance zone fund. In a perfect world, if the fund was returning an invesiment
to the investors, they would put money in whether they got a tax credit or not.

REP. RON IVERSON, FARGO Testified in support of the bill. We talk a lot about saving
North Dakota and keeping youth here and giving incentives, related to an article entitled

*Absence of Taxes in South Dakota."

INDEPENDENT BUSINESS , = Testified in support of the bill. He stated the NFIB represents
approximately 3000 small business owners. On all of the positions taken by NFIE on issues

before the legislature, are determined by member ballots, We do not take a position unless at
least sixty percent of our members are in favor of it, or close to it. In early February, we balloted
our numbers on SB 2314, in concept, we didn't talk specifically about the bill, the result of our
member poll, with sixty two percent of our members, were in favor of elimination of all income
taxes in North Dakota, and reliance instead on extended sales tax revenues. He stated he was in

communication with the state director of NFIB in South Dakota, and the articles and references
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House Finance and Taxation Committec
Bill/Resolution Number SB 2314

~ Hearing Date March 12, 2003

made by Rep. Iverson were confirmed by him, and he said it was one of the best things that

happened to South Dakota, especially for small businesses.
REP. WINRICH Did you poll your members about the repeal of the collection allowance for

e . .

? sales tax?
BILL BUTCHER No, I did not. The poll had to do with the expansion of sales tax to replace

revenues.

REP. WINRICH My understanding that many of the retailers across the state, are rather
; adamantly opposed to that,

BILL BUTCHER Thirty one of our members were opposed to it. Our membership includes a
lot of small businesscs who are not retailers, and I can only report that the majority of sixty two
m members were in favor of it.

e REP. BELTER TO SEN. SCHOBINGER At the end of the five years when the tax is totally
repealed, won't we end up with a short fall then?

SEN, SCHOBINGER This will allow for, every two years we budget, and it phases out over
five years, but we obviously can't tie the next legislature into that, Section 7, is the resolution

which will study this whole thing and that committee is assigned to come back with
recommendations to the next legislative assembly, We will have a governor's budget, and he
writes many things into, or takes things out of the budget, that will allow this governor, as you
know, when we left here two yeats ago, we were projecting 104 million dollars off the corporate

income tax, that tax is now down to twenty one million dollars from what we were projecting
two years ago. The‘govemor had to write that cut into his budget, also the personal income tax is §
| J down from sixty million dollars. That is no different from two years from now, or four years *
. |
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House Finance and Taxation Committee
Bill/Resolution Number $B 2314
Hearing Date March 12, 2003

from now, the governor will take that into account. The impetus behind this, is increased
economic development.
REP. WINRICH Wouldn't it be more logical to do the study before you start making changes?

SEN, SCHOBINGER We did study the corporate income tax this whole last biennium interim.

It was a very comprehensive study on all aspects of the corporate income tax.

REP, WINRICH does your bill come out of that study?

SEN. SCHOBINGER My bilt is a separate bill. The bill that came out of the study was
actually introduced in committee, given the budget status at that time, to make the corporate
income tax flat, although it was a bill introduced through the Senate from the interim finance and
tax committee.

REP. WINRICH The study here says that we are going to study state income, sales & use and
motor vehicle excise tax to determine the feasibility and desirability of eliminating state
individual and corporate income taxes and providing replacement revenue by expansion of the
state sales use and motor vehicle taxes. But your bill already envisions the elimination of the
corporate income tax, over a five year period, and an expansion of the sales tex?
SEMQHQBIHQEB_ No, there is no expansion of the sales tax. Those taxes will be on the
existing sales tax base, and it will go from five to five and a quarter, for the final six months of
the biennium.

REP. WINRICH Doesn't that presuppose the conclusions of the study? What if the study
concludes that we shouldn't sliminate the corporate sales tax?

SEN. SCHOBINGER The study ties the whole thing together. Last biennium, we studied the
corporate income tax, so we have pretty in depth knowledge as to what that is. The testimony
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House Finance and Taxation Committee %
Bill/Resolution Number SB 2314 <

m Hearing Date March 12, 2003
| "~ wereceived from South Dakota, is them not having a corporate income tax, is very much a

positive for them, They are out talking to speculative businesses that are expanding, it is one of
their tools. On their Department of Commerce website, that is the first thing they mention. Also

during that study, I received a brief letter from Dr. Milton Friedman, on July 2, in addition, any
individual state which terminates a tax on corporate income, will be an attractive place for
corporations to make their home, By eliminating the tax on corporate income, the state of North

Dakota could attract an in flow of capital from the rest of the country. When I take a look at that,
I think it is exciting. That is something North Dakota needs.
REP. WINRICH You keep referring to the past study that was done this past biennium, did
that study of corporate income tax develop any projections of how the increase of economic
O activity would take place, what sort of numbers are we looking at?
| SEN, SCHOBINGER Those are the types of numbers that are very difficult to track. But those
are numbers that will be realized.

REP. WINRICH What numbers?
SEN. SCHOBINGER The increased standard of living for all North Dakotans, I think it will

bear itself out.

REP. WINRICH That is not a number.

SEN. SCHOBINGER We know, we are losing 500 people per month, I believe, there are two
reasons young people are leaving North Dakota, 1. Not enough high paying jobs, 2. They are

getting their college degrees and can't find jobs.

REP. HEADLAND s this bill inclusive of all types of corporations in North Dakota, as you

know, as a farmer today, I can incorporate my farm, would I be subject to this bill?
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House Finance and Taxation Committee
Bill/Resolution Number SB 2314

Hearing Date March 12, 2003
SEN. SCHOBINGER This bill will include all businesses organized as C Corporations.

It may include Black & Decker, Gateway, Intel, it may include a whole lot of corporations that
currently are not here.

RER. BELTER You have taken the fee away from businesses for collecting the sales tax, on
the house side, we already defeated one attempt to do that, mainly because we felt it was an anti-
business move, was there any thought to reinstating that, and maybe starting your sales tax at an-
earlier time to cover that loss?

SEN. SCHOBINGER I think the critical element of this bill is to begin to phase out the
corporate income tax, how that is accomplished, I want to find the best way to do that, I do
understand those retailers that have a large number of gross sales, currently, over the long run,
will realize this is 8 positive move.

REP. KELSH We heard yesterday, there are several states that don't have a sales tax, Montana
is one of them, yet, they experience a large amount of growth if not larger than South Dakota,
have you given any thought to the elimination of the sales tax?

SEN, SCHOBINGER That is a good question, Montana is very heavily weighted in the west,
when you drive out to Glendive or Sidney, you know exactly what the economic development is
there. That is why I think the differences in sales tax don't necessarily cause people to flee as we
originally may have thought. If that were the case, we would see much migration from
Dickinson and Williston over the borders, and the retail outlets would be lined up along the
border of North: Dakota and Montana. That has not happened. I am not a great fan of the sales
tax, but I think people enjoy paying their taxes and getting something for it, rather then having it
taken off the top.
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REP. MERLE BOUCHER, DIST. 9. ROLETTE, Testified in opposition of the bill.
He stated he has heard the argument that if we make this change and eliminate the corporate

5 Page 8

income tax and pass the responsibility or make up the gap in what we would lose in corporate
income taxes by assessing an additional amount on the sales tax, this is how we would recover
those lost monies, and it would also be a revenue neutral act. It might be a revenue neutral act as
far as the government and the treasury of the state of North Dakota is concerned, but it is not

going to be a revenue neutral situation for those people who are consumers and taxpayers across

‘ the state of North Dakota. That tax responsibility is going to be shifted to someone else. Some

people say elimination of the corporate income tax will create aconomic development in the state

of North Dakota, I disagree with that for a number of reasons, 1. When I talk to people in the
q economic development community, be they community based or regional based, or here within

i state government, they will always tell me consistently, that when businesses come to North

Dakota and research the possibility of coming to this state, that the consideration of the state's tax

structure is an item way down on the list of them making their determination. There are many

other factors that weigh in more heavily than the tax structure of North Dakota, when they make
that decision to come to a community. When they come to a community, they look at the
infrastructure of the community and the labor force that is available, 2. They will always teil
you that we also have other options in terms of taxes and taxation,. We have vsales tax

exemptions, property tax exemptions, we have many of those kinds of opportunities that are

available to the communities. It becomes a matter of local decision making. When we take a

N et
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look at the corporations that do business in the state of North Dakota, many of those corporations
v areretail and service provider corporations. When they make a determination or decision to
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: | | " locate in North Dakota or to expand business, it is a market driven decision. Take a look at the

tax structure of North Dakota, We know taxes statewide, are built on a three legged stool.
Property tax, sales tax and income tax, on the income tax side, it is corporate and personal
income tax, On the sales tax side, it is state sales tax, and local sales tax, and food and lodging
tax. On the other side of the stool is property tax, which finances our schools, counties and other
municipal operations, When we talk about tax collections in North Dakota, property tax

collections are significantly higher than the other two. We have an inequity, that we need to
address. He went on to talk about the different sales taxes collected in the communities across
the state of North Dakota. Also commented on the income taxes paid in our state. When we
talk about this tax system, the debate should be focused around the inequities that exist within the

‘ D system, Minnesota is a high tax rate, and they have good solid economic growth. South Dakota
has a low tax rate, and obviously, they have outgrown North Dakota. If you compare the two, is
tax really the issue, or business environment throughout the state. I think we should put our

energy forward in looking at the business climate to attract people here,

REP, BELTER From your testimony, I gather that you feel our sales tax is high enough?

REP. BOUCHER I would say our sales tax has reached a point where the people out there are
saying, we pay our taxes as loyal and responsible citizens because we know we have to have

money to operate the state, local and municipal governments, but at the same time, I think when
they say five percent, one percent, which is typical, I think most of us realize we pay about a six

perccat sales tax rate,

REP. BELTER Do you think our sales tax is high enough that we might not want to pass the

. one percent lodging tax?
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Page 10

House Finance and Taxation Committee
Bill/Resolution Number SB 2314
Hearing Date March 12, 2003

REP. BOUCHER 1 think, quite fiankly, the people in North Dakota look at sales tax, and they
are saying we have probably reached the point of maxing out our sales taxes,

REP. IVERSON I look at the numbers between North Dakota and South Dakota and they don't
lie. They don't have corporste income tax, they don't have state income tax, and yet, they grow,
and North Dakota does not. You talked about this three legged stool, they don't have the three
legged stool, they do have some gambling revenue, but they aggressively market themselves as a
low taxation state, how can you refute that?

REP. BOUCHER Look across the river to Minnesota, which is next door to both North Dakota
and South Dakota, and they are a high tax state, has that stopped their growth? In the state of
South Dakota, when you take a look at the growth they claimed to have made, are those jobs high
power jobs. We can talk about numbers and we can spin any numbers you want, depending upon
the case or argument you want to make, if we talk about North Dakota and South Dakota tax
climates, what are they paying for license fees and those kinds of things, You have to put
everything into perspective. The state of South Dakota needs money to spend just like the state
of North Dakota, it is just a matter of where you are going to tap it.

REP. IVERSON They have less state employees than we do, they have a lot of other things
that we don't. But to respind to your question about Minnesota, they have a five billion, or
whatever, deficit now, and the business climate is not going to be more attractive, you are not
going to see a lot of growth, states like South Dakota, will attract those businesscs. How can you
refute the numbers when they grow, they have almost one hundred twenty thousand more people

than we do, and the states are essentially the same.
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i‘ Page 11
House Finance and Taxation Committee
Bill/Resolution Number SB 2314

~ Hearing Date March 12, 2003
7 REPR.BOUCHER The state of Minnesota has way more people than the state of South Dakota

does. The state of South Dakota better have the infrastructure in place to attract those people,
and they better have the water, transportation, facilities as well as the technology capabilities to
attract those people. If that doesn't exist, they won't go there. Minnesota is going to have a
definite advantage over both of us because they have the population. The state of Minnesota is in
a real budget crunch right now because they rebated a lot of tax money when they had tax money

in their treasury.
REP. WEILER You made a comment that the business environment and the climate needs to

improve in North Dakota to help all of North Dakota, do you not believe that zero corporate
income tax will improve that very same business environment?
‘ REP, BOUCHER That is a debatable point. In my discussion with economic development
O people, be they in state, county or regional government, they say that the companies and

businesses, when they ask them what they need to locate here, taxes are way down on the list,

We would be offering corporations who are in the retail or service provider sector, and their

growth and presence here is based totally based on market. If the people aten't here, they are not f

going to add jobs, if we see a decrease in sales, they will probably shut down the operation and
leave. They don't even own the buildings they operate out of. North Dakotans own the buildings

and pay the property taxes.

CAR WASH Testified in opposition of the bill. See written testimony plus a chart showing

that states with little or no sales tax, have less out migration than the highly regressive South

Dakota,
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House Finance and Taxation Committee
Bill/Resolution Number SB 2314

Hearing Date March 12, 2003
REP. CLARK You talk about the quality of life issues as being more important, in North

Dakota we have a low crime rate, and the out migration is still continuing, you think it is
working?

'MICHAEL WALSH 1 am saying there are other factors for the out migration, and 1 am saying,
if we do change the taxes, ] think the crime could get worse. [ don't think the model of South

Dakota is ideal, as was pointed out, they are spending way less per capita, and it is very
significant, 50 we are looking at the wrong part of the model, of South Dakota.

JOHN RISCH. UNITED TRANSPORTATION UNJON, Testified in opposition of the bill.
See written testimony. Also submitted a handout relating to the average annual pay for 2000 and

2001 and percent change. See attached copy.

REP. DROVDAL Do you poll your membership before you come and take a stand, and what
O was your percentage of support or non support?

JOHN RISCH Woe have not polled our membership. I didn't mean to belittle, We pass general

resolutions concerning issues as far as tax policy and things at our local meetings, or at our state

legislative board meetings on positions we will take. We don't poll our entire membership.
REP, CLARK Ycu mentioned that you think it would probably be bigger problems if we
eliminated corporate income tax because all of the pass through limited partnerships would pass
through the business profits through individuals to be taxed at their personal income tax rate,
‘don't you feel that because of the incorporated status, they would start paying income tax on that, ;
then when they pay themselves, they still pay state income tax, and personally, federal income

tax, that would increase the taxable liability?
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i House Finance and Taxation Committee #
{ Bill/Resolution Number SB 2314
Hearing Date March 12, 2003

' 3 JOHN RISCH Fach individual entity will have to do their numbers, the intent will be to get

yourself in the top rate of 5,54% or zero percent as North Dakota would have, for the corporate
entity, My suggestion is, as people look at this, as I personally look at this, I have rental
property, this would be an opportunity for me to reduce my amount of personal income tax.
There could be a situation where it is a greater liability, [ don't know, companies will have to

weigh that out.

DAKOTA AFLCIOQ Testified in opposition of the bill, Stated she does a lot of work in
economic development and jobs and research, and she stated she came across an article, recently, !
with the new Toyota plant going into San Antonio, Texas, San Antonio was fifth on the list of ‘
-~ the states that were vying for the new Toyota plant, but Toyota picked San Antonio, and it had

‘ the least amount of incentives over Tennessee, Arkansas and Mississippi. What the Toyota

president said, if you pull too many incentives out of the community in the beginning, you pay

the price down the road, it is a penny wise, pound foolish thing to do. We believe it is in our best

business to be a good corporate citizen and contribute to the community right away. I think

e .

taking the corporate income tax out of the mix of taxes in Notth Dakota, is not going to be good
for the people infrastructure of the state of North Dakota, especially in these tight economic
| times.

RANDY HELLMAN, LOCAL BUSINESS OWNER, BISMARCK Testified in opposition
of one section of the bill, which is Section 6.
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House Finance and Taxation Committee

Bill/Resolution Number SB 2314
,~  Hearing Date March 12, 2003 |

|

DAVID KEMNITZ PRESIDENT OF THE AFLCIQ Testified in opposition of the bill. |
Almost always, our resolutions from our conventions in speaking to the history of taxes, proper [
government services, and the future, statistics show that North Dakota's average wage compared

, to the nation is at 70% of the national average. In 1985, it was around 84%. Obviously the

* power plants, gas plants and other large construction was helping keep it up. In 1990, it was a

low of 70%. In 1991, the legislature passed legislation that called for a living wage provision,

the average wage started to go up. In 1995, that was repealed, and it has gone down now. We

think we are looking at the wrong picture, The corporate income tax rate has been frozen since

1984, The income tax and property tax waiver for new and expanding businesses in the state
were for good jobs and good wages. Low interest loans were for good jobs and good wages.

Q Infrastructure gifting is all for good jobs and good wages We haven't seen any of those, Our

AT K s

members don't see the results of gifting or giveaway of the corporate business sector taxes.

Personal income taxes have changed for the wage earner. Sales tax have increased, food and

lodging. Local and state sales tax has increased. Property taxes have increased for all of us.

Fees for licenses have increased.

i
ASSOCIATION Testified in opposition of the bill. Agreed to what Mr, Hellman stated, i
A

regarding Section 6 «f the bill, ﬁ

A
" With no further testimony, the hearing was closed. 4
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House Finance and Taxation Committee

BilV/Resolution Number SB 2314

m Hearing Date March 12, 2003

e e o s s A

RICK CLAYBURGH., STATE TAX COMMISSIONER Appeared late after the hearing was

closed, Rep. Belter requested that the tax commissioner submit written testimony to committee
members,
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2003 HOUSE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO., SB 2314
House Finance and Taxation Committee

Q Conference Committee

Hearing Date March 25, 2003

Tape Number _ Side A Side B Meter #
1 X 12,6
Committee Clerk Signature | '
Minutes:

Q COMMITTEE ACTION

REP. WEILER Presented amendments to the committee,

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

REP. DROVDAL Second the motion, Motion carried by voice vote.

REP. IVERSON Made a motion to turn this bill into a study to be studied during the interim,
REP. CLARK Second the motion. Motion failed.

Comtnittee members felt that this was studied during the last interim and did not need to be
studied again,

LA e

.\ REP.WINRICH Made amotion for a DO NOT PASS AS AMENDED. |
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i Page 2

House Finance and Taxation Committee
Bill/Resolution Number SB 2314
Hearing Date March 25, 2003

REPR, SCHMIDT Second the motion,. MOTION CARRIED

9 YES 4 NO 1 ABSENT

REP. GROSZ  Was given the floor assignment.
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Roll Call Vote #:

2003 HOUSE STANDING COMMITTEE ROLé. gALL VOTES
431

BILL/RESOLUTION NO.
House FINANCE & TAXATION

D Check here for Conference Committee

Legislative Council Amendment Number S, . 0 Yol
aiontin Do Net Z]:; 05 Adended

Motion Made By .

Representatives No Representatives

ey Wimnish seciiny Yo Schmidt

Yes | No

BELTER, CHAIRMAN

DROVDAL, VICE-CHAIR -

CLARK =

FROELICH

HEADLAND

IVERSON

KELSH

KLEIN

NICHOLAS

SCHMIDT

WEILER

Y SISKE KRR |O[SE

WIKENHEISER

WINRICH

Total  (Yes) q No L/

Absent ] '
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REPORT OF STANDING COMMITTEE (410) ‘ Module No; HR-834-8771
March 26, 2003 8:34 a.m. Carrler: Grosz
Iinsert LC: 30346.0401 Title: .0809

™ REPORT OF STANDING COMMITTEE

- SB 2314, as engrossed: Finance and Taxation Committes (Rep. Belter, Chalirman)
! recommends AMENDMENTS AS FOLLOWS and when so amended rooommends
> DO NOT PASS (9 YEAS, 4 NAYS, 1 ABSENT AND NOT VOTING).

SB 2314 was placed on the Sixth order on the calendar.

Page 1, fine 3, remove “0 repeal sections 57-39.2-12.1"
Page 1, remove line 4

e LT

<t Ao e

Page 1, line 5, remove “retailers for administrative expenses of sales any use tax collection;"
Page 6, remove lines 3 and 4

Page 6, line 14, remove "Section 6 of this Act is effective for taxable events ocourring after”
Page 6, remove line 16

Renumber accordingly

Ty

,4,9
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c Testimony to the Senate Finance and Tax Committee

By: Senator Randy Schobinger

Wednesday - February 12, 9:30 AM
Lewis & Clark Room — State Capitol

My State, QUR STATE is at a crossroads, The decisions we are making this session
about which road we take will define our state for the next generation. The decisions
aren’t just economic, They are much more than that. What we do this legislative session

will significantly impact whether we grow or wither in the coming years.

We all know and agree that the direction we have been heading isn’t taking us where we
want to go. Our youth are leaving, Our population is departing at the rate of 500 per
month. That rate is accelerating.

I’ve been encouraged by the enthusiasm, and the serious questions SB 2314 has
generated among you - my colleagues. Those I've talked with about this bill have
encouraged me to move it forward. Together we can change the direction our state is
headed. We can change the direction in a positive and progressive way. By passing SB
2314 we will show those who have elected us that we are willing and able to lead our

state down a new, more prosperous road.
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SB 2314, as amended, will eliminate both the individual and corporate income tax saving

taxpayers approximately $520,000,000 each biennium. It will increase the sales tax from
5% to 6% and include tax on some item not currently taxed. However -- food, ag inputs,

health services, and medical products including prescription drugs remain exempt,
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If we continue down the road we have been on by next session our state will have
between 12,000 and 20,000 fewer people. The majority of those leaving will be families 1
and young adults. We MUST reverse this AND we must begin now,
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\ The statistics tell a chilling story. All but four North Dakota counties will lose population
C over the next 20 years, The small business survival index ranks North Dakota 35 least
attractive state in the nation to do business. Four independent analysts give North Dakota

a C+ while South Dakota receives an A, SD always ranks in the top 5§ while ND is in the

bottom 10 in virtually every analysis ranking states as friendly or unfriendly to business, |

In "Taxes and Economic Growth", a publication by renowned economist Dr. Richard
Vedder, while reporting most neighboring states rank close in terms of “business
friendliness” he notes the dramatic contrast between North and South Dakota. While
South Dakota receives an “A” grade we get a “C+". If you were picking a place to do
business, which would you, pick?

The road I wish our state to travel is one that will enable us to utilize the abundant natural
resources our state has been blessed with. It is the road that will provide opportunities for

‘ our families and our children.

SB 2314 will NOT, by itself, turn our state away from the precipice we’re heading
toward. However, SB 2314 will accomplish TWO necessary things
FIRST, it will prove that we can CHANGE direction and that change isn’t as

frightening as some think and,
SECOND, it will lay a solid founde‘ion that will make our state attractive to business,

industry and the jobs they bring,

Today there are far too few representatives from primary industry or large business
entities here to testify. There is a reason for this, Our state has all too few primary
industries or large businesses. This is because our state’s tax code, our rules, our
regulations and unfortunately a certain mind set makes our state hostile to business and

newcomers.
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N It is time we acknowledge this reality. We cannot afford to put off admitting the truth -
b - IF we want to change the direction we are traveling. I want to change direction. The
majority of those I know also want move in a different direction. Today YOU can take
the first step to make this change a reality — you can do so by giving SB 2314 a DO

PASS recommendation. ,

I understand CHANGE is frightening for some. It is particularly frightening for those
comfortable with the status quo. Unfortunately that is a “comfort” we can no longer

¢ SB 2314 will make our state among the most job friendly in ¢

o SB 2314 will ¢liminate more than 150 pages of tax code and the machinery

afford.
SB 2314 will change North Dakota’s tax law. Let me explain what SB 2314 js and isn’t
and what SB 2314 wili snd will NOT do.
e SB 2314 is g beacon that will loudly and clearly tell industry North Dakota is
— serious when we say we want it here,
‘ Tf e SB 2314 will provide tens of millions of dollars in positive and needed free
publicity for our state.
o SB 2314 i3 not regressive. It is progressive. It is an absolutely necessary step to
| stem the out migration of jobs and people from our state,
¢ SB 2314 will put more than $420,00( k in the pocket
i families to spend as they see fit.
i

needed to collect the income tax.

¢ SB 2314 is the first step we must take to begin the task of transforming our state
from a hostile environment for business and industry to a_destination of choice

for business and industry.

Our state is changing whether we like it or not. SB 2314 is a major change, Butitis s
positive change. It allows taxpayers to keep more of what they earn AND at the same

U S B MRS Sy e RS S R D e e i e T et et g
O B b RSN Wi Ve s IR s e R A R R

The microgrephie images on this #1im are hocurate reprodust fons '

were f{(med
fn the reguler course of bueiness.  The phomrw“ rocane woalivared to Nodern Informetion systems for mlarof]imf

(ANSL) for archival microfiim, O process meets ‘ '
document being 1(med, NOTICE! If the fiimed Image above is less mﬁfmm :chh:om,“f? ?:t&? :o'::”' Mf.""mm B
¢ quality of the !

@W ’Q‘ﬁﬂm_§_

Date

TR TIRA JE-% .




O

time tells business and industry North Dakota secs it as a valued citizen not simply
another pocket to tax,

Our choice is really quite simple. North Dakota can continue on a downhill road and
disappear into the bottom of the gorge. OR we can change direction and head down a
different road — a road we chose, a road that provides our citizens opportunities —
particularly the opportunity to stay and work nere in Nerth Dakota.

SB 2314 will make those opportunities reality. SB 2314 will take us in a new, a better, a
pusiilve and an exciting direction. 'We must, however, realizo that SB 2314 is just the
first step. But, it is a critical first step because it sets us on the new course, As we
head down this new road it will become evident what other changes we need to make and

will want to make.

SB 2314 did not come about overnight. My degree is in economics, I've spent the last
two years studying the economic problems facing our state, I've engaged the thiniting
and advise of dozens of experts in the area of economic development. SB 2314 is the
calumniation of that effort. Together with that effort the Legislative Council and the Tax
Department has helped develop what is being presented today — SB 2314,

Thank you. I now urge you to take the drivers wheel and turn North Dakota in a new
direction by giving SB 2314 a DO PASS recommendation,
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LT Table 2
P Four Different Evaluations of Fiscal Policy By State
. State SBSC ALEC Bloomberg Yedder Median
; Alabama B+ B B+ B+ B+
) Alaska B- F A C C+
| Arizona C+ B B C B-
f Arkansas C+ C C C C
t California D- C- C- C- C-
! Colorado B B B B B 4
[ Connecticut C- D C- F D+
) Delaware C F B F D
. Florida A- A A A- A
Georgia C D C B- C
‘ Hawaii F F C D D+
ld‘hO C C C- C- C |
Illinois B- C- C B- C+ |
Indiana C+ C- B- C+ C+
Iowa D C- C C+ C
Kansas F C- C- D D+
Kentucky C- D C D+ C-
Louisiana C+ C A- B B- :
Maine F D D F D-
Maryland C B C+ C- C+
Massachusetts C F C D C-
Michigan B A C+ C B-
Minnesota F D D+ F D- ‘
.C ) Minisa“ilgpl B C- C+ C+ C+
Misso ' C+ B C+ C+ C+
- Montana D+ C+ D- C C-
Nebraska C- B D+ C C
Nevada A A A A- A
New Hampshire B+ A B B+ B+
NewJersey D+ B C C- C
New Mexico D- F C+ C D+
New York D- C+ D D- D
North Carolina C- D C- C C-
¥y North Dakota - C C+ B- D C+
§ Ohio ‘ D C- C C- C-
Oklahoma C C- C C+ C
Oregon D+ C+ D+ B C
| Pennaylvania c - C+ C+ C+ C+
¢ Rhode Island F D F D+ D-
! South Carolir C+ C C B C
‘ff South Dakota A A A A A
: Tennessee B B A+ A - A- ;
G Texas B+ B B A B+ :
| Utah C- D B- D+ C- |
L Vermont D C+ D+ D- D+
i Virginia B- C+ C+ B B-
Washington A C+ A C B
o West Virginia D D C+ C+ C-
- Wisconsin C D D F D
, (\) Wyoming A B A+ C A-
! SOURCE: See references, Table 1; median is calculated by author.
| 22
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Following are the state rankings for the Small Business Survival Index 2002:
Small Business Survival Index: State Rankings
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SBSI Score
21.080
23.270
27.640
29.730
30.110
31.010
31.090
31.340
33.630
33.775
33.950
36.680
36.820
37.400
37.690
38.750
38.800
39.044
39.196
39.740
40.360
40.970
" 41.070
41610
41.720
42.660

Rank
27

28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

State
Utah

Idaho
Kentucky
Massachusetts
Wisconsin
Kansas
Connecticut
Nebraska
North Dakota
Oregon
North Carolina
Montana
New Jersey
Ohio
West Virginia
Vermont
New York
. Iowa
Rhode Island
California
New Mexico
Minnesota
Maine
Hawaii

SBSI Score
43.239

43.510
43520
43.770
44.100
45.810
46.280
46.350
47.025
47.550
47990
47.994
48310
- 49.060
49.230
49454
49.955
50.358
50.730
52.250
52.440
53.610
53.810
54.720

DNistrict of Columbia 60.115
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News
Local News
Sports Absence of taxes gives South Dakota an
Ufe edge |
Entertainment %
Technology \
w & Buliet '

wmzooz Argus Leader

Waather
Obituaries published: 2/8/2003
News Specials

E:ﬂ::y Archive Also enticing: Well-trained workers
m@""y South Dakota's favorable business climate Is luring dozens of companies
Falls c.c,:m from neighboring states. 8
: 'ntCoun&v And while lowa and Minnesota offer incentives to draw and retaln )

Opinion businesses, they don't have South Dakota's not-so-secret weapon: the

, Editorials absence of a corporate or personal income tax.
/ ) Editorial Board
3&'.'“"'?“ Editor Fleeing their higher-cost home state, more than 20 businesses from
S o Minnesota alune have set up shop in South Dakota since 2000, Dozens ]

Classifieds more from other states either have relozated or expanded into South ;
Place an Ad Dakota in recent years. ;
Classifieds
m Estate “In Minnesota, I think they feel that Oprofit' is a dirty word," said Jim
Apartments Lampy, president of American Concrete Products. He moved his entire ‘
Cars operation from Fergus Falls, Minn., to Rapid City two years ago. "I love the ‘
Legals business climate here.” ?

Newspaper
Subscribe An lowa company, AmeriPharm, a subsidiary of Vet Pharm Inc. of Sioux
g:“’"l‘,"' Service  Center, opened this week in Sloux Falls. It fills prescriptions by mall and
Contact Us serves as an Information provider for maintenance drug recipients.
Newspapers in
Education For years, companies have made similar moves, and references to home ﬁ

Relocati echo In their names: Twin City Fan, Minnesota Rubber, Luverne Fire
toSioux F.qu) Apparatus and 3M (Minnesota Mining & Manufacturing).

CHYALRZICINE The border battle Is heating up as a new blotechnical industry develops in
! . the region.

Towa, home to Trans Ova Genetics in Sloux Center, is offering incentives to

(3l
P keep the blotech company's business as it plans for significant growth,

ot

chobbestary
. . Y

 Trans Ova is looking for a location to bulld an animal biotechnology center,
which could cost up to $100 million, David Faber, president and co-founder
of the company, said it's too early to tell which state will be home to the

new center.

http://www.argusleader.com/news/Saturdayfeature.shtml 2/9/2003
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é ~ Proposisd Amendments to SB 2314 2/11/03
, ’ 4:35 PM
, ‘ Repeats Individual Income Tax effective tax year 2003
g Repeals Corporation income Tax effective tax year 2003
| Increases the general sales & motor vehicle excise tax rates to 6%
Broadens the sales tax base as follows:
| Resources
! Gasoline Remains Exempt
Coel Remains Exempt ‘
Electricly e%
Water Through Mains o%
Natural Gas 4%
Heating Fuels 4%
Publishing
Newspapers Remains Exempt
Magazine Subscriptions 6%
Bibles, Hymnals, Prayerbooks 6%
and Textbooks Purchased by Private Schools
Texthooks Purchased by Students 6%
Medical
Prescription Drugs Remains Exempt
Oxygen and Anesthesia Gases Remains Exempt
Artificial Devices (Hearing Aids, Eyeglasses, Lir Remains Exempt
Ostomy Devices and Supplies Remains Exempt
o~ Diabetic & Bladder Dysfunction Supplies Remains Exempt
3 Equipment to Modify Articles for Disabled Remains Exempt
Sales to Hospitals and Nursing Homes Remains Exempt
Agricultural
| Commerclal Fertilizer (For Ag Purposes) Remalns Exempt
L Livestock and Poultry Feed Remains Exempt
Seeds for Planting Remains Exempt
Fungicides, Herbicides, and Insecticides Remains Exempt /
Used Farm Machinery 3% /
New Farm Machinery 6%
Other o
Money 6%
Grocery Foods not already subject to tax Remains Exempt
New Mobile Homes 6%
Miscellaneous Exemptions
Rental of Hotel and Motel 6%
Accomodations 6%
Film Rental (Movie Theater) 6%
Sales to Residents of Montana 6% \
Sales to Residents of Canada (Refund) 6% |
State and Local Falrs 6%
Private and Parochial Schootls 6%
Inter-State Telephone 6%
Cable Telavision 6%
Auctions 6%
y Manufacturing & Recycling Equipment 6%
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Proposed Amendments to SB 2314 cont.

Services

72 Personal

73 Business

75 Auto Repair

76 Misc. Repair

78 Motion Pictures

79 Amusement & Rec

81 Lega!

82 Education

84 Museums

86 Membership

87 Engineering and Mgmt
47 Transportation Services
64 Insurance Services

65 Real estate

Fiscal Analysis:

Total Sales & Motor Vehicle Excise Tax (SGF)
Expected under provisions of SB 2314 as am.

Total Sales, Motor Vehicle, Individuat & Corp
Expected under current law

Net Fiscal Impact of SB 2314 as amended

1,327,688,000

1,328,397,000

(708,000)
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STATES WITHOUT A PERSONAL INCOME TAX -
POPULATION CHANGE COMPARISON

Thbmbmonndumprovlduaoompaﬂsonofpopulaﬂenorovﬁhofshtuwimnoporiomlhcomohx.provi-

sions to North Dakota and other regional states. There are seven states that do not collect personal income tax-
' Alaska, Florida, Nevada, South Dakota, Texas, Washington, and Wyoming. Based on Bureau of Census Inf:a:\xu-

tion for fiscal year

g
1
g
:
g
:
§.
5
;
:
]
£
F

Ra
2000 ’ , Based on
Population Increase increase increase
States Without s Personal Income Tax
1,6808,25 796,424 66.3% 1
15.982.378 3,044,452 23.5% 7
20,851,820 3,008,310 22.8% 8
5,894,121 1,027,429 21.1% 10
626,932 76,889 14.0% 17
493,782 40,194 8.0% 32
754,844 - 58,840 8.5% a8
Area St-fum With & Personal Incomes Tax
2,198 103,130 12.0% 20
4,919,479 544,380 124% 24
642,200 3,400 0.5% 50 ]
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Home News Classifieds Jobs  Real Estate Apartments Cars c
Search: N a e T O EN Al Y do Section 7-Day Archive
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advanced search  payigation: home ¢ local news o article
News .

Local News

Sports Absence of taxes gives South Dakota an

Life edge

Entertainment

Technology

Nedomworg Dy Klrschenmann

ation/Wo

Election 2002 Argus Leader

Weather

Obituaries published: 2/8/2003

l;ews Spe%l’als
Ext‘:::" Archive Also enticing: Well-trained workers

;’;“" Gallery South Dakota's favarable business climate Is furing dozens of companies

vies )

Fafls Cam from nelghboring states. o

Space.Com : .

PheasantCountry  And while lowa and Minnesota offer incentives to draw and retain
Opinion businesses, they don't have South Dakota's not-so-secret weapon: the

Editorials absence of a corporate or personal Income tax.

Editorial Board

o f:t':'m't"sg‘ dit Fleeing thelr higher-cost home state, more than 20 businesses from
erto the Editor  Minnesota alone have set up shop In South Dakota since 2000. Dozens
Clagsifieds more from other states either have relocated or expanded Into South

Place an Ad Dakota In recent years.

Classifieds

‘m’; Estate “In Minnesota, I think they feel that Oprofit' Is a dirty word," sald Jim

Apartments Lampy, president of American Concrete Products. He moved his entire

Cars operation from Fergus Falls, Minn,, to Rapld City two years ago. "I love the

Legats business climate here."

Newspaper

Subscribe An Iowa company, AmeriPharm, a subsidiary of Vet Pharm Inc. of Sioux

gg:";"&“ Service  Center, opened this week in Sloux Falls, It fills prescriptions by mall and

Contect Us serves as an Information provider for maintenance drug reclpients.

Newspapers in ‘

Education For years, companies have made similar moves, and references to home
Relocatin echo in thelr names: Twin City Fan, Minnesota Rubber, Luverne Fire
toSioux Falls?  Apparatus and 3M (Minnesota Mining & Manufacturing).

AAMAMBLLL RS The border battle Is heating up as a new biotechnical industry develops In
the region.
TIRTRNINBILE [owa, home to Trans Ova Genetlcs in Sioux Center, Is offering Incentives to
keay the biotech company's business as It plans for significant growth,
) Look for USA |
< Weekend every  Trans Ova is looking for a location to build an animal blotechnology center,
u Sunday in the Argus  which could cost up to $100 million, David Faber, president and co-founder
Leadar of the company, said it's too early to tell which state will be home to the

http://www .argusleader.com/news/Saturdayfeature.shtm|
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N "We're still open to any and all possibilities," said Faber, who added that the
« } company is interested in developing a "biotech region" in the Midwest.

Trans Ova made a name for itself with its efforts to clone cattle and produce
special proteins for use in human and animal drugs and other products.

The company works closely with Hematech, a Connecticut-based biotech
company that moved 20 scientists and labs to Sioux Falls from
Massachusetts and Kansas last year.

Faber said he likes the momentum of blotech development In the area.

"State lines are not as important to us as attracting animal biotech
businesses into this area. We're not as concerned about the state lines as

perhaps the state officials are."

Faber sald his company still is "basically an Iowa company,” and he Is
pleased with Iowa's leadership and help.

"But when (a company) has more ideas and potential than capital, one
looks for the greatest opportunities," he said. "We're not trying to place one ’
state against the other. In the Iong run, we just want to continue
developing this region."

Competition Healthy

/\ South Dakota "stole" a well-known Iowa business in 1990 when the

' Gateway headquarters moved from Sioux City, Towa, across the state line
to North Sioux City, S.D. Gateway's headquarters moved to the San Diego
area in 1998, but factories remain tn North Sioux City and Sioux Falls.

lowa doesn't hold a grudge.

"It's a plece of history that can teach both states a lesson," sald Jeff
Rossate, division administrator for the lowa Department of Economic

Development,

"It was an eye opener, teaching us both how hard it is to attract a company
back again after It leaves," he said. "I think that for the most part, South
Dakota and Iowa come pretty close to each other when we have to be :

competitive on projects.

"But a bigger Issue we all face is how to attract and keep markets In our |
reglons, not necessarlly just our states," Rossate said.

From the perception of Iowans, South Dakota Is more of a partner in
business than an adversary, he sald.

"As with Trans Ova, In a perfect world, both states could assist in growing
them as a reglonal cluster businsss," he said.

o~

\) Meanwhlle, Minnesota doesn't like to call competition a border war, said ;
Mark Lofthus, director of marketing and business development for the :
Minnesota Department of Trade and Economic Development.,

http://www.argusleader.com/news/Saturdayfeature.shtm! 2/10/2003
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"Every state, and many towns in those states, are offering incentlves, so I
/\ don't want to cornmient on whether South Dakota Is doing more or less than
: they should,” Lofthus said. "If there's a battle, it's with all other states,
since we want to keep our businesses in Minnesota.”

|
|

He said proposed legisiation now being considered by the Minnesota state
Legislature would create tax-free zones to help boost the economy In
Minnesota towns.

Going for Businasses

South Dakota makes no apologies for its aggressive recruitment techniques
or Its concentration on courting Minnesota and Iowa companies.

"We market to businesses primarily in Minnesota -- manufacturing, and
what we call Oback office' expansions for existing companies,* said Toby
Morris, director of business and community development for the Governor's
Office of Economic Development. Officlals from the Sioux Falls Development

Foundation say the same.

Recruitment Is ongoing through direct mail, personal contacts, site visits,
advertising campaigns, trade shows and more.

S Businesses across the nation can find out how their state compares to
- South Dakota by using an automated feature on the governor's office Web

O site.
N At www,sdgreatprofits.com, entering two state names -- Minnesota and
Iowa -- brings these results:

Corporate Income Tax:
South Dakota: zero,

Minnesota: 9.8 percent.

Towa: The first $25,000, 6 percent; next $750,000, 8 percent; next
$150,000, 10 percent; and over $250,000, 12 percent.

1
Personal Inceme Tax: [
| 1

South Dakota: zero.

Minnesota: Earnings of zero to $26,480, 5.35 percent; $26,481 to
$105,200, 7.05 percent; and more than $105,000, 7.85 percent.

Iowa: Percentages ranging from 5.35 percent to 8,92 percent in nine
earning categorles.

i One of Morris' print-media advertising campaigns in Minnesota features
sports themes, such as a frustrated man In business attire between hockey
players in a panalty box, with a caption: "Tired of being penalized for
making money? Call us.,”

o http://www.argusleader.com/news/Saturdayfeature,shtml 2/10/2003
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The campaign followed each sports season, from football to golf.

"We have a productive labor force and a great work ethic here," Morris said.
"Add to that our favorable tax climats and there's a iot we can offer
companies."

Marketing Works

American Concrete moved from Fergus Falls, Minn., to Rapid City in
September 2000,

"Taxes were the No. 1 consideration,” sald Jim Lampy, company president.
"Minnesota has a high personal Income tax and corporate income tax, and
South Dakota has zero. It was an easy decision to make."

Lampy said he likes South Dakota's business-friendly environment. He
studied the state Web site and the Rapid City Area Economic Development
Partnership site, then began talks with the state and city.

Minnesota worked hard to keep his 7-year-old company from moving,
Lampy sald.

The state offered far more money and incentives, and it would have been to
his benefit for the short term. But Lampy calls the efforts "bait to stay" that
would have cost him more in the long run.

//\‘ American Concrete makes concrete block manufacturing equipment, about
- 80 percent of which Is exported outside of the United States.

"Moving here was the best thing we ever did In our lives," he sald. "You can
talk all you want about civic obligation, but whoever complained that they
have too much money in their checking account?"

American Concrete took advantage of South Dakota's Revolving Economic
Development Initiative loan program and the Rapld City's low-Interest loan
funding program, sald Bob DeMersseman, president of the Rapid City's
Economic Development Partnership.

"Our first contact with Mr. Lampy was through our Web site," DeMersseman |
said. "In the face of competition from other states, South Dakota still has
the edge. We do marketing, and Minnesota still is cur happy hunting
ground."

Sioux Falis' Efforts

The Sloux Falls Development Foundationh constantly recrults business. That
includes Iowa's Trans Ova Genetics.

"We've had discussions,” sald Dan Scott, foundation president. "I've been
down there; they've been up here. Wherever they end up, we wish them
great success . They are why Hematech Is in Sioux Falls,"

Aside from the financlal incentives, there are other advantages over
——y neighboring states, said Dan Hindbjorgen, vice president of the
development foundation.

http://www.argusleader.com/news/Saturdayfeature.shiml 2/10/2003
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N South Dakota offers up a brew of low-interest revolving-loan funds, no
‘ taxes on business inventory, and economic-development bonds.

The state also has a growing, well-trained and highly motivated work force,
and a government attitude that encourages profit and growth, Hindbjorgen

sald.

Add to that avalilable and affordable buildings and land, and an increased
profitability because of low costs of doing business, and more businesses

will come,

It doesn't hurt to be located at an accessible location, Hindbjorgen sald, at
the crossroads of two major interstate highways,

"We also have the capability of fast-tracking projects, allowing companies to
be up and running faster in Sloux Falls than in any other location in
Amierica,” he said,

From first meetings in the early 1950s, through the 1972 parttiership with
the U.S. Geologlcal Survey which brought the EROS Data Center to
Garretson, to the location of the first Citibank credit card processing center
in 1980, the development foundation has been the central force for
economic¢ development in the Sloux Falls area.

The group administers industrial parks, provides information and services
N for growing and relocating businesses and coordinates economic
' j development strategles,

e

Through the years, citles such as Watertown and Brookings also have
benefitted by luring out-of-state businesses.

On the horizon are other companies coming to the state, such as Ware
Manufacturing Inc. of New Hope, Minn, It plans to upen in Lennox this

spring.

President Dave Robertson said the company looked at locations in four
states before deciding on Lennox. South Dakota's attractive business

climate was a factor, ;_
Ware will move Into a 68,000-square-foot building worth

$2.4 million. The company forms and shapes metal for numaerous
companies, including Toro for Its lawn mowers.

Other companies have long called Sloux Falis home,

Hutchinson Technology Inc., which for 15 years has operated a computer- 1
parts manufacturing plant in Sloux Falls, is stili based in Hutchihson, Minn, ,

Both Scott and Hindbjorgen point to AmariPharm as one of the more recent
success stories, It is a subsidiary of Vet Pharm Inc. of Sioux Center, lowa,

S The company opened Feb, 1 at 2503 E. 54th St. N, In Sloux Falls, It
operates in a 50,000-squara-foot facllity as a mall-service prescription drug

http://www.argusleader.com/news/Saturdayfeature,shtml 2/10/2003
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S

and Information provider for maintenance drug reciplents.

F \ About 30 employees have started working toward a Phase I goal of 5,000

. . prescriptions per dally shift, sald Cordell Brooks, director of sales and
oor:sumer services. The location has a capacity of 15,000 prescriptions
daily.

"There are a lot of pharmacy techniclans and pharmacists, as well as call-
center personnel avaijlable here,” Brooks said.

"It was not only the favorable tax climate of South Dakota, but the quantity
of technologically advanced workers available that was attractive. We're

glad to be here,” he said,

Reach business reporter Jay Kirschenmann at 331-2312 or via e-mail at
Jkirsch@argusleader.com.
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g M . Dennis

: Senate Finance and Taxation Committe
SB2314

Good momning, Mr. Chairman and members of the Committee. For the record, my name is Dennis Boyd appearing this
morning on behalf of MDU Resources Group, Inc. rnd all of our subsidiaries. in support of SB2314,

ond o er \eqib “te2 4 whe ¢ te ThateflPor 1,
First of all | want 6 commend Senator Schobinger for his persistance in trying to find a way to eliminate the income taxes
in North Dakota./ While | realize 582314 has become a fairly large omnibus tax bill and s fate at this point is unknown,
Senator Schobinger has put forth a proposal which has sparked the debate about income and sales taxes, which in my

opinion, is long overdue. ,

On the matter of sales taxes, Mr. Chairman and members of the committee, our corporate position has historically

su the legisiature's position as long as the imposition of the sales tax neither advantaged nor disadvantaged any
lor or any competitor. We have not opposed sales tax increases as long as the tax was applied equally and fairly. As

you know, our utiity company, Montana-Dakota Utility Co. sells both electricity and natural gas, two commodities which

currently are exempt, or ly exeript, from the sales tax. We would not oppose extending the sales tax to those

commodities, as long as both are taxe: aqually.

The corpoite income tax provision of SB2314 Is our primary interest. Economic developers and elected officials have
jong recognized the corporate income tax rate can be a powerful tool in attracting new businesses to our state. On many
occasions, | have stood in front of this committee and others, testifying in favor of or against various attempts to tinker with
the 10.6% rate. Always, tinkering with the rate is coupled with eliminating the current deduction for federal income taxes,
and always, those efforts to tinker are very rate sensitive for all corporate incormne tax filers and always those efforts result

in "winpers" and “losers” among corporate filers.

‘ N2314 does something no other proposal has dared to propose - the total elimination of the corporate Income tax. Itis a
A ely bold step that is not rate sensitive and treats all corporations -big, small, new, or old - exactly the same. It is an
extraordinarily loud signal to anyone contemplating a move to North Dakota that we are serious, and we mean business

about economic development and creating a favorable business climate.

ting article which appeared in the Sioux Falls Argus Leader on Saturday, Febr‘g,ary 8.

Yesterday | came across an interes
. A subheadline continues

The headiines proclaim Absence

The articie begins "South Dakota's favorable business climate i8 luring dozens of companies from nelghboring states, And
whil lowa and Minnesota offer incentives to draw and retain businesses, they don't have South Dakota's not-so-secret

weapon : the absence of a corporate of personal income tax. * :

The arficle continues and talks about specific companies which have located in South Dakota, a developing *border
battie" with new biotechnical industries, and the attraction and retention of highly skilled, highly compensated workers, $-ié-

& A

~ Finally, Mr. Chalrman and members of the commiittee, | again realize this is a very big, omnibus bill. | realize the necessity
of including the sales tax broadening to offset the fiscal notes attached to eliminating the corporate income tax. Perhaps it
will be too big to digest in one legislative session. In lieu of rejecting the bilt because it is too big, perhaps a viable
alternative would be to phase out the corporate Income tax over a 3 year time frame, and perhaps to phase in the sales
tax broadening over the same time period. it wouldn't be the first time a tax was phased In, or out, over a multi-year

timeframe.

That concludes my testimony,
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~ NFIB.

™, The Voice of Smak Business :

" NORTH DAKOTA

Testimony of Bill Butcher, State Director, National Federation

of Independent Business (NFIB) in support of SB 2314

NFIB represents approximately 3000 small business owners
throughout North Dakota.

All positions that NFIB takes on issues before the Legislature
are determined entirely by member ballots. We do not take a
position unless at least 60 percent of our members vote in favor of

or against an issue.

), Last week a special ballot was presented to our North Dakota
members to background them on this bill, to provide them with

balanced viewpoints both in suppott of and in opposition to the bill,

and to provide them with an opportunity to vote their preference.

The results of our member poll was 62 percent in favor of
elimination of all income taxes in North Dakota and state reliance
instead upon sales tax for revenues. 31 percent were opposed and 7
percent were undecided.

Therefore, | am here to report that NFIB is taking a position in
support of SB 2314, as amended, and request that you forward a
“Do Pass” recommendation to your colleagues in the Senate. We
realize that there may need to be some changes here and there, but
- conceptually we support this bill.

Natlonal Federation of ndependent Business ~ NORTH DAKOTA
311 E. Thayer Averwe, Suite 119 o Bismarck, ND 53501 ¢ 701:224-8333 o Fax 701:224:1097 « www.nfib.com
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From our perspective, any legislation that secks to substitute the sales tax for income tax unfiirly hurts
those people among us that can least afford o pay. It is much better to have the greatest

perceniage
possible of people in our siate to be able to fulfill the basic neods of both themselves & their families by
keeping basic necessities as affordable as possible.

Do not be fooled into belicving that taxing services that have not traditionally been taxed before will help
the economy. Most of these services require much time & expense preparing themselves & their facility
for the Jevel of service they provide. Often they have equipment that requires a great deal of upfront cost,
modification, & ongoing maintenance costs. On these ongoing costs they have atready paid sales & use tax
& also their share of property tax. If anything, SB23 14 will hust the economyy, 1 have taken the time to
read every word of this 47 page bill & it should not pass.

The proposed sales tax that SB2314 has included in it is really a gross receipts tax. Any good bookkeeper
or accountant will tell you that gross money taken out before the breakeven point has occurred puts the
hninesm at a much greater risk of failing. I is more gambling & speculation than a solid accounting

Over the past years I have noticed many articles in my trade journals about when stste lawmakers foroe the
scrvices tax on its people; it usually creates great resentment & the law is sometimes actually repealed by
the people such as in Florida. The negatives far outweigh the positives in terms of hardships created,

Smaller businesscs collectively provide for many more liveliboods than larger businesses. Smaller

businesses deserve a tax environment that doesa’t prevent them to grow large enough so they can hire both
younger & older people for backup & to mainiain a level of service that is value driven & not value killed
by bad tax policy, Bigger is not always better as has been shown by the biggest corporations of all such as
WorldCom, Enron, & many others who give & share less value than the smaller entities working together

with a common goal of actually improving peoples’ lives.

Having a healthy income tax rate such as the present 2 to 5 percent of gross adjusted net income is by far
fairer, move moral, than the SB2314 alternative. People going beyond standard deductions will have less to
share with churches & charities because the tax reality won't let them. All net income is a gift 10 some
extent so we should be hapypy to share our fair proportion that is needed to run the necessary functions of a

value driven state government.

Service businesses should try 1o protect the people they serve from major increases of very questionable
value such as this urnecessary extreme tax increase. Studies have shown that people with lower incomes
can pay scveral times the percentage of their income with regressive service taxes than someone in a higher
income bracket. Even if South Dakota starts growing like wildfire similar to Nevada it should not mean
that we want to follow in their Jess than ideal footsteps. Nevads has the highest suicide rate in the country,
I mentioned that because South Dakota has gone down the path of more gambling also. South Dakots is
ranked #4 in the nation for regressive taxes & North Dakota would have the dubious curse of being in the
wrong top ten if SB2314 goes through. By the way, back in 1987 the service tax promoters were using
Towa as their prime example of a similar state to the then legislators as successful. Long term wise, it
didn’t work out for Iowa & in the long term it is not the best for North Dakota. Adding service taxes to our
tax structure also would add udministrative costs for the smaller businesses & for our state tax department,

Mike Walsh of Bismarck

Owner-operator of the King Koin Launderetie & Car Wash
2125 E, Thayer Ave.

Bismarck, ND 58501
701.223-0327

701-223-9833
miwalsh@btinet.net
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February 11, 2003

Mr. Michae! J. Walsh ( L A Qa
King Koin Launderette & Car Wash

2125 E. Thayer Ave,
Bismarck, ND 58501
Dear Mr. Waish: J ﬁ
- m
Potential Loss of Sales Tax Exemption for

Self-Service Laundry

Please allow this letter to serve as notice of the Coin Laundry Association’s opposition to $8
2314, which would remove the exemption from sales tax for seif-service laundries in the State of
North Dakota. The Coin Laundry Association (CLA), a riational not-for-profit trade assodation
representing 35,000 laundries in the U.S., supports the position currently being advanced by self-
service laundry owners in North Dakota.

ledf-seMoelaundﬂslnNormDahoushouldremlnmptﬂomsalesmbasedonsevual
1) Sales Tax on Seif-Service Laundry is an Unfair Tax: Operators of self-service laundries
pay sales tax upon purchase of their equipment and pay taxes on all utilities provided to
customers, They simply make the equipment available to their customers on a selif-
service basis. Those members of the community who can afford home laundry
equipment do not pay sales tax to wash their clothes,

2) Sales Tax on Self-Service Laundry is Un-collectable: Over 98% of seif-service laundries
are equipped to accept payment with quarters only. This makes the collection of this
type of tax nearly impossible. The removal of this exemption would assentially result in a
gross receipts tax on the small business owners operating laundries.

3) Sales Tax on Self-Service Laundry Is a Regressive Tax: Seif-service laundries serve lower
income renters; senior citizens on fixed incomes; students; and others who cannot afford
washers and dryers of their own and cannot afford to pay more taxes,

laundries provide a baskc public health service to the oommunlty Clean clothes are a
necessity, not an optional or luxury service. Those families visiting their local laundry
each week rely on these services for the health and safety of their families,

5)

X Rutle: Only five (5) states
assassalshxonsdf—serwce Iaunduy. Ranovlng mlsexen'npuonwould place North
Dakota among the overwhelming minority of states taxing self-service laundries,

Again, we strongly support your position opposing the passage of SB 2314, This bill would have
a devastating effect on the dozens of seif-service laundry operators in North Dakota, as well as

the multitude of famifies relying on your services each week, Please accept our invitation to
contact us should you need further information about this critical issue,

Respectfully,

Brian R. Wallace, Executive Director

Momﬂon systems for nieroﬂua!

tions of records *"""“.‘;&‘H“."‘:«"‘«J. American National Stendards

o L (g : T b et
E R Y O R F RIS ST AR g b ‘ugu}-",}xlz

n'md,

fe process meets st pine
?’ﬁ:?'5':‘.3-’3;&3’.(:‘:"3‘.%?1"1:""%?'151"'}?”&.. mg’: tmph obo&r is Less legible than this Notice, it {s due to the qumty o

o .
document being

g X . ot mgif; M Date
Operators Signature

-l



rm,
dretgd
tal, e

mld

qwestdex.com

Syt~ PLitimum
i

Distli

N Ve & COM DXL AN
R | “TNE 6OLD & SILVER PLACE”
TollFree  1-8000-224-0504
Fac 1-701-224-0804

MW
SECORITY SILYER & GOLD ENCHANGE INC |

NO SALES TAX

O MGTA We A WPPLCARE

r S————

.‘h--. ot

aded, |t

Golf Courses Prvate

| Cronk Cowntry b
- " Wy Chb. £ s ok — 22+

iy -

i i3 p
i 3 Supplies | Golf Courses, Pubhir
: zmn;mk ‘2 '
4 “ . ““ T
] ] e s a7u1e
———P8E-4136 | ] Newitree ol Civb Biamarc 155-093
3 - 3
T VR e ’
n g mwa«nm
. g it

i
4
-

!
:
|

porossmsmnt b o

:!e i

: IYA
"

e
,{‘. *

HB 0., uibie

M2:5888
olf Driving Ranges

Fore Somvons Golf Conter
25419 3t Momarck 123-3000

Golf Equip & Supplies-Sales &
Repar

)

SOLPERZ Edge The
17 O Blmarch, N ———— 250-4853

Government Offices
500 Covernmont Listings la White o7 Blve Peges,
Gran Deglers

Beson-Quinn Co
17 Lincolt Ao Undarwood omsmme—ses 442320

Gran Elevators
Eowly Exc e £34+ 2408
m ity Exchongt Bembsy
N2A MW NeClusly 343240
“ﬁ&'m MClughy 33384
it v o e 0
(TS ig-am
Palkiek Farmers Eleveter Washburn v 4428872

Yhe micrographic images on this ¢{lm are sccurate
were f1imed tn the regular course of business,
(ANSLY for archival microf{im.
dooument being f1imed,

=

Operator’s Signature

S Smer: s Stotes South Wain St Eigin
m.:um Momarck —~ 223-434) "{‘“"12"‘"' Elevator

2573

754-241)

Plant T54: 2400

N7ERN Wishek 452-23%
Southwest Grain-Division Of Cenex Warvest !B

W Staele

Grain Clevators-tquip &

Butlders .
AD) 214 4 SUSE Soele a1 mfr:“'m'“
J-S0as inc 1100 Indusirial O Bismarck — 334<1144 Joha's Food Conte

5
|

Graphic Designers:

L

ek

N-Ge

T
i!

ta
b4

?

-
| 4
-
E

a nr
T ®m

AFEE | c
DESIGN & INTERACTIVE .",‘

1400 Waest Century Avanue
Slamarck, ND $50502.249¢
Phone 701.258.384¢
mbruner@gt-dasign.com

il
i
:

Zeskend
Grocers Whele

|

206 by B2 N Linion
Stan's !mdnl Hoey 13 € Wishak — 452-2151
Zesland Vel
South Maia

. I LNETTIEY 119 m
Iamﬁtlmhv(:e ﬂf[m I N Slemarck —
20§ Mwidee Av Linton Baun ¢ lluk:h::'m #e-va2
Piasher Farmers Unlon Grain & O 1400 AirpertRd Biomerck 049100
Elovetor 116 Main S5 Flasher ~———e 5973338 fchneidar's Flowerams fnc
1 HON165¢ Dlemerck 84U

FULL FEED, SEED Grocers Retasl
& GRAIN SERVICES
Tok Free umhiv%*' o Bmarch — 234
. :.:r v Dol 1100 W Tmpioe Ay Blamarch - 2344349
| N? b0 ekt U320 e pregroon
Mott Eqully Elevator Mol 824-287% Silis Super Valy '
Mett Groln Co W Of Mott Mott 824-251¢ mwu UBGOrIO08 e 442540

L3 ickal oS St = 4752412
Deketomait 20d bv  Min Eigis — 504-2923

MO0 E Notesr M Blamarck — 258+515

St Dlamarck e 5|
Airport i Blemarck —e 288+1150

0-3400

643-2987

118 2StE Mokt ~—— £24:2191

au-1017
223
254-534

3

423-5819

1 www.gt«dasign.com !Mmlm'd m'“ ! 288-3618
Garshe Produce Soles
D%n Wizards Graphics & Dats 1345 5 12 51 Blamerck 27233456
' 5‘:52 Bismarck 220-1000 Supervau in¢ 707 Alrporiid Slemarck ~— 222-5400
Wsm'wsm TR ol Guardians & Conservators
Graphic Yratfic Oasign & Intecactive
160 WortContry Ave Bmarch e 258°3066 Gudrdion & Protactive Services ¢
Plocss See Advertisement This Page 16N S8 Bomarck 11478
SIMES GRAPHICS DESIGN Htars
Y s DEsIGNS wr-sen B
Graphic Segvicesy, e W vt o St -7
Deii's Rustom X Alsbrushing & Graphics Guns, Accessones & Gunsmiths
ol m FK Al 9 & Grap w2100 uns, A ] ;
Gravel N&Mtgnu -
s GCUNSMITHING SPECIALTIES
Sed Sand & Gravel _ .' " “:'m ..u |
Greenhousedh vy 75 - .e.m.-'ﬁ.m
[ ] MW
Bakdwin Greanhouse & Garden Oasign 14 Voars of Dpovienss
”mwﬁ.ﬁe St aMMg ] 2580524
Meyor Greanhouse :
n”mm Moent & Sumarin Patch an-ain OIS pochiedd 938
pa's Greanhouse & Pumpkin Pae
$001 ermwood Dr Blsmareh 222+182) Gun Cy 2120 Mdn v Blomarck s 223+2004
Pauia's Mants (Continued Next Page)
3020 Memoriad Hwy Mandan 300
Fiad it in the Qwest Yellow Pages.

iE !CI!OW Pages saves you timel

!

I

U‘

i |

!

) ([1
Y

1

Peproduct {ons of records del{vered to Hodern Informaticn Systems for microfining and

Date

The photographic process meets standards of the American National Standards Inetitute
NOTICE1 1f the filmed Image above {s less legible than this Notiew, ft is due to the quality of the

Y. Ws;w

i
b3
),

ol




C.
¢ RISCH

Siate Legisiative Direciot

united @

transportation her

NORTH DAKOYA LEGILLATIVE BOARD

Testimony of John Risch
Before the Senate Committee on Finance and Taxation
Opposing SB 2314
February 12, 2003

Mr. Chairman and members of the committee, my name is John Risch. I am the
elected North Dakota Legislative Director of the United Transportation Union. The
UTU is the largest rail labor union in North America. Our membership includes
conductors, engineers, switchmen, trainmen, and yardmasters, The UTU opposes
SB 2314 for a number of good reasons. I will address the corporate tax repeal first.

Corporate Income Tax

Repealing the siate corporate income tax would grant tax relief only to “profitable”
corporations. Struggling corporations would not benefit because struggling
businesses pay little or no income tax. The beauty of our current income tax system
is that it is self-adjusting. When a business hits a downturn, it pays little or even no
income tax in a given year. When things improve, a business’s taxes increase along
with its prosperity. The positive aspects of a business’s tax liability being based on

its ability to pay cannot be overstated.

This broad proposal to take corporate North Dakota off the income tax rolls is
simply bad public policy. It grants tax breaks to established businesses without any
obligation to reinvest any of that money in our state. One could argue that this bill

will simply take corporations off the income tax rolls and not one new job will be

created because there'’s no requirement for them to do so.

I work for the Burlington Northern Santa Fe Railway, which is a good company to
work for. I enjoy my job, But taking BNSF off the income tax rolls won't cause them
to create one new job in our state. My company creates jobs when there is work to

be done. This bill will do nothing to enhance that.

When you think about North Dakota’s current economy, there are segments that
are in trouble. Certainly our state’s farmers need help, but do Monsanto and Cargill
need new tax breaks, as this bill provides? Certainly low-paid workers struggle, but
do employers like Walmart and McDonald’s need to be taken off the income tax

rolls? I would argue, no.

At issue is fundamental fairness. It isn’t fair to take the most prosperous entities in
North Dakota off the state tax rolls and shift the tax burden onto the rest of us.
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Personal Income Tax
The personal income tax is by far the fairest tax because, like the corporate income

tax, it is self-regulating, based on one’s ability to pay. When a person has a high
income in one year, they pay more taxes; when their income goes down, for
whatever reason, their tax liability goes down correspondingly. If they have a very
bad year, they pay no income tax at all.

For example, if a farm family has a prosperous year with a bumper crop, they’re in
a much better position to pay some income tax than in a year when they have little
or no crop due to drought or disease, However, in both good and bad years, the
expenses, and with it, their sales tax liability, remain relatively the same no matter
what the outcome at harvest time. ,

Raising and expanding the sales tax is more harmful to moderate and lower income
people than to affluent people because lower income people spend more of their
disposable income on taxable items. Much of the money affluent people receive,
after paying for goods and expenses, is invested and not taxed at all. Raising the
sales tax will make our overall tax system less fair, putting more of our tax burden
on those less able to afford it.

Our state has a diverse tax system that relies primarily on the income tax, the sales
tax, and property taxes. To take away our most just tax, the income tax, and shift
North Dakota’s reliance to the sales tax is extremely risky. Any downturn in the
economy dramatically affects sales tax revenue, and, as people purchase more goods
over the internet, more sales tax avoidance will occur. The potential remains for a
dramatic reduction in the collection of sales tax revenue in the future.

Proponents of slashing taxes on businesses and wealthy individuals often claim that
such efforts will produce a rain of prosperity to fall on all of us. If this bill passes,
most North Dakotans might get hit with little more than sleet and will end up

paying higher taxes overall.

There are a host of good reasons why this legislation should be defeated. I've listed
a few. But the main reasons are that it would make our tax system less fair and
equitable, and it would place more of the tax burden on moderate and low income
people while providing the most tax relief for the wealthiest among us. For these
reasons, the UTU is proud to oppose this piece of legislation and urges this
committee to recommend a “DO NOT PASS.”
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Mr. Chairman and members of the Finance and Taxation Committee, My name is
Jim Fettig. I am Branch Manager for Kelly Services here in Bismarck. I appear
today on behalf of the North Dakota Staffing Association which I serve as Co-

Chair of its Legislative Committee.

The North Dakota Staffing Association consists of 13 members who provide
staffing services to employers all across North Dakota. We strongly oppose the

provisions of SB 2314 which would subject staffing services to North Dakota’s

sales tax. Staffing firms recruit and screen individuals with a broad range of skills.

Staffing services today include a wide array of services from traditional office and
clerical to information technology, health care, finance professionals and

managetial positions.

A sales tax on staffing services is a tax on jobs. The uncertain state of the economy

is in the news nearly every day. Now is not the time to make it more expensive to

create jobs for the citizens of North Dakota. Each day the staffing industry
provides work to about 2000 North Dakotans. Taxing these jobs will mean less
work available for the people of this state. A saleé tax on staffing services will
reduce employment opportunities in North Dakota. National studies indicate that
for every one percent of tax on staffing services, temporary jobs will be reduced by

2.13%. North Dakota needs more employment opportunities, not fewer.
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A sales tax on staffing services falls especially hard on small business, and on new
start-up companies. Small businesses often use staffing firms for specialized needs
like accounting, information technology, and advertising, While larger companies

may choose to add staff to avoid the tax, this is simply not a realistic option for

most small businesses. New companies frequently use staffing firms in the early

stages until they are more certain of their permanent staffing needs.

Retail sales taxes should fall on final sales to consumers. A tax on staffing
services is a tax on business-to-business transactions. A tax at this intermediate
stage in the chain of commerce will result in tax pyramiding, so that the ultimate

(:' ) consumer is taxed at least twice on the same transaction.

I believe a sales tax on staffing services is poor economic policy. For the reasons
stated above such a tax is not in the best interests of workers and employers in

North Dakota.

Mr, Chairman, and members of the Committee, thank you for your time and

attention. If you have any questions, I will be happy to address them at this time.
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| ITGP Institute on Taxation and Economic Policy
N 1311 L Strest, NW * Washington, D.C. 20008 ¢ (202) 737-4318
EMBARGOED FOR RELEASE ON

! TUESDAY, JANUARY 7, 2003 AT 10:00AM
| CONTACT: Bob Mointyre, 202/737-4318

North Dakota Taxes Hit Poor & Middie |
Class Far Harder than the Wealthy

Low- and middle-income families in North Dakota pay a higher share of their income in
state and local taxes than do the;richest families, according to a new study by the Institute on
Taxation & Economic Policy.

“State and local governments are being called upon to take on more and more
responsibilities,” said Robert S. Mcintyre, ITEP’s tax policy director and fead author of the study,
tiked Who Pays? A Distributional Analysis of the Tax Systems in All 50 States. “Unfortunately,
when it comes to paying for services, North Dakota has an unfair tax system.”

North Dakota’s Tax Code: Tax the Poor & Middle Class Far More Than the Rich
When all North Dakota taxes are totaled up, the study found that:

L) m The state and local tax rate on the best off one percent of North Dakota families—with

e average incomes of $393,000—~is 6.5% before accounting for the tax savings from
federal itemized deductions. After the federal offset, the effective tax rate is only 5.1%.

® The average tax rate on families in the middle of the income distribution—those earning
between $25,000 and $40,000—is 9.1% before the federal offset and 9% after, almost
twice the rate that the richest pay.

® But the tax rate on the poorest North Dakota families—those earning less than $14,000
~pay the highest rate at 10.2%, double the rate that the richest pay.

“North Dakota’s progressive yet anemic Income tax fails to offset the regressivity of its sales
and excise taxes, giving the state an unfalir, regressive tax system,” Mcintyre said. “Taxes ought
to be based on people’s abllity to pay them, which means that the poorest should pay a :
smaller share of their earnings in tax, not the most, as is the case in North Dakota.”

MORE. ..
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~~~ Page 2 of 2

Tax Regressivity Has Lessened Since 1989

The study also examined the impact of changes in the regressivity of North Dakota taxes
since 1989, when the last cycle of state government shortfalls began. The study’s findings

include:
® Overall, North Dakota’s tax system became less regresssive, with modest tax cuts for

lowerincome families, and tax hikes on the best-off North Dakotans.
® Income taxes rose progressively followiiig the 1993 federal changes.
® The sales and excise tax burden fell substantially on low- and middle-income taxpayers.

“The dedlining ability of sales and excise taxes to provide revenue for needed services is on
display in North Dakota,” said Mcintyre. “As lawmakers consider budget-balancing strategies in
2003, they should remember that sales and excise taxes naturally decline over time and are not
as reliable as income taxes. In addition, such regressive taxes impose a greater share of the tax
burden on low-income taxpayers.”

Two pages of tables detailing the North Dakota findings of the study follow

The Institute on Taxation and Economic Policy is a nonpartisan Washington-based research
(/\ group. The full Who Pays? report is available in PDF format at www.itepnet.org. Printed copies

can be ordered by calling ITEP at 202-737-4315.

Who Pays? examines the tax systems of all 50 states and the District of Columbia, using the Institute on Taxation

& Economic Policy Microsimulation Tax Model. The ITEP Model is similar in methodology and data sources to

o the elaborate computer models used by the U.S. Treasury and the congressional Joint Committee on Taxation,
| except that the {TEP Model adds state-by-state estimating capabilities.

’ The findings published in the study detail state and local taxes paid by non-elderly couples and individuals. The

study includes all major state and local taxes: personal and corporate income taxes, property taxes, and sales

and exclse taxes.
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North Dakota

State & Local Taxes in 2002
Shares of family income for non-elderly taxpayers
" - I Seies & Excios Tauss
10% O Property Taxes
"% I income Taxes
”%
™
6%
5%
%
3%
2%
1%
Lowest 20% Second 20% Middie 20% Fourth 20% Next 18% Next 4% TOP 1%
incoma| Lowest | Second Middie Fourth Top 20%
Group 20% 20% 20% 20% Next16% | Next4% TOP 1%
income { Lessthan | $14,000- | $25,000- | $40000- | $64,000- | $114,000~ | $220,000
Range| $14000 | $25000 | $40000 | $64000 | $114000 | $220,000 of mote
Averspe income inGroup | $8,000 | $190,400 | $32,000 | $50,100 $60,400 | $156,400 | $393,000
Sales & Excise Taxes 80%] 61% 5.8% 4.6% 3.3% 2.2% 1.3%
Qeneral Sakes—Individuals 3.5% 2.8% 2.8% 2.3% 1.7% 1.2% 0.8%
Other Sales & Excise—Ind. 1.6% 1.1% 1.0% 0.7% 0.5% 0.3% 0.1%
Sales & Excise on Business 29% 2.2% 20% 1.6% 1.14% 0.7% 0.6%
Property Taxes 19%| 258%| 22% 2.1% 2.6% 2.2% 1.9%
Property Taxes on Families 1.7% 2.4% 2.0% 1.9% 2.2% 1.6% 1.3%
Other Property Taxes 0.2% 0.1% 0.2% 0.2% 0.4% 0.6% 0.6%
income Taxes 03%| 0.8% 1.2% 1.4% 1.8% 2.0% 3.3%
Personal Income Tax 0.3% 0.8% 1.1% 1.4% 1.7% 1.9% 3.2%
Corporate Income Tax 0.0% 0.0% 0.0% 0.0% 0.0% 0.1% 0.1%
TOTAL TAXES 10.2% 95%| 91% 8.0% 7.7% 6.4% 6.5%
Federal Deduction Offset 00%| -00%[| -0.1% —0.2% -0.5% ~0.8% -1.4%
TOTAL AFTER OFFSET | 102% | 9.5% | 9.0% 7.8% 7.2% 5.6% 51%
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North Dakota Details

Progressive Festures Regressive Festuree
o Gradusted rates 3 Deduction for federal come taxes paid i
% Noindexing !
Changes in Tax as Share of Income, 1989 - 2002
1
+2.5% ;
+2.0%
| 5%
; +1.0%
| 5%
0.5%
-1.0%
Bottom Second Miidle  Fourth Next Next TOP
20% 20% 2% 20% 15% % 1%
| Botlom Second Midde Fouth Yop 20%
| 0% W% W% W% Nedis% Netd% TOPiI% "
. . Seles & Excise 9% -08%  O7%  -06% -04% -03% -02% |
| Property H06%  404%  405%  402%  -02%  402% 402N i
P Income DA% 00% 0% 0T%  HL1%  H16%  424%
! Federal Offset 00%  400%  -04%  -00%  -04%  -01%  -0.4%
| "Oversil Change 08% 0% Wi%  +0.2% 4% 3% +20%
Local sales tax rates rose on average .5% over the decade. As moat North Dakotans pay a state income tax based
on a percent of thelr fadaral lncome lax, progressive rises in federal rates since 1989 are roflected in Increased
state income taxee for high income taxpayers.
|
Composition of Revenues |
2000 Propery
1%

% Other
I »

|
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} C TN SENATE FINANCE & TAXATION COMMITTEE

/—\ The cable industry pays its full share of corporate taxes and sales taxes in the form

/

February 12, 2003

SB 2314
CHAIRMAN URLACHER AND COMMITTEE MEMBERS:

My name Is Jack McDonald. I'm appearing here today on behalf of The North
Dakota Cable Telavision Association. We object to the portion of this bill that puts a tax
upon the cable television industry in North Dakota while not taxing its direct competitors
such as Direct TV, DBS and similar satellite services.

The cable industry already pays a so-called sales tax on its services that is passed
on directly to its customers. This Is the franchise tax that is charged by the cities we serve.
In nearly all instances it is 5% to 6%. It operates just like a sales tax since it is based
directly on our subscribers. |

However, since the satellite services do not need a city franchise, they do not pay
any franchise fees. Now, in this bill, our subscribers will be charged another 6%, in effect
putting a 12% sales tax on our services to them, while our direct competitors pay zero per

cent. This is simply hot fair.

of franchise fees now. It is willing to step up to the plate with other North Dakota 1
businesses and pay its fair share of taxes under any new taxation system this legislature ;
devises. However, we don't think there is anything “fair* about its treatment under this bill.

We understand there will be about a zillion or so amendments offered and
prepared for this bill, including those presented by its sponsor today. We would be willing
to work with the sponsor, the committee and the Tax Department in preparing the
necessary amendments to meet our concems. ‘

If you have any questions, | wiil be happy to try to answer them. THANK YOU

FOR YOUR TIME AND CONSIDERATION.,
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TESTIMONY
a SENATE BILL 2314
FEBRUARY 12, 2003

o Mr. Chairman, members of the Senate Finance and Taxation Conunittee,
my name is Bob Lamp representing the North Dakota Implement Dealers
Association in opposition to the portion of Senate Bill 2314 that repeals
the sales tax exemption for used farm machinery and repair parts. We
also oppose the section of the bill that sets “he sales tax rate on new
farm equipment at 6%.

o NDIDA worked closely with the 1999 and 2001 (egisiative assemblies in
seeking an exemption for used farm machinery and repair parts. We
pursued the exemption because:

1. It hod an immediate and broad-based effect on the agricultural
economy in North Dakota.

2. It benefited the producers who are farming the land, farm
equipment dealers and all agribusiness.

3. It leveled the playing field for dealers completing against farm
auctions which were not taxable transactions.

P 4, It made North Dakota dealers more competitive with surrounding

) states and provinces that do not impose sales tax on farm

equipment.
5. It gave farm equipment sales the same status of all other input
items in agriculture.

o The full exemption became effective on July 1. 2002. Now, less that one
year later, the legislature is contemplating removing the exemption. This
is hard to understand given the fact that the exemption has had the
exact effect intended. (See handout).

o Findlly, the bill calls for a 6% sales tax on new farm machinery. I my
opinion, this tax rate will seriously impact the sale of new equipment
given the fact that producers can go to other states or provinces that do ,
not impose a sales tax on any farm machinery or repair parts. :

Q Mr. Chairman, NDIDA requests the committee's consideration of
retaining the sales tax exemption on used farm machinery and repair
parts and leaving the sales tax on new farm machinery at its current 3%
rate.

v Thank you for listening.

o Robert L. Lamp
K./\ North Dakota Implement Dealers Association
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b ' Taxable Totsl taxable Taxable Sales
Line 27 Sales of sales of Farm of New
Quarter Deduction Used Mach Machinery Reported Farm Mach
1999:3 37,980,093 78,980,188 102,605,088 26,644,902
1909.4 24,361,250 48,722,800 81,002,814 32,280,314
2000:1 25,151,946 60,303,802 76,854,650 26,880,767
2000:2 34,506,383 69,192,768 109,601,967 40,409,204
2000:3 41,513,149 83,026,298 120,633,310 37,607,012
2000:4 30,019,760 60,039,520 90,220,744 30,181,224
2001:1 26,527,618 53,088,236 89,710,977 36,855,741
2001:2 42,638,105 88,276,390 137,000,537 51,733,147
2001:3 44,212,747 88425494 132,791,056 44,368,562
2001:4 20,670,626 69,341,252 97,774,303 38,433,081
2002:1 28,627,730 87,285,460 95,604,352 38,348,892
2002:2 41,324,635 82,648,270 120,740,771 47,091,801
2002:3 Exempt 48,175,412 46175412
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N TESTIMONY OF CAROL TWO EAGLE ON SB 2314. February 12, 2003.

Hau mitakuyapi. Hello n%mlatives. Senator Erlacher and members of the Committee, for the
record, my name is Carol Two Eagle,

I am opposed to certain parts of SB 2314 & so will only speak to those parts. I am opposed to the
idea of taxing a person’s labor, There is something singularly onerous & odious about taxing a
Enon’s labor. This refers to the part of the bill that pro&:us gttmg sales tax on services and

bor. By no means does anyone get “a free ride” when their labor or a service they provide is not
taxed, because there is no such thing as a free tide in any part of life. But having earned mylmr:ﬁ’by
the sweat of my brow literally, by my choice rather than using miy college degree, I tell you now that
to tax a person’s labor is insulting to such people as earn their living by service work. I have a
feeling of being demeaned by the concept.

When I lived in states that had sales tax on my labor as well as on the goods I sold at retail, I didn’t
object to the tax on the goods. But it really grated on me to have to tax my labor as well, It takes
the heart out of the idea of doing a service for someone. And everyone I knew in those states felt
the same way. I have worked in 35 US. states & 4 Canadian Provinces, so I know a lot of people.

I hope you will cut this concept out of the bill,

I am further opposed to the concepts of eliminating individual income and cotporate income taxes,
for several reasons. First, it limits the available sources of tax revenue. I am a firm believer in not
putting all of one’s eggs in one basket. Given that there are only 4 sources of tax revenue available -
individual income, corporate ificome, sales & property - I think it ranges from risky to the edge of

7"\ foolish to eliminate 2 sources of tax revenues. If nothing else, it gives less flexibility in gathering
.~ moneyfor the state budget, and flexibility is essential to success in any entetprise.

In the case of the property tax - if the individual & corporate income taxes are gone, since the
money has to come from somewhere, property taxes will rise shatply. This will force elderly people
out of their homes, It will force anyone on a fixed income out of their homes. ‘That already
happens oftener than we might think. Putting so much of the budget burden on the property tax
would worsen the problem exponentially.

Hugely higher property taxes will also make it much harder for very small businesses, businesses
which are shaky for any reason, but especially startup businesses, to survive. Small business is the ;‘
heart of the world's economy, Thus it is the heart of Notth Dakota’s economy, Hugely higher !
propetty taxes will make it very much harder - impossible in many cases - for these businesses to |
thrive and grow. Thus, it will hurt North Dakota’s efforts at economic expansion in the long run, :

1 have heard it said that South Dakota does not have cotporate or individual income taxes, and
this is given as another reason to eliminate these taxes from North Dakota's tax structure. But
Senator Etlacher & members of this Committee, I do not hear of or see large numbers of
corporations or individuals flocking to South Dakota to live. I don't think this is working, there, so
I see no reason why it would work here.

ittedly, I don’t want to see a large population increase in North Dakota. We have a very
valuable commodity here - peace, quiet, space, and large open or even wild areas. And a low crime
rate. In a survey ND Dept. of Tourism did in 2000 of several thousand tourists, the answer of over
90% to the question, “Wﬁy do you come to ND for r)ur vacation?” was, “For peace, quiet, and lots
of open space and wild places”. If you want to develop ND’s economy in a good way, I think you
should listen to those tourists,
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- One of the cardinal rules of successful business is, “Find a niche & fill it", Another is, “Give the
customers what they want”, Tourists are the state's customers, Give them motivation to come
! here, visit, leave their money with us, and then go home. We will still have our peace and quiet, our
open spaces, and our wild places. We will still have a low crime rate compared to what they have in
their home states. Tourists come & visit, and they leave many dollars here, but they take their
problems such as crime rates & insistence on large amounts of additional infrastructure and

government, with them,

Putting greatly increased emphasis on sales tax will Liit those who live here ~ on markedly smaller
incomes than the national average for most jobs ~ hatd, It will not help them live better.

I don't mean to poke fun at anyone associated with this bill, because I really do respect everyone
associated with this bill; but I cannot resist a pun here, so I hope you - and all concerned - $
forgive my indulging in this pun. Iask this because I hear that people are getting tired and their
senses of humor are suffering. Regardless, I love puns, so - I think this bill is a turkey, and I hope

‘ you will cook it - maybe even, overcook it - and carve it up and make hash of it, and get rid of these
‘ distasteful aspects of it. I think if you give this bill a favorable recommendation, you are going to
give all of North Dakota indigestion, financially speaking.

'I]:xt:gl; you for hearing me in a good way now. Many blessings. Mitakuye oiasin. (We are all
‘ related,
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Testimony to the Senats Finance and Tax Committes
By: Glen Baltrusch
Wadnesday - February 12, B:30 AM
Lewis & Clark Room ~ Stats Capitol

Mr. Chairman and members of the Senate Finance & Tax Committee my name is Glen
Baltrusch. 1appreciate having the opportunity to address you today.

I've lived my life in North Dakota, Many of you know me. I'm have a permanent
accident disability and because of that have had the opportunity to spend a good deal of
time here during the last several legislative sessions.

Over the last ten years the economy of North Dakota has clearly not been moving in a
positive direction. I've watched with interest and concern as the mood and attitudes have
shifted from positive to almost desperate.

This bill is the first major proposal i’ve witnessed aimed at taking North Dakota in a
diiferent direction, There is NO question in my mind that we must go in a different
direction. SB 2314 is a new direction and one [ very much hope you chose to take us,

I therefore urge you to give SB 2314 a DO PASS recommendation. Thank your for the
opportunity to address your Committee today.
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| Testimony in Support of SB2314
' /.\ Mr. Chairman and members of the committee, my name is Justin Dever and I'm a student
at NDSU, living in Fargo. I'm in support of SB23 14 because of its potential in bringing good
paying jobs into North Dakota which will in turn keep more of our young people from leaving
this great state.

[ have been interested in the issue of out migration for quite a while now. I have been
involved in the North Dakota fitudent Association for over § years and every so often people
come to our organization asking what it takes to keep more young people in this state. The

answer basn’t changed over the past 5 years. It is still better paying career opportunities. Our
young people aren’t leaving North Dakota to go to the Twin Cities because the weather is better
there. Most aren’t even moving there because there are more things to do. They are leaving for
better career opportunities.

O North Dakota is a wonderful place to live. It is the safest state. It has clean air and water,
not to mention some of the best natural resources for hunting and fishing, And it is a wonderful
place to raise a family with high quality education and a friendly community. Most of my fellow
students realize this and would love to stay in the state. SB2314 will hopefully give them the
career opportunities they need to make this a reality.

I encourage you to consider SB2314 in the context of what it will do for this state in
terms of career opportunities. I realize that big changes are not easy to make, but sometimes big
changes are needed. North Dakota’s youth will continue to leave until something is done to
bring the career opportunities into this state, SB2314 has the greatest potential I have seen to do
just that,

Thank you.
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the microgreph

Wednesday - March 12, 9:00 AM
Fort Totten Room - State Capitol

OUR STAIE is at a crossroads. The decisions we are making this session about which
road we take will define our state for the next generation. The decisions aren’t just
sconomic. They are much more than that. What we do this legislative session will

significantly impact whether we grow or wither in the coming years.

We all know and agree that the direction we have been heading isn’t taking us where we
want to go. Our youth are leaving, Our population is departing at the rate of 500 per
month. That rate is accelerating.

If we continue down the road we have been on by next session our state will have
between 12,000 and 20,000 fewer people. The majority of those leaving will be families
and young adults, We MUST reverse this AND we must begin now.

The statistics tell a chilling story. All but four North Dakota counties will lose population
over the next 20 years, The small business survival index ranks North Dakota 35 least
attractive state in the nation to do business. Four independent analysts give North Dakota
a C+ while South Dakota receives an A. SD always ranks in the top § while ND is in the
bottom 10 in virtually every analysis ranking states as friendly or unfriendly to busine s,

In "Taxes and Economic Growth", a publication by renowned economist Dr. Richard
Vedder, while reporting most neighboring states rank close in terms of “business
friendliness” he notes the dramatic contrast between North and South Dakota, While
South Dakota receives an “A” grade we get a “C+”, If you were picking a place to do
business, which would you, pick?
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] The road [ ‘wish our state to travel is one that will enable us to itilize the atxundant natural
A resources our state has been biessed with. It is the road that will provide opportunities for
1 | our families and our children.

!

!

|

SB 2314 will NOT, by itself, tumn our state away from the precipice we're heading

toward, However, SB 2314 will accomplish TWO necessary things,
FIBRST, it will prove that we ran CHANGE direction and that change isn't as

frightening as some think and,
SECOND, it will lay a solid foundation that will make our state attractive to business,

industry and the jobs they bring. |

Ty Ty

| Today there are far too few representatives from privuary industry or large business
entities here to testify, There is a reason for this. Our state has all too few primary
industries or large businesses. This is because our state’s tax code, our rules, our
regulations and unfortunately a certai mind set makes our state adversarial 1 husiness

and newcomers.

| It Is thme we acknowledge tais reality. Wo cariaot afford to put off admitting the truth -
- IF we want to change the direction we are traveling. I want to ciange direction. The
majority of those I know also vvant to move in a different direction. Today YQUJ can take
the first step to make this change a reality —~ you can do so by giving SB 2314 a DO
PASS recommendation.

I understand CHANGE is frightening for some. It is particularly fright.ning for those
comfortable with the status quo. Unfortunately that is a “comfort” we can no longer

afford,

Our state is changing whether we like it or not. SB 2314 is a “baby step”. But K is a
positive change, It tells business and industry North Dakota sees it as a valued citizen

not simply another pocket to tax.

oA g R A R -!MWMWMWM

rograghle ineges sccurate reprocuctions of records delivered to Mrn lnfov;ntim Systems for microf{ining e
The e med m':h’o l.u':' ?o‘u‘r:c' ‘o.f.lnmu:. the photographic process meste standards of the American Hational Stendards mcfwn .

archival mierofiim. NOTICE: 1f the fiimed Image sbove is Less legiblu than this Notice, {t {s due to the quality of the -

. or arohi
By dooument being f1lmed, '
| ',‘ GperatorTs Slonaturs bete

-l




~ Our choice is really quite simple. North Dakota can continue down the same road. QR
* we can change direction and head down a different road — a road we chose, a road that
provides our citizens opportunities — particularly the opportunity to stay and work here in

North Dakota.

SB 2314 will make those opportunities reality. It will take us in a new, a better, a
positive and an exciting direction. We must, however, realize that SB 2314 is just the

first step. But, it is a critical first step becanse it sets us on the new course. As we
head down this new road it will become evident what other changes we need to make and

will want to make.

My degree is in economics. I know and virtually every modern economic text teaches
that reduction of taxes on business results in increased revenue collections- not less, This

increase comes about because of greater prosperity

,!’j Thank you. I now urge you to take the drivers wheel and turn ilorth Dakots in a new
direction by giving SB 2314 a DO PASS recommendation.
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Honorable Chairman & Tax Committee Members:
JAre you...we... the PARTY OF LINCOLN or are YOU... the party that

*hooses to go in the direction of increasing the cost of living on breakeven
- dusinesses & other people living marginally here in North Dakota”

if you pass SB2314 or similar bilis you will be increasing the likelihood of both corporations & pecple
in general of not even reaching the breakeven point.

Philosophically, it is much more correct to require corporations, partnerships, & individuals to all
reasonably share in their profits once they hava reached that level of business. The key is to not
increase their expenses so they can reach that needed profit in the first place.

The present rate of both corporate tax & income tax in North Dakota is at a very reasonabile level.
North Dakota can be proud of its moderation & balanced tax system. There is room for
improvements & increased efficiencies; but this SB2314 in both its original form & its present form is
an unhealthy regressive step backwards. The worst part of this bill is the proponents trying to set the
stage for further regressive gross receipts taxes for future sessions. The people that will be hardest
hit within your districts should be made fully aware of the details of the very flawed less than ideal
plan of taxing the gross receipts of fraglle service activities within the state.

The legislators of this session & of future sessions should pass laws that help nurture family values &
worthwhile family businesses. By the way, supporting tax structure that steers away from increasing
& expanding taxes on the "poorest of the poor” is one of those key family values!i!!
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“\histmevalue mindset woulkd much more likely increase our chances of our young people feeling
- Jompelled to stay or come back to be a part of a quality of life unexcelled anywhere in the world. For

example, in 2002 we were rated #1 in the nation for lowest violent crime rate. “Out of staters” will
notice our better values & we will tend to attract the type of better businesses, individuals & new

families that we would want to attract.

if anything, family farms & all businesses need to decrease our over dependence on out of state &
international corporations if we wish to truly develop from within our state.

This bill SB2314 tends to increase our dependencies on out of state & intemational corporations.
if we FOCUS on producing value within our state.... the larger community of the world will seek us
out in a good way.... instead of us ove'ly seeking them.

Michael J. Walsh Owner-Operator
King Koin Launderette & Car Wash
2125 E. Thayer Ave.

Bismarck, ND 58501-4954

Telephone 223-9833
emall miwalsh@btinet.net
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Testimony of Jobhn Risch
Before the House Committee on Finance and Taxation
Opposing SB 2814
March 12, 2008

Mr. Chairman and members of the committee, my name is John Risch. I am the

elected North Dakota Legislative Director of the United Transportation Union. The
UTU is the largest rail labor union in North America. Our membership includes !
conductors, engineers, switchmen, trainmen, and yardmasters. The UTU opposes i
SB 2314 for a nurnber of good reasons. I will address the corporate tax repeal first.

Corporate Income Tax

Repealing the state corporate income tax would grant tax relief only to “profitable”
corporations. Struggling corporations would not benefit because struggling
. businesses pay little or no income tax. The beauty of our current income tax system
N is that it is self-adjusting. When a business hits a downturn, it pays little or even no
[ i [ * [ ] 4 » ] X
L income tax in a given year. When things improve, a business's taxes increase along
] with its prosperity. The positive aspects of taxing a business based on its ability to
pay cannot be overstated.

This broad proposal to take corporate North Dakota off the income tax rolls is

simply bad public policy. It grants tax breaks to established businesses without any

obligation to reinvest any of that money in our state. One could argue that this bill ;
will simply take corporations off the income tax rolls and not one new job will be
created because there’s no requirement for them to do so. 3

I work for the Burlington Northern Santa Fe Railway, which is a good company to
work for. I enjoy my job. But taking BNSF off the income tax rolls won't cause them
to create one new job in our state. My company creates jobs when there is work to
be done. This bill will do nothing to enhance that.

When you think about North Dakota’s current economy, there are segments that
are in trouble. Certainly our state’s farmers need help, but do Monsanto and Cargill
need new tax breaks, as this bill provides? Certainly low-paid workers struggle, but
do employers like Walmart and McDonald’s need to be taken off the income tax

rolls? I would e.cgue, no.

_ At issue is fundamental fairness. It isn't fair to take the most prosperous

e corporations in North Dakota off the state tax rolls and shift the tax burden onto
the rest of us.
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; Testimony of John Risch
o SB 2314-Page 2

Our state has a diverse tax system that relies primarily on the income tax, the sales
tax, and property taxes. To take away our most just tax, the income tax, and shift
North Dakota's reliance to the sales tax is extremely risky. Any downturn in the
economy dramatically affects sales tax revenue, and, as people purchase more goods
over the internet, more sales tax avoidance will occur. The potential remains for a
dramatic reduction in the collection of sales tax revenue in the future.

The fiscal note associated with this bill dramatically underestimates the fiscal
impact because of the way business profits are currently taxed as personal income. '

North Dakota tax law allows pass-through entities such as Limited Liability
Corporations, Limited Liability Partnerships and regular partnerships to pass
business profits through to individuals to be taxed at their personal income tax rate.
This is a significant issue because the top corporate tax rate is 10.5% while the top

individual income tax rate is 5.54%.

If this bill passes and the corporate income tax is phased out, virtually all these
) pass-through entities will revert to corporate status to free themselves of any
N income tax liability. We will even see a host of sole proprietors incorporate so they
L can avoid paying any income tax. And if corporate farming legislation is passed,
farmers too could free themselves from paying any state income tax.

The effect of phasing out the corporate income tax is that there will be a mass j
scramble, mostly by the well off, to find ways to incorporate as a means to avoid
paying any income tax in North Dakota.

Proponents of slashing taxes on businesses and wealthy individuals often claim that
such efforts will result in prosperity raining down over us all. If this bill passes,
most North Dakotans will likely just catch a little freezing drizzle and wind up

paying higher taxes overall.

There are a host of good reasons why this legislation should be defeated. I've listed
a few. But the main reasons are that it would make our tax system less fair and
equitable, and it would place more of the tax burden on moderate and low income
people while providing tax relief for those who don't need it.

For these reasons, the UTU is proud to oppose this piece of legislation and urges
this committee to recommend a “DO NOT PASS.”
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Table 1. State 1/ average annual pay for 2000 and 2001 and percent chang
5 Table 1. State(l) average annual pay for 2000 and 2001 and percent cha
% for all covered workers(2)
i
| Average annual pay{(3)
; State
' 2000 2001
UNITED STATES(4)...........0000.  $35,320 $36,214
i ‘
; MﬂWlma........'..o.......-.-.a. 36'395 38'237
Magpachusetts. ......covvver et 44,168 44,976
i MichingGIoll‘.lllallilhl‘i‘nl' 37'011 37'387
i "im.’ota.;.:-o LI T BN T T TR B TN TR T I I A A 35‘ 414 3‘]585
Mi.’is'ippi LU I T A I Y N TR JNY I RN T S TN N R R R N | 25’208 25' 919
MissouriOIOOIUQllllllbll.ltc"il 31'384 32"22
Moncmllloooclbblouclll-llool‘l 2"272 25'194
Nebra'kal B8 4 ¢ 0 5 2 6 6 b 3 22 a3y 27’ 693 28' 375
Nevad"r‘llOOICIlIll‘lll‘llllllb 32'277 33'122
d New Hﬂﬂtp’hil'et-»oan.--.-..-.o... 340736 35"79
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TESTIMONY
o AMENDED SENATE BILL 2314
MARCH 12, 2003

¢ Mr. Chairman, members of the House Finance and Taxation Committee my
name is Bob Lamp representing the Automobile Dealers Association of North
Dakota and the North Dakota Implement Dealers Association in opposition
to two sections of Senate Bill 2314 as amended.

e The first concern we have with the bill, on behalf of the North Dakota
Implement Dealers Association, relates to the % sales tax increase on farm
machinery for the last six months of the 2003-2005 biennium found in
Section 2, subsection 2. Our concern is twofold:

1. A tax increase on large ticket items has the potential of affecting
buying decisions since producers can easily purchase their new farm
machinery in Montana, Minnesota or the Canadian provinces that do
not impose any tax on new farm machinery.

2. An interim tax increase will certainly be a detriment to buyers during
the period of the tax increase. It is possible that purchases of large
ticket items like new farm machinery could come to a standstill during
this higher tax period. Or worse yet, see concern number 1,

. o Our secund concern relates to Section 6, which repeals the vendor allowance
| for monthly sales tax filers. The presumption is that this will only affect
the very large retailers. However, the $333,000 threshold of total sales

brings many small retailers under this monthly tax filer system.

o This vendor allowance, according to the sections being repealed, is designed
“..to reimburse retailers for expenses incurred in keeping records, preparing
and filing returns, remitting the tax, and supplying information to the
commissioner upon request”, With the advent of city and county sales taxes,
this process has become more time consuming for retallers, especially those 3
who do business with customers from different geographical areas. f

|
]

e In our opinion, using the repeal of this vendor allowance to make Senate Bill
2314 revenue neutral is certainly unfair to those retailers who are providing
this valuable service to the state.

e The ADAND and NDIDA respectfully request this committee make changes
in Senate Bill 2314 which address these concerns.

Robert L. Lamp
Automobile Dealers Association of North Dakota

North Dakota Implement Dealers Association
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Senate Bill No. 2314 Testimony

By Glen E. Baltrusch
Before the House Finance and Taxation Committee
Fort Totten Room — North Dakota State Capital
Wednesday, March 12, 2003, 9:00 A.M.

s

Mr. Chairman, Members of the Committee:

My name is Glen Baltrusch, and I appreciate having the opportunity to address you. I have been
a resident of the great state of North Dakota most of my life beginning at birth. Because of
accidental injuries that have caused me to be permanently disabled, I have spent a fair amount of
time here during the last several legislative sessions. Today I stand before you in support of
Senate Bill No. 2314, of which I am offering a proposed amendment and which I urge your

C‘@ adoption.

ﬁ Over the last number of vears the economy of North Dakota clearly has not been moving in a

y positive direction, as each us of have observed. The “Yourh Initiative  that was placed of the
2002 general election ballot should more than have sounded the alarm that this august body must
not cnly take major steps to make changes, but must enact those required changes. One of those
changes required by the Fifly-eighth Legislative Assembly is enactment of Semnate Bill No, 2314,
the repeal of the income tax.

Mr, Chairman and Members of the Committee, I have provided you with the Proposed
Amendment To Engrossed Senate Bill No. 2314 — Introduced Senate Bill No, 2314 - in its
entirety. Enactment of Introduced Senate Bill No. 2314 abolishes the income tax and provides
for a positive change of direction that is sorely needed for the state of North Dakota and its
citizens, Period. Once enacted by the Fifiy-eighth Leglslative Assembly, North Dakota will then
have provided real change for true economic development and eliminated an unjust form of
taxation, the income tax. Both are reason alone for adoption of the proposed amendment,
“Introduced Senate Blll No.2314” into Engrossed Senate Bill No. 2314 with a “DO PASS"

S recommendation from this committee, with what shonld be an overwhelming passage on the

R floor by both parties, in both Houses,
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) .‘ In order to revitalize the economy of North Dakota requires stepping out the box and providing i
"‘ A bold new thinking and acting on new initiatives. Introduced Semate Bill No. 2314 provided that ;
first bold step forward for true economic development and to create an expanding economy, not
today’s current failed policy of “corporate welfare, a.k.a. economic development” which has
been adopted and is currently in practice by all levels of government in this state. Today's
practice of economic development is nothing more than “Robin Hood in reverse” as it takes
from the poor and gives to the rich, and has not provided for a growing and prosperous economy
within the state of North Dakota, but just the opposite. It has only provided for the out-migration
of hard earned money of the citizens of this state, which include the elderly and the poor; created
unjust competitive advantages and business practices against established businesses; continued
the out-migration of its citizens; and provided nothing more than poverty level employment.
Enactment of Senate Bill No. 2314 provides for an incentive to lure manufacturing and service
businesses; eases the tax burden and provides incentives for new business start-ups; and allows
people to keep more of their money to spend it as they see fit, which provides for true economic
stimulation by demand.

o Other issues must also be addressed in regards to Senate Bill No.2314. The implementation of
’ this legislation amended to its original form “is ot & regressive tax” nor is it legislation to tax
the poor. I am the poor and indigent, attempting to live on a small pittance that I receive from
Social Security Disability Insurance because of being disabled from an accidental injury in the
course of employment, which by authority and statute I am supposed to be receiving wage loss
benefits from North Dakota Workers Compensation Bureau, an adversarial governmental entity. g
Failure of the Fifiy-eighth Legislative Assembly to adopt and enact Introduced Senate Bill No. ‘-
2314 provides for the continuing “fax on labor”; a continuation the “regressive tax”; and provide

and require further “raxes on the poor”. North Dakota cannot continue the down-hill-slide that

has been occurring over the last number of years without disastrous results.

Until the North Dakota Legislature steps out of the box and bucks the status quo with initiatives

that provide the required changes needed for prosperity in North Dakota, the citizens of this state

will be forced to comply with two factors that will ocour; higher taxes and the loss of services
SRR that are currently provided within the state of North Dakéta. It will be the remaining residents
| and businesses of this state who will bear the burden of taxation under the ourrent inequitable tax -

2

, ;
TN LT
et e R

n lnfofntion systems for mierof{iming and

' delivered to Mode
|' The micrographic imeges on this f{lm are accurate reproduct fons of records  Modern Infarmetlon Bretens (etandards Inet)tuts
‘ . The photogrephic process meets standards of the Amer
?h'::;'ﬁ:‘.mhmt'. ct'::ﬁ:‘:m;oor'lc%?'%“thn flluﬁ‘d Inn?' above {s less legible than this Notice, ft (s due to the quality of the

document baing f{Lmed. , " | | ]:3
"opo Pator e §ignature Date

-




system, and that includes the elderly and the poor. North Dakota nceds and requires an

l expanding economy if it is to survive. The adoption of the proposed amendment Introduced
| - Senate Bill No. 2314 into Engrossed Senate Bill No. 2314 and enactment must occur
immediately for the benefit of North Dakota.

Mr. Chairman, Members of the Committee, we all know that Sienate Bill No. 2314 is not the
cure-all bill that will provide for an overnight economic boom, which is not right or of benefit to
any state, but it is the right idea, at the right time, for all the right reasons, Sewate Bill No. 2314
provides the needed tax reform for the citizens of Noriti Dakota; its an incentive for businesses to
locate, start-up, and expand within North Dakota; and provide for an expanding and prosperous
economy within and for North Dakota. The adoption of Introduced Senate Bill No.2314
amendment into Engrossed Senate Bill No. 2314 is not “regressivé” but “progressive”.
Remember, economies are not static — they are dynamic. I urge your support for adoption of the
proposed amendment to Engrossed Senate Bill No. 2314 and cast your vote for a “DO PASS”
recommendation to the fioor of the House for enactment,

! Thank you for your time and consideration of this pertinent legislation before you, I will attempt
to answer any questions you may have, '

e el

were fiimed In the regular course of businoss. The photographic process meets standards of the American Natiomal Stenderds Inetitute .
val microffim. NOTICE: 11 the filmed tmege above {s Less Legible than this Notfce, ft {s dus to the quality of the .

op {
document being f1lmed,
Operator’s Signature bate

h the n!et;mam. {mages on this f{im are accurate reprodustions of records delivered to Nodern Information Systems for microfiining e

N




