17.0280.03000 FISCAL NOTE

Requested by Legislative Council
04/13/2017

Amendment to: HB 1182

1 A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to funding

1

levels and appropriations anticipated under current law.

2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

General Fund Other Funds General Fund Other Funds General Fund Other Funds

Revenues

Expenditures

Appropriations

B. County, city, school district and township fiscal effect: /dentify the fiscal effect on the appropriate political

subdivision.
2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

Counties

Cities

School Districts

Townships

. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the provisions

having fiscal impact (limited to 300 characters).

Engrossed HB 1182, First Engrossment with Senate Amendments, provides new notice requirements affecting cities
that grant property tax incentives, broadens the scope of the law governing the interim study of tax incentives, and
provides for a legislative study.

. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which have fiscal

impact. Include any assumptions and comments relevant to the analysis.

Section 1 of the bill provides that, before a city may grant a property tax incentive with an anticipated duration of
over five years, it must provide written notice to each county and school district that would be affected by the
incentive. The county or school district then has thirty days in which to indicate whether or not it chooses to
participate and allow the incentive to reduce its share of the property tax levied. If a county or school district elects to
not participate, it must provide its reason for doing so and indicate whether it is willing to negotiate the terms of the
incentive.

Sections 2 and 3 of the bill place the same requirements (described above for Section 1) in the laws governing the
new or expanding business property tax exemption and tax increment financing, respectively.

Section 4 changes the law governing the interim legislative study of tax incentives to broaden its scope to include
local tax incentives as well as state tax incentives, and adds certain sales and use tax exemptions to the statutory
list of specific incentives to be studied.

Section 5 provides Legislative Management shall consider an interim study of the effect of city development projects
on property taxes, and the return on investment resulting from such projects.

Sections 1 through 3 of the bill relate to property tax incentives granted by cities, with respect to which the new
notice requirements may affect how property tax burdens are shifted among property owners. None of the sections
have any impact on state general fund revenues for the 2017-19 biennium.




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 detail, when appropriate, for each agency, line item, and
fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency and fund
affected. Explain the relationship between the amounts shown for expenditures and appropriations. Indicate whether
the appropriation or a part of the appropriation is included in the executive budget or relates to a continuing
appropriation.

Name: Kathryn L. Strombeck
Agency: Office of Tax Commissioner
Telephone: 701.328.3402
Date Prepared: 04/14/2017



17.0280.02000 FISCAL NOTE

Requested by Legislative Council
02/09/2017

Amendment to: HB 1182

1 A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to funding

1

levels and appropriations anticipated under current law.

2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

General Fund Other Funds General Fund Other Funds General Fund Other Funds

Revenues

Expenditures

Appropriations

B. County, city, school district and township fiscal effect: /dentify the fiscal effect on the appropriate political

subdivision.
2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

Counties

Cities

School Districts

Townships

. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the provisions

having fiscal impact (limited to 300 characters).

Engrossed HB 1182 makes changes to the law governing the renaissance zone program, which provides income
and property tax benefits for eligible investments.

. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which have fiscal

impact. Include any assumptions and comments relevant to the analysis.

Section 2 of the bill repeals the provisions that (1) allow the income and property tax incentives only one time with
respect to zone project property and (2) provide that, if the zone project property is transferred during its five-year
benefit period, the benefit must be prorated between the transferor and transferee. (Note: These provisions are
reinstated in section 3 of the bill, but only for the income tax benefits under the program.)

Section 3 of the bill places a sunset date of January 1, 2018, on the income tax benefits (other than the historic
property and renaissance fund organization credits), which limits the benefits to zone projects approved before the
sunset date. Section 3 of the bill also reinstates the one-time benefit and transfer provisions repealed by section 2 of
the bill, but only for the income tax benefits under the program. (Note: The latter change means that the property tax
exemptions under the program may be granted more than once for a parcel of property, and that the remaining
property tax exemption eligibility does not transfer to a new owner if the property is transferred before the end of its
benefit period.)

Sections 4 and 5 of the bill amend the individual income tax provisions to provide that the income tax benefits (other
than the historic property and renaissance fund organization credits) may be claimed on returns filed for the 2018
through 2022 tax years, after which they are no longer allowed. This is to allow taxpayers to claim the income tax
benefits with a five-year benefit period that are attributable to zone projects approved before the January 1, 2018,
sunset date.

Section 6 of the bill repeals the historic property and renaissance fund organization credits (effective for tax years
after 2017, as provided in section 7 of the bill).

Section 7 makes the changes in the bill effective for tax years after 2017.



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.

Since its creation in 1999, there has been significant qualifying investment activity under the renaissance zone
program. The income tax benefits (other than the historic property and renaissance fund organization credits) will be
phased out under the bill, with tax year 2022 being the last year in which they will be allowed. The historic property
and renaissance fund organization credits will be repealed for tax years after 2017. The program will continue to
exist and, after the income tax benefits are fully phased out, will only provide property tax benefits.

With respect to the property tax benefits, the bill removes the limitation on the number of times they may be granted
for a given property. The property tax exemptions will continue to cause a shifting of property tax burdens to other
property owners through the 2017-19 biennium. The amount of that shift is unknown and is dependent upon future
activity under the program, as approved by local governing bodies.

With respect to the income tax benefits, there is a reasonable expectation that, if not phased out or repealed,
significant investment activity qualifying for those benefits would continue under the program. The income tax
benefits allowed for zone projects approved before the sunset date will continue to have a negative effect on state
general fund revenues through the 2017-19 biennium and until their complete phase-out after tax year 2022. The
income tax benefits will no longer be available for new projects approved on or after the sunset date, which will have
a positive effect on state general fund revenues starting in the second year of the biennium.

If enacted, Engrossed HB 1182 is expected to have a positive fiscal effect on state general fund revenues, starting
with the second year of the 2017-19 biennium. The amount of that effect is uncertain because it is dependent on the
level of new investment activity that would occur after 2017 if the income tax benefits were continued. Based on
income tax returns filed for the 2010 through 2015 tax years, the estimated reduction in state general fund revenues
attributable to the income tax benefits has ranged from $1.6 million to $4.9 million per year, with an average of $3.1
million per year.

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

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency and fund
affected. Explain the relationship between the amounts shown for expenditures and appropriations. Indicate whether
the appropriation or a part of the appropriation is included in the executive budget or relates to a continuing
appropriation.

Name: Kathryn L. Strombeck
Agency: Office of Tax Commissioner
Telephone: 701.328.3402
Date Prepared: 02/10/2017



17.0280.01000 FISCAL NOTE
Requested by Legislative Council
01/09/2017

Bill/Resolution No.: HB 1182

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

2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

General Fund Other Funds General Fund Other Funds General Fund Other Funds

Revenues

Expenditures

Appropriations

1 B. County, city, school district and township fiscal effect: /dentify the fiscal effect on the appropriate political
subdivision.
2015-2017 Biennium 2017-2019 Biennium 2019-2021 Biennium

Counties

Cities

School Districts

Townships

2 A. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the provisions
having fiscal impact (limited to 300 characters).

HB 1182 authorizes cities and counties to establish development zones and phases out the renaissance zone
program.

B. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which have fiscal
impact. Include any assumptions and comments relevant to the analysis.

Section 1 of the bill authorizes a county to establish and operate development zones in which a partial or complete
exemption from the county portion of property tax may be granted on property located in the zones.

Section 2 of the bill authorizes a city to establish and operate development zones in which a partial or complete
exemption from the city portion of property tax may be granted on property located in the zones.

Sections 3 through 9 and 11 place a sunset date of January 1, 2018, on the renaissance zone program. Zones and

tax incentives approved before this sunset date will be allowed to continue for five years to allow taxpayers to claim
tax benefits earned on qualifying transactions occurring up through the end of the 2017 calendar year. (A number of
the tax incentives under the program have a five-year duration.) The program and its tax incentives are repealed for
tax years after 2022.

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.

Sections 1 and 2 of HB 1182 authorize the granting of partial property tax exemptions for property in a development
zone. To the extent political subdivisions utilize the property tax exemption features, the property tax burden is
shifted onto other property owners in the taxing district. The extent to which this will occur is unknown.

The renaissance zone program provides both property and income tax incentives.

Based on the statewide interest in and use of the renaissance zone program since its creation in 1999, there is a



reasonable expectation that, without the sunset, significant investment activity would continue under the program.
Transactions approved before the sunset date that qualify for the property tax incentives will continue to cause a
shifting of property tax burdens to other property owners through the 2017-19 biennium and until the program's
repeal at the end of the 2022 tax year. The amount of that shift is unknown and is dependent upon the actions of
local governing bodies up to the sunset date.

Similarly, transactions approved before the sunset date that qualify for the income tax incentives will continue to
have a negative effect on state general fund revenues through the 2017-19 biennium and until the program's repeal
at the end of the 2022 tax year. The income tax incentives will no longer be allowed for new transactions occurring
after 2017, which will have a positive effect on state general fund revenues starting in the second year of the
biennium.

Based on income tax returns filed for the 2010 through 2015 tax years, the estimated total reduction in state general
fund revenues attributable to the income tax incentives under the program has ranged from $1.6 million to $4.9
million per year, with an average of $3.1 million per year. These numbers reflect both new projects approved during
the year as well as projects approved in prior years. If enacted, HB 1182 is expected to have a positive fiscal effect.
The amount of that effect is uncertain because it is dependent on the amount of new investment activity that would
occur after 2017 if the program were continued.

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

. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency and fund
affected. Explain the relationship between the amounts shown for expenditures and appropriations. Indicate whether
the appropriation or a part of the appropriation is included in the executive budget or relates to a continuing
appropriation.

Name: Kathryn L. Strombeck
Agency: Office of Tax Commissioner
Telephone: 701.328.3402
Date Prepared: 01/17/2017
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0 Subcommittee
J Conference Committee

Committee Clerk Signature W M

Explanation or reason for introduction of bill/resolution:

A bill relating to development zones and relating to the renaissance zone program.

Minutes: Attachments 1, 2, 3a, 3b, 3¢, 4, 5, 6, 7, 8, 9, 10

Chairman Headland: Opened hearing on HB 1182.

Representative Rick Becker: Introduced bill. Distributed testimony. See attachment #1.
This bill removes the renaissance zone program from the Department of Commerce. This
was to ensure there was no language that would prohibit the local subs from forming their
own renaissance zones and doing what they like with that rather than being confined to the
state regulations. There are two aspects to the renaissance zones; one is the abatement of
property tax and one is the abatement of income tax. My contention is that with the
renaissance zone we need to have a mechanism by which we can encourage development
in cities, especially in the downtown areas. This holds the program closer to the city and
closer to the citizens. My question is why are the people in the smaller towns helping to
subsidize the program through income tax for a program which will benefit the larger cities
downtown? This bill recognizes there may be a reason for a renaissance zone program to
help the locals, it keeps the program closest to the people it affects, and it takes away the
unfair aspect of an income tax abatement which is then born by people all throughout the
state. The intent is to get small businesses to come to areas that the locals feel need a little
help. The interest abatement isn’'t going to be effective at all to get your typical small
business. (Representative Becker then reviewed the statistics from the testimony he
distributed. Ended testimony at 12:55)

Chairman Headland: Are there any questions? Is there any support for HB 11827

Dustin Gawrylow, North Dakota Watchdog Network: I'm in support of keeping it local. |
am in support of removing the income tax portion of it.

Chairman Headland: Further testimony in support? Is there any testimony in opposition?



House Finance and Taxation Committee
HB 1182

January 18, 2017

Page 2

Blake Crosby, Executive Director of the North Dakota League of Cities: Distributed .
testimony in opposition. See attachment #2. Mr. Crosby will be submitting additional
testimony for committee review. Ended testimony at 19:45.

Chairman Headland: The bill sponsor seems to focus on the income tax component of the
renaissance zone package. Can you briefly touch on why the importance of that component
in a refurbishing project that takes a lot of money is important to that piece of the development
of a building that has probably sat vacant for years?

Blake Crosby: There are going to be folks that do this for a living so | would have you ask
them this question.

Representative B. Koppelman: On a property that is worth $100,000 and they do $1 million
improvement under the renaissance zone area, is the $100,000 portion of that still paying tax
throughout the duration of the renaissance zone or are the cities allowed to take that tax to
zero even on the part they were paying prior to the improvement?

Blake Crosby: | would refer that question to one of the experts.
Chairman Headland: Is there further opposition?

Dave Piepkorn, Fargo City Commissioner and Deputy Mayor: Distributed testimony.
See attachment #3a and b. Ended testimony at 25:57. ‘

Representative Hogan: Does your renaissance zone committee look at the income tax
credit?

Dave Peipkorn: Yes we do and we do a scoresheet for each property. Distributed the
scoresheet. See attachment #3c.

Representative Hogan: I'm interested in the income tax component and if there is date on
how you monitor the implications.

Jim Gilmour, Director of Planning and Development in Fargo: The state now caps the
amount of income that is exempt; $500,000 is the most state income you can exempt so at
2.9% that equals about $14,500 a year. This is something that allows them for the first five
years to put some of that back in the business.

Representative Hogan: Do you have any summary information on the income tax like you
do on the property tax?

Jim Gilmour: | don’t have that.

Representative Steiner: If it is so successful then why should we take it to the local level
and have them decide and remove the program away from its current position? ‘

Jim Gilmour: The new proposed program would only allow the city to exempt the city portion
of the property tax which is 20% of the property tax so it wouldn’t be as large of a savings.
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Chairman Headland: Has any other political subdivisions objected and stopped a project
because of the impact it would have on them?

Jim Gilmour: When we renewed our renaissance zone plan we had letters of support from
schools, park district, and county. It wasn’t necessarily a requirement but we wanted to
demonstrate local support. The county commissioner is a member of our renaissance zone
authority.

Chairman Headland: I'm interested because | signed on to a bill that would allow them to
opt out if they needed too.

Representative B. Koppelman: Is there anything in the bill that would prohibit you from
creating some sort of joint powers agreement between the other political subdivisions for
making these decisions?

Jim Gilmour: Not on this bill. This bill doesn’t provide any exemption from the school district
taxes; it just allows the cities and counties to do it.

Chairman Headland: There is another bill in the senate.

Representative Ertelt: You stated that in the development of properties who have
participated in the renaissance zone plan thus far the property value increases for that
particular property as well as for the other properties around it who are not necessarily
participating in the program. Do you agree that this is an indirect property tax increase for
those who are not participating in the program?

Dave Peipkorn: No, | wouldn’t agree with that. This is an economic development tool. This
has taken a lot of effort. If you were to discontinue this, it would affect every town in North
Dakota. We are in competition all day every day not just in the state but around the country.
This is very important. We have to do economic development in North Dakota. The
renaissance zone has been a phenomenal success and to just end it because of politics
would be a huge mistake in my opinion.

Representative Olson: We discussed the income tax exemption portion. Would you have
been able to do this without the income tax exemption portion of the current program?

Dave Peipkorn: It wouldn’'t have been as appealing. A five-year exemption went very fast.
It's a great program and it has been very successful.

Representative Olson: At what point do we retire it?
Dave Peipkorn: We are never going to hang a sign saying “Mission Accomplished.”
Economic development, especially downtown, needs to continue. The renaissance zone is

an important tool; it's not the only tool.

Representative Olson: What time does the playing field go back to even?
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Dave Peipkorn: That might be at some point but we are not close at this time. We have .
much further to go.

Chairman Headland: Is there further opposition?

Jim Neubauer, City Administrator for the City of Mandan: Distributed written testimony.
See attachment #4. Ended testimony at 45:35.

Chairman Headland: Any questions? Is there further opposition?

Jason Tomanic, Assistant City Administrator for the City of Bismarck: Distributed
testimony. See attachment #5. | am not taking a position of support or opposition of this bill.
| will try to answer any questions you may have.

Chairman Headland: Do you have any idea why it hasn’t worked out in rural America? Has
it moved investment in some of those areas into the populated areas?

Jason Tomanic: | certainly can’t speak for some of the smaller towns in North Dakota. |
wouldn’t say that they have moved to bigger city areas, at least not in the case of Bismarck’s
scenario. Of the projects that have occurred in Bismarck I'm not aware of any business that
chose to leave its small community to come to Bismarck. Most of the businesses that are
new to Bismarck, over 50 new businesses due to the renaissance program, were local
residents already. The renaissance program was certainly an incentive to set up shop in
downtown Bismarck.

Representative Trottier: If someone develops property and has the property tax abatement
included in it, what happens if they sell the property?

Jason Tomanic: The property tax exemptions are tied to the property for five years. If a
business owner holding company chooses to sell that property it is transferable.

Representative Hogan: How much did the income tax credit weigh in your businesses
deciding to be in the program?

Jason Tomanic: In Bismarck the state income tax exemption was a private number. We
did not follow up with the income tax exemption. On a number of occasions some of the
applicants indicated the exemptions didn’t make or break the project; it incentivized the
project and enhanced the project to be that much more.

Representative Hogan: What was the impact on low income housing?

Jason Tomanic: Absolutely. The one area of the renaissance zone that lacked the success

has been housing. This is a big struggle with Bismarck. There are buildings downtown that

have mixed use; they have housing components tied to them. We don’t have large tracks of

land primed for demolition or complete renovation to encourage that housing component. ‘
We've seen modest success with housing downtown and very little success with low income
housing.
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Chairman Headland: It seems like the income tax exemption on a renaissance zone is quite
important to the success. Would we create a statewide renaissance zone if we eliminated
income tax in this state? You don’t need to answer that.

Representative B. Koppelman: Do you think having the political subdivisions coming
together to create a zone if there is some merit to that part of this bill or in a senate bill if it's
doing the same thing?

Jason Tomanic: | believe there is value in collaboration with all the political subdivisions. If
it's only a city property tax exemption, | don’t know that it's enough of an incentive for some
businesses to make that initial purchase with intent of improving the property. | believe it
takes an entire 100% property tax exemption to really make those projects valuable for some
of these more challenging older buildings.

Representative Trottier: \Would renaissance zone be killed if the income tax exemption
came off?

Jason Tomanic: | believe it would be detrimental if the state income tax exemption was
taken away.

Representative Schobinger: How many of those businesses would be considered
manufacturing and of those how many jobs did they create?

Jason Tomanic: In the downtown area of Bismarck manufacturing businesses are not very
common; it is not allowed by zoning. The businesses that have located downtown are
professional services, restaurants, retail, etc. Of those businesses we've tracked over 450
full time employment positions that are new to downtown Bismarck as a result of the program.

Chairman Headland: Is there further opposition?

Rickie Roehrich, Program Manager for the Renaissance Zone in Bismarck: [I'm
testifying as a neutral party. The current statute for renaissance zone requires that each
community write a development plan and that is the governing document for their
renaissance zone. There are 58 different plans. The second issue is about the income tax
exemption. In the smaller cities projects such as a lease would not be allowed under the
development plan because that only gets a state income tax exemption. As a tenant a lease
project would not get any property tax benefits. If you come in as a lease in a smaller town
you would get the state tax benefits for five years. In smaller towns that could mean the
difference between preventing a vacancy or having a new tenant move in.

Chairman Headland: When you're talking about a person with a lease, they are receiving
the income portion of the benefit but isn’t the property owner receiving property tax
abatement?

Rickie Roehrich: That is correct.

Chairman Headland: The full benefit is being shared. You would think the person with the
lease is somehow benefiting from the exemption that the owner of the property is receiving.
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Rickie Roehrich: One would hope but that is not guaranteed.

Representative Schobinger: Since inception of these zones, how many manufacturing
businesses have located within these zones and how many jobs have been created?

Rickie Roehrich: | don’t have the data for the life of the program. In 2015 across the state
there were 11 new businesses created, 15 expansions, 38 commercial buildings constructed
or rehabilitated, 13 commercial buildings leased, 122 new jobs created, and a total of 105
new residents to renaissance zone communities.

Chairman Headland: Could you distribute that information to our intern for us?

Representative Schobinger: No real information on those businesses that were strictly
manufacturing?

Rickie Roehrich: We've never looked at that data strictly from a manufacturing view. If you
eliminate the program right now it would be a detriment to many communities.

Chairman Headland: Further opposition?

Nathan Schneider, Director of Business Development for the Bismarck-Mandan
Development Association: Distributed testimony. See attachment #6. Ended testimony
at 1:04:05

Representative Schobinger: When the zones were set up was there a great enough push
for the types of jobs that when the commodity prices go down there is possibly some other
place to go?

Nathan Schneider: A lot of our incentives in our state are geared towards primary sector
businesses like manufacturing, food processing, technology, agriculture, etc. The
renaissance zone was a way to encourage investment in our downtowns. The zoning was
already set up in our downtowns to preclude some manufacturing businesses.

Representative Howe: Can you talk about the diversity in downtown Bismarck?

Nathan Schneider: BMD has not taken a position on this bill. I'm here for EDND. When
you look at the communities of EDND it's not just Bismarck or Fargo; it's communities like
Bowman that have taken advantage of the renaissance zone program and have grown their
downtown. We represent the community of New Salem that has done four projects in their
renaissance zone. It's not just about Bismarck, Fargo, Grand Forks, and the bigger
communities; it's really about the smaller communities that have taken advantage of the
program and has grown their local businesses.

Blake Crosby: There was a question asked on small town use of renaissance zones. Over
50% of all the cities in North Dakota have a population of less than 200 and they haven't
participated in the renaissance zone program because they don’t have the administrative
capacity to do so nor do they have the population to do so. Seventy percent of all small
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businesses fail in the first five years providing the income tax incentives lowers that
percentage of failure. This is very important to small businesses. We are not dealing with
the jobs that we had five or ten years ago; we are dealing with entrepreneurs. Renaissance
zones are critically important to the young entrepreneurs to get started. We put
manufacturing on the outskirts of a population area so they have access to rail, trucks,
transportation, etc. and that can’t happen downtown. We are looking at a brand new diversity
here. Renaissance zones allow a third leg of the economic stool for the young entrepreneurs
that is not subject to commodity swings. With that we need those tax incentives so those
young men and women can come back to North Dakota, start up a business, and get jump
started.

Chairman Headland: Is there any further testimony? Seeing none we will close the hearing.

Additional written testimony submitted but were not present during the hearing. See
attachments #7 and #8.

Blake Crosby also submitted written testimony in opposition from Nancy Simpson
(attachment #9) and Robert C. Davis (attachment #10).
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Explanation or reason for introduction of bill/resolution:

A bill relating to development zones and relating to the renaissance zone program.

Minutes: No attachments

Chairman Headland: Opened up discussion. We have Representative Becker here. This
is an important piece of legislation. There was a lot of opposition to the current draft of the
bill. Out of respect to its author and the committee we should come up with something. |
would like to generate some discussion.

Vice Chairman Dockter: Many of the school districts are against this. This bill would not
affect the school districts, correct?

Representative Rick Becker: It will not affect the school districts or park boards. There
was a concern in the media about what would remain if this bill passes was an abatement of
the city’s portion of the property taxes but that's not true. This just takes the state out. The
city who governs how the taxing is done for the park board and school board determines how
they want their renaissance zone program to look. My assumption is that those cities that
like the renaissance zone program will continue to operate pretty much how it is operating
now. This gives freedom to the locals. The biggest decision is deciding if income tax
abatement is a proper tool for local development. My position is that it isn’t. If that is the
committee’s overall assessment in the end, then the subsequent question is why have a
statewide program? We can give it to the locals who answer directly to the people it affects
and nobody else is affected.

Representative Mitskog: Do you see any value in having oversight by Commerce?

Representative Becker: | do not. The cities conduct nearly every other facet of their
business. The property taxes affect them and their citizenry and nobody else. | would think
they would know what is best for them and if they misstep they are very close to the voters
and can be replaced.
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Representative Mitskog: To me there is good collaboration now between locals and the ‘
state. Have communities complained about lack of control? [I've heard overwhelmingly
support for the current system.

Representative Becker: There is good collaboration because that is how the program was
set up. What downside is there to move it to local control? With the income tax abatement,
it makes sense that the state is the primary entity because obviously it is state involvement.
If that is removed, then what role is there for the state?

Representative Hogan: On the renaissance zone, page three of the bill, the duration of
renaissance zone status is not to exceed five years. A city could only designate a year for
five years and then at the end of five years what would happen, could they re-designate?

Representative Becker: The reason the five years is there is because an enrollee’s
involvement lasts five years. This is what remains from the state program. New applicants
can only come in through the end of this year. This places control of the program run by the
subs to be whatever duration they want it to be.

Representative Hogan: That helps clarify. Another issue was setting up an interagency
joint powers agreement to do renaissance zones so the major taxing entities (schools, parks,
cities) could be a renaissance zone joint powers. The decision about it was not just city
based because it has implications for all of the jurisdictions. Did you think about that when
you drafted the bill?

Representative Becker: | didn’t think about a joint power because | don’t see that this
excludes any of those that would be participating in a joint powers agreement which would
require a joint powers commission to even come into play. They are not excluded because
the locals set it up however they like. No joint powers are needed.

Representative Hatlestad: This program, as it exists now in law, will expire December 31,
201772

Representative Becker: Those involved now get a five-year tax exemption.

Representative Hatlestad: \When will the program as it exists now expire?

Representative Becker: In five years, eleven months, and one week; 2023.

Representative Hatlestad: If I'm in the program now?

Representative Becker: If you're in the program now it expires when the five-year term

from when you first entered the program expires. New participants can come in to the
program through the end of 2017. Beginning January 1, 2023 there isn’t anybody any longer
having an income tax abatement by the state if this bill passes. .

Chairman Headland: Any other questions?
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Representative Mitskog: In the beginning of your bill it states anyone can apply to the
Department of Commerce. There’s going to be some Commerce involvement then, right?

Representative Becker: Are you referring to page two, line four? That is not new language.
The only change in this is how we will continue to conduct business until January 1 of next
year.

Representative Mitskog: Then there will be no Commerce involvement?

Representative Becker: There will be no involvement from the Department of Commerce
for any new applicants to any local renaissance zone program. The Department of
Commerce will maintain their involvement with the existing renaissance zone enrollees until
the five-year term is up for all of them. The very latest could be December 31, 2022.

Representative Hogan: The second section is the income tax credit. You are proposing to
eliminate the income tax credit on these projects. Do you think that we’ll have a significant
result in reducing the number of groups who apply for a renaissance zone status?

Representative Becker: The benefit to participating in a renaissance zone program for the
income tax part of it is that of the net profit on their taxes after depreciation, amortization,
etc., they don’t have to pay that two percent of that number. The vast majority of businesses
that are starting up are probably going to be negative or a relatively small number. You can
have applicants to the renaissance zone program who are not incentivized to do anything
specifically but they exist in what is already renaissance zones. Those applicants are not
what the program was designed for in the first place.

Chairman Headland: I'm struggling a bit with the bill. Couldn’t we just kill the renaissance
zone program without having to create these new zones? Can't the city or county already
provide a full property tax exemption to any new business? If they're home rule, | don’t know
why they couldn’t provide full exemption for any renovation of a dilapidated building.

Representative Becker: There is a two-step process; should the state run it and should
there be income taxes. It's my feeling that the number of people in North Dakota and the
number of legislators will agree to that statement once they get the full handle of it is going
to be relatively high. If you don’'t have renaissance zones | think that would be a lesser
number. There are a number of people like the idea to have the locals continue. This gets
the state out of it for those cities that want to continue with renaissance zones then it allows
them to do it.

Representative Hogan: The structure of the state program has really helped teach them
how to do that. Local capability in terms of developing an economic development plan, the
statewide structure really helped them to focus on their basic infrastructure. Do you think
over time we would lose that?

Representative Becker: | agree with you completely. Without state involvement originally
it would have been very disjointed. Having been in place for two decades | think it's known
and if a city or county commission or auditor is a new person all you have to do is call your
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neighboring town and there would still be people in the Department of Commerce at least for
the next five years that are still running what is left of the program.

Representative Hogan: The Commerce Department has kept data and maintained some
kind of accountability. Do you think we’ll lose that data?

Representative Becker: | don’t know how much value the data is. The income tax on the
Department of Commerce side is a guess. The property tax they can figure out. | don’t know
why they wouldn’t continue to have that data. | think the numbers are still readily available
to the subs if the income tax is taken out of it.

Representative Hogan: And to the state?

Representative Becker: And to the state as well. They are the ones who provide it to the
state now.

Chairman Headland: If we decided to put this to the vote of the citizens whether they wanted
to stay in the renaissance zone project or not, how do you think the citizens would vote on
that?

Representative Becker: In Bismarck, | think it would pass. | think TIF has been a greater
concern and also stacking is a concern. The renaissance zone is perceived as being a net
positive for the city. Statewide, | don't think people know about it.

Chairman Headland: That's the problem.

Representative B. Koppelman: Is there anything that would prohibit the stacking of those?
Some might say if you don’t have the reporting directly to the Department of Commerce the
locals might have less oversight and there would be more of a tendency to stack it or use it
in combination with other incentives. That may take it away from being a positive program.

Representative Becker: | don’t believe there is anything in law now that prevents stacking.
Cities are able to stack now. The recourse now is for citizens to say they like economic
development and subsidies that spur development but it's almost free to be an entrepreneur
with no risk because you'’re stacking all these incentives. This doesn’t increase the likelihood
of that because they can do that now.

Chairman Headland: Are there any other questions for Representative Becker? I'm just
not sure if the program without the income tax credits would be very effective at all. With that
line of thought | don’t know how to fix this bill without changing it in a hog-house fashion. I'd
like committee input.

Representative Olson: A program like this shouldn’t operate on income tax credits. If it's
going to be successful it should stand on its own merits and not dipping into income tax
revenues on a state level. You have existing businesses, existing income tax payers that
are more than eager to move into a renaissance zone and escape the income tax burden.
That provides the renaissance zone participants the ability to get operating businesses into
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those areas that are operating and not on an even playing field. You not only have the
property tax exemption; you have the income tax exemption.

Chairman Headland: Dee Wald is here to answer any of our questions and give us a history
of this.

Dee Wald, General Counsel for the Tax Commissioner’s Office: After they started with
the income tax exemption and the business exemption for having a business and for living in
a home then it was expanded for leasing. The stacking issue was allowed so | could own a
building, | could have my business in the building, | could get an income tax exemption for
the business income, | could lease that building to another tenant. The second floor rental
income would be exempt as would the business who | rented to then their business would
be exempt as well as third floor where | have an apartment. | rent that out and the homeowner
gets the exemption and so does the business get the exemption. There are stacking of
credits on this. Because of that issue the 2013 session we put a $500,000 cap on what you
could claim for tax credits under the program, for every credit you could possibly have.

Representative Olson: |s that $500,000 in credits or deductions?
Dee Wald: They are deductions; none of these are a tax credit.

Representative B. Koppelman: Of the $500,000 that doesn’t take into account the benefit
you receive from the property tax abatement, correct?

Dee Wald: You are correct, that doesn’t include the property tax. I’'m giving the information
based on the income tax that would be administered.

Chairman Headland: Who tracks this, Commerce | assume?
Dee Wald: We administer the tax credit so we have that information.

Chairman Headland: It would be nice to know how many examples of brushing up against
the caps there would be.

Representative B. Koppelman: Is there any way to tell the timeframe we approved those
tax credits?

Dee Wald: We don'’t approve the tax credits. Once the zone is created and the city approves
the zone they get the credits automatically so there is no approval by the state whatsoever.
| have some stats here; 2014-15 has the most data and in 2014 the estimated tax reduction
was about $2.5 million, 2015 was $1.6 million, and over the life of the program there has
been about $38 million in estimated tax reduction since 1999.

Representative Hogan: If we eliminated the income tax portion of this are there any
unintended consequences that would hurt the economic development or the intent of the
renaissance zones?
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Dee Wald: Because the bill currently runs through 2023 that allows everybody who is in the .
renaissance zone now to keep getting the credits and benefits. | can’t speak to the negative
impacts.

Representative Ertelt: Is the $500,000 cap per individual taxpayer or per property?
Dee Wald: Itis per individual.

Chairman Headland: That's a lifetime cap correct?

Dee Wald: That is a lifetime cap.

Representative Steiner: In a previous handout it states in 2015 we could possibly be giving
out $1.65 million for five years and at the end of that we don’t give out $1.65 million anymore
because it goes to the local development to handle it and income is out of it. Is that how you
understand the bill?

Dee Wald: Assuming everything stays the same $1.63 million beginning January 1, 2018
and possibly further, so you are correct.

Chairman Headland: What direction do we need to go on this bill?

were asking us to take their income tax break away; | was hearing just the opposite. | don’t
see that being the highest on their radar. The ability is to offer property tax abatements
because they see that as being a money generator down the road. If the maximum cap is
$500,000 with deduction and our highest tax bracket is 2.9% in the state that means the most
dollars they are crediting away is $14,500. There are buildings that have had a $200,000
value before and now will have a $2 or $3 million value now; that property tax abatement by
far dwarfs the ability of their income tax credit to do real well. | think by simply giving local
control and letting them operate under the same template makes sense. I’'m supportive of
the concept.

Representative B. Koppelman: When they were in here | didn’t get the impression they ‘

Chairman Headland: Would you go over your calculation again?

Representative B. Koppelman: If it's $500,000 deduction you take that times .029 (2.9%)
which equals $14,500, so that’'s the most taxes an individual could avoid. To me that is not
big money in the grand investment world.

Representative Mitskog: | just completed a renaissance zone project this past year and
this program allowed me to do a bigger project than | otherwise would have done. | didn't
even consider the income tax portion of it. Every community that has a renaissance zone
has to have an authority. I've never heard that local control was an issue.

Representative Olson: [f the Department of Commerce is not involved in the initial approval .
or that approval by the city commission it gets sent to them after the fact. How much input
does Commerce actually give to the plans that are submitted to them and have gone through
the process of the local level? As | understand it, all that happens at the local level and then
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it is given to them. It seems like the League of Cities may have resources that smaller
communities could draw on or the economic development associations may be able to
provide some type of input as to approving those programs.

Representative Mitskog: The group in Wahpeton that has been tasked with oversight and
making recommendations to the city council is our planning commission. Our planning
commission will go through the application. Before that the applicant goes to the economic
development office and completes paperwork. This paperwork is then reviewed by that office
then the applicant has to submit to the tax department. Then it comes back to the economic
development director office and goes to the planning commission. A recommendation is then
made.

Chairman Headland: Any taxpayer, if they have enough taxable income, can possibly
deduct the $14,500 per year for five years.

Dee Wald: If you divide that 14 by 5 then it would be that every five years.
Chairman Headland: Is that available to each partner or a group?

Dee Wald: If the business is a partnership then that exemption would flow down to the
partners/members according to their capital interest and the LLC.

Chairman Headland: Does everyone get the $14,5007?
Dee Wald: Yes.

Representative B. Koppelman: | find the testimony to be concerning. They don’t
understand that it's going to continue. They think we are going to take their golden goose
away. | would encourage us to go through this and makes sure it does what Representative
Becker is expecting it to do. If we find that there is not a resource for small towns through
EDND or others, it's best that Commerce doesn’t give the authority that can give approval of
the program if we're not going to have it be a state program.

Representative Mitskog: | think there is miscommunication that’s gone across the state to
communities that the renaissance zone concept is going away. I'm usually all about local
control but | think when we’re talking about property tax there is benefit to having some state
oversight and knowing what communities are doing in tracking that. I'm all for removing the
income tax portion of this because | don’t know how necessary this is.

Representative Olson: It might be helpful for us to get Rickie Roerich from Commerce here
to see what she does.

Dee Wald: When we calculated the tax credit the $500,000 cap is for projects approved
after the effective date. The income tax exemption for years prior to 2013 are not affected
by the cap.

Representative B. Koppelman: |[f that's the case that proves my point even further. That
says now you've got some project prior to 2013 that are potentially getting more than $14,500
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and you look at the total number claimed of $1.7 million then divide that out not just by
$14,500 but then larger amounts. That says the income tax is even that much less
consequential to the individual taxpayer.

Dee Wald: On pages two and three of the bill it describes what Commerce does.

Representative Toman: Last session they wanted to expand the renaissance zone
footprint. Mandan has been having that problem. | told them that if we move it back to local
control then you can make the entire city a renaissance zone if you take the Department of
Commerce out of here. Then you could ask the voters if they want that or not rather than
having to wait that 15 years. | think moving it to local control gives them more latitude to
incentivize more areas rather than just the areas they are restricted to in the current code.

Representative Hogan: On section four of the bill it starts with “before January 1...” so after
January 1 would these rules and responsibilities go away?

Dee Wald: After 2018 and when the development zone becomes effective Commerce does
not have a role to play in that anymore.

Representative Hogan: This will be gone then?

Dee Wald: Even though this may go away they have some type of blueprint that is already
here.

Representative Olson: It says before January 2018 is the deadline for application to the
Department of Commerce but after that the Department of Commerce would still be required
to continue monitoring the progress, promote it, and continue to report to the governor and
Legislative Management on an annual basis until all designated zones expire. The lag time
would be through 2023 at which time the Department of Commerce would be out of it entirely.

Representative Trottier: When the entity submits a plan for the renaissance zone can they
change the terms?

Dee Wald: Yes.

Chairman Headland: But they can’t change the terms of the income tax. It's a philosophical
decision whether we believe the state should be involved in local renovation that’s occurred
with renaissance zones. | don’'t know that I'm ready to make that decision yet. | wish we
could get a better handle on costs associated with renovating some of these properties. |
think renaissance zones were developed to save some of the architecture from the early
years. The costs of doing this are probably greater than rebuilding which is why they put in
income tax reductions to help with those costs and the partnership with the state and
developers.

Representative Olson: The income tax exemptions should have occurred by now to a large
degree. They would have increased the value of the overall area making it more attractive
for people to come. At what point does this program outweigh its usefulness? It theoretically
has to at some point otherwise why not just extend it to the entire city? In addition to
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renovation we still have the stacking and a lot of people taking advantage of the income tax
portion of the plan that isn’t directly related to saving old buildings or making them nicer.
Maybe this is a happy medium rather than completely eliminating the program. The state
portion is going away. The program has been successful. | think giving a blanket income
tax credit the way we do really is causing the state to be investing directly into the different
towns which may or may not be taking advantage of it. It is an equity issue too. How much
do we want to invest in making downtowns better? | don'’t think it's necessarily increasing
the overall tax base, only for particular areas. We have social programs that are seriously
underfunded right now and we don'’t want to raise taxes. If we're not going to raise taxes,
then an option we have it to cut the corporate welfare.

Chairman Headland: We'll continue this discussion later once we can get Commerce here.

Representative Mitskog: Can you expound on your comment about not expanding tax
rate? |s that property tax rates?

Representative Olson: It is my belief that investment will occur based on entrepreneurial
needs, designs, or desires and that state intervention to decide where that investment should
be directed doesn'’t create it out of nothing, it directs investment that is ready to occur to go
into a particular area. The renaissance zone wants to target the investment. It's not that it
necessarily creates more investment, it just redirects it more.

Representative Mitskog: It definitely does direct investment in certain areas. In Wahpeton
we don’t have a thriving downtown. We really needed to be creative with tax incentives to
save our historic corridor in our downtown district. In the last session we were allowed to
expand the boundaries. There were buildings that needed work and there were tenants or
property owners that didn't have the means to make that investment. With the help of
programs like this it will allow property owners to do that. It was a factor for me staying in a
residential house that was outside the zone and putting money into it versus taking my
investment to a vacant building that was valued at $118,000 and now with my investments
and improvements to the property it is going to be nearly $700,000 in valuation. It factors in.
Not every community is as vibrant as Fargo, Bismarck, Grand Forks, or hub cities.

Representative Olson: | would be interested in continuing this conversation with you
outside of committee time.

Chairman Headland: Adjourned committee meeting.
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Vice Chairman Dockter: Opened up for discussion. This is the bill that wants to get rid of
the income tax so it’s just a local issue then the local municipalities can decide if they want
to abate property tax or not.

Representative B. Koppelman: I'm having an amendment prepared. We are putting in
language that would eliminate the state income tax credit having to do with renaissance
zones and having renaissance zones become local entities. The main difference is with
where the bill was initially to where it may end up is whether or not the city could, with support
of the other political subdivisions, use the other property tax abatements as a tool. | ask that
we hold this for a little longer.

Vice Chairman Dockter: When do you think you'll have those amendments?
Representative B. Koppelman: Tomorrow afternoon.

Vice Chairman Dockter: Does anyone else have any questions or concerns?
Representative Mitskog: This is an issue that came about because of an issue with
Burleigh County and the city of Bismarck. It has been a successful program all over the
state. We heard overwhelming testimony that this has worked to revitalize the downtowns
and they’re not done with it yet. | don’t think the income tax is necessary in this. | believe
the state should have some oversight for some checks and balances. The Commerce
Department has the expertise for communities to give them advice for the process.

Vice Chairman Dockter: Are you thinking about an amendment?

Representative Mitskog: Yes.

Vice Chairman Dockter: Can you get that for tomorrow afternoon’s discussion?
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Representative Mitskog: Yes.

Representative Hogan: | have concerns of bidding wars if we go with the local cities
establishing their own renaissance zones. The current structure establishes a level and
consistent playing field. | totally agree that the income tax needs to go away so | hope we
can get an amendment on that first. If there are two amendments that might be helpful so
we can vote on the two issues separately.

Vice Chairman Dockter: Representative B. Koppelman, you'll work on that?

Representative B. Koppelman: Yes. | don't think it would permit a local political subdivision
to have a renaissance zone that would be whatever they wanted. | think there would be
some additional flexibility for cities in that they wouldn’t necessarily have to have strict
contiguous block restrictions and could possibly have additional islands or pockets of
development. That might also allow cities to pull their areas out of the renaissance zone.
Those type of individual interests don’t necessarily fit the one size fits all state program. It's
not to say it would have to be in absence of any input from the Department of Commerce.
The locals could be able to tailor their program more to their liking.

Representative Hatlestad: My people are absolutely opposed to any changes in the
program. It's worked extremely well for them. If it ain’'t broke don't fix it.

Vice Chairman Dockter: A lot of people I've talked with indicate the income tax isn’'t an
issue, it's the property tax. | understand Williston has benefited and so have several other
communities.

Representative Mitskog: Maybe we need to have someone from the Commerce
Department come back and answer these questions. There is a lot of flexibility for our
communities to reconfigure renaissance zones and shift them.

Vice Chairman Dockter: There are 57 different plans out there and each local entity gets
to tailor their plan according to their needs within the state law.

Representative Mitskog: There is further support of not wanting to change this,
communities have leeway in flexibility for doing their own thing.

Vice Chairman Dockter: We want to make it local control. That is one of the premises of
this bill to get the state out of it by not having income tax anymore and going to local
municipalities to see if they want renaissance zones and how they want to run it.

Representative Toman: We're not getting rid of it because they can transition from the
current plan but not be limited by the block limitation. In Mandan, they wanted to expand the
blocks last session of renaissance zones. If we were to pass this and they could transition
into this, they could make all of Main Street and the strip a renaissance zone without having
to cycle things in and out of that. How is that removing or limiting renaissance zones?
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Vice Chairman Dockter: We could have someone from the Tax Department go over the
current statute and the bill to answer those questions. We should get someone from the
Commerce Department and the Tax Department to come tomorrow afternoon before we take
action.

Representative B. Koppelman: In talking with cities about what their opposition was to the
initial bill, the number one thing they said was the bill eliminated their ability to pledge those
property taxes toward the initiative as well. Other political subdivisions, like school districts,
should be at the table and ask to be included in this. If the political subdivisions have a good
working relationship with the cities, townships, and counties then if they all agreed to no
levies by a certain project the city could approve those projects individually with the authority
of all those three political subdivisions. That is missing in the current bill and is the key thing
that would turn the tide for the people who had opposition.

Representative Steiner: | would hope that we maintain the sunset in the bill. | think it's a
20-year window. Is this an ongoing deal where they will always get a tax break downtown?

Vice Chairman Dockter: | agree with you. Fargo wanted to start expanding the blocks
because they were running out of projects to do. It's getting to the point of just doing the
whole city. When is it enough?

Representative Hogan: In a city the size of Fargo we would start with a small area. The
zones have changed based on the demographic changes and the financial issues. | am
concerned with limiting that timeframe because based on the size of the city you have a small
percentage of your city being eligible for renaissance zones. The time frame for how long an
individual property is eligible needs to be limited. To limit the whole community creates an
undue burden by size.

Representative B. Koppelman: If we were to make this local the only person they are
accountable to is their taxpayer. If they wanted to do a citywide assessment and the city is
supportive of it then do we want to have to have them come back to us every time they want
to tweak things? Once we're not in control then maybe we shouldn’t have a sunset because
we're turning it over to local control. The main reason we probably had a sunset on it before
was because the state was giving up income tax revenue but if that goes away | don’t know
if there would be as much of a need for a sunset.

Vice Chairman Dockter: That's part of the reason for the bill, local control, and they can
decide if they want to continue the property tax abatement. We'll discuss this bill tomorrow
afternoon. Representative B. Koppelman and Representative Mitskog will work on their
amendments and bring them as well. Commerce Department should be contacted to be
here tomorrow afternoon.

Meeting adjourned.
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Representative B. Koppelman: Distributed proposed amendments 17.0280.01002. See
attachment #1. Explained the amendments. The reason this was a hog house was because
it was a cleaner way to print it. Most of the things in here were in Representative Becker's
bill except we removed a lot of it so it only includes the elimination of any income tax benefits
people were currently receiving through property incentives such as the renaissance zone.

Chairman Headland: Emily, would you walk us through the amendment please?

Emily Thompson, Counsel, Legislative Council: Explained the proposed amendments.
The amendment is a hog house. It repeals the income tax portion of the renaissance zone
program and the property program stays in tact as it currently is without any changes. In
sections 1 and 2 are clean up language. In section 2 subsection 6 it was more for the effective
date drafting purposes. This same language was added in on page 5 of the amendment
because that pertains to section 40-63-04, the income tax exemptions.

Chairman Headland: How do you prorate income tax when there’s a transfer? What are
you going to do if it happens mid tax year?

Emily Thompson, Counsel, Legislative Council: You may have to discuss that with the
tax department.

Representative B. Koppelman: We made sure for somebody who does something before
the end of 2017 they would get their full benefit like the program is written now so they
wouldn’t have the rules changed halfway through.

Emily Thompson, Counsel, Legislative Council: That's correct. Section 40-63-06, the
historic preservation and renovation tax credit, is being repealed starting January 1 of next
year. If you made that investment any time throughout the end of this year you qualify. There
is a five-year carry forward. This credit is earned at the time of the investment so repealing
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that section of law wouldn’t eliminate that taxpayer’s ability to claim the credit in years four
and five or however many years they could carry that forward. Section 40-63-07 is an income
tax credit for investments in renaissance fund organization. It has a five-year carry forward
but you earn that credit at the time of the investment. Even if that section of code drops out
of law January 1, 2018 you have still earned that credit amount so you won’t be deprived of
the carry forward amounts. One of the credit exemptions was left in law, 63-04 on page 4 of
your hog house. This is not being repealed effective January 1, 2018 because unlike those
other two sections it's not a matter of earning that credit when you make the investment and
having the five years where you get to carry forward. This one you receive it in each of the
five years as stated on page 4, subsection 2 of the amendment. Section 4, page 5 is the
income tax imposition section of code and it lists all the credits you can claim under North
Dakota law. Language here keeps the code nice and clean; it will automatically get pulled
out by the code reviser once that date passes. Section 5 has to do with an exemption
because you can still be exempt from a portion of your income tax versus getting a credit for
whatever your income tax might be.

Representative Steiner: The hard stop for the income portion is January 1, 2018 and
anything prior will roll forward so they have one more year of that?

Emily Thompson, Counsel, Legislative Council: That is correct. The hard cutoff date is
the end of this year. You can continue to invest and get the income tax credit and if you earn
it anytime this year you can carry forward for five years. For investments prior to the end of
this year you can get an income tax exemption or credit on the income from that property you
invested in before the end of this year for up to five years.

Chairman Headland: Which was the intent of the original bill of Representative Becker.
Does anyone have any questions?

Vice Chairman Dockter: Could someone from tax come up?

Chairman Headland: How are you going to prorate the income tax in the middle of the tax
year?

Matt Peyerl, Office of State Tax Commissioner: [f you get project approval in the middle
of a tax year we prorate the number of months for that 12 months. If they get the exemption
October 1 then we would take the entire year of income and give a 3/12 exemption on what
a full year equivalent would be. It's based on the number of months.

Chairman Headland: Is there anything else?

Representative B. Koppelman: MADE A MOTION TO ADOPT THE AMENDMENT
17.0280.01002.

Representative Olson: SECONDED

Chairman Headland: Discussion?
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Representative Olson: | think this bill is a lot better now. There were concerns with the
previous form that it would turn the renaissance zone into a wild west situation. One of the
most compelling concerns | heard was that some localities may become even more
aggressive than others and start poaching from others. We want to definitely avoid that. This
is a good way to start taking the foot off the pedal. We've had a very friendly tax environment
in North Dakota; we have very low taxes to a point we're giving away tax revenues. We don’t
like to raise taxes in the state. This is one of those sensible things where you can still be a
conservative and make sure your revenues are not going away to places you might not need
them. This is a great way not to have to raise taxes. We can eliminate some of the
unnecessary incentives and exemptions. | support the bill in its present form.

Representative Ertelt: These property tax exemptions are granted by the cities and they
are not just giving away that political subdivisions property taxes. | believe the amendment
is running a bit contrary to the sponsor’s intent with the bill. I'll be opposing this.
Representative B. Koppelman: | spoke with the bill sponsor about that issue. We talked
about the intent of the state being taken out of the income tax game of incentivizing or picking
winners and losers through that. | believe these amendments honor that. The second intent
was to have the state get out of the game of managing local political subdivisions and how
they do their renaissance zone through their property tax piece. He indicated to me his intent
was that the locals would be able to do the entire renaissance zone program locally just like
they are today. Council indicated to me that was not quite the case in how the bill ended up
getting drafted because it left some holes in place such as school districts and park districts.
| believe this does honor the intent of the bill sponsor as it is related to income tax credits.

Representative Hatlestad: People in our district has had extensive success with this
program. It's not broken, don’t fix something.

Chairman Headland: Is there anything else?

ROLL CALL VOTE: 10YES 4NO 0 ABSENT

MOTION CARRIED TO ADOPT AMENDMENT 17.0280.01002.

Chairman Headland: We have amended version of HB 1182 before us.
Representative Steiner: MADE A MOTION FOR A DO PASS AS AMENDED
Representative Olson: SECONDED

Chairman Headland: Discussion?

ROLL CALL VOTE: 10 YES 4NO 0 ABSENT

MOTION CARRIED

Representative B. Koppelman will carry this bill.
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1182

Page 1, line 1, after "A BILL" replace the remainder of the bill with "for an Act to amend and
reenact sections 40-63-02, 40-63-03, and 40-63-04, and subsections 7 and 8 of section
57-38-30.3 of the North Dakota Century Code, relating to renaissance zone tax credits
and exemptions; to repeal sections 40-63-06 and 40-63-07 of the North Dakota
Century Code, relating to renaissance zone income tax credits; and to provide an
effective date.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

SECTION 1. AMENDMENT. Section 40-63-02 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-02. Eligibility - Local zone authority designation.

Any incorporated city may apply to the department of commerce division of
community services to designate a portion of the city as a renaissance zone. Any
individual, partnership, limited partnership, limited liability company, trust, or
corporation may apply for a-tax-eredit-er-exemption-undersections-40-63-04-through
40-63-0+tax benefits under this chapter. The governing body of a city may designate a
local zone authority to implement a development plan on behalf of the city.

SECTION 2. AMENDMENT. Section 40-63-03 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-03. Renaissance zones.

1. Acity may apply to the department of commerce division of community
services to designate a portion of that city as a renaissance zone if the
following criteria are met:

a. The geographic area proposed for the renaissance zone is located
wholly within the boundaries of the city submitting the application.

b. The application includes a development plan.

c. The proposed renaissance zone is not more than thirty-four square
blocks, except in a city with a population of greater than five thousand
the renaissance zone may exceed thirty-four square blocks at the rate
of one additional block for each additional five thousand population to
a maximum size of forty-nine blocks. Population is based upon the
most recent federal decennial census or federal census estimate.

If a city finds that renaissance zone projects have satisfactorily
completed one or more blocks within the renaissance zone, the city
may apply for and the department of commerce division of community
services may approve withdrawal of those blocks from the
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renaissance zone and replacement of those blocks with other blocks .~
that otherwise meet the requirements of this chapter. 10

d. Except as provided under subdivision g, the proposed renaissance
zone has a continuous boundary and all blocks are contiguous.

e. The proposed land usage includes both commercial and residential
property.

f.  The application includes the proposed duration of renaissance zone
status, not to exceed fifteen years. Upon application by the city, the
department of commerce division of community services may extend
the duration of renaissance zone status in increments of up to five
years.

g. The proposed renaissance zone may have a single exception to the
continuous boundary and contiguous block requirements under
subdivision d if the area of the excepted noncontiguous blocks does
not exceed three square blocks.

The department of commerce division of community services shall:

a. Review all applications for renaissance zone designation against the
criteria established in this section and designate zones.

b. Approve or reject the duration of renaissance zone status as
submitted in an application.

c. Approve or reject the geographic boundaries and total area of the
renaissance zone as submitted in an application.

d. Promote the renaissance zone program.

e. Monitor the progress of the designated renaissance zones against
submitted plans in an annual plan review.

f.  Report on renaissance zone progress to the governor and the
legislative management on an annual basis until all designated zones
expire.

The department of commerce division of community services shall
consider the following criteria in designating a renaissance zone:

a. The viability of the development plan.

b. The incorporation and enhancement of unique natural and historic
features into the development plan.

c. Whether the development plan is creative and innovative in
comparison to other applications.

d. Public and private commitment to and other resources available for
the proposed renaissance zone, including the provisions for a
renaissance fund organization.

e. How renaissance zone designation would relate to a broader plan for
the community as a whole.

Page No. 2 17.0280.01002
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f.  How the local regulatory burden, in particular that burden associated > (
with the renovation of historic properties and that burden associated 2 ¢/ {
with mixed use development, will be eased for developers and
investors in the renaissance zone.

g. The strategies for the promotion, development, and management of
the zone, including the use of a local zone authority if designated.

h.  Any other information required by the office.

The department of commerce division of community services may not
designate a portion of a city as a renaissance zone unless, as a part of the
application, the city provides a resolution from the governing body of the
city that states if the renaissance zone designation is granted, persons and
property within the renaissance zone are exempt from taxes as provided in

sections-40-63-04-through-40-63-0+/this chapter.

A city may not propose or be part of more than one renaissance zone.

A city may apply to the department of commerce division of community
services at any time during the duration of a zone to expand a previously
approved renaissance zone that is less than the maximum size allowed
under subdivision ¢ of subsection 1. If the expansion is approved by the
department of commerce division of community services, the blocks in the
expansion are eligible for up to fifteen years of renaissance zone status.

The use of grant funds as the sole source of investment in the purchase of
a building or space in a building does not qualify a taxpayer for any tax
exemption or credit available under the chapter, and grant funds may not
be counted in determining if the cost of rehabilitation meets or exceeds the
current true and full value of the building.

If a portion of an approved renaissance zone is not progressing, the city
may request the department of commerce division of community services
to permit deleting that portion and to make an adjustment of the
boundaries to add another equal, contiguous area to the original zone.

If within a renaissance zone there is property that is included in a tax
increment financing district, the city in which the property is located shall
provide the department of commerce an annual report regarding any such
property at the time requested by the department of commerce. The report
required under this subsection must identify the property, provide the
expected duration of inclusion of the property in the tax increment
financing district and the renaissance zone, and identify any property and
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income tax benefits of the property and the expected duration of those

benefits. The department of commerce shall deliver an annual report Ay . //
compiling the information required under this subsection to the legislative
management interim committee on taxation issues or upon request of any
other interim committee of the legislative management.

SECTION 3. AMENDMENT. Section 40-63-04 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-04. (Effective for the first five taxable years beginning after
December 31, 2017) Income tax exemptions.

1.

An individual taxpayer who purchases or rehabilitates single-family
residential property for the individual's primary place of residence as a
zone project before January 1, 2018, is exempt from up to ten thousand
dollars of personal income tax liability as determined under section
57-38-30.3 for five taxable years beginning with the date of occupancy or
completion of rehabilitation.

A taxpayer that purchases, leases, rehabilitates, or makes leasehold
improvements to residential, public utility infrastructure, or commercial
property for any business or investment purpose as a zone project before
January 1, 2018, is exempt from tax on income derived from the business
or investment locations within the zone for five taxable years, beginning
with the date of purchase, lease, or completion of rehabilitation.

a. The maximum amount of income that a taxpayer may exempt from tax
under this subsection for any taxable year is five hundred thousand
dollars. The limitation in this subdivision applies to the sum of the
exempt income derived from the taxpayer's business and investment
interests in all zone projects.

b. If azone project consists of a physical expansion of an existing
building owned and used by the taxpayer for business or investment
purposes, the amount of income exempt from tax under this
subsection is limited to an amount equal to the income derived from
the business, or from the investment use of the building, during the
taxable year multiplied by a ratio equal to the square footage added
by the expansion divided by the total square footage of the building
after expansion.

If the cost of a new business purchase, leasehold improvement, or
expansion of an existing business, approved as a zone project, exceeds
seventy-five thousand dollars, and the business is located in a city with a
population of not more than two thousand five hundred, an individual
taxpayer may, in lieu of the exemption provided in subsection 2, elect to
take an income tax exemption of up to two thousand dollars of individual
income tax liability as determined under section 57-38-30.3. The election
must be made on the taxpayer's return as originally and timely filed. The
election is irrevocable and binding for the duration of the exemptions
provided in subsection 2 or this subsection. If an election is not made on
the original return, the taxpayer is only eligible for the exemption provided
in subsection 2.
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4. If a property owner not participating in a renaissance zone project is ¢ ] ' )

required to make changes in utility services or in a building structure before ) ()7 |/
January 1, 2018, because of changes made to property that is part of a

zone project, the owner of the nonparticipating property is entitled to state

income tax credits equal to the total amount of the investment necessary to

complete the required changes. The credit must be approved by the local

renaissance zone authority. The credit must be claimed in the taxable year

in which the related project was completed. The credit may not exceed the

taxpayer's tax liability, and an unused credit may be carried forward up to

five taxable years.

5. The ownership or lease of, or investment in, a parcel of property may
qualify for an exemption or credit under this section only once, but during
the five taxable years of eligibility for that exemption or credit, the
exemption or credit under this section transfers with the transfer of the
property to a qualified user and with respect to the year in which the
transfer is made must be prorated for use of the property during that year.

6. The exemptions provided by this section do not eliminate any duty to file a
return or to report income as required under chapter 57-38.

SECTION 4. AMENDMENT. Subsection 7 of section 57-38-30.3 of the North
Dakota Century Code is amended and reenacted as follows:

7. Ataxpayer filing a return under this section is entitled to the following tax
credits:

a. Family care tax credit under section 57-38-01.20.

Renaissance zone tax credits under sectionssection 40-63-04-
40-63-06—and-40-63-0% (effective for the first five taxable years
beginning after December 31, 2017).

Agricultural business investment tax credit under section 57-38.6-03.

e o

Seed capital investment tax credit under section 57-38.5-03.
e. Planned gift tax credit under section 57-38-01.21.

f.  Biodiesel fuel or green diesel fuel tax credits under
sections 57-38-01.22 and 57-38-01.23.

g. Internship employment tax credit under section 57-38-01.24.
Workforce recruitment credit under section 57-38-01.25.
i. Angel fund investment tax credit under section 57-38-01.26.
j- Microbusiness tax credit under section 57-38-01.27.
k. Marriage penalty credit under section 57-38-01.28.
. Homestead income tax credit under section 57-38-01.29.
m. Commercial property income tax credit under section 57-38-01.30.
n. Research and experimental expenditures under section 57-38-30.5.

o. Geothermal energy device installation credit under section 57-38-01.8.
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p. Long-term care partnership plan premiums income tax credit under L
section 57-38-29.3. (0 ol o
q. Employer tax credit for salary and related retirement plan contributions
of mobilized employees under section 57-38-01.31.

r.  Automating manufacturing processes tax credit under section
57-38-01.33 (effective for the first five taxable years beginning after
December 31, 2012).

s. Income tax credit for passthrough entity contributions to private
education institutions under section 57-38-01.7.

SECTION 5. AMENDMENT. Subsection 8 of section 57-38-30.3 of the North
Dakota Century Code is amended and reenacted as follows:

8.  Ataxpayer filing a return under this section is entitled to the exemption
provided under section 40-63-04 (effective for the first five taxable years
beginning after December 31, 2017).

SECTION 6. REPEAL. Sections 40-63-06 and 40-63-07 of the North Dakota
Century Code are repealed.

SECTION 7. EFFECTIVE DATE. This Act is effective for taxable years
beginning after December 31, 2017."

Renumber accordingly
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REPORT OF STANDING COMMITTEE
HB 1182: Finance and Taxation Committee (Rep. Headland, Chairman) recommends
AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS
(10 YEAS, 4 NAYS, 0 ABSENT AND NOT VOTING). HB 1182 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 40-63-02, 40-63-03, and 40-63-04, and subsections 7 and 8 of
section 57-38-30.3 of the North Dakota Century Code, relating to renaissance zone
tax credits and exemptions; to repeal sections 40-63-06 and 40-63-07 of the North
Dakota Century Code, relating to renaissance zone income tax credits; and to
provide an effective date.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

SECTION 1. AMENDMENT. Section 40-63-02 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-02. Eligibility - Local zone authority designation.

Any incorporated city may apply to the department of commerce division of
community services to designate a portion of the city as a renaissance zone. Any
individual, partnership, limited partnership, limited liability company, trust, or
corporation may apply for : i i
40-63-07tax benefits under this chapter. The governing body of a city may designate
a local zone authority to implement a development plan on behalf of the city.

SECTION 2. AMENDMENT. Section 40-63-03 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-03. Renaissance zones.

1. Acity may apply to the department of commerce division of community
services to designate a portion of that city as a renaissance zone if the
following criteria are met:

a. The geographic area proposed for the renaissance zone is located
wholly within the boundaries of the city submitting the application.

b. The application includes a development plan.

c. The proposed renaissance zone is not more than thirty-four square
blocks, except in a city with a population of greater than five
thousand the renaissance zone may exceed thirty-four square blocks
at the rate of one additional block for each additional five thousand
population to a maximum size of forty-nine blocks. Population is
based upon the most recent federal decennial census or federal
census estimate.

If a city finds that renaissance zone projects have satisfactorily
completed one or more blocks within the renaissance zone, the city
may apply for and the department of commerce division of
community services may approve withdrawal of those blocks from
the renaissance zone and replacement of those blocks with other
blocks that otherwise meet the requirements of this chapter.

d. Except as provided under subdivision g, the proposed renaissance
zone has a continuous boundary and all blocks are contiguous.

e. The proposed land usage includes both commercial and residential
property.

(1) DESK (3) COMMITTEE Page 1 h_stcomrep_26_003
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The application includes the proposed duration of renaissance zone
status, not to exceed fifteen years. Upon application by the city, the
department of commerce division of community services may extend
the duration of renaissance zone status in increments of up to five
years.

The proposed renaissance zone may have a single exception to the
continuous boundary and contiguous block requirements under
subdivision d if the area of the excepted noncontiguous blocks does
not exceed three square blocks.

2. The department of commerce division of community services shall:

a.

Review all applications for renaissance zone designation against the
criteria established in this section and designate zones.

Approve or reject the duration of renaissance zone status as
submitted in an application.

Approve or reject the geographic boundaries and total area of the
renaissance zone as submitted in an application.

Promote the renaissance zone program.

Monitor the progress of the designated renaissance zones against
submitted plans in an annual plan review.

Report on renaissance zone progress to the governor and the
legislative management on an annual basis until all designated
zones expire.

3. The department of commerce division of community services shall
consider the following criteria in designating a renaissance zone:

a.

b.

h.

The viability of the development plan.

The incorporation and enhancement of unique natural and historic
features into the development plan.

Whether the development plan is creative and innovative in
comparison to other applications.

Public and private commitment to and other resources available for
the proposed renaissance zone, including the provisions for a
renaissance fund organization.

How renaissance zone designation would relate to a broader plan for
the community as a whole.

How the local regulatory burden, in particular that burden associated
with the renovation of historic properties and that burden associated
with mixed use development, will be eased for developers and
investors in the renaissance zone.

The strategies for the promotion, development, and management of
the zone, including the use of a local zone authority if designated.

Any other information required by the office.

4. The department of commerce division of community services may not
designate a portion of a city as a renaissance zone unless, as a part of

(1) DESK (3) COMMITTEE
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the application, the city provides a resolution from the governing body of
the city that states if the renaissance zone designation is granted,
persons and property within the renaissance zone are exempt from taxes

as provided in sections-40-63-04-through-40-63-07this chapter.

A city may not propose or be part of more than one renaissance zone.

A city may apply to the department of commerce division of community
services at any time during the duration of a zone to expand a previously
approved renaissance zone that is less than the maximum size allowed
under subdivision ¢ of subsection 1. If the expansion is approved by the
department of commerce division of community services, the blocks in
the expansion are eligible for up to fifteen years of renaissance zone
status.

The use of grant funds as the sole source of investment in the purchase
of a building or space in a building does not qualify a taxpayer for any tax
exemption or credit available under the chapter, and grant funds may not
be counted in determining if the cost of rehabilitation meets or exceeds
the current true and full value of the building.

If a portion of an approved renaissance zone is not progressing, the city
may request the department of commerce division of community services
to permit deleting that portion and to make an adjustment of the
boundaries to add another equal, contiguous area to the original zone.

If within a renaissance zone there is property that is included in a tax
increment financing district, the city in which the property is located shall
provide the department of commerce an annual report regarding any
such property at the time requested by the department of commerce. The
report required under this subsection must identify the property, provide
the expected duration of inclusion of the property in the tax increment
financing district and the renaissance zone, and identify any property and
income tax benefits of the property and the expected duration of those
benefits. The department of commerce shall deliver an annual report
compiling the information required under this subsection to the legislative
management interim committee on taxation issues or upon request of
any other interim committee of the legislative management.

SECTION 3. AMENDMENT. Section 40-63-04 of the North Dakota Century
Code is amended and reenacted as follows:

40-63-04. (Effective for the first five taxable years beginning after
December 31, 2017) Income tax exemptions.

1.

An individual taxpayer who purchases or rehabilitates single-family
residential property for the individual's primary place of residence as a
zone project before January 1, 2018, is exempt from up to ten thousand
dollars of personal income tax liability as determined under section
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57-38-30.3 for five taxable years beginning with the date of occupancy or
completion of rehabilitation.

A taxpayer that purchases, leases, rehabilitates, or makes leasehold
improvements to residential, public utility infrastructure, or commercial
property for any business or investment purpose as a zone project before
January 1, 2018, is exempt from tax on income derived from the
business or investment locations within the zone for five taxable years,
beginning with the date of purchase, lease, or completion of
rehabilitation.

a. The maximum amount of income that a taxpayer may exempt from
tax under this subsection for any taxable year is five hundred
thousand dollars. The limitation in this subdivision applies to the sum
of the exempt income derived from the taxpayer's business and
investment interests in all zone projects.

b. If a zone project consists of a physical expansion of an existing
building owned and used by the taxpayer for business or investment
purposes, the amount of income exempt from tax under this
subsection is limited to an amount equal to the income derived from
the business, or from the investment use of the building, during the
taxable year multiplied by a ratio equal to the square footage added
by the expansion divid<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>