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Minwtes:

REP, DROVDAL, YICE-CHAIRMAN, Opened the hearing, and read the fiscal note.
REP, AL, CARLSON, DIST, 41, SOUTHWEST FARGO Introduced the bill as the prime

sponsor. He called this a decoupler bill from income tax. This bill has the basic idea to decouple
us from the federal tax. Right now, you are familiar with our federal tax which is figured on
fourteen percent of your federal incumbrance. This bill, makes a major shift in that, it moves
everything up one line, This bill is a pure flat tax, There is one rate in the bill. The purpose of
the bill is to move it to your taxable income line of the income tax form you fill out to the federal
government. in the past, there has been opposition to this idea, for one basic reason, it wasn’t
that they didn’t like the concept of decoupling, the proponents of the bill said, anything that
would be a rate that low, is just plain too easy to rate. 1 have a hard time understanding that.

The intent of this bill was to make it revenue neutral. As you can see, there is a positive fiscal

note of about nine hundred thousand dollars. If we are going to look at a decoupling bill, this is
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the time we should be doing it. Not only has President Elect Bush, made his platform that he

will reduce the federal income tax, even Allen Greenspan, from the Federal Reserve, has also

endorsed the plan for parts of his tax cut proposal, So the reality is, if the federal income tax

incumbrance does reduce, so does the tax at the state fevel.

Rep. Carlson submitted @ handout relating to comparison of tax liabilities. He stated John

Walstad of the Legislative Council will tulk about all of the workings of the bill and also will

present an amendment to the bill. Sce attached handout,

REP, HERBEL Why is this better then the bills we have already looked at?

REP, CARLSON The other bill is designed specificully, to make everyone pay what they paid

yesterday, This bill does not use that approach. The more you make, the more income tax you

®
? PF ST, 13, WEST FARGO, Testified as a co-sponsor of the bill,

See attached written testimony.,

JOHUN WALSTAD, ATTORNEY, LEGISLATIVE COUNCH,, Appeared before the

conumittee in a neutral position. He reviewed the bill and presented a copy of the 1040 tax form
so that committee members could follow the changes. This change would avoid a change of the
state because of what Congress does, He also submitted an amendment to the bill,

He stated the problem with subtracting these amounts from taxable income before determining
the tax is, non residents who work in North Dakota for a portion of the year, and earn a portion of
their annual income here, have a tax liability now, subtracting these amounts off the top, unduly,
favors non residents, as they only report the income earned in this state. This would have the

‘ effect of zeroing out income for a lot of non residents, so the amendment will deal with that.




Page 3

House Finance and Taxation Committee
Blll/Resolution Number HIE 1399
Hearing Date January 31, 2001

REPL.DROVYDAL Related to HIA 1055 which is another decoupler bill, does 1B 1058 start at
the same point as HB 1399 as far as multiplying against federal lability?

JOHUN WALSTAD Yes, the starting point is the same, it is the ling 39 number which is taken
offy then in HI3 1055, that nunmber is run through what are essentially, the federal brackets times
A4%, it is the bracket now in place. If federal changes are made, the brackets in thut bill will not
adjust accordingly,

REP. DROVDAL Asked, when it comes to furmer’s property tax, their homes are not taxable,
would we include the property tax abated on all of their fands of which the lurm is actually
located in, or how do you determine that?

JOHN WALSTAD If a farmer’s residence is not lecated on the land that furmer owns and
farms, there could be a problem, but, the woy it is worded, property that includes the primary
residence, as you know, the property tax exemption for farm residences is stated as, for an
exemplion, you have to be on land that is contiguous to the farm lund.

REP, DROVDAL If my farm was non taxable and [ had five quarters contiguous around that
farm house, I could take the deduction from the property tax on the whole five quarters?
JOHN WALSTAD Yes, that is the way I would envision it this would work.,

REP, WINRICH Why are we taking out the two lines on page two, about the standard
deduction of eight thousand for a couple and four thousand for an individual?

JOH:y WALSTAD, That is the language which I was talking about which unduly benefits non
residents. The credit in this amendment is to take the place of this eight thousand or four
thousand dollar deduction, and the reason is, if a non resident earns seven thousand dollars of

taxable income in this state during the tax year, the eight thousand dollar deduction on a join.
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return wipes out that income, and that person pays nothing for the state of North Dakota. That is
removed by the amendment, and instead, a credit is allowed for property taxes paid in one form
or another, 1f that non resident with seven thousand dollars of income in this stote during a tax
year, did not pay rent, property tax or mobile home tax in this state, that full seven thousand
dollars would be subject to the three percent tax.

REP, RENNER ‘T'o take advantage of these exemptions, would that take care of the state tax

return?

JOHUN WALSTAD It would add another line to the short form, to indicate the credit which you

are entitled for. There probably would be some documentation required or a worksheet required.

REP. RENNER This amendment takes place of the standard deductions, so North Dakota

taxpayers would not have a deduction, this would be for the out of state

JOHN WALSTAD Yes, the A, B, Citems are not exclusive. If a person rented for ten

months of the year, bought a home, paid property tax for two moriths of the year, both of those
items could be combined to qualify for this credit amount.

REP. RENNER 1 like this idea, but will it complicate the filing of the tax returns by the
citizens?

JOHN WALSTAD It is more complicated then just subtracting eight thousand and four

thousand, but I don’t think it is a great problem. With regard to rent paid, there might be a

compliance complication, There might be a need to have some kind of a statement from a

landlord.

RICK CLAYBURGH, STATE TAX COMMISSIONER, Testified in a neutral position.
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Commented on the potential of getting around the property tax, you could prorate the deduction
to the ameunt ol income derived in North Dakota. [an out of state resident derives ten pereent
of their income from North Dakota, they receive ten pereent of the deduction, On the issue of the
effective date of the bill, it is effective for taxable years beginning afler December 31, 2000, that
means it would be effeetive for this year, However, as Tar as emiployer’s are concerned, we
would have to create schedules, this would no fonger just be based on a portion ol the federal
liability. 1t does have an effect, because i their tax burden shift wmongst individuals, there
would be some adverse effect to taxpayers at the end of this tax year, because they were
withholding under one set of rules and it may not be sufficient withholding. It may have to
become effective for next tax year. Regarding the fiscal note, we want to point out, | visited with
the House Majority Leader, you will note at the bottom of the fiscal note, this is a preliminary
forecast based on interest, more than anything, We have been asked to go foreward and provide
that additional programming, It will take some time, more than just the five days. It will be
based on a synopsis of what an average taxpayer takes as deductions, we need to do it more
specific to what has been the activity, in order for us to do that, we need to take computer runs.
REP. DROVDAL Asked if they would also take a look at HI3 1055 to see if we have the
accurate figures there.

RICK CLAYBURGH Stated that bill is currently revenue neutral down to the individual

taxpayer.
REP. DROVDAL Stated he does computer work where the computer automatically withholds

the tax, in HB 1055, I wouldn’t have to change a thing with the computer, it would be the exact

same thing, is that correct?
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RICK CLAYBURGH No, in any of these changes, we are going to change it no matter whi
you do, there will be some type of adjustment,

REP. KELSH Under the provisions of this bill, do you have a ballpark tigure or threshold on
) £

the high and low level where u person would realize savings or it they are paying higher taxes
than before?

RICK CLAYBURGH The sheet which you all have which was put together by the Tax

Department, the two comparisons under 37 S and then T 1399, we just went in and picked an
arbitrary taxpayer, we picked a couple, married and two children and tried to figure what their tax
would be in North Dakota, and a single person with no dependents. You can see, that it would
probably, roughly, be about forty five thousand dollars for a married couple filing jointly, where
it would be that point, where it would not affect them negatively or positively, Probably more in
the range of seventy nine thousand dollars where it would affect them. It changes just a little bit,
it is a rough ballpark.

REP, RENNERFELDT Wouldn’t it be easier to allow a trigger with the fourteen percent,
wouldn’t it be easier to understand in their business and their life?

RICK CLAYBURGH It depends, we have to know what the change is going to be and what
that trigger is going to be, I certainly appreciate the comments Rep. Carlson made, it the feds
change the rate, that the Tax Department would make the determination what would be revenue
neutral, There are some policy discussions in that, what is revenue neutral, There would have to
be guidelines as to what we would do. | am not interested in being the one who is perceived to

raise the tax rate. Ilearned very quickly from Rep. Strinden, that you are the policy making

branch of government,
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With no further testimony, the hearing was closed.
COMMITTEE ACTION  2-19-01, TAPE #1, SIDE A, METER #2189

REP, CARLSON Explained the similarities between HB 1055 and HB 1399, Both deal with

the percentage based off the taxable income off the federal form. 37 8 Tax, is basically, Hi3
1055, The rates in HB 1055 match exactly what you pay now on federal tax, HB 1399 is the fat
tax. Up to one bundred and ten thousund dollars, you pay 2.7%. Over that amount, you pay
3.7%. If you look at HB 10535, a single person, up to twenty seven thousand. you pay 2. 10%,
twenty seven thousand to sixty five thousand, you pay 3.92%, it is a progressive tax. It mirrors
the federal government on how they do taxation.

Committee members brought up the fact, what would happen if Congress cuts taxes, there could
oe the possibility we would have to have a special session, They also {elt they would have to go
with a plan that the people of North Dakota would understand and accept.

REP, HERBEL Made a motion to adopt amendment #10529.0302

REP, CLARK Second the motion,. MOTION CARRIED BY VOICE VOTE.

REP, HERBEL Made a motion to adopt amendment #2 relating to the 2.7% & 3.7% rates

REP. CLARK  Sccond the motion. MOTION CARRIED BY VOICE VOTE.

REP, NICHOLAS Made a motion for a DO PASS AS AMENDED.,
REP, BRANDENBURG Second the motion. MOTION CARRIED.

8 YES 7 NO 0 ABSENT

REP, GROSZ  Was given the floot assighment,




FISCAL NOTE
. Requested by Legislative Council
04/26/2001

Bill/Rasolution No.:

Amendment to! Engrossed
HB 1399

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

T "71988.2001 Biennium | 2001-2003 Biennium | 2003-2005 Biennium |
[T [General Fund| Other Funds [General Fund| Other Funds [General Fund | Other Funds 1
Hevendes T [ A e |
Expendiies | U1 B |
[Appropriations | [ R T R

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

1999.2007 Biennium [ 2001-2003 Biennium | 2003-2005 Biennium |
e Haat e e S R Tl v o

Countles Citles Districts Counties Cities Districts Counties Cities Districts
T O Y AR A F—

2. Narrative: /dentify the aspects of the measure which cause lfiscal impact and include any comments
relevant to your analysis.

[f enacted, Engrossed HB 1399 with Conterence Comnittee amendments is approximately revenue neutral,

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

HB 1399 is expected to increase the administrative expenses for the Tax Commissioner's Oftice which is
being addressed by the Conference Committee on HB 1006 (Tax Commissioner's appropriation).

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

appropriations.

. Name: Kathryn L. Strombeck Agenay! Tax Department




Phone Number: 328-3402 Date Prepared: 04/26/200 ) N




FISCAL NOTE

. Requested by Legislative Council
04/06/2001

Bill/Rasolution No.:

Amendment lo: Engrossed
HB 1399

1A. State fisca! affect: /ldentify the state hiscal effect and the fiscal effoct on ageney approptiations
(om/mm(/ lo /um/mq levels and rI/J/)I()/JHdlI()H‘, nnm/p.m'(/ under current law.

|~ 771999.2001 Biennlum | 2001-2003 Biennium [  2003-2006 Blennium |
[ " |General Fund[ Other Funds |General Fund| Other Funds |Gen Fund Otl:or Funds |
Revenues | 1 K f I |
Expenditiies |~ T T e ] [ | |
(Appropriations |~ [ [ sozoo o l

1B. County, city, and schoot district fiscal elfect: /dentify the fiscal effect on the approprate political

stbdivision,
[T71999-2001 Biennfum | 2001-2003 Blennium | 2003-2006 Blennium |
[ School | | - ’ School I ! School l
Counties Cities Districts | Counties Citles Districts | Counties Citles Districts |
I SR DU S B o o N

2. Narrative: ldentify the aspects of the measure which cause fiscal impact and inclede any corments

. relovant to your analysis.

Engrossed HB 1399 with Senate amendments changes the starting point for the "short form" individual
income tax computation from federal tax lability to federal taxable income, The bill altows for a sertes off
adjustments to taxable income, continues existing tax credits, creates a new tax eredit, and imposes two lax
rates, All of these provisions are expected to be revenue neatral. However. this is a significant change in
how the state imposes the income tax, thereby creating a margin of error of (plus or minus) two to five
pereent or motre,

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:

A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type
and fund affected and any amounts included in the executive budget.

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.

The Tax Department witl incur administrative expenses of $912,000 to implement the provisions of 1B
1399,

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




executive budget. Indicate the relationship between the amounts shown for expenditures and

. appropriations.

An increase in the Tax Department's appropriation of $912,000 for the 01-03 bicnnium will be necessary to
implement the provisions of HB 1399,

Name: Kathryn L. Strombeck _ [Agency:  Tax Department
Fhone Rumber: 701.328.3402  ____ [Date Prepared: 04/09/2001




FISCAL NOTE

Requested by Legislative Council
03/12/2001

REVISION
Bill/Resolution No.:
Amendment {o: HB 1399

1A, State fiscal effect: /dentify the state fiscal eflect and the fiscal offect on agency appropriations
compared (o funding levels and appropeiations anticipated under current law.

| 19992007 Blennium | 2601-2003 Blennium™ | 2003-2006 Biennium |

T (Ganral Fund| Other Funds [General Funid| Other Funds |General Fund] Other Funds |
Expenditires |1 waed | R
Appropriations [ | [ s . |

1B. County, city, and school district fiscal effect: Ildentify the fiscal effoct on the appropriate political
subdivision.

77 71999.2001 Blennium | 2001-2003 Bionnlum | 2003-2005 Blonnium
R " 8chool o School | R ' School
Counties Citles Districts Counties Citios Districts Countios Cities Districts
e o A (Y A IR

2. Narrative: [ldontify the aspects of the measure which cause fiscal impact and inclode any conments

. refevant (o your arnilyses.

HB 1399 First Engrossment changes the tax structure for short-form filers to a two-rate
system based on Federal adjusted gross and taxable income in place ol adjusted federal tax
liability. Preliminary estimates indicate these rates will generate approximately the same
revenue as the current short-torm, However, additional programming widl be needed to
examing the fiscal impact of HB 1399 First Fngrossment in more detail.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:

A. Revenues: Explain the revenue amounts, Provide detail, when appropriate, for each revenue type
and fund affected and any amounts included in the executive budget.

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

The Tax Department estimates additional operating expenses totaling $472,000 for the 01-03 biennium
would be incurred.

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the effect
on the biennial appropriation lor each agency and fund affected and any amounts included in the




executive budget. Indicate the relationship between the amounts shown for expenditures and

"" » »
¢ . appropriations.

Name: Kathryn L. Strombeck Agency:  Tax Department T
T Teer SR Date Propared: 0971272001 T T




FISCAL NOTE

Requested by Legislative Council
02/21/2001

Bill/Resolution No.:
Amendment lo: HB 1399

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

[71999-2001 Biennium 2001-2003 Bienniom [ 2003-2005 Biennium |
7 |General Fund| Other Funds [General Fund| Other Funds [General Fund| Other Funds |
Revenues T[T T T [ e [ §
Expanditares | T i e s ]
e R R ST SR R
1B. County, city, and school district fiscal effect: /ifentify the fiscal elfect an the appropriate political
subdivision.

TTTTT1990-2001 Bion}iium""“""M“'l" © 7 72001-2003 Biennium ] 2003- 2005 Blonnium o
CTTTTITTT T sehool L ' School B ' ’ School
Counties Chies ] Districts Counties Citlos Districts | Counties Clties Districts
0 5 U SR (NS IO SO R

2. Narrative: /ldentify the aspects of the measure which cause fiscal impact and inclir'o any conments
relevant Lo your analysis,

HB 1399 First Engrossment changes the tax structure for short-Torm filers to a two-rate systen based on
Federal adjusted gross and taxable income in place of adjusted federal tax liability, Preliminary estimates
indicate these rides will gencrate approximately the same revenue as the current short-lorm, However,
additional programming will be needed to examine the fiscal impact of HB 1399 First Engrossment in more
detuil. Additionally, there will be some administritive expenses associated with this new structiire inan
amount not yet determined,

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explam the revenue amounts. Provide doetail, when appropriate, for cach 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, of the effect
oh the biennial appropriation for each agency and fund affected and any amounts included in the
oxacutive budget. Indicate the relationship between the amounts shown for expenditures and

appropriations,




Name:

Kathryn L. Strombeck

Agency: Tax Department

Phone Number:

328-3402

Date Prapared: 02/22/2001




FISCAL NOTE

Requested by Legislative Council
01/23/2001

Bill/Resolution No.: HB 1399

Amendment to:

1A. 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.

1999-2001 Blennium 2001-2003 Biennium 2003-2005 Biennium |

General Fund| Other Funds |General Fund| Other Funds [General Fund| Other Furids |

Revenues $900.000 - ]
Expenditures |
Appropriations ] [ [ |

1B. County, city, and school district fiscal effect: /dentify the fiscal effect on the approp: e political
subdivision.

1999-2001 Biennium 2001-2003 Biennium il 2003-2005 Biennium
School B " §chool ""School
Counties Cities Districts Counties Citles Distrlcts Counties CMIcs Districts
R I | [ T R I

2. Narrative: /dentify the aspects of ‘he measure which cause fiscal impact and include any commeonts
refevant to your analysis.

HB 1399 changes the tax structure for short-form filers to a flat 3% tax on federal taxable
income, with a state deduction of $3000 for married joint filers and a $4000 deduction for all
other taxpayers,

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, ploase:
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type
and fund affected and any amounts includod in the executive budget.

Preliminary estimates show HB 1399 would increase state general fund revenues by
$900,000 or two-tenths of one percent of the total biennial forecast of individual income tax
rsollections. Although close to revenue neutral overall, the provisions of the bill would cause
some shifts in liabilitics among taxpayers. Generally, low and high income taxpayers may
benefit under the provisions of HB 1399, Middle income taxpayers may sce their labilities
increase under this bill,

Note: This is a preliminary estimate. The tax department will need to do some more
extensive programming to determine the effects of HB 1399 in more detail. If this bill is




enacted, there would be some administrative expenses, the amount of which is not yet
. determined.

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, of the effect
on the biennial appropriation for each agency and fund affected and any amounts included in the
executive budget. Indicate the relationship between the amounts shown for expenditures and
appropriations,

Name: Kathryn L. Strombeck gency: Tax Depariment
Phone Number: 328-3402 Date Prepared: 01/29/2001




Date: J-/ 9-0 !

’ Roll Call Vote #:

2001 HOUSE STANDING COMMI'!‘TEE/-?24 CALL YOTES

BILL/RESOLUTION NO.

House FINANCE & TAXATION Committee

Subcommittee on
or
Conference Commitiee

Legislative Council Amendment Number

Action Taken JMAM

Motion Made By -Egp_.mj-hﬂlﬂi Seconded By ‘.—ﬂ_&ﬂﬂdéﬂiﬂ?

Representatlves Yes { No Representatives Yes
CARLSON, AL, CHAIRMAN WV | NICHOLAS, EUGENE [ |
DROVDAL, DAVID,V-CHAIR &~ | RENNER, DENNIS lvj_
BRANDENBURG, MICHAEL [V RENNERFELDT, EARL e
CLARK, BYRON V SCHMIDT, ARLO il
GROSZ, MICHAEL v WIKENHEISER, RAY [l
HERBEL, GIL 2 WINRICH, LONNY

KE' °H, SCOT
KRUEBER, JOE

A

LLOYD, EDWARD

Total (Yes) 8 No ,7

Absent

Floor Assignment _QQ‘P G NoSZ
’ If the vote is on an amendment, briefly indicate intent:




REPORT OF S8TANDING COMMITTEE (410) Module No: HR-31-3930

February 20, 2001 8:28 a.m, Carrler: Grosz
Ingert LC: 10629.0303 Title: .0400

REPORT OF STANDING COMMITTEE
HB 1399: Finance and Taxation Committee (Rep. Carlson, Chalrman) recommends
AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS
(8 YEAS, 7 NAYS, 0 ABSENT AND NOT VOTING). HB 1398 was placed on the Sixth
order on the calendar.

Page 1, line 17, after "federal” insert "adjusled gross income and a federal’

Pago 1, line 21, replace "threg" with "lwo and seven:tenths’

Page 1, line 22, after "year" Inserl "if the Individual's, estate’s. or trust's foderal adjustod gross
Income thal is faxable o this state for the taxable, Year._ is less than fifty-five thousand
dollars, or less than one hundred ten thousand dollars for a hushand and wilg (iling.a
Joint_state_Income tax_return.. This tax Is three and seven-lenths percent of the
Individual's, estate's. or trusl's_adjusled federal taxable income thal ls taxable io. this
slale for the laxable year if the individual's, estate's, or trusl's lederal adjusted gross

Is taxable_to this stale for the taxable yoar is fifty-five thousand dollars or
more, or one_hundred ten thousand dollars or more for a husband and wife flling a jeint
slale Income tax relurn”

income fax”
Page 2, remove line 8

Page 2, line 9, remove "b.,"

n L]

Page 2, line 12, remove the overstrike over "B:" and remove "¢,
Page 2, iine 18, remove the overstrike over "e:" and remove "d."

Page 5, after line 23, Insert:

"10, A _taxpayer filing_a return under this section is entitled to a credit of up 1o
one hundred twenty dollars, or two hundred forty dollars for a husband and
wife fillng a joint slate Income tax return, based on payments by the
laxpayer during the taxable year of any of the following;

a. Twenty percent of property taxes pald on property in this state which
includes the primary residence occupied by the taxpayer during the

taxable year.

Ten percent of rent pald by the taxpayer for residential property in this
state occupled by the taxpayer as a primary residence during the

taxable year,

Twenty percent of mobile home tax paid under chapter 57-65 and lot
rent pald In this state by the taxpayer for @ mobile home occupied by
the taxpayer as a primary residence during the taxable year,"

isd

1o

Renumber accordingly

{2) DESK, (3) COMM Page No. 1 HA-31.3930
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2001 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, 1399
senpte Finanee and Taxation Committee
@ Conference Committee

Hearing Date 3/12/01

Tape Number 1 Side A Side 3 Lo Meterd
! X . 26.2-end.
SAoL-2 X -‘ 5- “ o
31900 -2 ) X 1 4- ﬁl s
3721701 - 1 o X ._,"l()-cnd
e X 0172
3726/010 - 1 . 1 0-43.2 -
21011 X 193-36.5
3/28/01 - | X - 1 0- cnd
. N 0274
3/29/01 - | 3 X e () 42,7
3/30/01 - | X 0-end
X 0-1.6
4/2/01 - 1 L 0-end )
0-35

Committee Clerk Slgnatutg

7771 el Lo 17 jw@/f
2z

Minutes:
Scenator Urlacher: Opened the hearing on HB 1399, relating to determination of income tax
liability on the short-form state income tax return,

Scnator Nichols was absent from the hearing,

Representative Al Carlson: Prime sponsor, testified in support. Provides handout and chart and

explains them. Last session, Senator Nelson and I were the prime sponsors of what would now

be HB 1055, the decoupling bill, which passed the Senate and failed in the House. Several times




Page 2

Senate Finance and ‘Taxation Committee
Bill/Resolution Number 1399

Hearing Date 3/12/0]

that idea has failed. Both of the bills create revenue neatrality for the year 2000, 1 think it's a
great idea to give the taxpayers of NID atax break, but [ have not seen one person who has shown
any willingness 1o decrease our spending accordingly. 1085 is faking what you paid last year and
you'lt pay the sime this year, 1399 says that up (0 $55,0000 i you're single, or 110,000 if
you're maried, your tax rate will be 2.7%. 1f you're over that, the rate goes 1o 3.7%. The chart
explains i, “Three exemptions - property taxes, rent, and mobile home taxes - require resideney
in the state. This was not designed to be class warlare or redistribution of wealth, this was
designed (o be fuir. We designed it to be revenue neutral,

Senator Ciary Nelson: Co-sponsored the bill, testified in support. 1 think the difterences we're
facing this year as compared to the last two sessions when Representative Carlson and |
introduced this legislation, What we had really introdueed is the other bill that you hear( H053),
The concept of decoupling was really the main pottion of our concern, 1'm not as coneerned
with the idea that we're going to lose money on a federal tax decrcase as I am that North Dakota
should be in charge of it's own future and in charge of it's own revenue stream. 1 we're going to
increase or decrease revenues to the state through income tax, that we are able to do it without
being incumbered by the federal government, | think the attitude has ¢hanged this year, The
House has already passed two decoupling bills, which shows they arc agreeing with the concept,
I believe we’re making a step in the direction of fairness and allowing our taxpayers to have a
relatively simple forms that they're not going to have to hire additional help to make out their
income tax.

Representative Kim Koppelman: Co-sponsored the bill, testified in support. Written testimony

attached.

Senator Stenchjeny: (towards Carlson) Where did you come up with the $120?
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Representative AL Cagdsen: In the original bill, we had a 34,000 deductionand an S8.000
deduction that would come ofT the taxable income. [ you relate that into o pereentage, that's
$120 and $240 which is the 3% of both of those.

Senator Stenehjem: Where did you come up with the $4,000 and $8,0007 Those were arbitrary
numbers because it was an attempt to help those on the lower income side of the scale. There's
another concern-we've had a tremendoas amount of deductions and excmptions moving from the
long-form to the short-form,

Rick Clayburgh: State Tax Commissioner. There is o revised fiscal note. There are some
technical issues that need o be addressed.

Senator Cheistmanty: Have you looked at the graph?

Rick Clayburgh: 1have just seen it Ttis very similar go a graph that we put together for the
House. 1 think it’s pretty close as far as the what the difterences would be,

Representative Lonny Winrich: ‘Testified in opposition. Tam not opposed to decoupling, |
believe the proper way to decouple is 1055, Provides wriiten testimony and handout (both
attached). The chart you have, I believe is wrong, Rep.Gross computed his examples and the
bases of taxable income. In the bill, the rate is based on adjusted gross income, not on taxable
income. That’s a different line on the federal 1040 form. 1399 would create inequitics. A
person who makes one dollar more than another, can pay S1,000 more in taxes because of the flat
rate structure in 1399, This system is not simpler than the current system, it's identieal. Turge a
Do Pass on 1055, and a Do Not Pass on 1399,

Rick Clayburgh: There is some problem with the chart that Representative Carlson handed out.
He's starting with federal adjusted gross income, This doesn’t look quite right.

Senator Christmann: Did he start with the wrong number or wrong line?
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Rick Clayburgh: 1t looks as it he's not putting his caleulation where he got down to federal
taxable income. I you look at Rep. Winrich®s, ot's dollars apart frony ours,

Paul Wohnoutky: Eide Bailly LLP., testified in opposition beeause of the caleulation of the L,
A person who mukes one dollar more can have $1000 additional tax. That is the part we're in
opposition (o,

Setudor Stenehjem: Couldn’t 1 give to a church or something to get rid of that dollar?

Paul Wohnoutka: That is possible, most people don't know what their taxable income or
adjusted gross income is until afer the end of the year and then it's too late,

Senator Stenehjem: Are there instances where as after the first of January, you can make a

donation or something so that I could adjust my income for the previous year?

Paul Wolhnoutky: [n some cases, that is possible. For the majority of the people are limited as
far as doing that,

Senator Christmann: [f we adjusted the break, which bill would you prefer if that was fixed?

Paul Wohnoutka: [fthe riffin 1399 was climinated, [ really don't have a preference one way or

the other.

Senator Wardner: Do read this as locking at the percentage and then you take your standard

deductions and exemptions, which would be less possibly but it's locked income because of the
gross income?

Paul Wohnoutka: That is correct, The rate is locked in.

Senator Wardner: So then you couldn’t give to the church because that comes after the adjusted

£ross tncome,

Pau] Wohnoutka: That’s correct.

Tax Department hands out their chart.
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Senator Christmann: Does the line with the 1399, s that what the net tax would be afier the

$240 exemption?
Jog Beeker: State Tox Dept. U assuming that was fuctored in. (After figuring the
caleulation-it does reflect the eredit),
Senator Christnann: s everything here based on the fact that the bill should say taxable income
or {5 this based on this being right.
Jog Becker: That's a good question because the testimony has not made it clear, The trigger for
the tax rate in the bill as drafied is your adjusted gross income. Then onee you find out which
rate you are af, then we apply that to your federal taxable income, The bill is OK as drafled,
Senutor Christmann: The trigger is going from the 2.7% to 3.7%?
Jou Becket: That's correct,

. Senator Urlacher: Closed the hearing. Action delayed.

Discussion held 3/13/01, Meter number 3.5-11.6, Tape 2, Side A,

Senator Christmann: | have gotten some more information but 1 would like some more time to

ook at it.

Senator Stenchjem: | did find out that you have until April 15th to put money into an IRA and

cffect your adjusted gross income for the previous year.

Rick Clayburgh: Before you act on cither bill, there is some techntical cleanup that needs to be

made in cither bill. We could sit down with the conmittee and explain,
Discussion held 3/19/01. Meter number 4-51.5.
Reference was also made to HB 1055 throughout the discussion.

Donnita Wald: State Tax Dept., provided handouts and proposed amendment numbered

. 10529.tax2 and explained them.,
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Senator Stenghjem: Where would we use Section 3

Donnita Wald: 1 the Feds audit somebody,

Senator Steaehjem: What it the Feds just put a Roth IRA as a deduction and then change the
adjusted growth, s that a reportable event?

Donnita Wald: Yes, This is just on returns that have atready been filed.

Setutor Steughjent: Are both bills based on the same numbers?

Donnita Wald: No. 1055 starts with Federal taxable income,

Senator Stenehjen: Series of questions for Joe Becker,

Senntor Christimann: Would it have any impact i we changed instead of going to a higher rate at
$55,000 adjusted gross income, if it went up at a $47,800 Federal taxable income?

Jog Beeker: You could have the same Federal taxable income numbers but the AGH of one is
under the $55,000 cutoft but the other one is above because of itemized deductions or
exemptions. They ultimately end up paying different taxes to the state just simply because of
their AGI numbers,

Scnator Christmann: s one any a better determining line factor than the other? There's real

confusion there.

Rick Clayburgh: I don’t think that would be a problem. If you adjusted some of the technical

sides out of both bills, you basically have the same bill. And then you can change it to what you
want from there, I think that’s the real philosophical debate in all of this, deciding what are the
rates and everything clse can be worked out,

Scnator Christmann: Explains what his idea was, gave some numbers to the Tax Dept. to run,

Apply 2.8% on the first $50,000 for singles, $100,000 for couples, and apply 5% to everything




Page 7

Senato Finance and Taxation Committee
Bill/Resolution Number 1399

Hearing Dato 3/12/01

after that. And limiting the tax credit on property taxes a little bit. That would eliminate the
stdden line, it would be a steady increase, and no one would be affected as dramatically.
Senwtor Wardnet: Thinks we should concentrate on 1055, Can 1055%s brackets be put into o
table, and in what increments?

Rick Clayburgh: Yes it can,

Jog Begker: We would follow the Federal brackets, just multiply them by [4%. 1t's a S350 range.
Senator Wardner: 1055 would keep the amount tuxpayers pay and state revenue pretty nuteh the
same, | think going to the table would be simple. | think we're spending too mueh time on
1399,

Rick Clayburgh: The way 1055 is currently is written, it is more cumbersome to the taxpayers

than 1399, In 1055, there's S dilferent items in which o taxpayers going (o have go to a schedule
and come up with a calculation, where there's only one on 1399,

Scnator Wardner: T didn’t realize there was so much other stuft'in 1055, [ think we should

deeido which plan we are going to do and then dig into it and get it cleaned up,

Rick Clayburgh: We can hammer out the details either here or in conference committee. | think

the bottom line really is the rate, after that we can provide all the information to get it done.
Senator Stenchjem: What’s happening with the Feds?

Rick Clayburgh: Theyre changing the brackets. They’re going to take it down 1o 4 brackets,

Senator Stenchjem: Then if we really want to do something that’s revenue neutral, we should

take their brackets, multiply them by 14% and that’s what we use.

Rick Clayburgh: That's what 1055 does,

Scnator Stenehjem: I think that's as neutral as you can be. In 1399, there will be a tax shifl,
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Senator Warduer: Joe said that are some more adjustments beside that table that have to be
made.

Rick Claybwrgh: Without those adjustments, we will have a very complex short form,

Senator Nichols: Do you have some figures on what the changes might be i we don't decouple?

Rigk Clayburgh: No wo really don't,. We dont know the final details from the President’s tax
plan,

Senator Christmann: 1 prefer to wait and see how the mumbers look from the Tax Dept. [ think
we all agree that don’t want the sudden line, my proposal fixes that and some other things, |
think that when we look at those numbers, that would be the time 1o decide if we want (o go with
that kind of a plan or go with a plan bused on the old § brackets,

Senator Wardner: 1'm ready to dig into 1399, fook ut what Senator Christmann has, and work at
it from there,

Committee decides to wait for numbers.

Discussion held on 1055 meter number 52.7-end, Side A, 0-13.2, Side B.

Discussion held on both bills 3/21/01. Meter number 10-end, Side A & 0-17.2, Side B.

Jo¢ Beeker: Handed out more charts and explained them.

Scnator Kroeplin: Would like to see more than two rates to make it more smooth. Would like
another chart to show that,

Scnator Christmann: The question is do we want to do the five brackets like we used to have or
make it smooth in 1399,

Scenator Stenchjem: Number of questions on the chart for Joe.

Rick Clayburgh: Explained more on the charts and rates.

Senator Christmann: Number of questions for Rick.
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Discussion on property tax credit,

Ronnity Wald: Clarified what numbers the committee wants to run.

Diseussion held on both bills 3/26/01, Meter number 0-43.2. Senator Nichols was absent,
Senator Christiann: Gave another chart, with 2.8% for the botton one and 4.8% on the top one,
and explained it This cuts out the little humps that are caused by owr eurrent structure whiely is
based on the Federal rates, this levels them out. For single people, it doesn’t come out quite as
nicely but I have a solution for that, Explained that the property tax eredit the same for singles
and couplos.

Senator Wardner: Then would you propose that we make $250 for everybody?

Senator Christmann: My proposal would be to make it the sume, | don’t know what the exact
number will be.

Senator Kroeplin: 1399 still doesn't address capital gains or income averaging,

Senator Christmann: 1 think Joe and Donnita are working on it. 1 recommended they work on

capital gains, income averaging would be the next step, The rest are pretty small.
Discussion on capital gains and a way to make it revenue neutral, Meter nwimber 11.5-24,

Senator Wardner: 1 think we should get rid of 1055 and concentrate on 1399,

Senator Kroeplin: s there any way we can write in a trigger of some sort to raise the percentage

of what we’re doing now to stay revenue neutral and study this for the interim, [ think there's a
certain amount of uncertainty, even with the Tax Dept.

Senator Christmann: I'm not snre that we can do that constitutionally.

Senator Kroeplin: Will look into it,

Discussion on keeping 1055 alive or killing it. Meter number 30,6-34.8,

Comumittee killed HB 1055 with a 4-2 vote,
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Discussion lollowed about fiscal impact.

Discussion held 3/27/01. Meter number 9.3-36.5

Senator Cheistiann: Reported to the committee about his meeting with the Tax Dept. {ong
term capital gains is most significant in changing. ‘Tax Dept. is working on how to fix it. They
also tatked about income averaging. Meter number 9,3-12.6,

Senator Urlacher: Capital gains affect about 75% of the people that my aecountant works with,
fncome tux uveraging effects very fow peopte. Onthe Tump some distribution, it’s very low. So
the emphasis is on capital gains,

Senator Krogplin: | think where they use the income averaging is for someone who gets foreed

out of farming and they've had losses and they have a sate. What's the Tax Dept.'s margin of
error on doing these charts? 1f they miss by one pereent it's o 1.9 million dollar swing. Still
working with John Walstad on figuring out putting a trigger affeet in.

Discussion on trigger effect, using the Foundation Aide. the Federal tux cut, and public
acceptance, Metor number 17-25.2.

Sengtor Stenehjen: 1t is an idea {o put the trigger on the decoupler, Come up with the best idea
of decoupling and il the income changes on the Federal level, that would trigger this bill in,
That’s cnly a thought.

Scnator Christmann: At what point do we determine that the Feds have done something? Federal
law is so complex that we don’t know for years down the line what it actually did. We're going
to have be very detailed in what we expeet to have happen in order to set up a trigger. | don’t
know what you'd set it on, there’s a lot of factors.

Discussion on the property tax credit. Meter number 25.5-36.5.
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The Tax Dept.is still working on a way to fix it. They feel it would be casier to deduget the ¢redit
from taxable income before applying the percentage.

Discussion held 3/28/01. Meter number O-end, Side A & 0-27.4, Side B,

Sengtor Kroeplin:  Introduced amendment numbered 103290401 and explained it The
amendment would keep the current system of state income tax and if the Federal gov't changes
the income tax legislation, there would be a new caleulation done for our state income tax,
Discussion on the amendment and when decoupling should take place. Meter number 3.9-13.7,
Jog Becker: Guve out unother chart with the 2.8% on the low end and 4.8% on the high end, and
explained it,

Kathy Strombeek: State Tax Dept., gave handout on an example of the effect of capital gains,

anag explained it.

Number of gquestions from the committee,

Rick Clayburgh: Also explained a few things,

Joc Becker: Gave handout of items built into the Federal income tax liability that are not
accounted for in this bill, and explained that he had talked lo an accountant about these items and
received input from him. Meter number 45.8-end, Side A & 0-6,3, Side B,

Discussion followed on those items, plus municipal interest, and how they would fit into the tax
forms.

Discussion held 3/29/01. Meter number 0-42.7.

Donnita Wald: Provides proposed amendment and goes through it. This amendinent includes

the ones previously proposed.

Rod Backman: Appeared to address those items(that Joe talked about) that could be accounted

for,
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Discussion on the property tax credit and public pereeption.
Discussion held 3/30/01, Meter number 0-end, Side A & 0-1 6, Side 13,

Donnita Wald: Handed out new draft of the amendment and went through the changes.

In this amendment, everybody is getting the tax credit, not just those paying property tax.
Senator Christmann would like to keep it based on property tax.

Rick Clayburgh: Pointed out that there are administrative problems with that, Discussion on

that.

Senator Christmann: Would like the commitiee to look at three things: The tax credit be based

on property tax and rent paid, that amount shoutd be equal for married couples and singles, und
maybe getting this sct up so it shows a few million dollar revenue surplus at the beginning and
then building into the bill that before the bienniwm ends the excess money be sent out as a fax
refund, This would prevent from the danger of a slowdown or having a potential big increase. It
would allow us to get through this initial transition,

Rick Clayburgh: Points out that there may be some constitutional problems with refunds,

Committee agrees to look into the first two issues that Senator Christmann pointed out.
Discussion held 4/2/01, Meter number 0-end, Side A & 0-35, Side B.

Discussion on property tax exemption. Donnita Wald, Kathy Strombeck, and Rick Clayburgh
appeared. Donnita brought another amendment limiting the exemption to S150 for singles and
couples. Discussion over what it should be, what it should be called, and the complications,
Also discussion over auditing.

Discussion held later. Donnita Wald brought more amendments and explained them, Joe Beceker

provided more charts and Kathy Strombeck gave another handout, Discussion held on

amendments,
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AMENDMENT ACTION:

Motion by Senator Wardner, Scconded by Senator Christmann, to move

amendment(unnumbered, labeled Wardner's proposal). Roll call vote taken. Vote was S yeas, 0

nays, | absentand not voting. Amendment adopted.

Motion made by Senator Kroeplin, Seconded by Senator Nichols, to move amendnient
numbered 10529.0401, Roll call vote taken. Vote was 2 yeas, 4 nays, O absent and not voting,
Motion faifed.

COMMITTEE ACTION:

Motion made by Senator Wardner for a DO PASS AS AMENDED, Scconded by Senator

Christmann. Vote was 4 yeas, 2 nays, (0 absent and not voting. Bill carrier was Senator

Christmann,




10629.0401 Prepared by the Legislative Council statf for
Title. Senator Kroeplin
March 28, 2001

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1399

Page 1, line 1, after "A BILL" replace the remainder of the bill with "for an Act to create and
enact a new saction to chapter 57-38 of the North Dakota Century Code, relating to
adjustment of individual, estate, and trust income tax rates contingent upon estimated
reductions in state tax revenues as a result of federal legistation; 1o provide for a
legislative council study; to provide an effeclive date; and to provide an expiration date.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

SECTION 1. A new section {o chapter 57-38 of the North Dakota Century Code
is created and enacted as follows: /

Individual, estate, and trust income tax rate adjustment.

1. It federal income tax legislation becomes elfective for taxable year 2001 or
2002, or both, the tax commissioner shall determine the calculated etfect of
that legislation on state individual income tax revenues for the relevant
taxable year or years. if the calculated effect is that there will be a shortfall
of two million dollars or more for the taxable year, individual income tax
rates in sections 57-38-29 and 57-38-30.3 are adjusted as provided in
subsection 2.

2. Upon determination of a shortfall for a taxable year under this section, the
individual income tax rate in section 57-38-30.3 is adjusted for that taxable
year by an increase in percentage points as determined in this subsection.
Applicable increases are determined as follows:

a. lf the shortfall is two million dollars or more but less than six miilion
dollars, one-fourth of one percentage point.

b. If the shortlall is six million doltars or more but less than ten million
dollars, one-half of one percentage point.

¢. |f the shortfall is ten million dollars or more bul less than fourteen
million dollars, three-tourths of one percentage point.

d. If the shortfall is fourteen million dollars or more but less than eighteen
million dollars, one percentage point.

e. If the shortfall is eighteen million dollars or more but less than
twenty-two million dollars, one and one-fourth percentage points.

f.  If the shortfall is twenty-two million dollars or more but less than
twenty-six million dollars, one and one-half percentage points.

g If the shortfall is twenty-six milllon dollars or more but less than thirty
million dollars, one and three-fourths percentage points.

. h.  If the shortfall Is thirty million dollars or more, two percentage points.

3. Upon an Increase in the individual Income tax rale In section 57-38-30.3
determined under subsection 2, the tax commissioner shall determine the
percentage Increase in that rate and apply that percentage increase to
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provide a proportionate increase of each rate under seclion 57-38-29 tor
the taxable year.

4. The tax commissiuner shall advise the budgel section of the legislative
council at the earliest opportunity of the calculaled eitect and shortiall. if
any, determined under this seclion.

5.  For purposes of this section:

a. "Anticipated individual income tax revenues" means estimated state
individual income tax revenues for taxable year 2001 or 2002 under
this chapter as estimated in the most recent official forecast available
lo thg legislative assembly at the close of the 2001 regular legislative
session.

b. "Calculated effect" means estimated state individual income tax
revenues for taxable year 2001 or 2002 under this chapter as
eslimated by the tax commissioner after consideration of the impact of
federal income tax legislation thal has become effective for taxable
year 2001 or 2002, or hoth.

c. "Federal income tax legislation” means changes io the Internal
Revenue Code enacted after April 1, 2001, which become effective for
taxable year 2001 or 2002, or both, and which are expected to reduce
federal income tax liability of individuals, estates, and frusts.

d. “Shortiall” means the reduction in state individual income tax
revenues for the taxable year as determined by subtracting the
calculated eftect from the anticipated individual income tax revenues

. for that taxable year.
e. "State individual income tax" means income taxes imposed upon
individuals, estates, and trusts under this chapter.

SECTION 2. LEGISLATIVE COUNCIL STUDY. The legislative council shall
consider sludying the slate income tax, with emphasis on examination of the feasibility
and desirability of decoupling the state income tax from the tederal income tax. The
legislative council shall report its findings and recommendations. together with any
legislation necessary to implement the recommendalions, 1o the fifty-eighth legislative
assembly.

SECTION 3. EFFECTIVE DATE - EXPIRATION DATE. Section 1 of this Actis
effective for the first two taxable years beginining after December 31, 2000, and is
thernafter ineffective.”

Renumber accordingly
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10529.0402 Adopted by the Finance and Taxation

Title.0500 Commiltee
April 2, 2001

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1399

Page 1, line 1, replace "section” with “sections” and after "57-38-30.3" insert "and 57-38-31.1"

Page 1, line 2, after "return” insert "and the filing of composite returns; to repeal section
57-38-34.1 of the North Dakota Century Code, relating to an optional card income tax
return”

Page 1, line 17, remove "adjusled grass income and a federal”

Page 1. line 21, oversirike "This tax is", remove "two and seven-fenths", and overstrike "percent
of the individual's, estale’s, or”

Page 1, line 22, overslrike "trust's adjusted federal", remove "taxable”, overstrike "income”,
remove "that is taxable to this siale". and overstrike "for"

Page 1, line 23, overstrike "the taxable year” and replace "if the individual's, estate's, or trust's
federal adjusted gross income” with:

"a.  The tax for an individual, estate, or trust is computed at the following

On North Dakola taxable income not in excess of forty thousand
dollars, a tax of two and eight-tenihs peicent.

On North Dakola taxable income in excess of {orly thousand
dollars, a tax of four and nine-ienths percent.

The tax for married individuals filing a joint return is computed a' the
lollowing rates:

(1)  On North Dakola taxable incame not in excess of eighty
thousand dollars, a tax of two and eigh!-tenths percent.

(2) On North Dakota taxabie income in excess of eighty thousand
dollars, a lax of four and nine-tenths percent”

Page 1. remove line 24

Page 2, remove lines 1 through 6

Page 2, line 7, remove "wile filing a joint state income lax return”

Page 2, line 8, overstrike "The adjusted federal”, remove "taxable", overstrike "income”. remove
"for purposes of this section", and overstrike "for a"

Page 2. line 9, overstrike "resident", remove "or nonresident”, and overstrike "individual, estate,
and trust must be determined by"

Page 2. line 11, remove "deducling the taxpayer's taxable”. oversirike “income”, remove "thal is
not", and overstrike "taxable to"
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Page 2, line 12, overstrike "this state”, remove "from”, overstrike "the total", and remove
"federal”

Page 2, line 13, remove "taxable" and overslirike “income as reporled on the lederal income tax
return. To the extent they"

Page 2, line 14, overstrike "are included in the taxpayer's federal”, remove "{axable”. and
overstrike "income, the following”

Page 2, line 15, overstrike "amounts must", remove "alsg", overstrike "be", and replace
"deducted” with "For purposes of this section, "North Dakota taxable income” means
the federal taxable income of an individual, estate, and trust as compuled under the
Internal Revenue Code of 1986, as amended, adjusted as follows"

Page 2, line 16, overslrike "Interest" and insert immediately thereafter "Reduced by interes!”
Page 2, line 19, overstrike "The" and insert immedialely therealter "Reduced by the”
Page 2, line 25, overstrike "An" and insert immediately thereafler "Beduced by the”
Page 2, after line 27, insert:
"d.  Reduced by thirtly percent of the excess of the taxpayer's net
long-term capital gain for the taxable year over the net short-lerm

capital loss for that year, as compuled for purposes of the Internal
Revenue Code of 1986, as amended.

securilies and from securilies of slates and political subdivisions
exemp! from federal income ax, except that inlerest upon obligalions
of the state of North Dakota or any ol its political subdivisions may not

be included.

Increased by the amount of a lump sum distribution for which income
averaging was elected under section 402 of the Internal Revenue
Code of 1986 (26 U.S.C. 402], as amended, This adjustment does
not apply_if the taxpayer receives the fump sum distribution while a
nonresident of this state and the distribution is exempt from taxalion
by this state under lederal law.

Increased by an amount equal to the losses that are passed through
{0 a taxpayer in connection with an allocation and apportionment 1o
North Dakota under chapter 57-35.3.

For nonresidents, reduced by the {axable income thal is not laxable 1o
this stae,”

Page 4, line 21, afler the overstruck petiod inserl "Each adjusiment in subseclion 3, except
subdivision h, may be allowed only 10 the exient the adjustment is aftributable 1o income

allocaled and apportioned to this state."

Page 4, line 22, alter the overstruck period Insert "5," and overstrike "A husband and wife" and
insert immediately thereafter "Marrled individuals”

Page 49 “ne 27, feplace "5" W“h ﬂﬁn
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Page 5, line 4, overstrike "entire" and insert immediately thereafler “federal
Page 6, line 6, replace "6" with "7"
Page 5, line 19, replace "7" with "8"

Page 5, line 25, replace "8" with "9

Page 5, line 27, replace "9" with "10"
Page 5, replace lines 29 and 30 with:

"11, A qualifying taxpayer is_entitled to a tax credit of up to twenty-five percent

thirty dollars or one hundred fifteen dollars for married individuals filing
separate state income tax returns, For purposes of this subsection, a
"qualifying taxpayer” means a taxpayer who, during the taxable year:

Paid property taxes under chapter 57-02 on property in this slate;

Leased and paid rent for real properly in this state; or

Paid mobile home tax under chapter 57-55 and lot reni for a mobile

A laxpayer is enlitled 1o a credit against the tax imposed by this
section for any unused federal credil for prior year minimum {ax.
"Unused federal credit for prior year minimum tax" means the amount
of the federal credit for prior year minimum tax atlributable 1o federal
allernative minimum tax included in the laxpayer's lederal income lax
liability for purposes of this section for taxable years beginning belfore
January 1, 2001, reduced by the total amount of the federal credit for
prior year minimum tax claimed on the taxpayer's lederal income tax
return for all taxable years beginning after December 31, 2000,

The credit is equal to fourteen percent of the portion_of the unused
federal credil for prior year minimum tax claimed on the taxpayer's
{federal income tax return and may not exceed the taxpayer's {ax
liability for the taxable year. For a nonresident taxpayer, the credit is
limited to the ratio that the nonresident taxpayer's North Dakota
adjusted gross Income bears to the nonresident's federal adjusted
gross income,

The credit under this subsection is not allowed for taxable years

beginning atter December 31, 2004,

At the election of an individual taxpayer engaged in a farming

business, the tax Imposed by _subsection 2 of this section for the
taxable year must be equal to the sum of the following:

{1) The tax computed under subsection 2 on North Dakola taxable
income reduced by elected farm Income.

The Increase in tax imposed by subsection 2 which would resulf
If North Dakota taxable income_ for each of the three prior
laxable years were Increased by an amount equal to one-third
ol the elected {arm [ncome. For purposes of applying this

| uary 1, 2001,

paragraph to taxable years beginning belore January.
mgimmmmammm ned by recomputing the tax
[n1he manner prescribed by the lax commisslonet.
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2
b. Elecled farm income" means that portion of North Dakola taxable 4
income for the taxable year that is elected farm income as delined in

section 1301 of the Internal Revenue Code {26 U.S.C. 1301).

. ¢. The reduclion in North Dakota taxable income under this subsection
must be taken into account for purposes of making an election undetr
this subsection for any subsequent taxable year,

d. The lax commissioner may prescribe rules, procedures, or guidelines
necessary lo administer this subsection.

14, The tax commissioner may prescribe tax tables 1o be used in lieu of
computing the lax according to subsection 2 if the amounts of the
computed lax are based on the tax rates set forth in subsection 2._If
prescribed by the tax commissioner, the lables must be followed by every
individual, estate, or frust elecling to determine a lax under this section.

SECTION 2. AMENDMENT. Section 57-38-31.1 of the North Dakota Century
Code is amended and reenacled as follows:

57-38-31.1. Composite returns. Parlnerships and subchapter S corporations
may file a composite return on behalf of nonresidential individual partners or
shareholders in the manner prescribed by the tax commissioner. Any amount of tax
paid by the parinership or subchapter S corporation on the composite return on behalf
of a nonresident partner or shareholder constitules a credit on the North Dakota return
of the nonresident individual on whose behall the tax was paid by the partnership or
subchapter S corporation. Any return filed by a parinership or subchapter S corporation
under this section is considered as the return of the nonresident individual partner or
shareholder on whose behall the return is filed. The tax under this section mus! be
. computed by multiplying the aggregate of the shares of North Dakota taxable income
reporiable 1o North Dakota by the partners or shareholders included in the composite
return by MWMWHWW%%&WM
seelion-b74-38-368 four and nine-lenths percent.

SECTION 3. REPEAL. Section 57-38-34.1 of the North Dakota Century Code
is repealed.”

Page 6. remove lines 1 through ¢

Renumber accordingly.

Page No. 4 105629.0402




Date: 4/9!0!
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REPORT OF STANDING COMMITTEE (410) Module No: SR-59-7687

April 4, 2001 8:45 a.m. Carrier: Christmann
Insert LC: 10529.0402 Title: .0500

REPORT OF STANDING COMMITTEE
HB 1399, as engrossed: Finance and Taxation Committee (Sen. Urlacher, Chairman)
recommends AMENDMENTS AS FOLLOWS and when so amendud, recommends
DO PASS (4 YEAS, 2 NAYS, 0 ABSENT AND NOT VOTING). Engrossed HB 1399
was placed on the Sixth order on the calendar.

Page 1, line 1, replace "section” with "seclions" and after "57-38-30.3" insert "and 57-38-31.1"

Page 1, line 2, after "return” insert "and the filing of composite returns; to repeal section
57-38-34.1 of the North Dakota Century Code, relating to an optional card income {ax

return”

Page 1, line 17, remove "adjusied gross income and a federal”

Page 1, line 21, overstrike "This tax is", remove "two and seven-lenths", and overstrike
"percent of the individual's, estate's, or"

Page 1, line 22, overstrike "trust's adjusied federal”, remove "taxable", overstrike "income",
remove “"that is taxable 1o this state”, and overstrike "for"

Page 1, line 28, overstrike “the taxable year" and replace "if the individual's, estate's, or trust's
federal adjusted gross income" with:

"a.  The {ax for an individual, estate, or trust is computed at the following

On_North Dakota_taxable Income nol in_excess of forly
thousand dollars, a tax of two and eight-lenths percen.

On North Dakota {axable income in excess of forty thousand
dollars, a tax of four and nine-tenths percent.

The tlax_for married individuals filing a joint return is computed at the
following rates:

{1) On_North Dakola taxable_income nol in_excess of eighly
thousand dollars, a tax of two and eight-tenths percent,

(2) On North Dakota taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent"

Page 1, remove line 24
Page 2, remove lines 1 through 6

Page 2, line 7, remove "wlfe fiing & joint stale income tax return”

Page 2, line 8, overstrike "The adjusled federal", remove "taxablg", oversirke “"income",
remove "for purposes of this section”, and ovetrstrike "for a"

Page 2, line 9, oversirlke "resident”, remove "or_nonresident", and overstrike “individual,
estate, and trust must be determined by"

Page 2, line 11, remove "deducting ihe laxpayer's taxable", oversirike "income”, remove "that
[s_not", and overstrike "taxable 0"

(2) DESK, (3) GOMM Page No. 1 R0 7007




REPORT OF STANDING COMMITTEE (410) Module No: SR-59-7687

April 4, 2001 8:45a.m. Carrier: Christmann
Insert LC: 10529.0402 Title: .0500

Page 2, line 12, overstrike "this state”, remove "from", overstrike "the total", and remove

Page 2, line 13, remove "laxable" and overstrike "income as reported on the lederal income
tax return. To the extent they"

Page 2, line 14, oversirike "are included in the laxpayer's federal", remove “taxable”, and
overslrike "income, the following"

Page 2, line 15, oversirike "amounts must", remove "also", overslrike "be", and replace
"deducied" with "For purposes of this section, "North Dakota taxable income” means
the federal 1axable income of an individual, estale, and trust as_compuled unior the
Inlernal Revenue Code of 1986, as amended, adjusted as follows"

Page 2, line 16, oversirike "Interest” and insert immedialely thereafter "Reduced by interest”

Page 2, line 19, overstrike "The" and insert immediately thereafter "Reduced by the"

Page 2, line 25, overstrike "An" and insert immediately therealter "Reduced by the"

Page 2, after line 27, insert:

"d.  Reduced by thirly percent of the excess of the taxpayer's _net
fong-term capital_gain_for the taxable year over the_nel shori-term
capital_loss for thal year, as_compuled for purposes of the_Internal
Revenue Code of 1986, as amended.

e. Increased by the amount of any interest and dividends from foreign
securities and from securities of states and political subdivisions
exempt from federal income tax, except that interest upon obligations
of the stale of North Dakota or any of its political subdivisions may not
be included.

. Increased by the amount of a lump sum distribution for which income
averaging was elecled under section 402 of the Inlernal Revenue
Code of 1986 (26 U.S.C. 402], as amended. This adjusiment does
not apply If the laxpayer receives the lump sum distribution while a
nonresident of this state and the disiribution is exempt from taxation
by this state under federal law.

{0 a taxpayer in connection with an allocation and apportionment

North Dakota under chapter 57-35.3,
h, For nonresidents, reduced by the taxable income that is not taxable

to {his state.”

Page 4, line 21, after the overstruck period Insert "Each adjustment In subsection 3, excepl
subdlvision h,_ may be allowed only to the exient the adjustment Is attributable to
Income allocated and apportioned to this stale."

g. Increased by an amount equal 10 the losses that are passed through
{0}

Page 4, line 22, after the overstruck period insert "5." and overstrike "A husband and wife” and

insert immaedilately thereafter "Married individuals”

Page 4, line 27, replace "§" with "8"

Page 5, line 4, overstrike "entire” and Inserl Immediately therealler "{ederal”
{2) DESK, (3) COMM Page No. 2 SR.40 7687




REPORT OF STANDING COMMITTEE (410) Module No: SR-59-7687
April 4,2001 8:45 a.m, Carrier: Christmann

Insert LC: 10529.0402 Title: .0500
‘ Page 5, line 6, replace "8" with "7"

Page 5, line 19, replace "7" with "8"

Page 5, line 25, replace "8" with "g'
Page 5, line 27, replace "9" with "10"
Page 5, replace lines 29 and 30 with:

"11. A qualilying taxpayer is entitled to a tax credit of up o twenty-five percent
of the tax liability compuied under subsection 2, not lo _exceed iwo
hundred thirty doliars or one hundred fifteen dollars for married individuals
filing separate state income tax returns. For purposes of this subsection, a
"qualifying laxpayer” means a taxpayer who, during the taxable year:

a. Paid property taxes under chapter 57-02 on property in this stale;

b. Leased and paid rent for real property in this state; or

Paid mobile home tax under chapter 57-55 and lol rent for a mobile
home in this state.

o

12, _a. A taxpayer is entitled lo _a credit against the lax imposed by this
seclion for_any unused federal credit for prior_year minimum_{ax.
"Unused federal credit for prior year minimum tax" means the amount
of the federal credit for prior year minimum lax aliributable to tederal
alternative minimum tax included in the taxpayer's federal income tax
liability for purposes of this section for taxable years beginning before
January 1, 2001, reduced by the total amount of the lederal credit for
prior year minimunt tax claimed on the taxpayer's federal income tax
return for all taxable years beginning after December 31, 2000,

The credit is equal 1o fourteen percent of the portion of the unused
federal credit for prior year minimum {ax claimed on ihe laxpayer's
lederal _income tax_refurn and may nol exceed the taxpayer's tax
liabllity for the taxable year. For a nonresident taxpaver the_credit Is

i3

adjusied gross income hears o the nonresident's federal adjusied
qross income.

The_credit under this subsection is _nol allowed for taxable years
healnning after December 31, 2004,

13. a8, At _the election of an_indlvidual faxpayer engaged In a_farming
business. the lax_imposed by subsection 2 of thls section for_the

taxable year must be equal to the sum of the following:

(1) The tax computed under subsection 2 on North Dakota taxable
Income reduced by elected farm income.

. (8) The Increase In fax_Imposed by subsection 2 which would

result if_ North Dakota taxable Income for each of the lhree prior
laxable years were Increased by an amount equal {o one-third
of_the elected farm Income. For purposes of applylng this

o

MWM&D&QWMMMLE@QL
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April 4, 2001 8:45 a.m. Carrier: Christmann
Insert LC: 10529.0402 Title: .0500

the increase in tax must be delermined by recomputing the lax
in the manner prescribed by the tax commissiorier.

"Elected farm income” means that portion of North Dakota taxable
income for the laxable year that is elecled farm income_as defined in
section 1301 of the Internal Revenue Code {26 UJ.S.C. 1301].

The reduction |n North Dakola taxable income under this subsechon

this subseclion lor any subsequent taxable vear.

The tax_ commissioner may prescribe rules, procedures, or guidelines
necessary 10 administer this subsection,

The tax_commissioner _may prescribe lax_tables o be used in liey of
computing_the lax_according to_subseclion 2 if the amounts of the
compuied lax are based on the tax rales sel forth in subsection 2. |f
prescribed by the tax commissioner, the tables must be lollowed by every
individual, estale, or {rusi electing o determine a te x uader this section,

SECTION 2, AMENDMENT, Section 57-38-31.1 of the North Dakota Century
Code is amended and reenacted as lollows:

57-38-31.1. Composite returns. Partnerships and subchapler S corporations
may file a composile return on behalf of nonresidential individval pariners or
shareholders in the manner prescribed by the tax commissioner. Any amount of tax
paid by the partnership or subchapter S corporation on the composite return on behalf

of a nonresident partner or shareholder conslitutes a credit on the North Dakota return
of the nonresident individual on whose behalt the tax was paid by the partnership or
subchapter S corporation.  Any return filed by a partnership or subchapter S
corporalion under this seclion is considered as the return of the nonresident individual
partner or shareholder on whose behalf the return is filed. The tax under this section
must he compuled by multiplying the aggregate of the shares uf North Dakola taxable
income reportable to North Dakota by the pariners or shareholders included in the
composite return by the—heghesHedereHa*—m&e%r—-mde&s—hme&—m%Me
#npesed-under-seetion-57-38-30-3 four and nine-tenths percent.

SECTION 3. REPEAL. Section 57-38-34.1 of the North Dakota Century Code
is repealed.”

Page 6, rermove lines 1 through 8

Renumber accordingly.
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200; HOUSE STANDING COMMITTLEE MINUTES
BILL/RESOLUTION NO. HB 1399 Conf.
House Finance and Taxation Committee
@ Conference Commitiee

Hearing Date April 13, 2001

Tape Number Side A Side B Meter #
| X 50

Committee Clerk Signature <.>YQ(/)’I/( & ’A&W{ )
V i
Minutes:

REP. AL CARLSON, CHAIRMAN Called the conference committee meeting to order,

He asked Sen. Christmann to explain the rationale behind the Senate amendments.

SEN. CHRISTMANN Explained the house version of the bill and how it came to the Senate

and then explained how and why they amended the bill. They changed the rates with the Scnate
amendments from 2.7 to 2.8% and then 3.7% on the higher end to 4.9%. The low rate stays in
effect for the lower rate even when they will eventually get to the higher rate.

He went on to explain every section of the bill,

He talked about the many phone calls, and e-mail he received since working on this bill. He felt

it is mostly misunderstandings of the people who are calling.

RICK CLAYBURGH, STATE TAX COMMISSIONER, Gave an additional explanation of

the handout which the Tax Department submitted, which gave a comparison of tax liability under

current law with Engrossed HB 1399 and as amended by the Senate. Mr, Clayburgh stated he did




Page 2

House Finance and Taxation Committee
Bill/Resolution Number HB 1399
Ilearing Date April 13, 2001

not want the taxpayers to depend too much on these charts, because these are just assumptions of’

a particular taxpayer,

REP, CARLSON Stated there were considerable changes from when the bill left the House.

There were two bills sent to the Senate which were HB 1055 and HB 1399, this is a work in
progress, it has gone from a three percent flat tax to a two tiered tax with a credit built into i,
plus dealing with all of the other issues. There are many different variables to this bitl, He stated
the intent of this bill is not to raise more money, but to keep the revenue stream constant. We
need to fully understand the reason for bringing in the capital gains, the income averaging, the
one-time distribution of retirement benefits, and the taxing of bonds from out of state and what
effect they have

REP. GROSZ Asked questions relating to the last five subsections of the bill.

SEN, CHRISTMANN Answered all of the questions,

REP., CARLSON Asked Donnita ‘Wald of the Tax Department if she could add anything to
what had been said.  She said NO.

RICK CLAYBURGH Added a few more comments.

SEN. CHRISTMANN Commented that we have a tax break that encourages people from our

state to buy bonds in another state, that needs to be changed to close that loop hole and keep the

money here.

REP, CARLSON  Asked someone from the Tax Department if this would only be bonds that

aren’t in that category.

DONNITA WALD Answered, she stated you can’t tax North Dakota bonds, and that stays the

same in this language.
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House Finance and Taxation Committee
Bill/Resolution Number HB 1399
Hearing Date April 13, 2001

REP. CARLSON Asked, how many states that have an income tax, are taxing bonds from other
¥ g

states?

DONNITA WALD Stated there are two that don’t and that is Utah and Indiana. There are

others who do tax out of state bonds, in some manner,

REP. GROSZ Asked whether this would create administrative problems.

JOSEPH BECKER Referred to the work sheet which was submitted, he stated they would be

working with a work shecet fairly close to the one handed out,

REP, SCHMIDT Related to someone who has a home in Texas and a home in North Dakota,

he stated, under this bill, he would call Texas his residence.

JOSEPH BECKER He stated he wasn’t sure of all of the ramifications which come in to play

‘ in his situation, but one thing that comes to mind, is, that Texas has no income tax,

REP. SCHMIDT Asked how many slates have capital gains tax.

JOSEPH BECKER Stated he had not canvassed them.

REP. CARLSON Stated there was one area in the bill which he still had a concern about and

that was dealing with the credit of two hundred and thirty dotlars and the fact that it is the same
for both married and single.

REP, SCHMIDT Stated he had an amendment to the bill.

REP, CARLSON Stated he should bring his amendment to the next meeting,

SEN. CHRISTMANN Stated he had a recommendation from a collegue regarding use taxes, in
purchases on the internet. He thought there should probably be a line in the tax form for that.

SEN, WARDNER Stated, another side to this issue besides neutrality, is simplicity to the tax

. form.
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House Finance and Taxation Committee
Bill/Resolution Number HIB 1399
Hearing Date April 13, 2001

With no other comments, the meeting was adjourned until next week.
CONFERENCE COMMITTEE 4-16-01, TAPE #1, SIDE A, METER 0

REP. CARLSON Called the meeting to order with all members present.

IHe opened by stating that most of his e-mail, messages, calls came regarding taxing of out of
state bonds. He also stated he still had a concern regarding the credit. the built in credit of two
hundred and thirty dollars,

He asked Donnita Wald when the taxing would go into ¢ffect?

DONNITA WALD, ATTORNEY, STATE TAX DEPARTMENT, Stated it would go back to

2001.

REP. CARLSON Asked whether that number was taken into effect when the rates were built?

DONNITA WALD Stated yes, it would be 1.6 million dollars.

REP. CARLSON Asked for a list of the variables annually,

Capital Gains would be 2.7% negative,
Income averaging for farmers was undeterminable,

Deduction for Income from Pass Through Entities Subject to North Dukota Financial Institutions

Tax = Revenue neutral, it would be what people have now,
Distribution of Retirement Benefits = Undeterminable

Deduction for Income of a Non Resident who is not taxable in North Dakota = Neutral
Credit for prior year minimum tax = is minus but hard to determinable,

Municipal Bonds = 1,6 million dollars
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SEN. CHRISTMANN Commented that it needed to be clarified, that the capital gains were a

minus 2.7%, even if we passed this bill and didn’t address capital gains. We are actually giving
up that amount under the current system too.

He also stated, that from his own observation, fronm the messages he was getting, we perhaps,
need to phase the taxation on the bonds in. He felt it is basically. a loop bole that we are closing.
He stated he didn’t know enough about sales and purchases of bonds to know how much time
these people need to liquidate or invest in something else il they want to do that.

REP. CARLSON Asked the people from the Tax Department, how many states charge an

income tax right now?

DONNITA WALD Answered - 42 states charge an income tax.,

REP. CARLSON Asked how many tay bonds which are not in there state?

RICK CLAYBURGH, STATE TAX COMMISSIONER  Answered by saying that 42 states

plus the District of Columbia, there are four states that have a special treatment for out-of-state
municipal interest, they are North Dakota, D. C., Indiana and Utah, In North Dakota, we only

provide the exemption on the short form.

REP, CARLSON In other words, it is standard procedure lor most all states that have an

income tax, to tax bonds from other states.

SEN, WARDNER Commented that if we leave a phase in, some of the people will move out of
this, they will go into something else, 1 don’t know what effect that will have, In talking to the
tax people in Dickinson, most of them thought that two years was a fair time (o phase this in, 1

don’t know if that will be a problem for us. They all felt they needed time to adjust, they stated
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when the federal government changed their taxing system, they always give people some time to
react and adjust to the rate changes.

SEN, CHRISTMANN Commented that probably for 2001, they would remain tax free, but

then we would have to lower the tax credit a little to make that up. and then the next year, if they
were at fifty percent, we could phase the tax credit back up, something to gain that 1.6 miltion
the first year, | don’t think we want to abandon the idea of having a tax incentive,

REP. CARLSON TO JOSEPH BECKER We are basically talking about the interest payment

on the bonds. There must be a lot of interest generated 1o get 1.6 million dollars of revenue,

Whalt rate would that be taxed at?

JOSEPH BECKER, STATE TAX DEPARTMENT Answered, stating it would be taxed as

ordinary income.  The bill will require that to be added in to the North Dakota taxable rate,

RICK CLAYBURG Intervened, stating that 1.6 million dollar number was an estimate based

on the original tax system, the 14% of the federal liability.

REP. CARLSON Asked cach commitiee member what their consensus was regarding the

taxing of the bonds.

Al committee members felt that it should be phased in so people have time to liquidate or
whatever they need to do.

He asked that the Tax Department draft charts showing what the effect would be if we don’t tax
bonds in 2001, and with only 50% taxed in 2002, and then the full tax in 2003, He also asked
that they look what we would have to change the credit to.

RICK CLAYBURGH Stated that a ten dollar change would result in $625,000 annually,

One tenth in the low rate would result in 2.8 million dollars annually.
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SEN. CHRISTMANN Asked what would happen if a lot of people liquidate?

RICK CLAYBURGH Stated he was not certain, he stated he would check with some brokers if

they thought a lot of people would sell their bonds.

SEN, NICHOLS Commented that a lot of people will just probably bulance their investments,

and it will probably not be a big factor whether they continue with their bonds.

REP, CARLSON Submitted handouts to committee members which showed a single taxpaver

with no dependents and a two pereent rate on the first ten thousand dollars, the credits are gone,
and the two hundred and thirty dollars is not in this equation, then the chart shows 2.6% on the
next thirty thousand, and then 4.8% over forty thousand.

On married individuals, it shows two dependents, then married individuals without dependents, it
poes 2% on the first twenty, and 2.6% on the next sixty thousand, and 4.8% over eighty

thousand.

DONNITA WALD Stated these numbers provided the same income as they did with the eredit.

REP., CARLSON Asked that the committee members study the charts to see what it does

without the credit, and then balancing it with the diflerent rates, Maybe we should have the same
tax credit for all individuals.

He wanted committee members to study the charts and possibly plan to come back tomorrow (o
make a decision on the bill.

SEN. NICHOLS Asked what the cost of decoupling will be,

RICK CLAYBURGH Addressed that, stating that they have two proposals in front of

appropriations right now. One proposal is about $470,000, which is taking the new decoupling
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tax program and laying it into the existing mainframe system, in that is also included printing
costs, which we have not budgeted for. We will be adding about fifiecen more pages to the form.
The $912,000 number is what we layed out to do a rewrite of our present system, We do have an
antiquated system from the mainframe standpoint. All of the work we do tor you to put fiscal
notes together, has to be run against the mainframe. We want to provide more of a server based
system, in that, if you catl us and ask for something, Kathy Strombeck can get the date right on
her PC at her desk. |t makes us more efficient, [f we are going to rewrite this system, why not
do it now. The existing program is twenty years old,

SEN, NICHOLS Stated, you talked about fifteen pages, how many does a taxpayer actually

use?

RICK CLAYBURGH The twelve to fifteen pages is the rate pages. They will look for their

rate and go to a table.
REP, SCHMIDT Asked if they approve this, will the Tax Department be ready?
RICK CLAYBURGH He stated they will have to be up and running,

REP, CARLSON Adjourned the meeting, with a possible meeting again tomorrow,

CONFERENCE COMMITTEE 4-18-01, TAPE #1, SIDE A, METER # 2§

REP, CARLSON Stated they would look at a few options today, and if anyone had any

additional proposals or amendments they can be submitted, so action can be taken tomorrow.

ERED SCHMIDT, BROKER Gave information in regard to municipal bonds, He voiced a

concern he and his clients have is the availability of bonds for sale in North Dakotu, He stated
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that most municipal bond buyers like triple A rated, insured bonds. We don’t have those, They
Jook for different maturity and different yield, and bonds which are not subject to AMT
(alternative minimum tax). We can only build so many Alerus Centers, Fargo Domes, university
buildings, schools, hospitals, those are the attractive bonds, Explained that the City of Bismarck
issued bonds for Horizon Middle School, a thirteen or fourteen million dollar deal, a citizen of’
North Dakota did not have an opportunity (o buy it, because it was bought by IHarris ‘Trust out of’
Chicago or New York, Many of the bonds in North Dakota are so attractive to out of state
investors, that they are bought up, and we can’t even make them available to the individual
investor. The issue is, in a perfect world, if you could assure us that there would be available
bonds that North Dakotans could invest in, that would be our choice, but they aren’t here.

SEN., CHRISTMANN If North Dakota bonds were a tax advantage, would you pay a lower

interest rate on them?

FRED SCHMIDT Supply and demand, would suggest that that would happen, but I would also

suggest that there would be fewer bonds available, or no bonds, There have been times in my
carcer when we have had no bonds. The only way to get tax exempt bonds is probably to invest

with the fund and pay the fund management fee, to get the bonds. 1t would drive rates down.
SEN. CHRISTMANN Docs it ever occur to us that we are paying too much interest, if the

market is that tight?

FRED SCHMIDT They are done on a national basis, you are competing nationally, not locally,
REP, CARLSON How can we stop those bonds from getting bought up, for example on that

school, by an nut of state bond company, weren’t you guys allowed to bid on it?




Page 10

House Finance and Taxation Committee
Bill/Resolution Number HB 1399
Hearing Date April 13, 2001

FRED SCHMIDT We were allowed to bid, but because they are instiutional, their expenses

are less. Recognize, that on retail the cost is higher, because you are dealing with smaller
increments, five, ten, twenty thousand dollars worth of bonds, If you do a fourteen million dollar
deal, in one deal, it is a lot less expensive,

REP. CARLSON TO DONNITA WALD, Asked if the tax department had prepared

amendments?

DONNITA WALD She stated she was under the impression, that comniittee members would

study the charts they prepared before amendments would be drafied.

SEN, WARDNER  Stated in visiting with more brokers and income tax people, this is starting

to ¢cloud the issue with our decoupling. The first objective is to decouple and protect the
revenues the state of North Dakota is already receiving, The person that testified brings in
another issue. He stated he did not have a problem with grandfathering the people in, who have
municipal bonds. He felt the decoupling will create a problem with these people.

REP, CARLSON Agreed, saying most of his e-mail and messages have been regarding the
bonds.

SEN, WARDNER Stated, if we end up 1.6 million dollars less, that is fine with him, we will

just have to dig and scratch and claw to figure out our budget for next time. I think what has
been put together here is pretty close to being right, I think we should probably tax them,
because the other states are,

SEN, NICHOLS He thought grandfathering in those who already have purchased bonds, so
they don’t have to pay a tax on something, that when they went into the agreement, they did not

have to be taxed. From the standpoint of all of those other stutes, that do tax, we should also do
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that, He felt it should be effective for all of those who bought bonds before the bill goes into
cffect.

SEN., WARDNER Suggested the tax take effect, January 1, 2002,

SEN. CHRISTMANN  Why is it harder in two or three years, when someone is doing their

income taxes, for them to show that they bought that bond in 2002 not 2001, then it is to show
that they bought it in July of 2001, not June of 2001, It scems to me what we are setting up here,
is going to be kind of a rush on these, That would encourage North Dalota people to swerve
their assets out of state.

RICK CLAYBURGH, STATE TAX COMMISSIONER Intervened stating, there is an

administrative issue on how you handle these, We are different in North Dakota then the IRS.
When you purchase an investment, you have a capital gain which you report on your taxes. The
broker you deal with, sends a 1099 to the IRS, and they can track and compare your investiments,

In North Dakota, we don’t have audit capabilities at the individual level,

Committee members felt if people knew when the effective date was, they would act accordingly,
REP, CARLSON Agreed, that they were clouding the issue of decoupling with the same thing

that clouded it last time, and that was the bonds.

SEN. CHRISTMANN Wanted Mr, Schmidt to explain what his idea was regarding an average
length of bonds, would they be in effect for eight or ten years, or will they be gone.

FRED SCHMIDT He stated, a number of those out of state bonds would be ealled over the

next ten years, The yields are higher then rates today, so many of those institutions will
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refinance. | suspect you will see quite a turn-over in the bonds over the next ten years, already
have bonds that are advanced refunded to the year, 2007,

SEN. CHRISTMANN Asked what an average return was

FRED SCHUMIDT Bonds that they might be holding now, many of those have an interest rate
of 63/4%. 1 just had a bond that matured, & University of North Dakota bond, at 10 1/4%, mos!
of them are In the 6 - 7% range. Today, if you want to invest out of state, you will probably get 5
1/8%, In North Dakota, you will get 4,7%. He also commented, he didn’t think there would be a

rush to buy bonds, no matter what the effective date. Municipal bond investors invest based on

liquitity.

Committee members worked up a schedule as to what an investor would make with today’s rates
making $80,000. They came up with only twenty eight dollars difference, in the current tax rate,
versus decoupling.

RICK CLAYBURGH Prescnted an amendment #10529,tax5 for the committee’s approval,
The amendment deals with how we would address out of state taxpayers.

JOSEPH BECKER, STATE TAX DEPARTMENT Explained what the amendments did,
He explained what current state law did in regard to non residents.

REE. CARLSON Asked whether we would still be tied to the federal liability?

JOSEPH BECKER No.

SEN, CHRISTMANN Reminded the committee that a line should be added for use taxes.

RICK CLAYBURGH Submitted three more amendments from the tax department for some

legislators who are making suggestions, He wanted the committee members to review them
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before action on the bill.  One of the umendments was the rate structure regarding Rep.

Maragos’ blll, it does not have the same complexity, it just Jays on top of this bill. The sccond
amendment is a trigger mechanism, that was considered in ne Senate, but also has o study 1o it,
And one amendment is purely o study resolution that a committee of eight would be appointed,
six members of the legislature and two members appointed by the Governor, It would review the
tax change this year and make a recommendation either in a special session or the next regular
sesston of the legislature, It does not decouple at this point, About eight million doltars would
be lefl on the table for flscal year 2000, and (oo, if the President’s tux puckage is retroactive, One
of the potential benefits of that approach, is that we are talking about a significant change, and
whatever you do in decoupling, the tax department, basically, has three to four months to make
all of the changes, where if something is done later in the year, we would have close to ten
months to make the changes,

REP, CARLSON Stated committee members should think about what was discussed so the
committee could be ready for action tomorrow.

The meeting was adjourned,

CONFERENCE COMMITTEE 4-19-01, TAPE #1, SIDE A, METER #34

REP, AL CARLSON called the meeting to order with all committee members present.

He stated he wanted to address the taxing of out of state bonds, which Donnita Wald has an
amendment for, making the short form our standard form and the default form being the long
form, right now it is reversed. When anybody gets information from our state, they get

information on the long form, I believe another committee is addressing this, but it is more
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germaine to this blll then an economic bill. Another thing is to address the tople of un
amendment which was brought to us yesterday, about adding a line onto the tax form for
voluntary submisston of the use tax, and then, we will resolve the last issues of the bill in terms
of brackets and credits, or adjust it to a three level.

DONNITA WALD, ATTORNEY FOR THE STATE. TAX DEPARTMENT, Addressed the
amendments which she had drafted. She added language which would state on the long form that

it was now an option for computing taxes, and for the short form stated that was the simplified

form of computing taxes.

SEN, CHRISTMANN Asked why should we do this, what good does it do?

REP. CARLSON answerced, that basically, when any rates are published across the country,
they publish rates based upon our long form instead of the short form. Most of our taxpayers use
the short form.

SEN. CHRISTMANN Most publications I have ever seen show us at a fourteen percent rate,
REP, CARLSON This is a clean up of our language, ninety seven percent of our citizens use
the short form, so why aren’t we using that as our form and the long form as our default fora.
JOHN WALSTAD Intervened stating that we didn’t have to put this in this bill because it is
already in another bill, they will merge it in publication,

REP, CARLSON The final recommendation from you is

JOHN WALSTAD I don’t know what the chances of success of the amendment in SB 2033 is,
but if it is in there, it doesn’t have to be in both places.
SEN. CHRISTMANN Presented un amendment from Sen, Cook which would add a line to the

tax form to allow them to pay use tax. He asked the people from the tax department if there is a
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problem with administration regarding this, Also, he wondered il there was any problem with o

taxpayer who wants to use this, and buys something on the internet in January, but doesn't pay
their use tax until April, {s that a problem?

T T CK, STATE TAX DEPARTMENT  Answered stuting there was no
problem with that.
DONNITA WALD Questioned whether this was just individuals, or corporations, ete,
Committee members stated the intent was just for individuals,
SEN. CHRISTMANN Made a motion to have one line 1o claim use tax,
REP. WARDNER Sccond the motion, MOTION CARRIED BY VOICE YOTE,
REP, CARLSON Asked committee members 1o review a summary sheet regarding the
engrossed bill, page 3, line 7, which relates to out of state bonds,
S CHRISTMANN Stated he preferred to grandfather in the existing bonds, meaning that
they go into effect on the date this bill goes into effect. Stated he felt it was good to close this
loop hole, but didn’t feel comfortable with punishing people who played by the rules and bought
these bonds in good faith, my hope is to grandfather in the cxisting bond holders, He preferred
July 1, to be the effective date,
REP, SCHMIDT Asked what if someone has a long term bond for twenty years, will that be
grandfathered in for twenty years?
REP. CARLSON Yes, if they were purchased before the effective date of the bill, will be

exempt from North Dakota tax, He asked the tax department if there would be any problems

with the mechanics of this amendment,
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JOSEPH BECKER  Stated it wouldn't effeet the Issue elther way, it would be a compliance
issue, Thelr instructions will have to tell them which bonds we are looking for, which were
purchased nfier some date,

DONNITA WALD Was concerned with the date of purchase for the taxpayer, we are unaware
i all companies let the taxpayers know the dates,

SEN: WARDNER Asked il we set baek the date to the tax year, 2002, would that take care of
that?

DONNITA WALD  They may still have some bonds purchased before that date,

OFFICE O GEMENT AND BUDGET Commented, stating
where you would have a problem is people who buy bonds in mutual funds, at the end of the year
they will get a 1099, they give them the information as to what state the bonds come from, but
they don’t tell you of that four percent that comes from North Dakota, how many were before or

after that date,

REP, CARLSON Stated he was having trouble with these issues because they were clouding

up the reason we did the bill,

SEN, CHRISTMANN Asked if one of those municipal bonds would have sixty to seventy
percent into these types of bonds, or would that just be a small part of the mutual fund?

ROD BACKMAN That is a good point, most of them will have a small percentage of North
Dakota bonds. It won’t impact anyone taxpayer that much.

REP, CARLSON Questioned whether we are creating a bookkeeping nightmare,

JOSEPH BECKER Stated that from the tax department’s end, that was not a real concem. The

concetn will lie with the taxpeyer, From past experience with U S obligations, when we asked
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for that kind of breakdown, we have gotten complaints from taxpayers, sometimes they have to

run to their broker or their fiduciary in an estate of trust, and ask them for their records, and they

are not very happy with that,

KATHY STROMBECK Agreed with Joe Becker, that it wouldn't be as diftlcult for the tax

department as it would be for the taxpayer getting the duta back, and yet, it huppens in every
other state,

REPR, CARLSON 39 other states are doing it, they have some methodology to pick that up,
SEN. NICHOLS 'That was my comment, when 40 other states are doing it, we would not be
doing anything different other then grandfuthering in the one part,

REP, CARLSON If we delay it until tax year, December 31, 2001, and everything in the next

tax year is taxed, they have all of this year and you have this year to deul with how you are going

to handle it,

SEN. WARDNER Stated he also like starting with the beginning of the tax year, that would
simplify one part of it anyway.

SEN. WARDNER Made a motion to implement the date as of January 1, 2002,

SEN, NICHOLS Second the motion, MOTION CARRIED, 6 YES 0 NO

FRED SCHMIDT, PIPER,JAFFREY Commented that when bonds are set or priced, when

they come out on the initial offering, they are priced nationally.

Committee members discussed different rates for married and single and the tax credits.

Discussion was held if everyone owning a home received this credit. Donnita Wald stated there

‘ would be wage earners such as children living at home, ministers and teachers who rent homes or
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live in homes pald by their employers, farm homes, would not recelve the credit, Donnlta

questioned, what Is the geal, if it is for the low end wage ¢arner then you probably would not

ghve It to all taxpayers, but then it could be an unconstitutional factor.

REP, CARLSON Asked whether there was o way to state this so It is not tied to property, but
still have the twenty flve percent requirement in there, so that somebody is not paying anything
when he should have been paying something, The original intent of the bill was, to help assist
those at the lowest level of Income. Instead of establishing a rate bracket for them, we

established a credit which benefited them the most,

In discussing this idea, committce members felt it should be left at $230 credit.

REP, CARLSON Asked the Tax Depurtment staff to addres. ow it would look if we would

Ive the credit to everyone, prorate the non residents and make sure a wage earner isn’t paying
B

nothing. The meeting was adjourned but the committee planned to meet later in the day.,

CONFERENCE COMMITTEE - LATER IN THE DAY 4-19-01, TAPE #1, SIDE B,

METER #0 - 1100

REP, CARLSON Called the conference committee to order with all members present.

DONNITA WALD, STATE TAX DEPARTMENT Presented amendments which the
committee had requested earlier in the day,

Page 3, line 8, is the grandfather language for the municipal bonds.
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Page 6, line 26, 29, 30, 31, deals with the property tax credit. It removes the property tax

qualifier, renting qualifier and leaves the credit at $230, and $115 for married individuals filing
separately, It also adds some language for non residents regarding the ratio,

SEN, CHRISTMANN Asked if that was preferable from the tax department’s standpoint, (o
have the filing separate?

DONNITA WALD We can’t give you an answer to that, it really boils down to what the
Y

purpose of this credit is. We could glve you a better answer iff we knew what the committee’s

goal was,
SEN. CHRISTMANN lt can be done either way?
JONNIT there arc a number of ways to do it, She stated, depending what you do

. with the property tax credit, if you leave it as it is, Sen. Christmann asked this morning, that the

“and” in the mobile home and lot rent language be changed to “mobile home tax or lot rent”, if
the property tax credit stays the same, we need to get that “or” in there.

She also stated, that by grandfathering in the municipal obligetions the way we did, there is a

fiscal effect,

KATHY STROMBECK, STATE TAX DEPARTMENT Explained the fiscal effect of the

1.6 million per year, the least known number would be in the second year, they estimated it at

one half of 1.6 million,

Another amendment #10529.tax5 was presented to the committee drafted by the tax department,

. > ARDNER Made a motion to adopt Amendment #10529.tax5 as presented,
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REP._GROSZ Second the motion. MOTION CARRIED BY VOICE YO'FFE,

RICK CLAYBURGH, STATE TAX COMMISSIONER Stated it would be easier for the
stalf to work out the scenerlo if they know what the goa! is of the committee regarding the credit,
He stated they need to know what the committee is doing regarding the eredit und why ure they
doing it. They need to know that for administration purposes.

REP, CARLSON We just can't assign a credit and say we are giving o credit?

DONNITA WALD Stated, you could, I suppose. We can glve you the best doblur amount, we
need to know what the credlt s, is it $230, or $115 for married {iling single, we have the
martiage penalty thing,

REP, CARLSON Stated they will set the meeting for later tomorrow and get an answer to
them.

The meeting was adjourned,

CONFERENCE COMMITTEE 4-20-01, TAPE #1, SIDE A, METER #0
REP, AL CARLSON Called the conference committee meeting jo order with all members

present,

I1e reviewed the amendments which already had been adopted at prior meetings.

DONNITA WALD, STATE TAX DEPARTMENT Presented additional amendments for the
committee, tax6 and .tax7. Tax6 amendment ‘s assuming that the property tax qualifier is
removed from the bill. This clarifies that the non resident would only get a ratio of that up to

$230. By adopting this, you would take the property tax portion out of the bill. Tax7, leaves the
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property tax qualificr in and adds another qualifier which would cover the farm hand, the

minister, and those people who don't own their own home.

SEN, CHRIST Stated that the reason the tax eredit started out, it was in recognition of
property taxes going up, and the burden people have who pay properly taxes, however, it is not
only the property tax payors, the people who are renting are also suflering because of the high
rent they need 1o pay because landlords are charging more rent to pay the high property taxes,
‘T'his tax credit is an incentive for people who work hard and pay property taxcs.

SEN, CHRISTMANN Made a motion to adopt Amendment .tax7 as presented.

SEN. WARDNER Sccond the motion, MOTION CARRIED BY VOICE VOTE.

Because Amendment.tax7 was adopted, Amendment .tax6 was not neederd.

REP, CARLSON Returned to Amendment J(ax8, regarding the municipal bonds. He felt by

extending the date to December 31, 2001, he felt it would send & message for people to reinvest
in out of state bonds, He asked for the committee’s ideas on changing the date in the amendment

which had been adopted.

SEN. WARDNER Made a motion to reconsider the action whereby Amendment .tax8 was

adopted with the December 31, 2001, effective date in it

SEN. CHRISTMANN Second the motion. MOTION CARRIED BY YOICE VOTE.

Committee members discussed several different options and dates for effective dates. All

committee members agreed upon the grandfather portion of the bill, whereby, those who bought

municipal bonds before the effective date would be exempt.
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JOSEPH BECKER, STATE TAX DEPARTMENT  Was asked by whe conumittee it it was
better to have the effective date set at a quarterly basls,

He answered saying the taxpayer will probably not know what the mutual fund’s makeup is, the
fund probably wouldn't provide that to them, it would become an interesting compliance issue,
There is no information to sudit them on,

SEN.WARDNER Made a motion to change the effective date from Deeember 31, 2001, to
June 30, 2001,

SEN, CHRISTMANN Second the motion, MOTION CARRIED BY VOICE VOTE

RICK CLAYBURGH, STATE ' COMMISSIONER Intervened stating there probably
aren’t a lot of dollars involved.

SEN, NICHBOLS Presented amendment #10529.tax4, which would replace the bill with an
individual income tax committee to do an analysis of « study regarding federal tax legislation.
The reason he was doing this, is there is a fairly high fiscal note, and it would give the tax

department time to get ready for it, and he also felt there were a lot more things involved which

the committee did not see at this point,

REP, SCHMIDT Second the motion,

SEN. WARDNER Stated we need to get this thing started, it is a work in progress. He felt if

there were some problems, they can be changed in the next session.

REP. CARLSON Also felt we need to move ahead. He stated it will probably not be possible

to create neutrality for everyone, The reality of the feds cutting the taxes is real. Isupport the

decoupling, He didn’t think a study is appropriate right now, even though a study has merit,

REP. SCHMIDT Also felt it might be better to have a study.
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MOTION TO ADOPT AMENDMENT. #10529.0tax4 FAILED 2 YIS 4 NO

REP. GROSZ Made a motion that the House accede to the Sennte amendments and further

amend with the amendments which were adopted.

SEN. CHRISTMANN Sccond the motion,

After discussion, Sen, Christmann suggested that all the amendments which were submitted, be
drafted together by the Legislative Council so it would be casier to see what they all looked like
combined.

REP, CARLSON Agreed with that suggestion and asked Rep. Grosz and Sen. Christmann to

' withdraw thelr motions, which they did. Rep. Carlson also asked the Tax Department to run

some charts which included all ¢ {the adopted amendments and to drafl a new fiscal note,

The committece was adjourned until Monday, April 23, 2001,

CONFERENCE COMMITTEE 4-23-01, TAPE #1, SIDE A, METER #30

REP, CARLSON Called the conference committee to order with all members present.

Adopted amendments were all drafted together from the last meeling and presented to committee
members as Amendment #10529.0408,

Donnita Wald submitted a summary of how the bill would read with the amendments added.
Also submitted was a work sheet and chart showing what a married filing jointly return would
be and a single filing.

REP. CARLSON Asked Kathy Strombeck what the forecast was for the biennium
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KATHY STROMBECK Stated she thought it would be two hundred twenty million for fiscul
yeur 2002, and approxinately two hundred twenty four million in tiseal 2003.

REP, CHRISTMAMNN Asked what the forecast was if the bill was killed,

KATHY STROMBECK Stated it would be the same as it was projected on the fourteen
percent income tax.

JOHN WALSTAD ' Y I \ JVE COUNCH, Explained the
amendments which were prepared April 23, 2001, See copy of summary of wmendments as they
would look in the bill,

Mr. Walstad specifically stated, that the credit for married individuals (iling a separate state
income tax return is limited to one hundred fifteen dollars for each spouse, tnless separate
returns are required under subsection 2 of section 57-38-31, and one of those spouses is not
required to file a return under this chapter,

REP, SCHMIDT Asked what the qualifications were that determined you were a non resident

of North Dakota,

JOHN WALSTAD There are a number of circumstances where a non resident could live twelve

months in North Dakota, the military comes to mind.

He stated the status of non resident, does not excuse income tax liability, if that person carned
income in that state, it is taxable by that state. They file on a non resident status, but do have a
filing obligation.

KATHY STROMBECK Gave the actual numbers of what the forecast would be, the 2002
forecast is two hundred nincteen million seventy seven thousand, for 2003 the forecast is two

hundred thirty one million, three hundred seventy thousand. This is just a baseline forecast,
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REP, CARLSON Agaln reviewed the blll with amendments attached, to make sure all

committee members understood how It would read,

SEN WARDNER  Mude 2 motion that the Senate recede from the Senate amendments and that

Amendment #10529.0408 be adopted, and then DO PASS AS AMENDIED,
SEN. GROSZ Sccond the motion. MOTION CARRIED 4 YES 2 NO

The Conference Committee meeting was adjourned,

CONFERENCE COMMITTEF. 4-25-01, TAPE #1, SIDE A, METER #35
REP, CARLSON Called the conference committee to order with all members present,
HB 1399 conference report was not aceepted on the House floor, and was therelore, returned to

commitiee,

REP, CARLSON Gave six options which the commiitee could do to pass the bill out of

committee, 1. We could send the same plan back to the floor and take our chances with that

plan, 2, We could review the plan and amendments which I submitted, it was a three step plan

with no credit. 3. We could address amendments foi a five step plan which would continue to

tle us to the way the federal has its steps established, 4. We could address amendments that deal

with a trigger mechanism, leaving us coupled, and have a trigger mechanism on raises when the

revenue is below a certain level, 5. We could address a study. 6. Any plans, four steps, ten

steps, whatever we think we need to do to address what seems to be the biggest concern, that no

one pays a nickel more than they did in the previous system,

SEN. CIIRISTMANN Stated on the Senate side they looked at two ditferent trigger

mechanisms which were built into code. It was also discussed in the Senate, to turn the
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responsibility over to the tax commissioner to keep it revenue neutral, and have the
commissioner set the rate.

REP. CARLSON Presented amendments which were prepared by the state tax commissioner’s
office which say that the tax commissioner and the office of management and budget shall report
the calculated effect to the budget section of the legislative council. If the budget section
calculates that there will be a short fall by two million dollars or more for the taxable year, the
individual income tax will be adjusted as provided in section two. Then it goes in increments of
two million, six million, ten million, etc., it basically, increases in increments of four million
dollars of a short fall, and the rates could range from fourteen percent up to about sixteen percent,
with a thirty million dollar short fall. He asked the committee to address the recommendation by
which the bill was passed out of committee for the two step plan with a credit in there. He stated
the legislators on the House side brought up numerous items in the conference committee report,
they didn’t settle on any one comment. His personal opinion was, that if the bill is taken back to
the floor the way it is, they will probably pass the conference committee report but kill the bill.,
SEN. CHRISTMANN Suggested they discuss all of the options he mentioned,

REP, CARLSON Reviewed a handout which showed three rates which were, 2.0% for the first
twenty thousand, 2.6% on twenty thousand to eighty thousand if you were married and 4.8% over
elghty thousand. If you were single, it was 2.0% on the first ten thousand, 2.6% on ten to forty
thousand and 4.9% over forty thousand, When you looked at the numbers there, there were just

as maty bumps in that system as there were in the two step with the credit,
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SEN. WARDNER Stated his perception is, if there were too many bumps in the one we sent up,

there will be too many bumps in the three step one also. A lot of the objection was that some
individuals would pay more, but some would pay a little less.

REP. CARLSON Went back to the original intent of the bill, he stated, his original intent was
when he introduced the flat tax with the three percent. With our small population state, the tax
should be simple, fair and casy to administer. The flat tax had a lot of bumps, because when you
started at 2.01% or whatever and the federal ended up with 5.54%, then all of a sudden, your line
is at 3%, it might be a fair tax because everyone pays the same amount, but we found out in a
hurry we couldn’t get that out of committee.

SEN, CHRISTMANN Stated the flat tax left worse bumps, because e people that would pay

more were the single folks in the seventies in the three hundred thousand range and married folks
in the one hundred fifty to three hundred thousand range. If there was that level of concern that
those folks don’t pay more, there will sure be a larger amount of concern over some people only
making twenty five to thirty thousand paying more. Idon’t see this to be a formula that has even
as good a chance as the other one.

REP, CARLSON Stated, what has been frustrating to him is, he never liked the five step
system, We try to break away from, what 1 think, is a regressive tax system, then everybody
judges the merit of this system because it is different,

SEN. WARDNER Commented on the trigger option. He stated he didn’t like leaving the
raising of rates in the hands of someone else, that is the legislator’s job. We will be held
responsible for that, so I do have a concern about it being on a trigger. Through all of this,

people will say, if you raise my taxes, and that will be a tax Increase for everybody, you will hear
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from me. I didn’t think there were that many people who felt that strongly about it, but believe
me, there are. They want all kinds of services, but they do not want their income taxes or any tax
increase,

REP. CARLSON Agreed with Sen. Wardner., If we want to relinquish the authority, then we

should introduce a bill that says, if the Governor sees a shortfall revenue, he should raise the
taxes, or the tax commissioner sees it, he should raise the taxes, but for us to just divest oursclves
of that, then take it to the budget section, which is not the full assembly, to approve a tax
increase, I wouldn’t put my name on anything with a trigger on it. [ voted on the gas tax, but that
is a different deal.

REP,_GROSZ Another problem with a trigger happening, is in small businesses, they already
have started the year with withholding, what breaks do they use?

REP, CARLSON You will probably be short.

REP, GROSZ Then alot of employees will be mad because they will owe at the end of the year.
RICK CLAYBURGH Intervened stating an income tax trigger is different then the gas tax
trigger. Gave a history of what happened over the past twenty years.

REP, CARLSON Gave his perspective of promises made to protect the revenue, and now we
are wondeting if we should protect the revenue, nhow we know willfully, there may be a tax cut
on the horizon, spent the money and have not addressed the issue of the revenue source. |
suppose we can harvest the bank some mote, or we can broadbase cut. We really need to address
the core issue here, do we or do we not, want to protect the revenue stream that we have
projected in the budgets that we passed on the floor of the House and the Senate, 1didn't see a

lot of NO votes that slowed the spending down. We passed those budgets 96 to 2.
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SEN. WARDNER To our constituents out there, they think we are raising the taxes, we would

have to do a good job of educating, the money is the sume, the percentages are different.
Stated he also had a problem with the legislature handing over their responsibilitics to an

executive branch.

SEN. CHRISTMANN No matter what we do, everyone will not pay the same as they did in the

old plan, to be revenue neutral in the state, The federal government is not talking about lowering
the percentage rate. You hear all kinds of amounts that they are cutting. They are talking about
several things for the marriage penalty, Some of us will benefit, some of us don’t. We can’t do
anything that will be exactly neutral for every person in the state. If we are going to try to come
up with something that affects nobody, we will never do anything creative in this legislature.

He felt we are finding a couple of people who will pay more, then we throw the whole thing out,
REP, CARLSON Agteed with everything he said.

SEN., NICHOLS He agreed there is no way we will make everyone neutral, regarding the five
step plan, how many changes would have to be made to take into account everything we had in
the bill,

DONNITA WALD, STATE TAX DEPARTMENT Presented amendments with a five step

plan. She stated everything was the same except the rate structure and took out the municipal

bonds.
REP, CARLSON Asked why the municipal bonds were taken out.
DONNITA WALD Stated the commissioner made her do it...
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RICK CLAYBURGH Stated they were confused as to the discussion which svas on the House
floor yesterday, regarding the bill, so they threw a few ideas together harboring on the revenue

neutral, by pulling out the municipal bonds, it maintained a revenue neutral bill,

Committee members had several questions regarding the amendments as presented.

REP, SCHMIDT Felt the bill should be turned into a study.
JOHN WALSTAD, ATTORNEY FOR THE LEGISLATIVE COUNCIL

Commented on some of the questions which arose, He stated the reason this exists, is that
Congress got a lot of criticism for sitting back and taking extra revenue from taxpayers and
incomes rose, what happened is, you don’t just jump across a line into a higher bracket, that extra
two percent earnings you have each year is taxed at the highest rate, wherever you are in the
current rate structure, Congress, as a concession to taxpayers, created this indexing system. The
IRS does not just pick a number and adjust these rates. It is set by law how that factor is
determined based on consumer price changes and so on, In drafting this, what I was told to do
was, just get us out from under the federal rate system, get us back to taxable income. Then, set
up a bracket system, basically, fourteen percent of whatever those federal brackets are. In doing
that, that is the numbers you see here, that is the fourteen percent, but to keep us on keel of what

is happening on the federal level, I added this inflation thing that Congress has in it. So if in one

year, we change the brackets the way the federal brackets do, so we stay even with the federal

government,
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REP. CARLSON There is still the argument, that if you have a rate, it is a rate. If the income

level goes up, you are still paying 2.1%. I am assuming that if you do a five step, if you make
thirty cight thousand, five hundred dollars, this is your tax. It would be one percent on the first
twenty seven thousand and everything over that would be 3.92%, | would imagine you will have
a table, or are you going to let them calculate it

RICK CLAYBURGH Stated they will have tables,

REP. CARLSON There is no extra work for you?

RICK CLAYBURGH ‘There will be u little more labor on our part, but not for the taxpayer.

SEN. WARDNER Stated he was against the study. He stated we need to protect the revenues.

He stated he was a little frustrated with the whole thing, He felt we need to decouple, When we
went into this, we said we don’t want any state revenue and don’t want any decreases, We want
to protect the current stream and keep it simple. We do have demands, right now we have a

conference going on in educational funding. If we study, and the cuts do come down, it is not if,

it is when they come down and how much. It will happen before the two years is over, we are

going to come up with a shortfall, and we will be in big trouble. We cannot be studying, This

reminds me of the teacher’s retirement fund, which we deal with every year that | am in the
legislature, Every session, we are reminded of the bailout in 1978, the legislature didn't take care

of the input, but kept increasing the output, That is why we are where we are right now, A

study, to me, is out of the question.

REP, CARLSON Stated he agreed with Sen. Wardner.
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After more discussion, the committee agreed to come back later in the day with the idea they
would pass the bill out of committee someway. He asked the tax department people if they could
determine how difficult it will be for the normal North Dakotan to do his taxes,

Meeting was adjourned unti! later in the day.

CONFERENCE COMMITTEE LATERIN THE DAY 4-25-01, TAPE #1, SIDF. B,

METER #0 - 4800

REP, CARLSON Called the meeting to order with all members present,

DONNITA WALD, STATE TAX DEPARTMENT Submitted amendment #10529.t1x10

which the committee had requested earlier in the day. She stated the vnly thing that changed
from the amendments this morning, is the grandfathering in of the out-of-state municipal bonds
on page 3, subdivision e. The second thing that was done, was to take the language out relating
to the use tax line. And, the third thing discussed this morning was the indexing in doing
something that does not trigger out what the feds do. We are still working on that language, we
have to set up our own time tables and time lines, that would be page 2, subdivision h.

REP. CARLSON Asked a question relating to subchapter S corporations, will this affect
anybody besides individuals.

JOSEPH BECKER, STATE TAX DEPARTMENT Answered stating the adjustment is in

the law now, relating to financial institutions. We won’t double tax them, and we won’t allow

double losses, it {s not a concern on their part,

SEN. CHRISTMANN Related to rates on page 1 and 2, is that all in HB 1055, or have they

been altered to accommodate the changes in capital gains and that type of thing.
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DONNITA WALD They already have been accounted for in HB 1055,

SEN, CHRISTMANN What about the ten year retirement thing, is that accounted for in here?

DONNITA WALD Yes, this amendment has in it, the Senate amendments, except the

property tax. It is revenue neutral,

RIiP, CARLSON Asked Donnita Wald if all items on the list were covered,

DONNITA WALD Stated yes, to all items which he read off of the tax list,

SEN, CHRISTMANN Asked a theoretical question, if the federal tax cut, what ever amount
they come up with, one of the things they always talk about is & more drumatic cut in capital
gains, then the regular income rate, if two percent is cut, then if this is revenue neutral, aren’t the
people who do not pay capital gains cumulatively, pay two percent more?

RICK CLAYBURGH Stated that is a little theoretical, at this point, the president’s tax

package does not address long term capital gains. It addresses marriage penalty rates, per child

tax credit and estate tax.
SEN. CHRISTMANN You could use the same thing for a child tax credit, if this is neutral,

and whatever percentage you want to throw in comes off for people who have children, doesn’t
that mean we have a tax increase for everyone who doesn’t have children?

RICK CLAYBURGH The per child tax credit is an issue we currently pick up on our federal
form after we pick up our state tax, Any adjustment in the per child tax credit, does not have any
affect. We don’t pick it up at all in North Dakota. The only issue in the federal adjustment that

is currently being discussed in Washington, are rate adjustments, what level we don’t know and

the reduction of marriage penalty.

. REP, CARLSON Anything you mention would be applied to either system,
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RICK CLAYBURGH That is correct.

SEN, CHRISTMANN Stated he didn't think we need to add the provision on the municipal

bonds at this time.

KATHY STROMBECK, STATE TAX DEPARTMENT Submitted information which

addressed the simplicity of the five rate system. See attached copy of the explanation.

REP. CARLSON Asked how many people file electronically.

RICK CLAYBURGH Stated today, 50,016 people filed clectronically.

Gave an explanation as to how easy it is to file electronically. He stated if individual taxpayers
file under the same assumption next year as they did this year, the individual will virtually see no
change.

SEN, NICHOLS Asked if the transition costs would be the same for this as what we talked
about eatlier?

REP. CARLSON Stated there were different numbers, we get a different number from the
ITD, then we get from the Tax Department,

RICK CLAYBURGH Stated there was confusion, because when they first sat down with the
Senate comniittee they talked about two proposals. One proposal was & bandaid approach which
was putting a new system on top of the old system, within the next two bienniums, that estimate
was $300,000, the other rewrite system was $700,000. The bandaid cost for the biennium was
462,000, the rewrite was $912,000. But, we weren’t anticipating decoupling, that wasn't part of
our game plan,

Expansion of printing of the booklets, postage, post cards, will be extra costs,
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SEN, NICHOLS Typically, if this transition were to take place, would that budget go through

yours or the technology department?
RICK CLAYBURGH To my understanding, it will be put in our Ludget.

REP, GROSZ dirccted a question to REP, WINRICH relating to the floor debate yesterday.

Would these amendments alleviate the questions you had,

REP, WINRICH Stated, in his opinion, this was as close as we would get to being revenue

neutral by decoupling.

RICK CLAYBURGH Wanted to thank the committee and publicly thank his staff for the work
they did on this bill. He stated they will be utilizing all of their resources to have this system up
and working by August. It will take a lot of effort 1o be running by nex!{ tax scason,

REP, CARLSON Stated, when you talk 220 million dollars of the taxpayeis money, that is not

a little issue, that is a big {ssue.

SEN. CHRISTMANN Stated those sentiments (o the tax department, don’t just come from the

commissioner, stated he was speaking for the whole committee.

REP, CARLSON Stated it was our responsibility to get the facts, but we only get the facts
when we ask somebody else for the facts, We appreciate your help, you guys have done a 200d
job for us. You have been very direct and straightforward and honest with your answets, That is
really important to us, because we rely on what you give us. 1 felt really good about any
information I got, even if I didn’t like what I saw.

SEN, CHRISTMANN Made a motion to remove Section e, page 3, which relates to the

municipal bonds.

SEN, NICHOLS Second the motion.
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During discussion, Sen. Wardner felt it was fair thing to have them in, but after thinking about it
some more, [ really think it is important that we decouple, the municipal issue really did not have
a hearing, even though I feel they should probably be in there, I will support the motion so that
we have one less piece of deadweight on the bill.

SEN, NICHOLS Agreed with Sen. Wardner.

ROLL CALL VOTE WAS TAKEN WITH 6 YES 0 NO

MOTION CARRIED.

REP, CARLSON Asked if everyone understood the indexing which was built in, Mr.

Clayburgh gave an interesting piece of information that Ronald Reagan put that in the tax laws
some years back, to address that very thing, that people weren’t, by making more money,
automatically taking more money home, because it sometimes put them into another tax bracket.

He asked Donnita W.ld if there was a regional index that could be used, because sometimes it is

different for the national,

SEN. CHRISTMANN Stated this may be another thing they would be attacked for not studying

enough,

RICK CLAYBURGH Stated it was in existing law already.

JOSEPH BECKER Statéd for everyone’s information, when the bill was originally drafted, the
2001 federal rates that were used to draft these rates, we used the ones that we knew about at the

time, but since then, we have learned there were a couple of brackets that moved by about twenty
five ot fifty dollars, Do you want us to correct that>

Committee members agreed that it shiould be corrected.
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REP, SCHMIDT Asked whether he could go home and explain to his constituents that they

will pay fourteen percent of the federal regardless what the federal does,

RICK CLAYBURGH Stated you can tell your constituents that their tax iiability for North

Dakota will virtually be the same next year, based on all things being equal.

SEN. WARDNER Made a motion that the Senate recede {rom the Senate amendments and

adopting amendment #10529.tx10.

SEN. NICHOLS Second the motion. MOTION CARRIED 4 YES 2 NO

After discussion and voting, committce members felt that they wanted to see the adopted
amendment in its finished form before the bill was passed to the House floor.

The committee will meet again Thursday morning, The meeting was adjourned.

CONFERENCE COMMITTEE 4-26-01, TAPE #1, SIDE A, METER # 0
REP, CARLSON Called the conference committee meeting to order with all members present.

The committee meeting was called only to review the finished product of the amendments.

JOHN WALSTAD, ATTORNEY FOR THE LEGISLATIVE COUNCIL, Gave an

explanation of the amendments on the items the committee had adopted in yesterday’s meeting.
He stated some of the dollar amounts changed slightly from yesterday’s meeting.

REP. CARLSON Presented index numbers which Joe Becker, State Tax Nepartment, had
submitted to him,

JOHN WALSTAD Stated that if you look at Job Services’ Website, they have all kinds of

indexes for all kinds of stuff, very specific, or faitly general,
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JOHN WALSTAD Also mentioned that the IRS has recently done some tweaking in the

income brackets that you see, he explained the slight changes which occurred.
He also stated that the out-of-state municipal bond issue is now out of the bill.

SEN. CHRISTMANN Asked whai number would be used in publications telling people what

our tax rate was,

REP, CARLSON Stated most ¢very state publishes a range, unless they have a flat tax.

RICK CLAYBURGH, J” coupling did not occur, we would have been reporting a
fourteen percent linbility with an asterisk, which we would then publish the effective rate of 2.1%
to 5.54%, with the asterisk saying this is calculated by toking fourteen percent of your federal
liability, With HB 1399 now, the cffective rate and the actual rate are the same, we will be
reporting 2.1% to 5.54% with no asterisk. In the commerce bill, we will be reporting the short

form. Our optional return will be the long form.

All committee members approved the amendments as presented and the vote from yesterday’s

conference committee meeting (April 25, 2001) remained, The meeting was adjourned,
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HREPORT OF CONFERENCE COMMITTEE
HB 1399, as engrossed: Your conference committee (Sens. Wardner, Christmann, Nichols
and Reps. Carlson, Grosz, Schmldt) recommends thal the SENATE RECEDE lrom the
Senate amendments on HJ ﬁages 1366-1368, adopl amendments as follows, and
place HB 1399 on the Seventh order:

That the Senate recede frorn ite amendments as printed on pages 1365-1368 of the House
Journal and pages 1182-1186 of the Senate Journal and that Engrossed House Bill No, 1399
be amended as follows:

Page 1, line 1, after "Act" insert "lo create and enact a new subsection 1o section 57-38-31 of
the North Dakota Century Code, relating to space on income tax returns o report and
g%ms!ts uas1e 1tfixee;", replace "section” with "sectlons”, and after "67-38-30.3" Ingert "and

Page 1, line 2, after "return” Insert "and the filing of composite returns; to repeal section
67-38-34.1 of the North Dakota Century Code, relating to an optlonal card income tax

return”
Page 1, line 17, remove "adjusled gross Income and a federal"
Page 1, line 21, overstrike "This tax Is", remove "two and seven-lenths", and overstrike

"percent of the Individual's, eslate's, or"

Page 1, line 22, overstrike "trust's adjusted federal", remove "taxablg", oversirlke “Income",
remove "that is taxable to this state", and overstrike "for"

Page 1, line 2|8, oversirike "the taxable year" and replace "[f the Indlvidual's, estate's, or trust's

" with:
"a.  The tax for an indlvidual, esfate, or lrugst is computed at the foliowing
rates:
(1) On North Dakota taxable Income not In excess of forty
thousand dollars, a tax of two and elght-tenths percent,

{(2) On North Dakota taxable Income In excess of forty thousand
dollars, a tax of four and nine-tenths percent.

b. The tax for marrled Individuals filing a Jolnt return is computed at the

following rates:

(1) On North Dakota taxable income not In excess of eighty
thousand dollars, a tax of two and eight-tenths percent,

(2) On North Dakota taxable Income In_excess of eighty thousand

dol tax of four and nine-tenths percent.

¢. For g nonresldent indlvidual, estate ur trust, the tax determined under

subdlvision g or b, whichever applies, must be multiplled by a fraction
in which:

. (1) The numerator Is the individual's federal adjusted gross income
derived from North Dakota sources. increased he additio

In subdivision e of subsection 3; and

(2) DESK, (2) COMM Page No. 1 HR-73-9117
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(&) nominater i the Indlvidual's federal agjusted gross

ncome from all sources. Increased by the _addition in

subdlvision e of subsection 3, and reduced by the nel Income
poclfied in_ subdivisionsa and_b_ of

from. th
subsectlon 3
Page 1, remove line 24
Page 2, remove lines 1 through 8
Page 2, line 7, remove "wifg flling & joint slale Income tax retumn”

Page 2, line 8, overstrike "The adjusted federal”, remove "laxable", overstrike "Income”,

remove "for purposes of thig gaction”, and overstrike "for a"

Page 2, line 9, overstrike "resident’, remove “gr nonresident”, and oversirlke "indlvidual,
estate, and frust must be determined by"

Page 2, line 11, remove " _the taxpayer's taxable", oversirike "Income", remove "tiial
is_not", and overstrlke "taxa le to"

Page 2, line 1;2. overstrike "lhis state", remove "from", overstrike "the tolal", and remove

Page 2, line 13, remove "taxable" and overstrike "Income as reporled on the federal Income
tax return. To the extent they"

Page 2, line 14, oversirlke "are Included in the taxpayei's federal", remove "laxable", and
overstrike "Income, the following”

Page 2 ine 16, overstrike "amounts must’, remove "algg”, overstrike "be", and replace
" with "For purposes of this sectlon. "North Dakota taxable Income” means

he federal taxable Income of an_Individual, estate, or trust as computed under the

nternal Revenue Code of 1986, as amenc u "

Page 2, line 16, overstrike "Interest” and Insert Immediately thereafter "Reduced by interest”

Page 2, line 19, overstrike "The" and insert Immediately thereafter "Reduced by the"

Page 2, line 25, overstrike "An" and Insert immediately thereafter "Beduced by the"

Page 2, after line 27, Insert:

"d, Reduced_ by thily percent of the excess of the taxpayer's net
ain for the taxable year gver the net short-term

Jong-term_caplital ga
aglxgl loss for that year, as gompgtgd for purposes of the Internal
Revenue Code of 1986, as amended.

e. Increased by the amount of any income exempt from federal income
x which consists of interest and dividends from foreign securities or

Interest from securilles of states and political subdivisions that are
purchased after June 30.2001, except that interest upon obligations
of the state of North Dakota or any of its political subdivisions may not

be included,

Increased by the amount of a lump sum distribution for which income
averaging was_elected under section 402 of the Internal Revenue

(2) DESK, (2) COMM Page No. 2 HR-73-9117

=
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cm_quaas.[aﬁ_u&w .as.amended, This a ent does
not apply It the laxpayer recelves the lump sum distribution while a
of this sfate and the disiributlon ls_exempt from taxation

by this stale under federal law,
d mwmnmmgquﬁugmﬁmmwmm_pmgd through

payer In connection with an allocation and apperfionment tg
l%m@@gmm&“

Page 4, line 21, after the overslruck perlod Insert "Each agjustment In subseclion 3. excep!
WMMMMUM&@WMMMQ
nszamuuggmgd.ﬁngﬁmmgned_m

Page 4, line 22, after the overstruck purlod insert '6," and overstrike "A husband and wife" and
Insert Immediately thereafter "Marrled individualg”

Page 4, line 27, replace "5" with "6"
Page 5, line 4, oversirike "entire" and Insert Immediately therealter "federal”
Page 6, fine 6, replace "g" with "2"

Page 6, line 19, replace "7" with "§"

Page 5, line 26, replace "§" with "g"

Page 5, line 27, replace "9" with "10"

Page 5, replace lines 29 and 30 with:

"11. A qualifying taxpayer Is entitled o g tax credit of up to twenty-five percent

f labill s
ndred thirty dollars for any return filed under this sectlon. The gredit for

marrleddlnd viduals fllllnq separate stale income tax returns Is limited to one
Mwwmw
r_e_gy_mq_u_ng er subsectlon 2 of section §7-3 h es

uired to file a return under this chamtef Fgr puroqses of thls

e

subggct on. a "quallifylng r'_means durl
taxable year:

a. Pald property taxes under chapter 57-02 on property In this state;

Leased and paid rent for real property In this state;

¢. Pald mobile home tax under chapter 57-55 or lot rent for a moblle

home in this state: or

d. Occupled housing in thls state as rimary residence, which was
provided by the taxpayer's employer as part of the employment

=

relationship,
12, _a. A taxpayer Is entlfled to a credit agalnst the tax lmgos by this
‘ section for any unused federal credit for prior Ini X,
"Unused federal credit for prior year minimum tax™ m ggg the amount
f the federal credit for prior year minimum tax atiributable to federal

alternative minimum tax included_in the taxpayer's federal income tax

liability for purpose this section for taxable years begqinning before
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1. teduced by the total amount of the federal credit for

. January 1, 200
prior year minimum tax claimed on the taxpayer's tederal income jax
return for all taxable years beginning after December 31, 2000,

The credit under lhls subsection Is equal o fourteen percent of Ihe
portion_of _the unused_federal credit for prior year minimum lax

MMMMQMM&E&MM%%%

vear, For a ponresident laxpayer, the credll determined under thig
subsection must be multiplied by the purgentage that the nonresident
d_gross Income s of the

{axpayer's
nonresiden!'s federal adjugted grogs income,

The credit under this subsection is_not allowed for taxable years
beginning after December 31, 2004,

At the_eleclion of an individual taxpayer engaged in_a_farming

.mgﬁwimmm subsection 2 for the taxable year must
be equal to the sum of the Igiigw ing;

(1) I&Wﬁ%ﬂ?&@wﬂm@m&uﬁm
income reduced by elected farm incoms,

(2) The lIncrease In tax Imposed by subsection 2 which would
result If North Dakota taxable Income for each of the three prior
laxable years were Increased by an amount equal to one-third
of the elected farm Income. For purposes of applying. this

paragraph 1o taxable years beginning before January 1, 2001,
he Increase In tax must be de_grmingggy__eggmp ting the tax

in the manner prescribed by the tax commissioner.

M@MWLW@
mmwjmmmmmawmﬁ
elected farm Income as defined In section 1301 of the Internal
Revenue Code [26 U.S.C. 1301],

The reduction In North Dakota taxable income under this subsection
must be taken into account for purposes of making an election under
this subsectlon for any subsequent taxable year.

d. The tax commissionet may prescribe rules, procedures, or guidelines
necessary to adminlster this subsection.

The_tax commissioner may prescribe tax tables, to be used [n computing
the tax according__thu_b_e@j_o_n_g.iﬂle_moun s of the tax tables are
based on t rates set f in subsection 2. If prescribed by the tax
commlgslong[, the tables must be followed by every indlvidual, estate, or
trust electing to determine a tax under this section,

SECTION 2. A new subsectlon to section 57-38-31 of the North Dakota
Century Code Is created and enacted as follows:

. The tax commissioner shall Include on each Iindividual income tax return a
e for reporting use taxes on purchases by the taxpayer from

out-of-state retallers during the taxable year. The commissloner shall
include In the Instructions with individual income tax returns instructions for
reporting, computing, and remitting use tax llabllity under chapter 67-40.2,
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or_ghall keep separale records of uge lax collections
under i.and those collections must be allocated as provided in
mmw,mgﬂmmmmmem_m
administration of this subsectlon,

SECTION 3. AMENDMENT, Section 57-38-31.1 of the North Dakota Cenlury
Code Is amended and reenacted as follows!

§7-38-31.1. Composite returns, Parinerships and subchapter S corporations
may file a composite return on behalt of nonresidentlal Individual partners or
shareholders In the manner Erescrlbed by the tax commlssloner. Any amount of tax
pald by the parinership or subchapter S corporation on the composite return on behalf
of a nonresident partner or shareholder constitutes a credit on the North Dakota return
of the nonresident individual on whose behalf the tax was pald by the partnership or
gubchapter S corporation.  Any return filed by a partnership or subchapter 8
corporation under this section is considered as the return of the nonresident individual
partner or shareholder on whose behalf the return is filed. The tax under this saectlon
must be computed by multlplylng the aggregate of the shares of North Dakota taxable
Income mmmwmuﬁmmmmmmmmmummmm
composite return by the—highesi-federal—tax—rate—for—individualo—tmee—the—tax—rate

SECTION 4. REPEAL. Section 57-38-34.1 of the North Dakota Century Code
Is repealed.”

Page 6, remove lines 1 through 9
Renumber accordingly

Engrossed HB 1399 was placed on the Seventh order of business on the calendar.
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Your Conference Committee

For the Senate: For the House!

SEN. WARDNER 8 REP. CARLSON I
—BEN. CHRISTMANN ' —REP. GROSZ / }V

__SEN. NICHOLS REP. SCHMIDT

[ reconnends that the (SENATE/HOUSE) (ACCEDE to) (RECEDErom)
123734 72%/12¢ 8724/M72¢ /M738
the /House) amendments on (SJ/HJ) page(s) -

and place on the Seventh order,
137

er) amendments as follows, and place

"on the Seventh order:

having been unable to agree, recommends that the committee be discharged
and a new committee be appointed. 690/818

((Re)Engrossed) was placed on the Seventh order of business on the
calendar,
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REPORT OF CONFERENCE COMMITTEE
HB 1399, as engrossed: Your conference committee (Sens. Wardner, Christmann, Nichols
and Reps. Carlson, Grosz, Schmidt) recommends that the SENATE RECEDE from the

Senate amendments on HJ pages 1368-1368, adopt amendmenls as follows, and
place HB 1399 on the Seventh order:

That the Senate recede from ils amendments as printed on pages 1365-1368 of the House
Journal and pages 1182-1185 of the Senate Journel and that Engrossed House Bill No. 1399

be amended as follows:
Page 1, line 1, replace “section” with "sections” and after “67-38-30.3" Insert "and §7-38-31.1"

Page 1, line 2, after "raturn” Ingert "and the filing of composite returns; to repeal section
57-38-34. 1 of the North Dakola Century Code, relating to an optional card Income tax

return”

Page 1, line 17, remove "adiusled gross Income and a federal”

Page 1, line 21, overstrlke "This tax is", remove "lwo and seven-tenths", and overstrike
percent of the Individual's, estale's, or"

Page 1, line 22, overstrike "trusts adjusted federal", remove "taxable", oversirike “income",

roemove "mm_ls taxable to thls slate", and overstrike "for"

Page 1, line 23, overstrike "the taxable year" and replace "if the Inc?lvidual 8, eslale's, or trust's

Qdﬁt&LﬁdJuﬁlﬁigLQsﬁ_LDQ_Qmﬁ" with "The tax for indlviduals Is eq
la_g.ieinmm_e_m_um;)_gd,by.ibmtos n the applicable rate schedule in subdivisions a
_slatus used for federal Income tax
purposes, For an estate or trust, jlle schedule In subdlvislon @ must be used for
pur pgggs of this ggbggg;lgn, Fo[ a_nonresldent_Individual, estate, or trust, the tax is
equal to the tax determined In accordance with the applicable schedule In subdivislons
mmgmwmmmmm@_urs bdlvision {.
a, Single, other than head of household or surylving spouse,
f Not K la Income Is: The tax Is equal to;
Not over $27.050 2.10%
Over $27.060 but not over $65,550 $568.05 plus 3.92% of amount over $27,050
Over $65,550 but not over $136,750 2.077.25 DlUS 4.34% of amount over $65,550
Qver $136,750 ot over $297,350 b5,167.33 plus 5.04% of amount over $136.750

ALl
Qver $297.350 $13,261.57 plus 5.54% of amount over $297,350
b. Marrled filing jolntly and survlving spouse.

If North Dako xable Income Is: The tax is equal fo:

Not over $45.2 2.10%

Over $45,200 but not over $109.250 $949.20 plus 3.92% of amount over $45,200

Over $109,250 but not over $166,500 $3,459.96 plus 4,34% of amount over $109,250

Over $166,500 but not over $297,350 $5.944.61 plus 5.04% of amount over $166,500

Over $297,350 $12,539.45 plus 5.54% of amount over $297,350
¢. Marrled filing separately.

If North Dakota taxable income Is: The tax is egual to:

Not over $22.600 2.10%

Over $22,600 but not over $54,625 $474.60 plus 3.92% of amount over $22,600

Qver $54,626 but not over $83,250 1,729.98 plus 4.34% of amount over $54.62
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83,260 but not over $148.675 $2.972.31 plus 5.04% of amouni Qvar $83,250
Qver $148,676 $6,269.73 plus 5.54% of amount over $148,67%

d, Head of household,
J{ North Rakota taxable income lg: The lax Is equal 1
A "”zﬁ.as.m 3.92% ¢! amount over $36,250
Qver $36.260 but not over ¢ 9
i noCovar Si3t08

Qver $93,660 bl $161,650 b3.011.33 plus 4.34% of amount over $93,65Q
8—yv_grr$151.650 ul nol over $297.350 5,528.53 4% of amount over $151,650

p12.871.8 mwmwum.m

@. Eslates and trusts.

If North Dakota taxable incomse ls; The lax Is equal fo:
/or $1.800 2,.10%

Nol ov
Qver $1,800 but not over $4,260 $37.80 plus 3.92% of amount over $1.800
Qver $4,260 but not over $6,600 $133.84 plus 4.34% of amount over ‘A.aﬁQ

Qver $6,500 but not over $8.900 b231.49 plus 5.04% of amount over $6.500
Qver $8,900 $352.45 plus 6.54% of amount over $8.900

f.  For a nonresident IndledﬁLﬁﬁlﬁL&.QLiﬁs_L_miiﬂx_dg_Qme&_uﬂdgr
ubdlvisions a through e must be multiplled by a

ap
fraction In which;

(1) The numeralor is the Individual's federal adjusted gross Income

derlved from North Dakota sources: and

(2)  The denominator ig the indly .l_dmLﬁLgMﬁﬂm&suaqm
gumg&_ﬁgug_d_bm;@i_nQO..m@___.r_o_ m the amounts specified In
subdlvisions a and b of subsection 3.

If marrled individuals who fil nt federal inco [ 1 uir

file separate state income etur er an vislo his ch

1gx under this subsection for each spouse must be ggtg[m[ngq_buggml_g
1 e rates_under subdlyl lgn b {o the §pouges joint North Dakota taxable
nggmg ang prorating the result betv_veeg the spouses based on_their

h Dako xable Inc

For taxable years beginning after December 31, 2001, the tax commissioner

shall prescribe new rate schedules that apply In lieu of the schedules set
forth in subdivisions a through e. The new schedules must be determined by
increasing the minimum and maximum dollar amounts for each income

bracket for which a_tax Is imposed by the cost-of-llving adjustment for_the
taxabl ar as determined by the secretary of the United States treasury for

_ug__e_!_f__d_.y__
purposes of section 1{f) of the United States Internal Revenue Code of 1954,
as amended. For this purpose, the rate applicable to each Income brggket

ot be changed. and the manner of applying the cost-of-living

may not be changed. and the manner of applying
adjustment must be the same as that used for adjusting the income brackets
for federal income tax purposes.”

Page 1, remove line 24

Page 2, remove lines 1 through 6

Page 2, line 7, remove "wife flling a Joint state income tax return”
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Page 2, line 8, overslrike "The adjusted federal', remove "{gxible", overstrike "income”,
remove "for purpeses of thig sectlon”, and overstrike “for a”

Page 2, line 9, overstrike "resident’, remove "gr_nonresident’, and overstrike "indlvidual,
estale, and trust must be determined by"

PagG 2| ”ne 11. femove " J.U.QJQXD_&Y_QL'_SJQL&DJQ". OVOFS{HKB uincome,,l remove "Hl&t
s not", and overstrlke “taxable to"

Page 2|: IIne 1|?. overstrike "this state", remove "from", overstrike "the total". and remove

federal

Page 2, line 13, remove "laxablg", and overstrike "income as reported on the federal income
tax return, To the exient they"

Page 2, line 14, overstrike "are Included in the taxpayer's federal", remove "taxable", and
overstrike "Income, the following"

Page 2, line 15, overstrike "amounts must", remove “alsQ", nversirke "be", and replace
"deducted” with "Eor purposes of this section, "North Dakota taxable Income" means
the federal taxable income of an_Indlvidual, gstate, or trust as computed under the
Internal Revenue Code of 1986, as amended, adjusted as follows”

Page 2, line 18, overstrike "Inter.sst" and insert Immediately thereafter "Beduced by Interest”

Page 2, llne 19, overstrike "The" and insert immedlately thersafter "3educed by the"
Page 2, line 25, overstrike "An" and Insert Immediatsly thereafier "Reduced by the"

Fage 2, after line 27, insert:

"d. Reduced by thirty percent of the excess of the taxpayers nef
long-term capltal galn for the taxable year over the net short-term

capltal loss for that year, as computed for purposes of the Internal
Revenue Code of 1986, as amended,

e. Increased by the amount of a lump sum distribution for which income
averaglng was elected under section 402 of the Inlernal Revenue

Code of 1986 [26 1),S.C. 402], as amended, This adjustment does
not apply If the taxpayer recelved the lump sum distribution while a
nonresident of this state and the distribution |s exempt from taxation

by this state unuer federal law.

f.  Increased by an amount equal to the losses that are passed
through to a taxpayer In connectlon with an allocation and
apportionment to North Dakota under chapter 57-35.3."

Page 4, line 21, after the overstruck perlod insert:

"Each adjustiment in subsection 3 may be allowed only to the extent the
adjustment is_attributable to Income allocated and apportioned to this

s!ala‘"

Page 4, line 22, after the overstruck eerlod insert "5." and overstrike "A husband and wlfe" and
Insert Immediately thereafter "Married individuals”

Page 4, line 27, replace "5" with "6"
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Page 5, line 4, overstrike "enlire" and Insert Immediately thereafter "federal”
Page 6, line 6, replace "§" with "7"
Page 5, line 19, replace "7" with "§"

Page B, line 25, replace "8" with "9"

Page 5, line 27, replace "g" with "10"

Page 5, replace lines 29 and 30 with:
"11. a. A_ jg_p,ayer is_entitled to a_credit against the tax_Imposed by thi,

o}
C.
12, a
b.

(2) DESK, (2} COMM

sectlon for_any unused federal credit for prior year minimum_tax,
"Unused federal credit for prQL year minimum tax" means the amouni

of the federal credit for prl LW&M@EQM@__&I
allernatlve minimum tax Inc,udﬁﬁﬁjhﬁiﬂ.pﬁm 's federal Incorne tax
of thls ‘ q '=.=_0=cu Ng b_QLQLQ

ﬂQL.QQﬂQQQMDQ :
prlor ygg[ minimum tax clalmed on thg lg pgygzg gggrglringgmg tax
return for all taxable years bealnning after December 31, 2000,

The_credit under this subsection Is_equal to fourteen percent of the
portion_of the unused federal credit for_prior year minimum_lax
clalmed on the taxpayer's fed Inco X n_and may nol
exceed the taxpayer's tax llabllity under this section for the taxable
year. For a nonresident taxpayer, the credlt determined under_this

ggsgclion must be_ mulliplied by the percentage that the nonresident

taxpayer's _North _Dakota adjusted gross Income is of the
nonresldent's federal adiusted gross Income.

The credit under this subsection Is not allowed for
beglnning after Decamber 31, 2004.

At the election of an lidlvidual taxpayer engaged in a farming

buslness, the tax Imposed by subsection 2 for the taxable year must
be equal to the sum of the following:

(1} The tax computed under subsection 2 on North Dakota taxable
income reduced by elected farm income.,

(2) The Increase In tax Imposed by subsection 2 which would
result if North Dakota taxable income for each of the three prior

taxable years were Increased by an amount equal to gne-xhlrg

of the elected farm Income. For purposes of applying this
paragraph to taxable years beginning before January 1, 2001,

the Increase In_tax must be determined by recomputing the tax

in the manner prescribed by the tax commissionet.

For purposes of this_subsection, "elected farm income” means that
portion of North Dakota taxable income for the taxable year which is
elected farm _Income as defined In section 1301 of the Internal

Revenue Code of 1986 [26 U.S.C. 1301], as amended.
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¢. Theraduction In North Dakota 1axable income under this subsection
musg! be laken Into account for purposes of making an elaction under
this_subsection for any subsequent taxable year,

d. The tax commissioner may prascribe rules, procedures, or guldelings
nacessary 1o administor this subsection.

13. The tax commisgloner may. prescribe {ax tables, to be used In_computing
the lax_according 1o _subgection 2, If the amounts of the lax tables arg
based on the tax rates set lorth In subsection 2. _If prescribed by the tax
commissioner, the iables rnust be followed by every. Indlvidual, estale, or
lrust determining e tax unter this section,

SECTION 2, AMENDMENT.Seclion 57-38-31.1 of the North Dakota Century
Code Is amended and reenacted as follows:

§7-38-31.1, Composlte returns. Parinerships and subchapter S corporations
may file a composlte return on behalf of nonresident Individual partners or shareholders
In the manner prescribed by the tax commissioner. Any amount of tax pald by the
partnership or subchapter S corporalion on the composite relurn on behalf of a
nonresident partner or shareholder constitutes a cradit on the North Dakota return of
the nonreuident Indlvidual on whose behalf the tax was pald by the partnership or
gubchapter S corporation.  Any relurn filed by a parlnershlp or subchapter 8
corporation under this sectlon is considered as the return of the nonresldent indlvidual
pattner or shareholder on whose behalf the return Is flled. The tax under this section
must be computed by multiplying theaggregate of the shares of North Dakota texable

. Incomergportable to North Dakota by the pariners or shareholders Included in_the

composite_relurn by the—highest—tederal—tax—rato—tof-hdividuals—tmes—the—tax—rate
Hnpoesed-thdeorsootionb57-88-30-3flve and flfty-four hundredihs percent.

SECTION 3. REPEAL. Section 57-38-34.1 of the North Dakota Century Code
ls repaaled.”

Page 6, remove linas 1 through 9
Renumber accordingly

Engrossed HB 1399 was placed on the Seventh order of business on the calendar.
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l NORTH DAKOTA
, HOUSE OF REPRESENTATIVES

STATE CAPITOL

ntative Kim Koppelman 600 EAST BOULEVARD COMMITTEES:
13 BISMARCK, ND 68506-0360 Appropriations
rst Avenue Northwest
est Fargo, ND 58078-1101

Testimony on House Bill 1399
by Rep. Kim Koppelman
before the House Finance and Tax Commitiee
1-31-01

Good Morning, Chairman Carlson and Members of the House Finance and Tax
Commitiee, for the record, | am Rep. Kim Koppelman and | represent District 13.

Although this Is my fourth session In the North Dakota House of Representatives, |
believe this Is the first time | have testified before your coinmittee, so it's a privilege to
be here.

| appear here today to ask your support of House Bill 1399, a blll which will both simplify
and improve North Dakota's income tax system.

' Four years ago, when we considered a tax decoupling bill, | voted agalnst it, probably

for the same reasons many legislators did. We feared that it would tamper with the
simplicity of our Income tax forms and the process of filing taxes in North Dakota. 1
believe most of us shared the attitude "if it's not broke, don't fix it."

Mr. Chairman and members of the committee, I've since become convinced that "It is
broke", If not in reality, at least in perception. Our Income tax system in North Dakota
has two flaws: the absence of self determination and the problem of perception.

Because our income tax calculation is currently tied to a taxpayer's federal Income tax
liabllity, we are at the mercy of any changes in the federal Income tax. While some
have noted that this could reduce revenues for state government, If there Is a tax cut in
Washington, DC, | am personally even more worried about the potentlial for the people
of North Dakota to be subjected to a “stealth” state income tax Increase, at some point,
not as a result of anything thelir elected legislators do, but as a result of what Congress
does.

Passing the buck for state tex pollcy-making to Washington, | believe, ignores our
responsibllity to the people of our state and gives more power to a federal government
which, many would argue, alteady has too much power, as it s.




.'ve also become convinced that there is, indeed, a perception problem, People outside

our state believe our tax is higher than it is. “Aren't business people and economic

development experts able to figure out that our tax is calculated on the federal tax
obligation and not on the taxpayer's income?”, you may ask. Yes, they're smart
enough, but too often, they simply don't pay enough attention.

Too often a terse overview of economic, business or tax conditions in North Dakota can
and does leave the impression that we have a 14% income tax and that hastily-formed
perception alone may be enough to remove us from consideration, in today's
competetive economic development climate among states. We can't afford the
continuation of that myth or the perpetuation of the confusion,

For these reasons, | was prepared to introduce legislation to correct this problem and
was in the process of drafting such a-bill, when | discovered Rep. Carlson'’s bill, |
concluded that it was so similar to my idea, that | chose to sign on as a co-sponsor of
his bill, instead of introducing another,

House Bill 1399 not only corrects the problems I've described, It also creates a falrer,
flatter tax, while retaining many federal deductions, and eliminates the “marriage
penalty” for North Dakota state income tax payers, as well,

Mr. Chalrman and members of the committee, | urge your favorable consideration of
. this bill and I'd be glad to attempt to answer any questions you may have.
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SonnN Wl Stad
ME 1459

£ Department aof the Treasury—internal Revenue Service
8 1040 U.S. Individual Income Tax Return 2@00 , (991 1RS Use Oniy--Da Aol whle cr stapie n Il space

For lhe year Jan. 1-Dec. 11, 2000. of other tax year heginning . 2000, ending 20 IOMQ No 1645.0074
Label 4 Your fitst name and initial Last name ", Your social secunty number
(See k 5 i i
IBSlruClons 8 {§ !f & omnl relwn, spouse’s first name and mbal | Last name | Spouse’s socisl security nurnber
on page 19, f ! | ;
Use the IRS Home addrass (number and street). If you have a P.O, box, see page 19. Apl. no. . ' :
el o | % A important! A
g:e&spee‘prlm g City, town of post olfice, stale, and ZIP code. If you have a foreign address, see page 19. J ;’glljlr rgg;t(;;n;g:we
Presidential .
Election Campalgn’ Note. Checking "Yes” will not change yout tax ot reduce your refund. You Spouse
(See page 19.) Do you, of your spouse i filing a joint return, want $3lo goto this fund? . . .. » [ ves [(INe (Jves (INo
1 Single
ang Status 2 Marriad filing joint return {even Il anly one had income)
3 Mattied filing separale return. Enter spouse’s social security no. above and full name here. b
Check only 4 Head of household (with qualifying person). (See page 19.) If the qualifying person is a child but not your dependent,
one boyx, enter this chiid's name here.
5 Qualitying widow{er) with dependent child (year spcuse died » ). (See page 19)
8a [ Yourself, It your parent {or someone else) can claim you as a dependent on his of hef tax | No. of boxss
Exemptions toturh, do not check DOX B8 . « . . v v . e e e e m:\
et MR,
] B )
1 ' E . li.nd wthyow
® did pot live with
If mora than six 7 you due 1o divarce
dapendents, = of separation
see page 20, Lo (see page 20) —_—
! Q Depandents on &
] not entered dbove
D Add numbers
entered on
d Total number of exemptions claimed ., ., . . . . .o . , . lines sbove >
7 Wages, salarias, Uips, t¢. Aitach Formis) W-2 . . , ., , . . , . . .« . jJ
Income 88 Taxable interesl. Altach Schedule B frequired . . . . . . . . . . . . 8
Attach b Tax-exempt interest. Do not include on line Ba | [sb | |
Forms W.2and 9  Ordinory dividends. Atlach Schedule 8  requited . . . . . . . . . . 8
z;ion:’t:rc.ﬁ 10 Taxable tefunds, credils, ur offsals of state and local mcomo taxes (see page 22} , . 10 —
Form(s) 1099.R 11  Almony recoived . . . | Co S T A
It tax was 12 Business income of (loss) Attech Schadule C or C- EZ Co Co . 12
Withheld. 13 Capital gain of {l0ss). Allach Schedule O if tequired. H not raqwred check here b D 13
14 Other gains of (losses). Attach Form 4797 , T .1
It you did nol 158 Total IRA dislributions , [ 158 b Taxabie smount (see page 23 |18
get 4 W;Z.N 182 Tolal pensions and annuities (164 b Taxabla smount (see page 23} |18
366 page <. 17 Rental real aslate, royalties, partnerships, § corporalions, trusts, etc. Attach Schedule € 11 -
Enclose, but do 18 Farm incoma or (loss). Attach Schedule F . . . . . . . . ., . . 18
not ﬁ““f"AIB“Y 19 Unemployment compensalion . . . . . , « . .« . .+ o« 4 . . . . LIS
hoyment A1S0. 208 Socisl secunty benets , (208 [ b Taxabie smeunt (see page 251 |.20b
orm 1040V, 21 Other incoma. List type and amount {588 PAYE 25) v..vveveerssnerenmniencnriernincones  fuld
22 Add the amounts in the far rght column [or iines 7 through 21. This (8 your total income » | 22
23 IRA deduction (see psge 27) . . . . . . . . . |83
Adjusted 24 Studeni loan intarest deduction (see page 271, . . . 24
Gross 28 Medicat savings account deduction. Attach Form 83 , [.28
Income 28 Moving expenses. Attach Form 3803, , . , . . L.2&
21 One-hail of sell-amployment tax. Attach Schedule se . L2
20 Self.employed health insurance deduction (see page 20) |28
29 Sell.employed SEP, SIMPLE, and qualified plans ., . |28
30  Penalty on early withdrawal of savings , . . , . . |38
31a Alimonypaid b Recipient's SSN B L EALN
32 Add lines 23 through 318, , . . . N O | |
33 Subtract line 32 from line 22, This is y0ur adjus__gfou income . LI B £ |
Cat. No. 113208 Form 1040 (2000

For Disclosure, Privacy Act, and Paporwork Reduction Act Notice, see page 88,




Form 1040 {2000)

Page 2

Tax and 34 Amount from line 33 (adjusted gross income) . , . 34
Credits 358 Check if: [ You were 65 or older, (0 8ting; O Spouso was 65 of oldef [:) Blmd
Add the number of hoxes checked above and entef the total hete . . ., , » 35a |
b If yo m {
(o= 7 g0k were & Gualstalug aben, see page 31 and heck mere - o » 36b O
Deduction 36 Enter your ltemized deductions from Scheduls A, line 28, or standard doductlon shown
for Most ( on the left. But see page 31 10 lind your standard deduction if you checked any box on
Peopile line 358 or 35b or if someone can claim you as a dependent ., . ., . , ., , k]
Sinyle: 37 Subtractline 36 fromline 34 . . . . . . . . . . v e e . oY
;:'83%’ 38 Ifline 34 is $986,700 or less, multiply $2,800 by the lotal number of exeraptions claimed on
household: ling 6d. If fine 34 is over $96,700, sea the worksheet on page 32 for the amaount to enter ., | 38
$6,450 38  Taxable income. Subtract line 18 Irom line 37. If ling 38 is more than line 17, entet -0 39
ert”ed fing | 40 Yax (see page 32). Check if any lax s from & [ Form{s) 8814 b (J Form4s12 . | 40
‘ﬁy. 41 Alternative minimum tax. Attach Form 6251 . . . . . . . . . . . R . )
:f;qg;gef___n Addiines40and 41, . . . . . . . . . o e L 42
Married 43 Foreign tax credit. Attach Form 1161l roqured . . . . |43
filing 44 Credit for child and dependent care expenses. Attach Form 2441 | 44
separately: 145 Credit for the eiderly or the disabled. Attach Schedule R, . |48
—_._J 48 Education credits. Attach Form 8863 , , . . . . . . |48
47 Child tax credit (see page 3¢) ., . . . . . . . . . |47
48 Adoption credit. Attach Form 8839 . , . . . . . . . |48
49 Other. Check If from a (J Form 3800 b [J Form 8396
cOrormsaor o (O Form (specify) 49
50  Add lines 43 though 49. These are your tola) credits . . D I [
§1  Subtract line 50 from line 42. If lina 50 Is mote than line 42, enter 0 .o 51
Other 52  Sell-employment tax. Attach Schedule SE , , . . . . . ., . . . . . . . |02
Taxes 63  Soclal security and Medicare 1ax on Lip income nol teported to employer. Attach Form 4137 §3
84  Tax on IRAS, other retirement plans, and MSAS. Altach Form 5329 if required , , . . .84
§6  Advance earned income credit payments from Form{s)W-2 . . . . , . . . , . .58
§6  Household employment laxes. Altach Schedule M . . . . . . ., . ., , , . (88
§7 Add lines 51 through 56, This is yourtotal tax ., , ., . . ., . , ., . ., P 187
Payments &8  Fedoral income tax withheld from Forms W-2 and 1098 , . |88
69 2000 estimaled tax payments and amount apphied from 1999 return 59
guya‘fffynm & g0a Earmadincomecredit(EIC) . . . . . . . . . . . |[80a
child, attach b Nontaxabis earned income: amount , , b | Lo
Schedute E'Ej BAA EYPE P o veresirnsssanessinssisecessrrniessanssossnnaerse.
7777 81 Excess social security and RRTA tax withheld (see page 50 |81
82 Additional child tax credit. Attach Form 8812 . . . , . |82
83  Amount paid with request for axtansion to file (see page 50) 3
64 Other payments. Check f from a (JForm 2439 b (] Form 4136 [ 84
88 Add lines 58, 50, 808, and 81 thvough 84. These are your tolaipayments . . , , b | ¢8
Refund 68 If line 65 18 more than line 57. subtract ling 57 trom ling 65. This Is the amount you ovupnld 1]
Mave I 670 Amount of line 88 you want refunded toyou , , 870
8’288’5' tedl  » b Routing numbsr W I Ot B __I_f;e;F_an_’mrq,Sjavms
aS:g u‘ ‘55%, b d Account number
and 87 Amaynt of | y wiat_appll 2001 estimated ax > | 88 |
Amount o lFf ;n;.f;ll:on:ah:v:hl:n line ::o s:btrn;:: ling 85 from line 57. This is the amount you ow:.
You Owe 70 Estimated tay pemltyp:l);o Inclﬂd?on ne 69 , . . . . |7]| [
S|gn le:mf g‘o.nolms ol p«grzcl deciate that | have examined this return and momponyl 1cheduies snd statements, and o the best of my knowledge and
, 1hay ate trus, corticl, and compiete. Deciaration ol praparss (othar than Laxpaysr) 18 based o0 ail information of which prepa & M any xnowiedge
r:l?l';?lurn ? Youw signature Date Youwr 6¢cunstion Daytime phone number
See page 19 { y
m‘%grwﬂ Spouse’s Signatwe. If 8 joint relurn, both must sign. | Date Spouse's occupation | May the IRS discuss this relun wih I epiver
tacords. Shawh beiow (3e¢ paae 42)7 Yot Ne
Pﬂld pf nL.f'o' } Date f,h,ﬁk . Prepsrer's S3N o PTIN
Preparer S Fims pame or EIN i
Use Only ous  sall-amplo ed)" Phone e, | j
Foem 1040 (2000)




Items built into the federal income tax liability under current law that
. are not accounted for under House Bill 1399, as amended

If House Bill 1399 (as amended by the House) is passed without further change, the following
items will cause a positive or negative fiscal impact as shown,

Fiscal effect of not
accounting for item

under HB1399
Descripﬁon Of item State Taxpayer
1. Long-term capital gains Positive Negative
2, Federal income averaging rules for farmers Positive Negative
3, Lump-sum distribution from pension plan’ Negative Positive
(only applies if the federal 5- or 10-year income averaging rules are used)
4, Federal alternative minimum tax These (wo jtems offset
cuch other. ltem 4 N - Positiy
. ‘ ) o 5 increases the slate tux, ega‘lm osiive
5. Credit for prior year (allernative) minimum tax while item & decreases it. (net effect) (net effect)

6. Additional federal (“penalty”) income taxes on:

g, Early distributions from qualified pension plans, IRAs. annuities, cte, Negative Positive
b. Lxcess contributions to qualified pension plans, IRAs, annuities, cic, Negative Positive
¢.  Excess sccumulations in qualified pension plans, IRAs. annuitics, ete. Negpative Positive
d. Excess distributions from qualified pension plans, [RAs, unnuities, efc. Negative Positive
¢.  Accumulation distribution from a trust. Negative Positive
f.  Excess benefits tax (under IRC section 72(m)(5). Negative Positive

7. Additional federa) income tax on cxeess investment income of a dependent Negative Positive
under age 14 (the so-called “kiddie tax").

8. Alternative federa) income tax calculation for parents who cleet to report on Negative Positive

their return the excess investment income of a dependent under age 14,

G Wy Documentsil eplsialion\2009\MIscctlancous\ients nol ace ountod for untlat HE139E 4t

""The taxpayer must have reached the age of 50 before 1986 to qualify for the 10-year averaging niles for qualified

turn age 66 sometime in 2001,
?The credit is allowed for AMT deferral preferences and fs allowed in subsequent tax years in which the taxpayer is

not subject to the AMT. Deferral preferences, such as for depreciation, tepresent temporary differences between the
regular tax and AMT calculations that will eventually equalize over the long-term, No ctedit is allowed for
exclusion preferences, i.c., permanent differences between the regular tax and AMT caleulations.

. Jump-sum distributions. Therefore, to be eligible to use this averaging rule inthe 2001 tax year, the taxpayct must




Example of a Taxpayer (married joint 2 children)
with Adjusted Gross Income of $70,000
and a Long-Term Capital Gain of $5,000

Adjusted Gross Income 70,C30
Federal Taxable Income 51,450
Federal Tax 8313
Form 37-S Tax 1,164

Without Addressing Capltal Gains in H8 1398.

HB 1399 Tax 1,191
Difference from Current Law 27

If HB 1399 granted 30% exlusion of long term Capital Galn

Federal Taxable Income 51,450
Reduced by 30% of Gain {1,500)
State Taxable Income 49,950
HB 1399 Tax 1,149
Difference from Current Law (15)

Example of a Taxpayer (married joint 2 children)
with Adjusted Gross Income of $70,000

and Municipal Interest of $1,000

From Non-ND Sources

Adjusted Gross Incume 70,000
Federal Taxablr Income 51,450
Federal Tax 8713
Form 37-8 Tax 1,220

Without Addressing Municipal interest in HB 1399:

HB 139y Tax 1,181
Ditference from Current Law (29)

If HB 1399 Included municipal interest from non-ND sources

Federal Taxable Income 51,450
Increased by Mun.interest 1,000
State Taxable Income 52,450
HB 1399 Tax 1,219
Difference from Current Law (1)




iort form method for individual income tax (Form 37-8):
yuse Bill 1055 (as introduced)

AP i-"ﬂ‘,‘;!!"'g."_'{l-'. iy e J“

.

?éd'ér‘aﬁl‘taxable I‘ncome‘ '

-
"

o Progressive tax rate schedules. The schedules consist of the same set of tax
rate schedules used for federal income tax purposes, excepl that the rale for
T each income brackel equals the federal lax rate multiplied by 14%.
Tax rate " o Apemative calculation. This applies only if the taxpayer is eligble for the
special federal tax rates on long-lerm capital gains* or the farmers’ income
averaging rules’, or is subjecl to the so-called *kiddie 1ax” provisions.*

ST AN

Tax
(on federal taxable income)
Special adjustments
There are two categorles of special adjustments.

o Category 1: Income {loss) adjustments*
» If the taxpayer has any of the items listed below, the fax on federal laxable income (regular
. Do calculation) must be multiplied by the following ralio: (Federaf AGI - Tofal adjustments)/
Fedaral AG!

yosu ::lv:l 2 Yes 1 Income (loss) not reportable o ND by nonresident Individual.
P 2 Interest from U.S. obligotions.
adjustment? 3 ExomptIncome of a Nalive American.
4 Banefits from U.S. Rallroad Retirement Board,
5 Income (loss) from pass-through enlity subject to ND financlat institulion fax,
NO 6 Business and investmenl Income exempted under NO Renalssance Zone Act.

¢ Category 2: Additlonal federal tax adjustments*
If the taxpayer has any of the items listed below, multiply them by 14% and add the result
tax on federal laxable Income (regular calculation); howaver, If the taxpayer also has any of
the items in Calegory 1 above, the ratio calculated for the Calegory 1 items must be
applied lo the amount determinad under the Category 2 caleulation,
1 Federal tax on a lump-sum distribution (Form 4972).
2 Federal aliernative minimum tax (Form 6251),
3 Federal tax on an accumulation disteibution of a trusl (Form 4970).
4 Federal{ax on early distributions, excass contributions, excess accumulations, and
o axcass dislributions with respect lo quallfied retirement plans, IRAs, annuities, and
) mudified endowment contracls (Forgw 5329).
Fedaral excass benefits 1ax under IRC seclion 72(m)(6).
Adjusted tax e

o oOx

Fedaral lax from Form 8814 {parant election {o report child’s interest and dividends).

—

Credi for income tax paid o another stale

2 Credil for expensas incunied 1o prevent the placement of a family member in a
long-te’ . v.. - facility

Credit for inves. ¢ * ., enaissance fund corporation

Credit for preserving or renovaling hislotic property in a renaissance zone
Credit for purchasing a single-family residence in a renaissance zone

| Crédlts

<o P

Net Nurth Dakota
Income tax liability

o income lax withheld ; * Nott: Each of the items marked wilh an
!
|
|

. Payments o Lstimated income tax paid

asterisk will require & separate
schedule on which (o make the
caiculation.

Tax due or refund




ort form method for individual income tax (Form 37-S):
wse Bill 1399 (First engrossment)

@ NIRRT R i o ' b o
Federal taxable income

v.\ Income (loss} nol reportable to NO by nonvesident individual.
ey ‘ Inturest from U.S. obligations.
Exempt income of a Native American,

Subtract adjuStme“ts ‘ Beneils from U.S. Railtoad Retiremenl Boatd
Income (loss) from pass-through enlily subject to NO financial institution tax.
Busingss and investment incama exempled under ND Renaissance Zone Acl

rwm;, e g

Adjusted federal
taxable income

Filing status Adjusted gross income Tax rate
Sinqle, head of hausehold, Under $55,000 2.7%
qualifying widow{er), and Equal to or greater than $55,000 3.7%
married filing separate

I"HI ‘

Flat tax rate

Married filing Joint Under $110,000 2.7%
Equal fo or greater than $110,000 3.7%

New Credil for properly laxes paid on ND property thal includes the

individual's primary residence—20%, up 1o $120 (3240 joint).

New Credil for rent paid on leased ND residential property (hat is the

individual's primary residence—10%, up to $120 (3240 joint).

New Credil for mobile home tax and lol rent paid for & mobile home in ND that
‘ Is the Individual's primary residence—20%, up to $120 (8240 joint).

Credits Credil for income lax pald to another state

Cradil for expenses incurred 1o prevent the placement of a family member in a

long-letm care facliity

Credit for investing In & renaissance fund corporalion

Cradit for preserving ot tenovaling historic properfy in a renaissance zone

Credit for purchasing a single-family residence in a renaissance 2one

NotNorth Dakota
income tax liability

coo ¢ Income lax withheld
Payments o Esfimaled income tax paid

Tax due or refund
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10529.tax2 Prepared by the Office of State Tax

Title. Commissloner
March 19, 2001

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1399

Page 1, line 1, replace "section" with "sections”, after "57-38-30.3" inser! "and 67-38-31.1, and
subsection 1 of seclion 57-38-34.4"

Page 1, line 2, after "return” ingsert *, the filing of composite returns by partnerships, and the
requirement to report federal tax changes, to repeal section 67-38-34.1 of the North
Dakota Century Code, relating to an optional card Income fax return”

Page 6, alter line 9, insert:

"SECTION 2. AMENDMENT. Section 57-38-31.1 of the North Dakola Century Code is
amended and reenacted as follows:

57-38-31.1. Composhe returns. Parinerships and subchapter S corporations may file
a composite return on behalf of nonresident indlvidual partners or shareholders in the manner
prescribed by the tax commissioner. Any amount of tax pald by the parinership or
subchapter S corporation on the composite return on behalf of a nonresident partner or
shareholder constitules a credit on the North Dakota return of the nonresident individual on
whose behall the lax was paid by the partnership or subchapler S corporation. Any retur filed
by a partnership or subchapter 8 corporation under this section is considered as the retun: of
the nonresident individual partner or shareholder on whose behalf the return is filed. The tax
under thls section must be computed by multiplying the aggregate of the shares of North
Dakola taxable Income repoitable 1o North Dakota by the parthers or shareholders included in
{he_ composite relurn by the-kighost-toderatenrate-forndividuala-times-the-tax-rate-nposced
uhdor-seaiion-67-38-30-3 {hiree percent.

SECTION 3. AMENDBMENT. Subsection 1 of section 57-38-34.4 of lhe North Dakota
Century Code is amended and reenacted as lollows:

1. f aperson's {ederal adjusted gross Income, federal taxable income or federal
income tax llability for any taxable year is changed or corrected by the United
States Internal revenue service, or other competant authorlily, the person shall
repott the changes or corrections within ninety days after the date of the final
determination of them by filing an amended state Income lax return or olher
information as requlired by the tax commissioner,

I gECTION 4. REPEAL. Sectlon 57-38-34.1 of the North Dakota Century Code is
repesled."

Renumber accordingly

Page No. 1 10520 lax2
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items built into the federal income tax liability under current law that
are not accounted for under House Bill 1399, as amended

If House Bill 1399 (as amended by the House) is passed without further change, the following
items will cause a positive or negative fiscal impact as shown.

Fiscal effect of
not accounting
for item under

Description of item HB1399

1. Long-term capital gains Positive

2. Federal income averaging rules for farmers Positive

Lurnp-sum distribution from pension plan Negative
(but only if the federal 5- or 10-year income averaging rules are used)

Federal alternative minimum tax Nepgative
Credit for prior year (alternative) minimum tax Positive

Additional federal income taxes on;

a. Early distributions from qualified pension plans, IRAs, annuities, etc. Negative

b. Excess contributions to qualified pension plans, IRAs, annuitics, etc. Negative
Excess accumulations in qualified pension plans, IRAs, annuities, etc. Negative
Excess distributions from qualified pension plans, IRAs, annuities, etc. Negative
Accumulation distribution from a trust. Negative
Excess benefits tax (under IRC section 72(m)(5). Negative

Additional federal income tax on excess investment income of a dependent Negative
under age 14.

Alternative federal income tax calculation for parents who elect to report on Negative
their return the excess investment income of a dependent under age 14,

oMy TocumateiLenisimion200%\Miscolianeousiitems not nccaunied ter undet KB’ 300 doc




North Dakota Resident Filing Status
37-S Fillers, 1999

Number of returns filed

125,768
122,059

3,683
18,139

187

Resident Returns Filed By Tax Bracket
(Single)
37-S Filers, 1999

ble'fiicomé’ by bracket 4 7 Number of returns filed

111, 413
12,395

1,446
307
116

Resident Returns Filed By Tax Bracket
(Married Joint)
37-8 Filers, 1999

Number of returns filed

86,868
29,472

2,921
1,765

981

Prepared by Donnita Wald
Office of stale {ax commissioner
March 22, 2001




Property Tax Credit of up to 25% of Tax or $230
Available if Property Tax or Rent Paid by Taxpayer
(Senator Wardner’s Proposal)

10. A qualifying taxpayer is entitled to a tax credit of up to twenty-five percent of the
tax liability computed under subsection 2, not to exceed two hundred thiny
dollars, or one hundred fifieen dollars for married persons filing separate state
income tax returns. For purposes of this subsection, a “‘qualifying taxpayer"
means a taxpayer who, during the taxable year:

Paid property taxes under chaptler 57-02 on property in this state, or

a,
b, Leased and paid rent for real property in this state, or
c, Paid mobile home tax under chapter 57-55 and Jot rent for a mobile home

in this state,




Prepared by ihe Ofice of

. State Tax Comnussioney ful
the Senate Fiance and Tax Commintiee

RENVISED March 29, 2001

b2 M

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BIlLLL NO, 1399

Page 1, ine 1, replace “section” with “sections”, after *57-38-30,3" inscrt “and 57-38-31.1"

Page 1, line 2, after “return” insert “and the filing of composite returns; to repeal section 57-
38-34.1 of the North Dakota Century Code, relating to an optional card income 1ax
return”

Page 1, line 17, remove “adjusted gross income and a federal”

Page 1, line 21, overstrike “This tax is”, remove "two and seven-tenths”, overstrike
“percent of the individual’s cstate’s , or” and insert immediately thereafter:

“a, The tax for an individual, estate, or trust is computed at the following,
rales:
. (1)  On North Dakota taxable income not_in excess of forty thousand

dollars, a tax of two and eight-tenths percent,

(2)  On North Dakota taxable income in excess of forty thousand
dollars, a tax of four and nine-tenths percent,

The tax for married persons filing a joint return is computed at the
following rates:

=

(1.)  OnNorth Dakota taxable income not in excess of eighty thousand
dollars, a tax of two and eight-tenths percent,

(2.)  OnNorth Dakota taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent,”

Page 1, line 22, overstrike “trust’s adjusted federal”, remove “taxable”, overstrike
“income"”, remove “that is taxable to this state” and overstrike “for”

Page 1, line 23, overstrike “the taxable year” and remove "if the individual’s estate’s or

trust's federal adjusted gross income”

. Page 1, remove line 24




Page 2, remove lines 1 through 7

Page 2, line 8, overstrike “The adjusted federal”, remove *taxable”, overstrike “income”
remove “for purposes of this section” and overstrike “for a”

Page 2, linc 9, overstrike “resident”, remove “or nonresident™ and overstrike “individual,
estate, and trust must be determined by”

Page 2, line 11, remove “deducting the taxpayer’s taxable”, overstrike “income”, remove
“that is not” and overstrike “taxable to”

Page 2, line 12, overstrike “this state”, remove “from", overstrike “the total” and remove
“federa)”

Page 2, line 13, remove "taxable” and overstrike “income as reported on the federal
income tax return, To the extent they”

Page 2, line 14, overstrike “are included in the taxpayer’s federal”, remove “laxable” and
overstrike “income, the following”

Page 2, line 15, overstrike “amounts must’, remove “also”, overstrike “'be", and replace
“deducted” with “For purposes of this section, *North Dakota taxable income”
means the federal taxable income of an individual, estate, and trust as computed
under the provisions of the Internal Revenue Code of 1986, as amended, adjusted
as follows”

Page 2, line 16, overstrike "Interest” and insert immediately thereafler “Reduced by interest”

Page 2, line 19, overstrike “The”and insert immediately thereafler *Reduced by the"

Page 2, line 25, overstrike "An" and insert immediately thercafier "Reduced by the”

Page 2, afler line 27, insert:

“d, Reduced by thirty percent of the excess of the taxpayer's net long-
term capital gain for the taxable year over the net short-term

capital loss for such year, as computed for purposes of the Internal
Revenue Code of 1954, as amended,

e Increased by the amount of any interest and dividends from
foreign securities and from securities of states and their political
subdivisions exempt from federal income tax; provided, that
interes{ upon obligations of the state of North Dakota or any of its
political subdivisions shall not be included,”




f. Increased by the amount of a lump sum distribution for which
. income averaging was elected under section 402 of the Intemal
Revenue Code of 1986 (26 U.S.C, 402], as amended; however,
this adjustment does not apply if the lump sum distribution is
received while a nonresident of this state and is exempt from
{axation by this statec under federal law.

Increased by an amount equal 1o the losses that are passed through
o a taxpayer in connection with an allocation and apportionment
to North Dakota under chapter $7-35.3.

h. For nonresidents, reduced by the taxable income that is not taxable
10 this state,

Provided, however, that with the exception of subdivision h, cach
adjustment in the above subdivisions is allowed only to the extent that the
adjustment is attributable to income allocated and apportioned to North
Dakota,”

Page 4, line 22, overstrike A husband and wife” and insert immediately thereafier
“Married persons”

Page 5, line 4, overstrike “entirc” und insert immediately thereafier “*federal”

Page 5, line 29, replace “up to” insert “twenty-five percent of the tax liability computed

under subsection 2, not to exceed”

Page 5, line 30, replace “twenty" with “twenty-five”, replace “forty” with “fifly" and
replace g husbund and wife™ with “married persons”

Page 6, Jine 1, replace *, based on payments by the taxpayer during the” with *,_For
nonresidents, the credit is limited to the ratio that a nonresident’s North Dakota
adjusted gross income bears 1o the nonresident’s federal adjusted gross income.”

Page 6, replace lines 2 through 9 with:

“11.a. Ataxpayer is entiteld o a credit against the tax imposed
by this section for any unused federal ¢credit for prior
ar_minimum tax, “Unused federal credit for prior

year minimum tax” means;

(1) The amount of the federal credit for prior year
minimum tax atiributable to federa) alternative




o

=

b.

minimum tax included in the taxpayer’s federal
income tax liability for purposes of this section for
taxable vears beginning before January 1, 2001,

(2.) Reduced by the total amount of the federal credit
for prior year minimum tax claimed on the
taxpaver’s federal income tax return for all taxable
years beginning afler December 31, 2000,

The credit is equal to fourteen percent of the portion of
the unused federa) credit for prior year minimum tax
claimed on the taxpayer's federal income tax return and
may not exceed the taxpayer's tax liability for the
jaxable year. For a nonresident taxpayer, the creditis
Jimited to the ratio that the nonresident taxpayer’s North
Dakota adjusted gross income bears 1o the nonresident’s
federal adjusied gross income,

The credit under this subsection s not allowed for
taxable years beginning afler December 31, 2004,

At the election of an individual taxpayer engaged in a
farming business, the tax imposed by subsection 2 of
this section for the taxable year shall be equal to the sum
of the following:

(1) Thetax_computed under subsection 2 of this
section on North Dakota taxable income reduced
by elected farm income.

(2.) The increase in tax imposed by subsection 2 of this
section which would result if North Dakota taxable
income for each of the three prior taxable years
were increased by an amount equal to one-third of
the elected farm income. For purposes of applying
this paragraph to taxable years beginning before

January 1, 2001, the increase in tax must be

determined by recomputing the tax in the manner
prescribed by the tax commissionet,

“Elected farm income” means that portion of North
Daknta taxable income for the taxable year that is
clected farm income uas defined in sectjon 1301 of the
Internal Revenue Code (26 US.C. 1301].




¢. The reduction in North Dakota taxable income under
this subsection must be taken into account for purposes
of making an_election under this subsection for any
subsequent taxable year.

The tax commissioner may prescribe rules, procedures,
or puidelines necessary 1o administer this subscction,

[

SECTION 2. AMENDMENT, Section 57-38-31.1 of the Nosth
Dakota Century Code is amended and reenacted as follows:

57-38-31.1, Composite returns. Partnerships and subchapter §
corporations may file a composite return on behalf of nonresident individual
partners or shareholders in the manner prescribed by the tax commissioner,
Any amount of tax paid by the partnership or subchapter S corporation on the
composite return on behalf of a nonresident partner or sharcholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation. Any
return filed by a partnership or subchapter S corporation under this section is
considered as the return of the nonresident on whose behalf the return is filed.
The tax under this section must be computed by multiplying the aggrepgate of
the shares of North Dakota taxable income reportable 1o North Dakota by the
. partners or sharcholders incjuded in the composite return by the-highest-

{ederal-ax-rate-for-individuals-times-thetax-rate-imposed-undersection-57-
38-30:2 four and nine-tenths percent.

SECTION 3. REPEAL. Scction 57-38-34.1 of the North Dakota
Century Code is repealed.”

Renumber accordingly

Prepared Mareh 28, 2001 daw




. PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1399

Page 1, line 1, replace “section” with “sections”, after “57-38-30.3" insert “and 57-38-31.1"

Page 1, line 2, after “return” insert “and the filing of composite returns”; o repeal scction 57-
38-34.1 of the North Dakota Century Code, rclating to an optional card income tax
return”

Page 1, line 21, overstrike “This tax is”, remove “two and seven-tenths”, overstrike
“percent of the individual’s estate’s , or’ and insert immediately thereaficr;

“a, The tax for an individual, estate, or trust is computed at the following
rates:

1. On adjusted federal taxable income not in excess of forty thousand
dollars, a tax of two and eight-tenths percent,

2. On adjusted federal taxable income in excess of forty thousand
dollars, a tax of four and nine-tenths percent,

The tax for married persons filing a joint return is computed at the
following rates:

1, On adjusted federal taxable income not in excess of eighty
thousand dollars, a tax of two and eight-tenths percent.

2. On adjusted federal taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent,”

Page 1, line 22, overstrike “trust’s adjusted federal”, remove “laxable”, overstrike
“income”’, remove “that is taxable to this state” and overstrike “for”

Page 1, line 23, overstrike “the taxabic year” and remove “if the individual's estate’s or

trust's federal adjusted gross income™

Page 1, remove line 24

Page 2, remove lines 1 through 7

Page 2, line 8, overstrike “The adjusted” and insert immediately thereafier “For purmoses of
this section, “adjusted”, insert end quotes afier “income”, afler “Hability” insent
“means”, remove “‘for purposes of this section” and overstrike “for a"

Page 2, line 9, overstrike “resident”, replace “or nonresident” with “the federal taxable
. income of an", overstrike “must be determined by” and insert immediately thercafier




“as computed under the provisions of the Internal Revenue Code of 1946, as
amended, adjusted as follows”

Page 2, line 11, remove “deducting the taxpayer’s taxable”, overstrike “income”, remove
“that is not” and overstrike “‘taxable to”

Page 2, line 12, overstrike “this state”, remove “from”, overstrike “the total” and remove
“federal”

Page 2, line 13, remove “taxable” and overstrike “'income as reported on the federal income
tax return, To the extent they”

Page 2, line 14, overstrike "are included in the taxpayer’s federsl”, remove “taxable” and
oversirike “income, the following”

Page 2, line 15, overstrike “amounts must”, remove “also”, overstrike “be”and remove
“deducted”

Page 2, line 16, overstrike “'Interest” and insert immediately thercafler “Reduced by interest”

Page 2, line 19, overstrike “The"and insert immediately thereafier "Reduced by the"

Page 2, line 25, overstrike “"An'' and insert immediately thereafier “Reduced by the”

Page 2, afier line 27, insert:

td, Reduced by thirty percent of the excess of the taxpayer’s net long-
term capital gain for the taxable year over the net shori-term
capital loss for such year, as computed for purposes of the Internal
Revenue Code of 1954, as amended.

Increased by the amount of any interest and dividends from
foreign securities and from securities of states and their political
subdivisions exempt from federal income tax; provided, that
interest upon obligations of the state of North Dakota or any of its

political subdivisions shall not be included.”

Increased by the amount of a lump sum distribution for which
income averaging was elected under section 402 of the Internal
Revenue Code of 1986 (26 U.S.C. 4021, as amended: however,
this adiustment does not apply if the lump sum distribution is.
received while a nonresident of this state and_is exempl from

Increased by an amount equal o the lpsses that are pussed through
10 a taxpayer in connection with an allocation and apportionment.
1o North Dakota under chapter 57-35.3,




h, For nonresidents, reduced by the taxable income that is not taxable
to this stale,

Provided, however, that each adjustment in the above subdivisions is
allowed only to the extent that the adjustment is attributable 10 income
allocated and apportioned 1o North Dakota,”

Page 4, line 22, overstrike “A husband and wife” and insert immediately thereafter
“Marricd persons”

Page 5, line 4, overstrike “entire” and insert immediately thercafter “federa)”

Page 5, line 29, replace “up 10" insert “twenty-five pereent of the tax liability computed
under subsection 2, not to exceed”

2age 5, line 30, replace “twenty” with “twenty-five”, replace “forty” with “fifty" and
replace “a husband and wife"” with “married persons™

Page 6, line 1, replace *,_based on payments by the taxpayer during the™ with *,_For.
. nonresidents, the credit is limited to the ratio that a nonresident's North Dakota

adjustied pross income bears 10 the nonresident’s federal adjusted gross income.,”

Page 0, replace lines 2 through 9 with:

“11. Alaxpaveris entitled 1o a credit against the tax imposed by
this section for any unused federal credit for prior year
minimum tex._ “Unused federal credit for prior yeur
minimum 1ax"” means the amount of eredit attributabie to
federal alternative minimum tax included in the taxpayer’s
federal income tax Jiability for taxable vears beginning
before January 1, 2001, The credit is equal 1o fourieen
percent of the unused federal credit for prior year minimuim
tax and may not exceed the taxpayer's tax liability for the
taxable year, The taxpayer may carry forward any excess
credit to subseyuent taxable years, For nonresidents, the
credit is limited to the ratio that a nopresident’s North
Dakota adjusted gross income bears to the nonresident’s

federal adjusted gross income,

12, 8. Atthe clection of an individual taxpayrr engaged in a
farming business, the tax imposed by subsection 2 of
this section for the taxable year shall be equal to the sumi

‘ of the following;




(1) The tax compuiced under subsection 2 of this
section on adjusted federa) taxable income reduced
by elected farm income.

The increase in tax_imposed by subsection 2 of this
section which would result if the adjusted fedceral
taxable income for each of the three prior taxable
years were increased by an amount equal 1o one-
third of the elected farm income. For pumoses of
applying this paragraph to taxable years beginning
before January 1, 2001, the increasc in tax must be
determined by recomputing the tax in the manner
prescribed by the tax commissioner.

“Elected farm income” means that portion of the
adjusted federal taxeble income for the taxable year that
is clected farm income as defined in section 1301 of the
Internal Revenue Code {26 U.S.C. 1301].

The reduction in the adjusted federal taxable income
under this subsection must be taken into account for
nurposes of making an election under this subsection for
any subsequent taxable year,

The tax_ commissioner may prescribe rules, procedurces,
or puidelines necessary to administer this subsection.

SECTION 2, AMENDMENT, Section 57-38-31.1 of the North
Duakota Century Code is amended and reenacted as follows:

57-38-31.1. Composite returns, Partnerships and subchapter 8
corporations may file a composite return on behalf of nonresident individual
partners or shareholders in the manner prescribed by the tax commissioner,
Any amount of tax paid by the partnership or subchapter S corporation on the
composite return on behalf of a nonresident partner or shareholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation. Any
return filed by a partnership or subchapter S corporation under this section is
considered as the return of the nonresident on whose behalf the return is filed.
The tax under this section must be computed by multiplying the aggregate of
the shares of North Dakota taxeble income reportable o North Dakota by the
partuiers or sharehiolders included in the composite return by the-highest-
federa-tax-rate-for-individuale-times-the-tax-rete-imposed-under-yeotion-57-
38-30-3 four and nine-tenths percenl.




SECTION 3. REPEAL. Secction 57-38-34.] of the North Dakota
Century Code is repealed.”

Renumber accordingly
Prepared March 28, 2001 daw




Prepared for Senate Finance
. and Taxation Commitiee by
‘ Donnita Wald

Office of Slate Tax Comnussioner
March 29, 2001, 1.43 PM

ENGROSSED HOUSE BILL 1399 WITH PROPOSED AMENDMENTS
DATED MARCH 28, 2001

A BILL for an Act to amend and reenact sections 57-38-30.3 and §7-38-31.1 of the North
Dakota Century Code, relaling to determination of income tax liability on the short-form
state income tax return and the filing of composite returns; to repeal section 57-38-34. 1
of the North Dakota Century Code, relating to an optional card income tax return; and to
provide an effective dale.

SECTION 1. AMENDMENT. Seclinn 57-38-30.3 of the North Dakota Century
Code Is amended and reenacted as follows:
57.38-30.3. Simplified optional method of computing tax.

1. Notwithstanding the other provisions of this chapter, an individual,
estate, or irus! may elect 1o determine stale income tax liability by
applying the provisions of this seclion. Any taxpayer electing to
determine the taxpayer's income tax llability pursuant to this
section Is only eligible for those adjustments or credits which are
specificelly provided for In this seclion. Provided, that for
purposes of this section, any person required o file a state
Income tax return pursuant 1o the provisions of this chapler, bul
who has not compuled a federal taxable income figure shall

compute such a federal {axable income figure using a pro forma

return pursuant (o the provisions of this saction in order to
determine a federal taxable Income figure 1o be used as a starling
point In computing state income tax.

A tax Is hereby imposed for each taxable year upon income
earned or recelved In that taxable year by every resident and
nonresident Individual, estate, and trust.

8. Thelaxforanjndividual, estale, or trust Is computed at the
following rates:

(1) @nNorth Dakola taxable iIncome not in excess of
forty thousand dollars, a tax of two and eight-lenths.
percent,

(2}, MME@MMM%&TM&
thousand dollars, a tax of four and nine-

=lenths.
parcent,




b. The tax for married persons filing a joint return is computed
at the following rales:

{1.) On North Dakota taxable income nol in excess of
eighty thousand dollars, a tax of two and eight-
tenths percent.

(2.) On North Dakota taxable income in excess of
elghty thousand dollars, a tax of four and nine-
tenths percent.

3. For purposes of this section, “North Dakota {axable income”

means {he federal taxable income of an individual, estate, and
trusi, as compuled under the provisions of the Internal Revenue
Code of 1986, as amended, adjusted as follows:

a. Reduced by interest income from obligations of the United
States and income exemp! from state income tax under
federal statute or United States or North Dakota
constitutional provisions.

b. Reduced by the portion of a distribution from a qualified
investment fund described in section 57-38-01 which is
atlributable to investiments by the qualified investment fund
in obligations of the United States, obligations of North

. Dakota or its political subdivisions, and any other obligation
the interest from which is exempt from state income tax
under federal statute or United States o1 North Dakola
constitutional provislons.

C. Reduced by an amount equal to the earnings that are
passed through {o a taxpayer in connection with an
allocation and apportionment to North Dakota under
chapter §7-35.3.

Reduced by thirty percent of the excess of the taxpayer's
net long-lerm capilal gain for the taxable year aver the net

short-term capital loss for such_year, as compuled for.

purposes of the Internal Revenue Code of 1954, as
amended,

e Increased by the amount of any interest and dividends.
Mummmmﬁwws of slates and

e

gl | ubdivislons exe fdea come |
d hat Interest u ob $0 e o
North Dakota or any of its political sggglylslong shall not be
Included.”
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. which Income averaalna was elected under section 402 of
the Internal Ravenue Code of 1086 [26 U.§.C, 402, 85




4,

amended; however, this adjustment does not apply if the
lump sum distribution is received while a nonresident of
this state and is exempt from taxation by this stale under
federal law.

[o} Increased by an amount equal to the losses that are
passed through to a taxpayer in connection with an
allocation and apportionment to North Dakota under
chapter 57-35.3.

h For nonresidents, reduced by the taxable incorne that is
not taxable to this stale.

Provided, however, that with the exception of subdivision h, each
adjustment in the above subdivisions is allowed only {o the extent the
adjustment is attributable to income allocaled and apportioned to North
Dakota.

Married persons filing a joint federal income tax return shall file a
joint state income lax return if the return is filed under this section.
If separate federal income tax returns are filed, one spouse's
state income tax return may be filed under this section and the
other spouse’s income tax return may be filed under the other
provisions of this chapter.

a. A resident Individual, estate, or trust must be allowed a
credit against the tax otherwise due under this section for
the amount of any income tax imposed on the taxpayer for
{he taxable year by another state or territory of the United
States or the District of Columbia on income derived from
sources therein and which is also subject to tax under this
section,

b. The credit provided under this subsection may not exceed
the proportion of the tax otherwise due under this section
lhat the amount of the taxpayer's adjusted gross income
derived from sources in the other taxing Jurisdiction bears
lo the taxpayer's federal adjusted gross income as
reporied on the taxpayer's federal Income tax return.

Individuals, estates, or trusts that file an amended federal income
tax return changing their federal taxable income figure for a year
for which an election to file stale income tax returns has been
made under this section shall file an amended stale income tax
return {0 reflect the changes on the federal iIncome tax return,

The tax commissioner may prescribe procedure and guldelines to
prevent requiring income that had been previously taxed under
this chapter from bscoming taxed again because of the provislons
of this section and may prescribe procedures and guidelines fo
prevent any income from becoming exempt from taxation




because of the provisions of this section if it would otherwise have
. been subjecl to taxation under the provisions of this chapter.
8. A taxpayer filing a return under this section is entitied to the credit
provided under section 57-38-01.20.

9. A taxpayer filing a return under this section is entitied to the
exemplions or credils provided under sections 40-63-04, 40-63-

06, and 40-63-07.

“ 10. A laxpayer filing a return under this section is entitled to a credit

. of twenty-five percent of the tax liability computed under
subsection 2, not {o exceed one hundred twenty-five dollars, or
two hundred fifty dollars for married persons filing a joint stale
income tax relurn, For nonresidents, the credit is limited to the
ratio that a nonresident's North Dakola adjusted gross income
bears {o the nonresident's federal adjusted gross income.

11, a. A taxpayer is entitled to a credit against the tax imposed N
by this seclion for any unused federal credit for prior year
minimum tax. "Unused federal credil for prior year
minimum tax” means:

(1) The amount of the federal credit for prior year
minimum {ax attributable o federal aliernative
minimum tax included In the taxpayer's federal
inome tax liability for purposes of this section for
taxable years beginning before January 1, 2001,

(2) RReduced by the {otal amount of the federal credit
for prior year minimum lax claimed on the
taxpayer's federal income_tax return for all taxable
years beqginning after December 31, 2000.

The credit is equal {o fourteen percent of the portion of the
unused federal credil for prior year minimurn tax claimed
on the taxpayer's federal income tax return and may not
exceed the taxpayer's tax liabllity for the taxable year. For
a_nonresident taxpayer, the credlt is limited to the ralio
that the nonresident taxpayer's North Dakota adjusted
gross (ncome bears to the nonresident’s federal adjusied
gross Income,

c The credit undar this subsection is not allowed for taxable
years beainning after December 31, 2004,

i3

122 a At the election of an Individua| taxpayer engaged In 8
farming business. the tax iImposed by subsection 2 of this.
section for the laxable year gshall be equal {o the sum of
ihe following;




(1) The tax compuled under subsection 2 of this sectlion on
North Dakoia {axable income reduced by elecled farm

income.

{2) The increase in tax imposed by subsection 2 of this
section which would result if North Dakota taxable
income for each of the three prior taxable years were
increased by an amount equal to one-third of the
elecled farm income. For purposes of applying this
paragraph to laxable years beqinning before January 1,
2001, the increase in tax must be determined by
recomputing the tax in the manner prescribed by the tax
commissionetr,

"Elecled farm income” means that portion of North Dakola
taxable income for the taxable year thal is elecled farm
income as defined in section 1301 of the Internal Revenue
Code [26 U.S.C. 1301].

s

The reduction in North Dakota taxable income under this
subsection must be taken into account for purposes of
making an election under this subsection for any
subsequent taxable year,

jo

X The tax cominissioner may prescribe rules, procedures, or
. quidelines necessary to administer this subsection.

o

SECTION 2. AMENDMENT. Section 57-38-31.1 of the North Dakota Century
Code is amended and reenacted as follows:

57-38-31.1, Composite returns. Partnerships and subchapter S
corporations may file a composite return on behalf of nonresident
individua! partners or shareholders in the manner prescribed by the tax
commissioner. Any amount of tax paid by the partnership or subchapter
8 corporation on the composile return on behalf of a nonresident partner
or shareholder constitutes a credit on the North Dakota return of the
nonresident indlvidual on whose behalf the tax was paid by the
partnership or subchapter S corporation. Any return filed by a parinership
or subchapter S corporation under this section is considered as the return
of the nonresident on whose behalf the return s filed. The tax under this
saction must be computed by mulliplying the agaregate of the shares of
North Dakotla taxable Income reporable to North Dakota by the pariners
or shareholders included In the composite return by the-highest-federal-
tax-rate-forindividuals-dimes-the {axrale-imposed-undersesction-67-38-
36-3 four and nine-tenths percent.

SECTION 3, REPEAL. Section 57-38-34.1 of the North Dakota Century Code is
. tepealed,




SECTION 4. EFFECTIVE DATE. This Act is effective for taxable years
beginning after December 31, 2000.




Prepared by the Oftice of

. Stite ‘Tax Conymissioner for
the Senate Finance and Jax Comnitiee

RENVISTED March 20, 2001
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 1399
Page 1, line 1, replace “section” with “sections”, afler *57-38-30.3" insert “and 57-38-31.1"

Page 1, line 2, after “return” insert “and the filing of composite returns, to repeal section 57-
38-34.1 of the North Dakota Century Code, relating to an optional card income tax

return”

Page 1, line 17, remove “adjusted gross income and a federal”

Page 1, Jine 21, overstrike *This tax is"”, remove “two and seven-tenths”, overstrike
“percent of the individual’s estate’s , or” and insert immediately thereafler:

“a, The “ax for an individua), estate, or trust is computed at the following
rates:

(1.}  On North Dakota taxable income not in_excess of forty thousand
dollars, a tax of two and eight-tenths percent,

(2.)  OnNorth Dakota taxable income in excess of forty thousand
dollars, a tax of four and nine-tenths percent,

by The tax for married persons filing a joint return is computed al the
following rates:

(1)  OnNorth Dakota ©  hle income not in excess of eiphty thousand
dollars, a tax of two und eight-tenths percent.

(2)  On North Dakota taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent.”

Page 1, line 22, overstrike “trust’s adjusted federal”, remove “taxable”, overstrike
“income”, remove “that is taxable to this state” and overstrike *“for"

Page 1, line 23, overstrike *'the taxable year” and remove "“if the individua)’s, estate’s, or

trust's federal adiusted gross income”

‘ Page 1, remove line 24




Page 2, remove lines | through 7

Page 2, line 8, overstrike *“The adjusted federal”, remove “taxable”, overstrike “income”,
remove “for purposes of this section” and overstrike *‘for a”

Page 2, line 9, overstrike “resident”, remove “or nonresident” and overstrike “individual,
estate, and trust must be determined by”

Page 2, line 11, remove “deducting the taxpayer’s taxable”, overstrike “income™, remove
“that is not” and overstrike “taxable to”

Page 2, line 12, overstrike “this state”, remove “'from”, overstrike “the total” and remove
g ) irom
“federal”

Page 2, line 13, removce “taxable” and overstrike “income as reported on the federal
income tax return. To the extent they”

Page 2, line 14, overstrike “are included in the taxpayer’s federal”, remove “{axable™ and
overstrike “income, the following”

Page 2, line 15, overstrike “amounts must”, remove “also”, overstrike “be”, and replace
“deducted” with “For purposes of this section, “North Dakota taxable income”
means the federal taxable income of an individual, estate, and trust as computed
under the provisions of the Internal Revenue Code of 1986, as amended, adjusted

as follows”

Page 2, line 16, overstrike “Interest” and insert immediately thercafler “Reduced by interest™

Page 2, line 19, overstrike "The"and insert immediately thereafier “Reduced by the”

Page 2, line 25, overstrike “An” and insert immediately thereafter “Reduced by the”

Page 2, after line 27, insert:

“d, Reduced by thirty percent of the excess of the taxpayer’s net long-

term capital gain for the taxable year over the net short-term

capital loss for such year, as compulted for purposes of the Internal
Revenue Code of 1986, as amended,

Increased by the amount of any interest and dividends from
foreign securities and from securities of states and their political
subdivisions exempt from federal income tax: provided, that
interest upon obligations of the state of North Dakots or any of its
political subdivisions shall not be included.”

[




Increased by the amount of a lump sum distribution for which
income averaging was elected under section 402 of the Intemal
Revenue Code of 1986 [26 U.S.C. 402], as amended; however,
this adjustment does not apply if the Jump sum distribution is
reccived while a nonresident of this state and is exempt_{rom
taxation by this state under federal law.

e

i Increased by an amount equal to the Josses thal arce passed through
1o a taxpayer in conpection with an allocation and apportionment
to North Dakota under chapter 57-35.3.

h For nonresidents, reduced by the taxable income that is not tuxable
10 this state,

Pravided, however, that with the exception of subdivision h, cach
adjustment in the above subdivisions is allowed only to the extent that the
adjustment is attributable 1o income allocated and apportioned 1o North
Dakota.”

Page 4, line 22, overstrike "A husband and wife™ and insert immediately thereafler
“Married persons”

Page 5, line 4, overstrike “entire” and insert immediately thereafter “federal”

Page 5, line 29, replace “'up to” inscrt “twenty-five percent of the tax_liability computed

under subsertion 2, not to exceed”

Page 5, line 30, replace “twepty” with “twenty-five”, replace “forty” with “fifty" and
replace “a_husband and wife” with “married persons”

Page 6, line 1, replace *, based on payments by the taxpayer during the” with "*,_For
nonresidents, the credit is limited 1o the ratio that a nonresident’s North Dakota
adjusted gross income bears 1o the nonresident’s federal adjusted gross income,’

Page 0, replace lines 2 through 9 with:

“11. a  Ataxpayerjs entitled to a credit against the tax imposed

by this section for auy unused federal credit for prior
ear_minim

“Unused federal credit for prior
year minimum tax” means:

(1) The amount of the federa] credit for prior year

minimum tax attributable to federal altemative

’




(o]

;

[

I
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minimum tax included in the taxpayer’s federal
income tax liability for purposes of this section for
taxable years beginning before January 1, 2001,

(2.) Reduced by the total amount of the federal credit
for prior year minimum tax claimed on the
taxpayer's federal income tax return for all taxable
years beginning after December 31, 2000,

The credit is equal to fourteen percent of the portion of
the unused federal credit for prior year mizimum tax
claimed on the taxpayer's federal income tax return and
may not exceed the taxpayer’s tax liability for the
taxable vear. For a nonresident taxpayer, the credit is
Jlimited to the ratio that the nonresident taxpayer's North
Dakota adjusted gross income bears to the nonresident's
federal adjusted gross income,

The credit under this subsection 18 not ailowed for
taxable years beginning after December 31, 2004,

At the election of an individual laxpayer engaged ina
farming business, the tax imposed by subscction 2 of
this section for the taxable year shall be equal to the sum
of the following:

(1.) The tax computed under subsection 2 of this
section on North Dakola taxable income reduced
by elected farm income,

(2.) Theincrease in tax imposed by subsection 2 of this
section which would result if North Dakota taxable
income for each of the three prior taxable years
were increased by an amount equal to one-third of
the clected farm income, For purposes of applying
this paragraph to taxable years beginning before
January 1, 2001, the increase in tax must be
determined by recomputing the tux in the manner

“Elected farm income” means that portion of North
Dakota taxable income for the taxable year that is
clecled farm income as defined in section 1301 of the
Internal Revenue Code [26 U.S,C. 1301),




The reduction in North Dakota taxable income under
. this subsection must be taken into account for purposes

of making an election under this subscction for any
subsequent taxable year.

e

d. The tax commissioner may prescribe rules, procedures,
or guidelines necessary to administer this subscction.

The tax_ commissioner may prescribe tax tables to be used
in licu of computing the tax according to subsection 2. In
the tables so prescribed, the amounts of the computed tax
must be based on the tax rates set forth in subsection 2. If
prescribed by the tax commissioner, these tables must be
followed by every indjvidual, estate, or trust electing to
determine a tax under this section,

SECTION 2, AMENDMEN'T,. Scction 57-38-31.1 of the North
Dakota Century Code is amended and reenacted as follows:

§7-38-31.1. Composite returns, Partnerships and subchapter S
corporations may file a composite return on behalf of nonresident individual
partners or shurcholders in the manner prescribed by the tax commissioner,
Any amount of tax paid by the partnership or subchapter S corporation on the
composite return on behalf of a nonresident partner or shareholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation. Any
return filed by a partnership or subchapter S corporation under this section is
considered as the return of the nonresident on whose behalf the veturn is filed.
The tax under this section must be computed by multiplying the aggregate of
the shares of North Dakota taxable income reportable to North Dakota Ly the
partners or shareholders included in the composite return by the-highest-
federal-tax-rate-for-individualstimes-the-tax-rate-imposed-under-section-57-

38-30:3 four and nine-tenths percent.

SECTION 3, REPEAL. Section 57-38-34.1 of the North Dakota
Century Code is repealed.”

, Renumber accordingly
i Prepared March 28,2001 daw
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ENGROSSED HOUSE BILL 1399 WITH PROPOSED AMENDMENTS
‘ DATED MARCH 28, 2001

A BILL for an Act to amend and reenact sections 57-38-30.3 and 57-38-31.1 of the North
Dakota Century Code, relating to determination of income lax liability on the short-form
state income tax return and the filing of composite returns; to repeal section 57-38-34.1
of the North Dakota Century Code, relaling {o an optional card income {ax return; and to
provide an effective date.

SECTION 1. AMENDMENT. Section 57-38-30.3 of the North Dakota Century

Code is amended and reenacted as follows:
57-38-30.3. Siniplified optional method of computing tax.

1. Notwithstanding the other provisions of this chapter, an individual,
estate, or trust may elect o determine state income tax liabiiity by
applying the provisions of this section. Any taxpayer electing to
determine the taxpayer's income tax liability pursuant to this
section Is only eligible tor those adjusiments or credits which are

. specifically provided for in this section. Provided, that for
purposes of this section, any person required to file a state
income tax return pursuant to the provisions of this chapter, but
who has not computed a federal taxable income figure shall
compute such a federal laxable income figure using a pro forma
return pursuant {o the provisions of this section in order (o
determine a federal taxable income figure to be used as a starling
point in computing state income tax.

2. A tax Is hereby Imposed for each taxable year upon income
earned or received In that taxable year by every resident and
nonresident Indlvidual, estate, and trust.

a, Thetax for an individual, eslate, or trust is computed at the
followlng rates:

(1.)  On North Dakola taxable income not in excess of

{orty thousand dollars, a tax of two and elght-lenths
percent.

(2), 0 ia {a income In excess of fort
thousand dollars, a tax of four and nine-tenths
percent,




b.  The tax for married persons filing a joint return is computed

. " atthe following rates:

(1.}  On North Dakota taxable income not in excess of
elghty thousand dollars, a tax of two and eight-
tenths percent.

(2.)  On North Dakota {axable income in_excess of
eighty thousand dollars, a tax of four and nine-
tenths percent.

3. For purposes of this section, “North Dakota {axable income”
means the federal laxable income of an individual, eslate, and
lrust, as computed under the provisions of the internal Revenue
Code of 1986, as amended, adjusted as follows:

a. Reduced by interest income from obligations of the United
States and incorne exempl from state income tax under
federal statute or United States or North Dakota

constilutional provisions.,

b. Reduced by the portion of a distribution from a qualified
investment fund described in section 57-38-01 which is
altributable o investments by the qualified investment fund
in obligations of the Uniled States, obligations of North
Dakota or its political subdivisions, and any vther obligation
the interest from which is exempt from state income tax
under federal statute or United States or North Dakotla

constitutional provisions.

c. Reduced by an amount equal {o the earnings that are
passed through o a taxpayer in connection with an
allocation and apportionment to North Dakota under

chapter 57-35.3.

d. Reduced by thirty percent of the excess of the laxpayer's
pet long-term capital gain for the taxable year over the net
shori-lerm capltal loss for such year, as computed for
purposes of the Inlernal Revenue Code of 1986, as

amended,

Increased by the amount of any interest and dividends
from foreign securities and from securities of states and
thelr political subdivisions exempt from federal Income tax;

i®

provided, that interest upon obliaations of the state of
North Dakota or any of its political subdlyisions ol be
included,”

L. Increased by the amount of a lump sum distribution for.

which Income averaqing was elected under section 402 of
the Internal Revanue Code of 1988 [26 U.8.C. 402], as




amended; however, this adjusiment does not apply if the
. lurnp sum distribution is recelved while a nonresident of
{his state and is exempt from taxation by this state under

federal law.

qa. Increased by an amouni 2qual to the losses that are
passed through to a taxpayer in connection with an
allocation and apportionment to North Dakota under
chapler 57-35.3.

h. For nonresidents reduced by the taxable income that is
not taxable 1o this siate.

Provided, however, that with the exceplion of subdivision h, each
adjustment in the above subdivisions is allowed only {o the extent the
adjustrent is attributable to income allocated and apportioned to North

Dakota,

4, Married persons filing a joint federal income tax return shall file a
joint state income tax return if the return is filed under this section,
If separate federal income tax returns are filed, une spouse's
statle income tax return may be filed under this section and the
other spouse’s income tax return may be filed under the other
provisions of this chapter,

a. A resident individual, estate, or trust must be allowed a
credit against the tax otherwise due under this section for
the amount of any income lax imposed on the taxpayer for
the taxable year by another state or territory of the United
States or the District of Cotumbia on income derived from
sources therein and which is also subject to tax under this
section,

(914

b. The credit provided under this subsection may not exceed
the proportion of the tax otherwise due under this section
that the amount of the taxpayer's adjusted gross Income
derlved from sources in the other taxing jurisdiction bears
lo the taxpayer's federal adjusted gross income as
reported on the taxpayer's federal income tax relurn,

6. Individuals, estates, or trusts that file an amended federal income
tax return changing their federal taxable income figure for a year
for which an election to flle state income tax returns has been
made under this secllon shall file an amended state Income tax
return to reflect the changes on the federal income tax return,

7. The tax commissioner may prescribe procedure and guldslines to
prevent requiring Income that had been previously taxed under
this chapter from becoming taxed again because of the provisions

‘ of this section and may prescribe procedures and guldelines to
preveni any income from becoming exempt from taxation




because of the provislons of this section if It would otherwise have
been subject to taxation under the provisions of this chapter.

A taxpayer flling a relurn under this sectlion is entitied o the credit
provided under section 67-36-01,20.

A taxpayer filing a return under this section is entitled to the
exemplions or credils provided under sections 40-63-04, 40-63-
06, and 40-63-07,

A taxpavyer filing a return under this seclion Is entitled to a credit
of twenty-five percent of the tax llabllity computed under
subsection 2, not 1o exceed one hundred twenty-five dollars, or
two hundred fifly dollars for married persons flling a jojn! siate
income tax return. For nonresidents, the credit Is limiled to the
ratip that a nonresident's North Dakota adjusted gross Income
bears {0 the nonresident's federal adlusted gross incoma,

a A taxpayer is entitled to a credit againsi the {ax Imposed
by this section {or any unused tederal credit for prior year
minimum tax, "Unused federal credit for prior year
minimum tax” means;

(1) The amount of the federal credit for prior vear
minimum {ax attributable to federal alternative
minimum tax included In the taxpaver's federal
Income tax llability for purposes of this section for
taxable years beglnning before January 1, 2001,

(2) Reduced by the total amount of the federal credit
for prior year minimum tax claimed on the
taxpayer's fedeial Income tax return for all taxable
years beginning after December 31, 2000.

The credit is equal to fourleen percent of the portion of the
unused federal credit for prlor year minimum tax claimed
on the taxpayer's federal income tax return and may not
exceed the taxpayer's tax liability for the taxable year, For
a nonresident taxpayer, the credit Is limited to the ratio
that the nonresident taxpayer's North Dakota adlusted_
aross income bears to the nonresident's federal adjusted
qross_income,

=g

The credit under this subsection is not allowed for taxable
years beginning after December 31, 2004.

o

At the election of an individual taxpayer engaged in a
farming business, the tax imposed by subsection 2 of this
section for the taxable year shall be equal to the sum of
the following:

joo




(1) M&Qmmmwegmuumﬁmc_m
NQ[! Q§ Q <] mgg @ Income rgguggg Y8 QQ!QQ lg[
Ingome,

(2) The Increase in tax imposed by subsection 2 of this
mtmm&mmmgmm
he thr ie re

!Qg[ggﬁgg Qx an amaount ggggl tg ggg third of Jhe.

glected farm income. For purposes of applyin g this
mgmgmmr_s_ innin re Jany
2001, the Increase In tax musi be determined by
recomputing the tax in the manner prascribed by {he tax

gcommissloner.

b, “Elecled farm income” means_that portion of North Dakota
taxable income for the taxable year that is elecled farm
income as defined In section 1301 of the Internal Revenue

Code [26 U.8.C. 1301).

The reduction in Norlh Dakota {axable income under this

c.
subsection must be {aken into account for purposes of
making an election under this subsection for any
subsequent taxable year,

d. The lax commissioner may prescrive rules, procedures, or

quidelines necessary {o administer this subsection.

13.  The tax commissioner may prescribe tax tables to be used jn lieu
of computing the tax according o subsection 2. in the lable so
prescribed, the amounts of the computed tax must be based on
the tax rates set forth in subsection 2. if prescribed by the tax.
commissioner, these tables must be followed by every individual,
estate, or trust electing to delermine a tax under this section.

SECTION 2. AMENDMENT. Section 57-38-31.1 of the North Dakgta Century
Code Is amended and reenacted as follows:

57-38-31.1. Composite returns. Partnerships and subchapter 8
corporations may file a composite return on behalf of nonresident
indlvidual partners or shareholders In the manner prescribed by the tax
commissioner. Any amount of tax pald by the parinership or subchapter
S corporation on the composlte return on behalf of a nonresident partner
or shareholder constitutes a credit on the North Dakota return of the
nonresident individual ¢nh whose behalf the tax was paid by the
partnership or subchapter S corpuration. Any return filed by a partnership
or subchapter S corporation under this section Is considered as the return
of the nonresident on whose behalf the return Is filed. The tax under this
sectinn must be computed by multiplying the aggregate of the shares of
North Dakota taxable income reporiable to North Dakota by the pariners




or shareholders included In the composite return by the-highesi-federal-
tax rate-lor-individuals-times-the-tax rate imposed-undersaction 67-38-

30:3 four and nine-lenths percent.

SECTION 3, REPEAL, Section 57-38-34.1 of the North Dakota Century Code is
repealed.

SECTION 4. EFFECTIVE DATE. This Act is effeclive for taxable yaars
beginning after December 31, 2000.




Prepared lor Senator Wardne
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 139Y
Includes Property Tax Credit for Taxpayers Paving Property Tax or Rent
Credit of 25% of Tax Liabllity or $230

Page 1, line 1, replace “section” with “sections”, afler *57-38-30.3" insert "and 57-38-31.1"

Page 1, line 2, afler “return® insert “and the filing of composite returns; to repeal section §7-
38-34.1 of the North Dekota Century Code, relating te an optional card income tax
return”

Page 1, line 17, remove “adjusted gross income and a_feder,.]”

Page 1, line 21, overstrike *“This tax is”, remove “two_und seven-tenths™, overstrike
“percent of the individual's estate’s , or’ and insert immediately thereafier:

(1]

The tax for an individual, estate, or trus! is computed ol the following

a,
rales.
(1.)  On North Dakota taxable income not in excess of forty thousand
dollars, a tax of two and cight-tenths percent,
(2)  On North Dakota taxable income in excess of forly thousand
dollars, a tax of four and nine-tenths percent.
b, The tax for married persons filing a joint return is computed at the

following rates:

(1)  On North Dakota taxable income not in excess of eighty thousand
dollars, a tax of two and eight-tenths percent.

(2.)  On North Dakota taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent.”

Page 1, line 22, overstrike “trust’s adjusted federal”, remove *‘taxable”, overstrike
“income”, remove *“‘that is taxable o this state” and overst:ike *for”

Page 1, line 23, overstrike “'the taxable year” and remove “if the individual’s, estate’s, or
trust’s federal adjusted gross income”

. Page 1, remove line 24




Page 2, remove lines | through 7

Page 2, line 8, overstrike "The adjusted federal”, remove “taxable”, oversirike “income",

remove “for purposes of (his section” and overstrike *for 8"

Page 2, line 9, overstrike “resident”, remove “or nonresident” and overstrike “individual,
estate, und trust must be determined by”

Page 2, line 11, remove “deducting the taxpayer's taxable”, overstrike “income”, remove
“1hat is not" and overstrike “taxable to”

Page 2, line 12, overstrike “this state”, remove “from". overstrike *the total” und remove

“federal”

Page 2, line 13, remove “taxable” and overstrike “'income as reported on the federal
income tax return. To the extent they”

Page 2, line 14, overstrike “are included in the tuxpayer's federal”, remove “taxable” and
overstrike “income, the following”

Page 2, line 15, overstrike “amounts must”, remove “also”, overstrike “be”, and replace
“deducted"” with “For purposes of this section, **North Dakota taxsble income"
means the federal laxable income of an individual, estate, and st as computed
under the provisions of the Interna) Revenue Code of 1986, as amended, adjusted

as follows™

Page 2, line 16, overstrike “Interest” and insert immediately thercafier “Reduced by interest”

Page 2, line 19, overstrike “The"and insert immediately thercafter “Reduced by the"

Page 2, line 25, overstrike “An” and insert immediately thereafier *Reduced by the”

Page 2, afler line 27, insert

“d. Reduced by thirly percent of the excess of the taxpayer’s net long-
term capital gain for the taxable year over the net short-term
capital loss for such year, as computed for purposes of the Internal
Revenue Code of 1986, as amended,

Increased by the amount of any interest and dividends from
foreign securities and from securities of states and their political
subdivisions exempt from federal income tax; provided, that
interest upon obligations of the state of North Dakota or any of its
political subdivisions shall not be included.”




ingome averaging was elected under section 402 of the Internyl
Revenuy Code of 1986 {20 U.S.C, 402], as amended; however,
this ndjustment dogs not apply il the lump sum distribution is
received while s nouresident of this utate and js exempt from
taxation by this stute under, federal law,

2 Increased by an gmount ¢qual to the losses that are passed through
to o taxpayer in_ connection with an allocution und apportionment
to North Dakota under chapter 57-35.3,

. [, Ingrensed by the smount of g lump sum distribution for which

h. For nonresidents, reduced by the taxable income that is not laxable
{0 this state.

Provided, however, that with the exception of subdivision h, cach
adiustment in the above subdivisions is allowed only to the extent that the
adjustment is attributable 1o income allocated and apportioned to North

Dakota,”

Page 4, line 22, overstrike “A husband and wife” and insert immediately thercafier
“Married persons”

Page 5, line 4, overstrike “entire” and insert immediately thereafier “federal”

Page 5, replace lines 29 and 30 with:

10. A qualifying taxpayer is entitled to a tax credit of up to
twenty-five percent of the tax liability computed under
sibsection 2 not 1o exceed two hundred thirty dellars, or one
hundred filleen dollars for marrierd persons filing separate
state income tax r<turns. For purposes of this subsection, a
“qualifving taxpayer” means a taxpayer who, during the

taxable year:

a.  Paid property taxes under chapter 57-02 on property in
this state, or

b.  Leased and paid rent for rea) property in this state, or
¢, Paid mobile hone tax under chapter 57-55 and lot rent

for a mobile home in this giate.




L.

A murried person filing o separale stale ingome X s

entitled 10 o credit bused on payments returnithe credis

Pance 6, rep.lace lines | through 9 with:

Hli“ QJ

=

g

i

A taxpayer is entitled to g credit against the lax ilnnmcd
by this sggggon for any unused [ederal credit for prior

year_minimum tax. “Unused federal credit for prior
wmmlmnnm.lg_".tmn._

(1) Ihg arnount of the federal credit for prior year
m; 1m 1 tax_atiributable to federal alternative
minimum tax_jncluded in the taxpayer's federa)
income tax liability for purposes of this scction for.

taxabje years beginning before January 1, 2001,

(2.) Reduced by the tota] amount of the federal credit
for prior year minimum tax claimed on the
taxpayer's federal income tax return for a)l taxable

years beginning afler December 31, 2000,

The credit is_equal to fourteen percent of the portion of
the unused federal credit for prior year minimuin tax
claimed on the taxpayer’s federal income tax return and
may not exceed the taxpayer’s tax liability for the
1axable year, For & nonresident taxpavyer, the credit is
limited to the ratio that the nonresident taxpayer’s North
Dakota adjusied gross income bears to the nonresident’s
federal adjusted gross income.

The credit under this subsection is not allowed for
taxable vears beginning atler December 31, 2004,

At the election of an individual taxpayer engaged in a
farming business, the tax imposed by subsection 2 of
this section for the taxable year shall be equal to the sum
of the following:

(1) The tax computed under subsection 2 of this
section on North Dakota taxable income reduced
by elected farm income,

(2.) The increase in tax imposed by subsection 2 of this
section which would result if North Dakola taxable




income for cach of the three prior taxable years
vere increased by an pnount equal to one-third of
the ¢lected form income, For purposes ol upplying
this parsgraph to tuxable yeurs beginning before.
January 1, 2001, the increuse in tux must be
determined by recomputing the X in the manner.

b, “Elected form income” means that portion of North
Dakola taxable income for the taxable year thal js
clected farm income as defined in section 1301 of the
Interna) Revenue Code [26 U.S.C. 1301],

¢, Thereduction in North Dakota taxable income upder
this subsection must be taken into pccount for purposes.
of making an election under this subsection_ for any

subscquent taxable year,

d. The tay commissioner may prescribe rules, procedures,
or puidelings necessary 1o administer this subsection,

13, The tax commissioner may prescribe tax tables 1o be used
in licu of computing the tax according to subsection 2. In
the tables so prescribed, the amounts of the computed tax
must be based on the tax rates set forth in subsection 2. If
prescribed by the tax commissioner, these tables must be
followed by every individual, estate, or trust electing to
determine a tax under this section,

k

SECTION 2, AMENDMENT. Section 57-38-31.1 of the North
Dakota Century Code is amended and reenacted as follows:

57-38-31.1, Composite returns. Partnerships and subchapter S
corporations may file a composite return on behalf of nonresident individual
partners or shareholders in the manner prescribed by the tax commissioner.
Any amount of tax paid by the partnership or subchapter S corporation on the
composile return on behalf of 4 nonresident partner or sharcholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation. Any
return filed by a partnership or subchapter S corporation under this section is
considered as the return of the nonresident on whose behalf the return is filed.
The tax under this section must be computed by multiplying the aggrepate of
the shares of North Dakota taxable income reportable to North Dakota by the
partners or shareholders included in the composite return by the-highest




foderal-tnx-rate-for-individuals-times the-tan-rate-imposed- under seotion 57
38-40:3 fowr and ning-tenths pereent.

SECTION 3, REPEAL. Scction 57-38-34.1 of the North Dakota
Century Code is repealed.”

Renumber accordingly
Prepared March 80200 diw




Credit Maximum of 25% of ‘Tax Liabllity or $§230

. Property Tax Credit Culeulated on Property Tax or Remt
(Senutor Christmann's Proposal)

10, . Ataxpayer filing & return under this section is entitled 1o
gcredit based on payments made by the taxpayer during
the taxable year, computed by adding the following:

(1) Twenty percent of property taxes paid under chupler
57-02 by (he taxpayer on property in this state,

(2.) Ten percent of rent paid by the taxpayer for real.
property in this state leased by the taxpayer,

(3.) Twenty pervent of mobile home tax paid under
chapter §7-55 and lot rent paid for 4 mobile home in
(his state,

b, The credit computed under subdivision a may not
exceed twenty-five percent of the tax liability computed
under subsection 2, or two hundred thirty dollars,

. whichever is less. For married persons filing separate

state income tax returns, the credit may not exceed
twenty-five percent of cach taxpayer’s tax liability
computed under subsection 2, or one hundted fifteen
dollars, whichever is less.
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 1399
Includes Senator Christmann Property Tax Credit
Based on Tax/Rent Paid, Not to Exceed 258% of Tax Liabllty or $230

Page 1, line 1, replace “section™ with “sections”, afler *57-38-30.3" insert “and §7-38-3) 1"

Page 1, line 2, after “retwmn™ insert “and the filing of composite returns; 1o repeal section 57-
38-34.1 of the North Dakota Century Code, refating to an optional curd income tax
return”

age 1, line 17, remove “adjusted gross income and a federal”

Page 1, line 21, overstrike “This tax is", remove “iwe and seven-tenths”, overstrike
“percent of the individual's estute’s , or'” and insert immediately thereafier:

d The tax for un individual, estate, or trust is compuied at the following

® -

(1)  OnNorth Dakota taxable income not in excess of forty thousand
dollars, a tax of two and cight-tenths percent,

(2)  On North Dakota taxable income in excess of forty thousand
dollars, a tax of four and nine-tenths percent.

The tax_for married persons filing a joint return is computed at the
following rates:

[

(1.} OnNorth Dakota taxable income not in excess of eighty thousand
dollars, a tax of two and eight-tenths percent,

(2.) On North Dakota taxable income in excess of eighty thousand
dollars, a tax of four and nine-tenths percent,”

Page 1, line 22, overstrike *“trust’s adjusted federal”, remove “taxable”, overstrike
“income™, remove ‘“‘that is taxable to this state” and overstrike “for"

Page 1, line 23, overstrike “the taxable year” and remove “if the individual’s, estate’s, or
trust’s federa] adjusted gross income”

. Page 1, remove line 24




Page 2, remove lines | through 7

Page ., line 8, overstrike *“The adjusted federal”, remove “laxable", overstrike “income”,
remove “for purposes of this section” und overstrike “for a"

Page 2, line 9, overstiike “resident”, remove "or ponresident™ and overstrike “individul,
estate, and trust must be determined by™

Page 2, line 11, remove “deducting the taxpayer's taxable”, overstrike “income™, remove
“that is pot” und overstrike “laxable to”

.......

“federal”

Page 2, line 13, remove “taxgble” and overstrike “income as reported on the federal
income tax return. To the extent they”

Page 2, line 14, overstrike “are included in thie laxpayer’s federal”, remove “laxable” and
overstrike “income, the following”

Page 2, line 15, overstrike “amounts must”, remove "“glso”, overstrike “*be”, and replace
“deducted” with “For purposcs of this section, *'North Dakota taxable income”
meuns the federal taxable income of an individual, estate, and trust as computed
under the provisions of the Internal Revenue Code of 1986, as amended, adjusted

as follows”

Page 2, line 16, overstrike “Interest” and insert immediately thereafter “Reduced by interest”

Page 2, line 19, overstrike “The"and insert immediately thereafler “Reduced by the”
Page 2, line 25, overstrike “*An" and insert immediately thereafler “"Reduced by the”
Page 2, after line 27, insert:

d, Reduced by thirty percent of the excess of the taxpayer’s net long-
term capital gain for the taxable year over the net short-term
capital loss for such year, as computed for purposes of the Internal
Revenue Code of 1986, as amended.

Increased by the amount of any interest and dividends from
foreign securities and from securities of states and_their political
subdivisions exempt from federal income tax; provided, that
interest upon obligations of the state of North Dakota or any of its
political subdivisions shall not be included.”

[\




incomge averagping was ¢leeted under section 402 of the Internal
Revenue Code of 1980 {20 U.8.CC, 402], as amended; however,
this adiustoent dogs notapply if the lunp sim distribution is,
teceived while wnonresident of this state wnd.is gaempl from
axation by this state upder federal lpw,

. [ Ingreased by the amount of u Jump sum distribution for which

g Inereused by an amount equil fo U losses that are pussed through
. taxpayer in connection with an atlocation and apportionment.
(o North Dakota under chapter §7-36.3.

). For ponresidents, reduced by the tuxable income thatis not taxable
to this state,

Provided, however, that with u.e exception of subdivision b, cach
adjustment_in the above subdivisions is allowed only to the extent that the,
adjustment is atiributable to income wllocated und apportioned 1o North,

Dukota,”

Page 4, line 22, overstrike "A husband and wife™ and insert immediately thereafter
“Married persons”

Page 5, line 4, overstrike “entire” and insert immediately thercafter “federal”

Page 5, replace lines 29 and 30 with:

10, a. Ataxpayer filing a return under this section is entitled to
a_credit based on payments made by the taxpayer during
the taxable year, computed by adding the following:

(1.) Twenty percent of property taxes paid under chapter
57-02 by the taxpayer on property in this state,

(2.) Ten percent of rent paid by the taxpayer {or real
property in this state leased by the taxpayer.

(3.) Twenty percent of mobile home tax paid under
chapter 57-55 and lot rent paid for a mobile home in
this state,

=

The credit computed under subdivision a4 may not
exceed twenty-five percent of the tax liability computed
‘ under subsection 2, or two hundred thirty dollars,

whichever is less. For married persons filing separate
slate income tax returns, the credit may not exceed




twenty=five pereent of gueh tuxpayer's (ax Jiability.
compited undur subsection 2, ar.one hundred fifieen
dollars, whichever is less,

Page 0, replace tines 1 through 9 with:

“LLop Aduxpeyeris entitled 1o g eredit upuinst the 1ux imposed
by this section for any unused feders)l eredit for prior,
year_minimum tax. “Unused federal credil for priop
YEUE minimuy Jax” means:

(.} The ymount of the federul ¢redit for prior yeur
minimum tay_atiributable to federal alternive
minimum tax_included jn the taxpayer's federy)
income tax liability for purposes of this section for
taxable years beginning before January 1, 200].

(2.} Reduced by the tota) umount of the federal ¢redit
for prior year minimum tax claimed on the.
inxpayer’s federal income tax return for all taxable
years beginning afier December 31, 2000,

The credit is equal 1o fourieen pereent of the portion of.
the unvsed federal credit for prior year minimum tax.
claimed on the taxpayer’s federal income tax return and

ay not exreed the taxpayer’s tax liability for the
taxable year. For a nonresident taxpayer, the credit js
limited to the ratio that t};- nonresident taxpayer's Nortl)
Dakota adjusted gross income bears to the nonresident’s
federal adjusted gross income,

The crudit under this subseetion is not allowed for.
faxable vears beginning afler December 31, 2004,

At the election of an individua) taxpayer engaged in a
farming business, the tux imposed by subsection 2 of
this section for the taxable year shall be equal to the sum
of the following:

=

e

X
[

(1.) The tax computed under subsection 2 of this
section on North Dakota taxable income reduced
by elected fami income.

section which would result if Nosth Dakota taxable

. (2) Theincrease in tax iinposed by suosection 2 of this




income for each of the three prior taxable years
were increased by an amount equal to one-third of
the elected farm income. For purposes of applying
this paragraph 1o taxable years beginning before
January 1, 2001, the increase in tax must be
determined by recomputing the tax in the manner
prescribed by the tax commissioner,

b. “Elected farm income’ means that portion of North
Dakota taxable income for the taxable year that is
elected farm income as defined in section 1301 of the
Internal Revenue Code [26 U.S.C. 1301].

The reduction in North Dakota taxable income under
this subsection must be taken into account for purposes
of making an election under this subsection for any
subsequent taxable year,

[

d. The tax commissioner may prescribe rules, procedures,
or guidelines necessary to administer this subsection.

13, The tax commissioner may prescribe tax tables to be used
in lieu of computing the tax according to subsection 2. In
the tables so prescribed, the amounts of the computed tax
must be based on the tax rates set forth in subsection 2, 1f
prescribed by the tax commissioner, these tables must be
followed by every individual, estate, or trust electing to
determine a tax under this section,

SECTION 2. AMENDMENT. Section 57-38-31.1 of the Notth
Dakota Century Code is amended and reenacted as follows:

57-38-31.1. Composite returns, Partnerships and subchapter §
corporations may file a composite return on behalf of nonresident individual
partners or shareholders in the manner prescribed by the tax commissioner,
Any amount of tax paid by the partnership or subchapter S corporation on the
composite return on behalf of a nonresident partner or shareholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation, Any
return filed by a partnership or subchapter S corporation under this section is
considered as the return of the nonresident on whose behalf the retumn is filed,
The tax undes this section must he computed by multiplying the aggregate of
the shares of North Dakota taxable income reporiable to North Dak
pariners or shareholders included in the composite retutn by the-highest-




federal-taxratefor-individuals-timesthe-tax—rate-imposed-underseetion-57-
38-30-3 four and nine-tenths percent.

SECTION 3. REPEAL. Section 57-38-34.1 of the North Dakota
Century Code is repealed.”

Renumber accordingly
Prepared March 282001 dinw
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Prepared for Senator
Randy Christmann
By OTC

April 2, 2001

ENGROSSED HOUSE BIiLL 1399 WITH PROPOSED AMENDMENTS
DATED MARCH 28, 2001 including
Sen. Christmann's Property Tax Credit

A BILL for an Act to amend and reenact sections 57-38-30.3 and §7-38-31.1 of the North
Dakota Century Code, relating to determination of income tax liabllity on the shen-form
state income tax return and the filing of composite returns; to repeal section 57-38-34. 1
of the North Dakota Century Code, relating to an oplional card income {ax return; and o
provide an effective date.

SECTION 1. AMENDMENT. Section 57-38-30.3 of the North Dakota Century

Code is amended and reenacled as follows:
57-38-30.3. Simplified optional method of computing tax.

1, Notwithstanding the other provisions of this chapter, an individual,
estate, or trust may elect to delermine state income tax liability by
applying the provisions of this section. Any taxpayer electing to
determine the taxpayer's income tax liablility pursuant to this
section Is only eligible for those adjustments or credits which are
specifically provided for in this section. Provided, that for
purposas of this section, any person required {o file a state
income tax return pursuant to the provisions of this chapter, but
who has not computed a federal laxable income figure shall
compute such a federal laxable income figure using a pro forma
return pursuant to the provisions of this section In order to
determine a federal taxable income figure to be used as a starting
point in computing state income tax.

2, A tax is hereby imposed for each taxable year upon income
earned or recelved in that taxable year by every resident and
nonresident individual, estate, and trust,

a. Thetax for an individual, estate, or trust is computed at the
following rates:

(1)  ©OnNorh Dakola taxable income not In excess of
{orty thousand dollars, a tax of two and eight-tenths
percent,

(2), On North Dakota taxable income In excess of forty
thousand doliars, a lax of four and nine-tenths.
percemt,




at the tolinwing rales:

. b. The iax for married persons filing a joint relurn is computed

(1) On North Dakota taxable income not in excess of
eighty thousand dollars, a tax of two and eight-
lenths percent,

(2)  On North Dakota {axable income in excess of
eighty thousand dollars, a tax of four and nine-
tenths percent,

3. For nurposes of this section, “North Dakola taxable income”
means the federal taxable income of an individual, estate, and
trust, as computed under the provisions of the Infernal Revenue
Code of 1986, as amended, adiusted as follows:

a. Reduced by interest income from obligations of the United
States and income exempt from state income tax under
{federal statule or United States or North Dakota
constitutional provisions.

D. Reduced by the portion of a distribution from a qualified
Investment fund described in section 57-38-01 which is
attributable to investiments by the qualified investment fund
in obligations of the United States, obligations of North
Dakota or Its political subdivisions, and any other obligation
the interest from which is exempt from state income tax
under federal statute or United States or Norih Dakota
constitutional provisions.

c. Reduced by an arnount equal lo the earnings that are
passed through o a taxpayer in connectlion with an
allocation and apportionment to North Dakota under

chapter 57-35.3.

Reduced by thirly percent of the excess of the taxpayer's
net long-term capital gain for the taxable year over the net
shori-term capital loss for such year, as comipuled for

purposes of the Internal Revenue Code of 1986, as
amended.

e Lﬁwm@_amgmmmmest and dividends

securlties a ro rities {
bdivisi ederal income tax,
mmmmmmmmmﬂ
North Dakota or any of its political subdivisions shall not be
Included.”

iss

L Incressed by the amount of a lump sum distribution for,
. which Income averaqing was slecled under seclion 402 of
the Internal Revenus Code of 1986 (26 U 5.C. 402], as




lump sum distribution Is recelved while a nonresident of
this slale and is exempt from taxation by this state under
federal law,

. amended: however, this adjustment does not apply if the

q. increased by an amount equal to the losses thal are
passed through to a taxpayer in connection with an
allocation and apportionment 1o North Dakota under
chapter §7-35.3.

h, For nopresidents, reduced by the taxable income that is
not taxable to this state,

Provided, l,owever, that with the exceplion of subdivision h, each
adijusiment in the above subdivisions Is allowed only to the extent the
adjustment is attributable to income allocated and apportioned 1o North
Dakota.

4, Married persons filing a joint federal income tax return shall file a
Joint state income tax return if the return is filed under this section.
If separate federal income tax returns are filed, one spouse’s
slate income tax return may be filed under this section and the
other spouse's income tax return may be filed under the other
provisions of this chapler,

5. a A resident individual, estate, or trust must be allowed a
credit against the tax otherwise due under this section for
the amount of any income tax imposed on the taxpayer for
the taxable year by another state or territory of the United
States or the District of Columbla on Income derived from
sources therein and which is also subject to tax under this
secllon,

b. The credit provided under this subsection may not exceed
the proportion of the tax otherwise due under this section
that the amount of the {axpayer’s adjusted gross income
derlved from sources in the other taxing jurisdiction bears
to the tuxpayer's federal adjusted gross income as
reported on the taxpayer's federal income lax return,

6. individuals, estates, or trusis that file an amended federal income
tax return changing thelr federal taxable income figure for a year
for which an election to file state income tax returns has been
made under this section shall file an amended state income {ax
return 1o reflact the changes on the federal Income tax return,

7. The lax commissioner may prescribe procedure and guldelines to
prevent requiring income that had been previously taxed under
this chapter from bacoming taxed again because of the provisions

. of this section and may prescribe procedures and guidelines to
pravent any income from becoming exempt from taxation




because of the provisions of this section if it would otherwise have
been subject to taxation under the provisions of this chapter.

A taxpayer filing a return under this section is entilled to the credit
provided urder section 57-38-01.20.

A taxpayer filing a return under this seclion is entitled to the
exemplions or credits provided under sections 40-63-04, 40-63-

06, and 40-63-07.

a. A taxpaver filing a return under this section is entilled {o a
credit based on payments made by the taxpaver during
the taxable year, computed by adding the tollowing;

{1.) Twenty percent of propei«y taxes paid under chapter
57-02 by the taxpayer on property in this state,

(2,) TYenpercent of rent pald by the taxpayer for real
propenty In this state leased by the taxpayer.

(3.) Twenty percent of moblle home tax paid under
chapter 57-55 and lot rent paid for a mobile home in

{his_state,

The credit computed under subdivision a may not
exceed one_hundred fifty dollars, or seventy five dollars
for marrled persons filing separate state Income tax

returns,

A taxpayer Is entitied to a credit against the tax imposed
by this section for any unused federal credit {or prior vear
minimum tax. *Unused federal credil for prior year
minimum tax" means:

(1) TIhe amount of the federal credit for prior year
minimum tax attributable o federal alternallve
minimum {ax included in the taxpavyer's federal
Income tax liability for purposes of this section for
taxable years beginning before January 1, 2001,

{2) Reduced by the lotal amount of the federal credit
for prior year minimum tax claimed on the
laxpayer's federal income tax return for all taxable
years beginning after December 31, 2000,

The credit is equal to {ourteen percent of the portion of the

unused federal credit for prlor year minimum {ax claimed

on the taxpaver's federal income tax return and may not.
W&MMMM@J@%&

a.nonresident taxpavyer, the credit s limited 1o the ra

that the nonresident taxpaver's North Dakota adlusied




gross income bears to the nonresident's federal adjusted
qross income.

The credit under this subsection is not allowed for taxable
years beginning after December 31, 2004.

©

At the election of an individuai taxpayer engaged in a
farming business, the tax imposed by subsection 2 of this
section for the taxable year shall be equal to ihe sum of
the following:

12

[©

(1) The tax compuled under subseclion 2 of this section on
North Dakota {axable income reduced by elected farm
Income,

(2} The increase in tax imposed by subsection 2 of this
section which would result if North Dakola {axable
income for each of the three prior {axable years were
increased by an amount equal to one-third of the
glecled farm income. For purposes of applying this
paragraph to taxable years beqginning before January 1,
2001, the Increase in {ax must be determined by
recomputing the {ax in the manner prescribed by the tax
commissloner,

“Elected farm income" means that portion of North Dakota
laxable Income for the taxable year that is elected farm
income as defined in section 1301 of the Internal Revenue
Code 26 U.S.C, 13011

i

The redugction in North Dakola taxable income under this
subsection must be taken into account for purposes of
making an election under this subsection for any
subsequent {axable vear,

o

d. The tax commissioner may prescribe rules, procedures, or
guidelines necessary o administer this subsection,

13,  TIhetax commissioner may prescribe tax tables to be used In lieu
of computl ax acco 1o subseclion 2, In the lables so
prescribed, the amounts of the computed tax must be based on
the tax rates set forth In subsection 2, I prescribed by the tax

commissioner, these tables must be followed by every individual,
eslate, or trust electing 1o determine a tax under this section.

SECTION 2. AMENDMENT, Section £7-38-31.1 of the North Dakota Century
Code is amended and reenacied as follows:

N




corporations may file a composite return on behalf of nonresident
individual partners or shareholders in the manner prescribed by the ax
commissioner. Any amount of tax paid by the partnership or subchapter
S corporation on the composite return on behalf of a nonresident pariner
or shareholder constitutes a credit on the North Dakota return of the
nonresident individual on whose behalf the tax was pald by the
partnership or subchapter S corporation. Any return filed by a parinership
ot subchapter S corporation under this section is considered as the return
of the nonresident on whose behalf the return is filed. The tax under this
section must be computed by multiplying the aggregale of the shares of
North Dakota taxable income reportahle to North Dakota by the pariners
or shareholders included in the composite return by the-highestiederal-
lax-rate-{or-individuale-timesthe-tax+aledmposed-under-section-67-38-

30:3 four and nine-tenths percent.

. 57-38-31.1. Composite returns. Parinerships and subchapter S

SECTION 3, REPEAL. Seclion 57-38-34.1 of the North Dakola Cerfury Code is

repealed,

SECTION 4. EFFECTIVE DATE. This Act is effective for taxable years
beginning after December 31, 2000.




. Preysired forSenator
. Randy Christmiann
By Ol ¢

April 2, 2001

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 1399
(Includes Senator Christmann Property Tax Credit)

Page 1, line 1, replace “section” with “sections”, afier *57-38-30.3" insert “and 57-38-31.1"

Page 1, line 2, afier “return’ insert 'and the {iling of composite returns; to repeal section 57-
38-34.1 of the North Dakota Century Code, relating to an optional card income tax
return”

Page 1, line 17, remove “adjusted gross income and g federa)”

Page 1, line 21, overstrike “This tax is”, remove “{wo and seven-tenths”, overstrike
“percent of the individual’s estate’s , or” and insert immediutely thereafter:

“a, The tax_for an individual, estate, or {rust is computed at the following
rates;

(1)  OnNorth Dakota taxable income not in excess of forty thousand
dollars. a tax of two and eight-tenths percent.

(2)  On North Dakota taxable income. in excess of forly thousand
dollars, a tax of four and nine-tenths percent,

b. The tax {or married persons filing o joint return is computed at the

following rates:

(1)  OnNorth Dakota taxable income not in excess of eighty thousan
dollars, g tax of two and ej {,

(2.)  OnNorth Dakota taxable income in excess of ejghty thousand
dollars, a tax of tour and nine-tenths percent,”

Page 1, line 22, overstrike “trust’s adjusted federal”, remove “{axnble”, overstrike

“income”, remove “that is taxable to this state” and overstrike “'for"

Page 1, line 23, overstrike “the taxable year" and remove “if the individual's, estate’s, or

. Page 1, remove line 24




Page 2, remove lines | through 7

Page 2, line 8, overstrike ""The adjusted federal”, remove “taxable”, overstrike “income”,
remove “for purposes of this section” and overstrike *for a"

Page 2, line 9, overstrike “resident”, remove "or ponresident” and overstrike “individual,
estaie, and trust must be determined by"

Page 2, line 11, remove “deducting the taxpayer’s taxable”, overstrike “income”, remove
“that is not"” and overstrike “taxable to"

Page 2, line 12, overstrike “this state”, remove “from"”, oversirike “the total” and remove

Nﬁgdgl:a I”

Page 2, line 13, remove “{axable” and overstrike “income as reported on the federal
income tax return. To the extent they”

Page 2, line 14, overstrike *are included in the taxpayer’s federal”, remove “taxable” and
overstrike "income, the following”

Page 2, line 15, overstrike "amounts must”, remove “also”, overstrike *be”, and replace
“deducted” with "“For purposes of this section, *North Dakota taxable income"

means the federal taxable income of an individual, estate, and trust as computed

under the provisions of the Internal Revenue Code of 1986, as amended, adjusted
as follows”

Page 2, line 16, overstrike “Interest” and insert immediately thereafler “Reduced by interest”

Page 2, line 19, overstrike “The”and insert immediately thereafler “Reduced by the”

Page 2, line 25, overstrike “An" and insert immediately thereafier “Reduced by the”
Page 2, after line 27, insert:

“d, Reduced by thirty percent of the excess of the taxpayer’s net jong-
term capital gain for the taxable year over the net short-term
capital loss for such year, as computed for purposes of the Internal
Revenue Code of 1986, as amended.

Increased by the amount of any interest and dividends from
foreign securities and from securities of states and their political
subdivisions exempt from federal income tax; provided, that
interest upon obligations of the state of North Dakota or any of its
political subdivisions shall not be included.”




2 Increased by an amount equal to the losses that are pussed through
Mwmwmswuhw_smmgﬂmmt
to North Dako 7.33.

h, For nonresidents, reduced by the taxable income that is not taxable
10 this siate,

Provided, however, that with the exception of sebdivision h, cach
adjustment mng above ubd;vm ons is pllowed only to the extent that the

adjustment is attributable to income allocated und apportioned 1o North
Dakotg,”

Page 4, line 22, overstrike “A husband and wife” and insert immediately thercafier

“Married persons”

Page 5, line 4, overstrike “entire” and insert immediately thercafier “federal”

Page 5, replace lines 29 and 30 with:
10, a, Ataxpayer filing a return under this section is entitled 1o

a credit based on payments made by the taxpayer during
the taxable year, computed by adding the following:

(1) Twenty percent of property taxes paid under chapter
57-02 by the taxpayer on property in this state,

(2.) Ten percent of rent paid by the taxpayer for real
property in this state leased by the taxpayer.

(3.) Twenty percent of mobile home tax paid under
chapter 57-55 and lot rent paid for a mobile home in

this state.

The credit computed uuder subdivision a may not
exceed one hundred fifty dollars, or seventy five dollars
for married persons filing separate state income tax

I

returns.




Nu‘ ﬂ_

1=

Page 6, replace lines | through 9 with:

ww_gnm_gﬂmgumuummw_&d

(1.) The amount of the federal credit for prior year.
minimum tax attributable to federal alternative
minimum tax included in the taxpayer’s federa
income tax liability for purposes of this section for.

taxable vears beginning before January 1, 2001,

(2.) Reduced by the total amount of the federal credit
' ar minimum tax claimed on t
faxpayer’s federal income tax return for all taxable
years beginning after December 31, 2000,

The credit is equal to fourteen percent of the portion of
the unused federal credit for prior year minimum tax
claimed on the taxpayer’s federal income tax return and
may not exceed the taxpayer’s tax liability for the
taxable year. For a nonresident taxpayer, the credit is
limited to the ratio that the nonresident taxpayer’s North
Dakota adjusted gross income bears to the nopresident’s
federal adjusted gross_income,

The credit under this subsection is not allowed for
taxable years beginning after December 31, 2004,

At the election of an individua] taxpayer engaged in a
farming business, the tax imposed by subsection 2 of
this section for the taxable year shall be equal to the sum
of the following;

(1) The tax computed under subsection 2 of this
section on North Dakota taxable income reduced
by elected farm income,

(2.) The increase in tax imposed by subsection 2 of this
section which would result if North Dakota taxable
income for each of the three prior taxable years
were increased by an amount equal to one-third of

the elected farm income, For purposes of applying




this puragraph 1o taxable yeurs beginning before.
January 1, 2001, the increuse in lax must be.
determined by recomputing the tax in the manner.
s weseribed by the 1ax commissioner.

b, “Elected farm income” means that portion of North
Dukota taxuble income for the taxable yesr thal is
elected farm income s defined in section 1301 of the
Internal Revenue Code [26 U.S.C, 1301],

The reduetion in North Dakotg 1axable income under
this subsection must be taken into account for purposes
of making an election upder this subsection for any

subﬁcgucnt taxable year.

e

d. The tax conupissioner may prescribe rules, procedures,
or guidelines necessary to administer this subsection.

13, The tax commissioner may prescribe tax tables to be used
in lieu of computing the tax according 1o subsection 2, In
the tables so prescribed, the amounts of the computed tax
must ve based on the tax rates set forth in subsection 2. If
preseribed by the tax commissioner, these tables must be
followed by every individual, estate, or trust electing to
determine a tax under this section,

SECTION 2. AMENDMENT. Scction 57-38-31.1 of the North
Dakota Century Code is amended und reenacted as follows:

57-38-31.1. Composlte returns, Parinerships and subchapter S
corporations may file a composite return on behalf of nonresident individual
partners or shareholders in the manner prescribed by the tax commissioner.
Any amount of tax paid by the partnership or subchapter S corporation on the
composite return on behalf of a nonresident partner or sharcholder constitutes
a credit on the North Dakota return of the nonresident individual on whose
behalf the tax was paid by the partnership or subchapter S corporation. Any
return filed by a partnership or subchapter S corporation under this section is
considered as the retumn of the nonresider! on whose behalf the return is filed.
The tax under this section must be computed by multiplying the aggregate of
the shares of North Dakota taxable income reportable 1o North Dakota by the
partners or sharcholders included in the composite return by the-highest
38-30:3 four and nine-tenths percent.




SECTION 3. REPEAL, Section 57-38-34.1 of the North Dukota
Century Code is repealed.”

Renumber accordingly
Prepared Minch 28 206G diw




Conyarison of HB10SS and 11131399

* " Representative Lonny Winrich -- District 18

th HB1055 and 131399 are “decoupling” bills that would change the way North Dakotans
compute their state income tax obligation. Instead of computing state income tax as 14% of
one’s federal tax obligation, as is currently done, state income tax would be computed as g
pereentage of federal taxable income,

FIB10S5 decouples transparently by constructing a state tax table where all the rates are 14% of
current federal rates. Tax bills would not change and the state would collect the same revenue
it does currently. Only the computation procedure would change. Tax rates under HB10SS
range from 2.1% of taxable income, for income ess than $27,050 for a single taxpayer
($45,200 for a married counle filing jointly), 10 5.54% of taxable income over $297,300,

HB1399 creates a two level flat rate system with a standard tax credit for each taxpayer.
Taxpayers with adjusted gross incomes of less than $55,000 ($110,000 for married couples)
would be taxed at a rate of 2.7% of taxable income with a tax credit of $120 ($240 for married
couples), Taxpayers with adjusted gross incomes of $55,000 or more ($110,000 for married
couples) would be taxed at a rate of 3.7% of taxable income with the same tax credits, HB1399
produces roughly the same amount of revenue for the state but it does so by raising the income
tax for some and lowering it for others.

‘e general effect of HBB1399 is that for the group of taxpayers with adjusted gross incomes of
Jess than $55,000 ($110,000 for married couples), taxes for those at the low end and at the high
end of the bracket would decrease but middle income taxpayers would have their taxes
increased. For taxpayers with adjusted gross incomes of $55,000 or more ($110,000 for
married couples), HB1399 would raise tend to raise taxes for those at the low end of the
bracket and give larger and larger tax breaks for the wealthiest taxpayers. In assessing these
differences, it is important to note that the number of taxpayers who fall in the middle income
range is much larger than the number at the ends of the income scale. Data from the Tax
Commissioner’s Ofrice shows that the low end effect of the tax credits would remove some
41,000 taxpayers from the tax rolls, There are approximately 9,000 taxpayers with adjusted
gross incomes of $55,000 or more ($110,000 for married couples) and there are about 171,000
taxpayers whose adjusted gross incomes are less than $55,000 ($110,000 for married couples).
The fiscal effects of HB1399 on these groups is summarized in the following table.

Group Number Fiscal Effect
Tax Reduced to Zero 41,000 - $2.0 Mill
Income below $55,000 ($110,000) 171,000 $2.8 Mill

1come $55,000 or more ($110,000) 9,000 - § .6 Mill

| .

Thus the overall cffect on state revenues is unchanged but with a significant tax increases for a
group of 171,000 citizens and major tax cuts for some 9,000 of the wealthiest taxpayers.
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’lsontatlvo Kim Koppelman 600 EAST BOULEVARD COMMITTILES:
/ Appropriations

lct 13 BISMARCK, ND 60505-0360
513 First Avenue Northwest
Waest Fargo, ND 58078-1101

Testimony on House Bill 1399
by Rep. Kim Koppelman
hefore the Senate Finance and Tax Committee

s

Good Morning, Mr. Chairman and Members of the House Finance and Tax Committee.
For the record, | am Rep. Kim Koppelman and | represent District 13.

Although thls Is my fourth session in the North Dakota House of Representatives, |
belleve this is the first time | have testified before your committese, so it's a privilege to

be here.

| appear here foday to ask your support of House Bill 1399, a bill which will both simplify
and Improve North Dakota's Income tax system.
When we considered a tax decoupling bill in the Legislalure, | voted against it, probably
for the same reasons many legislators did. We feared that it would tamper with the
simplicity of our income tax forms and the ease of filing taxes in North Dakota. | believe
most of us shared the attitude “If it's not broka, don't fix it."

Mr. Chalrman and members of the committee, {'ve since become convinced that "it is
broke”, if not in reality, at least In perception. Our income tax system in North Dakota
has two flaws: the absence of self determination and the problem of perception.

Because our income tax calculation is currently tied to a taxpayer's federal income tax
liability, we are at the mercy of any changes In the federal Income tax. While some
have noted that this could reduce revenues for state government, if there Is a tax cut in
Washington, DC, | am personally even more worried about the potential, at some point,
for the people of North Dakota to be subjected to a "stealth” state income tax increase,
not as a result of anything their elected legislators do, but as a result of what Congress

does.

Passing the buck for state tax policy-making to Washington, | believe, ignores our
responsibility to the people of our state and gives more power to a federal government

. which, many would argue, already has too much power, as it is.




I've also become convinced that there Is, Indeed, a perception problem. People outside
our state belleve our tax is higher than it Is. “Aren’'t business people and economic
development experts smart ennugh to figure out that our tax Is calculated on the federal
tax obligation and not on the taxpayer's Income?”, you may ask. Yes, they're smart
enough but, too often, they simply don't pay enough attention.

Too often a terse overview of economic, husiness or tax conditions In North Dakota can
and does leave the Impression that we have a 14% Income tax and that hastily-formed
perception alone may be enough to remove us from consideration, in today's
competetive economic development climate among states. We can't afford the
continuation of that myth or the perpeluation of the confusion.

For these reasons, | was prepared to introduce legislation to correct this nroblem and
was In the process of drafting such a bill, when | discovered Rep. Carlsui's bill. |
concluded that it was so similar to my idea, that | chose to sign on as a co-sponsor of
his bill, Instead of introducing another.

House BIll 1399 not only corrects the problems I've described, It also creates a falrer,
flatter tax, while retaining many federal deductions, and eliminates the "marriage
penally” for North Dakota state income tax payers, as well.

Mr. Chalrman and members of the cornmitlese, | urge your favorable consideration of
this bill and I'd be glad to attempt to answer any questions you may have.




Toe Heakr
HB 1399

STATE INDIVIDUAL INCOME TAXES
(Tax ratos for lax year 2001 - as of January 1, 2001)

TAX RATE RANGE  Number FEDERAL
(in perconts) of INCOME BRACKETS PERSONAL EXEMPTIONS INCOME TAX

Low High _ Brackelt | owest Highust Single _ Marrled epondenis DEDUCTIBLE
ALABAMA 20 - 60 3 600 (b} - 3,000 (b} 1.500 3.000 300 !

ALAGKA No Stote Incoma Tax

ARIZONA 287 - 604 10,000 (b) «  160C:0(b) 2,100 4,200 2,300

ARKANSAS 10 . 7.0(e0) 2009 . 26,000 20 (r) 40 (c) 20 (c)

CALIFORNIA (a) 1, . 9.3 6,464 (b) - 35,792 (b) 72 (¢) 142 {c) 227 (¢}

COLORADOU w0l rale wensavnsassNONGoeevrvrenrs

CHONNECTICUT 4.6 10,000 (b) - 10,000 (b) 12,000 (n 24,000 (N 0
5.95 5,000 - 60,000 110 (c) 220 (c) 110 (c)

DELAWARE .
FLORIDA {ote Income Tax
(GEORGIA 8.0 760 (q) - 7,000 (9} 2,700 6,400 2,700
HAWAII (h) 8.5 2,000 (b) - 40,600 (b) 1,040 2,080 1,040
IDAHO 8.2 1.000 (1) - 20,000 () 2,800 () 6,800 (d) 2,000 (d)
ILLINOIS 2,000 4,000 2,000
INDIANA 1,000 2,000 1,000
IOWA () . 40 (¢) 80 (o} 40 (c)
KANSAS 16,000 (b) - 30,000 (b) 2,280 4,600 2,250
KENTUCKY 3,000 . 8.000 20 (c) 40 (0) 20 (c)
LOUISIANA 10,000(b) - 50000(b) 4,500 () 9,000 () 1,000 ())
MAINE (a) (k) 4,150 (b) - 16,600 (b) 2,860 5,700 2,850
MARYLAND (ad 1,000 . 3,000 2,100 4200 2,100
MASSACHUSETTS Fial ralg---- 4,400 8,800 1,000
MICHIGAN (&) 42 (h 1 e Flal rale 2,800 6,600 2,800
MINNESOTA (a) 17,670 (m . 67,710 (m)} 2,000 () 6,800 (d) 2,800 (¢)
MISSISSIPPI 5,000 . 10,000 6,000 12,000 1,600
1,000 ' 5,000 2,100 4,200 2,100
2100 - 73,000 1.610 3,220 1,610

MISSOURI
'MONTANA (a) 11.0
2400 (m - 26,600 (n) 91 (c) 182 (c) 91 (¢}

NEBRASKA (a) « 6.08
NEVADA tale Income Tax
NEW HAMPSHIRE 1ate Incc ne Tax Is Limled to Dividends and Interes! Income Only.

NEW JERSEY . 20000(0) - 78,000 (o) 1,000 2,000 1,600
NEW MEXICO 6500 (p) - ©6,000 (p) 2,900 (d) 6,600 (d] 2,000 (d)
NEW YORK 8,000 (b) - 20,000 (b; 0 0 1,000
 NORTHCAROLINA ..12760 {q) - 60,000 (q) 2,600 {q; 5,000 (g 2,600 (g)
‘g%qt%xpm PRSI Y 3,000 - 60,000 2800 (dg 6,800 (d! 2,800.(d)

8) ) 5000 - 200,000 1,050 {s) 2,100 (s) 1,060 {s)

"OKLAHOMA 1000 - 10,000 1,000 2,000

OREGON (a) 6 2,350 (b) - 5,860 (b) 132 (¢) 284 {c)
PENNSYLVANIA 2 ---Flal ralg----- None

RHODE ISLAND 26.5% Federal tax llabllity (v) -
SOUTH CAROLINA (8) 26 - 1.0 6 2,310 - 11,650 2,900 (d) 6,800 (dV 2,800 (d)
SOUTHDAROTA No Sialo Income Tax

TENNESSEE State Income Tax Is LImiled to Dlvidends and Inleresl Income Qnly,

TEXAS No Slale Income Tax

UTAH 230 - 70 6 760 (b) - 3,760(b) 2,476 (d) 4,360(d) 2,176 {d)
VERMONT 24.0% Federal tax labliity (x) — - -
VIRGINIA 20 - 676 4 3,000 - 77000 800 1,600 800
WASHINGTON No State Income Tax

WEST VIRGINIA 30 - 656 6 10,000 - 60,000 2,000 4,000 2,000
WISCONSIN 468 - 676(y) 4 1,600 - 112,600 700 1,400 400
WYOMING No Slale Income Tax

DIST. OF COLUMBIA 50 - 90;z2) 3 10,000 - 30,000 1,370 2,740 1,370
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Enter your federal taxable income oo, PP
Addback adjustments-~see NOte A below .o, e
Bulance (Add lines 1 and 2) e i
Subtract adjustments---sce Note B below....ni, e

North Dukota taxable income (Subtract line 4 from line 3)
Tux-—To calculate your tx, use:
o Table 1, i your filing slatus is single, heud of household,
quulifying widow(er), or married filing separately; or
o Table 2, if your filing status is marrled filing jointly,
If you paid reat property tax, mobile hoine tax, rent, or ot rent for a
mobile home, enter the lesser of 25% of line 6 or $230 (3115, if
married flling separately. If not applicable, enter -0- on this line
Subtract line 7 from line 6. Thig Is your tax under the provislons of
HB1399, as passed by the Sonate. (Sce Note C below) ..., D v 8

R \l.n Y RIERE/ AV '] ﬂ"mJ Vi t -(f
gl Hpad ot Househld, Quallfylng Wldow(er). or e
| udpiﬂ'ln e ,y ‘ s 3

lf your Nonh Dalsoh ‘;3’ '
, taxable income Ig} g
et Over Bul not over NS
, 8% ot;North Dakota {axable income $ 0 $80.000... ';’ S% 91 |

1 120 ﬁlup 4, 9% of excess over $40,000 $ 80 000

- M'.M IR W TR

Note A—Addback adjustments
The following items must be added to federal taxable income to determine North Dukota tuxuble income. If you have any of these items, enter

them on tine 2 of the worksheet,
¢ Interest from state and local obligations, i.¢., municipal bonds, of states other than North Dakota.
¢ Amount of a lump-sum distribution from a pension plan for which the federal 10-year averaging method was used to calculate the federal

income tex on the distribution,
¢ Loss from a partnership, S corporation, or other pass-through entity that is subject to North Dakota's financia) institution tax (under

NanCnCt Ch- 57'35-3):

Note B—Subtract adjusiments
The following items must be subtracted from federal taxable income to determine North Dakota taxable income. If you have any of these items,

enter them on line 4 of the worksheet,
o Interest from U.S. obligations (including the portion of dividends from a mutual fund atiributable to the fund's investment in U.S,

obligations).

30% of the excess of net long-term capital gains over net short-term capital losses.

Income of a nonresident not taxable in North Dakota,

U.S. Railroad Retirement Board retirement, unemployment, and sick pay benefits.

Income of a Native American who lives and works on the reservation where enrolled as a member.

Income from a partnership, S corporation, or other pass-through entity that is subject to North Dakota's financial institution tax (under

N.D.C.C. ch. 57-35.3).

Note C—Other special adjustments that may apply
3-year income averaging method for eligible farmers. HB1399 includes a provision for a 3-year income averaging method for farm

income thal is similar to the 3-year income averaging method under federal income tax law. If eligible, the tax calculated using the 3-year
income averaging method may be lower than the tax calculated using the workshect. The detalls of the 3-year income averaging
calculation have not yet been determined by the Office of State Tax Commissioner.

. Unused federal credit for prior year minimum tax. HB1399 Includes a provision that allows for the recovery of any federal credit for

[}

prior year minimum tax that remains unused as of the beginning of the tax year for which HB1399 first takes effect. This applies only with
respect to the ponlon of the federal credit for prior year minimum tax that is attributable to the amount of federal altemative minimum tax
that was included in the taxpayer's federal income tax liability for purposes of Form 37.§ for tax years prior to the tax year for which
HB1399 first takes effect. In general, the recovery will be allowed in the form of a tax credit equal to 14% of the unused federal credit for
prior year minimum tax that is actually claimed on the taxpayer's federal income tux return, The details of this calculation have not yet

been determined by the Office of State Tax Commissioner,
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. MEMORANDUM
0

TO: Chairmen Carlson and Wardner '

And Members of the Conference Committec o

On HB 1399 o P
I'R: Kathryn L. Strombeck

Rescarch Analyst s
RI%: Fiscal Impact of HB 1399 with Conlerence Committee Amendments
DT April 23, 2001

Your conference committee has adopted amendments to grandfather-in the taxation of’
municipal bond interest from out-of-state sources allowing all bonds purchased before
July [, 2001 to remain tax-exempt.

The fiscal impact of fully-taxed municipal bond interest from out-of-state sourees is

estimated at $1.6 miltion per year, or $3.2 million per biennium. Assuming that 10% of
. the tax generated cach year is due to new investments, we would anticipate the

grandlathering clause to effectively expire sometime in tax year 2010 or later,

OF more immediate coneern is the liscal impact relative to the 01-03 bienntum,

Assuming taxpayers do not drastically change behavior and load up on muanicipal bonds
between now and July 1, approximately 95% ol the tax from out-of-state sources would
remain tax~exemptin 'Y 02, and 85% in 'Y 03, Therefore the estimated fiscal impact of
the grandfathering provision is -$2.88 million for the 01-03 bicnnium,

The committee also adopted amendments to add a line to the individual income tax return
on which taxpayers can estimate and pay use tax on Internet and catalog purchases,
While this provision is certninly revenue positive. we cannot estimate the likely fiscal
impact with any degree of certainty,

Additionally, the Tax Department will incur administrative costs estimated at $912.000 (o
estublish the new income tax system provided for in HB 1399,




April 23, 2001
(Underscored language indicales
conference committee amendment)

ENGROSSED HOUSE BILL 1399 WITH CONFERENCE COMMITTEE AMENDMENTS

A BILL for an Act o create and enacl a new subsection to section 57-38-31 of the North
Dakota Century Code, relating to space on income tax returns to report and remit use.

laxes, to amend and reenact sections 57-38-30.3 and 57-38-31.1 of the North Dakota
Century Code, relating to determination of income tax liability on the short-form state
income tax return and the filing of compuosite returns; to repeal section 57-38-34.1 of the
North Dakota Century Code, relating to an optional card income tax return; and to

provide an effective dale.

SECTION 1. AMENDMENT. Section §7-38-30.3 of tl.¢ North Dakota Century

Code is amended and reenacted as follows:
57.38-30.3. Simplified optional method of computing tax.

1.

Notwithstanding the other provisions of this chapter, an individual,
eslate, or trust may elect to determine state income tax liability by
applying the provisions of this section. Any taxpayer eiecting to
determine the taxpayer’s Income tax liability pursuant 1o this
section [s only eligible for those adjusiments or credits which are
specifically provided for in this section, Provided, that for
purposas of this section, any person required to file a slate
Income tax return pursuant {o the provisions of this chapter, but
who has not computed a federal taxable income figure shall
compute such a federal taxable incore figure using a pro forma
return pursuant to the provisions of this section in order to
delermine a federal taxable income figure to be used as a starting

point in computing state income tax.

A tax Is hereby Imposed for each taxable year upon income
earned or recelved in thal taxable year by every resident and
nonresident individual, estate, and {rust.

a.  The tax for an individual, estate, or lrust is computed at the
following rates:

(1) On North Dakota taxable Income not In excess of
forty thousand dollars, a tax of two and sight-tenths
percent.

(2) On North Dakota taxable Income in excess of forty
thousand dollars, a tax of four and nine-tenths
parcent,




The tax for married individuals filing a joint return is
compuled at the following rates:

(1) On North Dakota taxable income not in excess of
eighty thousand dollars, a tax of two and eight-
tenths percent.

(2) On North Dakota taxable income In excess of
eighty thousand dollars, a tax of four and nine-

tenths percent.

For a nonresident individual, estate or trusi, the tax
determined under subdivision a or b, whichever applies,
must be multiplied by a fraction in which:

(1) The numerator is the individual's federa) adjusted
gross income derived from North Dakota sources,
increased by the addition In subdivision e of
subsection 3; and

The denominator is the individual's federal adjusted
gross Income frons all sources, increased by the
addition in subdivision e of subsection 3, and
reduced by the net income from the amounts
spacified In subdivisions a and b of subsection 3."

For purposes of this section, "North Dakota taxable income"
means the federal taxable income of an individual, estate, and
trust, as computed undar the provisions of the Internal Revenue
Code of 1986, as amended, adjusted as follows:

a. Reduced by interest income from obligations of the United
States and incomu exempt from state income tax under
federal statute or United States or North Dakota
constlitutional provisions.

Reduced by the portion of a distribution from a qualified
investment fund described In section §7-38-01 which Is
attributable lo Investments by the qualified Investment fund
in obligations of the United States, abligations of North
Dakota or its political subdivisions, and any other obligation
the Interest from which Is exempt from slate income tax
under federal statute or Unlted States or Norih Dakota
constitutional provisions.

Reduced by the amount equal to the earnings that are
passed through to a taxpayer In connaction with an
allocation and apportionment to North Dakota under
chapler §7-35.3.




Reduced by thirty percent of the excess of the taxpayer's
net long-term capital gain for the taxable year over the net
short-term capital loss for that year, as computed for
purposes of the Internal Revenue Code of 1986, as

amended.

Increased by the amount of any income exempt from
federal income tax which consists of interest and dividends
from foreign securities or interest from securities of states
and political subdivisions thal are purchased after June 30,
2001, except that interest upon obligations of the state of
North Dakota or any of its political subdivisions may not be

included.”

Increased by the amount of a lump sum distribution for
which income averaging was elected under section 402 of
the Inteinal Revenue Code of 1086 [26 U.S.C. 402), as
amended. This adjustment does not apply if the taxpayer
receives the lump sum disiribution while a nonresident of
this state and the distribution is exempt from taxation by
this state under federal law.

Increased by an amount equat to the losses that are
passed through to a taxpayer in connection with an
allocation and apportionment to North Dakota under

chapler 57-35.3.

Each adjusiment in subsection 3, except under subdivision h,
may be allowed only 1o the extent the adjustment is attributable to

income allocated and apportioned to this state.

5. Marrled Individuals filing a joint federal Income tax return shall file
a joint state income tax return if the return is filed under this
saclion, If separale federal income tax returns are filed, one
spouse’s state income tax return may be flled under this section
and the other spouse's Income tax return may be filed under the

other provisions of this chapter,

6. a. A resident Individual, estate, or trust must be aliowed a
credit against the tax otherwise due under this section for
the amount of any income tax imposed on the taxpayet for
the taxable year by another slate or lerritory of the United
States or the District of Columbia on Income derlved from
sources therein and which Is also subject to tax under this

section.

b. The credit provided under this subsection may not exceed
the proportion of the tax otherwise due under this section
that the amount of the taxpayer's adjusted gross Income
derived from sources In the other taxing Jurisdiction bears




10.

11.

12.

to the taxpayer's federal adjusied gross income as
reported on the taxpayer's federal income tax return,

Individuals, estates, or trusls that fite an amended federal income
tax return changing thelr federal taxable income figure for a year
for which an election to file state income tax returns has been
made under this section shall file an amended state income tax
return to reflect the changes on the federal income tax return,

The tax commissioner may prescribe procedure and guidelines to
prevent requiring income that had been previously taxed under
this chapter from becoming taxed again because of the provisions
of this section and may prescribe procedures and guidelines to
prevent any income from becoming exempt from taxation
because of the provisions of this section If it would otherwise have
been subject to taxation under the provisions of this chapter.

A taxpayer filing a return under this section is entitied to the credit
provided under section §7-38-01,20.

A taxpayer filing a return under this section is entitled to the
exemptions or credits provided under sections 40-63-04, 40-63-

06, and 40-63-07.

A qualifying taxpayer is entitied to a tax credit of up to twenty-five
percent of the tax llabillty computed under subsection 2, not to
exceed two hundred thirty dollars for any return filed under this
section, The credlt for married indlviduals flling separate state
Inceme tax returns Is limlted to one hundred fifteen dollars for
gach spouse, unless separate returns are required under
subsection 2 of section 57-38-31, For purposes of this
subsection, a “qualifying taxpayer” means a taxpayer who, during

the taxable year:

a. Pald property taxes under chapter §7-02 on property in
this state;

b. Leased and paid rent for real property in {his state;

¢ Paid mobile home tax uncler chapter &7-55 gr lot rent for
a mobile home in this state, or

d, Qecupled houslng In this state as a primary reslder!

whizh was provided by (he taxpaver's emplover as par,
of the employment relationship,

a. A taxpayer Is entilled o a credit against the tax Imposed
by this sectlon for any unused federal credit for prior year
minimum tax. “IInused federal credit for prior year
minimum tax" means the amount of the federal credit for
prlor year minimum tax attributable to federal alternative




13.

(1)

minimum tax included In the taxpayer’s federal income tax
liability for purposes of this section for laxable years
beginning before January 1, 2001 reduced by the total
amount of the federal credit for prior year minimurm tax
claimed on the taxpayer's federal Income tax return for all
taxable years beginning after December 31, 2000.

The credit is equal to fourleen percent of the portion of the
unused federal credit for prior year minimum tax claimed
on the taxpayer's federal income tax relurn and may no*
exceed the taxpayer's tax liability for the taxable year. For
a nonresident taxpayer, the credit is limited to the ratio
that the nonresident taxpayer’s North Dakota adjusted
gross income bears o the nonresident's federal adjusted

gross income.

The credit under t!.is subsection Is not allowed for taxable
years beginning alter December 31, 2004.

At the election of an indlvidual taxpayer engaged in a
farming business, the tax iImposed by subsection 2 of this
section for the taxable yua: must be equal to the sum &f
the following:

The tax computed under subsection 2 on North Dakota
taxable income reduced by elected farm Income.

The increase In tax imposed by subsection 2 which
would result if North Dakota taxable income for each of
the three prior taxable years were Increased by an
amount equal to one-third of the elected farm incoma.
For purposes of applying this paragraph to taxable
years beglnning before January 1, 2001, the Increase in
tax must be determined by recomputing the tax In the
manner prescribed Ly the tax commissioner.

For purposes of this subsection “elected farm income”
means that portion of North Dakola taxable income for the
taxable year that is elected farm income as defined in
section 1301 of the Internal Revenue Code [26 U.S.C.

1301].

The reduction In North Dakot.: | '+ ible Income under this
subsection must be taken into account for purposes of
making an electlon under this subsection for any
subsequent taxable year,

The tax commissioner may prescribe rules, procedures, or
guidelines necessary to administer this subsection.




The tax commissioner may prescribe lax tables o be used In lieu
of computing the tax according to subsection 2 if the amounts of
the computed tax are based on the tax rates set forth in
subsection 2. If prescribed by the tax commissioner, the tables
must be followed by every indlvidual, estate, or trust electing 1o
determine a tax under this seclion.

SECTION 2. A new section to chapter 57-38 of the North Dakota Century Code
is created and enacted as follows:

Reporting and remitting use taxes on income tax returns. The tax
commissioner shall include on each individual return a space for reporling use
taxes on purchases by the taxpaver from out-of-state retailers during the taxable
year. The commissioner shall Include in the individual income tax returns
instructions for reporting, computing, and remitting use tax liability under chapter
57-40.2. The commissioner shall keep separate records of use tax collections
under this section and those collections must be allocated as provided in chapler
57-39.2. The provisions of chapter 57-39.2 govern the adminisiration of this
subsection,

SECTION 3. AMENDMENT, Section 57-38-31.1 of the North Dakota Century
. Code Is amended and resnacted as follows:

57.38-31.1. Composite returns. Parinerships and subchapter S
corporations may file a composite return on behalt of nonresident
individual pariners or shareholders in the manner prescribed by the tax
commissloner. Any amount of tax paid by the parinirship or subchapter
S corporation on the composiie return on behalf of a nonresident partner
or shareholder constitutes a credit on the North Dakota return of the
nonresident Individual on whose behalf the tax was paid by the
parinership or subchapter S corporation. Any return filed by a partnership
or subchapter S corporation under this section is consldered as the return
of the nonresident on whose behalf the return is filed. The lax under {his
saction must be computad by multiplying the aggregate of the shares »f
North Dakota income reportable to North Dakota by the partners or
shareholders included in the composite return by four and nine-tenths
percent.

SECTION 4, REPEAL. Section §7-38-34.1 of the North Dakota Century Code Is
repealed.

SECTION 5. EFFECTIVE DATE. This Act s effective for taxable years
beginning after December 31, 2000,




Strombeck, Kathz L.

: Strombeck, Kathy L.
t: Wednesday, Aprii 25, 2001 3:18 PM
' Carison, Al H.
Subject: Simplicity of 5-rate system
Rep. Carlson;

The five rate system that Is being considered by the Conference Committee on HB 1398 will be simple for the vast majority
of taxpayers. We estimate 80% to 95% of all taxpayers will simgly pull their federal taxable income off the appropriate line
on their federal return, go to the state tax table, and identify their tax amount.

The tax computation will be somewhat less simple for the estimated 16,000 taxpayers who have net long-term capital
galns and/or the 12,000 taxpayers - many of whom are the same taxpayers - who have municipal bond interest. These
taxpayers will be directed to a separate adjustment schedule to recompute their taxable income. A very small group of
taxpayers will have special adjustments for lump sum distributions, farmer's income averaging, and/or credit for prior
year's alternative minimum tax, and will also be directed to a separate schedule.

Taxpayers who are non-residents, have Interest from US obligations, pay taxes in another state, or have other types of
income not subject to taxation will have no additional complexities under the five-rate system than under the current
system,

The form itself will be straightforward and simple; any computations will occur on a separate schedule(s) which can be
ignored by the vast majority of taxpayers.

Kathryn Strombeck
Research Analyst

@
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