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BILL/RESOLUTION NO, 2299
Sonate Finance and Taxation Committee
Q Conference Committee

Hearing Date 1/29/0}

Tape Number Side A , Side B Meter #

I X 36.1-49.4

2 X ! 0-35.8 _
1/30/01 - 1 X 0-11.9

36.5-49 B
2/12/01 - 1 ] 25.4-32.6
/
| Commiittee Clork Signature T
Minutes:

Senator Urlacher: Opened the hearing on SB 2299, relating to sales and use taxes on coal.
Senator Gary Nelson: Co-sponsored the bill, testified in support. The legislature has been very
sensitive to tne fact that we must keep lignite competitive if we are to keep the jobs, the
economic activity, and the te revenue in our state. We have passed previous legislation dealing
with the competitive position of lignite and our ability to tax out of state coal. That legislation
was found to be unconstitutional, This bill was developed with the cooperation with the
industry, the tax dept., and the attorney general. This bill deserves favorable consideration for 3
reasons: Makes our low BTU lignite more competitive with out of state coal, shifts the
severance tax to a mote reliabl= tax, the conversion tax, and this is a win-win situation for the

state as it guarantees more revenues. ! would urge the committee to vote favorably on 2299,

Senator Aaron Krauter: Co-sponsored the bill, testified in support. Written testimony attached.
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Senate Finance and Taxation Committee
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Hearing Date 1/29/01

Rick Clayburgh: ND Tax Commissioner, neuttal, Refers to Kennecot vs, North Dakota. Talks
about out-of state companies and offers amendment. Meter number 43.4-49.4,

Carmen Mliler: Attorney General’s Office, state support of the Office,

John Dwyer: President, Lignite Energy Council, testifled in support. Written testimony

attached, Exploins festimony and ansivers quostions from Senator Wardner and Senator Nichols.

Through meter number 17.5.

Reprosontative John Mahoney: Thank you for your indulgence, Mr, Chairman, I’'m here to

testify, I would say, I guess neutral to extremely cautious at this point on this bill. Frankly, this
bill in its current form, [ have to say it scares me. When this concept was first brought up in
November and December, I 1iked the idea, ah, it seemed to be something that was going to
perhaps address what we’ve been trying to do for two sessions. John talked about the bill, the
bills of the last two sessions, 1 did, I was a sponsor of the bill two sessions ago that kind of got
the ball rolling on trying to do something to equalize the taxes on out of state coal and in state
coal but we know what's happened with that. It, it, had constitutional problems. And now with
that, this thing has rolled along and here we are with this, which is an absolutely incredible
change in the structure of taxing an industry that pays something like $75 million in taxes a year.
And not to mention the uncounted dollars, millions of dollars, in taxes for all the employees and
the economic benefits and everything else that the coal industry provides. I suppose I should be
able to say that, yeah, I'll jutnp on the bandwagon, I’'m wholeheartedly in favor of this because
it's going to lead to political subdivisions revenue neutral or even give us and extra $7,000, but
feel my obligation down here at the legislature is not simply to my political subdivision, ah,

political subdivisions up inn my district, but I owe, I owe the state, I have the obligation to the

N ~ stato to try to look out for them as well. Um, by the way' 1 don’t even know if | mentioned my
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name. I'm Representative John Mahoney from Distriet 33, which is in the heart of the coal and
energy industry, Ah, anyway, I think it's worth while to, (0 back up and take a look at the taxing
structure as its gone over the years, Ah, some of you may remember back in 1975 out of a study
during the interim between 73 and 75 the initial tax structure came about and it was set at $.50 a
ton the severance tax was with an escalated clause of $.3, excuse me, $.1 tor every 3 point
increase in the whole bill, prices for all commodities. That was changed in 77 to $.65 a ton, with
a 1to 1 escalator. In 79, that was changed to $.85 a ton and those of you who were around,
remember, there was some very, very heated battles over the tax structure for the industry. Ah,
in fact, ah, Byron Dorgan has achieved a lot of success in politics and | think that was one of the
first good battles that he had here in the, this capitol, was over this coal tax structure, Um, what
the escalator, the tax reached a high of $1.04 , ton which was *1e way it was until 1987. In 1987,
we set the tax at $.75 a ton, plus we set up a $.02 a ton for lignite research. Um, the privilege
tax, the conversion tax, that is as John said $.25, a half a mill actually works out to be $.25 that is
assessed amount in a quarter has that %60 tax. Ah, now a couple things concern me and I hope
this committee will tuke 2 real hard look at this bill. First of all, we had battles about changing
the tax 10 cents here, 5 cents here, 2 cents here, we battled for the 2 cents in the research fund,
which I think is tremendous. Um, I think this body has been good to the industry, the industry
has been good to us, it’s been beneficial, it's been a win-win situation. I'd like to see it continue
that way. Al, we’re taking, cutting the $.07 in half, I mean,that’s incredible, I mean that’s an
incredible shift. And by doing thai, uh, we’re kind of putting all our eggs in one basket.
Everybody, with all the investments going on, everybody talks about diversified portfolios, I hate

that word, I don’t think I have a portfolio even though I have investments, Um, to do that, we’re

depending on a lot of variables. Um, and this supposedly is geared toward equalizing the tax for



Pege 4

Senate Finance and Taxation Committee
Bill/Resolution Number 2299

Hearing Date 1/29/01

out of state coal and in state coal. But there's a lot of things to consider. For example, there's a
%60 tax on the conver .icn tax on the one quarter mill. Uh, and that supposedly is going to be an
incentive for the plants to operate entire capacity. Now, when [ look at that and consider a half a
billion doliar power plant and the tremendous demand for energy, am I going to make my
decision on whether to run that plant %50, %70, %90, or %100 on what the tax structure is if
we’re able to have a profit on that? Maybe so, maybe not. Wo can hear from industry experts on
that. Um, for that additional capacity, is that going to be all in state coal? There’s nothing
saying iv has to be, From 60-100 percent, maybe it’s all out of state, tax-free coal for all we
know, Just some things to think about. Uh, there was a mention of the study that was done a
couple years ago by Mr, Rame:th, In that study, which is in our, came into, came in our uh,
legistative report from the legislative council, there’s also a statement that Mr. Ramseth made
and I'll quote it. Dr. Ramseth said, and I’l{ quote the legislative council report, “It is important
to remember that ND tax and regulatory policies for the coal industry is not what has created the
current economic problems faced by the lignite industry. Price reductions in sub bituminous coal
address transportation costs have been so significant that they are responsible for the competitive
prices faced by the industry. With that in mind, I just want to say that I think this is perhaps
going in the right direction but it is a huge step. And whether or not it’s revenue neutral to our
political subdivisions, this body does have a responsibility to the state. I think that the state,
legislators from all over the state, have been very considerate and compassionate to the things
that we’ve gone through in our areas. Um, we have a tremendous amount of impact, and we
share a tremendous amount of tax dollars with the other districts. The conversion tax for

‘example, the 1 quarter mill goes entirely to the tate, the other quaurter mill goes %65 to the state,

and %35 to the political subdivisions, The 7%, we take %35, 15% goes to the trust fund, %50 to
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the state. We share with the state, the state shares with us, the industry is very gocd, we are
facing real competition, I'm denying that from the sub bituminous coal, And it’s somoething
that's certainly worth looking at. If we can work a bill that’s going to protect the stato, um, be
good for the industry, be good for the political subdivisions, great. If we can't come up with
something, and if we’re jumping in with both feat, or if we’re diving off a cliff, we better see
how deop the water is and I hope this committee will take a real hard look at the numbers |
presented to you, like I say, they’re based on speculation. We don't know what's going to
happen in the future. I would ask you to look a hard look at the numbers and proceed with
caution. With that, I’d be open to answer any questions,

Senator Wardner: What is your feelings on the future use of Powder River Coal?
Representative John Mahoney: Well, Mr. Chairman, Sen. Wardner, it is a threat, I think that

now we're at the point where it’s my understanding thu. that coal actually is, for BTU, somewhat

cheaper than our lignite coal. And whether the tax difference is going to make or break the
competitiveness of it, I don’t know, but I think that the plants here, I would hope, want to use the
oloser coal £nd the plants that are here are designed for lignite. I’m sure the boilers could
probubly be refitted but as understand it, sub bituminous coal is a lot hotter and these plants can
only bumn a certain mix of that coal, is my understanding, but I'd like to think that they’re going
to support our industry with the great volume of lignite coal that we have. And if we don’t use it
all up in the 1,000 years that we have it, then naybe there could be some, but it took millions and
millions of years to make that stuff and I think we want to be careful once we disperse it or let it
go. Thank you.

Renes: Pfenning: ND Building & Construction Trade Council & ND Electrical Workers Council,

testified in support.
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Harlan Fuglesten: ND Assoc. Of REC’s, testifled in support,

Dale Andersony: Greater ND Assoc,, testifled in support.

Illang Jeffcoat-Sacco: Public Service Commission, neutrally testified. Written testimony
attached.

Senator Urlacher: Closed the hearing. Action delayed.

Subcommittee met 1/30/01, Meter number 0-11.9, Senators Wardner, Christmann, and Nichols

present,

John Dwyer: Reappeared to explain amendment,
Dennis Boyd: MDU Resources, appeared to explain another amendment,

Motions made to accept amendments and to combine them into one.

Dale Niezwaag: Basin Electric, explains that they're still working on an amendment but will

introduce it when this bill goes to appropriations.
AMENDMENT ACTION:
Motion made by Senator Christmann, Seconded by Senator Nichols, to move amendment

from PSC to combine with amendment from the Tax Commissioner. Voice Vote taken, All in
favor,
Discussion held later in full committee. Meter number 36.5-49.
AMENDMENT ACTION:
Mection made by Senator Wardner, Seconded by Senator Christmann, to move

amendment numbered 10666.0301. Voice Vote taken. All in favor, amendment adopted.
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COMMITTEE ACTION: 1/30/01
Motion made by Senator Christmann for a DO PASS AS AMENDED & REREFFERED

TO APPROPRIATIONS, Seconded by Senator Wardner. Vote v:as 6 yeas, 0 nays, 0 absont and
not voting. Bill carrior was Senator Christmann.

Disucssion heeter number 25.4-32.6.

John Dwyer: Appeared to explain the amendment he will be proposing in Appropriations,




FISCAL NOTE
Requested by Legisiative Council

03/16/2001

Bill/Resolution No..

Amendment to: Reengrossed
8B 2299

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

1999-2001 Biennium 2007-2003 Biennium 2003-2006 Biennlum |

General Fund| Other Funds |General Fund| Other Funds |General Fund| Other Funds
Revenues $63.000
Expenditures
Appropristions

1B8. County, city, and school district fiscal effest: /dentify the fiscal effect on the appropriate political

subdivision,
[ 1968-2001 Blennium 2001-2003 Biennlum 2003-2008 Biennium
School School School
Couniles Citles Distrints | Countles Cities Distriots Counties Cities Districts

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

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

If enacted with House Amendments, Reengrossed SB 2299 is expected to increase stale general fund
revenues by a net amount of $55,000 during the 01-03 biennium,

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

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect
on the 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.

: Kathryn L. Strombeck JAgency: Tax Depariment
328-3402 Pate Prepared: 03/16/2001




FISCAL NOTE
Requested by Legislative Councll

03/12/2001
REVISION

Bill/Resoiution No.:

Amendment to: Engrossed
88 2209

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,

1999-2007 Blennium 7001-2003 Biennium 3003-2008 Blennium

General Fund| Other Funds |General Fund| Other Funds |General Fund | Other Funds |
Revenues ($761,000) ($887,000)
[Expenditures
Appropriations

1B. Count,, city, and school distriot fiscal effect: /dentify the fiscal effect on the appropriate political
subdiviston.

19959-20017 Blennium 2001-2003 Blennium 2003-2005 Blennium
School School §chool
Counties Citles Distrivts Counties Cities Districts Counties Cities Districts

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

SB 2299 Second Engrossment reduces the coal severance tax by 50% and increases the coal
conversion tax by a similar amount.

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

The coal severance rate reductions and coal conversion rate increases contained in the bill are expested to
increase state general fund revenues by $445,600.

County revenues are "held harmless” under the provisions of the bill. For most counties, the revenue stream
will bo similar to current law. One exception is Mercer County, the recipient of revenues from Dakota
Gasification Company. Because of current high natural gas prices resulting in unusually high coal
conversion revenues, Mercer County will receive historically high payments in the next few months. These
high actual collections which Mercer County will receive from January through June, will establish the
benchmark to which SB 2299 holds it harniless for all future years. This will cost the state general fund as

~ much as $1.378 million per biennium.




The bill also subjects the Heskett Plant in Morton County to coal conversion tax, This is expected to
increaso state general fund revenues by $540,000 during the 01-03 biennium, and $762,000 during the
03-05 biennium. Morton County continues to get the amount it received when Heskett was subject to
property tax. This recuces state general fund revenus by -$358,000 in the 01-03 biennium, and -$716,000
in the 03-05 and subsequent biennia, |

Overall, SB 2299 is expected to reduce state genera) fund revenues by -$751,000 in the 01-03 biennium,
and -$887,000 in the 03-05 biennium.

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

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the affect
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
approptiations.

Name! Kathryn L. Strombeck genoy: Tax Department
Phone Number: 328-3402 ate Prepared: 03/12/2001




Bill/Resolution No.;

Ameridment to;

1A, State fiscal eftect: /dentity the state fiscal effect and the fiscal effect on agency appropriations

Engrossed
vl 2209

FISCAL NOTE

Requested by Legisiative Council

02/16/2001

compored 1o funding levels and appropriations anticipated under cirrent law.

1668-20071 Blennium 2607-2003 Blennwum ™~ |~ 2003-2006 Blennlum |
Goneral Fund[Other Funds [General Fund| Other Funds |General Fund| Other Funds
Revenues $464.000 o
' Expenditures T

Appropriations

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

subdivision,
1669-200 1 Blennlum | 2001-2003 Biennlum 2003-2006 Blennlum
Gchool | Schoo! School
Counties Citles Districts | Counties Cities Districts | Counties Cities Districts
$7,000 ]

3. State fiscal effect detall: For Infurmation shown under state fiscol effect In 1A, please;

2. Narrative; /dentify the aspects of the measure which cause ‘iscal impact and inciude any comments
relevant to your analysis.

SB 2299 Second Engrossment reduces the coal severance tax and increases the coal conversion tax.

A. Revenues: Explain the revenue amounts. Provide detall, when uppropriate, for each revenus tyse
and fund affected and any amounts included in the execttive budget.

B, Expenditures: Explain the expenditure amounts.

agency, line item, amd fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropristion amounts,
on the blenrilal appropriation for each agency and fund affected and any amounts included in the

executive budget.

appropriations.

Provide detall, when appropriate, for each

If enacted, SB 2299 Second Engrossment is expected to increase state general fund revenucs by $454,000
during the 01-03 biennium. County revenues are expected to increase by $7000 during the 01-03 biennium.

Pravide datall, when appropriate, of the effect

Indicate the relationship betviean the amounts shown for expend/tures and

jAgency:

“Tax Depariment

| ‘ Em: "”" Kathryn L. Strombeck




Date Prepared: 02/20/2001




FISCAL NOTE
Requested by Legislative Council
01/23/2001

Bill/Resoltion No.: SB 2299
Amendmient 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 Biennium 2007-2003 Biennium 2003-2005 Biennium

General Fund| Other Funds [General Fund| Other Funds |General Fund] Other Funds
[Revenues ($553,000) ($1,000)
"Expenditures
Appropriations

18. County, clty, and school district fiscal effect: /dentify the fiscal effect on the approptiate political
subdivision.

1999-20071 Biennium 2001-2003 Biennium 2003-2005 Biennium
School School School
Counties Cities Districts Counties Cities Districts Counties Cities Districts
$7,

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

SB 2299 cuts the coal severance tax rat2 in half and increases the coal conversion tax rates. It also removes
the sales tax on al} coal, and levies a coal conversion tax on a small power plant previously subject to

property tax.

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

The first sections of the bill eliminate the sales tax on coal. This reduces state general fund revenues by
$15,000 and the state aid distribution fund by $1000 in the 01-03 biennium. The reduced coal severance tax
rate and the increased coal conversion tax rates are expected to reduce state general fund revenues by
$180,000 and increase county revenues by $7000 during the 01-03 biennium. The provisions that hold the
counties equal to the prior year's revenue are expected to reduce state general fund revenue by $358,000
during the 01-03 biennium, to reimburse Morton County for propexty taxes on its powet plant.

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

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




i oxacutm budget. Indicate the reladonship between the amounts shown for expenditures and
' appropriations.

Kathryn L. Strombeck ~ gency: Tax Department
328-3402 ate Prepared: 01/26/2001




Developed by PSC/MDU
1/29/01

Proposed Ariendment to SB 2299

Page 2, line 5, delete the words “the automatic adjustment” and insert after the word “in” the
following:

R ‘
G “the base rates and mg. inclusion in the automatic adjustment clause of
o any of these costs not in brse rates.”

Page 2, line 6, delete the word “clause”.




10668TAX1 R Prepared by the Office ot State Tax
Tile. S Commissioner
January 26, 2001

PROPOSED AMENDMENTS TO SENATE BILL NO. 2299

Page 4, line 29, remove the overstrike over "g:"

" Page 4, line '31 after the overstruck period insert "gga_m[_gq_g_mmgg_gng_uggg_(_q_h_@_um
huildings, except for coal used in agricuttur

e tfor ural processing or sugar beet refining plants.”
’ - Pages llne 18, aﬂer “conl" insen ", Including coal", and remove the overstrike over "used-n
o PgHeuiliral pre Bugar-be

Page 5, line 't9, remove the overstrike over reﬁnmg-plante-leeeaoe\-wmmmw

\ Page 11, line 1, overstrike "and-fer-purehases-of-ceal”

Page 11, overstrike line 2

A

i
.
v

Page 11, line 3, overstrike "
Page 15, line 29, overstrike "4+668" and Insert immediately thereafter” 2001"
Renumber accordingly

Page No. 1 \ 10666.TAX1

1




Date: '/ 6D/ ol
Roli Call Vote #: |

2001 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. 299 (i

Senate _Finance and Taxation . Committce

m Subcommittee on %@
or

Conference Committee

Legislative Council Amendment Number

Action Taken /;/ /JY(/ W\f -é) g
Ornbre e Vi f’n’w Y14
Motion Made By / Seconded /S (!Om ) 88itp-e.
Z(Z (% 20

Senators ' Yes | No Senators Yes [ No

Senator Urlacher-Chairman
Senator Wardner-Vice Chairman
Senator Christmann

Senator Stenehjem

Senator Kroeplin

Senator Nichols

Total  (Yey) & No O

Absent

Floor Assignment

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



10866.0301 ‘ Prepared by the Leglslative Council staff for
7 Tite. oq00 Senator Wardner
| - January 30, 2001

PROPOSED AMENDMENTS TO SENATE BILL NO. 2299

Page 2, line 5, after the second "the" insert "base rates and the inclusion in the"
Page 2, line 6, after "clause” insert "of any of these costs not in base rates"

Page 4. line 29, remove the overstrike over “g—Gaal" and insert immeciately thereafter "mined
in this state and”, remove the overstrike over "uesd-er-heating-bulldinge”, after the
oversirucs :end" insert ", except for®, and remove the overstrike over "eeal-used-in

Page 4, line 30, remove the overstrike over "preeessing-er-sugar-beetrolining-planie”

Page 4, line 31, remove the overstrike over the period

Page 5, line 18, after "coal” insert ", including coal” and remove the overstrike over "used-in
agrieultvral-precessing-or-sugar-beet”
Page 5, line 18, remove the overstrike over "refining planta-located-within-thic-siate”

Page 11, line 1, overstrike "and for purchases of coal”
Page 11, overstrike line 2
Page 11, line 3, overstrike "beet refining plants located within this state or adjacent states,”

Page 15, line 29, overstrike "1995"
Page 15, line 30, after the overstruck "2600" insert "2001"
Renumber accordingly




Date: ‘\28:9/ ol
Roll Call Vote #:Q

2001 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLYTION NO. M

Senate Finance and Taxation _ Committee

D Subcommittee on
| or
:] Conference Committes

B e e 9 TS Moo icwas

Legislative Council Amendment Number \ v, LQ\Q W, D?)O L

actonaken N \ONL Bvundovand ( Vpite, \fd’ak}
Motion Made By s Seconded
[Z\_).@ d By Q}M lfzﬂ‘_\( NG

NoD

Total (Yes) (0 _
Avsent O

Senators Yes | No Senators Yes | No
Senator Urlacher-Chairman
Senator Wardner-Vice Chairman
Senator Chrisimann
Senator Stenehiem
Senator Kroeplin
Senator Nichols
i

Floor Assignment .

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




‘ Date: \‘%0/'01
Roll Call Vote #:4¢ 5

2001 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. Mq

Senate  Finance and Taxation Committee

‘Subcommiittee on

~or

3 ] Conference Committee

Legislative Council Amendment Number lQJ oo\g. 0%l

Action Tzken ' ‘ (¢ m ,QMW‘%

Motion Made By O )\( m— g;conded m@ W _

- Senators -1 Yes | No Senators Yes | No
Senator Urlacher-Chairman v v
Senator Wardner-Vice Chairman [
Senator Christmann v
Senator Stenehjem v
| Senator Kroeplin . .
Senator Nichols
. Total  (Yes) | () No | )
94‘ ) -y
Absent _O

Floor Assignment Q_hﬂ%&_mﬁz\\f\

if the vote is on an amendment, briefly indicate intont:
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IEPORT OF STANDING COMMITTEE (410) Module No: SR-18-2063
February 1, 2001 9:27 a.m, | | | Carrier: Christmann
Insert LC: 10666.0301 Title: .0400

' REPORT OF STANDING COMMITTEE
SB 2299: Finance and Taxaticn Committee (Sen. Urlacher, Chairman) recommends
AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS and
BE REREFERRED to the Appropriations Commitiee (6 YEAS, 0 NAYS, 0 ABSENT
AND NOT VOTING). SB 2299 was placad on the Sixth order on the calendar.

Page 2, line 5, after the second "the" insert "base rates and the inclusion in the"

Page 2, line 6, after "clause” Insert "of any of these costs not in base rates”

Page 4, line 29, remove the overstrike over "g—Geal" and insert immediately thereaiter "mined
i ", remove the overstrike over "used-fer-heating-bulldings”, after "and”

in this state and
insert ", except for*, and remove the overstrike over "eeal-used-n-agreuhural”

nin®

Page 4, line 30, remove the overstrike over "precessing-o+g

Page 4, line 31, remove the overstrike over the period

Page 5, line 18, after "coal” insert ", including coal" and remove the overstrike over “uvsed-in
agreulivral-precessing-or-sugar-beet”

Page 5, !':n 19, remove the overstrike over "reining-plants-lecated-within-this-state”

. Page 11, line 1, overstrike “and for purchases of coal”

Page 11, overstrike line 2
Page 11, line 3, overstrike “beet refining plants located within this state or adjacent states,”

Page 15, line 29, oversirike "1895"
Page 15, line 30, after "2060" insert "2001"

Renumber accordingly

9 DBEK, (9 COMM Page No. 1 8A-18:2083
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2001 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO. SB2299

- Senate Appropriations Committee

O Confetence Committee

Hearing Date February 12, 2001

Tape Number Side A Side B Meter #

Tape #1 X 27.5-45.0

Committee Clerk Signature ({// }@Mz«// g/,%ZZz'//a

Minutes:

Senator Nething opened the hearing on SB2299.

Senator Gary Nelson, District 22, Cass County and Majority Leader, spoke on the bill and

offered an amendment (#10666.0501) for the engrossed version, Basically this is to allow lignite

coal to be competitive with other coals.

Senator Andrist: Would the House bill be likely to restore dollars -- carbon dioxide ?

Senator Gary Nelson: Not familiar with the House bill.

Rod Rackman, Ditector of the Office of Management and Budget, testified in support of the
aniendment, |

John Dwyer, President, Lignite Energy Council, testified in support of SB2299 (a copy of his

written testitnony is attached).

Senator Nething: This is really all about shifting?

. John DWyef: Yes.




Bm/kesoluﬁon Number $B2299
~Hearing Date February 12, 2001
 Senator Grindberg: Checked with Industry Committees?

John Dwyer: Industry is more competitive -- this is low grade moving to be as competitive as

possible. Industry and Business didn’t look didn’t look at this part of the bil.

No additional testimony time requested, for or against SB2299.

‘Senator Solberg moved the adoption of the amendment. Senator Grindberg seconded.

Discussion; verbal vote-motion carried.

february 14, 2001 Full Committee Action (Tape 1, Side A, Meter No. 0.0-3.2)
reopened the hearing on SB2299. The amendinent had been approved on April
| 13, 2001. Discussion on the bill. Senator Solberg moved a DO PASS AS AMENDED; Senator

Grindberg seconded. Floor assignment will be given to Senator Christmann, original carrier.




10666.0501 Prepared by the Legislative Councll staf for
Title. Senator G. Nelson
February 12, 2001

PROPOSED AMENDMENTS TO ENGROSSED SENATE BILL NO. 2299

Page 1, ling 1, after "Act" insert "to create and enact a new subdivigion to subsection 7 of
'section 57-60-01 of the North Dakota Century Code, relating to coal conversion facliity
gross receipts,”

Page 12, after line 17, insert:

*SECTION 8. A new subdivision to subsection 7 of section 57-€0-01 of the
North Dakota Century Code is created and enacted as follows:

MMMMM&WMM
mmmnumwmmmum ntf '%mmmaum'u;.ed
angsgjd.duﬂng.amgmmm_umm_g_ubiu _

[28316.85 units] of ,_For
thousand cubic feet [28316.85 liters] of synthetic natural gas produced
and sold: and the cell : “for 200 :
L] L] (] r
2009, $4.97;"
Page 12, line 26, replace "six-tenths" with “one-tenth”
Page 14, line 30, after "57-60-02" Insert "and through December 31, 2009, the first $41.666.67

Renumber accordingly

Page No. 1 10666.0501




Date: q,z'/ Yo £
Roll Call Vote #:

2001 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTIONNO. 54729 &

Senate A propriations Committee

D Subcommittee on
or

[:] Conference Committee

Legislative Council Amendment Number / . éé 52,_& s/

Action Taken

Motion Made Bg Z

Senators

Dave Nething, Chairman
Ken Solberg, Vice-Chairman
Randy A. Schobi
Elroy N.
Harvey Tallackson

J. Robinson
teven W, Tomac
Joel C, Heitkamp
Tony G
Russell T. Thane
Ed Kringstad
Ray Holmbe
Bill Bowman
John M. Andrist

Total Yes / ﬁ ‘ No &

Absent

[/
Floor Assignment - z MM,@

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

Senators

NAV AN A SN A
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OF STANDING COMMITTEE (410) Module No: S8R-27-3421

REPORT
February 14, 2001 4:48 p.m. Carrier: Christmann
M insert LC: 10368.0501 Title: .0600
REPORT OF STANNING COMMITTEE

8B 2209, as engrossed: %mpmm Committes (Ben. Nething, Chairman)
recommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO PASS (13 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTING). Engrossed SB 2209
was placed on the Sixth order on the calendar.

Page 1, line 1, after “Act” insert "to create and enact a new subdivision to subsection 7 of
section 67-60-01 of the North Dakota Century Code, relating to coal conversion facility
gross recelpts;”

Page 12, after line 17, insen;

"SECTION 8. A new subdivision to subsection 7 of section 57-60-01 of the
North Dakota Century Code is created and enacted as follows:

Renumber accordingly
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e _ deserves your favorable cbnsidération for‘three reasons: It will make low BTU lignite more

) competitivc with out-of-state coal, secondly, it shifts the severance tax to a more reliable source,

2001 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. SB 2299
House Finance and Taxation Committee

Q Conference Committee

Hearing Date March 13, 2001

Tape Namber Side A Side B Meter #
1 X 9

Committee Clerk Signature SML{ LA___MXN

Minutes:

REP. AL CARLSON. CHAIRMAN Opened the hearing and read the fiscal note.
SEN. GARY NELSON. DIST. 22 Introduced the bill as the prime sponsor. Made a few

comments stating that in the twenty iwo years he was in the Senate, he has watched very closely

the development of tax policy on the abundant lignite resource. The Legislature has been very

| sensitive to the fact that we must keep lignite coal competitive in order to keep jobs and the

economic activity and tax reveriue in our state. Because of the fact that imported coal is being

used in some of cur power plants, we attempted to tax out-of-state coal. Both efforts, 1997 and

 the 1999 session, were held to be unconstitutional. Therefore, we come forward with this bill.
 The industry, the Tax Department and the Attorney General have worked together to address the

constitutional concerns as well as the competitive concerns. This is a good approach which




Page 2

House Finance and Taxation Committee
Bill/Resolution Number SB 2299
Hearing Date March 13, 2001

the conversion tax. ‘That will guarantee that the counties will receive the same amount of

revenue as you read. in the fiscal note. Finally, it is probably more important, that it is a WIN

WIN situation for this state, it also guarantees the state more revenue, no matter what type of coal
is bumed. He gave a background on the fiscal note.
SEN. AARON KRAUTER, DIST, 3§ Testified in support of the bill as a co-sponsor, Sec

written testimony.

REP. WES BELTER, DIST. 40, Testified in support of the bill. Because of the low BTU, high
moisture quality of the God given lignite resources we have, compared to higher quality coal in

Montana and Wyoming, one thing that has been clear over the years, just like agriculture, we
have to make sure the product is competitive or we won't sell it. If we don’t sell it, we lose the
jobs and the tax revenues that we want, When I chaired the interira committee, Dr. David
Ramsett, Director of the Division of Economics & Public Affairs of the University of North
Dakota, did a study. See pages 344 and 345 of the 2001 Report of the North Dakota Legislative
Council, showing the competitiveness of the lignite industry. The Tax Department and the
Attorney General support the industry and have jointly worked to make this constitutional. There
are some things that have to be worked out. Working in that committee, I did have the
opportunity to meet with President Bush, and one of the things he emphasized was the need for
electrical energy for the United States, and with our vast resources of coal, I think we can

ce__rtainly be a player in that business. It is very imperative that we stay on top of this issue and

K ﬁmtwemsmthatourhgnite industry here, remains a strong and viable industry.

L ‘W&mﬂ Testified in support of the bill. Also reflected on what
,nep Beltr sid. Seo atached writien testimony
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House Finance and Taxation Committee
Bill/Resolution Number SB 2299
Hearing Date March 13, 2001

. WW Testified in support of the bill. His district is in the heart
of the coal country. He stated he had advised caution on the bill, but also stated it is a good bili,

It Is something we need to do to stay competitive with Montana and Wyoming coal. We arv
seeing some of the variables that are coming up. One concern he pointed out is that we are
talking about guaranteeing payments to the political subdivisions, that was a real selling point to
the coal conversion counties who have wholeheartedly endorsed this bill, because of those
guarantees. If you look at HB 1121, that was the bill introduced at the urging of OMB saying we
can no longer afford to guarantee the payments on the CO2 pipelines, That was supposed to be a
ten year exemption, and they are already talking about taking that out. When we do a guarantee
like this, it is fine for this biennium and next biennium for Morton and Mercer Counties, but
what is going to happen in four, six or ten years down the road. That is a concern for the political
subdivisions perspective. This is an excellent concept, and with some work, it will be a step in
making lignite more competitive. 1 hope we can work something out so it is more revenue
neutral without putting a bunch of obligations on the state from here forward.

JOHN DWYER, PRESIDENT OF THE LIGNITE ENERGY COUNCIL, Testified in
support of the bill. See written testimony which gave the mechanics of the bill.

REP. CARLSON Asked whether this was in response to the bill we had earlier regarding the
CO 2 pipeline exemption?

JOHN DWYER Yes, that is correct, the exemption was worth approximately two million
dollars for the biennium,

IRE nms:m.snu All the players were involved in this?
J JOHNDWYER All the players willingly and unwillingly, were involved.
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House Finance and Taxation Commitiee
Bill/Resolution Number SB 2299
Hearing Date Masrch 13, 2001

REP. CARLSON Asked Mr, Dwyer to explain the reasoning behind the sixty percent of the
nameplates.

JOHN DWYER Gave a brief history of how that came about.

REP. WINRICH Related to Subsection 2 and 3, of Section 10, are underlined, is there any

similar guarantee in current law?
JOHN DWYER I am not certain of that, there is & guarantee since HB 1121 was defeated, that

pertained to the CO 2 pipeline.

REP, WINRICH It scems unusual to me that we are making changes which, supposedly,
stabilized the revenue, by moving it toward a more certain source, etc., it would stabilize the
structure, and yet, we are adding a guarantee, which seems to be saying that we are 1ot so su."e,
do you have a reaction to that?

JOHN DWYER The State of North Dakota, is really the one that is getting more of a
guarantee. It is taking fifty percent of the severance tax and replacing that with a conversion tax,
which will basically, stay the same. The counties are the ones who are going from thirty five

percent to seventy percent, depending totally on the coal severance tax, They are the ones taking
thc risk,

WWQMMISI}IQM Testified in support of the bill. He
fdcused on Sections 2 throngh 6. We have been involved in litigations, over the past three and a

half years, starting with the Legislature four years ago, when it passed legislation regarding tax

\ on the use of burnin& out-of-state coal in North Dakota and dealmg with the sales tax. As time
: ‘wcnt on, we came up with the conclusion that we really had to come up with a better soluticn on

?“ﬂmxismmwdingumm-of-mwcoal Thatiswherowemtoday. This s good tex plicy
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House Finance and Taxation Committes
Bill/Resolution Number SB 2299
Hearing Date March 13, 2001

and good legislation. Also addressed the fiscal note and some of the misconceptions. He stated
as they get more actual numbers, they will draft a new fiscal note,

ROD BACKMAN, OFFICE OF MANAGEMENT AND BUDGET Testified in support of

the bill. He spoke briefly on the fiscal note, and stated they would be working on amendments

for the bill.

CARMEN MILLER, ASSISTANT ATTORNEY GENERAL Testitied in support of the bill.
Stated she agreed with Rick Clayburgh. She said this bill is a product of efforts between

the Lignite Industry, the Attorney General’s Office and the Tax Commissioner’s Office,

YICKY STEINER. EXECUTIVE DIRECTOR, COAL CONVERSION COUNTIES

ASSOCIATION Testified in support of the bill. See written testimony.

NORTH DAKOTA ASSOCIATION OF ELECTRICAL COOPERATIVES, Testified in

support of the bill. See written testimony,
JOHN DWYER Returned to the podium again and gave an <verall explanation of what the
industry will do for the state. Gave an account of the Lignite Industry using a chart, The number
one concept is the competitiveness of the industry and what it does for the state and the counties.
Counties are more interested in the coal conversion tax,
REP. CARLSON Asked whether we are burning a blend of coal in our plants today.
JOHN DWYER There is about two hundred and fifty thousand tons right now in the Leland
 Olds Station. |

| REE._QABLSQN Are we getting any revenue off of that coal when it comes in, being our laws

P wero dofeated?




N e
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o tog'ethér.‘ We would_compete with Canadian lignite as well as hydro power. One of our
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House Finance and Taxation Committee
Bill/Resolution Number SB 2299
Hearing Date March 13, 2001

JOHN DWYER. As was pointed out by Sen, Krauter, one hurdred peicent of zero is zero. The
fact that it Is unconstitutional, we don't levy it,

REP. WINRICH Related to the “}iold harmless clause” and his response that doubling the
portion that comes from the severance tax, that that is the risky portion, he felt that the reason the
flscal notr; went negative is bzcause of the high natural gas prices right now, and that is the
portion which comes from the conversion tax, isn’t it?

JOHN DWYER That is correct.

REP. WINRICH s there some way we can guarantee the risky part, without assuming the

bonus of the inilated gas prices?
JOHN DWYER 1 think the Tax Department will address that in their amendments.

1 think the effort of everyone will be to treat the counties and the state fairly,

ILLONA A. JEFFCOAT-SACCO, DIR, OF PUBLIC UTILITIES DIVISION OF THE
BQWEQQMMISS[QE Testified in a neutral position. Sce written testimony.
BREP. SCHMIDT TQ JOHN DWYER Other than Moutana and Wyoming coal, do you have

any other concerns and other complications regarding this?
,!Q}m_nmn We compete against' all forms of energy, natural gas, hydro power, etc. We
can’t compete with hydro power. The good news is, all forms of energy have limited viability.

REP. SCHMIDT There is a line coming down from Canada, is that a coal burning plant,

producing that line?

~ JOHN DWYER Is that the Estevan Plant you are tolking about? All of these plants are tied
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House Finance and Taxation Commnittee
Bill/Resolution Number SB 2299
Hearing Date March 13, 2001

problems with lignite, they don’t have the reclammation standards, we have a buck and a half

tied up in reclammation standards. They also don’t have the air pollution standaids that we do.

i With no further testimony, the hearing was closed.

COMMITTEE ACTION, 3-14-01, TAPE #2, SIDE A, METER #5125

REP, CARLSON Reviewed the bill with committee members,

Amendments were presented to committee members.

JOHN DWYER Appeared before the committee to explain the amendments #10666.0604.
These amendments will provide for a fiscal note of a plus fifty one thousand dollars. By
changing the base year, it leaves this fiscal note, The amendments will exclude the year 2001
from the “hold harmless provision”, The amendment also puts the bill in sinc with the way
revenue is allocated to the counties. That is done on a monthly basis. There will also be a
continuing appropriation.

REP. RENNERFELDT Made a motion to adopt the amendments as presented,

3 REP. RENNER Second the motion. MOTION CARRIED BY VOICE VOTE.

KATHRYN STROMBECK Appeared before the committee and submitted handouts which
showed the revised fiscal impact to Morton and Mercer Counties.

ROD BACKMAN Appeared before the committee and agreed with what every one said.

SEN. RANDY CHRISTMANN Also appeared before the committee and stated he approved
the amendments as presented.
. BEP.GROSZ Madeamotion for a DO PASS AS AMENDED.




‘Pm s
House Finance and Taxation Committee
Biil/Resolution Number 8B 2299

Hearing Date March 13, 2001

REP. DROVDAL Second the motion. MOTION CARRIED

0 NO

14 YES 1 ABSENT

REP. RENNER Was given the floor assignment.




Date: 3"’ I‘{'Ol

Roll Call Vote #: |

2001 HOUSE STANDING COMM]TTEE}&LL j%VOTES
BILL/RESOLUTION NO. '

House FINANCE & TAXATION Committee

D Subcommittee on
or
E] Conference Committee

Legislative Councll Amendment Number

d ot bass _dzzzméa'
Motion Made By A Seconded By ﬁp__

Representatives Yes | No Representatives Yes | No
CAPLSON, AL, CHAIRMAN NICHOL AS, EUGENE all
DROVDAL, DAVID,V.-CHAR | ¥ RENNER, [/{NNIS (Ve
BRANDENBURG, MICHAEL | 1~ RENNERFILDT, EARL
"CLARK, BYRON % SCHMIDT, ARLO
GROSZ, MICHAEL WIKENHEISER, RAY
HERBEL, GIL vV WINRICH, LONNY
KELSH, SCOT
KROEBER, JOE
LLOYD, EDWARD

L Towl (Vs o N .

 Absent ‘ l
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REPORT OF STANOING COMMTTEE (410) ‘ Module No: HR-45-5609
Meroh 18, 2001 12:03 p.m. Coarrier: Renner
Insert LC: 10666.0806  Title: .0700

REPORT OF STANDING COMMITTEE
88 2299, as reengrossed: Finance and Taxation Commitise (Rep. Carison, Chaliman)
recom AMENDMENTS A8 FOLLOWS and when 8o amended, recommends
DO PASS (14 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTINQ). Reengrossed
8B 2269 was placed on the Sixth order on the calendar.

Page 1, line 10, after the ramicolon ingert “to provide a cuidtinuing appropriation;”

Page 15, line 7, after "revenue” insert "- Continying appropriation”
Page 18, line 18, replace "received by" with "certified to the state treasurer for each”
Page 16, line 19, remove the first "the” and after "year” insert ", _except that tl

. - 7 [ A - - - - >
L)gcembpe UUY. (N8 poruon of the revenue aiocation tg
08! das glioN coal conversiaon a MuUgt exciuge congigeraton o
DU NG De paseq on caiengs par 2000 or the appropriate vear aie

&1eNas B
", mn"o|; B 18 QI6A16
Page 18, line 20, replace "t raceived” with *
county”

gttributable

Page 15, line 24, after "sybscotion” insert "ta the county.”

Page 15, line 25, replace mg_ngnyﬁmme_to_mﬂ_mgg{ with "collections recelved under
gection 57-60-02." and after the underscored period insert "The led to make
the distribution to counties under this subsection are appropriated on a continving basis
for making these payments.”

Renumber accordingly
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8.B. 2299

: lliona A. Jeffcoat-Sacco
Director, Public Utilities Division
Public Service Commission

Senate Committee on Finarce and Tax
Honorable Herbert Urlacher, Chairman

Date: 29 January 2001

TESTIMONY

Chalrman Urlacher and members of the Senate Finance and Tax Committee, |
am lllona Jeffcoat-Sacco, director of the Public Service Commission's Public Utilities
Division. The Commission is nsutral on this bill, but asked me to appear today to point
out one minor issue regarding a utility’s recovery of these taxes in rates.

Currently, as | understand it, the amount of séverance tex attributable to the coal
used by a North Dakota investor owned utility to generate electricity is included in the
utilit’s cost of fuel, and therefore changes in the severance tax will be recovered
directly from ratepayers, or returned directly to ratepayers, by means of the utility’s
monthly fuel adjustment clause. On the other hand, while the amount an electric utility
pays in conversion tax is also recovered from ratepayers, that recovery is part of base
rates, established at the conclusion of a rate proceeding. Consequently, changes in the
conversion tax would not be directly recovered from or retumed to ratepayers until a
new rate case establishes a new conversion tax amount in base rates. It is my

understanding that the purpose of section one of SB 2299 Is to guarantee that changes

in the conversion tax also flow directly through to ratepayers,




 TestmonySB220

20 Jenuary 2001
Page2

The laaguage of the bill appears to require that the costs of both taxes flow
through the fuel adjustment. That is not a problem with the severance tax and that is
how the severance tax coste are recovered now. However, recovery of a certain level
of conversion tax paid by any utility is already incorporated into the base rates for that
utility, therefore only the incremental change in the conversion tax should be flowed
through to ratepayers through the fuel adjustment, and then only until new base rates
are set. In other words, only the amount of conversion tax attributable to changes made
by this bill should be recovered through the fuel adjustment mechanism, and then only
untii new base rates are established. When new rates are set, the full impact of the
conversion tax.' including the amount attributable to changes made by this bill, can be
recovered Iin base rates.

We believe the best approach would be to allow the Commission more flexibility
in determining the method by which the conversion tax should be recovered from
ratepayers. Additional flexibility would not only address the issue just mentioned, but
'also allow the Commission to determine the appropriate mechanism to use to recover
these amounts for utilities currently operating under alternative regulatory plans. For
utiities under alternative plans, such as performance based regulation, the impact of tax
changes must be flowed through to ratepayers but the fuel adjustment clause may not
necessarily be the best mechanism for doing so.

Thank you for the opportunity to bring this matter to your attention. This

completes my testimony. | would be happy to answer any questions you may have.




Concem over competitiveness »f lignite and loss of revenue to state and political
subdivisions from loss of coal production

Previous laws passed by 1997 and 1999 Legislature that taxed out of state coal
were held unconstitutional

Requested by Attorey General and Tax Commissioner 10 develop proposal that
meets constitutiona) objectives and loss of revenue to state and political
subdivisions |

What does the bill do?

Reduces severance tax in half (from 75¢ to 37.5¢) but keeps 2¢ R&D tax . Total
tax would be 39.5¢ per ten

Increases fixed coal conversion tax component from .25 mills/KWH to .65
mills/KWH on 60% of electrical plant nameplate capacity and increases coal
conversion tax on Great Plains (may need to adjust Great Plains based on natural

gas forecasts)

" Changes allocation in severance tax to reflect reduction in coal severance tax

Severance Tax Allocation Changes
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Changes ailocation of coal conversion tax to reflect increases in coal conversion
o ‘ !

Co ocation C

Existing Proposal
63% %o
8%
’ .

E. Subjects Heskett Station in Morton County to coal conversion tax instead of local
property tax, effective January 1, 2002

F. Will cover other provisions in section by section explanation of bill
\ III.  What are objectives of bill and why Is it good tax policy? What is in it for the local
‘j itical su ons? What s in it for the s
A.  Review of simple principles
1. 100% of zero is zero
for | 2, Coal production moves depending on competitive position

3 Existing plants will not move
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.

t

'

B
.
)
2
b

i

T

!




Objective to keep local political subdivisions whole and reduce risk of loss of
revenue

1.

Page 3 of 6

Bill provides same dollar amount potential on severance tax for political
subdivisions by doubling county share

Bill reduces the risk of declining lignite production by shifting the tax
from a more speculative source (coal production) to a more secure source

(plant)

Bill would insure political subdivisions receive no less revenue than
previous year — “guarantee” provided for in Section 9

Objective to make lignite as coniipetitive as possible to protect existing production
and ephance new production

1.

Ramsett Study (August, 1998) - Competition in North Dakota’s Coal-
Electric Utility Industry: Lignite Vs, Sub-Bituminous Coal, Dr. David

Ramsett, August 1998

“....The conclusion is, given the various factors that must be considered,
declining coal prices and transportation costs for westem sub-bituminous
coal gradually are increasing the incentive for North Dakota electric power
producers to substitute imported sub-bituminous coal for lignite. This is
an unfortunate circumstance that North Dakota businesses producing
lignite-based electric power, as well as North Dakota political
decisionmakers, cannot choose to ignore...”

Sinor Study (June, 1999) - Update to Market Assessment for North
Dakota Lignite, J.E. Sinor Consultants, Inc., June 30, 1999

“If current trends continue, the entire North Dakota lignite market could
be lost to cheaper Powder River Basin coal....”

Reducing severance tax helps address lignite competitive concerns that are
well documented in professional studies

North Dakota'’s compaetitive policy sends strong signal to encourage
development of Lignite Vision 21 Project
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at i3 in it for the local
Objective to protect existing state revenue and fully develop potential revenue

Puts more of total coal tax on permanent source (plant);

Reduces “50% risk” to state that is a part of coal severance tax and whicki
depends on domestic coal production

Allows state to recover tax revenue if out of state coal is burned
e 100% tax on lost production is zero
e Proposed tax is recovered regardless of type of fuel burned

Fixed tax on 60% of nameplate capacity creates tax incentive to produce
more coal, generate more KWs, increase state revenue

IV.  Explanation of Bill by Section (Attachment 1) — page 5 of Testimony

6 of Testimony




(pages 1 & 2)

Section 2 thry 6
(pages 2 to 12)

Section 7
(page 12)

Section 8
(pages 12 & 13)

Section 9
(pages 14 & 15)

Section 10
(page 15)

Section 11
(pages 15 & 16)

Section 12
(pages 16 to 20)

Section 13
(page 20)

Section 14
(page 20)

Page § of 6
Attachment ]
1/29/01

Explanation of Senate Bill 2299
By Lignite Energy Council

Provides that an investor owned utility IOU) can recover the coal
conversion tax, which presently is not covered by the fuel adjustment
clause allowing IOUs to pass through increased or decreased costs. This
is not an issue for Generation and Transmission Cooperatives (G&Ts)
since they are not regulated by the PSC.

Repeal of certain provisions enacted last session that were declared
unconstitutional;

Brings the Heskett Station under the provisions of the coal conversion tax;

Raises the coal conversion tax for Great Plains and all electrical
generating stations to offset the veduction in funding resulting from the
reduction in the coal severance tay; also, maintains current tax incentives

for a new plant (bottom page 13, tup of page 14);

Changes the allocation to the counties from the coal conversion tax to
reflect increased revenues coming from the coal conversion tax and
reduced revenues from the coal severance tax. Also guarantees that no
coal county (subsection 2) and Morton County (subsection 3) shall receive
less revenue than they received in the preceding calendar year;

Reduces the coal severance tax from 73 cents to 37 4 cunts;

Maintains the tax incentive for shipping beneficiated coal out of state and
gives counties the authority to provide an incentive for the county share;

Doubles the share of severance tax that goes to the trust fund and to the
counties in recognition of the fact that Section 10 reduces the severance
tax in half. Has the effect of keeping the counties whole so they receive
the same amount of severance tax revenue as they received previously;

Repeals the small boiler exemption passed previously that reduced coal
used in the Stanton and Heskett Stations to 37 Y cents as Section 10 in
effect maintained the exemption at the same level; and

In recognition of the fact that Heskett pays a local property tax on a
calendar year basis, the effective date of Heskett being subject to the coal
conversion tax does not begin until January 1, 2002, to allow for a
transition period. The rest of the bill is effective July 1, 2001,

With the Tax Department’s amendments, the fiscal note is estimated to be
a pegative $538,000 to the general fund and a plug $7,000 to the counties,
The Lignite Energy Council believes the tax incentive created for the
plants (generation above 60 percent of nameplate capacity) will make the
proposal revenue neutral to the state as well,




Comparison of Forecasted Coal Revenuss
Under Current Law (0.75 Severance & 0.25 mills instalied capacity)

and Proposed {0.375 Severance & 0.65 milis instalied capacity)
Allocation Proposal
Severance Tax 70% County / 30% Trust Fund
Fiscal Year 2002 Current Law Proposed Difference
Coal Counties $7,087,832 $7,987,832 $0
Trust Fund $3,423,357 $3,423,357 $0
State General Fund $10,874,568 $0 ($10,874,588)
Lignite Research 587 $608,597
Total $22,094,373 $12,019,785 ($10,874,588)
Fiscal Year 2003
Coul Countles $7.924,556 $7,924,556 $0
Trust Fund $3,396,238 $3,396,230 $0
State Genersl Fund $10,784,195 $0 {$10,784,196)
Lignite Research 3,776 $603,776
Total $22,708,788 $11,924,870 ($10,784,198)
2001-03 Blennium
Coal Counties $15,012,388 $15,912,388 $0
Trust Fund $6,819,508 $6,816,505 $0
State General Fund $21,658,783 $0 ($21,658,783)
Lignite Research $1,212,372 $1,212,372
Yotal $48,603,139 $23,944,388 ($21,658,783)
Allocation Proposi'
Conversion Tax: 85% State / 18% County
Fiscal Year 2002 Currént Law Proposal Difference
Coal Counties $2,814,009 $2,008,347 ($7.662)
State General Fund $12,613,807 23,200,214 %10,676,617
Total $16,427,606 $26,096,581 16,408,988
Fiscal Yoor 2003
Coal Counties $2,814,009 $2,828,443 $14,434
State Genersi Fund %12,613,597 $23,415,426 10,801,829
Total 18,427,608 $26,243,889 $10,816,263
2001.03 Blennium
Coal Counties $5,628,018 $5,634,791 $6,772
State General Fund $26,227 183 $46,705,639 21,478 446
Total $30,888,211 $82,340,430 %21.4!8.210
Elscal Note Impact
Counties +$6,772
State General Fund ($180,337)
Payment to Morton County ($368,000)
e
Total General Fund ($538,339)

tax effective 1/1/2002

Note: Effective Dalle 7/1/01 except Heskett
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Senate Bill 2299

For the record, I am Senator Aaron Krauter, District 35, Senate Minority Leader.

I agreed to co-sponsor this bill as | think it important that appropriate tax policy be
tdopted that protects the State of North Dakota and our local political subdivisions.

I represent an area that is near the previously operated Gascoyne mine in southwestern
North Dakota. The State of North Dakota learned the hard way that a 77 cent severance
tax times zero production means zero revenue. Unfortunately, the Gascoyne mine near
Scranton, North Dakota, closed in the mid-1990s because it was not competitive, costing
this area jobs, business volume and tax revenues.

Thus, to the extent we can shift a production tax to a more stable source of revenue that is
not based on volatile production, we should do so.

This bill guarantees the local political subdivision the same amount of revenue they had

previously, it helps protect state revenue, and provides a tax incentive to help recoup any

general fund impact.
I urge your favorable consideration of SB 2299,
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\’ (,’) Explanation of Engrosced Senate Bill 2299
g By Lignite Energy Coupel
i Provides that an investor owncd utility (IOU) can recover the coal conversion tax,
(pages 1 & 2) which presently is pot covercu by the fuel adjustment clause allowing IOUs to pass

through increased or decreased costs. This is not an issue for Generation and
Transmission Cooperatives (G&Ts) since they are not regulated by the PSC.

' Repeal of certain provisions enacted last session that were declared unconstitutional;
(pages 2 to 12)

Section 7 Brings the Heskett Station undef the provisions of the coal conversion tax;
(page 12)
Section 8 Caps the gross receipts subject to the coal conversion tax by providing for a ceiling

(pdges 12 & 13) price of $4.25 per 1000 cubic feet of SNG produced and sold so that Great Plains does
not pay tax on revenues going to DOE under its purchase agreement. Ceiling price is

indexed.

Section 9 Raises the coal conversion tax for Great Plains (from 2.5% to 4.1% of gross receipts)
(pages 13 to 15) and on all electrical generating stations (from .25 mills/kwh to .65 mills/kwh) to offset
the reduction in funding resulting from the reduction in the coal severance tax; also

maintains current tax incentives for a new plant (pages!3 &14);

Changes the allocation to the counties from the coal conversion tax to reflect increased

(pages 15 & 16) revenues coming from the coal conversion te. and reduced revenues from the coal
severance tax. Also guarantees that no coal county (subsection 2) and Morton County
(subsection 3) shall receive less revenue than they received in the preceding calendar

year;
Reduces the coal severance tax from 75 cents to 37 ¥4 cents;

Section 11

(page 16)

Section 12 Maintains the tax incentive for shipping beneficiated coal out of state and gives counties
(pages 16 & 17) the authority to provide an incentive for the county share;

Doubles the share of severance tax that goes to the trust fund and to the counties in

Section 13
(pages 17 to 21) recognition of the fact that Section 11 reduces the severance tux in half, Has Lie
effect of keeping the ccunties whole so they receive the same amount of severance

tax revenue as they received previously;

Section 14 Repeals the small boiler exemption passed previously that rzduced coal used in the
(page 21) Stanton and Hoskett Stations to 37 V2 cents as Section 11 in #fect maintained the

exemption at the sams level; and

" Section 15 In recognition of the fact that Heskett pays a local property tax on a calendar year basis,
| ‘age 21) the effective date of Heskett being subject to the coal conversion tax does not begin until

January 1, 2002, to allow for a trensition period. The rest of the bill is effective July 1,
2001
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- bnud on 2/20/01 Tax Dopcﬂmmt Forecast

Comparison of Forecasted Coal Revenues
Under Current Law (0.78 Severance & 0.25 miiis installed capacity)
and Proposed (0.375 Seversnce & 0.65 mlilis Installed capacity)

Allocation Proposal

Severance Tax 70% County / 30% Trust Fund

Current Law Proposed Difference

Fiscal Year 2002
Coal Counties
Trust Fund

State General Fund
Lignite Research

Totail

Ziscal Year 2003
Goal Counties
Trust Fund

State General Fund
Lignite Research

Total

2001-08 Blennlum
Coal Counties
Trust Fund

State General Fund
Lignite Research

Total

Conversion Tax:

$7.987,832
$3,423,357
$10,874,588
$608,607
$22,894,374

$7,924,556
$3,396,238
$10,784,196
603,776
$22,708,768

$15,612,388
$6,819,595
$21,658,783

!1 ;212,373
468,603,139

$7,087,832
$3,423,3567
$0

$608,597
$12,019,756

$7,924,556
$3,396,238
$0

$603,776
$11,024,570

$15012,388
$6,819,595
$0

$1,212,373

$23,844,35¢

Allocation Proposal
$8% Gtute / 18% Caunty

$0

$0
($10,874,588)

$0

($10,874,588)

($10,784,196)
$0

($10,784,198)

$0

$0
($21,658,783)

0

($21,658,783)

Fiscal Year 2002
Coal Counties
State General Fund

TYotal

Fiseal Year 2003
Coal Countles
State General Fund

Total
2001-08 Blennium

Coal Counties
State General Fund

Total

Gounties

Gross State Genersi Pund

|Note: Eticotive Date 7/1/01 exoept

Heskett tax effective 1/1/2002

e ST N o PV

Curront Law
T $3,243,661

!13‘41 1,318
884,8

$3,243,581

%13|411'318
16,684,009

$6,487,102

20,822,638
":"3"'"'“'13 309,73

Proposal
$3,138,000

%24‘464|210
7,602,309
$3,356,003
$24,464,210
527.020 213
$6,494,102

%48'928i420
£8,422,822

Dmnunco
( 106 462)

11,082,892
"""":'if.o""""‘"""n.uo

$112,462

%1 1,082 892
11,168,344

$7,000
l 106 784
.112 704
+$7,000

+$484,000
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FISCAL NOTE
Requested by Legisiative Council
02/15/2001

8iiVResolution No.:

Amendment to; Engrossed
88 2299

1A. State fiscal effect: Ident!fy the state fiscal effect and the fiscal effect on agency appropriations compared to
M ding levels and appropriations anticipated under current law.

1999-2001 Blennium 2001-2003 Blev\nlum 2003-2005 Blennium
: General Other Funds General Other Funds General Other Funds
Fund Fund Fund
Revenues $454,000

Expenditures

Appropriations

18. County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriste political subdivision.
12%9-2001 Bilennium 2001-2002 Blennium 2003-2008 Blennlum
8chool School School
. Countles  Citles Districts Countles  Cltles Districts  Countles  Cities Oistricts
$7.000

2. Narrative: [identily the aspects of the measure which cause fiscal Impact and include any commaents relevant (o
your analysis,

SB 2299 Second Engrossment reduces the coal severance tax and increases the coal conversion tax.

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue smounts. Provide detsdl, when appropriate, for each revenue lype and fund
affected and any amounts included in the executive buciget.

If enacted, SB 2299 Second Engrossment is expected to increase state general fund revenues by $454,000 during
the 0103 biensiium, County revenues are expected to increase by $7000 during the 01-03 biennium.

B. Expenditures: Explsin the expendiure amounls. Piovide delall, when sppropriate, for each agency, line
. . Kem, and fund affected and the number of FTE positions affected.

C. Appropriations: Expiain the sppropriation amounis, Provide detail, when appropriate, of the effect on the
biennial sppropriation for sach agency and fund affected and any amounts included in the executive budget.
indicate the relationship belween the amounts shown for expenditures and sppropriatiuns,

‘ . Name: Kathryn L. Strombeck . Agency: Tax Depariment
Phone Number: 326.3402 Date 02/20/2001




- House Finance and Taxation Committee
' , March 13, 2001
| , Testimony of Harlan Fuglesten,
Communications and Government Relations Director
North Dakota Association of Rural Electric Cooperatives
on Senate Bill 2299

Mr. Chairman and Members of the House Finance and Taxation Committee, My

name is Harlan Fuplesten, Communications and Government Relations Director for the

North Dakota Association of Rural Electric Cooperatives. Our Association’s board of
directors includes representatives from each of the 17 distribution cooperatives and five
generation and transmission cooperatives based or doing business here in North Dakota.
Together, our members are responsible for nearly 90 percent of the investment in

electricity generation from lignite coal in North Dakota, and our members sell more than

40 percent of the retail electricity in the state.

I would like to report to the committee that our board of directors, after hearing a
presentation from the Lignite Energy Council, voted to support SB 2299 to change the
coal severance and coal conversion tax formulas to make lignite coal more competitive

while maintaining revenue neutrality for both the state and for the political subdivisions

in the coal impact counties,
On behalf of the North Dakota Association of Rural Electric Cooperatives, I urge

8 DO PASS on Senate 13112299,




0 1] er

Bill 22

For the record, 1 am Representative Merle Boucher for District 9, House Minority Leader.

It’s not often that I appear before the House Finance and Taxation Committee on a cosl

severance/coal conversion tax bill. In fact, it's probably never happened in my legislative career.
But as one of the legislative leaders, I think it’s appropriate we attempt to enact sound tax

policy. The lignite industry in this state is important to all of us, regardless of political party, for

the good paying jobs, economic activity and tax. revenue it brings to the state.
All of us are interested in our power plants using our native, abundant lignite resource.
Obviously, none of us benefits if imported Wyoming or Montana coal is used. Thus, tax policy
that makes North Dakota’s products more competitive should be encouraged.

While others here will explain the various details of this bill, I would urge the Committee

to give this bill your favorable consideration.




Coal Conversion Counties

McLean, Mercer and Oliver Counties
P.O. Box 717 eHazen, ND 58546

March 13, 2001

Chairman Czison and Members of the House Finance and Tax committee. My name is
Vicky Steiner, I am the Executive Director for the North Dakota Coal Conversion

Counties Association,

The Assoclation consists of three counties, McLean, Mercer and Oliver and their cities
and schools. 1 appear bofore you today in support of Scnate Bill 2299. The Coal
Conversion Countles Association supports a do-pass recommendation on Senate Bill

2299,

Thank you for your consideration,




8.8. 2299

Presented By: lllona A. Jeffcoat-Sacco
Director, Public Utllities Division

Public Service Commission

Before: House Committee on Finance and Tax
Honorable Al Carlson, Chairman
Date: U’j

: 13 Mzrcﬁ 001
+ )
( ool ESTIMONY Lenwom
O( \/\/Ylﬁ Ch IJ Haro D/b

alrman Cadson and members of the H use Finance and Tax Committee, | am
lllona Jeffcoat-Sacco, director of the Public Service Commission’s Public Utilities

Division. The ﬂsslon is neutral on this bill, but asked me to appear today to

support the House amendments reflected in Section One of the engrossed bill,

Currenll?ﬂiie amount of severance tax attributable to the coal used by a North
Dakota investor owned utility to generale electricity Is included in the utility’s cost of fuel,
and therefore any changes in the severance tax will be recovered directly from
ratepayers, or returned directly to ratepayers, by means of the utility's monthly fuel
adjustment clause. On the other hand, changes in the conversion tax would not be
directly recovered from or returned to ratepayers until a new rate case establishes a
new conversion tax amount in base rates. It is my understanding that the purpose of
section one of SB 2299 Is to guarantee that changes in the conversion tax also flow
directly through to ratepayers.

The language of the original bill appeared to require that the costs of both the

saverance and the conversion taxes flow through the fuel adjustment. Since recovery

. of a certain level of convarsion tax paid by any utility is already incorporated into the




Testimony 88 2200
13 March 2001
Page 2

base rates for that ulility, unly the incremental change In the conversion tax need be
flowed through to ratepayers through the fuel adjustment, and then only until new base
rates are set. When new rates are set, the full impact of the conversion tax, including

the amount attributable to changes made by this bill, can be recovered in base rates.

We asked the House to allow the Commission more flexibility in determining the

method by which the conversion tax should be recovered from ratepayers. The

amendments adopted by the House do Just that and the Commission appreciates and

supports the changes that were made.

Thank you for the opportunity to testify about this issue. This completes my

testimony. | would be happy to answer any questions you may have.

Legal/2001Testimony/TestimonyHSB2209.doo
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Summary of Revised SGF Fiscal Impact and
Possible Amendment

01-03 Biennium

Revised SGF Fiscal Impact SB 2299 2nd Engr.

Sev. & Conv. Rate Changes $ 445,000
Mercer County Hold Harmless (1,378,000)
Morton County Coal Conversion SGF 640,000
Morton County Hold Harmless (368,000)

Total Revised Fiscal Impact SB 2209 2nd Engr. (761,000)

Possible Amendment: Hold Mercer County harmless based on
CY 2000 Actuals rather than CY 2001

Sev. & Conv. Rate Changes 446,000
Mercer County Hold Harmless (672,000)
Morton County Coal Conversion SGF 540,000
Morton County Hold Harmless (368,000)

Total Rev. SB 2280 2nd Engr w. Amendment 66,000
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