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. REP. WES BELTER, CHAIRMAN Called the committee hearing to order.

REP. RALPH METCALF, DIST. 24 Introduced the bill. See attached written testimony.

Also submitted an amendment to the bill. Submitted handouts relating to comparisons of the
school district equalization fund. Mr. Walstad was sick, therefore, Rep. Metcalf explained the
bill.

REP. BELTER Referred to page 6, line 14, it says except twenty percent, does that mean that

twenty percent goes into the general fund, and the other eighty percent goes into the school fund?
REP. METCALF My understanding is that because it is twenty percent, the tax increase is
twenty five percent, so you have one hundred and twenty five percent. You take twenty percent
of that one hundred and twenty five percent, gets you back down to the twenty percent, and that

will be deposited in special accounts deposited in the school district property tax relief fund.
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REP. DROVDAL I think seventy five million dollars a year runs somewhere around seven
mills in relief, we know North Dakota has been struggling with an equity figure in our school
funding formula, we have done many adjustment, special funds, we have been working toward
that equity and trying to stay out of the courts, this bill actually comes in with a whole new
formula, going into the mix, did you consider, when you drafted the bill, require a reduction in
mills, but also work it in with existing formulas?

REP. METCALF Yes, we tried to accomplish that and we worked with the education system
upstairs. This formula is only for a distribution for this money in the tax fund, it should not have
an overbearing affect on the current formulas, except to allow for a slight adjustment in the levy,
between the high and low property districts. That particular formula only has a bearing in that
area.

REP. CONRAD [ have a situation in my district where one of the eight districts is in a lawsuit,
then I also have two districts, which have grade schools not attached to high schools, I am told, to
correct the school district at Surrey, we need to get the funds from the schools that are not
attached to high schools, we need to get them to pay to the high schools regularly. I am caught in
a real dilemma, because Surrey, isn’t very interested in the solution, will this help me out to find
a way for those districts to stop arguing how they are going to get their funds and get on with
educating kids?

REP. METCALF I wish I could give you a positive answer on that, but I have not looked at it
from that aspect. The way I see this is a beginning of somehow leveling off, the big problem is

the property rich districts and the property poor districts. The people in the property rich district
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do not want to change. The property poor districts want it changed so they can give the kids the
education they should have.

REP. OLE AARSYOLD, DIST 20 Co-sponsor of the bill. Submitted a comparison handout.

The handout is an attempt to explain the consequences of the bill before you. Explained what a
series of numbers meant in each columnn. This bill would put more responsibility at the state
level and distributed back to the school district based on the formula. Related to the city of
Williston, they would be at the max, the cap we decided, to put on the distribution, and that is
1.4, no district will get more than 104% of their relative value compared to the statewide
evaluation per pupil. There are a host of districts in between. He used Fort Totten as an example
who levy $242/child evaluation. They levy 308 mills, 150% of the state average, and vet, they
only raised $34,000, and they are educating 458 kids. We can’t deal with that appropriately. We
will put them at the max and they will collect $51,000 in the distribution.

REP. BELTER There is not a permanent cap here, on property tax, is there, in this bill?

REP. AARSVOLD That is not our intent.
REP. BELTER If this bill were to pass, what would stop a school district from increasing their
property tax, prior to this bill going into effect?

REP. AARSVOLD I don’t think there is anything in the bill that precludes that. That would be

alocal decision. We can encourage them not to do so. To qualify for the money, they would
have to make an adjustment in their levies, proportionate to the collections and the distribution
from the tuition relief fund.

REP. BELTER Under this bill, one of the advantages of the property tax, it is a stable tax,

income tax is not a stable tax, so this amount of revenue could fluctuate from one year to the
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next, which in turn, would fluctuate the amount of revenue going to the schools, so is it not
possible that some schools could actually end up with less money under this formuia?

REP. AARSVOLD I think there is language in here that recognizes that possibility. Page 6,

line 27, annually, the tax commissioner would have to certify to the auditor of each county, the
estimate of revenue under this section. That could be up or down.

REP. DROVDAL You talk about trends, you know as well as I, that when thé state gave the
right for sales tax in local communities, the state lost its opportunity if it needed revenue. The
property tax is a base for local income, sales tax is a base for a lot of North Dakota income, and
income tax it is always considered as a base for the federal government. Many of us feel, we
have given away our ability to raise sales tax, not with this, are we also giving away any
opportunity to raise any income tax?

REP. AARSVOLD Idon’tthink so. 1think it is stated twice in the constitution about free and

equitable education to students in North Dakota. I don’t think we are giving that away.

REP. DROVDAIL, What you say is true, but we also have an obligation to all the rest of the
people of North Dakota to supply all of the other services, and we need the revenue source for
them also, are we losing that capability to raise that funding?

REP. AARSVOLD We are the gate keepers, and I would hope we have the will to do the right
thing.

REP. WEILER Related to the effective date, in section 5, which deals with the property tax.

REP. AARSVOLD John Walstad assured us it was being covered.

REP. BELTER Stated on page 7, they refer to a section 7, and I don’t see section 7.

REP. PHILLIP MUELLER, DIST. 24 Testified in support of the bill, as the co-sponsor.
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Property taxes are an ungoing struggle. We need to move and get off the back of property taxes
having to do with school funding. The reality of it is, we are facing an educational lawsuit.

It is incumbent on us to take a look at how we can begin to satisfy, what I suspect this next time
around, will be, you will fix it. I think this bill addresses that.

REP. CONRAD I have always been one that thought there should be some logic to our tax
system. When I was county commissioner, I was always able to say, your townships have to go
to townships, and counties have to go to the county commissioners, when I got to schools, I
always had trouble, it always came down to income tax is more appropriate, it improves all of
our ability to make a living by having a higher educational system. Is that why you find the other
bill which would move education onto the income tax?

REP. MUELLER The short answer is yes. In the process, it has become very convoluted and
hard for folks to understand.

REP. BELTER If we move in the direction of making substantial changes as far as the level of

funding to schools from the state, instead of local property tax, do you think there might be a
move on part of the legislature that, if we are going pay the bills, we are also going to dictate who
is going to have a school and who is not going to have a school.

REP. MUELLER That is certainly a possibility, I hope it won’t happen. That process is an
ongoing process, people back home are saying this isn’t working, a lot of them are doing just
that.

REP. BRANDENBURG TO JERRY COLEMAN Let’s say we increase income tax, how

many dollars would we have to make up with income tax, where is the savings going to be?

JERRY COLEMAN, STATE TAX DEPARTMENT. It would be dollar for dollar.
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. REP. BRANDENBURG It would be that 137 million.

JERRY COLEMAN That is how I understood the bill to work.

REP. BRANDENBURG So if we raise income tax to 137 million, then that should reduce
property taxes by 137 million.

JERRY COLEMAN That is how I understand it, dollar for dollar.

REP. AARSVOLD Answered stating the projection made was 79 million, I don’t know where

the 137 million came from.

REP. BRANDENBURG What guarantee do we have that our property taxes will go down 137
million?

REP. DROVDAL Can somebody explain the 127%.

. REP. METCALF My answer there is, if we increase it by twenty five percent, when you
) decrease it by twenty percent, to put into this fund. Every penny raised from that twenty five
percent will go into this special fund.

With no further testimony, the committee hearing was closed.
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COMMITTEE ACTION

.\ REP. BELTER Asked for a motion to adopt the amendments proposed by Rep. Metcalf.
REP. HEADLAND Made a motion to adopt the amendments as presented.
REP. BRANDENBURG Second the motion Motion carried by voice vote.
The committee members wanted clarification regarding section 7. The bill stated section 7
would become effective July, 2005, however, there was no section 7 in the bill.

REP. DROVDAL Made a motion to amend the bill by changing section 7 to section 5.

REP. HEADLAND Second the motion. Motion carried by voice vote.
REP. BRANDENBURG Made a motion for a do not pass as amended.
REP. GRANDE Second the motion. MOTION CARRIED

10 YES 3 NO 1 ABSENT

. REP, BRANDENBURG Was given the floor assignment.




¥ FISCAL NOTE
' Requested by Legislative Council
) 01/18/2005
Bill/Resolution No.: HB 1513

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.

2003-2005 Biennium 2005-2007 Biennium 2007-2009 Biennium
General |Other Funds| General |OtherFunds| General |Other Funds
Fund Fund Fund
Revenues $137,000,000
Expenditures
Appropriations
1B. County, city, and school district fiscal effect: {dentify the fiscal effect on the appropriate political subdivision.
2003-2005 Biennium 2005-2007 Biennium 2007-2009 Biennium
School School School

Counties Cities Districts | Counties Cities Districts | Counties Cities Districts

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

HB 1513 increases individual and corporation income tax rates by 25%, with the additional revenue dedicated to
school district property tax relief.

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

If enacted, HB 1513 is estimated to raise $137 million for the school district property tax relief fund.

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, line
item, and fund affected and the nurnber 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 Agency: Office of Tax Commissioner
Phone Number: 328-3402 Date Prepared: 01/28/2005
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'M Pass Amended
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DROVDAL, DAVID, V-CHAIR
BRANDENBURG, MICHAEL
CONRAD, KARI
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REPORT OF STANDING COMMITTEE (410) Module No: HR-22-1669
February 2, 2005 11:49 a.m. Carrier: Brandenburg
Insert LC: 50439.0203 Title: .0300

REPORT OF STANDING COMMITTEE
HB 1513, as amended, Finance and Taxation Committee (Rep. Belter, Chairman)
recommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO NOT PASS (10 YEAS, 3 NAYS, 1 ABSENT AND NOT VOTING). HB 1513, as
amended, was placed on the Sixth order on the calendar.

Page 6, line 22, after the underscored period insert "The adjustment factor for a school district
under this subsection may not exceed one and four-tenths or be less than one."

Page 7, line 1, replace "7" with "5"

Renumber accordingly

{2) DESK, (3) COMM Page No. 1 HR-22-1666
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TESTIMONY SUPPORTING HB 1513
HOUSE FINANCE AND TAXATION COMMITTEE
JANUARY 31, 2005

Good morning Chairman Belter and members of the House Finance and
Taxation Committee. | am Representative Ralph Metcalf from the greater
District 24 representing North Dakotans living in 22 townships in western
Barnes County and 10 townships in northwestern Ransom County.

How many times have you been asked to do something about reducing
property tax? | can’t answer for you but | have been asked that question
many times and on many occasions. | invariably follow up with my
question: Where are we going to get the money to replace property taxes?
The answer to that question has been almost unanimous - increase
income taxes as they are too low.

This bill, HB 15613, is intended to accomplish just that. A twenty-five
percent increase will be made on all individual and corporate income tax.
Additionally a reduction in property tax is mandated to equal the amount of
money the individual school district receives which, when totaled, will equal
all funds received from the 25% income tax increase. The total funds
involved here is estimated to be $71 million.

The concept is really quite simple, however, | am not so naive to believe
there will not be some discrepancies to be ironed out. One of these
discrepancies was noticed as soon as we were received our first estimate
of distribution of funds. In that schedule several low taxable valuation per
pupil districts would actually receive more money by this change than they
were currently receiving from property tax. A small effort is included in this
bill to reduce the disparity between property poor districts and property rich
districts.

Regrettably, | am not all knowledgeable about income taxation or
education financing so | have asked to have John Walstad from Legislative
Council here to explain the details of the bill. With your permission,
Chairman Belter, | will ask John to explain the operation of the bill at this
time. '



| believe that during this legislative assembly we are given the unique
opportunity to correct or change some of the disparity found in the
financing of our education system. | am not deluded to believe that this is
the only way to correct a serious problem but it may be a method that,
when incorporated with other ideas, will present a satisfactory solution for
eventually controlling this known disparity in taxation. | hope that this
committee and this legislature will show the strength and resolution
necessary to achieve common ground upon which a firm and fair taxation
system can be developed to insure quality education for all our children
well into the future.

Chairman Belter, that completes my testimony on HB 1513 and | will gladiy
stand for any questions you or your committee may have.
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