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Explanation or reason for introduction of bill/resolution:

A bill relating to the share of sales tax collections allocated to the state aid distribution fund;
and to provide an effective date.

Minutes: See aftached testimony #1, #2

Representative Jerry Kelsh: Sponsor. Support. This bill puts the 4/10 of 1% of sales tax
collections up to 6/10 up to the first 1% of sales tax collections into the state aid distribution
fund which goes to counties, cities, and some to townships. | think maybe you understand
the history | believe it was about in the 90s when this was changed it had been at 6/10 of 1
percent. | know there are a lot of things going to counties in this session but what this
would do is add another $69 million into the state aid distribution fund and that would be
permanent. A lot of the things being asked for may not get passed. The history of this was
at about the 1965 session we took away personal property tax which at the time which was
the person who was out assessing was not very well liked and asked you if you had a new
davenport or new bed, how many cows you had, what your combine was worth, etc. and |
think people just got sick of it. | think this was a good solution the only thing is it has been
brought down to where cities and counties are probably not getting their fair share. You
could look back at a time when a combine was worth $4000 compared to it maybe being
worth $400,000 now. | called the Tax Department to get an estimate on what the difference
would have been and they said the records had been destroyed if they had any so they
couldn't come up with an estimate of what it would do. Again, | would like this bill to be
kept alive just in case some of the other things don't happen. | know the Governor has
made some good recommendations but these are subject to change or are subject to the
legislature, we don’t know for sure if they will all be in place. Both the Association of
Counties and the County Commission Association approve the resolution to ask for this.
The point I'd like to make is this would be continual funding. This would be funding we
don't have to come and beg for every session such as for highways to run the counties to
do those things. Yes, the 4/10 has gone up but look what has happened to our healthcare
costs in the counties or the road repair costs in the counties, it has almost doubled in the
last 10 years. We talk about oil when oil went down but the price was still going up and the
reason was it that they iearned how to refine more.

Vice Chairman Craig Headland: Do counties use state aid distribution on county roads?
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Representative Kelsh: Yes they do. It's put out in a formula and they use it on roads and
many other different things to run the county. As you know, every levy is capped. There
will be a bill that will allow the rate for healthcare to go up 4 mills because you can't cover it.
In Dickey County during the last budgeting session we had troubie even using some out of
oasis then we have to go into the general fund. This money from state aid distribution fund
which is now about $134 million would go to help roads. Some of that money would be
used for leveraging federal and state dollars.

Representative Dave Weiler: You had mentioned in your remarks that if we passed this
the counties would then be able to stop coming every session and begging for money. My
question is would the begging stop altogether or just for this issue? You don’t have to
answer that.

Representative Kelsh: | don't know if the begging would ever stop but it is a burdensome
amount of money that it takes to keep the roads up. Back home we have roads and roads
under water that aren't being used and needed to be built up and needed gravel. Our
county doesn’t have gravel that is usable, we haul gravel from Ransom County and the
costs are continuing to go up on that. | am just asking that this be kept alive and could be a
more uniform area of funding rather than having to come and ask every time. | probably
shouldn’t use the word begging but as you know that is what it turns into.

Representative Glen Froseth: It seems to me that the $69 million is ...l thought that each
percent of sales tax brought in some were over $100 million and that would be some over
$500 million and 2/10 of 1 percent doesn’'t seem like it would be $69 million if that's the
right numbers.

Representative Kelsh: | cannot verify that is accurate but I'm sure the Tax Department
could as I'm sure they know how much is brought in. It's a considerable amount of money.
| think its $600 some million now that sales tax brings in and its $600 million that property
tax brings in and $304 of individual state income tax brings in to the state coffers.

Representative Glen Froseth: This is only 2/10 of 1 percent so this doesn't seem like it
would be $69 million.

Representative Kelsh: I'm not going to argue with the Tax Department.

Representative Kaldor: Support. A couple sessions back | introduced a bill that would
have gone up to 5/10 of a percent. You will get some history and information from the
Association of Counties on the impact but | want to recount just a couple of things that we
experienced in the rural areas. The transportation study of the Upper Great Plains
Transportation Institute has recently completed indicates that we have serious deficiencies
throughout North Dakota in terms of building our roads and keeping them maintained.
When we get behind it costs us much more to catch up again. One of the tools is
represented by what we have before us today and is not the silver bullet that will cure all
the ills or as been stated to stop the begging but it is an important one because it
demonstrates our commitment to more permanency. In 1997 the legislature made a very
good move in a positive direction for the counties by putting it into permanence the 4/10 of
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a cent. Up until that time the legislature had been appropriating the level of funding that
would be distributed to the counties. As a member of the appropriations committee in the
late 80s and early 90s | sat in on those discussions at that time. It was always difficult and
under the circumstances that we were in at that time we had financial challenges that we
can't hardly imagine today. Nevertheless, that agreement probably should have gone a
little bit further than it did and that's why | think today we have the ability to go further and
we have the right to ask for this and we have the justification to support it. | toid this story
two years ago, when | was a kid my dad was the township assessor in our little township
and he used to take me with him on his visits to farms. | think the reason he took me along
was because it was a little bit easier to break the ice with the farmer he was dealing with.
He knew that he might be getting a tall tale or he might be getting some complaints if it was
just he and the farmer face to face. | think | was the guy travelling along keeping the guys
honest and to keep them from arguing with each other. My dad hated that job. It was a
representative from my district | think it was Representative Doorknocker who instigated the
change that repealed the person property tax and replaced it with one cent of sales tax.
Here we are many years later at 4/10 of a percent and the pressure that we are applying on
our roads and bridges in the counties and townships is much greater than it was at that
time. We hauled grain to the elevator in a 100 bushel truck. If you think about what is
going on today and what it takes to get our product to market and the cost it bears on our
counties and townships is remarkable. { think this is not the silver bullet but it is one piece
of a larger effort to improve the ability of our counties and townships and local subdivisions
of government to maintain the infrastructure that we hold so dear.

Representative Bette Grande: Distributed testimony from the City of Fargo. Please refer
to attached testimony #1.

Terry Traynor, Assistant Director of ND Association of Counties: Please refer to
attached testimony #2.

Vice Chairman Craig Headland: Can you explain to the committee where the state aid
distribution funds go because it has been inferred here that counties use this money to fix
roads but | don’t really believe that to be the case, at least not in my county.

Terry Traynor: Originally every single taxing fund in the county received its proportionate
share of state aid distribution. When the legislature restructured it in 1997 the legislative
leadership at that time mandated that all of that money went to the county general fund
because at that time the fear was that there was in incentive to raise your property tax to
leverage increased state aid and they didn’t want that built into the formula. They wanted it
to all go to the general fund and then be allocated out of there by the county
commissioners. They have the discretion to put it into whatever fund they want. According
to the reporting that was mandated in 2012 last session for counties to report on their
highway expenditures about $17 million of state general funds, which | can only assume is
this money, was dedicated to roads for the calendar year.

Vice Chairman Craig Headland: Can you explain what general expenses are generally
paid with general fund dollars? | think its employee salaries and the like.
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Terry Traynor: That's a difficult question because every county is a bit unique. Obviously
the courthouse staff, the recorder, the clerk of court, the state's attorney, the sheriff, the jail,
etc. a lot of that must come out of the general fund because they don't have dedicated
levies for that. However, there is a social service component to the general fund and there
is a highway component to the general fund, those are allowable uses for the general fund.
So every county is a bit different. Some counties budget their health costs for the highway
employees out of the highway fund because they don't have room in the general fund so
there is different variations depending on what the needs of that particular county are.

Connie Sprynczynatyk, League of Cities: Support. The state aid fund as we know it
today has significantly changed in the 1997 session. It isn't just personal property tax
replacement. It is the reaction of a statewide measure initiated measure, | think it was
1978, which was approved something like 74%, it was a revenue sharing measure. | think
it was based on 5% of all state sales use excise and income tax; it was a very broad
measure. The legislature got into the habit of appropriating and as you can see from
Terry's chart it was a pretty flat appropriation for several biennia. Terry and | and Ken
Yantes from the townships and a number of us worked back in the 1997 legislative session
and worked with the legislature to put those several sources into one spot. Legislative
leadership was particularly focused on making this clear and simple. Now the portion that
Terry said goes to the counties is shared with the townships in the same proportion that
they were getting. | remember we had to use 1996 budget numbers because that was the
most current and complete data available. The cities shared their portion with park districts
in relation to what they were getting back in 1896. There was a real attempt to simplify it
and roll it all into one and base it on population. If you look at the specific law you will see
that cities have population categories and they share a particular percentage based on the
last population. Counties have a way more simplified pian for their segment in state law.
Bottom line, this buys down property taxes. | just talked to Cindy Hemphill from the City of
Minot how many mills that buys down in Minot and her calculation for the most recent
budget cycle would be 13 mills so it is a significant source of revenue in the general fund
and is deeply appreciated. If you want to know where cities spend most of their general
fund | have budget charts back in the office and | would be happy to provide them to the
committee. The preponderance of money from the general fund city by city by city even if
they have a volunteer fire department goes to public safety which would be police, fire,
emergency, and communications. If you want to know how much is spent on roads
specifically | can tell you right now that | don’t know but | could try and get it for you. | want
you to know that cities and park districts are appreciative of this funding partnership. Kt
does buy down property taxes.

Ken Yantes, Executive Secretary of ND Township Officers Association: Suppon.
What is good for the counties is usually what is good for the townships. We contract with
the counties and if they didn't have the funding we would probably pay a whole lot more for
our services. We support this bill.

Representative Jerry Kelsh: | just wanted to clarify Representative Headland's question
about the general fund. Road and general fund in a county are the same funds. You have
another road and bridge fund which is a little different fund. Road and general fund are for
the maintenance of non-federal roads, if | remember right. | believe the mill levy for these
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two funds is 22 mills. There are many dollars from the state aid distribution fund that goes
into roads.

Vice Chairman Craig Headland: That is true but some counties do not levy that county
road fund that is part of the general fund.

Representative Jerry Kelsh: | guess | can't answer for that what some counties do but |
know our county did.

Representative Glen Froseth: I'd like clarification on what exactly does the percent of
sales tax bring in on a biennium? Could you verify the fiscal note?

Blaine Braunberger, ND Tax Department: One thing with this state aid fund is that it
doesn’t just cover the sales tax revenue so that is why your numbers will not agree. It does
cover other receipts besides just the sales tax.

Representative Glen Froseth: You mean excise taxes?

Blaine Braunberger: It also covers the motor vehicle excise tax revenue and it would be
the gross receipts taxes; the farm machinery and alcohol beverage areas.

Chairman Wesley R. Belter: No further testimony. Closed hearing on HB 1360.
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Explanation or reason for introduction of bill/resolution:

A bill relating to the share of sales tax collections allocated to the state aid distribution fund;
and to provide an effective date.

Minutes: No attachments.

Chairman Wesley R. Belter: This was Representative Kelsh's bill which would increase
the distribution fund from 40 to 60%. | would entertain a motion.

Vice Chairman Craig Headland: Made a motion for a DO NOT PASS.
Representative Bette Grande: Seconded.

Representative Shirley Meyer: |If we are seriously interested in property tax relief here is
a great way to do it. We can sit and pretend that these counties aren't needing or wanting
money or have too much or use it unwisely but we heard the testimony and if we want true
tax relief this would be a good start.

A roll call vote was taken: YES10 NO 2 ABSENT2
MOTION CARRIED—DO NOT PASS.
Representative Dwight Wrangham will carry HB 1360.



FISCAL NOTE

Requested by Legislative Council
01/19/2011
Bill/Resclution Ne.: HB 1360

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.

2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
General Fund| Other Funds |General Fund| Other Funds |General Fund| Other Funds

Revenues {$69,000,000 $69.000,000

Expenditures

Appropriations

1B. County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate political subdivision.
2009-2011 Biennium 2011-2013 Biennium 2013-2015 Biennium
School School School

Counties Cities Districts Counties Cities Districts Counties Cities Districts

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

HB 1360 increases the amount of sales and motor vehicle excise tax revenue that gets allocated to the state aid
distribution fund.

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

If enacted, S8 1360 is expected to increase state aid distribution fund revenues and decrease state general fund
revenues by an estimated $69 million in the 2011-13 biennium.

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

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

C. Appropriations: Exp/ain the appropriation amounts. Provide detail, when appropriale, for each agency
and fund affected. Explain the relationship between the amounts shown for expenditures and
appropriations. Indicate whether the appropriation is also included in the executive budget or relates o a8
continuing appropriation.

Name: Kathryn L. Strombeck Agency: Office of Tax Commissioner

Phone Number: 328-3402 Date Prepared:  01/25/2011

Did net receive Frscal Note From }'.'lbfurj
before bill was Vvoted on.
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REPORT OF STANDING COMMITTEE
HB 1360: Finance and Taxation Committee (Rep. Belter, Chairman) recommends DO
NOT PASS (10 YEAS, 2 NAYS, 2 ABSENT AND NOT VOTING). HB 1360 was
. placed on the Eleventh order on the calendar.
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Honorable Chairman Wes Belter & Members of the Finance and Taxation Committee
Legislative Testimony on House Bill 1360 - City of Fargo

January 25, 2011

The City of Fargo supports HB 1360 due to the positive impact it will have on our state aid distribution
funds and the budget relief it will provide in future fiscal years. Currently, our state aid distribution
payments of $ 3.7 million make up about 5% of our overall General Fund revenues. [t is a critical
component of our overall revenue sources and budget development due to its predictability and growth

over the past several years.

The proposed increase in the funding rate will help the City retain nineteen public safety officers

currently funded by Federal grant programs. Fargo currently employes seven police patro! officers and
twelve firefighters funded by Federal grant programs. The programs will end in the next two years and
we will have to make key strategic decisions on how to retain these employees into our budget.
Needless to say this is a large number of full time employees to simply absorb during such a short
timeline. The impact of absorbing these employees into State or local funding sources is $1.1 millon per
year. The increased funding derived from this bill would be directed to fund basic public safety services
which were previously funded by federal grant programs. It would be difficuit to not fund these
positions in light of the continued growth in Fargo and the fact that they have already been hired since

our federal grants were approved.

The State Aid Distribution funding has been increasing each year due to the fact that the statewide
distribution pool is increasing because of the State’s strong economy, however, we find that other
significant Iocal revenue sources such as building permits, traffic fines and investment income have not
increased but rather have fallen over the past three fiscal years making it much more difficult to balance
our overall operating budgets. Fargo’s General Fund budget growth for 2011 was just 1.4% overall
which is a signficant decline in our budget growth due to the revenue declines noted above. The

increase in State Aid will help us to retain our talented pool of city workers and who continue to support

the needs of our community.

We would urge a DO PASS recommendation on this bill. Thank you for the opportunity to present our

testimony.
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REGARDING HOUSE BILL No. 1360

Thank you Chairman Belter and committee members for the opportunity to submit testimony
regarding HB1360 on behalf of county government. County officials are pleased that the
Legislature is willing to examine the revenue and costs of county government in their effort to
continue its efforts toward sustainable property tax relief.

The State Aid Distribution Fund is one of the comerstones of the fiscal relationship between the
State and local government, and has been a critical interest of county officials since its
replacement of the unpopular personal property tax in 1969.

As a number of you are well aware, this Fund has struggled throughout its thirty-year history, and
until 1997 was never fully-funded as provided by law. Through the exceptional efforts of some
of you here, some past legislative leaders, and many local government officials, a major change
was crafted in the 1997 Session.

. That change replaced the

Exec. B
State Aid Distribution Fund sudger | long-standing 6-tenths of
Biennial Distributions - Dollars in Millions Projection
$140 s3s0 | the first penny of sales &
use tax as the Fund’s

$120 Formula Change :

997 sesson revenue source, with 4-
$100

tenths. County officials

accepted that significant

policy change with the

promise of a permanent

. [ continuing appropriation
f | that aliowed the fund (o

8991 91-93 9395 95.97 67.99 99.01 D105 03-05 0507 0709 D09-11 1113 ’ rise and fall with the

economy of the State.

While it was a risk, looking back, it was a risk well worth taking. As the chart indicates, since
that time this fund has grown at a rate at least equaling inflation. Although the increases in
mandated social service costs, criminal prosecution expenditures, jail expansion, etc. have at
times exceed that rate of growth, the current formula is far superior to the pre-1997 situation that
left the fund stagnant for a decade or more.

We appreciate the important relationship this fund represents, and are committed to working with
the Legislature to examine whether this is an appropriate vehicle for property tax relief. Asa
reference point, a $34 million increase to counties equates to almost 16 mills statewide.
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