HB VWAL &Y
o= =
Good morning, chairman Headland and members of the House Finance and Tax

committee, for the record, my name is Mike Lefor, and | serve District 37 — Dickinson in the
House of Representatives. | am here today to testify in support of HB 1176.

This bill puts forth a bold, sustainable approach to property tax reform while also allocating
legacy fund earnings dollars to benefit present and future generations of North Dakotan’s.
First, the reform aspect includes a 3% cap on future spending on behalf of political sub-
divisions while also giving these entities the ability to “bank” percentages not utilized inthe
cap.

For example, any political sub-division not using the full 3% increase in any given year have
the amount not levied to be potentially be utilized in future years for a period of up to five
years. If it is not used within the five-year time frame, that ability goes away.

Additionally, if the political sub-division believes that a 3% increase is not enough to fund
their operations, they can go to a vote of their community to seek more funding.

Further, the bill provides for an increase of $1,050.00 per primary residence tax credit from
the current level of $500.00 to $1550.00. The citizens of the state have responded well to
this as an estimated 92% of those eligible have requested tax credit through the state tax
department who did an outstanding job in making the people of the state know about the
tax credit and be able to better recognize the primary residences of our citizens.

The dollars for this credit would be allocated from the general fund in the amount of $310
million and roughly $173 million from the legacy earnings fund. With the rapid growth of the
principal of the legacy fund and a portion of the overall earnings being returned to the
legacy fund principle allows for a faster acceleration of the principal and therefore, future
earnings as well.

In a spreadsheet prepared by OMB, with the assumption of $60 oil, 1.1 million barrels of oil
production per day and a 6.5% return on investment, the legacy fund could grow to over
$30 billion in twelve years. In that scenario, the dollars available for distribution for future
property tax credits would grow from $173 million to over $1.3 billion.

| believe it is important to make sure the property tax credits allocated come from a stable
source. The citizens of this state have done things in a smart fashion since statehood, for
example the common schools trust fund, which is a constitutional fund has now grown to
$7.2 billion, and is now projected to provide approximately $500 million toward the cost of
K-12 education. This amount has grown steadily over the years.

In 2010, the voters approved the Legacy Fund, which has shown tremendous growth in the
time it has been in existence. The legacy earnings fund can be used in a similar fashion to
provide long-term sustainable property tax credits to our citizens in perpetuity.



This bill allocates an additional $70 million toward the Homestead Tax Credit increasing the
income threshold for those who can apply for this credit as well as increasing the threshold
for the value of the home which can be considered for the tax credit. It is my understanding
the average credit achieved through this credit is $1,300.00.

There is also a credit for renters which would increase from $400 to $600 if certain income
thresholds are met. Chairman Headland, and members of the House finance and tax
committee HB 1176 provides for true property tax reform in limiting spending on behalf of
local political sub-divisions, providing for flexibility in those caps and the ability for the
citizens of the community to vote for additional funding if they believe it is necessary.

I would ask the committee to consider a “do pass” recommendation to the House floor.
Thank you.



The schedule below provides information o

North Dakota Legislative Council

Prepared by the Legislative Council staff

School-related mij levy reductions

Mill levy reduction grants

Mill levy reduction in integrated school
formula payments

Total school-relateq mill levy reductions

Homestead and disabled veterans' tax
credits

Homestead and disabled veterans' property
tax credit Programs

IOBWmﬁmn income tax credit for property tax
relief

Total homestead tax credits

Other Property tax relief

State-paid Property tax refief credits
(12 percent Property tax credit)

Primary residence Property tax credit

State funding of ceriain county costs of child
welfare and service Payments for elderly
and disabled services

State grants to counties ~ Emergency human
service Jevies

County economic assistance and socia|
services financing pilot program

County social and human services project

State funding of clerk of court costs formerly
Paid by counties

Total other Pproperty tax relief
Total Property tax relief
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PROPERTY TAX RELIEF PROGRAMS - 2007-09 THROUGH 2023-25 BIENNIUMS
I property tax relief programs provided by the Legislative Assembly for the 2007-09 biennium through the 2023-25 biennium,
Estimated Fiscal Impact
2007-09 200911 201113 2013-15 201517 201719 2019-21 2021-23 2023-25
Biennium Biennium Biennium Biennium Biennium Bilennium Blennium Biennium Biennium Total
$299,444,264 |  $341,790,000 $641,234,264
$656,473,8381 $988,000,0002 | $1,081,000,0002 $1,166,000,0002 $1,240,000,0002 Tfmm‘__oaoba% 6,462,473,838
$0| $299,444,264 $341,790,000 $656,473,838 $988,000,000 $1,081,000,000 $1,166,000,000 $1,240,000,000 $1,331,000,000 $7,103,708,102
$8,104,000 $10,774,000 $14,018,563 $27,678,000 $25,865,091 $24,820,200 $28,250,200 $34,300,000 $91,145,000 $264,955,054
112,000,000 112,000,000
$120,104,000 $10,774,000 $14,018,563 $27,678,000 $25,865,091 $24,820,200 $28,250,200 $34,300,000 $91,145,000 $376,955,054
$200,000,000 $241,525,000 $441,525,000
$103,225,000 103,225,000
19,300,000 $23,300,000 $23,300,000°% $23,300,000% 23,300,000° 112,500,000
3,900,000 3,900,000
160,700,000 160,700,000
173,700,000 189,917,386 226,787,642 590,405,028
$13,587,187 $15,253,306 $16,795,673 20,432,528 24,603,808 23,936,056 24,957,631 25,212,502 26,125,566 190,904,255
$13,587,187 $15,253,308 _ $16,795,673 $220,432,528 $289,328,806 $207,936,056 $221,957,631 $238,429,888 $379,438,208 $1,603,159,283
$133,691,187 amMm.ﬁrmwo_ $372,604,236 $904,584,366 $1,303,193,897 $1,313,756,258 $1,416,207,831 $1,512,729,888 $1,801,583,208 $9,083,822,439






Projected Legacy Earnings Fund Allocations

2025-27 2027-29 2029-31 2031-33 2033-35 2035-37 2037-39
|5-year average balance | 8,586,013,571 | 10,688,388,928 | 13,405,247,553 | 15,942,111,794 | 18,691,775,817 | 21,673,759,969 | 24,888,826,449 |
[Allocation @ 7% POMV | 601,020,950 | 748,187,225 | 928,367,329 | 1,115,947,826 | 1,308,424,307 | 1,517,163,198 | 1,742,217,851 |
Allocations:

Sinking and interest fund 102,624,000 102,624,000 102,624,000 102,624,000 102,624,000 102,624,000 102,624,000
GF - Tax relief 225,000,000 225,000,000 225,000,000 | 225,000,000 225,000,000 225,000,000 225,000,000
Highway tax distribution fund 100,000,000 100,000,000 100,000,000 100,000,000 100,000,000 100,000,000 100,000,000
Proposed Legacy Property Tax Credit 173,396,950 320,563,225 510,743,329 | 688,323,826 880,800,307 | 1,089,539,198 | 1,314,593,851
[Assumed number of primary residences 155,000 | 155,000 | 155,000 | 155,000 | 155,000 155,000 | 165,000 |
Legacy property tax relief payment $559 $1,051 $2,295 $3,220 $3,841 $4,257 $5,241
General fund credit $1,000 $983 $676 $390 $79 $0 $0
Total property tax credit $1,559 $2,034 $2,971 $3,610 $3,921 $4,257 $5,241
Calculation of Legacy offset of $1,000 General Fund credit
General fund credit before reduction $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000
Gross Legacy payment before offset $559 $1,034 $1,648 $2,220 $2,841 $3,515 $4,241
Total credit before offset $1,559 $2,034 $2,648 $3,220 $3,841 $4,515 $5,241
Amount above $2,000 TOTAL CREDIT $34 $648 $1,220 $1,841 $2,515 $3,241
Amount added to Legacy Property Tax Credit $17 $324 $610 $921 $1,257 $2,241
Amount Used to offset GF credit $17 $324 $610 $921 $1,000 $1,000
General Fund cost before offset $310,000,000 | $310,000,000 |  $310,000,000 |  $310,000,000 [  $310,000,000 | $310,000,000 | $310,000,000
General Fund buy down from Legacy $100,371,664 |  $189,161,913 |  $285,400,154 | $310,000,000 | $310,000,000
General Fund cost after offset $209,628,336 $120,838,087 $24,599,846 $0 $0




Legacy Property Tax Credit - Estimated Credit Amounts

Projected Legacy Fund Balances

Legacy Fund
Fiscal Year Ending Balance
2020 6,995,309,070
2021 8,115,202,181
2022 7,946,079,492
2023 8,999,738,920
2024 10,873,738,190
2025 est 12,378,910,454
2026 est 13,243,477,584
2027 est 14,803,763,967
2028 est 15,726,347,568
2029 est 17,504,712,211
2030 est 18,432,257,641
2031 est 20,417,740,022
2032 est 21,377,821,642
2033 est 23,586,471,829
2034 est ) 24,554,508,710
2035 est 26,975,907,513
2036 est 27,949,422 551
2037 est 30,598,185,021




