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BILL/RESOLUTION NO. SCR 4011

1993 HOUSE STANDING COMMITTEE MINUTE~

JOINT CO~tsTITIJ'rIONAL REVISION

Original Hearing Date' __~1_-2~8~-_9~3~ _

Subsequent Hearing Date

•

·,~EN. O'CONNELL, CO-CHAIRMAN·, called the hearing to order.

;·.EN. YOCKIM, DIST. 1, WILLISTON Introduced the resolution. ThJ.s is
(he exact Rame resolution that was introduced two years ago. It is my
Ihird or fourth consecutive try to get a constitutional amendment
,_,roposed that would establish ~n oil and gas trust fund. They fa.il~d·

·~ .. efore. I 'am pooling my resources with Sen. '1'i,)llefson. This would
..:lace one percent df the produotion of oil and gas industry in this
':rustfund. This would not establish an additional one percent tax
:.·ut would allocate the equivalent of one percent of the product i on for
;.he sta·te· s general fund that would supply .future gencrati~ns.. The
,rust fund established by ~his bill would be called the foundation aid
.',t.:lbilizatiun fund. The fund would place fJ.fty percc.mt of the money
,: n a p~rman'1nt trust. The interest earnings from thut t rust would go
~o the state's general fund. The principal of the fund could only be
~cuchQd upon order ofthp. Governor as a direct result of revenue
~hortages. Whe~ that revenue falls below estimates for the state~ th(
'~overnor could ~all upon the furid and tap into the principal to use jt

:0 rc~tore aid at the appropriate level. The other fifty percent
~ould bc depositeri in the common schools trust fund and would be
:': llocated out for financ'~al aid. The state of North D;i'kota takcs /Jut
'dver a billion barrels of oil from its soil over the l0st four years.
j'hat' s a billion lJarrels of oil depleted from the ] and or soil of
iorth Dakota. If this was happening in any other industry, I think
; he pcople would be in an uproar. '1 f we rcduccd the v'i11uE" of the
.talc·s resources by that amount. Whil~. do we do about preserving

.,cal th base of our Std te? Forty years from now when we look .1roun:
;nd sec that the oil is gone and 2 billion barrels depl."ted and th,'
"ealth base destroyed. it seems to me that the pol-icy should be to
')1ace those assets in .. a permanent trust· fund so the next. generat ior

un enjoy that wealth and enjoy the benefits that could be derived
!rom tha t:. 1 have il1l:1udcd an amendment for the roso] u f ,ion. North
uakot'l is the only stale that has oil product.ion and h.w not
·~stablished n trust fund. We should teach OU]' children the same
Jaluos that helped our parents. We all recognize the vdlue of putting
:oney away in case we need it som~time in the future. Y'fty year~

'orm now our children will be proud of what ~e did in th., 53rd
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~egislative assembly. I think the voters of this state should be
'jiven the opportunity to express thf.dr will in establishment of a
~rust fund and I am confident they will pass this measure if given a
l:h nce to. I ,,,ould also add that putting money away in trust is
.l eally .not a co~ t to us. It is a preservation of our state· s
cesources. In 1985 we received over $80 million in revenues directly
Crom the production tax. Two years ago tha t fell to $42 'ililli-on. I
just recently got a report, from the tax department a"d it is no·., under

$30 million for the next biennium. The ~esources are being depleted.
(He handed cut graphs and explained them-See attached)

•
JOINT CONSTITUTIONAL REVISleN

•

•

SEN. SOLEERG The interest from this trust will go bdck into the
~eneral fund 'so this is not set up to be two trusts.

~:EN. YOCKIM In this case the first fifty percent of ':he money goes
{nto a fund where the princip<.ll could be tapped and used. The other
i: ifty percent goes into the common schools trust fund. Tha interest
<:arnings .go into the general fund but the principal· does not.

:':EN. SOLBERG We reallycould\"ind up with a trust fUl1d zero afte-:
~ve~y biennium. That·s a possiblity, is that right?

':~EN. YOCKIM The potential for this fifty percent in the stabilization
!::und, there is, that possibililty if we miss our estimates for
: oundation aid. '

',d::P. KRETSCHMAR Under the proposed amendn,ent, for 1990, $33.9 mill ion
··~.'n gross prIJduc" ion tax revenues. Under the proposed amendment wOI.:.I d
.Ine percent ·6f \.ilat amount be placed in the two trust funds or do ) .. J.J

'nclude the ~ther 6\?·

;EN. YOCKIM One of the percents is a five percent of gross product io.,
~otal. We ar~ talking abou~ t~enty percent bf the gress production
'i.:ax revenues would go into the trust fund, in this C'ase for 1990, it
,ould have been $6.6 million.. It does not deal wit:. the extraction
;'ax. The eqUivalent is 1% of total gross production.

;:£P. KRETSCHMAR So actually .it would be on€:-fifth of this $33
,;<111ion.

;;EN. YOCKIM That • a correct.

;(EP. KRETSCHMAR Do you know at the present time what ~he principal
':,alance ia 1'n the common schools trust fund?

?EN. YOCKIM I do not.

i'here was no opposing tustimony.

·:EN. O'CONNEf,L closed the heering.

:APE 1. SIDE A METER '10.1
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1993 HOUSE STANDING COY~ITTEE MINUTES
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IAwl../ ))~f~.:L:~~-------:-Committee Clerk Siqnature

im:P. BRJWN called the hcadllg to order.

SF-H. YOCKIM, DIs·r. 1, WILLISTON explained the, 3mendment.
;rhis is a hoghollse am"ndment. I t changes the terndnology of what
':Ie:> are targeting the money from. The original bill addresses the
yross production tax. There is 'some concern about th~t confusing
,:he' peopl,~. To simplify it I asked the r..~gislative Council to draw
lp un amendment' thC:it would address the mctraction tax portion of
!,:he formula •. For your inforlT'ation, the fiscal impact w.:luldn't go
~nto effect until the 95-97 bi~nnium. But if it went into ef£ect
~n 1993 the projection for oil revenues fro~ the extracti~n tax
dould be rcvi~ed. The projections we have dre about $47.6 million
·,Dl.lal"s BO the J,mpact would be about $9.4 million iii the biennium
~f the revenues stay current. To put that in context though. we
,.eea to re<::ogniza that we have had an impac·t to the general fund
;ver ~inc~ about 1985 from declining oil ~cvenues. The production
:ax in 1985 broug~t in over $80 million, in 1990 it had fallen to
,.33 million. We have had to make up some $47 million in thal short
,pan of time to the general fund and county funds. We have had to
"bsorb the' reduction in extraction tax payn.ents to the general fund
:ver sin~e those big produGtjon y~ars. I think that at some point
:t rnaken a great d3~1 of s~nse for us to stop the bleeding and to'
: aka a 1 ittl'~ :"nger term outlook at this <lnd put ~omc money in the
·_'ank • III seven years we would sec a direct bene [i t ,1nd that
Imefit WOlJlrJ be long term. So whclt we \/ould in essence do is stop
he blceding of the production tax declines, the ,revenuo declin~s

nd help ::thore up' this source of revenue •

. 8P. KRETSCIIMJ\fl There has been some discussion in the /louse and I
'n not all that great an ~xpert in tile cducittional funding
ttudtlon, but th(~re is some suggestion that ,we don't put in a l'cr

"jpil payment :n the stiJlute 'in eacJl section. Out they ~,re going
'}, iJppropriute a big glob of money ilnd there' is some:! [onnul a tht!l t
. ;'l Ul:,;CS to determine who gets what. And in lookJ.ng at t:he secop'i
) tho liJl:lt line in 'your. pioposed amendment on the fi.r~1 pa9c, 1
)Oder if we should remove thflt word per pupil ancJ just: ~ay

....:,unddtion fJ:.d bec .... use "here mar well be some changes .il~ that :3~l

, ' .



~i':N. YOCKIM I would agree with you that seems to make sense.
:\. ~link there also could be some changes in what we do with that
~,cond year pa~ment in the future.•
',: ,lIN'r CONSTI'I'UTIONAL REVISION 3/3/93 SCR 4011 Page 2

I

•

( :MMITTEE ACTION
T: .•:'. NELSON moved to amend the amendment. Seconded by RBP.
i~·:, RAGOS. Motion carried.

1.· P. MARAGOS moved to pass the amendment. Seconded by SEN. W.
E' ·:·E,NEHJEM. Motion carried.

F' P. KRETSCHMAR moved a do pass as amended. Seconded by~
'r;:\':, HAGOS.

M.. tion carried. 9-yes: 1-no: O-absent.

S::',ti. MARKS will carry the bill on the Senate. REP. KRETSCHMAR will
~,rry on the, House side.

1'.)e 1, Side 7\, Meter "'.7 •
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·~:i~. y..~:~. r IseA' NOD :.~?~; ..f.'
(l~.;!turn 1n triP~l~lt.) ,~:t\ ;.;
Bl1l/Resolut1on 'No. I Amendment: to: SCI 4011 ..~~:

~equ~.t.d by Lef1.~~t1ve :COU~C11 Oat. of Requ.et. 3-12-93 'i
1. Please e.timate·the fiscal impact (in dollar amount.) of the ~e

meaS'Jre for" .~~tate qenera1 or special funds, countie., and citi.e~

Narrative:
- Ii, ";;;

.,
"..;'.

If approved by ~oter. as amended, sca 4011 would first impact revenues in the
1995-97 biennium. We are unable t.o predict the fiscal effect beer-use there
is nofocecast for:that biennium. Tt,~nty percent (2Cl) of the oil extraction
tax forecast for the 1993-95 biennium would equal approximately $9,230,000,
however.

2. State fiscal effect in dollar amounts!

1991-93
litm!",

G.neral Special
Fund fundi

1993-95
BitMitp

General Special .
fynd fundi

1995-97
abui..

General Special
fund Fund.

3. What, it any, is the effect of th18 me••ura on the appropriation tor
your aqency or department: "

a. 'or rl.t of 19'1-;3 bienniu.a ___

b. for the 1993-'5 bilnni"a _

c. 'o'r the 1995-97 hienni. a ___

4. ~ount) and City fiecal effect in dollar ..ounts:

.• ,".dditional .pac. 1. n.eded,
tt'i:h a lupplement.l .ha.t.

Dat:~.: Prepared,

1991-93
1J,.miW

Cqynti.. Citi••

3-16-93

1993-95
Ii,nni..

Coynti.. Citi,.

1995-~1

li'Mi.
Couoti,. Citt"



b. Par the 19'3-95 bieMiUII. _

c. Par the 19'5-97 bieM!•• _

···.f·

·~·l
1995~97

li,nDitw
Oentral 'Special
[und Dmdl

.'

,}

of tJiit"'ij,ye
and citi·•••

1993-95
lfeMi,.

Oentral Sptcial
'und [siadl

1991-93
II.Mi,.

Oeneral ~peci.l

,Und 'und.

2. state fiacal':'.£fect in dollar. amounts.

3. What, 1f any,· 1. the effect of this measure on the appropriation for
your aqencyor department.

a. 'or relt of 1991-93 bieMima. _

'.' .' ..
The provisions.,of sea 4011. if enacted by a vote of the people. would affect
oil and gaa g~~ss p~oduction revenues beginning in July. 1995. We do no~~ve
an oil foreca.t in place·for the 1995-97 biennium. In the 93-95 bienni~.
gross product1~n tax' equal to one percent of gross value at the well 1.~~Xpected
to total appr~~1iDately $12.7 million. +.

.: Jvenue••

tt1tpenditur...

Narrat1ve:

; 'I";;'ili~" "'~"r rSCAL NOTE

(Return' in trip~icat~)
,. fl'~: .~:". ',;/;~:~i,'

..' ,.. ~ 11/R••olut1onKNo·. i¥r~"" sea 4011

. .' .ue.ted by Lelhb~tYe Council .
:..... :j:' •

1. Please estimate the filcal impact (in dollar amount.)
measure for-:.tate general or special funds, countl••,

":'

4. County and City fi.cal effect • dollar amount••

1"1-93
Bi,W'"

Counti., citi ••

l'93-9S
BieMi,.

. CQunti" CiU.,

l"S·"
Bf'Mi_

cQUOt!.. Citi"

•
~ ~itlonal .pace 1. needed,
- .;h a .upplemental .heet.

Dat~l Prepared. 1-21-93



BE IT RESOLVED BY THE SENATE OF HORT:I DAKOTA, THE HOUSE OF
REPRESENTATIVES CONCURRING THEREIN:

That the following proposed new section to article X of the
Constitution of North Dakota is agreed to and must be submitted to the
qualified electors of North Dakota at the general election to be held
in 1994, in accordance with section'16 of article IV of the -
Constitution of North Dakota.

SECTIOI 1. 'A new section to article X of the Constitution of}
North Dakota fs created and enacted as follows:

Twenty percent of the revenue from of 1 extracti on taxes frani "
taxable oil produced in this state must be allocated as follows:

1. Fifty percent must be deposited in the common schools trust
fund.

2. Fifty percent must be deposited in the f~undation aid
stabilization fund in the state treasury, the interest income
of whfth must be \ransferred to the state general fund on '
July first of each year. The principal of the foundation atd
stabilization fund may be expended only upon order of the
governor, who may direct such a transfer only to offset ,
foundation atd reductions that were made by executive actton
pursuant to law due to a revenue shortage. '

Page I, If''ne L after aA concurrent resolution- replace the remainder o;'~~e
, resolution with -to create and enact a new section to article Xof1jHe

Constitution of North Dakota, relating'to deposit of certain ofl {~~
, ' extracdon tax revenues in the conmon schools trust fund and the;lY'

foundation aid stabi 1hation fund and providing for use of the~(,::::'

principal and iJlcOine of the foundation aid stabilization fund: and:'to
provide 'an effective date. "1:,

'i.:::
STATEMENT OF INTENT ~':'

~,

, ,~

This, measure requi res aportion of oi 1 extraction tax revenues to bi~':::

deposited in the common schools trust fund and an equal portion toi~
deposited in the foundation aid stabilization fund"with income ofj;\~e
foundation aid stabH hation fund to be transferred to the state;;t-,
general fund. Beginning July I, 1995, the amount of extraction taxl,~;.'
revenue deposited in the two funds pursuant to this measure would equa~

twenty percent of the extraction tax revenue from taxable oil produced
in the state. .

~~:-
"

,JeRe JIMENrt£NTS ro smATE CXN:'URR&lI' RESlLUrIW 4011 JCFC 3/5/93•

•

•
Page No. 1 33045.8104 '"
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, t;' }tsE:tTlol 2., EFFECTIVE DATE. If approved by the electo "",t ':~t s
measure~Js~effective 'for tax revenue .' ''til oil and gas produc~i~atter

~:. June:~!8;t 1995.. (l~;;
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.;: ... :;.

~.~:

DISTRIBUTION OF 5% GROSS PRODUCTION TAX REVENUE .

"~"~~""~C,.~~~~::,:~:';7 ..
mdytloni General Fund ~untv Fund HIghways Grant Fund .

1980 f~ 29,170,764 21,525,404 7,645,360 .
1981 63,602,316 48,872,720 14,729,596
.1982 80,229,891 48,099,904 20,547,829 1.1,582,158
1983 . .79,~7,154 43,382,113 . 20,671,134 . 15,813,907
1984* 79;983,219 5&,895~195 . . 19,310,387 3,777,637
1985* 80,127,155 58,285,014 . 21,b42,141

~

1986 .54,129,624 3&,208~124 17,921,500
1987 34,410,003 22,033,315 12,376,688
t988 35,260,547 , 2~,736,519 ' 12,524,028

"":'1989 ,-,,,. ..
'29;434~368': ...'".' ','7,923,334 11,511,034

1990 33,971,649 20,738,905
.~:=1991 (estimate) II1992 (estimate) = 2,820,004)

"1993 (eStImate),... .,.
2,820,000' . ,

.. '. .. .~.: ,. -~...... , .

* Collections in the 1983-85biennium reflect additional revenue due tothe implementation of
, monthly return filing. .

," ,~ ::- > ....': ·.,:.:~,·:;~.)~··:.":.}L;,··.,~.:···~~~f~L:. <,: :':', ",i""'·.' ", .

.SOURCE: ~Oith'Dako(a TaiPepa~ent,Col'I)parative Statement of Collections; State Trea::urer's
Office. Oilai1d Gas ~rosS Production Distribution reports; and estimates approved by the "

"',.' '. . . ,".Officeof Management;.nd Budget.' ~ ..
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tjt'i~ .... ;;,";;';
t', ~,~ ~:r;.\, .~.. ~:~~~ ..:. <.. , :~.

i;' f:l~~i': ~. I· ..··",k '.f 'j 'I~'~:" :,: ·.::~}fi . ':(

~O'j ienk~~~t'COnneli, Co-ChairIMD
{ ',: Rep'leserl't'ative" Brown, Co-Chaiman
t i Joint,Constitutional Revision Committee

~rom:l ~ar'i~i$:~SCh~i ,~supervisi;ore~ '. :'::;
" ,. 011111 ,Ga":.Tax ,\:.Section '! !. ~ff~i:e o\~:,Stat,~ Tax COIIIlIIiBBioner;

,Subj: l ~CRt4011!,":',

.~te:1 ~anJary21', 1~'9) .,
t' ~ .t'.. ~ ~.~. ~:'
.~ ,,}y :. 1

~~:~ ...~~::~;, . r .~. .
l. .' .~~!.;. " t.~;-

,..';g~ '.:
.~.~\, .~

At the request of the Tax Commissioner, I have been asked t' ',;notify
your committee that SCR 4011 needs to be amended to be co .,lstent
wit~l the provisions of NDCC Section 57-51-02.2 (copy attache'ifH which
requires the gross production tax to be paid on the taxabl~~~lume
of gas produced rather than its gross value. The CoD'lil\l""ioner
recommends the following change to the language of SCR 4011';~:<

......

.:t

'~.•
I

•

It
~':"

,.~.

On page 1, line 14, and on page 2, line .:

Delete "taxable" and insert "one-fi'fth of the tax ·on"}·.·
after "and." :~ .

".,: :.

This change would be consistent with the present languag~' :1n the'
gross production tax apportionment provisions contained;~i: ;'n NDCC
Section 57-51-15.

'. :....:r.' .•'j
'1;'- ' ...

·.~l ~:J"
.' 7· :~~.,:..
. ':- . :~

.' !, • ~i

.~~ f .~
.j: ....

• ' HA:04:1kh

......



'...

·.·,·_ ..3;'~~.c.::: .:..d.. .'~.

•

,'f f f if .l:1T ~., 2I ·rl ~.'~.~ ~~. "~ ';: .':, '. .f ..
. '~. ~::::.: ~ 1,r.,; .' ;'; .~ .~:: ..~. ~j.' t.

'~r :o,.~ .;,•. " -:.' " ... " ':'~ •
. ·s ..,; f ~., ..

.. f j fl:~;.· .•...• '" <';
,·t . _ ~.7-51-0~.1.~. T~:' ':.0, tl1C. For purposes of fnterpr'tfng'chlpter 785,•
.:~ 19t:1/ Se,ssfon fAwsJ: r~lItfng to federll lind blnk tlXAtfon Ind to':,;;, the tl.,tfit
~" other ;,'governlfientil}'nti~fls i'·:their immunity from taxation has blt.n wahe"'.
:: groB p'roductton~.x~~;h·I::,r..llproper~y tax on 011 and·:glS.:producfng .;.;
)~ ~st~. tes1and fn'tertsUt; . r,:': ~~f;-"'~ .:r l :fi.:··t· :iL·;'~:~l.~~· :.' ~', :t., ..... i~')~:(;l':~* ~.

J 57-51-oi:.z.:.;. ~~~~~"~J~~oduct fo~ tIX·· Gas. A gross production tlX h:;f.
··~:upon al.l gasp...oduc'd.~~wUh.ln·:\North Dakota less any part thlrlof,;.th. ownersti,

right :;to Wh,lch'fSi~.;('~~~!i~Jrom/,.~aXl,~i.on. The tax 1evi.~ must Ittach to th~
% . product

f
1on, 1ncl~!~ng::ttte:i:r.oya1ty,t~int,.rest. The tax on gas must be calcuhf

. uk i rig '.the talible Production fn mef'times the gls tlx rate. '

.),' L Fori': fit~al" '11.~~:1,.g1 rini ni- July 1. 1991. the 9~S t~~ rat. is four ;,~
, ,: 'or..f1s~aF:y.i'r's~;.beginningJuly 1,19.92, and subnquent years, . the,

, tax;: ra~e is four. cents times the gas.ba~a rat~' ,dJustment for th.,~

yea.: as'*calculated, pursuant to subsection 2. ,~

t· ~ ." .}. ...~~ ":< . ,11.~
2'. I. ;On , or before May lS.~ 1992, Ind annually thertlfter. th~ ..

department st'.all determine the gls blse ratt adjustment ana ;.the
'r,sulting gas tax rate for the fhcal year beginning on the fol.J,~~~ng
July first., ~; ,{

.~¥ ..~:~';
b. The gas bas. rate adjustment for the f1scal year is a fractio~ the

num'era tor of whi ch is the annual average of the gas fu.ls pr"", cel"
prfce fndex, commodity code OS-3. as calcuhted and publ ish.db." .. the
United States dep~ ...tment of labor. bureau of labor' statistics'~'~:Jor
the previo~s calendar year. and the denominator of whic:;~1s

seventy-five "nd seven-tenths. "f :~:;i

c. The tax department shall provide the gas base ratt adjustm.nt a~; 'thl
gas tax rate for the fhcal year. as determined und.r,).:rfl1s
s.ubsectfon, to affected producers by writt.nnotiCI mliledl~ ~or

, 'before June first. In addition. the tax department shall pUblh'~' ,'t'he
adjustment as I rule in the North Dakota Adlllin1strltht Codt. ':,':t,'~
:., ·.;;t~ ,~.

d. ·If tht index used to determine the gls bu. rat••djust"·"'~1s
substantially revised. or if the base year for the tndex is chan ide
the departm.nt by adminfstrativ. rult'shall Mak. approp'~ itie
adJustment to the .method used to detlnaine the gas blstff 'ite
adjustment to ensure I 'result whtch is reasonably consist.nt wt~" ,(':te

. result whfch would have been obtlfned had the index not be.n rtt ii'd
or the bue yell' chang.d.. ·"l 1"Ii..~·

e. If the gas fuels productr price 'index is dhcontinued, I cot:p~". ~e
ind.x lIUSt be Idopted by the departlW.nt by an Idllfnt itrathe ru1'

;~. '~
;'.~"i.

. • . S7-S1-0Z.3.~ Valuat.ton of 011 - Alt.ernat.tve. - Except.1OftI. Tht gross~:
at '~rte wil" fo ... 'otl i's .the- prtci plid for' the 011 under In Ina' s-length co,,~

:51"
.~~.


