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2003 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO., SB2374
Senate Finance and Taxation Committee
Q Conference Committee
Hearing Date February S, 2003
Tape Number Side A Side B Meter #
2 X 3,160-end
2 X 1-1387
Committee Clerk Siﬂmw/
AN

Minutes:
Senator Urlacher opened the hearing on SB2374, All committee members are present, This bill

“—" relstes to the definition of financial institutions for financial instittion tax purposes,
Senator Wardner (mtr #3168) - Presented the bill along with the changes is ptoposes. Attempts
to change to top tax rate and remain revenue neutral to the state,
Lt. Governor Jack Dalrymple (mtr #3590) - Testified in support of SB2374, Reviewed the
current tax structure and the proposed changes it would make. Bill is backed by the Governor
and explained why.
Mark Johnson, Executive Director, Association of Counties (mtr #4350) - Testified in support of

‘SB2374. Feel the benefits outweigh the shortcomings,
Senator Seymour (mtr #4700) - Question about the distribution of the income of banks for the

past five years,
Pt Mr. Johnson - Has not seen that distribution list.
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Page 2
Senate Finance and Taxation Committee
Bill/Resolution Number SB2374 ¥

Hearing Date February §, 2003
Senator Nichols (mtr #4776) - Question about the differences within certain counties under this

change,

: M. Johnison (mtr #4812) - Anticipate no significant changes at this time,
Rick Clayburgh, State Tax Commissioner (mtr #4901) - Testified in support of SB2374,
Reviewed the need for this bill for economic development reasons.
Senator Nichols (mtr #5331) - Regarding the Waters Edge option. Is available elsewhere in the
tax code.
Mt, Clayburgh (mtr #5369) - Gave information on the availability of Waters Edge for tax filers,
Donal Forsberg, Executive VP, ICBND (mtr #35443) - Testified in opposition to SB2374,
Written testimony is attached, Referenced handout attached to testimony. Not opposed to

’ primary intent,

O Jim Schlosser, ND Bankers Association (mtr #755) - Are prime supportets of economic

development the state, expressed concerns about this bill. Written testimony is attached,

Senator Urlacher (mtr #1387) - Closed the hearing on SB2374,
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p o 2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. $B2374

Senate Finance and Taxation Committee
O Conference Committee

Hearing Date February §, 2003

Tape Number Side A | Side B Meter #
3 X 2773-3785

Committee Clerk Signature \D\gy a3, Msss . AALA ,.;\/

Minutes:
" Senator Urlacher opened the discussion on SB2374. All committee members are present. This

‘
“M: bill relates to the definition of financial institutions for financial institutions tax purposes.

Want to address due to fiscal note. 3 o
Senator Wardner (mtr #2944) - Has sympathy for banks. Is worth keeping alive. |
Senator Urlacher (mtr #3055) - Told the bankers we would not act at this time.
Senator Tollefson (mtr #3142) - We defeated a bill similar on the floor.

Senator Wardner (mtr #3172) - That bill had a negative fiscal effect. This bill is neutral. | |

Senator Tollefson - This bill is neutral because the banks are picking it up.

Senator Urlacher (mtr #3252) - We won’t open the hearing again,
Senator Nichols (mtr #3389) - Would like more information on this bill,

Senator Tollefson (mtr #3596) - Perception. We are selling perception at the expense of the
o banks.

)

; B OB AN
Do \

SRR SRR AN 4 R T TP Ly o
P M SRS AR VRN e

| mation systems for microfiining wnd |
tiom of records "“""‘.ﬁ&?ﬁ%’"&"’%m l‘:t.lml Standards fnstitute

on this f1lm are accurate reprodue
this Notice, it o dus to the cuality of the

| m'n.?ﬁlud in':ho regular course of business, The photographic process mests st

(ANS1) for archival microfilm. NOTICE: 1 the filmed imege above fs Less Legible than

g document being #1lmed. I. l:B
- . Operator’s $lonature '“f

ensis




Page 2
Senate Finance and Taxation Committee
Bill/Resolution Number SB2374

m Hearing Date February §, 2003
| ?
. Senator Wardner (mtr #3688) - Explained how he felt bill addresses large banks and large

corporations,
Senator Tollefson - Would also like to delay hearing.

Senator Urlacher closed the discussion on SB2374.
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"""" 2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO, SB2374
Senate Finance and Taxation Committee
Q Conference Committee
Hearing Date February 10, 2003
Tape Number Side A Side B Meter #
, X 1-5650
Committee Clerk Signature NOMM. Mt M s 1 /
o . Minutes:Senator Urlacher appointed a sub-committee to address ;;374. The bil relates to the
i O definition of financial institutions for the purpose of financial institution tax. The members of

the subcommittee are; Senators Wardner, Tollefson and Nichols

Let the record show that Senator Wardner, Senator Tollefson, and Senator Nichols ate present.
Senator Wardner (mtr #21) - Called the meeting to order. Purpose is to solve differences with
this issue. Invited participants to sit at the table with the Senators. Those present, Ron
Roschenberger, Governors Office, Pam Sharp, OMB, Dee Wald, Tax Depattment, ? , Tax
Departent, Kathy Strombeck, Tax Departiient, Mary Loftsgaard, Tax Department, Marilyn Foss,
ND Bankers Assn, Don Forsberg, ICBND. Held an open forum discussion on this bill,

Several negatives pointed out.
Mr. Fotsberg - Gave testimony regarding why this is negative to banks. Issue with selling
perception about the states high tax rate. Also stated that banks are in favor of economic
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Senate Finance and Taxation Committee )
Bill/Resolution Number SB237§4 ~‘

Q Hearing Date February 10, 2003
development. Feels trying to solve a survey problem with legislation. Spoke to his experience as

a corporate controller and tho numbers/facts used to make decisions,
Also, economic impact, this is taking dollars from the communities.
Senator Tollefson (mtr #1152) - Question regarding the tax status of banks and the decreased

) competitive position.
Senator Nichols (mtr #1210) - Talked about the tax differences of C corporations and S

corporations.
Marily Foss (mtr #1310) - Gave detailed testimony on how this will effect the banks that are C
corporations. Concerned about the competitive disadvantage. Spoke about the effect this bill

would have on attacting financial institution processing centers.
O Senator Wardner (mtr #1630) - Referenced booklet he has that shows how funds are distributed

to the counties.

Senator Nichols (mtr #1681) - Is there a comparison to Minnesota banks,

Mes, Foss - Does not have that information.

Senator Wardner (mtr #1731) - Question for Ms. Foss on what other institutions beside Credit
= Unions,

5 o Ms. Foss (mtr #1755) - Listed different corporations that compete different in areas of banking
and how that effects the financial institutions that do pay taxes.

Mr. Forsberg (mtr #1853) - Feels that Farm Credit Services and some Credit Unions in ND are
larger than many banks,

Representative from Tax Department (mtr #2259) - Gave detailed explanations on how federal

e~ taxes and the deductions work together for banks,

Systoms ¢

h records red to Nodern Inforsation {laing ond
The wieropraphie tmages on this film are sccurete reprochtions of re delive e orer toan Nactonal Standerde Inatituts
were fiimd In the regular courss of Businese, 'f"ﬁ.{".?'m“.’&é':?:'fn':’f:u'ﬁu tt:: this Notice, it {s dua to the quality of the

(ANSL) for archival microfilm. NOTICE: 1¢ the
document ~

. bafng 11(med. '
1 e . Operater’s Slanature ate




2N

Page 3
Senate Finance and Taxation Committee
Bill/Resolution Number SB237X\\
m Hearing Date February 10, 2003 ’
~r Senator Wardner (mtr #2339) - Can the brackets be manipulated?

Kathy Strombeck, Tax Department (mtr #2377) - The level given in the bill is where rates are

equal, Will always create winners and losers. |
Ms. Foss - Observation, Type of income banks have is very different from other corporations.

Senator Tollefson (mtr #2810) - Original intent of bill to fix perception. How can we change to

correct that perception.

Mt Forsberg (mtr 2866) - Gave detailed explanation on tax rates, brackets, and percentages

involved. Feels this creates a disproportionate amount of losers in the banking industry.

Tax Department representatives gave additional detailed tax testimony, and how it effects bank

subdivisions, Also went over qualifications and definitions.

Senator Tollefson (mtr #3646) - Given the intent of the bill, What adjustment would accomplish
O that intent.

Senator Wardner (mtr #3763) - What banks have processing centers.

Ms. Foss - Gave a list of banks and the processing centers they currently have in ND.,

Senator Wardner - Asked again, how we can get closer to the middle.

Mr. Forsberg (mtr #4100) - Does the problem need to be solved? Personal opinion, get beyond

1st glance. It comes down to the tax laws, What are we trying to fix. Also talked of

redistributing the funds from local communities,

Kathy Strombeck - Gave info on incorrect information that was gotten on web pages.

Much general discussion from everyone at the table about the dollars being taken from local |
communities, Tax Department representatives gave information on tax law, changes in the law,

S current rates and new corporate rates that this bill would allow.
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Page 4
Senate Finance and Taxation
Bill/Resolution Number snzs?l?‘mi ¢

a "“““D'“Febmuylozoos

~" Senstor Wardner -
The subcommittee will met and present a recommendation to the Finance and
Taxation Committee,
Adjourned the subcommittee,
r
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2003 SENATE STANDING COMMITTEE MINUTES

| BILL/RESOLUTION NO. SB2374
| Senate Finance and Taxation Committee |
Q3 Conference Committee |
Hearing Date February 11, 2003
Tape Number Side A Side B Meter #
Q X 0-589

Committee Clerk SWMMM\ {

Minutes; Subcommittee formed for SB2374. Record shows that the Chairman is Senator

O Wardner, is present. Senators Tollefson and Nichols also present.
Senator Wardner called the meeting to order.

Ron Rauschenberger, Governors Office (mtr #30) - Reviewed the proposed amendment to
SB2374. Gave detailed testimony on how this would change the tax rates and brackets for
corporations for the State of North Dakota. Referenced handout (exhibit A),

Senator Tollefson (mtr #236) - Is the Governors Office happy with this amendment?

Mr. Rauschenberger (mtr #253) - We are behind this amendment.

Senator Nichols (mtr #276) - Question regarding the gain from repeal of the Waters Edge

provision,
Don Forsberg, ICBND (mtr #352) - Amendment is positive, Would like to have time to study

the amendment,

KD Senator Wardner (mtr #411) - Will get amendments to you as soon as possible.

| MwW"”"’mwW&W‘"‘%‘W@&%ﬁ-ffffﬂ'n*iii%%’ﬂd}s‘-*rw;~'-;'=-\’=:ef?;ié-i-;«k}uur.a‘,ﬁ¢?5$§;iii.4&%\5‘}1‘4“ﬁ@&ﬁ@?ﬁ“‘"" ;
. EERARRREA A Al R | A ¢ Ve “&‘*". g

[ C B e ORI LT

& ST A AT T IS | TR RO RN

LRI LR v?‘l'y i i. NQ e, i’ b-Y:

G b g d L T SE S AT 4

i S Sl v e
BRI B Sk \

¥

RU | | Information Systems for microfilning e |
scturate reprodustions of fecords detivered to oderr con National Stendards Imstitute
The mie on this 11l are AETEAtE o hotogruphlc process Meets stmd:m :ttsfh:om:: £¢ s due to the quatity of the

ropraphie
were #ilmad In the regular course of'ct:l'li ke 41 Lned image above 18 Less Legible

81y for archival microfilm. NOT
Mc being f1lmed. ! _
D e Cparator’s sfomm




Page 2
Senate Finance and Taxation Committee
Bill/Resolution Number SB2374

m Hearing Date February 11, 2003
t? Mr. Forsberg (mtr #424) - Additional concern, trying to fix a perception.

amendment to member banks,

Senator Wardner (mtr #) - Recessed the hearing on SB2374.

Marilyn Foss, ND Bankers Assoc - Also concerned with trying to fix perception and will get
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2003 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO. SB2374
’ Senate Finance and Taxation Committee
3 Q Conference Committee
Hearing Date February 12, 2003
Tape Number Side A Side B Meter #
2 X 2198-3231

Committee Clerk Signaturo W@g

Minutes:
O Senator Wardner gave reviewed the amendments that the subcommittee had found to be

somewhat agreeable on SB2374. Had indicated to the banks that the committee would not act on
the bill until Monday February 17th, so that they would have time to review the amendments.

Senator Seymour (mtr #2500) - Does it effect all banks?
Senator Wardner (mtr #2543) - Does not effect all banks the same, Effects other large

corporations also,
Senator Nichols (mtr #3070) - Question the amount of impact that will be felt.
Senator Wardner (mtr #) - Not sure of the impact, the banks will let us know on Monday.

Senator Nichols (mtr #3130) - Question about the banks being notified of the changes.
Senator Wardner - Verified that the banks are being notified.
Senator Utlacher (mtr #) - Closed the discussion on SB2374.
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2003 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO. 8B2374

Senate Finance and Taxation Committee

QO Conference Committee

Hearing Date February 17, 2003

Tape Number Side A Side B Meter #
1 X 770-5760
Committee makgpmw

| Minutes:
| N Senator Urlacher opened the discussion on SB2374, All committee members are present. This

=" bill relates to the definition of financial institutions for tax purposes,
Senator Wardner (mtr #900) - Presented the proposed amendment to the bill along with the
recommendation of the subcommittee, Also referenced the handout on the analysis of bank tax
changes (exhibit A) and the forecasted financial impact for each county.
Senator Urlacher (mtr #1521) - Question regarding windfall amount to each county.

Senator Wardner (mitr #1577) - Reviewed analysis for clarification,

Senator Seymour (mtr #1622) . Requested the definition of a financial loser in this bill.
Senator Wardner - Compared what banks currently receive for a deduction vs, what they will
receive under the new legislation,

Matk Johnson, Association of Counties (mtr #1697) - The formula in the analysis is based on
historical bank activity, Can be further changed to reduce the lose, Also has an amendment in
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Page 2
Senate Finance and Taxation Committee
Bill/Resolution Number SB2374

(/\ Hearing Date February 17, 2003

' addition to the amendmenit proposed by Senator Wardner, Gave further explanation of how this
bill can be improved.
Senator Nichols (mtr #1890) - Question about the amount the will be allocated to the counties.
Mr. Johnsosn (mtr #1949) - Senator Nichols is correct. Expanded on the allocation to the *
counties, the timing and so forth.
Senator Nichols (mtr #1978) - Question regarding the amount over the past biennium'’s.
Mr. Johnson (mtr #1997) - Gave figures on allocation in response to the question.
Further back and forth discussion between Senator Nichols and Mr, Johnson on the allocations,
the timing, the fluctuation and the possibilities of a cap.
Senator Wardner (mtr #2115) - Question about the impact of the bank earnings lower at this

Senator Wardner (mtr #2165) - Question for Dennis Boyd.
Dennis Boyd, MDU Resources (mtr #2192) - Answered Senator Wardner regarding tax brackets, | ;
and the repeal of the federal tax deduction. Also, MDU may want to take advantage of the i
Waters Edge filing status in the future,

Senator Wardner (mtr #2362) - Question for Don Forsberg. What are banks taxed on that

corporations are not.

Don Forsberg, ICBND (mtr #2383) - Went over the areas that differ in regards to tax deductions

between banks and corporations.
Senator Wardner (mtr #2665) - Asked for Mr. Forsberg feelings about the amendment.
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Page 3
Senate Finance and Taxation Committee
Bill/Resolution Number SB2374

m Hearing Date February 17, 2003 |
— Mr. Forsberg (mtr #2700) - Favors the amended version, Would be a larger impact on C |

corporation banks.
Senator Tollefson (mtr #3040) moves to amend SB2374 with .0101. 2nd by Senator Wardner.

Voice vote

6 yea, 0 nay. Bill is amended with .0101,

More discussion by all Senators followed on the analysis provided by the Association of
Counties and their proposed amendment.

Mr. Johnson (mtr #3287) - Clarified his proposed amendment

Senator Nichols (mtr #3338) - What would be the biggest positive change?
Mr. Johnson - Provided an answer to Senator Nichols question along with further clarification on

his proposed amendment.

O Senator Nichols (mtr #3560) - Move to add proposed amendment to SB2374. 2nd by Senator
Wardner. Voice vote 6 yea, 0 nay. Bill is amended.
Senator Urlacher - Bill is before us as amended with both amendments.
Senator Wardner (mtr #3800) - Had visited with banks regarding the 10.5% perceived tax rate,
Concerns about the bill were that banks are on an unfair playing field with competitors. Gave
further information regarding banks as citizens in the community and the benefits the community

gets from having a bank in the community. Questions if banks are being treated right.

Senator Tollefson (mtr #4421) - We are trying to fix a perception.
Senator Wardner (mtr #4633) - Referenced earlier bill and the fiscal impact the state would have

taken,
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Senate Finance and Taxation Committee

Bill/Resolution Number SB2374 !
m Hearing Date February 17, 2003

Senator Nichols (mtr #4730) - Concept is good, however, feels businesses would do further

research on the state if they are serious about locating in North Dakota.

Senator Syverson (mtr #4882) - Unfortunate that everyone can not be treated equally, This may
not be a permanent change. Is thankful for the great relationships banks have with their |
communities.

Senator Urlacher (mtr #5135) - Is a problem getting fairness in a bill. Hope a corporation would
look deeper into the tax structure when looking at ND.

Senator Wardner (mtr #5225) - Additional comments about the bill and the impact it will have

on banks,
Senator Tollefson (mtr #5402) - More comments on the inequities in the bill.

O Senator Tollefson moves a Do Pass as Amended. 2nd by Senator Syverson. Roll call vote
5 yea, 1 nay, O nay. Carrier is Senator Wardner.
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FISCAL NOTE

Requested by Legislative Council
02/18/2003

Amendment to: SB 2374

1A. State fiscal effect: identify the state fiscal effect and the fiscal effect on agency appropriations compared to
funding levels and sppropriations anticipated under current law.

2001-2003 Biennium 2003-2005 Blennium 2008-2007 Biennium
General (Other Funds| General |Other Funds| General |[Other Funds
i Fund Fund Fund
| | Revenuse
Expenditures
Appropriations
18. County, city, and school district fiscal effect: /dentify the fiscal effect on the appropriate poiitical subdivision.
2001-2003 Biannium 2003-2005 Blennium 2003-2007 Biennium
School School School
Counties Clties Districts %ountlu Citles Districts | Counties Citles Districts
7,000,

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

Engrossed SB 2374 repeals the federal income tax deduction for corporations and financlal institutions, repeals the
water's edge filing method for corporations, and imposes lower rates ranging from 2.6% to 7.2% of taxable income for
corporations and 2,5% to 5.9% for financlal institutions. These provisions are estimated to be revenue neuiral to the
state general fund. The counties will receive a one-time speed up of $7 million from the counties share of the
financial institutions tax. Under current law, the 2003 liability would be split; 2/7's of the tax would be due April 15,
2004 and the 5/7's county share of the 2003 tax would be due in January 2005, Engrossad SB 2374 bill changes the
payment schedule beginning with tax year 2003 making the entire financial institutions tax due in early 2004.

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

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

C. Appropristions: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
the blennlal 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 appropniations.

Name: Kathryn L. Strombeck _Agency: Tax Dept. ;
Phone Number: 328-3402 Date Prepared: 02/20/2003 %I
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FISCAL NOTE

Requested by Legislative Council
01/28/2003

Bil/Resolution No.: SB 2374

1A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to

e o VCUE

funding levels and appropriations anticipated under cument law.
2001-2003 Blennium 2003-2008 Biennlum 2005-2007 Blennium |
General |Other Funds| General |Other Funds| General |Other Funds ‘
Fund Fund Fund
Revenues
Expenditures
Appropriations
18. County, city, and school district fiscai effect: /dentify the fiscal effect on the appropriate political subdivision.
2001-2003 Biennium 2003-2005 Blennium 2005-2007 Biennium
School School School
Counties Cities Districts | Counties Clties Districts | Counties Cities Districts
$7,000,000
2. Narrative: /dentify the aspects of the measure which cause fiscal Impact and include any comments relevant to
your analysis,

SB 2374 repeals the federal income tax deduction for corporations and financial institutions, repeals the water's edge
filing method for corporations, and imposes lower rates ranging from 2.6% to 6.9% of taxable income for both
corporations and financlal institutions. These provisions are estimated to be revenue neutral to the state general fund.
The counties will receive a one-time speed up of $7 million from the counties share of the financial institutions tax.
Under current law, the 2003 liability would be split; 2/7's of the tax would be due April 16, 2004 and the 5/7's county
share of the 2003 tax would be due in January 2005. S8 2374 bill changes the payment schedule beginning with tax

- year 2003 making the entire financial institutions tax due in early 2004,

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

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

C. Appropriations: Explain the appropriation amounts. Provide detall, when ap iropriate, of the effect on
the blennial appropriation for each agenay and fund affected and any amounts included in the executive
budget. Indicate the relationship between the amounts shown for expenditures and appropriations.
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38361.0101 Prepared by the Legislative Council staff for
Title. the Office of State Tax Commissioner for
Senator Wardner
February 11, 2003

PROPOSED AMENDMENTS TO SENATE BILL NO, 2374

Page 5, line 11, replace “six" with "five"
Page 6, line 14, remove "and one tenths"
Page 5, line 16, replace "six" with "fiye” o |
Page 4, line 17, remove "and not in excess of thirty : .o

Page 5, line 18, remove "thousand dollars, replace "six" with “five" and replace “four-tenths”
with "nine-tenths”

Page 5, remove lines 18 and 20

Page 11, line 17, replace "six" with "seven" and replace "ning-tenths” with "twg tenths”

Renumber accordingly

O
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38361.0102 ' Adopted by the Finance and Taxation
Title 0200 Commitiee
February 17, 2003
/-\ \ 'nrO}
PROPOSED AMENDMENTS TO SENATE BILL NO. 2374 )

Page 5, line 11, replace "glx" with “fiye"
Page 5, line 14, remove "and one tenths"
Page 5, line 16, replace "six" with "five"

Page §, line 17, remove "and not In excess of thirty"”
Page 5, line 18, remove "thousand dollars.”, replace "six" with "fiva", and replace "four-tenths”
with "nine-tenths” P

Page 5, remove lines 19 and 20

Page 7, line 29, after "on” insert "the following formula, Seventy-five percent of the total must
be distributed based on the relative amount that each county recelved in financlal
in calendar five percent must be

distributed based on®

l«’\ Page 11, line 17, replace "six" with "seven” and replace "ning-tenths" with “two-tenths"

S~ Renumber accordingly

Page No. 1 38361.0102 é
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES !
BILL/RESOLUTION NO. 3351\ |
|

Senate  Finance and Taxation Committee

D Check here for Conference Commitiee

Legislative Counicil Amendment Number

Action Taken ARSI T Tt

Motion Made By \wmf\“c_;\\\‘;s vy~ __ Seconded Byw__

Senators Yes | No Senators Y No
Senator Urlacher - Chairman T~ Senator Nichols
Senator Wardner - Vice Chairmai~4~ Senator Seymour
Senator Syverson -
/\F Senator Tollefson Ty j
| .
; i
i E
|
Total  (Yes) =X No \ ‘ ;

Absent
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REPORT OF STANDING COMMITTEE (410 :
February 18, 2003 8:18 a.m. “10) m""c':'é&::"mm
insert LC: 38381.0102 Title: .0200
N REPORT OF STANDING COMMITTEE

8B 2374: Finance and Taxation Committes (Sen.Urlacher, Chalrman
| (Ale(!ENADS"m %8 Aggé.kgmoa% Twcef'n 80 amended, reoommegdsre%mr;:%ld?
O dor on the calunder. OTING). SB 2374 was placed on the Sixth

Page 5, line 11, replace "six" with “flve"
Page 5, line 14, remove “and one tenths"
Page 5, line 16, replace "gix" with “five"
Page 5, line 17, remove "and not in excess of thidy"

, \ “thousand dollars.” "gix" with “five" " "
Page 5 ulfll?he'w remove , replace "six" with "five", and replace “four-tenths

Page 5, remove lines 19 and 20

Page 11, line 17, replace “six" with “seven” and replace “nine-tenths" with "two-tenths"
/” *\} Renumber accordingly
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2 Proposed Amendments to SB 2374
Repeal Federal Tax Deduction (FTD)
Reduces top rate to 7.2%
Keeps brackets for low incoma taxpayers (reduce from 6 to 5)
Repeals Water's Edge Filing Method effective 2003 returns
Elnenclal ingtitutions:
Repeals Federal Tax Deduction (FTD)
Imposes rates ranging from 2.5% to 5,8%
Appropriates $7 million to counties, rest to state general fund
(For 2002, counties portion was $8.1 million)
Cotp Rates with Repeal of FTD:
Taxable Income:
Under $3,000 2.60%
$3,000 to $8,000 4.10%
$8,000 to $20,000 5.60%
$20,000 to $30,000 6.40%
Over $30,000 7.20%
Einancial institutions Rates with Repeal of FTD:
( : Taxable Income:
“~ Under $3,000 2.60%
$3,000 to $8,000 4.00%
$8,000 to $20,000 5.60%
Over $20,000 5.80% :
|
Repeal FTD and lower rates for coips $ (1,371,000)
Repeal Water's Edge provisions for carps 500,000
Repeal FTD and lower rates for financials 994,000
Windfall to counties * (143,000)
Estimated Annual Fiscal impact - Combined $ (20,000)
* Of the add'l $.994 paid by banks, only $.861 is over the official fost for
the state general fund share of FIT. The rest is a small windfall to counties
goveorp7.xis
2/11/03
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RE\ AN b
Analysis of Bank Tax Changes - SB2374 ;
7,000,000 7,000,000 Total
$6.152 Mittion 25% 75% Proposed | Positively | Negatively ‘
Actusl besed on besed on Allocstion impacted | impected
N Current Formule Current Fom_m :
" Ademe 18,261 7,086 16,683 22,1149 4,388
Bemes 138,077 32,087 116,123 145,210 | 12,132
Benson 24,108 18,977 20,672 39,649 | 15442
Bilings 1,907 2,420 1,627 4,047 2,140
Bowme 69,870 8,834 59,454 68,288 (1,382)
Burke 29,650 6,109 25,302 31,411 1,762 ,
Busisigh 373,678 189,159 318,881 508,041 | 134,363 j
Cocs 1,185,129 335,552 1,011,341 | 1,346,803 | 161,764 ;
Covlr | 09495 | 13,168 84,905  98.089 (1,426) i
Dickey ! 57,183 15,688 48,797 64,485 7,303 {
Divide K1 960 6,221 44,341 50,562 (1,398) ;
Dunn 26,746 9,810 22,823 32,633 5,888 ,
Eddy 10,518 7,613 8,973 16,486 | 5,971 j
Emmons. 73,933 11,802 63,091 74,893 960 ]
Foster 50,816 10,242 51,045 61,288 1,472 ;
Gokden Valley! 32,047 5,243 28,115 33,358 412 ]
Grand Forks 535,164 180,148 458,687 636,835 101,671 |
Grant 24,075 7,742 20,545 28,286 | 4,211 !
Grigos 56,886 7,505 48,546 56,049 (837) |
Hellinger 36,131 7,398 30,833 38,231 2,100
Kidder 25,057 7,602 22,151 29,653 3,606
LaMoure 48,624 12,810 41,494 54,304 5,680
Logen 48,995 6,789 41,810 48,099 (895)
ST MeHemy 33,433 16,316 28,530 44,846 1 11,412
! Mcinkoch 73,227 9,238 62,489 71,727 (1,600)
McKenzie 72,754 15,633 62,086 77,719 4,965
Mclosn 83,266 26,373 71,047 96.420 | 13,164
N oroer 83,201 23,565 71,077 04,632 11,341
Aerion 131,435 68,951 112,161 181,112 | 49,677
Mountrall 110,589 18,070 94,372 112,441 1,863
Neleon 65,186 10,123 56,634 65,768 563
Oltver 11,413 5,627 9,739 15,387 4,954
Permbina 133,026 23,304 113,619 136,013 4,887
Plerce 35,904 12,739 56,317 69,056 3,082 |
Ramsey 167,624 32,880 134,510 167,390 9,766 i
Ransom 82,788 16,050 70,648 86,608 3,010 !
Renvike 22,057 7,112 18,822 25,936 3,878 ‘
Richiend 170,618 49,045 145,698 194,643 | 24,026 |
Roletis 61,631 37,262 2,503 89,856 | 28,224 ;
Sargent 80,728 11,897 68,890 80,788 59 |
Sheriden 17,307 4,660 14,769 19,420 2,122 |
Sloux 330 14,020 281 11,301 | 10,972 :
Slope . 2,090 . 2,080 2,080
Sterk 260,62 61,683 222,326 284,008 | 23479
Stesls 35,830 6,163 30,676 36,729 809
Stutsmen 214,080 69,609 182,661 242,361 | 28,311
Towner 3,087 7,837 28,218 36,055 2,088
Tro 60,726 23,100 51,821 74,9211 14,196
| Waish 154,591 33,760 | 131,922 165,682 | 11,001
Ward 462,139 160,217 394,370 564,687 | 02,448 ;
Wolls 83,058 : 13,903 70,878 84,781 1,723 g
Wikleme 240,413 54,849 212,839 26¢,687 | 17,278
| 6,182,150 1,780,000 7,000,000 | 855,281 (1,439 ;
Number of in Each Column 47 8 i
2/14/2003 882374 Bank Tax Anelysi County H
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N Proposed Amendments to Senate Bill No. 2374

Renumber accordingly

This amendment has been drafted to minimize the negative impacts of the
formula change on distributions to local government, but to maintain some the

dynamic nature of a census-based formula,
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SB 2374
Testimony of Jim Schlosser
North Dakota Bankers Assoclation

The North Dakota Bankers Association (NDBA) represents nearly 100
financial institutions in the state including the largest and smallest bank and all of
the savings institutions in North Dakota. I appear today to express concems with
certain sections of SB 2374, I want to emphasize that our members not only support
economic development in the state, but are active participants on nearly every local
and regional development board and provide funding for many projects throughout
the state. Our industry currently has $3.5 billion in commercial loans; $5.8 billion in
real estate loans and all of the SBA loans in the past three years tota!ing
approximately $136 million héve been made by banks én‘d savings institutions.

Banks have partnered on many local economic development projects which have

‘created thousands of jobs throughout the state.

Banks also want to pay their fair share of taxes. (See attached sheet with state
tax payments for 1998-2001 with estimates for 2002,) Competition for your business
is intense in the state and others in oﬁr market pay no income taxes or have a tax-
favor status such as the credit unions and the Farm Credit System.

South Dakota, which has done very well with economic dpvelopment and
attracting financial centers, has a state franchise tax of six percent on ﬁnancial

institutions and South Dakota allows a federal deduction. If SB 2374 passes in its
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present form, the effective state income tax for financial institutions that are C
Corporations in North Dakota will be double the tax rate in South Dakota as laws in
that state allow the federal deduction with the six percent rate. As you well know,
individuals do not pay income tax in South Dakota.

There are many factors in determining the effective tax rate for financial
institutions and corporations in the state. Any time the tax rate is adjusted and an
industry moves from one section of the tax code to another, there are “winners and
losers”. If Senate Bill 2374 is enacted in its present form, the winners will be many
corporations who, while important to North Dakota’s economy, probably are not

directly involved in economic development projects in the state. The big “losers”

will be financial institutions who in many cases are the “engines” behind economic

development efforts in their service areas. Passage of SB 2374 would result in more
than $2.5 million each year not being available for loans or economic development
efforts throughout the state.

Banks have paid the franchise tax for approximately 60 years and the Tax
Department records reveal that banks requested that a major portion of the state tax
they paid go directly to counties, as it was important that the funds stay in the areas
in which the financial institutions were located to support education and other
essential activities of local political subdi‘visions. Changing the formula of the

payment to the counties will also create “winners and losers”.

Why have ﬁhancial institutions have been singled out to pay over $2.5 million
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in higher taxes each year in order to offer tax relief to other corporations in the
state??? The money paid for additional state income taxes under this bill will mean
less money available for loans and economic development projects throughout the
state. The banking industry was not aware of this approach until late last week and
have not had a good deal of time to measure its impact. -‘Some banks that have done
calculations and it appears there is approxirmately 30 percent state tax increase for C
Corporations. One small community bank in central North Dakota has informed us
that based on their 2001 income, this bill would incrgase their state tax by 57
percent, and with amendments addressing the issu¢s in the previous testimony, the
increase would be 39 percent.

Many of our members who are C Corps are asking why our industry is being
targeted for additional taxes to give tax breaks to other corporations while our

industry is the driving force behind ¢conomic development in the state.
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North Dakota Bank and Savings and Loans Tax Contributions - 2002
¢ Dats provided by the ND Office of the Slale Tax Commissioner. Numbers gre "certified" sxcept for the 2002 estimates.
County 1998 1999 2000 2001 2002
TN Ademe $17,487 $16,990 $22,300 $22,000 817,681
" Bames 130,108 141,878 108,230 170,040 131,092
Benson 23,000 28,002 29,480 30,231 23,240
Bitinge 1,024 1,004 2,330 2,301 1,098
Bottineay 110,182 119,000 140,077 144,404 110,009
Bowman 06,644 72,488 05,1114 87,308 07,077
Burke 28,382 30,040 se,221 37,109 20,040
Burleigh 357,444 see,777 486,408 400,500 360,760
Cass 1,133,042 1,293,016 1,447,780 1,486,149 . 1,141,016
Cavalier 95,172 103,818 129,848 124,708 98,791 )
Dickey 54,000 59,493 60,864 71,708 66,084
Divide 49,703 54,000 63,478 05,158 60,028
Dunn 25,583 27,626 32,673 33,538 28,780
Eddy 10,089 10,940 12,848 13,188 10,124
Emmone 70,724 76,920 90,319 92,711 74,404
Foster 57,218 82,233 73,073 76,000 87,800
Golden Valley 31,518 34,278 40,249 41,318 31,720
Grand Forks 511,018 856,788 883,772 671,009 618,244
Grant 23,029 26,048 29,411 30,190 23,479
Grigge 84,418 59,188 60,404 71,338 54,700
Hotéinger 31,492 37,801 44,139 46,208 34,706
Kidder ' 24,029 27,008 31,7110 32,580 24,004
LaMoure 40,812 50,500 59,401 80,974 40,814 '
Logan 40,000 80,074 59,083 01,439 4747
McHenry 31,000 34,704 40,043 41,928 22,199
Meintosh 70,048 76,138 00,488 01,026 70,801
MoKenzie 60,693 75,894 88,878 91,233 70,048
MoLean 79,830 86,020 101,708 104,402 00,167
Mercer 70,072 86,058 101,780 104,448 0,190
s~~~ Morton 128,728 130,746 160,865 164,818 126,843 |
' Mountrad 108,704 116,087 138,008 138,077 106,472 !
" Nelson 62,362 67.629 79,844 61,753 82,708 j
Oliver 10,917 11,074 13,043 14,312 10,088
Pembina 127,240 138,400 162,808 166,613 120,074
Plerce 63,427 68,061 00,620 82,756 63,538 ;
Remsey 180,776 163,003 102,888 107,680 181,787 |
! Ranson 70,491 86,133 101,130 103,848 79,708
\ Renvile 21,000 22,048 26,048 27,689 24,236
| Richland 183,200 177,812 208,432 213,083 164,267 ”
; Roletle 88,0508 04,121 78,200 77,288 0,337
) sargent 71224 83,000 08,620 101,233 77,722
: Sheridan 18,888 18,006 21,143 21,703 16,683
| Sioux 348 343 403 413 317
| Siope 0 0 0 0 0
Sterk 249,214 271,086 318,270 326,704 280,034
Sheele 34,273 37,278 43,11 44,931 34,408
Stutsman 204,750 222,800 261,400 200,416 206,082
Towner 31,830 34,401 40,308 41,486 31,028
Trall 50,008 83,179 74,184 70,180 88,408
Walsh 147,078 160,830 188,083 193,086 140,837
Ward 442,081 400,812 584,882 870,518 444,097
Wals 79,449 86,414 101,468 104,184 79,066
Wijems _ 200,878 260400 304,000 312,781 240,120 |
Tots) in Distribution Fund (8/7 of Tax ollected) $5.081,800  $6.400,740  $7,518.887  $7714,.748  $8 3,162 b
Total in General Pund (277 of Tax Collested) $2,362,729 $2860.208 $3008,263 $3,005800 - 208 ‘ '
JYotal Tax Gollectad $6,204,831 36,067,038 $103821,620 $10800048 = 2427

(Numbers do not inckude rekids or indarest peyments)

e North Dekote benks are asesseed & 7% tax on their reporied North Dakota Laxable income. The Finencial instiiulion code (replecing the Bank Tax code)

. Y raguirnes the Tax Deperiment 1o calculale 8 percentage of what each county received in the tax years from 19621008, This parcentage wes based on each
S, " oounly's colleciion in the five years comparad 10 the entire amount coliected by all of the counties. This percentage is fed.

Aer rolume are fied In Apri, the Yax Department coliects the 79 tax and puts &/7 of k ko & Distribution Fund (the remeining 2/7 is placed in the siale General
Fund). On the following February 15, the Distribution Fund totel ls multiplied by each county's fssed percentage. This is the amount the State Tressurer relume
10 aach county on or badors March 10,

Compiled by the North Dakota Berkiars Aseocision, Decerrber 2002
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Testimony to the
N SENATE FINANCE AND TAXATION COMMITTEE

Prepared on February 5, 2003 by
Mark A. Johnson, CAE — Executive Director
North Dakota Association of Counties

Regarding Senate Bill 2374

Mr. Chairman and members of the Senate Finance and Taxation Committee,

1 am here today to speak in support of Senate Bill 2374,

County government recognizes the purpose of this significant change in
State taxation policy, and is very supportive of it, as another effort to make
North Dakota more attractive for business development and relocation.

We are very well av/are of the benefits and shortcomings of the measure for |
(’D local government. On the positive side it creates a guaranteed level of
' revenue, a new more dynamic distribution formula, and a standing and
continuing appropriation. It does however place a limit, or cap, on the .
amount of revenue going to local government, but at a level slightly above

current “Bank Tax” proceeds.

In our discussions and analysis of the measure, we believe the benefits to
local government, and the State as a whole, outweigh the shortcomings; and
we therefore urge the Committee to give Senate Bill 2374 a Do Pass

recommendation.
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) TESTIMONY IN OPPOSITION TO SENATE BILL 2374 f

Good moming Chairman Urlacher and members of the Finance and
Taxation Committee. For the record my name is Donald Forsberg and I am the
Executive Vice President of Independent Community Banks of North Dakota
(ICBND). On behalf of the membership of ICBND I am testifying in

opposition to house bill 2374,

I will begin this testimony by stating that our association membership is
not opposed to the primary intent of the bill to change the tax rates in order to
clarify the “perception” that North Dakota is a high tax state. We also

O

understand that the loss of the federal tax deduction is the “price” being paid for
the lower tax rates for non-financial institutions. We also understand that this
“price” is, in reality, a “reduction” in state income taxes for a significant

number of regular corporate taxpayers (other than financial institutions and for

the purposes of my testimony banks in particular).

The banks, who comprise the membership of ICBND, are proud to count

themselves among the most consistent, creative and strongest supporters of |
economic development within the state, especially at the community level,
Not only are banks good corporate citizens in our communities but we are

driven by self preservation and the principles of free enterprise to do everything
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T we can to help our communities survive and thrive. Bankers serve on almost
every economic development org:nization in the state.
While Senate Bill 2374 attempts to improve the “perception” of a better
business climate for outside organization who may consider moving or

expanding to our state in reality it will deteriorate the business climate for

many of the strongest current economic development supporters in the state.
The “perception” upon reading Senate Bill 2374 is that banks have always had a
7% state tax rate and non bank corporate filers have not so changing the tax rate
and eliminating the federal tax deduction for all puts everyone on the same

basis. The reality is the tax is, and would be, applied to taxable income arrived

e at by entirely different set of rules. The major differences are in tax rules

attached to this testimony on page 5. The reason for the diffetence apparently

has a long history which I am not knowledgeable enough to explain. I can tell
you Bank taxation is covered under a section 57-35 of the Century Ccode and

non bank taxation is covered under section 57-38. As you can see from the

attachment banks and non banks taxable income, which are derived from
separate parts of the Century Code, have differing revenue reductions, different
forms angl differing rules relating to allowable deductions.

In plain language this is a tax increase for a significant number of banks’

) because of the changes in this bill, the tax increase for banks is magnified by
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7 the separate taxable income calculations for banks as compared to non banks.
The end result will be to move additional dollars which would otherwise be
available for local economic development and out of our county governmer:ts to

| the state treasury,

Mr. Chairman and members of the Committee, some of the “perceptions”
compared reality contained within the bill are the following:

o “Perception” counties will receive a guarantee that they will
receive $7 million dollars with a shortfall made up by the general -
fund. The reglity is that state bank taxes have exceeded this $7
million dollar amount in two of the last 5 years and with an initial

— projected impact of an annual increase of about $2.5 million

dollars. Also, the $7 million dollars to the counties will not grow

with the State’s economy.

o “Perception” of the bill appears to be economic development but
the reality is if the bill is adopted with the allocation changes to

' the distribution of the $7 million a number of counties

experiencing declining populations may experience significant |
f decrease in funds they currently receive and use for their
operations including economic development, If they have less

\) funding they will be less able to provide attractive incentives or
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— _ maintain adequate resources. This would become a perpetual
downward spiral.
In summary, Senate Bill 2374 as originally drafied would have the end
result of a sizable tax increase for many banks, it would also move funds away

from local communities as banks would pay in more taxes but amounts over the

$7 million would be retained by the state, and counties with declining

populations would see less in operating monies as a result of the change in the

distribution formula.

Mr. Chairman and members of the committee on behalf of our

membership I strongly oppose this bill for the reasons I have listed. This

o concludes my testimony and I will try and answer any questions you may have. |
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TAX DIFFERENCES BETWEEN
FINANCIAL INSTITUTIONS
AND OTHER CORPORATIONS

Financial institutions pay tax on US interest, other corporations don’t.
Financial institutions pay tax on North Dakota state and local interest,
other corporations don’t.

Other corporations can combine income and losses of parent and
subsidiaries, financial institutions can't.

Other corporations, that have elected S for federal tax purposes, are
treated as an S corporation in North Dakota. Financial institutions
that have elected S for federal tax purposes are not allowed to be
treated as S corporations in North Dakota, (An S corporation is where
the shareholders pay tax on the earnings of the corporation in lieu of
the corporation paying tax on its earnings).
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~ T corp banks — excluding municlpal Interest
 IND TAX CHANGE - between $75,000 & $100,000 OR over $335,000

Before Aftor difference |
Taxable income 100 100
State lax 4,732637 6.9 2.167363
Feaural {ax 32,3909 31.664
Frotaltax 37429, 38,564 1.43046 |

€ corp banks — excluding municipal interest
ND TAX CHANGE - betwsen $100,000 & $336,000

Before After __|difference
Taxable income 100 100
State tax 4.389843 6.9 2.510157
Federal tax 3728796 36.300 |
Tolal fax 41,6778 43.300 1531188 i
|
- |
'S corp banks -— excluding mualcipal Interest s
ND TAX CHANGE - between $75,000 & $100,000 OR over $335,000
Before] After difference
Taxable income 100] 100
State tax 7 6.9 -0.1
Federal tax
Tolal tax 7 6.9 -0.1
MEMO: There would be an Increase in ND In years subject to
The 35% federal Buill-in-Gains Tax
A. Tax bad debt reserve over first 6 years as S
B. If cash bas(s, accrued Interest income over accrued
Interest expense In first year as an S
a
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REVISED & EXPANDED

SMALL BUSINESS SURVIVAL COMMITTEE’S

SEVENTH ANNUAL

ACROSS THE NATION

RANKING THE POLICY ENVIRONMENT FOR. ENTREPRENEURSHIP

Chief Economist
Small Business Survival Committee
and .
Co-author of

by Raymond J. Keating

Figuring Whai's Left, Right, and Wrong with America State by State

U.S. by the Numbers:

July 2002

Small Business Survival C
1920 L Street » Suite 200 » W
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* Fax: 202-822-8118

. ashington, D.C. 20036
Telephone: 202-785-0238

Website:- www.sbsc.org
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