












19.0389.01000 FISCAL NOTE
Requested by Legislative Council

12/21/2018

Bill/Resolution No.: HB 1040

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

2017-2019 Biennium 2019-2021 Biennium 2021-2023 Biennium

General Fund Other Funds General Fund Other Funds General Fund Other Funds

Revenues $(4,000,000)

Expenditures

Appropriations

1 B. County, city, school district and township fiscal effect: Identify the fiscal effect on the appropriate political  
subdivision.

2017-2019 Biennium 2019-2021 Biennium 2021-2023 Biennium

Counties

Cities

School Districts

Townships

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

HB 1040 creates an income tax credit for the purchase of manufacturing equipment used to automate and improve 
a manufacturing process.

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

Section 1 of HB 1040 sets forth the provisions of an income tax credit equal to twenty percent of the cost of 
qualifying equipment purchased within the tax year. In order to qualify for the tax credit, the equipment must lead to 
improved job quality or increased productivity.

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.

The provisions of the bill limit the combined allowable tax credits to a maximum of $2 million per calendar year. The 
fiscal note assumes this limit is reached each year of the 2019-21 biennium.

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

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency and fund 
affected. Explain the relationship between the amounts shown for expenditures and appropriations. Indicate whether 
the appropriation or a part of the appropriation is included in the executive budget or relates to a continuing 
appropriation.



Name: Kathryn Strombeck

Agency: Office of Tax Commissioner

Telephone: (701)328-3402

Date Prepared: 01/04/2019
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Explanation or reason for introduction of bill/resolution: 

 
A BILL relating to the provision of an income tax credit for purchases of manufacturing machinery and 
equipment to automate manufacturing processes; and to provide an effective date. 
 

Minutes:                                                 Attachment 1-11 

 
Chairman Headland:  Opened hearing on HB 1040.   
 
Representative Beadle:  Introduced bill.  I am here on behalf of the interim taxation 
committee.  This is an automation tax credit proposal.  We decided to sunset it last session.  
During the course of the interim we looked at it a little more.  This bill allows a company who 
is making an advancement of capital, in order to secure new technology, to increase their 
production output to be able to take a credit of up to 20% of the cost of that machinery or 
they need to claim it during that calendar year.  There’s a fiscal note of about $4 million over 
the course of the biennium.  There are workforce shortages and significant problems 
attracting and obtaining quality workers.   Industry needs to be able to incentivize and get 
companies to make investments to try and grow their output without relying on the bodies 
that aren’t there and that’s just good policy.    
 
Chairman Headland:  Further testimony in support? 
 
Representative Steiner:  I think there was some confusion last session that the money was 
not being used.  This is a reimplementation of a tax credit we used to have.  This session 
we’re asking for $2 million.  I think it’s really important to look at ways to enhance our 
workforce and this is one of those ways to do that.  We need to keep moving forward with 
artificial intelligence, robotics, and big data centers.  I believe that will help with the workforce 
shortage.  We need to encourage our manufacturing centers instead of discouraging them.  
They need to be competitive in their markets.  It’s very important to my district.  When we’re 
ready to discuss this bill I will distribute a proposed amendment clarifying page 1 line 22 so 
it’s the way the manufacturers want it to be.   
 
Chairman Headland:  Further testimony in support? 
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Matt Gardner, Greater North Dakota Chamber:  See written testimony attachment #1.  
(Ended testimony at 9:00) 
 
Chairman Headland:  Would you explain how the current language would be restrictive to 
larger manufacturers? 
 
Matt Garnder:  On page 1 lines 21 and 22, it talks about increased productivity.  We hope 
that on the individual line where they use automation, is the place where you want to see the 
five percent increase.   
 
Representative B. Koppelman:  Why wouldn’t businesses be incentivized on their own to 
do just this?  Why is this necessary to increase productivity when the labor market 
incentivizes that on its own? 
 
Matt Gardner:  I would like to defer to our manufacturers on that question. 
 
Chairman Headland:  Further testimony in support? 
 
Ellen Huber, Business Development Director for the City of Mandan and president of 
the Economic Development Association of North Dakota:  See written testimony 
attachment #2.  (Ended testimony at 15:52) 
 
Tony Richards, President and CEO of Impact North Dakota:  See written testimony 
attachment #3.  (Ended testimony at 19:11).  Representative B. Koppelman, in response to 
your question earlier, I think it puts everybody on an equal playing field.  It helps the small to 
medium manufacturers be more competitive and that’s why this is so important.    
 
Chairman Headland:  With the suggested amendment that would allow the very large 
manufacturers in the state to participate, with the state’s limited resources, are we going to 
achieve our real goal of helping our smaller manufacturers grow if we allow our larger 
manufacturers to gobble up the bulk of the credits? 
 
Tony Richards:  I think we will be helping our smaller manufacturers partner with our larger 
manufacturers and work closer together.  I think it is significant and beneficial to do this.   
 
Chairman Headland:  Is it a sincere genuine concern that our large manufacturers such as 
John Deere or Melroe would really leave the state of North Dakota over something as small 
as a tax credit? 
 
Tony Richards:  In this current environment every incentive is critical.  It will be their decision 
whether to stay or not but something like this and other tools available serve as an incentive 
to stay.   
 
Chairman Headland:  Would it be alright for this committee to believe that if we would go 
further to eliminate the income tax burden on our businesses and citizens across the state 
that people are going to flock here in droves? 
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Tony Richards:  I can’t answer that question for every citizen but from our perspective in 
working with manufacturers every incentive we can give is important.   
 
Representative Kading:  You said this would even the playing field for small and medium 
manufacturers, can you expand on that?  Are there certain tax benefits the larger 
manufacturers get that the small to medium manufacturers don’t get? 
 
Tony Richards:  I don’t know what the individual taxes are for each manufacturer.  This 
would allow each manufacturer to be more competitive with other North Dakota 
manufacturers as well as globally.   
 
Matt Gardner, Greater North Dakota Chamber, is presenting for Guy Moos, President 
of Baker Boy:  See written testimony attachment #4.  (Ended testimony at 25:05). 
 
Peter Rackov, CFO for Steffes LLC:  See written testimony attachment #5.  (Ended 
testimony at 29:00) 
 
Chairman Headland:  This is a credit that was allowed to sunset last session.  Were you 
able to utilize the credit prior to its sunset?  
 
Peter Rackov:  Yes we were able to take advantage all three years.   
 
Chairman Headland:  Could you tell us how you took advantage of this and what it did to 
grow your company and workforce needs? 
 
Peter Rackov:  One of the big things we invested in was a $1 million paint line in our Grand 
Forks facility.  We looked at the horizon of what the payback period would be on this and the 
20% automation tax credit reduces that payback by months.   
 
Chairman Headland:  What type of skill set and wages are required to operate these 
machines?   
 
Peter Rackov:  We have welding robots as welders are hard to find.  I believe welder wages 
vary anywhere from $18-to mid to high 20s.  They have a certain amount of skill; they have 
to wear the mask and operate the gun which the welding robot does.  The skill set required 
to operate the robot has to have the welding knowledge, computer, and mechanical 
expertise.  The wage for that could be another $1-2 per hour.    
 
Representative Mitskog:  With the innovations and the equipment you’ve acquired have 
you displaced workers? 
 
Peter Rackov:  We have over 40 positions open today.  We haven’t displaced anyone.   
 
Tom Shorma, WCCO Belting:  See written testimony attachment #6.  (Ended testimony at 
40:42) 
 
Representative Mitskog:  Could you comment on the automation improvements in the 
equipment and how it’s affected safety? 
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Tom Shorma:  There were 2,000 ideas that ranged from not only productivity but working 
conditions and safety.  We didn’t have the best track record as far as a safe work 
environment.  Workforce safety has always been important to us.  We’ve used a lot of 
automation to reduce that physicality.  In a period of 40 years we went from 60 recordable 
injuries down to three using the automation.  We now have a significant discount on our 
workforce safety allowance in North Dakota.   
 
Chairman Headland:  Is there further testimony in support? 
 
Bryan Bossert, Manager of Operations for John Deere:  See written testimony attachment 
#7.  John Deere wouldn’t leave the state if we didn’t have this tax credit.  We need to 
understand that this is a very automated business.  We have to reinvest about every two 
years in new automation in order to keep up and be competitive.  We have four manufacturing 
lines in our Fargo facility and over the last two years we’ve replaced two of them; one where 
we used the automation tax credit and one of them it was sunsetted.  In order to determine 
where we’re going to invest we do a return on investment.  It was a lot easier when we had 
the tax credit.  We will continue to make those decisions in the future but this tax credit would 
make a big difference.   
 
Chairman Headland:  Thank you for your testimony.  I only used John Deere as an example 
of a large manufacturer.  It’s good to know you’re going to stay in North Dakota and help us 
grow our economy.   
 
Miranda Bergquist, CFO of Cloverdale Foods:  See written testimony attachment #8.  In 
addition to the written testimony safety has been brought up and it significantly helps the 
safety in our company.  It’s important to spend the money on replacing the aging equipment 
so the people employed will be more safe on a day to day basis.  We have also struggled 
with the workforce but being able to raise our starting wage a couple dollars has been very 
helpful for the retention as well as getting more locals interested in working for us in North 
Dakota.  The automation process is also good for ergonomic conditions when picking up 
heavy objects.  I’d like you to take into consideration of how this automated tax credit could 
benefit our company.   
 
**Additional written testimony was submitted by Integrity Steel Supply (attachment #9) and 
Pivotal Edge (attachment #10).   
 
Kristin Hedger, Killdeer Mountain Manufacturing:  We’re a third generation aerospace 
company.  We’ve benefited from the support that makes our state unique in that we work 
closely together.  Our customer base is impressed by the transparency and the connectivity 
that business can have with government and the support you can render with things such as 
this automation tax credit.  We supply half commercial to Boeing which is one of our larger 
customers.  We having Boeing in our house today to see how we can take on increased 
work.  We build 52 ½ 737s per month.  We have four wire harness suppliers in that supply 
chain.  Our competitors are Morocco, Mexico, and China.  Our wages are different and some 
of the countries invest in their own equipment for them.  They have a much more dynamic 
environment so for us to remain competitive and take on these growing demands we’re 
looking at trying to get to 68 737s a month in the next couple years.  We build 3.5 777s per 
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month and on the defense side we’ve got incredible surges associated with the hellfire missile 
and other platforms with P8 reconnaissance aircraft.  We are working actively to try and 
engage the unmanned airspace.  We’ve worked to stay on the cutting edge by investing in 
new equipment to keep us a shining star in the global supply chain.  A lot of the automated 
tax credit can help us to continually improve our equipment, help us to increase our wage 
opportunities, and expand our footprint.  We just got the Air force 1 contract which is very 
good for the state.   We are thankful for your support.   
 
Chairman Headland:  Is there further testimony in support?  Any opposition? 
 
Waylon Hedegaard, President of the North Dakota AFL-CIO:  See written testimony 
attachment #11.  (Ended testimony at 59:09) 
 
Chairman Headland:  How would you respond from some of the manufacturers today about 
remaining competitive both within the United States and globally.   
 
Waylon Hedegaard:  In North Dakota I believe we make a mistake by focusing only on 
business first.  In addition, we have to really look at our education and training programs.  
We have to start thinking into the future.   This increase in automation will eliminate a lot of 
jobs.  How do we train those workers to then fit what they need? This program would be 
acceptable if we also had an additional program or programs.  I know this is coming to look 
at these workers to see what skills they need and how we get them there.  I ask this 
committee to strongly consider how we get these workers, who are probably going to be 
displaced, trained in other things.   
 
Chairman Headland:  Further testimony in opposition?  Seeing none we will close the 
hearing on HB 1040. 
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