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relating to the income tax. 
 

Minutes:                                                 Attachments 1-5 

 
Chairman Headland:  Opened hearing on HB 1530. 
 
Chairman Headland:  Introduced bill.  This is a bill that is designed to do a few different 
things.  The first thing this it’s designed to do is share the wealth with future generations and 
the mechanism to do that is income tax.  By reducing rates over time with earnings available 
we’re allowed to share some of this wealth with individual taxpayers from one corner of the 
state to the other corner of the state.  By doing this there are a few things we accomplish 
along the way.  Reducing taxes has been shown to encourage new people to your state.  
There is evidence that show low tax states have a higher propensity to come here than high 
tax states.  We have a workforce issue in our state and we’ve seen plenty of bills that are 
trying to do things to incent people to move here because of our workforce shortage.  We 
have open jobs that need to be filled.  Another benefit of this bill is it’s almost an incentive to 
protect the legacy fund itself.  When you reduce rates the incentive is if a group of people 
from this state or not figure out a way and go to the ballot trying to raid the fund that they are 
going to know with passage of this bill the consequence of doing that is going to put pressure 
on marginal tax rates because the revenue will need to be replaced.  If this bill were to be 
passed all things would indicate by the year 2030 taxes would be low enough for the 
legislature to decide if they want to still keep collecting or not.  At that point there is going to 
be almost $1 billion that would have been collected in income tax left with the people flowing 
through the economy.  I think it’s a huge benefit for the economy.   
 
Representative Kading:  With the $300 million earnings, is that still going to be used this 
biennium if this bill passes?   
 
Chairman Headland:  We designed this bill knowing that $300 million was going to be 
incorporated into the governor’s budget.  Without trying to throw a wrench into all that we’re 
going to set aside that first $300 million.  Anything above $50 million will be deposited into 
this fund.  We had to make a decision if this would be worthwhile to lower marginal rates with 
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$50 million, the amount would have been essentially meaningless.  We decided it was better 
to allow that to be moved forward and start the next biennium.  Initially in consideration of 
this bill being put together we talked about taking all the earnings but that didn’t seem like a 
very viable way to go about it.  There are legacy type projects that have merit and we didn’t 
want to take that opportunity away from the public if there was a project.  I believe it is truly 
a legacy that would be passed on from generations.  Imagine North Dakota without an income 
tax. 
 
Joe Becker, Tax Department:  Distributed testimony, see attachment 1 and 2.  Walked 
through the bill.  If the legacy earnings are sufficient, that is over the $300 million, then this 
upcoming biennium would be the first cycle of how this mechanism works.  The bill is going 
to create a legacy income tax reduction fund.  Starting with the legacy fund earnings for the 
current biennium, that is as of the end of 6-30-19, they will go into the general fund per the 
Constitution.  This bill will then ask the treasurer to take the excess earnings over $300 million 
provided it’s at least $50 million and transfer it into this new fund, the rate reduction fund.  All 
the numbers in the attachment are hypothetical.  Assuming we have earnings of $450 million 
that is coming out of the legacy fund then $150 million will be dropped into the rate reduction 
fund.  There are four broad steps with that being step one.  The second step in the process 
is by November of this year the tax commissioner will take the amount deposited into that 
fund and calculate and apply a reduction that will apply to tax years starting in 2020.  Then 
the commissioner will publish and notify the public of the new rates.  The legacy fund box in 
the middle of the page shows a deposit in the current biennium of $150 million.  There’s a 
base funding amount adjustment that doesn’t apply to this first go around.  The rate reduction 
amount is the dollars that will be available to make rate cuts as $150 million.  The concept 
as it’s been set up will not take the full $150 million, it will divide that up into thirds and apply 
$50 million to each of the three years starting with 2020.  It pushes the impact out a bit and 
gives the legislature time to see how that goes and react to it when the 2021 session comes.  
It will indicate where the 2021 session will have a change to interrupt the cycle if they wish.  
At the bottom of the page is the actual formula.  We’re taking the calculated rate reduction 
percentage which is taking that first $50 million for the 2020 tax year and divide it by the 
forecasted income tax revenues for the second fiscal year of the biennium which will be the 
2020 tax year.  The example shows the $50 million divided by $481 million for one year which 
will give us a 10% reduction rate.  We would apply it by simply reducing all the income tax 
rates by 10 percent.  This would also apply to the corporate income tax rates.  The third step 
in the process is in April of each year the commissioner will certify to the state treasurer the 
amount to transfer fund this rate reduction fund back to the general fund to fund the revenue 
reduction.  On the right hand side of the page the first April in 2020 $50 million will be moved 
to cover the revenue reduction for the 2020 tax year.  Come April of 2021 another move we’ll 
make of $50 million to cover the reduction for the 2021 tax year and that goes back into the 
general fund.  Step four is the treasurer making those transfers.  That is the cycle.  If we 
reach the prescribed numbers, that is the earnings are in excess of $300 million this first go 
around, which is the 2019-2020 biennium, then that’s how it will progress.  The next biennium 
is on the second page.  The cycle will repeat in the same manner with a couple exceptions.  
The first item will be where we move from the general fund to the rate reduction fund.  Instead 
of in excess of $300 million the prescribed formula will change to ½ of the legacy earnings 
which will go into the rate reduction fund.  The earnings are assumed on 6-30-21 to be $500 
million and $250 million would drop into the rate reduction fund.  The rate reduction fund box 
shows $50 million in 2020 tax year which is the third part of the balance sitting in the fund.  
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That will fund the 2022 tax year unless the 2021 legislature changes things.  The deposit for 
that current biennium, 2021-23 biennium, will be $250 million or ½ of the earnings.  The base 
funding amount becomes a second change in this cycle.  In the first cycle $100 million has 
already been dedicated to rate reduction, $50 million in each of two years, we have to account 
for that in this cycle to keep funding that.  Out of the $250 million that went into the reduction 
fund, in the second cycle we have to remove that $100 million if you want to sustain that first 
reduction.  We’ll have another $150 million the next biennium which will be divided up into 
thirds and will cover the 2023-25 tax years.  As long as the legacy fund earnings continue to 
either maintain or increase the cycles will continue, possibly with smaller percentage 
reductions depending on what the dollar amounts are.    
 
Chairman Headland:  At the beginning of every new biennium the base for that biennium 
becomes what had been funded the prior biennium.  Is that correct? 
 
Joe Becker:  That’s correct. 
 
Representative Dockter:  In the fourth biennium, if earnings go down, then we stay at that 
base and freeze it for those two years and the earnings kick back in then we go back to the 
formula again?  This timeline could be the 2025 biennium or the 2035 biennium, it all depends 
on the earnings.   
 
Joe Becker:  That’s correct.   There are a number of factors that could affect the results.  
The legacy fund is fed by the oil price.  Any impact to the principle of the fund will affect the 
earnings.  Market conditions in the fund itself will affect that.  Earnings have to hold for this 
to sustain because the fund has been dedicated to the income tax reduction and covering 
those lost revenues that would have otherwise come in.  If the earnings go too low or drop 
down to below what’s coming in, then you’re going to lose your support.  A lot of variables 
are going to affect the results.   
 
Representative B. Koppelman:  Is there anything in the bill that directs the tax 
commissioner to raise rates if earnings are not there? 
 
Joe Becker:  No, there’s nothing in the bill that does that.  Once the mechanism reduces the 
rates the rates will stay there unless the legislature makes a change.   
 
Representative Ertelt:  On the top of the first page the earnings of $450 million, part of that 
is already spent because of the appropriations we made in the last biennium, correct? 
 
Joe Becker:  My understanding is at the end of the 2017-19 biennium constitutionally the full 
amount of those earnings have to be dropped into the general fund.  This bill is stating to the 
treasury immediately you must then remove the dollar amounts as prescribed before you 
deal with those appropriations.  The bill is going to take first in line here. 
 
Representative Ertelt:  With the transfers back into the general fund in April 2020-21, why 
is the transfer going in between the funds? 
 
Joe Becker:  The legacy fund is now taking over where the income tax left off.  The earnings 
will be set aside in the rate reduction fund to replace the revenues back into the general fund 
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because of the rate reductions.  It’s setting the funds aside and reserving them for that 
purpose.   
 
Representative B. Koppelman:  This tax reduction fund takes first cut out of the legacy fund 
earnings, 50% of them, once they’re deposited into the general fund with the exception of 
this biennium.  This June it would only be anything above the $300 million.   
 
Joe Becker:  The earnings go into the general fund then as the bill prescribes the excess 
earnings over the $300 million in the first cycle and in the second cycle it would be 50% of 
that amount.   
 
Chairman Headland:  Mr. Hullet did a REMI run on eliminating income tax.  REMI is a 
software product that allows us to score things dynamically.   
 
Calvin Hullet, Market Manager for Economic Development and Government Programs 
at the Bank of North Dakota:  Distributed testimony, see attachment 3.  Last legislative 
session the Bank of North Dakota was directed by the legislature to develop the ability to do 
dynamic revenue analysis of economic development incentives and dynamic fiscal notes.  
From that directive we went through a series of steps.  We selected a software package, 
REMI, and retained a consultant to help put that program in place which also helps us with 
running the models.  We also worked across state agencies with the Legislative Council, Tax 
Department, and OMB along with the chairs from the interim finance and tax committees to 
determine that as we were creating models we were utilizing the right inputs and had the 
right data to go into the model.  There was a lot of data that went into this model of sales and 
income tax collections to the demographics.  We built a replica of North Dakota in this model.  
We ran a scenario last year and saw what would happen if we did an income tax reduction 
eliminating individual and corporate income taxes then introduced a portion of dollars from 
the legacy fund as a replacement revenue.  In the spreadsheet you can see the individual 
income tax and corporate income tax collections for the fiscal years through 2026 and the 
decade sum is just over $4 billion for individual and about $600 million for corporate income 
tax to give you the $4.6 billion that would be collected over the course of the term to 2026.  
The sales and use tax numbers is about $2 billion.  We introduced the legacy fund idea of 
putting in $100 million a year or $200 million a biennium so you’re going to input about $1 
billion into the system from the legacy fund over the course of that term.  On the top of 
dynamic scoring we add in the legacy money and do simple calculation then our static effect 
gives us a deficit of about $1.6 billion over that term and that would be the difference in 
economy.  When we look at the dynamic scoring on the bottom with the removal of the 
income tax the REMI model accounts for the additional economic activity that would be 
generated by reducing those taxes.  On the bottom few lines of static effect it was about $1.6 
billion deficit based on eliminating the income taxes the model said you could anticipate 
another $411 million of economic activity based on eliminating the income tax.  The net effect 
by reducing income taxes and adding in $200 million a biennium of legacy fund money would 
be a net effect of about $1.2 billion you would be down over the course of that term.  That 
showed us that $200 million wasn’t the number.  The next page we used $400 million and 
did the same thing.  We introduced $200 a year or $400 million a biennium.  The highlighted 
net effect this model shows you would net out a positive of $11 million, so it’s a break even 
utilizing $400 million in legacy fund earnings to replace those revenues.   
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Representative B. Koppelman:  The bill wouldn’t necessarily stop at $400 million, it might 
go to $600 million at some point.  Is it safe to say that once you’ve got past that break-even 
point then everything is increased percentage of net gain, the percentage gain grows as you 
go above the $400 million? 
 
Calvin Hullet:  Yes, I believe that would be accurate.  We didn’t run this bill specifically to 
what has been proposed.  We looked at a generic scenario of what would happen if you were 
to eliminate the taxes and then based on the current model run in September what would 
that look like for a number that you need to replace and that was roughly $400 million.   
 
Representative Ertelt:  If you were to increase the values over the years with the assumption 
the legacy fund is growing would it be a more positive net result?   
 
Calvin Hullet:  I wouldn’t be able to comment on that without doing another run to really 
understand what those results may be.   
 
Chairman Headland:  I thought this was important for the committee to see this information 
and show how dynamic scoring works and the net effect of it.  Is there support for HB 1530? 
 
Matt Gardner, Greater North Dakota Chamber:  We are in support of this bill.  As a 
chamber we’re going to come out in support of this bill.  As a broad base this would potentially 
attract workforce and business.  We do have concerns on being over reliant on oil taxes but 
we are in support of this bill.   
 
Representative B. Koppelman:  Once the legacy fund has reached some level of critical 
mass wouldn’t that make it less reliant on the oil industry? 
 
Matt Gardner:  The way you put it that could be accurate.   
 
Chairman Headland:  Further testimony in support? 
 
Dustin Gawvrylow, Managing Director of North Dakota Watchdog Network:  It’s nice to 
see a bill directed to use the legacy fund for tax reduction rather than as a second general 
fund.  It’s definitely a more complex approach to it.  
  
**Additional testimony provided by Mike Motschenbacker (attachment 4) and Jonathan 
Williams (attachment 5) but they were not present at the hearing.   
 
Chairman Headland:  Further support?  Is there opposition?  Seeing none we will close the 
hearing on HB 1530. 
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Vice Chairman Grueneich:  MADE A MOTION FOR A DO PASS 
 
Representative B. Koppelman:  SECONDED 
 
Representative Dockter:  Of all the bills I really like this bill.  If we go along and something 
happens in the biennium, then it just freezes and starts again.  Eventually we’re going to get 
to zero and I hope that’s what everyone’s goal is.  I believe a legacy fund defines a legacy 
that we don’t have an income tax in the state of North Dakota.  
 
Chairman Headland:  It’s a legacy that will last for generations.   
 
Representative Dockter:  I realize that if this passes we’ll have less work in the tax 
committee because it seems that most of our bills are tax credits or deductions.  I fully support 
this bill.   
 
Representative Steiner:  I think it’s a brilliant bill, I love it.  I also anticipate there may be 
some FTEs that you wouldn’t need as a result of that so it would lower our obligation on that 
side of the ledger as well.  Studies show that the states who don’t have income tax do better 
than what the algorithms or statistics show and that they would do better but they do even 
better than that so there’s a little bit of magic in it.  I support the bill.   
 
ROLL CALL VOTE:  11 YES     2 NO     1 ABSENT 
MOTION CARRIED 
 
Representative Steiner will carry this bill.   
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