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A bill for an act
relating to the financing and operation of state and local government; making
policy, technical, administrative, enforcement, collection, refund, clarifying,
and other changes to income, franchise, property, sales and use, estate, gift,
cigarette, tobacco, liquor, motor vehicle, gross receipts, minerals, tax increment
financing and other taxes and tax-related provisions; requiring certain additions;
conforming to federal section 179 expensing allowances; adding Minnesota
development subsidies to corporate taxable income; disallowing certain
subtractions; allowing certain nonrefundable credits; allowing a refundable
Minnesota child credit; repealing various credits; conforming to certain
federal tax provisions; expanding definition of domestic corporation to include
tax havens; modifying income tax rates; expanding and increasing credit
for research activities; accelerating single sales apportionment; modifying
minimum fees; allowing county local sales tax; eliminating certain existing
local sales taxes; adjusting county program aid; modifying levy limits; making
changes to residential homestead market value credit; providing flexibility and
mandate reduction provisions; making changes to various property tax and local
government aid-related provisions; providing temporary suspension of new or
increased maintenance of effort and matching fund requirements; modifying
county support of libraries; establishing the Council on Local Results and
Innovation; providing property tax system benchmarks, critical indicators, and
principles; establishing a property tax work group; creating the Legislative
Commission on Mandate Reform; making changes to certain administrative
procedures; modifying mortgage registry tax payments; modifying truth in
taxation provisions; providing clarification for eligibility for property tax
exemption for institutions of purely public charity; making changes to property
tax refund and senior citizen property tax deferral programs; providing property
tax exemptions; providing a property valuation reduction for certain land
constituting a riparian buffer; providing a partial valuation exclusion for disaster
damaged homes; extending deadline for special service district and housing
improvement districts; requiring a fiscal disparity study; extending emergency
medical service special taxing district; providing emergency debt certificates;
providing and modifying local taxes; expanding county authorization to abate
certain improvements; providing municipal street improvement districts;
establishing a seasonal recreational property tax deferral program; expanding
sales and use tax base; defining solicitor for purposes of nexus; providing a
bovine tuberculosis testing grant; modifying tax preparation services law;
modifying local lodging tax; eliminating authority of municipalities to issue
bonds for certain other postemployment benefits; allowing use of increment to
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2.1 offset state aid reductions; allowing additional authority to spend increments
2.2 for housing replacement district plans; modifying and authorizing certain tax
2.3 increment financing districts; providing equitable funding health and human
2.4 services reform; modifying JOBZ provisions; repealing international economic
2.5 development and biotechnology and health science industry zones; modifying
2.6 basic sliding fee program funding; providing appointments; requiring reports;
2.7 appropriating money; amending Minnesota Statutes 2008, sections 3.842,

2.8 subdivision 4a; 3.843; 16C.28, subdivision 1a; 40A.09; 84.82, subdivision

2.9 10; 84.922, subdivision 11; 86B.401, subdivision 12; 123B.10, subdivision
2.10 1; 134.34, subdivisions 1, 4; 270C.12, by adding a subdivision; 270C.445;

2.11 270C.56, subdivision 3; 272.02, subdivision 7, by adding subdivisions; 272.029,
2.12 subdivision 6; 273.111, by adding a subdivision; 273.1231, subdivision 1;

2.13 273.1232, subdivision 1; 273.124, subdivision 1; 273.13, subdivisions 25, 34;
2.14 273.1384, subdivisions 1, 4, by adding a subdivision; 273.1393; 275.025,

2.15 subdivisions 1, 2; 275.065, subdivisions 1, 1a, 1c, 3, 6; 275.07, subdivisions
2.16 1, 4, by adding a subdivision; 275.70, subdivisions 3, 5; 275.71, subdivisions
2.17 2,4,5;276.04, subdivision 2; 279.10; 282.08; 287.08; 289A.02, subdivision
2.18 7, as amended; 289A.11, subdivision 1; 289A.20, subdivision 4; 289A.31,

2.19 subdivision 5; 290.01, subdivisions 5, 19, as amended, 19a, as amended, 19b,
2.20 19c¢, as amended, 19d, as amended, 29, 31, as amended, by adding subdivisions;
221 290.014, subdivision 2; 290.06, subdivisions 2c, 2d, by adding subdivisions;
222 290.0671, subdivision 1; 290.068, subdivisions 1, 3, 4; 290.091, subdivision 2;
223 290.0921, subdivision 3; 290.0922, subdivisions 1, 3, by adding a subdivision;
2.24 290.17, subdivisions 2, 4; 290.191, subdivisions 2, 3; 290A.03, subdivisions 3,
2.25 as amended, 15, as amended; 290A.04, subdivision 2; 290B.03, subdivision 1;
2.26 290B.04, subdivisions 3, 4; 290B.05, subdivision 1; 291.005, subdivision 1, as
2.27 amended; 291.03, subdivision 1; 295.75, subdivision 2; 297A.61, subdivisions
2.28 3,4,5, 6, 10, 14a, 17a, 21, 38, by adding subdivisions; 297A.62, by adding
2.29 a subdivision; 297A.63; 297A.64, subdivision 2; 297A.66, subdivision 1, by
2.30 adding a subdivision; 297A.67, subdivisions 15, 23; 297A.815, subdivision
231 3; 297A.83, subdivision 3; 297A.94; 297A.99, subdivisions 1, 6; 297B.02,
2.32 subdivision 1; 297F.01, by adding a subdivision; 297F.05, subdivisions 1, 3, 4,
2.33 by adding a subdivision; 297G.03, subdivision 1; 297G.04; 298.001, by adding
2.34 a subdivision; 298.018, subdivisions 1, 2, by adding a subdivision; 298.227;
235 298.24, subdivision 1; 298.28, subdivisions 2, 4, 11, by adding a subdivision;
2.36 306.243, by adding a subdivision; 344.18; 365.28; 375.194, subdivision 5;

2.37 383A.75, subdivision 3; 428A.101; 428A.21; 429.011, subdivision 2a; 429.021,
238 subdivision 1; 429.041, subdivisions 1, 2; 446A.086, subdivision 8; 465.719,
2.39 subdivision 9; 469.015; 469.174, subdivision 22; 469.175, subdivisions 1, 6;
2.40 469.176, subdivisions 3, 6, by adding a subdivision; 469.1763, subdivisions 2,
241 3;469.178, subdivision 7; 469.315; 469.3192; 473.13, subdivision 1; 473H.04,
242 by adding a subdivision; 473H.05, subdivision 1; 475.51, subdivision 4; 475.52,
243 subdivision 6; 475.58, subdivision 1; 477A.011, subdivision 36; 477A.0124,
2.44 by adding a subdivision; 477A.013, subdivision 9, by adding a subdivision;
245 477A.03, subdivisions 2a, 2b; 641.12, subdivision 1; Laws 1986, chapter

2.46 396, section 4, subdivision 3; by adding a subdivision; Laws 1986, chapter
247 400, section 44, as amended; Laws 1991, chapter 291, article 8, section 27,
248 subdivision 3, as amended; Laws 1993, chapter 375, article 9, section 46,

2.49 subdivision 2, as amended, by adding a subdivision; Laws 1995, chapter 264,
2.50 article 5, sections 44, subdivision 4, as amended; 45, subdivision 1, as amended;
251 Laws 1996, chapter 471, article 2, section 30; Laws 1998, chapter 389, article
2.52 8, section 37, subdivision 1; Laws 2001, First Special Session chapter 5, article
253 3, section 8, as amended; Laws 2002, chapter 377, article 3, section 25; Laws
2.54 2006, chapter 259, article 3, section 12, subdivision 3; Laws 2008, chapter 366,
2.55 article 5, section 34; article 6, sections 9; 10; article 7, section 16, subdivision
2.56 3; proposing coding for new law in Minnesota Statutes, chapters 3; 6; 14; 17;
2.57 256E; 270C; 272; 273; 275; 290; 292; 297A; 435; 471; 475; 477A; proposing
2.58 coding for new law as Minnesota Statutes, chapter 290D; repealing Minnesota
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Statutes 2008, sections 245.4835; 245.4932, subdivision 1; 246.54, subdivisions
1, 2; 252.275, subdivision 3; 253B.045, subdivision 2; 254B.04, subdivision 1;
256.82, subdivision 2; 256.976; 256B.05, subdivision 1; 256B.0625, subdivisions
20, 20a; 256B.0945, subdivisions 1, 2, 3, 4; 256B.19, subdivision 1; 256D.03;
256D.053, subdivision 3; 256E.12, subdivision 3; 256F.10, subdivision 7;
256F.13, subdivision 1; 2561.04; 2561.08; 256J.09, subdivisions 1, 2, 3; 256L.15,
subdivision 4; 272.02, subdivision 83; 273.113; 275.065, subdivisions Sa, 6b, 6¢,
8,9, 10; 289A.50, subdivision 10; 290.01, subdivision 6b; 290.06, subdivisions
24, 28, 30, 31, 32, 33, 34; 290.067, subdivisions 1, 2, 2a, 2b, 3, 4; 290.0672;
290.0674; 290.0679; 290.0802; 290.0921, subdivision 7; 290.191, subdivision
4; 290.491; 297A.61, subdivision 45; 297A.68, subdivisions 38, 41; 469.316;
469.317; 469.321; 469.3215; 469.322; 469.323; 469.324; 469.325; 469.326;
469.327; 469.328; 469.329; 469.330; 469.331; 469.332; 469.333; 469.334;
469.335; 469.336; 469.337; 469.338; 469.339; 469.340; 469.341; 477A.0124,
subdivisions 3, 4, 5; 477A.03, subdivision 5; Laws 2009, chapter 3, section 1;
Laws 2009, chapter 12, article 1, section 8.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

ARTICLE 1

INDIVIDUAL INCOME, CORPORATE FRANCHISE, AND
ESTATE AND GIFT TAXES

Section 1. Minnesota Statutes 2008, section 289A.02, subdivision 7, as amended by
Laws 2009, chapter 12, article 1, section 1, is amended to read:
Subd. 7. Internal Revenue Code. Unless specifically defined otherwise, "Internal
Revenue Code" means the Internal Revenue Code of 1986, as amended through Peeember
312668 March 31, 2009.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 2. Minnesota Statutes 2008, section 289A.31, subdivision 5, is amended to read:

Subd. 5. Withholding tax, withholding from payments to out-of-state
contractors, and withholding by partnerships and small business corporations. (a)
Except as provided in paragraph (b), an employer or person withholding tax under section
290.92 or 290.923, subdivision 2, who fails to pay to or deposit with the commissioner a
sum or sums required by those sections to be deducted, withheld, and paid, is personally
and individually liable to the state for the sum or sums, and added penalties and interest,
and is not liable to another person for that payment or payments. The sum or sums
deducted and withheld under section 290.92, subdivision 2a or 3, or 290.923, subdivision
2, must be held as a special fund in trust for the state of Minnesota.

(b) If the employer or person withholding tax under section 290.92 or 290.923,
subdivision 2, fails to deduct and withhold the tax in violation of those sections, and later

the taxes against which the tax may be credited are paid, the tax required to be deducted

Article 1 Sec. 2. 3
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and withheld will not be collected from the employer. This does not, however, relieve
the employer from liability for any penalties and interest otherwise applicable for failure
to deduct and withhold.

(c) Liability for payment of withholding taxes includes a responsible person or entity
described in the personal liability provisions of section 270C.56.

(d) Liability for payment of withholding taxes includes a third party lender or surety
described in section 270C.59.

(e) A partnership or S corporation required to withhold and remit tax under section
290.92, subdivisions 4b and 4c, is liable for payment of the tax to the commissioner, and a
person having control of or responsibility for the withholding of the tax or the filing of
returns due in connection with the tax is personally liable for the tax due.

(f) A payor of sums required to be withheld under section 290.9705, subdivision
1, is liable to the state for the amount required to be deducted, and is not liable to an
out-of-state contractor for the amount of the payment.

(g) If an employer fails to withhold tax from the wages of an employee when

required to do so under section 290.92, subdivision 2a, by reason of treating the employee

as not being an employee, then the liability for tax is equal to three percent of the wages

paid to the employee. The liability for tax of an employee is not affected by the assessment

or collection of tax under this paragraph. The employer is not entitled to recover from the

employee any tax determined under this paragraph.

EFFECTIVE DATE. This section is effective for taxes required to be withheld
after June 30, 2009.

Sec. 3. Minnesota Statutes 2008, section 290.01, subdivision 5, is amended to read:

Subd. 5. Domestic corporation. The term "domestic" when applied to a corporation
means a corporation:

(1) created or organized in the United States, or under the laws of the United States
or of any state, the District of Columbia, or any political subdivision of any of the
foregoing but not including the Commonwealth of Puerto Rico, or any possession of
the United States;

(2) which qualifies as a DISC, as defined in section 992(a) of the Internal Revenue
Code; or

(3) which qualifies as a FSC, as defined in section 922 of the Internal Revenue Codes;

(4) which is incorporated in a tax haven;

(5) which is engaged in activity in a tax haven sufficient for the tax haven to impose

a net income tax under United States constitutional standards and section 290.015; or

Article 1 Sec. 3. 4
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(6) which has the average of its property, payroll, and sales factors, as defined under

section 290.191, within the 50 states of the United States and the District of Columbia of

20 percent or more.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 4. Minnesota Statutes 2008, section 290.01, is amended by adding a subdivision
to read:

Subd. 5c. Tax haven. (a) "Tax haven" means a foreign jurisdiction designated

under this subdivision.

(b) The commissioner may designate a foreign jurisdiction as a tax haven by

administrative rule if the jurisdiction:

(1) has no or nominal effective tax on the relevant income; and

(2)(1) has laws or practices that prevent effective exchange of information for tax

purposes with other governments on taxpayers benefiting from the tax regime;

(i1) has a tax regime that lacks transparency. A tax regime lacks transparency if the

details of legislative, legal, or administrative provisions are not open and apparent or are

not consistently applied among similarly situated taxpayers, or if the information needed

by tax authorities to determine a taxpayer's correct tax liability, such as accounting records

and underlying documentation, is not adequately available;

(i11) facilitates the establishment of foreign-owned entities without the need for a

local substantive presence or prohibits these entities from having any commercial impact

on the local economy;

(1v) explicitly or implicitly excludes the jurisdiction's resident taxpayers from taking

advantage of the tax regime's benefits or prohibits enterprises that benefit from the regime

from operating in the jurisdiction's domestic markets; or

(v) has created a tax regime that is favorable for tax avoidance, based upon an

overall assessment of relevant factors, including whether the jurisdiction has a significant

untaxed offshore financial or other services sector relative to its overall economy.

(c) The following foreign jurisdictions are deemed to be tax havens, unless the

commissioner, by revenue notice, revokes the listing of a jurisdiction:

(1) Anguilla;
(2) Antigua and Barbuda;
(3) Aruba;

(4) Bahamas;
(5) Barbados;

Article 1 Sec. 4. 5
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(6) Belize;

(7) Bermuda;
(8) British Virgin Islands;

(9) Cayman Islands;

(10) Cook Islands;

(11) Dominica;

(12) Gibraltar;

(13) Grenada;

(14) Guernsey-Sark-Alderney;

(15) Isle of Man;

(16) Jersey;

(17) Latvia;
(18) Liechtenstein;

(19) Luxembourg;

(20) Nauru;
(21) Netherlands Antilles;
(22) Panama;

(23) Samoa;
(24) St. Kitts and Nevis;

(25) St. Lucia;

(26) St. Vincent and Grenadines;

(27) Turks and Caicos; and

(28) Vanuatu.

(d) The commissioner shall revoke a foreign jurisdiction's listing under paragraph

(b) or (¢), as applicable, if the United States enters into a tax treaty or other agreement

with the foreign jurisdiction that provides for prompt, obligatory, and automatic exchange

of information with the United States government relevant to enforcing the provisions of

federal tax laws and the treaty or other agreement was in effect for the taxable year.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008.

Sec. 5. Minnesota Statutes 2008, section 290.01, subdivision 19, as amended by Laws
2009, chapter 12, article 1, section 2, is amended to read:
Subd. 19. Net income. The term "net income" means the federal taxable income,
as defined in section 63 of the Internal Revenue Code of 1986, as amended through the

date named in this subdivision, incorporating the federal effective dates of changes to the

Article 1 Sec. 5. 6
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Internal Revenue Code and any elections made by the taxpayer in accordance with the
Internal Revenue Code in determining federal taxable income for federal income tax
purposes, and with the modifications provided in subdivisions 19a to 19f.

In the case of a regulated investment company or a fund thereof, as defined in section
851(a) or 851(g) of the Internal Revenue Code, federal taxable income means investment
company taxable income as defined in section 852(b)(2) of the Internal Revenue Code,
except that:

(1) the exclusion of net capital gain provided in section 852(b)(2)(A) of the Internal
Revenue Code does not apply;

(2) the deduction for dividends paid under section 852(b)(2)(D) of the Internal
Revenue Code must be applied by allowing a deduction for capital gain dividends and
exempt-interest dividends as defined in sections 852(b)(3)(C) and 852(b)(5) of the Internal
Revenue Code; and

(3) the deduction for dividends paid must also be applied in the amount of any
undistributed capital gains which the regulated investment company elects to have treated
as provided in section 852(b)(3)(D) of the Internal Revenue Code.

The net income of a real estate investment trust as defined and limited by section
856(a), (b), and (c¢) of the Internal Revenue Code means the real estate investment trust
taxable income as defined in section 857(b)(2) of the Internal Revenue Code.

The net income of a designated settlement fund as defined in section 468B(d) of
the Internal Revenue Code means the gross income as defined in section 468B(b) of the
Internal Revenue Code.

The Internal Revenue Code of 1986, as amended through Beeember-31+-2668 March
31, 2009, shall be in effect for taxable years beginning after December 31, 1996.

Except as otherwise provided, references to the Internal Revenue Code in
subdivisions 19 to 19f mean the code in effect for purposes of determining net income for

the applicable year.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008. In enacting this section and other provisions of this article, the

legislature intends net income to include and tax to apply to interest paid on any Build

America Bond, as defined under section 54AA of the Internal Revenue Code of 1986,

notwithstanding the provisions of section 1531 of Division B, Title I of the American

Recovery and Reinvestment Act of 2009, Public Law 111-5.

Sec. 6. Minnesota Statutes 2008, section 290.01, subdivision 19a, as amended by Laws

2009, chapter 12, article 1, section 3, is amended to read:

Article 1 Sec. 6. 7
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Subd. 19a. Additions to federal taxable income. For individuals, estates, and
trusts, there shall be added to federal taxable income:

(1)(1) interest income on obligations of any state other-thanMinnesota or a political or
governmental subdivision, municipality, or governmental agency or instrumentality of any
state other-thanMimmnesota exempt from federal income taxes under the Internal Revenue

Code or any other federal statute, but excluding interest on qualified obligations; and

(i1) exempt-interest dividends as defined in section 852(b)(5) of the Internal Revenue
Code, except the portion of the exempt-interest dividends derived from interest income
on obligations of the state of Minnesota or its political or governmental subdivisions,
municipalities, governmental agencies or instrumentalities, but only if the portion of the
exempt-interest dividends from such Minnesota sources paid to all shareholders represents
95 percent or more of the exempt-interest dividends that are paid by the regulated
investment company as defined in section 851(a) of the Internal Revenue Code, or the
fund of the regulated investment company as defined in section 851(g) of the Internal

Revenue Code, making the payment and only to the extent the interest is paid on qualified

obligations; and

(ii1) for the purposes of items (i) and (ii), interest on obligations of an Indian tribal
government described in section 7871(c) of the Internal Revenue Code shall be treated as
interest income on obligations of the state in which the tribe is located;

(2)(1) the amount of income or, sales and use, motor vehicle sales, or excise taxes

paid or accrued within the taxable year under this chapter and the amount of taxes based

on net income paid or, sales and use, motor vehicle sales, or excise taxes paid to any other

state or to any province or territory of Canadas;

(i1) the amount of real and personal property taxes paid or accrued within the taxable

c€ar,

(i11) qualified residence interest, as defined in section 163(h) of the Internal Revenue

Code, to the extent allowed as a deduction under section 63(d) of the Internal Revenue

Code; and

(1iv) charitable contributions, as defined in section 170(c) of the Internal Revenue

Code, to the extent allowed as a deduction under section 170(a) of the Internal Revenue

Code,

to the extent allowed as adedtetton deductions under section 63(d) of the Internal Revenue
Coderbuttheaddttton; but the sum of the additions made under items (1), (i1), (ii1), and

(iv) may not be more than the amount by which the itemized deductions as allowed under
section 63(d) of the Internal Revenue Code exceeds the amount of the standard deduction

as defined in section 63(c) of the Internal Revenue Code, disregarding the amount amounts

Article 1 Sec. 6. 8
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allowed under seettorr sections 63(c)(1)(C) and 63(c)(1)(E) of the Internal Revenue Code.

For the purpose of this paragraph, the disallowance of itemized deductions under section

68 of the Internal Revenue Code of 1986, income or sales and use tax ts, motor vehicle

sales or excise tax, real and personal property taxes, qualified residence interest, and

charitable contributions are the last itemized deduettonr deductions disallowed;

(3) the capital gain amount of a lump-sum distribution to which the special tax under
section 1122(h)(3)(B)(ii) of the Tax Reform Act of 1986, Public Law 99-514, applies;

(4) the amount of income taxes paid or accrued within the taxable year under this
chapter and taxes based on net income paid to any other state or any province or territory
of Canada, to the extent allowed as a deduction in determining federal adjusted gross
income. For the purpose of this paragraph, income taxes do not include the taxes imposed
by sections 290.0922, subdivision 1, paragraph (b), 290.9727, 290.9728, and 290.9729;

(5) the amount of expense, interest, or taxes disallowed pursuant to section 290.10
other than expenses or interest used in computing net interest income for the subtraction
allowed under subdivision 19b, clause (1);

(6) the amount of a partner's pro rata share of net income which does not flow
through to the partner because the partnership elected to pay the tax on the income under
section 6242(a)(2) of the Internal Revenue Code;

(7) 80 percent of the depreciation deduction allowed under section 168(k) of the
Internal Revenue Code. For purposes of this clause, if the taxpayer has an activity that
in the taxable year generates a deduction for depreciation under section 168(k) and the
activity generates a loss for the taxable year that the taxpayer is not allowed to claim for
the taxable year, "the depreciation allowed under section 168(k)" for the taxable year is
limited to excess of the depreciation claimed by the activity under section 168(k) over the
amount of the loss from the activity that is not allowed in the taxable year. In succeeding
taxable years when the losses not allowed in the taxable year are allowed, the depreciation
under section 168(k) is allowed;

(8) for taxable years beginning before January 1, 2009, 80 percent of the amount by

which the deduction allowed by section 179 of the Internal Revenue Code exceeds the
deduction allowable by section 179 of the Internal Revenue Code of 1986, as amended
through December 31, 2003;

(9) to the extent deducted in computing federal taxable income, the amount of the
deduction allowable under section 199 of the Internal Revenue Code;

(10) the exclusion allowed under section 139A of the Internal Revenue Code for
federal subsidies for prescription drug plans;

(11) the amount of expenses disallowed under section 290.10, subdivision 2;
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(12) the amount deducted for qualified tuition and related expenses under section
222 of the Internal Revenue Code, to the extent deducted from gross income;

(13) the amount deducted for certain expenses of elementary and secondary school
teachers under section 62(a)(2)(D) of the Internal Revenue Code, to the extent deducted
from gross income; and

(14) the additional standard deduction for property taxes payable that is allowable
under section 63(c)(1)(C) of the Internal Revenue Codes; and

(15) the additional deduction for qualified motor vehicle sales tax allowable under

section 63(c)(1)(E) of the Internal Revenue Code;

(16) discharge of indebtedness income resulting from reacquisition of business

indebtedness and deferred under section 108(1) of the Internal Revenue Code; and

(17) the amount of unemployment compensation exempt from tax under section

85(c) of the Internal Revenue Code.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008, except that clause (16) is effective for taxable years ending after

December 31, 2008.

Sec. 7. Minnesota Statutes 2008, section 290.01, subdivision 19b, is amended to read:

Subd. 19b. Subtractions from federal taxable income. For individuals, estates,
and trusts, there shall be subtracted from federal taxable income:

(1) net interest income on obligations of any authority, commission, or
instrumentality of the United States to the extent includable in taxable income for federal
income tax purposes but exempt from state income tax under the laws of the United States;

(2) if included in federal taxable income, the amount of any overpayment of income

tax to Minnesota or to any other state, for any previous taxable year, whether the amount

is received as a refund or as a credit to another taxable year's income tax liability;
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9 (3) in each of the five tax years immediately following the tax year in which an

addition is required under subdivision 19a, clause (7), or 19c, clause (15), in the case

of a shareholder of a corporation that is an S corporation, an amount equal to one-fifth
of the delayed depreciation. For purposes of this clause, "delayed depreciation" means
the amount of the addition made by the taxpayer under subdivision 19a, clause (7), or

subdivision 19c, clause (15), in the case of a shareholder of an S corporation, minus the
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positive value of any net operating loss under section 172 of the Internal Revenue Code
generated for the tax year of the addition. The resulting delayed depreciation cannot be

less than zero;

11 (4) to the extent included in federal taxable income, the amount of compensation
paid to members of the Minnesota National Guard or other reserve components of the
United States military for active service performed in Minnesota, excluding compensation
for services performed under the Active Guard Reserve (AGR) program. For purposes of
this clause, "active service" means (1) state active service as defined in section 190.05,
subdivision 5a, clause (1); (i1) federally funded state active service as defined in section
190.05, subdivision 5b; or (iii) federal active service as defined in section 190.05,
subdivision 5c, but "active service" excludes service performed in accordance with section
190.08, subdivision 3;

2 (5) to the extent included in federal taxable income, the amount of compensation
paid to Minnesota residents who are members of the armed forces of the United States or
United Nations for active duty performed outside Minnesota under United States Code,
title 10, section 101(d); United States Code, title 32, section 101(12); or the authority of

the United Nations;

14 (6) in each of the five tax years immediately following the tax year in which an

addition is required under subdivision 19a, clause (8), or 19c¢, clause (16), in the case of a
shareholder of a corporation that is an S corporation, an amount equal to one-fifth of the
addition made by the taxpayer under subdivision 19a, clause (8), or 19¢, clause (16), in the
case of a shareholder of a corporation that is an S corporation, minus the positive value of

any net operating loss under section 172 of the Internal Revenue Code generated for the
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tax year of the addition. If the net operating loss exceeds the addition for the tax year, a
subtraction is not allowed under this clause;

15> (7) to the extent included in federal taxable income, compensation paid to a
service member as defined in United States Code, title 10, section 101(a)(5), for military

service as defined in the Servicemembers Civil Relief Act, Public Law 108-189, section

101(2); and

(8) to the extent included in federal taxable income, discharge of indebtedness

income from reacquisition of business indebtedness included in federal taxable income

under section 108(1) of the Internal Revenue Code. This subtraction applies only to the

extent that the income was included in net income in a prior year as a result of the addition

under subdivision 19a, clause (16).

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008, except that clause (8) is effective for taxable years ending after

December 31, 2008.

Sec. 8. Minnesota Statutes 2008, section 290.01, subdivision 19c, as amended by Laws
2009, chapter 12, article 1, section 4, is amended to read:

Subd. 19c. Corporations; additions to federal taxable income. For corporations,
there shall be added to federal taxable income:

(1) the amount of any deduction taken for federal income tax purposes for income,
excise, or franchise taxes based on net income or related minimum taxes, including but not
limited to the tax imposed under section 290.0922, paid by the corporation to Minnesota,
another state, a political subdivision of another state, the District of Columbia, or any
foreign country or possession of the United States;

(2) interest not subject to federal tax upon obligations of: the United States, its
possessions, its agencies, or its instrumentalities; the state of Minnesota or any other
state, any of its political or governmental subdivisions, any of its municipalities, or any
of its governmental agencies or instrumentalities; the District of Columbia; or Indian

tribal governments;

Article 1 Sec. 8. 13



14.1

14.2

14.3

14.4

14.5

14.6

14.7

14.8

14.9

14.10

14.11

14.12

14.13

14.14

14.15

14.16

14.17

14.18

14.19

14.20

14.21

14.22

14.23

14.24

14.25

14.26

14.27

14.28

14.29

14.30

14.31

14.32

14.33

14.34

14.35

14.36

04/22/2009 FIRST ENGROSSMENT IC H2323-1

(3) exempt-interest dividends received as defined in section 852(b)(5) of the Internal
Revenue Code;

(4) the amount of any net operating loss deduction taken for federal income tax
purposes under section 172 or 832(c)(10) of the Internal Revenue Code or operations loss
deduction under section 810 of the Internal Revenue Code;

(5) the amount of any special deductions taken for federal income tax purposes
under sections 241 to 247 and 965 of the Internal Revenue Code;

(6) losses from the business of mining, as defined in section 290.05, subdivision 1,
clause (a), that are not subject to Minnesota income tax;

(7) the amount of any capital losses deducted for federal income tax purposes under
sections 1211 and 1212 of the Internal Revenue Code;

(8) the exempt foreign trade income of a foreign sales corporation under sections
921(a) and 291 of the Internal Revenue Code;

(9) the amount of percentage depletion deducted under sections 611 through 614 and
291 of the Internal Revenue Code;

(10) for certified pollution control facilities placed in service in a taxable year
beginning before December 31, 1986, and for which amortization deductions were elected
under section 169 of the Internal Revenue Code of 1954, as amended through December
31, 1985, the amount of the amortization deduction allowed in computing federal taxable
income for those facilities;

(11) for taxable years beginning before January 1, 2009, the amount of any deemed

dividend from a foreign operating corporation determined pursuant to section 290.17,
subdivision 4, paragraph (g). The deemed dividend shall be reduced by the amount of the
addition to income required by clauses (20), (21), (22), and (23);

(12) the amount of a partner's pro rata share of net income which does not flow
through to the partner because the partnership elected to pay the tax on the income under
section 6242(a)(2) of the Internal Revenue Code;

(13) the amount of net income excluded under section 114 of the Internal Revenue
Code;

(14) any increase in subpart F income, as defined in section 952(a) of the Internal
Revenue Code, for the taxable year when subpart F income is calculated without regard to
the provisions of Division C, title III, section 364tayH=t2y 303(b) of Public Law 110-343;

(15) 80 percent of the depreciation deduction allowed under section 168(k)(1)(A)
and (k)(4)(A) of the Internal Revenue Code. For purposes of this clause, if the taxpayer
has an activity that in the taxable year generates a deduction for depreciation under

section 168(k)(1)(A) and (k)(4)(A) and the activity generates a loss for the taxable year
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that the taxpayer is not allowed to claim for the taxable year, "the depreciation allowed
under section 168(k)(1)(A) and (k)(4)(A)" for the taxable year is limited to excess of the
depreciation claimed by the activity under section 168(k)(1)(A) and (k)(4)(A) over the
amount of the loss from the activity that is not allowed in the taxable year. In succeeding
taxable years when the losses not allowed in the taxable year are allowed, the depreciation
under section 168(k)(1)(A) and (k)(4)(A) is allowed;

(16) for taxable years beginning before January 1, 2009, 80 percent of the amount by

which the deduction allowed by section 179 of the Internal Revenue Code exceeds the
deduction allowable by section 179 of the Internal Revenue Code of 1986, as amended
through December 31, 2003;

(17) to the extent deducted in computing federal taxable income, the amount of the
deduction allowable under section 199 of the Internal Revenue Code;

(18) the exclusion allowed under section 139A of the Internal Revenue Code for
federal subsidies for prescription drug plans;

(19) the amount of expenses disallowed under section 290.10, subdivision 2;

(20) an amount equal to the interest and intangible expenses, losses, and costs paid,
accrued, or incurred by any member of the taxpayer's unitary group to or for the benefit
of a corporation that is a member of the taxpayer's unitary business group that qualifies
as a foreign operating corporation. For purposes of this clause, intangible expenses and
costs include:

(1) expenses, losses, and costs for, or related to, the direct or indirect acquisition,
use, maintenance or management, ownership, sale, exchange, or any other disposition of
intangible property;

(i1) losses incurred, directly or indirectly, from factoring transactions or discounting
transactions;

(ii1) royalty, patent, technical, and copyright fees;

(iv) licensing fees; and

(v) other similar expenses and costs.

For purposes of this clause, "intangible property" includes stocks, bonds, patents, patent
applications, trade names, trademarks, service marks, copyrights, mask works, trade

secrets, and similar types of intangible assets.

This clause does not apply to any item of interest or intangible expenses or costs paid,
accrued, or incurred, directly or indirectly, to a foreign operating corporation with respect
to such item of income to the extent that the income to the foreign operating corporation
is income from sources without the United States as defined in subtitle A, chapter 1,

subchapter N, part 1, of the Internal Revenue Code;
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(21) except as already included in the taxpayer's taxable income pursuant to clause
(20), any interest income and income generated from intangible property received or
accrued by a foreign operating corporation that is a member of the taxpayer's unitary
group. For purposes of this clause, income generated from intangible property includes:

(1) income related to the direct or indirect acquisition, use, maintenance or
management, ownership, sale, exchange, or any other disposition of intangible property;

(i1) income from factoring transactions or discounting transactions;

(ii1) royalty, patent, technical, and copyright fees;

(iv) licensing fees; and

(v) other similar income.

For purposes of this clause, "intangible property" includes stocks, bonds, patents, patent
applications, trade names, trademarks, service marks, copyrights, mask works, trade

secrets, and similar types of intangible assets.

This clause does not apply to any item of interest or intangible income received or accrued
by a foreign operating corporation with respect to such item of income to the extent that
the income is income from sources without the United States as defined in subtitle A,
chapter 1, subchapter N, part 1, of the Internal Revenue Code;

(22) the dividends attributable to the income of a foreign operating corporation that
is a member of the taxpayer's unitary group in an amount that is equal to the dividends
paid deduction of a real estate investment trust under section 561(a) of the Internal
Revenue Code for amounts paid or accrued by the real estate investment trust to the
foreign operating corporation;

(23) the income of a foreign operating corporation that is a member of the taxpayer's
unitary group in an amount that is equal to gains derived from the sale of real or personal
property located in the United States; atred

(24) the additional amount allowed as a deduction for donation of computer
technology and equipment under section 170(e)(6) of the Internal Revenue Code, to the
extent deducted from taxable incomes; and

(25) discharge of indebtedness income resulting from reacquisition of business

indebtedness and deferred under section 108(1) of the Internal Revenue Code.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008, except that clause (25) is effective for taxable years ending after

December 31, 2008.
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Sec. 9. Minnesota Statutes 2008, section 290.01, subdivision 19d, as amended by Laws
2009, chapter 12, article 1, section 5, is amended to read:

Subd. 19d. Corporations; modifications decreasing federal taxable income. For
corporations, there shall be subtracted from federal taxable income after the increases
provided in subdivision 19c:

(1) the amount of foreign dividend gross-up added to gross income for federal
income tax purposes under section 78 of the Internal Revenue Code;

(2) the amount of salary expense not allowed for federal income tax purposes due to
claiming the work opportunity credit under section 51 of the Internal Revenue Code;

(3) any dividend (not including any distribution in liquidation) paid within the
taxable year by a national or state bank to the United States, or to any instrumentality of
the United States exempt from federal income taxes, on the preferred stock of the bank
owned by the United States or the instrumentality;

(4) amounts disallowed for intangible drilling costs due to differences between
this chapter and the Internal Revenue Code in taxable years beginning before January
1, 1987, as follows:

(1) to the extent the disallowed costs are represented by physical property, an amount
equal to the allowance for depreciation under Minnesota Statutes 1986, section 290.09,
subdivision 7, subject to the modifications contained in subdivision 19¢; and

(i1) to the extent the disallowed costs are not represented by physical property, an
amount equal to the allowance for cost depletion under Minnesota Statutes 1986, section
290.09, subdivision 8;

(5) the deduction for capital losses pursuant to sections 1211 and 1212 of the
Internal Revenue Code, except that:

(1) for capital losses incurred in taxable years beginning after December 31, 1986,
capital loss carrybacks shall not be allowed;

(i1) for capital losses incurred in taxable years beginning after December 31, 1986,
a capital loss carryover to each of the 15 taxable years succeeding the loss year shall be
allowed,;

(111) for capital losses incurred in taxable years beginning before January 1, 1987, a
capital loss carryback to each of the three taxable years preceding the loss year, subject to
the provisions of Minnesota Statutes 1986, section 290.16, shall be allowed; and

(iv) for capital losses incurred in taxable years beginning before January 1, 1987,

a capital loss carryover to each of the five taxable years succeeding the loss year to the
extent such loss was not used in a prior taxable year and subject to the provisions of

Minnesota Statutes 1986, section 290.16, shall be allowed;
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(6) an amount for interest and expenses relating to income not taxable for federal
income tax purposes, if (i) the income is taxable under this chapter and (i1) the interest and
expenses were disallowed as deductions under the provisions of section 171(a)(2), 265 or
291 of the Internal Revenue Code in computing federal taxable income;

(7) in the case of mines, oil and gas wells, other natural deposits, and timber for
which percentage depletion was disallowed pursuant to subdivision 19c, clause (9), a
reasonable allowance for depletion based on actual cost. In the case of leases the deduction
must be apportioned between the lessor and lessee in accordance with rules prescribed
by the commissioner. In the case of property held in trust, the allowable deduction must
be apportioned between the income beneficiaries and the trustee in accordance with the
pertinent provisions of the trust, or if there is no provision in the instrument, on the basis
of the trust's income allocable to each;

(8) for certified pollution control facilities placed in service in a taxable year
beginning before December 31, 1986, and for which amortization deductions were elected
under section 169 of the Internal Revenue Code of 1954, as amended through December
31, 1985, an amount equal to the allowance for depreciation under Minnesota Statutes
1986, section 290.09, subdivision 7;

(9) amounts included in federal taxable income that are due to refunds of income,
excise, or franchise taxes based on net income or related minimum taxes paid by the
corporation to Minnesota, another state, a political subdivision of another state, the
District of Columbia, or a foreign country or possession of the United States to the extent

that the taxes were added to federal taxable income under section 290.01, subdivision 19c,

clause (1), in a prior taxable year;

1+ (10) income or gains from the business of mining as defined in section 290.05,

subdivision 1, clause (a), that are not subject to Minnesota franchise tax;

12y (11) the amount of disability access expenditures in the taxable year which are
not allowed to be deducted or capitalized under section 44(d)(7) of the Internal Revenue
Code;

13> (12) the amount of qualified research expenses not allowed for federal income
tax purposes under section 280C(c) of the Internal Revenue Code, but only to the extent

that the amount exceeds the amount of the credit allowed under section 290.068;
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t+4 (13) the amount of salary expenses not allowed for federal income tax purposes
due to claiming the Indian employment credit under section 45A(a) of the Internal
Revenue Code;

15 (14) for taxable years beginning before January 1, 2008, the amount of the
federal small ethanol producer credit allowed under section 40(a)(3) of the Internal
Revenue Code which is included in gross income under section 87 of the Internal Revenue
Code;

16y (15) for a corporation whose foreign sales corporation, as defined in section
922 of the Internal Revenue Code, constituted a foreign operating corporation during any
taxable year ending before January 1, 1995, and a return was filed by August 15, 1996,
claiming the deduction under section 290.21, subdivision 4, for income received from
the foreign operating corporation, an amount equal to 1.23 multiplied by the amount of
income excluded under section 114 of the Internal Revenue Code, provided the income is
not income of a foreign operating company;

t+# (16) any decrease in subpart F income, as defined in section 952(a) of the
Internal Revenue Code, for the taxable year when subpart F income is calculated without
regard to the provisions of Division C, title III, section 384taytH=t2y 303(b) of Public
Law 110-343;

8y (17) in each of the five tax years immediately following the tax year in which
an addition is required under subdivision 19c, clause (15), an amount equal to one-fifth
of the delayed depreciation. For purposes of this clause, "delayed depreciation" means
the amount of the addition made by the taxpayer under subdivision 19c, clause (15). The
resulting delayed depreciation cannot be less than zero; and

155 (18) in each of the five tax years immediately following the tax year in which an
addition is required under subdivision 19¢c, clause (16), an amount equal to one-fifth of
the amount of the additions; and

(19) to the extent included in federal taxable income, discharge of indebtedness

income from reacquisition of business indebtedness included in federal taxable income

under section 108(1) of the Internal Revenue Code. This subtraction applies only to the

extent that the income was included in net income in a prior year as a result of the addition

under subdivision 19c, clause (25).

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008, except that clause (19) is effective for taxable years ending after

December 31, 2008.

Sec. 10. Minnesota Statutes 2008, section 290.01, subdivision 29, is amended to read:
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Subd. 29. Taxable income. The term "taxable income" means:

(1) for individuals, estates, and trusts, the same as taxable net income;
(2) for corporations, the taxable net income less

(1) the net operating loss deduction under section 290.095; and

(i1) the dividends received deduction under section 290.21, subdivision 4; plus

(iii)

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2009.

Sec. 11. Minnesota Statutes 2008, section 290.01, subdivision 31, as amended by Laws
2009, chapter 12, article 1, section 7, is amended to read:

Subd. 31. Internal Revenue Code. Unless specifically defined otherwise, "Internal

Revenue Code" means the Internal Revenue Code of 1986, as amended through Peeember

312668 March 31, 2009. Internal Revenue Code also includes any uncodified provision

in federal law that relates to provisions of the Internal Revenue Code that are incorporated

into Minnesota law.

EFFECTIVE DATE. This section is effective the day following final enactment,

except the changes incorporated by federal changes are effective at the same time as the

changes were effective for federal purposes.

Sec. 12. Minnesota Statutes 2008, section 290.01, is amended by adding a subdivision
to read:

Subd. 33. Minnesota development subsidies. (a) "Minnesota development

subsidies" means the greater of the following amounts:

(1) one-half of the amount deducted by the taxpayer in computing federal taxable

income for the taxable year, as property taxes, business expenses, or otherwise, that is

attributable to property taxes paid by the taxpayer, either directly or indirectly through a

lease or otherwise, on property located in a tax increment financing district, as defined in

section 469.174, or that receives an abatement under sections 469.1813 to 469.18135, if the

owner of the property or a related party has entered a development or similar agreement
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with respect to the increment district or derives a benefit from the abatement by its

property having access to or use of public improvements financed with the abatement or

otherwise; or

(2) the amount of payments received by the taxpayer under a development or similar

agreement that provides for payments or reimbursements from the proceeds of increments

from a tax increment financing district or from an abatement under sections 469.1813 to

469.1815, but excluding reimbursements under a development action response plan, as

defined in section 469.174, subdivision 17, to pay for its costs incurred to fund removal

or remedial actions.

(b) For purposes of this subdivision, "tax increment financing district" excludes:

(1) a housing district, as defined in section 469.174, subdivision 11;

(2) a soils condition district, as defined in section 469.174, subdivision 19; and

(3) a hazardous substance subdistrict, as defined in section 469.174, subdivision 23.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2009.

Sec. 13. Minnesota Statutes 2008, section 290.01, is amended by adding a subdivision
to read:

Subd. 34. Qualified obligations. (a) "Qualified obligations" means:

(1) obligations of the state of Minnesota or a political or governmental subdivision,

municipality, or governmental agency or instrumentality of the state of Minnesota if the

obligations were sold before July 1, 2009; or

(2) general obligations of the state of Minnesota sold after June 30, 2009, if the

commissioner of finance certifies prior to offering and selling the obligations, based on an

estimate prepared by the state economist, that (1) the present value of the reduction in state

borrowing costs due to issuing the obligations exempt from taxation under sections 290.06

and 290.091 exceeds (ii) the present value of the revenues the state would collect if the

obligations were issued subject to taxation under sections 290.06 and 290.091.

(b) If the commissioner of finance elects to issue qualified obligations under

paragraph (a), clause (2), the commissioner must provide a written report to the chairs

of the committees of the senate and the house of representatives with jurisdiction over

taxes and capital investment on the decision to issue qualified obligations, including the

estimate of the net savings in borrowing costs from the use of qualified obligations and

a detailed description of how the estimate was prepared. This report must be provided

within 15 days after the bonds are sold.
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EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 14. Minnesota Statutes 2008, section 290.014, subdivision 2, is amended to read:
Subd. 2. Nonresident individuals. Except as provided in section 290.015, a
nonresident individual is subject to the return filing requirements and to tax as provided in

this chapter to the extent that the income of the nonresident individual is:

(1) allocable to this state under section 290.17, 290.191, or 290.20;

(2) taxed to the individual under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under
this chapter) in the individual's capacity as a beneficiary of an estate with income allocable
to this state under section 290.17, 290.191, or 290.20 and the income, taking into account
the income character provisions of section 662(b) of the Internal Revenue Code, would be
allocable to this state under section 290.17, 290.191, or 290.20 if realized by the individual
directly from the source from which realized by the estate;

(3) taxed to the individual under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character that is taxable under
this chapter) in the individual's capacity as a beneficiary or grantor or other person treated
as a substantial owner of a trust with income allocable to this state under section 290.17,
290.191, or 290.20 and the income, taking into account the income character provisions of
section 652(b), 662(b), or 664(b) of the Internal Revenue Code, would be allocable to this
state under section 290.17, 290.191, or 290.20 if realized by the individual directly from
the source from which realized by the trust;

(4) taxed to the individual under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under
this chapter) in the individual's capacity as a limited or general partner in a partnership
with income allocable to this state under section 290.17, 290.191, or 290.20 and the
income, taking into account the income character provisions of section 702(b) of the
Internal Revenue Code, would be allocable to this state under section 290.17, 290.191,
or 290.20 if realized by the individual directly from the source from which realized by
the partnership; or

(5) taxed to the individual under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under
this chapter) in the individual's capacity as a shareholder of a corporation treated as an
"S" corporation under section 290.9725, and income allocable to this state under section

290.17, 290.191, or 290.20 and the income, taking into account the income character
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provisions of section 1366(b) of the Internal Revenue Code, would be allocable to this
state under section 290.17, 290.191, or 290.20 if realized by the individual directly from
the source from which realized by the corporations; or

(6) taxed to the individual under the Internal Revenue Code (or not taxed under the

Internal Revenue Code by reason of its character but of a character which is taxable under

this chapter) in the individual's capacity as the sole member of a limited liability company

that is disregarded for federal income tax purposes, with income allocable to this state

under section 290.17, 290.191, or 290.20, as though realized by the individual directly

from the source from which it was realized by the limited liability company.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 15. Minnesota Statutes 2008, section 290.06, subdivision 2c, is amended to read:

Subd. 2c. Schedules of rates for individuals, estates, and trusts. (a) The income
taxes imposed by this chapter upon married individuals filing joint returns and surviving
spouses as defined in section 2(a) of the Internal Revenue Code must be computed by
applying to their taxable net income the following schedule of rates:

(1) on the first $25;680 $33,220, 5.35 percent;

(2) on all over $25;686 $33,220, but not over $+62;636 $131,970, 7.05 percent;

(3) on all over $162;636 $131,970, but not over $300,000, 7.85 percents; and

(4) on all over $300,000, nine percent.

Married individuals filing separate returns, estates, and trusts must compute their
income tax by applying the above rates to their taxable income, except that the income
brackets will be one-half of the above amounts.

(b) The income taxes imposed by this chapter upon unmarried individuals must be
computed by applying to taxable net income the following schedule of rates:

(1) on the first $+7576 $22,730, 5.35 percent;

(2) on all over $t%576 $22,730, but not over $57%7+H6 $74,650, 7.05 percent;

(3) on all over $577+6 $74,650, but not over $169,700, 7.85 percents; and

(4) on all over $169,700, nine percent.

(c) The income taxes imposed by this chapter upon unmarried individuals qualifying
as a head of household as defined in section 2(b) of the Internal Revenue Code must be
computed by applying to taxable net income the following schedule of rates:

(1) on the first $2+636 $27,980, 5.35 percent;

(2) on all over $2+636 $27,980, but not over $86;9+6 $112,420, 7.05 percent;

(3) on all over $86;946 $112,420, but not over $255,560, 7.85 percent:; and

(4) on all over $255,560, nine percent.
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(d) In lieu of a tax computed according to the rates set forth in this subdivision, the
tax of any individual taxpayer whose taxable net income for the taxable year is less than
an amount determined by the commissioner must be computed in accordance with tables
prepared and issued by the commissioner of revenue based on income brackets of not
more than $100. The amount of tax for each bracket shall be computed at the rates set
forth in this subdivision, provided that the commissioner may disregard a fractional part of
a dollar unless it amounts to 50 cents or more, in which case it may be increased to $1.

(e) An individual who is not a Minnesota resident for the entire year must compute
the individual's Minnesota income tax as provided in this subdivision. After the
application of the nonrefundable credits provided in this chapter, the tax liability must
then be multiplied by a fraction in which:

(1) the numerator is the individual's Minnesota source federal adjusted gross income
as defined in section 62 of the Internal Revenue Code and increased by the additions
required under section 290.01, subdivision 19a, clauses (1), (5), (6), (7), (8), (9), (12), and

(13), (16), and (17) and reduced by the Minnesota assignable portion of the subtraction

for United States government interest under section 290.01, subdivision 19b, clause (1),
and the subtractions under section 290.01, subdivision 19b, clauses t9;(HH(+H=H~1+5);
and=16y (3), (6), (7), and (8), after applying the allocation and assignability provisions of
section 290.081, clause (a), or 290.17; and

(2) the denominator is the individual's federal adjusted gross income as defined in
section 62 of the Internal Revenue Code of 1986, increased by the amounts specified in
section 290.01, subdivision 19a, clauses (1), (5), (6), (7), (8), (9), (12), and (13), (16), and
(17) and reduced by the amounts specified in section 290.01, subdivision 19b, clauses (1),

D0 5)and=16) (3). (6). (7). and (8).

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 16. Minnesota Statutes 2008, section 290.06, subdivision 2d, is amended to read:
Subd. 2d. Inflation adjustment of brackets. (a) For taxable years beginning after

December 31, 2666 2009, the minimum and maximum dollar amounts for each rate
bracket for which a tax is imposed in subdivision 2c shall be adjusted for inflation by the
percentage determined under paragraph (b). For the purpose of making the adjustment as
provided in this subdivision all of the rate brackets provided in subdivision 2c shall be the
rate brackets as they existed for taxable years beginning after December 31, +999 2008,
and before January 1, 266+ 2010. The rate applicable to any rate bracket must not be

changed. The dollar amounts setting forth the tax shall be adjusted to reflect the changes
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in the rate brackets. The rate brackets as adjusted must be rounded to the nearest $10

amount. If the rate bracket ends in $5, it must be rounded up to the nearest $10 amount.
(b) The commissioner shall adjust the rate brackets and by the percentage determined

pursuant to the provisions of section 1(f) of the Internal Revenue Code, except that:

(1) in section 1(f)(2)(A) the words "increasing or decreasing" shall be substituted

for the word "increasing';

(2) in section 1(1)(3)(A) the words "differs from" shall be substituted for the word

"exceeds'"; and

(3) in section 1(f)(3)(B) the word *+999* "2008" shall be substituted for the word
"1992." For 266+ 2010, the commissioner shall then determine the percent change from
the 12 months ending on August 31, +999 2008, to the 12 months ending on August 31,
2666 2009, and in each subsequent year, from the 12 months ending on August 31, +999
2008, to the 12 months ending on August 31 of the year preceding the taxable year. The
determination of the commissioner pursuant to this subdivision shall not be considered a
"rule" and shall not be subject to the Administrative Procedure Act contained in chapter 14.

No later than December 15 of each year, the commissioner shall announce the

specific percentage that will be used to adjust the tax rate brackets.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 17. Minnesota Statutes 2008, section 290.06, is amended by adding a subdivision
to read:

Subd. 36. Mortgage interest credit. (a) An individual is allowed a credit against

the tax imposed by this chapter equal to seven percent of the lesser of:

(1) $6,000; or

(2) qualified residence interest deduction for which the individual is eligible under

section 63(d) of the Internal Revenue Code, minus $4,000.

(b) The amount of the credit allowed must be reduced by the amount of the

taxpayer's liability under section 290.091, determined before the credit allowed by this

section is subtracted from regular tax liability.

(c) For a nonresident or part-year resident, the credit must be allocated based on the

percentage calculated under subdivision 2c¢, paragraph (e).

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.
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Sec. 18. Minnesota Statutes 2008, section 290.06, is amended by adding a subdivision
to read:

Subd. 37. Charitable contributions credit. (a) An individual is allowed a credit

against the tax imposed by this chapter equal to eight percent of the amount by which

eligible charitable contributions exceed the greater of:

(1) two percent of the individual's adjusted gross income for the taxable year; or

(2) $500.

(b) For purposes of this subdivision, "eligible charitable contributions" means

charitable contributions allowable as a deduction for the taxable year under section

170(a) of the Internal Revenue Code, subject to the limitations of section 170(b) of the

Internal Revenue Code, and determined without regard to whether or not the taxpayers

itemize deductions.

(c) For purposes of this subdivision, "adjusted gross income" has the meaning given

in section 62 of the Internal Revenue Code.

(d) For a nonresident or part-year resident, the credit must be allocated based on the

percentage calculated under subdivision 2¢, paragraph (e).

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 19. Minnesota Statutes 2008, section 290.0671, subdivision 1, is amended to read:

Subdivision 1. Credit allowed. (a) An individual is allowed a credit against the tax
imposed by this chapter equal to a percentage of earned income. To receive a credit, a
taxpayer must be eligible for a credit under section 32 of the Internal Revenue Code.

(b) For individuals with no qualifying children, the credit equals 1.9125 percent of
the first $4,620 of earned income. The credit is reduced by 1.9125 percent of earned
income or adjusted gross income, whichever is greater, in excess of $5,770, but in no
case is the credit less than zero.

(c) For individuals with one qualifying child, the credit equals 8.5 percent of the first
$6,920 of earned income and 8.5 percent of earned income over $12,080 but less than
$13,450. The credit is reduced by 5.73 percent of earned income or adjusted gross income,
whichever is greater, in excess of $15,080, but in no case is the credit less than zero.

(d) For individuals with two or more qualifying children, the credit equals ten
percent of the first $9,720 of earned income and 20 percent of earned income over
$14,860 but less than $16,800. The credit is reduced by 10.3 percent of earned income
or adjusted gross income, whichever is greater, in excess of $17,890, but in no case is

the credit less than zero.
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(e) For a nonresident or part-year resident, the credit must be allocated based on the
percentage calculated under section 290.06, subdivision 2c, paragraph (e).

(f) For a person who was a resident for the entire tax year and has earned income

not subject to tax under this chapter, eludmgtncome-—exctuded-under-seetron296-6+;
stbdtvistonr19b;etause-(Hor-(167; the credit must be allocated based on the ratio of

federal adjusted gross income reduced by the earned income not subject to tax under
this chapter over federal adjusted gross income. For purposes of this paragraph, the
subtractions for military pay under section 290.01, subdivision 19b, clauses tHand1+2y
(4) and (5), are not considered "earned income not subject to tax under this chapter.”

For the purposes of this paragraph, the exclusion of combat pay under section 112
of the Internal Revenue Code is not considered "earned income not subject to tax under
this chapter."

(g) For tax years beginning after December 31, 2001, and before December 31,
2004, the $5,770 in paragraph (b), the $15,080 in paragraph (c), and the $17,890 in
paragraph (d), after being adjusted for inflation under subdivision 7, are each increased by
$1,000 for married taxpayers filing joint returns.

(h) For tax years beginning after December 31, 2004, and before December 31,
2007, the $5,770 in paragraph (b), the $15,080 in paragraph (c), and the $17,890 in
paragraph (d), after being adjusted for inflation under subdivision 7, are each increased by
$2,000 for married taxpayers filing joint returns.

(1) For tax years beginning after December 31, 2007, and before December 31, 2010,
the $5,770 in paragraph (b), the $15,080 in paragraph (c), and the $17,890 in paragraph
(d), after being adjusted for inflation under subdivision 7, are each increased by $3,000 for
married taxpayers filing joint returns. For tax years beginning after December 31, 2008,
the $3,000 is adjusted annually for inflation under subdivision 7.

(j) The commissioner shall construct tables showing the amount of the credit at
various income levels and make them available to taxpayers. The tables shall follow
the schedule contained in this subdivision, except that the commissioner may graduate

the transition between income brackets.

Sec. 20. Minnesota Statutes 2008, section 290.068, subdivision 1, is amended to read:
Subdivision 1. Credit allowed. A eorporatiomother-thanacorporation

“S*-corporattonunder-seettonr296:9725; taxpayer is allowed a credit against the-portton
of the franchtse tax computed under section 290.06;subdtviston+; for the taxable year

equal to:

25 (1) ten percent of the first $2,000,000 of the excess (if any) of

Article 1 Sec. 20. 27



28.1

28.2

28.3

28.4

28.5

28.6

28.7

28.8

28.9

28.10

28.11

28.12

28.13

28.14

28.15

28.16

28.17

28.18

28.19

28.20

28.21

28.22

28.23

28.24

28.25

28.26

28.27

28.28

28.29

28.30

28.31

28.32

04/22/2009 FIRST ENGROSSMENT IC H2323-1

1 (1) the qualified research expenses for the taxable year, over
€27 (ii) the base amount; and
by (2) 2.5 percent on all of such excess expenses over $2,000,000.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 21. Minnesota Statutes 2008, section 290.068, subdivision 3, is amended to read:
Subd. 3. Limitation; carryover. (a)(1) The credit for the taxable year shall not
exceed the liability for tax. "Liability for tax" for purposes of this section means the tax
imposed under section 290.06, subdivision 1, for the taxable year reduced by the sum of
the nonrefundable credits allowed under this chapter.

(2) Intheease-of-a—corporatton—whtehts For a partner in a partnership_and for a

shareholder in an S corporation, the credit allowed for the taxable year shall not exceed

the lesser of the amount determined under clause (1) for the taxable year or an amount
(separately computed with respect to the eerporattonr's taxpayer's interest in the trade or
business or entity) equal to the amount of tax attributable to that portion of taxable income
which is allocable or apportionable to the eorporatton's taxpayer's interest in the trade or
business or entity.

(b) If the amount of the credit determined under this section for any taxable year
exceeds the limitation under clause (a), the excess shall be a research credit carryover to
each of the 15 succeeding taxable years. The entire amount of the excess unused credit for
the taxable year shall be carried first to the earliest of the taxable years to which the credit
may be carried and then to each successive year to which the credit may be carried. The
amount of the unused credit which may be added under this clause shall not exceed the

taxpayer's liability for tax less the research credit for the taxable year.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 22. Minnesota Statutes 2008, section 290.068, subdivision 4, is amended to read:

Subd. 4. Partnerships and S corporations. In the case of partnerships and S

corporations the credit shall be allocated in the same manner provided by seetton sections
41(f)(2) and 41(g) of the Internal Revenue Code.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.
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Sec. 23. [290.0682] MINNESOTA CHILD CREDIT.

Subdivision 1. Definitions. (a) For purposes of this section, the following terms

have the meanings given.

(b) "Adjusted gross income" has the meaning given in section 62 of the Internal

Revenue Code.

(¢) "Qualifying child" has the meaning given in section 24(c) of the Internal

Revenue Code.

Subd. 2. Credit allowed. (a) An individual is allowed a credit against the tax

imposed by this chapter equal to the lesser of:

(1) $200 for each qualifying child; or

(2) ten percent of adjusted gross income in excess of $14,000.

(b) The credit allowed in paragraph (a) is reduced by an amount equal to five percent

of adjusted gross income in excess of $28.000, but in no case is the credit less than zero.

(c) For a nonresident or part-year resident, the credit must be allocated based on the

percentage calculated under section 290.06, subdivision 2c, paragraph (e).

Subd. 3. Credit refundable. If the amount of credit that an individual is eligible

to receive under this section exceeds the claimant's tax liability under this chapter, the

commissioner shall refund the excess to the claimant.

Subd. 4. Appropriation. An amount sufficient to pay the refunds required by this

section is appropriated to the commissioner from the general fund.

Subd. 5. Inflation adjustment. The adjusted gross income floor in subdivision 2,

paragraph (a), clause (2), and the phaseout threshold in subdivision 2, paragraph (b),

must be adjusted for inflation. For tax years beginning after December 31, 2009, the

commissioner shall annually adjust the adjusted eross income floor and the phaseout

threshold by the percentage determined pursuant to section 1(f) of the Internal Revenue

Code, except that in section 1(f)(3)(B), the word "2008" shall be substituted for the word

"1992." For 2010, the commissioner shall then determine the percent change from the

12 months ending on August 31, 2008, to the 12 months ending on August 31, 2009,

and in each subsequent year, from the 12 months ending on August 31, 2008, to the 12

months ending on August 31 of the year preceding the taxable year. The adjusted gross

income floor and the phaseout threshold as adjusted for inflation must be rounded to

the nearest $10. If the amount ends in $5, the amount is rounded up to the nearest $10.

The determination of the commissioner under this subdivision is not a rule under the

Administrative Procedure Act.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.
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Sec. 24. Minnesota Statutes 2008, section 290.091, subdivision 2, is amended to read:

Subd. 2. Definitions. For purposes of the tax imposed by this section, the following
terms have the meanings given:

(a) "Alternative minimum taxable income" means the sum of the following for
the taxable year:

(1) the taxpayer's federal alternative minimum taxable income as defined in section
55(b)(2) of the Internal Revenue Code;

(2) the taxpayer's itemized deductions allowed in computing federal alternative

minimum taxable income, but excluding:

Code:

) (i) the medical expense deduction;

ity (ii) the casualty, theft, and disaster loss deduction; and

vy (ii1) the impairment-related work expenses of a disabled person;

(3) for depletion allowances computed under section 613A(c) of the Internal
Revenue Code, with respect to each property (as defined in section 614 of the Internal
Revenue Code), to the extent not included in federal alternative minimum taxable income,
the excess of the deduction for depletion allowable under section 611 of the Internal
Revenue Code for the taxable year over the adjusted basis of the property at the end of the
taxable year (determined without regard to the depletion deduction for the taxable year);

(4) to the extent not included in federal alternative minimum taxable income, the
amount of the tax preference for intangible drilling cost under section 57(a)(2) of the
Internal Revenue Code determined without regard to subparagraph (E);

(5) to the extent not included in federal alternative minimum taxable income, the
amount of interest income as provided by section 290.01, subdivision 19a, clause (1); and

(6) the amount of addition required by section 290.01, subdivision 19a, clauses

(7) to (9), (12), and (13), (16), and (17);

less the sum of the amounts determined under the following:

(1) interest income as defined in section 290.01, subdivision 19b, clause (1);

(2) an overpayment of state income tax as provided by section 290.01, subdivision
19b, clause (2), to the extent included in federal alternative minimum taxable income;

(3) the amount of investment interest paid or accrued within the taxable year on
indebtedness to the extent that the amount does not exceed net investment income, as
defined in section 163(d)(4) of the Internal Revenue Code. Interest does not include

amounts deducted in computing federal adjusted gross income; and
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(4) amounts subtracted from federal taxable income as provided by section 290.01,
subdivision 19b, clauses t6)andtHtot16) (3) to (8).

In the case of an estate or trust, alternative minimum taxable income must be
computed as provided in section 59(c) of the Internal Revenue Code.

(b) "Investment interest" means investment interest as defined in section 163(d)(3)
of the Internal Revenue Code.

(c) "Tentative minimum tax" equals 6.4 percent of alternative minimum taxable
income after subtracting the exemption amount determined under subdivision 3.

(d) "Regular tax" means the tax that would be imposed under this chapter (without
regard to this section and section 290.032), reduced by the sum of the nonrefundable
credits allowed under this chapter.

(e) "Net minimum tax" means the minimum tax imposed by this section.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 25. Minnesota Statutes 2008, section 290.0921, subdivision 3, is amended to read:

Subd. 3. Alternative minimum taxable income. "Alternative minimum taxable
income" is Minnesota net income as defined in section 290.01, subdivision 19, and
includes the adjustments and tax preference items in sections 56, 57, 58, and 59(d), (e),
(f), and (h) of the Internal Revenue Code. If a corporation files a separate company
Minnesota tax return, the minimum tax must be computed on a separate company basis.
If a corporation is part of a tax group filing a unitary return, the minimum tax must be
computed on a unitary basis. The following adjustments must be made.

(1) For purposes of the depreciation adjustments under section 56(a)(1) and
56(g)(4)(A) of the Internal Revenue Code, the basis for depreciable property placed in
service in a taxable year beginning before January 1, 1990, is the adjusted basis for federal
income tax purposes, including any modification made in a taxable year under section
290.01, subdivision 19e, or Minnesota Statutes 1986, section 290.09, subdivision 7,
paragraph (c).

For taxable years beginning after December 31, 2000, the amount of any remaining
modification made under section 290.01, subdivision 19¢, or Minnesota Statutes 1986,
section 290.09, subdivision 7, paragraph (c), not previously deducted is a depreciation
allowance in the first taxable year after December 31, 2000.

(2) The portion of the depreciation deduction allowed for federal income tax

purposes under section 168(k) of the Internal Revenue Code that is required as an
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addition under section 290.01, subdivision 19c, clause (15), is disallowed in determining
alternative minimum taxable income.

(3) The subtraction for depreciation allowed under section 290.01, subdivision
19d, clause (38y (17), is allowed as a depreciation deduction in determining alternative
minimum taxable income.

(4) The alternative tax net operating loss deduction under sections 56(a)(4) and 56(d)
of the Internal Revenue Code does not apply.

(5) The special rule for certain dividends under section 56(g)(4)(C)(ii) of the Internal
Revenue Code does not apply.

(6) The special rule for dividends from section 936 companies under section
56(g)(4)(C)(ii1) does not apply.

(7) The tax preference for depletion under section 57(a)(1) of the Internal Revenue
Code does not apply.

(8) The tax preference for intangible drilling costs under section 57(a)(2) of the
Internal Revenue Code must be calculated without regard to subparagraph (E) and the
subtraction under section 290.01, subdivision 19d, clause (4).

(9) The tax preference for tax exempt interest under section 57(a)(5) of the Internal
Revenue Code does not apply.

(10) The tax preference for charitable contributions of appreciated property under
section 57(a)(6) of the Internal Revenue Code does not apply.

(11) For purposes of calculating the tax preference for accelerated depreciation or
amortization on certain property placed in service before January 1, 1987, under section
57(a)(7) of the Internal Revenue Code, the deduction allowable for the taxable year is the
deduction allowed under section 290.01, subdivision 19e.

For taxable years beginning after December 31, 2000, the amount of any remaining
modification made under section 290.01, subdivision 19e, not previously deducted is a
depreciation or amortization allowance in the first taxable year after December 31, 2004.

(12) For purposes of calculating the adjustment for adjusted current earnings in
section 56(g) of the Internal Revenue Code, the term "alternative minimum taxable
income" as it is used in section 56(g) of the Internal Revenue Code, means alternative
minimum taxable income as defined in this subdivision, determined without regard to the
adjustment for adjusted current earnings in section 56(g) of the Internal Revenue Code.

(13) For purposes of determining the amount of adjusted current earnings under
section 56(g)(3) of the Internal Revenue Code, no adjustment shall be made under section
56(g)(4) of the Internal Revenue Code with respect to (i) the amount of foreign dividend

gross-up subtracted as provided in section 290.01, subdivision 19d, clause (1), or (ii) the
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amount of refunds of income, excise, or franchise taxes subtracted as provided in section

290.01, subdivision 19d, clause (9);-ot-tiit fes; 1

(14) Alternative minimum taxable income includes Minnesota development

subsidies.
Items of tax preference must not be reduced below zero as a result of the

modifications in this subdivision.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2009, except the changes to clauses (3) and (13) and the new clause (14) are

effective for taxable years beginning after December 31, 2008.

Sec. 26. Minnesota Statutes 2008, section 290.0922, subdivision 1, is amended to read:
Subdivision 1. Imposition. (a) In addition to the tax imposed by this chapter without
regard to this section, the franchise tax imposed on a corporation required to file under
section 289A.08, subdivision 3, other than a corporation treated as an "S" corporation

under section 290.9725 for the taxable year includes a tax equal to the following amounts:

If the sum of the corporation's Minnesota
property, payrolls, and sales or receipts

1s: the tax equals:

tessthan $  566;0060 $ 6
$ 566000t0 § 999999 $ 166
§ 1666:666t0 § 4999999 $ 366
§ 5000,666t0 § 99997999 $ +066
§ 16;000;666t0 $19;999;999 $ 2;000
$ 26;606;000-ormore % 5000

less than $ 830,000 $ 0
$ 830,000t0 $ 1,659,999 $ 170
$ 1,660,000t0 $ 8,319,999 $ 500
$ 8,320,000 to $ 16,649,999 $ 1,660
$ 16,650,000 to $ 33,299,999 $ 3,330
$ 33,300,000 or more $ 8,320
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(b) A tax is imposed for each taxable year on a corporation required to file a return
under section 289A.12, subdivision 3, that is treated as an "S" corporation under section
290.9725 and on a partnership required to file a return under section 289A.12, subdivision
3, other than a partnership that derives over 80 percent of its income from farming. The
tax imposed under this paragraph is due on or before the due date of the return for the
taxpayer due under section 289A.18, subdivision 1. The commissioner shall prescribe
the return to be used for payment of this tax. The tax under this paragraph is equal to

the following amounts:

If the sum of the S corporation's or
partnership's Minnesota property,

payrolls, and sales or receipts is: the tax equals:

fessthan $ 566,660 $ 0
$ 56066866t0 § 999999 $ 166
§ 1666:666t0 § 4999999 $ 366
§ 5000,666t0 § 99997999 $ 666
$ 16,606,006t $ 19,999,999 $ 2,600
$ 26;606;000-ormore % 5000

less than $ 830,000 $ 0
$ 830,000t0 $ 1,659,999 $ 170
$ 1,660,000t0 $ 8,319,999 $ 500
$ 8,320,000to $ 16,649,999 $ 1,660
$ 16,650,000 to  $ 33,299,999 $ 3,330
$ 33,300,000 or more $ 8,320

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2008.

Sec. 27. Minnesota Statutes 2008, section 290.0922, subdivision 3, is amended to read:
Subd. 3. Definitions. (a) "Minnesota sales or receipts" means the total sales
apportioned to Minnesota pursuant to section 290.191, subdivision 5, the total receipts
attributed to Minnesota pursuant to section 290.191, subdivisions 6 to 8, and/or the
total sales or receipts apportioned or attributed to Minnesota pursuant to any other
apportionment formula applicable to the taxpayer.

(b) "Minnesota property" means total Minnesota tangible property as provided in

section 290.191, subdivisions 9 to 11, any other tangible property located in Minnesota;
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. Intangible
property shall not be included in Minnesota property for purposes of this section.
Taxpayers who do not utilize tangible property to apportion income shall nevertheless
include Minnesota property for purposes of this section. On a return for a short taxable
year, the amount of Minnesota property owned, as determined under section 290.191,
shall be included in Minnesota property based on a fraction in which the numerator is the
number of days in the short taxable year and the denominator is 365.

(c) "Minnesota payrolls" means total Minnesota payrolls as provided in section

290.191, subdivision 12

46932 subdrvistonr9. Taxpayers who do not utilize payrolls to apportion income shall

nevertheless include Minnesota payrolls for purposes of this section.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2009.

Sec. 28. Minnesota Statutes 2008, section 290.0922, is amended by adding a
subdivision to read:

Subd. 5. Inflation adjustment. The commissioner shall adjust the dollar amounts

of both the fee and the property, payrolls, and sales or receipts thresholds in subdivision

1 by the percentage determined pursuant to the provisions of section 1(f) of the Internal

Revenue Code, except that in section 1(f)(3)(B) the word "2008" must be substituted for

the word "1992." For 2010, the commissioner shall then determine the percent change from

the 12 months ending on August 31, 2008, to the 12 months ending on August 31, 2009,

and in each subsequent year, from the 12 months ending on August 31, 2008, to the 12

months ending on August 31 of the year preceding the taxable year. The determination of

the commissioner pursuant to this subdivision is not a "rule" subject to the Administrative

Procedure Act contained in chapter 14. The fee amounts as adjusted must be rounded to

the nearest $10 and the threshold amounts must be adjusted to the nearest $10,000. For

fee amounts that end in $5, the amount is rounded up to the nearest $10 and for threshold

amounts that end in $5,000, the amount is rounded up to the nearest $10,000.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2009.
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Sec. 29. Minnesota Statutes 2008, section 290.17, subdivision 2, is amended to read:

Subd. 2. Income not derived from conduct of a trade or business. The income of
a taxpayer subject to the allocation rules that is not derived from the conduct of a trade or
business must be assigned in accordance with paragraphs (a) to (f):

(a)(1) Subject to paragraphs (a)(2) and (a)(3), income from wages as defined in
section 3401(a) and (f) of the Internal Revenue Code is assigned to this state if, and to the
extent that, the work of the employee is performed within it; all other income from such
sources is treated as income from sources without this state.

Severance pay shall be considered income from labor or personal or professional
services.

(2) In the case of an individual who is a nonresident of Minnesota and who is an
athlete or entertainer, income from compensation for labor or personal services performed
within this state shall be determined in the following manner:

(1) The amount of income to be assigned to Minnesota for an individual who is a
nonresident salaried athletic team employee shall be determined by using a fraction in
which the denominator contains the total number of days in which the individual is under
a duty to perform for the employer, and the numerator is the total number of those days
spent in Minnesota. For purposes of this paragraph, off-season training activities, unless
conducted at the team's facilities as part of a team imposed program, are not included in
the total number of duty days. Bonuses earned as a result of play during the regular season
or for participation in championship, play-off, or all-star games must be allocated under
the formula. Signing bonuses are not subject to allocation under the formula if they are
not conditional on playing any games for the team, are payable separately from any other
compensation, and are nonrefundable; and

(i1) The amount of income to be assigned to Minnesota for an individual who is a
nonresident, and who is an athlete or entertainer not listed in clause (i), for that person's
athletic or entertainment performance in Minnesota shall be determined by assigning to
this state all income from performances or athletic contests in this state.

(3) For purposes of this section, amounts received by a nonresident as "retirement
income" as defined in section (b)(1) of the State Income Taxation of Pension Income
Act, Public Law 104-95, are not considered income derived from carrying on a trade
or business or from wages or other compensation for work an employee performed in
Minnesota, and are not taxable under this chapter.

(b) Income or gains from tangible property located in this state that is not employed

in the business of the recipient of the income or gains must be assigned to this state.
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(c) Income or gains from intangible personal property not employed in the business
of the recipient of the income or gains must be assigned to this state if the recipient of the
income or gains is a resident of this state or is a resident trust or estate.

Gain on the sale of a partnership interest is allocable to this state in the ratio of the
original cost of partnership tangible property in this state to the original cost of partnership
tangible property everywhere, determined at the time of the sale. If more than 50 percent
of the value of the partnership's assets consists of intangibles, gain or loss from the sale
of the partnership interest is allocated to this state in accordance with the sales factor of
the partnership for its first full tax period immediately preceding the tax period of the
partnership during which the partnership interest was sold.

Gain on the sale of an interest in a single member limited liability company that

is disregarded for federal income tax purposes is allocable to this state as if the single

member limited liability company did not exist and the assets of the limited liability

company are personally owned by the sole member.

Gain on the sale of goodwill or income from a covenant not to compete that is
connected with a business operating all or partially in Minnesota is allocated to this state
to the extent that the income from the business in the year preceding the year of sale was
assignable to Minnesota under subdivision 3.

When an employer pays an employee for a covenant not to compete, the income
allocated to this state is in the ratio of the employee's service in Minnesota in the calendar
year preceding leaving the employment of the employer over the total services performed
by the employee for the employer in that year.

(d) Income from winnings on a bet made by an individual while in Minnesota is
assigned to this state. In this paragraph, "bet" has the meaning given in section 609.75,
subdivision 2, as limited by section 609.75, subdivision 3, clauses (1), (2), and (3).

(e) All items of gross income not covered in paragraphs (a) to (d) and not part of the
taxpayer's income from a trade or business shall be assigned to the taxpayer's domicile.

(f) For the purposes of this section, working as an employee shall not be considered

to be conducting a trade or business.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 30. Minnesota Statutes 2008, section 290.17, subdivision 4, is amended to read:

Subd. 4. Unitary business principle. (a) If a trade or business conducted wholly
within this state or partly within and partly without this state is part of a unitary business,

the entire income of the unitary business is subject to apportionment pursuant to section

290.191. Notwithstanding subdivision 2, paragraph (c), none of the income of a unitary
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business is considered to be derived from any particular source and none may be allocated
to a particular place except as provided by the applicable apportionment formula. The
provisions of this subdivision do not apply to business income subject to subdivision 5,
income of an insurance company, or income of an investment company determined under
section 290.36.

(b) The term "unitary business" means business activities or operations which
result in a flow of value between them. The term may be applied within a single legal
entity or between multiple entities and without regard to whether each entity is a sole
proprietorship, a corporation, a partnership or a trust.

(c) Unity is presumed whenever there is unity of ownership, operation, and use,
evidenced by centralized management or executive force, centralized purchasing,
advertising, accounting, or other controlled interaction, but the absence of these
centralized activities will not necessarily evidence a nonunitary business. Unity is also
presumed when business activities or operations are of mutual benefit, dependent upon or
contributory to one another, either individually or as a group.

(d) Where a business operation conducted in Minnesota is owned by a business
entity that carries on business activity outside the state different in kind from that
conducted within this state, and the other business is conducted entirely outside the state, it
is presumed that the two business operations are unitary in nature, interrelated, connected,
and interdependent unless it can be shown to the contrary.

(e) Unity of ownership is not deemed to exist when a corporation is involved unless
that corporation is a member of a group of two or more business entities and more than 50
percent of the voting stock of each member of the group is directly or indirectly owned
by a common owner or by common owners, either corporate or noncorporate, or by one
or more of the member corporations of the group. For this purpose, the term "voting
stock" shall include membership interests of mutual insurance holding companies formed
under section 66A.40.

(f) The net income and apportionment factors under section 290.191 or 290.20 of
foreign corporations and other foreign entities which are part of a unitary business shall

not be included in the net income or the apportionment factors of the unitary business.

A foreign corporation or other foreign entity which is required to file a return under this

chapter shall file on a separate return basis. Thenettrcome-and-apporttonmenttactors
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thy (g) For purposes of determining the net income of a unitary business and the

factors to be used in the apportionment of net income pursuant to section 290.191 or

290.20, there must be included only the income and apportionment factors of domestic

corporations or other domestic entities other-thatforetgroperatingcorporattons that are

determined to be part of the unitary business pursuant to this subdivision, notwithstanding

that foreign corporations or other foreign entities might be included in the unitary business.
1y (h) Deductions for expenses, interest, or taxes otherwise allowable under

this chapter that are connected with or allocable against dividends;deemed-dividends

296-0+subdivistonr19d;<ctatse(10); shall not be disallowed.
1 (1) Each corporation or other entity, except a sole proprietorship, that is part of

a unitary business must file combined reports as the commissioner determines. On the
reports, all intercompany transactions between entities included pursuant to paragraph
) (g) must be eliminated and the entire net income of the unitary business determined in
accordance with this subdivision is apportioned among the entities by using each entity's

Minnesota factors for apportionment purposes in the numerators of the apportionment
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formula and the total factors for apportionment purposes of all entities included pursuant
to paragraph thy (g) in the denominators of the apportionment formula.

& (j) If a corporation has been divested from a unitary business and is included in a
combined report for a fractional part of the common accounting period of the combined
report:

(1) its income includable in the combined report is its income incurred for that part
of the year determined by proration or separate accounting; and

(2) its sales, property, and payroll included in the apportionment formula must

be prorated or accounted for separately.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008.

Sec. 31. Minnesota Statutes 2008, section 290.191, subdivision 2, is amended to read:
Subd. 2. Apportionment formula of general application. tay Except for those
trades or businesses required to use a different formula under subdivision 3 or section
290.36, and for those trades or businesses that receive permission to use some other
method under section 290.20 or under subdivision 4, a trade or business required to

apportion its net income must apportion its income to this state on the basis of the

e percentage which
the sales made within this state in connection with the trade or business during the tax
period are of the total sales wherever made in connection with the trade or business during

the tax periods:.
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duringcalendar-year pereent pereent pereent
2007+ 78 + +H
2668 8t 95 5
26069 84 8 8
26016 8F &5 65
26+ 96 5 5
2012 93 35 35
26143 96 2 2
20+H4-andHatercatendar-years 166 6 o

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008.

Sec. 32. Minnesota Statutes 2008, section 290.191, subdivision 3, is amended to read:
Subd. 3. Apportionment formula for financial institutions. Except for an
investment company required to apportion its income under section 290.36, a financial

institution that is required to apportion its net income must apportion its net income to this

state on the basis of the percentage obtammedby-takimng-the-stmrot:

pereentage which the receipts from within this state in connection with the trade or
business during the tax period are of the total receipts in connection with the trade or

business during the tax period, from wherever deriveds.

EFFECTIVE DATE. This section is effective for taxable years beginning after

December 31, 2008.
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Sec. 33. Minnesota Statutes 2008, section 290A.03, subdivision 3, as amended by
Laws 2009, chapter 12, article 1, section 9, is amended to read:

Subd. 3. Income. (1) "Income" means the sum of the following:

(a) federal adjusted gross income as defined in the Internal Revenue Code; and

(b) the sum of the following amounts to the extent not included in clause (a):

(1) all nontaxable income;

(i1) the amount of a passive activity loss that is not disallowed as a result of section
469, paragraph (1) or (m) of the Internal Revenue Code and the amount of passive activity
loss carryover allowed under section 469(b) of the Internal Revenue Code;

(ii1) an amount equal to the total of any discharge of qualified farm indebtedness
of a solvent individual excluded from gross income under section 108(g) of the Internal
Revenue Code;

(iv) cash public assistance and relief;

(v) any pension or annuity (including railroad retirement benefits, all payments
received under the federal Social Security Act, Supplemental Security Income, and
veterans benefits), which was not exclusively funded by the claimant or spouse, or which
was funded exclusively by the claimant or spouse and which funding payments were
excluded from federal adjusted gross income in the years when the payments were made;

(vi) interest received from the federal or a state government or any instrumentality
or political subdivision thereof;

(vil) workers' compensation;

(viii) nontaxable strike benefits;

(ix) the gross amounts of payments received in the nature of disability income or
sick pay as a result of accident, sickness, or other disability, whether funded through
insurance or otherwise;

(x) a lump-sum distribution under section 402(e)(3) of the Internal Revenue Code of
1986, as amended through December 31, 1995;

(x1) contributions made by the claimant to an individual retirement account,
including a qualified voluntary employee contribution; simplified employee pension plan;
self-employed retirement plan; cash or deferred arrangement plan under section 401(k)
of the Internal Revenue Code; or deferred compensation plan under section 457 of the
Internal Revenue Code;

(xi1) nontaxable scholarship or fellowship grants;

(xiii) the amount of deduction allowed under section 199 of the Internal Revenue

Code;
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(xiv) the amount of deduction allowed under section 220 or 223 of the Internal
Revenue Code;

(xv) the amount of tuition expenses required to be added to income under section
290.01, subdivision 19a, clause (12); and

(xvi) the amount deducted for certain expenses of elementary and secondary school
teachers under section 62(a)(2)(D) of the Internal Revenue Code; and

(xvil) unemployment compensation.

In the case of an individual who files an income tax return on a fiscal year basis, the
term "federal adjusted gross income" shall mean federal adjusted gross income reflected
in the fiscal year ending in the calendar year. Federal adjusted gross income shall not be
reduced by the amount of a net operating loss carryback or carryforward or a capital loss
carryback or carryforward allowed for the year.

(2) "Income" does not include:

(a) amounts excluded pursuant to the Internal Revenue Code, sections 101(a) and
102;

(b) amounts of any pension or annuity which was exclusively funded by the claimant
or spouse and which funding payments were not excluded from federal adjusted gross
income in the years when the payments were made;

(c) surplus food or other relief in kind supplied by a governmental agency;

(d) relief granted under this chapter;

(e) child support payments received under a temporary or final decree of dissolution
or legal separation; or

(f) restitution payments received by eligible individuals and excludable interest as
defined in section 803 of the Economic Growth and Tax Relief Reconciliation Act of
2001, Public Law 107-16.

(3) The sum of the following amounts may be subtracted from income:

(a) for the claimant's first dependent, the exemption amount multiplied by 1.4;

(b) for the claimant's second dependent, the exemption amount multiplied by 1.3;

(c) for the claimant's third dependent, the exemption amount multiplied by 1.2;

(d) for the claimant's fourth dependent, the exemption amount multiplied by 1.1;

(e) for the claimant's fifth dependent, the exemption amount; and

(f) if the claimant or claimant's spouse was disabled or attained the age of 65
on or before December 31 of the year for which the taxes were levied or rent paid, the

exemption amount.
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For purposes of this subdivision, the "exemption amount" means the exemption
amount under section 151(d) of the Internal Revenue Code for the taxable year for which

the income is reported.

EFFECTIVE DATE. This section is effective for property tax refunds based on

property taxes payable after December 31, 2009, and rent paid after December 31, 2008,

and thereafter.

Sec. 34. Minnesota Statutes 2008, section 290A.03, subdivision 15, as amended by
Laws 2009, chapter 12, article 1, section 10, is amended to read:
Subd. 15. Internal Revenue Code. "Internal Revenue Code" means the Internal

Revenue Code of 1986, as amended through Beeember-31+-2068 March 31, 2009.

EFFECTIVE DATE. This section is effective for property tax refunds based on

property taxes payable after December 31, 2009, and rent paid after December 31, 2008,

and thereafter.

Sec. 35. Minnesota Statutes 2008, section 291.005, subdivision 1, as amended by Laws
2009, chapter 12, article 1, section 11, is amended to read:

Subdivision 1. Scope. Unless the context otherwise clearly requires, the following
terms used in this chapter shall have the following meanings:

(1) "Federal gross estate" means the gross estate of a decedent as valued and
otherwise determined for federal estate tax purposes by federal taxing authorities pursuant
to the provisions of the Internal Revenue Code.

(2) "Minnesota gross estate" means the federal gross estate of a decedent after (a)
excluding therefrom any property included therein which has its situs outside Minnesota,
and (b) including therein any property omitted from the federal gross estate which is
includable therein, has its situs in Minnesota, and was not disclosed to federal taxing
authorities.

(3) "Personal representative" means the executor, administrator or other person
appointed by the court to administer and dispose of the property of the decedent. If there
is no executor, administrator or other person appointed, qualified, and acting within this
state, then any person in actual or constructive possession of any property having a situs in
this state which is included in the federal gross estate of the decedent shall be deemed
to be a personal representative to the extent of the property and the Minnesota estate tax

due with respect to the property.

Article 1 Sec. 35. 44



45.1

45.2

45.3

45.4

45.5

45.6

45.7

45.8

45.9

45.10

45.11

45.12

45.13

45.14

45.15

45.16

45.17

45.18

45.19

45.20

45.21

45.22

45.23

45.24

45.25

45.26

45.27

45.28

45.29

45.30

45.31

45.32

45.33

45.34

45.35

04/22/2009 FIRST ENGROSSMENT IC H2323-1

(4) "Resident decedent" means an individual whose domicile at the time of death
was in Minnesota.

(5) "Nonresident decedent" means an individual whose domicile at the time of
death was not in Minnesota.

(6) "Situs of property" means, with respect to real property, the state or country in
which it is located; with respect to tangible personal property, the state or country in which
it was normally kept or located at the time of the decedent's death; and with respect to
intangible personal property, the state or country in which the decedent was domiciled

at death. For a nonresident decedent with an ownership interest in a pass-through entity

with assets that include real or tangible personal property, situs of the real or tangible

personal property is determined as if the pass-through entity does not exist and the real

or tangible personal property is personally owned by the decedent. If the pass-through

entity is owned by a person or persons in addition to the decedent, ownership of the

property is attributed to the decedent in proportion to the decedent's capital ownership

share of the pass-through entity.

(7) "Commissioner" means the commissioner of revenue or any person to whom the
commissioner has delegated functions under this chapter.
(8) "Internal Revenue Code" means the United States Internal Revenue Code of

1986, as amended through Beeember-3+-2668 March 31, 2009.

(9) "Minnesota adjusted taxable estate" means federal adjusted taxable estate as
defined by section 2011(b)(3) of the Internal Revenue Code, increased by:

(1) the amount of deduction for state death taxes allowed under section 2058 of
the Internal Revenue Codex; and

(i1) the amount of taxable gifts as defined in section 292.16 and made by the

decedent within three years of the decedent's date of death.

(10) "Pass-through entity" includes the following:

(1) an entity electing S corporation status under section 1362 of the Internal Revenue

Code;

(i1) an entity taxed as a partnership under subchapter K of the Internal Revenue Code;

(i11) a single member limited liability company or similar entity, regardless of

whether it is taxed as an association or is disregarded for federal income tax purposes

under Code of Federal Regulations, title 26, section 301.7701-3; or
(iv) a trust.

EFFECTIVE DATE. This section is effective the day following final enactment,

except the changes incorporated by federal changes are effective at the same time as the
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changes were effective for federal purposes, and except that the changes to clauses (6) to

(10) are effective for decedents dying after December 31, 2008.

Sec. 36. Minnesota Statutes 2008, section 291.03, subdivision 1, is amended to read:
Subdivision 1. Tax amount. (a) The tax imposed shall be an amount equal to the
proportion of the maximum credit for state death taxes computed under section 2011 of
the Internal Revenue Code, but using Minnesota adjusted taxable estate instead of federal
adjusted taxable estate, as the Minnesota gross estate bears to the value of the federal

gross estate. The tax is reduced by the gift tax paid by the decedent under section 292.17

on gifts included in the Minnesota adjusted eross estate.

(b) The tax determined under this subdivision must not be greater than the sum of
the following amounts multiplied by a fraction, the numerator of which is the Minnesota
gross estate and the denominator of which is the federal gross estate:

(1) the rates and brackets under section 2001(c) of the Internal Revenue Code
multiplied by the sum of:

(1) the taxable estate, as defined under section 2051 of the Internal Revenue Code;
plus

(i1) adjusted taxable gifts, as defined in section 2001(b) of the Internal Revenue
Code; less

(2) the amount of tax allowed under section 2001(b)(2) of the Internal Revenue
Code; and less

(3) the federal credit allowed under section 2010 of the Internal Revenue Code.

(c) For purposes of this subdivision, "Internal Revenue Code" means the Internal

Revenue Code of 1986, as amended through December 31, 2000.

EFFECTIVE DATE. This section is effective for decedents dying after December
31, 2008.

Sec. 37. [292.16] DEFINITIONS.

(a) For purposes of this chapter, the following definitions apply.

(b) The definitions of terms defined in section 291.005 apply.

(c) "Taxable gifts" means:

(1) the transfers by gift which are included in taxable gifts for federal gift tax

purposes under the following sections of the Internal Revenue Code:

(1) section 2503;

(i1) sections 2511 to 2514; and

(i11) sections 2516 to 2519; less

Article 1 Sec. 37. 46



47.1

47.2

47.3

47.4

47.5

47.6

47.7

47.8

479

47.10

47.11

47.12

47.13

47.14

47.15

47.16

47.17

47.18

47.19

47.20

47.21

47.22

47.23

47.24

47.25

47.26

47.27

47.28

47.29

47.30

47.31

47.32

47.33

04/22/2009 FIRST ENGROSSMENT IC H2323-1

(2) the deductions allowed in sections 2522 to 2524 of the Internal Revenue Code.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.

Sec. 38. [292.17] GIFT TAX.

Subdivision 1. Imposition. (a) A tax is imposed on the transfer of property by gift

by any individual resident or nonresident in an amount equal to ten percent of the amount

of the taxable gift.

(b) The donor is liable for payment of the tax. If the gift tax is not paid when due,

the recipient of any gift is personally liable for the tax to the extent of the value of the gift.

Subd. 2. Lifetime credit. A credit of $100,000 is allowed against the tax imposed

under this section. This credit applies to the cumulative amount of taxable gifts made

by the donor during the donor's lifetime.

Subd. 3. Out-of-state gifts. Taxable gifts exclude the transfer of tangible personal

property and real property having a situs outside this state.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.

Sec. 39. [292.18] RETURNS.

(a) Any individual who makes a taxable gift during the taxable year shall file a gift

tax return in the form and manner prescribed by the commissioner.

(b) If the donor dies before filing the return, the executor of the donor's will or

the administrator of the donor's estate shall file the return. If the donor becomes legally

incompetent before filing the return, the guardian or conservator shall file the return.

(¢) The return must include:

(1) each gift made during the calendar year which is to be included in computing the

taxable gifts;

(2) the deductions claimed and allowable under section 292.16, paragraph (c),

clause (2);

(3) a description of the gift, and the donee's name, address, and Social Security

number;

(4) the fair market value of gifts not made in money; and

(5) any other information the commissioner requires to administer the gift tax.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.
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Sec. 40. [292.19] FILING REQUIREMENTS.

Gift tax returns must be filed by the April 15 following the close of the calendar

year, except if a gift is made during the calendar year in which the donor dies, the return

for the donor must be filed by the last date, including extensions, for filing the gift tax

return for federal gift tax purposes for the donor.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.

Sec. 41. [292.20] APPRAISAL OF PROPERTY; DECLARATION BY DONOR.

The commissioner may require the donor or the donee to show the property subject

to the tax under section 292.17 to the commissioner upon demand and may employ

a suitable person to appraise the property. The donor shall submit a declaration, in a

form prescribed by the commissioner and including any certification required by the

commissioner, that the property shown by the donor on the gift tax return includes all of

the property transferred by gift for the calendar year and not excluded from taxable gifts

under section 292.16, paragraph (c), clause (2).

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.

Sec. 42. [292.21] ADMINISTRATIVE PROVISIONS.

Subdivision 1. Payment of tax; penalty for late payment. The tax imposed under

section 292.17 is due and payable to the commissioner by the April 15 following the close

of the calendar year during which the gift was made. The return required under section

292.18 must be included with the payment. If a taxable gift is made during the calendar

year in which the donor dies, the due date is the last date, including extensions, for filing

the gift tax return for federal gift tax purposes for the donor. If any person fails to pay the

tax due within the time specified under this section, a penalty applies equal to ten percent

of the amount due and unpaid or $100, whichever is greater. The unpaid tax and penalty

bear interest at the rate under section 270C.40 from the due date of the return.

Subd. 2. Extensions. The commissioner may, for good cause, extend the time for

filing a gift tax return, if a written request is filed with a tentative return accompanied by a

payment of the tax, which is estimated in the tentative return, on or before the last day for

filing the return. Any person to whom an extension is granted must pay, in addition to the

tax, interest at the rate under section 270C.40 from the date on which the tax would have

been due without the extension.
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Subd. 3. Changes in federal gift tax. If the amount of a taxpayer's taxable gifts

for federal gift tax purposes, as reported on the taxpayer's federal gift tax return for any

calendar year, is changed or corrected by the Internal Revenue Service or other officer

of the United States or other competent authority, the taxpayer shall report the change or

correction in federal taxable gifts within 180 days after the final determination of the

change or correction, and concede the accuracy of the determination or provide a letter

detailing how the federal determination is incorrect or does not change the Minnesota

oift tax. Any taxpayer filing an amended federal gift tax return shall also file within

180 days an amended return under this chapter and shall include any information the

commissioner requires. The time for filing the report or amended return may be extended

by the commissioner upon due cause shown. Notwithstanding any limitation of time in

this chapter, if, upon examination, the commissioner finds that the taxpayer is liable for

the payment of an additional tax, the commissioner shall, within a reasonable time from

the receipt of the report or amended return, notify the taxpayer of the amount of additional

tax, together with interest computed at the rate under section 270C.40 from the date when

the original tax was due and payable. Within 30 days of the mailing of the notice, the

taxpayer shall pay the commissioner the amount of the additional tax and interest. If, upon

examination of the report or amended return and related information, the commissioner

finds that the taxpayer has overpaid the tax due the state, the commissioner shall refund

the overpayment to the taxpayer.

Subd. 4. Application of federal rules. In administering the tax under this chapter,

the commissioner shall apply the provisions of sections 2701 to 2704 of the Internal

Revenue Code. The words "secretary or his delegate," as used in those sections of the

Internal Revenue Code, means the commissioner.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.

Sec. 43. [292.22] CREDIT AGAINST ESTATE TAX.

A credit is allowed against the estate tax imposed under chapter 291 in the amount

of any tax imposed and paid under this chapter for a gift includable in the Minnesota

adjusted taxable estate of the donor under section 291.005.

EFFECTIVE DATE. This section is effective for taxable gifts made after June
30, 2009.
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Sec. 44. Minnesota Statutes 2008, section 469.315, is amended to read:

469.315 TAX INCENTIVES AVAILABLE IN ZONES.
Qualified businesses that operate in a job opportunity building zone, individuals who
invest in a qualified business that operates in a job opportunity building zone, and property

located in a job opportunity building zone qualify for:

35 (1) exemption from the state sales and use tax and any local sales and use taxes
on qualifying purchases as provided in section 297A.68, subdivision 37;

4 (2) exemption from the state sales tax on motor vehicles and any local sales tax
on motor vehicles as provided under section 297B.03;

59 (3) exemption from the property tax as provided in section 272.02, subdivision
64;

6y (4) exemption from the wind energy production tax under section 272.029,
subdivision 7; and

A (5) the jobs credit allowed under section 469.318.

EFFECTIVE DATE. This section is effective for taxable years beginning after
December 31, 2009.

Sec. 45. Minnesota Statutes 2008, section 469.3192, is amended to read:

469.3192 PROHIBITION AGAINST AMENDMENTS TO BUSINESS
SUBSIDY AGREEMENT.

(a) Except as authorized under paragraphs (b) and (c) or section 469.3191, under

no circumstance shall terms of any agreement required as a condition for eligibility for
benefits listed under section 469.315 be amended to change job creation, job retention,
or wage goals included in the agreement.

(b) A business may elect to void a business subsidy agreement permitting it to

qualify for benefits listed under section 469.315 within 30 days after enactment of section

46, effective for obligations under the agreement that apply to periods after December 31,

2008. The authority to void an agreement expires 180 days after enactment of section 47.

(c) A business that does not elect to void an agreement under paragraph (b) may

negotiate a modified or new business subsidy agreement to reflect the state's repeal of the

benefits of the individual income and corporate franchise tax exemptions under sections

469.316 and 469.317.

EFFECTIVE DATE. This section is effective the day following final enactment.
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Sec. 46. REVISOR'S INSTRUCTION.

The revisor of statutes shall identify and correct internal cross-references to sections

that are affected by section 47. The revisor may make changes necessary to correct the

punctuation, grammar, or structure of the remaining text to preserve its meaning.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 47. REPEALER.

(a) Minnesota Statutes 2008, sections 289A.50, subdivision 10; 290.01, subdivision

6b; 290.06, subdivisions 33 and 34; 290.067, subdivisions 1, 2, 2a, 2b, 3, and 4; 290.0672;

290.0674; 290.0679; 290.0802; 290.0921, subdivision 7; 290.191, subdivision 4; and

290.491, and Laws 2009, chapter 3, section 1; and Laws 2009, chapter 12, article 1,

section 8, are repealed.

(b) Minnesota Statutes 2008, sections 272.02, subdivision 83; 290.06, subdivisions

24, 28, 30, 31, and 32; 297A.68, subdivisions 38 and 41; 469.316; 469.317; 469.321;
469.3215; 469.322; 469.323; 469.324; 469.325; 469.326; 469.327; 469.328; 469.329;
469.330; 469.331; 469.332; 469.333; 469.334; 469.335; 469.336; 469.337; 469.338;
469.339; 469.340; and 469.341, are repealed.

EFFECTIVE DATE. Paragraph (a) is effective for taxable years beginning after

December 31, 2008. Paragraph (b) is effective for taxable years beginning after December

31, 2009.

ARTICLE 2
COUNTY REVENUE REFORM

Section 1. Minnesota Statutes 2008, section 275.70, subdivision 3, is amended to read:

Subd. 3. Local governmental unit. "Local governmental unit" means a county;ora

EFFECTIVE DATE. This section is effective for taxes levied in calendar year
2009, payable in 2010 and thereafter.

Sec. 2. Minnesota Statutes 2008, section 275.71, subdivision 2, is amended to read:
Subd. 2. Levy limit base. tay The levy limit base for a local governmental unit for
taxes levied in 2008 is its levy aid base from the previous year, subject to any adjustments

under section 275.72. For taxes levied in 2009 and-26146, the levy limit base for a local
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governmental unit is its adjusted levy limit base in the previous year, subject to any

adjustments under section 275.72.

EFFECTIVE DATE. This section is effective for taxes levied in calendar year
2009, payable in 2010 and thereafter.

Sec. 3. Minnesota Statutes 2008, section 275.71, subdivision 4, is amended to read:
Subd. 4. Adjusted levy limit base. For taxes levied in 2008 throttgh-26+6 and 2009,
the adjusted levy limit base is equal to the levy limit base computed under subdivision 2
or section 275.72, multiplied by:
(1) one plus the lesser of 3.9 percent or the percentage growth in the implicit price
deflator;

(2) one plus a percentage equal to 50 percent of the percentage increase in the number
of households, if any, for the most recent 12-month period for which data is available; and
(3) one plus a percentage equal to 50 percent of the percentage increase in the
taxable market value of the jurisdiction due to new construction of class 3 property, as
defined in section 273.13, subdivision 4, except for state-assessed utility and railroad

property, for the most recent year for which data is available.

EFFECTIVE DATE. This section is effective for taxes levied in calendar year
2009, payable in 2010 and thereafter.

Sec. 4. Minnesota Statutes 2008, section 275.71, subdivision 5, is amended to read:
Subd. 5. Property tax levy limit. For taxes levied in 2608-throtgh26+6 2009, the
property tax levy limit for a local governmental unit is equal to its adjusted levy limit
base determined under subdivision 4 plus any additional levy authorized under section
275.73, which is levied against net tax capacity, reduced by the sum of (i) the total amount
of aids and reimbursements that the local governmental unit is certified to receive under

sections 477A.011 to 477A.014, (i1) the amount of aid reduction under section 477A.0124,

subdivision 6, paragraph (c), (iii) taconite aids under sections 298.28 and 298.282

including any aid which was required to be placed in a special fund for expenditure in the
next succeeding year, t1ty (iv) estimated payments to the local governmental unit under
section 272.029, adjusted for any error in estimation in the preceding year, and vy (v)

aids under section 477A.16.

EFFECTIVE DATE. This section is effective for taxes levied in calendar year
2009, payable in 2010 and thereafter.
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Sec. 5. Minnesota Statutes 2008, section 297A.99, subdivision 1, is amended to read:
Subdivision 1. Authorization; scope. (a) A political subdivision of this state may
impose a general sales tax (1) under section 297A.992, (2) under section 297A.993, (3)
under section 297A.994, or (4) if permitted by special law enacted prior to May 20, 2008,

or t45 (5) if the political subdivision enacted and imposed the tax before January 1, 1982,
and its predecessor provision.

(b) This section governs the imposition of a general sales tax by the political
subdivision. The provisions of this section preempt the provisions of any special law:

(1) enacted before June 2, 1997, or

(2) enacted on or after June 2, 1997, that does not explicitly exempt the special law
provision from this section's rules by reference.

(c) This section does not apply to or preempt a sales tax on motor vehicles or a
special excise tax on motor vehicles.

(d) Until after May 31, 2010, a political subdivision may not advertise, promote,
expend funds, or hold a referendum to support imposing a local option sales tax unless
it is for extension of an existing tax or the tax was authorized by a special law enacted

prior to May 20, 2008.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 6. [297A.994] COUNTY LOCAL OPTION SALES TAX.

Subdivision 1. Authorization; rates. Notwithstanding section 297A.99,

subdivisions 2, 3, and 5, or 477A.016, or any other law, a county board may, by resolution,

impose a general sales tax of one-half of one percent on sales and uses taxable under this

chapter. In addition, an excise tax of $20 per motor vehicle is imposed on motor vehicles,

purchased or acquired from any person engaged within the county in the business of selling

motor vehicles at retail if a county imposes a local sales and use tax under this section.

Subd. 2. Application of election requirement. (a) Imposition of the tax under this

section is not subject to the requirements of section 297A.99, subdivision 3.

(b) Before imposing the tax under this section, the county must publish a notice of

its intention to impose the tax and the date and time of a hearing to obtain public comment

on the matter. The notice must be published in the official newspaper of the county, or

in a newspaper of general circulation in the county. The notice must be published at

least 14 days before the date of the hearing, but not more than 28 days. Following the

public hearing the county board may determine to take no further action, or may adopt a

resolution imposing the tax.
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(c) A county may impose the tax only upon obtaining the approval of the majority

of voters voting on the question of imposing the tax, if a petition requesting a vote on

imposition of the tax is signed by voters equal to the ereater of (1) 500, or (2) ten percent

of the votes cast in the county at the last general election is filed with the county auditor

within 30 days after the public hearing. The vote on the tax may be held at a general or

special election. The commissioner of revenue shall prepare a suggested form of the

question to be presented at the election.

Subd. 3. Use of revenues. Revenues from the tax imposed under this section

must first be used to fund obligations under section 297A.9945. Remaining revenues

are deposited in the county general fund.

Subd. 4. Administration, collection, and enforcement. The administration,

collection, and enforcement of the provisions in section 297A.99, subdivisions 4, and 6 to

12, apply to a tax imposed under this section.

Subd. 5. Termination. A county may terminate a tax imposed under this section

upon resolution of the county board and notification to the commissioner of revenue, if

all obligations under section 297A.9945 have been paid.

EFFECTIVE DATE. This section is effective the day following final enactment.

Sec. 7. [297A.9945] EFFECT ON EXISTING LOCAL SALES TAXES;
SATISFACTION OF PREEXISTING OBLIGATIONS.

Subdivision 1. Preemption of preexisting local sales taxes. (a) Notwithstanding

section 297A.99 or any other law or local ordinance to the contrary, all general local

sales and use taxes in a county or a part of a county is preempted on the day that a

county local sales tax under section 297A.994 takes effect, except the following taxes

are not preempted:

(1) a local tax imposed under section 297A.992 or 297A.993;

(2) alocal sales tax authorized by special law in a city of the first class;

(3) a local sales tax authorized by a special law in a city with a population in 2007 of

at least 100,000, provided that it complies with paragraph (c¢); and

(4) a local sales tax in a county as authorized under Laws 2008, chapter 366, article

7, section 18.

(b) A local sales tax that is imposed by a city located in two or more counties is

preempted if one or more counties in which the city is located impose the county tax. A

replacement tax must be imposed under subdivision 6 in any portion of the city located in

a county that has not imposed the tax under section 297A.994.
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(c) If a city with a population in 2007 of at least 100,000 would like to maintain an

existing local sales tax, the city council must pass a resolution to that effect within two

months of the enactment of this section. The city council must provide a copy of the

resolution to the commissioner of revenue and to the county in which the city is located

within five business days of the passage of the resolution.

Subd. 2. County payment to cities; forgone sales tax revenue. (a) If a local

sales tax imposed in a city located partially or totally within a county is preempted under

subdivision 1, the county shall pay a portion of its local sales tax revenues, as provided

under subdivision 4 or 5, to the city to fund obligations allowed under the law authorizing

the city tax. The county must make these payments to the city within five business days

after it receives the revenues from the commissioner.

(b) If the local sales tax was imposed under a joint powers agreement in cities

located in more than one county, the share of the obligation to be funded by the county

must be determined under subdivision 5.

(¢) The requirement to make these payments ceases on the earliest of the following:

(1) the date on which the city tax was required to expire under the special law

authorizing it;

(2) when the city has received sufficient revenues from its tax and from payments

under this section to pay in full or to defease debt obligations issued by the city under the

law authorizing the city sales tax and to pay any additional spending obligations allowed

under the special law and not funded by the issuance of debt obligations; or

(3) the city becomes a city of the first class and imposes a city sales tax.

Subd. 3. Dedication of tax to fund county projects. If a county imposed local

sales tax is preempted under subdivision 1, the revenues from the tax imposed under

section 297A.994 are pledged first to pay and secure the bond obligations secured by and

to be paid with the revenues from the preempted county sales tax.

Subd. 4. Calculation of forgone revenue in cities located entirely within a

county. For purposes of subdivision 2, the foreone revenue to be paid to the city located

entirely in a county imposing a tax under section 297A.994 is calculated as follows:

(1) in the first 12 months after the tax is preempted, the county shall make quarterly

payments to a city entirely located within the county equal to the amount that the city

received from the commissioner of revenue from the preempted tax in the corresponding

quarter in the previous year, multiplied by a percentage equal to the percentage change in

total state sales tax revenue in the previous quarter compared to the total state sales tax

revenue for the fifth preceding quarter; and
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(2) in subsequent years, the county shall make quarterly payments to the city equal

to the payment made in the corresponding quarter in the previous year, multiplied by the

ratio of the total quarterly remittance to the county in the current year compared to the

total quarterly remittance to the county in the previous year.

Subd. 5. Calculation of forgone revenue in cities located partially within a

county. (a) For purposes of subdivision 2, the forgone revenue to be paid to the city

located partially in a county imposing a tax under section 297A.994 is calculated as

provided in this subdivision.

(b) The commissioner of revenue shall determine the percentage of the city's local

sales tax revenue attributable to transactions located in the county. The commissioner

may consult with the county and the city to determine a reasonable percentage, or the

commissioner may set the percentage equal to the percentage of the city's market value

for the most recently available assessment year of class 3 property, except utility real and

personal property located in the county. The sum of the percentage of a city's local sales

tax revenue attributable to each county in which the city is located must equal 100 percent.

The determination of the commissioner is final.

(¢) In the first 12 months after the tax is preempted, the county shall make quarterly

payments to a city partially located within the county equal to the amount that the city
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