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Preface

This report is thesixteenthtax expenditure budget prepared and submittedegsined by
Minnesota Statutest reflects Minnesota law after changes enacted0tv. It does not reflect
changes due to the federal Tax Cuts and Aabsnacted in Decemb@017.

The main purpose of the tax expenditure budget is to provide information on whichpsxieyd
decisions can be mad&he reportis also auseful referenceresource because it contains an
explanation and history for each provision, as well as staffimpact.

An essential starting point for using this report is the maiodloiction, beginning on pageThe

main introduction includes background information on tax expenditure reporting, describes the
conceptual basis for determining whether a @ion is a tax expenditure, and explains how the
fiscal impacts of tax expendre provisions are measuredhe differences between tax
expenditure estimates and estimates &w changes are also explainéahllowing the main
introduction is a summary tisvhich containgor each tax expenditure provisitire item number,
name, year enactdxy the stateand fiscal impadhor fiscal year2018 through2021.

The report is organized into chaptevdth one chapter for each takEach chapter contains
descriptive information on the tax and detailed information on each tax expenditure provision in
that tax.The provisions within @hapterare grouped by the type of provision and are in the order
used in the computation of the tax, such as exemptiomsdtaictionsandthencredits.An item
number is assigned to each tax expenditure providibe number before the decimal point
identifies thechaptey and the numbers after the decimal point are assigned consecutively within
the chapter The item numbers the key used to identify and locate provisions throughout this
report.

Questions relating to this repanay be directed to:

Minnesota Department of Revenue
Tax Research Division
Mail Station 2230
St. Paul, Minnesota 5514830
Telephone: (651) 298425

The report is also available on omeb site at
www.revenue.state.mn.us/research_stats/Pages/Tax_Expenditure_Reports.aspx
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Introduction

Introduction to the Tax Expenditure Budget
The Tax Expenditure Concept

iSt at e g gulieyohjentiges areasbught to be achieved both by direct expenditure of governmental
funds and by the granting of special and selectixe tar e | i ef or (Minmesom Statetesd i t ur e
Section 270C.11, Subd. 1, in part, reprinted in Appendix A.)

Tax expenditures are statutory provisions which reduce the amount of revenue that would otherwise be
generated, including exemptions, deducticredits, and lower tax rate$hese provisions are called
Afexpenditur eso betodracs spedihghpogramaBoth taxs axpamndituees and direct
expenditures are used for public policy goals, such as funding or encouraging specified activities or
providing financial assistance to persons, businesses, or groups in particular situations.

A tax expenditre is different from a direct spendipgogram in two major respects:

U Adirect spending program continues only if funds are appropriated for each budget period, but the
continuation of a tax expenditure does not require legislaistion.Unless a tax expenditure
provision has an expiration datec#ncontinue indefinitely.

U Direct spending programs are itemized on tkeaditure side of the budgdiax expenditures are
reflected on the revenue side of the budget and areendzed Revenues shown in the state budget
are net of tax expenditures.

The Purpose of the Tax Expenditure Budget

The purpose of the tax expenditure budget is to provide information to facilitate a regular, comprehensive
legislative review of tax expéiture provisons.Tax expenditure provisions are identified and listed in the
report, along with the legal citation, explanation, history, and fiscal impact for each provision.

Minnesota Statutes, Section 270.067, enacted in 1983, required a tax expenditure lnedgatbnatted as

a supplementtdhte gover nor 6 sin 1996d¢he law \aaks chénged goethat.the report is due in

each evemumber ed year, rat her than at t hgetis thene t i me
odd-numbered yeardn 2005 the statutevas recodified as Section 270C.11 (reprinted in Appendix A).

Tax Expenditure Criteria

Not every exemption, deduction, credit, or lowax rate is a tax expenditur&.conceptual framework
governs the identification of tax expenditum@yisions.Each ax provision is evaluat against a list of
criteria. Seven criteria are used to determine ifravision is a tax expenditur&ome of the criteria are
taken directly from the authorizing statute; some are based on concepts used in the preparatiat of fede
tax expenditure reports; and others are based on what is believed to be a logical appfithéaaxo
expenditure conceph provision must meet all the criteria in order to be a tax expenditure.

A provision is a tax expenditure if it:
U has an impdomn a tax that is applied statewide;
confers preferential treatment;
results in reduced tax revenue in the applicable fiscal years;
is not included as an expenditure item in the state budget;
is included in the defined tax base for that tax;
is not subjetto an alternative tax; and
can be amended or repealed by a change in state law.

[entil entl et et et )



Introduction
The first four criteria are based on the statute requiring the tax expenditure budget.

Statewide TaxThe tax expenditure budget is required by statute to include every state tax and any local
tax that is applied statewidA. local tax imposed pursuant to a special iamot included in the report.
Only taxes that contain tax expenditure provisions ar@ded in the report.

Preferential Treatment Preferential treatment is a key concepti@termining tax expenditureghe first

sentence of the authorizing statute, quoted at the beginning of this introduction, wsesrthd s fnspeci al
s e | e cAlso, the shatutory definition of atax expéntd ur e us es t Nienessta Btatute,c er t a i
Section 270C.11, Subd. 6 (1) (emphasis added):

iTax expendituredo means a tax provision which
deduction, exemption, credit, mate forcertainpersons, types of income, transactions, or
property that results in reduced tax revenue.

If a provision is not preferentialt is not a tax expenditurdhe personal exemption for the individual
income tax is not preferential becaube exemptioramountis the same for eachxayer, spouse, and
dependentLikewise, the graduated rate structure of the individual income tax is not considered a tax
expenditure because each taxpayer with the same amount of tax base pays at the same rate.

ReductioninRevenud n t he st atute quoted abovesultsanredmaedui r e me
t ax r eAspeovisioe that would otherwise qualify is not considered a tax expenditure if it is not being
used or is not likely to be usedrihg fiscal year018 through2021.

The federal law (Congressional Budget Act of 1974, Public Lavd®3 that requis a list of tax
expenditures to be included with the federal budget includes in its definition efxap endi t ur es A
provisions ofthe Federal tax laws which allow . . a def e rTheaMinnesdta lawidaedriol i t y o .
specificallymention deferral of liabilityHowever, this concept has been adopted in the preparation of the

report because a deferral of liability resultseduced tax revenue for a given year.

A deferral of liability involves the time value of money and affects primarily the individual ineme
corporate franchise taxe&.deferral can result either from postponing the time when income is recognized
or from acceleramng the deduction of expenséBaxable income is lower in that year than it would be
otherwise, and an adjusént is made in a future yedhe deferral of liability is similar to an interefsee

loan for the taxpayer.

Not an Expenditure in he State Budget The tax expenditure budget is intended to supplement the regular
state budget and therefore does not include provisions that are itemize@rditexes in the state budget.
Severaktatefunded property tax relief provisions are simiiatax expenditures, but they are not included

in this report because they disted separatelin the state budget as expenditures.

Included in Defined Tax BaseThe tax base for each tax must be clearly defined so that exceptitias t
base can be ahtified. Some tax provisions help to define the base;rethee exceptions to the basbe
tax base for a tax is the working definition used for this report and is not intemdetine the ideal tax
baseThe defined tax base for each tax is explaingtie chater introduction for the taXnowing the tax
base is important to understanding how tax expenditures are determieadHtx.
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Not Subject to an Alternative Taxn some instances, one tax may be imposed in place of ateathand
it would not be reasonable for a taxpayer or agtitotbe subject to both taxekherefore, the exemption
from one tax is not considered a tax expenditure if the alternative tax is imposed.

The application of the alternative tax concept Fis teportis limited to these situations:

U The income from taconite and iron mining is subject to the occupation tax in lieu of the corporate
franchise tax.

U The purchase of a motor vehicle is subject to the motor vehicle sales tax (Chapter 5) in keu of th
general sales and use tax (Chapter 4).

U Cigarettes are exempt from the general sales and use tax but are subject to a tax in lieu of the sales
tax at the wholesale level.

U The solid waste management taxes are imposed in lieu of the general sales tax.

U A nunber of taxes are imposed in lieu of the general property tax, including the motor vehicle
registration tax and the taconite production tax.

U Noncommercial aircraft are taxed under the aircraft registration tax.

Subject toLegislative Authority The statuteequiring the tax expenditure budget specifies ithiatto be
submitted to the legislatur&herefore, the report contains only provisiimstate lawthat the lgislature
can repeal or amentiax provisions that are contained in the Minnesota Cotistitufederal law, or the
United States Constitution are not includiedhe tax expenditure budget.

How Tax Expenditures Are Measured

The fiscal impact of a tax expenditure meastiiegevenue loss frothat ore provision under current law.

Each provision is estimated in isolation, and other provisions in that tax atietirtaxes are held constant.
The impact of that provision on oth&ax provisions is not taken into accourBecause the estimates
measure the impact of the provision asxiists, no change in taxpayer behavior is assumed.

The estimates for provisions that result in the deferral of tathareet impact for that yedfor example,
contributions to a traditional individual retirement account (IRA) are deducted in thethaathe
contribution is made, earnings are not taxed in the year they are earned, and distributions are included in
taxabk income in the year receivékhe tax expenditure impact for a given yparasurefor all traditional

IRAs the deduction for conbiutions made that year plus the exclusion of earnings accrued that year less
distributions includedh taxable income in that year.

The precision of the estimates varies with the source of the data and with the applicability of ththdata to
tax expendure provisionData from Minnesota tax retisrwere used whenever possili#her sources
included federal tax expenditure estimates, data from federal tax retanssis datajata from various
federal and state agenciasd otheeconomic and industigources of data for Minnesota and the nation.

The methodology used to estimate tax expenditures can produce misleading results if the estimates for two
or more provisions are totalefepending upon the situation, the combined impact of two or more
provisions could be more or less than the total of the provisions estimated separately.
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When two tax expenditures overlap, generally the overlap is not included in either estinaate.
exemption were repealed, the other exemption wouldagtily. For example, the sales tax exemption for
hospitalsincludes purchases that would also qualify under the exempti@hiugs and medicindeither

the estimates fothe hospitakexemption nothe estimates fothe drugs and medicinexemption includ
drugs and medicinpurchasd by hospitals Adding together the two estimates done separately would
understate their combined impact.

The graduated rate structure of the individual income tax is another reason that adding together tax
expenditure estintas reslis in misleading informationAs income increases, édhmarginal tax rate
increasesThe estimate for each exclusion and deduction uses a marginal tax rate appropriate for that
provision.If two or moreexclusions or deductions were repealed tagetthe marginal tax rate for the
combined impact would be higher than thée used for each provisiolm. that case, adding together the
estimates done separately would understate their combined impact.

The itemized deductions for the individual incotag present another example thie distortion that can

result from adding togber tax expenditure estimatd8ecause other provisions are held constant, the
estimate for each itemized deduction compares the total of the remaining itemizedotedia:tile
standard deductiofror taxpayers who would lose the benefit of itemizing by thedbbst one deduction,

the tax expenditure estimate measures the incrementaltmrefthe standard deductigkdding together

the tax expenditure estimates for two or more itemized deductions ignores the fact that the incremental
benefit over the standard deductinaybe different when estimating them together compared to estimating
each one separatadyd then ombining the estimates

How the Measurement of Tax Expenditures Differs fromRevenue Estimates for
Proposed Law Changes

The fiscal impact of a tax expenditure provision is not necessarily the same as the revenue that would be
gained by repeal of the pri@ion. This distinction is important.

The estimate of a tax expenditure measures the impact of the pravisienexisting circumstanceghe
estimate of the proposed repeal of a provision measthraswould happen upon repeahe estimate of
repealwould take into account interactions within a tax or between taxes and may icblmges in
taxpayer behaviorAs explained in the previous section, if two or more provisions were repealed at the
same time, the combined impact would be estimated and beularger or smaller than the sum of the
provisions estimated separately.

In genergltax expenditures estimatde not take into account: changes in taxpayer behavior, impact on
other tax provisions, combined impact of two or more provisions, norfaitters, including collectability.
In comparisonestimates of proposed law changesasider all of those factars



Tax Expenditure Summary List

Amounts in Thousands 0 0 0 6 s )

Individual Income Tax

Federal Exclusions

1.01 EmployetProvided Meals
and Lodging

1.02 Housing Allowances for
Ministers

1.03 EmployetProvided
Dependent Care
Assistance

1.04 Employee Awards

FY18

$24,000

6,100

7,900

2,800

FY19

$24,800

6,200

7,800

3,000

FY20

$25,800

6,300

8,100

3,100

Summary List

FY21 Enacted

$26,80

6,500

8,400

3,300

1.05 Employer Pension Plans 1,193,100 1,367,200 1,561,800 1,797,600

1.06 Contributions by
Employers for Medical
Insurance Premiums and
Medical Care

1.07 EmployetPaid Accident
and Disability Premiums

1.08 EmployetPaid Group
Term Life Insurance
Premiums

1.09 EmployetPaid
Transportation Benefits

1.10 Cafeteria Plans

1.11 EmployetProvided
Education Assistance

1.12 EmployetProvided
Adoption Assistance

1.13 EmployeiProvided
Tuition Reduction

1.14 Miscellaneous Employee
Fringe Benefits

1.15 Income Earned Abroad k
U.S. Citizens and Foreign
Housing Costs

34,600

32,300

40,80
254,700

9,400

300

2,400

60,100

38,900

36,100

33,100

42,100
260,700

9,600

300

2,600

61,600

41,200

37,600

33,800

42,800
270,400

9,800

300

2,700

63,100

43,400

1,375,700 1,436,100 1,506,900 1,590,400

39,100

34,600

44,00
280,100

10,000

300

2,900

64,500

45,900

1933

1945

1982

1987
1933

1933

1955

1933

1985

1975

1979

1997

1985

1985

1933



Summary List

Individual Income Tax FY18  FY19 FY20  FY21 Enacted

Federal Exclusions

1.16 Certain Allowances for

Federal Employees Abroe $5,300 $5,500 $5,700  $5,900 1945

1.17 Benefitand Allowances
to Armed Forces Personn

1.18 Medical Care and TriCar:
Medical Insurance for
Military Dependents and
Retirees

1.19 Veteransi 55%0 63200 66000 6880 1933
1.20Military Disability

32,200 33,500 34,000 35,400 1933

8,400 8,700 9,200 9,700 1933

! 900 900 900 900 1933
Pensions

1.21 Workerso o, 58800 59400 60,600 1933
Benefits

1.22 Damages for Physical
Injury or Sickness

1.23 Social Security Benefits 305,200 323,300 343,700 364,700 1937

13,000 13,200 13,90 13,800 1933

1.24 Medicare Benefits 470,800 494,200 519,00 545,00 1965
1.25 Foster Care Payments 2,800 2,900 3,000 3,200 1983
1.26 Public Assistance 26,400 27,400 28,400 29,500 1933

1.27 Scholarship and

. 32,900 34,600 37,200 39,400 1955
Fellowship Income

1.28 Education Savings
Accounts
1.29 Qualified Tuition Plans 7,000 8,100 8,700 9,500 1997

1.30 Discharge of Certain
Student LoarDebt

1.31 Certain Agricultural Cost

700 700 800 800 1998

1,500 1,500 1,600 1,700 1984

Sharing Payments 400 400 400 400 1979
1.32 Discharge of Indebtedne:
Income for Certain 1,900 1,900 1,900 1,900 1987

Farmers

1.33 Investment Income on
Life Insurance and 203,300 208,000 213,400 218,100 1933
Annuity Contracts



Individual Income Tax

Federal Exclusions

1.34 Intereson Minnesota
State and Local
Government Bonds

1.35 Capital Gains on Home
Sales

1.36Capital Gains at Death
1.37 Capital Gains on Gifts

1.38 Gain from Certain Small
Business Stock

1.39 Energy Conservation
Subsidies Provided by
PublicUtilities

1.40 Permanent Exemptions
from Imputed Interest
Rules

1.41 LikeKind Exchanges

Federal Deductions
1.42 Accelerate®epreciation

1.43 Expensing Depreciable
Business Property

1.44 Excess dPercentage Ove
Cost Depletion

1.45 Expensing and
Amortization of Business
StartUp Costs

1.46Expensing of Research
and Development Costs

1.47Expensing for Removal o
Barriers to the
Handicapped and Elderly

1.48Expensing of Exploration
and Development Costs

1.49Cash Accountingnd
Expensing for Agriculture

1.50 Expensing of Multiperiod
Timber Growing Costs

FY18

$42,500

206,300

198,700
15,400

6,600

200

4,700

41,600

74,500

199,700

400

700

700

1,400

5,700

200

FY19

$43,000

215,600

210,400
21,600

7,000

200

4,900

43,000

66,700

144,100

500

700

700

1,400

5,800

200

FY20

$45,200

227,300

221,000
23,600

7,300

200

5,200

44,300

13,500

88,800

500

700

700

1,300

5,900

200

Summary List

FY21 Enacted

$49,600

240,900

231,600
25,000

7,700

200

5,400

45,600

10,200

86,300

600

700

700

1,200

6,000

200

1933

1998

1933
1933

1993

1993

1985

1933

1959

1983

1933

1977

1955

1976

1933

1933

1933



Summary List

Individual Income Tax FY18  FY19 FY20  FY21 Enacted

FederalDeductions

1.51 Amortization and
Expensing of Reforestatio  $2,000 $2,100 $2,200 $2400 1930
Expenses

1.52 Special Rules for Mining
Reclamation Reserves

1.53 Cash Accounting Other
Than Agriculture

1.54 InstallmenSales 8,100 8,100 8,100 8,100 1933
1.55 Completed Contract Rule 700 700 700 700 1933

1.56Employee Stock
Ownership Plans

* * * * 1985

13,400 13,800 14,100 14,50 1933

700 700 700 700 1975

1.57 Individual Retirement

218,500 234,400 251,200 270,200 1975
Accounts

1.58 SelfEmployed Retiremen
Plans

1.59 SelfEmployed Health
Insurance

1.60 Health Savings Accounts 49,500 58,100 68,300 79,300 2005
1.61 Interest on Student Loan 22,90 22,700 23,200 22900 1998

1.62 Per Diem Allowances
Paid to State Legislators

72,700 85,200 89,400 97,800 1963

53,00 56,00 58,0 61,30 1987

100 100 100 100 1959

Federal Personal Deductions

1.63 Additional Standard
Deduction for the Elderly 27,100 28,900 29,400 30,800 1987

and Blind
1.64 Medical Expenses 57,000 59,900 64,400 69,000 1933
1.65 Real Estate Taxes 160,600 172,800 189,400 204,900 1933
1.66 Other Taxes 14,200 15,100 16,300 17,400 1933

1.67 Home Mortgage Interest 227,600 244,500 271,400 299,30 1933
1.68 Charitable Contributions 238,400 250,900 267,100 281,800 1933
1.69 Casualty and Theft Losse 800 900 900 1,000 1933



Individual Income Tax

Minnesota Subtractions
1.70 K-12 Education Expense:

1.71 CharitableContributions
for Nonitemizers

1.72 Income of the Elderly or
Disabled

1.73 Social Security Income

1.74 Active Duty Military
Service

1.75 National Guard and
Reserve Pay

1.76 Military Pension and
Retirement Pay

1.77 Expenses of Living Orga
Donors

1.78 Disposition of Farm
Property

1.79 AmeriCorps\ational
Service Education Awards

1.80 Contributions to a Sectio
529 College Savings Plan

1.81 Discharged Student Loar
Debt

1.82 Interest on Contributions
to a FirstTime
HomebuyerAccount

Preferential Computation

1.83 FiveYear Averaging of
Lump Sum Distributions

FY18

$17,90

9,600

600
57,100

11,000

7,400

22,900

200

2,500

100

FY19

$18,100

10,300

600
61,000

11,700

8,000

24,100

200

2,600

100

100

FY20

$18,200

10,900

500
64,900

12,400

8,400

25,300

200

2,600

100

FY21

$18,30

11,800

500
69,200

13,100

8,800

26,500

200

2,700

100

100

Summary List

Enacted

1955

1999

1988
2017

2005

2008

2017

2005

1985

2008

2017

2017

2017

1975



Summary List

Individual Income Tax

Credits
1.84Marriage Credit

1.85 Credit for Longrerm
Care Insurance Premiums

1.86 Research and
Development Credit

1.87 Employer Transit Pass
Credit

1.88 Credit for Past Military
Service

1.89 Child and Dependent Ca
Credit

1.90 Working Family Credit

1.91 Credit folK-12 Education
Expenses

1.92 Credit for Military Service
in a Combat Zone

1.93 Enterprise Zone Employe
Tax Credits

1.94 Historic Structure
Rehabilitation Credit

1.95 Credit for Parents of
Stillborn Children

1.96Refundable Credit for
Taxes Paid to Wisconsin

1.97 Student Loan Credit

1.98 Credit for a Teacher
Compl eting ¢
Degree

1.99 Section 529 College
Savings Plan Credit

1.100 Beginning Farmer Cred

1.101 Credit for Sale of
Agricultural Assets to a
Beginning Farmer

FY18

$88,500

9,200

25,30

400

30,800
259,400

11,800

700

100
Estimates
included
in item
2.30

800

8,200

26,900

7,500

FY19

$92,600

9,400

27,100

400

32,900
266,100

11,600

700

100
Estimates
included
in item
2.30

800

5,800

27,800

7,800

300

5,000

1C

FY20

$97,200

9,900

29,100

400

35,200
269,600

11,50

700

100
Estimates
included
in item

2.30

800

6,100

28,800

200

8,000

600

6,000

FY21 Enacted

$101,700

9,700

31,100

400

37,400
273,100

11,400

700

100
Estimates
included
in item
2.30

800

6,400

29,800

200

8,300

900

6,000

1999

1997

2010

2000

2008

1977

1991

1997

2006

1983

2010

2017

2017

2017

2017

2017

2017

2017



Corporate Franchise Tax

Exempt Organizations
2.01 Credit Unions
2.02 Insurance Companies

Federal Exclusions

2.03 Permanent Exemptions
from Imputed Interest
Rules

2.04 Investment Income on
Life Insurance and
Annuity Contracts

2.05Like-Kind Exchanges

Federal Deductions
2.06 Accelerated Depreciatior

2.07 Expensing Depreciable
Business Property

2.08 Excess of Percentage ov
Cost Depletion (Mining
Occupation Tax)

2.09 Expensing and
Amortization of Business
StartUp Costs

2.10 Expensing of Research
and Development Costs

2.11 Expensing for Removaf
Barriers to the
Handicapped and Elderly

2.12 Expensing of Exploration
and Development Costs

2.13 Cash Accounting and
Expensing for Agriculture

2.14 Expensing of Multiperiod
Timber GrowingCosts

2.15 Amortization and
Expensing of Reforestatio
Expenses

FY18

$13,100

110,30

8,100

32,800

51,000

55,300

6,200

100

5,600

1,700

100

900

1,100

11

FY19

$13,600
116,100

8,300

34,200

69,80

40,00

7,900

100

5,600

1,600

100

1,000

1,200

FY20

$14,500
116,700

8,400

35,600

49,30

24,400

9,300

200

5,600

1,500

100

1,000

1,300

Summary List

FY21 Enacted

$15,300
115,90

8,600

37,000

42,900

23,400

9,600

200

5,600

1,300

200

1,000

1,400

1937
2001

1986

1933

1933

1959

1983

1989

1955

1955

1976

1967

1933

1933

1980



Summary List

Corporate Franchise Tax FY18  EY19  EY20  EY21 Enacted

Federal Deductions

2.16 Special Rules for Mining
Reclamation Reserves

2.17 Cash Accounting Other
Than Agriculture

2.18 Installment Sales 18,800 18,800 18,800 18,800 1933
2.19 Completed Contract Rule 2,800 2,900 3,100 3,300 1933
2.20 Charitable Contributions 11,300 11,80 12,00 12,300 1933

2.21 Employee Stock
Ownership Plans

$100 $100 $100 $100 1987

800 800 800 800 1933

4,200 4,200 4,200 4,300 1975

2.22 Capital Construction
Funds of Shipping * * * * 1987
Companies

Apportionment

2.23 Sales Factor
Apportionment

2.24 Throwback Sales 22,500 23,700 23,800 23,500 1975
Minnesota Subtractions

2.25 Dividend Received
Deduction

357,00 376,00 379,000 375,00 1939

81,30 85%0 86,000 85,100 1947
2.26 Disposition of Farm

Property
Credits

2.27 Research and
Development Credit

* * * * 1985

45200 46,200 48200 50,200 1981

2.28 Employer Transit Pass

Credit 800 800 800 800 2000
2.29 Enterprise Zone Employe 500 500 500 500 1983
Tax Credits

2.30 Historic Structure

Rehabilitation Credit 56,000 44800 39100 31,0 2010

12



Summary List

Estate Tax FY18  FY19  FY20  FY21 Enacted

Preferential Valuation

3.01 Special Use Valuation $400 $400 $400 $400 1979
Exclusions

3.02 Life Insuranc®roceeds 32,00 35,200 38,600 42,400 1979
3.03 Social Security Benefits * * * * 1979
Deductions

3.04 Marital Deduction 158,00 187,400 196,800 199,300 1979
3.05 Charitable Gifts 34,200 41,200 43,80 44,400 1979
3'06PFrg‘;”;r§/”d SmallBusines: 435 12700 1050 10700 2011
General Salesand Use Tax  py1g Fy19  FY20  FY21 Enacted
ExemptionsParticular

Goods and Services

4.01 Food Products $867,600 $908,00 $944,00 $979,90 1967
4'02A%'§;?g|‘9 andWearing 489 1o 407,700 424,00 439800 1967
4.03 Drugs and Medicines 419,400 439,300 456,00 473,90 1967
4.04 Medical Devices 11,400 11,900 12,300 12,800 1967
4.05 Prescription Eyeglasses 50,90 55,200 57,400 59,400 1967
4.06 Baby Products 800 900 900 900 1967

4.07Feminine Hygiene Items 3,200 3,200 3,200 3,200 1981
4.08 Caskets and Burial Vault 4,500 4,300 4,100 3,900 1967
4.09 Publications 46,00 4500 456800 45300 1967

4.10 Textbooks Required for

16,500 16,400 15,900 15,500 1973
School Use

4.11 PersonaComputers
Required for School Use

4.12De MinimisUse Tax
Exemption for Individuals

4.13 Motor Fuels 559,80 592,80 616,00 636,100 1967
4.14 Residential Heating Fuel: 125,30 126,90 130,900 138,000 1978

700 700 700 700 1994

26,00 28,600 30,30 32,00 1996

13



..Summary List

General Sales and Use Tax

ExemptionsParticular
Goods and Services

4.15 Residential Water
Services

4.16 Sewefervices

4.17 Used Manufactured
Homes

4.18 Selected Services
4.19 Capital Equipment
4.20 Accessory Tools

4.21 Telecommunications
Equipment

4.22 Special Tooling

4.23 Resource Recovery
Equipment

4.24 Used Motor Oil

4.25 MiningProduction
Materials

4.26 Wind Energy Conversion
Systems

4.27 Solar Energy Systems
4.28 Airflight Equipment

4.29 Repair Partand
Equipment for General
Aviation Aircraft

4.30 Large Ships

4.31 Repair and Replacement
Parts for Ships and Vesse

4.32 Petroleum Products Usec
by Transit Systems

4.33 Petroleum Products Usec
by Medical Transportation
Providers

4.34 Petroleum Products Usec
in Passenger Snowmobile

FY18

$20,90
65,400

500

FY19

$21,80

68,000

500

3,333,000 3,569,000

256,90
12,500

39,700
5,300
600
100

2,100

9,500

12,000
43,200

3,300

200

2,300

800

14

263300

12,800
44,900
5,600
200
100

2,100

11,000

5,900
44,000

3,400

200

2,400

800

FY20

$22,500
70,800
500

3,733,000
268,20
13,000

47,00
5,700
100
100

2,100

12,900

6,500
40,900

3,600

200

2,500

800

FY21 Enacted

$23,500
73,00
500

3,900,000
273300
13,200

49,000
5,800
100
100

2,100

13,300

7,100
36,000

3,800

200

2,700

900

1979

1967

1984

1967
1989
1973

2001

1994

1984

1988

1971

1992

2005
1967

2013

1992

1990

1992

2001

1993



General Sales and Use Tax

ExemptionsParticular
Goods and Services

4.35 Petroleum Products Usel
for Off-Highway Business
Uses

4.36 Ski Area Equipment

4.37 Snowmobile Trail
Grooming Equipment for
Nonprofit Clubs

4.38 Logging Equipment
4.39 Farm Machinery

4.40 Repair and Replacement
Parts for Farm Machinery

4.41 Petroleum Products Usec
to Improve Agricultural
Land

4 .42 Farm Conservation
Programs

4.43 Horses

4 .44 Prizes at Carnivals and
Fairs

4.45 Coin-Operated
Amusement Devices

4.46 Television Commercials
4.47 Advertising Materials

4.48 Court Reporter
Documents

449 Patent, Trademark, and
Copyright Drawings

4.50 Packing Materials

4.51 Property for Business Us:
Outside Minnesota

4.52 Automatic Fire Safety
Sprinkler Systems

4.53 FirefightelPersonal
Protective Equipment

FY18 FY19

$2,500  $3,000

400 400
300 300
1,100 1,100

61,500 63,200

16,700 17,100

* *
800 800
1,700 1,800
100 100
400 400
1,200 1,200
4,900 5,000
2,000 2,000
300 300
200 200
100 100

15

FY20

$3,100

400

400

1,100
65,100

17,500

800
1,800

100

400

1,300
5,200

2,000

300

200

100

Summary List

FY21 Enacted

$3,200

400

400

1,100
66,700

18,000

800
1,900

100

400

1,300
5,300

2,100

300

200

100

2017

2000

2013

1998
1998

1985

1985

1991

1994

1999

2014

1999
1973

1997

2000

1973

1967

1992

1994



..Summary List

General Salesand Use Tax py1g  Fy19  FY20  FY21 Enacted

ExemptionsParticular
Goods and Services

4.54 Building Materials for

Residences dbisabled * * * * 1971
Veterans
4.55 Chair Lifts, Ramps, and . . . . 1989

Elevators in Homesteads

4 .56 Parts and Accessories to
Make Motor Vehicles $1,800 $1,900 $1,900 $1,900 1993
Handicapped Accessible

4.57 Maintenance of Cemeter . . . N 2000
Grounds

4.58 Tradeln Allowance 10,000 10,0 11,00 11,500 1967

4.59 Bullion 200 200 200 200 2017

ExemptionsSales to
Particular Purchasers

4.60 Local Governments 324,9P0 336300 34550 354,300 1967

4.61 Correctional Facilities
Construction Materials

4.62 Nonprofit Organizations 85,900 88,400 87,600 88,000 1967

4.63 Hospitals and Outpatient
Surgical Centers

800 600 600 200 1995

111,30 114,200 117,200 120,200 1967

4.64 Nursing Homes and
Boarding Care Homes

465Vet eranso O 400 400 400 400 1980

4.66 Construction Materials fo
Low-Income Housing

8,900 9,000 9,10 9,200 1967

10,80 11,20 11,50 11,800 2001

4.67 Ambulances Leased to

Private Ambulance * * * * 1990
Services

4.68 Certain Purchases by
Private Ambulance 100 100 100 100 2001
Services

4.69 Enterprise Zone . . * . 1083
Construction Materials

4.70 Waste Recovery Facilitie 300 200 * * 2005

16



General Sales and Use Tax

ExemptionsSales to
Particular Purchasers

4.71 Central Corridor
Construction Materials

4.72 Data Center Equipment

473 Construction Materials fo
Certain City Projects

4.74Biopharmaceutical
Manufacturing Facility

4.75 Destination Medical
Center

4.76 Greater Minnesota
Business Expansions

4.77 Jukebox Music
ExemptionsSales by
Particular Sellers

4.78 Isolated or Occasional
Sales

4.79 Institutional Meals

4.80 Fundraising Sales by
Nonprofit Organizations

4.81 Admission td\rtistic
Events

4.82 Admission to School
Sponsored Events

4.83 Admission to the
Minnesota Zoo

4.84 Cross Country Ski Passe
for Public Trails

4.85 YMCA, YWCA,and JCC
Membership Dues

4.86 Minnesota Amateur
Sports Commission Event

4 87 Admission to Charitable
Golf Tournaments

4.88 Stadium Suites

FY18

$70,300

6,900

1,000

5,000

300

47,100
48,600

11,800

5,000

2,000

400

7,700

3,300

17

FY19

$55,80

2,100

500

1,500

5,000

300

49,300
49,500

12,200

5,100

2,000

400

8,200

3,400

FY20

$54,80

500

1,200

5,000

300

51,90
50,90

12,600

5,300

2,000

400

8,600

3,600

Summary List

FY21 Enacted

$54,300

500

1,000

5,000

300

53,800
51,600

13,100

5,400

2,000

400

9,600

3,700

2008

2011

2012

2013

2013

2013

2017

1967

1967

1985

1980

1985

2001

1988

1987

1994

1994

2017



..Summary List

General Salesand Use Tax py1g  Fy19  FY20  FY21 Enacted

ExemptionsSales by
Particular Sellers

4.89 Admission to the Super

Bowl $9,000 $0 $0 $0 1990
4.9 Cand)_/ Sa_LIes by Certain . . * . 1984
Organizations
4.91 Sacramental Wine Sold b
. . * * * * 1991
Religious Organizations
Reduced Sales Price
4.92 New Manufactured 800 300 900 900 1984
Homes
4.93 Park Trailers 100 100 100 100 1995
Motor Vehicle Sales Tax FY18  FY19  FY20  FY21 Enacted
Exemptions
5.01 Gifts Between Family
Members $19900 $20,000 $20200 $20300 1971
5.02 Veehicles Acquired by 2700 2700 2700 2700 1971
Inheritance

5.03 Persons Moving into

) 7,600 7,700 7,700 7,800 1971
Minnesota

5.04 Transfers Between Joint 6100 6,100 6.100 6.200 1971

Owners

5.05 Transfe_rs in Divorce 900 900 900 900 1974
Proceedings

5.06 Sales to Disabled Vetera 100 100 100 100 1971

5.07 Corporate and Partnersh 1,600 1,600 1,600 1,600 1975
Transfers

5.08 Transit Vehicles 6,600 6,600 6,700 6,700 1971

5.09 Town Road Maintenance 400 400 400 400 1998
Vehicles

5.10 Bookmobiles & & & & 1994

5.11 Prlv_ate Ambulance 1,200 1,200 1,200 1.200 1990
Services

18



Motor Vehicle Sales Tax

Exemptions

5.12 ReadyMixed Concrete
Trucks

5.13 Automotive Training
Programs

5.14 Donations to Exempt
Organizations

5.15 Trucks, Buses, and Vans
Purchased by Charities

Reduced Purchase Price

5.16 Price Reduced by Value
of Tradeln

5.17 Handicappeéiccessible
Modifications

Preferential Computation

5.18 Flat Taxes on Older Cars
and Collector Vehicles

Highway Fuels Excise Taxes

Exemptions
6.01 Transit Systems

6.02 Medical Transportation
Providers

6.03 Motor Vehicles Not
Requiring Registration
(Special Fuels)

6.04 Ambulance Services

6.05 Reciprocal Agreements
for Outof-State Purchase:

Credit
6.06 Border Are&redit

FY18

$1,100

100

1,000

96,100

700

42,600

FY18

$3,900

1,200

700

300

500

19

FY19

$1,200

100

1,000

96,800

700

43,200

FY19

$3,900

1,200

700

300

500

FY20

$1,200

100

1,000

97,600

700

43,800

FY20

$3,900

1,200

700

300

500

Summary List

FY21 Enacted

$1,200

100

1,000

98,300

800

44,500

FY21

$3,900

1,200

700

300

500

1998

1988

1997

2000

1971

1992

1985

Enacted

1977

1994

1951

2001

1961

1981



..Summary List

Alcoholic Beverage Taxes FY18  FY19  FY20  FY21 Enacted

Exemptions

7.01 Consumer Purchases
Made Ouiof-State

7.02 Home Production and Us & & & & 1957

7.03 Sales to Food Processor

$200 $200 $200 $200 1947

* * * *
and Pharmaceutical Firms 1988
7.04 Con;umption on Brewery . . * . 1941
Premises
7.05 Wine for Sacramental . . . . 1937
Purposes
7.06 Shipments of Wine for . . * . 1993
Personal Use
Credits
7.07 Creditfor Small Brewers 1,600 1,600 1,700 1,700 1985
7.08 Microdistillery Credit 200 300 300 300 2014
7.09 Small Winery Credit * 100 100 100 2017

Cigarette and Tobacco Taxes  pyjg  Fy19  FY20  FY21 Enacted

Exemption

8.01 Consumer Purchases

MadeOutof-State $49,700 $50,000 $50,400 $50,700 1949

Mortgage Registry Tax FY18  FY19  FY20  FY21l Enacted
Exemptions

9.01 Agricultural Loans $1,000 $1,000 $1,100  $1,100 2001
9.02 Government Housing

1,600 1,600 1,600 1,600 2001
Programs

20



Deed Transfer Taxes

Exemptions

10.01 Property Partitioned
Between CeOwners

10.02 Distributions by Person:i
Representatives

10.03 Cemetery Lots

10.04 Exchange of Permanen
School Fund Lands

10.05 Mortgage or Lien
Foreclosure Sales

10.06 Decree of Marriage
Dissolution

Lawful Gambling Taxes

Exemptions

11.01 Bingo at Certain
Organizations

11.02 Bingo at Fairs and Civic
Celebrations

11.03 Infrequent Bingo
Occasions

11.04 Smaller Raffles

11.05 Lawful GamblindgJnder
Certain Conditions

Credit
11.06 Credit for Certain Raffle

FY18

$100

2,700

300

FY18

$100

2,400

21

FY19

$100

2,800

300

FY19

$100

2,400

FY20

$100

2,900

300

FY20

$100

2,400

Summary List

FY21 Enacted

* 1984
* 1975
$100 1961
* 1991

3,000 1993

300 1997

FY21 Enacted

* 1985
* 1984
* 1984
$100 1984

2,400 1986

* 2000



..Summary List
Insurance Premiums Taxes FY18 FY19

Exemptions

12.01Fraternal Benefit
Societies

12. 02 Far mer s
Township Mutual Fire
Insurance Companies 400 400
(Surcharge on Fire Safety
Premiums)

$5,800  $5,900

Reduced Rates

12.03 Health Maintenance
Organizations and
Nonprofit Health Service
Plan Corporations

90,90 91,90

12.04 Smaller Mutual Propert
and Casualty Insurance 12200 12,500
Companies

12.05 Life Insurance 16,80 17,30
Preferential Computation

12.06 Smaller Mutual Propert
and Casualty Insurance

Companies (Surcharge or 300 %00
Fire Safety Premiums)

Credits

12.07 Credit for Guaranty 400 1,000

Association Assessments

Estimate Estimate

12.08 Historic Structure in in
RehabilitationCredit ltem Iltem
2.3 2.3

22

FY20

$6,100 $6,300
400 400
94,800 97,500
12,900 13,300
18,00 18,700
300 300
1,300 1,900
Estimate Estimate
in in
Item Item
2.30 2.30

FY21 Enacted

1907

2006

1992

1988

2005

2006

1994

2010



Property Tax FY18

Exemptions
13.01 Exempt Real Property = $935000
13.02 Disabl ec

Homesteads et

13.03 Homesteaq Market 170,100
Value Exclusion

Preferential Computations

13.04 Classification System N/A
and Alternativelax Bases

13.05 Green Acres Treatment 18,200

of Agricultural Land
13.06 Open Space Property 16,300
13.07 Tax Increment Financin 234,000
13.08Metropolitan

Agricultural Preserves 2,600
Land
13.09 Auxiliary Forest Tax 100
Credits
13.10 Taconite Homestead
Credit L2000
13.11 Powerline Credit 590
13.12Metropolitan
Agricultural Preserves 900
Credit
13.13 Conservation Tax Credi 200

FY19

$963,000

23

27,000

177,700

N/A

18,600

17,000
239,000

2,800

100

11200

620

900

200

FY20

$992,100

28,400

185,400

N/A

18,600

17,700
249,000

2,900

100

11200

650

900

200

Summary List

FY21 Enacted

$1,021,800

29,800

193,000

N/A

18,600

18,400
256,000

3,100

11200

690

900

200

1851

2008

2011

1913

1967

1969
1947

1980

1927

1969

1979

1980

1986



..Summary List

Motor Vehicle Registration

FY18 FY19 FY20 FY21 Enacted
Tax
Exemptions

14.01 Local Government $10500 $10600 $10800 $10800 1921

Vehicles

14.02 School Buses 900 900 900 900 1933

14.03 Nonresident Military 300 300 300 300 1967
Personnel

14.04 Medal of Honor
Recipients and Former 100 100 100 100 1983
Prisoners of War

14.05Disabled Veterans 100 100 100 100 1941

14.06 Transport of Disabled
Persons by Nonprofit * * * * 1987
Charities

14.07 Driver Education
Programs at Nonpublic * * * * 1990
High Schools

14.08 Commercial Driving 100 100 100 100 1999
Schools

14.02 PnyateAmbuIance 800 800 800 800 1990

ervices

Preferential Computation

14.10 Buses Contracted_for 500 500 500 500 1971
Student Transportation

Aircraft Registration Tax FY18  FY1®  FY20  FY21 Enacted

Exemption

15.01 Civil Air Patrol Aircraft * * * * 1957

Preferential Computation

15.02 Maximum Tax for . " . N 1999

Agricultural Aircraft

*Less Than $50,000 24
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Chapter 1: Individual Income Tax

Collections and History

Fiscal year 207 net collections from the individual income tax wed®.® billion. All revenue from this
tax goes into th&tateGeneralFund.

The State of Minnesota enacted an income tax for ingigdand corporations in 1933he samgraduated
rate schedule applied to both taxes, and it was divided into $1,000 increments, with the lowest rate at 1%
on the first $1,000 of taxable income and the highest rate at 5% on taxable income over $10,000.

Although many changes were made to the individual income tax over the years, the structure of the tax
remained basically the same from 198Bugh 1984In 1985 major changes were made in two areas: the
joint income of married couples and the deductibilityhaf tederal income tax.

Prior to 1985, one rate schedule applied to all filers, so that the income of each person was treated the same,
regardless of marital status. Twaome married couples usually filed separately, even thougtikg

joint federdreturn.Iln 1985 a marriegbint tax rateschedule was added, and the election to file jointly or
separately was required to be #ane as on the federal retu@ther provisions were changed so that they
werebased on the joint income of the couple eatihan on the income of each taxpayer.

A deduction for federal income taxes was allowed until 1985, when the deduction was made an option, with
a schedule of higher tax rates used if faltax was deductedh 1987 the deduction for federal income
tax was eliminated as part of another wave of broad changes to the individual income tax.

The 1987 changes to the individual income ¢&eurred in three major aredsderal conformity and
simplification; 1986 federal tareform; and rate structure.

In 1987 the starting point for computation of the Minnesota income tax was changecefteralfadjusted
gross inome to federal taxable incom&he Minnesota standard deduction and personal credits were
replaced with théederal standard dedtion and personal exemptior&me of the adjustents to income
were repealedUsing federal taxable income continued the trend toward closer conformity to federal
itemized deductions.

Minnesota also adopted nearly all of thajor changes contained in tiederalTax ReformAct of 1986.
The changes broadened the tax base by, aotbegthings, repealing the 60% capital gains exclusion and
the dividend exclusion.

Both the number of tax brackets and the range of tax ratesederesl dramatically in 198 ®Prior to 1985
there were twelve tax rates, from 1.6% to 16%eom 1988 to 2012 there wetleree tax ratesThe rates
were reduced in 1999 and in 2000 avete5.35%, 7.05%, and 7.85%@m 2000 to 2012n 2013 a fourth
bracket wasdded with a tax rate of 9.85%.
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Tax Base

In order to be a tax expenditure, a provision must be included in the defined tax base for that tax. For this
study, the tax base for the individual income tax is defasdcome from all sources less expenses that

are reasonable and masary to generate that incortien expense is reasonable and necessary to generate
income, it is not considered a tax expenditure.

An all-encompassing definition of income wdtinclude dgfts and bequests-or purposes of this study,

gifts and bequests that are voluntary and unconditional are not considered income, and, therefore, their
exclusion is notonsidered a tax expenditufeayments to which the recipient is entitled due to mgetin
specified requirements, such as social security, workers compensation, and public assistance, are considered
income Thereforethe exclusion of incomefrom these sources at@x expenditure

Computation of the Tax

The computation of the Minnesdtalividual income tax stastwith federal taxable incomé&he definition

of federal taxable income in Minnesota tax law references the Internal Revenue Code as of a specified date.
If federal legislation is enacted which affects the computation of fedesable income, a state law change

is required to adopt the federal changethe timeof this report Minnesota law referendahe Internal
Revenue Code as amended throDglcember 312016.

Minnesota has adopted the federal personal exemptiomgederal standard deductiand the federal
itemized deductions, but state inconexes(and saledaxes when applicablepre added back on the
Minnesota returnThe tax expenditure estimates for the itemized deductions take into account the
incrememal benefit of the deduction over the standard deduction for those taxpayers who would lose the
benefit of itemizing by the loss of that one deduction.

The tax brackets are increased annually by the increase in the United States Consumer Price lmdex and f
tax year2018 are as follows:

Tax Brackets 5.35% 7.05% 7.85% 9.85%

Married Joint $1-$37,850 $37,851- $150,380 $150,381 - $266,700 Over $56,700
Married Separate $1-$18930 $18931-$75,190 $75,191- $133350 Over $B3350
Single $1-$25890 $25891-$85,060 $85,061 - $160,020 Over $560,020

Head of Householc $1-$31880 $31881-$128,090 $128,091 - $213,38 Over $2.3,360

An alternative minimum tax (AMT) on tax preference items is imposed to the extent that it exceeds the
regular taxcomputedrom the above rate schedulde Minnesota AMT is similar to the federal AMT and

is 6.75% of Minnesota alterative minimum taxable incom&he benefits to a taxpayer of a number of the
deductions shown as tax expenditures are lower because pilrobthese items must be added back in
computing alternative minimum taxable income.
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The tax expenditures are shoimrthis reportgenerally in the order in which they océnrthe computation
of the tax.The Minnesota individual income tax is computed as follows for tax3H:

Income from all sources

minus: federal exclusions

equals: federal gross income

minus: federal deductions

equals: federal adjusted gross income

minus: federal standardeduction or itemized deductions
minus: federal personal exemptions

equals: federal taxable income

plus: Minnesota additions

minus: Minnesota subtractions

equals: Minnesota taxable income

times:  graduated rates of 5.35%, 7.05%, 7.8%d 9.85%
eguals: gross tax

plus: alternative minimum taat6.7%% rate

plus: tax on lump sum distribution from a pension plan
minus: nonrefundable credits

equals: income taXiability

minus: refundable credits

equals: net taxafter refundable credits
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Federal Exclusions

1.01 Employer-Provided Meals and Lodging

Internal Revenue Code, Sections 119 and 132(¢e)(2)
Minnesota Statutes, Section 290.01, Subd. 19

Section 119 of the Intern&evenue Code allows an employee to exclude from income the value

of meals and lodging furnished by the employer on the business prémses t he empl oy
conveniencefFor lodging toqualify, it must be required as a condition of employment, such as for

alive-in housekeeper @n apartment resident managgmis provision does not cover instances in

which an employee is reimbursed by the employer for amounts spent on meals and lodging.

An exclusion from income also appliesthe fair market value of meds provided to employees at

a subsidized eating fdity operated by the employefFhe facility must be located on or near the

empl oyeré6s business, and revenue from the fac
operating costs.

These exclusianwere first alloweth 1918 by federal regulatioBection 119 was enacted in 1954.
The exclusion of meals at employanovided &cilities was enacted in 198Bheseprovisiorswere
last changed in 1998.

Fiscal Year 2018 2019 2020 2021
State Generdfund $24,000,000 $24,800,000 $25,800,000 $26,800,000

1.02 Housing Allowances for Ministers

Internal Revenue Code, Section 107
Minnesota Statutes, Section 290.01, Subd. 19

Section 107 of the Internal Revenue Code provides that the gross incoministtar of the gospel
does not include any housing allowatitat is part of compensatiohhe exclusion applies whether
it is the rental value of a home furnished to the minister or a cash housing all@aéhas part of
compensationThe amount of theash housing allowance excluded cannot exceed the f&il ren
value of the homeA ministerwho owns a home and receivesash housing allowance may also
claim itemized deductions for mortgage interest and real estate taxes.

This exclusion was enactddderally in 1921 and adopted by Minnesota in 194 provision
was last changed in 2002.

Fiscal Year 2018 2019 2020 2021
State General Func  $6,100,000 $6,200,000 $6,300,000 $6500,000
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1.03 Employer-Provided Dependent Care Assistance

Internal Revenue Code, Section 129
Minnesota Statutes, Section 290.01, Subd. 19

Employerpr ovi ded dependent care assistance is exc
assistance is providetrough a formal, written plal. he amount excl uded fr on
income cannot exeed $5,000 during a tax yedhe assistance provided may not discriminate in

favor of highly-compensate@mployeesshareholderspr owners.The amount excluded cannot
exceed the employeebs earned income; amounts e

If the taxpayer makes direct payments for child or dependent care, this exclusion does not apply,
but the taxpayer may be eligible for the child and dependent care teditl(D).

This provision was enacted in 1981 and was last changed in 1996.

Fiscal Year 2018 2019 2020 2021
State General Funt  $7,500,000 $7,800,000 $8,100,000 $8,400,000

1.4 Employee Awards

Internal Revenue Code, Sections 74(c) and 274(j)
Minnesota Statutes, Section 290.01, Subd. 19

Certain employee awardsegexcluded from gross incomEo qualify, the award must be tangible
personal property and must be given for either lengseiice or safety achievemenhe business
deductionallowed to the employeatteterming the sizeof the award that is excludebh general,

the exclusion is limited to $400f the employer has an established written plan which does not
discriminate in favor of highigompensated employees, the exclusiorefich employee may be
up to $1,600.

Employee awards were first specifically excluded by statute in the federal Tax Reform Act of 1986.

Fiscal Year 2018 2019 2020 2021
State General Func  $2,800,000 $3,000,000 $3,100,000 $3,300,000
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1.05 Employer Pension Plans

Internal Revenu€ode, Sections 40407, 411, 415, and 457
Minnesota Statutes, Section 290.01, Subd. 19

Contributionsby an employet o an empl oyeeds qweeludedfiomthe pensi
emp | oy e e 0The curnereyeamezarnings derived from such contributions, as well as those

from contributions made by ¢hemployee, are also excludddh e e mpl oyeeds contri
excluded from income for specific types of @aimcluding 401(k) plans, certain government plans,
tax-sheltered annuities, and deferred compensation.

The tax expenditure is actually a deferral of income and not an exclusion because pension income
which was not previously taxed must be includedchaome wien disbursements are receivétle
estimates show the fiscal impact of excluding curyer@r pension contributions and earnings from
taxable income, net of all taklepension income disbursed in that year.

The federal exclusion was enacted BR21, and the Minnesota exclusion was enacted in 1933.
Various changes were enacted over the years, primarily affecting thieeneguts for a qualified
plan.The last changes were made ir120

Fiscal Year 2018 2019 2020 2021
State General Funt $1,193100,000 $1,367200,000 $1561,800,000 $1,797,600,000

1.06 Contributions by Employers for Medical Insurance
Premiums and Medical Care

Internal Revenue Code, Sections 105 and 106
Minnesota Statutes, Section 290.01, Subd. 19

All employer contribution$o health insurance plans which provide compensation for sickness and
injuryareexcluédd from t he e mRayments Fandech planscnayne excluded to
the extent that they are based on the nature of the injury or iliness or the cost of nadieald

are not based on the period the employee is absent from work.

Employer contributions for medical insurance premiums and medical care have never been subject
to taxation. In 1996&he provisions were extended to include ldegn care insurance.

Fiscal Year 2018 2019 2020 2021
State General Funt $1375700,000 $1436100,000 $1506900,000 $1590400,000
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1.07 Employer-Paid Accident and Disability Premiums

Internal Revenue Code, Sections 105 206
Minnesota Statutes, Section 290.01, Subd. 19

Premiums paid by an employer to an employee accident and disability insurance plan are excluded
from the gross income of the employee.

This provision was enacted in 1954.

Fiscal Year 2018 2019 2020 2021
State General Funt  $34,600,000 $36,100,000 $37,600,000 $39,100,000

1.08 Employer-Paid Group Term Life Insurance Premiums

Internal Revenue Code, Section 79
Minnesota Statutes, Section 290.01, Subd. 19

Group term life insurance premiums paid by employer on behalf of an employee may be
excluded fr om t hldowevenphisexclesmroappligs anty tompremiums paid for
insurance coverage of $50,000 or less; premiums for coverage in excess of $50,000 must be
includedi n an e mps$incygnela drder fay theopremiums to qualify for the exclusion, the

plan must meet certain requirements including nondiscrimination rules.

In 1920 a federal administrative legal opinion waseésisauthorizing this exclusiom 1954, when
the InternalRevenue Code was revised, the provision was codified as Section 79 and was last
changed in 1996.

Fiscal Year 2018 2019 2020 2021
State General Func  $32,300,000 $33,100,000 $33,800,000 $34,600,000
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1.09 Employer-Paid Transportation Benefits

1.10

Internal Revenue Code, Section 132(f)
Minnesota Statutes, Section 290.01, Subdahé Subd. 19b(21)

Certain employeprovided transportation benefitsareexeludl f r om t he e Miel oyeed

exclusion applies to transit passes, parking, and transportation in a commuter vehicle between the
empl oy edertes and gaxd of employmerthe maximumfederal exclusion from an

empl oy e e 2018 in$260 peemonth for parkingtransit passeand tranportation in a
commuter vehicleThe maximum amounts are adjusted annually for inflation.

These benefits were firexcluded by statute in 198%he federalprovision was last changed in
2015 when the maximum exclusion for transit pasaad conmuter vehiclesvas permanently set
equal to the maximum parking exclusion.

Fiscal Year 2018 2019 2020 2021
State General Func  $40600,000 $42100,000 $42,800,000 $44,000,000

Cafeteria Plans

Internal Revenue Code, Sectib®5
MinnesotaStatutes, Section 290.01, Sul.

Section125 of the Internal Revenue Code allows an employee to choose to receive a combination
of nontaxable fringe benefits or receive all or part of the value of the frimigfitseas taxable
compensationThe valueof a combination of fringe benefits chosen by the employee isdedlu

from federal gross incom&he nontaxable benefits that may be offeredabglan include the
following: group term life insurance; accident or health benefits; dependent care assistance
transportation benefits; and 401(k), praditaring, or stock bonus plaisthe plan discriminates

in favor of highlycompensated or key employees, all benefits paid to those particular employees
are taxable.

This exclusion was enacted in 1941d wa first allowed in 1978t was last changed in 1998.

Fiscal Year 2018 2019 2020 2021
State General Funt  $254,700,000  $260,700,000  $270400,000  $280,100,000
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1.11 Employer-Provided Education Assistance

Internal Revenue Code, Section 127
Minnesota Statutes, Section 290.01, Subd. 19

An employee may exclude from income amounts paid by the employer for education assistance,
including tuition, fees, and book3¥he maximumexclusion is $5,250 @y year.The exclusion

applies if the employer either pays the expenses, reimburses the employee for expenses, or provides
the education directly.

This exclusion was first enacted in 1978 as a temporary provisiowasdenewed a number of
times.In 2001the exclusion was extended to tax year 2010 and was expanitetlide graduate
educationin 2011 Minnesota adopted the federal extension of the exclusion to tax years 2011 and
2012.The exclusion was made permanent in 2013.

Fiscal Year 2018 2019 2020 2021
State General Func  $9,400,000 $9,600,000 $9,800,0® $10,000,0®

1.12 Employer-Provided Adoption Assistance

Internal Revenue Code, Section 137
Minnesota Statutes, Section 290.01, Subd. 19

Amounts paid by an employer to an employee for adopmisistance are exced from the

empl oy e e 6Fpr tax pear@08,ethe exclusion is allowed up to 840 per child and is

phased out for adjusted gross income ove07%80. The maximum exclusion and income
threshold for the phaseout are indexed alindor inflation.

This exclusionwas enacted federally in 1996. 2001 the exclusion was extended and increased
from $5,000 for the adoption of a child ($6,000 for a child with speeeds) to $10,000, indexed.

The income thresha for phaseout wamcreasedThe 2001 law changeexpired after tax year
2010. In 2011 Minnesota adopted the 2010 federal changes which increased the maximum
exclusion and extended it to tax years 2011 and ZlHi€exclusion was made permanent in 2013.

Fiscal Year 2018 2019 2020 2021
State General Funt $300,000 $300,000 $300,0 $300,0
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1.13

1.14

Employer-Provided Tuition Reduction

Internal Revenue Code, Section 117(d)
Minnesota Statutes, Section 290.01, Sulsd.

A reduction in tuition allowed to an employee of an educational institution is excluded from income
if it is not a payment for serviceBne exclusion also applies to a tuition reduction allowed for the

spouse and dependent children of an employee.

This exclusion was enacted in ¥98

Fiscal Year 2018 2019 2020 2021
State General Funt  $2,400,000 $2,600,000 $2,700,000 $2,900000

Miscellaneous Employee Fringe Benefits

Internal Revenue Code, Sections 117(d) and 132
Minnesota Statutes, Secti@f0.01, Subd. 19

In addition to Items 1.01 through B,1certain other employee bensfinay be excluded from
income.The benefits include employee discousesvices provided at no additional gastdde
minimisfringe benefitsThebenefitsmay alsdtoe f or t he empl oyeeds

spous

The status of employee benefits not specifically exempted by statute was uncertain prior to the

enactment of Sectioh32 of thelnternal Revenue Code in 1984ny benefit not specified as
exempt by the Intern&evenue Code is now considered taxablepmmsationThis provision was
last changed in 1997.

Fiscal Year 2018 2019 2020 2021
State General Func  $60,100,000 $61,600,000 $63,100,000 $64,500,000
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1.15 Income Earned Abroad by U.S. Citizens and Foreign Housing Cast

Internal Revenue Code, Section 911
Minnesota Statutes, Section 290.81ipd. 7 and 9

A United States citizen or resident whose principal residence is in a foreign country aml who
either present overseas for eleven out of twelve consecutive months or is a bona fide resident of a
foreign country may exclude the income earned in a foreign country up to a mazimoumt

which is indexed for inflation and is $4000 for 20B. A seprate exclusion applies to federal
employees (Item 16).

The taxpayer may also exclude any emplepad foreign housing costs above a floor amount

equal to 16% of sfel salary at the G$4 level.A deduction of an equal amount is allowed if the

foreign housingcosts are paid by the taxpay@&@he combined income and housing exclusion or
deduction may not exceed the taxpayndvidaas t ot al
qualifying under tkse provisions may be considered nonresidents for Minnesota tax purposes
under certain conditions.

Income earned abroad by United States citizens was excluded without limitation from federal gross
income in 1926The deduction for foreign hoing costs vas enacted in 197Fhese provisions
were last changed in 2006.

Fiscal Year 2018 2019 2020 2021
State General Func  $38,900,000 $41,200,000 $43,400,000 $45,900,000

1.16 Certain Allowances for Federal Employees Abroad

Internal Revenue Code, Secti®h?
Minnesota Statutes, Section 290.01, Subd. 19

United State federalcivilian employees who work abroad are allowed to exclude from income
certain allowances that are generéitiked to the cost of livingrederal employees anet eligible

for theSection 91lexclusion (Item 1.3). The allowances eligible for exclusion include housing,
education, and travel, and they are defined by reference to specific federal legislation, including the
Foreign Service Act of 198@he Central Intelligence Act 0of9#19 the Overseas Differentials and
Allowances Act, and the Administrative Expenses Act of 19d§o excluded are cosif-living
allowances received by federal employees stationed in U.S. possessions, Hawaii, and Alaska, and
certain allowances received members of the Peace Corps.

The federal exclusion was enacted in 1943 and was last amended in 1988.

Fiscal Year 2018 2019 2020 2021
State General Func  $5,300,000 $5,500,000 $5,700,000 $5,900,000
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1.17 Benefits and Allowances to Armed Forces Personnel

Internal Revenue Code, Sections 112 and 134
Minnesota Statutes, Section 290.01, Subd. 19

Section 112 of the Internal Revenue Code excludespensation received loyilitary personnel

for active serviein adesignatedombat zonelNo dollar limit applies to the exclusion for enlisted
personnel, but the limit for commissioned officers is equal to the highest rate of basic pay at the
highest pay grade applicable to enlisted personnel.

Under Section 134f the Internal Revenue Code, the value dfiimd benefits provided to military
personnel and the cash payments given in lieu of the benefits are excluded from gross income.
These benefits include allowances for housing and overseas cost of livingahnsedicdental
benefits, group term life insurance, professional education, and dependent education.

The exclusion of benefits and allowances to Armed Forces personnélsvatiowed in 1925
The exclusion of mealsousing and caslallowances was cdfted in 1986.These provisions were
last changed in 2@

Fiscal Year 2018 2019 2020 2021
State General Funt  $32,200,000 $33,500,000 $34,000,000 $35,400,000

1.18 Medical Care and TriCare Medical Insurance for Military Dependents
and Retirees

Internal Revenue Code, Section 134
Minnesota Statutes, Section 290.01, Subd. 19

Dependents of activduty military personnel, retired military personnel and their dependents, and
survivors of deceased members are eligible for medical and dental ciles siractiveduty
military personnel.The care may be provided in military facilities from military doctors or by
civilian healthcare providers working under contract with the Department of Defentee
TriCare ProgramMedical benefits and medicalsarance provided to eligible participants are
excluded from income.

The exlusion of such ben&§ was first allowed in 192%ection 134 was codified in 1986.

Fiscal Year 2018 2019 2020 2021
State General Func  $8,400,000 $8,700,000 $9,200,000 $9,700,000
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Veteransod® Benefits

38 United State Code 3101
Minnesota Statutes, Section 290.01, Subd. 19

All benefits administered by the Department of Veterans Affairs are excluded frompadgay e r 6 s
federal gross incom@enefits are paitbr compensation for serviesbnnected disabilitypensions
and educatioal assistance.

VA benefits have never been taxed, having first been excluded from federal income in 1917.

Fiscal Year 2018 2019 2020 2021
Disability Compensation $45,100,000 $51,700000 $53,900000 $56,200,000
Pensions 1,100,000 1,100,000 1,100,000 1,100,000

Education and Training 9,300,000 10,400,000 11,000,000 11500,000
Total - State General Fun $55500,000 $63,200,000 $66,000000 $68,300,000

Military Disability Pensions

Internal Revenue Code, Sections 104(a)(4) and (5) and 104(b)
Minnesota Statutes, Section 290.01, Subd. 19

Retired military personnel who have at least a 30% disability may receive a pé&osiothe
Department of Defense based on either the number of years in service or their percent disability,
whichever vould produce a larger pensiorhe amount of pension which is or would be based on
percent disability is excluded from federal gross ineom

The exclusion is rescted to qualified pensiong:or retirees who entered military service on or
before Septembe&4, 1975, qualified pensions include pensions awarded for personal injury and
illness resulting from active service inetarmed forcesf any countryFor retirees who entered
service after Septemb2d, 1975, only pensions awarded for comiedaited injuries qualify.

Beginning in 2001, the exclusion also applies to disability income received by any individual
(military or civilian) atributable to injuries incurred as a direct result of a terrorist or military action
against the United States.

Military disability pensions weréully excluded from income until the exclusion was limited in
1976.The provision was last changed in 2001.

Fiscal Year 2018 2019 2020 2021
State General Funi $900,000 $900,000 $900,000 $900,000
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121 Wor ker sdé6 Compensation Benefits

Internal Revenue Code, Section 104(a)(1)
Minnesota Statutes, Section 290.81pd. 19

Al'l workersodo compensat iimmomeWemnléi $8 a@aompenxsatuide
include replacement of lost earnings, payments of injelgted medical costs, compensation for
permanent disabilities, and certain expenses relatefuty or death.

Workersd compensation benefits were first exc
Minnesota taxation in 1933 when the Minnesota individual income tax was enacted.

The number oMinnesotavwor ker s6 compens abwas®50@| ai ms pai d i

Fiscal Year 2018 2019 2020 2021
State General Funt  $57,400,000 $58,800,000 $59,400,000 $60,600,000

1.2 Damages for Physical Injury or Sickness

Internal Revenue Code, Section 104(a)
Minnesota Statutes, Section 290.01, Subd. 19

Damages paid for physical injury or sickn@se not included in the income of the recipidrite
exclusion applies to damages paid through either a court awardttlement, whether paid as a
lump sum or as periodic payment$ie exclusion does ngenerallyapply to punitive damages o
to compensation for discrimination or emotional distress.

This exclusion was enacted in 1918. 1996 the provision was amended to clarify that the
exclusion does not apply to punitive damages or to damages telalisdrimination or emotional
distress.

Fiscal Year 2018 2019 2020 2021
State General Func  $13,000,000 $13,200,000 $13500,000 $13,800,000

1.23 Social Security Benefits

Internal Revenue Code, Section 86
Minnesota Statutes, Section 290.01, Sulsd.

Al'l or a portion of a r ec iegludedifrondtaxabdedancoméhé secur

tax expenditure measures the exclusion of nontaxable social security benefits, net of the recovery
of previouslytaxed employee contributions.
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Soci al Security benefits are not taxable if
than $25,000 for single or $00 for marriegoint returns.For taxpayers with income between
$32,000 and $44,@0for marriedjoint (between $25,000 and 4800 for single), up to 50% of
socialsecurity benefits are taxabl&bove that income level, up to 85% of benefits are taxable
Modified adjusted gross income is adjusted gross income plus federadlydmnpt nterest plus
onehalf of social security benefits.

Prior to 1984, social security benefits were not subjectderf# or Minnesota income taXhe
federal taxation of a portion of social secutignefits was enacted in 1988.1985 Minnesota
adopted the federal treatmemhe inclusion of a larger portion of benefits in taxable income was
enacted federally in 1993 and adopted by Minnesota in 1994.

At the end of 205 approximately980,000 people in Minnesota received social seguienefits.

Fiscal Year 2018 2019 2020 2021
State General Funt  $305,200,000 $323300,000 $343,700,000 $364,700,000

1.24 Medicare Benefits

Revenue Ruling 7341
Minnesota Statutes, Section 290.01, Subd. 19
Minnesota Rules, Part 8001.9000

Medicarebenefits are excluded from income, including benefits paid under the basic hospital
insurance program, the supplementary medical insurance progranthearmuescription drug
program.The basic Medicare program is financed by a portion of the payroll taxesployees,
empoyers, and the seémployed.The supplementary program and the prescription drug program
are voluntary and financed through individuedmiums and federal subsidid$e tax expenditure
measures the exclusion of benefits attributablerhployer contributions through the payroll tax
and federal contributions to the voluntary programs; it does not include the recovery of
previouslytaxed contributions made by the recipient.

Medicare benefits have never been taxed although the excluafonot ken specified in the
statutesA revenue ruling in 1970 upheld the exclusion of these benefits.

In 2014, approximately888,000 people in Minnesotaere enrolled irMedicare.

Fiscal Year 2018 2019 2020 2021

Hospital Insurance $244,000,000 $257,600,000 $272,000,000 $287,200,000
Supplementary Medicahsurance 171,000,000 180,100,000 189,600,000 199,600,000
Prescription Drug Insurance 55,600,000 56,500,000 57,400,000 58,400,000
Total - State General Fund $470,600,000 $494,200,000 $519000,000 $545200,000
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1.25

1.26

Foster Care Payments

Internal Revenue Code, Section 131
Minnesota Statutes, Section 290.01, Subd. 19

Qualified foster care payments are excluded from the iecofrithe foster care providefhe
exclusion is limited to payments for no more than five foster care individuals over age 48, but
limitation applesto payments for foster children under age 19.

This provision was enacted in 1982rior to 1986, foster care payments that exceeded documented
expenses were included as incorfie1986 the exclusion was broadened to include all qualified
foster care payments and was extended to foster care payments made for qualifying aelults.
provision was last changed in 2002.

Minnesota hag,150 licensed adult foster care aBd50 licensed child foster care households.

Fiscal Year 2018 2019 2020 2021
State General Func  $2,800,000 $2.900,000 $3,000,000 $3,200,000

Public Assistance

Numerous Revenue Rulings
Minnesota Statutes, Section 290.01, Subd. 19
Minnesota Rules, Part 8001.9000

Public assistance benefits are exed from federal gross incomehe programs through which
benefits are paid include the Minnesota Family Investni@érogram, General Assistance,
Minnesota Supplemental Aid, and $lgmental Security Incom®nly a portion of the benefits

would be subject to the income tax because the income of some recipients would be below the
income tax filing requirements.

Although theoretically the tax expenditure includes benefits received both in cash and in kind, such
as food stamps, the estimates reflect only cash payments.

During the 1930s the Internal Revenue Service issued a series of Revenue Rulings on iba definit
of federal gross income which explicitly excluded these benefits.

Fiscal Year 2018 2019 2020 2021
State General Funt  $26,400,000 $27,400,000 $28,40,000 $29,90,000
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Individual Income Tax
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Scholarship andFellowship Income

Internal Revenue Code, Section 117
Minnesota Statutes, Section 290.01, Subd. 19

Section 117 of the Internal Revenue Code excludes from income scholafshipgships and
grantsthat are used fotuition, fees, and related expens&s qualify, the student must be a
candidate for a degree.

This excluson was first allowed in 1954rior to 1986, scholarship money to cover room and board
and money paid to nondegree students were also excltiueghrovision was last changed inl80

Fiscal Year 2018 2019 2020 2021
State General Func  $32,900,000 $34,600,000 $37,200,000 $39,400,000

Education Savings Accounts

Internal Revenue Code, Section 530
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may establish aducation savings account for qualified educatiqgreages of a named
beneficiary. Qualified expenses includéuition, fees, books, and supplies for elementary,
secondary, and higher educati@mnual contributions to an account cannot exceed $2,000 and
cannot be made after the beneficiary readge eighteehe maximum contribution is reduced
for taxpayers with income over $95,000 ($190,000 for a joint return).

Earnings on funds in the account are not included in incontie tha funds are distribed.
Distributions used for qualified education expenses of the beneficiary are excluded from income.

This provision was enacted in 1997 and expanded in 2001 by increasing the contribution limit from
$500 to $2,000, increasing tiphaseout threshold forjoint returns, and including expenses for
elementary and secondaegucation The 2001 changesere scheduled to expire after tax year
2010, but in 2010 they were extended to tax years 2011 andad@lid 2013they were made
permanent.

Fiscal Year 2018 2019 2020 2021
State General Funt $700,000 $700,000 $800,000 $800,000
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1.20 Qualified Tuition Plans

Internal Revenue Code, Section 529
Minnesota Statutes, Sec. 290.01, Subd. 19

Under agualified tuition plan, a taxpayer may make contributions to an account that is established
for the sole purpose of meeting qualified higher education exparise designated beneficiary.

The plan may be either a college savinigs r a prepaid tuitioplan. A state may sponsor either

type of planor both types of plan#\ prepaid tuition plan maglsobe established by one or more
institutions of higher education.

The earnings on the account are not taxed until they are distributed, and distriargiersluded
from income to the extent that they are used for qualified higher education expenses.

The tax status of state tuition plans was clarified at the federal level in 1996 when Section 529 was
addedo the Internal Revenue Codgeveral changes wemade tottese provisions in 200Wwith

the changes to expire after 201 2006 the changes were made permanand in 2008
Minnesota adpted the 2006 federal changé&sis provision was last changed in 2009.

Fiscal Year 2018 2019 2020 2021
StateGeneral Fund  $7,000,000 $8,100,000 $8,70,000 $9,50,000

1.30 Discharge of Certain Student Loan Debt

Internal Revenue Code, Section 108(f)
Minnesota Statutes, Sec. 290.01, Subd. 19

General ly, canceled or forgiven debt, or debt
d e b ttaxabfeincome.Section 108(f) of the Internal RevenGede specifies conditions under
which student loan cancellation and repayment assistanceligles from income.

The exclusion applies to canceled or forgiven student loan debt if the terms of the loan provided

that some or all of it would be canceled for work for a specified period of time, in a certain
profession, and for any of a broad clasgemployers and if the loan was manespecified types

of lenders.An exclusion also applies to assistance provided under certain psofpaimealth
professionalsThe NationalHealth Service Corps Loan Repayment Program and state programs
eligible to eceivefunds under the Public HealtteS vi ce Act provide paymen
behalf for educational loans in return for service in a health professional shortage area.

Section 108(f) of the Internal Reven@ede was enacted in 1984 201Q the exclsion was
extended to state loan repayment and forgiveness programs designed to facilitate the increased
availability of health care services in underserved areas.

Fiscal Year 2018 2019 2020 2021
State General Func  $1,500,000 $1,%00,000 $1,600,000 $1,700,000
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1.31 Certain Agricultural Cost -Sharing Payments

Internal Revenue Code, Section 126
Minnesota Statutes, Section 290.01, Subd. 19

Agricultural costsharing payments may be excluded in whole opart from incore if three
conditions are methe United States Secretary of Agriculture certifies that the payment serves to
conserve soil and water resources, improve forests, or provide a habitat for wildlife; the Internal
Revenue Service determinesatlthe improvement does not substantially increase the annual
income from the property; and the payment is for a capital expense. No deductions, depreciation,
amortization, or depletion may be claimed with respect to any such amount excluded from income.

This exclusion was enacted in 1978 and was last changed in 1980.

Fiscal Year 2018 2019 2020 2021
State General Funt $400,000 $400,000 $400,000 $400,000

1.32 Discharge of Indebtedness Income for Certain Farmers

Internal Revenue Code, Sections 10&(gdl 1017
Minnesota Statutes, Section 290.01, Subd. 19

Generally the amount of any debt forgiveness mushbei uded i n t he dhebtor és
debt is discharged in a title 1l bankruptcy case or when éiod is insolventA solvent farmer

may be treated as insolvent and the canceled debt excluded from income if at least 50% of the
taxpayerds average annu a lhreegyeassscemes fom garmm.s f or
reduction must be made to the ttaxypmpayyreardoss thhas iad
including net operating losses, capital lossesl certain credit carryoverShe exclusion cannot

exceed the sum of the adjusted basis and the adjusted tax attributes of qualifyartygrhe net

effect is that the income ideferred rather than excluded

The income exclusion for solvent farmers was enacted in 1986. Prior to that time, a similar
provision applied to qualified business indebtedness, not just farming.

Fiscal Year 2018 2019 2020 2021
State General Func  $1,90,000 $1,90,000 $1,90,000 $1,90,000
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1.33 Investment Income on Life Insurance and Annuity Contracts

Internal Revenue Code, Sections 72, 101, 7702, and 7702A
Treasury Regulation 1.452

Minnesota Statutes, Section 290.01, Subd. 19

Minnesota Rules, Part 8001.9000

I nvest ment income earned on |ife insurance and
gross income as it accumulatéor a life insurance policy, the exclusioppéies to what is
commonly r ef er r eudpditinvestment iftomaMhéndhe prémiumg paid by the
policyholder exceed the cost of insurance, the excess premiums are invested by the company, and
investment income is credited to the politfythe policy is surrendered before the death of the
policyholder, the excess of the cash surrender value over the prempaid is included in income.

In this situation, the income deferred rather than excluddeblicy proceeds paid because of the

death 6 the insured are excluded from the gross income of a beneficiary, and that investment
income is never taxed.

An annuity is an investment contract in which the owner makes a deposit in either a lump sum or
installment payments in exchange for regulampats for a lifetime or for a specified number of
years.The income is not included in the gross income of the owner as it accumulates but is deferred
until payments are made to the annuitant.

These exclusions have been in effect since 1933 and were last chagéfl in

Fiscal Year 2018 2019 2020 2021
State General Func  $203,30,000  $208,000,000  $213,400,000  $218,100,000

1.34 Interest on Minnesota State and Local Government Bonds

Internal Revenue Code, Sections 103 and 1z
Minnesota Statutes, Section 290.01, Subd. 1%arml.19a(1)

Interest received from state and local government bonds isdextluom federal gross income.
For Minnesota income tax purposes, the exclusi@estricted to interest from bonds issued by the
State of Minnesota or by Mimesota local government unifsy interest from nofMinnesota state

or local governments is added back to determine Minnesota taxable income.

The exclusion applies tall general obligation bondslt also applies to several types of

nonguaranteedbonds, including exempt facility bonds, srrigdue bonds, qualified mortgage
bonds, qualified student loan bonds, and qualified redevelopment bonds.
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Individual Income Tax
Federal Exclusions

Federal law imposes an annual volume limitation by state on the total amount of noteggaran
bonds that can be issuetihe limitation for each state is the greater @D@&per resident or
$303,315,000 in calendar ye&017. The limits are inceased annually for inflatioIso exempt
from taxation but not subject to the overall volume limitatjiare qualified bonds of 501(c)(3)
nonprofit organizations and bonds for governmmhed airports, docks, wharves, and certain
solid waste disposal facilitie€Other limitations apply to certain types of bonds including those
subject to and exempt from the overall state volume limitation.

Minnesota exempted interest from Minnesota state and local bonds whercdheeitax was
enacted in 1933Vhen the state began adopting the federal definition of gross income in 1961, the
addback provision was included in the statutes to maintain thetiated effect of the 1933 law.

A 1968 federal law restricted the tee datus given interest of industrial revenue bonds to those
issued for specific purposes.1984 federal law limits by state the total amount of certain types of
state and local bonds which may be issued, and the volume limitations were last changed in 2000.
The taxexempt bond provisions were last changed 420

An estimated’9,800 returns benefit from this exemption in tax yeat720

Fiscal Year 2018 2019 2020 2021
State General Func  $42,90,000 $43,M0,000 $45,20,000 $49600,000

Capital Gains on Home Sales

Internal Revenue Code, Section 121
Minnesota Statutes, Section 290.01, Subd. 19

An exclusionfrom incomeis allowed for the capitalgaihr om t he sal e of a t
residenceThe gain is excluded the taxpayer ownednd occupied the residence for at least two

of the previous five yeard’he maximum exclusion is $250,008500,000 for a marriepbint
return).The exclusion cannot be used more than once every two years.

The exclusion in its current form was enadederally in 1997 and adopted by Minnesota in 1998

It replaced two previous provisionB.he def erral of the gain from
residence when the seller bought another home of equal or greater value wasieri®S&dnd
repaled in 1997The onetime exclusion of the gain, up to a specified amount, from the sale of the
taxpayerds principal residence for taxpayers
times, and repealed in 199hese provisions were last clgaa in 2A.3.

Fiscal Year 2018 2019 2020 2021
State General Funt  $206,30,000  $215,00,000  $227,30,000  $240,90,000
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Individual Income Tax
Federal Exclusions

1.36 Capital Gains at Death

Internal Revenue Code, Sections 1001, 1040, 1221, and 1222
Minnesota Statutes, Section 290.01, Subd. 19

When property is transferred because of the de
the value of the asset at the ti metofdleassehe de c e
Therefore, the appreciation of t hsexcladedfmn occur

gross incomeThe fiscal impact measures the exclusion against the taxation of the gain at the time
of transfer at death.

The exclusion otapital gains at death was enacted federally in 1921. A similar provision was
incorporated into the original Minnesota income tax law in 1933.

Fiscal Year 2018 2019 2020 2021
State General Func  $198700,000  $210,490,000  $221,M0,000  $231,80,000

1.37 Capital Gains onGifts

Internal Revenue Code, Sections 1001, 1015, 1221, and 1222
Minnesota Statutes, Section 290.01, Subd. 19

The taxation of the capital gain on an asset is deferred when it is givegifasTah e r eci pi en't
basisinthe properiys t he same as the giverés basis, but
property is sold by the recipienthe deferral is considered a tax expenditure because a gain is
generally recognized when an asset is transferred.

This provision was eréed federally in 1921 and by Minnesota in 1933.

Fiscal Year 2018 2019 2020 2021
State General Funt  $15,400,000 $21,600,000 $23,80,000 $25,00,000
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Gain from Certain Small Business Stock

Internal Revenue Code, Sectior)22
Minnesota Statutes, Section 290.01, Subd. 19

An exclusion from income is allowed to noorporate taxpayers fotl@r a portion of the capital
gain on galifying small business stockor qualifying stock issued after August 10, 1993, the
exclusion is50% of the gainThe exclusion was increased t&/@tr stock acquired from February
18, 2009, to September 27, 2010, and to 100% for stock acquired from Sep28nBe10, to
December 312014.

The taxpayer must acquire the stock at its original issue dddtffior at least five yeard he gain

that a taxpayer can exclude from the same business in a year cannot exceed the greater of $10
million, less any cumulative gain excludeg the taxpayer in previous tax years, or ten times the
taxpayerds adjusted basis in the stock.

Qualifying small business stock must be issued by a C corporation with no more than $50 million
in gross assets before andha time the stock is issuethecorporation must employ at least 80%

of its assets in a qualified trade or businessnduthe fiveyear holding period, including
specialized small business investment companies and all lines of business except health care, law,
engineering, architecturgod service, lodging, farming, insurance, financing, and mining.

The 50% exclusion waenacted in 1993 he exclusion was increased to 75% in 2009 and to 100%
in 2010.The 100% exclusion was extended a number of tiameswas made permanent in 2015

Fiscal Year 2018 2019 2020 2021
State General Funt  $6,600,000 $7,000,000 $7,300,000 $7,700,000

Energy Conservation Subsidies Provided by Public Utilities

Internal Revenue Code, Section 136
Minnesota Statutes, Section 290.01, Subd. 19

Grossincome does not include the value of a subsidy provided by a public utility to a residential
customer for the purchase or installation of an energy conservation measure.

Section 136 was enacted as part of the ComprehensivenBlaEoergy Policy Act of 19922
partial exclusion that applied to subsidies for business property was enacted in 1992 and repealed
in 1996.

Fiscal Year 2018 2019 2020 2021
State General Func  $200,000 $200,000 $200,000 $200,000
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140

141

Permanent Exemptions from Imputed Interest Rules

Internal Revenue Code, Sectid&3(e),483, 1274, and 1274A
Minnesota Statutes, Section 290.01, Subd. 19

The Internal Revenue Code generally requires that debt instrubesarts market rate of interest
at least equal to the average rate on outstanding Treasuritise@f comparable maturityf the
instrument does not, a market ratengputed to it for tax purpose$he imputed interest must be
included in the income dhe recipient and is deducted by the payer.

Several exceptions exist the imputed interest ruledebt associated with the sale of property when

the total sales price does not exceed $250,000; the sale of farms or small businesses by individuals
when the sales price does not exceed $1 million; and the sale of a personal redihice.
instruments for amounts not exceeding $2.8 million that are given in exchange for real property
may not have imputed to them an interesteateeding 9%Tl he $2.8 millon maximum is indexed
annually for inflation.

Imputed interest rulegrere enacted in 1984#.ermanenexceptions to the rules weemactedn
1986 and were last changed in 1997.

Fiscal Year 2018 2019 2020 2021
State General Func  $4,700,000 $4,90,000 $5,200,000 $5,400,000

Like -Kind Exchanges

Internal Revenue Code, Section 1031
Minnesota Statutes, Section 290.01, Subd. 19

In general, the gain from the sale or exchange of property is recognized as income for tax purposes.
However, the gaifrom a like-kkind exchange is not recognized at the time of exchange if both the
relinquished and the received property are held for productive use in aotradsiness or for
investmentThe recognition of the gain is deferred until the received profgesyld or otherwise
disposedlIn order for the gain to qualify for deferral, the exchange must be conclvideid
specified time limitsThis provision does not cover stock in trade or other property held primarily

for sale, or stock, bonds, notes, dney securities.

Tax-free exchanges of likkind property were allowed federally1®21 and by Minnesota in 1933.
These provisions were last amende@008

Fiscal Year 2018 2019 2020 2021
State General Funt  $41,600,000 $43,000,000 $44,30,000 $45,80,000
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Federal Deductions

142 Accelerated Depreciation

Internal Revenue Code, Sections 167 and 168
Minnesota Statutes, Section 290.01, SubdSi®d.19a(7), andsubd.19b@)

A deduction is allowed fahe depreciation of machinery, equipment, and structures used in a trade
or business or held for the production of income equal to the deduction allowed federally under the
modified accelerated cost recovery system (MACRS).

Under MACRS, machinery and @igment can be depreciated over three, five, seven, or ten years,
and the 200% dédining balance method is usetihe 150% declining balance method applies to
fifteen and twentyyear propertyStraightline depreciation of 27.5 years is used for residentia
rental property, and 39 years is used for nonresidential real property.

Conceptually, the tax expenditure is the extent to which depreciation for tax purposes exceeds the
actual decline in value of the assetidg the applicable tax yedfor machiney and equipment,

the tax expenditure is measured as the difference between the current law depreciation schedule
and straightine depreciation over the period defined by the midpoint of the asset depreciation
range (ADR) system that wan effect from 197 to 1981.For structures, it is measured as the
difference between current law depreciation and strdiightdepreciation over forty years.

For federal tax purposes, bonus depreciakiag applied at various timedlost recently bonus
depreciation 050% applied tonew equipment placed in servida 2012 through 20%. The
percentage is reduced to 40% in 2018 and 30% in.Z0idamount of the bonus depreciation is
subtracted from the basis of the property in computing the daficecdeduction for all yearsor
Minnesota tax purposes, 80% of the bonus depreciatanded back to taxable income in the first
year, with that amount subtracted in equal parts over the next five years.

A depreciation deduction was part of the original Minnesota income tax enacted in 1933.
Accelerated depreciation was first allowed through administrative practice by the federal
government in1946 and by law in 1954Minnesota first enacted an acceleratipreciation
provision in1959.In 1987 Minnesota adopted MACRISat had beeanacted as part of thederal

Tax Reform Act of 1986A 30% bonus depreciation option was enacted federally in 2002n

2003 it was extended anbe percentage was increaged50% Bonus depreciatiomas been
extendedfederally several timesmost recently in 2015Minnesota adopted the fedefabnus
depreciationprovisions and, at the same time, enacted the addition for 80% of the bonus
depreciation in the first year and thebtraction of that amount in equal parts over the following
five years.

Fiscal Year 2018 2019 2020 2021
State General Func  $74,50,000 $66,70,000 $13,500,000 $10,200,000
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1.43

1.44

Expensing DepreciabléBusiness Property

InternalRevenue Code, Section 179
Minnesota Statutes, Section 290.01, Subd Slhd. 19a(8), an8ubd.19b(13)

A taxpayer may elect to treat the cost of qualifying business property as an expense in the year the
property is placed in servic&or Minnesotatax purposes,he maximum annual deduction is
$25,000. If the taxpayer places more th@0G5000 of qualifying property in service during the

year, theb25,000is reduced by one dollar for each dollar that thet exceedsZp0,000.

For federal tax purposes, the maximum deduction and the limitation on total property placed in
servicewere higher for tax years through 201For tax years 2010 through 20the maximum
annual deductiorwas $500,00Q and thelimitation of the total amount placed in servieg&as

$2 million. For Minnesota tax purpose®0% of thedifference between the amount of expensing
allowed for federal and state tax purposes added back to taxable incorne the Minnesota
return with tha amount subtracted in equal parts over the next five years.

This provision was adopted in 198Phe maximum deduction was increaged 993 and 1994n

2003 the amount of allowable expensing was temporarily increased for tax years 2003 through
2005 Minnesota adopted those chandge<2004 the increase was extendeddw years2006 and

2007 Minnesota adopted the extension of the increask at the same time, enacted the addition
egual to80% of the increase, withahamount subtracted in equal parts over the next five years.
The federal limits have been increased several times anchweele permanent in 2015

Fiscal Year 2018 2019 2020 2021
State General Func  $199,700,000  $144,100,000 $88,800,000 $86,300,000

Excess of Percentage over Cost Depletion

Internal Revenue Code, Sections 291, 611, 612, 613, and 613A
Minnesota Statutes, Section 290.01, Subd. 19

Depletion allowances refer to the way in which investment costs are recovered for mining or other
extractive operations and may be taken for almost all exhaustible natural resources. A taxpayer may
choose fran two forms of depletiorcost depttion or percentage depletid@ost depletion is based

on the taxpayer 6s iskimifai bsdepreciatianinéts applicatipRerceéntagea n d
depletion is based on a percentage of the gross income received from the extractive operation and
haslittlerelat ons hi p t o aThe exeepsafyperceritage demetion sver cost depletion

is consideed a tax expenditure.

A deduction for cost depletion was first allowed in 1913, and percentage depletiatioveed as

an option in 19264 1986 change denies the use of percentage depletion for lease bonuses, advance
royalties, or other payments that are not directly related to actual prodiramomil, gas, and
geothermal propertieshis provisionwas last changeid 2010.

Fiscal Year 2018 2019 2020 2021
State General Funt $400,000 $500,000 $500,000 $600,000
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Expensing and Amortization of Business Starup Costs

Internal Revenue Code, Sections 195 and 709
Minnesota Statutes, Secti@80.01, Subd. 19

A taxpayer may elect to deduct up to $5,000 of atprexpenditures in the taxable year in which
the ative trade or business begiff$ie $5,000 is reduced doltar-dollar by the amount by which
total startup costs exceed $50,008ny startup expenditures not deducted can be amortized over
fifteen years.

Without these special provisions, these expenditures would be capitalized by adding them to the
txpayer 6s b as i Fhey wouldther be traated as roadepreciabbngible assets,
with costs not being recoverable until the taxpayer sold their interest in the business.

Section709 was enacted in 19a6dSection195 was enacted in 1980he current provisions were
enacted in 2004.

Fiscal Year 2018 2019 2020 2021
State General Funi $700,000 $700,000 $700,000 $700,000

Expensing of Research and Development Costs

Internal Revenue Code, Section 174
Minnesota Statutes, Section 290.01, Subd. 19

Generally, expenses incurred in creating or developing anragsebe capitalized, with recovery
occurring over the life of thasset or at the time of saldowever, a taxpayer may elect to deduct

as an expense in the current tax year all qualified research and development costs incurred in
connetion with a trade 10 businessif the asset resulting from the research or development
expenditures has no determinable useful life (such as is the case with a process or formula), then
the taxpayer may elect to amortize the coster awt less than sixty monthklnder certmn
conditions, thaleduction is reduced by the amount of any federal research credit.

Section 174 was enacted in 1954 and was last changed in 1989.

Fiscal Year 2018 2019 2020 2021
State General Funt $700,000 $700,000 $700,000 $700,000
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1.47

1.48

Expensing for Removal of Barriers to the Handicapped and Elderly

Internal Revenue Code, Section 190
Minnesota Statutes, Section 290.01, Subd. 19

In general, an improvement talapreciable asset is treated as a capital expenditure, and the cost is
recovered using the apgmeate depreciation deductioHowever, Section 190 allows a taxpayer

to expense up to $15,000 of the costs incurred in a single year for removing physieed tiathe
handicapped or elderly in qualified facilities arigic transportation vehicleQualified expenses
exceeding $15,000 must be capitalized.

This provision does not apply to construction of a new facility or vehicle or to a completatienov
of an existing facility.A qualified facility includes any or all portions of a building, structure,
equipment, road, walkway, gang lot, or similar propertyA vehicle qualifies if it is owned or
leased by the taxpayer and provides transportationcesrtd the public.

Section 190 was enacted in 1976 as a temporary provistbwas made permanent in 1986e
current maximum amount was enacted in 1990.

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *

Expensing of Exploration andDevelopment Costs

Internal Revenue Code, Sections 56, 57(2), 263, 291, 616, 617, and 1254
Minnesota Statutes, Section 290.01, Subd. 19

Generally, amounts paid for permanent improvements or betterments to ipomhoeing property

are not deductible agirrent year expenses but are capitalized and recoveredgjthdepreciation

or depletionHowever, currenyear expensing is allowed for items such as labor, fuel, repairs, and
site preparation costs incurred in the exploratimd development of oil, gaother fuel,and
nonfuel mineral deposit€xpensing is allowed only for domestic properties.

Expensing of development costs for oil and gas has been allowed federally since 1916. Expensing
of development costs for other minerals and of exploratistsdor all minerals, including oil and
gas, was first allowed in 1951.

Fiscal Year 2018 2019 2020 2021
State General Func  $1,400,000 $1,400,000 $1,300,000 $1,200,000
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Cash Accounting and Expensing for Agriculture

Internal Revenue Code, Sections 162, 175, 486,447,448,461, 464, and 465
Minnesota Statutes, Section 290.01, Subd. 19

Farmers are allowed to use cash accounting rather thandhel system for income tax purposes.
Therefore, costs attributable to goods not yet sold may be deducted in the current year.

A taxpayer engaged in the business of farming may deduct certain expenditures made during the
tax yea rather than capitalizdhem.Qualifying expenditures include soil and water conservation
expenses, the purchase and application of fertilizer, and costs associated with raising dairy and
breeding cattle.

Farmers have been allowed to use the cash accounting system for tazepuspnce 1933.
Minnesota began allowing the expemwgiof capital outlays in 1953n 1986 the expensing
provision was eliminated for land clearing and was restricted for soil and water conservation
expenditures.

Fiscal Year 2018 2019 2020 2021
StateGeneral Fund  $5,700,000 $5,800,000 $5,90,000 $6,000,000

Expensing of Multiperiod Timber Growing Costs

Internal Revenue Code, Section 263A(c)(5)
Minnesota Statutes, Section 290.01, Subd. 19

Timber growers are allowed to deduct in the current year costs associated with maintaining a timber
stand after it is establishethe costs include disease and pest control, lreshing, and property
taxes.This exception to the capitalization rulephbgs to the costs incurred in raising, growing, or
harvesting trees other than trees bearing fruit, nuts, or other crops, or ornamental trees.

These costs have alwapeen allowed to be expens@then the uniform capitalization rules were
adopted as ptaof the Tax Reform Act of 198@his exception was allowed for timber.

Fiscal Year 2018 2019 2020 2021
State General Func  $200,000 $200,000 $200,000 $200,000
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1.51 Amortization and Expensing of Reforestation Expenses

Internal Revenue Code, Section 194
Minnesota Statutes, Section 290.01, Subd. 19

Under uniform capitalization rules, production costs are capitalized (added to basis) aridddedu
when the product is soldHoweve, Section 194 allows a taxpayer to deduct up to $10,000 of
reforestation expenditures incurred for each qualifisthéir property in any tax yedtxpenditures
exceeding $10,000 mide amortized over 84 montt@ualifying expenditures include only direct
costs, such as for site preparation, seeds or seedling, and labor and tools.

Section 194 was enacted in 198 was last changed in 2005

Fiscal Year 2018 2019 2020 2021
State General Func  $2,000,000 $2,100,000 $2,200,000 $2,400,000

1.52 SpecialRules for Mining Reclamation Reserves

Internal Revenue Code, Section 468
Minnesota Statutes, Section 290.01, Subd. 19

In general, expenses that will be incurred in the future may ndalmed as a current deduction.

An exception is provided for mining and solid waste disposal site reclamation costs which are
incurred in order to comply with a federal, stabr local law, as specified deduction may be

taken in the current year for the estimated future reclamatiotiosing costs attributable to
production or mining aétity during the taxable yeaA bookkeeping reserve must be maintained

for tax purposes so that, when reclamation or closing costs are actually incurred, they can be
conpared to the deductions takeékny excess of the reserve, including interest, over actual costs
must be included in income at that time.

Section 468 was enacted in 1984 and was last changefiGn 19

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *
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Cash Accounting Other Than Agriculture

Internal Revenue Code, Sections 446 and 448
Minnesota Statutes, Secti@f0.01, Subdl9

Section 446 of the Internal Revenue Code allows a taxpayer to choose the cash method of
accountingnstead of the accrual methothe accrual method is considered a better measure of
currentyear income and expenses because it takes into account the ofaerivables. This tax
expenditure is the difference in net income measured by acarmirting and cash accounting.
Accrual accounting is required for businesses that maintain inventories.

Cash accountindnas been permitted since 193he Tax Refom Act of 1986 placed some
restrictions on the use of cash accounting by partnerships.

Fiscal Year 2018 2019 2020 2021
State General Funt  $13,40,000 $13,80,000 $14,100,000 $14,50,000

Installment Sales

Internal Revenue Code, Sections 453 458A
Minnesota Statutes, Section 290.01, Suisd.

In general, the gain or loss from the sale of property is recognized in the year of the sale. An
exception is the installment method which may be used to report gains if at least one payment is
receivedin a tax year later than the year of sale. The installment method can be used only by
taxpayers who do not regularly deal in the property being sold, and gross profit is prorated over the
period n which payments are receivethe tax expenditure is theffdirence between what tax
liability would be under yeanf-sale reporting and installment reporting.

The installment method was first enacted £33.In 1986 the installment method was eliminated
for revolving credit sales of personal property and ssafk property regularly traded on an
established markesuch as stocks or securiti#s.1987 the installment method was repealed for
dealer sales of ltlo real and personal propertg.1999 the use of installment sales was restricted,
but that restridbn was retroactively repealed in 200lhe provision was last changed in 2004,
when installment sale treatment was denied for readily tradable debt

Fiscal Year 2018 2019 2020 2021
State General Func  $8,100,000 $8,100,000 $8,100,000 $8,100,000
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1.55 Completed Contract Rules

Internal Revenue Code, Section 460
Minnesota Statutes, Section 290.01, Subd. 19

Some taxpayers with contracts extending for more than one year are alorepdrt some or all
of the profit on the contractsxder special accounting ruldacome from a longerm contract is
reported only when the contract is completed, and costs allocable to trectantr deducted at
that time.However, many indirect @s may be deductdd the year paid or incurredVithout
these special rules, indirect costs could be deducted only when the income is reported.

The completed contract method is allowed for home construction contracts and for other
constructioncontrast i f t hey are no | onger than two years
annual gross receipts for the three preceding years do not exceed $10 million.

The completed contract method was first allowed federally in 1918 and by Minnesota in 18©33. Th
rules for longterm contracts were codified in the federal Tax Reform Act of 1986, and riessict
were placed on their us€his provision was last changed20804

Fiscal Year 2018 2019 2020 2021
State General Funt $700,000 $700,000 $700,000 $700,000

1.55 Employee Stock Ownership Plans

Internal Revenue Code, Sections 401(a)(28), 404(a)(9), 415(c), and 1042
Minnesota Statutes, Section 290.01, Subd. 19

An employee stock ownership plan (ESOP) is a qualified stock bonus plan or a comlmhation
stock bonus and a money purchase pension plan under whictexetapt trust holds employer
stock forthe benefit of the employee$he stock may be acquired through direct employer
contributions or with the proceeds of a loan to the trust.

Employees are not taxed on employer contributions to an ESOP or the earnings on invesged fun

until they are distributedA stockholder in a closelield company may defer recognition of the

gain from the sale of stock to an ESOP if the ESOP owns atleast30%ef company 6s st o
the sale and the seller reinvests the proceeds in a U.S. company.

The formation of ESOR®sas first authorized in 197Zhese provisions were last changed in 2001.

Fiscal Year 2018 2019 2020 2021
State General Funt $700,000 $700,000 $700,000 $700,000
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1.57 Individual Retirement Accounts

Internal Revenue Code, Sections 219, 408, and 408A
Minnesota Statutes, Section 290.01, Subd. 19

An individual may make a contribution to ardividual retirement account (IRA) of up t&$00

in tax year2018 or an amount equal to e&d income, whichever is leskthe individual has more

than one account, the total contribution to all accounts cannot exceed the le5d®bbearned
income.Upto$H500 can also be contributed for a nonwo
contribution does not exceed their combined earned incbhe maximum contribution and all

income limits are indexed annually for inflatiofRor a taxpayer or spouse age 50 or over, the
contribution limit is increased by $1,000

The contribution may be made to either a deductible IRA or a nondedu&tb)edferred to as a
Roth IRA. For both types of IRAs, earnings on the account are excludedifrcome until the
funds are distbuted.For a deductible IRA, a deduction is taken when the contribution is made,
ard the distribution is taxabléf. a distribution from a Roth IRA qualifies, the entire distribution is
exempt from tax.

For a deductild IRA, if the taxpayer is a participant in an employer plan, the full deduction is
allowed if adjusted gross income for tax y2at8is $63,000 or less for a single person$101,000

for a marriedjoint return. The maximum deduction is phased out oveaamage of$20,000for
marriedjoint returns and $10,000 for other filers

The spouse of an active participant in an employer plan may take a deduction for contributions to
an IRA, but the deduction is phased out for taxpayers with adjusted gross metoraen $18,000

and $19,000.If neither the taxpayer nor the spouse is an active participant in an employer plan,
no income limit applies.

For aRoth IRA, the maximum contribution is phased out for joint filers with income between
$189,000 and $99,000and between 0,000 and $25,000 for other filersDistributions are not
subject to tax if made more than five years after the IRA has been establislifatd@dibtribution
gualifies.Distributionsqualify if made after age %9 upon thedeath odisability of the individual

or for firsttime homebuyer expenses.

The tax expenditure estimatés a given year measutbe deduction for contributions and the
exclusion of earnings, net dfstributionsincluded intaxableincome hatyear.

The fecakral IRA provisions were enged in 19741n 1997 the income limits were increased for
deductible IRAs, and provisions for nondeductible IRV e replaced by the Roth IRk 2001,
the contribution limit was increasethd then indexedwith thechangedo expire after 2010n
2008 the increasand indexing of the contribution limiwas made permaner@ndindexing the
income limits was adopteth 2008 Minnesota adopted the 2006 federal changes.

Fiscal Year 2018 2019 2020 2021
State General Funt  $218,%0,000 $234,40,000 $251,200,000  $270,200,000
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158 Sel-Employed Retirement Plans

Internal Revenue Code, Sections 4@F and 4.0-418E
Minnesota Statutes, Section 290.01, Subd. 19

A self-employed person may take a deduction for contributions madsetbeanployedretirement
plan(Keogh planupto the lesser of 25% of seéfmployment income (net of any contributions) or
$55,000 for tax year2018. Earnings are not included in the recigieds i nc osare unt i |
withdrawn from the fundA seltemployedplan must alsa@over any eligible employee3he

deduction for contributions made on behalf of employees is considered a normal business expense
and not a tax expenditure.

Disbursements frotheplanareinadld ed i n t h e rTheseprpvisions arédeferials,c 0 me .
measured for a fiscal year as the exclusion of earnings and the deduction for contributions, net of
disbursements included in income that year.

This provsion was originally enacted in 196Erom 1982 to 1984he Minnesota deduction was
more restrictie than the federal deductioFhe provision was last changed2a(s.

Approximately25,600 Minnesota taxpayers took this deduction for tax yAb.

Fisaal Year 2018 2019 2020 2021
State General Func  $72,700,000 $85,200,000 $89,400,000 $97,800,000

159 Sel-Employed Health Insurance

Internal Revenue Code, Section 162(1)
Minnesota Statutes, Sections 290.01, Subd. 19

A self-employed individual mayleduct the amount paid for health insurance premiums for the
taxpayer, spouse, and dependefith e deducti on cannot excomed t he
from the trade or businesBhe deduction is not allowed if the taxpayer is eligible to participate in

a health plan maintained by the employer of th

The federal deduction was enacted in 1886 was last changed in 1998ior to 2003, only a
specified percentage of the premiums could be deducted in arriving at federal adjusted gross
income, and remaining premiums could be takearatemized medical deductioA.Minnesota
provision enacted in 1992 allowed the subtraction of aeynpms not deéucted federallyThe
Minnesota subtraction was repealed in 2003 when the full deduction was allowed federally.

An estimated 18,200 taxpayers are estimated to benefit from this deduction in tax year 201

Fiscal Year 2018 2019 2020 2021
State Generdtund  $53,700,000 $56,000,000 $58,700,000 $61,300,000
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160 Health Savings Accounts

Internal Revenue Code, Section 223
Minnesota Statutes, Section 290.01, Subd. 19

An eligible individual with ahigh-deductible health plan is allowed to make contribigitm a

health savings accoutn e mpl| oyer may al so makeaceuntlher i but i c
individual is allowed a deduction from gross income for contributions to the account, tleyemp
contribution is excluded from the empl oyeebds i
and withdrawals are not taxable if they are used for medical expenses.

For calendar yed018, a health plan qualifies as a highductible plan ifte annual deductible is
at least 8,300 for selfonly coverage (4600 for family coverage) and the sum of the annual
deductible and other owff-pocket expenses does not exce&DH for selfonly coverage
($15,250 for family coverage)The maximum annualeduction is $3150 for selfonly coverage
($6,850 for family coverage)rhe specified dollar amounts are indexed annually for inflatiar.

a person age 55 or older, the maximum deductible contribution is increased by $1,000.

Tax-free health savingsccounts were enacted federally in 2003 and adopted by Minnesota in 2005,
effectiveretroactive to tax year 200%he provisions were modified in 20.

Fiscal Year 2018 2019 2020 2021
State General Funt  $49,500,000 $58,100,000 $68,300,000 $79,300,000

1.61 Interest on Student Loans

Internal Revenue Code, Section 221
Minnesota Statutes, Section 290.01, Subd. 19

A deduction is allowed for interest paid on qualified loans used to pay higher education expenses

for the taxpayer, spouse, or dependeitp er son cl ai med as a dampendent
cannot take the deductiofhe maximum deduction is $2,5000r tax year2018, the maximum

deduction is phased out for income oveb$60 ($B5,000 for joint returnspnd is completely

phased out foraxpayers with income of $80,000 or more (060 or more for joint returns)

This deduction was enacted in 1997.2001, the income limits were increased and indexed, and
limiting the deduction to the interest paid during the first sixty months of required payments wa
removed.The 2001 law changes were scheduled to expire after tax year 2010, but in 2010 they
were extendethroughtax year 2012 and in 20 1®ey were made permanent.

An estimated30,000 returns benefit from this provision in tax year201

Fiscal Year 2018 2019 2020 2021
State General Funt  $22,900,000 $22,700,000 $23,200,000 $22,900,000
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162 Per DiemAllowancesPaid to State Legislators

Internal Revenue Code, Section 162(h)
Minnesota Statutes, Sections 290.01, Subd. 19

State legislators who reside more than fifty miles from the state capitol buddengllowed a
deduction for per diem allowances received for days that the Legislature is in session and for
committee meetings that the legislator is required to attend.

Minnesota enacted a deductimn all per diem allowances for all legislators in589 and the full
deduction was allowed until theqvision was repealed in 198The federal deduction became
effective in 1976, and the fiftynile restriction was added in 198Wlinnesota has conformed to
the federalleductionsince 1987

Fiscal Year 2018 2019 2020 2021
State General Funi $100,000 $100,000 $100,000 $100,000

Federal Personal Deductions

1.63 Additional Standard Deduction for the Elderly and Blind

Internal Revenue Code, Section@3and(f)
Minnesota Statutes, Section 290.01, Suisd.

A taxpayer or spouse who is age@over or blind is allowed an additional standard deduction
For tax year2018, the additional amount for married couples 15380 for each person who is
elderly or blind (2,600 if elderly and blind)Theadditional amount for a single person or head of
household is $8600 for a taxpayer who is elderly or blind 3200 if elderly and blind)The
amounts are indexed annually for inflation.

The basic standard deduction available to all taxpayers is natlemts a tax expenditure because
equal amounts are allowed to similasijuated taxpayers.

From 1951 through 1986, Minnesota allowed to the elderly and the blind an additiswmigbe
credit against the taRrior to tax year 1987, an additional peoexemption was allowed to the
elderly and the blind on the fedhl returnThe additional standard deduction was enacted federally
in 1986 and was adopted by Minnesota in 1987.

An estimated®44,000 returngenefit fromthis provisionfor tax year 2Q7.

Fiscal Year 2018 2019 2020 2021
State General Funt  $27,100,000 $28,900,000 $29,400,000 $30,800,000
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1.64 Medical Expenses

Internal Revenue Code, Sections 63(d) and 213
Minnesota Statutes, Secti@f0.01, Subd. 19

An itemized deduction is allowed for unreimbursed medical expenses to the extent they exceed
10% of adjusted gross inconfier taxpayers under age 65 and 7.5% of adjusted gross income for
taxpayers age 65 and ovéhe 10% floor applieto all taxpayers beginning 2017. Deductible
expenses must be for the taxpayer, spouse, or dependent and include health insurance premiums,
medical care, dental care, prescription drugs, insulin, necessary transportation, and medical aids,
such as eyegtses, hearing aids, crutches, and wheelchairs.

A deduction for medical expenses has beowald by Minnesota since 193Bhe state adopted
the federal provisiongn 1981.In 1996 the deduction was expanded to includegterm care
insurance premiums and expendas201(Q the increase in the floor for the deduction from 7.5%
to 10% of adjusted gross income was enacted.

An estimatedl09,200 returnsbenefit fromthis provisionfor tax year 2Q7.

Fiscal Year 2018 2019 2020 2021
State General Func  $57,000,000 $59,90,000 $64,400,000 $69,000,000

1.66 Real Estate Taxes

Internal Revenue Code, Sections 63(d) and 164
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for real estate taxes pai@na@wneroccupied residencand
any other property not used for businddse deduction is reduced by any Minnegmtaperty tax
refund receivedSpecial assessments are not considered real tstateand cannot be deducted.
This deduction is one of sevérdeductions subject to the limitation of itemized deductions for
higherincome taxpayers.

Minnesota has allged this deduction since 193Bhe limitation of certain itemized deductions

was made permanentin 19@8tin 2001 the limitation was phasedtdwm tax year 2008hrough
2010.In 2010 the repeal of the limitation was extended to tax years 2011 and 2012 for federal tax
purposes, but Minnesota did not adopt the extension of the ragal3 federal law change made

the limitation permanerdt ahigher income thresholddinnesota did not adopt the 2013 federal
change and retains the limitation ungeor federal law

An estimated01,800 returnsenefit from this deductiom tax year 2Q7.

Fiscal Year 2018 2019 2020 2021
State General Funt  $160,6800,000  $172,800,000  $189,400,000  $204,90,000
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1.66 Other Taxes

1.67

Internal Revenue Code, Sections 63(d) and 164
Minnesota Statutes, Section 290.01, Subd. 19

In addition toreal estate taes(ltem 1.6), an itemized deduction is allowed for specified taxes
including personal property taxes paid to state and local governments and foreiga tagem
The ad valorem portion of the motor vehicle registration tax (Chapter 15) istitidelunder these
provisions.Also deductible are the personal property taxes paidroonwneroccupiedmobile
homethat islocated on a rented lothis deduction is one of several deductions subject to the
limitation of itemized deductions for high@rcome taxpayers.

This deduction was enacted in 1933 araschanged in 1983The limitation of certain itemized
deductions was made permanent in 1828in 2001 the limitation was phased dtdm tax year
2006through 2010In 201Q the repeal of theniitation was extended to tax years 2011 and 2012
for federal tax purposes, but Minnesota did not adopt the extension of the Pep6aB federal
law change made the limitation permanan& higher income threshollinnesota did not adopt
the 2013 fedel change and retains the limitation ungdeor federal law

An estimated!65,400 returns benefit from this provision for tax yeal 20

Fiscal Year 2018 2019 2020 2021
State General Func  $14,200,000 $15,100,000 $16,300,000 $17,400,000

Home Mortgage Interest

Internal Revenue Code, Sections 63(d) and 163(h)
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may take an itemized deduction for intepestl on debt secured by @rincipal or
second residenc®lortgage interest is deductible on up to $1 million of debt used to buy, build, or
improve aprincipal or second residendéthe debt is used for any other purpose, tmitétion is
$100,000 of debtf more than one home is involved, the limitationplgo the total amount his
deduction is one of several deductions subject to the limitation of itemized deductions for higher
income taxpayers.

Home mortgage interest was deductible without limitation until the currenictiests were
enacted in 198 The limitation of certain itemized deductions was made permanent in G993

in 2001 the limitation was phased dam tax year 200@hrough 2010In 201Q the repeal of the
limitation was extended to tax years 2011 and 2012 for federal tax purposktnnesota did not
adopt the extension of the repeal2013 federal law change made the limitation permaaeat
higher income thresholtinnesota did not adopt the 2013 federal change and retains the limitation
underprior federal law

An estimated40,700 returnsenefit from this deductiom tax year 2Q7.

Fiscal Year 2018 2019 2020 2021
State General Func  $227,6800,000 $244,500,000 $271,400,000 $299,300,000
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1.68 Charitable Contributions

Internal Revenue Code, Sections 63(d), 170, and 642(c)
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for contributions to organizations that are religious, charitable,
educational, scidific, or literary in purposeThe deduction is limited to a maximum of 50% of
federal adjusted gross income, although other limitations apply to specific types diudanis.
Excess contributions may be carrfedward for up to five yeard his dedudbn is one of several
deductions subject to the limitation of itemized deductions for higio®me taxpayers.

A deduction for charitable contributions has been allowed since the Minnasotad tax was
enacted in 1933Until 1985, the Minnesota dedueti differed from the federaleduction The
limitation of certain itemized deductions was made permanent in b8i® 2001 the limitation

was phased ofitom tax year 2006hrough 2010In 201Q the repeal of the limitation was extended

to tax years 2QlLand 2012 for federal tax purposes, but Minnesota did not adopt the extension of
the repealA 2013 federal law change made the limitation permanent at a higbenértbreshold.
Minnesota did not adopt the 2013 federal change and retains the limitadierptior federal law

An estimated62,800 returns benefit from this deduction in tax yeat720

Fiscal Year 2018 2019 2020 2021
State General Funt  $238,400,000  $250,90,000  $267,100,000  $281,8)0,000

1.69 Casualty and Theft Losses

InternalRevenue Code, Sections 63(d) and 165
Minnesota Statutes, Section 290.01, Subd. 19

An itemized deduction is allowed for unreimbursed nonbusiness losses caused by theft, vandalism,
fire, storm, and ar, boat, and other accideni$ie deduction is allowed only to the extent that each
separate casualty or theft loss exceeds $100 and the total of all net losses during the year exceeds
10% offederal adjusted gross inconfiethe loss is covered by insurance, a timely insurance claim

must be filed.

A deduction for casualty or theft loss was first authorized for the federal income tax iari®13
for the state tax in 1933 he $100 floor on the deduction was added in 1964, and in 1982 the
deduction was restricted to losses exceedi®g of adjusted gross incoméhe requirement for
filing a timely insurance claim was added in 1986.

An estimated’00returnsbenefit from this provision itax year2017.

Fiscal Year 2018 2019 2020 2021
State General Funt $800,000 $900,000 $900,000 $1,000,000
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Minnesota Subtractions

1.70

1.71

K-12 Education Expenses
Minnesota Statutes, Section 29@B21Subd 4

A subtraction from federal taxable income is allowed for certain education expenses paid for a
qualifying child in kindegarten through twelfth grad&@he maximum subtraction is $1,625 per
child in kindergarten through sixth grade and $2,500 per child in seventh through twelfth grade.

Qualifying expenses include amounts paid to others for tuiti@msportation, nonreligious
textbooks, and instructional materials and equipment required for reghtzol £lassed-ees or
tuition for instruction outside the regular school dayl school yeaalso qualify, such as tutoring
and educational summer camAmounts paid for computer hardware and educational software
can be subtractedubject to a limit of$200 per family.The amount that can be subtracted is
reduced byany expensegsed to claim the K2 education credit (Itemd1).

An education deduion was first enacted in 1958k 1997 the deduction was expandeeginning
with tax year 1998This provision was last changed in 2001.

An estimate®09,000 returngenefit from this provisiom 2017.

Fiscal Year 2018 2019 2020 2021
State Generdfund  $17,90,000 $18,100,000 $18,20,000 $18,30,000

Charitable Contributions for Nonitemizers

Minnesota Statutes, Section 29BA1Subd.7

A taxpayer who does not itemize deductions on the federal return may subtract from federal taxable
income 50% of charitable conttibons made in excess of $50he contributions must meet the
requirements for deductible contributions under the Internal Revenue Code.

This subtraction was enacted in 1999.

An estimated®12,900 returngenefit fromthis provision in tax yea2017.

Fiscal Year 2018 2019 2020 2021
State General Func  $9,600,000 $10,300,000 $10,90,000 $11,80,000
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1.72 Income of the Elderly or Disabled

Minnesota Statutes, Sections 29@P1Subd 5, and 290.0802

A subtraction from federal taxable income is allowed for persons who ar® ageger or totally
disabled.The subtraction benefits leimcome taxpayers who have more of their income from
taxable sources such as pensions and interest than from nontaxable sources such esusitgial s

The subtraction is allowed against any type of taxable income, not just pensions, and is computed
as follows for a married couple who bothatjfy and file a pint return:$12,000 minus nontaxable
retirement and nontaxable social security benefits minusali®f federal adjusd gross income

over $18,000The $12,000 and $18,000 are different for the other filer types.

Public pensions were exempt from theéhtsota income tax from 1933 through 1977. From 1978
through 1986, a subtraction for pension income was allowed, limited to a maximoummtawith
qualifying offsets.The elderly or disabled subtraction was enacted in 1988, and in 1994 the base
amounts anthcome thresholds were increased by 20%.

An estimatedt,400 returnsbenefit from this provision in tax year 20

Fiscal Year 2018 2019 2020 2021
State General Funt $600,000 $600,000 $500,000 $500,000

1.73 Social Security Income
MinnesotaStatutes, Section 290.82, Subd.26
A subtraction from federal taxable income is allowedafqortion of social security income. The
maximum subtraction is $4,500 for married joint filers, $3,500 for single or head of household
filers, and $2,250 for arried separate filers.
The subtractionis reduced by 20% of provisional income over the following thresholds: $77,000
for married joint filers, $60,200 for single or head of household filers, and $38,500 for married
separate filers. Provisional incomeguals modified adjusted gross income plus one half of social
security benefits. The thresholds and maximum subtraction are adjusted annually for inflation
The subtraction was enacted in 2017

An estimated75,000returnswill benefit fromthe subtractin in 2017

Fiscal Year 2018 2019 2020 2021
State General Funt  $57,100,000 $61,000,000 $64,900,000 $69,200,000
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1.74

1.75

Active Duty Military Service

Minnesota Statutes, Section 29B@1Subd.12

A subtraction from federal taxable income is allowed for compensation paid for active military
duty to Minnesota residents who are members of the armed forces of the United States or United
Nations.

This sibtraction was enacted in 2006.replaced a provision enacted in 2001 which allowed a
Minnesota resident to be considered a nonresident for the period of time that they are on active
military duty stationed outside MinnesofBhe provision was last changed in 2011.

An estimatedl0,700 returns benefit from this provision in tax year 201

Fiscal Year 2018 2019 2020 2021
State General Funt  $11,000,000 $11,700,000 $12,400,000 $13,100,000

National Guard and Reserve Pay

Minnesota Statutes, Section 29B21Subd.11

A subtractiorfrom federal taxable income is allowed to members of the Minnesota National Guard
or other reserve components of the United States military for training, drill, and summer camp pay.
The subtraction is also allowed for active service performed in Minnagbieh includes natural
disaster emergency response, missing person searches, and airport security duty.

This subtraction was enacted in 2008, effective with tax year 2009. In 2014, it was extended to
compensation received for services under the Activar@Reserve program.

An estimated®,600 returns benefit from this provision in tax year 201

Fiscal Year 2018 2019 2020 2021
State General Func  $7,400,000 $8,000,000 $8,400,000 $8,800,000
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Military Pension and Retirement Pay

Minnesota Statutes, Section 29(B@1Subd.21

A subtraction from federal taxable income is alloi@dpension payments or other retirement pay
from the federal government for military serviddne subtractions is limited to taxpayers who do
not claim the redit for past military service (ltem 1.88).

This subtractionvas enacted i2017.

An estimatedl.6,400 returnswill benefit fromthe subtraction in 2017

Fiscal Year 2018 2019 2020 2021
State General Func  $22,90,000 $24,100,000 $25,300,000 $26,500000

Expenses of Living Organ Donors
Minnesota Statutes, Section 29B@1Subd.13

A subtraction from federal taxable income is allowed for certain expenses if, while living, the
taxpayer, spouse, or a dependent donated a human organ ter gwton for transplantation.
Expenses related to the donation that can be subtracted are for travel, loolgitogt avages net

of sick pay.The maximum subtraction is $10,000.h e t eamo fime gns al | or

i ndividual 6s | iver, pancreas, kidney, i ntest.

This provision was enacted in 2005.

Fiscal Year 2018 2019 2020 2021

State General Funt * *

*Less Than $50,000 67
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1.78

1.79

Disposition of Farm Property
Minnesota Statutes, Sect®290.0132, Subd.6, and290.491

A taxpayer is allowed a subtraction from federal taxable income for the amount of income realized
on a sale oexchange of farm property if the taxpayer is insolvent at the time of the sale and the
proceeds are used solely to discharge btetiness of the property solfihe amount of the
subtraction is | imited to t he asetscapdshe anwblntadaf h e
any debt forgiveness excluded from income under Section 108 of the Internal Revenue Code.

This provision was enacted in 1986was repealed in 1987 but wasaeacted in 1988, retroactive
to tax year 1987.

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *

AmeriCorps National Service Education Awards

Minnesota Statutes, Section 29B@1Subd.16

A subtraction from federal taxable income is allowed for the amount of a national service education
awardreceived from the National Service Trust for service in the AmeriCorps National Service
program. The award can be used to pay college tuition or repay student loans.

This subtraction was enacted in 2008.

The subtraction was taken on abt@0 returndor tax year 201

Fiscal Year 2018 2019 2020 2021
State General Funt $200,000 $200,000 $200,000 $200,000
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1.80 Contributions to a Section 529 Colleg&avings Plan

Minnesota Statutes, Section 29B@1Subd.23
A subtraction from federal taxable income is alloweddwalified contributions to a Section 529

plan The maximum subtraction is $3,000 for married joint filers and $1,500 for all other Titer
subtraction is limited to returns that do not claim the Section 529 plan @tentit1.99)

This subtraction was enacted in120

An estimated 18,300 returns will benefit from the subtraction in 2017

Fiscal Year 2018 2019 2020 2021
StateGeneral Fund  $2,500,000 $2,600,000 $2,600,000 $2,700,000

1.81 Discharged Student Loan Debt
Minnesota Statutes, Section 290.0132, Sulid. 2
A subtraction from federal taxable income is allowedifmlividuals with qualified student loan

debtthatwasli scharged under Minnesotabs teacher sho
federal incomedriven repayment plans, to the extent that the discharged debt is included in federal

taxable income.

This subtraction was enacted in 2017.

Fiscal Year 2018 2019 2020 2021
State General Func  $100,000 $100,000 * $100,000
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Individual Income Tax
Minnesota Subtractions

1.8 Interest on Contributions to a First-Time Homebuyer Account
Minnesota Statute§ection 290.0132, Subd52nd 462D.0D6
A subtraction from federal taxable income is allowedifiterest on contributions to a firgme
homebuyer account. The beneficiary or the account must be a Minnesota resident. The account may
be used to pagligible costs related to the purchase of a home, including down payments, eligible
closing costs, and the cost of constructing or financing construction of a single family residence.
A maximum of $14,000 for individuals and $28,000 for married joietgimay be contributed to
the account each year. The total lifetime contribution limit is $50,000 for individuals and $100,000
for married joint filers. The maximum amount allowed in an account is $150,000.
This subtraction was enacted in 2017.

An estimated 1,30 returns will benefit from the subtraction in 2017

Fiscal Year 2018 2019 2020 2021
State General Funi * $100,000 $100,000 $100,000

Preferential Computation

1.83 Five-Year Averaging of Lump Sum Distributions

Internal Revenue Code, Section 402(e)
Minnesota Statutes, Section 290.032

A lump sum distribution from a qualified pension, prsiitaring, or stock bonus plan is eligible for

the specialive-year averaging provisiod separate tax is computed on thmp sum distribution

in isolation of other incomé&everal restrictions apply to using lump sum averaging, including age
and reason for distribution. The Minnesota provisions for lump sum averaging are the same as the
federal except that Minnesota does allow the option of tefyear averaging, and any capital gains

are treated as ordinary income.

A tenryear averaging provision waslopted by Minnesota in 197F 1987 Minnesota adopted
five-year averaging and most of the federal changes enactefl6rilifi placed restrictions time

use of lump sum averaginip 1997 Minnesota adopted the federal repeal of-fpear averaging,
beginning with tax year 2000he transition rules from the Tax Refortt of 1986 were not
repealedTherefore, taxpayersogered under the transition rules can continue to use the averaging

provision.
Fiscal Year 2018 2019 2020 2021
State General Funt * * * *
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Individual Income Tax
Credits

Credits
1.84 Marriage Credit

Minnesota Statutes, Section 290.0675

A nonrefundable credit is allowed against the individual income tax for a married couple filing a

joint return if both spouses have earned income or taxable pension or taxable social security income

and theirincomesiuati on resultsodidua fimatheagézpeondl ty
brackets.The credit compensates for the extent to which the income tax is higher due to the tax
brackets for a joint return compared to the two spouses filing as singlegerson

The crdit is based on two variabletsie joint taxable income of the couple and the earned income
(including taxable pension and social security incoofdhe lesseearning spousd-or tax year
2017, the credit does not apply unless taxable incmnag least $8,000 and the earned income of
the lesseearning spouse is at least3¥200.The maximum credit for 2(lis $1,433.

This credit was enacted in 1999 and was last modified i8.201

Approximately432,600 returns claimed the credit for tggar 208.

Fiscal Year 2018 2019 2020 2021
State General Func  $88,500,000 $92,600,000 $97,200,000 $101,700,000

1.85 Credit for Long-Term Care Insurance Premiums
Minnesota Statutes, Section 290.0672

A nonrefundable credit is allowed against theividual income tax for premiums ghfor long

term care insurancé taxpayer may claim a credit for each beneficiary (taxpayer or spouse) equal
to 25% of premiums paid to the extent not taken as a federal itemized dadilioé maximum
creditis $100per beneficiary$200 for married couples filing joint returiifsboth spouses are
beneficiaries The longterm care insurance policy must meet the requirements under specified
sections of the Internal Revenue Code and have a lifetime benefit of &16a300.

This credit was enacted in 1997, effective with tax year 1999, and was last changed in 2000.

This credit was taken on about,@00 returns for tax year 261

Fiscal Year 2018 2019 2020 2021
State General Funt  $9,200,000 $9,400,000 $9,5%0,000 $9,700,000
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Individual Income Tax
Credits

1.86 Research and Development Credit
Minnesota Statutes, Section 290.068

A nonrefundable credit is allowed to a partner in a partnership and to a shareholder in an S
corporation based on qualified expenditures for research and developmempdr§olely within
MinnesotaThe credit is calculated by the entity and then allocatdtetpartners or shareholders.
Expenditures include wages, cost of supplies, computds,c65% of the contract costs paid to
others for doing research, and certain contributions to nonprofit organizations engaged in research
and development within Minnesota.

The creditis based on the exces$ currentyear research expenditureser a ckulated base
amount, but in most cases 50% of curgsdr research expenditures are eligible for the crEiokt.

credit is 10% of the first $2 million adligible expenditures and% of the excess over $2 million.
Any credit that exceeds liability can barried forward up to fifteen years.

This credit was enacted 2010 as a refundable credit.2013 it was changed to a nonrefundable
credit.

Fiscal Year 2018 2019 2020 2021
State General Func  $25,300,000 $27,100,000 $29,100,000 $31,100,000

1.87 Employer Transit Pass Credit
Minnesota Statutes, Section 290.06, Subd. 28
A nonrefundable credit is allowed against the individual income tax equal to 30% of the expense
incurred by the taxpayer to provide transit passet o t he t ax pTag/tanmsibmasse mp | oy
must be for use in Minnesotii.the employer purchases the transit passes from the transit system
and resells them to the employees, the expenses used for the credit are the difference between the
amount the employer paid for passes dredamount charged to employees.
This credit was enacted in 2000.

This credit waglaimedon abouBB00returns for tax year 261

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *

*Less Than $50,000 72



Individual Income Tax
Credits

1.88 Credit for Past Military Service
Minnesota Statutes, Section 290.0677, Subd. 1a
A nonrefundable credit is allowed against the individual income tax for an individual who is
separated from military service and had served innthigary for at least twenty yeardas a
servicerelated disability rated as 100% total and permanent disalafitg eligible for a military
pension The credit is equal to $75The $750 is reduced by 10% of adjusted gross income over
$30,000, so theno credit is available if adjusted gross income exceeds $37,500.
This credit was enacted in 2008, effective beginning with 28068 was modified in 2013.

This credit was claimed on abdliB00returns for tax year 2@L

Fiscal Year 2018 2019 2020 2021
State General Funt $400,000 $400,000 $400,000 $400,000

1.89 Child and Dependent Care Credit

Internal Revenue Code, Section 21
Minnesota Statutes, Section 290.067

The Minnesota child and dependent care credit was significantly revised ina2@ligh with the
federal child and dependent care credit.

The federal credit is nonrefundable and is equal to a percentage of unreimbursed employment
related expenses up to $3,000 for one qualifying individual and $6,000 for two or more individuals.
For families with incomes of $15,000 or less, the credit is equal to 35% of unreimbursed
employmentrelated dependent care expenses. The credit rate phases down to 20% of unreimbursed
employmentrelated expenses for families with incomes over $43,000. Themaaxfederal credit

is equal to $1,050 for one dependent and $2,100vimor more dependents.

The Minnesota credit is equal to the federal credit except that it its refundable and the maximum
credit is phased out by 5% of adjusted gross income $@/000. The phassut threshold is
indexed for inflation starting in 2018.

This credit wa®nacted irl977 and was last revised in 2017.

Fiscal Year 2018 2019 2020 2021
State General Func  $30,800,000 $32,90,000 $35,200,000 $37,400,000
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Individual Income Tax

Credits

1.90

Working Family Credit

Internal Revenue Code, Section 32
Minnesota Statutes, Section 290.0671

The Minnesota working family credit is a refundable credit against the individual income tax
allowed to taxpayers who are eligitite the federal earned income credit qualify, the taxpayer

(or spouse) must have income from wages ofresalfloyment, and total earnedtome(or adjusted
gross income, whichever is largegnnot exceed a maximum amouhtaxpayer is not eligible if
investment income exceeds a specified amount, whiokéxed for inflation and isZ450for tax

year 2Q7.

Although the Minnesota working family credit uses the same eligibility requirements and
definitions as the federal earned income creditctiheulation otthe state credit is separafdl the

dollar amounts in the calculation amdéxed annually for inflationThe following calculations
apply to tax year 21¥.

u For a taxpayer with no childre®,1% of the first $,360 of earned incomeedwced by2.01%
of earned income or adjusted gross income, whichever is greater, in exce3860f $
($13950 for marriedjoint returns) The maximum credit is234.

u For a taxpayer with one chilf,35% of the first $1,440 of earned incomeeduced by.02%
of earned income or adjusted gross income, whichever is greater, in excexs860 $
($27390 for marriedjoint returns) The maximum credit is2%070.

U For a taxpayer with two or more childreri% of the first $8,760 of earned income, reduced
by 1082% of earned income or adjusted gross income, whichever is greater, in excess of
$25,850 ($31440 for marriedjoint returns) The maximum credit isZ064.

The working family credit was enacted in 1991 and was equal to 10% of the federal earned income
credit.The credit was increased several times, and federal changes were ddd@88 the credit

was changed from a percentage of the federditcte a ®parate calculatiorthe 2001 federal
changes were adopted, including a higher ploaseange fomarriedjoint returns which expirel

after 2010 Minnesota did not adopt the 2009 federal changes which increased the@pheswe

for marriedjoint retums and the amount of the credit for three or more children for 2009 and 2010.
In 2011, Minnesota adopted the increased phasierange for marriegbint returns for tax year
2011 only Minnesota adojgidthe 2013 federal changes which permanently incréasphaseut

range for marriegoint returnsin 2014 theMinnesotaormulas were changedincrease the credit

for nearly allclaims. Beginning with the tax year 2017, income earned by tribal members on an
American Indian reservation is eligible for tlverking family credit. Beginning with tax year 2019,
taxpayers with no children may qualify for the credit at age 21 rather than 25

The working family credit was claimed on ab@28,700 returns for tax year 26.

Fiscal Year 2018 2019 2020 2021
State General Funt  $259,400,000 $266,100,000 $269,6800,000 $273,100,000
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1.92

Individual Income Tax
Credits

Credit for K -12 Education Expenses
Minnesota Statutes, Section 290.0674

A refundable credit is allowed equal 76% ofeligible educatiorexpenses for a qualifying child
in kindergarten through grade Ithe maximum credit of $1,00@mes the number of children in
kindergarten through grade iRallowed totaxpayerswith total household income of $33,500 or
less.For taxpayers with one owb children, he maximum credit is phased out for household
income between $33,500 and $37,5B0c taxpayers with more than two childrene tphaseut
range for the maximum credit is increased by $2,000 for each additional child.

Eligible expenseclude fees or tuition for instruction outside the regular school day or school
year, such as tutoringnd educational summer campgso eligible are costs required for the
regular school day for textbooks, instructional materials, and waasipn coss paid to others.
Private school tuition does not qualify for the credit, although it does qualify for the subtraction
(Item 170). Eligible expenses also include personal computer hardware and educational software,
limited to a maximum of $200 per family

This credit was enacted in 1997, effective beginning with tax year, #088ate of 100%nd was
allowed for taxpayers with income of $33,500 or |83 phaseout of the maximum creditor
income from $33,500 to $37,50senacted in 1999n12001 the credit was reduced from 100%
to 75% of expenseb 2005 the maximum credit and phaseat range were increased for taxpayers
with more than two children.

This credit was claimed on abot8,900 returns for tax year 26.

Fiscal Year 2018 2019 2020 2021
State General Func  $11,800,000 $11,800,000 $11,%0,000 $11,40,000

Credit for Military Service in a Combat Zone

Minnesota Statutes, Section 290.0677

A refundable income tax credit is allowed to a Minnesota resident equE@dd® each month or

portion thereof for military service in a designated combat zone or other designated hazardous duty

area.

This credit was enacted in 2066$59 per montfretroactive to September 12, 2001 2008 the
credit was increased to $120 peonth, beginning with tax year 2009.

About 1700 individuals claimed this credit for tax year 801

Fiscal Year 2018 2019 2020 2021
State General Funi $700,000 $700,000 $700,000 $700,000
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Credits

1.93

1.94

Enterprise Zone Employer Tax Credits

Minnesota Statutes, Section 469.171, Subd. 1(2) and Subd. 6(1)

Two refundable credits against the income tax are available to employers in dedigndéeatity
enterprise zone# credit of up to $3,000 anally is allowed for each additional worker employed

in a designated enterprise zone, other than workers employed in construction, and a credit of up to
$1,500 annually is allowed for each worker employed in the zone who does not qualify for the
$3,000 creil.

This provision was enacted in 1983%nes other than border city zones expireti996.

In 2017,the number of eligible cities was increased to six

Fiscal Year 2018 2019 2020 2021
State General Funi $100,000 $100,000 $100,000 $100,000

Historic Structure Rehabilitation Credit
Minnesota Statutes, Sections 290.0681

A credit is allowed equal to the federal credit for qualifying expenditures to rehabilitate a certified
historic structure. The federal credit is a nonrefundable incomer¢ait @qual to 20% of the
gualifying expenditures. The state credit is a refundable credit equal to 20% of the qualifying
expenditures and may be taken against the corporate franchise tax, individual income tax, or
insurance premiums tax. The state cretily be assigned to another taxpayer.

Qualifications for the credit are determined under the provisions of Section 47 of the Internal
Revenue Code. A historic structure must be either individually registered in the National Register
of Historic Places orartified by the Secretary of the Interior as having historic significance and
located in a registered historic district. The structure must be used in a trade or business or be
incomeproducing property. Rehabilitation expenditures must exceed the goé&$=000 or the
adjusted basis of the building. Costs to acquire a building or to enlarge a building do not qualify.
The developer of the project must apply for the credit to the State Historic Preservation Office of
the Minnesota Historical Society begorehabilitation begins. The credit is allowed after the
application is approved and the project is completed.

A grant equal to 90% of the credit mayibsued in lieu of the crediGrants are not included in the
estimates because they are includetthénstate budget as direct expenditures.

This credit was enacted in 2040d was scheduled &xpire after fiscal yea2017. In 2013, the
credit was extended through fiscal year 2021.

Fiscal Year 2018 2019 2020 2021

See Iltem 2.8 See Iltem 2.8 See Iltem 20 See Iltem 2.0
for estimates for estimates for estimates for estimates

State General Funt
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1.95 Credit for Parents of Stillborn Children
Minnesota Statutes, Section 29(B66
A refundable credit of $2,000 is allowed to a parent of a stillborn child if a cat#fiaf birth
resulting in stilbirth has been issued by the Minnesota Department of Health and if the child would

have been a dependent of the taxpayer.

The credit was ected in 207.

Fiscal Year 2018 2019 2020 2021
State General Funi $800,000 $800,000 $800,000 $800,000

1.95 Refundable Credit for TaxesPaid to Wisconsin
Minnesota Statutes, Section 290®ébd. 22(1)

A refundable credit is allowed for Minnesotsidents who have personal or professional income
taxed by Wisconsin. In general, the credit for taxes paid to another state cannot exceed the

Mi nnesota tax on that i ncome. However, the ©cr
Wisconsin, equalthe Wisconsin tax even in cases where it exceeds the Minnesota tax on the same
income.

Therefundable portion of the credit applies only to personal service income, such as wages. For
taxpayers with other types of income sourced to Wisconsin (suchtakineome or capital gains
income), the refundable portion of the credit is limited based on the ratio of Wisconsin wages and
other personal service income to total Wiscosssinrced income.

The credit applies only in years when no incomer&giprocity agreement with Wisconsin is in
effect.

The credit was enacted 2017,

Fiscal Year 2018 2019 2020 2021
State General Funt  $8,200,000 $5,800,000 $6,100,000 $6,400,000
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1.97 Student Loan Credit

Minnesota Statutes, Section 29682

A nonrefundable credit is allowed for individuals with qualified education loans related to an
undergraduate or graduate degree at a public or nonprofit institution. The credit is equal 81 the lea

of:

i

i
i

i

Eligible education loan payments of principal and interest made during the tax year minus
10% of adjusted gross income over $10,000;

The earned income of the taxpayer;

The interest portion of eligible loan payments made during the tax year plusflifs
original loan amount of all qualified education loans; or

$500.

A qualified loan is any loan used to pay for higher education expenses including tuition, fees, room
and board, and other related expenses for the taxpayer. For married joineéidrsspouse is
eligible for the credit. The credit is allocated to parar residents based on the percentage of their
income that is attributable to Minnesota. Redlar nonresidents are not eligible for the credit.

The credit was enacted in 2017.

Fiscal Year 2018 2019 2020 2021

State General Funt  $26,90,000 $27,800,000 $28,800,000 $29,800,000
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1.98 Creditfora Teacher Completing a Master 6s
Minnesota Statutes, Section 29(866
A nonrefundable credit is allowed for licensedlkk t eachers who compl ete a
core content area directly related to their licensure field, excluding degrees that include a pedagogy
component. To qualify, the teacher must beginthesnt er 6 s degree program af
This creditequals the lesser of $2,500 or the amount paid for tuition, fees, books, and instructional
materials necessary to complete the degree that are not reimbursed by an employer or by
scholarship.

Thecredit was enacted in 2017

Fiscal Year 2018 2019 2020 2021
State General Funt $0 * $200,000 $200,000

1.9 Section 529 College Savings Plan Credit

Minnesota Statutes, Section 29@a@and 290.06 Subd. 24

A nonrefundable credit is allowed fqualified contributions to a Section 529 plan. The credit is
equal to 50% of the amount contributed, up to a maximum amount. For filers with adjusted gross
income below $75,000, the maximum credit is $500.

For individual filers, the maximum credit is tezkd by 2% of adjustedags income over $75,000.
Individuals with income of $100,000 or more do not qualify.

For married joint filers, the credit is phased out as follows:

a The maximum credit is reduced by 1% of adjusted gross income over $75,000¢ inatre
than $100,000.

u For filers with income over $100,000, but not more than $135,000, the maximum credit is
$250.

1] For filers with income over $135,000, the $250 maximum credit is reduced by 1% of income
over $135,000. Taxpayers with income of $160,006ore do not qualify.

The credit was enacted in 2017.

An estimated 32,100 returns will claim the credit in 2017

Fiscal Year 2018 2019 2020 2021
State General Func  $7,50Q000 $7,80Q000 $38,00Q000 $8,30Q000

*Less Than $50,000 79



Individual Income Tax

Credits

1.100

Beginning Farmer Credit
Minnesota Statutes, Section 290.86ibd. 38

A beginning farmer may claim a nonrefundable credit for participating in a financial management
program approved and certifiégy the Minnesota Rural Finance Authority. The credit is equal to
the cost of participating in the program, up to $1,500 per year. The credit may be taken for up to
three years while the farmer is in the program. Any unused credit may be carried forvagrdofor
three years.

The creditwas enacted in 201ahd will expire after 2023.

Fiscal Year 2018 2019 2020 2021
State General Funt $0 $300,000 $600,000 $900,000

1.101 Credit for Sale of Agricultural Assets to a Beginning Farmer

Minnesota Statute§ection 29@®6, Subd. 37 and 41B.0391

A nonrefundable credit is available to taxpayers who sell or rent agricultural assets to a beginning
farmer. The credit equals one of the following:

a 5% of the sale price or market value of the asset, up to $32,000
a 10% of the gross rental income in each of the first three years of a rental agreement, up to

$7,000 per year, or
a 15% of the cash equivalent of the gross rental income in each of the first three years-of a rent

share agreement, up to $10,000 per year.

Any unused credit may be carried forward for up to 15 years. The total value of credits is capped
at $5 million for 2018 and $6 million in later years.

The creditwas enacted in 201ahd will expire after 2023

Fiscal Year 2018 2019 2020 2021
State Generdfund $0 $5,00Q000 $6,000000 $6,000,000
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Corporate Franchise Tax
Introduction

Chapter 2: Corporate Franchise Tax

Collectionsand History

For fiscal year 207, net revenuefrom the corporate franchise tax werkZbillion. The proceeds from
the corporate franchise tax go into B@ate GaeralFund.

The Minnesota corporate income tax was enacted in 1933, at the same time and at the sam#heates
individual income taxSeveral changes have beende&o the tax rate since 193®& times it was a flat
rate; at others, a graduated ratbedule appliedhe bank excise tax was firstaated in 1941 at a rate of
8%. The bank excise tax was at a rate different from the car@imcome tax until 1973 he current rate

of 9.8% has been in effefdr the corporate franchise taince 1990.

In 1987 the corporate income and bank excise taxes were replaced by the corporate franchise tax, and a
federal definition of income (feddrtaxable income) was adoptedlthough the Minnesota talxasenow
conforms more closely to the federal, a number of modifications to federal taxable income still exist.

Tax Base

For purposes of this study, the tax base for the corporate franchisedifined to be income from all
sources less expenses that are reasonable anssagcéo generate that incontuch reasonable and
necessary expenses are, therefore, not considered to be tax expenditures.

A tax expenditure is created when a type of incm@xcluded or when a deduction is allowed for expenses

other than those considered reasonable and necessary. For example, when depreciation measures the actual
decline in the value of an asset during the tax year, it is a necessary businese expbat a tax
expenditureHowever, when accelerated depreciation or expensing is allffowvaddepreciable assehe

tax benefit from deducting the portion that exceeds actual depreciation is a tax expenditure.

Computation of the Tax
The computation of theorporate franchise tax for tax ye¥18 is generallyas follows:

Income from all sources

minus:  federal exclusions

minus:  federal deductions

equals: federal taxable income

plus: Minnesota additions

minus:  Minnesota subtractions

equals: netincome

times: apportionmenbased on sales factor
equals: taxable net income

minus:  Minnesota deductions

equals: Minnesota taxable income

times: tax rate of 9.8%

equals: gross tax

minus:  nonrefundable credits

plus: alternative minimum taat 5.8%rate
plus: minimum fee

equals: tax liability

minus:  refundable cred#t

equals: net corporate tax payable
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Corporate Franchise Tax
Introduction

Prior to tax yeaR014, income formostmultistate corporationgasapportioned to Minnesota based on a
weighted thredactor formulaof property, payroll, and saleBeginning with tax yeaP014, the weighting

of the sales factor is increased to 100% so that apportionment isdndged thepercentage of Minnesota
sales to total sales

Since 1981 Minnesota has used a domestic unitary method of taxation. A group of corporations is
considered to be a unitary business when there is uniyoérship, operation, and usenly domestic
corporations, that is, those orgasdzunder United States federal or state lawjrani@ded in the unitary
group. The Minnesota taxable income of a corporation that is part of a unitary group is determined by
applying an apportionment formula to the combined net income of the unitarg$sisin

An alternative minimum tax on tax preference income is imposed to the extentetkegets the regular
liability. The alternative minimum tax is equal to 5.8% of Minnesota alternative minimum taxable income.

In addition to the regulandalternaive minimum tax, a minimum fee is imposed, based on the sum of the
corporationds Minnes ot .aThepbraokpte antd yinimum dee ramdurts, wera n d s
increased in 2013 and are indexed annually for iofidtieginning in tax ye&014. The minimum fee also

applies to partnerships and S corporatidine following apply to tax yed&018:

Total Minnesota Property, Payroll, and Sales Minimum Fee

Less than $90,000 $0
$990,000- $1,989,999 $200
$1,90,000- $9.959,999 $600
$9,960,000- $19929,999 $1,90
$19930,000- $39,859,999 $3990
$39,860,000 or more $9960

The unrelated business income of exempt organizatiogsbigct to the Minnesota taXhe unrelated
business income tax is based o0 n hdutithe Mionespta additorsst i on 6
to and subtractions from income which are applicable to other corporations.

Mining Occupation Tax

The occupation tax on taconite and iron orgrigilar tothe corporate francké tax, with these exceptions:

the startingooint is the mine value of iron ore or taconite concentrates mined or produced in Minnesota;
deductions allowed include only those expenses necessary to convert raw iron ore or taconite concentrates
to marketable quality; the unitary principle is not apgiile; percentage depletion is allowad the
alternative minimum tax does not applotal occupation tax collections in fiscal yearl2Qvere ¥.5

million. The tax expenditures for the occupation tax are not shown separately; they are included with the
corpaate franchise tax provisionBecause percentage depletion does not apply to other corporations, the
fiscal impact for Item 28applies only to occupation tax filers.
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Corporate Franchise Tax
Exempt Organizations

Exempt Organizations

2.01

2.02

Credit Unions

Internal Revenue Code, Section 501(c)(14)(A)
Minnesota Statutes, Section 290.05, Subd. 2

Credit unions organized and operated for mutual purposes and without profit or capital stock are
exempt from both statand federal income taxatiofihe estimates are based on the assumption
that credit unions would be taxed the same as similar financial institutions.

Credit unions have never been subject to the federal income tax and have been specifically excluded
from stte income taxation sinc&937.In 1981 Minnesota adopted the language found in
Subchapter F of the Internal Revenue Code which exempts numerous organizations, including
credit unions

In 2016, there werel21 credit unions in Minnesota with approximatel$8),000 members.

Fiscal Year 2018 2019 2020 2021
State General Funt  $13,100,000 $13,600,000 $14,500,000 $15,300,000

Insurance Companies

Minnesota Statutes, Section 290.05, Subd. 1(c)

Insurance companies are exempt from the corporate franchise tax.

The estimates assume that a credit would be allowed for Minnesota premiums tax paid because a
premiums taxcredit was allowed whethe corporate franchise tax was imposed on insurance
companies.

An exemption for all insuranceompanies was enacted in 200he broader exemption replaced

exemptiongnacted in 198fbr insurance companies domiciled in retaliatory stategarsimaller
mutual property and casualty companies.

Fiscal Year 2018 2019 2020 2021
State General Func  $110300,000  $116,100,000  $116,00,000  $115,90,000
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Federal Exclusions

Federal Exclusions

2.03 Permanent Exemptions from Imputed Interest Rules

Internal Revenue Code, Sections 483, 12ndl, 1274A
Minnesota Statutes, Section 290.01, Subd. 19

The Internal Revenue Code generally requires that debt instruments bear a market rate of interest
at least equal to the average rate on outstanding Treasuritise@f comparable maturityf the
instrument does not, a market ratengputed to it for tax purpose$he imputed interest must be
included in the income of the recipient and is deducted by the payer.

The exceptions to the imputed interest rules include debt associated with thfepsaferty when
the total salesnre does not exceed $250,0@Ekbt instruments for amounts not exceeding $2.8
million that are given in exchange for real property may not have imputed taatherterest rate
exceeding 9%The $2.8 million maximum isxdexed annually for inflation.

Imputed interest rules were enacted in 1984. Permanent exceptions to the rules were enacted in
1986 and were last changed in 1997.

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *

2.04 Investment Income onLife Insurance and Annuity Contracts

Internal Revenue Code, Sections 72, 101, 7702, and 7702A
Minnesota Statutes, Section 290.01, Subd. 19

I nvest ment income earned on |ife insurance and
gross income as it accumulatdsor a life insurance policy, the exclusion applies to what is
commonly ref er r eudpditinvestment iftomaihéndhe prémiumg peid by the
policyholder exceed the cost of insurance, the excess premiumsestedthby the company, and

the investment income is credited to the poll€yhe policy is surrendered before the death of the
policyholder, the excess of the cash surrender value over the premiid is included in income.

In this situation, the incomisdeferred rather than excluddeblicy proceeds paid because of the

death of the insured are excluded from the gross income of a beneéoiditye investment income

is never taxed.

An annuity is an investment contract in which the owner makepa@sieén either a lump sum or
installment payments in exchange for regular payments for a lifetime or for a specified number of
years.The income is not included in the gross income of the owner as it accumulates if the
policyholder is a natural persowith certain exceptions, the deferral of investment income does
not apply when an annuity is held by a corporation.

*Less Than $50,000 84
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These exclusions have been in effect since 1933 and were last cha@ge€ in

Fiscal Year 2018 2019 2020 2021
State General Funt  $8,100,000 $8,300,000 $8,400,000 $8,800,000

Like -Kind Exchanges

Internal Revenue Code, Section 1031
MinnesotaStatutes, Section 290.01, Subd. 19

In general, the gain from the sale or exchange of property is recognized as income for tax purposes.
However, the gain from a likkind exchange is not recognized at the time of exchange if both the
relinquished and theeceived property are held for productive use in a tadeusiness or for
investmentThe recognition of the gain is deferred until the received profesyld or otherwise
disposedIn order for the gain to qualify for exclusion, the exchange musbheluded with
specified time limitsThis provision does not cover stock in trade or other property held primarily

for sale, or stock, bonds, notes, or other securities.

Tax-free exchanges of likkind property were allowed federally in 1921 and bhipisota in 193.
These provisions were last amende@®08

Fiscal Year 2018 2019 2020 2021
State General Funt  $32,800,000 $34,200,000 $35,600,000 $37,000,000

Federal Deductions

2.06

Accelerated Depreciation

Internal Revenue Code, Sections B&idl 168
Minnesota Statutes, Section 290.01, Sul¥ISubd.19¢(12), andSubd.19d(14)

A corporate taxpayer is allowed a deduction for the depreciation of machinery, equipment, and
structures used in a trade or business or held for the productiorooférequal to the deduction
allowed federally under the modified accelerated cost recovery system (MAGRE. MACRS,
machinery and equipment can be depreciated over three, five, seven, or ten years, and the 200%
dedining balance method is usefihe 150%declining balance method applies to fifteemd
twenty-year propertyStraightline depreciation of 27.5 years is used for residential rental property,

and 39 years is usedrfnonresidential real property.

Conceptually the tax expenditure is the ekterwhich depreciation for tax purposes exceeds the
actual decline in value of the asset during the applicable tax year. For machinery and equipment,
the tax expenditure is measured as the difference between the current law depreciation schedule
and straghtline depreciation over the period defined by the midpoint of the asset depreciation
range (ADR) system that was in effect from 1971 to 1981. For structures, it is measured as the
difference between current law depreciation and strdilghtdepreciatia over forty years.
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2.07

For federal tax purposes, bonus depreciakias applied at various timedlost recently bonus
depreciation 0/50% applied tonew equipment placed in servida 2012 through 2017. The
percentage is reduced to 40% in 2018 and 30% in.Z0#Oamount of the bonus depreciation is
subtracted from the basis of the property in computing the depogcdeduction for all yearEor
Minnesota tax purposes, 80% of the bonus depreciatamdal back to taxable income in the first
year, with that amount subtracted in equatt® over the next five years.

A depreciation deduction was part of the original Minnesota tax enacted in 1933. Accelerated
depreciation was first allowed through admirasire practice by the federal governmé 1946

and by law in 1954Mlinnesota first enacted an acceleratepréciation provision in 1956 1987,
Minnesota adopted MACR®Bat had beernacted as part of thederal Tax Reform Act of 1986.

A 30% bonus dereciation option was enacted federally in 200® in 2003it was extended and

the percentage was increased to 5@8dnus depreciatiomas beerextendedfederally several
times,most recently in 2019Minnesota adopted the fedelainus depreciatioprovisions and, at

the same time, enacted the addition for 80% of the bonus depreciation in the first year and the
subtraction of that amount in equal parts over the following five years.

Fiscal Year 2018 2019 2020 2021
State General Func  $51,000,000 $69,800,000 $49,30,000 $42,90,000

Expensing Depreciable Business Property

Internal Revenue Code, Section 179
Minnesota Statutes, Section 290.01, SubdS1®d.19¢(13), andSubd.19d(L5)

A corporationmay elect to treat the cost of qualifying business property as an expense in the year
the property is placed in servicEor Minnesota tax purposes, the maximanmual deduction is
$25,0001f the corporationplaces more than $200,000 of qualifying prapén service during the

year, theb25,000is reduced by one dollar for each dollar that the cost exceeds $200,000.

For federal tax purposes, the maximum deduction and the limitation on total property placed in
servicewere higher for tax years through024. For tax years 2010 through 20the maximum
annual deductiowas $00,00Q and thelimitation of the total amount placed in serviegs

$2 million. For Minnesota tax purpose)% of the difference between the amount of expensing
allowed for federabnd state tax purposess added back to taxable income on the Minnesota
return, with that amount subtracted in equal parts over the next five years.

This provision was adopted in 198Phe maximum deduction was increased in 1993 and.1896
2003 theamount of allowable expensing was temporarily increased for tax years 2003 through
2005, and Minesota adopted those changef004 the increase was extezito tax years 2006

and 2007 Minnesota adopted the extension of the increase and, at the sanetiacted the
addition equal to 80% of the increase, with that amount subtracted in aqsabyer the next five
years.The federal limits have been increased several times andwagle permanent in 2015

Fiscal Year 2018 2019 2020 2021
StateGeneral Fund  $55,3)00,000 $40,000,000 $24,400,000 $23,400,000
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2.08 Excess of Percentage over CoBepletion (Mining Occupation Tax)

Internal Revenue Code, Sections 291, 611, 612, 613, and 613A
MinnesotaStatutes, Section 298.01, Subd. 4c(a

Depletion allowances refer to the way in which investment costs are recovered for mining or other
extractive operations and may be taken for almostxalhustible natural resourc&sr the federal
income tax, a cqoration may choose either percentage depletion or cost depletion, but only cost
depletion is allowed for the Mimsota corporate franchise tdowever, percentage depletion is
allowed for the mining occupation tax on taconite and iron ore.

Costdeplet n i s based on the taxpayer 6s bandnits in th
application.Percentage depletion is based on a percentage of the gross income received from the
extractive operation artehslittle relationship taata x p a yass. Thes excess of percentage

depletion over cost depletion is considered a tax expenditure.

For the federal income tax, a deduction for cost depletion was first allowed in 1913, and percentage
depletion was firsallowed as an option in 192Bercentagéepletion has never been allowed for

the Minnesota corporate franchisetln 1989 percentage depletion was enadiedthe mining
occupation taxand wadast change in 199.

Fiscal Year 2018 2019 2020 2021
State General Funt  $6,200,000 $7,900,000 $9,300,000 $9,600,000

2.09 Expensing and Amortization of Business StartJp Costs

Internal Revenue Code, Sections 195 and 248
Minnesota Statutes, Section 290.01, Subd. 19

A taxpayer may elect to deduct up to $5,000 of gtprexpenditures in th@xable year in which

the ative trade or business begififie $5,000 is reduced doH&or-dollar by the amount by which
total startup costs exceed $50,008ny startup expenditures not deducted can be amortized over
fifteen years.

Minnesota first adpted the deduction for organizational expenses in 1955, and the deduction for
startup costs was added in 1980. The current provisions were enacted in 2004.

Fiscal Year 2018 2019 2020 2021
State General Func  $100,000 $100,000 $200,000 $200,000
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2.10

2.11

Expensing of Research and Development Costs

Internal Revenue Code, Section 174
Minnesota Statutes, Section 290.01, Subd. 19 and Subd.1)}9d(1

Generally, expenses incurreddreating or developing an asset must be capitalized, with recovery
occurring over the life of #hasset or at the time of safmwever, a corporation may elect to deduct

as an expense in the current tax year all qualifesgarch and development cosfshe asset
resulting from the research or development expenditures has no determinable useful life (such as is
the case with a process or a formula), then the taxpayer may elect to amortize the costs over not
less than sixty month&nder certain conditits, the deduction is reduced by the amount of any
federal research credit.

Section 174 was enacted in 1954 and was last changed in 1989.

Fiscal Year 2018 2019 2020 2021
State General Func  $5,600,000 $5,600,000 $5,600,000 $5,600,000

Expensingfor Removal of Barriers to the Handicapped and Elderly

Internal Revenue Code, Section 190
Minnesota Statutes, Section 290.01, Subd. 19

In general, an improvement to a depreciable asset is treated as a capital expenditure, and the cost is
recovered usig the apprpriate depreciation deductiddowever, Section 190 allows a corporation

to expense up to $15,000 of the costs incurred in a single year for removing physical barriers to the
handicapped or elderly in qualified facilities arigic transportatin vehiclesQualified expenses
exceeding $15,000 must be capitalized.

This provision does not apply to construction of a new facility or vehicle or to a complete renovation
of an existing facility.A qualified facility includes any or all portions ofiilding structure,
equipment, road, walkway, géng lot, or similar propertyA vehicle qualifies if it is owned or
leased by the taxpayer and provides transportation services to the public.

Section 190 was enacted in 1976 as a temporary provistbwas made permanent in 1986e
current maximum amount was enacted in 1990.

Fiscal Year 2018 2019 2020 2021

State General Funt * * * *

*Less Than $50,000 88
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2.12 Expensing ofExploration and Development Costs

Internal Revenue Code, Sects0b6,57(2), 263, 291, 616, 617, and 1254
Minnesota Statutes, Section 290.01, Subd. 19

Generally, amounts paid for permanent improvements or betterments to ipomhoeing property
are ot deductible as current year expenses but are capitalized and recovereddepyeghation
or depletionHowever, currenyear expensing is allowed for items such as labor, fephirs, and
site preparation costs incudran the exploration and devgiment of oil, gas, other fuednd non
fuel mineral deposit€xpensing is allowed only for domestic properties.

Expensing oexploration and development costs for all minerals was first allowed by Minnesota in

1967 Prior to 1987, Minnesota allowed thegpensing deduction for menals but not for oil and

gas.In 1987 Minnesota conformed to the federal treatment for all the types of deposits mentioned

by adopting federal taxable income as the starting point for the tax.

Fiscal Year 2018 2019 2020 2021
State General Func  $1,700,000 $1,600,000 $1,50,000 $1,300,000

2.13 Cash Accounting and Expensing for Agriculture

Internal Revenue Code, Sections 162, 175, 486,447,448, 461, 464, and 465
Minnesota Statutes, Section 290.01, Subd. 19

Family farm corporations are allowed to use cash accounting rather than the accrual system for

income tax purposes if their annual grossengts are $25 million or lessherefore, costs
attributable to goods not yet sold may be deducted in the current year.

A farm corporation may deduct certain expenditures made during the tacatyea than capitalize

them. Qualifying expenditures include soil and water conservation expenses, the purchase and

application of fertilizer, or costs associated with raising dany breeding cattle.

Certain agricultural corporations have been allowed to use the cash accounting system for tax
purposes since 1933. Minnesota began allowing the expensing of capital outlays in 1955. In 1987,

cash accounting was repealed for farmghannual gross receipts over $25 million.

Fiscal Year 2018 2019 2020 2021
State General Funt $100,000 $100,000 $100,000 $200,000
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2.14 Expensing of Multiperiod Timber Growing Costs

Internal Revenue Code, Section 263A(c)(5)
Minnesota Statutes, Section 290.01, Subd. 19

Timber growers are allowed to deduct in the current year costs associated with maintaining a timber
stand after it is establishebhe costs include diseasedgpest control, brustiearing, and property
taxes.This exception to the capitalization rules applies to the costs incurred in raising, growing, or
harvesting trees other than trees bearing fruit, nuts, or other crops, or ornamental trees.

These costhave alwag been allowed to be expens@then the uniform capitalization rules were
adopted as part of the Tax Reform Act of 1986, an exception was allowed for timber.

Fiscal Year 2018 2019 2020 2021
State General Funt $900,000 $1,000,000 $1,000,000 $1,000,000

2.15 Amortization and Expensing of Reforestation Expenses

Internal Revenue Code, Section 194
Minnesota Statutes, Section 290.01, Subd. 19

Under uniform capitalization rules, production costs are capitalized (added to basis) artdddedu
when the product is soltHowever,Section 194 allows a corporation to deduct up to $10,000 of
reforestation expenditures incurred for each qualified timber property tacaggar Expenditures
exceeding $10,000 mde amortized over 84 month3ualfying expenditures include only direct
costs, such as for site preparation, seed or seedlings, and labor and tools.

Section 194 was enacted in8D%nd was last changed in 2005

Fiscal Year 2018 2019 2020 2021
State General Func  $1,100,000 $1,200,000 $1,300,000 $1,400,000
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Special Rules for Mining Reclamation Reserves

Internal Revenue Code, Section 468
Minnesota Statutes, Section 290.01, Subd. 19

In generalexpenses that will be incurred in the future may not be claimed as a curreritateduc

An exception is provided for mining and solid wadteposal sitereclamation costs which are
incurred in order to comply with a federal, stapr local law, as spe@fl. A deduction may be

taken in the current year for the estimated future reclamation or closing costs attributable to
production or mining astity during the taxable yeaA bookkeeping reserve must be maintained

for tax purposes so that, when reclamatbdr closing costs are actuallycurred, they can be
comparedo the deductins takenAny excess of the reserve, including interest, over actual costs
must be included in income at that time.

Section 468 was enacted in 1984d was last changed in B&Jinnesota first adopted this
provision for corporate tax purposes irf09

Fiscal Year 2018 2019 2020 2021
State General Funi $100,000 $100,000 $100,000 $100,000

Cash Accounting Other Than Agriculture

Internal Revenue Code, Sections 446 448
Minnesota Statutes, Section 290.01, Subd. 19

Section 446 of the Internal Revenue Code allows a taxpayer to choose the cash method of
accountinginstead of the accrual methothe accrual method is considered a better measure of
currentyear incomend expenses because it takes inteatthe income of receivabléghis tax
expenditure is the difference in net income measured by accrual accounting and cash accounting.

A corporation may use cash accounting only if it has average annual gropssre£&L0 million

or less or is a qualifiedersonal service corporatiofs.qualified personal service corporation is an
employeeowned service business in the fields of health, law, engineering, architecture, accounting,
actuarial science, performing &rbr consulting.

Cash accountingpas been permitted since 1983ior to the 1986 federal changes which were
adopted by Minnesota in 1987, cash accounting could be used by any corporation that did not
maintain an inventory.

Fiscal Year 2018 2019 2020 2021
State General Func  $800,000 $800,000 $800,000 $800,000
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2.18

2.19

Installment Sales

Internal Revenue Code, Sections 453 and 453A
Minnesota Statutes, Section 290.01, Subd. 19

In general, the gain or logseom the sale of property is reauiged in the year of the sal&n
exception is the installment method which may be used to report gains if at least one payment is
received in a tax yedater than the year of sal€he installment method can be used ooy
taxpayers who do not regularly deal in the property being sold, and gross profit is prorated over the
period n which payments are receivethe tax expenditure is the difference between what tax
liability would be under yeanf-sale reporting and irstment reporting.

The installment méiod was first enacted in 1938.1984 the ingallment method was eliminated

for revolving credit sales of personal property and sales of property regularly traded on an
established markesuch as stocks or secigg. In 1987 the installment method was repealed for
dealer sales of o real and personal propertg. 1999 the use of installment sales was restricted,
but that restriction was repealed retroactively in 200@ provision was last changed in 2004,
when installment sale treatment was disallowed for readily tradable debt

Fiscal Year 2018 2019 2020 2021
State General Func  $18,800,000 $18,800,000 $18,800,000 $18,80,000

Completed Contract Rules

Internal Revenue Code, Section 460
MinnesotaStatutes, Section 290.01, Subd. 19

Some taxpayers with contracts extending for more than one year are allowed to report some or all
of the profit on the contractsder special accounting ruldacomefrom a longterm contract is
reported only when theontract is completed, and costs allocable to theracinare deducted at

that time.However, many indirect costs may be dedudtethe year paid or incurreVithout

these special rules, indirect costs could be deducted only when the income is reported.

The completed contract method is allowed for home construction contracts and for other
construction contracts if they are no |l onger
annual gross receipts for the three preceding years do notleb@enillion.

The completed contract method was first allowed federally in 1918 and by Minnesota in 1933. The
rules for longterm contracts were codified in the federal Tax Reform Act of 1986, and restrictions
were placed otheir use. This provision was last changed in 1997.

Fiscal Year 2018 2019 2020 2021
State General Func  $2,800,000 $2,90,000 $3,100,000 $3,300,000
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Charitable Contributions

Internal Revenue Code, Sectidn&) and 642(c)
Minnesota Statutes, Section 290.01, Subd. 19

A deduction is allowed for contributions made to organizations that are charitable, religious,
scientific, literary, artist, or educational in purpos&.corporation can deduct up to 10%takable
income, with some adjustmenExcess contributions may be carried forward for up to five years.

In 1933 Minnesota enacted a charitable deduct@rcontributiondo organizations in Minnesota.
The amount was subtracted after income was appedi. In 2001, the Minnesota charitable
contribution deduction was repealed, and the federal deduction was adopted.

Fiscal Year 2018 2019 2020 2021
State General Funt  $11,300,000 $11,600,000 $12,000,000 $12,300,000

Employee Stock Ownership Plans

Internal Revenue Code, Sectigtil(a)(28), 404(a)(9) and (k), 415(c)(6), and 1042
Minnesota Statutes, Secti@f0.01, Subdl9

An employee stock ownership plan (ESOP) is a qualified stock bonus plan or a combination of a
stock bonus and a money puask pension plan under which a-txempt trust holds employer
stock forthe benefit of the employee$he stock may be acquired through direct employer
contributions or with the proceeds of a loan to the trust.

Employer contributins to an ESOP are dattible. An employer is allowed to deduct dividends
paid to an ESOP and dividends usedrtake payments on ESOP loahike recognitionof gain
from the sale of qualified stock to an employee organization may be defereethin conditions
are metAfter the sale is completed, the ESOP must own at least 30% of the company stock.

The federal provisions were enacted in 19i#ese provisioswere last changed 2001

Fiscal Year 2018 2019 2020 2021
State General Func  $4,200,000 $4,200,000 $4,200,000 $4,30,000
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2.22 Capital Construction Funds of Shipping Companies

Internal Revenue Code, Section 7518
Minnesota Statutes, Section 290.01, Subd. 19

Tax incentives are provided to shippiogmpanies which own or lease vessels operating in the
foreign or domestic commerce of the United States or in United States fislfettiestaxpayer

enters into an agreement with the appropriate federal agency, deposits in a capital construction fund
may be deducted from taxable income up to the portion of taxable income attributable to the
operation of the \&sel covered by the agreemdgarnings on the fuhare exempt from taxation.
Withdrawals from the fund are not taxable if they are used to acgoinstruct, lease, or pay off

the indebtedness on a qualifying vessel.

The special tax treatment began with the 1936 Merchant Marine Act andexpamded
significantly in 1970The provisions were modified and codified in thddral Tax Reform Act of
1986.Minnesota first adopted these provisions in 1987.

Fiscal Year 2018 2019 2020 2021
State General Funu * * * *
Apportionment

2.23 Sales Factor Apportionment
Minnesota Statutes, Section 290.191

Sincetax year2014, net income is apportioned to Minnesota based oratiweof Minnesota sales
to total salesreferred to as 100% sales apportionment

The tax expenditure is measured by compaittiregtax liability with 100% sales apportionméat
thetax liability if income were apportioned by applying equal weights to the Minnesota shares of
property, payroll and salesWith an equalveight formula, liability would be higher for some
corporations and lower for others, but overall liability would increase.

In 1939 manfacturing firms were allowed the option of choosing between the weightied
formula and the averagatio formula, and the option was extended to all firms 9631 The
averageratio option was repealed in 198Fhe percentages in the weighted formwiare 15%
property, 15% payroll, and 70% sales until they were changed to 12.5%, 12.5%, and 75% in 1999,
effectivebeginning in 2001In 2005the sales factawas increasetfom 75% to 100%phased in

from 2007to 2014, with corresponding decreases in ineperty and payroll factors

Fiscal Year 2018 2019 2020 2021
State General Funt  $357,90,000  $376,70,000  $379,000,000  $375,000,000
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2.24 Throwback Sales
Minnesota Statutes, Section 290.191, Subd. 5

The sales factor in the apportionment formula is determinetthdyglestination of the sald.a
corporation makes sales from Minnesota to a customer in a steltécimit has no nexushe sals

are not atibuted anywhereThe Multistate Tax Compact and many states addnéssssue with

a throwback rule, whichequires that a sale be thrown back to the state of origin if the selling
corporation is not taxable in the state of the purchaser. Sales taddralfgovernment are also
thrownbackto the state of origin

Minnesota has no throwback rul&€herefore, the apportionment fact@ lower for some
corporations than would occur under a throwback. iileorporation with 100% of its property
and payrollin Minnesotawill not have a nexus in other statésonly 10% of its salesare in
Minnesota its apportionment factors 10% under current lawbut would be 100% under the
throwback rule.

Prior to 1973Minnesota used an orignf-sale bas for corporate apportionmemh 1973, when
Minnesota switched to a destination saleifyabrowback was not adopteince tax year 2014,
apportionment is based on only the sales factor.

Fiscal Year 2018 2019 2020 2021
State General Funt  $22,500,000 $23,700,000 $23,800,000 $23,500,000

Minnesota Subtractions

2.25 Dividend Received Deduction
Minnesota Statutes, Section 290.21, Subd. 4

In computing Minnesota taxable income, a corporation adds back the federal dividend received
deduction anddetermines a Minnesota dividend received deduction which is subltraftey
income is apportioned:he deduction is 80% of the dividends received from another corporation

if the recipient owns 20% or more of the stock of the paying corporation and TB&urécipient

owns less than 20%Jnder certain circumstancése deduction can be 100%he dividends are
deductible only to the extent they are included in incapyrtionedo Minnesota

The dividend received deduction is not allowed if the corpaakek is included in the inventory

of the taxpayer corporation, if the corporation holds the stock primarily for sale to customers in the
ordinary course of business, or if the business of the corporation consists mainly of holding the
stocks and colleatg income and gains from them.

The dividend receivededuction was enacted in 194Tajor changes were made to this provision
in 1987 and 1988, and it was last changed in 1989.

Fiscal Year 2018 2019 2020 2021
State General Func  $81,300,000 $85,500,000 $86,000,000 $85,100,000
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2.26 Disposition of Farm Property
Minnesota Statutes, Section 290.491

A taxpayer may subtract from federal taxable income the income realizeshtha exchange of

farm property if the taxpayer is insolvent at the time of the sale and the proceeds are used solely to
discharge indatedness of the property solthe amount of the subtraction is limited to the excess

of the t axpaymalassetslandahk amolnt of agysdebo fargiveness excluded from
income under Section 108 of the Internal Revenue Code.

This provsion was enacted in 198bwas repealed in 1987 but wasaeacted in 1988, retroactive
to tax year 1987.

Fiscal Year 2018 2019 2020 2021
State General Funt * * * *
Credits

2.27 Research and Development Credit
Minnesota Statutes, Section 290.068

A norrefundable credit is allowed based on qualified expenditures for research and development
performed solely withiMinnesota. Expenditures include wages, costs of supplies, computer costs,
65% of contract costs paid to others for doing research, and certain contributions to nonprofit
organizations engaged in research and development within Minnesota.

The creditis based on the excesd currentyear research expenditureser a calculated base
amount, but in most cases 50% of currgedr research expenditures are eligible for the crEa
credit is 10% of the first $2 million adligible expenditures and% of the excess over $2 million.
Any credit that exceeds liability can be carried forward up to fifteen years.

The research and development credit was enacted in 1981. In 2010, the credit was changed from a
nonrefundable credit to a refundable credit and tgregnt of the credit on the first $2 million was
increased from 5% to 10%. In 2013, the credit was once again changed to a nonrefundable credit
In 2017, the P tier rate was increased from 2.5% t0.4%

Fiscal Year 2018 2019 2020 2021
State General Funt  $45,200,000 $46,200,000 $48,200,000 $50,200,000
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2.28 Employer Transit Pass Credit
Minnesota Statutes, Section 290.06, Subd. 28

A nonrefundable credit is allowejainst the corporate franchise tax equal to 30% of the expense
incurred by the taxpayer to provide transit passet o t he t ax pTag/tanmsibmasse mp | oy
must be for use iMinnesotalf the employer purchases the transit passes from the trarnsitnsys

and resells them to the employees, the expenses used for the credit are the difference between the
amount the employer paid for passes and the amount charged to employees.

This credit was enacted in 2000.

Fiscal Year 2018 2019 2020 2021
StateGeneral Fund $800,000 $800,000 $800,000 $800,000

2.29 Enterprise Zone Employer Tax Credits
Minnesota Statutes, Section 469.171, Subd. 1(2) and Subd. 6(1)

Two refundable credits against the corporate franchise tax are available to empldgsigriated

border city enterprise zones. A credit of up to $3,000 annually is allowed for each additional worker
employed in a designated enterprise zone, other than workers employed in construction, and a credit
of up to $1,500 annually is allowed for éagorker employed in the zone who does not qualify for

the $3,000 credit.

These credits were enacted in 1983. Zones other than border city zones expired in 1996. In 2017,
thenumber of eligible cities was increased ta six

Fiscal Year 2018 2019 2020 2021
State General Funt $500,000 $500,000 $500,000 $500,000
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2.3

Historic Structure Rehabilitation Credit
Minnesota Statutes, Section 290.0681

A credit is allowed equal to the fedecakdit for qualifying expenditures to rehabilitateeatified
historic structureThe federal credit is a nonrefundable income tax credit equal to 2@ke o
qualifying expendituresThe state credit is a refundable credit equal to 20% of the qualifying
expenditures and may be taken against the corporate franchise tax, individual iagproe t
insurance premiums taXhe state credit may be assigned to another taxpayer.

Qualifications for the credit are determined under the provisions of Sectiof #hé Internal
Revenue CodeA historic structure must be either individually registered in the National Register
of Historic Places or certified by the Secretary of the Interior as having historic significance and
located in aregistered historic districlThe structure must be used in a trade or businebg or
incomeproducing propertyRehabilitation expenditures must exceed the greater of $5,000 or the
adjusted basis of the buildinGosts to acquire a building or to enlarge a building do not qualify.
Thedeveloper of the project must apply for the credit to the State Historic Preservation Office of
the Minnesota Historical Societyefore rehabilitation begind he credit is allowed after the
application is approved and the project is completed.

A grant egial to 90% of the credit may I®sued in lieu of the crediGrants are not included in the
estimates because they are included in the state budget as direct expenditures.

This credit was enacted in 2040d was scheduled &xpire after fiscal yea2015. In 2013 the
credit was extended through fiscal year 2021.

Note: The estimates shown here are the total projected credits to be claimed against the corporate
franchise tax, the individual income tax, and the insurance premiums tax.

Fiscal Year 2018 2019 2020 2021
State General Func  $56,600,000 $44,800,000 $39,100,000 $31,700,000
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Estate Tax

Chapter 3: Estate Tax

Collectionsand History

Revenues from the Minnesota estabe were $29 million in fiscal year 2Q7. All revenues from this tax
go into theState GeneralFund.

In 1905 a tax on the estates of decedents was first enacted in Minnedwgsfanrh of an inheritance tax.
Minnesota had an inheritance tax until 19%®&en it was repealednd an estate tax was adopt&te
inheritance tax was imposed on each individual who received property from an estate, and the amount of
tax depended upon the amount of property received and the relationship of the recipiedetzteat.

The estate tax is imposed on the taxable estate before it is distributed.

Minnesota had a gift tax from 1937 until it was repealed in 189t tax was once again enacted in 2013
butin 2014 it was repealed retroactively, so that it didaia effectMinnesota does not have a generation
skipping transfer tax.

In 1985 the computation of the Minnesota estate tax was changed to equal the Minnesota portion of the
federal tax credit for state deathtaxe known -ap tMimmasdiadid notkadopt the federal
change made to the estate tax in 200he state tawasequal to the maximum credit for state death taxes
allowed under pr2001 federal lawmn 2013 the estate tax was extended to include gifts made within three
years of dedt

In 2014 the tax was changed from the federal credit for state death taxes to a seglatddétion.The
exclusionwas increased from $1 million to $2 milliophasedn over five yearsA new rate schedule was
established and was phased in over fiears.

In 2017, thestatutewas changedby increagng the exclusion from $2 million to $3 million for tax year
2020 and later. Additionally, the definition of taxable estate was changed by subtracting the exclusion from
the amount of the estate.

Tax Base

The tax base for the estate tax is defined for this study as the atet teghsferredt is gross estate less
administrative costs and other necessary and reasonable expenses graidhieeéstate is distributed.
Therefore, a tax expenditure dseated when a certain component of the estate is exempted or excluded
because of its source or when a distribution is deducted from taxable estate betaeiseeatity of the
recipient.Preferential valuations are also considered tax expenditures.

Computation of the Tax

An estate tax return must be f i Ithedclusidnanmolimewhile cedent
is $.4 million for estates of decedents dying in 80$2.7 million in 2019, and $ million in 2020 and
after. The followingtax rate schedule applies to estates of decedents dying8n 201

Minnesota Taxable Estate Tax Rate
Up to $7,100,00C 13%
$7,100,00% $8,100,000 13.6%
$8,100,00% $9,100,000 14.4%
$9,100,00% $10,100,000 15.2%
Over $10,100,00( 16%
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Computatiorof the estate tax

Gross estate
minus: federal exclusions
equals: federal gross estate
minus: federal exemptions and deductions
equals: federal taxable estate
plus: Minnesota additions:
0 federaldeduction for state death taxes
0 federaldeduction for foreign death taxes
0 taxable gifts made within three yearsdefath
minus: Minnesota subtractions:
0 Minnesota exclusion amount
0 deduction for qualified small business and farm property, up to a maximum amount
equals: Minnesota taxablestate
times: graduated rated 3% to 16%
equals: Minnesota estate tax
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Preferential Valuation

3.01 Special Use Valuation

Internal Revenue Code, Section 2032A
Minnesota Statutes, Section 291.03

Property is generally included in an estate at its fair etarddue on the date of deaHair market

val ue i s a mmsedqndsrbesypdssiblevuseweverreblproperty which is used in

a farm or other closelfield business may be valugdta farm or business use value, even though

it is less than the market valugpecified conditions must be met in order to qualify for this
treatment The decrease in value cannot be more than a specified amount which is indexed for
inflation and is $,140,000for deaths ir2018. The estimates measure the difference between tax
liability using the fair market value and the special use valuation.

Special use valuati on waswhenitwdsendaedinioif.l8bnnes ot
Minnesota adoptethe federaprovision.In 2014 Minnesota adopted this provision by changing
the calculation of the tax to begin with federal taxable estate.

Fiscal Year 2018 2019 2020 2021
State General Funt $400,000 $400,000 $400,000 $400,000
Exclusions

3.02 Life Insurance Proceeds

Internal Revenue Code, Section 2042
Minnesota Statutes, Section 291.03

In general, life insurance proceeds payable to an estate or to any beneficiaries are imgosd i

estate However, the proceeds payable to a beneficiary may be excluded from gross estate if the
decedent had forfeited the right to any benefitrfror control over the policy.o qualify for the

exclusion, the decedent mungit have possesseahyof the incideng of ownership in th policy at

the time of deathThe incidents of ownership include the power to change the beneficiary, the

power to cancel or surrender the policy, the power to obtain a loan against the policy or to use the
policy as collateral,and¢h r i ght t o any of the policyds econ

The estimates do not include death benefits paid to a spouse because such benefits would also
comeunder the marital deduction (Item 8)0

This provision was enacted in 1951 under the inheritancenthwas carried\@r to the estate tax
in 1979. Minnesota adopted the federal provision in 198652014 Minnesota adopted this
provision by making federal taxable estate the starting point for calculation of the tax.

Fiscal Year 2018 2019 2020 2021
State General Func  $32,000,000 $35,200,000 $338,600,000 $42,400,000
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3.08 Social Security Benefits

Revenue Rulings 587 and 67277
Minnesota Statutes, Section 291.03

Social security lump sum death benefits which are paid to surviving spouses and dependents are
exemptfrom the Minnesota estate tabhe amount of the lump sum benefit is fixed at $255.

This exemption was enacted in 1963 under the inheritance tax lawsaancarried over to the
estate tax without change when the intagxie tax was repealed in 1978.1985 Minnesota
adopted this provision through the federal pigktax.ln 2014 Minnesota adopted this provision
by changing the calculation of the tax to begin with federal taxable estate.

Fiscal Year 2018 2019 2020 2021
State General Funt * * * *
Deductions

3.04 Marital Deduction

Internal Revenue Code, Section 2056
Minnesota Statutes, Section 291.03

The net value of all property passing from a decedent to a surviving spoube mhegucted from
gross estatd.he net value of the property is the gross value reduced by the amount of exemptions
and deductionassociated with the property being passed to the spouse.

A $10,000 marital deduction for the inHance tax was enacted in 1914.1979, when the
inheritance tax was repealed, the marital deduction was continued for estate tax purposes, with a
maximumdeduction of $250,000 or o#lf the adjusted gross estate, whichever was greater. An
unlimited marital deduction was enacted in 198h 1985 Minnesota adopted the federal
provision.In 2014 Minnesota adopted this provision by making federal taxaligesthe starting

point for the tax.

Fiscal Year 2018 2019 2020 2021
State General Func  $158,700,000  $187,400,000  $196,600,000  $199,300,000

*Less Than $50,000 102
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3.06 Charitable Gifts

Internal Revenue Cod8&gction 2055
Minnesota Statutes, Section 291.03

Charitable gifts to certain organizations nisgydeducted from gross estaralifying recipients
include charitable, scientific, literary, educational, and religious organizations and federal, state,
andlocal governments.

An inheritance tax exemption for chatile gifts was enacted in 1911.1985 Minnesota adopted
the federal deduction for charitable gifts.2014 Minnesota adopted this provision by making
federal taxable estate the starting péom calculation of the tax.

Fiscal Year 2018 2019 2020 2021
State General Func  $34,200,000 $41,200,000 $43,80,000 $44,400,000

3.06 Farm and Small Business Property
Minnesota Statutes, Sections 2960Subd.3 and 291.03, Subd. 9 and 10

A deduction from adjusted taxable estate is allowed for the value of qualified farm property and
gualfied small business propertyithe deduction cannot excee@.§ million for estates of
decedents dying in 281%2.3million for 2019, and .0 million for 2020 and after

To qualify, the decedent must have continuously owned the property for the¢argeeriod prior

to death, and a family member must use the property in the operation of the trade or business for
three years &ér the death of the deceddror farm property, the property must have been classified

as the decedent éad forgpmppeityctax burposdsarlsmall lousiress tproperty,

the gross annual sales must have been $&0 mill
must have materially participated in the trade or business in the taxable year that ended before the
death of the decedent.

In electing to treat the property under these provisions, the estate and the qualified heir must agree
in writing to pay a recdpre taxequal t016% of the deduction if the property is not used by a
family member for the thregear period.

These provisions were enacted in 2@bll werdast modified in 2017.

Fiscal Year 2018 2019 2020 2021
State General Funt  $13,200,000 $12,700,000 $10,500,000 $10,700,000
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General Sales and Use Tax
Introduction

Chapter 4: General Sales and Use Tax
Collections and History

Revenues from the general sales and use tax tot&lédigion in fiscal year 2Q7. Revenues from the
sales tax on motor vehicle leasgedivided betweeithe County StateéAid Highway Fund and the Grea
Minnesota Transit Accounthe sales tax on aiaft goes to the State Airports FuriRbmaining revenues
fromthe6.5%sales and use taatego into theState General Fun®evenusfrom the 0.375%ax rate go
into four funds 33% to the Outdoor Heritage Fund, 33% to the Clean Water Fund, 14.25%trkseand
Trails Fund, and 19.75% to the Arts and Cultural Heritage Fund.

The Minnesota general sales and use tax was enact®d7mnd became effective on fustl, 1967, at

a rate of 3%The rate was increased to 4% on Novenihet971, 5% on Julg, 1981, 6% on Januaty,
1983 and6.5%onJuly 1, 1991In 2008 a constitutional amendment was adopted which incddhsearate

by 0.375% to 6.875%, effective from July 1, 20@9June 30, 2034and dedicated the proceeds to four
funds for naturatesources and the arts

Originally, the general sales and use tax applied to motor vehicles, but in 1971 motor vehicles were
exempted from the sales tax and made subject to the +eaabted motor vehicle excise tax, now called

the motor vehicle sales té€hapter 5)Although the purchase of a motor vehicle is subject to the motor
vehicle sales tax, the lease of a motor vehicle comes under the general sales tax.

The tax base for the sales tax has been changed in nearly every legislative sessionnpttorexadded
and others repealed.

Tax Base

For purposes of this study, the tax base for the general sales and use tax is defined as the gross receipts from
the sale of tangible personal property or services to theugesl

Items purchased for resdlethe regular course of business are not included in the tax base because they
are not a sale to the finake. In agricultural and industrial production, therchase®f raw materials,
component parts, and products consumed directly ipriguctionprocess are considered to be for resale,
and therefore the exemption of thetmnis is not a tax expenditutdowever, for machinery, equipment,

and tools used in agricultural or industrial production, the sale to the business is considimatishie.

The exemption of motor vehicles from the sales tax is not considered a tax expenditure because motor
vehicles are subject to an alternative tax, the motor vehicle sales tax (Chabies\vBise, the exemption

of cigarettes is not considered a tax exjiteinel because cigarettes are subje@rim-lieu sales tax at the
wholesale leve{Chapter 8)
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General Sales and Use Tax
Introduction

Computation of the Tax

The sales tax is imposed on the gross receipts fazable sales nag by any person in Minnesofehe
complementary use tax is imposed on the storage, use, distribution, or consumption in Minnesota of taxable
personal property unless the Minnesota sabesvges paid on the sales pridéne rate for botlhe sales tax

and the use tax is&/5%

Generally, a retail sale is subject to the tax unless specifically exempted by law. Taxable sales also
include: selling, leasing, or renting tangible personal property; the furnishing of meals or drinks for a
consideration; the furnishing for a consideration of lodging for less than thirty days; the admission to places
of amusement or athletic events; the furnishing for a consideration of electricity, gas, water, or steam; and
telephone service.

The tax is inposed on the sales price of the item, which is defined as the total consideration valued in
money, whethr paid in money or otherwiséxclusions from the sales price include property taken in trade
for resale, cash discounts, and separattied interdsfinance, or carrying charges.

The sales tax is paid by the purchaser to the seller; the seller colidcesvits the tax to the stafehe use
tax is paid directly by the purchaser to the state.
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Exemptions Particular Goods and Services

Exemptions- Particular Goods and Services

4.01

4.02

Food Products
Minnesota Statutes, Sections 297A.67, Sbd.

Food and food ingredients for human consumption are ggnepsempt from the sales tax.
Included in the exemption are substances, whether in liquid, concentrated, solid, frozen, dried, or
dehydrated form, which are consumed for their taste or nutritional value.

The exemption does not include candy, chewing gum, soft drinks, alcoholic desyéodacco, or
dietary supplement3he exemption does not apply food and drinks served by a restaurant
prepared foodPrepared food is either food sold in a heated state or heated by thetweller
more food ingredients mixed or combined bg seller for sale as a single itewn food sold with
eating uensils provided by the sellddowever, lakery itemsreadyto-eat meat and seafood, and
foods that require cooking are exempt.

The exemption for food products was included when the salésise tax was enacted in 1967.
Candy and soft drinks were included in the exemption until 1982. The provision was last changed
in 2006 Food sold through vending machines was added to the exemption in 2017

Fiscal Year 2018 2019 2020 2021
All Funds $867,600,000  $908,00,000  $944,700,000  $979,90,000

Clothing and Wearing Apparel
MinnesotaStatutes, Section 297A.67, Subd. 8 and 27

Clothing for general use is expifrom the sales and use t&he exemption includes inner and
outer wearfootwear, headgear, gloves and mittens, neckweass, tedsiery, and similar items.

Also exempted are fabrics, thread, buttons, zippers, and similar items which are to be directly
incorporated into wearing apparel.

The exemption does not apply to jewelhandbags, billfoldgur clothing,sports clothing sold for
exclusive use in a sporting activity, or wendated safety articles.

The exemption for clothing was included in the sales andaxsstatutes enacted in 196Awas
last changed in 2@

Fiscal Year 2018 2019 2020 2021
All Funds $389,000,000 $407,700,000 $424,@0,000 $439,800,000




General Sales and Use Tax
Exemptions Particular Goods and Services

4.03

4.04

4.05

Drugs and Medicines
Minnesota Statutes, Section 297A.67, Subd. 7

Drugs andnedicine, insulin, anthedical oxygen for human uaee exempt from the sales and use
tax. The exemption includesll prescription andoverthe-counter drugs.Prescription drugs
represent abo@8% of the total exemption.

An exemption for all drugs andedicine was part of the original saleslarse tax law enacted in
1967.In 1987 the exemption was limited to prescribed drugs and medicine amslion. In 198§
certain nonprescription analgesics were again exempted, and in 1997 the exemption wad exten
to all analgesicdn 2005 the exemption wasnce agairextended tancludeall overthe-counter
drugs.

Fiscal Year 2018 2019 2020 2021
All Funds $419,400,000  $439,300,000  $456,70,000  $473,90,000

Medical Devices

Minnesota Statute§ection 297A.67, Subd.ahd 7a

An exemption from the sales and use tax is alloweddoable medical equipment for home use
mobility enhancing equipment, and prosthetic devitée exemption also applies to repair and

replacement parts for the device

This provision was enacted in 1967 and was last chand&i 4n

Fiscal Year 2018 2019 2020 2021
All Funds $11,400,000 $11,900,000 $12,300,000 $12,800,000

Prescription Eyeglasses
Minnesota Statafs, Section 297A.67, Subdaj (7)
Prescription eyeglasses and contact lenses are exempt from the sales and use tax.

This provision was enacted in 1967.

Fiscal Year 2018 2019 2020 2021
All Funds $50,90,000 $55,200,000 $57,400,000 $59,400,000
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4.08

General Sales and Use Tax
Exemptions Particular Goods and Services

Baby Products
Minnesota Statutes, Section 297A.67, Subd. 9

Baby bottles and nipples, pacifiers, teething rings, infant syrjreges breast pumpare exempt
from the sales and use tax

This exemption was enactad1967 and was last changed in 200

Fiscal Year 2018 2019 2020 2021
All Funds $800,000 $900,000 $900,000 $900,000

Feminine Hygiene ltems
Minnesota Statutes, Section 297A.67, Subd. 17

Consumer purchases of feminine hygiene items, inclustmitary napkins, tampons, and similar
products, are exempt from the sales and use tax.

This exemption was enacted in 1981.

Fiscal Year 2018 2019 2020 2021
All Funds $3,200,000 $3,200,000 $3,200,000 $3,200,000

Caskets and Burial Vaults

Minnesota Statutes, Section 297A.67, Subd. 10

Caskets and burial vaults for human burial are exempt from the sales and use tax.
This provision was enacted in 1967.

Approximately43,000 deaths occurred in Minnesota2éil6.

Fiscal Year 2018 2019 2020 2021
All Funds $4,90,000 $4,300,000 $4,100,000 $3,900,000




General Sales and Use Tax
Exemptions Particular Goods and Services

4.09 Publications
Minnesota Statutes, Section 297A.68, Suilid.

Publicaions regularly issued at average intervads exceeding thremonths are exempt from the

sales and use taxdncluded in this exemption are newspaptgether with any supplements or
enclosuresmagazi nes, journal s, and also items such
advertising circularsand loose leaf or similar type of service puliimas. However, nagazines

and periodicals sold over the counter are taxable.

This provision was enacted in 196&ll magazines were exempt untib83 whenthe tax was
imposed omagazinesad over the canter,

Fiscal Year 2018 2019 2020 2021
All Funds $46,400,000 $45,90,000 $45,600,000 $45,300,000

4.10 Textbooks Required for School Use
Minnesota Statutes, Section 297A.67, Subdarid 13a

A sales tax exemption is allowed for sales of textba@uid other instructional materiaisquired

for a course of study at a public or private school, college, university, busitiess| or trade

school if they are purchased by students enrolled at the instit@oalifying instructional

materials includénteractive CDs, tapesomputer softwaredigital textbooks, digital audioworks
and digital audiovisual works

This provision was enacted in 19d8d was extended to instructional materials in 2@002en the
sales tax was extended to digital book2@13, this exemption was expanded to include digital
textbooks.The exemption for qualifying instructional materials was extended to include digital
audio works and digital audiovisual woriks2014

About430,000studentsattendedinnesotapostsecondargchoos in the 2016-2017 schoolyear.

Fiscal Year 2018 2019 2020 2021
All Funds $16,500,000 $16,400,000 $15,900,000 $15,500,000
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4.11 Personal ComputersRequired for School Use

4.12

4.13

Minnesota Statutes, Section 297A.67, Subd. 14

Personal computers and related software which are sold or leased to students by educational
institutions are exempt if the purchase leaseis requiredas a condition of enrollmenthe
exemption applies only to sales by the school to its students, including a public or private school,
college, university, business school, or trade school.

This exemption was enacted in 1994 and was last changed in 2006

About 11,200 students benefited from this exemption in the622117 school year.

Fiscal Year 2018 2019 2020 2021
All Funds $700,000 $700,000 $700,000 $700,000

De Minimis Use Tax Exemption for Individuals

Minnesota Statutes, Secti@@7A.67, Subd. 21

Purchases that would otherwise be subject to the use tax are exempt if they are made by an
individual for personal use, and total purchases subject to use tax doewd 770 in the calendar

year.If such purchases exceed $770, thére amount is subject to tax.

This exemption was enacted in 1996.

Fiscal Year 2018 2019 2020 2021
All Funds $26,200,000 $28,800,000 $30,300,000 $32,000,000
Motor Fuels

MinnesotaStatutes, Section 297A.68, Suli®(1)

Petroleum productsxed under the motor fuedxcisetaxesin Minnesota Statutes, Chapter 296A

are exempt from the sales and use tax. The exemption applies to gasoline and special fuel for
highway, aviation, marine, snowmobile, or@train vehicle use.

This exemptiorwas enacted in 1967 and was last changed in 1987.

Fiscal Year 2018 2019 2020 2021
All Funds $559,80,000  $592,0,000 $616,000,000  $636,100,000
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4.14 Residential Heating Fuels
Minnesota Statutes, Section 297A.67, Subd. 15

An exemption from the sales and use tax applies to all fuel oil, coal, wood, steam, hot water, propane
gas, and liquefied petroleum gas sold to residential customers for residentiBunedmses of
naturalgas by residential customers who use natural gas for their primary source of residential heat
are exempt for the six billing months of Novembeough April. Likewise, the purchase of
electricity is exempt for six months for customers using electricityghasprimary source of
residential heat.

This exemption was enacted in 1978 and was expanded in 1984 to include hot water.

Fiscal Year 2018 2019 2020 2021
All Funds $125300,000  $126,500,000  $130,900,000  $138,000,000

4.15 Residential Water Services
Minnesota Statutes, Section 297A.67, Subd. 16
The furnishing of water for residential use is exempt from the Minnesota sales and use tax.

This provision was enacted in 1979.

Fiscal Year 2018 2019 2020 2021
All Funds $20,800,000 $21,600,000 $22,500,000 $23,500,000

4.16 Sewer Services
Minnesota Statutes, Section 297A.61, Sulid) 3
The furnishing of sewer services is exempt from the Minnesota sales and use tax.

Sewer service has never been subject to the sales and use tax.

Fiscal Year 2018 2019 2020 2021
All Funds $65,400,000 $68,000,000 $70,800,000 $73,700,000
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4.17 Used Manufactured Homes
Minnesota Statutes, Section 297A.67, Subd. 20

The sale of ananufactured home to be used as a residence is exempt from the sales and use tax
unless it is the first retail sale of the home in Minnesota.

Generally, thdirst sale of a manufactured home for residential use in Minnesota is taxed at 65%
of t h e codtlterh €2). Dhe estimates measure the difference between the exemption and
taxation at 65% of the dealerbds cost.

This provision was enacted in 1984.

Fiscal Year 2018 2019 2020 2021
All Funds $500,000 $500,000 $500,000 $500,000

4.18 SelectedServices
Minnesota Statutes, Section 297A.61, Subd. 3

The inclusion of services in the concept of the tax base forales sax is subject to debate.
Although the primary focus of the sales tax has been tangible personal property, a number of
servicesare taxableand thesales taxhas beemxtendcedto additional servicesince its enactment

The list of services on the next page@ intended to be aihclusive

When the sales tax was enacted in 1967, some services were taxable, includirejeplbahé
service, gas and electric servicedgoreparing and serving mea@ver the years the tax was
extendedo several types of servicds. 2013 the tax was imposed on the repair of commercial,
industrial, electronic, and precision equipment for busameffective July 1, 2013nd to certain
warehousing and storage services for businesfestive April 1, 2014The 2013 changes were
repealedn 2014, effective April 1, 2014.

Fiscal Year 2018 2019 2020 2021
All Funds $3,333000,000 $3,569000,000 $3,733,00,000 $3,900000,000

Detaled list is on the next page.
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Selected Services Detailed Report

Fiscal Year Impact

Business Purchaseé 0 0 0 6 s )

Legal Services

Accounting and Bookkeeping Services
Architectural and Engineering Services
Research and Development Services
Specialized Design Services

Computer Services

Managemen€onsulting Services

Other Consulting and Development Services
Advertising and Related Services

Office Administrative Services

Facilities Support Services

Employment Services

Business Support Services

Other Support Services

All Other Miscellaneous Professioraid
Technical Services

Automotive Repair and Maintenance
Electronic Equipment Repair and Maintenanc
Commercial Machinery Repair and Maintenar
Repair and Maintenance of Personal Property
Other Services

Business Total

Consumer Purchases

Legal Services

Accountingand Bookkeeping Services
Brokerage Charges and Investment Counselil
Bank Service Charges, Trust Services,

and Safe Deposit Box Rental

Advertising and Relate8ervices

Employment Services

Automotive Repair and Maintenance

Repair and Maintenance of Personal Property
Personal Care Services

Funeral Services

Other Personal Services

Consumer Total

Grand Total

2018 2019 2020 2021
$204,800 $309,00 $323,M0  $338,700
228,20 239,80 250,90 262,300
270,70 286,200 301,200 316,400
93,5@ 97,000 101,000 105,000
26,90 27,800 29,100 30,500
545,900 573,70 600,00 628,400
223,80 235100 246,100 257,500
107,00 112,30 117,600 123,100
277,100 291,90 305,40 319,80
78,000 82,00 85,800 89,70
43,100 45,300 47,300 49,500
307,500 374,80 391,90 408,00
86,20 90,80 95,200 99,800
58,100 61,100 63,900 66,800
41,80 59,200 61,900 64,800
17,90 18,500 19,90 20,500
37,300 39,300 41,200 43,100
82,000 86,300 90,400 94,800
28,400 29,900 31,300 32,800
800 800 800 800
$2848,00 $3,061,M0 $3,205000 $3,353,M0
$91,800 $96,100 $9,900 $103,80
17,400 18,200 18,90 19,680
18,90 19,400 20,200 20,90
14,900 15,80 16,200 16,800
1,700 1,800 1,90 1,90
1,300 1,300 1,400 1,400
152,710 160,00 166,300 172,400
20,400 21,400 22,100 22,900
112,50 117,900 122,50 127,000
37,400 39,100 40,70 42,20
16,80 17,500 17,800 18,500
$485,400 $508,D0  $527,D0 $547,200

$3,333,00 $3569000 $3,733,00 $3,900000
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General Sales and Use Tax
Exemptions Particular Goods and Services

Capital Equipment
Minnesota Statutes, Sections 297A.68, Subd. 5

Certain capital equipment purchases are exempt from the sales and Uibe tzapital equipment

must be used iMinnesota by the purchaser or lessee for manufacturing, fabricating, mining, or
refining tangible personal property to be sold ultimately at reGapital equipmentnust be
essential to the integrated production process, inclutimgperatioror contol of the production
equipment.Repair and replacement parts and accessories are included in the exemiion.
exemption also applies to materials used to construct and install the equipment and to construct
special purpose buildings used in ireduction process.

The exemption does not apply to motor vehicles subject to the motor vehicle sales tax, machinery,
or equipment used to receive or store raw materials, pollution control equipment, and other
equipment used for nonproduction purposesldo does not apply to machinery or equipment
installed by a contractor as part of an improvement to real property.

The exemption for capital equipmeint new or expanding industriesas enacted in 1989 and
replaced the reduced rate of 4¥actedn 1984. The exemption was extended to mining in 1990
andto online data retrieval equipment in 19%&placement equipmeaid repair and replacement

parts and accessories wéudly taxable until 1994 whea phasedown dhe tax rateover four
yearswas ena@d In 1997 the reduced rate agchanged to a complete exemptitm 2013 the
administration of the exemption was changed from a refund process to an exemption at the time of
sale The effective date of the 2013 change was September 1, 2014, 2it4it wasdelayed to

July 1, 2015

Fiscal Year 2018 2019 2020 2021
All Funds $256,00,000  $263300,000 $268,D0,000  $273300,000

Accessory Tools
Minnesota Statutes, Section 297A.68, Suljd)(8)

This provision exempts from the sales and usatarssory tools, equipment, and other items used

in the production of personal property intendelddaold ultimately at retail.he exemption applies

to detachable units with an ordinary useful life of less than twelve months that are used in producing
a drect effect upon the produdExempt items include drill bits, grinding and abrasive wheels, saw
blades, printing plates, dies, jigs, taps, patterns, and molds.

This exemption was enacted in 1973.

Fiscal Year 2018 2019 2020 2021
All Funds $12,500,000 $12,800,000 $13,000,000 $13,200,000
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4.21

4.2

Telecommunications Equipment
Minnesota Statutes, Sections 297A.68, S@ad.

An exemption from the sales and use tax is allowed for telecommunications, cable television, and
direct satellite equipment purchased or leased for use directly by a telecommunications, cable
television, or direct satellite service provider in providingdemmunications services tharte
ultimately sold at retailThe exemption applies regardless of whether purchases are made by the
owner, a contractor, or a subcontractor.

The exemption includes machinery, equipment, and fixtures used in receivingtinigpit
amplifying, processing, transmitting, retransmitting, recording, switching, or magtori
telecommunications servicel. also includes repair and replacement parts and actesgor
qualifying equipmentThe exemption does not include wire, @ljiber, poles, or conduit.

This exemption was enacted in 2001.2013 the exemption was mgded, effective July 1, 2013.
In 2014 the exemption was reinstated, effective Apr2d14.The exemption was expanded to
include fiber and conduit in 2017.

Fiscal Year 2018 2019 2020 2021
All Funds $39,700,000 $44,900,000 $47,000,000 $49,000,000

Special Tooling
Minnesota Statutes, Sections 297A.68, Subd. 6

Special tooling is exempt from the sales and use tax. Special tooling is defined atig¢epjiys,
patterns, gauges and other special tools which have value and use only for the buyehandéor t

for which they are madeTo qualify, items must be produced in accoma with buyer
specificationsltems purchased from inventory or ordefeaim a catalog or other ks literature

do not qualify.The estimates exclude items that also qualify for the accessory tools exemption in
Item 4.20.

In 1994 the exemption for special tooling was enacted and replaced a reduced rate enacted in 1984.

Fiscal Year 2018 2019 2020 2021
All Funds $5,300,000 $5,600,000 $5,700,000 $5,800,000

11¢



4.23

4.24

4.25

General Sales and Use Tax
Exemptions Particular Goods and Services

Resource Recovery Equipment

Minnesota Statutes, Secti@@7A.68, Subd. 24

Equipment used to process solid or hazardous waste at a resource recovery facilitptigrerem
the sales and use takhe exemption includes pollution control equipment at a facility that burns

refusederived fuel or mixed municipabolid waste as its primary fuel.

This provision was enacted in 1984 and last changed in 1996.

Fiscal Year 2018 2019 2020 2021
All Funds $600,000 $200,000 $100,000 $100,000

Used Motor Oil
Minnesota Statutes, Section 297A.67, Subd. 18
Salesof used motor oil are exempt from the sales and use tax.

This exemption was enacted in 1988.

Fiscal Year 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

Mining Production Materials
Minnesota Statutes, Section 297A.68bd .4

Sales of mill liners, grinding rods, and grinding balls to mining companies angpef®m the
sales and use taXhe items must be substantially consumed in the production of tacowiteer
ores, metals, or mineral§he estimates do not ilutle items that wouldlsoqualify as accessory
tools (ltem4.20).

This exemption was enacted in 190t the production of taconitén 2011 it was extended to
include the production of other ores, metals, or minerals.

Fiscal Year 2018 2019 2020 2021
All Funds $2,100,000 $2,100,000 $2,100,000 $2,100,000




General Sales and Use Tax
Exemptions Particular Goods and Services

426 Wind Energy Conversion Systems

427

Minnesota Statutes, Sections 297A.68, Subd. 12

Wind energy conversiosystems and the materials used to manufacture, install, construct, repair,
or replace them are exempt from the sales and use tax if the systemslaas aiselectric power
source Wind energy conversion systems include any device which converts wirgy eéoerform

of usable energy, such as a wind cleargvindmill, or wind turbineThe estimates do not include
purchases that woullsoqualify as capital equipment (ltenl4).

This exemption was first enacted 892 and expired June 30, 19961997 it was reenacted for
one yearThe exemption was made permanent in 1998.

Fiscal Year 2018 2019 2020 2021
All Funds $9,500,000 $11,000,000 $12,900,000 $13,300,000

Solar Energy Systems

Minnesota Statutes, Section 297A.67, Subd. 29

Solarenergy systems are exptrfrom the sales and use tax.solar energy system is a set of
devices whose primary purposéa collect solar energy and convert and store it for useful purposes
including heating and cooling buildings or other enanging proesses, or to produce generated
power by means of collecting, transferring, or converting sggaerated energy.

This exemption was enacted2005.

Fiscal Year 2018 2019 2020 2021

All Funds $12,000,000 $5,900,000 $6,500,000 $7,100,000

11¢



4.28

4.29

General Sales and Use Tax
Exemptions Particular Goods and Services

Airflight Equipment

Minnesota Statutes, Section 297A.82, Subd. 4(d)

The sale of airflight equipment to airline compansesxempt from the sales and utax. Airflight
equipment includes airplanes, parts necessary for the repair and maintensundeeqgiipment

and flight simulatorsThe exemptiorapplies to purchases made by companies engaged in the
business of air commerce

This exemption was enacted1967 and was last changed in 1996.

This exemption benefits primarily tI26 airline companies subject to the airflight property tax.

Fiscal Year 2018 2019 2020 2021
All Funds $43,200,000 $44,000,000 $40,90,000 $36,000,000

Repair Parts and Equipment for General Aviation Aircraft

Minnesota Statutes, Section 297A.82, Subd. 4(f)

Equipment and parts necessary for repair and maintenance of general aviation aircraft, and
equipment and parts for upgrading or improving such aircraft, arapgfem the sales and use

tax. A separate exemption applies to purchases by airline companies which are subject to the
airflight property tax (Item 4.28).

This exemption was enacted in 2013.

There are about@)0 general aviation aircraft registeredMimnesota.

Fiscal Year 2018 2019 2020 2021
All Funds $3,300,000 $3,400,000 $3,6800,000 $3,800,000




General Sales and Use Tax
Exemptions Particular Goods and Services

4.30

4.31

4.32

Large Ships
Minnesota Statutes, Secti@@7A.68, Subd. 17
Vessels with a gross registered tonnage of at least 3,000 tons are exempt from the sales and use tax.

This exemption was enacted in 1992.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

Repair and Replacement Parts foiShips and Vessels

Minnesota Statutes, Section 297A.68, Subd. 17

An exemption from the sales and use tax is allowed for lubricants and repair, replacement, and
rebuilding parts and materials for shipad vessels used principally in interstate or foreig

commerce.

This exemption was enacted in 1990 and was last changed in 1991.

Fiscal Year 2018 2019 2020 2021
All Funds $200,000 $200,000 $200,000 $200,000

Petroleum Products Used by Transit Systems

Minnesota Statutes, Section 297A.68, Sul8(3)

An exemption from the sales and use tax is allowed for purchases of petroleum products by a transit
system receiving financial assistance through the Metropolitan Council or the Public Transit
Subsidy Program.

This provision was enacted in 1992.

This exemption applies to about 35 transit systems.

Fiscal Year 2018 2019 2020 2021
All Funds $2,300,000 $2,400,000 $2,500,000 $2,700,000

*Less Than $50,000 12C



4.33

4.34

General Sales and Use Tax
Exemptions Particular Goods anflervices

Petroleum Products Used by Medical Transportation Providers
Minnesota Statutes, Section 297A.68, Subd. 19(3), (7), and (8)

An exemption from the sales and use tax applies to gasoline or special fuel purchased by qualifying
medicaltransportation providers. The exemption applies to providers of transportation services that
are covered under the Medical Assistance program in Minnesota Statutes, Section 256B.0625,
Subd. 17. The exemption also applies to providers of transportatioiceseto recipients of
Medical Assistance home and commusbsed services waivers enrolled in day programs and to
providers of medical or dental services by a federally qualified health center with a mobile medical
unit.

This exemption was enacted in(0 In 2012, it was extended to the services provided in
connection with day programs and to the services provided with a mobile medical unit.

This exemption applies to 100 providers.

Fiscal Year 2018 2019 2020 2021
All Funds $800,000 $800,000 $800,000 $900,000

Petroleum Products Used in Passenger Snowmobiles

Minnesota Statute, Section 297A.68, Subd. 19(5)

An exemption from the sales and use tax is allowed for petroleum products used in a passenger
snowmobile for offhighway business use part of the operation of a resort. The snowmobile must

have an enclosed section seating four to twelve passengers.

This provision was enacted in 1993.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 121



General Sales and Use Tax
Exemptions Particular Goods and Services

4.35 Petroleum Products Usedor Off -Highway Business Uses
Minnesota Statute, Section 297A.68, Subd919(

An exemption from the sales and use tax is alloweddudnin offhighway business uses of special
fuels already exempt from the motor fuels excise tax.flibls exempted are products to

a Power a refrigeration unit with a separate engine on a licensed motor vehicle,
a Power an unlicensed motor vehicle thatsed primarily to move seriailers, or
u Operate a power tak@f unit or auxiliary engine on a licensed motor vehicle.

This provision was enacted 2017,

Fiscal Year 2018 2019 2020 2021
All Funds $2,500,000 $3,000,000 $3,100,000 $3,200,000

4.36 Ski Area Equipment
Minnesota Statutes, Section 297A.68, Subd. 34
An exemption from the sales and use tax is allowed for tangible personal property used or consumed
primarily and directly for tramways at ski areas or in snowmaking and snow groomkidhéiss
ski slopes, or ski trails. Included in the exemption are machinery, equipment, fuel, electricity, and
water additives used in the production and maintenance of maulide snow.

This exemption was enacted in 2000.

Fiscal Year 2018 2019 2020 2021
All Funds $400,000 $400,000 $400,000 $400,000

122



General Sales and Use Tax
Exemptions Particular Goods and Services

437 Snowmobile Trail-Grooming Equipment for Nonprofit Clubs

Minnesota Statutes, Section 2978,.Subd.19

An exemption from the sales and use tax is allofeedhe saleof tangible personal property to
nonprofit snowmobile clubs used primarily for the grooming of stateantin-aid snowmobile

trails. The exemption applies to grooming machirmachments, other associatedessories, and
repair partsA nonprofit snowmobile club is eligible for the exemptidniti received a state
maintenance and grooming grant from the Minnesota Department of Natural Resources in the
current year or in the pviousthreeyearperiod.

This exemption was enacted2013.

Fiscal Year 2018 2019 2020 2021
All Funds $300,000 $300,000 $400,000 $400,000

4.38 Logging Equipment
Minnesota Statutes, Section 297A.69, Subd. 4(2)
Equipment used for commercialgging is exempt from the sales and use tax.
A preferential tax rate for logging equipment was enacted in 1984 ahd%vas reduced to 2% in
1985.In 1991, the rate was increased to 2.5% when the gdmate was increased by 0.5%.

1998 the rate wgshased out over two years, with the full exéimpeffective on July 1, 2000he
provision was last changed in 2006.

Fiscal Year 2018 2019 2020 2021
All Funds $1,100,000 $1,100,000 $1,100,000 $1,100,000

12¢



General Sales and Use Tax
Exemptions Particular Goods and Services

439

440

Farm Machinery
Minnesota Statutes, Sections 297A.69, Sulpt) 4

All farm machinery is exempt from éhMinnesota sales and use t®ualifying farm machinery
includes machinery, equipment, implements, and accessories used directly and principally in the
production for sale of agriculturpfoducts, including livestockrrigation systems also qualify for
exemption.

A reduced rate foflarm machinery was first enacted in 1981 at 4% when the general rate was 5%.
In 1985 the rate was reduced to 2%, and in 1991 it was increased to 2.5% when the general rate
was increased by 0.5%sed farm machinery was exempted in 1994 as a temporatigiprovand

the exemption was made permanent in 1997.998 the rateon new equipmenvas phasedut

over two yearsyith the full exemptio effective on July 1, 2000he definition of farm machinery

eligible for exemption has been expanded severaktane was last changed in 00

There are about3,000 farms in Minnesota.

Fiscal Year 2018 2019 2020 2021
All Funds $61,500,000 $63,200,000 $65,100,000 $66,700,000

Repair and Replacement Parts for Farm Machinery

Minnesota Statutes, Secti@@7A.69, Subd3

Repair and replacement padsed for maintenance or repair of farm machinery and logging
equipmentexcept tiresare exempfrom the sales and use t&he part must replace a part assigned

a specific or generic part number by the manufacturer of the machinery.

This exemption was enacted in 1985 and was last changed in 2003.

Fiscal Year 2018 2019 2020 2021
All Funds $16,700,000 $17,100,000 $17,500,000 $18,000,000
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General Sales and Use Tax
Exemptions Particular Goods and Services

441 Petroleum Products Used to Improve Agricultural Land
Minnesota Statutes, Secti@@7A.68, Subdl19(2)
Petroleum products used to improagricultural land are exegmh from the sales and use tax.
Qualifying products are those used in constructing, maintaining, and repairing drainage ditches, tile

drainage systems, grass waterways, water impoundment, and other erosion control structures.

This provision was enacted in 1985.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

4.42 Farm Conservation Programs
Minnesota Statutes, Section 297A.69, Subd. 2(1)
Seeds, trees, fertilizers, and herbicides purchased by farmers for use in a dedstate
conservation program are exgtrfrom the sales and use té&he programs include the federal

Conservation Reserve Program anddhée Reinvest in Minnesota Program.

This provision was enacted in 1991.

Fiscal Year 2018 2019 2020 2021
All Funds $800,000 $800,000 $800,000 $800,000
4.43 Horses

Minnesota Statutes, Section 297A.69, Subd. 6(a)
Horses are exempt from the sales and use tax.

This exemption was enacted in 1994 and was extended in 1995 to include rac&amsksrses
had previously been exempt from 1984 to 1987.

Fiscal Year 2018 2019 2020 2021
All Funds $1,70,000 $1,800,000 $1,800,000 $1,900,000

*Less Than $50,000 12E



General Sales and Use Tax
Exemptions ParticularGoods and Services

4.44

445

4.46

Prizes at Carnivals and Fairs

Minnesota Statutes, Section 297A.68, Subd. 29

An exemption from the sales and use tax is allowed for items which will be given as prizes to
players in games of skill or chance conducted at ev@mds as community festivals, fairs, and
carnivds lasting fewer than six dayEhe exemption does not apply to property awarded as prizes
in connection with the state lottery or lawful gambling (Chapter 11).

This exemption was enacted in 1999.

Fiscal Yar 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

Coin-Operated Amusement Devices

Minnesota Statutes, Section 297A.68, Sulad. 3

An exemption from the sales and use tax is allowed for-gpérated amusemedeviceswhen
purchased by retailersrfase in a place of amusemenhe provision includes items such as pool

tables, video games, batting cages, rigbhsto booths, and jukeboxes.

This provision was enacted in 2014.

Fiscal Year 2018 2019 2020 2021
All Funds $400,000 $400,000 $400,000 $400,000

Television Commercials
Minnesota Statutes, Section 297A.68, Subd. 30

An exemptionfrom the sales and use tapplies to tangible personal property primarily used or
consumed in the production of a television commercial, includingprpduction and
postproductionThe exemption includes the rental or lease of equipment used for preproduction or
productbn of a téevision commercialThe sale of the commercial itself is also exempt, regardless
of the medium in which it is transferred.

The exemption was enacted in 1999.

Fiscal Year 2018 2019 2020 2021
All Funds $1,200,000 $1,200,000 $1,300,000 $1,300,000

12¢



4.47

448

4.49

General Sales and Use Tax
Exemptions Particular Goods and Services

Advertising Materials

Minnesota Statutes, Section 297A.68, Subd. 11

An exemption from the sales and use tax applies to the sale of advertising and promotional materials
which are stored in Minnesota and subsequently shipped out of state by thespurichause

outside MinnesotaMailing and reply envelopes and camisd other shipping materialsed in
connection with the advertising and promotional materials are included axemption.

This exemption was enacted in 1973 and laschangeth 2008

Fiscal Year 2018 2019 2020 2021
All Funds $4,900,000 $5,000,000 $5,200,000 $5,300,000

Court Reporter Documents

Minnesota Statutes, Section 297A.68, Subd. 22

An exemption from the sales and use tax is allowed for transcripts or copies of transcripts of
verbatim testimony produced and sold by court reportdies exemption applies only to documents

soldto parties to théegal proceeding®r to the representative$ those parties

This exemption was enacted in 1997.

Fiscal Year 2018 2019 2020 2021
All Funds $2,000,000 $2,000,000 $2,000,000 $2,100,000

Patent, Trademark, and Copyright Drawings
Minnesota Statutes, Section 297A.68, Subd. 33

An exemptiorfrom the sales and use tax is allowed for a drawing, diagram, or similar document if
produced and sold by a person who prepares illustrative documents required for intellectual
property applications. The document must be for use in a patent, trademar&pyoight
application to be filed with a government agency, an application to the federal Food and Drug
Administration for approval of a medical device, or a judicial or gjuaicial proceeding relating

to the validity of or legal rights under a pateredemark, or copyright.

This exemption was enacted in 2000.

Fiscal Year 2018 2019 2020 2021
All Funds $300,000 $300,000 $300,000 $300,000




General Sales and Use Tax
Exemptions Particular Goods and Services

450 Packing Materials
Minnesota Statutes, Section 297A.68, Subd. 16
Packing materials used to pack and ship household goods anptefkem the sales and use tax.
The ultimate destination of the goods must be outside Minnesota, and the goods must not be

returned to Minnesota except in the course of interstate commerce.

This exemption was enacted in 1973.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

451 Property for Business Use Outside Minnesota
Minnesota Statutes, Section 297A.68, Subd. 13
Tangible personal property is exempt from the sales and useittéxutedin a trade obusiness
and isshipped or transported outside Minnesota by the purchaser witlteuhediate use in
MinnesotaThe property either must not babject to saletx in the state or country to which it is
transported omust ke usedaspart of a maintenance contract.

This provision was enacted in 1967 and was last changed in 1988.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

452 Automatic Fire-Safety Sprinkler Systems
Minnesota Statutes, Section 297A.68, Subd. 23
Automatic firesafety sprinkler systems are exempt from the sales and use tax if installed in existing
buildings, including multifamily residential property containing four or more pnitkels, motels,
and lodging housesontaining four or more unitand office buildings or mixed use commereial
residential buildings if at least one story capable of occupancy is at least 75 feet above the ground.

This provision was enacted in 1992 amak last changed in 1993.

Fiscal Year 2018 2019 2020 2021
All Funds $200,000 $200,000 $200,000 $200,000

*Less Than $50,000 12¢



4.53

4.4

4.5

General Sales and Use Tax
Exemptions Particular Goods and Services

Firefighter Personal Protective Equipment

Minnesota Statute§ection 297A.70, Subd. 3(a)(5) and (b)

An exemption from the sales and use tax is allowed for firefighter personal protective equipment
purchased or authorized by an organized fire department, fire protection district, or fire company.

Purchassgof thisequipment by a local unit of government are included in Ité&t 4.

This exemption was enacted in 1994 antended in 1997.

Fiscal Year 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

Building Materials for Residences ofDisabled Veterans

Minnesota Statutes, Section 297A.71, Subd. 11

Building materials usetdb construct or remoddhe residence @& disabled veteran are exempt from
the sales and use takhe exemption appliei§ the project is financed in whole or in part by the

U.S. Government in accordance with United States Code, Title 38, Sections 2101 to 2105.

This exemption was enacted in 1971.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

Chair Lifts, Ramps, and Elevators in Homesteads
Minnesota Statutes, Section 297A.71, Subd. 12

Chair lifts, ramps, and elevators and the building materials used to install or construct them are
exempt from the sales and use tax if they are authorized by a physidiamstalled in or attded

to t he o0wn eChaisliftsrae amsoetem@ed under the medical devices exemption as
mobility enhancing equipmefitem 4.04)and are not included in the estimates.

This exemption was enactedlB89and was last clmged in 2005Also in 2005 the exemption for
medical devices was changed to include chair lifts.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 12¢



General Sales and Use Tax
Exemptions Particular Goods and Services

456 Parts and Accessories tdvlake Motor Vehicles Handicapped Accessible
Minnesota Statutes, Section 297A.67, Subd. 12
Parts accessoriesand labor chargassed solely to modify a motor vehicle to make it handicapped
accessible are exgafrom the sales and use takis provisiomapplies to modifications madetef
a vehicle is purchaseA.provision in the motor vehicle sales tax (Item7.dpplies to the purchase
price of a vehiclavith modifications made prior to purchase

This exemption was enacted in 1993

Fiscal Year 2018 2019 2020 2021
All Funds $1,800,000 $1,900,000 $1,90,000 $1,900,000

4.57 Maintenance of Cemetery Grounds
Minnesota Statutes, Section 297A.67, Subd. 25

Lawn care and related services used in the maintenance of cemetery grounds prérexethe

sales and use taXhe estimates do not include purchases for cemeteries owned by churches or
other religious organizations because they are covered under the nonprofit exemptiorég@tem 4.
Likewise, purchases for cemeteries owned by locdts of government are not included in the
estimates because they are covered under the gaaiajjovernmenéxemption (Item 40).

This exemption was enacted in 2000.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

458 Trade-in Allowance
Minnesota Statutes, Section 297A.67, Subd. 26

The amount allowed ascreditagainst the sales priéar tangible personal property taken in trade
for resalds exempt from the sales tax.

This provision was enacted in 1967 and was last changed in 2001.

Fiscal Year 2018 2019 2020 2021
All Funds $10,000,000 $10,500,000 $11,000,000 $11,500,000

*Less Than $50,000 13C



General Sales and Use Tax
Exemptions Particular Goods and Services

4.59 Bullion
Minnesota Statutes, Section 297A.67, Suzd.
The sale of precious metal bullion is exempt from the sales and use tax. The exemption applies to
bars or rounds that consist of 99.9% or more by weight of either gold, silver, platinum, or palladium
and aremarked with weight, purity, and content. The exemption does not apply to jewelry, works
of art, scrap metal, or coins.

This exemption was enacted in120

Fiscal Year 2018 2019 2020 2021
All Funds $200,000 $200,000 $200,000 $200,000

Exemptionsi Sales to Particular Purchasers

460 Local Governments
Minnesota Statutes, Sections 297A.70, Subd. 2 and 3

A generalsales taxexemption appésto purchases bgchool districts, cities, counties, townships

and special districtsThe exemption alsapplies to public library systems that are not under the
jurisdiction of a city or countyThe exemption does not apply to goods or services purchased as
inputs to goods and services that are generally provided by a private business, such as a golf course
or liquor store.

A general exemption for all local governments was part of the origalab tax law enacted in
1967.In 1992 the general exemption was repealed, and exemptions for school districts, hospitals,
nursing homes, libraries, and medical siggolor ambulances were enactétie exemptions were
expandedeveral timedn 2011 all purchases by townships were exempated cities and counties

were exempted in 2018ffective January 2014. In 2014 special districts and joint powers boards
wereexempted effective January2016, but delayed, in 2018ne year to January 1, 2017.

Fiscal Year 2018 2019 2020 2021

School Districts  $127,200,00C $131,700,00C $135,300,00C $138,800,00C
Cities 88,700,000 91,800,000 94,300,000 96,700,000
Counties 71,000,000 73,400,000 75,500,000 77,400,000
Townships 3,100,000 3,200,000 3,200,000 3,300,000

Special Districts 34,900,000 36,200,000 37,200,000 38,100,000
Totali All Funds $324,900,00C $336,300,00C $345,500,00C $354,300,00C
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General Sales and Use Tax
Exemptions Sales to Particular Purchasers

461 Correctional Facilities Construction Materials
Minnesota Statutes, Section 297A.71, Subd. 3

An exemption from the sales and use tax applies to building materials and sugplidsr
constructing or improving an adwr juvenile correctionafacility by a county or a cityThe
exemptia is administered as a refurithe sales tax is paid at the time of purchase, and the local
unit of government applies for a refund of fzadd.

This exemption was first enacted in 1995 as a refund of @0#e sales and use tax pafh
exemption for the full amount of sales tax was enacted in 1997.

Fiscal Year 2018 2019 2020 2021
All Funds $800,000 $600,000 $600,000 $200,000

4.62 Nonprofit Organizations
Minnesota Statutes, Section 297A.70, Subd. 4

The sale of tangible personal property and utility services to charitable, religious, or educational
organizations is exempt from the sales and use tax. The property must bethsgakiiormance

of the organizationds <charitabl e, religious,
groups are also included in the exemption.

Nonprofit hospitals and surgical centers are estimated separately in Item 4.63, and nongirggit nur
homes and boarding care homes are estimated separately in ltem 4.64.

This provision was enacted in 1967. In 1983, the exemption was extended to the purchase of
utilities. In 1989, the leasing of motor vehicles was excluded from the exemption. avigiqor
was last changed in 2009.

Fiscal Year 2018 2019 2020 2021
All Funds $85,900,000 $88,40,000 $87,80,000 $88,000,000
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4.63

4.64

General Sales and Use Tax
Exemptions Sales to Particular Purchasers

Hospitals andOutpatient Surgical Centers
Minnesota Statutes, Section 297A.70, Subd. 7

An exemption from the sales and use tax is allowed for sales to hogpithsitpatient surgical
centerdf the purchases are used in providing hospital serdcestpatient stgical servicesThe

hospital or outpatient surgical center must be organized and operated for charitable purposes within
the meaning of Section 501(c)(3) of the Internal Revenue Code and must be licensed under
Minnesota Statute§hapter 144.

Hospitalsoperated by local units of government are included in the estimates for @@m 4.
Hospitals were exempt under the provisions for nonprofit organizations whealdsetax was
enacted in 19671n 1997 a separate exemption for hospitals was enactedi ava$ extended to
outpatient surgical centers in 1998. 2013 critical access dental providers were added to the
exemption.

There were 1B hospitalsandfour surgical centersligible for this exemption in 2017.

Fiscal Year 2018 2019 2020 2021
All Funds $111,300,000  $114,200,000  $117,D0,000  $120,200,000

Nursing Homes and Boarding Care Homes
Minnesota Statutes, Section 297A.70, Sul&l.

An exemption from the sales and use tax is allowed for saleditensd nursing home or to a
boarding care home certified as a nursing facility under Title 19 of the Social Securifjhact.
facility must be exempt from federal taxation un@erction 501(c)(3) of the Internal Revenue
Code It must also be certified to partizte in the medical assistance program under Title 19 of
the Social Security Act oit must certifyto the Commissioner of Revenueitit does not discharge
residents due to inability to pay.

Nonprofit nursing homes were generally exempt under the giomg for nonprofit organizations
when thesales tax was enacted in 1967.2013 a separate exemption for nursing homes and
boarding care homes was enacted.

Fiscal Year 2018 2019 2020 2021
All Funds $8,900,000 $9,000,000 $9,100,000 $9,200,000
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General Sales and Use Tax
Exemptions Sales to Particular Purchasers

4.65

4.66

Vet eransd Organizations

Minnesota Statutes, Section 297A.70, Subd. 5

Sales of tangible personal propestyservicego an organization of military service veterans or an
auxiliary unit are exapt from the sales and use t&he group must be organized in Minnesota
and exempt from federal taxation under Section 501(c)(19) of the Internal RevenelelB®d
propertyor savice must be used for charitable, civic, educational, or nonprofit purposes and not
for social, recreational, pleasure, or profit purposes.

This provision was enacted in 1980d amended in 2013 to include services

About 1,200 organizations qualifydr this exemption.

Fiscal Year 2018 2019 2020 2021
All Funds $400,000 $400,000 $400,000 $400,000

Construction Materials for Low -Income Housing
Minnesota Statutes, Section 297A.71, Subd. 23

Materials and supplies used or consumed in,eandpment incorporated into, the construction,
improvement, or expansion of qualified lemcome housing projects are exempt from the sales

and use tax. The exemption applies regardless of whether the purchases are made by the owner of

the facility or a catractor. The exemption is administered as a refund.

The owner of the project must be a public housing agency, a housing and redevelopment authority
of a political subdivision, an entity exercising the powers of a housing and redevelopment authority,
a qualifying nonprofit corporation, or an owner entity qualifying under specified federal
regulations. The project must qualify under one of the specified state or fedenattome housing
programs. If a portion of a project is for other than-inaome hosing, the exemption applies only

for the portion used for lowncome housing.

This exemption was enacted in 2001 and was last changed in 2010.

Fiscal Year 2018 2019 2020 2021
All Funds $10,800,000 $11,200,000 $11,500,000 $11,800,000
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General Sales and Use Tax
Exemptions Sales to Particular Purchasers

4.6/ Ambulances Leased to Private Ambulance Services
Minnesota Statutes, Section 297A.70, Subd. 6
The lease of a motor vehicle for use as an ambulancdibgrnaed ambulance service is exgm
from the sales and use t&he estimates include only leases by private ambulance services because

leases by local governments are also exempt under another provision @dem 4.

This provision was enacted in 1990.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

4.68 Certain Purchases by Private Ambulance Services

Minnesota Statutes, Sections 297A.67, Subd. 28, and 297A.68, Subd. 19(4)

An exemption from the sales and use tax is allowed for purchasdicbpsed ambulance service

of supplies and equipment used to provide medical care, repair and replacement parts for
ambulances and emergency response vehicles, and petroleum products. Because purchases by
municipal ambulance services are exempt under angifovision (ltem 4.60), the estimates
include only purchases by private ambulance services.

These provisions were enacted in 2001. In 2008, the exemption was extended to include repair and
replacement parts for vehicles that are equippeapecifically intended for emergency response.

Fiscal Year 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

4.69 Enterprise Zone Construction Materials
Minnesota Statutes, Section 469.171, Subd. 1(1)

An exemption from the sales ande tax may be authorized by the Commissioner of Employment
and Economic Development for purchases of construction materials or equipment for use in a
designated border city enterprise zone. Restrictions apply to the type of facility eligible for the
exenption.

This provision was enacted in 1983. Zones other than border city zones expired im 2984,
the number of eligible citiewasincreased to six.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 13t



General Sales and Use Tax
Exemptions Sales to Particular Purchasers

4.70

4.71

Waste Recovery Facilities

Minnesota Statutes, Section 297A.71, Subd. 34

Materials and supplies used or consumed in, and equipment incorporated immmndtraction,
improvement, or expansion of a wagteenergy resource recovery facility are exempt from the
sales and use tax. To qualify, the facility must use biomass or mixed municipal solid waste as a
primary fuel to generate steam or electricity.

The exemption was enacted in 2005.

Fiscal Year 2018 2019 2020 2021
All Funds $300,000 $200,000 * *

Central Corridor Construction Materials

Minnesota Statutes, Section 297A.71, Subd. 40

Materials and supplies used or consumed in, and equipneemporated into, the construction or
improvement of the Central Corridor light rail transit line and associated facilities are exempt from
the sales and use tax. The exemption for associated facilities includes statioramdate
facilities, and maitenance facilities. The exemmti is administered as a refund.

This exemption was enacted in 2008.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 13¢



4.72

4.73

General Sales and Use Tax
Exemptions Sales tdParticular Purchasers

Data Center Equipment
Minnesota Statutes, Section 297A.68, Subd. 42

Enterprise information technology equipment and computer software for use in a qualified data
center are exempt from the sales and use tax. Electri@ty aisconsumed in the operation of a
qualified data center is also exempt.

To qualify, a data center must be comprised of one or more buildings consisting of at least 25,000
square feet. The total cost of construction or refurbishment, investment ipreseténformation
technology equipment, and computer software must be at least $30 million withimand8

period. For a refurbished data center, the investment must be at least $50 million withioatd8
period. The facility that houses the entespriechnology equipment must have uninterruptible
power supplies, generator backup power, or both; sophisticated fire suppression and prevention
systems; and enhanced security, as specified.

The exemption applies to purchases made within twenty ye#rs @ifst qualifying purchase. The
exemption is administered as a refund.

This exemption was enacted in 2011, effective for sales and purchases made from July 1, 2012,
through June 30, 2042. The requirements were modified in 2013.

Fiscal Year 2018 2019 2020 2021
All Funds $70,300,000 $55,800,000 $54,80,000 $54,300,000

Construction Materials for Certain City Projects
Minnesota Statutes, Section 297A.71, Subd. 44 and 297A.9905

Materials and supplies used or consumed in, and equipneemporated into, the construction or
improvement of a capital project of regional significance funded partially or wholly by a city of the
first class are exempt. To qualify for this exemption, the project must be the construction,
expansion, or renovam of a sports facility or convention or civic center and have a total
construction cost of at least $40 million within a@énth period. Funding must be drawn from
the excess revenues generated by imposition of a local tax on retail sales.

This provisbn was enacted in 2012he exemption was revised in 2017 to include an exemption
of up to $2.5 million for certain purchases by a specific. city

Fiscal Year 2018 2019 2020 2021
All Funds $6,500,000 $2,100,000 * *

*Less Than $50,000 137



General Sales and Use Tax
Exemptions Sales to ParticulgPurchasers

4.74 Biopharmaceutical Manufacturing Facility
Minnesota Statutes, Section 297A.71, Subd. 45

Materials and supplies used or consumed in, and capital equiprmemporated into, the
construction, improvement, or expansion of a biopharmaceutical manufacturing facility are exempt

from the sales and use tax. To qualify, the facility must be used for manufacturing biologics, the

total capital investment made at tfaeility must exceed $50 million, and at least 190-fule

equi val ent positions must be created and maint
as medical drugs or medicinal preparations produced using technology that uses biologioal syst

living organisms, or derivatives of living organisms, to make or modify products or processes for
specific use. The exemption also applies to privatemed infrastructure in support of the project.

The exemption is administered as a refund. Andfmnay be issued only after the Department of
Employment and Economic Development has certified that the facility has met the criteria to
qualify. The refund is paid in annual installments equal to 25% of the total refund.

This exemption was enacted 018, effective retroactively to sales and purchases made after
December 31, 2012, and before July 1, 2019.

It is expected that one facility will benefit from this exemption.

Fiscal Year 2018 2019 2020 2021
All Funds $0 $500,000 $500,000 $500,000

475 Destination Medical Center

Minnesota Statutes, Section 297A.71, Subd. 48

An exemption from the sales and use tax is allowed for materials and supplies used in, and
equipment incorporated into, the construction and improvement of publicted buildings and
infrastructure included in the development plan for the destinatioicategnter under Minnesota
Statutes, Section 469.43 and financed with public funds. The City of Rochsetdblishedas
required,a destination medical center corporation as a nonprofit corporation to provide the city
with expertise in preparing and itementing the development plan to establish the city as a
destination medical center.

This exemption was enacted in 2013, effective for sales and purchases made after June 30, 2015,
and before July 1, 2049.

Fiscal Year 2018 2019 2020 2021
All Funds $1,000,000 $1,500,000 $1,200,000 $1,000,000

13¢



4.76

477

General Sales and Use Tax
Exemptions Sales to Particular Purchasers

Greater Minnesota Business Expansions
Minnesota Statutes, Section 297A.68, Subd. 44

A sales anduse tax exemption applies to purchases of tangible personal property and taxable
services by a business that qualifies under the program for expansion of Greater Minnesota
businesses in Minnesota Statutes, Section 116J.8738. The exemption also appiissuotion
materials and supplies used or consumed in, and equipment incorporated into, the construction of
improvements to real property if the improvements are to be used by a qualified business in Greater
Minnesota. The construction exemption applegardless of whether the purchases are made by
the business or a contractor.

The Department of Employment and Economic Development must certify that a business meets
the requirements under this program. The business must be located in a city outs&lethe

county metropolitan area, although an agricultural processing facility need not be located in a city.
The business must have operated its trade or business in Greater Minnesota for at least one year
before applying. It must also agree to expandntployment in Greater Minnesota by a minimum

of the required number of employees specified.

This exemption is administered as a refund. The total amount of refunds that may be paid in a fiscal
year cannot exceed $7 million.

These provisions were enatti@ 2013, effective for sales and purchases made after June 30, 2014.
In 2014 certain types of businesses were excluded, and certification periods and exemption amounts
were changedlhe certification period and exemption amounts were again revisedn 201

Fiscal Year 2018 2019 2020 2021
All Funds $5,000,000 $5,000,000 $5,000,000 $5,000,000

Jukebox Music

Minnesota Statutes, Section 2988, Subd. %

A sales and use exemption applies to music bought by operators of jukeboxes. The musit can be
a tangible form, such as a record or compact disc, or a digital audio work and must be used
exclusively in a jukebox.

This exemption was enactedd017.

Fiscal Year 2018 2019 2020 2021
All Funds $300,000 $300,000 $300000 $300000




General Sales and Use Tax
Exemptions Sales by Particular Sellers

Exemptionsi Sales by Particular Sellers

4.78 Isolated or Occasional Sales
Minnesota Statutes, Sections 297A.67, Subd. 23, and 297A.68, Subd. 25

Isolated oroccasional sales made by persons not engaged in selling such property in the normal
course of business are exempt from the sales and use tax. The isolated or occasional sale exemption
does not apply to tangible personal property used in a trade or busiess certain conditions

exist.

The isolated or occasional sale of property that was used in a trade or business is taxed unless the
sale comes under one of these categories: farm auction sales; sale of substantially all of the assets
of a trade or busess; and sales not exceeding $1,000 in a twelweth period. Also exempt are

sales that occur in transactions covered in several Internal Revenue Code sections, such as
contributions to capital, certain liquidations, and involuntary conversions.

An exemption for all isolated and occasional sales was enacted in 1967. In 1991, property used in
a trade or business was eliminated from the general exemption, except for transactions covered
under specified Internal Revenue Code sections. In 1992, the esrmwzs reinstated for the
exceptions listed above. This provision was last changed in 2001.

Fiscal Year 2018 2019 2020 2021
All Funds $47,100,000 $49,300,000 $51,50,000 $53,800,000

4.79 Institutional Meals
Minnesota Statutes, Section 297A.67, Subhd, and 6
Although prepared meals and drinks are generally subject to the sales tax, the following are exempt:

1. Meals and drinks served to patients, residents, or inmates of hospitals, nursing homes,
sani tariums, seni ortoml deternzion,rasd@etdxiicatienstaciliiesn d c or
2. Meals served at public and private elementary, middle, and secondary schools.
3. Meals served to students at colleges and universities under a board contract.
4. Congregate dining, home delivery of atle and other qualifying programs which provide
meals to senior citizens or the handicapped.

These provisions were enacted in 1967. In 2002, the exemption for colleges and universities was
limited to meals covered under a board contract, and vendingimeagdiles on school property
were excluded from the exemption. These provisions were last changed in 2006.

Fiscal Year 2018 2019 2020 2021
All Funds $48,600,000 $49,500,000 $50,50,000 $51,600,000
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4.80

4.81

General Sales and Use Tax
Exemptions Sales by Particular Sellers

Fundraising Sales by Nonprofit Organizations
Minnesota Statutes, Section 297A.70, Subd. 13(a)(1) and (2) and Subd. 14

An exemption from the sales tax applies to fundraising sa¢&e by nonprofit organizations. The
exemption applies to:

1. The first $20,000 of gross annual receipts of fundraising sales by an organization that is either
an educational or social organization for young people age eighteen and under or is a senior
citizen group that is exempt from the sales tax.

2. Sales at fundraising events sponsored by a nonprofit organization when the entire proceeds,
except necessary expenses, go exclusively for charitable, religious, or educational purposes.
This exemption des not apply to bingo or other gambling activities. The exemption does not
apply if the fundraising events exceed 24 days per year.

These provisions were enacted in 1985. The exemption limit for fundraising sales was increased
from $10,000 to $20,000 2014.

Fiscal Year 2018 2019 2020 2021
All Funds $11,800,000 $12,200,000 $12,600,000 $13,100,000

Admission to Artistic Events
Minnesota Statutes, Section 297A.70, Subd. 10(a)

Tickets or admissions to events sponsored by an organization that provides opportunities for
participation in the creation, performance, or appreciation of the arts are exempt from the sales tax
if the net proceeds from the event are used for this purppbseorganization must qualify as tax
exempt under Section 501(c)(3) of the Internal Revenue Code and at least 5% of its annual revenues
must be from voluntary contributions. The exemption also applies to a municipal board which
promotes cultural eventsid to the University of Minnesota and a state or private nonprofit college

or university, provided that the event is held at a facility owned by the institution.

This exemption was enacted in 1980, changed several times, and was last changed in 2005.

Fiscal Year 2018 2019 2020 2021
All Funds $5,000,000 $5,100,000 $5,300,000 $5,400,000
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General Sales and Use Tax
Exemptions Sales by Particular Sellers

4.8 Admission to SchoolSponsored Events
Minnesota Statutes, Section 297A.70, Subd. 11

Tickets or admissions to regular season school games, events, and activities of elementary and
secondary schools are exempt from the sales tax. The estimates do not include sales that would be
exempt as admsson to artistic events (Item 4Bor as fundraising (ltem 403

This exemption was enacted in 1985. In 2006, the exemption was extended to Minnesota State High
School League events from July 1, 2006, through June 30, 2011. In 2011, the exemption for
Minnesota State High School League events was extended to June 30, 2@Xpjraad In 2017,

the exemption for Minnesota State High School League events was reinstated until July 1, 2027.

Fiscal Year 2018 2019 2020 2021
All Funds $2,000,000 $2,000,000 $2,000,000 $2,000,000

4.83 Admission to the Minnesota Zoo
Minnesota Statutes, Section 297A.70, Subd. 10(b)
Admissions or tickets to the Minnesota Zoo are exempt from the sales tax. Also exempt are
admissions or tickets to events or performances trelidhe premises if sponsored and conducted
exclusively by the Minnesota Zoological Board or employees of the Minnesota Zoo.

This exemption was enacted in 2001.

There were about8®,000 paid admissions to the zoo in fiscal year201

Fiscal Year 2018 2019 2020 2021
All Funds $400,000 $400,000 $400,000 $400,000

4.84 Cross Country Ski Passes for Public Trails
Minnesota Statutes, Section 297A.67, Subd. 19

Crosscountry ski passes issued by the Minnesota Department of Natural Resources for use of
public trails are exempt from the sales and use tax.

This exemption was enacted in 1988.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 142



General Sales and Use Tax
Exemptions Sales by Particular Sellers

485 YMCA, YWCA, and JCC Membership Dues
Minnesota Statutes, Section 297A.70, Subd. 12

An exemption from the sales tax applies to-tine initiation fees and periodic membership dues
to the YMCA and YWCAand to the JewisiCommunity Centers of Greater Minnedis and of
Greater St. Paubeparate charges for using the sports and athletic facilities aggeropt.

The exemption for the YMCA and YWCA was enacted in 1987 when the sales tax was first
imposed on memberships tlubs providing jgorts and athletic facilitiedt was extended to the
Jewish Community Centers in 1996.

Fiscal Year 2018 2019 2020 2021
All Funds $7,700,000 $8,200,000 $8,600,000 $9,600,000

486 Minnesota Amateur Sports Commission Events
Minnesota Statutes, Section 297A.70, Subd. 15

An exemption from the sales tax applies to certain sales made by a nonprofit corporation designated
by the Minnesota Amateur Sports Commission to conduct a series of statewide amateur athletic
games and relatl events, workshops, and clinicBhe exemption applies to the sale of tangible
personal property, admission charges, and salesepfared food, candy, and soft drirtks the
nonprofit corporation at fundraising events, athletiergs, or athletic fadties. Purchases of
tangible personal property made by the nonprofit corporation are also exempt.

This exemption was enacted in 1994.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

487 Admission to Charitable Golf Tournaments
MinnesotaStatutes, Section 297A.70, Subd. 13(a)(3)

Tickets or admissions to a golf tournament ar e
proceeds is a tagxempt organization under Section 501(c)(3) of the Internal Revenue Code.

This exemption wasnacted in 1994.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 143



General Sales and Use Tax
Exemptions Sales by Particular Sellers

4.88

4.89

490

Stadium Suites
Minnesota Statutes, Section 297A.6ubd.35

Consideration paid for a license to ugarigate suite, private skybox, or private box seat is exempt
from the sales and use tax, under certain circumstances.

This exemption was enactedd017.

Fiscal Year 2018 2019 2020 2021
All Funds $3,300,000 $3,400,000 $3,600,000 $3,700,000

Admission to the Super Bowl
Minnesota Statutes, Section 29%8,. Subd.9

The granting of the privilege of admission to a world championship football game sponsored by
the National FootbalLleague and to related events sponsored by the National Fdcthglie or

its affiliates, or the Minnesota Super Bowl Host Committee, is exempt. The sale of nonresidential
parking by the NFL at a world championship football game and related events is also exempt.

The exemption was enacted in 19%Mhd changed in 2017 to include related events and
nonresidential parking

Fiscal Year 2018 2019 2020 2021
All Funds $9,000,000 $0 $0 $0

Candy Sales by Certain Organizations

Minnesota Statutes, Section 297A.70, Subd. 13 (a)(4)

Candyis exempt from the sales tax when sold for fundraising purposes by a nonprofit organization
which provides educational and social activities primarily for yqeuaple age eighteen and under.
The estimates do not include organizations which also qualifytifergeneral fundraising
exemption (Item 40).

This exemption was enacted in 1984 and was last chan@é@én

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 144



General Sales and Use Tax
Exemptions Sales by Particular Sellers

491 SacramentalWine Sold by Religious Organizations
Minnesota Statutes, Section 297A.70, Subd. 9
Wine used for sacramental purposes in a religious ceremony is exempt from the sales and use tax
if it is purchased from a nonprofit religious organization or fromalzbi, priest, or minister of a

church or other established religious organization.

This exemption was enacted in 1991.

Fiscal Year 2018 2019 2020 2021
All Funds * * *

Reduced Sales Price

4.2 New Manufactured Homes
Minnesota Statutes, Secti@@7A.62, Subd. 3
The sale in Minnesota of a manufactured home
cost. The estimates measure the difference between application of the tax to the full sales price to

the final customer comparedto 65%¢o0h e deal er 6s cost.

Because an exemption applies to any subsequent sale (Item 4.17), this provision applies only to the
first sale of a manufactured home in the state.

The base for the tax was changed from the full sales price to 65% of the sal@s P88 and to

65% of the deal er s cost in 1998.
Fiscal Year 2018 2019 2020 2021
All Funds $800,000 $800,000 $900,000 $900,000
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General Sales and Use Tax
Reduced Sales Price

493 Park Trailers
Minnesota Statutes, Section 297A.62, Subd. 3

The sale of a new or used kailer is taxed at 65% of the sales prides defined in statute, a park
trailer is used as temporary living quarters and has a width exceeding 8 %2 feetlimta@edut
is nolargerthan 400 square feet when the collapsible components are fully extarateghximum
horizontal width.

The tax expenditure measures the difference between the tax on 65% of the sales price compared
to the tax on 100% of the salesce.

This provision was enacted in 199%ark trailers had previously been subject to the motor vehicle
sales tax (Chapter 5).

Fiscal Year 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

14¢



Motor Vehicle Sales Tax

Chapter 5: Motor Vehicle Sales Tax
Collectionsand History

Total revenues from the motor vehicle sales tax wefg853%nillion in fiscal year 2Q7. Under a
constitutional amendmentapted in 2006, theevenues from the tax are allocatPso tothe Highway
Usea Tax Distribution Fund and 40% to the Transit Assistance Fund, beginning in fiscal ye@aP#A06d
to fiscal year 2012, a portion of the tax went to the General Fund.

Motor vehicles were subject to the 3% general salesvaen it was enacted in 196¥he sales tax on
motor vehicles was replaced by the motor vehicle excismtd871.In 1994 the term used for this tax in
statute was changed from excise tax to sales tax.

This taxfirst went into effect on Janna 1, 1972, at the rate of 4%he rate was increased to 5% on
July1, 1981, and to 6% on July 1, 198Bhe rate has been 6.5% since July 1, 1991.

Tax Base

The tax base for the motor vehicle sales tax is the purghrdee of a motor vehicle when ownership is
transferred and the motor vehicle is required to be registerder the laws of MinnesotBegardless of

the number of times a vehicle is sold, each transfewokrship is in the tax bagdowever, the baseogs

not include theransfer of a motor vehicle to a dealer for resalehanregular course of busines®r a

vehicle transferred by gift or for a nominal or no monetary consideration, the purchase price is deemed to
be the average value of similar motehicles.

Computation of the Tax

The motor vehicle sales tax is imposed when a motor vehicle required to be registered in Minnesota is
purchased or acquiredtteer in or outside Minnesotd@he 6.5% rate is applied to the purchase price, which

is defina as the total consideration valued in money, wdrgpaid in money or otherwisé/hen one motor

vehicle is taken in trade on another vehicle, the tiadalue is deducted in arriving at the net purchase
price.

This tax is different from the generalasland use tax in Chapter 4 in two respects: isolated and occasional
sales are taxable transactions, and a transfer without monetary consideration is subject to tax based on the
average value of similar vehicleSinceJuly 1, 2009, the tax rates for theottaxes are also different.

The tax is paid to the motor vehicle registrar, and it must be paid before registration plates or a certificate
of title can be issued.
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Motor Vehicle Sales Tax

Exemptions

5.01 Gifts Between Family Members
Minnesota Statutes, Section 297B.01, Sul&gc)(4)

The transfer of a vehicle in the form of a gift betweertain family memberis exempt fom the

motor vehicle sales taXhe exemption applies to a transfer by gift betwe@usgs, parents and a

child, or grandparents and a grandchiltlis exemption is a tax expenditure becausgeneral,
vehicles transferred without monetary consideration are taxed on the basis of the average value of
similar vehicles.

An exemption fortransfers between certain fdynmembers was enacted in 1974.200Q the
exemption was expanded to include gifts between any individma2013 the exemption was
again restricted to certain family members.

An estimated5,000 vehicle transfers quiéd for this exemptionn fiscal year 2Q7.

Fiscal Year 2018 2019 2020 2021
All Funds $19900,000 $20,000,000 $20200,000 $20300,000

5.02 Vehicles Acquired by Inheritance
Minnesota Statutes, Section 297B.01, Suléc)(1)
The acquisition of a motor vehicle by inheritance from or by bequest of a deeduentvned it
is exempt fom the motor vehicle sales tawithout this exemption, the tax on the transfer of a
motor vehicle without monetary consideration would be baseth@raverage value of similar
vehicles.

This provision was enacted in 1971.

An estimated,500 vehicle transfers quakid for this exemptionn fiscal year 2Q7.

Fiscal Year 2018 2019 2020 2021
All Funds $2,700,000 $2,700,000 $2,700,000 $2,700,000

14¢



5.03

5.04

5.05

Motor Vehicle Sales Tax

Persons Moving into Minnesota

Minnesota Statutes, Sect®297B.03(2)and 297B.06

A motor vehicle owned by personwho moves to Minnesotahich was purchased and titled in
another stater countrymore than sixty days prior to the move is exempt from the motor vehicle
sales tax.

This provision was enacted in 1971.

An estimatedt0,000 vehicles qualify for this exemption annually.

FiscalYear 2018 2019 2020 2021
All Funds $7,60Q000 $7,70Q000 $7,70Q000 $7,80Q000

Transfers Between Joint Owners

Minnesota Statutes, Section 297B.01, Suléc)(2)

The transfer of a motor vehicle is exempt from the motor vehicle sales tawakipreviously
registered in the names of two or more joint owners and is subsequently transferred without
monetary consideration to one or more of the joint owners.

This provision was enacted in 1971.

An estimatedl2,500 vehicle transfers quakfd for this exemptionn fiscal year 2Q7.

Fiscal Year 2018 2019 2020 2021
All Funds $6,100,000 $6,100,000 $6,100,000 $6,200,000

Transfers in Divorce Proceedings

Minnesota Statutes, Section 297B.01, Sul&c)(4)

The transfer of a motor vehicle betwesrousedn a divorce proceeding is exempbiin the motor
vehicle sales taBecause transfers between joint owners are exempt under another provision (ltem
5.04), the estimates include only vehggbeeviously registred to one person.

This provision was enacted in 1974.

An estimated.,500 vehicle transfers qualified for this exemption in fiscal yed720

Fiscal Year 2018 2019 2020 2021
All Funds $900,000 $900,000 $900000 $900,000
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Motor Vehicle Sales Tax

5.06

5.07

5.08

Sales to Disabled Veterans
Minnesota Statutes, Section 297B.03h)l Section 297A.67, Subd.11

A motor vehicle purchased bya disabled veterarwith funds provided by the Veterans
Administrationis exempt fromthe motor vehicle sales tax.

This provision was enacted in 1971.

An average oforty vehicles qualify under this exemption annually.

Fiscal Year 2018 2019 2020 2021
All Funds $100,000 $100,000 $100,000 $100,000

Corporate and Partnership Transfers
Minnesota Statutes, Section 297B.03(4)

The transfer of a vehicle used in a trade or business is exempt from the motor vehicle sales tax for
certain business related transfers provided the vehicle was previously registered sokinne

This provision was enacted in 1975.

An estimatedL,500 vehicle transfers qualified for this exemption in fiscal yed(720

Fiscal Year 2018 2019 2020 2021
All Funds $1,600,000 $1,600,000 $1,600,000 $1,600,000

Transit Vehicles
Minnesota Statutes, Sections 297B.03(12) and 473.448

The purchase of a motor vehicle for use by a transit provider exclusively to provide transit service
is exempt from the motor vehicle sales tax if the provider receives financial assistance or
reimbursenent under Minnesota Statutes, Section 174.24 or 8 ®Boperates under Minnesota
Statutes, Sectinl74.29, 473.388, or 473.40&hicles purchased by the Metropolitan Council for

the Metro Transit System and for Metro Mobility are also exempt.

Purchass of transit vehicles by the Metropolitan Council have never beed. fBixe exemption
was extended to other transit providers in 2001.

Fiscal Year 2018 2019 2020 2021
All Funds $6,600000 $6,60Q000 $6,70Q000 $6,700000
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5.09

5.10

5.11

Motor Vehicle Sales Tax

Town Road Maintenance Vehicles

Minnesota Statutes, Section 297B.03(10)

Motor vehicles purchased by a town to be used exclusively for road maintenance are exampt fro
the motor vehicle sales takhe exemptioincludessnowplows and dump trucks kdaesnotapply

to automobiles, pickup trucks, or vans.

This exemption was enacted in 1998.

Fiscal Year 2018 2019 2020 2021
All Funds $400,000 $400,000 $400,000 $400,000
Bookmobiles

MinnesotaStatutes, Section 297B.03(8)

The purchase of a motor vehicle by or for a public library for use as a bookmobile or a library
delivery vehicle is exempt from the motor vehicle sales tax.

This exemption was enacted in 1994.

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

Private Ambulance Services

Minnesota Statutes, Section 297B.03(7)

The purchase of an ambulance by a private ambulance service is examptdrmotor vehicle
sales taxAmbulances purchased by local units of governraemhot required to be registered and

therefore are not in the defined tax base for the motor vehicle sales tax.

This provision was enacted in 1990

Fiscal Year 2018 2019 2020 2021
All Funds $1,200,000 $1,200,000 $1,200,000 $1,200,000
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Motor Vehicle Sales Tax

5.12

5.13

Ready-Mixed Concrete Trucks

Minnesota Statutes, Section 297B.03(9)

The purchase of a readiyixed concrete truck is exempt from the motor vehicle sales tax.
This exemption was enacted1998.

The exemption applies to an estimat&a tehicles annually.

Fiscal Year 2018 2019 2020 2021
All Funds $1,100,000 $1,200,000 $1,200,000 $1,200,000

Automotive Training Programs
Minnesota Statutes, Section 297B.03(6)

The purchase arse of a motor vehicle by a public or a private nonprofit educational institution is
exempt from the motor vehicle sales tax if the vehicle is used as an instructional aid in an
automotive training progna operated by the institutioMotor vehicle body ath mechanical repair
courses qualify for the exemption; driver education programs daumedify. The vehicles are
usually donated to the institution.

This exemption was enacted in 198&J was last changed in 19%8ior to 1987, hiese vehicles
were includedn the general exemptions for local government units and nonprofit organizations.

An estimated®00 transfers qualified under this exemption in fiscal yed720

Fiscal Year 2018 2019 2020 2021
All Funds * * * *

*Less Than $50,000 152



5.14

5.15

Motor Vehicle Sales Tax

Donations to Exempt Organizations

Minnesota Statutes, Section 297B.01, Sul&c)(5)

The transfer of a motor vehicle in the form of a gift to an exempt organization is not sabjext

motor vehicle sales taxthe organization must be exempt from federal income taxation under
Section 501(c)(3) of the Internal Revenue Code, and the motor vehicle must be used exclusively
for religious, charitable, or educational purposes.

This exenption was enacted in 1997.

An estimate®00 vehicles qualified for this exemption in fiscal year201

Fiscal Year 2018 2019 2020 2021

All Funds $100,000 $100,000 $100,000 $100,000

Trucks, Buses, and Vans Purchased by Charities
MinnesotaStatutes, Section 297B.03(11)

An exemption from the motor vehicle sales tax applies to the purchase or use of certain types of
vehicles by a corporation, society, association, foundation, or institution organized exclusively for
charitable, religpus, oreducational purposeA. public school, university, or library is not eligible

for the exemptionThe exemption applies to trucks and buses and also to passenger vehicles
designed and used to carry more than persons including the driveFhe vehicle rast be used
primarily to transport tangible personal property or individuals, other than employees, to whom the
organization provides service.

This exemption was enacted in 2000 and was last changed in 2001.

An estimated00 vehicles qualified for thiexemption in fiscal year 201

Fiscal Year 2018 2019 2020 2021
All Funds $1,000,000 $1,000,000 $1,000,000 $1,000,000
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Motor Vehicle Sales Tax

Reduced Purchase Price

5.16

5.17

Price Reduced by Value of Traddn

MinnesotaStatutes, Section 297B.01, Suld.

When a motor vehicle is taken in trade as part payment on another motor vehicle, the selling price
is reduced by the amant of tradein value allowedThe 6.5% motor vehicle sales taxapplied to

the reduced pric&his provision applies to both dealer sales and sales between individuals.

This provision was enacted in 1971.

Fiscal Year 2018 2019 2020 2021
All Funds $96,100,000 $96,800,000 $97,600,000 $98,300,000

HandicappedAccessible Modifications

Minnesota Statutes, Sections 297B.01, Subd. 14(b)

The value of modifications necessary to make a motor vehicle handicapped accessible is excluded
from the purchase price used for computing the motor vehicle sales tax. An exemption from the

general salegax applies to the parts and accessories used to modify a vehicle after it is purchased

(Item 4.56).

This provision was enacted in 1992.

Fiscal Year 2018 2019 2020 2021
All Funds $700,000 $700,000 $700,000 $800,000

154



Motor Vehicle Sales Tax

Preferential Computation

5.18 Flat Taxes on Older Cars and Collector Vehicles
Minnesota Statutes, Sections 297B.02, Subd. 2 pand3297B.025

In lieu of the 6.5% motor vehicle sales tax, a flat tax of $10 is imposed trankséer of a passenger
automobile that is in at least its tenth year of vehicle life and has a resale value of less than $3,000.

The transfer of a passenger automobildire truckthat is registered and licensed as a collector

vehicle (pioneer, classicollector, street rodyr collector military vehicle) is subject to a flat tax

of $150 instead of being taxeat 6.5% of the purchase pride.order to be registered as a collector

vehicle, several requirements must be met, including the type and &g \@hicle. Also, the
vehicle must be owned and operated solely as
transportation purposes.

Compared to a tax of 6.5% of the purchase price, the $10 flat tax is lower for an older car sold for
more than $153andthe $150 tax is lower for a collector vehicle sold for more than $2,308.

The $10 flat tax onlder cars was enacted in 198%e flat tax on collector vehicles was enacted
in 1988at $90and wasncreased to $150 in 2013.

The tax on an estimat&®0,000 vehicles is reduced by these provisions each year.

Fiscal Year 2018 2019 2020 2021
All Funds $42,600,000 $43,200,000 $43,800,000 $44,500,000

15¢



15¢



Highway Fuels Excise Taxes

Chapter 6: Highway Fuels Excise Taxes
Collectionsand History

The net revenues from the taxes on highway gasoline and special fuelsQ@&raifion in fiscal year
2017. All revenues from these taxes gadnheHighway UserTax Distribution Fund.

Minnesota first imposed an excise tax on highway fuels Rb1# a rate of 2¢ per galloBeveralrate
increases have occurred since th€he rateof 20¢ per gallorwas in effect from 1988 to 20081 2008
the tax ratewas increased to 25@&nda surcharge was adopted, whiclBi5¢ for fiscal year 2013 and
thereafterThe total rate is 28.5¢.

An annual permit fee applied to vehicles using altévreatuels at vaous times from 1985 to 199
1995 separate rates were enacted for liquefied petroleum gas, liquefied natural gas, and compressed natural
gas.The rates for alternative fuels were increased in 2008.

Tax Base

The tax base for the highway fuels excise taxes is motor fuel used in vemdkimmesota highways.
Therefore, it is not considered a tax expenditure when the tax does not applyotadodi to oubf-state
usage.

Computation of the Tax

The highway fuel tax rate i85¢ per gallorincludingthe 3.5¢surchargeand is imposed ogasoline and
special fuels (diesel) used dfinnesota highwaysOther raés apply to alternative fuelMotor carriers
based in states other than Minnesota pay the road tax whiBlbésgr gallorfor special fuel purchased
in another state and used ofnkesota highways.



Highway Fuels Excise Taxes

Exemptions

6.01 Transit Systems

6.02

Minnesota Statutes, Sections 296A.07, Subd., 4¢id 296A.08, Subd. 3(1)

The highway fuels excise taxes are not imposed on gaswlspecial fuel purchased by a transit
system or transit provider that receives financial assistance from the Metropolitan Council or the
Public Transit Subsidy Program.

An exemption for transgystems owned by local gernments was enacted in 19%v199Q the
exemption was extended to all systems reogigtate financial assistandéis provision was last
changedn 1994.

About 50 transit systembenefiedfrom this exemptionn fiscal yea 2016

Fiscal Year 2018 2019 2020 2021

Highway User Tax
Distribution Fund

$3,900,000 $3,900,000 $3,900,000 $3,900,000

Medical Transportation Providers

Minnesota Statutes, Sections 296A.07, Sulftl), 4(2), and 4(4)and 296A.08, Subd.(3B), 3(2),
and 3(4)

The highway fuels excise taxes are not imposed on gasoline or special fuel purchased by qualifying
medicaltransportation provider§he exemption applies to providers of transportation services that
are covered under the Medical Assisemogram in Minnesat Statutes, Section 256B.0625,
Subd. 17.The exemption also applies to providers of transportation services to recipients of
Medical Assistance home and commu#iBsedservicesvaivers enrolled in day programs and to
providers of medial or dental services by a federally qualified health center with a mobile medical
unit.

This exemption was enacted I994. In 2012 it was extended to the services provided in
connection with day programs and to the services provided with a mobiieanauit.

About 100providers received refunds under these provisions in fiscal yeér 201

Fiscal Year 2018 2019 2020 2021

Highway User Tax
Distribution Fund

$1,200,000 $1,200,000 $1,200,000 $1,200,000

15¢



HighwayFuels Excise Taxes

6.03 Motor Vehicles Not Requiring Registration (SpeciaFuels)

Minnesota Statutes, Secti®68.012, Subd.1(b); Section 296A.16, Subdnd Subdl(7)

The highway special fuels (diesel) tax is imposed on licensed motor vehicles, avhthose
requiring registrationVehicles not requiring registration include municipal fire apparatus, police
patrols, and ambulances, the appeae of which is unmistakabl&pecial fuel used in these
vehicles is exempt from the excise tax.

This provision was enacted in 1951.

An estimated 300 vehicles qualify for this exemption.

Fiscal Year 2018 2019 2020 2021

Highway User Tax
Distribution Fund

$700,000 $700,000 $700,000 $700,000

6.04 Ambulance Services
Minnesota Statutes, Sectio286A.07, Subd. 4(2), 296A.08, Subd. 3(2), and 296A.09, Subd. 6
The purchase of gasoline or special fuel by a licensed ambulance service is esemtipé fmotor
fuels excise taxPurchases of diesel fuel for municipal ambulances are covered by another
exemption (Item 6.8) and are not included in the estimates for this provision.

This exemption was enacted in 2001.

About 520 ambulances are covered by this exemption.

Fiscal Year 2018 2019 2020 2021

Highway User Tax
Distribution Fund

$300,000 $300,000 $300,000 $300,000



Highway Fuels Excise Taxes

6.06 Reciprocal Agreements for Outof-State Purchases

Minnesota Statutes, Secti@68D.02 Subd.2

In general, all gasoline and special fuels used in vehicl&sirmmesota highways are subject to the
Minnesda highway fuels excise taxédotor carriers based in states other than Minnesota pay the
road tax for special fuel purchased in another state and used on Minnesota highways.

This provision authorizes the Comssioner of Public Safetiy enter into a reciprocal agreement
with officials in another state under which motor carriers based in that state are exempt from paying

the Minnesota road tax if the other state exempts Minndssad motor carriers from pag that
stateds road tax.

Currently Minnesota has limited agreements Watlia, North Dakotaand Wisconsin.

This provision was enacted in 1961 and was last chand&iDix

Fiscal Year 2018 2019 2020 2021

Highway User Tax % % . N
Distribution Fund

Credit
6.06 Border Area Credit

Minnesota Statutes, Sections 296A.16, Subd. 5

A credit is allowed for gasoline and diesel fuel delivered to a qualified service station near the state
border if the Minnesota fuels excise tax rate is more than 3gatien higher than the tacate in

the contiguous stat&o qualify, the service station must be located within 7.5 miles from a service

station in the contiguous stat€he credit is equal to: a) the number of gallons sold multiplied by

b) the Minnesotaatx r at e mi nus the other stateds tax rat

The Minnesota tax rate, including surcharge, onlgasand diesel fuel is 28.5The current tax
rates for gagline in the other states arnewa 30.8¢, North Dakota 23¢, South Dakot8¢2 and
Wisconsin30.9¢.

This provision was first enacted in 1981 as a rate reduction and was last changed in 1998 when it
was recodified as a tax credit

Fiscal Year 2018 2019 2020 2021

Highway User Tax
Distribution Fund  $°00.000 $500,000 $500,000 $500,000

*Less Than $50,000 16C



Alcoholic Beverage Taxes

Chapter 7: Alcoholic Beverage Taxes
Collections and History

In fiscal year 27, the revenues from the alcoholic beverage taae $6.4million for distilled spirits
$15.2million for beer and ¥.4 million for wine. All revenues from these taxes are deposited irSthe
GeneralFund.

An excise tax was first imposed on alcoholic beveragkBninesota in 1934The initial rates weres0¢ per

gallon for distilled spirits; $1 per barrel for 3.2% beer and $2 per barrel for strong beer; and wine rates
ranging from 10¢ to 60¢ per gallofihe tax rates were increased (and occasionally decreased) at various
times The current rates have been in effect since 19@th the exception of the separate rate for cider
which was enacted in 1998.

Tax Base

The tax base for the alcoholic beverages taxes is alcoholic beverages for human consumption which are
manufactured, impoetd, sold, or possessed in Minnesota. Therefore, the exemptions for alcohol used for
purposes other than human consumption are not tax expenditures, such as the exemption for alcohol used
in industrial production.

Computation of the Tax

The tax is paid byhe wholesaler, distributor, or manufacturer upon acquisition for sale within Minnesota.
The tax is based on volume, not priEer beer with alcohol by weight of 3.2% or less, the rate is $2.40 per
barrel (31 gallons). For beer with alcohol by weight enthian 3.2%, the rate is $4.60 per barrel (31gallons).
For distilled spirits, the rate is $1.33 per liter or $5.03 per gallon. For cider (0.5% to 7% alcohol), the rate
is $.04 per liter or $.15 per gallon.

The tax rate$or wine are:

Wine: Alcohol by Volume Tax Per Liter Tax Per Gallon

14% or less $.08 $.30
More than 14% to 21% .25 .95
More than 21% to 24% 48 1.82
More than 24% .93 3.52
Sparkling Wine 48 1.82
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Alcoholic Beverage Taxes

Exemptions
7.01 Consumer Purchases Made Out of State

Minnesota Statutes, Sections 297G.07, Subd. 2

A person entering Minnesota from another state may have in possession one liter of distilled spirits
or wine or288 ounce®f beer without paying thalcoholic beveragexcise taxA person entering
Minnesota from a foreign country may have in possession four liters of distilled spirits or wine or
320 ouncesof beer without pging the Minnesota excise taXhe alcoholic beverage must
accompany the person into the statel cannot be sold or used commercially.

This provision was enacted in 1947 and was last changed T 199

Fiscal Year 2018 2019 2020 2021
State General Funt $200,000 $200,000 $200,000 $200,000

7.02 Home Production and Use

Minnesota Statute§ection 297G.07, Subd. 1(6)

Beer naturally brewed or fruit juices naturally fermented in the home for family use are exempt
from the alcoholic beveragecisetaxes.

This exemption was first authorized by statute in 1957 and was last changéd.in 19

Fiscal Year 2018 2019 2020 2021

* * * *

State General Funt

7.03 Sales to Food Processors and Pharmaceutical Firms

Minnesota Statutes, Section 297G.07, Subd. 1(8)

Alcoholic beverages sold tan authorized manufacturer of food products oatsharmaceutical
firm are exempt from the alcoholic beverageisetaxes.The alcoholic beverage must be used

exclusively in the manufacture of food products or medicines.

This exemption was first codified in 19&8dwaslast changed in 1997

Fiscal Yar 2018 2019 2020 2021

* *

* *

State General Funt

*Less Than $50,000 162



Alcoholic Beverage Taxes

7.04 Consumption on Brewery Premises
Minnesota Statutes, Section 297G.07, Subd. 1(4)
Beer that is served by a brewery at no charge fepremisa consumption or is distributed to
brewery employees for goremise consumption under a labor contract is exempt from the

alcoholic beveragexcise tax.

This provision was enacted in 1941 and was last change®ih 19

Fiscal Year 2018 2019 2020 2021

* *

State General Funt * *

7.05 Wine for Sacramental Purposes
Minnesota Statutes, Sections 297G.07, Subd, a6d) 340A.316

Sales of wine to a minister, rabbi, or priest of a churabtioerestablished religious organization
exclusively for sacramental purposee not subject to trecoholic beveragexcise tax.

This provision was adopted in 1937 and was last change®if 19

Fiscal Year 2018 2019 2020 2021

* *

State General Funt * *

7.06 Shipments of Wine forPersonal Use
Minnesota Statutes, Sect®297G.07, Subd. 1(5and 340A.417
An exemption from thalcoholic beveragexcise tax is allowed for winghippedto a Minnesota
resident from a winery licensed Minnesota or anothestate.Thewine must be ér personal use,
and no more than two cases of wine containing a maximum of nine liters per case can be shipped
to any resident in a calendar year.

This exemption was enacted in 1998 was last changed in ZD0

Fiscal Year 2018 2019 2020 2021

StateGeneral Fund * * * *

*Less Than $50,000 162



Alcoholic Beverage Taxes

Credits

7.07 Credit for Small Brewers
Minnesota Statutes, Section 297G.04, Subd. 2

A credit is allowed to a brewer who manufactures less 2B&000 barrels of beer in the calendar

year preceding the yearrfavhich the credit is claimed.he credit is $4.60 per barrel on 25,000
barrels sold in a fiscal year, with a maxi mum
$115,000.

The credi was enacted in 198% 2013 the number of barrels to qualify as a small brewer was
increased fim less than 100,000 to less than 250,09@&redit for beer produced and sold in
Minnesota had been in effect from 1973 to 1985.

One hundredeventyeightbreweries qualified for this credit in 26.

Fiscal Year 2018 2019 2020 2021
State General Func  $1,600,000 $1,600,000 $1,700,000 $1,700,000

7.08 Microdistillery Credit

Minnesota Situtes, Section 297G.03, Subd.5

A microdistillery operating in the state producing less than 40,000 proof gallons of premium,
distilled spiritsis allowed a credit of $1.38er literon 100,000 liters sold to consenrs at retail per
fiscal year.The total credit allowed may not exceed the lesser dbthkability or $133,000.

This exemption was enacted in 2014.

Twentyfive microdistilleries currently qualify for this credit.

Fiscal Year 2018 2019 2020 2021
State General Funt $200,000 $300,000 $300,000 $300,000

164



Alcoholic Beverage Taxes

7.09 Small Winery Credit
Minnesota Statutes, Section 297G.03, Subd. 6

A credit is allowed to a winery that manufactures less than 75,000 gallons of wine and cider in the
calendar year immediately preceding the fiscal yeawfach the credit is claimed. The credit for
the fiscal year is the lesser of the tax liability or $136,275.

This provision was enacted in 2017

Fiscal Year 2018 2019 2020 2021
State General Funt * $100,000 $100,000 $100,000

*Less Thar$50,000 16&
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Cigarette and Tobacco Taxes

Chapter 8: Cigarette and Tobacco Taxes

Collectionsand History

In fiscal year 2Q7, cigarette taxevenues were®3million, and tobacco products tagvenues weredB
million. Thecigarette taxevenuedrom theexcisetax go to the State Genefaind, after annual payments
of $26,187,000to the Special Revenue FunBevenues from the dlieu sales tax also go to ttg&tate
General FundRevenues from the tobacco products tax go &Shate Generéund

The cigarette tax was enactedlB¥7 at a rate of 3¢ per padie tax rate was increased several times and
was48¢from 1992 to 2013In 2005 an additional fee of5¢ per pack was enactdd.2013 the 75¢ fee

was repealed and the tax was increased to $2.83 perTpectax of $2.83 per packasindexedannually

from 2015 until 2017 when the index was removed. The current tax rate is $3.04 p&igacktes were

first subject tahe general sales tax in 1982 2005 cigarettes were exempted from the sales tax and made
subject to an i eu tax at the wholesale lev&hesales taxate is adjusted annually andbis4¢ per pack

for calendar yea2018.

The tobaco products tax was enacted in 1955 at aofat&% of the wholesale pricEhe rate was increased

to 20% in 1959, to 25% in 1985, amds35%from 1987to 2013 In 2005 an additional fee of 35% e
wholesale price was enactfor other tobacco products.2013 the 35% fee was repealed, and the tax was
increased to 95% of wholesale praned a minimum tax on a container of moist snuff equal to the tax on a
pack of 20 cigarettes was enact&dbacco products have been subjedhe general sales tax since it was
enacted in 1967.

Tax Base

The tax base is essentially the same for the cigarettan@the tobacco products tdkis the sale of
cigarettes otobacco products in Minneso#lso included in the tax base is thee or storage in Minnesota
of cigarettes or tobacco products if the Minnesotamagnot paid previouslyAlthough the jurisdictional
tax base is the same for bailyaretts and tobacco produgtthe cigarette tais based on volume, and the
tobacco ta is based on wholesale price.

Computation of the Tax

The cigarette taxs subject to an annual index and is $3p@r pack of twenty cigarettes for calendar year
2018. The taxis paid by the distributor by purchasing stampg tva affixed to the packas.A total use

and storage taaf $3.04 per pack is imposed on cigarettes that are used or stored in Minnesota, on which
the taxhad not previously been paid (unstamped packabpeajldition, the idieu sales tax is imposed on
each pack, which is adjiesl annually and i57.4¢ per pacKor calendar year 2@L

Thetobacco products taz 95% of the wholesale price on all tobacco products, except cigaaettdgtle
cigars,and includs othercigars, smoking tobacco, and chewing toba@t®minimum tax on a container
of moist snuff is equal to the tax on a pack of cigaret@&4$A maximum tax of 50 cents applies to each
premium cigarThe taxis paid by the distributorA use and storage tax 88% of the cost is imposed on
tobacco prodets that are used or stored in Minnesota on which the tax had not previously been paid.



Cigarette and Tobacco Taxes

Exemption

8.01 Consumer Purchases Made Out of State
Minnesota Statutes, Sections 297F.06, Subd. 3 and 4

Use andstorage tams equal to the cigaretter tobacco products excisaxes aramposed on
consumers in possession of cigarettetobacco product$ the Minnesota excise tas werenot
previously paidLimited quantities in the possession of a consumer amgixfrom the tax if
brought nto Minnesota by the consuméihe exemption applies wgarettes if 200 or fewer are
in the possession of the consum@igars andothertobacco products in the possession of the
consumer are exempt if the aggregate coahinmonth is %0 or less.

The exemption for cigarettes was enacted in Etbwas last revised in 197Ihe exemption for
tobacco products was enacted in 19672008 the exempt amount for tobacco products was
reduced from $100 to $50 per month.

Fisal Year 2018 2019 2020 2021
All Funds $49,700,000 $50,000,000 $50,400,000 $50,700,000

16¢€



Mortgage Registry Tax

Chapter 9: Mortgage Registry Tax

Collectionsand History

In fiscal year 2Q7, state revenues from the mortgage registry tax we2é fillion. The &x is collected
by each countyThree percent of the proceeds of the tax are deposited Cotirey Revenue Fud, and
97% goes to th&tate GeneralFund.

Minnesota eacted a mortgage registry tax in 1907 at a rate of 50¢ for each $100 of principal debt secured
by a mortgage of real propertin 1945 the rate was changed to 15¢ for each $100 of such Siebe

1987, the tax has been 23¢ for each $100 of principal debt, althoughtéhes now restated as 0.23Wb.

2001, the liability for the tax was changed from the mortgagee (lender) to the mortgagor (borrower)

Tax Base

The tax base is the amount of principal tedzured by a mortgage of real property within Minnesota. Only
registered mogages are within the tax bagdthough similar to a mortgage in some respects, a contract
for deed is not a mortgage because the debt is not secured by real property.

Computation of the Tax
The mortgage registry tax is 0.23% of principal debt which is secured by any mortgage of real property

within Minnesota and which is recorded or registered. The liabilitth@tax is on the mortgagdrhe tax
is paid to the county treasr at or before the time of filing the mortgage for record or registration.















































































































