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Fund Impact
F.Y. 2020 F.Y. 2021 F.Y. 2022 F.Y. 2023
(000°s)
General Fund $33,300 $25,000 $24,800 $25,000

Effective beginning tax year 2019.
EXPLANATION OF THE BILL

Current Law: Beginning in tax year 2014, the Minnesota portion of the entire income of a
corporation is determined by the ratio between Minnesota sales and the sales everywhere. Minnesota
sales are determined by the destination of the sale.

Proposed Law: For the purpose of apportionment, the throwback provision in the bill allows certain
sales shipped from Minnesota to customers who are located out of state to be reclassified as a
Minnesota sale. Current law lacks such a provision. The effect of sales reclassified as Minnesota
sales increases the portion of total income apportioned to Minnesota.

A throwback provision is an exception to the general rule that attributes sales to the destination state.
This exception would be triggered if tangible property is shipped from Minnesota to a purchaser in a
state where the taxpayer, the selling corporation, is not taxable. In addition, the throwback provisions
would be triggered if tangible property is shipped from Minnesota and the customer is the United
States government. Such sales are not attributed to Minnesota under current law. Such sales would
be attributed to Minnesota under the proposed law.

One of the main reasons why the selling corporation is not taxable in another state is due to the
prohibition against state taxation under federal law, P.L. 86-272. This law prohibits the government
of the destination state to tax a corporation where its only connection to the destination state is the
sale of tangible personal property.

The throwback provision also applies to the sale of services. Under current law, sales of services are
attributed to the state where the customer receives the services. In general, services are received at
the customer’s place of business. Under the bill, sales of services would be subject to throwback to
Minnesota if a corporation is not taxable in the state of the purchaser and it performs the greater
proportion of the service in Minnesota.



Department of Revenue March 6, 2019
Analysis of H.F. 1822 (Loeffler)
Page 2

REVENUE ANALYSIS DETAIL

e The estimates are based on the estimates in the 2018 Tax Expenditure Budget. The estimates
were adjusted to reflect the change in projected corporate tax revenue according to the February
2019 forecast.

e The tax expenditure estimate recalculates the apportionment percentage of corporations with a
high portion of their property and payroll in Minnesota and a low portion of Minnesota sales.

e All of tax year 2019 revenue gain is allocated to fiscal year 2020. Other tax years were allocated
30/70 to fiscal years.

Number of Taxpayers: About 700 returns.
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