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290.01 DEFINITIONS.
[For text of subds 1 and la, see M.S.1996]

Subd. 2. Person. The term “person” includes individuals, fiduciaries, estates, trusts,
and partnerships and may, where the context requires, include corporations as herein de-
fined.

[For text of subds 3 to 4, see M.S.1996]

Subd. 4a. Financial institution. (a) “Financial institution” means:

(1) a holding company;

(2) any regulated financial corporation; or

(3) any other corporation organized under the laws of the United States or organized
under the laws of this state or any other state or country that is carrying on the business of a
financial institution.

(b) “Holding company” means any corporation registered under the Federal Bank
Holding Company Act of 1956, as amended, or registered as a savings and loan holding com-
pany under the Federal National Housing Act, as amended, or a federal savings bank holding
company.

(c) “Regulated financial corporation” means an institution, the deposits or accounts of
which are insured under the Federal Deposit Insurance Act or by the Federal Savings and
Loan Insurance Corporation, any institution which is a member of a Federal Home Loan
Bank, any other bank or thrift institution incorporated or organized under the laws of any
state or any foreign country which is engaged in the business of receiving deposits, any cor-
poration organized under the provisions of United States Code, title 12, sections 611 to 631
(Edge Act Corporations), and any agency of a foreign depository as defined in United States
Code, title 12, section 3101.

(d) “Business of a financial institution” means:

(1) the business that any corporation organized under the authority of the United States
or organized under the laws of this state or any other state or country does or has authority to
do which is substantially similar to the business which a corporation may be created to do
under chapters 46 to 55 or any business which a corporation is authorized to do by those laws;
or

(2) the business that any corporation organized under the authority of the United States
or organized under the laws of this state or any other state or country does or has authority to
do if the corporation derives more than 50 percent of its gross income from lending activities
(including discounting obligations) in substantial competition with the businesses described
in clause (1). For purposes of this clause, the computation of the gross income of a corpora-
tion does not include income from nonrecurring, extraordinary items.
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[ For text of subd 4b, see M.S.1996]

Subd. 4c. Mutual insurance holding companies. A “mutual insurance holding com-
pany” is not an insurance company for purposes of this chapter.

[For text of subds 5 to 18, see M.S.1996]

Subd. 19. Net income. The term “net income” means the federal taxable income, as de-
fined in section 63 of the Internal Revenue Code of 1986, as amended through the date named
in this subdivision, incorporating any elections made by the taxpayer in accordance with the
Internal Revenue Code in determining federal taxable income for federal income tax pur-
poses, and with the modifications provided in subdivisions 19a to 19f.

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

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

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

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

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

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

The Internal Revenue Code of 1986, as amended through December 31, 1986, shall be
in effect for taxable years beginning after December 31, 1986. The provisions of sections
10104, 10202, 10203, 10204, 10206, 10212, 10221, 10222, 10223, 10226, 10227, 10228,
10611, 10631, 10632, and 10711 of the Omnibus Budget Reconciliation Act of 1987, Public
Law Number 100-203, the provisions of sections 1001, 1002, 1003, 1004, 1005, 1006, 1008,
1009, 1010, 1011, 1011A, 1011B, 1012, 1013, 1014, 1015, 1018, 2004, 3041, 4009, 6007,
6026, 6032, 6137, 6277, and 6282 of the Technical and Miscellaneous Revenue Act of 1988,
Public Law Number 100-647, the provisions of sections 7811, 7816, and 7831 of the Omni-
bus Budget Reconciliation Act of 1989, Public Law Number 101-239, and the provisions of
sections 1305, 1704(r), and 1704(e)(1) of the Small Business Job Protection Act, Public Law
Number 104-188, shall be effective at the time they become effective for federal income tax
purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1987, shall be
in effect for taxable years beginning after December 31, 1987. The provisions of sections
4001, 4002,4011, 5021, 5041, 5053, 5075, 6003, 6008, 6011, 6030, 6031, 6033, 6057, 6064,
6066, 6079, 6130, 6176, 6180, 6182, 6280, and 6281 of the Technical and Miscellaneous
Revenue Act of 1988, Public L.aw Number 100-647, the provisions of sections 7815 and
7821 of the Omnibus Budget Reconciliation Act of 1989, Public Law Number 101-239, and
the provisions of section 11702 of the Revenue Reconciliation Act of 1990, Public Law
Number 101-508, shall become effective at the time they become effective for federal tax
purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1988, shall be
in effect for taxable years beginning after December 31, 1988. The provisions of sections
7101,7102, 7104, 7105, 7201, 7202, 7203, 7204, 7205, 7206, 7207, 7210, 7211, 7301, 7302,
7303,7304,7601,7621,7622,7641,7642,7645,7647, 7651, and 7652 of the Omnibus Bud-
get Reconciliation Act of 1989, Public Law Number 101-239, the provision of section 1401
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of the Financial Institutions Reform, Recovery, and Enforcement Act of 1989, Public Law
Number 101-73, the provisions of sections 11701 and 11703 of the Revenue Reconciliation

Act of 1990, Public Law Number 101-508, and the provisions of sections 1702(g) and

1704(f)(2)(A) and (B) of the Small Business Job Protection Act, Public Law Number
104-188, shall become effective at the time they become effective for federal tax purposes.
The Internal Revenue Code of 1986, as amended through December 31, 1989, shall be

in effect for taxable years beginning after December 31, 1989. The provisions of sections
11321,11322,11324,11325, 11403, 11404, 11410, and 11521 of the Revenue Reconciliation

Act of 1990, Public Law Number 101-508, and the provisions of sections 13224 and 13261
of the Omnibus Budget Reconciliation Act of 1993, Public Law Number 103-66, shall be-

come effective at the time they become effective for federal purposes.
The Internal Revenue Code of 1986, as amended through December 31, 1990, shall be

in effect for taxable years beginning after December 31, 1990.

The provisions of section 13431 of the Omnibus Budget Reconciliation Act of 1993,

Public Law Number 103-66, shall become effective at the time they became effective for
federal purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1991, shall be

in effect for taxable years beginning after December 31, 1991.

The provisions of sections 1936 and 1937 of the Comprehensive National Energy

Policy Act of 1992, Public Law Number 102-486, and the provisions of sections 13101,
13114, 13122, 13141, 13150, 13151, 13174, 13239, 13301, and 13442 of the Omnibus Bud-
get Reconciliation Act of 1993, Public Law Number 103-66, shall become effective at the
time they become effective for federal purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1992, shall be

in effect for taxable years beginning after December 31, 1992.

The provisions of sections 13116, 13121, 13206, 13210, 13222, 13223, 13231, 13232,
13233, 13239, 13262, and 13321 of the Omnibus Budget Reconciliation Act of 1993, Public

Law Number 103—66, and the provisions of sections 1703(a), 1703(d), 1703(i), 1703(1), and

1703(m) of the Small Business Job Protection Act, Public Law Number 104188, shall be-

come effective at the time they become effective for federal purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1993, shall be

in effect for taxable years beginning after December 31, 1993.

The provision of section 741 of Legislation to Implement Uruguay Round of General

Agreement on Tariffs and Trade, Public Law Number 103465, the provisions of sections 1,
2, and 3, of the Self~Employed Health Insurance Act of 1995, Public Law Number 1047,
the provision of section 501(b)(2) of the Health Insurance Portability and Accountability
Act, Public Law Number 104191, and the provisions of sections 1604 and 1704(p)(1) and
(2) of the Small Business Job Protection Act, Public Law Number 104—188, shall become

effective at the time they become effective for federal purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1994, shall be
in effect for taxable years beginning after December 31, 1994,

The provisions of sections 1119(a), 1120, 1121, 1202(a), 1444, 1449(b), 1602(a),
1610(a), 1613, and 1805 of the Small Business Job Protection Act, Public Law Number
104-188, and the provision of section 511 of the Health Insurance Portability and Account-
ability Act, Public Law Number 104—191, shall become effective at the time they become

effective for federal purposes.

The Internal Revenue Code of 1986, as amended through March 22, 1996, is in effect

for taxable years beginning after December 31, 1995.

The provisions of sections 1113(a), 1117, 1206(a), 1313(a), 1402(a), 1403(a), 1443,
1450, 1501(a), 1605, 1611(a), 1612, 1616, 1617, 1704(1), and 1704(m) of the Small Business

Job Protection Act, Public Law Number 104188, and the provisions of Public Law Number

104-117 become effective at the time they become effective for federal purposes.

The Internal Revenue Code of 1986, as amended through December 31, 1996, shall be
in effect for taxable years beginning after December 31, 1996.
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Except as otherwise provided, references to the Internal Revenue Code in subdivisions
19a to 19g mean the code in effect for purposes of determining net income for the applicable
year.

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

(1)(i) interest income on obligations of any state other than Minnesota or a political or
governmental subdivision, municipality, or governmental agency or instrumentality of any
state other than Minnesota exempt from federal income taxes under the Internal Revenue
Code or any other federal statute, and

(ii) exempt-interest dividends as defined in section 852(b)(5) of the Internal Revenue
Code, except the portion of the exempt—interest dividends derived from interest income on
obligations of the state of Minnesota or its political or governmental subdivisions, munici-
palities, governmental agencies or instrumentalities, but only if the portion of the exempt—in-
terest dividends from such Minnesota sources paid to all shareholders represents 95 percent
or more of the exempt—interest dividends that are paid by the regulated investment company
as defined in section 851(a) of the Internal Revenue Code, or the fund of the regulated invest-
ment company as defined in section 851(h) of the Internal Revenue Code, making the pay-
ment; and

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

(2) the amount of income taxes paid or accrued within the taxable year under this chap-
ter and income taxes paid to any other state or to any province or territory of Canada, to the
extent allowed as a deduction under section 63(d) of the Internal Revenue Code, but the addi-
tion may not be more than the amount by which the itemized deductions as allowed under
section 63(d) of the Internal Revenue Code exceeds the amount of the standard deduction as
defined in section 63(c) of the Internal Revenue Code. For the purpose of this paragraph, the
disallowance of itemized deductions under section 68 of the Internal Revenue Code of 1986,
income tax is the last itemized deduction disallowed,;

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

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

(5) the amount of loss or expense included in federal taxable income under section 1366
of the Internal Revenue Code flowing from a corporation that has a valid election in effect for
the taxable year under section 1362 of the Internal Revenue Code, but which is not allowed to
be an “S” corporation under section 290.9725; and

(6) the amount of any distributions in cash or property made to a shareholder during the
taxable year by a corporation that has a valid election in effect for the taxable year under sec-
tion 1362 of the Internal Revenue Code, but which is not allowed to be an “S” corporation
under section 290.9725 to the extent not already included in federal taxable income under
section 1368 of the Internal Revenue Code.

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

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

(2) ifincluded in federal taxable income, the amount of any overpayment of income tax
to Minnesota or to any other state, for any previous taxable year, whether the amount is re-
ceived as a refund or as a credit to another taxable year’s income tax liability;
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(3) the amount paid to others, less the credit allowed under section 290.0674, not to ex-
ceed $1,625 for each dependent in grades kindergarten to 6 and $2,500 for each dependent in
grades 7 to 12, for tuition, textbooks, and transportation of each dependent in attending an
elementary or secondary school situated in Minnesota, North Dakota, South Dakota, Iowa,
or Wisconsin, wherein a resident of this state may legally fulfill the state’s compulsory atten-
dance laws, which is not operated for profit, and which adheres to the provisions of the Civil
Rights Act of 1964 and chapter 363. For the purposes of this clause, “tuition” includes fees or
tuition as defined in section 290.0674, subdivision 1, clause (1). As used in this clause, “text-
books” includes books and other instructional materials and equipment used in elementary
and secondary schools in teaching only those subjects legally and commonly taught in public
elementary and secondary schools in this state. Equipment expenses qualifying for deduc-
tion includes expenses as defined and limited in section 290.0674, subdivision 1, clause (3).
“Textbooks” does not include instructional books and materials used in the teaching of
religious tenets, doctrines, or worship, the purpose of which is to instill such tenets, doc-
trines, or worship, nor does it include books or materials for, or transportation to, extracurric-
ular activities including sporting events, musical or dramatic events, speech activities, driv-
er’s education, or similar programs;

(4) to the extent included in federal taxable income, distributions from a qualified gov-
ernmental pension plan, an individual retirement account, simplified employee pension, or
qualified plan covering a self-employed person that represent a return of contributions that
were included in Minnesota gross income in the taxable year for which the contributions
were made but were deducted or were not included in the computation of federal adjusted
gross income. The distribution shall be allocated first to return of contributions until the con-
tributions included in Minnesota gross income have been exhausted. This subtraction applies
only to contributions made in a taxable year prior to 1985;

(5) income as provided under section 290.0802;

(6) the amount of unrecovered accelerated cost recovery system deductions allowed un-
der subdivision 19g;

(7) to the extent included in federal adjusted gross income, income realized on disposi-
tion of property exempt from tax under section 290.491;

(8) to the extent not deducted in determining federal taxable income, the amount paid
for health insurance of self-employed individuals as determined under section 162(1) of the
Internal Revenue Code, except that the 25 percent limit does not apply. If the taxpayer de-
ducted insurance payments under section 213 of the Internal Revenue Code of 1986, the sub-
traction under this clause must be reduced by the lesser of:

(i) the total itemized deductions allowed under section 63(d) of the Internal Revenue
Code, less state, local, and foreign income taxes deductible under section 164 of the Internal
Revenue Code and the standard deduction under section 63(c) of the Internal Revenue Code;
or

(ii) the lesser of (A) the amount of insurance qualifying as “medical care” under section
213(d) of the Internal Revenue Code to the extent not deducted under section 162(1) of the
Internal Revenue Code or excluded from income or (B) the total amount deductible for medi-
cal care under section 213(a);

(9) the exemption amount allowed under Laws 1995, chapter 255, article 3, section 2,
subdivision 3;

(10) to the extent included in federal taxable income, postservice benefits for youth
community service under section 121.707 for volunteer service under United States Code,
title 42, section 5011(d), as amended; and

(11) the amount of income or gain included in federal taxable income under section
1366 of the Internal Revenue Code flowing from a corporation that has a valid election in
effect for the taxable year under section 1362 of the Internal Revenue Code which is not al-
lowed to be an “S” corporation under section 290.9725.

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

(1) the amount of any deduction taken for federal income tax purposes for income, ex-
cise, or franchise taxes based on net income or related minimum taxes paid by the corpora-
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tion to Minnesota, another state, a political subdivision of another state, the District of Co-

lumbia, or any foreign country or possession of the United States;

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

agencies or instrumentalities; the District of Columbia; or Indian tribal governments;

(3) exempt—interest dividends received as defined in section 852(b)(5) of the Internal

Revenue Code;

(4) the amount of any net operating loss deduction taken for federal income tax pur-
poses under section 172 or 832(c)(10) of the Internal Revenue Code or operations loss de-

duction under section 810 of the Internal Revenue Code;

(5) the amount of any special deductions taken for federal income tax purposes under

sections 241 to 247 of the Internal Revenue Code;

(6) losses from the business of mining, as defined in section 290.05, subdivision 1,

clause (a), that are not subject to Minnesota income tax;

(7) the amount of any capital losses deducted for federal income tax purposes under sec-

tions 1211 and 1212 of the Internal Revenue Code;

(8) the amount of any charitable contributions deducted for federal income tax purposes

under section 170 of the Internal Revenue Code;

(9) the exempt foreign trade income of a foreign sales corporation under sections 921(a)

and 291 of the Internal Revenue Code;

(10) the amount of percentage depletion deducted under sections 611 through 614 and

291 of the Internal Revenue Code;

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

facilities;

(12) the amount of any deemed dividend from a foreign operating corporation deter-

mined pursuant to section 290.17, subdivision 4, paragraph (g); and

(13) the amount of any environmental tax paid under section 59(a) of the Internal Reve-

nue Code.

Subd. 19d. Corporations; modifications decreasing federal taxable income. For
corporations, there shall be subtracted from federal taxable income after the increases pro-

vided in subdivision 19¢:

(1) the amount of foreign dividend gross—up added to gross income for federal income

tax purposes under section 78 of the Internal Revenue Code;

(2) the amount of salary expense not allowed for federal income tax purposes due to

claiming the federal jobs credit under section 51 of the Internal Revenue Code;

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

United States or the instrumentality;

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

follows:

(i) to the extent the disallowed costs are represented by physical property, an amount
equal to the allowance for depreciation under Minnesota Statutes 1986, section 290.09, sub-

division 7, subject to the modifications contained in subdivision 19e; and

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

290.09, subdivision 8;

(5) the deduction for capital losses pursuant to sections 1211 and 1212 of the Internal

Revenue Code, except that:
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(i) for capital losses incurred in taxable years beginning after December 31, 1986, capi-
tal loss carrybacks shall not be allowed;

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

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

(iv) for capital losses incurred in taxable years beginning before January 1, 1987, a capi-
tal loss carryover to each of the five taxable years succeeding the loss year to the extent such
loss was not used in a prior taxable year and subject to the provisions of Minnesota Statutes
1986, section 290.16, shall be allowed;

(6) an amount for interest and expenses relating to income not taxable for federal in-
come tax purposes, if (i) the income is taxable under this chapter and (ii) the interest and ex-
penses were disallowed as deductions under the provisions of section 171(a)(2), 265 or 291
of the Internal Revenue Code in computing federal taxable income;

(7) in the case of mines, oil and gas wells, other natural deposits, and timber for which
percentage depletion was disallowed pursuant to subdivision 19¢, clause (11), a reasonable
allowance for depletion based on actual cost. In the case of leases the deduction must be ap-
portioned between the lessor and lessee in accordance with rules prescribed by the commis-
sioner. In the case of property held in trust, the allowable deduction must be apportioned be-
tween the income beneficiaries and the trustee in accordance with the pertinent provisions of
the trust, or if there is no provision in the instrument, on the basis of the trust’s income alloca-
ble to each;

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

(9) the amount included in federal taxable income attributable to the credits provided in
Minnesota Statutes 1986, section 273.1314, subdivision 9, or Minnesota Statutes, section
469.171, subdivision 6;

(10) amounts included in federal taxable income that are due to refunds of income, ex-
cise, or franchise taxes based on net income or related minimum taxes paid by the corpora-
tion to Minnesota, another state, a political subdivision of another state, the District of Co-
lumbia, or a foreign country or possession of the United States to the extent that the taxes
were added to federal taxable income under section 290.01, subdivision 19c¢, clause (1), in a
prior taxable year;

(11) 80 percent of royalties, fees, or other like income accrued or received from a for-
eign operating corporation or a foreign corporation which is part of the same unitary business
as the receiving corporation;

(12) income or gains from the business of mining as defined in section 290.05, subdivi-
sion 1, clause (a), that are not subject to Minnesota franchise tax;

(13) the amount of handicap access expenditures in the taxable year which are not al-
lowed to be deducted or capitalized under section 44(d)(7) of the Internal Revenue Code;
(14) the amount of qualified research expenses not allowed for federal income tax pur-
poses under section 280C(c) of the Internal Revenue Code, but only to the extent that the
amount exceeds the amount of the credit allowed under section 290.068;

(15) the amount of salary expenses not allowed for federal income tax purposes due to
claiming the Indian employment credit under section 45A(a) of the Internal Revenue Code;
and

(16) the amount of any refund of environmental taxes paid under section 59A of the In-
ternal Revenue Code.

[For text of subd 19e, see M.S.1996]
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Subd. 19f. Basis modifications affecting gain or loss on disposition of property. (a)
For individuals, estates, and trusts, the basis of property is its adjusted basis for federal in-
come tax purposes except as set forth in paragraphs (f), (g), and (m). For corporations, the
basis of property is its adjusted basis for federal income tax purposes, without regard to the
time when the property became subject to tax under this chapter or to whether out—of—state
losses or items of tax preference with respect to the property were not deductible under this
chapter, except that the modifications to the basis for federal income tax purposes set forth in
paragraphs (b) to (j) are allowed to corporations, and the resulting modifications to federal
taxable income must be made in the year in which gain or loss on the sale or other disposition
of property is recognized.

(b) The basis of property shall not be reduced to reflect federal investment tax credit.

(c) The basis of property subject to the accelerated cost recovery system under section
168 of the Internal Revenue Code shall be modified to reflect the modifications in depreci-
ation with respect to the property provided for in subdivision 19e. For certified pollution con-
trol facilities for which amortization deductions were elected under section 169 of the Inter-
nal Revenue Code of 1954, the basis of the property must be increased by the amount of the
amortization deduction not previously allowed under this chapter.

(d) For property acquired before January 1, 1933, the basis for computing a gain is the
fair market value of the property as of that date. The basis for determining a loss is the cost of
the property to the taxpayer less any depreciation, amortization, or depletion, actually sus-
tained before that date. If the adjusted cost exceeds the fair market value of the property, then
the basis is the adjusted cost regardless of whether there is a gain or loss.

(e) The basis is reduced by the allowance for amortization of bond premium if an elec-
tion to amortize was made pursuant to Minnesota Statutes 1986, section 290.09, subdivision
13, and the allowance could have been deducted by the taxpayer under this chapter during the
period of the taxpayer’s ownership of the property.

(f) For assets placed in service before January 1, 1987, corporations, partnerships, or
individuals engaged in the business of mining ores other than iron ore or taconite concen-
trates subject to the occupation tax under chapter 298 must use the occupation tax basis of
property used in that business.

(g) For assets placed in service before January 1, 1990, corporations, partnerships, or
individuals engaged in the business of mining iron ore or taconite concentrates subject to the
occupation tax under chapter 298 must use the occupation tax basis of property used in that
business.

(h) In applying the provisions of sections 301(c)(3)(B), 312(f) and (g), and 316(a)(1) of
the Internal Revenue Code, the dates December 31, 1932, and January 1, 1933, shall be sub-
stituted for February 28, 1913. and March 1, 1913, respectively.

(i) In applying the provisions of section 362(a) and (c) of the Internal Revenue Code, the
date December 31, 1956, shall be substituted for June 22, 1954.

(j) The basis of property shall be increased by the amount of intangible drilling costs not
previously allowed due to differences between this chapter and the Internal Revenue Code.

(k) The adjusted basis of any corporate partner’s interest in a partnership is the same as
the adjusted basis for federal income tax purposes modified as required to reflect the basis
modifications set forth in paragraphs (b) to (j). The adjusted basis of a partnership in which
the partner is an individual, estate, or trust is the same as the adjusted basis for federal income
tax purposes modified as required to reflect the basis modifications set forth in paragraphs (f)
and (g).

(I) The modifications contained in paragraphs (b) to (j) also apply to the basis of proper-
ty that is determined by reference to the basis of the same property in the hands of a different
taxpayer or by reference to the basis of different property.

{m) If a corporation has a valid election in effect for the taxable year under section 1362
of the Internal Revenue Code, but is not allowed to be an “S” corporation under section
290.9725, and the corporation is liquidated or the individual shareholder disposes of the
stock and there is no capital loss reflected in federal adjusted gross income because of the fact
that corporate losses have exhausted the shareholders’ basis for federal purposes, the share-
holders shall be entitled to a capital loss commensurate to their Minnesota basis for the stock.
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Subd. 19g. ACRS modification for individuals. (a) An individual is allowed a sub-

traction from federal taxable income for the amount of accelerated cost recovery system de-
ductions that were added to federal adjusted gross income in computing Minnesota gross in-
come for taxable year 1981, 1982, 1983, or 1984 and that were not deducted in a later taxable
year. The deduction is allowed beginning in the first taxable year after the entire allowable
deduction for the property has been allowed under federal law or the first taxable year begin-
ning after December 31, 1987, whichever is later. The amount of the deduction is computed
by deducting the amount added to federal adjusted gross income in computing Minnesota
gross income (less any deduction allowed under Minnesota Statutes 1986, section 290.01,
subdivision 20f) in equal annual amounts over five years.

(b) In the event of a sale or exchange of the property, a deduction is allowed equal to the

lesser of (1) the remaining amount that would be allowed as a deduction under paragraph (a)
or (2) the amount of capital gain recognized and the amount of cost recovery deductions that
were subject to recapture under sections 1245 and 1250 of the Internal Revenue Code of 1986
for the taxable year.

(c) In the case of a corporation treated as an “‘S” corporation under section 290.9725, the

amount of the corporation’s cost recovery allowances that have been deducted in computing
federal tax, but have been added to federal taxable income or not deducted in computing tax
under this chapter as a result of the application of subdivision 19e, paragraphs (a) and (c) or
Minnesota Statutes 1986, section 290.09, subdivision 7, is allowed as a deduction to the
shareholders under the provisions of paragraph (a).

[For text of subds 20 to 30, see M.S.1996]
Subd. 31. Internal Revenue Code. Unless specifically defined otherwise, “Internal

Revenue Code” means the Internal Revenue Code of 1986, as amended through December
31, 1996, and includes the provisions of section 1(a) and (b) of Public Law Number 104-117.

History: 1997 c31 art 1 5 13,14, 1997 c231 art 5s2-4; art 6 s 2-7; art 15 s 15;

1Sp1997 c4art 135 1

NOTE: The amendment to subdivision 19b, clause (3), by Laws 1997, First Special Session chapter4, article 13, section 1, is

effective for tax years beginning after December 31, 1997, if on the basis of the November 1997 forecast of generul revenues and
expenditures, the commissioner of finance determines that there will be positive unrestricted budgetary general fund balance at the
close of the biennium after taking into account the costs of sections 290.01, subdivision 19b, 290.0671, subdivision |, and 290.0674,
as amended and added by Laws 1997, First Special Session chapter 4, article 13, sections 1 to 3, after meeting the requircments of
section 16A.152, subdivision 2, clause (a). Laws 1997, First Special Session chapter 4, article 13, section 5.

290.014 JURISDICTION TO TAX IN GENERAL.

[For text of subd 1, see M.S.1996]

Subd. 2. Nonresident individuais. Except as provided in section 290.015, a nonresi-

dent individual is subject to the return filing requirements and to tax as provided in this chap-
ter to the extent that the income of the nonresident individual is:

(1) allocable to this state under section 290.17, 290.191, or 290.20;
(2) taxed to the individual under the Internal Revenue Code (or not taxed under the In-

ternal Revenue Code by reason of its character but of a character which is taxable under this
chapter) in the individual’s capacity as a beneficiary of an estate with income allocable to this
state under section 290.17, 290.191, or 290.20 and the income, taking into account the in-
come character provisions of section 662(b) of the Internal Revenue Code, would be alloca-
ble to this state under section 290.17, 290.191, or 290.20 if realized by the individual directly
from the source from which realized by the estate;

(3) taxed to the individual under the Internal Revenue Code (or not taxed under the In-

ternal Revenue Code by reason of its character but of a character that is taxable under this
chapter) in the individual’s capacity as a beneficiary or grantor or other person treated as a
substantial owner of a trust with income allocable to this state under section290.17,290.191,
or 290.20 and the income, taking into account the income character provisions of section
652(b), 662(b), or 664(b) of the Internal Revenue Code, would be allocable to this state under
section 290.17,290.191, or 290.20 if realized by the individual directly from the source from
which realized by the trust;
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(4) taxed to the individual under the Internal Revenue Code (or not taxed under the In-
ternal Revenue Code by reason of its character but of a character which is taxable under this
chapter) in the individual’s capacity as a limited or general partner in a partnership with in-

106

come allocable to this state under section 290.17, 290.191, or 290.20 and the income, taking

into account the income character provisions of section 702(b) of the Internal Revenue Code,

would be allocable to this state under section 290.17, 290.191, or 290.20 if realized by the

individual directly from the source from which realized by the partnership; or

(5) taxed to the individual under the Internal Revenue Code (or not taxed under the In-
ternal Revenue Code by reason of its character but of a character which is taxable under this
chapter) in the individual’s capacity as a shareholder of a corporation treated as an ““S” corpo-

ration under section 290.9725, and income allocable to this state under section 290.17,
290.191, or 290.20 and the income, taking into account the income character provisions of
section 1366(b) of the Internal Revenue Code, would be allocable to this state under section

290.17,290.191, or 290.20 if realized by the individual directly from the source from which

realized by the corporation.

Subd. 3. Trusts and estates. Except as provided in section 290.015, a trust or estate,
whether resident or nonresident, is subject to the return filing requirements and to tax as pro-

vided in this chapter to the extent that the income of the trust or estate is:
(1) allocable to this state under section 290.17, 290.191, or 290.20;

(2) taxed to the trust or estate under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under

this chapter) in its capacity as a beneficiary of a trust or estate with income allocable to this
state under section 290.17, 290.191, or 290.20 and the income, taking into account the in-
come character provisions of section 662(b) of the Internal Revenue Code, would be alloca-

ble to this state under section 290.17,290.191, or 290.20 if realized by the trust or beneficiary

estate directly from the source from which realized by the distributing estate;

(3) taxed to the trust or estate under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under

this chapter) in its capacity as a beneficiary or grantor or other person treated as a substantial

owner of a trust with income allocable to this state under section 290.17, 290.191, or 290.20

and the income, taking into account the income character provisions of section 652(b),
662(b), or 664(b) of the Internal Revenue Code, would be allocable to this state under section

290.17, 290.191, or 290.20 if realized by the beneficiary trust or estate directly from the

source from which realized by the distributing trust;

(4) taxed to the trust or estate under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under

this chapter) inits capacity as a limited or general partnerin a partnership with income alloca-

ble to this state under section 290.17,290.191, or 290.20 and the income, taking into account
the income character provisions of section 702(b) of the Internal Revenue Code, would be
allocable to this state under section 290.17, 290.191, or 290.20 if realized by the trust or es-

tate directly from the source from which realized by the partnership; or

(5) taxed to the trust or estate under the Internal Revenue Code (or not taxed under the
Internal Revenue Code by reason of its character but of a character which is taxable under

this chapter) in its capacity as a shareholder of a corporation treated as an “S” corporation

under section 290.9725, and income allocable to this state under section 290.17, 290.191, or

290.20 and the income, taking into account the income character provisions of section

1366(b) of the Internal Revenue Code, would be allocable to this state under section 290.17,
290.191, or 290.20 if realized by the trust or estate directly from the source from which real-

ized by the corporation.
[For text of subds 4 and 5, see M.S.1996]

History: 1997 ¢ 231 art 6 5 8,9

290.015 MINIMUM CONTACTS REQUIRED FOR JURISDICTION TO TAX

TRADE OR BUSINESS.
[For text of subds 1 and 2, see M.S.1996]
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Subd. 3. Exceptions. (a) A person is not subject to tax under this chapter if the person is

engaged in the business of selling tangible personal property and taxation of that person un-
der this chapter is precluded by Public Law Number 86272, United States Code, title 15,
sections 381 to 384, or would be so precluded except for the fact that the person stored tangi-
ble personal property in a state licensed facility under chapter 231.

(b) Ownership of an interest in the following types of property (including those contacts

with this state reasonably required to evaluate and complete the acquisition or disposition of
the property, the servicing of the property or the income from it, the collection of income
from the property, or the acquisition or liquidation of collateral relating to the property) shall
not be a factor in determining whether the owner is subject to tax under this chapter:

(1) an interest in a real estate mortgage investment conduit, a real estate investment

trust, a financial asset securitization investment trust, or a regulated investment company or a
fund of a regulated investment company, as those terms are defined in the Internal Revenue
Code;

(2) an interest in money market instruments or securities as defined in section 290.191,

subdivision 6, paragraphs (c) and (d);

(3) an interest in a loan-backed, mortgage—backed, or receivable-backed security rep-

resenting either: (i) ownership in a pool of promissory notes, mortgages, or receivables or
certificates of interest or participation in such notes, mortgages, or receivables, or (ii) debt
obligations or equity interests which provide for payments in relation to payments or reason-
able projections of payments on the notes, mortgages, or receivables;

(4) an interest acquired from a person in assets described in section 290.191, subdivi-

sion 11, paragraphs (e) to (1), subject to the provisions of paragraph (c), clause (2)(A);

(5) an interest acquired from a person in the right to service, or collect income from any

assets described in section 290.191, subdivision 11, paragraphs (e) to (1), subject to the provi-
sions of paragraph (c), clause (2)(A);

(6) an interest acquired from a person in a funded or unfunded agreement to extend or

guarantee credit whether conditional, mandatory, temporary, standby, secured, or otherwise,
subject to the provisions of paragraph (c), clause (2)(A);

(7) an interest of a person other than an individual, estate, or trust, in any intangible,

tangible, real, or personal property acquired in satisfaction, whether in whole or in part, of
any asset embodying a payment obligation which is in default, whether secured or unse-
cured, the ownership of an interest in which would be exempt under the preceding provisions
of this subdivision, provided the property is disposed of within a reasonable period of time;

(8) amounts held in escrow or trust accounts, pursuant to and in accordance with the

terms of property described in this subdivision.

(c)(1) For purposes of paragraph (b), clauses (4) to (6), an interest in the type of assets or

credit agreements described is deemed to exist at the time the owner becomes legally obli-
gated, conditionally or unconditionally, to fund, acquire, renew, extend, amend, or otherwise
enter into the credit arrangement.

(2)(A) An owner has acquired an interest from a person in paragraph (b), clauses (4) to

(6), assets if:

(i) the owner at the time of the acquisition of the asset does not own, directly or indirect-

ly, 15 percent or more of the outstanding stock or in the case of a partnership 15 percent or
more of the capital or profit interests of the person from whom it acquired the asset;

(ii) the person from whom the owner acquired the asset regularly sells, assigns, or trans-

fers interests in paragraph (b), clauses (4) to (6), assets during the 12 calendar months im-
mediately preceding the month of acquisition to three or more persons; and

(iii) the person from whom the owner acquired the asset does not sell, assign, or transfer

75 percent or more of its paragraph (b), clauses (4) to (6), assets during the 12 calendar
months immediately preceding the month of acquisition to the owner.

For purposes of determining indirect ownership under item (i), the owner is deemed to own
all stock, capital, or profit interests owned by another person if the owner directly owns 15
percent or more of the stock, capital, or profit interests in the other person. The owner is also
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deemed to own through any intermediary parties all stock, capital, and profit interests direct-
ly owned by a person to the extent there exists a 15 percent or more chain of ownership of
stock, capital, or profit interests between the owner, intermediary parties and the person.
(B) If the owner of the asset is a member of the unitary group, paragraph (b), clauses (4)
to (8), do not apply to an interest acquired from another member of the unitary group. If the
interest in the asset was originally acquired from a nonunitary member and at that time quali-
fied as a section 290.015, subdivision 3, paragraph (b), asset, the foregoing limitation does

not apply.
[For text of subd 4, see M.S.1996]

Subd. 5. Determination at entity level. Determinations under this section with respect
to trades or businesses conducted by a partnership, trust, estate, or corporation treated as an
“S” corporation under section 290.9725, or any other entity, the income of which is or may be
taxed to its owners or beneficiaries must be made with respect to the entity carrying on the
trade or business and not with respect to owners or beneficiaries of the trade or business, the

taxability of which under this chapter must be determined under section 290.014.
History: 1997 ¢ 231 art 6 s 10,11

290.06 RATES OF TAX; CREDITS.
[For text of subds 1 to 10, see M.S.1996]

Subd. 22. Credit for taxes paid to another state. (a) A taxpayer who is liable for taxes
on or measured by net income to another state or province or territory of Canada, as provided
in paragraphs (b) through (f), upon income allocated or apportioned to Minnesota, is entitled
to a credit for the tax paid to another state or province or territory of Canada if the tax is actu-
ally paid in the taxable year or a subsequent taxable year. A taxpayer who is a resident of this
state pursuant to section 290.01, subdivision 7, clause (2), and who is subject to income tax as
aresident in the state of the individual’s domicile is not allowed this credit unless the state of

domicile does not allow a similar credit.

(b) For an individual, estate, or trust, the credit is determined by multiplying the tax pay-
able under this chapter by the ratio derived by dividing the income subject to tax in the other
state or province or territory of Canada that is also subject to tax in Minnesota while a resident
of Minnesota by the taxpayer’s federal adjusted gross income, as defined in section 62 of the
Internal Revenue Code, modified by the addition required by section 290.01, subdivision
19a, clause (1), and the subtraction allowed by section 290.01, subdivision 19b, clause (1), to
the extent the income is allocated or assigned to Minnesota under sections 290.081 and

290.17.

(c) If the taxpayer is an athletic team that apportions all of its income under section
290.17, subdivision 5, paragraph (c), the credit is determined by multiplying the tax payable
under this chapter by the ratio derived from dividing the total net income subject to tax in the
other state or province or territory of Canada by the taxpayer’s Minnesota taxable income.

(d) The credit determined under paragraph (b) or (c) shall not exceed the amount of tax
so paid to the other state or province or territory of Canada on the gross income earned within
the other state or province or territory of Canada subject to tax under this chapter, nor shall the
allowance of the credit reduce the taxes paid under this chapter to an amount less than what

would be assessed if such income amount was excluded from taxable net income.

(e) In the case of the tax assessed on a lump sum distribution under section 290.032, the
credit allowed under paragraph (a) is the tax assessed by the other state or province or territo-
ry of Canada on the lump sum distribution that is also subject to tax under section 290.032,
and shall not exceed the tax assessed under section 290.032. To the extent the total lump sum
distribution defined in section 290.032, subdivision 1, includes lump sum distributions re-
ceived in prior years or s all or in part an annuity contract, the reduction to the tax on the lump
sum distribution allowed under section 290.032, subdivision 2, includes tax paid to another

state that is properly apportioned to that distribution.

(f) If a Minnesota resident reported an item of income to Minnesota and is assessed tax
in such other state or province or territory of Canada on that same income after the Minnesota
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statute of limitations has expired, the taxpayer shall receive a credit for that year under para-
graph (a), notwithstanding any statute of limitations to the contrary. The claim for the credit
must be submitted within one year from the date the taxes were paid to the other state or prov-
ince or territory of Canada. The taxpayer must submit sufficient proof to show entitlement to
a credit.

(g) For the purposes of this subdivision, a resident shareholder of a corporation treated
asan “S” corporation under section 290.9725, must be considered to have paid a tax imposed
on the shareholder in an amount equal to the shareholder’s pro rata share of any net income
tax paid by the S corporation to another state. For the purposes of the preceding sentence, the
term “netincome tax” means any tax imposed on or measured by a corporation’s netincome.

(h) For the purposes of this subdivision, a resident partner of an entity taxed as a partner-
ship under the Internal Revenue Code must be considered to have paid a tax imposed on the
partner in an amount equal to the partner’s pro rata share of any net income tax paid by the
partnership to another state. For purposes of the preceding sentence, the term *“net income”
tax means any tax imposed on or measured by a partnership’s net income.

(i) For the purposes of this subdivision, “another state” includes the District of Colum-
bia, but does not include Puerto Rico or the several territories organized by Congress.

(j) The limitations on the credit in paragraphs (b), (c), and (d), are imposed on a state by
state basis.

Subd. 23. Refund of contributions to political parties and candidates. (a) A taxpayer
may claim a refund equal to the amount of the taxpayer’s contributions made in the calendar
year to candidates and to any political party. The maximum refund for an individual must not
exceed $50 and, for a married couple filing jointly, must not exceed $100. A refund of a con-
tribution is allowed only if the taxpayer files a form required by the commissioner and at-
taches to the form a copy of an official refund receipt form issued by the candidate or party
and signed by the candidate, the treasurer of the candidate’s principal campaign committee,
or the party chair, after the contribution was received. The receipt forms must be numbered,
and the data on the receipt that are not public must be made available to the campaign finance
and public disclosure board upon its request. A claim must be filed with the commissioner
not sooner than January 1 of the calendar year in which the contribution is made and no later
than April 15 of the calendar year following the calendar year in which the contribution is
made. A taxpayer may file only one claim per calendar year. Amounts paid by the commis-
sionerafter June 15 of the calendar year following the calendar year in which the contribution
is made must include interest at the rate specified in section 270.76.

(b) No refund is allowed under this subdivision for a contribution to any candidate un-
less the candidate:

(1) has signed an agreement to limit campaign expenditures as provided in section
10A.322 or 10A.43;

(2) is seeking an office for which voluntary spending limits are specified in section
10A.25 or 10A.43; and

(3) has designated a principal campaign committee.

This subdivision does not limit the campaign expenditure of a candidate who does not
sign an agreement but accepts a contribution for which the contributor improperly claims a
refund.

(c) For purposes of this subdivision, “political party” means a major political party as
defined in section 200.02, subdivision 7, or a minor political party qualifying for inclusion on
the income tax or property tax refund form under section 10A.31, subdivision 3a.

A “major or minor party” includes the aggregate of the party organization within each
house of the legislature, the state party organization, and the party organization within con-
gressional districts, counties, legislative districts, municipalities, and precincts.

“Candidate” means a congressional candidate as defined in section 10A.41, subdivision
4, or a candidate as defined in section 10A.01, subdivision 5, except a candidate for judicial
office.

“Contribution” means a gift of money.
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(d) The commissioner shall make copies of the form available to the public and candi-
dates upon request.

(e) The following data collected or maintained by the commissioner under this subdivi-
sion are private: the identities of individuals claiming a refund, the identities of candidates to
whom those individuals have made contributions, and the amount of each contribution.

(f) The commissioner shall report to the campaign finance and public disclosure board
by August 1 of each year a summary showing the total number and aggregate amount of
political contribution refunds made on behalf of each candidate and each political party.
These data are public.

(g) The amount necessary to pay claims for the refund provided in this section is appro-
priated from the general fund to the commissioner of revenue.

[For text of subd 24, see M.S.1996]

Subd. 25. Credit for property taxes paid on seasonal residential recreational prop-
erty. A taxpayer may take as a credit against the tax due from the taxpayer and a spouse, if
any, under this chapter the credit allowed under section 290A.04, subdivision 2j. The credit
allowed may not exceed the tax due under this chapter. In the case of a nonresident, or a part-
year resident, the credit must be allocated based on the ratio in subdivision 2c.

History: 1997 c 31 art 1 s 15; 1997 ¢ 202 art 2 s 63; 1997 c 231 art5s 5; art 6 s 12

290.067 DEPENDENT CARE CREDIT.

Subdivision 1. Amount of credit. (a) A taxpayer may take as a credit against the tax due
from the taxpayer and a spouse, if any, under this chapter an amount equal to the dependent
care credit for which the taxpayer is eligible pursuant to the provisions of section 21 of the
Internal Revenue Code subject to the limitations provided in subdivision 2 except that in de-
termining whether the child qualified as a dependent, income received as an aid to families
with dependent children grant or allowance to or on behalf of the child, or as a grant or allow-
ance to or on behalf of the child under the successor program pursuant to Public Law
104-193, must not be taken into account in determining whether the child received more than
half of the child’s support from the taxpayer, and the provisions of section 32(b)(1)(D) of the
Internal Revenue Code do not apply.

(b) If a child who has not attained the age of six years at the close of the taxable year is
cared for at a licensed family day care home operated by the child’s parent, the taxpayer is
deemed to have paid employment-related expenses. If the child is 16 months old or younger
at the close of the taxable year, the amount of expenses deemed to have been paid equals the
maximum limit for one qualified individual under section 2 1(c) and (d) of the Internal Reve-
nue Code. If the child is older than 16 months of age but has not attained the age of six years at
the close of the taxable year, the amount of expenses deemed to have been paid equals the
amount the licensee would charge for the care of a child of the same age for the same number
of hours of care.

(c) If a married couple:

(1) has a child who has not attained the age of one year at the close of the taxable year;

(2) files a joint tax return for the taxable year; and

(3) does not participate in a dependent care assistance program as defined in section 129
of the Internal Revenue Code, in lieu of the actual employment related expenses paid for that
child under paragraph (a) or the deemed amount under paragraph (b), the lesser of (i) the
combined earned income of the couple or (ii) $2,400 will be deemed to be the employment
related expense paid for that child. The earned income limitation of section 21(d) of the Inter-
nal Revenue Code shall not apply to this deemed amount. These deemed amounts apply re-
gardless of whether any employment-related expenses have been paid.

(d) If the taxpayer is not required and does not file a federal individual income tax return
for the tax year, no credit is allowed for any amount paid to any person unless:

(1) the name, address, and taxpayer identification number of the person are included on
the return claiming the credit; or
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(2) if the person is an organization described in section 501(c)(3) of the Internal Reve-
nue Code and exempt from tax under section 501(a) of the Internal Revenue Code, the name
and address of the person are included on the return claiming the credit.

In the case of a failure to provide the information required under the preceding sentence, the
preceding sentence does not apply if it is shown that the taxpayer exercised due diligence in
attempting to provide the information required.

In the case of a nonresident, part—year resident, or a person who has earned income not
subject to tax under this chapter, the credit determined under section 21 of the Internal Reve-
nue Code must be allocated based on the ratio by which the earned income of the claimant
and the claimant’s spouse from Minnesota sources bears to the total earned income of the
claimant and the claimant’s spouse.

[For text of subds 2 to 4, see M.S.1996]
History: 1997 c 231 art5s6

290.0671 MINNESOTA WORKING FAMILY CREDIT.

Subdivision 1. Credit allowed. An individual is allowed a credit against the tax im-
posed by this chapter equal to a percentage of the credit for which the individual is eligible
under section 32 of the Internal Revenue Code. The percentage is 15 for individuals withouta
qualifying child, and 25 for individuals with at least one qualifying child. For purposes of this
section, “qualifying child” has the meanmg given in section 32(c)(3) of the Internal Revenue
Code.

For a nonresident or part—year resident, the credit determined under section 32 of the
Internal Revenue Code must be allocated based on the percentage calculated under section
290.06, subdivision 2c, paragraph (e).

For a person who was a resident for the entire tax year and has earned income not subject
to tax under this chapter, the credit must be allocated based on the ratio of federal adjusted
gross income reduced by the earned income not subject to tax under this chapter over federal
adjusted gross income.

[For text of subds 2 to 6, see M.S.1996]
History: 1Sp1997 c4art 1352

NOTE: The amendment to subdivision 1 by Laws 1997, First Special Session chapter 4, article 13, section 2, is effective for
tax years beginning after December 31, 1997, if on the basis of the November 1997 forecast of general revenues and expenditures,
the commissioner of finance determines that there will be positive unrestricted budgetary general fund balance at the close of the
bicnnium after taking into account the costs of sections 290.01, subdivision 19b, 290.0671, subdivision 1, and 290.0674, as
amended and added by Laws 1997, First Special Session chapter 4, article 13, sections 1 to 3, after meeting the requirements of
section 16A.152, subdivision 2, clause (a). Laws 1997, First Special Session chapter 4, article 13, section 5.

290.0672 LONG-TERM CARE INSURANCE CREDIT.

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

(b) “Long—term care insurance” means a policy that:

(1) qualifies for a deduction under section 213 of the Internal Revenue Code, disregard-
ing the 7.5 percent income test; or meets the requirements given in section 62A.46; or pro-
vides similar coverage issued under the laws of another jurisdiction; and

(2) does not have a lifetime long—term care benefit limit of less than $100,000; and

(3) includes inflation protection that meets or exceeds the inflation protection require-
ments of the long—term care insurance model regulation cited under section
7702B(g)(2)(A)(i)(x) of the Internal Revenue Code.

(c) “Qualified beneficiary” means the taxpayer or the taxpayer’s spouse.

(d) “Premiums deducted in determining federal taxable income” means the lesser of (1)
long—term care insurance premiums that qualify as deductions under section 213 of the Inter-
nal Revenue Code; and (2) the total amount deductible for medical care under section 213 of
the Internal Revenue Code.
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Subd. 2. Credit. A taxpayer is allowed a credit against the tax imposed by this chapter
for long—term care insurance policy premiums paid during the tax year. The credit for each
policy equals the lesser of (1) 25 percent of premiums paid to the extent not deducted in deter-
mining federal taxable income; or (2) $100. A taxpayer may claim a credit for only one
policy for each qualified beneficiary. Only one credit may be claimed by any taxpayer for
each policy. The maximum total credit allowed per year is $200 for married couples filing
joint returns and $100 for all other filers. For a nonresident or part—year resident, the credit
determined under this section must be allocated based on the percentage calculated under
section 290.06, subdivision 2c, paragraph (e).

History: 1997 c 231 art5s7

NOTE: This section, as added by Laws 1997, chapter 231, article 5, section 7, is effective for taxable years beginning after
December 31, 1998. Laws 1997, chapter 231, article 5, section 20.

290.0673 JOB TRAINING PROGRAM CREDIT.

Subdivision 1. Credit allowed. (a) A credit is allowed against the tax imposed by sec-
tion 290.06, subdivision 1, cqual to the sum of:

(1) placement fees paid to a job training program upon hiring a qualified graduate of the
program; and

(2) retention fees paid to a job training program for retention of a qualified graduate of
the program.

(b) The maximum placement fee qualifying for a credit under this section is $8,000 per
qualified graduate in the year hired. The maximum retention fee qualifying for a credit under
this section is $6,000 per qualified graduate retained as an employee per year. Only retention
fees paid in the second and third years after the qualified graduate is hired qualify for the
credit.

(c) A credit is allowed only up to the dollar amount of certificates, issued under subdivi-
sion 4, and provided by the job training program to the taxpayer.

Subd. 2. Qualified job training program. (a) To qualify for credits under this section,
a job training program must satisfy the following requirements:

(1) It must be operated by a nonprofit corporation that qualifies under section 501(c)(3)
of the Internal Revenue Code.

(2) The organization must spend at least $5,000 per graduate of the program.

(3) The program must provide education and training in:

(i) basic skills, such as reading, writing, mathematics, and communications;

(ii) thinking skills, such as reasoning, creative thinking, decision making, and problem
solving; and

(iii) personal qualities, such as responsibility, self-esteem, self-management, honesty,
and integrity.

(4) The program must provide income supplements, when needed, to participants for
housing, counseling, tuition, and other basic needs.

(5) The education and training course must last for at least six months.

(6) Individuals served by the program must:

(i) be 18 years old or older;

(ii) have had federal adjusted gross income of no more than $10,000 per year in the last
two years;

(iii) have assets of no more than $5,000, excluding the value of a homestead; and

(iv) not have been claimed as a dependent on the federal tax return of another person in
the previous taxable year.

(7) The program must charge placement and retention fees that exceed the amount of
credit certificates provided to the employer by at least 20 percent.

(b) The program must be certified by the commissioner of children, families, and learn-
ing as meeting the requirements of this subdivision.

Subd. 3. Qualified graduate. A qualified graduate is a graduate of a job training pro-
gram qualifying under subdivision 1, who is placed in a job in Minnesota that pays at least $9
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per hour or its equivalent. To qualify for a credit under this section for a retention fee, a job in
which the graduate is retained must pay at least $10 per hour at the end for the first and second
years of employment. A business, other than the business that originally hired the graduate,
may pay a retention fee for the graduate and qualify for the credit.

Subd. 4. Duties of program. (a) Each program certified by the commissioner under

subdivision 2 must comply with the requirements of this subdivision.

(b) Each program must maintain records for each graduate for which the program pro-

vides a credit certificate to an employer. These records must include information sufficient to
verify the graduate’s eligibility under this section, identify the employer, describe the job in-
cluding its compensation rate and benefits, and determine the amount of placement and
retention fees received.

(c) Each program must report to the commissioner of revenue by January 1, 1999, and

by January 1, 2001, onits use of the credit. Each report must include, at least, information on:

(1) the number of graduates placed;
(2) demographic information on the graduates;
(3) the types of position in which each graduate is placed, including compensation in-

formation;

(4) the tenure of each graduate at the placed position or in other jobs;

(5) the amount of employer fees paid to the program;

(6) the amount of money raised by the program from other sources; and

(7) the types and sizes of employers with which graduates have been placed and re-

tained.

(d) The commissioner shall compile and summarize this information and report to the

legislature by February 15, 1999, and February 15, 2001.

Subd. 5. Issuance of credit certificates. (a) The total amount of credits under this sec-

tion is limited to $1,200,000 for taxable years beginning after December31, 1996, and before
January 1, 2002. The commissioner may issue under paragraph (b) no more than the speci-
fied amount of certificates for taxable years beginning during each calendar year:

1997 $100,000
1998 $200,000
1999 $300,000
2000 $300,000
2001 $300,000

Unused certificates for a taxable year carry over and may be used for a later taxable year,

regardless of when issued by the commissioner.

(b) Upon application, the commissioner of children, families, and learning shall issue

certificates to job training programs, certified under subdivision 2, up to the dollar amount
available for the taxable year. The certificates must be in a dollar amount that is no greater
than the dollar amount applied for, and reflects the commissioner’s estimate of the job train-
ing program’s projected fees for placements and retentions of qualifying graduates. The
commissioner shall issue the certificates in the order in which applications are received until
the available authority has been issued.

(c) To the extent available, the job training program must provide to employers of its

qualified graduates certificates issued by the commissioner of children, families, and learn-
ing under this subdivision.

Subd. 6. Nonrefundable. The taxpayer must use the tax credit for the taxable year in

which the certificate is issued to the employer. The credit for the taxable year may not exceed
the liability for tax under section 290.06, subdivision 1, for the taxable year, before reduction
by the nonrefundable credits allowed under this chapter.

Subd. 7. Manner of claiming. The commissioner shall prescribe the manner in which

the credit may be claimed. This may include allowing the credit only as a separately pro-
cessed claim for a refund.

Subd. 8. Expiration. This section expires effective for taxable years beginning after

December 31, 2001.

History: 1997 c 231 art5s8
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290.0674 MINNESOTA EDUCATION CREDIT.

Subdivision 1. Credit allowed. An individual is allowed a credit against the tax im-
posed by this chapter in an amount equal to the amount paid for education-related expenses
for a dependent in kindergarten through grade 12. For purposes of this section, “education—

related expenses” means:

(1) fees or tuition for instruction by an instructor under section 120.101, subdivision 7,
clause (1), (2), (3), (4), or (5), for instruction outside the regular school day or school year,
including tutoring, driver’s education taken as part of school curriculum, or summer camps,
in grade or age appropriate curricula that supplement curricula and instruction available dur-
ing the regular school year, that assists a dependent to improve knowledge of core curriculum
areas or to expand knowledge and skills under the graduation rule under section 121.11, sub-
division 7c, and that do not include the teaching of religious tenets, doctrines, or worship, the

purpose of which is to instill such tenets, doctrines, or worship;

(2) expenses for textbooks, including books and other instructional materials and
equipment used in elementary and secondary schools in teaching only those subjects legally
and commonly taught in public elementary and secondary schools in this state. “Textbooks”
does not include instructional books and materials used in the teaching of religious tenets,
doctrines, or worship, the purpose of which is to instill such tenets, doctrines, or worship, nor
does it include books or materials for extracurricular activities including sporting events,

musical or dramatic events, speech activities, driver’s education, or similar programs;

(3) a maximum expense of $200 per family for personal computer hardware, excluding
single purpose processors, and educational software that assists a dependent to improve
knowledge of core curriculum areas or to expand knowledge and skills under the graduation
rule under section 121.11, subdivision 7c, purchased for use in the taxpayer’s home and not
used in a trade or business regardless of whether the computer is required by the dependent’s

school; and

(4) the amount paid to others for transportation of a dependent attending an elementary
or secondary school situated in Minnesota, North Dakota, South Dakota, Iowa, or Wiscon-
sin, wherein a resident of this state may legally fulfill the state’s compulsory attendance laws,
whichis not operated for profit, and which adheres to the provisions of the Civil Rights Act of

1964 and chapter 363.

Subd. 2. Limitations. (a) For claimants with income not greater than $33,500, the max-
imum credit allowed is $1,000 per child and $2,000 per family. No credit is allowed for
education—related expenses for claimants with income greater than $33,500. For purposes of
this section “income” has the meaning given in section 290.067, subdivision 2a. In the case of

a married claimant, a credit is not allowed unless a joint income tax return is filed.

(b) For a nonresident or part—year resident, the credit determined under subdivision 1
and the maximum credit amount in paragraph (a) must be allocated using the percentage cal-

culated in section 290.06, subdivision 2c, paragraph (e).

Subd. 3. Reduction by alternative minimum tax liability. The amount of the credit
allowed must be reduced by the amount of the taxpayer’s liability under section 290.091,
determined before the credit allowed by this section is subtracted from regular tax liability.

Subd. 4. Credit to be refundable. If the amount of credit that the claimant is eligible to
receive under this section exceeds the claimant’s tax liability under this chapter, the commis-

sioner shall refund the excess to the claimant.

Subd. 5. Appropriation. An amount sufficient to pay the refunds required by this sec-

tion is appropriated to the commissioner from the general fund.

History: 1Sp1997 c4art 1353

NOTE: This section, as added by Laws 1997, First Special Session chapter 4, article 13, section 3, is effective for tax years
beginning after December 31, 1997, if on the basis of the November 1997 forecast of general revenues and expenditures, the com-
missioner of finance determines that there will be positive unrestricted budgetary general fund balance at the close of the biennium
after taking into account the costs of sections 290.01, subdivision 19b, 290.0671, subdivision 1, and 290.0674, as amended and
added by Laws 1997, First Special Session chapter 4, article 13, sections 1 to 3, after meeting the requirements of section 16A.152,

subdivision 2, clause (a). Laws 1997, First Special Session chapter 4, article 13, section 5.
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290.068 CREDIT FOR INCREASING RESEARCH ACTIVITIES.

Subdivision 1. Credit allowed. A corporation, other than a corporation treated as an
“S” corporation under section 290.9725, is allowed a credit against the portion of the fran-
chise tax computed under section 290.06, subdivision 1, for the taxable year equal to:

(a) 5 percent of the first $2,000,000 of the excess (if any) of
(1) the qualified research expenses for the taxable year, over
(2) the base amount; and

(b) 2.5 percent on all of such excess expenses over $2,000,000.

[For text of subds 2 to 5, see M.S.1996]
History: 1997 c 231 art6 s 13

290.091 ALTERNATIVE MINIMUM TAX ON PREFERENCE ITEMS.
[For text of subds 1 to 5, see M.S.1996]

Subd. 6. Credit for prior years’ liability. (a) A credit is allowed against the tax im-
posed by this chapter on individuals, trusts, and estates equal to the minimum tax credit for
the taxable year. The minimum tax credit equals the adjusted net minimum tax for taxable
years beginning after December 31, 1988, reduced by the minimum tax credits allowed in a
prior taxable year. The credit may not exceed the excess (if any) for the taxable year of

(1) the regular tax, over

(2) the greater of (i) the tentative alternative minimum tax, or (ii) zero.

(b) The adjusted net minimum tax for a taxable year equals the lesser of the net mini-
mum tax or the excess (if any) of

(1) the tentative minimum tax, over

(2) seven percent of the sum of

(i) adjusted gross income as defined in section 62 of the Internal Revenue Code,

(ii) interest income as defined in section 290.01, subdivision 19a, clause (1),

(iii) interest on specified private activity bonds, as defined in section 57(a)(5) of the In-
ternal Revenue Code, to the extent not included under clause (ii),

(iv) depletion as defined in section 57(a)(1), determined without regard to the last sen-
tence of paragraph (1), of the Internal Revenue Code, less

(v) the deductions provided in subdivision 2, paragraph (a), clauses (1), (2), and (3) of
the second series of clauses, and

(vi) the exemption amount determined under subdivision 3.

In the case of an individual who is not a Minnesota resident for the entire year, adjusted
net minimum tax must be multiplied by the fraction defined in section 290.06, subdivision
2c¢, paragraph (). In the case of a trust or estate, adjusted net minimum tax must be multiplied
by the fraction defined under subdivision 4, paragraph (b).

History: 1997 ¢ 7 art 1 s 120

290.0922 MINIMUM FEE; CORPORATIONS; PARTNERSHIPS.

Subdivision 1. Imposition. (a) In addition to the tax imposed by this chapter without
regard to this section, the franchise tax imposed on a corporation required to file under sec-
tion 289A.08, subdivision 3, other than a corporation treated as an “‘S” corporation under sec-
tion 290.9725 for the taxable year includes a tax equal to the following amounts:

If the sum of the corporation’s
Minnesota property, payrolls, and sales

or receipts 1s: the tax equals:
less than $500,000
$ 500,000 to $ 999,999 $ 100
$ 1,000,000 to $ 4,999,999 $ 300
$ 5,000,000 to $ 9,999,999 $1,000
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$10,000,000 to $19,999,999 $2,000
$20,000,000 or more $5,000

(b) A tax is imposed for each taxable year on a corporation required to file a return under
section 289A.12, subdivision 3, that is treated as an “S” corporation under section 290.9725
and on a partnership required to file a return under section 289A.12, subdivision 3, other than
a partnership that derives over 80 percent of its income from farming. The tax imposed under
this paragraph is due on or before the due date of the return for the taxpayer due under section
289A.18, subdivision 1. The commissioner shall prescribe the return to be used for payment
of this tax. The tax under this paragraph is equal to the following amounts:

If the sum of the S corporation’s or partnership’s
Minnesota property, payrolls, and sales

or receipts is: the tax equals:
less than $500,000 $ 0
$ 500,000 to $ 999,999 $ 100
$ 1,000,000 to $ 4,999,999 $ 300
$ 5,000,000 to $ 9,999,999 $1,000
$10,000,000 to $19,999,999 $2,000
$20,000,000 or more $5,000

[For text of subds 2 to 4, see M.S.1996]
History: 1997 ¢ 231 art 6 s 14

290.095 OPERATING LOSS DEDUCTION.
[For text of subds 1 to 2, see M.S.1996]

Subd. 3. Carryover. (a) A net operating loss incurred in a taxable year: (i) beginning
after December 31, 1986, shall be a net operating loss carryover to each of the 15 taxable
years following the taxable year of such loss; (ii) beginning before January 1, 1987, shall be a
net operating loss carryover to each of the five taxable years following the taxable year of
such loss subject to the provisions of Minnesota Statutes 1986, section 290.095; and (iii) be-
ginning before January 1, 1987, shall be a net operating loss carryback to each of the three
taxable years preceding the loss year subject to the provisions of Minnesota Statutes 1986,
section 290.095.

(b) The entire amount of the net operating loss for any taxable year shall be carried to the
earliest of the taxable years to which such loss may be carried. The portion of such loss which
shall be carried to each of the other taxable years shall be the excess, if any, of the amount of
such loss over the sum of the taxable net income, adjusted by the modifications specified in
subdivision 4, for each of the taxable years to which such loss may be carried.

(c) Where a corporation does business both within and without Minnesota, and appor-
tions its income under the provisions of section 290.191, the net operating loss deduction
incurred in any taxable year shall be allowed to the extent of the apportionment ratio of the
loss year.

(d) The provisions of sections 381, 382, and 384 of the Internal Revenue Code apply to
carryovers in certain corporate acquisitions and special limitations on net operating loss car-
ryovers. The limitation amount determined under section 382 shall be applied to net income,
before apportionment, in each post change year to which a loss is carried.

[For text of subds 4 to 11, see M.S.1996]
History: 1997 c 84 art2s2

290.17 GROSS INCOME, ALLOCATION TO STATE.

Subdivision 1. Scope of allocation rules. (a) The income of resident individuals is not
subject to allocation outside this state. The allocation rules apply to nonresident individuals,
estates, trusts, nonresident partners of partnerships, nonresident shareholders of corpora-
tions treated as “S” corporations under section 290.9725, and all corporations not having
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such an election in effect. If a partnership or corporation would not otherwise be subject to
the allocation rules, but conducts a trade or business that is part of a unitary business involv-
ing another legal entity that is subject to the allocation rules, the partnership or corporation is
subject to the allocation rules.

(b) Expenses, losses, and other deductions (referred to collectively in this paragraph as
“deductions”) must be allocated along with the item or class of gross income to which they
are definitely related for purposes of assignment under this section or apportionment under
section 290.191, 290.20, 290.35, or 290.36. Deductions not definitely related to any item or
class of gross income are assigned to the taxpayer’s domicile.

(c) In the case of an individual who is a resident for only part of a taxable year, the indi-
vidual’s income, gains, losses, and deductions from the distributive share of a partnership, S
corporation, trust, or estate are not subject to allocation outside this state to the extent of the
distributive share multiplied by aratio, the numerator of which is the number of days the indi-
vidual was a resident of this state during the tax year of the partnership, S corporation, trust,
or estate, and the denominator of which is the number of days in the taxable year of the part-
nership, S corporation, trust, or estate.

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

(a)(1) Subject to paragraphs (a)(2) and (a)(3), income from labor or personal or profes-
sional services is assigned to this state if, and to the extent that, the labor or services are per-
formed within it; all other income from such sources is treated as income from sources with-
out this state.

Severance pay shall be considered income from labor or personal or professional ser-
vices.

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

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

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

(3) For purposes of this section, amounts received by a nonresident as “retirement in-
come” as defined in section (b)(1) of the State Income Taxation of Pension Income Act, Pub-
lic Law Number 104-95, are not considered income derived from carrying on a trade or busi-
ness or from performing personal or professional services in Minnesota, and are not taxable
under this chapter.

(b) Income or gains from tangible property located in this state that is not employed in
the business of the recipient of the income or gains must be assigned to this state.

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

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

which the partnership interest was sold.

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

Minnesota under subdivision 3.

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

employee for the employer in that year.

(d) Income from winnings on Minnesota pari—mutuel betting tickets, the Minnesota
state lottery, and lawful gambling as defined in section 349.12, subdivision 24, conducted

within the boundaries of the state of Minnesota shall be assigned to this state.

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

[For text of subd 3, see M.S.1996]

Subd. 4. Unitary business principle. (a) If a trade or business conducted wholly within
this state or partly within and partly without this state is part of a unitary business, the entire
income of the unitary business is subject to apportionment pursuant to section 290.191. Not-
withstanding subdivision 2, paragraph (c), none of the income of a unitary business is consid-
ered to be derived from any particular source and none may be allocated to a particular place
except as provided by the applicable apportionment formula. The provisions of this subdivi-
sion do not apply to farm income subject to subdivision 5, paragraph (a), business income
subject to subdivision 5, paragraph (b) or (c), income of an insurance company determined
under section 290.35, or income of an investment company determined under section

290.36.

(b) The term “unitary business” means business activities or operations which are of
mutual benefit, dependent upon, or contributory to one another, individually or as a group.
The term may be applied within a single legal entity or between multiple entities and without

regard to whether each entity is a corporation, a partnership or a trust.

(c) Unity is presumed whenever there is unity of ownership, operation, and use, evi-
denced by centralized management or executive force, centralized purchasing, advertising,
accounting, or other ¢ontrolled interaction, but the absence of these centralized activities will

not necessarily evidence a nonunitary business.

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

unless it can be shown to the contrary.

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

60A.077.

(f) The net income and apportionment factors under section 290.191 or 290.20 of for-
eign corporations and other foreign entities which are part of a unitary business shall not be
included in the net income or the apportionment factors of the unitary business. A foreign
corporation or other foreign entity which is required to file a return under this chapter shall
file on a separate return basis. The net income and apportionment factors under section
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290.191 or 290.20 of foreign operating corporations shall not be included in the net income
or the apportionment factors of the unitary business except as provided in paragraph (g).

(g) The adjusted net income of a foreign operating corporation shall be deemed to be

paid as a dividend on the last day of its taxable year to each shareholder thereof, in proportion
to each shareholder’s ownership, with which such corporation is engaged in a unitary busi-
ness. Such deemed dividend shall be treated as a dividend under section 290.21, subdivision

Dividends actually paid by a foreign operating corporation to a corporate shareholder

which is a member of the same unitary business as the foreign operating corporation shall be
eliminated from the net income of the unitary business in preparing a combined report for the
unitary business. The adjusted net income of a foreign operating corporation shall be its net
income adjusted as follows:

(1) any taxes paid or accrued to a foreign country, the commonwealth of Puerto Rico, or

a United States possession or political subdivision of any of the foregoing shall be a deduc-
tion; and

(2) the subtraction from federal taxable income for payments received from foreign cor-

porations or foreign operating corporations under section 290.01, subdivision 19d, clause
(11), shall not be allowed.

If a foreign operating corporation incurs a net loss, neither income nor deduction from

that corporation shall be included in determining the net income of the unitary business.

(h) For purposes of determining the net income of a unitary business and the factors to

be used in the apportionment of net income pursuant to section 290.191 or 290.20, there must
be included only the income and apportionment factors of domestic corporations or other
domestic entities other than foreign operating corporations that are determined to be part of
the unitary business pursuant to this subdivision, notwithstanding that foreign corporations
or other foreign entities might be included in the unitary business.

(i) Deductions for expenses, interest, or taxes otherwise allowable under this chapter

that are connected with or allocable against dividends, deemed dividends described in para-
graph (g), or royalties, fees, or other like income described in section 290.01, subdivision
19d, clause (11), shall not be disallowed.

(j) Each corporation or other entity that is part of a unitary business must file combined

reports as the commissioner determines. On the reports, all intercompany transactions be-
tween entities included pursuant to paragraph (h) must be eliminated and the entire net in-
come of the unitary business determined in accordance with this subdivision is apportioned
among the entities by using each entity’s Minnesota factors for apportionment purposes in
the numerators of the apportionment formula and the total factors for apportionment pur-
poses of all entities included pursuant to paragraph (h) in the denominators of the apportion-
ment formula.

(k) If a corporation has been divested from a unitary business and is included in a com-

bined report for a fractional part of the common accounting period of the combined report:

(1) its income includable in the combined report is its income incurred for that part of

the year determined by proration or separate accounting; and

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

rated or accounted for separately.

[For text of subds 5 and 6, see M.S.1996]

History: 1997 c 31 art1516; 1997 c84 art2s3; 1997 c231 art6s15; art 155 16

290.171 ENACTMENT OF MULTISTATE TAX COMPACT.

The “multistate tax compact” is hereby enacted into law to the extent provided in this

section and entered into with all jurisdictions legally j _|ommg therein, in the form substantially
as follows:
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Article 1. Purposes.

The purposes of this compact are to:

1. Facilitate proper determination of state and local tax liability of multistate taxpayers,
including the equitable apportionment of tax bases and settlement of apportionment dis-
putes.

2. Promote uniformity or compatibility in significant components of tax systems.

3. Facilitate taxpayer convenience and compliance in the filing of tax returns and in oth-
er phases of tax administration.

4. Avoid duplicative taxation.

Article II. Definitions.

As used in this compact:

1. “State” means a state of the United States, the District of Columbia, the Common-
wealth of Puerto Rico, or any territory or possession of the United States.

2. “Subdivision” means any governmental unit or special district of a state.

3. “Taxpayer” means any corporation, partnership, firm, association, governmental unit
or agency or person acting as a business entity in more than one state.

4. “Income tax” means a tax imposed on or measured by net income including any tax
imposed on or measured by an amount arrived at by deducting expenses from gross income,
one or more forms of which expenses are not specifically and directly related to particular
transactions.

5. “Capital stock tax” means a tax measured in any way by the capital of a corporation
considered in its entirety.

6. “Gross receipts tax” ineans a tax, other than a sales tax, which is imposed on or mea-
sured by the gross volume of business, in terms of gross receipts or in other terms, and in the
determination of which no deduction is allowed which would constitute the tax an income
tax.

7. “Sales tax” means a tax imposed with respect to the transfer for a consideration of
ownership, possession or custody of tangible personal property or the rendering of services
measured by the price of the tangible personal property transferred or services rendered and
which is required by state or local law to be separately stated from the sales price by the seller,
or which is customarily separately stated from the sales price, but does not include a tax im-
posed exclusively on the sale of a specifically identified commodity or article or class of
commodities or articles.

8. “Use tax” means a nonrecurring tax, other than a sales tax, which (a) is imposed on or
with respect to the exercise or enjoyment of any right or power over tangible personal proper-
ty incident to the ownership, possession or custody of that property or the leasing of that
property from another including any consumption, keeping, retention, or other use of tangi-
ble personal property and (b) is complementary to a sales tax.

9. “Tax” means an income tax, capital stock tax, gross receipts tax, sales tax, use tax, and
any other tax which has a multistate impact, except that the provisions of article V of this
compact shall apply only to the taxes specifically designated therein.

Atrticle III. Elements of Income Tax Laws.
Atrticle IV. Division of Income.

Article V. Elements of Sales and Use Tax Laws.
Tax Credit.

1. Each purchaser liable for a use tax on tangible personal property shall be entitled to
full credit for the combined amount or amounts of legally imposed sales or use taxes paid by
him with respect to the same property to another state and any subdivision thereof. The credit
shall be applied first against the amount of any use tax due the state, and any unused portion
of the credit shall then be applied against the amount of any use tax due a subdivision.
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2. Whenever a vendor receives and accepts in good faith from a purchaser a resale or
other exemption certificate or other written evidence of exemption authorized by the ap-
propriate state or subdivision taxing authority, the vendor shall be relieved of liability for a
sales or use tax with respect to the transaction.

Article V1. The Commission.
Organization and Management,

1. (a) The multistate tax commission is hereby established. It shall be composed of one
“member” from each party state who shall be the head of the state agency charged with the
administration of the types of taxes to which this compact applies. If there is more than one
such agency the state shall provide by law for the selection of the commission member from
the heads of the relevant agencies. State law may provide that a member of the commission
be represented by an alternate but only if there is on file with the commission written notifica-
tion of the designation and identity of the alternate. The attorney general of each party state or
his designee, or other counsel if the laws of the party state specifically provide, shall be en-
titled to attend the meetings of the commission, but shall not vote. Such attorneys general,
designees, or other counsel shall receive all notices of meetings required under paragraph
1(e) of this article.

(b) Each party state shall provide by law for the selection of representatives from its
subdivisions affected by this compact to consult with the commission member from that
state.

(c) Each member shall be entitied to one vote. The commission shall not act unless a
majority of the members are present, and no action shall be binding unless approved by a
majority of the total number of members.

(d) The commission shall adopt an official seal to be used as it may provide.

(e) The commission shall hold an annual meeting and such other regular meetings as its
bylaws may provide and such special meetings as its executive committee may determine.
The commission bylaws shall specify the dates of the annual and any other regular meetings,
and shall provide for the giving of notice of annual, regular and special meetings. Notices of
special meetings shall include the reasons therefor and an agenda of the items to be consid-
ered.

(f) The commission shall elect annually, from among its members, a chairman, a vice—
chairman and a treasurer. The commission shall appoint an executive director who shall
serve at its pleasure, and it shall fix his duties and compensation. The executive director shall
be secretary of the commission. The commission shall make provision for the bonding of
such of its officers and employees as it may deem appropriate.

(g) Irrespective of the civil service, personnel or other merit system laws of any party
state, the executive director shall appoint or discharge such personnel as may be necessary
for the performance of the functions of the commission and shall fix their duties and com-
pensation. The commission bylaws shall provide for personnel policies and programs.

(h) The commission may borrow, accept or contract for the services of personnel from
any state, the United States, or any other governmental entity.

(i) The commission may accept for any of its purposes and functions any and all dona-
tions and grants of money, equipment, supplies, materials and services, conditional or other-
wise, from any governmental entity, and may utilize and dispose of the same.

(§) The commission may establish one or more offices for the transacting of its business.

(k) The commission shall adopt bylaws for the conduct of its business. The commission
shall publish its bylaws in convenient form, and shall file a copy of the bylaws and any
amendments thereto with the appropriate agency or officer in each of the party states.

(1) The commission annually shall make to the governor of each party state a report cov-
ering its activities for the preceding year. Any donation or grant accepted by the commission
or services borrowed shall be reported in the annual report of the commission, and shall in-
clude the nature, amount and conditions, if any, of the donation, gift, grant or services bor-
rowed and the identity of the donor or lender. The commission may make additional reports
as it may deem desirable.
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Committees.

2. (a) To assist in the conduct of its business when the full commission is not meeting,
the commission shall have an executive committee of seven members, including the chair-
man, vice chairman, treasurer and four other members elected annually by the commission.
The executive committee, subject to the provisions of this compact and consistent with the
policies of the commission, shall function as provided in the bylaws of the commission.

(b) The commission may establish advisory and technical committees, membership on
which may include private persons and public officials, in furthering any of its activities.
Such committees may consider any matter of concem to the commission, including prob-
lems of special interest to any party state and problems dealing with particular types of taxes.

(c) The commission may establish such additional committees as its bylaws may pro-
vide.
Powers.
3.Inaddition to powers conferred elsewhere in this compact, the commission shall have
power to:
(a) Study state and local tax systems and particular types of state and local taxes.

(b) Develop and recommend proposals for an increase in uniformity or compatibility of
state and local tax laws with a view toward encouraging the simplification and improvement
of state and local tax law and administration.

(c) Compile and publish information as in its judgment would assist the party states in
implementation of the compact and taxpayers in complying with state and local tax laws.

(d) Do all things necessary and incidental to the administration of its functions pursuant
to this compact.
Finance.

4. (a) The commission shall submit to the governor or designated officer or officers of
each party state a budget of its estimated expenditures for such period as may be required by
the laws of that state for presentation to the legislature thereof.

(b) Each of the commission’s budgets of estimated expenditures shall contain specific
recommendations of the amounts to be appropriated by each of the party states. The total
amount of appropriations requested under any such budget shall be apportioned among the
party states as follows: one-tenth in equal shares; and the remainder in proportion to the
amount of revenue collected by each party state and its subdivisions from income taxes, capi-
tal stock taxes, gross receipts taxes, sales and use taxes. In determining such amounts, the
commission shall employ such available public sources of information as, in its judgment,
present the most equitable and accurate comparisons among the party states. Each of the
commission’s budgets of estimated expenditures and requests for appropriations shall indi-
cate the sources used in obtaining information employed in applying the formula contained
in this paragraph. ‘

(c) The commission shall not pledge the credit of any party state. The commission may
meet any of its obligations in whole or in part with funds available to it under paragraph 1(i)
of this article, provided that the commission takes specific action setting aside such funds
prior to incurring any obligation to be met in whole or in part in such manner. Except where
the commission makes use of funds available to it under paragraph 1(i), the commission shall
not incur any obligation prior to the allotment of funds by the party states adequate to meet
the same.

(d) The commission shall keep accurate accounts of all receipts and disbursements. The
receipts and disbursements of the commission shall be subject to the audit and accounting
procedures established under its bylaws. All receipts and disbursements of funds handled by
the commission shall be audited yearly by a certified or licensed public accountant and the
report of the audit shall be included in and become part of the annual report of the commis-
sion.

(e) The accounts of the commission shall be open at any reasonable time for inspection
by duly constituted officers of the party states and by any persons authorized by the commis-
sion.
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(f) Nothing contained in this article shall be construed to prevent commission com-
pliance with laws relating to audit or inspection of accounts by or on behalf of any govern-
ment contributing to the support of the commission.

Article VIIL. Uniform Regulations and Forms.

1. Whenever any two or more party states, or subdivisions of party states, have uniform
or similar provisions of law relating to an income tax, capital stock tax, gross receipts tax,
sales or use tax, the commission may adopt uniform regulations for any phase of the adminis-
tration of such law, including assertion of jurisdiction to tax, or prescribing uniform tax
forms.

2. Prior to the adoption of any regulation, the commission shall:

(a) As provided in its bylaws, hold at least one public hearing on due notice to all af-
fected party states and subdivisions thereof and to all taxpayers and other persons who have
made timely request of the commission for advance notice of its regulation—making proceed-
ings.

(b) Afford all affected party states and subdivisions and interested persons an opportu-
nity to submit relevant written data and views, which shall be considered fully by the com-
mission.

3. The commission shall submit any regulations adopted by it to the appropriate offi-
cials of all party states and subdivisions to which they might apply. Each such state and subdi-
vision shall consider any such regulation for adoption in accordance with its own laws and
procedures.

Article VIIL. Interstate Audits.

1. Any party state or subdivision thereof desiring to make or participate in an audit of
any accounts, books, papers, records or other documents may request the commission to per-
form the audit on its behalf. In responding to the request, the commission shall have access to
and may examine, at any reasonable time, such accounts, books, papers, records, and other
documents and any relevant property or stock of merchandise. The commission may enter
into agreements with party states or their subdivisions for assistance in performance of the
audit. The commission shall make charges, to be paid by the state or local government or
governments for which it performs the service, for any audits performed by it in order to re-
imburse itself for the actual costs incurred in making the audit.

2. The commission may require the attendance of any person within the state where it is
conducting an audit or part thereof at a time and place fixed by it within such state for the
purpose of giving testimony with respect to any account, book, paper, document, other rec-
ord, property or stock of merchandise being examined in connection with the audit. If the
person is not within the jurisdiction, he may be required to attend for such purpose at any time
and place fixed by the commission within the state of which he is a resident, provided that
such state has adopted this article.

3. The commission may apply to any court having power to issue compulsory process
for orders in aid of its powers and responsibilities pursuant to this article and any and all such
courts shall have jurisdiction to issue such orders. Failure of any person to obey any such
order shall be punishable as contempt of the issuing court. If the party or subject matter on
account of which the commission seeks an order is within the jurisdiction of the court to
which application is made, such application may be to a court in the state or subdivision on
behalf of which the audit is being made or a court in the state in which the object of the order
being sought is situated. The provisions of this paragraph apply only to courts in a state that
has adopted this article.

4. The commission may decline to perform any audit requested if it finds that its avail-
able personnel or other resources are insufficient for the purpose or that, in the terms re-
quested, the audit is impracticable of satisfactory performance. If the commission, on the ba-
sis of its experience, has reason to believe that an audit of a particular taxpayer, either at a
particular time or on a particular schedule, would be of interest to a number of party states or
their subdivisions, it may offer to make the audit or audits, the offer to be contingent on suffi-
cient participation therein as determined by the commission.
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5. Information obtained by any audit pursuant to this article shall be confidential and
available only for tax purposes to party states, their subdivisions or the United States. Avail-
ability of information shall be in accordance with the laws of the states or subdivisions on
whose account the commission performs the audit, and only through the appropriate agen-
cies or officers of such states or subdivisions. Nothing in this article shall be construed to
require any taxpayer to keep records for any period not otherwise required by law.

6. Other arrangements made or authorized pursuant to law for cooperative audit by or on
behalf of the party states or any of their subdivisions are not superseded or invalidated by this
article.

7. In no event shall the commission make any charge against a taxpayer for an audit.

8. As used in this article, “tax,” in addition to the meaning ascribed to it in article II,
means any tax or license fee imposed in whole or in part for revenue purposes.

Article IX. Arbitration.

1. Whenever the commission finds a need for settling disputes concerning apportion-
ments and allocations by arbitration, it may adopt a regulation placing this article in effect,
notwithstanding the provisions of article VIL

2. The commission shall select and maintain an arbitration panel composed of officers
and employees of state and local governments and private persons who shall be knowledge-
able and experienced in matters of tax law and administration.

3. Whenever the laws of the party states or subdivisions thereof are substantially identi-
cal with the relevant provisions of this chapter, the taxpayer, by written notice to the commis-
sion and to each party state or subdivision thereof that would be affected, may secure arbitra-
tion of an apportionment or allocation, if he is dissatisfied with the final administrative deter-
mination of the tax agency of the state or subdivision with respect thereto on the ground that it
would subject him to double or multiple taxation by two or more party states or subdivisions
thereof. Each party state and subdivision thereof hereby consents to the arbitration as pro-
vided herein, and agrees to be bound thereby.

4. The arbitration board shall be composed of one person selected by the taxpayer, one
by the agency or agencies involved, and one member of the commission’s arbitration panel.
If the agencies involved are unable to agree on the person to be selected by them, such person
shall be selected by lot from the total membership of the arbitration panel. The two persons
selected for the board in the manner provided by the foregoing provisions of this paragraph
shall jointly select the third member of the board. If they are unable to agree on the selection,
the third member shall be selected by lot from among the total membership of the arbitration
panel. No member of a board selected by lot shall be qualified to serve if he is an officer or
employee or is otherwise affiliated with any party to the arbitration proceeding. Residence
within the jurisdiction of a party to the arbitration proceeding shall not constitute affiliation
within the meaning of this paragraph.

5.Theboard may sitin any state or subdivision party to the proceeding, in the state of the
taxpayer’s incorporation, residence or domicile, in any state where the taxpayer does busi-
ness, or in any place that it finds most appropriate for gaining access to evidence relevant to
the matter before it.

6. The board shall give due notice of the times and places of its hearings. The parties
shall be entitled to be heard, to present evidence, and to examine and cross—examine wit-
nesses. The board shall act by majority vote.

7. The board shall have power to administer oaths, take testimony, subpoena and require
the attendance of witnesses and the production of accounts, books, papers, records, and other
documents, and issue commissions to take testimony. Subpoenas may be signed by any
member of the board. In case of failure to obey a subpoena, and upon application by the
board, any judge of a court of competent jurisdiction of the state in which the board is sitting
or in which the person to whom the subpoena is directed may be found may make an order
requiring compliance with the subpoena, and the court may punish failure to obey the order
as a contempt. The provisions of this paragraph apply only in states that have adopted this
article.
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8. Unless the parties otherwise agree the expenses and other costs of the arbitration shall

be assessed and allocated among the parties by the board in such manner as it may determine.
The commission shall fix a schedule of compensation for members of arbitration boards and
of other allowable expenses and costs. No officer or employee of a state or local government
who serves as a member of a board shall be entitled to compensation therefor unless he is
required on account of his service to forego the regular compensation attaching to his public
employment, but any such board member shall be entitled to expenses.

9. The board shall determine the disputed apportionment or allocation and any matters

necessary thereto. The determinations of the board shall be final for purposes of making the
apportionment or allocation, but for no other purpose.

10. The board shall file with the commission and with each tax agency represented in

the proceeding: the determination of the board; the board’s written statement of its reasons
therefor; the record of the board’s proceedings; and any other documents required by the ar-
bitration rules of the commission to be filed.

11. The commission shall publish the determinations of boards together with the state-

ments of the reasons therefor.

12. The commission shall adopt and publish rules of procedure and practice and shall

file a copy of such rules and of any amendment thereto with the appropriate agency or officer
in each of the party states.

13. Nothing contained herein shall prevent at any time a written compromise of any

matter or matters in dispute, if otherwise lawful, by the parties to the arbitration proceedings.

Article X. Entry Into Force and Withdrawal.
1. This compact shall become effective as to any other state upon its enactment. The

commission shall arrange for notification of all party states whenever there is a new enact-
ment of the compact.

2. Any party state may withdraw from this compact by enacting a statute repealing the

same. No withdrawal shall affect any liability already incurred by or chargeable to a party
state prior to the time of such withdrawal.

3. No proceeding commenced before an arbitration board prior to the withdrawal of a

state and to which the withdrawing state or any subdivision thereof is a party shall be discon-
tinued or terminated by the withdrawal, nor shall the board thereby lose jurisdiction over any
of the parties to the proceeding necessary to make a binding determination therein.

Article XI. Effect on Other Laws and Jurisdictions.
Nothing in this compact shall be construed to:
(a) Affect the power of any state or subdivision thereof to fix rates of taxation.
(b) Apply to any tax or fixed fee imposed for the registration of a motor vehicle or any

tax on motor fuel, other than a sales tax, provided that the definition of “tax” in article VIII 9
may apply for the purposes of that article and the commission’s powers of study and recom-
mendation pursuant to article VI 3 may apply.

(c) Withdraw or limit the jurisdiction of any state or local court or administrative officer

or body with respect to any person, corporation or other entity or subject matter, except to the
extent that such jurisdiction is expressly conferred by or pursuant to this compact upon
another agency or body.

(d) Supersede or limit the jurisdiction of any court of the United States.

Article XII. Construction and Severability.
This compact shall be liberally construed so as to effectuate the purposes thereof. The

provisions of this compact shall be severable and if any phrase, clause, sentence, or provision
of this compact is declared to be contrary to the constitution of any state or of the United
States or the applicability thereof to any government, agency, person or circumstance is held
invalid, the validity of the remainder of this compact and the applicability thereof to any gov-
ernment, agency, person or circumstance shall not be affected thereby. If this compact shall
be held contrary to the constitution of any state participating therein, the compact shall re-

Copyright © 1997 Revisor of Statutes, State of Minnesota. All Rights Reserved.



T RN E S A STATUTES 1997 SUPPLEMENT

290.171  INCOME AND FRANCHISE TAXES 126

main in full force and effect as to the remaining party states and in full force and effect as to
the state affected as to all severable matters.

History: 1997 c 7 art 2 5 49

290.191 APPORTIONMENT OF NET INCOME.
[For text of subds 1 to 3, see M.S.1996]

Subd. 4. Apportionment formula for certain mail order businesses. If the business
of a corporation, partnership, or proprietorship consists exclusively of the selling of tangible
personal property and services in response to orders received by United States mail, tele-
phone, facsimile, or other electronic media, and 99 percent of the taxpayer’s property and
payroll is within Minnesota, then the taxpayer may apportion net income to Minnesota based
solely upon the percentage that the sales made within this state in connection with its trade or
business during the tax period are of the total sales wherever made in connection with the
trade or business during the tax period. Property and payroll factors are disregarded. In deter-
mining eligibility for this subdivision:

(1) the sale not in the ordinary course of business of tangible or intangible assets used in
conducting business activities must be disregarded; and

(2) property and payroll at a distribution center outside of Minnesota are disregarded if
the sole activity at the distribution center is the filling of orders, and no solicitation of orders
occurs at the distribution center.

[For text of subds 5 to 12, see M.S.1996]
History: 1997 c 231 art5s9

290.35 INSURANCE COMPANIES; REPORT OF NET INCOME; COMPUTA-
TION OF AMOUNT OF INCOME ALLOCABLE TO STATE.

[For text of subd 1, see M.S.1996]

Subd. 2. Apportionment of taxable net income. The commissioner shall compute
therefrom the taxable net income of such companies by assigning to this state that proportion
thereof which the gross premiums collected by them during the taxable year from old and
new business within this state bears to the total gross premiums collected by them during that
year from their entire old and new business, including reinsurance premiums; provided, the
commissioner shall add to the taxable net income so apportioned to this state the amount of
any taxes on premiums paid by the company by virtue of any law of this state (other than the
surcharge on premiums imposed by sections 69.54 to 69.56 and the surcharge imposed by
section 168A.40, subdivision 3) which shall have been deducted from gross income by the
company in arriving at its total net income under the provisions of such act of Congress.

(a) For purposes of determining the Minnesota apportionment percentage, premiums
from reinsurance contracts in connection with property in or liability arising out of activity
in, or in connection with the lives or health of Minnesota residents shall be assigned to Min-
nesota and premiums from reinsurance contracts in connection with property in or liability
arising out of activity in, orin connection with the lives or health of non—-Minnesota residents
shall be assigned outside of Minnesota. Reinsurance premiums are presumed to be received
for a Minnesota risk and are assigned to Minnesota, if:

(1) the reinsurance contract is assumed for a company domiciled in Minnesota; and

(2) the taxpayer, upon request of the commissioner, fails to provide reliable records in-
dicating the reinsured contract covered non—-Minnesota risks.
For purposes of this paragraph, “Minnesota risk”” means coverage in connection with proper-
ty in or liability arising out of activity in Minnesota, or in connection with the lives or health
of Minnesota residents.

(b) The apportionment method prescribed by paragraph (a) shall be presumed to fairly
and correctly determine the taxpayer’s taxable net income. If the method prescribed in para-
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graph (a) does not fairly reflect all or any part of taxable net income, the taxpayer may peti-
tion for or the commissioner may require the determination of taxable net income by use of
another method if that method fairly reflects taxable net income. A petition within the mean-
ing of this section must be filed by the taxpayer on such form as the commissioner shall re-
quire.

[For text of subds 3 to 6, see M.S.1996]
History: 1997 c84 art2s4

290.371 NOTICE OF BUSINESS ACTIVITIES REPORT.
[For text of subd 1, see M.S.1996]

Subd. 2. Exemptions. A corporation is not required to file a notice of business activities
report if:

(1) by the end of an accounting period for which it was otherwise required to file a notice
of business activities report under this section, it had received a certificate of authority to do
business in this state;

(2) a timely return has been filed under section 289A.08;

(3) the corporation is exempt from taxation under this chapter pursuant to section
290.05;

(4) the corporation’s activities in Minnesota, or the interests in property which it owns,
consist solely of activities or property exempted from jurisdiction to tax under section
290.015, subdivision 3, paragraph (b); or

(5) the corporation is an “S” corporation under section 290.9725.

[For text of subds 3 and 4, see M.S.1996]
History: 1997 c 231 art6 s 16

290.92 TAX WITHHELD AT SOURCE UPON WAGES; OTHER PAYMENTS.
[For text of subds 1 to 23, see M.S.1996]

Subd. 24. Application for account number. An employer, or person withholding tax
under section 290.923, desiring to engage in business in Minnesota shall file with the com-
missioner an application for a withholding account number on or before the date the employ-
er is required to withhold Minnesota taxes under this section. An application for an account
number must be made upon a form prescribed by the commissioner. It must give the name of
the employer or payor, the location of the place or places of business, the names, addresses
and social security numbers of the owners or partners, or if the employer or payor is a corpo-
ration of the officers, or if the employer or payor is a trust of the trustees, and other informa-
tion the commissioner may require. The application must be filed by the owner if the employ-
er or payor is a natural person; by a member or partner if the employer or payor is an associa-
tion or partnership; by a trustee if the employer or payor be a trust, or by a person authorized
to sign the application if the employer or payor is a corporation.

No fee shall be charged for the application.

The account number is not assignable.
[For text of subds 25 to 29, see M.S.1996]

Subd. 30. Registration; third-party bulk filer. (a) For purposes of this subdivision,
the following terms have the meanings given:

(1) Notwithstanding section 290.01, “person” means an individual, fiduciary, partner-
ship, corporation, limited liability company, association, or other entity organized under the
laws of this state or any other jurisdiction.

(2) “Third—party bulk filer” means a person that collects withholding taxes from more
than one employer for the purpose of filing returns and depositing the withheld taxes with the
commissioner.

Copyright © 1997 Revisor of Statutes, State of Minnesota. All Rights Reserved.



B VITNNESO TA STATUTES 1997 SUPPLEMENT

290.92 INCOME AND FRANCHISE TAXES 128

(b) A person shall not act as a third—party bulk filer unless the person is registered with
the commissioner under this subdivision.

(c) A person may apply to the commissioner, on a form prescribed by the commissioner,
for registration as a third—party bulk filer under this subdivision, and the commissioner shall
grant the application if the application indicates that the person will comply with this subdi-
vision.

(d) A third—party bulk filer must:

(1) keep client funds held for payment of federal or state withholding taxes or other cli-
ent obligations in an account separate from the third—party bulk filer’s own funds;

(2) permit the commissioner to conduct scheduled or unscheduled audits of the third—
party bulk filer’s books and records relating to compliance with this subdivision and fully
cooperate with the audits or, at the discretion of the commissioner, submit an audit conducted
by a certified public accountant;

(3) file returns electronically and make deposits electronically with the commissioner
in compliance with the commissioner’s requirements for electronic filing and depositing;

(4) provide to the commissioner at least monthly, in the form requested by the commis-
sioner, an updated client list that includes at least the name, address, tax identification num-
ber, and federal deposit frequency of each client. The address listed for the client must be the
client’s actual street or post office box address and not the third—party bulk filer’s address;

(5) disclose in writing to prospective clients that:

(i) the third—party bulk filer may invest client funds prior to depositing them with the
commissioner and with the Internal Revenue Service and that earnings from those invest-
ments will be the property of the third—party bulk filer;

(ii) if the third—party bulk filer incurs losses on those investments or uses the client’s
funds for other purposes, the third—party bulk filer will still be liable to the client for the
amounts withheld but will be able to make required tax deposits on behalf of the client only
by using the third—party bulk filer’s own funds or other assets to replace the funds lost
through the investments or used for other purposes; and

(iii) no state or federal agency monitors or assumes any responsibility for the financial
solvency of third—party bulk filers;

(6) timely file all returns and timely make all tax deposits required under its contracts
with its clients;

(7) upon request, provide to the commissioner, within the time specified in the request, a
copy of any contract with a client; and

(8) comply with all other requirements of this section or of rules adopted under this sec-
tion.

(e) When the commissioner sends an order of assessment issued under section 289A.37,
in either paper or electronic form, to a third-party bulk filer regarding a client, the commis-
sioner shall also send a paper copy of the order of assessment to the client.

(f) If the commissioner determines that a required deposit appears not to have been
made, the commissioner shall send a written notice of the delinquency, in electronic or paper
form, to the third—party bulk filer, and a copy to the client as required under paragraph (e).

(g) If the commissioner determines that a required deposit has not been made, and that
continued operation of the third—party bulk filer would present a risk of loss to its clients, the
commissioner may, upon ten business days’ written notice by certified mail to the third—
party bulk filer, suspend the registration of the third—party bulk filer for an indefinite period,
and notify the third—party bulk filer’s clients that the registration has been suspended. A reg-
istration may not be suspended if the failure to make a deposit was caused by the client’s fail-
ure to deposit funds or provide the information necessary to calculate appropriate tax with-
holding payments. The commissioner shall, upon request, provide the third—party bulk filer
with the opportunity for an administrative appeal under section 289A.65, subdivisions 1, 4,
and 10, prior to suspension; the hearing, if any, on the administrative appeal must occur with-
in the ten—day period unless the commissioner, in the commissioner’s sole discretion, agrees
to delay the suspension to permit a later hearing. The 60—day period specified in section
289A.65, subdivision 4, does not apply to a proceeding under this paragraph. Within 30 days
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after the beginning of a suspension under this paragraph, the commissioner may commence a
proceeding to suspend or revoke under paragraph (h); if the commissioner fails to do so, the
suspension under this paragraph terminates.

(h) If the commissioner determines, in compliance with paragraph (i), that a third—party
bulk filer has violated this section without reasonable cause or is no longer eligible for regis-
tration under this subdivision, the commissioner may suspend or revoke the third—party bulk
filer’s registration or may assess a civil penalty upon the third—party bulk filer, not to exceed
$5,000 per violation. A suspension of registration may be for any period of less than six
months and may include conditions for reinstatement. If the commissioner revokes the regis-
tration, the third—party bulk filer may not apply for reregistration for six months after the re-
vocation. If the commissioner suspends or revokes a registration, the commissioner shall
notify the former registrant’s clients that the registration has been suspended or revoked. If
the commissioner assesses a civil penalty, the commissioner shall not notify the third—party
bulk filer’s clients of the assessment.

(i) Prior to a suspension, revocation, or assessment of a civil penalty under paragraph
(h), the commissioner shall first provide 30 days’ written notice to the third—party bulk filer,
specifying the violations and informing the third-party bulk filer that the commissioner in-
tends, based upon those violations, to take action against the third—party bulk filer as per-
mitted under this paragraph and paragraph (h). The notice shall advise the third—party bulk
filer of the right to contest the suspension, revocation, or assessment of a civil penalty and of
the general procedures for a contested case hearing under chapter 14. The notice may be
served personally or by mail in the manner prescribed for service of an order of assessment
issued under section 289A.37. A suspension or revocation of registration under this para-
graph is effective when the commissioner serves a notice of suspension or revocation upon
the third—party bulk filer after 30 days have passed following the date of the notice of intent to
suspend or revoke without the third—party bulk filer requesting a hearing. If a hearing is time-
ly requested and held, the suspension or revocation is effective upon service by the commis-
sioner of an order of suspension or revocation under section 14.62, subdivision 1.

(j) A third—party bulk filer may terminate its registration by written notice to the com-
missioner, but the termination does not affect the commissioner’s authority to begin or con-
tinue a proceeding to take action permitted under paragraph (h). The commissioner shall
notify the third—party bulk filer’s clients of a termination of registration under this paragraph.

(k) The commissioner shall remind employers at least annually, through the depart-
ment’s regular informational publications that it sends to employers, that employers may
telephone the department to determine whether a required filing or deposit has been made by
a third—party bulk filer.

History: /1997 c 31 art1s17; 1997 c 231 art 55 10

290.9725 S CORPORATION.

For purposes of this chapter, the term “S corporation” means any corporation having a
valid election in effect for the taxable year under section 1362 of the Internal Revenue Code,
except that a corporation which either:

(1) is a financial institution to which either section 585 or section 593 of the Internal
Revenue Code applies; or

(2) has a wholly owned subsidiary as described in section 1361(b)(3)(B) of the Internal
Revenue Code which is a financial institution as described above
is not an “S” corporation for the purposes of this chapter. An S corporation shall not be sub-
ject to the taxes imposed by this chapter, except the taxes imposed under sections 290.0922,
290.92, 290.9727, 260.9728, and 290.9729.

History: 1997 c231 art 6 s 17; 1997 ¢ 251 s 13

290.9727 TAX ON CERTAIN BUILT-IN GAINS.

Subdivision 1. Tax impoesed. For an “S” corporation electing S corporation status pur-
suant to section 1362 of the Internal Revenue Code after December 31, 1986, and having a
recognized built-in gain as defined in section 1374 of the Internal Revenue Code, there is
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imposed a tax on the taxable income of such S corporation, as defined in this section, at the
rate prescribed by section 290.06, subdivision 1. This subdivision does not apply to any cor-
poration having an S election in effect for each of its taxable years. An S corporation and any
predecessor corporation must be treated as one corporation for purposes of the preceding
sentence.

[For text of subds la to 5, see M.S.1996]
History: /1997 c 231 art6s 18

290.9728 TAX ON CAPITAL GAINS.

Subdivision 1. Tax imposed. There is imposed a tax on the taxable income of an “S”
corporation that has:

(1) elected S corporation status pursuant to section 1362 of the Internal Revenue Code
of 1986, as amended through December 31, 1986, before January 1, 1987;

(2) a net capital gain for the taxable year (i) in excess of $25,000 and (ii) exceeding 50
percent of the corporation’s federal taxable income for the taxable year; and

(3) federal taxable income for the taxable year exceeding $25,000.

The tax is imposed at the rate prescribed by section 290.06, subdivision 1. For purposes
of this section, “federal taxable income” means federal taxable income determined under
section 1374(4)(d) of the Internal Revenue Code. This section does not apply to an S corpora-
tion which has had an election under section 1362 of the Internal Revenue Code of 1954, in
effect for the three immediately preceding taxable years. This section does not apply to an S
corporation that has been in existence for less than four taxable years and has had an election
in effect under section 1362 of the Internal Revenue Code of 1954 for each of the corpora-
tion’s taxable years. For purposes of this section, an S corporation and any predecessor cor-
poration are treated as one corporation.

[For text of subd 2, see M.S.1996]
History: 1997 c 231 art6s 19

290.9743 ELECTION BY FASIT.

An entity having a valid election as a financial asset securitization investment trust in
effect for a taxable year under section 860L(a) of the Internal Revenue Code shall not be sub-
ject to the taxes imposed by this chapter, except the tax imposed under section 290.92.

History: 1997 ¢ 231 art 6 s 20

290.9744 FASIT INCOME TAXABLE TO HOLDERS OF INTERESTS.

The income of a financial asset securitization investment trust is taxable to the holders
of interests in the financial asset securitization investment trust as provided in sections 860H
to 860L of the Internal Revenue Code. The income of the holders must be computed under
the provisions of this chapter.

History: 1997 ¢ 231 art 6 s 21
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