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CHAPTER 254 — S5.F.No. 1079

An act relating to retirement; providing for an exemption from membership
therein for city managers; modifying the income taxation of delerred compensation
contributions by certain city managers; amending Minnesota Statutes 1980, Section
290.01, Subdivision 20; proposing new law coded in Minnesota Statutes, Chapier 353.

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

Section 1. 1353.028] CITY MANAGERS; ELECTION; DEFERRED
COMPENSATION.

Subdivision . DEFINITIONS. For purposes of this section :c_‘l
manager” means (l) a person duly appointed t to and holdmg lhe position of city
manager in a Plan E statulory city or in a h_oms rule city Eeralmg under the
“¢ouncil-manager” form of government, or (2) a person appointed to and
holding the position of chief administrative officer of a home rule charter city
of a statutory city pursuant to a charter provision, ordinance, ¢ or resolution

stabllshmg such a position and prescribing its duties and respons:bllmes
“Governing body" means the ci city council of the city mE]oxmg the city
manager. “Election” means the election described i in subdivision 2.

Subd. 2. ELECTION. Ac _E.‘i manager may elect to be excluded from

membership in the association. The election of exclu;Hs_lTail-_bc made within
30 days ollowmg the commencement of employment or within 30 days
followmg the effective ¢ date of this act, whichever occurs later, in writing on a
form prescnbed _)_r the executive director and shall be approved I_JX a resolution
of the governing body of the city. The election of exclusion shall not be

eﬂecl:ve unnl it is fllcd wnth the executive director. Membershj} Of a c_nx

recelved _x the executive director or upon a later date specified. The election
to be excludcd from membershlp “shall include a prov:smn agreemg that the

service credit fo_r a__y_r Eenod _c_J_i_‘ excluded service and shall be irrevocable.

Subd. 3. DEFERRED COMPENSATION; CITY CONTRIBUTION.
1f an election of exclusnon is made, and if the city manager and the governmg
bo__\[ of the _191 in wrmng that thc additional compensauon is 10 be
deferred and shall be contnbutcd on n behalf of the city manager to a deferred
comgensanon program which meets the requlrcmenls of section ﬂ of the

Internal Revenue Code of 1954, as amended through December 31, 1980, lhe
governing body ay compensate the " the city manager in addition to the salar_y
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Subd. 4 REFUNDS; DEFERRED ANNUITY A_i(‘\f manager who

accumulated deductions or, if otherwise qualified, a - deferred annu:ly in the
manner provided by section 353.34, at the option of the manager.

Subd 5. ELECI10N OTHER EMPLOYMENT. Ifa C_"I manager

—_— e — —— — —

governmemal subdivision or accepts employment other than as a cux manager
in the same city, the election shall be deemed 1o have ‘been rescinded on lhc
effective dal date of emElozmenl

Sec, 2. Minnesota Statutes 1980, Section 290.01, Subdivision 20, is
amended to read:

Subd. 20. GROSS INCOME. Except as otherwise provided in this
chapter, the term “gross income,” as applied to corporations includes every
kind of compensation for labor or personal services of every kind from any
private or pub]lc employment, office, position or services; income derived from
the ownership or use of property; gains or profits derived from every kind of
disposition of, or every kind of dealing in, property: income derived from the
transaction of any trade or business; and income derived !‘rbm any source;
except that gross income shall not include “exempt function income™ of a .
“homeowners association™ as those terms are defined in Section 528 of the
Internal Revenue Code of 1954, as amended through December 31, 1979.

The term “gross income™ in its application to individuals, estates, and
trusts shall mean the adjusted gross income as computed for federal income tax
purposes as defined in the Internal Revenue Code of 1954, as amended through
the date specified herein for the applicable taxable year, with the modifications
specified in this section.

(i) The Internal Revenue Code of 1954, as amended through December

31, 1974, shall be in effect for the taxable years beginning after December 31,
1974,

(i) The Internal Revenue Code of 1954, as amended through December
31, 1976; including the amendments made to section 280A (relating to licensed
day care centers) in H.R. 3477 as it passed the Congress on May 16, 1977,
shall be in effect for the taxable years beginning after December 31, 1976. The
provisions of the Tax Reform Act of 1976. P.L. 94-455, which affect adjusted
gross income shall become effective for purposes of this chapter at the same
time they become effective for federal income tax purposes. Section 207
(relating 10 extension of period for nonrecognition of gain on sale or exchange
of residence) and section 402 (relating to time for making contributions 1o
pension plans of self employed people) of P.L. 94-12 shall be effective for
taxable years beginning after December 31, 1974,
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The provisions of section 4 of P.L. 95-458, and sections 131, 133, 134,
141, 152, 156, 157, and 405 of P.L. 95:600 (relating to pensicns, individual
retirement accounts, deferred compensation plans, and to the sale of a resi-
dence) shall be effective at the same time that these provisions became effective
for federal income lax purposes,

(iii) The Internal Revenue Code of 1954, as amended through December
31, 1979, shall be in effect Tor taxable years beginning after December 31, 1979.

For taxable years beginning after December 31, 1980 and before January
1, 1983, the provisions of section 404 (relating to partial exclusions of dividends
and interest received by individuals) of the Crude Oil Windfall Profit Tax Act
of 1980, P.L. 96-223, shall apply.

References 1o the Internal Revenue Code of 1954 in clauses (a). (b) and
(c) Tollowing shall mean the code in effect for the purpose of defining gross
income for the applicable taxable year.

(a) Modifications increasing federal adjustcd gross income. There shall
be added 1o federal adjusted gross income:

(1) Interest income on obligations of any state other than Minnesota or a
political subdivision of any other state exempt from federal income taxes under
the Internal Revenue Code of 1954;

(2) Interest income on obligations of any authority, commission, or
instrumentality of the United States, which the laws of the United States
exempt from federal income tax, but not from stale income taxes;

(3) lncome taxes imposed by this state or any other taxing jurisdiction,
to the extent deductible in determining federai adjusted gross. income and not
credited against federal income tax;

(4) Interest on indebtedness incurred or continued 1o purchase or carry
securities the income from which is exempt from tax under this chapter, to the
extent deductible in determining federal adjusted gross income;

(5) Amounts received as reimbursement for an expense of sickness or
injury which was deducted in a prior taxable year to the extent that the
deduction for the reimbursed expenditure resulted in a tax benefit;

{6) The amount of any federal income tax overpayment for any previous
taxable year, received as refund or credited to another taxable year's income
tax liability, proportionate to the percentage of federal income tax that was
claimed as a deduction in determining Minnesota income tax for the previous
taxable year.

The overpayment refund or credit, determined with respect to a husband
and wife on a joint federal income tax return for a previous laxable year, shall
be reported on joint or separate Minnesota income tax returps. In the case of
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separate Minnesota returns, the overpayment shall be reported by each spouse
propertionately according 1o the relative amounts of federal income tax claimed
as a deduction on his or her separate Minnesota income tax return for such
previous taxable year;

(7) In the case of a change of residence from Minnesota to another state
or nation, the amount of moving expenses which exceed total reimbursements
and which were therefore deducted in arriving at federal adjusted gross income:

(8) In the case of property disposed of on or after January 1. 1973, the
amount of any increase in the taxpayer’s federal tax liability under section 47 of
the Internal Revenue Code of 1954 to the extent of the credit under section 38
of the Internal Revenue Code of 1954 that was previously allowed as a
deduction either under section 290.01, subdivision 20 (b) (7) or under section
290.09, subdivision 24; )

(9) Expenses and losses arising from a farm which are not allowable
under section 290.09, subdivision 29;

(10) Expenses and depreciation attributable to substandard buildings
disallowed by section 290.101; ‘

(11) The amount by which the gain determined pursuant 1o section
41.59, subdivision 2 exceeds the amount of such gain included in federal
adjusted gross income;

(12) To the extent deducted in computing the taxpayer's federal \adjustcd
gross income for the taxable year, losses recognized upon a transfer of property
to the spouse or former spouse of the taxpayer in exchange for the release of
the spouse’s marital rights;

(13} Interest income from qualified scholarship funding bonds as defined
in section 103(¢) of the Internal Revenue Code of 1954, if the nonprofit
corporation is domiciled outside of Minnesota:

(14) Eiempl-inlerest dividends, as defined in section 852(b)(5)}A) of the
Internal Revenue Code of 1934, not included in federal adjusted gross income
pursuant te section 852(b)(5)(B) of the Internal Revenue Code of 1954, except
for that portion of exempt-interest dividends derived from interest income on
obligations of the state of Minnesota, any of its political or governmental
subdivisions, any of its municipalities, or any of its governmental agencies or
instrumentalities;

(15) The amount of any excluded gain recognized by a trust on the sale
or exchange of property as defined in section 641(c)(1) of the Internal Revenue
Code of 1954;

(16) An amount equal 1o one-sixth of any gain from the sale or other
disposition of property deducted under sections 1202(2) and 1202{(c)1) of the
internal Revenue Code of 1954;
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(17) To the extent not included in the 1axpayer’s federal adjusted gross
income, the amouni of any gain, from the sale or other disposition of property
having a lower adjusted basis for Minnesota income tax purposes than for
federal income 1ax purposes. This modification shall not exceed the difference
in basis. !f the gain is considered a long term capital gain for federal income
lax purposes, the modification shall be limited to 50 percent of the portion of
the gain. This modification is limited to property that qualified for the energy
credit contained in section 290.06, subdivision 14, and to property acquired in
exchange for the release of the taxpayer's marital rights contained in section
290.14, clause (9);

(18) The amount of any loss from a source outside of Minnesota which
is not allowed under section 290.17 including any capital loss or net operating
loss carryforwards or carrybacks resulting from the loss; and

{19} The amount of a distribution from an individual housing account
which is to be included in gross income as required under clause (¢) of section
290.09, subdivision 30:; and '

20) To the extent excluded from federal adjusted gross income, in ihe
case of a city manager or city administrator who elects 1o be excluded from lhe
pub]:c employees retirement association and who makes contributions t_o a
deferred compensation program pursuant to section 1, the amount of contribu-
tious made by the city manager or administrator which is equal to the amount
Wthh would have been the ¢ _nz managers or admlmslralor s cmploy_ contri-

public employees retirement assocnatlon

(b) Modifications reducing federal adjusted gross income. There shall
be subtracted from federal adjusted gross income: o

(1) Interest income on obligations of any authority, commission or
instrurnentality of the United States to the extent includible in gross income for
federal income tax purposes but exempt from state income tax under the laws
of the United States;

(2) The portion of any gain, from the sale or other disposition of
property having a higher adjusted basis for Minnesota income tax purposes
than for federal income tax purposes, that does not exceed such difference in
basis: but if such gain is considered a long-term capital gain for federal income
tax purposes, the modification shall be limited to 50 per centum of the portion
of the gain. This modification shall not be applicable if the difference in basis
is due to disallowance of depreciation pursuant to section 290.101..

(3) Interest or dividend income on securities to the extent exempt from
income tax under the laws of this state authorizing the issuance of the securities
but includible in gross income for federal income tax purposes:
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{(4) Losses, not otherwise reducing federal adjusted gross income assigna-
bie to Minnesola, arising from events or transactions which are assignable to
Minnesota under the provisions of sections 290.17 1o 290.20, including any
capital loss or net operating loss carrylorwards or carrybacks resulting from the
losses;

(5) I included in federal adjusted gross income, the amount of any
credit received, whether received as a refund or credit to another taxable year’s
income tax llabllny, pursuant to chapter 290A, and the amount of any
overpayment of income tax to Minnesota, or any other state, for any ptevious
taxable year, whether the amount is received as a refund or credited to another
taxable year's income tax liability;

(6) To the extent included in federal adjusted gross income, or the
amount reflected as the ordinary income portion of a lump sum distribution
under section 402(e) of the Internal Revenue Code of 1954, notwithstanding
any other law to the contrary, the amount received by any person (i) from the
United States, its agencies or instrumentalities, the Federal Reserve Bank or
from the state of Minnesota or any of its political or governmental subdivisions
or from any other state or its political or governmental subdivisions, or a
Minnesota volunteer firefighter’s relief association, by way of payment as a
pension, public employee retirement benefit, or any combination thereof, or (ii)
as a retirement or survivor's benefit made from a plan qualifying under section
401, 403, 404, 405, 408, 409 or 409A of the Internal Revenue Code of 1954,
The maximum amount of this subtraction shall be $11,000 less the amount by
which the individual’s federal adjusted gross income, plus the ordinary income
portion of a lump sum distribution as defined in section 402{e} of the Internal
Revenue Code of 1954, exceeds §17,000. In the case of a volunteer firefighter
who receives an involuntary lump sum distribution of his pension or retirement
benefits, the maximum amount of this subtraction shall be $11,000; this
subtraction shall not be reduced by the amount of the individual's federal
adjusted gross income in excess of $17,000;

(7) In the case of property acquired on or after January 1, 1973, the
amount of any credit to the taxpayer’s federal 1ax liability under section 38 of
the Internal Revenue Code of 1954 but only to the extent that the credit is
connected with or allocable against the production or receipt of income
included in the measure of the tax imposed by this chapter;

(8) To the extent included in the taxpayer's federal adjusted gross
income for the taxable year, gain recognized upon a transfer of property to the
spouse or former spouse of the taxpayer in exchange for the release of the
spouse’s marital rights;

(9) The amount of any distribution from a qualified pension or profit
sharing plan included in federal adjusted gross income in the year of receipt to
the extent of any contribution not previously allowed as a deduction by reason
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of a change in federal law which was not adopted by Minnesota law for a
taxable year beginning in 1974 or later;

(10) Interest, including payment adjustment to the extent that it is
applied to interest, earned by the seller of the property on a family farm
security loan executed before January 1, 1982 that is guaranteed by the
commissioner of agriculture as provided in sections 41.51 to 41.60:

(11) The first 33,000 of compensation for personal services in the armed
forces of the United Stales or the United Nations, and the next 32,000 of
compensation for personal services in the armed forces of the United States or
the United Nations wholly performed outside the state of Minnesota. This
modification does not apply to compensation defined in clause (b}6);

(12) The amount of any income earned for personal services rendered
outside of Minnesota prior to the date when the taxpayer became a resident of
Minnesota. This modification does not apply to compensation defined in
clause (b)(6);

(13} In the case of wages or salaries paid or incurred on or after January
1, 1977, the amount of any credit for employment of certain new employees
under sections 44B and 51 to 53 of the Internal Revenue Code of 1954 which is
claimed as a credit against the taxpayer’s federal tax liability, but only to the
extent that the credit is connected with or allocable against the production or
receipt of income included in the measure of the tax imposed by this chapter;

(14) In the case of work incentive program expenses paid or incurred on
or after January 1, 1979, the amount of any credit for expenses of work
incentive programs under sections 40, 50A and 50B of the Internal Revenue
Code of 1954 which is claimed as a credit against the taxpayer’s federal tax
liability. but only to the extent that the credit is connected with or allocable
against the production or receipt of income included in the measure of the tax
imposed by this chapter;

(15) Unemployment compensation to the extent includible in gross
income for federal income tax purposes under section 85 of the Internal
Revenue Code of 1954,

(16) To the extent included in federal adjusted gross income. severance
pay that may be treated as a lump sum distribution under the provisions of
section 290.032, subdivision 5:

(17) The amount of any income or gain which is not assignable to
Minnesota under the provisions of section 290.17; and

(18) Minnesota exemptl-interest dividends as provided by subdivision 27;
and
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(19) To the extem mcluded in federal adjusted gross income, in the case

pubhc employccs retirement association and who makes contributions to a
deferred compensation program pursuant to section 1, the amount of paymenls
from the deferred compensation program equwalent to lhe amount of contribu-
tions taxed under clause (a)(20).

(c) Modifications affecting shareholders of electing small business corpo-
rations under section 1372 of the Internal Revenue Code of 1954, or section
290.972 of this chapter.

(1) Shareholders in a small business corporation, which has elected to be
50 taxed under the Internal Revenue Code of 1954, but has not made an
clection under section 290.972 of this chapter, shall deduct from federal
adjusted gross income the amount of any imputed income from the corporation
and shall add 1o federal adjusted gross income the amount of any loss claimed
as a result of stock ownership. Also there shall be added to federal adjusted
gross income the amount of any distributions in cash or property made by said
corporation to its sharecholders during the taxable year.

(2) In cases where the small business corporation has made an election
under section 1372 of the Internal Revenue Code of 1954, but has not elected
under section 290.972 of this chapter 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-
hoiders shall be entitled, nevertheless, to a capital less commensurate to their
Minnesota basis for the stock.

(3) In cases where the election under section 1372 of the Internal
Revenue Code of 1954 antedates the election under section 290.972 of this
chapter and at the close of the taxable year immediately preceding the effective
election under section 290.972 the corporation has a reserve of undistributed
taxable income previously taxed to shareholders under the provisions of the
Internal Revenue Code of 1954, in the event and to the extent that the reserve
is distributed to shareholders the distribution shall be taxed as a dividend for
purposes of this act.

Items of gross income includible within these definitions shall be deemed
such regardless of the form in which received. Items of gross income shall be
included in gross income of the taxable year in which received by a taxpayer
unless properly to be accounted for as of a different taxable year under
methods of accounting permitted by section 290.07, except that (1) amounts
transferred from a reserve or other account, if in effect transfers to surplus,
shall, to the extent that the amounts were accumulated through deductions
from gross income or entered into the computation of taxable net income
during any taxable year, be treated as gross income for the year in which the

Changes or additions are indicated by underline, deletions by strikeout.



Ch. 255 LAWS of MINNESOTA for 1981 1081

transfer occurs, but only to the extent that the amounts resulted in a reduction
of the tax imposed by this act, and (2) amounts received as refunds on account
of taxes deducted from gross income during any taxable year shall be treated as
gross income for the year in which actually received, but only to the extent that
such amounts resulted in a reduction of the tax imposed by this act.

(d) Modification in compuling taxable income of the estate of a dece-
dent. Amounts allowable under section 291.07, subdivision 1, clause (2) in
computing Minnesota inheritance or estate tax liability shall not be allowed as a
deduction in computing the taxable income of the estate unless there is filed
within the time and in the manner and form prescribed by the commissioner a
statement that the amounts have not been aliowed as a deduction under section
291.07 and a waiver of the right to have the amounts allowed at any time as
deductions under section 291.07. The provisions of this paragraph shall not
apply with respect to deductions allowed under section 290.077 (relating to
income in respect of decedents). In the event that the election made for federal
tax purposes under section 642(g).of the Internal! Revenue Code of 1954 differs
from the election made under this paragraph appropriate modification of the
estate’s federal taxable income shall be made to implement the election made
under this paragraph in accordance with regulations prescribed by the commis-
sioner.

Sec. 3. EFFECTIVE DATE."

This act is effective the day following final enactment.

Approved May 21, 1981

CHAPTER 255 — H.F.No. 98

An act relating to energy; amending certain provisions for home energy disclosure
reports; amending Minnesota Statutes 1980, Section 116H.129, Subdivisions I, 2, 5, 6,
and 7. .

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

Section I. Minnesota Statutes 1980, Section 116H.129, Subdivision 1,
is amended to read:

Subdivision 1. Before January 1, 4979 1982, the commissioner of ad-
ministration; in consullation with the director and the appropriate standing
committees of the legislature; shall premulgate adopt minimum energy efficien-
cy standards for existing residences. The standards shall be appropriate for

evaluation of the energy efficiency of each major type of residential housing
including, but not limited to, one to four family dwellings, apartment buildings,

s
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