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Rules 
OFFICE OF THE ATIORNEY GENERAL 

PEACE OFFICER TRAINING BOARD 

RULES RELATING TO PEACE OFFICER TRAINING 
AND THE REIMBURSEMENT PROGRAM 

ArrY. GEN. 201 DefinItions. For the purposes of 
these rules, the following terms shall have the meanings 
given them: 

A. "Appointing agency" means the public official, 
board, commission, or other person or group of persons 
responsible for the initial appointment and continued 
tenure of a person employed as a peace officer. 

B. "Basic course" means a course of training as de-
scribed in Section 202 of these rules, or a course which 
has been approved by the Executive Director in writing, 
as meeting or exceeding the minimum course content as 
prescribed in Section 202 of these Rules. 

C. "Board" means the Minnesota Peace Officer 
Training Board. 

D. "Bureau" means the Division of Bureau of Crim-
inal Apprehension, Department of Public Safety of the 
State of Minnesota. 

E. "Director" means the director or head of a peace 
officers training school. 

F. "Executive Director" means Executive Director 
of the Minnesota Peace Officers Training Board. 

G. "Instructor" means a person certified by the 
Executive Director as qualified to teach at a training 
school. 

H. "Lecturer" means a person possessing a sufficient 
educational background or experience necessary to meet 
instructional demands made of him. 

I. "Municipality" means any county, city, town, or 
other political subdivision of the state. 

J. "Peace officer" means any employee of a munici-
pality or state law enforcement agency paid by public 
funds who is responsible for the prevention and detec-
tion of crime and the enforcement of the general crim-
inal laws of the state and who has the full power of 
arresl and shall also include Minnesota Highway Patrol 
and state conservation officers. 

K. "School" means any training school which has 
been certified by the Executive Director of the Minne-
sota Peace Officer Training Board for the purpose of 
training peace officers. 

L. "Trainee" means a person enrolled in a certified 
training school. The term also means any person en-
rolled in a certified training school conducted by the 
Bureau, whose attendance is authorized by the provi-
sions of Minn. Stat. 626.851, subd. 2, and complies 
with the rules as stated herein. 

ATTY. GEN. 202 Minnesota peace officer basic 
course. 

A. Statement of purpose. The course described in 
subsection E. is a minimum program. Nothing contained 
in these rules shall limit or be construed as limiting the 
power of any appointing agency to enact rules which 
establish a higher standard of training above the min-
imum required by these rules; or which provide for 
termination of employment due to unsatisfactory service 
during probationary periods, or due to violation of the 
rules of the law enforcement agency employing a peace 
officer. 

B. Each trainee enrolled in the basic course shall 
maintain an adequate notebook during the course and 
shall submit such notebook upon demand to the di-
rector. In addition to appropriate entries on material 
covered during the course, the notebook shall also con-
tain all the trainee's written assignments. 

C. The assembling of examination materials, the giv-
ing and supervising of the examinations, and the review 
of the examination papers shall be the responsibility of 
the director. The director shall file a copy of any ex-
amination upon request of the Executive Director. 

D. A score of less than 70 on any exam may be 
cause for requiring the trainee to repeat the material 
covered at the next session, prior to issuance of the 
certificate, but no certification shall be Issued if the 
trainee receives less than a score of 70 overall average 
on all exams. A score of less than 70 on two weekly 
examinations shall be cause for suspension from the 
school. Trainees must attain a minimum score of 70 in 
the first aid and firearms training. However, these 
numerical scores shall not be Included in computing the 
scholastic overall average. 

E. The minimum amount of training for which cer- 
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tlflcatlon can be granted by the Executive Director shall 
be 280 hours including the following: 

1. RegistratIon - Orientation 	 1 hour 
2. Classroom Notelaking & Study Skills 2 hours 
3. Jurisdiction of State & Federal 

Agencies 	  11 hours 
4. CrIminal Laws for Police 	 57 hours 
5. Administration of Justice 	 8 hours 
6. Police Patrol Functions & 

Techniques 	  21 hours 
7. Traffic Law Enforcement 	 27 hours 
8. Human Behavior 	  16 hours 
9. Investigation of Crimes ., 	 45 hours 

10. Report Writing & Records 	 7 hours 
11. FIrst Aid 	  25 hours 
12. Physical Training & Skills, including 

basic firearms instruction 	 36 hours 
13. Crime Prevention 	  2 hours 
14. Testing & Review 	  14 hours 
15. Elective Time 	  8 hours 

F. The elective lime portion of a basic course shall 
be approved by a resolution of the Board. 

ATTY. GEN. 203 Attendance and completion in-
formation. 

A. Attendance shall be required of each trainee at 
all sessions of any course. Any trainee who is absent for 
more than one day of any course shall make up such 
course content to the satisfaction of the director. 

B. Enrollment in any training course shall not ex-
ceed 40 trainees; provided that if the Executive Di-
rector determines that an exigency exists, an exemption 
may be granted from this provision. 

C. Eligible peace officers applying for enrollment in 
any certified training course shall receive priority ac-
ceptance. 

D. All trainees must be physically and psychological-
ly capable of complete participation in all course ac-
tivities. Any trainee unable to physically or psycho-
logically participate In all aspects of the course shall not 
be deemed to have satisfactorily completed the course 
and shall not be certified as having done so. 

E. All trainees enrolled In any certified school shall 
be subject to the rules and procedures for the conduct 
of such course as promulgated by the certified school 
and filed with the Board. Notebooks and handout ma-
terials distributed to the trainee shall remain the prop-
erty of the certified school until the trainee has satis-
factorily completed the course. 

F. The director shall be responsible for maintaining 
and making available to the Board and Executive Di-
rector all pertinent information on all training courses 
conducted at the school. All courses shall be subject to 
periodic review and evaluation by the Board. 

ATTY. GEN. 204 Instructors. 
A. Qualifications. AU instructors in certified schools 

must have at 1easta high school diploma or a certificate 
of equivalency and two years of experience as a peace 
officer or a college degree. 

B. Certification of instructor. Each instructor at a 
certified school must be certified annually by the Execu-
tive Director. No certification will be issued until the 
instructor files a lesson plan for each subject taught 
which is accepted by .the Executive Director. 

C. These rules shall not preclude a director from en-
gaging lecturers in specialized courses. All members of 
Federal law enforcement agencies are exempt from the 
certification requirements for instructors set forth here-
in. 

AnY. GEN. 205 Certification of schools; approval 
procedure. 

A. Before a certification is issued by the Executive 
Director to any school, the director of the school must 
file with the Board satisfactory proof that the school 
will offer the mandatory courses, if any; has the neces-
sary equipment, and has qualified Instructors. Further, 
the director shall also file with the Board such other in-
formation as the Executive Director requires, including 
rules and procedures for the conduct of trainees enrolled 
in the courses. 

B. The director of the school shall ifie all informa-
tion required at least 30 days prior to the commence-
ment of each proposed course, Including the proposed 
maximum enrollment in such course. 

ATrY. GEN. 206 Certification of peace officers. 

A.. All peace officers, except those excluded in Minn. 
Stat. § 626.846, subd. 1, and Minn. Stat. § 626.853, 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
from existing rules are printed in [single brackets]. Underlining indicates additions from proposed to adopted rules, while [[double 
brackets]] indicate deletions from proposed to adopted rules. 
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G. If 'a person applying. for exemption pursuant to 
Rule 206 F. submits fraudulent information, any, cer-
tificate issued is void. ., - 

must commence attendance in a certified basic course 
at a certified séhool within one year from the time of 
their appointment and successfully complete. suh 
course within six months of the date of enrollment. 

B. The Executive Director shall issue certificates of 
compliance with the provisions of Minn. Stat. § 626.846 
to each peace officer who has satisfactorily completed 
a basic course as certified by the director. 

C. The Executive Director shall issue a certificate of 
compliance to a trainee who, pursuant to Minn. Stat. § 
626.851, subd. 2, has attended and satisfactorily com-
pleted a certified basic course conducted by the Bureau 
and who has, within six months of such, completion, 
been employed as a peace officer as the term is deflned 
in Rule 201 J. of these Rules when such certification Is 
requested by the head of the employing agency follow-
ing successful completion of that agency's probationary 
period. This probationary period shall, in no' event, be 
less than one.year. 

D. All certificates of, compliance awarded by the 
Board pursuant to Rule 206 shall be deemed to remain 
the property of the Board and shall be void, after six 
months from the date the individual named thereon 
terminates employment as a peace officer. The cer-
tificate issued may be subject to revocation and 'recall 
by the Board for just cause in the event, that the ter-
mination of employment of the peace officer occurs In-
voluntarily. In the event the Board proceeds to revoke 
and recall a certificate as provided for herein, the pro-
ceeding shall be subject to the provisions çf Mlnn. Stat. 
§ 15.0418 to 15.0424. 

E. A peace officer who holds a valid certificate of 
compliance under the provisions of Rule 206 need not 
seek recertificatiOn solely because of appointment to a 
new position or election to public office; provided, that 
the assumption of duties In the flew position Or elected 
office occurs within six months of termination of pre-
vious appointment as a peace officer. 

F. Notwithstanding the provisions of these rules re 
lating to the completion of a certified basic course, the 
Executive Director may issue a certification of com-
pliance to an experienced peace officer who has re-
ceived training equivalent to that offered at a certified 
school when a request for such certification is made in 
writing by the appointing agency. No person shall be 
subject to this provision unless, in the four years priOr 
to the application hereunder, at least two years of em-
ployment was that of a full-time peace officer. 'The 
Executive Director shall require detailed Information on 
the applicant's previous training and experience in law 
enforcement, and passing by the applicant of in ix-' 
amination approved by the Board on the Subjects 
enumerated in Rule 202 E., before a certificate Is 
issued. 

AITY GEN.'207 'New peace officers. 
A. All appointing agencies; when 'requested,' shall 

furnish the name, address, ' date' of appointment, and 
other pertinent information, concerning a: newly ap-
pointed peace officer to the Executive Director. 

B. No appointing agency shall appoint any new 
peace officer who does not 'comply with the, minimum 
selection standards' 'hereinafter enumerated; 'provided, 
that these standards shall not be 'construed 'to restrict an 
appointing agency from promulgating more rigid stan-
dards In' the areas enumerated. 

i: The applicant mus be' a citizen of the 'United 
States., 

2. The applicant must possess or be eligible for a 
valid State of Miiinèsota driver's license. 

3. The applicant must successfully' ps a wIitten 
examinatlén 'denióñs'trating 'the possession of all mental 
skills necessary for the. accomplishment of the. duties 
and functions of a peace officer. ,. 	 , - 

4. The applicant shall be required to, complete 
and submit tO the appointing igency a preliminary ap-
plication form 'before testing 'aiid a comprehensive 
application fothi. after 5testing and5 just prior to 'hi,ring. 
The prospective employee shall be fingerprinted, and 
a thorough background search shall be made through 
the resources of local, state and Federal agencies 'in 
order to disclose $he existence of anycriminaL record 
or the existence, of unacceptable standards of conduct 
which would ,adversçly affeét the performance by the 
individual of his dufies,as.ipeáce off cer. - 	- 

5. The applicant,shall not have been convicted of 
a felony in this state or in any other state or hi any 
Federil jurisdiction, or of any offense In any other state 
or In any Federal jurisdiction, which would have been 
a felony if committed'in'thi state. 

6 A licensed physiëiañ or surgeon shall make a 
thorough medical examination of the applicant to de-
termine that he or she is free from any physical condi-
tioñ which 'might' adversely, affect the peiformance by 
the individual of his duties as a peace offiéer. 

'7. An evalOation shall be made by a licensed py-
chologist to determine that the applicant is free from 
any emotional or mefital condition which might ad-
versely affeét tile pefoiinance by the Individual of his 

.or her.dufies as a peace officer.. 
8.' 'T!le"  applicant must 'successfuly pass a job- 

related examination of his or her physical strength and 
agility demonstrating the possession of physical skills 
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necessary to the accomplishment of the duties and 
functions of a peace officer. 

9. The applicant must successfully complete an 
oral examination conducted  by or for the appointing 
agency to demonstrate the possession of communication 
skills necessary to the accomplishment of the duties and 
functions of a peace officer. - 

ATrY. GEN. 208 (Repealed) 

ArrY. GEN. 209 (Repealed) 

Reimbursement Program of the 
Minnesota Peace Officer Training Board 

AFrY. GEN. 210 Statement of purpose. An Increase 
In the minimum number of weeks required for the basic 
training of peace officers has created additional cost to 
the local units of government. The reimbursement pro-
gram of the Minnesota Peace Officer Training Board 
will, subject to the availability of funds, assist local 
units of government to pay the salary and expenses of 
a peace officer who has successfully completed a basic 
training course, or a training course for supervisory 
personnel and will help to absorb the cost of providing 
substitute protection while these peace officers are being 
trained. Therefore, the following rules are promulgated 
pursuant to Minn. Stat. § 626.844. 

ArrY. GEN. 211 Definitions. 
A. The term "reimbursement funds" means money 

which has become available to the Minnesota Peace 
Officer Training Board for use by local units of gov-
ernment to defray the cost of salaries, expenses, and 
substitute protection Incurred during the basic training 
of peace officers or the training of supervisory personnel. 

B. The term "local unit of government" means any 
county, city or town, acting either jointly or Individually. 

C. The term "peace officer" as used in Rules 210 
through 217 shall have the same meaning as promul-
gated in Atty. Gen. 201 J. 

ATrY. GEN. 212 ElIgibility for program. 
A. Any appointing agency which meets the follow-

ing criteria will be eligible to receive reimbursement 
funds to help defray the cost of salaries, expenses and 
substitute protection incurred during the training of 
peace officers. 

B. The appointlfl agency shall have complied with 
the minimum selection standards set forth in Atty. Gen. 
207B. 

C. The local unit of government shall not require a 
peace officer to work while he is attending the basic 
training school unless it Is a part of the training pro- 

1). The peace officer for whom a local unit of gov-
ernment is requesting reimbursement funds must have 
successfully completed the course enrolled in. 

E. All reports requested by the Minnesota Peace 
Officer Training Board must be filed by the local unit 
of government or the law enforcement agency thereof. 

AFrY. GEN. 213 Appliéation for funds. 
A. Application for funds shal be made on reim-

bursement request forms provided by the Minnesota 
Peace Officer Training Board. 

B. Individual forms must be submitted for each 
peace officer who has successfully completed a basic 
training course or a course for the training of super-
visory personnel and for whom the local unit of gov-
ernment seeks reimbursement funds. 

C. The application for reimbursement funds shall be 
submitted on behalf of the local unit of government by 
an official designated by resolution of the governing 
body. Verification of compliance with these rules shall 
accompany the application and shall be made in writing 
by the person in charge of the law enforcement agency 
of the local unit of government. 

AITY. GEN. 214 Approval of application. 
A. Approval of the application shall be by the Ex-

ecutive Director of the Minnesota Peace Officer Train-
ing Board who shall determine whether the request for 
reimbursement funds is in proper form and whether 
the local unit of government meets the eligibility cr1-
terla enumerated in Rule 212. 

B. After the Executive Director of the Minnesota 
Peace Officer Training Board has approved the reim-
bursement request, he shall recommend payment and 
forward the request form through the appropriate state 
agencies for disbursement of funds. 

C. Upon approval, each local unit of government 
shall be entitled to an equal share for each peace officer 
trained from the funds designated for such reimburse-
ment, provided that the eligibility criteria enumerated 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
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in Rule 212 have been fulfilled for all trainees who 
begin courses subsequent to the effective date of these 
regulations. Any such award shall be conditioned upon 
the availability of funds. 

D. When funds are made available for reimburse-
ment for mandated courses other than basic training, 
a local unit of government shall, upon approval, be 
entitled to an equal share for each peace officer who 
completes suèh a course, provided that the eligibility 
criteria enumerated in Rule 212 have been fulfilled for 
all trainees who begin courses subsequent to the effec-
tive date of these regulations. Any such award shall be 
conditioned upon the availability of funds. 

E. A local unit of government is not deemed eligible 
for reimbursement herein when it receives a subsidy 
from a state or Federal agency or program to assist 
paying a trainee's salary; provided, that if no expenses 
are allowed under such program, the Executive Director 
may authorize reimbursement for expenses only in in  

amount not to exceed $30.00 per week of training per 
trainee. 

ATTY. GEN. 215 Deadline for filing applications. 
Applications for reimbursement must be submitted 
within 60 days after receipt of the application forms. 

AnY. GEN. 216 Mandatory training for newly 
appointed supervisory personnel. All peace officers 
appointed to positions in which they will supervise five 
or more persons shall attend a course for the training 
of supervisory personnel no later than six months after 
they have assumed their supervisory duties, This course 
shall be one approved in writing by the Executive Di-
rector, and it shall be at least one week in length. Chiefs 
of police and sheriffs are excluded from this require-
ment. 

A'II'Y. GEN. 217 (Repealed) 

ATTY. GEN. 218 (Repealed) 

S 
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DEPARTMENT OF REVENUE 

INCOME TAX DIVISION 

PROPOSED !NcOME TAX REGULATIONS 

Notice of Hearing 

Notice is hereby given that a public hearing will be 
held pursuant to Minn. Stat. § 15.0412, Subd. 4, 
(1974), as amended by Laws 1975, Chapter 380, in 
the above-entitled matter, in the State Office Building 
Auditorium (Room 83), Wabasha Street (between 
Aurora and Fuller Avenues), St. Paul, Minnesota, on 
September 15, 16, and 17, 1976, commencing at 9:00 
a.m. and continuing until all representatives or other in-
terested groups or persons have had an opportunity to 
be heard concerning adoption of the proposed rules 
captioned above by submitting either oral or written 
data, statements or arguments. Persons may submit 
written statements or briefs without appearing at the 
hearing. Written materials will be accepted for a period 
of twenty (20) calendar days following the close of 
the hearing. 

The Commissioner, pursuant to the authority 
vested in him by Minn. Stat. § 290.52, (1974), pro-
poses to repeal the rules currently in effect and adopt 
new rules relating to taxation of income. 

Copies of the proposed new rules are available and 
may be obtained by writing to Wood R. Remington, 

Research Attorney, Income Tax Division, Centennial 
Office Building, St. Paul, Minnesota 55145. Copies will 
also be available at the door on the date of the hearing. 

Persons who wish to present oral comments in ad-
dition to written comments or suggestions are requested 
to submit to Wood R. Remington, Research Attorney, 
Income Tax Division, by September 10, 1976, an out-
line of the topics and the time they wish to devote to 
each topic. 

Notice is also given that under Minn. Stat. § 
1OA.01, Subd. 11(1974), any individual engaged for 
pay or other consideration for the purpose of represent-
ing persons or associations attempting to influence ad-
ministrative action, such as the promulgation of these 
rules, must register with the State Ethics Commission as 
a lobbyist within five days of the commencement of such 
activity by the individual. The State Ethics Commission 
is located at 410 State Office Building, St. Paul, Min-
nesota 55155. 

Arthur C. Roemer 
Commissioner of Revenue 
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INCT 704 Installment method of reporting income. health plans.• 

INCT 705 Dealers in personal property. INCT 805 Pensions, benefits, and allowances from 
state and United States. 

INT 706 Special rules applicable to casual sales.. 
or casual dispositions of personal 
property. 

INCT 806 Interest from Minnesota governmental 
obligations - obligations of other 
states. 

INCT 707 Sale of real property involving deferred. 
periodic payniehts INtT 807 Interest from obligations çf the United 

States. 
INT 708 Sale of real property treated on 

installment method. LNCT 808 Patronage dividends of cooperatives. 

JNcT 709 Deferred-payment sale of real property 
not on installment method. .;. 

INT 809 Improvements by lessee on lessor's. 
property. 

INcT 710 Change from accrual.to installment INCT 810 Rental value of parsones. 
method by dealers. INCT. 811 Mustering-out payments.. 

INCT 711 Requirement.for adoption  of or change 
to installment method. 

INCT 812 Meals or lodging furnished for the 
conveniencô of the employer. 

INCT 712 General rule for taxable year of inclusiOn. INCT 813 Scholarship and fellOwship grants. 
INCT 713 Constructive receipt. of income.. INCT 814. Contributions to capital of corporation. 
INT 714 Long-term contractS. INC'r '815 . . Income from discharge of indebtedness. 
IN€T 715 Aàcounting fok redemption of trding 

stamps and coupons. 	- 

INT 816 Taxablliy of employee beneticiary under 
annuity purchased by employer. 
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INCT 817 

INC 900 

Prizes and awardi. 

•4hapter Nine: 	ictions: 

Limitations in determining allowable 
deductions... 

INCT 929 
JNCT 930 

INCT 931 
INC' 	932 

Allowance of adjustments 

Special period of limitations with respect 
to net operating loss carrybacks. 

Audit and review. 
Applicability. 

INCT 901 Business expenss., r' 
JNCT 902 Expenses for thç production of income. Chapter Ten: 	Deductions Not Allowed 

INCT 903 Campaign expendithres of candidate for iNC 	1000 Personal and 'family expenses. 
•public office. 	- • 

INCT 904 
INCT 905 

Interest. 	) -, 
Taxes. 	•'' •-• 	, 	' 

INCT 1001 
lNth' 1002 

Capital expenditures. 

Losses fromsales between members of 
families and between individuals and 

LNCT 906 LosseL corporations 
INCT 907 Bad debts. 1NtT 1003 Unpaid expenses and interest. 
INCT 908 Depreciation: INCT 1004 Social securify contributions and federal 
LNT 909 Depletion: 	

•'; 
self-employment contributions. 

JNcr 910 Medical exnses.'.' INC'f 1005 Nondeductible expenses, interest, and 
INT 911 Circulation expenditures. taxes. 

INCT 912 Taxes and interest paid by cooperative 
housing corporation tenant- 
stockholder. 

INCT ' iOO6 Federal income taxes and expenses on 
excluded income. 

INCT 1007 Taxes and carrying charges chargeable 
INT 913 Research or xj,erimental expenditures. to capital account and treated as 
INCT 914 Organizational exnditures. capital items. 

INCT 915 Soil and water àonservation expenditures 
INCT 916 School tuitios and transportation. 

Chapter Eleven: 	Disposition of 
Property 

INCT 917 Investment credit deductions, recapture. INC 1100 Measurement of gain or loss. 
INCT 918. Exploration and development 

expenditures. 	- 
INCT 1101 Adjustments. 

JNT 919 Expenses for dependent child care and INCT 1102 Amount realized. 
care of disabled dependents. INCT 1103 Gain or loss. 

!NCT 920 - Adoption expenses. IrCT 1104 Basis for depreciation. 
INCT 921 Real estate investment trusts. 
INCT 922 Deductions for farm expenses and losses INCT 1105 Capital gains and losses - individuals. 

are limited. INC 	1106 Net capital gains deduction - 

INCT' 923 Nét'operatin loss — cororations. corporations. 

INCT' ?24 Net operating loss carryback and INcT 1107 Capital losses limited - corporations. 
carryover — córpèrations. INtT 1108 Net capital loss carryback and carryover 

lNcr 25 Corporations doing buiness within and 
without Minnesota. JNT 1109 

- corporations. 
Gains and losses from involuntary 

INT 926 Net operating loss - individuals conversions and from sale or exchange 

INCT 927 Tentative carryback adjustments.. of certain property used in trade or 
business." 

INCT 928 Computation of tentative.carryback 
adjustment. lNC 	1110 Gaiiisand lbsses from hort sales. 

KEY: Ne/ rusnd Soth'proosed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
from existinhiles' are rintéd in [single bracket4 Underlining indicates additions from proposed to adopted rules, while [(double 
.brackets]1 indicate deletions from proposed to adopted rules. 
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INC 1501 
INCT 1502 
LNCT 1503 
INCT 1504 
iNC' 1505 
INC 1506 
INCT 1507 

INCT 1508 

JNT 1509 

INCT 1510 
INCT 1511 
INCT 1512 
INCT 1513 

INCT 1514 

LNcT 1600 
INCT 1601 
INT 1602 
INCT 1603 
INCT 1604 

Signing the return. 
Information included in return. 
Returns of married persons. 
Form of return - combined returns. 
Amended returns. 
Death of taxpayer. 
Election of year consisting of 52-53 

weeks. 
Returns in cases where accounting period 

is changed. 
Returns in cases where residence is 

changed. 
Partnership returns. 
Information returns. 
Date for filing returns. 
Due date falling on Saturday, Sunday or 

legal holiday. 
Extension of time for filing return. 

Chapter SIxteen: Payment of Tax 
Who must pay tax. 
Time for payment of tax. 
Extensions. 
Payment before due date. 
Tax due of $1.00 or less. 

Chapter Seventeen: Assessments - 
Refunds 

INCT 1700 Procedures. 
INCT 1701 Time limits. 
INCT 1702 Claims for refund. 

Chapter Eighteen: Penalties 
Penalty and interest for failure to pay tax. 
Failure to make and file return due to 

wilful neglect. 
Penalty for failure to ifie, filing false or 

fraudulent return; intent to evade tax. 
Negligence or intentional disregard of 

rules and regulations. 
Criminal penalties. 
Allocation of payments. 
Abatement of penalties. 

INCT 1800 
INCT 1801 

INT 1802 

JNCT 1803 

INCT 1804 
INT 1805 
INcT 1806 

Chapter Nineteen: Declaration of 
Estimated Tax by Individuals 

INC 1900 In general. 

INC 1200 

INC 1201 
JNCT 1202 

INCT 1203 

INCT 1204 

Chapter Twelve: Assignability of 
Income and Deductions 

Compensation for labor or personal 
services. 

Income from property. 
Deductions allowable in computing 

taxable net income. 
Apportionment of net income of business 

conducted partly within Minnesota. 
Petition for application of other than 

prescribed apportionment method. 

Chapter Thirteen: Credits Against 
Income 

INCT 1300 Corporations. 
LNCT 1301 Contributions and gifts. 
INCT 1302 Dividend credit for corporations. 
INCT 1303 Mutual savings banks, regulated 

investment companies and building 
and loan or savings and loan 
associations. 

INCT 1304 Students. 

Chapter Fourteen: Estates and Trusts 
INCT 1400 Imposition of tax. 
INCT 1401 Taxable net income. 
INCT 1402 Income of beneficiary. 
1NCT 1403 Minnesota modification. 
INCT 1404 Income in respect of a decedent, 

deductions in respect of a decedent, 
deductions for federal estate tax and 
Minnesota inheritance tax and transfer 
of income in respect of a decedent to 
non-residents. 

INCT 1405 Accumulation and capital gain 
distributions. 

INCT 1406 Personal credit. 
INCT 1407 Grantors and others treated as owners. 
INCT 1408 Employees trusts, annuity plans, deferred 

compensation plans. 
INC 1409 Revocable trusts, income taxable to 

grantors. 
INCT 1410 Income taxable to grantor or person 

other than grantor treated as owner, 
income of estate or trust in case of 
divorce. 

Chapter Fifteen: Returns 
INCT 1500 Persons required to make returns. 
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INCT 1901 Joint declaration by husband and wife. JNCT 2105 Effect of election. 
JNCT 1902 Definition. INCT 2106 Manner and time for making election 
INCT 1903 Contents of declaration of estimated tax. and ffling shareholders consent. 

INCT 1904 Time and place for filing. INCT 2107 Year for which effective. 

INCT 1905 Time payment required. INCT 2108 Termination of election. 

INCT 1906 Fiscal year or short taxable year. JNCT 2109 Election after termination. 

INCT 1907 Underpayment. INCT 2110 Corporation taxable income taxed to 
shareholders. 

INCf 1908 Exceptions to imposition of the addition 
to the tax. INCT 2111 Treatment of family groups. 

INCT 1909 Short taxable years. INCT 2112 Return of electing small business 
corporation. 

Chapter Twenty: 	Declarations of INCT 2113 Classification of income. 
Estimated Income Tax by 
Corporations Chapter Twenty-Two: 	Miscellaneous 

JNCT 2000 Requirement of declaration. INCT 2200 Agreements as to tax due. 
INCT 2001 Definition of estimated tax. INCT 2201 Attorneys and agents. 
INCT 2002 Contents of declaration of estimated tax. INCT 2202 Examiners. 
INCT 2003 Amendment of declaration. INCT 2203 Secrecy - tax department employees. 
INCT 2004 Short taxable year. INcr 2204 Secrecy - tax consultants. 
INCT 2005 Time and place for filing INCT 2205 Armed Forces exclusion. 
INCT 2006 Amendment of declaration. INCT 2206 Extension of time - Armed Forces. 
INCT 2007 Short taxable year. INCT 2207 Extension of time - civilians outside 
JICT 2008 Extension of time. of United States. 
INCT 2009 Installment payments. INCT 2208 Outside the United States. 
INCT 2010 Amendment of declaration. INCT 2209 Death of member of Armed Forces. 
1NCT 2011 Short taxable years. INCT 2210 Common trust fund. 
INCT 2012 Addition to the tax. JNCT 2211 Liability of transferees and fiduciaries. 
INCT 2013 Period of underpayment. INCT 2212 Duties of fiduciaries. 

JNCT 2014 Exceptions. .INCT 2213 Returns by insurance companies. 

INCT 2015 Definitions of tax. INT 2214 Taxation of national and state banks. 

JNCT 2016 Short taxable year. • INcr 2215 Computation of taxable net income of 
banks 

INCT 2017 Failure to file an estimate. 
INCT 2216 Partnerships. 

JNCT 2018 Application of payment. 
INCT 2217 Gross income from partnerships. 

Chapter Twenty-One: 	Small Business INCT 2218 Authority of commissioner. 
Corporations iNcr 2219 Federal returns. 

INCT 2100 Definition of small business corporation. INCr 2220 Change in federal return. 
INCT 2101 Definition of electing smalFbusiness 

corporation. INCT 2221 Rounding off of money items. 

INCT 2102 Stock owned by husband and wife. Chapter Twenty-Three: 	Withholding 
JNCT 2103 Ownership of certain stock. INCT 2300 Collection of income tax at source on 
INCT 2104 Election by small business corporation. wages. 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
from existing rules are. printed in [single brackets]. Underlining indicates additions from proposed to adopted rules, while [(double 
brackets]] indicate deletions from proposed to adopted rules. 

Page 69 
	 STATE REGISTER MONDAY, AUGUST 2, 1976 

	 (CITE I S.R. 69) 



Cross Reference Table 
INCT' Old Regulation INCT Old Regulation INCT Old Regulation 
100 2001(3) 727-729 2034 1204 2020 
101 2001(4) 801 2008(2) 1300-1303 '2021 
102 2001(7) 802 2008(3) 1400-1405 2022-i023 
103 2001(8) 803 2008(4) • 1406 2024 
104 2001(20). 804 2008(5) 1407 '2025 
300 2005(1) 805 2008(6) 1408 2026 
301 2005(2) 807 2008 (8) 1409 2027 
302 2005(3) 808 2008 (12) 1410 2028 
303 2005(4) 809 2008(14) '1500-150! '2037 
400 2006(1) 811 2008(16) 1503 .2038. 
401 2006(2) 814 2008(19) 1504.. 2039 
500 2006(3) .  815 2008(20), 2009(12) 	1506-15.09 .2040 
700 2007(1) .900 2009(1) j :15104511 2041 
701 2007(2) 901 2009(2) -7 1512-1514 2042 ' 	' 

702 2007(3) 902 2009(2) -2 1600 	,,.. .2044, 
703 2007(4) 903 2009(2) -3 1601-1604 2045 :" 
704 2007(5)-i 904 2009(3) 'i701 2049 
705 2007(5) -2 905 2009(4) 1702 .2050.. 
706 2007(5) .3 906 2009(5) 1800-1806 2053.. 
707 2007(5)-4 907 2009(6) 1900-1909 2093 
708 2007(5) 	5,  908 2009(7) 1 2000-2018 .2093.1-2093.5: 
709 2007(5)-6 909 2009(8) 2100-2113 2097.1-2097.5 
710 2007(5) -7 910 2009(10) 2201 	L 2052 
711 2007(5) - 8 911. 2009(16) 2202 2057 
712 2007(6)-i 912 2009(17) 2203 • 2061 
713 2007(6).2 913 2009(18) 2205-2209 2065, 
714 2001(6) -3 914 2009(19) 2210 .2028.1 
715 2007(6) -4 915 2009(21) 2211 2029 
716 2007(7) 916 2009(22) .2212, 2030 
717 2007.1 (1) 923-932 2009.5 2213 2035 
718 2007.1 (5) 1000-1006 2010 2214-2215 2036.1 
719 2007.2 1100-1102 .2012 2216-2217. 2031 
720 2007.3 1103 2013-2013.1 to 2013. 7 	2218 2056(1) 
721 2007.5 1104-1108 2016. 2219 2056(2) 
723 2011 1200-1201 2017 2220 .2056(3) 
724-725 2032 1202 2018 :2300 2092 
726 2033 1203 2019 
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Proposed Rules 

Chapter One: Definitions 

INCT 100 Partnerships. The term "partnership" in-
cludes the following: 

A. syndicates 
B. groups 	. 
C.pools 
D. joint ventures 
E. other unincorporated organizations through or by. 

means of which any business, financial operation or 
venture Is carried on and which Is not, within the' mean-
ing of this Act, a trust, estate or corporation. 

The term "partner" includes a member in such' t 
syndicate, group, pool, joint venture or unincorporated 
organization. 

Some of the characteristics which must be present hi 
a partnership are enumerated as follows: 

1. An agreement between  two or more parties to 
engage in a specific business or undertaking;. 

2. an investment by each partner of capi"or 
services, or both; 

3. a mutual right to contract debts in the name of 
the partnership; 

4. a mutual liability to the debts contracted; 
5. a right to an annual accounting and divlslon.of 

the profits or losses; and 
6. a termination of the partnership upon the death 

of a partner or upon a change in the ownership of a 
participating interest.. 

Joint tenancy, tenancy in common, tenancy by the 
entireties, joint property, common property, or a part 
ownership does not of itself establish a partnership 
whether such co-owners do or do not share any profits 
made by the use of the property. The sharing of gross 
returns does not of itself establish a partnership whether 
or not the persons sharing them have a joint or common 
right or interest in 'any property from which the returns 
are derived. 

An organization which Is in form a partnership may 
be considered an association taxable as a corporation if 

a. it is not interrupted by the death of a mem- 

ber or change in the ownership of a participating inter-
est during the agreed period of Its existence, and 

b. Its msinngement is centralized In one or more 
persons in teir representative capacities. 

INCT 101 Corporations. 

A. In general. --- The term "corporation" includes 
joint stock companies and 'corporations existing under 
the laws of any state or country; certain partnerships; 
associations (other, than ordinary partnerships) and 
common law trusts organized or conducted for profit. 

B. 'Certain partnerships classified as corporations. - 
An organization which is In form a partnership may be 
considered an association taxable as a corporation if 

1. It Is not interrupted by the death of a member 
or change In the ownership of a participating Interest 
during the agreed period of Its existence, and 

2. its management is centralized In one or more 
persons in their representative capacities. 

If a partnership Is classified as a "corporation," the 
income received by the members from the earnings of 
such partnership will be treated in their personal returns 
in the same manner as dividends from corporations. 

C. Limited partnerships. - For all taxable years be-
ginning with and subsequent to 1939, a limited partner-
ship Is classified' for the purpose of this Act as an 
ordinary partnership, or, on the other hand, as an as-
sociation taxable as a corporation, depending upon Its 
character in certain material respects. If the organiza-
tion is not interrupted by the death of a general partner 
or by a change in the ownership of his participating In-
terest, and if the management of its affairs is centralized 
U one or more persons acting In a representative ca-
pacity, it is taxable as a corporation. For want of these 
essential characteristics, a limited partnership is to be 
considered as an ordinary partnership, notwithstanding 
other characteristics conferred upon It by local law. 

D. Certain trust classified as corporations. - In cases 
where trustees hold property for the collection of the in-
come and its distribution among the beneficiaries of the 
trust, the trust is not classified as a "corporation." 
Where the trustees are not restricted to the mere col-
!ection' of funds and their payment to the beneficiaries 
but possess polers similar to those exercised by the dl-
rectorè in a corporation for the purpose of carrying on 
a busbies enterp$se,  the trust is classified as a "corpor- 

S 
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ation." The distinction is that between the activity or 
purpose for which an ordinary, strict trust of the tradi-
tional type would be created and the activity or purpose 
for which a corporation for profit might have been 
formed. 

no legal trust has been created, the liability under this 
Act to file returns rests with the principal. 

INCT 104 Gross income. 

JNCT 102 Resident. The term "resident" means any 
individual domiciled in Minnesota and any other in 
dividual maintaining an abode therein during any portion 
of the tax year who  shall not, during the whole of such 
tax year, have been domiciled outside the state. Res-
idence is the place where a person is domiciled. 

A person who maintains his principal place of abode 
within Minnesota shall be considered a resident of this 
state. Minnesota residence, once established, is pre-
sumed to continue and shall not terminate when a per-
son goes into another state for temporary. or transitory 
purposes only. A person who maintains his principal 
place of abode outside of Minnesota shall not be con-
sidered a Minnesota resident. 

The residence of a single person shall be the place 
where he usually stays, provided that the residence of 
an unemanicipated minor shall ordinarily be the. res-
idence of one or both parents. 

A person and his or her spouse shall ordinarily have 
the same place of residence. The place where a married 
person's family resides shall ordinarily be considered his 
or her residence. 

A change of state residence shall be recognized when 
a person changes his principal place of abode from one 
state to another. In determining whether a change of 
residence has occurred, regard shall be given to the 
person's intention. Intention may be shown by acts and 
declarations, and acts shall generally be given more 
weight than declarations. 

INCT 103 Fiduciary. A fiduciary means a guardian, 
trustee, personal representative, receiver, conservator, 
or any person acting in any position of peculiar con-
fidence toward other persons or corporations. For in-
come tax purposes a fiduciary is a person who holds in 
trust an estate to which another has the beneficial title 
or interest, or receives and controls the income of 
another, as in the case of receivers. 

An agent is not necessarily a fiduciary, although a 
fiduciary relationship may exist between a principal and 
an agent. For instance, a real estate agent may be in 
complete control of the management of property with 
authority to execute leases and deal with tenants entire-
ly on his own recognizance, periodically turning over 
the net proceeds from the rental of the property to his 
principal. Even though such agent receives this author-
ity by virtue of power. of attorney he is not a fiduciary 
within the meaning of the Act. In any case where busi-
ness is Iransacted through the principle of agency, and 

A. Individuals, estates, and trusts 	For taxable 
years beginning after December 31, 1960 and prior to 
January 1, 1971, the term "gross income" of Individuals 
means the adjusted gross income as computed for fed-
eral income tax purposes as defined in the Internal 
Revenue Code of 1954, as amended for the applicable 
tax years, with the modifications for those years. 

For taxable years beginning after December 31, 1970 
and prior to January 1, 1973, the term "gross income" 
of individuals means the adjusted gross income as com-
puted for federal income tax purposes as defined in the 
Internal Revenue Code of 1954, as amended through 
December 31, 1970, wIth the modifications for those 
years. 

For taxable years beginning after December 31, 
1972, the term "gross income".of individuals means the 
adjusted gross income as computed for federal income 
tax purposes as defined in the Internal Revenue Code 
of 1954, as amended through December 31, 1972, with 
the following modifications. 

For taxable years beginning after December 31, 
1973, the term "gross income" of individuals means 
the adjusted gross income as computed for federal in-
come tax purposes as defined in the Internal Revenue 
Code of 1954, as amended through December 31, 
1973, with the following modificalions. 

For taxable years beginning•. after December 31, 
1974, the term "gross income" of individuals means 
the adjusted gross. income as computed for federal in-
come tax purposes as defined in the Internal Revenue 
Code of 1954, as amended throágh December 31, 
1974, with the following modifications. 

Modifications 
1. Additions 

a. Interest income on obligations of any stale 
other than Minnesota or a political subdivision of any 
such other state exempt from federal income taxes; 

b Interest - income on obligations of any author-
ity, commission, or instrumentality of the United States, 
which.the laws of the United States exempt from federal 
income tax, but not from state income taxes; 

• 	.c. Income taxes imposed by this' state or any 
other taxing jurisdiction, to the extent deductible in 
determining federal djps(ed gross income and not 
credited against federal income tax; 

d. Interest on indebtedness incurred or con-
tinuèd to purchase or carry securities the income from S 
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which is exempt from fax under Chapter 290, to the 
extent deductible in determining federal adjusted gross 
income; 

e. 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 
such reimbursed expenditure resulted in  a tax benefit; 

f. Losses which do not arise from events or 
transactions which are assignable to Mimièsota under 
the provisions of Minn Stat. § 290.17 to 290.20, in-
cluding any capital loss or net operating loss carry- 
forwards or carrybacks resulting from losses, and in-
cluding any such non-assignable losses which occur 
prior to the time the individual becomes a resident ol 
the state of Minnesota; 	 - 

g. The amount of any federal income tax over-
payment for any previous taxable year, received as re 
fund or credited to another taxable year's income tax 
liability, proportionate to the percentage of federal in-
come tax that was claimed as a deduction in deteEmining 
Minnesota income tax for such 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 taxable year, shall be reported 
on joint or separate MinnesOta income tax retifrns. In 
the case of separate Minnesota returns, the overpayment 
shall be reported by each spouse proportionately ac-
cording to 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; 

h. In the case of change of residence from Min-
nesota 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; 

i. In the case of property disposed of on or after 
January 1, 1973 the amount of any recapture of federal 
investment credit to the extent that it was previously 
allowed as a deduction from federal adjusted gross in-
come on the Minnesota income tax return. 

j. For taxable years beginning on or after Jan-
uary 1, 1974, expenses and losses arising from a farm 
to the extent they are not allowed as a deduction under 
Minn. Stat. § 290.09, subd. 29. 

k. For taxable years beginning after December 
31, 1975, expenses and depreciation attributable to 
substandard buildings disallowed by Minñ. Stat. § 
290.101. 

I. An amount determined by computing a per-
centage of the gain realized on the sale of a farm, re-
duced by the amount of such gain included in federal 
adjusted gross income, when a family farm loan has 
been obtained for the purchase of farm land under 
Minn Stat. ch. 210 and such land is sold by the pur-
chaser within nine years of the date the loan was issued. 

2. Subtractions 

a. Interest income on obligations of any au-
thority, commission or instrumentality of the United 
States to the extent Includible in gross income for fed-
eral income tax purposes but exempt from state income 
tax under the laws of the United States; 

b. 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 fed-
eral 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 such 
portion of the gain; 

c. Interest or dividend income on securities to 
the extent exempt from income tax under the laws of 
this state authorizing the issuance of such securities but 
includible in gross income for federal income tax pur-
poses; 

d. Income which does not arise from events or 
transactions which are assignable to Minnesota under 
the provisions of Minn. Stat. § 290.17 to 290.20 (in-
clusive); 

e. Losses, not otherwise reducing federal ad-
justed gross income assignable to Minnesota, arising 
from events or transactions which are assignable to 
Minnesota under the provisions of Minn. Stat. § 290.17 
to 290.20 (inclusive) including any capital loss or net 
operating loss carryforwards or carrybacks resulting 
from such losses; 

f. If included in federal adjusted gross income, 
the amount of any overpayment of income tax to 
Minnesota, or any other state, for any previous taxable 
year, whether such amount is received as a refund or 
credited to another taxable year's income tax liability; 

g. The amount of any pension or benefit re-
ceived from the United States, from the State of Min-
nesota and any of its subdivisions, or from other states 
and their political subdivisions, which is excluded from 
gross income under the provisions of Minn. Stat. § 
290.08, subd. 6. 

h. The amount of compensation for personal 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
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services in the armed forces of the United States or the 
United Nations which is excluded from gross income, 
under the provisions of Minn. Stat. § 290.65; 

i. In the case of property acquired on or after 
January 1, 1973 the amount of any investment credit 
under Section 38 of the Internal Revenue Code, to the 
extent that it is connected with or allocable against the 
production or receipt of Income taxed by Minnesota. 

B. Corporations 

The term "gross income'! of corporations includes: 
1. Every kind of compensation for labor or per 

sonal services of every kind from any private or public 
employment, office, position, or services 

2. Income derived from the ownership or use of 
property 

3. Gains or profits derived from every kind of dis-
position of, or every kind of dealing in, properly 

4. Income derived from the' transaction of any 
trade or business 

5. Income derived from any' source 

C. Shareholders in small business corporations 

1. Shareholders in a small business corporation, 
which has elected to be so taxed under the Internal 
Revenue Code of 1954, applicable to the year in ques-
tion, but has not made an - election under Minn. Stat. §' 
290.972, shall deduct from federal adjusted gross in-
come the amount of any imputed income from such 
corporation and shall add to federal adjusted gross in-
come the amount of any loss claimed as a result of such' 
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 
shareholders during -the taxable year. 

2. In cases where the small business corporation 
has made an electiol under section 1372 of the Internal 
Revenue Code of 1954, applicable to the year in ques-
tion, but has not elected under Minn. Stat. § 290.972 
and said corporation is liquidated or the individual 
shareholder disposes' of his 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, such share-
holders shall be entitled, nevertheless, to a capital loss 
commensurate to their Minnesota basis for the stock. 

3. In cases where the election under sectiàn 1372 
of the Internal Revenue Code of 1954, applicable to the 
year In question, antedates the election under Mlnn. 
Stat. § 290.972 and at the close of the taxable year Im-
mediately preceding the effective èlectioñ under Minn. 
Stat. § 290.972 the corporation has a reserve of un-
distributed taxable income previously taxed to share.  

holders under the provisions of the Internal Revenue 
Code of 1954, applicable to the year in question, in the 
event and to the extent that such reserve is distributed 
to shareholders such distribution shall be taxed as a 
dividend. 

D. Administration expenses - Estates 

'1. Amounts allowable under Mlnn. Stat. § 291.07, 
Subd. 1(2) (relating to administration expenses) as 
deductions in computing' the taxable estate of a de-
cedent are not allowed as deductions in computing the 
taxable Income of the estate unless 'there is ified a 
statement, in duplicate, to the effect that the Items have 
not been illowed as deductions from gross estate of 
the decedent under Miñn. Stat. § 291.07, Subd. 1(2) 
and that all rights to have such items allowed at any 
time as deductions under Mlnn. Stat. § 291.07, Subd. 
1(2) are waived. The .statement should be filed with 
the return for the year for which the items are daimed 
as deductions or with the Commissioner for association 
with the return. The statement may be filed at any time 
before the expiration of the statutory period of limita-
tion applicable to the taxable year for which the deduc-
tion is sought. Allowance of the deduction in computing 
an estate's taxable income is not precluded by claiming 
a deduction In the inheritance tax return, so long as the 
inheritance tax deduction Is not finally allowed and the 
statement is filed.. However, after a statement is filed 
under Mina. Stat. § 290.01, Subd. 20(d) with respect 
to a particular Item or portion of an item, the item can-
not thereafter be allowed as a deduction for inheritance 
tax purposes since the waiver operates as a relinquish-
ment of the right to have the deduction allowed at any 
tirne'underMinn. Stat. § 291.07 Subd. 1(2). 

2. It is not required that the total deductions, or 
the total amount of any deduction, to which Minn. Stat. 
§ 290.01, Subd. 20 (d) is applicable be treated in the 
same way. One deduction or portion of a deduction may 
be allowed for income tax purposes if the appropriate 
statement is filed, while another deduction or portion is 
allowed for inheritance tax purposes.' Mlnn. Stat. § 
290.01, SUbd. 20(d) has no application to deductions 
for taxes, interest, business expenses, and other items 
accrued at the date of .a decedent's death so that they 
are allowable as a deduction under Mlnn. Stat. § 
291.07, Subd. 1(4) for Inheritance tax purposes as 
claims against the estate, and are also allowable under 
Mimi. Stat. § 290.077, Subd. 2 as deductions in respect 
of a decedent for income tax purposes. However, Mlnn. 
Stat. §. 290.01, Subd. 20(d) is applicable to deductions 
for -interest, inisiness expenses, and other items not ac-
crued at the date of the decedent's death so that they 
are allowable as deductions for inheritance tax pur-
poses only as administration expenses under Minn. 
Stat. 291.07, Subd. 1(2). Although deductible under 
Minn. Stat. § 291.07, Subd. 1(4) in determining the 
value of the taxable estate of a decedent, medical, den- 

(CITE 1 S.R. 74) 	 STATE REGISTER, MONDAY AUGUST'  2, 1976 	 Page 74 



tal, etc., expenses of a decedent which are paid by the 
estate of the decedent are not deductible In computing 
the taxable income of the estate. 

3. No deductions shall be allowed for admlnictra-
lion expenses, taxes, interest, business expenses and 
other items connected with or allocable against the pro-
duction or receipt of all lcome not included in the 
measure of the tax imposed by this Act. See INCT 
1005. 

Chapter Two: Employer's Excise Tax 

INCT 200 Rate of tax The tax Is Iwo mills per 
dollar on the taxable compensation (wages) paid by an 
employer to his employees after June 30, 1973. For 
each taxable year there is an exclusion of $100,000. 
This exclusion can be divided between divisions of a 
corporation or it can be prorated over the four quarters 
of the taxable year. 

Where the taxable• year is a period of Less then 12 
months the $100,000 exclusion Is proportionately re. 
duced. 

Example: If an employer liquidated his business 
on October 1, 1973 he would be allowed 3/12 of 
$100,000 or $25,000 wage exclusion. 

For purposes of administration the $100,000 exclu-
sion will be allowed on a calendar year basis regardless 
of the taxable year of the employer. 

Should the taxable net Income for any taxable year 
be $0 or less the tax is reduced to one mill per dollar. 
This reduction in the lax is not applicable to any or-
ganization whose income is not taxable under Minn. 
Stat. § 290.05, but which is subject to this excise lax. 

INCT 201 Exempt employers. The following em-
ployers are exempt from this two mill excise tax: 

A. Railroads, freight line companies, express com-
panies, sleeping car companies and taconite railroad 
companies. 

B. Organizations exempt under the provisions of 
Mimi. Stat. § 290.05, subd. 1 (h), (I), (I), and (m) 
as follows: 

"(h) Corporations operating or conducting public 
burying grounds, public schoolhouses, public hospitals, 
academies, colleges, universities, seminaries of learning, 
churches, houses of worship, and institutions of purely 
public charity, no part of the net income of which 

Inures to the benefit of any private member, stock-
holder, or individual; 

(i) Any corporation, fund, foundation, trust or 
association organized for exclusively scientific, literary, 
religious, charitable, educational, or artistic. purposes, 
or for the purpose of making contributions to or for the 
use of the United States of America, the state of Mhs-
nesota or any of its political subdivisions fOr exclusively 
public purposes, or for any combination of the above 
enumerated purposes, If no part of the net income of 
any such corporation, fund, foundation, trust or as-
socatlon inures to the benefit of any private member, 
stockholder, or individual; 

(1) Any corporation all the stock of which is 
owned by the United States or which may be exempt 
from a state franchise or income tax by federal law; 

(m) The United States of America, the state of 
Minnesota or any political subdivision of either agencies 
or instrumentalities, whether engaged In the discharge 
of governmental or proprietary functions;" 

INCT 202 Taxable net income. Taxable net income 
is as defined by Mlnn. Stat. § 290.18 and 290.19 for the 
taxable year without the 

A. allowances for all Income taxes paid or accrued, 
B. the 50 percent deductions allowed for long term 

capital gains, 
C. net operating loss deductions, and 
D. non-business deductions. The employers excise 

tax cannot be used as a deduction to reduce the taxable 
net income to $0 or less. 

INCT 203 Compensation. Compensation or wages 
is that figure arrIved at In computing the total wages for 
unemployment compensation purposes without any 
limitations (line 2 on the Minnesota Department of 
Employment Services. Quarterly Report, Form MES-1). 

JNCT 204 Refunds. If an employer makes an over-
payment of the employer's excise lax, the amount of 
such overpayment will be refunded upon application of 
the employer. The overpayment may also be éredlted to 
the liability of succeeding quarters if the employer so 
desires. 

A refund situation will normally result when the em-
ployer's taxable net income for his taxable year is $0 
or less. The employer will then compute the excise tax 
on the taxable compensation for such taxable year at a 
one mill per dollar rate. 
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Example: The employer's taxable year ending July 1, 
1974 indicated a taxable net loss of $30,000. The ex-
cise tax and refund would be computed as follows: 

Taxable Wages: 
July, August & September 1973 
October, November & 

$110,000 

December 	 1973 120,000 
January, February & 

March 	 1974 80,000 
April, May, June 	1974 130,000 

$440,000 

Excise Tax Paid: 
1973 	$230,000-50,000 x 

.002= 	  $360 
1974 	$210,000-100,000 x 

.002= 	  $220 
$580.00 

Recomputation at 1 mill rate: 
$440,000—$100,000 x .001= $340.00 

Refund Due Employer: $240.00 

Chapter Three: Exempt Organizations 

INCT 300 Returns. Certain corporations, individu-
als, estates, trusts and organizations which claim to be 
exempt from income tax or excise tax under the provi-
sions of Minn. Stat. § 290.05 must satisfy the following 
requirements. Those claiming exemption must file a 
Request for Exempt Classification (farmers' coopera-
tives use Form 120, all others use Form 120(a)). If 
exempt from federal income tax, proof of such federal 
exemption must also be submitted. The application and 
all information submitted is reviewed and the applicant 
Is notified whether it is consiJered to be exempt from 
income tax or excise tax. 

Those claiming exemption must also submit each 
year a copy of any reports made to the Internal Revenue 
Service (Series 990 returns) within ten days of the 
date submitted to the federal government. They must 
also notify the Commissioner of Revenue within 90 days 
if federal exemption is revoked, cancelled or suspended. 
Any change in the organization, its purposes or opera-
tion must also be reported to the Commissioner of 
Revenue. 

The above requirements pertain to the following: 
Fraternal beneficiary associations wherever or-

ganized. 
Cooperative or mutual rural telephone associa- 

tions. 
Public department relief associations of public 

employees of the State of Minnesota, or of any of its 
political subdivisions. 

Labor, agricultural and horticultural organiza-
tions, no part of the net income of which inures to the 
benefit of any private member, stockholder, or individ-
uaL 

Cooperative associations of farmers, fruit grow-
ers or livestock raisers as set forth in MInn. Stat. § 
290.05, subd. 1(g) and (n). 

Business leagues and commercial clubs, not or-
ganized for profit, and no part of the net income of 
which inures to the benefit of any private member, 
stockholder, or individual. 

Clubs organized and operated exclusively for 
pleasure, recreation or other non-profitable purposes, 
no part of the net income of which mutes to the benefit 
of any private member, stockholder or individual. 

Corporations organized for the exclusive pur-
pose of holding title to property, collecting income 
therefrom, and turning over the entire amount hereof, 
less expenses, to an organization which itself Is exempt 
from Minnesota income tax. 

Voluntary employees' beneficiary associations 
providing for the payment of life, sick, accident or other 
benefits to the members of such association or their 
dependents if no part of their net earnings (other than 
through such payments) inures to the benefit of any 
prlvate.shareholder or individual. 

A corporation, fund, foundation, trust or associ-
ation organized for exclusively scientific, literary, reli-
gious, charitable, educational or artistic purposes, or 
for the purpose of making contributions to or for the 
use of the United States of America, the State of Min-
nesota or any of Its political subdivisions for exclusively 
public purposes, or for any combination of the above 
enumerated purposes, if no part of net income Inures 
to the benefit• of any private member, stockholder or 
Individual. 

INCT 301 No returns. The following are exempt 
from Minnesota income tax but are not required to sub-
mit a Request for Exempt Classification or returns to 
the Commissioner of Revenue. 

The United States of America, the State of Minne-
sota, or any political subdivision of either agencies, or 
instrumentalities, whether engaged in the discharge of 
governmental or proprietary functions. 

Any corporation all the stock of which is owned by 
the United States or which is exempt from a state 
franchise or income tax by federal law. 

Corporations operating or conducting public burying 
grounds, public school houses, public hospitals, acad-
emies, colleges, universities, seminaries of learning, 
churches, and houses of worship, no part of the net in- S 

(CITE 1 S.R. 76) 	 STATE REGISTER, MONDAY, AUGUST 2, 1976 	 Page 76 



come of which Inures to the benefit of any private 
member, stockholder or individual. 

Credit Unions organized under Minnesota law. 
Farmers' mutual Insurance companies, incorpo-

rated in Minnesota. 

LNCT 302 Farmers, fruit growers, and like associa-
tions. It will be observed that Minn. Stat. § 290.05 
sets out specific requirements that a cooperative orga-
nization must meet before it can establish its exempt 
status under Minn. Stat. § 290.05. Stated generally, 
these requirements are as follows: 

A. Only cooperative associations whose ownership 
rests in farmers, fruit growers, or livestock growers 
may claim exemption under Minn. Stat. § 290.05. Co-
operative associations marketing agricultural products 
or supplies but not substantially owned by farmers are 
not entitled to exemption under Mlnn. Stat. § 290.05. 

B. Proceeds of sales of products marketed or pro-
cessed and marketed must be returned, either currently 
or at some later date, to farmers less actual operating 
expenses. 

C. Proceeds of sales of supplies and equipment pur-
chased for farmers must be returned to them at actual 
cost plus the necessary expenses. 

D. In order that the requirements of dauses B. and 
C. above may be carried out it is necessary that a 
record be kept of each patron's interest in any earnings 
which are not paid in cash. The records should then 
disclose in lieu of the usually termed surplus account, a 
reserve for patronage dividends, patrons equity reserve, 
or some other similarly termed account which is a 
liability in favor of the patrons whose money is re-
tained in the business. A detailed record of each pa-
tron's interest in these retained earnings should be kept, 
the total of which detail should agree with the reserve 
for patronage dividends total. 

E. The dividend rate paid upon capital stock must 
not exceed the legal rate, or eight per cent, whichever 
is greater. 

F. Substantially all of the common capital stock or 
voting capital stock must be held by producers. The 
term "producer" used in Minn. Stat. § 290.05 refers to 
"any person who operates a farm whether as owner, 
lessor or lessee and receives all or part of the crop which 
may be marketed directly or indirectly through a coop-
erative." 

G. Such a cooperative may not market the products  

of nonmembers in excess of the products of members. 
H. Such a cooperative may not purchase supplies 

and equipment for nomnembers in excess of supplies 
and equipment purchased for members. 

I. Such a cooperative may not purchase supplies and 
equipment for persons who are neither members nor 
producers in excess of fifteen percent of the total value 
of all its purchases of supplies and equipment. 

I. An association engaged both in marketing farm 
products and in purchasing supplies and equipment is 
exempt if as to each of its functions it meets the re-
quirements of the Act. Business done for the United 
States or any of its agencies shall be disregarded in de-
termining the right to exemption under Minn. Stat. § 
290.05. Business done for the State of Minnesota or 
its political subdivisions, or cities, boroughs, villages 
or school districts of the State, is not to be disregarded 
in determining the right to exemption under Minn. 
Stat. § 290.05. Mi association to be entitled to exemp-
tion must not only be organized but actually operated 
in the manner and for the purposes specified in Mlnn. 
Stat. § 290.05. 

INCT 303 Organizations not exempt. The following 
are subject to Minnesota income, tax or excise tax as 
stated below: 

Cooperative associations supplying electrical heat, 
light or power to rural consumers are subject to income 
tax computed on that portion of their net income which 
gross receipts from consumers within the corporate 
limits of any city, village, or borough, bears to total 
gross receipts. 

Corporations, individuals, estates and trusts mining 
or producing iron ore and other ores subject to the 
occupation tax imposed by Minn. Stat. § 298.01 and 
298.011 are subject to tax on their income from any 
other business or property, and royalties are subject to 
income tax. 

National and state banks are subject to the excise 
tax imposed by Minn. Stat. § 290.361. 

Chapter Four: Income Taxes - Rates 

INCT 400 Corporations. Corporations are subject 
to a tax at the rate of 12 percent of their taxable net 
income in excess of the credits allowed under Minn. 
Stat. § 290.21. A minimum tax of $100.00 is imposed 
on every corporation required to ifie a return. Minn. 
Stat. § 290.37 provides that a return is required if the 
corporation's Minnesota taxable net income is in excess 
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of $500, or if Its gross income from all sources exceeds 
$5,000. 

INCT 401 Individuals, estates, and trust. Effective 
with taxable years beginning after December 31, 1971, 
the rate of tax on taxable net income in excess of the 
credits allowed under Minn. Stat. § 290.21 is as follows: 

A. On the first $500, one and six-tenths percent; 
B. On the second $500, two and two-tenths percent; 

C. On the next $1,000, three and five-tenths percent; 
D. On the next $1,000, five and eight-tenths percent; 
E. On the next $1,000, seven and three-tenths per-

cent; 
F. On the next $1,000, eight and eight-tenths per. 

cent; 
C. On the next $2,000,  ten and two-tenths percent; 
II. On the next $2,000, eleven and five-tenths per-

cent; 
I. On the next $3,500, twelve and eight-tenths per-

cent; 
1. On all over $12,500, and not over $20,000, four-

teen percent; 
K. On the remainder, fifteen percent. 

Chapter Five: Nonrefundable Credits Against Tax 

INCT 500 Personal and dependent credits. 
A. Residents of Minnesota 

1. $21.00 single credit - For tax years beginning 
after December 31, 1971 a $21.00 yearly credit is al-
lowable to a single individual or to a married individual 
not living with spouse. 

2. $42.00 married credit - For tax years begin-
ning after December 31, 1971 a $42.00 yearly credit is 
allowable to married persons living with spouse. If both 
husband and wife have income, and separate or com-
bined returns are filed, the credit may be taken by 
either, or divided between them in any proportion de-
sired. If only one spouse had income and therefore only 
one return is filed, the entire credit may be taken on this 
return. The credit may be taken in full on a joint return. 

3. $21.00 dependents credit - For tax years begin-
ning after December 31, 1971 a $21.00 yearly credit is 
allowable to a taxpayer for each person dependent upon 
and receiving his chief support from the taxpayer. De-
pendents need not be related to the taxpayer nor need 
they be living with the taxpayer. The credit Is allowed 
to only one taxpayer for any dependent. The term "de-
pendent" does not include the spouse, or former spouse, 
of a taxpayer. 

If a husband and wife are separated or divorced, the 
spouse who provides the chief support of a dependent 
may claim the credit. If the terms of a written separa-
tion agreement or decree of divorce or separate inainte-
nance provide for payment of a specified sum for sup-
port of a dependent, such amounts shall be considered 
in determining whether the taxpayer making payment 
provides the chief support of the dependent. If the agree-
ment or decree. provides for payments to a spouse or 
former spouse but does not provide a specific sum for 
dependent's support, such amounts shall not be con-
sidered in determining whether the taxpayer making 
payment provides the chief support of the dependent. 

4. $21.00 estate. credit - For tax years beginning 
after December 31, 1971, a $21.00 yearly credit is al-
lowable to the estate of a decedent. 

5. $5.00 trust credit - For tax years beginning 
after December 31, 1971 a $5.00 yearly credit Is al-
lowable to a trust. 

6. Change of status 

The status of a taxpayer may changeduring a taxable 
year, for example, due to change in residence, marriage, 
birth of a dependent, etc. It may then become necessary 
to apportion the taxpayer's  credits according to the 
number of months such status existed. For purposes of 
apportionment, more than one-half of a month is con-
sidered an entire month. The number of months in 
status is divided by twelve to obtain the percentage of 
credit allowable. 

If a taxpayer becomes, or ceases to be, a Minnesota 
resident during the taxable year, all of such taxpayer's 
credits are apportioned according to the number of 
months of residence. 

Credit for a dependent is allowable only for the num-
ber of months such dependency existed. Thus, if a child 
of the taxpayer is born during the taxable year, the de-
pendency credit is apportioned accordingly. 

If a taxpayer is single part of the taxable year, and 
married and living with spouse for the remaining part 
of the year, the single credit and married credit are ap-
portioned accordingly. As previously noted, (clause 
2.) the married credit can by agreement be taken by 
either spouse or divided between them as may be de-
sired. Neither spouse may take the other's single credit 
except that if a joint return is filed, all credits are al-
lowable. 

A taxpayer's married status may change during a tax-
able year due to separation, divorce,, or the death of a 
spouse. The married credit will be apportioned accord-
ingly. This credit may be taken by either, or divided 
between themin any proportion desired. 

In caseof death of a spouse, a separate return must 
be filed by the estate executor or administrator unless S 
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the executor or administrator submits a joint return to-
gether with the surviving spouse or except where a joint 
return is filed in accordance with Minn. Stat. § 290.38 
(See Minn. Stat. § 290.37, subd. 1(c).). (For date re-
turn is due, see INCT 1512.) The married credit shall 
be apportioned according to the number of months 
prior to the death of the taxpayer. An estate credit shall 
be allowed hi proportion to the number of months after 
death to close of the taxable year. The entire propor-
tionate married credit may by agreement be taken either 
by the surviving spouse or by the executor or adminis-
trator, or It may be divided between them in any pro-
portion desired. The estate credit allowed shall in any 
event be a minimum of $5.00. In the event that the 
proportionate married credit is taken by the decedent, 
such credit shall be not less than $5.00. 

7. $21.00 age 65 or over credit - For tax years 
beginning after December 31, 1971 an additional tax 
credit is allowable to those taxpayers who have attained 
the age of 65 at the close of the taxable. year.' An in-
dividual attains the age of 65 on the day preceding his 
65th birthday. An individual whose birthday falls on 
January 1st in a given taxable year attains the age of 65 
on the last day of the calendar year Immediately 
preceding. 

The $21.00 age 65 or over credit is not apportioned. 
Thus, the full $21.00 credit can be claimed no matter 
when the individual becomes 65 within a taxable year. 
In the case of married individuals living with spouse, 
the additional credit can be taken for each spouse who 
was 65 years of age or over at the close of the taxable 
year. If both husband and wife have income, and separ-
ate returns are filed, the additional credit or credits may 
be taken by either, or divided between them in any 
proportion desired. If only one spouse had income and 
therefore only one return Is filed, the entire additional 
credit or credits may be taken on this return. The credit 
or credits may be taken in full on a joint return. 

8. $21.00 blindness credit - unmarried individ-
uals 

$25.00 blindness credit - married individuals 
For tax years beginning after December 31, 1974 an 

additional tax credit of $25.00 is allowed to unmarried 
taxpayers who are blind on the last day of the taxable 
year. In the case of married individuals living with 
spouse, the additional credit is $25.00 for each spouse 
who is blind at the close of the taxable year. The blind-
ness credits are not apportioned in the case of Minne-
sota residents. Thus, full credit can be claimed 'no mat-
ter when the person became blind within a taxable year. 

If both husband and wife have income, and separate 
returns are ified, the additional $25.00 blindness credit 
may be taken by either, or divided between them in any 
proportion desired. If only one spouse had income and 
therefore only one return is filed, the entire additional 
credit or credits may be taken in full on a joint return. 

For tax years beginning after December 31, 1974 an 
additional credit of $25.00 is provided for deaf persons, 
including dependents. 

•B. Nonresidents of Minnesota 
Nonresidents of Minnesota are allowed the same tax 

credits as Minnesota residents, provided that such 
credits shall be apportioned according to the ratio of 
gross income from sources in Minnesota to the gross 
income from all sources. In any event, a minimum 
credit of $5.00 shall be allowed. 

C. Examples of computation of credits 
Example No. 1. A married B on July 5 and they 

lived together during the rest of the year. Both A and 
B were Minnesota residents during the entire year. The 
credits allowable are as follows: 

credit allowed A while Single (6/12 of 
$21.00) 	 $10.50 
credit allowed B while single (6/12 of 
$21.00) 	 $10.50 
credit allowed A & B while married and 
living together (6/12 of $42.00) 	$2L00 

The single credits of A and B may be claimed on 
their respective separate or combined returns. If separ-
ate or combined returns are filed, the married credit 
can be taken by either of them or divided between the 
returns in any agreed proportion. All credits are allow-
able on a joint return of A and B. 

Example No. 2. A and B were married and lived 
together the entire year. They became residents of Min-
nesota on July 1 and cànlinued to reside in Minnesota 
the rest of the year. B became 65 on September 1. 
Credits are allowable as follows: 

Married credit (6/12 x $42.00) 	$21.00 

Additional age 65 or over credit 	$21.00 
If separate returns are filed, the married credit and age 
65 or over credit can be taken by either of them or 
divided between the returns in any agreed proportion. 
All credits are allowable on a joint return of A and B. 

Example No. 3. A and B were married and lived 
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together as residents of Minnesota until B died on 
July 6. A resided in Minnesota during the entire taxable 
year. B was 65 years of age on March 12. Credits are 
allowable as follows: 

Married credit (6/12 x $42.00) 	$21.00 
A's single credit (6/12 x $21.00) 	$10.50 
B's age 65 or over credit 	 $21.00 
Estate of B (6/12 x $21.00) 	 $10.50 
Credits totaling $52.50 can be claimed on a joint 

return of A and of B's executor or administrator (the 
$10.50 credit to B's estate, for the six month period 
following his death, can only be claimed in the separate 
fiduciary return). If no executor or administrator is 
apointed, A may file a joint return for himself and for 
B for the period prior to his death and he may claim 
the total credits of $52.50. See, however, Regulation 
INCT 1503 concerning disaflurmance of a joint return 
by an executor or administrator, later appointed, by the 
filing of a separate return within one year after the 
due date of the return. 

Separate returns can be filed for A and for B for the 
six month period prior to his death. A's single credit 
of $10.50 for the six month period after B's death can 
only be claimed on A's return, but the. $21.50 married 
credit and B's 65 or over credit of $21.00 can be 
divided between A's return and B's return (for the 
period prior to his death) in whatever amounts are 
agreed to by A and B's executor or administrator. 

If an income tax return is filed by B's estate for the 
period of six months after his death (See INCT 1500, 
Persons Required to Make Returns), the credit of 
$10.50 can be taken on this. return. No other credits 
are allowable on this return. 

Example No. 4. A and B were married and living 
together and Minnesota residents during the entire year. 
Their child was born on September 1. They have no 
other dependents. Credits are as follows: 

Married credit 	. 	 $42.00 
Dependent credit (4/12 of $21.00) 	$ 7.00 

If separate or combined returns are ified the married 
credit can be taken by either A or B or divided between 
the returns in any agreed proportion. The dependent 
credit may be taken by the spouse who furnished over 
½ the support of the dependent. All credits are allow-
able on a joint return. 

Example No.5. A and B were married and living 
together the entire taxable year. Both A and B are 
nonresidents. They are 67 years of age. A had $15,000 
total income of which $6,000 was income taxable to 
Minnesota. B had no income taxable to Minnesota. 
The ratio of gross Minnesota income to total gross 
income is 6,000/15,000 or 2/5. Credits are as follows: 

Married credit (2/5 x $42.00) 	$16.80 
Age 65 or over credit (2/5 x $42.00) 	$16.80  

A may claim credits in the amounts shown above in 
computing his Minnesota income tax. B need not file a 
separate Minnesota return and need not join in A's 
return. 

INCT 501 Low income credit. Effective for taxable 
years beginning on or after January 1, 1975 the law 
provides a credit against tax equal to the tax liability 
(therefore no tax) in the following cases: 

Unmarried daimant with income of $4400 or less 
Claimant with one dependent with income of 

$5200 or less 
Claimant with two dependents with income of 

$6000 or less 
Claimant with three dependents with income of 

$6700 or less 

Claimant with four dependents with income of 
$7300 or less 	.. 	 . 	 . 

Clalmønt with five or more dependents with income 
of $7800 or less 

"Income" for purposes of the credit is defined in 
Minn. Stat. 290.012, subd. 4. In the case of married 
(not separated) persons, the income of both is in-
cluded, only one may be a claimant and the other 
counts as a dependent. Any person receiving his chief 
support from any other individual may not be a claim. 
ant. Persons whose income exceeds the maximum figure 
stated above will be liable either for a tax computed 
in the ordinary manner on their Minnesota taxable 
income, or for a tax of 15 percent of the amount by 
which the income exceeds the maximum income figure 
set forth above, whichever is less. 

INCT 502 Pollution control equipment. 

A. In general - A credit against income taxes may 
be allowed in the amount of five percent of the net 
cost of pollution control equipment. The amount of 
claim is limited in any one year to the amount of the 
tax liability for that year, or $50,000, whichever is 
less. Any unused credit may be carried back three years 
and carried forward seven years. The total credit allow-
able in carryback or carryforward years may not exceed 
that year's tax liability, or $50,000, whichever is less. 

Equipment must be purchased on or after January 
1, 1969 if it is to prevent air or water pollution, or on 
or after January 1, 1971 if it is to prevent land pollu-
tion. There will be no credit for equipment purchased 
after December 31, 1976. 

B. Determining the credlt• 

1. The daimant submits conipleted Schedule PC, 
together with his income tax return, in which he may 
claim 
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a. five percent of the net cost of equipment 

b. which Is 

(1) property used in a trade or business or 

(2) property held for the production of in-
come, under Minn. Stat. § 290.09, Subd. 7(A)(a), 

c. which is installed and operated within Minne- 
sofa, 

d. exclusively to prevent, control, or abate air, 
water, or land pollution. 

e. in accordance with engineering principles ap-
proved by the Minnesota pollution control agency. 

2. Credit is allowable in the first year for which a 
depreciation deduction is allowable under Minn. Stat. § 
290.09, Subd. 7(A) (a). 

3. The taxpayer shall furnish with his claim a 
statement from the Minnesota pollution control agency 
which establishes that the equipment qualffies under 
Minn. Stat. § 290.06, Subd. 9. 

4. If equipment qualifies both as pollution control 
equipment under Minn. Stat. § 290.06, Subd. 9, and as 
feedlot pollution control equipment or device under 
Minn. Stat. § 290.06, Subd. 9a, the taxpayer may claim 
either credit, but not both on the same equipment. 

INCT 503 Animal lot pollution control equipment. 

A. In general - A credit against income taxes may 
be allowed in the amount of ten percent of the net cost 
of pollution control and abatement equipment and de-
vices used in the operation of a livestock feedlot, poultry 
lot, or other animal lot. The amount of claim in any 
year is limited to the amount of the tax liability for that 
year, and there is no carryback or carryforward of the 
claimed amount. 

Equipment or devices must be purchased on or after 
January 1, 1971, and there will be no credit for items 
purchased after December 31, 1976. 

B. Determining the credit. 

The claimant submits completed Schedule PC, to-
gether with his income tax return, in which he may 
claim 

1. Ten percent of the net cost of the equipment or 
devices, 

2. which is installed and operated within Minne-
sofa, 

3. to prevent, control, or abate pollution of air, 
land, or water 

. in connection with the operation of a livestock 
feedlot, poultry lot, or other animal lot. 

5. "Equipment or devices" Includes, but is not 
limited to, lagoons, aerating equipment, concrete storage 
pits, and slurry handling equipment. 

6. The taxpayer must submit a statement from the 
pollution control agency which establishes that the 
agency approves the equipment or device as one quali-
fied under the provisions of Mlnn. Stat. § 290.06, Subd. 
9a. 

7. If equipment qualifies both as poflution control 
equipment under Minn. Stat. § 290.06, Subd. 9, and as 
animal lot pollution control equipment or device under 
Minn. Stat. § 299.06, Subd. 9a, the taxpayer may claim 
either credit, but not both. 

LNCT 504 Political contributions credit. In lieu of 
the credit against taxable net income under Minn. Stat. 
§ 290.21, Subd. 3(c), the taxpayer may claim a credit 
against tax of 50 percent of his contributions to political 
parties and candidates. The maximum credit is $12.50 
($25 on a joint return), however the credit for con-
tributions to a political party is limited to $5 ($10 on 
a joint return). 

INCT 505 Taxes paid to other states. 

A. Wisconsin and North Dakota - Reciprocity 
Under an agreement with Wisconsin effective January 

1, 1968, Wisconsin does not tax the income from per-
sonal services performed by a Minnesota resident within 
the state of Wisconsin. Similarly, Minnesota does not 
tax the income from personal services performed by a 
Wisconsin resident within the state of Minnesota pro-
vided the person customarily returns to his Wisconsin 
place of abode at least once a month. 

A similar agreement has been entered into with North 
Dakota effective January 1, 1969. North Dakota also 
requires that the Minnesota resident shall customarily 
return to his Minnesota place of abode at least once a 
month. 

The resident of Wisconsin or North Dakota who 
claims he Is not subject to taxation, under the reci-
procity agreement, should file form MW-6, residence 
affidavit, with his employer so that the employer will 
not withhold Minnesota income tax. Such person claim-
ing exemption under the reciprocity agreement, whether 
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or not he files the form MW.6 with his employer, must 
submit form 115 (Claim for Exemption) to the De-
partment of Revenue on or before the date his tax 
return would ordinarily be due. If Minnesota tax has 
been withheld, the individual must ifie form M-1 (Mlii-
nesota income tax return), together with form 115, In 
order to obtain a refund. 

B. Taxes paid other states - credit 
An individual who changed residence from one state 

to another and who Is therefore subject to income tax, 
for different periods of time, by Minnesota and the other 
state, does not thereby qualify for any credit against 
Minnesota taxes for taxes paid to the other state. 

1. Minnesota residents 

The credit for taxes paid to another state is available 
to the individual who, while he is a Minnesota resident, 
performs services within some other state, where his 
income from such services is subject to an income tax 
by that state. The credit is allowed only if the other 
state does not allow the Minnesota resident a credit 
against taxes due such other state for the taxes paid to 
Minnesota on this same income. 

To determine the amount of credit: 
a. Compute the Minnesota income tax liability 

after application of any personal and dependent credits 
under MInn. Stat. § 290.06, 

b. multiply the amount of this liability by a 
fraction obtained by dividing the amount of gross in-
come from personal services performed in the other 
state by the entire amount of Minnesota gross Income, 

c. The credit allowed cannot exceed the amount 
of the tax liability to such other state on this income, 
which tax was in fact paid by the taxpayer, and 

d. allowance of the credit shall not reduce the 
Minnesota tax to an amount lower that what would 
have been payable if such gross income had been ex-
cluded from computation of the Minnesota tax. 

2. Nonresidents. The credit for taxes paid to an-
other state is available to an individual who, while he Is. 
a resident of another state, performs services within 
Minnesota, where his income from such services Is sub-
ject to an income tax by his state of residence. The 
credit is allowed only to residents of those states which 
grant a substantially similar credit to Minnesota resi-
dents who receive income from personal services per-
formed within such states. 

To determine the amount of credit: 

a. Compute the Individual's income tax liability 
to his state of residence, 

b. Multiply the amount of this liability by a 
fraction obtained by dividing the amount of gross in-  

come from services performed within Minnesota by 
the entire amount of gross income subject to tax in 
the state of residence, 

c. The credit allowed cannot exceed the amount 
of tax payable to the state of Minnesota on this same 
income. 

C. Taxes paid Minnesota éredlt by other states. 
Certain states grant the Minnesota resident who gains 
Income from the performance of personal services with-
in their state a tax credit in respect to taxes payable to 
Minnesota on such income. (See B.2. above.) Minne-
sota grants a similar credit to residents of those states 
who have income from personal services performed 
within Minnesota. The Minnesota resident who Is 
allowed credit by these states for taxes paid to Minne-
sota is not allowed any additional credit against Min-
nesota tax for taxes paid to such other state. 

INCT 506 Credit for occupation tax. Mum. Stat. § 
290.082 provides for• a credit against tax in "The 
amount of occupation tax paid or accrued during the 
taxable year by any taxpayer in respect of mining or 
producing of copper-nickel ores in this state . . ." The 
statute also provides for a three year carryforward of 
any unused credits. 

Chapter SIx: Refundable Credits Against Tax 

INCT 600 SenIor citizen's and disabled person's tax 
credit. A refundable tax credit for a portion of prop-
erty taxes accrued on a homestead, or for rent consti-
tuting property taxes accrued on a homestead, is 
allowed to persons age 65or over, or certain disabled 
persons. Homestead means the dwelling owned or 
rented by the claimant as a home. A mobile home may 
be a homestead. 

The tax credit is available to persons who attained 
the age of 65 during the calendar year for which the 
claim is filed, and to persons who were eligible to re-
ceive "supplementary security income for the aged, 
blind and disabled" provided under the social security 
amendments of 1972 (P. L. 92.603); or who were 
eligible to receive social security aid to the disabled 
under USCA Title 42, Section 416, Paragraph (i)(1) 
or Section 423(d); or who have received aid to dis-
abled persons or aid to blind persons under Minn. Stat. 
cli. 256 during the year 1973. The claimant must have 
resided in Minnesota during the entire year for which 
the claim is made. A claimant may request either the 
credit allowed by Mmii. Stat § 290.0618 or the rent 
credit allowed by Mum. Stat. § 290.983, but he may 
not claim both credits. 

Claim is made by submitting completed Form M-1SC 
by June 30 of the year following the year for which 
claim is made. The Commissioner of Revenue may 
extend the time for filing claim in case of sickness, 
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absence, or other disability or when, in his judgment 
good cause exists. 'A claim made within two years after 
June 30 or after the extended due date will be allowed, 
however, the amount payable will be reduced by five 
percent for each month (or fraction thereof) of delin-
quency not exceeding .25 percent. in all. A claim filed 
more than two years after the due date cannot be 
allowed. 

The amount of the tax credit increases as the prop-
erty taxes or rent increases up to a maximum and for 
f he same property tax or rent figure decreases as the 
claimant's household income increases. The credit 
allowable cannot exceed the actual property tax paid. 

Property taxes accrued, means the real properly tax, 
as shown on the county auditor's list furnished to the 
county treasurer on the first Monday in January of the 
year following the year for which claim is made, on 
property owned and occupied on that date as a home-
stead by the claimant. In determining the amount of 
property taxes accrued, the claimant shall exclude the 
homestead property tax relief credit (or the taconite 
relief credit), special assessments, charges for service, 
and interest thereon. 

If the property owned and occupied 'as a homestead 
by the claimant on the first Monday of January was 
not so owned and occupied 'by such claimant for the 
entire previous year, properly taxes accrued shall mean 
the taxes multiplied by the percentage of twelve months 
that such property was owned and occupied as a home-
stead'by the claimant. 

Only that portion of the dwelling owned and occupied 
by the claimant as a homestead qualifies for the credit, 
thus if 25 percent of the dwelling Is rented to another 
by the claimant, only 75 percent of the taxes will 
qualify as property taxes accrued. If the dwelling is part 
of a farm covered by a single tax statement, property 
taxes accrued includes the taxes on the building and the 
land surrounding up to 120 acres. No credit may be 
taken for taxes on the part of the land in excess of 120 
acres. On nonfarm property the property taxes accrued 
are limited to one acre. 

Rent constituting property taxes accrued means 20 
percent of the rent paid for occupancy only of the 
homestead during the year for which claim is made. 
Payment for appliances, furnishings, and utilities pro-
vided by the laisdiord is not payment of rent for occu-
pancy only. In the case of a claim for rent constituting 
property taxes accrued the claimant shall have rented 
property during any part of the calendar year for which 
the claim Is filed. 

For nursing homes the rent paid for occupancy only 
shall not exceed the lesser of: 

A. The rent paid for occupancy only figure on Form 
CRP; 

B. The actual amount paid by the senior citizen; 

C. One-third of the total rental charge made by the 
nursing home; or 

D. $2,400. 
This determination has been made by the Commissioner 
from samples of similar gross rents paid solely for the 
right of occupancy. 

Household income is income of the claimant and 
spouse and means gross income as defined in the Min-
nesota income tax law. In addition, It includes net In-
come from Out of statebusiness or property, nontaxable 
interest from Minnesota or the federal government or 
their instrUmentalities, workmen's compensation, loss 
of time insurance, social security benefits, cash public 
assistance or relief, pensions received from the United 
States or the State of Minnesota including veterans dis-
ability pensions and railroad retirement benefits, and 
also includes alimony and support money. (Money that 
is legally required to be paid.) 

If more than one person, not related as husband and 
wife, qualify as a claimant for the same homestead, each 
may submit a claim based on the amount of taxes or 
rent which he paid. If a husband and wife each qualify 
as a claimant they shall determine between themselves 
as to which one of them shall be the claimant. If they 
cannot agree the Commissioner of Revenue shall decide 
which one qualifies as the claimant and his decision 
shall be final. 

The right to file a claim Is personal only to the claim-
ant and shall not survive his death. If death occurs after 
a timely claim is made, payment shall be made to his 
spouse. If there is no spouse surviving, payment shall be 
made to the executor or administrator of the claimant's 
estate. 

A taxpayer may claim 'both this senior citizen credit 
and the properly tax credit allowable under Mlnn. Stat. 
§ 290.066, however, only the ad valorem taxes that 
are in excess of the amount of the property tax credit 
claimed can be used to determine the amount of the 
senior cItizen's credit that are allowable. (See example 
under INCT 601.) 

INCT 601 Property tax credit. 	- 

A. General. Beginning January 1, 1974 a person 
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who is 65 years of age or over, or who becomes 65 
years of age, is entitled to a refundable "credit" in the 
amount of the difference between the "base tax" on 
homestead property owned by him and the "current tax" 
on such property. In the event of the death of a person 
who was 65 years of age or over at the time of death, 
the credit is allowable to the surviving spouse, if such 
spouse has not remarried. 

B. Qualifying property. The property must be 
owned by the claimant as his homestead either solely in 
his name or solely In the name of himself and his spouse 
as joint tenants or tenants in common of a fee title, a 
life estate, or an estate for years, or in the name of two 
or more joint tenants or tenants in common each of 
whom would qualify for the credit if he were the sole 
owner. If the property is not a single family dwelling 
but is instead part of a multiple family dwelling or part 
of a multipurpose structure, the amount of credit shall 
be apportioned according to the proportion of the 
property that isused by the claimant as his homestead. 
The property includes one acre of land most contiguous 
to the homestead structure provided tifle to such land 
is held by the person who owns title to the structure. 
Property is considered homestead property if it is so 
classified on the list delivered by the County Auditor 
to the County Treasurer on the 1st Monday of January 
of the applicable year. This homestead classification is 
shown on the tax statement issued to the homeowner by 
the County Treasurer. 

C. Base tax. In the case of persons who are 65 
years of age or over or who reach age 65 prior to June 
1, 1974 the "base tax" is the ad valorem tax which 
became legally due and payable as shown on the County 
Auditor's list on the 1st Monday of January 1973, pro-
vided that the property was owned by the claimant at 
that time and provided that it was then classified as 
homestead property. 

If a claimant reaches age 65 prior to June 1, 1974, 
but he did not own the homestead property on the 
1st Monday of January 1973, his "base tax" iilI be 
the ad valorem tax as' of the 1st Monday of January 
of any year after 1973 if he was the owner of the 
homestead property at that time. 

Beginning June 1, 1974 the "base tax" of a person 
who reaches age 65 from June 1 to December 31 of 
any year is the ad valorem tax as of the first Monday 
of January of the year in which he reaches age 65, 
assuming that he was the owner of the homestead prop-
erty on that date. 

The "base tax" of a person who reaches age 65 from 
January 1 to May 31 of any year is the ad valorem 
tax as of the first Monday of January of the year prior 
to the year in which he became age 65, assuming that 
he was the owner of the homestead properly on that 
date. 

The "base tax" of a person who reaches age 65 but 
who did not own homestead property on the applicable 
date, as set forth above, is the ad valorem tax as of 
the first Monday of January of any subsequent year on 
which date he was the owner of the homestead property. 

D. Current tax. The "current tax" is the ad 
valorem tax on homestead properly owned by the 
claimant on the 1st Monday of January of each suc-
cessive year after a "base tax" year is established, re-
duced by the amount of credit granted under the pro. 
visions of the Minnesota Income-Adjusted Homestead 
Credit Act (Minn. Stat. ch. 290A). 

E. Limitations: 
The "base tax" and "current tax" amounts that are 

used to determine the credit allowable must relate to 
the same homestead properly. Thus, if a person sells 
his previous homestead property and purchases a new 
homestead, it is necessary to establish a new "base tax" 
and "current tax" on the property purchased. 

F. Date of filing claim. Any person whose "current 
tax" In a taxable year exceeds his "base tax" in a pre-
vious taxable year can ifie his claim in the year in 
which the "current tax" is due and payable. The claim 
is due on or before August 31 of the year the "current 
tax" is due and payable. Extensions of tlm may be 
granted as provided in Minn. Stat. § 290.0615. Claims 
may be submitted after the due date or extended due 
date, however the amount of credit allowable will be 
reduced by five percent for each month (or fraction 
thereof) of delinquency not exceeding 25 percent in all. 
A claim filed more than two years after the due date 
cannot be allowed. 

G. Senior Citizen's Credit. A taxpayer may claim 
both this property tax credit and the senior citizen's 
credit allowable under Minn. Stat. § 290.0603, however 
only the ad valorem taxes that are in excess of the 
amount of 'property tax credit claimed can be used in 
determining the amount of the senior citizen's credit 
that is allowable. 

Example: 
Ad valorem tax "current year" $550.00 
Ad valorem tax "base year" 	500.00 
Properly tax credit allowable 	$ 50.00 
Ad valorem tax available for 

Senior Citizen Credit 	$500.00 
H. Income limitations. In the case of claims based 

on "current taxes" payable in 1976 and subsequent 
years, 100% of the difference between the "current 
tax" and "base tax" is allowed if the person's income 
as defined in Minn. Stat. § 290A.03 is $10,000 or less, 
no freeze credit is allowed if the person's income is 
$20,000 or more, and for each $500 or portion thereof 
over $10,000 the freeze credit is reduced by five percent 
of the amount otherwise allowable. S 
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INCT 602 Rent credit. A refundable tax credit is 
Mowed of ten percent of the total amount paid as rent 
during the taxable year for occupancy of real property 
used as a household residence for taxable years com-
mencing on or after January 1, 1973. The credit shall 
not exceed $120 in any taxable year. Since the property 
rented must be real property, the tax credit is not 
allowed for rental of a mobile home. 

The claimant must have resided in Minnesota for the 
entire calendar year and must have rented for at least 
six months of the year. A claimant who qualifies for 
both the senior citizen's tax credit (Minn. Stat. § 
290.0601) and the rent credit may request either credit 
for any year, but may not claim both credits (Minn. 
Stat. § 290.991). 

Claim is made by submitting Schedule RC together 
with Form M-1, Individual Income Tax Return. The 
claim must be timely filed, i.e. on or before the original 
or extended due date. For calendar. year taxpayers the 
due date would be April 15 unless an extension of time 
in which to file the return has been granted. 

Claims filed after the original or extended du date 
may be allowed but the amount of credit will be reduced 
by five percent plus an additional five percent for each 
month of delinquency not exceeding a total reduction 
of 25 percent. No claim that is filed more than two years 
after the original or extended. due date can be allowed. 

The tax credit is for rent paid for occupancy only and 
does not include payments for appliances, furnishings, 
or utilities provided by the landlord. The claimant must 
not have received any public funds for the payment of 
rent during the period for which claim is made. The 
rental unit must be a unit on which real property taxes 
were accrued. 

Only one person may be allowed the rent credit on 
any household residence for the same period of time. 
When two or more individuals of the same household 
qualify as a claimant, they shall determine between 
themselves as to which one will submit the claim, but 
the entire rent paid for the unit may be used. If they 
are unable to agree, the Commisioner of Revenue shall 
decide which person shall be allowed the credit and his 
decision is final. 

The right to file the claim is personal only to the 
claimant and shall not survive his death. If death occurs 
after a timely claim is made, and payment is due the 
claimant, such payment shall be made to a member of 
his household. If there is no other household member, 
payment shall be made to the executor or administrator 
of the claimant's estate. 

The allowance of credit for rent paid during calendar 
year 1975 and thereafter is as provided by the Minne-
sota Income-Adjusted Homestead Credit Act (Minn. 
Stat. ch. 290A). 

Chapter Seven: Accounting Regulations 

1NCT 700 Annual accounting period. 

A. In general. Net  income and taxable net income 
shall be computed and a return shall be made upon the 
basis of the taxpayer's annual accounting period, which 
is a taxable year. The term "annual accounting period" 
means the annual period (calendar year or fiscal year) 
on the basis of which the taxpayer regularly computes 
his income in keeping his books. 

The term "taxable year" means the period for which 
the taxes levied by the Act are imposed. It is a calendar 
year, fiscal year, or in cases where a return for a frac-
tional part of a year is permitted or required, the period 
for which such return, is made. (See Minn. Stat. § 
290.01, Subd. 9). 

The term "fiscal year" means an annual accounting 
period of twelve months ending on the last day of any 
month other than December. If, in a taxable year 
beginning after August 16, 1974, if a taxpayer has 
made the election provided by Minn. Stat. § 290.40(2), 
the term means the annual period (varying from 52 to 
53 weeks) so elected. (See Minn. Staf. § 292.01, Subd. 
10). A taxpayer who has not established a fiscal year 
must make his return on the basis of a calendar year. 
A fiscal year will be recognized only if it is established 
as the annual accounting period of the taxpayer and 
only if the books of the taxpayer are kept in accordance 
with such fiscal year. 

If a taxpayer keeps no books and/or has no estab-
lished annual account period, or has one other than a 
fiscal year, as defined, above, the net income and taxable 
net income shall be computed on the basis of the 
calendar year. Taxpayers shall employ the same ac-
counting period on which they are required to report 
their net income under the Federal Income Tax Act, 
but their right to change their accounting period is 
limited as set forth in Minn. Stat. § 290.07, Subd. 1, 
and in paragraph C. below. 

A new taxpayer in his first return may adopt any 
taxable year which meets the requirements of Minn. 
Stat. § 290.07, Subd. 1 and this regulation without ob-
taining prior approval. The first taxable year of a new 
taxpayer must be adopted on or before the time pre- 
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Scribed by law (not inéluding extensions) for the-filing 
of the return for such taxable year. 	' 

B. Partnerships and partners. - A newly.forrned 
partnership may adopt a taxable year which Is the same 
as the taxable year of all its -principal partners (or is 
the same taxable year to which its' princljal partners 
who do not have such taxable year concurrently change) 
without securing prior approval from the Commissioner. 
If all its principal partners are not on the same, taxable 
year, a newly-formed partnership may adopt a alendar 
year without securing prior approval from the Commis-
sioner. If a newly-formed partnership wishes to 'adopt 
a taxable year that does not qualify. under the preceding 
two sentences, the adoption 'of such year requires the. 
prior approval of the Commissioner inaccordüiice with 
Minn. Stat. § 290.31, Subd. 6(2). An existing partner-
ship may change its taxable year. without securing prior 
approval from the Commissioner, if -all its principal 
partners have the same taxable year to which the part., 
nership changes, or if all its principal partners who do 
not have such a taxable-year- concurrently. change to 
such taxable year. In any case, an existing -partnership 
may not change its taxable year unless it secures the 
prior approval of the Commissioner Lu accordahcé with 
paragraph C. of this regulation and Minn. Stat. - § 
290.31, Subd. 6(2). ', ' 	 ' 	 ., 	

' 	 L. 

A partner may change his taxable year only if he 
secures the prior approval of the Commissioner in 
accordance with paragraph C. of this regulation. 

C. Change of accounting period. - A taxpayer 'may 
change his accounting period only with the conseilt 
of the Commissioner unless the change is otherwise 
authorized under these Regulations. However, àáy 
change must be to an accounting period. which is 'the 
same as the accounting period on which the taxpayer 
is required to report his income under the internal 
Revenue Code. A return must be filed with Minnesota 
for each period a return Is required by the Internal 
Revenue Code. 

The taxpayer may apply to the Commissioner of 
Revenue for permission to change his accoimting period 
by 

1. Completing and tiling Form M124 if the peiiod 
change is not automatic for Federal purposes, or 	-' 

2. Completing and attaching Form M124 to: his 
return if his accounting period is changed automatically 
for Federal Income Tax purposes. - 

if the taxpayer has been permitted by" the Commis 
sloner of Internal Revenue to change his accóunthig 
period, that fact must be stated in his application to 
the Minnesota Commissioner of Revenue. If application 
for. such change hà been made to the Cómnissloner 
of Internal Revenue but no action has been taken 
thereon, application to the Minnesota commissioner of 

Revenue should not -be made until consent has been 
granted by the Commissioner of- Internal Revenue. 

In the event a taxpayer  changes his annual accounting 
period ',for ,federal incOme tax purposes, he is, required 
to change his 'annUil' accounting period fOr Minnesota 
income tax purpose' and is required to file a Minnesota 
return and' compute his nèt. incone and taxable net 
income for the short period required tO effect the change 
in annual accounting period. The short period is a 
"taxable year." In such 'case, he shall pay a tax for 
the period not; Included In either ,-hisiormer or newly 
adopted taxable year, computed under Minn Stat. . 
290.32. The taxpayer shall thereafter make his returns 
and compute,.his net income, upon, the basis of the new 
annual accounting period. 

INCT 701' Accounting- 'methods., For individuals, 
estates, and trusts, the deterniination of. the accounting 
methods -as elected under Section 446 of the Internal 
Revenue Code. and used in determining Federal ad-
justed gross income' would apply In the determination 
of Minnesota'gross income under Mlnn. Stat. § 290.01, 
Subd.20., 

Except as specifically 'provided to the contrary, net 
income and taxable,, net Income shall be computed n 
accordance wjth the method of accounting regularly em-
ployed in keeping the', taxpayer's books. The term 
"method f accounting" .,includes not only the overall 
method of accounting of the taxpayer, but also the 
accounting treatment of any 'item. it is acknowledged 
that a combination of methods is speclilcally provided 
for the accounting teaUnent of special items (such as 
research and experimental expenditureá, soil and water 
conservation expfliditures, depreciation,' net operating 
losses, etc.). Methods of accounting which are em-
ployed as standard for the kind of income producing 
activities, in which the -taxpayer is engaged, will ordi-
narily be regarded as clearly reflecting income. How-
ever, an accounting system which does not treat all 
items of gross Income and all deductions with reason-
able cOnsistency, Will not be' regarded as clearly re-
flecting income. In such cases the computation shall 
be made in 'accordance with a method which, in the 
ojiinion of the Commissioner, clearly and fairly reflects 
net taxable Income. All items of gross income shall be 
included in the, gross income of the taxable year In 
which received - by a taxpayer, unless another method 
of accounting'will morç clearly reflect taxable income. 

- A taxpayer-who changes the method of accounting 
employed in keeping his books, shall, before computing 
his .net,Income and taxable  net income upon such new 
method for purposes of Minnesota taxation, secure the 
consent of the Minnesota Commissioner of Revenue. 

- INCT. .702 Change jn accounting methods. For in. 
dIviduals, estates, and trusts, any approved changes in 
accounting' method in determination of Federal adjusted 

• - gross income under Section 481 of the Internal Revenue 
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Code must also be reflected In similar change In ac-
counting methods to reflect Minnesota gross Income 
under Mlnn. Stat. § 290.01, Subd. 20. 

The taxpayer must secure permission from the Com-
missioner to change his method of accounting or In 
reporting Income and deductions. Such application must 
be filed within ninety days or such other period as pre-
scribed by the Internal Revenue Service after the be-
ginning of the taxable year to be covered by the return. 
A statement must be attached to the application setting 
forth in detail the variation In treatment of classes of 
Items on the old and new basis. A change in the 
method of accounting or basis of reporting income and 
deductions means any change in the treatment of items 
of income and deductions such as change from cash 
receipts and disbursements basis to the accrual basis or 
vice versa; a change In the method of inventory valua-
tions; or a change permitted by the Commissioner 
Involving any other specialized method of accounting 
for income and deductions except bad debts, the treat-
ment of which Is set forth In INCT 907. 

For adjustments which are required when a change Is 
made In an accounting method, see Mlnn. Stat. § 
290.07, Subd. 3. 

INCT 703 Restoration of amounts received or ac-
crued under claim of right. 

A. In general. 
1. If, during the taxable year, the taxpayer is en-

titled under other provisions of MInn. Stat. ch. 290 to 
a deduction of more than $3,000 because of the restora-
tion to another of an item which was inclUded In the 
taxpayer's gross income for a prior taxable year (or 
years) under a claim of right, the tax imposed by MInn. 
Stat. di. 290 for the taxable year shall be the tax pro. 
vided In B. of this regulation. 

2. For the purpose of this regulation "income 
included under a claim of right" means an Item included 
in gross income because It appeared from all the facts 
available in the year of Inclusion that the taxpayer bad 
an unrestricted right to such Item, and "restoration to 
another" means a restoration resulting because it was 
established after the close of such prior taxable year 
(or years) that the taxpayer did not have an unrestricted 
right to such Item (or portion thereof). 

3. For purposes of determining whether the 
amount of a deduction described In Minn. Stat. § 
290.07, Subd. 4 exceeds $3,000 for the taxable year, 
there shall be taken into account the aggregate of all 
such deductions with respect to each Item of income  

(described in MInn. Stat. § 290.07, Subd. 4 of the 
same class). 

B. Determination of tax. 
1.. Under the circumstances described in para-

graph A. of this section, the tax imposed by Minn. Stat. 
ch. 290 for the taxable year shall be the lesser of - 

a. The tax for the taxable year computed under 
Mlnn. Stat. § 290.07, Subd. 4, that is, with the deduc-
tion taken into account, or 

b. The tax for the taxable year computed with-
out taking such deduction into account, minus the 
decrease in tax (under Mlnn. Stat. ch. 290 for the prior 
taxable year (or years) which would result solely from 
the exclusion from gross income of all or that portion 
of the income included under a claim of right to which 
the deduction is attributable. For the purpose of this 
subdivision, the amount of the decrease In tax Is not 
limited to the amount of the tax for the taxable year. 
See a. of this regulation where the decrease in tax for 
the prior taxable year or years) exceeds the tax for 
the taxable year. 

2. If the taxpayer computes his tax for the taxable 
year under the provisions b. of 1. the amount of the 
restoration shall not be taken into account in computing 
taxable income or loss for the taxable year, including 
the computation of any net operating loss carryback or 
carryover or any capital loss carryover. 

3. If the tax determined under l.a. Is the same as 
the tax determined under 1.b. the tax imposed for the 
taxable year under Mlnn. Stat. ch. 290 shall be the 
tax determined under l.a., and this regulation shall not 
otherwise apply. 

C. Application to deductions which are capital In 
nature. Minn. Stat. § 290.07, Subd. 4 and this regula-
tion shall also apply to a deduction which is capital In 
nature otherwise allowable In the taxable year. If the 
deduction otherwise allowable is capital in nature, the 
determination of whether the taxpayer Is entitled to the 
benefits of Mlnn. Stat. § 290.07, Subd. 4 and this reg-
ulation shall be made without regard to the net capital 
loss limitation imposed by Minn. Stat. § 290.16, Subd. 
5. For example, if a taxpayer restores $4,000 in the 
taxable year and such amount Is a long-term capital 
loss, the taxpayer will, nevertheless, be considered to 
have met the $3,000 deduction requirement for pur-
poses of applying this regulation, although the full 
amount of the loss might not be allowable as a deduc-
tion for the taxable year. However, If the tax for the 
taxable year is computed with the deduction taken into 
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account, the deduction allowable will. be  subject to 
the limitation on capital losses carryover and carryback 
deductions provided by law. For individuals, estates, 
and trusts, the Federal law will govern because of Minn. 
Stat. § 290.01, Subd. 20. For corporations, see Minn. 
Stat. § 290.16, Subd. 5 and 6. 

D. Determination of deciease in tax for prior taxable 
years - 

1. Prior taxable years. The prior taxable year (or 
years) referred to in B. is the year (or years) in which 
the item to which the deduction is attributable was 
included in gross income under a claim of right and, 
in addition, any other prior taxable year (or years) 
the tax for which will be affected by. the exclusion from 
gross income in such prior taxable year.  (or years.) of 
such income. 

2. Amount of exclusion from gross income in prior 
taxable years. 

a. The amount to be excluded from gross in-
come for the prior taxable year (or years) in determin-
ing the decrease in tax under B.1.b. shall be the amount 
restored in the taxable year, but shall not exceed the 
amount included in gross income in the prior taxable 
year (or years) under the claim of right to which the 
deduction for the restoration is attributable, and shall 
be adjusted as provided in b. below. 

b. If the amount included in gross income for 
the prior taxable year (or years) under the claim of 
right in question was reduced in such year (or years) 
by a deduction allowed under Minn. Stat. § 290.16, 
Subd. 4 then the amount determined under a. to be 
excluded from gross income for such year (or years) 
shall be reduced in the same proportion that the amount 
included in gross income under a claim of right was re-
duced. 

c. The determinütión of the amount of the ex-
clusion from gross income of the prior taxable year 
shall be made without regard to the capital loss limita-
tion contained in Minn. Stat. § 290.16, Subd. 5 ap-
plicable in computing taxable income for the current 
taxable year. The amount of the exclusion from gross 
income in a prior taxable year (or years) shall not ex-
ceed the amount which would, but for the application of 
Minn. Stat. § 290.16, Subd. 5, be allowable as a deduc-
tion in the taxable year of restoration. 

3. Determination of amount of deduction attribut-
able to prior taxable years. 

a. if the deduction otherwise allowable for the 
taxable year relates to income included in gross income 
under a claim of right in more than one prior taxable 
year and the amount attributable to . each such prior 
taxable year cannçt be readily identified, then, the por-
tion attributable to each such prior taxable year shall 
be that portion of the deduction.otherwise allowable for  

the taxable year which the amount of• the income in-
cluded under the claim of right in question for the prior 
taxable year bears to the total of all such. income in-
cluded under the claim of. right for all such prior taxable 
years. 

b. .The rule provided in a. may be illustrated 
as follows: 

Example.. Under a claim of right, A included in his 
gross incOme over a period of three taxable years. an  
aggregate of $9,000 for services to a certain employer, 
in amounts as follows: $2,000 for taxable year 1969, 
$4,000 for taxable year 1970, and $3,000 for taxable 
year 1971.In 1972 it is established that A must restore 
$6,750 of these amounts to his employer, and that A is 
entifled to a deduction of this amount in 'the taxable 
year 1972. The amount of the deduction attributable 
to each of the prior taxable years cannot be identified. 
Accordingly, the amount of the deduction attributable 
to each prior taxable year is: 

1969 -6,750 x $2,000 = $i,5o0 
$9,000 

1970 - $6,750 x $4,000  = $3,000.. 
$9,000 

1971 - s6;75o x $3,00ö $2,250 
$9,000 

4. Computation of amount of decrease n tax. 
a. In computing the amount of decrease. in tax 

for a prior taxable year (or years). resulting from the 
exclusion from gross income of the income included 
under a claim of right, there must first be ascertained 
the amount of tax previously .determined for the. tax-
payer for such prior taxable year (or years). The tax 
previously determined shall be the sum of the amounts 
shown by the taxpayer on his return or returns, plus 
any amounts which have been previously assessed (or 
collected without assessment) ,as deficiencies or which 
appropriately should be assessed ,  or collected, reduced 
by the amount of any refunds or credits which have 
previously been made or which appropriately should be 
made. After the tax previously determined has been as-
certained, a recomputation must then be made to de-
termine the decrease in tax, if any, resulting from the 
exclusion from gross income of all or that portion of 
the income included under a claim of right to which the 
deduction otherwise allowable in the taxable year is 
attributable. 	. 	. 

b. No item other than the exclusion of the in-
come previously included wider a claim of right shall 
be considered n computing the amount of decrease in 
lax if reconsideration of such other item is prevented 
by the operation of aiy provision of the. income tax 
laws or any other rule of law. However, if the amounts 
of other items in the return - are dependent upon. the 
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amount• of adjusted gross income, taxable income, or 
net income (such' as charitable contributions, foreign 
tax credit, deductions for depletion, and net operating 
loss); appropriate adjustment shall be' made as part of 
the computation of the decrease in tax; For the purpose 
of deterniining the decrease in tax for the prior' taxable 
year '(or years) which would result from the exclusion 
from gross income of the item included under a claim 
of right, the exclusionof such item shall be given effect 
not only in the prior 'taxable year in which It was in-
cluded in gross Income but in all Other prior taxable 
years affected by the inclusion of the item (for example, 
prior taxable yeaEs affected by a' net operating loss 
carryback or tarryover or capital lOss' carryover). 

c. The rules provided in this subparagraph may 
be illustrated as follows: 

Example (1). For the taxable year 1969, a 
corporation has taxable income of $35,000 on which it 
paid $3,965 for Minnesota income tax. Included in 
gross income for the year las $20,000 receivçd under 
a claim of right as royalties. In 1972, the corporation is 
required to return $10,000 of the rqyalties. It otherwise 
has taxable income in 1972 of $5,000 so that without 
application of Minn. Stat. §' 290.07, Subd. 4 it has a 
net operating loss of $5,000 in that year. Facts also 
come to light in 1972 which entitle the corporation 
to an additional bad debt deduction of $5,000 for 1969. 
When a compUtation is made under B.La., the cor-
poration has no -tax fOr the taxable year 1972. When 
a' computation is made under B.1.b., the tax for 1972, 
without taking the restoration into accOunt is, $600, 
based on a taxable income of $5,000. The decrease in 
tax for 1969 is computed as follows: 

Tax shown on. return for 
1969,. 	 ,$ 3,965 
Taxable income for 1969 
upon which tax shown on 
return was based 
	

35,000 
Less: additional deduction 
(on account of which 
credit or refund could 
be made) 5,000 
Total' 	 $30,000 
Tax on '$30,000. (ad- 
justed' taxable income for 
1969) 
	 • .$ 3,399 

Taxable income for 1969 
as adjusted 
	

$30,000 
Less exclusion of amount 
restored 
	

$10,000  

Taxable income for 1969 
by applying 1(b)(1)(ii) $20,000 
Tax on $20,000 
	

$ 2,266 
Decrease in tax fOr 1969 
by applying 1(b) (1) (ii) 

	
$ 1,133 

Tax for 1972 without 
taking restoration into 
account $ 600 
Amount by which de-
crease exceeds the tax for' 
1972 computed without 
taking restoration into 
account $ 533 

(The $533 is treated as having been paid, on the last 
day prescribed by law for the payment of the tax for 
1972 and Is available nsa refund.: In addition the tax-
payer. has made an overpayment of $56 ($3,965 less 
$3,399) for 1969 because of the additional bad debt 
deduction of $5,000.) 

Example (2).. Assume the same facts as in 
example (1) except that, instead of the corporation 
being entitled to an additional deduction of $5,000 for 
1969, it is determined that the corporation failed to 
include an item of $5,000 in gross income for that year. 
The decrease in tax for 1969 is computed as follows: 

Tax shown on return for 
1969 
	

$ 3,965 
Taxable income for 1969 
upon 'which tax shown on 
return' was based $35,000 
Plus additional income 
on accourit of which de-
ficiency assessment would 
be made) $ 5,000 
Total 
	

$40,000 
Tax on $40,000 (ad- 
justed taxable income for 
1969) 
	 4,532 

Taxable income for 1969 
as adjusted 
	 $40,000 

Less exclusion of amount 
restored 
	

$10,000 
Taxable income for 1969 
by applying 1(b) (1) (ii) $30,000 
Tax on $30,000 
	

$, 3,399 
Decrease in tax for 1969 
by applying 1(b) (1) (ii) 

	
$ 1,133 
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Tax for 1972 wIthout 
taking restoration into 
account $ 600 
Amount by which de-
crease exceeds the tax for 
1972 computed without 
taking the restoration into 
account $ 533 

(The $533 is treated as having been paid on the Inst 
day prescribed by law for the payment 'of the fax for 
1972 and Is available as a refund. In addition the tax-
payer has a deficiency of $567 ($4,532 less $3.965) for 
1969 because of the additional income of $5,000.) 

E. Method of accounting. The provisions of Mimi. 
Stat. § 290.07, Snbd. 4 and this regulation shall be 
applicable in the case of a taxpayer on the cash receipts 
and disbursements method of accounting only to the 
taxable year in which the Item of income included In 
a prIor year (or years) under a claim of right is ac-
tually repaid. However, in the case of a taxpayer on 
the cash receipts and disbursements method of account-
ing who constructively received an item of income under 
a claim of right and included such item of Income in 
gross income In a prior year (or years), the provisions 
of Minn. Stat. § 290.07, Subd. 4 and this regulation 
shall be applicable to the, taxable year In which the tax-
nayer Is required to relinquish his ripht to receive such 
item of income. Such provisions shall be applicable In 
the case of other taxpayers only to the taxable year 
which is the proper taxable year (under the method of 
accounting used by the taxpayer in computing taxable 
income) for taking into account the deduction resulting 
from the restoration of the item of income included 
In a prior year (or years) under a claim of right. For 
example, If the taxpayer is on an accrual method of 
accounting, the provisions of this section shall apply to 
the year in which the obligation properly accrues for 
the repayment of the item included under a claim of 
right. 

F. Inventory items, stock in trade, and property held 
primarily for sale In the ordinary course of trade or 
business. 

1. Except for amounts specified In subparagraph 
2. of this paragraph the provisions of Minn. Stat. § 
290.07, Subd. 4 and this regulation do not apply to 
deductions attributable to items which were included 
in gross income by reason of the sale or other disposi-
tion of stock in trade of the taxpayer (or other property 
of a kind which would properly have been included in 
the inventory of the taxpayer if on hand at the close of 
the prior taxable year) or property held by the taxpayer 
primarily for sale to customers in the ordinary course 
of the taxpayer's trade or business. This regulation is, 
therefore, not applicable to sales returns and aliOwrnices 

	

and similar items. 	 ' 	' 	- 
2. The provisions of Minn. Slat. § 290.07, Subd.  

4 and this regulation apply to deductions which arise 
out of refunds or repayments made by a regulated 
public utility, as defined in Section 7701(a) (33) (wIth-
out regard to the limitation contained hi the last two 
sentences thereof) of the Internal Revenue Code of 
1954, If such refunds or repayments are required to be 
made by the government, political subdivision, agency 
or instrumentalIt' referred to In such section. or by 
Order of a court, or are' made in settlement of litieation 
or' under 'threat or imminence of litigation. Thus, de-
ductions attributable to refunds of charges for' the sale 
of natural gas under rates approved temporarily by a 
proper governmental authority are eligible for the bene-
fits of MInn. Stat. § 290.07, Subd. 4 and this regulation, 
if such refunds are required by the governmental author-
ity. 

C. Bad debts. The provisions of Minn. Stat. § 
290.07, Subd. 4 and thIs regulation do not apply to 
deductions attributable to bad debts. 

H. Legal fees and other expenses. Minn. Stat. § 
290.07, Subd. 4 and this regulation do not apply to legal 
fees or other expenses incurred by a taxpayer in con-
testing the restoration of an item previously included 
in income. This rule may be Illustrated by the following 
example: 

Example. A sold his personal residence to B in a 
prior taxable year and realized a capital gain on the sale. 
C claimed that under an agreement with A he was en-
titled to a five percent share of the purchase price since 
he brought the parties together and was instrumental in 
closing the sale. A rejected C's demand and included 
the entire amount of the capital 'gain in gross income 
for the year of sale. C instituted action and in the tax-
able year judgment Is rendered against A who pays C 
the amount involved. In addition, A pays legal fees in 
the taxable year which were Incurred In the defense of 
the action. MInn. Stat. , § 290.07. Subd. 4 applIes to 
the payment of the five-percent share of the purchase 
price to C. However, the payment of the legal fees, 
whether or not otherwise' deductible, does not constitute 
an item restored for purposes of Minn. Stat. § 290.07, 
Subd. 4. 

I. Refunds. If the decrease in tax for the prior 
taxable year (or years) determined under Minn. Stat. 
§ 290.07, Subd. 4 and B.1.b. of this regulation exceeds 
the tax imposed by 'Mimi. Stat. ch. 290 for the taxable 
year computed without the deduction, the excess shall 
be considered to be a payment of tax for the taxable 
year of the deduction. Such payment Is deemed to have 
been made on the last day prescribed by law for the 
payment of. tax for the taxable year and shall be re-
funded or credited in the same manner as if it were 
an overpayment of tax for such taxable year. 

J. The treatment allowed under Minn. Stat. § 290.07, 
Subd. 4. is solely fOr the purpose of the computation 
of tax In the year of "restoration," any election made 
under Section 1341 of the Internal Revenue Code does 
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not affect the determination of net Incothe' in either 
the restoration year or the year or years such claim of 
right had to be included in Income. For' the purpose of 
computation under this provision, individuals, estates, 
and trusts must utilize appropriate sections of the In-
ternal Revenue Code In the determination and limita-
tions of any of the classes of restored Income. For 
example: 

1. An election under Section 1341' of the. Intern I 
Revenue Code does not bind a taxpayer to a particular 
election under Mlnn. Stat. § 290.07, Subd. 4. 

2. For individuals, estates, and trusts, the appro-
priate sections of the Internal Revenue .Code dealing 
with limitations, carrybacks, carryforwards, and report-
ing of income and deductions must be applied for aU 
years beginning after December 31, 1960.'' 

INCT 704 Installment method of reporting income. 

A. In General. Mlnn. Stat. § 290.07, Subd. 5 per-
mIts dealers in personal property,. that Is, persons who 
regularly sell or otherwise dispose of personal property 
on the installment plan, to rètuin the incdmè from the 
sale or other disposition thereof on the installment 
method. The Installment method may also be applied 
with certain limitations (see paragraph C. of thJ sec-
tion) to the sale or other disposition of real property 
and the casual sale or other casual disposition of 
certain personal property. 

1. For individuals, estates, and trusts, the Install-
ment method of reporting income may be elected In 
determining federal adjusted gross income under Section 
453 of the Internal Revenue Code and this determines 
the amount of Minnesota gross income ànder Minn. 
Stat. § 290.01, Subd. 20. 

2. The election of the Installment method ol re-
porting income is for purposes of determining the 
accounting period such income shall be .reported. It does 
not change the assignability of such income. 

If an individual taxpayer as a resident of Minnesota 
has elected to report a sale of tangible prope ty located 
in Minnesota on the installment method and subse-
quently establishes his permanent residence outside of 
Minnesota the portion of such installments representing 
gain on the sale of the Minnesota property Is taxable 
by Minnesota whether it is received before or after the 
move. (See I.NCT 1201 A.) The portion of such install-
ments that represents Interest is taxable by Minnesota 
only during the period of Minnesota residence. 

If an individual taxpayer as a nonresident of Minne-
sofa has elected to report a sale of tangible property  

located outside of Minnesota on the Installment method 
and' subsequently establishes his permanent residence 
in Minnesota the portion of such installments repre-
senting gain on the sale of the out-of-state property Is 
not taxable by Minnesota whether it Is received before 
oi 'after the move. The portion of such Installments 
which represents interest Is taxable by Minnesota during 
the period'of Minnesota residence. 

In the case of an Installment sale of intangible prop-
erty, the income is assignable to the state in which the 
recipient resides on the date the income Is received. 
(See INCT 1201 B.) 

B. Income to be reported. Persons permitted to use 
the Installment method of according prescribed in Mlnn. 
Stat. § 290.07, Subd. 5 may return as income from in.. 
'staliment sales In any taxable year that proportion of 
the Installment payments actually received In that year 
which the gross profit realized or to be realized when 
the property is paid for bears to the total contract price. 
In the case of dealers in personal property, for this pur-
pose, gross profit means sales less cost of goods sold. 
See INCT 705 for rules applicable to the computation 
of income of dealers In personal property reporting on 
the installment methOd. In the case of sales of real 
estate and casual sales of personal property, gross profit 
means the selling price less the adjusted basis as defined 
in Minn. Stat. § 290.14 and 290.15 and the regulations 
thereunder. Gross profit, in the case of a sale of real 
estate by a person other than a dealer and a casual sale 
of personal  properly, t reduced by commissions and 
.other.selling expenses for purposes of determining the 
proportion of Installment payments returnable as In-
cOme. For rules applicable in determining "selling 
price" and the use of certain other terms, see also pars-
graph C. of INCT 707. 

C. Limitations on the use of the Installment method. 

1. Income from the sale or other disposition of 
real pr6perty or from casual sales or other casual dis-
positions of personal property may be reported on the 
Installment method, only If, In the taxable year of the 
sale or other disposition 

a. there arc no payments or 

b 'the aymeists (exclusive of evidences of in-
debtçdness Of the purchaser) do not exceed 30 percent 
of the elling p11cc. 

2. The income from a casual sale or other casual 
disposition of personal property may be reported oa the 
installment method only If 

KEY: New rules and both proposed and adopted additions to existing rules. are printed in boldface. Proposed and adopted deletions 
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a. the property Is not of a kind which would 
properly be included in the inventory of the taxpayer 
if on hand at the close of the taxable year, and 

F. Records. In adopting the installment method of 
accounting the seller must maintain such records as 
are necessary to clearly reflect Income. 

b. its sale price exceeds $1,000. 	- 
D. Treatment of gain or loss on default by the pur-

chaser of personal property sold on the installment plan. 
If for any reason the purchaser defaults in any of his 
instalhnent payments, and the vendor (whether he is a 
dealer in personal property or a person who has made 
a casual sale or other casual disposition of personal 
property), returning income on the installment method, 
repossesses the property sold, whether title thereto had 
been retained by the vendor or transferred to the pur-
chaser, gain or loss for the year in which the reposses-
sion occurs is to be computed upon any installment 
obligations of the purchaser which are satisfied or dis-
charged upon the repossession or are applied by the 
vendor to the purchase or bid price of the property. 
Such gain or loss is to be measured. by the difference 
between the fair market value at the date of reposses-
sion of the property repossessed and .the basis in the 
hands of the vendor of the obligations of the purchaser 
which are so satisfied, discharged, or applied, with prop-
er adjustment for any other amounts realized or costs 
incurred in connection with the repossession. (See. also 
INCT 709.) The basis in the hands of the vendor of 
the obligations of the purchaser satisfied, discharged, 
or applied upon the repossession of the properly shall 
be the excess of the face value of such obligations over 
an amount equal to the income which would be return-
able were the obligations paid in full. For definition of 
the basis of an installment obligation, see Minn. Stat. § 
290.07, Subd. 5(4). No deduction for a bad debt shall 
in any case be taken on account of any portion of the 
obligations of the purchaser. which are treated by the 
vendor as not having been satisfied, discharged, or 
applied upon the repossession unless it is clearly shown 
that after the property was repossessed the purchaser 
remained liable for such portiàn; and hi no event shall 
the amount of the deduction exceed the basis In the 
hands of the vendor of the portion of the obligations 
with respect to which the' purchaser remained liable 
after the repossession. (See also Mlnn. Stat. § 290.09, 
Subd. 6 and the regulations thereunder.) If the, property 
repossessed is bid in by the vendor at a lawful public 
auction or judicial sale, the fair market value of the 
property shall be presumed to be the purchase or bid 
price thereof in the absence of clear and convincing 
proof to the contrary. The fair market value of the 
property 'repossessed shall be reflected in the appro-
priate permanent records of the vendor at the time of 
such repossession. 

E. Other accounting methods. If the vendor chooses 
as a matter of consistent practice to return the income 
from installment sales on an accrual method or on the 
cash receipts and disbursements method, such a course 
is permissible. 

JNCT 705 Dealers in personal property. 
A. In general. A person who regularly sells per-

sonal property on the installment plan may adopt (but 
is not required to do so), one of the following four ways 
of protecting his interest In case of default by the pur-
chaser: 

1. By an agreement that title is to remain in the 
vendor until the purchaser has completely performed 
his part of the transaction; 

2. By a form of contract In which title Is con-
veyed to the purchaser immediately, but subject to a 
lien for the unpaid portion of the selling price; 

3. By a present transfer of title to the purchaser, 
who 'at the same thné executes a reconveyance in the 
form of a chattel mortgage to the vendor; or 

4. By conveyance to a trustee pending perform-
ance of the contract and subject to its provisions. 

B. Installment income of dealers in personal prop-
erty. The income from installment sales of a dealer, 
that is, a person regularly engaged in the sale of per-
sonal property on the installment plan, may be ascer-
tained by treating as income that proportion of the 
total payments received in the taxable year from in-
stallment sales (such payments being allocated to the 
year against the sales of which they apply) which the 
gross profit realized or to be realized on the total in-
stailment sales made during each year bears to the total 
contract price of all such sales made during that re-
spective year. A dealer who desires to compute income 
by the installment method shall maintain accounting 
records in such a manner as to enable an accurate 
computation to be made by such method. 

C. Treatment of payments on sales made in years 
'prior to change to installment method. No payments 
.received in the taxable year shall be excluded in com-
puting the amount of income to be returned on the 
ground that they were received under a sale the total 
profit from which was returned as income during a tax-
able year or years prior to the change by the taxpayer 
to the installment method' of returning income. In this 
regard, however, see Minn. Stat. § 290.07, Subd. 5, 
(5), (6), and (7) and INCT 710 for the computation 
of the adjustments for amounts previously included in 
income in the case of a change from an accrual method 
to the installment method. Deductible items are not 
to be allocated to the years in which the profits from 
the' sales of a particular year are to be returned as in-
come, but' must be deducted for the taxable year in 
which the items are "paid or incurred" or "paid or 
accrued." See Minn. Stat. § 290.07, Subd. 7. 
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INCT 706 Special rules applicable to casual sales or 
casual dispositions of personal property. Income shall 
be computed and reported separately for each casual 
sale or other casual disposition of personal property 
as instalhnent payments are received in the year of sale 
and subsequent years. See INCT 704 C. for limitations 
on the use of the installment method. 

INCT 707 Sale of real properly involving deferred 
periodic payments. 

A. In General. Sales of real property involving de-
ferred payments include 

1. agreements of purchase and sale which con-
template that a conveyance is not to be made at the 
outset, but only after all or a substantial portion of the 
selling price has been paid, and 

2. sales in which there is an immediate transfer 
of title, the vendor being protected by a mortgage or 
other lien as to deferred payments. 

B. Classes of sales. Such sales, under either para-
graph A. 1. or 2. of this section, fall into two classes 
when considered with respect to the terms of sale, as 
follows; 

1. Sales of real property which may be accounted 
for on the installment method, that is, sales of real 
property in which 

a. there are no payments during the taxable 
year of the sale or 

b. the payments in such taxable year (exclusive 
of evidences of indebtedness of the purchaser) do not 
exceed 30 percent of the selling price, or 

2. Deferred-payment sales of real property in 
which the payments received in cash or properly other 
than evidences of indebtedness of the purchaser during 
the taxable year In which the sale Is made exceed 30 
percent of the selling price. 

C. Determination of "selling price." In the sale of 
mortgaged property the amount of the mortgage, 
whether the property is merely taken subject to the 
mortgage or whether the mortgage is assumed by the 
purchaser, shall, for the purpose of determining 
whether a sale Is on the installment plan, be included 
as a part of the "selling price"; and for the purpose 
of determining the payments and the total contract 
price as those terms are used in Minn. Stat. § 290.07, 
Subd. 5 and INCT 704 through INCT 710, the amount 
of such mortgage shall be included only to the extent 
that it exceeds the basis of the property. The term  

"payments" does not Include amounts received by the 
vendor in the year of sale from the disposition to a 
third person of notes given by the vendee as part of 
the purchase price which are due and payable in sub-
sequent years. Commissions and other selling expenses 
paid or incurred by the vendor shall not reduce the 
amount of the payments, the total contract price, or 
the selling price. 

INCT 708 Sale of real property treated on installment 
method. 

A. In general. In any transaction described in para-
graph B.1. of INCT 707, that is, sales of real property 
in which there are no payments during the year of 
sale or the payments in that year do not exceed 30 
percent of the selling price, the vendor may return as 
income from each such transaction In any taxable year 
that proportion of the installment payments actually 
received in that year which the gross profit (as de-
scribed in paragraph B. of INCT 704) realized or to 
be realized when the property is paid for bears to the 
total contract price. In any case, the sale of each lot or 
parcel of a subdivided tract must be treated as a sep-
arate transaction and gain or loss computed accordingly. 

B. Defaults and repossessions. If the purchaser of 
real property on the installment plan defaults in any 
of hIs payments, and the vendor returning income on 
the installment method reacquires the property sold, 
whether title thereto had been retained by the vendor 
or transferred to the purchaser, gain or loss for the 
year in which the reacquisition occurs is to be computed 
upon any installment obligations of the purchaser which 
are satisfied or discharged upon the reacquisition or are 
applied by the vendor to the purchase or bid price of 
the property. Such gain or loss is to be measured by 
the difference between the fair market value at the 
date of reacquisition of the property reacquired (in-
cluding the fair market value of any fixed improvement 
placed on the property by the purchaser) and the basis 
in the hands of the vendor of the obligations of the 
purchaser which are so satisfied, discharged, or applied, 
with proper adjustment for any other amounts realized 
or costs incurred In connection with the reacquisition. 
The basis in the hands of the vendor of the obligations 
of the purchaser satisfied, discharged, or applied upon 
the reacquisition of the property will be the excess of 
the face value of such obligations over an amount equal 
to the income which would be returnable were the 
obligations paid in full. For definition of the basis of 
an installment obligation, see Minn. Stat. § 290.07, 
Subd. 5(4). No deduction for a bad debt shall in any 
case be taken on account of any portion of the obliga- 
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lions of the purchaser which are treated by the vendor 
as not having been satisfied, discharged, or applied upon 
the reacquisition of the property, unless it is clearly 
shown that after the property was reacquired the pur-
chaser remained liable for such portion; and in no 
event shall the amount of the deduction exceed the 
basis in the hands of the vendor of the portion of the 
obligations with respect to which the purchaser re-
mained liable alter the reacquisition. (See Minn. Stat. 
§ 290.09, Subd. 6.) H the property reacquired is bid 
in by the vendor at a foreclosure sale, the fair market 
value of the absence of clear and convincing proof to 
the contrary. If the property reacquired is subsequently 
sold, the basis for determining gain or loss is the fair 
market value of the property at the date of reacquisi-
tion (including the fair market value of any fixed 
improvements placed on the property by the purchaser). 

INCT 709 Deferred-payment sale of real property not 
on installment method. 

A. Value of obligations. 
1. In transactions included in paragraph B.2. of 

INCT 707 that is, sales of real property involving 
deferred payments in which the payments received dur-
ing the year of sale exceed 30 percent of the selling 
price, the obligations of the purchaser received by the 
vendor are to be considered as an amount realized to 
the extent of their fair market value 'in ascertaining 
the profit or loss from the transaction. Such obligations, 
however, are not considered in determining whether 
the payments during the year of sale exceed 30 percent 
of the selling price. 

2. if the obligations received by the vendor have 
no fair market value, the payments in cash or other 
property having a fair market value shall be applied 
against and reduce the basis of the property sold and, 
if in excess of such basis, shall be taxable to the extent 
of the excess. Gain or loss is realized when the obliga-
tions are disposed of or satisfied, the amount thereof 
being the difference between the reduced basis as 
provided in the preceding sentence and the amount 
realized (herefor. Only in rare and extraordinary cases 
does property have no fair market value. 

B. Title retained by vendor. 
1. H the vendor in sales referred to in paragraph 

A. of this section has retained title to the property and 
the purchaser defaults in any, of his payments, and the 
vendor repossesses the property, the difference between 

a. the entire amount of the payments actially 
received on the contract and retained by the vendor plus 
the fair market value at the time of repossession of 
fixed improvements placed on the property by the pur-
chaser and 

• 	b. the: sum, of the profits previously returned as 
income In connection therewith and an amount repre- 
senting what would have been a proper adjustment for 

exhaustion, wear and tear, obsolescence, amortization, 
and depletion of the property during the period the 
property was in the hands of the purchaser had the 
sale not been made, will constitute gain or loss, as the 
case may be, to the vendor for 'the year In which the 
property is repossessed. 

2. The basis of the property described in subpara-
graph 1. of this paragraph, in the hands of the vendor 
will 'be the original basis at the time of the sale plus 
the fair market value at the time of repossession of 
fixed improvements placed on the property by the pur-
chaser, reduced by what would have been a proper 
adjustment for exhaustion, wear and tear, obsolescence, 
amortization, and depletion of the property during the 
period the property was in the hands of the purchaser 
had the sale not been made; 

C. Title transferred to purchaser. If the vendor in 
sales described in paragraph A. of this section has pre-
viously transferred title to 'the purchaser, and the pur-
chaser defaults in any of his payments, and the vendor 
accepts a voluntary reconveyance of the property, in 
partial or full satisfaction, of the unpaid portion of the 
purchase price, the receipt of the property so reacquired, 
to the extent of its fair market value at that time in-
cluding the fair market value of fixed improvements 
placed on the property by the purchaser, shall be con-
sidered as the 'receipt of payment on the obligations 
satisfied. If the fair market value of .the property Is 
greater than the basis of the obligations of the pur-
chaser so satisfied (generally, such basis being the fair 
market value of such obligations previously recognized 
in computing income)', the' excess constitutes ordinary 
income. H the value of such property is less than the 
basis of such obligations, the difference may be deducted 
as a bad debt if uncollectible, except that if the obli-
gations satisfied are securities (as defined In Section 
165 (g) (2) (C) of the Internal Revenue Code of 1954), 
any gain or loss resulting from the transaction is a 
capital gain or loss, subject to the provisions of Minn. 
Stat. § 290.16. If the property reacquired is subse-
quently sold, the basis for, determining gain or loss is 
the fair market value of the property at the date of 
reacquisition, including the .fair market value of the 
fixed improvements placed on the property by the 
purchaser. See Mlnn. Stat. § 290.09, Subd. 6 with 
respect to property reacquired in a foreclosure proceed-
ing. 

INCT 710 Change from accrual to installment method 
by dealers. 

A. In General. A' taxpayer who is a dealer in per. 
sonal property and who is entitled to the benefits of 
Minn. Stat. § 290.07,,.Subd. 5(1) may elect to report 
his taxable income on the installment method of ac-
counting without securing consent of the Commissioner. 
In the event• a dealer elects to change from an accrual 
method of accounting. to the Installment method, any 
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installment payments actually received in the .year of 
change or in subsequent taxable years on account of 
sales or other dispositions of property made in any 
taxable year before the year of change shall not be 
excluded from taxable income. This means that profits 
attributable to installment sales even though included 
in taxable income in their entirety in a year of sale 
before the year in which the change to the installment 
method is made are also includible in taxable income 
as payments are received in the year of change and in 
subsequent taxable years. But the tax imposed for the 
year of change or any subsequent taxable years (such 
years being referred to as "adjustment years") begin-
ning after December 31, 1954, shall be reduced by an 
adjustment proportionate to the tax attributable to the 
gross profit which is, by reason of the change to the 
installment method, included in gross income a second 
time, determined by the method of computation de-
scribed in Minn. Stat. § 290.07, Subd. 5, (5), (6) 
and (7). 

B. Adjustment to tax. 
1. The adjustment to tax under Minn. Stat. § 

290.07, Subd. 5(6) is determined as follows: 

a. Determine separately the portion of the tax 
for each taxable year before the year of change which 
is attributable to the gross profit from installment sales 
which was included in gross income in that year and 
which is also includible in gross income for any adjust-
ment year; 

b. Determine separately the portion of the tax 
for each adjustment year which is attributable to the 
gross profit described in subdivision a. of this subpara-
graph: 

c. Select for each adjustment year the lesser of 
the amounts determined under subdivisions a. and b. 
of this subparagraph; 

d. The tax imposed in any adjustment year 
shaft be reduced by the amount as determined in sub-
division c. of this subparagraph or the sum of aft such 
amounts if more than one prior taxable year is involved; 

e. The portion of the tax for any taxable year 
attributable to the gross profit described in subdivision 
a. of this subparagraph shall be that proportion of the 
tax determined for such year without regard to the 
adjustments under this paragraph, which the gross 
profit included in gross income in the prior year and 
includible in gross income for the adjustment year bears 
to the gross income of that year. 

2. The tax detemined in any of the steps provided 

in subparagraph!. of this paragraph shall be the tax 
imposed by Minn. Stat. ch. 290. 

C. Special rules for partnerships. In the case of a 
change from an accrual method of accounting to the in-
stailment method of accounting by a partnership which 
is a dealer in personal property, payments attributable 
to installment sales under such accrual method shall be 
included in the gross income of the partnership in their 
entirety as payments are received in the year of change 
and in subsequent taxable years, even though included 
in gross income of the partnership for a year before the 
year in which the change to the installment method is 
made. Each partner's distributive share of the profits 
attributable to Installment sales included in partnership 
taxable income for the year of sale and for each "ad-
justment year" shall be taken into account separately in 
accordance with Minn. Stat. § 290.31, Subd. 2(1) (f) 
and INCT 2216 A S. The income tax of each partner 
for adjustment years shall be computed with the adjust-
ment provided by Minn. Stat. § 290.07, Subd. 5(6) 
for amounts previously taxed. However, it is not neces-
sary for a partner to have been a member of the part-
nership for the year of sale and each subsequent tax-
able year, including adjustment years, in order to apply 
the adjustment to tax provided by Minn. Stat. § 290.07, 
Subd. 5(6). 

INCT 711 Requirements for adoption of or change 
to installment method. 

A. Dealers in personal property. 

1 Adoption of installment method. A taxpayer 
who adopts the installment method of accounting in the 
first taxable year in which he makes installment sales 
must indicate in his income tax return for that taxable 
year that the installment method of accounting is being 
adopted. 

2. Change to installment method. A taxpayer who 
changes to the installment method in accordance with 
INC 710 shall attach a statement to his income tax re-
turn for the taxable year with respect to which the 
change is made. This statement must show - 

a. The method of accounting used in computing 
taxable income before the change; 

b. The span of taxable years over which it will 
be necessary to compute adjustments; and 

c. A schedule showing the computation of the 
required adjustments under Minn. Stat. § 290.07, Subd. 
5(6).. 
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Similar statements must be attached o and filed with 
income tax returns for sñbsèquent taxable years in 
which adjustments are required because of ;the inclusion 
of installment payments in gross income a second time. 

B. Sales of real property and casual sales of personal 
property. 

1. A taxpayer who sells or otherwise disposes of 
real property, or who makes a casual sale or other 
casual disposition of personal property, and who elects 
to report the inconie therefrom on the installment 
method must set forth in his income tax return (or in a 
statement attached thereto) for the year of the sale or 
other disposition the computation of the gross profit on 
the sale or other disposition under the installment meth-
od. In any taxable year in which the taxpayer receives 
payments attributable to such sale or other disposition, 
he must also show in his income tax return the com-
putation of the amount of income which is being re-
ported in that year on such sale or other disposition. 

2. The information required b.y subparagraph 1. 
of this paragraph must be submitted for each separate 
sale or other disposition but, in the case of multiple 
sales or other dispositions, separate computations may 
be shown in a single statement.. 	- V  

C. Installment method and other accounting meth-
ods. Notwithstanding the fact that a dealer in personal 
property may change to the installment method of ac-
counting without permission, a dealer may not change 
from the installment method of accounting for sales on 
the installment plan to an accrual method of accounting 
or to any other method of accounting without the per-
mission of the Commissioner. V V  

!NCT 712 General rule for taxable• year of Inclusion. 
Section 451 of the Internal Revenue Code of 1954 as 
amended controls for individuals, estates, and trusts in 
determining the taxable year in which income is in-
cluded. The following applies only to corporations. 

Gains, profits, and income are to be included in gross 
income for the taxable year in which they are actually 
or constructively received by the taxpayer unless in-
cludible for a different year in accordance with the tax-
payer's method of accounting. Under an accrual method 
of accounting, income is includible in gross income 
when all the events have occurred which fix the right to 
receive such income and the amount V thereof can be 
determined with reasonable accuracy. Therefore, under 
such a method of accounting if, in the case of compen-
sation for services, no determination can be made as 
to the right to such compensation or the amount thereof 
until the services are completed, the amount of com-
pensation is ordinarily income for the taxable year in 
which the determination can be made. Under the cash 
receipts and disbursements method of accounting, such 
an amount is includible in gross income when actually  

or constructively received. Where an amount of income 
is properly accrued on the basis of a reasonable estimate 
and the exact amount is subsequenfly determined, the 
difference, if any, shall be taken into account for the 
taxable year in which such determination is made. To 
the extent that income is attributable to the recovery of 
bad debts for accounts charged off in prior years, it is 
includibte in the year of recovery in accordance with 
the taxpayer's method of accounting, regardless of the 
date when the amounts were charged off. For treatment 
of bad debts and bad debt recoveries, see Minn. Stat. § 
290.09, Subd. 6. For the year in which a partner must 
include his distributive share of partnership income, see 
Minn. Stat. § 294.31, Subd. 6(1). If a taxpayer as-
certains that an item should have been included in gross 
income in a prior taxable year, he should, if within the 
period of limitation, file an amended return and pay 
any additional tax due. Similarly, if a taxpayer ascer-
tains that an item was improperly included in gross in-
come in a prior taxable year, he should, if within the 
period of limitation, file claim for credit or refund of 
any overpayment of tax arising therefrom. 

INCT 713 Constructive receipt of income. 

A. General rule. Income although not actually re-
.duced to a taxpayer's possession is constructively re-
ceived by him in the taxable year during which it is 
credited to his account or set apart for him so that he 
may draw upon it at any time. However, income is not 
constructively received if the taxpayer's control of its 
receipts is subject to substantial limitations or restric-
tions. Thus, if a corporation credits its employees with 
bonus stock, but the stock is not available to such em-
ployees until some future date, the mere crediting on 
the books of the corporation does not constitute receipt. 

B. Examples of constructive receipt. Interest cou-
pons which have matured and are payable but which 
have not been cashed are constructively received in the 
taxable year during which the coupons mature, unless 
it can be shown that there are no funds available for 
payment of the interest during such year. Dividends on 
corporate stock are constructively received when un-
qualifiedly made subject to the demand of the share-
holder. However, if a dividend is declared payable on 
December 31 and the corporation followed its usual 
practice of paying the dividends by checks mailed so 
that the shareholders would not receive them until 
January of the following year, such dividends are not 
considered to have been constructively received until 
January. Interest on savings bank deposits is income to 
the depositor when credited on the books of the bank, 
even though the bank has a rule, seldom or never en-
forced, that it may require a certain number of days' 
notice before withdrawals are permitted. Generally, the 
amount of dividends or interest credited to shareholders 
of organizations such as building and loan associations 

- 
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or cooperative banks, is income to the shareholders for 
the taxable year when credited. However, if the amount 
of such dividends or interest is not available for the 
shareholders' free and unrestricted use at the time 
credited, such amount is not constructively received and 
does not constitute income to the shareholder until the 
taxable year in which the amount is available. Accord-
ingly, if the amount of dividends or interest is ac-
cumulated and is not available to the shareholder until 
the maturity of a share, the crediting thereof to the 
shareholder's account does not constitute constructive 
receipt. However, in such a case the total amount 
credited is income to the shareholder in the year of 
maturity. 

INCT 714 Long-term contracts. 
A. Definition. The term "long-term contracts" 

means building, installation, or construction contracts 
covering a period in excess of one year from the date 
of execution of the contract to the date on which the 
contract is finally completed and accepted. 

B. Methods. Income from long-term contracts (as 
defined in paragraph A. of this section), determined in 
a manner consistent with the nature and terms of the 
contract, may be included in gross income in accord-
ance with one of the following methods, provided such 
method clearly reflects income: 

1. Percentage of completion method. Gross in-
come derived from long-term contracts may be reported 
according to the percentage of completion method. 
Under this method, the portion of the gross contract 
price which corresponds to the percentage of the entire 
contract which has been completed during the taxable 
year shall be included in gross income for such taxable 
year. There shall then be deducted all expenditures 
made during the taxable year in connection with the 
contract, account being taken of the material and 
supplies on hand at the beginning and end of the 
taxable year for use in such contract. Certificates of 
architects or engineers showing the percentage of com-
pletion of each contract during the taxable year shall 
be available at the principal place of business of the 
taxpayer for inspection in connection with an exam-
ination of the income tax return. 

2. Completed Contract Method. Gross income 
derived from long-term contracts may be reported for 
the taxable year in which the contract is finally com-
pleted and accepted. Under this method, there shall be 
deducted from gross income for such year all expenses 
which are properly allocable to the contract, taking 
into account any material and supplies charged to the  

contract but remaining on hand at the time of comple-
tion. 

C. In General. Long-term contract methods of 
accounting apply only to the accounting for income 
and expenses attributable to long-term contracts. Other 
income and expense items, such as investment income 
or expenses not attributable to such contracts, shall be 
accounted for under a proper method of accounting. 
(See Minn. Stat. § 290.07, Subd. 2.) A taxpayer may 
change to or from a long-term contract method of ac-
counting only with the consent of the Commissioner. 
(See Minn. Stat. § 290.07, Subd. 2.) A taxpayer may 
elect the long-term contract method for the first taxable 
year in which he enters into a long-term contract. A 
statement to that effect shall be attached to his income 
tax return. 

INCT 715 Accounting for redemption of trading 
stamps and coupons. 

A. If a taxpayer issues trading stamps or premium 
coupons with sales, which stamps or coupons are re-
deemable in merchandise or cash, he should, in com-
puting the income from such sales, subtract only the 
amount which will be required for the redemption 
of such part of the total issue of trading stamps or 
premium coupons issued during the taxable year as 
will eventually be presented for redemption. This 
amoUnt will be determined in the light of the experi-
ence of the taxpayer in his particular business and of 
other user of trading stamps or premium coupons en-
gaged in similar businesses. The taxpayer shall file a 
statement showing with respect to each of the five 
preceding years, or' such number of these years as 
stamps or coupons have been issued by him, the 
following: 

1. The total issue of stamps or coupons during 
each year: 

2. The total stamps or coupons redeemed in each 
year: and 

3. Such other information as is necessary to estab-
lish the correctness. of the amount subtracted from sales 
in each of such years. 

B. Upon examination of the return, the amount sub-
tracted in respect of such coupons will be adjusted if, 
in the opinion of the. Commissioner, such amount is 
incorrectly computed. 

INCT 716 . Time for taking deductions and credits. 

A. In general. - For individuals, estates, or trusts, 
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those deductions that would be reflected In Minnesota 
gross income as defined under Minn. Stat. § 290.01, 
Subd. 20 would be governed generally by Section 461 
of the Jnternal Revenue Code unless specific exceptions 
and allowances have been made elsewhere under Minn. 
Stat. ch. 290. Taxpayers should endeavor to ascertain all 
the facts necessary to make a correct return for each 
year. The return should be complete in itself, both as to 
gross income and deductions. The expenses of one year 
cannot be used to reduce the income of a subsequent 
year. If a taxpayer does not avail himself of the deduc-
tions authorized by the Act for the year in which such 
deductions should be taken, he cannot charge them 
against the income of any other year. 

Adjudications which are binding upon the taxpayer, 
such as decisions under workmen's compensation laws, 
or judgements on account of damages for patent in-
fringement, personal injuries, or other causes, are de-
ductible from gross income when the claim is ad-
judicated if the taxpayer is reporting on an accrual 
basis, or when the claim is paid if the taxpayer is on 
the cash basis. In determining the extent of such deduc-
tions the amount shall be reduced by Insurance or other 
compensation received. 

If a taxpayer cannot ascertain the amount of a loss 
in the year in which it was sustained, but subsequently 
determines the amount of such loss, he may file a claim 
for refund under the provisions of Minn. Stat. § '290.50 
for the year during which the loss actually occurred, if 
the statute of limitations set out in MInn. Stat. § 290.50 
has not expired. However, losses arising from theft 
shall be treated as sustained in the taxable year in which 
the taxpayer discovers the theft. (See Minn. Stat. § 
290.09, Subd. 5.) 

For tax treatment of periodic payments of alimony, 
separate maintenance, or support by a divorced or 
separated spouse, see Minn. Stat. § 280.072 and 290.09, 
Subd. 14. 

Deductions and credits accrued only by reason of 
the death of the taxpayer shall not be allowed in com-
puting the net income of the taxpayer for the period in 
which falls the date of the taxpayer's death. See INCT 
719. 

B. "Paid or incurred" and "paid or accrued." - The 
terms "paid or incurred" and "paid or accrued" will be 
construed according to the method of accounting upon 
the basis of which the net Income Is computed by the 
taxpayer. The deductions and credits provided for in 
Minn. Stat. § 290.09 and 290.21 must be taken for' the 
taxable year in which "paid or accrued" or "paid or 
incurred," unless in order clearly to reflect the income 
such deductions or credits should be taken as of a dif-
ferent period. 

Interest received on refunds of taxes shall be in- 

cluded in gross income for the year received regardless 
of the method of bookkeeping employed by the tax-
payer. 

C. Contested Liabilities. With respect to taxable 
years beginning after December 31, 1964, if the tax-
payer contests an ascertained liability but nevertheless 
causes the payment of said liability and such liability, 
except for the contest, would be a proper deduction, 
then said payment shall be deductible for the year of 
such payment or for an earlier taxable year. 

INCT 717 Treatment of income from obligations of 
United States issued at a discount. The earned Incre-
ment arising from obligations of the United States 
isued at a discount and redeemable for fixed amounts 
increasing at stated intervals constitutes interest re-
ceived from United States government obligations and 
is excluded from gross income of all taxpayers other 
than corporations, if federal law exempts such interest 
from state taxation. (See Minn. Stat. § 290.08, Subd. 
8.) Such earned increment will not be taxed as a 
capital gain when the obligation is disposed of, re-
deemed, or paid at maturity but will constitute taxable 
interest received to all corporations in accordance with 
the provisions of Minn. Stat. § 290.08, Subd. 13. 

A corporate taxpayer, even though it employs the 
cash basis as the method of computing its net income, 
may, at its election, treat the increase in redemption 
price occurring during the taxable year as income for 
such taxable year or at its election treat such increase 
as income in the year in which the obligations are dis-
posed of, redeemed, or paid at maturity. Once such 
election is made no change in accounting therefor is 
permitted, unless application Is made to the Commis-
sioner and his permission is granted to change to a 
different method of reporting income from such obli-
gations. 

INCT 718 Recovery of bad' debts. The Internal 
Revenue Code of 1954, as amended, governs for in-
dividuals, estates, and trusts as to the extent to which 
there is an inclusion in gross income in the case of a 
recovery of bad debts. The following applies only to 
corporations. 

The recovery of all or part of a bad debt constitutes 
income only to the extent that a tax benefit resulted 
In a prior year. 

To illustrate, assume that in 1970 a corporate tax-
payer's taxable net income was $0 after deducting a 
$1,200 bad debt. Since the taxpayer was entitled to a 
specific credit of $500 in 1970, it was apparent that 
there was no tax benefit from $500 of the total bad 
debt deduction of $1,200. If the taxpayer recovers 
$250 in 1973 and $500 in 1974, such taxpayer may 
exclude the total $250 recovery in 1973 and $250 of 
the $500.00 recovery in 1974. The balance of the 1974 
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recovery and any subsequent recovery must be included 
In gross income. 

If the taxpayer uses the reserve method, recoveries 
of bad debts previously charged against the reserve are 
not income as such but are credits to the reserve, thus 
decreasing the amount of addition to the reserve for 
the current year necessary to bring it up to a reasonable 
amount. It is this addition to the reserve which is de-
ductible on the income tax return. 

INCT 719 Alimony and separate maintenance pay-
ments; income to wife or former wife. The Inclusion 
of alimony and separate maintenance payments in Min-
nesota gross income Is governed by Sectiofl 71 of the 
Internal Revenue Code, under Minn. Stat. §. 290.01, 
Subd. 20. 

INCT 720 CommodIty credits loans. In the case of 
individuals, estates, or trusts, the election made for 
treatment of commodity credit loans under Section 77 
of the Internal Revenue Code will govern in the com-
putation of Minnesota gross income under Minn. Stat. 
§ 290.01, Subd. 20. The following regulation is for 
corporations: 

Prior to the 1943 Amendment, when a producer of 
agricultural commodities pledged them as security for 
a loan from.the Commodity Credit Corporation, he was 
required to include the amount of these loans in his 
gross income for the year in which the security for the 
loan was sold. Under the 1943 Amendment for  all 
taxable years beginning with 1942, a taxpayer who 
receives a loan from the Commodity Credit Corporation 
may, at his election, include the amount of such loan 
in his gross income for the taxable year in which the 
loan is received or for the taxable year in which the 
security is sold. When the taxpayer makes such an elec-
tion, then he shall be bound by that election for all 
taxable years, unless he secures the permission of the 
Commissioner of Revenue to change to a different 
method of accounting. Application for permission to 
change the method of accounting and the basis upon 
which such return is made shall be filed within 180 
days after the beginning of the taxable year to be 
covered by the return. 

If the taxpayer elects, he may report the income in 
the taxable year in which the security Is sold rather 
than the year in which the loan is received. In that 
case, the income realized from the disposition of such 
security constitutes income for that taxable year. 

If a taxpayer elects under Minn. Stat. § 290.073 to 
include in his gross income the amount of a loan from  

the Commodity Credit Corporation for the taxable 
year in which It Is received, then 

A. No part of the amount realized by the Commodity 
Credit Corporation upon the sale or other disposition 
of the commodity pledged for such loan shall be recog-
nized as Income to the taxpayer, unless the taxpayer 
receives an amount in addition to that advanced to him 
as -the loan, in which event such additional amount 
shall be included in the gross income of the taxpayer 
for the year In which received; and 

B. No deductible loss to the taxpayer shall be recog-
nized on account of any deficiency realized by the 
Commodity Credit Corporation on such loan if the 
taxpayer was relieved of liability for such deficiency. 

Example: A, a taxpayer who elected for his taxable 
years 1972 and 1973, to Include In gross income 
amounts received during those years as loans from the 
Commodity Credit Corporation, received as loans $500 
in 1972 and $700-In 1973. In 1974 all of the pledged 
commodity was sold by the Commodity Credit Cor-
poration for an amount of $200 less than the loan 
with respect to the commodity pledged in 1972 and 
for an amount of $150 greater than the loan with 
respect to the commodity pledged in 1973. A, In 
making his return for 1974, shall include in gross in-
come the sum of $150 If It Is received during that 
year, but will not be allowed a deduction for the de-
ficiency of $200 unless he Is required to satisfy such 
deficiency and does satisfy it during that year. 

INCT 721 Renegotiated war contracts. A taxpayer 
who supplies goods, wares or merchandise, or performs 
services, or both, under a contract with the United 
States of America, or under a subcontract thereunder, 
or any agency thereof, and who is subject to renegotia-
tion under the laws of the United States of America, 
or is required to renegotiate with his subcontractor, 
shall compute his tax liability without giving considera-
tion to any adjustment of excessive profits renegotiated 
subsequent to the close of the taxable year. 

A. In any case where a final determination of re-
negotiation has been completed subsequent to the close 
of any taxable year, the taxpayer shall be entitled to 
claim as a deduction from gross income in the year 
in which the determination is made the difference 
between 

1. the amount determined to be excessive profits, 
and 

2. the amount of Federal income and excess 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
from existing rules are printed in [single brackets]. Underlining  indicates additions from proposed to adopted rules, while [[double 
brackets]] indicate deletions from proposed to adopted rules. 

Page 99 
	 STATE REGISTER, MONDAY, AUGUST 2, 1976 

	 (lTE 1 SIR. 99) 



profits taxes applicable thereto. An example of this 
computation is shown in the following schedule: 

Taxable net income—Year 1952 (be- 
fore any adjustment for renegotia- 
tion or Federal income taxes paid) $10,000,000.00 

Federal income and excess profits 
taxes paid 

Net 	 

Excess profits finally determined in. 
1952, applicable to the year 1951 

$5,000,000.00 Less applicable 
Federal income and excess profits 
taxes on above . . . 2,500,000.00 
Difference Deductible 
2,500,000.00 Taxable net income 
for the year 1952 on which tax is 
to be computed 	  $ 2,500,000.00 

B. In any case where a final determination of re-
negotiation has been completed subsequent to the close 
of the taxable year, and the net income for the year in 
which such final determination is made, computed with- 
out regard thereto, is less than, the amount deductible 
as a result thereof as shown in the preceding example, 
the taxpayer shall be entitled to a refund of any state 
income and excise taxes paid, to the extent they were 
paid on or measured by the excess of 

1. the amount which would be deductible as a ye- 
suit of such determination (as shown in the preceding 
example) over 

2. the taxable net income computed without re-
gard to such determination. An example of this com-
putation is shown as follows: 

Taxable net income—year 1951 
(before any adjustments for 
renegotiation or Federal in- 
come taxes paid)  	 $11,000,000.00 

Federal income and excess profit 
taxes paid (For year 1950) 	 7,000,000.00 

Net 	 $ 4,000,000.00 
Excessive profits finally de- 

termined in 1953, applicable 
to the year 1951 	$10,000,000.00 

Less applicable Federal income 
and excess profits taxes on 
above 	  5,000,000.00 

Net renegotiated profits 	$ 5,000,000.00 
Taxable net income year 1953 

before renegotiation 	 4,000,000.00 
Amount of renegotiated profits 

deductible in year 1953 	 4,000,000.00 
Excess of difference over the 

amount of taxable net Income 	 1,000,000.00 
State Income and excise tax 

computed on $1,000,000.00 	 54,000.00 
Amount of refund of 1951 State 

income and excise taxes to 
which taxpayer is entitled  	 $ 	54,000.00 

The foregoing computations are based'on the assumption that 
the taxpayer's entire taxable net income Is assignable to Mlii-
nesota. 

The following example illustrates a computation of taxable 
net income In cases where the total net Income is subject to 
apportionment by formula: 
Taxable net Income—Year 1952 

(before any adjustment for 
renegotiation)  	 $20,000,000.00 

	

Percentage of net income assign 	 
able to Minnesota 	 25% 

Minnesota taxable net Income— 
Year 1952 (before any adjust- 
ment for renegotiation) 	 

Less excessive profits re. 
negotiated and finally deter. 
mined In 1952—applicable to 
year 1951 	 $10,000,000.00 

Deduct Federal income and ex- 
cess profits taxes applicable 
to above 	  6,000,000.00 

Net renegotiated profits 	$ 4,000,000.00 
Percentage of taxable net In- 

come assigned to Minnesota— 
Year 1951  	15% 

Amount of net renegotiated prof 	 
its deductible from Minnesota 
net income—Year 1952 	 

Minnesota taxable net income— 
Year 1952 	  

INCT 722 Dividends from state and national banks. 
Federal law controls in the case of individuals, estates 
and trusts. See Section 61(a) (7) of the Internal Rev-
enue Code of 1954, as amended. Such dividends are 
included in a corporation's gross income under the pro-
visions of Minn. Stat. § 290.085. 

INCT 723 Inventories. 

A. When inventories are required. 

Inventories are necessary in order to properly reflect 
the net income in every case in which the production, 
purchase, or sale of merchandise is an income produc- 
ing factor. All raw materials and supplies which will 
physically become a part of merchandise intended for 
sale, and all finished or partly finished goods which 
have been produced or acquired for sale, should be in- 
cluded in the inventory. Supplies of the type which are 
consumed as an incident to the conduct of business 
should not be included with the other merchandise in 
the inventory. Only merchandise title to which is vested 
in the taxpayer should be included in the inventory. The 
seller should include in his inventory goods under con- 
tract for sale but not yet segregated and applied to the 
contract, and goods out upon consignment, but should 
exclude from inventory goods sold, title to which has 
passed to the 'purchaser. A purchaser should include 
in inventory merchandise purchased, title to which is 
passed to him, although such merchandise is in transit 
or for other reasons has not been been reduced to 

5,000,000.00 
$ 5,000,000.00 

$ 5,000,000.00 

$ 600,000.00 

$ 4,400,000.00 
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physical possession, but should exclude goods ordered 
for future delivery, the tulle to which has not been trans-
ferred. 

B. Valuation of inventories 
An inventory valued in accordance with the best ac-

counting practice in the trade or business and used by 
the taxpayer to show his financial position, can usually 
be accepted for tax purposes. No inventory practice 
wifi be considered as clearly reflecting the taxable in-
come which is not consistent from year to year, and 
greater weight is to be given to consistency than to any 
particular method of inventorying or basis of valuation, 
provided that the method or basis used is substantially 
in accord with these regulations. 

The bases most commonly used In valuing inventories 
are 

1. cost, and 

2. cost or market, whichever, is lower. When the 
inventory Includes goods which are unsalable at normal 
prices or cannot be used for the purpose for which they 
were acquired, because of damage, imperfection, shop 
wear, change of style, odd or broken lots, or other 
similar causes, such goods should be valued at bona 
fide selling prices less costs. In the case of damage or 
imperfect raw materials or work in process, the basis of 
valuation must take into consideration the usability and 
condition of the goods, but in no case shall the value be 
less than scrap value. Bona fide selling price means the 
price at which the goods are offered for sale at or about 
the date of the inventory. The burden of proof will rest 
upon the taxpayer to show that the portions of the in-
ventory in question were actually offered for sale at or 
about the date of the inventory, and to maintain ade-
quate records of the disposition of the goods which will 
permit a verification of the inventory. 

Whether the cost, or cost or market whichever is 
lower, basis of valuing inventories is used, the basis 
adopted must be applied with reasonable consistency 
to the entire inventory, and no change from one basis 
to the other wifi be permitted without first obtaining 
permission from the Commissioner. 

Goods included in the inventory which have become 
so intermingled that they cannot be identified with 
specffic invoices will be deemed to be the goods most 
recently purchased or produced and the cost thereof 
will be the actual cost of goods purchased or produced 
during the period in which the quantity of goods in the 
inventory has been acquired. 

When the system of accounting involves the keeping 
of perpetual inventory records, actual physical inven-
tories must be taken at reasonable intervals and proper 
adjustments made to bring the books into accord with 
such physical inventories. 

Inventories should be preserved as a part of the ac-
counting records of the taxpayer in such a manner as 
to set forth clearly the number of units, prices and ex-
tensions. Suitable summaries should be preserved, 
showing the totals by classes or departments of the 
goods included in the inventory. The inventory records 
will be subject to investigation by the Commissioner 
and the taxpayer must, therefore, preserve such data as 
will be necessary to substantiate the correctness of the 
quantities and prices included therein. 

C. Inventory valuation methods not permitted. 
The following methods, among others, are sometimes 

used in the valuation of inventories, but are not per- 
miffed for income tax purposes: 

1. Deducting reserves for anticipated price changes 
or estimated depreciation from the gross inventory. 

2.. Using a constant valuation from year to year 
for a so-called normal quantity of materials or goods 
on hand. 

3. Excluding goods out on consignment from the 
inventory. 

4. Including in the inventory goods ordered, but 
the title to which has not been acquired. 

5. Valuing work in process at less than its proper 
value. 

D. Inventories at cost. In the case of merchandise on 
hand at the beginning of the taxable year or purchased 
during the taxable year, "cost" means the invoice price 
less trade or other discounts, except cash discounts. 
Cash discounts are distinguished by being comparative-
ly small in amount, usually approximately a fair interest 
rate and usually contingent upon prompt payment. Cash 
discounts may or may not be deducted from the invoice 
price, at the option of the taxpayer, provided a con-
sistent practice is followed. Transportation or other 
necessary charges incurred in acquiring possession of 
the goods must be added to the net invoice price. 

In the case of merchandise produced by the taxpayer 
since the beginning of the taxable year, "cost" means 

1. the cost of raw materials and supplies entering 
into or consumed in connection with the product, 
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2. expenditures for direct labor, and 	:,.. 

3. indirect expenses incident to and necessaryfor 
the production of the particular article, including in 
such indirect expenses a reasonable proportion of man-
agement expenses, but not including any cost of selling 
or return on capital, whether by way of interest or 
profit. 

In any industry in which the usual rules for computa-
lion of cost of production are inapplicable, costs may 
be approximated upon such basis as may be reasonable 
and in conformity with the established trade prOctice in 
the particular industry. Among such are 

4. farmers and raisers of livestock, 	- 
5. miners and manufacturers, who, by a single 

process or series of processes, derive a product f two 
or more kinds, sizes, or grades, the unit cost of which is 
substantially alike, and 	- 	- 

6. retail merchants who use what is known as the 
"retail method" in ascertaining approximate cost. 

E. Inventories at cost or market, whichever is lower. 
Under ordinary circumstances and for normal goods 

in an Inventory, "market" means the current bid price 
prevailing at the date of the inventory for the particular 
merchandise in the volume in which usually pürëhased 
by the taxpayer, and is applicable in the following cases: 

1. of goods purchased and on hand; and' 
2. of basic elements of cost (materials, labOr, and 

burden in goods in process of manufacture and in 
finished goods on hand; exclusive, however, of goods 
on hand or in process of manufacture for delivery. upon 
firm sales contract (I.e., those not legally subject to 
cancellation by either party) at fixed prices entered 
into before the date of the inventory, which goods must 
be inventoried at cost. 

Where no open market exists or where quotations 
are nominal, due to stagnant market conditions, the tax-
payer must use such evidence of a fair market price at 
the date or dates nearest the inventory as may be avail-
able, such as specffic purchases or sales by the taxpayer 
or others in reasonable volume and made in good faith, 
or compensation paid for cancellation of contracts for 
purchase commitments. Where the taxpayer in the reg-
ular course of business has offered for sale such 
merchandise at prices lower than the current price as 
above defined, the inventory may be valued at such 
prices less proper allowance for selling expense, and 
the correctness of such prices will be determined by 
reference to the actual sale of the taxpayer for a reason-
able period before and after the inventory. Prices which.. 
vary materially from the actual prices so ascertained 
will not be accepted as reflecting the market. 

Where the inventory is valued upon the basis of cost 

or market, whichcvCr is lower, the market value of each 
article on band at the inventory date shall be compared 
with the cost of the article, and the lower of such values 
shall be taken as the inventory value of the article. 

F. Inventories by dealers in securities. A dealer in 
securities who in his books of account regularly inven-
tories utuold securities on hand either: 

1. Atcost; 
2. At cost or market, whichever is lower or 

3. At market value, 
may make his return upon the basis upon which his ac-
counts are kept; provided that a description of the 
method employed shall be included in or attached to 
the return, that all the securities must be Inventoried 
b the same method, and that such method must be 
adhered to in subsequent years, unless another method 
be authorized by the Commissioner pursuant to a writ-
ten application therefore filed with the taxpayer's re-
turn. A dealer in securities in whose books of account 
separate computations' of the gain or loss from the sale 
of various lots of securities sold are made on the basis 
of the cost of each lot shall be regarded, for the purpose 
of this regulation, as regularly inventorying his securities 
at cost. For  the purpose of this rule a dealer in securities 
is' amerchant Of securities, whether an individual, part-
nership, or coporafion, with an established place of 
business, regularly engaged in the purchase of securities 
and their re$al'e to customers;' that is, one who as a 
merchant buys' securities and sells them to customers 
with a view to the gains and profits that may be derived 
therefrom; If such business is 'simply a branch of the 
activities 'carried on by such person, the securities in-
vçntoried as here provided may include only those held 
for purposes of resale and not for investment. Tax-
payers who buy and sell or hold securities for invest-
ment or speculation, irrespective of whether such buy-
.ing or selling constitutes the. carrying on of a trade or 
business and officers of corporations and members of 
partnerships who in their individual capacities buy and 
sell securities, are not dealers in securities within the 
meaning of this  rple. 

G. Inventories of miners and manufacturers. 
A taxpayer engaged in mining or manufacturing who, 

by a single process or uniform series of processes, de-
rives a product of two or more kinds, sizes, or grades, 
the unit cost of which is substantially alike, and who in 
'conformity to a recognized trOde practice allocates an 
amount of cost to each kind,, size, or grade of product, 
which in the aggregate will absorb the total cost of 
production may, with the consent of the Commissioner, 

'use such alloëãted cost as a basis for pricing inventories, 
proi'ided"sOch ñllOafion bears a' reasonable relation to 
the respecthë selling yalues of different kinds of prod-
ucts. 
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H. Inventories of retail merchants. 

Retail merchants who employ what is known as the 
"retail method" of pricing inventories may make their 
return upon that basis, provided that the use of such 
method is designated upon the return, that accurate ac-
counts are kept, and that such method is consistently 
adhered to, unless a change is authorized by the Com-
missioner. Under this method the goods In the inventory 
are ordinarily priced at the selling prices, and the total 
retail value of the goods in each department or of each 
class of goods is reduced to approximate cost by de-
ducting the percentage which represents the difference be-
tween the retail selling value and the purchase price. This 
percentage is determined by departments of a store or 
by classes of goods, and should represent as accurately 
as possible the amounts added to the cost prices of the 
goods to cover selling and other expenses of doing busi-
ness and the margin of profit. In computing the per. 
centage above mentioned, proper adjustment must be 
made for all mark-ups and mark-downs. 

A taxpayer maintaining more than one department 
in his store or dealing in classes of goods carrying dif-
ferent percentages of gross profit should not use a per. 
centage of profit based upon an average of his entire 
business, but should compute and use in valuing his 
inventory the proper percentage for the respective de-
parinents or dasses of goods. 

A physical inventory at retail selling price, reduced 
by mark-ups must be taken at the close of each year 
and the book inventory must be adjusted to agree with 
the physical inventory. If the mark-up in the opening 
inventory is different from the mark-up of current pur-
chases, the latter mark-up should be used in closing in-
ventory, unless substantial quantities of year-old mer-
chandise appear in the closing Inventory. 

The books and records must be fully departmental-
ized so that merchandise with a similar percentage of 
mark-up Is accounted for separately in the inventory. 

The difference between the inventory taken on the 
old basis and the inventory taken on the basis of the 
"retail method" will constitute taxable income or de-
ductible expense for the year in which the change is 
made. Any gross discrepancies between the new and 
old basis will be taken as an indication either that the 
inventory was improperly taken on the old basis or that 
the inventory upon the basis of the "retail method" 
does not reflect values which will properly account for 
the true taxable income. 

I. Inventories of dealers iii real estate. Real estate  

held by dealers  In real estate must be carried at cost 
value and, therefore, cannot be included in inventories 
which are subject to valuation at cost or market, which-
ever is lower. Any increase or decrease in the market 
value of real estate held will not constitute a taxable 
gain or deductible loss until realized or sustained 
through sale or other disposition. 

1. Inventories of lumber companies. The inventories 
of lumber companies shall be valued according to the 
general rules of cost or cost or market, whichever Is 
lower. In order to determine the market value of goods 
In process and finished goods, such inventories must be 
analyzed as to their basic elements of cost, which in-
clude material, labor, and overhead. The purchase mar-
ket of each of the basic elements of cost should be de-
termined and the total thereof taken as the market. H 
the market thus determined is less than cost, the inven-
tory should be valued upon that basis. 

INCT 724 Returns for periods less than 12 months. 
A. Short period not caused by change of accounting 

period. Whenever a return is required to be filed for a 
fractional part of a year for any reason other than that 
the taxpayer has changed his accounting period from 
one taxable year to another, the tax is computed in the 
same manner as though the return covered a full year. 
The requirements of paragraph B. of this regulation 
(annualizing taxable net Income and prorating credits 
allowable under Minn. Stat. § 290.21) do not apply. 
Such an instance would arise where a corporation is 
organized or dissolved during the year. 

B. Change of annual accounting period. 
1. Returns for short period. In the case of a 

change in the annual accounting period of a taxpayer, 
a separate return must be filed for the short period of 
less than 12 months beginning with the day following 
the close of the old taxable year and ending with the 
dày preceding the first day of the new taxable year. 
However, such a return is not required for a short 
period of six days or less, or 359 days or more, result-
ing from a change from or to a 52-53-week taxable 
year. See Mlnn. Stat. § 290.32(2) and INCT 725. In 
general, a return for a short period resulting from a 
change of annual accounting period shall be filed and 
the tax paid within the time prescribed for filing a re. 
turnfor a taxable year of 12 months ending on the last 
day of the short period. 

2. Computation of tax. If a return is made for a 
short period resulting from a change of annual account-
ing period, the taxable income for the short period shall 
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be placed on an annual basis by multiplying' such in-
come by 12 and dividing the result by the number of 
months in the short period. The lax for the short period 
shall then be prorated according to the ratio which the 
number of months in such period bears to twelve 
months. 

If a return is made for a short period of more than six 
days, but less than 359 days, resulting from a change 
from or to a 52-53-week taxable year, the taxable net 
income for the short period shall be annualized and the 
tax computed on a daily basis, as provided in Minn. 
Stat. § 290.32(2) and paragraph A. 5. of INCT 725. 

INCT 725 Adoption of or change to or from 52-53- 
week taxable year. 

A. In general. 

1. A new taxpayer may adopt the 52-53-week 
taxable year for his first taxable year if he keeps his 
books and computes his income on that basis, or if he 
conforms his books accordingly in closing them. The 
taxpayer must thereafter keep his books and report his 
income on the basis of the 52-53-week taxable year so 
adopted unless prior approval for a change is obtained 
from the Commissioner. See paragraph 4. of this reg-
ulation. The taxpayer shall ifie with his return for his 
first taxable year a statement containing the information 
required in paragraph 3. of this regulation. A newly- 
formed partnership may adopt a 52-53-week taxable 
year, without the permission of the Commissioner only 
if such a year ends either with reference to the same 
month in which the taxable years of all its principal 
partners end or with reference to the month of Decem-
ber. 

2. A taxpayer, including a partnership, may 
change to a 52-53-week taxable year without the per-
mission of the Commissioner if the 52-53-week taxable 
year ends with reference to the end of the same calendar 
month as that in which the former taxable year ended, 
and if the taxpayer keeps his books and computes his 
income for the year of change on the basis of such 
52-53-week taxable year, or if he conforms his books 
accordingly in closing them. The taxpayer must con-
tinue to keep his books and compute his income on the 
basis of such 52-53-week taxable year unless prior ap-
proval for a change is obtained. See paragraph 4 of 
this regulation. The taxpayer shall indicate his election 
to change to such 52-53-week taxable year by a state-
ment ified with his return for the first taxable year for 
which the election is made. This statement shall contain 
the information required in paragraph 3. of this reg-
ulation. 

3. The statement referred to in paragraph 1. and 2. 
of this regulation shall contain the following informa-
tion: 

a. The calendar month with reference to which 
the new 52-53-week taxable year ends; 

b. The day of the week on which the 52-53- 
week taxable year always will end; and 

c. Whether the 52-53-week taxable year will 
always end on 

(1) the date on which such day of the week 
falls in the calendar month, or 

(2) on the date on which such day of the 
week falls which is nearest to the last day of such 
calendar month. 

4. Where a taxpayer wishes to change to a 52-53- 
week taxable year and, in addition, wishes to change 
the month with reference to which the taxable year 
ends, or where a taxpayer wishes to change from a 52-
53-week taxable year, he must obtain prior approval 
from the Commissioner, as provided in Minn. Stat. § 
290.07, Subd. 1 and JNCT 700. 

5. If a change from or to a 52-53-week taxable 
year results in a short period (within the meaning of 
Minn. Stat. § 290.32 (2)) of 359 days or more, or six 
days or less, the tax computation under Minn. Slat. § 
290.32(2) for putting the short period on an annual 
basis shall not apply. If the short period is 359 days or 
more, it shall be treated as a full taxable year. If the 
short period is six days or less, such short period is not 
a separate taxable year but shall be added to and 
deemed apart of the following taxable year. (In the 
case of a change from or to a 52-53-week taxable year 
not involving a change of the month with reference to 
which the taxable year ends, the tax computation under 
Minn. Stat. § 290.32(2) for putting the short period on 
an annual basis does not apply since the short period 
will always be 359 days or more, or six days or less). 
In the case of a short period which is more than six 
days but less than 359 days, taxable income for the 
short period shall be placed on an annual basis for the 
purpose of Minn. Stat. § 290.32(2) by multiplying 
such income by 365 and dividing the result by the num-
ber of days in the short period. In such case, the tax for 
the short period shall be the same part of the tax com-
puted on such income placed on an annual basis as the 
number of days in the short period is of 365 days. The 
standard deduction is not allowed on a return for a 
short period and personal credits must be prorated ac-
cording to Minn. Stat. § 290.06, Subd. 3(6). 

6. The provisions of paragraph S. are illustrated 
by the following examples: 

Example (1). A taxpayer having a fiscal year ending 
April 30 elects for years beginning after April 30, 
1972, a 52-53-week taxable year ending on the last 
Saturday in April. This election involves a short period 
of 364 days, from May 1, 1972, to April 28, 1973, in- 
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clusive. Since this short period is 359 days or more, it 
is not placed on an annual basis and is treated as a full 
taxable year. 

Example (2). Assume the same conditions as in 
example (1), except that the taxpayer elects for years 
beginning after April 30, 1972, a taxable year ending 
on the Tuesday nearest to April 30. This election in-
volves a short period of three days, from May 1 to May 
3, 1972. Since this short period is less than seven days, 
tax is not separately computed for it. This short period 
is added to and deemed part of the following 52-week 
taxable year which would otherwise begin on May 4, 
1972, and end on May 1, 1973. Thus, that taxable year 
is deemed to begin on May 1, 1972, and end on May 
1, 1973. 

B. Computation of net income and taxable net in-
come. The principles of Minn. Stat. § 290.07, Subd. 6, 
relating to the taxable year for inclusion of Items of 
gross income, and Minn. Stat. § 290.07, Subd. 7, relat-
ing to the taxable year for taking deductions, are gener-
ally applicable to 52-53-week taxable years. Thus, Items 
of income and deductions are determined on the basis of 
a 52-53-week taxable year except that such items may 
be determined as though the 52-53-week taxable year 
were a taxable year consisting of 12 calendar months if 
such practice is consistently followed by the taxpayer 
and if income is clearly reflected thereby. In the case 
of depreciation, unless some other practice is con-
sistently followed, the allowance shall be determined 
as though the 52-53-week year were a taxable year 
consisting of 12 calendar months. 

Amortization deductions for the taxable year shaft 
be determined as though the 52-53-week year were a 
taxable year consisting of 12 calendar months. 

INCT 726 Computation of tax for fiscal year change 
of rates. If a taxpayer files his return for a period be-
ginning in one calendar year and ending in the follow-
ing calendar year and the law applicable to the first 
calendar year is different from the law applicable to the 
second calendar year, the tax shall be computed as fol-
lows: 

A corporation files its returns on a fiscal year ending 
September 30, 1971. Its net income for that period is 
$7,000.00. The specific credit allowed under Mimi. 
Stat. § 290.21(1) is $500.00, and the contributions al-
lowed as credits against this net income are $100.00. 
This leaves a balance subject to tax of $6,400.00. 

Example - Computation of Tax 

1. Net income  	$7,000.00 
2. Less: Specific Credit 	$500.00 

Minnesota Contribu- 
tions 	 100.00 	600.00 

3. Balance Subject to Tax  	$6,400.00 
Tax prior to 7-1-71 

4. Tax on item 3 ® 11.33%. 	725.12 
5. Tax applicable to period 

prior to 7-1-71(9/12 
of item 4)  	543.84 

Tax subsequent to 
7-1-71 

6. Tax on item 3 ( 12%  	768.00 
7. Tax applicable to period sub- 

sequent to 7-1-71 (3/12 
of item 6)  	192.00 

8. Add: Tax on Line 5  	543.84 
9. Tax for Fiscal Year  	$ 735.84 

LNCT 727 Evasion of tax by corporations. In any 
case where a corporation, which is liable to taxation 
under this Act, conducts business transactions with its 
members or stockholders, or with any person or corpor-
ation interested in the business of such corporation, in 
such a manner as to reduce the taxable net income at-
tributable to this State, the Commissioner may deter-
mine the income of the corporation so as to reflect what 
would have been its reasonable taxable net income but 
for such business transaction. Among others, the follow-
ing devices commonly employed to distort income at-
tributable to this State will not be recognized in deter-
mining taxable' net income: 

A. The purchase, or sales, by or between corpora-
tions or others at a price greater or less than the price 
paid in the usual course of business by independent 
purchasers. 

B. The fixing of income at an arbitrary figure by 
contract or agreement. 

C. The payment of arbitrary amounts for so-called 
advisory, management or counseling services. 
• D. Arbitrary' charges for, or allocation of, improper 

overhead expenses, such as officers' salaries, rents, 
•auditing, etc. 

E. Arbitrary agreements for the purchase, or sale of, 
goods or services at fixed prices, or on a basis of cost, 
actual orestimated, or on a basis of cost plus a fixed 
percentage or amount. 
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INCT 728 Consolidated statements. The Commis-
sioner may permit or require consolidated statements 
where it appears that the income of - a corporation 
operating in this State cannot be determined without 
reference to the operations of other corporations with 
which such company maybe affiliated. The purpose of 
consolidated statements is to aid in the determination of 
the net income properly received by the affiliated or re-
lated corporations, and such statements should be dis-
linguished from consolidated returns of the combined 
taxable net income of all corporations in the consolida-
tion. 

Consolidated statements may be required where a 
corporation has its income regulated through contract 
or other arrangement with its stockholders Or affiliated 
interests. Such an instance might arise where a corpora- 
lion's income is improperly reduced through the pay-
ment of excessive expenses to stockholders or affiliated 
interests. The taxable net income may be determined 
without regard to the allowance of such expenses which 
are deducted by the corporation in excess of a fair and 
reasonable amount. 

INCT 729 Consolidated returns. Only an affiliated 
group of corporations which comes within the purview 
of Minn. Slat. § 290.34, Subd. 3 has the privilege of 
filing a consolidated return. ThIs encompasses only 
those corporations whose principal business is that of a 
common carrier by railroad or a corporation whose 
assets consist principally of the stock in such a corpora. 
lion and which itself does not operate any business 
other than that of a common carrier by railroad. 

Should such an affiliated group desire to tile a con-
solidated return for any taxable year the privilege must 
be exercised at the time of making the return of the 
common parent corporation for such year. Once the 
privilege is. exercised, separate returns cannot be made 
for such year. 

The consolidated return must include the income of 
the common parent corporation and of each subsidiary 
for the entire taxable year. if a corporation becomes a 
member of the affiliated group during the taxable year 
of the group, the consolidated return must include its 
income from the time when it. became a member of the 
group. The taxable year of the parent corporation shall 
be considered as the taxable year of the affiliated group 
which makes a consolidated return, and the consolidated 
net income must be computed on the basis of the tax-
able year of the parent corporation. The net income of 
the several corporations shall be computed in accord-
ance with the provisions covering the determination of 
taxable income of separate corporations subject to the. 
elimination of unrealized profit and losses in trans-
actions between members of the affiliated group and. in-
lercompany transactions. The statement of gross income 
and deductions must be set forth in the consolidated  

return in such a manner that the details of the items of 
gross income, deductions, and credits for each member 
of the affiliated group may be readily ascertained. Only 
one credit provided by Minn. Stat. § 290.21(1) shall 
be allowed in computing the tax on such consolidated 
return. 

For the purpose of determining consolidated net in-
come all members of the affiliated group shall adopt 
that method of accounting which clearly reflects the 
consolidated net income. A method of accounting which 
does not treat with reasonable consistency all items of 
gross income -and deductions of the various members of 
the group shall not be regarded as clearly reflecting the 
consolidated net Income. If the members of an affiliated 
group have established different methods of accounting, 
each member may retain such method with the consent 
of the Commissioner provided that the consolidated net 
income is clearly reflected, and provided further that 
intercompany transactions affecting consolidated net in-
come between members of the group shall be eliminated 
and adjustments on account of such transactions shall 
be made with reference to a uniform method of ac-
counting to be selected by the members of the group 
with the consent of the Commissioner. 

Chapter Eight: Exclusions From Gross Income 
INCT 800 Exclusions from gross income. Minne-
sota gross income for individuals means federal "ad-
justed gross income", except as modffied in Minn. Stat. 
§ 290.01, subd. 20 and except as is otherwise provided 
in Minn. Stat. ch. 290. Any item excluded in arriving 
at gross income under Minn. Stat. § 290.01, subd. 20 
shall not be again excluded under Minn. Stat. § 290.08. 

INCT 801 Gifts and inheritance. Federal law con-
trols in the case of Individuals, estates, and trusts. See 
the Internal Revenue Code of 1954, as amended, which 
provides, in part, in. Section 102, as follows: 

"(a) General Rule - Gross income does not include 
the value of property acquired by gift, bequest, devise, 
or inheritance. 

"(b) Income - Subsection (a) shall not exclude 
from gross income (1) the income from any property 
referred to in subsection (a); or (2) where the gift, 
bequest, devise, or inheritance is of income from prop-
erty, the amount of such income.. . ." 

INCT 802 Certain death benefits. Federal law con-
trols In the case of individuals, estates and trusts. See 
SectiOn 101 of the Internal Revenue Code of 1954, as 
amended, which 

A. provides generally for the exclusion from income 
of amounts under a life insurance contract paid by 
reason of the death of the insured, and 

B. provides concerning amounts paid by reason of 
the death of an employee, in various situations. 
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INCT 803 AnnuitIes and proceeds of endowment and 
life insuraiiée contracts. Federal law controls in the 
case of individuals, estates and trusts. See Section 12 
of the Internal Revenue Code of 1954, aS amended, 
which sets forth rules applicable to the taxability of 
annuities and proceeds of endowment and life insur-
ance contracts, in various situations. 

INCT 804 Amounts received under accident and 
health plans. Federal law controls in the case..- of 
Individuals, estates and trusts. See Section 104,.amI 
Section 105 of the Internal Revenue Code of 1954, as 
amended, which provide concerning thern taxabilIty .of 
amounts received under accident and health plans 
and for injuries or sickness, except that Minn. Stat. § 
290.08, subd. 5(d) Is applicable to require the inclusion 
in gross income- of the amount of any reimbursement 
of the amounts of any expenses of personal injury or 
sickness, to the extent these were applied. as deductions 
from income in any previous taxable year. 

INCT 805 PensIons, "benefits, and allowances from 
state and United States. Under Mlnn. Stat. § 290M8, 
Subd. 6 a deduction shall be made from federal ad-
justed gross incOme of "Amounts, including interest, 
received by any persOn' from the United States or from 
any state or any of their political Or governmental sub-
divisions, either as a refund Of contributions to, or by 
way of payment as a pension; public employee retire-
ment benefit, unemployment compensation benefit, 
social security benefit or 'railroad retirement be[nefit or 
unemployment compensation benefit, family allotment 
or other similar allowance." 

INCT 806 Interest from Minnesota governmental ob-
ligations - obligations of other states.' Section 103. of 
the Internal Revenue Code of 1954, as amended, ex-
cludes generally from income any interest on obligations 
of any state or its subdivisions, with the exception of 
industrial development bonds. To the extent not other-
wise excluded from federñl adjusted gross income, 
Minn. Stat. § .290.08, Subd. 7 provides for the déduc-
tion from federal adjusted gross income of interest 
income from obligations of the state of Minnesota or 
its subdivisions. Corporations and national and State 
banks are subject to tax on such interest. Mlnn. Stat. . 
290.08, subd. 13. 

In the case of interest income from the obligations 
of any other state or its subdivisions that are excluded 
from federal adjusted gross Income, this income- is 
added to federal adjusted gross income to arrive at 
Minnesota gross Income. Mlnn. Stat. § 290.01, subd. 
20(a)(1). 

INCT 801 Interest from obligations of the United 
States. Interest from obligations of the United States, 
its agencies, or instrumentalities is excluded from in-
ëome . only if federal law provides that It is exempt 
from slate taxation. EXAMPLE Interest on debentures 
of the United States Banks for Cooperatives Is subject 
to Federal inëome tax but Is not subject to state income 
tax. Where the federal adjusted gross income figure 
includes this type of Interest, the interest is subtracted 
from the federal figure to arrive at Minnesota gross 
IncOme. Minn. Stat. § 290.01, subd. 20 (b) (1). 

The exclusion does not aply to corporations which 
are taxable under the franchise tax provisions of Mimi. 
Stat. § 290.02, as the exclusion Is only from state 
income tax, not from a state franchise tax, Minn. Stat. 
§ 290.08, subd. 13. 

.INCT' 808 Patronage. dividends of cooperatives. Co-
operative buying, selling or producing associations shall 
exclude from gross income any amounts distributed as 
'patronage dividends. Such dividends are included in 
federal adjusted gross income of the. recipient. See Sec-
tion,61(,a)(7), Section 116, and Section 1385 of the 
Internal Revenue Code, as amended. 

INCT 809 Improvements by lessee on lessor's prop-
erty. Individuals, estates, and trusts are governed by 
.federal adjusted gross income. See Section 109 of the 
Internal Revenue Code of' 1954, as amended, which 
provides that buildings or other improvements by the 
lessee are not income to the lessor on termination of 
the' lease. The same result applies to corporate lessors 
under Minn. Stat. § 290.08, subd. 14. 

-INCT 810 Rental value of parsonages. Federal law 
coufrols. 'See Section 107 of the Internal Revenue Code 
of 1954, as amended, which excludes from income the 
rental values of a home furnished to a minister or the 
rental allowance paid to him and used by him to rent 
or provide a home. 

LNCT 811 Mustering-out payments. Federal law con-
trols. See Section 113 of the Internal Revenue Code of 
1954, as amended, which excludes from income 
amounts received as mustering-out payments 'by mem-

- hers .01 the Armed Forces of the United States. This is 
in addition to military pay exclusion of Mimi. Stat. § 
290.65. 	•' -• - 

INCT 812 Meals or lodging furnished for the 'con- 
venience. ,of the employer. Federal law controls. See 
Section 119 of the Internal Revenue Code of 1954, as 
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amended, which provides for the exclusion from gross 
income of such items in certain cases. 

INCT 813 Scholarship and fellowship grants. Fed-
eral law controls. See Section 117 of the Internal Reve-
nue Code of 1954, as amended, which provides for the 
exclusion from gross income of certain fellowship and 
scholarship grants. 

INCT 814 Contributions to capital of corporation. 
In the case of a corporation, Minn. Stat. § 290.08, 
subd. 19 provides an exclusion from gross income 
with respect to any contribution of money or property 
to the capital of the taxpayer. Thus, if a corporation 
requires additional funds for conducting Its business 
and obtains such funds through voluntary pro rain pay-
ments by its shareholders, the amounts so received being 
credited to its surplus account or to a special account, 
such amounts do not constitute income, although there 
is no increase in the outstanding shares of stock of the 
corporation. In such a case the payments are in the 
nature of assessments upon, and represent an additional 
price paid for, the shares of stock held by the individual 
shareholders, and will be treated as an addition to and 
as a part of the operating capital of the company. Minn. 
Stat. § 290.08, subd. 19 also applies to contributions 
to capital made by persons other than shareholders. For 
example, the exclusion applies to the value of land or 
other property contributed to a corporation by a gov-
ernmental unit or by a clvi& group for the purpose of 
inducing the corporation to locate its business in a 
particular community, or for the purpose of enabling 
the corporation to expand its operating facilities. How-
ever, the exclusion does not apply to any money or 
property transferred to the corporation in consideration 
for goods or services rendered, or to subsidies paid for 
the purpose of inducing the taxpayer to' limit produc-
tion. See Minn. Stat. § 290.136, subd. 8 for the basis 
of property acquired by a corporation through a con-
tribution to its capital by its stockholders or by non- 
stockholders. 

INCT 815 Income from discharge of indebtedness. 
Federal law controls in the case of individuals, estates 
and trusts. See Section 61(a) (12), Section 108 and 
Section 1017 of the Internal Revenue Code of 1954, as 
amended, concerning income and exclusion from in-
come and consent to reduce the basis of property Used 
in the trade or business of an individual. 

INCT 815 applies to corporations. 
A. Mimi. Stat. § 290.08, Subd. 20 provides a spe-

cific exclusion from gross income, at the taxpayer's 
election, of the amount of income attributable t,Q,the 
discharge of indebtedness, in whole or in part, within 
the taxable year. In order to take advantage of ,the 
exclusion, the taxpayer must file a consent to applicable 
regulations relating to the adjustment of basis, in  

accordance with INCT 815. This section applies to 
indebtedness incurred or assumed by a corporation, and 
it covers any such indebtedness for which the corporate 
taxpayer is liable or subject to which the taxpayer holds 
property. 

B. 
1. If, as of the first day of the taxable year in 

which a discharge of indebtedness occurs, there is un-
amortized premium, the amount of the income attrib-
utable to such premium shall be excluded from gross 
income. For example: On January 1, 1957, the M Cor-
poration (which files its return on a calendar year 
basis) had outstanding an issue of A bonds of the 
face value of $10,000, and as of that day there was 
$100 unamortized premium on this bond issue. On 
September 1, 1957, the M CorporatiOn purchased these 
bonds for $9,000. The total amount to be excluded 
from gross income under this section is $1,100. 

2. If, as of the first day of the taxable year in 
which a discharge of indebtedness occurs, there is 
unamortized discount, the amount of the deduction 
attributable to such discount shall be disallowed as a 
deduction. For example: On January 1, 1957, the N 
Corporation (which files Its return on a calendar year 
basis) had outstanding an issue of B bonds of the 
face value of $10,000, and as of that day there was $50 
unamortized discount on this bond issue. On September 
1, 1957, the N Corporation purchased these bonds of 
$9,000. The total amount to be excluded from gross in-
come under this section is $950. 

C. Making and filing of consent. In order to take 
advantage of the exclusion from gross income provided 
by Minn. Stat. 290.08, Subd. 20, a taxpayer must file 
with his return for the taxable year a consent to have 
the basis of his property adjusted in accordance with 
the regulations prescribed by the Commissioner which 
are in effect at the time of filing such return. In special 
cases, however, where the taxpayer establishes to the 
satisfaction of the Commissioner reasonable cause for 
•failure to file the necessary consent with his original 
•return, he may file the consent with an amended return 
.or claim for credit or refund; and in such cases, the 
consent shall be to the regulations which, at the time of 
filing the consent are applicable to the taxable year for 
which such consent is ified. In all cases the consent 
shall be made by or on behalf of the taxpayer in dupli-
cate, in accordance with these regulations and the in-
structiOns on the form or issued therewith. 

• D. Adjusted basis; discharge of indebtedness; gen-
eral rule. 

1. In addition, to the adjustments provided in 
Minn. Stat. § 290.12, subd. 2 and the regulations there- 
'under which are required to be made with respect to 
the cost or other basis of property, a further adjustment 
shall be made in any case in which there shall have been 
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an exclusion from gross income under Mimi. Stat. § 
290.08, subd. 20 on account of a discharge of indebted-
ness during the taxable year. Such further adjustment 
shall, except as otherwise provided in INCT 815, be 
made in the following manner and order. 

a. In the case of indebtedness incurred to pur-
chase specific property (other than inventory or notes 
or accounts receivable), whether or not a lien is placed 
against such property securing the payment of all or 
part of such indebtedness, which indebtedness shall have 
been discharged, the cost or other basis of such prop-
erty shall be decreased by an amount equal to the 
amount excluded from gross income under Mimi. Stat. 
§ 290.08, subd. 20 and attributable to the discharge of 
the indebtedness so Incurred with respect to such prop-
erty; 

b. In the case of specific property (other than 
inventory or notes or accounts receivable) against 
which, at the time of the discharge of the indebtedness, 
there is a lien (other than a lien securing indebtedness 
incurred to purchase such property) the cost or other 
basis of such property shall be decreased by an amount 
equal to the amount excluded from gross income under 
Minn. Stat. § 290.08, subd. 20 and attributable to the 
discharge of the indebtedness secured by such lien; 

c. Any excess of the total amount excluded 
from gross income under Minn. Stat. § 290.08, subd. 
20 over the sum of the adjustments made under sub-
paragraphs a. and b. of this paragraph shall next be 
applied to reduce the cost or other basis of all the 
property of the debtor (other than inventory and notes 
and accounts receivable) as follows: The cost or other 
basis of each unit of property shall be decreased in an 
amount equal to such proportion of such excess as the 
adjusted basis (without reference to this section) each 
such unit of property bears to the sum of adjusted 
bases (without reference to this section) of all the prop-
erty of the debtor other than inventory and notes and 
accounts receivable; 

d. Any excess of the total amount excluded 
from gross income under Minn. Stat. § 290.08, subd. 
20 over the sum of the adjustments made under sub-
paragraphs a., b. and c. of this paragraph shall next 
be applied to reduce the cost or other basis of inventory 
and notes and accounts receivable, as follows: The cost 
or other basis of inventory or notes or accounts receiv-
able, as the case may be, shall be decreased in an 
amount equal to such proportion of such excess as the 
adjusted basis of inventory, notes receivable or ac-
counts receivable, as the case may be, bears to the  

sum of the adjusted bases of such inventory and notes 
and accounts receivable; 

In the application of subparagraphs a., b., c. and d. 
of this paragraph, no decrease in the cost or other basis 
of any property shall exceed the amount of adjusted 
basis of such property without reference to this section. 

2. For the purpose of this section: 
a. Except where the context otherwise requires, 

property means all of the debtor's property, other than 
money; 

b. The phrase "indebtedness incurred to pur-
chase" includes 

(1) indebtedness for money borrowed and 
applied in the purchase of property and 

(2) an existing indebtedness secured by a 
lien against the property which the debtor, as purchaser 
of such property, has assumed to pay; 

c. The phrase "amount excluded from gross in-
come under Minn. Stat. § 290.08, subd. 20" means the 
amount of income excluded under that section reduced 
by any deduction disallowed under that section for un-
amortized discount; 

d. Adjustments to basis shall be made; 
(1) In the case of property owned on the 

first day of the taxable year, as of that day; 
- (2) In the case of property acquired after 

the first day of the taxable year, as of the day so ac-
quired -- regardless of the time such property was 
subsequently sold, exchanged, or otherwise disposed of 
by the taxpayer; 

e. Whenever a discharge of indebtedness is 
accomplished by a transfer of the taxpayer's property 
in kind, the difference between the amount of the 
obligation discharged and the fair market value of the 
property transferred is the amount which may be ap-
plied in reduction of basis; 

f. Regardless of the amount excluded by the 
taxpayer from his gross income under Minn. Stat. § 
290.08, subd. 20, the maximum amount by which 
basis may be reduced in respect of the discharge of 
any indebtedness is the amount of income resulting 
from the discharge of such indebtedness; and 

g. Any reduction in basis which remains to be 
taken (by reason of an exclusion from gross income 
under Minn. Stat. § 290.08, subd. 20 after the appli-
cation of subparagraph a. of paragraph 1. of this section 
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shall be applied flist against property of a character 
subject to the allowance for depreciation under Minn. 
Stat. § 290.09, subd. 7,. property with respect to which 
a deduction for amortization is allowable under Minn. 
Stat. § 290.09, subd. 11 or Minn. Stat,. § 290.09, subd., 
20, and property with respect to which a deduction 
for depletion is allowable under Mlnñ. Stat. § 290.09, 
subd. 8, in the order in which such property is de-
scribed in subparagraphs b. and c. of paragraph 1. of 
this section. Any further adjustment in basis required 
to be made under Minn. Stat. § 290.08, subd. 20 shall 
be applied against other property in the order prescribed 
in subparagraphs b., c. and d., of paragraph 1. of this 
section. 

3. The application of paragraph 1. of this section 
may be illustrated by the following examples: 

Example (1). On January 1, 1957, the N Corpora-
tion owned an office building, which it sold in March 
1957. In June 1957 itpurchased a factory building. In 
October 1957 the N Corporation bought in its out-
standing bonds at less than face value. Assuming that 
there is a proper exclusion from gross income under 
Minn. Stat. § 290.08, subd. 20, the basis of each build-
ing shall be adjusted under Minn. Stat.. § 290.0$,'subd. 
20 for the taxable year 1957. (But see INCT 815.) 

Example (2). The M Corporation had outstanding 
an issue of A bonds which It had sold at a premium 
and an issue of B bonds which it had sold at a discount. 
In July 1957 the M Corporation purchased, such out-
standing bonds for less than face value. The amount of 
income attributable .to the discharge of the A bonds is 
$1,000 and the amount of unamortized premium (as 
of the first day of the taxable year in which the dis-
charge occurred) is $200. The amount, of income 
attributable to the discharge of the B bonds is $1,000 
and the amount of unamortized discount (as of the 
first day of the taxable year in which' the discharge 
occurred) is $50. Each issue of bonds is 'regarded as' 
a separate indebtedness and the M Corporation may 
elect under Minn. Stat. § 290.08, subd. 20 with respect 
to each issue or both issues. If the M Corporation 
elects under Minn. Stat. § 290.08, subd. 20 to have 
excluded from gross income the amount of income 
attributable to the discharge of the issue of A bonds, 
the total reduction in basis of, property of the M 'Corpo-' 
ration shall not exceed $1,200. If the M corporation 
elects with respect to the B bonds, the total reduction 
in basis shall not exceed $950. If 'the M Corporation 
elects with respect to both bond issues, the total réduc-' 
lion in basis shall not exceed $2,150. 

E. Adjusted Basis; discharge of indebtedness; special 
cases. 

1. The preceding material, prescribes t14 general. , 
rule to be followed in adjusting basis of property where 
there is a proper exclusion from gross Income under - 

Minn. Stat. § 290.08, subd.' 20. The taxpayer may, how-j 
ever, have 'the basis of his property adjusted in a manner 
differing from that set forth above in upon a proper 
showing to the satisfaction of die Commissioner. Varia-
tions from suchgeneral rule may, for example, involve 
adjusting the basis of only part of the taxpayer's prop-
érty or adjusting the basis of all the taxpayer's property, 
according toa flXed allocation. 

2. A request for variations from 'the general rule 
shall be filed 'by;';the taxpayer with his return for the 
taxable year in which the discharge of indebtedness 
occurred unless a consent 'is permitted after the original 
return has been filed, 'in which case such. request shall be 
filed with the amended return or claim for credit or 
refund, as the case may be. Agreement between - the 
taxpayer and the Commissioner as to any variations 
from such general rule shall be effected only by a closing 
agreement. If no agreement is reached between the tax-
paye1 and the 'CommissiOner as 10 the variations from 
the general rule, then' the ëOnsenl filed shall be deemed 
tobe a consent to the'application of such general rule 
and such general rUIn shall prevail in the determination 
of the basis of the" taxpayer's property. If no agreement 
is reached between the taxpayer and the Commissioner 
as to variatioflsfrom the general rule and'the taxpayer 
specifically states that he does not consent to the appli-
cation of the general rule, then Minn. Stat. § 290.08, 
sidid. 20hall not apply., 

INCT 816 Taxability of-employee beneficiary under 
annuity purchased by. employer. Federal law controls. 
See Section;403 of the Internal, Revenue Code of 1954, 
as: ainended, concerning taxability of employee bene-
ficiary under annuity purchased by employer. 

INCT 817 PrIzes and awards. Federal law controls 
for individuals, estates and trusts. See Section 74 of 
the Internal Revenue Code of 1954, as amended, con-
cerning the inclusion or exclusion of amounts received 
as prizes or awards in gross income. 

Chapter Nine: Deductions 

INCT' 900 Limitations in determining allowable cia-
dOctions. 

A. A deductible item allocable against a class of in-
come not -taxable by Minnesota or allocable against in-
come not assignable to Minnesota shall not be allowed 
as a deduction: - 

B.:.A deduction : which is allowable in arriving at 
gross income under Minn. Stat. § 290.01, subd. 20 shall 
'not' be again deducted' under Minn Stat. §290.09. 

C. In the case o income subject to pporiiónment, 
deductions shall be allocable to the extent provided in 
Minn.. Stat. § 290.19, subd. 1. 
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INCT 901 Business expenses. Minn. Stat. § 290.09, 
subd. 2 provides for the deduction of "all the ordinary 
and necessary expenses paid or incurred during the 
taxable year in carrying on any trade or business...." 
Such expenses are deductible in arriving at federal ad-
justed gross income of individuals under the provisions 
of Section 162 of the Internal Revenue Code of 1954, 
as amended. An individual's business traveling expenses 
are included in the allowable business deductions under 
the federal Code. Ordinarily the business expenses for 
a corporation are the same as those allowed under the 
Internal Revenue Code and Regulations. 

INCT 902 Expenses for the production of income. 
Minn. Stat. § 290.09, subd. 2 provides for the deduc-
lion of "all the ordinary and necessary expenses paid or 
incurred during the taxable year 

A. For the production or collection of income; 

B. For the management, conservation, or mainte. 
nance of property held for the production of income; or 

C. In connection with the determination, collection, 
or refund of any tax." 

In the case of individuals, such expenses are de-
ductible to the same extent as they are deductible under 
the provisions of Section 212 of the Internal Revenue 
Code of 1954, as amended. Such expenses, in the case 
of a corporation, are generally deductible to the same 
extent as they are allowed as business expenses under 
the Internal Revenue Code and Regulations. 

INCT 903 Campaign expenditures of candidate for 
public office. Campaign expenditures are deductible, 
in an amount not exceeding the limits stated in Minn. 
Stat. § 211.06, provided the candidate did not exceed 
these limitations on expenditures, and provided the 
candidate personally paid these expenditures and was 
not reimbursed for them. 

INCT 904 Interest. Interest paid or accrued within 
the taxable year on indebtedness is deductible with the 
following exceptions: 

A. Interest on indebtedness incurred or continued to 
purchase or carry obligations or securities, the income 
from which is excludible from gross income under 
Minn. Stat. § 290.08. (However, interst paid by 
corporations taxable under Minn. Stat. § 290.02 on in-
debtedness incurred or continued to purchase or carry 
obligations referred to in Minn. Stat. § 290.08 is de-
ductible because the income from these obligations is 
taxable to the corporation.) 

B. Interest on indebtedness incurred or continued in 
connection with purchasing or carrying a single premium 
life insurance, annuity, or endowment contract (see 
Minn. Stat. § 290.09, Subd. 3(b) br the definition of 
such contracts). 

INCT 905 Taxes. Taxes held or accrued within 
the taxable year are deductible except: 

A. Minnesota state income and franchise taxes and 
Minnesota cigarette and tobacco products excise taxes. 

B. Special assessments on real estate levied to de-
fray the expenses of local improvements considered to 
result in benefits inuring to the property assessed, such 
as street, sidewalk, sewer and other like improvements. 

C. Inheritance, estate and gift taxes except as pro-
vided in Minn. Stat. § 290.077, subd. 4. 

D. Taxes paid to another state on tangible personal 
property or real properly located within that state. 

E. Federal income taxes of corporations or national 
or state banks imposed on income received after July 1, 
1971. See Minn. Stat. § 290.18, subd. 2. 

E. Minnesota sales taxes if not assessed to and paid 
by the individual taxpayer. Thus, the amount of sales 
tax paid by a contractor for the purchase of materials 
and supplies used in the construction of a building is 
not deductible by the owner of the building even though 
all costs (including sales taxes) are, in effect, "passed 
on" by the contractor as part of the contract price or 
sales price of the building. 

G. The portion of the real estate taxes on a home-
stead paid during a taxable year, to the extent such 
taxes were used to claim a senior citizen's tax credit 
under Mlnn. Stat. § 290.0603 or the special properly 
tax credit under Minn. Stat. § 290.066 on a tax return 
for the previous year, or to the extent that a credit is 
obtained under the Minnesota Income-Adjusted Home. 
stead Credit Act (Minn. Stat. ch. 290A). 

H. Taxes paid to any foreign country or possession 
of the United States by any corporation or bank to the 
extent that these taxes are used as a credit against fed-
eral income taxes. 

It should be noted that if refunds or credits of Min-
nesota income tax or income tax of any other state are 
included in federal adjusted gross income, these amounts 
are deductible to arrive at Minnesota gross income. See 
Minn. Stat. § 290.01, Subd. 20(b) (6). 

The amount of federal income taxes or federal self- 
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employment taxes that are allowable deductions for in-
dividuals, estates and trusts are subtracted from Min-
nesota gross income to arrive at Minnesota adjusted 
gross income. See INCT 1005 concerning what portion 
of federal income taxes is deductible. See INCT 1004 
concerning what portion of federal self-employment 
taxes is deductible. 

Employee contributions under the federal social 
security act (FICA) or under the federal railroad re-
tirement act are not deductible taxes. See LNCT 1004. 

INCT 906 Losses. As a general rule, any losses 
sustained during the taxable year, which are not com-
pensated for by insurance or otherwise, are allowable 
as a deduction to the same extent as such losses are 
allowed under Section 165 of the Internal Revenue 
Code of 1954, as amended. There are some differences. 

It must first be determined that the loss, of a type 
defined in Section 165 of the federal Code, qualifies as 
a Minnesota loss within the limitations set forth in 
LNCT 900. 

The full amount of an individual's loss arising from 
casualty or the theft of property not connected with a 
trade or business is allowable on the Minnesota return. 
It is not reduced by $100 as provided by the federal 
law. Such a loss may not be claimed on the Minnesota 
income tax return if it is claimed on the Minnesota 
inheritance tax return, but it may otherwise be claimed 
on the Minnesota income tax return even though it was 
claimed on the federal estate tax return. 

Both the federal Code and the state law provide that 
the taxpayer has an election to deduct disaster losses In 
the year of the disaster or the preceding year. The state 
law further provides that if the disaster loss is claimed 
in different taxable years for state and federal purposes, 
appropriate modifications shall be allowed or required 
for taxable years in order to prevent duplication or 
omission of such deduction. 

The state law does not allow the deduction of a loss 
due to the confiscation of properly by the government 
of Cuba. 

INCT 907 Bad debts. In the case of individuals, 
estates, and trusts there is allowed a deduction for bad 
debts, which is included in arriving at federal adjusted 
gross income. Section 166 of the Internal Revenue Code 
of 1954, as amended provides for the deduction. 

Corporations are allowed a deduction for bad debts 
as provided in Minn. Stat. § 290.09, Subd. 6. The de-
duction is generally the same as that provided under 
Section 166 of the federal Code, however, there are 
special provisions in the Minnesota law which limit the 
bad debt reserves of savings, building and loan associa-
tions and mutual savings or cooperative banks. 

The allowance of a bad debt deduction for Minnesota 
income tax purposes is subject, however, to the limita-
tions set forth in INCT 900. 

INCT 908 Depreciation. Minn. Stat. § 290.09, Subd. 
7 provides that a reasonable allowance for the exhaus-
tion, wear and tear, and obsolescence of property used 
in the trade or business or of property held by the tax-
payer for the production of income shall be allowed as 
a depreciation deduction. 

The amount of the deduction that is allowable for 
depreciation under Section 167 of the Internal Revenue 
Code of 1954, as amended constitutes a reasonable al-
lowance under Minn. Stat. § 290.09, Subd. 7. 

The allowance of a depreciation deduction for Miii-
nesota income tax purposes is subject, however, to the 
limitations set forth in INCT 900. 

INCT 909 Depletion. Minn. Stat. 290.09, subd. 8 
provides for the deduction of a reasonable allowance 
for depletion in the case of mines, oil and gas wells, 
other natural deposits, and limber. The amount of the 
deduction allowed for depletion under the provisions 
of Section 612 of the Internal Revenue Code of 1954, 
as amended, constitutes a reasonable allowance under 
Mmii. Stat. § 290.09, subd. 8. 

The deduction allowed for depletion of copper or 
nickel deposits is the percentage depletion rate deter-
mined under the provisions of Sections 613 and 614 of 
the Internal Revenue Code of 1954, as amended. 

The allowance of a depletion deduction for Min-
nesota income tax purposes is subject, however, to the 
limitations set forth in INCT 900. 

INCT 910 Medical expenses. The taxpayer is per. 
miffed to deduct the following expenses: Payments (not 
compensated for by insurance or otherwise) for hos-
pitalization, nursing, medical, surgical, dental and other 
healing services, including institutional care and treat-
ment for the mentally ill and physically handicapped 
and for medical supplies, ambulance hire and premiums 
paid for hospitalization insurance and medical service 
insurance for himself or his dependents during the tax-
able year. 

No deduction is allowed for expenses of travel to ob-
tain medical or hospital care. 

If payments are claimed as a deduction in one tax-
able year and the taxpayer obtains reimbursement of 
these payments in a subsequent taxable year, the re-
imbursement shall be included in taxpayer's gross in-
come to the extent of such deduction claimed in the 
previous taxable year. Minn. Stat. § 290.01, Subd. 
20(a) (5). 

INCT 911 Circulation expenditures. A deduction 
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is allowable under Minn. Stat. § 290.09, subd. 16 of all 
expenditures to establish, maintain, or increase the cir-
culation of a newspaper, magazine, or other periodical 
to the same extent as such expenditures are allowable 
as deductions under the provisions of Section 173 of 
the Internal Revenue Code of 1954, as amended. 

The allowance of the deduction for Minnesota in-
come tax purposes is subject, however, to the limitations 
set forth in INCT 2009(1). 

INCT 912 Taxes and interest paid by cooperative 
housing corporation tenant-stockholder. A tenant- 
stockholder is allowed a deduction under Minn. Stat. § 
290.09, subd. 17 for taxes and interest paid or accrued 
to a cooperative housing corporation to the same extent 
as the deduction is allowed under Section 216 of the 
Internal Revenue Code of 1954, as amended. 

The allowance of the deduction for Minnesota in-
come tax purposes is subject, however, to the limitations 
set forth in INCT 900. 

INCT 913 Research or experimental expenditures. A 
taxpayer may deduct research or experimental expendi-
tures in the taxable year in which paid or incurred, or 
the expenditures may be amortized over a period of not 
less than 60 months, under Minn. Stat. § 290.09, 
subd. 18 to the same extent as provided in Section 174 
of the Internal Revenue Code of 1954, as amended. 

The allowance of the deduction for Minnesota in-
come tax purposes is subject, however, to the limita-
tions set forth In INCT 900. 

INCT 914 Organizational expenditures. A corpora-
tion may amortize its organizational expenditures over 
a period of not less than 60 months, under Minn. Stat. 
§ 290.09, subd. 18 to the same extent as provided in 
Section 248 of the Internal Revenue Code of 1954, as 
amended. 

The allowance of the deduction for Minnesota income 
tax purposes is subject, however, to the limitations set 
forth in INCT 900. 

INCT 915 Soil and water conservation expenditures. 
A taxpayer engaged in the business of farming may gen-
erally deduct soil and water conservation expenditures 
under Minn. Stat. § 290.09, subd. 21 to the same 
extent as such expenditures are deductible under Section 
175 of the Internal Revenue Code of 1954, as amended. 

The deduction for Minnesota income tax purposes is 
allowed only if the farm is situated within the state of 

Minnesota. Income from a farm located outside of 
Minnesota is not taxed by Minnesota. Minn. Stat. § 
290.17. Any expenses connected with or allocable 
against income not included in the measure of the 
Minnesota tax are not allowed as deductions. Minn. 
Stat. § 290.10(9). 

The maximum amount deductible In any taxable 
year is limited to 25 percent of the gross income derived 
from farming during the taxable year, with any excess 
being deductible in succeeding taxable years in order 
of time. Similarly, the amount deductible in each suc-
ceding year (including the soil and water conservation 
expenditures attributable to such year) cannot exceed 
25 percent of the gross income derived from farming 
during such succeeding taxable year. 

Soil and water conservation expenditures are ex-
penses arising from a farm as to which the deductions 
are limited by Minn. Stat. § 290.09, subd. 29. See 
INCT 922 for an explanation of these limitations. 

INCT 916 School tuition and transportation. A de-
duction from gross income is allowed for certain 
amounts the taxpayer has paid to others during the 
taxable year for a dependent's tuition, transportation, 
textbooks and other instructional materials and equip-
ment while attending a public or non-public elementary 
or secondary school located in Minnesota, Iowa, North 
Dakota, South Dakota, or Wisconsin. 

The total deduction for any dependent in any taxable 
year shall not exceed $500 for grades kindergarten to 
6th grade, or $700 for grades 7 to 12. 

Only those amounts paid for textbooks, instructional 
materials, and equipment used in teaching subjects 
that are commonly taught in Minnesota public elemen-
tary and secondary schools are deductible. The cost of 
instructional books and materials used for the purpose 
of inculcating religious tenets, doctrines or worship are 
not deductible. 

A dependent for the purpose of this deduction is the 
same as a dependent under Minn. Stat. § 290.06, Subd. 
3c. See INCT 500. 

A dependent is attending an elementary or secondary 
school while either: 

A. physically attending an elementary or secondary 
school, or 

B. receiving instruction given by an elementary or 
secondary school to students who are unable to physi-
cally attend classes conducted at such school, or 
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C. receiving instruction from a private teacher or 
school which is not an elementary or secondary school, 
provided that such instruction was acceptable for credit 
by the elementary or secondary school in which the 
dependent was enrolled. 

INCT 917 Investment credit deductions, recapture. 
Individuals, estates, and trusts shall deduct from federal 
adjusted gross income, for property acquired on or 
after January 1, 1973, the amount of any investment 
credit allowed under Section 38 of the Internal Revenue 
Code, as amended through December 31, 1974, to the 
extent that it is connected with or allocable against the 
production or receipt of income taxed by Minnesota. 
Corporations are not entitled to any such deductions 
from gross income as to property acquired on or after 
January 1, 1973. 

If property on which a deduction has been claimed 
under Minn. Stat. § 290.09, Subd. 24, or under Minn. 
Stat. § 290.01, Subd. 20(b) (9) Is later disposed of 
under circumstances such that a "recapture" results 
under Section 47 of the Internal Revenue Code as 
amended through December 31, 1974, the amount of 
such recapture shall be added to the taxpayer's federal 
adjusted gross income (in the case of corporations, the 
"recapture" amount is added to gross income). 

INCT 918 Exploration and development expendi-
hires. Minn. Stat. § 290.09, Subd. 25 provides a deduc-
tion from income of the amount Of expenditures for 
exploration or development of copper, nickel, or copper- 
nickel mines or deposits, or other natural deposits (other 
than oil or gas well). 

INCT 919 Expenses for dependent child care and 
care of disabled dependents. A taxpayer may deduct 
certain expenses for the care of dependent children 
under 13 years of age or for care of disabled dependents 
where such care is necessary to permit taxpayer to be 
gainfully employed. The deduction cannot exceed $600 
for one dependent or $900 for two or more dependents. 

The deduction may be taken by a single woman. If 
a woman is divorced or legally separated from her hus-
band at the close of the taxable year - or If she Is 
deserted during the entire taxable year - she is con-
sidered as single during the entire taxable year. 

A married woman may claim the deduction, however 
she must file a joint return with her husband and the 
allowable expenditures must be reduced by the amount 
of the excess of their adjusted gross income over $6,000. 
If the woman's husband is mentally or physically in. 
capable of self-support, the requirement of a joint return 
and of the reduction of claim, according to income in 
excess of $6,000, does not apply. 

A single man may not claim the deduction unless 
he is a widower, or divorced or legally separated from  

his wife at• the close of the taxable year. A married 
man may not claim the deduction unless his wife is 
incapacitated for at least 90 consecutive days. Also, the 
joint return requirement and the claim reduction for 
income in excess of $6,000 applies except as to ex-
penses incurred while the wife is institutionalized if 
for at least 90 consecutive days (unless terminated by 
death). 

INCT 920 Adoption expenses. Expenses arising from 
the adoption of one or more children are deductible 
up to a maximum of $450 per child to August 1, 1973 
and $1,250 per child thereafter. The expenses are de-
ductible if incurred and paid by the taxpayer provided 
the adoption is completed on or after May 10, 1969. 
Adoption expenses incurred and paid during two tax-
able years shall be claimed in the years paid, provided 
the total of all deductions claimed in the two years 
shall not exceed the maximum allowed per child. 

A taxpayer claiming a deduction for adoption ex-
penses shall include with his income tax return a state- 
meat showing the name and age of the adopted child, 
the date of adoption, the nature of, and amount of, any 
expense arising from the adoption. Adoption expenses 
include, for example, attorney's fees, court costs, 
amoOnts paid to adoption agencies, and any other nec-
essary expenses arising from the adoption. 

Food, clothing, lodging, and medical expenses in-
curred by the adopting parents for care of the child, 
are support items and do not qualify as adoption 
expenses. These items are considered, however, in 
determining the dependency credit on the income tax 
return. Also, medical expenses incurred and paid in 
behalf of the child are deductible along with other 
medical expenses of the taxpayer, provided the child 
qualifies as the taxpayer's dependent. 

INCT 921 Real estate investment trusts. For taxable 
years beginning after December 31, 1970, real estate 
investment trusts, as defined in Section 856 of the 
Internal Revenue Code, and their shareholders, are 
taxed in the same manner under state law as they arc 
taxed under federal law. 

LNCT 922 Deductions for farm expenses and losses 
are lhnite& For taxable years beginning on or after 
January 1, 1974, expenses and losses arising from a 
farm which are in excess of income and gains arising 
from a farm are deductible against non-farm income 
up to the amount of $15,000. If non-farm income ex-
ceeds $15,000 the amount of the maximum allowable 
farm loss ($15,000) which may be claimed in a current 
year is reduced by twice the amount of non-farm in-
come in excess of $15,000. If, therefore, non-farm 
income is $22,500 or more, no farm loss may be 
claimed in the current year. 
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INCT 923 Net operating loss - corporations. 

4. The net operating loss for any taxable year is the 
excess of the deductions allowed by Minn. Stat. § 
290.09 that are assignable to Minnesota over the gross 
income, with the modifications listed below. 

B. The net operating loss deduction is the total of 
the net operating loss carrybacks and carryovers to a 
taxable year. The net operating loss deduction is ap-
plied to the corporation's taxable net income in the 
taxable year to which It is carried back or carried for-
ward. 

C Taxable net income for any taxable year to which 
a net operating loss Is carried means the taxpayer's net 
income assignable to this state, with the modifications 
lited below. 
ft Modifications - In determining the net operating 

loss for any taxable year, and in determining the taxable 
net income for any year to which such loss is carried, 
the following modifications shall be made: 

1. DeductIons which are not attributable to the 
operation of a trade or business regularly carried on by 
the taxpayer are allowed only to the extent of the gross 
income, not derived from such trade or business, in- 

	

_____ 	chided In computing the taxpayer's taxable net Income. 

2. The amount of interest "exempt" under the 
provisions of Minn. Stat. § 290.08 shall be included in 
a corporation's gross Income, used In computing taxable 
net Income, decreased by the amount of interest paid 
or accrued to purchase or carry investments earning 
such interest. 

3. No deduction Is allowed with respect to losses 
connected with income producing activities if Income 
from such activities would not be required to be either 

000 assignable to this state or included in computing the 
taxpayer's taxable net income. 

4. A "net operating loss deduction" shall not be 
allowed. 

5. CapItal losses are deductible only to the extent 
of capital gains. The 50 percent deduction for net long 
term capital gains shall not be allowed. 

6. Renegotiation of profits for a prior taxable year 
are not considered. 

7. -Federal income and excess profits taxes shall 
not be allowed. 

INCT 924 Net operating loss carryback and carry- 
over - corporations. A net operating loss shall be 

EXAMPLE II 
Federal adjusted gross income 
Farm loss 	($14,000) 
Non-farm income 	 $18,000 
Maximum farm loss 	 15,000 
Excess 	 $ 3,000 
Adjusted maximum loss ($15,000 

- (3,000 x 2))  	9,000 
Farm loss to be added back 

($14,000 - 9,000) 	 
Minnesota gross income 	$ 9,000 
Farm loss available for carrybáck 

EXAMPLE III 
Federal adjusted gross income  	$ 8,000 
Farm loss 	($ 9,000) 
Non-farm income 	 $17,000 
Maximum loss 	  15,000 
Excess 	 $ 2,000- 
Adjusted maximum loss ($15,000 

- (2,000 x 2))  	11,000 
Farm loss to be added back 	 

(Loss is less than adjusted 
maximum) 

Minnesota gross Income 	 
No carryback or carryforward. 
Loss allowed in full in the current year. 

Any farm expenses or losses which are Hot allowed 
as a deduction in the taxable year are used as a three 
year deduction carryback and five year deduction 
carryover to previous and subsequent taxable years in 
chronological order. Current expenses and losses are 
utilized in the carryback and carryover years prior to 
application of deduction carrybacks or carryovers, pro-
vided that the combined or total amounts can be used 
as deductions subject to the same limitations as to non-
farm income as are applied in current taxable years. 

The following examples Illustrate the computation of 
the amount of farm loss which is allowed as a deduction, 
and the amount of farm loss which is not allowed as a 
deduction but is added to the federal adjusted gross 
income figure and is then used as a deduction carryback 
and carryover. 

EXAMPLE I 
Federal adjusted gross income  	 ($8,000) 
Farm loss  	($16,000) 
Non-farm income 	 $ 8,000 
Maximum farm loss 

(limited to non-farm income 
under $15,000) 	  8,000 

Excess 	  .0- 
Adjusted maximum loss  	$ 8,000 
Farm loss to be added back 

($16,000 - 8,000)  	 _____ 
Minnesota gross income 	 
Farm loss available for carryback 

$8,000 
-0. 

$8,000 

$4,000 

$5,000 

$8,000 
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carried back to the third taxable year preceding the 
loss year and applied to that year's taxable net income. 
Any excess of net operating loss shall thereafter be 
carried, and applied in the same manner and In order, 
to the second preceding taxable year, the first preceding 
taxable year and the first through fifth succeeding tax-
able years. 

INCT 925 Corporations doing business within and 
without Minnesota. Where a corporation does busi-
ness both within and without Minnesota, and apportions 
its income under the provisions of Minn. Stat. § 290.19, 
the net operating loss deduction shall be allowed to the 
extent of the apportionment ratio of the loss year, or the 
year to which the loss is carried, whichever is smaller 

EXAMPLE: A company doing business. both withifl 
and without Minnesota has a net loss in Its operations 
for the year 1972 of $20,000. The 1972  apportionment 
ratio is 55 percent (to Minnesota). 

Included in the $20,00 loss figure was a $2,000 
excess of net long term capital gain over net short term 
capital loss, of which only $1,000 was adled to income, 
due to the 50 percent long term capital gains deduction. 

The company's "net operating loss" for the year 1972 
is $10,450 computed as follows: $20,000 loss minus 
$1,000 (net long term capital gain reported at 100%) 
= $19,000 x 55 percent (apportionment ratio) = 
net operating loss of $10,450. 

The 1972 "net operating loss: is a net operating loss 
deduction which can be carried back to 1969 unless 
the apportionment ratio (to Minnesota) is less for 
1969 than for 1972. Assume that in the carryback 
year the apportionment ratio was 45 percent (to Min-
nesota). Since this ratio is less than in the loss year 
(55 percent in 1972), the net operating loss deduction 
is the 1972 loss of $19,000 x 45 percent, or $8,550. 

Assume that in 1969 the company had taxable net 
income of $10,000 which included an excess of $2,000 
net short term losses over net long term capital gain. 
The company's taxable net income for purposes of the 
net operating loss deduction is $10,000 + $2,000 
(capital losses deductible only to extent of capital 
gains), = $12,000 x 45 percent (apportionment ratio) 
= taxable net income of $5,400. 

Applying the $8,550 net operating loss deduction to 
the 1969 taxable net income of $5,400, there is no tax 
due for 1969, and the remaining $3,150 net operating 
loss deduction is available to be applied to the taxable 
year 1970. 

INCT 926 Net operating loss individuals. Prior to 
1961 Minn. Stat. § 290.095 provided for the recogni-
tion of a "net operating loss" of individuals, and cor-
porations, and provided a three year carryback and a 
five year carryover of the net operating loss deduction. 

The 1961 legislature amended Minn. Stat. § 290.095 
by providing that the Minnesota net operating loss 
deduction would be available "only to corporate tax-
payers", except that individuals would be allowed the 
deduction for tax years beginning before January 1, 
1961. 

Following the 1961 amendment, the "net operating 
loss' of corporations has been determined under Minn. 
Stat. § 290.095, and the "net operating loss" of in-
dividuals has been determined under Section 172 of the 
Internal Revenue Code, with modifications of income 
and loss Items in accordance with the concept of in-
come assignability under Minn. Stat. § 290.17-290.19 
(inclusive). The 1967 legislature recognized the appli-
cability of Section 172 to individuals when it added 
subd. 9 to Minn. Stat. § 290.095 with its refund pro-
visions "in the case of an individual of an adjustment 
of, 'federal adjusted gross income' because of the carry- 
back under Section 172 of the Internal Revenue Code. 

A. Determining a net operating loss (individuals). 
Under Section 172 of the Internal Revenue Code, the 
net operating loss is, simply, the excess of allowable 
deductions over gross income, with certain adjustments. 
This loss is computed the same as you compute taxable 
income, with adjustments. The following items must 
be subtracted from the negative income (loss) figure: 

1. Any net operating loss carryback or carryfor-
ward figure from another taxable year 

2. The 50 percent net long term capital gains 
figure 

3. The excess of capital losses over capital gains 
4. The excess of nonbusiness deductions over non- 

business income. Dividends, interest, annuities, or in-
come from passive investments are nonbusiness income. 
Salaries and rent are business income. Casualty and 
theft losses, whether of personal or business property, 
are treated as business losses. 

5. The personal exemptions figure 
6. The amount of any self-employed contributions 

to self-employment retirement plans. 

B. Net  Operating Loss - Minnesota Modifications 

1. Losses assignable outside of Minnesota. Out-of- 
state losses are deducted to arrive at the Minnesota net 
operating loss figure. EXAMPLE: Taxpayer, a Minne-
sota resident, sustained a federal net operating loss of 
approximately $170,000. About $160,000 of these 
losses were from his business of leasing out-of-state real 
property (his losses from Minnesota real estate were 
about $10,000). Taxpayers' Minnesota net operating 
loss does not include his $160,000 loss from out-of-state 
real property since any income from such property 
would not have been assignable to Minnesota under 

44 
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Minn. Stat. § 290.17. NOTE: The 1971 Minnesota 
Legislature provided in Minn. Stat. § 290.01, subd. 20 
for a modification to federal adjusted gross income in 
the amount of "(6) Losses which do not arise from 
events or transactions which are assignable to Minne-
sota.. ." etc This amendment was intended to clarify, 
not to change existing law. 

2. Income assignable outside of Minnesota is ex-
cluded in determining the Minnesota net operating loss 
figure. EXAMPLE: John Smith lived in California 
until June 30, 1971. He was employed as a mechanical 
enginer at a salary of $2,000 per month. His earnings 
for the first six months totaled $12,000. On July 1, 
1971 he moved to Minnesota and operated a coin 
operated laundromat. He lost $10,000 at this venture 
through his operations during the last six months of 
1971. Assuming a federal taxable income of $2,000, 
his Minnesota net operating loss is $10,000, as his 
California earnings, are excluded from Minnesota in-
come. 

The net operating loss can be carried back three years 
and carried forward five years under Section 172 of 
the Internal Revenue Code and applied against Minne-
sota taxable income. 

EXAMPLE: Assume John Smith in the previous ex-
ample had no Minnesota taxable income prior to 1971, 
and in 1972 he continued the laundromat business at a 
profit and his federal taxable income in 1972 was 
$15,000. The Minnesota 1971 net operating loss of 
$10,000 is not used in the years 1968, 1969, and 1970 
(no Minnesota taaxble Income), and is therefore car -
ried forward to 1972. 

C. Applying the net operating loss deduction. The 
net operating loss deduction is the total of the net 
operating loss carrybacks and carryovers to a tax year. 
Section 172(a), Internal Revenue Code. As previously 
illustrated, the federal deduction figure is modified so 
that it will reflect only Minnesota income and loss items 
in accordance with Minu. Stat. § 290.17-290.19 (in-
clusive). 

If the net operating loss deduction were applied to 
the federal taxable income figure in the year to which 
carried, that year's taxable income would be adjusted 
by the additions of 

1. The 50 percent net long term capital gains 
figure 

2. The excess of capital losses over capital gains 

3. The personal exemptions figure 

For Minnesota purposes, the net operating loss de-
duction should be applied to Minnesota taxable income 
with the modifications in 1. and 2. above (no personal 
exemptions figure). 

JNCT 927 Tentative carryback adjustments. 

A. In general. Any corporation which has a net 
operating loss under Minn. Stat. § 290.095, and any 
individual who has a net operating loss under Section 
172 of the Internal Revenue Code, which loss is as-
signable to Minnesota, may file an application for a 
tentative carryback adjustment of the taxes for taxable 
years prior to the taxable year of the loss which are 
affected by the net operating loss carryback resulting 
from such loss. 

B. Contents of Application. The application for 
tentative carryback adjustment shall be filed on Form 
519C for corporations, and 519! for individuals. The 
application shall be filled out in accordance with the 
instructions on the form and all information required 
by the form must be furnished by the taxpayer. 

An application for a tentative carryback adjustment 
does not constitute a claim for refund. If such applica-
tion is disallowed by the Commissioner in whole or in 
part, no suit may be maintained in any court for the 
recovery of any tax based on such application. The 
filing of an application for a tentative carryback adjust-
ment will not constitute the filing of a claim for refund 
within the meaning of Minn. Stat. § 290.50 for pur-
poses of determining whether a claim for refund was 
filed prior to the expiration of the applicable period of 
limitation. The taxpayer, however, may file a claim for 
refund under Minn. Stat. § 290.50 at any lime prior to 
the expiration of the applicable period of limitation, 
and may maintain a suit based on such claim if it is 
disallowed or if the Commissioner does not act on the 
claim within six months from the date it is filed. Such 
claim may be filed before, simultaneously with, or after 
the filing of an application for a tentative carryback ad-
justment. A claim for refund under Minn. Stat. § 
290.50 filed after the filing of an application for a 
tentative carryback adjustment is not to be considered 
an amendment of such application. Such claim, how-
ever, in proper cases may constitute an amendment to 
a prior claim filed under Minn. Stat. § 290.50 

C. Time and Place for Filing Application. The ap-
plication for a tentative carryback adjustment shall be 
filed on or after the date of the filing of the return for 
the taxable year of the net operating loss and shall be 
filed within the period of twelve months from the end 
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of such taxable year. Any application 'filed prior toihe 
date the return for the taxable year of the loss is 'filed 
shall be considered to have been filed on the date such 
return is ified. Application shall be filed with the Com-
missioner of Revenue, St. Paul, Minnesota. 

JNCT 928 Computation of tentative carryback ad-
justment. -, 

A. Tax previously determined The taxpayer is to 
determine the amount of decrease, attributable to the 
carryback, in tax previously determined for each tax-
able year before the taxable year of the net operating 
loss. Thus, the tax previously determined will •  be the 
tax shown on the return as filed, increased by any 
amounts assessed (or collected without assessmeOt) as 
deficiencies before the date of the filing of the applica-
tion for a tentative carryback adjustment, anddecreased 
by any amounts abated, refunded, or otherwise rçpald 
prior to such date. Any items as to which the; Depart-
ment of Revenue and the taxpayer are in disagreement 
at the time of filing of the application shall be taken into 
account in ascertaining the tax previously determined 
only if, and to the extent that, they were reported in 
the return, or were reflected in any amounts assessed 
(Or collected without as6essment) as deficiencies, or in 
any amounts abated, credited, refunded, or otherwise 
repaid, before the date of filing the Application. 

B. Decrease attributable to carryback. The de-
crease in tax previously determined which is affected by 
the carryback or any related adjustments, is to be de-
termined, except for such carryback and related adjust-
ments, on the basis of the items which entered into the 
computation of such tax as previously determined; the 
tax previously determined being ascertained in the man-
ner described in this regulation. In determining any such 
decrease, items shall be taken into account only to the 
extent that they were reported in the return or were 
reflected in amounts assessed (or collected without as-
sessment) as deficiencies, or in amounts abated, re-
funded, or otherwise repaid, before -the date of filing 
the application for a tenative carryback adjustment. if 
the Department of Revenue and the taxpayer are' in 
disagreement as to the proper treatment 'of any item, it 
shall be assumed for purposes of determining the de-
crease in tax previously determined that such item was 
correctly reported by the taxpayer unless, and to, the 
extent that, the disagreement has resulted in the assess-
ment of a deficiency (or the collection of an amount 
without an assessment), or th allowing or making of 
an abatement, refund, or other repayment, before the 
date of filing the application. Thus, if the taxpayer 
claimed a deducat ion on its return of $50,000 for 
salaries paid to its officers, but the Commissioner as-, 
serfs that such deduction should not exceed $20,000, 
and the Department of Revenue and the taxpayer have 
not agreed on the amount properly deductible before  

the date the application for a tentative carryback ad-
justment is filed, $50,000 shall be considered as the 
amount properly deductible, for purposes of determin-
ing the decrease in 'tax previously determined in re-
spect of the application for a tentative carryback ad-
justment. In determining the decrease in tax' previously 
determined, any items, which are affécled by the carry- 
back must be adjusted to reflect such carryback. 

INCT 929 Allowance of adjustments. 

A. Time prescribed. The Commissioner shall act 
upon any application for a tentative carryback adjust-
ment filed, under Minn. Stat. § 290.095, Subd. 7 with-
in a period of 90 days from whichever of the following 
two dates is the later: 

1. The date the application is filed; or 
2. The last day of the month in which falls the 

last date prescribed by law (including any extension of 
time granted the taxpayer) for filing the return for the 
taxable year of the net operating loss from which the 
carryback results. 

B. Examination. Within the 90-day period described 
in paragraph A. of the regulation, the Commissioner 
shall make to the estent he deems practicable in such 
period, an examination of the application to discover 
omissions and errors of cOmputation. He shall deter-
mine within such periOd the decrease in tax previously 
determined, affected by the carryback or any related 
adjustments, upon the basis of the application and such 
examination. The Commissioner, however, may correct 
any errors of computation or omissions he may discover 
upon examination of the application. In determining the 
decrease in tax previously determined which is affected 
by the carryback or any related adjustment, he accord-
ingly may correct any mathematical error appearing on 
the application and he may likewise correct any modi-
fication required by the law and incorrectly made by 
the taxpayer in computing its net operating loss, the 
resulting carrybacks, or its net operating loss deduction. 
If the required modffication has not been made by the 
taxpayer and the Commissioner has available the neces-
sary information to make such modification within the 
90-day period, he may in his discretion, make such 
modification. In determining such decrease, however, 
the Commissioner will not, for example, change the 
amoUnt claimed on the return as a' deduction for de-
preciation because he believes that the taxpayer has 
claimed an excessive amount; likewise he will not in-
clude in gross income any amount not so induded by 
the taxpayer, even though the Commissioner believes 
that such amount is subject to tax and properly should 
be included in gross income. 

C. Disallowance in whole or in part. If the Com-
missioner finds that an application for a• tentative carry- 
back adjustment contains material omissions or errors 
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of computation, he may disallow such application in 
whole or in part without further action. 'If, however 
he deems that any error of computation can be cor-
rected by him within the 90-day period, he may do so 
and allow the application in whole or in part. 'The' Com-
missioner's determination as to whether he can correct 
any error of computation within the 90-day period shall 
be conclusive. Similarly, his action in disallowing, in 
whole or in part, any application for a tentative carry- 
back adjustment shall ,be final and may not be chal-
lenged in any proceeding. The taxpayer in such case, 
however, may file a claim for credit or refund under 
Minn. Stat. § 290.50, and may maintain a suit based on 
such claim if it is disallowed or if the Commissioner 
does not act upon the claim within six months from thç 
date it is filed. 

D. Application of decrease. 

1. Each decrease determined by the Commissioner 
in any previously deterñiined tax which is affected' by 
the carryback or any related adjustments shallfirst be 
applied against any unpaid amount of the tax with ,re- 
sped to which such decrease was determined. Such un-
paid amount of tax may include one or more of the 
following: 

a. An amount with respect to which the tax-
payer is delinquenl, 

b. An' amount the time for payment of which 
has been extended under Minn. Stat. § 290.45, Subd. 2 
and which is due and payable' on or after the date of 
the allowance of the decrease; and 

2. In case the unpaid amount of tax includes more 
than one of such amounts, the Commissioner, in his 
discretion, shall determine against which amount or 
amounts, and in what proportion, the decrçase is to .be 
applied. In general, however, the decrease will be ap-
plied against any amàunts ,described in subparagraph 
1. a., and b. in the order named. The upaid amount of 
tax against which a decrease may be applied under sub-
paragraph 1. of this paragraph may, not include any 
amount of tax for any taxable year other than the year 
of the decrease. After making such application, the 
Commissioner will credit any remainder of the decrease 
against any unsatisfied amount of tax for the taxable 
year of the net operating loss, which resulted in Ihe 
carryback. 

3. Any remainder of the decrease after such ap-
plication and credits may, within the 90-day period, in 
the discretion of the Commissioner, be credited against 
any tax or instalhnent thereof then due from the tax-  

payer, and if 'not so credited1 shall be 'refunded to the 
taxpayer 'within such 90-day 'period. FOr the purposes 
of 'refunding any such decrease or' portion thereof, the 
overpayment of tax resulting from the carryback for 
purposes of this regulation shall be deemed not to have 
been made prior to the end of the taxable year, in which 
the net operating loss occurs; " 

INCT 930 Special period of limitations with respect 
to net operating loss carrybacks. 	' 	- 

1. If the' claim for refund relates to an overpay-
ment of income tax attributable 'to a net operating loss 
carryback, provided in Mimi. Stat. ' '290.095, Subd. 2, 
then in lieu.of ther period 'prescribed in Minn. Stat. § 
290.50, the claim may be ffld, or refund allowed, as 
prescribed in Minn Stat. § 290.46 or 290.50 within 
either of the follwing two pçriods whichever is the 
later: ' , ' , 

a. The period which ends with the expiration 
of the fifteenth day of the forty-sixth month (or 'the 
forty-fifth month in the case of a corporation) following 
the end of the taxable year of the net operating loss 
which resulted in the carryback; or 

b The period which ends with the expirati9n 
of the period prescribed, in Mimi. Stat. § 290.46 or 
290.50 withil which a claim for refund may be filed 
with respect to,' the taxable year, of the net operating 
loss which resulted in the carryback. 

• 	2. In'th case of a claim for refund involving a 
net operating loss carrybackdescribed in subparagraph 
-1. of this paragraph; the amount of the refund may ex-
ceed the portion of' the 'tax. paid within the period pro-
vided in Minn. Stat. § 290.50.to the extent of the 
amount of the overpayment attributable to the carry-' 
back. If the claim involves an overpayment based' not 
only 'on a net operating loss carryback described in 
subparagraph 1. of this paragraph' but based also on 
other items, the refund cannot exceed the sum of. the 
following: ' • 

a. The mount of the overpayment which is at-
tribütàble to the net operatin,Loss carryback, and 

b; 'The balance of' such overpayment' up to a 
limit of the portion, if 'any, of the tax paid within the 
period provided in Minn. Stat. § 290.50 or within the 
period provided in any other applicable provisions of 
law.' 

3. II the claim •invofves an. .overpayment based 
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not only on a net operating loss carryback described In 
subparagraph 1. of this paragraph but based also on 
other items, and if the claim with respect to any items 
is barred by the expiration of any applicable period of 
limitation, the portion of the overpayment attributable 
to the items not so barred shall be determined by treat-
ing the allowance of such items as the first adjustment 
to be made in computing such overpayment. If a claim 
for refund is not filed, and if refund is not allowed, 
within the period prescribed in this paragraph, then re-
fund may be allowed or made only if claim therefore 
is filed, or if such refund is allowed, within the period 
prescribed in Minn. Stat. § 290.46 or 290.50 subject to 
the provisions thereof limiting the amount of refund in 
the case of a claim filed, or if no claim was filed, hi case 
of refund allowed, within such applicable period. 

B. If the allowance of a refund of an overpayment 
of tax attributable to a net operating loss carryback is 
otherwise prevented by the operation of any law or rule 
of law such refund may be allowed or made under the 
provisions of Minn. Stat. § 290.095, if a claim therefor 
is filed within the period therein provided and para-
graph A. of (his regulation for filing a claim for refund 
of an overpayment attributable to a carryback. Similar-
ly, if the allowance of an application, or refund of a 
decrease in tax determined under Minn. Stat. § 
290.095, is otherwise prevented by the operation of any 
law or rule of law, such application, or refund may be 
allowed or made if an application for a tentative carry- 
back adjustment is filed within the period provided in 
Minn. Stat. § 290.095, Subd. 9. Thus, for example, 
even though the tax liability (not including the net 
operating loss deduction or the effect of such deduc-
tion) for a given taxable year has previously been 
litigated before the Minnesota Tax Court, refund or an 
overpayment may be allowed or made if claim for such 
refund is filed within the period provided in Minn. Stat. 
§ 290.095, Subd. 9. In the case of a claim for refund 
of an overpayment attributable to a carryback, or in the 
case of an application for a tentative carryback adjust-
ment, the determination of any court, including the 
Minnesota Tax Court, in any proceeding in which the 
decision of the court has become final, shall be con-
clusive except with respect to the net operating loss de-
duction, and the effect of such deduction, to the extent 
that such deduction is affected by a carryback which 
was not in issue in such proceeding. 

INCT 931 Audit and review. The Commissioner 
in examining the books and records of the taxpayer re-
Iting to the income tax return for a taxable year, which 
except for the provisions of Minn. Stat. § 290.095, 
Subd. 9 would be outlawed by the normal limitation 
period, will limit such examination and consideration 
in accordance with the provisions of this regulation. The 
procedure outlined will be followed with respect to such 
returns in cases where either a claim for refund has  

been filed by the taxpayer or where an application for 
a tentative carryback adjustment has been filed. The 
Commissioner will make appropriate adjustments as a 
result of such examination up to the amount of the 
tentative adjustment or the amount of the carryback 
but will in no event assess additional taxes for the year 
of carryback. 

In the event that such examination discloses that the 
amount refunded to the taxpayer pursuant to applica-
tion under Minn. Stat. § 290.095, Subd. 7(a) was im-
proper, the Commissioner shall issue his order assessing 
a tax which assessment shall in no event exceed the 
amount of the erroneous refund made for the year in 
question. Such assessment shall be made in accordance 
with the provisions of Minn. Stat. § 290.46, and the 
provisions of Minn. Stat. ch. 290, dealing with notice, 
appeal, and collection, applicable to Minn. Stat. § 
290.46 assessments shall be equally applicable to as-
sessments under this regulation. 

INCT 932 Applicability. The provisions of Minn. 
Stat. § 290.095, Subd. 7(a) and (b), dealing with ten-
tative carryback adjustments, are applicable only to 
situations where the year of the net operating loss in 
question begins after December 31, 1961. 

The provisions of Minn. Stat. § 290.095, Subd. 9 
extending the period within which a claim for refund 
may be made arising out of a net operating loss carry- 
back adjustment and where the Commissioner may 
make adjustments relating to any such carryback are 
applicable only to situations where the year of the net 
operating loss commences after December 31, 1961. 

Chapter Ten: Deductions not Allowed 
INCT 1000 Personal and family expenses. As a gen-
eral rule, personal, living or family expenses do not 
constitute a proper deduction from gross income. This 
rule is modified by the provisions of Minn. Stat. § 
290.09 which specifically permits the deduction of 
certain personal expenses such as interest, taxes, losses, 
bad debts, contributions and sickness and personal 
injury expenses. Reference should be made to that sec-
tion for the determination of the deductibility of any 
particular item. The following are classified as non-
deductible items under Minn. Stat. § 290.10: 

A. Premiums paid on any life insurance policy cov-
ering the life of the taxpayer or any other person. 

B. Insurance paid on a dwelling owned and occupied 
by the taxpayer. 

C. Payment for funeral expenses. 
D. Expenses of education, except as provided in 

INCT 902 and 916. 
E. Allowances given to minor children by their par- 
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ents in consideration of services if the parents were en-
titled to such services. 

F. An amount allowed a wife by a husband as com-
pensation for acting as housewife. 

G. Sums paid to a wife under terms of a marriage 
agreement. 

H. Payments as damages for breach of promise to 
marry. 

I. Payments for alienation of affections. 
J. Alimony, separate maintenance, and support pay-

ments except as provided in Minn. Stat. 290.072. 
K. The cost of board and wages of a housekeeper. 
L. Taxes If paid by a person other than the person 

upon whom the tax was imposed. Penalties paid with 
respect to State or Federal income taxes. (For other 
nondeductible taxes, see Minn. Stat. § 290.09, Subd. 4 
and INCT 905.) 

M. Expenses in going to and from one's place of 
employment or expenses to seek employment. However, 
fees paid to an employment agency are deductible. 

N. The non-business portion of the upkeep and oper-
ating expense of an automobile. 

0. Loss on the sale of pleasure automobiles. 
P. Loss on sale of social club memberships. 

Q. Fees paid by an individual for general personal 
legal services. 

R. Attorney's fees in connection with foreclosure 
proceedings. 

S. Commissions paid on mortgage renewals. 

T. The cost of preparing an abstract In case of a sale 
of capital assets. 

U. Expenses paid for a legatee to sustain or attack 
the validity of a will. 

V. The cost of hunting, fishing and dog licenses. 

W. The value of house rent of a home occupied by 
the taxpayer, or the amount paid for the rent of a home. 

X. In the case of a professional man who rents a 
property for residential purposes but incidentally re-
ceives clients, patients or callers there, in connection 
with his professional work (his place of business being 
elsewhere) no part of the rent is deductible as a business 
expense. If, however, he uses part of the house for an  

office such portion of the rent as is properly attributable 
to such office Is deductible. 

Y. For treatment of amounts paid into pension or 
retirement funds, see Reg. INCT 1004. 

INCT 1001 Capital expenditures. 
A. Amounts paid for increasing the capital value or 

for making good the depreciation (for which a deduc-
tion had been made) of property are not deductible 
from gross income. 

B. Amounts expended for securing a copyright and 
plates which remain the property of the person making 
the payments are investments of capital. 

C. The cost of defending or perfecting title to prop-
erty constitutes a part of the cost of the property and 
is not a deductible expense. 

D. Legal expenses incurred in foreclosing a mortgage 
are not deductible; they should be added to the cost of 
the investment. 

E. Commissions and legal fees paid by a lessor to 
secure a long-term lease are capital expenditures lo be 
spread ratably over the term of the lease. 

F. Amounts paid for buildings or permanent hn.. 
provements which increase the value of any property or 
estate are capital expenditures. (But see Minn. Stat. § 
290.09, Subd. 21 for treatment of soil or water con-
servation expenditures.) 

G. The excess cost of remodeling a building over the 
actual value of improvements when completed is a 
capital expenditure. 

H. The cost of extensive alterations to buildings rep-
resenting unusual and extraordinary expense is not 
deductible in any single year but should be added to 
the purchase price of the property and subjected to 
depreciation deductions. 

I. The amounts expended for replacements or re-
newals of a permanent nature should be charged 
directly to the property account or to the depreciation 
reserve account depending upon the method of treating 
depreciation charges in the books of accounts. 

1. Expenditures for the services of an architect are 
part of the cost of the building. 

K. Insurance premiums and other expenses paid 
during building operations are capital expenditures. 

L. Delinquent taxes, insurance and other expenses 

KEY: New rules and both proposed and adopted additions to existing rules are printed in boldface. Proposed and adopted deletions 
from existing rules are printed in [single brackets]. Underlining indicates additions from proposed to adopted rules, while [[double 
brackets]] indicate deletions from proposed to adopted rules. 

Page 121 
	 STATE REGISTER, MONDAY, AUGUST 2, 1976 

	
(CITE 1 S.R. 121) 



paid by a mortgagee prior to foreclosure represent' an 
additional loan on the property. ' '. 

M. Delinquent taxes, insurance and 'other. expenses 
paid by a mortgagee after foreclosure' represent an addi-
tional investment in the property. 

N. Development 'expenses incurred in connection 
with developing mineral deposits 'are treated as capital 
expenditures and they should be added to' the 'cost of 
the property. and made. subject to depreciation. 

0. For treatment of expenditures for res'earch and 
experimentafion see Minn. Stat. § 290.09, Subd. 18. 

P. The amount expended in prosecuting litigation in 
connection with patent 'infringements after the 5 patent 
has been issued is deductible' as an. expense in the .year 
paid or accrued. . 	. 

Q. For treatment of expenses of organizing a cor-
poration, see Minn. Stat. § 290.09, Subd. 19. 

R. Other than as specified in preceding regulations, 
there will not be allowed as deductions from gross in-
come, any amounts added to a :reserve account by 
whatever nature they are called., 	. 

S. Amounts to be' assessed and paid under an agree-
ment by the bondholder or shareholder of a corporation 
to be used in reorganization of the corporation are in-
vestments of capital and not deductible for any purpose 
in returns of income. 	S 

T. Assessments on bank stock paid' by the stock-
holders are not deductible until the stock is disposed 
of or becomes worthless. ' 	. . ' 

U. Commissions paid in selling securities, when such 
commissions are not an ordinary and necessary business 
expense, reduce the selling price. 

V. Commissions paid in purchasing. securities are 
part of the cost price of such securities. 

W. A holding company which guarantees dividends 
at a specified rate. on the stock of a subsidiary corpora-
tion for the purpose of securing new capital for the 
subsidiary and to increase the value of its stockholdlngs 
in the subsidiary may not deduct amounts paid in 
carrying out this guarantee in computing its net Income 
but such payments may be added to the cost of its 
stock in the subsidiary. 

INCT 1002 Losses from sales between members of 
families and between' individuals and corporations. Un-
der MInn. Stat. § 29010(6) 'no losses are deductible 
from gross income, unless the taxpayer  shows to the 
satisfaction of the Commissioner that the sale or ex-
change was bona fide and for a fair and adequate con-
sideration. . ' 

Under no circumstances' will losses of 'this nature be 
allowed on sales or exchanges for less than the fair  

market value of the prOperty on the date of the trañsac-
tion. 

INCT 1003 Unpaid expenses, and interest. The appli-
cation of Minn. Stat. § 290.10(7) may be illustrated by 
the following example: ' . ..' 

A is the holder and owner of an interest-bearing note 
executed by the M Corporation all of the stock of 
which is owned by him. A and the M Corporation make 
their income returns on the, basis of a calendar year 
but the M Corporation makes its returns on the accrual 
basis and A makes his returns on the cash receipts and 
disbursements basis. The M Corporation does not pay 
any interest on, such note during the calendar year 1969 
or within' two' and one-half 'months after the close 
thereof, but claims a deduction for the year 1969 with 
respect to the interest accruing.on the note in that year. 
A, being on the cash receipts and disbursements basis, 
does ot include suvh interest in his return for the year 
1969. By the application of Minn. Stat. § 290.10(7) 
no deduction for such interest is allowable in computing 
the ne inothe of the M' corporation for the year 1969. 
The provisions of Minn. stat. § 290.10(7) do not 
otherwise affect the general rules• governing the allow-
ance çf deductions under the accrual basis. Hence, in 
the event the M Corporation should pay such interest 
after March 15, 1970, no deduction therefore would be 
allowable" in computing its net income for the year in 
which the payment was made. 

However, the provisions ,of Minn. Stat. § 290.10(7) 
are applicable only to those taxpayers who come within 
the purview of Minn. Stat. § 290.10 (6). 

Accordingly, the provisions of Minn. Stat. § 290.10 
(7) are applicable only if the following three conditions 
precedent are present: 

A. If such expenses or interest are not paid within 
the taxable year or within two and one-half months 
after the close thereof; and 

B. If, by reason of the method of accounting of the 
person to whom the payment is to be made, the amount 
thereof is. not, unless paid, includible in the gross income 
of such person for the taxable year in which or with 
which the taxable, year of the taxpayer ends; and 

C. If, at the close of the taxable year of the taxpayer 
or at any time within twO and one.half months there-
after, 'both the taxpayer and the person to whom the 
payment is tobé made are persons between whom losses 
would be disallowed under Minm Stat. § 290.10 (6). 

INC 1004 Social security contributions and federal 
self-employment contributions. An employee may not 
claim a deduction for his social security (F.I.C.A.) con-
tribution under Section 3101 of the Internal Revenue 
Act of 1954, as amended, nor for his contributions 
under the federal railroad retirement act, nor for his 
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payments for Minnesota or federal public employee re-
tirement plans. 

A sell-employed person may not deduct that portion 
of the federal sell-employment tax on'. self-employment 
income which would have been imposed as social secu-
rity (F.I.C.A.) tax if.thesame income had been wages 
from employment. EXAMPLE: Assume a taxpayer had 
sell-employment earned income of $10,000 in 1971, 
and no income as an employee. An employee's 
(F.I.C.A.) tax for 1971 was at 5.2 percent and the 
sell-employment tax was at 7.5 percent. The taxes were 
imposed on earnings up toa maximum of $7,800. The 
maximum self-employment tax deduction that is allow-
able is therefore 2.3% of $7,800 or a maximum total 
of $179.40 for the year 1971.; 

A nonresident of Minnesota with self-employment in-
come from personal services performed solely outside of 
Minnesota could not deduct any amount of self-employ-
ment tax since the tax would then be on income not as-
signable to Minnesota. See Regulation JNCT 1005. 

If an individual's self-employment income ' is only 
partially assignable to Minnesota, only the portiozi of 
the self-employment tax that exceeds social security tax 
on a like amount of wages is deductible.: The allowable 
deduction for self-employment tax will be computed by 
finding the ratio that Minnesot self-employment, in-
come bears to the total self-employment income;. This 
ratio is then applied to the amount that self-employment 
tax exceeds social security tax on a like amount of in-
come to determine the deduction. 

Example: Minnesota self-employment 
income 	 $ 4,000.00 

Total self-employment income.. 	 $10,000.00 
Ratio of Minnesota income to 

total  	40% 
1971 self-employment tax on 

$7,800 	 - $ 585.00 
1971 socIal security' tax on $7,800 	405.60 
Excess of sell-employment tax over 

social security lOx 
Allow 40% of $179.40 as a de-

duction 

INCT 1005 Nondeductible expenses, interest, and 
taxes. No deduction from gross income shall be allowed 
for expenses, interest, and taxes connected with or 
allocable against the production or receipt of 011 income 
not included in the measure of the, tax imposed by this 
Act. The phrase, "income .'. . included in the measure 

of the iax," as used in Minn. Stat. 290.10(9) does 
not refer to the net or dollar volume income actually 
taxed by the State but to the class or classes of income 
subject to taxation. For example, no deduction ia per-
mitted for expenses paid or,, incurred in the production 
or collection of interest income If such interest income 
is of a typ which is 'exduded from gross income under 
Minn. Stat. § 290.08. If an item of expense, interest, 
or taxes is attributable' partly to' a class of income 
which is taxable under this Act and partly to a class of 
income which is not talable under this Act, a deduc-
tion is permitted only for the portion of such expense, 
interest, or 'tax which Is reasonably apportionable, In 
the light of all the facts and circumstances, to the class 
of income which is taxable under this' Act. See also 
Minn. Stat. 290.17 (allocation of gross income to 
State), and Minn. Stat. § 290.18 (computation of tax-
able net income and adjusted gross income). 

A. Federal taxes paid are not deductible if: 
1. they are imposed on a class of income not in-

cluded in the measure of the tax under the Minnesota 
Income Tax Act - (EXAMPLE: Interest from federal 
series E bonds), 

• 	2. ok If they are imposed on income not assignable 
to this state —(E(AMPLE: Rental income from real 
átate located outside of Minnesota). 

B. If a husband and wife ifie a joint Federal return 
and separate Minnesota returns, a deduction for, Fed-
eral income taxes paid is allowed provided: 

1. the spouse claiming the deduction paid the tax 
during the year for which the deduction is claimed, and 

2. such spouse was liable for the tax. 

In cases where such Federal income taxes are paid 
out of joint bank accounts or joint funds, the tax shall 
be considered as having ben paid by either spouse. 
Amounts withheld for payment of Federalincome taxes 
shall be considered payments made by the spouse from 
whom the amount was withheld. 

INCT 1006 Federal income taxes and expenses on 
excluded income. The federal income tax on a class of 
income, of which a specific dollar amount of income 
is excluded frOm' Minnesota income tax, Is not an allow-
able deduction. This relates to Minn. Stat. § 290.65 
under which up. to $5,000 of annual Income from ser- 

	

179.40 	CorpOrations and national and state banks may not 
deduét federal income taxes imposed on income re- 

	

'71.76 	ceived after July 1, 1971. See Minn. Stat. § 290.18. 
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vices in the armed forces is excluded from state income 
tax. A proportionate reduction in the federal Income 
tax deduction under Minn. Stat. § 290.17 must be 
made. 

As an example: An individual is in military service 
having Minnesota as his principal place of residence 
and he receives for services performed for such military 
service an amount of $10,000 with all services per-
formed outside of Minnesota. His exclusion for Min-
nesota income tax purposes would be $5,000. His 
deduction for Federal income tax paid fOr the current 
year in such current year would be limited to 50 
percent of the total Federal income tax paid for the 
current year in such current year. 

For taxable years beginning after December 31, 1972 
expenses attributable to excluded income are not allow -
able in any amount. 

INCT 1007 Taxes and carrying charges chargeable to 
capital account and treated as capital items. 

A. In general. 
1. The taxpayer may elect, as provided in para-

graph B. of this regulation, to treat the items enumer-
ated in this subparagraph which are otherwise expressly 
deductible under the provisions of Minn. Stat. ch. 290 as 
chargeable to capital account either as a component of 
original cost or other basis, for the purposes of Minn. 
Stat. § 290.14 and 290.15. The items thus chargeable 
to capital account are - 

a. In the case of unimproved and unproductive 
real property: Annual taxes, interest on a mortgage, 
and other carrying charges. 

b. In the case of real property, whether im-
proved or unimproved and whether productive or un-
productive: 

(1) Interest on a loan (but not theoretical 
interest of a taxpayer using his own funds), 

(2) Taxes of the owner of such real property 
measured by compensation paid to his employees, 

(3) Taxes of such owner imposed on the 
purchase of materials, or on the storage, use, or other 
consumption of materials, and 

(4) Other necessary expenditures, paid or 
incurred for the development of the real property or 
for the construction of an improvement or additional 
improvement to such real property, up to the time the 
development or construction work has been completed. 
The development or construction work with respect to 
which such items are incurred may relate to unimproved 
and unproductive real estate whether the construction 
work will make the property productive of income sub-
ject to tax (as in the case of a factory) or not (as in  

the case of a personal residence), .or may relate to 
property already improved or productive (as in the case 
of a plant addition or improvement, such as the con-
struction of another floor on a factory or the installation 
of insulation therein). 

c. In the case o, personal property: 
(1) Taxes of an employer measured by com-

pensation for services rendered in transporting ma-
chinery or other fixed assets to the plant or installing 
them therein, 

(2) Interest on a loan to purchase such prop-
erty or to pay for transporting or installing the same, 
and 

(3) Taxes of the owner thereof imposed on 
the purchase of such property or on the storage, use, 
or other consumption of such property, paid or incurred 
up to the date of installation or the date when such 
property is first put into use by the taxpayer, whichever 
date is later. 	- 

d. Any other taxes and carrying charges with 
respect to property, otherwise deductible, which in the 
opinion of the Commissioner are, under sound account-
ing principles, chargeable to capital account. 

e. The soleeffect of Minn. Stat. § 290.10(11) 
is to permit the items enumerated in subparagraph 1. 
of this paragraph to be chargeable to capital. account 
notwithstanding that such items are otherwise expressly 
deductible under the provisions of Minn. Stat. ch. 290. 
An item not otherwise deductible may not be capitalized 
under Minn. Stat. § 290.10 (11). 

2. On the absence of a provision in this regulation 
for treating a given item as a capital item, this regulation 
has no effect on the treatment otherwise accorded such 
item. Thus, items, which are otherwise deductible are 
deductible notwithstanding the provisions of this regu-
lation, and items which are otherwise treated as capital 
items are to be so treated. Similarly, an item not other-
wise deductible is not made deductible by this regula-
tion. Nor is the absence of a provision in this regulation 
for treating a given item as a capital item to be con-
strued as withdrawing or modifying the right now given 
to the taxpayer under any other provisions of Minn. 
Stat. ch. 290, or of the regulations thereunder, to elect 
to capitalize Or to deduct a given item. 

B. Election to charge taxes and carrying charges to 
capital account. 

1. If for any taxable year there are two or more 
items of the type described in paragraph A.1. of this 
regulation, which relate to the same project to which 
the election is applicable, the taxpayer may elect to 
capitalize any one or more of such items even though 
he does not elect to capitalize the remaining items or 
to capitalize items of the same . type relating to other 
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projects. However, if expenditures for several items of 
the same type are incurred with respect to a single 
project, the election to capitalize must, if exercised, 
be exercised as to all items of that type. For purposes 
of this regulation, a "project" means, in the case of 
items described in paragraph A.1.b. of this regulation, 
a particular development of, or construction of an 
improvement to, real property, and in the cñse of times 
described in paragraph A.1.c. of this regulation, the 
transportation and installation of machinery or other 
fixed assets. 

2. 

a. An election with respect to an item described 
in paragraph A.1.a. of this regulation is effective only 
for the year for which it is made. 

b. An election with respeét to-an item described 

(1.) Paragraph A.1.b. of this regulation is 
effective until the development or construction work 
described in that paragraph has been completed; 

(2) Paragraph A.1.c. of this regulation is 
effective until the later of either the date of installation 
of the property described in that paragraph, or the date 
when such property is first put into use by the taxpayer; 

(3) Paragraph A.1.d. of this regulation is 
effective as determined by the Commissioner. 
Thus, an item chargeable to capital account under this 
regulation must continue to be capitalized for the entire 
period described in the paragraph applicable to such 
election although such period may consist of more 
than one taxable year. 

3. If the taxpayer elects to capitalize an item or 
items under this regulation, such election shall be 
exercised by filing with the original return for the year 
for which the election is made a statement indicating 
the item or items (whether with respect to the same 
project or to different projects) which the taxpayer 
elects to treat as chargeable to capital account. 

Chapter Eleven: Disposition of Property 

INCT 1100 Measurement of gain or loss. The differ-
ence between the amount realized from the sale or other 
disposition of property and the basis provided in Minn. 
Stat. § 290.14 and 290.15 iepresents the gain or loss 
on such transactions except that said basis shall be ad-
justed as provided in 11inn. Stat. § 290.12, subd. 2, 
and M.S.A.R. LNCT 1101. 

INCT 1101 Adjustments. 	 - 

A. In general. The cost or other basis shall be prop-
erly adjusted for any expenditure, receipt, loss, or other 
item, properly chargeable to the capital acount, including 
the cost of improvements and betterments made to the 
property. Carrying charges, such as taxes and interest, 
are not properly chargeable to the capital account even 
though they have not been taken as a deduction by the 
taxpayer and even though they were incurred on unim-
proved and unproductive real property. 

The cost or other basis must also be decreased by 
the amount of the deductions for exhaustion, wear and 
tear, obsolescence, amortization, and depletion allowed 
or allowable under the Minnesota Income Tax Act. 
Such• amount shall not be less than the amount allow-
able. A taxpayer is not permitted to take advantage in 
a later year of his prior failure to take any depreciation 
allowance or of his action in taking an allowance plainly 
inadequate under the facts known at the time. In addi-
tion, if the property was acquired before January 1, 
1933, the basis (if other than the fair market value as 
of January 1, 1933) shall be diminished by the de-
preciation actually sustained before January 1, 1933. 
For example, if a taxpayer sells non-income producing 
property such as his residence which has not been sub-
ject to the depreciation allowance under the Minnesota 
Income Tax Act, the basis need not be diminished be-
cause of the depreciation sustained after January 1, 
1933. However, the basis must be diminished for de-
preciation actually sustained prior to January 1, 1933. 

If a person or organization was not subject to taxation 
under the Minnesota Income Tax Act during some 
period after December 31, 1932, but subsequently 
became subject to taxation, such person or organization 
must adjust the Cost or other basis of its property for 
the exhaustion, wear and tear, obsolescence, amortiza-
tion, and depletion actually sustained during the period 
it was not subject to taxation. This requirement applies 
to all taxable years beginning after December 31, 1954. 
•If such person or organization acquired property prior 
to January 1, 1933, the basis of such property (if the 
basis is other than fair market value as of January 1, 
1933) must also be adjusted for depreciation, etc., 
actually sustained during the period beginning on the 

•date of acquisition of the property and ending December 
.31,1932. 

In the case of the stock of a subsidiary company, the 
basis thereof must be adjusted for the amount of the 
subsidiary company's loss for the years in which con-
solidated returns were made. 
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B. Period for which adjustments are applicüble. If, 
in accordance with the, provisions of Miun., Stat. § 
290.14 and 290.15, the basis used is the cost of the 
property, then such basis must be adjusted as, provided 
In Minn. Stat. § 290.12, Subd. 2, for the period from 
the date of purchase (by the taxpayer or otherwise) to 
the date of sale or other disposItion. 

However, if the basis used is the fair market value of 
the property as of a certain date (as provided in Minn. 
Stat. § 290.14 and 290.15), then such adjustments 
must be made only from the date for which the fair 
market value was determined to the date of sale or 
other disposition. 

C. Adjustments where property is acquired by ex-
change and wash sale transactions. 'In the case of the 
sale or other disposition of property acquired in' an ex-
change of the kind specified in Minn. Stat. 290.13, Subd. 
1, the adjustments to the basis' as provided In Mlnn. 
Stat. § 290.12, 'Subd. 2, must be made to the extent 
to which the taxpayer would be required to make them 
were he selling or otherwise disposing of the property 
exchanged In any such transaction. 

D. Gain realized in cases where property Is not sold 
or disposed of. Even though property Is not, sold or 
otherwise disposed of gain (includible In gross income 
under Minn. Stat. § 290.01, Subd. 20). is realized if 
the sum of all the amounts received whIch are required 
by this regulation to be applied against  the basis of the 
property exceeds such basis. Such amounts must be In-
cluded in gross income to the extent that the basis is 
exceeded In the year received. 

INCT 1102 Amount realized. When property is 
disposed of for cash and other property, the fair market 
value of such other property at the date of the transac-
tion shall be added to the money received, in order to 
determine the total amount realized from the transac-
tion. 

INCT 1103 GaIn or loss. Federal law controls for all 
requirements regarding recognition and non-recognition 
of gains and losses for individuals, estates, and trusts. 
In the case of property having a different basis,. but 
falling within the classification of non-recognition for 
Federal income tax purposes, the resulting necessary 
modifications would be made to the basis of the new 
property. 

EXAMPLE: A machine purchased by an individual 
in 1956 for $20,000 with a 20 year life was depreciated 
for Federal tax purposes by utilizing double declining 
balance and depreciated for Minnesota tax purposes on 
the straight line method up to 1961. The result was that. 
depreciation claimed, for Federal tax purposes up to 
1961 exceeded that claimed for Minnesota by $3,190.. 
In 1966 the taxpayer switched to straight line for 
Federal allowing for estimated salvage value. In 1970  

the taxpayer traded this machine in for a similar ma-
chine with a listed cost of $35,000 with allowance 
granted for trade-In of $18,000. $17,000 was paid In 
cash. The remaining basis for Federal was $4,573. 

The resulting basis of the new machine for Federal 
would be the $17,000 plus the $4,573 remaining basis 
in the machine traded in for adjusted basis In the new 
machine, of $21,573. For Minnesota purposes we 
would increase 'the büsls to' reflect the $3,190 additional 
depreciation claimed on the Federal return. So the re-
sulting basis of the new machine for Minnesota would 
be $21,573 plus $3,190 or $24,763 Minnesota basis. 

INCT 1104 :hhtsIs  for depreciation. Minn. Stat. § 
290.16 provides that the basis' upon which exhaustion, 
wear, tear, obsolescence or depreciation are to be 
'allOwed in respect' of any property shall, be the same 
as provided in MInn. Stat. § 290.14 and 290.15 for 
the purpose of computing the loss or gain on the sale 
or other' disposition 'of property. However, if deprecia-
tion is computed ñnd allowed on the basis of fair market 
value as of Jániiary1, 1933, and It later appears when 
the asset is sold .that cost must be used as the loss or 
gain basis, adjustments must then be made for excessive 
depreciation in prior years in the amount by which the 
depreciation that was allowed exceeds the depreciation 
allowable when éomputed on the basis of cost. 

INCT 1105 Capitil gains and losSes - individuals. 
Minnesota .gross income for individuals means federal 
"adjusted gross income," except as modified in Minn. 
Stat. § 290.01,, subd. 20 and except as is otherwise 
provided in Minn. Stat. ch. 290. The classifications of 
capital gains and capital losses and the treatment of 
such gains and Insses in determining federal adjusted 
gross income Is controlled by the provisions of the In-
ternal Revenue Code of 1954, as amended. The federal 
income figure must be modified, however, In respect to 
gains or losses from events or transactions which are 
flot assignable to Minnesota. See Minn. Stat. § 290.01, 
Sub'd.20(a(6).' 

INCT 1106 Net capital gains deduction - corpora-
tions. If the net long-term capital gain exceeds the net 
short-term capital loss, the corporation shall deduct 50 
-percent of the 'excess amount from gross income. 

.INCT 1107 Capital losses 'limited - corporations. 
For 'taxable years beginning. on or after December 31, 
1956; and before January 1, 1971, capital losses are 
allowed as a deduction in the loss' year to corporations 
to the extent of capital gains, plus the lesser of $1,000 
or the net income of the corporation (net Income Is 
computed without regard to gains or losses from 'sales 
or exchanges of capital assets). 

For taxable years begInning on or after January 1, 
1971, capital losses -are allowed as a deduction to cor- 
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porations In the loss year only to the extent of capital 
gains. 

The balance of capital I osses not deducted in the loss 
year is carried back and carried forward as provided 
in INcT 1108. 

INCT 1108 Net capital loss carryback and carryover 
- corporations. For taxable years before. January 1, 
1971, the amount of any excess capital loss In-the loss 
year is a carryover short terni capital loss deduction 
in the five succeeding taxable years, in order. The excess 
capital loss is deductible in the carryover year to the 
extent of that year's "net capital gain," which is defined 
to mean the excess of capital gains, plus net income of 
taxpayer or $1,000, whichever is smaller, over capital 
gains, plus net income of taxpayer or $1,000, whichever 
Is smaller, over capital losses (net income Is computed 
without regard to gains or losses from sales or ex-
changes of capital assets). For taxable years beginning 
after December 31, 1972 the term "net capital gain" 
means only the excess of capital gains over capital 
losses. Any excess capital loss not utilized in the carry-
over year, due to the above limitations, is carried over 
to the following taxable year and applied against "net 
capital gain" in that year. Carryover continues, if nec-
essary, to the fifth taxable year following the loss year, 
after which no carryover Is permitted. 

For taxable years beginning on or after January 1, 
1971, the amount of any excess capital loss in. the loss 
year is a carryback short-term capital loss deduction 
in the three preceding taxable years, and thereafter, if 
necessary, a carryover short-term capita! loss deduction 
to the five succeeding taxable years. The excess capital 
loss Is deductible in each year to the extent of that 
year's "net capital gain," which Is defined to mean the 
excess of capital gains, plus net income of the corpora-
tion or $1,000, whichever is smaller, over capital losses 
(net income is computed without regard to gaIns or 
losses from sales or exchanges of capital asSets). For 
taxable years beginning after December 31, 1972 the 
term "net capital gain" means only the excess of capital 
gains over capital losses. 

A capital loss carryback may not be used to create or 
increase a net operating loss in the year to which it is 
carried. If there are capital gains in the carryback yeirs 
that cannot be offset because of this provision, no 
adjustment to the amount of the capital loss carryback 
is required because of them. 

INCT 1109 Gains and losses from involuntary con-
versions and from sale or exchange of certain properly 
used in trade or business. 

A; Iii general. The recognized gains and losses de-
scribed in subdivisions 1. and 2. of this paragraph shall 
be treated as gains and losses from the sale or exchange 
of capital assets held for more than six months If the 
aggregate of such gains excee4s the aggregate of such 
losses. If the aggregate of such gains does not exceed 
the aggregate of such losses, such gains and losses shall 
not be treated as gains and losses from,  the sale or ex-
change of capital assets. The gains and losses referred 
to in this paragraph are the following: 

1. Gains,  and losses from the sale exchange or 
involuntary conversion of "property used in . the trade 
or business," as that term is defined in paragraph B. of 
this regulation, and 

2. Gains and losses from the involuntary conver-
sion of capital assets held for more than six months. 

B. Property used in .  the trade or business. - 
1. Defined. The term "property used in the trade 

or business" means: 
a. Property used in the trade or business of a 

character which is subject to the allowance for deprecia-
tion provided in Minn. Stat. § 290.09, Subd. 7, and 
which has been held for more than six months; 

b. Real property used in the trade or business, 
and which has been held for more than six months, and 
which is not . . 

(1) property of a kind which would properly 
be inciudible in the inventors' of the taxpayer if on hand 
at the close of the taxable year, or 

(2) property held by the taxpayer primarily 
for sale tO customers in the ordinary course of his 
trade or business;' 

c. Livestock, regardless of age held by the tax-
payer for draft, breeding or dairy purposes, and held by 
him for twelve months or more from the date of ac-
quisition (but see paragraph B.2. of this regulation). 

2. The following types of property do not cOme 
within the term "property used. in the trade or business": 

a. Property held for less than six months re-
gardless of whether or not used in a trade or business; 

b. Inventory property; 

c. Property held primarily for saie in the ordi-
nary course of a trade or business; 

d. Poultry (but see paragraph B.2. of this regu-
lation); 
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e. Property which is of the character subject to 
the allowance for depreciation, and which has been 
held for more than six months, but which has not been 
used in the trade or business. 

3. Livestock and poultry. If livestock is sold, ex-
changed, or involuntarily converted, such livestock, 
other than poultry, qualifies as "property used in the 
trade or business" if It was 

a. held by the taxpayer for draft, breeding, or 
dairy purposes, and 

b. held by the taxpayer for twelve months or 
more from the date of acquisition. 

Poultry sold, exchanged, or involuntarily converted 
does not qualify as "property used in the trade or busi-
ness". 

C. Involuntary conversion. The "Involuntary conver -
sion" of property is the conversion of such property 
into money or other property as a result of destruction 
in whole or in part, theft or seizure, or an exercise of 
the power of requisition or condemnation or the threat 
or imminence thereof. Losses upon the destruction in 
whole or in part, theft or seizure, requisition or con-
demnation of property are treated as losses upon an in-
voluntary conversion whether or not there was a con-
version of the property into money or other property. 
For example, if a capital asset held for more than six 
months, with an adjusted basis of $400, is stolen, and 
the loss from this theft Is not compensated for by insur-
ance or otherwise, the $400 loss is included in the 
computations under Minn. Stat. § 290.16, Subd. 9. 

D. Computation. In determining whether the gains 
described in paragraph (a) of this regulation exceed 
the losses described therein, such gains and losses are 
taken into account in full, that is, 100 percent of such 
gains and losses is taken into account. The provisions 
of Minn. Stat. § 290.16, Subd. 5 limiting the deduction 
of capital losses are not applicable to exclude any losses 
from the computations under Mlnn. Stat. § 290.16, 
Subd. 9. 

The following is an illustration of the computation 
of the excess of gains over losses: 

GAINS LOSSES 
Gain on sale of machinery 

used In a trade or business 
held for more than six 
months   $2,000.00 

Gain on building used in a 
trade or business held for 
more than six months  6,000.00 

Gain on land used in a trade or 
business held for more than 
six months   1,500.00 

Loss on a damaged truck used 
in a trade or business held 
for more than six months $ 500.00 

Fire loss on a warehouse used 
in a trade or business held 
for more than six months 1,000.00 

Theft loss of a diamond ring 
held for more than six 
months   iso.00 

Storm damage on personal 
residence held for more 
than six months  2,000.00 

$9,500.00 $3,650.00 
Excess of gains over losses, $5,850.00. 

INCT 1110 Gains and losses from short sales. Gen-
eral. 

A. For income tax purposes a short sale is not 
deemed to be consummated until delivery of property 
to close the short sale. Whether the recognized gain or 
loss from a short sale is capital gain or loss or ordinary 
gain or loss depends upon whether the property so 
delivered constitutes a capital asset in the hands of the 
taxpayer. 

B. Thus, if a dealer in securities makes a short sale 
of X Corporation stock, ordinary gain or loss results 
on closing of the short sale if the stock used to close 
the short sale was stock which he held primarily for 
sale to customers in the ordinary course of his trade or 
business. If the stock used to close the short sale was 
a capital asset in his hands, or if the taxpayer in this 
example was not a dealer, a capital gain or loss would 
result. 

C. Generally, the period for which a taxpayer holds 
property delivered to close a short sale determines 
whether long-term or short-term capital gain or loss 
results. 

D. Thus, if a taxpayer makes a short sale of share 
of stock and covers the short sale by purchasing and 
delivering shares which he held for not more than six 
months, the recognized gain or loss would be con-
sidered short-term capital gain or loss. If the short sale 
is made through a broker and the broker borrows 
property to make a delivery, the short sale is not 
deemed to be consummated until the obligation of the 
seller created by the short sale is finally discharged by 
delivery of property to the broker to replace the prop-
erty borrowed by the broker. 

Chapter Twelve: Assignability of Income 
and Deductions 

INCT 1200 Compensation for labor or personal ser-
vices. 

S 
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A II the taxpayer is a resident of Minnesota, all of 
his income from his labor or personal or professional 
services, whether or not performed within Minnesota, 
is subject to Minnesota tax. 

If a Minnesota resident is a partner in a firm engaged 
in a business consisting principally of the performance 
of personal or professional services, his entire distribu-
tive share of the partnership income is subject to Min-
nesota income tax. 

B. A nonresident of Minnesota is subject to Minne-
sota tax on his income to the extent it represents com-
pensation from the performance of labor or personal or 
professional services within Minnesota. A nonresident 
partner in a firm engaged in a business consisting 
principally of the performance of personal or profes-
sional services is subject to Minneosta income tax on 
that portion of his distributive share of income which 
is derived from services performed within the state of 
Minnesota. 

INCT 1201 Income from property. 

A. Income from tangible properly. Income and gains 
received from tangible property not employed in the 
business of the recipient shall be assigned to this State 
if such properly has a situs within it. 

Income and gains received from tangible property 
employed in the business of such recipient if such busi-
ness consists principally of the holding of such property 
and the collection of the income and gains therefrom 
shall be assigned to this State if such property has a 
situs within it. 

The income from real estate or tangible personal 
property used in a trade or business where such trade 
or business does not consist principally of the holding 
of such property and the collection of the income and 
gains therefrom shall be apportioned according to the 
provisions of Minn. Stat. § 290.19. 

The term "tangible properly" means corporeal prop-
erty, either real or personal. Income from property may 
be derived through its sale, rental, or operation. 

Real estate and tangible personal property has a sims 
in the state in which they are located. Income derived 
from the sale or use of such properly follows its situs, 
regardless of the residence of the recipient. For instance, 
rent, less related expenses, received from tangible 
proprty situated in Minnesota, is assignable to this State 
regardless of the domicile of the recipient. 

No gain or loss from tangible property, not employed 

in a business, having a situs without Minnesota is as-
signable to this State. For instance, income derived from 
the operation of a gold mine located without Minnesota 
is not assignable to this State, nor is any loss therefrom 
deductible. 

The income from the operation of a farm is assigned 
to this State if the farm Is located in this State and to 
other states if the farm is not located in this State. The 
operation of a farm includes the sale of products pro-
duced on the farm. The purchase of livestock for feed-
ing purposes and subsequent resale is a part of the 
farming operations and the income is assignable to the 
state in which the farm is located. The income from the 
operation of a farm is assigned to the state In which the 
farm is located regardless of where the products pro-
duced on the farm are sold. The income which a non-
resident receives from a farm located in this State Is 
assignable to this State. 

B. Income from tangible property. Income or gains 
from intangible personal property is ordinarily assigned 
to the domicile of the recipient. Intangible personal 
property includes stocks, bonds, mortgages, notes, ac-
counts receivable, patents, and copyrights. 

Income or gains from intangible personal properly 
held in trust is assigned to Minnesota, if the recipient 
of such income is domiciled in Minnesota and if such 
income or gains would be taxable to such recipient 
under MInn. Stat. § 290.22; Or if the grantor of such 
trust is domiciled within Minnesota and such income 
or gains would be taxable to such grantor under Minn. 
Stat. § 290.28 or 290.29. 

Any profit from the sale of real estate, or of an inter-
est in real estate not used in a trade or business, is as-
signed to the state in which the property is located. H 
a Minnesota resident sells real property located outside 
of Minnesota to a purchaser on a mortgage or a con-
tract for deed, any interest received on the debt Is tax-
able to the Minnesota seller as income from an in-
tangible. 

H a business consists principally of the holding of 
intangible property, and the collection of the income 
and gains from such property, and the recipient is 
domiciled within Minnesota, such income is subject to 
Minnesota income tax. In other cases, income from a 
trade or business, including income from intangibles 
employed in the business, shall be apportioned to Min-
nesota in accordance with the provisions of Minn. Stat. 
§ 290.19. Intangible property is employed in a business 
if the business entity owning the intangible property 
holds it as a means of furthering the business operation 
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of which a part is located within the, territorial copfines 
of the state of Minnesota. , , ',,, c ,  . 

C. Income from a trade or business. Thé4tiré' in-
come from a trade or business which 'is carried on, part-
ly within and partly without this State, other than a 
business which consists principally, of the performaiice 
of personal or professional services, shall be apportioned 
as provided in Mimi. Stat. §290.19 A trade or business 
located in this State is carried on partly 'within and with-
out this State if it' Sells tangible personal' property which 
is delivered or shipped to a purchaser located' outside 
this State. Where a business' operatiol conducted in 
Minnesota is owned by a business entity which carries 
on business activity outside of the state different in' kind 
from that conducted within this 'state, and such' other 
business ,is conducted entirely outside the :slate, it will 
be presumed that the two. business operations are 
unitary in nature, interrelated, connected and interde-
pendent ,  unless it can be shown to the contrary. 

Income derived from the conduct of 'coistruction 
projects, either by corporation, individuals in their in-
dividual capacity or as a partnership, is assignable' 'to 
this State provided the project has' a situs within this 
State. 

INCT 1202 ,Deductions allOwable in computing tax-
able net income. In.computing taxable'nét,income (ex-
cept in so far as Minn. Stat. § .290.19 isappllcable) the 
extent to which deductions 'permitted by'MinO. Stat.' § 
290.09 will be allowed shall be' determined :as follows: 

A. Business expenses. 

1. If the deductions permitted by,' Minn. Stat.' § 
290.09 are connected with and allocable against the 
production or receipt of gross income assignable to this 
State, they are allowable in their entirety. 

2. Minn. Stat.' § 290.09 permits 'sOme deductions 
which 'are not connected with and allocable against 'the 
production or receipt of gross income assignable tO 
Minnesota. If such deductiOns are connected with and 
allocable against the production or receipt of' gross in. 
come assignable to some other state or country,' they 
do not constitute an allowable deduction. .The use of 
the term "conOected with and. allocable against" in the 
preceding sentence pertaining to other' states or coun 
tries, is construed in a broad sense. For instance, if a 
Minnesota taxpayer owns real estate in another state, 
which at any given time is wholly unproductive of gross 
income, the 'absence 'of such gross income. .would not 
operate to classify the expenses 'of that property during 
its unproductive period as deductions not connected 
with the production of gross income from' such property' 
(even though at present it offers no potentiality of gross 
income) would be assignable to some other state, if and 
when earned, is sufficient to render the expenses con-  

nected with such 'property totally assignable without 
Minnesota at any timer ' 

B. Non-business expenses. There are some deduc-
tions ordinarily allowable under the provisions of Mimi. 
Stat. § 29009 which are not connected with and al-
locable against 'the production or receipt of gross in-
come. Examples of such deductions are sickness and 
personal injury expenses, non-business interest, non- 
business losses and non-business bad debts. Such non- 
business deductions are allowable to the extent of the 
ratio which the taxpayer's gross income from sources 
within this State bears to his gross income from all 
sources. For example, a taxpayer having a total gross 
income of $10,000, $5,000 of which was assignable 
without Minnesota 'as business income earned in other 
states, would be allowed to claim as a deduction one- 
half of his nonbusiness deductions in the computation 
of his taxable net income assignable to this State. There 
is one exception to this rule, however, and this is in the 
case of taxes of the kind deductible under Minn. Stat. § 
290.09, Subd. 4. Such taxes are deductible in their en-
tirety if paid to the State of Minnesota or any of its 
subdivisions authorized to impose such taxes. 

C. Gross income defined. The term "gross income", 
as used in Minn. Stat. § 290.18 is construed to mean 
(a) in the case of a business involving the sale of per-
sonal property, the gross profit, and (b) in all other 
cases, the gross earnings or receipts. 

D. Federal Income and Excess Profits Taxes. Feder-
al Income and Excess Profits Taxes are deductible only 
in the year in which paid 'or withheld, and for the pur-
pose of allocating such taxes to this State the following 
rules shall apply: 
.1. Whee the entire net income of a taxpayer, of 

the year for which the Federal Income and Excess 
Profits Taxes were assessed, arises from a trade or busi-
ness carried on partly within and partly without this 
State, such taxes shall be allowed as a deduction from 
gross income, of the year in which such taxes are paid, 
in computing net income subject to apportionment. 

2. If, in' the year for which the, Federal Income 
and Excess Profits Taxes were assessed, a taxpayer has 
net income from a trade or business carried on partly 
within and partly without this State and, in addition, has 
nonapportionable income assignable 'to Minnesota or 
nonapportionable, income not assignable to Minnesota, 
Or both, such taxes connected with and allocab!e against 
the production 'or. receipt of nonapportionablO income 
assignable to MinnesOta shall be deductible and such 
taxes connected with'and allocable against the produc-
tion or receipt of nonapportionable income not assign-
able to this State shall not be deductible. Federal In-
come' and Excess Profits Taxes connected with and 
allOcable against the production or' receipt of apportion-
able income of the 'year fOr which such taxes were as- 
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sessed, allowable as a deduction, shall be determined 
in accordance with the provisions of paragraph 1. 

For the purpose of computing the portion of Federal 
Income and Excess Profits Taxes connected with and 
allocable against the production or receipt of nonap-
portionable income, the basis shall be the ratio of such 
nonapportionable income to income from all sources 
of the year for which such taxes were assessed, unless 
a specified ratio of Federal tax applied to part or all 
of such nonapporlionable income' in which case such 
rate shall be used. - 

3. Federal Income and Excess Profits Taxes con-
nected with and allocable against the production or re-
ceipt of income which is exempt or excluded from tax-
atioO under Minn. Stat. § 290.05 or, 290.08 shall not 
be allowed as a deduètion. This computation shall be 
based upon the ratio of such exempt or excluded income 
to total income from all sources of the year for which 
such taxes were assessed. 

4.. In cases where net income is permitted to be 
allocated to Minnesota on the basis of separate account-
ing, Federal Income and Excess Profits Taxes to be 
allowed as a deduction shall be determined by the ratio 
which such net income assigned to Minnesota bears to 
the total income from all sources of the year for which 
such taxes were assessed. 

In any case where it appears that the foregoing 
formula does not fairly and properly allocate Federal 
Income and Excess Profits Taxes paid, the Commis-
sioner may permit or require the use of other methods. 

E. Application of MinO. Stat. § 290.18, Sub4. 1(2) 
The provisions of Mimi. Stat. § 290.18, Subd. 1(2) 
apply to both resident and non-resident taxpayers. Tax-
payers claiming deductions under this provision must 
furnish the Commissioner with sufficient information to 
enable him to determine the validity and correctness of 
such deductions. 

F. Corporations and national and state banks are 
not allowed a deduction for federal income taxes at-
tributable to periods after July' 1, 1971. 

INCT 1203 Apportionment of net income of business 
conducted partly within Minnesota. 

A. Applicability of.Minn. Stat. § 290.19. The form-
ula prescribed by the provisions of Mlnn. Stat. § 
290.19 shall be applied to the apportionable net in-
come of a trade or business where the business carried 
on within this State is an integral part of a business 
carried on both within and without this State. 

B. Apportionment ci net income under Mlnn. Stat. 
§ 290.19, Subd. 1(1). 

If the business consists of the mining, producing, 
smelting, refining, or'any combination of these activities 
of ëopper Ond nickel ores, or of the manufacture within 
or without Minnesota of personal property and sale of 
said property within and without Minnesota the formula 
shall beas follows: 

Mlnn. 	MInn. 	Tangible 
Sales 	Payroll 	Prop. 
Total 	Total 	Total 
Sales 	Payroll 	Tangible 

Prop. 

Using hypothetical percentages we secure a per cent 
to Minnesota thus: 

	

Within 	Without 	Total 

	

Minn. 	Minn. 	Percent  
Sales 	  40% 	60% 	100% 
Payroll 	  50% 	50% 	100% 
Tangible-Property 	 70% 	30% 	100% 
Divide by Three 	 160%/3 
Percent to Minnesota 	 53½ % 

The following alternative formula may be employed' 
if a lesser percentage to Minneota results by its use: 

Min 
- Minn. 	MInn. 	Tang. 

70% of+ 15% of 	 + 15% of 	- % toMlnn. 

Sales 	Payroll 	Tang. 
Prop. 

An illustration 'of the weighting of the factors in the 

	

alternative formula appears thus: 	- 

	

Within 	 - Weighted 

	

Minn. 	Weighted Percentage 
Sales 	  40% 	70% 	28% 
Payroll 	  50%' 	15% 	7.5% 
Tangible Property 	 70% 	15% 	10.5% 
Weighted ratio percentage 

to Minnesota  	 46.0% 

C. Apportionment of net income under Mimi. Stat. 
§ 290.19, Subd. 1(2). 

If the business does not consist of the manufacture 
within or without Minnesota and the sale of personal 
property within and without the state, the taxable net 
income from such business shall be assigned to Min-
nesota on the basis of the percentage obtained by taking 
the arithmetic average of the three factors of 

a. tangible property, 

b. payroll and - 

± + 3=%toMinn. 
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c. saks, gross earnings or receipts, or on the 
basis of the percentage obtained by taking the weighted 
average of these three factors (15 per cent of the prop-
erty percentage, 15 per cent of payroll percentage and 
70 per cent of the sales, gross earnings or receipts per-
centage), whichever is the lesser. The methods pre-
scribed in this paragraph are presumed to properly re-
flect the taxable net income assignable to this State. 

2. The single factor of sales, gross earnings or 
receipts may be used only if 

a. the use of the arithmetic average of the three 
factors or the use of the weighted average of those fac-
tors, whichever is the lesser, will not properly reflect the 
taxable net income assignable to this State, and 

b. the use of the single factor of sales, gross 
earnings or receipts wifi properly and fairly reflect such 
income. 

The separate or segregated accounting method may 
be used only where the business carried on within this 
State is not an integral part of a business carried on both 
within and without this State. If this method is used, it 
is subject to the same limitations as those set forth in 
the preceding paragraph. 

Those taxpayers who apportion a part of their in-
come to Minnesota are required to complete Schedules 
T and U and attach them to their returns when filed. 

D. Definition of terms. 

1. Manufacture. Generally, the word "manufac-
ture" is defined as the production of an article for use 
from raw or prepared materials by giving such ma-
terials new forms, qualities, or combinations, whether 
by hand labor or machine. Whether a taxpayer's busi-
ness consists of manufacture of personal property is a 
question of fact to be determined in each individual 
case. 

In order for a business to consist of the manufacture 
in Minnesota of personal property within the purview 
of Minn. Stat. 290.19, Subd. 1(1), the operations 
of "manufacture" must occur within the geographical 
territory of this State. 

2. The property element of the apportionment 
formula considered above shall include land, buildings, 
machinery, and equipment, inventories and other tan-
gible personal property actually used by the taxpayer 
during the taxable year in producing income subject to 
apportionment by formula. Tangible property from 
which income is derived which is to be separately 
allocated under Minn. Stat. § 290.17 and 290.18 may 
not be considered as property includible in the appor-
tionment factor. Cash on hand or in banks, shares of 
stock, notes, bonds, accounts• receivable, or other evi-
dences of indebtedness, special privileges, franchises, 
and good will, are specifically excluded from the prop- 

erty factor. The value of tangible property to be used 
in the apportionment fraction shall be the cost or other 
allowable income tax basis adjusted for allowable de-
preciation. The valuations of property both within and 
without Minnesota shall be the averages during the 
year and must be on a commensurate basis. 

3. The payroll element of the apportionment 
formula considered above shall be the payrolls paid or 
incurred by the taxpayer for the taxable year under 
review and wages or salaries paid or incurred in Min-
nesota shall be determined to be paid or incurred in 
Minnesota provided the individual with respect to whom 
such wages or salaries are paid is either employed within 
this state or is actually engaged in work in the territorial 
confines of this State or, if working without this State, 
is identified with or accountable to an office within this 
State. 

The wages or salaries paid to officers and employees 
working from Minnesota offices are considered as Min-
nesota payroll even though their employment requires 
them to spend working time without this State. Officers 
and employees whose employment requires them to 
work without the state entirely and who are assigned 
to an office without Minnesota, are not considered 
Minnesota employees for the purpose of apportionment 
even though their salaries are paid from the taxpayer's 
general offices in Minnesota. 

4. Sales of tangible personal property are made 
within this State: 

a. If the property is delivered or shipped to a 
purchaser within this state regardless of the f.o.b. point 
or other conditions of sale. 

b. Property shall be deemed to be delivered or 
shipped to a purchaser within this state if the recipient 
is located in this state, even though the property is 
ordered from outside this state. 

Example: The taxpayer, with inventory in State A, 
sold $100,000 of its products to a purchaser having 
branch stores in several states including this state. The 
order for the purchase was placed by the purchaser's 
central purchasing department located in State B. 
$25,000 of the purchase order was shipped directly to 
purchaser's branch store in this State. The branch store 
in this state is the "purchaser within this state" with 
respect to $25,000 of the taxpayer's sales. 

c. Property is delivered or shipped to a pur-
chaser within this state if the shipment terminates in 
this state, even though the property is subsequently 
transferred by the purchaser to another state. 

Example:The taxpayer makes a sale to a purchaser 
who maintains a central warehouse in this state at 
which all merchandise purchases are received. The 
purchaser reships the goods to its branch stores in 
other states for sale. All of taxpayer's products shipped 
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to the purchaser's warehouse in this State is property 
"delivered or shipped to a purchaser within this State." 

d. The term "purchaser within this state" shall 
include the ultimate recipient of the property if the 
taxpayer in this state, at the designation of the pur-
chaser, delivered to or has the property shipped to the 
ultimate recipient within this State. 

Example: A taxpayer in this state sold merchandise 
to a purchaser in State A. Taxpayer directed the manu-
facturer or supplier of the merchandise in State B to 
ship the merchandise to the purchaser's customer in 
this state pursuant to purchaser's instructions. The sale 
by the taxpayer is "in this state." 

e. When property being shipped by a seller from 
the state of origin to a consignee in another state is 
diverted while enroute to a purchaser in this state, the 
sales are in this state. 

Example: The taxpayer, a produce grower in state A, 
begins shipment of perishable produce to the purchaser's 
place of business in State B. While enroute the produce 
is diverted to the purchaser's place of business in this 
state in which state the taxpayer is subject to tax. The 
sale by the taxpayer is attributed to this state. 

INCT 1204 Petition for application of other than pre- 
.scribed apportionment method. The method for deter-
mining net income allocable to Minnesota set forth in 
Minn. Stat. § 290.19, subd. 1 shall be the exclusive 
method whenever the taxpayer's business consists of the 
mining, producing, smelting, refining, or any combina-
tion of these activities of copper and nickel ores. 

The general rule is that the specific statutory methods 
prescribed in Minn. Stat. § 290.19 shall be employed 
in the determination of net income allocable to Minne-
sota. Any taxpayer feeling aggrieved by the use of a 
method prescribed by Minn. Stat. § 290.19 may peti-
tion the Commissioner of Revenue for determination 
of taxable net income on some other basis, including 
separate accounting. The methods prescribed by Minn. 
Stat. § 290.19, subd. 1 are the only ones permitted in 
copper-nickel activities, as noted above. 

The petition so filed should state, 

A. the name and address of the taxpayer, 

B. in a case of a corporation, the state of incorpora-
tion and the principal office or place of business, 

C. designation of the year involved, 

D. a statement of the kind, or kinds, of business in 
which the taxpayer is engaged, from which the income  

was derived for the taxable year stated in the petition, 

E. a detailed statement of the manner in which sales 
are effected within this State, 

F. a computation of Minnesota taxable net income 
in accordance with the method of assignment of income 
petitioned for, 

C. a summary statement of the facts upon which the 
taxpayer relies to sustain his view that the application 
of the methods prescribed by Minn. Stat. § 290.19 
will be unjust as applied to his case and that the method 
proposed will fairly reflect the taxable net income 
properly assignable to this State. 

A petition within the meaning of Minn. Stat. § 
290.20 shall be deemed to have been filed by the tax-
payer if the taxpayer in his return uses a method other 
than the methods prescribed by Minn. Stat. § 290.19 
and attaches to the return a statement setting forth the 
reasons for the use of such other method. 

Chapter Thirteen: Credits against Income 

INCT 1300 Corporations. A credit of $500.00 Is 
allowed in the case of each corporation. This credit is 
deductible in full even though the corporation is report-
ing for a fractional part of a year. (See Minn. Stat. § 
290.32 for computation of tax for less than a full year.) 

INCT 1301 Contributions and gifts. 

A. A deduction is allowable, not to exceed in the 
aggregate 20% of the individual taxpayer's Minnesota 
gross income, for contributions and gifts: 

1. To or for the use of the State of Minnesota, or 
any of Its political subdivisions, for exclusively public 
purposes. 

2. To or for the use of the United States of 
America for exclusively public purposes and to or •  for 
the use of any community chest, corporation, trust, 
fund, association or foundation organized and operated 
exclusively for religious, charitable, public cemetery, 
scientific, literary, artistic, or educational purposes, or 
for the prevention of cruelty to children or animals, no 
part of the net earnings of which inures to the benefit 
of any private stockholder or individual. 

If the donation is to the United States for exclusively 
public purposes, or to an organization described above, 
but which does not carry on substantially all its activi-
ties within Minnesota, a deduction is allowable but 
the deduction is limited to a proportionate amount of 
the donations, subject to the percentage limitations 
according to the ratio of Minnesota taxable net income 
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to total taxable net income before the deduction for 
contributions. 

3. To a fraternal society, order, or assOciation, 
operating under the lodge- system, located and carrying 
on substantially all of their activities within Minnesota, 
if the donation Is for purposes set forth in 2. above, 
or for or to posts or organizations of war veterans or 
auxiliary units or societies of such posts or organiza-
tions, if they are located within the State of Minnesota 
and no part of their net income Inures to the benefit 
of any private shareholder or individual, or to an 
employee stock ownership trust as defined in Minn. 
Stat. § 290.01, subd. 25. Where the beneficiaries of a 
stock ownership trust include the transferor, his spouse, 
children, grandchildren, parents, siblings or their chil-
dren, the amount of the deduction shall be reduced 
by the product of multiplying said amount by their 
percentage interest in the trust. 

4. To a political party as defined in Minn. Stat. 
§ 200.02, or to a political candidate, as defined in 
Mlnn. Stat. § 211.01, or to a political cause when 
sponsored by any party or association or committee, 
as defined in Minn. Stat. § 211.01, in a maximum 
amount not to exceed the following: 

a. contributions by individual natural persons 
- $100 

b. contributions made by a national committee-
man, national committeewoman, state chairman or state 
chairwoman, of a political party, as defined in Minn. 
Stat. § 200.02 -. $1,000 

c. contributions made by a congressional district 
committeeman or committeewoman of a political party, 
as defined in Mimi. Stat. § 200.02 - $350 

d. contributions made by a county chairman or 
a county chairwoman of a political party, as defined in 
Minn. Stat. § 200.02. $150 

B. An additional deduction for donations to organ-
izations listed above in A.!. and 2. is allowable, not ex-
ceeding In the aggregate 10% of the individual tax-
payer's Minnesota gross income. 

C. In the case of a corporation, the total credit 
against the taxable net income for contributions and 
gifts shall not exceed 15 percent of the taxpayer's tax-
able net income less the credits allowable under Minn. 
Stat. § 290.21, other than credits for contributions or 
gifts. 

INCT 1302 Dividend credit for corporations. 
NOTE: The dividend credit for corporations is al-

lowed only with respect to dividends that are included 
in the corporation's Minnesota Taxable net income for 
the taxable year. 

Corporate taxpayers are entitled to a credit of 85% 
of dividends received from another corporation when  

the corporate stock with respect to which dividends 
are paid does not constitute the stock in trade of the 
taxpayer or would not be included in the inventory of 
the taxpayer, or does not constitute property held by 
the taxpayer primarily for sale to customers in the 
ordinary course of his trade or business, or when the 
trade or business of the taxpayer does not consist prin-
cipally of the holding of the stocks and the collection 
of the income and gains therefrom. 

In those cases where a taxpayer is entitled to a credit 
of 85% of dividends received from another corpora-
tion, the following rules with respect to the remaining 
15% of the dividends shall apply: 

The term "dividend credit" as used hereafter in this 
regulation shall mean the credit applicable to the re-
maining 15% of the dividends only. 

A dividend credit is allowable to a corporation only 
in the event that the recipient corporation owns 80 
percent or more of all the voting stock of the corpora-
tion paying the dividend. In such an event, the amount 
of the dividend that can be credited against taxable 
net income is the whole thereof, if the dividend was paid 
out of corporate income earned wholly from income 
producing business or activities carried on within this 
State. 

- The term "income" includes any income whether or 
not includible in computing "net income" and "taxable 
net income" under the Act. The term "business" means 
in this clause business in an economic sense. 

If the income out of which the dividends was declared 
was derived from business done within and without 
this State, the amount of dividend credit allowable is 
determined by applying the ratio which the Minnesota 
taxable net income for the taxable year preceding that 
of the dividend distribution bears to the entire corporate 
net income for such year. 

The terms "taxable net income" and "net income" 
as used in this paragraph, refer to those terms as de-
fined by other provisions of the Act. It will be necessary, 
before applying this allocation formula, to establish 
that the dividends are from income derived from busi-
ness activities carried on partly within and without this 
State - this burden being on the taxpayer. 

Example 1. The A Corporation owns 60% of the 
voting stock of the B Corporation. No dividend credit 
is allowable to the A Corporation with respect to any 
dividends received from the B Corporation. 

Example 2. The T Corporation owns 81% of the 
voting stock of the L Corporation which operates 
wholly within Minnesota. The T Corporation is allowed 
100% divideOd credit with respect to dividends re-
ceived from the L Corporation. 

Example 3. The Y Corporation owns 80% of the 
voting stock of the Z Corporation which operates 
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S 
within and without the slate. Assume that 'the percent-
age of the Z Corporation's Minnesota taxable net in-
come to its total net income for the preceding taxable 
year was 40%. The Y Corporation is, in that event, 
allowed a dividend credit equal to 40% of the dividends 
received from the Z Corporation. 

In all other cases no credit is permitted by law except 
as otherwise provided in this regulation. 

Any taxpayer claiming the credit of 85% of the 
dividends received from another corporation and any 
portion of the remaining 15% of the dividends received 
must submit with its annual income tax return a de-
tailed statement with full information in support of its 
position that it is entitled to the credit. 

A corporation whose trade or business consists prin-
cipally of the holding of stock and the collection of the 
income and gains therefrom is allowed a credit against 
net income for the amount of the dividends it receives 
from corporations if 

A. it owns 80% or more of the voting stock of the 
corporation paying the dividends; and 

B. the dividends were paid from income arising out 
of business done in this State. If the dividends are paid 
out of income arising from business done within and 
without the slate the amount of the credit is determined 
in the ratio of taxable net income of the corporation 
paying the dividend assignable to Minnesota to the 
entire net income of the corporation. This ratio is 
determined by returns filed with the Income Tax Divi-
sion for the taxable year preceding the distribution. 

The term "Income" includes income whether or not 
includible in computing "net income" and "taxable 
net income" under the Act. The term "business" means 
in this clause business in an economic sense. 

The terms "taxable net income" and "net income" 
as used in this paragraph refer to those terms as defined 
by other provisions of the Act. It will be necessary, 
before applying this allocation formula, to establish 
that the dividends are from income derived from busi-
nes activities carried on partly within and partly with-
out this State - this burden being on the taxpayer. 

Any taxpayer claiming a credit for dividends received 
from another corporation must submit with its annual 
income tax return a detailed statement with full in-
formation In support of its position that it is entitled 
to the credit. 

If the corporation whose business consists principally 

of the holding of the stock and the collectiOn of the in-
come and gains therefrom does not own 80% or more 
of the voting stock of the corporation paying the divi-
dend, no credit is allowed for the dividends received. 

INCT 1303 Mutual savings banks, regulated invest-
ment companies and building and loan or savings and 
loan associations. Mutual savings banks authorized and 
existing as such under the laws of this State, regulated 
investment companies as defined and limited by Section 
851 of the Internal Revenue Code of 1954, and federal 
and state building and loan or savings and loan associa-
tions are not exempt from taxation under Minn. Stat. 
§ 29005. However, 'they are allowed a credit against 
taxable net income under Minn. Stat. § 290.21(4) and 
(5). In the case of the mutual savings bank, a credit 
is allowed equal to the interest and dividends, paid or 
credited during the taxable, year o the bank's depositors. 
To each regulated investment company a credit is 
allowed equal to the interest and dividends paid during 
the taxable year. Building and loan or savings and loan 
associations are allowed a credit equal to the dividends 
paid during the taxable year to its members as members. 

A dividend paid and declared by a regulated invest-
ment company in accordance' with MInn. Stat. § 
290.21(5) whIch the company desires to designate 
as a capital gain dividend, need not be designated as 
such within thirty days after the close of the year for 
which credit is claimed for purposes of the company's 
tax but will be properly designated as a capital gain 
dividend if it is designated as such both in the resolu-
tion of the company declaring the dividend, a copy of 
which is to be attached to the corporate return, and in 
a written notice mailed to shareholders at the time of 
payment of the dividend. Provided, however, that the 
distribution of the dividends must be made to share-
holders in the twelve month period following the close 
of the taxable year. 

INCT 1304 Students. A credit against taxable net 
income is allowable for payments made to maintain in 
the taxpayer's home as a member of his household an 
individual other than an individual qualifying as a 
taxpayer's dependent for the purpose of providing 
educational opportunities for such individual. The in-
dividual must be a member of the taxpayer's household 
under a written agreement between the taxpayer and 
an organization described in Section 170(c) (2) (3) (4) 
of the Internal Revenue Code of 1954, as amended 
through December 31, 1972. The student must be en-
rolled at an educational Institution in the twelfth grade 
or less. 
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The amount so allowed shall apply to amounts paid 
in the taxable year limited to an amount not to exceed 
$50 multiplied by the number of months the individual 
is maintained in the taxpayer's home. Such credit 
cannot be taken for any amounts for which the tax-
payer receives compensation or reimbursement. 

No other credit or deduction Is allowed for any pay-
ments with respect to the Individuals described in this 
regulation. 

Chapter Fourteen: Estates and Trusts 

INCT 1400 Imposition of tax. The Act prescribes 
that the taxes imposed upon individuals shall be ap-
plicable to the income of estates or of any kind of 
property held in trust. 

The fiduciary is required to make and file the return 
and pay the tax on the taxable net income of the estate 
or trust. 

A guardian, whether of an infant or other person, is 
a fiduciary, and, as such, is required to make and file 
the return for his ward and pay the tax. (See INCT 
1.500.) 

Minn. Stat. § 290.01, subd. 20 states that Minnesota 
gross income for individuals, estates, and trusts shall 
mean their federal adjusted gross income. As applied 
to estates and trusts this generally means their federal 
taxable income as determined under Sections 641 
through 691 of the Internal Revenue Code. The follow-
ing provisions are not applicable: Section 642(a), (b), 
(c), (f), (g) and (h) and Section 691(b) and (c). 

While various deductions are provided to estates and 
trusts under Minn. Stat. § Chapter 290, It should be 
carefully noted that an Item claimed as a deduction in 
arriving at federal distributable net income or federal 
taxable income may not again be deducted on the Min-
nesota return. Estates are allowed a deduction for ad-
ministration expenses as provided by Minn. Stat. § 
290.01, subd. 20(d). 

A. The income or gains of the estate of a decedent 
are subject to Minnesota income tax where: 

1. the decedent was domiciled in Minnesota at the 
time of his death; 

2. irrespective of the domicile of the decedent, the 
estate is administered or probated within Minnesota or 
the estate derives income and gains from business trans-
acted within Minnesota or from tangible property situ-
ated within Minnesota; and 

3. income and gains are from property coming 
into the control of a fiduciary who is subject to the laws 
of the State of Minnesota. 

B. The income or gains of a trust are subject to 
Minnesota income tax where: 

1. the trust is subject to administration in Minne-
sota; 

2. the trust is being administered within Minnesota 
by any trustee, or trustees, residing, situated or domicil-
ed within or without Minnesota, or by any agent of such 
trustee or trustees; 

3. the trust is being administered outside of Min-
nesota and there is a trustee, or trustees, residing, situ-
ated or domiciled within Minnesota; 

4. the trust, wherever administered, has income or 
gains which are derived from business transacted within 
Minnesota or from tangible property situated within 
Minnesota. 

The amounts distributed to beneficiaries shall have 
the same character in the hands of the beneficiary as in 
the hands of the estate or trust. 

INCT 1401 Taxable net income. 
A. The Minnesota taxable net income of an estate 

or trust for the taxable year is ifs federal taxable income 
as defined in the Internal Revenue Code of 1954 with 
certain necessary. adjustments. If must be noted how-
ever that no item claimed as a deduction in arriving at 
federal taxable income can be deducted again as an 
adjustment. It must be noted also that the federal tax-
able income figure must be modified to take account of 
non-assignable income or non-assignable gains or losses 
or other non-assignable deductions. 

B. The necessary adjustments to federal taxable in-
come are as follows: 

1. There shall be added any subtractions from in-
come under Section 642(b) of the Internal Revenue 
Code. 

2. There shall be added the amount of federal in-
come fax payments that are refunded or credited as pro-
vided in Minn. Stat. § 290.01, Subd. 20(a)(7). 

3. There shall be added or subtracted the share 
of the estate or trust in the Minnesota Modification as 
determined under Regulation INCT 1403. 

4. There shall be subtracted the modification re-
lating to gains, allocated to corpus, described in Minn. 
Stat. § 290.01, Subd. 20(b) (2) with respect to gains 
from the sale or other disposition of property (to the 
extent that such gains are excluded from federal distri-
butable net income of the estate or trust). 

S. There shall be subtracted the amount of fed-
eral income taxes that are allowed as a deduction under 
Minn. Stat. § 290.18, Subd. 2. 

INCT 1402 Income of beneficiary. A beneficiary is 
subject to fax on his gross income, determined under 
Minn. Stat. § 290.01, Subd. 20, including his share of 
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the distributable net income of an estate or trust, de-
termined under the applicable provisions of the Internal 
Revenue Code of 1954, increased or decreased by his 
share of the applicable Minnesota adjustments - see 
INCT 1403. 

A beneficiary's federal adjusted gross income figure 
shall be modified to take account of non-assignable in-
come or gains or losses or expenses, interest, taxes, or 
other deductions as provided in Minn. Stat. § 290.17, 
290.18, Subd. 1(1), 290.19, and 290.20. In addition, 
no item claimed as a deduction in arriving at federal 
adjusted gross income can be deducted again as an 
adjustment. 

A nonresident beneficiary is subject to tax on his 
share of the distributable net income of the estate or 
trust which is derived from business transacled within 
this state or from tangible property situated within this 
state. A nonresident beneficiary is subject to tax on the 
income in respect of a decedent which is transferred to 
him as provided in Minn. Stat. § 290.077, subd. 3. 

A beneficiary's share of the distributable net income 
shall have the same character in the hands of the bene-
ficiary as in the hands of the estate or trust. 

INCT 1403 Minnesota modification. 

A. Adjustments. 
1. In general. The Minnesota modification con-

sists of certain adjustments applicable to federal taxable 
income of an estate or trust, and to federal adjusted 
gross income of the beneficiaries of an estate or trust, in 
determining Minnesota taxable net income of an estate 
or trust and Minnesota gross income of the beneficiaries 
of an estate or trust. 

The federal taxable income of an estate or trust and 
the federal adjusted gross income of a beneficiary shall 
be modified to take account of non-assignable income 
or gains or losses or expenses, interest, taxes, or other 
deductions as provided in Minn. Stat. § 290.17, 290.18, 
Subd. 1(1), 290.19, and 290.20. No item claimed as a 
deduction in arriving at the federal adjusted gross in-
come of a beneficiary, can be deducted again as an ad-
justment. 

2. Adjustments applicable to both estates and 
trusts and beneficiaries of estates and trusts. 

a. There shall be added any subtractions from 
income under Section 642(c), (1) and (h) of the 1n-
ternal Revenue Code. 

b. There shall be added or subtracted the addi-
tions or subtractions stated in Minn. Stat. § 290.01, 
Subd. 20(a) and (b) except Subd. 20(a)(7), and 
Subd. 20(b) (2) pertaining to the modification relating 
to gains not allocated to corpus and included in federal 
distributable net income. 

c. There shall be added the expenses, interest, 
taxes, depreciation, depletion and other deductions con-
nected with or allocable against the production or re-
ceipt of all income or gains not included in the measure 
of tax imposed by the Minnesota Income Tax Act. 

d. There shall be added the expenses, interest, 
taxes, depreciation, depletion or other deductions con-
nected with or allocable against the management, con-
servation or maintenance of property held for the 
production of all income or gains not included in the 
measure of the tax imposed by the Minnesota Income 
Tax Act. 

e. There shall be subtracted the interest paid or 
accrued on indebtedness incurred or continued to pur-
chase or carry obligations or securities the income from 
which is subject to Minnesota income tax but exempt 
from federal income tax, to the extent that such interest 
is not deducted in computing federal taxable income 
of an estate or trust, or federal adjusted gross income 
of any beneficiary of an estate or trust, or federal tax-
able income of an estate or trust which is a beneficiary 
of another estate or trust. 

f. There shall be subtracted any charitable con-
tributions that are allowed as a deduction under Minn. 
Stat. § 290.23, Subd. 2, except that portion of the 
charitable deduction allocable against income or gains 
not included in the measure of the lax imposed by the 
Minnesota Income Tax Act. That portion of the chari-
table deduction allocable against income or gains 
included in the measure of the tax imposed by the 
Minnesota Income Tax Act is allowed. 

g. There shall be allowed to beneficiaries any 
unused loss carryovers and excess deductions on ter-
mination of an estate or trust allowable under Minn. 
Stat. § 290.23, Subd. 3. 

3. Adjustments applicable only to estates and 
beneficiaries of estates. 

a. The modification stated in Minn. Stat. § 
290.01, Subd. 20(c) affecting shareholders of electing 
small business corporations is applicable to estates. 

b. There shall be added any subtractions from 
income under Section 642(g) of the Internal Revenue 
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Code. The modification -stated in Minn. Stat. § 290.01, 
Subd. 20(d) allows a-deduction for certainadministra-
lion expenses of an estate in accordance with, the pro-
visions of the Statute, except that no deduction shall be 
allowed for administration expenses connected with or 
allocable against the production or -receipt of all in-
come or gains not included in the measure of the tax 
imposed by the Minnesota Income Tax Act. 

4. Adjustments applicable only' to trusts and bene-
ficiaries of trusts. 

a. There shall 'be added any trust administration 
expenses connected with or allocable against the pro-
duction or, receipt of all income or gains not included 
in the measure of the tax imposed by the Minnesota 
Income Tax Act. 	 ' 	-. - 

b. There shall be subtracted 'any administratiOn 
expenses of a trust connected with or allocable against 
the production or receipt of all income or gains 'exempt 
from federal income tax but subject to Minnesota in-
come tax, to the extent that such administration ex-
penses are not deducted in computing federal taxable 
income of a trust, or, federal adjusted gross income of 
any beneficiary of .a trust, or federal taxable income of 
an estate or trust which Is a beneficiary of another 
trust. 	 ' 	'- - 

B. Allocation of Minnesota modification. The fol-
lowing rules shall apply in the - apportionment of the 
Minnesota modification to estates, trusts,' and their 
beneficiaries. ' 

1. General niethod. The respective shares of an 
estate or trust and its beneficiaries (including, for the 
purpose of this allocation, non-resident beneficiaries) 
in the Minnesota Modification shall be in the proportion 
to their respective shares of federal distributable net in-
come of the estate or trust. 

2. No federal distributable net income - Meth-
od. If there is no federal distributable net income, as 
computed for federal income tax purposes, then the 
Minnesota Modification, if any, shall be distributed 
in accordance with the terms of the will or trust. instru-
ment or in accordance with Minnesota law. Any balance 
of the Minnesota Modification shall be allocated to the 
estate or trust. 

3. Alternate method. The Commissioner of Reve-
nue may, in his discretion permit the use of another 
method for allocating the Minnesota Modification, in 
accordance with such provisions as hé'niay require. 

INCT 1404 Income in respect of a decedent, deduc-
tions in respect of i decedent, deductions for federal 
estate tax and Minnesota inheritance tax and transfers 
of income in respect of a decedent to non-residents. 

A. Income in respect of a decedeflt. There shall be 
added any item of income in respect of a decedent  

subject to Minnesota income tax, as provided in Minn. 
Stat. § 290.077, Subd. 1 not included in federal taxable 
income of an estate or trust, or federal adjusted gross 
income of any beneficiary of an estate or trust, or 
federal taxable 'income of an estate or trust which is 
a beneficiary of another estate or trust or federal 
adjusted gross income of any other recipient. 

Assign any such item of income in respect of a de-
cedent to the estate, trust, beneficiary or other recipient 
receiving such income in respect of a decedent. 

B. Deductions in respect of a decedent. Items to be 
added back to the estate, trust, beneficiary or other 
recipient allowed these deductions for federal income 
tax purposes. Disallow (add 'back) the deductions 
claimed under Section 691(b) of the Internal Revenue 
Code, of 1954, where such deductions were used to 
compute the federal taxable income of an estate or 
trust, or federal adjusted gross income of any bene-
ficiary of an estate or trust, or the federal taxable in-
come, of an estate or trust which is a beneficiary of 
another estate or trust or federal adjusted gross income 
of any other recipient. There shall be subtracted as 
provided in Minn. Stat. § 290.077, Subd. 2, the de-
ductions in respect of a decedent provided that such 
deductions are attributable to income subject to Minne-
sota income tax., 

Assign these deductions to the estate, trust, benefi-
ciary or other recipient allowed such deductions In 
accordance with the Statute. 

C. Deductiofl for federal estate lax. Item to be 
added back tO the estate, trust, beneficiary or other 
recipient allowed this deduction for federal income tax 
purposes. Disallow (add back) the deduction claimed 
under Section 691(c) of the Internal Revenue Code of 
1954, where such deduction was used to compute the 
federal taxable income of an estate or trust, or federal 
adjusted gross income of any beneficiary of an estate 
or trust, or the federal taxable income of any estate or 
'trust which is a beneficiary of another estate or trust 
or federal adjusted gross income of any other recipient. 
There shall be subtracted as provided in Minn. Stat. § 
290.077, Subd. 4, the federal estate tax attributable to 
income in respect of a decedent provided that such 
deduction is attributable to income in respect of a 
decedent subject to Minnesota income tax. 

Assign this deduction to the estate, trust, beneficiary 
or other recipient  allowed such deduction in accordance 
with the Statute.' 

D. Deduction for Minnesota inheritance tax. There 
shall be subtracted as provided in Minn. Stat. § 
290.077, SUbd. 4, the Minnesota inheritance tax at-
tributable to income in respect of a decedent provided 
that such deduction is attributable to income in respect 
of a decedent subject to Minnesota income tax. 
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Assign this deduction to the estate, trust, beneficiary 
or other recipient allowed such deduction In accordance 
with the Statute. 

E. Income in respect of a decedent transferred to 
non-residents is governed by Minn. Slat. § 290.077, 
Subd. 3. 

INCT 1405 Accumulation and capital gain distribu-
tions. The beneficiary of a trust whose Minnesota gross 
income includes all or part of an accumulation dis-
tribution or a capital gain distribution by such trust, 
shall be allowed credit for the Minnesota income taxes 
paid by the trust attributable to such accumulation 
distribution or capital gain distribution, and the trust 
shall not be entitled to a refund or credit of Minnesota 
income tax, all in a manner corresponding to the pro-
visions for credit and refund treatment for the federal 
income tax relating to accumulation distribution or 
capital gain distribution as contained in the Internal 
Revenue Code of 1954, aS amended. 

No refund or credit of Minnesota income tax shall 
be allowed to a trust for any preceding taxable year 
by reason of an accumulation distribution or capital 
gain distribution deemed to have been made by such 
trust in such year. 

INCT 1406 Personal credit. See INCT 500 

INCT 1407 Grantors and others treated as owners. 
The provisions of Section 671 through 678 of the In-
ternal Revenue Code of 1954, as amended, control In 
the determination of the income which is to be attrib-
uted to the grantor or others treated as the owner of 
the trust, subject to the modifications that are required 
under the provisions of Minn. Stat. § 290.01, Subd. 20 
and Minn. Stat. § 290.17-290.20 inclusive). 

INCT 1408 Employees trusts, annuity plans, deferred 
compensation plans. A trust forming part of a stock 
bonus, pension, or profit-sharing plan of an employer 
for the exclusive benefit of his employees or their bene-
ficiaries, that is determined by the Internal Revenue 
Service to be a qualified trust under 401 of the Internal 
Revenue Code of 1954 as amended, is not subject to 
Minnesota income tax. The Commissioner of Revenue 
will, upon request, furnish a letter advising of exemption 
from Minnesota income tax provided that a copy of the 
federal determination letter is furnished with the request. 

An employer's contributions to an employee's trust, 
annuity plan, or deferred compensation plan shall be 
allowed as a deduction under Section 290.26 to the  

extent that a deduction, is permitted under Section 404 
of the Internal Revenue Code of 1954, as amended, 
provided that an employer may deduct contributions to 
an employee stock ownership trust, as defined in Sec-
tion 290.01, Subd. 25, not exceeding 30% of the com-
pensation otherwise paid or accrued during the taxable 
year to all employees under the plan. If the employer 
claims a deduction under Section 290.26 for contribu-
tions to an employee stock ownership trust, he may not 
in addition claim a deduction for such contributions 
under Mimi. Stat. §290.21, subd. 3. 

INCT 1409 Revocable trusts, income taxable to 
grantor. Under the provisions of section 676 of the In-
ternal Revenue Code of 1954, as amended, the income 
of a trust shall be taxable to a grantor who is treated 
as the owner where power to revest title in the grantor 
is. exercisable by the grantor, or nonadverse party, or 
both, subject to the modifications that are required 
under the provisions of Minn. Stat. § 290.01, Subd. 20 
and Minn. Stat. § 290.17-290.20 (inclusive). 

INCT 1410 Income taxable to grantor or person 
other than grantor treated as owner, income of estate or 
trust In case of divorce. Under the provisions of Sections 
677 and 678 of the Internal Revenue Code of 1954, 
as amended, the income of a trust shall be taxable to 
the gräntor,or person other than the grantor, who is 
treated as the owner of the trust under certain circum-
stances. 

The provisions of Section 682 of the Internal Reve-
nue Code of 1954, as amended, are applicable In deter-
mining the taxability of income received from the trust 
by a wife who is divorced or legally separated under a 
decree of divorce or of separate maintenance, or who is 
separated from her husband under a written separation 
agreement. 

The above provisions of the Code are subject to the 
modifications that are required under the provisions 
of Minn. Stat. § 290.01, Subd. 20 and Minn. Stat. § 
290.17-290.20 (inclusive). 

Chapter Fifteen: Returns 

INCT 1500 Person required to make returns. 

A. A return is required: 

1. In any case when the amount of tax on the tax-
able net income exceeds the allowable credits under 
Miun. Stat. § 290.06, 
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2. In any case when the amount of gross income 
is in excess of the amounts shown below. 

B. In determining the amount of gross income for 
purposes of determining filing requirements, there shall 
be included all gross income as defined in Section 61 of 
the Internal Revenue Code, as modified and adjusted 
under the provisions of Minn. Stat. § 290.08, 290.17 
and 290.65. 

C. A single individual must file a return: 

1. If his gross income exceeds $1,000, 

2. If he has reached age 65 at the close of the tax-
able year, and his gross income exceeds $1,800, 

3. If he is blind at the close of the taxable year, 
and his gross income exceeds $1,800, 

4. if he is blind and has reached age 65 at the 
close of the taxable year, and his gross income exceeds 
$2,400. 

D. A married individual living with his spouse at the 
close of the taxable year must file a return: 

1. If the combined gross income of him and his 
spouse exceeds $1,800, 

2. If either spouse has reached age 65 at the close 
of the taxable year and their combined gross income 
exceeds $2,400, 

3. If both spouses have reached age 65 at the close 
of the taxable year and their combined gross income 
exceeds $2,800, 

4. If either spouse is blind at the close of the tax-
able. year and their combined gross income exceeds 
$2,400, 

5. If either spouse is blind and either spouse has 
reached age 65 at the close of the taxable year and 
their combined gross income exceeds $2,800, 

6. If either spouse is blind and both spouses have 
reached age 65 at the close of the taxable year, and 
their combined gross income exceeds $3,300, 

7. If both spouses are blind at the close of the tax-
able year and their combined gross income exceeds 
$2,900, 

8. If both spouses are blind and one spouse has 
reached age 65 at the close of the taxable year and their 
combined gross Income exceeds $3,300, 

9. if both spouses are blind and both spouses have 
reached age 65 at the close of the taxable year and their 
combined gross income exceeds $3,600. 

E. The executor or administrator of the estate of a 
decedent must file an individual return on Form M-1 
for the decedent with respect to the portion of the tax-  

able year during which he was alive if his gross incOme 
during that period exceeds $750. 

F. The executor or administrator of the estate of a 
decedent must file a fiduciary return on Form M-2 for 
the estate if its gross income exceeds $750. 

G. The trustee or other fiduciary of property held in 
trust must file a fiduciary return on Form M-2 for the 
trust if its gross income exceeds $750. 

H. The guardian of an infant or other incompentent 
person must file an individual return on Form M-1 with 
respect to the infant or other person's income if such 
income exceeds $1,000. 

I. A corporation must file a corporation return on 
Form M-4 if its Minnesota taxable net income exceeds 
$500 or if its gross income from all sources exceeds 
$5,000. 

INCT 1501 Signing the return. The return shall be 
signed by the individual taxpayer or, if a corporation, 
by an authorized person. The return shall contain a 
statement that the person signing understands that he 
may be subject to prosecution for perjury if he know-
ingly makes a false statement as to a material fact. The 
return shall also contain a confession of judgment for 
the amount of tax shown as due to the extent the tax is 
not timely paid. 

If a return is prepared for a taxpayer by another, the 
return shall be signed by the taxpayer and the preparer, 
and the return shall state that the preparer understands 
that he may be subject to prosecution for perjury if he 
knowingly makes a false statement as to a material fact. 
If the return is prepared by an individual, it shall be 
signed by the, individual. If the return preparer is a firm, 
the return shall be signed with the firm name, If the 
firm name is stamped or typed, the return shall be 
signed by the person authorized to sign the return in 
behalf of the firm. 

If the return is prepared by a full-time employee of 
an individual or corporate taxpayer as part of his usual 
employment duties, such employee need not sign the 
return as preparer, but an authorized person shall sign 
the return for the corporation. 

In the case of banks, trust companies, or others pre-
paring a substantial number of fiduciary returns, such 
fiduciary may use a facsimile signature in making a 
Minnesota Fiduciary Income Tax Return on Form M-2, 
subject to the following conditions: 

A. Each group of Minnesota Fiduciary Income Tax 
Returns forwarded to the Minnesota Department of 
Revenue shall be accompanied by a letter signed by the 
person authorized to sign such returns declaring under 
penalties of perjury, that the facsimile signature appear-
ing on the returns is the signature adopted by him to 
sign the returns ified and that such signature was af- 
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fixed to the returns by him or at his direction. The Let-
ter shall also list each return by name and identifying 
number. 

B. A signed copy of the letter must be retined by 
the person filing the returns and must be available for 
inspection by the Minnesota Department of Revenue. 

C. Where the income tax returns are reproduced by 
photocopying or similar reproductive methods, for filing 
with the Minnesota Department of Revnue, the  facsmile 
signature must be affixed subsequent to the reproductive 
process. 

INCT 1502 Information included In return. The in-
come tax return shall include the same name or names 
and the same address as the taxpayer shall use in making 
his federal income tax return and it shall include the 
taxpayer's social security number. The return shall, in-
clude the amount of the taxpayer's federal ,adjusted 
gross income as is reported on his federal income tax 
return, or else the taxpayer shall attach a copy of his 
federal income tax return to his Minnesota return. The 
axpayer shall furnish explanation concerning the 

nature of, and amounts of, any income included in his 
federal adjusted gross income figure that is not included 
as income on his Minnesota return; 

INCT 1503 Returns of married persons. 

A. A person who is married at the close of the 
taxable year must file a return 'if either of the following 
conditions exist: 

1. The tax on his own taxable net income or the 
combined taxable net Income of himself and his spouse 
exceeds the allowable specific credits as provided in 
Minn. Stat. § 290.06; or 

2. His gross income or the cOmbined gross in-
come of himself and his spouse exceeds the filing re-
quirements set forth at Minn. Stat. § 290.37. 

B. A husband and wife may file separate returns on 
separate forms, a joint return, or separate.returns on a 
single form (a combined form). Combined returns are 
discussed in INT 1504. 

If separate returns are filed, each spouse. shall report 
only his or her own separate income and only his or 
her own separate deductions. The "standard deduction" 
allowed by Minn. Stat. § 290.09, subd. 15 may not be 
claimed by a married person whose spouse "itemizes" 
deductions, thus, if one spouse itemizes deductions, the 
other spouse must also itemize deductions. 

C. If a joint income tax return is filed, the total in- 

come of the spouses must be included in the return, and 
all deductions and credits are taken from'such total in-
come. No joint return can be made if the husband and 
wife have different taxable years, except where the 
taxable .years end on a different day due to the death 
of one of the spouses (see discussion which follows in 
this section). 

A joint return must be signed by both the husband 
and the wife. The spouses are jointly and severally liable 
for the tax due on the filing of a joint return. If a refund 
Is payable, the refund check will be issued payable 
jointly to the husband and the wife. 

'D. If both the husband and wife consent, they may 
change their election from' separate returns to a joint 
return, 'or from a joint return to separate returns, but 
such change of election must be 'made within the 
period of time that the original returns are open to 
assessment under the provisions of Minn. Stat. § 290.49. 

E. if either spouse dies during the taxable year, and 
the surviving spouse does not, remarry before the close 
of, the taxable year, a joint return can be filed by the 
surviving spouse and the executor or administrator of 
the decedent's estate (including income and deductions 
of the decedent during only that part of the taxable year 
'which is prior to the date of his death). 

F. A surviving spouse, who does not remarry during 
the taxable year, may make a joint return for himself 
and the deceased spouse (including income and deduc-
tions of the decedent during only that part of the 
taxable year prior to the date of death) provided: 

1. No return for that taxable year was made by 
the decedent .. . 

2. No executor or administrator has been ap-
pointed before the return is made 

3. No representative is appointed before the last 
day prescribed by law for filing of the .return of the 
surviving spouse. 

Notwithstanding the above, an executor or adminis-
trator may subsequently disaffirm the joint return by 
filing a separate return for the decedent, within one year 
after the last day prescribed by law for filing the return 
of the surviving spouse, in, which case the survivor's 
return shall be considered to be his separate return. 

INCT 1504 Form of return - combined returns. The 
format of the income tax returns are prescribed each 
year by the Commissioner of Revenue based on the 
data required for that year. 

Married persons may file separate returns on separate 
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forms, a joint return, or separate returns on a single 
form (a combined return). See INCT. 1503 regarding 
separate or joint returns. 

Married persons may file separate returns on a single 
form (a combined return), in which case any itemized 
deductions may be takefl by either or divided between 
them as they may elect. Combined returns may not be 
filed if either husband or wife was a nonresident of 
Minnesota at any time during the taxable year. 

In the case of combined returns, if the sum of the 
payments, including withholding and estimated tax pay-
ments, by either spouse exceeds that spouse's tax lia-
bility, such excess will be applied to the separate tax 
liability (if any) of the other spouse. If the tax pay -
ments exceed the total of all income tax liabilities of 
botk spouses, a joint refund will be made to both 
spouses. 

INCT 1505 Amended returns. A taxpayer. may cor-
rect any error In filing a return by filing an "Amended 
Return" - if the correction results in a refund due, the 
Amended Return will be considered to be a claim for 
refund and, if such claim is made within the statutory 
period set forth In Mlnn. Stat. § 290.50, the revenue 
department will remit the amount of refund due to the 
taxpayer. 

INCT 1506 Death of taxpayer. 
A. Return of decedent. In the case of the deathof 'a 

taxpayer during his taxable year, a retUrn shall be filed 
for the fractional year beginning with the date of the 
commencement of his taxable year and ending with the 
date of death, unless a return is filed in accordance 
with Mlnn. Stat. § 290.38 (See INCT 1503). For date 
return Is required to be filed see INC 1512. 

11. Return of Estate. The first return of the estate of 
a deceased person shall be filed 

1. for the period commencing with the date of his 
death and ending with the last day of his normal taxable 
year, or 

2. for a fiscal year of not more than 12 months 
commencing with the date of the decedent's death. If 
the executor or adialnistrator files a return for a fiscal 
year beginning with the date of death, such fiscal year 
must end on the last day of a calendar month and may 
not be for a period in excess of 12 months. For date 
return is required to be filed, see INCT 1512. 

INCT 1507 ElectIon of year consisting of 52-53 
weeks. 

A. General rule. Minn. Stat. § 290.40 provIdes, in 
general, that a taxpayer may elect to compute his net 
income and taxable net incame on the basis of a fiscal 
year which - 

1. Varies from 52 to 53 weeks.  

2. Ends always on the same day of the week and 
3. Ends always On - 

a. Whatever date this same day of the week last 
occurs in a calendar month, or 

b. Whatever date this same day of the week falls 
on which Is nearest to the last day of the calendar 
month. For example, if the taxpayer elects a taxable 
year ending always on the last Saturday in November, 
then for the year 1973, the taxable year would end on 
November 24, 1973. On the other hand, if the taxpayer 
had elected a taxable year ending always on the Satur-
day nearest to the end of November, then for the year 
1973, the taxable year would end on December 1, 1973. 
Thus, In the case of a taxable year described In 3.a., 
the year will always end within the month, and may end 
on the last day of th,e month, or as many as six days 
before the end of the month. In the case of a taxable 
year described in 3.b., the year may end on the last 
day of the months or as many as three days before or 
three days after the last day of the month. 

B. Application of effective dates. 

1. For the purpose of determining the effective 
date for the applicability of any provision of this chap-
ter whIch is expressed In terms of taxable years begin-
ning or ending with reference 'to the first or last day 
of a specified calendar month, including the time for 
filing returns and other documents, paying tax, or per-
forming other acts, a 52-53-week taxable year is deemed 
to begin on the first day of the calendar month beginning 
nearest to the first day of the 52-53-week taxable year 
and is deemed to end or close on the last day of the 
calendar month ending nearest to the last day of the 
52-53-week taxable year, as the case may be. The pre-
ceding sentence does not apply to the computation of 
tax If paragraph 2. of this regulation relating to the 
computation under Minn. Stat. § 290.33 of the effect 
of changes in rates of tax during a taxable year applies. 
The provisions of this paragraph may be Illustrated by 
the following examples: 

Example. Assume that an income tax provision Is 
applicable to taxable years beginning on or after Janu-
ary 1, 1972. For that purpose, a 52-53-week taxable 
year beginning on any day within the period December 
26, 1971, to January 4, 1972, inclusive, shall be 
treated as beginning on January 1, 1972. 

Example. Assume that an income tax provision re-
quires that a return must be filed on or before the 15th 
day of the third month following the close of the taxable 
year. For that purpose, a 52-53-week taxable year 
ending on any day during the period May 25 to June 3, 
Inclusive, shall be treated as ending on May 31, the last 
day of the month ending nearest to the last day of the 
taxable year, and the return, therefore, must be made 
on or before August 15. 
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2. If a change In the rate of tax Is effective during 
a 52-53-week taxable year (other than on the first day 
of such year as determined under paragraph 1. of this 
regulation), the tax for the S2-53-week taxable. year 
shall be computed in accordance with Minn. Stat. § 
290.33, relating to effect of changes, and the regulations 
thereunder. For the purpose of the computation under 
Mlnn. Stat. § 290.33, the determination of the number 
of days in the period before the change, and in the 
period on and after the change, Is to be made without 
regard to the provisions of paragraph 1. of this regula-
tion. The provisions of this paragraph may be Illustrated 
by the following examples: 

Example. Assume a change in the rate of tax Is 
effective for taxable years beginning after June 30, 
1971. For a 52-53-week taxable year beginning on 
Wednesday. November 4, 1970, the tax must be com-
puted on the basis of the old rates for the actual number 
of days, from November 4, 1970, to June 30, 1971, 
Inclusive, and on the basis of the new rates for the 
actual number of days from July 1, 1971, to Tuesday, 
November 2, 1971, InclusIve. 

Example. Assume a change In the rate of tax for 
taxable years beginning after June 30. For this purpose, 
a 52-53-week taxable year beginning on any of the days 
from June 25 to July 4, Inclusive, Is treated as beginning 
on July 1. Therefore, no computation under Minn. Stat. 
§ 290.33 will be required for such year because of the 
change in rate. 

INCT 1508 Returns In cases where accounting period 
is changed. Generally, no return can be made for a 
period of more than twelve months (but see MInn. 
Stat. § 290.40(2)).; A separate return for a fractional 
part of a year is therefore required whenever there is a 
change, with the approval of the Commissioner, in the 
basis of computing net income from one taxable year 
to another taxable year. The periods to be covered by 
such separate returns In the several cases are stated in 
Minn. Stat. § 290.32. The requirements with respect 
to the filing of a separate return incident to a change in 
accounting period and the payment of tax for a part 
of a year are the same as for the filing of a return and 
the payment of tax for a full taxable year closing at 
the same time. For the computation of the tax due, see 
Minn. Stat. § 290.32. 

INCT 1509 Returns In cases where:: residence Is 
changed. In cases where during the taxable year an In.. 
dividual changes his status from that of a resident to 
that of a non-resident or from that of a non-resident to 
that of a resident, returns, If required, shall be filed 

for that portion of the year the individUal was a resident 
of this State. 

The net income shall be computed In the same 
manner as In the case of a resident, except that there 
shall be included in the return for the period of resi-
dence only the income and deductions and credits 
against net income for that period. The credits against 
the tax allowed by Minn. Stat. § 290.06, Subd. 3, shall 
likewise be allowed for the number of months the 
individual was a resident of this State, 

1 

INCT 1510 Partnership returns. Every partnership 
(including syndicates, groups, pools, joint ventures, or 
other unincorporated organizations, through or by the 
means of which any business, financial operation or 
venture is carried on, and which are not trusts, estates, 
limited partnerships taxable as corporations, or cor-
porations within the meaning of the Minnesota Income 
Tax Act of 1933 and acts amendatory thereof), whose 
gross income or any portion thereof is assignable to this 
State, Is required to make a return for each taxable year 
on Form M-3 sworn to by one of the partners. 
r 

The return shall specifically set forth the items of 
gross income, deductions, names and addresses of part-
ners, marital status of the partners, salaries of the part-
ners as determined by the partnership agreement, the 
percentage of the net income, the distributive share of 
each, and any other data required under the Act. If any 
basis of distribution other than a straight fractional part 
of the net income is used, complete details must ac-
company the return to substantiate this distributive 
share. The return shall also set forth a comparative 
balance sheet listiOg assets and liabilities for the be-
ginning and ending of the taxable period, together with 
an analysis of the partners' Investment account and a 
reconciliation of book income with income for tax 
purposes. 

Every partnership whose business is carried on partly 
within and partly without this State must also file Form 
M-5, which is available upon application from the 
Commissioner. 

It Is imperative that Schedule T of Form M-S be 
completed and made a part of the return, regardless of 
the method used for assigning income to this State. If 
a separate accounting for Minnesota business is used 
to reflect income assignable to this State, Schedules U 
and V of Form M-5 must be comp!eted. 

INCT 1511 Information returns. 
A. In general. If a corporation, individual, partner- 
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ship, estate, trust, or fiduciary makes payments during 
the calendar year of salaries, wages, fees, commissions, 
bonuses, rents, royalties, interest or dividends to an-
other corporation, individual, partnership, estate, trust, 
or fiduciary, and if such payments fall info any of. the 
categories listed below,, the corporation, individual, etc., 
making the payments shall file returns of ininnnation 
on Form M-9 and execute Form M-10 under oath. The 
categories are as follows: . . -. 

1. Salaries, wages, fees, commissions, bonuses, 
etc., in excess of $600, paid to all residents or similar 
payments to nonresidents engaged in performance of 
personal services within this State. Those salaries and 
wages that are reported on wage and tax statements, 
Form MW-2, or acceptable alternatives need not be 
reported again on Form M-9. The wage and tax state-
ment is required when withholding is necessary under 
Minn. Stat. § 29t.92. 

2. Rents and royalty paid in excess of $600 on 
property located within this State whether paid to resi-
dents or non-residents. 

3. Dividends in excess of $10 paid to residents of 
Minnesota. 

4. Interest of $10 or more paid to residents of 
Minnesota. 

5. Other fixed or determinable income in excess 
of $500 in any calendar year. 

6. Earnings in excess of $10 distributed by sav -
ings, building and loan associations to its members. 

Sums paid in respect of life insurance, endowment or 
annuity contracts come within the meaning of the term, 
"fixed or determinable income." 

For the purpose of the return of information, an 
amount is deemed to have been paid when it is credited 
or set apart to the taxpayer without any substantial 
limitation or restriction as to the time or manner of 
payment, or condition upon which payment is to be 
made and which is made available to him so that it 
may be drawn at any time and its . receipt brought 
within his control and disposition. 

The duty to ifie Forms M-9 and Forms M-10 is also 
imposed upon 

7. Organizations which are tax exempt under 
Minn. Stat. § 290.05 and 

8. Individuals, corporations, estates, trust, partner-
ships and fiduciaries which are not required to file re-
turns under Minn. Stat. § 290.37. 

These returns shall be filed on or before April 15th 
succeeding each calendar year unless written permis-
sion for an extension has been granted by the Com-
missioner and must always show payment for the pre-  

ceding calendar year even in case where the taxpayer's 
records are kept on a fiscal year basis. 

B. Payments to public employees. On or before 
March first of each year the State Treasurer and .the 
treasurer or other corresponding officer -by whatever 
name known, of any political subdivision of the State, 
of every city,. village or borough, and of every school 
district shall complete . and file returns of information 
with the Commissioner on Forms M-9 and M-10 with 
respect to payments of salaries or wages in excess of 
$600 made during the preceding calendar year to em-
ployees or officials of such political . subdivision, city, 
village, borough, or school district. 

INCT, 1512 Date for filing returns. 

A. Returns of Income - 

1. General Rule. Returns of income must, as a 
general rule, be filed not later than the 15th day of the 
fourth month- following the close of the taxable year. 
Special rules apply to corporations, estates and trusts, 
and decedents (see paragraphs 2., 3., and 4. below). 

2. Corporations. Returns of income of corpora-
tions must be filed not later than the 15th day of the 
third month following the close of the taxable year. 

3. Estates and Trusts - - 

Final returns. Upon the completion of the admin-
istration of an estate and allowance of his final ac-
counting, an executor or administrator may imme-
diately file a return of income of the estate for the 
taxable year in which the administration was closed. 
Similarly, upon the termination of a trust, the trustee 
may immediately make a return for the taxable year 
terminated by the close of the trust. Although the re-
turn may be filed earlier, any return required to be 
filed at the close of an estate or trust must be filed not 
later than the 15th day of the fourth month following 
the end of the month in which the estate was closed 
or the trust terminated. 

4. Decedents. In the case of the death of a tax-
payer during his taxable year, a return shall be filed 
for the fractional year beginning with the date of the 
commencement of his taxable year and ending with the 
date of death, unless a return is filed in accordance with 
Minn. Stat. § 290.38. This return (a return not filed 
in according with Minn. Stat. § 290.38) must be filed 
not later than the 15th day of the fourth month follow-
ing the close of the twdve month period which began 
with the first day of such iractional part of a year. 

-. B. Returns of. Information.- 

1. Partnership. Partnership returns must be filed 
not later than the 15th day of the fourth month follow-
ing the close of the taxable year. 
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2. Form M-9 and Form M-10. Returns of infor-
mation on Form M-9 and Form M-10 must be filed 
not later than the .15th day of April of each year. 

JNCT 1513 Due date falling on Saturday, Sunday or 
legal holiday. If any return required under the provi-
sions of Mlnn. Stat. § Chapter 290 becomes due upon 
a Saturday, Sunday or legal holiday, such return shall 
be considered timely filed if it is ified or received upon 
the next succeeding regular business day. In determin-
ing whether or not a return has been timely filed, Sat-
urday shall not be considered• as a regular business day. 

INCT 1514 Extension of time for filing return. 
A. General rule. Whenever in. his judgement good 

cause exists by reason of sickness, absence, or other 
disability, the Commissioner may extend the time for 
filing the return for a period not exceeding six months 
from the due date of the return. The law also permits 
the Commissioner to extend the time, in ihe case of 
a taxpayer who is outside of. the United States,- for a 
period of 30 days after he returns to the State of Min-
nesota. 

The extension request must be received on or before 
The due date for filing of the return or it cannot be 
considered. The extension applicatiol of a corporation 
should be submitted on Form 522-C, and the applica-
tion for an individual, estate or trust should be sub-
mitted on Form 522-E. An extension of time for the 
filing of' a return is also effective as an extension of 
time for the payment of any tax that may be due within 
the extended period, however the taxpayer is subject 
to the payment of six percent interest from the date 
payment was originally due until the date when pay-
ment is made. Se,e INCT 1601 regarding the due date 
for payment of tax. In the event that payment is not 
made on or before the original, or extended, due date 
a penalty of five percent of the unpaid tax is imposed, 
and the six percent interest is computed based on the 
amount due plus the five percent penalty. See . LNCT 
1800. 

B. Federal extensions. If an individual estate, or 
trust receives an extension of time to ifie his federal 
income tax return, he is granted an extension to the 
same date for the filing of his Minnesota income tax 
return. The taxpayer should attach a copy of the fed-
eral extension approval to his Minnesota return. If the 
taxpayer obtains the automatic two month federal ex-
tension (by filing federal form 4868 with the federal 
office by the return due date), he should submit .a copy 
of his completed form 4868 with his Minnesota income  

tax return. In the above cases, where the taxpayer has 
received, a federal extension of time to file, he is not 
required to complete and file the Minnesota form 522-E 
on or before the date his Minnesota return was original-
lydue. 

C. Automatic extensions for servicemen and for'ci-
viians outside of the United States. A person serving 
in the Armed Forces of the United States or the United 
Nations is not required to file a return or to pay a tax 
until six months after the, termination of such service 
and penalties and interest are only applicable to the 
extent of amounts due and unpaid on the date six 
months after termination of military service. No, appli-
cafion on form 522-E is necessary, however the tax-
payer should furnish a statement showing that he is 
claiming the military extension and giving pertinent 
information to show his entitlement. See INCT 2206. 

A civilian who is outside of the United States con-
tinuously and for more than 90 days is not required 
to file a return or to pay a tax until six months after 
his return to the United States. No penalty is applicable 
if the tax is paid within this period, however the tax-
payer is subject to the payment of six percent interest 
from the date the payment was otherwise due until the 
date when payment. is made. No application on form 
522-E is necessary, however the taxpayer should fur-
nish a statement showing that it is claiming the out-of-
the United States extension, and giving pertinent infor-
mation to show his entitlement. See paragraph A. above 
concerning extensions to 30 days after return to state 
of Minnesota following application by due date on 
form 522-E. See Regulation INCT 2207. 

Chapter Sixteen: Payment of Tax 

INCT 1600 Who must pay tax. All taxes imposed by 
this Act, together with interest and penalties shall be 
paid by the taxpayer upon whom imposed or his legal 
representative. 

The legal representative may be the executor, admin-
istrator, guardian, trustee, conservator, or other person 
with legal authority to act for the taxpayer. 

INCT 1601 Time for payment of tax. The law in gen 
eral requires that individual taxpayers shall pay the tax 
due in full on or before the, time fixed for the ffling of 
the return. See, however, INCT 1514 and LNCT 2206 
and INCT 2207 regarding extensions of time to file the 
return and to pay the tax. See, also INCT 1800 regard-
ing the payment of penalty and interest for failure to 
pay the tax when due. 
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The law specifically provlde, In the case of estates 
and trusts and corpoEatlons, that the balance :of. any 
tax due on the date for the filing of the return, after 
applying any tax credit and payment of estimated tax, 
may be paid in Iwo installments, as follows: 

A. as to estates and trusts, one-half of the tax shall 
be paid at the time fixed for the. filing of the return, 
and the second one-half shall be paid on or before six 
months thereafter. 

B. as to corporations, one-half of the tax shall be 
paid at the time fixed for the filing of the return, and the 
second one-hall shall be paid on or. before three monlhs 
thereafter. 	 . 	- 

No penalty or interest Is payable so long as the in-
stallment payments are made within the time stated 
above. - 

If the taxpayer elects to make payment in install-
ments, and the installment Is not paid In full on or be-
fore the date fixed for Its payment, where fixed either 
by- Jaw or by the Commissioner In accordance with the 
terms of an extension, the whole amount of the unpaid 
balance shall become due and payable. 

INCT 1602 Extensions. Whenever -In his judgment 
good cause exists, the Commissioner may extend• the 
time for payment of the tax for a period not exceeding 
six months from the date of the tax or the Installment 
oftax. . .. 

Also, In any case where any portion of the lax has 
not been paid six months from the date prescribed by 
law for its payment, the Commissioner may enter into 
a written agreement with the taxpayer providing for the 
periodic payment of taxes, including penalty and inter-
est, for a further period not exceeding 30 months. 

See INCT 1514 regarding extensions of time to file 
the return and to pay the lax, and see INCT 1800 re-
gardIng the payment of penalty and Interest for failure 
to pay the lax when due. 

INCT 1603 Payment before due date. The tax im-
posed by Minn. Stat. § Chapter 290, or any Installment 
of tax may, at the election of the taxpayer, be paid 
prior to the date prescribed for his payment. 

INCT 1604—Tax due of $1.00 or less. In any case 
in which the liability for income taxes is $1 or less, the 
taxpayer need not pay the tax. 

Chapter Seventeen: Assessments - Refunds - 

JNCT 1700 Procedures. If, following a review of 
available information, It appears that a taxpayer is 
subject to an income lax liability, or that he is entitled 
to a refund, a letter proposing that such liability be 

paid or that such refund be. Issued Is' sent, to the tax-
payer. NO further action will be taken by the depart-
ment during, the period of 30 days following the pro-
posal. During this time the taxpayer, if he does not 
agree to the 'proposal, may file his letter of protest in 
which he:  states the basis of his disagreement. If, fo!-
lowing a- review of the taxpayer's protest, the depart-
ment representative does not agree with the protest, a 
conference will be' scheduled at which the taxpayer may 
appear, If he has so requested in his protest letter. 

If no protest is made within the 30 day period, an 
Order for refund or for payment will be Issued by the 
deparlment.,Such order will also be Issued if agreement 
is not reached between the taxpayer and the department 
upon review.:or hearing of a taxpayer's protest. 

The taxpayer Is allowed a period of 30 days follow-
ing the Commissioner's Order within which he may 
either pay any, amount shown as due or make his writ-
ten appeal to the Minesota Tax Court. Such appeal may 
be extended an additional thIrty days by the Tax Court. 

INCT 1701 TIme limits. 
A. In general. Except as otherwise provided in MInn. 

Stat. Chapter 290 and except for the special circum-
stances referred to below, the period of limitations upon 
the assessment of tax for a taxable year ends three and 
one-half years from the date the return was filed. In 
the absence, of a waiver agreement pursuant to Minn. 
Stat. § 290.49, Subd. 8, an assessment is not' valid If 
made after such period. For the purposes of applying 
the statute of. limitations herein referred to, a return 
filed before the last day prescribed by law for the filing 
thereof is considered as filed on such last day. 

B. Omission of 25 percent of gross income. Where 
a taxpayer has omitted an amount properly includible 
in gross Income In excess of 25 percent of the gross 
income as stated in the return, the statutory period of 
limitations does not end until six and one-half years 
after the return was filed. 

C. Omission of gain on liquidation. Where a tax-
payer omits an amount from gross income which was 
properly includible therein as gain on the liquidation 
of a corporation, the statutory period of limitations 
does not end until 6½ years after the return was filed. 

D. False or fraudulent return; no return filed. In the 
case of a false or fradUlent return or failure to file a 
return, an assessment may be made at any time. 

E. 'Request 'for application of special statute of Jim-
Itations. The period of limitations set forth above ap-
plies to all taxpayers. However, In the case of income 

- received during the lifetime of a decedent or by his 
estate dUring the period of its administration or by a 
trustee of• a terminating trust or other fiduciary who, 
because of custody of assets would be liable for the 
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payment of tax under Mlnn. Stat. § 290.54, or by a 
corporation contemplating dissolution, the tax shall be 
assessed within eighteen months after written request 
therefor by the fiduciary or legal representative of the 
estate or by the corporation, but not after the expira. 
lion of three and one-half years after the return was 
filed. A request, in order to start the eighteen month 
limitation, must be made after the return is ified and 
must be on the form the Commissioner prescribes. 

Furthermore, in the case of corporation contempla-
ting dissolution the eighteen month period shall apply 
only If the conditions of clauses (1), (2), and (3) of 
Mlnn. Stat. 290.49, Subd. 2, are fully complied with. 

INCT 1702 ClaIms for refund. A taxpayer who claims 
that he has mide an overpayment of his income lax 
liability for any year may request a refund. The tax-
payer may file either form M-500 (claim for refund), 
or an Amended Return for the year in question. The 
taxpayer shall clearly state the grounds upon which 
the refund request is made. 

The request for refund must be submitted within 
three and one-half years after the return was filed, or 
within two years after the tax was paid, whichever is 
later. A return filed before the due date Is considered 
as filed on the due date. Withholding and estimated tax 
payments before the return due date are considered as 
paid on the due date of the return. 

If the claim relates to an overpayment on account of 
failure to deduct a loss due to a bad debt or due to a 
security becoming worthless, the refund request can 
be made at any time within seven years from the date 
the return was filed and the refund is limited to the 
amount of overpayment of lax due to this reason. 

If the Commissioner and the taxpayer have agreed 
to an extension of time for assessment of tax beyond 
the period set forth in Minn. Stat. § 290.49, a claim 
for refund may be made at any time before six months 
after the extended date for assessment. 

In the absence of a taxpayer's claim for refund, the 
Commissioner may, notwithstanding, refund any over-
payment of tax provided such refund is ordered within 
the time during which a claim for refund would have 
been entertained. 

In any case in which an overpayment of a taxpayer's 
tax liability Is determined within the prescribed time 
as to any taxable year, the Commissioner may apply 
such overpayment as a credit against the taxpayer's 
outstanding income tax liability in any other year, re-
mitting the balance (if any) to the taxpayer. 

Chapter Eighteen: Penalties 

INCT 1800 2053(1) Penalty and interest for failure 
to pay tax. 

A. Five percent penalty for late payment of tax (the 
penalty is 10 percent for late payment of taxes becom-
ing due after July 1, 1975). 

In any case in which a taxpayer. fails to pay a lax 
imposed under the provisions of the Act on or before 
the date such payment was due, a penalty of five percent 
of the unpaid tax shall be assessed, unless there has 
been an extension of time either to file the return or to 
pay the tax. Regarding extensions of time, see INCT 
1514, INCT 1602, INCT 2206, and JNCT 2227. It 
an extension of time has occurred and the tax was not 
paid as of the date of the .expkaflon of the extension, 
the five percent late payment penalty will be assessed. 

In the case of any tax which is tobe paid in install-
ménts, as provided In Mlnn. Stat. §290.45, subd. 1 (See 
INCT 1601), If the taxpayer fails to make payment of 
any installment on the date such installment becomes 
due, a penalty of five. percent of the entire remairIng 
unpaid Installments shall be assessed. 

In a case where the Commissioner determines and 
assesses a deficiency of tax and issues his order de-
manding payment, and neither payment is made, .nor 
appeal taken to the Minnesota Tax Court within the 
period of 30 days after the Issuance of the order, a 
penalty of five percent of the entire additional tax re-
maining unpaid at the expiration of the period shall 
be assessed. If the Minnesota Tax Court determines a 
deficiency, and payment is not made within 30 days 
after issuance of the Court's decision, a penalty of five 
percent of such deficiency shall be assessed. 

The five percent penalty shall be collected as part 
of the tax. 

B. Assessment of interest for late payment of tax. 
With the exception of automatic extensions of time for 
persons serving in the Armed. Forces of the United 
States or of the United Nations (See INCT 1514, and 
INCT 2206, interest at the rate of six percent shall be 
assessed with respect to any unpaid tax imposed by 
this Act from the time the tax is due until the ta is 
paid, but for any taxes becoming due after July. 1, 
1975, the rate of interest is eight percent. If the taxis 
to be paid in Installments as provided in Minn. Stat. 
§. 290.45, Subd. 1 (See INCT 1601)' and an Install- 
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ment becomes past due, interest shall accrue from the 
date prescribed for the payment of the installment until 
the installment is paid. 

In a case where the Commissioner determines and 
assesses a deficiency of tax, and issues his order de-
manding payment, interest at the rate of six. percent 
shall be assessed on the amount of the deficiency from 
the due date of the return to the date of the order 
demanding payment. No further interest shall be as-
sessed if payment Is made within 30 days of the date 
the order is issued. 

Interest continues to accrue, following the Commis-
sioner's order, if payment is not' made within 30 days 
of the date the order is issued. If appeal is taken to the 
Minnesota Tax Court, interest continues to accrue 'until 
the Court's decision determining a deficiency is issued, 
and the taxpayer shall have 30 days thereafter in which 
to pay the deficiency without assessment of penalty or 
additional interest. 

If any penalty is incurred (See INCT 1800), inter-
est shall not only accrue with, respect to the unpaid tax 
liability, but it shall also accrue with respect to the 
penalty from the date the penalty becomes due. 

C. Effect of extension of time for filing a return or 
of time for payment. An extension of time for filing a 
return has the effect of extending the time for payment 
of any tax which may' be due. A taxpayer who files his 
return on or before the due date may, however,' be 
granted an extension of time for payment of the tax 
(See INCT 1602). 

If the taxpayer files his return and pays his 'tax 
within the lime allowed in his extension of time,, no 
penalty shall be assessed (See INCT 1800). Even 
though an extension of time is granted, interest at six 
percent continues to accrue from the original due date 
to the date when payment is made. No interest is as-
sessed, however, in the case of a serviceman who files 
his return within six months of the date he is released 
from military service. See INCT 1514 and JNCT 2206. 

INCT 1801 Failure to make and file return due to 
wilful neglect. A penally for failure to file a return is 
imposed unless it is shown that such failure to file was 
not due to wilful neglect. The negligence penalty is in 
lieu of the" five percent penalty for nonpayment. The 
rate of penalty is five percent of the tax if the failure 
to file is for not more than 30 days with an additional 
five percent for each additional 30 days or fraction 
thereof during which the failure continues,' not exceed 
ing 25 percent in the aggregate. The amount of tax. on 
which the penalties are imposed shall be the amount 
of tax due from the taxpayer reduced by any amounts 
of tax paid on or before the date prescribed for pay 
ment and reduced by the amount of any credit against 
the tax which may be claimed upon the return. 

Interest at the rate of six percent shall be assessed 
based upon the combined amount of' tax and amount 
of penalties and computed from the 'time the tax was 
due until the date payment is made, but for taxes be-
coming due after July I, 1975, the rate of interest is 
eight percent. 

INCT 1802 Penalty for failure to file, filing false or 
fraudulent return; intent to evade tax. Where a tax-
payer fails to file any return required by this Act or 
files a false or fraudulent return and in either case has 
the intention of evading the payment of tax, an amount 
equal to 50 per cent of the amount found to be due 
shall be added thereto and collected as part of the tax. 
This penalty is in addition to any other penalties and 
interest, whether civil or criminal, provided by Minn. 
Stat. § 290.53; except that if the SO percent penalty 
is imposed, the penalty imposed by Minn. Stat. § 
290.53, subdivision 3a will not apply. 

INCT 1803 Negligence or, intentional disregard of 
rules and regulations. If any part of an additional as-
sessment is due to negligence' or intentional disregard 
of rUles and regulations (but without intent to defraud), 
a penalty' of. five percent of such additional assessment 
will be imposed. 

INCT 1804 Criminal penalties. The Act provides: 

A. Any person who knowingly fails to make a re-
turn at the time required by law shall be guilty of a 
misdemeanor, and 

B. Any person who wilfully makes and subscribes 
any return; statement, or other document, which con-
tains or is verified by a written declaration that it is 
made under the penalties' of. perjury, and which he 
knows to be false and untrue as to any material matter, 
shall be guilty of a felony. As to the penalty on con-
viction, of a felony or misdemeanor Minn. Stat. § 609.03 
provides: 

"(1) If the crime is a felony, to imprisonment for 
not more than five years or to payment of a fine of not 
more than $5,000, or both. . 

"(3) If the crime is a misdemeanor, to imprison-
ment for not more than 90 days or to payment of a 
fine of not more than $300, or both.. ." 

INCT 1805 Allocation of payments. All payments 
received shall. be credited first to penalties, next to in-
terest, and then to the tax due. 

INCT 1806 Abatement of penalties or interest. Under 
Minn. Stat. § 270.07 the Commissioner has power to 
abate penalties or interest when in his opinion their 
enforcement would be unjust' and inequitable. The ex-
ercise of this power shall be subject to the approval of 
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the Attorney General if the abatement exceeds $500. 

Applications for abatement will be considered upon 
receipt of a statement from the taxpayer setting forth 
the facts upon which such request for abatement is 
based. 

Chapter Nineteen: Declaration of 
Estimated Tax by Individuals 

INCT 1900 In general. 

A. Requirement. A declaration of estimated income 
lax shall be made by a single individual if his gross 
income is in excess of $1,000 and by a married couple 
if their combined gross income is in excess of $1,800 
providing that such gross income contains more than 
$500 of income from sources other than wages subject 
to Minnesota withholding under Minn. Stat., § 290.92 
and the amount of such estimated lax can reasonably 
be expected to be $50 or more. 

B. Wages. Any individual whose only source of in-
come is wages subject to Minnesota withholding is not 
required to tile a declaration of estimated tax. How-
ever if an individual receives wages not subject to 
Minnesota withholding (such as a salary paid to a 
resident of Minnesota by a Wisconsin employer for 
services performed in Wisconsin) such individual must 
file a declaration of estimated tax. 

C. A parent does not include income of a minor child 
in his gross income in preparing his own estimated tax. 

D. If the individual is an infant or incompetent per-
son, the guardian shall have the responsibility of filing 
any declaration of estimated taxes required. 

1NCT 1901 Joint declaration by husband and wife. 
A. In general. A husband and wife may make a 

joint declaration of estimated tax even though they are 
not living together. However, a joint declaration may 
not be made if they are separated under a decree of 
divorce or of separate maintenance. A joint declaration 
may not be made if the taxpayer's spouse is not a Min-
nesota resident, or if his spouse has a different taxable 
year. U the combined gross income of the married 
couple meets the requirements of Minn. Stat. § 290.93, 
Subd. 1, either a joint declaration must be made or a 
separate declaration must be made by each, If a joint 
declaration is made by husband and wife, the liability 
with respect to the estimated tax shall be joint and 
several. 

B. Application to separate returns. The fact that  

a joint declaration of estimated tax Is made by them 
will 'not preclude a husband and his wife from filing 
separate returns. In case a joint declaration is made 
but a joint return is not made for the same taxable 
year, the payments made on account of the estimated 
tax for such year may be treated as payments on ac-
count of tax liability of either the husband or wife for 
the taxable year or may be divided between them In 
such manner as they may agree. In the event the hus-
band and wife fail to agree to a division, such pay -
ments shall be allocated between them in accordance 
with the following rule. The portion of such payments 
to be allocated to a spouse shall be that portion of the 
aggregate of all such payments as the amount of lax 
shown on the separate return of the taxpayer bears to 
the sum of the taxes shown on the separate returns of 
the taxpayer and his spouse. 

C. Death of spouse. 
1. A joint declaration may not be made after the 

death of either the husband or wife. However, If it is 
reasonable for a surviving spouse to assume that there 
will be filed a joint return for himself and the deceased 
spouse for his taxable year and the last taxable year 
of the deceased spouse he may, in making a separate 
declaration for' his taxable year which includes the 
period comprising such last taxable year of his spouse, 
estimate taxable income on an aggregate basis and 
compute his estimated tax in the same manner as though 
a joint declaration had been filed. 

2. If a joint declaration is made by husband and 
wife and thereafter one spouse dies, no further pay-
ments of estimated tax on account of such joint declara-
tion are required from the estate of the decedent. The 
surviving spouse, however, shall be liable for the pay-
ment of any subsequent installments of the joint esti-
mated tax unless an amended declaration setting forth 
the separate tax for the taxable year is made by such 
spouse. Such separate estimated tax shall be paid at 
the times and in the amounts determined under the 
rules and prescribed in Minn. Stat. § 290.93, Subd. 6. 
For the purpose of such amended declaration by the 
surviving spouse, and allocating the payments made 
pursuant to the joint declaration may be divided between 
spouse and the legal representative of the decedent in 
the event a joint return is not filed, the payments made 
pursuant to th joint declaration may be divided between 
the decedent and the surviving spouse in such propor-
tion as the surviving spouse and the legal representative 
of the decedent may agree. In the event the surviving 
spouse and the legal representative of the decedent fail 
to agree to a division, such payments shall be allocated 
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hi accordance with the following rule. The portion of 
such payments to be allocated to the surviving spouse 
shall be that portion of the aggregate amount of such 
payments as the amount of tax shown on the separate 
return of the surviving spouse bears to the sum of the 
taxes shown on the separate returns of the surviving 
spouse and of the decedent, and the' balance of such 
payments shall be allocated to the decedent. 

D. Signing of declaration. .,A joint declaration of a 
husband and wife shall be signed by both spouses, or, 
if signed by one spouse as agent for the other, author-
ization must accompany the declaration. Both spouses, 
whether or not one acts as agent for the other, are re-
sponsible for making the declaration and incur liability 
for the penalties provided for erroneous, false, or fraud-
ulent declarations. 

INCT 1902 Definition. Estimated ta for an individ-
ual shall be defined as the sum of the taxes imposed 
under Minn. Stat. Chapter 290 for the specific taxable 
year less the estimated amounts of allowable credits 
against the tax under Minn. Stat. Chapter. 290. 

INCT 1903 Contents of declaration of estimated 'tax. 
In general. The declaration of estimated tax by an indi-
vidual shall be made on Form M-14. For the purpose 
of making the declaration, the amount of gross income 
which the taxpayer can reasonably be expected to re-
ceive or accrue, depending upon the method of account-
ing upon which taxable income is computed, and the 
amount of the estimated allowable deductions and 
credits to be taken into account in computing the 
amount of estimated tax shall be determined upon the 
basis of the facts and circumstances existing as ,at the 
time prescribed for the filing of the declaration as well 
as those reasonably to be anticipated for the taxable 
year. If, therefore, the taxpayer is employed at the 
date prescribed for filing his declaration at a given wage 
or salary, it should, in the absence of circumstances 
indicating the contrary, be presumed .by him for the 
purpose of the declaration that such employment wi.H 
continue to the end of the taxable year at the wage or 
salary receiyed by him as of such date. In the case of 
income other than wages and salary the regularity in 
the payment of income, such as dividends, interest, 
rents, royalties, and income arising from estates and 
trusts is a factor to be taken into consideration. Thus, 
if the taxpayer owns shares of stock in a corporation 
and dividends have been paid regularly for several years 
upon such stock, the taxpayer  in the preparation of his 
declaration should,,in the absence of Information indi-
cating a change in the dividend policy, include the 
prospective dividends from the corporation for the 
taxable year as well as those actually received in such 
year prior to the filing of the declaration. In the case 
of a taxpayer engaged in business on his own account, 
there shall be made an estimate of gross income and 

deductions and credits in the light of the best available 
information affecting the trade, business or profession. 

INCT 1904 Time and place for filing. 
A. Individuals other than farmers. Declarations of 

estimated tax for the calendar year shall be made on 
or before April 15th of such calendar year by every 
individual whose anticipated income for the year meets 
the requirements of Minn. Stat. § 290.93, Subd. 1. If, 
however, the requirements necessitating the filing of 
the declaration are first met, in the case of an indi-
vidual on the calendar year basis, after April 1st, but 
before June 2nd of the calendar. year, the declaration 
must be filed on or before June 15th; if such require-
ments are first met after June 1st and before September 
2nd, the declaration must be filed on or before Septem-
ber 15th; and If such requirements are first met after 
September 1st, the declaration must be filed on or 
before January 15th of the succeeding calendar year. 
In the case of an Individual on the fiscal year basis, see 
INCT 1906. 

B. Farmers. In the case of an individual on a cal-
endar year basis, whose estimated gross income from 
farming for the calendar year Is at least two-thirds of 
his total estimated gross income from all sources for 
such year, his declaration may be filed on or before the 
15th day of January of the succeeding calendar year 
in lieu of the time prescribed in paragraph A. For the 
ffling of a return in lieu of a declaration, see INCT 
1904. If an individual receives for the use of his land 
income In the form of a share of the crops produced 
thereon such Income Is from farming. 

C. Place for filing declaration. The declaration of 
estimated tax shall be filed with the Commissioner of 
Revenue, St. Paul, Minnesota. 

D. Amendment of declaration. An amended dec-
laration of estimated tax may be filed during any inter-
val between installment dates prescribed for the taxable 
year. However, no amended declaration may be filed 
until after the installment date on or before which the 
original declaration was filed only one amended declar-
ation may be ified during each interval between install-
ment dates. An amended declaration shall be filed with 
the Commissioner of Revenue, St. Paul, Minnesota. 

In the making of a declaration of estimated tax, the 
taxpayer is required to take into account the then exist-
ing facts and circumstances as well as those reasonably 
to be anticipated relating to prospective gross income, 
allowable deductions and estimated credits for the tax-
able year. Amended or revised declarations may be 
made in any case in which the taxpayer estimates that 
his gross income, deductions, or credits will differ from 
the gross income, deductions, or credits reflected in the 
previous declaration. An amended declaration may also 
be made based upon a change in the number of exemp- 

(CITE 1 S.R. 150) 	 STATE REGISTER, MONDAY, AUGUST 2, 1976 
	

Page 150 



tions to which the taxpayer may beentitled for the then 
current taxable year. 

E. Return as declaration or amendment. 

1. If the taxpayer ifies his return for the calendar 
year on or before January 31 (or March 1, in the case 
of an individual referred to in Minn. Stat. § 290.93, 
Subd. 5(2) relating to income from farming) of the 
succeeding calendar year (or if the taxpayer is on a 
fiscal year basis, on or before the last day of the first 
month (in the case of a farmer, the 1st day of the third 
month) immediately succeeding the close of such fiscal 
year), and pays in full the amount computed on the 
return as payable, then - 

a. If the declaration is not required to be filed 
during the taxable year, but is required to be filed on 
or before January 15 of the succeeding year (or the 
date corresponding thereto in the case of a fiscal year), 
such return shall be considered as such declaration; or 

b. If a declaration was filed during the taxable 
year, such return shall be considered as the amend 
ment of the declaration permitted by Mino. Stat. § 
290.93, Subd 5(3) to be filed on or before January 
15 of the succeeding year (or the date corresponding 
thereto in the case of a fiscal year). 

For example, an individual taxpayer on the calendar 
year basis who, subsequent to September 1, 1974, first 
meets the requirements of Minn. Stat. § 290.93, Subd. 
1 which necessitate the filing of a declaration for 1974, 
may satisfy the requirements as to the filing of such 
declaration by filing his return for 1974 on or before 
January 31, 1975 (March 1, 1975, in the case of a 
farmer) and paying in full at the time of such filing 
the tax shown thereon to be payable. Likewise, if a 
taxpayer files on or before September 15, .1974, a timely 
declaration for such year and subsequent thereto re-
ceives additional income requiring an amended declara-
tion, the meeting of the requirements for filing such 
amended declaration can be made by filing his income 
tax return for 1974 and paying the full tax shown due 
by January 31, 1975. 

2. For the purpose of Minu. Stat. § 290.93, Subd. 
5(4) a taxpayer may file his return on or before the 
last day of the first month following the close of the 
taxable year even though he has not been furnished a 
Wage and Tax Statement by his employer. In such case 
the taxpayer shall compute, as accurately as possible, 
his wages for such year and the tax withheld for which 
he is entitled to a credit, reporting such wages and tax 
on his return, together with all other pertinent infor- 

mafion necessary to the determination of his tax lia-
bility for such year. By availing himself of the provision 
set forth in this regulation a person does not eliminate 
the necessity for filing an amended return correcting 
any errors that may occur due to not having complete 
information at the time of filing the income tax return. 

3. Compliance with the provisions of Mlnn. Stat. 
§ 290.93, Subd 5(4) will enable a taxpayer to avoid 
the addition to the tax imposed by Minn. Stat. § 290.93, 
Subd. 10 with respect to an underpayment of the In-
stallment not required to be paid until January 15 of 
the succeeding calendar year (or the corresponding 
date In the case of a fiscal year). With respect to an 
underpayment of any earlier installment, compliance 
with Minn. Stat. § 290.93, Subd. 5(4) will not relieve 
the taxpayer from the addition to the tax imposed by 
Minn. Stat. § 290.93, Subd. 10. However, the period 
of the underpayment under Minn. Stat. § 290.93, Subd. 
10(3), with respect to any earlier installment, will ter-
minate on January 15 of the succeeding calendar year 
(or the corresponding date in the case of a fiscal year). 
For example, a taxpayer discovers on January 14, 1975, 
that he has underpaid his estimated tax for the calendar 
year 1974. He may, in lieu of filing an amended decla-
ration on January 15, 1975 and paying the balance of 
the estimated tax determined thereon, file his final re-
turn on January 31, 1975, and pay in full the amount 
computed thereon as payable. By so doing he will avoid 
the addition to the tax with respect to the underpayment 
of the installment required to be paid by January 15, 
1975. The periods of underpayment under Minn. Stat. 
§ 290.93, Subd. 10(3), as to the installments required 
to be paid on April 15, 1974, June 15, 1974 and Sep-
tember 15, 1974, also terminate on January 15, 1975. 

F. Extensions of time for filing declarations by in-
dividuals. In general. An application for an 'extension 
of time for filing a declaration shall be addressed to 
the Commissioner of Revenue, St. Paul, Minnesota and 
must contain a full recital of the causes for the delay. 
Except in the case of taxpayers who are abroad, no 
extension for filing declarations may be granted for 
more than six months. 

INCT 1905 Time payment required. Payment of es-
timated fax as defined in Minn. Stat. § 290.93, Subd. 
3, reflected on the declaration shall be made to the 
Commissioner of Revenue as follows: 

A. If the amount of such estimated tax for the full 
year is $50 or less no payment is required. 

B. If such declaration is filed by April 15 of the 
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taxable year, it shall be paid in four equal installments, 
the first payment made at the time of filing the declara-
tion, the second and third paid respectively on or before 
June 15 and September 15 of such taxable year and the 
final payment required on January 15 of the succeeding 
taxable year. 

C. If such declaration is timely filed after April 15 
but before June 15, the payments shall be made in 
three equal installments; the first payment made at the 
time of filing the declaration, the second payment on or 
before September 15 of such taxable year, and the final 
payment required on or before January 15 of the suc-
ceeding year. 

D. if such declaration is timely filed after June 15 
and before September 15, the payments shall be made 
in two equal installments; the first payment being made 
with the filing of the declaration and the second on or 
before January 15 of the succeeding year. 

E. if the declaration including those referred to in 
Minn. Stat. § 290.93, Subd. 5(2) in relation to income 
from farming, is timely filed after September 15 of 
such taxable year the payment reflected on such decla-
ration shall be made in full at the time such estimate 
is filed. (See INCT 1904 for use of income tax return 
to replace estimate to be filed by January 15 of the 
succeeding year). 

F. If the individual meets the requirements for filing 
an estimated tax on or before a previous due date as 
set forth in Minn. Stat. § 290.93, Subd. 5, but fails to 
do so until a later due date the amount of estimate 
required to be paid would be the total amount due had 
such estimate been timely filed. 

G. If any amendment of a declaration is filed, the 
remaining amount due, if any, shall be diStributed over 
the remaining installments equally, and if made after 
September 15 of such taxable year the full amount 
remaining is to be paid at the time of filing such amend-
ment. 

H. Nothing in this regulation shall be meant to re-
strict the election of the individual to pay any or all 
installments prior to the date prescribed for such pay-
ment. 

I. Such payments of estimated tax shall be considered 
as payments on account toward the liability of taxes 
imposed on such individual under Minn. Stat. Chapter 
290. 

J. Fiscal Year Taxpayer. The due dates for payment 
would correspond to due dates described under INCT 
1906. 

INCT 1906 Fiscal year or short taxable year. 

A. Fiscal Year. 
1. Individuals other than farmers. In the case 

of an individual on the fiscal basis, the declaration must 
be filed on or before the 15th day of the 4th month of 
the taxable year. If, however, the requirements of Minn. 
Stat. § 290.93, Subd. 1, are first met after the 1st day 
of the 4th month and before . the 2nd day of the 6th 
month, the declaration must be filed on or before the 
15th day of the 6th month of the taxable year. If such 
requirements are first met after the 1st day of the 6th 
month, and before the 2nd day of the 9th month, the 
declaration must be filed on or before the 15th day of 
the 9th month of the taxable year. if such requirements 
are first met after the 1st day of the 9th. month, the 
declaration must be filed on or before the 15th day of 
the 1st month of the succeeding fiscal year. Thus, if 
an individual taxpayer has a fiscal year ending on June 
30, 1975, his declaration must be filed on or before 
October 15, 1975, if the requirements of Minn. Stat. § 
290.93, Subd. 1, are met on or before October 1, 1975. 
Other due dates would reflect similar corresponding dates 
compared to a calendar year taxpayer both for require-
ments of filing and payments due. That is, 2nd install-
ment due date would be December 15, 1975. The 3rd 
installment due date would be March 15, 1976. And 
the final installment due date would be July 15, 1976. 

2. Farmers. An individual on the fiscal year basis 
whose estimated gross income from farming is at least 
two-thirds of his total estimated gross income from all 
sources for such taxable year may file his declaration 
on or before the 15th day of the month immediately 
following the close of his taxable year or the individual 
described can elect to file his income tax return and 
pay all taxes shown due thereon by the 1st day of the 
3rd month succeeding such taxable year. 

B. Short taxable years of individuals. 

1. Requirement of declaration. No declaration 
may be made for a period of more than 12 months. For 
purposes of Minn. Stat. § 290.93, Subd. 7 a taxable 
year of 52 or 53 weeks, in the case of a taxpayer who 
computes his taxable income in accordance with the 
election permitted by Minn. Stat. § 290.40(2) shall be 
deemed a period of 12 months. For the purpose of de-
termining the effective date for the applicability of any 
provision of Minn. Stat. § 290.93 which is expressed in 
terms of taxable years beginning or ending with refer-
ence to the first or last day of a specified calendar 
month, including the time for filing returns and other 
documents, paying tax, or performing other acts, a 
52-53 week taxable year is deemed to begin on the first 
day of the calendar month beginning nearest to the first 
day of the 52-53 week taxable year, and is deemed to 
end or close on the last day of the calendar month end-
ing nearest to the last day of the 52-53 week taxable 
year, as the case may be. A separate declaration for a 
fractional part of a year is required where, for example, 
there is a change, with the approval of the Commis-
sioner, in the basis of computing taxable income from 
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one taxable year to another taxable year. The periods 
to be covered by such separate declarations in the sev-
eral cases are those set forth in Minn. Stat. § 290.40. 
No declaration is required if the short taxable year is - 

a. A period of less than four months, 
b. A period of at least four months but less than 

six months and the requirements of Minn. Stat. § 
290.93, Subd. 1 are first met after the 1st day of the 
fourth month, 

c. A period of at least six months but less than 
nine months and the requirements of Minn. Stat. § 
290.93, Subd. 1 are first met after the 1st day of the 
sixth month, or 

d. A period of nine months or more and the 
requirements of Minn. Stat. § 290.93, Subd. 1 are first 
met after the 1st day of the ninth month. 

In the case of a decedent, no declaration need be 
Med subsequent to the date of death. As to the require-
ment for amended declaration, if death of one spouse 
occurs after filing a joint declaration, see INCT 1901. 

2. Income placed on annual basis. For the pur-
pose of determining whether the anticipated income for 
a short taxable year resulting from a change of annual 
accounting period necessitates the ffling of a declara-
tion, such income shall be placed on an annual basis 
in the manner prescribed in Minn. Stat. § 290.32. 

3. Individuals other than farmers. In the case of 
short taxable years the declaration shall be Med on or 
before the 15th day of the 4th month of such taxable 
year if the requirements of Minn. Stat. § 290.93, Subd. 
1 are met on or before the 1st day of the 4th month of 
such year. If such requirements are first met after the 
1st day of the 4th month but before the 2nd day of the 
6th month, the declaration must be Med on or before 
the 15th day of the 6th month, if such requirements are 
first met after the 1st day of the 6th month but before 
the 2nd day of the 9th month, the declaration must be 
filed on or before the 15th day of the 9th month. If, 
however, the period for which the declaration is Med is 
one of 4 months, or one of 6 months and the require-
ments of Minn. Stat. § 290.93, Subd. 1 are not met 
until after the 1st day of the 4th month, or one of 9 
months and such requirements are not met until after 
the 1st day of the 6th month, the declaration may be 
Med on or before the 15th day of the succeeding taxable 
year. 

4. Farmers. In the case of an individual whose 
estimated gross income from farming for a short taxable  

year Is at least two-thirds of his total estimated gross 
income from all sources for such taxable year, his 
declaration may be Med on or before the 15th day of 
the month immediately following the close of such tax-
able year. 

INCT 1907 Underpayment. 
A. In generaL 

1. Minn. Stat. § 290.93, Subd. 10 imposes an 
addition to the taxes under Minn. Stat. § 290.06 in the 
case of any underpayment of estimated tax by an in-
dividual (with certain exceptions described in Minn. 
Stat. § 290.93, Subd. 10(4)). This addition to the 
taxes is in addition to any applicable criminal penalties 
and is imposed whether or not there was reasonable 
cause for the underpayment. The amount of the under-
payment for any installment date is the excess of - 

a. 70 percent (66½ percent in the case of in-
dividuals referred to in Minn. Slat. § 290.93, Subd. 
5(2), relating to income from farming) of the tax 
shown on the return for the taxable year or, if no re-
turn was filed, 70 percent (66½ percent in the case of 
individuals referred to in Minn. Stat. § 290.93, Subd. 
5(2) relating to income from farming) of the tax for 
such year, divided by the number of installment dates 
prescribed for such taxable year, over 

b. The amount, if any, of the installment paid 
on or before the last day prescribed for such payment. 

2. The amount of the addition is determined at 
the rate of 6 percent per annum upon the underpay-
ment of any installment of estimated tax for the period 
from the date such installment is required to be paid 
until the 15th day of the fourth month following the 
close of the taxable year, or the date such underpay-
ment is paid, whichever is earlier. (The rate is 8% for 
taxes becoming due after July 1, 1975). For purposes 
of determining the period of the underpayment 

(1) the date prescribed for the payment of 
any installment of estimated lax shall be determined 
without regard to any extension of time, and 

(2) a payment of estimated tax on any in-
stallment date, to the extent that it exceeds the amount 
of the installment determined under subparagraph 1. a. 
of this paragraph for such installment date, shall be 
considered a payment of any previous underpayment. 

3. In determining the amount of the installment 
paid on or before the last day prescribed for payment 
thereof, the estimated tax shall be computed without 
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any reduction for the amount which the taxpayer 
estimates as his credit under .Minn. Stat. § 290.92, 
Subd. 12 (relating to tax withheld .at source on wages), 
and the. amount of. such credit shall be deemed paid on 
each installment date (determined under Minn.. Stat.1 
290.93, Subd. 6) for the taxable year unless the tax-
payer establishes the dates on which all amounts were 
actually withheld. In the latter case, all amounts with-
held shall be considered as payments of estimated tax 
on the dates such amounts were actually withheld. 
Under Minn. Stat. § .290.92,. Subd. 12 the 'entire 
amount withheld during a calendar year is allowed as 
a credit against the tax for the taxable year which be-
gins in such calendar year. However, where more than 
one taxable year begins in any calendar year no portion 
of the amount, withheld during the calendar year will 
be. treated as a payment of estimated tax for any tax-
able year other than. the last taxable year beginning in 
such calendar year. The rules prescribed in this sub-
paragraph for determining the time as of which the 
amount withheld shall be deemed paid are applicable 
even though such amount was withheld during a taxable 
year preceding that for which the credit is allowed. 

4. The term "tax" when used in subparagraph 1. 
a. of this paragraph shall mean the tax imposed, by 
Minn. Stat. Chapter 290 reduced by all credits allowed 
by that chapter except the credit provided by Minn. 
Stat. § 290.92, Subd. 12, relating to tax withheld at 
source on wages. 

B. Statement relating to underpayment. If there 
has been an underpayment of estimated tax as of any 
installment date prescribed for its payment and the tax-
payer believes that one or more of the exemptions 
described in INCT 1908 precludes the assertion of the 
addition to the tax under Minn. Stat. § 290.93, Subd. 
10, he should attach to his income tax return for the 
taxable year, a schedule showing the applicability of 
any exception upon which he relies. 

INCT 1908 Exceptions to imposition of the addition 
to the tax. 

A. In general. The addition to. the tax under Minn. 
Stat. § 290.93, Subd. 10 will not be Imposed for any 
underpayment of any installment of estimated tax if, on 
or before the date prescribed for payment of the install-
ment, the total amount of all payments of estimated tax 
made equals or exceeds the least 'of the following 
amounts - 

1. The amount which would have been required 
to be paid on or before the date prescribed for payment 
If the estimated tax were the tax shown on the' return 
for the preceding taxable year, provided that the pre-. 
ceding taxable year was a year of 12 months and a re-
turn showing a liability, for tax was filed for such year; 

2. The amount which would have been required  

to be paid on or before the date prescribed for payment 
if the estimated tax were an amount equal to a tax de-
termined on the basis of the tax rates and the taxpayer's 
status with respect to all allowable credits for the taxable 
year, but otherwise on the basis of facts shown on the 
return for 'the preceding' taxable year and the law ap-
plicable to such year, in the case of an individual re-
quired, to file a return for such preceding taxüble year; 

3. The amount which would have been required to 
be paid on or before the date prescribed for payment if 
the estimated tax were an amount equal to 70 percent 
(66½ percent in the case of individuals referred to in 
Minn. Stat. § 290.93, Subd. 5(2), relating to income 
from farming) of the tax computed by placing on an 
annual basis the taxable Income for the calendar months 
'in the taxable year preceding such date. The taxable 
income shall be placed on an annual basis by - 

a. Multiplying by 12 (or the number of months 
In the taxable year if less than 12) the taxable income 
(computed without the standard deduction and without 
deductions for personal' exemptions), or the adjusted 
gross income if the standard deduction is to be used, for 
such calendar months, 

b. Dividing the resulting amount by the number 
of such calendar months, and 

c. Deducting from such amount the standard 
deduction, if applicable, and the deductioll for personal 
exemptions (such personal exemptions being determined 
as of the date prescribed for payment); or 

4. An amount equal to 90 percent of the tax com-
puted, at the rates applicable to the taxable year, on 
the basis of the actual taxable income for the calendar 
months in the taxable,year preceding the date prescribed 
for payment. 

In the case of a taxpayer whose taxable year consists 
of 52 or 53 weeks in accordance with Minn. Stat. § 
290.40(2), the rules prescribed by INCT 1906 shall be 
applicable in determining for purposes of subparagraph 
1. of this paragraph, whether a taxable year was a year 
of 12 months and, for purposes of subparagraphs 3. 
and 4. of this paragraph, the number of calendar 
months in a taxable year preceding the date prescribed 
for payment of an installment of estimated tax. 

B. Meaning Of Terms. As used in this section and 
JNCT 1909. 

1., The term "tax" means the tax imposed by 
Minn. Stat. Chapter 290 reduced by the credits against 
tax allowed 'by such chapter, other than the credit 
against tax provided by Minn. Stat. § 290.92, Subd. 12 
(relating to tax withheld on wages), and without re-
duction fOr. any payments of estimated tax. 

2. The term "return for the preceding taxable 
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year" means the income tax return for such year *hlch 
Is required by Minn. Stat. § 290.37. 

C. Determination of Taxable Income For Installment 
Periods. 

1. In general. 
a. In determining the applicability of the ex-

ceptions described in paragraph A.3. and 4. of this 
section, there must be an accurate determination of the 
amount of income and deductions for the calendar 
months in the taxable year preceding the installment 
date as of which the determination Is made, that is, for 
the period terminating with• the last day of the third, 
fifth, or eighth month of The taxable year. For example, 
a taxpayer distributes year-end bonuses to his em-
ployees but does not determine the amount of the 
bonuses until the last month of the taxable year. He 
may not deduct any portion of such year-end bonuses 
in determining his taxable income for any installment 
period other than the final Installment period for the 
taxable year, since deductions are not allowable until 
paid or accrued, depending on the taxpayer's method 
of accounting. 

b. If a taxpayer on an accrual method of ac-
counting wishes to use either of the exceptions described 
in paragraph A.3. and 4. of this section, he must estab-
lish the amount of income and deductions for each 
applicable period. If his income is derived from a busi-
ness in which the production, purchase, or sale of mer-
chandise is an income-producing factor requiring the 
use of inventories, he will be unable to determine ac-
curately the amount of his taxable income for the 
applicable period unless he can establish with reason-
able accuracy, his cost of goods sold for the applicable 
installment period. The cost of goods sold for such 
period shall be considered, unless a more exact deter-
mination is available, as such part of the cost of goods 
sold during the entire taxable year as the gross receipts 
from sales for such installment period is of gross receipts 
from sales for the entire taxable year. 

2. Members of partnerships. The provisions of 
this subparagraph shall apply in deterñiining the appli-
cability of the exceptions described in paragraph A.3. 
and 4. of this section to an underpayment of estimated 
tax by a taxpayer who Is a member of a partnership. 

a. There shall be taken into account - 
(1) The partner's distributive share of part-

nership items set forth under Minn. Stat. 290.31, Subd. 
2. 

(2) The amount of any guaranteed payments 
under Minn. Stat. § 290.31, Subd. 7(4), and 

(3) Gains or losses on partnership distribu-
tions which are treated as gains or losses on sales of 
property. 

In determining a partner's taxable income for the 
months in his taxable year which precede the month 
in which the installment date falls, the partner shall 
take into account items set forth in Minn. Stat. § 
290.31, Subd. 2 for any partnership taxable year end-
ing with or within his taxable year to the extent that 
such items are attributable to months in such partner-
ship taxable year which precede the month in which 
the installment date falls. In addition, a partner shall 
include in his taxable income for the months in his 
taxable year which precede the month in which th 
installment date falls guaranteed payments from the 
partnership to the extent that such guaranteed payments 
are includible in his taxable income for such months. 
See Minn. Stat. § 290.31, Subd. 6(1) andSubd. 7(4). 

3. Beneficiaries of estates and trusts. In deter-
mining the applicability of the exceptions described hi 
paragraph A.3. and 4. of this section as of any install-
ment date, the beneficiary of an estate or trust must 
•take into account his distributable share of income from 
the estate or trust for the applicable period (whether 
or not actually distributed) if the trust or estate Is re-
quired to distribute income to him currently. If the 
estate or trust is not required to distribute income cur-
rently, only the amounts actually distributed to the 
beneficiary during such period must be taken into 
account. If the taxable year of the beneficiary and the 
taxable year of the estate or trust are different, there 
shall be taken into account the beneficiary's distributable 
share of income, or the amount actually distributed to 
him as the case may be, during the months in the 
taxable year of the estate or trust ending within the 
taxable year of the beneficiary which precede the month 
in which the installment date falls. 

D. Special rule in case of éhange from joint re- 
•turn or separate return for the preceding taxable year. 

1. Joint return to separate return. In determining 
the applicability of the exceptions described In para-
graph A.1. and 2. of this section to an underpayment 
of estimated tax, a taxpayer filing a separate return, 
who participated in the filing of a joint return for the 
preceding taxable year, shall be subject to the following 
rule. The tax— 

a. Shown on the return for the preceding taxable 
year, or 

b. Based on the tax rates and all credits allow- 
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able under MInn. Stat. Chapter 290 for the taxable 
year but otherwise determined on the basis of the facts 
shown on the return for the preceding taxable year, 
and the law applicable to such year, shall be that por-
tion of the tax which bears' the same ratio to the whole 
of the tax as the amount of tax for which the taxpayer 
would have been liable bears to the sum of the taxes 
for which the taxpayer and his spouse would have been 
liable had each spouse ified a separate return for the 
preceding taxable year. 

2. Separate return to joint return. In the case 
of a taxpayer who participates in the filing of a joint 
return for the taxable year with respect to which there 
is an underpayment of estimated tax and who filed a 
separate return for the preceding taxable year - 

a. The tax shown on the return for the preced-
ing taxable year, for purposes of determining the appli. 
cabifity of the exception described in paragraph A.1. 
of this section, shall be the sum of both the tax shown 
on the return of the taxpayer and tax shown on the re-
turn of the taxpayer's spouse for such preceding year, 
and 

b. The facts shown on both the taxpayer's re-
turn and the return of his spouse for the preceding 
taxable year shall be taken into account for purposes 
of determining the applicability of the exception de-
scribed in paragraph A.2. of this section. 

E. Combined form for filing separate returns. On 
individuals ffling a combined return as defined under 
Minn. Stat. § 290.39, Subd. 2 the computation of under-
payment would be made on the basis of the combined 
liability and the combined credits as allowed under 
Mimi. Stat. Chapter 290. 

INCT 1909 Short taxable years. 
A. In general. The provisions of Minn. Stat. § 

290.93, Subd. 10 with certain modifications which are 
explained in paragraph B. of this section, are applicable 
in the case of a short taxable year for which a declara-
tion is required to be ified (See INCT 1906 for require-
ment of declaration for short taxable year). 

B. Rules as to application of Minn. Stat. § 290.93, 
Subd.10(4). 

1. In any case in which the taxable year for which 
an underpayment of estimated tax exists in a short 
taxable year due to a change in annual accounting 
periods, in determining the tax - 

a. Shown on the return for the' preceding tax-
able year (for purposes of Minn. Stat. § 290.93, Subd. 
10(4)) or 

b. Based on the tax rates and all allowable 
credits for the current taxable year but otherwise on 
the basis of the facts shown on the return for' the pre-
ceding taxable year, and the law applicable to such 
year. It is important to such consideration that certain  

credits such as the Senior Citizen Credits (freeze and 
income) under Minn. Stat. § 290.0601 through Minn. 
Stat. § 290.066; and Rent Credit under Minn. Stat. 
§ 290.981 must be credited on a calendar year basis 
on December 31. For any short year the full credit 
allowable for calendar year credits listed above would 
be allowed if December 31 fell within the short year 
being filed. If the short period does not include the end 
of the calendar year within its measure, no allowance 
of these credits can be claimed. 

The tax will be reduced by multiplying it by the 
nwnber of months in the short taxable year and divid-
ing the resulting amount by 12. 

2. If the taxable year for which an underpayment 
of estimated tax exists is a short taxable year due to a 
change in annual accounting periods, in annualizing the 
income for the months in the taxable year preceding 
an installment date, for purposes of Mimi. Stat. § 
290.93, Subd. 10(4), the personal exemptions allowed 
as deductions under Minn. Stat. § 290.06, Subd. 3 
(1) (2) (3) shall be reduced to the same extent that 
they are reduced under Minn. Stat. § 290.06, Subd. 
3(6) in computing the tax for a short taxable year. 

3. If "the preceding taxable year" referred to in 
Minn. Stat. § 290.93, Subd. 10(4)(b) was a short 
taxable year, the tax computed on the basis of the 
facts shown on the return for such preceding year for 
purposes of determining the applicability of the ex-
ception described in Minn. Stat. § 290.93, Subd. 10(4), 
shall be the tax computed on the annual basis in the 
manner described in Mimi. Stat. § 290.32. If the tax 
rates or the taxpayer's status with respect to personal 
exemption for the taxable year with respect to which 
the underpayment occurs differ from such rates or status 
applicable to the preceding taxable year, the tax de-
termined in accordance with the preceding sentence 
shall be recomputed to reflect the rates and status 
applicable to the year with respect to which the under-
payment occurs. 

Chapter Twenty: Declarations of Estimated 
Income Tax by Corporations 

INCT 2000 Requirement of declaration. A declara-
tion of estimated tax shall be made by every corporation 
which is subject to taxation under Minn. Stat. ch. 290, 
if its income tax under such chapter for the taxable year 
can reasonably be expected to exceed the sum of 
$1,000. 

INCT 2001 Definition of estimated tax. The term 
"estimated tax" in the case of a corporation, means the 
excess of the amount which such corporation estimates 
as its income tax liability for the taxable year under 
Minn. Stat. ch. 290, over the sum of $1,000. 

Example. C, a corporation subject to tax under 
Minn. Stat. ch. 290, reasonably anticipates an expected 
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income tax of $1,500. Since C's expected tax ($1,500) 
exceeds the exemption ($1,000) a declaration of esti-
mated tax is required to be ified reporting an estimated 
tax of $500 for the taxable year. 

INCT 2002 Contents of declaration of estimated tax. 
A. In general. The declaration of estimated tax by a 

corporation shall be made on Form M-18, and by a 
bank on Form M-20. For the purpose of making the 
declaration, the estimated lax should be based upon the 
amount of gross income which the taxpayer can reason-
ably be expected to receive or accrue, depending upon 
the method of accounting upon which the taxable in-
come is computed, and the amount of the estimated 
allowable deductions to be taken into account. Such 
amounts of gross income and deductions should be de-
termined upon the basis of facts and circumstances 
existing as at the time prescribed for the filing of the 
declaration as well as those reasonably to be anticipated 
for the taxable year. 

B. Use of prescribed form. Copies of Form M-18 
and M-20 will be furnished taxpayers. A taxpayer will 
not be excused from making a declaration, however, by 
the fact that no form has been furnished. Taxpayers not 
supplied with the proper form should make application 
Iherefor to the Department of Revenue in ample time 
to have their declarations prepared, verified, and filed 
with the department on or before the date prescribed 
for filing the declaration. If the prescribed form is not 
available a statement disclosing the estimated income 
tax after the exemption and the credits, if any, should 
be filed as a tentative declaration within the prescribed 
time, accompanied by the payment of the required in-
stailment. Such tentative declaration should be supple-
mented, without unnecessary delay, by a declaration 
made on the proper form and notice given at that time 
that a tentative declaration has been filed. 

INCT 2003 Amendment of declaration. In the mak-
ing of a declaration of estimated tax the corporation is 
required to take into account the then existing facts and 
circumstances as well as those reasonably to - be antic-
ipated relating to prospective gross income and allow-
able deductions for the taxable year. Amended or 
revised declarations may be made in any case in which 
the corporation estimates that its gross income or de-
ductions will materially change the estimated tax re-
ported in the previous declaration. Such amended 
declaration may be made on either Form M-18 or M-20 
(marked "Amended") or on the reverse side of the 
installment notice Form M-19 furnished the corpora-
tion. See also LNCT 2006. 

INCT 2004 Short taxtible year. 
A. Requirement of declaration. No declaration may 

be made for a period of more than 12 months. For pur-
poses of this section a taxable year of 52 or 53 weeks, 
in the case of a corporation which computes its taxable 
income in accordance with the election permitted by 
Minn. Stat. § 290.40, shall be deemed a period of 12 
months. A separate declaration is required where a 
corporation is required to submit an income tax return 
for a period of less than 12 months. 

B. Election of year consisting of 52-53 weeks. 
Minn. Stat. § 290.40 provides in general, that a tax-
payer may elect to cOmpute his taxable income on the 
basis of a fiscal year which varies from 52 to 53 weeks, 
ends always on the same day of the week, and ends al-
ways on whatever date this same day of the week last 
occurs in a calendar month, or whatever date this same 
day of the week falls which is nearest to the last day of 
the calendar month. 

For the purpose of determining the effective date for 
the applicability of any provision of Minn. Stat. ch. 
290 which is expressed in terms of taxable years begin-
ning or ending with reference to the first or last day of 
a specified calendar month, including the time for fil-
ing returns and other documents, paying tax, or per-
forming other acts, a 52-53-week taxable year is deemed 
to begIn on the first day of the calendar month begin-
ning nearest to the first day of the 52-53-week taxable 
year, and is deemed to end or close on the last day of 
the calendar month ending nearest to the last day of 
the 52-53-week taxable year, as the case may be. 

INCT 2005 Time and place for filing. A declaration 
of estimated tax required of a corporation by Minn. 
Stat. § 290.93 1 shall be filed as follows: 
If. the requirements of MInn. The declaration shall be filed 
Stat. § 290.931 are first met— on or before— 

before the 1st day of the 3rd the 15th day of the 3rd month 
month of the taxable year 	of the taxable year 

after the last day of the 2nd the 15th day of the 6th month 
month and before the 1st day of the taxable year 
of the 6th month of the tax. 
able year 
after the last day of the 5th the 15th day of the 9th month 
month and before the 1st day of the taxable year 
of the 9th month of the tax. 
able year 
after the last day of the 8th the 15th day of the 12th month 
month and before the 1st day of the taxable year 
of the 12th month of the tax. 
able year 
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§ 290.934 and the period of the underpayment will be 
determined under Miun. Stat. § 290.934, subd. 3 with-
out regard to such extension. 

The declaration of estimated tax shall be filed with 
the commissioner of revenue at his offices In St. Paul, 
Minnesota. 

INCT 2006 Amendment of declaration. In any case 
where ,a declaration of estimated tax for a taxable year 
has been flied, an amended declaration of estimated tax 
may be filed during, any interval between installment 
dates prescribed for the taxable year. However, no 
amended declaration may be filed until after the install-
ment date on or before which the original declaration 
was filed and only one amended declaration may be 
filed during each interval between installment dates. See 
INCT 2003 for the manner of making an amended dec-
laration. 

INCT 2ö07 Short taxable year. 
A. In the case of a short taxable 'year of four or 

more months the declaration shall be filed on or before 
the application date specified in INCT 2005 or filed on 
or before the 15th day of the last month of the short 
taxable year if the requirements of Minn Stat. § 
29O931 are first met before the first day of such last 
month and the date specified in INCT 2005 as ap 
plicãble is not v'lthin the short taxable year. See INCT 
2004 relating to the requirement of a declaration in the 
case of a short taxable year and INCT 2011 relating to 
the time for payment of the estimated tax in case of a 
short taxable year. 	', 

B. Where a declaration of estimated tax for a short 
taxable year has been filed an amended declaration may 
be filed during any interval between installment dates. 
However, no amended declaration for a short taxable 
year may be filed until after the installment date on or 
before which the original declaration was ified and only' 
one amended declaration may be filed during each In-
terval between installment dates. For purposes of this 
subparagraph the term "installment date" includes the 
15th day of the last month of a short,taxable year" if 
such 15th day does not fall on a prescribed installment 
date. 

LNCT 2008 Extension of time. 
A. In general. The commissioner Is authorized to 

grant a reasonable extension of time for filing a declara-
tion or an amended declaration. An application by a 
corporation for an extension of time for filing such a 
declaration shall be addressed to the commissioner and: 
must contain a full recital of the causes for the delay. 

B. Addition to tax applicable. An extension of time 
granted to a corporation for filing a declaration of 
estimated tax automatically extends the time for paying 
the estimated tax (without interest) for the same period. 
However, such extension does not relieve the corpora-
tion from the addition to the tax imposed by Minn. Stat. 

INCT 2009 Installment payments. 
A. Amount and lime for payment of each install-

ment. Paragraphs (1) through (4) of Section 290.933, 
Subd. 1,. contain four tables setting forth the percentages 
of estimated tax which shall be paid as installments of 
estimated tax and the date on or before which such in-
stallments shall be paid. The date on or before which 
the declaration of estimated tax for a taxable year is 
required under the provisions of Minn. Stat. § 290932, 
Subd. 1, to, be ified, determines which of the four in-
stallment. payment tables shall be used by the corpora-
tion for that taxable year. Therefore, if the declaration 
is required to be filed by the 15th day of the 3rd,. .6th, 
9th or 12th month, the estimated tax will be required 
to be paid in four, three, two or' one installment re-
spectively. 

B. Late filing of declaration of estimated tax. If a 
declaration of estimated tax is filed after the date 
prescribed by Minn. Stat. § 290.932, Subd. 1 (de-
termined without regard to any extension of time for 
filing the declaration under Minn. Stat. § 290.932, 
Subd. 4), the tables set forth in paragraphs (2), (3), 
and (4) of Minn. Stat. § 290.933, Subdivision 1, do 
not apply except as provided in this regulation. In such 
a case, there shall be paid at the time of the filing of 
the declaration all installments of the estimated tax 
which would have been payable under the appropriate 
table in Minn. Stat. § 290.933, Subd. 1, on or before 
such date of filing if the äeclaration had been timely 
filed in accordance with the provisions of Minn. Stat. § 
290.932, Subd. 1. The remaining installments shall be 
paid at the times and in the amounts in which they 
would have been payable if the declaration had been 
timely filed. 

INCT 2010 Amendment of declaration. If any 
amendment of a declaration is filed, the amount of each 
remaining installment (including the installment due on 
the date of the filing of the amendment where the 
amendment Is filed on an installment date), if any, is 
the amount which would have been payable as such in-
stallment if the new estimate had been the original 
estimate adjusted as provided in this regulation. The 
adjustment is for the difference between 

A. the amount of estimated tax required to be paid 
before the date of the filing of the amendment and 

B. the amount of estimated tax which would have 
been required to have been paid before such date if the 
new estimate had been the original estimate. The dif-
ference is divided by the number of remaining install-
ments (including the installment due on the date of the 
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filing of the amendment where the amendment is filed 
on an installment date), and the resulting amount is 
added to (if the amended declaration increases the 
amount of estimated tax) or. subtracted from (if the 
amended declaration decreases the amount- of the 
estimated tax) the amount which would have, been 
payable on.each remaining installment date If the new 
estimate had been the original estimate. 

INCT 2011 Short taxable years.. In the case of a 
short taxable year in respect of which. a declaration of 
estimated tax is required to be filed (see paragraph A. 
of INCT 2007, 'the amOunt of, and lime for payment of, 
each instalhnent of éstimate tax' shall be determined 
by paragraph (1) to (4), inclusive,' of Minti. Stat. 
290.933, SubdivisiOn 1, except that in the case of a' 
short taxable year, any estimated tax payable in install-
ments which is not paid before the 15th day of the last 
month of the short taxable year (whether or not the 
date otherwise specified in Minn. Stat. § 290.933, Subd. 
1 for payment has arrivéd shall be paid on such 15th 
day of the last month of the short taxable year. - 

In the case of a declaration of ést mated tax for a 
short, taxable year, filed after the date prescribed .by 
Minn. Stat. § 290.932, Subd. 1 (determined without, 
regard to any extension of time for filing the declaration 
under Minn. Stat. §290.932, Subd. 4'), the provisions 
of paragraph B. of 1NCT 2009 shall be applied in de-
termining the amount of and tune for payment Of each 
instalhnent. However, in case of a short taxable year 
where under the -  provisions -of 'paragraph B. of .INCT 
2009 installments are to be paid after the close of the 
short taxable year, such installments shall be paid on or 
before' the 15th day of 'the last month of the short tax-
able year. ' 

INCT 2012 Addition' to the tax. Minn.' 'Stat. § 
290.934, Subd. 1, imposes an addition to the tax under 
Chapter 290 in. the case of any underpayment of es-
tiniated tax made by, a corporation (with certain ex-
ceptions described in Minn. Stat. § 290.934, Subd.. 4). 
This addition .to the tax is in.addition to any applicable 
criminal penalties and is imposed whether. or not there 
was reasonable cause for the underpayment. 

INCT 2013 Period of underpayment. 
A The amount• of the addition is deterned'at the 

rate of six' percent per -annum upon the' underpayment 
of any installment of estimated tax for the period from 
the date such installment Is required to be paid until the 
15th day of the third month following  the close 'of the  

taxable year, or the date such underpayment is paid, 
whichever is earlier. (The interest rate Is eight percent 
for taxes becoming due after July 1, 1975.) For pur-
poses of' determining the period of the underpayment 

1. the date prescribed for payment of any Install-
ment of estimated tax shall be determined without re-
gard to any extension of time,' and 

-. 2. a payment of estimated tax on any installment 
date, to 'the extent that it exceeds 'the amount of the in-
stallment determined- 'under paragraph A. hereof for 
such date, shall be considered a payment of the previous 
underpayment, if any. -' ' ' 

B. If there has been an underpayment of estimated 
tax as of the installment date prescribed fOr its payment 
and the taxpayer believes, that one or more of the ex-
ceptions described in Minn. Stat. § 290.934, Subd. 4, 
precludes the assertion of the addition to the tax it 
should attach to its income tax return for the taxable 
yea,r a, form M429C showing. the applicability of any 
exception upon which the taxpayer relies. 

INCT 2014 Exceptions. The amount of, the under-
payment for any installment date is the excess of the 
amount whIch woild have been required to be paid on 
or before such date If the estimated tax were whichever 
of the following is the lesser 

A. The tax shown on the return of the corporation 
for the preceding taxable year reduced .by $1,000 if a 
return showing liability for tax was. filed for such year 
and such year, was a taxable year .of 12 months; 

B. An amount equal' to the tax' computed at the 
rates 'applicable to the taxable year but otherwise on 
the basis of the facts shown on the return of the cor-
poration for and by law applicable to the preceding 
taxable year if such year was a taxable 'year of 12 
rnonth, over ,. * 	 , 

C.. The.amount, if any, of the installment paid on or 
before 'the last, day prescribed for such payment. 

INCT. 2015 Definition of tax. The term "tax" means 
the excess of the tax imposed by Minn. 'Stat. ch. 290 
oyer the sum of $1,000. 

INCT 2016 Short taxable year. In any case in which 
the taxable year for which an underpayment of esti-
mated tax exists is a 'short taxable year 'due to a change 
in annual accounting periods, in determining the tax - 

,A. Shown on the return for the preceding taxable 
year (fpr 'purposes  of Mimi. Stat. § 290.934, Subd. 
4(1)); 
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B. Based on the current year's rates but otherwise 
on the basis of the facts shown on the return for the 
preceding taxable year and the law applicable to such 
year (for purposes of Minn. Stat. § 290.934, Subd. 
4(2)); the tax will be reduced by multiplying it by the 
number of months in a short taxable year and dividing 
the resulting amount by 12. 

If the preceding taxable year, referred to in Minn. 
Stat. § 290.934, Subd. 4(2), was a short taxable year 
the tax computed on the basis of the facts shown on the 
return for such preceding year for purposes of deter-
mining the applicability of the exception described in 
Minn. Stat. § 290.934, Subd. 4(2) shall be the tax com-
puted on the anvual basis in the manner described in 
Minn. Stat. § 290.32. If the tax rates for the taxable 
year with respect to which the underpayment occurs 
differ from the rates applicable to the preceding taxable 
year, the tax determined in accordance with the pre-
ceding sentence shall be recomputed using the rates 
applicable to the year with respect to which the under-
payment occurs. 

INCT 2017 Failure to file an estimate. If a corpora-
tion fails to file and pay a declaration of estimated tax 
when one is required, the period of the underpayment 
shall run from the four installment dates as set forth 
in Minn. Stat. § 290.933. 

INCT 2018 Application of payment. Payments of 
estimated tax shall be considered payments on account 
of the income tax liability for the taxable year. Hence, 
the amount of estimated tax paid shall be entered on 
the income tax return and applied in payment of the 
tax liability shown thereon (a corporation may at its 
election pay any installment of its estimated tax In 
advance of the due date). 

The commissioner, within the applicable period of 
limitations, may credit any overpayment of tax in- 
eluding interest thereon against any outstanding liability 
for any tax (or for any interest, additional amount, 
addition to the tax, or assessable penalty) owed by the 
taxpayer making the overpayment and the balance, if 
any, shall be refunded to such taxpayer by the com-
missioner. (See Minn. Stat. §. 290.50.) 

An income tax return shall, at the election of the 
taxpayer, constitute a claim for refund or credit of an 
overpayment disclosed by such return. Such claim 
shall be considered as filed on the date on which the 
return is considered as filed. An election to treat the 
return as a claim for refund or credit shall be evidenced 
by a statement on the return setting forth the amount 
determined as an overpayment and advising whether 
such amount shall be refunded to the taxpayer or shall 
be applied as a credit against the taxpayer's estimated 
income tax for the taxable year immediately succeeding 
the taxable year for which such return is filed. If the  

taxpayer elects to have all or part of the overpayment 
shown by his return applied to his estimated income 
tax for his succeeding taxable year, no interest shall 
be allowed on such portion of the overpayment credited 
and such amount shall be applied as a payment on 
account of the estimated income tax for such year on 
the installments thereof. In any case in which a tax-
payer elects to have an overpayment refunded to him 
he may not thereafter change his election to have the 
overpayment applied as a payment on account of his 
estimated income tax. 

If any installment of tax is overpaid, the overpay-
ment shall first be applied against any outstanding in-
stallments of such tax. If the overpayment exceeds the 
correct amount of tax due, the overpayment shall be 
credited or refunded as provided in this regulation. 

Chapter Twenty-One: Small Business Corporations 

INCT 2100 Definition of small business corporation. 
A. In general. For purposes of Minn. Stat. § 290.97 1 

through 290.975, the term "small business corporation" 
means a domestic corporation of the United States, 
which is not a member of an affiliated group of cor -
porations, which does not have - 

1. More than ten shareholders; 
2. As a shareholder a person (other than an es-

tate) who is not an individual; 
3. A nonresident alien as a shareholder; 
4. More than one class of stock 
5. and has elected under the provisions of Section 

1372(A) of the Internal Revenue Code of 1954, as 
amended, to be taxed as a small business corporation 
under the provisions of the Internal Revenue Code. 

B. Domestic corporation. The term "domestic cor-
poration of the United States," as used in Minn. Stat. § 
290.971, Subd. 1, means a corporation as defined under 
section 7701(a) (3) of the Internal Revenue Code of 
1954, as amended, created or organized in the United 
States or under the law of the United States or of any 
State or Territory. 

C. Affiliated group. The term "affiliated group" as 
used in Minn. Stat. § 290.971, Subd. 1, shall have the 
same meaning as defined in section 1504 (a) of the 
Internal Revenue Code of the United States, as 
amended. 

D. Number of shareholders. A corporation does not 
qualify as a small business corporation if it has more 
than ten shareholders. Ordinarily, the persons who 
would have to include in gross income dividends dis-
tributed with respect to the stock of the corporation 
are considered to be the shareholders of the corpora-
tion. For example, if the stock is owned by tenants in 
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common, joint tenants or tenants. by the entirety, each 
tenant in common, joint tenant, or tenant by the en-
tirety is generally considered a shareholder, but see 
INCT 2102 relating to stock owned by husband or wife. 
Persons for whom stock In a corporation is held, by a 
nominee, agent, guardian or custodian, will generally 
be considered shareholders of the corporation. if stock 
is owned by a trust which is subject to the provisions 
of subchapters D, F, H, or J of Chapter 1 of the In-
ternal Revenue Code of 1954, as amended, or by a 
voting trust, the trust is considered the shareholder, 
even though the dividends paid to the trust are includible 
directly in the income of the grantor or some other 
person. If stock is owned by a partnership, such part-
nership and not its partners Is considered to be the 
shareholder. 

E. Shareholders must be individuals or estates. A 
corporation in which any shareholder is a corporation, 
trust or partnership does not qualify as a small business 
corporation. Thus, even though the grantor is treated 
as the owner of all or any part of a trust, the corpora-
tion in which such trust is a shareholder does not meet 
the qualifications of a small business corporation. 

F. No nonresident alien shareholders. A corporation, 
having as a shareholder an individual who is a nonresi-
dent alien (as defined by the Internal Revenue Code of 
1954, as amended), does not qualify as a small  business 
corporation. 

G. Classes of stock. A corporation having more than 
one class of stock does not qualify as a small business 
corporation. In determining whether a corporation has 
more than one class of stock, only stock which is Issued 
and outstanding Is considered. Therefore, treasury stock 
and unissued stock of a different class than that held 
by the shareholders will not disqiisilify a corporation 
under Minn. Stat. § 290.971, Subd. 1(4). If the out-
standing shares of stock of the corporation are not 
identical with respect to the rights and interest which 
they convey in the control, profits, and assets of the 
corporation, then the corporation is considered to have 
more than one class of stock. Thus, a difference as to 
voting rights, dividend rights, or liquidation preferences 
of outstanding stock will disqualify a corporation. How-
ever, if two or more groups of shares are Identical In 
every respect except that each group has the right to 
elect members of the board of directors In a number 
proportionate to the number of shares in each group, 
they are considered one class of stock. Obligations 
which purport to represent debt, but which actually 
represent equity capital will generally constitute a 
second class of stock. 

INCT 2101 DefinItion of electing small business cor-
poration. MInn. Stat. § 290.971, Subd. 2 defines an 
electing small business corporation in terms of a par-
ticular taxable year. If a small business corporation, as 
defined in Minn. Stat. § 290.971, Subd. 1, has made 
an election under Minn. Stat. § 290.972, Subd. 1, and 
such election Is in effect for the taxable year in question, 
then the corporation is an electing small business cor-
poration for such taxable year. A corporation is not 
an electing small business corporation as to a particular 
taxable year if it was ineligible to make the election or 
If a termination under Minn. Stat. § 290.972, Subd. 5 
is effective as to such taxable year. 

INCT 2102 Stock owned by husband and wife. If 
stock is community property of a husband and wife (or 
the income from which Is community income) under 
the applicable community property law of a state, or 
owned by husband and wife as joint tenants, tenants 
by the entirety, or tenants in common, such stock shall 
be considered as owned by one shareholder. 

INCT 2103 Ownership of certain stock. 
A. Subsidiary corporation. Except as provided in 

INCT 2103B, a corporation which is a member of an 
affiliated group of corporations, as defined in section 
1504 of the Internal Revenue Code of 1954, as 
amended, is not a small business corporation, whether 
or not such affiliated group has ever filed a consolidated 
return. 

B. Inactive subsidiary. For purposes of Minn. Stat. 
§ 290.971, Subd. 1, a corporation shall not be con-
sidered a member of an affiliated group at any time 
during a taxable year solely by reason of, ownership 
of stock in another corporation, If the subsidiary cor-
poration - 

1. Has not begun business at any time on or after 
the date of its incorporation and before the close of 
such taxable year of the parent corporation, and 

2. Does not have taxable income for the period 
of its taxable year which is included within such taxable 
year of the parent corporation. 

INCT 2104 Election by small business corporation. 
Under Minn. Stat. § 290.972, a small business corpora-
tion, subject to the laws imposed by Minn. Stat. ch. 
290, may elect not to be subject to the taxes imposed 
by Minn. Stat. § 290.02 and Minn. Stat. § 290.03. The 
qualifications of a small business corporation must be 
met as of the first day of the first taxable year of the 
corporation for which the election is to be effective 
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and on the date of election, unless the election Is made 
after such first day, In which case the qualifications need 
not existprior to the date of election. For example, the 
existence Of a •  corporate shareholder or 'a nOnresident 
allen'aá a shareholder prior to the date of election dOes 
not preclude qualification. The election by a small 
business corporation is valid onl if all the shareholders 
in the corporation on the first day of the first taxable 
year for which the election is to be effective, or on• the 
date of election, whichever is later, consent to such 
election. 

INCT 2105 Effect of election. 
A. Effect .on corporation. The effect on a small busi-

ness éorporation of a valid election under Minn. Stat. 
§ 290.972 is to exempt such corporatiOn from the taxes 
imposed by. MInn. Stat. § 290.02 and Minn. 'Stat. § 
290.03 with respect to taxable years of the corporation 
for which the election is in effect. 

B. Effect on shareholders. The effect of a valid elec-
tion by the corporation is to subject the shareholders 
to the provisions of Minn. Stat. . § 290.973 (providing 
for the taxation of the corporation's taxable income to 
the shareholders) and to require that each sharehOlder 
shall include in his: gross income for his taxable year 
in which or with which the täxablé year of the corpora- 
lion ends his pro rata share of the corporation's taxable 
Income. 	 . 	- 

C. General rules. To the extent that other provisiOns 
of MInn. Stat. ch. 290 are not inconsistent, with those 
under Minn. Stat. § .290.971 through 290.975, such 
provisions will apply with respect to both the electing 
small business corporation and its shOreholders in the 
same manner that they would apply had no election 
been made. 

INCT 2106 Manner and time for making' election 
and filing shareholders' consent. 

A. Manner and time of making election. 
1. Manner. The election of a small business cor-

poration should be made by the corporation by filing 
Form M-161 containing the information required by 
such form,. and by filing, in the manner provided in 
INCT 2106(8) a statement of the consent of each 
Shareholder of, the corporation. The election form shall 
be signed by an officer of the corporation, or by any 
person authorized to sign by resolution of the corpora-
tion's board of directors, and shall be filed: with the 
Commissioner at his office in SI. Paul. 

2. Time. The election shall be filed either 
a. during the first month of the such taxable 

year, or 

b. during the month preceding such first month. 
In the case of a new corporation whose taxable year be-  

gins after the first .day of a particular month, the term 
"month" means the period commencing with 'the begin-
ning of the first dày of the taxable year and ending' with 
the clOse of the', day prOcediñg the numerically cone-
sponding day of the succeeding calendar month -or, if 
there' is .nó such corresponding dày, with the close of 
the last day of 'inch, 'succeeding calendar month. FOr 
purposes of this sDbpOagraph the first month of the 
taxable yCar of a new corporation does not begin until 
the coiporition has ,shareholders or acquires assets or 
begins doing businOss;whlcheveris the first to occur. 

'.3. An election,made prior to the expiration of the 
period for making the election'is binding and may not 
be withdrawn eveu'though ',the: time within which the 
election could have been made has not elapsed. 

B. Shareholders' consent. 
1.'In general. The coilsent of a shareholder to; an 

election-by a 'small business corporation shall be in the 
form of a statement signed by (hO shareholder in which 
such shareholder consents to the election-of the corpora-
tion. Such shareh0der's consent isbinding and may not 
be withdrawn after.:  a 'valid election is' made by the 
corporation. The consçnt of a minor shall be made by 
the minor or by his legal guardian, or 'his natural 
guardian if no legal guardian 'has been appointed. The 
éonsent: of an estale shall be 'made by the executor or 
adminisfrator thereof. The tñtement shall set forth the 
name, address, and Minnesota identification OUmber of 
the corporation, the 'name, addrçss and social security 
number of' the shareholder, the number of shares of 
stock held by the stockholder, him, and ,the date (or 
dates) on which such stock was acquired. The consents 
of all shareholders may, be incorporated In one state-
ment. The consents of all persons who Ore shareholders 
at the time the electionis made shall be attached to the 
elecIIon of the cQrporatiofl.,If the electionis made be-
fore the first day of the corporation's taxable year for 
which it is effective, the, consents of persons who be-
come . shareholders after the, date of election and arø 
shareholders on such first day. shall be ified 'with the 
Commissioner as soon as practicable . after .such first 
day. Where aconsentis filed after the date of election, 
a copy of the consent shall also be filed with the return 
required to be ified under Minn. Stat. § 290.974. .A con-
sent will be considered timely. if It is filed on or before 
the ,Iast' day. prescribed for making 'the election. 

2. Ne* shareholders. If 'a persOn becomes a share-
holder of än electing smll busines CorpOration after 
the first, day on which 'the electiol is. made (if such 
day is lOter than the'flrst 'day of the taxable year); the 
consent of such shareholder shall 'be made in 'a state-
ment filed (with the. Commissioner) within the period 
of 30 days beginning with the day on which such per-
son becomes a new shareholder. A copy of such consent 
should . be furnished to the corporation by the new 
shareholder. If the new shareholder is an estate, the 

(CITE 1 S.R.'162) 
	

STATE REGISTER, MONDAY, 'AUGUST 2, 1976 	 Page 162 



30-day period shall not begin until the executor or 
administrator has qualified under local law to perform 
his duties, but in no event shall such period begin 
later than 30 days following the close of the corpora. 
tion's taxable year in which the estate became a share-
holder. The statement of consent shall set forth the 
name, address, and Minnesota Identification number 
of the corporation, the name, address and social se-
curity number of such new shareholder, the number of 
shares of stock owned by such shareholder, the date 
on which such shares were acquired, and the name, 
address and social security number of each person from 
whom such shares were acquired. A copy of the con. 
sent of such new shareholder shall be filed with the 
return required to be filed, under Mlnn. Stat. § 290.974 
for the taxable year to which such coflsent applies. For 
the effect of the failure of a new shareholder to consent, 
see paragraph B.1. of LNCT 2108. 

C. Extension of time for filing consents. An election 
which is timely filed for any taxable year and which 
would be valid, or would not have terminated, except 
for the failure of any shareholder to file a consent within 
the time prescribed in JNCT 2106A. and INCT 2106B. 
will not be invalid, or will not be treated as having ter-
minated, for such reason if - 

1. It is shown to the satisfaction of the Commis-
sioner that there was reasonable cause for the failure 
to file such consent and that the interests of the State 
of Minnesota will not be jeopardized by treating such 
election as valid, or as not having terminated, 

2. Such shareholder files a proper consent to the 
election within such extended period of time as may be 
granted by the Commissioner, and 

3. New consents are filed within such extended 
period of time as may be granted by the Commissioner, 
by all persons who were shareholders of the corporation 
at any time during the taxable year with respect to 
which the failure to consent would (but for the provi-
sions of this paragraph) cause the corporation's election 
to be invalid or to terminate, and by all persons who 
were shareholders of the corporation subsequent to 
such taxable year and prior to the date on which an 
extension of time is granted in accordance with this 
paragraph. 

D. Retroactive election. 
1. In general. A small business corporation, sub. 

ject to the laws imposed by Mlnn. Stat. Chapter 290, 
and which has elected under the provisions of section 
1372(A) of the Internal Revenue Code of 1954, as 
amended, to be taxed as a small business corporation  

under the provisions of said Internal Revenáe Code 
of 1954, as amended, but due to sickness, ñbsence, 
other disability or other good cause, as determined by 
the Commissioner, has not elected under Minn. Stat. 
§ 290.972, . Subd. 1 within the time limits prescribed 
by INCT 2104, may have the time limits extended as 
provided in INCT 2106D.2. 

2. Manner. A small business corporation, not 
having elected under Mlnn. Stat. § 290.972, Subd. 1, 
and coming within the provisions of 1NCT 2106D.1.,. 
may apply for extension of time for election,, if appli-
cation is made within the twelve (12) month period 
following the close of the taxable year for which the 
election Is sought. The extension will be granted and 
the retroactive election will be allowed If - 

a. Documentary evidence of an' election under 
section 1372(a) of the Internal Revenue Code of 
1954, n amended, is filed and 

Li. Consents are filed by all persons who were 
shareholders at any time from the start of the taxable 
year for which electionis sought, to the date of appli-
cation for extension, and 

c. It is shown to the satisfaction of the Com-
missioner that there was reasonable cause for the 
failure to file such election and that the interests of the 
State of Minnesota will not be jeopardized by granting 
such election.. 

INCT 2107 Years for which effective. An election 
is effective for the entire taxable year of the corporation 
for which it is made and for all succeeding taiable 
years of the corporation, unless it is terminated with 
respect to any taxable year. Thus, the election has a 
continuing effect and need not be renewed annually.. 

INCT 2108 TermInation of election. 
A. In general. An election under Minn. Stat. § 

290.972, Subd. 1 can be terminated in any one of the 
five ways described in Minn. Stat. § 290.972, Subd. S 
and paragraph B. of this section. For years affected by' 
termination, see paragraph C. of this section. 

B. Methods of termination. 

1. Failure of new shareholder to consent. An elec-
tion under Minn. Stat. § 290.972, Subd. 1 shall ter-
minate if any person who was not a shareholder on the 
first day of the first taxable, year for which the election 
is effective, or on the day on which the election is made 
(if such day is later than the first day of the taxable 
year), becomes a shareholder and does not, consent to 
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the election under Minn. Stat. § 290.972, Subd. 1 with-
in the time prescribed by paragraph 2.B. of INCT. 
2106. However, see paragraph C. of INCT 2106 for 
extensions of time for filing consents. 

2. Revocation. An election under Minn. Stat. § 
290.972, Subd. 1, may be revoked by the corporation 
for any taxable year of the corporation after the first 
taxable year for which the election is effective. A re-
vocation can be made only with the consent of all the 
persons who are shareholders at the beginning of the 
day of revocation. Such revocation shall be made by the 
corporation by filing a statement that the corporation 
revokes the election made under Minn. Stat. § 290.972, 
Subd. 1, and the statement shall indicate the first taxable 
year of the corporation for which the revocation is in-
tended to be effective. The statement shall be signed by 
any officer of the corporation or by any person au-
thorized by resolution of the corporation's board of 
directors, and shall be filed with the Commissioner at 
his office in St. Paul. In addition, there shall be attached 
to the statement of revocation a statement of consent, 
signed by each person who is a shareholder of the 
'corporation at the beginning of the day on which such 
statement of revocation is filed, in which each share-
holder consents to the revocation by the corporation of 
the election under Minn. Stat. 290.972, Subd. 1. For 
the time within which a revocation must be made to 
be effective for a particular taxable year of. the corpora-
tion, see paragraph C. of this section. 

3. Ceases to be small business corporation. An 
election under Minn. Stat. § 290.972, Subd. 1 termi-
nates if at any time after the first day of the first taxable 
year of the corporation for which the election is effec-
tive, or after the day on which the election is made (if 
such day is later than the first day of the taxable year), 
the corporation ceases to be a small business corpora-
tion, subject to the laws imposed by Minn. Stat. Chapter 
290, and as defined in Minn. Stat. § 290.971, Subd. 1. 
Thus, the election is terminated if an eleventh person, 
a nonresident alien, or a trust, partnership, or corpora- 
lion becomes a shareholder, or if another class of stock 
is issued by the corporation, or if the election granted 
under section 1372(A) of the Internal Revenue Code 
of 1954, as amended, is terminated or revoked, or if 
the corporation ceases to be subject to the laws imposed 
by Minn. Stat. cli. 290. In the event of a termination 
under this subparagraph the corporation shall immedi-
ately notify the Commissioner. Such notification shall 
set forth the cause of the termination and the date 
thereof. In addition, if the termination was caused by 
the transfer of stock to an eleventh shareholder, to a 
nonresident alien, or to a trust, partnership or corpora-
tion, the notification shall specify the number of shares 
transferred to such person, the name of such person 
(or in the case of a trust the names of the trustees and 
beneficiaries), and the name of the shareholder who  

transferred such stock to such person. If the termina-
tion was caused by - the issuance of a second class of 
stock, the notification shall indicate• the number of 
shares of such new class issued and shall describe the 
differentiating characteristics of the new class of stock. 

4. Foreign income. An election terminates if for 
any taxable year of the corporation the corporation has 
gross receipts, more than 80 percent of which are 
derived from sources outside the United States. For 
meaning of the term "gross receipts", see subparagraph 
5.b. Of this Regulation. In determining the source of 
gross receipts under Minu. Stat. § 290.972, Subd. 
5(4), the principles of Part I (section 861 and follow-
ing), subchapter N, chapter 1 of the Internal Revenue 
Code of 1954, as amended, relating to determination 
of sources of ross income, shall apply. 

5. Personal holding. company income. 
a. In general, an election shall terminate If for 

any taxable year of the corporation the corporation has 
gross receipts more than 20 percent of which is derived 
from royalties, rents, dividends, interest, annuities, and 
sales or exchanges of stock or securities, as determined 
in accordance with the rules of this subparagraph. 

b. Gross receipts. The term "gross receipts" as 
used in Minn. Stat. § 290.972, Subd. is not synony-
mous with "gross income." The test under Minn. Stat. 
§ 290.972, Subd. 5(4) and (5) shall be made on the 
basis of total gross receipts, except that, for purposes 
of Minn. Stat. § 290.972, Subd. 5(5), gross receipts 
from the sales or exchanges of stock or securities shall 
be taken into account only to the extent of gains there-
from. The term "gross receipts" means the total amount 
received or accrued under the method of accounting 
used by the corporation in computing its taxable in-
come. Thus, the total amount of receipts is not reduced 
by returns and allowances, cost of sales,, or deductions. 
For example, gross receipts will include the total 
amount received or accrued during the corporation's 
taxable year from the sale or exchange (including a 
sale or exchange to which Minn. Stat. § 290.135, Subd. 
2 applies) of any kind of property, from investments, 
and for services rendered by the corporation. However, 
gross, receipts does not include amounts received in 
non-taxable sales or exchanges (other than those to 
which Minn. Stat. § 290.135, Subd. 2 applies), except 
to the extent that gain is recognized by the corporation, 
nor does that term include amounts received as a loan, 
as a repayment of a loan, as a contribution to capital, 
or on the issuance by the corporation of its own stock. 

c. Royalties. The term "royalties" as used in 
Minn. Stat. § 290.972, Subd. 5(5) means all royalties, 
including mineral, oil and gas royalties (whether or 
not the aggregate amount of such royalties constitute 
50 percent or more of the gross income of the corpora- 
lion for the taxable year), and amounts received for 
the privilege of using patents, copyrights, secret pro- 
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ceases and formulas, good will, trademarks, trade 
brands, franchises, and other like property. For pur-
poses of this division, the gross amount of royalties 
shall not be reduced by any part of the cost of the 
rights under which they are received or by any amount 
allowable as a deduction in computing taxable income. 

d. Rents. The term "rents" as used in Mlnn. 
Stat. § 290.972, Subd. 5(5) means amounts received 
for the use of, or right to use, property (whether real 
or personal) of the corporation, whether or not such 
amounts constitute 50 percent or more of the gross 
income of the corporation for the taxable year. The 
term "rents" does not include payments for the use 
or occupancy of rooms or other space where significant 
services are also rendered to the occupant, such as for 
the use or occupancy of 'rooms or other quarters In 
hotels, boarding houses, or apartment houses furnishing 
hotel services, or in tourist homes, motor courts, or 
motels. Generally, services are considered rendered to 
the occupant if they are primarily for his convenience 
and are other than those usually or customarily ren-
dered In connection with the rental of rooms or other 
space, for Occupancy only. The supplying of maid 
service, for example, constitutes such service; whereas 
the furnishing of heat and light, the cleaning of public 
entrances, exits, stairways and lobbies, the collection 
of trash, etc., are not considered as services rendered 
to the occupant. Payments for the use or occupancy of 
entire private residences or living quarters in duplex 
or multiple housing units, of offices in an office build-
ing, etc., are generally "rents" under Mlnn. Stat. § 
290.972, Subd. 5(5). Payments for the parking of 
automobiles ordinarily do not constitute rents. Payments 
for the warehousing of goods or for the use of personal 
property do not constitute rents if signfficant services 
are rendered in connection with such payments. 

e. Dividends. The term "dividends" as used In 
Minn. Stat. § 290.972, Subd. 5(5) méafls dividends 
as defined in Minn. Stat. § 290.133, SCbd. 1. 

f. Interest. The term "interest" as used in Minn. 
Stat. § 290.972, Subd. 5(5) means any amounts re-
ceived for the use or forbearance of money (Including 
any interest that is exempt from taxatiOn under Chapter 
290). 

g. Annuities. The term "annuities" as used in 
Minn. Stat. § 290.972, Subd. 5(5) means the entire 
amount, received as an annuity under an annuity, en-
dowment, or life insurance contract, regardless of 
whether only part of such amount would be excluded 
from gross income under Minn. Stat. § 290.08, Subd. 4. 

h. Gross receipts from the sale of stock, or  

securities. For purposes of Mlnn. Stat. § 290.972, Subd. 
5(5), gross receipts from the sales or exchanges of 
stock or securities are taken into account only to the 
extent of gains therefrom. Thus, the gross receipts from 
the sale of a particular share of stock will be the excess 
of the amount realized over the adjusted basis of such 
share. If the adjusted basis should equal or exceed the 
amount realized on the sale or exchange of a certain 
share of stock, bond, etc., there would be no gross re-
ceipts resulting from the sale of such security. Losses on 
sales or exchanges of stock or securities do not offset 
gains on the sales or exchanges of stock or securities for 
purposes of computing gross receipts from such sales or 
exchanges. Gross receipts from. the sale or exchange of 
stocks and securities include gains received from such 
sales or exchanges by a corporation even though such 
corporation is .  a regular dealer in stocks and securities. 

.C. Years affected by termination. The termination of 
an election resulting from the occurrences described in 
subparagraphs 1., 3., 4., or 5. of paragraph B. of this 
section is effective for the taxable year of the corpora-
tion in which occur the events causing the termination 
and for all succeeding taxable years of the corporation. 
Thus, if an electing small business corporation which 
is on a calendar year ending December 1, 1972, should 
issue a second class of stock on December 31, 1972, 
the election under Minn. Stat. 290.972, Subd. 1, 
would terminate as of January 1, 1972, and the termi-
nation would remain in effect for all future years unless 
and until a new election is made by the corporation. 
Generally, a termination by revocation described in 
paragraph B. 2. o. this section is effective for the tax-
able year in which it is made and for all subsequent 
taxable years if it is. made during the first month of that 
year. However, a termination by revocation cannot be 
made effective for the first taxable year of the corpora-
tion for which the election is made. If the revocation 
is not made during the first month of a taxable year, it 
is effective for the taxable year following the year in 
which it is made, and for all subsequent years. 

INCT 2109 Election after termination. 
A. In general. If a corporation, has made a valid 

election and such election has been terminated, such 
corporation (or any successor corporation) is not eli-
gible to make a new election for any taxable year prior 
to its fifth taxable year which begins after the first tax-
able year for which such termination is effective, unless 
consent to such new election is given by the Commis-
sioner. The burden will be on the corporation to estab-
lish that under the relevant facts the Commissioner 
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should consent to a new election. The fact'that' more 
than 50 percent of the stock in the corporation Is owned 
by persons who did not ówn:afly stock' In the corpora-
tion during the first taxable year for which the termina-
tion Is applicable will tend to establish that consent 
should be granted. In the absence of such fact, consent 
will ordinarily be denied unless it can be shown that the 
event causing the térnilnatlon was' not"reasonably within 
the control of the corporation, or' shareholders having a 
substantial. interest in the corporation, and las not part 
of a• plan to terminate the election in which plan such 
shareholders participated. 

B. Successor corporation. The term "successor cor 
poration" as used in Minn. Stat. § 290.972, Subd. 6 
means any corporation - 
• 	1. 50 percent or more of the stock' of 'which is 
owned, directly or ,indirecfly, by the same persons who, 
at any time during the first taxable year for which such 
termination was effective, owned 50 percent or moreof 
the stock of the small business corporation with respect 
to which the election was terminated, and, 

2. 

a. which acquires a substantial portion of the 
assets of such small business corporation, or 

b. A substantial portion of the assets• of which 
were assets of such small business corporation. 

INCT 2110 Corporation taxable income, taxed to 
shareholders. 

A. In general. Each person who Is a shareholder of 
an electing small business corporation on the last day 
of a taxable year of such corporation, shall include in 
his gross Income, for his taxable year in which or with 
which the taxable year of the corporation ends, his pro 
rata share of the corporation's taxable income for such 
year, as determined under INCT 2106. 

B. Taxable income defined. For purposes ' of this 
section, the term "taxable income" means the taxable 
net income of the small business corporation, computed 
as though said corporation were a partnership. How-
ever, this computation shall not result in the exclUsion 
of any class of income taxable to the corporation under 
the provisions of Chapter 290, and, shall not result in 
the exclusion of any income properly taxed to share-
holders under Minn. Stat. § 290.01, Subd. 20. 

'C. Modifications. Individual shareholders of an elect. 
ing small business corporation, under Minn. Stat. § 
290.972, Subd. 1, shall make adjustments to income re. 
ported, under Minn. Stat. § 290.01, Subd. 20, in the 
following situations: 

1. Where the electing corporation has sustained 
capital gains during the taxable year and the adjusted 
basis of such capital assets is different for state and  

federal purposes, appropriate adjustment shall be made 
in conformance with the provisions of Minn. Stat. § 
290.01, Subd. 20(B)(2). 

2. Where' the business of the corporation is car-
ried on both within and without Minnesota, proper al-
location of corporate income or loss attributable to 
shareholders shall be made under the provisions, of 
Mlnn. Stat. § 290.17, 290.18 and 290.19. 

3. Where the corporation has deducted income 
taxes paid to the State of' Minnesota oi other taxing 
jurldic1Ion, or has included in income refund there-
from; 	' 

4. Where the election under 1372(A) of the In-
ternal Revenue Code antedates election under Minn. 
Stat. § 290.972, Subd. 1, appropriate adjustment must 
be made under the provisions of Minn. Stat. § 290.01, 
Subd.20(C)'(Z). 

INCT 111  Treatment of family groUps. 

A. General. Any amount taxable  to a shareholder 
of a small business corporation, under INCT 2110 may 
be apportioned or allocated by the Commissioner be-
tween or among shareholders of such corporation who 
are members of such shareholder's family, if he de-
termines that such apportionment or allocation is neces-
sary In order to reflect the value of services rendered to 
the corporation by such shareholders. In determining 
the value of services rendered by a shareholder, con-
sideration shall be given to all the facts and 'circum-
stances of the business, including the managerial re-
sponsibilities of the shareholder,- and - the amount that 
would ordinarily be paid in order to obtain comparable 
services from a person not having an interest in the 
corporation. 

B. Family defined. For purposes of INCT 2111, the 
family of an individual shall include brothers and sis-
ters, (both whole and half-blood), spouse, ancestor 
and lineal descendants. 

INCT 2112 Return 'of electing small business cor-
poration. 

A. In general. A corporation, electing as a small 
business corporation under the provisions of Minn. Stat. 
§ 290.972, Subd. 1, shall file a partnership return, for 
each taxable year that the election is in effect. 

B. Information required. The return shall be'ffled on 
Form M-3S-4, and shall include the following infonna-
tion. 

1. Name, address and social security number of 
all persons owning stock during the taxable year; 

2. Number of shares of stock held by each share-
holder at all times during the year, 
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3. The date the election was made under section 
1372(A) of the Internal Rvenue Code; 

4. The date election was made under ,Minn, Stat. 
§ 290.972, Subd. 1; and 

5. Minnesota identification number 
C. Statute of limitations. Any return filed, pursuant 

to the provisions of Mlnn. Stat § 290.972, shall bO 
treated as a return filed by a partnership, for the pur-
poses of the statute of limitations. However, If election 
under Mlnn. Stat. § 290.972, Subd. 'l, Is terminated 
for 'taxable year for' which return is filed, see subpara-
graph D. of INCT 2112. 

D. Corporate return. The Form M-3S-4, filed by a 
corporation, which has not elected under the provisions 
of MInn. Stat. § 290.972, Subd. 1, or, has• terminated 
Its election under the provisions of Minn. Stat. § 
290.972, Subd. 5, shall be treated as a corporate re-
turn, required by MInn. Stat. § 290.37, Subd. 1(m) 
and shall be deemed an assessment under Mmii. Stat. § 
290.39, subject to the revision of tax shown due. 

E. Verification. The return filed under the' provisiOns 
of Minn. Stat. § 290.974 shall be signed by an officer 
of the corporation. 

INCT 2113 	IasslflcatIon of income. In the event an 
individual must include in his Income foi federal In-
come tax purposes, an amount computed under sections 
1373 and 1375 of the Internal Revenue Code of 1954, 
as amended, because of his ownership of stock in a 
corporation which has elected small business status 
under section 1372(A) of the Internal Revenue Code 
of 1954, as amended, then'such income shall also be 
considered income under Mlnn. Stat. ch. 290, provided 
that the corporation, of which the individual is 'a share-
holder, has made an election as a small business cor-
poration under the provisions of Minn. Stat. § 290.972, 
Subd. 1. 

Chapter Twenty-Two: Miscellaneous 

INCT 2200 Agreements as to -tax due. At any time 
within the applicable period of limitations, the taxpayer 
and the Commissioner, or his representative authorized 
in writing, may' enter into an agreement in writing as 
to the amount of tax due for any taxable year or years. 
If such agreement is thereafter approved by the Com-
missioner, it shall be final and conclusive and it shall 
not be set aside except upon a showing 'of fraud or mal-
feasance or misrepresentation of a material fact. 

INCT 2201 Attorneys and Ogents. Any representative 

of a taxpayer may appear before the Income Tax Divi-
sion providing that such representative ifies a written 
power of attorney, Form 184 or an equivalent form 
executed by the taxpayer involved or IS accompanied by 
the taxpayer himself. 

In case of a formal hearing before the Commissioner 
of Revenue, persons who may appear are set forth as 
follows: 

A. Attorneys at law duly licensed to practice law In 
the State of Minnesota. 

B. Certified Public Accountants, Public Accountants, 
and Agents provided that the practice by accountants 
or agents shall be limited to problems not constituting 
the practice of law. 

C. Individuals may appear at all times hi their own 
behalf or partners may appear on behalf of their part-
nership or a corporation's officers may appear on behalf 
of their corporation. Nothing herein will prevent the 
suspension or disbarment by the Commissioner of Rev-
enue of any attorney, agent, or any other person from 
acting on behalf of any taxpayer either before the Com-
missioner or the Income Tax Division in accordance 
with the provisions of MInn. Stat. § 290.52. 

1NCT 2202 Examiners. The Commissioner of Reve-
nue may appoint such persons as he deems necessary 
to review income tax returns and to. make determina-
tions concerning income tax liabilities. 

INCT 2203 Secrecy - tax department employees. 
Disclosure of information obtained in reviewing a tax-
payer's tax liability may not be made except as provided 
in MInn. Stat. § 290.61. Violation is a gross misde-
meanor. 

INCT 2204 Secrecy - tax consultants. Disclosure of 
information obtained In- preparing or reviewing a tax-
payer's state or federal income tax return may not be 
made except as provided in Mlnn. Stat. § 290.611. Vio-
lation is a gross misdemeanor. 

INCT 2205 Armed forces exclusion. The first $3,000 
of income from services performed in the armed forces 
of the United States or of the United Nations is excluded 
from gross income. -In addition, the next $2,000 of 
income from such services wholly performed outside of 
the state of Minnesota is excluded from gross income. 

INCT 2206 Extension of time - armed forces. A 
member of the Armed Forces who serves continuously 
for a period of more than 90 days outside the United 
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States is granted an extension of time until six months 
after his return to the United States for the filing of re-
turns, payment of taxes, and the claiming of refunds. In 
addition, the individual who serves in the Armed Forces 
within or outside of the United States is granted an 
extension of time until six months after termination of 
military services if his ability to perform these acts is 
materially impaired by reason of these services. Such 
impairment need not be shown but it is presumed to 
exist during the period of military service. 

INCT 2207 Extension of time - civilians outside of 
United States. An individual who is continuously and 
for more than 90 days outside of the United States is 
granted an extension of time until six months after his 
return to the United States within which to file his re-
turn, pay his taxes, or claim his refund. No penalty 
will be assessed for period prior to six months after his 
return to the United States. Interest at the rate of six 
percent per annum will be assessed for periods after 
the due date of the return under Minn. Stat. § 290.42. 
The Commissioner of Revenue may abate penalties 
and interest when in his opinion enforcement would be 
unjust and inequitable. 

In the case of a refund, no interest will be payable 
for the period up to six months after the taxpayer's rç-
turn to the United States. A tax may be assessed within 
the period of months following the date six months after 
the taxpayer's return to the United States, or 12 months 
after the taxpayer's return. 

INCT 2208 Outside the United States. An indivi-
dual is outside of the United States if he is outside of 
the 50 states and the District of Columbia. 

INCT 2209 Death of member of armed forces. If 
an individual dies on or after December 31, 1949 while 
in active service as a member of the Armed Forces of 
the United States or of any of the United Nations, no 
tax shall be assessed for the taxable year in which he 
died, and any unpaid tax for any years prior to his 
death shall be cancelled. Also, if he had paid any tax 
for any taxable year beginning after December 31, 
1949 during' which he was in active service, such tax 
shall be refunded provided a claim for refund is ified 
within seven years of the date on which the return for 
that year was filed. Such claim can only be filed by the 
executor or administrator of his estate, and refund can 
be paid only to such legal representative of the estate. 

INCT 2210 Common trust fund. A common trust 
fund as defined in Minn. Stat. § 290.281 is not subject 
to any income tax. 

Federal law controls in the determination of the 
amount of income which is attributed to individual 
participants in a common trust fund, subject to the 
modifications that are required under the provisions of 
Minn. Stat. § 290.01, Subd. 20 and Minn. Stat. §  

290.17 - 290.20 (inclusive). See Section 584 of the 
Internal Revenue Code of 1954, as amended. 

LNCT 2211 Liability of transferees and fiduciaries. 
The amount for which a transferee of the property of 
a taxpayer is liable, at law or in equity, and the amount 
of the personal liability of a fiduciary in respect of any 
income tax imposed by the Act, whether shown on the 
return of the taxpayer or determined as a deficiency in 
the tax, shall be assessed against such transferee or such 
fiduciary, as the case may be, and collected and paid in 
the same manner and subject to the same provisions 
and limitations as in the case of a deficiency in a tax 
imposed by the Act, except as hereinafter provided. 

The term "transferee" as used in this regulation In-
cludes an heir, legatee, devisee, distributee of an estate 
of a deceased person, the shareholder of a dissolved 
corporation, the assignee or donee of an insolvent per-
son, the successor of a corporation, a party to a re-
organization as defined in Minn. Stat. § 290.136, subd. 
9 and all other dasses of disfributees. 

The period of limitation for assessment and collection 
of the liability of a transferee or of a fiduciary, referred 
to in the first paragraph of this regulation, is as follows: 

A. In the case of the liability of an initial transferee 
of the property of the taxpayer one year after the ex-
piration of the period of limitation for assessment 
against the taxpayer. Action may be brought for the 
collection of such liability within one year after the 
expiration of the period of limitation for the commence-
meniof the action against the taxpayer. 

B. In the case of the liability of a transferee of a 
transferee of the property of the taxpayer one year after 
the expiration of the period of limitation for assess-
ment against the preceding transferee, or three and 
one-half years after the expiration of the period of limi-
tations for assessment against the taxpayer, whichever 
of the two periods (the one-year period or the three 
and one-half-year period) first expires. In such case 
the liability may be collected by action brought within 
one year after the expiration of the period of limitation 
for the commencement of the action against that pre-
ceding transferee but only if within four years after 
the expiration of the period of limitation for bringing 
an action against the taxpayer. 

C. If a court proceeding against the taxpayer or last 
preceding transferee for the collection of the tax or 
liability in respect thereof, respectively, has been begun 
within the period of limitation for the bringing of such 
proceeding, then the period of limitation shall expire 
within one year after the return of execution in such 
proceeding. The period of limitation for collection by 
action expires one year after the said liability is assessed. 

D. In the case of the liabifity of a fiduciary, not later 
than one year after the liability arises or not later than 

(CITE 1 S.R. 168) 
	

STATE REGISTER, MONDAY, AUGUST 2, 1976 	 Page 168 



the expiration of the period for collection of the tax In 
respect of which such liability arises, whichever Is the 
later. The liability may be collected by action brought 
within one year after assessment. 

E. For the purpose of determining the period of Jim. 
itation for assessment against a transferee or a fiduciary, 
if the taxpayer is deceased, or, in the case of a corpo-
ration, if it has terminated its existence, the period of 
limitation of assessment against the taxpayer shall be 
the period that would be in effect bad the death or ter-
mination of existence not occurred. 

INCT 2212 Duties of fiduciaries. As soon as the 
Commissioner receives notice that a person is acting 
in a fiduciary capacity, such fiduciary must, except as 
otherwise specifically provided, assume the powers, 
rights, duties, and privileges of the taxpayer with respect 
to income tax imposes by Minn. Stat. § 290.03(3) and 
(4). II the person is acting as a fiduciary for a trans-
feree or other person subject to the liability specified 
in Minn. Stat. § 290.29, such fiduciary is required to 
assume the powers, rights, duties, and privileges of the 
transferee or other person under that section. The 
amount of the tax or liability is ordinarily not collectible 
from the personal estate of the fiduciary but is col-
lectible from the estate of the taxpayer or from the 
estate of the transferee or other person subject to the 
liability specified in Minn. Stat. § 290.29. The "notice 
to the Commissioner" provided for in Mimi. Stat. § 
290.30 shall be written notice signed by the fiduciary 
and filed with the Commissioner. The notice must state 
the name and address of the person for whom the fidu-
ciary Is acting, and the nature of the liability of such 
person; that is, whether it is a liability for tax, and, 
if so, the year or years involved, or a liability at law 
or equity of a transferee of property or a taxpayer, or a 
liability of a fiduciary in respect of the payment of any 
tax from the estate of the taxpayer. Any such written 
notice which has been filed with the Commissioner 
shall be considered as sufficient notice to the Com-
missioner within the meaning of Minn. Stat. § 290.30. 
Unless there is already on file with the Commissioner 
satisfactory evidence of the authority of the fiduciary 
to act for such person in a fiduciary capacity, such 
evidence must be filed with and made a part of the 
notice. If the fiduciary capacity exists by order of court, 
a certified copy of the order may be regarded as such 
satisfactory evidence. When the fiduciary capacity has 
terminated, the fiduciary in order to be relieved of any 
further duty or liability as such, must file with the 
Conunissioner written notice that the fiduciary capacity 
has terminated as to him, accompanied by satisfactory 

evidence of the termination of the fiduciary capacity. 
The notice of termination should state the name and 
address of the person, If any, who has been substituted 
as fiduciary. 

If the notice of the fiduciary capacity described In 
the preceding paragraph is not filed with the Commis-
sioner prior to the sending of notice of a deficiency by 
registered mail to the last known address of the tax-
payer, or the last known address of the transferee or 
other person subject to liability (see Mimi. Stat. § 
290.29), no notice of the deficiency will be sent to the 
fiduciary. In such a case the sending of the notice to 
the last known address of the taxpayer, transferee, or 
other person, as the case may be, will be sufficient 
compliance with the requirements of the Act, even 
though such taxpayer, transferee, or other person is 
deceased, or is under a legal disabifity, or, in the case 
of a corporation, has terminated its existence. This 
constitutes formal assessment of the tax and recourse 
from such order is to take an appeal directly to the 
Tax Court in accordance with the provisions of Minn. 
Stat. § 271.06. The term "fiduciary" is defined to mean 
a guardian, trustee, executor, administrator, receiver, 
conservator, or any person acting in any fiduciary 
capacity for any person. 

This regulation, relating to the provisions of Minn. 
Stat. § 290.30 shall not be taken to abridge in any 
way the powers and duties of fiduciaries provided for 
in other sections of the Act. 

INCT 2213 Returns by Insurance companies. Insur-
ance companies (other than farmers' mutual) doing 
business in Minnesota must file income tax returns. 
Farmers' mutual insurance companies organized and 
existing under Minnesota Jaw are exempt under Mlnn. 
Stat. § 290.05, subd. 1(c), and these companies need 
not file returns. 

Insurance companies, other than life Insurance com-
panies, prepare their income tax returns on forms M-4 
and M-6. Life Insurance cdmpanies prepare their returns 
on form M-7. 

Insurance companies report as net income the amount 
of net income which they would have been required to 
report under the federal Revenue Act of 1936, if that 
Act were still in effect. Net  income is apportioned to 
Minnesota by multiplying the total net income by the 
ratio of the gross premiums from business within the 
state to total gross premiums from all business every -
where. Premium taxes paid to the state of Minnesota 
were deducted in arriving at net income under the 
federal Revenue Act of 1936 - the amount of these 
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taxes Is added to 'the. 'apportiOned net. Income figure to 
arrive at Minnesota taxable net income (Exception: 
The premium tax. surcharge imposed' by Minh. Stat. ' 
69.54 is not so added to the apportioned net -income 
figure..) . . - 

The $500 corporation credit under Minn. . Stat. § 
290.21 is then subtracted from the. Minnesota taxable 
net 'income figure, and the corporation tax rates under 
Minn. Stat. § 290.06 are. .then applied to determine 
the, amount of taxes that are-due. Insurance companies 
are allowed a specific credit against their taxes due of 
the amount. of premium taxes .they paid to Minnesota, 
other than . the premium. tax surcharge Imposed by 
Minn. Stat. §. 69.54.. See Minn. Stat. 290.06; Subd. 
3(c)(5). 	-. 	 . 	 , . 	 . . 

INCT 2214 . Taxation of national and. state bankS. 
In general, the, determination of net income and' credits 
for, national and state, banks is.. the same as. that for 
any corporation subject - to . tax under. Mmn. Stat. § 
290.02 of the 'Minnesota Income, and' Franchise Tax 
Act. Banking corporations subject to. the provisinns of 
this Act must make a return on Form M-8. ....'. - 

Returns must 'be filed for the same acèounting period 
as Is employed for Federal IncOme Tax purpOses. For 
changes in such period see INCT 724,, 725 and 1508. 

INCT 2215 Computation of taxable net lcome,: of 
banks ,. ,,........... 

A. Gains and losses. In determining gain or loss 
from sale or other disposition "of assets, the 'provisiOns 
of Minn. Stat. § 290.12, 290.13, 290.14 and 290.15 
shall apply to national and state banks exéept 'that' in 
no case will the fair market value as' of January 1, 1933, 
be used as the loss or gain basis. ,For the purpose" of 
determining a gain the fair market value as of January 
1, 1940 shall be used as a basis If sikh value after 
adjustments exceeds the cost after adjustments. How -
ever, for the purpose of determining ,a loss cost must 
be used as the basis and not, the fair market ,value.'as 
of January 1, 1940. If property acquired before January 
1, 1940, is sold or disposed of for more than cost, as 
adjusted, and for less than - its January 1, 1940, fair 
market value, as adjusted, no gain or toss is recognized 

For taxable years ,. beginning after December 31, 
1946, property consisting of investment in bonds, 
stocks, notes, debentures, mortgages, certificates, or 
any evidence of indebtedness, and any property ac-
quired In liquidation thereof when . such property is 
held for investment or for sale are not considered to be 
capital assets. Gains from the sale or other- disposition 
of such assets are lncludlble in income in full. Losses 
are deductible in full. 

B. Depreciation. In no case shall fair market valUe 
as of January 1, 1933, be used as the basis for com-
puting depreciation under the provisions of this Act. 

Banking corporätions'shalI use either cost Or fair mar-
ket value as .of January 1,. 1940, as the, basis for com-
puting depreciation." 'However, Minn.. Stat. § 290.16, 
Subd. 1, provides that the basis upon Which exhaustion, 
wear, tear, , obsolescence, or depletion is computed 
shall 'be'.he same as that for 'the purpose 'of determin-
ing loss or'galfl'on'the sale' of property. . , 

Thus, if depreciation Is computed and allowed on 
the basis of value as of January 1, 1940,' and it later 
appears, when the asset is' sold, that cost must be used 
as the loss or gain basis,.. adjustments must then be 
made for excessive depreciation in prior years In the 
amount that the depreciation which was allowed ex-
éeeds" that 'depreciatlon allowable 'When computed on 
the basis of 'cOst. 

C. . Charge-oils, write-downs, and recoveries relating 
to bad debts. Under the provisions of ,Minn. Stat. , § 
290.09,' Subd. 6,. national and state banks will 'be 
allowed to deduct debts ,whlch, become worthless and 
are: charged oLduring' the table year. -If a bad 'debt 
becomes worthlesS, in part. during, the, taxable year, 'a 
deduction maybe taken to the extent of such partial 
worthlessness. If a bad debt Is, ordered charged off 
in whole. or. in'part.,by' national or state authorities, 
such determiantion. shall be considered. as 'prima fade 
e'idence. of worthlessness. 

Where' ''debt' has '.been dédUited -from the gross in-
come-subsequent' to January 1, 1940, and the taxpayer 
realized •a recovery of all Or part' -of such debt, the 
amOuntsO recovered constitutes- 'tixable income only 
to the' extent that-a 'tax 'benefit resulted hi the year of 
deduction. 'if the debt was charged off prior to January 
1, .1940,'and all Or part of such debt is recovered sub 
sequent to" JOnuary 1, 1940,no part of such recovery 
will constitUte taxable income. 

If the Federal or State banking authorities require 
that an asset' be charged off as wàrthless or that It be 
written down to ,nomiUa value, such determination will 
be considerd as 'prima fade evidence of worthlessness. 
If such determination is based upon market fluctuation 
or if no reasonable attempt has been made to determine 
worthlessness, such action on the part of Federal or 
State banking authorities will not be considered con-
clusive evidencel of worthlessness. No deduction for 
Income tax purposes of the amount' s,o charged off or 
written down will be allowed unless other evidence is 
submitted substantiatiOg that such asset actually be-
came worthless during the taxal!e year. 

INT 2216 Partnerships. Minn. Stat. § 290 does 
not impose any  Income tax on partnerships as such al-
though partnerships are required to submit Information 
returns. See' Minn. Stat. § 290.41. 

Partners are subject' to inéome tax on their distribu-
tive' share, of partnership come. The provisions, of 
un Stat. § 290.31 are applicable only to corporations 
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that are members of partnerships. The income tax, on 
individuals, estates and trusts is based on.their.federah 
"adjusted gross income," induding any income from 
partnerships. See Minn. Stat. § 290.311. 

INCT 2217 Gross income frOm partnerships. The 
Minnesota gross income of individuals, estates and trusts 
includes any income received from, or loss resulting 
from, a partnership that Is included in their fedeial 
"adjusted gross income," subject to any modifications 
that are required under the provisions of Mlnn. Stat. § 
290.01, subd. 20 and Mlnn. Stat. § 290.17-290.20 
(inclusive). 

INCT 2218 AuthorIty of commissioner. The Coñunls-
sloner of Revenue, or his representative, has power to 
examine all books and records of a taxpayer, as neces-
sary to,enlorce the Income Tax Act. He can order per-
sons to appear in order to give testimony 'concerning 
income tax matters, and can order persons to produce 
books and records relating to income tax matters. 

INCT 2219 Federal returns. The Commissioner may 
exnmlne the taxpayer's copy of his federal return for 
any taxable year. 

INCT 2220 Change In federal return.' The tax-
payer must furnish a copy of any amended federal re-
turn tO. the Commissioner of Revenue within 90 days 
of, the date such amended federal return Is flea with 
the Internal Revenue Service. The taxpayer must report 
any change by the Internal Revenue Service 'in his in-
come or deductions to the Commissioner of Revenue 
within 90 days of the date such change is made. 

If such amended return or report is furnished to the 
Commissioner within the 90 day period, the Commis-
sioner shall have one year from the date such is re-
céived in which to recompute or reasessess the tax, or 
he may reassess the tax within the period provided in 
Minn. Stat. § 290.49, whichever period is longer. 

If such amended return or report is not furnished to 
the Commissioner of Revenue within the requIred 90 
day period, the Commissioner may reassess the tax 
Within six years after the amended return is filed or  

after the final change is made, notwithstanding any 
period 'of limitations to the contrary. 

INCT 2221 Rounding off of money items. Money 
items on the return and accompanying  schedules may be 
rounded off to the nearnest whole-dollar amount, dis-
regarding amounts of less than 50 cents, and increasing 

• amounts of 50 cents to 99 cents to the next highest 
dollar. 

Rounding off money Items applies only to amounts re-
quired to -be reporte4 on the return or accompanying 
schedules. It dOes not' apply to items which must be 
taken into account in arriving at total amounts to be 
enteredun the tax return or accompanying schedules. 

Example Wage and tax statements; Minnesota tax 
withheld, four employers: 

• 1. ,-$94.56-,; ;; 
2. 	$ 76.49 :' ''. - 

- 3. , 	$102.61 
$ 2.70- 	: 

Total. $36936 	- 

• You may round this off to $369. You may not round 
off each figure to arrive at $370, since the only re-
quired figure to be shown'oñ the ta return is the total. 

if an election Is made to round off any amounts on 
the return - then: all amOunts' on the return must be 
rounded. The election to round off for federal purposes 
does not' constitute-an election to -do the same for Min-
nesota. However, if an amount has been rounded off for 
federal purposes in arriving at Federal Adjusted Gross 
and an item has to be added back or subtracted, from 
this -figure to arrive, at Minnesota adjusted gross the 
rouisded off amount must be used. 

Chapter Twenty-Three: Withholding 

JNCT: 2300 Collection of income lax at source on 
wages. The withholding of income tax On wages and 
other. paymnts shall be in accordance with the with-
holding tables, rules, and instructions set forth in the 
Department of Revenue Circular MW-B. 
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Official Notices 
ENVIRONMENTAL QUALITY COUNCIL 

EQC MONITOR 

Actions Taken at the July 13, 1976 Meeting 

S 

1. Determined not to review Final EIS on MP&L-
TR-1 (Twin Cities to Cromwell High Voltage 
Transmission Line - HVTL) 

2. Adopted Hearing Examiner's Findings amending 
MP&L-TC- 1 Corridor to include a portion Of the 
Carlos Avery Wildlife Management Area. 

3. Accepted application from NSP for a Construction 
Permit for single circuit, 500k kV HVTL from 
Forbes to International Border conditional on sub-
mittal of certain information within 30 days. (EQC 
Docket # NSP-TR-1) 

4. Adopted charge to Route Evaluation Committee 
for NSP-TR- 1. 

5. Ordered preparation of an Environmental Impact 
Statement (EIS) on NSP-TR-1 with EQC through 
its Power Plan Siting staff designated Responsible 
Agency. 

6. Allowed recommendation in Environmental A.-
sessment (EA) that no EIS is required on the 
widening of Normandale Boulevard to prevail. 

7. Order EIS on Dayton Hudson's proposed Wood- 
dale Mall in Woodbury. 

8. Found EA adequate and determined no EIS re-
quired on Western Life Insurance Company proj-
ect in Woodbury. 

9. Found EA adequate and determined no EIS re-
quired on Minneapolis HRA proposed housing 
project at Lyndale and Minnehaha. 

10. Found EA adequate and determined no EIS re-
quired on Pebble Beach/Lothlorien plats near Lake 
Mille Lacs. 

11. Found EA adequate and determined no EIS re- 
•quired on Duluth-Mesabi and Iron Range Rail- 
•road project at Two Harbors. 

12. Found EA' adequate and determined no EIS re-
quired on Koch Refining proposed fuel oil stor-
age tank in St. Paul. 

13. Found EA adequate and determined no EIS re-
quiredon revised Oak Park Vifiage project in St. 
Louis Park. 

14. Ordered EA prepared on Half-Moon Lake pro-
posed project designating St. Louis County as Re- 

• sponsible Agency in response to petition. 
15. Ordered supplementary EA on Proposal to close 

Nicollet Avenue in Lake-Nicollet development 
district designating City of Minneapolis as Re-
sponsible Agency in response to petition. 

16. Determined not to review EIS on proposed Wi!-
liams-O'BrienMarina on the St. Croix River. 

17. Found Sylvan Shores project in Todd County. ex-
empt from EISprocess. 

18. Required submittal of project descriptions for 
Alter Company and Great Lakes Coal and Dock 
coal handling facilities in St. Paul/So. St. Paul. 

FOR FURTHER INFORMATION, CONTACT: 

The Minnesota Environmental Quality Council 
100 Capitol Square Building 
550 Cedar Street 
St. Paul, Minnesota 55101 
PHONE: 612/296-3985 

(End of EQC Monitor) 
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OFFICE OF THE GOVERNOR 

S 	Appointment of Commissioner of Transportation 

Mr. R. James Harrington has been appointed by me 
to be Commissioner of Transportation and will assume 
that post on August 2, 1976. Under the provisions of 
Laws 1976, ch. 166, § 121, Commissioner Harrington 
will prepare with a skeleton staff the formation of the 
new Department of Transportation. The new depart-
ment will become operational when the DOT assumes  

functions from the current Departments of Highways, 
Aeronautics, and of Public Service, and from the State 
Planning Agency. At that time, the Departments of 
Highways and Aeronautics will be abolished. 

Wendell R. Anderson 
Governor 

POLLUTION CONTROL AGENCY 

DIVISION OF WATER QUALITY 

Notice of Public Hearing 

Water Pollution Control Program 

The public is invited to participate in the formula-
tion of Minnesota's Water Pollution Control Program 
Plan for the prevention, reduction and elimination of 
water pollution for the Federal fiscal year October 1, 
1976 through September 30, 1977. 

The meeting will be conducted on August 10 by 
Mr. Lyle H. Smith, Chief Pollution Control Engineer, 
at 10:00 A.M., in the Agency Board Room, 1935 West 
County Road 112, Roseville, Minnesota 55113. The 
meeting will continue until all interested persons have 
had an opportunity to be heard by either submitting  

oral or written statements, comments or arguments. 
Statements may be mailed to the Roseville office for 
submission into the record at any time prior to the 
closing of the record at 4:30 P.M., August 11, 1976. 

The proposed Program Plan addresses the develop-
ment of the 208 program, water quality monitoring, 
the issuance of discharge permits, the enforcement of 
discharge permits, the establishment of water quality 
standards and the awarding of grants for the construc-
tion of municipal waste water treatment plants. These 
topics will be discussed at the meeting. 
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STATE OF MINNESOTA 
OFFICE OF THE STATE REGISTER 

95 Sherburne, Suite 203 
St. Paul, Minnesota 55103 

SUBSCRIPTION ORDER FORM 
$1 10.00—annual subscription to the State Regi.rter (53 issues) 
SAVE MONEY ON ADDITIONAL SUBSCRIPTION& 
$85.00—second subscription and additional subscriptions (each) 

I would like 	subscriptions at a total cost of $ 	 I have enclosed that amount in a check or money order made out to: "Minnesota State Treasurer." 
Name of Company or Organization 	  
Attention to 	  
Street 	  
City 	 State 	 Zip 	  
Telephone 	  
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House of Re
presentativ

es 

Attn: Edwar
d Rurdick, 

Chief Clerk
 

Room 211 C
apitol 

St. Paul, M
innesota 55
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