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Agenda #1

ARTICLE ..
INCOME TAX

Section 1. Minnesota Statutes 2004, section 289A.39,
subdivision 1, is amended to read:

Subdivision 1. [EXTENSIONS FOR SERVICE MEMBERS.] (a) The
limitations of time provided by this chapter, chapter 290
relating to income taxes, chapter 271 relating to the Tax Court
for filing returns, paying taxes, claiming refunds, commencing
action thereon, appealing to the Tax Court from orders relating
to income taxes, and the filing of petitions under chapter 278

that would otherwise be due May-157-3%996 May 1, 2004, and

appealing to the Supreme Court from decisions of the Tax Court
relating to income taxes are extended, as provided in section
7508 of the Internal Revenue Code.

(b) If é member of the National Guard or reserves is called
to active duty in the armed forces, the limitations of time
provided by this chapter and chapters 290 and 2902 relating to
income taxes and claims for property tax refunds are extended by
the following period of time:

(1) in the case of an individual whose active service is in
the United States, six months; or

(2) in the case of an individual whose active service
includes service abroad, the period of initial service plus six

months.
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1 Nothing in this paragraph reduces the time within which an
2 act is required or permitted under paragraph (a).

3 (c) If an iﬁdividual entitled to the benefit of paragraph

4 (a) files a return during the period disregarded under paragraph
5 (a), interest must be paid on an overpayment or refundable

6 credit from the due date of the return, notwithstanding séction
7 289A.56, subdivision 2.

8 (d) The provisions of this subdivision apply to the spouse

9 of an individual entitled to the benefits of this subdivision

10 with respect to a joint return filed by the spouses.

11 [EFFECTIVE DATE.] This section is effective for taxable

12 vyears beginning after December 31, 2002, and for property taxes

13 payable after 2003.

14 Sec. 2. Minnesota Statutes 2004, section 290.01,

15 subdivision 7, is amended to read:

16 Subd. 7. [RESIDENT.] (a) The term "resident" means any

17 individual domiciled in Minnesota, except that an individual is
18 not a "resident" for the period of time that the individual is
19 eithers

20 {+3y-on-aetive-duty-statiened-eutside-of-Minneseta-white-in
21 the-armed-ferees-ef-the?Hnited—States—er-the—Hnited—Natiens7-er
22 42y a "qualified individual" as defined in section

23 911(d) (1) of the Internal Revenue Code, if the qualified

24 individual notifies the county within three months of moving out
25 of the country that homestead status be revoked for the

26 Minnesota residence of the qualified individual, and.the

27 property is not classified as a homestead while the individual
28 remains a qualified individual.

29 (b) "Resident" also means any individual domiciled outside
30 the state who maintains a place of abode in the state and spends
31 1in the aggregate more than one-half of the tax year in

32 Minnesota, unless:

33 (1) the individual or the spouse of the individual is in
34 the armed forces of the United States; or

35 (2) the individual is covered under the reciprocity

36 provisions in section 290.081.
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For purposes of this subdivision, presence within the state
for any part of a calendar day constitutes a day spent in the
state. 1Individuals shall keep adequate records to substantiate
the days spent outside the state.

The term "abode" means a dwelling maintained by an
individual, whether or not owned by the individual and whether
or not occupied by the individual, and includes a dwelling place
owned or leased by the individual’s spouse.

(c) Neither the commissioner nor any court shall consider
charitable contributions made by an individual within or without
the state in determining if the individual is domiciled in
Minnesota.

[EFFECTIVE DATE.] This section is effective for taxable

.years beginning after December 31, 2004.

Sec.’3. Minnesota Statutes 2004, section 290.01,
subdivision 19a, is amended to read:

Subd. 19a. [ADDITIONS TO FEDERAL TAXABLE INCOME.] For
individuals, estates, and trusts, there shall be added to
federal taxable income:

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

(i1) exempt-interest dividends as defined in section
852 (b) (5) of the Internal Revenue Code, except the portion of
the exempt-interést dividends derived from interest incomé on
obligations of the state of Minnesota or its bolitical or
governmental subdivisions, municipalities, governmental agencies
or instrumentalities, but only if the portion of the
exempt-interest dividends from such Minnesota sources paid to
all shareholders represents 95 percent or more of the
exempt-interest dividends that are paid by the regulated
investment company as defined in section 851(a) of the Internal

Revenue Code, or the fund of the regulated investment company as
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defined in section 851(g) of the Internal Revenue Code, making

the payment; and

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

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

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

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

‘(5) the amount of expense, interest, or taxes disallowed
pursuant to section 290.10;

(6) the amount of a partner’s pro rata share of net income
which does not flow through to the partner because the
partnership elected to pay the tax on the income under section
6242 (a) (2) of the Internal Revenue Code; and

(7) 80 percent of the depreciation deduction allowed under
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section 168 (k) of the Internal Revenue Code. For purposes of
this clause, if the taxpayer has an activity that in the taxable
year generates a deduction for depreciation under section 168 (k)
and the activity generates a loss for the taxable year that the
taxpayer'is not allowed to claim for the taxable year, "the
depreciation Allowed under section 168 (k)" for the taxable year
is limited to excess of the depreciation claimed by the activity
under section 168 (k) over the amount of the loss from the
activity that is not allowed in the taxable year. In succeeding
taxable years when the losses not allowed in the taxable year
are allowed, the depreciation under section 168(k) is allowed;
and

(8) the amount of expenses disallowed under section 290.10,

subdivision 2.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004.

Sec. 4. Minnesota Statutes 2004, section 290.01,
subdivision 19b, is amended to read:

Subd. 19b. [SUBTRACTIONS FROM FEDERAL TAXABLE INCOME.] For
individuals, estates, and trusts, there shall be subtracted from
federal taxable income:

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

(2) if included in federal taxable income, the amount of
any overpayment of income tax to Minnesota or to any other
state, for any previous taxable year, whether the amount is
received as a refund or as a credit to another taxable year’s
income tax liability;

(3) the amount paid to others, less the amount used to
claim the credit allowed under section 290.0674, not to exceed
$1,625 for each qualifying child in grades kindergarten to 6 and
$2,500 for each qualifying child in grades 7 to 12, for tuition,

textbooks, and transportation of each qualifying child in

Section 4 5
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attending an elementary or secondary school situated in
Minnesota, North Dakota, South Dakota, Icwa, or Wisconsin,
wherein a resident of this state may legally fulfill the‘state's
compulsory attendance laws, which is not operated for profit,
and which adheres to the provisions of the Civil Rights Act of
1964 and chapter 363A. For the purposes of this clause,
"tuition" includes fees or tuition as defined in section
290.0674, subdivision 1, clause (1). As used in this clause,
"textbooks" includes books and other instructional materials and
equipment purchased or leased for use in elementary and
secondary schools in teaching only those subjects legally and
commonly téught in public elementary and secondary schools in
this state. Equipment expenses qualifying for deduction
includes expenses as defined and limited in section 290.0674,
subdivision 1, claﬁse (3). "Textbooks" does not include
instructional books and materials used in the teaching of
religious tenets, doctrines, or worship, the purpose of which is
to instill such tenets, doctrines, or worship, nor does it
include books or materials for, or transportation to,
extracurricular activities including sporting events, musical or
dramatic events, speech activities, driver’s education, or
similar programs. For purposes of the subtraction provided by
this clause, "qualifying child" has the meaning given in section
32(c) (3) of the Internal Revenue Code;

(4) income as provided under section 290.0802;

(5} to the extent included in federal adjusted gross
income, income realized on disposition of property exempt from
tax under section 290.491;

(6) to the extent included in federal taxable income,
postservice benefits for youth community service under section
124D.42 for volunteer service under United States Code, title
42, sections 12601 to 12604;

(7) to the extent not deducted in determining federal
taxable income by an individual who does not itemize deductions
for federal income tax purposes for the taxable year, an amount

equal to 50 percent of the excess of charitable contributions
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allowable as a deduction for the taxable year under section
170(@) of the Internal Revenue Code over $500;

(8) for taxable years beginning before January 1, 2008, the
amount of the federal small ethanol producer credit allowed
under section 40(a) (3) of the Internal Revenue Code which is
included in gross income under section 87 of the Internal
Revenue Code;

(9) for individuals who are allowed é federal foreign tax
credit for taxes that do not qualify for a credit under section
290.06, subdivision 22, an amount equal to the carryover of
subnational foreign taxes for the taxable year, but not to
exceed the total subnational foreign taxes reported in claiming
the foreign tax credit. For purposes of this clause, "federal
foreign tax credit" means the credit allowed under section 27 of
the Internal Revenue Code, and "carryover of subnational foreign
taxes" equals the carryover allowed under section 904 (c) of the‘v
Internal Revenue Code minus national level foreign taxes to the
extent they exceed the federal foreign tax credit;

(10) in each of the five tax years immediately following
the tax year in which an addition is required under subdivision
19a, clause (7), an amount equal to one-fifth of the delayed
depreciation. For purposes of this clause, "delayed
depreciation" means the amount of the addition made by the
taxpayer under subdivision 19a, clause (7), minus the positive
value of any net operating loss under section 172 of the
Internal Revenue Code generated for the tax year of the
addition. The resulting delayed depreciation cannot be less
than zero; and

(11) job opportunity building zone‘income as provided under
section 469.316; -

(12) to the extent included in federal taxable income, an

amount, not to exceed $10,000, equal to an individual’s

unreimbursed expenses for travel, lodging, énd lost wages net of

sick pay related to the individual’s donation of one or more of

the individual’s organs to another person for human organ

transplantation. For purposes of determining the extent to
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which expenses are included in federal taxable income, expenses

qualifying under this paragraph are the first expenses

considered in determining the medical expense deduction allowed

under section 213 of the Internal Revenue Code. For purposes of

this clause, "organ" means all or part of an individual’s liver,

pancreas,‘kidney, intestine, lung, or bone marrow, and "human

organ transplantation" means the medical procedure by which

transfer of a human organ is made from the body of one person to

the body of another person. An individual may claim the

subtraction in this clause for each instance of organ donation

for transplantation, during the taxable year in which the

expenses or lost wages occur;

(13) the amount of compensation paid to members of the

Minnesota National Guard or other reserve components of the

United States military for active service performed in

Minnesota, excluding compensation for services performed under

the Active Guard Reserve (AGR) program. For purposes of this

clause, "active service" means (i) state active service as

defined in section 190.05, subdivision 5a, clause (1); (ii)

federally funded state active service as defined in section

190.05, subdivision 5b; or (iii) federal active service as

defined in section 190.05, subdivision 5c, but "active service"

excludes services performed exclusively for purposes of basic

combat training, advanced individual training, annual training,

and periodic inactive duty training; special training

periodically made available to reserve members; and service

performed in accordance with section 190.08, subdivision 3; and

(14) the amount of compensation paid to members of the

armed forces of the United States or United Nations for active

duty performed outside Minnesota.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004.

Sec. 5. Minnesota Statutes 2004, section 290.01,'
subdivision 19c, is amended to read:
Subd. 19c. [CORPORATIONS; ADDITIONS TO FEDERAL TAXABLE

INCOME.] For corporations, there shall be added to federal
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taxable income:

(1) the amount of any deduction taken for federal income

tax purposes for income, excise, or franchise taxes based on net

"income or related minimum taxes, including but not limited to

the tax imposed under section 290.0922, paid by the corporation
to Minnesota, another state, a political subdivision of another
state, the District of Columbia, or any foreign country or
possession of the United States;

(2) interest not subject to federal tax upon obligations
of: the United States, its possessions, its agencies, or its
instrumentalities; the state of Minnesota or any other state,
any of its political or governmental subdivisions, any of its
municipalities, or any of its governmental agencies or
instrumentalities; the District of Columbia; or Indian tribal
governments;

(3) exempt-interest dividends received as defined ih
section 3852(b) (5) of the Internal Revenue Code;

(4) the amount of any net operating loss deduction taken
for federal income tax purposes under section 172 or 832 (c) (10)
of the Internal Revenue Code or operations loss deduction under
section 810 of the Internal Revenue Code;

(5) the amount of any special deductions taken for federal
income tax purposes under sections 241 to 247 of the Internal
Revenue Code;

(6) losses from the business of mining, as defined in
section 290.05, subdivision 1, clause (a), that are not subject
to Minnesota income tax;

(7) the amount of any capital losses deducted for federal
income tax purposes under sections 1211 and 1212 of the Internal
Revenue Code; -

(8) the exempt foreign trade income of a foreign sales
corporation under sections 921(a) and 291 of the Internal
Revenue Code;

(9) the amount of percentage depletion deducted under
sections 611 through 614 and 291 of the Internal Revenue Code;

(10) for certified pollution control facilities placed in

Section 5 9
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service in a taxable year beginning before December 31, 1986,
and for which amortization deductioné were elected under section
169 of the Internal Revenue Code of 1954, as amended through
December 31, 1985, the amount of the amortizatiqn deduction
allowed in computing federal taxabie income for those
facilities;

(11) the amount of any deemed dividend from a foreign
operating corporation determined pursuant to section 290.17,
subdivision 4, paragraph (g);

(12) the amount of any environmental tax paid under section
59 (a) of the Internal Revenue Code;

(13) the amount of a partner’s pro rata share of net income
which does not flow through to the partner because the
partnership elected to pay the tax on the income under section
6242 (a) (2) of the Internal Revenue Code;

(14) the amount of net income excluded under section 114 of
the Internal Revenue Code;

(15) any increase in subpart F income, as defined in
section 952 (a) of the Internal Revenue Code, for the taxable
year when subpart F income is calculated without regard to the
provisions of section 614 of Public Law 107-147; ané

(16) 80 percent of the depreciation deduction allowed under
section 168 (k) of the Internal Revenue Code. For purposes of
this clause, if the taxpayer has an activity that in the taxable
year generates a deduction for depreciation under section 168 (k)
and the activity generates a loss for the taxable year that the
taxpayer is not allowed to claim for the taxable year, "the
depreciation allowed under section 168 (k)" for the taxable year
is limited to excess of the depreciation claimed by the activity
undér section 168 (k) over the amount of the loss from the
activity that is not allowed in the taxable year. In succeeding
taxable years when the losses not allowed in the taxable year
are allowed, the depreciation under section 168 (k) is allowed;
and

(17) the amount of expenses disallowed under section

290.10, subdivision 2.

Section 5 10
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[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004.

Sec. 6. Minnesota Statutes 2004, section 290.05,
subdivision 1, is amended to read:

Subdivision 1. [EXEMPT ENTITIES.] The following
corporations, individuals, estates, trusts, and organizations
shall be exempted from taxation under this chapter, provided
that every such person or Corporation claiming exemption under
this chapter, in whole or in part, must establish to the
satisfaction of the commissioner the taxable status of any
income or activity:

(a) corporations, individuals, estates, and trusts engaged
in the business of mining or producing iron ore and other ores
the mining or production of which is subject to the occupation
ta% imposed by section 298.01; but if any such corporation,
individual, estate, or trust engages in any other business or
activity or has income from any property not used in such
business it shall be subject to this tax’computed on the net
income from such property or such other business or activity.
Royalty shall not be considered as income from the business of
mining or producing iron ore within the meaning of this section;

(b) the United States of America, the state of Minnesota or
any political subdivision of either agencies or
instrumentalities, whether engaged in the disoharge of
governmental or proprietary functions; ard

(c) any insurance company; and

(d) a corporation engaged in the business of operating a

personal rapid transit system, as defined in section 297A.61,

subdivision 37, in this state, independent of any government

subsidies, but if the corporation engages in any other business

or activity or has income from any property not used in the

business of operating a personal rapid transit system, it is

subject to this tax computed on the net income from the property

or business or activity.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2008.

Section 6 11
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1 " Sec. 7. Minnesota Statutes 2004, section 290.06,
2 subdivision 2c¢, is amended to read:
-3 . Subd. 2c. [SCHEDULES OF RATES FOR INDIVIDUALS, ESTATES,
4 AND TRUSTS.] (a) The income taxes imposed by this chapter upon
5 married individuals filing joint returns and surviving spouses
6 as defined in section 2(a) of the Internal Revenue Code must be
7 computed by applying to their taxable net income the following
8 schedule of rates:
9 (1) On the first $25,680, 5.35 percent;
10 (2) On all over $25,680, but not over $102,030, 7.05
11 percent;
12 (3) On all over $102,030, #+85 8.0 percent.
13 Married individuals filing separate returns, estates, and
14 trusts must compute their income tax by applying the above rates
15 to their taxable income, except that the income brackets will be
16 one-half of the above amounts.
17 (b) The income taxes imposed by this chapter upon unmarried
18 individuals must be computed by applying to taxable net income
19 the following schedule of rates:
20 (1) On the first $17,570, 5.35 percent;
21 (2) On all over $17,570, but not over $57,710, 7.05
22 percent;
23 . (3) On all over $57,710, #+85 8.0 percent.
24 (c) The income taxes imposed by this chapter upon unmarried
25 individuals qualifying as a head of household as defined in
26 section 2(b) of the Internal Revenue Code must be computed by
27 applying to taxable net income the following schedule of rates:
28 (1) On the first $21,630, 5.35 percent;
29 (2) On all over $21,630, but not over $86,910, 7.05
30 percent; -
31 (3) On all over $86,910, #+85 8.0 percent.
32 (d) In lieu of a tax computed according to the rates set
33 forth in this subdivision, the tax of any individual taxpayer
34 whose taxable net income for the taxable year ié less than an
35 amount determined by the commissioner must be computed in

36 accordance with tables prepared and issued by the commissioner
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of revenue based on income brackets of not more than $100. The
amount of tax for each bracket shall be computed at the rates
set forth in this subdivision, provided that the commissioner
may disregard é fractional part of a dollar unless it amounts to
50 cents or more, in which case it may be increased to $1.

(e) An individual who is not a Minnesota resident for the
entire year must compute the individual’s Minnesota income tax
as provided in this subdivision. After the application of the
nonrefundable credits provided in this chapter, the tax
liability must then be multiplied by a fraction in which:

(1) the numerator is the individual’s Minnesota source
federal adjusted gross income as defined in section 62 of the
Internal Revenue Code and increased by the additions required
under section 290.01, subdivision 19a, clauses (1), (5), and
(6), and reduced by the subtraction under section 290.01,
subdivision 19b, clause (11), and the Minnesota assignable
portion of the subtraction for United States government interest
under section 290.01, subdivision 19b, clause (1), after
applying the allocation and assignability provisions of section
290.081, clause (a), or 290.17; and

(2) the denominator is the individual’s federal adjusted
gross income as defined in section 62 of the Internal Revenue
Code of 1986, increased by the amounfs specified in section
290.01, subdivision 19a, clauses (1), (5), and (6), and reduced
by the amounts specified in section 290.01, subdivision 19b,
clauses (1) and (11).

[EFF?CTIVE DATE.] This section is effective only if

o ry

¢ i, et
sections 16 and ¥7 of this article are enacted for taxable years

ﬁf?.,.,{""“aﬁ%&
beginning after December 31, 2605.

Sec. 8. Minnesota Statutes 2004, section 290.06,
subdivision 28, is amended to read:
Subd. 28. [EREPI¥Y REFUNDS FOR TRANSIT PASSES.] A-taxpayer

(a) An employer may teke-a-eredit-against-the-tax-due-under-this

ekapter claim a refund equal to 30 percent of the expense

incurred by the taxpayer employer to provide transit passes, for

use in Minnesota, to employees of the taxpayer.

Section 8 13
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(b) As used in this subdivision, the following terms have

the meanings given:

(1) "employer" means an individual or entity subject to tax

under this chapter or an entity that is exempt from taxation

under section 290.05, but excluding entities enumerated in

section 290.05, subdivisionvl, paragraph (b); and

(2) "transit pass" has the meaning given in section
132 (f) (5) (A) of the Internal Revenue Code.

(c) If the taxpayer employer purchases the transit passes
from the transit system operator, and resells them to the
employees, the eredit refund is based on the amount of the
difference between the price paid for the passes by the employer
and the amount charged to employees.

(d) The commissioner shall prescribe the forms for and the

manner in which the refund may be claimed. The commissioner

must provide for paying refunds at least quarterly. The

commissioner may set a minimum amount of qualifying expenses

that must be incurred before a refund may be claimed.

(é) An amount sufficient to pay the refunds required by

this subdivision is appropriated to the commissioner of revenue.

[EFFECTIVE DATE.] This section is effective for transit

passes purchased after December 31, 2005.

Sec. 9. Minnesota Statutes 2004, section 290.06, is
amended by adding a subdivision to read:

Subd. 33. [CARSHARING CREDIT.] (a) For purposes of this

subdivision, a "carsharing organization" means an organization
that:

(1) is described in section 501(c) of the Internal Revenue

Code;

(2) is comprised of members who purchase the use of a motor

vehicle from the organization;

(3) owns or leases a fleet of motor vehicles that are

available to members of the organization to pay for the use of a

vehicle on an hourly or per trip basis; and

(4) does not assign exclusive rights of use of specific

vehicles to individual members or allow individual members to

Section 9 14
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keep a vehicle in the member’s sole possession.

(b) A taxpayer may take a credit against the tax due under

this chapter for the expenses incurred by the taxpayer to

purchase a membership and pay monthly dues to a carsharing

organization or to provide memberships and pay monthly dues to a

carsharing organization for employees of the taxpayer. The

amount of the credit is equal to the lesser of the actual cost

of the membership fee and the monthly dues, or $390.- If an

employer purchases the membership or pays the monthly dues to

the nonprofit carsharing organization and resells the membership

to its employees or charges the monthly dues to its employees,

the credit allowed to the employer is the amount of the

difference between the amount paid by the employer and the

amount charged to the employee.

(c) A taxpayer who owns a parking facility that charges

customers an amount to park vehicles at the facility and

provides dedicated parking space at no charge to a nonprofit

carsharing organization to park the motor vehicles that are used

by the members of the organization on an hourly or per-trip

basis, may take a credit against the tax due under this chapter

for the value of the dedicated parking space provided to the

nonprofit carsharing organization. The value of the dedicated

parking space is equal to the lowest amount charged to customers

who pay to park at the facility calculated on an hourly, daily,

or other long-term rate that results in the lowest total cost.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2005.

Sec. 10. Minnesota Statutes 2004, section 290.0674,
subdivision 2, is amended to read:

Subd. 2. [LIMITATIONS.] (a) For claimants with income not
greater than $33,500, the maximum credit allowed is $1,000 per

multiplied by the number of claimant’s qualifying ehiid-and

$2;0060-per-famity children in grades kindergarten through grade

12. No credit is allowed for education-related expenses for
claimants with income greater than $37,500. The maximum credit

per ekiid claimant is reduced by $1 for each $4 of household
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income over $33,500, and—the-maximum—eredit-per—famiiy-ié
reduced-by-52-for-each-54-ef-househeld-ineome-ever-533;56657 but
in no case is the credit less than zero.

For purposes of this section "income" has the meaning given
in section 290.067, subdivision 2a. In the case of a married
claimant, credit is not allowed unless a joint income tax
return is filed.

(b) For a nonresident or part-year resident, the credit
determined under subdivision 1 and the maximum Credit amount in
paragraph (a) must be allocated using the percentage calculated
in section 290.06, subdivision 2c, paragraph (e).

'[EFFECTIVE DATE.] This section is effective for tax years

beginning after December 31, 2005.

Sec. 11. [290.0676] [CREDIT FOR HISTORIC STRUCTURE
REHABILITATION. ]

Subdivision 1. [DEFINITIONS.] (a) As used in this secﬁion,

the terms defined in this subdivision have the meanings given.

(b) "Certified historic structure" means a property located

in Minnesota and listed individually on the National Register of

Historic Places or a historic property designated by either a

certified local government or a heritage preservation commission

created under the National Historic Preservation Act of 1966 and

whose designation is approved by the state historic preservation

officer.

(c) "Eligible property" means a certified historic

structure or a structure in a certified historic district that

is offered or used for residential or business purposes.

(d) "Structure in a certified historic district" means a

structure located in Minnesota that is certified by the State

Historic Preservation Office as contributing to the historic

significance of a certified historic district listed on the

National Register of Historic Places or a local district that

has been certified by the United States Department of the

Interior.

Subd. 2. [CREDIT ALLOWED.] A taxpayer who incurs costs for

the rehabilitation of eligible property may take a credit
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against the tax imposed under this chapter in an amount equal to

ten percent of the total costs of rehabilitation. Costs of

rehabilitation include, but are not limited to, qualified

rehabilitation expenditures as defined under section 47 (c) (2) (A)

of the Internal Revenue Code, provided that the costs of

rehabilitation must exceed 50 percent of the total basis in the

property at the time the rehabilitation activity begins and the

rehabilitation must meet standards consistent with the standards

of the Secretary of the Interior for rehabilitation as

determined by the State Historic Preservation Office of the

Minnesota Historical Society.

Subd. 3. [PARTNERSHIPS; MULTIPLE OWNERS; TRANSFERS.] (a)

Credits granted to a partnership, a limited liability company

taxed as a partnership, or multiple owners of property shall be

passed through to the partners, members, or owners,

respectively, pro rata or pursuant to an executed agreement

among the partners, members, or owners documenting an alternate

distribution method.

(b) Taxpayers eligible for credits may transfer, sell, or

assign the credits in whole or part. Any assignee may use

acquired credits to offset up to 100 percent of the taxes

otherwise imposed by this chapter. The assignee shall perfect

such transfer by notifying the Department of Revenue in writing

within 30 calendar days following the effective date of the

transfer in such form and manner as shall be prescribed by the

Department of Revenue. The proceeds of any sale or assignment

of a credit shall be exempt from taxation under this chapter.

Subd. 4. [PROCESS.] To claim the credit, the taxpayer must

apply to the State Historic Preservation Office of the Minnesota

Historical Society before a historic rehabilitation project

begins. The State Historic Preservation Office shall determine

the amount of eligible rehabilitation costs and whether the

rehabilitation meets the standards of the United States

Department of the Interior. The State Historic Preservation

Office shall issue certificates verifying eligibility for and

the amount of credit. The taxpayer shall attach the certificate
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to any income tax return on which the credit is claimed. The

State Historic Preservation Office of the Minnesota Historical

Society may collect fees for applications for the historic

preservation tax credit. Fees shall be set at an amount that

does not exceed the costs of administering the tax credit

program.
Subd. 5. [MORTGAGE CERTIFICATES; CREDIT FOR LENDING

INSTITUTIONS.] (a) The taxpayer may elect, in lieu of the credit

otherwise allowed under this section, to receive a historic

rehabilitation mortgage credit certificate.

(b) For purposes of this subdivision, a historic

rehabilitation mortgage credit is a certificate that is issued

to the taxpayer according to procedures prescribed by the State

Historic Preservation Office with respect to the certified

rehabilitation and which meets the requirements of this

paragraph. The face amount of the certificate must be equal to

the credit that would be allowable under subdivision 2 to the

taxpayer with respect to the rehabilitation. The certificate

may only be transferred by the taxpayer to a lending

institution, including a nondepository home mortgage lending

institution, in connection with a loan:

(1) that is secured by the building with respect to which

the credit is issued; and

(2) the proceeds of which may not be used for any purpose

other than the acquisition or rehabilitation of the building.

(c) In exchange for the certificate, the lending

institution must provide to the taxpayer an amount equal to the

face amount of the certificate discounted by the amount by which

the federal income tax liability of the lending institution is

increased due to its use of the certificate in the manner

provided in this section. That amount must be applied, as

directed by the taxpayer, in whole or in part, to reduce:

(1) the principal amount of the loan;

(2) the rate of interest on the loan; or

(3) the taxpayer’s cost of purchasing the building, but

~only in the case of a qualified historic home that is located in
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a poverty-impacted area as designated by the State Historic

Preservation Office.

The lending institution may take as a credit against the

tax due under this chapter an amount equal to the amount

specified in the certificate. If the amount of the discount

retained by the lender exceeds the amount by which the lending

institution’s federal income tax liability is increased due to

the use of a mortgage credit certificate, the excess shall be

refunded to the borrower with interest at the rate prescribed by

the State Historic Preservation Office. The lending institution

may carry forward all unused credits under this subdivision

until exhausted. Nothing in this subdivision requires a lending

institution to accept a historic rehabilitation certificate from

any person.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004.

Sec. 12. Minnesota Statutes 2004, section 290.091,
subdivision 2, is amended to read:

Subd. 2. [DEFINITIONS.] For purposes of the tax imposed by
this section, the following terms have the meanings given:

(a) "Alternative minimum taxable income" means the sum of
the following for the taxable year:

(1) the taxpayer’s federal alternative minimum taxable
income as defined in section 55(b) (2) of the Internal Revenue
Code;

(2) the taxpayer’s itemized deductions allowed in computing
federal alternative minimum taxable income, but excluding:

(1) the charitable contribution deduction under section 170
of the Internal Revenue Code te-the-extent-that-the-deduetion
exceeds-t-0-percent-of-adjusted-gross-inceme;-as-defined-in
seetien-62—ef-éhe—Enternai—Revenue-eede;

(ii) the medical expense deduction}

(iii) the casualty, theft, and disaster loss deduction; and

(iv) the impairment—related work expenses of a disabled
person; and

(v) the amount of the exemption allowed the taxpayer under
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section 151(c) of the Internal Revenue Code;

(3) for depletion allowances computed under section 613A(c)
of the Internal Revenue Code, with respect to each property (as
defined in section 614 of the Internal Revenue Code), to the
extent not included in federal alternative.minimum taxable
income, the excess of the deduction for depletioﬁ allowable
under section 611 of the Internal Revenue Code for the taxable
year over the adjusted basis of the property at the end of the
takable year (determined without regard to the depletion
deduction for the taxable year);

(4) to the extent not included in federal alternative
minimum taxable income, the amount of the tax preference for
intangible drilling cost under section 57(a) (2) of the Internal
Revenue Code determined without regard to subparagraph (E);

(5) to the extent not included in federal alternative
minimum taxable income, the amount of interest income as
provided by section 290.01, subdivision 19a, clause (1); and

(6) the amount of addition required by section 290.01,
subdivision 19a, clause (7);

less the sum of the amounts determined under the following:

(1) interest income as defined in section 290.01,
subdivision 19b, clause (1);

(2) an overpayment of state income tax as provided by
séction 290.01, subdivision 19b, clause (2), to the extent
included in federal alternative minimum taxable income;

(3) the améunt of investment interest paid or accrued
within the taxable‘year on indebtedness to the extent that the
amount does not exceed net investment income, as defined in
section 163(d) (4) of the Internal Revenue Code. Interest does
not include amounts deducted in computing federal adjusted gross
income; and

(4) amounts subtracted from federal taxable income as
provided by section 290.01, subdivision 19b, clauses (10) and
£33y to (12).

In the case of an estate or trust, alternative minimum

taxable income must be computed as provided in section 59 (c) of
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the Internal Revenue Code.

(b) "Investment interest" means investment interest as
defined in section 163(d) (3) of the Internal Revenue Code.

(c) "Tentative minimum tax" equals 6.4 percent of
alternative minimum taxable income after subtracting the
exemption amount determined under subdivision 3.

(d) "Regular tax" means the tax that would be imposed under
this chapter (without regard to this section and section
290.032), reduced by the sum of the nonrefundable credits
allowed under this chapter.

(e) "Net minimum tax" means the minimum tax imposed by this

section.

[EFFECTIVE DATE.] This section is effective only if

e §
. @s ) . . \ &
sectlonsvki and ¥7 of this article aré enacted for taxable years

inni 2L
beginning after December 31, 2005. A

Sec. 13. Minnesota Statutes 2004, section 290.091,
subdivision 3, is amended to read:

Subd. 3. [EXEMPTION AMOUNT.] (a) For purposes of computing
the alternative minimum tax, the exemption amount is €he
exemption-determined-under-seetien-55ftdy-of-the-fnternat-Revenue
€ode;-as—-amended-throtugh-bBecember-317-3392;-execept-that
atternative-minitmum-taxable-inceme-as-determnined-under-this
seetion-must-be-substituted-in-the-cemputation-of-the-phase-eut

under-seetion-55¢tdy €3y $66,300 for married individuals filing

joint returns; and $33,150 for married individuals filing

separate returns, single individuals, and head of household

filers.

(b) The exemption amount determined under this subdivision

is reduced by an amount equal to 25 percent of the amount by

which the alternative mimimum income exceeds $248,600 for

married individuals filing joint returns; and $124,300 for

married individuals filing separate returns, single individuals,

and head of household filers.

(c) For taxable years beginning after December 31, 2006,

the exemption amounts under paragraph (a), and the income

amounts in paragraph (b), must be adjusted for inflation. The
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commissioner shall make the inflation adjustments in accordance

with section 1(f) of the Internal Revenue Code except that for

the purposes of this subdivision the percentage increase must be

determined from the year starting September 1, 2005, and ending

August 31, 2006, as the base year for adjusting for inflation

for the tax year beginning after December 31, 2006. The

determination of the commissioner under this subdivision is not

a rule under the Administrative Procedure Act.

[EFFECTIVE DATE.] This section is effective only if
1 VS

sections ;f~and 16 of this article are enacted for taxable years

D O Cn ke
beginning after December 31, 20665.

Sec. 14. Minnesota Statutes 2004, section 290.10, is
amended to read:
290.10 [NONDEDUCTIBLE ITEMS. ]

Subdivision 1. [EXPENSES, INTEREST, AND TAXES.] Except as

provided in section 290.17, subdivision 4, paragravh (i), in
computing the net income of a taxpayer no deduction shall in any
case be allowed for expenses, interest and taxes connected with
or allocable against the production or receipt of all income not
included in the measure cf the tax imposed by this chapter,
except that for corporations engaged in the business of mining
or producing iron ore, the mining of which is subject to the
occupation tax imposed by section 298.01, subdivision 4, this
shall not prevent the deduction of expenses and other items to
the extent that the expenses and other items are allowable under
this chapter and are not deductible, capitalizable, retainable
in basis, or taken into account by allowance or otherwise in
computing the occupation tax and do not exceed the amounts taken
for federal income tax purposes for that year. Occupation taxes
imposed under chapter 298, royalty taxes imposed under chapter
299, or depletion expenses may not be deducted under this clause.
Subd. 2. [FINES, PENALTIES, DAMAGES, AND EXPENSES.] (a) No

deduction from taxable income for a trade or business expense

under section 162 (a) of the Internal Revenue Code shall be

allowed for any fine, penalty, damages, or expenses paid to:

(1) the government of the United States, a state, a
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1 territory or possession of the United States, the District of

2 Columbia, or the Commonwealth of Puerto Rico;

3 (2) the government of a foreign country; or

4 : (3) a political subdivision of, or corporation or other

5 entity serving as an agency or instrumentality of, any

6 government described in clause (1) or (2).

7 (b) For purposes of this subdivision, "fine, penalty,

8 damages, or expenses" include, but are not limited to, any
9 amount:

10 (1) paid pursuant to a conviction or a plea of guilty or

11 nolo contendere for any crime in a criminal proceeding;

12 (2) paid as a civil penalty imposed by federal, state, or

13 local law, including tax penalties and interest;

14 (3) paid in settlement of the taxpayer’s actual or

15 potential liability for a civil or criminal fine or penalty;

16 (4) forfeited as collateral posted in connection with a

17 proceeding that could result in imposition of a fine or penalty;

18 or

19 (5) legal fees and related expenses paid or incurred in the

20 prosecution or civil action arising from a violation of the law

21 imposing the fine or civil penalty, court costs assessed against

22 the taxpayer, or stenographic and printing charges, compensatory

23 damages, punitive damages, or restitution.

24 [EFFECTIVE DATE.] This section is effective for taxable

25 vyears beginning after December 31, 2004.

26 Sec. 15. [290.433] [GLOBAL WAR ON TERRORISM CHECKOFF.]

27 Every individual who files an income tax return or property

28 tax refund claim, and every corporation that files an income tax

29 return, may designate on their return that $1 or more shall be

30 added to the tax or deducted from the refund that would

31 otherwise be payable by or to that individual or corporation and

32 paid into an account to be established for the purpose of paying

33 bonuses to residents of this state who are veterans of the

34 global war on terrorism. The commissioner shall, on the income

35 tax returns and the property tax refund claim form, notify

36 filers of their right to designate that a portion of their tax
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or refund shall be paid into the account for veterans of the

global war on terrorism. The amounts designated under this

section shall be annually appropriated to the commissioner of

the Department of Veterans Affairs to pay bonuses to veterans of

the global war on terrorism as determined by law. All interest

earned on money accrued shall be credited to the account by the

commissioner of finance.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004, and for property tax

refund claims for property taxes payable after December 31, 2004.

Sec. 16. Minnesota Statutes 2004, section 290.92,
subdivision 4b, is amended to read:

Subd. 4b. [WITHHOLDING BY PARTNERSHIPS. ] (a) A partnership
shall deduct and withhold a tax as provided in paragraph (b) for
nonresident individual partners based on their distributive
shares of partnership income for a taxable year of the
partnership.

(b) The amount of tax withheld isvdetermined by multiplying
the partner’s distributive share allocable to Minnesota under
section 290.17, paid or credited during the taxable year by the
highest rate used toc determine the income tax liability for an
individual under section 290.06, subdivision 2c¢, except that the
amount of tax withheld may be determined by the commissioner if
the partner submits a withholding exemption certificate under
subdivision 5.

(c) The commissioner may reduce or abate the tax withheld
under this subdivision if the partnership had reasonable cause
to believe that no tax was due under this section.

(d) Notwithstanding paragraph (a), a partnership is not
required to deduct and withhold tax for a nonresident partner if:

(1) the partner elects to have the tax due paid as part of
the partnership’s compcsite return under section 289A.08,
subdiyision 7;

(2) the partner has Minnesota assignable federal adjusted
gross income from the partnership of less than $1,000; or

(3) the partnership is liquidated or terminated, the income
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was generated by a transaction relatedvto the. termination or
liquidation, and no cash or other property was distributed in
the current or prior taxable year; er

(4) the distributive shares of partnership income are
attributable to:

(1) income required to be recognized because of discharge
of indebtedness;

(ii) income recognized because of a sale, exchange, or
other disposition of real estate, deéreciable property, or
property described in section 179 of the Internal Revenue Code;
or

(iii) income recognized on the sale, exchange, or other
disposition of any property that has been the subject of a basis
reduction pursuant to section 108, 734, 743, 754, or 1017 of the
Internal Revenue Code
to the extent that the income does not include cash received or
receivable or, if there is cash received or receivable, to the
extent that the cash is required to be used to pay indebtedness
by the partnership or a secured debt on partnership property; or

' (5) the partnership is a publicly traded partnership, as

defined in section 7704 (b) of the Internal Revenue Code.

(e) For purposes of subdivision 6a, and sections 289A.09,
subdivision 2, 289A.20, subdivision 2, paragraph (c), 289A.50,
289A.56, 289A.60, and 289A.63, a partnership is considered an
employer.

(f) To the extent that income is exempt from withholding
under paragraph (d), clause (4), the commissioner has a lien in
an amount up to the amount that would be required to be withheld
with respect to the income of the partner attributable to the
partnership interest, but for the application of paragraph (d4d),
clause (4). The lien arises under section 270.69 from the date
of assessment of the tax against the partner, and attaches to
that partner’s share of the profits and any other money due or
to become due to that partner in respect of the partnership.
Notice of the lien may be sent by mail to the partnership,

without the necessity for recording the lien. The notice has
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the force and effect of a levy under section 270.70, and is
enforceable against the partnership in the manner provided by
that section. .Upon payment in full of the liability subsequent
to the notice of lien, the partnershipvﬁust be notified that the

lien has been satisfied.

[EFFECTIVE DATE.] This section is effective for taxable

years beginning after December 31, 2004.

Sec. 17. [DETERMINATION OF ECONOMIC IMPACT. ]

The Minnesota Historical Society shall annually determine

the economic impact to the state from the rehabilitation of

éligible property for which credits are provided under section 1

and report on the impact to the committees on taxes of the

senate and house of representatives.

Sec. 18. [STUDY; CORPORATE FRANCHISE TAX.]

The commissioners of the Departments of Finance and Revenue

shall conduct a comprehensive study to identify the reasons for

the decline in corporate tax receipts. The study shall include

an analysis of the current and future effect of existing

corporate tax provisions, both independently and interactively

with other provisions; how tax provisions are changing business

practices; and the impact of outsourcing or relocation of

business operations and jobs. On or before February 1, 2006,

the commissioners shall report to the chairpersons of the house

and senate tax committees the results of the study and shall

include recommendations for changes to the tax laws that would

reduce tax incentives for businesses to outsource or relocate

business operations or jobs.
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ARTICLE ..
SALES TAX
Section 1. Minnesota Statutes 2004, section 28%A.11,
subdivision 1, is amended to read:
Subdivision 1. [RETURN REQUIRED.] Except as provided in

section 289A.18, subdivisien subdivisions 4 and 4a, for the

month in which taxes imposed by chapter 297A are payable, or for
which a return is due, a return for the preceding reporting
period must be filed with the commissioner in the form -and
manner the commissioner prescribes. A person making.sales at
retail at two or more places of business may file a consolidated
return subject to rules prescribed by the commissioner. In
computing the dollar amount of items on the return, the amounts
are rounded off to the nearest whole dollar, disregarding
amounts less than 50 cents and increasing amounts of 50 cents to
99 cents to the next highest dollar. |
Netwithstanding—this—sub&ivisienr-a-persen-whe—is—net
required-te—heid-a—saies-ﬁax—permit—under-ehapter-29?A—aﬁd-whe
makes-annual-purchases-ef-less-than-$1687;566-that-are-subjeet-te
the-use-tax-imposed-by-seetion-297A+-637-may-£filte-an—-annual-use
tax-return-en-a-ferm-preseribed-by-the-cemmissiener---F¥f-a
peréen—Whe-quaiifies-fer-an-annua}—use—tax—reperting—peried—is
required-te-ebtain-a-sales-tax-permit-er-makes-use-tax-purchases

in-exeess-of-5187500-during-the-catendar-yeary;-the-reperting
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peried-must—be—eensidered—ended—aé-the-end—ef-the-menth-ianhieh
the-permit-is-appiied-for-or-the-purchase-in-excess-o£f-51675660
is-made-and-a-return—must-be-fi}ed-fer—the—preeeding-repereing
peried-

[EFFECTIVE DATE.] This section is effective for purchases

made on and after July 1, 2005.

Sec. 2. Minnesota Statutes 2004, section 289A.18,
subdivision 4, is amended to read:

Subd. 4. [SALES AND USE TAX RETURNS.] (a) Sales and use
tax returns must be filed on or before the 20th day of the month
following the close of the preceding reporting period,
except that-annual-use-tax returns provided for under seetien
289Ar1t;-subdivisien—i;-must-be-fited-by-Aprii-15-fottewing-the

elese-eof-the-eatendar-year subdivision 4a, in the case of

individuals. Annual use tax returns of businesses, including
sole proprietorships, and annual sales tax returns must be filed
by February 5 following the close of the calendar year.:

(b) Returns for the June reporting period filed by
retailers required to remit their June liability under section
289A.20, subdivision 4, paragraph (b), are due on or before
August 20.

(c) If a retailer has an average sales and use tax
liability, including local sales and use taxes administered by
the commissioner, equal to or less than $500 per month in ahy
quarter of a calendar year, and has substantially complied with
the tax laws during the preceding four calendar quarters, the
retailer may request authorization to file and pay the t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>