


















































































































































Few estates pay 
the tax; it is a 
progressive source 
of revenue 

The estate tax 
provides a modest, 
but volatile, source 
of general fund 
revenue 

Repeal of the 
federal credit 
creates an incentive 
for high net worth 
Minnesota residents 
to move to another 
state 

Fewer than 2 percent of estates pay the estate tax. The small number of estates 
paying tax results from the exemption amount and the fact that amounts left to 
surviving spouses are deductible. Decedents with taxable estates are, almost by 
definition, some of the most affluent individuals in the state. Most evidence also 
suggests that recipients of bequests from taxable estates also have above average 
income and assets. Based on Minnesota Department of Revenue's Tax 
Incidence Study, the tax is the most "progressive" source of state tax revenue. 

Revenues from the tax are deposited in the 
general fund. The Department of Management 
and Budget (February 2013 forecast) estimates 
that the tax will raise a little less than $170 
million per year. See the box for the last five 
years of collections. Revenues from the tax are 
volatile, since they depend on the deaths of a 
few individuals. If one very wealthy individual 
dies, collections can soar. For example in 
August 2005, the Department of Revenue 
(DOR) received tax of$112 million from one 
estate (compared with estimated revenues for 

Estate Tax Revenues 
FY 2008-2012 

2008 
2009 
2010 
2011 
2012 

(thousands) 
$115,498 
$130,196 
$148,977 
$161,202 
$165,277 

Source: Minnesota Dept. of 
Revenue 

the year of $86 million and total collections of $73 million in the prior year). In 
other years, revenues may fall below estimates. · 

DOR estimates that the 2013 addition of gifts made within three years of death 
will increase annual revenues by about $6 million. 

The repeal of the federal credit creates an incentive for affluent, elderly 
Minnesotans to change their domiciles to a state without an estate tax. When 
Minnesota imposed only a pickup tax, the federal treasury bore the effective 
burden of the tax. As a result, Minnesota residents had no reason to change their 
domiciles to another state to avoid the tax. However, the 2001 repeal of the 
federal credit made the state tax a "real" tax that reduces the amount of property 
that can be left to heirs. 

Affluent individuals may be willing to change their domiciles to avoid paying 
potentially multimillion-dollar state estate tax liabilities. The fact that many of 
these individuals have second homes in states without estate or inheritance taxes 
increases their ease of moving. Most states (31 in 2013) do not have estate or 
inheritance taxes. Several of these states also have no income tax (e.g., Florida, 
Nevada, South Dakota, and Texas), allowing individuals who change their 
domiciles to those states to avoid both taxes. 

For more information: Contact legislative analyst Joel Michael at joel.michael@house.mn. Also see the 
House Research short subject Estate and Inheritance Taxation: An Overview of the States, August 2013. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Colbey Sullivan and Nina Manzi Updated: August 2013 

Economic Forecasts, Budget Surpluses, and Budget Shortfalls 

When are econonzic 
forecasts prepared? 

What are the 
forecasts used for? 

What if a forecast 
shows a budget 
shortfall? 

The commissioner of Minnesota Management and Budget (MMB) must prepare a 
forecast of state revenues and expenditures twice each year-in February and 
November. 

The November forecast in even-numbered years becomes the basis for the 
governor's budget recommendations to the legislature. The November 2012 
forecast provided the revenue and expenditure projections that the governor used in 
developing the budget for the fiscal year 2014-2015 biennium, which runs from 
July 1, 2013, to June 30, 2015. The November 2012 forecast also showed that the 
state was on track to finish the fiscal year 2012-2013 biennium with a balanced 
budget. 

The February forecast modifies the preceding November's forecast with any new 
data that's available. The February 2013 forecast provided the revenue and 
expenditure projections that the legislature used in adopting a budget for the fiscal 
year 2014-2015 biennium. Following the February forecast, Governor Mark_ 
Dayton submitted modifications to the budget developed from the November 
forecast, which are calle4 "supplemental budget recommendations." The February 
2013 forecast also provided an update on the status of revenues and expenditures in 
the fiscal year 2012-2013 biennium. 

The November forecast in odd-numbered years and the February forecast in even­
numbered years also provide updates on revenues and expenditures in the current 
biennium. Using the projections of the November 2013 forecast, the governor may 
make additional "supplemental budget recommendations" proposing changes to 
the fiscal year 2014-2015 budget during the 2014legislative session. The 
legislature will use the projections in the February 2014 forecast to ensure that the 
fiscal year 2014-2015 biennium closes with a balanced budget. 

If a forecast shows a shortfall for the general fimd in the current biennium, the 
commissioner of MMB may reduce the budget reserve account as needed to 
balance revenues with expenditures. If there isn't enough money in the budget 
reserve to balance the general fund in the current biennium, and if a balanced 
budget has been enacted for the biennium, then the commissioner may also reduce 
outstanding appropriations, commonly referred to as "unalloting." Before reducing 
the budget reserve or unalloting appropriations, the commissioner must obtain the 
approval of the governor and must consult with the Legislative Advisory 
Commission. When the legislature is in session, the governor typically makes 
recommendations to the legislature on how to resolve the shortfall before 
approving use of the budget reserve or unalloting. 



What if the forecast 
shows a budget 
surplus? 

What are recent 
uses of current 
bienniunz 
surpluses? 

If a forecast shows a shortfall for any other fund in the current biennium, the 
commissioner of MMB must reduce allotments from that fund to avoid a deficit. 
As with general fund shortfalls, if the legislature is in session the governor would 
typically make recommendations to the legislature on how to resolve the shortfall. 

If a forecast shows a shortfall for the coming biennium, the governor's budget 
recommendations must propose revenue and expenditure changes in order for the 
budget to be in balance at the close of the coming biennium. 

If a forecast shows a surplus for the general fund in the current biennium, the 
commissioner of MMB must allocate the surplus in priority order as provided in 
Minnesota Statutes, section 16A.152, subdivision 2: 

1. to the cash flow account, until it reaches $3 50 million (currently 
satisfied) 

2. to the budget reserve account, until it reaches $653 million (currently 
satisfied) 

3. to increase the school aid payment schedule to 90 percent, in 
increments of one-tenth of 1 percent with any residual amount 
deposited in the budget reserve ($287 million outstanding) 

4. to restore previous school aid reductions and reduce the property tax 
recognition shift accordingly ($587 million outstanding) 

5. to restore the $15 million transferred in 2008 from the state airports 
fund to the general fund ($15 million outstanding) 

If all these priorities have been met, the remaining surplus is reported in the 
forecast as a "positive unrestricted budgetary general fund balance." 

If a forecast shows a surplus for the coming biennium, the governor's budget 
recommendations may propose revenue reductions and/or expenditure increases, as 
long as the proposed changes do not result in a projected budget shortfall. 

The November 2012 forecast projected a surplus of$1,330 million for the 2012-
2013 biennium; $1,324 million was used to increase the school aid payment 
percentage from 64.3 percent to 82.5 percent, with the remaining $6 million 
deposited in the budget reserve. The February 2013 forecast projected an 
additional surplus of$295 million for the 2012-2013 biennium, with $290 million 
used to increase the school aid payment percentage to 86.4 percent, and the 
remaining $13 million deposited in the budget reserve. 

Repayment priorities can change or be overriden in legislation. Laws 20 13, 
chapter 116, provided for an accelerated increase of the school aid payment 
percentage, based on the forecasted balance for the 2012-2013 biennium at the 
close of fiscal year 2013, to be certified by the commissioner by September 30, 2013. 
As of July 2013, MMB has estimated the fiscal year 2013 surplus at $463 million. 
The actual balance, once certified, will reduce the $874 million outstanding 
education aid shift amount, and result in increased payments to schools several 
months sooner than would happen by waiting for the November 2013 forecast. 

For more information: Contact legislative analyst Colbey Sullivan at 651-296-5047 or Nina Manzi at 
651-296-5204. Also see the House Research publication Unallotment: Executive Branch Power to Reduce 
Spending to Avoid a Deficit, December 2010. 
The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Nina Manzi 

What is a 
deduction? 

What federal 
deductions are 
allowed? 

What state 
subtractions are 
allowed? 

Updated: August 2013 

Income Tax Terms: Deductions and Credits 

A deduction reduces income tax liability by reducing taxable income. On the 
federal income tax return, taxpayers can claim various deductions that reduce 
adjusted gross income (sometimes called "above-the-line" deductions); taxpayers 
may also claim either the standard deduction or itemized deductions, which result 
in smaller federal taxable income. 

Minnesota's income tax calculation starts with federal taxable income. On the 
state income tax return, taxpayers may claim various state deductions (sometimes 
called "subtractions"), which result in smaller state taxable income. 

Businesses can deduct their ordinary and necessary expenses. In addition for tax 
year 20 13, the federal income tax allows above-the-line deductions for various 
retirement account contributions, certain employee business expenses, student loan 
interest payments, Health Savings Account contributions, moving expenses, one­
half of self-employment tax, health insurance premiums (for self-employed 
taxpayers only), penalty on early withdrawal of savings, alimony paid by the 
taxpayer, higher education tuition, and educator classroom expenses. The federal 
income tax allows itemized deductions for state and local property taxes and either 
income or sales taxes, mortgage interest, charitable contributions, medical 
expenses in excess of 10 percent of income for taxpayers under age 65, and in 
excess of 7.5 percent for older taxpayers, casualty and theft losses in excess of 10 
percent of income, and job expenses and miscellaneous expenses (most only 
allowed in excess of 2 percent of income). 

Minnesota allows subtractions for K -12 dependent education expenses, most 
military pay, 50 percent of charitable contributions over $500 (for filers who do 
not claim federal itemized deductions only), up to $12,000 for low-income elderly 
and disabled taxpayers with low amounts of Social Security and nontaxable 
pensions, Job Opportunity Building Zone (JOBZ) income, organ donation 
expenses, gain on sale of farm property for insolvent taxpayers, foreign subnational 
income taxes, and national service education awards. Minnesota disallows the 
federal deductions for tuition and educator expenses. 

Minnesota also allows subtractions for U.S. bond interest, railroad retirement 
benefits, and on-reservation earnings of enrolled tribal members, because federal 
law prohibits state taxation of these types of income. 

Finally, Minnesota's income tax allows various subtractions to coordinate the 
calculation of taxable income with other features of the income tax. Minnesota 
requires itemizers to add back the amount of state income tax deducted at the 
federal level and allows a subtraction for amounts refunded in order to avoid twice 



How much are 
deductions worth? 

What is a credit? 

What is the 
difference between 
nonrefundable and 
refundable credits? 

What federal credits 
are allowed? 

What state credits 
are allowed? 

taxing the same income. Also, Minnesota does not conform to federal deductions 
for bonus depreciation, section 179 expensing, domestic production activities, 
income from the discharge of indebtedness, and net operating losses. Minnesota 
allows subtractions for amounts of these items that were included in Minnesota 
taxable income, but not federal taxable income, in earlier tax years. 

The value of an income tax deduction equals the taxpayer's marginal rate times the 
amount of the deduction. A taxpayer whose income is too low to be subject to 
taxes does not benefit from a deduction, unless the law allows the unused 
deduction to be carried over to a later tax year. 

In tax year 2013, federal marginal rates range from 10 percent to 39.6 percent, and 
state marginal rates from 5.35 percent to 9.85 percent. The graduated federal and 
state income tax rates make deductions worth more to high-income taxpayers than 
to low-income taxpayers. A taxpayer in the top federal and state brackets who 
claims a $1,000 deduction for moving expenses pays $396less in federal taxes 
(39.6 percent of $1,000) and $98.50 less in state taxes (9.85 percent of $1,000). 
But a taxpayer in the bottom federal and state brackets who claims the same 
deduction pays $100 less in federal taxes (1 0 percent of $1 ,000), and $53.50 less in 
state taxes (5.35 percent of$1,000). 

Credits are subtracted directly from tax liability. Because credits are subtracted 
directly from liability, they are worth the same to all taxpayers with liability, 
regardless of income (i.e., it doesn't matter what tax rate bracket the taxpayer is in). 

Nonrefundable credits only offset tax liability. Taxpayers with little or no tax 
liability do not benefit from nonrefundable tax credits. 

Refundable credits, in contrast, fully benefit taxpayers regardless of their tax 
liability. For example, a taxpayer with $700 in tax liability who qualifies for a 
$1,000 refundable credit would receive a refund of$300. If the credit was 
nonrefundable, that taxpayer would only be able to "use" the $700 of the tax credit 
that offset liability. 

In tax year 2013, the federal income tax allows nonrefundable credits for foreign 
taxes paid, child and dependent care expenses, retirement contributions of low­
income taxpayers, and residential energy efficient equipment. The federal income 
tax allows refundable credits for adoption expenses, certain health coverage 
expenses, and earned income of lower income filers. The federal child credit, for 
children age 17 and younger, and the American Opportunity credit, for post­
secondary education expenses, are partially refundable. 

In tax year 2013, Minnesota allows nonrefundable credits for marriage penalties 
resulting from the state's progressive rate structure (marriage credit), long-term 
care insurance premiums, and military retirement pay of low-income veterans. 
Minnesota also allows refundable credits for earned income of low-income filers 
(working family credit), dependent care expenses, and K-12 education expenses. 

For more information: Contact legislative analyst Nina Manzi at 651-296-5204. Also see the income tax 
area on the House Research website for more information on tax credits. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Patrick McCormack Updated: August 2013 

Minnesota's Laws on Tastings and Samples of Alcohol 

Minnesota Statutes make a distinction between events for the tasting of alcoholic beverages and the 
provision by vendors of free samples of wine, beer, and liquor. 

Tastings ntay be 
conducted by 
licensed 
establishments, 
nonprofits, and 
liquor stores 

There are three statutorily acceptable methods for conducting a tasting: 

(1) Licensed establishments: A bar, restaurant, taproom, or other holder of an 
on-sale intoxicating liquor license can hold a tasting as part of the normal 
operation of the establishment and would presumably charge a fee for 
either the event or each glass of wine, distilled spirits, or malt liquor served. 

(2) Nonprofits or charities: A nonprofit or charity may conduct a tasting under 
section 340A.418. This section provides that: 

• a wine or beer tasting is defined as an "event at which persons pay a 
fee or donation to participate, and are allowed to consume wine or 
malt liquor by the glass without paying a separate charge for each 
glass"; 

• these events can be no more than four hours in duration and receipts 
are to be dedicated to the charitable purpose; 

• the charity or nonprofit must hold a temporary license or conduct 
the tasting on the premises of the holder of an existing on-sale 
license; 

• no wine or malt liquor may be sold and no orders taken for off­
premises consumption; and 

• donations from and arrangements with wine or malt liquor 
wholesalers are permissible. 

(3) Exclusive liquor stores: A broader range of tastings and classes may be 
held by an exclusive liquor store. These include tastings of wine, distilled 
spirits, and malt liquors. There are two ways that these stores can conduct 
such tastings: 

• off-site, if those tastings are held at the premises of the holder of an 
on-sale license as specified under section 340A.419, subdivision 2, 
paragraph (a) 

• on-site, if those tastings are held in classes conducted at the liquor 
store, under section 340A.419, subdivision 2, paragraph (f) 

These tastings may not be accompanied by sales of the items, but may include the 
use of order forms where such items can be later purchased. 



Liquor stores, bars, 
licensed 
Jnanufacturers, and 
fann wineries can 
offer sa1nples 

Establishments can 
offer alcohol at 
culina1y classes 

The existence of three separate methods of tastings, the differences in the kinds of 
liquor, and the ways that tastings can be conducted, may cause confusion. Local 
governments and the Department of Public Safety are the final arbiters of what 
tastings are allowable in a given jurisdiction. 

Minnesota Statutes, section 340A.51 0, allows a liquor store, bar, or municipal 
liquor store to either offer free samples directly or to allow a licensed manufacturer 
or wholesaler to provide samples on their premises. Sample sizes are limited to 100 
milliliters for malt liquors, 50 milliliters for wine, 25 milliliters of liqueur or 
cordial, and 15 milliliters of distilled spirits. Samples must be of beverages that are 
otherwise for sale. 

Samples may not be offered at retail establishments that do not hold an on-sale, 
off-sale, or municipal liquor license. Minnesota law is silent on whether brewery 
tours may offer samples, although there is no direct prohibition, and taxes are 
not collected on beer served on-site at the brewery (Minn. Stat. § 297G.07, subd. 1 
(4)). In addition, breweries are allowed to open "taprooms," where beer brewed on 
the premises may be both sampled and served. 

A number of off-sale licensees have begun to build both sampling and tastings into 
their business model, creating sampling stations open for multiple hours and days 
and conducting classes on- or off-site, with associated tastings. The law on tastings 
was clarified in 2012 to make such tastings legal (Minn. Stat. § 340A.419, subd. 
2). This modification has the potential to change the nature of an off-sale business. 

A farm winery may give free samples of its products (Minn. Stat. § 340A.315) and 
may hold other licenses, including on-sale licenses in order to operate bars or 
restaurants. A 2008 law allows farm wineries to produce distilled spirits and to 
give 15-milliliter samples of each variety produced. A 2013 law allows 
microdistilleries to give samples of 15 milliliters per beverage, not to exceed 45 
milliliters per visit. 

A limited on-sale liquor license may be issued to establishments that conduct 
culinary classes, and under this license, participants may be served up to six ounces 
of wine or 12 ounces of intoxicating malt liquor, for consumption on the premises. 
As an alternative, a culinary establishment may hold a regular on-sale license and 
serve beverages under general on-sale laws. Culinary establishments may only 
hold a regular on-sale license if they are also a restaurant, hotel, etc. In addition, 
liquor stores and wine or malt liquor educators are allowed to conduct classes and 
serve alcohol at these classes. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Matt Burress Updated: August 2013 

Municipal State-Aid Street System 

The municipal state-aid street system is a collection of about 3,600 miles of key streets located in 147 
Minnesota cities throughout the state. The system constitutes a bit under a quarter of all miles of city streets. 
Cities receive financial assistance from the state for construction and maintenance of those streets included in 
the system. Assistance comes from a portion of constitutionally dedicated, transportation-related taxes. Aid 
distribution is based on a statutory formula administered by the Minnesota Department of Transportation 
(MnDOT). Minn. Stat. § 162.13. The aid can only be expended on streets that constitute part of the 
municipal state-aid street system. Total available funds for calendar year 2013 amount to $156.3 million. 

Constitutional 
framework for aid 

City eligibility based 
on population 

Street systenz 
limitations 

The Minnesota Constitution establishes a basic framework for state highway 
finance. It (1) dedicates funding to be "used solely for highway purposes" through 
taxes on motor fuels, motor vehicle registration, and motor vehicle sales (with a 
portion of the latter dedicated to transit); (2) establishes various accounting funds, 
including a municipal state-aid street (MSAS) fund for financial assistance to 
cities; (3) allocates tax revenues among state, county, and municipal roads, so that 
the MSAS fund receives 9 percent of 95 percent of those tax revenues 
constitutionally dedicated to streets and highways (after some special allocations 
and transfers); and (4) establishes certain requirements related to use of the funds 
and characteristics of each highway system. Minn. Const. art. XIV. State statutes 
further specify finance and policy provisions such as aid allocation formulas and 
requirements for cities to receive aid. 

For a city to be included in the state-aid system it must have a population over 
5,000, a requirement under the Minnesota Constitution. Minn. Const. art. XIV,§ 
8. Population is determined by the last federal decennial census or most recent 
estimates. There are provisions for some special circumstances that include: 

• an exception for Chisholm, whose population fell below the cutoff with the 
2000 census but is permanently grandfathered in; and 

• a four-year transition period of continued aid to a city that had been 
receiving assistance but whose population dropped below the cutoff in a 
census (which was established under a 2012legislative change and applies 
to five cities for calendar years 2012-2015). Minn. Stat. § 162.09, subd. 4; 
Laws 2001, 1st spec. sess., ch. 8, art. 2, § 6; Laws 2002, ch. 364, § 29. 

While smaller cities having a population under 5,000 are not eligible for aid from 
the MSAS fund, they are indirectly assisted through separate funding for certain 
county highways. A portion of state funds for the county state-aid highway system 
provided to each county must be allocated to a municipal account for county state­
aid highways located in smaller cities. Minn. Stat. § 162.08. 

Within each city, the municipal state-aid street system is restricted to up to 20 
percent of the total miles of (1) the city's streets, plus (2) county highways located 
within the jurisdiction of that city. City streets that were previously part of the 



Distribution of 
funds 

Direct aid 
allocation fornzula 

Analysis of aid 
apportionment 

state trunk highway or a county highway system and were "turned back" to a city 
are also included in the municipal state-aid street system and do not count against 
the 20 percent limit. Minn. Stat.§ 162.09. 

State-aid funding is distributed on a calendar-year basis. MnDOT determines the 
amount annually based on both tax receipts to date and estimates of future receipts. 
Apportionment amounts are released each January. 

For calendar year 2013, total available MSAS funding is $156.3 million. Funds 
are distributed based on formulas and caps set in state law, consisting of: 

• $149.4 million apportioned by formula as direct aid to cities; 

• $3.1 million to an administrative account for MnDOT expenses in 
administering the state-aid program; 

• $3.1 million to a disaster account for unforeseen events resulting in undue 
financial hardship; and 

• $723,000 to a research account. Minn. Stat. §§ 162.12, 162.13. 

Money in the MSAS fund apportioned to cities via direct aid follows a formula 
provided in statute, so that: 

• 50 percent is divided proportionally based on the population of each city 
(compared to the total for all municipal state-aid cities); and 

• 50 percent is divided proportionally based on the construction needs of 
each city, which is the amount the city needs to bring all its municipal state­
aid streets up to state standards. Minn. Stat. § 162.13. 

Owing to the variety of cities with streets in the state-aid system, MSAS fund 
distributions vary. Calendar year 2013 direct aid apportionments to cities ranged 
from about $156,000 to nearly $13.6 million (and $25 to $87 on a per capita basis). 
The average was just over $1 million, with 54 cities receiving less than $500,000 a 
piece and 16 cities receiving over $2 million. Because of the weight of population 
in the aid formula, larger cities tend to receive greater allocations. 

In recent years direct assistance has generally increased, as summarized below. 

MSAS Direct Aid History 
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For more information: See the House Research publication Highway Finance Overview, January 2013. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 
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Systent overview 

Sources of revenue 

Limitations on aid 

Distribution of 
funds 

Updated: August 2013 

County State-Aid Highway System 

The county state-aid highway system is a network of key highways under the 
jurisdiction of Minnesota's counties. It covers roughly 30,600 miles of roadway 
throughout all 87 counties, comprising over two-thirds of all county highway 
miles. Counties receive money from the state to assist in the construction, 
improvement, and maintenance of those highways included in the state-aid system. 

State aid is provided through the County State-Aid Highway (CSAH) fund, which 
is established by the Minnesota Constitution. Revenue mainly comes from taxes 
on motor fuels, vehicle registration, vehicle sales, and vehicle leases. (This 
briefing does not discuss a CSAH fund "set-aside" that goes into town road, town 
bridge, and flexible highway accounts, some of which can also go to counties.) 

Among the requirements accompanying the aid, counties must typically expend 60 
percent of their allocation on construction projects and 40 percent on maintenance 
efforts. Minn. Rules part 8820.1400. Counties are also required to expend a share 
of their aid on stretches of county state-aid highways located within small cities 
having populations under 5,000. Minn. Stat. § 162.08, subd. 1. In general, the 
expenditure must be proportional, based on the construction needs for county state­
aid highway segments located in a county's small cities compared to the total 
construction needs in that county's state-aid highway system. 

Money in the CSAH fund is distributed by the Minnesota Department of 
Transportation (MnDOT) on a calendar-year basis. The amount is determined 
through a combination of actual tax receipts and estimated receipts. Total 
available funding is $519.1 million in calendar year 2013. 

A portion is set aside for county highway-related purposes following statutory 
requirements. The deductions consist of: (1) MnDOT administrative costs, (2) a 
disaster account, (3) a research account, and ( 4) a state park roads account. Minn. 
Stat.§ 162.06. Deductions for 2013 are $21.0 million, or 4.1 percent of total funding. 

Direct aid in calendar year 2013 is $483.1 million. It is divided into two categories 
reflecting distinct revenue streams: the apportionment sum and the excess sum. 
Aid within each category is distributed through similar but separate statutory 
formulas. Minn. Stat. § 162.07. 

Apportionment sum The apportionment sum revenue consists of available CSAH fund dollars for direct 
revenue and aid that are not identified as part of the excess sum (described below). The funds 
distribution formula are distributed to counties following a statutory formula, so that: 

• 10 percent of the apportionment sum is divided equally among all counties; 

• 10 percent is proportional based on motor vehicle registration in each 
county (compared to the total for all counties); 

• 30 percent is proportional based on a county's lane-miles in the system; and 



• 50 percent is proportional based on county construction needs to bring the 
system up to county engineering standards. Minn. Stat.§ 162.07, subd. lb. 

Excess sum revenue Excess sum revenue consists of the total from three sources: 

• Revenue from motor fuels tax above the amount collected at a rate of 20 
cents per gallon (which comprises additional revenue from a motor fuels 
tax increase enacted in 2008 transportation finance legislation) 

• Revenue from the registration tax above the inflation-adjusted amount 
collected in fiscal year 2008 (which is designed to identify increased 
revenue resulting from registration tax changes also made in 2008) 

• Revenue from the motor vehicle sales tax above the percentage allocated to 
the CSAH fund in fiscal year 2007 (which is designed to reflect additional 
motor vehicle sales tax revenue that phased in for transportation purposes 
over fiscal years 2008-2012). Minn. Stat. § 162.07, subd. la. 

Excess sunt The formula distributes (1) 40 percent of the excess sum in proportion to each 
distribution formula county's share of the total number of motor vehicles registered, and (2) 60 percent 

in proportion to each county's share of construction needs. Minn. Stat. § 162.07. 

Analysis of 
fonnulas 

Motor vehicle lease 
tax 

The excess sum was established as a second allocation formula in 2008 as part of 
legislation that increased funding for transportation purposes. Laws 2008, ch. 152. 
It was designed to address equity concerns in the statewide distribution of aid. 

For 2013, the excess sum is $133.9 million or around 28 percent of the formula­
based direct aid provided to counties (that is, excluding deductions). The portion 
of direct aid distributed via the excess sum formula has been increasing since it 
was introduced. (Note that the 2012 excess sum amount contains additional funds 
to correct a 2011 allocation that was too low.) 

Reg. 
18.3% 

Direct .Aid Components 
CY 2013 ($483.1 million) 

Historical Direct Aid 
CY 2008-13 
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Also under 2008 legislation, a portion of revenue from a sales tax on motor vehicle 
leases is allocated to counties in the Twin Cities metropolitan area--excluding 
Hennepin and Ramsey. The formula-based distribution is proportional to the 
population of each county. Minn. Stat. § 297 A.815. Funds in calendar year 2013 
totaled $15.0 million. A change enacted in 2013 limits the counties to $9 million 
per year for the 2014 and 2015 distributions, with the additional revenue shifted to 
Greater Minnesota transit purposes. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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Aggregate Tax 

Minnesota law authorizes counties to impose taxes on aggregate mined in the 
county. These taxes are often referred to as "gravel taxes." By law, the proceeds 
of the taxes (net of collection costs) are used for transportation and restoration of 
the mine sites. 

For purposes of taxation, aggregate material is defined as a number of nonmetallic 
substances that include silica sand, gravel, limestone, and granite. Taconite 
tailings and some other material removed from taconite mines are also included in 
this category. This material must be measured or weighed after it has been 
extracted to determine the appropriate tax. 

Minnesota law explicitly authorizes 28 counties to impose aggregate taxes. Of 
these counties, all but four (i.e., 24 counties) imposed the tax in 2011. Of the 
expressly authorized counties Carlton, Mahnomen, Murray, and Pope did not 
impose the tax. The law also authorizes any other county to impose the tax, by 
vote of its board, after holding a public hearing and notifying the commissioner of 
revenue. Eleven counties impose the tax through this method. Thus, 3 5 counties 
imposed the tax in 2011. The map on the next page shows the counties. Special 
laws also authorize a few towns in St. Louis and Ottertail counties to impose 
aggregate taxes, as long as the county does not impose the tax. 

State law sets the rate of the tax at 21.5 cents per cubic yard or 15 cents per ton; 
counties do not have discretion to set a lower rate. The tax is imposed when the 
material is taken from the extraction site or sold. If the aggregate is stored in a 
stockpile without being transferred on a public road, the tax is imposed either when 
the aggregate is sold, when transported from the stockpile site, or when it is used 
from the stockpile, whichever comes first. 

A county board may exempt an operator that removed less than 20,000 tons or 
14,000 cubic yards in the previous year. 

The law limits the tax rate a county can impose to ten cents per cubic yard or seven 
cents per cubic ton, if the county borders two states and is not contiguous to a 
county imposing an aggregate tax. This limit expires on December 31, 2014, and 
currently applies to Rock County. 

If aggregate material is transported outside the county via a waterway, railway, or 
any other means besides a public road, the tax is to be apportioned equally between 
the county where the material is extracted and the county where the material is 
imported. If the receiving county is not in Minnesota, the county where the 
material was extracted receives the full amount of the tax. 



Other fees are 
prohibited 

Proceeds of the tax 
are used for various 
purposes; about 
$5. 7 million in 
revenues were 
collected in CY 
2011 

A county, city, or town that receives aggregate tax proceeds is prohibited from 
imposing any additional host community fees on aggregate production. 

State law specifies how the revenues from the tax are to be used. The taxes are 
deposited into the county treasury and must be spent as follows: 

• The county auditor may retain up to 5 percent of the total revenues as an 
administrative fee for administering the tax 

• 42.5 percent of the remaining amount must be added to the county road and 
bridge fund for expenditure in maintenance, construction, and 
reconstruction of roads, highways, and bridges 

• 42.5 percent of the remaining amount must be deposited in the general fund 
of the city or town in which the mine is located, or to the county where the 
mine is located in an unorganized town, to be expended for maintenance, 
construction, and reconstruction of roads, highways, and bridges 

• 15 percent of the remaining funds must be put into a special reserve fund 
that is established for expenditures made related to the restoration of 
abandoned pits, quarries, or deposits located within the county 

The Department of Revenue reports that $5.7 million in aggregate taxes were 
collected in calendar year 2011. 

Counties Imposing Aggregate Taxes 

Not imposing 

Imposing through county ordinance 

Statutorily authorized but not imposing 

Statutorily authorized and imposing 

For more information: Contact legislative analyst Andrew Biggerstaff at andrew.biggerstaff@house.mn. 
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The Federal Child Tax Credit 

Parents may clai1n a credit against federal income tax equal to $1,000 for each 
child under age 17. The credit was enacted in the Tax Relief Act of 1997 (TRA) 
and first allowed in 1998. It was expanded under the Economic Growth and Tax 
Relief Reconciliation Act of 2001 (EGTRRA) and later laws. It equaled $400 per 
child in 1998, increased to $500 in 1999, $600 in 2001 and 2002, and $1,000 
beginning in 2003. Like many provisions of EGTRRA, the expansion of the credit 
was scheduled to sunset after 2010, at which time it would have reverted to the 
$500 per child amount in effect in 1999. The Tax Relief, Unemployment 
Insurance Reauthorization, and Job Creation Act of 2010 (TRUIRJCA) extended 
the $1,000 per-child amount through 2012, and the American Taxpayer Relief Act 
(ATRA) of2012 made the $1,000 per child amount permanent. 

The credit is reduced by $50 for every $1,000 of income over $110,000 of adjusted 
gross income for married joint filers and $75,000 for head of household filers. A 
married couple filing jointly with two children under age 17 will become ineligible 
for the credit when their income exceeds $149,000; a single parent claiming the 
credit for one child will become ineligible when income exceeds $94,000. 

The child credit is partly refundable; the refundable portion is refened to as the 
"additional child tax credit." In tax years 2009 through 2017, the additional child 
tax credit equals the greater of: 

• 15 percent of earned income over $3,000, or, 
• for families with three or more children, payroll taxes in excess of the 

federal earned income tax credit. 

For example, a manied couple with two children under age 17 and $30,000 of 
income is eligible for $2,000 in child tax credits, $1,000 for each child. If the 
couple claims the standard deduction, their federal income tax will equal $220 in 
2013. They use $220 of their $2,000 credit to reduce their liability to $0. They 
may claim up to 15 percent of their earnings in excess of$3,000 as a refund. 
Assuming all $30,000 of their income is from wages, that means they would be 
eligible to claim up to $4,050 of the remaining credit as a refund (15 percent of 
$30,000 minus $3,000 equals $4,050). The result is that they claim $220 as an 
offset to their tax liability and are paid the remaining $1,780 as a refund. 

When first enacted in TRA, the child credit was only refundable for taxpayers with 
three or more children, and only to the extent that their payroll taxes exceeded the 
federal earned income tax credit. The implicit rationale was that the refundable 
portion of the federal earned income tax credit was first used to offset payroll taxes 
for Social Security and Medicare, and then any payroll taxes left over after the 
federal earned income tax credit could be offset by the federal child credit. This 
refund mechanism was limited to families with three or more children because 



How much do 
Minnesotans claim? 

How does 
Minnesota co1npare 
with other states? 

fmnilies with fewer children and no federal tax liability would typically have all of 
their payroll taxes offset by the federal earned income tax credit and none left over 
to be offset by the new child credit. 

In 200 1 the refundable portion was changed to be the greater of: 
• 15 percent of earned income over a minimum amount for all families 

regardless of the number of children, or, 
• for families with three or more children, payroll taxes in excess of the 

federal earned incon1e tax credit (the provision that was already in law). 

The 2001 law set the minimum amount at $10,000 and provided for it to increase 
annually for inflation; A TRA made the $10,000 as indexed for inflation permanent. 
The American Recovery and Reinvestment Act of 2009 temporarily reduced the 
indexed $10,000 to $3,000, not adjusted for inflation, for tax years 2009 and 2010 
only; TRUIRJCA and ATRA extended the $3,000 threshold through 2017. 

In tax year 2011, 424,296 federal income tax returns filed by Minnesotans claimed 
$574 million in the nonrefundable portion of the federal child credit. The average 
amount claimed was $1,352. For the same year, 253,191 returns filed by 
Minnesotans claimed $348 million under the refundable additional child credit. 
Some of these returns also claimed the nonrefundable portion of the credit. The 
average additional child tax credit was $1,374. 

Nationwide, 15.8 percent of all income tax returns claimed the child credit, 
compared with 16.3 percent in Minnesota. The average amount claimed 
nationwide was $1,208, compared with $1,352 in Minnesota. Since the credit is 
only partly refundable, the larger average amount claimed on Minnesota returns 
may result from Minnesotans having above-average incomes, and consequently 
more federal liability available to be offset by the child credit. 

What is the effect of Some provisions extended by ATRA will expire after tax year 2017, including the 
ATRA on provision that decreased the earned income threshold from $10,000, indexed for 
Minnesota inflation since 2001, to $3,000, not adjusted for inflation. 
recipients of the 
federal child credit? Unless Congress extends this provision beyond 2017, in 2018 the portion of the 

credit that is refundable will revert to being the greater of: 
• 15 percent of earned income over $10,000, indexed for inflation since 

2001, or, 
• for families with three or more children, payroll taxes in excess of the 

federal earned income tax credit. 

For more information: Contact legislative analyst Nina Manzi at 651-296-5204. 
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2013 Solar Energy Legislation Minnesota 

In 2013, the Minnesota Legislature enacted a bill that contained several provisions designed to pro1note the 
growth of solar energy (Laws 2013, ch. 85). These provisions are summarized below. 

1. 5 Percent Solar 
Energy Standard 
for Public Utilities 

Solar Energy May 
Be Reimbursed at a 
New "Value of 
Solar" Rate 

Xcel Energy's Solar 
Incentive Program 

Minn. Stat. § 216B.1691, subd. 2f. A new law requires Minnesota's public utilities 
to generate or procure sufficient electricity from solar sources so that by the end of 
2020, at least 1.5 percent of the utility's retail electricity sales in the state are 
produced from solar energy. (In computing its standard, a utility must exclude 
retail sales to iron mining and processing facilities, paper mills, sawmills, and 
wood product manufacturers.) At least 10 percent of this energy must be generated 
by facilities with a capacity of 20 kilowatts or less. Public utilities must comply · 
with this solar standard in addition to fulfilling the existing Renewable Energy 
Standard, which requires that at least 20 percent of electricity sales originate from 
renewable energy sources by 2020, and 25 percent by 2025 (for Xcel Energy, these 
percentages are 25 and 30, respectively.). 

The state's public utilities are Xcel Energy, Minnesota Power, Otter Tail Power, 
Alliant Energy Interstate Power and Light, and Northwestern Wisconsin Electric 
Company. These utilities collectively account for two-thirds of the state's retail 
electricity sales. 

Analysts estimate that compliance with the standard will increase solar capacity in 
the state by a factor of 30 from 2013 levels. 

Minn. Stat.§ 216B.164, subd. 10. The 2013 legislation gives public utilities a new 
option for paying solar generators for electricity sold to the utility in excess of the 
generator's consumption. Prior to the new law, generators were reimbursed at a 
rate they selected, based on either the utility's avoided costs as set by the 
Minnesota Public Utilities Commission (PUC) or the utility's average retail rate. 
Under the new law, a utility may choose to pay generators a price that reflects the 
value that solar energy represents to the utility, incorporating savings that acc1ue 
from avoiding construction of new power plants and transmission lines, reducing 
transmission and distribution line losses, etc. The PUC will establish a generic 
method that public utilities must use to annually calculate this "value of solar" rate, 
which, for the first three years, cannot be below the utility's average retail rate. 

Minn. Stat. § 116C.7792. Beginning in 2014, Xcel Energy, which accounts for 
approximately half of Minnesota's retail electricity sales, must provide $5 million 
in financial incentives annually for five years to promote the installation of solar 
energy systems in its service area. Eligible systems must have a capacity of 20 
kilowatts or less that generate no more than 120 percent of the customer's onsite 
annual electricity consu:t;nption. The incentive is paid for a period of ten years. 



X eel Energy's 
Comnzunity Solar 
Garden Program 

"Made in 
Minnesota" Solar 
Incentives 

Minn. Stat. § 216B .1641. A community solar garden sells electricity generated 
from solar energy to subscribers who purchase a given portion of its output. It 
allows access to solar energy by renters and property owners lacking sufficient 
capital to install their own solar systems or whose property may be shaded or 
otherwise unsuitable for a solar installation. 

Xcel Energy must submit a plan to operate a community solar garden program to 
the PUC by September 30, 2013. Programs are to begin operating no later than 
180 days following the commission's approval of the plan. Other utilities may also 
submit plans. 

A community solar garden may be owned by a utility or any other entity. All 
energy generated by the facility, whose capacity is limited to one megawatt, is sold 
to the utility at the value of solar rate for distribution to subscribers. Subscriptions 
must represent at least 200 watts of capacity and may not exceed 120 percent of a 
subscriber's annual electricity consumption. 

Photovoltaic (Minn. Stat. §§ 216C.411 to 216C.415). Beginning in 2014, $15 
million annually for a period of ten years is allocated to owners who install solar 
photovoltaic devices with a capacity no greater than 40 kilowatts that have been 
certified by the Department of Commerce as manufactured in Minnesota. The 
incentive is financed from two sources: (1) each public utility annually contributes 
5 percent of the minimum it is statutorily required to spend on energy conservation 
programs; and (2) the balance comes from Xcel Energy's Renewable Development 
Fund (Minn. Stat. § 116C.779, subd. 1). 

The amount of the per-kilowatt-hour-generated incentive for each type of 
Minnesota-made photovoltaic device is determined by the Department of 
Commerce based on several factors, including the performance of the device, and 
may be revised annually. Payments run for ten years and are to be split evenly 
between residential and commercial properties. 

Thermal (Minn. Stat. § 216C.416). Beginning in 2014, approximately $250,000 
annually for a period of ten years is allocated by the Department of Commerce for 
rebates to owners of residential and commercial buildings who install solar thermal 
systems manufactured in Minnesota to heat or cool air or water. Maximum rebates 
are the lesser of25 percent of the installed cost of the system or $2,500, $5,000, or 
$25,000, for single family, multifamily, and commercial properties, respectively. 
Rebates are to be allocated evenly between projects heating or cooling air and 
water. The rebates are funded from the incentive account established above for 
"Made in Minnesota" photovoltaic projects. 

For more information: Contact legislative analyst Bob Eleff at 651-296-8961. 
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MFIP Cases Reaching the 60-Month Time Limit 

In 1996, the federal government reformed the welfare system with the Personal Responsibility and 
Work Opportunity Reconciliation Act. Included in the reform were 60-month time-limited benefits. 
The first cases reached these limits in 2002. This short subject summarizes data provided by the 
Minnesota Department of Human Services about the cases that have reached the time limit since 2002. 

Cases reaching the 
60-month tinze limit 

Who they are 

Where they live 

As of December 2011, 17,044 Minnesota cases reached their 60-month time 
limit on or before that month. 

• 71 percent of those cases were subsequently closed and ineligible for 
Minnesota Family Investment Program (MFIP) in December 2011 

• 18 percent were granted an extension and received a cash portion of the 
grant 

• 11 percent remained active on MFIP for other reasons, such as child-only 
cases, food-only cases, and cases using a banked month (child-only cases 
and food-only cases are not time limited) 

Families reaching the 60-month time limit are more likely to be headed by an 
African American female who is 30 years of age or older, and families in which 
the family is eligible for family stabilization services. 

Families living in Hennepin, Ramsey, and Anoka-counties make up 74.9 percent 
of all cases that reached their 60-month time limit and were still active as of 
December 2011. Families living in these same three counties made up 56.9 
percent of the total active MFIP and Diversionary Work Program (DWP) 
case loads in December 2011. 

Active MFIP Cases That Have Reached All Active MFIP and DWP Cases in 
December 2011 the 60-Month Time Limit Through December 2011 

Number of active MFIP 
cases that have reached the 
60-month time limit through 
December 2011 

W No cases reaching limit 

0 1 to 10 

0 11to100 

over 100 

State total: 3,156 
Ramsey County*: 1,104 
16 counties: 0 

* Indicates county with the highest number of cases 

Total number of active 
MFIP/DWP cases, 
December 20 11 

[] 1 to 50 

0 51 to 150 

0 151 to400 

over 400 

State total: 25,177 

l.':t--T'-:-'-1,..:+:--~...,....,J...,_J_+--l~:l.......,~ Hennepin County: 7,480 



Cases at risk of 
reaching the 60-
lnonth time limit by 
December 2012 

There were 2,419 cases at risk of reaching the 60-month time limit by December 
2012 (data through December 2011). 

• 73.5 percent live in five counties within the state: Hennepin, Ramsey, St. 
Louis, Anoka, and Dakota 

• 61.6 percent currently live in Hennepin or Ramsey County 

Additional MFIP Cases at Risk of Reaching the 60-Month Time Limit by December 2012 

risk of reaching 60-month 
time limit, January 2012 
to December 2012 
(as of December 2011) 

W No cases reaching limit 

D 1tol0 

D 11 to 100 

over 100 

State total: 2,419 
Hennepin County*: 881 

r----1--'r--+---1..--..J..,-.1..-f--L-..L.-.r--::a.. 10 counties: 0 

* Indicates county with the highest number of cases 

Data source: The data is from the Minnesota Department of Human Services (DHS). Parents at risk of 
reaching the 60-month time limit include all cases eligible since August 1997. These are the number of 
cases that have used over 48 months of their 60-month limit as of December 2011. This does not 
include any families that migrate into the state in future months with prior Temporary Assistance to 
Needy Families (TANF) months that will be counted toward the 60-month limit. The cases at risk of 
reaching the 60-month time limit are likely greater than the number of families that will reach the limit. 
Some of these families will leave welfare without using up all of their eligibility. Some parents may 
receive extensions. Still other parents will move into or leave the state. Parents entering the state may 
reach their welfare 60-month limit before December 2012 because of the number of months spent on 
T ANF elsewhere. 

For more information: Contact legislative analyst Danyell Punelli at 651-296-5058. Also see the House 
Research publications IdentifYing Who Might Be Subject to the 60-Month Time Limit, November 1999; 
TANF Background, January 2007; The 60-Month Time Limit on TANF Assistance, January 2002; Factors 
Contributing to Longer Stays on Welfare: A Literature Review, March 2002. See also the Minnesota DHS 
report At the Time Limit: December 2007 Minnesota Family Investment Program Cases that Reached the 
60-month Time Limit (http://edocs.dhs.state.mn.us/lfserverllegacy/DHS-5092C-eng). 
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Long-term Care Insurance Income Tax Credit 

What is the 
credit? 

What is the 
rationale for this 
tax credit? 

Is the credit 
refundable? 

Who is eligible 
for the credit? 

How is the credit 
calculated? 

How many 
Minnesotans 
claim the credit? 

How much is 
paid out in 
credits? 

The Minnesota long-term care insurance credit offsets the cost of long-term care 
insurance premiums by providing a credit against state income tax liability. The 
maximum Minnesota credit is equal to the lesser of $100 or 25 percent of the amount 
paid for each beneficiary. The maximum total credit is $200 annually on a joint 
return or $100 for individual filers. 

This credit was enacted in 1997 and took effect in tax year 1999. 

The Minnesota long-term care tax credit provides an incentive for Minnesotans to 
purchase long-term care insurance coverage. If more Minnesota residents purchase 
long-term care insurance, there may be a decrease in the cost to the state of providing 
for the long-term care of residents who are unable to afford long-term care services. 

The Minnesota credit is a nonrefundable credit and may be used only to offset tax 
liability. If an individual qualifies for a credit that is greater than her or his tax 
liability, the excess will not be paid as a refund. 

A Minnesota taxpayer who purchases insurance to provide long-term care coverage, 
such as nursing home or home care coverage, for him or herself or spouse is eligible 
for the credit. To qualify for the credit, the long-term care policy must: 

• qualify for the federal itemized deduction for medical expenses, 
disregarding the 7. 5 percent income test; and 

• have a lifetime long-term care benefit limit of $100,000 or more. 

The Minnesota credit equals 25 percent of qualifying long-term care insurance 
premiums for one beneficiary, up to a maximum of $100 for individuals and up to 
$200 for married couples filing jointly who both have coverage. A taxpayer may 
claim only one policy for each qualified beneficiary. It is not necessary that the 
taxpayers filing jointly have separate policies or premiums. The amount of 
premiums used to calculate the credit must be reduced by any premiums claimed as a 
medical expense deduction on the taxpayer's federal return. 

For tax year 2011, Department of Revenue reports that 60,995 Minnesota returns 
claimed the credit. This is 2 percent of all state returns filed by Minnesotans. 

Filers claim the credit on their Minnesota income tax return using Schedule M1LTI. 

In tax year 2011, Minnesotans claimed $8.49 million of long-term care insurance 
credits. The average long-term care tax credit was $139 in tax year 2011. The 
average credit exceeds the maximum credit of $100 per qualified beneficiary because 
married couples filing joint returns may claim the maximum credit for both spouses 
(up to a total of $200). 



How does 
Minnesota 
conzpare with 
other states? 

The following table includes all states that offered a long-term care insurance tax 
credit in 2011, but not those states that offer a long-term care insurance tax 
deduction. Data on the number of claimants and cost by state is for 2011, and was 
provided by staff at state revenue departments and legislative offices. 

In addition to the states listed, Louisiana has enacted but not funded a 1 0 percent 
credit, Maine provides a credit to employers who provide coverage to employees, 
and New Mexico allows a refundable credit of $2,800 for individuals age 65 or older 
with over $28,000 in medical expenses, including long-term care premiums. 

Maximum Credit N urn her of returns Cost to the state 
credit rate* claiming the credit for the credit 

Colorado1 $150 25% 18,479 (est.) $3.7 million (est.) 

Maryland2 Varies by 100% 5,729 $3 .3 million 
age: 

$320-$500 

Minnesota $100 25% 60,995 $8.49 million 

Mississippi $500 25% 2,500 (est.) $1 million (est.) 

Montana3 $5,000 Varies by 
income: 

20% to 30% 

New York None 20% 135,000 $7 5.3 million 

North $350 15% 29,055 (est.) $5.8 million 
Carolina4 

North Dakota5 $250 100% 

Oregon $500 15% 34,450 $7.9 million 

Virginia6 None 15% 3,939 $1.1 million 

* The- credit rate is the percentage of premiums allowed as a credit. 
1 Colorado's credit is income-limited; the maximum for joint filers is $150 per spouse. 
2 Maryland's credit can be claimed only once per person. 
3 Montana's tax credit is a credit for expenses related to care of elderly family members. Long-

term care insurance premiums are a qualifying expense. Data for Montana includes credits for all 

4 
qualifying expenses, including long-term care insurance premiums. 
Data are for tax year 2010. North Carolina's credit is income-limited. 

5 North Dakota's credit is limited to long-term care plans that meet consumer protection criteria 

6 
and provide inflation protection. 
Virginia's credit applies only to the frrst 12 months of premiums paid. 

For more information: Contact legislative analysts Nina Manzi at 651-296-5204 or Danyell Punelli at 
651-296-5058. 
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What is the angel 
investnzent credit? 

What investors 
qualify for the 
credit? 

What small 
businesses qualify 
under the credit? 

Minnesota Angel Investment Credit 

The Minnesota Small Business Investment Credit ( com1nonly referred to as the 
angel investment credit) provides qualified investors in certified small businesses 
with a refundable income tax credit equal to 25 percent of their investments up to a 
maximum of$125,000 ($250,000 for married joint filers). The credit took effect 
for tax year 2010 and expires for investments made after tax year 2014. 

Three key sets of requirements apply under the credit: 
• Rules that govern which investors qualify to make investments 
• Rules specifying the types of businesses that qualify to receive investments 
• Limits on which investments qualify 

The angel credit allows two different types of investors to qualify for the credit: 
• Individual investors qualify either by being accredited investors under 

Securities and Exchange Commission (SEC) Regulation D or by certifying 
that they will only invest in an offering that is exempt from registration under 
state law. Accredited investors generally must have net worth of at least $1 
million (excluding the value of their homes) or annual income of at least 
$200,000 ($300,000 for married couples). 

• Qualified funds are pass-through tax entities, such as LLCs or S 
corporations that invest in qualifying small businesses and have three or 
more investors who each meet the requirements for individual investors. 
These funds pass through the credit to their individual owners, who claim it 
on their own tax returns. 

Investors must apply to and be certified by the Department of Employment and 
Economic Development (DEED) before making the investment for which they are 
claiming the credit. However, individuals who are not accredited investors but 
who qualify because the offering is a small corporation exempt from registration 
may apply up to 30 days after making the investment. Investors (either individuals 
or funds) or members of their immediate families may not derive more than 50 
percent of their gross annual incomes from the small business. 

The credit only applies to investments in a qualifying small business that DEED 
certifies: 

• Has its headquarters and 51 percent of its employees and payroll in 
Minnesota; 

• Is engaged in a specified field of business involving proprietary technology 
or product; 

• Has fewer than 25 employees; 
• Pays most of its employees wages equal to at least 17 5 percent of the federal 

poverty guideline for a family of four; 
• Has not been in operation for more than ten years (20 years for businesses 



What types of 
investments qualify 
for the credit? 

What is the 
maxinzum credit for 
a business? 

How nzuch will the 
credit reduce state 
tax revenues? 

Has the demand for 
credits exceeded the 
limits? 

Hownzany 
businesses and 
individuals 
benefited from the 
credits? 

Do clawback 
provisions apply? 

developing drugs or 1nedical devices that require FDA approval); and 
• Has not received more than $2 million in private equity investment. 

To qualify for the credit, an investment must: 
• Receive DEED credit certification from the annual credit cap; 
• Be made in cash; 
• Satisfy minimums of either $10,000 (individuals) or $30,000 (fund); and 
• Receive in return an equity-type interest (e.g., common stock, partnership 

interest, preferred stock, or debt with a mandatory conversion to equity). 

The law prohibits DEED for certifying more than $1 million in credit allocations to 
any one business. Thus, a business that attracts $4 million of qualifying investments 
could receive the maximum credit. 

The law imposes an annual dollar limit or cap on the total amount of credits. The 
Department of Revenue has estimated that credits will be claimed up to the full 
amount of the limits. Some of these credits may be paid as refunds (rather than 
reducing tax liability), since the credit is refundable. The total limit over the life of 
the credit is $58.9 million: 

• $11 million for tax year 2010 
• $12 million per year for tax years 2011 through 2014, except the 2013 

amount is reduced by $100,000 to fund a program evaluation 
DEED administers the limits by certifying dollar amounts of credits to applicant 
investors on a first-come, first-served basis. 

Credit applications for tax year 2010 were about $4 million less than the limit. 
Under the law, the $4 million in unused credits carried over to tax year 2011. 
Applications for tax years 2011 through 2013 used up the full allocations and 
amount carried over before the end of the year, requiring :pEED to reject 
applicants in all three years. 

Calendar year: 2010 
Number of businesses 67 
Number in metro area 62 
Percentage of $ in metro area 94% 
Number of investors 267 

2011 
113 
102 

80% 
758 

2012 
117 
109 

95% 
656 

The number of 
investors shown 
includes those 
investing via funds. 

The law provides for revocation and repayment of the credit if the small business 
does not maintain at least 51 percent of its employees and payroll in Minnesota for 
five years starting the year after the investment was made. The required repayment 
declines by 20 percentage points per year (1 00 percent in year one, 80 percent in 
year two, etc.). The business, not the investors, must make the repayment. 
In addition, investors or funds that do not maintain their investment in the small 
business for at least three years must repay the credit. 

What reporting Investors, funds, and small businesses must annually report to DEED on their 
requirements apply? compliance with the law. DEED annually reports to the legislature. The law 

requires an independent program evaluation to be completed by January 2014. 

For more information: See the DEED website: http://www.positivelyminnesota.com/Business/ 
Financing_a_Business/DEED_Business_Finance_Programs/Tax_Credits/Angel_Tax_Credit.aspx. 
The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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Minnesota Research and Development Tax Credit 

What is the 
Minnesota research 
and develop1nent 
credit? 

What is the policy 
rationale for the 
research credit? 

What types of 
research expenses 
qualify? 

Is the credit 
incre1nental? 

Minnesota allows businesses conducting research and development to claim 
research credits against their corporate franchise taxes or individual income taxes 
(for pass-through tax entities, such as LLCs and S corporations). The credit's 
computations are based on definitions under the federal tax credit for increasing 
research activities, except the research must be done in Minnesota. 

There are two basic rationales for research credits: 

• It is widely recognized that businesses under-invest in research and 
development, because some of benefits of research go to society generally and 
cannot be captured solely for the business and its owners. Others can copy or 
build on their research, siphoning off some of the benefit. Research credits, 
including the federal and Minnesota credits, are intended to help overcome this 
barrier by compensating for it and by providing incentives to do qualifying 
research. 

ED State credits, such as Minnesota's, have a general "economic development" 
purpose-that is, they also seek to encourage businesses to do more research in 
Minnesota to create jobs and other economic benefits for Minnesota residents. 
The credits help the state to compete for research investment by businesses. 
Some published academic research supports the view that state credits help to 
achieve this end. 

Under the federal definition used by Minnesota, "qualifying research expenses" 
must be made to discover technological information that is applied to develop a 
new or improved business component (e.g., a product or process). The 
expenditures could be intended to improve quality, performance, reliability or 
similar. The expenditures typically are for wages of the business's employees, 
supplies purchased, or amounts paid to contractors to do research for the business. 
Expenditures on equipment do not qualify, but instead qualify for separate 
expensing benefits under federal and state tax law. 

The federal definition of "qualified research expenses" is limited to the increase in 
research expenditures over a "base amount," making the credit an "incremental" 
credit. This base amount is expressed as a percentage of the business's gross 
receipts (Minnesota gross receipts for the Minnesota credit). The percentage is 
determined for each business based on the percentage its research spending was of 
its 1984-1988 gross receipts (for the businesses starting up after 1988, 3 percent is 
used) with a maximum of 16 percent. This incremental credit structure is intended 
to make the credit more cost effective in stimulating research by disallowing the 



How is the credit 
co1nputed? 

Is the credit 
refundable? 

How much does the 
credit reduce tax 
revenues? 

How does 
Minnesota's credit 
co1npare to credits 
in other states? 

credit for the normal or basic research the business would otherwise do. For 
example, a business whose research is a constant percentage of its gross receipts 
would not be allowed the credit, because it had not increased its research "effort." 
However, the credit cannot exceed 50 percent of the business's research and many 
businesses' credits are determined under that rule, because their research is always 
well above their base amount. This typically occurs for Minnesota-based 
multistate businesses, because their base amounts are calculated using Minnesota 
gross receipts, a relatively low amount, while their Minnesota research often 
relates to their entire operations. Since these businesses qualify for a credit based 
on 50 percent of their research spending, their credits are really not incremental or 
dependent on increasing the relative amount of their research. 

The Minnesota credit has a two-tiered rate structure; a higher rate (1 0 percent) 
applies to the first $2 million of Minnesota qualified research expenses and a lower 
rate (2.5 percent) for the amount over that. 

The credit is not refundable; it cannot exceed the liability for tax. (For three tax 
years, 2010 through 2012, the credit was refundable.) However, a unitary business 
(that is, a business with two or more corporations or other entities that are part of 
one business), may allocate the credit among its individual corporations to fully 
use the credit. If the credit still exceeds the liability for tax, it can be carried over 
and used to reduce taxes in later tax years (for up to 15 tax years). 

The Minnesota Department of Revenue's (DOR) Tax Expenditure Budget 
(February 2012) estimated that for fiscal year 2014, $63.6 million in corporate 
franchise tax credits would be allowed and $8 million in individual income tax 
credits. These estimates do not, however, reflect the 2013 Legislature's repeal of 
the refundability of the credit. As a result, new estimates for the 2014 edition of 
the Tax Expenditure Budget are likely to be substantially lower. During the 
legislative session, DOR estimated that repeal of refundability would increase tax 
revenue by nearly $40 million per year. 

Minnesota was the first state to enact a research and development credit in 1981. 
Most states with corporate taxes now have credits for some types of research 
expenditures. These credits vary considerably and it is difficult to generalize about 
them. Some states, like Minnesota, follow the basic federal credit. Other states 
use different-both more expansive or narrower-definitions of the types of 
research that qualify for their credits. Some states target their credits to specific 
types of businesses (e.g., high technology companies), while others follow the 
alternative, as well as the basic, federal research credit rules. Several states have 
credit rates that are higher than Minnesota's first tier (10 percent) rate and most 
allow rates higher than second tier (2.5 percent) rate. Finally, some state credits 
are not incremental, but rather apply to all qualifying research done in the state. 

For more information: Contact legislative analyst Joel Michael at joel.michael@house.mn. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Andrew Biggerstaff 

F ederallaw limits 
state authority over 
online gambling 

Wire Act applies to 
telecommunication 
use for gambling 

Professional and 
Amateur Sports 
Protection Act 
governs sports 
betting 

Interstate Horse 
Racing Act pernzits 
some interstate 
wagers on horse 
racing 

Unlawful Internet 
Gaming 
Enforcement Act 
regulates gambling­
related payments 

September 2013 

Online Gambling: Federal Law 

Internet gambling has been historically regulated at the federal level. A number of 
overlapping federal laws restrict states' abilities to authorize and conduct Internet 
gambling operations. In April2011, the U.S. Department of Justice (DOJ) shut 
down a number of Internet poker sites, asserting that these sites violated one of 
these federal laws, the Wire Act. However, later that same year, DOJ issued a 
memorandum opinion (discussed below) opining that some forms of Internet 
gambling do not violate the Wire Act. 

Originally passed to police illegal bookmaking operations associated with 
organized crime syndicates, the Wire Act was also used to prosecute online 
gambling operations. 18 U.S. C. § 1084. The law is focused on the use of interstate 
communications for the purpose of placing wagers. 

The Professional and Amateur Sports Protection Act is a complementary federal 
law aimed at ensuring the integrity of professional and collegiate sporting events 
by prohibiting states from authorizing wagering on those events. 28 U.S.C. § 3701-
04. When the bill was under consideration by Congress, a handful of states already 
had sports wagering systems set up. The law grandfathered in these states, 
allowing them to continue their activity. Because of this, the constitutionality of 
this law has been called into question. New Jersey, one of the states that was 
allowed to grandfather in its sports betting system chose not to at the time, but 
recently has passed a law seeking to establish sports wagering and has brought 
federal suit to determine if the law is constitutional. 

The Interstate Horse Racing Act regulates wagers on horse racing. 15 U.S.C. § 
3001-07. It was amended in 2000 to expressly allow pari-mutuel wagers 
transmitted between states by the use of phone or other electronic media. This law 
requires both the bettor and the betting operator to be in states that authorize 
betting on horse races. The World Trade Organization found this law to 
discriminate against off-shore betting operators, and the DOJ has asserted that the 
Wire Act prohibits all cross-border horse racing, but has never taken enforcement 
action associated with this. 

In 2006 Congress passed the Unlawful Internet Gaming Enforcement Act 
(UIGEA). 31 U.S.C. § 5361. This law was aimed at regulating the payment 
processes associated with gambling, rather than gambling itself. For instance, it 
requires the Secretary of the Treasury and the Board of Governors of the Federal 
Reserve to establish regulations related to financial institutions transferring money 
associated with gambling. The UIGEA does not regulate bettors and betting 
operators, nor does it prohibit a direct arms-length transaction between the two. 
Ironically, the UIGEA expressly exempts gambling if a bettor and operator are in 
the same state, and it contains a number of other provisions that implicitly 



The DOJ changed 
its view of state 
authority to pernzit 
online ganzbling 

The ga1nbling 
authorized by the 
DOJ opinion is 
unclear 

Some states acted 
quickly in response 
to the DOJ opinion 

The future for state 
online gambling 
authority is unclear 

authorize other forms of online gambling, such as fantasy games and games of 
skill. 

In December 2011, the DOJ issued a memorandum opinion interpreting the Wire 
Act. The first sentence of the opinion stated that interstate transmissions "of wire 
communications that do not relate to a 'sporting event or contest' fall outside the 
reach of the Wire Act." This is a drastic change in the DOJ' s position. Less than 
one year after shutting down a number of online gambling sites through an 
injunction and by freezing bettors' assets, the DOJ seemingly concluded that states 
could authorize almost all forms of Internet gambling. 

It is not totally clear what types of gambling are authorized under the DOJ opinion. 
It is clear that any wager that is dependent on the outcome of a professional or 
amateur sporting event is still prohibited. However, all other types of Internet 
gambling are left in flux. For instance, states may now have the authority to 
authorize Internet poker or to conduct Internet poker operations themselves. 
Further, states are now likely able to sell lottery tickets online, even if those 
transmissions cross states lines. 

Now that the Wire Act is not seen as a barrier to Internet gambling, it is also 
possible that states who do not wish to create online gaming infrastructure may still 
reap the benefits of the industry through regulatory fees and taxes. For instance, a 
state that does not wish to set up online poker may authorize the act of online 
poker and enter into a compact with a state that has an established online poker 
environment. 

A handful of states took early action related to this guidance. Nevada quickly set 
up an online poker service. Delaware, New Jersey, and Nevada have already 
legalized Internet gambling. California, Massachusetts, and Illinois have 
considered laws of their own. 

It seems clear that the DOJ has given states far more latitude to create broad online 
gaming industries. The DOJ opinion does not have the force of law, but it is 
unclear whether others (beside DOJ) would have standing to file legal challenges 
to enforce federal law. While the DOJ has stated its acquiescence with online 
gaming, it could issue a new opinion clarifying, modifying, or refining its position 
that could materially affect states' authority. Absent a change in federal law, there 
is still some question as to the future of online gaming. However, it now seems 
that the federal government will allow states to explore this new economy without 
interference. · 

For more information: Contact legislative analyst Andrew Biggerstaff at andrew.biggerstaff@house.mn. 
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What is the 
renter's property 
tax refund 
program? 

What are recent 
changes to the 
program? 

What are the 
maxin1ums? 

How are claims 
filed? 

What is the 
average refund and 
total amount paid? 

Renter's Property Tax Refund Program 

The renter's property tax refund program (sometimes called the "renters' credit") 
is a state-paid refund that provides tax relief to renters whose rent and "implicit 
property taxes" are high relative to their incomes. "Rent constituting property 
taxes" is assumed to equal 17 percent of rent paid. If rent constituting property 
tax exceeds a threshold percentage of income, the refund equals a percentage of 
the tax over the threshold, up to a maximum amount. As income increases: 

• the threshold percentage increases, 
• the share of tax over the threshold that the taxpayer must pay increases, and 
• the maximum refund decreases. 

The program uses household income, a broad measure that includes most types 
of income. Deductions are allowed for dependents and for claimants who are 
over age 65 or disabled. 

The 2013 tax law expanded the program, by lowering the maximum threshold 
percentage for determining eligibility from 3.5 percent of income to 2.0 percent 
of income, in conjunction with reductions to the homeowner thresholds. It also 
increased the maximum refund to $2,000 for refunds based on rent paid in 2013. 

For refunds based on rent paid from 1998 to 2008, the percentage of rent 
constituting property taxes equaled 19 percent. It was reduced to 15 percent for 
refunds based on rent paid in 2009 only under Gov. Tim Pawlenty's June 2009 
unallotment, subsequently enacted into law. For refunds based on rent paid in 
2010, the percentage returned to 19 percent. The 2011 tax law reduced the rate 
to 17 percent for refunds based on rent paid in 2011 and following years. 

For refund claims filed in 2014, based on rent paid in 2013 and 2013 household 
income, the maximum refund is $2,000. Renters whose income exceeds $57,169 
are not eligible for refunds. 

Refund claims are filed using Minnesota Department of Revenue (DOR) 
Schedule M1PR. Schedule M1PR is filed separately from the individual income 
tax form. Claims filed before August 15, 2014, will be paid beginning in August 
2014. The deadline for filing claims based on rent paid in 2013 is August 15, 
2015; taxpayers filing claims after that date will not receive a refund. 

Statewide Renter Property Tax Refunds, Filed in 2012 
(based on 2011 incomes and rent paid in 2011, taxes assumed to equal17°/o of rent paid) 

Number of returns Total amount Average per return 

Under 65 years old 218,066 $123.2 million $565 

Senior/disabled 87,258 $54.1 million $620 

Total: all renters 305,324 $177.3 million $581 



How do refunds 
vary depending on 
income and 
property taxes? 

The following table shows the refund amount for four example families (married 
couples without dependents). Although the threshold percentage, co payment 
rates, and maximum refund amounts are the same statewide, the average rent is 
higher in the metro area than in Greater Minnesota. The metro area families paid 
monthly rent in 2013 of $736, the fair market rent for a one-bedroom apartment 
in the metro area. The families in Greater Minnesota paid monthly rent in 2013 
of $528, the fair market rent for a one-bedroom apartment in many Greater 
Minnesota counties. Taxpayers who are over age 65, disabled, or have 
dependents are allowed a subtraction from income in determining the refund. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Married couple, both under age 65, no dependents 
Example refunds for claims to be filed in 2014, 

based on rent paid in 2013 and 2013 household income 

Metro area Greater Minnesota 

Taxpayer #1 Taxpayer #2 Taxpayer #1 Taxpayer #2 

Gross income $15,000 $30,000 $15,000 $30,000 

Deduction for 
dependents 0 0 0 0 

Household income 
(1-2 = 3) $15,000 $30,000 $15,000 $30,000 

Rent constituting 
property tax $1,501 $1,501 $1,077 $1,077 

Statutory threshold 
percentage 1.4% 2.0% 1.4% 2.0% 

Threshold % x 
income (3 x 5 = 6) $210 $600 $210 $600 

Property tax over 
threshold ( 4- 6 = 7) $1,291 $901 $867 $477 

Copay percentage 15% 30% 15% 30% 

Taxpayer copay 
amount (7 x 8 = 9) $194 $270 $130 $143 

Remaining tax over 
threshold 
(7-9=10) $1,098 $631 $737 $334 

Maximum refund 
allowed $1,800 $1,650 $1,800 $1,650 

Net property tax 
refund $1,098 $631 $737 $334 

For more information: Claimants can check the status of their refund by calling DOR at (651) 296-4444 or 
online at www.revenue.state.mn.us. 
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What is the 
honzestead credit 
refund program? 

What are recent 
changes to the 
program? 

What are the 
maximums? 

How are claims 
filed? 

What is the 
average refund 
and total amount 
paid? 

Homestead Credit Refund Program 

The homestead credit refund is a state-paid refund that provides tax relief to 
homeowners whose property taxes are high relative to their incomes. The program 
was previously known as the homeowner's property tax refund program, or PTR, 
and sometimes popularly called the "circuit breaker." If property tax exceeds a 
threshold percentage of income, the refund equals a percentage of the tax over the 
threshold, up to a maximu1n amount. As income increases: 

• the threshold percentage increases, 
• the share of tax over the threshold that the taxpayer must pay increases, and 
• the maximum refund decreases. 

The program uses household income, a broad measure that includes most types of 
income. Deductions are allowed for dependents and for claimants who are over 
age 65 or disabled. 

The 2011 and 2013 tax laws both expanded the refund program. The 2011 changes 
increased the maximum refund for homeowners with incomes under about 
$37,000, and decreased the copayment percentage for most homeowners. The 2013 
changes, effective for refunds based on taxes payable in 2014, lowered the 
maximum threshold percentage for determining eligibility from 3.5 percent of 
income to 2. 0 percent of income for homeowners with household incomes from 
$19,530 to $65,049, and to 2.5 percent for those at higher income levels. 

For refund claims filed in 2014, based on property taxes payable in 2014 and 2013 
household income, the maximum refund is $2,580. Homeowners whose income 
exceeds $105,499 are not eligible for a refund. 

Refund claims are filed using the Minnesota Department of Revenue (DOR) 
Schedule M1PR, which is filed separately from the individual income tax form. 
Claims filed before August 15, 2014, will be paid beginning in late September 
2015; claims filed electronically may be paid a month earlier. The deadline for 
filing claims based on taxes payable in 2014 is August 15, 2015; taxpayers filing 
claims after that date will not receive a refund. 

Statewide Homeowner Property Tax Refunds, Filed in 2012 
(based on 2011 incomes and payable 2012 taxes, most recent data available) 

Average per 
Number of returns Total refund amount return 

Under 65 years old 207,512 $170.2 million $820 

Senior/disabled 146,368 $123.3 million $842 

Total: all homeowners 353,880 $293.5 million $829 



How do refunds 
V(liJl depending 
upon the filer's 
inconte and 
property tax? 

The following table shows the refund calculations for four example families with 
different incomes-two families in the metro area and two in Greater Minnesota. 
Although the property tax refund threshold, copayn1ent rates, and maximum refund 
amounts are the same statewide, the average residential homestead property tax in 
the metro area is higher than in Greater Minnesota. The metro area families have 
payable 2014 property taxes of$3,091, a typical amount for the metro. The 
families in Greater Minnesota have payable 2013 property taxes of$1,416, a 
typical amount for Greater Minnesota. Taxpayers who are over age 65, disabled, 
or have dependents are allowed a subtraction from income in determining the 
refund. 
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Married couple, both under age 65, two dependents 
Example refunds for claims to be filed in 2014, 

based on taxes payable in 2014 and 2013 income 

Metro area Greater Minnesota 

Taxpayer #1 Taxpayer #2 Taxpayer#3 Taxpayer #4 

Typical estimated 
market value of home $223,500 $223,500 $147,600 $147,600 

Gross income $35,000 $75,000 $35,000 $75,000 

Deduction for 
dependents $10,530 $10,530 $10,530 $10,530 

Household income 
(2- 3 = 4) $24,470 $64,470 $24,470 $64,470 

Property tax $3,091 $3,091 $1,416 $1,416 

Threshold income 
percentage 2.0% 2.0% 2.0% 2.0% 

Threshold % x income 
(4 X 6 = 7) $489 $1,289 $489 $1,289 

Property tax over 
threshold (5-7= 8) $2,602 $1,802 $927 $127 

Statutory copay 
percentage 30% 40% 30% 40% 

Taxpayer copay 
amount (8 x 9 = 10) $780 $721 $278 $51 

Remaining tax over 
threshold (8- 10 = 11) $1,821 $1,081 $649 $76 

Maximum refund 
allowed $2,580 $1,830 $2,580 $1,830 

Net property tax 
refund $1,821 $1,081 $649 $76 

For more information: Claimants can check the status of their refund by calling DOR at (651) 296-4444 or 
online at www.revenue.state.mn.us. 
The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 
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What is targeting? 

Who qualifies? 

How does targeting 
work? 

Targeting Property Tax Refund 

The "additional" or "special" property tax refund, generally referred to as 
"targeting," directs property tax relief to homeowners who have large property tax 
increases from one year to the next. 

A homeowner qualifies if the property tax on the home has increased by more than 
12 percent over the previous year's tax and if the increase is over $100. In 
determining eligibility, the previous year's tax amount is the net amount paid by 
the homeowner after deduction of any targeting refund received in that year. 

The homeowner must have owned and lived in the same home for both years. If 
any improvements were made to the home, that portion of the tax increase 
resulting from the improvements must be subtracted when determining the refund. 

. Generally, the refund equals 60 percent of the increase over the greater of ( 1) 12 
percent ofthe previous year's tax after deduction of targeting, or (2) $100. For 
refunds based on taxes payable in 2012 only, the refund percentage was 90 percent 
instead of 60 percent. The maximum refund is $1,000. The following example 
shows how the refund is calculated. 

Payable 2013 Property Tax after Targeting $1,600 
Payable 2014 Property Tax $2,000 

2014 tax increase (over 2013) , $400 
Taxpayer pays first 12% of increase compared to previous year's tax, which 
must be at least $100 (12o/o x $1,600) $192 

Remaining increase eligible for relief ($400 - $192 = $208) $208 

State pays 60% of excess over 12% increase up to a $1,000 maximum $125 
(60% X $208 = $125) 

Amount of2014 increase paid by taxpayer ($400- $125) $275 

The taxpayer's $400 increase (i.e., 25 percent) is reduced to an out-of-pocket 
property tax increase of$275 (i.e., 17.2 percent) as a result of the $125 refund. 

The taxpayer pays the full $2,000 amount of the 2014 property tax to the county, 
the first half in May and the second half in October. The taxpayer applies to the 
state for a targeting refund on form M 1 PR. The targeting refund is paid at the 
same time the regular homestead credit refund ("circuit breaker") is paid in late 
September. 



Does targeting have 
any other 
restrictions? 

No, unlike the homestead credit refund, the targeting refund is not tied to the 
taxpayer's household income. Under the homestead credit refund, the taxpayer's 
household income may not exceed a specified maximum and the amount of 
household income affects the amount of the refund. 

However, the targeting refund does not use income as a factor, nor is there any 
limitation on the taxpayer's household income. Therefore, many higher income 
taxpayers who do not qualify for the homestead credit refund due to income 
restrictions are eligible for the targeting refund. 

What are statewide The table below shows the statewide amount, with a breakdown for the metro and 
amounts? the 80 nonmetro counties, for the past four years. 

How many 
homeowners claim 
the refund? 

How are claims 
filed? 

The amounts paid out for the targeting program decreased substantially from $6.1 
million in 2009 to about $3.2 million in 2012. The changes from one year to the 
next generally track changes in property taxes on homesteads. From 2011 to 2012, 
homestead property taxes increased on average in Greater Minnesota and remained 
relatively constant in the metro area. 

Targeting Refunds, Filed 2009-2012 (dollars in thousands) 
Filed 2009 Filed 2010 Filed 2011 Filed 2012 

Total Metro $3,750 $1,024 $1,211 $570 
Total Nonmetro $2,338 $1,310 $691 $2,696 
State $6,088 $2,334 $1,902 $3,266 

Some taxpayers (e.g., those who typically don't qualify for the homestead credit 
refund) may not be aware of the targeting program, resulting in lower total refunds 
statewide than if all eligible taxpayers had filed. 

In 2012, just over 27,000 homeowners claimed refunds based on their property tax 
increase from payable 2011 to 2012. The average refund amount was $121. 

Refund claims are filed using the Minnesota Department of Revenue (DOR) 
Schedule M1PR, the homestead credit refund form. There is a separate schedule 
on the back of the M1PR ("Schedule 1- Special Refund") for the targeting 
program. The taxpayer files for this refund after receiving his or her property tax 
statement in February or March. Claims filed before August 15, 2014, will be paid 
beginning in late September 2014. The deadline for filing claims based on taxes 
payable in 2014 is August 15, 2015; taxpayers filing claims after that date will not 
receive a refund. Forms are available online at DOR's website, under "Forms and 
Instructions" (www.revenue.state.mn.us). 

For more information: Claimants can check the status of their refund by calling DOR at (651) 296-4444 
or online at www.revenue.state.mn.us. Also see the House Research Short Subject Homestead Credit 
Refund Program, September 2013, and the Information Brief Targeting, December 2012. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/hrd.htm 



Janelle Taylor & Jim Cleary Updated: September 2013 

General Limits on 
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Pernzit to Carry 

Disabled Hunter 
Exception 

Exception for 
Longguns When 
Hunting or at a 
Shooting Range 

Transporting Firearms in Motor Vehicles 

Minnesota Statutes, section 97B.045, prohibits transporting a firearm in a motor 
vehicle unless the firearm is unloaded and either (1) fully secured in a gun case 
expressly made for that purpose, where the case is zipped, snapped, buckled, tied, 
or otherwise fastened, or (2) in the closed trunk of the motor vehicle. Minnesota 
law does not require that the gun case be locked. 

The law provides an exception for a handgun being carried under the terms of a 
valid permit to carry (i.e., in accordance with Minnesota Statutes, section 624.714). 
A person with a valid permit to carry a pistol may transport one or more pistols in a 
motor vehicle whether as a driver or a passenger, irrespective of whether the 
handgun is cased or uncased, is loaded or unloaded, or is concealed or being 
carried openly, and whether it is kept on the person or elsewhere in the vehicle, and 
whether the person is inside or outside the vehicle. When the handgun is left 
stored in any condition within a vehicle, "constructive possession" applies. 

None of the restrictions in Minnesota Statutes, section 97B.045, regarding the 
transportation of firearms, apply to a disabled person if: 

• the person possesses a permit for disabled hunters issued under Minnesota 
Statutes, section 97B.055, subdivision 3; and 

• the firearm is not loaded in the chamber until the vehicle is stationary, or is 
a hinge-action firearm with the action open until the vehicle is stationary. 

A 2009 law repealed a third condition that required the disabled person to be 
participating in a hunt sponsored by a nonprofit organization or to be hunting on 
land owned or leased by the disabled person. (Laws 2009, ch. 176, art. 2, § 39) 

In 2009, the law was amended to also allow an uncased, unloaded rifle or shotgun 
to be transported in a motor vehicle, without any requirement for a permit to carry 
a pistol, in the following situations: 

• while at a shooting range, as defined under Minnesota Statutes, section 
87 A.O 1, subdivision 3, where the person has received permission fron1 
the lawful owner or possessor of the range to discharge firearms 

e while lawfully hunting on private or public land, including possessing a 
valid hunting license (if required) 

e while traveling to or from a site where the person intends to hunt 
lawfully that day or has hunted lawfully that day 

The rifle or shotgun, whether cased or uncased, must still remain unloaded while 
being transported in a motor vehicle in these situations. (Laws 2009, ch. 17 6, art. 
2, § 40) The original2009 law required that the rifle or shotgun remain cased 
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when the vehicle was within any area where the discharge of a firearm is 
prohibited by ordinance. In 2011 the law was amended to repeal that requirement. 
(Laws 2011, 1st spec. sess., ch. 2, art. 5, § 41.) 

There are some limitations to the exceptions for transporting firearms for hunting 
and while on a shooting range. A rifle or shotgun must be unloaded and either 
cased or in a closed trunk while being transported in a motor vehicle: 

• within Anoka, Hennepin, and Ramsey counties; 

• within the boundary of a city with a population of 2,500 or more; 

• on school grounds; and 

• as regulated under statutes governing game refuges, shining of artificial 
lights, and use of night vision devices. 

A violation of Minnesota's firearms transportation law is a misdemeanor, 
punishable by up to 90 days in jail and a $1,000 fine. 

A person's status under federal and Minnesota law as a firearms-prohibited person, 
if applicable, is not affected by the new or the previous firearms transportation law. 
A firearms-prohibited person continues to be prohibited from possessing any 
firearm in any manner, including for the purpose of transporting it. 

For purposes of Minnesota Statutes, section 97B.045, and other game and fish 
laws, certain key terms are defined as follows: 

• "Motor vehicle" means a self-propelled vehicle, or a vehicle propelled or 
drawn by a self-propelled vehicle, that is operated on a highway, on a 
railroad track, on the ground, in the water, or in the air (Minn. Stat. § 
97A.015, subd. 32) 

• "Hunting" means "taking" birds or mammals. "Taking" is further defined 
as pursuing, shooting, killing, capturing, trapping, snaring, angling, 
spearing, or netting wild animals, or placing, setting, drawing, or using a 
net, trap, or other device to take wild animals. Taking includes attempting 
to take wild animals and assisting another person in taking wild animals. 
(Minn. Stat. § 97 A. 015, subds. 26 and 4 7) 

• "Possession" means both actual and constructive possession and control of 
the things referred to. (Minn. Stat.§ 97A.015, subd. 36) 

For more information: Contact legislative analyst Janelle Taylor at janelle.taylor@house.mn or Jim 
Cleary at jim.cleary@house.mn. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 



Randall Chun Updated: October 2013 

Medical Assistance: An Overview 

Medical Assistance (MA), the state's Medicaid program, is a federal-state program that pays for health 
care services for low-income individuals. The program is administered by counties, under the 
supervision of the state Department of Human Services (DHS). Federal Medicaid law allows states 
considerable flexibility in designing their Medicaid programs. This short subject describes the eligibility 
criteria that will be in effect for MA on January 1, 20 14. 

Eligibility To be eligible forMA, an individual must meet the following criteria: 

• Be a member of a group for which MA coverage is mandatory under 
federal law or a member of an optional group that the state has chosen to 
cover. Covered groups include families, children, pregnant women, the 
elderly, persons with disabilities, and adults without children. 

• Meet program income and any applicable asset limits. Certain types of 
income and specified assets are excluded when determining eligibility. 
Income and asset limits for selected groups are described below. 

Net income limit, as 0/o of federal 
Eligibility group poverty guidelines (FPG) Asset limit* 

Children < age 2 280 None 

Children 2 through 18 275 None 

Children 19 through 20 133 None 

Pregnant women 275 None 

Parents and caretakers 133 None, unless on 
spenddown 

Aged, blind, or disabled 100 $3,000 for one/$6,000 for 
two/$200 each additional 

Adults without children 133 None 

* The homestead, household goods, a vehicle, a burial plot and certain assets for burial expenses, 
and other specified items are not counted as assets. 

Individuals with incomes over these limits can also qualify for MA through a 
spenddown. Under a spenddown, an individual must incur medical bills in an 
amount that is equal to or greater than the amount by which the individual's 
income exceeds the spenddown limit of 13 3 percent of FPG for families and 
children and 7 5 percent of FPG for individuals who are aged, blind, or disabled. 
There is no spenddown for adults without children. 
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• Be a U.S. citizen or a noncitizen who meets specified immigration 
criteria. 

• Be a resident of Minnesota. 
• Meet other program eligibility requirements. 

The 2013 Legislature increased the income limit for adults without children from 
75 percent to 133 percent ofFPG, and increased the income limit for parents and 
caretakers and children ages 19 and 20 from 100 percent to 133 percent ofFPG, 
effective January 1, 2014. This was an optional Medicaid expansion allowed 
under the federal Affordable Care Act (ACA). The legislature also implemented 
a number of Medicaid eligibility changes required by the ACA, including using 
modified adjusted gross income (MAGI) and a standard 5 percent income 
disregard when determining eligibility for parents and caretakers, children, and 
adults without children, and eliminating the asset requirement for parents and 
caretakers. The legislature also increased the MA income limit for children ages 
two through 18 from 150 percent to 275 percent ofFPG. 

Minnesota provides all federally mandated services and most services 
designated by the federal Medicaid program as optional. These services include, 
but are not limited to: physician care, hospitalization, therapy and rehabilitation, 
dental, medical equipment and supplies, home health care, health clinic services, 
mental health, prescription drugs, medical transportation, nursing home, and 
intermediate care facility for persons with developmental disabilities (ICF/DD) 
services. Adult enrollees who are not pregnant are subject to copayments for 
certain services. 

The state has also received federal approval to provide home and community­
based "waivered services" not normally covered by Medicaid that are intended 
to allow individuals to remain in the community, rather than reside in a hospital, 
nursing home, or ICF/DD. 

The MA program reimburses providers under both a fee-for-service system and 
a managed care system (composed of the Prepaid Medical Assistance Program 
or PMAP, county-based purchasing initiatives, and programs for the elderly and 
persons with disabilities). 

In state fiscal year 2012, total state and federal MA expenditures for services 
were $8.241 billion. The federal share ofMA costs is determined by a formula 
based on state per capita income. In most fiscal years, the federal government 
has paid 50 percent of the cost of MA services, with Minnesota responsible for 
the remaining 50 percent. 

During state fiscal year 2012, an average of 73 8,511 individuals were eligible 
forMA services each month. As of July 2013, 507,608 MA recipients received 
services under PMAP, a county-based purchasing initiative, or managed care 
programs for the elderly or persons with disabilities. 

Individuals interested in applying for MA should contact their county human 
services agency or MNsure, the state's health insurance exchange. 

For more information: See the House Research information brief Medical Assistance. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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Township LGA 

A new local government aid (LGA) program for townships was enacted in the 
20 13 session, and the first payments will be made beginning in 2014. The original 
LGA program enacted in 1971 provided aid to all local governments but over the 
years, the program became a city aid program only. The last LGA payment made 
to towriships under the old program was in 2001. 

The amount received by each township is based on three factors: 
• Town area factor: the most recent estimate of the acreage in the township, 

up to 50,000 acres. The estimate may come from the U.S. Bureau of the 
Census, the State Land Management Information Center, or the secretary 
of state 

• Population factor: the square root of the most recent population estimate 
for the township 

• Agricultural property factor: the ratio of the adjusted net tax capacity of all 
agricultural property in the township to the adjusted net tax capacity of all 
other property located in the township, up to a maximum factor of eight. 
"Agricultural property" includes homestead and nonhomestead agricultural 
land, rural vacant land, and noncommercial seasonal recreational property 
(i.e., cabins), but it does not include managed forest land or tax-exempt 
natural resource land. 

The formula will distribute $10 million annually to organized townships in the 
state. The actual formula for each towns aid is: 

( 

agricultural 
Aid =X% of property x 

factor 

town area 
factor 

X 
population 

factor X .0045) 

where X% is the percentage needed so the total paid to all townships does not 
exceed $10 million. For payments made in 2014, the percentage paid is 91.4 
percent. 

The formula tends to provide more aid per capita to townships that have a large 
amount of land meeting the definition of "agricultural property" used here. 
Townships with large amounts of other property such as residential, commercial, 
or forest property will get less aid per capita. The town aid is limited to organized 
townships; no aid is paid to counties for providing township services to 
unorganized townships in the state. Because of this, payments tend to be highest in 
the western and southwestern counties in the state. 



No town aid is paid in 
three counties 

No township aid is paid in Hennepir;t, Koochiching, or Lake of the Woods 
counties. This is because either the entire county is incorporated into cities 
(Hennepin County) or the county only has unorganized townships (Koochiching 
and Lake of the Woods counties). 

Average 2014 Town LGA per capita by County 
(based on organized township population) 

[Eill No organized towns 

D $Oto$5.00 

D $5.01- $15.oo 

$15.01- $40.00 

Over$40.00 

For more information: Contact legislative analyst Pat Dalton at 651-296-44 72. 
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legal, and information services to the entire House. 
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Penalties for Underreporting Minnesota Individual Income Tax 

What is the civil 
penalty for failure 
to pay Minnesota 
income tax by the 
due date? 

Is there a 
reasonable cause 
exception? 

What is the 
"additional tax 
charge"? 

What is the civil 
penalty for failure 
to file a return? 

For calendar year taxpayers, final payments are due on April 15 following the close 
of the tax year. (Most taxpayers pay on a calendar-year basis; a small number use 
fiscal years instead.) Income tax not paid by April 15 is subject to a late payment 
penalty equal to 4 percent of the amount not paid. 

An additional 4 percent penalty applies to amounts owed due to an assessment 
order from the commissioner of revenue if the taxpayer either does not pay the 
amount assessed within 60 days of the order or does not appeal the assessment. 

An additional extended delinquency penalty of 5 percent of the tax due applies to 
income tax not paid within 180 days of an order from the commissioner or the date 
a return is filed. 

Yes. A taxpayer is presumed to have reasonable cause for underpayment if the 
taxpayer paid 90 percent of the amount due by the April 15 due date, filed the 
return by October 15, and paid the balance of the tax due when the return was filed. 
In this situation, the 4 percent late-payment penalty does not apply. 

Individuals who expect to owe $500 or more after withholding and credits must 
make estimated payments, which are due in four installments: April15, June 15, 
and September 15 during the tax year, and January 15 following the close of the tax 

. year. If estimated payments and withholding do not equal at least 90 percent of the 
tax due, or 1 00 percent of liability for the preceding tax year (11 0 percent if 
adjusted gross income exceeds $150,000), the taxpayer is subject to an additional 
tax charge. The additional tax charge equals 4 percent of the amount underpaid, 
prorated by the number of days elapsed between the due dates of the four 
installments and the date of the final payment. 

The additional tax charge does not apply if the individual was a Minnesota resident 
in the preceding tax year but did not have tax liability. 

For calendar year taxpayers, income tax returns are due by April15 following the 
close of the tax year, but there is no late filing penalty if the return is filed by 
October 15. Taxpayers who fail to file an individual income tax return by October 
15 must pay a penalty equal to 5 percent of the tax not paid by October 15. 

If an individual is required to file a return and does not file it by October 15 and 
receives a written demand to file from the Department of Revenue, the individual 
must file within 60 days or face an additional "extended late file" penalty. The 
extended-late-file penalty equals the greater of 5 percent of the tax not paid or 
$100. 



What other civil 
penalties are there? 

Does interest apply 
to underreported 
tax liability and 
penalties? 

How are the 
penalties applied? 

Are failing to file 
and underreporting 
liability criminal 
offenses in 
Minnesota? 

• Failure to report changes to the federal return: 10 percent. When a 
federal return is amended by the taxpayer or corrected by the Internal 
Revenue Service, a copy of that return or a letter of explanation must be 
reported to Minnesota within 180 days. An amended Minnesota return is 
also required within 180 days. If federal changes are not reported, a penalty 
of 10 percent of the underpayment of Minnesota tax attributable to the 
federal change applies. 

• Intentional disregard of laws: 10 percent. A 10 percent penalty applies if 
the taxpayer has been negligent or shown intentional disregard of the law or 
rules for determining liability, but didn't intend to defraud. 

• Substantial understatement of liability: 20 percent. "Substantial 
understatement" means underreporting of the correct tax that exceeds the 
greater of $5,000 or 10 percent of the tax actually owed. A penalty of20 
percent applies to a substantial understatement of liability. 

• Filing a frivolous return: greater of 25 percent or $1,000. A return is 
considered frivolous if it is substantially incorrect on its face or lacks 
information needed to judge the accuracy of the return, and consists of 
inappropriate conduct or reflects a desire to impede the tax process. 

• Filing a false or fraudulent return: 50 percent. A penalty of 50 percent 
applies to the underreported liability and overstated refund claimed if the 
commissioner can prove the return was fraudulent in order to evade the tax, 
or if failure to file a return was intended to evade the tax. The 50 percent 
penalty also applies to fraudulently claimed refundable credits (the 
dependent care credit, the working family credit, the K-12 education credit, 
the military service combat zone credit, and the property tax refund). 

In addition to the penalties listed, taxpayers who underreport individual income tax 
liability must pay interest on the amount underpaid and on the associated penalty 
from the date the tax was due. Penalties- and underreported liability bear interest at 
an annual rate tied to the prime rate. This rate is adjusted annually and is set at 3 
percent for 2010 through 2014. 

The penalties for underreporting of individual income tax liability are imposed and 
collected in the same manner as the original taxes. 

In certain circumstances, failing to file and underreporting tax liability are criminal 
offenses. It is a gross misdemeanor to knowingly fail to file a return or pay tax. It 
is a felony to willfully fail to file a return or pay tax, with intent to evade the tax, 
and a felony to file a false return concerning a material matter. Penalties for these 
criminal offenses are in addition to civil penalties. 

For more information: Contact legislative analysts Nina Manzi at 651-296-5204 or Joel Michael at 
j oel.michael@house.mn. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 
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Randall Chun Updated: October 2013 

MinnesotaCare: An Overview 

MinnesotaCare is a federal-state program that provides subsidized health care coverage to low-income 
individuals. The program is administered by the Department of Human Services (DRS); counties have 
the option of processing applications and determining eligibility. 

Note: The following text describes the program as it will exist beginning January JJ 2014. 

Eligibility 

Covered services 

Effective January 1, 2014, most MinnesotaCare enrollees will be parents and 
caretakers, children ages 19 to 20, and adults without children. 

To be eligible for MinnesotaCare, an individual must meet the following 
criteria: 

• Have gross income that is greater than 13 3 percent of the federal poverty 
guidelines (FPG) ($15,282 for a household of one) but does not exceed 
200 percent of FPG ($22,980 for a household of one). Exceptions to these 
income limits are made for certain children under age 19 and legal 
noncitizens, who are not eligible for MA. 

• Not be eligible for Medical Assistance (MA). This requirement has the 
effect of shifting the vast majority of pregnant women and children from 
MinnesotaCare to MA. 

• Not have access to subsidized health coverage that, as defined in the 
federal Affordable Care Act (ACA), is affordable (the employee pays no 
more than 9.5 percent of income for self-only coverage) and provides 
minimum value (pays for at least 60 percent of medical expenses on 
average). 

• Not have minimum essential health coverage (defined in the ACA as 
coverage under Medicare, Medicaid and other government programs, 
employer-sponsored coverage, individual market coverage, and other 

. specified coverage). 

• Be a resident of Minnesota. Enrollees must meet the residency 
requirements of the MA program. 

Parents and caretakers and adults without children are covered for most, but not 
all, services covered under MA. Covered services include physician care, 
hospitalization, prescription drugs, therapy services, and a wide range of other 
health care services. Services not covered include personal care attendant 
services, private duty nursing, nursing home care, ICF/DD (intermediate care 
facility for persons with developmental disabilities), and special transportation 
services. 

Children ages 19 and 20, and certain children under age 19, receive coverage for 
a broader range of services than adults. 
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Enrollees age 21 and older pay monthly, per-person premiums based on a sliding 
scale. Persons under age 21 are not charged premiums. Adult enrollees are 
subject to copayments and other cost-sharing for specified services. 

Enrollees receive health care services through prepaid health plans. The 
MinnesotaCare program pays prepaid health plans a monthly capitation payment 
for each MinnesotaCare enrollee. MinnesotaCare does not set provider 
reimbursement rates; these rates are instead the result of negotiation between 
health care providers and the prepaid health plan. 

Under the ACA, states have the option of operating a basic health program to 
provide health coverage to persons with incomes greater than 133 percent but 
not exceeding 200 percent ofFPG, beginning January 1, 2015. The 2013 
Legislature directed DHS to seek federal approval to operate MinnesotaCare as a 
basic health program. The legislature also made changes in MinnesotaCare 
eligibility, covered services, and service delivery that are consistent with federal 
requirements for a basic health program; many of these changes are effective 
January 1, 2014. 

In fiscal year 2012, the MinnesotaCare program paid $549 million for medical 
services provided to enrollees. Forty-eight percent of this cost was paid for by 
the state, 44 percent by the federal government, and 8 percent by enrollees 
through premium payments (this last category also includes enrollee cost­
sharing). 

The state receives federal funding at the MA match rate for health care services 
provided to enrollees under a federal waiver, and is seeking reauthorization of 
this waiver for the period January 1, 2014 through December 31, 2017. The 
state receives federal funding at an enhanced match rate (under the Children's 
Health Insurance Program) for children under age 21 with incomes greater than 
133 percent ofFPG. 

State funding for MinnesotaCare and other health care access initiatives is 
provided by a tax of 2 percent on the gross revenues of health care providers and 
a tax of 1 percent on the premiums of nonprofit health plan companies. The tax 
on health care provider revenues is scheduled to sunset January 1, 2020. Prior to 
that date, the Commissioner of Management and Budget is required to reduce 
the rate of the tax on health care provider revenues if certain financial criteria 
are met. 

As of July 2013, 131,979 individuals were enrolled in the MinnesotaCare 
program. Seventy percent of these enrollees were parents, children, or pregnant 
women. 

MinnesotaCare applications can be obtained by calling the Department of 
Human Services (1-800-657-3672) or MNsure, the state's health insurance 
exchange (1-855-366-7873). Applications are also available at county human 
services agencies and other,locations. 

For more information: See the House Research information brief MinnesotaCare. 

The Research Department of the Minnesota House of Representatives is a nonpartisan office providing legislative, 
legal, and information services to the entire House. 

House Research Department I 600 State Office Building I St. Paul, MN 55155 I 651-296-6753 I www.house.mn/hrd/ 
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Community First Services and Supports (CFSS) 

What are 
contntunity first 
services and 
supports? 

How does CFSS 
differ front the PCA 
program? 

Who will be eligible 
forCFSS? 

The Community First Services and Supports (CFSS) program was created by the 
2013 Legislature (see Laws 2013, chapter 108, article 7, section 49) and will 
replace the Personal Care Assistance (PCA) program. CFSS will be available 
statewide to eligible individuals to provide assistance and support to persons with 
disabilities, the elderly, and others with special health care needs living 
independently in the comtnunity. 

CFSS is intended to be more accessible and flexible than the PCA program. CFSS 
will facilitate transition out of institutional care, prevent or delay future 
admissions, and suppoti community living. CFSS will assist participants to 
recover and/or gain skills to increase and maintain community stability, use 
technology or home modifications to decrease the need for human assistance when 
appropriate, avoid the use of inappropriate services, and increasingly direct their 
own services. CFSS will allow for testing of innovative models of coordinating 
services for children receiving services across home, school, and community. 

CFSS changes the structure of fiscal support entities under the PCA program to 
support people hiring and directing their own staff. CFSS includes a budget model 
that allows participants to exercise more responsibility and control over the 
services and supports described and budgeted within the CFSS service-delivery 
plan. An agency-provider model is available for participants who are unable to 
direct their own services. 

CFSS is available to a person who meets one of the following criteria: 
• is a recipient of Medical Assistance (MA) 
• is a recipient of the alternative care program 
• is a MA waiver recipient (elderly waiver, developmental disabilities 

waiver, brain injury waiver, comn1unity alternative care waiver, or 
community alternatives for disabled individuals waiver) 

• has medical services identified in a participant's individualized education 
program and is eligible for MA special education services 

In addition to meeting the eligibility criteria above, a person must also: 
• require assistance and be determined dependent in one activity of daily 

living (ADL) or Level I behavior based on an assesstnent; 
• not be a family suppoti grant recipient; and 
• live in the person's own apartment or home (not a hospital or institutional 

setting). 



What services will 
be provided? 

Who will provide 
CFSS services? 

How will CFSS be 
funded? 

When will CFSS 
become effective? 

CFSS services include: 
• assistance with ADLs, including eating, toileting, grooming, dressing, 

bathing, mobility, positioning, and transferring; 
• assistance with instrumental activities of daily living (IADLs), such as meal 

plmming, preparation, and cooking; shopping for food, clothing, or other 
essential items; laundry; housecleaning; assistance with medications; 
managing finances; communicating needs and preferences during activities; 
arranging supports; and assistance with traveling around and participating 
in the community; 

• assistance with health-related procedures and tasks that can be delegated or 
assigned by a state-licensed health care or mental health professional and 
performed by a support worker; 

• assistance to acquire, maintain, or enhance the skills necessary for the 
participant to accomplish ADLs, IADLs, or health-related procedures and 
tasks; 

• expenditures for items, services, supports, or environmental modifications, 
or goods, including assistive technology; 

• observation and redirection for behavior symptoms when there is a need for 
assistance; 

• back-up systems or mechanisms, such as the use of pagers or other 
electronic devices, to ensure continuity of the participant's services and 
supports; 

• transition costs for participants moving out of an institution and into the 
community; and 

• services provided by a support specialist that are chosen by the participant. 

CFSS will be provided by support specialists and support workers who will be 
employed by agency providers or the participant. Support workers must enroll 
with the Department of Human Services, complete a background study, and meet 
all other requirements. Agency providers must beMA-enrolled health care 
program providers and meet all applicable provider standards and requirements, 
including compliance with background study requirements, reporting maltreatment 
of minors and vulnerable adults, and providing the participant with service-related 
rights. 

CFSS will be a federal-state funded service, with 50 percent paid with federal MA 
funds and 50 percent paid with state general funds. 

CFSS is effective upon federal approval but no earlier than April1, 2014. The 
services will begin 90 days after federal approval or April1, 2014, whichever is 
later. 

For more information: Contact legislative analyst Danyell Punelli at 651-296-5058. 

The Research Department of the Minnesota House of Representatives is a nonpartisa.n office providing legislative, 
legal, and information services to the entire House. 
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Gift Ban Law and Rules for House Members and Employees 

What does the gift 
ban law prohibit? 

Who are lobbyists 
and principals? 

What is the penalty 
for a violation? 

What is a gift? 

Legislators and legislative employees tnust not request or accept a gift from a 
lobbyist or principal, and lobbyists and principals must not give a gift to a 
legislator or legislative employee or ask someone else to do so. Family members 
are not subject to the ban. 

A "lobbyist" is an individual who is required to register with the Campaign 
Finance and Public Disclosure Board to lobby Minnesota state government. A 
"principal" is an entity that hires lobbyists or that spends more than $50,000 in a 
year to influence official action. Lobbyists and principals are listed on the board's 
website at www.cfboard.state.mn.us. If an individual or entity is not listed on the 
website, a member may call the board at 651-539-1187 to verify if the individual 
or entity is a lobbyist or principal. Members and staff may rely on the information 
provided by board staff on the issue of who is a lobbyist or principal. Examples of 
people who are not lobbyists include members of the media, local government 
elected officials, state employees, and representatives of foreign governments 
touring the Capitol. 

There is no criminal penalty or civil fine. The board, which administers the law, 
takes the position that if possible, it will make a recipient return or pay for an 
improper gift. This has happened at least once. The board could also make a 
public finding that there has been a violation. 

A gift is something received without giving equal or greater value in return. If the 
House pays to send a member or employee to a conference sponsored by a 
principal, the conference is not a gift from the principal. The event was paid for. 
By express terms or board advisory opinions "gift" includes the following: 

discounts, loans, privileges, or access made available to legislators but not 
to the general public 

paying off a debt for a legislator 

honoraria 

travel expenses or lodging for a meeting 

donations to a legal defense fund to benefit public officials generally 

donations to a retiretnent party held for a public official who is in office or 
has taken a new office 



What House rules 
apply to gifts? 

The following are excluded frotn the gift ban: 

campaign contributions 

services to assist in performing official duties 

services of insignificant monetary value 

plaques with a resale value of $5 or less 

trinkets or mementos costing $5 or less 

informational material with a resale value of $5 or less 

food or beverage given at a reception, meal, or meeting if: (1) the reception, 
meal, or meeting is held away from the recipient's place of work by an 
organization before whom the recipient appears to make a speech or answer 
questions as part of a program; or (2) the recipient is a member or employee 
of the legislature and an invitation to attend the reception, meal, or meeting 
was provided to all members of the legislature at least five days prior to the 
date of the event 

a gift received because of membership in a group, a majority of whom are 
not officials, and everyone in the group gets a similar gift (a member may 
accept a gift from his or her spouse's employer that is a principal if the 
employer gives all spouses a similar gift and a majority of those spouses are 
not public officials) 

a gift from a lobbyist or principal who is a family member, unless the gift is 
given on behalf of someone outside the family 

House Rule 9.20 prohibits a member from accepting an honorarium (other than 
expense reimbursement) for services performed for an individual or organization 
with a direct interest in the business of the House, including, but not limited to, 
lobbyists and principals. The rule specifies that violations must be referred to the 
Ethics Committee. The rule does not mention employees. House Rule 9.21 
prohibits members and employees from accepting travel or lodging from a for­
profit business, union, lobbyist, association of lobbyists, or a foreign government. 
Both rules are stricter than the statute in restricting the sources from which 
members and employees may accept things. 

For more information: Contact legislative analyst Mark Shepard at 651-296-5051 or Jeffrey Diebel at 
651-296-5041. 
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State Elected Officials' Compensation 

Salaries for the governor, lieutenant governor, attorney general, state auditor, secretary of state, judges, and 
legislators are established by state law or by the legislature, depending on the position. 

Salaries for 
constitutional 
officers 

As required by the Minnesota Constitution, salaries for constitutional officers are 
prescribed by law. Art. V, § 4. 

The 2013 Legislature passed legislation increasing the governor's salary by 3 
percent on January 1, 2015, and by 3 percent on January 1, 2016. Laws 2013, ch. 
14~, art. 6, §12. Salaries of the other constitutional officers are a specified 
percentage of the governor's salary, so salaries of the other constitutional officers 
also will increase by 3 percent in 2015 and 3 percent in 2016. Laws 2001, 1st spec. 
sess., ch. 10, art. 1, §2. 

%of Governor's 
Officer Salary 2013 Salary 2015 Salary 2016 Salary 

Governor --- $120,303 $123,912 $127,629 
Attorney General 95% $114,288 $117,716 $121,248 
State Auditor 85% $102,258 $105,326 $108,485 
Secretary of State 75% $90,227 $92,934 $95,722 
Lt. Governor 65% $78,197 $80,543 $82,959 

. The governor can veto legislation establishing compensation for constitutional 
officers because, according to the constitution, the compensation is set "by lqw." 

Salaries for judges The Minnesota Constitution stipulates that the legislature must establish 
compensation for judges and that judges' salaries cannot be reduced while they are 
in office. Art. VI, § 5. The most recent salary increases for judges were 4 percent, 
and took effect in July 2013 as required under a 2013 law. The same law provided 
an additional3 percent increase on July 1, 2014. Laws 2013, ch. 86, art. 3, § 12. 
Annual salaries for various judges are as follows: 

Official 2013 Salary 2014 Salary 
Supreme Court, chief $167,002 $172,012 

Supreme Court, justice $151,820 $156,375 

Court of Appeals, chief $150,206 $154,712 
Court of Appeals, justice $143,054 $147,346 

District Court, chief $141,003 $145,233 
District Court, judge $134,289 $138,318 

The constitutional provisions governing judges have been interpreted to mean that 
the governor may not veto provisions setting judges' con1pensation because their 
compensation is prescribed "by the legislature." Gardner v. Holm, 241 Minn. 125, 
62 N. W. 2d 52 (1954). 



Salaries for 
legislators 

The compensation 
council's role in 
establishing 
salaries 

Insurance benefits 
and pension plans 

The Mim1esota Constitution provides that legislators' c01npensation is set by law. 
The am1ual salary for representatives and senators is $31,140. The House and the 
Senate each can designate three leadership positions to receive up to 140 percent of 
the compensation of other members of the legislature (this is an additional $12,456 
per year). 

The most recent salary increase for legislators was 5 percent in January 1999. The 
constitution also says that "no increase of compensation shall take effect during the 
period for which the members of the existing House of Representatives may have 
been elected." Art. IV, § 9. Because the constitution says that legislators' salaries 
are set "by law," the governor can veto legislation setting legislators' compensation. 

The 2013 Legislature proposed a constitutional amendment regarding how 
legislators' salaries are determined. That amendment will be voted on at the 20 16 
general election. Laws 2013, ch. 124. If the amendment is adopted, salaries for 
legislators will be established by a newly created council appointed by the governor 
ahd by the chief justice of the Supreme Court. 

Separate from the new council proposed in the constitutional amendment to be 
voted on in 2016, the legislature has previously established a 16-member 

·compensation council to assist it in establishing the compensation of constitutional 
officers, judges, and legislators. Minn. Stat. § 15A.082. A compensation council is 
appointed in January of each odd-numbered year. The council must make its 
recommendations to the legislature by March 15 of that year. 

By law, the council's recommendations take effect if an appropriation to pay the 
recommended salaries is enacted after the recommendations are submitted and 
before their effective date. As a practical matter, when the legislature has increased 
salaries, it generally has done so either by expressly adopting or modifying 
compensation council recommendations or by establishing percentages in law 
without reference to compensation council recommendations. If the constitutional 
amendment is adopted by the voters in 2016, the new council created in the 
constitution will set salaries for legislators, and the compensation council currently 
created in law will recommend salaries for constitutional officers and judges. 

Constitutional officers, legislators, and judges all are members of the state employee 
group insurance plan and receive the same insurance benefits as state employees. 

Most legislators (all who were first elected after July 1, 1997, and some elected 
before then) and all constitutional officers are members of a defined contribution 
pension plan. Under this plan, the member contributes 5 percent of his or per salary 
and the state contributes 6 percent. This money is invested, and upon leaving state 
service, the elected official is eligible to receive whatever money is in the account. 

Judges belong to a defined benefit pension plan, in which the benefit is determined 
by multiplying years of service tin1es a service-credit percentage and applying this 
percentage to the judge's average high-five years of salary. 

For more information: Contact legislative analyst Mark Shepard at 651-296-5051. For historical 
information on elected officials' salaries, see the Legislative Coordinating Con1mission's website: 
www.commissions.leg.state.mn.us/lcer/officialssalaries.htm. 
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What is a biofuel? 

What is a biofuel 
use nzandate? 

How do the biofuel 
use mandates work? 

What is the 
requirenzent for 
gasoline? 

What is the 
requirement for 
diesel? 

Updated: December 2013 

Biofuel Use Mandates 

A biofuel is a transportation fuel derived from plants or other renewable biological 
resources. The most widely used biofuels are ethanol produced from corn and 
biodiesel produced primarily from soybean oil. Ethanol is a substitute for gasoline; 
biodiesel is a substitute for diesel fuel. In contrast, gasoline and diesel are referred 
to as "fossil fuels" because they are created by processing nonrenewable 
petroleum. A biofuel-blended fuel is a fossil fuel mixed with biofuel. 

Researchers and companies are actively developing new biofuels and new 
feedstocks for ethanol and biodiesel. In May 2012, a company opened the first 
commercial-scale biobutanol plant in Luverne. 

A biofuel use mandate is a law that requires transportation fuel suppliers and 
retailersto sell biofuel-blended fuel. As the result of Minnesota's biofuel 
mandates, in general all motorists who fuel up in Minnesota purchase biofuel­
blended fuel. Regular ~asoline and diesel are not typically available at gas 
stations. 

Mim1esota has two biofuel use mandates-one for gasoline and another for diesel 
fuel. Both laws require fuel blenders to incorporate a specific amount of biofuel in 
nearly every gallon of transportation fuel sold in the state. 

Prior to July 1, 2013, state law required a 10 percent blend of ethanol in nearly 
every gallon of gasoline. This blend of 10 percent ethanol and 90 percent gasoline 
is commonly referred to as "E 10." As the result of a law enacted during the 2013 
legislative session, fuel sellers now have an option-they may sell either E 10 or 
gasoline blended with 10 percent biobutanol, cellulosic ethanol, or any other 
biofuel approved by the U.S. Environmental Protection Agency (EPA) as a 
gasoline substitute. 

By law, the E10 option could change if the EPA authorizes greater ethanol blends. 
In that case, fuel sellers who choose the ethanol option would be required to sell 
E15, E20, or any other blend approved by EPA for use in all light-duty vehicles. 
However, if EPA allows the use of new ethanol blends only in certain vehicles, the 
law's ethanol option will remain at E10. For example, EPA recently approved 
E15. However, the ethanol mandate did not increase correspondingly because 
EPA authorized E 15 use only in 2001 and newer vehicles. 

The biodiesel mandate law currently requires a 5 percent blend of biodiesel ("B5'') 
in most diesel fuel sold in Minnesota. Unlike ethanol, the EPA has already 
approved all diesel-biodiesel blends. The law called for an increase to B 10 on May 
1, 2012, and B20 on May 1,-2015. However, these target dates are subject to 
change based on certain conditions specified in the law. For example, the 



What exemptions 
exist? 

Mandate Level 

Initial 
Implementation 

Exemptions 

scheduled increase from B5 to B10 in May of2012 did not happen because 
executive branch agencies-as required by law and in consultation with 
nongovernmental stakeholders-determined that certain regulatory and supply 
issues were not sufficiently resolved. However, in the September 30, 2013, issue 
of the State Register, the same agencies posted notice that the statutory conditions 
had now been met. By law, the mandate will increase from B5 to B 10 270 days 
after the announcement, or June 27, 2014. At that time, the B 10 mandate will be in 
effect except for the months of November through March, when the mandate level 
will te1nporarily revert to B5 due to concerns about B10's performance in cold 
weather. 

The law also authorizes the executive branch to suspend the use mandate for a 
limited period of time if there is not enough biodiesel fuel available or if the 
wholesale price of biodiesel is so high relative to diesel fuel that the mandate 
would cause economic hardship for gas stations and other diesel fuel sellers who 
may lose business to competitors located outside of the state. 

The legislature granted specific exemptions from the mandate for certain vehicles, 
equipment, and fuels. The exemptions reflect stakeholder concerns about the 
suitability ofbiofuel-blended fuels for their vehicles or other gasoline- or diesel­
powered equipment. For a list of exemptions, see the table below. 

Biofuel Mandates, Implementation Dates, and Exemptions 

Diesel Gasoline 

5 percent biodiesel per gallon, scheduled to Option of 1) the highest ethanol blend 
increase incrementally to a maximum of 20 approved by the U.S. EPA for all vehicles, or 
percent in 20 15 and thereafter 2) 10 percent of another EPA-approved 

biofuel 

2005 2003* 

Nuclear plants, trains, off-road mining and Aircraft, resorts, marinas, houseboat 
logging equipment, Coast Guard boats and companies, recreational vehicle 
certain boats subject to Coast Guard manufacturers, riparian landowners, motor 
inspection. Number 1 diesel fuel is exempt sport racing events, collector vehicles, off-
entirely during the months of October to road vehicles, motorcycles, boats, 
March due to cold-weather perfonnance snowtnobiles, and small engines 
concerns 

*The legislature required ElO use statewide in 2003. From 1997 to 2003, the law effectively required E7.7 statewide. 

For more information: For mandate compliance information, contact the Minnesota Department of 
Commerce, Weights and Measures Division, at 651-215-5821. For more detail on the mandates, see the 
following reports from the Minnesota Department of Agriculture: Legislative Report on Ethanol- Review 
of E20 (January 2011) and Biodiesel Annual Report to the Legislature (January 2013), available at 
www.mda.state.mn.us/renewable.aspx. For legislative issues, contact legislative analyst Colbey Sullivan at 
651-296-5047. 
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Minnesota Individual Alternative Minimum Tax 

What is the 
alternative 
1ninimum tax? 

What is the history 
oftheAMT? 

How is Minnesota's 
AMT structured? 

Who pays the 
AMT? 

How are the federal 
and state AMTs 
different? 

The federal and state alternative minimum taxes (AMT) require taxpayers who 
benefit heavily from some tax preferences to pay a minimum amount of tax 
relative to their incomes. The AMT requires taxpayers to pay tax under an 
"alternative" tax with a broader base and lower tax rates, if that results in higher 
tax liability than the regular tax. 

The first version of the federal tax was enacted in 1969 in response to the 
revelation that a number of "millionaires" were paying no federal income tax. 
Minnesota first enacted an AMT in 1977. For some time during the 1970s and 
1980s, both the federal and state taxes were levied as "add-on minimum" taxes, 
rather than alternative minimum taxes, and required certain taxpayers to pay a 
fraction of sotne preferences as an add-on minimum tax. The cunent structure of 
the two taxes (as alternative, rather than add-on, taxes) has been in place since the 
1986 federal reform and 1987 state reform. Both Congress and the legislature have 
made many changes, both in defining the base of the taxes and their rates. 

Minnesota's AMT roughly follows the federal AMT. Both require taxpayers to 
compute a tentative liability under a second tax structure. This second tax 
structure, the AMT, has a broader tax base (due to fewer deductions, exemptions, 
and credits) and lower rates than the regular tax. If the tentative tax is higher than 
the taxpayer's regular tax liability, the taxpayer pays the difference. In effect, the 
AMT takes away part of the benefit of tax preferences that lowered the regular tax. 

AMT filers fall into three main groups: 
• Those who have large amounts of deductions that are allowed under the 

regular tax but not under the AMT 
• Taxpayers with large families whose personal exemptions and standard 

deduction (or typical itemized deductions) under the regular tax exceed the 
flat exemption amount allowed under the AMT 

• Taxpayers with income above the level at which the AMT exemption is 
fully phased out 

The federal and state AMTs have two major differences. 
• The federal AMT allows the deduction of home mortgage interest; the 

Minnesota AMT does not. 
• The Minnesota AMT has one flat rate, while the federal tax has two rates. 



How are the 
Minnesota regular 
taxandAMT 
different? 

How much revenue 
doestheAMT 
raise? 

The Mim1esota AMT uses a broader tax base than the regular tax does and applies 
a single 6.75 percent rate against that base. The following table outlines the 
parameters of the Minnesota regular and alternative minimum tax. 

Comparison of Minnesota's Regular Income Tax and AMT 
($ amounts are for the 20 14 tax year) 

Feature Regular Tax AMT 

Tax base Federal adjusted gross income Federal adjusted gross income 

Rules carried Less generous depreciation rules 
over from Incentive stock options 
federal AMT Depletion 
that add to tax Intangible drilling costs 
base Tax-exempt interest from private 

activity bonds 

Standard $10,350 (marriedjoint) $72,220 for married joint (phased 
deduction $6,200 (single) out for income from $150,000 to 

$9,100 (head of household) $438,880) 
$54,160 for single and head of 
household (phased out for income 
from $112,500 to $329,140) 

Personal $3,950 per taxpayer, spouse, and None 
exemptions dependents 

Itemized Home mortgage interest Not allowed (federal allows, with 
deductions limits) 

Charitable contributions Allowed 

Property taxes Not allowed (same as federal) 

Medical expenses Allowed 

Miscellaneous deductions (e.g., Not allowed 
employee business expenses) 

Casualty losses Allowed 

Tax rates 5.35%; 7.05%; 7.85%; 9.85% 6.75% (federal is 26%; 28%) 

Tax credits Credit for taxes paid to other states Allowed 

Transit passes Not Allowed 

Other nonrefundable credits (long- Allowed 
term care insurance, marriage 
credit, past military service, health 
insurance premiums) 

Refundable credits (working Allowed, but the K -12 credit is 
family, dependent care, K-12 reduced by AMT liability 
education, combat zone service, 
bovine tuberculosis, angel 
investment, historic structure 
rehabilitation) 

The Minnesota AMT is estimated to raise about $16.6 million in tax year 2014, 
from about 8,000 taxpayers. The amount of revenue and the number of taxpayers 
paying the AMT are expected to increase in future years. Although the exemption 
is indexed annually for inflation, the AMT will tend to increase as real income 
increases and as AMT preference items, such as home mortgage interest and 
property taxes, increase more rapidly than inflation. 
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Federal Taxable Income., the starting point for calculating 
Minnesota income tax 

What is federal 
taxable income 
(FTI)? 

What kinds of 
income are included 
in FAG!? 

What kinds of 
income are 
excluded front 
FAG/? 

What deductions 
are allowed from 
FTI? 

How much is the 
standard 
deduction? 

Federal taxable income is the tax base used to calculate federal income tax 
liability. It is also the starting point for calculating Minnesota taxable income, the 
tax base used to calculate Minnesota income tax liability. Federal taxable income 
equals federal adjusted gross income (FAGI) after deductions and exemptions. 

Federal 
adjusted 
gross income 
(FAGI) 

Standard 
or 

Itemized 
deductions 

Personal 
and 
Dependent 
exemptions 

Federal 
taxable 
income 
(FTI) 

F AGI includes most kinds of cash income: wages, salaries, and tips; taxable 
interest; dividends; alimony received by the taxpayer; business income or loss; 
capital gains or losses; other gains or losses; taxable IRA distributions; taxable 
pension and annuity distributions (the taxable portion excludes recovery of 
amounts that were included in F AGI when the contributions were made); income 
fron1 rental real estate, royalties, partnerships, S corporations, and trusts; farm 
income or loss; unemployment compensation; and taxable Social Security benefits 
(the amount taxable depends on the individual's income level; at most, 85 percent 
of benefits are included in FAGI). FAGI does not include child support received 
by the taxpayer. 

FAGI excludes: deductible IRA, SEP, SIMPLE, and other retirement 
contributions; nontaxable employee fringe benefits; deductible student loan interest 
payments; Health Savings Account contributions and investment income; moving 
expenses; one-half of self-employment tax; health insurance premiums (for self­
employed taxpayers only); penalty on early withdrawal of savings; alimony paid 
by the taxpayer; and, through tax year 2013, $250 of teacher classroom expenses 
and up to $4,000 of tuition expenses for higher education. F AGI does not exclude 
child support paid by the taxpayer. 

Taxpayers may claim either the standard deduction or itemized deductions. In tax 
year 2011, the most recent year for which data is available, 60 percent of 
Minnesotans claimed the standard deduction and 40 percent itemized. 

In tax year 2014, the standard deduction is as follows: 
• $12,400 for married couples filing joint returns 
• $6,200 for married couples filing separate returns 
• $9,100 for head of household filers 
• $6,200 for single filers 



Wlz at itemized 
deductions are 
allowed? 

What personal and 
dependent 
exemptions are 
allowed? 

Are there limits on 
deductions and 
exemptions? 

In tax year 2014 iten1ized deductions are allowed for the following: 
• Payments of state and local property taxes and either income or sales taxes 
• Mortgage interest 
• Charitable contributions 
• Medical expenses and health insurance premiums in excess of a percentage 

ofFAGI (7.5 percent for filers age 65 and older, 10 percent for all others) 
• Casualty and theft losses in excess of 10 percent of income 
• Job expenses and n1iscellaneous expenses (most only allowed in excess of2 

percent of income) 

Taxpayers may claim one personal exemption each and one dependent exemption 
for each dependent claimed. For tax year 2014, the personal and dependent 
exemptions are $3,950 each. A family of four qualifies for four exemptions, 
totaling $15,800. 

The federal American Taxpayer Relief Act of2012 (ATRA) revived and made 
permanent the limitation on itemized deductions and phaseout of personal and 
dependent exemptions for taxpayers with incomes over a threshold. 

The limit takes away some of the benefit of the deduction for higher income 
taxpayers. Taxpayers subject to the limit have their deductions reduced by 3 
percent of their F AGI over the applicable thresholds. But they are always 
guaranteed 20 percent of the deductions, no matter how high their F AGis are. 

A TRA also provides for personal and dependent exemptions to be phased out for 
taxpayers with incomes over a threshold. Affected taxpayers lose 2 percent of 
their total exemption amount for each $2,500 of income over the threshold. 

A TRA increased the income thresholds at which the limitation of itemized 
deductions and the phaseout of personal and dependent exemptions take effect, 
relative to prior federal law. It also provided for the limitation and the phaseout to 
begin at the same income thresholds; under prior law the deduction limitation 
began at a lower income level than did the exemption phaseout. The table shows 
the income thresholds for the itemized deduction limitation and the personal and 
dependent exemption phaseout in effect in tax year 20 14. The income thresholds 
are adjusted annually for inflation. 

Itemized deduction limit and personal and 

Tax year 2014 dependent exemption phaseout begins at 

Married joint filers $305,050 

Married separate filers $152,525 

Single filers $254,200 

Head of household filers $279,650 

For more information: Contact legislative analyst Nina Manzi at 651-296-5204 or Joel Michael at 651-
296-5057. Also see the House Research publication Income Tax Terms: Deductions and Credits, August 
2013. 
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Revenue recapture 
allows state and 
so1ne local 
govenunents to 
collect debts by 
intercepting tax 
refunds 

A variety of debts 
qualify for 
collection using 
recapture 

Some types of 
refunds are subject 
to recapture 

The clainzant nzust 
notify debtor about 
revenue recapture 

Revenue Recapture Program 

Revenue recapture authorizes the Department of Revenue (DOR) to intercept or 
offset part or all of a state tax refund or other payment to collect a debt that the 
taxpayer owes to a government agency or other authorized creditor. 

The following agencies may use the Revenue Recapture Program: 
• State agencies 
• University of Minnesota 
• Minnesota district courts 
• Counties 
• Cities, including for public library debts 
• Governmentally owned hospitals and Regions Hospital 
• Agencies responsible for child support enforcement 
• Agencies that administer low-income housing programs 
• Licensed ambulance services 

The debt (minimum amount of $25) must be owed to or collectable by one of the 
qualifying governmental agencies. The debtor must be an individual; the law 
does not apply to corporations. The creditor does not need to obtain a court 
judgment or order to enforce the debt. Qualifying debts include the following: 

• Contractual or statutory obligations 
• Criminal fines and fines for petty misdemeanors 
• Court-ordered restitution for a crime 
• Child support obligations 
• Overpayment of public assistance 
• Unpaid MinnesotaCare insurance premiums 

Obligations of low-income individuals (incomes between $11,850 and $22,400 
for care provided in 2012, depending upon family size) to repay debts for 
medical care, including hospitalization, cannot be recaptured. Debts barred by 
the statute of limitations also cannot be recaptured. 

Tax refunds are applied first to unpaid taxes, interest, and penalties before 
revenue recapture takes effect to offset qualifying debts. 

Revenue recapture applies to the following: 
• Individual income tax refunds 
• Property tax refunds 
• Sustainable forest incentive payments 
• Lottery prizes 

Under revenue recapture, a clailnant (creditor) agency submits the clain1 (debt) 
to DOR for offset. Within five days after doing so, it must notify the debtor­
taxpayer in writing of the debt(s) that will be subject to revenue recapture. The 



Child support has 
first priority for 
collection 

A $15 
ad1ninistrative fee 
applies 

More than $78 
million was 
recaptured in 2012 

taxpayer then has 45 days to request a hearing, which the claimant agency 
initiates; the hearing is conducted as a contested case under the Administrative 
Procedures Act. 

When n1ore than one debt is submitted, the debts are applied in the following 
order of priority: 

• Child support obligations 
• Restitution obligations 
• Claims submitted for a hospital or ambulance service 
• Other debts based on the order in which DOR received the claims 

DOR accounts receivable (e.g., unpaid taxes, interest, and penalties) are offset 
before claims under revenue recapture. 

A fee of $15 per claim is first deducted from the refund, and the claimant agency 
receives the balance of the refund or the claim amount, whichever is less. Of 
this $15,$4 is set aside in a dedicated, revolving fund to pay DOR's cost of 
operating the program; the rest goes to the state's general fund. 

The table to the right shows the 
number of revenue recapture offsets 
and amount of refunds offset for 
calendar years 2008 to 2012. 

The graph below shows the 
percentage of revenue recapture 
amounts and tax debts offset for 
calendar years 2008 to 2012 by four 
of the major types of debts for which 
the law sets priorities. 

Unpaid MN Taxes 36% 

Revenue Recapture Amounts 
CY2008-2012 

Number of Amount of 
Offsets Recapture 

2008 230,911 $87,756,822 
2009 216,623 $72,845,049 
2010 226,754 $78,173,924 
2011 193,629 $63,231,794 
2012 231,085 $78,408,559 
2011 and 2012 data exclude offsets for 
unpaid state taxes. In 2012, there were 
134,547 offsets for $33,837,705 in unpaid 
state taxes. 
All years exlude amounts offset to satisfy 
federal debts. 
Source: DOR 

Child Support 15% 

Restitution 2% 

General, including hospital 
and ambulance 

47% 

For more information: See www.revenue.state.mn.us/collections/Pages/Revenue_Recapture.aspx for 
more information, or contact the Department of Revenue at 651-556-3037; or email at 
revenue.recapture@state.1nn. us. 
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