


















































































































































































































































































































Motor Vehicle Sales Tax

CHAPTER 5: MOTOR VEHICLE SALES TAX

Collections and History

Total revenues from the motor vehicle sales tax were $478 million in fiscal year 1999. All revenues from
this tax go into the state general fund.

Motor vehicles were subject to the 3% general sales tax when it was enacted in 1967. The sales tax on motor
vehicles was replaced by the motor vehicle excise tax during the 1971 legislative session. In 1994 the term
used for this tax in statute was changed from excise tax to sales tax.

This tax went into effect on January 1,1972, at the rate of4%. The rate was increased to 5% on July 1, 1981,
and to 6% on July 1, 1983. The rate has been 6.5% since July 1, 1991.

Tax Base

The tax base for the motor vehicle sales tax is the purchase price of a motor vehicle when ownership is
transferred and the motor vehicle is required to be registered under the laws ofMinnesota. Regardless ofthe
number of times a vehicle is sold, each transfer of ownership is in the tax base. The transfer of a motor
vehicle to a dealer for resale in the regular course ofbusiness is not considered to be within the base. For a
vehicle transferred by gift or for a nominal or no monetary consideration, the purchase price is deemed to be
the average value of similar motor vehicles.

Computation of the Tax

The motor vehicle sales tax is imposed when a motor vehicle required to be registered in Minnesota is
purchased or acquired, either in or outside Minnesota. The 6.5% rate is applied to the purchase price, which
is defined as the total consideration valued in money, whether paid in money or otherwise. When one motor
vehicle is taken in trade on another vehicle, the trade-in value is deducted in arriving at the net purchase
price.

This tax is different from the general sales and use tax in Chapter 4 in two respects: isolated and occasional
sales are taxable transactions, and a transfer without monetary consideration is subject to tax based on the
average value of similar vehicles.

The tax is paid to the motor vehicle registrar, and it must be paid before registration plates or a certificate of
title can be issued.
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Motor Vehicle Sales Tax

EXEMPTIONS

5.01 VEHICLES ACQUIRED BY INHERITANCE

Minnesota Statutes, Section 297B.01, Subd. 7(a)

The acquisition of a motor vehicle by inheritance from or by bequest of a decedent is exempt from
the motor vehicle sales tax. Without this exemption, the tax on the transfer of a motor vehicle
without monetary consideration would be based on the average value of similar vehicles.

This provision was enacted in 1971.

An estimated 5,500 vehicle transfers qualify for this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $2,400,000 $2,500,000 $2,600,000 $2,600,000

5.02 VEHICLES OF PERSONS MOVING INTO MINNESOTA

Minnesota Statutes, Section 297B.03(2)

When a person moves to Minnesota, any motor vehicle owned by that person which was purchased
and titled in another state more than sixty days prior to the move is exempt from the motor vehicle
sales tax.

This provision was enacted in 1971.

An estimated 35,500 vehicle transfers qualify for this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $8,400,000 $8,500,000 $8,700,000 $8,800,000

5.03 TRANSFERS BETWEEN JOINT OWNERS

Minnesota Statutes, Section 297B.01, Subd. 7(b) l,

This provision was enacted in 1971.

The transfer of a motor vehicle is exempt from the motor vehicle sales tax if it was previously
registered in the names oftwo or more joint owners and is subsequently transferred without monetary
consideration to one or more of the joint owners.

I
I
!
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Motor Vehicle Sales Tax

An estimated 6,500 vehicle transfers qualify for this exemption annually.

Fiscal Year Impact
2000 2001 2002 2003

State General Fund $2,900,000 $3,000,000 $3,100,000 $3,200,000

5.04 TRANSFERS BETWEEN FAMILY MEMBERS

Minnesota Statutes, Section 297B.01, Subd. 7(c) and 8

The transfer ofa vehicle in the form ofa gift between qualifying family members is exempt from the
motor vehicle sales tax. The exemption applies to a transfer between spouses, a parent and a child,
a guardian and a ward, and between a foster parent and foster child.

This exemption was enacted in 1971 and was last changed in 1996.

An estimated 53,000 vehicle transfers qualify for this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $17,100,000 $17,600,000 $18,100,000 $18,500,000

5.05 TRANSFERS IN DIVORCE PROCEEDINGS

Minnesota Statutes, Section 297B.01, Subd. 7(d)

The transfer of a motor vehicle between husband and wife in a divorce proceeding is exempt from
the motor vehicle sales tax. The exemption applies whether the transfer is voluntary or involuntary.
Because transfers between j oint owners are exempt under another provision (Item 5.03), the estimates
include only transfers involving a vehicle previously registered to one person.

This provision was enacted in 1974.

An estimated 950 vehicle transfers qualify for this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $400,000
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Motor Vehicle Sales Tax

5.06 CORPORATE AND PARTNERSHIP TRANSFERS

Minnesota Statutes, Section 297B.03(4)

When an individual transfers a vehicle to a corporation in exchange for stock or securities, the
transfer is exempt from the motor vehicle sales tax. The exemption also applies to the transfer of a
vehicle to a partnership in exchange for an interest in the partnership.

This provision was enacted in 1975.

An estimated 1,100 vehicle transfers qualify for this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

5.07 SALES TO DISABLED VETERANS

$800,000 $800,000 $800,000 $800,000

Minnesota Statutes, Section 297B.03(l)

Disabled veterans who purchase motor vehicles with funds provided either in whole or in part by
the Veterans Administration under the provisions ofUnited States Code, Title 38, Section 1901, are
not required to pay the motor vehicle sales tax.

This provision was enacted in 1971.

Fewer than twenty vehicles qualify under this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

5.08 AMBULANCES PURCHASED BY PRIVATE AMBULANCE SERVICES

Minnesota Statutes, Section 297B.03(7)

The purchase of a motor vehicle for use as an ambulance by a privately-owned licensed ambulance
service is exempt from the motor vehicle sales tax. Ambulances purchased by local units of
government are also exempt, but the exemption ofthese purchases is not considered a tax expenditure
because publicly-owned ambulances are not required to be registered and, therefore, are not in the
tax base.

This provision was enacted in 1990.

*Less Than $50,000 148



Motor Vehicle Sales Tax

Fewer than twenty vehicles qualify under this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

5.09 BOOKMOBILES

Minnesota Statutes, Section 297B.03(8)

* * * *

The purchase of a motor vehicle by or for a public library for use as a bookmobile or a library
delivery vehicle is exempt from the motor vehicle sales tax.

This exemption was enacted in 1994.

Fewer than ten vehicles qualify under this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

5.10 VEHICLES USED IN AUTOMOTIVE TRAINING PROGRAl\1S

Minnesota Statutes, Section 297B.03(6)

The purchase or use of a motor vehicle by a public or a private nonprofit educational institution is
exempt from the motor vehicle sales tax ifthe vehicle is used as an instructional aid in an automotive
training program operated by the institution. Motor vehicle body and mechanical repair courses
qualify for the exemption; driver education programs do not. The vehicles are usually donated to
the institution.

This exemption was enacted in 1988. These vehicles had previously been included under the
exemptions for local government units and nonprofit organizations which were repealed in 1987.

An estimated 300 transfer qualify under this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

*Less Than $50,000

$100,000
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Motor Vehicle Sales Tax

5.11 VEHICLES DONATED TO EXEMPT ORGANIZATIONS

Minnesota Statutes, Section 297B.Ol, Subd. 7(e) and 8

The transfer of a motor vehicle in the form of a gift to an exempt organization is not subject to the
motor vehicle sales tax. To qualify, the organization must be exempt from federal income taxation
under Section 501(c)(3) ofthe Internal Revenue Code, and the motor vehicle must be used exclusively
for religious, charitable, or educational purposes.

This exemption was enacted in 1997.

An estimated 170 vehicle transfers qualify under this exemption annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $100,000 $100,000 $100,000 $100,000

5.12 READY-MIXED CONCRETE TRUCKS

Minnesota Statutes, Section 297B.03(9)

The purchase of a ready-mixed concrete truck is exempt from the motor vehicle sales tax.

This exemption was enacted in 1998.

The exemption applies to an estimated 100 vehicles annually.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $600,000 $600,000 $600,000 $600,000

5.13 TOWN ROAD MAINTENANCE VEHICLES

Minnesota Statutes, Section 297B.03 (10)

Motor vehicles purchased by a town to be used exclusively for road maintenance are exempt from
the motor vehicle sales tax. The exemption applies to snowplows and dump trucks but not to
automobiles, pickup trucks, or vans.

This exemption was enacted in 1998.
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Motor Vehicle Sales Tax

An estimated fifty vehicles are purchased under this exemption in an average year.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

REDUCED PURCHASE PRICE

5.14 FEDERAL EXCISE TAXES

$200,000 $200,000 $200,000 $200,000

Minnesota Statutes, Section 297B.Ol, Subd. 8

When computing the Minnesota motor vehicle sales tax, any federal taxes imposed on the retail sale
of a vehicle are excluded from the purchase price. At the present time three federal excise taxes are
levied upon new motor vehicles. For trucks in excess of 33,000 pounds gross vehicle weight, the
tax is 12% of retail price, and for trailers or semi-trailers in excess of26,000 pounds gross vehicle
weight, the tax is 12% of retail price. The luxury tax on passenger vehicles over a threshold is 6%
of retail price for 1999, 5% for 2000,4% for 2001 and 3% for 2002. The luxury tax is repealed in
2003. The threshold for the luxury tax is indexed for inflation and is $36,000 for 1999 and $38,000
for 2000.

This provision was enacted in 1983 and has not been changed.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $1,000,000 $1,000,000 $1,000,000 $1,000,000

5.15 PRICE REDUCED BY VALUE OF TRADE IN

Minnesota Statutes, Section 297B.Ol, Subd. 8

When a motor vehicle is taken in trade as part payment on another motor vehicle, the selling price is
reduced by the amount oftrade-in value allowed. The 6.5% motor vehicle sales tax is applied to the
reduced price. This provision applies both to dealer sales and to sales between individuals.

The provision was enacted in 1971.

Fiscal Year Impact
2000 2001 2002 2003

State General Fund $83,300,000 $90,200,000 $97,600,000 $105,500,000

I.: .15.1 __
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Motor Vehicle Sales Tax

5.16 HANDICAPPED-ACCESSIBLE MODIFICATIONS

Minnesota Statutes, Sections 297B.01, Subd. 8

The value of modifications necessary to make a motor vehicle handicapped accessible is excluded
from the purchase price used for computing the motor vehicle sales tax.

A sales tax exemption enacted in 1993 applies to the parts and accessories used to modifY a vehicle
after it is purchased (Item 4.55).

This provision was enacted in 1992.

It is estimated that an average of 600 vehicles qualifY under this provision each year.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

PREFERENTIAL COMPUTATIONS

$200,000 $200,000 $200,000 $200,000

5.17 FLAT TAXES ON OLDER CARS AND COLLECTOR VEHICLES

Minnesota Statutes, Sections 297B.02, Subd. 2 and 3 and 297B.025

In lieu ofthe 6.5% motor vehicle sales tax, a flat tax of $1 0 is imposed on the transfer ofa passenger
automobile that is in at least its tenth year of vehicle life and has a resale value ofless than $3,000.

A passenger automobile that is registered and licensed as a collector vehicle (pioneer, classic, collector,
street rod, collector military vehicle, or fire truck) is subject to a flat tax of $90 upon transfer of
ownership, instead of being taxed at 6.5% of the purchase price. In order to be registered as a
collector vehicle, several requirements must be met, including the type and age ofthe vehicle. Also,
the vehicle must be owned and operated solely as a collector's item and not used for general
transportation purposes.

Compared to a tax of 6.5% of the purchase price, the $10 flat tax is lower for an older car sold for
more than $153, and the $90 tax is lower for a collector vehicle sold for more than $1,385.

The $10 flat tax on older cars was enacted in 1985. The $90 flat tax on collector vehicles was
enacted in 1988 and was extended to collector military vehicles in 1989 and to collector fire trucks
in 1995.

The tax on an estimated 240,000 vehicle transfers.is reduced by these provisions each year.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $15,800,000 $16,100,000 $16,400,000 $16,700,000

152



Motor Vehicle Sales Tax

CREDIT

5.18 CREDIT FOR TAXES PAID TO OTHER STATES

Minnesota Statutes, Section 297B.08

Minnesota allows a credit against the motor vehicle sales tax for any sales, use, or excise tax paid on
the vehicle to another state. The credit is allowed only if the other state has a similar provision
allowing a credit for taxes paid in Minnesota.

Because vehicles purchased by nonresidents more than sixty days prior to moving into Minnesota
are exempt (Item 5.02), this provision affects only purchases by nonresidents that occurred within
the sixty days prior to the move and purchases by residents for any tax paid to another state.

This exemption was enacted in 1971.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $2,300,000
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Highway Fuels Excise Taxes

CHAPTER6: HIGHWAYFUELSEXCISETAXES

Collections and History

The net revenues from the taxes on highway gasoline and special fuels were $577 million in fiscal year 1999.
All revenues from these taxes go into the highway user tax distribution fund.

Minnesota first imposed an excise tax on highway fuels in 1925 at a rate of 2¢ per gallon. Eleven rate
increases have occurred since then. The current rate of 20¢ per gallon has been in effect since 1988.

An annual permit fee applied to vehicles using alternate fuels at various times from 1985 to 1995. In 1995
separate rates were enacted for liquefied petroleum gas, liquefied natural gas, and compressed natural gas.

Tax Base

The tax base for the highway fuels excise taxes is motor fuel used in vehicles on Minnesota highways.
Therefore, it is not considered a tax expenditure when the tax does not apply to off-road usage, such as for
farming, or to out-of-state usage.

Computation of the Tax

The highway fuel tax rate is 20¢ per gallon and is imposed on gasoline and special fuels (diesel) used on
Minnesota highways. Other rates apply to alternative fuels. Motor carriers based in states other than
Minnesota pay the road tax which is 20¢ per gallon for gasoline or special fuel purchased in another state and
used on Minnesota highways. A person who purchases gasoline or special fuel in Minnesota and regularly
drives in another state(s) may claim a refund for the tax paid on the fuel used in another state.

EXEMPTIONS

6.01 TRANSIT SYSTEMS RECEIVING STATE FINANCIAL ASSISTANCE

Minnesota Statutes, Sections 296A.07, Subd. 4 and 296A.08, Subd. 3

The highway fuels excise taxes are not imposed on gasoline and special fuel purchased by a transit
system that receives state financial assistance from the Metropolitan Council (seven-county
metropolitan area) or the Public Transit Subsidy Program (outside the metropolitan area).

An exemption for transit systems owned by local governments was enacted in 1977. In 1990 the
exemption was extended to all systems receiving state financial assistance. This provision was last
changed when it was recodified in 1998.

About eighty companies are eligible for this exemption.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund $2,700,000
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Highway Fuels Excise Taxes

6.02 MOTOR VEIDCLES NOT REQUIRING REGISTRATION (SPECIAL FUELS)

Minnesota Statutes, Sections 168.012, Subd. 1 and 296A.16, Subd. 2

The highway special fuels (diesel) tax is imposed on licensed motor vehicles, which are those requiring
registration. Vehicles not requiring registration include municipal fire apparatus, police patrols, and
ambulances, the appearance ofwhich is unmistakable. Special fuel used in these vehicles is exempt
from the excise tax.

This provision was enacted in 1951 and was recodified in 1998.

An estimated 3,400 vehicles qualify for this exemption.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund $600,000 $600,000 $600,000 $600,000

6.03 RECIPROCAL AGREEMENTS FOR OUT-OF-STATE PURCHASES

Minnesota Statutes, Section 296A.27, Subd. 3

In general, all gasoline and special fuels used in vehicles on Minnesota highways are subject to the
Minnesota highway fuels excise taxes. Motor carriers based in states other than Minnesota pay the
road tax for gasoline or special fuel purchased in another state and used on Minnesota highways.

This provision authorizes the Commissioner of Public Safety or the Commissioner of Revenue to
enter into a reciprocal agreement with officials in another state under which motor carriers based in
that state are exempt from paying the Minnesota road tax if the other state exempts Minnesota­
based motor carriers from paying that state's road tax.

Currently Minnesota has limited agreements with North Dakota and Wisconsin.

This provision was enacted in 1961 and was last changed when it was recodified in 1998.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund * * * *

I
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Alcoholic Beverage Taxes

CHAPTER 7: ALCOHOLIC BEVERAGE TAXES

Collections and History

In fiscal year 1999, the revenues from the alcoholic beverage taxes were: $40 million from distilled spirits;
$15.3 million from beer; and $3.4 million from wine. All revenues from these taxes are deposited in the state
general fund.

An excise tax was first imposed on alcoholic beverages in Minnesota in 1934. The initial rates were: 60¢ per
gallon for distilled spirits; $1 per barrel for 3.2% beer and $2 per barrel for strong beer; and wine rates
ranging from 10¢ to 60¢ per gallon. The tax rates were increased (and occasionally decreased) at various
times, and the current rates have been in effect since 1987.

Tax Base

The tax base for the alcoholic beverages taxes is alcoholic beverages for human consumption which are
manufactured, imported, sold, or possessed in Minnesota. Therefore, the exemptions for alcQhol used for
purposes other than human consumption are not tax expenditures, such as the exemption for alcohol used in
industrial production.

Computation of the Tax

The tax is paid by the wholesaler, distributor, or manufacturer upon acquisition for sale within Minnesota. The
tax is based on volume, not price. Alcoholic beverages are also subject to a sales tax rate of 9% of the
purchase price instead of the general sales tax rate of 6.5%.

The tax rates are:

Beer: Alcohol by Weight
3.2% or less
More than 3.2%

Tax per Barrel of 31 Gallons
$2.40
$4.60

Tax

Distilled Spirits
(includes liqueurs, cordials,
and specialties, regardless
ofalcoholic content)

Wine: Alcohol by Volume
14% or less
More than 14% to 21%
More than 21 % to 24%
More than 24%
Sparkling Wine

Per Gallon
$5.03

$ .30
.95

1.82
3.52
1.82
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Per Liter
$1.33

$.08
.25
.48
.93
.48
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Alcoholic Beverage Taxes

EXEMPTIONS

7.01 CONSUMER PURCHASES MADE OUT OF STATE

Minnesota Statutes, Sections 297G.07, Subd. 2

A person entering Minnesota from another state may have in possession one liter ofdistilled spirits or
wine or nine quarts ofbeer without paying the Minnesota excise tax. A person entering Minnesota
from a foreign country may have in possession four liters of distilled spirits or wine or ten quarts of
beer without paying the Minnesota excise tax. The alcoholic beverage must accompany the person
into the state and cannot be sold or used commercially.

This provision was enacted in 1947. It was last changed in 1997 when it was recodified.

2000
Fiscal Year Impact

2001 2002 2003

7.02

State General Fund

HOME PRODUCTION AND USE

$100,000 $100,000 $100,000 $100,000

i;1

Minnesota Statutes, Section 297G.07, Subd. 1(6)

Beer naturally brewed and fruit juices naturally fermented in the hOflle for family use are exempt
from the alcoholic beverage taxes.

This exemption was first authorized by statute in 1957 and was recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

7.03 SALES TO FOOD PROCESSORS AND PHARMACEUTICAL FIRMS

Minnesota Statutes, Section 297G.07, Subd. 1(8)

Alcoholic beverages sold to authorized manufacturers offood products or pharmaceutical firms are
exempt from the alcoholic beverage taxes. The alcoholic beverage must be used exclusively in the
manufacture of food products or medicines.

This exemption was first codified in 1988 and was recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

*Less Than $50,000

*
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Alcoholic Beverage Taxes

7.04 CONSUMPTION ON BREWERY PREMISES

Minnesota Statutes, Section 297G.07, Subd. 1(4)

Beer that is served by a brewery at no charge for on-premise consumption or is distributed to brewery
employees for on-premise consumption under a labor contract is exempt from the Minnesota excise
tax.

This provision was enacted in 1941. It was last changed when it was recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

7.05 WINE FOR TASTING AND TESTING

Minnesota Statutes, Section 297G.09

Wine which is used for tasting and testing purposes is exempt from the Minnesota excise tax.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

7.06 WINE FOR SACRAMENTAL PURPOSES

Minnesota Statutes, Sections 297G.07, Subd. 1(7)

Sales of wine exclusively for sacramental purposes to a minister, rabbi, or priest of a church or
established religious organization are not subject to the Minnesota excise tax.

This provision was adopted in 1937 and was last changed when it was recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund.

*Less Than $50,000

*
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Alcoholic Beverage Taxes

7.07 SHIPMENTS OF WINE FOR PERSONAL USE

Minnesota Statutes, Section 297G.07, Subd. 1(5)

An exemption from the excise tax is allowed for certain shipments ofwine to a Minnesota resident
from a winery licensed in a state which provides Minnesota wineries an equal reciprocal shipping
privilege. The shipment must be for personal use, and no more than two cases ofwine containing a
maximum of nine liters per case can be shipped to any resident in a calendar year.

This exemption was enacted in 1993 and was recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

CREDIT

7.08 SMALL BREWERS' CREDIT

* * * *

:!
[

i

Minnesota Statutes, Section 297G.04, Subd. 2

A credit is allowed to a brewer who manufactures less than 100,000 barrels of beer in the calendar
year preceding the year for which the credit is claimed. The credit is $4.60 per barrel on 25,000
barrels sold in a fiscal year, with a maximum credit of the lesser of the brewer's tax liability or
$115,000.

The credit was enacted in 1985 and was recodified in 1997. A credit for beer produced and sold in
Minnesota had been in effect from 1973 to 1985.

Twenty-three breweries qualified for this credit in 1998.

2000
Fiscal Year Impact

2001 2002 2003

L

State General Fund

*Less Than $50,000

$200,000
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Cigarette and Tobacco Taxes

CHAPTER 8: CIGARETTE AND TOBACCO TAXES

Collections and History

In fiscal year 1999, cigarette tax revenues were $175 million and tobacco products tax revenues were $14
million. The revenues from the cigarette tax are distributed as follows: debt service on specified bonds is paid
first; 2¢ per pack to the Minnesota future resources fund; and the balance to the state general fund.
Revenues from the tobacco products tax go to the state general fund.

The cigarette tax was enacted in 1947 at a rate of3¢ per pack. The tax rate was increased several times and
has been 48¢ since 1992. Cigarettes were first subject to the general sales tax in 1982.

The tobacco products tax was enacted in 1955 at a rate of 15% of the wholesale price. The rate was
increased to 20% in 1959, to 25% in 1985, and it has been 35% since 1987. Tobacco products have been
subject to the general sales tax since it was enacted in 1967.

Tax Base

The tax base is essentially the same for both the cigarette tax and the tobacco products tax. It is the sale of
cigarettes or tobacco products in Minnesota. Also included in the tax base is the use or storage in Minnesota
ofcigarettes or tobacco products ifthe Minnesota tax was not paid previously. Although the jurisdictional tax
base is the same for both taxes, the cigarette tax is based on volume, and the tobacco tax is based on
wholesale price.

Computation of the Tax

The cigarette tax is 48¢ per pack of twenty cigarettes. The tax is paid by the distributor by purchasing
stamps that are affixed to the packages. The distributors receive a discount of 1% for the first $1.5 million of
stamps purchased each year and 0.6% for purchases of stamps over $1.5 million. A use and storage tax of
48¢ per pack is imposed on cigarettes that are used or stored in Minnesota, on which the tax had not
previously been paid (unstamped packages).

The tobacco products tax is 35% ofthe wholesale price. The tax is imposed on all tobacco products, except
cigarettes, and includes cigars, smoking tobacco, and chewing tobacco. The tax is paid by the distributor,
who receives a discount of 1.5% ofthe tax. A use and storage tax of35% ofthe cost is imposed on tobacco
products that are used or stored in Minnesota, on which the tax had not previously been paid.

161
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Cigarette and Tobacco Taxes

EXEMPTION

8.01 CONSUMER PURCHASES MADE OUT OF STATE

Minnesota Statutes, Sections 297F.06, Subd. 3 and 4

A use and storage tax equal to the cigarette tax is imposed on consumers in possession ofcigarettes
which were not previously subject to the Minnesota cigarette excise tax. Likewise, a use and
storage tax equal to the tobacco products tax is imposed on consumers in possession of tobacco
products not previously subject to the tobacco products tax.

For both taxes, limited quantities in the possession ofa consumer are exempt from the tax ifbrought
into Minnesota by the consumer. The exemption applies to quantities which do not exceed: 200
cigarettes; fifty cigars; ten ounces of snuff or snuffpowder; and one pound of smoking or chewing
tobacco or any other tobacco products.

The exemption for cigarettes was enacted in 1949, and the exemption for tobacco products was
enacted in 1957. Both provisions were recodified in 1997.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds $2,700,000
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CHAPTER9: MORTGAGEREGISTRYTAX

Collections and History

In fiscal year 1999, state revenues from the mortgage registry tax were $89.8 million. The tax is collected by
each county. Three percent of the proceeds of the tax are deposited in the county revenue fund, and 97%
goes to the state general fund.

Minnesota first enacted a mortgage registry tax in 1907 at a rate of 50¢ for each $100 of principal debt
secured by a mortgage of real property. In 1945 the rate was changed to 15¢ for each $100 ofsuch debt, and
since 1987 the tax has been 23¢ for each $100 of principal debt.

Tax Base

The tax base is the amount ofprincipal debt secured by a mortgage of real property within Minnesota. Only
registered mortgages are within the tax base. Although similar to a mortgage in some respects, a contract for
deed is not a mortgage because the debt is not secured by real property.

Computation of the Tax

The mortgage registry tax is 23 ¢ for each $100, or fraction thereof, ofprincipal debt which is secured by any
mortgage of real property within Minnesota and which is recorded or registered. The tax is paid by the holder
ofthe mortgage to the county treasurer at or before the time of filing the mortgage for record or registration.

EXEMPTION

9.01 CERTAIN PERSONS AND ORGANIZATIONS

Minnesota Statutes, Section 287.04

The mortgage registry tax does not apply to mortgages taken in good faith by persons or corporations
whose property is exempt from the general property tax, as specified. The exempt property includes
churches, schools, colleges, hospitals, and public property used for any public purpose. The exemption
also applies if the mortgagee is a fraternal benefit society.

This provision was enacted in 1907 and was last changed when it was recodified in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds $600,000
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Deed Transfer Tax

CHAPTERIO: DEEDTRANSFERTAX

Collections and History

State revenues from the deed transfer tax were $62.9 million in fiscal year 1999. Each county collects the
tax, and 3% of the proceeds is deposited in the county revenue fund and 97% in the state general fund.

Minnesota enacted a deed transfer tax in 1961 at a rate of$1.10 for consideration of $1,000 or less plus 55¢
for each $500 in excess of$l,OOO. In 1967 the rates were doubled to $2.20 and $1.10. Since 1987 the rate
has been $1.65 for consideration of$500 or less plus $1.65 for each additional $500.

Tax Base

The tax base for the deed transfer tax is the granting, assigning, transferring, or otherwise conveying of real
estate by deed or instrument.

Computation of the Tax

When the consideration is in excess of$500, the tax is $1.65 plus $1.65 for each $500, or fractional patt of
$500, in excess of$500. The tax is a flat $1.65 in these situations: transfers made by instruments pursuant to
mergers, consolidations, sales, or transfers of substantially all of the assets of entities pursuant to plans of
reorganization; transfers made with no consideration; or transfers made with consideration of $500 or less.

The person who grants, assigns, transfers, or conveys real estate is liable for the tax. The deed or instrument
cannot be recorded or registered unless the tax is paid or unless the transaction is exempt. The tax is paid to
the county at the time of transfer.

1
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Deed Transfer Tax

EXEMPTIONS

10.01 DEEDS PARTITIONING PROPERTY OF CO-OWNERS

Minnesota Statutes, Section 287.22 (9)

A deed to or from a co-owner paltitioning undivided interest in the same piece ofproperty is exempt
from the deed transfer tax.

This provision was enacted in 1984 and was recodified in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds $100,000 $100,000 $100,000 $100,000

10.02 DEEDS OF DISTRIBUTION BY PERSONAL REPRESENTATIVES

Minnesota Statutes, Section 287.22 (8)

A deed of distribution by a personal representative is exempt from the deed transfer tax.

This provision was enacted in 1975 and was recodified in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds

10.03 DEEDS FOR CEMETERY LOTS

Minnesota Statutes, Section 287.22 (7)

* * * *

A deed transferring one or more cemetery lots is exempt from the deed transfer tax.

This provision was enacted in 1961 and was recodified in 1999.

An estimated 25,000 cemetery lots are sold each year.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds

*Less Than $50,000

$100,000
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10.04 EXCHANGE OF PERMANENT SCHOOL FUND LANDS

Minnesota Statutes. Section 287.22 (10)

A deed or other instrument issued pursuant to a permanent school fund land exchange is exempt
from the deed transfer tax.

This exemption was enacted in 1991 and was recodified in 1999.

2000
Fiscal Year Impact

2001 2002
i

2003

Total- All Funds * * * *

10.05 MORTGAGE OR LIEN FORECLOSURE SALES

Minnesota Statutes, Section 287.22 (11) and (12)

A referee's or sheriff's certificate of sale in a mortgage or lien foreclosure sale is exempt from the
deed transfer tax. Also exempt is a referee's, sheriff's, or certificate holder's certificate ofredemption
from a mortgage or lien foreclosure sale issued to the redeeming mortgagor or lien holder.

These provisions were enacted in 1993 and was recodified in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Total - All Funds $800,000 $900,000 $1,000,000 $1,000,000

10.06 DECREE OF MARRIAGE DISSOLUTION

Minnesota Statutes, Section 287.22 (14)

The transfer of one spouse's interest in real estate to the other spouse is exempt from the deed
transfer tax if the transfer is by decree of marriage dissolution, or if the transfer is by deed or other
instrument made pursuant to the decree.

This exemption was enacted in 1997 and was recodified in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Total- All Funds

*Less Than $50,000

$100,000
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Lawful Gambling Taxes

CHAPTERll: LAWFULGAMBLINGTAXES

Collections and History

In fiscal year 1999, revenues from the lawful gambling taxes were: $29.1 million from the tax on pull-tabs and
tipboards; $2.1 million from the tax on bingo, raffles, and paddlewheels; and $31.5 million from the combined
receipts tax. The proceeds from these taxes are deposited in the state general fund.

The lawful gambling tax was enacted in 1984 and covered bingo, raffles, padd1ewheels, pull-tabs, and tipboards.
Initially the tax was 10% ofgross receipts less prizes for all types of lawful gambling. For that tax which now
applies only to bingo, raffles, and paddlewheels the rate was reduced to 9.5% in 1998 and 9% in 1999.

A separate tax on pull-tabs was enacted 1986, and that tax was extended to tipboards in 1988. In 1989 an
additional tax was imposed on the combined recdpts ofan organization from pull-tabs and tipboards. The tax
rates were reduced in 1998 and 1999.

Tax Base

The tax base is lawful gambling authorized by statute.

Computation of the Tax

Lawful gambling is allowed only by qualifying organizations which are licensed by the Gambling Control
Board or which are exempt from licensing by statute. The organization must be a fraternal, religious, veterans,
or other nonprofit organization. Organizations which are exempt from licensing are also exempt from the tax.
The profits from lawful gambling must be used for the purposes specified by statute.

The 9% lawful gambling tax covers bingo, raffles, and paddlewheels and is based on gross receipts less
prizes actually paid out.

Pull-tabs and tipboards are subject to a separate tax which is 1.8% ofthe face resale value ofall the pull-tabs
or tipboards in each deal. A "deal" is defined as each separate package, or series ofpackages, consisting of
one game ofpull-tabs or tipboards. The tax is paid by the licensed distributors ofpull-tabs and'tipboards.

Organizations are subject to a tax on their gross receipts from pull-tabs and tipboards. The tax is imposed on
the fiscal year combined receipts ofthe organization according to the following graduated rate schedule:

Fiscal Year
Combined Receipts

Not over
$500,001 ­
$700,001 ­
$900,001

$500,000
$700,000
$900,000
and over
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Lawful Gambling Taxes

EXEMPTIONS

11.01 BINGO AT CERTAIN ORGANIZATIONS

Minnesota Statutes, Sections 297E.02, Subd. 2 and 349.166, Subd. l(b)

An exemption from the lawful gambling tax is allowed for bingo conducted within a nursing home or
a senior citizen housing project or by a senior citizen organization if certain conditions are met,
including: the prizes for a single bingo game do not exceed $10; total prizes awarded at a single bingo
occasion do not exceed $200; and no more than two bingo occasions are held each week.

This provision was enacted in 1985 and was recodified in 1994.

2000
Fiscal YearImpact

2001 2002 2003

State General Fund * * * *

11.02 BINGO AT FAIRS AND CIVIC CELEBRATIONS

Minnesota Statutes, Sections 297E.02, Subd. 2 and 349.166, Subd. l(a)(1)

The lawful gambling tax is not imposed on bingo conducted by an organization in connection with a
county fair, the state fair, or a civic celebration. To qualify, the bingo cannot be conducted for more
than twelve consecutive days in a calendar year.

This exemption was enacted in 1984 and was recodified in 1994.

About 50 organizations qualify for this exemption.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

11.03 INFREQUENT BINGO OCCASIONS

Minnesota Statutes, Sections 297E.02, Subd. 2 and 349.166, Subd. 1(a)(2)

An exemption from the lawful gambling tax is allowed for bingo conducted by an organization which
conducts four or fewer bingo occasions in a calendar year. This exemption does not apply if the
organization holds a lawful gambling license. For example, ifan organization holds a license for pull­
tabs, it cannot conduct bingo under this exemption.

*Less Than $50,000 170
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This exemption was enacted in 1984 and was recodified in 1994.

About 200 organizations qualify for this exemption.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

11.04 SMALLER RAFFLES

* * * *

Minnesota Statutes, Sections 297E.02, Subd. 2 and 349.166, Subd. 1(c)

If the value of all raffle prizes awarded by an organization in a calendar year does not exceed $750,
then the raffles ofthat organization are exempt from the lawful gambling tax.

This provision was enacted in 1984 and was last changed when it was recodified in 1994.

About 450 organizations benefit from this provision.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund * * * *

11.05 RAFFLES BY CERTAIN ORGANIZATIONS

Minnesota Statutes, Sections 297E.02, Subd. 2 and Subd. 349.166, Subd. 3

The lawful gambling tax does not apply to a raffle conducted by an organization that delivers health
or social services and is exempt from federal income taxes under Section 501(c)(3) of the Internal
Revenue Code. The prizes awarded in the raffle must be real or personal property donated by an
individual, firm, or other organization.

This exemption was enacted in 1984 and was recodified in 1994.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

*Less Than $50,000

$300,000
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11.06 LAWFUL GAMBLING UNDER CERTAIN CONDITIONS

Minnesota Statutes, Sections 297E.02, Subd. 2 and 349.166, Subd. 2

Lawful gambling is exempt from the lawful gambling taxes if certain conditions are met, including
that the organization conducts lawful gambling on five or fewer days in a calendar year and the
organization does not award more than $50,000 in prizes for lawful gambling in a calendar year.

This exemption was enacted in 1986 and was recodified in 1994.

About 800 organizations qualified for this exemption in 1998

2000
Fiscal Year Impact

2001 2002 2003

b

State General Fund $700,000
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Insurance Premiums Taxes

CHAPTER 12: INSURANCE PREMIUMS TAXES

Collections and History

In fiscal year 1999, the revenues from the insurance premiums taxes totaled $180 million. The proceeds from
the taxes on health maintenance organizations and nonprofit health service plan corporations are deposited in
the health care access fund; the proceeds from the other taxes are deposited in the state general fund. Aids
are paid to local fire and police departments based on the amount of tax on certain types of insurance.

A tax on insurance premiums was first enacted in Minnesota in 1868 at a rate of 2% of the premiums
received by foreign (non-Minnesota) insurance companies. In 1872 the tax was extended to domestic
(Minnesota) companies. The basic rate remains at 2%.

In 1913 the fire marshal tax was enacted at a rate of 0.375%, and the rate was increased to the current 0.5%
rate in 1937. In 1934 a surcharge was enacted at a rate of 2% on fire, lightning, and sprinkler leakage
premiums on property located in cities of the first class. The rate remains at 2% and the surcharge is in
addition to other taxes. A tax on surplus lines insurance premiums was enacted in 1963 at a rate of2%, and
the rate was increased to the current 3% rate in 1978.

In 1992 a tax of 1% was enacted on the premiums ofhealth maintenance organizations and nonprofit health
service plan corporations as part ofthe funding for the MinnesotaCare program. The tax went into effect on
January 1, 1996. In 1997 the imposition ofthis tax was made contingent on cmiain conditions (Item 12.04).

Tax Base

For purposes of this study, the tax base is defined as gross premiums less return premiums received by
domestic and foreign insurance companies on all direct business in Minnesota.

Computation of the Tax

The 2% premiums tax is imposed on the gross premiums less return premiums received by domestic and
foreign insurance companies on all direct business in Minnesota. A domestic company is one which is
incorporated in Minnesota and a foreign company is one which is incorporated in another state or country.
Reduced rates apply to smaller mutual property and casualty insurance companies.

The 0.5% fire marshal tax is imposed on the gross fire premiums and assessments less return premiums
received by the company in Minnesota. Every insurance company must pay this tax, with the exception of
farmers' and township mutual fire insurance companies.

The amount of premiums tax paid, except for the surcharge, is allowed as a credit against the corporate
franchise tax for companies required to file corporate franchise tax returns. A credit is allowed against both
the insurance premiums tax and the corporate franchise tax for guaranty association assessments.
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Insurance Premiums Taxes

EXEMPTIONS

12.01 FRATERNAL BENEFIT SOCIETIES

Minnesota Statutes, Section 64B.24

Fraternal benefit societies or associations are exempt from the Minnesota gross premiums tax. These
societies are nonprofit, charitable organizations which provide life, sickness and/or accident benefits
for their members.

This exemption was enacted in 1907 and was last changed in 1985.

Forty-two fraternal benefit societies did business in Minnesota in 1998.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $3,900,000 $4,000,000 $4,100,000 $4,200,000

12.02 FARMERS' MUTUAL AND TOWNSIDP MUTUAL FIRE INSURANCE COMPANIES
(FIRE MARSHAL TAX)

Minnesota Statutes, Section 299F.21, Subd. I

Farmers' l11utual and township mutual insurance companies are exempt from the fire marshal tax.
All other insurance companies doing business in Minnesota are required to pay the tax which is 0.5%
ofgross fire insurance premiums and assessments received annually on all direct business in Minnesota.

This exemption was enacted in 1915 and was last changed in 1987.

Approximately 100 insurance companies receive this exemption.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $200,000 $200,000 $200,000 $200,000

12.03 MINNESOTA COMPREHENSIVE HEALTH INSURANCE PLAN PREMIUMS

Minnesota Statutes, Section 62E.13, Subd. 10

The Minnesota Comprehensive Health Association (MCHA) was established by state law to provide
health insurance coverage to high risk persons. Premiums received by the writing carrier for the
MCHA plan are exempt from the 2% gross premiums tax.

174

J



Insurance Premiums Taxes

This exemption was enacted in 1976 as paIt of the MCHA legislation. The exemption was repealed
in 1987 but was re-enacted in 1988.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund

EXEMPTION/REDUCED RATE

$1,000,000 $1,000,000 $1,000,000 $1,000,000

12.04 HEALTH MAINTENANCE ORGANIZATIONS AND NONPROFIT HEALTH SERVICE PLAN
CORPORATIONS

Minnesota Statutes, Section 60A.15, Subd. 1

Several sources of revenue fund Minnesota's health care access program, MinnesotaCare. The
imposition ofthe premiums tax on health maintenance organizations and nonprofit health service plan
corporations depends on a determination by the Commissioner ofFinance ofthe projected balance in
the health care access fund. If it is determined that there will be a deficit in the fund, the tax will be
imposed at one of these rates: 0.25%,0.5%,0.75%, or 1%. The estimates assume that the tax will
not be imposed until January I, 2001, at which time it will be imposed at the 1% rate.

The tax expenditure measures the exemption for the year 2000 and the 1% tax thereafter compared
to the 2% tax that applies generally to insurance premiums.

An exemption from the premiums tax for nonprofit health service plan corporations was enacted in
1971, and an exemption for health maintenance organizations was enacted in 1973. A 1% premiums
tax was enacted on these entities in 1992, effective JanuaIy 1, 1996, and was imposed in 1996 and
1997. In 1997 provisions were enacted which made the tax contingent on cost containment goals for
1998 and 1999 and, for years after 1999, on the balance in the health care access fund.

Ten health maintenance organizations and three nonprofit health service plan corporations do business
in Minnesota.

2000
Fiscal Year Impact

2001 2002 2003

Health Maintenance
Organizations

Nonprofit Health Service
Plan Corporations

Total - Health Care Access Fund

$41,700,000

$15,700,000
$57,400,000
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$22,600,000

$8,500,000
$31,100,000

$23,500,000
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$32,400,000
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REDUCED RATES

12.05 SMALLER MUTUAL PROPERTY AND CASUALTY INSURANCE COMPANIES

Minnesota Statutes, Section 60A02 Subd. 4 and 60A15, Subd. 1(e)(2) and (3)

The gross premiums tax rate imposed on certain mutual property and casualty insurance companies
is either 1% or 1.26% rather than the 2% rate imposed on insurance companies generally.

A tax rate of 1% applies to the premiums offarmers' mutual and township mutual insurance co~panies

and to mutual property and casualty insurance companies with total assets of $5 million or less. A
tax rate of 1.26% applies to the premiums ofother mutual property and casualty companies with total
assets of$1.6 billion or less on December 31, 1989.

From 1905 to 1987, mutual property and casualty insurance companies paid the 2% gross premiums
tax only on their fire, lightning, and sprinkler leakage premiums and were exempt from paying the tax
on all other types ofpremiums. In 1987 the exemption was repealed so that they were subject to the
2% tax on all their premiums. In 1988 the rate of tax was reduced to 1.5% for 1988, 1% for 1989
through 1991, and 0.5% for 1992 and after. In 1995 the rate was increased from 0.5% to either 1%
or 1.26%, depending upon the type and size of the company.

The reduced rates apply to about 145 mutual insurance companies.

2000
Fiscal Year Impact

2001 2002 2003

State General Fund $4,900,000
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CREDIT

12,06 CREDIT FOR GUARANTY ASSOCIATION ASSESSMENTS

Minnesota Statutes, Section 60A.15, Subd. 15

An insurance company is allowed a credit against the premiums tax based on guaranty association
assessments paid in one or more prior years.

When an insurance company becomes insolvent, any amounts that remain unpaid to its policyholders
are paid through assessments that are imposed on solvent companies by a guaranty association. One
guaranty association is authorized by Minnesota law to make assessments for property and casualty
companies and another for life and health companies.

When an insurance company pays an assessment to either of these associations, a credit equal to
20% of the assessment is allowed for each ofthe five calendar years following the year in which the
assessment was paid. Therefore, the credit allows the company to recover the total of any assessment
over the next five years.

A similar credit is allowed against the corporate franchise tax (Item 2.43). If the credit exceeds the
greater of the company's corporate franchise tax or premiums tax for that year, the excess may be
carried forward.

Beginning in 1999, the total amount of credits allowed to all companies is restricted if the total
guaranty assessments levied over the preceding five years exceed the sum of revenues from the
premiums tax and the corporate franchise tax on insurance companies in the preceding year.

The credit was enacted in 1994. It applies to assessments for insolvencies of property and casualty
companies which occur after July 31,1994, and to assessments made after July 31,1994, for life and
health companies.

2000
Fiscal Year Impact

2001 2002 2003

Ij
i
7

State General Fund $3,400,000
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Property Tax

CHAPTER13: PROPERTYTAX

Collections and History

Net property tax collections were $4.6 billion for property taxes payable in 1999. The property tax is collected
by the counties and is distributed to the local units of government which impose the tax - counties, cities,
townships, school districts, and special taxing districts. Although the property tax is entirely a local source of
revenue, nearly all aspects of the tax are controlled by state statute.

The property tax was already in place when the first book of statutes was compiled for the Territory of
Minnesota in 1851. The classification system was enacted in 1913 with four classes ofproperty. In 1933 the
number ofclasses was expanded to provide preferential treatment for homestead property, both platted and
unplatted.

In 1967 the state property tax levy was eliminated, and a portion of the revenues from the newly-enacted
sales tax was distributed to local units of government. The state-paid homestead credit, the rent credit, and
the senior citizen credit also were enacted in 1967.

Changes in the treatment of business personal property began in 1967 when livestock and farm machinery
were exempted, and businesses were given the option to have either their inventories or their tools and
machinery exempted. In 1971 the exemption for business property was expanded to include both inventories
and tools and machinery. Commercial and industrial equipment attached to and considered as real property,
known as attached machinery, was exempted in 1973.

In 1971 levy limitations and local government aids were enacted which were important in determining the
amount of the property tax levy. Modifications have been made to both of these programs since that time.
Beginning with taxes payable in 1993, the general levy limit for county and city governments was repealed,
and a "truth-in-taxation" system ofreporting proposed levies to taxpayers and conducting levy hearings was
established. In 1997 levy limitations were reinstated for counties and for cities with population over 2,500,
and these limitations are in effect through taxes payable in 2000.

In 1988 several provisions were enacted that significantly altered some of the features of the property tax
system. Assessed value, calculated by multiplying classification percentages times estimated market value,
was replaced by tax capacity. Tax capacities are based on class rates applied to market values, and local tax
rates now are expressed as percentages of total tax capacity in a taxing area, rather than as mill rates.
Agricultural credit and state-paid homestead credit were replaced by homestead and agricultural credit aid
in 1990. Disparity reduction aid began in 1989 and provides aid to areas with high tax rates.

In 1991 a change was enacted which specified that referendum levies are spread against market value
instead of tax capacity. Beginning with taxes payable in 1995 for schools and in 1997 for other local
governments, the market value against which referendum levies are spread is reduced for certain agricultural
property. The resulting value is referred to as referendum market value
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Property Tax

Tax Base

For purposes of this study, the tax base for the property tax is the market value of real property. Generally,
market value is the estimated selling price ofthe property. Other approaches to determining market value are
considered to be substitutes for selling price and, therefore, are not considered to be tax expenditures.

It should be noted that the impact of a property tax expenditure affects the distribution ofthe tax rather than
the total yield of the tax. The fiscal year impact represents a shift in tax burden rather than a reduction in
revenue. This effect occurs because of the way in which the property tax is computed.

Computation of the Tax

For the property tax, the taxable amount (tax capacity, which is market value times the class rate, or referendum
market value) is determined by statute. The total yield ofthe tax is determined by the unit of government
which imposes the tax. The governing body ofthe local unit, such as the school board, the county board, or
the city council, determines the amount of the levy and in so doing must take into account many factors,
including the level of services provided, mandated programs, debt service, any levy limitations, and other
sources ofrevenue such as local government aids. Since 1990, the county auditors also subtract the homestead
and agricultural credit aid, disparity reduction aid, and equalization aid from the levies certified by taxing
districts to determine the final levy based on tax capacity.

The final levy based on tax capacity is divided by the total taxable tax capacity of the taxing district to
determine the district's local tax rate. For each parcel, the tax capacity is multiplied by the aggregate local
tax rate ofthe county, city or township, school district, and any special taxing districts to detelmine the gross
tax. An exemption, class rate, or other preferential provision lowers the total tax capacity and results in a
higher local tax rate applicable to all taxable property. Although the total yield from the tax is not affected, the
tax is shifted from preferential to nonpreferential property.

The final referendum levy is divided by referendum market value to determine the district's local referendum
market value tax rate. For each parcel, the referendum market value is multiplied by the referendum tax rate
for the school district and any other district applicable to that property. The referendum and tax capacity
taxes are combined to obtain the total gross tax on the parcel.

Net tax is determined by subtracting from gross tax any applicable credits, including disaster credit, power
line credit, agricultural preserves credit, enterprise zone credit, disparity reduction credit, education homestead
credit, taconite homestead credit, and supplemental homestead credit.

Additional tax relief is provided to qualifying homeowners and renters through the property tax refund. The
property tax refund is based on the net homestead tax or 19% of rent and on household income, with the
amount of refund phasing out as income increases. Another special refund is available to homeowners
whose net property tax increases by more than a set percentage from the previous year. These refunds are
paid directly to the claimants by the state.

180

s



Property Tax

EXEMPTIONS

13.01 EXEMPT REAL PROPERTY

Minnesota Statutes, Sections 272.02, Subd. 1 and 273.18

Celtain types of property are exempt from the property tax by statute, and they are included in the
estimates below. Certain other types ofproperty are exempt under either the Minnesota Constitution
or federal law, and their exemption is not included in the tax expenditure estimates. These properties
are churches, academies, colleges, universities, and Indian reservations.

Since 1926 the county assessors have been required to value exempt real propeliy every six years.
The most recent valuation of exempt property took place in 1998. The estimates are based on the
1998 values with growth assumed in the subsequent years. The values were multiplied by a class
rate 00.5% for taxes payable in 1999 and 3.4% for 2000,2001, and 2002. A statewide average tax
capacity rate was computed or estimated for each year to arrive at the estimated net property tax
figures shown below. In computing the estimates, the tax capacity rates were adjusted to take into
account the additional taxable value which would result if the property were not exempt.

Most types ofpersonal property are also exempt, but exempt personal property is not required to be
valued. Therefore, the estimates reflect only real property. Exempt personal propeliy includes
household goods, commercial and industrial personal propeliy (tools, machinery, inventories), farm
machinery and livestock, agricultural products, and attached machinery.

Certain types ofproperty have been exempt from taxation since at least 1851 when the first book of
statutes was compiled for the Territory of Minnesota. The exempt propeliy provisions were last
changed in 1999.

Fiscal Year Impact
Type of Property 2000 2001 2002 2003

Elementary and secondary schools $327,900,000 $326,900,000 $346,500,000 $360,300,000
Public burying grounds 8,100,000 8,100,000 8,500,000 8,900,00
Hospitals 92,400,000 92,100,000 97,600,000 101,500,000
Charitable institutions 47,700,000 47,500,000 50,400,000 52,400,000
Federal and state forests,

parks, and wildlife refuges 13,900,000 13,900,000 14,700,000 15,300,000
Public property used for

public purposes 455,500,000 454,100,000 481,200,000 500,500,000

Total $945,500,000 $942,600,000 $998,900,000 $1,038,900,000
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13.02 LIMITED MARKET VALUE

Minnesota Statutes, Section 273.11, Subd. 1a

Annual increases in market value are limited by formula for property classified as residential homestead
or nonhomestead, agricultural homestead or nonhomestead, or noncommercial seasonal recreational
residential. The amount of increase is limited to the greater of: 8.5% of the value in the preceding
year's assessment; or 15% of the difference between the current assessment and the preceding
assessment. Value increases due to improvements are not eligible for limitation. This provision will
be in effect through assessment year 2001.

Limited market value was enacted in 1993 and was last changed in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Limited Market Value $17,700,000 $25,000,000 $32,700,000 $43,100,000

13.03 CERTAIN IMPROVEMENTS TO OLDER HOMES

Minnesota Statutes, Section 273.11, Subd. 16

Improvements to older homes may be fully or partially excluded from the value ofproperty for up to
ten years, if certain conditions are met. The property must be a homestead at least 45 years old at
the time ofthe improvement, and a building permit must have been issued for the improvement. The
estimated market value ofthe house must be less than $400,000, and the improvements must add at
least $5,000 to the value of the property. The exclusion applies to improvements made before
January 2,2003.

For a home at least 70 years old, the value added by the improvements is excluded, up to a maximum
of$50,000. For a home from 45 to less than 70 years old, the exclusion is equal to 50% of the value
added by the improvements, up to a maximum exclusion of$25,000.The exclusion terminates
ten years after the improvement is made or sooner if the property is sold or is reclassified as
nonhomestead. After termination, 20% of the excluded value is added back in each of the five
subsequent years if the excluded value exceeds $10,000. Otherwise the excluded value is added
back in equal parts in two years.

This provision, known as "This Old House", was enacted in 1993 and was last changed in 1999.

Approximately 37,100 properties benefited from this provision for taxes payable in 1998. Some of
the eligibility requirements have changed since then.

2000
Fiscal Year Impact

2001 2002 2003

Certain Improvements to
Older Homes $6,200,000
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PREFERENTIAL VALUATIONS

13.04 CLASSIFICATION SYSTEM

Minnesota Statutes, Section 273.13

Each parcel oftaxable property is classified by type. The market value ofthe property is multiplied
by the appropriate class rate(s), depending upon the type of property.

Due to the classification system, some types ofproperty are treated preferentially compared to other
types ofproperty. The classification system is considered a tax expenditure because propeliies with
the same market value are not treated the same.

To illustrate the impact of the classification system, it was assumed that, instead of having many
different class rates, all types of property would be subject to the same rate. The estimates reflect
the difference in tax that would result from uniform treatment. The sum ofthe increases and decreases
does not equal zero due to lower tax increment finance levies and an increase in the credits on some
types of property.

The first section of the table below includes types of property that benefit from the classification
system. The positive dollar amounts are the tax expenditures, that is, the tax increases that would
occur ifone class rate applied to all types ofproperty. The negative amounts are not tax expenditures
but show the other side of the shifts in tax burden.

The property tax classification system was enacted in 1913 and was last changed in 1999.

Fiscal Year Impact

Type of Property 2000 2001 2002 2003

Residential Homestead 1st Tier $502,000,000 $444,000,000 $444,000,000 $444,000,000

Residential Nonhomestead 8,200,000 7,400,000 7,400,000 7,400,000

Farm Homestead 82,000,000 156,500,000 156,500,000 156,500,000

Farm Nonhomestead (18,400,000) 6,500,000 6,500,000 6,500,000

Timber 200,000 1,200,000 1,200,000 1,200,000

Seasonal Recreational Commercial (300,000) 300,000 300,000 300,000

Subsidized Housing (1,100,000) 3,000,000 3,000,000 3,000,000

Seasonal Recreational Residential (6,800,000) 6,700,000 6,700,000 6,700,000

Residential Homestead 2nd Tier (24,200,000) (6,300,000) (6,300,000) (6,300,000)

CommerciallIndustrial
1st Tier (52,000,000) (59,600,000) (59,600,000) (59,600,000)

2nd Tier (458,700,000) (519,700,000) (519,700,000) (519,700,000)

Public Utility (41,300,000) (57,800,000) (57,800,000) (57,800,000)

Apartments (67,200,000) (73,800,000) (73,800,000) (73,800,000)

Railroad (9,100,000) (9,800,000) (9,800,000) (9,800,000)

Mineral (200,000) (100,000) (100,000) (100,000)

Personal (66,900,000) (70,600,000) (70,600,000) (70,600,000)
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13.05 GREEN ACRES TREATMENT OF AGRICULTURAL LAND

Minnesota Statutes, Section 273.111

The Minnesota Agricultural Property Tax Law, known as "green acres", provides for preferential
and deferred assessment ofqualifying agricultural land consisting often or more acres. A qualifying
parcel is valued according to its agricultural use rather than a higher value that would result from
nonagricultural use.

When green acres property no longer qualifies as such or is sold, a tax is due equal to the amount by
which the preferential valuation has reduced the property tax for the previous three years.

The estimates below show the increase in net property tax that would result from valuing the green
acres property at its highest and best use, as opposed to its agricultural use, computed with the
municipal average tax rate.

This provision was enacted in 1967 and was last revised in 1999.

In 1999 approximately 1,260,000 acres received green acres treatment.

2000
Fiscal Year Impact

2001 2002 2003

Green Acres

13.06 OPEN SPACE PROPERTY

Minnesota Statutes, Section 273.112

$14,900,000 $17,600,000 $20,800,000 $24,600,000

Private recreational, social, open space, and park land is given preferential valuation and tax deferment
as long as it meets certain criteria. For property tax purposes, the property is valued at its current use
rather than at a higher value that would reflect its potential use. Golf courses are the primary
beneficiaries of this provision, but ski areas and archery and firearms ranges also qualify.

When the open space property no longer qualifies for preferential valuation, taxes are due equal to
the amount by which the preferential valuation reduced the tax for the previous seven years.

The Minnesota Open Space Property Tax Law was enacted in 1969. Several changes have been
made since enactment, many relating to ensuring equal access. This provision was last changed in
1998.

About 300 parcels ofproperty receive preferential valuation under this provision.

2000
Fiscal Year Impact

2001 2002 2003

Open Space Property $4,300,000
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13.07 METROPOLITAN AGRICULTURAL PRESERVES LAND

Minnesota Statutes, Section 473H.l 0

Agricultural land in the seven-county metropolitan area is eligible for preferential valuation if it is
within an agricultural preserve. To qualify, the owner of land that is in long term agricultural use must
apply to and receive approval from the local unit of government that exercises planning and zoning
authority for the land. With certain exceptions, the land must be at least forty acres and must be used
in the production for sale ofagricultural products. Wetlands, pasture, and woodlands accompanying
such land also qualify.

Agricultural preserve land is valued solely according to its agricultural use, rather than at a higher
value that would reflect its potential use. A tax credit is also allowed (Item 13.12).

The owner must sign a covenant that the land will remain in agricultural use. The preferential
valuation continues indefinitely, even ifownership changes. The expiration ofan agricultural preserve
can not take place until eight years after an expiration notice is filed. Previous tax reductions are not
repaid.

The Metropolitan Preserves Act was adopted in 1980, effective for taxes payable in 1983 and after.
It was last amended in 1994.

Preferential valuation was given to approximately 260,000 acres in 1999.

2000
Fiscal Year Impact

2001 (2002 2003

Metropolitan Agricultural Preserves $2,700,000

13.08 TAX INCREMENT FINANCING

Minnesota Statutes, Sections 469.174 to 469.179

$2,900,000 $3,100,000 $3,300,000

Tax increment financing allows the increase in property taxes attributable to increased value to be
used for development costs. The tax expenditure is equal to the levy that goes to the tax increment
district rather than the general property tax.

A tax increment financing district can be established by an authorized entity, such as a municipality or
a housing and redevelopment authority, to finance economic development, housing, redevelopment,
or other projects. Bonds may be issued for specified costs of the project, or the local authority and
the developer may enter into a "pay-as-you-go" financing agreement. In such an agreement, the
developer initially incurs all or a portion of the developmentcosts, and the authority then
reimburses the developer out of the available tax increments over a period ofyears.

The original value ofthe property is certified when the district is established. An amount equal to the
property tax on the current-year market value is imposed on the property, but only the pOltion based
on its original value actually is used for the general property tax. The difference is used to
pay debt service on the bonds or to reimburse development costs based on an agreement. The
duration of a district is limited to a specified number ofyears, depending upon the type ofproject.
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After the project debt is paid or the district expires, whichever comes first, the property is subject to
the regular tax on its market value.

The preferential treatment was enacted in 1947 and was last amended in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Tax Increment Financing

PREFERENTIAL COMPUTATIONS

$290,900,000 $297,600,000 $308,300,000 $319,400,000

13.09 AUXILIARY FOREST TAX AND TREE GROWTH TAX

Minnesota Statutes, Sections 88.47 to 88.53 and 270.31 to 270.39

Forest land is taxed under the general property tax unless the owner applies to be taxed under the
auxiliary forest tax or the tree growth tax. The estimates reflect the amount by which the auxiliary
forest tax or the tree growth tax is lower than the general property tax would be for those properties.

To be classified as an auxiliary forest, the property must be either a minimum of35 acres suitable for
forestation or a wood lot of from five to forty acres. Qualifying land was designated an auxiliary
forest upon application by the owner and approval by the county board. A 1974 law prohibited new
auxiliary forest contracts from being issued or existing contracts from being extended after June 30,
1974. The auxiliary forest tax applies for the duration ofthe contract and when a contract expires,
the land automatically is enrolled in the tree growth tax program.

The auxiliary forest tax is 10¢ per acre of land plus a yield tax of from 40% to 10% of the value of
the timber, the rate determined by the year of the harvest in relation to the contract period.

To qualify for the tree growth tax, the property must be a minimum offive acres of forest lands used
exclusively for the growing ofcontinuous forest crops. The owner must apply to and receive approval
from the county board to have qualifying property taxed under the tree growth tax.

The tax rates for the tree growth tax depend upon the type ofproperty involved. Commercial forests
pay an annual tax of 30% of the value of annual growth. Temporarily nonproductive forests are
taxed at 5¢ per acre or 15¢ per acre for noncompliance with a reforestation agreement. Permanently
nonproductive forest lands are taxed at 5¢ per acre.

The auxiliary forest tax was enacted in 1927. The tree growth tax was enacted in 1957.

Approximately 750,000 acres were taxed under these two programs in 1999.

2000
Fiscal Year Impact

2001 2002 2003

Auxiliary Forest Tax
Tree Growth Tax
Total

$100,000
1,000,000

$1,100,000
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CREDITS

13.10 TACONITE HOMESTEAD CREDIT

Minnesota Statutes, Section 273 .135

Homestead property within the defined taconite tax relief areas of Minnesota receives a credit
against the property tax. Within certain municipalities, the credit is 66% of the net tax, with a
maximum credit per homestead of $315.10. Elsewhere, the credit is 57% of the net tax, with a
maximum of$289.80.

Taconite mining companies pay the taconite production tax in lieu of the property tax. Most of the
proceeds from the production tax are distributed as aid payments to local governments in the taconite
tax relief area because the land, buildings, and equipment used in connection with taconite mining,
quarrying, or production are not subject to the property tax. The taconite homestead credit is funded
from the taconite production tax to provide property tax relief to owner-occupied homes and farms in
the taconite tax relief area.

The taconite homestead credit was enacted in 1969 and was last changed in 1998.

Approximately 56,400 homesteads received this credit in 1998.

2000
Fiscal Year Impact

2001 2002 2003

Taconite Homestead Credit

13,11 POWER LINE CREDIT

$14,700,000 $14,700,000 $14,700,000 $14,700,000

Minnesota Statutes, Sections 273.42 and 273.425

The owner of qualifying property, such as a residence or a farm, receives a property tax credit if the
property is crossed by an electric transmission line of200KV or more which was constructed after
July 1, 1974. The credit is limited to 20% of the gross property tax for the parcel. If the parcel
exceeds forty acres, the maximum credit is 20% of a portion of the tax. The credit is financed by a
portion ofthe property taxes paid by the transmission lines giving rise to the credit.

The power line credit was enacted in 1979 and was last changed in 1990.

About 1,880 parcels received this credit in 1998.

Fiscal Year Impact
2000 2001 2002 2003

Power Line Credit $100,000
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13.12 AGRICULTURAL PRESERVES CREDIT

Minnesota Statutes, Section 473H.l 0

A credit against the propeliy tax is allowed for agricultural land and nonresidential buildings in the
metropolitan agricultural preserves program.The credit is based on the difference in tax computed at
the local tax rate and the tax computed at 105% of the previous year's statewide average local tax
rate for property in townships. The minimum credit is $1.50 per acre.

Agricultural preserve land is also allowed preferential valuation (Item 13 .07, which includes an
explanation ofthe agricultural preserves program).

The credit was enacted as part of the metropolitan agricultural preserves program in 1980. The
$1.50 minimum was enacted in 1993.

In 1998 the credit was allowed for approximately 200,000 acres.

2000
Fiscal Year Impact

2001 2002 2003

Agricultural Preserves Credit

13.13 CONSERVATION TAX CREDIT

Minnesota Statutes, Section 273 .119

$300,000 $300,000 $300,000 $300,000

A credit of $1.50 per acre is allowed against the property tax for land located in an agricultural
preserve created under Minnesota Statutes, Chapter 40A. This program is for counties outside the
seven-county metropolitan area.

This credit was enacted in 1986 and was last amended in 1990.

In 1998, the credit was allowed for 138,000 acres.

2000
Fiscal Year Impact

2001 2002 2003

Conservation Tax Credit $200,000
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Airflight Property Tax

CHAPTER14: AIRFLIGHTPROPERTYTAX

Collections and History

Revenues from the airflight property tax were $8.7 million in fiscal year 1999. The proceeds from this tax go
to the state airports fund.

The airflight property tax was enacted in 1945. Originally the assessment ratio was 40%, but it was reduced
to 33 1/3% in 1953. In 1987 the one assessment ratio was replaced by a schedule of ratios, and the use ofthe
statewide average property tax mill rate was replaced by a revenue yield for each year specified by statute
and the tax rate determined therefrom. In 1992 the calculation of the tax rate was changed to yield the
difference between the total state airports fund appropriation and the fund revenues from other sources.

Tax Base

The tax base is the value of airflight property of airline companies engaged in air commerce.

Because the yield of the tax is a fixed amount for each year, the tax expenditure estimates represent a shift
in tax rather than a revenue loss.

Computation of the Tax

The property subject to the tax is the aircraft and flight equipment, including spare flight equipment, ofairline
companies. Airline companies are defined as those that engage in the busi~ess of air commerce, and air
commerce is defined as the transportation by aircraft of persons or property for hire on flights by airline
companies operating under authorization ofthe United States Department ofTransportation.

Privately-used aircraft are subject to the aircraft registration tax (Chapter 16) and not the airflight property
tax. A privately-used aircraft that is used occasionally in transportation for hire is not subject to the airflight
property tax if the person furnishing the transportation is not in the business of transportation for hire.

The value ofthe airflight property is determined by the Department ofRevenue. The value is apportioned to
Minnesota by a three-factor formula. The apportioned value is multiplied by a tax capacity rate according to
the following schedule:

40% for quiet aircraft (Item 14.02)
70% for other airflight property
50% of the above rates for the airflight property of certain airlines (Item 14.03)

The tax capacity is multiplied by a tax rate which is determined by dividing the revenue needed for the state
airports fund by the total tax capacity. For taxes payable in 1999 the tax rate was approximately 4.58%.

The tax is paid by the airline company to the Department of Revenue.

Under a provision in the Minnesota Constitution, the airflight property tax is in lieu ofother property taxes on
airflight propelty. Therefore, airflight property is exempt from the local property tax. However, the property
tax does apply to the other property of an airline company.
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PREFERENTIAL COMPUTATION

14.01 COMMUTER AIRLINES

Minnesota Statutes, Sections 270.072, Subd. 2 and 360.521

Generally, commercial aircraft are taxed under the airflight property tax, and noncommercial aircraft
are taxed under the aircraft registration tax. However, commuter airlines have the option ofhaving
their aircraft taxed under one tax or the other, whichever is lower.

Because commuter airlines could be considered commercial, the exemption of commuter airlines
from the airflight property tax is considered a tax expenditure. The estimates reflect the difference
between the aircraft registration tax paid by commuter airlines and the airflight property tax they
would pay if subject to that tax.

This provision was enacted in 1969.

About 45 aircraft have a reduced tax due to this provision.

2000
Fiscal Year Impact

2001 2002 2003

State Airports Fund

PREFERENTIAL VALUATIONS

14.02 QUIET AIRCRAFT

$100,000 $100,000 $100,000 $100,000

Minnesota Statutes, Section 270.074, Subd. 3(a)

Airflight property is generally assessed at 70% ofmarket value for the airflight property tax. However,
quiet aircraft are assessed at 40% of market value. Aircraft owned by certain airlines are assessed
at 35% ofmarket value, but quiet aircraft ofthese companies are assessed at 20%. The tax expenditure
is measured as the difference in tax between the 40% and 70% tax capacity rates (the difference
between 20% and 35% for certain airlines).

Quiet aircraft include turboprops and aircraft defined as stage III by the Federal Aeronautics
Administration. The classification may be extended to other types ofqualif)dng aircraft through rules
adopted by the commissioner of Revenue.

This provision was enacted in 1987.

Thirty-three airline companies had qualifYing quiet aircraft for taxes payable in 1999.

2001 2002
Fiscal Year Impact

t

State Airports Fund

2000

$300,000
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2003

$200,000
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14.03 CERTAIN AIRLINES

Minnesota Statutes, Section 270.074, Subd. 3(b)

Quiet aircraft are assessed at 40% ofmarket value and other airflight property is assessed at 70% of
market value. Ifthe airflight property is owned by a qualifYing airline, the tax capacity rate is 50% of
the above rates (20% for quiet aircraft and 35% for other airflight property).

In order for an airline to qualifY, the majority ofthe aircraft that it owns or leases must be turboprops,
and the airline company must provide scheduled passenger service to three or more airports that
serve cities or towns with a population of 100,000 or less outside the seven-county Minneapolis-St.
Paul metropolitan area.

This provision was enacted in 1987.

Four airline companies qualifY under this provision.

Fiscal Year Impact
2000 2001 2002 2003

State Airports Fund $1,100,000
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Motor Vehicle Registration Tax

CHAPTER 15: MOTOR VEHICLE REGISTRATION TAX

Collections and History

In fiscal year 1999, a total of $548 million in motor vehicle registration tax was collected. All the proceeds
from this tax are deposited in the highway user tax distribution fund.

A motor vehicle registration tax was first enacted in 1911 at a rate of$1.50 per vehicle. In 1921 a tax of2%
of value was enacted, with the minimum tax determined by the weight category of the passenger car or
truck.

From 1921 to 1949 the tax was based primarily on value. In 1949 a tax based solely on weight was adopted,
and for trucks the tax continues to be determined by weight. For passenger cars, however, a tax of $1 0 plus
1.25% of the base value was adopted in 1971 and remains in effect. The last major change to the tax wasa
change in the depreciation schedule in 1989.

Tax Base

The tax base for the motor vehicle registration tax is motor vehicles that use the public streets and highways
in Minnesota. The exemption ofoff-road vehicles, such as farm machinery, is therefore not considered to be
a tax expenditure.

The tax on passenger cars is based on value, and the tax on trucks and buses is based on weight. Although
arguments could be made for using either the weight system or the value system in the definition of the tax
base, for purposes of this study one system is considered to be a replacement for the other. Therefore,
neither the weight system nor the value system is considered to be a tax expenditure.

Computation of the Tax

The tax on passenger cars, pickup trucks, and vans is $10 plus 1.25% of the base value. Base value is the
manufacturer's suggested retail price, including destination charges but excluding separately-stated options.
The percentage of base value used to compute the tax decreases with the age of the vehicle, as follows:
100% in the first and second year ofvehicle life; 90% in the third and fourth year; 75% in the fifth and sixth
year; 60% in the seventh year; 40% in the eighth; 30% in the ninth; and 10% in the tenth year.

The flat tax for vehicles over ten years old and the minimum tax for all vehicles are both $35 ($10 plus $25
minimum additional tax).

The tax on trucks, tractors, and buses is based on the type, weight, and age of the vehicle. A minimum tax
applies, the amount ofwhich is determined by the type ofvehicle.

The tax is paid when the vehicle is first registered and annually thereafter upon renewal.
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EXEMPTIONS

15.01 LOCAL GOVERNMENT VEHICLES

Minnesota Statutes, Section 168.012, Subd. 1,6, and 10

Vehicles owned or leased by a political subdivision of the state are exempt from the motor vehicle
registration tax. Exempt vehicles include ambulances, fire equipment, utility fleets, police vehicles,
and buses owned by city transit companies. Publicly-owned school buses are estimated separately
in Item 15.02.

The exemption for government vehicles was enacted in 1921 and was last changed in 1996.

An estimated 25,000 vehicles qualify for this exemption.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

15.02 SCHOOL BUSES

2000

$5,600,000 $5,800,000 $6,000,000

2003

$6,200,000

Minnesota Statutes, Section 168.012, Subd. 1(a)(2) and 10

Vehicles owned and used by educational institutions for the sole purpose oftransporting students to
and from those institutions are exempt from the motor vehicle registration tax.

Publicly owned or leased buses other than school buses are included in the exemption for government
vehicles (Item 15.01). Privately-owned school buses used exclusively for student transportation
under contract with a school district are not exempt but are taxed at a preferential rate (Item 15.09).

This exemption was enacted in 1933 and was extended to leased vehicles in 1982.

In 1998 about 5,500 buses qualified for this exemption.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

$500,000 $500,000 $500,000

2003

$500,000

15.03 NONRESIDENT MILITARY PERSONNEL

Minnesota Statutes, Section 168.04, Subd. 1

Vehicles ofnonresident military personnel stationed in Minnesota are exempt from the motor vehicle
registration tax if they meet the following four conditions: the vehicle is properly registered
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Approximately 500 vehicles qualify for these exemptions.

This provision was enacted in 1967 and was last changed in 1981.

$100,000

$100,000

2003

2003

$100,000

$100,000

Fiscal Year Impact

Fiscal Year Impact

$100,000

$100,000

2001 2002

2001 2002

$100,000

$100,000

2000

2000

Highway User Tax
Distribution Fund

Congressional medal ofhonor recipients may obtain special license plates with "Medal ofHonor" on
them, and former prisoners of war may ol;>tain special license plates with "EX-POW" on them. In
each case, the recipient is issued these plates, as well as all subsequent tabs, stickers, or replacement
plates, free of any charges or tax.

The exemption for medal ofhonor recipients was enacted in 1983; the exemption for former prisoners
of war was enacted in 1993.

Minnesota Statutes, Sections 168.124, 168.125, and 168.031

in another state; the owner is a resident ofthe state in which the vehicle is registered; the vehicle is
used only for the owner's personal transportation; and the vehicle is subject to all other provisions of
law applicable to vehicles owned by Minnesota residents.

Highway User Tax
Distribution Fund

15.04 MEDAL OF HONOR RECIPIENTS AND FORMER PRISONERS OF WAR

15.05 DISABLED VETERANS

Minnesota Statutes, Section 168.031

Any motor vehicle which has been paid for, in whole or in part, by the United States government for
a disabled war veteran is exempt from the motor vehicle registration tax.

This provision was enacted in 1941 and was last changed in 1971.

Approximately 165 vehicles qualify for this exemption.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund * * * *

*Less Than $50,000 195
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15.06 NONPROFIT CHARITIES

Minnesota Statutes, Section 168.012, Subd. l(a)(4)

An exemption from the motor vehicle registration tax is provided for vehicles owned by nonprofit
charities and used exclusively to transport disabled persons for educational purposes.

This exemption was enacted in 1987.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

* * *

2003

*

15.07 DRIVER EDUCATION PROGRAMS AT NONPUBLIC HIGH SCHOOLS

Minnesota Statutes, Section 168.012, Subd. l(a)(3)

Vehicles used solely in driver education programs at nonpublic high schools are exempt from the
motor vehicle registration tax.

This provision was enacted in 1990.

Twenty-one nonpublic high schools have approved driver education programs.

2001 2002
Fiscal Year Impact

Highway User Tax
Distribution Fund

2000

* * *

2003

*

15.08 AMBULANCES OWNED BY PRIVATE AMBULANCE SERVICES

Minnesota Statutes, Section 168.012, Subd. l(a)(6)

Ambulances owned by private ambulance services licensed under Minnesota Statutes, Section 144.802,
are exempt from the motor vehicle registration tax. To qualifY, the appearance of the ambulance
must be unmistakable.

This exemption was enacted in 1990. Ambulances owned by local units of government have been
exempt since 1921 and are included in Item 15.01.

2001 2002
Fiscal Year Impact

b

Highway User Tax
Distribution Fund

*Less Than $50,000

2000

$100,000
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2003
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Motor Vehicle Registration Tax

PREFERENTIAL COMPUTATION

15.09 PRIVATELY-OWNED BUSES USED FOR STUDENT TRANSPORTATION

Minnesota Statutes, Section 168.013, Subd.18

An annual flat tax of $25 applies to privately-owned school buses used exclusively for student
transportation under contract with a school district or used for nonprofit educational institutions. The
$25 tax is lower than the tax on buses which is based on weight.

School buses owned by the educational institutions are exempt from the registration tax (Item 15.02).

This provision was enacted in 1971 and has not been changed.

In 1998 approximately 5,900 school buses qualified for the $25 flat tax.

2000
Fiscal Year Impact

2001 2002 2003
Highway User Tax

Distribution Fund

CREDIT

$400,000 $400,000 $400,000 $400,000

15.10 PHYSICALLY DISABLED PERSONS

Minnesota Statutes, Section 168.021, Subd. 2

A motor vehicle, motorcycle, or self-propelled recreational vehicle owned or operated primarily by a
physically disabled person is eligible for special license plates bearing the international wheelchair
symbol. The special license plates are also available to the custodial parent or guardian ofa physically
disabled minor and to an employer who owns a motor vehicle that is furnished to a disabled employee
for that person's exclusive use in the course of employment. The disability must be permanent, and
a physician's statement must accompany the application.

The special license plates are subject to the full motor vehicle registration tax, but a one dollar credit
is allowed for each month the vehicle is registered.

This provision was enacted in 1975. Eligibility was extended to parents and employers in 1989. The
provision was last changed in 1999.

In 1998 approximately 26,300 vehicles were allowed this credit.

Fiscal Year Impact
2000 2001 2002 2003

Highway User Tax
Distribution Fund $300,000
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Aircraft Registration Tax

CHAPTER16: AIRCRAFfREGISTRATIONTAX

Collections and History

In fiscal year 1999, the revenues from the aircraft registration tax were $3.8 million. All the proceeds from
this tax go into the state airports fund of the state treasury.

The aircraft registration tax was enacted in 1945, and the basic structure and rate ofthe tax have remained
the same since that time. In 1987 the minimum tax was increased from $10 to $50.

Tax Base

The tax base for the aircraft registration tax is the value of noncommercial aircraft which regularly use the
airspace over and the airports in Minnesota. Technically, the base applies to aircraft operating without a
certificate of convenience and necessity issued by the United States Department of Transportation.

Computation of the Tax

The aircraft registration tax is imposed upon aircraft which are used privately and which use the airspace
over Minnesota or the airports in Minnesota.

The tax is 1% ofvalue. The value used in the computation begins with the base price ofthe aircraft, which
is the manufacturer's list price, or, if the list price is not available, the Commissioner of Transportation's
estimate ofsuch. After the first year, the base price is reduced for depreciationf- 10% in the second year and
15% for the third and each succeeding year, subject to the minimum tax. The minimum tax is the greater of:
25% of the tax computed on the original base price; or $50.

The tax is paid when the aircraft is first registered and annually thereafter.

*Less Than $50,000 199



EXEMPTION

16.01 CIVIL AIR PATROL AIRCRAFT

Minnesota Statutes, Section 360.55, Subd. 3

Aircraft owned and used solely in the transaction of official business by the Civil Air Patrol are
exempt from the aircraft registration tax.

This exemption was enacted in 1957.

Seventeen aircraft currently are allowed an exemption under this provision.

2000
Fiscal Year Impact

2001 2002 2003
State Airports Fund

PREFERENTIAL COMPUTATION

* * * *

16.02 MAXIMUM TAX FOR AGRICULTURAL AIRCRAFT

Minnesota Statutes, Section 360.55, Subd. 8

A maximum aircraft registration tax of$500 applies to aircraft registered with the Federal Aviation
Administration as restricted category aircraft used for agricultural purposes. To qualify, the aircraft
must be owned and operated solely for agricultural operations and purposes.

This provision was enacted in 1999, effective July 1, 1999.

This provision reduces the tax on about 220 aircraft.

2000
Fiscal Year Impact

2001 2002 2003

State Airporst Fund

*Less Than $50,000

*
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Appendix

APPENDIXA: MINNESOTA STATUTE REQUIRINGTHE TAX
EXPENDITURE BUDGET

270.067 TAX EXPENDITURE BUDGET.

Subdivision 1. Statement of purpose. State governmental policy objectives are sought to be achieved
both by direct expenditure of governmental funds and by the granting of special and selective tax relief or tax
expenditures. Both direct expenditures ofgovernmental funds and tax expenditures have an effect on the ability
of the state and local governments to lower tax rates or to increase expenditures. As a result, tax expenditures
should receive a regular and comprehensive review by the legislature as to (a) their total cost, (b) their effectiveness
in achieving their objectives, (c) their effect on the fairness and equity ofthe distribution ofthe tax burden, and (d)
the public and private cost ofadministering tax expenditure fmanced programs. This section is intended to facilitate
a regular review ofthe state and local tax expenditure budget by the legislature by providing for the preparation
ofa regular biennial tax expenditure budget.

Subd. 2. Preparation; submission. The commissioner of revenue shall prepare a tax expenditure
budget for the state. The tax expenditure budget report shall be submitted to the legislature by February 1 ofeach
even-numbered year.

Subd. 3. Period covered. The report shall include estimates of annual tax expenditures for, at a
minimum, a three-year period including the two-year period covered in the governor's budget submitted in the
preceding January pursuant to section 16A.11.

Subd. 4. Contents. The report shall detail for each tax expenditure item the amount of tax revenue
foregone, a citation of the statutory or other legal authority for the expenditure, and the year in which it was
enacted or the tax year in which it became effective. The report may contain additional information which the
commissioner considers relevant to the legislature's consideratiop and review of individual tax expenditure items.
This may include, but is not limited to, statements of the intended purpose of the tax expenditure, analysis of
whether the expenditure is achieving that objective, and the effect ofthe expenditure device on the distribution of
the tax burden and administration ofthe tax system.

Subd. 5. Revenue estimates; legislative bills. Upon reasonable notice from the chair of the house or
senate tax committee that a bill is scheduled for hearing, the commissioner of revenue shall prepare an estimate
of the effect on the state's tax revenues which would result from the passage of a legislative bill establishing,
extending, or restricting a tax expenditure. These revenue estimates shall contain the same information as
provided in subdivision 4 for expenditure items contained in the tax expenditure budget, as appropriate.

Subd.6. Definitions. For purposes of this section, the following terms have the meanings given:
(1) "Tax expenditure" means a tax provision which provides a gross income definition, deduction,

exemption, credit, or rate for certain persons, types ofincome, transactions, or property that results in reduced tax
revenue.

(2) "Tax" means any tax of statewide application or any tax authorized by state law to be levied by
local governments generally. It does not include a special local tax levied pursuant to special law or to a special
local tax levied pursuant to general authority that is no longer applicable to local governments generally.

History: 1983 c 301 s 176; 1986 c444; lSp1989 c 1 art 17 s 1,2; 1991 c291 art 21 s 8,9; 1996 c471
art 13 s 5
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