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This publication is for MCFE members only.  Please respect 
the privileges of MCFE membership by sharing this only with 
colleagues in your company (for business members) and 
immediate family (for individual members). 
 Last week’s economic forecast seemed to take the wind out of 
a lot of legislators’ sails.  Although no one outright complained 
about a $329 million surplus – over half a billion better than the 
November forecast – but it was clear from the run-up to the 
announcement that many lawmakers were expecting a much 
bigger amount.  Higher-than-expected revenues drive about two 
thirds of the below-the-line change, as expectations for growth 
real gross domestic product and real consumer spending for 2018 
are higher in the February forecast than they were in November.  
As the table below shows, most of the revenue growth is expected 
in the sales and corporate tax areas. 

Summary of Revenue Changes Between November 2017 and 
February 2018 Economic Forecasts 

($ millions) 
Revenue 
Source 

November 
Forecast 

February 
Forecast 

Feb Variance vs. Nov 
$ % 

Income Tax 23,690 23,715 25 0.1% 
Sales Tax 11,144 11,263 119 1.1% 
Corporate Tax 2,466 2,596 131 5.3% 
Other Revenues 7,148 7,226 78 1.1% 
Gen Fund Total $44,447 $44,801 $353 0.8% 
 Note: Numbers do not add due to rounding 
 Source: Minnesota Management & Budget 
Maybe the most important message this table delivers is how small 
the margin is between surpluses and deficits.  Increasing revenue 
projections by just 0.5% wiped out the deficit. 
 On the spending side, the $167 reduction in projected general 
fund spending for FY 18-19 is largely the result of a $225 million 
spending reduction related to federal funding for the Children 
Insurance Health Program (CHIP).  Absent CHIP, the net 
projected spending change in the February forecast is $58 million. 
 With the forecast, the parameters for the tax and finance 
committees become much clearer.  It’s not clear how much of the 
surplus will be made available to the tax committees, but we have 
heard the costs of a smooth transition to whatever tax system we 
end up with will be $50 to $100 million.  If lawmakers want to 
deliver tax relief, this forecast makes it difficult to do that without 
raising dollars in another part of the system. 

Committee Deadlines are Set 
 The House and Senate have adopted committee deadlines for 
the 2018 Session – providing a timeline for legislators to move 
policy bills through the committee process – which are as follows: 

March 22 1st Committee Deadline: bills out of committee in 
house of origin.  (Senate and House files must pass 
out of all policy committees in their respective 
bodies to be further considered.) 

March 29 2nd Committee Deadline: Assuming the 1st deadline 
was met in one body, the companion file in the other 

body must pass out of all policy committees to be 
further considered. 

April 20 3rd Committee Deadline: budget divisions have until 
this time to put together their one omnibus funding 
bill, which include numerous smaller bills.  (The 
Taxes, Rules, Finance, and Capital Investment 
committees in both bodies and the House Ways and 
Means Committee are exempt from these three 
deadlines because they deal with nonpolicy issues.) 

Mandatory adjournment is May 21. 

FROM THE COMMITTEE ROOMS 

House Tax Committee Hears Public Testimony on 
Federal Conformity, MCFE Emphasizes Enhanced 
Relevance of State Tax Policies 

On February 27th the House Tax Committee continued 
preliminary work toward developing a state response to the federal 
Tax Cuts and Jobs Act by hearing public testimony from a wide 
variety of interest groups.  Chief concerns expressed included 
ensuring any state policy response adjusts for family size, ensuring 
Minnesota’s large non-profit community is not harmed by changes 
to the deductibility of charitable contributions, and maintaining the 
overall progressivity of the state system.  

In its own testimony, MCFE noted passage of federal reform 
now makes state corporate and individual income tax policies 
more economically and competitively relevant.  Minnesota’s 
individual and corporate income tax differentials relative to other 
states are now accentuated because of the federal business and 
individual tax relief the TCJA has provided.  As a result, MCFE 
argued the state should take a “first do no harm” approach to 
federal conformity which would include managing conformity to 
achieve revenue neutrality by reducing rates in accordance with 
base broadening actions; decoupling from the 20% pass through 
provision; being careful not to cherry pick revenue raising 
conformity features that undercut policy objectives; and seriously 
considering a switch to FAGI as the starting point for state income 
taxation.  

House Property Tax Division Considers Mill Rate 
System; MCFE Welcomes a Potential Return  

On February 28th the House Property Tax Division heard 
testimony on HF 2770, a bill which proposes converting 
Minnesota’s property tax system from a net tax capacity basis 
back to a mill rate system.  The bill’s sponsor, Rep. Steve 
Drazkowski (R-Mazeppa) stated that this conversion – an effort to 
make the state’s property tax system simpler and more transparent 
– is one of the 19 recommendations in the report from the 2012 
Property Tax Working Group.  Rep. Drazkowski argued that it is 
difficult to compare property taxes in Minnesota with those in 
other states since we are the only state to use this kind of system – 
making our “sticker” rates (the nominal property tax rates) look 
extremely high. 
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Steve Hinze of House Research provided members with an 
overview of the proposal.  While the bill is lengthy, he said, it is 
“mathematically straightforward” – it simply multiplies all class 
rates by 50 so that the most highly taxes classes of property are 
essentially taxed on 100% of market value.  Since the relative 
positions of the different property classes remain the same, he 
went on to note, there is no change in net taxes on any property.  
In response to a member question about why the state moved away 
from a mill rate system in the late 1980s, Mr. Hinze replied that it 
was part of a larger and more dramatic change in the property tax 
system, and lawmakers wanted to break ties with the old system 
by setting up a new valuation system and new terminology. 

Representatives from the Minnesota Inter-County 
Association, the Department of Revenue, the Minnesota 
Association of Assessing Officers, the Minnesota Association of 
County Officers, and the Minnesota Association of County 
Auditors, Treasurers and Financial Officers testified with concerns 
on the proposal.  In many respects their opposition boiled down to 
three concerns: first, that such a change would impose 
considerable costs on local governments; second, that the 
proposal’s timeframe would not be workable given the 
complexities involved in making changes to the various computer 
systems local governments across the state use to manage the 
property tax system; and third, that the changes would not 
meaningfully enhance the simplicity or transparency of the 
system.  The recommendation from these groups seemed to be that 
if such changes are to be made, they should also involve reducing 
the “complexity” (i.e., consolidating the current ~57 property 
classes) in the system. 

Committee members seemed open to the concept, with 
substantial discussion on the feasibility of moving away from 
having 87 counties operating software provided by one of three 
computer consortiums to a centralized system maintained by the 
Department of Revenue – which was also a Property Tax Working 
Group recommendation.  Rep. Paul Marquart also expressed 
concern with the challenges Minnesota’s outlier status pose for 
meaningful property tax comparisons with other states.  

While fully acknowledging and appreciating the costs and 
administrative burdens associated with a transition back to mill 
rates, MCFE testified in favor of the concept noting there is no 
other feature of Minnesota’s property tax system that creates more 
confusion among state taxpayers or prompts more inquiries from 
business and media organizations around the country than our tax 
capacity system.  There is no better way to introduce more 
transparency into the system than to identify a parcel’s 
contribution to the tax base and apply tax rates on that directly.  
Right now we are held hostage to a thirty year old idea which was 
implemented in no small part to redirect state aid in a more 
politically desirable way. 

Public Testimony on Public Pension Repairs Heard, 
MCFE Offers Contrarian Perspective 

On March 6th the Legislative Commission on Pension and 
Retirement heard public testimony on HF 3053/SF 2620, which 

contains the latest package of benefit and contribution modif-
ications to stabilize and improve the health of Minnesota’s public 
pensions.  The bill bears a strong resemblance to the pension bill 
that was vetoed last year as a result of being combined with 
controversial local preemption provisions.  The bill includes a new 
“pension adjustment revenue” provision in which the state would 
offset the phased in contribution increases over the next several 
years for school districts as well as appropriations to offset 
employer contributions for state employee plans.  The projected 
general fund cost for both the new adjustment revenue and offsets 
is $27.2 million in the current biennium, increasing to $113.5 
million in the FY20-21 biennium. 

Of the 30 testifiers, 29 represented stakeholders in the various 
systems – both beneficiaries and government employers – all 
expressing unanimous support for the bill, highlighting both the 
sacrifices the bill requires and the benefits to plan health that will 
result.  In contrast, MCFE argued the remedial actions being 
proposed are absolutely necessary but insufficient to adequately 
address the challenges state pension plans face.  MCFE pointed 
out that collectively the state’s public pension plans’ cash flow ex- 
investment returns (contributions and aids in less benefits, refunds, 
and expenses out) is now negative $2.3 billion per year and 
growing.  In Minnesota’s significantly underfunded plans in which 
pension liabilities are discounted at the same rate as investment 
return expectations, the growing capital drain means the assets that 
remain must work much harder than return expectations (7.5% per 
year under the bill) to make progress on closing the funding gap.  
MCFE also noted the phased-in contribution schedules – while 
making difficult decisions as painless as possible – also increases 
the likelihood that our 14 consecutive years of failure to meet our 
collective annual required contributions will continue. 

Responsible pension funding conflicts with all sorts of desired 
government spending increases and tax relief interests.  
Governments like to keep their contributions low as possible so 
that tax dollars can fund services for its citizens.  Employees 
would like to keep more of their take home pay.  Retirees want 
retirement income to keep up with inflation.  The bill’s under-
recognized accomplishment is accommodating all those interests 
by continuing an unacceptable and irresponsible transfer of both 
cost and risk to future citizens and public employees. 

BILL INTRODUCTIONS 
 Tax bills are listed first by tax type in alphabetical order, then 
additional topics in alphabetical order.  Within each topic, House 
bills (HF for “House File”) are listed first, then Senate bills (SF for 
“Senate File”).  The bills are in numerical order within each 
chamber.  Each bill heading contains the chief author and his or 
her political party, city or township of residence, and the last four 
digits of his or her capital office phone number.  The 651 area 
code and 296-exchange are assumed unless shown otherwise. 
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TAXES 
This first portion of tax bills consists of more comprehensive bills.  
The bills included under various “combinations” are bills with 
more than one tax in them, but are not considered comprehensive. 
Unless otherwise noted, effective dates for bills are as follows: 
 Corporate franchise and individual income taxes: Tax years 

beginning after December 31, 2017 
 Property tax: Taxes levied in 2018, payable in 2019 
 Sales tax: Sales and purchases made after June 30, 2018 

HF 3233 (Marquart, DFL, Dilworth, 6829) 
Conforms Minnesota’s individual income, corporate franchise, 
and estate tax regimes to federal changes made in the Disaster Tax 
Relief and Airport and Airway Extension Act (adopted 9/29/17).  .  
Companion to SF 2523 (Franzen, DFL-Edina) in Spotlight 18-01. 

HF 3410 (Davids, R, Preston, 9278); and HF 3411 (Davids, R, 
Preston, 9278) 
These are the DOR technical (HF 3410) and policy (HF 3411) 
bills.  We will provide detailed bill summaries when available. 

Combinations of Taxes (Corporate & Individual 
Income) 
SF 3089 (Nelson, R, Rochester, 4848) 
Authorizes individual income and corporate franchise tax filers 
that have entered into a collaborative vocational training 
agreement with a secondary or postsecondary school located in 
Minnesota to subtract the value of the education cost savings 
realized during the taxable year resulting from the agreement 
when computing Minnesota taxable income.  Companion to HF 
2951 (Quam, R-Byron) in Spotlight 18-01. 

HF 3569 (Anderson, P., R, Starbuck, 4317) 
Conforms Minnesota’s individual and corporate tax regimes to the 
higher section 179 expensing deduction and threshold amounts 
while leaving the state’s 80% addback/5-year subtraction rules in 
place.  Eliminates the 80% addback/5-year subtraction rules 
governing section 179 expensing only for farm machinery placed 
in service in taxable years beginning after 12/31/2017. 

According to Revenue, full conformity to federal treatment of 
Section 179 expensing would cost $112.5 million in the current 
biennium and $117.3 million in FY 20-21.  This bill, an interesting 
hybrid of partial federal conformity and state industrial policy, 
appears to anticipate that capital expensing is not going to be at 
the top of the list of conformity spending priorities. 

Combinations of Taxes (Property and Sales) 
HF 3189 (Bennett, R, Albert Lea, 8216) 
Exempts medical facilities in underserved areas from the statewide 
property tax for a 15-year period.  Exempts sales to such facilities 
from the sales and use taxes, if the items are purchased or used in 
providing medical services.  Exempts materials, supplies, and 
equipment consumed in or incorporated into the construction or 
improvement of such facilities from the sales and use taxes.  
Defines “medical facility in an underserved area” as a facility in a 
county outside the seven-county metro that has been designated by 

the U.S. Department of Health and Human Services as a health 
professional shortage area and has been granted a property tax 
abatement by both the relevant county and city or town. 

Corporate Income Taxes 
HF 3162 (Anderson, S., R, Plymouth, 5511) 
Repeals the corporate alternative minimum tax and the corporate 
minimum fee.  Companion to SF 2526 (Rest, DFL-New Hope) in 
Spotlight 18-01, where there is a comment. 

HF 3494 (Davids, R, Preston, 9278) 
Clarifies that the corporate franchise tax applies to insurance 
companies that: are licensed as a captive insurance company under 
the laws of any state or foreign country; derive 80% of more of 
total premiums for the taxable year from entities that are members 
of the unitary business; and either receive less than 50% of gross 
receipts for the taxable year from premiums or pay less than 
0.25% of total premiums for the taxable year in Minnesota 
insurance taxes or comparable taxes of another state or country. 

Estate Taxes 
HF 3271 (Backer, R, Browns Valley, 4929) 
Changes the base on which the qualified farm property subtraction 
recapture tax is calculated from the amount of the exclusion the 
estate claimed to the value of the disqualified property that ceases 
to satisfy the three-year use requirement.  Prohibits imposition of 
the recapture tax where one-fifth or less of the total qualifying 
farm property is reclassified for property tax purposes during the 
three-year holding period and the heir has not substantially altered 
the use of the reclassified property during that period.  Companion 
to SF 2517 (Westrom, R-Elbow Lake) in Spotlight 18-01. 

HF 3274 (Smith, R, Maple Grove, 5502) 
Expands the qualified small business property and qualified farm 
property estate tax deduction to include property the decedent’s 
spouse owned or had an undivided or joint interest in, so long as 
the three-year holding period requirements are met. 

Gambling Taxes 
HF 3018 (Bliss, R, Pennington, 5516) 
Establishes a Task Force on Charitable Gambling Taxation to 
study the current charitable gambling tax structure and report to 
the legislature by 2/15/19 with recommendations for modifying 
the tax rates, if advisable.  Companion to SF 2524 (Lang, R-
Olivia) in Spotlight 18-01, where there is more information. 

HF 3384 (Knoblach, R, St. Cloud, 6612) 
Exempts property awarded as prizes in connection with lawful 
gambling from the sales and use taxes.  Exempts the lease or 
purchase of gambling equipment by an organization licensed to 
conduct lawful gambling from the sales and use taxes.  Removes 
the requirements that sales taxes on a distributor’s sale of pull-tabs 
and tipboards be imposed on the retail sales price. 
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Individual Income Taxes 
HF 3093 (Urdahl, R, Grove City, 4344) 
Expands eligibility for the teacher’s master’s degree income tax 
credit (enacted last year) to include teachers who earn a master’s 
degree in special education. 

HF 3183 (Swedzinski, R, Ghent, 5374); and SF 2621 (Jensen, 
R, Chaska, 4837) 
Creates a refundable individual income tax credit for filers with 
modified adjusted gross income (MAGI) in excess of the income 
eligibility limit for Medicaid and who are not eligible for a federal 
premium tax credit because either: 1) the filer’s household income 
exceeds 400% of the applicable federal poverty guidelines; 2) the 
filer has access to an employer-sponsored health care plan through 
a spouse’s employer that is deemed minimum essential coverage 
and where the employee’s annual premium exceeds the federally-
required contribution percentage; or 3) the filer purchased a 
qualified plan through MNsure under which he/she is insured for 
the entire period for which the credit is claimed.  Sets the credit 
equal to the annual premium cost of the applicable second lowest 
silver plan available to the filer minus 9.6% of the filer’s MAGI. 

HF 3464 (Davids, R, Preston, 9278) 
Expands the current subtraction for charitable contributions for 
taxpayers who do not itemize (50% of contributions above $500) 
to allow nonitemizers to subtract all charitable contributions when 
calculating Minnesota taxable income. 

It would be nice if Minnesota’s response to federal conformity 
would include rationalizing charitable deduction rules and getting 
rid of different incentives associated with different income tax 
brackets.  A well designed credit would do the trick. 

SF 2888 (Eken, DFL, Twin Valley, 3205) 
Authorizes individual income tax filers to subtract pension or 
other retirement pay awarded for service in the CIA when 
computing Minnesota taxable income.  Retroactive to tax year 
2017. 

SF 2899 (Jensen, R, Chaska, 4837) 
Authorizes individual income tax filers to subtract medical care 
expenses (as defined by the IRS) when calculating Minnesota 
taxable income.  Prohibits filers from claiming the subtraction for 
amounts compensated by insurance or reimbursed by an employer 
or a plan through: a health care reimbursement account, an 
accident or health plan, a cafeteria or flexible spending account, a 
health care savings account, or a similar provision under the 
Internal Revenue Code.  Prohibits the subtraction of any amount 
used to calculate the long-term care insurance credit.  Companion 
to HF 0155 (Gruenhagen, R, Glencoe, 4229) in Spotlight 17-01. 

Lodging Taxes 
HF 3431 (Loeffler, DFL, Minneapolis, 4219); and SF 2903 
(Dziedzic, DFL, Minneapolis, 7809) 
Removes the requirement that Minneapolis’ special local lodging 
tax that applies to facilities with more than 50 rooms be set at a 
rate (currently 2.625%) that, when added to the state sales tax rate 

(6.875%), the city’s local sales tax rate (0.5%), and any other 
lodging taxes in the city (3.0%), equals a sum of 13%. 

When this special lodging tax was enacted in 1986, the total 
sum of these tax rates was mandated to be 12%.  Legislators have 
changed the provision over time, but it is likely that the city would 
like to have some long-term certainty with regard to the rate, since 
any change in the state sales tax rate will reduce these revenues 
unless legislators decide to update these provisions. 

Mining Taxes (including Aggregate) 
HF 3334 (Layman, R, Cohasset, 4936) 
Creates a credit against the occupation tax equal to the lesser of: 
the amount of production tax the taxpayer paid during the taxable 
year, the number of gross tons of merchantable iron ore 
concentrate the taxpayer produced in the prior year times 15¢, or 
the taxpayer’s occupation tax liability after applying any carryover 
credit.  Deems that excess credits may be carried forward for up to 
15 taxable years, to be applied at the earliest opportunity. 

MinnesotaCare Taxes 

SF 2876 (Hayden, DFL, Minneapolis, 4261) 
Eliminates the sunset of the MinnesotaCare provider tax, schedule 
for January 1, 2020.  Companion to HF 2948 (Schultz, DFL-
Duluth) in Spotlight 18-01, where there is a comment. 

Property Tax (except Aids and Credits & TIF) 
HF 3123 (Mariani, DFL, St. Paul, 9714) 
Allows persons applying for homestead classification to use a 
federal taxpayer identification number in lieu of a Social Security 
number.  Companion to SF 2452 (Chamberlain, R-Lino Lakes) in 
Spotlight 18-01. 

HF 3127 (Dettmer, R, Forest Lake, 4124); and SF 2661 
(Housley, R, St. Mary's Point, 4351) 
Provides that an agricultural preserve expires immediately when a 
state agency or other unit of government purchases the property or 
obtains an easement over the property for the purpose of creating 
or expanding a public trail or park.  Applies the provision only to 
that portion of the preserve acquired for such purposes.  Also 
includes other provisions relating to the Gateway Trail. 

HF 3276 (Whelan, R, Ramsey, 1729) 
Consolidates all residential property into a single property tax 
classification, with a class rate of 1.0% imposed on the first 
$500,000 of market value and 1.25% imposed on any value above 
that.  Eliminates the state general levy on cabin property.  Creates 
a refund payment for blind and disabled homeowners equal to the 
lesser of 0.8% of taxable market value of $400 in place of the 
abolished blind/disabled property tax classification.  Creates a 
special property tax refund for taxes payable 2019 only that 
effectively limits the growth in property taxes for owner of 
properties formerly classified as bed and breakfasts to the greater 
of 2% or $50.  Makes various conforming changes. 

The proposal would eliminate the following property 
classifications by consolidating them into residential: 
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 1b (blind/disabled) 
 1d (migrant housing) 
 4b (nonhomestead residential – all four subclasses) 
 4bb (various nonhomestead – all three subclasses) 
 4c4 (post secondary student housing) 
 4c5 (manufactured home parks – all three subclasses) 
 4c9 (bed and breakfast) 
 4c12 (cabins) 

Yet another of one of the excellent recommendations of the 
2012 Property Tax Reform Working Group trying to take root in 
the 2018 legislature.  We suspect the local government and 
property tax administration interests would express more support 
for this proposal than the mill rate bill (HF 2770) as the 
simplification and transparency benefits-to-cost ratio is likely seen 
as much higher.  However, this bill creates distributional 
consequences which are an even bigger thorn in the side of 
enacting reform. 

HF 3277 (Whelan, R, Ramsey, 1729) 
Modifies a variety of due dates relating to the administration of the 
property tax system.  A detailed summary is beyond the scope of 
Legislative Spotlight; we will provide a link to summary materials 
if and when they become available. 

HF 3349 (Anderson, P., R, Starbuck, 4317); and SF 3117 
(Westrom, R, Elbow Lake, 3826) 
Increases the maximum area an agricultural historical society 
property exemption may cover from 20 acres to 50 acres. 

HF 3427 (Slocum, DFL, Richfield, 7158) 
Modifies certain provisions relating to passenger and freight rail 
powers and funding.  Dedicates the state property tax revenues 
raised on all railroad Class III operating property for freight and 
passenger rail purposes as follows: 15% of such revenues in FY 
2018; 25% in FY 2019; 30% in FY 2020, 45% in FY 2021; 60% 
in FY 2022; 85% in FY 2023; and 100% in FY 2024 and 
thereafter.  Stipulates that the revenues be transferred from the 
general fund to the dedicated account by July 31 of the following 
fiscal year. 

These revenues would be dedicated for a variety of capital 
and operating expenses associated with passenger and freight rail 
service including federal matching funds – somewhat analogous to 
the dedication of the gas tax for highway transportation. 

HF 3429 (Dettmer, R, Forest Lake, 4124) 
Provides that the disabled veterans homestead exclusion be 
applied to an applicant’s property immediately upon verification 
that the applicant qualifies.  Directs the county to abate taxes due 
on newly-qualifying properties in the current year in whatever 
amount is necessary to reduce the burden to the level that would 
have been imposed if the exclusion had been effective when taxes 
were calculated.  Removes the eight-year cap on the period over 
which a surviving spouse of a deceased disabled veteran who was 
eligible for the $300,000 exclusion may continue to claim the 
exclusion.  Provides that the benefit may be transferred to another 
property, so long as certain conditions are met. 

HF 3430 (Gruenhagen, R, Glencoe, 4229) 
Provides for classification of facilities used as retreat houses or 
craft houses as bed and breakfast (4c(9)) property, with a 1.25% 
class rate. 

It’s not immediately clear to us how these types of properties 
are currently classified. 

HF 3501 (Anderson, P., R, Starbuck, 4317); and SF 3073 
(Westrom, R, Elbow Lake, 3826) 
Directs the Department of Revenue to issue an appropriate 
conveyance in fee for tax-forfeited land sales upon approval from 
the county auditor or when approval from the county auditor is 
given based on written confirmation from a licensed closing agent, 
title insurer, or title insurance agent.  Provides administrative rules 
governing the use and destruction of such conveyances. 

HF 3503 (Torkelson, R, Hanska, 9303); and SF 2693 (Lang, R, 
Olivia, 4918) 
Removes the requirement that a disabled veteran’s 100% disability 
rating be permanent in order to claim the $300,000 market value 
exclusion for disabled veterans.  Removes the eight-year cap on 
the period over which a surviving spouse of a deceased disabled 
veteran who was eligible for the $300,000 exclusion may continue 
to claim the exclusion.  Allows a surviving spouse to file a first-
time application for the exclusion within two years of the service 
member’s death, so long as other qualifications have been met. 

The change would allow surviving spouses to claim the 
$300,000 exclusion until he/she dies, remarries, or disposes of the 
property. 

HF 3526 (Anderson, P., R, Starbuck, 4317) 
Provides that a family farm operated by a family farm corporation, 
joint family farm venture, or limited liability company (“business 
entity”) other than the business entity that owns the land may 
claim agricultural homestead treatment for one farmstead so long 
as: 1) the person living on the farmstead is a shareholder, member, 
or partner (participant) of the business entity operating the farm; 
2) each participant in the business entity operating the farm is also 
a participant in the business entity owning the farm; and 3) a 
majority of the participants in both business entities are persons or 
spouses of persons related to each other within the third degree of 
kindred according to the rules of civil law.  

HF 3529 (McDonald, R, Delano, 4336) 
Eliminates the requirement that charter school property must be 
owned by a 501(c)(2) or 501(c)(3) organization, a public or private 
school or university, a church, or a unit of government to be 
exempt from property taxation. 

SF 2874 (Newman, R, Hutchinson, 4131) 
Exempts property on which a nonprofit organization operates a 
licensed childcare facility that accepts families participating in the 
child care assistance program from property taxes.  Companion to 
HF 2834 (Gruenhagen, R-Glencoe) in Spotlight 18-01. 

SF 3054 (Newton, DFL, Coon Rapids, 2556) 
Increases the maximum disabled veterans homestead exclusion 
from $150,000 to $165,000 for veterans with at least a 70% 
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disability rating and from $300,000 to $330,000 for veterans with 
a 100% disability rating.  Companion to HF 1123 (Davnie, DFL-
Minneapolis) in Spotlight 17-04. 

SF 3077 (Lang, R, Olivia, 4918) 
Expands the authority of watershed districts to levy for costs 
related to the district’s portion of a project funded in whole or in 
part with money from other sources.  Companion to HF 2456 
(Baker, R-Willmar) in Spotlight 17-06. 

Property Tax – Aids and Credits 
HF 3238 (Murphy, M., DFL, Hermantown, 2676); and SF 
2859 (Bakk, DFL, Cook, 8881) 
Provides that, for local government aid paid in 2019 only, if a 
city’s aid decreased by more than $50,000 between aids payable in 
2016 and 2017 and its unmet need amount for aids payable in 
2017 exceeds its aids payable in 2016, its LGA be increased by an 
amount equal to the aid lost between payable 2016 and 2017. 

In other words, the bill restores some LGA for payable 2019 
only for an unnamed Arrowhead/Iron Range city. 

HF 3297 (Anderson, S., R, Plymouth, 5511) 
Provides that property tax refund payments may be filed by, and 
awarded to, the personal representative of a decedent’s estate if he 
or she is entitled to relief, dies prior to receiving it, and has no 
surviving spouse or dependent. 

HF 3493 (Anderson, P., R, Starbuck, 4317); and SF 3082 
(Weber, R, Luverne, 5650) 
Increases the local government aid appropriation by $30.5 million, 
from $534.4 million to $564.9 million, effective aids payable in 
2019. 

We have published this comment before, but it is always 
worth repeating.  Here are the 9 questions we believe deserve a lot 
more discussion in LGA appropriation debates: 

1. An alternative way to ensure adequate local services are 
offered at property tax prices everyone can afford would be to 
let cities levy as much as they need or want to and have the 
state step in with income-tested property tax refunds.  That 
way, anyone who is truly impacted by a real ability to pay 
problem – regardless of where they live in the state – gets tax 
relief while cities can raise all the money they need.  It’s 
simple, accountable, efficient and, best of all, already a 
prominent feature of our property tax system.  What policy 
need, objective, or concern does this alternative approach not 
adequately address which prompts the need for LGA? 

2. Business property taxes are a significant concern in many 
areas of Greater Minnesota, but 30 – 35% of this tax burden 
typically comes from the state general levy.  Why is LGA a 
superior business property tax relief mechanism than simply 
reducing or phasing out the state levy? 

3. According to the latest Department of Revenue information 
(for 2016), the median homestead property tax burden (after 
refund) as a share of median homestead income is generally 
10-20% LESS than it was in 2007.  Why is it not appropriate 

to expect more from homeowners in support of their own local 
government services? 

4. Many smaller communities cite big-ticket capital and 
infrastructure needs, which can completely swamp local 
property tax capacity, as the primary justification for LGA.  
Why is general purpose LGA, which is distributed through a 
complex formula based on measuring and comparing cities’ 
relative “need,” superior to a state aid program targeting 
capital and infrastructure in which eligibility is based simply 
on a community’s revenue raising capabilities? 

5. How should we measure and evaluate LGA’s effectiveness? 

6. One of the longstanding problems with LGA has been 
predictability and sustainability. Cities create ongoing 
operating expenses based on LGA revenues.  Then when a 
recession hits and legislators cut LGA these expenses still 
remain –creating headaches for local officials and taxpayers 
alike.  The only way around this eternal problem is to put 
LGA higher in the list of state spending priorities.  If budget 
cuts are deemed necessary next time a recession hits, or 
competing demands for general fund dollars becomes more 
intense, what state general fund spending programs need to 
be subordinated to LGA preservation? 

7. How can citizens be sure that the public interest and welfare 
of communities, rather than the private wage and benefit 
interests of those working in government, are what is 
primarily being served by the provision of LGA? 

8. Are disincentives to explore various government redesign 
strategies (shared service agreements, etc) created by 
distorting local tax prices and subsidizing the status quo? 

9. According to the state’s Tax Incidence Study the local 
property tax is less regressive than most other taxes, 
including the sales tax which is seen as the most practical and 
reliable replacement source of income for local governments. 
That is true even before applying our very generous income 
tested refund programs that considerably reduce the tax’s 
regressivity.  Why shouldn’t local government embrace 
greater reliance on property taxation and market it as the 
more progressive approach to local government finance? 

Property Tax – Tax Increment Financing 
HF 3300 (Lee, DFL, Minneapolis, 4262); and SF 3083 
(Champion, DFL, Minneapolis, 9246) 
Creates special tax increment financing rules for the Upper Harbor 
Terminal Redevelopment Project in the city of Minneapolis. 

Sales Tax 
HF 3080 (Hoppe, R, Chaska, 5066) 
Exempts admissions to major professional golf tournaments 
(defined as the U.S. Open, the U.S Women’s Open, the U.S. 
Senior Open, the PGA Championship, the Women’s PGA 
Championship, and the Ryder Cup) from the sales and use taxes. 

One of the “expectations” expressed by the NFL to obtain a 
Super Bowl was to have admissions to the game and related events 
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be exempt from sales tax.  It appears the USGA and the PGA may 
have communicated (or we are preemptively anticipating) the 
same desire with respect to Minnesota’s only potential country 
club host for such events.   

HF 3086 (Sundin, DFL, Esko, 4308); and SF 2734 (Lourey, 
DFL, Kerrick, 0293) 
Authorizes the city of Cloquet to reallocate how the revenues from 
its existing sales and use tax will be spent among the set of 
approved projects. 

HF 3154 (Ecklund, DFL, International Falls, 2190) 
Exempts sales of tangible personal property to nonprofit cross-
country ski clubs that are used primarily and directly for the 
grooming of state or grant-in-aid cross-country ski trails from the 
sales and use taxes.  Companion to SF 2456 (Bakk, DFL-Cook) in 
Spotlight 18-01, where there is a comment. 

HF 3245 (Quam, R, Byron, 9236); and SF 3092 (Senjem, R, 
Rochester, 3903) 
Exempts the purchase of Internet service machinery and 
equipment by an Internet service provider for use primarily in the 
provision of Internet service that are ultimately to be sold at retail 
from the sales and use taxes.  Provides that “Internet service 
provider” includes services related to Internet access, such as Web 
site building, cloud storage, virtual hosting, and similar data 
processing and information services. 

HF 3292 (Quam, R, Byron, 9236) 
Exempts items purchased in a transaction covered by Medicare, 
Medicaid, or a private health plan from the sales and use taxes, to 
the extent to which such purchases are currently taxable. 

HF 3331 (Poppe, DFL, Austin, 4193); and SF 2829 (Sparks, 
DFL, Austin, 9248) 
Exempts the sale and purchase of agricultural drain tiles from the 
sales and use taxes. 

HF 3329 (Davids, R, Preston, 9278) 
Exempts the value of the consideration paid for the right to 
purchase a ticket to a collegiate athletic event in a preferred area, 
if such consideration is used entirely to finance student scholarship 
costs and stated separately from the admission price, and the 
underlying admission price for the ticket is equal to or greater than 
the higher priced general admission ticket for the closest sear not 
in the preferred area. 

HF 3566 (Davids, R, Preston, 9278) 
Modifies the collection and remittance requirements for 
marketplace providers to align with the changes made in the 2017 
omnibus tax bill to extend the requirement to collect and remit 
sales and use taxes to marketplace providers.  Effective at the 
earlier of 7/1/2020 (last year’s tax bill set the date at 7/1/2019) or a 
decision by the U.S. Supreme Court overturning the Quill case. 

SF 2733 (Hoffman, DFL, Champlin, 4154) 
Exempts any lease of an American-made motor vehicle by a unit 
of state or local government from the sales and use taxes.  
Restricts the current motor vehicle sales and use tax exemption 
that relates to units of state and local government so that it only 

applies to purchases of American-made motor vehicles.  
Companion to HF 2870 (Sundin, DFL-Esko) in Spotlight 18-01, 
where there is more information and a comment. 

SF 3069 (Sparks, DFL, Austin, 9248) 
Exempts sales to 501(c)(3) organizations that provide instruction, 
training, and facilities for shooting handguns or rifles (“nonprofit 
conservation clubs”) from the sales and use taxes. 

HF 3124 (Simonson, DFL, Duluth, 4188) 
Exempts building materials and supplies used in a private 
redevelopment project on the site of the former Duluth Central 
High School from the sales and use taxes, provided that the 
resulting development is subject to property taxes.  Requires that 
such taxes be paid upfront and then be refunded upon application.  
Limits the total amount that may be refunded to $5 million.  
Effective for purchases of such materials and supplies made 
between 7/1/2017 and 12/31/2018 and applies retroactively. 

HF 3584 (Pugh, R, Chanhassen, 4315) 
Expands the existing sales tax exemption for sales to nonprofit ice 
facilities to include organizations that exist primarily for the 
purpose of operating ice arenas or rinks that are part of the David 
M. Thaler Sports Center. 

Tobacco Taxes 
HF 3091 (Freiberg, DFL, Golden Valley, 4176) 
Increases the cigarette excise tax rate by 14¢ per pack, from $3.04 
to $3.18.  Directs that the rate be adjusted annually in the same 
proportion as the in-lieu sales tax rate.  Increases the maximum 
premium cigar tax rate from $0.50 to $3.50 per cigar.  Dedicates 
an additional $12.5 million in cigarette taxes and an additional 
$1.8 million of tax revenues from premium cigars for tobacco use 
prevention purposes.  Companion to SF 2594 (Klein, DFL-
Mendota Heights) in Spotlight 18-01, where there is a comment. 

EDUCATION – FINANCE 
HF 3048 (Fischer, DFL, Maplewood, 5363) 
Increases equalization levels by unspecified amounts for school 
district referendum levies, local optional levies, and debt service 
levies.  Companion to SF 2576 (Wiger, DFL-Maplewood) in 
Spotlight 18-01. 

HF 3118 (McDonald, R, Delano, 4336) 
Modifies the operating referendum equalization factors to link 
them to the statewide average referendum market value per 
resident pupil unit (state avg) as follows: 

Equalization 
Levy Tier 

Current 
Factor 

Proposed 
Factor 

First $880,000 
Greater of current 

or 165% of state avg 

Second $510,000 
Greater of current 

or 100% of state avg 
Third $290,000 60% of state avg 

HF 3159 (Koegel, DFL, Spring Lake Park, 5369) 
Authorizes school boards to renew an existing operating 
referendum or an existing capital project referendum so long as 1) 
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the per-pupil amount (or local tax rate, for capital project 
referenda) and term of the renewed referendum are identical to the 
original amounts and 2) the board adopted a written resolution to 
provide for such after holding a meeting and allowing public 
testimony on the proposed renewal.  Prohibits renewal authority 
for a capital project referendum that would finance a project not 
receiving a positive review and comment by the Department of 
Education, if so required.  Companion to SF 2608 (Newton, DFL-
Coon Rapids) in Spotlight 18-01, where there is a comment. 

HF 3365 (Anselmo, R, Edina, 4363) 
Increases the maximum allowable safe schools levy from $36 to 
$56 per pupil.  Authorizes school districts to use safe schools levy 
funds to pay for computer safety enhancements.  Directs that 
intermediate school districts’ $15 per pupil safe schools levy 
authority be increased in proportion with member districts’ 
increases in the per pupil amount. 

SF 2698 (Pratt, R, Prior Lake, 4123) 
Establishes a working group to review special education deliver 
and costs in Minnesota.  Provides for an 11-member group 
representing a variety of named stakeholder groups.  Requires a 
report to the legislature by 1/15/19 that includes recommended 
changes for reducing costs. 

SF 2701 (Clausen, DFL, Apple Valley, 4120) 
Authorizes school boards to renew an existing operating 
referendum so long as 1) the per-pupil amount and term of the 
renewed referendum are identical to the original amounts and 2) 
the board adopted a written resolution to provide for such after 
holding a meeting and allowing public testimony on the proposed 
renewal.  Requires a reverse referendum on the board’s decision if 
25% of the registered voters in the district petition for such. 

SF 3087 (Pratt, R, Prior Lake, 4123) 
Increases the maximum allowable safe schools levy from $36 to 
$41 per pupil. 

ELECTIONS 
HF 3108 (Quam, R, Byron, 9236); and SF 2891 (Kiffmeyer, R, 
Big Lake, 5655) 
Requires that special primary elections and special elections be 
held on a Tuesday. 

LABOR 
HF 3175 (Theis, R, St. Cloud, 6316) 
Makes state employees who decline hospital and medical 
insurance benefits eligible for a yearly cash payment equal to 25% 
of what the state would have paid toward the declined benefits. 

According to MMB, the annual state contribution for family 
health insurance in 2018 is $19,678 which under this proposal 
would generate a nearly $5,000 payment..  “Employee only” 
coverage would generate an $1,800 payment.  However, given the 
employee cost (the family premium is only $215 per month; 
employee-only premiums are $32 per month) and exceptional 
quality of the state health care plan  and the fact that these 

payments do not appear to be pre-tax, we doubt many state 
employees would actually elect to take these payments. 

HF 3518 (O'Neill, R, Maple Lake, 5063) 
Requires Minnesota Management and Budget (MMB) to develop 
a performance appraisal system that must include a rating system 
for evaluating employee performance that identifies those who 
performance does not meet expectations, those whose 
performance meets expectations, and those whose performance 
exceeds expectations.  Requires MMB to assign a single 
percentage of pay increase or decrease for each of these categories 
annually.  Ties changes in a state employee’s pay to the category 
in which he or she is placed as a result or his or her annual 
evaluation.  Similar in many respects to HF 2981 (Drazkowski, R-
Mazeppa) in Spotlight 18-01, where there is a comment. 

LEGISLATURE 
HF 3054 (Rarick, R, Pine City, 0518); and SF 2747 (Draheim, 
R, Madison Lake, 5558) 
Proposes to amend the state constitution to limit legislators to 20 
years of service in either the Minnesota House, Minnesota Senate, 
or a combination of the two; and constitutional officers to two 
terms in any single office.  Directs that the amendment be 
submitted to voters at the 2018 general election.  Provides that the 
amendment become effective at the 2020 general election, and that 
years of service prior to that date would count toward the limits. 

This proposal doesn’t preclude one from having a three- or 
four-decade political career at the state level, but it would be a lot 
harder since that person would need to be elected to at least two 
constitutional offices. 

On the face of it, there is little need for this amendment; by 
our count nearly 40% of House members – 51 of 134 – are in their 
first or second term and 55% (37 of 67) of the Senate members are 
in their first or second term.  Bringing fresh blood into the 
Legislature does not seem to be a problem.  We believe that it is 
far more important to draw competitive legislative districts 
(remember, the split in the Minnesota House went from 87 DFLers 
and 47 Republicans after the 2008 election to 77 Republicans and 
57 DFLers after the 2016 election).  Term limits may ensure fresh 
faces, but as other states’ experience shows, when districts are 
gerrymandered fresh faces don’t often bring fresh ideas. 

HF 3176 (Kunesh-Podein, DFL, New Brighton, 4331); HF 3220 
(Hertaus, R, Greenfield, 9188); SF 2647 (Marty, DFL, 
Roseville, 5645); and SF 2731 (Cohen, DFL, St. Paul, 5931) 
Proposes to amend the state constitution to eliminate the 
requirement that the president of the Senate automatically succeed 
to the office of lieutenant governor.  Proposes to amend the state 
constitution to require the governor to appoint a lieutenant 
governor in case of a vacancy, subject to the advice and consent of 
the Senate.  All the bills except HF 3220 propose to amend the 
state constitution to require any legislator appointed as lieutenant 
governor to resign his or her seat upon accepting the appointment.  
HF 3176 and SF 2647 are companion bills; SF 2731 is 
substantially similar but not identical to HF 3176 and SF 2647. 
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The only surprise here is that these bills weren’t introduced 
on the first day of the 2018 session.  Some legislators already 
believe the post of lieutenant governor is not worth having – 
witness the proposals we have seen over the last 15 years to 
eliminate the office entirely.  While those proposals haven’t 
gained traction, it will be interesting to see if the current 
controversy over the office sparks a more robust discussion. 

HF 3391 (Zerwas, R, Elk River, 4237); and SF 3122 (Jensen, 
R, Chaska, 4837) 
Reduces the size of the Minnesota Senate from 67 to 49 members 
and reduces the size of the Minnesota House from 134 to 98 
members, effective for the session of the legislature convening on 
or after January 1, 2022. 

Assuming that Minnesota loses a congressional seat as the 
result of the 2020 Census, this proposal would effectively peg the 
size of the legislature to the number of the state’s congressional 
districts as of 2020, with 7 senators and 14 representatives 
allotted for each.  Given that the 2022 legislative session would 
ostensibly be made up of members elected at the 2020 election, it’s 
not entirely clear how this proposal would manage that transition. 

Proponents of large(r) legislatures note that having more 
legislators allows for smaller, more homogenous districts to which 
elected officials can be more responsive.  Proponents of small(er) 
legislatures tout the cost savings that comes with fewer legislators 
and note that Minnesota is near average when it comes to state 
population but far above average when it comes to the size of the 
state legislature. 

HF 3524 (McDonald, R, Delano, 4336); and SF 2673 (Jensen, 
R, Chaska, 4837) 
Prohibits legislators from receiving per diem living expenses 
during a special session if the session is called to consider any 
major finance and revenue bills that were vetoed or otherwise not 
enacted into law during the preceding regular session and if the 
legislature adjourns sine die within 48 hours of the time and date 
of convening. 

MINIMUM WAGE 
SF 3108 (Jensen, R, Chaska, 4837) 
Sets the minimum wage for employees earning gratuities at $8.00 
per hour if the employee’s gratuities average at least $4 per hour 
for the workweek or otherwise at the greater of the applicable state 
or federal minimum wage.  Requires gratuities presented to an 
employee via inclusion on a debt, charge, or credit card be 
credited to the pay period in which they are received by an 
employee and be fully allowed to the employee.  Defines 
“employee receiving gratuities” as an employees who customarily 
and regularly receives more than $30 per month in gratuities. 

PENSIONS 
HF 3053 (O'Driscoll, R, Sartell, 7808) 
This bill includes the 2018 legislative proposals for the Minnesota 
State Retirement System (MSRS), the Teachers Retirement 
Association (TRA), and the St. Paul Teacher Retirement Fund 

Association (SPTRFA).  It provides for changes in the assumed 
rates of investment return, increases in the target dates for 
amortizing pension plans’ unfunded liabilities, and increases in 
contribution rates, among other items.  Companion to SF 2620 
(Rosen, R-Vernon Center) in Spotlight 18-01, where there is a 
more comprehensive summary and a comment. 

HF 3145 (Newberger, R, Becker, 2451) 
Allows participants in the PERA defined contribution pension 
plan to receive distributions from his or her account while 
employed if employed in the public sector and if aged 65 or older. 

PERA’s defined contribution plan is limited to physicians, 
elected local government officials, city managers, and volunteer 
ambulance service personnel only. 

STATE AND LOCAL GOVERNMENT 
HF 3313 (Bennett, R, Albert Lea, 8216) 
Authorizes local governments which have experienced a loss of 
health care services due to the closure or reduction provided by 
Mayo Clinics since 1/1/2015 to use state infrastructure aid to 
finance construction of or improvements to privately owned 
buildings for the purpose of restoring health care service levels.  
Requires the local government to finance at least half of such 
expenses to use such aid in this manner.  Stipulates that the city of 
Rochester is not eligible for these provisions. 

HF 3360 (Jessup, R, Shoreview, 0141) 
Provides for continuing appropriations for the judiciary, a 
constitutional office, the legislation or an executive agency at 90% 
of the prior base level of operating money is not appropriated 
before July 1 of an odd-numbered year.  Stipulates that the 
provisions do not apply to one-time appropriations from the prior 
fiscal year.  Authorizes Minnesota Management and Budget to 
make technical adjustments to accurately reflect the amount that 
constitutes the annual base level of the appropriation, so long as at 
least one of a list of conditions is met.  Requires MMB to adjust 
the appropriation for each forecasted program according to the 
estimates in the February economic forecast. 

This idea has percolated since the state government shutdown 
of 2011, and clearly last year’s legislative funding brawl will 
create new interest in this instead.  It’s little wonder anyone would 
want to repeat the experience, given just how toxic the atmosphere 
becomes in those situations.  However, this isn’t the solution.  
Provisions like these simply relieve the pressure on policymakers 
to settle their differences – with much greater likelihood that 
budget battles will just extend into the fall or winter. 

SF 3056 (Benson, R, Ham Lake, 3219) 
Requires proposed changes to state employee group insurance be 
submitted on a stand-alone basis to the Legislative Coordinating 
Commission (LCC) for approval or disapproval.  Prohibits any 
collective bargaining agreement or compensation plan from being 
submitted to the LCC if it includes changes to state employee 
insurance the body previously disapproved.  Companion to HF 
2924 (O’Neill, R-Maple Lake) in Spotlight 18-01, where there is a 
comment. 
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TRANSPORTATION 
HF 3482 (Anderson, S., R, Plymouth, 5511) 
Authorizes cities of 60,000 or more located partially or entirely in 
Hennepin County that do not have a current light rain transit line 
or a light rail transit line in planning or development to receive 
half of the transportation sales and use tax proceeds raised within 
the city.  Requires the city to spend such revenues on roads and 
bridges within the portion of the city located in Hennepin County.  
Effective through 6/30/2038 unless the tax is terminated prior to 
that date. 

This proposal appears to be targeting the cities of Maple 
Grove and Plymouth. 
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