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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). 
 The session endgame looks to begin soon, as we expect both 
the House and Senate to release their omnibus tax bills in the 
upcoming week.  We can’t say for sure what they will look like, but 
if history is any indication they will be rather different from each 
other, and both substantially different than what Governor Dayton 
has proposed.  It would be challenging in a good year for the two 
parties to agree on a tax reform package.  Given the toxic political 
environment nationwide and the fact that we have an election in 
November, this is probably not a good year. 
 We expect to publish two more editions of Legislative Spotlight 
this year: one after both bodies have approved their respective tax 
bills, when we will provide a side-by-side summary of the two 
proposals.  The second will be a summary of the final tax bill (we’ll 
be optimistic).  We’ll keep you informed about developments at the 
Capitol through the blog on the members-only portion of our 
website and through our e-briefs.  Let our office know if you aren’t 
receiving our electronic mailings and would like to or need access 
to the website.  And as always, thanks for your support for sound 
tax policy, efficient spending, and accountable government. 

FROM THE COMMITTEE ROOMS 

House Tax Committee Hears Governor’s Tax 
Proposals 

The House Tax Committee heard Commissioner of Revenue 
Cynthia Bauerly’s overview of Governor Dayton’s proposed tax 
initiatives, as laid out in HF 4385.  Broadly speaking, on the income 
tax side the proposal would convert the starting point for 
Minnesota’s income tax calculations from federal taxable income 
to federal adjusted gross income, effectively reinstate the prior 
federal tax code with regard to the standard and itemized 
deductions, expand the Working Family Credit, create a new 
personal and dependent tax credit.  Much of this tax relief would be 
paid for by higher taxes on business, especially the incorporation of 
deferred foreign income, global intangible low-taxed income 
(GILTI), and foreign-derived intangible income into the corporate 
tax base and the limitation on the net deduction for interest to 30% 
of income.  The governor also proposes rolling back three 
provisions from the 2017 tax bill to which he has consistently 
objected – reinstating the inflator on the state general levy, freezing 
the estate tax subtraction at the current $2.4 million level, and 
reversing the changes to cigarette and tobacco taxes. 

Perhaps lost in the shuffle are a number of changes which the 
administration is billing as “corporate tax reform.”  We’ve seen 
some of these proposals, which would raise $5.5 million in FY 2019 
and $21.7 million in FY 2020-21 in the last few tax bills, but the 
governor is clearly taking another run at them.  For the record, those 
provisions are: 

 “Preventing tax evasion” (a.k.a. economic substance 
provisions) 

 Creating a 16% base year percentage for the R&D credit when 
records for the base year are not available 

 Excluding dividends received from debt-financed stock when 
calculating the dividend received deduction 

 Excluding derivative contract transactions from the 
apportionment sales factor 

 Eliminating the discrepancy in the apportionment of mutual 
fund income, where income of corporately-managed funds is 
apportioned based on where the shareholders are located and 
S-corp-managed funds and apportioned based on where the 
mutual fund is located 

 Raises the insurance tax rate on entities procuring insurance 
directly from a nonadmitted insurer from 2% to 3% of gross 
premiums less return premiums paid by an insured whose home 
state is Minnesota 

 Narrows the existing qualified data center sales tax exemption 
that was enacted in 2011 

The “economic substance” provisions in the bill bring this 
controversial issue before legislators once again.  This language has 
roots in a 2010 Minnesota Supreme Court decision that prohibited 
the Department from engaging in this practice, which would have 
given the Department broad discretion to disregard transactions that 
it deems make no meaningful change in a taxpayer’s economic 
position.  The provisions are troubling in no small part because of a 
one-two punch: the size of the penalties that it would impose on 
companies that have disallowed transactions and the extremely high 
burden of proof a taxpayer would need to make to challenge the 
Department’s position.  It some ways the economic substance 
debate is highly reminiscent of the debate over residency testing – 
significant subjectivity plus high burdens of proof equals a tax 
planning and enforcement landscape of troubling uncertainty and 
ambiguity. Likewise it could be responsibly addressed in the same 
way as residency testing: statutory language that in this case clearly 
and unambiguously lists what specific transactions would be found 
in violation of economic substance. 

Much of the abbreviated questioning from committee members 
focused on the Tax Incidence Analysis of the proposal prepared by 
the Department’s Tax Research Division.  When including the 
governor’s proposal to repeal the sunset of the MinnesotaCare 
provider taxes (being carried in the governor’s Human Services 
bill), the proposed tax changes in their entirely would increase the 
regressivity of state-local tax system, from a Suits Index from -
0.158 to -0.160.  Republicans consistently returned to this point, 
while DFLers and Commissioner Bauerly responded with three 
points: first, that the tax bill itself is highly progressive (although 
we note that the overall change is slight); extending the provider tax 
merely extends current law, which mitigates the any harm relative 
to the system as it stands today; and that the provider tax finances 
health care services which directly benefit people in the bottom 
income deciles.  In some respects, the debate resembles the disputes 
over whether the state budget has increased if it’s above the 
spending levels for the prior biennium but below the amount 
forecasted for the biennium.  The major difference is the political 
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role reversal, with DFLers now arguing that the prior year should 
be the baseline while Republicans argue any change should be 
measured against the 2019 incidence projections. 

Public testimony was relatively brief, with testifiers limited to 
2 minutes each.  Support for and opposition to the proposal broke 
down among predictable lines.  Advocates for low-income families 
praised the expansion of the Working Family Credit, the new 
personal and dependent credits, and the preservation of the current 
income definitions for the property tax refund.  Some progressive 
groups supported the raid on corporate taxes to finance income tax 
relief, noting their belief that the federal tax bill delivered most of 
its relief to corporations and the wealthy.  Business interests 
generally spoke in opposition, with the Business Partnership and the 
Chamber discussing the corporate tax provisions and trade 
associations targeting specific provisions that would impact their 
members. 

With about a month to go in the session, expectations for a 
difficult and contentious end are becoming increasing justified 
given the significant concerns about the governor’s proposal 
expressed by House Tax Committee members and that both the 
House and Senate responses to the Tax Cuts and Jobs Act (TCJA) 
have yet to come out.  One point of seeming agreement between 
both political parties – that no individual taxpayer should see an 
increase in state income taxes as a result of Minnesota’s response 
to the TCJA – is by itself a major policy challenge since the 
“cleanest” avenue to accomplishing this task would essentially 
recreate old federal tax code in state tax law which is suboptimal (to 
say the least) for filers and tax administrators.  The other point of 
seeming agreement – providing additional individual income tax 
relief – poses a separate challenge as the money is not there to 
accomplish this feat without tapping into large amounts of new 
business tax revenue which 1) is an exceptionally volatile and 
dangerous base on which to build permanent individual income tax 
relief; 2) is subject to tremendous legal and forecast uncertainty; 
and 3) exacerbates Minnesota’s already iffy competitive position by 
significantly expanding the state corporate tax base without 
providing any corresponding rate reduction.  Forthcoming House 
and Senate proposals will add greater clarity to potential end game 
scenarios but indications right now seem to suggest the rockiness of 
sessions past will revisit us once again.  

BILL SUMMARIES 
 The following are links to additional information from House 
Research; Senate Counsel, Research, and Fiscal Analysis; or the 
Department of Revenue on bills summarized in this edition or prior 
editions of the Legislative Spotlight that may be of interest to 
members. 

HF 4385 / SF 3982 (Governor’s tax bill) 

http://www.revenue.state.mn.us/research_stats/revenue_analyses/2
017_2018/hf4385_1.pdf 

http://www.revenue.state.mn.us/research_stats/revenue_analyses/2
017_2018/hf4385(sf3982)_pt_1.pdf 

http://www.revenue.state.mn.us/research_stats/revenue_analyses/2
017_2018/hf4385_Incidence.pdf 

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. 

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 4385 (Davids, R, Preston, 9278); and SF 3982 
(Chamberlain, R, Lino Lakes, 1253) 
These are Governor Dayton’s tax initiatives.  See our article at the 
beginning of Legislative Spotlight for more information and links 
to the materials the Department has prepared on this proposal. 

Combination of Taxes (Corporate & Individual Income) 
HF 4450 (Davids, R, Preston, 9278); and SF 4010 
(Chamberlain, R, Lino Lakes, 1253) 
Requires the individual income and corporate franchise tax rates to 
be reduced if the November economic forecast indicates the 
statutory requirements governing the allocation of any budget 
surplus have been fulfilled and revenues are projected to exceed 
expenditures (excluding any carryforward amounts) at either the 
close of the next and subsequent biennia (even-numbered year 
forecasts) or the close of the current and subsequent biennia (odd-
numbered year forecasts).  Prohibits any rate reduction from 
causing projected expenditures to exceed projected revenues over 
the previously stated periods.  Requires rates to be reduced in 
increments of 0.1% and limits the total rate reductions to 1.0%.  
Directs that rate reductions take effects as follows: 

Nov. Forecast Date  Effective Date of Rate Reduction 

Odd Year 
Tax year starting January 1 of the 
year immediately following the 

forecast year. 
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Even Year 
Tax year starting one year after 

January 1 of the year immediately 
following the forecast year. 

SF 3975 (Franzen, DFL, Edina, 6238) 
Creates an individual income and corporate franchise tax credit 
(which would not apply to the minimum fee) equal to 50% of the 
taxpayer’s donation to a qualified youth intervention organization.  
Imposes a $5 million annual limit on aggregate credits and an 
annual credit limit of $50,000 for any corporate tax filer, of $10,000 
for a married-joint filer, and of $5,000 for any other individual 
income tax filer.  Companion to HF 4020 (Ward, DFL-Woodbury) 
in Spotlight 18-04, where there is more information. 

Combination of Taxes (Corporate. Individual Income 
and Insurance) 
HF 4413 (Garofalo, R, Farmington, 1069); and SF 3990 
(Abeler, R, Anoka, 3733) 
Provides that the full amount of the certified historic structure credit 
may be claimed in the taxable year in which the qualified 
rehabilitated building is placed in service.  Eliminates the planned 
sunset of the program after FY 2021. 

The federal credit, which this program mimics, pays out over a 
five-year period.  This proposal would decouple Minnesota’s credit 
– which is equal to 20% of the federal amount – from that 
requirement and allow the entire payment to be made at one time. 

Combinations of Taxes (Property and Sales) 
HF 4348 (Drazkowski, R, Mazeppa, 2273); and SF 3999 
(Goggin, R, Red Wing, 5612) 
Exempts building materials and supplies used for constructing or 
replacing real property in Mazeppa affected by the 3/11/2018 fire 
from the sales and use taxes.  Exempts purchases of capital 
equipment made to replace capital equipment destroyed in the same 
fire from the sales and use taxes.  Provides in both instances that the 
tax must be imposed and then refunded upon application.  
Authorizes the city of Mazeppa to create a tax increment financing 
district in the affected area.  Appropriates an undetermined amount 
of money for the city of Mazeppa and Wabasha County on a one-
time basis to pay for property tax abatements and other costs 
incurred by private and public entities relating to the fire. 

Corporate Income Taxes 
HF 4436 (Hornstein, DFL, Minneapolis, 9281); and SF 4007 
(Marty, DFL, Roseville, 5645) 
Expands Minnesota’s corporate income tax base by adopting the 
international tax provisions contained in the federal Tax Cuts and 
Jobs Act for purposes of Minnesota taxation. 

The superficial simplicity of this idea contrasts starkly with the 
18 page “preliminary overview” of the highly challenging and 
complex technical, legal, and constitutional issues associated with 
its implementation as discussed by legendary tax scholar Walter 
Hellerstein in a recent special report in State Tax Notes on state 
corporate income tax consequences of federal reform.  Like it or 

not, this issue can’t simply be distilled down to the bumper sticker 
slogan of “making big corporations pay their fair share.” 

Individual Income Taxes 
HF 4415 (Hertaus, R, Greenfield, 9188) 
Provides that stillbirths occurring outside the state of Minnesota are 
eligible for the stillbirth credit.  Stipulates that the credit be claimed 
by the parent who gave birth to the child and is listed as a parent on 
the birth certificate, so long as that person is subject to the 
Minnesota income tax.  Effective retroactively to tax year 2016 (the 
first year for which the credit was in effect). 

MinnesotaCare Taxes 
HF 4426 (Davids, R, Preston, 9278) 
Eliminates the scheduled 1/1/2020 repeal of the MinnesotaCare 
provider taxes. 

Property Tax (except Aids and Credits & TIF) 
HF 4327 (Mariani, DFL, St. Paul, 9714); and SF 3906 (Pappas, 
DFL, St. Paul, 1802) 
Reattaches the Saint Paul Downtown Airport to the property tax 
base for the City of Saint Paul and the Saint Paul school district.  
Provides that the airport property is eligible for contributions to the 
fiscal disparities pool. 

Currently, the airport is liable only for county and special 
taxing district taxes – similar to the Minneapolis-Saint Paul 
International Airport. 

HF 4357 (Green, R, Fosston, 9918) 
Directs that real property initially acquired in fee by a 
nongovernmental organization for conservation purposes using 
state funds and subsequently transferred to a state agency be 
designated class 2b (rural vacant land) and subject to property 
taxation until such time as the agency disposes of the property.  
Prohibits payments in lieu of taxes for such property.  Includes other 
provisions related to conservation easements. 

HF 4427 (Schultz, DFL, Duluth, 2228) 
Exempts property located in a city of the first class (presumably 
Duluth) which is owned by a 501(c)3 nonprofit, was built in 1937, 
and contains a structure between 9,000 and 10,000 square feet 
which is operated as a nonprofit community health center from 
property taxes.  Effective payable 2018 only. 

HF 4434 (Hertaus, R, Greenfield, 9188) 
Directs that, for fractional farm homesteads, the portions of the 
property classified as homestead and nonhomestead correspond to 
the ownership percentages on file in the county land records (i.e., 
that the homestead portion be awarded to qualifying owners and the 
nonhomestead portion be awarded to nonqualifying owners).  
Further directs that the fractions classified as homestead and 
nonhomestead be divided equally between all owners if the land 
records have no information on ownership percentages. 

HF 4442 (Layman, R, Cohasset, 4936) 
Requires, for properties subject to the Iron Range Fiscal Disparities 
program, that the effect the program has on the total property tax 
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amount owed be clearly displayed on both the Truth-in-Taxation 
statement and the property tax statement. 

SF 3924 (Eichorn, R, Grand Rapids, 7079) 
Provides that, for any county which has at least 35% of its net tax 
capacity in the taconite assistance area, the entire county be subject 
to the Iron Range fiscal disparities program. 

Under current law, the Iron Range fiscal disparities program 
is limited the territory that falls within the taconite assistance area. 

SF 3929 (Bigham, DFL, Cottage Grove, 7-8060) 
Provides that owners of property in the metropolitan agricultural 
preserves program may request early termination from the program 
after four years of participation.  Requires the authority exercising 
planning and zoning authority over the land to approve the 
termination by majority vote. 

Property Tax – Aids and Credits 
HF 4354 (Anderson, P., R, Starbuck, 4317) 
Extends the sunset date for the availability of an appropriation for 
fire remediation grants for the city of Melrose and Stearns County 
relating to fires in Melrose in September of 2016 from June 30, 
2018 to June 30, 2023. 

HF 4395 (Anderson, P., R, Starbuck, 4317); and SF 3960 
(Weber, R, Luverne, 5650) 
Creates a state-paid property tax credit equal to $50 per acre for 
lands that were converted to a riparian buffer between 2015 and 
2019 to comply with the state’s riparian buffer laws.  Disqualifies 
any property that is in a conservation program that provides income 
to the landowner or which was compensated for damages related to 
the installation of the buffer.  Prohibits a landowner from claiming 
the credit for any land which is subject to a riparian buffer-related 
enforcement action.  Directs county auditors to apply the credit to 
qualifying landowners’ property tax bills and provides for state 
reimbursement in two halves, to be paid October 31 and December 
26 annually. 

HF 4403 (Drazkowski, R, Mazeppa, 2273) 
Reduces the local government aid payment or county program aid 
payment, as appropriate, to a local government by the amount of 
money that government appropriated in the prior calendar year for 
grants to illegal immigrants for legal services to fight deportation 
proceeding or to otherwise fund programs providing similar 
services. 

HF 4412 (Layman, R, Cohasset, 4936); and SF 3987 (Eichorn, 
R, Grand Rapids, 7079) 
Limits, for purposes of payments-in-lieu of taxation, any reductions 
in the appraised value of acquired natural resourced land below the 
2010 values. 

HF 4432 (Metsa, DFL, Virginia, 0170); and SF 3995 (Bakk, 
DFL, Cook, 8881) 
Clarifies that land improved with a pavement, other than a paved 
trail under easement, lease or terminable license to the state of 
Minnesota or a political subdivision is not eligible for participation 
in the sustainable forest incentive program, regardless of when the 
land including the paved trail was first enrolled in the program. 

HF 4445 (Schomacker, R, Luverne, 5505); and SF 4017 
(Weber, R, Luverne, 5650) 
Increases the local government aid appropriation by $30.6 million, 
from $534.4 million to $565.0 million.  Makes modifications to the 
city revenue need formulas that are outside the scope of this bill 
summary; we will provide staff materials when and if the proposal 
receives a hearing. 

Property Tax – Tax Increment Financing 
HF 4408 (Anselmo, R, Edina, 4363); and SF 4004 (Franzen, 
DFL, Edina, 6238) 
Authorizes special tax increment financing rules for a project area 
in the city of Edina.  Authorizes the city to increase the permitted 
percentage of expenditures for activities outside the geographic area 
of the Grandview 2 TIF Redevelopment District for amounts spent 
for lid development in the project area for which the special rules 
are being created. 

HF 4409 (Rosenthal, DFL, Edina, 7803); and SF 4403 
(Franzen, DFL, Edina, 6238) 
Modifies the special TIF authority for the city of Edina’s Southeast 
Edina Redevelopment Project Area that was provided for in the 
2014 tax bill. 

Sales Tax 
HF 4367 (Barr, R, Inver Grove Heights, 4192); and SF 3923 
(Klein, DFL, Mendota Heights, 4370) 
Exempts construction-related materials, supplies, and equipment 
incorporated into a new fire station in the city of Inver Grove 
Heights from the sales and use taxes.  Effective upon enactment 
through December 31, 2020. 

HF 4370 (Davids, R, Preston, 9278); and SF 3940 
(Chamberlain, R, Lino Lakes, 1253) 
Requires Revenue to reduce the sales tax rate effective the first day 
of the calendar quarter beginning fifteen months after the state 
begins to collect tax on sales made by retailers without a physical 
presence in the state and by marketplace providers.  Requires that 
the rate reductions be set such that they offset the increased tax base 
(i.e., in a revenue-neutral way). 

HF 4405 (West, R, Blaine, 4226) 
Dedicates the sales tax revenues derived from sales and purchases 
made at the National Sports Center in Blaine to the Minnesota 
Amateur Sports Commission for the promotion and development of 
amateur sports in the state. 

Otherwise known as the “Makes As Much Sense as Car Parts 
Dedication” Act. 

SF 3886 (Dziedzic, DFL, Minneapolis, 7809) 
Expands the sales and use tax exemption for purchases of 
firefighting equipment to include such equipment purchased by the 
Department of Public safety with funds from the fire safety account.  
Companion to HF 4321 (Davids, R-Preston) in Spotlight 18-04. 

SF 3912 (Anderson, B., R, Buffalo, 5981) 
Exempts items purchased in a transaction covered by Medicare, 
Medicaid, or a private health plan from the sales and use taxes, to 
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the extent to which such purchases are currently taxable.  
Companion to HF 3292 (Quam, R-Byron) in Spotlight 18-02. 

SF 3992 (Abeler, R, Anoka, 3733) 
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.  Companion to HF 
3313 (Bennett, R-Albert Lea) in Spotlight 18-02. 

STATE AND LOCAL GOVERNMENT 
HF 4339 (Knoblach, R, St. Cloud, 6612); and SF 3918 (Rosen, 
R, Vernon Center, 5713) 
Increases the budget reserve cap from $1.597 billion to $1.608 
billion.  Eliminates an obsolete budget surplus transfer provision 
relating to clean water and its relate expiration clause. 

SF 3984 (Mathews, R, Milaca, 8075) 
Requires legislative approval before an administrative rule may 
take effect. 

TRANSPORTATION 
HF 4437 (Torkelson, R, Hanska, 9303) 
Proposes to modify the Minnesota Constitution to dedicate the 
revenues from sales taxes on the sale and purchase of motor vehicle 
repair and replacement parts for road and bridge repair.  Companion 
to SF 3837 (Newman, R-Hutchinson) in Spotlight 18-04, where 
there is a comment. 
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