
85 East Seventh Place
Suite 250
St. Paul, MN  55101
(651) 224-7477

Periodical
Postage

Paid
Twin Cities, 

MN

Highlights from the MCFE 
89th Annual Meeting and 
Policy Forum
Wrestling with the notion of business tax 
fairness, recommendations for the state 
surplus, and a “Minnesota report card” from 
one of the state’s most successful business 
leaders.

MCFE welcomed a capacity crowd of nearly 
200 members and guests to its 89th Annual 
Meeting at the St. Paul River Centre on Oc-
tober 7. Following our early morning busi-

ness session, this year’s policy forum focused 
on a two issues making headlines – the 
push for greater “fairness” in business taxa-
tion and the disposition of the state budget 
surplus. A distinguished group of state and 
national experts engaged in wide ranging 
discussions of these important, and often 
politically contentious, issues.

Commissioners Update

The policy forum began, as is our custom, 
with a departmental update from Revenue 
Commissioner Cynthia Bauerly who provid-
ed an overview of some key departmental 
administrative initiatives as well as a look 
ahead to the forthcoming 2016 session.

Commissioner Bauerly began by highlight-
ing the emphasis the Department has placed 
on taxpayer education and outreach over 
the past year – all with the intent to improve 
understanding of and compliance with the 
tax system and to ensure all taxpayers pay 
“no more and no less” than their obliga-
tions. She cited the over 1,000 outreach 
events the Department has conducted over 
the past year on issues such as sales tax with-
holding, business registration and tax filing. 
These outreach initiatives include the de-
velopment of educational videos and further 
investments in their “plain language initia-
tives” which has won an award for state 
government innovation. Other noteworthy 
accomplishments include new e-subscrip-
tion services that provide developments on 
tax topics of interest and the new electronic 
certificate of real estate value system – a ma-
jor modernization and upgrade of what was 
once a labor and paper intensive process 
that offers significant value to real estate 
professionals of all types. The e-CRV system 
has also earned the Department an award 
for state government innovation.

Turning her attention to tax policy and leg-
islation, Commissioner Bauerly noted that 
given the unusual way the 2015 session end-
ed, 182 tax provisions remain open and are 
still on the table. Notably, the Department’s 
technical and policy bill, which contains a 
large number of important and vetted pro-
visions, counts as only “one” of that total. 
More such provisions are likely to be added 
and combined with the $2.7 billion worth of 
proposals remaining open ($4.8 billion when 

fully phased in) plus the likely prospect of 
“last minute” federal extenders. Two eco-
nomic forecasts before the start of the next 
session only adds to the uncertainty. There 
is considerable interest in figuring out ways 
to have the shortened 2016 session go as 
smoothly as possible. Rumors of early hear-
ings may become reality as all indications 
suggest an exceptionally busy tax agenda.

Commissioner Bauerly concluded with a 
summary of the accomplishments of the 
past several years – among them being im-
provements in tax fairness, the payback of 
accounting shifts, and investments in the 
state’s rainy day fund. She noted Standard 
and Poor’s has issued an improved outlook 
which helps pave the way for the state to 
regain its triple-A credit rating. She also 
noted the twin goals of structural stability 
in state finances and necessary investments 
to secure our economic future will remain a 
focus for the Administration in the session 
to come.

Business Tax Fairness

How does the concept of “tax fairness” ap-
ply to business taxation? Does the pursuit of 
fairness require something more than com-
pliance to existing law? If so, how can it be 
determined and what are the implications 
at the state, national and international level 
for business planning and operations? These 
and related questions were the focus of our 
2015 tax panel featuring a distinguished 
group of state tax experts moderated by 
Council on State Taxation President Doug 
Lindholm. Panel participants were Gerald 
Morris, Vice President and Chief Tax Of-
ficer, General Mills; Scott Naatjes, General 
Tax Counsel and Vice President, Cargill; 
Judy McNamara, Vice President Taxes, Eco-
lab; and Jeff Hyde, Senior State Tax Coun-
sel, IBM Corporation.

Framing the panel discussion, Doug Lind-
holm noted the concept of “business tax 
fairness” has two separate and very different 
interpretations. The first – preserving and 
promoting equitable and nondiscriminatory 
taxation of businesses -- is well established 
as good public policy. The second interpre-
tation is far more dubious and controversial:  
an expectation that businesses should con-
form to some preconceived societal notion 
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essentially all government operations except 
for utilities, liquor stores, employee retire-
ment (pensions), unemployment benefits 
and workers compensation. In Minnesota, 
58.4% of the total revenues governments 
use to support their general operations come 
from taxes. That’s the 8th highest percent-
age in the nation – making us highly depen-
dent on tax revenues to support this activity.

Governments use money from two other 
sources to finance general spending. One 
source is the non-tax revenues that state 
and local governments raise – user fees/
charges and interest earnings, among other 
things. The other source is payments from 
the federal government – largely to support 
human service programs and delivery of 
educational services. While Minnesota is a 
high-tax state, we are in no way, shape or 
form a high “non-tax” state. Nor do we seem 
to be particularly adept at securing federal 
funds. As Table 3 shows, state and local 
governments rank 31st in the nation in non-
tax revenue collections, and we rank 36th 
when it comes to federal revenues. Add this 
up, and we come out to be a fairly ordinary 
state with regard to financing government 
operations – total government collections 
are about 20% of statewide personal income 
– only 4.6% above the national average. 

This broader look at finances helps explain 
Minnesota’s spending results.

That Minnesota should rely so heavily on 
taxes instead of user fees or other charges 
to finance government shouldn’t be particu-
larly surprising, given our passionate pursuit 
of financing government in as progressive a 
manner as possible. User fees, by their very 
nature, are designed to recoup the costs of 
providing whatever service a citizen or busi-
ness is requesting. It’s hard to bake progres-
sivity into that cake. The flip side is that it 
is very hard to finance higher-than-average 
public sector spending with lower-than-av-
erage federal support and non-tax revenues 
unless you are willing to take taxes to an-
other level. That was certainly a motivation 
behind the 2013 changes that will be fully 
reflected in next year’s Census results.

A Look Ahead: Redesigning How 
Does Minnesota Compare

We published our very first edition of How 
Does Minnesota Compare in December 1969. 
It was a ten-page pamphlet that provided 
much of the same information readers can 
find in our expanded publication today. 
Back then it represented significant invest-
ment of time and effort – our staff collected 

data from the Census and BEA materials 
that were mailed to the office, calculated 
the results by hand, typed up the publica-
tion and distributed paper copies by mail or 
in person. The value-added proposition was 
real and substantial. 

But times have changed. Today Census data 
is easily and freely available to anyone with 
a computer and Internet access. Many oth-
er organizations, including the Minnesota 
Department of Revenue, routinely publish 
some or all of this information. Moreover, 
other benchmarking and comparison studies 
we have done have offered insights into the 
limitations of metrics such as these but also 
into how we can make measures and com-
parisons more meaningful and useful from a 
policy analysis and development perspective.

For these reasons, over the next year we 
will be working on a new template for How 
Does Minnesota Compare – one that brings 
more substance and understanding to our 
national rankings and (hopefully) more 
value and relevance to state policy debates. 
We look forward to sharing this new prod-
uct with you. 
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of fairness through their tax bills with an 
expectation that businesses should pay their 
“fair share” however that ambiguous notion 
is defined. The latter, he said, is receiving 
greater attention thanks to demagoguery 
from advocacy groups on tax avoidance that 
the mainstream press has eagerly picked up 
and reported on.

Highlighting numerous examples of recent 
provocative headlines regarding “corporate 
tax dodging,” and the hundreds 
of billions businesses “owe soci-
ety,” he noted that despite the 
highly inflammatory, conspira-
torial messages, there are no 
allegations of illegality or crimi-
nality. Rather, such messages 
are fundamentally premised on 
the notion that corporations 
are somehow not paying “their 
fair share” of taxes. This rather 
amorphous idea conflicts with the real-
ity that: businesses are bound by tax laws, 
businesses have a fiduciary duty to minimize 
their obligations, and there is no patriotic 
duty to pay more than you legally owe. The 
fairness issue has special relevance in the 
United States, he continued, because we are 
only one of 6 countries using a worldwide 
system of taxation – i.e., a business head-
quartered in the U.S. is taxed on all income 
earned worldwide. Even though a credit is 
given for taxes paid to other countries, the 
fact that our marginal corporate tax rate is 
the second highest in the world creates a 
huge disincentive to bring money back.

Lindholm continued by noting that what 
exactly constitutes a “fair share” of busi-
ness taxation has been a topic for debate 
going back many decades. The establish-
ment of the interstate highway system dra-
matically increased the mobility of capital in 
the United States, leading to issues of how 
to recognize and apportion income among 
the states and protect state tax bases. These 
complexities led to the drafting of the Uni-
form Division of Income for Tax Purposes 
Act (UDIPTA) in 1957 and the establish-
ment of the Multistate Tax Commission to 
provide agreement and structure for man-
aging these complex issues and making life 
easier for states and taxpayers.

Today, the digital economy has taken the 
concept of capital mobility to a completely 
new and international level, with even more 
opportunities for tax planning and even 
greater ability to move profits around. As 

a result, the complexities and issues sur-
rounding tax bases and apportionment have 
increased exponentially. Unsurprisingly, this 
has prompted another, even more ambitious 
initiative: the OECD’s Base Erosion and 
Profit Shifting (BEPS) project, which Lind-
holm called “the international version of 
UDIPTA.” The parallels with the history of 
state taxation, he noted, are “amazing.” Like 
UDIPTA, the stated intent is to ensure that 
profits earned by companies are correlated 

with activities generating the 
profits. For UDIPTA the mech-
anism was formulary apportion-
ment; for BEPS the mechanism 
is transfer pricing.

But the U.S. experience with 
UDIPTA offers a cautionary 
tale. Lindholm noted that sixty 
years later “nothing is easier for 
anyone” as many states have not 

adopted it and those that have often modi-
fied it. As a result, we have even less unifor-
mity today. Such history does not bode well 
for this significantly more complicated and 
ambitious process.

How do business tax practitioners view the 
general idea of business tax fairness and ma-
jor initiatives like BEPS to achieve fairness? 
Forum panelists offered considerable insights 
and commentary that occasionally seemed 
to be as therapeutic for them personally as it 
was informative for the audience.

Panelists began by reemphasizing the fun-
damentals – the fiduciary responsibility and 
obligations of business tax departments. 
Judy McNamara noted her department is 
not charged with designing business opera-
tions to avoid taxes; but rather to design tax 
strategies to accommodate business needs. 
“Business is the boat,” she said, pulling ev-
erything else along. Jeff Hyde echoed this 
idea noting that businesses make decisions 
based on return on investment. Taxes are a 
part of that calculation, he said, and more 
empirical data is coming out showing that 
taxation matters. Moreover, the lines be-
tween “international issues” and “state is-
sues” are increasingly blurry. With respect 
to ROI, “states are simply part of the supply 
chain,” he said, and how they treat income 
coming back from overseas and its implica-
tions for ROI makes a big difference.

Jerry Morris expanded on the mobility issue, 
noting that “total shareholder value drives 
every decision General Mills makes and that 

includes tax.” U.S. companies are at a major 
disadvantage because incurring our effec-
tive tax rate significantly harms a key busi-
ness objective – mobilizing capital without 
any cost or friction. Taxation puts real pres-
sure on capital structure and competitive-
ness. A major problem influencing current 
business tax fairness agendas, he noted, is 
the “naïve arrogance we remain the center 
of intellectual property and the generation 
of ideas.” Noting General Mills’ global pres-
ence in research and development, he said 
intellectual property is mobile and can be 
generated or created anywhere.

Scott Naatjes questioned the thinking and 
fundamental premise behind business tax 
fairness, the idea of base erosion. “What is 
base erosion? Some measure of income that 
someone simply believes they should be able 
to tax.” He noted the problem with this idea 
can best be understood by the starkly differ-
ent attitudes which exist toward the same 
economic activity. He gave an example 
of a foreign company choosing to build a 
major factory employing 1,000 people in a 
community. Local economic development 
professionals and governments who would 
benefit from the revenues would laud such a 
decision. But if the parent company charged 
a royalty to the factory and financed it with 
debt, the same company would be “cast as 
villains” by the OECD because the tax base 
was “eroded” with an interest payment and 
a royalty payment.

With respect to BEPS specifically, Naatjes 
spared no criticism and pulled no punches 
arguing it is a revenue grab masquerading as 
a fairness pursuit with potentially disastrous 
implications for business. “Don’t believe the 
BEPS effort is neutral, he said, “and don’t 
believe there is economic substance you can 
actually judge. What you are seeing is ero-
sion in the rule of law.” He continued by say-
ing BEPS is really an effort to cajole coun-
tries into increasing taxes on capital, and 
the question is who is going to dare to move 
first. “If you have different operations in five 
countries each with a different function – all 
five countries think they earned everything. 
That’s how BEPS works.”

Of primary concern, he continued, are the 
implications for operations in developing 
nations – where the judiciary is “routinely 
bought and paid for.” Revenue authorities 
with subjective standards plus unlimited 
information about every aspect of your op-
erations are a recipe for disaster. “This will 

“Fairness in 
state taxa-

tion… is often 
interpreted as 
‘we get 100% 

of it.’”

Governor Dayton enacted near the end of 
the 2013 legislative session. Estimates at the 
time suggested that the fourth tier would 
raise about $585 million in the first year 
alone. Adding $585 million to the FY 2013 
revenue totals gives a sense of where Minne-
sota might fare in the FY 2014 numbers that 
will come out next year. Those additional 
tax revenues raise Minnesota’s income tax 
collections by about 6.5% – to $37.13 – 
which in turn raises the state’s ranking two 
spots, from sixth to fourth – behind high-
income New York, sales tax-less Oregon, 
and Maryland.

Spending: And the Winner Is…
Human Services (Again)

On the expenditure side governments in 
Minnesota are spending at levels close to 
the national average, continuing a trend 

that is now almost a decade long. Table 2 
shows Minnesota spending amounts, ranks, 
and spending relative to the national av-
erage for large- to medium-sized budget 
areas. Over half of state and local spend-
ing is concentrated in two areas: what the 
Census defines as “public welfare” (spend-
ing toward the “support of and assistance to 
needy persons contingent upon their need” 
– essentially “human services”), and educa-
tion (both K-12 and higher ed). As the table 
indicates, relative to other states Minnesota 
has prioritized three areas of spending: high-
ways, natural resources and parks, and hu-
man services.

Higher-than-average highway spending isn’t 
much of a head-scratcher. As a cold-climate 
state with a lot of transportation infrastruc-
ture Minnesota’s operating and mainte-
nance costs (think snowplowing and freeze-

thaw issues) will simply be higher than those 
in warmer areas. Higher spending on natu-
ral resources and parks shouldn’t be too sur-
prising either – the state’s traditionally high 
levels of spending have been supplemented 
in recent years by the dedicated sales tax 
revenues approved by voters back in 2008. 
Higher spending in the human services area 
is more of a policy decision than the other 
two areas, but policymakers have made it 
a spending priority for as long as we have 
published this data. Although human ser-
vice spending relative to personal income 
fell about 11% from 2012, it is still the larg-
est public sector spending area, nearly 20% 
higher than K-12 education, and continues 
to be the only spending area where Minne-
sota ranks in the top ten.

Much has been made about the effects an 
aging population will have on government 
finances. Although the full impact of the 
“silver tsunami” is still some years off, poli-
cymakers are already dealing with difficult 
financial trends. Consider that since 1990:

• Public welfare spending has grown about 
65% faster than personal income (351% 
compared to 212%)

• Public welfare spending has grown about 
75% faster than state and local govern-
ment tax collections (351% vs 198%)

It’s difficult to see how these spending trends 
can continue into the long-term without 
either serious crowding out of other areas 
of government spending and/or additional 
taxes and federal revenue. Legislators on the 
human services committees are likely to ex-
perience their own version of Groundhog Day 
for a long time to come – continually trying 
to find ways to bend the cost curves down.

Explaining High Taxation and 
Average Spending 

Perhaps the most striking finding that comes 
out of the Census Bureau data is the discon-
nect between relatively high tax revenues 
and relatively average spending. How can 
Minnesota rank 27th in government spend-
ing when we’re 9th in total state and local 
government tax collections? The answer is 
that taxes are only one source of state and 
local revenues.

The total spending numbers we report in 
How Does Minnesota Compare provide de-
tails on “general government” spending – 
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Table 2: Minnesota State and Local Government Spending, FY 2013

Selected Budget Areas
Spending per $1,000 of Personal Income

Amount Rank % +/- US Avg

Public Welfare $48.23 9 +31.2%

K-12 Education $40.28 30 (0.7%)

Higher Education $18.10 33 (2.7%)

Highways $14.65 17 +29.6%

Health and Hospitals $13.61 35 (22.9%)

Natural Resources/Parks $6.96 14 +46.5%

Police $6.74 28 (6.5%)

Interest Payments on Debt $6.51 28 (15.7%)

Housing & Development $3.49 20 (5.0%)

Corrections $3.44 44 (34.1%)

All Other Expenditures $29.70 41 (13.9%)

Total – All Budget Areas $191.70 27 +2.0%

Note:  Numbers do not add due to rounding.
Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.

Table 3: Selected Minnesota State and Local Government Financial Measures, FY 2013

Financial Measure
Amount per $1,000 of Personal Income

Amount Rank % +/- US Avg

Tax Collections $117.10 9 +13.0%

Other (non-tax) Own-Source Revenues $44.21 31 (4.5%)

Revenue from Federal Government $39.08 36 (6.1%)

Total General Government Revenues $200.38 22 +4.6%

Total General Government Spending $191.70 27 +2.0%

Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.
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From The Director: Hug a Corporate 
Tax Professional
While the official title of our annual meeting tax panel was “Na-
tional and International Developments in Business Tax Fair-
ness,” we might have more accurately labeled it “The Plight of 
the Modern Tax Professional in an Increasingly Complex and 
Cynical World.”

Full disclosure: most of the incredible admin-
istrative and technical complexity surround-
ing corporate income taxation flies over my 
head at a cruising altitude of 35,000 feet. 
Moreover, I know I would be simply awful at 
this job. As my kids can attest, after ten-plus 
years, I still can’t apportion the last glazed 
donut fairly. Being responsible for complying 
with literally thousands of local, state, na-

tional and international tax laws (and in the 
process making sure all these governments get their “fair share” 
of company profits) would be an unmitigated disaster.

But you don’t need  a deep background in tax accounting or tax 
law to recognize tax populism --  the pursuit of more tax revenue 
masquerading as a fairness problem.   It’s marked by oversimplifi-
cation, fatuous numbers, and statements of fact or reality that are 
misleading or just plain wrong.  As our forum highlighted, there 
is a whole lot of that going around.

As long as we have corporate income taxation, we will have tax 
strategies and tax planning. As our panel emphasized, such be-
havior by business is not inherently evil, but responsible, profes-
sional, and above all legal practice toward fulfilling their fiduciary 
responsibilities. Of course there are some troubling, hyper-aggres-
sive planning practices described by one of our panelists as “put-
ting 5 people on a beach and declaring them a 16 trillion dollar 
company.” But another way to view this type of problematic be-
havior is that it’s what you have to expect, on at least some level, 
if you are intent on using an increasingly challenged, unworkable 
(and many economists would argue fundamentally dumb) tax in 
light of the modern global economy. The big question is whether 
there is enough duct tape and Gorilla Glue in the world to “fix” 
it without creating other, and even bigger, problems.

Caught in the middle is the tax practitioner who lives in this 
world and ties damsels to railroad tracks as a hobby. It was clear 
from the panel discussion that the demagoguery surrounding 
their work is not only annoying but also offensive on both a per-
sonal and professional level.

So next time you see them, give a hug to your neighborhood 
corporate tax professional. Chances are they need it.

— M. H.

Mark Haveman

be an absolute catastrophe,” he stated. He 
noted the only solution would be binding 
arbitration in third world countries, which 
they will not agree to given the ability to 
reach across borders and take as much as 
they want based on some abstract theory of 
fairness that nobody can identify and which 
cannot be litigated. “It’s not about every-
body being more fair, don’t buy that for a 
minute,” he concluded.

Turning to state-level fair share initiatives, 
Lindholm raised the issue of “tax havens” 
noting that Montana, Oregon and D.C. 
have now published lists of tax havens. Jeff 
Hyde replied that in his discussions with 
states pursuing this idea he emphasizes 
that having a lower tax rate doesn’t make a 
country a haven, and if that were the case 
the entire rest of the world could be consid-
ered a tax haven compared to the United 
States. No less disconcerting is that “fair-
ness” in state taxation of foreign generated 
income is often interpreted as “we deserve 
100% of it.” States were once laboratories 
of democracy,” he concluded, “but have 
now become incubators of very strange tax 

concepts.” Judy McNamara commented 
that on a personal level she fully under-
stands and appreciates the public and me-
dia frustration and headshaking with re-
spect to the most aggressive tax planning 
practices reported in the news. “I get it” she 
said, and being grouped with such practices 
is frustrating. Ultimately, however, the last-
ing solution is to stop moralizing and fix 
the tax code.

Since every business tax dollar is ultimately 
reflected in higher prices, lower wages or 
lower returns on investment why in the 
pursuit of fairness are we taxing business at 
all? It’s a question that can probably only be 
raised in a forum like ours. Noting that the 
economic burden of taxation will be borne 
by the factor that has the least capacity to 
change, Scott Naatjes argued we are in a 
world where capital flows freely everywhere 
but labor and consumption is sticky. Thus, 
he maintained, the question of whether 
business is paying their fair share is really a 
question of how much you want to burden 
labor and consumption.

A related question, he continued, is why 
we would want to have a system that treats 
identical economic things differently. Dif-
ferent tax treatment of business structures, 
different treatment of organizational enti-
ties, and different treatment of debt versus 
equity – all of these introduce fundamen-
tal unfairness and friction in a business 
tax system. There are simple solutions, he 
maintained, but politically impossible to 
understand and advance.

Discussion turned to fairness in state com-
pliance issues, specifically regarding non-
resident withholding which varies signifi-
cantly between states. Panelists highlighted 
the practical challenges and uncertainties 
surrounding non-resident withholding, as 
well as federal extender bills, and interna-
tional reporting risk. As panelists noted, 
these issues not only have potential legal 
implications for companies but also entail 
real economic risk. 

One hour of panel discussion could only 
scratch the surface of the controversial issue 
of business tax fairness, but two takeaways 

formance on cost of doing business and busi-
ness friendliness was substantially lower. He 
cautioned that it’s a mistake to think these 
other areas of performance don’t matter.

Revisiting the CNBC report, Baker graded 
Minnesota on each area of performance.

Overall, Baker gave the state a B-  grade, 
noting that the primary concern in each of 
these areas going forward is “how” we de-
liver the results everyone wants, needs, and 
has come to expect along with the need to 
revisit programs and practices to improve 
the return on investment of tax dollars.

He added one final issue of concern not 
captured in the scorecard but nevertheless 
critical to Minnesota’s continuing competi-
tive success:  fiscal policy. Based on current 
trends, he noted, spending growth is pro-
jected to exceed revenue growth through 
2025 by nearly 40% (7.4% versus 5.3%) 
This “growing spending imbalance” is exac-
erbated by what he called a “tippier” fiscal 
system based in part on more volatile rev-
enue sources. Moreover, he said, projections 
assume stability which does not exist –  the 
reality is, “spending growth accelerates when 
things get bad and revenue growth turtles.” 
Fiscal discipline with an eye toward sustain-
ability is vital to our continued success.

Baker concluded with a renewed call for 
cooperation between business and govern-
ment, heralding this important dimension 
of the state’s culture. “The business commu-
nity shouldn’t take Minnesota for granted,” 
he said, “and Minnesota shouldn’t take the 
business community for granted.” Both have 
to respect their complementary strengths 
and work together to have policies that 
make sense while pursuing better ways to 
achieve these shared objectives together. 

State of the State: 
Minnesota Tax and 
Spending Rankings
Our latest reporting of tax and spending data 
from the U.S. Census finds Minnesota back 
in some familiar territory.

If there’s one rule of policy debate, it’s this: 
nothing tends to get attention like a ranking 
study. Since 1969, MCFE has been putting 
Minnesota tax and fiscal policy in a national 
perspective – taking the U.S. Census Bu-

reau’s annual state and local government fi-
nancial data and ranking state revenues and 
spending in various categories in our often-
referenced How Does Minnesota Compare 
report – free on our website at http://www.
fiscalexcellence.org/our-studies/how-does-mn-
compare.html.

As is always the case, some background is 
in order. The Census Bureau goes to great 
lengths to rigorously survey local governments 
to create as accurate a financial picture as 
possible. This leads to considerable frustra-
tion when we release a report in October of 
2015 that covers fiscal year 2013 for the state 
and school districts (July 1, 2012 to June 30, 
2013) and calendar year 2012 for cities, coun-
ties, townships, and other local governments. 
With a time lag of roughly 2-3 years, it is im-
possible to produce How 
Does Minnesota Compare 
in a “timely” fashion. It’s 
important to keep in mind 
that this information basi-
cally precedes the effects of 
the 2013 legislative session, 
which saw the enactment 
of the fourth income tax tier and significant 
additional state spending in various budget 
areas. And it clearly precedes the increases in 
state aid to local governments, which for all 
intents and purposes only because effective 
during calendar year 2014 (and so will show 
up in the FY 2015 Census data – two years 
from now).

Back to the Future Tax Policy: A 
Return to the Top Ten

On the tax side, Minnesota has reestab-
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Table 1: Minnesota State and Local Government Tax Collections, FY 2013

Tax Type
Collections per $1,000 of Personal Income

Amount Rank % +/- US Avg

Property Tax $32.65 19 +0.7%

Individual Income Tax $34.85 6 +18.9%

Sales and Excise (Consumption) Taxes* $37.22 19 +5.3%

Corporate Income Tax $5.31 6 +46.0%

Other Taxes $7.07 NA NA

Total – All Taxes $117.10 9 +13.0%

Note:  Percent of U.S. average calculated using only states the levy the tax in question.
*  The Census reports Minnesota’s motor vehicle sales tax as a separate tax instead of as part of total general sales 
tax collections – as is done in most states.  This artifi cially defl ates Minnesota’s sales tax rankings.  We are adjusting 
for this difference by combining all consumption taxes (including sales, motor vehicle sales, fuel, alcohol, and 
tobacco) into one category.
Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.

While Minnesota is a 
high-tax state, we are in 
no way, shape or form a 
high “non-tax” state.
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were clear. First, as Lindholm concluded 
there is “a wide gap between perception 
and reality” with respect to business taxa-
tion. Few outside of tax professionals really 
understand the issues and the complexities. 
Especially when it is so easy to prey on this 
lack of understanding to advance political 
agendas and bad policy, it is incumbent for 
tax professionals (and organizations like 
ours) to educate others on how the tax sys-
tem should and shouldn’t work.

Second, the best definition of business tax 
fairness is adherence to all the principles of 
sound tax policy – competitiveness, admin-
istrative efficiency, transparency, stability, 
equity, and minimal economic distortion. 
States that do this well will have a very good 
chance to obtain the revenue they need 
without chasing capital away.

The Economists’ Look at the 
Surplus

By some expectations, the state budget sur-
plus could be as large as $2 billion head-
ing into the 2016 session with no shortage 
of proposals on both the tax and spending 
side on what to do with that money. Our 
second panel brought together a group of 
distinguished economists to obtain some 
advice regarding the surplus from those 
trained to look at the Minnesota economy 
from a big picture perspective. Participants 
included: King Banaian, Dean, School of 
Public Affairs, St. Cloud State University; 

Toby Madden, Principal, Power Paramet-
rics; Art Rolnick, Senior Fellow, Humphrey 
School of Public Affairs; and Paul Anton, 
Anton Economics.

Moderated by former MCFE president Todd 
Rapp and taped for rebroadcast on Minne-
sota Public Radio, panel discussion focused 
on several relatively “rapid fire” questions on 
the budget and the general economy. The 
accompanying table summarizes those ques-
tions and our panelists’ responses (note that 
not every panelist answered every question).

In response to an audience question about 
whether an expanded sales tax base should 
be used to support transportation through 
general fund appropriations, there was 
unanimous support among the panelists for 
the continued use of the gas tax. The gas 
tax is an efficient tax, its user fee-like quali-
ties conform well to the benefit principle of 
taxation, and as a general rule we should try 
retain the relationship between the funding 
of roads and the use of roads.

Can tax reform be part of the agenda? An-
ton suggested if there is political interest in 
tax reform now is the time to do it. Surpluses 
offer the opportunity to “buy down” politi-
cal resistance from those negatively affected 
by reform. He noted there are many reform 
ideas from tax commissions past worthy of 
consideration if the motivation to pursue 
reform really exists.

What was especially intriguing about the 
panel was the significant amount of shared 
opinion and concurrence on so many issues. 
Panelists shared a sense of conservatism, 
tempered ambitions, and fiscal prudence 
with respect to the 2016 surplus. Con-
cepts such as improving the budget process 
through regular and robust cost benefit 
analyses of programs, and movement toward 
greater reliance on consumption taxes were 
endorsed by all. From those trained to look 
at the Minnesota economy from a perspec-
tive beyond elective politics, this is advice 
well heeded. 

Luncheon Speaker Douglas 
Baker: A Report Card for 

Minnesota
As a company with 
$14 billion in annual 
sales, serving custom-
ers in more than 170 
countries, St. Paul-
based Ecolab is keenly 
attuned to the issues 
and trends shaping the 
landscape for econom-
ic growth and business 
competitiveness. As 

the leader of Ecolab, Chairman and Chief 
Executive Officer Doug Baker offered at-
tendees a unique and highly engaging assess-
ment of where Minnesota currently stands 
through his “report card” for Minnesota.

“Grading” the state, he began, starts with 
understanding the economic and demo-
graphic trends shaping the state’s future. He 
discussed four key themes: the introduction 
of millennials into the workforce, the in-
creasing diversity of the state’s population, 
the changing role and influence of technol-
ogy (which he noted has really only just be-
gun and puts us on the precipice of another 
industrial revolution) and the realities of a 
global marketplace. Given that backdrop, 
Minnesota should focus on attracting and 
keeping talent, ensuring education systems 
that work, and supporting the development 
and growth of industries that matter in light 
of these trends.

So how is Minnesota doing? Baker highlight-
ed the much-heralded CNBC “Best Places 
for Business“ scorecard, which recently 
ranked Minnesota first in the nation. He 
noted our number-one overall ranking is due 
to higher weighting given to our quality of 
life and education factors; our relative per-
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Economists’ Q and A on the Budget and State Surplus

Question Anton Rolnick Banaian Madden

Are you bullish or bearish on the 
Minnesota economy and what 
does that mean for the budget 
surplus?

Relatively bullish, 3% growth, 
but urged spending restraint 
because surplus is not as large 
as it is represented to be

Bullish – MN has one of the 
best economies in the world.  
Key is continuing investments 
in education

Little more bearish due to 
demographics, Washington 
brinksmanship, and monetary 
policy.  Cautioned surplus 
might not be so large in 2016

Bullish – but estimates 35% 
chance of recession next year

What was one thing the Gover-
nor got right on tax and spend-
ing policy last session and one 
thing he didn’t get right?

Right: Education spending

Not Right: failure to include tax 
expenditure reviews into the 
budget process

Right: $250 million for early 
learning scholarships for most 
vulnerable kids

Not Right: Emphasis on taxing 
business rather than end 
consumption and using tax 
incentives to attract business

Right: education investments 
and use of power that execu-
tive offi ce provides in budget 
creation

Not Right: Unwillingness to 
improve budget process by 
embracing idea of program 
sunset reviews

Right: investing in education

Not Right: Vikings stadium 
and health care exchange 
roll out

What’s the biggest threat to 
state budget stability?

Aging population and revenue 
mix (little less reliance on 
income taxes and more reliance 
on consumption taxes)

Over reliance on income taxes 
rather than consumption taxes

Tax and spending implications 
of aging population

Insuffi cient rainy day fund to 
accommodate revenue system 
volatility from reliance on 
income rather than consump-
tion taxes

How do we know when we have 
spent “enough” on a public 
good or service?

Conduct rigorous cost/benefi t 
analysis for all programs and 
policies and use that data to 
guide government spending 
and investment priorities

Whatever return on invest-
ment calculations tell us.  For 
example, money for “ready 
to learn” programs including 
scholarships and health care 
return 18%.  We have spent 
“enough” when every child in 
poverty has access to this. 

Also, don’t mix up government 
investments in public goods 
with government investment in 
private goods.

First, defi ne public goods more 
carefully -- not everything gov-
ernment spends money on can 
be construed as a public good

Second - conduct cost benefi t 
analyses but respect that the 
“scale up” of big ambitions 
may require many strate-
gies including private sector 
involvement rather than one big 
government program.

Emphasize return on invest-
ment but recognize that 
return on investment from 
the public perspective differs 
from the return on investment 
from private interests inside 
and outside government lob-
bying government.

What is the right Minnesota 
“Price of Government” and if 
you can’t determine that, why 
care?

Concur with Madden, people 
decide (and can vote with their 
feet).

Competition among states 
can inform us whether current 
efforts to provide public goods 
and services at the best cost 
are working.

Shouldn’t care.  It’s conceptu-
ally fl awed in several ways and 
its popular political use as a 
way to track if we are spending 
“enough” voids cost/benefi t 
analyses of programs which are 
what we really should be basing 
decisions on.

It’s what people want - the 
function of citizen prefer-
ences.  People get to decide.

Should expenditure infl ation 
be included in the budget 
forecast and is it all or nothing 
proposition?

Almost all or nothing.  We need 
to put it back in to support re-
alistic and responsible budget 
planning

We should include it for trans-
parency and for responsible 
planning purposes

Government is a “monop-
sony” – a single buyer – and 
concepts like infl ation aren’t 
helpful because governments 
have power to choose what it 
buys and how it buys it.  As a 
result it’s impossible to know 
what infl ation rate is but formal 
inclusion gives government 
reason not to look for effi ciency 
improvements

 

Can and should the state 
do something about income 
inequality?

Concur with Madden.  Vast re-
distributions of income without 
investments in self suffi ciency 
are not a solution

  Focus should be on poverty 
reduction not income inequal-
ity and focus on education 
and health care accordingly

What should we do with the 
state surplus?

Be careful, it’s not nearly as 
that big as its being portrayed

Continue investment in early 
childhood education for most 
vulnerable children, followed by 
investments in transportation 
infrastructure

Use it to improve the tax system 
if such grand bargains can be 
constructed.  If not return it 
to taxpayers to the extent that 
it’s really there or save it for 
next year

Put it into the reserve – our 
surplus isn’t that big and 
economic downturns will  
eventually come

Baker graded Minnesota on each area of performance.

Performance Area Grade Doing Well Areas for Improvement

Quality of Life A Health of population 
Culture, arts, and recreation
Volunteerism and civic engagement
#1 in talent retention

Transportation infrastructure
19th nationally in attracting talent  

Education B Educated workforce
Higher education research capacity

Monstrous achievement gap – “eco-
nomic suicide”

Cost of Doing Business D+ Tax code features that help mitigate 
some competitiveness concerns 
(single sales apportionment, R&D 
credit, upfront capital exemption)

Business property taxes –especially 
for small business
High unemployment insurance
High corporate tax rates still matter

Business Friendliness C+ Strong business partnerships and 
networks

Regulatory burdens and government 
mandates (e.g. sick leave proposals 
and fair scheduling requirements)
“Policy making for business by 
people who have never been in 
business”

Cost of Living B Reasonable cost of living: income 
ratio
Value for the tax dollar/ get what 
you pay for

High income tax rates making it 
more diffi cult to attract top talent

Doug Baker
Chairman and Chief Ex-
ecutive Offi cer, Ecolab
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From The Director: Hug a Corporate 
Tax Professional
While the official title of our annual meeting tax panel was “Na-
tional and International Developments in Business Tax Fair-
ness,” we might have more accurately labeled it “The Plight of 
the Modern Tax Professional in an Increasingly Complex and 
Cynical World.”

Full disclosure: most of the incredible admin-
istrative and technical complexity surround-
ing corporate income taxation flies over my 
head at a cruising altitude of 35,000 feet. 
Moreover, I know I would be simply awful at 
this job. As my kids can attest, after ten-plus 
years, I still can’t apportion the last glazed 
donut fairly. Being responsible for complying 
with literally thousands of local, state, na-

tional and international tax laws (and in the 
process making sure all these governments get their “fair share” 
of company profits) would be an unmitigated disaster.

But you don’t need  a deep background in tax accounting or tax 
law to recognize tax populism --  the pursuit of more tax revenue 
masquerading as a fairness problem.   It’s marked by oversimplifi-
cation, fatuous numbers, and statements of fact or reality that are 
misleading or just plain wrong.  As our forum highlighted, there 
is a whole lot of that going around.

As long as we have corporate income taxation, we will have tax 
strategies and tax planning. As our panel emphasized, such be-
havior by business is not inherently evil, but responsible, profes-
sional, and above all legal practice toward fulfilling their fiduciary 
responsibilities. Of course there are some troubling, hyper-aggres-
sive planning practices described by one of our panelists as “put-
ting 5 people on a beach and declaring them a 16 trillion dollar 
company.” But another way to view this type of problematic be-
havior is that it’s what you have to expect, on at least some level, 
if you are intent on using an increasingly challenged, unworkable 
(and many economists would argue fundamentally dumb) tax in 
light of the modern global economy. The big question is whether 
there is enough duct tape and Gorilla Glue in the world to “fix” 
it without creating other, and even bigger, problems.

Caught in the middle is the tax practitioner who lives in this 
world and ties damsels to railroad tracks as a hobby. It was clear 
from the panel discussion that the demagoguery surrounding 
their work is not only annoying but also offensive on both a per-
sonal and professional level.

So next time you see them, give a hug to your neighborhood 
corporate tax professional. Chances are they need it.

— M. H.

Mark Haveman

be an absolute catastrophe,” he stated. He 
noted the only solution would be binding 
arbitration in third world countries, which 
they will not agree to given the ability to 
reach across borders and take as much as 
they want based on some abstract theory of 
fairness that nobody can identify and which 
cannot be litigated. “It’s not about every-
body being more fair, don’t buy that for a 
minute,” he concluded.

Turning to state-level fair share initiatives, 
Lindholm raised the issue of “tax havens” 
noting that Montana, Oregon and D.C. 
have now published lists of tax havens. Jeff 
Hyde replied that in his discussions with 
states pursuing this idea he emphasizes 
that having a lower tax rate doesn’t make a 
country a haven, and if that were the case 
the entire rest of the world could be consid-
ered a tax haven compared to the United 
States. No less disconcerting is that “fair-
ness” in state taxation of foreign generated 
income is often interpreted as “we deserve 
100% of it.” States were once laboratories 
of democracy,” he concluded, “but have 
now become incubators of very strange tax 

concepts.” Judy McNamara commented 
that on a personal level she fully under-
stands and appreciates the public and me-
dia frustration and headshaking with re-
spect to the most aggressive tax planning 
practices reported in the news. “I get it” she 
said, and being grouped with such practices 
is frustrating. Ultimately, however, the last-
ing solution is to stop moralizing and fix 
the tax code.

Since every business tax dollar is ultimately 
reflected in higher prices, lower wages or 
lower returns on investment why in the 
pursuit of fairness are we taxing business at 
all? It’s a question that can probably only be 
raised in a forum like ours. Noting that the 
economic burden of taxation will be borne 
by the factor that has the least capacity to 
change, Scott Naatjes argued we are in a 
world where capital flows freely everywhere 
but labor and consumption is sticky. Thus, 
he maintained, the question of whether 
business is paying their fair share is really a 
question of how much you want to burden 
labor and consumption.

A related question, he continued, is why 
we would want to have a system that treats 
identical economic things differently. Dif-
ferent tax treatment of business structures, 
different treatment of organizational enti-
ties, and different treatment of debt versus 
equity – all of these introduce fundamen-
tal unfairness and friction in a business 
tax system. There are simple solutions, he 
maintained, but politically impossible to 
understand and advance.

Discussion turned to fairness in state com-
pliance issues, specifically regarding non-
resident withholding which varies signifi-
cantly between states. Panelists highlighted 
the practical challenges and uncertainties 
surrounding non-resident withholding, as 
well as federal extender bills, and interna-
tional reporting risk. As panelists noted, 
these issues not only have potential legal 
implications for companies but also entail 
real economic risk. 

One hour of panel discussion could only 
scratch the surface of the controversial issue 
of business tax fairness, but two takeaways 

formance on cost of doing business and busi-
ness friendliness was substantially lower. He 
cautioned that it’s a mistake to think these 
other areas of performance don’t matter.

Revisiting the CNBC report, Baker graded 
Minnesota on each area of performance.

Overall, Baker gave the state a B-  grade, 
noting that the primary concern in each of 
these areas going forward is “how” we de-
liver the results everyone wants, needs, and 
has come to expect along with the need to 
revisit programs and practices to improve 
the return on investment of tax dollars.

He added one final issue of concern not 
captured in the scorecard but nevertheless 
critical to Minnesota’s continuing competi-
tive success:  fiscal policy. Based on current 
trends, he noted, spending growth is pro-
jected to exceed revenue growth through 
2025 by nearly 40% (7.4% versus 5.3%) 
This “growing spending imbalance” is exac-
erbated by what he called a “tippier” fiscal 
system based in part on more volatile rev-
enue sources. Moreover, he said, projections 
assume stability which does not exist –  the 
reality is, “spending growth accelerates when 
things get bad and revenue growth turtles.” 
Fiscal discipline with an eye toward sustain-
ability is vital to our continued success.

Baker concluded with a renewed call for 
cooperation between business and govern-
ment, heralding this important dimension 
of the state’s culture. “The business commu-
nity shouldn’t take Minnesota for granted,” 
he said, “and Minnesota shouldn’t take the 
business community for granted.” Both have 
to respect their complementary strengths 
and work together to have policies that 
make sense while pursuing better ways to 
achieve these shared objectives together. 

State of the State: 
Minnesota Tax and 
Spending Rankings
Our latest reporting of tax and spending data 
from the U.S. Census finds Minnesota back 
in some familiar territory.

If there’s one rule of policy debate, it’s this: 
nothing tends to get attention like a ranking 
study. Since 1969, MCFE has been putting 
Minnesota tax and fiscal policy in a national 
perspective – taking the U.S. Census Bu-

reau’s annual state and local government fi-
nancial data and ranking state revenues and 
spending in various categories in our often-
referenced How Does Minnesota Compare 
report – free on our website at http://www.
fiscalexcellence.org/our-studies/how-does-mn-
compare.html.

As is always the case, some background is 
in order. The Census Bureau goes to great 
lengths to rigorously survey local governments 
to create as accurate a financial picture as 
possible. This leads to considerable frustra-
tion when we release a report in October of 
2015 that covers fiscal year 2013 for the state 
and school districts (July 1, 2012 to June 30, 
2013) and calendar year 2012 for cities, coun-
ties, townships, and other local governments. 
With a time lag of roughly 2-3 years, it is im-
possible to produce How 
Does Minnesota Compare 
in a “timely” fashion. It’s 
important to keep in mind 
that this information basi-
cally precedes the effects of 
the 2013 legislative session, 
which saw the enactment 
of the fourth income tax tier and significant 
additional state spending in various budget 
areas. And it clearly precedes the increases in 
state aid to local governments, which for all 
intents and purposes only because effective 
during calendar year 2014 (and so will show 
up in the FY 2015 Census data – two years 
from now).

Back to the Future Tax Policy: A 
Return to the Top Ten

On the tax side, Minnesota has reestab-
lished its reputation as a high-tax state. 

Minnesota’s rankings for tax collections fell 
during the 2000s, with the per personal in-
come rankings between 19th and 23rd be-
tween 2005 and 2008. Our rank has climbed 
slowly upward since then, and our 9th place 
ranking for 2013 is the highest since 2000, 
when we ranked 8th. Given both that law-
makers made relatively little changes to our 
tax code between 2005 and 2013 and that 
the 2013 changes are not fully incorporated 
into these results, such findings demonstrate 
how the changing fortunes of other states 
affect these rankings as much or more as our 
own policymaking decisions do. 

As Table 1 shows, collections in FY 2013 
were 13% above the national average and 
took up 11.7% of total personal income – 
the highest share since 2007.

Although Table 1 con-
veys a Lake Wobegon 
aspect to our tax system, 
the rankings do vary 
considerably. For all the 
angst about property 
taxes, total collections 

are only a tick above the national average. 
Consumption taxes – sales and excise taxes 
on items such as alcohol, tobacco, and mo-
tor fuels – are about 5% above the average. 
Income taxes are more notably above the 
national average, while collections of the 
extraordinarily volatile corporate income 
tax are a whopping 46% above the average.

As noted earlier the Census data covers fis-
cal year 2013 – which for state government 
ran from July 1, 2012 to June 30, 2013. Im-
portantly, that period largely predates the 
fourth income tax tier that legislators and 
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Table 1: Minnesota State and Local Government Tax Collections, FY 2013

Tax Type
Collections per $1,000 of Personal Income

Amount Rank % +/- US Avg

Property Tax $32.65 19 +0.7%

Individual Income Tax $34.85 6 +18.9%

Sales and Excise (Consumption) Taxes* $37.22 19 +5.3%

Corporate Income Tax $5.31 6 +46.0%

Other Taxes $7.07 NA NA

Total – All Taxes $117.10 9 +13.0%

Note:  Percent of U.S. average calculated using only states the levy the tax in question.
*  The Census reports Minnesota’s motor vehicle sales tax as a separate tax instead of as part of total general sales 
tax collections – as is done in most states.  This artifi cially defl ates Minnesota’s sales tax rankings.  We are adjusting 
for this difference by combining all consumption taxes (including sales, motor vehicle sales, fuel, alcohol, and 
tobacco) into one category.
Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.

While Minnesota is a 
high-tax state, we are in 
no way, shape or form a 
high “non-tax” state.
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of fairness through their tax bills with an 
expectation that businesses should pay their 
“fair share” however that ambiguous notion 
is defined. The latter, he said, is receiving 
greater attention thanks to demagoguery 
from advocacy groups on tax avoidance that 
the mainstream press has eagerly picked up 
and reported on.

Highlighting numerous examples of recent 
provocative headlines regarding “corporate 
tax dodging,” and the hundreds 
of billions businesses “owe soci-
ety,” he noted that despite the 
highly inflammatory, conspira-
torial messages, there are no 
allegations of illegality or crimi-
nality. Rather, such messages 
are fundamentally premised on 
the notion that corporations 
are somehow not paying “their 
fair share” of taxes. This rather 
amorphous idea conflicts with the real-
ity that: businesses are bound by tax laws, 
businesses have a fiduciary duty to minimize 
their obligations, and there is no patriotic 
duty to pay more than you legally owe. The 
fairness issue has special relevance in the 
United States, he continued, because we are 
only one of 6 countries using a worldwide 
system of taxation – i.e., a business head-
quartered in the U.S. is taxed on all income 
earned worldwide. Even though a credit is 
given for taxes paid to other countries, the 
fact that our marginal corporate tax rate is 
the second highest in the world creates a 
huge disincentive to bring money back.

Lindholm continued by noting that what 
exactly constitutes a “fair share” of busi-
ness taxation has been a topic for debate 
going back many decades. The establish-
ment of the interstate highway system dra-
matically increased the mobility of capital in 
the United States, leading to issues of how 
to recognize and apportion income among 
the states and protect state tax bases. These 
complexities led to the drafting of the Uni-
form Division of Income for Tax Purposes 
Act (UDIPTA) in 1957 and the establish-
ment of the Multistate Tax Commission to 
provide agreement and structure for man-
aging these complex issues and making life 
easier for states and taxpayers.

Today, the digital economy has taken the 
concept of capital mobility to a completely 
new and international level, with even more 
opportunities for tax planning and even 
greater ability to move profits around. As 

a result, the complexities and issues sur-
rounding tax bases and apportionment have 
increased exponentially. Unsurprisingly, this 
has prompted another, even more ambitious 
initiative: the OECD’s Base Erosion and 
Profit Shifting (BEPS) project, which Lind-
holm called “the international version of 
UDIPTA.” The parallels with the history of 
state taxation, he noted, are “amazing.” Like 
UDIPTA, the stated intent is to ensure that 
profits earned by companies are correlated 

with activities generating the 
profits. For UDIPTA the mech-
anism was formulary apportion-
ment; for BEPS the mechanism 
is transfer pricing.

But the U.S. experience with 
UDIPTA offers a cautionary 
tale. Lindholm noted that sixty 
years later “nothing is easier for 
anyone” as many states have not 

adopted it and those that have often modi-
fied it. As a result, we have even less unifor-
mity today. Such history does not bode well 
for this significantly more complicated and 
ambitious process.

How do business tax practitioners view the 
general idea of business tax fairness and ma-
jor initiatives like BEPS to achieve fairness? 
Forum panelists offered considerable insights 
and commentary that occasionally seemed 
to be as therapeutic for them personally as it 
was informative for the audience.

Panelists began by reemphasizing the fun-
damentals – the fiduciary responsibility and 
obligations of business tax departments. 
Judy McNamara noted her department is 
not charged with designing business opera-
tions to avoid taxes; but rather to design tax 
strategies to accommodate business needs. 
“Business is the boat,” she said, pulling ev-
erything else along. Jeff Hyde echoed this 
idea noting that businesses make decisions 
based on return on investment. Taxes are a 
part of that calculation, he said, and more 
empirical data is coming out showing that 
taxation matters. Moreover, the lines be-
tween “international issues” and “state is-
sues” are increasingly blurry. With respect 
to ROI, “states are simply part of the supply 
chain,” he said, and how they treat income 
coming back from overseas and its implica-
tions for ROI makes a big difference.

Jerry Morris expanded on the mobility issue, 
noting that “total shareholder value drives 
every decision General Mills makes and that 

includes tax.” U.S. companies are at a major 
disadvantage because incurring our effec-
tive tax rate significantly harms a key busi-
ness objective – mobilizing capital without 
any cost or friction. Taxation puts real pres-
sure on capital structure and competitive-
ness. A major problem influencing current 
business tax fairness agendas, he noted, is 
the “naïve arrogance we remain the center 
of intellectual property and the generation 
of ideas.” Noting General Mills’ global pres-
ence in research and development, he said 
intellectual property is mobile and can be 
generated or created anywhere.

Scott Naatjes questioned the thinking and 
fundamental premise behind business tax 
fairness, the idea of base erosion. “What is 
base erosion? Some measure of income that 
someone simply believes they should be able 
to tax.” He noted the problem with this idea 
can best be understood by the starkly differ-
ent attitudes which exist toward the same 
economic activity. He gave an example 
of a foreign company choosing to build a 
major factory employing 1,000 people in a 
community. Local economic development 
professionals and governments who would 
benefit from the revenues would laud such a 
decision. But if the parent company charged 
a royalty to the factory and financed it with 
debt, the same company would be “cast as 
villains” by the OECD because the tax base 
was “eroded” with an interest payment and 
a royalty payment.

With respect to BEPS specifically, Naatjes 
spared no criticism and pulled no punches 
arguing it is a revenue grab masquerading as 
a fairness pursuit with potentially disastrous 
implications for business. “Don’t believe the 
BEPS effort is neutral, he said, “and don’t 
believe there is economic substance you can 
actually judge. What you are seeing is ero-
sion in the rule of law.” He continued by say-
ing BEPS is really an effort to cajole coun-
tries into increasing taxes on capital, and 
the question is who is going to dare to move 
first. “If you have different operations in five 
countries each with a different function – all 
five countries think they earned everything. 
That’s how BEPS works.”

Of primary concern, he continued, are the 
implications for operations in developing 
nations – where the judiciary is “routinely 
bought and paid for.” Revenue authorities 
with subjective standards plus unlimited 
information about every aspect of your op-
erations are a recipe for disaster. “This will 

“Fairness in 
state taxa-

tion… is often 
interpreted as 
‘we get 100% 

of it.’”

Governor Dayton enacted near the end of 
the 2013 legislative session. Estimates at the 
time suggested that the fourth tier would 
raise about $585 million in the first year 
alone. Adding $585 million to the FY 2013 
revenue totals gives a sense of where Minne-
sota might fare in the FY 2014 numbers that 
will come out next year. Those additional 
tax revenues raise Minnesota’s income tax 
collections by about 6.5% – to $37.13 – 
which in turn raises the state’s ranking two 
spots, from sixth to fourth – behind high-
income New York, sales tax-less Oregon, 
and Maryland.

Spending: And the Winner Is…
Human Services (Again)

On the expenditure side governments in 
Minnesota are spending at levels close to 
the national average, continuing a trend 

that is now almost a decade long. Table 2 
shows Minnesota spending amounts, ranks, 
and spending relative to the national av-
erage for large- to medium-sized budget 
areas. Over half of state and local spend-
ing is concentrated in two areas: what the 
Census defines as “public welfare” (spend-
ing toward the “support of and assistance to 
needy persons contingent upon their need” 
– essentially “human services”), and educa-
tion (both K-12 and higher ed). As the table 
indicates, relative to other states Minnesota 
has prioritized three areas of spending: high-
ways, natural resources and parks, and hu-
man services.

Higher-than-average highway spending isn’t 
much of a head-scratcher. As a cold-climate 
state with a lot of transportation infrastruc-
ture Minnesota’s operating and mainte-
nance costs (think snowplowing and freeze-

thaw issues) will simply be higher than those 
in warmer areas. Higher spending on natu-
ral resources and parks shouldn’t be too sur-
prising either – the state’s traditionally high 
levels of spending have been supplemented 
in recent years by the dedicated sales tax 
revenues approved by voters back in 2008. 
Higher spending in the human services area 
is more of a policy decision than the other 
two areas, but policymakers have made it 
a spending priority for as long as we have 
published this data. Although human ser-
vice spending relative to personal income 
fell about 11% from 2012, it is still the larg-
est public sector spending area, nearly 20% 
higher than K-12 education, and continues 
to be the only spending area where Minne-
sota ranks in the top ten.

Much has been made about the effects an 
aging population will have on government 
finances. Although the full impact of the 
“silver tsunami” is still some years off, poli-
cymakers are already dealing with difficult 
financial trends. Consider that since 1990:

• Public welfare spending has grown about 
65% faster than personal income (351% 
compared to 212%)

• Public welfare spending has grown about 
75% faster than state and local govern-
ment tax collections (351% vs 198%)

It’s difficult to see how these spending trends 
can continue into the long-term without 
either serious crowding out of other areas 
of government spending and/or additional 
taxes and federal revenue. Legislators on the 
human services committees are likely to ex-
perience their own version of Groundhog Day 
for a long time to come – continually trying 
to find ways to bend the cost curves down.

Explaining High Taxation and 
Average Spending 

Perhaps the most striking finding that comes 
out of the Census Bureau data is the discon-
nect between relatively high tax revenues 
and relatively average spending. How can 
Minnesota rank 27th in government spend-
ing when we’re 9th in total state and local 
government tax collections? The answer is 
that taxes are only one source of state and 
local revenues.

The total spending numbers we report in 
How Does Minnesota Compare provide de-
tails on “general government” spending – 
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Table 2: Minnesota State and Local Government Spending, FY 2013

Selected Budget Areas
Spending per $1,000 of Personal Income

Amount Rank % +/- US Avg

Public Welfare $48.23 9 +31.2%

K-12 Education $40.28 30 (0.7%)

Higher Education $18.10 33 (2.7%)

Highways $14.65 17 +29.6%

Health and Hospitals $13.61 35 (22.9%)

Natural Resources/Parks $6.96 14 +46.5%

Police $6.74 28 (6.5%)

Interest Payments on Debt $6.51 28 (15.7%)

Housing & Development $3.49 20 (5.0%)

Corrections $3.44 44 (34.1%)

All Other Expenditures $29.70 41 (13.9%)

Total – All Budget Areas $191.70 27 +2.0%

Note:  Numbers do not add due to rounding.
Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.

Table 3: Selected Minnesota State and Local Government Financial Measures, FY 2013

Financial Measure
Amount per $1,000 of Personal Income

Amount Rank % +/- US Avg

Tax Collections $117.10 9 +13.0%

Other (non-tax) Own-Source Revenues $44.21 31 (4.5%)

Revenue from Federal Government $39.08 36 (6.1%)

Total General Government Revenues $200.38 22 +4.6%

Total General Government Spending $191.70 27 +2.0%

Sources: Bureau of the Census, 2013 Annual Survey of State and Local Government Finances; Bureau of Economic 
Analysis, State Personal Income: 2014; calculations by MCFE.
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Highlights from the MCFE 
89th Annual Meeting and 
Policy Forum
Wrestling with the notion of business tax 
fairness, recommendations for the state 
surplus, and a “Minnesota report card” from 
one of the state’s most successful business 
leaders.

MCFE welcomed a capacity crowd of nearly 
200 members and guests to its 89th Annual 
Meeting at the St. Paul River Centre on Oc-
tober 7. Following our early morning busi-

ness session, this year’s policy forum focused 
on a two issues making headlines – the 
push for greater “fairness” in business taxa-
tion and the disposition of the state budget 
surplus. A distinguished group of state and 
national experts engaged in wide ranging 
discussions of these important, and often 
politically contentious, issues.

Commissioners Update

The policy forum began, as is our custom, 
with a departmental update from Revenue 
Commissioner Cynthia Bauerly who provid-
ed an overview of some key departmental 
administrative initiatives as well as a look 
ahead to the forthcoming 2016 session.

Commissioner Bauerly began by highlight-
ing the emphasis the Department has placed 
on taxpayer education and outreach over 
the past year – all with the intent to improve 
understanding of and compliance with the 
tax system and to ensure all taxpayers pay 
“no more and no less” than their obliga-
tions. She cited the over 1,000 outreach 
events the Department has conducted over 
the past year on issues such as sales tax with-
holding, business registration and tax filing. 
These outreach initiatives include the de-
velopment of educational videos and further 
investments in their “plain language initia-
tives” which has won an award for state 
government innovation. Other noteworthy 
accomplishments include new e-subscrip-
tion services that provide developments on 
tax topics of interest and the new electronic 
certificate of real estate value system – a ma-
jor modernization and upgrade of what was 
once a labor and paper intensive process 
that offers significant value to real estate 
professionals of all types. The e-CRV system 
has also earned the Department an award 
for state government innovation.

Turning her attention to tax policy and leg-
islation, Commissioner Bauerly noted that 
given the unusual way the 2015 session end-
ed, 182 tax provisions remain open and are 
still on the table. Notably, the Department’s 
technical and policy bill, which contains a 
large number of important and vetted pro-
visions, counts as only “one” of that total. 
More such provisions are likely to be added 
and combined with the $2.7 billion worth of 
proposals remaining open ($4.8 billion when 

fully phased in) plus the likely prospect of 
“last minute” federal extenders. Two eco-
nomic forecasts before the start of the next 
session only adds to the uncertainty. There 
is considerable interest in figuring out ways 
to have the shortened 2016 session go as 
smoothly as possible. Rumors of early hear-
ings may become reality as all indications 
suggest an exceptionally busy tax agenda.

Commissioner Bauerly concluded with a 
summary of the accomplishments of the 
past several years – among them being im-
provements in tax fairness, the payback of 
accounting shifts, and investments in the 
state’s rainy day fund. She noted Standard 
and Poor’s has issued an improved outlook 
which helps pave the way for the state to 
regain its triple-A credit rating. She also 
noted the twin goals of structural stability 
in state finances and necessary investments 
to secure our economic future will remain a 
focus for the Administration in the session 
to come.

Business Tax Fairness

How does the concept of “tax fairness” ap-
ply to business taxation? Does the pursuit of 
fairness require something more than com-
pliance to existing law? If so, how can it be 
determined and what are the implications 
at the state, national and international level 
for business planning and operations? These 
and related questions were the focus of our 
2015 tax panel featuring a distinguished 
group of state tax experts moderated by 
Council on State Taxation President Doug 
Lindholm. Panel participants were Gerald 
Morris, Vice President and Chief Tax Of-
ficer, General Mills; Scott Naatjes, General 
Tax Counsel and Vice President, Cargill; 
Judy McNamara, Vice President Taxes, Eco-
lab; and Jeff Hyde, Senior State Tax Coun-
sel, IBM Corporation.

Framing the panel discussion, Doug Lind-
holm noted the concept of “business tax 
fairness” has two separate and very different 
interpretations. The first – preserving and 
promoting equitable and nondiscriminatory 
taxation of businesses -- is well established 
as good public policy. The second interpre-
tation is far more dubious and controversial:  
an expectation that businesses should con-
form to some preconceived societal notion 
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essentially all government operations except 
for utilities, liquor stores, employee retire-
ment (pensions), unemployment benefits 
and workers compensation. In Minnesota, 
58.4% of the total revenues governments 
use to support their general operations come 
from taxes. That’s the 8th highest percent-
age in the nation – making us highly depen-
dent on tax revenues to support this activity.

Governments use money from two other 
sources to finance general spending. One 
source is the non-tax revenues that state 
and local governments raise – user fees/
charges and interest earnings, among other 
things. The other source is payments from 
the federal government – largely to support 
human service programs and delivery of 
educational services. While Minnesota is a 
high-tax state, we are in no way, shape or 
form a high “non-tax” state. Nor do we seem 
to be particularly adept at securing federal 
funds. As Table 3 shows, state and local 
governments rank 31st in the nation in non-
tax revenue collections, and we rank 36th 
when it comes to federal revenues. Add this 
up, and we come out to be a fairly ordinary 
state with regard to financing government 
operations – total government collections 
are about 20% of statewide personal income 
– only 4.6% above the national average. 

This broader look at finances helps explain 
Minnesota’s spending results.

That Minnesota should rely so heavily on 
taxes instead of user fees or other charges 
to finance government shouldn’t be particu-
larly surprising, given our passionate pursuit 
of financing government in as progressive a 
manner as possible. User fees, by their very 
nature, are designed to recoup the costs of 
providing whatever service a citizen or busi-
ness is requesting. It’s hard to bake progres-
sivity into that cake. The flip side is that it 
is very hard to finance higher-than-average 
public sector spending with lower-than-av-
erage federal support and non-tax revenues 
unless you are willing to take taxes to an-
other level. That was certainly a motivation 
behind the 2013 changes that will be fully 
reflected in next year’s Census results.

A Look Ahead: Redesigning How 
Does Minnesota Compare

We published our very first edition of How 
Does Minnesota Compare in December 1969. 
It was a ten-page pamphlet that provided 
much of the same information readers can 
find in our expanded publication today. 
Back then it represented significant invest-
ment of time and effort – our staff collected 

data from the Census and BEA materials 
that were mailed to the office, calculated 
the results by hand, typed up the publica-
tion and distributed paper copies by mail or 
in person. The value-added proposition was 
real and substantial. 

But times have changed. Today Census data 
is easily and freely available to anyone with 
a computer and Internet access. Many oth-
er organizations, including the Minnesota 
Department of Revenue, routinely publish 
some or all of this information. Moreover, 
other benchmarking and comparison studies 
we have done have offered insights into the 
limitations of metrics such as these but also 
into how we can make measures and com-
parisons more meaningful and useful from a 
policy analysis and development perspective.

For these reasons, over the next year we 
will be working on a new template for How 
Does Minnesota Compare – one that brings 
more substance and understanding to our 
national rankings and (hopefully) more 
value and relevance to state policy debates. 
We look forward to sharing this new prod-
uct with you. 
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