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CHAPTER 60 — H.F.No, 435

An act relating to taxation; income; property tax refund: adopting certain
federa] income tax amendments; amending Minnesota Statutes 1980, Sections 290.01,
Subdivision 20: 290.06, Subdivision 14; 290.07, Subdivision 5; 290.077, Subdivision 4;
290.08, Subdivisions 8 and 20; 290.09, Subdivisions 3, 4, 17a, and 19; 290.091; 290.13],
Subdivision 2; 290.132, Subdivision 2; 290.135, Subdivision 2; 290.136, Subdivision 1,
290.138, by adding a subdivision; 290.26, Subdivision 2; 290.31, Subdivision 3; 29041,
by adding subdivisions; 290.92, Subdivision 20; 290.934, Subdivision 4; 290.97i, by
adding a subdivision; 290A.03, Subdivision 3; 474.12, Subdivision 2; and Laws 1980,
Chapter 607, Article I, Section 34; repealing Minnesota Statutes 1980, Sections 290.08,
Subdivisions 7 and 13; 290.09, Subdivision 12; 290.136, Subdivisions 2, 3, 4, 5, 6, 7, and
9; 290.137; and 290.138, Subdivisions ! and 2.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

Section . Minnesotla Statutes 1980, Section 290.01, Subdivision 20, is
amended to read:

Subd. 20. GROSS INCOME. Except as otherwise provided in this
chapter, the term “gross income,” as applied to corporations includes every
kind of compensation for labor or personal services of every kind from any
private or public employment, office, position or services; income derived from
the ownership or use of property; gains or profits derived from every kind of
disposition of, or every kind of dealing in, property: income derived from the
transaction of any trade or business; and income derived from any source;
except that gross income shall not include “exempt function income™ of a
“homeowners association” as those terms are defined in Section 528 of the
Internal Revenue Code of 1954, as amended through December 31, 1979 1980.

The term “gross income” in its application to individuals, estates, and
trusts shall mean the adjusted gross income as computed for federal income tax
purposes as defined in the Internal Revenue Code of 1954, as amended through
the date specified herein for the applicable taxable year, with the modifications
specified in this section.

(i) The Internal Revenue Code of 1954, as amended through December
31, 1974, shall be in effect for the taxable years beginning after December 31,
1974,

(ii) The Internal Revenue Code of 1954, as amended through December
31, 1976, including the amendments made to section 280A (relating to licensed
day care centers) in H.R. 3477 as it passed the Congress on May 16, 1977, shall
be in effect for the taxable years beginning after December 31, 1976. The
provisions of the Tax Reform Act of 1976, P.L. 94-455, which affect adjusted
gross income shall become effective for purposes of this chapter at the same
time they become effective for federal income tax purposes. Section 207
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(relating 1o extension of period for nonrecognition of gain on sale or exchange
of residence) and section 402 (relating io time for making contributions to
pension plans of sell employed people) of P.L. 94-12 shall be effective for
laxable years beginning after December 31, 1974,

The provisions of section 4 of P.L. 95-458, and sections 131, 133, 134,
141, 152, 156, 157, and 405, and 543 of P.L. 95-600, and section 2 of P.L. 36-608
(relating to pensions, individual retirement accounts, deferred compensation
plans, and te the sale of a residence and 1o conservation payments 10 farmers)
including the amendments made to these sections in P.L. 96-222 shall be
effective at the same time that these provisions became effective for federal

income tax purposes.

(iii) The Internal Revenue Code of 1954, as amended through December
31, 1979, shall be in effect for taxable years beginning after December 31, 1979.

L 1923; (iv) The lnlernal Revenue Code of 1954, as amended through Decem-

1980 i ncludmg the provisions of section 404 (relating to partial exclusions of of
dividends and interest received by individuals) of the Crude Oil Windfall Profit
Tax Act of 1980 P.L. 96-223; shall apply. The provisions of P.L. 96-471

become effective for federal income tax purposes.

References to the Internal Revenue Code of 1954 in clauses (a), (b) and
{c) following shall mean the code in effect for the purpose of defining gross
income for the applicable taxable year.

(a) Modifications increasing federal adjusted gross income. There shall
be added to federal adjusted gross income:

(1) Interest income on obligations of any state other than Minnesota or a
pelitical subdivision of any other state exempt from federal income taxes under
the Internal Revenue Code of 1954;

(2) Interest income on obligations of any authority, commission, or
instrumentality of the United States, which the laws of the United States
exempt from federal income tax, but not from state income taxes;

(3) Income taxes imposed by this state or any other taxing jurisdiction,
to the extent deductible in determining federal adjusted gross income and not
credited against federal income tax;

(4) Interest on indebtedness incurred or continued to purchase or carry
securities the income from which is exempt from tax under this chapter, to the
extent deductible in determining federal adjusted gross income;
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(5) Amounts received as reimbursement for an expense of sickness or
injury which was deducted in a prior taxable year to the extent that the
deduction for the reimbursed expenditure resulted in a tax benefit;

(6) The amount of any federal income tax overpayment for any previous
taxable year, received as refund or credited to another taxable year's income
tax liability, proportionate to the percentage of federal income tax that was
claimed as a deduction in determining Minnesota income tax for the previous
taxable year.

The overpayment refund or credit, determined with respect to a husband
and wife on a joint federal income tax return for a previous taxable year, shall
be reported on joint or separate Minnesota income tax returns. In the case of
separate Minnesota returns, the overpayment shall be reported by each spouse
proportionately according to the relative amounts of federal income tax claimed
as a deduction on his or her separate Minnesota income tax return for such
previous taxable year:

(7) In the case of a change of residence from Minnesota to another state
or nation, the amount of moving expenses which exceed total reimbursements
and which were therefore deducted in arriving at federal adjusted gross income;

(8) In the case of property disposed of on or after January 1, 1973, the
amount of any increase in the taxpayer’s federal tax liability under section 47 of
the Internal Revenue Code of 1954 to the extent of the credit under section 38
of the Internal Revenue Code of 1954 that was previously allowed as a
deduction either under section 290.01, subdivision 20 (b) (7) or under section
250.09, subdivision 24;

(9) Expenses and losses arising from a farm which are not allowable
under section 290.09, subdivision 29;

(10) Expenses and depreciation attributable to substandard buildings
disallowed by section 290.101;

(11) The amount by which the gain determined pursuant to section
41.59, subdivision 2 exceeds the amount of such gain included in f{ederal
adjusted gross income;

{12) To the extent deducted in computing the taxpayer’s féderal adjusted
gross income for the taxable year, losses recognized upon a transler of property
to the spouse or former spouse of the taxpayer in exchange for the release of
the spouse’s marital rights;

(13) Interest income from qualified scholarship funding bonds as defined
in section 103(e) of the Internal Revenue Code of 1954, if the nonprofit
corporation is domiciled outside of Minnesota:
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(14) Exempt-interest dividends, as defined in section 852(b)}(S)(A) of the
Internal Revenue Code of 1954, not included in federal adjusted gross income
pursuant to section 852(b)(5)(B) of the Internal Revenue Code of 1934, except
for that portion of exempt-interest dividends derived from interest income on
obligations of the siate of Minnesota, any of its political or governmenial
subdivisions, any of its municipalities, or any of its governmental agencies or
instrumentalities;

(15) The amount of any excluded gain recognized by a trust on the sale
or exchange of property as defined in section 641(c)(1) of the Internal Revenue
Code of 1954;

(16) An amount equal to one-sixth of any gain from the sale or other
disposition of property deducted under sections 1202(a) and 1202(c)1) of the
Internal Revenue Code of 1954,

(17) To the extent not included in the taxpayer’'s federal adjusted gross
income, the amount of any gain, from the sale or other disposition of property
having a lower adjusted basis for Minnesota income tax purposes than for
federal income tax purposes. This modification shall not exceed the difference
in basis. If the gain is considered a long term capital gain for federal income
tax purposes, the modification shall be limited to 50 percent of the portion of
the gain. This modification is limited to property that qualified for the energy
credit contained in section 290.06, subdivision 14, and to property acquired in
exchange for the release of the taxpayer’s marital rights contained in section
290.14, clause (9):

(18) The amount of any loss from a source cutside of Minnesota which
is not allowed under section 290.17 including any capital loss or nel operating
loss carryforwards or carrybacks resulting from the loss; and

(19) The amount of a distribution from an individual housing account
which is to be included in gross income as required under clause {c) of section
290.09, subdivision 30.

(b) Modifications reducing federal adjusted gross income. There shall
be subtracted from federal adjusted gross income:

(1) Interest income on obligations of any authority, commission or
instrumentality of the United States to the extent includible in gross income for
federal income tax purposes but exempt from state income tax under the laws
of the United States:

(2) The portion of any gain, from the sale or other disposition of
property having a higher adjusted basis for Minnesota income tax purposes
than for federal income tax purposes, that does not exceed such difference in
basis; but if such gain is considered a long-term capital gain for federal income
tax purposes, the modification shall be limited to 50 per centum of the portion
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of the gain. This modification shall not be applicable if the difference in basis
is due to disallowance of depreciation pursuant to section 290.101.

(3) Interest or dividend income on securities to the extent exempt from
income tax under the laws of this state authorizing the issuance of the securities
but includible in gross income for federal income tax purposes;

{4) Losses, not otherwise reducing federal adjusted gross income assigna-
ble to Minnesota, arising from events or transactions which are assignable to
Minnesota under the provisions of sections 290.17 to 290.20, including any
capital loss or net operating loss carryforwards or carrybacks resulting from the
losses; :

(5) 1f included in federal adjusted gross income, the amount of any
credit received, whether received as a refund or credit to another taxable year's
income tax liability, pursuant to chapter 290A, and the amount of any
overpayment of income tax to Minnesota. or any other state, for any previous
taxable year, whether the amount is received as a refund or credited 10 another
taxable year’s income tax liability;

(6) To the extent included in federal adjusted gross income, or the
amount reflected as the ordinary income portion of a lump sum distribution
under section 402(e) of the Internal Revenue Code of 1954, notwithstanding
any other law to the contrary, the amount received by any person (i) from the
United States, its agencies or instrumentalities, the Federal Reserve Bank or
from the state of Minnesota or any of its political or governmental subdivisions

or from any other state or its political or governmental subdivisions, or a

Minnesota volunteer firefighter’s relief association, by way of payment as a
pension, public employee retirement benefit, or any combination thereof, or (ii)
as a retirement or survivor’s benefit made from a plan qualifying under section
401, 403, 404, 405, 408, 409 or 409A of the Internal Revenue Code of 1954.
The maximum amount of this subtraction shall be $11,000 less the amount by
which the individual's federal adjusted gross income, plus the erdinary income
portion of a lump sum distribution as defined in section 402(¢) of the Internal
Revenue Code of 1954, exceeds 317,000. In the case of a volunteer firefighter
who receives an involuntary lump sum distribution of his pension or retirement
benefits, the maximum amount of this subtraction shall be $11.000; this
subtraction shail not be reduced by the amount of the individual's federal
adjusted gross income in excess of $17,000;

(7) In the case of property acquired on or after January 1, 1973, the
amount of any credit to the taxpayer's federal tax hability under section 38 of
the Internal Revenue Code of 1954 but only to the extent that the credit is
connected with or allocable against the production or receipt of income
included in the measure of the tax imposed by this chapter;

’
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(8) To the extent included in the taxpayer’s federal adjusted gross
income for the taxable year. gain recognized upon a transfer of property to the
spouse or former spouse of the laxpayer in exchange for the release of the
spouse’s marital rights:

(9) The amount of any distribution from a qualified pension or profit
sharing plan included in federal adjusted gross income in the year of receipt to
the extent of any contribution not previously allowed as a deduction by reason
of a change in federal law which was nol adopted by Minnesota law for a
taxable year beginning in 1974 or later;

(10} Interest, including payment adjustment to the extent that it is
applied to interest, earned by the seller of the property on a family farm
securily loan executed before January 1, 1982 that is guaranteed by the
commissioner of agriculture as provided in sections 41.51 to 41.60:

(11) The first $3,000 of compensation for personal services in the armed
forces of the United States or the United Nations, and the next 32,000 of
compensation for personal services in the armed forces of the United States or
the United Nations wholly performed outside the state of Minnesota. This
modification does not apply to compensation defined in ctause (b)6}):

(12) The amount of any income earned for personal services rendered
outside of Minnesota prior to the date when the taxpayer became a resident of
Minnesota. This modification does not apply to compensation defined in
clause (b)(6).

(13} In the case of wages or salaries paid or incurred on or after January
1, 1977, the amount of any credit for employment of certain new employees
under sections 44B and 51 to 53 of the Internal Revenue Code of 1954 which is
claimed as a credit against the taxpayer's federal tax liability. but only to the
extent that the credit is connected with or allocable against the production or
receipt of income included in the measure of the tax imposed by this chapter:

(14) In the case of work incentive program expenses paid or incurred on
or after January 1. 1979, the amount of any credit for expenses of work
incentive programs under sections 40, 50A and 50B of the Internal Revenue
Code of 1954 which is claimed as a credit against the taxpayer’s federal tax
liability. but only to the extent that the credit is connected with or allocable
against the production or receipt of income included in the measure of the tax
imposed by this chapter: '

(15) Unemployment compensation to the extent includible in gross
income for federal income tax purposes under section 85 of the Internal
Revenue Code of 1954;

(16) To the extent included in federal adjusted gross income, severance
pay that may be treated as a lump sum distribution under the provisions of
section 290.032, subdivision 5;
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(17) The amount of any income or gain which is not assrgnable 10
Minnesota under the provisions of section 290.17; and

(18) Minnesota exempt-interest dividends as provided by subdivision 27.

(¢) Modifications affecting shareholders of electing small business corpo-
rations under section 1372 of the Internal Revenue Code of 1954, or section
290.972 of this chapter.

(1) Shareholders in a small business corporation, which has elected 1o be
so taxed under the Internal Revenue Code of 1954, but has not made an
election under section 290972 of this chapter, shall deduct from federal
adjusted gross income the amount of any imputed income from the corporation
and shall add to federal adjusted gross income the amount of any loss claimed
as a result of stock ownership. Also there shall be added to federal adjusted
gross income the amount of any distributions in cash or property made by said
carporation to its shareholders during the taxable year.

(2) In cases where the small business corporation has made an election
under section 1372 of the Internal Revenue Code of 1954, but has not elected
under section 290.972 of this chapter and the corporation is liquidated or the
individual shareholder disposes of the stock and there is no capital loss
reflected in federal adjusted gross income because of the fact that corporate
losses have exhausted the shareholders basis for federal purposes. the share-
holders shall be entitled, nevertheless, to a capital loss commensurate to their
Minnesota basis for the stock.

(3) In cases where the election under section 1372 of the Internal
Revenue Code of 1954 antedates the election under section 290.972 of this
chapter and at the close of the taxable year immediately preceding the effective
election under section 290.972 the corporation has a reserve of undistributed
taxable income previously taxed to sharcholders under the provisions of the.
Internal Revenue Code of 1954, in the event and to the extent that the reserve
is distributed to shareholders the distribution shall be taxed as a dividend for
purposes of this act. -

Items of gross income includible within these definitions shall be deemed
such regardless of the form in which received. Items of gross income shall be
included in gross income of the taxable year in which received by a taxpayer
unless properly 10 be accounted for as of a different taxable year under
methods of accounting permitted by section 290.07. except that (1) amounts
transferred from a reserve or other account, if in effect transfers to surplus.
shall, (o the extent that the amounts were accumulated through deductions
from gross income or entered into the computation of taxable net income
during any taxable year, be treated as gross income for the year in which the
transfer occurs, but only to the extent that the amounts resulted in a reduction
of the tax imposed by this act, and (2) amounts received as refunds on account
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of taxes deducted from gross income during any taxable year shall be treated as
gross income for the year in which actually received, but only to the extent that
such amounts resulted in a reduction of the tax imposed by this act.

{d) Modification in computing taxable income of the estate of a dece-
dent. Amounts allowable under section 291.07, subdivision 1, clause (2} in
computing Minnesota inheritance or estate tax liability shall not be allowed as a
deduction in computing the taxable income of the estate unless there is filed
within the time and in the manner and form prescribed by the commissioner a
statement that the amounts have not been allowed as a deduction under section
291.07 and a waiver of the right to have the amounts allowed at any time as
deductions under section 291.07. The provisions of this paragraph shall not
apply with respect to deductions allowed under section 290.077 (relating to
income in respect of decedents). In the event that the election made for federal
tax purposes under section 642(g) of the Internal Revenue Code of 1954 differs
from the election made under this paragraph appropriate modification of the
estate’s federal taxable income shall be made to implement the election made
under this paragraph in accordance with regulations prescribed by the commis-
sioner.

Sec. 2. Minnesota Statutes 1980, Section 290.06, Subdivision 14, is
amended to read:

Subd. 14. RESIDENTIAL ENERGY CREDIT. A credit of 20 percent
of the first $10,000 of renewable energy source expenditures, including the
expenditures described in clauses (a), (b} and (d) if made by an individual
taxpayer on a Minnesota building of six dwelling units or less and expenditures
for biomass conversion equipment described in clause (c), may be deducted
from the tax due under this chapter for the taxable year in which the
expenditures were made. For purposes of this subdivision. the term "building”
shall include a condominium or townhouse used by the taxpayer as a residence.
In the case of qualifying expenditures incurred in connection with a building
under construction by a contractor, the credit shall be deducted from the tax
liability of the first individual to purchase the building for use as a principal
residence or for residential rental purposes. the contractor shall not be eligible
for the credit given pursuant to this subdivision for that expenditure,

A “renewable energy source expenditure™ which qualifies shall include:

(a} Expenditures-which qualify for the federal renewable energy source
credit, pursuant to Section 44C of the Internal Revenue Code of 1954, as
amended through December 31, 1979 1980. and any regulations promulgated
pursuant thercto, provided that. after December 31. 1980, any solar collector
inciuded in the claimed expenditure is certified by the energy agency. A solar
collector is a device designed to absorb incident solar radiation, convert it to
thermal energy. and transfer the thermal energy to a fiuid passing through or in
contact with the device. “Solar collector™ shall not include passive solar energy
systems as defined in clause (d):
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(b) Expenditures for earth sheltered dwelling units. For purposes of this
credit, an “carth sheltered dwelling unit” shall mean a structure which complies
with applicable building standards and which is constructed so that:

(1) 80 percent or more of the roof area is covered with a minimum depth
of 12 inches of earth: and

(2) 50 percent or more of the wall area is covered with 2 minimum depth
of 12 inches of earth; and

(3) Those portions of the structure not insulated with a minimum of
seven feet of earth shall have additional insulation;

(c) Expenditures for biomass conversion equipment located in Minnesota
which produces ethanol, methane or methano! for use as a gaseous or as a
liquid fuel which is not offered for sale; and

(d) Expenditures for passive solar energy systems. For purposes of this
credit, a “passive solar energy system” is defined to include systems which
utilize elements of the building and its operable components to heat or cool a
building with the sun’s energy by means of conduction, convection, radiation,
or evaporation. A passive system shall include:

(1) Collection aperture, including glazing installed in south facing walls
and roofs; and

(2) Storage eclement, including thermal mass in the form of water,
masonry. rock, concrete, or other mediums which is designed to store heat
collected from solar radiatton.

A passive system may include:

(1) Control and distribution element, including fans, louvers, and air
ducts; and/or

(2) Retention element, including movable insulation used to minimize
heat loss caused by nocturnal radiation through areas used for direct solar heat
gain during daylight hours. ‘

Eligible passive expenditures shall be for equipment, materials or devices
that are an integral part of the components listed above and essential to the
functioning of a passive design which qualifies pursuant to rules promulgated
by the commissioner of revenue in cooperation with the director of the energy
agency. Expenditures for equipment, materials, or devices which are a part of
the normal heating, cooling, or insulation system of a building are not eligible
for the credit.

If a credit was allowed to a taxpayer under this subdivision for any prior
taxable year, the dollar amount of the maximum expenditure for which a
taxpayer may qualify for a credit under this subdivision in subsequent years
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shall be $10.000 reduced by the amount of expenditures which a credit was
claimed pursuant to this subdivision in prior years. A taxpayer shall never be
allowed to claim more than $10,000 of expenditures during the duration of the
renewable energy credit.

The credit provided in this subdivision shail not be allowed in a taxable
year if the amount of the credit would be less than $10.

If the credit allowable under this subdivision exceeds the amount of tax
due in a taxable year, the excess credit shall not be refunded but may be carried
forward to the succeeding taxable year and added to the credit ailowable for
that year. No amount may be carried forward to a taxable year beginning
after December 31, 1984,

A shareholder in a family farm corporation and each partner in a
partnership operating a family farm shall be eligible for the credit provided by
this subdivision in the same manner and 1o the same extent allowed a joint
_owner of property under section 44C (d) of the Internatl Revenue Code of 1954,
as amended through December 31, 1879 1980. *Family farm corporation™ and
“family farm” have the meanings given in section 500.24.

The credit provided in this subdivision is subject to the provisions of
Section 44C, {c) (7) and (10), (d) (1) to (3), and (e), of the Inlernal Revenue
Code of 1954, as amended through December 31. 4979 1980, and any regula-’
tions promulgated pursuant thereto.

The commissioner of revenue in cooperation with the director of the
energy agency shall promulgate rules establishing additional qualifications and
definitions for the credits provided in this subdivision.

Notwithstanding section 290.61, the commissioner of revenue may re-
quest the energy agency to assist in the review and auditing of the information
furnished by the taxpayer for purposes of claiming this credit. The provisions
of section 290.6! shall apply to employeces of the energy agency who receive
information furnished by a taxpayer for purposes of claiming this credit

The director of the energy agency shall promulgate rules establishing the
criteria for certification of solar collectors as required by clause (a). The
eriteria shall:

(1) Specify the testing precedures to be used in the evaluation of solar
collectors: .

(2) Establish minimum levels of collector quality for safety:

(3) Provide a means to determine the maintainability and structural

integrity of solar collectors; ’
. -

{4) Establish a system for evaluating and rating the thermal performance
of solar collectors:
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(5) Specify the procedures to follow 1o obtain certification of a solar
collector;

(6) Conform to the maximum extent practicable to the solar collector
certification requirements of other states which have adopted certification
procedures; and

(7) Allow for individual variation so as not to hamper the development
of innovative solar collectors.

The director of the energy agency may promulgate temporary rules
pursuant to section 15.0412, subdivision 5 to establish this certification proce-
dure.

This subdivision is effective for expenditures made during taxable years
beginning after December 31. 1978 and before January 1, 1983,

Sec. 3. Minnesota Statutes 1980, Section 290.07, Subdivision 5, is
amended to read:

Subd. 5. PROPERTY SOLD ON INSTALLMENT PLAN. ¢ Ynder
regulations prescribed by the commissioner, a person who regularly sells or
otherwise disposes of personal property on the installment plan may return as
_income therefrom in any taxable year that proporiion of the instaliment
paymenis actually received in that year which the gress profil: realized of to be
reatized when payment is completed: bears to the total contract prce:

{2} Income from a sale or other dispesition of real property; or from a
casual sale or other casual disposition of personal propecty (other than property
of a kind which would properly be included in the inventory of the taxpayer if
on hand at the close of the taxable year) for a price exceeding $4:000. may
and in the manner preseribed in paragraph (M The preceding sentence shall
apply in the case of a sale or other dispesition during a taxable year beginning
after December 34, 1954 (whether or not such taxable year ends after the date
&mﬁ%m&eﬂy#m%%&x&b&weﬁ&e%wm

there are no paymenis of the payments (exclusive of evidences of
indeb&eénessei&hepweha&er—)deae&e*eeed&@pemmo{&hese}hﬂgpﬂee

(3) The filing of a return by a corporation reporting income [rom the
sale of property on an installment basis shall constitute an election which
election shall be irrevocable unless chunged on of belore the due date for filing
FetU T

() H an installment oblipation is satisfied at other than Hs face value or
tdhthe extent of the difference between the basis of the ebligation: and (a) in the
ease of satisfaction at other than face value of a sale or exchange the amount
realized: of (b) in case of a disiribution: transmission of dispesition otherwise
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than by sale of exchange the fair market value of the oblipation ai the time of
sueh distribution; transmission; of dispesition: Any gain or loss so resulling
shall be considered as resulting from the sale or exchange of the properiy in
respect of which the installment obligation was received: The basis of the
ebligation shall be the excess of the face value of the oblipation over an amount
equal to the income which weuld be returnable were the obligation satisfied in
full: Except as provided in section 290077 (relating lo recipienis of inceme
respeet of decedents); this paragraph (4) shall not apply to the iransmission of
installment obligations at death- U an installment obligation is distribuied by
one corporaiion o another corperation in the course of a liquidation; and
under section 290-134; subdivision 2 no pain of loss with respect to the receips
of such obligation is recognized in the case of the recipient corporation; then no
gain or loss with respect to the distribution of such oblicatien shall be
recognized in the ease of the distributing corporation H an installment
ebhgaaeﬂasdmmbu&edbyasespemmtheeemeiakqmémmd
under section 290-135; subdivision L no gan oF loss would have been recog-
mdm%wmé&emhadselde&e&eh&agedweh
installment obligation on the day of sueh distribution; then no gain oF loss shall
bemegmzodmsueheerper&uenbymmeisuehdmﬁbumm-

@Ha&a*payerea&ﬂedte&hebe&e&nseipa;ag;aph{-l-)ei%
subdivision eleets for any taxable year to report his net income and taxable aet
net income for such year (referred to in this and the succeeding twe paragraphs
as “year of change”) or for any subsequent year; (8} iastallment payments
actually received during any such year on account of sales or other dispesitions
of property made in any taxable year belore the year of change chall not be
excluded; but (b) the iax imposed by this chapter for any taxable year (referred
to in this and the succeeding two paragraphs as “adjustment year—) beginniag
after December 3= 1954; shall be reduced by the adjustment compuied under
paragraph (6

(6) In determining the adjusiment referred to in pacagraph (5) (b) first
determine; for each taxable year before the year of change; the amount which
equals the lesser of: (2 the portion of the tax for such prior taxable year which
is attributable to the pross profit which was cluded in gross income for such
prior taxable year, and whieh by reason of paragraph (3) (a) is includible in
gross income for the taxable year or (b) the portion of the tax for the
adjustment year which is atiributable to the gross profit deseribed in subpara-
graph (a} of this paragraph.- The adiustment referred to in paragraph (5) (b) for
the adjustrment year is the sum of the ameunis determined under the preceding
seRisnce.

(J)Ferpuapeseseipmgmph(éﬁ&héper&enef&hemforapﬁe;
taxable year: or for the adjustment year which i5 attribuiable to the gross prefit
described in such paragraph is that amount which beass the same ratio to the

Changes or additions are indicated by underline, deletions by sirikeout.



246 LAWS of MINNESOTA for 1981 Ch. 60

tax inposed by this ehapier (of by the correspending provisions of prios
Minnesota income tax laws) for such taxable year (computed witheut regard ta
pa;ag;aph(é»as&hegfesspfe&&desenbedmsuehpamgﬁaphbea{sw&hegm&s
income for such taxable year. Income from installment sales shall be deter-
mined in accordance with the provisions of sections 433, 453A, and 453B of the
Internal Revenue Code of 1954, as amended through December 31, “1980.

Sec. 4. Minnesota Statutes 1980, Section 290.077. Subdivision 4, is
amended 10 read:

Subd. 4. DEDUCTION FOR FEDERAL ESTATE TAX AND MIN-
NESOTA INHERITANCE OR ESTATE TAX. (1) ALLOWANCE OF DE.
DUCTION; FEDERAL ESTATE TAX. (A) GENERAL RULE. A person who
includes an amount in gross income under this section, shall be allowed, for the
same taxable year, as a deduction an amount which bears the same ratio to the
estate tax attributable to the net value for estate tax purposes of all the items
described in subdivision |, as the value for estate tax purposes of the items of
gross income or portions thereof in respect of which such person included the
amount in gross income (or the amount included in gross income, whichever is
lower) bears to the value for estate tax purposes of all the items described in
subdivision 1.

(B) ESTATES AND TRUSTS. In the case of an estate or trust, the
amount allowed as a deduction under subparagraph (A) of this subdivision
shall be computed by excluding from the gross income of the estate or trust the
portion (if any) of the items described in subdivision 1, which is properly paid.
credited, or to be distributed to the beneficiaries during the taxable year. This
subparagraph shall apply to the same taxable years, and to the same extent, as
is provided in section 290.23, subdivisien 5.

(2) METHOD OF COMPUTING DEDUCTION. For purposes of
paragraph (1} of this subdivision

(A) The term “estate tax” means the tax imposed on the estate of the
decedent or any prior decedent under the Internal Revenue Code of 1954, as
amended through December 31, 1979 section 2001 or 2101, reduced by the
credits against such tax.

(B) The net value for estate tax purposes of all the items described in
subdivision 1. shall be the excess of the value for estate tax purposes of all the
items described in subdivision 1, over the deductions from the gross estale in
respect of claims which represent the deductions and credit described in
subdivision 2. Such net value shall be determined with regard to the provisions
of the Internal Revenue Code of 1954, as amended through December 31, 1979,
section 421(c}2). relating to the deduction for estate tax with respect to
restricted stock options.

Changes or additions are indicated by underline, deletions by sirikeout.



Ch. 60 LAWS of MINNESOTA for 1981 247

(C) The estate tax attributable to such net value shall be an amount
equal to the excess of the estate tax over the estate tax computed without
including in the gross estate such net value.

(3) ALLOWANCE OF DEDUCTION; MINNESOTA INHERITANCE
OR ESTATE TAX. (A) GENERAL RULE, A person who includes an amount
in gross income under this section, shall be allowed, for the same taxable year,
as a deduction an amount which bears the same ratio to the Minnesota
inheritance or estate tax attributable to the net value for inheritance or estate
tax purposes of all the items described in subdivision I. as the value for
inheritance or estate tax purposes of the items of gross income or portions
thereof in respect of which such person included the amount in gross income
(or the amount included in gross income, whichever is lower} bears to the value
for inheritance or estate tax purposes of all the items described in subdivision 1.

{B) ESTATES AND TRUSTS. In the case of an estate or trust, the
amount allowed as a deduction under subparagraph (A) of this subdivision
shall be computed by excluding from the gross income of the estate or trust the
portion (if any) of the items described in subdivision 1, which is properly paid,
credited, or to be distributed 1o the beneficiaries during the taxable year. This
subparagraph shall apply to the same taxable years, and to the same extent as is
provided in section 290.23, subdivision 5.

{4) METHOD OF COMPUTING DEDUCTION. For purposes of
paragfaph (3) of this subdivision

(A) (1) The term “inheritance tax™ means the tax imposed by Minnesota
on the estates of decedents dying before January 1. 1980, reduced by the credits
against such tax: (ii) The term “estate tax™ means the tax imposed by
Minnescta on the estates of decedents dying on or after January . 1980,
reduced by the credits against the tax; (i) The terms “inheritance tax” or
“estale tax” also include the tax imposed by other states on the estates of

decedents reduced by the credits against the tax.

(B} The net value for inheritance or estate tax purposes of all the items
described in subdivision 1, shall be the excess of the value for inheritance or
estate tax purposes of all the items described in subdivision 1, over the
deductions from the gross inheritance or gross estate in respect of claims which
represent the deductions and credit described in subdivision 2.

(C) (i) The inheritance tax attributable to such net value shall be an
amount equal 1o the excess of the inheritance tax over the inheritance tax
computed without including in the gross inheritance such net value; (ii) The
estate tax attributable 1o such net value shall be an amount equal to the excess
of the estate tax over the estate tax computed without including in the gross
estate the net value,
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(5) LUMP SUM DISTRIBUTION ADJUSTMENT. For purposes of
section 290.032 (other than the minimum distribution allowance) the total
taxable amount of any lump sum distribution sha]l be reduced l_:nx the an amount

attributable to the total taxable amount (de(ermmed without regard to this

paragraph).

Sec. 5. Minnesota Statutes 1980, Section 290.08, Subdivision 8, is
amended to read:

Subd. 8. INTEREST FROM UNITED STATES. Interest upon obli-
gations of the United States, its possessions, ils agencies, or its instrumentalities,
so far as immune from state taxation under federal law; and interest upon
obligations of the state of Minnesota, any of its political or governmental
subdivisions, 2 any o_f its mun1c1Ea]mes or any of of its governmemal agencies or
instrumentalities. This subdivision shall not apply Lo corporations taxable

under sections 290.02 or 290.361, or to individuals, estates, or trusts.

Sec. 6. Minnesota Statutes 1980, Section 290.08, Subdivision 20. is
amended to read:

Subd. 20. INCOME FROM DISCHARGE OF INDEBTEDNESS.
No amount shall be ineluded in gross income by reason of the discharge; in
whole or in part; within the taxable year; of any indebtedness for which the
taxpayer is Hable; o subject 1o which the taxpayer holds property; H# the
indebtedness was ineurred or assumed by a cerporation; of by ap individual in
connection with property used in his trade of business; and such taxpayer
makes and Files a consent te the regulations preseribed under the last paragraph
of this subdivision then in effect at such time and in such manner as the

In such case; the amount of any income of such iaxpayer atiributable te
any uhamottized premium (computed as of the first day of the taxable year in
which such discharge oecurred) with respect 1o such indebledness shall net be
included in gross income; and the amounit of the deduction atiributable te any
unamortized discount {computed as of the first day of the taxable year in which
such discharge occurred) wath respect to such indebtedness shall rot be allowed
a5 a deduction:

the whele or a part of the ameunt so excluded from gross income shall be
applied in reduction of the basis of any property held (whether before or afier
the tme of the discharge) by the taxpayer during any portion of the taxable
year in which such discharge occurred: The amount to be so applied (net in
excess of the amount 50 excluded from gross income. reduced by the amount of
properties to which the reduction shall be allocated: shall be determined under
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regutations (preseribed by the commissioner) in effeet at the time of the filing of
the consent by the taxpayer- The reduction shall be made as of the first day of
the taxable year in which the discharpe oceurred: except in the case of property
na&heléby&heta*payefeasuehﬁfs&day—iﬂwhieheasehshaﬂmkeeﬁee&as
of the time the holding of the taxpayer began. The exclusion of income from

shall be determined in accordance with the provisions of sections I08 and 1017

of lhe Internal Revenue Code of 1954, : as s amended through December 31, 1980.

Sec. 7. Minnesota Statutes 1980, Section 290.09, Subdivision 3. is
amended 1o read:

Subd. 3. INTEREST. ({(a) All interest paid or accrued within the
iaxable year on indebtedness, except as hereinafier provided.

(b) Interest paid or accrued within the taxable year on indebtedness
incurred or continued to purchase or carry obligations or securities the income
from which is excludable from gross income under section 290.08. or shares of a
regulated investment company which during the taxable year of the holder
thereof distributes Minnesota exempt-interest dividends as defined in section
290.01. subdivision 27, or on indebtedness incurred or continued in connection
with the purchasing or carrying of a single premium life insurance, annuity, or
endowment contract, shall not be allowed as a deduction. (For purposes of
this paragraph, a contract shall be treated as a single premium contract if
substantially all the premiums on the contract are paid within a period of four
years from the date on which the contract is purchased. or if an amount is
deposited after January 1. 1955 with the insurer for payment of a substantial
number of future premiums on the contract.) -

{¢) Il personal property or educational services are purchased under a
contract which provides that payment of part or all of the purchase price is o
be made in installments, and in which carrying charges are separately stated but
the interest charge cannot be ascertained, then the payments made during the
taxable year under the contract shall be treated for purposes of this paragraph
as if they included interest equal to six percent of the average unpaid balance
under the contract during the taxable year, and such interest shall be allowed as
a deduction. For purposes of the preceding sentence. the average unpaid
balance is the sum of the unpaid balance outstanding on the first day of each
month beginning during the taxable year, divided by 12. In the case of any
contract to which this paragraph applies. the amount treated as interest for any
taxable year shall not exceed the aggregate carrying charges which are properly
attributable to such taxable year.

For purposes of this subdivision the term “educational services™ means
any service including lodging which is purchased from an educational institu-
tion (as defined in section 151(e) (4) of the Internal Revenue Code of 1954, as
amended through December 31, 1979) and which is provided for a student of
such institution.
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(d) A cash basis taxpayer may elect to deduct interest as it accrues on a
reverse mortgage loan as defined in section 47.58, subdivision 1, rather than
when it is actually paid. This election must be made, if at all, in the first
taxable year in which it is available to the cash basis taxpayer and, if made,
shall be binding on the taxpayer for each subsequent taxable year until
maturity of the loan.

(¢) A taxpayer may not deduct interest on indebtedness incurred or
conlinued to purchase or carry obhgauons or shares, or to make deposits or
other investments, the interest on which is described in section 116(c) of the
Internal Revenue Code of 1954, as amended through December 31, 1980 10 the
extent such interest is excludable from gross income under section 116 of the
Internal Revenue Code of 1954 as amended through December 3] “1980.

Sec. 8. Minnesota Statutes 1980, Section 290.09, Subdivision 4, is
amended 1o read:

Subd. 4. TAXES. Taxes paid or accrued within the taxable year,
except (a) income or franchise taxes imposed by this chapter and income or
franchise taxes paid to any other state or to any province or territory of Canada
for which a credit is allowed under section 290.081; (b) taxes assessed against
local benefits of a kind deemed in law to increase the value of the property
assessed; (c) inheritance, gift and estate taxes except as provided in section
290.077, subdivision 4; (d) cigarette and tobacco products excise tax imposed
on the consumer; (e) that part of Minnesota property taxes for which a credit
or refund is claimed and allowed under chapter 290A; (I federal income taxes
(including the windfall profit tax on domestic crude oil), by corporations,
national and state banks except as provided in section 290.18: (g) morigage
regisiry tax; (h) 7eal estaie transfer tax. (i) federal telephone tax; (j) federal
transportation tax; and (k) tax paid by any corporation or national or state
bank to any foreign country or possession of the United States to the extent
that a credit against federal income taxes is allowed under the provisions of the
Internat Revenue Code of 1954, as amended through December 31, 1979 1980.
If the taxpayer's foreign tax credit consists of both foreign taxes deemed paid
and foreign taxes actually paid or withheld, it will be conclusively presumed
that foreign taxes deemed paid were first used by the taxpayer in its foreign tax
credit. Minnesota gross income shall include the amount of foreign tax paid
which had been allowed as a deduction in a previous year, provided such
foreign tax is later allowed as a credit against federal income tax. Income taxes
permitted to be deducted hereunder shall, regardless of the methods of account-
ing employed, be deductible only in the taxable year in which paid. Taxes
imposed upon a shareholder’s interest in a corporation which are paid by the
corporation without reimbursement from the shareholder shall be deductible
only by such corporation.

Sec. 9. - Minnesota Statutes 1980, Section 290.09, Subdivision 17a, is
amended to read:
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Subd. 17a. STOCK ACQUIRED BY ORIGINAL SELLER IN CO-
OPERATIVE APARTMENT CORPORATION. (a) If the onginal seller
acquires any stock of a cooperative apartment corporation ¢} from the
corporation by puschase; or (3} by foreclosure, or by instrument in lieu of
foreclosure; of any purchase-money security interest in stock of the i
held by the original seller; for purposes of subdivision 17, the original seller
shall be treated as a tenant-stockholder for a period not lo exceed three years
from the date of the acquisition of the stock.

I'oreclosure clause (a) shall apply only if the acquisition of ‘stock occurs not
later than one year after the date on which the apartments (or leaseholds

lherem) are transferred by by the the ongmal al seller 1o the corporanon For purposes

by instrument in lieu ieu of f oreclosure! of any purchase-money security interest in

the stock held by the original seller.

(c) This subdivision Clause (a) shall apply with respect to any acquisition
of stock of a cooperative apartment corporation only if, together with such
acquisition, the originai seller acquires the right to occupy an apartment to
which the stock is appurtenant. For purposes of the preceding sentence, there
shall not be taken into account the fact that, by agreement with a cooperative
apariment corporation, the original seller or its nominee may not occupy an
apartment without the prior approval of the corporation.

(d) The term “original seller” means the person or corporation from
whom the cooperative apartment corporation has acquired the apartments or
leaseholds therein.

Sec. 10. Minnesota Statutes 1980, Section 290.09, Subdivision 19, is
amended to read:

Subd. 19. ORGANIZATIONAL EXPENDITURES. The organiza-
lional and siart up expenditures of a corporation may, al the clection of the
corporation (made in accordance with regulations prescribed by the commis
sionery; be ireated as delerred oxpenses and in compuling net income; such
deforred expenses shall be allowed as a deduction ratably ever such period of
rot less than 60 months as may be selected by the carporation (beginning with
the month in which the corporation begins business). The term “organizational
expeaditures” means any expenditure which is incident to the creation of the
corporation; is chargeable to capital account: and is of a character which, i
expended inciden: i the creation of a corporation having a Limited life; would
be amortizable over such life: The election provided herein may be made for
fincluding extensions thereol): The period so elected shall be adhered to in
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Internal Revenue Code of 1954, as amended through December 31, 1980.

Sec. 11. Minnesota Statutes 1980, Section 290.091, is amended Lo read:
290.091 MINIMUM TAX ON PREFERENCE ITEMS.,

{23 In addition to all other taxes imposed by this chapter there is hereby
imposed, a tax which, in the case of a resident individual, estate or trust shall
be equal to 40 percent of the amount of the taxpayer's minimum tax liability
for tax preference items pursuant to the provisions of sections 55 to 58 and
443(d) of the Internal Revenue Code of 1954 as amended through December
31, 1999 1980 except that for purposes of the tax imposed by this section, excess
mm&eddedueuensasdeimedmseeueﬂé%béshauﬂe&meludeaﬁydeduem
taken for Minnesota incowe tax paid and capital gain as defined in section
57(a) of the Internal Revenue Code shall not include that portion of any gain
occasioned by sale, transfer or the granting of a perpetual easement pursuani to
any eminent domain proceeding or threat thereof as described in section 290.13,
subdivision 5. This modification shall apply to the years in which the gain or
reduction in loss is aciually included in federal adjusted gross income even
though amounts received pursuant to the eminent domain proceedings were
received in prior years. In the case of a taxpayer other than a corporation, an
amount equal to one-half of the net capital gain for the taxable year shall be
wsed as the definition of capital gain in place of the deduction determined
under section 1202 of the Internal Revenue Code. In the case of a resident’
individual, estate of trust having preference items which could not be 1aken (o
reduce income from sources outside the state pursuant to section 290.17,
subdivision 1, or any other taxpayer the tax shall equal 40 percent of that
federal liability, multiplied by a fraction the numerator of which is the amount
of the taxpayer’s preference item income allocated 10 this state pursuant to the
provisions of sections 290.17; subdivision +; to 290.20, and the denominator of
which is the taxpayer's total preference item income for federal purposes.

(b) In ihe case of a resident individual: estate or trust having preference
+ 1978 which are not allocable to Minnesota under the provisions of sections
29047 to 29020 in effect for such years; the tax shall equal 40 percent of the
taxpayer's federal minimum tax Hability. multiplied by a fraction the numerator
of which is the amount of the taxpayers preference items allocable o Minnese-
ta under the provisions of sections 29017 to 29020 in effeet for those yeafs and
purposes: .

Sec. 12. Minnesota Statutes 1980, Section 290.131, Subdivision 2, is
amended to read:
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Subd. 2. DISTRIBUTIONS IN REDEMPTION OF STOCK. (& Hf a
corporation redeems Hs stock (within the meaning of section 290-133. subdivi-
sion (b)) and i paragraph (B () 3) eof (4) of clause (b) applies; such
redempiion shall be treated as a distribution in part of full paymesnt in
exchange for the stock-
equivalent to a dixidend:

2) Substantially dispropertionate redemption of stock:

€A} Clause (a) shall apply i the distribution is substantially dispreper
tionate with respect to the shareholder

(B) This paragraph shall not apply unless immediately after the redemp-
tion the shareholder owns less than 30 percent of the toial combined voiing
power of all elasses of stock entitled to vote:

. . i
shareholder immediately after the redemption bears to all of the veting stock of
the corporation at such time; is less than 80 pereent of;

(i) the ratio which the voting stock of the corperation owned by the
shareholder immediately before the redempiion bears to all of the voting steck
of the corporation at such time. For purposes of this paragraph; no distribu-
Hensha#be#e&&edaswbs&&nﬂaﬂydﬁpﬁepememmmm

of the commen stock of the corporation (whether voting of nonvot-
ing) after and before redemption also meets the 80 percent requirement of the
preceding sentence: For purpeses of the preceding senlence: if there is more
Ehaame}asseieemmensteele&hedammﬁnaﬁeasshaubemdebym
to Fair market value-

(D) Fhis paragraph shall not apply to any redemption made pursuant to
a plan the purpese of effeet of which is a series of redemptions resulting in a
distribution which (in the aggregate) is not substantially disproportionate with
respect te the shareholder:

(3) Clause {(a} shall apply if the redemption is in complete redemption of
all of the stock of the corperation owned by the shareholdes

(4 Clause (a) shall apply i the redemption is of stock issued by a
railfoad corporation (as defined in section TI(m) of the bamkrupley act as
amended) pursuani to a plan of reorganization under section 17 of the
bankruptoy ach

(3 In determining whether a redemption meets ihe requirements of
paragraph (1) the fact that such redemption fails o meet the requirements of
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paragraph (2} 3} of {(4) shall not be taken into account: I a redemption
meets the requirements of paragraph (3) and also the requirements of paragraph
) (25 oF & then so much of elause (¢) (2) as would (but for this sentence)
apply in respect of the acquisition of an interest in the corporation within the

{e} (B Except as provided in paragraph (@) of this clause: section
260-133. subdivision 3{a) shall apply in determining the ownership of stock for
purposes of this subdivision:

) (A) In the case of a disiribution described in clause (b) (3): sectien
MW&MS@MM&Q&WH—

HWM%M%WHMMm%
corporation (including an interest as officer, director; or employee): other than
an ipterest as a orediter;
mwmmmmmwmmmam
distribution; and

i) the disiributee; af such time and in such manner as the commission-
er by regulations prescribes; files ah apreement to notify the commissioner of
any acquisition described in (i) and to retain such records as may be necessary
for the application of this paragraph. H the distributee acquires such an
interest in the corporation (other than by bequest of inheritance) within ten
yeass from the date of the distribution. then the periods of limitation provided
in sections 290:46 and 25049 en the making of an assessment and the collection
by levy or a proceeding in court shall; with respect to any deficiency (including
interest and additions to the tax) resuling from such acquisition; include one
year inmediately folowing the date on which the distributee (in accordance
such acquisitions and suoh assessment and collection may be made notwith-
standing any provision of law or rule of law which otherwise would prevent
such assessment and collection:

(B) Subparagraph (A} of this paragraph shall not apply i:
within the ten year peried ending on the date of the distribution by the
distributee from a persen the ownership of whese stock would (at the time of
dmabuﬂea}bea{mbu&ablem&hedmnbumuﬂdefmmmé%
sion 3a) oF

i) any persen owns (at the time of the distribution) stoek the ewnership
of which is atributable to the distributee under seetion 290-133: subdivision
3a) and such person acquired any stock in the cefporations direcy or
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in the same transaction:
of {iiy; the disposition} by the distributee did ret have as one of s principal
purpeses the avoidance of state income tax:

(d) Except as eotherwise provided in sections 290431 to 200-138; i a
Mbeﬂea@a&adi&mib&ﬁene!pmpeﬂy&ewh&ehsubd&v&sien#eﬁ&bi&
section applies: The provisions of section 302 of the Internal Revenue Code of

1954, as amended through December 31, 1980 shall apply to the determination
of distributions i in redemption of stock.

Sec. 13. Minnesota Statutes 1980, Section 290.132, Subdivision 2, is
amended to read:

Subd. 2. EFFECT ON EARNINGS AND PROFITS. (a) Except as
otherwise provided in this subdivision, en the distribution of property by a

Corporation with respect te its stock: the earnings and profits of the corporation
¢te the extent thereof) shall be decreased by the sum of

b the amount of money;

2} the principal amount of the obligations of such corperation; and

{3} the adjusied basis of the other property, so distributed:

(b} (1) On the distribution by a corporation; with respect to Hs stock: of
HveRtory assets (as defined in paragraph (1) (A)) the fair markei value of which
exceeds the adjusied basis thereol; the earnings and profits of the corporation

¢A) shall be increased by the amount of such excess; and

(B} shall be decreased by whichever of the following is the lesser:

) the fair market value of the inventory asseis distributed: of
feas:

) stock in trade of the corporation; or other property of a kind which
wowld properly be included in the inventory of the corporation if on hand al
the elose of the taxable years: '

(i) property held by the cerporaiion primarily for sale lo customers
the ordinary course of Hs trade of business: and

it} unrealized receivables or fees: except receivables from sales oF
exchanges of asseis other than assets described in this subparagraph-
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(B} Eor purposes of subparagraph (A) Gil); the term “unrealized receiva-
bles or fees— means; to the extent not proviously includible in income under the

method of accounting used by the cerporation; any nghis (contractual of
otherwise} to payment for:

() goeods delivered: of i0 be delivered: to the exient thal the proceeds
therefrom would be treated as amounts received from the sale o exchange of
property other than a eapital assel; of

6 services rendered of to be rendered:

e} In making the adjustments to the earnings and profits of a corpora-
tion under clause (a) or (b); proper adjustment shall be made for:

) the amount of any lability te which the property distributed i
subjeet;

() the amount of any lubility of the corporation assumed by a
shareholder in connection with the distribution; and

Q)aﬂygmﬂwmemmmeogmduﬂdﬂm(b)ﬂ@ﬁ
subdivision

td} () Fhe distribution 10 a distributee by or on behalf of a corporation
of s steck or securities; of stock of securities ip another corporation of of
property; ik a distribution te which this chapter applies; shall net be considered
a distribution of the earnings and profits of any corporation

) # ro gain te such distributee from the receipt of such steck o
securities; oF properly; was recognized under this chapler; of

B}  the distribution was not subject te lax in the hands of such
distributee by reason of section 290-431; subdivision 5(a)-

2} Ir the case of a distribution of stock oF securilies; of property: to
which cerresponding provisiens of law prioF to the passage of this act apply: the
such priof law:

@)Fﬂpummei%mmewm-mﬁkwmmm
ngh&steaeq&wes&eekerseemuesme effect on earnings and profits shall be

Code of 1954, as amended through December 31, 1980.

¢e) (b) In the case of amounts distributed in partial liquidation (whether
before, on, or after December 31, 1956) or in a redemption te which section
290.131, subdivision 2¢a} or subdivision 3 applies, the part of such distribution
which is properly chargeable to capital account shall not be treated as a
distribution of earnings and profits.

€ (c) (1) The gain or loss realized from the sale or other disposition
(after December 31, 1932) of property by a corporation
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(A) for the purpose of the computation of the earnings and profits of the
corporation. shall (except as provided in paragraph (B)) be determined by using
as the adjusted basis the adjusted basis (under the law applicable to the year in
which the sale or other disposition was made) for determining gain. except that
no regard shall be had 10 the value of the property as of January 1, 1933, but

(B) for purposes of the computation of the earnings and profits of the
corporation for any period beginning after December 31,1932, shall be
determined by using as- the adjusted basis the adjusted basis (under the law
applicable to the year in which the sale or other disposition was made) for
determining gain. Gain or loss so realized shall increase or decrease the
earnings and profits 1o, but not beyond. the extent to which such a realized gain
or loss was recognized in computing taxable income under the law applicable to
the year in which such sale or disposition was made. Where, in determining
the adjusted basis used in computing such realized gain or loss, the adjustment
to the basis differs from the adjustment proper for the purpose of determining
earnings and profits, then the latter adjustment shall be used in determining the
increase or decrease above provided. For purposes of this clause. a loss with
respect to which -a deduction is disallowed, section 290.09. subdivision 3,
(relating to wash sales of stock or securities). or the corresponding provision of
prior law, shall not be deemed to be recognized.

(2) Effect on earnings and profits of receipt of tax-free distributions.
Where a corporation receives (after December 31, 1932) a distribution from a
second corporation which (under the law applicable to the year in which the
“distribution was made) was not a taxable dividend to the shareholders of the
second corporation. the amount of such distribution shall not increase the
earnings and profits of the first corporation in the following cases:

(A) no such increase shall be made in respect of the part of such
distribution which (under such law) is directly applied in reduction of the basis
of the stock in respect of which the distribution was made; and

(B) no such increase shall be made if (under such law) the distribution
causes the basis of the stock in respect of which the distribution was made to be
allocated between such stock and the property received (or such basis would,
but for section 290.131, subdivision 7(b). be so allocated).

€ (d)} (1) If any increase or decrease in the earnings and profits for any
period beginning after December 31, 1932, with respect to any matter would be
different had the adjusted basis of the property involved been determined
without regard to its January 1, 1933, value. then except as provided in
paragraph (2). an increase (properly reflecting such difference) shall be made in
that part of the earnings and profits consisting of increase in value of property
accrued before January 1. 1933
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{2) If the application of clause () () to a sale or other disposition after
December 31, 1932, resulis in a loss which is to be applied in decrease of
earnings and profits for any period beginning after December 31, 1932, then,
notwithstanding clause ¢ (c) and in lieu of the rule provided in paragraph (1)
of this clause, the amount of such loss so 1o be applied shall be reduced by the
amount, if any, by which the adjusted basis of the property used in determining
the loss exceeds the adjusted basis computed without regard to the value of the
property on January 1, 1933, and if such amount so applied in reduction of the
decrease exceeds such loss, the excess over such loss shall increase that part of
the earnings and profits consisting of increase in value of property accrued
before January 1, 1933

th) In the case of a personal service corporation subjeet for any taxable
year te supplement § of the Internal Revenue Code of 1939; an amount equal
to the undistributed supplement § net income of the personal servicé corpora-
tion for Hs taxable year shall be considered as paid in as of the close of such
taxable year as paid-in surplus oF as & contribulion {0 capital, and the
aceumrlated earnings and profits as of the close of such taxable year shall be
correspondingly reduced; if such amount or any portion thereof is required to
be included as a dividend in the gross income of the shareholders:

@h%mﬁammmw%mm
subd+wsm3(e;semuehe£m2994%€rsubdmsm4asn4mmm

) (b U a corporation distributes property with respeet to its steck; and
if; at the time of the distributions:

Ay there i5 outstanding a loan to such corporation which was made;
guaranteed; of insured by the United States (or by any apeney of instrumentali-
ty thereol); and

£B) the amount of such loan 5o outstanding exceeds the adjusted basis of
the properly constituting security fof such loan; then the earnings and profits of
the corperation shall be increased by the amount of such excess; and (immedi-
ately after the disiribution) shall be decreased by the amount of sush excess:
Eor purposes of subparagraph (B) of the preceding sentence; the adjusted basis
of the property at the time of distribution shall be determined without regard to
any adiustment under section 20012, subdivision 2 (relating to adjustment for
depreciation; ete-): For the purpeses of this paragraph: a commitment te make;
guaraftee; of insure a loan shall be treated as the maling: puaranteeing: of
insuring of a lean:
of afier December 31 1936
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Sec. 14. Minnesota Statutes 1980, Section 290.135, Subdivision 2, is
amended to read:

Subd. 2. GAIN OR LOSS ON SALES OR EXCHANGES IN CON.-
NECTION WITH CERTAIN LIQUIDATION. ) I

H a corperation adepts & plan of complete Jiquidation on of after
December 31 1956; and

(2) within the 1-month period beginning on the date of the adoptien of
such plas; all of the assets of the corporation are distribuied in cemplele
liquidatien; less assets retained to meet claims; then no gain or loss shall be
recopnized to such ecerporatien from the sale of exchange by it of properiy

) (b For purpeses of clause (a); the term “properiy” does not include:

(A) stock in trade of the corporation; of other property of & kind which
would propery be included in the inventory of the corporation if on hand at
the close of the taxable year; and properiy held by the corporation primarily for
sale to customers in the ordinary course of Hs trade of business:

By installment obligations acquired in respect of the sale or exchange
(without regard te whether such sale or exchange securred before; on; or after
the date of the adeption of the plan referred to in clause (a)) of steck in trade
of other property deseribed in subparagreph (A) of this paragraph: and

€C) installment oblipations acquired in respect of property {other than
property deseribed in subparagraph (A)) sold orF exchanpged before the date of
the adoption of such plan of liquidation:

) Motwithstanding paragraph (D of this clause; if substantially all of

the property described in subparapgraph (A} of such paragraph (1) which is
attributable to a trade of business of the corporatien is; in accordance with this

subdivision; sold or exchanped to one person in one transaction: then for
purposes of clause (a) the term “property” inchudes:

(A} sueh properiy 5o seld or exchanped: and

¢B) installment obligations nequired in respect of such sale of exchange:

(e} () This subdivision shall ret apply to any sale of exchange

A} made by a collapsible corperation (as defined in subdivision b)) of

(B) following the adoption of a plan of complete liquidation; i seetion
290-134; subdivision 3 applies with respect to such lquidation

(2) 1n the ease of a sale or exchange following the adoption of a plan of
complete liquidation; i section 290-134; subdivision 2 applies with respest to
such liquidation: then
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(A) i the basis of the property of the liquidating corporation in the
1) this subdivision shall not applys oF

{B) if the basis of the properiy of the liquidating corporation in the
(2, this subdivision shall apply only to that pertion (if any) of the gain which is
not greater than the excess of (i) that portion of the adjusied basis (adjusted for
any adjustment required under the second sentence of section 290134; subdivi-
sion 4¢b) (23 of the steck of the liquidating corporation which is allocable;
under regulations prescribed by the commissioner; to the preperty sold o¢
exchanged: over (it) the adjusted basis: in the hands of the hquidating corpora-
tion: of the property sold or exchanged:

) H e corporation adopts a plan of complete liquidation on or akter
January L 1964 and if clause (a) does not apply o sales or exchanges of
property by such corporation; solely by reason of the application of clause (&)
() (A). then for the first taxable year of any sharcholder (other than &
corporation which meets the 30 percent stoek ownership requirement specified
in section 290-134; subdivision (b} (1)) in which he receives a distribution in

hesida;

(B the amount realized by such shareholder on the distribution shall be
increased by his proportionate share of the amoeunt by which the tax impesed
by this chapier on such corporation would have been reduced i clause (¢) ()
(A) had net been applicable; and

(2) for purposes of this chapier; such shareholder shall be deemed to
by this chapter on such shareholder for such taxable year; an amount of tax
eqﬁﬂ!@!heameumefthemereasedmﬁbedinpam‘gﬂph(-l-}- Thedetermi-
liquidations shall shall_bed_ctcﬁmzim;n accordance with the provisions of section
337 of the Internal Revenue Code of 1954, as amended through December 31,
|980

Sec. 15. Minnesota Statutes 1980, Section 290.136, Subdivision 1., is
amended to read:

Subdivision 1. TRANSFER TO CORPORATION CONTROLLED
BY TRANSFEROR. (&} Ne gain of loss shall be recognized i property is
transferred to a corporation by one oF more persons Solely in exchange for
stock of securities in such corporation and immediately after the exchanpe such
pe;senwpemnsaminee&kel(aséeﬁmdinsubd&visien%e})eiehe
corperation: EoF purposes of this subdivision; stock of Securities issued for
services shall rot be considered as issued in return for property: ~
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(b} H clause (a) would apply to an exchange but for the fact that there is
feceived; in addition to the stock oF securities permitied to be received under
elause (a); other properiy o money; then:

) gain Gf any) to such recipient shall be recogaized: but net in exeess

A} the amount of meney received: plus
{B) the fair markei value of such other property received; and

2) no loss to such recipient shall be recognized:

(e} in determining control; lor pusrposes of this subdivision; the fact that
any corporate wansleror disiributes pasi of all of the stock which i receives in
the exchange to its shareholders shall not be taken into account: The provi-
sions of sections 331 to 361, 367, and 168 of the Internal Revenue e Code of

1934, as amended through December 31, 1980 shall apply to corporate organi-
zations and reorganizations.

Sec, 16. Minnesota Statutes 1980, Section 290.138. is amended by
adding a subdivision to read:

nue Code of 1954 as amended through December 31, 1980, shall apply to
carryovers m certain corporate acquisitions and specta] limitations on net
operating loss CAITyovers.

Sec. 17. Minnesota Statutes 1980, Section 290.26, Subdivision 2, is
amended 10 read:

Subd. 2. EMPLOYER CONTRIBUTIONS. Contributions of an em-
ployer to an employee’s trust or annuity plan and compensation under a
deferred-payment plan or 10 a simplified employee pension shall be allowed as
a deduction in accordance with the provisions of Section 404 or 408(k) of the
Internal Revenue Code of 1954, as amended through December 31, 4949 1980
as adapted to the provisions of this chapter under rules issued by the commis-
sioner of revenue.

Sec. 18. Minnesota Statutes 1980, Section 290.31, Subdivision 3, is
amended 1o read:

Subd. 3. PARTNERSHIP COMPUTATIONS. The taxable net in-
come of a partnership shall be computed in the same manner as in the case of
an individual except that

(1) the items described in subdivision 2(1) shall be separately stated, and

(2} the following deductions and credits shall not be allowed to the
partnership:
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{(a) the standard deduction provided in section 290.09. subdivision 15,

(b) the credit for charitable contributions provided in section 290.21,
subdivision 3,

(c) the net operating loss deduction provided in section 290.095. and

(d) the additional itemized deductions for individuals provided in section
290.09, as adapted to the provisions of this subdivision under regulations issued
by the commissioner.

Any election affecting the computation of taxable net income derived
from a partnership shall be made by the partnership except as provided in
section 703(b) of the Internal Revenue Code of 1954, as amended through
December 31, 1980.

Sec. 19. Minnesota Statutes 1980, Section 290.41, is amended by add-
ing a subdivision to read:

Subd. 5. RELATING TO ENERGY GRANTS AND FINANCING.
Every person “who administers a federal, state or local program a principal
purpose of which is to provide subsidized financing or grants for projects to
produce energy shall make a return meeting the requirements of section 6050D
of the Internal Revenue Code of 1934, as amended through December 31, 1980,

Sec. 20. Minnesota Statutes 1980, Section 290.41, is amended by add-
ing a subdivision 1o read;

Subd. 6. REAL PROPERTY HOLDINGS OF ALIENS. Every per-
son and corporation required to make a return under section 6039C (relating to_
information return on a foreign person holding a United States real property
interest) of the Internal Revenue Code of 1954, as amended through gh December
31, 1980, shall make a similar return for the commissioner for foreign persons
holdmg a Minnesota real property interest,

Sec. 21. Minnesota Statutes 1980, Section 290.92, Subdivision 20, is
amended to read:

Subd. 20. VOLUNTARY WITHHOLDING AGREEMENTS. ‘a) (1)
For purposes of this section, any payment of an annuity to an individual te the
emMmelud-rblemwehmémduaJ—sMnﬁese{agfessmeeme if at the time the
payment is made a request that such annuity be subject to withholding under
this section is in effect, shall be treated as if it were a payment of wages by an
employer to an employee for a payroil period. Any payment 1o an individual
of sick pay which does not constitute wages, (determined without regard to this
subdmsmn) sha]l be be treated as if ll were a payment of wages _1 an employer

effecl Sl_ck P_X means _X , amount which
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(i) is paid 10 an employee pursuant to a plan to which the employer is a
party. and

any period during which the emploxee is temporarily absent from work on
account of sickness or persona] injuries.

(2) A request that an annuity be subjeet to withholding under this
section shall be made by the payee in writing to the person making the annuity
payments, as prescribed by ithe issioner:  Such a request may: Rotwith-
standing any provision of law o the contrary; be terminated by lurnishing to
the person making the paymenis a wrillen statement of termination: Such a
request for withholding of statement of termination shall take effect in the same
manner such a request oF siatement would iake effect under the laws of the
United Siates except to the extent the shall by regulation: provide
otherwise: A request for withhelding, the amount withheld, and sick pay paid
pursuant to “certain collective bargaining agreements shall conform with the
provisions of section 3402(0)(3), (4). and (5) of the Internal Revenue Code of
1954, as amended through December 31, 3, 1980.

(b) The commissioner is authorized by regulations to provide for with-
holding

(1) from remuneration for services performed by an employee for his
employer which (without regard to this subdivision) does not constitute wages,
and

(2) from any other type of payment with respect to which the commis-
sioner finds that withholding would be appropriate under the provisions of this
section, if the employer and the employee. or in the case of any other type of
payment the person making and the person receiving the payment. agree o
such withholding. Such agreement shall be made in such form and manner as
the commissioner may by regulations provide. For purposes of this section
remuneration or other payments with respect to which such agreement is made
shall be treated as il they were wages paid by an employer to an employee 10
the extent that such remuneration is paid or other payments are made during
the period for which the agreement is in effect.

Sec. 22. Minnesota Siatutes 1980, Section 290.934, Subdivision 4, is
amended to read:

Subd. 4. EXCEPTION. ({(a) Notwithstanding the provisions of the
preceding subdivisions, the addition to the tax with respect to any underpay-
ment of any installment shall not be imposed if the total amount of all
payments of estimated tax made on or before the last date prescribed for the
payment of such installment equals or exceeds the amount which would have
been required to be paid on or before such date if the estimated tax were
whichever of the following is the lesser
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(1) The tax shown on the return of the corporation for the preceding
taxable year reduced by $1,000, if a return showing a liability for tax was filed
by the corporation for the preceding taxable year and such preceding year was
a taxable year of 12 months. :

(2) An amount equal to the 1ax computed at the rates applicable to the
taxable year but otherwise on the basis of the facts shown on the return of the
corporation for, and the law applicable to. the preceding taxable year.

addition to the tax with respect 10 any underpayment of any installment shall
be imposed if the 1otal amount of all payments of estimated tax made on or
before the last date prescribed for the payment of the installment is less than

corporation (or any predecessor corporation) which had taxable net income of
$1,000,000 or more for any taxable year during the testing period. The term
“testing period” means the three taxable years immediately preceding the
taxable year involved.

Sec. 23. Minnesota Statutes 1980, Section 290.571, is amended by
adding a subdivision to read:

Subd. 7. “ESTATE” DEFINED. For purposes of subdivision I,
clause (2), the term “estate” includes the estate of an individual in a case under
tide 11 of the United States Code.

Sec. 24. Minnesota Statutes 1980, Section 290A.03, Subdivision 3. is
amended to read:

"Subd. 3. INCOME. "‘lncome” means the sum of the following:

(a) federal adjusted gross income as defined in the Internal Revenue
Code of 1954 as amended through December 31, 1979 1980; and

{b} the sum of the Eollowing amounts 1o the extent not included in clause
(a):

(i) additions to federal adjusted gross income as provided in Minnesota
Statutes, Section 290.01, Subdivision 20, Clause (a)}(l). (a)(2). (a}3). (a¥X9).
(a)(14), and (a)15):

(1) all nontaxable income;
(1) recognized net long term capital gains;

(iv) dividends and interest excluded from federal adjusted gross income
under section 116 of the Internal Revenue Code of 1954;
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(v) cash public assistance and relief;

(vi) any pension or annuity (including railroad retirement benefits. all
payments received under the federal social security act, supplemental security
income, and veterans disability pensions), which was not exclusively funded by
the claimant or spouse, or which was funded exclusively by the claimant or
spouse and which funding payments were exciuded from federai adjusted gross
income in the years when the payments were made;

(vii) nontaxable interest received from the state or federal government or
any instrumentality or political subdivision thereol:

(viil) workers’ compensation:
{(ix) unemployment benefits;
(x)} nontaxable strike benefits; and

(xi) the gross amounts of payments received in the nature of disability
income or sick pay as a resull of accident, sickness. or other disability, whether
funded through insurance or otherwise. In the case of an individual who files
an income tax return on a fiscal year basis, the term “federal adjusted gross
income™ shall mean federal adjusted gross income reflected in the fiscal year
ending in the calendar year. “Income” does not include

{(a} amounts excluded pursuant to the Internal Revenue Code, Sections
101(a), 102, 117, and 121; »

{b) amounts of any pension or annuity which was exclusively funded by
the claimant or spouse and which funding payments were not excluded from
federal adjusted gross income in the years when the paymenis were made:

(c) gifts from nongovernmental sources:

(d) surplus food or other relief in kind supplied by a governmental
agency:
(e) reliel granted under sections 290A.01 1o 290A.21;

{f) child support payments received under a temporary or final decree of
dissolution or legal separation; or

(g) federal adjusted gross income shall be reduced by wage or salary
expense. or expense of work incentive programs which are not allowed as a
deduction under provisions of section 280C of the Internal Revenue Code of
1954

Sec. 25. Minnesota Statutes 1980. Section 474.12, Subdivision 2. is
amended to read:

Subd. 2. Notwithstanding subdivision 1. the interest paid on bonds
issued under authority of this chapter and issued after June 30. 1979 shall be
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exempt only as provided under seetion sections 290.01, subdivision 20, and
290.08, subdivision 7 8, for obligations of the issuing municipality.

Sec. 26. Laws 1980, Chapter 607, Anicle I, Section 34, is amended 10
read:

Sec. 34. EFFECTIVE DATE.

Excepl as otherwise provided, section 1, clause (b)(13) is effective for
taxable years beginning after December 31, 1976, and section I, clauses (a){12),
(a)(17), (a)(18), (b)(6) (but only in regard to the changes relating to lump sum
distributions), (b}8), (b)(11). (b)(12), (b}{14}, (b){(16), and (b)(17) are effective
for taxable years beginning after December 31, 1978. For purposes ol allowa-
ble carrybacks, section 1, clauses (b)(13) and (b)(14} are effective at the same
time the carrybacks were allowable for federal income tax purposes. For
taxable years beginning before January 1, 1980, section 1, clauses (b)(13) and
(b)(14) are effective only if the taxpayer also applies the provision disallowing a
portion of wages as required under section 280C of the Internal Revenue Code
of 1954 for that taxable year. The amendments made in section 103(a)(5), ]
and (7) of P.L. 96-222, section 3 ' 3 of P.L. 96-178, and section 208(b) of P.L.

same lime that at {hese amendments become " effective for federal income lax
purposes. Section 7 is effective for expenditures made during taxable years
beginning after December 31, 1978 and before January 1, 1983, except as
otherwise 5peciﬁcally provided. Section 1, clause (b)(10) and section & are
effective for interest received during taxable years beginning after December 31.
1977 on loans executed before January 1, 1982. Sections 1] and 12 are
effective for taxable years beginning after December 31, 1980. Section 18 is
effective for sales and exchanges occurring after December 31, 1975, Sections
16, 20, 22, 23 and 26 through 31, and 33 are effective for taxable years
beginning after December 31, 1978. Section 25 is effective July 1, 1980.

The rest of this article is effective for taxable years beginning after
December 31, 1979, except as otherwise provided.

Sec. 27. DIRECTION TO REVISOR. -

In the next and subsequent editions of Minnesota Statutes the revisor of
statutes shall substitute the words “Internal Revenue Code of 1934, as amended
through TDecember 31, [9807 for the words “Internal Revenue Code 0 of 1934, as
amended through December 31, 1979 wherever such words occur in chapter
290, except section 29001, subdivision 20.

Sec. 28. REPEALER.
Minnesota Statutes 1980, Sections 250.08, Subdivisions 7 and 13: 290.09.

Subdmswn 12; 290.136, Subdw;smns 2,3 4,5, 6,7 and 9; and 290138

—_———

Sec. 29. REPEALER.
Minnesota Statutes 1980, Section 290.137, is repealed.
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Sec. 30. EFFECTIVE DATE.

Section 2 is effective for taxable years beginning after December 31,
1980. Section 3 is effective at the same time these provisions ns become effective
for federal income tax purposes in P.L. 96-471. Section 4, clause (5) is effective
for estates of decedents dying after April 1, 1980. Sections 9 and ‘11 are
effective for - taxable years beginning after December 31, 1979, Section 8 is
effective on on March 1, 1980 for taxable years ending after that date. Section 17
is effective on September 26, 1980, Section 21 is effective on July 1, 1981

Sccuon 22 1s effccuve for taxable years beginning after June 30, 1981. “Section

years and property taxes Eaxabl in 1981 a; and subsequent years. Section 29is
effective for any proceeding which which is begun after September 30, 1979. A
taxpayer, who makes a retroactive election under section 7(f) of of P P.L. 96-589
(relating to o bankruptcy) shall make a similar election for Minnesota purposes
and the election shall have the same :eflect for Minnesola purposes as it does

for [cderal Qurgoscs

December 31 1980, except as otherwise prcd;;ded

Approved April 30, 1981

CHAPTER 61 — H.F.No. 30

An act relating to' Independent School District No. 219, Elmore: requiring
revision of its certified statutory operating debt.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

Section 1. INDEPENDENT SCHOOL DISTRICT NO. 219; STATU-
TORY OPERATING DEBT.

The commissioner of education shall revise the amount certified as
lalutorz operating debt pursuant to Minnesota Statutes, Section 121914, for
Independent School “District No. 2I9 Elmore. The revision shall increase lhe
certified amount from $130,378.41 to to $140,221. 34

Sec. 2. EFFECTIVE DATE.

Section 1 is effective upon compliance with Minnesota Statutes, Section
645.021, Subdivision 3.

Approved April 30, 1981
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