Notes to Uldrich-Carney budget, 9/28/10

note a) Because the Uldrich-Carney budget includes a 1% increase in the rate, the numbers below for FOREIGN SOURCE ROYALTIES and FOREIGN OPERATING COMPANIES are probably conservative, because they are per the current 9.8% rate.

From the link on mymnbudget.com financial model:

Corporate Franchise Tax

Minnesota Subtractions

2.27 FOREIGN SOURCE ROYALTIES

Minnesota Statutes, Sections 290.01, Subd. 19d (10), and 290.191, Subd. 5(a)(6)

A subtraction from federal taxable income is allowed for 80% of royalties, fees, or other like income received from a foreign operating corporation or a foreign corporation which is part of the same unitary business as the receiving corporation. To qualify, the income from the payments must be from sources outside the United States, as defined under the Internal Revenue Code.

A deduction for foreign source royalties was first enacted in 1984, and the current provisions were enacted in 1988. Qualifications for foreign operating corporations were modified in 2005. In 2008 the subtraction was limited to payments from sources outside the United States.

Approximately 2,200 corporations take this subtraction.

Fiscal Year Impact

2010 

2011 

2012 

2013

State General Fund 
$59,500,000 
$76,500,000 
$90,500,000 
$95,100,000

2.28 FOREIGN OPERATING CORPORATIONS

Minnesota Statutes, Sections 290.01, Subd. 6b and Subd. 19c(11), 290.17, Subd. 4(f)-(i), and 290.21, Subd. 4

A foreign operating corporation is a domestic corporation that is part of a unitary group having at least one member taxable in Minnesota. To qualify, at least 80% of its gross income from all sources must be active foreign business income or it must have a valid election under Section 936 of the Internal Revenue Code. A corporation that is either a foreign sales corporation or an interest charge domestic international sales corporation under the Internal Revenue Code cannot be a foreign operating corporation.

The adjusted net income of a foreign operating corporation is deemed to be paid as a dividend to its shareholders in the unitary group, and the deemed dividend is eligible for the 80% dividend received deduction. Dividends actually paid by a foreign operating corporation to a corporate shareholder which is a member of the same unitary group are eliminated from the net income of the unitary business. A foreign operating corporation is not required to file a Minnesota return, and its apportionment factors are not included in the apportionment factors of the unitary business.

These provisions were enacted in 1988. Several changes were made to these provisions in 2008, including the definition of a foreign operating corporation.

Approximately 1,200 corporations benefit from these provisions.

Fiscal Year Impact

2010 

2011 

2012 

2013

State General Fund 
$28,300,000 
$36,800,000 
$43,900,000 
$46,600,000

note b) A “Drink” equals 5 oz. for wine, 12 oz. for beer, or 1.5 oz. for distilled spirits.

note c) This is levied on Businesses, Industrial Lands, and Seasonal Recreation Lands.

note d) Congress recently passed a State Aid Package, including $167 that will go to Minnesota to preserve jobs of teachers and other public employees.  An additional $263 million is available for low-income and elderly Medidaid patients, and was approved by Governor Pawlenty.  The $263 million is included as additional General Fund revenue, however, it is assumed the $167 million will pass through to school districts.  As a practical matter, this does represent additional funding for K-12 education.  The Uldrich-Carney budget fully funds the current MMB budgeted amount for K-12, excluding repayment of the K-12 unallotments.

note e) The dollar amount is from the current MMB budget, page 10.  Repayment was provided for in the next biennium by the Omnibus budget bill passed in this year's first special session -- however, this can be delayed further by the next Legislative session.  Both the Emmer and the Horner budgets assume none of this will be repaid in the next biennium.  The Dayton pre-primary budget provided for full repayment in the next biennium; recently Dayton has said he can't promise this.  We want to emphasize that delaying this repayment won't affect the operating budgets of K-12 schools directly.  Although school districts were required to use their own reserve funds to make up the shortfall in the last biennium, the operating K-12 money for the next biennium is a continuation based on the pre-unallotment funding level from the current biennium.  We are proposing a separate constitutional amendment -- a "band aid" -- to allow the voters in 2012 to decide if they want to approve bonding, amortized over ten years, to repay the deferred payment.  Because the origin of this deferral is rooted in an unallotment that was held by the Minnesota Supreme Court to be unlawful, we believe this is a special case, meriting a one-time resolution by the voters.  An amortization schedule will be provided separately.  We propose the bonds be retired by a 10 year surcharge on all income tax brackets.    

note f) The descriptions below are from the revised (9/21/10) Dayton budget. These represent savings we believe are reasonable and realistic.  At this time, we do not include other claimed savings in Dayton's budget, although we are open to further discussion and consideration of some of these.  Carney released a FACT CHECK of Dayton's revised budget, available at his news and information site: www.republicancontract.com; a supporting spreadsheet can also be downloaded from that site.


The descriptions from Dayton's budget follow, the numbers correspond to the category numbers in the Uldrich-Carney spreadsheet.


1. Re-negotiate leases for overpriced state office buildings. Market values have plummeted, so the state should renegotiate its rented office space, per a recent KSTP investigative report. A 10% reduction in lease costs would save $12 million of the $120 million in office space leases.

2. End Expensive Leasing of Office Space for Storage. Similarly, state agencies spend thousands of dollars a year, using expensive office space for storage purposes. One state agency pays $21,000 a year for offices that are solely used as storage. To compound matters, more affordable storage options exists throughout the area. In St. Paul, the State pays $9 per square foot for storage space. In Rochester, Minnesota taxpayers foot for $21 dollars a square foot. Estimated savings: $2 million for the biennium.

4. MAPE estimates that its proposal to limit agency supervisory/managerial personnel to no more than 15% of state agencies' general workforce would save $110 million in the biennium. Removing Gov. Pawlenty's political larding of the highest-paid agency positions will save additional monies.



Note: the Uldrich-Carney budget assumes a $55 million saving, representing one year of savings -- assuming this will take a year to implement.

6. Require the MN Department of Commerce's Market Assurance Program, which regulates the insurance, real estate, and securities industries to be entirely funded by those industries. (Currently, $11.9 million of the 2010-11 biennial budget of $26.7 million comes from the General Fund.) Savings: $11.9 million.

7. Reduce and Reform Excessive K-12 Education Testing. Currently the MN Department of Education administers 61 standardized tests on Minnesota's schoolchildren. I will charge my Commissioner of Education and the 2011 MN Legislature with reviewing and eliminating excessive and non-productive student testing. Est. Savings: $ 8 million. Est. Savings of Student and Teacher anguish: "Priceless"!

8. Reform Charter School Lease Aid Program to eliminate Star Tribune documented abuses. Est. Savings $20 million (out of biennial cost of $85 million).

12. Administrative Efficiencies at MnSCU -- Currently, 302 MnSCU employees - mostly administrators -  receive higher salaries than the Governor. The highest paid employees in MnSCU should receive a modest 5% pay cut - the same amount cut from the systems overall - during this fiscal crisis.  That would reduce state spending by $10 million for the biennium.



Note: The Uldrich-Carney budget assumes a 20% cut instead of a 5% cut -- the resulting savings is $40 million.

16. Elimination of JOBZ Subtractions & Credits. Would save $68.9 million in tax expenditures in the next biennium. (Tax Expenditure Budget 2010).

SPECIAL: 5. Eliminate the MN Trade Office. Since I am not running for President, I will not need a Trade Office to support my international trade junkets, aimed at improving my presidential "gravitas." Appropriate hosting of international trade delegations will be handled through the Governor's Office, which is where state businesses can also derive the maximum benefit of state government support of their trade initiatives. Biennial savings: $3 million.



Note: The Uldrich-Carney budget proposes doubling this budget -- not eliminating the office.  We need to support trade -- recently a large increase was reported in exports.  

note g) These cuts are based on the MMB Fund Balance Analysis, page 1, column: "5-10 SS1 vs 2-10 UR -- FY 2010-11".  Adjustments up or down from these cuts are noted on each line item. The adjusted line items always represent at least some increase in real dollars from the current biennium, although the increase is sometimes almost zero.  Without these adjustments, some line items would have a decrease in real dollars.  Cuts are of course negotiable with the Legislature.  As a starting point, this group of cuts has one major advantage: the effect is known, because these all represent cuts that were first unallotted, and then ratified by the Legislature.  The $23.4 million increase for Economic Dev. may allow funding the film board, benefitting Minnesota tourism.  The Political Contribution Refund program is fully funded.

note h)  Per a phone call to MN DOR, stimulus money affected Minnesota's budget as follows, dollars in Billions:








FY 








2009

2010

2011


Total:




$.9 

$3.0

$1.6


Savings to General fund:

$.5

$1.6
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