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          Fund Impact  

   F.Y. 2026 F.Y. 2027 F.Y. 2028 F.Y. 2029 

 ($000s) 

Individual Income Tax $0 ($89,400) ($25,100) ($20,600) 

Corporate Franchise Tax $0 ($20,000) ($5,600) ($4,600) 

General Fund Total $0 ($109,400) ($30,700) ($25,200) 

 

Effective the date following enactment. Changes made by federal changes are effective retroactively 

at the same time the changes were effective for federal purposes.   

 

EXPLANATION OF THE BILL 

 

Current Law:  P.L. 119-21 changed the definition of adjusted taxable income for purposes of 

calculating limits on the business interest deduction. Beginning with tax year 2025, adjusted taxable 

income is calculated using earnings before interest, taxes, depreciation, and amortization (EBITDA) 

instead of earnings before interest and taxes (EBIT). Adjusted taxable income was also expanded to 

include amounts required to be recognized in gross income by a U.S. shareholder of a foreign 

corporation.  

 

P.L. 119-21 also changed the interest capitalization provisions under IRC Sec. 163(j) so that the 

business interest deduction limitation is calculated before applying an interest capitalization provision. 

Any interest capitalized under IRC Secs. 263(g) or 263A(f) is excluded from the definition of business 

interest.  The Act also expanded the definition of motor vehicle to allow the deduction of floor plan 

financing on recreational trailers and campers. 

 

Minnesota has not adopted those federal changes. 

 

Proposed Law: Under the bill, Minnesota’s definition of the Internal Revenue Code would include 

the federal changes to the business interest deduction.  

 

REVENUE ANALYSIS DETAIL 

 

• The federal Joint Committee on Taxation (JCT) provided a fiscal estimate of the cost from P.L. 

119-21. The fiscal estimate for the business interest deduction includes two offsetting impacts: the 

coordination with interest capitalization and the definition of adjusted taxable income.  

• The net individual fiscal impact is apportioned to Minnesota at a rate of 1.9%. The fiscal impact 

is then divided by the average marginal income tax rate of 16.1% and multiplied by Minnesota’s 

average marginal income tax rate of 8.0%. 

• The net corporate franchise fiscal impact is apportioned to Minnesota at a rate of 1.0%. The fiscal 

impact is then divided by the average marginal corporate tax rate of 21.0% and multiplied by 

Minnesota’s average marginal corporate tax rate of 9.8%.  
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REVENUE ANALYSIS DETAIL (Cont.) 

 

• Federal fiscal years are adjusted to Minnesota fiscal years.  

• Retroactive impacts are allocated to fiscal year 2027. 
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