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CHAPTER 19 - PROPERTY TAX CONSIDERATIONS § 19.2 - REAL PROPERTY

CHAPTER 19
PROPERTY TAX CONSIDERATIONS

19.1 OVERVIEW

The impact of a sale or purchase of real estate on propert taxes in Minnesota requires delving into
one of the most notably complex and constantly shifing propert tax systems in the country. Propert in

Minnesota is considered taxble unless expressly exempted by law. MINN. CONST. ar. X, §1; MINN. STAT. §

272.01; American Crystal Sugar Co. v. County of Polk, 2007WL987084, at *3 (Minn. Tax. Mar. 30, 2007).
Personal propert is generaly exempt from propert taxtion. MINNESOTA DEPARTMENT OF RENU, AUDIToR!

TREURR MAUA: PROPER1Y TAX ADMINISTRATION § 04.05-2, oehttp://wtaxes.state.mn.us/propert_tax-

admiistrators/other - supporting- content/atmanual- v1.2. pdf:: . No Minnesota constitutional provision
requires all propert be taxed uniformly (at the same effective tax rate). Id. § 01.01-5. Unless otheiwise
exempted, taxtion is done by local taxng entities, specifcaly the state, county city viage, township,
school distrct and special taxng districts. Id. §§ 05.01-1 & 05.01-2 (list of "Special Taxng Districts").
Although each taxng entity levies its own taes, it is the individual counties that collect the taxes.

Most propert is valued at the local level as of the "assessment date." Taxes are assessed in the
calendar year prior to becoming payable. For instance, taxes payable in 2009 were assessed as of the
valuation date of Januar 2, 2008. See JEFFERY J. McNAUGHT, THE PROPER1Y TAX DESKBOOK § 24-000 (2007);

K-Mart Corporation v. County of Becker, 639 N.W2d 856, 859 (Minn. 2002). Propert is valued at its
market value, which has been interpreted to mean its value in fee simple. TMG Life Insurance Co. v.
Goodhue Co., 1994 WL 725485, at *2 (Minn. Tax Dec. 15, 1994). Minnesota follows the presumption
that al propert is taxble and the burden is on the par seeking exemption. This extends to attempts

to treat propert as "personal," as opposed to "real." American Crystal, 2007 WL 987084 at *4.

The controllng statutes for Minnesota propert taxtion are generally set forth in Minnesota Statutes
chapters 272 through 284.

Understanding the propert tax system is important when representing a client in a purchase or sale
transaction. A purchase agreement needs to address the apportionment of taxes between the paries.
This requires an understanding of special assessments, deferral of taxes, tax classifcation and the due
date for taxes.

19.2 REAL PROPERTY

The defiition of "real propert" for purposes of propert tax is crucial under Minnesota law. "Real

propert" is defined to include "the land itself... and al buildings, structures and improvements or
other fires on it..." MINN. STAT. § 272.03, SUBD. l(a). "Building and structures" include fiures that

are integrated into the building or strcture that cannot be removed without substantial damage to the
building or strcture. MINN. STAT. § 272.03, SUBD. 1(b). In contrast, "personal propert" can be defined

by simply stating:

Anything that is not real propert is personal propert The main characteristic of
personal propert is that it is movable. If it is movable without causing damage to
itself or the real estate, it is considered to be personal propert. An even broader
definition may include al tools, equipment, goods, money, effects, stocks, shares,
etc.

AUDlTOR!REURER MAUA, supra, § 04.01-1. If property is taxed as "real propert," then it wil not be

subject to taxtion under Minnesota sales ta provisions as personal propert. See Zimpro, Inc. v. Comm'r
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of Revenue, 339 N.W2d 736, 740 (Minn. 1983) (citing Minnesota Statutes sections 272.03, subdivision 1
and 297A.01, subdivision 11).

Signifcantly, in Minnesota, mineral interests in the real estate are analyzed separtely and apar from
the real propert value, and are taxed separately from other similar surface interests. St. Louis County v.
Federal Land Bank of St. Paul, 338 N.W2d 741, 742 (Minn. 1983); Campbell v. Barry, 187 N.W 967,968
(Minn. 1922). The distinction between non-taxble personal and taxble real propert was the subject
of signifcant litigation until the legislature made its definition clear in Minnesota Statutes section 272.03,
subdivisions 1 and 2. See American Crystal, 2007 WL 987084 at *3-4.

19.3 PROPERTY CLASSIFICATIONS

As noted above, the Minnesota Constitution does not require uniormity across diferent classes
of propert However, it does require that taxes be uniform "upon the same class of subjects." MINN.
CONST. ar. 10, § 1; see generally THE PROPER1Y TAX DESKBOOK, supra, § 24-210. As a result ofthe uniormty

requirement within a class of subjects, as opposed to among diferent classes, many diferent classifcations
have been created in Minnesota, each having its own effective tax rate.

PRACTICE TIP

The "effective tax rate" is not a phrase used in the Minnesota statutes. but it is often discussed
by Minnesota courts. The effective tax rate "is able to be determined (by the taxpayer) by
dividing the property tax for the property (excluding any special assessments levied by the
taxing entity) by the assessor's taxable market value as shown on the tax statement and/or
tax rolL. " THE PROPERTY TAX DESKBOOK. supra. § 24-21 O(a).

The basic or primar real propert classifcations 
1 for tax purposes are provided in Minnesota Statutes

section 327.13 as follows:

. Class 1 - Residential homestead real propert

. Class 2 - Agrcultural homestead real propert

. Class 3 - Commercial and industral real propert

1 The Minnesota statutes have special provisions for varous categories of propert that otherwse may fall under the
definition of "real propert" and be subject to tation; but are, instead, separtely analyzed and taed. See generally THE

I'OPERIT TAX DESKBOOK, supra, § 24-110.04. These include the following,

. flght equipment and propert (M'\N. STAT. § 270.072 et. seq.);
free gfOwth ta law (MINN. STAT. § 290C.01, et. seq.);
raioads (MINN. STAT. § 270.80, et. seq.);

mieras, gas, coal and oil, apar from land (MINN. SThT. § 272.04);

agricultura propert ta (MINN. STAT. § 273.11);

iron ore valuation (MINN. STA. §§ 273.1104 & 273.14 et. seq.);
private outdoor recreational and open space park lands (MINN. SThT. § 273.112);

gas and water companies (MINN. STAT. § 273.35);
electrc light and power companes (MIN. STAT. § 273.36);

wind energy production facilties (MINN. STAT. §§ 272.028 & 272.029); and

cooperative associations (MINN. STAT. § 273.40).

.

.

.

.

.

.

As these are separtely carved-out areas of tation, if the propert taxed involves any of the above categories, the statute

should be carefully and separately analyzed to determine ta liabilty.
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. Class 4 - Residential aparment/rental real propert

. Class 5 - Miscellaneous propert category (including unmined iron ore), propert
not otheiwise classifed in certain non-real propert fires for electrical generation/

distribution

. Class 6 - Al real propert that is not improved with a structure, which must be classifed
according to its current use

Within the classes above there are many subclasses and categories depending upon the nature of the
propert its use, and characteristics of the owner of the propert

A. Homestead Classification

1. Basic Requirements

A homestead classifcation is defined in Minnesota StatUtes section 273.13, subdivision 22 (Class

I). "Residential real estate that is occupied and used for purposes of a homestead by its owner, who must
be a Minnesota resident, is a residential homestead." MINN. STAT. § 273.124, SUBD. l(a) (emphasis added);

see generally MINNESOTA DEPARTMENT OF RENUE, 1 PROPER1Y TAX ADMIISTROR'S MAUA § 3310, oehttp://w.
taxes.state.mn. us/propert_tax _administrators/other - supporting_content/administrators _manual. pdf::.
An assessor may require proof that the homestead is actualy meeting the requirements of the statute.
MINN. STAT. § 273.061, SUBD. 8(14).

A homeowner may not have the benefits of a homestead classifcation in more than one
location. 1 PROPER1Y TAX ADMINISTRTOR'S MAUAL, supra, § 3310. "To qual for homestead classifcation,

a propert must be both owned and occupied by the owner or occupied by a qualifed relative of the
owner on Januar 2 of the assessment year, or December 1 of the assessment year." Id. "The propert

becomes the homestead of the owner as soon as he takes possession with the intention of makng it his
home. The use for homestead purposes must be actual and substatial. A token occupancy and use,
merely to obtain tax advantage, fals short of statutory requirement." Id.

The determination of whether a propert is a principal place of dwellng and the abode of an
owner involves the assessor considering a number of factors:

1. Where the taxpayer is registered to vote.

2. Where the taxpayer's mai is delivered.

3. The address of the taxpayer's driver's license.

4. Whether the taxpayer lived in the propert continuously.

5. Where the taxpayer works.

6. Whether the taxpayer continuously maintained the premises.

7. Whether the taxpayer has any other residence in Minnesota for which
they can, or do, claim homestead exemption.

8. Whether the taxpayer has soughtto apply for, or received, any rent credits
that are available to persons who rent an aparent in Minnesota.
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9. The address on the taxpayer's motor vehicle license.

10. The location of the taxpayer's ban accounts, especialy the location of
the most active checkig account.

11. The address ofthe taxpayer's fishing or hunting licenses and whether
they purchased a resident or non-resident licen.se.

Id.

It is not required that the taxpayer meet al of the above factors to maintain homestead status.
However, where there is a close question and the assessor is in doubt, "the propert should be classified
as non-homestead and... the taxpayer (allowed) to make an appeal for various avenues of appeal." Id.
Thus, the burden is on the owner to establish homestead status if evidence is not presented suffcient to
satisfy the assessor's review of a propert's status.

2. "Relative Homestead"

Minnesota Statutes section 273.124, subdivision l(c) provides:

Residential real estate that is occupied and used for purposes of a homestead
by a relative of the owner is a homestead, but only to the extent of the
homestead treatment that would be provided if the related owner occupied
the propert For purposes of this paragraph and pargraph (g), "relative"
means a parent, stepparent, child, stepchild, grandparent, grandchild,
brother, sister, uncle, aunt, nephew; or niece. This relationship may be by
blood or marriage.

Citing this statute, volume 1, section 3314 of the Minnesota Deparment of Revenue's Property
Tax Administrator's Manual states, "Neither the related occupant nor the owner of the propert may
claim a propert tax refund under chapter 290A for a homestead occupied by a relative, unless the
propert is owned jointly and one of the joint owners occupied the propert as their permanent primar
residence." See Main v. County of Anoka, 1999 WL 137841, at *2 (Minn. Tax Mar. 10, 1999) ("relative
homestead" is strctly constred and wil only apply to the type of relatives enumerated in the statute).
"Propert that has been classified as seasonal residential recreational propert at any time during which
the current owner or the spouse of the current owner has owned it cannot be reclassifed as relative
homestead." AUDITOR/REURR MAUA, supra, § 04.06-5.

3. Spousal Homestead

As a general rule, married parties may not claim separate homesteads for propert tax purposes.
However, for homesteads filed afer May 6, 1994:

(T)here are only four potential reasons to extend separate homestead
classifications to married couples. In the case of propert owned by a
propert owner who is married, the assessor must not deny homestead
treatment in whole or in par (sic) if only one of the spouses occupies the
propert and the other spouse is absent due to:

1. Marriage dissolution proceedings are pending;

2. Legal separation;
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3. Employment or self-employment in another location. To qualif for this
provision, both of the following criteria must be met:

. The distance between the places of employment or self-employment must
be at least 50 mies; and

. The distance between each homestead must be at least 50 miles; or

4. Other personal circumstances causing the spouses to live separately, not
including intent to obtain two homestead classifcations for propert tax
purposes.

1 PROPER1Y TAX ADMINISTRATOR'S MAUA, supra, § 3314.

Minnesota Statutes section 273.124, subdivision l(e) further provides, "homestead treatment,
in whole or in par, shal not be denied to the owner's spouse who previously occupied the residence

with the owner if the absence of the owner is due to one of the exceptions provided in (prargraph

(e))."

4. Agricultural Homestead

Agricultura. land is defined in Minnesota Statutes section 273.13, subdivision 23, and
requires the occupied land be used as a homestead by its owner, who must be a Minnesota resident to
claim agrcultural homestead status. Agricultural homesteads are Class 2 propert subject to extensive
exceptions and requirements as set forth in Minnesota Statutes section 273.13, subdivision 23. The
primar requirement for an agricultural homestead is that a person be actively engaged in farming,
paricipating in day-to-day faring decisions, day-to-day labor, and administration and management of
the farm. The far land must be at least 40 acres in size, fared by the owner, and meet the requirements
of agricultural propert set forth in subdivision 23. Id. § 3315.

The statute also permits agrcultural propert that is occupied for purposes of a homestead by
a relative to receive homestead treatment that otheiwise would have been provided to the owner if al of
the following criteria are met:

1. the relative who is occupying is a son, daughter, grandson, granddaughter,

father or mother of the owner of the agrcultural propert or a son, daughter,

grandson or granddaughter of the spouse of the owner of the agrcultural
propert

2. the owner of the agricultural propert must be a Minnesota resident,

3. the owner of the agrcultural propert must not receive the homestead

treatment on any other agricultural propert in Minnesota,

4. the owner of the agricultura propert is liited to only one agrcultural

homestead per family under this paragraph.

Id. § 3314. Minnesota Statutes section 273.124, subdivision 14(b) 
(i) (5) furter requires that the propert

be within four townships or cities of where the owner lives. Failure to meet this requirement results in
a loss of agrcultura homestead status. Lamkin v. County of Sibley, 2002 WL 31409323, at *3-4 (Minn.
Tax Oct. 21, 2002).
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5. Manufactured Homes

Manufactured homes, as defined in Minnesota Statutes sections 273.125 and 273.13, are
generally treated as personal propert and as non-homestead units. However, manufactured homes will
be treated as improvements to real propert if the following criteria are met:

(1) the owner ofthe unit holds title to the land on which it is situated;

(2) the unit is afed to the land by a permanent foundation or is instaled at
its location in accordance with the Manufactured Home Building Code. .. ; and

(3) the unit is connected to public utilties, has a well and septic tank systems,
or is servced by water and sewer facilties comparable to other real propert in

the taxng district.

MINN. STAT. § 273.125, SUBD. 8(b).

6. Blind or Disabled Homesteads

A Class 1.b designation for homesteads is avaiable for blind or disqualed persons, which
wi result in a reduced classifcation of market value and, in turn, tax. This is available to persons (as
defined in Minnesota Statutes section 256D.35) who are disabled U.S. miltar veterans, or permanently

disabled persons. AUDlTOR/REuRER MAUA, supra, § 04.06-6.

7. Split Class and Fractional Properties

Properties may have more than one classifcation:

An exaple would be a hardware store with four aparments on the second
floor. The hardware store would be classed commercial and the second floor
would be classed aparments or residential, depending upon if the owner or
a relative of the owner lived in them, or they rented them out to others. The
classifcation of the propert is split between the two uses. The assessor must
determine the value for each of the classifcations.

Id. § 04.06-8. Similarly, when multiple owners create a parial homestead and non-parial homestead
for classifcation purposes, the assessor must determine the relative occupancy of the properties for
purposes of a frctional homestead. "For exaple, if two brothers and one unrelated person own a
house, each having a one-third interest, and one of the two brothers lives in the house and clais it as

his homestead, the propert is one-third homestead, one-third relative homestead, and one-third non-
homestead." Id. § 04.06-9.

B. Form(s) Treatment of Homestead Classification

1. Minnesota Association of Realtors (MAR)

Lines 100 through 104 of the purchase agreement form developed by the MA (see Appendix
B) provide:

Seller warants taxes due and payable in the year 20- shal be: D FULL, D PART,

D NON- homestead classification. If par or non-homestead classifcation
is checked, Seller agrees to pay Buyer at closing $ toward the
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