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SUBJECT : Supplementary Statement on Revenue Dis t r i bu t i q4  I 
"This i s  a repor t  on revenue d i s t r i bu t i on  . . . and not  On 'taXes' . . . qu i t e  deliberately."  

That was the  f i r s t  sentence i n  our repor t  ''New F o ~ l w l a s  f o r  Re-e 
Sharing i n  Minnesota" issued one year ago, 

Perhaps the  most extensive and enlightened diseusaion of s t a t e - l aw1  
finances i n  Minnesota h ie tory  has occurred s ince  then, within and outs ide  
t he  S t a t e  Capitol.  

, We made a p a r t i c u b r  point  i n  our repor t  of the  importance of revenue / 

dis t r ibu t ion :  t ha t  distribution of funds t o  t he  various un i t e  of l oca l  1 

government s h Z d  be every bit as impor&ant and receive t he  same degree 
of a t t en t i on  as taxes ( i .e .  how much to  increase  o r  decrease one tw o r  
another). We d id  not  want. t he  issues  of how money is appbrtioned m h g  
various un i t s  of government, t o  be overshadowed by t h e  i s sues  of how the  . 
money i s  ra ised.  We a l so  s t resse4  t h a t  Minnesota has ona f i s c a l  system, 
with s t a t e  and l oca l  elements, The s t a t e  and loca l  elements a f f ec t  each 
o ther  and cannot be considered separately,  Ci t izens  increasingly under- 
stand t h a t  a s i gn i f i c an t  pa r t  of the  e f f o r t  this year i s  t o  change t he  , 

"mix" of property and non-property, s t a t e  and l oca l ,  rev&nues. 

The Governor and Legis la ture  a r e  undertaking a bigger atld more compre- 
hensive e f f o r t  than ever be fore i to  nake bas ic  improvements i n  our system 
of s ta te - loca l  taxat ion and revenue d i s t r i bu t i on .  Never before have pro- 
posals--.even tke most modest ones--been so  ambitious. I 

, 
1 

The process i s  exceedingly d i f f i cu l t :  The Governor a d  the LegislatureL 
have the  task  of assercbiing a package containing the  elements of revenue- 
raising (which we did not  d iscuss  i n  ou t  repor t )  as well as revenue-distri- 
bution. Z t  i s  not  a l together  surpr is ing,  nor is it neicessarily undesirable, 
t h a t  they a r e  f inding it necessary t o  take mora time i n  working $ut a 
f i n a l  compromise than Minnesotans have been accustomed t o  i n  t he  pas t .  But 
w e  suspect a decision involving some $600 mil l ion i n  new revenue would not  
be undertaken with any l e s s  debate by a cgsivwe bwinasr. 

Now, as  the  Governor and Legis la ture  start another chaptels in t h e i r  
e f f o r t  t o  reach agreement, it i s  important t h a t  they resist the  temptation'  
t o  simply patch up the  present  revenue d i s t r i bu t i on  system and go h y .  
Because of weariness o r  f rus t ra t ion ,  this could wel l  be appealing option 
t o  many l e g i s l a t o r s ,  a s  wel l  as many people i n  the  general  public. - 

\ \ 



Yet, the,Governor and Leg4slature already have reached a pbint where 
they are very close to achmplishing major reform %n the revenuedistribu- 
tion system. We do not underestimate the significance of thk disagzeements 
which still exist over how to raise the money. But they have agree'd, impli- 
citly, that $600 million in new revenue could be raise$. ~ n h  thYe decision 
/preseuts the state with an opportunity which is qnlikeiy to arise (egain for 
several years or, perhaps, even decades: to infuse a substamla1 amounf of , 
additional non-property dollars into local government and to improve the 
method by \which these dollars are distiwted. I 

- 
In a legislative aesshn when big, new dollars are not involved, distri- 

bution formulas may be tampered with, but, as a practkal matter, few real 
changes sure possible. The process of obtainiqgfagree~nt on new formulas 
is always painful. It is virtuqllly impossible unless edough new money is 
available to make sure no unit of government receives less than it is r 

/ 

receiving now. Thus, this legislative session, which is likely to produce 
the aargest new revenue package in the state's history, gives us the infre- 
quent opp~rtunity to make the fundamental improvements in distribution form- 
ulas ., - 

/ 

I 

Accordingly, in this session Minpesota has a chance to demonstrate to 
the rest of the nation its ability to'be a leader in working out the criti- 
cal issues of state-local finance'whith are plaguing every st. te and which-- 
because they have not &en solved in the state legislatures--h h ve prompted 
local governments to seek most of their financial solutions in Washington. 

We {urge the Governor and Legislature to reach for the qpportunity 1 

which is theirs now to pass so much more than ,just a "tax bill" or a "tax 
relief bill," and to pass a fundamental reform in the state's .fiscal 
system. &d we urge the public to be patient and vnderstanding as this 
process takes place, with the knowledge that the reward can be 'a vastly 
improved method of utilizing the state's public'dollars. 

/ 

School' Finance 
/ 

The school aid question has dominated the entire state-local finance 
issue, with the Le@islature debating the most far-reaching rhanges in the 
school aid fomula since the basi~ structure of the present formula was 
established in 1957. , 

, / 

Ouy report recommended (a) a redefinition of pupil units to account , 
for dif$erences in pupils due'to socio-economic backgrounds as well as / 

dif f erqnces in grade levels (b) a change to basing aid on the number of 
pupil units enrolled in school rather than'the numher in attendance 
(c) co&olidation of severaJ separate aid payrments which now are mqdk for; 
school operating purposes (d) state support up to the average operating 
expenditure per pup$l unit, but short of state support at this lael, a 
formula .which accomplishes equalization of aid up to the average operating 
expenditure per pupil unit (e) taking into account other governmental service 
needs in equalization (f) requiring school distrtcts to report expenditures 
by each school and to rtevelop and measure educational objectives (g) impos- 
ing the same type of le'% restraint on 811 school districts. 

I 

If action so far is Any barometer, it appears a.i if the! Legylature 
is sccepeing the need to recognize other djffe~ences, besides grade levels, ' I ' 



in weiphtigg Pupil units. Also there is almos't universak recognitioxl in 
the Legislature now to base aid on enrollment of student6 rather than 
attendance and to impose the same type of levy limit on all school districts. 

The following areas, too, ugently need attention: 

A. Imaact of Other Governmental Service Needs--Whatever the package \ 

finally agreed to, it is likely t h y  the vast majority of the 
additional non-proper tg dollars for local governments will be in 
the form of state aid to school distzicts. Currently the caste of 
educatibn represent widely differing proportiaps of the totag costs 
of government at the local level, If the other costs of $ovenmaent 
are not recognized in the final package, the Legislature vill end 
up "overbalancing", so to speak, the state aid in favor of those 
~ommunities where education makes up the lion's share of local 
'government cost%. ' Communities where other services, such as 

\ welfare, poliee and fire, are a dominant es the costs cuf e%uca- 
tion, will nbt be significantly helped. It has been appareng for 
some time that agreement would be speeded if the school aid pro- 
posal were accompanied by same provision xeflecting'thesa dibfart- 
ences among localitdes, , / 

\ 

Two such optidns are wailable . , . and were, in fact, d$sc+sed 
in earlier stages of the fiscal debate, One was the proposal-- 
origi~lglly advanced in our xe?ort "New Fmulas for Revenue Sharing 
In Minnesotan--to reflect in the equalization formula the dfffer- 
Bnces among school districts in the propoption of the local tax 
base "cYaimedU by other-than-schook-operating expenditures. 

This was laid aside when the Legislature turned for a time to 
consider a second oppion: state &sumption of local welfare costs. 

The decision to incorporate neither of these in the package 
approved by the House and Senate in mid-July was a troubl$ng factor 
at that time. The need will remain to address this fundamental 
problem when the discussions resume. An option such aei one of the 
above, combined wit;h an improved municipal aid program as discussed 
elsewhere in this~statement, needs to be adopted as a way to avoid 
overweighting property tax relaif in some communities at the 
q ~ e n s e  of others. , ,' 

B. A pormula Suitable for the Entire Stat*-Iths proved extremely 
difficult to write a single formula--one rrat of numbere--for , 
school districts which vary so widely as Minnesota's in valuation 
and Ln expenditures per pupil upit. x 

I 
\ 

In part, we continue to belfevh, the solution to the disagreements 1 

arising out of these differences must be resolved by rettlming t~ 
tbe policy on school finance laid dawn by the Legislature when the - 

current school aPd fonwla was enacted i n  1957. That i s :  all 
districts are to be enabled to finance a comparable and adequate 
level of expenditure with equal property-tax effort. As in 1957, 
all districts wquld be required to pay a unifm percentage of 
t U r  valuation in local effort, with the state paying fhe 



\ 

balance up t o  som6thing closely approximating the  ac tua l  expenditure 
per pupil  un i t .  Our report  pointed wt the gradual erasion since 
1957 of the degree of equalization i n  the  school a id  formula. 

/ This has meant t h a t  the d i s t r i c t 9  have been obliged more 
\ 

I I and more t o  make r e l a t i ve ly  greater  local  e f fo r t .  The framework 
of the  1957 formula has not changed. But i n  the  i n v e m n i a g  years, 
a s  school costs have increased, a key f igure  i n  the  formula 
(cal led the foundation base), which was supposed\ t o  represent as 
closely a s  possible the  statewide median operating expenditure 
per pupil  u d t ,  has not kept pace w i t 8  the  increase i n  costs. Our 

I Eeport recommended that equalization now be restored by returning 
I the  foundation base t o  thd current average (or  median) operating 

expendi tn re  per pupi 1 un i t  . We renew this recommendation today. 
1 , 

The e f fo r t ,  t h i s  year, t o  accomplish t h i s  equalization has-been 
frustrated by t h e  impact of such'a formula owhigh-valuation 
d i s t r i c f s  t h a t  now arb spending s ignif icant ly  below the s ta te -  
wide average per pupil unit .  Reqistance has developed because 
of s f ea r  tha t  the formula would%mpose too great  'a l aca l  e f f q r t  
requirement on such d i sqr ic t s .  A p a r t i a l  solution,  a s  aur report  
recognized, can be found bp,'intr*ucing in to  the formula an o l~ t ion  
for such d i s t r i c t s  t o  e lecf  not t o  be broug'ht up t~ the higher 
expenditure level--and t o  the  higher Yevel of local  property tax 
effort-otherwise required, We urge t h i s  option he! presdnted and 
evalutcd a s  the new discussions begin. It shouqd be fu l l y  recog- 

, nized tha t  such an option does not enable the p t a t e  to  require-a 
higher level  of expenditures per pupil  u n i t  i n  such d i s t r i c t s - -  
a requirement which many f e e l  i s  desi rable  t o  accomplish an! even 
greater  degree of equalization of educatiolial opportunity. But 
t h i s  Could be a comparatively small p r ice  t o  pay f o r  a major reform' 
i n  the a id  formula for  the e n t i r e  s ta t6 .  Another p a r t i a l  solution 
t o  the  problem of the high-valuation, low-expenditure d i s t r i c t s  

' could be t o  provide equalization up t o  a regidnal average'eirpendi- 
t u r e  per pupil  un i t ,  r a ther  than a statewide average. 

Also, as a corollary t o  our recommendation t ha t  the  foundation 
base o r  support level'be the current avetage operating 

, 2 dxpenditure, and not some ar t i f ic ia l ly- lower  f igure,  the Legisla- 
\ tu re  should not a r t i f i c i a l l y  i n f l a t e  the Eoundatkoa base. 

1 The foundation base should include only those operating expenses 
which are financed by foundation a id  and loca l  property tax. -It 
should not include operating expenses which a r e  financed from s t a t e  - or  federal  categorical  aids.  I 

j_ i 
C. A s ing le  Foundation Aid Plan-To make equalization rea l ly  work, 

our report  recommended tha t  ce r ta in  bther general s t a t e  payments 
t o  school d i s t r i c t s  which a r e  uaed t o  finance operating expendi- 
tures  be discontinued, thereby f r e ~ i n g  such other paymests to help 
finance the foundakion a id  plan: We f e p e a t x h a t  recommendation. 
Specif ical ly ,  formulas which d i s t r i bu t e  funds based on thq lbca- 
t ion  of children b t w k e n  6 qndl 16 years of age whethdn o r  not 

i enrolled i n  publ ic  s c h a a l  ( the  s a l e s  tax per-'census-child aid) 
and which d i s t r i bu t e  funds based on the  locahion of personal 
property which was made exempt from taxat iop i n  1966 should be 



discontinued. School d i s t r i c t s  can be "graadfathesed" so tha t  0 
no d i s t r i c t  receives less under the  new a id  plan than was received, 
f n  the aggregate, from,the various separate plans. 

D. Reporting Costs and Developing Obiectives--Particularly with the 
likelihood of substant ia l  increases i n  s t a t e  a id  f o r  disadvan- 
taged children and the need t o  make sure She funds are spent on 
the disadvantaged, we renew our recammendation tha t  s c h w l  dis- 

4 

t r i c t s  be required t o  report pupil  un i t  expenditures by each 
school building. This e m  be done. 

,' 

We rea l ize  the e f fo r t  by school d i s t r i c t s  t o  define and measure 
educational objectives is' only beginning, But we believe the 
Legislature should, a t  a minimum, in s t ruc t  school d i s t r i c t s  and 

J the S ta te  Board of Education to  report  on progress i n  t h i s  area. 

A set of reports,  s ta t ing  t h e i r  progress and problems, should be 
required, 

E. Leby Restraints--The Legislature has beenkeenly aware of tM 
importance of t h i s  issue since i t  convened l a s t  January. Never-. 
theless ,  the Lagislature continues t o  be faced with major d i f f i -  
cu l t i e s  i ,  devising a plan which i s  effect ive,  t r e a t s  a l l  d i s t r i c t s 1  
al ike,  and preserves a degree of local  autonomy. 

It may be helpful a t  t h i s  t i m e  t o  r e s t a t e  our proposal and the 
rat ionale  behind it. We recommend tha t  each locally-elected 
school. board be authorized to  determine i t s  own level  of ezcpendi- 
tures and stand responsible to  i t s  electorate.  A t  the sand t i m e , -  
we recognize the strong s t a t e  i n t e re s t  i n  the level  of local  
school expenditures because of the large amount of state a id  which 
i s  used t o  finance tl-y expenditures. Qe-recommend tha t  i f  school 
d i s t r i c t s  increase the i r  spending a t  roo high a ra te ,  they lose 
some of t he i r  s ta te ,  aid. Thus a d i s t r i c t ,  i f  iR wanted to ,  could - 
increase i t s  expenditures at a higher-ban-accep table  ra te ,  but 
it would becosle eve&-more expensive to  da so i n  terms 05 local  
taxes. Pieanwhile, the s t a t e ' s  i n t e re s t  would be preserved, because 
the t o t a l  mount of s t a t e  aid dis t r ibuted t o  that  school d i s t r i c t  
would be reduced. Such a levy r e s t r a i n t  accepts a s i tua t ion  of 
shared power and responsibil i ty between the s t a t e  and tl=ii local  
school board, It i s  nore f lexible--designed t o  recognize d i f fe ren t  
desires of sChml_districts--than, f o r  example, an absolute l i m i t  
i n  do l la r  o r  mi l l  levy terns. We pelieve i t  also w i l l  be more 
effective.  It can be adjusted, as desired, s6 tha t  school d i s t r i c t s  
whose expenditures a r b  below the statewide average can have a more 
l i b e r a l  allowable increase before withdrawal-of-aids than d i s t r i c t s  
above average, 

\ 

Municipal Finanae , 

Here the  s i tuat ion is  qui te  d i f fe ren t  but every b i t  as  impartant. 
'Unlike school finance, the municipal Einance question invoJves needs and 
problems which have not been thoroughly explored. In  fac t ,  i t  is  very 
possiqle tha t  inaction by the Legislature i n  t h i s  area could produce,&re 
d r a s t i c  s ide  effecas than anything else, A rev- dis t r ibut ion package , 

\ 



which f a i l s  to, provide adeq~a te~non-proper ty  revenues from t h e  state f o r  1 
mun5cipali t ies  w i l l  64 an open f n v t t a t i o n  fo r -munic ipa l i t i e s  t o  impose 
t h e i r  own l o c a l  nvn-property taxes. Only c e r t a i n  munic ipa l i t i e s ,  f o r  
example, those with large shopping centers  where s a l e s  t a x  r e c e i p t s  a r e  
concentrated, would b e n e f i t  from municipal s a l e s  taxes. Other municipall- L 

ties would gain very l i t t le .  It I s  more l i k e l y  t h a t  thqy would l o s e  a t  
t h e  expease of the  winners. > 

I n  e f f e c t ,  i nac t ion  by t h e  Leg i s l a tu re  on t h i s  quest ion means t h a t  
t h e  s t a t e  would be  adopting a pol icy  thak add i t iona l  non-property Irevenues 
should be d i s t r i b u t e d  t o  munic ipa l i t i e s  on,the b a s i s  of t h e  pxace of col lec-  
t i o n  of t h e  funds, without regard t o  a municipal i ty 's  need f o r  revenues. 
It would b e  d i r e c t l y  contrary t o  t h e  beginning s t e p  l a i d  down i n  1967 wi th  
t h e  i n i t i a l  d i s t r i b u t i o n  of a p o r t i s n  of s t a t e  sales t a x  rece2pts  t o  I 

-munic ipal i t ies .  
t 

Our repor t  urged t h a t  t h e  s t a t e  assume t h e  r e s p o n s i b i l i t y  f o r  levying , 
"and c o l l e c t i n g  add i t iona l  general  non$roperty taxes ,  such a s  s a l e s  and 

income taxes,  andf re tu rn  an  increas ing share  of the  revenue from such nbn- 
property taxes  t o  municipal government. We urged t h a t  the  formula f o r  
d i s t r i b u t i o n  of such revenues take i n t o  account a municipal i ty 's  r e l a t i v e  
need f o r  funds and i ts  a b i l i t y  t o  r a i s e  Wney loca l ly .  We urged t h a t  t h e  
Legis la ture  p r o h i b i t  municipal i t ies '  from levying l o c a l  s a l e s  o r  incorne 
taxes.  A 

The various proposals which haveibeen a c t i v e l y  considered r e 3 e a l t h e  
, Legis l a tu re  has not  so f a r  thought bdgrond an i n t e r e s t  i n  imposing s t r i c t  
.. l i m i t s  on the  ex ten t  t o  which n;u_nicfpalities may levy property taxes and 

i n  f reez ing the  present  mountt of s t a t e  non-property re+enues which a r e  
returned t o  rhunicipalities--denying them even a share  of t h e  n a t u r a l  growth 
frompre's'ent revenue sources. While a c t i v e l y  d iscuss ing ways t o  Z i m i t  

, , mundcipal properky taxes ,  the  Legis la ture  i r o n i c a l l y  has not  considered 
l i m i t s  on municipal non-property taxes.  I n  f a c t ,  it y y  i o t  be  recogfiized 

, 

t h a t  the  imposit ion of s t r i c t  property t a x  limits and the  f reez ing of s t a t e  I , 
non-property funds i s  opening t h e  door t o  a rash  of locaJ  nbn-property taxes,  
producing one of the  most inequi table  forms of d i s t r i b u t i o n .  I n  addi t ion ,  
it upy not  be  recognized t h a t  such ac t ions  would r e s t r i c t  t h e  s t a t e ' s  4 - a b i l i t y  t o  uBe thebe non-property revenue s g u h e s  i n the -  f uture.  

We yrge the  Legis la ture  t o  address t h i s  problem when discussions 
/ restqne, 'and t o  w r i t e  a pol icy  on the  f u t u r e  use of non-$roperty revenues 

\ 

by l o c a l  government. Major reform can be accompl$shed wi th  what are-- \ '_ 
I 

, 1 , r e l a t i v e  t o  what i s  icvolved i n  t h e  school a i d  formula--minor sums of money. 

i A propoqal approved by t h e  House Tax  C o m i t t a e  durtng regular  sess ion  
I would represent  a good s t a r t i n g  point .  It would consol ida te  the  various 

shared taxes i n t o  the  state general  fund; appropr ia te  money ou t  of t& 
fund t o  mun3cipal i t ies  i n  a s i n g l e  consolidated payment; guarantee a l l  
mun$cipalities a s  much as  each i s  receiving a t  present ;  proviae f o r  the  
growah i n  the  consolidPted paydent t o  be d i s t r i b u t e d  on a b a s i s  more near ly  . 

approximatirig r e l a t i v e  need <and a b i l i t y  t o  pay, y e t  guarantee eacc a r e a  
of t h e  state ics f a i r  shaye; and l o c a l  non-property taxes .  Lt  I 

would a l so ,  a h  a r e s u l t ,  make it poss ib le  f o r  the  Legis la ture  t o  m a d ~ t a i n  
a coherent pol icy  i n  t h i s , s t a t e  over t h e  f u t u r e  use  of the'general pon- i property sources. \ ,I 

I I 


