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-The Taxation and Finance Committee - - 

h e r  a period of about a year, the Taxation and Finance 
Committee has had about 60 members. The members who attended 
the bulk of the meetings during which t h i s  report was developed 
are as followsr 

* John Windhorst, Chairman * Hmlin, Lehan H. 
Adams, Salisbury Jensen, George * Anderson, Robert B. Jones, Lloyd * Barker, John M. * Leland, V. C. 
Bioe, Don Luther, Mrs. C.H. 
Boline, Ralph *atterson, D, T. * Bennett, Russell Pratt ,  James R, 
Burger, John Preus, David 

* Colfix, L. B. Quest, C. F. 
Conover, E. S. Spencer DeForest * Curry, John A. Stennes, Stanley * Fiteman, Harry * Thulin, W. * Fitzsimmons, Robert * Tronbal, 3. E. 

* VIhile, Re  H, 

Those whose names are prbceded by an asterisk were present a t  
the meeting a t  which the statement was adopted by the committee. 
The others were given an opportunity by mail t o  indicate t he i r  
opinions, but registered no active dissent, 

The statement was adopted umnimously by those a t  the l a s t  
meeting (marked by asterisk),  with these exceptions t o  specific 
sections : 

One member voted "no" on peint 7b, page 4a, on the grounds tha t  
he does not believe tha t  the general tax structure i s  s o  pro- 
gressive a t  the present time as t o  make it inadvisable t o  intro- 
duce an additional tax having a graduated tax structure. 

Three members voted "no" on the cammittee1s stand i n  opposition 
t o  adoption of a surtax on the s ta te  income tax. 

M r .  Leland asked t o  be specifically reaorded as voting 'no" 
on the conclusions s e t  for th  i n  paragraphs 1 through 4 on page 7. 

Three members voted "no" en the a d t t e e t  s stand on taxing 
public u t i l i t i e s ,  

Four members voted "no" on the committee's stand on the wheelage 
tax, 



C I T I Z E N S  L E A G U E  O F  G R E A T E R  ~ I I N E A A O L I S  -------- - - - -__  -- ------- ----------- 
a 

f' 

Scope 
I  Statement of t ax  policy 

Prefacg 
Principles t o  be  followed in ra i s ing  money by taxation 
The leve l  of taxation i n  Minneapolis 
irlinneapolis' presrnt  revenue s t ructure  
General conclusions a s  t o  lJinneapolist t ax  s t ructure  
Possible changes i n  t ax  s t ruc ture  

1. Municipal income t a x  
2. Taxation of public u t i l i t i e s  
3. :heelage t a x  
4. Bomestead exemption 
5. Pmperty t a x  
6. Sales t a x  

I1 Statement on bcrrowing policy 1 4  
Appendix 16 

1. Coqarat ive sources of c i t y  revenue 2 2 
2. Property taxes  as  a  stgurce of c i t y  revenue 22 
3. Impact of t h e  property t ax  an business 2 2 
4. Relative cos t s  of government i n  large metropolitan 

com~unit ies  26 
5. Additional d e t a i l s  on municipal earnings t a x  27 
6. Rate schedules on sur tax 27 
7. Proporticn of 2!inr,eapolis property tax paid by business 27 
8. I l l u s t r a t i o n  o f  e f fec t  of assumed borrowing pol ic ies  

on Hpl s  . borrowing power 28 



SCOPE - 
Municipal finance deals  wi th  the r a i s ing  and spending of funds fo r  

municipal purposes. 

The Taxation and Finance Committee believes t h a t  i t s  principal  func- 
t i on  i s  t o  study the f i r s t  aspect  of municipal finanoe: t h e  present and 
proposed methods of ra i s ing  funds. This report  i s ,  therefore ,  focused on 
ra i s ing  r a the r  than spending money. 

To follow a consistent  course i n  studying methods of ra i s ing  public 
funds for  t he  Ci ty  of Minneapolis, t he  Taxation and Finance Committee be- 
l i eves  it i s  valuable t o  work out  a statement of general pr inciples  a s  
guides. It i s  believed t h a t  the  pr inc ip les  here proposed w i l l  permit t h e  
other committees of the  League and the  public t o  judge more e a s i l y  the  
.des i rab i l i ty  of proposed ac t ion  on f inanc ia l  policy. 

Before passing on t o  consideration of pr inciples  of r a i s ing  funds f o r  
Minneapolis, the  committee wishes t o  make three  observations on expendi- 
tu res  : 

(1) The committee believes t ha t  it must be concerned with  the  
leve l  of expenditures. The l eve l  of expenditures i n  the  
long run i s  t h e  same a s  t h e  level  of  t axa t ion ,  and the  
question of the  acceptable l eve l  of taxat ion i s  basic  i n  
considering t ax  policy. 

t (2 )  The committee recognizes t h a t  the study of how much should 
be spent on spec i f ic  public purposes i s  more properly con- 
ducted by %he League committees t h a t  a re  concerned with 
analyzing the  po l i c i e s ,  organization and managenent of the 
various governmental operations and projects .  However, the  
committee wishes t o  s t a t e  i t s  own firm conviction t h a t  t h e  
division of  ava i lab le  funds among governmental services  and 
projects  should be  made on t h e  b a s i s  of careful  budgeting, 
using a l l  avai lable  data and modern budgeting techniques. 
Such budgeting should include both current  expenses and 
oapi ta l  exjjenditures, and the  two should be considered in  - , re la t ion  t o  .one another. 

(3 )  While t h e  Ci ty  of Minneapolis needs improvement in budget- 
ing fo r  both current and cap i t a l  expenditures, c ap i t a l  budg- 
e t ing is t h e  more ser ious  lack a t  t he  present time. The 
committee, therefore ,  i s  pleased t o  note the fornation and 
progress of t h e  Long Range Capital  Improvements Committee 
i n  developing a long range plan of cap i t a l  improveients and 
a pai-allel  long range plan of financing. ' 

The follovring statement i s  presented i n  two sections:  on taxation and 
on borrowing. Taxation i s  pleced f i r s t  because it is the normal and, i n  
the l a s t  analysis ,  the  basic  cethod of' paying t h e  costs of government. 

. . 



I. STATEMENT OF 'TAX POLICY 

Preface 

The Taxation and Finance Comnittee believes t h a t  the  taxing and spending poli- 
c i e s  of any c i t y  should be designed t o  make it a good place i n  which t o  l i v e  and a 
favorable place i n  which t o  car ry  on a business. \%tile t he  committee has devoted 
i t s  primary a t ten t ion  t o  ra i s ing  revenues, it has a l so  considered t h e  economic ef- 
f e c t s  of the  expenditure of  these  revenues and believes t h a t  such e f fec t s  should be 
taken in to  account i n  any f i n a l  determination of t h e  t o t a l  e f f e c t  of municipal f i s c a l  
policy on the  community. The cornnittee a l so  recognizes t h a t  pressure f o r  increased 
expenditures and hence f o r  increased revenues w i l l  continue a s  t h e  c i t y  expends. In 
t h i s  regard, the  committee wishes t o  express i t s  f a i t h  i n  the  continuously expanding 
productivity of our economy, which should make possible t he  ra is ing of such higher 
revenues with no r ea l  increase i n  t he  burden borne by the  taxpayer. 

Governmental revenue, according t o  the  c l a s s i f i ca t i on  used by t h e  United States  
Bureau of t he  Census, consis ts  of t axes ,  a i d  from &he  governments and charges and 
miscellaneous receipts  a r i s i ng  f romthe  conduct of  governmental a c t i v i t i e s .  The 
Taxation and Finance Coanittee recognizes the  importance of t h e  non-tax revenues i n  
Minneapolist f inancial  picture.  I n  regard t o  one important pa r t  of these -- a ids  
from governments'-- the  committee i s  pa r t i cu l a r ly  aware of the  stand of the  Special 
Revenue Committee of t h e  Kine Largest Idiraescta bunicripalities asking (1) t h a t  mun- 
i c i p a l i t i e s  subs tan t ia l ly  share i n  any new o r  increased s t a t e  taxes; ( 2 )  t h a t  they 
share i n  the  ex is t ing  gross earnings taxes on ra i l road and telephone companies; and 
( 3 )  t h a t  t h e  const i tu t ional  ce i l ing  on gas t a x  d i s t r ibu t ion  t o  counties should be 
replaced by an equitable s t a tu to ry  formula, 

The committee a l so  recognizes the importance of sound a L ~ i n i s t r a t i o n  of the 
property tax ,  pa r t i cu l a r ly  assessicg. The competence of such administration a f f ec t s  
t he  equity with which the  property t ax  burden i s  d i s t r ibu ted  among (1) property 
owners i n  the  same community, ( 2 )  property owners i n  the  en t i r e  s t a t e -  The committee 
i s  aware of complaints about property t ax  administration i n  Minneapolis and through- 
out t he  s t a t e ,  and believes t h a t  such administration should always be given careful  
s c r u t i ~ y  looking taward improved 2o l i c i e s  and practices.  

The oommittee bel ieves ,  however, t h a t  t h e  c i t y t  s f i s c a l  s i t ua t i on  and p o l i t i c a l  
p robabi l i t i es  make the  question of adZitiona1 t a x  sources the  most important issue 
i n  the f i e l d  of revenue, The committee's f i r s t  concern, therefore ,  is the develop- 
ment of a statement of p r inc ip les  t o  be used i n  se lect ing the source of adei t ional  
t ax  revenues. The committee a t  some future  time undou5tedly w i l l  want t o  present 
studies and statements on a ids  from other  governments, o the r  revenue sources and the  
adninis t ra t ion of t h e  property tax. 

Pr inciples  t o  be  follo117ed i n  ra is ing money by taxation.  

1. The t a x  system should aim a t  f a i r  and equitable taxat ion of a l l  ccimmunity 
members. Elements t o  be considered are:  

( a )  the a b i l i t y  of t h e  taxpayer t o  pay- 

(b) the benef i t s  derived from the City by the  taxpayers. 

( c )  the e f f ec t  on t h e  willingness of individuals t o  wo-rk 
and invest  cap i ta l .  



2. The t a x  system must encourage t h e  growth o f  bus iness  and i n d u s t r y  loca l ly .  
It must n o t  p u t  l o c a l  b a s i n e s s  and i n d u s t r y  a t  a competi t ive disadvantage. 

3. The t a x  system should be economical t o  adminis te r .  

4. The meshanics of t a x  payment should b e  easy and convenient  f o r  t h e  taxpayer.  

5. The t a x  system should b e  r e a l i s t i c  and f l e x i b l e  enough t o  maintain a s t a b l e  
c i t y  income. 

6. I n  considering a c i t y  t a x  sys t en ,  t h e  e f f e c t  of  t h e  e n t i r e  t a x  s t r u c t u r e ,  
Fede ra l ,  s t a t e  and l o c a l ,  must b e  taken  i n t o  account. 

The l e v e l  of t a x a t i o n  i n  Minneapolis - 
A widely-used method of conparing t h e  burden of t a x a t i o n  o f  s i m i l a r  u n i t s  of  

government i s  t o  compare t h e  amount, of t axes  pa id  p e r  d o l l a r  o f  income reoeived. I n  
o t h e r  words, what percentage of income i s  be ing  pa id  ou t  i n  t axes?  

This  percentage t e l l s  us  noth ing  about t h e  d i s t r i b u t i o n  of t h e  burden,  b u t  does 
give a general  i n d i c a t i o n  o f  t h e  r e l a t i v e  o v e r a l l  load being ca r r i ed .  

A v a l i d  comparison of t h i s  k ind  betmeen Minneapolis and o t h e r  c i t i e s  r equ i re s  
da t a  on t o t a l  l o c a l  and s t a t e  t a x e s  pa id  i n  t h e  c i t i e s  c o ~ ~ p a r e d .  This  i s  because i n  
d i f f e r e n t  s t a t e s  and i n  d i f f e r e z t  c i t i e s  i n  t h e  same s t a t e ,  s i m i l a r  func t ions  a r e  
performed b y  d i f f e r e n t  u n i t s  of government. Thus, f o r  example, i n  I\llinnea.polis poor 
r e l i e f  i s  a c i t y  func t ion ,  whereas i n  Duhith it i s  a county f u ~ c t i o n ,  and i n  St. 
Louis ,  ki issouri ,  it is  a s t a t e  funct ion.  

The committee does n o t  have s u f f i c i e n t  information a t  t h e  p resen t  t ime t o  make 
such a complete i n t e r - c i t y  comparison. 

Data a r e  a v a i l a b l e ,  however, on a s tate-wide b a s i s  which permit comparisons be- 
tween Minnesota and o t h e r  s t a t e s  a s  t o  t h e  s t a t e  a ~ d  l o c a l  t a x  load p e r  d o l l a r  of 
income received. These comparisons can sugces t  a t  l e a s t  t e n t a t i v e  conclusions on 
t h e  r e l a t i v e  l e v e l  of t a x a t i o n  i n  E4inneapolis a t  t h e  present  time. 

Table 1 i n  t h e  appendix shows how Minnesota s tands  i n  a group of 11 comparable 
s t a t e s  w i t h  r e spec t  t o  p e r  c a p i t a  s t a t e  and l o o a l  taxes  i n  1953, Table 2 shows how 
Minnesota ranks among t h e s e  s t a t e s  whelz 1953 s t a t e  and l o c a l  t a x e s  a r e  expressed a s  
a percentage o f  income earned i n  such s t a t e s .  

%inneso ta l s  s t a t e  and l o c a l  t a x e s  i n  1953 were about $951 p e r  c a p i t a ,  o r  t h i r d  
i n  rank i n  t h e  11 s t a t e s ,  compared wi th  a h igh  of $156 i n  d iscons in ,  a low o f  $102 
in Missouri  and a median (middle i tem)  of $139. 

In t h e  r a t i o  of s t a t e  and l o c a l  t a x e s  t o  income, Ltinnesota's percentage was 
9.77%, o r  f o u r t h  i n  t h e  11 s t a t e s ,  compared wi th  a high of 10.69% frr Worth Dakota, 
a low o f  5.79% i n  Ohio, and a median of  8.29%. 

It seems f a i r  t o  conclude t h a t  anong t h e s e  11 s ta t . e s  g i r a e s o t a ' s  burden of s t a t e  
a ~ d  l o c a l  t a x e s  r e l e t i v e  t o  income was n e a r  t h e  top. 

So f a r  a s  i n t e r - s t a t e  comparisons a r e  a n  i n d i c a t o r ,  t h i s  would s w g e s t  caut ion  
in cons ider ing  t h e  a d d i t i o n  of more taxes .  Before coming t o  a more d e f i n i t e  conclu- 
s i o n ,  however, c e r t a i n  o t h e r  f a c t o r s  must be considered. 



F i r s t  of a l l ,  t a x a t i o n  i s  n o t  a  one-way process.  Govern-mental s e r v i c e s  a r e  re- 
ceived i n  r e tu rn  and indeed t h e  demand f o r  t h e s e  s e r v i c e s  i n  genera l  c r e a t e s  t h e  
demand f o r  t h e  a d d i t i o n a l  taxes .  Thus i n  dec id ing  whether add i t  ions t o  t a x a t i o n  a r e  
adv i sab le ,  an  important  ques t ion  is: Ififill t h e  t a x  inc rease  have an adverse  e f f e c t  
on t h e  people o u t  of propor t ion  t o  t h e  b e n e f i t s  t o  be derived f r o n  t h e  s e r v i c e s  t o  
be  acquired by such a t a x  increase?  The answer t o  t h i s  ques t ion  i s  no t  demonstrable 
on a  f a c t u a l  b a s i s .  

Secondly, t h e  percentage o f  s t a t e  and l o c a l  t a x e s  t o  income i n  ltlinnesota and 
elsewhere appa ren t ly  i s  n o t  h ighe r  t h a n  l e v e l s  reached 20 o r  30 yea r s  ago. (1 )  i n  
f a c t ,  if s t a t e  and l o c a l  government expenditures  a r e  taken  a lone  they  show a decrease 
i n  r e l a t i o n  t o  n e t  n a t i o n a l  product. Iiioreover, even i f  t h e  t o t a l  non-war r e l a t e d  
expenditures  by f e d e r a l ,  s t a t e  and l o c a l  governments a r e  considered fo r  t h e  n a t i o n  
a s  a  whole, t h e y  a r e  consuming about t h e  same por t ion  of n e t  n a t i o n a l  product  a s  i n  
t h e  1920's. (2 )  

R e l a t i n g  t o  Minneapolis t h e s e  genera l  cons ide ra t ions  and. t h e  da ta  or, t h e  S t a t e  
of &lnnesota ,  t h e  committee f e e l s  t h a t  t h e r e  i s  b a s i s  f o r  cau t ion  i n  adding t o  t h e  
t a x  burdens of t h e  c i t y ' s  taxpayers .  But t h e  cormnittee b e l i e v e s  *hat i nc reases  i n  
our  l o c a l  t a x  burden w i l l  n o t  produce adverse consequences i f  ( a )  t h e  a d d i t i o n a l  
t a x e s  do n o t  m a t e r i a l l y  impair  t h e  competi t ive p o s i t i o n  of Minneapolis bus iness  
e n t e r p r i s e ,  and (b) t h e  addi ' t ional t a x  and spending measures have genera l  pub l i c  
support. 

An important  cons ide ra t ion  i n  judging whether cond i t ions  ( a )  and (b)  do and w i l l  
e x i s t  i s  t h e  d i s t r i b u t i o n  of  p re sen t  and poss ib l e  f u t u r e  t a x  burdens. It i s  neces- 
s a r y ,  t he re fo  r e ,  t o  understand t k e  p resen t  t a x  s t r ~ l c t u r e  i n  Minneapolis. 

bfinneapo 1 i s  ' Presen t  Revenue System. 

Table 3 i n  t h e  appendix shows a summary of  t h e  revenue s t r u c t u r e  of t h e  l o c a l  
governments ~ 5 t h  j u r i s d i c t i o n  i n  Minneapolis : t h e  school  system, t h e  C i ty  govern- 
ment and t h e  Couaty government. I t  a l s o  shows a summary of  t h e  revenue s t r u c t u r e  of 
l o c a l  gove rnme~t s  i n  t h e  remainder or' Hennepin County. The reTJenues of t h e  county 
government have been a l l o c a t e d  between k inneapo l i s  an? t h e  remzinder of Kenne2in 
County i n  propor t ion  t o  t h e  a s ses sed  v a l u a t i o n  i n  each a r e a .  

Data presented i n  s e c t i o n s  1 and 2 of t h e  appendix throw l i g h t  on Minneapolis '  
revenue s t r u c t u r e  i n  comparison wi th  t h e  s t r u c t u r e  i n  c i t i e s  of conparable s ize .  

Data presented i n  s e c t i o n  3 of t h e  apper-dix, show how The c l a s s i f i c a t i o n  o f  
proper ty  f o r  t a x a t i o n  purposes i n  ii innesota a f f e c t s  t h e  d i s t r i b u t i o n  of t h e  proper ty  
t a x  burden. They a l s o  b e a r  on t h e  ques t ion  o f  t h e  r e l a t i v e  s i z e  of p rope r ty  t a x e s  
on var ious  types  of  b u s i n e s s  i n  k inneapol i s .  

General conclusions a s  t o  Minneapolis Tax St ruc ture .  

On t h e  b a s i s  of t h e  p r i n c i p l e s  l i s t e d  above arid t h e  da ta  presented i n  Tables3-6 
and s e c t i o n s  1, 2 and 3 of t h e  appendix, t h e  committee draws these  conclusions: 

(1 )  Ea t lona l  Tax Journal ,  March 1953, pp 43-50 
( 2 )  h'ational Tax Journal ,  June 1953, page 98 



1. Ixinneapolis  is  we l l  above t h e  average of c i t i e s  of  comparable s i z e  i n  t h e  
d degree o f  i t s  r e l i a ~ c e  u-ri t h e  proper ty  t a x ,  ( see  Tables 4 and 5.) 
"i, 

2. brlinneapolis h a s  n o t  kep t  pace wi th  o the r  c i t i e s  i n  f ind ing  sources of  rev- 
enue o t h e r  'than t h e  p roper ty  tax. (Table 4. ) 

3. The kinnesota system of c l a s s i f i c a t i o n  of proper ty  f o r  t a x a t i o n  purposes 
d i sc r imina tes  a g a i n s t  bus iness  proper ty  and p a r t i c u l a r l y  favors  homestead property.  
( s e c t i o n  3 o f  appendix). 

4. BEinneapolis government, i n c l u d i ~ g  schools ,  receives somewhat l e s s  a i d  from 
o t h e r  governmental u n i t s  than  com'~arable c i t i e s .  Iifinneapolis schools  rece ive  an 
apprec iably  g r e a t e r  percentage of s t a t e  a i d s  r e l a t i v e  t o  o t h e r  l a r g e  c i t y  school 
systems, whi le  o t h e r  m u n i c i ~ a l  funct ions  receive a s u b s t a n t i a l l y  l e s s e r  sha re  than  
s i m i l a r  funct ions  i n  o t h e r  c i t i e s .   a able 5) 

5. The c o r n i t t e e  b e l i e v e s  t h a t  t a x e s  imposed on busiriess i n  t h e  Ci ty  of 
Minneapolis a r e  a l r eady  high compared wi th  t axes  imposed on bus iness  by surrounding 
communities and o t h e r  s t a t e s .  This i s  because (1 )  Minneapolis r e l i e s  heav i ly  on t h e  
proper ty  t a x ,  which a p p l i e s  t o  personal a s  wel l  a s  r e a l  property;  ( 2 )  t h e  Eu'innesota 
proper ty  c l a s s i f i c a t i o n  system, including t h e  homestead exemption, imposes a re la-  
t i v e l y  h igher  propor t ion  o f  t h e  proper ty  t a x  on bus iness  than on o t h e r  property 
owners; ( 3 )  o t h e r  communities have te rded t o  ob ta in  an increas ing  p a r t  of t h e i r  
revenue from t a x e s  which do cot b e a r  heav i ly  o r  bus iness ;  and (4)  t h e r e  may be a 
tendency t o  a s s e s s  bus iness  proper ty  a t  a h igher  l e v e l  than o t h e r  property. The 
committee is n o t  prepared t o  comment on t h e  extent  o r . r e l a t i v e  importance of t h e  
l a s t  f a c t o r .  

Taxes a f f e c t  t h e  competi t ive p o s i t i o n  of  business. A s  t a x e s  on Susiness i n  one 
c i t y  become hicher  than  those  i n  o t h e r  c i t i e s  where competitors a r e  l o c a t e d ,  t h e r e  
is  increased pressure  on bus inesses  ir, t h e  higher-taxed o i t y  t o  move o r  expand e lse-  
where and corresponding disoouregenent t o  new bus iness  t h a t  might move in. 

The committee be l i eves  t h a t ,  except f o r  businesses which oarrllot move from 
Minneapolis, t h e  imposi t ion of f u r t h e r  t axes  on business i n  t h e  c i t y  would have a 
tendency t o  cause bus iness  t o  s t a y  ou t  of o r  move a?R:ay from Jainneapolis. 

In  reaching t h i s  conclusion,  t h e  Bommittee recognizes t h a t  it cannot p r e c i s e l y  
s e t  a l i m i t  of t a x a t i o n  on business.  Bowever, t h e  committee b e l i e v e s  t h a t  t h e  
evidence supports  t h e  conclusion t h a t  bus inesses  loca ted  ir. i!iinneapolis a l ready a r e  
a t  a competi t ive disadvantage i n  so f a r  a s  t a x e s  a r e  c o ~ c e r n e d  and t h a t  an increase  
i n  t a x a t i o n  would inc rease  t h l s  disadvantage. I n  t h e  long run it i s  bel ieved t h a t  
an  inc rease  i n  such competitive disaclvantage would be h a r d u l  t o  persons l i v i n g  o r  
working i n  t h i s  c i t y .  

The ccmunittee concludes, t h e r e f o r e ,  t h a t  any a d d i t i o n a l  t a x  t h a t  w i l l  f a l l  on 
bus iness  g e z ~ e r a l l y  must be caut ious ly  aQproached so long a s  t h e  t a x  condi t ions  
now e x i s t i n g  in Ninnesota and s u r r o u n d i ~ g  s t a t e s  remain approximately t h e  
same a s  a% t h e  present  t i m e .  T h i s  ccnclusion a p p l i e s  whether t h e  t a x  i s  a n e t  
income t a x ,  a n  increased proper ty  t a x ,  a t a x  on gross  r e c e i p t s  o r  any 
combination o r  v a r i a t i o n  o f  these  taxes .  ;t z p p l i e s  even though t h e  t a x  is 
l ev ied  on both ind iv idua l s  and bus inesses ,  a s  i n  t h e  case  of t h e  general  
proper ty  t a x  o r  t h e  n e t  income tax.  I f  a new t a x  has t h e  e f f e c t  of reducing 
an e x i s t i n g  t a x ,  o r  i f  only  a r e l a t i v e l y  small po r t ion  of  t h e  new t a x  f a l l s  on 
bus iness ,  impositron of t h e  n e w t a x  on bus iness  then i s  n o t  foreclosed. 



It should 3 e  2oin ted  o u t  t h a t  wh i l e  t h e  d i scuss ion  has been i n  terms of t a x e s  
on bus iness ,  it should n o t  b e  concluded t h a t  t h e  wage e a r n e r  i s  n o t  affected. by 
t h e  t a x a t i c n  of bus iness  and i t s  compst i t ivs  pos i t ion .  An est imated 44% of Min- 
neapo l i s  enployees a r e  engaged i n  t h e  manufacture o r  d i s t r i b u t i o n  of goods so ld  
ou t s ide  of Minneapolis and t h e y  s tand t o  l o s e  by t h e  d e c l i n e  of t h e  competi t ive 
p o s i t i o n  of Minneapolis bus iness .  

!%ether o r  n o t  t h e r e  should be  any r educ t ion  i n  t h e  e x i s t i n g  t axes  imposed 
on bus iness  i s  a  m a t t e r  which i s  n o t ,  a s  a  p r a c t i c a l  m a t t e r ,  w i th in  t h e  d i r e c t  cop- 
t r o l  of  t h e  v c t e r s  o r  t h e  Council of t h e  Ci%y of  f d i n n e a ~ o l i s ,  and n u s t  b e  decided 
by t h e  Legis la ture .  

6. The c o r n i t t e e  b e l i e v e s  t h a t  a  s e l e c t i v e  t a x  on bus iness  ?robably cannot 
b e  adopted i n  a  form which would be  reasonably e q u i t a b l e  t o  t h e  p a r t i e s  involved. 
However, if a s e l e c t i v e  t a x  on bus iness  i s  t o  be imposed it must meet t h e s e  minimum 
pr inc ip l e s :  

( a )  I f  t h e  t a x  i s  t o  b e  p s s e d  on t o  t h e  pub l i c  (and t h e  committee b e l i e v e s  
t h a t  s u b s t a n t i a l l y  a l l  t a x e s ,  w i th  t h e  p o s s i b l e  exception of >art  of 
t h e  n e t  income t a x ,  a r e  passed on t o  t h e  consumers), t h e  bus iness  
which i s  taxed should be o f  such a na ture  t h a t  t h e  t a x  i s  passed on 
t o  t h e  p u b l i c  gene ra l ly  and n o t  t o  some small  po r t ion  the  reof. 

... . 
(b)  The bus iness  and i t s  customers which a r e  s p e c i a l l y  taxed must be of  

such a n a t u r e  a s  t o  mhke it d i f f i c u l t  o r  impossible t o  avoid t h e  t a x  
by leaving  t h e  c i t y .  

( c )  The t a x  should b e  s e p a r a t e l y  shown on a l l  s tatements  and invoices t o  
t h e  p u b l i c ,  so a s  t o  make t h e  pub l i c  aware t h a t  t h e  bus iness  which 
i s  s p e c i a l l y  t axed  i s  n o t  bear ing  t h e  burden o f  t h e  t a x  and so  a s  t o  
permit  t h e  t a x  t o  b e  Ceducted by t h e  pub l i c  f o r  income t a x  purposes. 

7 .  The committee be l i eves  t h a t  if any a d d i t i o n a l  t a x  i s  t o  be imposed d i r e c t l y  
on t h e  pub l i c  gene ra l ly ,  a s  d i s t ingu i shed  from b u s i n e s s ,  it must s a t i s f y  t h e s e  re- 
quirement s : 

( a )  The t a x  must a p ; ~ l y  t o  s u b s t a n t i a l l y  t h e  e n t i r e  public .  

(b)  Because t h e  income t a x e s  imposed b y  t h e  S t a t e  of Minnesota and 
by t h e  f e d e r a l  governnent involve progress ive  and graduated r a t e  
s t r u c t u r e s ,  it i s  i nadv i sab le ,  from t h e  s tandpoin t  of revenue t o  
be derived and from t h e  s tand2oin t  of i npac t  on t h e  general  pub- 
l i c ,  t o  in t roduce  an  a d d i t i o n a l  progress ive  o r  graduated f e a t u r e  
i n  a  i o c a l  t a x  s t r u c t u r e .  

8. 'd'he r e  a p a r t i c u l a r  po r t ion  of t h e  community rece ives  recognizably 
g r e a t e r  b e n e f i t s  from a p a r t i c u l a r  improvement o r  s e r v i c e ,  maximum 
p o s s i b l e  use  should be made of a v a i l a b l e  techniques f o r  c o l l e c t i n g  
t h e  c o s t  from t h i s  group. Sewer, water ,  garbage d i s p o s a l  and o t h e r  
s e r v i c e s  should be  c a r e f u l l y  examined i n  t h e  l i g h t  of  t h l s  p r inc ip l e .  



Pcss ib le  Changes i n  T a ~ ~ S t r u c t u r e  Tihithin Framework of Above Conclusions 

, I n  t h e  l i g h t  of t h e  f a c t s  and conclusions set f o r t h  above, t h e  committee 
be l i eves  t h a t  t h e  fo l lov~ ing  t a x  changes w i l l  2roduce t h e  revenue indica ted  i n  a  
manner which w i l l  no t  a d ~ e r s e l y  a f f e c t  t h e  growth and development of t h e  c i ty .  
T!hether o r  n o t  any one o r  more of t h e s e  proposals  should be  a c t i v e l y  promoted i s  
a matter  ir.volvir_g p o l i t i c a l  judgments which t h i s  c o r n i t t e e  does n o t  be l i eve  it i s  
in a p o s i t i o n  t o  make f o r  t h e  League. 

1. Plfunicipal income t a x  

In recent  years  a  growing number of c i t i e s  have adopted a l o c a l  t s x  on 
income a s  a  supplement t o  t h e  proper ty  tax. A t  l e a s t  46 c i t i e s  and about 280 smaller  
u n i t s ,  such as school d i s t r i c t s  ( a l l  t h e  l a t t e r  in  ~ e n n s ~ l v a c i a ) ,  have sush a tax. 
D e t a i l s  oh municipal income t axes  now in e f f e o t  a r e  given in  sec t ion  5 of t h e  
appendix. 

The committee has given cons idera t ion  t o  two genera l  v a r i a t i o n s  of  t h e  muni- 
c i p a l  income tax:  ( 1 )  a  local ly-administered t a x  on t h e  earned income of ind iv idua l s  
inc luding t h e  t o t a l  earned income of' r e s iden t s  and t h e  local ly-earned income of non- 
r e s i d e n t s ,  and on t h e  c e t  p r o f i t s  of  corpora t ions  a l l o c a b l e  t o  l o c a l  sources; and 
( 2 )  a  s u r t a x  o n  t h e  s t a t e  income t a x ,  t o  b e  c o l l e c t e d  by t h e  s t a t e  and returned t o  
t h e  l o c a l i t i e s .  The f i r s t ,  h e r e a f t e r  r e fe r red  t o  a s  t h e  "earnjngs tax" ,  i s  t h e  type  
of t a x  now i n  e f f e c t  i n  yni+,ed S t ~ t e s  c i t i e s .  The second is no t  c u r r e n t l y  i n  
e f f e c t  i n  t h e  U~l i t ed  S t a t e s  t o  t h e  committee's knowle<ge, but  i s  being discussed 
by t h e  Specia l  3evenue Committee of t h e  Wine Largest  Kinnesota Munic ipa l i t ies  a s  a  
poss ib le  measure f o r  proposal t o  t h e  1955 l e g i s l a t u r e .  

Features of t h e  two e e ~ e r a l  twes 

( a )  Earnings Tax. 

I n  nos t  of t h e  c i t i e s  where t h e  earnings t a x  i s  no\?? ir- e f f e c t  It app l i e s  t o  
earned income of ind iv idua l s  and a l s o  t o  n e t  p r o f i t s  o f  corporatioris. The 11 
Pennsylvania c i t i e s  a r e  prohib i ted  by s t a t e  law from levying on t h e  ne% p r o f i t s  of 
corporat ions.  The t a x  on wage e a r c e r s  is administered by vrithholding by t h e  
employer i n  every c i t y  except Yfashlngton, D. C. 

The genera l  p o l i c y  observed i s  t o  t a x  both r e s i d e n t s  end non-residents. 
Residents  a r e  taxed on incone a r i s i n g  anywhere whi13 non-residents a r e  taxed c n l y  on 
income a r i s i n g  wi th in  t h e  municipal l i m i t s .  -.'!here more than  one l o c a l  government i n  
an a r e a  has t h e  t a x  it i s  necessary t o  e s t a b l i s h  r u l e s  t o  avoid double taxat ion.  
Two methods a r e  poss ib le :  ( 1 )  Hon-residents can be  e x e ~ p t e d  5-03? t a x a t i o n  by t h e  
conmunities i n  which t h e i r  iccor,e a r i s e s  when they  pay income taxes  t o  t h e i r  
co rnun i t i e s  of residence. ( 2 )  Residerits can be exempted f ron  t a x a t i o n  by t h e i r  home 
communities when they  pay income t a x e s  t o  ou t s ide  comtnunities from which they  de r ive  
income. Both systems a r e  i n  use. 



Ttie t a x  i s  levied a t  a f l a t  r a t e  of from 0.3% t o  1.25%, with a predominance of 
t h e  1% rate.  Only three' c i t i e s  grant  exemptions. Unearned income-- dividends, 
i n t e r e s t ,  r oya l t i e s ,  etc.  -- i s  taxed only i n  "iashington, D. C. ,  probably because of 
adminis t ra t ive  and l ega l  d i f f i c u l t i e s .  Businesses i n  non-corporate form a r e  taxed 
on income a f t e r  deducting business expenses. "rage earners ,  however, cannot take 
deductions. Apparently t h e  t a x  i n  t h i s  form has been found t o  be easy and inexpen- 
s ive  t o  administer.  

Costs of co l l ec t ion  amount t o  about 2 t o  6 per  cent  where they can be  determined, 
with t h e  higher percentage occuring i n  t h e  ea r l y  years t h e  t a x  i s  i n  e f f ec t  end i n  
t h e  c i t i e s  with the lowest r a t e s ,  

In  t h e  c i t i e s  which t a x  earned Sncome on individuals and ne t  p r o f i t s  of corpor- 
a t ions  ( t h a t  i s ,  t h e  Ohio c i t i e s ,  Louisvi l le  (1)  and St. ~ o u i s ) ,  a 1% t a x  y ie lds  
from $7.50 t o  $40 per cap i ta ,  according t o  l a t e s t  f igures.  The great  va r i a t i on  
appears t o  be due t o  t h e  var ia t ion  i n  t he  amount of business and industry i n  t h e  
c i t y .  Estimates ind ica te  t h a t  a 1% t ox  would y ie ld  about $9,900,000 i n  Minneapolis 
and about $13,000,000 in  Eennepin County, o r  about $18.50 per  capita.  A ra te  of @ 
would y ie ld  about $5,000,000 and $6,500,000 respectively.  

Surtax on s t a t e  income t a x  

Since t h i s  type of municipal income t a x  i s  not  levied i n  the  United S t a t e s ,  no 
f a c t s  on experience elsewhere a r e  ava i l ab le  comparable t o  those  on t h e  earnings tax. 
The descr ip t ion i s  the re fore  based on t he  be s t  information obtainable on the  current  
discussions by t he  Nine C i t i e s  Committee. 

Figured a s  a percentage of t he  s t a t e  t a x ,  t h e  sur tax  would carry  with it the  
exem?tions, deductions and ra tes  applicable t o  t he  s t a t e  tax .  The s t a t e  t a x  on 
individuals  progresses from 1% on the  f i r s t  $1,000 of ne t  income a f t e r  personal 
exemption t o  10% of a l l  such income over $20,000. The s t a t e  t ax  on corporations i s  
6% of ne t  income. (2 )  The sur tex  would reach unearned income a s  well a s  earned in- 
come. Also, an e f f o r t  might be made t o  a ~ p l y  the  t ax  t o  non-residents a s  well a s  
residents.  

The t a x  ivould be col lec ted by t h e  s t a t e  and returned t o  the  loca l i ty .  This 
would re l i eve  the  loca l  governaent of t k e  job of administrat ion.  Unless t he  legis-  
l a t u r e  changed the  law t o  require col lec t ion of t h e  s t a t e  t ax  a t  t he  source, t h e  
individual  taxpayer would need t o  determine h i s  own t a x  l i a b i l i t y  and submit it to 
t he  s t a t e  with h i s  s t a t e  t a x  return. Also, non-residents would need t o  d i s t ingu ish  
t h e i r  income ea-rned i n  t h e  c i t y  from t h a t  earned outs ide ,  both unearned and earned. 

It i s  estimated t h a t  a 35% sur tax vl-ould be needed t o  r a t s e  $5,000,000 annually 
f o r  the  Ci ty  and $6,500,000 annually f o r  the  County, and a 70% sur tax would be 
needed t o  r a i s e  $9,900,000 and $13,000,000, res l~ect ively .  

Committee's views on fea tu res  of t he  taxes 

Consideration of t he  fea tu res  of the  earnings t a x  and t h e  sur tax  on the  s t a t e  
income t a x  ind ica tes  t h a t  i f  a local  t a x  on income i s  t o  Le imposed, decisions a re  
needed on c number of s ign i f i can t  ~ o i n t s :  

1. Should the  t a x  be applied a t  a f l a t  r a t e  o r  a t  a progressive ra te7  

2. Should unearned income be taxed? 

(1)  Louisvi l le ,  however, does not  t a x  income of r es iden t s  earned outside t h e  c i ty .  
(2) Both individual  and corporate r a t e s  a s  s t a ted  exclude so ld i e r s t  bonus surtax. - 6- 



3. How important i s  it t o  r e s t r i c t  any inc rease  h t h e  t a x a t i o n  of bus iness?  - 
q 4. Is it b e t t e r  f o r  t h e  s t a t e  t o  adminis te r  t h e  t a x  r a t h e r  t han  l o c a l  govern-. 

ment s?  

Following a r e  t h e  committee's views on t h e s e  p o i n t s ,  most of  which may be in- 
f e r r e d  from conclusioos previous ly  s t a t e d  i n  t h i s  report .  

1. The t a x  system i s  a l r eady  progress ive  enough (page 4a) ( 1 )  

2. The p o t e n t i a l  enforcement 2roblen wi th  respec t  t o  investment income and t h e  
f a c t  t h a t  investment income i s  a l r eady  heav i ly  taxed seem t o  t h e  committee t o  weigh 
heav i ly  a g a i n s t  t h e  j u s t i c e  of a t a x  on income derived from t h e s e  sources. A t a x  
cn investment income from s e c u r i t l e s  would produce a  s t r o z g  rnotive on t h e  p a r t  of 
weal thy ind iv idua l s  t o  l i v e  j u s t  o u t s i d e  t h e  l i m i t s  of t h e  t a x i n g  ju r i sd i c t ion .  

3. With progress ive  r a t e s ,  t h e  s u r t a x  would b e a r  Eore heav i ly  on indus t ry  than  
t h e  s t r a i g h t  percentage tax. Estimated c o l l e ~ t i o n s  from corpora te  bus iness  under a  
35% s u r t a x  would be $1,600,000, from &% earn ings  t a x ,  $500,000. I n  view of  t h e  . 
s t a t u s  o f  t a x a t i o n  of  bus iness  r e f e r r e d  $Q above (page 4) , t h e  committee favors  
t a x a t i o n  of  bus iness  a t  t h e  lower r a t e .  

4 The experience of o t h e r  c i t i e s  i n d i c a t e s  t h e  d e s i r a b i l i t y  of t h e  withholding 
system f o r  secur ing  maximuq c o i l e c t i o n  of t a x e s  due. ildere a  s u r t a x  t o  be imposed 
wi th  t h e  withholding f e a t u r e ,  probably a  change ir. t h e  system a p p l i c a b l e  t o  t h e  
e n t i r e  s t a t e  would be  requi red ,  whereas use of  t h e  withholding sg-stem f o r  Ninneapolis 
o r  Rennepin County a lone ,  as i n  t h e  earn ings  t a x ,  would n e c e s s i t a t e  no such s t a t e -  
wide change. Even wi th  t h e  withholding f e a t u r e ,  t h e  c o i l e c t i o n  of t h e  s u r t a x  on ( unearned income would be d i f f i c u l t  t o  enforce. The committee concludes t h a t  adminis- 
t r a t i o n  by loca-1 government r a i s e s  fewer o b s t a c l e s  t o  l e g i s l a t i v e  approval of t h e  
withholding system, and avoids some o f  t h e  problems o f  c o l l e o t i o a  inhe ren t  i n  use of  
t h e  surtax.  

For  a n  earn ings  t a x  

The comrr.ittee b e l i e v e s  t h a t  %he t e s t s  of t h e  p r i n c i p l e s  s e t  f o r t h  i n  t h i s  r epor t  
a r e  met by t h e  earnings tax:  an i~lcoliie t a x  l e v i e d  a t  a  f l a t  percentage o f - a l l  earned 
income of  i n d i v i d u a l s ,  and n e t  p r o f i t s  of co rpora t iocs ,  The committee t h e r e f o r e  
favors  t h e  l o c a l  es rn ings  t a x  and does n o t  f a v o r  t h e  l o c a l  s u r t a x  o c  t h e  s t a t e  
income tax .  If a  s u b s t a n t i a l  amount of a d d t t i o n a l  l o c a l  revenue i s  t o  be  r a i s e d  
t h e  committee b e l i e v e s  t h a t  t h e  e a r n i ~ g s  t a x  i s  t h e  b e s t  a v a i l a b l e  source. 

The committee b e l i e v e s ,  fu r the rnore ,  t h a t  a n  earnings t a x  should be  l ev ied  on a  
county-wide b a s i s ,  wi th  au thor i za t ion  f o r  a  r ec i2 roca l  arrangement whereby neigh- 
bor ing  coun t i e s  might l e v y  t h e  tax.  If o t h e r  coan t i e s  d id  choose t o  l evy  t h e  t a x ,  
income should b e  t a x a b l e  a t  t h e  residence of t h e  taxpayer ,  o r  should be rebated by 
t h e  co l l ec t ing . agency  t o  t h e  county of residence. 

The co rn i t t ee  favors  a  county-wide t a x  f o r  t h e s e  reasons: It is n o t  convinced 
of  t h e  j u s t i c e  of applying a general  t a x  t o  non-residents  f o r  Kinneapolis  purposes, 
a t  l e a s t  n o t  a t  t h e  same r a t e  a s  i s  appl ied  t o  res idents .  I t  would a l s o  seem im- 
p r a c t i c a b l e  t o  secure  l e g i s i a t i v e  a u t h o r i z a t i o n  f o r  Minneapolis t o  t a x  t h e  income 
earned by  non-residents  wi thout  g iv ing  surrounding mun ic ipa l i t i e s  t h e  r i g h t  t o  

C. 
(1 )  See appendix, Sec t ion  6, f o r  t h e  r a t e  schedule which would apply  t o  ind iv idua l s  

under 35% sur tax .  



r ec ip roca te  by applying s i m i l a r  t a x  on income according t o  t h e  residence of t h e  
r ec ip ien t .  I f  t h i s  were d o ~ e  t h e r e  would r e s u l t ,  i n  e f f e c t ,  a county-wide t a x  with- . 
out  t h e  b e n e f i t  of in t eg ra ted  adminis t ra t ion ,  Furthermore, i f  such an income t a x  
were t o  be  imposed only  on Kinneapolis r e s iden t s  it would add an incent ive  f o r  
taxpayers  t o  leave  t h e  c i t y .  F i n a l l y ,  t h e  county-wide system 1.vould g ive  o t h e r  p a r t s  
of t h e  county a chance f o r  needed a d d i t i o n a l  revenue. 

I t  i s  recognized t h a t  t h e  arguments given,  i f  follovred t o  t h e i r  l o g i c a l  con- 
c lus ion ,  might p o i r t  t o  a t a x  administered on a broader  geographical b a s i s  than  t h e  
county, a t  l e a s t  t h e  two count ies  of Herinepin and Ramsey. A s  a mat ter  of f a c t ,  it 
i s  f o r  t h i s  reason t h a t  t h e  committee would f avor  a u t h o r i t y  f o r  neighboring counties  
t o  enact  s i m i l a r  t a x e s  and provide f o r  rec iprocal  arrangements whereby persons l i v i n g  
i n  one county and earning income i n  another  would be taxed only  a t  t h e i r  p l ace  of 
residence. 

Taxation of non-residents  

A f u r t h e r  word probably i s  necessary  regarding t h e  t axa t ion  of non-residents.  
The committee considered t h e  v a l i d i t y  of t ax ing  non-residents who earn t h e i r  l i v e l i -  
hoods i n  t h e  c i t y ,  and found arguments on both s i d e s  of t h e  question. It i s  t r u e  
t h a t  thousands d a i l y  come i n t o  t h e  c i t y ,  use i t s  f a c i l i t i e s  but  do not  pay d i r e c t  
t a x e s  f o r  t h e  maintenance of t h e  c i t y ' s  services.  The arzument f o r  such d i r e c t  
t a x a t i o n ,  however, assumes t h a t  t h e  l o c a l  t a x  s t r u c t u r e  favors  t h e  non-residents  a t  
t h e  expense of Kinneapolis res idents .  A good case  can be made f o r  t h e  pos i t ion  t h a t ,  
under t h e  present  metropoli tan t a x  p a t t e r n ,  M i n ~ e a p o l i s  a c t u a l l y  i s  a t  an  advantage 
due t o  t h e  f a c t  t h a t  it has l a r g e  bus inesses  and i n d u s t r i e s  t o  t a x  wi th in  i t s  borders.  
These bus inesses  and i n d u s t r i e s  a r e  t o  a l a r g e  ex ten t  re,sponsible f o r  t h e  r i s e  of 
our  suburban communities, and many of t h e  people who work f o r  t h e s e  bus inesses  and 
i n d u s t r i e s  l i v e  i n  t h e  suburbs. Yet a t  t h e  present  t ime a l l  t h e  d i r e c t  t axes  f o r  
municipal government se rv ices  (not  i n c l u d i r g  county go t o  t h e  C i ty  of 
Minneapolis. 

To a l a r g e  degree t h i s  condi t ion ,  whereby business and indus t ry  have municipal 
r e s p o n s i b i l i t i e s  which overrm governmental boundary l i n e s  y e t  a r e  t a x a b l e  only by 
t h e  c e n t r a l  c i t y ,  i s  respons ib le  f o r  t h e  r e l a t i v e l y  high school t axes  paid i n  t h e  
suburbs and t h e  r e l a t i v e l y  high percentage which such t axes  a r e  of t h e  suburbani tes t  
l o c a l  t a x  b i l l .  A s i m i l a r  case ,  t o  a l e s s e r  degree,  cen be made f o r  other.municipa1 
s e r v i c e s ,  such a s  s t r e e t  cons t ruc t ion  and maintenance, sewage, rmte r  and hea l th  
se rv ices .  

The committee be l i eves  t h a t  bus iness  and indus t ry  a r e  con t r ibu t ing  more t o  
Minneapolis government than  i s  necessary  f o r  t h e  maintecance of g o v e r n ~ e n t a l  s e rv ices  
f o r  Minneapolis r e s iden t s  alone. (1 )  The "surplus" i s  going t o  t h e  maintenance of 
se rv ices  which a r e  necessary because Minneapolis i s  a metropoli tan c e n t e r ,  and 
c e r t a i n l y  a share of t h i s  i s  on behalf of t h e  n o n s e s i ~ e n t s  who a r e  impor tar t  
members of  t h e  metropoli tan community. The c o r n i t t e e  t h e r e f c r e  does n o t  be l i eve  
t h a t  it is  j u s t i f i a b l e  t o  impose an income t a x  f o r  t h e  s o l e  b e n e f i t  o f  Minneapolis 
which would b e a r  a s  heavi ly  on t h e  income earned by non-residents a s  t h e  income 
earned by res idents .  

(1)  See appendix, s ec t ion  7 ,  f o r  d a t a  on t h e  proport ion of  h inneapol is  proper ty  
t a x e s  borne by bus iness  property. 



Proposal f o r  a county-wide earnings tax 

Consistent with'the above fac ts  and beliefs,  the committee proposes all 
earnings tax t o  be levied and administered as  described below. Dollar tmounts 
are shown fo r  a r a t e  of and I$, 

Base of tax 

(a) Individuals -- A l l  incame earned by residents of Hennepin County, 
without regard t o  the place where earned, Individual business proprietorships 
and business partnerships w i l l  be taxed on net iaccane, No exemptions, deduc- 
tions. Inves-hent income not included. 

(b) Corporations -- Net income. 

Application: 

(a) Mandatory f o r  Hennepin County, Mandatory f o r  Rmsey and St. Louis 
oounties i f  theii- ' legislat ive delegations so desire, 

(b) Optional f o r  e i ther  of the two counties nat mandatory under (a), 

(c) Optional f o r  counties contiguous t o  counties which have adopted 
the tax. 

Administered by: County Auditor and County Treasurer. 

How to  become effective t In mandatory counties, ra te  of shal l  become 
effective on passage by l eg i s l ah re ,  with local option t o  abolish or reduce the 
t ax  or increase the rate  up t o  a maximum of I$, In cptional counties, shal l  
become effective upon option of counties, but a t  ra te  not less  than &. 
&broise of local option shall  require: 

(a)  Apprcval of a majority of a l l  'the members of the governing body 
of the c i t i e s  of the f i r s t  class; and (b) approval of a majority of the soh001 
boards of the county, including school boards of c i t i e s  of the f i r s t  class, each 
school board t o  determine i t s  position by a majority of a l l  i t s  members. 

Estimated yield: Rate of 3: $6,500,000. Rate of 1%: #13,000,000. 

Distribution of Proceeds: 

(a) The net prcceeds, a f t e r  allowance f o r  costs of administration, 
shal l  be distributed betF:een the c i t i e s  of the f i r s t  class, on one hand, and 
the remainder of the county, on the other hand, i n  proportion t o  the assessed 
valuation i n  each area as  annually determined by the County Auditor. 

(b) The share allocable t o  c i t i e s  of the f i r s t  class shal l  be divided 
evenly between the c i ty  council md the board of education, t o  be used f o r  
general municipal and school purposes, respectively. 

(c) The share allocable t o  the remainder of the county shal l  be 
divided among the school d i s t r i c t s  of the county outside c i t i e s  of the f i r s t  

l class  on the basis of annual school census as determined by the  County 
Superintendent of Schools,. and shall. be used for  general school purposes.' 



Besidects  working outs ide  the  c o u t y :  Employers of res idents  of t he  county 
working ~ u t s i d e  t h e  county sha l l  berequ, i red  t o  withhold t h e  t a x  and nake a re turn  
t o  the-county Auditor of t h e  county in-which t h e  t a x  i s  i n  ef fect .  

Double Taxation: I n  t h e  event a r e s i den t ' o f  a county i n  which t h e  t a x  i s  
appl icable  derives earned income from another county o r  counties i n  which t h e  t a x  i s  
app l icab le ,  t he  county of residence s h a l l  have t h e  h r i o r  r i gh t  t o  t a x  the income so 
earned . 
I l l u s t r a t i o n  of' d i s t r i b u t i o n  of proceeds: 

* Assessed valuation i n  
Hennepin County 1954 

Percent 
0 f 

Amount t o t a l  

Ci ty  of Minneapolis $350,805,200 76.8 
Rest of Hennepin County 105,872,973 23.2 

&$ Yield 

$6,500,000 - $260,000 (adminis t ra t ive  $1 3,000,008 - $390,000 ( a d ~ i n i s t r a t i v e  
cos t s  a t  4%): $6,240,000 cos t s  a t  3%): $12,610,000 

EII\TNXAPOLI S ' SEAN?, M i l l  r a t e  M i l l  r a t e  
equivalent  . equivaleht  

(19541 (1954) 

City Council - %: 2,396,000 7.0 

1 Schools - -Z 2,396,000 -7.0 

OUTSIDE idINNEAP0LIS 

I l l u s t r a t i o n  of re turn  f a r  some typ ica l  school d i s t r i c t s :  
E s t ,  enrol l .  

1954 
Schocl G i s t r i c t s  No. $ 
Robbinsdale 24 8,255 18.0 
St.Louis Park 205 7,383 16.1 
Richf ie ld  12 6,599 14.4 
Bloomington 142 3,815 8.3 
Hopkins 225 3,805 8.3 
Edina-M' s ide  17 3,720 8.1 
Minnetonka7 , 3,159 6.9 
Mound 85 1,909 4.2 
Osseo 43 1,387 3.0 
Orono 11 1,010 2.2 

Estimated income t a x  
a l l oca t i on  

2% 1% 
$260,000 '$527,000 

233,000 4?1,000 
208,000 421,000- 
120,000 242,000 
1:20,000 242,000 
117,000 237,000 
loo ,000 202,000 
.51,000 123 ,'OCO 
43,000 88,000 
32,000.. 64,000 

-19- 

ki i l l  r a t e  equivalent  1954 ac tua l  
(1354) school m i l l  

3 1% r a t e  
21.7 ' 43.~9 76.4 
15.6 31.6 88.4 
19.3 39.0 97.8 
20.2 40.7 88.1 
9.7 19.6 77.2 
9.4 19.0 66.2 

15.9 32.1 97.0 
17.7 35.6 98.8 
22.2 45-4 77.7 
13.9 27.8 126.4 



2. Taxation of -public u t i l i t i e s  

The committee believes tha t  the principal area within which specialized 
taxes on bussine s s  may be imposed within the conclusions se t  fo r th  above i s  i n  
the 'case of public u t i l i t i e s .  Minneapolis already i s  taxing the  gas company 
under a franchise 'ayment of 1,$ of gross revenue, whioh produce6 about 
$370,000 per year, and has imposed a similar levy on the power campany equal t o  
about 1.5% of gross revenue. This i s  estimated t o  produce about $400,000 per 
year. The only remaining u t i l i t i e s  which might be the  sub jeot of such a l e w  
are telephone, public transpw ta t ion  and water. The amount of additional revenue 
t o  be raised frgm such levies  depends on the rate,  but i n  the l ight  of other 
ra tes  imposed on u t i l i t i e s ,  it probably would not exceed Q500,000 t o  $750,000 per 
year. 

The committee re-emphasizes the point made above with regard t o  selective 
taxes on businesses: the t ax  should be separately shown on a l l  statements and 
invoices t o  the public. 

3, Theelage tax 

The cornittee believes a local  wheelage tax imposed on autocebile vehicles 
would be an acceptable tax. Minneapolis has authority t o  levy a wheelage tax, 
but apparently has not done so because of the adninistrative problems raised 
by the present enabling act. Among these i s  the d i f f i cu l ty  of determining 
which moterr vehicles are "using the pu5lic s t ree ts  o r  highways" and enforcing 
the t ax  on them. . . 

A t  l eas t  one c i t y  i n  11 s ta te s  was levying wheelage tax i n  1952, and 
according t o  the League of Minnesota Municipalities administration was not 
d i f f i cu l t .  This indicates t h a t  under properly drawn legis la t ive  authority 
an enforceable t ax  could probably be levied i n  Minneapolis. 

The presently authorieed tax would amount t o  $10 per passenger vehicle 
and $15 per truck. Recognizing the hazard of estimates because of the enforce- 
ment problem, the City Research Engineer estimated egrly i n  1953 tha t  the tax  
would yield about $1,500,000 annually. 

4. Homestead exem~tion 

Tha Interim Committee on Taxation authorized by the 1953 Legislature 
recently has cr i t ic ized the homestead exemption, and t h i s  cr i t ic ism has been 
noted i n  the da i ly  press. The homestead exemption was adopted i n  1934 by the 
Legislature t o  give property tax  re l ie f  t o  owner-occupants of resident ial  
property. 

Under the homestead exemption t h e a r e *  $4,000 of the f u l l  and t rue  val- 
uation of each home i s  assessed a t  2% of tha t  amount, or  $1,000, and the excess 
of the  f u l l  and t rue  valuation a b ~ v e  $4,000 i s  assessed a t  4%. The ef fec t  of 
the homestead exemption, therefore, i s  t o  reduce the assessed value of each 
home having a f u l l  and t rue  value of $4,000 or more i n  the sum of $600 below 
what it would be under the general assessment classif icat ion otherwise applicable. t 



I f  the tax rate i s  150 mills, t h i s .  means *that  m e  homestead exemptian reducss. 
the tax which otherwise would-be paid on tha t  harne by $90.00, or a t o t a l  of 
almost $5,000,000. i n  Minneapblis ... ($3,754,000 f .oi  schools and @3,150,000 fo r  a l l  
other levies). 

. , 

This report does not idvooate the abolition of the homestead exemption. 
The cammittee believes tha t  thg ent i re  classifiaation system i s  ef doubtful 
value, and tha t  a s  a part  of suah classif icat ion s y s t q  the homestead.exemptien 
should be reconsidered. 

5. Property tax 

The committee believes that  an increase i n  the gen&-al property tsk ra te  . 
i s  undesirable because our property tax  levy i s  already high. 

6. Sales tax 

There ha* been considerable agitation for  a sales t ax  i n  the State--of 
~ inpeso ta .  The,cammittee does not helieve tha t  a c i t y  sales tax should be 
considered or adopted, This i s  because the size and geographical location of 
the c i t y  are such tha t  a c i t y  sales tax,would encourage the f l igh t  of business 
i n  many lines t o  the suburban areas. This objection would be lessened i f  the 
tax were on a county basis, but would probably s t i l l  exist  because of the 
ma i l ab i l i t y  of other trading centers i n  the metropolitan areas. 

If  a s tate  sales tax i s  adopted, the follawing general clains undoubtedly , 

w i l l  be made on the proceeds: 
8 .  

. (a) The claims of those who wish t o  have some existing taxes replaced, 
This includes the personal propel+by tax on inventories 8.4 sorm 
ineome tax adjustments, 

(b) The claims of those who wish to' have the basic s ta te  aid for  schools 
continued a t  the present level or higher, 

(c)  The claims of those who believe that  the s ta te  needs additional 
revenue f o r  expension c$ some functions of the s ta te  government. 

(d) The claims of those who believe tha t  adGtiona1 s ta te  aids on a 
population basis should be given t o  uni ts  of local government out 
of s t a te  collected taxes. 

. ~ e c a u i e  the problem iavolved i n  a s tate  sales tax i s  extremely broad and 
involves a l l  of the other municipalities i n  the state,  the c d t t e e  does not 
believe that  it can advocate a specific solution i n  t h i s  f ield.  Howeyer, 
the committee does recognize the spec+al imIjortance of- (d) insofar as it would 
affect ~ inneapo l i s l  revenue position.: J?ur*hermore, whereas the committee plans 
to  give fu l l e r  attention t o  the question of stwte aids a t  a la ter  date, it 
fee ls  it i s  important t o  s ta te  a t  th is  time i t s  Tollowing general beliefs:  



C I f  a  s t a t e  sa les  t a x  i s  adopted, some portion of t he  proceeds should be 
used f o r  the  purpose of increased a ids  t o  t h e  u n i t s  of local  government. Such 
a ids  should be of a general nature and should not  be earmarked or  l.irnited i n  
use. I n  determining the  amount of such aids, t he  c c a l i t t e e  believes t h a t  the  
Legislature should recognize t h a t  t he  cos t s  of government i n  a large metropolitan 
o m ~ t y  are  greater  per capi ta  than i n  small communities, and t h a t  where a 
substant ia l  pa r t  of t h e  taxes  i s  collected on a s t a t e  wide basis  (with propor- 
t iona te ly  larger  col lect ions  from the metropolitan areas),  t h e  needs of t he  
metropolitan ~ o m m ~ i t i e s  should be recognized i n  t h e  adoption of the  a l loca t ion  
formula upon vfhich t he  a id s  are computed. See sec t ion  4 of t h e  appendix f o r  
per t inent  f igures  i n  connection with this problem. 



11. STXTEiVBRT ON EOREOWIMG POLICY 

When i s  borrowing j u s t  i f  i ed?  

Except i n  cases  of extreme emergencies, t h e  fol lowing p r i n c i p l e s  should apply: - 

1. The C i t y  o f  l l inneapolis  should n o t  refund e x i s t i n g  bonded indebtedness.  
U a t u r i t i e s  of e x i s t i n g  bonds a r e  such a s  t o  permi t  payment o f  t h e  bonds a s  they  
mature wi thout  i nc reas ing  p resen t  t a x 2 3  f o r  deb t  serv ice .  I f  t h e  p a t t e r n  o f  
m a t u r i t i e s  of p r e s e n t  bonds i s  n o t  d is turbed  and t h e  revenue needs f o r  bond r e -  
t i re rsent  a r e  t h u s  c l e a r l y  f i x e d ,  it w i l l  c l a r i f y  t h e  needs f o r  a d d i t i o n a l  expendi- 
t u r e s  and t h e  a b i l i t y  of t h e  co rnun i ty  pay f o r  them. 

2. The C i ty  should n o t  i s s u e  bonds t o  pay c u r r e n t  opera t ing  expenses. The 
bonds i ssued  i n  emergencies should be  s h o r t  term bonds and should be  accompanied 
by immediate p l ans  t o  d ischarge  t h e  indebtedness o u t  o f  increased  o r  new t a x  rev- 
e m e s  i n  t h e  s h o r t e s t  2oss ib l e  per iod  o f  time. 

3. The Ci ty  of &innea?olis  (vkich te rm i n  t h i s  c a s e  i s  used g e n e r a l l y  and 
inc ludes  t h e  School B ~ a r d ,  Park Board, e t c . )  must make some c a p i t a l  expenditures  
each yea r  and nsrmalljr t h e s e  c a p i t a l  expenditures  should b e  pa id  o u t  of c u r r e n t  
t a x  revenues. l h i s  p r i n c i p l e  impl ies  t h a t  cu r ren t  t a x  sources should b e  adequate 
t o  pay f o r  cu r ren t  ope ra t ing  expenses and normal c a p i t a l  expenditures.  If they  
a r e  no t  adequate,  t h e  issuance o f  bonds becomes a dev ice  t o  avoid t a x  l i m i t a t i o n s .  

There a r e  abnormal s i t u a t i o n s ,  however, when it i s  sound f i s c a l  p o l i c y  t o  
f inence c a p i t a l  expenditures  o u t  of bond proceecs. These occur when cocd i t ions  
b r i n g  about  t h e  concent ra t ion  of a h rge q u a n t i t y  of c a p i t a l  expenditures  i n  
one year. Even h e r e ,  however, t h e  bonds should n o t  b e  i ssued  unless  t h e  community 
has t h e  a b i l i t y  t o  pay t h e  c o s t  of r e t i r i n g  t h e  bonds and t h e  increased ope ra t ing  
expecses a r i s i n g  ou t  of t h e  improvements. 

The fol lowing i l l u s t r a t e s  an a p p l i c a t i o n  of  t h e  above p r i n c i p l e s  i n  which t h e  
u s e  of bond money f o r  c a 2 i t a l  improvemnts i s  j u s t i f i e d :  

a )  The ex i s t ence  o f  an  unusual ly h igh  denand f o r  numerous c a p i t a l  improve- 
ments by  reason o f :  

( 1 )  A changg i n  t h e  needs of  t h e  community, o r  

( 2 )  A growth i n  t h e  comnunity where t h e  ceeded c a p i t a l  improvements 
w i l l  b e  usefu l  over  a long period of t ime and s i m i l a r  improvexents 
w i l l  n o t  be requi red  annually. 

) An accumulated backlog of c a p i t a l  improvenents. Such a backlog 
may r e s u l t  from wartime r e s t r i c t i o n s ,  economic condj t ions  which 
discourage i m ? r o v e ~ n t s ,  o r  t h e  pursuance Zuring p r i o r  years  o f  
very  ccnserva t ive  f i s c a l  po1ic:es. 

b )  The concen t ra t ion  ir, a pa r t i c u i a r  year  o r  yea r s  o f  one o r  more l a r g e  
c a p i t a l  expenditures ,  p r o j e c t s  which cannot b e  f inariced out  of  c u r r e n t  
t a x  revenues because of t h e i r  s i z e  wi thout  c.ausing a severe f l u c t u a t i o n  
i n  t h e  t a x  levy. 



c )  Unforeseen emergencies, such a s  d e s t r u c t i o n  of  l a r g e  items of  tminsured 
property. 

d )  Those s i t u a t i o n s  i n  which a p a r t i c u l a r  expenditure w i l l  have t h e  demon- 
s t r a b l e  e f f e c t  of saving money i n  a n  amount i n  excess of t h e  c o s t  o f  t h e  
improvement over  t h e  l i f e  of t h e  improvement,. 

Managenlent of  C i t y  deb t  

1. In  eider t o  prevent  de lus ions  a s  t o  t h e  c o s t  t o  ta.xpayers of needed 
c a p i t a l  improvements, t o  s t a b i l i z e  t h e  t a x  r a t e  and t o  remove p res su re  t o  refund 
bonds a s  t h e y  rna,tare, t h e  bonds should mature s e r i a l . 1 ~  (with approximately equal 
annual payments of c o ~ b i n e d  p r i n c i p a l  and i n t e r e s t )  over  t h e  term of t h e  bends. 
C a l l  provis ions  should be included whenever poss ib l e .  

2. Terms of bonds should n o t  exceed t h e  a n t i c i p a t e d  usefu l  l i f e  of t h e  i m -  
provement they  a r e  used t o  f inance.  

.3. To encourage t h e  development 'of l ong  t e r n  p l a n s ,  t h e  Council and t h e  
Board of Estimate and Taxation should i n d i c a t e  t h e i r  w i l l i n g n e s s  t o  cons ider  and 
schedule an &gencyls  bond r equ i renen t s  f o r  two o r  more years .  

4. I f  t h e  d e b t  p o l i c i e s  s t a t e d  above a r e  fol lowed,  t h e  f a c t  t h a t  t h e  n e t  
debt  i s  increased o r  decreased i n  a p a r t i c u l a r  yee r  i s  n o t  of major s igni f icance .  
The t o t a l  amount of bonded debt  i s  sub jec t  t o  l e g a l  r e s t r i c t i o n s  and t h e  p r a c t i c a l  
e f f e c t s  of a n  inc reas ing  debt  on t h e  Citj ' s c r e d i t  r a t i n g .  I n  a d d i t i o n ,  considera- 
t i o n s  o t h e r  than t h e  above p r i n c i g l e s  inay a f f e c t  t h e  t iming of cons t ruc t ion  of 

4 publ ic  works. These include t h e  l e v e l  o f  e x i s t i n g  and a c t i c i p a t e d  c o s t s ,  and t h e  
use of governmental expenditures  a s   art of  t i le c o n t r o l  mechanism of t h e  genera l  
economy, t h a t  i s ,  t o  s t imu la t e  economic a c t i v i t y  o r  t o  provide work wi th  govern- 
mental funds which would o therwise  b e  spent  i n  some p a r t  f o r  r e l i e f  purposes. The 
committee does n o t  be1 ieve , however, t h a t  c o r r e l a t i o n  of hiinmapol i s  inlprovement 
programs wi th  n a t i o n a l  economic c o n t r o l s  should b e  regarded a s  determinat ive i n  
scheduling Minneapolis p u b l i c  vrorks. 

( s e c t i o n  8 of t h e  appendix provides i l l u s t r a t i o n s  of the  e f f e c t  on Minneapolis 
deb t  s t ruc t t l r e  o f  two assumed borro~ving p o l i c i e s . )  
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TABLE 1 
,, 

W i  dcons i n  
lNa s l ington 
MINNESOTA 
I m  
Michigan 
South Dakota 
North Dakota 
I l l i n o i s  
Indiana, 
Ohio 
Missouri 

I f  ' s t a t e s  

Per capita s t a t e  and loca l  taxes ,  1953 
by s t a t e  (1 )  

S ta te  Local 

Amount Rank Amount Rank - - 

Mean 67.76 

. Median 70.16 

Total  

Amount Rank - 

(1)  These a r e  t he  s t a t e s  used by Arthur K. Borak, Associate Professor of Economics, 
Universi ty o f  Minnesota, i n  h i s  a r t i c l e ,  "Comparison of  Taxes and Costs of 
Government i n  IQinnesota and Pen Other s t a t e s " ,  Business News Notes, Universi ty 
of Minnesota S c h o ~ l  of Business Administration, June '1953. The t en  s t a t e s  
se lected fo r  comparison a r e  "adjacent, neighboring o r  competitive s ta tes" .  

SOURCE: S t a t e  and Local Government Revenue i n  1353, Bureau o f  the  Census, Depart- 
ment of Commerce, October 27, 1954. 
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North Dakota 
South Dakota 
I ovra 
MINNESOTA 
Wisconsin 
'jJashington 
Michigan 
Indiana 
I l l i n o i s  
Missouri 
Ohio 

TABLE 2 

S t a t e  and l o c a l  taxes  a s  percentage of income, 1953 
by s t a t e  

S t a t e  

% Rank 

11 s t a t s s  

Mean 3.63 

Eedian 4.22 

Local 

Rank - 
Total  

Rank - 

SOBFRCE: S t a t e  and Local Government Revenue i n  1953, Bureau of t h e  Census, Depart- 
ment ~f Commerce, October 27, 1954. 



(ooo o:.iitted) 

(a)  CITY OF M I I W O L I S  

Schools City Counts (1) Total I 

b o u n t  Amount 3 klnount Amount 3 
Property tax  $ 11,825 59 $25,124 76 $ 9,417 4 $46,366 64 
Special  assessments - - -305 -.1 - - 305 - 
S t a t e ,  county and federal  a i d  7,437 3 7 1,157 3 8 ; 3 h  4-4 . 15,931 24 
Other 82 9 .4 5,586 17 1,330 7 7,745 11 
Transfers i n  ..L I, 945 3 c. C- 945 1 

l o  t a l  

(b) IE'XEPZT COUNTY OWSIDE MII?KEAPOLIS 
Ci t ies  , vi l lages  

Schools (2) and towns (3)  - ~ o u n t y l l )  : Total 

&- A Amount A Amount 
Property t ax  $ 6,624 56 $ 2,292 44  $ 2,656 

Special  assessments - - 1,468 28 - 
S t a t e ,  county and federal  a i d  4,2 64 36 2 66 5 2,353 
Othe 1- 658 6 1,152 - 23 

L. 

375 
Transfers i n  3 79 2 - - - -CI 

Total $11 ,925  1 0 ~ j  $5 ,182  loo$ $ 5t384 

Amount A 
49 $11,572. 51 

(1)  County revenues apportioned according t o  assessed va lwt ions  i n  Minneapolis and the remai~dcr  of Hennepin County, 
(2)  For  school year ending June 30, 1 9 9 ,  (3)  Figures f o r  c i t i e s  and vi l lages  a r e  f o r  year endiug December 3J, 1952, 
Figures  f o r  tovrns a r e  f o r  1953 and a r e  estimates. 
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Major Sources of Revenue i n  Ci t ies* Over 250,000 Population 
in Percentages of Total Revenue 

1932, 1942 and 1953 

(excluding schools) 

C i t i e s  
over 25,000 

Ci t ies  City of 
over 250,000 Uimeapol i s  

Total revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0$ 100.0% 

Property taxes 74.3% 63.25 48.8% 64.0% 45.8% 72.8% 64.5% 

Sales & gross 
rece ip t  ..- 4 . e  11 .o$ 6.3% 13.9% --- 0.9% 

Other t axes  (1) 2.8$ 5.0% 6.7f 5.2% 6.7% 2.5% 5.8% 

Aid from other 
Governments 9.4% 17.1% 19.175 18.3% 19.8% 9.5% 8.45 

Supplementary 
I Revenue (2) 13.5% 10.17; 14.4% 6.2% 13.8% 15.2% 20.4% 

(1) Includes l i c e ~ s e  pern i t s  and miscellaneous taxes. 

(2)  Includes charges and miscellaneous revenue from nontax sources. 

Note: These f igures  on Uinneapolis d i f f e r  from those In  Table 3 because 
they a r e  fo r  one year e a r l i e r  and follow a d i f f e r en t  c lass i f ica t ion .  

* SOURCE: U. S. Eureau OF Census, His tor ica l  Revi3w-State and Local Government 
Finances, 1948; Ci ty  Government Flnances i n  1353. 



TABLE 5 

Sources of Revenue of Minneapolis and Other Ci t ies  over 
250,000 Population 

Distributed between School Revenues and Revenues of a l l  
Other Ci ty  Functions 

(000 omitted) 

Other 
School systems c i t y  functions 

(1951-1952) , (1953) Total 

A l l  c i t i e s  over % of % of 
250,000 population Amount Total  Amount Total  Amount 

Property t a x  $ 890,438 63.6 #1,753,638 45.8 $2,644,076 
Other taxes 95,382 6.7 786,547 20.6 883,929 
Aid from other govts. 392,950 28.1 756,403 19.8 1,149,353 
Other revenues 22,144 1.6 525,891 13.8 548,035 

Total $1$%0,914 l E  $3,824,479 1m 85,225,393 

$ of 
Total 

Minneapolis 

Property t a x  $11,896 59.2 $23, fX4 64.5 #35,540 62.7 
Other taxes  171 0.9 - 2,464 6.7 2,635 4.6 
Aid from other  govts. 7,434 37.0 3,083 8.4 10,517 18.5 
Other revenues 587 2.9 7,441 20.4 8,028 14.2 

$20,083 100.0 100.6 sqTZ5 100.0 

SOITRCE: ( a )  Data on school systems -- l e t t e r  from Lester 3. Herlihy, Spec ia l i s t  
i n  Educational S t a t i s t i c s ,  Office of Education, U. S. Department of 
Health, Education and Welfare, 12/6/54. The 1951-52 data a r e  t h e  
most recent data  available.  

(b) Data on other c i t y  functions -- compendium of Ci ty  Government Finances 
i n  1953, U. S. Bureau of t h e  Census. 
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TAELE 6 

Ratio of Property Taxes t o  
Total  Revenue Collected 

A l l  C i t i e s  i n  United S ta tes  with Population 
Over 250,000 Inhabitants  

Expressed i n  Terms of Percentage of Property Taxes t o  Total  
Revenue Collected 

41 C i t i e s  

City - 
Jersey Ci ty  
Newark 
Indianapol i s  
Houston 
~ ~ i m e a p o l i s  
Boston 
St. Paul 
Dallas 
Detroi t  
Cleveland 
Buf f a1  o 
Pi t t sburgh 
Omaha 
Fort  Worth 
Atlanta 
San Francisco 
San Antonio 
Baltimore 
Rochester, N, Y, 
St. Louis 
Chicago 

Percentage Ci ty  

* Adjusted f o r  c i t y  income t a x  recen t ly  enacted. 

Cincinnati  
Port land,  Oregon 
Milwaukee 
Rmsas Ci ty ,  uo. 
New York 
Oak1 and 
Philadelphia 
Los Angeles 
Akron 
Menphi s 
Washington, D. C. 
S ea t t l e  
Louisvi l le  
San Diego 
B irmingham 
Denver 
New Orleans 
Columbus 
Toledo 
Long Eeach 

Percentage 

SOURCE: Compendium of Ci ty  Goverfiment Finances i n  1953, U. S. Bureau o f  Census. 
- ,  

-2 1- 



APPENDIX 

1. Comparative sources of c i t y  revenue 

Ris ing  c o s t s  and demands f o r  grea ter  and b e t t e r  governmental s e rv ices  over  t h e  
p a s t  dgcade havg r e s u l t e d  i n  g r e a t l y  increased c o s t  of municipal government thro:~gh- 
ou t  t h e  United S ta t e s .  Setneen t h e  years  1940 and 1950 expenditures of c i t i e s  wi th  
populat ions i n  excess of 25,000 more than doubled i n  amount. (1)  

H i s t o r i c a l l y  t h e  genera l  proper ty  t a x  has been t h e  p r i n c i p a l  source of l o c a l  
revenue, and u n t i l  t h e  1930s t h i s  source of  r evenue was reasonably  responsive t o  
t h e  needs o f  c i t y  governments. The depression years  of t h e  1930s,  however, revealed 
t h e  weakness of  re ly ing  on one source of revenue. The same per iod  of time s a x  a de- 
mand f o r  increased revenue, wi th  t h e  r e s u l t  t h a t  c i t i e s  gene ra l ly  looked t o  new 
sources of  revenue f o r  c o l l e c t i o n .  (2)  Thus whi le  t h e  proper ty  t a x  has s ince  in- 
creased i n  d o l l a r  y i e l d ,  it has ,  from t h e  1930s, dec l ined  i n  r e l a t i v e  importance a s  
a source o f  c i t y  f inances.  Data published by  t h e  United S t a t e s  Sureau of t h e  Census, 
and summarlzed i n  Table 4 c l e a r l y  democstra2e t h i s  change. ( 3 )  

A s  noted i n  t h e  t a b l e ,  p rope r ty  taxes  accounte,d f o r  74% of a l l  *ax c o l l e c t i o n s  
i n  1932 f o r  c i t i e s  wi th  populat ions of over 25,000, y e t  desp i t e  g r e a t l y  increased 
c o l l e c t i o n s  only 43% of a l l  t h e - t a x e s  c o l l e c t e d  in 1952 by  a l l  c i t i e s  of t h a t  s i z e  
were from t a x e s  on property. The dev ia t ion  from property t axes  has been g r e a t e s t  
among l a r g e r  c i t i e s  a s  t h e  t a b l e  i n d i c a t e s ,  where it w i l l  be noted f o r  c i t i e s  over  
250,000 i n  populat ion only  46.6$ of reverues c o l l e c t e d  i n  1952 were from proper ty  
taxes.  

Considering schools  and general  municipal funct ions  toge the r ,  Tbble 5 reveals  
t h a t  Minneapolis has n o t  kept  pace wi th  o the r  c i t i e s  i n  f i n d i ~ g  new sources of 
revenue. P roper ty  t a x e s  in 1952-53 acco-mted f o r  about 63% of i t s  revenue, compared 
w i t h  an average perczntage of about 51% f o r  a l l  c i t i e s  over  220,000 population. A t  
l e a s t  p a r t  of t h e  heavy re l i ance  o c  proper ty  t a x e s  i n  A5nneapolis r e s u l t s  from a 
r e l a t i v e l y  m a l l  percentage of s t a t e  a i d s  received. Exanining t h e  breakdown between 
t h e  school and t h e  o t h e r  p a r t s  of t h e  t o t a l  i n d i c a t e s  t h a t  t l i nneaL~ol i s  schools  f a r e  
above the  average i n  propor t ion  of t o t a l  revenues received from s t a t e  a i d ,  w h i l e .  
t h e  r e s t  of Uini~ieapolis govsrnment f a r e s  cons iderably  worse than  t h e  average. 

2. Property t axes  a s  a source of c i t y  revenue 

To f u l l y  understand t h e  ex ten t  t o  which u inneapol is  r e l i e s  on proper ty  taxes  
a s  a source of revenue, Table 6 has bee3 prepared from f i g u r e s  released by  t h e  
Bureau of t h e  Census. I n  Table 6 proper ty  t a x  c o l l e c t i o n s  f o r  each c i t y  i n  t h e  
United S t a t e s  of over 250,000 inhab i t an t s  has been expressed i n  a percentage r a t i o  
t o  t h e  t o t a l  revenue co l l ec ted  by each stlch c i t y  i n  t h e  year 1952. I t  w i l l  be  ob- 
served t h a t  arcong a l l  of t h e  4 i  c i t i e s  l i s t e d ,  only Je r sey  C i ty ,  IJewar!:, Indianapo- 
l i s  and Houston de r ive  more of t h e i r  revenue from proper ty  t a r e s  than  does Ninneapo- 
l i s .  

3. Impact of t h e  proper ty  t a x  on business 

Minnesota has a c l a s s i f i c a t i o n  sys teh  i n  connection with t h e  assessnent  of  i t s  
proper ty  t a x e s  which by law is  purposely weighted a g a i n s t  bus iness  r ea l  e s t a t e  and 

. 

(1)  Facts  and Figares  on Govem,ent Fi?lar.ce 1922-53, Tax Foundation, p. 110 
(2)  "Decline of  t h e  General Property Tax", Kabel Kewcomer, N a t i o ~ a l  Tax Journal  , p .  38 
(3) Source, U. S. Department of Commerce, C i t y  Government Finances i n  i952 - 22- 
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personal  proper ty ,  in  favor of r e s idences  and farm property. Nore s p e c i f i c a l l y  
urban r e a l  e s t a t e  i s  assessed  a t  40% of f u l l  and t r u e  value a s  compared wi th  33-1/3$ 
f o r  r u r a l  r e a l  e s t a t e ,  25% f o r  t h e  f i r s t  $4,000 of urban homesteads, and 20% f o r  t h e  
f i r s t  $4,000 of r u r a l  homesteads. Personal proper ty ,  on t h e  o t h e r  hand, including 
inven to r i e s ,  i s  assessed  a t  33-1/3% of f u l l  and t r u e  value whereas household goods 
a r e  assessed  a t  25$, l i v e s t o c k  a t  20% and farm machinery a t  10% o f  f u l l  and t r u e  
value. The r e s u l t  of t h i s  c a l s s i f i c a t i o n  system i s  t h a t  bus iness  pays hbout 20% more 
in  p rope r ty  t a x e s  than  it would pay i f  no c l a s s i f i c a t i o n  e x i s t e d  a t  a l l .  

The 25% assessment r a t i o  on t h e  f i r s t  $4,000 of urban homesteads s h i f t s  a  con- 
. s ide rab le  po r t ion  of t h e  l o c a l  r e a l  e s t a t e  b i l l  t o  non-homestead r e a l  e s t a t e .  A 
s tudy published i n  t h e  June 1353 i s s u e  of t h e  National  Tax Journal  shows t h a t  Minne- 
s o t a  stood second h ighes t  i n  1950 among s i x  s t a t e s  having s u b s t a n t i a l  homestead ex- 
emptions, i n  t h e  percentage by which such exemptions increased  t a x e s  on non-homestead 
property. I t  was es t imated  t h a t  t h e  increase  was 15% on r u r a l  proper ty ,  22% on urban 
proper ty  and 19% on a l l  property.  Thus t h e  burden i s  s h i f t e d  o f f  r e s i d e n t i a l  proper- 
t y  on t o  bus inessLprope r ty .  

Furthermore, it i s  cornion knowledge, t h a t  assessment p r a c t i c e s  a r e  such t h a t  
e f f o r t s  a r e  made t o  a s s e s s  a g r e a t e r  percentage of t h e  t r u e  and f u l l  va lue  o f  busi-  
nes s  i r i v e ~ t o r i e s ,  whereas o the r  personal  proper ty  i s  o f t e n  t o o  c a r e l e s s l y  assessed  
without  any r e l a t i o n s h i p  t o  t r u e  and f u l l  w l u e .  A com.on example i s  t h e  assessment 
of household goods i n  which CRSe t ax ing  a u t h o r i t i e s  r e a d i l y  admit t h a t  t h e  t a x  y i e l d  
i s  l e s s  t h a 3  t h e  c o s t  of admin i s t r a t ion .  The c o m a i t t e e  proposes t o  undertake i n  t h e  
f u t u r e  a  more d e t a i l e d  s tudy of t h e  e f f e c t  o f  assessment  p r a c t i c e s  in  Hennepin County. 

The exac t  ex ten t  t o  which k inneapol i s  bus iness  i s  placed a t  a  ~ ~ o m p e t i t i v e  d i s -  
advantage wi th  o the r  c i t i e s  a s  a r e s u l t  of r e l a t i v e  p rope r ty  t a x e s ,  cannot b e  demon- 
s t r a t e d  by  any s p e c i f i c  da t a  repor ted  by  t h e  Census Bureau o r  by  any governmental 
body. This i s  f o r  t h e  reason t h a t  such comparisons depend e n t i r e l y  upon va lues  which 
a r e  a s ses sed  b y  t a x i n g  a u t h o r i t i e s  of t h e  r e spec t ive  c i t i e s ,  and such assessed  va lues  
have varying r e l a t i o n s h i p s  t o  t r a e  and f u l l  v a l u e s  depending on lor ,al  p r a c t i c e s  and 
assessment procedures. It i s  necessary ,  t h e r e f o r e ,  t o  f i n d  comparisons which have 
been made between t h e  a c t u a l  o r  market v a l u e s  of proper ty  assessed  i n  v a r i o u s  c i t i e s  
wi th  t h e  a s ses sed  values of such proper ty  f o r  proper ty  t a x  purposes. 

The National  As s o c i a t i o n  of Building Owners has  assembled t h e  fol lowing f i g u r e s  
a s  t o  r e a l  2 roge r ty  t axes  pa id  i n  1953 by commercial bu i ld ings  ( l a r g e l y  o f f i c e  bui ld-  
i ngs )  s t a t e d  i n  terrni of t a x e s  p e r  square f o o t  of r e n t a l  a r ea :  

Number of 
C i t y  . - bu i ld ings  

1. Chicago 34 
2. Pittsburgh 6 
3. MI1'E;DOLIS 11 
4, Milwaakee 4  
5. San Franci SGO 87 
6. Dal las  5 
7. Phi lade lphia  31 
8. Clevelbnd 2  3  
9. AZiami 5  

10. Por t land  11 

Average t a x  
pe r  sq  f t  o f  
r e n t a l  a r e a  

53.4# 
53.3 
49.9 
47.3 
44.5 
4 0 . 2  
39.1 
38.5 
38,2 
37.3 

Number of 
C i t y  - bu i ld ings  

Il. Los Angeies 34 
12. Omaha 18 
13. Iiouston 6 
14. Cenver ' 27 
15. Indianapol i s  1 3  
16. De*roit 18  
17. Cincinna5i 7 
18. St. Louis 10 
19. Columbus . 4  
20. S e a t t l e  1 7  

Average t a x  
pe r  sq  f t  of 
r e n t a l  a r ea  

35.ld 
34.5 
33.3 
31 .O 
30.6 
29.8 
29.4 
28.2 
21 .G 
18.0 
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The va l id i t y  of the above f igures  Cepends on the  comparability of the buildings 
located i n  each c i t y .  Members of the  Association s t a t e  they bel ieve t h a t  t he  general 
averages a r e  comparable. The f igure  f o r  Uinneapolis, f o r  example, i s  based on the  
average Tor th e following buildings: Borthwest ern Bank Building, Baker Building, 
Baker Arcade, Roanoke Building, Rand Tower, 512 Building, Foshay Tower, Plymouth 
Building, McKnight Building, LaSalle Building, ahedical Arts Building and Northwestern 
Federal Building. 

A s imilar  tabulat ion by the  Associated Merchandising Corporation, which has 
a f f i l i a t e d  r e t a i l  s t o r e s  located i n  t he  l a rge r  c i t i e s  of t h e  country, leads t o  a 
s i m i l ~ r  conclusion, i .e . ,  t h a t  property taxes in Einneapolis a r e  r e l a t i ve ly  high. 
The following tabulat ion shows t h e  re la t iocship between the  c i t i e s  insofar  as  t h e  
r a t i o  between property taxes  (botk. real and personal) and r e t a i l  sa les  i s  concerned. 
Because t he  basic f igures  are  c onf iden t ia l  , t he  tabulat i  on has been prepared by as- 
signing t o  t h e  r a t i o  computed f o r  Minneapolis t h e  d e s i g ~ a t i o n  of 100% and t o  t h e  
r a t i o s  developed f o r  t h e  o ther  c i t i e s ,  ' a computed related percentage: 

Ci ty  - Percentage 

1. Boston 
2. MImu?CLIS 
3. Los Angeles 

' 4. Chicago 
5. Indianapolis 
6. Miami 
7. Oakland 
8. Brooklyn 
9. hilwaukee 

10. San Francisco 
11. l1ew York City 
12. Cleveland 

City - Percentage C 

13. Detroi t  62% 
14. Richmond 5 3 
15. Atlanta 52 
16. Esltimore 5 1 
17. Cincinnati 49 
18. Houstm 45 
19. Rochester, N. Y. 45 
20. Phj ladel2hia 43 
21. Columbus 41 
22. Pittsburgh 40 
23. Dayton 39 
24. St. Locis 18 

A s imi la r  study has been made by several  of t he  leading manufacturers i n  the  
s t a t e  which do business i n  Einneapolis a s  well a s  i n  leading c i t i e s  of neighboring 
s ta tes .  The information was presented i n  a report before t he  Legislat ive Interim 
Tax Committee. (1) 

The study shows computed t o t a l s  of s t a t e  and loca l  taxes except personal prop- 
/ 

e r t y  taxes f o r  t h e  same type of business o p e a t i o n  i n  seven s t a t e s ,  a s  follows: 
S t a t e  and loca l  taxes exsept personal property taxes  
Mo sa les  i n  s t a t e  $5,000,0~0 sa les  i n  s t a t e  $15,000,000 sa les  i n  stale 

I l l i n o i s  353,137 $ 53,137 $ 53,137 
Ohio 56,660 56,660 55,66C ' 

Missouri 72,336 76,885 82,858 
Iowa 91,229 98,233 112,590 
MINNESOTA 84,567 93,733 130,179 
Indiana 106,333 106,333 106,333 
Wisqonsin 136,388 151,539 182,102 

(1) Statement of George C. Ludolph before E i n ~ e s o t a  Legislat ive Interim Tax Committee 
August 13, 1354. 
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q The study shows separately data on personal property taxes on inventories paid 
by the several  firms in  the seven s ta tes .  The data a r e  expressed in terms of r a t i o s  
of taxes paid t o  actual  value of inventories. For purposes of analysis ,  the  r a t i o s  
a r e  expressed a s  percentages of t h e  r a t i o  for  klinnes_ota (-100%). The percentages 
a r e  as  follows: 

MINNESOTA 100% 
, I l l i n o i s  3 t o  31% (37~7$-15$'~31%) 

Ohio 51% t o  80% (517~737~80%) 
Xissouri 15% t o  37% 
I om 32% t o  81% (32$-717~81%) 
Indiana 19% 
Tfiaconsin 51% 

These r a t i o s  were transported in to  comparative personal property taxes  for  each 
s t a t e  by re la t ing  them to  a hypothetical business using the same amounts of personal 
property f o r  such business i n  each of t he  various s ta tes .  The comparison resulted 
i n - t h e  .following varying amounts of personal property taxes f o r  each of the s t a t e s  
l i s t ed :  

I l l i n o i s  $ 4,358 t o  8 45,035 
Ohio 74,090 t o  116,220 
lr4issouri 21,791 t o  53,752 
Iona 46,488 t o  117,673 
hiINXESOTA 145,275 

.a' Indiana 27,602 
Wisconsin 74,000 

The compirison of t o t a l  amount o f  s t a t e  and loca l  m e s  was completed by con- - 
bining - the  f i r s t  and th i rd  s e t s  of f igures  above. For t h i s  purpose, the s t a t e  and 
local  taxes other  than personal property taxes =ere computed on t h e  premise t h a t  
the  hypothetical branch plant had sa les  of $5,000,000 within the  s ta te .  Personal 
property taxes f o r  each s t a t e  were computed a t  the maximum and minimum amounts for 
each s t a t e .  The conibined t o t a l s  using the aaximun amounts were a s  follows: 

~Xaximum t o t a l  Other Lax i i n m  
s t a t e  and s t a t e  and personal 
local  taxes local  taxes  property t ax  

I l l i n o i s  
Ohio 
Uis sour i 
Iowa 
MINNESOTA 
Indiana 
W i  s c ons in  

The completed comparison or, ti;e ~axlmun basis  f o r  t h e  o t5e r  s i x  s t a t e s  shows 
t h a t  Bimesota 's  t o t a l  of $245,008 for  a l l  s t a t e  and loca l  t a x e s  including p e r s o ~ a l  
property taxes i s  greater  tban tha t  of any other of these s t a t e s ,  and mere than 
$70,000 i n  excess of t he  se-?en s t a t e  average of $174,451. , C The foregoing use of maximum personal property taxes  i n  each of t h e  other s i x  
s t a t e s  gives t h e  m s t  favorable corrparison f o r  kinnesota. I f  the  minimum amounts 
of personal property taxes  f o r  the otker s i x  s t a t e s  a r e  used, the t o t a l s  appear as  
follows : - 25- 
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Minimum t o t a l  
s t a t e  and Other s t a t e  and Minimum personal  
l o c a l  t a x e s  l o c a l  t a x e s  proper ty  t a x  

I l l i n o i s  $ 57,495 $ 53,137 % 4,358 
Ohio 130,750 56,660 74,090 
hi issouri  97,676 75,885 21,791 
Iowa 144,721 98,233 46,488 
AQh%ESO%A 245,008 99,733 145,275 
Indiana 133,935 106,333 27,602 
'Yisconsin 225,689 151,599 74,090 

The completed comparison on t h e  minimum b a s i s  f o r  t h e  o t h e r  s i x  s t a t e s  shows 
Minnesota's t o t a l  of  $245,008 more t h a n  $97,000 i n  excess  of t h e  seven s t a t e  average 
o f  $147,896. 

4. E e l s t i v e  c o s t s  of government i n  l a r g e  met ropol i tan  cornrnunitie s 

Following i s  a  sumnary of p e r t i n e n t  information from t h e  General Statement on 
t h e  Revenues and Tax Problems of t h e  Larger Minnesota Munic ipa l i t i e s ,  presented t o  
L e g i s l a t i v e  In t e r im Tax Stur2y Commission, 1-ugust 13 ,  1953, by Specia l  Revenue Com- 
mi t t ee  of  Eight  Larges t  hlinfiesota h iunic ipa l i t ie  s ( ~ i n n e a p o l i s  , St.?aul, Duluth, 
Rochester ,  ?n?inona, S t .  Cloud, Aust in ,  S t .  Louis park).  

The League of Driinnesota U u n i c i p a l i t i e s  prepared a  per  c a p i t a  a n a l y s i s  of  t h e  
revenue r e c e i p t s  and expendi tures  o f  Kinxesota m u o i c i p s l i t i e s  by populat ion groups,  
us ing  a s  a  b a s i s  t h e  l a t e s t  d o l l a r  f i g u r e s  repor ted  by t h e  Public  Examiner ( f o r  t h e  
y e a r  1951). 

I n  g e n e r a l ,  r e c e i p t s  a r e  s u b s t a n t i a l l y  equal  t o  expendi tures  p lus  debt  redemp- 
t ion .  These a r e  t h e  revenue r e c e i p t s  f i g u r e s  f o r  each c l a s s  of nun ic ipa l i ty :  

Three c i t i e s  o v e r  50,000 populat ion . . . . . . . . . . . . . $57.14 p e r  c a p i t a  

Five m u n i c i p a l i t i e s  20,000 t o  50,000 population . . . . . . . $47.88 per  c a p i t a  

A l l  o t h e r  m u n i c i p a l i t i e s  under 20,000 popula t ion  . . . . . . $36.99 p e r  c a p i t a  
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5. Additional d e t a i l s  on municipal earnings tax r 
Municipal income taxes: tax base and ra t e  

- d -- 

C Treasury Department, Analysis Staff,  Tax Division 
Source: Overlapping Taxes i n  the Unitl?d Stat.es, prepared f o r  the  Commission on 

Intergovwnmental Relations, January 1, 1954. 
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t FOOTNOTES :  or Hunicipal income taxes : Tax base and ra te .  Pa,ge preceding. ) 
, - ... ., . 
1 I n  some cases t he  t a x  ap2l ies  only t o  corporations with an o f f i c e  or place 

of business within t h e  c i ty .  2 The t a x  appl ies  only t o  i~come from 
services  rendered and from business a c t i v i t i e s  conducted within the  c i ty .  

3 The t ax  enacted i n  1948 expired i n  July  1350. The present t a x  wbs  enacted 
i n  1952, expired April 1, 1954. 4 - In general,  a c r ed i t  i s  allowed res i -  
dents f o r  income taxes  paid t o  o t t e r  c i t i e s .  Toledo, Lancaster and Maumee 
l i m i t  t h e  c r e d i t  t o  50% of t a x  l i a b i l i t y  arid require  reciprocity. In 
Struthers ,  Yarren and Youngstown t h e  t a x  does no t  apply t o  income on which a 
t a x  has been paid t o  another c i ty .  5 Remains i n  e f f e c t  a s  long a s  emer- 

. gency ex i s t s .  6 I n  Spr ingf ie ld ,  t h e  f i r s t  $1,040 of income i s  excluded, 
but i f  income exceeds t h i s  amount t he  t o t a l  income i s  subject  t o  tax. In  
warren, each taxpayer i s  allowed a deduction of $1,200. 7 The 1% r a t e  i s  
applicable t o  calendar year 1953. 8 The t a x  base i s  general ly  similar  t o  
t h a t  of t he  l a rge r  Perisylvania c i t i e s .  9 Adopted under the  S ta te  General 
Ennbling Act of 1947. 10 The S ta te  Enabling Act l i rx i ts  the  naximum r a t e  
t o  1%. 

An a r t i c l e  i n  t h e  November 1954 i s sue  of h b l i c  llanagernent reported t h a t  a t  
l e a s t  46 c i t i e s  had a municipal inccne t a x  a t  t h a t  time. 

6. Rate schedule on individual income i f  sur tax on s t a t e  income t ax  i s  33-1/3% 

If t h e  ra te  schedule (a4justed t o  33-1/3$ instead of 35% f o r  convenience) of a 

i locally-applied sur tax were t o  be phrased i n  terms s imi la r  t o  those used by t h e  S t a t e  
of kinnesota,  t he  r a t e s  on t h e  r=et income of individuals would be: - 

Net income Rate - 
0 - $ 993 - 1 /3  of 1% 

$1,000 - 1,999 - $ 3.33 plus  2/3 of 1% of excess over 31,000 
2,000 - 2,999 - 10.00 plus 1% of excess over 2,000 
3,600 - 3,999 - 20.00 plus 1 1/3% of excess over $3,000 
4,GOQ - 4,999 - 33.33 plus  i 2/3$ of excess over $4,000 
5,003 - 6,999 - 50.00 plus 2$of  excess cver $5,000 
7,000 - 8,999 - 90.30 plus 2 1/3% of excess over $7,000 
9,000 - 12,493 - 136.67 plus  2 2/3% of excess over $9,000 

12,500 - 19,999 - 203.33 plus 3% of excess over $12,500 
20,COQ and over - 428.33 plus 3 1/3% of excess over $20,000 

Less 1/3 of same family and dependency c r e d i t s  a s  i n  s t a t e  income tax; 

7 .  Proportion of Ninneapolis property t a x  paid by business indicated by break- 
down of t o t a l  asse-ssed- valuation. 

Individual Business Percent 

Rome s tead $107,OGO,OOO 
Eousehold goods 4 ,@GO ,000 

Total  individual  $111,CIOO ,003 31.6 
Kon homestead $1 51 ,000,009 
U t i l i t i e s  . 13,000,000 
Business eqaipgent and i n ~ e n t o r y  76 ~ O C O  ,CQO 

Total business(corporate & non-corporate) 240,000,000 65.4 
Total valuation - . 8351,000,000 l r %  
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8. - I l l u s t r a t i o n  of- e f f e c t  o f  assumed borrowing p o l i c i e s  on b!inneapolis bor- 
rowing power 

To make t h e  problem of borrowing f o r  Minneapolis government more r e a l ,  it i s  
h e l p f u l  t o  have an understanding of t h e  c i t y ' s  c u r r e n t  borrowing p o t e n t i a l .  Follow- 
i n g  a r e  two i l l u s t r a t i o n s  o f  t h e  amount of boncis'which c o ~ l d  b e  i ssued  under two 
groups of assumptions. Eany v a r i a t i o n s  of t h e s e  assumptions could be  used,  and t h e r e  
i s  no i n t e n t i o n  t o  i n d i c a t e  t h a t  t h e  p a r t i c u l a r  f a c t s  assumed i n  e i t h e r  example w i l l  
c l e a r l y  o r  even probably prove t rue .  

It should be  noted t h a t  t h e  amount o f  bonds which can be i ssued  under t h e  two 
assumed s e t s  o f  f a c t s  i s  not dependent on any refunding p roced~ l re s  inasmuch a s  one 
o f  t h e  b a s i c  assumptions unger bo th  t a b l e s  i s  t h a t  t h e  ou t s t and ing  bonds w i l l  b e  
pa id  a s  t hey  mature. ilfhether o r  n o t  p a r t  o r  a l l  of t h e  a d d i t i o n a l  bonds should be  
i ssued  must be determined by  apply ing  t h e  p r i n c i p l e s  s e t  f o r t h  i n  t h i s  repor t .  

A s  o f  May 1, 1954, t h e  a s se s sed  va lua t ion  of  a l l  r e a l  and personal  proper ty  i n  
t h e  C i t y  of bIinneapolis was 360 m i l l i o n  d o l l a r s .  The t a x  r a t e  f o r  1955 i s  149 m i l l s ,  
which inc ludes  18.2 m i l l s  f o r  d e b t  se rv ice .  We have prepared t:vo t a b l e s  on t h e  f o l -  
1 owing a  s  sump ti ons : 

Table A 

1. Assume t h a t  t h e  a s se s sed  value f o r  t h e  n e x t  20 yea r s  remaics s t a t i c  a t  
350 m i l l i o n  d o l l a r s .  

2. Assume t h a t  t h e  community i s  w i l l i n g  t o  c o ~ t i n u e  t o  pay p rope r ty  t a x e s  
on t h e  b a s i s  of a  m i l l  i e v y  of 149 m i l l s ,  t h a t  t h e  l e v y  f o r  deb t  purposes 
w i l l  remain a t  a b o a t  1 8  m i l l s ,  and t h a t  no a d d i t i o n a l  revenue i s  needed 
f o r  t h e  ope ra t ing  expenses of t h e  c i t y  o r ,  i f  needed, t h a t  it w i l l  b e  
provided by o t h e r  sources.  

3. Assume t h a t  a l l  bonds i s  sued t o  pzy f o r  c a p i t a l  inlprovements & r e  20 year  
bonds b e a r i n g  i n t e r e s t  a t  t h e  r a t e  of 2% and amor t i sab le  a s  t o  p r i n c i p a l  
and i n t e r e s t  i n  equal  ancual  i n s t a l lmen t s .  

4. Assume t h a t  a s  t h e  bonds outs tanding  on January 1, 1955, meture, t h e y  a r e  
-. pa id  i n  accordance wi th  t h e i r  terms. 

Under t h e s e  assumptions,  t h e  fol.lclwing i s  a  t a b u l a t i o n  of t h e  gross  a d d i t i o n a l  
bonds which can  b e  i ssued  by  t h e  C i t y  of Xinneapcl is  a s  of  January 1 o f  each of the  
yea r s  ind ica ted .  I n  each  case  t h e  f igures  s t a t e d  a r e  cumulative and t h e  t o t a l s  f o r  
each yea r  a r e  n o t  t o  b e  added toge the r :  

T o t a l  amomt of 
Year - a d d i t i o n a l  bonds 
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t A l l  of the  bond f igures  under the  above t ab l e  a r e  wi thin  the  bonded debt l i m i t  
of t h e  c i t y ,  although t h e  f igures  fo r  1959 and a f t e r  would br ing the c i t y  within 
about $20,000,000 of the  present 4107,003,000 bonded debt l i m i t .  

Table B 

1. Make t he  same assumptions a s  under Table A above except a s  modified i n  
2 ,  below.' 

Assume t h a t  add i t iona l  revenue from the  property t a x  i s  needed fo r  operat- 
ing expenses i n  the  aggregate amount of approximately 2 mill ion do l l a r s  
per year. This would involve an addi t ional  current  expense levy of about 
6 mi l l s  and would mean t h a t  t h e  levy avai lable  f o r  t o t a l  debt service 
would be reduced from 18 mi l l s  t o  12 mil ls ,  This could no t  s t a r t  u n t i l  
1956, since preserit debt  service requirements would exceed 12 mi l l s  u n t i l  
1957. 

Total  amount of 
Year - addi t ional  bonds 

(1) F i r s t  matur i t ies  of these  bonds vrould be  i n  1957 when t a x  margin would be 
available.  


