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I N T R O D U C T I O N  

This is a repor t  about equity i n  property taxes,  o r ,  as we t a l k  about it ,  the  
seduction of inequi t ies .  The equity i s sue  f o r  us involves how the  property t ax  is 
shared by the  s t a t e ' s  taxpayers. Who, r e l a t i ve ly ,  is paying too much? Who, re la t ive-  
l y  is  paying too l i t t l e ?  The repor t  is not  bas ica l ly  one of whether the  property tax  
i n  t o t a l  is too high. Nor does i t  concern whether government expenditure l eve l s  a r e  
too high. Such i s sues ,  important as  they a r e  i n  t h e i r  own r igh t ,  a r e  not the  cen t r a l  
i ssues  of t h i s  report .  

I f  anything characterizes the  s ta te - loca l  taxat ion and finance system i n  
Minnesota over the  last e igh t  years ,  it would be change -- major change from the  past .  
Beginning i n  1967, a l l  of the  following changes have occurred: the  s t a t e  s a l e s  tax,  
a new s t a t e  revenue sharing program with c i t i e s  and counties,  homestead c r ed i t s ,  
r en te r  c r ed i t s ,  e lde r ly  c red i t s ,  exemption of business personal property from the  - property tax,  green acres ,  f i s c a l  d i spa r i t i e s ,  levy l i m i t s ,  a major modification of 
the school a id  l aw ,  a cons t i tu t iona l  amendment on tax-exempt property, a major increase 
i n  the s t a t e  income tax,  and others.  

This s t a t e  is continuing t o  have a very constructive,  enlightened and, of 
course, highly controversial ,  debate over s ta te- local  taxation and finance. The 
Legislature i n  1975 is evaluating fu r the r  proposed change, which, depending on 
your viewpoint, is  as s ign i f i c an t  a s  any change i n  the  l a s t  8 years. 

We hope you' 11 f ind  the  repor t  educational and understandable, although, 
admittedly some of the  discussion gets  q u i t e  complex. I f  you'd l i k e  a bas ic  primer on 
how the  property t a x  works, turn  f i r s t  t o  the  opening pages of the  background section.  



- - 
SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

-I. General 

Findings: Property taxes no longer dominate state-revenues i n  Minnesota t o  t h e  extent  - 
they did  i n  the p a s t ,  but  they remain a major revenue source. 

Conclusions: The most urgent problem with the  property t ax  in'Minnesota today is  
inequity:  s imi lar ly-s i tua ted  taxpayers paying gross ly  unequal taxes f o r  reasons 
outs ide  l o c a l  d i sc re t ion .  

Recommendations: We recommend f i r s t  p r i o r i t y  today be given t o  reducing the 
i n e q u i t i e s  i n  property t ax  l e v e l s  among various taxpayers within and between local -  
i t ies ,  t h a t  is ,  where s imi lar ly-s i tua ted  taxpayers pay gross ly  unequal taxes f o r  
reasons outs ide  l o c a l  d i sc re t ion .  We bel ieve  t h e  property t ax  should be continued 
a s  an important element i n  Minnesota's s t a t e - loca l  f i s c a l  system, although i t  
probably should be s l i g h t l y  reduced over t i m e .  

11. Assessment - 
s Major property t a x  d i f ferences  occur because of inconsis tent  va luat ion - 
prac t i ces .  

Conclusions: Underassessment must not  be condoned, e i t h e r  by s t a t e  law o r  i n  - 
' a c tua l  p r a c t i c e ,  i f  i n e q u i t i e s  a r e  t o  be successful ly  at tacked.  

Recmmendations: Correct f o r  underassessment of property by (1) commitment t o  a - 
market value standard (2) adjus t ing l e v i e s  of taxing d i s t r i c t s  which cross country - boundaries (3) improving s a l e s  r a t i o  s t u d i e s  (4) insu la t ing  assessors  from outs ide  
pressure  (5) improving taxpayer access t o  t h e  appeals process ( 6 )  repealing the  5% 
l i m i t  on valuat ion increases.  - 

111. C l a s s i f i c a t i o n  

F i .nd in~s  : Major property t a x  differences occur because the  Legis la ture  has determined 
t h a t  c e r t a i n  types of property with d i f f e r e n t  uses and ownership s h a l l  be assessed 
d i f f e r e n t i a l l y .  

Conclusions: A state policy which provides t h a t  c e r t a i n  broad categories of Property 
Pay proport ionately more than o the rs  i s  not  necessar i ly  inconsis tent  with equi ty-  
But the  c l a s s i f i c a t i o n  system becomes inequi table  ,when l o c a l i t i e s  must assume the  
I1 c:ostl' of c e r t a i n  state-imposed s p e c i a l  c l a s s i f i c a t i o n s .  

R@.comendations: Make t h e  s t a t e  -- not  j u s t  o the r  taxpayers i n  se lec ted  l o c a l i t i e s  -- - 
assume the  burden of s p e c i a l  s t a t e  treatment of c e r t a i n  types of property,  most 
s p e c i f i c a l l y  , the  t a x  b e n e f i t s  given t o  f  e d e r a l l ~ - ~ u b s i d i z e d  housing and the  d i f f e r e n t  
method of taxing r a i l r o a d  and telephone and telegraph property. 

Findings : Although many cor rec t ive  s t e p s  have been taken, major property t a x  d i f fe r -  
ences remain because of d i f f e r e n t  r a t e s  among l o c a l i t i e s .  - 



Conclusions: The s t a t e ' s  present  levy and a i d  p o l i c i e s  do not  adequately redress  the  
d i f ferences  i n  property taxes which a r e  caused by f a c t o r s  beyond l o c a l  control .  

Recommendations: Help reduce di f ferences  i n  property t a x  r a t e s  among l o c a l i t i e s  
by making non-discretionary r a t e s  as uniform a s  poss ib le  from l o c a l i t y  t o  l o c a l i t y .  
Ease levy limits on c i t y  governments. 

V. Ab i l i ty  t o  pay 

Findings: Considerable debate occurs over how t o  measure and evaluate the  re la t ionsh ip  
between property taxes and a b i l i t y  t o  pay. 

Conclusions: The property t a x  s t i l l  represents  too g rea t  a burden on some lower- 
income property owners. Changes i n  state law t o  reduce the  overburden must be 
undertaken with g rea t  care t o  avoid unexpected and undesirable s i d e  e f f e c t s  . 
Recommendations : Ease the  t a x  burden on lower-valued homes and r e n t e r s  through 
f u r t h e r  improvements i n  homestead and r e n t e r  c r e d i t s ,  Develop o the r  a l t e r n a t i v e s  t o  
provide ass i s t ance  t o  lower-income households, I n  t h e  meantime, set as ide  immediate 
ac t ion  on proposals which would dramatical ly change t h e  property tax as w e  know it 
today. 

V I .  Development impact 

Findings: Attempts can be made t o  use property taxes t o  accomplish non-revenue-raising 
goals ,  such a s  s t imula t ing c e r t a i n  land uses,  but  the  impact of such e f f o r t s  is  no t  
c l ea r .  

Conclusions: The property t ax  c l e a r l y  has an impact on development. Changes i n  the - 
t a x  should be evaluated i n  advance a s  to the secondary developmental impact such 
changes might produce, t o  guard agains t  negative impact. But the  property t a x  is ,  
a t  b e s t ,  a d u l l  t o o l  i f  used primari ly t o  accomplish c e r t a i n  developmental goals. - 



F I N D I N G S  

A. Property taxes no longer dominate s t a te - loca l  revenues i n  Minnesota t o  the  extent  
they did i n  the  pas t ,  but they remain a major revenue source. 

1. Property taxes may now be second t o  s t a t e  income tax  -- For the  f i r s t  time i n  
the h i s to ry  of Minnesota, and possibly f o r  the  f i r s t  t i m e  anywhere i n  the nat ion,  
n e t  revenues c o l l e c t i b l e  from property taxes may be exceeded by revenues from 
the s t a t e  income tax. I n  the  f i s c a l  year ending June 30, 1974, s t a t e  income 
tax revenues were approximately $892 mil l ion ,  accordings t o  the  Minnesota Depart- 
ment of Revenue. These revenues a r e  projected t o  continue t o  grow substant ia l -  
l y  during the  current  f i s c a l  year. Meanwhile, ne t  revenues c o l l e c t i b l e  from 
property taxes (exclusive of s p e c i a l  assessments) f o r  the  calendar year ending 
December 31, 1974, were approximately $892 mil l ion ,  according t o  the 
Department of Revenue. I t  is l i k e l y  t h a t  income tax  revenues f o r  the  same 
12-month period were g r e a t e r  than t h a t .  However, property taxes are l i k e l y  t o  
increase  considerably i n  1975, and s t a t e  income tax  revenues may be adversely 
af fec ted  by the  recession.  So i t  i s  too e a r l y  t o  know how much income tax 
revenues may be exceeding property tax revenue. 

2. But property taxes remain a major revenue source -- Property taxes i n  net  
d o l l a r s  c o l l e c t i b l e  were lower i n  1972, 1973, and 1974 than i n  1971, when a 
peak of $913 mil l ion  was reached i n  Minnesota. However, i t  is very l i k e l y  
tha t  t h i s  f igure  w i l l  be exceeded i n  1975. I f  property taxes i n  Minnesota 
were t o  be abolished and replaced by non-property taxes,  the equivalent  amount 
of revenue could be ra i sed  by doubling s t a t e  income taxes o r  almost quadrupl- 
ing  the  s t a t e  s a l e s  tax. 

3. Major changes i n  property-non-property balance have occurred s ince  1971 -- 
I n  1971, the previous high year f o r  property tax  co l l ec t ions  i n  Minnesota, 
the property tax  represented approximately 47% of a l l  s t a t e  and l o c a l  t ax  
r e c e i p t s  i n  Minnesota, with the  income tax  accounting about 222 and a l l  other 
.taxes, including the  state s a l e s  t ax ,  about 31%, according t o  the  Minnesota 
Department of Revenue. By 1974, the  property tax had dropped t o  32X, the 
income tax was almost i d e n t i c a l ,  a t  32%, and a l l  o ther  taxes ,  including the 
sales tax,  were about 36%. The s t a t e  sales tax ,  by i t s e l f ,  had increased 
from 10% t o  12%. 

Nationally,  the percentage re l i ance  upon the  property tax has been declining,  
too. According t o  the  U. S. Department of Commerce, the  property tax  as a 
percentage of a l l  s t a t e - loca l  genera l  revenues na t iona l ly ,  including f e d e r a l  
a id ,  decreased from about 32.5% i n  1960 t o  25.9% i n  1972. 

4. These changes have been brought about by s t a t e  l e g i s l a t i o n  -- The 1971 and 
1973 Minnesota Legis la ture  adopted s e v e r a l  changes i n  s t a t e  law which helped 
produce the property-to-income s h i f t .  S t a t e  income tax  r a t e s  were increased 
i n  1971. (These increases along with an increase  i n  incomes, produced income 
tax  revenue i n  f i s c a l  1974 approximately double t h a t  of 1971.) The s t a t e  
s a l e s  tax  was increased. A t  the  same time the  Legis la ture  brought about a 
decrease i n  property tax  l ev ies  f o r  school d i s t r i c t s  and, t o  a lesser ex ten t ,  
counties and munic ipal i t ies ,  by increased s t a t e  a i d  t o  these l o c a l  governments. 
The increase i n  s t a t e  a i d  was accompanied by t i g h t e r  r e s t r i c t i o n s  on the  
extent  t o  which l o c a l  governments could f u r t h e r  increase property taxes. 



Other fac to r s  were the  chaslges, i n  1973, i n  s t a t e  homestead c r e d i t  - 
the vehic le  by which the  star2 steps i:,~, before the homeowner receivea . 
h i s  property tax stnteme~mt, ~J-?~.IC! pays a  ort ti on of h i s  b i l l .  The maximum , 

amount payable was increased from $250 t o  $325; the percentage was 
increased from 35X t o  45% and coverage was extended t o  include the  school 
debt -- though no t  the  county o r  municipal debt  -- port ion of the  tax  b i l l .  

# 

5. S t a t e ' s  ranking na t iona l ly  has been r e l a t i v e l y  high -- I n  1973, Minnesota 
was 120% of the  na t iona l  average (4th among the  s t a t e s )  i n  state and l o c a l  
gevera l  revenues per $1,000 of persona2 income and 116% of t h e  na t iona l  
average (7th among the  s t a t e s )  per oapita. Pn 1957 Minnesota was 120% of 
the na t iona l  average (7th among the  s t a t e s )  i n  revenues per  $1,0,00 of 
personal incame, and 111% of the  na t iona l  average (11th among the  s t a t e s )  
per capita.  

For property taxes  only, Ifinnesota drapped from 118% of the  U. S. average 
per $1,000 of personal  income (13th among the  s t a t e s )  i n ,  1972 t o  106% of 
the U. S. average (19th among the  s t a t e s )  i n  1973. On a per  c a p i t a  bas i s  
Minnesota dropped from 115% of the U. S. average i n  1972 (12th among t h e  
s t a t e s )  t o  102% i n  1973 (21st among the  s t a t e s ) .  

From 1968 t o  1972 the  average annual increase  i n  s ta te- local  general  
revenues, including revenue received Prom the  federa l  government, was 
12.5% i n  Minnesota and 12.7% nat ional ly .  

6-  Opinion surveys revea l  s h i f t  i n  a t t i t u d e s  -- I n  Apr i l  1974, a n a t i s n a l  
publ ic  opin'ion survey conducted f ~ r  the  Advisory Cammission on Intergovern- 
mental Relations (ACIR) revealed t h a t  28% of the  public bel ieves t h e  l o c a l  
property t a x  t o  be the least f a i r  tax. The federa l  income tax  w a s  
characterized as least f a i r  by 30% of persons interviewed; t h e  state s a l e s  
tax, 20%, and the  s t a t e  income tax,  10X. This w a s  a dramatic s h i f t  from 
March 1972, when 45% thought the  property tax w a s  Least f a i r .  , Other -. 
percentages at  t h a t  time were federa l  income tax ,  19Z; and state sales - and state income taxes,  13% each. The ACIR a t t r i b u t e d  sma of t h e  change 
i n  opinion t o  reduced l o c a l  property tax  pressure because of more federa l  
and s t a t e  revenue shar ing with l o c a l  governments and o the r  property t a x  
r e l i e f  measures. 

7. Property taxes  a r e  highly v i s i b l e  -- It is l i k e l y  t h a t  much'more publ ic  
a t t e n t i o n  focuses on the property tax  than on o the r  major taxes. Some 
reasons f o r  t h i s  v i s i b i l i t y :  _ L 

a. For many taxpayers t h e  property t a x  is paid i n  o n l i  two -- and, there- 
fo re ,  r e l a t i v e l y  l a r g e  -- instal lmenrs annually. +&:,- * 

.\. -.I , 
b e  The property tax is the  one general  t a x  source over which l o c a l  

governments i n  Minnesota a r e  given some d i s c r e t i m .  Logal governnents 
are prohibited from levying l o c a l  sales o r  income 't8xea. A grea t  deal  - 

of publ ic  a t t e n  t i o n  on 10041 government expenditure, . levels, . theref  ore,  
relatas t o  the  property tax. .. : a%* ' :' J 



c. Specia l  assessments, a r e l a t e d  form of r a i s i n g  funds from property, 
-. a r e  based on the  amount of d o l l a r  b e n e f i t  a t t r i b u t e d  t o  each piece of 

property. This a l s o  lends v i s i b i l i t y .  

13. But property taxes a r e  sub jec t  t o  considerable misunderstanding -- Each 
property owner pays, each year ,  a percentage of the value of h i s  property i n  
taxes. That is, i n  b r i e f ,  an explanation of property taxes.  Confusion and 
misunderstanding over property taxes a r i s e  from (a) how the  percentage is 
determined and, (b) how the  value of h i s  property is determined. A language 
of technica l  tenns -- l e v i e s ,  m i l l  r a t e s ,  assessments, s a l e s  r a t i o s  -- makes 
i t  d i f f i c u l t  t o  convey an adequate understanding of the property tax  t o  the  
average individual .  Furthermore,many s t e p s ,  involving many o f f i c i a l s  and 
l eve l s  of government, take place before the  (a) percentage and (b) value of 
property is determined. The n e t  e f f e c t  is  t h a t  the  property owner pays a 
c e r t a i n  percentage of the  market value of h i s  property i n  property taxes  
annually. Such a s tatement by i t s e l f  may not  be hard t o  understand. What 
makes i t  d i f f i c u l t  a r e  a l l  the va r i ab les  -- subjec t  t o  change independently 
of each o the r  -- which contr ibute  t o  the  ca lcu la t ion  of tha t  r a t e .  

B. E[ajor Property tax di f ferences  occur because of incons i s t en t  va luat ion  prac t ices .  

I.. A major a rea  of misunderstanding involves the  impact of va luat ion  changes on 
the  property t a x  -- Under-valuation of property does n o t  reduce taxes; i t  
simply s h i f t s  taxes t o  o the r  taxpayers. For example, i f  a home is under- 
valued i n  comparison t o  o the r  homes i n  the  community, taxes  a r e  s h i f t e d  from 
t h a t  home t o  the o thers .  The t o t a l  l e v e l  of property taxes is  unaffected, 
one way o r  another, by valuat ions.  The t o t a l  l e v e l  of property taxes is 
determined by the d o l l a r s  which u n i t s  of government decide t o  r a i s e  from the 
property tax. 

It is poss ib le  t h a t  some s t a t e  laws intending t o  hold down property taxes f o r  
one o r  more gropps of taxpayers have been enacted i n  response t o  the  reasons 
taxpayers t h u g h t  were causing increases  i n  property taxes bu t  which 
actuaZZy vere  not  the  main reasons. Of p a r t i c u l a r  concern a t  t h i s  time is a 
l a w  l i m i t i n g  annual increases  i n  va luat ion  of r e s i d e n t i a l ,  including seasonal ,  
and farm property t o  5%, because of a f ee l ing  t h a t  a major reason f o r  increase  
i n  taxes on these proper t ies  was t h e i r  rapid r i s e  i n  v a l & t i m  in recent  years. 

2 1 ~  Sales  r a t i o  s t u d i e s  continue t o  reveal  d i f ferences  -- The market value of 
property must be est imated f o r  purposes of taxat ion.  S t a t e  law requires  t h a t  
assessors  es t imate  what a wi l l ing  buyer would pay a wi l l ing  seller i n  an arm's 
length t r ans  act ion.  A 1  though considerable improvement i n  bringing proper t ies  
c lose r  t o  a market value standard was rea l i zed  from 1963 t o  1972, major 
d i f ferences  still  e x i s t ,  according t o  s a l e s  r a t i o  s t u d i e s  conducted by the  
Minnesota Department of Revenue, The Department of Revenue measures the  
e x t e n t  of v a r i a t i o n  from market value by a mathmatical computation known as 
the  "sa les  ra t io" .  me Department compares a c t u a l  s e l l i n g  p r i ces  of property 
i n  the  open market with the  market values as estimated by the  assessor.  I f ,  
f o r  example, the assessor ' s  value is 90% of the  s e l l i n g  p r i c e ,  %then the sales 
r a t i o  is 90%. The Department's 1972 s a l e s  r a t i o  s tudy revealed the  following 
types of differences:  

a. Between l o c a l i t i e s  -- I n  t h e  seven county metropolitan a rea ,  f o r  example, 
one county's aggregate r e s i d e n t i a l  s a l e s  r a t i o  was 77.9%, and a neighbor- 
ing  county's, 92.1%. An owner-ockupied house worth $30,000 on the  open 



market, but  with a sales r a t i o  of 77.92, would have a property t a x  of + 

$422, assusling a 100 m i l l  t ax  rate (of which 95 m i l l s  w u l d  be e l i g i b l e  
f o r  the homestead credit . )  This compares t o  a t a x  of $600 on an owner- 
occupied $30,000 house with a sales r a t i o  of 92.1%. It might be .. 
expected t h a t  a community with a lower sales r a t i o  would have a higher . 
m i l l  rate, meaning t h a t  such a comparison is not f u l l y  accurate. However, 
s o  many fac to rs  contribute t o  m i l l  rate di f ferences  t h a t  i t  is not  musual  
t o  f ind  two wnmunities with the  same m i l l  rate even though t h e i r  s a l e s  
r a t i o s  d i f f e r  considerably. 

b. I n  the  same l oca l i t y ,  f o r  proper t ies  of d i f f e r en t  uses -- I n  one city i n  
the seven-county metropolltan area ,  the  aggregate sales r a t i o  i n  1972 
f o r  r e s i den t i a l  proper t ies ,  except apartments, was 78.5; apartments, 
87.0; commercial, 84.3; and i ndus t r i a l ,  83.4. 

c. I n  the  same loca l i t y ,  f o r  proper t ies  of the same use bu t  d i f f e r en t  values -- 
The Department of Revenue study reveals  t h a t  generally, on a s ta tevlde  
bas i s ,  higher-priced proper t ies  are under-valued i n  comparison t o  lower 
priced propert ies.  For example, f o r  one county i n  the metropolitcur area ,  
t he  study revealed an aggregate r e s i den t i a l  sales r a t i o  of 88.1 f o r  
proper t ies  valued from $5,000 t o  $9,999. The r a t i o  declined s t e ad i l y  as 
values increased t o  a low of 59.7 f o r  r e s i den t i a l  proper t ies  valued 
$50,000 and above. 

d. I n  the  same loca l i t y ,  f o r  proper t ies  of the  same use and the  same value -- 
Proper t ies  within the  same loca l i t y ,  even of similar use and value, 
w i l l  have d i f f e r en t  sales ra t ios .  The Department of Revenue uses a number 
of mathematical computations t o  measure the  extent  of t he  var ia t ion.  
One of these  measurements r e f l e c t s  how closely  t he  various sales r a t i o s  
are clus tered around the  median. I f  the  average deviat ion f r m  the  
median (coef f i c ien t  of dispersion) is less than 10X, the  Department rates 
the  uniformity of assessment as excel lent ;  from 10-20%, reasonable; from 
20-30%, questionable, and over 30%, unacceptable. The Department of 
Revenue's 1972 s a l e s  r a t i o  s t ud i e s  revealed the  following average devi- 
a t ions  from the  median, on a county wide bas i s  f o r  r e s i den t i a l  property, 
f o r  the  metropolitan counties : Anoka, 9.08%; Camer, 13.38%; Dakota, 
10.9%; Hermepin, 9.6%; Ramsey, 13.2X, Sco t t ,  14.88Z; Washington, 13.6%. 
On an individual  municipality bas i s ,  some average deviat ions from the  
median were much grea te r ,  and some much smaller. Among mmic ipa l i t i e s  
and townships i n  t h e  metropolitan a r ea  the  highest  was 26.9% and t he  
lowest, 6.63L. 

Early i n  1975 -- as the  Residential  Property Tax Committee w a s  completing 
its work -- the Department of Revenue's 1973 s a l e s  r a t i o  study was released. 
No s i gn i f i c an t  changes were evident  from 1972. , 

3. C r i t i c s  have questioned r e l i a b i l i t y  of s a l e s  r a t i o  s tud ies  -- Sales r a t i o  
s tud ies  have been conducted annually by the Department of Revenue f o r  the  
b e t t e r  pa r t  of two decades -- not  j u s t  f o r  comparison of assessment l eve l s ,  
bu t  f o r  o f f i c i a l  s t a t e  purposes. One of these purposes is t h e  d i s t r i bu t i on  
of state a i d  t o  school d i s t r i c t s .  The a id  is r e l a t ed  t o  t h e  amount of 
valuation i n  each d i s t r i c t .  Sales  r a t i o s  are used t o  adjus t  the  valuation 
of each d i s t r i c t  t o  guard agains t  an assessor 's  de l ibe ra te ly  undervaluing 
property s o  as t o  give a d i s t r i c t  more aid. Another purpose is t o  give the 
Cammissioner of Revenue the  necessary da ta  t o  order reassesmneats, as deemed 
necessary. 



Some critics believe s a l e s  r a t i o s  i n  some l o c a l i t i e s  may be too low because, 
these  c r i t i c s  claim, the r a t i o s  a r e  based on i n s u f f i c i e n t  sampling. Others 
claim the r a t i o s  a r e  too high because (a)  l o c a l  assessors ,  by s e l e c t i v e  
assessment, may d i s t o r t  s a l e s  r a t i o s  o r  (b) the  r a t i o s ,  because they use a 
three-year average, do n o t  f u l l y  r e f l e c t  i n f l a t i o n ,  which would be the  case 
i f  only s a l e s  i n  the  most recent  year  were used. 

4. Assessing o f f i c i a l s  may n o t  be s u f f i c i e n t l y  f r e e  from l o c a l  pressures -- 
Assessors a r e  appointed by county boards of commissioners o r  l o c a l  c i t y  
councils o r  town boards. Consequently, i n  a l l  cases,  they a r e  appointed 
by a governmental body which w i l l  be a f fec ted  by the  r e s u l t s  of t h e  assess- 
o r s '  work. It is poss ib le  t h a t  local ly-se lec ted  assessors may no t  be adequate- 
l y  insu la ted  from l o c a l  pressures  t o  ad jus t  va luat ions  f o r  reasons o t h e r  than 
market value changes, such as, f o r  example, t o  encourage a new business 
development. Some assessors  reportedly a r e  under pressure from l o c a l  boards 
because they a r e  doing too good a job. That is, his valuat ions  a r e  c l o s e r  
t o  market value than those i n  neighboring j u r i s d i c t i o n s ,  meaning t h a t  l o c a l  
taxpayers a r e  paying too g r e a t  a share  of the  tax  burden from overlapping tax 
d i s t r i c t s  . 

.5. Property owners can appeal  assessors '  es t imates  of value,  b u t  the  appeals 
process is widely c r i t i c i z e d  -- A property which is over-valued i n  comparison 
with o the r  proper t ies  i n  the  same l o c a l i t y  w i l l  pay a proport ionately higher 
sha re  of property taxes. Property owners a r e  given the opportunity t o  
challenge t h e i r  va luat ions ,  a s  determined by the  assessor ,  before  the  th ree  
d i f f e r e n t  o f f i c i a l  bodies: a c i t y ,  a county and a s t a t e  Board of Equalization. 
Owners a l s o  may take a d i f f e r e n t  approach and seek an abatement of taxes.  
O r  they may appeal t o  D i s t r i c t  Court. Any o r  a l l  of these  approaches can be 
taken. 

C r i t i c s  of the  process have argued tha t :  

a -  The individual  taxpayer is denied s u f f i c i e n t  access t o  o f f i c i a l  records 
s o  as t o  give him adequate b a s i s  f o r  knowing whether he  is over-valued 
i n  comparison t o  o the r  owners o r  not.  

b. A t  the  c i t y  and county l e v e l ,  where the  g r e a t e s t  opportunity f o r  changing 
individual  va luat ions  would e x i s t ,  the  taxpayer must challenge the  
judgement of the  assessor ,  who is an employee of the  Board of ~ q u a l i z a t i o n .  
(The City Council o r  the  County Board w i l l  be cons t i tu ted  as the  Board of 
Equalization. A t  t he  s ta te  l e v e l  t h e  Commissioner of Revenue is the  
Board of Equalization.) 

c- Taxpayers have not  been c l e a r l y  informed whether they a r e  e n t i t l e d  t o  
adjustments i n  va luat ion  i f  they can show over-valuation i n  comparison 
t o  the  prevai l ing  assessment l e v e l  r a t h e r  than over-valuation i n  comparison 
t o  the  prevai l ing  s e l l i n g  p r i c e s  of comparable proper t ies .  

do The appeals process genera l ly  is  too  complicated f o r  the  average c i t i z e n  
t o  u t i l i z e  without use of expensive l e g a l  counsel. 

61. A new S t a t e  law limits the  extent  t o  which d i f ferences  i n  va luat ion  C a n  be  
corrected -- The 1973 Legis la ture  prohibi ted  assessors  from increas ing the  
market value of r e s i d e n t i a l ,  including seasonal ,  and farm property by more than 
5% i n  any one year over t h e  previous year ,  regardless  of whether property w a s  
under-valued i n  the  pas t  o r  whether the  ac tua l  market value as estimated by the  



assessor increased more than that  amount. This law w a s  passed f o r  tvo major _ C 

reasons: (a) the Legislature f e l t  tha t  improvements i n  property tax assess- 
ment l eve l s  i n  the previous decade had sh i f t ed  property taxes too much from 
commercial-industrial t o  res ident ia l ,  and (b) the Legislature did not want a 
property owner to  experience too great  an increase i n  h i s  valuation i n  one . 
year, whatever the reason. The 5% l i m i t  is intended a s  a temporary measure. 
Nevertheless i t  remains i n  e f f ec t  unless exp l i c i t l y  repealed o r  replaced. 

With respect t o  reason (a) above, s tud ies  by the  s t a f f  of the Minnesota Tax 
Study Commission reveal  t ha t  the problem was f a r  l e s s  than imagined and 
tha t  the solut ion w a s  largely  ineffect ive  anyway. For example according t o  
the Commission's s tud ies ,  had the 1963 assessment l eve l s  been i n  e f f ec t  i n  
1972, r e s iden t i a l  property taxes i n  Hennepin County would have been only 6% 
l e s s  i n  1972 than they ac tua l ly  were and commercial-industrial taxes would 
have been about 15% more. The Comrmission's s tudies  a l so  revealed tha t  the 5% 
l i m i t  s h i f t ed  taxes from res iden t ia l  t o  commercial-industrial by perhaps not 
more than .2 of 1% from 1973 t o  1974. I n  a l oca l i t y  where almost a l l  
property was covered by the 5% l i m i t  ( t ha t  is, where almost a l l  t he  property 
was res iden t ia l ,  lakeshore o r  farm), the l imi t  had v i r t ua l l y  no impact a t  
all on sh i f t i ng  taxes t o  commercial-industrial. Only i n  those l o c a l i t i e s  
where the percentage of property covered by the l im i t  is r e l a t i ve ly  small 
can a discernible s h i f t  occur. I n  such cases, however, the assessor a l so  
has t o  increase the valuation of commercial-industrial property more than on 
the property covered by the 5% l i m i t  i f  a s h i f t  is t o  occur. Statevide, 75% 
of a l l  taxable valuation is covered by the 5% l i m i t .  

With respect t o  reason (b) above, persons receiving a major increase i n  
valuation i n  a .single year probably have been undervalued for  some years i n  
the past. Therefore, those property owners not only have been get t ing a 
t ax  break a t  t h e i r  neighbors' expense, but they a l so  become the chief 
benef ic iar ies  of the  5% l i m i t .  

The 5% l i m i t  may have had a greater  impact i n  creating differences i n  t ax  
burden between r e s iden t i a l  properties than i t  did i n  sh i f t i ng  taxes from 
re s iden t i a l  t o  commercial-industrial. For example: 

-- Properties previously under-valued are  l imited t o  5% jus t  as are  those 
which were valued a t  o r  near market. Consequently, the absolute do l la r  
difference i n  valuation between such properties increases. 

b -- Newly-built housing and home improvements m u s t  come on the tax books a t  
f u l l  market value, while older housing with the  same s e l l i n g  pr ice  w i l l  
have a lower value. 

-- I f  s e l l i n g  pr ices  increase f a s t e r  i n  one pa r t  of the area  than i n  another, 
t h i s  change cannot be ref lected i n  a s h i f t  i n  tax burden. This may w e l l  
mean tha t  the more "desirablet' r es iden t ia l  areas,  where property values 
a re  increasing f a s t  w i l l  benef i t  a t  the expense of the other ,  less-  
desirable neighborhoods. 

-- Lower-priced properties t rad i t iona l ly  have been valued on the  tax books 
closer t o  market value than higher-priced properties.  The 5% l i m i t  
accentuates these differences . 



Assessors who t r a d i t i o n a l l y  have been urged t o  work towards a system of - _ assessment based on f u l l  market value now may l o s e  i n t e r e s t .  O r  c i t y  councils 
o r  county boards may be r e l u c t a n t  t o  inves t  add i t iona l  d o l l a r s  i n  improving 
assessment p rac t i ces  because market value is  no t  used as the  b a s i s  f o r  
assessment. 

C. _Major property t a x  d i f ferences  occur because the  Legis la ture  has determined t h a t  
c e r t a i n  types of property with d i f f e r e n t  uses and ownership s h a l l  be assessed 

~ ~~~ 

d i f fe ren t ly .  

:L. Resident ia l  proper t ies  genera l ly  pay proport ionately less than commercial 
p r o p e r t i e s  -- Through what is known as  t h e  c l a s s i f i c a t i o n  system, a p a r t  of 
the value of a l l  p roper t i e s  is made tax exempt, with the extent  of the  exempt- 
t ion  g r e a t e r  f o r  some than f o r  o thers .  For example, take three  parce ls  of 
property,  each worth $30,000. One is a s to re .  The second is an apartment 
building. The t h i r d  is  an owner-occupied house. The Legis la ture  ass igns  
t h e  highest  taxable value t o  the  s t o r e  (43% of market),  next  h ighes t  t o  the  
apartment (40% of market),  and t h i r d  t o  the owner-occupied house (25% of the  
f i r s t  $12,000 and 40% of the  balance). Beyond t h i s ,  an add i t iona l  b e n e f i t  
is provided the  owner-occupied house because the  s t a t e  pays approximately 
45% of the owner's t a x  b i l l  t o  a maximum of $325. The e f f e c t i v e  t ax  r a t e s ,  
using t h e  example of a m i l l  r a t e  of 100 m i l l s  (of which 95 m i l l s  a r e  
e l i g i b l e  f o r  the  homestead c r e d i t )  and f u l l  value assessment, f o r  the  t h r e e  
p roper t i e s :  4.3% f o r  the  s t o r e ;  4.0% f o r  the  apartment, and 2.3% f o r  the  
owner-occupied house. (The "effect ive" property t a x  r a t e  is not t he  m i l l  
r a t e .  The e f f e c t i v e  r a t e  is derived u n o f f i c i a l l y  by taking the  a c t u a l  t a x  
payable as a percentage of correc t  market value.) 

Certain r e s i d e n t i a l  v r o ~ e r t i e s  ~ a v  p r o ~ o r t i o n a t e l v  l e s s  than o t h e r  res iden - 
t i a l  v r o ~ e r t i e s  -- A far-reaching d i f f e r e n t i a l  e x i s t s  between renter -  
occupied and owner-occupied dwellings. The d i f fe rences  i n  c l a s s i f i c a t i o n  
re fe r red  t o  above produce approximately $500 more i n  taxes on a renter-  
occupied dwelling a s  compared t o  a similarly-valued owner-occupied dwelling. 
To o f f s e t  some of the  homestead b e n e f i t s ,  r e n t e r s  a r e  allowed a reduction i n  
t h e i r  income tax  by taking 10% of the  r e n t  paid, a f t e r  deductions f o r  
furnishings  and u t i l i t i e s ,  t o  a maximum of $120. The ren te r ,  however, must 
apply f o r  h i s  benef i t s  while the homeowner rece ives  h i s  automatically. 

The a c t u a l  d i f ference  i n  t o t a l  taxes paid by the  landlord and the  owner- 
occupant may be less than is immediately apparent. The landlord  is e n t i t l e d  
t o  take more deductions on h i s  income t ax  than is the  owner-occupant. F i r s t ,  
continuing t h e  above example, the landlord has about $500 more i n  property 
taxes  t o  deduct. In  addi t ion  he is e n t i t l e d  t o  deductions f o r  deprecia t ion ,  
which could be a s  much a s  5% of the  value of the  r e n t a l  property annually, 
and f o r  r e p a i r s  and maintenance t o  the  property. Such deductions a r e  no t  allow- 
ed t o  the owner-occupant. I f  such add i t iona l  deductions were i n  the  
v i c i n i t y  of $2,000, which is n o t  unl ike ly ,  they would have the  e f f e c t  of 
reducing the  landlord 's  s t a t e  and f e d e r a l  income taxes by a t  least $500. 
This would mean e n t i r e l y  wiping out  the  impact of the  higher property taxes 
paid by t h e  landlord. The landlord,  of course, w i l l  recover some of h i s  
taxes through t h e  r e n t  charged t o  tenants .  The wmpeti t iveness of t h e  r e n t a l  
market w i l l  determine how much t h e  taxes a r e  passed on t o  the tenant .  

In  addi t ion ,  the Leg i s l a tu re  has adopted a s e r i e s  of o the r  c l a s s i f i c a t i o n s  
f o r  ce r t a in  spe.cia1 types of r e s i d e n t i a l  property. The include (a) homesteads 



of the b l ind and paraplegic, which a r e  valued considerably lower than other  - 
homesteads (b) federally-subsidized r e n t a l  housing, which is  valued a t  one- 
hal f  t h a t  of other r e n t a l  housing i n  c i t i e s  over 10,000 population and a t  
one-eighth t h a t  of o the r  r e n t a l  housing i n  c i t i e s  under 10,000 population 
(c) f i reproof  r e n t a l  dwellings with f i v e  s t o r i e s  o r  more, which, beginning 
with taxes payable i n  1976, w i l l  be valued a t  five-eighths t h a t  of o the r  
r e n t a l  housing, and o the r  f ireproof r e n t a l  dwellings at  s l i g h t l y  more than 
four- f i f ths  of o ther  r e n t a l  housing. 

A l a rge  amount of property is made e n t i r e l y  tax-exempt -- Many types of . 
property, because of the Consti tut ion o r  by s t a t e  law, are exePipt 
from taxation. I n  e f f e c t ,  such proper t ies  have a zero cl&3sif icat ion per- 
centage. The est imated market value of tax-exempt property i n  1974, state- 
wide, is about $8.9 b i l l i o n ,  according t o  the  Minnesota Department of 
Revenue. About $4 .4  b i l l i o n  is  located i n  the~seven-county metropolitan area.  
This covers elementary-secondary schools, academies, colleges,  un ive rs i t i e s ,  
cemeteries, church property,  hosp i t a l s  , char i t ab le  i n s t i t u t i o n s ,  publ ic  
f o r e s t s ,  state parks and w i l d l i f e  refuges and federa l ,  s t a t e  and l o c a l  
government property. S l i g h t l y  more than l% of t h i s  tax-exempt property i n  
the  metropolitan area, about $49 mil l ion  worth, is  used f o r  r e s i d e n t i a l  
purposes. The correc t  market value of tax  exempt property may be considerably 
d i f f e r e n t  from the es t imates  because, current ly ,  the estimated values are no t  
used f o r  any purpose o the r  than give some general  idea  of t h e  amount of t a x  
exempt property . 

4. Some is exempt from property taxes bu t  its owners pay a gross earnings tax 
t o  the s t a t e  i n  l i e u  of property taxes -- A l l  r a i l road  and telephone and 
telegraph property is exempt from property taxes i n  Minnesota, unless such 
property is leased f o r  o the r  uses. I n  l i e u  of property taxes ,  r a i l road  
and telephone and telegraph companies pay a gross  earnings tax,  the  revenues 
of which a r e  placed i n  t h e  state general  revenue fund. Public housing makes 
an i n  l i e u  payment t o  the  c i t y  government where i t  is located. 

5 .  The "cost" of p a r t i a l  o r  t o t a l  t a x  exemptions is f e l t  by the  proport ionately 
higher burden which the  remaining taxable property w i l l  bear  i n  a given 
taxing d i s t r i c t  -- When the Legis la ture  decides t o  change a c l a s s i f i c a t i o n  
of property, such as by reducing a c l a s s i f i c a t i o n  percentage, the  burden of 
t h a t  change is no t  f e l t  uniformly across  the  state. For example, the  impact 
of the  lower percentage f o r  federally-subsidized r e n t a l  housing is f e l t  i n  
proport ionately higher taxes on the remaining proper t ies  within t h e  c i t y ,  
county, school d i s t r i c t ,  o r  o ther  taxing d i s t r i c t s  where such property is 
located. 

6. 
t o  hold c e r t a i n  property o u t  of the  t a x  base -- I n  recent  years some 
l o c a l  governments have begun t o  pledge the increase  i n  taxes from some new 
developments t o  pay o f f  the  cos t s  of purchase, c lear ing and preparing the  land 
f o r  redevelopment. This is known as tax-increment financing. Such new develop- 
ments pay a f u l l  property t a x  i n  accord with t h e i r  value. The add i t iona l  revenues 
aren'  t used t o  help  sha re  the  cos ts  of general governmental services by 
cities, counties and school d i s t r i c t s .  This means t h a t  the  o ther  property 
owners i n  the  l o c a l i t y  must bear proport ionately higher property taxes* The 
"cost" of such act ion is f e l t ,  of course, by t h e  c i t y  which makes the  decision 
t o  use tax-increment financing. I n  addi t ion ,  the  "costt' is  f e l t  by the  over- 
lapping taxing d i s t r i c t s  which a l s o  have access t o  the  c i t y ' s  t a x  base, although 
these  d i s t r i c t s  do not  have a voice i n  deciding whether t o  use tax-increment 
financing. Supporters of tax-increment financing argue t h a t  i n  its absence 



* -  
redevelopment would no t  have occured. There is no l o s s  of revenue, they 
con tend . 

D. .Although many correc t ive  s t e p s  have been taken, major property tax  d i f fe rences  
,remain because of d i f f e r e n t  r a t e s  among l o c a l i t i e s .  

Valuation per  cap i t a  can vary considerably -- I n  1972, assessed valuat ion  
per capi ta  among munic ipal i t ies  over 2,500 population i n  the  seven county 
metropoli tan a rea  var ied  from $1,068 i n  Blaine t o  $6,104 i n  Eden P r a i r i e .  
S t .  Paul was $2,450; Minneapolis, $3,043; S t .  Louis Park, $3,643; Bloomington, 
$3,737, and Edina, $5,917. The amount of assessed valuat ion  i n  a c i t y  
depends upon t h e  kind of property located there.  A c i t y  with lower-valued 
residences and/or a small proport ion of commercial-industrial property w i l l  
have a lower per-capita  va luat ion  than a c i t y  with higher-valued residences 
and/or a high proportion of commercial-industrial property. Pe r  cap i t a  val- 
ua t ion  f igures  a r e  a l s o  af fec ted  by the  s i z e  of households from c i t y  t o  
c i ty .  

I f  nothing e l s e  were considered, the  r e s u l t  of such d i f ferences  would be wide- 
l y  d i f f e r i n g  t a x  burdens -- A home i n  a low-valuation c i t y  would have a 
much higher t ax  r a t e  than a home i n  a high-valuation c i t y  t o  f inance an 
equivalent  amount of governmental expenditures i n  both c i t i e s ,  i f  each c i t y  
were l e f t  t o  r a i s e  a l l  i ts funds from i t s  own resources. I n  e f f e c t ,  a 
p a r t i a l  t a x  exemption is  granted when a l a r g e  amount of high-valuation property 
is concentrated i n  a l o c a l i t y  with proportionately-low t a x  requirements; and, 
conversely, a t a x  overload occurs when low-valuation property is concentrated 
i n  a l o c a l i t y  with proport ionately high t a x  requirements. 

. But the  impact of d i f f e r i n g  t a x  bases on taxpayers' burdens has been s i n i f -  
i c a n t l y  reduced by s t a t e  l e g i s l a t i o n  -- The t o t a l  amount of s t a t e  revenue 
d i s t r i b u t e d  annually t o  school  d i s t r i c t s ,  counties, c i t i e s  and o the r  l o c a l  
u n i t s  of government exceeds $1  b i l l i o n .  I f  such an amount were t o  be ra ised  
by l o c a l  property taxes,  l o c a l  m i l l  r a t e s  would have t o  be more than double 
t h e i r  present  l eve l s .  

Another law, applying exclus ively  t o  the  Twin C i t i e s  metropolitan area,  and 
going i n t o  e f f e c t  f o r  taxes payable i n  1975, provides t h a t  40% of the  n e t  
growth i n  commercial-industrial va luat ions  i n  the metropoli tan a rea  w i l l  be 
shared by a l l  taxing d i s t r i c t s  i n  the  area ,  regardless  of the  a c t u a l  physical  
loca t ion  of the new valuat ion .  This is commonly known as t h e  f i s c a l  d i s p a r i t i e s  
l a w .  

4.. S t a t e  a i d  has accomplished more i n  reducing school tax d i f ferences  than c i t y  
government t ax  d i f ferences  -- School d i s t r i c t  expenditures do not  vary t o  the  
same degree on a per  pup i l  bas i s  a s  municipal expenditures vary on a p e r  
cap i t a  bas is .  Also a s t ronger  commitment -- backed up by statements i n  the  
s t a t e  cons t i tu t ion  -- e x i s t s  f o r  s t a t e  support f o r  publ ic  schools. Thus the 
vas t  majori ty of s t a t e  a ids  have been provided t o  school d i s t r i c t s .  Although 
more than one-half (52.6% i n  1974) of property taxes i n  the  state a r e  levied  
by l o c a l  school  d i s t r i c t s ,  a l a r g e  por t ion  of t h i s  burden is levied  i n  such a 
manner than the  s i z e  of the  l o c a l  school d i s t r i c t ' s  t a x  base is  i r r e l e v a n t .  
The s t a t e  foundation a i d  program f o r  school d i s t r i c t s  provides t h a t  each 
school  d i s t r i c t  impose a uniform t a x  ( t h e  equivalent  of 30 m i l l s  on its 
valuat ion  as adjusted t o  r e f l e c t  d i f ferences  i n  assessment pract ices.)  The S t a t e  
then makes up the  d i f fe rence  between what t h i s  t a x  r a t e  produces and a uniform 



expenditure per pupil  un i t  ($825 f o r  the  1974-75 school year). The e f f e c t  of -. 
t h i s  formula is t o  provide subs tan t ia l ly  more do l la r s  of s t a t e  a id  t o  low- 
valuation school d i s t r i c t s  than high-valuation school d i s t r i c t s .  

S ta te  a id  t o  c i t y  governments is handled i n  a d i f fe ren t  manner. Essential ly,  
a per capi ta  amount is al located t o  each county (except, f o r  the seven- 
county metropolitan a rea  an amount is allocated t o  the e n t i r e  area). A 
portion of each a l locat ion is s e t  aside f o r  county governments and spec ia l  
taxing d i s t r i c t s .  The remaining amount is dis t r ibuted among c i t i e s  and town- 
ships based on each c i t y  o r  township's authorized levy as a proportion of the 
t o t a l  authorized levies  of a l l  c i t i e s  and townships i n  the a l locat ion area. 
I n  e f f ec t ,  the c i t i e s  with the  la rges t  authorized lev ies  receive the most 
s t a t e  aid. 

A "grandfather" provision guarantees all c i t i e s  and townships a cer ta in  minimum 
aid,  regardless of t h e i r  entitlement under the formula, equal t o  the amount 
they received from several  separate  a id  programs which now have been consolida- 
ted. Because of the  "grandfather" provision not enough money is avai lable  t o  
give a l l  c i t i e s  the  amount e n t i t l e d  under the formula. For example i n  1974, 
St. Paul received about $750,000 less than its entitlement, and Minneapolis, 
about $2.8 million less. 

The combination of s t a t e  aids t o  school d i s t r i c t s  and municipali t ies has had 
the e f f ec t  of accomplishing la rger  reductions i n  suburbs, the prime benefici- 
a r i e s  of the  school a i d  changes. Minneapolis and St. Paul receive more than 
suburbs under the municipal a id  formula, but the t o t a l  do l la r s  involved i n  
the municipal a id  formula a r e  much smaller than i n  the school a id  fomula.  

5. Tax rate differences a r e  s t i l l  substant ia l  -- Cmulative property tax  r a t e s  
(including county, school, c i t y  and spec ia l  d i s t r i c t  ra tes )  ranged from a low 
of 80.89 mills to  a high of 135.80 m i l l s  among l o c a l i t i e s  over 2,500 
population i n  the metropolitan a r ea  i n  1974. Differences i n  loca l  assessment 
practices account f o r  some of these differences. For example, the community 

-with  the  second highest  m i l l  r a t e  ranked 23rd highest among the  78 communities 
over 2,500 population i n  estimated taxes on a $25,000 homestead, a f t e r  
adjustments a r e  made t o  r e f l e c t  the  differences i n  assessment practices.  On 
the other hand, the  comunity with the lowest m i l l  r a t e  had one of the lowest 
s a l e s  r a t i o s ,  and the community with the highest  m i l l  r a t e  had, one of the  
highest  s a l e s  ra t ios .  This may r e f l e c t  the influence of the s i z e  of the  local  
tax base on the m i l l  r a te .  

Among the 78 communities, the e f fec t ive  property tax r a t e  ( t h a t  is, the per- 
centage which the tax bears t o  correct  market value) ranged from a low of 
1 . 1 X  i n  Inver Grove Heights t o  a high of 2 . a  i n  Circle Pines f o r  homesteads 
with a correct  market value of $25,000. Minneapolis, a t  2.3%, w a s  second 
highest . 
Analysis of county, school, c i t y  and spec ia l  d i s t r i c t  m i l l  r a t e s  among 
l o c a l i t i e s  of 20,000 population o r  more reveals tha t  county m i l l s  r a t e s  i n  
1974 ranged from 17.80 mil ls  t o  30.05 m i l l s ;  school d i s t r i c t  ra tes ,  from 44.75 
m i l l s  t o  81.72 m i l l s ;  c i t y  r a t e s ,  from 6.29 mills t o  40.57 m i l l s ,  and 
spec i a l  d i s t r i c t  ra tes ,  from 2.52 m i l l s  t o  6.71 m i l l s .  The highest school 
d i s t r i c t  and county m i l l  r a t e s  occurred i n  Ramsey County where assessment 



l e v e l s  are comparatively lower than, f o r  example, i n  Hermepin and Anoka 
Counties. Much of the  d i f ference  i n  property t a x  r a t e s ,  p a r t i c u l a r l y  between 
Minneapolis and St .  Paul and suburban communities, i s  r e f l e c t e d  i n  the  c i t y  
government por t ion  of the  t o t a l  m i l l  r a t e .  The c i t y  government port ion of t h e .  
tlinneapolis and S t .  Paul m i l l  r a t e s  is more than double those of almost a l l  o t h e r  
c i t i e s  over 20,000 population. 

6 .  Non-discretionary l e v i e s  a r e  a contr ibuting f a c t o r  -- Counties a r e  required 
t o  levy taxes f o r  the l o c a l  sha re  of the  welfare burden. The state, not  
each county, determines who is e l i g i b l e  and the l e v e l  of income ass is tance ,  
I n  1974 county m i l l  rates f o r  welfare ranged from a low of 3.88 m i l l s  i n  Cook 
County t o  a high of 30.56 mills i n  St .  Louis County. For metropoli tan area 
counties: Anoka 6.53 m i l l s ;  Carver, 8.14 m i l l s ;  Dakota, 5.69 m i l l s ;  
Hennepin, 12.53mills; Ramsey, 17.52 m i l l s ;  Sco t t ,  8.68 m i l l s ,  and Washington, 
10.50 m i l l s .  I f  the  equivalent  d o l l a r s  were r a i sed  through a uniform tax 
statewide , t he  r a t e  i n  1974 would have been 11.35 m i l l s .  

Minneapol-hs and St .  Paul  levy taxes f o r  a por t ion  of the  employer's cont r i -  
bution f o r  pub l i c  school  teachers '  pensions. The employer's cont r ibut ion  f o r  
teachers i n  a l l  o ther  school  d i s t r i c t s  is paid by the  state. No l o c a l  levy 
is  imposed f o r  reachers'  pensions i n  those d i s t r i c t s .  The s t a t e  makes a 
cont r ibut ion  t o  Minneapolis and S t .  Paul  equivalent  t o  the  average state 
contr ibut ion  per  teacher i n  the  o t h e r  d i s  trices. This contr ibution,  however, 
is no t  s u f f i c i e n t  t o  meet the  obl iga t ions  a s  required i n  s t a t e  l a w .  ConSeqwnt- 
l p  e x t r a  l ev ies  a r e  imposed i n  these  two d i s t r i c t s .  I n  1974, the  levy i n  
Minneapolis was $4,243,638 (3.191 mi l l s )  and i n  St .  Paul, $1,481,615 (1.969 
m i l l s .  ) 

These school  d i s t r i c t s  had t h e i r  own pension plans e s t ab l i shed  before t h e  
statewide plan was imposed. Pension b e n e f i t s  are roughly the  same f o r  teachers,  
wherever they are.  

Pension l e v i e s  f o r  the  employer's sha re  a r e  l a rge ly  non-discretionary f o r  
city government employees throughout the  state. The b e n e f i t s  and contr ibut ion  
l e v e l s  are es tab l i shed  by state law. Benefi ts  do n o t  vary s igngf ican t ly  f o r  
non-public s a f e t y  employees. But f o r  pol ice  and f i r e ,  some c i t i e s '  plans 
are b e t t e r  than others .  Each l o c a l i t y ,  of course, determines how many employees 
t o  h i r e  and what they should be paid, which a f f e c t s  the  pension requirement. 
A Citizens League survey of  ret i rement l e v i e s ,  including s o c i a l ,  s e c u r i t y  , 
revealed a mill-equivalent range from 1.00 t o  11.29 f o r  c i t i e s  over 10,000 
population i n  the  metropoli tan area i n  1973. 

Within Hennepin County a di f ference  e x i s t s  be tween Minneapolis and the  
suburbs f o r  the  levy f o r  operat ing purposes f o r  t h e  medical center .  S t a t e  
law provides t h a t  the  levy s h a l l  be divided between Minneapolis and 
the  suburbs based on residence of the  indigent  pa t i en t s .  For 1975, the  m i l l  r a t e  i n  
Minneapolis w i l l  be approximately 5.488 m i l l s  and i n  suburban Hennepin, about 
1.003 m i l l s .  I f  t he  same d o l l a r s  were t o  be raiged by a uniform m i l l  r a t e  
throughout the  county, the  r a t e  would be about 2.88 m i l l s .  

7. Rates w i l l  d i f f e r  based on use of o the r  revenue sources -- Two c i t i e s  with the  
same t o t a l  revenue requirements may levy d i f f e r e n t  amounts of property taxes 
because of t h e i r  p o l i c i e s  on 'use of o the r  revenues. For example, some c i t i e s  
use p r o f i t s  from municipal l iquor  s t o r e s  f o r  genera l  c i t y  expense. Others use 



spec ia l  assessments which, while imposed d i r ec t l y  on property, are not levied - *  
as property taxes. The property tax is applied on every piece of taxable 
property i n  the commmity; the spec ia l  assessment is applied only t o  those 
properties iden t i f i ed  as spec i f ica l ly  receiving benef i t ,  whether taxable o r  , - -  
tax-exempt. The property tax is rela ted t o  the do l l a r  value of the property; 
the spec ia l  assessment can be re la ted  t o  a number of factors ,  such as the  
dimensions of land, s o  many f ron t  f e e t  o r  s o  many square f ee t ,  o r  it  could be 
a uniform charge f o r  each piece of property. 

I n  1972, according t o  the S t a t e  Auditor, taxes represented 3 2 . n  of a l l  
revenue of cities; spec ia l  assessments, another 13.6%. However these 
relat ionships varied. For cities over 100,000 population (Minneapolis, St. 
Paul, and Duluth), a l l  of which happen t o  be older cities, the percentages 
were: taxes, 43.2%; assessments, 4.4%. For a l l  other cities: taxes, 25.0%; 
assessments, 1 9 . a .  

8. Rates w i l l  d i f f e r  based on l o c a l  preferenaes f o r  services -- Taxpayers i n  
two c i t i e s  may have d i f fe ren t  property taxes because of d i f fe ren t  l oca l  
preferences. These preferences -- i n  some cases, but not all--- can relate 
t o  services fo r  which no compelling publ ic  i n t e r e s t  i s  present f o r  uniform 
leve ls  from loca l i t y  t o  local i ty .  

9. Rates w i l l  d i f f e r  because cer ta in  service  levels a re  needed due to  the 
physical  character is t ics  and/or population make-up of d i f fe ren t  c i t i e s  -- 
Some par t icular ly  small c i t y  governments levy no property taxes what soever. 
On the other hand, Minneapolis, St .  Paul and Duluth, which a re  l a rger ,  more 
densely-populated, o lder ,  and with a larger-than-average proportion of 
e lder ly  and socio-economic disadvantaged, levied $103 million i n  1972, 
which represented about 40% of a l l  property taxes, including spec i a l  assess- 
ments, levied by a l l  c i t i e s  i n  Minnesota i n  that  year. These three c i t i e s  
have about 22% of the s t a t e ' s  population. Operating expenditures per capi ta  
i n  1972 were about $238 i n  Minneapolis and about $229 i n  St. Paul, about double 
the per capi ta  expenditure f o r  the next c losest  municipality over 20,000 
population i n  the metropolitan area, according t o  the S ta te  Auditor. The 
t o t a l  tax r a t e  i n  Minneapolis and St. Paul (including the  tax ra tes  f o r  school 
d i s t r i c t s ,  counties, c i t i e s  and spec ia l  d i s t r i c t s ,  but  excluding spec ia l  
assessments) is about 20% higher than tha t  of most suburbs. 

10. Combined with its a i d  programs, the  s t a t e  has imposed controversial  r e s t r i c t i ons  
on the extent l oca l  governments may use the property tax. I 

a. Statutory 6% l i m i t  is actual ly  exceeded because of exceptions -- Sta t e  l a w  
increases the authorized do l l a r  tax levies  by c i t i e s  and counties by 6% 
per cap i ta  each year. The Legislature has provided f o r  16 d i f fe ren t  
exceptions t o  the levy limits, which means thh t  c i t i e s  and counties can 
increase t h e i r  ac tua l  levies  by more than 6%. For example, the combined 
t o t a l  l ev ies  of cities and counties increased s l i g h t l y  more than 9% from 
1973 to  1974, which r e f l ec t s  the  impact of the exceptions. Also i t  is 
possible some un i t s  of government had not used a l l  of t h e i r  authorized 
levies  i n  the previous year. 



The 6% provision does not  apply t o  school d i s t r i c t s .  Ins tead  the  Legisla- 
t u r e  r e l a t e s  school  l e v i e s  t o  a s tatewide average pupil-unit expenditure 
level .  A l l  d i s t r i c t s  a t  t h i s  l e v e l  have the same tax  ra t e .  D i s t r i c t s  
with h i s t o r i c a l  expenditure pa t t e rns  above the s ta tewide  average pe r  
pupi l  u n i t  a r e  allowed t o  levy addi t ional  d o l l a r s  by the  amount they 
exceeded the statewide average pe r  pup i l  u n i t  i n  1970-71. D i s t r i c t s  with 
h i s t o r i c a l  expenditure pa t t e rns  below the  statewide average a r e  allowed t o  
inc rease  t h e i r  l e v i e s  t o  he lp  br ing  them up t o  the  statewide average. 

be Limits may be l i f t e d  by referendum -- I n  a sense ,  no abso2utz l i m i t s  are 
imposed on c i t i e s ,  counties  o r  school d i s t r i c t s .  A l i m i t  l e g a l l y  may 
be ra ised  by any amount i f  approved by vo te r s  i n  a referendum. I n  the  
metropolitan area ,  a t  l e a s t ,  the  referendum procedure has been a t  tempted 
mainly by school d i s t r i c t s ,  with f i v e  out  of s i x  such referendums being 
defeated. The d e s i r a b i l i t y  of the  referendum approach has been question- 
ed because of its "all-or-nothing" nature.  A l o c a l  u n i t  of government 
may seek a much g r e a t e r  property t a x  increase  i f  i t  r e s o r t s  t o  the  
referendum than i t  would impose i f  t h e  decision were made, incrementally, 
by the  local ly-elected council  o r  board. 

C. Equity of 6% l i m i t  has been challenged -- A s  is noted above, t h e  l i m i t  
f o r  counties and c i t i e s  app l i e s  t o  an inc rease  of 6% per  c a p i t a  above the 
previous year ' s  authorized levy. A l o c a l  government's levy is very close- 
l y  r e l a t ed  t o  how much i t  was levying i n  the  last year before t h e  levy 
l i m i t s  went i n t o  e f f e c t .  Some c r i t i c s  have s a i d  t h i s  pena l i zesa  u n i t  
of government which had previously held its levy down. Also the  6% 
f i g u r e  has been at tacked because i t  is  smaller  than the  currenc r a t e  af 
i n f l a t i o n .  

d. Long term need f o r  levy l i m i t s  questioned -- I n t i a l l y ,  levy l i m i t s  were 
defended as an absolute ly  e s s e n t i a l  component of a program t o  use state 
a id  t o  reduce property taxes.  Leg i s l a to r s  feared t h a t  i n  the  absence of 
levy l i m i t s  , l o c a l  governments would spend the  money, not  grant  r e l i e f .  
But i f  t h e  l o c a l  e l ec ted  u n i t  of government can be held accountable t o  
the  vo te r s  f o r  increased expenditures,  then t h e  need f o r  levy limits 
diminishes, c r i t i c s  of levy l i m i t s  argue. Others note t h a t  i t  still  would 
be d i f f i c u l t  t o  focus r e s p o n s i b i l i t y  on any given u n i t  of government f o r  
increases  i n  t h e  property tax.  The taxpayer receives only one b i l l ,  hu t  
the  increases  can be the  r e s u l t  of ac t ions  of four  o r  more u n i t s  of govern- 
ment, each of which could blame one of t h e  o thers .  v 

E. Considerable debate occurs over how t o  measure and evaluate  the  r e l a t ionsh ip  
between property taxes and t h e  a b i l i t y  t o  pay. 

1. Taxes increase  as property values inc rease  -- It . is almost axiomatic, but  bears  
r e s t a t i n g ,  t h a t  taxes should vary d i r e c t l y  with t h e  value of the  property. A 
pr inc ipa l  philosophical  b a s i s  of t h e  property t a x  is t h a t  i t  is an ad oaiorern 
tax,  t h a t  is ,  i t  is based on the  value of the  property. 

2. - I n  Minnesota, d i f f e rences  i n  taxes on homestead property a r e  g rea te r  than 
propor t ional  r e l a t i v e  t o  d i f fe rences  i n  value -- A long-standdng c h a r a c t e r i s t i c  
of homestead taxes i n  Minnesota is t h a t  the  e f f e c t i v e  tax rate increases  wit13 
the  value of the property. For non-homestead property i n  Minnesota and far 
both kinds of property i n  most o the r  s t a t e s ,  the  e f f e c t i v e  tax rate 



remains t h e  same f o r  a l l  property of a l l  values. Thus t h e  t ax  is 
proportional t o  value f o r  these proper t ies .  But f o r  homestead property i n  
Minnesota the  tax  is progressive with respect  t o  value of the property. For 
example, assuming a m i l l  rate of 100 mills and f u l l  value assessment, t h e  
e f f e c t i v e  property tax rate is less than 1.5% f o r  homesteads up t o  a market 
value of $12,000. The rate then increases  t o  about 2.25% a t  the  $30,000 
l e v e l ,  and up to  almost 3.5% f o r  the  highest-valued homesteads. I n  r e a l i t y  
the  increase  is no t  as s t e e p  as t h i s  because higher priced proper t ies  
t r a d i t i o n a l l y  a r e  underassessed i n  comparison with lower-priced proper t ies .  
( I t  should be emphasized, f o r  purposes of c l a r i t y ,  t h a t  the  comparison here 
is between the  property t ax  and the  value of the  property, not t h e  income of 
the  owner.) U. S. Census f igures  show a d i r e c t  r e la t ionsh ip  between income 
and home value. Therefore, a program which provides f o r  a lower e f f e c t i v e  
property t a x  rate f o r  lower valued proper t ies  is d i r e c t l y  aimed at  lower 
income individuals .  Whether e f f e c t i v e  t ax  rates on such property are low 
enough is another question. 

One p a r t  of the  present  homestead c r e d i t  l a w  has the  e f f e c t  of d iscr iminat ing 
agains t  lower-valued proper t ies  -- S t a t e  law provides t h a t  the  state w i l l  
intervene before a homeowner receives h i s  property tax  b i l l  and pay a 
port ion of t h a t  b i l l .  The amount the  s t a t e  w i l l  pay annually is 45% of the 
homeowner's b i l l ,  exclusive of t h a t  por t ion  of the  b i l l  which is used t o  
retire the bonded debt of munic ipal i t ies ,  counties and s p e c i a l  d i s t r i c t s ,  t o  
a maximum of $325. The impact of not  applying the  45% c r e d i t  t o  t h a t  port ion 
of the  tax  which is used t o  retire such bonded debt is f e l t  by owners who 
have not  already reached the  $325 l i m i t ,  which i n  1974, to ta led  72.6% of the  
homesteads. They a r e  the  owners of lower-valued homes, who would receive  
more homestead c r e d i t  i f  the  45% applied t o  the e n t i r e  tax. For owners of 
more expensive homes, who have reached the  l i m i t ,  t he  provision is  meaning- 
less. 

4. The re la t ionsh ip  between property taxes and t h e  income of the  taxpayer is 
sub jec t  t o  considerable debate, with respect  t o  what the  re la t ionsh ip  
qctual ly  is, and what the  re la t ionsh ip  means - I f  a tax expressed as a 
percentage of income increases as incomes rise, the  tax is s a i d  t o  be 
progressive. I f  the  percentage remains t h e  same as incomes r i s e ,  t h e  t ax  
is s a i d  t o  be proportional. I f  t h e  percentage decl ines  as incomes rise, the  
t a x  is s a i d  t o  be regressive. 

I 

F i r s t ,  a representa t ive  property tax  paid by individuals  i n  a ce r ta in  income 
bracket  is d i f f i c u l t  t o  a sce r ta in .  The 1970 Census revealed, f o r  example, 
t h a t  i n  the Twin Cities metropolitan area ,  at l e a s t  some famil ies  i n  a l l  
income brackets  were l i v i n g  i n  a t  least some houses i n  a l l  value brackets .  
Of course, median house values are ava i l ab le  f o r  each income categoty. But 
property taxes a s  a percent of income w i l l  probably have as many combinations 
as there are taxpayers and dwelling u n i t s .  

A Cit izens League ana lys i s  of 1970 Census data ,  as adjusted by the  Minnesota 
Tax Study Commission, revealed t h a t  roughly 20.4% of non-elderly, non-farm, 
owner-occupied households i n  Minnesota were paying less than 1.5% of household 
income i n  property tax  i n  1973. 



Another 36.4% of the households were paying between 1.5% and 3% of household 
income i n  property tax ,  and another 43,4% of the  households were paying more 
than 3% of income i n  property tax. These percentages varied by loca t ion  
within the  state. A higher proportion of the  households i n  the  non-metropol- 
i t a n  c i t i e s  were below 1.5%, f o r  example. The percentages were calcula ted  
on the  assumption of a uniform m i l l  r a t e  statewide. Actually,  m i l l  r a t e s  
vary considerably . 
About 8.4% of the  households had both (a) combinations of income and house 
value which, when added together,  t o t a l e d  less than $35,000 and (b) Property 
taxes exceeding 3% of income. (The f igure  of $35,000 w a s  chosen simply t o  
i l l u s t r a t e  the  extent  of overburden f o r  households with both low i~~ and 
low house value). 

Second, disagreement e x i s t s  over the  relevance of an individual ' s  income to  
h i s  property tax. Some persons point  out  t h a t  the  property t ax  reaches a 
form of wealth which is no t  otherwise taxable. Others say t h a t  people pay 
t h e i r  property taxes ou t  of income, n o t  t h e  unrealized wealth of a dwelling 
which may be so ld  a t  some time i n  the  fu ture .  

5. When a l l  malor taxes,  including federa l  taxes,. are included, taxes as a per- 
cent of income rise as incomes rise -- An unpublished study prepared by t h e  
Minnesota Department of ~ e v e n u e  1974, estimated t h a t  t o t a l  taxes increased 
from 13% a t  t h e  $5,000 taxable jncome l e v e l  t o  42% a t  the  $100,000 taxable 
income level .  Included i n  t h i s  study were (a) f edera l  income taxes (b) 
s o c i a l  s e c u r i t y  taxes paid by t h e  employee (c) state income taxes (d) 
s t a t e  sales taxes,  and (e)  property taxes, It did no t  include any estimate 
of business taxes paid i n d i r e c t l y  by indivlduals  i n  t h e i r  purchase of goo& 
and services .  

6. When only s t a t e  and l o c a l  taxes a r e  b c l u d e d ,  taxes are rouphlv proport ional  
t o  income - The above-mentioned mpartment of Revenue study revealed t h a t  

. s t a t e  income and sales taxes,  combined with property taxes,  were about 5% a t  
the  $5,000 taxable income l e v e l  and about 9% a t  the $100,000 l eve l .  I n  the  
broad middle-income categor ies ,  from $10,000 t o  $25,000, t h e  percentage 
remained between 9% and 10%. 

7. When only property taxes a r e  included, taxes as a percent  of ipcome decl ine  
as incomes rise -- The Department of Revenue study revealed t h a t  property 
taxes were about 4.3% of income a t  the  $5,000 taxable income l e v e l  and about 
1-62 a t  the  $100,000 level. 

I n  the  taxable income categor ies  from $7,000 t o  $25,000, property taxes a s  a 
Percent of income were grouped very closely around 3%. B e l w  the  $5,000 
taxable income leve l ,  the  study revealed t h a t  property taxes a s  a Percent of 
income rose  sharply,  up t o  almost 22% a t  the $1,000 income leve l ,  However, 
s ince  t h i s  study did  n o t  include t r a n s f e r  payments as p a r t  of income, such as 
welfare o r  s o c i a l  s e c u r i t y ,  the ].owest income f igures  a r e  d i s to r t ed .  Neverthe- 
less, other  s tudiea  have a l s o  sh- t h a t  t h e  regress iv i ty  curve rises sharply 
f o r  the  income levels below $5,000. For example, a separa te  study conducted 

' 

by the  Tax Study Commission showed, f o r  t h e  $3,300 income l e v e l ,  (coverkn2 
both taxable and non-taxable income) a property tax  of approximately 92 of 
income . 

8- A new state law provides s p e c i a l  property tax r e l i e f  f o r  lower-income 
persons 65 o r  over, who comprise a high percentage of homeowners d t h  ' i f m c ~ e s .  
under $6,000 -- of a l l  homeohers with incomes less than $6,000 i n  1969 i n  the  



Twin Cities metropolitan a rea ,  60.5% of them were 65 o r  o lde r ,  according t o  
the  U. S. Census. In Minneapolis and St .  Paul the  percentage was 66%. A 
Minnesota law, passed i n  1971, gives persons with incomes under $6,000 who 
a r e  65 o r  b l ind  o r  d isabled  a refund of from 5% t o  90X of t h e i r  property 
taxes paid,  t o  a maximum refund of $720. The e f f e c t  of t h i s  refund is t o  make 
the  property t a x  progressive with respect  t o  income f o r  these persons. I n  
addi t ion ,  a law passed i n  1973 f reezes  property taxes f o r  a l l  persons 65 o r  
over a t  the l e v e l s  i n  e f f e c t  i n  1973, regardless  of incomes. 

8 9. A major i s s u e  is  whether such r e l i e f  as provided t o  low-income e l d e r l y  
persons should be extended t o  a l l  taxpayers -- Some s t a t e s ,  which do not  
provide o the r  homestead t ax  benef i t s  across  the board, a s  Minnesota does, have 
extended t h i s  concept t o  cover a l l  income categories. .  Some suggestions have 
been made t o  extend t h i s  approach t o  a l l  income ca tegor ies  i n  Minnesota, 
too. The laws which provide f o r  a refund when property taxes exceed a c e r t a i n  
percentage of income have been popularly ca l led  "c i rcu i  t-breakers" , 
apparently because the laws have the e f f e c t  of h a l t i n g  an inc rease  i n  property 
taxes, o r  breaking t h e  c i r c u i t ,  s o  t o  speak, when property taxes reach a 
c e r t a i n  percentage of income. Among i s s u e s  r e l a t e d  t o  c i r c u i  t-breakers a r e  
whether e f f e c t s  a r e  worth the  benef i t s :  

-- Some c r i t i c s  have s a i d  t h a t  such laws encourage uneconomic use of r e s i d e n t i a l  
property. Persons may be subsidized t o  l i v e  i n  housing much l a r g e r  than 
they r e a l l y  need. Some c r i t i c s  be l ieve  t h a t  subs id ies  t o  the  e l d e r l y  t o  
l ive i n  l a rge  houses, with many empty bedrooms, work aga ins t  e f f o r t s  t o  
a t t r a c t  young famil ies  with chi ldren  i n t o  o lde r  c i t i e s .  The 1970 Census 
revealed some 32,000 owner-occupied, single-family houses i n  Minneapolis 
and S t .  Paul  were occupied by persons 65 and over. I n  1970, almost one-half 
(49.7%) of a l l  owner-occupied housing u n i t s  i n  Minneapolis were occupied 
by no more than two persons. I n  S t .  Paul,  t he  percentage was about 43.5%. 

-- C r i t i c s  a l s o  point  ou t  t h a t  a s t a t e  pol icy  of r e l a t i n g  property taxes t o  
income may lead t o  removal of l o c a l  con t ro l  over the  property tax. That 
is, i t  is not  l i k e l y  t h a t  the  s t a t e  would allow l o c a l  governments freedom 
i n  r a i s i n g  property taxes i f  the  s t a t e  were t o  end up paying the  b i l l  
through t h e  income tax.  Already t h i s  problem is emerging where persons 65 
and over can p a r t i c i p a t e  i n  decis ions  t o  r a i s e  property taxes with t h e  
knowledge t h a t  none of the  increased burden w i l l  f a l l  on them. I n  e f f e c t ,  
i t  is representa t ion  without taxat ion .  I 

--Another problem is def in ing,  and audi t ing ,  income of individuals  f o r  deter-  
mining e l i g i b i l i t y  f o r  c i r c u i  t-breaker coverage. 

-- Present  information on the  r e l a t ionsh ip  between property taxes and house- 
hold income is inadequate. Only rough approximations, based on updating 
Census information -- i n  which a 2% sample of households estimated t h e i r  
own household income and house value -- a r e  ava i l ab le .  

-- For s i g n i f i c a n t  numbers of taxpayers, the  property tax, i n  e f f e c t ,  is turned 
i n t o  an income tax.  

F* Attempts can be made t o  use property taxes t o  accomplish non-revenue-raising goals ,  
such as s t imula t ing  c e r t a i n  land uses,  but  the impact of such e f f o r t s  is  not  c l e a r .  



. 1. Shi f t ing  a por t ion  of t h e  tax  on buildings t o  the  land has been suggested -- 
Under present  law, land and buildings bear  the  property t ax  equally i n  
proportion t o  value. Recurring suggestions have been advanced t h a t  bui ld ings .  

- I  and o the r  improvements should bear  a  lower proportion of the  tax, and land, 
a  higher proportion. Such an approach, proponents argue, would s t imula te  
owners of marginal property t o  make improvements, knowing t h a t  such improve- 
ments would not  be heavi ly  taxed. Also, the  proponents argue, a  higher t ax  
on land would increase  the urgency of developing close-in land,  thereby 
discouraging urban sprawl. However, the present  sys  tern of taxing land and 
buildings equal ly  is w e l l  es tabl i shed.  Many persons a r e  unconvinced a g rea te r  
emphasis on taxing land would be b e n e f i c i a l .  

2.  Recurring proposals have been made t o  try t o  s t imula te  r e h a b i l i t a t i o n  of 
o lder  houses through reduction o r  de fe rment  of property taxes -- Some persons 
have claimed t h a t  the property t a x  may discourage owners of r e s i d e n t i a l  
property from making improvements f o r  f e a r  of higher taxes a s  a  r e s u l t .  Others 
say t h e  main reason is  a lack of money t o  make the  investment i n  the  f i r s t  
place.  

3. Some questions have been ra i sed  over whether recent  laws s u f f i c i e n t l y  o f f s e t  
ce r t a in  adverse developmental impact -- I n  the absence of c e r t a i n  equal iza t ion  
e f f o r t s ,  a  municipal i ty may f ind  i t  from a property tax stand- 
point ,  t o  enact  bui ld ing and zoning codes which have the e f f e c t  of r u l i n g  
o u t  housing f o r  lower income persons. This p rac t i ce ,  i n  which a municipal i ty 
would allow only houses which pay i n  taxes approximately an amount equal  t o  
the cos ts  of se rv ices  provided, including schools ,  is ca l l ed  " f i s c a l  zoning". 
Because r a c i a l  minor i t i e s  a r e  more prevalent  i n  low income categories,  
some persons have s a i d  t h a t  f i s c a l  zoning is r e a l l y  a  form of r a c i a l  discrim- 
ina t ion ,  with the  property t a x  argument used only as an excuse. 

Enactment of school  a i d  equal iza t ion  and metropoli tan f i s c a l  d i s p a r i t i e s  
laws have the  e f f e c t  of making the physical  locat ion  of tax-producing property 
much less important today than i n  the  past .  It no longer is  l i k e l y  t h a t  a  
community's allowing housing f o r  lower-income o r  upper-income famil ies  w i l l  
have any appreciable e f f e c t  on t a x  base. Nevertheless, i t  is poss ib le  t h a t  
the  impact of these  laws has not  y e t  been rea l i zed  by l o c a l  government o f f i c i a l s .  
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C O N C L U S I O N S  

A. The most urgent problem rPith the property tax  i n  Hinnesota today is i n e q u i k :  
similarly-si tuated taxpayers paying grossly unequal taxes fo r  reasons outside 
local  d iscre  t ion.  

1. Problem of inequity is more acute than overa l l  l eve l  of property tax -- Over- 
a l l  public confidence i n  the property tax is underrained 'by  continued inequi t ies  
among taxpayers. I n  recent years considerable emphasis has been placed on 
accomplishing a reduction i n  the overa l l  l e v e l  of the  property tax, with 
subs tan t ia l  resul ts .  The s t a t e  is ju s t  now adjusting t o  the unprecedented 
s h i f t ,  s ince 1971, i n  which property taxes as a percentage of a l l  s ta te- local  
taxes i n  Minnesota have declined from 47% t o  about 32%. A fu r ther  gradual 
reduction to  a lower percentage would be desi rable  because property taxes 
r e l a t e  to  s t a t i c  wealth ( the  value of property) but a r e  paid out of current 
wealth (income), which makes a high property tax par t icu la r ly  burdensane on 
persons with l imited incomes. But today the  problem of inequi t ies  sasong tax- 
payers is more pressing than the absolute l eve l  of the tax i t s e l f .  

Property t ax  is a vital element of the  s ta te- local  revenue s t ruc ture  -- The 
property tax reaches a type of wealth not otherwise taxable. Moreover, i f  
the property tax were abolished, enormous amounts of non-property revenues 
would be required, which would d ra s t i ca l l y  a l t e r  Minnesota's t ax  s t ruc ture  
re la t ive  t o  other s t a t e s  along with a largely  unpredictable s h i f t  of t o t a l  
tax burden among taxpayers within the s t a t e .  Moreover, the property tax is 
the one general tax source available to  local  governments i n  Minnesota. The 
independence and d ivers i ty  en joyed by these l oca l  governments is not  unrelated 
t o  t h e i r  l oca l  revenue-raising authority. 
"Visibil i tv" of the  property tax is an asset -- Debate over property tax  
levels  and the i r  re la t ionship t o  services is healthy. The tax is me of the 
few revenue sources where i t  is still  possible fo r  the taxpayer t o  es tab l i sh  
some d i r ec t  relat ionship between the  amountof the  tax  and value received. 

4. But taxpayer understanding is inadequate -- Taxpayers a r e  no t  adequately 
informed a b w t  the governmental functions financed by the property tax. 
Many do not  understand tha t  they a r e  paying a composite of seyera l  property 
tax b i l l s  from d i f fe ren t  governmental un i t s  (not unlike what an individual 
would pay i f  a l l  h i e  monthly u t i l i t y  b i l l s  - heat,  l i g h t ,  phone, water, sewer, 
t rash  col lect ion,  and s o  for th  - were lumped together i n  one statement and 
made payable a t  one location).  Some taxpayers who pay t h e i r  property taxes 
as pa r t  of the monthly mortgage payment aren' t  even no t i f i ed  of t h e i r  property 
tax  b i l l  u n t i l  a f t e r  i t  has been paid. 

Taxpayers of ten do not  understand the impact of a change i n  valuation 
on t h e i r  taxes -- t h a t  an increase o r  decrease i n  valuation a f fec t s  the 
proportionate share of taxes, not the t o t a l  amount. 

B. Underassessment must not  be condoned, e i t he r  by s t a t e  law o r  i n  a c t u d  practice, if 
inequi t ies  a r e  t o  be successfully attacked. 

1. Deliberate ~de ra s seasmen t  represents a defiance of the market value standard -- 
I f  property is consistently undervalued year a f t e r  year, it means tha t  s t a t e  
law is being largely  ignored. S t a t e  law requires t ha t  property be valued for  



tax purposes a t  its approximate market value -- what a wi l l ing buyer would 
pay a wi l l ing  seller i n  an arm's length transaction.  

2. Property tax  system should not "reward" underassessment by allowinn the  tax 
burden from overlapping taxing d i s t r i c t s  t o  be sh i f t ed  -- I f  assessment 
l eve l s  a r e  low i n  one county, the impact ought not be f e l t  beyond the county. 

3- Sales r a t i o  s tudies  a r e  a valuable asset  i n  improvinn assessment l eve l s  -- 
These s tud ies  represent the only available information which i l l u s t r a t e s  the 
extent of the p a r t i a l  tax-exemption given extra-legally t o  some proper t ies  
as against  others. The continued c r ed ib i l i t y  of these s tudies ,  however, is 
dependent upon the bes t ,  most up-to-date pro-dures i n  t h e i r  preparation 

4. ~ s a e s s o r a  cannot do t h e i r  lobs adequately i f  subiect  t o  outside pressures - 
An assessor 's  job is essen t ia l ly  one of professional judgment . 0 ther  consider- 
at ions,  such ae the  i n t e r e s t s  of the l oca l  c i t y  council, town board o r  county 
board o r  the i n t e r e s t s  of the owner of the  property, should have no e f fec t .  
I f  pressured by h i s  employer t o  undervalue property, the  assessor w i l l  be 
unable t o  carry out h i s  job a s  required by s t a t e  law. 

5 Present state law does not  give the averane taxpaver a f a i r  chance t o  -veal 
valuations i f  he disagrees with the  assessor 's  judgment -- The present system 
is unfair  t o  the extent  the taxpayer must carry h i s  appeal t o  the employer 
of h i s  assessor; the system is overly complex, and i t  does not provide 
adequate assist,ance t o  a taxpayer t o  challange h i s  valuation. 

6. Present 5% limit on annual increases i n  valuation in te r fe res  with e f f o r t s  
t o  reduce ineau i t i es  -- A s  long a s  the limited market value law remains i n  
e f f e c t ,  it w i l l  not be  possible t o  correct  f o r  differences i n  assessment 
practices.  The l a w  represents a ser ious  setback i n  the  drive f o r  improved 
assessment because, i n  e f f ec t ,  i t  permits assessors t o  ignore current market 
value when assessing res iden t ia l ,  including seasonal, and farm property. A l l  
they 'have t o  do is  look a t  l a s t  year 's  value and add no more than 5%. 

C. A Sta t e  policy which provides tha t  cer ta in  broad categories of property Pay 
~ r o ~ o r t i o n a t e l y  more than others is not necessari ly inconsistent  with equity- - But the  c l s s s i f i c a t i m  system becomes inequitable when l o c a l i t i e s  Rust assume 
the "cost" of ce r ta in  state-imposed spec ia l  c lass i f ica t ions  . 
1. No compelling need e x i s t s  t o  make major changes i n  broad, long-standing 

c lass i f ica t ions  of property -- The s t a t e ' s  overal l  tax system has adjusted 
t o  the long-standing c lass i f ica t ions  which p l ace , a  higher percentage of the 
value of business property on the tax r o l l s  than res iden t ia l .  While 
the c lass i f ica t ion  system is cumbersome, no compelling need e x i t s  t o  make 
changes which would produce major s h i f t s  i n  tax burden among the various 
classes.  Nevertheless., the system contains too many special  classes which 
apply t o  only s e l ec t  numbers of properties.  



2. Neither r e n t a l  nor owner-occupied housinp should receive favored tax 
._ treatment over the  o the r  -- It is c l e a r  t h a t  when only the  property t a x  

c l a s s i f i c a t i o n  s y s  tern is considered, owner-occupied property receives favor- . 
ed treatment over renter-occupied property. But when al l  income t ax  deductions 
and c r e d i t s  t o  the  owner-occupant, landlord and r e n t e r  a re  considered, i t  
is d i f f i c u l t  t o  conclude whether property taxes on r e n t a l  property should be 
reduced r e l a t i v e  t o  homestead property. But, i f  the  system leans  i n  any 
d i rec t ion ,  i t  would appear t o  favor the  homeowner over the  
r e n t e r  . Consequently, i f  f u r t h e r  b e n e f i t s  are contemplated f o r  homeowners, 
at  least equal b e n e f i t s  should be extended t o  r e n t e r s  s o  as n o t  t o  d i s r u p t  the  
present  balance. 

3. Loca l i t i e s  unfa i r ly  bear  burden of s p e c i a l  housing c l a s s i f i c a t i o n s  -- The 
state has reduced the  taxable  va luat ion  of federal ly-subsidized r e n t a l  housing 
f o r  low and moderate income persons. This means the  valuat ion  of such 
property i a  lower than i t  otherwise would be, which means, i n  turn,  t h a t  the  
o the r  taxpayers i n  the  communities where such housing is located are bearing 
the burden of the  low-income subsidy themselves. I f  anything, such a l a w  
represents  a dis- incentive t o  allow such housing wi th in  a community The 
state has ordered s i m i l a r  reduced valuat ions  f o r  b l ind  and paraplegic  
homesteads, meaning, too, t h a t  o the r  taxpayers i n  l o c a l i t i e s  where such home- 
s t eads  a r e  located  p ick  up the  cos ts .  

The l a r g e s t  l o c a l  housing subsidy through t h e  c l a s s i f i c a t i o n  system is the  
reduced c l a s s i f i c a t i o n  percentage (25%) provided f o r  the  f i r s t  $12,000 
worth of homestead value. Its impact is f e l t  pr imar i ly  i n  those l o c a l i t i e s  
which have a larger-than-average proport ion of lower-priced homesteads. 

4. Tax-exempt c l a s s i f i c a t i o n s  have s i m i l a r  impact -- For c e r t a i n  kinds of tax- 
exempt property no p a r t i c u l a r  b e n e f i t  t o  the  community o f f s e t s  the  t ax  
exemption -- such a s  church-owned dwelling u n i t s  o r  business-type enterpr ises .  
But the  cos t  of the  tax-exemption is passed onto the  o the r  taxpayers i n  the  _ l o c a l i t i e s  where the exempt property is located.  

5 .  Railroad and telephone and telegraph property f a l l s  i n t o  the  same category, 
bu t  with a s l i g h t l y  d i f f e r e n t  t w i s t  -- L o c a l i t i e s  have no voice i n  the s t a t e ' s  
exemption of such property from property taxes. Nor do they share  i n  the  
11 i n  l ieu" gross earnings taxes paid by the  r a i l r o a d  and telephpne and telegraph 
proper t ies .  

6 .  But l o c a l i t i e s  should bear  f u l l  burden of "exemptions" granted a t  t h e i r  own 
d i s c r e t i o n  -- Under tax-increment f inancing a c i t y  government may withhold 
c e r t a i n  va luat ion  from the  o f f i c i a l  t a x  base  f o r  a period of t i m e .  This 
ac t ion  a f f e c t s  c i t y  taxpayers and taxpayers i n  overlapping taxing d i s t r i c t s ,  
who have no voice as t o  whether such an exemption should be granted. 

Much more ca re fu l  analys is  needs t o  be  made on the  long-term po ten t i a l  impact 
of tax-increment financing. We do n o t  quar re l  with a l o c a l i t y ' s  taking 
ac t ion  t o  s t imula te  redevelopment. But excessive use of the  t ax  increment 
as a f inancing t o o l  has se r ious  implicat ions f o r  property taxpayers. 

. D. The state's present  levy and a i d  p o l i c i e s  do not  adequately redress  the  d i f ferences  
i n  property taxes  which are caused by f a c t o r s  beyond l o c a l  control .  



1. Non-discretionarv levies  vroduce ineauitable differences i n  m i l l  r a m  - 
A s ign i f ican t  portion of l oca l  property tax levies  are  non-discretionary. 
That is, a l oca l  un i t  of government is required t o  levy a s e t  amount of 
do l la r s  t o  carry out  obligations required by law.  This does not necessari ly 
produce d i f fe ren t  tax ra tes .  For example, the l oca l  property tax support 
fo r  school operating expenditures up t o  the statewide average per pupil  
uni t  is v i r t ua l l y  non-discretionary , but the  s t a t e  has adjusted the school 
a id  formula so  the l oca l  m i l l  r a t e s  do not vary (other than f a r  differences 
i n  assessment p rac t ices . ) .  But no s t a t e  adjustment is provided for  several  
o ther  non-discretionary levies.  Among inequi t ies  : (a) county lev ies  fo r  
welfare (b) intra-county differences i n  health care l ev ies  (c) spec ia l  school a 

pension lev ies  i n  Minneapolis and st.  Paul which a re  non-existent i n  other  
school d i s t r i c t s  (d) municipal pension levies  throughout the s t a t e  . 

2. Present c i t y  government a id  formula is underfunded -- Sama cities do not  
receive a l l  the property tax r e l i e f  t o  which they are  en t i t l ed ,  meaning 
property tax r a t e  differences are  accentuated, because the present a i d  
formula is underfunded. The underfunding' occurs because of a "grandfather" 
provision i n  the formula which guarantees some c i t i e s  a minimum amount based 
on what they received i n  the past .  The grandfather provision siphow off 
funds from some other c i t i e s ,  thereby reducing t h e i r  actual  a i d  below t h e i r  
enti t lement . 
Present a i d  formula is desimed t o  a s s i s t  c i t i e s  i n  greates t  need but i t  m a y  
present d i f f i c u l t i e s  i n  -- The formula, which r e l a t e s  a c i t y ' s  
entitlement t o  its authorized tax levy as a proportion of a l l  c i t i e s '  
authorized tax  levies  i n  an area,  serves effect ively  t o  d i s t r i bu t e  the 
la rges t  shares t o  c i t i e s  i n  greates t  need of revenue. However, i t  has some 
deficiencies i n  the long run as a property tax  r e l i e f  fonnula because 
cities' shares a r e  re la ted  t o  the amounts they a re  authorized t o  levy i n  
property taxes. 

4. S t r i c t  levy l i m i t s  f o r  c i t y  governments can be tolerated a t  the time when 
s t a t e  a id  is expanded but not permanently -- We recognize the prac t ica l  
need to  impose f a i r l y  t i gh t  levy l i m i t s  on c i t i e s  when s t a t e  a id  is  expanded, 
80 tha t  taxpayers see the f u l l  impact of the increased aid i n  reduced property 
taxes. Philosophically, however, we believe a locally-elected un i t  of 
general government should be able to determine -- and be held accountable 
f o r  -- incremental increases i n  the local  property tax. (With respect t o  
school d i s t r i c t s ,  where s t a t e  i n t e r e s t  i n  expenditure levels  is,wtch more 
d i r ec t ,  we would not support greater  l oca l  discretion.)  Present methoda of 
focusing accountability a r e  not adequate, because locally-elected un i t s  of 
general government are  not i n  a posit ion t o  accept f u l l  responsibi l i ty  fo r  
increases i n  the property tax. 

The property tax  s t i l l  represents too great  a burden 'on some lower-income property 
owners. But changes i n  s t a t e  law t o  reduce the overburden must be undert-&@n with 
g r e a t  care t o  avoid unexpected and undesirable s ide  e f fec t s .  

1. Property tax s t i l l  not suf f ic ien t ly  progressive r e l a t i ve  t o  lowest-valued 
Properties -- While i n  Minnesota the tax r a t e  on homestead' property 
generally increases with the value of the property, the tax r a t e  is 
proportional t o  value among lowest pr ice  homesteads, which works to  the  
disadvantage of lower-income households. A tax r a t e  on res iden t ia l  housing 
should be progressive r e l a t i ve  t o  the value of the housing ju s t  a s  the tax 
r a t e  on res iden t ia l  income should be progressive re la t ive  t o  the s i ze  of 
income. 



2. Debt-exclusion i n  homestead c r e d i t  is u n f a i r  t o  lower-priced homes -- The 
present  homestead c r e d i t  does not  apply t o  the  port ion of t h e  homestead tax - b i l l  f o r  municipal, county and s p e c i a l  d i s t r i c t  debt  l e v i e s ,  a f e a t u r e  which. 
a f f e c t s  lower-priced homes t h a t  have not  y e t  reached the  $325 maximum c r e d i t .  
It has the  e f f e c t ,  therefore ,  of reducing the  amount of c r e d i t  lower-priced 
homes receive r e l a t i v e  t o  higher-priced homes. 

Absolute f r eeze  on property taxes n o t  equ i t ab le  -- The 1973 Legis la ture  
provided t h a t  property taxes would be frozen i n  absolute d o l l a r s  when a 
person reaches age 65, regardless  of income. This  provision is in addi t ion  t o  
another program which provides f o r  s t a t e  refunds t o  e l d e r l y  persons with 
household incomes under $6,000, based on property taxes paid. Freezing 
property taxes f o r  a l l  e l d e r l y  persons, regardless  of income, i s  mainly a 
b e n e f i t  t o  middle-and-higher income e l d e r l y  persons. There is no equ i t ab le  
reason t o  impose an absolute  f r eeze  on any group of taxpayers f o r  no o the r  
reason than the age of t h e  taxpayer. It is d i r e c t l y  contrary,  of course, 
r e l a t i n g  the  t a x  t o  the value of the  property. The $6,000 c e i l i n g  may be 
too  low. I f  s o ,  t h a t  problem should be at tacked d i r e c t l y .  

4. A new approach now under considerat ion,  t o  provide s i g n i f i c a n t  ~ r o ~ e r t Y  t ax  
r e l i e f  t o  lower-income households, would r e l a t e  the  propertv t a x  t o  the  income 
of t h e  occupant. I t s impact  would be much broader than reducing property 
taxes f o r  lower-income individuals  -- The  overn nor's proposal t o  the  1975 
Legis la ture  would l i m i t  property taxes  f o r  non-elderly hameowners t o  1.5% 
of household income (with a $425 l i m i t  on t o t a l  state r e l i e f . )  For e l d e r l y  
homeowners the  limit would be $625. The absolute f reeze  on property taxes 
f o r  t h e  e l d e r l y ,  adopted by the  Legis la ture  i n  1973, would be continued. 
The 1.5%-of-income proposal,  sometimes ca l l ed  a "circuit-breaker:* would renlace 
the  current  homestead r e l i e f  program under which the  s t a t e  pays 45% of the 
homeowner's property taxes ,  t o  a maximum of $325. The state's r e n t  c r e d i t ,  
now based on 10% of r e n t  going f o r  taxes,  with a maximum s t a t e  c r e d i t  of $120 
Per r e n t e r  household, would be changed t o  20% with a maximum c r e d i t  of $425 
pe r  r e n t e r  household. 

a. Its p o s i t i v e  aspects:  

-- Low-income taxpayers would rece ive  s u b s t a n t i a l  benef i t  -- The 1.5%-of- 
income proposal would reduce s i g n i f i c a n t l y  t h e  regressi,vi ty  of the  
property t ax  f o r  lower-income households. For example, a family with 
a household income of $3,300 annually and l i v i n g  i n  a $17,500 
house now pays approximately 8.9% of income i n  property tax. Under the 
1.5%-of -income proposal,  t he  percentage would drop t o  about 2.8%. (See 
char t  on page 52 f o r  f u r t h e r  examples.) 

-- Renters would gain considerably -- The r e n t e r  c r e d i t ,  begun i n  1967 with 
the homestead c r e d i t ,  has cons i s t en t ly  been much lower per  household 
than the  homestead c red i t .  Today the  maximum homestead c r e d i t  is $325, 
and the maximum r e n t e r  c r e d i t ,  $120. The 1.5%-of-income proposal 
would br ing  both of these t o  $425. 

-- Middle-income persons would benef i t ,  too -- Roughly 46.0% of the  s t a t e ' s  
homesteads would pay exact ly  1.5% of income i n  property tax. Another 
24.3% would pay between 1.5% and 3% of income, and only 24.7% would 
pay more than 3% of income i n  property tax. Today about 43% of the  
homesteads nay be paying more than 3%. 

* see page 20 f o r  explanation and discussion of t h i s  term 



-- Actual property taxes levied  would become more v i s i b l e  -- Today, because . 
t he  s t a t e  s t e p s  i n  and pays p a r t  of the  homeowner's t a x  b i l l  -- before 
he receives i t  -- the homeowner does not  "feel" the  f u l l  impact of tk 
l o c a l  property t a x  a s  levied  on h i s  property. Under the  1.5%-of-income 
proposal, t he  homeowner would pay d i r e c t l y  the  e n t i r e  property t ax  . 
as lev ied ,  which would mean h i s  property t a x  b i l l  would increase .  H e  
would then receive ,  sepa ra te ly ,  a check from the  s t a t e  as necessary 
t o  keep h i s  burden within the  1.5% category, with a maximum payment of 
$425. 

b. Its more questionable aspects:  

-- Lump sum refunds t o  o f f s e t  an increase  i n  property taxes payable would 
requi re  adjustments i n  many famil ies '  budget olanninq -- Currently,  
f o r  persons who pay t h e i r  property taxes monthly as p a r t  of t h e i r  
mortgage payment, the  monthly payment is lower than i t  would be i f  
the  taxpayer were required t o  pay t h e  gross amount, before the  deduction. 
Under the  1.5%-of -income proposal,  property taxpayers would rece ive  a 
lump sum refund as t h e i r  r e l i e f  payment, which they could use t o  he lp  
pay t h e i r  property taxes. But t h e i r  a c t u a l  property taxes payable 
would increase.  For persons who pay t h e i r  property taxes  a s  p a r t  of 
t h e i r  monthly mortgage payment, the  monthly payment would increase .  
I f  a taxpayer has been a t  the  $325 c r e d i t  maximum, the  increase  i n  
monthly payment, because of the  chaxige, would be $325 divided by 12 
months, o r  about $27 a month. Families i n  such s i t u a t i o n s  would have 
t o  budget t h e i r  lump sum refund t o  ad jus t  t o  the  monthly increase  i n  
t h e i r  mortgage payment. 

- - A  d i f f e r e n t  d e f i n i t i o n  of income would be  required -- The 1.5%-of-income 
proposal would be based on a d i f f e r e n t  d e f i n i t i o n  of income from t h a t  
used now on s t a t e  income t ax  forms. Certain forms of income, such as 
income from tax  exempt government bonds, c a p i t a l  gains no t  included 
i n  adjusted gross income, cash welfare a s s i s t ance ,  unemployment insurance 
and workman's compensation would be added. A new form of audi t ing  would 
be required t o  check on accuracy of repor t ing .  Relat ing a b i l i t y  t o  pay 
gross income would represent  a new concept. 

-- Property t ax  becomes an income t ax  f o r  l a rge  number of taxpayers -- 
A Ci t izens  League analys is  of da ta  provided by the  Minnesota Tax Study 
Commission i n d i c a t e s  t h a t  almost one-half of the  non-elderly, non- 
farm homesteads i n  the  s t a t e  could end up paying 1.5% of household 
income i n  property tax. I n  o u t s t a t e  smal l  towns as high as three-f i f ths  
of t h e  homesteads could be a t  1.5%. Thus, f o r  l a rge  number of taxpayers 
t h e  property t ax ,  i n  e f f e c t ,  would be replaced by a 1.5% gross income 
tax. Af ter  an i n i t i a l  adjustment t o  a bigher property t a x  b i l l  
(because, a s  noted above, property taxes  a c t u a l l y  payable by t h e  
homeowner would increase) ,  taxpayers' i n t e r e s t  i n  t h e  l e v e l  of the  
property t a x  would become academic, i f  such taxpayers f a l l  i n  the  1.5% 
category. 

-- Many taxpayers would pay more -- Currently,  roughly 20% of the  s t a t e ' s  
non-elderly, non-farm homesteads a r e  paying less than 1.5% of income i n  
property tax. The League's analys is  reveals  t h i s  number could drop t o  
about 5% of the  homesteads under the  Governor's proposal.  It appears 
t h a t  persons who now pay less than 1.5% of the  income i n  property tax  



a r e  concentrated more heavily i n  o u t s t a t e  c i t i e s  and smal l  towns than 
i n  the  metropolitan area.  For example, the  League analys is  shows about 
35.9% of the  non-elderly, non-farm homesteads i n  o u t s t a t e  c i t i e s  of l e s s  than 
2,500 population now a r e  paying less than 1.5% of income i n  property 
tax. This percentage could drop t o  about 13.5% under the   overn nor's 
proposal. I n  non-metropolitan outs  t a t e  c i t i e s  of more than 2,500 
population the  percentage now is about 26.7% and could drop t o  about 5.5%. 

-- For some taxpayers. change i n  m i l l  r a t e s  would n o t  b r i n ~  any ch- 
i n  tax  burden -- I f  a taxpayer is paying no more than 1.5% of income 
and is n o t  y e t  a t  the maximum c r e d i t  of $425, increases  i n  l o c a l  m i l l  
r a t e s  would not  a f f e c t  h i s  tax  burden. For c e r t a i n  combinations of 
income and house value,  the  m i l l  r a t e  change could be 50 mills o r  more 
before any increase  i n  t ax  would be  f e l t  by t h e  homeowner. 

Depending upon how many taxpayers would f a l l  i n  t h i s  category (and i t  
is c l e a r  from the  League's analys is  t h a t  many would be a t  t h e  1.5% 
l e v e l ) ,  t he  Legis la ture  would f ind  i t  necessary t o  impose even 
t i g h t e r  levy limits on l o c a l  governments. It is n o t  l i k e l y  t h a t  the  
Legis la ture  would automatical ly fund whatever increase  i n  m i l l  r a t e  
occurred a t  the  l o c a l  level .  The r e s u l t  would be a f u r t h e r  diminution 
of l o c a l  government . 

-- For some taxpayers, c h a n ~ e s  i n  house values would no t  b r ina  any change 
i n  t ax  burden -- Under the  1.5%-of-income proposal,  a range of house 
values would e x i s t ,  f o r  each income l e v e l ,  within which the  property 
t ax  would be t h e  same. This range would be a t  l e a s t  a s  wide as $10,000 
of house value a t  almost a l l  income l e v e l s  and i n  some cases would 
be a s  much as $14,000 o r  more. Thus persons could move i n t o  more 
expensive houses and pay no more taxes o r ,  conversely, move i n t o  
l e s s  expensive houses and not  have taxes reduced. 

- An underlying assumption, t h a t  of widespread property t a x  over- 
burden, can be s u b j e c t  t o  some quest ion -- Figures from the  Minnesota 
Department of Revenue reveal  t h a t  i n  1974, the  n e t  property t a x  payable 
was less than $440 f o r  about 72.6% of the  owner-occupied households i n  
the  s t a t e .  The n e t  t a x  payable w a s  less than $338 f o r  57.0% of the  
homesteads; less than $237 f o r  40.3%, and less than $139 f o r  22.9%- 
(see page 49 of the background sec t ion  f o r  a regional  breakdown of these 
f igures ) .  With a property t a x  of $135, a household would need an income 
of less than $4,500 annually f o r  the tax  t o  exceed 3% of income. 

What is uncer ta in ,  of course, is how many lower-income homeowners a r e  
ac tua l ly  paying an extraordinary percentage of t h e i r  income i n  property 
taxes. The Ci t izens  League ana lys i s  of income-house value re l a t ion-  
Ships a s  determined by t h e  U. S. Census indica ted  t h a t  approximately 
8.4% of the  non-elderly, non-farm homesteads today were both (a) paying 
more than 3% of income i n  property tax  and (b) f a l l  i n  a category i n  
which the sum of the  house value and household income was less than 
$35,000. Under the  1.5%-of-income proposal the  number i n  t h i s  
category drops s i g n i f i c a n t l y  but  does not  disappear, t o  about 3.9% of 
the  non-elderly , non-f arm households. 



R E C O M M E N D A T J O N S  

We recommend f i r s t  p r i o r i t y  today be given t o  reducing the  i n e q u i t i e s  i n  proper ty  
tax l e v e l s  among va r ious  taxpayers  w i th in  and between l o c a l i $ i e s ,  t h a t  is, where . 
s i m i  l a r l y - s i t u a t e d  taxpayers pay g r o s s l y  unequal taxes f o r  reasons ~ v t s i d e  local 
d i sc re t ion .  We b e l i e v e  the  proper ty  t a x  should be continued as an important  element 
i n  Minnesota's s t a t e - loca l  f i s c a l  qys tem, although i t  ' probably should be s l i g h t l y  
reduced over  t i m e .  

B. Correct  f o r  underassessmenc of  p rope r ty  by (1) commitment t o  a market value_ 
s tandard  (2) a d j u s t i n g  l e v i e s  of  tax ing  d i s t r i c t s  which c ros s  county boundaries  
(3) improving, sales r a t i o  s t u d i e s  ('4) i n s u l a i i n g  a 'ssessors  from o u t s i d e  p re s su re  
( 5 )  improving taxpayer  access t o  t he  appea ls  procesg (6) repea i ing '  t h e  5% limit 
on va lua t ion  increase@.  

1. Commit t o  a market va lue  s tandard  -- We recommend t h a t  t h e  L e g i s l a t u r e  enforce  
i ts  own d i r e c t i v e  t h a t  t h e  b a s i s  of t h e  proper ty  t a x  i s  c o r r e c t  market 
va lue  -- what a w i l l i n g  buyer w i l l  pay a w i l l i n g  seller i n  an arm's l eng th  
t r a n s a c t i o n .  

2. Adlust levies of tax ing  d i s t r i c t s  which c ros s  county boundaries -- We 
recommend t h a t  t he  L e g i s l a t u r e  expand the  equa l i za t ion  process  now l i m i t e d  
t o  adjustments  of  l e v i e s  between school  d i s t r i c t s  t o  include:  

* Levies w i th in  t h e  same school  d i s t r i c t ,  b u t  which c ros s  county boundaries.  

* Levies by o t h e r  u n i t s  o f  government which c ros s  county boundaries.  

The Commissioner of Revenue would a d j u s t  t h e  d o l l a r  l e v i e s  between t h e  countigs  
60 88 t o  compensate f o r  d i f f e r e n t i a l  p roper ty  assessment from one county t o  
another .  . . .. . . . . 

3. Improve s a l e s  r a t i o  s t u d i e s  -- We recommend t h a t  t h e  Leg i s l a tu re  g ive  continued 
support  t o  improve t h e  Department of Revenue's s a l e s  r a t i o  s t u d i e s ,  u t i l i z i n g  
t h e  most up-to-date procedures poss ib l e .  We recommend t h a t  t h e  r e s u l t s  of t h e  
s t u d i e s  cont inue t o  be  publ ished and t h e  methodology i n  making the  s t u d i e s  a l s o  
be made r e a d i l y  a v a i l a b l e  t o  taxpayers  ac ros s  t h e  s t a t e .  

4 .  I n s u l a t e  a s se s so r s  from ou t s ide  p re s su re  -- We recommend t h a t  a s se s so r s  be 
pro tec ted  from a r b i t r a r y  d i smis sa l  by t h e i r  appoin t ing  a u t h o r i t i e s .  This  would 
be accomplished by: 

* Removing c u r r e n t  l i m i t s  on t h e  terms of o f f i c e  of a s se s so r s .  

* A f t e r  a probat ionary  pe r iod ,  p l ac ing  every c e r t i f i e d  a s ses so r  under t h e  
p r o t e c t i o n  of t h e  s t a t e  merit personnel  p l an ,  under which an a s ses so r  could 
b e  removed only f o r  cause o r  wi th  t h e  approval  of t h e  Commissioner of Revenue. 
This would inc lyde  every designated chief  a s s e s s o r  and a l l  employees who 
a l s o  are c e r t i f i e d  a s s e s s a r s .  

5. Improve taxpayer access  t o  t h e  appea ls  process  -- We recommend t h a t  t h e  
p re sen t  system by which a r e s i d e n t i a l  taxpayer  may appeal  t h e  va lua t ion  of 

h i s  proper ty  be improved i n  t h e  fol lowing ways: 



* The Legis la ture  would guarantee t h a t  every taxpayer is f u l l y  informed, i n  a 
complete and understandable fashion,  of the  s t e p s  i n  the  appeals process 
when n o t i f i e d  of the  proposed va lua t ion  of h i s  property. 

I f  a taxpayer has a quest ion about h i s  va luat ion ,  h i s  f i r s t  s t e p  would be 
t o  contact  h i s  assessor .  I n  such a v i s i t  t he  taxpayer would be e n t i t l e d  
t o  request and receive  : 

-- s a l e s  r a t i o  information f o r  h i s  community a s  reported by the  Department 
of Revenue 

-- information on recent  s e l l i n g  p r i c e s  of property i n  h i s  neighborhood 
and community a s  r e f l e c t e d  on the  c e r t i f i c a t e s  of r e a l  estate value 
which are given t o  the assessor  by the  county r e g i s t e r  of deeds. 

Af ter  such consul ta t ion  the assessor  would n o t i f y  the  taxpayer, i n  some 
formal communication, of h i s  decision.  

* I f  the taxpayer f e e l s  he has  f a i l e d  t o  receive a s a t i s f a c t o r y  s o l u t i o n  t o  
h i s  problem i n  d i r e c t  contac t  with h i s  assessor ,  he would be allowed 
t o  appeal  t o  a concil iat ion-type cour t ,  probably organized wi th in  the  frame- 
work of the  s t a t e  d i s t r i c t  court  system. The cour t  would name re fe rees  who 
would be knowledgable about r e a l  e s t a t e  values t o  hear  and decide such 
appeals. The taxpayer would receive adequate a s s i s t ance  i n  f i l l i n g  out  
forms s o  t h a t  l e g a l  counsel would n o t  be required. The concil iat ion-type 
cour t  would be designed s p e c i f i c a l l y  f o r  owners of property below a c e r t a i n  
value,  say,  below $75,000-$100,000. Above t h i s  l e v e l  the taxpayer would carry  
h i s  appeal  d i r e c t l y  t o  d i s t r i c t  court .  

* I n  carrying such an appeal  the  taxpayer would be e n t i t l e d  t o  an independent 
a p p r a i s i a l  of h i s  property,  with a reasonable cont r ibut ion  of h i s  own t o  
he lp  defray the  cos t ,  say ,  $25 f o r  homeowners. 

* The l o c a l ,  county, and s t a t e  boards of equal iza t ion  would no longer make 
decisions on individual  appeals but  would r e t a i n  whatever au thor i ty  
they now have f o r  making blanket  adjustments i n  valuat ions.  

6. Repeal 5% l i m i t  on valuat ion  increases  -- We recommend immediate r epea l  of 
the law passed two years ago which l i m i t s  annual increases  i n  va luat ion  of 
r e s i d e n t i a l ,  farm and lakeshore property t o  no more than 5X, regardless  of 
previous valuat ion.  The repea l  should apply t o  va luat ions  being determined 
i n  1975 f o r  taxes payable i n  1976. 

C. Make the  s t a t e  -- no t  j u s t  o ther  taxpayers i n  se lec ted  l o c a l i t i e s  -- assume the* 
burden of special s t a t e  treatment of c e r t a i n  types of property,  most s p e c i f i c a l l y ,  
the tax b e n e f i t s  given t o  federal ly-subsidized housing and the  d i f f e r e n t  method 
of taxing r a i l r o a d  and telephone and telegraph property. 



1. Change c l a s s i f i c a t i o n  of federally-subsidized housing -- We recommend t h a t  
- t he  s t a t e  d i r e c t l y  subs id ize  the  owners of federally-subsidized housing f o r  a 

por t ion  of t h e i r  property taxes and discontinue the  present  p rac t i ce  of 
grant ing  a lower c l a s s i f i c a t i o n  t o  such p roper t i e s ,  which simply s h i f t s  t h e  
burden t o  o the r  taxpayers i n  the l o c a l i t i e s  where such property ,is located.  
The s p e c i a l  c l a s s i f i c a t i o n s  f o r  the b l ind  and paraplegic should be handled 
the same way. 

2. Give l o c a l i t i e s  a share  of the  gross  earnings taxes paid by ra i l roads  and 
telephone and telegraph companies -- We support the    over nor's recommendation 
t o  the  1975 Legis la ture  t h a t  the  s t a t e  earmark a por t ion  of gross earnings 
taxes paid by ra i l roads  and telephone and telegraph companies f o r  l o c a l  - 

governments. This could be a c c q p l i s h e d  by d i s t r i b u t i n g  the  funds through 
the  present  municipal a i d  formula. 

3. Have s t a t e  pay cos t  of any increase i n  homestead exemption -- We do not  
be l ieve  an increase  i n  the  homestead exemption c l a s s i f i c a t i o n  above the  present  
$12,000 l e v e l  is des i rab le .  It would unnecessari ly,  and probably u n f a i r l y  
d i s rup t  the  present  d i s t r i b u t i o n  of property taxes between homestead and non- 
homestead proper t ies  and between different-valued homesteads. But i f  any 
such change is made, the  s t a t e  a s  a whole, no t  the  o the r  taxpayers i n  the  
l o c a l i t i e s  where such property is located,  should pay t h e  cos t .  

D. Help reduce d i f fe rences  i n  property tax r a t e s  among l o c a l i t i e s  by making non- 
d i sc re t ionary  rates a s  uniform a s  poss ib le  from l o c a l i t y  t o  l o c a l i t y .  Ease levy 
l i m i t s  on c i t y  governments. 

1. Phase out  d i f ferences  caused by non-discretionary teachers '  pension levies -- 
We recommend t h a t  the  Legis la t ive  Retirement Study Commission be charged with 
developing a s p e c i f i c  proposal f o r  discontinuing the  s p e c i a l  property t a x  
l e v i e s  f o r  teachers'  pensions which e x i s t  i n  Minneapolis and S t .  Paul  but  
nowhere else i n  the  state. Retention of the  d i f f e r e n t i a l  is incons i s t en t  with 
the  state's pol icy  of equal iz ing  t ax  r a t e s  f o r  schoola across  the  state. I f  

'necessary ,  the  separa te  pension p lans  f o r  these c i t i e s '  teachers  ahould be 
abolished and replaced by t h e  statewide plan, which a l s o  would permit teacherg 
t o  move between Minneapolis and S t .  Paul  and o ther  d i s t r i c t s  i n  the  state and 
r e t a i n  pension benef i t s .  Actual pension b e n e f i t s  a re  l a rge ly  comparable f o r  
teachers today, whether i n  Minneapolis, St.  Paul  o r  the  s t a t e e d e  plan. The 
s p e c i a l  t a x  l e v i e s  i n  the  c e n t r a l  c i t i e s  apparently a r e  needed mainly because 
teachers under the  statewide plan a r e  covered by Soc ia l  Securi ty,  while the 
c e n t r a l  c i t y  teachers are not .  The employer's cont r ibut ion  f o r  Soc ia l  Secur i ty  
is not  based on funding fu tu re  l i a b i l i t i e s  t o  the  same ex ten t  as the  
cont r ibut ion  f o r  the  teachers  pension plan. Thys t he  employer's cont r ibut ion  
under t h e  statewide plan is somewhat less. Another f a c t o r  is t h a t  u n t i l  a few 
years ago b e n e f i t s  under the  statewide plan were much less than those i n  
Minneapolis and St .  Paul,  meaning t h a t  r e t i r e d  teachers i n  the  c e n t r a l  c i t i e s  
have been receiving higher pensions f o r  a longer period of t i m e .  

2. Eliminate d i f ferences  caused by welfare l e v i e s  -- We recommend f u l l  state 
funding of welfare payments, thereby ending the  d i f f e r e n t  m i l l  r a t e s  from 
county t o  county f o r  welfare,  which- vary only because of d i f f e r e n t  numbers 
of persons on welfare. 



3. Eliminate differences caused by health levies -- We recommend tha t  the  tax 
r a t e  f o r  the Hennepin County medical center be uniform throughout the  county 
and tha t  the present d i f f e r en t i a l  r a t e  between Minneapolis and the  r e s t  of ' 

the county be discontinued. 

4. Reduce differences caused by non-discretionary municipal pension lev ies  -- 
We recommend tha t  the s t a t e  reduce differences i n  property tax r a t e s  which 
are a t t r ibu tab le  t o  d i f f e r e n t i a l  pension lev ies  by municipalities. Because 
of the complexity of t h i s  issue,  involving a var ie ty  of plans and, fo r  some 
employees, benefit  levels ,  we recammend tha t  the  Legislature charge the  
Legislative Retirement Study Commission t o  develop spec i f i c  recommendations 
on how a more equitable funding approach should be carried out. I f  necessary, 
a l l  municipal employees i n  the s t a t e  should be placed under the same pension 
plan 

5. Ease levy l im i t s  on c i t y  governments -- We recommend tha t  c i t y  government 
levy l im i t s  be eased and, possibly, phased out, i f  accompanied by a change 
i n  the method by which c i t y  governments would be held accountable fo r  levy 
increases. To improve accountability, c i t y  governments would be required t o  
send separate b i l l i ngs  -- f o r  the c i t y  government portion of the tax b i l l  
only -- t o  a l l  taxpayers, Perhaps a notice,  with an estimated tax b i l l  f o r  
the coming year, a l so  could be mailed i n  advance t o  a l l  taxpayers, announcing 
hearings on the  upcoming year 's  levy proposal. This reconmendation applles 
onty t o  c i t y  governments, which levied 19,5% of a l l  property taxes i n  the 
s t a t e  i n  1974. We do not recomnend easing levy l imi t s  fo r  other un i t s  of 
government, such as school d i s t r i c t s  and counties, 

E, Ease the tax burden on lower-valued homes and renters  through fur ther  improvements 
i n  homestead and renter  c red i t s .  Develop other  a l t e rna t ives  t o  provide assistance 
t o  lower-income households. In t he  meantime, s e t  as ide  immediate action on 
proposals whicb would dramatically change the property t ax  a s  we know it today. 

1- Reduce the property tax on lower valued homes -- We recamend tha t  the 
Legislature adjust  its present property tax  c red i t  provisions t o  reduce 
fur ther  the property tax on lower-valued homes, For example, a t o t a l  
exemption of the f i r s t  $100 of property tax would bring the net  tax as a 
percent of the market value of the property w e l l  below l% f o r  lower valued 
properties. We reconanend comparable improvements in the rentet; c red i t ,  
fo r  example: a $55 increase i n  the maximum ren te r  c red i t ,  above the current 
maximum of $120; a minimum ren te r  c r e d i t  of $100 per household, and 
increase i n  the percentage of rent  e l i g i b l e  f o r  c red i t  from 10% to  20%. 
(A $55 increase i n  the maximum ren te r  c r ed i t  would be equivalent to  the 
do l la r  increase i n  the homestead c r ed i t  which most homesteads below the maximum 
would receive with a t o t a l  exemption of the f i r s t  $100 of property tax). 
Another example would be t o  exempt a higher amount of the homestead tax,  say, 
the f i r s t  $200, while re ta ining the $325 maximum, and making the ren te r  
benef i ts  iden t ica l ,  t h a t  is, a $200 c r ed i t  f o r  the  f i r s t  $200 of rent, and 
45% of the balance t o  a maxiwlm ren t  c r ed i t  of $325. 

We do not advocate an increase i n  the maximum homestead c red i t  above $325- 
But i f  the Legislature were to  provide an increase, we recommend a t  l e a s t  an 
accompanying dollar-for-dollar increase i n  the ren te r  c red i t  maximum. 



Eliminate the  debt exclusion f ram the  homestead c r e d i t  - The benef ic ia r i e s  
of such a s t e p  would be the  owners of lower-valued homes which have no t  y e t  
reached the  maximum cred i t .  

Retain elderly-disabled c r e d i t  but  n o t  absolute f reeze  -- We accept the  
present property-related income t a x  c r e d i t s  f o r  t h e  low-income e l d e r l y  and 
disabled. But t h e  add i t iona l  absolute property t a x  f reeze  f o r  the  e l d e r l y ,  
regardless of income, should be repealed. I n  i ts  place the  present income 
l i m i t  on the e l d e r l y  c r e d i t ,  now a t  $6,000, should be ra ised .  

Develop o the r  a l t e r n a t i v e s  t o  provide ass is tance  t o  low-income households. 
I n  the  meantime, set as ide  immediate ac t ion on proposals which would dramati- 
c a l l y  change t h e  property t a x  as we know i t  todax -- We recommend t h a t  
the  Legis la ture  give high p r i o r i t y  t o  state ass is tance  t o  lower-income 
households, which are i n  urgent need of help. This i s  a question of income 
support,  which was beyond the  scope of t h i s  repor t ,  but  w e  have been made 
aware of many p o s s i b i l i t i e s  which work within the  context of the  income t a x  
and which do no t  necessa r i ly  involve complications with t h e  property tax. 
Too much re l i ance  on t h e  property tax  f o r  lower-income housing ass i s t ance  
produces negative s i d e  e f f e c t s  without r e a l l y  making a s i g n i f i c a n t  contr ibution 
towards solving the  problems of lower income households. 

While i t  may be tha t  some form of income-adjusted property t a x  r e l i e f  
may be useful ,  we recommend the  Legis la ture  subject  t h e  1.5%-of-income 
proposal t o  t h e  broadest poss ib le  analys is .  This should include a review 
of our f indings  and conclusions and t h e i r  implicat ions.  Further,  the  
Legislature should seek testimony on the  nature  of t h e  p a r t i c u l a r  problems 
facing low-income households, including a l l  housing cos ts  and o the r  burdens. 
It should then devise the  bes t  so lut ion from among the  a l t e rna t ives .  

These s t eps  should be taken before the  Legis la ture  decides whether t o  
adopt the  1.5%-of-income proposal,which would fundamentally change the  
nature of t h e  property tax.  



D I S C U S S I O N  OF R E C O M M E N D A T I O N S  

This sect ion of the repor t  an t i c ipa tes  some of the  questions readers might 
have i n  looking over the  recommendations. 

I .  What i s  the ovemZZ impact of the mcomndcrtions? 

.The recommendations carry  out the  cen t r a l  theme of t h i s  r epor t ,  reduction 
of i nequ i t i e s  among property taxpayers. Inequity i n  t h i s  context means t ha t  s imilar-  
ly-si tuated taxpayers a r e  paying grossly unequal taxes f o r  reasons outs ide  l o c a l  
d iscre t ion.  I f  inequ i t i e s  a r e  t o  be corrected,  some taxpayers w i l l  pay proportionate- 
l y  more and some, proport ionately less. 

We would redress  inequ i t i e s  i n  many ways: 

-- By correcting f o r  d i f f e r e n t i a l  assessment pract ices .  This does not  
a f f ec t  the  t o t a l  d o l l a r s  of taxes  paid. It a f f e c t s  t he  d i s t r i bu t i on  of 
burden among taxpayers. Underassessment gives some taxpayers a p a r t i a l  
tax-exemption, the  cost  of which is paid f o r  by those taxpayers who 
a r e  assessed at  higher levels .  

-- By not requiring l o c a l i t i e s  t o  bear the  burden, alone, of spec ia l  s t a t e -  
imposed t ax  breaks. Currently, the  burden of a spec i a l  c l a s s i f i c a t i on  -- 
such as the  lower c l a s s i f i c a t i on  given f o r  federally-subsidized r e n t a l  
property -- f a l l s  exclusively on the  other  taxpayers i n  the  taxing 
d i s t r i c t s  where such property is  located,  even though t he  benef i t  is 
mandated by s t a t e  law. Under our proposal, the  e n t i r e  s t a t e  would 
subsidize such benef i ts .  

-- By reducing the  d i f f e r e n t i a l s  caused by non-discretionary levies .  I f  
a goverrnnental body is required by law to  levy a property t a x  at  a 
ce r ta in  l eve l ,  i ts  taxpayers ought not pay more than others  i f  no 
add i t iona l  benef i t  i s  received. 

-- By channeling add i t iona l  do l l a r s  i n t o  the  state municipal a id  formula. 
The needs of l o c a l i t i e s  f o r  governmental services  w i l l  depend, t o  same 
extent ,  on circumstances beyond t h e i r  control ,  such a s  t h e i r  population 
makeup. The municipal a i d  formula is designed t o  reduce, p a r t i a l l y ,  the 
d i f f e r e n t i a l  property t ax  l ev i e s  needed t o  provide d i f f e r en t  l eve l s  of 
services which r e s u l t  from f ac to r s  l a rge ly  outside l o c a l  control .  

-- BY increasing homestead and r en t e r  c r e d i t s  primarily f o r  occupants of 
lower-valued dwellings. Improvements i n  homestead c r e d i t  benef i t s  are 
needed f o r  lower-valued homesteads, i n  order t o  make the net  property 
t ax  progressive r e l a t i ve  t o  the  correct  market value of t h e  property f o r  
a l l  values of property. Currently, the  net  property t ax  is proport ional  
t o  value f o r  lower-valued propert ies.  An increase i n  the  maximum home- 
stead c r ed i t  is not needed t o  reduce inequ i t i e s .  Such an increase would 
benef i t  primari ly the  owners of more expensive homes. 



It is d i f f i c u l t  t o  est imate what a l l  of our recommendations would mean 
f o r  a typ ica l  homestead. Correcting f o r  d i f f e r e n t i a l  assessment could mean an 
increase i n  taxes f o r  a homestead which has been undervalued. But taxes would not 
necessar i ly  change, and they could go down. It a l l  depends on how other  proper t ies  , 

- 

a r e  valued i n  the  same taxing d i s t r i c t .  

Following a r e  two examples t o  i l l u s t r a t e  how the  recommendations might 
a f f ec t  se lected proper t ies ,  under c e r t a i n  assumptions: 

EXAMPLE A: A homestead with a correct  market value of $17,000 and which 
is valued by the assessor a t  the  same level. The homestead is  somewhat overvalued 
i n  comparison with other  proper t ies  i n  t he  community. But the community, as a whole, 
is closer  t o  market value t h a t  a neighboring community located i n  the  same school 
d i s t r i c t .  The cumulative m i l l  r a t e  is 120 m i l l s ,  of which 110 mills a r e  e l i g i b l e  
f o r  homestead c r ed i t  . 

Current n e t  tax: $353 

a) make e n t i r e  m i l l  r a t e  
e l i g i b l e  f o r  homestead 
c r e d i t  

b) modify homestead c r ed i t  
t o  100% exemption of 
f i r s t  $100 of tax ,  and 
45% of balance, t o  
maximum of $325 

c) remove welfare from 
property tax  (reduction 
of 11 mil ls )  

d) reduce pension levy 
di f ferences  (impact is 
purely speculat ive;  
assume 5 - m i l l  
reduction) 

e )  impact of adjustment of 
levies f o r  overlapp3lng 
taxing d i s t r i c t s  (impact 
is purely speculat ive;  
a s s m e  5-mill 
reduction) 

f )  impact of reassessment 
within community (impact 
is purely speculat ive;  
assume 5 - m i l l  reduction) 

Tota l  change: 

N e t  t ax  after changes: 



EXAMPLE B: A homestead with a correc t  market value of $34,000 and 
which now is valued by the assessor a t  $25,500. Rne commnity as a whole is  

-. undervalued, but  t h i s  property is more undervalued than others .  The cornunity is 
undervalued r e l a t i v e  t o  another community located i n  the  same school. d i s t r i c t .  
The cumulative m i l l  r a t e  is 120 m i l l s ,  of willch 110 m i l l s  a r e  e l i g i b l e  f o r  homestead 
c r e d i t  . 

Current n e t  tax: $6 83 

a) impact of reassessment 
(property brought up t o  
market value; m i l l  r a t e  
drops t o  100 mi l l s )  

- b) make e n t i r e  m i l l  r a t e  
e l i g i b l e  f o r  homestead 
c r e d i t  

c) modify homestead c r e d i t  
t o  100% exempthon of f i r s t  
$100 of tax ,  and 45% of 
balance, t o  maxi.avm of $325 

d) remove welfare from 
property t a x  (reduction 
of 11 m i  11s) 

e )  reduce pension levy 
d i f ferences  (impact is 
purely specula t ive ;  assume 
5-mill reduction) 

f )  impact of adjustment of 
l e v i e s  f o r  overlapping 
taxing d i s t r i c t s  (impact i s  
purely specula t ive  ; assume 
5-mill increase)  

To ta l  change: + 42 

Net t a x  a f t e r  changes: $725 

It should be noted t h a t  the  higher-priced property i n  Exaqple B is un- 
af fec ted  by the  modifgcations i n  the  homestead c r e d i t ,  because that property already 
is  a t  the  $325 maximum. But the  higher-priced property In Exmp?&e B is nach more 
af fec ted  by the reduction i n  m i l l  r a t e  for welfare and pensions than the l ~ w e r -  
pr iced property i n  Example A. The reason again is attributable to the  hamstead 
c red i t .  Since the  h igher  priced property already i s  at; the maxim level. of c r e d i t ,  i t  - feels t h e  f u l l  impact of a change i n  tile m i l l  r a t e .  The lower-priced property i n  - Example A f e e l s  on1.y 55% of the  ippact  of the  m i l l  r a t e  change, because the  s t a t e  
is paying the  o ther  45%. 



2. What about a gduaZ phase-out of the 5% Zimit 
rather than &a h e d i a t e  repeat? 

We cannot j u s t i fy  any delay. Delay simply continue 
some taxpayers enjoy a t  the expense of others. 

Moreover, we do no t  ant ic ipate  major s h i f t s  i n  tax burden f o r  large 
segments of the population because of repeal of the 5X l imi t .  It is t rue  t h a t w s t  
properties a r e  under-valued, meaning tha t  they w i l l  increase i n  value. But t h e i r  
r e l a t i ve  posi t ion compared to  other properties w i l l  not  change appreciably. Only 
those properties which have been s ign i f ican t ly  over-valued o r  under-valued r e l a t i ve  
t o  others  w i l l  qxperience major s h i f t s ,  

L 

Widespread taxpayer misunderstanding pe r s i s t s  w e r  the impact of changing 
valuations. Higher valuations do not produce higher taxes,  nor do lower valuations 
produce lower taxes. Taxes increase o r  decrease depending upon how many do l la r s  
the  various un i t s  of l oca l  government r a i s e  frompthe property tax. Valuations only 
determine the proportionate share each taxpayer w i l l  assume. I f  m r y o n e ' s  valuation 
changed i n  exactly the  same way, say 10% up o r  down, and i f  governmental l ev ies  
did not change, taxcis would not change e i ther .  The m i l l  r a t e  would eithe* 'go down ' 

o r  up t o  o f f s e t  an increase o r  decrease i n  valuations. 
; ' .  & .  

For taxes payable i n  1973, valuations i n  Minnesota were more than three 
times what they had been i n  the  previous year. (This was due t o  a change ' in s t a t e  
l a w  which abolished a long-standing pract ice  of trinnning valuations across the 
board t o  one-third of t he i r  estimated market value. ) Yet people'bJ taxes didn't 
t r i p l e .  As a matter of ac t ,  ac tua l  tax lev ies  increased 3% i n  1973 wer 1972. 
In  t h i s  case m i l l  r a tes  were one-third of what they had been i n  M e  prev"iousfyear. 

,, ,; " 4 . 1  * J Z i  3.  WouM assessors be s ta t s  employees? - , 

No. Our recoamrendations wauld not change the  prebertt' phctice- bk *assessors 
being hired locally.  

I L 

Our recommendations a r e  designed t o  insu la te  the  professionally-qualified 
assessor from outside pressure, once hired. After a period of probation, every 
ce r t i f i ed  assessor could be removed only f o r  cause o r  with the approval of the  
 omm missioner of Revenue. But the assessor would continue t o  be employed and paid by 
h i s  loca l  unit  of government. I 

- - _ _ _ _ - _  - _ -  _ _ _ l L _ _ T _ _ * _ _ _ _ _  - - - - -  - --_I-__11.- - -  - - - 

Insofar as  the i s sue  of qual i f icat ions  of assessors is concerned, i t  
should be noted t ha t ,  under present law, e f fec t ive  July 1, 1975, a l l  assessors must 
be ce r t i f i ed  by the  S ta te  Board of Assessors. 

4. Why ease Zevy Zimits? 

F i r s t  i t  is important t ha t  our recommendation be placed --- i n  - - - - - perspective. - - . - - - 
Our reconnnendation f o r  easing levy l im i t s  appl ies  only t o  c i t y  governments, which i n  
1974 levied about 19.5% of a l l  property taxes i n  the s t a t e .  Our recommendation does 
not extend t o  school d i s t r i c t s ,  counties o r  spec ia l  purpose d i s t r i c t s .  

The s t a t e  already exempts some c i t y  governments from the levy limits: those 
under 500 population. Moreover, no less than 16 spec i f i c  exceptions a r e  allowed 
those c i t y  governments which a r e  subject  t o  the levy limits. 



City governments a r e  general-purpose u n i t s ,  with broad d i s c r e t i o n  t o  
provide services a s  deemed necessary f o r  t h e i r  res idents .  They d i f f e r  i n  t h i s  

-. regard from school  d i s t r i c t s ,  counties and s p e c i a l  purpose d i s t r i c t s  which h i s t o r i c a l l y  
have c a r r i e d  out functions a s  s p e c i f i c a l l y  authorized o r  ins t ruc ted  by s t a t e  law. 

We bel ieve  t h a t  a d i rec t ly-e lec ted  c i t y  council ,  charged with balancing the  
demands f o r  se rv ices  with the  need t o  hold down tmes, w i l l  be a s  responsib le  and 
responsive t o  vo te r s  i n  the  use of the  property f a x  a s  i~ the  S t a t e  Legis la ture .  City 
Councils do not  a l l  have t h e  same needs. A u n i f o ~ ,  legzslatively-imposed l i m i t  w i l l  
be too  generous f o r  some and not  enough f o r  o thers .  

We would not  favor eas ing levy limits, however, i f  accountabi l i ty  f o r  t a x  
increases  were not  spo t l igh ted  d i r e c t l y  on the  City Covncil. That is  why w e  recommend 
t h a t  the  change be accompanied by a requirement f o r  a sepa ra te  b i l l i n g  from the  c i t y  
government t o  the  taxpayer, showing the  exact  amount of the  increase  a t t r i b u t a b l e  
t o  the  c i t y .  It i s  not  enough t h a t  the  inc rease  be  noted a s  p a r t  of t h e  composite 
property tax b i l l  now received from t h e  county on behalf of a l l  taxing un i t s .  I f  c i t y  
governments a r e  t o  be f r e e  t o  levy taxes ,  then they must be  held accountable f o r  
t h e i r  ac t ions .  

Why, then ,no t  extend t h i s  concept t o  o the r  u n i t s  of government, provided 
they, too,  send out  separa te  b i l l s ?  We bel$evc the  Legis la ture  must move very 
c a r e f u l l y  i n  the  levy l i m i t  area.  How many d i f f e r e n t  kind? of l o o a l  government can 
t h e  c i t i z e n r y  e f f e c t i v e l y  hold accountable f o r  p r o ~ e r t y  t a x  decisions? Cer ta in ly  
not  the  mult i tude of overlapping j u r i s d i c t i o n s  which exist today. We picked ej-ty 
governments because of t h e i r  general-purpose na ty re  and qecguse they, more than any 
o the r  u n i t s  a t  the  l o c a l  l e v e l ,  a r e  regarded a s  " local  governments', 

5. What i s  the urgency of intensive reviezj of major pmpossd c h q e s  
i n  the state 's  tax system. 

We a r e  urging Chat the  S t a t e  Leg i s l a tu re  not  take  ac t ion  or, fundameptal 
changes i n  the  s t a t e ' s  property t a x  system u n t i l  proposals have been sqbjec t  t o  the  
widest poss ib le  review and ana lys i s  i n  a d v a ~ c e .  Speci f ica l ly ,  t h i s  app l i e s  t o  t h e  
1.5%-of-income t a x  r e l i e f  i n  1975. 

The Cit izens League i n  1972 repor t  on s t a t e - loca l  f i s c a l  planning c a l l e d  
f o r  a v a s t l y  improved "radar" system t o  help the  s t a t e ' s  pol icy  makers l e a r n  where 
present  decisions a r e  leading.  Such a system must seek t o  i d e n t i f y  unintended s ide-  
e f f e c t s ,  t h e  League sa id .  

The chal lesge  now l i e s  with the  S t a t e  Leg i s l a tu re  t o  analyze the  l ~ n g - t e r n  
consequences of a major new proposal t o  change t h e  way t h e  state grants  property t a x  
r e l i e f .  Not t h a t  t h e  imposition of t h e  current  homestead c r e d i t  i n  1967 was preceded 
by any d e t a i l e d  ana lys i s  of i t s  consequences o r  s ide-ef fec ts .  On the  contrary,  
the  rapid  rise i n  property taxes  and i n  s t a t e  payvents f o r  c r e d i t s  i n  the  years  
immediately following were l a r g e l y  unanticipafed a t  the  Cim. 

The income-adj usted property t a x  proposal would reduce g rea t ly  t h e  
e g r e s s i v i t y  of the  property t a x  f o r  low-income households. But, a s  noted on Pages 

28 and 29, i t  wo~ild do much more, too.  



The Advisory Commission on Intergovernmental Relations, Washington, D. C., 
has assembled de ta i l ed  repor ts  on a va r ie ty  of approaches across the  nation fo r  what 
i t  c a l l s  "circuit-breakers", which hold down the  t a x  burden above a ce r ta in  
percentage of income. 

Our analys is  of the  proposal before the  1975 Minnesota Legislature indicates  
t ha t  f o r  a s i gn i f i c an t  segment of the  population property taxes would relate mainly -- 
i f  not  exclusively -- t o  household income, no t  t o  the  l e v e l  of spending by l o c a l  
government. W e  cannot imagine t ha t  a Legis la ture  would f ind it possible t o  adopt the  
1.5% of income proposal without imposing even t i gh t e r  limits on l o c a l  l a y i n g  authori ty.  
It might f ind it necessary t o  impose r e s t r i c t i o n s  on l o c a l  bond i s sue  e lec t ions  
because many res idents  would soon lea rn  they could vote f o r  new schools o r  c i t y  h a l l s  
and not  have t o  pay a d i r e c t  share of the  b i l l .  

These s o r t s  of s i de  e f f e c t s  a r e  not  common to  a l l  "circuit-breakers". 
The Advisory Commission on Intergovernmental ~ e l a t i o n s ~  most recent  repor t ,  
"Property Tax Ci rcu i t  Breakers: Current Sta tus  and Policy ~ s s u e s " ,  discusses a number 
of approaches, many of which a r e  exclusively earmarked f o r  low-income persons. The 
repor t  draws spec i f i c  a t t en t ion  t o  a new tax r e l i e f  plan i n  New Mexico " that  is  
po ten t ia l ly  even more e f f ec t i ve  than circuit-breakers i n  re l ieving t ax  overloads." 
The New Mexico plan,  while small i n  do l l a r s ,  gives a low income t ax  c r e d i t  t ha t  va r ies  
according t o  s i z e  of household and i s  based on a l l  s t a t e  and l o c a l  taxes,  no t  jut 
property taxes. 



B A C K G R O U N D  

I. How Minnesota property taxes a r e  determined. 

Stated simply, each year the owner pays apercentage of the v a l w  of h i e  ptoperty 
i n  tax. 

1. Let'e take a piece of property. It has a ce r ta in  value on the open market 
i f  i t  were offered f o r  sa le .  Naturally, i t  is not possible t o  know exactly 
what t h a t  value would be i n  advance of the sa le .  

However, i t  i e  necessary, i n  determining the  property tax, f o r  an o f f i c i a l  
value t o  be placed on the property. That job rests with a public o f f i c i a l  
known as the tax assessor. The tax assessor 's  judgement is subject  t o  
review and change by other  o f f i c i a l s  i n  a tax equalization process. 

2. The e n t i r e  market value of property, as determined by the assessor, is not  
subject  t o  taxation. Only a portion of market value is taxed. That portion 
is known as taxable value o r  assessed value. 

3. Once the assessor has done h i s  job of estimating market value of property, 
he follows a series of administrative s teps  prescribed i n  s t a t e  law i n  
arr iving a t  taxable value. Without get t ing too complex a t  th ie  moment, let's 
b r i e f ly  s ~ r m a r i z e  these administrative steps:  

-- F i r s t ,  i n  compliance with a new law passed i n  1973, the  assessor may not 
increase the estimated market value of res iden t ia l ,  including seaeonal, and 
farm property above the most recent year 's  f igure  by more than 5Z. ( I t  
should be c l a r i f i ed  t ha t  i n  t h i s  process the assessor is s e t t i n g  a new 
value between market value and taxable value, which is cal led l imited 
market value. H e  still is required t o  estimate market value as w e l l ,  but  - t h a t  f igure  is not used fo r  purposes of arr iving a t  taxable value.) 

-- Second, the  assessor places the  property i n t o  its appropriate l ega l  c lass  
based on use. A series of l ega l  classes a r e  prescribed by s t a t e  Ims. 
With respect t o  owner-occupied , res iden t ia l  property, the law 
provides t ha t  taxable v a l w  s h a l l  be 25% of the  f i r s t  $12,000 of l u t e d  
market value and 40% of the balance. (See sect ion 11 f o r  a mote deta i led 
explanation of the c lass i f ica t ion  system.) 

Let's summarize these two s teps  with an example. Assume the assessor esti- 
mates a homestead has a market value of $30,000. However, looking a t  last 
year's value, he sees t h a t  he had placed a market value of only $25,000 on 
the  property. Therefore, i n  t h i s  year, he may only increase tha t  by 5%, 
o r  $1,250. Thue the l imited market value of the  property is $26,250. Since 
the property is owner-occupied, he takes 25% of the f i r s t  $12,000 and 40% of 
the  balance, with the  following resu l t :  $3,000 + $5,700 - $8,700. 



I f  the property were renter-occupied, the assessor would have t o  take 40% of - *  
the to ta l .  The reduced percentage f o r  owner-occupied property, 25% of the 
f i r r t  $12,000, is known as the homestead exemption. 

The above s teps  a r e  followed f o r  a l l  property which the  consti tution o r  the 
Legislature determines s h a l l  be subject  t o  taxation. Within a municipality, 
thee, the msessor  adds together the taxable value of a l l  such property t o  
a r r ive  a t  the taxable value f o r  the e n t i r e  municipality. H e  follows the 
same promo8 i n  a r r iv ing  a t  taxable value f o r  a l l  uni ts  of governmeet, 
counties, school d i s t r i c t s  and spec ia l  d i s t r i c t s ,  too. 

So f a r ,  nothing has happened with respect t o  taxation. A l l  these s teps  relate 
t o  determining the value of property which s h a l l  be subject  t o  the property 
tax. We now move on t o  the next s teps ,  which w i l l  involve the calculation of 
the tax r a t e ,  tha t  is, the percentage of taxable value which w i l l  be paid as 
property tax. 

Let's a t a r t  with the municipality. The c i t y  council each year determines 
i t  budgetary ~ e c d s  and estimates revenues from various sources, property and 
nm-property, t o  meet the budget. Within limits a s  prescribed by state law, 
the c i t y  council arr ives  a t  a decision on the number of do l la r s  t o  be ra ised 
from the property tax. This is known a t  the tax levy. (Please be pa t ien t  
fo r  the  time being. No doubt you a r e  somewhat aware of m i l l  rates.  We'll 
ge t  t o  t h a t  s t ep  soon. It  is important, however, f o r  you t o  understand tha t  
the  tax levy as determined by the c i t y  council is expressed i n  do l la r s  t o  be 
r a i l ed  from the property tax.) 

The c i t y  council then informs the appropriate county o f f i c i a l s  (cal led 
county auditors)  that  its tax levy is so  many dol lars .  I t ' a  the  auditor 's  
job, then, the carry out the  mechanics of determining the property tax t o  be 
paid by the  owners of the taxable property within the c i ty .  H e  does t h i s  by 
calculating the percentage which the c i t y  council tax levy bears t o  the t o t a l  
value of taxable property. ~ e t ' s  say tha t  he calculates such a percentage to  
be 4X. Thus each owner of taxable property within the c i t y  w i l l  be b i l l e d .  
4% of the taxable value of h i s  property f o r  h i s  share of c i t y  taxes. 

What, then, a r e  mi l l  ra tes?  Nothing more than another way of expressing such 
percentages. 4% i s  40 m i l l s .  1% is one-hundredth; one m i l l  is one-thousand- 
th.  So i f  you see t h a t  your c i t y  tax r a t e  is, f o r  example, 23 mills, you can 
aay t o  yourself ,  t ha t ' s  2.3%. 

Steps 6, 7, and 8, of course, a r e  followed i n  the  same manner with respect  t o  
other  levels  of government, county boards, school boards, and boards of 
spec i a l  d i s t r i c t s .  Thus, f o r  any given piece of property, a number of 
d i f fe ren t  percentages of value w i l l  be pi led on top of each other,  s o  t o  speak, 
t o  a r r ive  a t  the composite percentage of value which w i l l  be taken i n  taxes 
by the  various governmental bodies. I n  the metropolitan area  today a compos- 
i t e  percentage of about lo%, 100 mills, is not uncommon. 

For some owners of taxable property, the percentage as arr ived a t  i n  the 
above s teps  becomes the tax r a t e  against  t h e i r  property. I f ,  f o r  example, 
a property has a taxable value of $15,000, and the composite percentage is 
lo%, o r  100 mills, the tax b i l l  is $1,500 on tha t  property. 



11. Pot mer-occupied dwellings, however, the  process is d i f f e r e n t .  The state 
$rgL p a r t  of the homeowner's b i l l .  ~ e t ' s  re tu rn  b r i e f l y  t o  the  example we 

- treed i n  e t e p  3, i n  which the  taxable value was ca lcula ted  a t  $8,700 f o r  a 
certPlin owner-occupied house. I f  the  composite percentage is 10% o r  100 
d.l&s, you'd expect t h e  t ax  t o  be $870. But t h e  s t a t e  pays p a r t  of the  b i l l ,  ' 
sp the  owner ac tua l ly  pays less. The formula is bas ica l ly  t h a t  the  state 
w i l l  pay 45% of the  homeowner's b i l l  t o  a maximum of $325. I n  t h i s  case, then, 
the hameowner's b i l l  is $870 minus $325 o r  $545. This provision is known as 
t h e  homestead c red i t .  (Technically, a small  por t ion  of the  homeowner's t ax  
b i l l  - t h a t  port ion used t o  pay f o r  bonded debt of c i t i e s ,  counties and 
s p e c i a l  d i s t r i c t s  - is n o t  e l i g i b l e  f o r  the  45% cred i t . )  

11. The property t a x  c l a s s i f i c a t i o n  system. 

The law requires  the  assessor  t o  p lace  property i n  a c e r t a i n  l e g a l  
c l a s s i f i c a t i o n  based on what it  is used f o r .  I f  you own your own home i n  the  d t y ,  
you're placed i n  one c lass ;  i f  you own your own home on a farm, i n  another class; 
i f  you own an apartment, another c l a s s ,  and s o  fo r th .  

These d i f fe ren t  c l asses  a r e  extremely important from the  standpoint  of 
the  s i z e  of the  tax  b i l l .  Only a percentage of the  market value of property is 
subject  t o  taxation.  That percentage v a r i e s  depending upon the  use of t h e  proper- 
ty. The higher your percentage, the  higher you tax,  as a general  rule, f o r  
exmple ,  a grocery s t o r e ,  the  percentage is 43%; an apartment, 4O%, and s o  fo r th .  

The Department of Revenue has provided us with a r e l a t i v e l y  cmplex  
list of d i f f e r e n t  c l a s s i f i c a t i o n s  of  property and t h e  percentages applied t o  
each. Rather than simply reproduce t h a t  list, w e  thought we'd t r y  t o  make t h e  
implicat ions of the  d i f ferences  a l i t t l e  easier t o  understand. 

Let 's  assume we're ta lk ing  about property with a market value of 
$100,000, with a tax r a t e  of about 100 m i l l s .  The char t  on the  following page 
shows t h e  various c l a s s i f i c a t i o n s  of  property and the  percentage of  each which 
is oubject  t o  tax. (The i r o n  o r e  c l a s s i f i c a t i o n s  are excluded.) Then w e  a l s o  
have estimated the  property taxes f o r  each. Where appl icable  we a l so  have taken 
i n t o  account the  45% homestead c r e d i t ,  t o  a maximum of $325. (We assumed 4 of 
the  100 mills would no t  be e l i g i b l e  f o r  homestead c r e d i t  coverage.) We a l s o  
gave a g r i c u l t u r a l  property t h e  8 113 m i l l  reduction as required by the  school d d  
law.  

With respect  t o  comparison of d i f f e r e n t  proper t ies ,  we f e l t  t h a t  i t  
would be b e t t e r  t o  iden t i fy  $100,000 worth of urban r e s i d e n t i a l  property as four 
houses worth $25,000 each. 



Commrdal, indus t r i a l ,  public 
u t i l i t i e s ,  vacent urban land (43%) 

4 r en t a l  res iden t ia l  dwellings, 
each with an asseesor's value of 
$25,000 o r  an apartment (40%) 1 

O i l  r e f iner ies  (33 1/3) 2 

Agricultural  non-homestead (33 1/3) 

Parking ramps, St. Paul (30%) 

Agricultural  homestead (20% of the 
f i r s t  $12,000 of value and 33 1/3% 
of the balance) 

Agricultural  paraplegic veterans' 
and blind homestead (5% of the 
f i r s t  $24,000 and 33 1/3% of the 
balance) 

Certain s t a t e  and federally- 
ass i s ted  r en t a l  housing e lder ly  or 
low and moderate income families 
located i n  cities over 10,000 pop. 
(20%) 

4 urban homesteads, each with an 
assessor 's  value of $25,000 (25% of 
the f i r s t  $12,000 of value and 40% 
of fhe balance. 

Timber land (20%) 

Certain state and federally-assisted 
r en t a l  housing f o r  e lder ly  o r  low 
and moderate income families loca- 
ted i n  c i t i e s  under 10,000 pop. (5%) 

Estimated property tax on 
$100,000 worth of assessor'  s 

mrke t value 

4 urban paraplegic veterans' and 
blind homdeteads each with an 
assessor 's  value of $25,000 (5% of 
the  f i r s t  $24,000 and 40% of the 
balance) ------------------- 

l ~ f f e c t i v e  with taxes payable i n  1976 t h i s  percentage drops t o  252 f o r  fireproof 
apartments with 5 o r  more s t o r i e s ,  t o  33 1/32 f o r  other  fireproof apartments, and - 
remains a t  402 fo r  a l l  o ther  r en t a l  res iden t ia l  property. 

2By 1978 t h i s  percentage is scheduled t o  increase t o  43% 

3By 1978 t h i s  percentage is scheduled t o  increase to  43% 



TRENDS I N  NET PROPERTY TAXES COLLECTIBLE BY GOVERNMENTAL SUBDIVISION* - 
-. -. 

I KEY -- I 

I STATE COUNTY CITY, SCHOOL SPECIAL SPECIAL 
TWP. DISTRICT ASSESS. I 

* exclusive of homestead c r e d i t  
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YEAR - 
SOURCE: Property Taxes Levied in Minnesota. 

Dept. of Revenue, 1974 



Correct  Market Estimated Market 
1 2 Assessag Gross Tax 4 Net Tax 

Value Value Value Payable Pay ab le 5 
1 

Reslden t i a l  47.5% 48.2% 44.63 47.6% 39.1% 

Apartments 

I n d u s t r i a l  

Farm 22.0 20.0 17.7 12.6 12.6 

P u b l i c  Utilities 3.0 3.7 3.8 3.5 4.2 - -. - 

Seasonal-Recreational 2.2 1.9 1.8 1.4 1.8 

Vacant Land 1.2 1.1 1.4 1.4 1.7 

Personal  2.8 2.8 3.4 3.5 4.3 

Other  .2 .4 .6 .7 .8 

Calculated by t h e  C i t i zens  League using s t a t ewide  s a l e s  r a t i o  information provided by t h e  Minnesota Department 
of Revenue and applying t h e  r a t i o s  t o  es t imated  market va lue  

A s  repor ted  by a s s e s s i n g  o f f i c i a l s  and adopted as o f f i c i a l  market va lue  f o r  t a x  purposes. Source: Minnesota 
Department of Revenue 

The va lua t ion  a r r i v e d  at after applying t h e  va r ious  percentages i n  t h e  c l a s s i f i c a t i o n  process. The impact of 
t h e  c l a s s i f i c a t i o n  system on d i s t r i b u t i o n  of burdens can be  seen  by comparing columns 2 and 3. Source: 
Minnesota Department of  Revenue 

The percentages i n  t h i s  column d i f f e r  f ram those  i n  column 3 because o f  t h e  8 1 / 3  m i l l  r educ t ion  i n  school  taxes 
on a g r i c u l t u r a l  property.  Sourca : Mlknesota Bcpartatent of  Revenue. 

li The percentages i n  t h i s  col- d i f f e r  from those  la  column 4 becsuae of t h e  45% h a s a t e a d  c r e d i t ,  l a  which rhe. 
state pays a p o r t i o n  of hcnmstead taxes  be fo re  t h e  b i l l s  are s e n t  t o  t h e  hamaownarm. Source: Mnmesota 
Department of Revenue. 



DISTRIBUTION OF NET HOMESTEAD PROPERTY TAXES PAID I N  1974 

Percen t a g g  

Amount of N e t  .mj 4 1 9 9  X d& 
Property ~ a x l  s t a t ewide  o u t s t a t e 2  metro, non-central  c i t y 3  Minneapolis S t .  Paul  - 2-3 5 3-5, -1 L a d  Y -  3 7.q 
less than $135 22.9% 38.2% 3.8% 1.2% 

/&3 /Y-L 
4.1X 

over $440 27.4 12.1 & f5 4 54.1 7 3.T ,-/ ~ 3 8 . 6  37.@6-2 //,3 
t * 
\O These f i g u r e s  were based on t h e  r e p o r t  "Property Taxes Levied i n  blinnesota" , Taxes Payable 1974, published by t h e  , 

Minnesota Department of Revenue. The r e p o r t  inc ludes  a t a b l e  which shows the  number of homesteads r ece iv ing  
homestead c r e d i t s  i n  f i v e  ca tegor ies :  under $100 of c r e d i t ;  $100-$175; $175-$250; $250-$325, and number a t  the  
maximum. I f  a homestead rece ived  under $100 of homestead c r e d i t  i n  1974, then i t s  n e t  proper ty  tax can be  
ca l cu la t ed  t o  be l e s s  than $135. The homestead c r e d i t  formula is 45% of t h e  g ross  tax, wi th  a $325 maximum, 
except  t h a t  the p o r t i o n  of t axes  f o r  municipal ,  county and s p e c i a l  d i s t r i c t  debt i s  i n e l i g i b l e  f o r  t he  homestead 
c r e d i t .  The Department of Revenue advised t h a t  t h e  "ef fec t ive"  homestead c r e d i t  r a t e  is  about 42.5%, because 
of t h e  debt  exemption. The amount of n e t  proper ty  t a x  i n  each category of d o l l a r s  of homestead c r e d i t  was 
ca lcu la t ed  us ing  t h i s  percentage.  

Includes a l l  of Minnesota except  Anoka, Carver,  Dakota, Hennepin, Ramsey, S c o t t  and Washington Counties.  

Includes a l l  of Anoka, Carver,  Dakota, Hennepin, Ramsey, S c o t t  and Washington Counties except  Minneapolis and 
Paul  



APPROXIMATE DISTRIBUTION OF NON-FARM NON-ELDERLY HOMESTEAD PROPERTY TAX 
AS A X OF HOUSEHOLD INCOME 

A 2% sample i n  the  1970 Census w a s  asked t o  repor t  both income and house 
value. Most of the  da ta  is unpublished, bu t  the Minnesota Tax Study Commiseion 
obtained a s p e c i a l  computer run of t h i s  da ta  from the  Minnesota Analysis and P l p d n g  
System. It then escala ted  the income and house values,  as reported, t o  1973 l eve l s ,  
using cos t-of - l iv ing adjustments . 

The Tax Study Commission da ta  is the  only information ava i l ab le  an-the 
approximate income-house value re la t ionsh ip  i n  t h e  s t a t e .  The data  is broken doam 
f o r  f i v e  areas. 

S -- the  e n t i r e  state 

C -- c e n t r a l  c i t i e s  i n  metropolitan areas (MinneapolIa, S t .  Paul,  Rochester, 
Moorhead and Duluth) 

R -- non-farm r u r a l  areas  ( c i t i e s  under 2,500 population) 

U -- non-metropolitan urban areas ( c i t i e s  over 2,500 population i n  non- 
metropolitan counties 

M - t h e  metropolitan a reas ,  except f o r  the port ion of the  metropolitan areas  
within the c e n t r a l  cities 

- - -  
A S S & ~ ~  a statewide m i l l  rate of 100 mi l l s  and ful l-value assessment, the 

Ci t izens  League has estimated the  following d i s t r i b u t i o n  of the  income-homestead tax 
re la t ionship:  

Bane8 teads paying less 20.4% 17.4% 35 -9% 26.7% 9.3% 
than 1.5% of income i n  
property tax 

Hames teads paying 36.4 45.1 33.4 44.3 29 .0 
between 1.5% and 3% of 
incame i n  property t a x  

Homesteade paying more 43.4 37.2 30.7 31.2 53.1 
than 3% of income i n  
property t a x  

Homesteads where sum of 8.4 12.2 11.6 11.2 5.1 
income and house value 
is less than $35,000 and 
which pay more than 3Z 
of income i n  property t ax  



The Ci t izens  League a l s o  est imated what t h e  d i s t r i b u t i o n  would be under 
t h e  Governor's income-adjusted property t a x  proposal as presented t o  t h e  1975 
Minnesota Legis la ture :  

Homesteads would pay less 4.7% 3.0% 13.5% 5.5% 1.4% 
than 1.5% of income i n  
property t a x  

Homesteads would pay 46 .O 44.5 56.3 60.6 25.4 
exact ly  1.5% of  income 
i n  property t a x  

Homesteads would pay 24.3 34.6 15.0 21.3 36.1 
between 1.5% and 3% of 
income i n  property t a x  

Homesteads would pay 24.7 17.5 15.5 12.5 37.2 
more than 3% of income 
i n  property t a x  

Homesteads where sum 3.9 3.5 3.0 2.3 2.3 
of income and house va lue  
is less than $35,000 
and which would pay more 
than 3% of income i n  
property t a x  



ESTIMATED NET PROPERTY TAXES AS PERCENTAGE OF INCOME 

Current ~ a w 2  
1.5% of 1nc-;4 

$425 maximum 

State- State- State- 
wide wide wide 

average Mpls . average Mpls . aver age M p b  
Median m i l l  m i  11 m i l l  m i l l  m i l l  m i l l  

1ncome1 House value r a t e  r a t e  r a t e  r a t e  r a t e  r a t e  

%or each income level ,  the median house value as calculated by the  Minnesota Tax Study Commission fram 
U. S. Census da ta  is provided 

"i'hese f igures  are  based on a 1974 average statewide m i l l  r a t e  of 99.15; and f o r  Minneapolis, 121.3 m i l l s  
3These f igures  assume a change t o  the 1.5%-of-income proposal, holding the maximum c r e d i t  a t  $325. 
'These f igures  assume a change t o  the  1.5%-of-income proposal, and increasing the  maxhum c red i t  t o  $425. 



ESTIMATED TAXES O N  $25,006 HOMESTEAD, 1974 & 1973 
COMMUNITIES OVER 2,500 POPULATION IN METRO AREA 

(using sales ratios to correct for differences in assessment practices) 
1974 1973 

1974 Rank $ Decrease % Decrease l o t o l  lotmi 
Community and  School Est. High(1) t o  i n  1974 i n  1974 Sales Mi l l  M i l l  
Distric? Number l a x  Low(78) from 1973 from 1973 Ratio Rate Rate 
Anoko (11) 
Apple Valley (196) 
Arden Hills (621) 
Bayport (834) 
Blaine (16) 
Bloomington (271) 
Brooklyn Center (286) 
Brooklyn Park (279) 
Burnsville (191) 
Chomplin (1 1) 
Chanhonen (1 12) 
Chaska (1 12) 
Circle Pines (12) 
Columbia Heights (13) 
Coon Rapids (11) 
Cottage Grove (833) 
Crystal (281) 
Dayton (1 1) 
Dccphoven (276) 
Eagon (197) 
East Bethel (15) 
Eden Prairie (272) 
Edina (273) 
Excelsior (276) 
Falcon Heights (623) 
Formington (192) 
Forest Loke (831) 
Forest Loke Twp. (831) 
Fridley (14) 
Golden Volley (275) 
Grow Twp. (11) 
Horn Lake (11) 
Hostings (200) 
Hopkins (274) 
lnver Grove Hts. (199) 
Loke Elmo (834) 
Lokeville (1 94) 
Lino Lakes (1 2) 
Little Conado (623) 
Mohtomedi (832) 
Maple Grove (279) 
Maplewood (622) 
Mendoto Heights (197) 
Minneapolis (1) 
Minnetonka (276) 
Minnetrista '(277) 
Mound (277) 
Mounds View (621) 
New Brighton (621) 
New Hope (281) 
Newport (833) 
North St. Poul (622) 
Oakdole (622) 
Orono (278) 
Oueo (279) 
Plymouth (284) 
R0mr.y Twp. (1 1) 
Richfield (280) 
Robbinsdole (281) 
Rosemount (1 96) 
Roseville (623) 
St. Anthony (282) 
St. Louis Pork (283) 
St. Poul (625) 
St. Poul pork (833) 
Savage (191) 
Shakopee (720) 
Shonview (621) 
Shorewood (276) 
South St. Paul (6) 
Spring Lake Pork (16) 
Stillwater (834) 
Vodnoir Heights (624) 
Wayzata (284) 
West St. Paul (197) 
W h i k  Sear Loke (624) 
White Bear Twp. (624) 
Woodbuy (833) 

~mxmr Cmmpore (ocjuii~ag 
$21,000 morkmt vo!um In 
each case and umiferm 

100% raios ratio) 

Rental 
olnestead Res. 
$493 $998 
448 943 
580 1104 
536 1050 
437 929 
515 1025 
532 1046 
516 1026 
451 946 
463 96 1 
599 1127 
637 1173 
789 1358 
454 949 
439 931 
41 2 891 
447 942 
407 878 
527 1039 
416 892 
445 940 
433 916 
387 832 
53 1 1044 
56 1 1080 
600 1128 
641 1178 
443 936 
422 912 
518 1028 
368 814 
394 87 1 
458 955 
557 1076 
373 809 
528 1Q40 
530 1042 
732 1289 
537 1051 
633 1168 
508 1016 
626 1160 
439 932 
669 1213 
547 1064 
57 1 1092 c 

553 1071 
$626 $1160 
597 1124 
438 928 
437 901 
622 1155 
646 1184 
518 1027 
471 97 1 
393 841 
370 818 
487 99 1 
483 985 
402 874 
58 1 1105 
474 974 
529 1041 
719 1273 
453 899 
515 1025 ' 
525 1036 
604 1133 
514 1023 
73 1 1287 
410 896 
652 1192 
783 1352 
391 837 
503 1010 
768 1333 
639 1176 
419 883 



Decide whether to rent or buy, 
which affects the property tax. 

Determines extent of pnera l  Decide how much to spend on 
property tax and special assess- housing, which affecis the 

value of your property, and, 3. Affects distribution of the tax 
thereby, your property t a w  

Decide where to live, which d s  
non-residential 

tive to other revenue sources 

Classifies property by: 
nature of use (residential, business, etc.) 
occupation of owner (farm, non-farm) 
nature of occupancy (homestead, non-home- 

same uae and same values 

WHAT YOUR PROPERTY TAX DOES 
L 

SERVES A S  "ANCHOR" FOR 
LOCAL GOVERNMENT 

Seen as essential by some to 
preserve local government 

RAISES REVENUE 
1. Major source of income for 

local governments 
2. Largest single state-local tax 

source 

Finances Services 
to property 
(user tax) 

1. Traditional func- 
tion (streets, fire) 
- - - - - 

2. Special assess- 
ments (not a tax, 
but property- 
related) 

Serves as a 
developmental 

tool 
1. Impacts on local 

land use decisions 
2. Revenues used to 

finance some 
redevelopment 

3. Lower taxes used 
as inducement for 
certain develop- 
ments 

IMPLEMENTS SOCIAL 
TAXES "WEALTH" 

1. Encourages agriculture 
Taxes wealth not otherwise tcxed 

2. Encourages homeownership 

T t 

.+ 

1 I I 

- 
YOUR 

PROPERTY + 

TAX 



Camuniov and 
School D i s t r i c t  

BREAKMlWN OF CUMULATIVE MILL RATE, SELECTED TWIN CITIES AREA MUNICIPALITIES . 

1974 M i l l  Rates 

T o t a l  - 
Rate - Municipal Coun ty  

Rate - Rate - School 
Rate - Spec. Diat.  

Rate - 
Blaine - 16 92.94 mills 15.33 m i l l s  20.49 m i l l s  54.44 m i l l s  2.68 mills 
Blooarington -271 102.49 13.41 25.67 56.70 6.71 
Brooklyn Center - 286 104.56 15.71 25.67 56.81 6.37 
Brooklyn Park - 279 102.57 15.89 25.67 54.64 6.37 
Columbia Heights - 13 94.94 20.10 18.49 53.49 2.88 

Coon Rapids - 11 
Crystal  - 281 
Edina - 273 
Fridley - 14 
Golden Valley - 275 

Maplewood - 275 
Minneapolis - 1 
Minnetonka - 276 
New Hope - 281 
Richfield - 280 

Roseville - 623 
St .  Louis Park - 283 
St .  Paul - 625 
South S t .  Paul - 6 
White Bear Lake - 624 



TAX-EXEMPT PROPERTY 

This data  has been taken from repor ts  recently f i l e d  with t h e  Minnesota 
Department of Revenue by county assessors,  who a re  required t o  submit tax-exempt 
repor ts  every s i x  years. 

1. Tota l  estimated market value, metropolitan area,  tax-exempt property: 
$4.4 b i l l i o n .  Statewide: $8.9 b i l l i o n .  

2. Percentage d i s t r ibu t ion ,  metropolitan area  counties: 

Anoka: 6.52% 
Carver: 1.29 
Dakota: 7.86 

Hennepin: 52.05 
Ramsey: 28.13 
Scott:  1.00 

Minneapolis only: 27.87% 
s t .  Paul only: 16.90 

Washington: 3.16, 
TOTAL: 100.0 X 

3. Percentage d i s t r i b u t i o n ,  by type of property, me t ropol i tqn  area: 

A, Elemen tary-secondary s clloals : 

publ ic  bldgs. and improvements: 24.54% 
Public land: 2.51 
non-public bldgs.,  non-res.: 2.10 
non-public bldgs . , res . : .05 
non-public land: .30 

R. Academies, col leges ,  un ive rs i t i e s :  8.97 

publ ic  bldgs . , non-res . : 4.72 
.03 publ ic  bldgs. , res. : 

publ ic  land: 1.20 
non-public bldgs. , non-res. : 2.51 
non-public bldgs . , res . : .05 
non-public land : .46 

C. Publ ic  burying grounds : 

buildings and improvcrnente : 24 
land: 1.11 

Church property 

sanctuar ies  and educational: 
head parsonage : 
other  residences : 
se rv ice  en te rp r i ses  : 
land : 



E . Hospi ta l s  : 

pub l i c  bldgs.  , non-res : 
p u b l i c  bldgs.  , res. : 
p u b l i c  land: 
non-public bldgs.  , non-res . : 
non-public bldgs . , res . : 
non-pub li c land : 

Char i tab le  i n s t i t u t i o n s :  

bu i ld ings ,  non-res . : 
bui ld ings ,  res . : 
land : 

G. Fo res t s ,  state parks,  w i l d l i f e  refuges: *I3 

H. Publ ic  proper ty  used f o r  p u b l i c  purpose: 37.44 

f e d e r a l  bu i ld ings  : 
f e d e r a l  land: 
state Buildings : 
s t a t e  land: 
county pub l i c  service 

e n t e r p r i s e s ,  bu i ld ings  : 
county p u b l i c  s e r v i c e  

e n t e r p r i s e s ,  land: 
county law enforcement, f i r e ,  

admin i s t r a t i on ,  b ldgs  . : 
county l a w  enforcement, f i r e ,  

admin i s t r a t i on ,  land : 
county o t h e r  bu i ld ings  : 
county o t h e r  land: 
c i r y  pub l i c  s e r v i c e  

e n t e r p r i s e s ,  bu i ld ings :  
c i r y  pub l i c  s e r v i c e  

e n t e r p r i s e s ,  land : 
c i t y  l a w  enforcement, f i r e ,  

admin i s t r a t i on ,  bldgs. : 
c i t y  l a w  enforcement, f i r e ,  

adminis t ra t ion ,  land: 
c i t y  o t h e r  bu i ld ings :  
c i t y  o t h e r  land : 
s p e c i a l  d i s t r i c t  bldgs.  : 
s p e c i a l  d i s t r i c t  land: 



-9 8- 
STATE, FEDERAL AIDS AND RESIDENTIAL PROPERTY TAXES AND INDIVIDWU, STATE INCOME TAXES 

PA'ID 

PER CAPITA (1970 Census) 

Ci ty  

Alber t  Lea 
Anoka 
Austin 
Bemidji 
Blaine 

l?edera13 Eirty Ind. state5 - -  
Municipal1 school2 Income . 
S t a t e  Aid S t a t e  Aid Rev. Shar. Taxes - Taxes 
1974 - 19 72 - 1974 - 19 72 - 

Bloomington 
Brainerd 
Brooklyn Cen tar 
Brooklyn Park 
Burnsvi l le  

Columbia Heighta 
Coon Rapids 
Cottage Grove 
Crys t a1 
h l u t h  

Edina 
Fairmon t 
Fa r ibau l t  
Fergus F a l l s  
F r id l ey  

Golden Valley 
Has t ings  
Hibbing 
Hopkins 
Inver  Grove Hgh ts . 
Mankato 
Maplewood 
Minneapolis 
Minne tonka 
Moorhead 

Mounds V i e w  
New Brighton 
New Hope 
New U l m  
North S t .  Paul  

(over) 

(footnotes  an page 5 3 )  



c i t y  

g o r t h f i e l d  
dwatonna 
Plymouth 
Red Wing 
Richfield 

Robbinsdale 
Rochester 
Roseville 
S t .  Cloud 
St .  Louis Park 

S t .  Paul 
Shoreview 
South S t .  Paul 
S t i l l w a t e r  
Virginia 

Yest St .  Paul 
White Bear Lake 
W i  llmar 
Winona 

Municipal Schogl 
Res . - Lnd. S t a t e  -- 

Federal Proper t~ Income 
_I__ S t a t e  Aid S t a t e  Aid Rev. Shar. Taxes Taxes - 19 74 - - 1972 - 19 74 - I974 1972 - 

Worthington 3 3 13  115 129 
Suburbs Only 20 154 6 240 165 

Municipal S t a t e  Aid 1974. Source: "1974 Local Govern-t Aid Summ~lry, 
Apportionments f o r  calendar year 1974". C o d s s i o o e r  of Revenue, St.  Paul,  
Hinnesota. These f igures  do-not include s t a t e  highway a i d s  t o  municipal- 
ities. 

School S t a t e  Aid 1972, Source: "Report of t h e  S t a t e  Auditor of Minnesota 
on the  Revenues, Expenditures and Debt of S t a t e  and Local Governments 
i n  Minnesota f o r  the  F i s c a l  Years Ended During the  period July 1, 1971 
t o  June 30, 1972". We had school d i s t r i c t  population figures,,  1970 Census 
ava i l ab le  only f o r  the  metropolitan area. Consequently, w e  were unable 
t o  ca lcu la te  a pe r  cap i t a  f igure  f o r  o u t s t a t e  c i t i e s .  

Federal Revenue Sharing 1974. Report of t h e  Office of Revenue Sharing, 
Department of t h e  Treasury, on federa l  revenue sharing payments f o r  the  
12-month period ending June 30, 1974. 

Resident ia l  Property Taxes 1974. Source: Unpublished da ta  on f i l e  i n  the  
Minnesota Department ,of Revenue. A l l  homestead and r e n t a l  property, 
including apartments , i s  included. The f igures  cover the  12-month period 
ending December 31, 1974. ' 

Individual  S t a t e  Income Taxes, 1972. Source: "The Minnesota S t a t e  
Individual  Income Tax, 19 72 Minnesota Individual  Income Tax ~e turns", 
 missioner of Revenue, S t  . Paul, Mimeso t a .  With respect  t o  metropolitan 
area cities, the per  c a p i t a  amounts are f igured on a school d i ~ t r i c t  bas i s .  



PER CAPITA EXPENDITURES, MUNICIPALITIES OVER 20,000 P O P ~ T I O N ,  'DJIN CITIES METROPOLITAN AREA 
( f o r  - f i s c a l  yea r s  ending between J u l y  1, 1972, and June 30, 1973) Source: S t a t e  Auditor  

Populat ion da ta ;  1973 popula t ion  estiuates, Metropoli tan Council  

To ta l :  Current  C a p i t a l  l Gen . - Pub. a. *. Hlth.  Wlfre Lib. - Cont. t o  &. 
Exp. Expense Outlay I Govt. S f t y  

I I 
Pub. - 

I I Serv. 
I I 
I I Enterp.  
I I 

I n t .  - Other 

Bla ine  $1081 $ 8 3  $ 2 5 j  $ 7 $19 $15 $38 $-- $-- $ -- 
Bloomington 171  1 114 571 15  34 22 4 1 2 -- -- 10 2 7 

$ 5  $ 5  

Brooklyn Center  103'  79 241 1 3  16 26 12 1 1 -- 2 17  
Brooklyn Park 147 ! 81 661 1 3  25 49 20 -- -- -- 1 14  
Columbia Heights 118 81 37 1 8 23 41 24 -- - - -- -- 

I I 
11 

Co,on Rapids 
Crys t a1 
Edina 
F r id l ey  
Golden Valley 

Eiaplewood 
Elinneapolis 
Minne tonka 
New Hope 
Richf i e l d  

I i 
Rosev i l l e  135 1 89 461 11 1 8  27 30 - - -- -- 17  12  
So. S t .  Pau l  109 / 103 61 1 3  37 16 16  -- -- 4 -- 7 
S t .  Louis Park 161  103 58 1 9 25 60 27 1 - -- -- 1 8  

S t .  Pau l  287 1 2 29 58: 2 1  66 31  40 7 19 6 
-- 44 

White Bear Lk. 116 1 81  351 11 28 1 8  29 -- -- 3 1 3  4 

Key t o  abbrev ia t ions  : 

Hlth.  - Health 
Wlfre. - Welfare 
Lib. - Libra ry  
Cont. t o  Pub. Serv. 
Enterp . - Contr ibut ions  t o  
P u b l i c  Serv ice  E n t e r p r i s e s  

Rec. - Recreat ion 
I n t .  - I n t e r e s t  

T o t a l  Exp. - T o t a l  Expenditure 
Gen. Govt. - General Government 
Pub. S f ty .  - P u b l i c  Sa fe ty  
Hwy . - Highway 
S a n .  - S a n i t a t i o n  



City  

PER CAPITA REVENUES, NUNICIPACITIES OVER 20,000 POPULATION, TWIN CITIES METROPOLITAN AREA 
( f o r  f i s c a l  yea r s  ending between J u l y  1, 1972, and June 30, 1973) Source: S t a t e  Audi tor  

Popula t ions  d a t a :  1973 popula t ion  e s t i m a t e s ,  Metropol i tan Counci l  

T o t a l  Revenues Taxes S p e c i a l  Fees,  Fines S t a t e  - Federa l  Cont. from I n t e r e s t  Other  
Assmts 9 Licenses aid - a i d  Pub. Se rv i ce  - 

E n t e r p r i s e s  

Bla ine  $114 $15 $35 $2 6 $23 $ 3  $ 6  7 $ - 
Bloomington 178  44 5 9 3 2 28 6 - 6 - 
Brooklyn Center  12 8 2 8 28  2 1 30 2 5 14  1 
Brooklyn Park 104 2 2 2 1 1 8  29 1 - 11 3 
Columbia Heights  119 40 1 5  2 7 2 6 3 6 1 2 

Coon Rapids 223 24 87 1 7  5 1  4 5 
C r y s t a l  113 19 3 3 19  2 4 4 - 
Edin a 155 3 1 4 7 35 29 3 6 
F r id l ey  1 5  3 34 40 28 2 8 2 4 
Golden Valley 1 7 1  59 70 18 29 2 - 
Maplewood 
Minneapolis 
Minne tonka 
New Hope 
R ich f i e ld  

Rosev i l l e  142 4 1  2 9 2 3  36 3 4 7 1 
South S t .  P a u l  149 56 6 20 2 6 2 1 1 1 3 
S t .  Louis Park  170 5 1 39 35 32 3 1 7 3 
S t .  Paul  248 106 3i 0 36 59 28  - 4 1 
White Bear Lake 102 22 17 2 8 2 7 4 - 4 - 
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Ci ty  

New U l m  
No. S t .  Paul  
North f i e l d  
Owa tonna 
Plymouth 
Red Wing 
Richf i e l d  
Robbinsdale 
Rochester 
Rosevi l l e  
S t .  Cloud 
S t .  Louis Park 
S t .  Paul  
Shoreview 
So. S t .  Paul 

PERA- 
MERA Pol i ce  

S t i l lwater 49021 
Vi rg in ia  223917 
West St. Paul  27645 35171 
White Bear Lake 81601 
Willmar 220636 
Winona 90758 103297 

Pens ion-re la ted  proper ty  t a x  d i f f e r e n c e s  (cont . ) 
c i t i e s  ove r  10,000 populat ion 

F i r e  - 
S o c i a l  
S e c u r i t y  T o t a l  

M i l l -  Per  Utilities 
Equiv. Capita  (except  water )  

5.80 mills $14.35 
2.96 5.38 
9.02 11.17 
7.25 16.82 
1.03 4.80 
1.56 9.73 
3.07 8.24 
2.32 6.11 
6 -86 22.73 
1.15 4.73 
4.16 8.24 
2 -29 8.51 
9.38 22.79 
1.20 2.76 
5.38 11.37 

(E-GLD) (H) 
(E-D) 

(Hasp) (L) 
(E-GCD) (H) (GI (Hosp) 

2.91 5.69 I 
(E-GLD) (HI (G) (Hosp) - 

2.80 7.13 W 
I 

2.97 5.16 
15.12 27.08 (E-GSD) (Hosp) (H) 
5.71 11.46 

(see footnotes  on page 64) 



Footnotes to pages 62 a ~ u  63 

PERA-MERA -- Except f o r  the  c i t y  of Minneapolis,  t h i s  i s  t h e  amount con t r ibu t ed  
-7 

by t h e  c i t y  t o  the  P u b l i c  Employees Retirement Assoc ia t ion  (PERA) f o r  the  12- 
month per iod  ending June 30, 1974. Source: P u b l i c  Employees Retirement Assoc ia t ion ,  
unpublished da ta .  With r e spec t  t o  Minneapolis,  employees a r e  covered by t h e  
Municipal Employees Retirement Associat ion (MERA), a s e p a r a t e  pension plan app l i cab l e  
only t o  employees of Minneapolis. Minneapolis employees a r e  n o t  covered by PERA. 
The Minneapolis f i g u r e  i s  f o r  t he  12-month per iod ending December 31, 1973. Source: 
Minneapolis Board of Est imate  and Taxation. 

P o l i c e  -- The amount con t r ibu t ed  by t h e  c i t y  t o  t he  l o c a l  po l i ce - r e l i e f  a s s o c i a t i o n ,  
a s p e c i a l  pepsion p lan  f o r  po l i ce ,  f o r  12-month per iod  ending December 13 ,  1973. 
Some c i t i e s  do n o t  have a s p e c i a l  pension plan f o r  p o l i c e ,  b u t  have t h i e r  p o l i c e  
covered under PERA. Source: r e p o r t s  of p o l i c e  r e l i e f  a s soc i a t i ons  on f i l e  with 
Insurance Divis ion,  S t a t e  Department of Commerce. I n  some c i t i e s ,  a po r t i on  of 
p o l i c e  pensions w i l l  be covered i n  both columns 1 & 2. 

F i r e  -- The amount cont r ibu ted  by t h e  c i t y  t o  t h e  l o c a l  f i r e  r e l i e f  a s s o c i a t i o n ,  - 
a s p e c i a l  pension p lan  f o r  f i remen,  f o r  t he  12-month per iod  ending December 31, 1973. 
Source: r e p o r t s  of f i r e  r e l i e f  a s s o c i a t i o n s  on f i l e  w i th  Insurance  Div is ion ,  S t a t e .  
Department of  C m e r c e .  

S o c i a l  S e c u r i t y  -- The amount con t r ibu t ed  by t h e  c i t y  (exc lus ive  of  t h e  employees' 
con t r ibu t ion )  t o  S o c i a l  S e c u r i t y  f o r  the  12-month per iod  ending December 31, 1973. 
Minneapolis is l e f t  blank because none of  i ts  employees is covered by s o c i a l  
s e c u r i t y .  The e n t i r e  pension p lan  i s  handled through MERA. Source: S o c i a l  
S e c u r i t y  Div is ion ,  state Department o f  Personnel ,  unpublished da t a .  

T o t a l  -- The sum of columns 1-4 

6 Mill-equiv. -- The amount of column 5 expressed i n  m i l l s .  I t  was a r r i v e d  a t  by 
d iv id ing  the  t o t a l  i n  column 5 by t h e  assessed  v a l u a t i o n  f o r  1972 (which i s  t h e  
assessed  va lua t ion  used f o r  determining taxes payable i n  1973). Source of assessed  
va lua t ion  da ta :  League of  Minnesota Mun ic ipa l i t i e s .  

Pe r  c a p i t a  -- The amount i n  column 5 expressed i n  per  c a p i t a  terms. It was a r r i v e d  
a t  by d iv id ing  the  t o t a l  i n  column 5 by t h e  1970 popula t ion  a s  determined by t h e  
U.  S. Census. 

Ut i l i t ies  (except  water)  -- Many of t he  d i f f e r e n c e s  can be p a r t i a l l y  accounted f o r  
by t h e  f a c t  t h a t  c i t i e s  have a v a r i e t y  of municipal u t i l i t y  opera t ions .  The 
abb rev i a t i ons  i n  t h i s  column mean as fol lows:  

(E-D) -- E l e c t r i c ,  d i s t r i b u t i o n  only  
(E-G&D) -- E l e c t r i c ,  genera t ion  and d i s t r i b u t i o n  
(H) -- Heat 
(G) -- Gas 
(Hosp) -- Hosp i t a l  
(L) -- Liquor .  

The compensation of t he se  employees, inc lud inq  the  funding of t h e i r  pension b e n e f i t s ,  
a r e  r o u t i n e l y  pa id  f o r  from t h e  revenues f o r  these  u t i l i t y  opera t ions .  Proper ty  t a x  
revenues would n o t  l i k e l y  be  used. I t  was n o t  pos s ib l e ,  i n  t h i s  t a b l e ,  t o  break ou t  
the  pension con t r ibu t ions  f o r  employees of t he se  u t i l i t y  opera t ions .  
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IMPACT OF POSSIBLE CHAMGE I N  HOMESTEAD TAX LAW: COMPLETE EXEMPTION 
FIRST $100 OF TAX, RETAINING $325 MAXIMUM CREDIT 

(assuming 100 mills; f a l l  value assessment) 
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C O M M I T T E E  A S S I G N M E N T  

Sta te- local  taxat ion  and f inance i s s u e s  have been explored extens ively  
i n  Ci t izens  League repor t s  i n  recent  years .  Among the  more s i g n i f i c a n t  repor ts :  

-- I I S t a t e  F i s c a l  'Crises' A r e  Not Inevi table" ,  June 26, 1972, which d e a l t  with 
the  need f o r  b e t t e r  ana lys i s  of the  long-term implicat ions of present  and 
proposed taxat ion  and f inance p o l i c i e s  . 
11 -- New Formulas f o r  Revenue Sharing i n  Minnesota", September 1, 1970, which 
ca l led  f o r  major improvements i n  the  s t a t e ' s  forniulas f o r  d i s t r i b u t i o n  of 
non-property revenues t o  school  d i s t r i c t s  and to  c i t i e s .  

-- "Breaking the  Tyranny of the  Local Property  ax", March 20, 1969, which 
d e a l t  with l o c a l  government problems a r i s i n g  from t h e  d i s t r i b u t i o n  of 
property t ax  valuat ion  i n  the  Twin Cities area .  

-- "Citizens League Tax Relief and Reform ~ r o p o s a l " ,  May 5, 1967, which 
supported a s t a t e  s a l e s  t a x  with a guaranteed d i s t r i b u t i o n  of the  revenues 
t o  l o c a l  government. 

-- "Conclusions and recommendations on the  impact of the  Dulton Case and on 
property t a x  assessment reform", May 14, 1965, which included a number of 
proposals f o r  improvements i n  property t ax  assessments. 

I n  mid-1973 i t  was c l e a r  t h a t  the  i s sues  of assessment reform, s t a t e  a i d s  
, and property t a x  r e l i e f  were becoming major agenda items before the Legis la ture .  The 

League Board of Directors  subsequently authorized a new League research committee on 
the Res ident ia l  Property Tax. The following charge was given t o  the  committee: - 

"Many questions have &sen over how residential property should be' 
t aed .  i n  mlationship t o  other property i n  the state. Included are 
such questions as overall level of the property tar i n  comparison 
t o  other taxes, the retative levels of the residential as conpamd 
to the cmercial-industrial property tax, the tax relationship 
between land and buildings, and the mlat ive  level of  homestead tax 
as compared to  rental residential. O f  particular inmediate concern 
i s  a longer term solution t o  the problem which resulted i n  1973 i n  
a new Zaw limiting a l l  increases i n  homestead valuation to no more 
than 5% annually, regardless of past levels. We wi l l  review the 
issues surmunding the 5% limitation and other issues mlating to 
the taration of residential property and make pecommendutions to 
the Legis Z a t m  . I f  

C O M M I T T E E  M E M B E R S H I P  

. 
1 I n i t i a l  sign-up f o r  the  committee exceeded 100 persons. A t o t a l  Of 37 persons 

pa r t i c ipa ted  a c t i v e l y  i n  the  de l ibe ra t ions .  Committee chairman was Allan R. Boyce, 
Rosevll le .  Other a c t i v e  members were: 



Harold J. Anderson 
Francis  M. Boddy * 
James T. Christenson 
Marvin E. Engel 
Howard Erickson 
Ralph Fores ter  
James Hawks 
John Eelmberger* 
Edward Heimel 
Paul  Hi l s t ad  
P a t r i c i a  Hudson 
W i l l i a m  H. Hudson 
J. R. Keller, Jr. 
Jay Kiedrowski 
Andrew Lindberg 
Richard L. Manning 
George Mar tens  
Walter McClure 

Joseph J . McDowell 
Gordon Moe 
George I. Nygaard 
Valerie Halverson Pace 
P. Warren Preeshl  
W. R. Rauhauser 
Andrea Rubenstein 
James Rubenstein 
Dana S chenker 
Jonathan S c o l l  * 
Irma S l e t t e n  
C. M. Slocum 
David B . S t e w a r t  
Thomas P . V a s  a l y  
H. W. Walter 
Gerald Weis zhaar 
Donald C. Willeke * 
Edward A. Zimmerman 

The committee was a s s i s t e d  by Paul  A. G i l j e ,  Ci t izens  League assoc ia te  
d i r e c t o r ,  and Paula Werner, Ci t izens  League c l e r i c a l  s t a f f .  

C O E . i M I T T E E  P R O C E D U R E S  

The committee m e t  once a week from its f i r s t  meeting M y  2 ,  1974, t o  its 
f i n a l  meeting, February 13, 1975, a t o t a l  of 36 meetings. A l l  were 2% hour evening 
meetings, with the  loca t ion  a l t e r n a t i n g  each week between Minneapolis a d  S t .  Paul,  . 
t o  be as convenient as poss ib le  f o r  members, whose residences a r e  widely dispersed 
throughout t h e  metropoli tan area. . 

The committee spent  from May through August i n  in tens ive  backgrounding on 
the  property tax system. The complexity of the  issue--covering such t op ics  as t h e  
assessment process, c l a s s i f i c a t i o n  of property,  levy l i m i t s ,  s t a t e  d d s ,  and income- 
property t a x  relationships--required a comprehensive educational  phase before  omitt tee 
members began i n t e r n a l  de l ibe ra t ions .  

During September the  committee worked ch ie f ly  from an o u t l i n e  which 
described what had been learned t o  da te .  Committee members during t h i s  time concen- 
t r a t e d  heavi ly  on d iscuss ing the  purposes of the  property tax .  A f i r s t  d r a f t  of 
f indings was prepared i n  e a r l y  ~ c t o b e r ,  which became the  b a s i s  of discussion during 
t h a t  month. I n  November the  committee moved on t o  preliminary d r a f t s  of conclusions. 
A revised d r a f t  of f indings  and conclusions, prepared i n  e a r l y  January, becams! the  
b a s i s  f o r  considerat ion of recommendations, which poceeded u n t i l  the  committee 
completed its work i n  mid-February. 

S t a f f  members of the  Minnesota Tax Study Commission and the  Minnesota 
Department of Revenue were extremely he lp fu l  i n  providing information. The Rapid 
Analysis F i s c a l  Tool (RAFT) a t  the  Universi ty of Minnesota provided severa l  computer .. 
run and graphs which a s s i s t e d  the  committee i n  i ts  work. 

* A minori ty repor t  signed by these  members appears a t  the  back of the  repor t .  . 



Detailed minutes of meetings were taken and d i s t r i b u t e d  t o  non-members 
following committee a c t i v i t i e s  a s  w e l l  a s  members. A few e x t r a  copies of minutes a r e  

- avai lable  upon request.  

Following is  a list of resource persons who m e t  with the  committee: 

1. From the  Minnesota Department of Revenue: 
Arthur C. Roemer , Commissioner 
Wallace 0. Dahl, d i r e c t o r ,  t ax  research 
Dennis Erno, a s s i s t a n t  t o  the  commissioner; former supervisor ,  s a l e s  r a t i o  

s t u d i e s  
Richard Gardner, i n  charge of levy limits sec t ion  

2. From the  Minnesota Tax Study Commission: 
Ronald Rainey, current  executive d i r e c t o r  
Garson Sher, former executive d i r e c t o r  
Rcbert Dildine,  s t a f f  member 

3. Other s t a t e  o f f i c i a l s :  
Rolland Ha t f i e ld ,  ( then) S t a t e  Auditor 
Raymond Pavlak, (then) chairman, House Tax Cormnittee and Tax Study Commission 
S t a t e  Rep. &t in  Sabo, House Speaker 
John Haynes, Governor's s t a f f  a s s i s t a n t  f o r  taxat ion  and school  f inance 

4- From l o c a l  government: 
Roger Mattson, finance d i r e c t o r ,  c i t y  of S t *  Paul 
Lee Munnich, Minneapolis alderman 
Charles Darth, f inance d i r e c t o r ,  c i t y  of Brooklyn Park 
Norman Werner, former d i r e c t o r  of f inance,  c i t y  of Coon Rapids 
Roger Peterson , mayor of Cottage Grove, and chairman Y property tax committee 9 

League of Minnesota Municipal i t ies  
Allen Muglia, head of t a x  s t u d i e s ,  Metropolitan Coullcil 
Robert Meiers, Dakota County Assessor 
Robert Martin, Hennepin County Assessor 

5 .  From the p r iva te  sec to r :  
Oliver  Perry,  executive v i c e  pres ident ,  Unneso ta  Association of ~ommerce - and Indust ry  
David Roe, pres ident ,  Minnesota AFL-CIO 
Clayton Rein, apartment owper-developer , C. G. Rein Company 
Marlin Grant, pres ident ,  Marvin Anderson Construction Company 
Bart  Hempel, r e a l t o r  
James McComb, consultant  t o  ~ i ~ n e a p o l i s  Downtop Council and ~ i n n e a p o l i s  City 

Council 
A 1  Wrobleski, Crossroads Resource Center 
Tom O'Connell, Crossroads Resource Center 
Htmard Dahlgren, pres ident ,  Midwest Planning and Research, Inc. 
Robert Ehlers , f i s c a l  consul tant ,  Ehlers  d Associates , Inca 

6- From the  academic cornunity : 
Edward R. Brandt, professor of p o l i t i c a l  science,  College of S t .  Thomas 
Arley D. Waldo, a g r i c u l t u r a l  Universi ty of Minnesota 



MINORITY REPORT 

The undersigned wish t o  record our d i s s e n t  with one major a r e a  of t h e  " ~ e s i -  
d e n t i a l  Property  ax" r e p o r t ,  adopted by a f i n a l  committee v o t e  (11 f o r  t o  9 
aga ins t )  on February 13, 1975. 

Some of us be l i eve  t h a t  the  information and analyses brought before  t h e  com- 
mi t t ee  j u s t i f i e d  a p o s i t i v e  recommendation f o r  the  adoption of some form of the  
Governor's proposed "Income Adjusted Property Tax c red i t " ,  bu t  we were on t h e  
minori ty s i d e  of an 11 t o  9 vote i n  tha t  s p e c i f i c  i s sue .  W e  do no t  argue here 
t h a t  the committee was a t  f a u l t  a t  no t  adopting our pos i t i on ,  but  r a t h e r  t h a t  i t  
was a t  f a u l t  i n  a r r i v i n g  at some of t h e i r  decis ions.  

We argue t h a t  the  genera l  tone of t he  r epor t  i n  those sec t ions  d iscuss ing  
t h e  a l t e r n a t i v e s  of (1) t h e  present  homestead c r e d i t s  (with some ex2unples of pos- 
s i b l e  modif icat ions i n  i t )  and (2)  t he  income adjus ted  property t= c r e d i t  
( l l ~ i r ~ ~ i t - b r e a k e r l ' )  concept,  comes down s t r w g l y  on t h e  s i d e  of cont inuing a 
Property t a x  r e l i e f  system t h a t  o f f e r s  t o  lower t h e  burden of r e a i d e n t i a l  pro- 
p e r t y  taxes by means of a formula t h a t  i s  based s o l e l y  m t h e  s i z e  of t h e  gross  
homestead t a x  i t s e l f ,  without any s p e c i f i c  recogni t ion  of t he  poss ib l e  a b i l i t y  . 
t o  pay, a s  indexed by income, of t he  home owner, r a t h e r  than a move t o  introduce 
household income a s  an ad jus t ing  f ac to r .  

W e  be l i eve  s t rong ly  that: one of the  majar v a l i d  c r i t i c i s m s  of the property 
t a x  'on housing (both owned and rented)  is  its genera l ly  heavy and r eg res s ive  
burdttn on low incame fami l i e s ,  e spec ia l ly  on those i n  Wrmesota Yith i n e m s  
below about $10,000 p e r  year.  We a l s o  be l i eve  t h a t  while  more P n f ~ m t i b f i  . 
discuss ion  may always be  a good thing t o  have before  ac t ion  is t a k a ,  W e  havr? 
had s u f f i c i e n t  i n f  o m a t  ion a v a i l a b l e  t o  US t o  ~ e r s u a d e  us t h a t  these p a r t i c u l a r  
f a u l t s  ( the  heavy burden and r e g r e s s i v i t y )  cannot be e f f e c t i v e l y  remedied by t he  

I 

use  of a s o l e l y  tax  based credit:  system of any kind. b l y  a s Y 8 t e m  t h a t  includes - 
(however defined)  as an ad jus t ing  f a c t o r  can reduce or remove tb-e f a u l t s  

the  present  system a t  lower ranges of family incomes* 

For a l l  t he  incorn ranges below about $10,000 t o  $12,M)O (about 3 / 4  of t h e  
mediab incomes of home owners under 65 i n  1974, of about $15,00Q) t h e  average 

pf the  home is about the  same a t  a l l  incorn l e v e l s  (census of 197.0 data).  
This Rat te rn  is confi-d by the  Ha t f i e ld  property t ax  study d a t a  t h a t  shows 
t h i s  $ m e  p a t t e r n  of a f a i r l y  ot&stant l e v e l  of homestead values over a l l  low 

kanges, up t o  about $10,000 i n  1968. This  suggests  t h a t  i n  most commu- 
n i t i e s  , h e r e  is  a s o r t  of basic minimum cos t  of acceptable housing t h a t  faces  
low income fami l i e s  and t h a t  they have l i t t l e  choick of r e a l  a l t e r n a t i v e 6  below 
t h a t  l eve l ,  

average home va lues  a r e  no t  co r re l a t ed  wi th  incomes a t  these  lower 
e l s ,  then no genera l  system of subsidy of some p a r t  o r  a l l  of t h e  pro- 

does not  use o r  inc lude  household income a s  a major ad jus t ing  
s t rong ly  co r re l a t ed  with income) can reduce o r  remove the  

* 

e f f e c t s  w i t h i n  t h e  lower income ranges. Hence the  sugges- 
f o r  modif icat ions i n  the  present  homestead c r e d i t  system 



t o  reduce the  n e t  property t ax  burden on lower valued homes, cannot meet t h i s  
major f a u l t  of the  present  system. 

* r  

The numbers of households i n  these  low income ranges i n  Minnesota a r e  q u i t e  
subs tan t i a l .  The s t a f f  of the  Tax Study Commission est imates (from 1970 census , 

data)  t h a t  about 170,800 o r  25 per  cent of home owner households (under 65) had . 
incomes below about $10,000 i n  1974. 

The income adjusted system has a f u r t h e r  advantage; unlike the  present  sys- 
tem i t  does not  give the  maximum subsidy t o  a l l  ( regardless  of income) who Pay a 
c e r t a i n  l e v e l  of property t a x  o r  more, but  a d j u s t s  the  t a x  t h a t  ge t s  the  maximum 
subsidy by the  deduction of a  percentage of household income (1.5 per  cent  under 
the  Governor's proposal) ,  and it t a r g e t s  more of the  subsidy t o  the  low income, 
low t o  moderate taxed households, who would gain s u b s t a n t i a l l y  under such a 
system a s  compared t o  the  current  system. 

F ina l ly  the  income adjusted system can be extended t o  r en te r s  with l i t t l e  
modification, with the  assumption t h a t  a  c e r t a i n  percentage (20 per  cent under 
the  Governor's proposal) of a  t enan t ' s  r en t  be presumed t o  be property taxes. 
NO modifications on c r e d i t s  i n  the  property taxes of landlords (whether passed 
on t o  the  tenants  o r  not )  can reduce the  heavy and regressive e f f e c t s  of the  
proper ty ' taxes  t o  r e n t e r s ,  unless the  system takes the  r e n t e r ' s  incomes i n t o  
account a s  an adjus t ing  f a c t o r ,  e spec ia l ly  again a t  the  lower end of the income 
sca les  . 

We d i s s e n t  therefore  from the  repor t  as passed out  of the  committee p r i -  
marily because i t  does no t ,  i n  our opinion, c l e a r l y  face  up t o  what w e  see a s  
one of the  major def ic iencies  of the  current  r e s i d e n t i a l  property t a x  system, 

• and because i t  does not ,  i n  our opinion, f a i r l y  balance the  pros and cons of 
keeping the  bas ic  s t r u c t u r e  of the  present  system, o r  of moving t o  an income 
adjusted system, i n  the  l i g h t  of what w e  be l ieve  was a s t rong consensus i n  the  
committee t h a t  "something more should be done t o  r e l i e v e  the  burden of the  
r e s i d e n t i a l  property tax on low income famil ies",  a s  an addi t ion  t o  o r  replace- 
ment of the  present  system of "senior  c i t i z e n  income adjusted t a x  c red i t s "  
which has worked so  successful ly  i n  reducing the  burdens and the  r eg ress iv i ty  
of the  homestead property t a x  f o r  low income sen io r  c i t i zens .  But t h i s  consen- 
sus was submerged i n  a  recommendation f o r  some l e g i s l a t i v e  study of the  general  
problems of low income famil ies  r a t h e r  than of the  burden ,of housing property 
taxes. To repeat ,  w e  d i s sen t  not because of the  conclusions reached (or  implied) 
i n  t h i s  p a r t  of the  repor t  and recommendations of the  committee, but  because we 
f e e l  the  bas ic  points  out l ined above were never c l e a r l y  and f u l l y  before the  
committee, and t h a t  the  l a s t  "rush t o  decision" precluded t h e i r  study and con- 
s ide ra t ion ,  with the  r e s u l t  t h a t  no c l e a r  decision was reached i n  t h i s  a rea  t h a t  
had the  back-up of the  b a s i c  information and analyses and discussion t h a t  should 
be the  mark of a  f i n a l  Ci t izens  League repor t  on such an important and current  
pol icy  question. 

F. M. Boddy 
John Helmberger 
Jonathan Scol l  
Donald C. Willeke 
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