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Summary o f  Major  Ideas 

Process 

1 .  The Governor and L e g i s l a t u r e  should see t h a t  s teps a r e  taken t h i s  year t o  avoid, 
i n  1983 and i n  subsequent l e g i s l a t i v e  sessions t he  k i n d  o f  " c r i s i s "  budget ing 
t h a t  i s  p resen t  t h i s  year .  

2. The s t a t e  i s  on a p rope r t y  t a x  r e l i e f  r o l l e r c o a s t e r .  P rope r t y  taxes on most 
homesteads have been d e c l i n i n g  r a p i d l y .  Unless t h e  Governor and L e g i s l a t u r e  
take  c o r r e c t i v e  a c t i o n ,  t he  r o l l e r c o a s t e r  r i d e  w i l l  cont inue,  w i t h  steep i n -  
creases i n  p rope r t y  taxes i n  1982, f o l l owed  by p ressure  i n  1983 f o r  another 
round of reduct  ions. 

Substance 

1 .  The un i form,  mandatory s ta tew ide  school m i l l  r a t e  should be increased as an a l -  
t e r n a t i v e  t o  non-uni form increases i n  c i t y  and county  m i  1 1  r a tes .  

2. To avo id  h idden p rope r t y  t a x  increases, t h e  L e g i s l a t u r e  should s top  reduc ing 
t h e  v a l u a t i o n  f o r  taxpayers i t  wants t o  b e n e f i t .  Ins tead,  i f  the  L e g i s l a t u r e  
wants t o  he lp  c e r t a i n  taxpayers,  i t  should increase t h e  v a l u a t i o n  f o r  a l l  o t h e r  
taxpayers.  

3. The Governor and L e g i s l a t u r e  should re-examine whether t o o  much homestead 
c r e d i t  i s  being g i ven  and whether t h e  c r e d i t  should be r e s t r u c t u r e d  so  home- 
owners a re  more f u l l y  aware of  t h e  gross tax ,  be fo re  t h e  c r e d i t  i s  g iven .  

4. I f  t he  Governor and L e g i s l a t u r e  were t o  a1 low u n i t s  o f  government below t h e  
s t a t e  l e v e l  t o  impose general  non-proper ty  taxes, they should make sure t h a t  
w i t h i n  t h e  Twin C i t i e s  m e t r o p o l i t a n  area such taxes would be a l lowed o n l y  if 
imposed on t he  e n t i r e  seven-county area. 



A. S ta te  Fiscal,  Cr ises  Are Not , l nev i  t a b l e  

The nex t  several  weeks are an extremely c r i t i c a l  t ime f o r  s t a t e  and l o c a l  govern- 
ment f inance i n  Minnesota. The issues fac ing  the  Governor and the  L e g i s l a t u r e  
a re  in tense ly  con t rove rs ia l  and enormously complex. A  great  deal of  work remains 
t o  be done before the  s t a t e ' s  budget f o r  t he  two-year per iod  beginning Ju ly  1, 
1981 can be adopted. It i s  poss ib le  the  Governor and Leg is la tu re  wi 1 1  requi r e  a  
spec ia l  session, a f t e r  May 18, t he  c o n s t i t u t i o n a l l y - p r e s c r i b e d  l i m i t  f o r  t he  end 
of t he  regu lar  session. 

The Governor and L e g i s l a t u r e  now are  awa i t i ng  o f f i c i a l  revenue est imates from 
the  Department o f  Finance -- expected by mid-Apr i l  -- which a re  t o  be used as a  
bas is  f o r  balancing the  budget. 

I t  i s  urgent  t h a t  the  Governor and L e g i s l a t u r e  commit themselves t o  a  f u l l ,  can- 
d i d  d iscuss ion  o f  op t ions  and the  poss ib le  consequences o f  d i f f e r e n t  op t ions .  
They need t o  t h i n k  c a r e f u l l y  about the  f o l l o w i n g  bienniums, no t  o n l y  t he  immediate 
upcoming biennium. 

Nine years ago, f o l l ow ing  a  l e g i s l a t i v e  session du r ing  which fa r - reach ing  changes 
i n  s t a t e - l o c a l  f i s c a l  r e l a t i o n s h i p s  were adopted, we urged several  steps be taken 
t o  improve the  a b i l i t y  o f  the  Governor and the  L e g i s l a t u r e  t o  (a) determine 
longer-term consequences o f  cu r ren t  pol  i c ies ,  (b) analyze a1 t e r n a t  i v e  courses, 
and (c) a n t i c i p a t e  f u t u r e  problems. Those needs are  every b i t  as urgent today, 
and t h a t  r e p o r t ' s  t i t l e ,  "State F i sca l  Cr ises Are Not Inev i tab le , "  s t i l l  i s  ap- 
PI icab le .  A  major recommendation i n  t h a t  repor t ,  s t i  1 1  no t  adopted, was tha t  a  
Minnesota Gouernmental P o l i c y  I n s t i t u t e  be es tab l ished t o  i d e n t i f y  and analyze long- 
term consequences o f  present  ac t ions .  

B. The S ta te  Now i s  On a Property  Tax R e l i e f  Ro l le rcoas ter  

As we have examined the  issues t h i s  year,  i t  seems c l e a r  t h a t  many of  t he  f i s c a l  
problems fac ing  the  Governor and the  L e g i s l a t u r e  have t h e i r  roo ts  i n  p roper ty  
t a x  r e l i e f  which was voted i n  prev ious sessions. I n  recent l e g i s l a t i v e  sessions 
the re  was b i p a r t i s a n  support f o r  the p r o v i s i o n  o f  extremely generous proper ty  
t ax  r e l i e f ,  p a r t i c u l a r l y  f o r  homeowners and farmers. These ac t i ons  have produ- 
ced a  r o l l e r c o a s t e r  e f f e c t  on the  l e v e l  o f  p roper ty  taxes. Most homeowners i n  
moderate and medium-priced homes have been e n j o y i n g  l a rge  drops i n  t h e i r  p roper ty  
t a x  statements over the  l a s t  few years. These decreases have been i n  abso lu te  
d o l l a r s ,  even as the  market values o f  t h e i r  homes have been r i s i n g  r a p i d l y ,  and 
as the  cos ts  of  l o c a l  government serv ices have been r i s i n g  rap id l y .  Now, i n  1981, 
these homeowners may f i n d  themselves a t  the  bottom, and a re  fac ing  steep increases 
in  1982 and beyond, unless the re  are  s i g n i f i c a n t  cu ts  i n  spending. These steep 
increases may b r i n g  people back t o  l e v e l s  where they were a  few years ago, but 
they are l i k e l y  t o  be j u s t  as abrupt  i n  going up as the  decreases were i n  going 
down. 

Unless the  Governor and Leg is la tu re  take c o r r e c t i v e  ac t ion ,  i t  i s  l i k e l y  t h a t  the  
r o l  le rcoas ter  r i d e  wi 1 1  cont inue. Steep increases i n  p roper ty  taxes i n  1982 a re  
l i k e l y  t o  produce considerable pressure on the  L e g i s l a t u r e  i n  1983 t o  g ran t  addi -  
t i o n a l  proper ty  t a x  r e l i e f ,  thereby b r i ng ing  about another b i g  swing downward. 

The fo l l ow ing  graph shows the  homestead proper ty  t a x  as a  per cent o f  market 
va lue s ince  1968 f o r  the  community which was a t  t he  median i n  each of  t he  C i t i zens  
League's annual surveys o f  homestead proper ty  taxes among me t ropo l i t an  area com- 
mun i t ies  over 2,500 populat ion.  The market va lue o f  a  representa t ive  house i n  



Prope r t y  t a x  r e l i e f  u s u a l l y  i s  accomplished by s h i f t i n g  t he  burden t o  o t h e r  types 
o f  taxes,  no t  by c u t t i n g  spending. Thus, a  d o l l a r  o f  r e l i e f  f o r  the  homestead 
p rope r t y  t a x  payer,  f o r  example, invo lves  a d o l l a r  o f  h i ghe r  burden f o r  o t h e r  t ax -  
payers, - e i t h e r  non-homestead proper ty  taxpayers o r  o t h e r  types of  taxpayers.  

T r a d i t i o n a l l y ,  t he  main m o t i v a t i o n  f o r  p r o v i d i n g  p rope r t y  t a x  r e l i e f  has been t o  
a d j u s t  f o r  t h e  f a c t  t h a t  p rope r t y  taxes bear no r e l a t i o n s h i p  t o  an i n d i v i d u a l ' s  
income, meaning t h a t  lower income persons have been more h e a v i l y  burdened. The 
Governor and L e g i s l a t u r e  have adopted one o f  t he  most amb i t ious  c i r c u i t - b r e a k e r  
laws i n  t h e  n a t i o n  t o  a t t a c k  t h i s  problem. 

C.  Proposals Which Could Help t he  Governor and L e g i s l a t u r e  i n  P rope r t y  Tax R e l i e f  
l ssues 

As we examined our  e x i s t i n g  p o s i t i o n s  and t h e  problems f a c i n g  t he  Governor and 
L e g i s l a t u r e  t h i s  year ,  we i d e n t i f i e d  four  areas where new ideas seemed hel lp fu l .  

1.  The un i fo rm,  mandatory s ta tew ide  school m i l l  r a t e  should be increased as an 
a l t e r n a t i v e  t o  non-uni form increases i n  c i t y  and county  m i l l  r a t es .  

We have documented i n  p rev ious  years t he  wide d i f f e r e n c e s  i n  n e t  p rope r t y  
taxes on homesteads between t h e  me t ropo l i t an  area and o u t s t a t e  coun t i es  
These wide d i f f e r e n c e s  a r e  r e a d i l y  apparent i n  t h e  p r e l i m i n a r y  da ta  f o r  1981 
taxes now becoming a v a i l a b l e  i n  t h e  Department o f  Revenue. For example, f o r  
t he  f i r s t  30 o u t s t a t e  coun t ies  sending i n  t h e i r  t a x  repo r t s  f o r  t h i s  year ,  
t h e  f i g u r e s  reveal  t h a t  almost two - th i r ds  o f  a l l  homeowners i n  those 30 coun- 
t i e s ,  farm and urban combined, a r e  pay ing less  than $253 i n  n e t  p rope r t y  taxes 
i n  1981 ( a f t e r  deduc t ing  t h e  homestead c r e d i t ,  bu t  n o t  t he  c i  r c u i  t -b reaker )  . 
By way o f  con t ras t ,  fewer than one- ten th  o f  Ramsey County homeowners a r e  pay- 
i n g  l ess  than $253. A t  t h e  o t h e r  end o f  t he  sca le ,  t h e  f i g u r e s  revea l  t h a t  
two - th i  rds o f  Ramsey County homeowners a r e  pay ing more than $362, w i t h  o n l y  
o n e - f i f t h  o f  t h e  30 o u t s t a t e  c o u n t i e s '  homeowners f a l l i n g  i n  t h i s  category.  

DISTRIBUTION OF NET HOMESTEAD PROPERTY TAXES 
1381 

( . ~ f t e r  deduct ing homestead c r e d i t ,  bu t  w i t h o u t  de- 
duc t  i n g - c i  r c u i  t -b reaker  c r e d i t  .) 
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* The 30 non-metropol i tan coun t ies  a r e  A i t k i n ,  B i g  Stone, Brown, Clearwater ,  Cook, 
Douglas, Goodhue, Houston, Hubbard, I t asca ,  Jackson, K i t t s o n ,  Koochiching, Lac 
Qui Par le ,  Lake o f  t he  Woods, L i nco ln ,  Lyon, Mahnomen, Mower, Murray, N i c o l l e t ,  
Nobles, O t t e r  T a i l ,  Pennington, Pipestone, Redwood, R e n v i l l e ,  Rice, Traverse 
and Waseca. 

Source: County Finance O f f i c e r s  and Department o f  Revenue 

I t  seems apparent t h a t  t he  Governor and L e g i s l a t u r e  w i l l  a l l o w  p rope r t y  taxes 
t o  r i s e  i n  1982. The ques t ion ,  t he re fo re ,  i s  n o t  so much whether, bu t  where. 
I f  p rope r t y  taxes r i s e  ma in l y  i n  county governments and m u n i c i p a l i t i e s ,  t h i s  
means t h a t  t h e  increases i n  p rope r t y  taxes w i l l  be g r e a t e s t  where mun ic ipa l  
and county cos ts  a r e  t h e  h i ghes t ,  which i s  predominant ly  t h e  m e t r o p o l i t a n  coun- 
t i e s .  I m p l i c i t  i n  t h e  Governor 's budget i s  an assumption t h a t  county  and mu- 
n i c i p a l  p rope r t y  taxes w i l l  make up f o r  l a c k  o f  s t a t e  a i d .  I f  t h i s  occurs,  
i t  i s  l i k e l y  t h a t  t h e  d i f f e r e n c e s  i n  p rope r t y  taxes between m e t r o p o l i t a n  and 
o u t s t a t e  areas w i l l  increase i n  1982, beyond the  d i f f e r e n c e s  which e x i s t  today. 

RECOMMENDATION: We recommend a d i f f e r e n t  approach. The uni form,  mandatory 
s ta tew ide  school m i l l  r a t e  should be increased. Th i s  would enable p r o p e r t y  
taxes t o  r i s e  more un i f o rm ly  s ta tew ide .  I t  doesn ' t  reduce d i f f e r e n c e s  which 
a l r eady  e x i s t ,  b u t  i t  he lps  keep t he  d i f f e r e n c e s  f rom widening. 

The un i f o rm  r a t e  now i s  a t  21 m i l l s .  A decade ago i t  was 30 m i l l s .  I f  t he  
L e g i s l a t u r e  were t o  increase t he  r a t e ,  then schools would need less  a i d  from 
t h e  s t a t e  genera l  revenue fund. Thus i t  would be p o s s i b l e  t o  t ake  some o f  t h e  
money now earmarked f o r  schools i n  the  s t a t e  budget and s h i f t  t h a t  t o  mun ic i -  
p a l i t i e s  o r  coun t ies  t o  reduce t he  e x t e n t  these u n i t s  o f  government would have 
t o  increase p rope r t y  taxes.  

Th is  approach would make p o s s i b l e  more s t a t e  a i d  t o  c i t i e s  and/or coun t i es  
than was proposed i n  t he  Governor 's budget i n  January, w i t h o u t  i nc reas ing  t h e  
t o t a l  amount o f  t he  Governor 's budget. 

We a r e  aware t h i s  idea cou ld  be m i s i n t e r p r e t e d .  I t  has been w i d e l y  assumed 
t h a t  i t  i s  u n f a i r  t o  use the  p rope r t y  t a x  f o r  schools,  because t he  amount of  
money a v a i l a b l e  f o r  a  c h i l d ' s  educa t ion  should n o t  be dependent upon t h e  prop-  
e r t y  t a x  wea l t h  o f  t h e  l o c a l  school d i s t r i c t .  What i s  u n f a i r ,  however, i s  t he  
use o f  the  l o c a l  t a x  base f o r  schools,  n o t  t h e  t a x  base o f  t h e  e n t i r e  s t a t e .  
Our proposal  would t r e a t  a l l  d i s t r i c t s  and s tuden ts  a l i k e .  

I n  no way would t h i s  proposal  a f f e c t  t h e  amount o f  money which school d i s t r i c t s  
would have t o  spend. They would rece i ve  t h e  same amount, except  t h a t  l ess  would 
be coming from s t a t e  a i d  and more f rom t h e  un i f o rm  p rope r t y  tax .  

We have p r e v i o u s l y  recommended ( i n  a  1978 r e p o r t ,  Local  D i s c i p l  i n e  Not S ta te  -- 
P r o h i b i t i o n )  t h a t  t he  s t a t e  i t s e l f  l e v y  t he  mandatory school m i l  1 r a t e  w i t h  
t he  revenues f l o w i n g  d i r e c t l y  i n t o  the  genera l  fund  w i t h  sa les  and income taxes 
and o t h e r  revenues. The e f f e c t  on school f i nance  would be t he  same, except 
school d i s t r i c t s  would rece i ve  a l l  funds f o r  e s s e n t i a l  ope ra t i ng  expenses d i r -  
e c t l y  f rom the  s t a t e .  

Ma in ta i n i ng  t h e  present  system cons t ra i ns  t he  e x t e n t  t o  which t he  s t a t e  can 



r e l y  on t he  un i fo rm m i l l  r a t e .  Some school d i s t r i c t s  w i t h  v e r y  low enro l lment  
and h i g h  p rope r t y  va lues rece i ve  no s t a t e  a i d  because a l l  o f  t h e  revenues ne- 
cessary a r e  r a i s e d  by t he  mandatory m i l l  r a t e .  School d i s t r i c t s  i n  t h i s  s i t u -  
a t i o n  con t i nue  t o  urge t h e  L e g i s l a t u r e  t o  reduce t he  m i l l  r a t e  so they can 
rece i ve  some s t a t e  a i d .  As we noted above, i f  t he  s t a t e  takes over  t he  m i l l  
r a t e ,  then a l l  d i s t r i c t s  would g e t  a i d  f rom the  s t a t e .  The s t a t e  has no t  
l e v i e d  a p r o p e r t y  t a x  d i r e c t l y  s i nce  1967. 

2. To avo id  h idden p r o p e r t y  t a x  increases, t h e  L e g i s l a t u r e  should s t o p  reduc ing 
t h e  v a l u a t i o n  f o r  taxpayers i t  wants t o  b e n e f i t .  Ins tead,  i f  t he  L e g i s l a t u r e  
wants t o  h e l p  c e r t a i n  taxpayers,  i t  should increase t he  v a l u a t i o n  f o r  a l l  o t h e r  
t a x ~ a v e r s  . --- 
Several l e g i t i m a t e  concerns over  t he  p r o p e r t y  t a x  burden a r e  coming t o  t he  a t -  
t e n t i o n  o f  t h e  Governor and L e g i s l a t u r e  i n  1981. One proposal  i s  t o  g r a n t  a  
t a x  break t o  smal l  town businesses. I n  recen t  years,  smal l  town businesses 
have assumed a l a r g e r  share of  t h e  t o t a l  burden as t h e  L e g i s l a t u r e  has reduced 
t h e  share p a i d  by homeowners and farmers. Another proposal  comes from a p a r t -  
ment owners and tenants  who f e e l  they a r e  asked t o  assume a d i s p r o p o r t i o n a t e  
share o f  t he  t o t a l  burden r e l a t i v e  t o  owner-occupied dwe l l i ngs .  Moreover, 
w i t h i n  r e n t a l  p rope r t y ,  t h e r e  i s  a  w ide  d i f f e r e n c e  i n  t h e  method by which d i f -  
f e r e n t  k i nds  o f  r e n t a l  p rope r t y  a r e  taxed. A t h i r d  proposal  be ing eva lua ted  
i s  whether t o  "index" t he  homestead c l a s s i f i c a t i o n s .  Th i s  would mean t h a t ,  
as p r o p e r t y  va lues r i s e ,  t h e  per  cen t  o f  a  homestead which bears t he  lower 
c l a s s i f i c a t i o n  amounts would no t  decrease. 

Changing t he  c l a s s i f i c a t i o n  o f  a  p i ece  o f  p r o p e r t y  does n o t  reduce taxes,  i t  
s h i f t s  taxes.  The c l a s s i f i c a t i o n  system i s  a  way o f  de te rmin ing  t he  r e l a t i v e  
p r o p o r t i o n  o f  t he  t o t a l  p rope r t y  t a x  t h a t  w i l l  be shared by d i f f e r e n t  k i nds  
o f  p roper ty .  I t  has no th i ng  t o  do w i t h  how much taxes a c t u a l l y  a r e  l e v i e d .  

I n  t he  l a s t  10 years t h e  L e g i s l a t u r e  has made severa l  changes i n  t h e  c l a s s i f i -  
c a t i o n  system. A major  reason f o r  these changes has been t o  compensate f o r  t he  
f a c t  t h a t  t h e  market va lues o f  some p r o p e r t i e s  -- p a r t i c u l a r l y  homesteads and 
farms -- have been r i s i n g  much f a s t e r  than o the rs .  The L e g i s l a t u r e  has feared 
t h a t  by n o t  t a k i n g  a c t i o n ,  t oo  much o f  the  t a x  burden would have s h i f t e d  from 
commercial and i n d u s t r i a l  p rope r t y  t o  homes and farms. 

Changing t he  c l a s s i f i c a t i o n  system has been popu la r ,  too, because b e n e f i t s  can 
be g i ven  t o  some taxpayers w i t hou t  a  s t a t e  a p p r o p r i a t i o n .  Whenever t he  va lua-  
t i o n  o f  one t ype  o f  p rope r t y  i s  reduced, o t h e r  taxpayers end up pay ing p ropor -  
t i o n a t e l y  more. 

We a r e  g e n e r a l l y  opposed t o  these changes. We b e l i e v e  t h a t  t he  L e g i s l a t u r e  
should work t o  reduce t h e  number o f  c l a s s i f i c a t i o n s .  Th i s  has n o t  happened. 
Last  year,  f o r  example, we caut ioned t he  L e g i s l a t u r e  aga ins t  f u r t h e r  reduc t ions  
i n  t h e  homestead c l a s s i f i c a t i o n  (subsequent ly,  t he  L e g i s l a t u r e  d i d  reduce t he  
homestead c l a s s i f i c a t i o n s ) ,  because o f  f o u r  major  reasons: 

F i r s t ,  we b e l i e v e  t h a t  changing t he  c l a s s i f i c a t i o n  system i s  a  crude approach 
t o  r e l i e f ,  because i t s  impact i s  no t  f e l t  t he  same from l o c a l i t y  t o  l o c a l i t y ,  
bu t  depends upon t he  exac t  mix  o f  p rope r t y  i n  each l o c a t i o n .  

Second, we b e l i e v e  t h a t  changing t he  c l a s s i f i c a t i o n  system f r e q u e n t l y  produces 
i n s t a b i l i t y  i n  t h e  o v e r a l l  d i s t r i b u t i o n  o f  t h e  t a x  burden, which, i n  t u r n ,  
cou ld  a f f e c t  t he  development o f  t he  s t a t e ' s  economy. 



Th i rd ,  p a r t i c u l a r l y  when homestead c l a s s i f i c a t i o n s  a r e  reduced, we b e l i e v e  t h a t  
t h i s  cou ld  reduce some o f  t he  a c c o u n t a b i l i t y  which has been inheren t  i n  t h e  
p rope r t y  t a x  when a s i g n i f i c a n t  amount o f  t h e  t a x  f a l l s  on homesteads. I f  t h e  
p r o p o r t i o n  which homesteads bear becomes very  sma l l ,  then t h e  a c c o u n t a b i l i t y  
element i n  t he  p rope r t y  t a x  w i l l  d im in i sh ,  too.  

Four th ,  we b e l i e v e  t h a t  changes i n  the  c l a s s i f i c a t i o n  system tend t o  h ide t h e  
impact o f  a  s h i f t  i n  burden. 

RECOMMENDATION: To assure more en l igh tened  debate and t o  reduce t he  l i k e l i h o o d  
o f  f r equen t  changes i n  c l a s s i f i c a t i o n s ,  t h e  L e g i s l a t u r e  should re fuse  t o  lower 
t he  v a l u a t i o n  o f  any c l a s s  o f  p rope r t y .  I f  t h e  L e g i s l a t u r e  decides c e r t a i n  
p rope r t y  taxpayers a r e  pay ing more than t h e i r  share, t he  L e g i s l a t u r e  should 
increase v a l u a t i o n  on o t h e r  c lasses.  Such an a c t i o n  would make t h e  s h i f t  i n  
burden e x p l i c i t .  

3. The Governor and L e g i s l a t u r e  should re-examine whether t o o  much homestead c r e d i t  
i s  be ing g i ven  and whether t h e  c r e d i t  should be r e s t r u c t u r e d  so homeowners a r e  
0. 
Under t he  p r o v i s i o n s  o f  t h e  homestead c r e d i t ,  t he  s t a t e  now i s  committed t o  
pay s u b s t a n t i a l  l y  more than one-hal f  (58 per  cen t ,  t o  be exac t )  o f  homeowners' 
p rope r t y  taxes u n t i l  a  t o t a l  o f  $650 i n  r e l i e f  has been g ran ted  t o  each home- 
owner. Unt. i l  t h i s  maximum i s  reached, t he  s t a t e  w i l l  be pay ing 5 8 ~  o u t  o f  
every  d o l l a r  o f  increase i n  t h e  homestead p rope r t y  t ax .  There i s  a  g r e a t  d i s -  
tance y e t  t o  go be fo re  t h e  maximum i s  reached f o r  most homeowners i n  t h i s  s t a t e .  
For example, 37.4 per  cen t  o f  homeowners i n  t he  30 o u t s t a t e  coun t ies  f i r s t  t o  
send i n  t h e i r  r e p o r t s  t o  t he  Department o f  Revenue t h i s  year  a r e  r e c e i v i n g  l ess  
than $200 i n  homestead c r e d i t .  They have a long way t o  go be fo re  they rece i ve  
$650. A t  t h e  o t h e r  end o f  t he  sca le ,  o n l y  12.3 per  cen t  o f  t h e  homeowners i n  
those coun t i es  a r e  a t  t h e  $650 maximum. Even i n  p a r t s  o f  t h e  m e t r o p o l i t a n  area, 
a  c l e a r  m a j o r i t y  o f  t h e  people a r e  below t h e  $650 maximum. I n  Minneapol is ,  two- 
t h i r d s  o f  t h e  homeowners a r e  below t h e  maximum; i n  S a i n t  Paul,  th ree- four ths .  
When the  homestead c r e d i t  was f i r s t  imposed, i n  1967, t he  payment was 35 per  
cen t  o f  t he  non-debt p o r t i o n  o f  t he  t ax ,  t o  a  t o t a l  o f  $250. As r e c e n t l y  as 
1979, i t  was 45 per  cen t ,  t o  a  maximum o f  $325. The homestead c r e d i t  i s  cos t -  
i n g  t he  s t a t e  about $600 m i l l i o n  i n  t h e  c u r r e n t  biennium. The s t a t e  cou ld  pay 
about $900 m i l l i o n  i n  homestead c r e d i t  i n  t h e  nex t  biennium, accord ing  t o  t he  
Governor 's budget. U l t i m a t e l y ,  t h e  f i g u r e  cou ld  reach $1.3 b i l l i o n ,  i f  and as 
every homestead i n  t h e  s t a t e  were pa id  t h e  maximum $650 c r e d i t .  

The homestead c r e d i t  i s  p a i d  by t h e  s t a t e  d i r e c t l y  t o  t he  l o c a l  u n i t s  of  govern- 
ment. Therefore,  t h e  homeowner becomes respons ib le  o n l y  f o r  t he  remaining po r -  
t i o n  o f  t h e  p rope r t y  t a x  b i l l .  

RECOMMENDATION: The Governor and L e g i s l a t u r e  should re-examine whether t o o  
much homestead c r e d i t  i s  be ing g i ven  and whether t he  c r e d i t  should be r e s t r u c -  
t u r e d  so  homeowners a r e  more f u l l y  aware o f  t h e  gross tax ,  be fo re  t h e  c r e d i t  i s  
g iven .  

Las t  year ,  be fo re  t h e  Governor and L e g i s l a t u r e  approved t h e  l a t e s t  increase i n  
t he  homestead c r e d i t ,  we s a i d  t h a t  t h e  evidence d i d  no t  suppor t  f u r t h e r  p rope r t y  
t a x  r e l i e f .  We a l s o  opposed p r o v i s i o n s  o f  t he  p rope r t y  t a x  which enable l o c a l  
o f f i c i a l s  t o  increase t a x  l e v i e s  w i t h o u t  t h e  impact be ing  f e l t  by l o c a l  taxpayers.  

One ques t i on  which needs t o  be re-examined i s  whether t he  s t a t e  should share i n  



a l l  types o f  p r o p e r t y  t a x  increases,  i r r e s p e c t i v e  o f  t he  purposes f o r  which 
t h e  increases occur  o r  t h e  s i z e  o f  t h e  increases.  For example, t h e  s t a t e  
cou ld  p rov ide  t h a t  t he  homestead c r e d i t  would n o t  app l y  t o  t h a t  p o r t i o n  o f  an 
increase t h a t  i s  more than t h e  s t a t e  f e e l s  i s  warranted.  

Another ques t i on  i s  whether t h e  homeowner should be made respons ib l e  f o r  t h e  
e n t i r e  amount o f  t he  p r o p e r t y  t a x  b i l l ,  w i t h  t h e  s t a t e  then pay ing t h e  home- 
owner a  re fund  i n  t h e  amount o f  t h e  homestead c r e d i t .  Th i s  approach wou ldn ' t  
increase p r o p e r t y  taxes,  nor  would i t  reduce t h e  amount o f  s t a t e  payment, bu t  
i t  would mean t h a t  t h e  homeowner would be more s e n s i t i v e  t o  t h e  l e v e l  o f  t h e  
t o t a l  b i l l  than  now migh t  be t h e  case. 

4 .  I f  the  Governor and L e g i s l a t u r e  were t o  a1 low u n i t s  o f  government below t h e  
s t a t e  l e v e l  t o  impose general  non-proper ty  taxes,  they  should make sure t h a t  
w i t h i n  t he  Twin C i t i e s  m e t r o p o l i t a n  area such taxes would be a l lowed o n l y  i f  
imposed on t h e  e n t i r e  seven-county area. 

Some d i scuss ion  has been under way i n  t h e  1981 L e g i s l a t u r e  over  whether l o c a l  
non-proper ty  taxes should be a1 lowed. For t h e  l a s t  10 years t h e  L e g i s l a t u r e  
has p r o h i b i t e d  sa les  and income taxes from being l e v i e d  a t  t h e  sub-s ta te  l e v e l .  
Some persons a re  advocat ing t h a t  t h e  p r o h i b i t i o n  be l i f t e d .  They argue t h a t  
i f  s t a t e  a i d s  t o  l o c a l  u n i t s  o f  government a re  t o  be c u t  back, these l o c a l  
governments s h o u l d n ' t  be l e f t  o n l y  w i t h  t h e  o p t i o n s  o f  c u t t i n g  spending o r  
i ncreas i ng p rope r t y  taxes.  

RECOMMENDATION: The L e g i s l a t u r e  should no t  a l l o w  non-proper ty  taxes w i t h i n  t h e  
Twin C i t i e s  m e t r o p o l i t a n  area on l ess  than a  f u l l  seven-county bas is ,  even though 
i t  might  a1 low i n d i v i d u a l  c i t i e s  o r  coun t i es  t o  impose such taxes e l iewhere  i n  - 
t h e  s t a t e .  

We have c o n s i s t e n t l y  opposed t h e  use o f  m e t r o p o l i t a n  non-proper ty  taxes on l ess  
than an areawide bas is .  We have been opposed f o r  two major reasons. F i r s t ,  
from t h e  s tandpo in t  o f  impos i t i on  o f  a  t a x  w i t h i n  t h e  m e t r o p o l i t a n  area, we 
oppose t h e  c r e a t i o n  o f  " is lands"  o f  t a x  and non-tax areas, because o f  t he  ease 
w i t h  which people can purchase goods o r  move t h e i r  res idences from p l a c e  t o  
p l ace .  Second, f rom a  s tandpo in t  o f  d i s t r i b u t i o n  o f  t he  t ax ,  we b e l i e v e  reve-  
nues should no t  j u s t  go t o  t h e  p l ace  o f  c o l l e c t i o n ,  bu t  should be r e l a t e d  t o  
t h e  needs o f  u n i t s  o f  government. Re tu rn ing  revenues t o  p l a c e  o f  c o l l e c t i o n  
cou ld  mean t h a t  some communities would g e t  bonanzas and o t h e r  communit ies 
would be s tarved.  

have prev ious1 y  recommended a  metropol  i tan  sa les  t a x  w i t h  t h e  revenues t o  be 
used t o  reduce p r o p e r t y  t a x  l e v i e s  on reg iona l  se rv i ces  such as t r a n s i t  and 
parks.  Th is  would make i t  p o s s i b l e  t o  g r a n t  a  un i f o rm  reduc t i on  on p r o p e r t y  
taxes throughout  t h e  m e t r o p o l i t a n  area, w i t h o u t  g e t t i n g  i n t o  t he  compl i ca t ions  
o f  a  s ta tew ide  approach t o  p rope r t y  t a x  r e l i e f .  

I n  t h e  e a r l y  years o f  i t s  ex i s tence  t h e  M e t r o p o l i t a n  Counci l  p rov ided  some 
l eade rsh ip  on t h e  i ssue  o f  non-proper ty  revenues f o r  l o c a l  government i n  t he  
m e t r o p o l i t a n  area. For example, i n  1971, t h e  L e g i s l a t u r e  adopted a  formula 
f o r  d i s t r i b u t i o n  o f  non-proper ty  revenues w i t h i n  t h e  m e t r o p o l i t a n  area, as 
requested by t h e  Counci l .  That formula s t i l l  i s  law, bu t  no mmney ever  has 
been made a v a i l a b l e  f o r  d i s t r i b u t i o n .  



-- -- -- -. 

As we hwe po in ted  wt i n  prev ious statements, the 14c t ropo l i tm  Council 
needs t o  r e t u r n  t o  a p o s i t i o n  o f  leadership on met ropo l i t an  f inance issues. 
For example, adopt ion o f  mun ic ipa l -op t ion  non-property taxes cou ld  h a v t  
severe impact on urban development i n  t he  Twin C i t i e s  me t ropo l i t an  area. 
W i l l  t he  Counci l  remain s i l e n t  i f  the  Leg is la tu re  begins t o  debate t h i s  
issue? Might t he  Counci l  have the  capac i ty  t o  design a proposal t h a t  
would enable mun ic ipa l -op t ion  taxes t o  be l e v i e d  i n  the  met ropo l i tan  area 
i n  such a way t h a t  avoids d i s p a r i t i e s  i n  c o l l e c t i o n  and ' d i s t r i b u t i o n ?  

This stafemenfs~as-prepared by the  Tax and Finance Task Force o f  t he  C i t i zens  League, 
which has been rev iewlnq s t a t e  budget- re lated issues s ince  l a s t  f a l l .  The Task 
Force p rev ious l y  issued two o the r  statements on the  budget. 

Over the  l a s t  15 years we have pa id  c lose  a t t e n t i o n  t o  the  p a r t s  o f  the  s t a t e  budget 
which r e l a t e  t o  p roper ty  taxes. These i n v a r i a b l y  are the pa r t s  o f  the budget which 
deal w i t h  l oca l  government f inance. I n  1965, we issued a major repo r t  concerning 
proper ty  t ax  assessment reform. I n  1967, we advocated a s t a t e  sales tax,  w i t h  a 
subs tan t i a l  p o r t i o n  of  the revenues dedicated t o  l o c a l  government. I n  1971, we re-  
commended a change i n  the  proper ty  t ax  r e l i e f  p rov is ions  which had been enacted four  
years before, p lus  subs tan t i a l  reform i n  the method by which s t a t e  a i d  i s  d i s t r i b u -  
ted t o  schools and c i t i e s .  In  1975 and 1978, we issued a d d i t i o n a l  repor ts  concerning 
proper ty  C- c tess i f ica t lms and s t a t e  a i d  formulas. On sweral o c ~ l m s  we have 
submitted a d d i t i o n a l  statements t o  the L e g i s l a t u r e  as fo l low-up t o  these major r e -  
por ts .  Most recen t l y ,  i n  March 1980, we caut ioned the  Leg is la tu re  about proposals 
then under cons idera t ion  t o  make f u r t h e r  changes i n  t he  proper ty  tax. 


