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INTRODUCTION 
I This study was programmed by the  

Ci t izens  League Board of Directors i n  
the  summer of 1977, when the  widespread - publ ic  i n t e r e s t  i n  tax  and finance 
issues  t h a t  w e  see  today wa9 not  
present .  The Legislature had shown its 
i n t e r e s t  by programming a study of 
Minneapolis and St .  Paul finances. But 
the  publ ic  i n t e r e s t  had not  ye t  
developed. 

The Cit izens League has d e a l t  with 
t ax  and finance issues  f o r  many years. 
I n  1970 we issued a repor t ,  "New 
Formulas f o r  Revenue Sharing i n  
Minnesota, 'I which contributed t o  the  
discussion leading t o  major new s t a t e  
a i d  formulas f o r  Minnesota's l oca l  
governments. Since t h a t  time s t a t e  and 
federa l  revenue sources combined f o r  
Minnesota loca l  governments have passed 
the  50% mark. S t a t e  revenues alone 
made up 44% of l oca l  government 
revenues i n  1975/76. The property t ax  
has a l so  been s i gn i f i c an t l y  modified, 
with c i r c u i t  breaker c r e d i t s  being 
extended t o  a l l  r e s i den t i a l  proper t ies  
and t he  benef i t s  increased. 

The League's Board f e l t  t h a t ,  a f t e r  
seven years of experience with a 
fundamentally changed system of l oca l  
government f inance,  it was t i m e  t o  
review and evaluate the  changes. Midway 
through the  study, Ca l i fo rn ia ' s  
Proposition 13 was passed, and nat ional  
and loca l  i n t e r e s t  i n  t ax  and finance 
mushroamed. This repor t  does speak t o  
the  issues  ra i sed  by the  Cal i fornia  
vote, but  takes a decidedly d i f f e r en t  
approach from t h a t  found i n  California.  

Minnesota is approaching a l e g i s l a t i v e  
session where the  revenues may be 
l imited,  but  t h e  demands f o r  spending 
w i l l  be a s  l a rge  a s  ever. Debate w i l l  
continue over the  des i rable  mix of 
s t a t e  vs. l oca l  revenues. 

This repor t  suggests t h a t  Minnesota's 
system of  cen t ra l  revenue r a i s i ng  fo r  
loca l  governments is  des i rable ,  and 
should be maintained ... but t h a t  it can 
and should e x i s t  s ide  by s ide  with a 
program of local government account- 
a b i l i t y  and respons ib i l i ty  f o r  spending, 
and, to  some extent ,  revenue- 
ra i s ing  decisions. 

Centralized and "absolute" controls  
a r e  always tempting. They a r e  
simple, seemingly impossible t o  
circumvent. But t he  f a c t  is, no 
control  is "absolute"--there is  always 
a way around it, always the  one o r  many 
exceptions t o  the  ru le .  And these 
exceptions, created by complex 
formulas, o r  i n  t he  heat  of l eg i s l a t i ve  
debate, cannot be responsive t o  unique 
loca l  circumstances i n  the  way t h a t  
l oca l  e lec ted o f f i c i a l s ,  responding 
t o  t h e i r  canst i tuents ,  can. W e  cannot 
make ru l e s  t h a t  a r e  impossible t o  
break. And we cannot make ru l e s  t h a t  
adequately address t h e  var ie ty  of 
circumstances we f ind  across the  s t a t e .  
W e  have therefore recommended a 
s t ra tegy t h a t  r e l i e s  on t he  p o l i t i c a l  
accountabi l i ty  of  l oca l  e lec ted 
o f f i c i a l s  who must r e l y  on t he  m o s t  
v i s i b l e ,  and therefore  probably l e a s t  
popular revenue source--the property 
tax. 



MAJORIDEAS.... .  . . . . . 
* Minnesota ought not take the route 
o f  t ighter regulation o f  local govern- 
ment finance i n  order t o  achieve 
containment o f  government expenditures . 
Needs vary a great  deal  across t he  
state--a uniform regulation would 
almost ce r ta in ly  contain provisions 
inappropriate t o  many pa r t s  of t h e  
s t a t e .  Further, there i s  no guarantee 
t h a t  absolute l i d s  on spending w i l l  
not be exceeded. Laws can be and a re  
changed ... o r  circumvented. The a i d  
given t o  l o c a l i t i e s  with attached 
machinery today is  a good example of 
how an 'absolute'  l i m i t  on spending 
by c i t i e s  was circumvented. 

Although the  idea of a guaranteed and 
specif ic  l i m i t  t o  government spending 
is  a t t r a c t i v e  t o  some, we have concluded 
t h a t  it i s  extremely d i f f i c u l t  t o  
r ea l i ze  and undesirable should It be 
a t  a l l  feas ible .  

* Instead, Minnesota should build on 
a system o f  financial incentives for 
local governments, giving local 
o f f i c i a l s  both the authority and the 
responsibility for financial decisions. 

The heart  of a loca l  f i s c a l  incentive 
program must be an overal l  policy 
t ha t  provides f o r  some increase i n  
local  res idents '  tax burdens when 
they or  t h e i r  e lected o f f i c i a l s  decide 
t o  increase spending. 

* The property tax, i n  our proposal, 
w i l l  be a major and appropriate feature 
o f  a local f iscal incentives program. 
I t  is  the major 'own' source of revenue 
available t o  loca l  governments i n  
Minnesota. I t  is the  most v i s ib l e  tax,  
and so,  of ten,  the l e a s t  liked. But 
we find i t s  v i s i b i l i t y  a desirable 

feature  i n  a f i s c a l  incentive program. 
And we ourselves do not think it is  , 
a t  t h i s  time a severely unfair  tax. 
Its worst features have been eliminated. 
through such things a s  t he  homestead 
c r ed i t  and c i r c u i t  breaker. Property 
tax a s  a per cent of valuation i s  not 
excessive i n  Minnesota. The tax a l so  
has some desirable  features:  it 
taxes a r e a l  form of wealth not other- 
wise subject t o  tax;  it places a 
natural  constraint  on over-consumption 
of a valuable commodity; it i s  a f a i r l y  
r e l i ab l e  source of income, not being 
mobile; and it places a natural  
r e s t r a i n t  on spending because i ts  base 
does not automatically grow a s  f a s t  a s  
other t ax  sources such as  t he  income 
tax,  and because it must be levied 
each year. 

While some greater  loca l  d iscret ion 
i n  levying property taxes w i l l  be 
desirable a s  pa r t  of a loca l  incentive 
program, we would not support massive 
property tax  increases. Property taxes 
a t  one time ra ised almost a l l  the 
revenues f o r  loca l  governments. Today 
they r a i s e  l e s s  than half .  We would 
l i k e  t o  keep the current proportion 
re la t ive ly  constant--not returning t o  
the system of ten years ago nor going 
much fur ther  towards s ta te / federal  
financing of loca l  governments. 

* I f  local elected o f f i c i a l s  are t o  
adequately respond to  the wishes o f  
their  constituents then they must be 
freed from some o f  the regulations now. 
confining them. Specifically,  local  
o f f i c i a l s  must have the  a b i l i t y  t o  
control t h e i r  s taff - - their  qual i ty ,  
t h e i r  numbers and t h e i r  sa la r ies .  
Absolute senior i ty  ru les  a r e  a hindrance 
here, a s  is the  requirement t h a t  



.......... IN OUR REPORT 
. employers' s t r a tegy  sessions fo r  

co l l ec t ive  bargaining be subject  t o  t he  
open meeting law. - 
Public o f f i c i a l s  must a l s o  have t he  
independence t o  respond t o  consti tuents.  
So f a r  a s  is poss ible ,  they should be 
f r e e  from the  influence of specia l  
i n t e r e s t s .  To t h i s  end, individual  
contributions t o  candidates'  campaigns 
should be l imi ted t o  avoid undue 
influence by a few contributors.  And 
s teps  should be taken t o  maximize 
voter  turnout i n  the  e lec t ion  of l oca l  
o f f i c i a l s .  

* An informed public w i l l  also be 
necessary so that local q f f i c i a l s  can 
know the wishes o f  their  constituents. 
Clear, concise iqformation i n  a number 
of forms--through the media, the income 
t ax  booklet, t h e  property t ax  statement-- 
should inform persons about how t h e i r  
money is being spent, and f i s c a l  
decisions being made o r  soon t o  be made 
by government. 

* The recommended program above should 
correct the disincentives for expenditure 
containment that ex is t  i n  some o f  our 
s tate  funding formulas today. Specif - 
i c a l l y ,  it should address those instances 

m 

where loca l  choices t o  increase spending 
o r  t ax  r a t e s  do not  r e s u l t  in higher 
loca4 tax burdens. I n  these cases,  
the  incremental increase is  passed on 
t o  t he  rest of t h e  state. . .a  case of 
"taxation without representation". 

The manner i n  which ce r ta in  p a r t s  of 
the  c i r c u i t  breaker work is an example 
of  poor f i s c a l  incentives.  The par t i c -  
u l a r  formula governing t h e  c i r c u i t  
breaker is such t h a t ,  i n  low-tax 
cowuni t i es ,  property taxes can be 
increased by several  hundred do l la r s ,  
with the  e n t i r e  increase passed along 
t o  t he  rest of t he  s t a t e .  

Two other  examples a r e  t he  funding 
formulas f o r  school t ranspor ta t ion and 
f o r  school declining enrollments. Both 
of these formulas provide money to 
loca l  d i s t r i c t s  without requiring some 
loca l  cost-sharing. The loca l  d i s t r i c t s  
have t h e  author i ty  t o  increase 
spending, but not  t he  respons ib i l i ty  t o  
pay f o r  it. Any system of e f f ec t i ve  
incentives must combine f i s c a l  author i ty  
( t ha t  is  author i ty  t o  increase o r  
decrease spending) with t he  responsi- 
b i l i t y  t o  pay f o r  a t  l e a s t  p a r t  of the  
cos t  of those decisions. 



FINDINGS, CONCLUSIONS AND 
RECOMMENDATIONS 

Minnesota's Revenue System for Local 
Governments has Undergone Major 

- Changes in the Past Decade 

FINDINGS 

example, i f  l o c a l  revenue sourcescwere 
reduced and expenditures remained t h e  
same, then o the r  revenue sources-- 
s t a t e  o r  federal--would have t o  increase.  
O r ,  i f  l o c a l  revenues a r e  reduced and 
expenditures decl ine  proport ionately,  
then s t a t e  revenue sources can remain 
constant.  

The revenues, i n  tu rn ,  a r e  composed of  
l o c a l  sources (mainly property t a x  and 

We have a local government finance system in this state 
composed of revenues a d  expenditures. 

ture has altered the make-up of I d  government 
revenues. 

Over the past d m &  we have seen dramatic changes in this 
sys tern. Through deliberate policy decisions, the legisla- 

YEAR STATE TAXES PWPERTY TAX LOCAL GOVERNmT AID-TAX A W O R I T Y  

user  fees)  and s t a t e  sources (mainly 
s a l e s  and income t a x ) .  What we mean by 
a "system" i s  t h a t  a change i n  one 
element w i l l  a f f e c t  the  o thers .  For 

1967 3% state sales tax State withdraws from property State shares one-quarter of sales 
adopted. tax, leaving tax exclusively tax receipts with municipalities 

for local governments: state and schools; distribution on per 
partially exempts business capita and per child basis. 
personal property from tax- 
ation; state begins homestead 
credit payment, with bodest 
rent credit supplement. 

Following is  a l i s t  of major changes 
made i n  t h e  l o c a l  revenue system from 
1967-1977 : 

-- - - - - - 

1969 Green acres and open space Duluth adopts municipal sales 
property tax laws adopted. tax. 

1971 Major increase in state State imposes stiff limits State prohibits additional local 
income tax rates; penny on local property tax sales or income taxes; major new 
increase in state sales increases; metropolitan tax- aid formulas for schools, munici- 
tax. base sharing law passed. palities adopted, including full 

Remining business personal equalization for schools, AFDC 
property tax made exempt aid and replacement of per capita 
from taxation, with formula to municipalities with 
business classification new formula related to local 
increased to 43%. property tax level. Declining 

enrollment cushioned by 
counting pupil units equal to 
6/10 the difference between 
the current and past year. 



YEAR STATE TAXES PROPERTY TAX LOCAL GOVERNHEHT AID-TAX AUTHORITY 

1973 Circuit-breaker introduced Remaining state-shared taxes with 
for law-income elderly and municipalities eliminated and 
disabled. replaced by increase in state 

aids. Attached machinery made 
exempt. Declining enrollment aid 
option of three year pupil unit 
average offered. 

1975 Circuit-breaker expanded to Municipal aid formula modified to 
cover all taxpayers, with reflect local mill rate. 
renter credit increased to 
same level as homeowner 
credit. 

1977 Income tax rates Circuit-breaker credits 
increased. substantially increased: 

homestead classifications 
reduced. Tuo-year period 
allowed in which municipali- 
ties may exceed property tax 
limits without direct voter 
referendum. 

1978 Averaging for declining enrollment 
increased to 3b years. 

These changes a l t e r e d  the  source and 
types of  revenues received by l o c a l  
governments: 

. In  1975/76 s t a t e  a i d s  r e p r e s e n t e d  
44% o f  a1 1 Minnesota l o c a l  government 
revenues .  (Source : United S t a t e s  
Department of Commerce "Governmental 
Finances.") In 1967 t h e  s t a t e  
adopted a s t a t e  s a l e s  tax.  In  1971 
t h i s  was increased by 1$ while a 
major increase i n  income t a x  r a t e s  
was enacted. These s t a t e  revenues 
were used t o  reduce l o c a l  property 
taxes.  

.Minnesota l o c a l  governments now 
r a i s e  less than  h a l f  their own 
revenues .  I n  1967/68 Minnesota l o c a l  
governments r a i sed  64% of t h e i r  own 
revenue. This decreased t o  45.5% i n  
calendar year 1976 and f i s c a l  year 
1977. (Source: S t a t e  Planning 
Agency, based on S t a t e  Auditor 's  da ta . )  

.The n a t u r e  o f  the Minnesota r e s i d e n t i a l  
proper ty  t a x  h a s  undergone fundamental 
changes i n  the l a s t  decade.  A s  a 
p e r  cent  of t o t a l  Minnesota s t a te / loca l  
revenues t h e  property t a x  declined from 
32.6% i n  1967/68 t o  18.6% (about equal 
with t h e  income tax)  i n  1975/76. 

(Source: Advisory Commission on In te r -  
governmental Relations. ) But perhaps 
more s i g n i f i c a n t  has been t h e  change i n  
t h e  nature  of the  r e s i d e n t i a l  property 
tax:  The c l a s s i f i c a t i o n  r a t i o s ,  home- 
s tead c r e d i t  and c i r c u i t  breaker have 
s h i f t e d  t h e  burden from r e s i d e n t i a l  t o  
comrnercial/industrial p roper t i e s  and from 
lower income t o  higher income individuals .  
The c i r c u i t  breaker has made property 
t a x  l i a b i l i t y  r e l a t e  t o  individuals '  
income, thereby diminishing t h e  a l leged 
regress iv i ty  o f  t h e  tax. 

. The  F i s c a l  D i s p a r i t i e s  Law h a s  l e s s e n e d  
the d i s p a r i t y  i n  p r o p e r t y  w e a l t h  w i t h i n  
the m e t r o p o l i t a n  a r e a .  The law provides 
t h a t  a por t ion  of commercial/industrial 
growth i n  every l o c a l i t y  w i l l  be shared 
with t h e  region a s  a whole. While 
sharing wealth on a metropolitan bas i s ,  
the  law r e t a i n s  l o c a l  decision-making on 
l o c a l  t a x  ra tes .  The idea  has received 
a good deal  of nat ional  a t t en t ion ,  a s  
one way t o  help reduce t a x  d i f ferences  
and t o  discourage t h e  concentration of  
commercial-industrial p roper t i e s  i n  a 
few low t a x  communities. I n  t h e  Twin 
C i t i e s  region t h e  law has reduced t h e  
d i f ferences  i n  per  cap i t a  commercial/ 
i n d u s t r i a l  valuation among municipali- 
t ies  from 10-1 t o  roughly 6-1. The law 



has a l s o  served t o  reduce t,he d i s p a r i t y  
i n  m i l l  r a t e s .  A uniform area-wide 
m i l l  r a t e  is app l i ed  t o  t h e  commercial- 
i n d u s t r i a l  t a x  base  t h a t  i s  shared 
wi th in  t h e  region. This has begun and 
w i l l  cont inue t o  reduce t h e  d i f f e r e n c e  
i n  m i l l  r a t e s  appl ied  t o  commercial- 
i n d u s t r i a l  p r o p e r t i e s  w i th in  t h e  
region. It t h u s  reduces t h e  m i l l  r a t e  
l e v e l  as a f a c t o r  i n  a company's 
dec i s ion  t o  l o c a t e  i n  one l o c a l i t y  
versus  another  wi th in  t h e  met ropol i tan  
a rea .  

Changes in Minnesota's local government finance system 
were accomplished through direct state control of the mix 
of tax sources: property, sales and income tax. 

The s t a t e  has  reserved  f o r  i t s e l f  t h e  
r i g h t  t o  levy  income and s a l e s  t axes .  
And, t o  a l a r g e  e x t e n t ,  t h e  s t a t e  a l s o  
c o n t r o l s  t h e  p rope r ty  t a x :  

.A minimum l o c a l  proper ty  t a x  m i l l a g e  
(28 m i l l s )  f o r  schools i s  r e q u i r e d  
b y  t h e  s t a t e .  With a few except ions,  
every d i s t r i c t  l e v i e s  a minimum o f  
28 mills, and t h e  s t a t e  then  pays t h e  
d i s t r i c t  t h e  d i f f e r ence  between t h e  
d o l l a r s  r a i s e d  by t h e  l o c a l  levy  and 
an amount s e t  by t h e  s t a t e - - cu r r en t ly  
$1,095 p e r  p u p i l  u n i t .  For example, 
i f  a l o c a l  levy  o f  28 m i l l s  produces 

$1,000 p e r  p u p i l  u n i t  i n  t h e  d i s t r i c t ,  
then t h e  s t a t e  w i l l  pay t h e  d i s t r i c t  
$95 p e r  p u p i l  u n i t .  Outside o f  
s p e c i a l  ca ses ,  t h i s  28 m i l l  l evy  
gene ra l ly  s e rves  as t h e  "maximumn-- 
it cannot be exceeded except  by l o c a l  
vo te r  referendum o r  a s  provided by 
s t a t e  law, based on l e v i e s  p r i o r  t o  
t h e  c r e a t i o n  of  t h e  formula. 

.Municipal proper ty  t a x  l e v i e s  a r e  
c o n t r o l l e d  b y  l e v y  l i m i t s  which place  a  
c e i l i n g  on  proper ty  t a x  i n c r e a s e s  o f  6% 
per  c a p i t a  per  year .  These l i m i t s  can 
be exceeded by v o t e r  referendum. I n  
add i t i on ,  some l e v i e s ,  such a s  those  f o r  
pensions and debt ,  a r e  n o t  s u b j e c t  t o  
t h e  l i m i t .  Thus, a c i t y ' s  t o t a l  l evy  
may exceed t h e  l i m i t ,  while t h e  po r t ion  
o f  t h e  levy  s u b j e c t  t o  t h e  l i m i t  i s  
a c t u a l l y  below t h e  l i m i t .  

Today there is some debate about the desirable mix of 
revenue sources. 

I n  1976 Minnesota ranked 22nd i n  t h e  
na t ion  i n  i t s  use of  proper ty  t a x  p e r  
$1,000 o f  personal  income; 35th i n  use 
of  t h e  s a l e s  t a x ;  2nd i n  use  of 
personal  income t a x ;  and 6 t h  i n  use of 
t h e  corpora te  income t a x  p e r  $1,000 o f  
personal  income.* The s t a t e  proper ty  
t a x  was d iscont inued  i n  1967, a l though 
t h e  s t a t e  s t i l l  c o n t r o l s  proper ty  t axes  
as descr ibed  above. However, although 

*Preliminary f i g u r e s  f o r  1977 show Minnesota's rank f o r  s a l e s  and income t a x  p e r  
$1,000 of  personal  income a l t e r e d  a s  fol lows:  s a l e s  tax-36th; personal  income 
tax-4th;  and co rpo ra t e  income tax-3rd. (Source: Minnesota Taxpayers Associat ion.)  
F igures  f o r  t h e  proper ty  t a x  a r e  not  ava i l ab l e .  

- It  should be noted t h a t  t h e r e  is a growing inaccuracy i n  t h e  computation of 
Minnesotans' p rope r ty  t a x  burden. This  is because t h e  f i g u r e s  used f o r  n a t i o n a l  
comparisons do n o t  account f o r  t h e  c i r c u i t  breaker  refund which homeowners 
rece ive .  Thus, t h e  f i g u r e s  inc lude  t h e  amount Minnesotans pay i n  income t a x  
which l a t e r  goes t o  pay f o r  t h e  c i r c u i t  breaker  and t h e  p rope r ty  t a x  pa id  
before  c i r c u i t  b reaker  refund, r e s u l t i n g  i n  a "double" counting o f  a po r t ion  of 
ou r  taxes .  

I n  1976 Minnesotans a c t u a l l y  pa id  $51.6 mi l l i on  l e s s  i n  p rope r ty  t a x  than t h e  
n a t i o n a l  comparisons would ind ica t e .  This  r ep re sen t s  approximately 4.7% of 
Minnesota p rope r ty  t a x  c o l l e c t i o n s  before  c i r c u i t  b reaker  refunds f o r  t h e  year .  
(Source: Minnesota Department of  Finance.) 



t h e  s t a t e  p lays  a s i g n i f i c a n t  r o l e  i n  
determining property t a x  l e v i e s ,  those 
l e v i e s  a r e  thought of  a s  exclusively 
l o c a l  taxes.  Therefore, as t h e  
l e g i s l a t u r e  considers  t h e  meri ts  of  
a l t e r i n g  our present  mix of  revenue 
sources,  it a l s o  f inds  i t s e l f  i n  t h e  
midst of  a debate about s t a t e -  
generated versus locally-generated 
revenues. 

At the same time that the state was reducing reliance on 
property taxes and increasing reliance on the sales and 
income taxes, local and state government expenditures 
were rapidly increasing. 

.Minnesota l o c a l  government expendie 
t u r e s  increased 154% between 1967/68 
and 1975/76, compared with a 150% 
inc rease  i n  United S t a t e s  l o c a l  
government expenditures during the  
same period. (Source : Governmental 
Finances) For Minnesota l o c a l  
governments, the  most s i g n i f i c a n t  
expenditure increases  occurred 
between 1967/68 and 1971/72 (78%),  
while expenditure growth slowed a f t e r  
the  enactment of  t h e  major s t a t e  a i d  
formulas f o r  l o c a l  government i n  - 
1971 (42% expenditure increase  
between 1971/72 and 1975/76). 
(Source: Governmental Finances) 

.Minnesota s t a t e  government expendi - 
t u r e s  increased more rap id ly  i n  the  
1971/72-1975/76 period (78%), a s  
s t a t e  a i d  formulas came i n t o  effect 
t o  reduce l o c a l  property taxes.  
During the  same period growth i n  a l l  
United S t a t e s  s t a t e  government 
expenditures was 54.4%. From 1967/ 
68-1971/72 a l l  United S t a t e s  s t a t e  
government expenditures increased 
61.3%, compared with 51.9% f o r  
Minnesota s t a t e  government. The 
o v e r a l l  increase  i n  s t a t e  government 
expenditures from 1967/68-1975/76 was 
170.6% f o r  Minnesota and 149.2% f o r  
t h e  United S t a t e s  a s  a whole. 
(Source : Governmental Finances) 

. S t a t e / l  ocal  expenditures combined 
increased 159.5% i n  Minnesota from 
L967/68-1975/76, compared with 149.5% 
i n  the  United S t a t e s  a s  a whole. From 
L967/68-1971/72 t h e  increase  was 69.5% 
i n  Minnesota and 62.9% i n  t h e  United 
Sta tes .  From 1971/72-1975/76 t h e  - 
increase  was 53.1% i n  Minnesota and 
53.1% i n  the  United S t a t e s  a s  a whole. 
(Source: Governmental Finances) 

The rapid growth in expenditures was made possible partly 
by the natural growth in revenue produced by a progres- 
sive income tax during periods of inflation. 

I n f l a t i o n  p laces  people i n  higher t a x  
brackets ,  even though t h e i r  " rea l  income" 
may not  increase.  A l a r g e r  por t ion  of  
income is thereby taxed, making s t a t e  
revenues grow f a s t e r  than i n f l a t i o n  
without an increase  i n  t a x  r a t e s .  

For example, a person with $7,000 
income i n  1975 would pay s t a t e  income 
t a x  a t  t h e  r a t e  of  10.2% of t h e  l a s t  
d o l l a r  earned. I f  i n f l a t i o n  over the  
next year  were 10% and h i s  income 
increased l o % ,  up t o  $7,700, he would 
move i n t o  t h e  next  t a x  bracket ,  and 
pay s t a t e  income t a x  a t  the  r a t e  of 
11.5% on t h e  l a s t  do l l a r .  Thus, he would 
be taxed a t  a higher r a t e ,  even though 
h i s  income, adjusted f o r  i n f l a t i o n ,  d id  
not  increase.  The opposi te  would a l s o  
be true--in a time of  d e f l a t i o n  o r  
depression, s t a t e  revenues would 
decrease rapid ly  without a change i n  t a x  
ra t e s .  

There is controversy today about wbether the rapid 
growth in our finance system can continue. 

Elsewhere i n  the  nat ion proposals f o r  
spending and/or revenue l i d s  a r e  being 
made. I n  Minnesota reduced income t a x  
r a t e s  a r e  being proposed. Public pressure 
t o  reduce fede ra l  spending w i l l  a l s o  
a f f e c t  s t a t e  and l o c a l  revenues. 



CONCLUSIONS 

We should not turn back the clock om Minnesota's system 
of local government finance. 

Although problems s t i l l  remain, t h e  s h i f t  
towards increased s t a t e  f inance of  l o c a l  
governments has had p o s i t i v e  e f f e c t s .  

.To a l a r g e  e x t e n t ,  the s h i f t  h a s  
reduced  w ide  d i f f e r e n c e s  i n  t a x  r a t e s  
among communi t i e s  caused  b y  f a c t o r s  
o u t s i d e  their control. This i s  
p a r t i c u l a r l y  t r u e  i n  the  case of  
school m i l l  r a t e s .  Both the  school 
a i d  formula and t h e  f i s c a l  d i s p a r i t i e s  
law have made p o s i t i v e  cont r ibut ions  
towards f u l f i l l i n g  t h i s  goal. 

.However, the s h i f t  had a n  u n d e s i r a b l e  
and u n i n t e n d e d  s i d e - e f f e c t - - i t  
p laced  the t w o  l a r g e s t  ci t ies i n  the 
s t a t e - - M i n n e a p o l i s  and S t .  Paul-- 
among the h i g h e s t  i n  c u m u l a t i v e  
p r o p e r t y  t a x  r a t e s .  While t h e  core 
c i t i e s  had t a x  r a t e s  below those of  
t h e i r  neighbors before t h e  major 
s h i f t  i n  revenue sources, they now 
have much higher m i l l  r a t e s .  

Before t h e  equalized school a ids ,  many 
suburban communities had very high 
l e v i e s  f o r  schools. I n  con t ras t ,  t h e  
c e n t r a l  c i t i e s ,  with propor t ionate ly  
l e s s  school age population and higher 
municipal expenditures, had lower 
l e v i e s  f o r  schools, but  higher l e v i e s  
f o r  municipal expenses. With t h e  
equalized school a i d  formula, t h e  
suburban school l e v i e s ,  and thus t h e i r  
o v e r a l l  property t a x  l e v i e s ,  decreased. 
Central  c i t y  l e v i e s  f o r  municipal 
expenditures remained high, although 
they were reduced somewhat by t h e  
municipal a i d  formula. For example, 
t h e  S t a t e  Planning Agency, i n  i t s  
study of  Minneapolis/St, Paul 
f inances,  estimated t h a t  Minneapolis 
received t h e  equivalent  of 24 m i l l s  
i n  municipal a i d s  i n  1976, while 
S t .  Paul received t h e  equivalent  of  
19 m i l l s .  I n  t h e  same year,  

metropolitan a rea  suburbs received 
the  equivalent  o f  6 m i l l s  i n  municipal 
a ids .  This produced an estimated n e t  
reduction i n  m i l l  r a t e  d i s p a r i t y  
between c e n t r a l  c i t i e s  and suburbs 
of  18 m i l l s  f o r  Minneapolis and 13 
m i l l s  f o r  S t .  Paul. 

The property t a x  r e l i e f  received by 
some c i t i e s  through municipal a i d s  
has not  been enough t o  o f f s e t  t h e  
r e l i e f  received by o the r  c i t i e s  
through the  school a i d  formula. The 
r e s u l t i n g  d i s p a r i t y  i n  c e n t r a l  c i ty /  
suburban m i l l  r a t e s  i s  undesirable. 
The l e g i s l a t u r e  should continue 
i ts  e f f o r t s  t o  reduce t a x  r a t e  
d i f ferences  which a r e  caused by 
f a c t o r s  beyond t h e  cont ro l  of  the  
l o c a l i t i e s  involved. 

.The i s s u e s  o f  t a x  m i x  and school 
f u n d i n g  a r e  and s h o u l d  be s e p a r a t e .  
The r e l a t i v e  por t ion  of  s t a t e / l o c a l  
revenues t h a t  come from a p a r t i c u l a r  
t a x  source should no t  be determined 
inadver tent ly  by a decision about 
school finance. I n  order  t o  c l e a r l y  
separa te  t h e  two issues--desirable 
mix of property,  s a l e s  and income 
tax;  and des i rab le  mix o f '  s t a t e  vs. 
l o c a l  funding f o r  schools--the s t a t e  
should make e x p l i c i t  i ts contro l  o f  
t h e  school property t a x  levy. The 
levy i s  already con t ro l l ed  by the  
s t a t e ,  but  t echn ica l ly  is  levied  by 
the  l o c a l  d i s t r i c t s .  This quirk 
c rea tes  the  confusion of i s sues  
c i t e d  above. By making t h e  levy a 
s t a t e  levy i n  name a s  w e l l  a s  i n  
f a c t ,  t h e  i s sues  should be 
c l a r i f i e d .  

State revenues should not grow as fast in the future as they 
have in the past decade. 

There is  probably no need f o r  growth 
t o  continue a t  so  rapid  a r a t e .  
Public  pressure i s  demanding a reduced 
r a t e  of growth. Our major concern 
i s  t h a t  t a x  r a t e  increases  f o r  
individual  taxpayers not be imposed 
without e x p l i c i t  l e g i s l a t i v e  decisions 



t o  increase  r a t e s .  A s  it is today, 
r a t e s  increase  automatical ly,  even when 
r e a l  income does not  increase ,  because 
of t h e  combined e f f e c t  of a progressive 
rate s t r u c t u r e  and i n f l a t i o n .  

I f  t h e  i n t e g r i t y  of our f inance system 
and publ ic  confidence i n  t h e  f a i r n e s s  
o f  t h a t  system a r e  t o  be maintained 
then the  automatic growth i n  progres- 
s i v e  income t a x  r a t e s  during t i m e s  of  
i n f l a t i o n  w i l l  have t o  be stopped. The 
current  automatic growth phenomenon 
not  only h u r t s  pub l i c  confidence i n  
a system t h a t  w e  would l i k e  t o  see 
maintained, it a l s o  goes contrary t o  
t h e  o r i g i n a l  i n t e n t  o f  t h e  progressive 
t ax :  t o  t a x  people a t  higher r a t e s  
a s  t h e i r  real incomes increase. 

A reduction in state revenue growth should be accom- 
panied by a decrease in local expenditure growth. 

The two s ides  of  our  equation a r e  
revenues and expenditures. I f  one 
type of  revenue decreases,  e i t h e r  the  
o t h e r  w i l l  increase,  o r  t h e  expendi- 
t u r e s  w i l l  a l s o  decrease. E i the r  
outcome i s  possible.  A reduction i n  
s t a t e  revenue growth could r e s u l t  i n  
more rapid  property t a x  increases. . .  
but  we do not  th ink t h a t  a l t e r n a t i v e  
is necessary. 

A reduced r a t e  of growth i n  l o c a l  
expenditures should be poss ib le  today 
without severe d i s loca t ions .  A 
compelling need doesn ' t  seem t o  be 
present  t o  continue t h e  same r a t e  of 
expansion a s  charac ter ized  t h e  previous 
decade. In some cases,  such a s  schools, 
t h e  challenge i s  more t h a t  o f  coping 
wi th  decl ine  i n  numbers of persons 
being served r a t h e r  than growth. 

The o the r  f a c t o r  i n  determining t h e  
r a t e  of expenditure increase,  
assuming no major addi t ions  t o  t h e  
system a r e  made, is t h e  cos t  of 
maintaining t h e  cu r ren t  system. This 

I w i l l  be determined pr imar i ly  by such 
th ings  a s  s t a f f i n g  l e v e l s  and s a l a r y  and 
benef i t  negotiat ions.  

Local ekcted officials. . . and partkuhrly municipal a 

officials . . . should be given the authority and financial 
responsibility for deciding how to respond to a state 
revenue source tbat will not grow as rapidly as it has in the - 
past. 

We r e j e c t  t h e  idea  of absolute  l i d s  on 
revenues o r  expenditures f o r  Minnesota. 
This d r a s t i c  s t e p ,  under considerat ion 
i n  many o the r  s t a t e s ,  is  not  needed 
here. A uniform l i m i t a t i o n  on expendi- 
t u r e s  o r  revenues would not  be 
responsive t o  t h e  v a r i e t y  of  needs 
throughout the  s t a t e .  And it could 
e a s i l y  be avoided through spec ia l  
exceptions t o  t h e  mandate. Uniformity 
might tend t o  l e v e l  o f f  a t  t h e  h ighes t  
l e v e l  now found i n  any one unit--a 
p rac t i ce  which i n  t h e  long run would 
be q u i t e  expensive. 

A system of f i s c a l  incentives.. .and 
municipal o f f i c i a l s '  p a r t i a l  r e l i ance  
on t h e  highly v i s i b l e  proper ty  tax. . .  
should provide a sound system f o r  
adjus t ing  t o  a slower r a t e  of  increase 
i n  s t a t e  revenues. A r e l i ance  on l o c a l  
decis ions  w i l l  not guarantee reductions 
i n  expenditures. Local o f f i c i a l s  w i l l  
have t h e  opt ion  t o  increase ,  r e t a i n  o r  
decrease t h e i r  o v e r a l l  s e rv ice  l eve l s .  
They might choose t o  increase  property 
taxes  t o  make up f o r  l o s t  revenue. 
While we do not  advocate t h i s  r e s u l t ,  
we do accept it a s  a p o s s i b i l i t y ,  and 
we a r e  wi l l ing  t o  accept t h e  consequences. 

Today t h e  property t a x  is  both pra ised  
and c r i t i c i z e d  f o r  its v i s i b i l i t y .  
We th ink i ts  v i s i b i l i t y  is  a des i rab le  
aspect .  The property t a x  a l s o  serves  
t o  t a x  wealth not  otherwise subjec t  t o  
tax.  And i ts worst f ea tu res  have been 
el iminated through such measures a s  the  
c i r c u i t  breaker and homestead c r e d i t .  



RECOMMENDATIONS 

Make explicit the state's role in contrdling the portion of 
property tax attributed to foundation aid for schools. 

The s t a t e  should replace t h e  required 
l o c a l  school d i s t r i c t  levy of 28 m i l l s  
i n  t h e  current  a i d  formula with a 
d i r e c t  s t a t e  property t a x  f o r  schools. 
The s t a t e  would set a d o l l a r  amount 
t o  be ra i sed  from t h e  property tax .  
The exact  m i l l  r a t e  i n  each year would 
be derived by dividing t h a t  amount by 
t h e  adjusted assessed valuation. The 
revenue from the  t a x  should be dedi- 
ca ted  t o  helping t o  pay f o r  school 
foundation aids.  The balance of 
foundation a i d s  would come from t h e  
s t a t e  general revenue fund. Each 
school d i s t r i c t  would then receive 
d i r e c t l y  from t h e  s t a t e  its f u l l  
foundation a i d  per  pup i l  u n i t  which 
would have been $1,095 f o r  1978-79. 
This would no t  a l t e r  funding of l o c a l  
d i s t r i c t s '  c a p i t a l  l e v i e s  o r  operat ing 
l e v i e s  above t h e  s t a te - se t  pupil- 
u n i t  a i d s  (such a s  a r e s u l t  of  "grand- 
fa the r"  l e v i e s  o r  l o c a l  referenda). 
Such l e v i e s  would s t i l l  be imposed on 
t h e  l o c a l  property tax.  

Adjust state income tax brackets and credits so that 
individuals will pay taxes at higher rates only when their 
real incomes increase. . . or w k n  the legislature makes a 
deliberate decision to increase tax rates. 

This w i l l  allow f o r  t a x  increases ,  
but  w i l l  require  t h a t  they be made 
through e x p l i c i t  l e g i s l a t i v e  ac t ion 
r a t h e r  than automatically through an 
unchanging r a t e  s t ruc tu re .  Care 
should be taken t o  see t h a t  ad jus t ing  
t h e  income t a x  f o r  i n f l a t i o n  does no t  
a l t e r  t h e  current  d i s t r i b u t i o n  of  
income t a x  burden among taxpayers of  
d i f f e r e n t  income levels .  

Give local elected officials the antbrity and financial 
responsibility to r&ce or increase t k  rate of growth in 
their expenditsres. 

Before giving l o c a l  o f f i c i a l s  t h i s  
au thor i ty ,  t h e  following four major 
elements w i l l  be needed. These a r e  
explained i n  d e t a i l  i n  t h e  remainder 
of our repor t :  

.Make l o c a l  decisions t o  increase 
expenditures have an impact on local 
taxpayers; modify the  a i d  formulas 
f o r  schools and munic ipal i t ies ;  

. Increase public understanding of 
t h e  system so t h a t  voters  can make 
t h e i r  des i res  known t o  t h e i r  e l ec ted  
o f f i c i a l s  ;. 

. Increase independence and au thor i ty  
f o r  e lec ted  o f f i c i a l s  over management 
and c o s t s  so t h a t  they can respond 
t o  voters ;  and 

.Give l o c a l  e l ec ted  o f f i c i a l s  
f inanc ia l  t o o l s  t o  respond t o  voters .  

Establish a Program for L-I Authority 
and Responsibility in Determining Local 
Spending Levels 

Make Local Decisions to Increase Expenditures 
Have an Impact on Local Taxpayers 
I f  l o c a l  e lec ted  o f f i c i a l s  a r e  t o  
be responsible f o r  expenditure 
increases,  then t h e i r  const i tuents  
must f e e l  t h e  impact of  l o c a l  
expenditure decisions. Our system 
of s t a t e  a i d s  t o  individuals  and 
l o c a l  governments can reduce t h e  l o c a l  
impact, removing it t o  t h e  s t a t e  a s  
a whole. This has t h e  p o t e n t i a l  f o r  
reducing l o c a l  i n t e r e s t  i n  and 
accountabi l i ty  f o r ,  l o c a l  expenditure 
decisions--local o f f i c i a l s  make 
decisions,  and t h e  whole s t a t e  pays, 



without having had a voice i n  t h e  
decision.  Following a r e  s p e c i f i c  
ins tances  where we th ink  t h a t  l o c a l  
r e spons ib i l i ty  f o r  expenditure 
decis ions  should be improved. 

FINDING 

The Circuit Breaker provides a "free zone" wherein local 
taxpayers do not bear the burden for local property tax 
increases. 

Depending upon household income and 
t h e  l e v e l  of  t a x ,  it is poss ib le  f o r  
some households t o  experience hundreds 
of  d o l l a r s  of increase  i n  property 
t a x  and pass the  e n t i r e  amount of t h e  
increase  on t o  the  s t a t e ,  without 
f ee l ing  any of the  burden themselves. 
For example, a household with a $15,000 
income and a gross property t a x  of  
$400 (before homestead c r e d i t  o r  
c i r c u i t  breaker payment) can have t h a t  
t a x  grow t o  $700 before t h e  household 
would pay any of t h e  increase.  When 
f i r s t  enacted, t h e  c i r c u i t  breaker 
appl ied  only t o  e l d e r l y  and d isabled  
homesteads. It now app l i e s  t o  a l l  
homestead p roper t i e s ,  and renters .  

CONCLUSION 

Local taxpayers should not be permitted to pass along the 
entire burden for expenditure increases which they incur. 

The " f ree  zone" allows f o r  l o c a l  
expenditure increases  without l o c a l  
r e s p o n s i b i l i t y  f o r  those  increases.  
I t  is,  i n  a sense, " taxat ion  without 
representat ion" ... f o r  t h e  rest of the  
s t a t e .  

RECOMMENDATION 

Modify the Circuit Breaker so that local taxpayers share 
the burden for at least part of every local tax increase. 

Require l o c a l  taxpayers t o  bear some 
o f  the  burden f o r  ' fu tu re  property t a x  

increases which they o r  t h e i r  e l ec ted  
o f f i c i a l s  choose. This would not  have 
t o  reduce b e n e f i t s  now received,  but  
should phase i n  with f u t u r e  t a x  increases.  
A t  t h e  lowest income l e v e l s  t h e  taxpayers'  
share could be very small--perhaps $1 f o r  
every $10 of property t a x  increase.  The 
share pa id  by- the  s t a t e  through the  c i r c u i t  
breaker could be gradually reduced a s  the  
property t a x  increased. p u t t i n g  more of a 
burden on l o c a l  taxpayers f o r  decisions t o  
s i g n i f i c a n t l y  increase l o c a l  taxes .  

FINDING 

State transportation aids for school districts are based on 
districts' past expenditure levels. 

The formula provides t h a t  every 
d i s t r i c t  cont r ibute  one m i l l  from l o c a l  
property taxes.  After  t h a t ,  t he  s t a t e  
reimburses t h e  d i s t r i c t  f o r  up t o  
127% of t h e  d i s t r i c t ' s  1975/76 per- 
pup i l  expenditures. This "base year" 
has been changed each biennium s ince  
t h e  formula began i n  1973. Beyond t h e  
maximum of 127%, t h e  d i s t r i c t  pays t h e  
remainder ou t  of  i t s  general  fund. 

CONCLUSION 

The use of a base year, and the updating of that year does 
not give districts incentives to look for greater efficiencies. 

Poor management p r a c t i c e s  i n  t h e  pas t  can 
be continued because s t a t e  a i d s  a r e  based 
on p a s t  expenditure levels .  And t h e  up- 
da t ing  of  t h e  base year encourages d is -  
t r i c t s  t o  spend a s  much a s  poss ib le  within 
t h e  127% maximum, so t h a t  t h e i r  base year  
computation f o r  t h e  fu tu re  w i l l  be increased. 

RECOMMENDATION. 

Change the school transportation aid formula to provide 
incentives for efficient service delivery. 

Some measure of  need such a s  s p a r s i t y  of  
population and desegregation orders  might 



be used f o r  determining s t a t e  a ids ,  
r a t h e r  than p a s t  expenditure pa t t e rns .  
Further ,  t h e  c o s t s  should be shared 
between d i s t r i c t s  and t h e  s t a t e  f o r  
every d o l l a r  of  expenditure, so  t h a t  
t h e r e  is not  a l a r g e  por t ion  of  
expenditures t h a t  a r e  "free" t o  t h e  
d i s t r i c t .  To help  d i s t r i c t s  with lower 
t a x  base, t h e  s t a t e  can provide 
add i t iona l  ass is tance .  For example, 
t h e  s t a t e  could provide funds so  t h a t  
every d i s t r i c t  would levy t h e  same 
number of m i l l s  f o r  a c e r t a i n  expendi- 
t u r e  l eve l .  The m i l l  r a t e  would then 
increase  a s  expenditures increased. 

FINDING 

The school foundation aid formula tries to ease the impact 
of declining enrollments on school district revenues. 

The formula allows school d i s t r i c t s  
t o  average t h e i r  enrollments over 
t h e  l a s t  35 years  i n  order  t o  determine 
t h e  number of pup i l  u n i t s  on which 
s t a t e  a ids  w i l l  be based. This 
decl in ing enrollment formula, i n  
e f f e c t ,  counts "phantom pupi ls"  who 
a r e  not  r e a l l y  there .  I n  1978 t h e  
formula funded t h e  equivalent  of an 
add i t iona l  school d i s t r i c t  t h e  s i z e  of  
S t .  Paul t h a t  d i d n ' t  e x i s t .  The 
decl in ing enrollment i s sue  w i l l  
continue t o  be with us i n  fu tu re  years. 
Enrollment i s  expected t o  decl ine  a t  
t h e  r a t e  of  25,000-30,000 pup i l s  p e r  
year f o r  t h e  next  f i v e  years. (Source: 
Senate Research. ) 

CONCLUSION 

The current method of distributing aids to districts with 
declining enrollments does not provide the maximum 
incentive for interdistrict cooperation and other measures 
that could provide quality, cost-efficient educational 
opportunities as enrollment decreases. 

I t  is  impossible t o  s e t  a uniform 
d o l l a r  l e v e l  o r  number of years  needed 

f o r  every d i s t r i c t  t o  make t h e  t r a n s i -  
t i o n  t o  smaller  enrollments. By taking 
t h i s  decision away from l o c a l  d i s t r i c t s ,  
t h e  s t a t e  i s  making t h a t  decis ion  
a r b i t r a r i l y .  It may be spending too  
much on some d i s t r i c t s  f o r  too  long, 
or  too  l i t t l e  on o the r s  f o r  too  shor t  
a time. Local r e spons ib i l i ty  f o r  
decis ions  on funding decl in ing enrol l -  
ments would be most responsive t o  
l o c a l  s i t u a t i o n s ,  and would provide t h e  
maximum incent ive  f o r  ef f ic iency.  

RECOMMENDATION 

Place a part of any additional declining enrollment aid on 
the local property tax levy, rather than keeping it totally a 
part of the state aid formula. 

The s t a t e  could match some por t ion  of  
l o c a l  l e v i e s  f o r  decl in ing enrollment. 
To help d i s t r i c t s  with a low t a x  
base, t h e  s t a t e  could provide some 
add i t iona l  a s s i s t ance ,  as suggested 
i n  number 2, above. A l o c a l  levy 
above t h e  levy l i m i t s  could be 
permitted without vo te r  referendum 
f o r  a period of  years  coinciding with 
t h e  enrollment decl ine.  The e x t r a  
levy would then be disallowed without 
referendum s o  t h a t  d i s t r i c t s  do not  
use t h e  levy f o r  purposes o t h e r  than 
compensating f o r  enrollment decl ines ,  
without voter  approval. 

FINDING 

A little-noticed change in state law in 1977 has given a 
windfall in state aid plus a major exemption from cover- 
age by levy limits to a handful of cities and counties in the 
state. 

I n  1973 t h e  s t a t e  removed at tached 
machinery from t h e  property tax.  In  
l i e u  of  t h a t  l o s t  revenue, t h e  s t a t e  
reimbursed munic ipal i t ies  with s t a t e  
a i d  based on t h e  l o c a l i t y ' s  m i l l  r a t e  
a s  applied t o  t h e  machinery ' s value. 
That amount, ca lcula ted  i n  1973, 
was frozen a t  t h a t  l e v e l  f o r  subsequent 



years,  through 1977. This was t h e  
p rac t i ce  followed i n  e a r l i e r  years  
when o the r  business personal property 
was exempted from taxat ion .  The 
bulk of  a t tached machinery is  associ-  
a t ed  with o i l  r e f i n e r i e s  and paper 
companies, thereby giving the  reim- 
bursement t o  the  few u n i t s  of government 
where such f a c i l i t i e s  a r e  located.  

In 1977 two changes were made i n  the  
law which a r e  i n  e f f e c t  f o r  1978 
and subsequent years: 

The value of t h e  a t tached machinery, 
f o r  purposes of ca lcu la t ing  s t a t e  
a i d s ,  was increased 25% over 1973; and 
the  cu r ren t  m i l l  r a t e ,  r a t h e r  than t h e  
1973 m i l l  r a t e  is appl ied  t o  t h a t  
value t o  determine the  amount of  s t a t e  
a ids .  

The amount received f o r  a t tached 
machinery is  no t  sub jec t  t o  the  levy 
l imi t s - - th i s  means t h a t  l o c a l i t i e s  can 
levy up t o  t h e i r  l i m i t s ,  p lus  g e t  
add i t iona l  money above t h a t  amount 
f o r  a t tached machinery. In  the  p a s t ,  
t he  levy l i m i t  was reduced by the  
amount received f o r  a t tached machinery. 
In  e f f e c t ,  t he  exemption from the  
l i m i t  allows some l o c a l i t i e s ,  because 
of the  type of property within t h e i r  
borders, t o  exceed the  l i m i t  without 
a voter  referendum o r  penalty from the  
s t a t e ,  ( o r  even a l o c a l  t a x  increase)  
t o  which o t h e r  l o c a l i t i e s  a r e  subjec t .  

The 1977 changes apply only t o  c i t i e s ,  
townships and counties--school 
d i s t r i c t s  rece ive  a i d  on t h e  same bas is -  
a s  i n  1974. A l ist  of major 
benef i c i a r i e s  of a t tached machinery 
a i d  can be found i n  t h e  appendix, 
page 30. 

CONCLUSION 

There is no justification for the large benefits received by a 
handful of cities. 

The b e n e f i t  i s  not  based on need. In 
a finance system t h a t  has taken such 

care  t o  l i m i t  c i t i e s '  expenditures and t o  
t r e a t  them equi tably ,  it is  p a r t i c u l a r l y  
inappropriate t o  make such an exception, 
e spec ia l ly  when t h a t  exception i s  no t  
j u s t i f i e d  on the  b a s i s  of  need. This 
excess benef i t  should be removed. 

RECOMMENDATION 

Discontinue the special benefit received by some localities. - 

Phase o u t  the  a t tached machinery a i d s  
over a period of  three  years .  

FINDINGS 

The distribution of municipal aids by county produces 
unusual results. 

Minnesota's l o c a l  government a i d s  a r e  
d i s t r i b u t e d  i n  two p a r t s :  

.Pa r t  one i s  a p e r  c a p i t a  d i s t r i b u t i o n  by 
county, with t h e  metropolitan area  
counted a s  one county. This spreads 
t h e  d o l l a r s  throughout t h e  s t a t e .  

.Pa r t  two, within each county, the  county 
government i t s e l f  f i r s t  rece ives  a f l a t  
g ran t ,  which i s  a grandfathered amount 
determined i n  a previous year. The 
remainder i s  d i s t r i b u t e d  among the  munici- 
p a l i t i e s  and townships i n  the  county 
according t o  a formula which counts popul- 
a t ion  and m i l l  r a t e .  These two f a c t o r s  a r e  
mul t ip l ied  together  t o  determine the  d o l l a r  
a l loca t ion .  Township m i l l  r a t e s  usually 
a r e  a f r a c t i o n  of municipal m i l l  r a t e s .  
Consequently, munic ipal i t ies  a r e  the  
p r i n c i p a l  benef i c i a r i e s  of the  formula. 
Sometimes the re  a r e  only a few r e l a t i v e l y  
small munic ipal i t ies  i n  a given county. 
When the  Legis la ture  approves an increase 
i n  the  pe r  cap i t a  amount t o  a county a r e a  
(such a s  the  $7 increase  from $52 t o  $59 
from 1978 t o  1979), these  munic ipal i t ies  
receive the  pe r  cap i t a  increase  a t t r i b u t a b l e  
t o  the  population i n  the  townships, too. 
The t o t a l  amount of a i d  received by some 
small munic ipal i t ies  i n  o u t s t a t e  Minnesota 
now exceeds $100 pe r  cap i t a .  (See appendix, 
page 29, f o r  a l i s t  of the  50 highest  
munic ipal i t ies  and townships i n  a i d  pe r  
c a p i t a  f o r  1979.) 



CONCLUSION 

The county distrktioa aspect of the municipal aid 
formub results in ~pmmwariry high aids to some cities. 

It does not a f fec t  the relat ive 
distribution of aids between outs tate  
and the metropolitan area. This is 
exclusively an outstate issue. 

RECOMMENDATION 

Revise the outstate Mribntion ef municipal aids by 
county so that municipalities are treated more equitably. 

One possibi l i ty  would be to  t r e a t  the 
en t i re  outs tate  area as  one county, 
as  is done for  the counties within the 
metropolitan area. This would 
r e su l t  in  a l l  outs tate  c i t i e s  'competing' 
with one another for  aids,  rather than 
just  c i t i e s  and towns within one 
county 'competing', 

FINDING 

The measure of local 'effort' fu the municipal aid f m t + l a  
counts property tax levies, but not fees and charges. 

The measure of e f fo r t  i s  c r i t ic ized  
today because it does not recognize 
the taxpayer burden represented by 
fees and charges imposed by municipali- 
t i e s .  To the extent tha t  c i t i e s  choose 
t h i s  form of finance, t h e i r  municipal 
aids from the s t a t e  are  reduced 
relat ively,  a s  compared with what they 
would be had the same revenue been 
raised on the property tax. 

CONCLUSION 

The use of mill rates alone does npt frilly measwe local 
'effort'. 

It is  undesirable insofar as it may 
discourage local  governments from 
financing services with fees and 
charges. Fees and charges may 
encourage ef f ic ien t  u t i l i z a t i ~ n  of 
services, because they allow people 

t o  make a direct  connection between 
the cost and provision of services. 
In contrast, the tax collection 
system is more abstract:  one cannot 
make a d i rec t  connection between 
taxes paid and part icular  services 
provided. 

While we real ize that  it may be 
d i f f i cu l t  t o  determine what fees and 
charges should count towards s t a t e  
aid,  w e  think it important tha t  
municipalities not be penalized for 
using revenue sources other than the 
property tax. 

RECOMMENDATION 

Make the 'local effa~t' measurn ia the municipat aid 
f o f l l ~ i a  wc#e a c w &  by i ~ ~ n g  fees rand charges 
alung with ma1 rates as a measure of effort. 

A s  a s ta r t ing  point, the federal 
definit ion of locally-raised revenue 
can be used. This includes some 
measure of fees and charges. Our 
goal is to  put c i t i e s  on as  equal a 
footing as possible with respect t o  
t h e i r  e l ig ib i l i t y  for  s t a t e  aids. 

FINDING 

The use of property tax rates as a measure of 'need' has 
been eritieized as a poiicy that rewards higher spending. 

Heated debate is  taking place over 
whether the m i l l  r a t e  measure 'rewards' 
c i t i e s  for spending more, o r  
'penalizes' them fo r  spending less.  
This has been highlighted by the State 
Planning Agency's study, which shows 
tha t  S t .  Paul has held the l ine  on 
spending, and thus has received l e s s  
in  s t a t e  aids,  while ~ inneapo l i s ,  
with higher expenditures, has received 
more s t a t e  aid. However, the argument 
tha t  the aid formula encourages 
c i t i e s  t o  increase mill  ra tes  i s  not 
borne out by an examination of the 
formula with actual dol lar  calculations. 
Holding population of a l l  metropolitan 
c i t i e s  constant, and m i l l  r a t e s  of a l l  



c i t i e s  except S t .  Paul constant ,  we 
found t h a t  i f  S t .  Paul wanted t o  
increase  i t s  s t a t e  a i d s  by roughly 
$ 1  mi l l ion  over a 3-year period,  it 
would have t o  increase  l o c a l  property 
taxes  by roughly $6.6 mi l l ion  during 
the  previous th ree  years. The ' r e t u r n '  
from the  s t a t e  represents  18% of the  
c i t y ' s  ' investment'  i n  l o c a l  property 
tax.  And it must be remembered t h a t  
t h i s  ca lcu la t ion  assumes o the r  c i t i e s '  
populations and m i l l  r a t e s  a r e  constant ,  
which is  not  l i k e l y .  S t .  Paul is  
a c t u a l l y  l o s i n g  population while 
o the r  metropolitan c i t i e s  a r e  gaining. 
And o the r  c i t i e s  increase  m i l l  r a t e s  
a lso .  Because the  d i s t r i b u t i o n  of 
s t a t e  funds t o  S t .  Paul would depend 
on i t s  population and m i l l  r a t e  
relat ive t o  that o f  other metropolitan 
c i t i e s ,  it is  l i k e l y  t h a t  an even 
g r e a t e r  increase  i n  St .  Pau l ' s  
property taxes  would be necessary t o  
produce t h e  $ 1  mi l l ion  increase  i n  
s t a t e  a ids .  

CONCLUSION 

While it cannot be shown that the use of municipal mill 
rates as a measure of need in the aid formula has caused 
over-spending by local governments, it has created djs- 
comfort about the subject. 

I f  another measure of  need can be 
found which o f f e r s  a t  l e a s t  an equal 
degree of  accuracy, it would be 
preferable .  A formula t h a t  even gives 
the  appearance o f  rewarding spending 
i s  not  des i rab le ,  i f  a b e t t e r  
s u b s t i t u t e  can be found. 

RECOMMENDATION 

Consider characteristics such as fiscal capacity, age of 
housing, poverty population and other factors beyond 
cities' control as possible substitutes for the 'need' meas- 
ure in the municipal aid formula. 

Some of t h e  c h a r a c t e r i s t i c s  a r e  used 
i n  f ede ra l  need formulas f o r  purposes 

of d i s t r i b u t i n g  fede ra l  a ids .  It  is  
poss ib le  t h a t  they might a l s o  work i n  
a s t a t e  formula. (It  i s  l i k e l y  t h a t  
a l t e r a t i o n s  i n  t h i s  p a r t  of  the  formula 
would a l t e r  only the  intrametropoli tan 
d i s t r i b u t i o n  of aids--not the  d i s t r i b u t i o n  
within o u t s t a t e  a reas ,  o r  t h e  r e l a t i v e  
por t ions  going t o  o u t s t a t e  vs. t h e  
metropolitan area . )  

FINDING 

Due to many factors, there is a large disparity in mill rates 
among municipalities in the Twin Cities region. 

Controversy focuses on t h e  d i s p a r i t y  i n  
municipal m i l l  r a t e s  i n  p a r t i c u l a r .  I n  
1976 municipal m i l l  r a t e s  of metropolitan 
area  c i t i e s  with population over 10,000, 
a s  adjusted f o r  d i f ferences  i n  assessment 
p rac t i ces ,  ranged from 7.821 i n  Edina 
t o  38.728 i n  Minneapolis. S t .  Paul was 
second with a r a t e  of  26.740. The median 
was roughly 14.378. (Source : S t a t e  
Planning Agency Minneapolis/St. Paul 
Study, "Municipal Revenues " . ) 
However, the  accomplishments of the  
l e g i s l a t u r e  i n  reducing property t a x  
burdens should a l s o  be noted. For 
example, t h e  c i t y  of Minneapolis 
received 7% of i t s  revenue from s t a t e  
a i d s  i n  1967, compared with 27% i n  
1976. For t h e  c i t y  of S t .  Paul the  
growth i n  s t a t e  revenues was from 8% 
i n  1967 t o  22% of t o t a l  municipal 
revenues i n  1976. I n  1975 metropolitan 
munic ipal i t ies  received t h e  following 
pe r  c a p i t a  amounts from t h e  s t a t e  a i d  
formula: ~inneapolis-$71.95;  S t .  Paul- 
$60.23; o t h e r  metropolitan c i t i e s  over 
10,000 population-$28.40. ( A l l  
f i gu res  above from S t a t e  Planning Agency 
Minneapolis/St. Paul Study).  

A recent  study by t h e  S t a t e  Planning 
Agency spent  a good deal  of  e f f o r t  i n  
examining the  finances of  metropolitan 
a rea  munic ipal i t ies ,  and i n  ident i fy ing 
reasons f o r  s u b s t a n t i a l  m i l l  r a t e  
d i f ferences .  In  p a r t ,  t he  d i f ferences  
r e s u l t  from f a c t o r s  ou t s ide  t h e  
munic ipal i t ies '  cont ro l .  Aging physical  



plants in  need of redevelopment are  an 
example. Another i s  the introduction 
of equalized m i l l  ra tes  for  schools in  
1971. M i l l  r a te  differences may also 
resul t  from differences in  property tax 
wealth. Use of some c i t y  f a c i l i t i e s  
such as  parks by the ent i re  region, 
with the financial burden resting 
solely on the c i ty ,  affects  m i l l  r a t e  
disparity. Pension costs in  the 
central  c i t i e s  are  also high. 

The Planning Agency also identified a 
s e t  of factors within municipalities' 
control tha t  contribute t o  m i l l  r a te  
dispari t ies .  The level of service 
desired i s  an example. Another is the 
government structure and decision 
process resulting in  expenditures. 
Number of public employees, and the i r  
wages and benefits also af fec t  m i l l  
rates.  

The Planning Agency study suggested 
tha t  m i l l  ra te  differences cannot 
to t a l ly  be accounted for  by factors 
outside the control of c i t i e s .  This 
i s  par t  of the reason, along with the 
"municipal taste"  factors--those within 
control of the affected c i t i e s .  

CONCLUSION 

Substantial mill rate differentials among Twin Cities 
municipalities which result from factors beyond tk con- 
trol of cities should be reduced. 

Efficient  u t i l iza t ion  of the c i t i e s '  
physical plant, a reduction in urban 
sprawl in order t o  maintain our green 
spaces, and simple energy usage 
considerations a l l  c a l l  for  e f for t s  t o  
make central  c i t y  l iving ... and tax 
rates. . .attractive t o  residents. 

However, to  the extent tha t  m i l l  r a tes  
d i f f e r  because of local t a s t e  or  other 
circumstances within the control of 
elected of f ic ia ls ,  the differences are 
acceptable. Local governments should 
be able to  choose, and pay for  
different  amounts and types of services. 

We would not want to  see a uniform 
service level o r  package imposed on 
municipalities. 

In attempting t o  al leviate  m i l l  ra te  
differences caused by factors outside 
the control of c i t i e s ,  the legislature 
w i l l  also have t o  be cautious tha t  it 
does not reduce incentives for  local 
o f f i c i a l s  t o  correct those 
inefficiencies tha t  are within the i r  
control. 

RECOMMENDATION 

To the extent that mill rate differences have been caused 
by factors outside the control of cities, the legislature 
should consider action to redwe the spread in mill rates 
within the metropolitan a m .  

We were unable to  determine whether an 
ent irely new approach to municipal 
aids is  needed. We therefore recommend 
tha t  the legis lature study the 
appropriateness of distributing a 
portion of municipal aids on a basis 
similar t o  tha t  used in the school aid 
formula--an equalized, uniform m i l l  
ra te ,  for  a basic level of service. 
We are not suggesting here tha t  a new 
source of funds be used, but rather 
tha t  a new way of distributing 
current funds be considered. 

Municipal costs for parks and pensions 
have been of part icular  concern. Two 
Citizens League committee are now 
looking a t  these issues. Not having 
studied these subjects ourselves, we 
await the new reports for guidance on 
these matters. 

1 FINDING 

Pmsures are increasing to have the state share in the 1 expense of metropalitan area functions. 

Among such functions l ikely to .be  
seeking s t a t e  funds in  1979 are 
(a) t r ans i t  (because of a growing gap 



between fa re  box revenues and the 
actual  expenses of the  Metropolitan 
Transi t  Commission) (b) open space 
(because of the need t o  pay f o r  
acquisi t ion and development and perhaps 
even operating and maintenance expense 
of large parks i n  the  metropolitan 
area) and (c)  urban development 
(because of the need t o  help pay f o r  
expenses of tear ing down old buildings 
and making land sui table  fo r  rebuild- 
ing i n  urban centers) .  I n  recent 
years the Legislature frequently has 
adopted a statewide approach t o  both 
financing and delivery of such regional 
services.  Usually separate l eg i s la -  
t i on  is passed for  each function. 

CONCLUSION 

We see no compelling argument that the state general 
revenue fund is necessarily the best source of money for 
functions that are primarily benefitting t k  metropolitan 
area. 

Clearly no p a r t  of the s t a t e  has 
exclusive claim t o  a governmental 
function. But it is possible t h a t  the  
s t a t e  general revenue fund might be 
thought of automatically a s  the  source 
of funds, i r respect ive  of the  extent 
t o  which a function r ea l l y  should be 
delivered statewide. In  f ac t ,  i f  the 
s t a t e  general revenue fund is  regarded 
a s  the  only source, a temptation might 
e x i s t  t o  increase expenditures beyond 
what they would otherwise be, i n  order 
t o  spread the  benef i ts  statewide. 

A function-by-function approach i n  
which each has i ts  own guaranteed 
revenue makes it extremely d i f f i c u l t  
t o  s e t  p r i o r i t i e s  among functions. 

RECOMMENDATION 

The state legislature should now consider earmarking 
some fundr 'nr some parts of the state and not others, 
when apprcpriate. 

This w i l l  be a cost-,saving measure. 
I f  the  leg i s la ture  is not wi l l ing t o  

a l loca te  a portion of general fund 
revenues to  one p a r t  of the  s t a t e ,  then it 
should consider levying a tax on t h a t  area 
only, providing the area has suf f ic ien t  
wealth t o  pay the  tax without hardship. 

The leg is la ture  should require t h a t  the  
Metropolitan Council make a unified 
funding proposal fo r  metropolitan functions 
each biennium. This w i l l  give the  s t a t e  
a sense of how the region sees its p r io r i -  
t i e s .  

Improve Public Understanding for Communica- 
tion with Local Elected Officials 

A system of loca l  responsibi l i ty  and 
author i ty  requires a strong representative 
system a t  the local  level .  Voters must 
understand the issues  i f  they a r e  t o  play 
an ac t ive  p a r t  i n  informing t h e i r  
representatives of t he i r  desires.  Today's 
system of revenue ra is ing,  revenue d i s t r i -  
bution and expenditure is complex. It 
is not l i ke ly  t o  become l e s s  so. Following 
a re  th ree  recommendations whose purpose i s  
t o  make the finance system more understand- 
ab le  t o  the  public. A fourth recommendation, 
from the League's 1978 report  on public 
a f f a i r s  information, is l i s t e d  because of 
its relevance t o  t h i s  study. , 

- Add pages to the income tax instruction booklet that 
would explain how state tax dollars are spent, including 
trends over t b  past few years. 

In  t h i s  way taxpayers w i l l  ge t  some idea 
of what they a re  paying fo r ,  a s  they pay 
t h e i r  b i l l .  It w i l l  bring the  revenue 
and expenditure s ides  c loser  together fo r  
the taxpayer. 

In order to make property tax rates more understandable, 
express them as a per cent of real market value (as 
determined by the Assemor), as well as in mills, on 
property tax statements. 

This f igure would be arrl'ved a t  by simply 
dividing the two figures which already 
appear on the property tax  statement: the 
taxes i n  dol lars ,  by t he  r e a l  market value 
of the  property. 



Publish local government budget information in the larg- 
est circulation daily or weekly newspapers prior to local 
government budget sessions. 

The information should include 
summarized f igures  on expenditures and 
number of publ ic  employees i n  the  
current  year ,  over t h e  p a s t  seve ra l  
years ,  and a s  proposed i n  t h e  budget 
document. This information should be 
published along with a no t i ce  of publ ic  
hearings on t h e  budget. In addi t ion ,  
t h e  impact of t h e  proposed budget on 
t a x  r a t e s ,  assuming no change in  t a x  
base o r  s t a t e  a i d s  from t h e  previous 
year;  a s  well a s  t h e  impact given 
est imated increases  i n  t a x  base and 
a i d s ,  should be published. In  order  
t o  avoid p roh ib i t ive  c o s t s  f o r  t h i s  
information, it should be published 
ins tead  o f ,  r a t h e r  than i n  addi t ion  t o  
the  d e t a i l e d  budget information which 
now appears i n  such publ ica t ions  a s  
Finance and Commerce. 

Improve media coverage of public affairs to help citizens 
better understand and participate in the decision process. 

(Reference: 1978 Ci t izens  League . report  
on publ ic  a f f a i r s  information).  The 
newspapers should work towards a 
p a t t e r n  of news coverage t h a t  provides 
c i t i z e n s  e a r l y  n o t i f i c a t i o n  about i s sues  
a f t e r  problems a r e  i d e n t i f i e d ;  helps 
c i t i z e n s  p a r t i c i p a t e  i n  discussions 
about the  problems; and is  continuous 
i n  t h e  coverage of  publ ic  i s sues ,  giving 
readers  a sense of  what came before,  
and what the  next  s t e p s  a r e  l i k e l y  t o  be. 

This coverage w i l l  complement t h e  man- 
dated publishing of budget information by 
l o c a l  governments i n  t h e  d a i l y  papers,  
a s  recommended above. 

Give Local Elected Officials Policy Tools to 
Respond to Voters 

Once cons t i tuen t s  a r e  ab le  t o  make t h e i r  
wishes known t o  t h e i r  r ep resen ta t ives ,  
the  e l ec ted  o f f i c i a l s  must have t h e  

independence and author i ty  t o  respond. 
This means more management and spending 
au thor i ty  and freedom from i n t e r e s t  con t ro l  
of campaign contr ibut ions  and e lec t ions .  

Independence t o  make decis ions  and 
contro l  over major expenditure items 
such a s  s a l a r i e s  a r e  indispensable 
t o o l s  f o r  l o c a l  government e l e c t e d  
o f f i c i a l s  who have been given t h e  
au thor i ty  and respons ib i l i ty  t o  
cont ro l  t h e i r  own expenditures. With- 
o u t  these  t o o l s  they w i l l  not  have t h e  
a b i l i t y ,  and the re fo re  should not  be 
given t h e  r e spons ib i l i ty  t o  con t ro l  
expenditures. Ins tead ,  t h i s  job 
would have t o  be taken on by a higher 
u n i t  of  government. 

We have spent  the  bulk of our time 
i n  studying the  system of revenue 
r a i s i n g  and revenue d i s t r i b u t i o n  f o r  
Minnesota's l o c a l  government. We have 
not  given a g rea t  dea l  of  a t t e n t i o n  
t o  aspects  of government s t r u c t u r e  
and process which a r e  such a c r u c i a l  
element of expenditure cont ro l .  
However, because our  c e n t r a l  conclu- 
s ion  t h a t  l o c a i  government should be 
given con t ro l  over expenditures 
r e s t s  on t h e  a b i l i t y  of l o c a l  
o f f i c i a l s  t o  make decis ions ,  we f e l t  
compelled t o  make some suggestions 
i n  t h i s  a rea .  Below a r e  suggestions 
a r i s i n g  ou t  of  t h i s  study, and o u t  of 
e a r l i e r  Ci t izens  League repor t s  ( in -  
d ica ted  by*) . Recommendations from 
e a r l i e r  committees a r e  not  s t a t e d  a s  
pos i t ions  o f  our  committee, but  a s  
re levant  mater ia l  which mer i t s  examina- 
t i o n .  We encourage readers  t o  look back 
a t  t h e  e a r l i e r  r epor t s  mentioned, f o r  t h e  
f u l l  background and reasoning behind 
those recommendations. 

Give local elected officials more control over managenlent 
and improve the public's representation in collective 
bargaining. 

.Make the o r d e r  i n  w h i c h  t e a c h e r s  a r e  
l a i d  o f f  a n e g o t i a b l e  demand. To 
t h e  extent  t h a t  s e n i o r i t y  f o r  lay-  
o f f  is mandated by the  s t a t e ,  l o c a l  

*Recommendation from e a r l i e r  Ci t izens  League repor t .  



au thor i ty  over t h e  mix of teaching 
s t a f f  and cos t s  i s  diminished. 

Repeal s t a t e  l e g i s l a t i o n  which 
mandates s e n i o r i t y  a s  t h e  order  f o r  
lay-off i n  1st c l a s s  c i t y  school 
d i s t r i c t s  and which makes t h a t  t h e  
pol icy  unless  another is adopted f o r  
o the r  school d i s t r i c t s .  In  t h i s  way 
s e n i o r i t y  f o r  l a y - o f f s  w i l l  be a 
bargaining item--it  may well be 
re ta ined through t h e  bargaining 
process--but it w i l l  be t r e a t e d  a s  
a benef i t  t o  be considered l i k e  o the r  
benef i t s ,  and balanced i n  t h e  
negot ia t ion  process. 

.Conduct a l e g i s l a t i v e  r e v i e w  t o  
d e t e r m i n e  what  m o d i f i c a t i o n s  t o  the 
s t a t e  collective b a r g a i n i n g  l a w  would 
s t r e n g t h e n  the a b i l i t y  o f  e l e c t e d  
o f f i c i a l s  t o  make e x p e n d i t u r e  
d e c i s i o n s .  Today s t a t e  law requ i res  
binding a r b i t r a t i o n  f o r  "essen t i a l  
employeesw--police, firemen and 
hosp i t a l  workers. Their  wage 
se t t lements  a r e  o f t en  achieved 
through binding arbi t ra t ion--a  labor  
mediator, r a t h e r  than the  e l ec ted  
o f f i c i a l s ,  makes t h e  decision. And 
these wage se t t lements  make it 
d i f f i c u l t  f o r  e l ec ted  o f f i c i a l s  t o  
bargain with o the r  publ ic  employees, 
tending t o  s e t  a precedent f o r  fu tu re  
wage negotiat ions.  

Possible a reas  of study f o r  t h e  
l e g i s l a t u r e  would include " l a s t  b e s t  
o f f e r "  a r b i t r a t i o n  and r i g h t  t o  
s t r i k e .  Last  b e s t  o f f e r  provides 
t h a t  t h e  a r b i t r a t o r ' s  only choices 
a r e  the  l a s t  b e s t  o f f e r s  made by each 
s ide .  Right t o  s t r i k e  would allow 
t h i s  opt ion  f o r  e s s e n t i a l  employees, 
while e l iminat ing  t h e  binding a r b i t r a -  
t i o n  requirement. 

A l e g i s l a t i v e  review a l s o  should 
include t h e  i s sue  of  what matters  may 
be submitted t o  binding a r b i t r a t i o n .  
In negot ia t ions  involving teachers ,  

f o r  example, controversy o f t en  a r i s e s  
over whether such matters  a s  c l a s s  
s i z e  a r e  negotiable. 

.Remove k e y  manager ia l  p o s i t i o n s  i n  l o c a l  
government f rom the c l a s s i f i e d  service 
and p l a c e  t h e m  i n  a new c a r e e r  e x e c u t i v e  
s e r v i c e . *  (Reference: 1973 Ci t izens  
League r e p o r t  on t h e  career  publ ic  
service . )  To t h e  ex ten t  t h a t  e l ec ted  
o f f i c i a l s '  choice of top  managers i s  
l imi ted ,  t h e i r  a b i l i t y  t o  respond t o  
cons t i tuen t s  is  a l s o  reduced. This w i l l  
provide a system more f l e x i b l e  and 
responsive than the  c l a s s i f i e d  service ,  
and should a t t r a c t  highly q u a l i f i e d  
managers i n t o  pub l i c  service .  It w i l l  
allow incent ives  f o r  top performance, a 
wider choice among candidates,  and 
d i sc re t ion  of t h e  appointing o f f i c i a l s .  

. S u b s t i t u t e  m u l t i - y e a r  c o n t r a c t s  for 
school a d m i n i s t r a t o r s  ' t e n u r e .  * 
(Reference: 1972 Ci t i zens  League r e p o r t  
on school accountabi l i ty . )  Retain 
tenure f o r  adminis t ra t ive  personnel 
within the  school system, but  not  
necessar i ly  tenure a s  adminis t ra tors  
with administrat ive s a l a r i e s .  This w i l l  
g ive more f l e x i b i l i t y  i n  keeping a top  
q u a l i t y  adminis t ra t ive  personnel system. 

.Provide  a s t a t u t o r y  e x c e p t i o n  t o  the 
r e q u i r e m e n t s  o f  the Minnesota  open  
m e e t i n g  l a w  f o r  m e e t i n g s  o f  l o c a l  
e l e c t e d  o f f i c i a l s  t o  d i s c u s s  p o s i t i o n s  
t o  be t a k e n  b y  their r e p r e s e n t a t i v e s  i n  
collective b a r g a i n i n g  n e g o t i a t i o n s .  * 
(Reference: 1977 Ci t izens  League repor t  
on open meetings.) Given t h e  cu r ren t  
open meeting law requirements, l o c a l  
e l ec ted  o f f i c i a l s  cannot p r iva te ly  
agree on what t h e i r  maximum l i m i t  w i l l  
be i n  sa la ry  negot ia t ions .  That means 
t h a t  e i t h e r  t h i s  agreement is  made 
publ ic ,  i n  which case t h e  employees a r e  
given an advantage i n  t h e  bargaining 
sess ion ,  o r  no such agreement is made, 
and more au thor i ty  is given t o  t h e  
h i red  negot ia tor ,  tak ing au thor i ty  away 
from t h e  e l ec ted  o f f i c i a l s .  

*Recommendation from e a r l i e r  Ci t izens  League repor t .  



Help local elected officials find new ways to provide 
services. 

Create a foundation f o r  l o c a l  government 
performance. This could be funded by 
p r i v a t e  and/or publ ic  do l l a r s .  It could 
provide ana ly t i ca l  ass is tance  t o  l o c a l  
governments and f inanc ia l  ass is tance  i n  
thinking through and t r y i n g  new ways t o  
de l ive r  services  o r  t o  organize l o c a l  
government f o r  e f f i c i e n t  operat ion.  

Give local elected officials the independence to be 
accountable to the public. 

. L i m i t  the amount o f  i n d i v i d u a l  c o n t r i -  
b u t i o n s  to  l o c a l  government  c a n d i d a t e s .  * 
To the  extent  t h a t  p o l i t i c a l  campaigns 
a r e  financed from only a few major 
sources, the  independence of  e lec ted  
o f f i c i a l s  is  a l s o  inhibi ted .  (A 1974 
Ci t izens  League repor t  on campaign 
finance c a l l e d  f o r  t h e  following 
l imi ta t ions )  : 

A $100 l i m i t  on contr ibut ions  t o  t h e  
candidate by individuals  o the r  than 
himself,  and by a l l  organizat ions 
o t h e r  than p o l i t i c a l  p a r t i e s ;  

A prohibi t ion  on t r a n s f e r s  of 
campaign funds from one candidate t o  
another; and 

Rest r ic t ions  l i m i t i n g  loans t o  
p o l i t i c a l  campaigns from sources o the r  
than f inanc ia l  i n s t i t u t i o n s  t o  $100 
and a requirement t h a t  a l l  loans be 
paid back within s i x  months of t h e  
e l e c t i o n  and within t h e  contr ibut ion 
l i m i t s  on individuals  and o the r  
sources as  es tabl ished above. 

.Crea te  a  u n i f o r m  e l e c t i o n  d a y  i n  
November o f  the odd-n umber y e a r s  f o r  
school, c o u n t y  board  and m u n i c i p a l  
e l e c t i o n s . *  (Reference: 1974 
Ci t izens  League repor t  on campaign 
f inance.)  To t h e  extent  t h a t  voter  
turnout  is  low due t o  e lec t ions  a t  

odd times of t h e  year, the  legitimacy 
and accountabi l i ty  of  e l ec ted  o f f i c i a l s  
i s  reduced. This recommendation w i l l  
increase voter  awareness and p a r t i c i -  
pat ion i n  l o c a l  e lec t ions .  

.Open u p  the o p p o r t u n i t i e s  for l o c a l  
governmen t s  t o  purchase  services, 
r a t h e r  t h a n  m a i n t a i n i n g  their own 
service d e l i v e r y  s y s t e m s .  * 
(Reference: 1972 Ci t izens  League 
repor t ,  "Why Not Buy Service?") This 
idea is  founded i n  a be l i e f  t h a t  a 
choice of service  providers w i l l  
enhance e lec ted  o f f i c i a l s '  a b i l i t y  
t o  provide e f f i c i e n t ,  qua l i ty  services .  
Without a choice, they a r e  ' s tuck '  
with a s ing le  vendor. With t h e  choice 
they w i l l  have more control  over the  
q u a l i t y  of se rv ice  f o r  which they 
a r e  responsible. 

Give Local Elected Officials the Ability to Use 
Local Revenues for Additional or Special Needs 

Elected o f f i c i a l s  t h a t  have been made 
responsible and accountable f o r  t h e i r  
expenditure decisions can then be 
given t h e  f i n a n c i a l  t o o l s  t o  meet 
needs a s  they o r  t h e i r  const i tuents  
i d e n t i f y  them. Spending author i ty ,  
however, cannot be given t o  o f f i c i a l s  
without t h e  above too l s .  Keeping 
t h i s  i n  mind, we i d e n t i f i e d  t h e  
following areas  where loca l  au thor i ty  
should be increased. 

Municipal property tax increases are limited to 6% above 
the levy in the previous year. 

Municipal levy l i m i t s  provide t h a t  i f  
municipal property t a x  l e v i e s  exceed 
6% of t h e  levy i n  t h e  previous year 
(building on a 1971 base y e a r ) ,  the  
s t a t e  w i l l  reduce i t s  a ids  f o r  the  
f o l l o w i n g  year by an amount equal t o  
1/3 of t h e  amount by which the  
municipality exceeded t h e  l i m i t .  In 
t h e  following year, with a reduced 

*Recommendation from e a r l i e r  Ci t izens  League repor t .  



amount of s t a t e  a id ,  the  municipality 
i s  s t i l l  confined t o  i t s  levy l i m i t .  
Therefore, unless it exceeds i ts  
l i m i t  again,  by an even l a r g e r  amount, 
the  e f f e c t  w i l l  be t o  reduce next  
y e a r ' s  revenue by $ 1  f o r  every $3 it 
levied  above the  l i m i t  t h e  year  before. 
This cycle would continue, with s t a t e  
a i d s  becoming a smaller  and smaller  
p a r t  of l o c a l  revenues, i f  t h e  
municipal i ty d id  t r y  t o  r e t a i n  i t s  
l e v e l  of revenue a s  found before it 
exceeded t h e  levy l i m i t .  

The p r a c t i c a l  e f f e c t  of levy l i m i t s  is  
t o  keep almost a l l  c i t i e s  within those 
l i m i t s .  The exceptions a r e  c i t i e s  with 
s i g n i f i c a n t  non-residential  p roper t i e s  
such a s  power p l a n t s ,  t h a t  w i l l  bear  
most of the  burden of  t a x  increases .  

Because the  base year  i s  1971, when 
many communities were much smaller  
than today, with much smaller  expendi- 
t u r e  needs, many of those communities 
a r e  now a t  t h e i r  l i m i t s ,  with 
s i g n i f i c a n t l y  higher needs. Those t h a t  
had f a i r l y  high expenditure l e v e l s  i n  
1971 have no t  reached t h e i r  levy 
l i m i t s ,  and a r e  not  l i k e l y  t o  do so. 

CONCLUSION 

1 he levy limit is too severe a penalty for municipal 
governments. 

City councils  a re  general  purpose 
governments, which means they must make 
p r i o r i t y  choices among services .  And 
they a r e  perhaps the  most v i s i b l e  
governments, of ten  known on a f i r s t  
name b a s i s  by t h e i r  cons t i tuents .  I f  
the  measures ou t l ined  i n  previous 
sec t ions  of t h i s  r e p o r t  a r e  followed, 
then municipal o f f i c i a l s  should have 
g rea te r  au thor i ty  t o  determine t h e i r  
spending l e v e l s  than they a r e  now 
afforded by the  levy l i m i t  law. 

RECOMMENDATIONS 

Modify the levy limit law to give elected municipal 
officials more choice in their spending levels. 

To e l iminate  the  " s p i r a l  e f f e c t "  crea ted  
by t h e  current  pol icy  of  implementing the  
s t a t e  penalty i n  the  following year ,  make 
t h a t  penalty f a l l  i n  t h e  same year t h a t  
t h e  l i m i t  i s  exceeded. There w i l l  then be 
no "catching up" t o  do. Secondly, ins tead  
of a 1/3 reduction on t h e  f i r s t  d o l l a r  
exceeding the  l i m i t ,  make t h e  penalty 
s t a r t  a t  a very small percentage, and 
gradually increase  a s  the  amount 
exceeding t h e  levy l i m i t  increases.  

Municipalities are unable to tax their entire tax base, 
because portions of that base have been exempted from 
taxation by federal and state law. 

Exempt p roper t i e s  include r a i l r o a d  and 
telephone property,  property owned by non- 
p r o f i t  organizat ions such a s  col leges  
and churches, and government property. 
The por t ion  of property t h a t  is  exempt 
from taxat ion  within a community v a r i e s  
across the  s t a t e .  In  urban s e t t i n g s ,  the  
property requi res  and receives  se rv ices ,  
which a r e  paid f o r  by t h e  o the r  p roper t i e s  
within the  community. 

Data i s  not  ava i l ab le  on t h e  amount of 
exempt acreage within d i f f e r e n t  communi- 
t i e s .  A t o t a l  value of buildings and 
land combined i s  assigned, although the re  
is  l i t t l e  confidence i n  t h e  f igures ,  because - 
so  few s a l e s  of exempt property take  place.  

CONCLUSION 

Municipalities should have access to the tax exempt wealth 
within their borders. 

This property t a x  wealth has been a r t i f i -  



cially limited, by powers outside 
the municipalities' control. 
The Legislature should take 
financial responsibility for 
decisions to limit local communi- 
ties' wealth. 

The 1979 Legislature should direct that data be compiled 
on the acreage and value of exempt properties. 

The Legislature should then consider 
alternatives for making this wealth 
accessible to municipalities. 



BACKGROUND 
MINNESOTA STATE/LOCAL mVENUE SOURCES, PmLIMINARY 1976/77 FIGURES 

Tota l  s t a t e / l o c a l  revenue equaled $4.6 b i l l i o n .  A breakdown o f  t h e  revenue sources 
is l i s t e d  below: 

Revenue Source 
Dol la rs  

( i n  mi l l i ons )  Per  Cent of  Total* 

Federal  Government $1,236.3 20.7% 

S t a t e  Income Tax 1,215.0 20.4 

Charges & Miscellaneous 
General Revenue 1,113.6 

Property Tax 1,077.3 18.1 

General S a l e s  Tax 469.6 7.8 

Source: United S t a t e s  Department of  Commerce, Bureau of  t h e  Census, 
"Governmental Finances" 

*Does no t  add up t o  100% due t o  o t h e r  revenue n o t  included. 

MItW2SOTA STATE/LOCAL GOVERNMF,NT EXPENDITURES, FISCAL YEAR 1977 & CALENDAR YEAR 1976 

Tota l  s t a t e / l o c a l  expenditures  equaled $5.2 b i l l i o n .  A breakdown o f  expenditures  by 
government u n i t  is l i s t e d  below: 

Government Unit Expenditures Per  Cent o f  To ta l  

S t a t e  Government * $1.6 b i l l i o n  31.6% 

School D i s t r i c t s  1.7 b i l l i o n  33.3 

C i t i e s  and Towns 950 mi l l i on  18.3 

Counties 854 mi l l i on  16.5 

Source: S t a t e  f i g u r e  from "A F i s c a l  Revenue of t h e  1977 Leg i s l a t ive  Session" -- 
Minnesota S t a t e  Senate.  
Local government f i g u r e s  from "Report of  t h e  S t a t e  Auditor of  
Minnesota on t h e  Revenues, Expenditures,  and Debt o f  t h e  Local 
Governments i n  Minnesota, J u l y  1, 1976-June 30 , 1977 " 

*The s t a t e  government expenditure f i g u r e  does n o t  inc lude  t r a n s f e r s  t o  l o c a l  
governments. The f i g u r e  w a s  c a l c u l a t e d  by t ak ing  t h e  s t a t e  b i enn ia l  expendi- 
t u r e  f o r  1977/79, p l u s  f ede ra l  revenues, and d iv id ing  by two, t o  approximate 
an annual expenditure f igu re .  



THE PROPERTY TAX 

A p r o p e r t y  t a x  b a s e ,  e x p r e s s e d  i n  
a s s e s s e d  v a l u a t i o n ,  i s  a s s i g n e d  to  e a c h  
u n i t  o f  ,government -- Only a por t ion  of  
proper ty  t a x  wealth may be sub jec t  t o  
property t axes  i n  Minnesota. Certain 
p roper t i e s  a r e  e n t i r e l y  exempt from 
property taxes :  r a i l r o a d  and telephone 
p roper t i e s ;  business personal  property,  
such a s  farm l ives tock  and machinery; 
individuals '  personal  property,  such a s  
household goods, s tocks ,  bonds, and 
insurance p o l i c i e s ;  a t tached machinery, 
such a s  commercial and i n d u s t r i a l  
too l s ,  implements, machinery and equip- 
ment; and those p roper t i e s  most o f t en  
thought o f  a s  'exempt' property -- 
schools and col leges ,  churches, 
hosp i t a l s ,  c h a r i t a b l e  i n s t i t u t i o n s ,  
f o r e s t s ,  parks and w i l d l i f e  refuges,  
e t c .  

A s t a t u t o r y  c l a s s i f i c a t i o n  system i n  
Minnesota provides t h a t  only a c e r t a i n  
por t ion  of  taxable  p roper t i e s '  value 
may be sub jec t  t o  proper ty  taxat ion .  
The s t a t u t e  s e t s  t h e  speci f ic-percentage  
of  value f o r  each type of  property t h a t  
may be taxed. For example, 40% of 
r e n t a l  r e s i d e n t i a l  p roper t i e s  a r e  
subjec t  t o  property t axa t ion ;  43% of 
cornmer'cial/industrial property;  and 30% 
of a g r i c u l t u r a l  non-homestead property 
is  sub jec t  t o  tax.  

I n  some cases  the  c l a s s i f i c a t i o n  f o r  
a s i n g l e  proper ty  i s  split, based on 

- 

proper ty ' s  value. For example, f o r  
taxes  payable i n  1979, 20% of the  f i r s t  
$17,000 and 33.3% of the  value above 
$17,000 f o r  non-agricultural homestead 
p roper t i e s  w i l l  be sub jec t  t o  tax .  
(Source f o r  c l a s s i f i c a t i o n s :  "Minnesota 
Tax Guide 1978, Minnesota Department of  
Economic Development and Minnesota 
Department of  Revenue. ) 

The n e t  e f f e c t  of  t h e  c l a s s i f i c a t i o n  
system and exemptions is t h a t  o n l y , a  
small por t ion  o f  r e a l  and personal  
property value is  subjec t  t o  property 
t a x a t  ion. 

The t o t a l  value ("market value") of  t h e  
r e a l  and personal  property t h a t  is 
taxable  was $40.4 b i l l i o n  f o r  assessment 
year  1976. Of t h i s ,  t h e  t o t a l  assessed 
value -- i . e . ,  t h e  por t ion  sub jec t  t o  
taxat ion  -- was $14.0 b i l l i o n ,  o r  34.7% 
of t h e  t o t a l  market value. (Source: 
Minnesota Department of  Revenue, 
"Property Taxes Levied i n  Minnesota, 
1976 Assessments, Taxes Payable i n  1977.") 
We have an estimated add i t iona l  $8.8 
b i l l i o n  i n  tax-exempt property,  not 
counting r a i l r o a d ,  telephone, personal  
property and a t tached machinery, f o r  
which we do not  know the  value. (The 
estimated value of  tax-exempt property 
is computed every s i x  years .  The $8.8 
b i l l i o n  f igure  is f o r  1974.) (Source: 
Minnesota Department of  Revenue.) 

Below is a rough representa t ion  of  the  
l i m i t s  t o  Minnesota's proper ty  t a x  base: 

Tax exempt property: 
Taxable proper ty  excluded from 

r a i l r o a d ,  telephone, t a x  by c l a s s i f i c a t i o n  system 
personal  property,  
a t tached machinery, 
schools, hosp i t a l s ,  

Subject  t o  property t a x  0 Not subjec t  t o  property t a x  



When the value of property has been 
determined and the appropriate laws 
applied a s  described i n  the  previous 
paragraphs, a un i t  of government i s  
given an o f f i c i a l  tax base, against  
which it is allowed t o  levy property 
taxes. A s  permitted by law, a un i t  of 
government determines i ts  levy of 
property taxes i n  dollars.  This do l la r  
amount is  then divided by the  tax  base 
assigned t o  the  un i t  of government. The 
resul t ing percentage is  applied t o  each 
parcel  of property individually t o  
calculate  the t ax  due from each parcel .  
That percentage is  usually expressed a s  
a m i l l  r a te .  For example, i f  the  
r e s u l t  of dividing the levy by the tax 
base is 1.45%, t h a t  f igure w i l l  normally 
be expressed a s  14.5 mills. Therefore, 
any m i l l  r a t e  can be t ransla ted i n to  a 
percentage by moving the decimal point  
one numeral t o  the l e f t .  

The metropol i tan tax-base-sharing law 
r e d i s t r i b u t e s  a port ion o f  the  assessed  
va luat ion  o f  connnercial-industrial 
property  -- After the  application of 
the  c lass i f ica t ion  system, but before 
taxes a re  levied,  a portion of the  
assessed valuation of commercial- 
indus t r ia l  property is  redis t r ibuted,  
i n  the metropolitan area only. The law 
gives every municipality and township 
i n  the  seven-county Twin C i t i e s  metro- 
pol i tan area a guaranteed share of 
commercial-industrial valuation, 
i r respect ive  of where t h a t  valuation i s  
located physically i n  the area. The 
amount of valuation which is shared is  
equal t o  40% of the  net  growth i n  
commercial-industrial valuation i n  each 
municipality and township since 1971. 
The shared amount i s  placed i n  a pool 
and redis t r ibuted throughout the 
metropolitan area on an adjusted per  
cap i ta  basis. I f  a municipality o r  
township is below average i n  t o t a l  
valuation per capi ta ,  it receives more 
than a per capi ta  share; i f  above 
average, it receives l e s s  than a per 
capi ta  share. 

For taxes payable i n  1979, a t o t a l  
of $258 million i n  commercial-industrial 
valuation is being redis t r ibuted under 

the tax-base-sharing law. I f  the  law 
were not i n  e f fec t ,  the  range i n  
commercial-industrial valuation per 
capi ta  among c i t i e s  over 9,000 
population i n  the metropolitan area 
would be about 10 t o  1. The law has 
reduced t h a t  d i f f e r en t i a l  t o  about 
5.7 t o  1. A uniform areawide m i l l  
r a t e  is applied t o  the  commercial- 
indus t r ia l  valuation which is subject  
t o  redis t r ibut ion.  A s  a r e s u l t  of 
t h i s  m i l l  r a t e ,  which is a weighted 
average of a l l  m i l l  r a t e s  i n  the  
metropolitan area,  taxes payable on 
commercial-industrial valuation a re  
being brought c loser  together. 

Uni ts  o f  government a re  constrained 
b y  law a s  t o  how much t h e y  can l e v y  
i n  d o l l a r s  agains t  t h e i r  t ax  base -- 
A variety of contra ints  are  i n  e f fec t .  
Municipalities over 2,500 population, 
and county governments, may increase 
t h e i r  t ax  levies  f o r  general operating 

-purposes without a referendum, by 
roughly 6% annually, adjusted somewhat 
f o r  population increases. Some levies  
a re  outside the  limits, including 
lev ies  f o r  pensions and bonded debt 
retirement. I f  a municipality o r  
county exceeds the  l i m i t ,  i ts  s t a t e  
a id s  a re  reduced i n  the  following year 
by an amount equal t o  one-third of the 
excess. The un i t  of government can ' t  
make up the  loss  i n  s t a t e  a id  by 
levying more property taxes, unless 
it wants t o  accept another l o s s  i n  
s t a t e  a ids  i n  the  t h i r d  year. However, 
a municipality o r  county can exceed 
the  l i m i t  without a loss  i n  s t a t e  a id  
i f  the  excess levy i s  approved by 
voter referendum. From 1971 through 
October 12, 1978, e igh t  such referenda 
were conducted, a l l  successful. The 
locations: Faribault  County, Brainerd 
(two referenda) , Goodview, Lacrescent, 
Moorhead (two referenda),  and Chanhassen. 
(Source : s t a t e  Department of Revenue. 1 

During 1977 and 1978 counties and 
municipali t ies a lso  were allowed a one- 
time opportunity t o  enlarge the  base 
upon which the 6% l i m i t  is calculated 
through a process cal led a "reverse 
referendumsn Under t h a t  procedure 



the increase can go in to  e f f ec t  without 
a vote of the  people unless pe t i t ions  
force a referendum. A s  of October 12, 
1978, 25 municipali t ies attempted t o  
use t h i s  provision. In four cases, 
the "reverse referendum" was called,  
and the increased levy was defeated. 
In  21 other  cases, the  levy was 
successful. For these, we do not know 
the  number of cases i n  which a 
referendum was cal led and resul ted i n  
approval, and the number i n  which the 
measure was passed without a referendum 
being called.  (Source: S ta te  Depart- 
ment of Revenue.) 

School d i s t r i c t s  a r e  t rea ted  dif ferent-  
l y .  F i r s t ,  s t a t e  law provides t h a t  
every d i s t r i c t  exer t  a minimum loca l  
e f f o r t  a s  a condition f o r  rece ip t  of 
s t a t e  aids.  That loca l  e f f o r t  is  27 
m i l l s  fo r  taxes payable i n  1979. The 
27 m i l l s  a r e  imposed i n  such a way 
a s  t o  adjust  f o r  differences i n  
assessment pract ices  by local  assessors. 
Consequently, it i s . n o t  possible fo r  a 
loca l  assessor t o  del iberate ly  under- 
value property so t h a t  loca l  taxpayers 
can evade t he  f u l l  impact of the  27 
m i l l s .  The Department of Revenue 
conducts annual comparisons of 
assessors '  values with s e l l i ng  pr ices  
of property. It then adjusts  the 
actual  amount of do l la r s  t o  be ra ised 
from the property tax i n  each school 
d i s t r i c t  t o  correct  f o r  differences 
i n  assessment practices.  Considerable 
controversy ex i s t s  over the  methods 
used in  determining these adjustments. 

S ta te  law contains r e s t r i c t i ons  which 
a r e  designed t o  minimize the year-to- 
year increase i n  do l la r s  t o  be ra ised 
from the required 27 m i l l s  i n  any 
given school d i s t r i c t .  The present 
r e s t r i c t i on  has the e f f ec t  of 
insulat ing a d i s t r i c t  from increases 
t h a t  would be caused by growth i n  
valuation above 8% a year. Currently, 
about three-fourths of the  school 
d i s t r i c t s  i n  the  s t a t e  a re  growing 
f a s t e r  than that .  Consequently, the  
annual adjustments fo r  those d i s t r i c t s  
a r e  made automatically by ra i s ing  the 

previous year ' s  valuation by 8%, which 
means the impact of adjustments fo r  
differences i n  assessment pract ices  i s  
largely  moot. 

Some school d i s t r i c t s  a re  allowed 
grandfather l ev ies  t o  compensate f o r  
higher expenditures which were i n  
e f f ec t  when the  present form of school 
a id  law was adopted i n  1971. In  
addition, d i s t r i c t s  are  allowed t o  
levy addit ional taxes loca l ly  fo r  
cap i t a l  outlay and debt service and, 
with voter approval i n  a referendum, 
fo r  operating expense. From 1971 through 
October 9, 1978, 137 referenda have 
been held of which 92 were successful. 
Among metropolitan d i s t r i c t s ,  the 
r e su l t s  were 8 approved and 8 defeated. 
Outstate, 84 were approved and 37 
defeated. (Source: Minnesota School 
Boards Association.) A s  a r e su l t  of 
spending fo r  debt service and cap i ta l  
outlay,  successful referenda fo r  
increased operating expenditures, and 
grandfather levies ,  the average m i l l  
r a t e  i n  Minnesota's school d i s t r i c t s  i n  
1978 was 41 m i l l s  -- 14 m i l l s  higher 
than the  state-mandated 27-mill levy 
payable i n  1979. 

The homestead c r e d i t  prov ides  a s t a t e  
payment o f  up t o  $325 t o  h e l p  pay prop- 
e r t y  t a x e s  o f  a l l  homeowners i n  the 
s t a t e  -- Since 1967 the s t a t e  has 
paid a portion of a l l  homeowners' 
property taxes. This is  the homestead 
c red i t .  For taxes payable i n  1979, the  
payment is 45% of a homeowner's tax b i l l ,  
o r  $325, whichever i s  less .  The payment 
is made d i rec t ly  by the s t a t e  t o  loca l  
un i t s  of government, with the  homeowner 
then b i l l e d  fo r  the remainder of the  
property tax due. 

Homesteads i n  cer ta in  Iron Range areas 
receive an addit ional taconi te  homestead 
c r ed i t  of 57%, with a maximum of $330, 
o r  66% with a maximum of $385, depending 
on location.  

The s t a t e  a l so  makes a payment t o  reduce 
agr icul tural  property owners' property 
taxes by 15 m i l l s  ( f o r  homestead property 



up t o  160 acres) and by 10 m i l l s  for  
a l l  other agr icul tural  property and non- 
commercial seasonal recreational 
res ident ia l  property. 

The circuit-breaker credit ,  when 
. combined with the homestead credit 

gives homeowners property tax 
reductions o f  up t o  $800 ($875 for . elderly) and extends benefi ts  t o  
renters -- Beginning with taxes payable 
i n  1976, the  s t a t e  provided a new kind 
of rebate t o  individuals cal led the 
"circuit-breaker. l1 (Actually, a 
more limited form of the c i rcu i t -  
breaker had been available f o r  e lder ly  
and disabled f o r  the previous two 
years.) The amount of the  rebate 
var ies  with household income and the  
s i z e  of the  property tax. The term 
"circuit-breaker" is  used because a 
householder becomes e l ig ib l e  for  the 
rebate when property taxes exceed a 
cer ta in  percentage of household income, 
jus t  a s  the c i r c u i t  breaks i n  an 
e l e c t r i c a l  system when an overload 
occurs. 

For households i n  the $12,000-$19,999 
income category, the circuit-breaker 
payment begins when taxes exceed 14% 
of income. This percentage declines for  
incomes below $12,000 and increases fo r  
incomes above $19,999. For a homeowner, 
the  maximum rebate may not exceed $800, 
including the benef i t  from the homestead 
c red i t ,  except t h a t  the  maximum is 
$875 fo r  e lder ly  and disabled. I f  a 
non-elderly, non-disabled homeowner's 
property taxes have been reduced by 
the f u l l  amount of the  homestead 
c red i t  ($325) then t h a t  homeowner may 
receive a rebate from the s t a t e  of 
up t o  $475. A household must have less 
than $23,000 income t o  be e l i g i b l e  for  
the maximum rebate. The rebate maxirmun 
declines as  incomes r i s e  from $23,000 
t o  $36,000, a t  which point e l i g i b i l i t y  
for  circuit-breaker rebate ceases. 

For a renter ,  the  law assumes t h a t  22% 
of r en t  const i tutes  property tax. A 
ren te r ' s  maximum rebate i s  $475 ($675 
i f  e lder ly  o r  disabled).  

One issue of controversy i n  c i r cu i t -  
breaker laws concerns the  impact on the 
householder of t h e  marginal changes i n  
the property tax from year t o  year. In 
t h i s  respect,  Minnesota's law is 
divided i n  two parts.  Par t  1: For 
cer ta in  combinations of income and 
property tax,  the  householder w i l l  
receive a 100% rebate from the s t a t e  
for  any increase he pays i n  property 
tax. Par t  2: The householder receives 
a 35% rebate fur  any increase in 
property tax. The 100% rebate applies 
i n  the  middle-lower levels  of property 
tax. The 35% rebake applies in the 
higher levels .  

The chart  on page 26 attempts t o  
i l l u s t r a t e  the impact of the  c i rcu i t -  
breaker for  d i f fe ren t  levels  of income 
and property tax.  The chart  shows 
the impact of t he  circuit-breaker 
on persons with d i f fe ren t  incomes and 
d i f fe ren t  property t ax  l i a b i l i t y .  It 
is possible using t h i s  chart t o  
estimate the  combined homestead and 
c i r c u i t  breaker c r ed i t  fo r  every 
combination of income and gross 
property t a x  and t o  see the extent 
the s t a t e  w i l l  be helping t o  pay the 
next do l l a r  of increase i n  property tax. 

I f  the  t o t a l  amount of the  tax f a l l s  
within Zone A on the accompanying 
chart ,  only the homestead c red i t  
applies,  with t h e  s t a t e  paying 45% 
of each dollar.  In Zone B'the s t a t e  
i s  paying 100% of each dol la r  of 
property tax (the 1975 circuit-breaker 
provision),  and i n  Zone C 35% ( the 
1977 circuit-breaker provision). In 
Zone D, the s t a t e  pays nothing and 
every do l la r  of increase f a l l s  on the 
taxpayer. 

We have drawn two ve r t i ca l  l i n e s  on 
the char t  t o  attempt t o  i l l u s t r a t e  
i ts impact. The f i r s t  is a l i n e  of 
dashes a t  the $15,000 income level  up 
t o  a gross tax of $1,000. For the f i r s t  
$400 of gross tax  (un t i l  the  taxpayer 
enters  the f ree  zone), the s t a t e  pays 
45%, o r  $180. From $400 t o  $700, the 
s t a t e  pays the en t i r e  amount, o r  $300. 



From $700 t o  $1,000, t h e  s t a t e  pays 35%, 
o r  $105. Thus, t h e  t o t a l  s t a t e  c r e d i t  
is $585 ($180 + $300 + $105). I f  i n  
coming yea r s  t axes  f o r  t h a t  household 
inc rease  above $1,000, t h e  s t a t e  w i l l  
pay 35C of each d o l l a r  of  i nc rease  
u n t i l  t h e  gross  t a x  is s l i g h t l y  more 
than  $1,600. Beyond t h a t  p o i n t ,  t h e  
taxpayer  pays t h e  e n t i r e  amount o f  
each d o l l a r  o f  increase .  

For purposes of comparison we have drawn 
a do t t ed  v e r t i c a l  l i n e  a t  t h e  $40,000 
income l e v e l  up t o  $1,000 g ros s  tax .  
A t  t h i s  income l e v e l ,  t h e  taxpayer  i s  
i n e l i g i b l e  f o r  c i r cu i t -b reake r  c r e d i t .  

Consequently, t h e  s t a t e  pays only  t h e  
homestead c r e d i t ,  which i s  45% of  t h e  
f i r s t  $722 o f  g ros s  t a x ,  o r  $325. Beyond 
t h i s ,  t h e  taxpayer  pays t h e  f u l l  amount. 
I f  i n  coming yea r s  t axes  f o r  t h i s  house- 
hold inc rease  above $1,000, t h e  taxpayer  
w i l l  pay t h e  f u l l  amount of  each d o l l a r  
of  increase .  

About 41% o f  t h e  s t a t e ' s  homeowners 
d i d  n o t  f i l e  f o r  c i r cu i t -b reake r  
c r e d i t  i n  1977, according t o  t h e  
Minnesota Department o f  Revenue. 
Department of Revenue records  i n d i c a t e  
about  972,000 homesteads, wi th  575,000 
f i l i n g  f o r  c i r cu i t -b reake r  c r e d i t .  

HOUSEHOLD INCOME ( i n  thousands) 

---- example of  how $1,000 tax is paid if household income is 
$15,000 . . . . . . example of  how $1,000 tax is paid if household 
income is $40,000 



MUNICIPAL AlDS 

T h e  s t a t e ' s  proqram o f  genera l  a i d  t o  
m u n i c i p a l i t i e s  i n v o l v e s  a  t w o - s t e p  
d i s t r i b u t i o n  p r o c e s s  -- Since 1967 the  
s t a t e  has been d i s t r i b u t i n g  general a i d  
t o  munic ipal i t ies .  The cur ren t  a i d  
formula replaces  a number of separa te  
a i d  programs which had been added 
over the  years. A municipal i ty is  
guaranteed t o  rece ive  i t s  cur ren t  
ent i t lement  under the  formula o r  what 
it formerly received from the  s p e c i a l  
a i d s ,  whichever i s  l a rge r .  The a i d  i s  
t i e d  t o  t h e  levy l i m i t s  under which t h e  
munic ipal i t ies  a r e  covered. A s  s t a t e  
a i d  has been increased in recent  years ,  
t h e  amount munic ipal i t ies  can levy 
from the  property t a x  has been adjus ted  
correspondingly. 

In the  two-step d i s t r i b u t i o n  process,  
the  s t a t e  f i r s t  ass igns  a pe r  cap i t a  
share  t o  t h e  seven-county metropolitan 
area  a s  one u n i t ,  and, separa te ly ,  t o  
each of the  80 counties o u t s t a t e .  For 
1979, the  share is  $59 pe r  capi ta .  

Within t h e  metropolitan a rea  a s  one 
u n i t ,  and within each county o u t s t a t e ,  
t h e  pe r  cap i t a  amount is  apportioned 
t o  munic ipal i t ies  according t o  a formula 
which ass igns  equal weight t o  two 
fac to r s :  (1) population and (2 )  m i l l  
r a t e ,  adjusted f o r  d i f f e rences  i n  
assessment p rac t i ces .  A municipal i ty 
may use i t s  1970 population o r  an 
average of  i t s  1970 and cur ren t  popula- 
t i o n .  The m i l l  r a t e  i s  an average of  
m i l l  r a t e s  i n  the  l a s t  t h r e e  years ,  
each adjus ted  f o r  d i f f e rences  i n  
assessment p rac t i ces .  I n  1977 the  
Legis la ture  modified the  m i l l  r a t e  
ca lcu la t ion  f o r  Minneapolis and St .  Paul 
t o  r e f l e c t  p a r t i a l l y  what m i l l  r a t e s  
would be i f  these  c i t i e s  were levying 
t axes  a t  t h e  maximum permit ted by 
s t a t e  law. Both now a r e  below the  
maximum. The e f f e c t  of  t h a t  change 
i s  t o  give the  two c i t i e s  s l i g h t l y  
higher shares than would be t h e  case i f  
t h e i r  a c t u a l  m i l l  r a t e s  were used i n  t h e  
ca lcu la t ion .  

The current  formula is  designed so  
t h a t  munic ipal i t ies  and townships share 
i n  t h e  annual growth of t h e  per  c a p i t a  
amount. Counties a r e  grandfathered 
i n  a t  amounts previously received, 
except t h a t  Hennepin, Ramsey and 
S t .  Louis County governments do not  
receive any a id .  Removal of  t h e  three  
counties from even a grandfather  share 
occurred a t  the  same time the  s t a t e  
took over a s u b s t a n t i a l  welfare burden 
t h a t  had been heavier  i n  these  th ree  
counties than i n  o t h e r  count ies  i n  
the  s t a t e .  

SCHOOL AlDS 

T h e  s t a t e  d i s t r i b u t e s  a i d  to  school 
d i s t r i c t s  o n  a p u p i l - u n i t  b a s i s  -- 
The Legis la ture  e s t ab l i shes  each 
biennium a d o l l a r  amount per  pup i l  
u n i t  which is intended t o  pay f o r  the  
opera t ing  expenditures of  t h e  publ ic  
schools. For the  1978-79 school 
year ,  the  amount is  $1,095. The s t a t e  
w i l l  pay t o  each d i s t r i c t  an amount 
equal t o  $1,095 pe r  pupi l -uni t ,  
minus the  revenue which t h e  d i s t r i c t  
generates from a state-mandated m i l l  
r a t e .  A s  was explained e a r l i e r ,  t h a t  
m i l l  r a t e ,  which i s  applied t o  a 
par t ia l ly-equal ized  valuat ion ,  i s  
27 m i l l s  f o r  taxes  payable i n  1979. 
The e f f e c t  of  t h i s  law is t o  remove 
l o c a l  t a x  wealth a s  a f a c t o r  i n  
determining the  number of d o l l a r s  
ava i l ab le  t o  educate a ch i ld .  

A key va r i ab le  i n  determining the  
amount of  a i d  a school d i s t r i c t  receives 
i s  the  number of pupil-units .  The 
number of pup i l  u n i t s  i s  not  the  same 
a s  head-count enrollment. The 
Legis la ture  has ordered severa l  
va r i a t ions :  (1) a kindergarten pupi l  
counts one-half pup i l  u n i t ,  s ince  
kindergarten is  held f o r  ha l f  t h e  day; 
(2 )  a pup i l  in grades 1-6 counts a s  1 
pup i l  u n i t ;  ( 3 )  a pup i l  i n  grades 7-12 
counts as .  1.4 pup i l  un i t s .  In  addi t ion ,  
the  s t a t e  provides a minimum of one- 
ha l f  add i t iona l  p u p i l  u n i t  f o r  every 
pup i l  from an AFDC family, and, i n  



school d i s t r i c t s  with a high concentra- 
t i o n  of  AFDC pup i l s ,  an add i t iona l  1.1 
pup i l  u n i t s  is added f o r  each AFDC 
pup i l .  

The pupil-unit  f a c t o r  is  f u r t h e r  
adjus ted  f o r  both growth and decl ine  
from previous years. I f  d i s t r i c t s  
grow f a s t e r  than 2% i n  pupi l  u n i t s  
from the  previous year ,  an add i t iona l  
one-tenth pup i l  u n i t  is given f o r  each 
n e t  increase i n  pup i l  un i t s .  

I f  d i s t r i c t s  a r e  dec l in ing  i n  pup i l  
u n i t s ,  t h e  a i d  is based on t h e  average 
pup i l  u n i t s  o f  t h e  previous 3% years. 

I n  addi t ion  t o  t h e  major a i d  program 
out l ined above , ca l l ed  "foundation a i d ,  " 
t h e  Legis la ture  has separa te  school a i d  
programs f o r  vocational- technical  
education, spec ia l  education, t ranspor-  
t a t i o n  and community education. The 
vocational- technical  and spec ia l  
education a i d  involves a percentage 
of s a l a r i e s  and equipment f o r  these  
programs. The t r anspor ta t ion  a i d  pays 
f o r  almost f u l l  cos t ,  minus a required 
uniform l o c a l  levy. For community 
education, d i s t r i c t s  which levy a t  
l e a s t  $ 1  p e r  cap i t a  q u a l i f y  f o r  s t a t e  
a i d  of 50 cen t s  p e r  capi ta .  

REGIONAL FINANCE 

The s t a t e ' s '  r o l e  i n  f inancing regional 
se rv ices  is expanding -- In  t h e  1977-79 
biennium, s t a t e  g ran t s  t o  the  Metro- 
p o l i t a n  Trans i t  Commission (MTC) a r e  
about $33 mi l l ion ,  which represents  
about 30 p e r  cen t  of  i ts revenues f o r  
t h e  biennium. The property t a x  is 
about 23%; fede ra l  a i d ,  14%; and farebox 
and o the r  earned income, 33%. Prelim- 
inary  f i g u r e s  from t h e  MTC ind ica te  it 
w i l l  be seeking $45 mi l l ion  i n  s t a t e  
g ran t s  i n  t h e  1979-81 biennium, which 
would be about 33% of projec ted  t o t a l  
revenues f o r  t h a t  biennium of  $137 

mil l ion.  

The s t a t e  is  heavily involved i n  
f inancing t h e  expense of acquir ing  and 
developing regional  parks i n  t h e  
metropolitan area .  In  1974 the  
Metropolitan Council was authorized 
t o  s e l l  $40 mi l l ion  i n  bonds f o r  
regional  parks. The o r i g i n a l  i n t e n t  
was t h a t  those bonds would be r e t i r e d  
by a property t a x  levy i n  t h e  metro- 
p o l i t a n  area.  But i n  1975 t h e  s t a t e  
appropriated $20 mi l l ion  t o  t h e  
Council t o  f inance p r i n c i p a l  and 
i n t e r e s t  on regional  park bonds. I n  
addi t ion ,  t h e  Metropolitan Council 
rece ives  $2 mi l l ion  annually from t h e  
Leg i s l a t ive  Commission on Minnesota 
Resources t o  pay f o r  debt  ret i rement.  
In  1977 t h e  s t a t e  issued $61.5 mi l l ion  
i n  s t a t e  bonds f o r  park and outdoor 
r ec rea t ion  purposes, of which $27.3 
mi l l ion  was made ava i l ab le  t o  t h e  
Metropolitan Council f o r  acqu i s i t ion  
and development i n  t h e  metropolitan 
area.  Because of t h e  heavy s t a t e  
involvement, t h e  a c t u a l  levy within 
t h e  metropolitan area  f o r  debt  service  
f o r  regional  parks is  only  $603,000 i n  
1978. 

Other proposals f o r  increased s t a t e  
a s s i s t ance  a r e  l i k e l y  t o  be 
considered i n  1979. The Metropolitan 
Parks and Open Space Commission may 
renew i ts request  f o r  s t a t e  funds t o  
pay f o r  t h e  expense of operat ion and 
maintenance of  regional  parks. The 
Metropolitan Council and perhaps 
o t h e r  groups may seek s t a t e  funds 
t o  pay f o r  redevelopment of  c i t i e s .  

An exception t o  the  growing s t a t e  
involvement i n  d i r e c t  f inancing of 
regional  functions is t h e  spec ia l  s t a t e -  
imposed on-sale l iquor  t a x  which is i n  
e f f e c t  only i n  t h e  seven-county metro- 
p o l i t a n  area f o r  t h e  Metropolitan 
Sports F a c i l i t i e s  Commission. 



50 HIGHEST MUNICIPALITIES AND TOWlOSHIPS I N  THE STATE I N  STATE AID PER CAPITA FOR 1979 

SOURCE: Minnesota Department o f  Revenue 

Aid/Capita 
C i t y  or Tewnship 1979 Popu la t ion  

I s a n t f  $220 727 
Braham 185 744 
S t a p l e s  (Wadena co. p o r t i o n )  168 98 
Be l l i nghan  165 263 
Leonidas 163 157 
Cass  Lake 160 1317 
Hangaard (town) 160 21 
McKinley 155 317 
Calumet 155 460 
New York M i l l s  155 791 
Ber tha  153 512 
Nashwauk 153 1341 
M a r i e t t a  144 264 
Swanv i l l e  140 300 
Buhl 134 1303 
Greenbush 131  787 
Maynard 124 455 
Bruno 126 130 
Og i lv i e  126 362 
Nevis 125 308 
Sebeka 125 668 
Odessa 124 194 
Milaca 122 1940 
Viking 1 2 1  118 
Bovey 120 858 

Aid/Capi :a 
C i t y  o r  Township 1979 Popu la t ion  

A i t k i n  $120 1815 
E lys i an  1 1 8  445 
Gtea t  S c o t t  (town) 118 280 
Cass  Co. (unorq. t e r . )  117 347 
Cuyuna 117 118 
Browns Val ley  116 906 
Eaqle  Bend 115 557 
Mapleview 115 328 
Waver 1 y 115 583 
C l a r i s s a  114 624 
Pennock 112 255 
Dover 110 321 
Winsted 110 1451 
Keewatin 109 1424 
Lakef i e l d  109 1820 
Chisholn  109 5999 
Badger 108 327 
Fa rwe l l  108 102 
Tacon i t e  108 352 
G i l b e r t  108 2490 
Pa rke r  (town) 107 72 
Mahnomen 107 1313 
Beulah (town) 107 2 1 
Foley 107 1388 
Breezy P o i n t  106 233 



APPENDIX I1 
Between 1978 and 1979, the  Legislqture 
increased the  t o t a l  municipal a i d  package 
by $7 per  cap i t a ,  from $52 to  $59. This 
amount i s  a l loca ted  t o  each county area  
i n  o u t s t a t e  Minnesota and t o  t h e  Twin 
C i t i e s  metropolitan a rea  a s  one un i t .  

Af ter  a reduction of amounts f o r  u n i t s  
which a r e  grandfathered a t  s e t  amounts, 
the  r e w i n i n g  d o l l a r s  a r e  apportioned 
among munic ipal i t ies  and townships on a 
bas i s  which considers population and 

m i l l  r a t e ,  adjus ted  f o r  diqferences i n  
assessment p rac t i ces .  

Within a given county a rea ,  the  n e t  
impact can be a wide di f ference  i n  the  
ac tua l  incremental growth i n  per  cap i t a  
a i d  a t t r i b u t a b l e  t o  a given municipality 
o r  township. 

Following is  a l i s t  of the  munic ipal i t ies  
which gained t h e  most i n  p e r  cap i t a  
growth from 1978 t o  1979. 

31 HIGHEST MUNICIPALITIES I N  PER CAPITA A I D  GROWTH , 1978-1979 

Municipal i ty  
P e r  Capi ta  Aid Growth 

Popula t ion 1978-1979 

I s a n t i  727 $131 
Marie t ta  264 60 
Lisqmre 323 57 
Bena 169 51 
O r r  3 15 47 
Leonidas 157 46 
Bruno 130 46 
Cass Lake 1,317 46 
Clearbrook 599 46 
Cuyuna 118 45 
I ron ton  562 4 3 
Badger 327 43 
Lucan 271 42 
Elys ian 445 42 
Greenbush 787 42 
Maynard 455 41  
Starbuck 1,172 41 
Gary 265 41 
B lackduck 645 40 
Nevis 308 39 
Z i m e m n  668 39 
Meqahga 875 36 
Mantorvl l le  655 34 
Henning 850 34 
Gracev i l l e  735 34 
Nashwauk 1,341 33 
Walker 1,073 33 
Kies t e r  681 3 1 
Eagle Bend 557 3 1 
Gonvick 344 3 0 
Long P r a i r i e  2,581 30 



Of the highest 100 municipalities in 
per capita growth from 1978 to 1979, 
only one, Long Prairie, had a popula- 
tion in excess of 2,500. 

The very high per capita gain in selected 
municipalities is exclusively an out- - state phenomenon. The largest per capita 
gain in the metropolitan area is 
Minneapolis, $13, which is 251st. 

It should be understood that a munici- 
pality with a very high per ~apita 
gain in one year is receiving its 
benefit only at the expense of other 
municipalities and townships in the 
same county. These high per capita 
gains do not change the fact that 
the total increase in per capita aids to 
each county area outstate and to the 
metropolitan area as a whole is $7 
per capita. 

--- 

Municipalities which are below 2,500 
population are not governed by levy 
limits. Moreover, a municipality 
is guaranteed as much in one year 
as it received in the past year. Thus 
it would be possible for a small 
municipality to increase its mill rate 
substantially in one year, thereby 
capturing for itself a large amount 
of the per capita aid attributable 
to its county area. In the following 
year it could drop its mill rate 
and still be eligible, via the 
grandfather, for the higher amount 
received the previous year. Of course, 
this only is possible to the extent 
such a municipality follows a procedure 
which differs markedly from the 
practices of other municipalities in 
the same county. If other municipali- 
ties do the same, no change would 
occur. 



APPENDIX I11 
1978 ATTACHED MACHINERY A I D  

- 

CTTY OR COUNTY 1978 ATTACHED MACHINERY A I D  PER CAPITA 

Wrenshall c i t y  $23,729 $130 
Taconite c i t y  26,584 7 6 
Rosemount c i t y  334,390 74 
I n t e r n a t i o n a l  F a l l s  c i t y  471,878 73 
Bovey c i t y  47,493 5 5 
Balkan Twp. (St .  Louis county) 36,737 4 7 
Grand Rapids 262,284 35 
Cloquet 347,198 30 
Koochiching County 528,750 30 
Car l ton  County 457,466 16  
I t a s c a  County 510,514 14  
S t .  Paul  Park 74,870 1 3  
Ramsey County 668,720 1.37 
S t .  Paul  517,161 1.67 
Hennepin County 424,558 .43 
Minneapolis 302,591 .70 

Fewer t han  100 c i t ies  and coun t i e s  i n  t h e  s t a t e  r ece ive  more than  $10,000 i n  
a t t ached  machinery a i d  i n  1978. 

SOURCE: Minnesota Depgrtment of Revenue 



The Citizens League has had a keen in teres t  i n  tax and finance issues over the years. 
We participated in  the discussions which led t o  the major local government aid 
formulas in  1971. Among the recent reports we have done on these issues are: 

"Reducing Property Tax Inequities Among Taxpayers and Cit ies ,"  March 5, 1975, which 
proposed changes so tha t  comparably-priced homes i n  Minnesota would not pay grossly 
unequal taxes for  reasons beyond local discretion. 

"State Fiscal 'Crises' Are Not Inevitable," June 26, 1972, which deal t  with the 
need for  be t te r  analysis of the long-term implications of present and proposed 
taxation and finance policies.  

"New Formulas for  Revenue Sharing in  Minnesota," September 1, 1970, which called 
for major improvements i n  the s t a t e ' s  formulas for  dis t r ibut ion of non-property 
revenues t o  school d i s t r i c t s  and t o  c i t i e s .  

"Breaking the Tyranny of the Local Property Tax," March 20, 1969, which dea l t  
with local government problems ar is ing from the dis t r ibut ion of property tax 
valuation in the Twin Cit ies  area. 

Having played an active role  in  the significant s h i f t  toward s t a t e  financing for  
Minnesota's local  governments, the League i n  1977 f e l t  a review of significant 
changes in  local  government finance over the past  seven years would be appropri- 
a te .  In June 1977 the Citizens League Board of Directors formulated the following 
charge for  the study cornittee:  

"The l a r g e s t  s h a r e  o f  s t a t e  a p p r o p r i a t i o n s  i s  d i r e c t e d  t o  the 
f i n a n c i n g  ~f  c i t i es ,  c o u n t i e s  and school d i s t r i c t s ,  either 
t h r o u g h  a i d  fo rmulas  or t h r o u g h  p r o p e r t y  t a x  r e l i e f  payments  t o  
t a x p a y e r s .  Over the l a s t  10 y e a r s ,  s e v e r a l  changes  i n  the s t a t e -  
l o c a l  f i s c a l  s y s t e m  have o c c u r r e d ,  i n c l u d i n g  new formulas  and 
more d o l l a r s  o f  a i d  t o  schools and other l o c a l  governmen t s ,  
homestead c r e d i t  , c i r c u i  t - b r e a k e r  , t ax -base  s h a r i n g ,  t a x -  
i n c r e m e n t  f i n a n c i n g ,  l e v y  l i m i t s ,  and changes  i n  the assessl l lent  
c l a s s i f i c a t i o n  s y s t e m ,  Wha t ,  f o r  example ,  i s ,  or s h o u l d  be, 
the f u t u r e  o f  the p r o p e r t y  t a x ?  HOW s h o u l d  l o c a l i t i e s  and the 
s t a t e  s h a r e  r e s p o n s i b i l i t y  f o r  l o c a l  government s p e n d i n g  
d e c i s i o n s ?  How d o e s ,  or s h o u l d ,  the s t a t e  p r o v i d e  a s s i s t a n c e  
t o  the f i n a n c i n g  o f  r e g i o n a l  f u n c t i o n s ,  s u c h  a s  open  s p a c e  and 
t r a n s i t ?  The commi t t ee  s h a l l  r e v i e w  c u r r e n t  f o rmulas  for l e v y  
l i m i t s ,  s t a t e  a i d  and p r o p e r t y  t a x  r e l i e f  in  t e r m s  o f  e q u i t y  
t o  u n i t s  o f  government and taxpayers . "  



Seventy-five people i n i t i a l l y  signed up f o r  the  committee. A t o t a l  of 25 persons 
pa r t i c ipa ted  a c t i v e l y  i n  the  de l ibera t ions .  Committee co-chairmen were Lloyd L. Brandt, 
North Oaks, and William C. Johnson, Shoreview. Other a c t i v e  members were: 

Dennis L. Alfton, Donald D. Anderson, Duane Bojack, Frances Boyden, J i m  Bullock, - 
Don Chemberlin, Wallace Dahl, Jean Heilman, Paul Hi ls tad ,  Richard Kiekow, Gene Knaff, 
Edward Knalson, Michael LaBrosse, Douglas Lachance, John L i l j a ,  Van Mueller, John 
Myers, Tom Mulcahy, Arthur Naf ta l in ,  Richard D. paulson, Kati  Sassev i l l e ,  Irma 
Sle t t en ,  and Steve Wellington. 

The committee was a s s i s t e d  by Paul A. G i l j e ,  Ci t izens  League Associate Director ,  
Margo Stark,  Research Associate, and Paula Ballanger of  t h e  c l e r i c a l  s t a f f .  

The committee met once each week from i ts f i r s t  meeting, October 10, 1977, t o  i ts  l a s t  
meeting, October 16, 1978 -- a t o t a l  of 46 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 and St .  Paul. 
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  well  a s  members. A few e x t r a  copies of minutes a r e  ava i l -  
ab le  on request.  

Following is  a l is t  of  resource persons who met with the  committee: 

Carol Alexander, Rosemount School Board 
Kenneth Anderson, t a x  lawyer i n  Minneapolis 
Robert 0. Ashbach, s t a t e  senator  
Lyle Ask, d i r e c t o r ,  property equal iza t ion  d iv is ion ,  Minnesota Revenue Department 
Charles Backstrom, p o l i t i c a l  science professor ,  University of Minnesota 
Marcia Bennett, member, Metropolitan Council 
Tom Berg, s t a t e  representa t ive  
Francis  M. Boddy, r e t i r e d  professor of economics, univers i ty  of Minnesota m, Cit izens  League board member and chairman of  the  1975 Ci t izens  League 

repor t ,  "Reducing Property Tax Inequ i t i e s  Among Taxpayers and C i t i e s "  
John Brandl, s t a t e  representa t ive  
Richard Broeker, executive a s s i s t a n t  t o  the  mayor, S t .  Paul 
Gerald Christenson, commissioner, Minnesota Department of Finance 
Lorry Clugg, Hopkins School Board and v ice  chairman, Metropolitan ~ s s o c i a t i o n  of 

School D i s t r i c t s  
Larry Cohen, member, ~ e t r o p o l i t a n  Airports  Commission 
Nicholas Coleman, s t a t e  senator  
John Derus, chairman, Hennepin County Board of Commissioners 
Fwbert Ehlers ,  l o c a l  government department, Ehlers  and A S S O C ~ ~ ~ ~ S  
Dennis Emo, a s s i s t a n t  t o  the  commissioner, Minneapolis Department of Revenue 
Car01 Flynn, member, Metropolitan Waste Control Commission 
Ed Foster ,  professor  of economics, University of  Minnesota 
Tom Fulton, S t a t e  Planning Agency study on ~ i n n e a p o l i s / ~ t .  Paul and municipal finance 
Joe Graba, deputy commissioner, S t a t e  Department of  Education - 
Larry Harr is ,  spec ia l  a s s i s t a n t  t o  the  superintendent f o r  school-community r e l a t i o n s ,  

Minneapolis schools  
Dave Hozza, council member of the  City of St .  Paul 



Dennis Hron, commissioner, Scot t  County 
LeRoy Johnson, commissioner, Anoka County 
William Kelly, chairman, Minnesota House Tax Committee 
Doug Kelm, chairman, Metropolitan Transi t  Commission 
Stan Kehl, l e g i s l a t i v e  l i a i s o n ,  Ci ty  of  Minneapolis 
Eugene Knaff, economist, Metropolitan Council 
Harvey, Mayor of Robbinsdale . Carol Lind, chairman, Minneapolis School Board 
J i m  McComb, McComb and Associates, study of expenditures and community 

c h a r a c t e r i s t i c s  of ~ i n n e a p o l i s / ~ t .  ~ a u l  and 18 suburbs 
B i l l  McCutcheon, s t a t e  senator,  chairman, Senate Committee on Taxes and Tax Laws 
Ralph McGinley, executive secre tary ,  Anoka County 
Pe te r  Meintsma, mayor, City of  Crystal  
Michael Munson, research program manager, Metropolitan Council 
Lloyd Neilsen, superintendent, Roseville Schools 
Lyle Olson, d i r e c t o r  of s t a f f  services ,  Ci ty  of  Bloomington 
Robert Orth, commissioner, Ramsey County 
John Ostrem, administrat ive a s s i s t a n t  f o r  l e g i s l a t i v e  a f f a i r s ,  Department of 

Education 
Roger Peterson, League of Minnesota C i t i e s  and mayor of  Cottage Grove 
Robert Piram, member, Metropolitan Parks and Open Space Commission 
Ron Rainey, Office of the  Lieutenant Governor, former executive secre tary ,  

Minnesota Tax Study Commission 
J i m  Solem, S t a t e  Planning Agency Study on Minneapolis/st. Paul and municipal finance 
Chuck Weaver, Metropolitan Council member, author of f i s c a l  d i s p a r i t i e s  l e g i s l a t i o n  
Jerry Weiszhaar, Hennepin County 



ACTION BY THE BOARDl 
The Board met twice to consider the committee's report. The only major change in the 

. 
committee's report made by the Board concerns treatmerit of tax-exempt property. The 
committee's recommendation called specifically for the Legislature to pay localities 
for exempt property within their borders. The committee suggested a possible way this 
could be carried out: A portion of the dollars already allocated for municipalities 
could be distributed on the basis of exempt property. The allocation could be 
determined by assigning the average land value in a municipality to the exempt acreage. 
The committee suggested that the Legislature consider limiting the use of exempt 
property as a basis for aid distribution to high mill rate areas, where some 
additional assistance might be needed. 

In addition to legislative payment based on exempt properties, the committee recommended 
that the Legislature consider whether exempt properties should pay some fee in lieu 
of taxes for the municipal services they receive, such as police and fire. Three 
committee members dissented from this recommendation, which, along with the above 
recommendation, was deleted from the committee report. The recommendation which does 
remain simply calls for the 1979 Legislature to direct that data be compiled on the 
acreage and value of exempt properties, and then to consider alternatives for making 
this wealth available to municipalities. It is a more general recommeqdation than 
that recommended by the committee, the Board having felt that the committee's findings 
and conclusions did not support a more specific recommendation. 

This report is unusual for the Citizens League, in that it incorporates recommendations 
from many earlier League reports which are germane to the subject of local govern- 
ment authority and accountability. The study committee called the Board's attention 
to the Citizens League reports which were of relevance, without itself endorsing 
those reports. However, those earlier reports remain as much a part of League policy 
positions as the report now being issued. The earlier recommendations are an inherent 
part of a program for local government accountability, which must accompany the local 
authority for decisions on revenues and expenditures recommended in this report. 



DISSENTING OPINION OF C O M W  
MEMBERS 

The r e p o r t  o f  t h e  committee on S t a t e - ~ o c a l  F i s c a l  Rela t ionships  as submitted, condones 
t h e  ex i s t ence  and cont inued opera t ion  of t h e  s o  c a l l e d  "Fisca l  ~ i s p a r i t y "  l e g i s l a t i o n  
as passed by t h e  1971 Minnesota Leg i s l a tu re .  The proper  t i t l e  of t h e  l a w  is  t h e  
"Metropolitan Revenue Di s t r ibu t ion"  law. 

The undersigned d i s s e n t s  w i th  t h e  p o s i t i o n  t h a t  t h e  "F i sca l  Dispar i ty"  l a w  should 
cont inue  and be a p a r t  o f  t h e  Minnesota t ax ing  system f o r  t h e  fol lowing reasons.  

1. Munic ipa l i t i e s  and school  d i s t r i c t s  w i th  low assessed  va lua t ions  p e r  p u p i l  u n i t  
o r  p e r  c a p i t a  u n i t  p l u s  being i n  a low ea rn ing  a r e a  can l o s e  assessed  valua- 
t i o n s  whereby mun ic ipa l i t i e s  and school  d i s t r i c t s  wi th  high va lua t ions  p e r  p u p i l  
u n i t  and a h igh  earn ing  capac i ty  p e r  c a p i t a  can r ece ive  a h ighe r  po r t ion  o f  t h e  
assessed  va lua t ion ,  thereby  d i sc r imina t ing  a g a i n s t  a governance u n i t  w i th  lower 
P e r  u n i t  va lua t ions .  

Example 1: L e t ' s  t a k e  t h e  C i ty  of F r i d l e y  f i r s t .  Thei r  o r i g i n a l  assessed  
va lua t ion  f o r  1978 w a s  $152,553,962. A f t e r  t h e i r  con t r ibu t ion  and 
t h e  r e d i s t r i b u t i o n  t h e i r  va lua t ion  w a s  reduced t o  $146,282,224 o r  a 
l o s s  of  $6,271,738. 

Example 2: L e t ' s  t a k e  Spr ing  Lake Park School D i s t r i c t  16 i n  Anoka County. 
Before t h e  app l i ca t ion  o f  t h e  F i s c a l  D i spa r i t y  Law t h e i r  assessed  
va lua t ion  w a s  $78,189,883. A f t e r  t h e  a p p l i c a t i o n  of  t h e  l a w  it 
w a s  $73,157,865, a l o s s  of $4,932,018 f o r  t h e  yea r  1978. 

Example 3: The School D i s t r i c t  o f  ~ looming ton  #271 before  a p p l i c a t i o n  of  t h e  
law i n  1977 had a va lua t ion  of $445,382,371. A f t e r  t h e  app l i ca t ion  
of law it was $432,325,959 o r  a l o s s  of  $13,056,412. 

Example 4: Minneapolis School D i s t r i c t  has  an EARC va lua t ion  p e r  p u p i l  u n i t  of 
$25,845 i n  1976 compared t o  t h e  Spring Lake Park District 16  of  
$12,749 p e r  p u p i l  u n i t ,  y e t  D i s t r i c t  16 l o s t  i n  1978 $4,932,018 i n  
va lua t ion  compared t o  Minneapolis' ga in  o f  $35,000,000. Minneapolis 
d i d n ' t  p u t  any funds i n t o  t h e  "Jackpot" i n  1978. 

2. Some m u n i c i p a l i t i e s  and school  d i s t r i c t s  w i th  a high p e r  p u p i l  va lua t ion  do n o t  
c o n t r i b u t e  i n t o  t h e  "Jackpot" a t  a l l .  Minneapolis is an example. I t  is poss ib l e  
t h a t  it may have t o  con t r ibu te  t h i s  year .  A s  a r e s u l t  they  are going t o  sue  So 
t h e  c i t y  may pay a sma l l e r  amount. This  is n o t  f a i r .  Over t h e  y e a r s  they  
took a l l  they  could g e t ,  now they r e fuse  t o  pay t h e i r  share.  What is good f o r  
t h e  gander i s  n o t  good f o r  t h e  goose. 



3. The so cal led law "compounds" i t s e l f  over the years. I f  f o r  example, the 
Bloomington school d i s t r i c t  l o s t  $13,000,000 i n  1978, $12,000,000 i n  1977, 
$11,000,000 i n  1976 and $10,000,000 i n  1975. 1t would make a t o t a l  loss  i n  
assessed valuation f o r  the d i s t r i c t  of Bloomington of $45,000,000. Applying 
t h i s  t o  a d i s t r i c t  t h a t  i s  ca l l ing  fo r  a referendum t o  increase t h e i r  monies 
f o r  school operation it would mean a decrease i n  m i l l s  t o  r a i s e  the same amount 
of money i f  they could have kept t h e i r  o r ig ina l  valuation. 

4.   his discrimination causes an anti-downtown a t t i tude .  

5. I t  exploi ts  regionalism more than ever. 

6. I t  does not do what the law intended t o  do: 
a. I t  does not s top competition between municipalities fo r  industries.  
b. Does not equalize the tax ra t io .  This i s  influenced by too many other 

factors ,  a s  assessing. The manner i n  which the school d i s t r i c t  o r  c i t y  i s  
managed, o r  the  amount of service demanded o r  needed. 

7. This law does not provide fo r  efficiency i n  government. Example: Minneapolis 
has about 13 public employees per 1,000 residents,  whereas most suburbs have 
about 4 public employees per 1,000 residents.  

8. I t  does increase the  m i l l  levy i n  communities where the  contribution i s  greater 
than the  dis t r ibut ion.  

9. I f  a c i t y  has created a condition t h a t  allows a lower tax r a t e  on i t s  or ig ina l  
assessed valuation, it should not be the  chore of the  s t a t e  l eg i s la ture  t o  
increase the  tax r a t e  by decreasing i t s  valuation t o  help out some other 
community. The loca l  c i t i zens  d idn ' t  even have a voice i n  the  increase. I t  
i s  an erosion of loca l  autonomy. 

10. Since the  s t a t e  is moving toward a greater  use of income tax for  services,  
t h i s  law is  becoming somewhat obsolete. 

Edward H .  Knalson 

Minority Report on Minnesota's Relative Reliance on Sales Vs .  Income Tax Revenue 

Finding -- In  1977 ~ i n n e s o t a  ranked 22nd i n  the  nation i n  i ts  use of property tax  
per  $1,000 of personal income; 36th i n  use of the sa les  tax;  4th i n  use 
of personal income tax;  and 3rd i n  use of the corporate income taxr  
according t o  preliminary estimates. 

Conclusion -- These rankings indicate an apparently obvious overreliance on the  
income tax  and underreliance on the  sa les  tax a s  sources of s t a t e  and 
local  government revenue. 

Recommendation -- The leg is la ture  should regularly study the  "balance" among tax 
sources and make appropriate adjustments, giving par t icu la r  
emphasis immediately t o  increased reliance on the  sa les  tax. 

John B .  L i l j a  



Dissent With Respect to Report's Reference to  ~ a r l i e r  Citizens League Report 
Recommending a Uniform Election Day for Local Governments 

I do not want t o  be associated with th i s  report's reference to an ear l ier  
Citizens League recommendation that  a uniform election day for  school, county 
board and municipal elections be established. 

• Don N. Chemberlin 



THE CITIZENS LEAGUE 

. . . Formed i n  1952, i s  an independent, nonpartisan, non-prof i t ,  educational 
corpora t ion  dedicated t o  improving l o c a l  government and t o  p rov id ing  leadership 
i n  so l v ing  the  complex problems o f  our  metropol i t a n  area. 

Volunteer research committees of the  CITIZENS LEAGUE develop recommendations for  
so lu t i ons  t o  pub1 i c  problems a f t e r  months o f  i n tens i ve  work. 

Over t h e  years, the  League's research repor t s  have been among the  most he1 pfu l  
and r e l i a b l e  sources o f  in format ion  fo r  governmental and c i v i c  leaders, and 
others concerned w i t h  the  problems o f  ou r  area. 
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WHAT THE CITIZENS LEAGUE DOES 

Study Comnittees Comnuni ty Leaders h i p  Breakfasts 

-- 6 major s tudies are  i n  progress 
r e g u l a r l y  . -- Add i t iona l  s tudies w i l l  begin soon. -- Each committee works 2% hours per  
week, normally f o r  6-10 months. -- Annual l y  over 250 resource persons 
make presentat ions t o  an average o f  
25 members per  session. -- A f u l l  t ime professional  s t a f f  o f  7 
provides d i r e c t  comni t t e e  assistance. -- An average i n  excess o f  100 persons 
f o l  low committee hearings w i t h  sum- 
mary minutes prepared by s t a f f .  -- F u l l  repor ts  (normally 40-75 pages) 
are d i s t r i b u t e d  t o  1,000-3,000 per- 
sons, i n  a d d i t i o n  t o  3,000 summaries 
provided through t h e  CL NEWS. 

-- Held from September through June - 
7:30-8:30 a.m. -- Minneapolis breakfasts are he ld  each 
Tuesday a t  the  Grain Exchange Cafe- 
t e r i  a. -- St .  Paul breakfasts are he ld  on 
a l t e r n a t e  Thursdays a t  the  P i l o t  
House Restaurant i n  the F i r s t  
National Bank Bu i ld ing .  -- Suburban breakfasts are h e l d  the  l a s t  _ 
Fr iday o f  each month a t  the Northwest 
F inancia l  Center Cafeter ia,  B l  oomington. -- An average o f  35 persons a t tend the  
64 breakfasts each year. -- The breakfast  programs a t t r a c t  good 
news coverage i n  the  d a i l y  press, 
t e l e v i s i o n  and rad io .  

C i t i zens League NEWS Question-and-Answer Luncheons 

-- 6 pages; publ ished tw ice  monthly, -- Feature nat iona l  o r  l o c a l  au tho r i t i es ,  
except once a month i n  June, July, who respond t o  questions from a panel 
August and December; mai led t o  a l l  on key p u b l i c  pol i c y  issues. 
members. -- Each year  several Q & A luncheons are -- Reports a c t i v i t i e s  o f  the League, he1 d throughout the  metropol i tan area. 
meetings, pub1 ica t ions ,  s tudies i n  
progress, pending appointments. -- Analysis, data and qeneral backsround 

Publ i c  A f f a i r s  D i rec tory  

in fohnat ion on p u b l i c  a f f a i r s  i i s u e s  -- A d i r e c t o r y  i s  prepared fo l l ow ing  
i n  the  Twin C i t i e s  met ropo l i tan  area. even-year general e lec t ions ,  and 

d i s t r i b u t e d  t o  the  membership. 
Publ i c  A f f a i r s  

Informat ion Assistance -- Members o f  League study committees 
have been c a l l e d  on f requen t l y  t o  -- The League responds t o  many requests 
pursue the work f u r t h e r  w i t h  govern- fo r  in fonnat ion  and provides speakers 
mental o r  non-governmental agencies. t o  comnunity groups on top ics  studied. 
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