
New Formulas for 
Revenue Sharing 
In Minnesota 

September I, 1970 

Public affairs 
research and education 
in the Twin Cities 
metropolitan area 



New Formulas 
For Revenue Sharing 

In Minnesota 
To balance local government needs with overall state fiscal objectives 

Prepared by: 

Committee on Revenue Distribution 
William J .  Hempel, Chair 

Approved by the Citizens League Board of Directors 

September 1,1970 

CITIZENS LEAGUE 
708 South Third Street 

Suite 500 
Minneapolis, Minnesota 5541 5 

(612) 338-0791 



TABLE OF CONTENTS 

Page 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  INTRCDUCTION 1-3 

. . . . . . . . . . . . . . . . . . . . . . .  SUbfMARY OF RECOMMENDATIONS 4-5 

FINDINGS )a') CONCLUSIONS . . . . . . . . . . . . . . . . . . . . . . . .  7-17 

Local Revenue-Raising Authority . . . . . . . . . . . . . . . . . . .  7-9 

Distribution of State Revenues . . . . . . . . . . . . . . . . . . .  9-10 

Specif ic  Distribution Formulas . . . . . . . . . . . . . . . . . . .  10-17 

RECOMMEYDATIONS . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19-29 

Municipal Finance . . . . . . . . . . . . . . . . . . . . . . . . . .  19-20 

School Finance . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20-25 

Property Tax Relief  Payments . . . . . . . . . . . . . . . . . . . .  25-26 

Federal Revenue Distribution . . . . . . . . . . . . . . . . . . . .  26-29 

Constitutional Amendment. Tax Exempt Property . . . . . . . . . . . .  29 

DlSCUSSION OF RECOMMENDATIONS . . . . . . . . . . . . . . . . . . . . .  31-43 

BACKGROUND OF THE REPORT . . . . . . . . . . . . . . . . . . . . . . . .  52 

COPMITTT:E PROCEDURES . . . . . . . . . . . . . . . . . . . . . . . . . .  53-55 

APPENDIX 



INTRODUCTION 

t I  This is a report  on revenue d i s t r ibu t ion  . . . and not on taxes" . . . 
qui te  del iberate ly .  

kie are compelled, now, t o  think about d i s t r ibu t ion  because of the  trend i n  
this country toward assigning revenue-raising responsibi l i ty  to higher and higher 
l eve l s  of government. This trend r a i s e s  some ser ious  d i f f i c u l t i e s  . . . particu- 
l a r l y  as it increasingly makes eome public of f i c i a l s  responsible f o r  ra i s ing  r@wnueS . 
t i i c y  w i l l  not  spend, and some others  responsible fo r  spending revenues they do not -- -L 
raise. Y e t  t h i s  trend is, demonstrably, one of the  clearest--and, we think, one 
of the most important--in American public finance. It w i l l  continue. Certainly 
i t  was dramatically accelerated i n  Minnesota by the tax revision i n  1967. And we 
are--perhaps not t h i s  year, o r  next year, but almost cer ta inly  i n  a few years-- 
about to begin the use of the revenue-raising capacity of the federal  government 
for  the support of t he  s t a t e s  and loca l  units. This is  an acceleration of 
t h e  trend which opens up a whole new dimension of urgency and complexity i n  the 
problem of dis t r ibut ion.  

This s t a t e  has not t h o u ~ h t  about d i s t r ibu t ion  with t he  care  and the  setioueness 
i t  requires. The issue involves enormow questions about the basic objectives i n  
prljlic programs, about the  p r io r i t y  among progrms and about the pat tern  of loca l  
government organization. There a r e  the  most d i f f i c u l t  questions about the  needs 
of loca l  governments, and about t h e i r  a b i l i t y  t o  finance t h e i r  programs. 

TradJ.tionally, these questions have not been i n  the forefront  of our discussion 
J o u t  public finance. We have tended, ra ther ,  t o  come a t  it from the tax-Payer side ,  
emphasizing such questions as "the tax  climatet', equity among taxpayers, and the 
philosophy of one tax source o r  another. Certainly t h i s  approach held,  basic all^, 
even tllrough the revision i n  Minnesota i n  1967. 

Increasingly s ince 1967, however, these other i s sues  about the  needs of the 
tax-spending uni ts  have been forcing the i r  way t o  public a t tent ion.  How can loca l  
revenlles grow in an orderly way, with the growth of population? What l i m i t s  shoul~J 
and can be s e t  on the  r a t e  of t h i s  growth of public expenditure? Which functions of 
government have the greates t  needs? Which Ze~eZs of government have the  greates t  
needs? And--increasingly-what about t he  g - r ~ i n g  d%fferences, or dioparities, jn 



resources among t h e  various u n i t s ' p a r t i c u l a r l y  a t  t h e  municipal o r  school d i s t r i c t  
i c v e l  and p a r t i c u l a r l y  within an area such as the  F ~ i n  Cities metropoli tan area, 
where both t h e  forces  of t h e  market and t h e  t h r u s t  of publ ic  planning is tending t o  
s f ~ i l c i a l i z e  c e r t a i n  p a r t s  of the  area  f o r  c e r t a i n  r e s i d e n t i a l ,  recreat ior ia l ,  c m e r -  
c i a 1  o r  i n d u s t r i a l  purposes? \S\ich l e v e l s ,  o r  u n i t s ,  should use o r  not  use t h e  
pzoperty tax?  And, a s  a l t e r n a t i v e s  a r e  increas ingly  sought f o r  t h e  property t ax ,  
a t  which l e v e l  should non-property s a l e s  or  income taxes be introduced? 

A c a r e f u l  look a t  t h e  way t h e  s t a t e  has moved, t o  da te ,  with what is  (thouI3h 
i t  [nay not be ca l l ed)  its revenue sharing program reveals  t h e  o u t l i n e s  of a pollc-Y 
on d i s t r i b u t i o n  . . . evolving and changing through t h e  years.  But i t  has been all 
incremental and piecemeal change . . . patching and remodeling and addkng-On - 
s n b s t a n t i a l l y  without any o v e r a l l  plan o r  sense  of d i rec t ion  about t h e  object ives  
of a well-thought-out s t a t e  policy f o r  t h e  f i s c a l  a f f a i r s  of l o c a l  government* 
There has accumulated, a s  a result--and p a r t i c u l a r l y  s ince  1967--a s e t  of ser ious  
i n e q u i t i e s  and problems i n  the  formulas through which the  l a r g e  sums now ra i sed  by 
the  s t a t e  f o r  t h e  b e n e f i t  of l o c a l  government current ly  pass out  t o  schools, 
municipal- i t ies ,  count ies ,  and other l o c a l  un i t s .  A broad look--complex and d i f  f j.cult 
tl~ough t h i s  w i l l  be--is urgently needed. 

It is  needed p a r t i c u l a r l y  a s  preparat ion f o r  t h e  federa l  revenue-sharing 
t h a t  is  coming. This is a program being draf ted  i n  Ctpgress, and t h e  formulas i n  
i t  w i l l  be na t iona l  formnlas i f  no s t a t e  presents  a p o s i t i v e  a l t e r n a t i v e  f o r  t h e  
ilse of the  money wi th in  its borders. We bel ie= it is imperative t h a t  Minnesata 
look care fu l ly  a t  t h e  formulas being designed f o r  t h e  so-called "pass-through" t o  
l o c a l  government, and think deeply about how f a r  those present ly  w r i t t e n  i n t o  the  
various revenue-sharing proposals do, i n  f a c t ,  s u i t  t h e  policy of t h i s  state and 
the p a t t e r n  of l o c a l  government evolving here. 

There would be less reason t o  concern ourselves now about d i s t r i b u t i o n  if 
revenues were expanding s o  rapidly  t h a t  t h e  needs of l o c a l  government were e a s i l y  
and f u l l y  being met. But t h i s  i s  not the  case. Publ ic  revenues a r e ,  q u i t e  t o  t h e  
c ~ ~ n t r a r y ,  under increasing pressure.  Though some w i l l  say t h a t  p r i v a t e  spending 
can wel l  a f f o r d  t o  re lease  more d o l l a r s  f o r  publ ic  se rv ices ,  the  observable f a c t  
is tha t  r e s i s t a n c e  is rising. And t h i s  p o l i t i c a l  r e s i s t ance  t o  higher taxat ion 
i s  r i s i n g  a t  Precise ly  the  same t i m e  t h a t  in f  l a t i o n  and growing employee mi l i tance  
a r e  beginning t o  speed up t h e  inc rease  of cos t s  i n  t h i s  massive and highly-labor- 
in tens ive  en te rp r i se  we c a l l  l o c a l  government. 

It 5 s  e s s e n t i a l  t o  understand the  numbers . . . p a r t i c u l a r l y  with respect  t o  
t h e  property tax. This is  a t a x  which, i n  Minnesota, i s  cur ren t ly  producing more 
than three-quarters  of a b i l l i o n  dollor- a year . . . compounding i t s e l f ,  i n  recent 
years,  i n  excess of 15 per cent  per  year.  i n  the  Twin C f t i e s  area ,  the  annual 
orsa7th i n  Property t ax  co l l ec t ions  has recent ly  been t h e  equivalent ,  roughly, of a Y 

penny add i t iona l  s a l e s  tax. It would, clear]-y , take  a massive ( r e l a t i v e l y )  increase 
I n  non-Pro~ertY taxes simply t o  hold down t h e  gro~qth of t h e  property tax  . . . l e t  
alone t o  provj.de r e l i e f  or  t o  begin t o  fund the expensive new e n v i r o n ~ e n t a l ,  
t r anspor ta t ion ,  housing and other  programs waiting--not so  p a t i e n t l y - i n  l i n e .  

These Pressure% on "mme &l.lars" compel a =-&nation of our present system 



f o r  providing d o l l a r s  t o  l o c a l  government programs and u n i t s  . . . whether through 
the a l l o c a t i o n  t o  them of taxing au thor i ty  o r  the  a l l o c a t i o n  t o  them of t a x  revenue. 
Not a l l  programs have the  same capacity--legally and po l i t i ca l ly - - to  secure 
revenue . . . through taxes o r  through grants .  Y e t  t h e i r  needs and t h e i r  cos t s  
w i l l  continue t o  increase.  !,re must, therefore ,  reappra ise  the  formulas by which our 
ex i s t ing  revenues a r e  d i s t r i b u t e d ,  and t h e  arrangements i n  which l o c a l  taxing 
au thor i ty  is  present ly  a l located .  

This need f o r  c l o s e r  a t t e n t i o n  t o  p r i o r i t i e s ,  i n  turn ,  becomes a powerful 
argument f o r  continuing t h e  trend toward t h e  concentrat ion of revenue-raising 
au thor i ty  t h a t  has  been underway. Our) t r a d i t i o n a l  arrangements--which have 
d i s t r i b u t e d  revenue-raising au thor i ty  broadly among mul t ip le  l e v e l s  of government, 
and which have dedicated c e r t a i n  revenue sources t o  c e r t a i n  functions--have made i t  
v i r t u a l l y  impossible t o  make the  choices among programs and among u n i t s  of government 
which a r e  now e s s e n t i a l .  I n  p a r t i c u l a r ,  t h e  s t r u c t u r i n g  of education and of the  
increas ingly  expensive s t a t e  and metropolitan c a p i t a l  development programs i n  
special-purpose agencies, each with i ts  independent access  t o  t h e  t a x  resources or' 
t he  community, has emasculated t h e  policy-making a b i l i t y  of government. Questj.ons 
occur a s  "yes" o r  "no" . . . I )  progress" o r  "no progrees" . . . r a t h e r  than a s  "more 
of t h i s  program, o r  more of t h a t  program?" 

I t  i s  e s s e n t i a l ,  t he re fo re ,  t o  bui ld  our way back . . . and t o  work conscious.ty 
t o  s t rengthen t h e  competence of the  agencies of government wi th  genera l  j u r i s d i c t i o n  
over r e l a t i v e l y  broad geographic areas .  We need, f i r s t  of a l l ,  t he  capacity t o  
mzke and t o  car ry  out  a s t a t e  f i s c a l  policy.  Spec i f i ca l ly ,  w e  need a s t a t e  f i s c a l  
policy t h a t  aims gradually a t  enlarging t h e  proport ion of l o c a l  government revenues 
derived from s ta t e -co l l ec ted  sources. The argument f o r  t h i s ,  and the  s p e c i f i c s  of 
i t s  implementation, form the  sub jec t  of t h i s  repor t .  



S U M M A R Y  O F  R E C O M M E N D A T I O N S .  . a ' . . t  

I. Taxing Authority 

A. Place Legis la ture  i n  Cent.ra1 Role--The S t a t e  Legislature should d i r e c t l y  
exerc ise  i t s  author i ty  t o  determine (a)  what l eve l s  of l oca l  government 
should be given power, under what circumstances, t o  levy what tms of 
taxes ,  and (b) the  extent  t o  which l o c a l  governments a r e  allowed t o  set 
the  tzx r a t e s  themselves. Generally, t he  Legislature should reduce the  
amount of l o c a l  d i sc re t ion  i t  now allows on these questions. 

B. Recomize General Government--Units of government with general  ju r i sd ic t ion ,  
not  single-purpose u n i t s  of government, should make the  major decisions on 
t he  type and extent  of taxation.  Only general  governments have the scope 
of respons ib i l i ty  t o  s e t  p r i o r i t i e s  among competing programs. Increasing 
a t t en t i on ,  too, should be given t o  t he  emerging level of regional  general 
government. 

C. Broaden Areas of Collection--We look t o  the broadest areas  poss ible  f o r  
co l l ec t ion  of non-property taxes t o  avoid undesirable s i d e  e f f e c t s  of 
less-than-areawide taxation,  such as r e s t r i c t i n g  t he  benef i t  t o  a few u n i t s  
of government which have subs t an t i a l  l o c a l  t a x  resources. Within the  seven- 
county Twin C i t i e s  area ,  add i t iona l  non-property taxes, a s  needed, should 
not be col lec ted on less than an areawide bas i s .  

D. Reduce Local Property Tax--Local use of t he  property t ax  should be reduced. 
Specif ica l ly  , most of the  locally-collected property t ax  f o r  schools should 
be replaced by s ta te -co l lec ted  taxes. The state should develop e f f ec t i ve ,  
but equi table ,  r e s t r a i n t s  on the  extent  t o  which school d i s t r i c t s  levy 
property taxes. 

11, Revenue Dis t r ibut ion 

A. Give Cities, Vil lages,  School D i s t r i c t s  F i r s t  Priori ty--Distr ibution for- 
mulas should give f i r s t  p r i o r i t y  t o  c i t i e s ,  v i l l age s  and school d i s t r i c t s .  
Taken a s  a whole, these types of un i t s ,  because of t h e i r  wide di f ferences  
i n  l oca l  t ax  resources, a r e  less able  t o  finance t h e i r  services  from 
locally-raised revenue than are u n i t s  which cover broader geographic areas- 

B. Fake Revisions i n  Major Aid Programs--The Legis la ture  should give  p r i o r i t y  
a t t en t i on  t o  improving the  d i s t r i bu t i on  of revenue t o  l o c a l  government 
under i ts two l a rge s t  a i d  programs: the  g ran t s  rmder various provisions 
of the  1967 Property Tax Reform and Relief Act and the  g ran t s  under the  
school foundation a id  program. 

C. Emphasize General Grants of Revenue-The Legis la ture  should expand general  
grants of revenue t o  l oca l  government and de-emphasize categor ical  g ran t s ,  
which a r e  intended f o r  s p e c i f i c  projects .  But t he  Legis la ture  should a l so  
i n s i s t  t h a t  l oca l  governments i n s t i t u t e  e f f ec t i ve  review and eva lua t io~ l  t o  
assure  t h a t  the  do l l a r s  a r e  used e f f i c i e n t l y  and e f f ec t i ve ly  fo r  the  
pa r t i cu l a r  purposes i t  has i n  mind. 



. . . . . . F O R  S T A T E  F I S C A L  P O L I C Y  

D . -.- Uni f v  ~ormulas--&rever poss ib le  the  Legis la ture  should d i s t r i b u t e  f ur.6~ 
which a r e  intended f o r  t h e  same purposes ( fo r  examole, school d i s t r i c t  
operat ing expense) from one unif ied  formula. The Leg i s la tu re  should avo i t  
fragmenting i ts  g ran t s  of revenue t o  t h e  same u n i t s  of government f o r  t h e  
same purposes i n  d i f f e r e n t  formulas. 

E. Avoid "Indirect"  Grants--The Legis la ture  should place g r e a t e r  empha i s  on 
d i s t r i b u t i n g  g ran t s  d i r e c t l y  t o  l o c a l  government and move away from so-called 
"indirect"  grants .  Currently,  the  Legis la ture  i s  d i s t r i b u t i n g  S u b s t @ t f d  
amounts i n d i r e c t l y  i n  the  form of reimbursement t o  local g o v e ~ t s  for 
property tax  revenue l o s t  because c e r t a i n  taxpayers have been granted 
r e l i e f .  Such grants  do no t  represent  a meaningful a i d  program t o  local 
government . 

F- Set Amounts of Grants Directly--The Legis la ture  should adopt d i s t r i b u t i o n  
formulas which w i l l  set, d i r e c t l y ,  the  amounts of d o l l a r s  t o  be d i s t r i b u t e d  
t o  l o c a l  government. This means t h e  Legis la ture  should discontinue for- 
,mulas t h a t  have the  e f f e c t  of increasing t h e  s t a t e ' s  commitment t o  provide 
funds t o  l o c a l  government i n  the  absence of a conscious state policy t o  that 
e f f e c t .  

G. Improve Measurements of Need, Abi l i ty  t o  Pav. Effort--The Legis la ture  should 
improve its current  measurements of l o c a l  government need f o r  funds , a b i l i t y  
t o  pay and l o c a l  e f f o r t .  Spec i f i ca l ly ,  t h i s  means, f o r  example: 

1. Need--A school d i s t r i c t ' s  "need" should take i n t o  account its t o t a l  
operat ing expenditures, not  only a portdon of these expenditures, 2s a t  
present .  Also d i f ferences  among pup i l s ,  i n  addi t ion  t o  d i f ferences  ill 
grade l e v e l s  need t o  be  recognized. 

A municipali ty 's  "need' should take  i n t o  account t h e  r e l a t i v e  d i f -  
ferences i n  requirements f o r  se rv ices  among various munic ipal i t ies .  

2 -  Abi l i ty  t o  Pay--Income a s  w e l l  a s  assessed valuat ion now needs t o  be 
considered i n  measuring a school d i s t r i c t ' s  o r  munl.cipality's a b i l i t y  
t o  pay. 

3. Local Ef fort--\hen l o c a l  e f f o r t  is measured, the  extent  t o  which o the r  
overlapping un i t s  of government have access t o  the  same l o c a l  t ax  base 
should be recognized. 

11- Relate Federal Aids t o  S t a t e  Policy--We look upon f e d e r a l  a i d s  t o  l o c a l  
government a s  e s s e n t i a l l y  another source of revenue f o r  the  s t a t e  t o  use 
i n  providing funds f o r  l o c a l  government. We s t rongly  support and urge 
approval of general  f edera l  revenue sharing with the  s t a t e s  and l o c a l  
governments, with a guaranteed s u b s t a n t i a l  share  f o r  loca l  government- 
But s o  t h a t  a state can r e l a t e  the  federa l  a i d s  t o  its o v e r a l l  s t a t e - loca l  
f i s c a l  pol icy ,  w e  urge t h a t  the  revenue flow i n t o  the  s t a t e ' s  Own formulas 
specifying exactly which l o c a l  governments a r e  t o  sha re  and t o  what extent  
This w i l l  permit d i f ferences  from s t a t e  t o  s t a t e  i n  l o c a l  government s t r u c -  
tu res  and r e s p o n s i b i l i t i e s  t o  be  re f l ec ted .  Pending ac t ion  a t  t h e  federa l  
l e v e l  the  s t a t e  should exerc ise  i n i t i a t i v e  t o  consol idate  f e d e r a l  grant  
a ~ p l i c a t i o n s  i n  "packages" covering broader areas and t o  set priorities 
among various federa l  grant appl ica t ions  wi th in  the  s t a t e .  



FINDINGS AND CONCLUSIONS 

The loca l  government system i n  Minnesota encompasses 87 counties,  about 
480 school d i s t r i c t s ,  850 c i t i e s  and v i l l age s ,  1800 unincorporated areas (towns 
and townships) 150 spec ia l  purpose d i s t r i c t s  and an emerging l e v e l  of regional  
government. 

A l l  l o c a l  governments der ive  t h e i r  existence and t h e i r  powers from the  
s t a t e  government. Because a l l  un i t s  of l oca l  government i n  the  s t a t e  a r e  creatukres 
of the  s t a t e  government these un i t s  derive t h e i r  f i s c a l  author i ty  from the  s t a t e  
government, too. S t a t e  government does not  prescr ibe  t he  exact  f i s c a l  author i ty  
f o r  every government un i t  but  does e s t ab l i sh  the  l i m i t s  within which the  f i s c a l  
author i ty  w i l l  be exercised. 

I 

In  e f f e c t ,  s t a t e  government d i r e c t l y  or  i nd i r ec t l y  has  power t o  control  a l l  
l o c a l  government financing. This is accomplished e s sen t i a l l y  through two fo rm:  
a) the  delegation by the s t a t e  t o  l o c a l  government of au thor i ty  f o r  the l o c a l  
government t o  r a i s e  revenue from its own sources and b) a d i r e c t  a l loca t ion  of 
s t a t e  col lec ted revenue t o  l o c a l  governments. The cambinatton of s t a t e  and l ~ a l  
revenue d i f f e r s  subs tan t ia l ly  among various un i t s  of government. These di f ferences  
w i l l  e x i s t  not  only among d i f f e r en t  types of un i t s ,  ( that  is, between school 
d i s t r i c t s  and cities, f o r  example) but a l s o  wi thin  a given l eve l ,  such as among 
sr.11001 d i s t r i c t s .  

I. Local Revenue-Raising Authori ty--The S t a t e  Legis la ture  has combined a i d  
t o  l o c a l  government with . a . f a i r l y  extensive grant  of au thor i ty  t o  Local 
government t o  r a i s e  revenue from l o c a l  sources on i t s  own. 

-- Propertv Tax Authority--The Legis la ture  has given some property t ax  
au thor i ty  t o  almost every u n i t  of l o c a l  government. Some un i t s  a r e  
empowered t o  levy property taxes without l i m i t .  Others may levy only 
t o  the '  extent  prescribed by the  Legis la ture  . 

-- Non-Property Tax Authority--The Legis la ture  has been more r e s t r i c t i v e  
on the  types of un i t s  of l o c a l  government which a r e  permitted t o  levy 
non-property taxes,  but  f o r  those un i t s  which may levy such taxes the re  
is  no l i m i t  a s  t o  t he  r a t e .  School d i s t r i c t s  and counties have no Power 
t o  levy general non-property taxes such a s  s a l e s  o r  income taxes. Cities 
can give themselves such power i n  amounts they decide through t h e i r  
home-rule char ters .  Vil lages a r e  not  permitted by s t a t e  law t o  impose 
non-Property taxes,  but  i t  is poss tble  f o r  v i l l age s  t o  become c i t i e s  with- 
out  f u r t he r  a c t  of the  Legis la ture  and then impose non-property taxes* 
Tcwn governments can become v i l l age s  and then c i t i e s  without fu r the r  a c t  
of t he  Legislature and impose non-property taxes,  too. But town govern- 
ments a s  such have no author i ty  f o r  non-property taxes. 

Our review of the  present  d iv i s ion  of l oca l  and s t a t e  revenue-raising 
respons ib i l i ty  has l ed  us t o  the  conclusion t ha t  ~'ZG bgzsza*~ shouZd 
s ~ m d  the s ta t e ' s  role  i n  pa-ising revcmc f o r  ZoeaZ government. k7e 
reached t h i s  conclusion far the f o l l o w i n ~  reasons 



A. D f B f k u l t y  i n  Developing a Balanced Tax System--The Leg i s l a tu re  has not  
cen t ra l i zed  major decisions on the  l e v e l  of property,  s a l e s  and income 
t a m s  i n  the  s t a t e .  Under the  present  system i t  is poss ib le  f o r  t h e  
o v e t a l l  l e v e l  of each t a x  t o  be  determined by t h e  individual  ac t ions  of 
l o c a l  governments as we l l  a s  t h e  s t a t e  government. The property tax 
rate is set by t h e  aggregate ac t ions  of the  var ious  l o c a l  u n i t s  of 
govprnment. The s t a t e  s a l e s  t ax ,  with the  exception of Duluth which has 
an e x t r a  1% municipal s a l e s  tax ,  s t i l l  i s  imposyd a t  t h e  uniform 3% 
rat@ statewide.  There a r e  no l o c a l  income taxes y e t .  Minneapolis, 
S t .  Paul ,  Rochester, and West S t .  Paul  a r e  among communities which have 
considered l o c a l  add-on s a l e s  o r  income taxes.  Under such a system t h e  
Leg i s l a tu re  is not  a b l e  t o  e f f e c t i v e l y  inf luence  the  o v e r a l l  l e v e l ,  and 
r e l a t i v e  mix, of income, s a l e s ,  property,  and o the r  taxes  i n  the  s t a t e .  

B .  Pre-empts Direc t  Policy-Making by t h e  Leaislature--By continuing t o  
al iow broad l o c a l  taxing au thor i ty  t h e  Leg i s l a tu re  is severe ly  reducing 
i ts  own options on e s t a b l i s h i n g  s t a t e - l o c a l  f i s c a l  pol icy  and i ts  own 
opt ions  on revenue sources f o r  s t a t e  purposes. I f ,  f o r  example, a 
s u b s t a n t i a l  nrwnber of c i t i e s  adopt l o c a l  s a l e s  taxes ,  t h i s  w i l l  make i t  
a l l  t he  more d i f f i c u l t  t o  inc rease  the  s a l e s  t ax ,  should add i t iona l  
revenue be  needed. I n  e f f e c t ,  under present  s t a t e  law, l o c a l  governments, 
r a t h e r  than t h e  S t a t e  Leg i s l a tu re ,  have t h e  p o t e n t i a l  t o  exe rc i se  more 
inf luence  over t h e  f u t u r e  d i r e c t i o n s  of s t a t e - l o c a l  f i s c a l  policy.  

C. D i s t o r t s  Local Development Objectives--If t h e  Leg i s l a tu re  permits O r  en- 
courages broader use of locally-coll.ected taxes ,  various communities-- 
whether they want t o  o r  not--will be forced increas ingly  t o  adopt land 
usd p o l i c i e s  which a r e  ca lcula ted  pr imar i ly  t o  improve t h e  prospects  f o r  
l o c a l  t a x  revenue, regardless  of the  adverse e f f e c t s  on more r a t i o n a l  
grcfwth pa t t e rns .  For example, widespread use of l o c a l  income taxes 
might w e l l  s t imula te  c e r t a i n  suburban communities--even more than today-- 
t o  become havens f o r  higher income persons, e i t h e r  t o  avoid a l o c a l  
income t a x  elsewhere o r  t o  impose one l o c a l l y  and r e t a i n  a l l  t he  b e n e f i t s  
f o r  these  persons only. 

D. Perpetuates Dispa r i t e  Dis t r ibu t ion  of Resources--Locally-collected t a r e s  
work t o  the  unfa i r  advantage of those communities which a r e  fo r tuna te  t o  
have high-tax-producing deveicpments. For example a local ly-col lec ted  
s a l e s  t a x  would provide no shaue of the  revenue f o r  the  many municipal- 
i t ies  without  major r eg iona l  shopping centers .  

Locally-collected taxes  which produce d i f f e r e n t  l e v e l s  of c o l l e c t i o n  
among communities undoubtedly w i l l  l ead  t o  major d i f f e rences  i n  l e v e l s  
of governmental se rv ices  from community t o  communitv. This is par t icu-  
l a r l y  c r i t i c a l  because the  d i f f e r e n t  l e v e l s  of s e r v i c e  w i l l  extend t o  
a reas  where i t  is  i n  the  pub l i c  i n t e r e s t  t o  a s su re  an adequate and uni- 
form l e v e l  of s e r v i c e  i n  every l o c a l i t y ,  f o r  example, education, highways 
o r  pub l i c  sa fe ty .  

E. D i f f i c u l t i e s  with Locallv-Collected Property Taxes--The local ly-col lec ted  
Property tax ,  which is  the  major l o c a l  source of taxat ion  f o r  l o c a l  
governments i n  Minnesota, has r e su l t ed  i n  wide d i f fe rences  i n  t a x  burdens 

I 
from community t o  community because of the  uneven d i s t r i b u t i o n  of assessed 
valuat ion.  These d i f fe rences  show no s igns  of decreasing. The problem ' 
is most acute  when the  a r e a  over which a property t a x  levy is imposed is 

I 



very small.  In  such s i t u a t i o n s  i t  is more l i k e l y  t h a t  the re  w i l l  be 
an abnormally l a rge  o r  abnormal1.y small amount of '  assessed valuat ion  
r e l a t i v e  t o  needs, r e s u l t i n g  i n  either very low o r  very high tax r a t e s .  
It is  l e s s  l i k e l y  t h a t  a  small  a rea  w i l l  have a  balanced t a x  base. 

The property t ax  has been a t tacked,  with j u s t i f i c a t i o n ,  because i t  is 
d i f f i c u l t  t o  administer and because i t  h i t s  some taxpayers harder  than 
o the r s  without s u f f i c i e n t l y  accounting f o r  d i f f e rences  i n  a b i l i t y  t o  
pay. But when the  a rea  over which the  property t ax  is co l l ec ted  is 
small ,  th': adds t o  the  problems of the  property tax ,  

IT. Dis t r ibu t ion  of S t a t e  Revenues t o  Local Government--We have reviewed i n  
considerable d e t a i l  t he  methods bv which revenues are d i s t r i b u t e d  t o  t h e  
various u n i t s  of l o c a l  government. Dis t r ibu t ion  of these  revenues is 
p a r t i c u l a r l y  important t o  the  i n t e r e s t s  of s t a t e  government, i f  f o r  no 
o the r  reason than t h i s  is where most of t h e  s t a t e  funds go. I n  1970 t h e  
anounts paid t o  l o c a l  governments i n  school a ids ,  s a l e s  t a x  sharing and 
property t a x  r e l i e f  payments represent  an amount equal  t o  about 80 per cent 
of the  t o t a l  s t a t e  income and s a l e s  t ax  co l l ec t ions  combined. I n  addizion 
l o c a l  governments rece ive ,  under t h e  cons t i tu t ion ,  38 per  cent  of t h e  
Highway User Tax Fund, and a l s o  share  i n  a  numb,er of miscellaneous a i d s  
t o t a l l i n g  about another $26 mi l l ion .  

Under present  s t a t e  formulas, and normal extensions of these  formulas (as 
have been made regu la r ly  by S t a t e  Government) t h e  s t a t e  is committed t o  
r e t u r n  t o  l o c a l  government many mi l l ions  of add i t iona l  d o l l a r s .  

Based on our review of the  methods by which s t a t e  revenue is  d i s t r i b u t e d  t o  
l o c a l  governneat, and i n  l i g h t  of the  f a c t  t h a t  i t  is des i rab le  f o r  t h e  
s t a t e  t o  increase  i ts  r o l e  a s  a  c o l l e c t o r  of revenue f o r  l o c a l  governnent, 
we have concluded t h a t  major improvements must be made i n  t h e  d i s t r i b u t i o n  
formulas. We have reached t h i s  conclusion f o r  the  following reasons: 

A.  Over-Emphasis on Treat ing "Unequalsl* E q u a i a - G e n e r a l l y  the  formulas of 
d i s t r i b u t i o n  have given more emphasis to  t r e a t i n g  u n i t s  of government 
the  same without d is t inguishing s u f f i c i e n t l y  between t h e i r  r e l a t i v e  
needs f o r  funds. For example, a  per  cap i t a  Cis tz ibut ion  plan is 
popular f o r  munic ipa l i t i e s ,  and a  per s tudent  d i s t r i b u t i o n  plan (with 
only s l i g h t  adjustments) is  popular f o r  school  d i s t r i c t s .  These 
a ~ p r o a c h e s  are sonewhat l i k e  a  f a t h e r  giving t h e  same weekly a lhwance  
t o  a l l  of h i s  ch i ld ren  rega rd less  of t h e i r  needs. 

B. - I n s u f f i c i e n t  Measures of Abi l i ty  t o  Pay--The most popular means of 
measuring l o c a l  ability t o  pay i s  t h e  amount of assessed valuat ion  
i n  a u n i t  of government, which is i n s u f f i c i e n t  because i t  does not  
consider the  extent  t o  which o the r  u n i t s  of government a l s o  have 
access t o  the assessed valuat ion ,  nor does i t  consider t h e  a b i l i t y  of 
ind iv idua l  taxpayers t o  pay t h e i r  property taxes. 

C* Lack of Emphasis on S t a t e  Aid f o r  General Government Purposes--The 
vas t  majori ty of s t a t e  funds d i s t r i b u t e d  t o  l o c a l  government is ear- 
marked f o r  s p e c i f i c  purposes, such a s  schools ,  o r  shows up as  a  s t a t e  
payment t o  a  focal government i n  l i e u  of a  property t a x  hayment by 2 
l o c a l  taxpayer. Only a  very small amount, about 6%, is ava i l ab le  t o  



t o  l o c a l  government f o r  genera l  purposes, wherein a government can 
apport ion the  funds among c o n p ~ t i n g  demands,. 

D. Too Much Emphasis on " I n d i r e c f ~ a y m e n t s - - A  s u b s t a n t i a l  amount of state 
d ~ l l a r s  a r e  d i s t r i b u t e d  i n d i r e c t l y  t o  l o c a l  government i n  t h e  form of 
payments by the  s t a t e  i n  l i e u  of property t a x  payments by c e r t a i n  
taxpayers (business and farm personal  property owners and homeowners). 
AS f a r  a s  . loca l  governments a r e  concerned, these  fimds a r e  regarded 
more a s  property t a x  r e l i e f  payments than anything e l s e  and a r e  not  
I 1  seen1' a s  s t a t e  payments. 

The chief problem with t h i s  s i t u a t i o n  is t h a t  l o c a l  government does not  
b e l i e v e  i t  is receiv ing meaningful s t a t e  a i d  when i t  receives s t a t e  
Fayments which r e a l l y  amount t o  nothing more than t h e  state paying sa'neo::e 
e l s e ' s  property t a x  b i l l .  Consequently, l o c a l  governments c ~ n t i n u e  t o  
seek add i t iona l  revenue from s t a t e  government, i n  s p i t e  of the  f a c t  t h a t  
the  s t a t e  is  increas ing t h e  payments s u b s t a n t i a l l y  every year. 

T T T .  S p e c i f i c  Dis t r ibu t ion  FormuLas--We have concentrated our review on t h e  two 
l a r g e s t  types of s t a t e  a i d s  t o  l o c a l  government: school a i d  and payments 
under t h e  1967 Property Tax Reform and Relief  Act. Spec i f i ca l ly ,  w e  have 
found a s  follcws: 

A.  School Aid--Exclusive of payments under the  Property Tax Reform and 
Relief  Act:, apnroxj-mately $294 mi l l ion  was d i s t r i b u t e d  t o  school 
d i s t r i c t s  i n  Minnesota from t h e  s t a t e  i n  t h e  1969-70 f i s c a l  year.  
S t a t e  a id  t o  sci1001 d i s t r i c t s  makes up t h e  l a r g e s t  s t a t e  payment t o  
l o c a l  government. 

About $237 mi l l ion  of the  $294 mi l l ion  was d i s t r i b u t e d  through the  
s t a t e  foundation a i d  fornula .  The balance was d i s t r i b u t e d  a s  s p e c i a l  
g ran t s  f o r  such purposes a s  t ranspor ta t ion ,  vocat ional  education and 
education f o r  the  handicapped. 

The foundation a i d  fornula  was set up by t h e  1.947 Legis la ture .  P r i o r  
t o  t h a t  t i m e  each d i s t r i c t  received an equal  per  p u p i l  d o l l a r  al lotment 
of a id .  The idea behind the  foundation a i d  formu;.a was t o  ad jus t  the  
per  p u p i l  payrr.ent t o  each school  d i s t r i c t  based upon t h a t  school d is -  
t r i c t ' s  wealth a s  measured by the  taxahle  va lue  of property i n  the  school 
d i s t r i c t  equalized f o r  d i f f e rences  i n  assessment p rac t i ces .  I n  e f f e c t ,  
t h e  higher t h e  va luat ion  the  lower the  grant  of s t a t e  a id .  To a c e r t a i n  
ex ten t  t h i s  formula enables one d i s t r i c t  t o  provide comparable expendi- 
t u r e s  t o  another d i s t r i c t  with no g r e a t e r  l o c a l  t ax  burden even though 
i ts l o c a l  assessed value may not  be a s  g r e a t  a s  the  o the r ,  

A s  o r i g i n a l l y  conceived, the  comparable expenditure l e v e l  was intended 
t o  represent  100% of the  median opera t ing  expenditure per  pup i l  u n i t  i n  
t h e  s t a t e  i n  the  previous year .  I n  e f f e c t ,  school  d i s t r i c t s  would be 
a b l e  t o  rece ive  equal iza t ion  a i d  up t o  the  median. Beyond t h a t  l e v e l  
t h e  d i s t r i c t  would have t o  use  only l o c a l  funds. Operating expense 
includes expense f o r  i n s t r u c t i o n ,  adminis t ra t ion ,  p lan t  maintenance bu t  
does not  include c a p i t a l  expense. 

We have examined t h e  foundation a i d  formula i n  d e t a i l .  I n  genera l  we 
f ind  t h a t  t h e  goals of the  foundation a i d  formula coincide  wi th  the  
goa l s  we have f o r  a school a i d  plan. Generally equal  educational  



opportunity should be ava i l ab le  t o  every c h i l d  i n  every d i s t r i c t  i n  
the  s t a t e ,  regardless  of a l o c a l  d i s t r i c t ' s  wealth. The foundation 
a i d  formula represents  a major s t e p  forward from the  previous f l a t  
grant  approach. The formula at tempts t o  assure  t h a t  adequate s t a t e  
resources w i l l  be made ava i l ab le  where l o c a l  resources are lacking. 
bJe have found, however, t h a t  t h e  foundation a i d  formula i n  i ts  present  
form is not assuring t h e  same opportunity i n  every school d i s t r i c t  i n  
the  s t a t e .  Spec i f i ca l ly ,  we have found t h e  following types of problem 
with the  experience under t h i s  formula: 

1. Inadequate Measurement of Local Wealth--We have found severa l  
problems with the  d e f i n i t i o n  of l o c a l  wealth as  t h e  amount of 
taxable valuat ion i n  the d i s t r i c t  (with c e r t a i n  adjustments) 

F i r s t ,  t h e r e  is  no recognit ion of t h e  ex ten t  t o  which o the r  u n i t s  
of government, munic ipal i t ies  and counties,  p a r t i c u l a r l y ,  have 
access t o  the  same t a x  base,  I f  the  extent  t o  which these o the r  u n i t s  
had access t o  the  t a x  base were r e l a t i v e l y  t h e  same f ron d i s t r i c t  t o  
d i s t r i c t ,  t h i s  would not  present  a problem. But a s  a matter of f a c t ,  
the  t ax  base is used more by other  u n i t s  of government i n  some school 
d i s t r i c t s  than i n  o thers .  I n  such s i t u a t i o n s  a school d i s t r i c t  does 
not have as much valuat ion ava i l ab le  t o  i t  a s  might appear. I n  some 
school d i s t r i c t s  only 1 /3  of the  t o t a l  t a x  l e v i e s  a r e  f o r  non-school 
purposes'while i n  o the r  school d i s t r i c t s  213 of the  t ax  l e v i e s  are f o r  
non-school purposes. A school d i s t r i c t  with a valuat ion which is 
used extensively by non-school u n i t s  of government does not  have 
as  much wealth as  i t  is given c r e d i t  f o r  i n  the  formula. Consequently 
i t  g e t s  l e s s  s t a t e  a id .  Put  another way, its valuation f o r  school 
Purposes is a r t i f i c i a l l y  i n f l a t e d .  

Second, the  wealth, o r  a b i l i t y  t o  pay, of a school d i s t r i c t  is based 
only upon the  assessed valuat ion of property. It is t rue ,  of course, 
t h a t  f o r  l o c a l  taxing purposes a school d i s t r i c t  may t a x  nothing but  
t h e .  l o c a l  assessed valuation.  The burden on taxpayers is  more severe 
i n  some communities than i n  o the rs ,  however. For example, two 
communities s i d e  by s i d e  have the  same assessed valuat ion per pupil .  
But the  income of r e s i d e n t s  i n  one may be  higher than the  o the r .  
This d i f fe rence  w l l l  not  be re f l ec ted  i n  the  amouat of s t a t e  a i d  
received by each d i s t r i c t .  

Third, the  valuat ion under the  current  formula i s  adjusted a r t i -  
f i c i a l l y  by adding i n  the  value of household goods i n  the  l a s t  Year 
i n  which they were taxable even though they a r e  not  taxable  now. 
Such a p rac t i ce  bears no re la t ionsh ip  t o  the  way a id  should be 
d i s t r ibu ted .  

2. Differences Amonp Pupi ls  Not Adequately Considered--The foundation 
a i d  formula was designed t o  r e f l e c t  d i f ferences  i n  the  cos t  of edu- 
cat ing d i f f e r e n t  kinds of s tudents .  Under the  formula e x t r a  funds 
a r e  provided f o r  s tudents  i n  grades 7-12 on the  assumption t h a t  i t  
cos t s  more t o  educate secondary s tudents .  Other, perhaps more in-  
por tant ,  d i f ferences  were not  taken i n t o  considerat ion.  For example, 
the  formula does not account f o r  the  higher cos t s  which a r e  o r  
should be incur red i n  educating disadvantaged youth, whether r u r a l  
o r  urban, white, black o r  Indian. Furthermore, the  e x t r a  s t a t e  funds 



f o r  secondary s tudents  do not  accurately r e f l e c t  a c t u a l  d i f ferences  
i n  cos t s .  Under t h e  present  formula a school d i s t r i c t  receives 40% 
more a i d  per pup i l  f o r  a secondary student  than an elementary s t u l e r - t ,  
even though the  a c t u a l  cos t  d i f ferences  would make the  percentags 
about 252, i f  any di f ference  a t  a l l  is t o  be  recognized. (Some 
educators argue t h a t  elementary education is s o  important t h a t  s t a t e  
a i d  should be the  same a s  f o r  secondary education.) 

The foundation a i d  formula accounts f o r  d i f ferences  i n  pupi ls  by the  
use of a f a c t o r  ca l l ed  the "pupil un i t . "  I f  each pup i l  enrol led  i n  
school were counted a s  1 pupi l  u n i t ,  then t h e  number of pupi ls  
enrol led  would coincide with the  number of pup i l  un i t s .  But a 
secondary s tudent  counts a s  1.4 pupi l  u n i t s ,  a kindergarten pup i l  
a s  .5 p u p i l  u n i t s ,  and an elementary pup i l  a s  1.0 pup i l  un i t s .  m e n  
a i d  is  d i s t r i b u t e d  a school d i s t r i c t  receives so  many d o l l a r s  per  
pup i l  u n i t ,  not  j u s t  pe r  enrol led  pupil.  

Too Many Specia l  Adiustments--The i n a b i l i t y  of t h e  foundation a i d  
formula t o  r e f l e c t  with s u f f i c i e n t  accuracy the  d i f ferences  i n  
need f o r  funds and a b i l i t y  t o  pay among school d i s t r i c t s  was recognized 
i m p l i c i t l y  from the  s t a r t .  The Legis la ture  b u i l t  i n  a "floor,"  which 
is  a guaranteed amount of s t a t e  a i d  per pup i l  u n i t  regardless  of 
a d i s t r i c t ' s  wealth, a s  present ly  measured. I f  t h i s  adjustment were 
not  employed, c e r t a i n  school d i s t r i c t s  with high assessed valuat ion 
would receive  l i t t l e  o r  no s t a t e  a id .  

Also, because the  foundation a i d  f o w u l a  has not s u f f i c i e n t l y  
considered the  various d i f ferences  i n  types of s tudents  , the  
Legis la ture  has from time t o  time adopted s p e c i a l  supplementary a i d  
programs outs ide  the  foundation formula. The percentage of t o t a l  
s t a t e  school a id  i n  t h i s  form has increased from 22% i n  1.964-65 t o  
27% i n  1970-71. The p r o l i f e r a t i o n  of these  s p e c i a l  a id  programs 
has made i t  very d i f f i c u l t  t o  a ssess  the  o v e r a l l  impact of the  
a id  program. These s p e c i a l  a i d s  a r e  a sub jec t  of constant  debate: 
t h e i r  presence is  an i n p l i c i t  admission t h a t  the  foundation a i d  
formula does not  work adequately. 

4.  Overlv Corn?&--To acconplish equal iza t ion under the  present  formula 
the  Legis la ture  has adopted a p r a c t i c e  whereby an a r t i f i c i a l  
va luat ion fo r  each school d i s t r i c t  i s  ca lcula ted  and then an a r t i -  
f i c i a l  m i l l  r a t e  is applied agains t  t h i s  va luat ion t o  a r r i v e  a t  t h e  
amount of l o c a l  e f f o r t  t h a t  should be required. This is deducted from 
t h e  o v e r a l l  s t a t e  a i d  ent i t lement .  The conbination of using t h e  
a r t i f i c i a l  va luat ion and m i l l  r a t e s  f igure  and the  necess i ty  t c  
sub t rac t  t h e  product from the  s t a t e  a i d  ent i t lement  has made i t  very 
d i f f i c u l t  f o r  l e g i s l a t o r s  and o the rs  t o  understand t h e  formula, le t  
alone propose meaningful changes. 

5. Aid Rased On Attendance. Not Enrollment--Aid is d i s t r i b u t e d  now on 
the  b a s i s  of the  number of pup i l  u n i t s  i n  average da i ly  attendance. 
The problem i n  using average da i ly  attendance is t h a t  a school d is -  
t r i c t  w i l l  be penalized i f  i ts s tudents  have a high r a t e  of truancy. 
This is  l i k e l y  t o  occur more i n  school d i s t r i c t s  with high mobil i ty 
of t h e  population and i n  t h e  lotqer socio-economic areas .  It is 
prec i se ly  i n  these areas  where added funds a r e  needed. Using 



average d a i l y  a t tendance  works a g a i n s t  an adequate supply of funds 
f o r  t hese  d i s t r i c t s .  Pi!r:f.ermorc, use  of m e r a g e  d a i l y  a t tzndance  
means t h a t  a school  d i s t r i c t  which chooses t o  o p e r a t e  school  beyond 
t h e  175 day ninimum prescr ibed  by tile L e g i s l a t u r e  can run t h e  r i s k  
of reduct ion  i n  s t a t e  a i d  i f  t h e  average d a i l y  a t tendance  of studect.5 
drops a f t e r  t h e  175th day.  

6 .  Levy Limi ta t ions  Not Related t o  Aid Fornula--Altho~lgh i t  may no t  be 
widely Icnown. most school  d i s t r i c t s  i n  Minnesota a r e  l i m i t e d  by s t a t e  
law on the  e x t e n t  t o  which they can levy l o c a l  proper ty  t a x e s *  Only 
i n  r e c e n t  years  have t h e  t a x  l e v i e s  of many school  d i s t r i c t s  reached 
a p o i n t  where t h e  impact of t h e  l i m i t  i s  f e l t .  (A few school  d i s t r i c t s ,  
inc luding  a l l  school  d i s t r i c t s  i n  suburban Ranscy County and t h e  Golden 
Valley School D i s t r i c t  i n  Hennepin County, have rece ived  s p e c i a l  
1egi . s la t ion  exempting them from t h e  levy 1i.mits.) The levy l i m i t  is 
a r r i v e d  a t  i n  a complex s e r i e s  of c a l c u l a t i o n s .  For school  d i s t r i c t s  
where t h e  gene ra l  l evy  l i m i t  law a p p l i e s ,  a d i s t r i c t  is l i m i t e d  t o  a 
levy of $390 per  r e s i d e n t  p u p i l  u n i t ,  ad jus t ed  f o r  c o s t  of l i v i n g  
i n c r e a s e s ,  f o r  ope ra t ing  expendi tures .  A d i f f e r e n t  procedure is  used 
f o r  t h e  l i m i t  applying i n  suburban Mennepin County school  d i s t r i c t s ,  
e x c l ~ s i v e  of t h e  Gclden Valley d i s t r i c t .  

In  additi-on t o  t h e  obvious problems of d i f f e r e n t  lev]  l i m i t s  ( o r  
no l i m i t s  a t  a l l  i n  some school  d i s t r i c t s )  from d i s t r i c t  t o  d i s t r i ( : t ,  
t h e  b a s i c  problem w i t h  the  gene ra l  levy l i m i t  law today i s  t h a t  i t  
i s  t o t a l l y  un re l a t ed  t o  t h e  foundat ion a i d  formula. (The except ion 
is t h e  levy l i m i t  1.aw f o r  suburban Hennepin school  d i s t r i c t s ,  
which i s  r e l a t e d  t o  t h e  formulo.) A school  d i s t r i c t  whlch r ece ives  
very l i t t l e  s t a t e  a i d  per  p u p i l  u n i t  under t h e  formula must have 
a much higher  proper ty  t a x  levy pe r  p u p i l  u n i t  than a d i s t r i c t  ~ h i c h  
r ece ives  a s i l b s t a n t i a l  amount of a i d  per  p u p i l  u n i t .  Yet both types 
o f  d i s t r i c t s  have t h e  same puvil. u n i t  levy limit. The e f f e c t  is 
t h a t  these d i s t r i c t s  which are e n t i t l e d  t o  only a s n a l l  amount of 
s t a t e  a i d  a r e  more r e s t r i c t e d  i n  t h e  amount they can spend per  p u p i l  
u n i t  than a r e  d i s t r i c t s  which r ece ive  l a r g e  amounts of s t a t e  a i d .  
The l a t t e r  d i s t r i . c t s  a r e ,  i n  o t h e r  vlords, much l e s s  a£ f e c t e d  by tne 
l i m i  t . 

7. Only Par t531  E c : ~ l i z a t i o n - - ~  key po l i cy  dec i s ion  by t h e  L e g i s l a t u r e  
i n  each biennium i n  updating t h e  foundat ion a i d  formula is  t h e  
dec i s ion  on t h e  foundat ion base  f i g u r e .  The f o s ~ ~ d a t i o n  base  f i g u r e  
o r i g i n a l l y  was intended t o  approximate t h e  s t a t ewide  median p u p i l  
ur.it ope ra t ing  expenditure .  The amount of s t a t e  a i d  each d i s t r i c t  
r ece ives  then is  c a l c u l a t e d ,  us ing  t h i s  f i g u r e  as a s t a r t i n g  p o i n t -  
Every - d i s t r i c t  r ece ives  l e s s  than t h e  foundat ion base  f i g u r e ?  wi th  
t h e  r e l a t i v e  amount depending upon t h e  l o c a l  va lua t ion .  I n  e f f e c t ,  
equa l i za t ion  t akes  p l a c e  up t o  t h e  foundat ion base  f i g u r e .  The 
c l o s e r  t h i s  f i g u r e  is  t o  t h e  a c t u a l  ope ra t ing  expendi ture  i n  each 
d i s t r i c t  t h e  b e t t e r  t h e  e q u a l i z a t i o n .  

In  t h e  yea r s  immediately fol lowing adoption of t he  foundat ion a i d  
formula t h e  L e g i s l a t u r e  r e l a t e d  t h e  foundat ion base  very c l o s e l y  
t o  t h e  median s t a t ewide  ope ra t ing  expendi ture .  I n  1957-58, f o r  
example, t he  foundat ion base  f i g u r e  w a s  $240 pe r  p u p i l  u n i t ,  whi le  the 
a c t u a l  median opera t ing  expendi ture  i n  t h a t  yea r ,  s t a t ewide ,  was $2b6 
Since then,  however, t h e  s i t u a t i o n  has become progress ive ly  worse* 



Currently,  the  foundation base f i g u r e  i s  only about 70% of t h e  average 
operat ing expenditure, and t h e  percentage i s  decl in ing annuelly. In 

1968-69, equal iza t ion  was based on a f igx re  of $355 per pup i l  tnit, 
while the  a c t u a l  median, s tatewide,  i n  t h a t  year  was reported by tkc 
S t a t e  Departlnent of Education t o  be  $506. (Mor?over, t h e  median was 
calcula ted  on a d i s t r i c t - b y d i s t r i c t  b a s i s ,  without taking i n t o  
cons idera t tcn  d i f fe rences  i n  s i z e  of d i s t r i c t s .  The median adjus ted  
f o r  d i f f e rences  i n  s i z e  of d i s t r i c t ,  would l i k e l y  be more than $506. 

Each school  d i s t r i c t ,  regardless  of i t s  wealth,  has t o  f inance 
l o c a l l y  a l l  the  expenditures above the  foundation base  f igure .  

I t  would have been poss ib le  f o r  the  Leg i s l a tu re  to  inc rease  t h e  
foundation base f i g u r e  t o  the  median operat ing expenditure each 
biennium, without necessar i ly  providing more t o t a l  s t a t e  a i d  than 
a c t u a l l y  was appropriated. However, there  have been marry forces  
working agains t  increas ing t h i s  f igure .  Increasing t h e  foundation 
base f i g u r e  without Fncreasing t h e  t o t a l  amount of st2t.e a i d  means 
d ive r t ing  subs tar . t ia l  d o l l a r s  of s t a t e  a i d  from the  higher-valuation 
d i s t r i c t s  t o  the  lower-valuation d i s t r i c t s .  

R. Property Tax Bel ief  Payments--The 1967 Leg i s l a tu re  approved far-reaching 
l e g i s l a t i o n  f o r  l o c a l  government f inance.  Efrery u n i t  of l o c a l  g 0 ~ ~ r T m e n t  
was a f fec ted  by the  1967 Property Tax Reform and Rel ief  Act. The z c t  
imposes a 3% s t a t e  s a l e s  tax .  I t  a l s o  provides f o r  t h r e e  kinds of 
s t a t e  payments t o  l o c a l  government. 

F i r s t ,  % of the  r e c e i p t s  from the  s t a t e  s a l e s  t ax  a r e  dedicated d i r e c t l y  
t o  c i t i e s ,  vi l la 'ges , unincorporated a reas  ( t h a t  is, towns) and school  
d i s t r i c t s .  

Second, payments a t e  provided t o  a l l  l o c a l  goverr~ments, c i t i e s ,  v i l l a g e s ,  
unincorporated a reas ,  school d i s t r i c t s ,  counties ,  and s p e c i a l  d i s t r i c t s  
a s  reimbursement f o r  property t a x  r e l i e f  granted t o  owners of c e r t a i n  
business and farm proDerty. 

Third,  p a ~ e n t s  a r e  made t o  a l l  l o c a l  governments a s  reimbursement f c r  
property tax  r e l i e f  granted t o  homeowners. I n  the aggregate, an amount 
g r e a t e r  than t h e  t o t a l  r e c e i p t s  from the  s t a t e  s a l e s  t ax  i s  paid anaually 
t o  l o c a l  government under t h i s  a c t .  I n  1970, the  payments a r e  $46 
million*f o r  d i r e c t  s a l e s  tax  shar ing ,  $80 mi l l ion  f o r  replacement of 
business and farm personal  property,  and $106 mi l l ion  f o r  homestead 
reimbursement, a t o t a l  of $234 mi l l ion .  Estimates of s t a t e  s a l e s  t ax  
r e c e i p t s  f o r  1970 a r e  s l i g h t l y  less than $200 mi l l ion .  

As with t h e  school a i d  formula l e g i s l a t i o n  of 1957 t h i s  a c t  represented 
a m i l e s  tone i n  s t a t e - loca l  f i s c a l  r e l a t ionsh ips .  Perhaps the  outstanding 
f e a t u r e  of t h i s  a c t ,  from a l o c a l  government s tandpoint ,  is t h e  new 
d i r e c t i o n  es tabl i shed whereby t h e  s t a t e  assures  t o  l o c a l  government 
a share  of s t a t e  s a l e s  t a x  r e c e i p t s ,  whatever these  r e c e i p t s  happen t o  be* 

ce auto- This means t h a t  the  revenue t o  l o c a l  government w i l l  increa, 
mat ica l ly  a s  the  r e c e i p t s  from the  s t a t e  s a l e s  t ax  increase .  For Years 
l o c a l  government had been i n  urgent need of an a l t e r n a t i v e  revenue 
source, with b u i l t - i n  growth, t o  the  property tax.  The s t a t e  s a l e s  

*Exclusive of add i t iona l  payments to compensate for underpayments i n  
previous years. 



t a x  shar ing  is n o t  s u 5 j e c t  t o  r san?ro?r in t ion  a-err hm gears. This is 

R ver7  important aiid v f t n l  new dFrect tor .  f o r  s t a t e  l c c e l  f i . ? c a l  I 

~ 0 l i . c . .  . 
We have pa id  p a r t i c u l a r  a t t e n t i o n  t o  t h e  provis ions  of t h e  Proper ty  Tz:: 
Reform and Rel ie f  Act because they a r e  l i k e l y  t o  form t h e  b a s i s  f o r  zny 
new d i r e c r i o n  i n  s t a t e - l o c a l  f i s c a l  po l i cy  and because, i n  a d d i t i o n  
t o  s t a t e  school  a i d ,  t h e  payments make up t h e  l a r g e s t  s t a t e  payments t o  
l o c a l  government. S p e c i f i c a l l y  i n  our  a n a l y s i s  we have found as fol lows:  

Per  Capi ta  and Pe r  Census Child Sa les  Tax payments--The one-fourth 
of t h e  s a l e s  t a x  r e c e i p t s  i s  d i s t r i b u t e d  i n  t h i s  wanner: f i r s t ,  
a pe r  c a p i t a  s h a r e  i s  set a s i d e  f o r  t h e  t h r e e  c i t i e s  of t h e  f i r s t  
c l a s s ,  Minneapolis,  S t .  Pau l  and Duluth. Within each of t h e s e  
t h r e e  c i t i e s  t h e  funds a r e  s p l i t  2 /3  f o r  t h e  c i t y  government and 
1 / 3  f o r  t h e  school  d i s t r i c t .  Second, t h e  ba lance  of t h e  funds 
a r e  si11-i~ 50-50 between a l l  t h e  o t h e r  m u n i c i p a l i t i e s  p lus  town 
governlnents and a l l  t h e  o t h e r  school  d i s t r i c t s .  The m u n i c i p a l i t i e s  
and tow2 governments sha re  on a p e r  c a p i t a  b a s i s  and t h e  school  
d i s t r i c t s ,  on a pe r  census c h i l d  b a s i s .  A "census ch i ld"  is 
every person between 6 and 16 ,  i n c l u s i v e ,  who r e s i d e s  i n  t h e  
school  d i s t r i c t ,  r ega rd l e s s  cf whether h e  a t t e n d s  ? u b l i c  o r  p r i v a t e  
school .  

k stralg! l t  p e r  c a p i t a  d i s t r i b u t i o n  f a i l s  t o  account f o r  s u b s t a n t i a l  
d i f f e r ence% i n  needs of d i f f e r e n t  communities. I n  1967, according 
t o  t h e  Minnesota P u b l i c  Examiner, mtmicipal e x ~ e n d i t u r e s  p e r  c a p i t a  
i n  t h e  s t a t e ' s  l s r p e s t  c i t i e s  riveraped m i c e  the aer c a o i t a  emen-  
d i t u r e s  of t h e  sma l l e s t  c i t i e s .  The average f o r  a l l  m u n i c i p a l i t i e s  
i n  t h e  s t a t e  was $74 p e r  c a p i t a ,  whi le  t h e  f i g u r e  i n  Minneapolis and 
S t .  Pau l  was about $103 and f o r  m u n i c i p a l i t i e s  under 2,500 
populat ion,  t h e  f i g u r e  was $53. 

Per' cevsus c h i l d  a s  a method of d i s t r i b u t i o n  is inadequate  because 
i t  does not  r e l a t e  t o  t h e  numbers of p u p i l s  en ro l l ed  i n  school .  
But more .important, t h e  i n c l u s i o n  of school  d i s t r i c t s  i n  d i r e c t  
sha r ing  of t h e  s t a t e  s a l e s  t a x  i s  an i m p l i c i t  r ecogn i t i on  of t h e  
shortcomings of t h e  p re sen t  foundat ion a i d  formula. Assuming, 
t h e r e f o r e ,  t h a t  t h e  p re sen t  foundat ion a i d  formula needs changing, 
and i s  changed, we cannot j u s t i f y  a s e p a r a t e  a i d  payment of t h i s  
magnitude t o  school  d i s t r i c t s .  I f  t h e  foundat ion a i d  formula 
accu ra t e ly  r e f l e c t s  t h e  d i fke rences  i n  need and a b i l i t y  t o  pay from 
d i s t r i c t  t o  d i s t r i c t ,  such a s e p a r a t e  a i d  problem can only d i l u t e  
whatever equa l i za t ion  i s  intended i n  t h e  foundat ion a i d  formula. 

Under t h e  p re sen t  d i s t r i b u t i o n  towns a r e  t r e a t e d  j u s t  a s  c i t i e s  and 
v i l l a g e s ,  which assumes, i n c o r r e c t l y ,  t h a t  t hese  unincorporated a r e a s  
have t h e  same types of scrvic .es  t o  f i nance  a s  do c i t i e s  and v i l l a e e s -  
To t h e  ex t en t  t h a t  a l l  u n i t s  of government r e c e i v e  a sha re ,  simply 
because they e x i s t ,  t h i s  reduces t h e  amounts t h a t  can be  made 
a v a i l a b l e  t o  those  u n i t s  w i t h  t h e  g r e a t e s t  need f o r  t h e  funds. 

2. --- Farm and -- Business _ _-- Prg-er ty Replacement--Certain farm and bus iness  
proper ty ,  formerly t axab le ,  has  been made t a x  exempt under t h e  1967 
Proper ty  Tax Reform and Rel ie f  A c t ,  The exemption app l i ed  t o  a l l  
farm l i v e s t o c k  and machinery and t o  a bus iness '  i nven to r i e s  o r  



equipment, a s  each business may choose. A l l  j u r i s d i c t i o n s  which 
levy property taxes (mu>icipal i t ies ,  towns, counties,  school d i s t r i c t s  
and s p e c i a l  d i s t r i c t s )  a r e  reimbursed from s ta te  funds f o r  l o s s  of 
revenue because of the  property now exempt. 

The s t a t e  paid approximately $57,300,000 i n  1968 and again i n  1969 
f o r  personal  property replacement. During 1970 and again i n  1971 
t h e  payment w i l l  be approximately $80,000,000. 

These payments were intended t o  be n e u t r a l ,  merely reimbursing l o c a l  
government f o r  t a x  revenue they otherwise would have received. But 
t h i s  i s  n o t  t h e  case. 

Under the  a c t  the  s t a t e  payment t o  each u n i t  of governmat is a 
percentage of its current  property t a x  levy. I n  e f f e c t ,  each u n i t  of 
government is allowed t o  send the  s t a t e  a b i l l  f o r  p a r t  of its 
l o c a l  property tax  levy. There i s  no l i m i t  t o  the amount t o  be 
paid by the s tate  i n  future ,years. It w i l l  simply be a percentage 
of the  l o c a l  levy. Moreover, t h a t  percentage v a r i e s  widely from 
community t o  community (from zero t o  34% i n  the  metropolitan a rea  
and from zero t o  65% statewide).  The percentage i s  based only on 
the relationships Eetween the 1967 Zety on the now-tax-exempt 
property and the total  levy i n  that year. None of the changes i n  Zo- 
c a t i ~ n  or value of $he now-tax-exempt property since that  year are 
ref lected.  Some communities receive  s u b s t a n t i a l  amounts and w i l l  
continue, under present  l a w ,  t o  receive  w e n  g r e a t e r  amounts i n  
f u t u r e  years,  while o the r s  receive very l i t t l e .  Put another wag,  
each locaZ government can tax the s tate ,  without l i m i t ,  except 
that some local governments can apply a much higher rate t h m  others. 

IJe do not  quar re l  with the  f a c t  t h a t  l o c a l  governments needed t o  be 
reimbursed f o r  l o s s  of revenue a t  t h e  t i m e  the  farm and business 
property was f i r s t  made tax-exempt. Also, t h i s  reimbursement i n  
the  f i r s t  years had t o  be re la ted  t o  the amount of: exempt personal  
property i n  each community. Consequently, some received more than 
others .  But i t  is unreasonable t o  allow a permanent automatic 
e sca la t ion  of payments i n  such a manner, with each community's 
share  dependent upon the  locat ion and value of property before i t  
was made tax-exempt . 

3. Homestead Reimbursement--A t h i r d  major p a r t  of the 1967 Act provides 
t h a t  t h e  s t a t e  w i l l  reduce homestead taxes by paying l o c a l  govern- 

.merits f o r  35% of t h e  f i r s t  $714 of homestead property tax ,  f o r  
purposes o ther  than debt ret irement.  (Actually, thz  law s t a t e s  
t h a t  t h e  c r e d i t  s h a l l  be 35% of the  non-debt t ax ,  with a maximum 
allowable c r e d i t  of $250 per homestead. The $250 is 35% of $714.) 

The s t a t e  payment t o  l o c a l  governments under t h i s  provision is 
approximately $106 mil l ion  i n  1970. There a re  approximately 
818,000 lromesteads i n  the  s t a t e .  The t o t a l  s t a t e  payment, a s s m i n g  
the  same number of homesteads, w i l l  i n  f u t u r e  years approach a 
maximum annual payment of $205 mil l ion .  

Cecause the  state payment does not  cover the  portion-of --the tax bil l  
f o r  debt re t i rement ,  state payments t o  l o c a l  governments with heavy - - 
debt obligations a r e  r e l a t i v e l y  lower than t o  o thers .  We do not 



be l i eve  i t  is equi table  t o  give higher payments, proport ionately,  
t o  l o c a l  governments with l ~ w  debt: obl igat ions ,  a t  t h e  expense of 
o the r s ,  nor to penal ize  horneowr.ers i n  conununit.ies with heavy debt 
obl igat ions .  

Furthermore, because of the  way i n  which t h e  payments are made, lower 
income famil ies  i n  less expensive homes receive  t a l i c f  mtc s l m l y ,  
than do higher income fami l i e s  i n  more expensive homes. 

Ye a l s o  have s e r i o u s  reservat ions  about t h e  commitment, i n  present  
law, t o  double t h e  t o t a l  homestead c r e d i t  i n  f u t u r e  years  from $106 
mil l ion  t o  approximately $205 mil l ion .  The add i t iona l  $100 mil l ion  
could be used much more e f f e c t i v e l y  by the  s t a t e  i n  o ther  aLd 
programs. F ina l ly ,  we quest ion giving add i t iona l  a i d  t o  homeowners 
and not  t o  r e n t e r s .  We do no t  bel ieve  it is sound publ ic  policy t o  
s u b s i d f z e  home ownership by an add i t iona l  $100 mi l l ion  beyond the  
present  level .  



Our recommendations here bu i ld  on the  ac t ions  of t h e  1967 Legis la ture  t o  provize 
~nunic ipal  governments with a non-property source of revenue t o  f inance general  
municipal services .  We a r e  s u g g e s t i ~ ~ g  a way t o  inc rease  su t \ s t an t i a l ly  t h e  t o t a l  
amount f o r  munic ipal i t ies .  We a r e  f u r t h e r  proposing t h a t  the  revenue be  d i s t r f -  
buted among munic ipal i t ies  i n  a way which more accurately r e f l e c t s  t h e i r  d i f  far-  
e n t i a l  need f o r  funds. 

Units t o  Share A* --.--- 

1- We recommend tha t  an e n t i r e  one-fourth of t h e  s t a t e  s a l e s  tax  rece ip t s  be 
dedicated t o  c i t i e s ,  v i l l a g e s  and county governments. The e f f e c t  of th i s  
recommendation would b e  approximately t o  double the t o t a l  amount for mu- 
n i c i p a l  government. For purposes of explanation,  the one-f ourth of the 
s a l e s  tax  rece ip t s  could be ca l l ed  the  Municipal Aid Fund. 

2 .  We recommend t h a t  county governments, which now do not  share  (other than 
f o r  the i n s i g n i f i c a n t  mount f o r  unorganized t e r r i t o r y )  receive  t h e  
amounts a t  t ributrible t o  unincorporated areas  (towns). unincorporated 
area.; no longer would share  d i r e c t l y  i n  s t a t e  s a l e s  tax  payments. 

3 We recommend t h a t  school d i s t r i c t s ,  which now receive  approximately one- 
half  of the d i r e c t  s a l e s  t a x  payments should receive  a l l  t h e i r  S t a t e  a i d  
from an improved foundation a id  formula, a s  reccmended elsewhere i n  t h i s  
report .  A d i r e c t  s a l e s  t a x  payment t o  school d i s t r i c t s  d i s t r ibu ted  Out- 
s i d e  the  s t a t e  foundation a i d  formula d i s t o r t s  the  ex ten t  of equa.tization 
which is iatended i n  the formula. 

B. Dis t r ibut ion 

1. We recornlend t h a t ,  with c e r t a i n  adjustments as out l ined below, the  Cfuni- 
c i p a l  Aid Fund be d i s t r i b u t e d  t o  each c i t y  and v i l l a g e  according t o  the  .. proportion whkh  its local ly-ra ised  revenue b e a t s  t o  the  t o t a l  local ly-  
r a i sed  revenue of a l l  c i t i e s ,  v i l l a g e s  and ucincorporated areas .  

We would accept the d e f i n i t i o n  of local ly-ra ised  revenue as used by 
U.S. Bureau of t h e  Census, which includes revenue from a l l  l o c a l  taxes 
spec ia l  assessments , l icenses ,  f ees  , permits ,  and s o  f o r t h  , b u t  excl~1dj.ng 
r e c e i p t s  from u t i l i t y  operat ions,  such as municipal water ,  municipal 
e l e c t r i c i t y  and u.unicipa1 l iquor  s t o r e s .  Locally-raised revenue woulcl 
no t  inc lude,  e i t h e r ,  property ta r e l i e f  payments f o r  personal  property 
replacement and homestead c r e d i t  from the  s t a t e  t o  t h e  l o c a l i t y -  County 
governments would share  i n  the  Municipal Aid Fund by receiving the  
mounts  a t t r i b u t a b l e  t o  unincorporated areas.  

2. We recomme:ld t h a t  the  s t a t e  Municipal Md Fund b e  divided f i r s t  between 
t h e  seven-county Twin C i t i e s  region and t h e  r e s t  of the  s t a t e  according 
to  the  Proportion which the  local ly-ra ised  revenues of a l l  c i t i e s ,  v i l -  
lages and unincorporated oreas i n  the  region bear  t o  the  t o t a l  local ly-  
r a i sed  revenues of a l l  c i t i e s ,  v i l l a g e s  and unincorporated areas  i n  the  
s t a t e .  



3 .  Next, t o  r e f l e c t  d i f f e rences  i n  l o c a l  t a x  resources and naeds,  we re- 
ccmnend t h a t  each c i t y ' s  and v i l l r ; g e t s  en t i t l emen t  i n  the  Twin C i t i e s  
region be ad jus t ed  using two f a c t o r s ,  weighted equal ly ,  i n  a composite 
index. The f a c t o r s  would be:  (1) Assessed va lua t ion  pe r  c s p i t a ,  3s 
equal ized f o r  d i f  fc rences  i n  assessment p r a c t i c e s ,  and (2 )  indf v i d u a l  
ad jus ted  gross  incone pe r  dwelling u n i t ,  using ad jus t ed  gross  income 
from biinnesota income tax  forms. 

A muni.cipal i tyfs  sha re  of t h e  fund would be ad jus ted  up o r  dman depend- 
ing upon whether i t s  va lua t ion  per  c a p i t a  and income p e r  dwell ing,  i p  
t he  aggregate,  were above o r  below average f o r  t h e  e n t f r e  region.  A 
below-average v a l u a t i o n  o r  iccome would con t r ibu te  t o  a l a r g e r  s h a r e ,  
while  an ahove average v a l u a t i o n  o r  income would c o n t r i b u t e  t o  a smaller 
share.  (See Chart I i n  Appendix.) 

We have not reviewed whether i t  i s  d e s i r a b l e  t o  r e f l e c t  d i f f e rences  i n  
assessed va lua t ion  and income i n  a p p o r t i o m e n t  t o  c i t i e s  and v i l l a g e s  
o u t s t a t e .  I t  would be  p o s s i b l e  t o  d i s t r i b u t e  t o  each oz the 11 eCon@rd-c 
reg ions  of the s t a t e ,  a s  w e  have recommended f o r  t h e  %in  C i t i e s  region,  
and then t o  inc rease  o r  reduce each c i t y  and v i l l a g e ' s  en t i t l emen t  i n  
each o u t s t a t e  reg ion  a s  we have recomaended f o r  t he  Twin C i t i e s  regior-• 

We have found i t  extremely d i f f i c u l t  t o  ob ta in  accura te  information t h a t  
would enable us t o  analyze t h e  impact of t hese  s p e c i f i c  adjustment face  
t o r s  as proposed here .  Based on t h e  information we were a b l e  t o  obta in ,  
they appear reasonable. Hawever, we want t o  s t r e s s  t h a t  our suggested 
adjustments may no t  be  the  only ones t o  r e f l e c t  d i f f e rences  i n  a b i l i t y -  
to-pay and ef f c r t .  A s  a d d i t i o n a l  i n £  ormation becomes a v a i l a b l e ,  i t  
might be d e s i r a b l e  t o  review these  proposed adjustments a s  t o  t h e i r  
o v e r a l l  impact on var ious  comnunities . 
We a l s ~  recognize the problems of w r i t i n g  a formu1.a i n t o  law which may 
be d i f f i c u l t  t o  change i n  coming years  as condi t ions  change. We would 
no t  b e  ' averse  t o  charging the  Het ropol i tan  Council wi th  monitoring the  
opera t ion  of the  formula and preparing recommendations, as necessary,  
t o  the  Leg i s l a tu re  f o r  changes i n  d i s t r i b u t i o n  of t h e  funds t o  municipal- 
i t i . e s  i n  t h e  Trc-izl C i t i e s  region.  If and a s  any add-on non-property 
taxes a r e  imposed a t  the  r e g i o n a l  l e v e l  i n  the  T ~ d n  C i t i e s  reg ion  t h e  
same approach should be followed f o r  d i s t r i b u t i o n  of those  funds. 

Fur ther ,  we b e l i e v e  i t  i s  d e s i r a b l e  f o r  t h e  Leg i s l a tu re  t o  r e q u i r e  per t -  
0d-i.c review of al.1 d i s t r i b u t i o n  f o m u l a s  by an appropr ia te  arm of s t a t e  
government, perhaps the  S t a t e  Department of Taxation. 

(See pages 33-36 f o r  more d e t a i l e d  discussf  on of t hese  recommendations 

11. School Finance 

A. - Level of S t a t e  --.__ Supxort--We __ recommend t h a t  the Leg i s l a tu re  provide s t a t e  f i -  
nancing of elementary and secondary educat ion up t o  t h e  average pe r  p u p i l  
u n i t  operat ing expenditure i n  each region of t h e  state. We believe t h i s  
goal  could be reached i n  1971. 

The ove ra l l  S t a t e - loca l  t ax  burden i n  Minnesota need not  necessa r i ly  be  an 
i s s u e  wi th  S t a t e  f inancing  up t o  t h e  l e v e l  of t he  average opera t ing  expen- 

i 



d i t u r e s  of the  publ ic  schools, To the  extent  the s t a t e  increases  support 
f o r  educaticn, tile mount  of l c  - d l  taxati.on needed f o r  schools goes d@**. 
If a l l  sr s u l s r a n t i a l l y  a l l  of t h e  expenditures a r e  financed by the  s t a t e ,  
the l o c a l  school property tax l e y  becones minimal. I n  t h e  year ending 
2une 30, 1969, approxtmately $270 mil l ion  i n  property taxes was levied by 
school d i s t r i c t s  t o  f inance operat ing expenditures. I f  t h i s  amocnt were. t o  
be financed by s t a t e  taxes ,  the  S t a t e  Legis la ture ,  appropr ia te ly ,  would makg 
the policy decision on the  o v e r a l l  n i x  of property,  s a l e s ,  income, arid Per- 
haps even some new type of t ax ,  such as a value-added tax. A statewide m i l l  
r a t e  of approximately 100 m i l l s  would r a i s e  $270 mi l l ion ,  There now is no 
s t a t e  m i l l  r a t e .  The s t a t e  s a l e s  t ax  ra i sed  $195.5 mil l ion  i n  the  year enr.!- 
ing .June 30, 1970, and the  s t a t e  income tax ,  $415.6, according t o  p r c l h i n -  
ary f igures  f r m  t h e  Minnesota Department of Taxation. 

(See Pages 36-37 f o r  more d e t a i l e d  discussion of t h i s  recommendation.) 

l?le quest ion of a higher aggregate l e v e l  or  support ( including both l o c a l  
and s t a t e  funds) f o r  elementary and secondary education is no t  faced in 
repor t .  Our recommendations a re  cozlcerned wi th  revenue d i s t r i b u t i o n *  Wz 
a r e  s p e c i f i c a l l y  n e u t r a l  on the  quest ion of whether the  aggregate l e v e l  of 
support  should be increased f o r  education o r  f o r  reducing support.  

C .  Foundation Aid Formula--We r e c m e n d  a new approach t o  the  foundation a id  
formula which will r e l a t e  t o  ac tua l  expenditures (not only a por t ion,  as a t  
present),  which w i l l  r e f l e c t  mere important d i f ferences  ir, the  cos t s  of edu- 
ca t ing  pup i l s  (not j u s t  grade l eve l s ,  a s  a t  present)  , and which wf 11 provide 
more accura te  measures of Local a b i l i t y  t o  pay and e f f o r t .  

Our recommendation w i l l  be b a s i c a l l y  t h e  same, a t  f u l l  s t a t e  support of t h e  
operat ing ex2enditures o r  a t  some lower l e v e l ,  except t h a t  with f u l l  s t a t e  
support i t  w i l l  be unnecessary t o  apply s t e p s  i n  t h e  formula which take i n t o  
account d i f ferences  i n  l o c a l  a b i l i t y  t o  pay and e f f o r t .  

We r e c o m ~ n d  t h a t  s t a t e  a id  t o  each school d i s t r i c t  be determined eascnt ia l lY 
i n  the  f o l l o t ~ i n g  manner (See a l s o  Cb.art I1 i n  appendix): 

Step 1: P lu l~ ip ly  the  p u p i l  u n i t  expenditure (as ca lcula ted  below) by the 
number of pup i l  u n i t s  (as calcula ted  beiow). 

Step 2 : (Unnecessary with subs t a n t i a l l y  f u l l  s t a t e  support. ) Multiply Lhe 
r e s u l t  i n  Step 1 by t h e  o v e r a l l  percentage of l o c a l  school operat-  
ing expenditures which the  Legislacure decides w i l l  be paid  by the  
s t a t e .  

Step 3: (Unnecessary with subs tan t i a l ly  f u l l  s t a t e  support) Multiply the  re- v-  

suit i n  Step 2 by a v a r i a b l e  support index, as calcula ted  below, 
which e s s e n t i o l . 1 ~  w i l l  i nc rease  o r  decrease a school d i s t r i c t ' s  
enti t lement based on its taxpayers'  a b i l l  t y  t o  pay and l o c a l  tax 
e f f o r t .  

1. - Unit _-__ Ex~enditure--The pupi l  u n i t  expenditure, the  base f i g u r e  from 
s i c k ~  the  a c t u a l  a i d  to  each school d i s t r i c t  i s  determined, should be  
100 Per cent  of the  previous yea r ' s  average pe r  pup i l  u n i t  of operat ing 
expendi-ture i n  each of the  11 economic regions of the  s t a t e ,  adjusted 



f o r  c o s t  of l iv ing  changes. The present  foundation a id  formula is par- 
t i c u l a r l y  de f ic ien t  i n  t h a t  t h e  foundation bzse f igure  represents  ca ly  
about 70 per cent of operat ing expenditures. This is no t  how much s t a t e  
a i d  is paid; i t  is  only the  base from which a i d  is determined. I n  ck.- 
f e c t ,  equal iza t ion i s  only taking place t o  t h a t  extent .  With our  pro- 
posal ,  equal iza t ion would cover t h e  t o t a l  operat ing expenditure. 

I n  a school d i s t r i c t  where the  average pup i l  u n i t  expenditure is below 
the  regional  average, the  b a s i s  f o r  payment ( t h a t  is, t h e  base f i g u r e  
from which a c t u a l  a i d  t o  each school d i s t r i c t  is  determined) should be 
the d i s t r i c t ' s  a c t u a l  pup i l  u n i t  operat ing expenditure. However, such 2 

d i s t r i c t  should be e n t i t l e d  t o  add i t iona l  funds up t o  the  average if it 
can show a demonstrated need, perhaps by p e t i t i o n  t o  the  S t a t e  Board of 
Education. 

2. Number of Pupi l  Unlts--We recommend t h a t  the  following di f ferences  i n  
pupi ls  be re f l ec ted  i n  determination of the  number of pup i l  un i t s :  

-- Pre-kindergarten -- Kindergarten -- Grades 1-6 -- Grades 7-12 -- Socio-economic disadvantaged -- Other d i f ferences  now re f l ec ted  i n  ca tegor ica l  appropriat ions t o  
each school d i s t r i c t  (physical ly handicapped, mentally handicapped, 
high school vocational)  

The weighting should be based upon a c t u a l  per  pup i l  expenditure i n  the  
previous year i n  each region. The S t a t e  Depsrtaent of Education sh3uld 
be empowered t o  obta in  the  necessary information from school d i s t r i c t s  
t o  develop the  appropr ia te  weighting. lcformation w e  have received in- 
d ica tes  i t  i s  reasonable t o  g ive  a dcuble weiqhticg f o r  s tudents  ident i -  
f i e d  a s  socio-economic disadvantaged. Disadvantaged s tudents ,  a s  def i m d  
i n  T i t l e  I of t h e  federa l  Elementary and Secondary Education Act, t~ou ld  
be an  acceptable de f in i t ion .  A double weighting means t h a t  i f  nn elc- 
mentary s tudent  Irere given a pupi l  u n i t  f a c t o r  of ( I ) ,  then a disadvan- 
taged s tudent  would be given a pup i l  u n i t  f a c t o r  of (2) .  In e f f e c t ,  a 
d i s t r i c t  would receive  twice a s  much s t a t e  a i d  f o r  each s tudent  iden t i -  
f i e d  a s  disadvantaged. The e x t r a  weighting f o r  disadvantaged pupi ls  
should be adjusted downward, a s  necessary, t o  o f f s e t  f e d e r a l  pa3ments 
t o  school d i s t r i c t s  under T i t l e  I. An e a s i e r  apnroach would be t o  de- 
duct  from a d i s t r i c t ' s  t o t a l  s t a t e  a i d  allotment the amounts received 
under T i t l e  I from the  federa l  government. However, w e  understand t h i s  
is not poss ib le  under present  f e d e r a l  law, regardless  of the  extent  t o  
which a s t a t e  may be r e f l e c t i n g  the  cos t s  of educating disadvantaged 
youth i n  the  regular  foundation formula. 

(See Page 39 f o r  f u r t h e r  discussion of t h i s  recommendation.) 

I f  the  number of pupi l  u n i t s  is  adjusted t o  account f o r  what expendi-- 
tu res  should be, r a t h e r  than what they ac tua l ly  have been, the  pupi l  
u n i t  expenditure i n  t h e  formula needs t o  be adjusted proport ionately,  
o r  e l s e  c e r t a i n  school d i s t r i c t s  w i l l  not receive  t h e i r  f u l l  e n t i t l e -  
nen t  of aid.  For example, t h e  t o t a l  number of pup i l  u n i t s  could be in- 
creased a r t i f i c a l l y  t o  r e f l e c t  what expenditures should be  i n  educating 
disadvantaged youth. This would tend t o  decrease a r t i f i c a l l y  the  over- 
a l l  pup i l  u n i t  expenditures on education. Consequently, a school 



d i s t r i c t  without disadvantaged youth would receive  l e s s  s t a t e  a i d  unless 
the pup i l  u n i t  expexditures were adjusted upward accordingly. 

a .  I n t r a - d i s t r i c t  - Differences--School d i s t r i c t s  with more than one 
school should be requtred t o  repor t  per pup i l  u n i t  expenditures SY 
school, and e:ip l a i n  d i f ferences  i n  the  expenditures, t o  the  exterltJ 
they e x i s t .  This would enable the  s t a t e  t o  determine the  ex ten t  t o  
which funds are being d i s t r i b u t e d  wi th in  the  school system t o  account 
f o r  pupi l  d i f ferences  upon which s t a t e  a i d  is based. 

b . Categorical  Aids--Special ca tegor ica l  a i d  programs can be discontin-  
ued t o  the ex ten t  t h a t  pupi l  u n i t s  a r e  weighted t o  take account of 
the pupi l  d i f fe rences ,  which now are handled wi th  s p e c i a l  a i d s ,  We 
bel ieve  t h a t  elmost a l l  of t h e  s p e c i a l  a i d  programs can be elimina- 
ted  i n  t h i s  process. An exception might be t r anspor ta t ion ,  because 
cos ts  of t r anspor ta t ion  vary s o  widely i n  the  s t a t e .  If transporta-  
t i o n  is  t o  be  continued as  a separa te  ca tegor ica l  a i d ,  the  a i d  
should be made ava i l ab le  t o  a l l  school d i s t r i c t s  which incur trans-  
por ta t ion  cos t s  and not  be l imi ted  t o  those above a c e r t a i n  geogra- 
phic area ,  as a t  present .  

c. Post-secondsrv Students--We be l i eve  t h a t  post-secondary a r e a  voca- 
--I--. ---..------- 
t i o n a l  school s tudents ,  now included as p a r t  of t h e  per  pup i l  ~ e j - g h t -  
ing ,  should be  removed f r k  the  regular  foundation a i d  program. Aid 
f o r  these s tudents  should be handled by separa te  appropriat ions t o  
the t o s  t-secondary i n s  ti tu t ions .  

3. Average Daily Membership--We recommend t h a t  the  a i d  be ca lcula ted  on tile 
b a s i s  of average da i ly  membership, which would not  penalize d i s t r i c t s  
whose s tudents  have poorer attendance records o r  d i s t r i c t s  which choose 
a longer school year with the  r i s k  of poorer attendance. The s t a t e  would 
have t o  e s t a b l i s h  procedures t o  assure  tllat s tudents  who ac tua l ly  have 
withdrawn from school a r e  not  kept on the menbership r o l l s .  

4 Variable Support -- Index--(Unnecessary with subs t a n t i a l l y  f u l l  s t a t e  sup- 
por t )  a I f  the l e v e l  of s t a t e  support ccntinues a t  s u b s t a n t i a l l y  below 
the  average cpera t ing expenditures of the  publ ic  schools,  we recommend 
t h a t  the  mormt of a i d  t o  which a school d i s t r i c t  is e n t i t l e d  be adjusted 
by taking i n t o  account three fac to r s :  (a)  The t o t a l  n e t  property tax  
levy Per pup i l  u n i t ,  including s p e c i a l  assessments and l ev ies  f o r  a l l  
u n i t s  of government within the  school d i s t r i c t ,  (b) the  assessed value 
Per pup i l  u n i t ,  as adjusted f o r  d i f ferences  i n  assessment p rac t i ces ,  and 
(c) adjusted individual  gross income per pup i l  u n i t ,  a s  reported on 
s t a t e  income tax  re turns .  The th ree  f a c t o r s  should be merged i n  a ~ m -  
p o s i t e  index which w i l l  give equal weight . to each. (See Chart I V  i n  
Appendix. ) A d i s t r i c t ' s  a i d  enti t lement would be increased o r  decreased 
depending upon whether t h e  levy per  pupi l  u n i t ,  va luat ion per p u ~ i l  u n i t  
and income per pup i l  u n i t  were above o r  below the  regional  average Per 
pupi l  u n i t .  Factors which would contr ibute  t o  an inc rease  i n  the s t a t e  
a i d  enti t lement would be an above average levy,  a below average valuat ion 
and a below average income. ~t is important t o  recognize t h a t  with the  
va r iab le  support index a school d i s t r i c t ' s  ent i t lement  conceivably could 
be g rea te r  than the  average pupil. u n i t  expenditure, adjusted f o r  cos t  of 
l i v i n g  changes. We be l i eve  t h a t ,  i n  no event ,  should a school d i s t r i c t  
receive more than the regional  pup i l  u n i t  expenditure, adjusted f o r  
Cost of l iv ing  changes. 



We have found it extremely d i f f i c u l t  t o  obta in  accura te  i n f o m . t i o n  t h a t  
would enable us t o  analyze t h e  impact of these  s p e c i f i c  adjusgment fat- - 
t o r s  a s  proposed here.  Based on the  information we were able t o  obta in ,  
they appear reasonable. However, we want t o  stress t h a t  our suggested 
adjustments may not be the  only ones t o  r e f l e c t  d i f f e rences  i n  e b i l i t y -  
to-pay and e f f o r t .  A s  add i t iona l  information becomes ava i l ab ie ,  i t  might 
be d e s i r a b l e  t o  review these  proposed adjwtments  as t o  t h e i r  o v e r a l l  
impact on various communities. 

5 .  Local L e v  Authority--We recommend t h a t  the  Leg i s l a tu re  discontinue 
current  p r a c t i c e  of prescr ib ing d i f f e r e n t  kinds of levy l i m i t s  f o r  
d i f f e r e n t  school d i s t r i c t s .  A-similar r e s t r a i n t  should be imposed 
equally on a l l  schoal  d i s t r i c t s .  The l i m i t  should not  be imposed i n  
such a manner a s  t o  be  more severe on those school d i s t r i c t s  which 
receive  the  l e a s t  amount of s t a t e  a i d ,  a s  cu r ren t ly  is the  case. 

We recognize and respect  the  s t rong f e e l i n g  of l o c a l  school  d i s t r i c t s  to  
be allowed t o  spend a t  what l e v e l  they des i re .  A t  t h e  same t i m e  w e  re- 
cognize th2 need, from a statewide s tandpoint ,  t o  keep expenditures i n  
l i n e ,  both a s  t o  t o t a l  and a s  t o  d i f f e r e n c e s  from d i s t r i c t  t o  d i s t r i c t ,  
and t o  develop incentives f o r  b e t t e r  u t i l i z a t i o n  of d o l l a r s .  We rQcSma 
mend an approach t o  accomplish both objec t ives .  

We recommend t h a t  t h e  Leg i s l a tu re  no t  impose any d i r e c t  levy l i m i t  0-n 
any l o c a l  school board. Ins tead ,  the  Leglslacrlrc should provide an in- 
cent ive  f o r  school  boards not  t o  levy s u b s t z n t i a l l y  more than o the r s .  
To accomplish t h i s  objec t ive ,  w e  recommend as  follows: 

I f  a school d i s t r i c t  chooses t o  levy l o c a l  taxes which, i n  cornbinaCion 
with s t a t e  a i d ,  produce a per  p u p i l  u n i t  opera t ing  expenditure s c b s t m -  
t i a l l y  above the  previous yea r ' s  regional  o r  s ta tewide  average Per 
pup i l  u n t t  e q e n d i t u r e  (adjusted f o r  c o s t  of l i v i n g  changes) , whichever 
i s  bigher,  a school d i s t r i c t ' s  s t a t e  a i d  should be reduced a c c o r d i n g l ~ .  
We do not  know exact ly  a t  what point  above the  average expenditure p e r  
pupi l  u n i t  s t a t e  a i d  sllould begin t o  be reduced o r  a t  what r a t e  the  
reduction should take place. Perhaps the  Legis la ture  w i l l  have t o  
experiment with some f ipurcs ,  determined ,rare o r  l e s s  "arbi trzrLiy",  
i n  the  f i r s t  few years .  It would not  apyear unreasonable t o  us t o  a l l m  
a school d i s t r i c t  t o  have a pup i l  u n i t  expenditure up t o  10% above the  
regional  o r  s tatewide average (adjusted f o r  cos t  of l i v i n g  changes), 
whichever is higher ,  before i t  begins t o  l o s e  sta te  a i d .  This would 
mean, f o r  example, t h a t  i f  t h e  average expenditure were $600 per   PIP^^ 
u n i t ,  the  school d i s t r i c t  could levy an amount s u f f i c i e n t  i n  combination 
with s t a t e  a i d ,  t o  spend $660 per  pup i l  u n i t  before any reduction i n  
s t a t e  a i d  would take  place.  It would a l s o  not  appear unreasonable 
t o  us t o  provide a reduction of 50 cents  i n  s t a t e  a i d  f o r  every d 0 l l . a ~  
of expenditure above t h i s  l eve l .  Continuing t h e  example above, assume 
a d i s t r i c t  des i red  t o  increase  i ts  pup i l  u n i t  expenditures t o  $700, 
which would be $40 above the  point  a t  which a reduction i n  s t a t e  a j d  
l ~ o u l d  begin. blithout a reduction i n  s t a t e  a i d ,  the  d i s t r i c t  would 
~ i l n p l ~  l e ~ y  an add i t iona l  $40 per  pup i l  u n i t  loca l ly .  But because 
s t a t e  a i d  would be reduced by 50 cents  f o r  every d o l l a r  of a d d i t i c n a l  

t h i s  means s t a t e  a i d  would b e  reduced by a t o t a l  of 
per Pupil  u n i t -  Consequently, t h e  school  d i s t r i c t  would have t o  levy 
loca l ly  an addi- t ional  $60 per pup i l  u n i t  t o  f inance  an a d d i t i o n a l  $40 
Of This proposal is workable a t  f u l l  o r  p a r t i a l  s t a t e  
support of the  previous y e a r t s  average pup i l  u n i t  operat ing expenditure* 
(See Pages 39-42 f o r  more de ta i l ed  discussion of t h i s  recommendation.) 

6 -  Capi ta l  E y W ? n d f t g ~ ~ ~ - A l . t w h  our  recomendetion on t h e  b a s i c  school aid 
formula covers only op-t+bp exr,endqpr,rme ram ) r n ~ , e x ~  c+a+o si r l  shnrilr! 



a lso  be provided fo r  a pott ion of cap i t a l  expenditures. Because of 
the uneven timing of cap i t a l  expenditures from d i s t r i c t  t o  d i s tx fc t ,  
we  recommend tha t  s t a t e  a id  fo r  t h i s  purpose be provided i n  a miparage 
grant program and not be integrated with the  basic  school aid f0:?mxlsl 
The Sta te  Department of Education should be  required to obtain pa 
inventory of investment i n  buildings by school d i s  t r i c t e  througtDaut 
the  e t a t e ,  adjusted fo r  obsolescence, and update the inventory d l y .  

9 Perhaps dol lars  for  cap i t a l  expenditures could be appropriated Ccb 
the  S ta te  Department of Edusatioa fo r  elementary and secondary schaa%a. 
The Department could apportion the construction funds based on 
demonstrated money needs of various d i s t r i c t s .  

Supvlementary Aide-It should not be necessary t o  d i s t r i bu te  azky o#@r 
e t a t e  a ids  t o  school d i s  t r i c t s  f o r  operating expenditures, outrZds the 
b a i c  formula a s  we  have proposed. The s t a t e  do l la rs  now us& far 
these supplementary a ids  should be used t o  help finance the bas ic  
formula. SuppLementary payments only serve to d i e t o r t  the  equarieation 
accomplished i n  the  regular formula. Supplementary a id s  t b  be d%&- 
continued should include the d i s t r i c t  ealee tax sharing fo r  s-1 
d i e t r i c t s  and a ids  paid t o  school d i s t r i c t s  f o r  taconi te  prapeSW or . 
excessive ra i l road,  a i rpo r t  o r  other  property-tax-exempt land i f t  the 
d i s t r i c t .  I f  some other form of general school a id ,  such a s  federal  
impacted area a id ,  is p d d  t o  a school d i s t r i c t ,  t ha t  d i s t r i c t ' s  state 
a id  e g t i t l m e n t  should be reduced by tha t  umount. 

8. Educational Obiectivee--Each loca l  school board needs t o  receive, from 
its inst ruct ional  s t a f f ,  an annual report  of the  educatllonal objectives 
of t he  school system and the extent to which those objectives were 
reached during the year i n  each scbot, using measurements a s  
determined by the inst rucf ional  s t a f f ,  We recammend t h a t  such reports 
be required and tha t  copies be submftted to  the  S t a t e  Department of 
Education. 

111. Provertv Tax Relief Pamengs 

A. Replacement f o r  P r o ~ e r t v  Made Exempt 

We reconmend as follows: 

1. The Legislature ehould place a ce i l ing  a t  the present $80 mill ion 
level ,  on the current d i s t r ibu t ion  of payment8 fo r  farm and business 
property made exempt. No uni t  of government should receive more 
i n  future  years f o r  replacement of exempt property than i t  now 
receives. 

2- The s t a t e  revenue which o thewise  would be needed i f i  fu ture  years t o  
finance higher reimbursement pa;ymeats fo r  exempt property ( the  3screas6 
was $22 mill ion between 1969 and 1970) should be used instead t o  help 
finance an impreved school a id  formula. This would o f f se t  the  loss  i n  



s t a t e  payments t o  echo01 d i s t r i c t s  under our previous recommendation 
t h a t  the  d i r e c t  s a l e s  tax sha re  which 'now goes t o  school d i s t r i c t s  be 
channeled i n t o  t h e  Municipal Aid Fund. 

3. As 1967 recedes f a r t h e r  i n t o  t h e  p a s t ,  the  d i s t r i b u t i o n  of the  $80 m i l -  
l i o n  w i l l  become less and l e s s  representa t ive  of t h e  a c t u a l  locat ion 
and value of exempt property. l'he Legis la ture  should gradually change 
the method by which t h e  $80 mi l l ion  is d i s t r i b u t e d  t o  l o c a l  government 
i n  l i n e  with o ther  recammendations i n  t h i s  repor t .  

(See Page 42 f o r  add i t iona l  discussion of these  recommendations.) 

B. Homestead Reimbursement 

We recommend a s  follows: 

1. The s t a t e  should keep the homestead c r e d i t  reimbursement payment a t  i ts 
present  l e v e l  of $106 mil l ion  and no t  d i s t r i b u t e  an add i t iona l  $100 m i l -  
l i o n  i n  homestead c r e d i t s  i n  f u t u r e  yea rs ,  as i t  is  present ly  conanitted 
t o  do. 

The formula f o r  d i s t r i b u t i o n  of the  $106 mil l ion  should be  changed t o  
provide more immediate, continued r e l i e f  f o r  lower income homeowners. 
This can be accomplished by changiqg the  formula from 35X of the  f i r s t  
$714 ( fo r  non-debt purposes) t o  56% of the  f i r s t  $250 of the  homestead 
t ax  ( for  both debt and non-debt purposes). Such a c r e d i t  could be 
given t o  a l l  homesteads i n  Minnesota without exceeding the  present  $106 
mil l ion.  I n  f a c t ,  i t  is poss ib le  t h a t  i n  the  f i r s t  few years the  per- 
centage could exceed 50% of the  f i r s t  $250 without increasing t h e  
s t a t e ' s  ob l iga t ion  beyond $106 mi l l ion ,  because there  a r e  a number of 
lower-valued homesteads which do not  have a gross  tax  of $250. 

3. The add i t iona l  $100 mil l ion ,  r a the r  than going f o r  homestead c r e d i t ,  
should be used t o  help f inance  increased s t a t e  support  of education,  
which w i l l  reduce t h e  need f o r  l o c a l  property tax t o  f inance school 
d i s t r i c t s .  

4. I f  f u r t h e r  homestead tax c r e d i t s  a r e  des i rab le ,  they should be handled 
through c r e d i t s  o r  deductions on tne  s t a t e  income tax ,  as present ly  pro- 
vided f o r  r e n t e r s  and sen io r  c i t i zens .  

(See Pages 42-43 f o r  add i t iona l  discussion of these  recommendations) 

Federal Revenue Dis t r ibu t ion  

Federal  revenues have become Pncreasingly important i n  recent  years  a s  a major 
component of the  s t a te - loca l  I i s c a l  system. I n  f a c t ,  i t  might be b e t t e r  t o  re- 
f e r  t o  the system as t h e  federa l -s ta te- local  f i s c a l  system. 

I n  the year  ending June 30, 1957, t o t a l  f e d e r a l  revenues provided t o  s t a t e  and 
loca l  governments i n  Minnesota was $89 mil l ion.  I n  the  year ending June 30, 1968 
the f i g u r e  had grown t o  $365 mil l ion ,  according t o  the Minnesota Publ ic  Examiner. 
( ~ v e n  t h i s  amount is emall r e l a t i v e  t o  t a z a l  out lays  of f e d e r a l  d o l l a r s  i n  Minne- 
s o t a  f o r  all, purposes, including s o c i a l  secur i ty  payments, s a l a r i e s  f o r  f e d e r a l  
employees working i n  Minnesota, and s o  fo r th .  I n  the  year ending June 30, 1968, 



tha t  f igure  tota led $3.1 b i l l i o n  i n  Minnesota, according t o  a report  prepared by 
the Office of Economic Opportunity .) 

The federal  government has about 400 separate a id  programs through which its 
grants a re  made. We have had extensive discussions with federal ,  s t a t e  and 
loca l  o f f i c i a l s  who a re  intimately involved with the grant-in-aid system. We 
have concluded tha t  a key problem with the system is that  -- given the t i g h t  
r e q u i r a e n t s  as t o  how funds a re  t o  be handled -- decision-making i s  fragmented 
among a number of d i f f e r en t  agencies, which severely r e s t r i c t s  the  f l e x i b i l i t y  
of general policy-makers a t  the s t a t e  and loca l  level .  Further, there is con- 
s iderable  overlapping among d i f f e r en t  a id  programs administered by d i f fe ren t  
agencies fo r  essen t ia l ly  the same purposes. 

Same beginning s teps  have been taken t o  improve the system by giving s t a t e  gov- 
ernment a g rea te r  ro l e  i n  s e t t i n g  p r i o r i t i e s  and by packaging a id  programs i n  
block grants. But forces tha t  do not want general government t o  exercise policy 
discret ion and t h a t  have benefited from cer ta in  narrow grant  programs a r e  even 
f ight ing these beginning s t eps  . 
I n  an attempt t o  broaden the focus of the federa l  grant-in-aid system, an ent i re-  
l y  new approach is  now under consideration -- an approach which would not replace 
but  would' supplement categorical  grants-in-aid. That approach is cal led general 
federa l  revenue sharing. 

A number of proposals now are  before Congress t o  dedicate a cer ta in  percentage 
of federa l  taxes d i r ec t l y  t o  the s t a t e s  and loca l  gwernments fox general  Pur- 
poses. There appears t o  be broad b i -par t i san  support fo r  the idea. The speci- 
f i c  plan has yet  t o  be agreed upon. Among the iesuea are:  How much authority 
should be given t o  s t a t e  governments i n  d i s t r ibu t ing  funds; what portion of the 
funds should be guaranteed t o  loca l  governments ; what l oca l  gwernments should 
be e l i g i b l e  t o  share,  and what formula t o  use i n  determining each l o c a l  govern- 
ment's share. 

Federal revenues increase a t  a r a t e  of $15-20 b i l l i o n  a year, without any in- 
crease i n  tax r a t e s ,  which is a much b e t t e r  growth revenue source than those 
presently avai lable  t o  s t a t e s  and loca l  governments. 

A. S ta te  I n i t i a t i v e  on Categorical Grants-in-Aid--We support and urge Congres- 
s iona l  approval of proposals t o  consolidate grants-in-aid on a broad scale.  
And we urge t ha t  Congress r e s i s t  proposals t o  re-fragment grants-in-aid where 
consolidation has occurred, such a s  i n  criminal j u s t i ce  and heal th  planning. 

But equally *portant, we believe i t  is not necessary fo r  IUnnesota t o  wait  
fo r  fur ther  federa l  act ion t o  improve the  d i s t r ibu t ion  of categorical  grant- 
in-aid funds within the  s t a t e .  The s t a t e  i t s e l f ' s h o u l d  exercise every op- 
portunity t o  take i n i t i a t i v e ,  because federa l  changes a re  l i ke ly  t o  be slow. 
Accordingly, we recommend as follows : 

1. The Legislature should i n s t ruc t  the regional (such a s  the Metropolitan 
Council) and s t a t e  agencies which now a re  charged with review of federal  
grant applications (under regulations of the federa l  Bureau of the Budget) 
t o  a t tach p r i o r i t i e s  f o r  funding of applications,  as w e l l  as t o  review 
applications fo r  conformance t o  regional o r  s t a t e  planning. The federal  
government has no way t o  make an e f fec t ive  judgment on the  r e l a t i ve  needs 



of one community agains t  another. This evaluation only can take place 
wi th in  the  s t a r e  and the region. Even though f e d e r a l  regula t ions  may 
not  r equ i re  a statement a s  t o  p r i o r i t i e s ,  i t  is l i k e l y  t h a t  f e d e r a l  
agencies .could not  escape taking the recommendations very se r ious ly ,  i f  
not  accepting them. Such procedures might we l l  avoid a repeat  of decis-  
ions such as occurred recent ly  on a sewage grant  i n  the Twin C i t i e s  area.  
The grant  w a s  awarded t o  a community with a s u b s t a n t i a l  amount of l o c a l  
taxable value a t  the same time another g ran t  was being re jec ted  f o r  
another community, one with much l e s s  l o c a l  taxable value. 

The Legis la ture  a l s o  should i n s t r u c t  the  regional  and s t a t e  agencies t o  
prepare and publish r u l e s  of procedure f o r  recommendit~g p r i o r i t i e s .  A l -  
though t h e i r  own plans f o r  regional  o r  s t a t e  developnent may be incom- 
p l e t e ,  t h e i r  guidel ines  on p r i o r i t i e s  would be based on more information 
than would be ava i l ab le  t o  the  federa l  government. 

2 .  To assure t h a t  s t a t e  and regional  agencies f u l l y  u t i l i z e  the  p o t e n t i a l  
of "packaging" g ran t  appl ica t ions  t o  the  federa l  government, even where 
gratlts-in-aid have no t  been o f f i c i a l l y  consolidated, w e  recommend t h a t  
the  Legis la ture  require  t h a t  each grant  appl ica t ion by a s t a t e  o r  re- 
g ional  agency, when submitted f o r  review before t r a n s m i t t a l  t o  Washington, 
carry  with i t  a statement on the  extent  t o  which other  agencies were con- 
s u l t e d  on the appl ica t ion f o r  poss ib le  c o n f l i c t s  and the p o s s i b i l i t y  of 
combining the  app l i ca t ion  with others having s i m i l a r  goals. 

3.  The Legis la ture  should require  the  appropriate s t a t e  agency, perhaps the  
S t a t e  Planning Agency o r  the Minnesota Public Examiner, t o  prepare an 
annual r epor t  on f e d e r a l  g r a n t s  t o  every individual  u n i t  of government 
and agency i n  the s t a t e .  Some federa l  a ids  a r e  d i s t r i b u t e d  f i r s t  t o  the  
s t a t e  and then t o  l o c a l  u n i t s  of government. Others go d i r e c t l y  t o  the 
l o c a l  u n i t s  of government. It current ly  i s  impossible t o  know how much 
federa l  a i d  goes t o  which u n i t s  of government f o r  what purposes. 

B. Federal Revenue Sharina--We support and urge Congressional approval of feder- 
a l  revenue sharing with s t a t e s  and genera l  u n i t s  of l o c a l  government. With 
revenue sharing,  genera l  u n i t s  of l o c a l  government w i l l  be making choices 
among competing programs, which produces more incent ives  f o r  economy than 
do categorical-type aids which a r e  earmarked f o r  only one function,  usually 
narrowly defined. Moreover, revenue sharing represents  an urgently needed 
source of revenue f o r  hard-pressed s t a t e s  and l o c e l  government. Based on 
our review of the  various plans f o r  revenue-sharing, we reconmend a s  follows: 

1. We recommend t h a t  a s u b s t a n t i a l  por t ion  of the  d o l l a r s  f o r  revenue-shar- 
ing  be guaranteed f o r  l o c a l  government, even though the  funds might be 
channeled through state government. This i s  kfiown as a "mandatory 
pass -through. " 

2. We recommend, however, t h a t  the  decisions as t o  how t h e  "pass-through" 
share  should be apportioned among the  various l eve l s  and u n i t s  of govern- 
ment below the s t a t e  be l e f t  t o  s t a t e  d i sc re t ion  because of wide d i f fe r -  
ences i n  respons fb i l i ty  of l o c a l  government from s t a t e  t o  s t a t e .  This 
is i n  l i n e  with1 our earlier policy recommendations t h a t  t h e  Legis la ture  
must make t h e  b a s i c  revenue a l l o c a t i o n  decisions f o r  s t a t e  and l o c a l  
government. The federal i n t e r e s t  should be s a t i s f i e d  if there  is a 



guaranteed and s u b s t a n t i a l  pass through t o  l o c a l  gaverrunea? as necessary 
t o  a s su re  adequate a t t e n t i o n  t o  urban problems. S t a t e s  could be  requi red  
t o  r e p o r t  t o  t h e  f e d e r a l  governn;ent annual ly on how fun& were d i s t r i b u -  
ted  t u  l o c a l  government t o  meet urban problems. 

3 .  I f  the  f e d e r a l  government is t o  s p e c i f y  trhat l o c a l  u n i t s  of government 
a r e  t o  sha re  -- a s  most proposa ls  wculd do -- we b e l i e v e  d i r e c t  sha r ing  
should he  l i m i t e d  t o  incorpora ted  gene ra l  u n i t s  of govemaent .  I f  t he  
f e d e r a l  p lan  provides t h a t  unincorporated a r e a s  a r e  t o  s h a r e  d i r e c t l y ,  
a s  proposed i n  some p l ans ,  we be l i eve  t h a t  o t h e r  s t a t e  payments t o  unin- 
corporated a r e a s  should be  ad jus t ed  t o  o f f s e t  t he  f e d e r a l  payments. 
School d i s t r i c t s  should no t  s h a r e  d i r e c t l y ,  bu t  a s i g n i f i c a n t  po r t ion  of 
t h e  d o l l a r s  which a r e  no t  d i r e c t l y  passed through t o  l o c a l  government 
should be used by the  s t a t e  f o r  e l e m e n t a ~ y  and secondary educat ion.  

4. We have recommended e a r l i e r  t h a t  t he  d i s t r i b u t i o n  of s ta te  s a l e s  t a x  
funds t o  municipal  government be based on loca l ly - r a i sed  revenue a s  a 
percent  of t o t a l  l oca l ly - r a i sed  revenue, wi th  adjustments made f o r  l o c a l  
a b i l i t y  t o  pay. One f e d e r a l  revenue-sharing p lan  under s e r i o u s  cons icier- 
a t i o n  proposes t h a t  t he  funds be d i s t r i b u t e d  t o  each u n i t  of governmetlt 
based on i t s  loca l ly - r a i sed  revenue a s  a pe r  cen t  of t o t a l  l oca l ly - r a i sed  
revenue f o r  a l l  t he  u n i t s ,  b u t  with no adjustments  made f o r  l o c a l  a b i l -  
i t y  t o  pay. Without t he  adjustments ,  some u n i t s  of goverxment, without  
s u b s t a n t i a l  need f o r  funds,  would r e c e i v e  much more than o t h e r  u n i t s  of 
government where needs a r e  g r e a t e r .  Some suburban a reas ,  p a r t i c ~ l a r l ~ ,  
would be  short-changed. We b e l i e v e  t h a t ,  i f  t h e  l oca l ly - r a i sed  revenue 
approach is t o  be used i n  t h e  f e d e r a l  sha r ing  formula, adjustments b e  
permi t ted ,  a t  l e a s t  on a s t a t e  opt ion  b a s i s ,  f o r  d i f f e r e n c e s  i n  a b i l i t y  
t o  pay. 

(Sewpage 43 f o r  a d d i t i o n a l  d i scuss ion  of t h e s e  recommendations.) 

Cons t i t u t iona l  Amendnent on Tax-Exempt Property 

A cons t i  t a t i o n a l  amendment g iv ing  t h e  S t a t e  Legis l a t u r e  broader  a u t h o r i t y  t o  de- 
termine what s h ~ l l  c o n s t i t u t e  tax-exempt proper ty  w i l l  b e  voted  on i n  t h e  Novem- 
ber  1970 gene ra l  e l e c t i o n .  

The cons t i t u t i o n  ncw provides  as  f  0110~s : "Public  h r y i n g  grounds, p u b l i c  school  
houses,  p u b l i c  h o s p i t a l s ,  academies, co l l eges ,  u ~ ~ i v e r s i t i e s  , and a l l  seminaries  
of l ea rn ing ,  a l l  churc l~es ,  church proper ty  and houses of worship, i n s t i t u t i o n s  
of pure ly  pub l i c  c h a r i t y ,  and pub l i c  proper ty  used exc lus ive ly  f o r  any pub l i c  
purposes s h a l l  be  exempt from t axa t ion .  " 

I 1  The proposed amendment would add t h e  fol lowing language: The L e g i s l a t u r e  
by law d e f i n e  o r  l i m i t  t h e  proper ty  exempt under t h i s  s e c t i o n ,  o t h e r  than chur- 
ches,  houses of worship, and proper ty  s o l e l y  used f o r  educa t iona l  purposes by 
academies, co l l eges ,  u n i v e r s i t i e s  , and s e n i ~ l a r i e s  of l ea rn ing  . I 1  

The amount of tax-exempt proper ty  v a r i e s  cons iderably  from connnunity t o  community, 
having major e f f e c t  on l o c a l  t a x  base  i n  some l o c a l i t i e s  and n e g l i g i b l e  e f f e c t  i n  
o thers .  

We endorse the  c o n s t i t u t i o n a l  amendment as opening p o s s i b l e  a d d i t i o n a l  revenue 
sources  f o r  l o c a l  governments. We have n o t  reviewed t h e  ques t ion  of what types  
of property the  L e g i s l a t u r e  should remove from tax-exempt s t a t u s  should t h i s  
amendment be approved. 



DISCUSSION OF RECOtC.iENGAT~O~1s 

I.,%at ape t h e  inpi t :=;inns c f &,vici:::!,t +i:e responsib? lied fcr mising revePll.r6z 
j'rl rt: t l ~ c  ZeveZ of gousrnment L)~I<s> ends h p  spendixg it? 

This quest ion a r i s e s  a t  whatever l e v e l  of government revenue d i s t r i b u t i o n  t&.~s 
place. Local g0vernner.t o f f i c j . a l s  tend t o  feel .  t h a t  con t ro l  over opera t iona l  decis- 
I n n s  w i l l  be assumed by the higher l e v e l  or' government which provides the  funds* 
W f i c i a l s  a t  the  higher l e v e l  of government tend t o  f e e l  f i a t  I ~ c a i  o f f i c i a l s  woa't 
be  a s  c a r e f u l  i n  spending the  money they g e t  from other  sources a s  they a r e  with 
money they r a i s e  d i r e c t  1.y from l o c a l  taxpayers. 

Both t h e  s t a t e  and f z d e r a l  gcvernment, of ccurse ,  already provide s u b s t a n t i a l  
funds f o r  lower l e v e l s  of government. The Minnesota Taxpayers Associat ion repe r t ea  
i n  i t s  f i s c a l  review of the  1969 Leg i s l a tu re  t h a t  near ly  52% of a l l  s t a t e  expendi- 
tu res  ir ,  the 1969 bieanj-ilm w i l l  b e  d i s t r i b u t e d  t o  l o c a l  gWer-ent. 

We be l i eve  a s h i f t  i n  the s t a t e - l o c a l  f i s c a l  policy under which the  Legislaturf :  
a i s t r j . bu tes  more revenuc but  l e s s  l o c a l  revenue-raising author i ty  t o  l o c a l  governzent 
is  des i rab le  f o r  these reasons : 

* The s t a t e  has b e t t e r  revenue sources ,  with b u i l t - i n  growth, than do l o c a l  
govermlents. The s t a t e  s z l e s  and income taxes a r e  f a r  more responsive t o  
changes .in the  economy than the property t a x ,  which is  the  major source of 
l o c a l  revenuc-raising au thc r i ty  given hy t h e  s t a t e  t o  l o c a l  governxTents. 

A grant-in-aid sys ten  can be  much more adaptable t o  d i f f e r e n t i a l  needs f o r  
funds than the accidenra l  d i s t r i b u t i o n  of t a x  base among d i f f e r e n t  ~ommlmi- 
t i e s .  

* Locally imposed taxes ,  p a r t i c u l a r l y  i n  urban areas  wi th  many independent 
u n i t s  of government, such as the  w i n  C i t i e s  a rea ,  terlcl t o  b e n e f i t  the  few 
c0mmllniti.e~ wkicll happen t o  have the tax  resources located within their bar- 
ders a t  t i i ~  C::pense of o thers .  Furtllzrynore, a fragmented ttix system can Con*. 
t r i b u t e  t o  ansound developmental dec i s io l~s .  Cornunities a r e  l i k e l y  t o  g i v e  
more e~courag i~n@i>t  t o  those kinds of development which produce good tax base,  
rejiardless oi ~ t h ~ r  jmplications of such dec i s ioas ,  s ~ c : ~  a s  impact on land use-  

" S t a t e  revenue d i s  t r i b u t l o n  can contr ibute  t o  a more an i  form l e v e l  of s e l ~ r i ~ e  
i n  those functions f o r  which i t  is des i rab le ,  from a s ta tewide  s tand?dn;,  
t.0 work toward unif orinity , f o r  exanple, e.Lmentary and aecocdary education. 

* more unifonn dis t r - ibut ion  of revenues among u n i t s  of l o c a l  government 
the  s t a t e  can be a sfgnfLicant  f a c t o r  i n  producing economies. L.?-ien there 
wide d i f fe rences  i n  tax resources ava i l ab le  t o  neighboring c o m u n i t i e s 7  the  
1 1  whip-sc;:;~" e f f e c t  can occur. Under t h i s  e f f e c t ,  the  tax-r ich c o ~ ~ m i t i e s  can 
s e t  the  pace, say ,  on s a l a r y  l e v e l s  f o r  publ ic  employees, fo rc ing  tile tax- 
Poor communities t o  f a l l  i n  l i n e ,  even though they can ' t  a f fo rd  i t .  Wit11 a 
more u ~ i f  d i s t r i b u t i o n  of revenues, the  formerly tax-r ich communities 
won' t be as  disposed t o  s e t  such high l eve l s .  

* With state  revenue d i s t r i b u t i o n ,  s t a t e  government w i l l  have t h e  o ~ p o r t u ~ i ~ y ; .  
a s  i t  desires., t o  u s e  revenue d i s t r i b u t i o n  t o  accomplish o the r ,  though rela- 
t e d ,  ends, such as modernizati.nn of l o c a l  government. 



. 
* Only i n  one p'ace, the  S t a t e  Leg i s l a tu re ,  is i t  r e a l l y  poss ib le  t o  r i tabl . ish 

the  balance o: :axation mrxq th:.: d i fke ren t  types of t ax  sources. in 

the Legis1atu:-o, too ,  s l~oc lc l  ',be major decisions be  made on the pverali 
l e v e l  of t axa t ion  i n  tile s t a t e .  

Miat would this pucioge of pp;;p~solo cost the s ta te  in the f -~~rs t  yecr  if 
07 i :*)ertt ,into ~ffect? 

P 

We a r e  not  recommending i n  t h i s  r epor t  t h a t  the  aggregate l e v e l  of t axa t ion ,  a t  
the s t a t e  and l o c a l  l e v e l  combined, b e  increased o r  decreased. A s  we s a i d  e a r l i e l ,  
we are s p e c i f i c a l l y  n e u t r a l  on t h i s  questicfi .  We a r e ,  however, i n  a very r e a l  Sense 
p l ~ c i n g  the  S t a t e  Leg i s l a tu re  i n  a s t ronger  pos i t ion  than now t o  i n £  1.uence t h e  AGgre- 
ga te  l e v e l  of taxat ion .  

Our recommendations on changing the  d i s t r i b u t i o n  of funds under the  Property Tax 
Relief and Refornl Act do not  involve the  quest ion of add i t iona l  commitinents of S t A t e  
d o l l  nrs .  I n  f a c t ,  our recornendations on the property tsx r e l i e f  payments represent  
a way of s topping c e r t a i n  commitments by the  s t a t e  which otherwise would e s c a l a t e  
alirnma t i c a l l y .  

Our recommendations on s h i f t i n g  the  r e s p o n s i b i l i t y  f o r  f fna r~c ing  the  operat ing 
expenditures of publ ic  schools c l e a r l y  involve c m t  implicat ions f o r  the  s t a t e  gQver81- 
ment. Our rec~mrnenlati~ons mecn t h a t  revenues r a i sed  d i r e c t l y  by the  s t a t e  w i l l  in- 
c.rease, b u t  t h i s  w i l l  be o f f s e t  by a corresponding decrease i n  the  l o c a l  revenues 
I ~ v i e d  by school d i s t r i c t s .  I n  the  year  ending .June 30, 1969, l o c a l  school d i s t r i c t s  
lvvied about $270 mi l l ion  f o r  opera t ing  expenditures f o r  schools ,  an amount which 
~ l r l i e r  our recommendation would have been co l l ec ted  by the  b t a t e  and d i s t r i b u t e d  back 
t n  school  d i s t r i c t s  . 

Some persons may say t h a t  our recommeadations on school  f inance w i l l  requi re  
mt)rc funding because of  the encouragement of fered  t o  d i s t r i c t s  now spellding below 
tIic average amount per  pup i l  u n i t .  Others may say t h a t  we are too severe  i n  hoidi.rg 
dnwn o b l i ~ a t i o n s  by t l i ?  s t a t e  t o  f inance  school  d i s t r i c t s  na?  spending above the  
1. \ 1 y e .  

f l ~ w  do these p~~oposcls  affect inciividzln.l c~mmunit?:es? 

T t  is very d i f f i c u l t ,  given the  information we have ava i l ab le ,  t o  p r e d i c t  i n  
doll ; :rs  and cents  tenns the  o v e r a l l  impact of these  proposals.  It i s  poss ib le ,  
t:llnugh, t o  i n d i c a t e  r e l a t i v e l y  wilere most of the  b c n e f i t  w i l l  be concentrated. 

Both the  school  and the  municipal a i d  formulas a r e  intended t o  provide g rea te r  
.;trite a i d  t o  those communities with higher-than-average cos t s  and less-than-.average 
':-tcaI wealth. 

:ill colnmunities i n  the  s t a t e  would rece ive  a s u b s t a n t i a l  decrease i n  the  l o c a l  
?rnTerrY tax r a t e  (by one-third o r  more, depending upon the coillmunity) i f  the  s t a t e  ?. : lnances the average operat ing cos t s  of the  publ ic  schools .  We must keep i n  mind, o f  

I 
reorse ,  t h a t  correspo~ldingly s t a t e -co l l ec ted  taxes (property o r  non-property, O r  some 
. i x  thc?reof) would increase  by the amount of the  decrease i n  l o c a l  taxes. I 

On munici.pal government s i d e ,  a l l  munic ipa l i t i e s  would rece ive  l a rge  in- 
~-r.lst.s i n  t h e i r  shares of the  s t a t e  $$ales tax. A t  tlle s m e  time, the  e s c a l a t i o n  

.n Payments t o  1 oca l  government fo r  exempt business and farm property would Cease* I 



These two act ions  i n  the  aggregate would balance each other ,  but  some municipal i t ies  
would reckive more than a the r s  i n  accord wi th  the  "need" f o m u l a  as we prOpQ8e- The 
h a l t  i n  e s c a l a t i o n  of the replacement payments hardly would be noticed by those un i t e  
w h i a  haven' t been receiving much i n  the  past. For those who have, they no longer 
uo i~ ld  be able  t o  count on l a rge  increases.  

klrr give greatest priority to c i t i e s  and villczges in sharing of state salas 
reatdpta? 

i 

We es r ious ly  considered var ious  options on the  quest ion of w h i k  u n i t s  of f4- 
ernment sbould share  d i r e c t l y  i n  the s t a t e  s a l e s  tax. We concluded t h a t  c i t i e s  
v i l lag-  should receive the  major sha res ,  with county governments receiving the  
amounts a t t r i b u t a b l e  t o  unincorporated areas.  We f u l l y  apprecia te  the tendency t o  
want t o  t r e a t  a l l  u n i t s  of government "equally ," bu t  t h a t  usually m e a n s  giving a l l  
l ~ n i t s  of government a share  simply because they e x i s t .  S t a t e  and l o c a l  tax t e v e n u a ,  
na tu ra l ly ,  w i l l  a l w ~ y s  be  sca rce  resources. They must be  placed where they can be  
used most e f fec t ive ly .  

Here a r e  some of the i s sues  we faced: 

Need f o r  Revenue--Mut\icj.palit:ies appealed without  success t o  t h e  1969 Legis- 
l a t u r e  f o r  add i t iona l  non-properq sources of revenue t o  meet ever- increas im 
costs .  While the 1967 Property Tax Relief and Reform Act provided a beginniwn 
the amounts were not  suf  f i .c ient ,  p a r t i a l l y  because the  funds were d i s t r ibu ted  
among s o  many u n i t s  and l eve l s  of government, thereby d i l u t i n g  t h e i r  o v e r a l l  
impact. Although the zverage per c a p i t a  expenditure by municipal gmerment  
is about $70 statewide,  munic ipal i t ies  now receive only s l i g h t l y  mare than 
$6 Per c a p i t a  from the s t a t e  s a l e s  tax. Under our proposal,  the  per cap i t a  
on the  average would double, with the higher-cost ~ n u n i c i p a l i t i e s  receiving 
even more. 

-- Poss ib i l i  t v f  t-iunl c i p a l  -- Non-Property Taxes--Some munic ipal i t ies ,  p a r t i c u l a r l y  
the centi;l & t i e s  of Minneapolis ar.d S t .  Paul  i n  the  Twin C i t i e s  region,  are 
se r ious ly  exploring p o s s i b i l i t i e s  of enacting t h e i r  own municipal non-~roPertY 
taxes Such steps, while perhaps serving to  meet some short-term needs, would 
have se r ious  det r imenta l  e f f e c t s  on the  o v e r a l l  system. Certain municipali- 
ties would f ind i t  very p r o f i t a b l e  t o  enact  non-property s a l e s  or  income taxes,  
while o thers ,  with similar needs, would f i n d  i t  ahlost impossible because of 
lack of l-ocal tax resources. Munic.Lpal non-property taxes i n  the  Twin C i t i e s  
a rea  would set up f u r t h e r  b a r r i e r s  t o  r a t i o n a l  growth plans. 

The Legis la ture  must provide add i t iona l  revenue t o  munic ipal i t ies  t o  dissuade 
those who, i n  urgent need of revenue, a r e  considering the  go-it-alone a~l?roa&* 

- &e-vVe&f Government Where Property Tax Relief  is  Most ~es i rable- -With  addi- 
t i o n a l  s t a t e  s a l e s  tax  revenue a l o c a l  government w i l l  be able  t o  reduce its - 
re l i ance  upon the  property tax.  While the  need t o  reduce such re l i ance  
w i t h  every u n i t  and l e v e l  of government, the need is f a r  g rea te r  a t  the  m u i -  
c i p a l  l e v e l  than the  county l eve l .  m e  property tan base is d i s t r i b u t e d  f a r  
more d i f f e r e n t i a l l y  anong munic ipal i t ies .  County government can b enef i  t from 
growth i n  the Property tax  base throughout a county. The broader the a r e a  
Over which the property tax is imposed, the  l e s s  d i spa ra te  is  i ts impact- 
Given t h i s  fact. property tax r e l i e f  can be  accomplished much more effectively 
if non-Property CevO-r~ue~ are d i s t r i b u t e d  nore a t  the  municipal l e v e l  than a t  



the  county l e v e l .  Furthermore, counties  already receive  a s u b s t a n t i a l l y  12r- 
ger share  (29%) of s%ntr h i ~ h : ~ a y  u3cr funds than do munic ipal i t ies  (9%. 
Also ,  i t  should be ren~uibered thar. u-nder our proposal  county governments 
would rece ive  the  amounts a t t r i b u t s b l e  t o  unincorporated areas .  That amount 
i s  $5.7 mi l l ion  i n  1970. C ~ r r e ~ t i y ,  couilty governments r ece ive  no d i r e c t  
share  of the  s a l e s  tax funus, except by rece iv ing the  very smal l  at?ou;it;s 
a t t r i b u t a b l e  t o  unorganized t e r r i t o r y .  

Role of Unincorporated Area--We can f ind  l i t t l e  j u s t i f i c a t i o n  o the r  than -- --- 
t h e i r  exis tence  t o  g ive  unincorporated areas  (towns a i~d  townships) a d i r e c t  
share i n  the  s t a t e  s a l e s  tax ,  because t h i s  means taking revenue which i s  
much more urgently needed by o the r  governments. The average property tax  
r a t e  f o r  town gwernment i n  1969 was 18 n l i l l s ,  compared t o  97 mi!-1s f o r  muni- 
c i p a l  government. I f  the re  a r e  c e r t a i n  unincorpcrated areas  becoming urben- 
i zed ,  it i s  b e t t e r  t h a t  they incorpora te  a s  municipal- i t ies  and thereby become 
e l i g i b l e  f o r  d i r e c t  s a l e s  tax sharing.  A d i r e c t  share  t o  unincorporated 
areas  only serves t o  re inf  orcc a form of government which probably is appro- 
p r i a t e  f o r  sparse ly  populated a reas ,  b u t  hardly is the  type s u i t e d  f o r  corn- 
plex urban s2rvices .  

-- - Patchwork School Aid--The grant ing  of school  d i s t r i c t s  a d i r e c t  sha re  i n  the 
s t a t e  s a l ~ s  tax  couih be j u s t i f i e d  o r i g i n a l l y  because the  present  f o u n d ~ t i o n  
a id  program is not  adequate. But such a patchwork system of school  a i d s  is  
fundamentally defec t ive .  We a r e  recommending a major overhaul i n  t h e  present  
school  a i d  formula, ubich e l iminate  any need l o r  a sepa ra te  a id  f o r  
school  d i s t r i c t s  on some o the r  bas i s .  

1+Vzy dis fr ibute  s ta te  revenue t o  municipalities on the basis o f  locally-raised 
.nwenues as a percentwe oS tatcrZ locally-raised revenues, w i t h  adjustments for 
o h i Z i t y  t o  pay? 

We reviewed many p o s s i b i l i t i e s  f o r  d i s t r i b u t i o n  of funds t o  the  various c i t i e s  
and v i l l a g e s .  I t  i.s nos t  d i f f i c u l t  t o  i d e n t i f y  al.1 t h e i r  d i f ferences  i n  need f o r  
iuncis , l o c a l  e f f o r t  and a b i l i t y  t o  pay, th&n measure these  d i f ferences  and final1.y 
incorporate them i n t o  a d i s t r i b u t i o n  formula. 

Iizre a r e  some of the  i s s u e s  we faced: 

-- Use of Locally-Raised - Revenue; a s  Basis f o r  Distribution--Probably the  most - ---- 
popular,  and e a s i e s t  understood, £ o m  of d i s t r i b u t i o n  is per  capi ta .  A Per 
c a p i t a  d i s t r i b u t i o n  appears t o  car ry  with i t  an i m p l i c i t  f a i r n e s s ,  giving 
every u n i t  of government the  same amount. But a per  c a p i t a  d i s t r i b u t i o n  
gives more funds than needed t o  c e r t a i n  l o c a l i t i e s  and denies enough t o  o thers .  

chose 1ocall.y-raised revenues a s  the base f o r  shar ing  because i t  r e f l e c t s  
a c e r t a i n  degree. of e f f o r t  by t h e  muilicipality, i t  avoids giving an Unneces- 
s a r i l y  la rge  amount of d o l l a r s  t o  communities with low expenditures,  and i t  
assures the  s t a t c ' s  l a r g e s t  c i t i e s  of an adequate share.  

We would accept the  d e f i n i t i o n  of local ly- ra ised  revenue a s  used by the  U . S .  
fiureau of the Census, which includes revenue from a l l  l o c a l  taxes,  s p e c i a l  
assessments, l i censes ,  f ees  , permits ,  and s o  f o r t h ,  b u t  excluding r e c e i p t s  
from u t i l i t y  operat ions,  such as  municipal water ,  municipal e l e c t r i c i t y  and 
municipal l iquor  s t o r e s .  (Locally-raised revenue would no t  inc lude ,  ekther ,  
Property tax  r e l i e f  payments by the  s t a t e  t o  the  l o c a l i t y . )  



The Minnesota Public  Examiner coul-d be charged wi th  gathering 2nd r e ~ o r t i n g  
local ly- ra ised  revenues on an an~iuril basis f o r  purposes of t h i s  d i s t r i b u t i o n  
plan. Only s l i g h t  modificat ions i n  the  Publ ic  Exminer '  8 cur ren t  r epor t s  
would be  necessary. The P u j l i c  Examiner a l s o  should be given an appropria-. 
t i o n  s u f f i c i e ~ ~ t  t o  assure  these r epor t s  w i l i  be published much quicker t h ~  
the  present  2 p y e a r  lag.  

-- Adjustments f o r  Abi l i ty  t o  Pay--We concluded t h a t  it  is not  enough simp:l-l' t o  
d i s t r i b u t e  funds according t o  local ly- ra ised  revenues. One of t h e  problems 
is t h a t  c e r t a i n  comnunitics with s u b s t a n t i a l  t a x  resources a r e  ab le  t o  r a i s e  
much more i n  l o c a l  revenue with less e f f o r t  than communities with fewer re- 
sources. We found t h a t  we can adjus t  f o r  a b i l i t y  t o  pay b y ' t a k i n g  i n t o  con- 
s i d e r a t i o n  assessed va lua t ion  and income of the  community , These adjus B ~ Q n t s  
apeear t o  have only s l i g h t  e f f e c t  on the amounts f o r  the  l a r g e s t  c i t i e s  s but 
they provide a way t o  s h i f t  d o l l a r s  t o  certain suburban a r e a s ,  p a r t i c u l a r l y  
those with low t a x  base, which could not  he accmpl ished simply by using 
loca l ly  -raised revenues. I n  making adjustments f o r  assessed valuat ifrp ant; 
income, we suggest  t h a t  an index be developed t o  give equal  weigbt t o  each- 
(See Chart I i n  Appendix.) 

For assessed valuat ion ,  we recomnend t h a t  the  o f f i c i a l  assessed v a h a t i o n  bz 
equalized f o r  d i f f e rences  in assessment p rac t i ces ,  which car, be accomplished 
by using s a l t s  r a t i o  data i n  t h e  S t a t e  De9artmep.t of Tawation. Assessed 
va lua t ion  is the most d i r e c t  meastrre of a  munic ipal i ty ' s  a b i l f t y  t o  pay Y be- 
cause every ndn ic ipa l i ty  has authori.ty t o  levy property taxes on t he  assessed 
valuat ion .  

For income d a t a  we recomertd using individual  adjus ted  gross  income f r m  
3iinnesota incums tax  forms. T a p s y e r s  would be  required t o  p lace  t h e i r  
municipai i ty or  residence on s t a t e  ir~come tax  forms, and the  S t a t e  Department 
of Taxation y~oul-d be  required t o  r epor t  such income, i n  the  aggregate, by 
m ~ n i c i p a l i  ty i ~ l ~ u r i l l y .  We discussed extensively whether use of income is a 
des i rab le  measure of a b i l i t y  t o  pay, because c i t i e s  and v i l l e g e s  do n o t  nokT 
impose income t a x s  nor do thzy receive d i r e c t  shares  of the  s t a t e  incone 
t ax  based on the mount r a i sed  i n  t h e i r  borders. W e  concluded, on balancc,  
t h a t  income should be used as an adjustment because of the  p a r t i c u l a r l y  

heavy brX den of the  property t a x  on lcwer-income famil ies .  I f  only assessed 
v a l u a t i o  were used as an adjustment f o r  a i ~ i l i t y  t o  pay, t h i s  would f a i l  to 
take account of the  property tax  burden on lower-income famil ies:  The Twin 
Cities Metropolitan Area Tax Study i n  1966 reported t h a t  property taxes as 2 

Per cent of income ranged from a high of 10.6% f o r  a  family of four  with en 
income frolo $2,000 t o  $2,999, t o  a  low f o r  1.9% f o r  tl family with an ificcne 
over $15,000. To s t a t e  the  problem another way: Merely the  presence of: a 
c e r t c i n  amount of assessed valuat ion  wi th in  a community does not  define the  
capacity of a  l o c a l  government t o  levy property taxes on t h a t  va luat ion .  'fie 
income of the people who pay those property taxes a l s o  must be  taken i n t o  
consideration. 

In measuring these  f a c t o r s ,  wc suggest using va lua t ion  per  cap i t a  and income 
Per dxgelling. A combination of per  c a p i t a  and per  dwelling r e f l e c t s  not  only 
the population of the  community, bu t ,  t o  some ex ten t ,  t he  d i f f e r e n t  types of 
f ami l i e s ,  such as  the  e lde r ly .  Furthermore, income per  dwelling is a far 
b e t t e r  measurement of income than income per cap i t a ,  The Metropolitan Ox~n- 
c i l  should be required by law t o  prepare annual es t imates  of population and 



number of dwelling u n i t s .  This would merely r a t i f y  the  ~ o u n c i l ' s  present  
p rac t i ce .  Dwelling u n i t  as  def ineJ  1-~y the  Metropoli tan Council i s  t h e  S a m  
a s  the U.S. Census d e f i n i t i o n ,  which b a s i c a l l y  is a house, apartment o r  roan 
occupied a s  sepa ra t e  l i v i n g  quarte-rs.  

b)Zg shift subst;,mtiaZ Zy a22 of the aut;zority a d  responsibitiiy for  finmcixy 
$339 cperating costs for 7,ocaZ school dis tr ic ts  to  -Lhe state? 

This i s  a very fundamental ques t ion ,  one which is being debated extens ive ly  a t  
the l o c a l ,  s t a t e  and n a t i o n a l  l eve l .  We concluded t h a t  s t a t e  f inancing  of educat ion 
i s  necessary f o r  the  fol lowing reasons: 

-- S t a t e ' s  Rcqonsibi l i ty--The s t a t e  c o n s t i t u t i o n  charges t h e  Leg i s l a tu re  " to  
e s t a b l i s h  a genera l  and uniform system of pub l i c  schools." ( A r t i c l e  VTII, 
Sec. 1 )  The Leg i s l a tu re  can more e f f e c t i v e l y  ca r ry  o u t  t h i s  r e s p o n s i b i l i t ~  
by d i r e c t l y  providing f inancing f o r  s u b s t a n t i a l l y  a l l  of t h e  opera t ing  Costs 
of t h e  pub l i c  schools .  

-- Adequate Educational Opportuni t_y--So long as the  r e s p o n s i b i l i t y  f o r  f ina l - .  
c ing educat ion is divided between the  s t a t e  and l o c a l  school  boards,  we s e e  
e s s e n t i a l l y  pe rpe tua l  d i s p a r i t y  i n  t h e  q u a l i t y  of educat ion from d i s t r i c t  t o  
d i s t r i c t .  The acc ident  of where a pup i l  r e s i d e s  i n  t h e  s t a t e  should no t  be 
the  determining f a c t o r  i n  t h e  type of educat ion h e  w i l l  r ece ive .  Dif ferences  
of two-to-one i n  expenditures  pe r  p u p i l  a r e  no t  uncomon now. S t a t e  for- 
lculas f o r  equa l i za t ion  a r e  designed t o  o f f s e t  t h e  d i f f e rences  i n  l o c a l  tax  
resources,  but  !mwever e q u i t a b l e  a formula may be when proposed, there  a r e  
almost insurmountable p o l i t i c a l  problems i n  the  Leg i s l a tu re  i n  g iv ing  more 
s t a t e  funds ti-, some school  d i s t r i c t s  and l e s s  t o  o the r s .  It i s  never possi-  
b l e  t o  accomplish the  amount of equa l i za t ion  needed. 

-- Fixing Respons ib i l i ty  f o r  Educational Expenditures--The S t a t e  Leg i s l a tu re  is : 

showing cons LJerable i n t e r e s t  i n  inf luencing  the expenditures  of l o c a l  schor:l 
boards because l e g i s l a t o r s  f e e l  they ,  r a t h e r  than l o c a l  boards ,  a r e  more 
p o l i t i c a l l y  accountable.  We have no q ~ ~ a r r e l  with t h i s ,  and be l i eve  t h a t  i t  
is a l l  t he  more reason t o  g ive  t h e  Leg i s l a tu re  e s s e n t i a l l y  f u l l  accountabfl-  
i t y  f o r  t he  l e v e l  of educat ional  suppor t ,  and w e  liave no reason t o  b e l i e v e  
the Leg i s l a tu re  won't provide adequate funds f o r  qua l i ty  education. 

Imagination and innovation w i l l  n o t  be  s t i f l e d  wi th  f u l l  s t a t e  suppor t ,  b u t  
i n  some re spec t s  a school  d i s t r i c t  can accept  the chal lenge t o  b e  more imag- 
i n a t i v e  i n  g e t t i n g  the  most mileage from t h e  d o l l a r s  as appropriated by the 
Leg i s l a tu re .  

Some concern has been expressed about l o s s  of l o c a l  cont ro l .  But,  f o r  ex- 
ample, the s t a t e  already is f inancing between 90 and 97% of the  cos t s  of many 
a rea  vocati.ona1 schools ,  which a r e  con.trolled by l o c a l  school  d i s t r i c t s -  We 
s e e  no evidence t h a t  school  d i s t r i c t s  don' t  have as much c o n t r o l  over these  
i n s t i t u t i o n s  as they would l i k e .  

-- Xalancing Education --- with Other Press ing  Programs--Evtlry school  d i s t r i c t  i n  
N i n n e s ~ t a  is independent of genera l  government. Mayors may be  h e l d  a c c o u n ~ -  
ab le  by some c i t i z e n s  f o r  t he  ac t ions  of school  boards,  b u t  mayors and c i t y  
counci l s  have no r e s p o n s i b i l i t y  f o r  schools .  Only a t  the  l e v e l  of t he  S t a t e  
Leg i s l a tu re  is i t  poss ib l e  t o  i n t e g r a t e  educat ional  expenditure needs wi th  



o t h e r  p re s s ing  programs. Only a t  the  l e v e l  of t h e  S t a t e  L e g i s l a t u r e  i s  i t  
poss ib l e  t o  p lace  the major dec i s ions  i n  t h e  hands of e l e c t e d  policy-makers 
with gene ra l  r e s p o n s i b i l i t y .  

-- Developing a  Balanced Tax Systen-In --- many communities today school  proper ty  
taxes  make up t h e  l a r g e s t  chunk of t o t a l  l o c a l  government property taxes .  It 
has become inc reas ing ly  recognized i n  t h i s  s t a t e  t h a t  t h e  r e l a t i o n s h i p  be- 
tween proper ty  and non-property taxes  is ou t  of ba lance ,  w i t h  too much empha- 
sis placed on proper ty  taxes.  With t h e  Leg i s l a tu re  respons ib le  f o r  e s s e n t i a l l y  
a l l  of l o c a l  school  o p e r a t i o n e l  f i nanc ing ,  i t  w i l l  be  a b l e  t o  i n f luence  the  
property-non-property t ay  balance e f f e c t i v e l y  f o r  t h e  f i r s t  t i m e .  The Legis- 
l a t u r e  would have t o  consciously dec ide  whether t o  reduce t h e  proper ty  taxes 
f o r  educat ion,  and, i f  s o ,  dec ide  what o t h e r  source  o r  sources t o  u se  t o  pick 
up t h e  d i f f e r ence .  The Leg i s l a tu re  rcmoved t h e  s t a t e  government from levying 
a proper ty  t a x  i n  1969, b u t  t h i s  d id  n o t  s o l v e  t h e  problem of t h e  property-  
non-property balance.  

flow do our recommendations on the school clid formula relate  t o  s ta t e  finandng 
up t o  t3ze level of the average pupil un i t  e q e n d i t w e ?  

Our proposed school  a i d  formula is designed s o  t h a t  i t  w i l l  be  workable f 
yea r  t o  yea r  w i t h  e s s e n t i a l l y  only one major pol icy  d e c i s i o n  r equ i r ed  by t h e  Legis- 
l a t u r e :  The o v e r a l l  percentage of  t he  average p u p i l  u n i t  opera t ing  exp~dirure 
which t h e  s t a t e  w i l l  pay. 

I t  would b e  poss ib l e ,  under o u r  formula, t o  s t a g e  the  novement t o  f u l l  State SUP- 
Por t  over a  few yea r s  o r  t o  mave a l l  a t  once. We would suppor t  an immediate s h i f t  t o  
100% of t he  average p u p i l  u n i t  ope ra t ing  expenditure ,  which would r e q u i r e  an inmediate  
dec i s ion  by t h e  L e g i s l a t u r e  on t h e  o v e r a l l  property-non-property t a x  balance.  A s  a 
p r a c t i c a l  ma t t e r ,  w e  do n o t  s e e  how 100% s t a t e  f inanc ing  can be  poss ib l z  wi thout  a  
s t a t e  Proper ty  t a x  levy.  I t  w i l l  b e  hard f o r  t h e  L e g i s l a t u r e  t o  mcve t o  100% s t a t e  
suppor t  g radual ly ,  because the  L e g i s l a t u r e  undoubtedly would be  r e l u c t a n t  t o  move i n t o  
the  Property t a x  i f  school  d i s t r i c t s  cont inue t o  levy a s u b s t a n t i a l  p roper ty  t a x  as 
wel l .  

If t h e  L e g i s l a t u r e  adopts  f u l l  s t a t e  suppor t ,  then  the  e q u a l i z a t i o n  a spec t  of 
our  proposed formula ( t h e  v a r i a b l e  suppor t  index which inc reases  o r  decreases  s t a t e  
a i d  based on levy,  assessed  v a l u a t i o n  and income) would become unnecess ary 

E ~ O U  do we propose that equalization be acconplished short of s ta te  f inmcing 
the level o f  merage pupil mit operating expenditure? 

Even though we recommend state suppor t  a t  the  average p u p i l  u n i t  opera t ing  expen- 
d i t u r e ,  we recognize the  very r e a l  f a c t  t h a t  t h i s  might n o t  happen immediately- 
Shor t  of moving t o  f u l l  s t a t e  suppor t ,  t h e  Leg i s l a tu re  might be  i n c l i n e d  t o  cont inue 
the Present  method of equa l i za t ion ,  which, we b e l i e v e ,  has  major de fec t s .  There a r e  
two n a j o r  p rob lem wi th  t h e  p r e s e n t  method of equa l i za t ion :  F i r s t ,  i t  a p p l i t s  only 
t o  2 por t ion  of school  expendi tures ;  second, t h e  adjustments f o r  a b i l i t y  t o  Pay and 
l o c a l  e f f o r t  a r e  inadequate .  Because t h e  foundat ion base  f i g u r e  (from which school  
a i d  is  determined) is f a r  below t h e  a c t u a l  expenditures  (more than 50% below i n  some 
cases)  a l l  school  expenditures  above the  foundat ion base f i g u r e  must be  assumed by 
each l o c a l  school  d i s t r i c t  us ing  t h e  l o c a l  proper ty  t a x  b a s e  only ,  whatever i t s  s i z e *  
Some d i s t r i c t s  f i n d  t h i s  r e l a t i v e l y  e a s i e r  than  o t h e r s  because of a l a r g e r  t a x  base-  



The de fec t s  i n  the  adjustments f o r  a b i l i t y  t o  pay and l o c a l  ef f c r t  a r e  recog- 
nized i m p l i c i t l y  In  t h e  present: formula, because a  "f loor"  is incl.uded, a l e v e l  of 
aid below which no d i s t r i c t  w i l l  go, r ega rd le s s  of t h e  adjustments.  The l o c a l  e f -  
f o r t  adjustment I n  the  present  formula I s  d e f e c t i v e  i n  t h a t  i t  takes  account only 
scllool property taxes ,  no t  t he  e x t e n t  t o  wllich o the r  u n i t s  of government have access 
t o  the  same l o c a l  tau base. Fur ther ,  a b i l i t y  t o  pcy is  measured only by assessed 
va lua t ion .  Income of the  r e s i d e n t s  of t he  d i s t r i c t s  is no t  included.  

Under our  proposal each d i s t r i c t  would have a b a s i c  per p u p i l  u n i t  a i d  e n t i t l e -  
ment, which w i l l  be the  same a s  every o t h e r  d i s t r i c t .  This  amount would be  ad jus ted  
up o r  down, depending upon th ree  f a c t o r s ,  a l l  of which would be  weighted equa l ly ,  
(i) t o t a l  n e t  property tax  levy per  pup i l  u n i t  inc luding  s p e c i a l  assessments,  f o r  
a l l  taxing j u r i s d i c t i o n s  wi th in  t h e  boundaries of t h e  school  d i s t r i c t ,  which w i l l  
account fop  t h e  e x t e n t  t o  which o the r  u n i t s  of government have access  t o  the  same 
tax  base;  (2 )  equal ized  assessed  va lua t ion  per  pup i l  u n i t ;  and (3 )  i nd iv idua l  adjus- 
t ed  g ross  income per  p u p i l  u n i t .  A h igher  than average levy per  pup i l  u n i t  and a 
lower than average assessed va lua t ion  and gross  income per  pup i l  u n i t  w i l l  produce 
an inc rease  i n  the  s t a t e  a i d  en t i t l emen t .  A l l  t h r e e  f a c t o r s  a r e  weighted together  
i n  a  composite index. (See Chart I V  i n  Appendix.) 

County o f f i c i a l s  would be requi red  t o  r e p o r t  t o t a l  n e t  property tax l e v i e s  f o r  
a l l  overlapping taxing j u r i s d i c t i o n s  i n  a school  d i s t r i c t .  This would inc lude  spe- 
c i a l  assessments,  bu t  i t  t ~ o u l d  exclude proper ty  tax  r e l i e f  payments froin t h e  statc.. 
County o f f i c i a l s  cu r ren t ly  r e p o r t  such i n £  onnation by munic ipa l i ty  and township. 
To obta in  income f i g u r e s  by school  d i s t r i c t ,  taxpayers would be required t o  r e p o r t  
t h e i r  school  d i s t r i c t  name and number on t h e i r  income t a x  forms as well. a s  t h e i r  
munic ipa l i ty  of residence.  

I t  is conceivable t h a t  the equs . l iza t ion  adjustments ,  when appl-i.ed t o  some school  
d i s t r i c t s ,  might produce a  pup i l  u n i t  a i d  en t i t l emen t  above t h e  r eg iona l  average 
pup i l  u n i t  ope ra t ing  expenditure.  This becomes p a r t i c u l a r l y  l i k e l y  !-:I? hl  gher the  
o v e r a l l  percentage of s t a t e  support .  To guard a g a i n s t  such an f-,,.--:*: * . I ;  r: 1?.y, we re- 
conmend t h a t  i n  no' event should a  school  d i s t r i c t ' s  pup i l  u n i t  g.::? ::..:-:!?d the  rc- 
g iona l  average expenditure.  I f  a  s i g n i f i c a n t  nir..r',r r of d%?ir!. r.?:; i;::t.:.:...:r: a f f e c t e d  by 
t h i s  l i m i t ,  which means t h a t  t h e  s t a t e  will. b.-? : :. .; 3 a l l  o i  t i i ~ s 2  ti l i:!:ricts ' oper- 
a t i n g  expenditures ,  t h i s  should be a  pcs: ...: :;e s ;  : . -  ,.I? t o  move t o  f t : l l  s t c t e  support  
s o  a l l  d i s t r i c t s  could have t h e i r  opera t ing  expcn i i tu re s  funded by the  s t a t e  a t  the. 
r eg iona l  average. 

lu'kg use average pz4p.i l un i t  operating expenditure by regioft as the b a s i s  for. 
s tate  aid? 

Average pupi l  u n i t  ope ra t ing  expenditure is d e t e r ~ . i n e d  by adding together  the  
number of pilpil  u n i t s  f o r  a l l  d i s t r i c t s  i n  a  region o r  piie s t a t e ,  cs t!le c:.?e rr.:~y be, 
and d iv id ing  t h e  t o t a l  into t o t a l  ope ra t ing  expenditcres  f o r  the  d.i:-:;::-i:::.~. We 
c h ~ s e  the  average r a t h e r  than the  median, because th2 average is auto;li~cic:zlly a f -  
f ec t ed  by the  ac t ions  of each d i s t r i c t ,  whereas, t h e  median w i l l  change only t o  the 
e x t e n t  t h a t  t he  pup i l  u n i t  expenditure a t  t he  median ( t h a t  is,  where 50 per  cent  of 
the  pup i l  u n i t s  a r e  above and 50 per cent  a r e  below) changes. 

We b e l i e v e  i t  is  important t o  take d i f f e rences  i n  c o s t s  i n t o  account i n  d i f f e r -  
e n t  p a r t s  of t he  s t a t e .  Consequen.tly, we a r e  recommending t h a t  the  s t a t e  support  
f i g u r e  f o r  each school  d i s t r i c t  b e  based on t h e  a c t u a l  average pe r  p u p i l  u n i t  expen- 
d i t u r e  wi th in  its region. Rather than take a r b i t r a r y  boundaries f o r  reg ions ,  we 
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b p l i e v c  i t  i s  reasonable t o  u s e  t h e  11 economic reg ions  of t h e  s t a t e  as d e s i g x t e d  
by  the Governor. 

'lhe Legislatui-e  needs t o  a d q t  a s  a goa l  br inging  a l l  school  d i s t r i c t s  as c l o s e  
to&ct,l\er i n  per  p u p i l  u n i t  sycudins a s  p c s s i b h .  Using the  average expendi ture  is 
a s t e p  i n  t h a t  d i r e c t i o n .  The LegSsl;rure c a - ~  dec ide  I n  t h e  f u t u r e  whether t o  con- 
t i n u e  t o  vary t h e  l e v e l  of suppor t  aaong reg ions .  Using a c t u a l  school  expcndituces 
i n  each d i s t r i c t  a s  t n e  h a s i s  f o r  s t a t e  payment would not  c o n t r i b u t e  t o  reducing the 
d i  f fe - rences  i n  expenditures  from d i s t r i c t  t o  d i s t r i c t .  

Throughout t h i s  r e p o r t  we have d i s t i ngu i shed  hetween ope ra t ing  and c a p i t a l  ex- 
pendi tures  of t he  p u b l i c  schools .  Among educa t iona l  f i nance  c i r c l e s  i n  t h e  S t a t e ,  
the term "maintenance expenditures"  is used t o  r e f e r  t o  what w e  c a l l  ope ra t ing  eXpe11- 
d i t u r e s .  Our d e f i n i t i o n  of c a p i t a l  inc ludes  what educa t iona l  f i nance  people c a l l  
" c ~ p i  t a l  ou t lay  and d e t t  s e rv i ce . "  

N h ~ t  is SO irtil;lo;/~-h.xt about the weight-ir,g of  pupil un i ts?  

A ~ c h o o l  d i s t r i c t ' s  need f o r  funds 1s dependent upon the  k inds  of p u p i l s  t o  be 
edrrcatcd. I t  c o s t s  mor? t o  educate  a p1,ysically handicapped pup i l .  Costs a r e  high- 
e r  i n  secondary school  t h a n  i n  c lenentary  s c i ~ o o l .  I<indersar i e : ~  p u p i l s  a t t e n d  only 
1 :a l f -days .  

To t ake  such d i f f e r s n c e s  i n t o  cons ide ra t ion ,  d i f f e r e n t  weight ing is a t t ached  to  
c l i f ie ren t  pup i l s .  I'or er.anpl2, if c a s t s  f o r  secondary p u p i l s  are 25% higher  than 
cos t s  f o r  elementary p u p i l s ,  then we g ive  an elementary p u p i l  a weight ing of (1) and 
a secondary p u p i l ,  (1.25). Idhen w e  mu l t ip ly  t h e  number oT pup i l s  i n  each c a t e g o w  
F;;I tl:e weight ing of each, and then add t h e  d i f f e r e n t  cctegory t o t a l s  t oge the r ,  we 
c3'11e up w i t h  file t o t a l  ilur~ber cf "pupi l  un i t s . "  

School a i d  should not  be  d i s t r i 5 u t e d  on a s t r a i g h t  pe r  e n r o l l e d  p u p i l  b ~ s i . 3 ,  
because t h i s  woul-d u c t  rcf l c c t  t he  h i g h e r  c o s t s  of educat ing c e r r c i n  p z p i l s .  

We b e l i e v e  t h a t  a chief  drawback of the p r e s e n t  pup i l  u n i t  s y s t e a  is i ts f a i l -  
u re  t o  recognize  the  Iliqher expe::dFt~res which a r e  o r  should be  s p e n t  on disadvan- 
tagcd youth. We b e l i e v e  i t  is xeasonab3.e t o  a s s i g n  a d o ~ b l e  p u p l l  un3.t f a c t o r  t o  
t11c:u. 

i$rhnt i s  the rationale fcp ozlr propos22 or! t3~e extent 50 wizinh schocl d i s f r i c t s  
s.-?o(~ld be able t o  exercise authority ta lev9 property t m e s  on t;nsCr own? 

The S t a t e  Leg i s l a tu re  is  showing keen i n t e r e s t  i n  changing e x i s t i n g  methods of 
l i n i t i n g  school  d i s t r i c t s '  p roper ty  t a x  a u t h o r i t y .  Current  methods, i t  i s  genera l ly  
a y e e d ,  a r e  de fec t ive ,  because d i s t r i c t s  a r e  n o t  t r e a t e d  a l i k e  (some d i s t r i c t s  have 
no l i m i t  whatsoever,  o the r s  have moderat2 r e s t r i c t i o n s ,  and s t i l l  o t h e r s  have seve re  
r e s t r i c t i o n s )  and because t h e  l i m i t s  a r e  not  r e l a t e d  t o  t h e  d i f f e r e n t  l o c a l  l e v i e s  
w l l i c ! ~  wi.11 b e  r equ i r ed ,  because of d i f f e r e n c e s  i n  s t a t e  a id s .  (Some d i s t r i c t s  re -  
ce ive  very l i t t l e  s t a t e  a i d  and, t he re fo re ,  mst impose a nuch h ighe r  levy per  p u p i l  
unit. than  d i s t r i c t s  which r e c e i v e  l a r g e  amounts of state a id . )  

I t  has been extremely d i f f i c u l t  t o  adopt workable levy l i m i t s  which can a p p l y  
e t ' f ec t ive ly  t o  a11 school  d i s t r i c t s .  

Our ~ r o p o s a l .  is t h a t  the  L e g i s l a t u r e  n o t  impose any l o c a l  levy l i m i t  whatsoever 
on a school  d i s t r i c t .  However, t he  L e g i s l a t u r e  should provide an  i n c e n t i v e  f o r  



ncllc~ol d i s t r i c t s  not  t o  spend a t  s u b n t a t ~ t i d l l y  h ighe r  l e v e l s  than neighboring d i s -  
tl1.j i:L.s. T!lils, v e  sugRest t h a t  i f  a school  d t i n t r i c t ' s  p l q i l  u n i t  opera t ing  expendi- 
tll..- ndjus t ed  f o r  cost of l i v i n g  changes, i s  irore than 10% above the  previous y e a r ' s  
r~,;:ooai o r  s t n t e ~ i d e  i;ye;r.ge, -d!-~ichever is higt ler ,  t h a t  its s t a t e  a i d  b e  re2uced. 
A school  d i s t r i c t  i n  a reg ion  w i t >  an average expenditure  below t h e  s t a t ewide  avcrcge 
v~ol l ld  n o t  have i t s  a i d  reduced u n t i l  i t s  expenditures  were more than 10% above t h e  
st aLe average. 

We sugges t  a  reasonable way t o  reduce s t a t e  a i d  i.s t h a t  f o r  every d o l l a r  of ex- 
pcrlditure above the acceptab.le l e v e l ,  s t a t e  a i d  be reduced by 50 cen t s .  Each scho@l  
d i s t r i c t  w i l l  be f r e e  t c  spend a t  whatever l e v e l  i t  d e s i r e s ,  b u t  t he  more i t  spends 
above the acceptab le  level, the  g r e a t e r  its s t a t e  a i d  is reduced. We considered a  
s 1 i d i  rig s c a l e  t h a t  would i n c r e a s e  t h e  percentage r educ t ion  as expenditures  increased ,  
b u t  cmlcl l~decl  t ha t  is  unnecessary because, as c o s t s  i n c r e a s e ,  s ta te  aid  cont inues  t o  
(1  1-op. 

O . J ~  p roposa l  musc be  seen  i n  t h e  context  3f t he  b a s i c  t h r u s t  of ou r  s choo l  fi- 
r.n71ce reccmmendatians : Equal educa t iona l  opporttini t y  f o r  p u p i l s  throughout t h e  
state, s t a t e  f i nanc ing  of t he  ope ra t ing  expendi tures  of the p u b l i c  schools ,  and naxj.- 
m\?m ou tput  from l i a F  ted d o l l a r s .  

O u r  p roposa l  is intended t o  ?],ace the  b a s i c  dec i s ions  on t h e  level of f i n a n c i a l  
suppor t  f o r  elementary 2 n d  secondary educat ion i n  t h e  Leg i s l a tu re .  We do n o t  ifi tend 
to s e t  tip a  s i t u a t i o n  whereby l o c a l  school  boards decide what t o  spend, w i t h  t h e  
I . lcgislature foot i r ig  t h e  b i l l . ,  whatever i t  happens t o  be. Perhaps exper ience  w i l l  
show t h a t  our proposa l  gt l ies  too  much leeway t o  l o c a l  school  boards.  If s o ,  t h e  
I,eg is lclture can a d j u s t  the  f ormulz accord ingly .  

Need f o r  a  Legislatively-xrn!~oued R e s t r a i n t  on Local School Levying Authorit .--  
Ide have conclud~._d t h a t  a r e s t r a i n t ,  imposed by the L e g i s l a t u r e ,  on l o c a l  school  levy- 
i . n ~  a u t h o r i t y  is a b s o h t e l y  e s s e n t i a l  f o r  t h e  fo l lowing  reasons:  

-- .-- C r i t i c a l  t o  ac'citruplishnlent uf o v e r a l l  goals--We do n o t  s e e  how i t  w i l l  b e  
- - - - - I _ _ _  ---- - 

poss ib l e  to  acco~!!pl i sh tllc goa l s  of equal  educa t iona l  oppor tuni ty ,  State 
f inanc ing  of t11'3 ope ra t l  r ~ g  c;c?endi t u r e s  and naximum outpiit from l i m i t e d  
d o l l a r s  i n  the abqence of an e f f e c t i v e  r e s t r a i n t .  Without t h e  r e s t r a i n t ,  
some school  d i s t r i c t s  undoubtc?,jly would go s u b s t a n t i a l l y  beyold what t he  
1 ,eg is la ture  establishes a s  an  appropr i a t e  l e v e l  of spending per  p u p i l  u n i t ,  
Using t h e i r  own i_,~cal taxes.  Paced wi th  such a c t i o n s ,  t h e  Leg i s l a tu re  --- 
allqays hard ~ r e s s e d  f o r  funds -- would f i n d  i t  very tempting t o  cu t  back on 
the  o v e r a l l  percc?ltage of s t a t e  Support i n  fol lowing se s s ions ,  thereby re- 
q u i r i n g  a l l  school. d i s t r j  c t s  t o  pick up a g r e a t e r  l o c a l  share .  This would 
r e t u r n  t o  t h e  present  s i t u a t i o n ,  whicil means widely c i i f fe r ing  expenditures  
per  p u p i l  u n i t ,  d i f f e r e n t i a l  l o c a l  t a x  burdens, and i n s u f f i c i e n t  i n c e n t i v e s  
t o  o b t a i n  g r e a t e r  ou tput  from l i m i t e d  d o l l a r s .  

- - fielp_s-re&ce - i n t e r - d i s  t r ic t  d i f f e r e n c e s  i n  expendi tures--Our proposa l  i s  in- 
tended t o  h e l p  b r i n g  p u p i l  u n i t  expendi tures  from d i s t r i c t  t o  d i s t r i c t  much 
c l o s e r  toge ther  than they a r e  today. This  would b e  accomplished by a coinbi- 
na t ion  of s t a t e  a i d  t o  t he  l e v e l  of t h e  average p u p i l  u n i t  expendi ture  and a 
way to discourage school  d i s t r i c t s  f ram spending a t  a  l e v e l  s u b s t a n t i a l l y  
e x c e e d j n ~  the  average. Equal i ty  of educa t iona l  oppor tuni ty  is n o t  guaran- 
teed ,  of course,  by encouraging r e l a t i v e l y  t h e  same expendi ture  Per p u p i l  
u n i t  f r o m  d i s t r i c t  t o  d i s t r i c t .  But i t  appears  t o  us t h a t  t h i s  w i l l  go 



fu r the r  than 2ny other  approach. ~ur the rmore ,  t o  perpetuate  s u b s t a n t i a l  
d i f ferences  i n  pup i l  u n i t  expenditurzs from d i s t r i c t  t o  dQCgict would ap- 
pear t o  guarantee perpetual  d i spa r i ty .  Finally., wide c o s t  d i f f e rences  re- 
present  a se r ious  impediment t o  accoxplishing s ta te-quppor t  of t h e  operat- 
ing  expenditures of the pub l i c  schools. To the  ex ten t  t h a t  expenditures 
a r e  brought c lose r  together ,  t h i s  w i l l  ease the  movement t o  f u l l  s t a t e  
support. 

-- Broadens the  focus of . i n t e r e s t  i n  q u a l i t y  education--Under present  circum- 
s tances ,  highly-motivated parents  who seek the  b e s t  poss ib le  education f o r  - .  

t h e i r  chi ldren  concentrate- t h e i r  e f f o r t s  f o r  adequate f inancing i n  t h e i r  
own l o c a l  school d i s t r i c t s .  This does not  r e s u l t  i n  commensurate improve- 
ments i n  q u a l i t y  i n  o the r  d i s t r i c t s  ~chere  pa ren ta l  i n t e r e s t  may not  be a s  
g rea t .  These o the r  d i s t r i c t s  may wel l  have high concentrat ions of disad- 
vantaged youth whose needs f o r  qua l i ty  education may be g r e a t e r  than the  
needs of chi ldren  of highly-mo t iva ted  parents.  

Under our proposal the  Legis la ture  w i l l  be t h e  focus of a t t e n t i o n  f c r  up- 
grading educational  l e v e l s ,  with the  ac t ions  b e n e f i t t i n g  both the  chi ldren  
of highly-motivated parent: and t h e  l e s s  for tunate .  I n  e f f e c t ,  a parent  
who is working f o r  t h e  b e s t  poss ib le  education f o r  h i s  c h i l d  w i l l  be  work- 
ing  f o r  the  l e s s  fo r tuna te  a t  the  same t i m e .  

-- Fixes r e spons ib i l i ty  f o r  the  l e v e l  of educational  spending--For years  the  
S t a t e  Legis la ture  and l o c a l  school d i s t r i c t s  have passed the  buck, s o  t o  
speak, on where the r e s p o n s i b i l i t y  lies t o  d e t e r n ~ i i e  t h e  l e v e l  of educa-- 
t i o n a l  support.  Each has been ab le  t o  dodge t h i s  r e s p o n s i b i l i t y  t o  some 
extent .  We s t rongly  b e l i e v e  t h e  r e s p o n s i b i l i t y  belongs a t  the  s t a t e  l e v e l .  
So long as l o c a l  school d i s t r i c t s  have au thor i ty  t o  levy s u b s t a n t i a l l y  
above what is regarded as an appropr ia te  expenditure l e v e l ,  i t  is poss ib le  
f o r  the  Legis la ture  t o  avoid being responsib le  f o r  s e t t i n g  t h a t  level .  Un- 
der  our proposal the  Leg i s l a tu re  w i l l  determine ihe  acceptable pslpil u n i t  
expenditure l e v e l  and the  ex ten t  t o  which l o c a l  school  d i s t r i c t s  should be  
r e s t r a i n e d  from levying fu r the r .  

-- S h i f t s  che emphasis on what yroduces_quality education-->lost of the emphasis 
on improving the  q u a l i t y  of education t o  da te  has foclised on how many dol- 
l a r s  a r e  being spent .  To improve q u a l i t y ,  i t  has been assumed, pup i l  u n i t  
spending should increase .  A t  a time i n  the  pas t ,  when publ ic  investment i n  
education was s u b s t a n t i a l l y  below present  l e v e l s ,  t h i s  may w e l l  have been 
the  case. But we a r e  r ap id ly  f inding o u t  i n  education, a s  i n  o the r  f i e l d s ,  
such as hea l th  care ,  f o r  example, t h a t  i t  is not s o  much the  add i t iona l  dol- 
l a r s  which produces q u a l i t y ,  b u t  how the  ex f s t ing  d o l l a r s  a r e  used. 

Our proposal on r e s t r a i n i n g  l o c a l  levying au thor i ty  beyond what t h e  Legis- 
l a t u r e  determines t o  be an appropr ia te  l e v e l  is  intended t o  he lp  s t imula te  
b e t t e r  use of the  l imi ted  education do l l a r s .  This is i n  l i n e  wi th  the C i t i -  
zens League proposal i n  1969 on making b e t t e r  u s e  of i n s t r u c t i c n a l  personnel 
i n  the  publ ic  schools i n  order  t o  s t r e t c h  t h e  school s a l a r y  d o l l s r .  Under 
our levy au thor i ty  proposal,  competition between school  d i s t r i c t s  w i l l  focus 
no t  on which school d i s t r i c t  spends t h e  mosf h u t  which d i s t r i c t s  g e t  the 
most output from equiva1.ent amounts of do l l a r s .  



-- k f l e c t s  c o ~ c e r n  over increa2ing  tests--Our r e p o r t  has  n o t  been addressed 
prirnarilir LO the  questior,:; of tetx ::urder.s and tar inckenseu. We .have tri& 
t o  focus on the  n:atter of d i s t r i bc . t i on  of revetlues from taxes .  X e ~ e t t h e l e ~ s ,  
we cannot be  obl ivious.  t o  the. r ap id ly  inc reas ing  proper& tax l e v i e s  f @ ~  
school  d i s t r i c t s .  

IJizat abou-t accountCng for  parochial school c o . ~ t ~  i n  the school aid fol.muza:' 

Current ly ,  some school  a i d s  a r e  d i s t r i b u t e d  t o  school  d i s t r i c t s  on the  b a s i s  
of t h e  number of ch i ld ren  between the ages of 6 and 16 who r e s i d e  i n  t h e  d i s t r i c t s ,  
r ega rd l e s s  of w!letber they a t t e n d  the  p u b l i c  schools  o r  no t .  (This  i s  t h e  b a s i s  f o r  
c ! i s t r ibu t ion  of t h e  s a l e s  tax  payments t o  school  d i s t r i c t s . )  This  is in tended  t o  
recognize solnewhat t he  h ighe r  parochia l  school  enrollinents i n  some d i s t r i c t s  which 
2re c r e a t i n g  an a d d i t i o n a l  f i n a n c i a l  burden f o r  ,some taxpayers.  But such a  d i s t r i -  
bu t ion  c l e a r l y  does n o t  t e l z t e  t o  t h e  d i f f e r e n t i a l  c o s t s  of t h e  varioils' pub]-ic 
schools .  We b e l i e v e  such d i s t r i b u t i o n  p lans  should be  discont inued.  

I t  was sugcested t o  u s  t h a t  perhays the  l o c a l  e f f o r t  f a c t o r  i n  t h e  schoo l  a i d  
rormula could be ad j cs  t ed  t o  account f o r  t h e  expendi tures  f o r  p a r o c h i a l  schools .  
Idc- fe l r .  t h a t  i f  t h e  s t a t e  is t o  -,rovide a s s i s t a n c e  t o  pa ren t s  who send t h e i r  child.- 
r e n  t o  p r i v a t e  s c l ~ o o l s ,  t h i s  should b e  accomplished through c r e d i t s  o r  deduct ions 
on each taxpayer ' s  incSo!ne t ax ,  no t  through t h e  foundat ion a i d  formula. I f  t h e  
fo~ inda t ion  a i d  for~i lula  was ad jus t ed  f o r  t h i s  purpose, e x t r a  r e l i e f  wculd be granted  
I n  a d i s t r i c t  t o  a l l  t axpayers ,  n o t  on1.y those who send t h e i r  c h i l d r e n  t o  p r i v a t e  
s zhools.  

h%y correct  tile p m t l e ~  ;.;of exempt property replacement pqments by imposing a 
c:i i i i ? ~ g  a t  the prssmt Zc?teZ and graduaLZy changing tke d$s t r i bu twn?  

Me considered t h e  poss ib i l i . t y  of bas ing  t h e  psyment on t h e  a c t u a l  l o c a t i o n  and 
va lue  of the  exempt proper ty  today, b u t  we  f e l t  t h i s  approach would be de fec t ive  Ln 
t h a t  t he  c o r r e c t  vallic of tile exempt: p roper ty  would be  very d i f f i c u l t  t o  determine,  
even i f  bus inesses  and farmers  were r equ i r ed  t o  make r e p o r t s .  One of t he  reasons 
f o r  the  exenlption 'in the  f i r s t  p l ace ,  lie understand,  was t h e  d i f f i c u l t y  i n  determin- 
i ng  accu ra t e  va lue  of t h i s  proper ty .  But equal ly  impor taa t ,  t h i s  approach would mean 
t i e i n g  d i s t r i b u t i o n  of non-property f u ~ d s  permanently t o  the  l o c a t i o n  of tax-exempt 
proper ty ,  which gives l i t t l e  assurance t h a t  t he  d o l l a r s  w i l l  be d i s t r i b u t e d  equi-t- 
ably.  

Under our approach w e  would n o t  make any a d d i t i o n a l  pa,vments based on t h e  loc4 -  
t i o n  of t h e  proper ty ,  acd i n  f u t u r e  yea r s  we wou1.d gradual ly  move from t h i s  b a s i s  
and use  t h e  funds f o r  l o c a l  government i n  o the r  ways recommended i n  t h i s  r e p o r t .  
ikcause  of t h e  needs of l o c a l  governinent. we would n o t  suppor t  t h e  u s e  of t hese  
funds  f o r  o the r  s t a t e  purposes.  

Nhy not double the  hon!eatead cred i t  pqmext from i t s  present level?  

We reviewed the. d e s i - r a b i l i t y  of l e t t i n g  t h e  homestead c r e d i t  payment gradual ly  
i z c r e a s e ,  au tomat ica l ly ,  from t h e  p re sen t  l e v e l  of $106 m i l l i o n  t o  an u l t i m a t e  $205 
m'l.l.lion. But wi th  t!le d i f f i c u l t y  i n  f i nd ing  adequate sources  of revenue f o r  l o c a l  
government, w e  cannot j u s t i f y  pouring $100 m i l l i o n  i n  a d d i t i o n a l  funds i n t o  l o c a l  
government based on t h e  l o c a t i o n  of homesteads. Only $14 m i l l i o n  is provided an- 
nua l ly  v i a  income t ax  c r e d i t s  f o r  r e n t e r s ,  i n  l i e u  of t h e  homestead c r e d i t .  Giving 
a d d i t i o n a l  homestead c r e d i t  would only widen an a l ready- inequi tab le  emphasis on 



l~omeowncrs a s  agains t  r en te r s .  Moreover, homeowners a r e  ab le  t o  deduct from federn]. 
and s t a t e  income taxes the  i n t e r e s t  payments on t h e i r  mortgage p lus  t h e i r  property 
taxes. Renters,  who help pay the  landlords '  cos t s  f o r  such items, rece ive  no cam- 
parable deduction on t h e i r  f e d e r a l  an3 s t a t e  income taxes.  

Why cizange the homestead credit t o  50% of the f i r s t  $250? 

This approach would have the e f f e c t  of g iv ing more hamestead r e l i e f ,  quicker,  
' to  r e s iden t s  of lower-valued homes, whereas 35I of the  f i r s t  $714 has t h e  e f f e c t  of 
giving more d o l l a r s  of r e l i e f ,  quicker, t o  r e s iden t s  of more expensive homes, and 
delaying the  f u l l  b e n e f i t  of r e l i e f  t o  the r e s iden t s  of lower-valued homes u n t i l  
t h e i r  t o t a l  tax  b i l l  is s u b s t a n t i a l l y  higher than i t  now is. I n  terms of a c t u a l  
payments t o  l o c a l  governments, the  35%-of-the-first-$714 approach means t h a t  a 
g r e a t e r  percentage of the  homestead payments is being made t o  those C ~ m ' m n i t i ~ s  
with the higher valued homes. 

Doesn't our recommendation on the homestead credit  deny homeowners additional 
praopertg tax r e l i e f  while pezpetuat.itzg the rsZief given t o  business for exempt 
persona2 property? 

1 - k  Cannot support expanding the  present  method of d i s t r i b u t i n g  l a rge  amounts 
of d o l l a r s  as  reimbursement f o r  homestead taxes ,  given the  sca rce  tax resources 
avai lable .  I f  the Leg i s l a tu re  f e e l s  t h a t  t h e  o v e r a l l  balance between business and 
individual  taxat ion is  dis rupted  by changing t h e  d i s t r i b u t i o n  t o  l o c a l  u n i t s  of 
government, t h i s  car1 be corrected by changing o the r  taxes ,  such as the  l e v e l  of 
corporate income taxes .  

I n  considering t h i s  quest ion we a l s o  recognized t h a t  under our proposal  the  
a c t u a l  t o t a l  d o l l a r s  of homestead r e l i e f  w i l l  no t  be decreased and, f o r  some home- 
owners a t  the  lower income l e v e l s ,  the  r e l i e f  ac tua l ly  w i l l  increase.  

The d o l l a r s  th~1.t otherwise would go i n  f u t u r e  years  t o  double the  present  
homestead c r e d i t  w i l . 1 ,  we recommend, be used ins tead  t o  f inance  g r e a t e r  s t a t e  sup- 
por t  of education, which w i l l  reduce t!le school property t a x  burden on the  home- 
owner. 

We a l s o  took note  of the  f a c t  t h a t ,  i n d i r e c t l y ,  indiv iduals  pay business taxes 
tl~rough t h e  p r i ces  f o r  products they buy. . . 

Can a federal revewe-sharing plan be neutral i n  i t s  tocat government impact:' 

Some f e d e r a l  revenue-sharing plans a l l eged iy  a r e  n e u t r a l  i n  t h e i r  impact on 
l o c a l  government s t r u c t u r e  and organizat ion.  That is ,  t h e  suppor ters  of such plan3 
claim t h a t  they would d i s t r i b u t e  funds t o  a l l  u n i t s  of government on an equal  bas i s .  
For example, one plan would d i s t r i b u t e  t o  a l l  c i t i e s ,  v i l l a g e s ,  unincorporated areas  
and counties,  on the  b a s i s  of each u n i t  of government's loca l ly- ra ised  revenues a s  a 
percentage of local ly- ra ised  revenues of a l l  t h e  u n i t s  of government. 

We do not  bel.ieve i t  is poss ib le  f o r  a revenue-sharing p lan  t o  b e  neu t ra l .  For 
exmple ,  every u n i t  of government which receives funds from revenue sha r ing  is  t o  
some extent  re inforced,  even though a s t a t e  might wish t o  de-emphasize some types 
of u n i t s  and emphasl. ze o the r s .  A f e d e r a l  revenue-sharing p lan  which its supporters  
claim is n e u t r a l  probably is re in fo rc ing  t h e  s t a t u s  quo ins tead .  

Few, i f  any, f e d e r a l  revenue shar ing  plans take account of newly emerging 
general  u n i t s  of government, such a s  t h e  Metropolitan Council. 



I. Amount of S tace  Aid Distribut& 

Distribution by Type of Aid of Funds f~ 
State Governrent t o  Local Governme= 

( F i s c a l  y iTr  ending June 30, 1970 o r  December 31, 1970) 

As compiled by t h e  C i t i z e n s  League from var ious  s t a t e  o f f i c i a l s  

1Jni t -- - Type of Aid 

r i l l  u n i t - s  Total  

School Aids * 
WelEare * 
Highway * 
Homestead Tax Relief  
Zxempt Pra-er t :~  Replacer1e.nt 
P e r  Capi ta  Sa le s  Tax Payments 
Pe r  Census Child Sa le s  Tax Payments 
C iga re t t e  Tax 
Liquor Tax 
G i f t  & Inhe r i t ance  Tax 
Bank Excise Tax 
Mobile Hone P .egis t ra t lon  Tax 
F i r e  Department Aid 

* T h e  Federal  p o r t i o n  of t hese  i s  approximately: 

School Aids 
!Je lfare 
Highway 

Dol lar  Amount 
( i n  mi l l i ons )  

% of 
S t a t e  Tota l  

The t a b l e  above shows t h e  revenues t o  be d i s t r i b u t e d  by t h e  s t a t e  t o  l o c a l  
rovernments f o r  t h e  f i s c a l  yea r  ending June 30; 1970, o r  t h e  ca lendar  yea r  ending 
31ecember 31, 1970, depending upon t h e  type of a i d .  It must he c l e a r l y  understood 
~t t h e  o u t s e t  t h a t  t h i s  i s  an incomplete p i c t u r e  of t h e  a i d  system. The f e d e r a l  
.:overnment d i s t r i b u t e s  some funds t o  l o c a l  governments through t h e  s t a t e .  Those 
funds a r e  included here.  I n  add i t ion ,  however, t h e  f e d e r a l  government d i s t r i b u t e s  
iunds d i r e c t l y  t o  t h e  l o c a l  u n i t s  of government, without  going through t h e  s t a t e .  
- ; t a t e  government does not  have a cu r ren t  yea r  accounting of those  payments, e i t h e r  
.s t o  t o t a l  o r  a s  t o  amount by type of u n i t .  Munic ipa l i t i e s ,  count ies  and s p e c i a l  
l n i t s  of government, such a s  t h e  Metropoli tan Council and housing a u t h o r i t i e s ,  
receive considerable funds d i r e c t l y  from t h e  f e d e r a l  government. 

The t a b l e  shows that approximately $816 m i l l i o n  w i l l  be d i s t r i b u t e d  by t h e  
s t a t e  t o  u n i t s  of Local government i n  Minnesota dur ing  t h e  f i s c a l  year  ending June 



30, 1970, o r  the  calendar year ending December 31, 1970. This includes about 
$148.3 mi l l ion  i n  federa l  a id  which i s  chatme:led througli the state t o  l oca l  
government. 

School a ids  make up 38.7% of the  t o t a l ;  welfare 20.6%; highway use:: 
a i d ,  8.6%; homestead t ax  r e l i e f ,  13.1%; exempt property rep! acement , 9.8X1 
per cap i ta  s a l e s  t ax  payments, 3.2%; pe r  census ch i ld  s a l e s  tax  payments, 2.7%: 
c iga r e t t e  and l iquor  tax d i s t r ibu t ion ,  1.52; and four  o ther  miscellaneous types of 
a id ,  1.7X. 

A l l  un i t s  of government which levy property taxes share i n  t he  exempt 
property replacement and t h e  honestead t a x  r e l i e f  payments. School a ids  and urr 
census ch i ld  s a l e s  t ax  payments go only t o  school d i s t r i c t s ,  and welfare grants  
only t o  the  counties. Municipali t ies and towns share i n  the  pe r  c ap i t a  sa les  tax 
payments. Municipali t ies and towns share i n  the  c iga r e t t e  and l iquor  revenue 
d i s t r ibu t ions .  Counties and municipal i t ies  share i n  highway user a id .  

The types of a id  can be broken i n t o  th ree  major categories.  The l a r a e s t ,  
so-called "functional  aids ," go f o r  sc:lool, welfare,  and highway. This makes UP 
67.9X of the  aids.  The second l a rge s t  category i s  property t ax  r e l i e f  reimbursement, 
which consis ts  of homestead t ax  r e l i e f ,  rtxempt property replacement, and, f o r  
school d i s t r i c t s ,  the  per  census ch i ld  s a l e s  t a x  paypents, a t o t a l  of 25.6%. This 
leaves only a small amount of t h e  t o t a l ,  about 5.9I, which can be cal led  "general 
purpose" grants  t o  l oca l  government. This i s  t he  s a l e s  t ax  d i s t r i bu t i on  d i r e c t l y  
t o  municipal i t ies  and ~ O T J ~ S ~ ~ Q S ,  which i s  2.7% of the  to ta l . ,  the  c i ga r e t t e  and 
miscellaneous other  grants  which amount t o  only 1.7%. (The per  census ch i ld  sa le5 
tax payments t o  school d i a t r i c t ~  a re  counted a s  property tax r e l i e f  payments, 
bzcause, f o r  school d i s t r i c t s  outs ide  c i t i e s  of the  f i r s t  cl&.sa, the payments a r e  
made i n  t he  form of a deduction of t he  school d i s t r i c t  property tax levy.) 

The char t  on the  following page shows how the  $815.7 mi l l ion  i s  being 
d i s t r ibu ted  among t h e  d i f f e r en t  types of un i t s  of government, The char t  shows 
t ha t  school d i s t r i c t s  receive 53.8% of t he  t o t a l :  co~nt ies ,33.4%: municipal i t ies ,  
11.4%, and towns (c~ incorpora ted  areas) ,  1.5%. 

It i s  inpor tant  t o  recognize t he  r e l a t i v e  growth which i s  l i k e l y  t o  take 
place i n  each type of Eraat.  The per  cap i ta  sa les  tax a ids  w i l l  grow automatically 
as the  s a l e s  tax  receipts  grow. Also, under present  law, the  homestead payments 
and e x e m p t  property r e l i e f  payments t r i l l  increase  automatically a s  l oca l  tax 
l ev ies  increase.  School a ids  w i l l  increase as  s t a t e  l e g i s l a t i v e  appropriat ions 
increase. The highway payments w i l l  increase a s  revenues from the highway user  
funds increase,  as provided i n  the  s t a t e  const i tu t ion.  



Dis t r ibu t ion  by Unit of Funds from S t a t e  Government t o  -- 
Local Government ( f i s c a l  ydar ending June 30, 1970, o r  December 3 L  ?-s70) -.---- 

Tota l  Within S t a t e  $815.7 mi l l ion  

Unit -- 
Dollar  Amount % of 

Type of Aid I_in mi l l ions)  State? =& 
School Districts Tota l  $438.9 - 53.8% -- 

Schcol Aids A 315.6 33.7 
PTRF per census child 22 .O 2.7 
Hor.estcad Tax Re l i e f  55.2 6.8 
Exemnt pronerty replacement 41.4 5.1 
Bznk excise  t a x  3.6 .4 
Mcbile home registration t a x  1.1 .1 

Counties Tota l  $272.1 
We3 f a r e  * 168.3 
Higkway * 53.1 
i!omes tead t a x  r e l i e f  26 .O 
Exempt pro?erty replacement 19.5 
Gift and inher i t ance  t a x  3.3 
Bank exc i se  t a x  1.7 
Nobile home r e g i s t r a t i o n  t a x  .2 

To t n l  
Highway 
PTEF per c a p i t a  
Hi!~iestead t ax  r e l i e f  
E x e m ~ t  property replacement 
C iga re t t e  t ax  
Liquor tax 
F i r e  Department a i d  
Bank exc i se  t a x  
Mobile home r e g i s t r a t i o n  t a x  

To t a1 
PTRF per c a p i t a  
Homes t.ead tax r e l i e f  
Exempt property replacement 
Cigsret  te tax  
Liquor t a x  
Rank- excise  t a x  
Mobile home r e g i s t r a t i o n  t a x  

* 'he Fed-ra1 port ion of these  i s  approximately: 

2':hool Aids 
We] fare 
Higi bw a7 

.-- -- 
This information was asse&lr?d- by t h e  Ci t i zens  League s t a f f  from d a t a  provided by 
various S t a t e  o f f  i c t a l s .  In axrunt ,sAases l ~ _ a ~ \ , a  staff made e%+imnten of c1-i 531 r l -  
bution.  



11. Maior Dis t r ibu t ion  Formulas 
I 

1. &&~~L&k--ds--ol a i d s  make up the  l a r g e s t  por t ion  of s t a t e  payments 
t o  l o c a l  governments, the  char t  on the  previous page reveals .  School a i d s  a r e  
d i s t r i b u t e d  b a s i c a l l y  i n  two ways, the  foundation a i d  formula, and s p e c i a l  a i d s  
f o r  such purposes a s  education of handicapped pupils .  

Foundation a i d  has been the  backbone of the  s t a t e  a i d  system. It is d i s t r i -  
buted according t o  a formula which o r i g i n a l l y  was set up by t h e  1957 Legis la ture .  
The formula is designed t o  a d j u s t  the  amount of a i d  each d i s t r i c t  receives accord- 
ing t o  i ts  r e l a t i v e  amount of property t ax  base and t h e  extent  t o  which i t  meets 
minimum l o c a l  e f f o r t  standards. 

Under the  formula, a foundation base f i g u r e  is es tabl ished by t h e  Legislature.  
The foundation base f i g u r e  o r i g i n a l l y  was $240 and has been increased every Session 
s i n c e  1957. For 1970-71 the  base w i l l  be $404. The foundation base f i g u r e  was 
o r i g i n a l l y  intended t o  represent  t h e  median pe r  pup i l  u n i t  expenditure 
(exclusive of c a p i t a l  out lay ,  debt se rv ice  and t r anspor ta t ion  cos ts ) .  A s  education 
cos t s  have r i s e n ,  the  foundation base f i g u r e  has represented a decreasing percentage 
of the  a c t u a l  expenditures. I n  1957-58 t h e  foundation base  f i g u r e  was 90.2% of t h e  
median. This percentage decreased t o  70.2% by 1968-69. 

The foundation base f i g u r e  is not  t h e  amount per  p u p i l  u n i t  which is given t o  
each school d i s t r i c t .  An " a b i l i t y  t o  pay" f a c t o r  is deducted from t h e  base f i g u r e *  
The f a c t o r  is  expressed i n  terms of how many d o l l a r s  can b e  ra i sed  i n  each d i s t r i c t  
from a uniform m i l l  rate on an adjusted assessed valuat ion.  The adjusted assessed 
valuat ion of a school d i s t r i c t  i s  a hypothet ica l  va luat ion ca lcula ted  by t h e  s t a t e  
t o  cor rec t  f o r  d i f ferences  i n  assessment p rac t i ces .  b very rough terms, it is 
about t h r e e  t i m e s  t h e  a c t u a l  o f f i c i a l  assessed valuat ion of the  school d i s t r i c t .  
For the  1970-71 school year ,  the  uniform m i l l  rate on t h e  adjusted assessed 
valuat ion,  f o r  purposes of determining s t a t e  a id ,  is 20 m i l l s .  

In summary, . therefore ,  a school d i s t r i c t ' s  a i d  al lotment f o r  1970-71 w i l l  be 
$404 per pup i l  u n i t  less t h e  amount which 20 m i l l s  would raise on t h e  adjusted 
assessed valuat ion.  The Legis la ture ,  however, a l s o  has  provided a f l o o r  i n  the  
foundation a i d  formula, which guarantees each school d i s t r i c t  a t  l e a s t  a c e r t a i n  
amount per  pup i l  u n i t ,  regardless  of how much t h e  uniform m i l l  r a t e  would r a i s e  
on the  adjusted assessed valuation.  That f l o o r  w i l l  be  $143. i n  t h e  1970-71 school 
year. 

2. Per c a p i t a  and per  census ch i ld  s a l e s  t a x  payments--The 1967 Property Tax 
Reform and Relief  A c t  provides t h a t  one-fourth of a l l  s a l e s  t a x  r e c e i p t s  a r e  t o  
be d i s t r i b u t e d  t o  school d i s t r i c t s ,  munic ipal i t ies ,  and townships. 

The d i s t r i b u t i o n  of t h e  funds is h a ~ d l e d  i n  t h i s  way: f i r s t  a per  c a p i t a  
share  of t h e  t o t a l  amount t o  b e  d i s t r i b u t e d  (one-fourth of t h e  t o t a l  s a l e s  t a x  
rece ip t s )  is  determined f o r  Minneapolis, S t .  Paul,  and Duluth. Then the  amount 
which is designated f o r  these  t h r e e  cities is divided, wi th in  each of the  c i t i e s ,  
2/3  f o r  t h e  municipal government and 1 / 3  f o r  t h e  school d i s t r i c t .  The balance of 
the  funds, a f t e r  deducting t h e  per  c a p i t a  sha re  f o r  Minneapolis, S t .  Paul ,  and 
Duluth, is divided i n t o  two equal por t ions ,  one por t ion  f o r  a l l  o the r  munic ipal i t ies  
and a l l  towns i n  t h e  state, and t h e  o the r  por t ion  f o r  a l l  o ther  school d i s t r i c t s  
i n  the  state. The munic ipal i t ies  and towns share  on a pe r  c a p i t a  b a s i s  and t h e  
school d i s t r i c t s ,  on a per  school census chfld (chi ldren between t h e  ages of 6-16, 
inc lds ive ,  who r e s i d e  i n  the  d i s t r i c t ,  regardless  of whether they a t tend publ ic  

- .  



school) bas i s .  

The per  cap i ta  payment t o  municipal i t ies  was $5.22 i n  1968: $5.31, 1969: and 
$6.60 i n  1970, plus an addi t ional  $2.68 per  cap i ta  in 1973 t o  compensate f o r  
underpayments i n  the  previous two years. 

The t o t a l  amount d i s t r i bu t ed  t o  municipal i t ies  and school d i s t r i c t s  was 
$37,900,000 i n  1 9 6 8  $38,600,000 i n  1969: and is estimated a t  $47,900,000 i n  1970, 
p lus  an addi t ional  $9,700,000 t o  compensate f o r  previous underpayments, f o r  a t o t a l  
of about $57,600,000 i n  1970. 

3 .  Homestead c r ed i t  reimbursement;-The 1967 Property Tax Relief and Ref 0rm 
Act provides t h a t  a .percentage of a homeowner's property t a x  b i l l  w i l l  be paid by 
the  s t a t e .  The percentage w i l l  vary from community t o  community. 

Under the  ac t  t he  s t a t e  w i l l  pay 352 of t ha t  por t ion of a homeowner's Pax 
b i l l  which i s  designated t o  finance governmental services  o ther  than debt retire- 
ment, t o  a maximum of 35% of t he  f i r s t  $714 of non-debt tax ,  which i s  a maximum 
c r ed i t  of $250 per  homeowner. This means, f o r  example, t h a t  the  state w i l l  pay 
35% of t h a t  port ion of a homeo~mer's b i l l  f o r  operating expenses of the  publ ic  
schools, but  t he  35% w i l l  not cover the  por t ion of t he  b i l l  f o r  debt retirement of 
the  publ ic  schools. 

The amount of debt retirement a s  a percentage of the  t o t a l  t ax  levy w i l l  vary 
subs tan t ia l ly  i n  t he  metropolitan area. Homeowriers i n  cornanunities with a r e l a t i v e l y  
low percentage of the  levy earmarked f o r  debt retirement w i l l  have a r e l a t i v e l y  
higher percentage of t h e i r  t ax  b i l l s  paid  by the  s t a t e .  Conversely, homeowners i n  
communities with a r e l a t i ve ly  high percentage of the  levy earmarked f o r  debt re t ioe-  
ment w i l l  have a r e l a t i ve ly  lower percentage of t h e i r  t a x  b i l l s  paid by the  s t a t e .  
It means t h a t  homeowners i n  some communities w i l l  reach t h e  $250 maximum f a s t e r  
than  others .  On a $20,000 house the  maximum is  reached when the  non-debt m i l l  r a r e  
i s  3 4 5 -  92-  O r ,  f o r  a house of any market value,  t he  maximum i s  reached when the 
nmz-debt t ax ,  before the  352 c r ed i t ,  i s  $714 o r  more. 

The percentage of a homeowner's t o t a l  b i l l  paid by the  s t a t e ,  up t o  the  $250 
maximum, can be ca l l ed  the  "effect ive  c r ed i t  rate."  If there  were no debt retire- 
ment i n  t he  community, then the  e f f ec t i ve  c r ed i t  r a t e  would be 35%. Among t he  74 
~ m u n i t i e s  over 2,5CO poi?ulation i n  the  Twin Cities area the  e f f ec t i ve  c r ed i t  r a t e  
va r ies  from a low of 25.55X i n  Lakevil le  and Lexington t o  a high of 32.55% i n  
~ i c h f i e l d .  

The s t a t e  payment f o r  t he  35% homestead c r e d i t  to ta led  $95,300,000 i n  1969. 
The Flinnesota Department of Taxation est imates t h a t  t he  1970 payment w i l l  be  
$106,600,000. There were 818,616 homesteads i n  1969. I f ,  sometime i n  t he  fu tu re ,  
a l l  of these homesteads reach the  $250 maximm, t he  t o t a l  s t a t e  payment w i l l  be 
$204,654,OoO. 

Because of the  di f ference i n  value of homestead property,  a s  w e l l  a s  the  
difference i n  t o t a l  levy and percentage of t he  levy f o r  debt, t he  average homestead 
c red i t  pe r  homestead w i l l  vary subs tan t ia l ly  from community t o  community. Com~uni- 
ties with a high percentage of high valued homesteads w i l l  receive a g r ea t e r  
;,roportion of t h e  homestead c red i t .  

4 .  Exe1n~ t ~ r o a e r t ~ r e n  lacement .---Certain business and farm propertv f o m e r l y  
laxable, has been made t ax  exempt G d e r  t he  1967 Property Tax Relief and Reform Act. 
:'his Act provides t h a t  a l l  taxing un i t s  i n  t he  state (municipali t ies,  townships, 



school d i s t r i c t s ,  counties,  s p e c i a l  d i s t r i c t s )  a r e  t o  be  reimbursed from s t a t e  funds 
fo r  l o s s  of revenue from t h e  newly-exempt personal  property, Exempt property under 
t h i s  a c t  covers farm l ives tock  and machinery and e i t h e r  busirress i n v e n t o r i e ~  o r  
too l s  and equipment a s  the  taxpayer may decide, 

Y The amount of reimbursement which each taxing u n i t  receives  is  dependent upon-- 
i n  addi t ion  t o  the  s i z e  of its property t ax  levy--how much property now tax exempt 
was located i n  i t s  borders i n  1366. The reimbursement bears  no re la t ionsh ip  t o  
the current  vzlue o r  type of taxable property o r  t o  o ther  f a c t o r s  such as popul-ation* 
Nor does it r e l a t e  i n  any way t o  t h e  locat ion and value of t a x  exempt property today* 
In f a c t ,  the re  a r e  no records ava i l ab le  on t h e  current  loca t ion  and value of t a x  
exempt property. 

The s t a t e  pays a c e r t a i n  percentage of each taxing u n i t ' s  levy, thereby 
reducing the  amount of t h e  levy t h a t  has t o  be  spread on t h e  taxable property. 
This percentage--which is  ca l l ed  t h e  reimbursement rat io--wil l  be d i f f e r e n t  f o r  each 
taxing u n i t ,  depending upon the  amount of newly-exempt property t h a t  was located i n  
i t s  borders. (Before the r a t i o  is applied i n  school d i s t r i c t s  ou t s ide  c i t i e s  of 
the  f i r s t  c l a s s ,  the  per  school census c h i l d  a i d  is deducted.) 

The reimbursement r a t i o  is bas ica l ly  the  percentage which the  levy t h e  
newly-exempt property bore t o  t h e  t o t a l  levy on a l l  property i n  t h e  taxing u n i t  
i n  the  l a s t  year i n  which t h e  newly-exempt property was taxable,  

s t a t e  paid approximately $57,300,000 during 1968 and again i n  1969 t o  a l l  
taxing u n i t s  i n  t h e  s t a t e  f o r  replacement f o r  exempt property. During 1970 and again 
i n  1971 the  payment w i l l  be approximately $80,000,000, according t o  t h e  Department 
of Taxation. I n  t h e  f i r s t  two years t h e  payments were made from t h e  Property 
Tax Relief  Fund, which now has been abolished and made p a r t  of t h e  general  fund. 

According t o  t h e  a c t ,  the  amount t o  be paid  is adjus ted  every o the r  year,  
There is no l i m i t  t o  the  amount t o  be paid i n  fu tu re  years. Also t h e  areount each 
taxing u n i t  is t o  receive w i l l  be based always on t h e  r e l a t i v e  amount of n ~ 1 . y -  
exempt property t h a t  was located i n  i t s  borders when the  a c t  went i n t o  e f f e c t .  

5. Hffihwa~ user  funds--Our committee concentrated its e f f o r t s  on other  aspects  
of s t a t e  revenue d i s t r i b u t i o n  and did not make any f indings  o r  recommendations on 
d i s t r i b u t i o n  of highway user funds. But because of t h e  r e l a t i v e  magnitude of t h i s  
source of revenue f o r  l o c a l  government, w e  a r e  including background information on 
i t s  d i s t r i b u t i o n .  (A previous repor t  of the  ~i t izens  League, "Highways, Trans i t ,  
and the. Metropolitan Council," December 6 ,  1968, includes recommendations on 
changing the  d i s t r i b u t i o n  of highway user  funds t o  more accurately r e f l e c t  t h e  needs 
of urban counties .) 

The Minnesota c o n s t i t u t i o n  guarantees t o  munic ipal i t ies  over 5,000 population 
and t o  a l l  counties a share  of t h e  S t a t e  Highway User Fund. 

The S t a t e  Highway User Fund includes revenue from two sources, t h e  seven-cents-- 
a-gallon motor f u e l  tax and motor vehic le  l i cense  fees.  A l l  revenue from these 
sources,  a f t e r  deduction f o r  c e r t a i n  adminis t ra t ive  expense and t r a n s f e r s ,  is ear- 
marked under t h e  s t a t e  cons t i tu t ion  f o r  t h e  S t a t e  Highway User Fund. 

A three-way s p l i t  of t h e  Highway User Fund is provided under llle constitution- 



Basical ly,  the s p l i t  i s  622 t o  t h e  s t a t e ,  29% t o  the  counties,  and 9% t o  munici- 
p a l i t i e s  over 5,000 population. (A s l i g h t  adjustment i n  these percentages i s  perni t -  
t e d ,  but  it i s  not s i g n i f i c a n t  enough t o  require  e labora t ion a t  t h i s  point.) 

As f a r  as we know t h i s  i s  the  only s t a t e  fund (with the  exception of the  
endowment apportionment f o r  school d i s t r i c t s )  which c a r r i e s  with i t  a guarantee, 
under t h e  cons t i tu t ion ,  of a s p e c i f i c  share f o r  loca l  government. 

Whenever the  Legis la ture  increases the  gasoline t a x  o r  motor vehic le  l i cense  
f e e s ,  say, i n  response t o  the  needs f o r  add i t iona l  revenues f o r  s t a t e  highways, thg 
counties and munic ipal i t ies  over 5,000 population receive a share  of t h e  increase ,  
arltomatically . 

The Legis la ture ,  however, does s t i p u l a t e  how the  count iesv  share  is t o  be s p l i t  
among the  individual  counties and how t h e  munic ipal i t ies1  share i s  t o  be s p l i t  -on2 
the individual  munic ipal i t ies .  

The county share  i n  1970 is  $51,248,592. The municipali ty share i s  $16,849,042~ 
The cons t i tu t ion  requires  t h a t  these  funds be used f o r  highway purposes. 

Current s t a t e  l a w  provides f o r  a s p l i t  of t h e  county funds a s  follows: 

10% d i s t r i b u t e d  equally among t h e  87 counties,  wi th  each county receiving 
1187th. 

10% d i s t r i b u t e d  according t o  each county's percentage of t o t a l  motor vehic le  
r e g i s t r a t i o n s  i n  the  s t a t e .  

30% d i s t r i b u t e d  according t o  each county's percentage of t o t a l  miles of 
county s t a t e  a i d  highways i n  the  s t a t e .  

502 d i s t r i b u t e d  according t o  each county's highway needs a s  a percentage of 
t o t a l  county highway needs i n  t h e  s t a t e .  
11 Needs" f o r  each county a r e  approved by a comrnitree of county engineers. 
S t a t e  law permits only c e r t a i n  aspects  of construction t o  be covered i n  
needs. For example, only the  construction cos t s  of the  center  24 f e e t  of 
a s t r e e t  may be included, o r ,  if i t  is  a nul t i - - lane  f a c i l i t y ,  12 f e e t  times 
the  number of lanes.  This l i m i t a t i o n  has t h e  e f f e c t  of reducing "needc" 
i n  metropolitan counties a s  a percentage of t o t a l  needs and, consequently, 
the  t o t a l  allotment t o  metropoli tan counties. 

Current s t a t e  law provides f o r  a s p l i t  of the  municipal funds a s  follows: 

50% d i s t r i b u t e d  p e r  capi ta .  

50% d i s t r i b u t e d  according t o  each munic ipal i ty ' s  highway needs as  a percentage 
of t o t a l  municipal needs. " ~ e e d s "  f o r  each municipali ty a r e  approved by 
a committee of municipal engineers. 

Metro~ol it an counties (Anoka, Carver, Dakota, Hennepin, Ramsey , Scot t  , and 
'ashlngton) receive i n  t h e  aggregate about 1 3 h f  the  t o t a l  funds d i s t r i b u t e d  t o  
, .ounties-  Metropolitan area munic ipal i t ies  receive about 70% of t h e  t o t a l  funds 
. ' i s t r ibuted  t o  m ~ n j - c i p a l i t i e s .  k t r o p o l i t a n  counties and munic ipal i t ies  combined 
.-eceive about 26% of t h e  t o t a l  funds distributed t o  counties and munic ipal i t ies .  



111. Major S t a t e  and Local Tax Receipts 

Although t h i s  repor t  concerns the  d i s t r i b u t i o n  of revenue, not the  quest ions 
of r e l a t i v e  emphasis on d i f f e r e n t  t ax  sources, i t  is  appropriate f o r  background 
purposes t o  l i s t  the  amounts of revenue from the  various major taxes. 

The following f igures  were taken from repor t s  prepared by the  Division of 
Research and Planning, Department of Taxation, and the  Research Section,  Department 
of Education: 

Minnesota S t a t e  and Local Tax Receipts 
(Fiscal  Year Ending June 30, 1969) 

S t a t e  Income Tax 
( including individual  and corporate) 

S t a t e  Sales  Tax 

Motor Vehicle 
( fue l  t a x  and l i cense  fees)  

Cigare t te  Tax 

Alcoholic Beverages Tax 

Gross Earnings Tax 
( ra i l road ,  telephone, e t c . )  

Other S t a t e  Taxes and Licenses 

TOTAL S t a t e  Taxes . 

Property Tax 
(including net  l e v i e s  by a l l  j u r i s d i c t i o n s ,  
p lus  spec ia l  assessments) 

l ~ r e l i m i n a r y  est imates f o r  the  f i s c a l  year ending June 30, 1970, prepared by 
the Minnesota Department of Taxation, p lace  income tax  co l l ec t ions  a t  $415.6 mi l l ion  
and s a l e s  tax  co l l ec t ions ,  $195.5 mi l l ion .  



BACKGROLID OF TRE REPORT 

The Ci t izens  League has published severa l  major r epor t s  on various aspects  of 
the stare- ]  ocal  f i s c a l  system i n  recent  years .  Among them are :  

* "Conclusions and Recommendations on t h e  Impact of the  Dulton Case 
and on Property Tax Assessment Reform" (May 14,  1965) 

* "Minneapolis Financial  Si tuat ion"  (Apri l  14 ,  1966) 

* "1967 Minneapolis School Financial  Needs" (July 27, 1966) 

* "Cit izens League Tax Relief and Reform ~ r o ~ o s a l "  (May 5 ,  1967) 

* "Breaking t h e  Tyranny of the  Local Property  ax" (March 20, 1969) 

* "Stretching the  School Salary ~ o l l a r "  (July 30, 1969) 

* "Organizing F i sca l  Inf ormation f o r  Publ ic  Policy ~ u r p o s e s "  
(January 22,  1970) 

* "Statement before  t h e  Minneapolis Charter Commission on Proposed 
Non-Property Taxes f o r  Minneapolis" (May 7, 1970) 

The Play 5 ,  1967, repor t  recommended a 3% s t a t e  s a l e s  tax ,  with two-thirds of 
the revenues returned d i r a c t l y  t o  l o c a l  government. This r epor t  was published p r i o r  
t o  passage by t h e  Legis la ture  of the  Property Tax ?.eform and Yelief Act. The Match 
20, 1969, repor t  i s  a proposal f o r  shar ing t h e  growth of the  property t a x  base i n  
the Twin C i t i e s  area .  That repor t  refer red  b r i e f l y  t o  t h e  problems of d i s t r i b u t i o n  
of  non-Property taxes ,  as  well .  Following the  1969 Legis la ture ,  the  Cit izens 
League Board of Directors reviewed t h e  major f i s c a l  i s s u e s  which remained unse t t l ed  
aEter  the  Legis la ture  adjourned and approved establishment of a research committee 
with the  following assignment: 

Review t h e  l ike l ihood of add i t iona l  sources of general revenue t o  be , 

made avai lable  t o  l o c a l  governments i n  Minnesota--whether from s t a t e  
o r  f edera l  sources--and the  p o t e n t i a l  amount of the d o l l a r s  involved. 
Inves t iga te  various p o s s i b i l i t i e s  f o r  d i s t r i b u t i o n  of revenue, includ- 
ing  whether t o  base d i s t r i b u t i o n  on a school d i s t r i c t ,  cour~ty o r  muni- 
c i p a l i t y ' s  documented need f o r  funds f o r  s p e c i f i c  programs and its 
a b i l i t y  t o  demonstrate the  ef fec t iveness  of such programs. Make 
recommendations on how t h e  revenue should be d i s t r i b u t e d ,  both among 
d i f f e r e n t  types of un i t s  of govemnent (metropolitan, county, school 
d i s t r i c t ,  municipality and township) and wi th in  each type of u n i t  
( f o r  example, among the  various school d i s t r i c t s )  . 

COMMITTEE MEMBERSHIP 

A t o t a l  of 37 members pa r t i c ipa ted  ac t ive ly  i n  t h e  work of t h i s  coromittee. The 
chairman was William J. Hempel, a Minneapolis lawyer. Other members were: 



James H. Adam 
A 1  Albrecht 
Thomas Berg 
Robert Berkwitz 
Francis Boddy 
Edward Brandt 
James J. Carney 
Thomas Connelly 
David Dahl 
Arthur Delau 
N e i l  Die t r ich  
Gordon M. Donhowe 
M r .  & Mrs. Nicholas Duff 
Robert Ehlers* 
Dennis Enright 
Harry Fiterman 
Mrs. A .  C.  Greenman 
George M. Hansen 

W i l l  Hartf e l d t  
Paul Hauge 
Robert Heaney 
Lowell W. Johnson 
Ralyh W. Laurens 
James McComb* 
Mrs. Stanley Peterson 
John A. Rollwagen 
Arne Schoeller  
John Skeate 
Harry S l e t t en  
Thomas Vasaly 
Robert Voss 
Tom Waterbury* 
John Weaver 
David Wiclcstrom 
John Windhorst , ~ r :  

The committee was a s s i s t ed  by Paul A. C i l j e ,  Ci t izens  League research d i rec to r ,  
Andrew Lindberg, Ci t izens  League research a s s i s t a n t ,  Theresa Schmieg of t he  Ci t izens  
League c l e r i c a l  s t a f f ,  and Mrs. Irma S le t t en  of the  s t a f f  of Rapid Analysis F i sca l  
Tool (RAFT). RAFT is a cooperative e f f o r t  of the  Ci t izens  League and the  Upper 
Elldwest Research and Development Council t o  develop a computerized representat ion 
of the Minnesota tax system. 

COMMITTEE PROCEDURES 

The committee met 33 times from October 30, 1969, t o  June 8, 1970, an average 
of about one meeting a week. Meetings were held on a l t e r n a t e  weeks i n  St .  Paul  and 
Pli~lneapolis f o r  the  convenience of committee members and resource persons. 

During the  f i r s t  th ree  months, as with other  Ci t izens  League committees, the  
emphasis was on o r ien ta t ion .  A l a rge  number of l oca l ,  regional ,  s t a t e  and federa l  
governmental o f f i c i a l s  m e t  with t h e  committee, react ing t o  questions and making pro- 
posals. An agenda of major questions had been prepared f o r  the  f i r s t  meeting of the  
committee and was followed through most of the  other  meetings. 

Almost a l l  meetings were 2&hour evening meetings. I n  the  late s tages  of del i -  
bera t ions ,  meetings ran as  long a s  four hours. In te res ted  persons outs ide  the  com- 
mit tee  were kept informed of i t s  a c t i v i t y  by receiving copies of the  de ta i l ed  min- 
u tes  of each meeting. 

*These meluhers dissented from o r  expressed reservat ions  about c e r t a i n  sect ions  
of the repor t*  lhorandums prepared by Robert Ehlers and Tom Waterbury a r e  ava i l ab le  
on request  a t  the Cit izens League o f f i ce .  Ehlers objects  t o  use of average pupi l  
un i t  expenditure i n  the  foundation a i d  formula, t o  the  recommendation on res t ra i l l ing 
l oca l  school d i s t r i c t  levying, and t o  use of locally-raised revenue as the  ba s i s  for 
d i s t r i bu t i on  of municipal a ids .  James McComb objects  t o  the  recommendation on 
freezing t he  homestead c r ed i t  and on changing the  current  method of d i s t r i bu t i on  of 
the  homestead c red i t .  Waterbury s a id  he  is skep t i c a l  about t he  recommendation on 
r e s t r a in ing  l o c a l  school d i s t r i c t  levying and disagrees with the use of income a s  an 
adjustment f a c to r  i n  the  ~ c b 0 0 1  a id  formula. 



The Citizens League has a limited number of copies of minutes of meetings on 
file, which can be made available to persons who come to the league office. A largt 

amount of background material assembled for the emittee also can be reviewed in 
the League office. 

Many staff personnel in various governmental offices provided invaluable assist- 
ance on request. Particularly helpful were personnel in the State Department of 
Taxatton, State Department of Education, Minnesota Public Examiner's office, State 
Auditor, and the Metropolitan Council. Requests for information were handled 
quickly and completely. 

All of the resource persons who met with the committee accepted invitations 
without hesitation. The conrmittee was particularly fortunate to meet with Walter We 
Heller, professor of economics, University of Minnesota, an originator of the idea 
of federal revenue sharing, and with Murray Weidenbaum, assistant secretary of the 
Treasury for Economic Policy, who is in charge of the Administration's revenue 
sharing proposal. 

Following is a list of resource persons who met with the committee, in addi- 
tion to Heller and Weidenbaum: 

Arthur Naftalin, Professor of public Affairs, University of Minnesota* 
William J. O'Brien, State Auditor. 
Ravmond T. Olsen, Director, State Planning Agency. 
Edward A. Hunter, Deputy Director, State Planning Agency. 
Donald Bevis, Assistant Superintendent for Research, Development and Federal 

Projects, Minneapolis Public Schools. 
Dr. Ellen Fifer, Oirector of Health, State Planning Agency. - 
Richard Oakes, Executive Vice President, Minneapolis Taxpayers Association. 
Ralph Keyes, Executive Secretary, Association of Minnesota Counties. 
Stanley Cowle, Hennepin County Administrator. 
Rollin H. Crawford, Mayor, West St. Paul, and Chairman of Government Finance 

-7 

Committee, Metropolitan Section, League of Minnesota 
Municipalities. 

Paul Dow, Executive Secretary, Efetropolitan Section, League of Minnesota 
Municipalities. 

Dean Lund, Executive Secretary, League of Minnesota Municipalities. 
F. Robert Edrnan, Consultant to Minnesota Legislature on federal grants-in-aid. 
Governor Harold LeVander. 
John Klein, Chairman, Eagan Town Board. 
Hale Chamvion, Vice President, University of Minnesota, and formerly Director 

of Finance, California, and Director, Boston Redevelopment ~ * C Y -  
I.lovd Nielsen, Superintendent, Roseville Public School. 
Erlinfi 0 ,  Jghnsun, Sunerintendent, Anoka Public Schools. 
George J. Greenavalt, Superintendent, Hopkins Public Schools. 
Larrv Harris, Assistant to Superintendent, Minneapolis Public Schools. 
Gordon Minirlier, Assistant Superintendent for Personnel, St. Paul Public Schools. 
s-, Director of Research, State Department of Education. 
Rufus *. Logan, Commissioner of Taxation. 
James L . Hetland, Jr . , Chairman, Metropolitan Council - 
Robert C. Ein~~reiler, Planning Director, Metropolitan Council. 
Allen Muplia, Manager, Metropolitan Finance, Metropolitan Council. 
" 0  A *  Wettergren, Executive Secretarg, Minnesota School Boards Association. 
Loring Ellefson, Minnesota Public Examiner's office. - 
Richard Erdall, Alderman 13th Ward, and President, Minneapolis City Council -- 



John Bergford, Alderman 7th !Jard, and Chairman, Ways and Means Committee, 
?.linneapolis City Co~.nci l .  

nomas A .  Thompson, Minnea~olis  City Coordinator. 
John Bzandl, Dfrector, School of l'ublic Affairs ,  University of Minnesota. 
Thomas Byrne, then Mayor of  S t .  Paul. 
Robert Trudeau, Assistant Chief Acco~mtanr, City of S t .  Paul. 



Chart I 

STEPS I N  APPORTIONMENT OF 
STATE S WPORT DOLLARS FOR MUNICIPAL GOVERNHENT 

1. Determine amount t o  place i n  Municipal Aid Fund. ls?e recommehd one-fourth of 
s a l e s  tax receipts.  

2. Determine which uni t s  of government should share i n  Municipal Aid Fund. We 
recomend c i t i e s  and v i l lages ,  with county gwermnents t o  receive amounts 
a t t r ibu tab le  t o  unincorporated areas. 

3 .  Determine overal l  share of Municipal Aid Fund fo r  Twin Cities region. We 
recommend as  follows: 

Ci t ies  
Reg ion 
Share 

4 .  Determine basic  entitlement of Twin C i t i e s  Region share for  each c i ty  and 
v i l l age  i n  the  region. We recomend as  follows: 

Ci t ies  
Region 
Share 

! ~ o c a l l ~ - ~ a i s e d  Revenue of Individual 
Entitlement 

Village 

5. Adjust each c i t y  or v i l l age ' s  basic  entitlement according t o  its tax resources. 
We recommend as  follows: 

Basic 
Entitlement 
fo r  each 
City or  
Village --- 

Actually 
Paid t o  

City o r  
Village 

..- 

,Assessed \ Income/ 
j val /capi ta  dwelling , \ 

i n  region 1 

I Income / I i \dwelling ; 
\in locali tyi  

2 ..- 

X 

A 



APPENDIX 

Chart I1 

EOUALZZATION "L4G11 IS SCHOOL AID FORMULA 
I 

I n  the  rccomnsendations and discussion of the  school a i d  formula, considerable 
emphas is  is  placed on the  f a c t  tha t  the  foundation base f igure  has f a i l ed  t o  keep 
pace with increasing cos t s  of education, and t o  t h a t  extent  t he  Impact of equaliza- 
t i on  from d i s t r i c t  t o  d i s t r i c t  has diminished. 

The char t  below i l l u s t r a t e s  t h i s  by showing the  drop i n  the  percentage which 
the foundation a id  base is of the  ac tua l  operating expense per pupi l  u n i t  i n  se lec ted  

I 
Twin Cities area  school d i s t r i c t s :  

Operating Foundaeion Base 
Foundation Expense per  as % of 

I 
S choo 1 Aid Base - Pupi l  Unit Operating Expense 
District - . -- 60-61 68:69 1 60-51 68-69 

Anoka 11 $2 70 $355 $277 $476 97.4% 74.69% 

Bel le  P la ine  716 270 355 301 479 89.7 74.1 
I 

Rloomington 271 270 355 32 1 59 2 84.1 59.9 

Centennial 12 270 355 353 603 , 76.5 58.9 
- I 

Edina 273 270 355 347 626 77.8 56.5 I 
hfinneapolis S 1  270 355 355 587 76.1 60.5 

Mounds View 621 270 355 324 581 83.3 61.1 

Richfield 280 270 35 5 343 6 50 78.7 54.6 

Rcsevil le  623 2 70 355 368 624 73.4 56.9 

S t ,  Paul 625 2 70 355 356 598 75.8 59.4 
South S t .  Paul S6 270 355 379 636 

S t i l lwa t e r  834 ' '270 355 - 359 664 , , 

Waconia 110 2 70 355 32 8 555 



Chart 111 

PROPOSED STEPS I N  CALCULATING SCHOOL AID 

I 
1. Determine t h e  number of p u p i l  u n i t s  i n  each school d i s t r i c t ,  region arid s ta te -  

I wide, with t h e  weighting f o r  pup i l  u n i t s  t o  take i n t o  consideration--in addi t ion  
t o  d i f ferences  i n  grade levels--socia-economic disadvantaged pup i l s  and 
physical ly and mentally handicapped. 

I 2. Determine t h e  average per  pup i l  u n i t  operat ing expenditure, exclusive of 
c a p i t a l  expenditures, f o r  each region i n  the  state and statewide. 

I 3. Determine the  t o t a l  a i d  enti t lement t o  each school d i s t r i c t  by mult iplying the 
number of pupi l  u n i t s  by the  average operat ing expenditure per  pup i l  u n i t  in the 
region. 

-r] Pupi l  Units x ,Regional Average Operating 
Expenditure per  Pup i l  Unit Entitlement 

(This s t e p  is unnecessary i f  s u b s t a n t i a l l y  f u l l  s ta te  funding is provided.) Mulw 
t i p l y  the  t o t a l  a i d  ent i t lement  t o  each school d i s t r i c t  by two fac tors :  (1) rhe 
o v e r a l l  percentage of school expenditures which w i l l  be  paid by the  state and 
( 2 )  a va r iab le  support index, which w i l l  increase  o r  decrease each d i s t r i c t ' s  aid 
e n t i t k m e n t  according t o  e f f o r t  ( a s  measured by t h e  t o t a l  ne t  property t ax  levy 
f o r  a l l  j u r i s d i c t i o n s  wi th in  t h e  school d i s t r i c t )  and a b i l i t y  t o  pay ( a s  
measured by assessed valuation and individual  adjusted gross income). 

En t i t l epen t  x 13 Overall  
% of S t a t e  Support Entitlement 

Determine whether a school d i s t r i c t ' s  pup i l  u n i t  operat ing expenditure i n  the  
previous year exceeded the statewide o r  regional  average, whichever i s  higher,  
by mofe than lo%, a f t e r  adjustments f o r  cos t  of l iv ing  changes. I f  no t ,  g ive  
each school d i s t r i c t  i t s  enti t lement a s  determined i n  (3) o r  (3a) above. If 
c o s t s  were more, than 10% above the  statewide o r  regional  average, whichever 5s 
higher ,  deduct its s t a t e  a i d  by 5 0 ~  f o r  every d o l l a r  of expenditures above the  
10%. 

* See Chart IV on reverse s i d e  f o r  explanation of Variable Support Index. 
The variable support index w i l l  increase  o r  decrease a d i s t r i c t ' s  a i d  entith=-Ent 
according t o  whether its net  property t ax  levy, assessed valuat ion and adjusted 
gross i o ~ l ~ l t r  Per pupil  u n i t ,  i n  the  aggregate, i s  above o r  below t h e  average 
per p u p i l  uni t .  





Chart V 

SUPPLEMENTARY INFORMATION ON UNDERSTANDING SCHOOL AID 

. It is important t o  keep i n  d u d  four dif  f ere= figures In u o d e r s w  tb. 
p u p i l  un i t  aid payments t o  school d i e t r i c t s .  

1. Total  expense per pupi l  un i t ,  both operating and capi ta l .  

2. mera t inn  expense per pupil  un i t ,  exclusive of capi ta l .  

3. Foundation base, which is the portion of the pupil  un i t  aperating 
expense upon which actual  a id  is calculated. 

4. Foundation aid,  which i a  t h e  ac tua l  amaunt paid per pupi l  tmit. 

In  the 1968-69 school year the median t o t a l  expense of a l l  school d i s t r i c t s  fn 
t h e  s t a t e  was $649. The median operating expense was $506. Ttte foundation base 
was $355, and the median foundatian a id  paid was $221. (Or ,  the  ac tua l  aid paid 
was 62% of the  foundation base, which was 70% of operating expense, which was 78% 
of t o t a l  expense.) 

Total Expense 
1- 1 $6491;;;;1 uni] , 

- -- -.-- - e r a t i n  E ense 

$506/pupil un i t  
100% 

- - - - - - -  
70X 

Foundation Base 

$355/pupil un i t  

Foundation Aid 

I $221/pupil uni t  

A key policy recammendation i n  the  Citizens League proposal on school a id  
is  that the foundation base be 100% of the  operating expense, which means tha t  
equalization of a id  would be based on t o t a l  operating expense, not j u s t  a portion- 

. - Elen the  foundation aid  formula f i r s t  went Anto e f f ec t  i n  1957, i t  was intended 
tha t  the  foundation base be 100% of aperaMng expense i n  the  previous year, but 
t h i s  percenta~e has sl- ipped more year by year. 



APPENDIX - 

Chart V I u 

REItBURSEMENT RATIOS 
EXEMPT PROPERTY REPIACEPENT 

The recommendations and discussion of the  method by which loca l  governments arc 
reimbursed fo r  loss  of property tax revenue from newly-exempt farm and business 
property r e f e r  to  the  reimbursement r a t i o .  The reimbursement r a t i o  represents the 
re la t ionship between the levy on the newly-.exempt property i n  the  last year i t  was 
taxable and the t o t a l  levy on a l l  p r o ~ e r t y  i n  the  taxing jur isdict ion i n  t ha t  year. 

The reimbursement r a t i o  Is a permanent percentage f o r  each uni t  of government 
and is the percentage of the current ?rear's tax levy which w i l l  be paid by the state. 

For example, the v i l l age  of Arden H i l l s  has a reimbursement r a t i o  of 33.452, 
highest i n  the seven-county Twin Cities area. The s t a t e  w i l l  pay, permanently, under 
present law, 33.45% of the Arden H i l l s  tax levy, whatever it happens t o  be. Highest 
r a t i o  i n  the s t a t e  is  65.40% i n  Great Scott  Totmship i n  S t ,  Louis County. 

Following a re  reimbursement r a t i o s  for  selected Tvdn Ci t ies  area  municipali t ies* 
~ I - - c .  the amol~nt of the exempt property replacement entitlement f o r  1970: 

Reirnbur s ement 
Municipalitv - Ratio 1970 Entitlement 

Arden H i l l s  
Anoka 
Belle Plaine T 

. St .  Paul 
' Minneapolis 

Empire T . 
Roseville 
Chanhassen 
South St. Paul 
St i l lwater  

1.laconi.a 
Eagan T 
Blooming ton 
Golden Valley 
White Bear Lake 

Shakop ee 
(Ed ina 
Burnsville 
Richf i e l d  
Coon Rapi-ds 

hr,\b\) I r\sdale 
Tonka 2 9 ~  
Mounds Viw 
C l  rclp P!nes 
lqorth bdr.:, 
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School Shopper Help for Parents 
T ~ E  SCHOOL BOOK: 1990-91 

A Comprehensive Guide to Elementary Schools, in the Twin Cities 

For the first time. Minnesota parents who are selecting schools will have a concise source of 
comparative information. The School Book, A Comprehensive Guide to Elementary Schools in the 
Twin Cities, a new publication from the Citizens League, is now available. The book profiles 449 
public and private elementary schools. 

The book features information about each school's curriculum, foreign languages, building and 
facilities, extracurricular activities, number of students and teachers, class size, equipment and 
technology, grading system, parent organizations and communications, and services to families (e.g., 
latchkey, breakfast). Each school profile includes a self-description of the school's teaching philosophy 
and strengths. 

Also included in the book is information about what to consider when choosing a school, an 
explanation of Minnesota's school choice law, an application for the open enrollment program, and a 
Metropolitan Council map of public schools and districts in the region. 

You can get a copy of The School Book by calling the Citizens League at 612/338-0791 or by using the 
enclosed order form. League members can buy the book for $10.00; the nonmember price is $12.95. 

b 

state, The 1991 

Report highlights Minnesota health care marketplace 

Minnesota HMO Review 1989 
After three consecutive years of losses, Minnesota's health maintenance organization (HMO) industry 
returned to profitability in 1989. Nevertheless, concerns remain over HMOs' finances and their 
increasing use of hospital care. , 

A report by the Citizens League provides valuable information about Minnesota's HM0,industry. The 
report, Minnesota HMO Review 1989, also analyzes key trends in enrollment, hospital utilization, and 
management arrangements and costs. With 1.1 million Minnesotans enrolled, HMOs affect most 
businesses, medical providers and families in the state. Besides losing $26 million in the late 1980s 
HMOs faced widely publicized provider revolts, a 9 percent enrollment decrease and tougher state rules. 

Minnesota HMO Review 1989 is a valuable reference for people who need to keep up with Minnesota's , 
dynamic health care marketplace. League members can buy the report for $5.00; nonmember price is 
$10.00. To order your copy, please use the enclosed form or call the League at 612/338-0791. 

The data set developed by the League staff in preparing its analysis is also available. 
Call for details. 

WATCH FOR NEW, EXPANDED EDITION: 
Minnesota Managed Care Review I990 will be published in May 1991. 
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