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A problem common to many metropolitan areas is the
existence of a large number of governmental units. Frequently,
these units depend upon the local proﬁerty tax as a substantial,
if not the major, source of their revenue. Their property-tax
jurisdiction has traditionally coincided with their own boundaries.
Thus, although a unit is located in a metfopolitan area, it is
dependent for its property-tax revenue upon a limited slice of
the total tax base in the area. There is resulting pressure for
each unit to develop and maintain a property-tax base within

its boundaries which is large enough to provide its residents

able tax rate. In seeking to develop an adequate local tax base,
governmental officials are naturally tempted to make decisions

differently from the way in which they might be made without

low- and moderate-income residential development; to develop
public utilities and other facilities in an effort to encourage

commercial-industrial development which may never in fact occur;

upon regional and state governmental agencies to develop trans-
portation, sewage, recreational, and other major facilities in
a way that will tend to encourage commercial-industrial develop-
ment within their own boundaries.

Thus the local property—-tax system tends to frustrate

the planning process in metropolitan areas. This is not, however,
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Also, success tends to breed success. The developgent of a
substantial tax base makes it possible to maintain a given
level of services with a relatively low tax raté, which tends
to encourage the development of an even larger tax base. The
gulf between rich and poor governmental units is therefore
widéned. The emergence of these "fiscal dispgrities" means
that some governmental units can raise substantially more
revenue per capita (or per pupil) at a given taxvrate than

can their neighbors. Therefore, the system produces inequality
of tax burden and governmental services within a single metro-
politan area in addition to placing a severe handicap on the
planning process.

During the late 1960's, state legislators, local
governmental officials, and citizens in the Minneapolis-St. Paul
metropolitan area became increasingly conscious of the fiscal
disparities which existed in that area and their fiscal and
planning consequences.l/ In 1968 a committee to study the problem
was formed by the Citizens League, a private organization of
citizens devoted to the study of public issues in the Minneapolis-
St. Paul area and the State of Minnesota. Then, early in the
1969 state legislative session, the Chairman of the Metropolitan
and Urban Affairs Committee of the House of Representatives
appointed a subcommittee to study the problem under the leader-
ship of Representative Charles R. Weaver of Anoka. In March
1969, the Citizens League committee proposed the adoption of a
industrial valuation in each municipality and town within the
metropolitan area would be reallocated among all of the munici-

2
palities and towns in the area inm proportion to population.™
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in the Senate.

In the next (1971) legislative session, the House of

Representatives passed essentially the same bill as it had

Council, an agency which the legislature had created in 1967
=57 s
area. Upon the Council's suggestion, the allocation

fermula was amended in the Senate committee to reflect the

as well as their relative populations. For this purpose,

fiscal capacity was defined as the per capita market

because insufficient time remained for the amended bill to

bill was reintroduced during a special session in the summer

4
of 1971 and was passed by both Houses.—/ On. July 23; 1971,

DEeE IlNiNN. D1ALl. UNee 4738 (1Y/4).
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—/The Senate vote was 34-31 and the House vote was 83-39.
The distribution of voting by geographic area was as follows:

Senate House
Yea Nay Yea Nay
ana >T. raul 1> (LlUUZ%) W AVUE) L3 (B8%) 3 RZR)

2. Metropolitan area
outside the Cities
of Minneapolis and

St. Paul 4 (25%) 12 (75%) 18 (62%) 11 (38%)
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the bill was approved by the Governor.™

cities of Minneapolis and St. Paul.

The Law provides that in each year  an amount equal to
area-wide tax base. (The subject of the allocation is a number
is then reallocated among the municipalities (and the other local

' 7/
basis of population and fiscal capacity.™ Municipalities with

Q/Minn. Ex. Sess. Laws 1971, Ch. 24 (codified at MINN. STAT.

by §§ 473F.12 and 473F,.13.
-G—/Under its terms. the Law was to have taken effert
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Law was first implemented with respect to taxes assessed
in 1974 for payment im 1975.

7/
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commercial-industrial valuation within the metfopolitan area

that year has been relatively small or even nonexistent,

After the allocations to and from the area-wide tax

base are determined. the "taxable value'" of each governmental
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of all property located in the governmental unit, less the
allocation from the unit to the area-wide tax base, plus the
allocation to the unit from the area-wide tax base.é/ The tax
levy of each governmental unit within the area is then paid

from two sources. Part of the levy is paid from the area-wide
tax base (the "area-wide portion of the levy") and the remainder
is paid from the local tax base (the "local portion of the levy").
The area-wide portion of the levy is computed by dividing the
allocation from the area-wide tax base by taxable value and
multiplying the resulting fraction by the total levy.gl The
local portion of the levy is merely the difference between the

total levy and the area-wide portion of the levy.lg/

2/MINN. STAT. § 473F.08, Subd. 2(a) and (b) (1974).

9/
— MINN. STAT. § 473F.08, Subd. 3(a) (1974).

10/y1NN. STAT. § 473F.08, Subd. 3(b) (1974).
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unit to the area-wide tax base.” = The calculation of the

the assessed valuation of each parcel within a particular

the municipality since 1971 and the denominator of which is

the assessed valuation of each parcel is subject to the local

tax rate.

Revenue. Each commercial-industrial taxpayer is billed om a

single tax statement for both the area-wide tax and the local

1/

[

MINN. STAT. § 473F.08, Subd. 4 (1974).

s

2/MINN. STAT. § 473F.08, Subd., 5 (1974).
3/
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MINN. STAT. § 473F.08, Subd. 6 (1974).



buted through the county treasurers to the local governmental

a netting of the effect since 1971 of construction, demolition,

property located in a municipality which has experienced a net

increase in commercial-industrial assessed valuation since 1971.

pality to the area-wide tax base bears to total commercial-

valuation of each parcel which is subject to the area-wide
tax rate is not subject to the local tax rates of the govern-
mental units in which it is located. As a result, no portion
of any parcel is subject to double taxation. Fourth, every
governmental unit in the metropolitan area which levies a
property tax will share to some degree in the allocation of

tax base from the area-wide tax base. The amount allocated



municipal governmental unit embraces less than all of the terri-

. any governmental unit to draw increased tax levies solely from

governmental unit to be paid from the area-wide tax base is

purpose of obtaining a declaratory judgment that the Law violates

in a rapidly developing area south of Minneapolis, and a tax-

vened in the action to assist in defending the validity of the

Law.

4/

— The federal equal protection clause provides that no



to require local governmental units in the metropolitan area to

the operation of the Law allegedly are not distributed in a

5/

than metropolitan, purposes.”

=='These were the issues that consumed most of the time and
attention of the parties and the courts. The plaintiffs also

—Q/Some of the defendant county auditors did not parti-
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local governmental units and the benefits which accrued to

them,

The case was tried to the district court in June 1972.
The court heard testimony concerning fiscal disparities and
their consequences, as well as the anticipated effect of the
Law upon them, from a fdrmer chairman of the Metropolitan
Council, a suburban school superintendent, a former suburban
mayor, the secretary of the Minnesota Municipal Commission,
a- professor of economics at the University of Minnesota, and

the director of comprehensive planning of the Metropolitan

Council. Several other witnesses testified about the mechanical

operation of the Law.

In January 1973 the district court held that the Law

invalid. Tne principal rIindings OI Che court were that a

metropolitan taxing district had not been established and that
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area.” In a memorandum attached to its decision, the court

stated that the Law "imposes a tax on some districts for the

benefit of others."

Supreme Court, and the case was argued in that Court in

September 1973. The arguments in the Supreme Court were

district court. On September 13, 1974, the Supreme Court
filed its decision in which it reversed the district court's

17/
decision and sustained the validity of the Law.™ The
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272 WM 3d 523 (1974, Tha Couvct divided 4-3 in the -derision:

Justices Todd and Scott did not participate in the consideration
or decision of the case. Chief Justice Sheran also did not
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want of a substantial federal question."

It may not be entirely clear whether the Minnesota
Supreme Court decided if the Law creates a metropolitan taxing
district.lg/ It may also be unimportant whether the issue was
decided or how it was decided, since the Court clearly did
hold that the Law is wvalid, even if a metropolitan taxing
district were not created, on the ground that the Law establishes
a "reasonable relationship" between the burdens and benefits
which accrue to taxpayers within the local governmentai units
in the metropolitan area.

In holding that therLaw establishes a reasonable
relationship between benefits and burdens, the Court in effect
recognized that the calculation of relative burdens and benefits
~must involve more than a comparison of the allocations of area-
wide tax base to and from a unit in a particular year.

Other factors must be considered in making‘

such a calculation for a highly-interdependent metropolitan

area. Among the factors noted by the Court are the adverse
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Court that the Law violates the "one man, one vote" principle

nf tha sAanal aratantrinn ~lanca ac twall ae +ha Ana mnryramsance
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the state courts.
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district" at two points in its opinion. See 222 N.W.2d at
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interdependence'" within the metropolitan area:; the tendency

work and to which they pay taxes; and the tendency of commercial-

which they impose upon the governmental units in which they

0/

2
happen to locate.—

In essence, therefore, the Court evaluated
relative benefits and burdens arising from the operation
of the Law in complete recognition of the complex relation-
ships which exist among local governmental units within
a metropolitan area. The trial record established that the
location of a governmental unit within a metropolitan area
has an important effect upon development within the unit, upon
the burden of providing services to businesses and residents
Qithin the unit, upon opportunities for the utilization of
resources and facilities in neighboring governmental units,
and upon the feasibility of locating commercial-industrial
development in units other than those where employees
and customers reside. The Court concluded in light of this
record that the legislature had reasonably balanced benefits
and burdens in providing for the sharing of growth in

commercial-industrial tax valuation on a metropolitan basis.



other factor which may have been important in deciding that the
legislative balance between benefit and burden in this case
was a reasonable one. The Law establishes a formula applicable
on a nondiscretionary and nondiscriminatory basis to all of the
governmental units in the metropolitanm area over the indefinite
future. Under these circumstances the risk of discrimination
in the treatment of a particular governmental unit would seem
to be minimal. This is therefore not a case in which the
legislature has identified one or more governmental units to
bear a unique burden or receive a special benefit. If that
had been done, the Court might have been inclined to inquire
more closely into the reasonableness of the legislative
balance.

It is true that even in this case certain portions
of the metropolitan area are likely to contribute more tax-base
to the area-wide tax base than they will receive in return over

next few vears. Yet there was evidence at trial that manv
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redevelopment over periods of many years. The Law should

therefore function as an "“insurance policv" which guarantees

- - . ~r -

commercial-industrial growth within the area on a continuine

~

21 -
own boundaries;—‘/

the



1ne Law has been applied in only
one tax year (taxes assessed in 1974 for payment in 1975),
reflecting growth in commercial-industrial valuation from 1971
to 1974. Since one of the principal purposes of the Law is
to reallocate commercial-industrial growth as it occurs over
a period of many years, it is difficult to draw meaningful con-
clusions as to its success on the basis of one year's experience
reflecting three years' growth., However, the following statistical

summary of the first year's results may be of interest to those

for the fiscal disparities problem.

The statistics are based upon the experience of the
38 municipalities in the metropolitan area which had 1974
populations in exéess of 10,000, 1In 1974 these 38 municipalities
accounted for 82.27 of the population of the metropolitan area,
88.3% of its commercial-industrial assessed valuation (by
location), 82.6% of the allocations to the area-wide tax base,
and 82.3% of the allocations from the area-wide tax base.

Of the 38 municipalities, 18 were net contributors to
- 3 22/ R 23/

Maplewood, Minnetonka, New Hope, Plymouth, Roseville, Shoreview
and West St. Paul.

22/



base. Thus, these municipalities received a net allocation

The taxable value of the net recipients was increased

in the same proportion. The figures for individual municipalities

respectively. The median figure was 2.0%.



(Cottage Grove) to 22.2% (Inver Grove Heights). The median

figure was 5.5%.

by 3.7% as a result of the Law. The figures

following the application of the Law ranged

metropolitan area was $1,005. Thus, even after the

Eight of the 18 net contributors had commercial-industrial

24
which were lower than the corresponding figure for the area.——/

ar /

valuation substantially lower than that of the area in the

26/

two suffered a percentage reduction in commercial-industrial

24/

($599): New Hope ($677); Shoreview; and West St. Paul ($623).

zé/Inver Grove Heights, for which the figure would have
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as a group (6.3%Z), and each of the eight but one”  suffered

£/
the 18 net contributors as a group (2.1%). All but two™

of the eight had commercial-industrial assessed valuations per

o JJ

not less than $572, which exceeded that of all but six  of the

20 net recipients.

(Mounds View) to $1,369 (Minneapolis). The figure for St. Paul

20 net recipients had commercial-industrial assessed valuations

1/
and two of them™ would have had per capita valuations
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application of the Law were Anoka ($832),
Braonklvn (Center (SR818) . Minnsannlie (81 3AQ) Qt+ TAanie Parl
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as a result of the Law which did not exceed
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in the absence of the Law. Moreover, two of the three received

» 32
increase of the 20 net recipients as a group (3.72).__/ and

EEY
a group (1l.3%).

1971 valuation to 27.7% of that valuatibn, or by 23.6%Z. The

of the Law) ranged from 1.67% (Cottage Grove)
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exceeded the increase achieved by any of the 20 net recipients

34
after the application of the Law._—/

The application of the Law increased
the growth in commercial-industrial assessed valuation for the
20 net recipients over the period 1971-1974 from 10.0%Z of the
1971 valuation to 14.1% of that valuation, or by 41.2%. The
increase in growth for individual municipalities (as a percentage

of the growth they would have experienced in the absence of the

ég/Minneapolis (1.9%) and St. Louis Park (l.4%Z). The figure
for St. Paul was 4.7%.

gl/Minneapolis (0.8%) and St. Louis Park (0.4%Z). The figure
for St. Paul was 1.9%.

n 7 /
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Paul were 25.6% and 83.4%Z, respectively. The median figure

was 42.2%.

"group in 1974 was 18.6% greater than the fiscal capacity of
the metropolitan area.éé/ The fiscal capacities of individual
municipalities within this group ranged from 60.5%Z (Blaine) to
183.7% (Edina) of the fiscal capacity of the area. Of the 18
net contributors, eight had fiscal capacities which were lower
than that of the area.gl/ However, of the eight, all but twoéﬁ
suffered reductions in taxable value as a result of the applica-
tion of the Fiscal Disparities Law which were lower than the
reduction suffered by the net contributors as a group (2.1%).
The fiscal capacity of the net recipients as a group
in 1974 was 9.5% less than the fiscal capacity of the metro-
politan area.ég/ The fiscal capacities of individual muni-
cipalities within this group ranged from 61.7% (Mounds View)

to 118.3% (St. Louis Park) of the fiscal capacity of the area.

The figures for Minneapolis and St. Paul were 97.67 and 89.7%,

—="In addition, two municipalities (South St. Paul and
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gg §3§ab1e market value per capita, while that of the area was
3 -






