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Introduction

This report consists of six major parts,

1. An exanination of the purposes and functions of a constitution. In order
to review the entire financial structure of a state government the state constitu-
tion provides the starting point, It is especially important in the state of Minne-
sota that the study of the financial structure originate with the basic document, be—
cause Minnesota has placed so much of its financial control within the constitution.

2., A review of legislative powers with respect to finance. Although legisla~
tive powers are also included as an integral part of our study on Legislative Reorg-
anization, they are so inextricably bound up with finance that treatment of them in
this report cannot be avoided,

3. A bird's-eye view of the scope of the subject of State Finance. Because it
is impossible to make an exhaustive study of this field in the time at our disposal,
this is given in outline form, its primary purpose being to provide a short orienta-
tion in what is encompassed in finance. The use of the outline facilitates more im-
mediate comprehension of the relationships of each of the parts to the whole, and
thus may serve as a guide for further work in this field. It is not so important at
this time to become well-versed in all phases of finance as it is to become cogni-
zent of the ramifications of the subject and of how the parts fit together.

4, An analysis of constitutional provisions relating to finance. This is
limited primarily to a comparison of Minnesota provisions with those of the Model
State Constitution, published by the National Municipal League,

5« Trends in state expenditures. Although the legislative powers and the
finance procedures vary greatly from one state to another, expenditures show a re-
markably uniform pattern. Government expenditures have a universal history of con-
stant increase, though at varying rates. The years since the end of World lar II,
however, have witnessed an accelerated rate of increase in state expenditures, par-
ticularly in the areas of education, highways, mental health and welfare.

6. A preview of the 1955 legislative session. This does not truly belong in
this report, but is included because this is a legislative year.

It may seem as though the topics of constitutional form and legislative powers
are being overdone by their inclusion in the reports of both'Legislative Reorganize~
tion and Finance. Their importance at this stage of the game, however, cannot be
over-emphasized. These topics will form the nucleus and set the pattern for League
decisions as to the most desirable type of constitution for which to strive. Later,
details can be discussed and fit in or not according to such basic principles as we
shall evolve as a result of this year's study.

I. PURPOSES aND FUNCTIONS OF CONSTITUTIONS

Definition: ‘Jebster defines the word constitution, in the sense in which we are
using it, as the "fundamental, organic law or principles of government of a nation,
ctate, society or other organized body of men, embodied in written documente or im-
plied in the institutions and customs of the country or society; also, a written in-
strument embodying such organic law and laying down fundamental rules and principles
for the conduct of affairs." The words "fundamental! and "organic" seem to be the
keys for further analysis. In the legal sense of the terms, "fundamental" is given
as a synonym of "organic!". Because the definition of "organic!" is more precise, we
will use it to define more sharply the meaning of "constitution." "Organic" means:
"designating or pertaining to, the law or laws by virtue of which a governuent or
organization exists as such; designating the laws incorporated or involved in the or-
ganization of a state, political organism, other organized association."

A constitution need not be written to be effective., Because most of those with
which we are familiar are written down, however, we tend to think of the document it~
self as the constitution, rather than the principles and rules embodied in it. Iost
states follow some principles and practices that are not printed in any written docu-
ment but which, nevertheless, have the force and effect of constitutional provision,.
Usually we think of the written provisions as being the only ones enforceable by the
courts. Many times, however, the courts will rule, not on the basis of the written
word of the constitution, but on the basis of the spirit of the constitution.
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Characteristics:l The characteristics which a constitution must have to be suc—
cessful are stability and flexibility. Stability. "Unless the group of principles
wnd rules which govern the operation of the government is somewhat stable, the gov-:
ernment's relation to the individual, the relations of one part of ‘the government to
eanother part, and many other important political and legal relations, cannot be
known to any degree of certainty...As a consequence progress will be seriously im-
reded." TFlexibility. On the other hand, it is essential that it be possible to .
make changes in these rules and principles in order that the government may function
effectively under different circumstances and changed conditions, i

How can two so different qualities be reconciled? There are two ways. (1) The
first is by drafting the constitution properly. "The written record...should deal
only with the fundamentals of government and its functions. Only the fundamental
inter-governmental relations should be included, and only the fundamental relations
between the government and the individual should be cast into & somewhat permanent
form. The constitution should be very short and phrased in terms which are precise
and yet be possible of elaboration by the process of interpretation." (2) The
second method of balancing stability with flexibility is to make the constitution
amendable, "It should be possible to amend the constitution so as to vary the prin-
ciples and rules which are to be applied in a given period of time in order that the
people of that time may be well governed according to the needs and standards of
their particular day."

Method 1 above was a prime consideration in the drafting of the new constitu~
tion which New Jersey adopted in 1947. "One factor which the delegates (to the
Constitutional Convention) kept constantly before them in their deliberations was the
need for a short, flexible, simple document which would be restricted to the incor-
poration of fundamental principles. The desirability of these characteristics was
impressed on them very frequently by the Governor, the President of the convention,
end witnesses who came before the committees. The delegates had learned & lesson
from constitutions of other states which were long, incorporated much legislative
material and hence proved inflexible,"2

The Trend Toward Long Constitutions. The early state constitutions tended to
be short; later ones, during the latter part of the 19th century and early part of
the 20th, became lengthy. This trend has been attributed to the following causes:J

1. A distrust of legislatures had developed. This manifested itself in three
ways., (&) An ever—increasing number of restrictions were imposed upon what the
legislature was allowed to do.* The many restrictions upon legislative control of
state finance illustrate this point. (b) Subjects were dealt with in more detail in
the constitution because of the fear that the legislature would not act properly with
regard _to them., (c) Numerous procedural limitations were imposed on state legisla—
tures,

2, Changing conditions created new problems of government. In order that these
might be dealt with adequately by the state government, it was necessary to give the
legislatures new powers,

3. The need for additional governmental machinery resulted in the creation of
various boards and commissions, In & number of constitutions these boards were pro-
vided for in the body of the constitutions.

4, A tendency to insert into the constitution more provisions dealing with the
administrative details of state government developed,

The most serious objections to long and consequently involved constitutions are:
(1) Because they are detailed, they need change too often — more often than is possi-
ble and more often than the people should be called upon to participate in the work
of government. (2) Measures of temporary immortance are put into permanent form,
(3) The greater the number of restrictions upon the legislature, the more often will

el 'auotgs in th;s section from Bates and Figld,ustage Government. 1528.—ﬁaf5er &
‘ Bros. Chapter 4,
2, Baisden, Richard N,, Charter for New Jersey; The New Jersey Constitutional Con-

. vention of 1947. 1952. P. 104,
3. Bates and Field, Op. Cit. Chap. 4.
4, This is discussed in the next section.

5. See "Legislative Reorganization" material.
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its acts be challenged in the courts., Hence, long constitutions throw a heavier bur-
den on the courts than do shorter, simpler ones. (4) The inclusion of great detail
tends to break down the distinction between constituent functions (those which be-
long in the constitution as functions of the people) and legislative functions.
Thies differentiation, however, is difficult to make, and usually resolves itself
largely into a matter of policy. (5) Because so many restrictions have been imposed
upon legislatures by constitutional provisions, the courts have developed the doc-
trine of implied limitations by which any mention of a subject in the constitution
is interpreted to mean that the legislature is prohibited from any legislation on it
beyond the absolute letter of the law,

A constitution must be amendable. "If state constitutions were properly draft-
ed, containing only very brief outlines of the government to be established and a
few statements of the relation which the government is to bear to the individual,
the process of amendment would not need to be easy" because such constitutions would
not need so frequent change, Most state constitutions are not properly drafted and
consequently do need frequent change, however, For this reason the trend has been
to make the amending process easier.6 Minnesota, with its long and detailed consti-
tution, is an exception to this trend. In 1898 after 41 years of operation wita a
simpler amending process, it enacted an amendment to make the process much more dif= .
ficult.

II. EGISLATIVE POWERS

Their Historical Develowment.? It is essential to know the history of the
changes which have taken place in the thinking about state government in order to
judge whether these changes and their causes apply to present day needs and condi-
tions,

The early legislatures had practically no limitations on the scope of their
activities and relatively few directions as to their organization and procedure. The
distrust soon engendered resulted in a curbing of legislative powers. It was pro-
duced mainly by two factors. (1) The questionable relationships of legislatures
with private and special interests. These relationships were built up by the sub-
mission of the legislators to pressures of special interests for favorable grants
and privileges. The legislatures then had many favors to dispense in the form of (a)
the practice of creating corporations by special legislation; (b) the vast extent of
public lands left to their disposition; and (e¢) legislation creating banks and ex-
tending banking privileges.

(2) Mismanagement of financial affairs. 3By 1837, when the great financial panic
occurred, the states had incurred obligations of more than fifty million dollars in
order to engage in banking activities themselves or to support private banking cor-
porations by loan of their credit. At the insistence of land speculators and sett-
lers the states embarked on ambitious programs of internal improvement. By the end
of 1837 bonds had been issued or authorized (in addition to other forms of financial
encouragement) in the aid of banks, roads, canals, railroads and similar undertakings
to the extent of $170,000,000.

The loss of prestige suffered by the legislatures because of such machinations
began to be evidenced by the middle of the 19th century in the form of steps design-
ed to circumscribe their activities and powers. These steps took three forms. (1)
Strengthening the powers and expanding the functions of other branches of the govern-
ment at the expense of the legislature, (2) restricting their freedom of action with
respect to their organization and procedure, and (3) limiting the scope of their ac-
tivities. This last method of restriction is the only one we will discuss here, be-
cause the limitations in scope of legislative activities dealt mostly with finance
and special legislation. e are concerned here only with the restrictions on fi-
nance. Three areas of finance were affected - taxation, appropriation and indebted-
ness.,

81F.
hap. 7.

6. Bates and Field. Op. Cit.

P
7. Bates and Field. Op. Cit. C




Taxation. Among the early modifications were sweeping attempts to secure
equality in taxation. Most widespread: is the directive that taxes be uniform and
equal upon all property,8 (This requires that all property be velued upon the same
base and taxed at the same rate. Under this system all kinds of property, from
houses to industrial plants, are lumped together and taxed alike.) Legislatures are
thus directed to provide for the just valuation of all property, real and personel.®
In some instances this is supplemented by specific instructions as to the valuation
of mines, livestock, land and improvements, as well as corporate property of all
kinds,8 In some constitutions tax rates, either all of them or for special forms of
taxation, have been fixed.” Some prescribe that persons, corporations, and locali~
ties shall not be exempted from taxation,8 or that only specified exemptions shall
be made,l0

Appropriations. Appropriations are most frequently directed to be "made only
by bill, and not by resolution or otherwise;ll and that they shall be only for public
purposes.12 In a number of instances power to make appropriation is limited to the
amount of estimated revenues, except in cases of dire emergency such as invasion or
insurrection.l3 Specific objects for which appropriation cannot be made are some-
times specified, including the support of sectarian schools or of private or corpor-
ate enterprises, or grants to local areas of govarnment.ll It is frequently re-
quired that the general bill shall provide only for ordinary expenses of government
and that salary bills shall not contain other matters.l% In bills other than this,
appropriations must be for specific purposes;l5 and the specific sums in each cese
shall be mentioned."l5

Indebtedness. "In most states there are found very definite limitations upon
the power of the legislature to incur debt, either by borrowing or by the loan of
the credit of the state to support debts incurred by persons, corporations, or local-
ities.ll In some instances there is an absolute prohibition upon the creating of a
debt eave for specific purposes mentioned. The purposes most commonly thus specified
are to repel invasion, suppress insurrection, and to pay the interest on or to refund
existing debt. Sometimes debt for other unspecified purposes is permitted, but to a

very limited amount.l3 The meximum of indebtedness either as a fixed amount, rang-
ing from fifty thousand dollars in some of the older states, to as much as two mil-
lions in the far west, or it may be determined a&s & certain per cent of the total

valuation of the state.l®6 In perhaps a third of the states, these limits may be ex-

8., These provisions are not found in Minnesota's present constitution. In 1906 the
so-called wide-open tax amendment was adopted, which, with additional amendments,
constitutes the present clause, It states that taxes shall be uniform upon the
same class of subjects. An Illinois amendment to allow classification of pro-
perty for tax purposes failed of ratification in 1953!

Although the constitution does not actually fix any tax rates, the clause on
gross earnings tex on railroads does so in effect by stipulating that any rate
change must be submitted to referendum.

OQur constitution specifies exemptions but they are broad -~ so much so that the
Constitutional Commission noted with its recommendations that "in 1944 approxi-
mately 25% of the assessed value of all taxable real property in Minnesota was
exempt from taxation,"

True of Minnesota constitution.

This applies to the Minnesota Constitution by interpretation of Article I, Sec~
tion 1, (Bill of Rights)., "Government is instituted for the security, benefit
and protection of the people,"

The Minnesota Constitution allows for the contraction of debt for extraordinary
expenditures, in addition to war, invasion and insurrection, but does not speci-
fically limit appropriations to amount of estimated revenue.

These provisions are not in the Minnesota Constitution.

In Minnesota appropriations are made for specific purposes and in specific
amounts, This is standard prectice, though not required by the constitution,
Minnesota's Constitution limits the amount of debt to $250,000. For the building
and maintenance of the trunk highway system, however, the debt limit is
$75,000,000, The general limit is actually no longer operadtive, as ways have

been found to circumvent it,
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ceeded with the consent of the voters obtained through a referendum,14 S$till other
limitations upon the debt-incurring power are requirements that the act of authoriza-
tion shall specify distinctly the object of the debt, and shall be passed with cer-
tain unusual formalities or by an unusual majority.ll To prevent the accumulation

of arrearages of interest and delay in the payment of the principal, the duty of
making specific provisions for meeting both are imposed on the legislatures.,ll Not
only is the power to createand to perpetuate debts by direct means thus closely re-
strained, but the power to create them indirectly is still more strictly limited.

The disastrous consequences of the liberal and even reckless policy pursued in aid

of internal improvements led the people to specify in no uncertain terms that the
credit of the state shall not be given or loaned to any political subdiviesion or to
any private individual or corporation.ll Neither can any local or private debt be
agsumed or paid by act of the legislature.ll The budget system, when incorporated

in state constitutions, has for its purpose the limitation of the power of the legis-
lature to continue the haphazard methods which they had hitherto pursued in making
appropriations and levying taxes" as well as the purpose of strengthening the powers
of the executive department,l¥

In reading this material and paying close attention to the footnotes it may
seem at first glance that Minnesota has a minimum of these limitations of legislative
powers in her constitution. Minnesota, however, had devised a different scheme for
tying . the hands of the legislators even more firmly than do many of the provisions
listed above, That is the earmarking of revenues for specific purposes, and in
exact percentages in the case of revenues allotted to more than one special fund,

The stringent restrictione imposed by this method leaves our legislatures with little
authority to act constructively in the field of finance, Not only does this system
allow the accrual of unusable balances in some funds at the expense of other services
but prevents constructive budgeting or other control of expenditures of these reve~
nues, and limits legislative discretion with respect to use of state revenues,

The Present. Two questions arise from this discussion of the history of legis-
lative powars in the state constitutions.

(1) Do the reasons for the 19th century distrust of legislatures still obtain?
If so, are our most effective controls to be found in constitutional limitations?

If not, is it desirable to continue from force of habit treatment of a disease long-
since cured? The downfall of the early legislatures was caused primarily by their
being able to create corporations and banks and to dispose of public lands. No
longer &re the legislatures able to do these things, not only because such powers
have been removed from them, but also because (a) there are so many corporations and
banks that their establishment and regulation must necessarily be accomplished under
general laws, and (b) the vast extent of public lands no longer exists, It is pro-
bably safe to predict that legislatures will always be besieged with requests of
special interest groups, however., Rather than specify what the legislatures cannot
do with respect to special interests, it might be more effective to specify restric-
tions on the activities of the pressure groups themselves. (This is hardly a matter
for constitutional consideration, however.) Such action has been taken in some
states and is being urged in others, including Minnesota,

The radical changes in our communication and transportation systems in the past
hundred years have been of prime importance in bringing about more popular control of
our legislatures., ‘hereas today we get an almost blow-by-~blow account of what the
legislature is doing, and can voice comments in practically a matter of minutes, it
must have required virtually months, long ago, to find out what the legislature had
done.

(2) With the advent of modern management techniques in government might not the
principles of good management better be served by a different approach to these leg-
islative problems? An even cursory discussion of management techniques would take
us far afield into the administrative sphere of government, with which we are not
directly concerned at the moment. Suffice it to say that many of these techniques
should be, are being, and have been adopted by government, Among them, in the area
of finance, are the executive budget system, uniform accounting, consolidation of
finance functions in a single department, the pre-~audit as an administrative function,
and the post-audit as a legislative function, (In this state the post-audit is an
administrative function,)
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e are not alone in our consideration of these problems. The National Municipal
League in its explanation of its Model State Constitution has this to say: "As a
result of the necessity for re-assessment of the fitness of our institutions in this
postwar atomic age, we appear to be entering another great era of constitution-
making in our states, It is important that the planning that goes into this revision
be thoughtful, hard-headed, and up-to-date."

III, THE SCOPE OF STATE FINANCE

Public finance, of which state finance is & part, is the science of governmental
financial management, It deals with the provision, custody, and disbursement of
the resources needed for the conduct of public or governmental functions. Its scope
has broadened to cover all phases of governmental financial activity and its impor-
tance becomes greater as the burden of government increases.

To discuss the scope of activities encompassed by the field of state finance in
any detail requires at least one entire volume, Therefore, that we may get acquain-
ted with the extent of the subject without the burden of too much reading, it is nre-
sented here in outline form, This outline is not intended to be comprehensive., Much
detail has been omitted for the sake of emphasizing major points.

Taxes and debt are both sources of revenue. In the outline, however, they are
treated separately - taxation because it is the most important and complex source of
punlic income; debt because its operations are so distinct from those of other
revenues,

AN OUTLINE OF STATE FINANCEL7

EXPENDITURES. The expenditures of government are a measure, in terms of money,

of the services performed by public agencies.

A, OClassification of expenditures is a systematic arrangement of expenditures
into groups.

1. There is no standard classification system,

2. Clagsification is necessary for several purposes.
a. It aids the budget procedure.
bs It helps give meaning to financial reports.
ce It permits comparisons of comparable figures.
d, It simplifies accounting procedures.

B, The trend of governmental costs is one of a strong and steady increase,
which has been manifest for centuries. It has risen at a rapid rate during
recent years.

C. Expenditure programs should be watched closely since demend for additional
or increased spending is the creator of new or more onerous tax measures,

REVENUES, or.publie¢ income.

A. Since the government does not operate on a profit basis, the total income
from revenues and borrowings should generally correspond rather closely to
the total expenditures.

Sources of revenue

1. Commercial revenues (or proprietary revenues): Those which arise from
operations in which the state stands in the position of a proprietor,
8. The public domain
b. Public industries (water supply systems, etc.)
Administrative revenues. The outcome of governmental activities, inci-
dental to the routine process of governmental administration.
a, TFines: a charge levied upon an individual, for law-enforcement

purposes. = ' :

i?. “Material lé;gel; from: _Luﬁ;, H. L.—Pubiic Finance. Aﬁglat;n d;ntu;y C;. 154?.
Bates and Field, Op, Cit., Chap. 9.
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III.

TAXES,

b, Fees: a charge made for. a special service rendered or a privilege
granted to the individual by the goverrnnment. '
(1) Service fees: Charges made for service rendered to the indivi-
dual against whom the charge is made, Eg., recording deeds.
(2) License fees: a charge levied for a privilege or permission
granted to the party peying the fee,
Special assessments: a proportional contribution upon land to de-
fray the cost of a public improvement which is assumed to confer
special benefit upon the property assessed, (This is used prima-
rily by municipalities,)
A tax is most generally defined as a compulsory contribution from the

individual to the government to defray the expenses incurred in the interest
of all, without reference to benefits.
A. ZHssential characteristics of a tax system,

1.

2,

Adequate to provide, combined with other sources of income, sufficient

funds for the support of government,

Xquitable in its distribution of the burden through the community.

a., Double taxation, a problem of the distribution of the tax burden,
occurs whenever an object is taxed twice by the same or by coordi-
nate jurisdictions. For example:

(1) Taxation of the same property or income by more than one state.

(2) Taxation of property for both local and state purposes.

b. Two major issues are involved in double taxation.

(1) It may be discriminatory. Only then is it inequitable.

(2) The weight of the combined taxes on the individual taxpayer.
Zconomical in that it takes from the taxpayer no more than required for
the needs of economically administered government,

Flastic, so that it may be capable of expansion and contraction to

meet the varying needs of the treasury.

Flexible, so that if changed conditions make changes desirable in the

system, they can readily be made.

Simple, both in structure and in administration, so that it may be

easily understood and grievances readily adjusted.

Forms of Taxation. No one form can satisfy all essentials of equitable
taxation. Consequently & number of different taxes are imposed, together
forming a system and designed to supplement one another,

1.

Property Tax,
a, Characteristics of the property tax,
(1) It provides virtually all of the tax revenue of the counties,
school districts, and miscellaneous miner subdivisicns of the

United States, and 87/ of the tax revenue of the civiss and

towns. (1942)

(2) Another characteristic of American property taxation has been
the rise and decline of the so-called "general property tex,"

(a) Originated as a tax on property in general, on all pro-
perty considered as a homogeneous whole - real and per-
sonal, tangible and intangible.

(b) Its defects in theory and administrative procedure became
apparent, and eventually insuperable, with the transition
from primitive to complicated methods of economic organi-
zation, and with the emergence of large amounts of cor-
porate securities and other forms of intangible wealth.

The next characteristic is the emergence of various schemes

of property classification ~ creation of classes of property -

each of which is to be dealt with in some manner separately

from other classes in determining the taxes to be imposed.
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bs Problems of property taxation

(1) To base property taxation on capital or annual income values.

(2) The establishment of appropriate property classes.

(3) Elimination of property tax legislation from constitutions.

(4) Development of an assessment and equalization technique,

(5) The attainment of more effective central administrative con-
trol.

(6) A rational exemption policy.

(7) The increase in the use of property tax rate limitation (the
mill-levy limit allowed) indicates the problem of control of
public expenditures and the proper and equitable distribution
of tax burdens.

(8) Improvement of the collection system. This has been the
weakest aspect of property tax administration.

Income Tax, Has been adopted on the assumption that income is the

best index of ability to pay.

a, Rates are usually progressive, i,e,, the higher the income, the
higher the rate, :

b, A few states apply the income tax to corporations only, while in

a few othergs individuals only are affected.

Poll Tax. Also known as a head tax or capitation tax, a levy at a

fixed amount per person or, in other words, per head,

State taxes on specific commodities. All states now tax gasoline and

alcoholic beverages.

a, Gasoline tax.

b. Alcoholic beverages tax, including licenses to handle and tax on
the commodity.

¢, Non-alcoholic beverages., ©5Some states now tex these beverages too.

d, Tobacco, including dealers' licenses and cigarette tax,

Taxation of business

a., Principal methods of taxing business.

(1) Capital stock

(2) Gross receipts (or equivalent term as gross sales, etc.)

Not included in this category are taxes on gross earnings in
lieu of property tax,

(3) Net income. Applied only to corporations. All states except
New York follow the practice of the federal government in
taxing business income of partnerships and sole proprietor
concerns to the individuals receiving it, instead of taxing
the business as such,

Taxation of airlines.

Taxation of banks.

Other business taxes.

(1) Sales tax. From the standpoint of the theory of the legal
nature of this tax, the laws fall into two groups:

(a) Those that impose the tax on the privilege of selling.
(b) Those that impose it on the act of sale,

Use Tax: a levy on the use, storage, or consumption of tangi-
ble personal property bought outside the state, which would
be subject to the sales tax if bought within the state.

Motor wvehicle licenses.

Severance taxes: The name "severance" tax was originated in
Louisiana to describe a tax imposed on the privilege of re-
moving, or severing, certain raw materials or natural re=
sources from the land or water within the state's juriediction.
The Minnesota tax on iron ore (called " occupational") may
properly be regarded as & severance tax.

o




Inheritance and estate taxes

a., The inheritance tax is based on the shares received by the respec-
tive heirs.

b. The estate tax is based on the entire estate before it is distri-
buted to the heirs.

c¢. The Gift tax is & plan of dealing with the problem, inherent in
death taxes, of transferring property before death, It is im-
posed on all gifts whenever made, in excess of established limits.

C. Constitutional limitations on taxation.
1., TYederal restrictions on state taxing powers

a., States prohibited from levying any duty on imports or exports,
except such charges as may be necessary to carry out the state's
inspection laws for police opurposes,

b. No state may levy any tonnage duty upon vessels entering its
ports,

¢, Grant to the federal government of the exclusive control over
interstate commerce.

d, Neither the property nor agencies of the United States subject to
state taxation., (By judicial action)

2. The most common restriction in state constitutions has been that the
rate of agssessment and taxation shall be uniform and equal.

Public borrowing has been resorted to because the public has been demand-
ing that the state perform a wider range of services which calls for extra-
ordinary expenditures such as for lands, buildings, public improvements
and bonuses,

Rules have been generally accepted for guidance in the creation of public

debts.

1. Borrowing should not be employed to meet current expenses except in
anticipation of revenues, but should be resorted to only to pay for
improvements of a permanent character or for emergencies such as war
or public calamity.

2, Jhen debt is contracted the period allowed for discharging it should
not be longer than the 1ife of the object for which the debt is in=
curred,

Classification and form of debts: debts of public bodies are usually dis-

tinguished with respect to their time of maturity and the form of the cer-

tificate or evidence of the debt.

1. Tunded debt, Usually created by emergency or expensive and permanent
improvement,

a. Has a long but definite period to run

b, Fvidenced by bonds or serial notes

Floating debt.

a, Has no fixed time to run, but the period is expected to be short.

b. Twvidences are "treasury notes" or "treasury warrants,"

Current debts. Incurred in the course of the current operations of

government,

a., Presumed to be payable from the revenues of the current year.

b. Xvidenced by book accounts or by short-term paper called "revenue
loans," "tax-warrants," or "auditor's warrants,"

L, Status of debts may be changed from short to longer forms, up to
funded debt.

Debt redemption., Methods of paying public debts.

1. Bonds
a, Definition: a series of notes with the following characteristics

in common:

(1) Form

(2) Interest rate
(3) Date of issue
(4) Date of maturity




b. Usual method of payment is by the accumulation of a sinking fund,

(1) This is a fund into which is to be paid periodicelly & sum
which will, with accumulated interest, suffice to redeem the
bonds at the date of maturity.

(2) Sinking fund method not effective if:

(2) Annual contributions not regularly made.
(b) The accumulations in the fund impaired by unwise or
corrupt management

Serial notes (or certificates of indebtedness)

a., Characterics:

(1) These securities algo have a common date of issue

(2) Are divided into a number of groups equal to the number of
years allowed for payment of the whole debt,

(3) The several groups are erranged to meture in succession at
intervals of one year until the debt is paid.

Advantages of this method.

(1) Avoids the uncertainties of the accumulation and preservation
of large sinking funds,

(2) Compels the government to provide in its budget for both the
interest charges and the redemptions falling due eacl: year.

E. State constitutional limitations upon borrowing. Result of the tendency
to substitute for the rigorous methods of taxation the easier way of
borrowing and leaving to succeeding administrations the task of repayment.

V. FINANCIAL ADMINISTRATION

A., PFinancial administration may be viewed as a cycle of operations, including
1. Assessment, The determination of the amount of the tax base by

appraisal or other appropriate means. (The term "assessment" is im-

properly applied when used to mean the imposition of the tax, That

step is the "levy,")

a. Valuation, The work of the assessors is to prepare a list of all
persons holding property within their jurisdictions subject to the
levy, end to determine the valuation to be placed on it for pur~
poses of taxation. Valuation of incomes is usually done by the
taxpayer.

Certain forms of highly specialized property- and property extend-

ing through more than one taxing jurisdiction are generally

assessed by state officials.

Local review and equalization. This function is performed to

rlace upon the roll omitted property and to equalize valuations

between individuels and between assessment districts,

d. Certification to the state, Any equalization among counties is
done by state agency.

Levy. The formal order for tax payment upon the essessed base, at

certain rates or in specified amount. The procedure of levy varies

with the different taxes.

Collection, The goal of the whole taxing process is the provision of

revenues. Therefore it is importent that the taxes be collected.

a., General characteristics of collection.

(1) The collection process requires authoritative sanction be-
.cause it involves taking private property for a public pur-
pose,

(2) Collection may be handled by the officer who makes the assess—
ment, cr by some one connected with another division of the
government,

(3) It is generally desirable to make collection convenient for
the taxpayers.

b. Tax laws, like any other laws, must provide adequate penalties in
order to produce results through proper observance,
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Custody. The means for securing the proper public custody of the
monies collected as public receipts, and for providing adequate means
of collection, safe-keeping, transfer and disbursement.

a. Practice originally prevailed of keeping the funds in the vaults
of the treasurer's office,

b. Funds are now deposited in depository banks throughout the state,
Such bank devmosits are called "demand deposits" because they must
be surrendered upon request,

(1) TFor the protection of public deposits, most states:

(a) Require that the depository banks must either give an
approved surety bond or pledge approved collateral
security.

(b) Limit the amount that may be deposited in any bank,

(2) The federal banking act of 1933 prohibits payment of interest
on these demand deposits,

The fund system of finance. Under this system the revenue in the

state treasury are not all available for general state purposes.

(Minnesota is an example of this system.)

(1) "Special" funds are created for certain specific purposes and
such proceeds cannot be drawn upon for other purposes,

(2) Disadvantages of special fund system

(a) Seriously handicaps the development of an effective
budget system. :

(b) It can easily happen that very desirable work in one
department must be stopped for lack of money while at
the same time a considerable surplus may be lying unused
in another fund.

Budgeting. A budget is a comprehensive financial plan for a definite

period, based on careful estimates of expenditure needs and probable

income of government.

a, DSssential elements of a budget
(1) Presupposes: an.intelligent.consideration by some :central

authority of the various services to’ be performed, their re-

lation to .one-another and to the welfare of the state as a

whole, 'and the wisest distribution of  available funds among

these services.
(2) 1Implies also the consideration of revenues, whether to be in-
creased or decreased, at what point, and to what extent.

b, The budgetary cycle is composed of three major steps.

(1) Formulation of the budget plan.

(a) Gathering of information
(1) Obtaining estimated expenditures from departments.
(2) Conducting hearings for more complete explanation

of the estimated expenses.
(3) Obtaining suggestions from departments for more
efficient administration.

(b) Preparation of a financial plan to make the most advan-
tageous distribution of the state's revenues.

(¢) Plan must include:

(1) Statement of anticipated revenues

(2) Debt statement

(3) Balance sheet for the period just closing
(4) Plans for meeting any anticipated deficits.

Determining the plan -~ the appropriation function. 4n appro-

priation is an authorization from the legislature to some

spending agency, subject in many instances to administrative
review, to spend a certain amount of money for a specific
purpose; and to the treasury to pay that amount from the pro-
per fund, if money is available, upon presentation of proper
vouchers, (Allotment and setting-aside of specified sums

(encumbrances) are usually required before obligation can be

incurred.) S99




(3) Control of the execution of the plan,

(a) The old rigid logislative control of expenditures has
largely been supplanted by an administrative control,
which on account of its flexibility lends itself more
readily to an efficient and economical conduct of the
state's business.,

Trend has been away from the original lump-sum appropria-
tions and appropriations of detailed itemization which
followed that period, to & system between these two ex-
tremes in which appropriations are mede under a few main
headings, such as:

(1) Personal services

(2) Supplies

(3) Z=quipment

(4) Capital outlays

Disbursement, or paying bills, The typical method is as follows:

8,

b.

After the appropriation has become law the auditor opens accounts

with each of the spending departments and credits to each the

amounts appropriated to it under the proper heads.

hen an obligation is incurred by a department (in Minnesota, before

an obligation has been incurred), the bill, memorandum, or purchase

order, etc., is certified by the department and presented to the

auditor.

The auditor sets aside funds for payment of that obligation, if he

finds that:

(1) The expenditure is authorized by law

(2) There remains unexpended a balance to the credit of that partic-
ular heading of appropriation

(3) There are funds available in the treasury.

A warrant is issued (not necessarily by the auditor) which may be

presented directly to the treasurer for payment. In practice it is

customary for the creditor to deposit the warrant in his own bank.

From the bank of deposit it goes through the clearing house to a

state depository and thence, usually, to the treasurer to be re-~

tained by him ags his voucher,

The trend in recent years, under the reorganized state governments (including
Minnhesota) has.been toward integrating the financial functions in a single
department of finance, in which the administrator is directly responsible to
the governor,

Such a department ideally would centralize the following functions:

1.

al
b.

Budget

Accounting, including: (In Minnesota these functions are presently

done by the State Auditor)

(1) .iaintenance of  the central -accounts.

(2) Pre=audit of the revenues and expenditures

(3) Settle all claims

Treasury

Purchasing, to include:

(1) " Buying of supplies, materials, and contractual services used
by the: state

(2) Maintenance of ‘central stores

(3) Supervision of the inventory and care of movable properties of
the state. :

(4) Supervision of capital investment, buildings, ete.

The smaller states might have a bureau or division of taxation to admini-
ster the tax system, The larger states might require a separate depart-
ment to administer taxes. PFunctions of a tax department include:

a,
B
Cs
o 4

Tqualization of local assessments
Supervision of original assessments made by local officials
Assessments of certain classes of corporate property
Administration, including collection, of all the state taxes, suchas
income, inheritance, motor vehicle, gasoline and drivers' license.

G




IV, CONSTITUTIONAL FINANCE PROVISIONS

/e have had a preview, though sketchy, of how Minnesota's constitutional finance
provisions compare with state constitutions in general in Section II on Legislative
Powers. Here we will examine them in more detail, comparing them with those of the

Model State Constitution as a yardstick. This model constitution represents the con- i;

sensus of a large number of the persons best-qualified to do this job in the United
States and is the product of many years' efforts. The first edition was published _
in 1921, the second in 1928, the third in 1933. In 1940 another edition was drafted
after a year's study by committees and discussion by the National Municipal League

as a whole, The document was re-~edited again when the time came for reprinting

and became the fifth edition, published in 1948,

COMPARISON OF CONSTITUTIONAL FINANCE PROVISIONS

MINNESOTA MODEL
TAXATION g

"The power of taxation shall never be Same statement used, but reference to
surrendered, suspended or contracted taxation stops here,
away.,"

"Taxes shall be uniform upon the same No tex to be levied except for public
class of subjects and shall be levied purpose.
and collected for public purposes."

Describes many real properties exempt
from taxation including

"Personal property not exceeding in
value $200 for each household, indivi-

dual or head of a family, and household
zoods and farm machinery as the legis-
ture may determine,"

Zstablishes the occupational tax on all
ores mined or produced; taxes on gasoline,
motor vehicles, gas used in airplanes,
forested lands, and timber yield.

Change in gross earnings rates on rail- The omission of any reference to the sub-
roads subject to referendum, Jject implies legislative jurisdiction
over ratemaking.

SPECIAL FUNDS

Provides for the apportionment of reve- ",...no appropriation shall allocate to any
nues from almost all of above sources to - object the proceeds of any particular tax
special funds. or fund or a part or percentage thereof."

Specifically establishes funds for spe~ See excerpt immediately above,
cial purposes; some others by implica-
tion and interpretation. Among them:

Internal Improvement Land

Permanent School

Swamp Land Trust

Trunk Highway

Road and Bridge

Trunk Highway Sinking

Permanent University




MINNESOTA

LENDING

Permanent School Fund may be loaned to
counties or school districts for build-
ings.,

Principals of three trust funds may be
loaned to political subdivisions and in
first mortgages upon improved and culti-
vated farm lands.

"The credit of the state shall never be
given or loaned in aid of any individual
association or corporation, except as
hereinafter provided,"

No mention made of objects of investment,

Ditto above,

"The credit of the state or any civil
subdivision thereof shall not in any man-
ner, directly or indirectly, be given or
lent to or used in aid of any individual,
association or private corporation."

BORROWING

Sets conditions of state borrowing:
For the purpose of defraying extra-
ordinary expenses; $250,000 limit; pay-
ment in 10 years; levy enough property
tax each year to meet payments,
must pass by 2/3 in each houses.

Bill

Monies borrowed to be used for the ob-
Jject specified in the authorization act,

Different conditions of borrowing set
for financing highways - payment in 20
years, $75 million limit., Debt limit
waived,

Amendments to waive debt 1limit passed
also for airports, rural credits and
veterans' bonus.

No law authorizing borrowing to be ef-
fective until ratified by majority voting
on the question at a regular election,
except in case of dire emergencies, which
are specified,

Qualified statement of authorization to
borrow to meet expenses for a fiscal
year, until revenues received,

Debt must be authorized by law for a
single object distinctly specified,

General provisions apply to all borrow-
ing situations,

Ditto above statement.

APPROPRIATIONS

"No money shall ever be paid out of the
treasury of this state except in pur-
suance of an appropriation by law,"

Hstablishes budget system.

No special appropriation bill to be
passed until the general bill has been
enacted, except in case of emergency
appropriation to serve until general bill
is passed,

The legislature not to appropriate for
any fiscal period in excess of income
provided for that period.

"No money shall be withdrawn from the
treasury except in accordance with appro-
priations made by law,"
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MINIESOTA

"Government is instituted for the secu-~
rity, benefit and protection of the peo~
ple..." (This clause used to restrict
appropriation of funds for public pur-
poses.) Re: taxes, they "shall be lev-
ied and collected for public purposes."

No public monies or properties to be
used in any case for sectarian schools.

Bills of revenue to originate in House
of Representatives.

"Governor may cut out items of appropria-
tion bills and otherwise approve.”

MODEL

", ..nor shall any obligation for the
payment of money be incurred except as
authorized by law."

"The appropriation for each department,
office, or agency of the state, for
which appropriation is made, shall be
for a specific sum of money..."

No tax to be levied or appropriation
made, directly or indirectly, except
for public purposes,

(NWo public money or property to be used
(in any way for any sect, church, denomi-
( nation, or sectarian institution,

(

(No public money or property to be appro-
(priated for a charitable, industrial,
(educational or benevolent purpose, un-
(less a government agency.

"Wo appropriation shall confer authority
to incur an obligation after the end of
the fiscal period to which it relates."
Not applicable. Unicameral legislature
recommended,

"The governor mey strike out or reduce
items in appropriation bills passed by
the legislature,"

The Model Constitution provides administrative items not found in the Minnesota

Constitution.
The governor to
The legislature
during its pleasure.
The governor to

Hence, they are not shown in the comparison.
have power to reduce expenditures of departments when necessary.
shall by majority vote appoint an auditor who shall serve

They include:

appoint an administrative manager of state affairs to whom he
may delegate any or all of his administrative powers.
The Model Constitution also incorporates in its finance article a clause..on Ex-

cess Condemnation, which provides that the state or subdivisions, in acquiring pro-
perty for public use, may buy more than is actually to be occupied by the improvement

in order to restrict the use of such surrounding land, Bonds may be issued for this
purpose, not subject to the debt limitation clause, when made a lien on the proper-
ties acquired in that way.

The itemized comparison points out the areas in which Minnesota's constitution
could best be changed to bring it into better conformance with present-day thinking
and conditions,

l. The system of taxation is a legislative function and should be left to the
discretion of the legislature, within the 1limit only of imposing taxes for public
purposes, Adherence to this principle would eliminate, perforce, the setting of
specific tax rates by any body other than the legislature.
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2. No revenues should be allocated to any specific purpose, and as & corollary,
no special funds should be established to receive such revenues,

3. The constitution should not specify objects for vhich the state's credit
might be lent, The general clause implies that credit might be extended to sub-
divisions of the state.

4, Control of the contraction of debt would better be secured through the re-
quirement of referendum than by specific constitutional restrictions on total amount
and method of payment.

5. The Minnesota Constitution could be strengthened with the addition of the
recommended requirements on appropriations which set the procedure for sound finan-
cial management and general control of expenditures.

é, The inclusion in the constitution of the position of administrative manager
and legislative authority for the post-audit function, &s well as the budget system
assure for the state government the basic structure of a good finance system.

All of the authorities in the field of finance and public administration seem
to agree on two points: (1) that a constitution should not refer to methods or
forms of taxation, and (2) that no revenues should be earmarked for any special
purpose or fund, Putting these principles into effect is a different story, as the
reports of the Minnesota Constitutional Commission of 1947 testify.

The major recommendations made by the committee were admittedly conservative.
It recommended that (1) power to exempt personal property from taxation, in whole or
in part, be granted to the legislature, (2) the provision requiring referendum on
proposed changes in the gross earnings rates on railroads be eliminated, (3) the
restriction on the incurring of indebtedness be eliminazted, bur wilh making rather
definite and mandatory the provision for debt retirement, end [4) “he present re~
striction on incurring debt for works of internal improvement be continued,

The proposals which created the most decided difference of opinion among the
committee were those concerning the state trust funds and dedicated revenues. Al-
though the committee as a whole decided against & ceiling on the trust funds, it was
by the small margin of 10 votes to 8. The sub-committee on Taxation and Finance had
proposed that measure by a vote of 5 - 2, The sub-committee also recommended a pro-
vision abolishing all constitutional and statutory dedication of current revenues and
requiring that all such revenues be deposited in a general revenue fund to be dis~-
bursed in accordance with appropriations made by law. This proposal met opposition
from persons and groups especially interested in highways, schools, and game and fish
propogation, and hence was defeated when considered by the whole committee.

V. STATE EXPENDITURESLS

The ten—year period from 1942 to 1952 witnessed an increase of 196.4% in total
expenditures of all the states, (See Table I below.,) Of the three parts contris
butin% to this total, the increase in General Expenditures shows the greatest rise -
201,1%,

Fducation accounts for a considerably larger fraction of state general expendi-
ture than does any other function. In 1952 the states spent $4,026 million for this
purpose, 240,7% more than in 1942, The increase has been a steady one during this
period, the average annual increase being 244, Of the 1952 total, $2,525 million
was in the form of fiscal aid to local governments for support of public schools, as
against 5790 million in 1942, (These breakdowns are not shown.)

State expenditure for highways in 1952 amounted to $3,290 million, or 11.,3%
more than in the previous year, &nd 190.2% more than in 1942, Public welfare cost,
including $976 million in fiscal aid to local governments, totaled $2,386 million.
That amount was an increase of 161.4% over the 1942 amount of $913 million, Expendi-
tures for health and hospitals showed the greatest percentage increase in the ten-
year period -~ 304,8%. This reflects the increased emphasis being placed upon mental
health. The largest increment in this item occurred in the period between 1948 and
1950, In 1942 these expenditures comprised 6.8% of the general expenditure total,
in 1952 9.2%,

Ranking the amounts of the general expenditures from high to low reveals that

18. The Council of State Governments, The Book of the States, 1954-55.
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education, highways and welfare were first, second, and third, respectively in both
1942 end 1952, The missellaneous category was in 4th place in 1942, but moved down
to 5th by 1952, yielding to health and hospitals for that place. Natural resources
moved up to 6th place from 7th during the decade and public safety from 8th to 7th.
Making way for these displacements was the position of general control, which moved
from 6th place in amount expended in 1942 down to 8th in 1952.

Mention should be made of veterans' services because this item reveals a dif-
ferent trend during the decade, (This expenditure item is a part of the "Miscellane-
ous" category shown in Table I.) In 1942 and 1944 one million dollars was spent for
this purpose. With the advent of bonuses to veterans, this expenditure took a quick
leap to $633 million in 1948. That was the peak, however. Since that time the cost
of veterans' services has fallen to $143 million in 1952, The drop is accounted for
by the nearness to completion of the bonus programs in several states.

Under Insurance Trust expenditure employee retirement has shown the largest
increase in the ten years -~ 2??.8%. This is to be expected, not only because pen-
sions have tended to increase in size, but also because of the increase in the longe-
vity rate.

TABLE I

COMPARISON OF EXPENDITURES OF STATE GOVERNMENTS*
1942 and 1952

AMT IN MILLIONS % CHANGE % DIST,
i DM s o e Sw =t 1SR 1942 __‘__IM_ B 3=t o £ v S

SNERAL EXPENDITURE TOTAL $13,697 S4, 549

Public Safety 378 146
Public Welfare 2,386 913
Fducation 4,026 1,182
Highways 3,290 1,134
Health and hospitals 1,258 311
Natural resources 548 160
Employment and Security Admini-

stration 177 59
General control 368 166
Miscellaneous & unallocable 1,202 479

LIQUOR STORZS EXPENDITURE $ _723 5 288

INSURANCE TRUST FXPENDITURES: $ 1,413 505

Employee retirement 247 65 277.8
Unemployment compensation 971 369 163.2
Other 195 71 175.4

TOTAL ALL EXPTIDITURES 515,834 55,343 196.4
(2dd the underlined sums)

*The amounts in the table include intergovernmental expenditure.




Table II gives the 1952 expenditures for Minnesota for the three principel
categories of general expenditure., These figures show that Minnesota is in step
with the trend, spending the largest proportion for education and the next largest
amount for highways,

TABLE II.

SELECTED GENERAL EXPENDITURES IN MINNESOTA
1952
ITEM . AMT IN THOUSANDS

GENERAL EXPENDITURE TOTAL $296,922

Public welfare 41,354
Education 102,235
Highways 70, 536

Summary: These figures reveal that all expenditures of state government have
increased absolutely since 1942, Relatively, some have increased faster than
others. Those showing the fastest rates of increase, in descending order, have been
expenditures for health and hospitals, natural resources, education, employment and
security administration, and highways. Education accounts for the largest propor-
portion of state expenditures, highways are next and welfare ranks third, These
three areas of state expenditure accounted for over 70% of the total general ex~
penditures in 1952, Minnesota follows the pattern set by the states as a whole. It
may be concluded that these functions will continue to be of prime importance in
state government under any method devised for financing them.




VI. LEGISLATIVE GUIDE

Although we are not immediately concerned with what the legislature does, or
proposes to do, during the coming legislative session, it behooves us to follow its
moves closely because of the effects any bills might have on the total financial
victure.

This legislature is certain to have some serious financial headaches. The
reason for the tremendous concern over making ends meet is that 79% of the total in~
come of the state is dedicated to special purposes and thus cannot be used for the
services in which many of the anticipated shortages of funds exist., While there is
lilrely, apparently, to be a gap between estimated income and proposed expenditures,
the total annual revenue of the state is usually somewhat greater than are its ex~
penditures, Below are the current figures on total income and outgo for the fiscal
year ending June 30, 1954,19

DISBURSEMENTS

Total Operating Disbursements $296,884,836,13
(State employee services, other

services, materials and supplies,

fixed charges, acquisition of

property, and unciassified)

Total Non-Operating Disbursements 180,723,252.45
(Debt service, stores for resale,
investments, etc.)

TOTAL Net Disbursements $477,608,088, 5820
RECEIPTS
TOTAL Receipts, all sources $489,612,714,9820

The favorable difference between the amount of monies received and the amount
paid out of the treasury during the last fiscal year was a little over 512,000,000,
Now let us look at the balances for the same period. The Unencumbered Cash and In-
vestments in each of the 110 active funds as of June 30, 1954 was $401,181,465,85. 21
Of that amount of cash and investments, the state's four major trust funds held
$251,058,041,17,

The Legislature's difficulties are created by the following factors: First,on

the revenue side -

(1) As just pointed out, 79% of the state's income is dedicated to specific
purposes. The cash balance in the General Revenue fund suffered a decrease
of close to three-quarters of a million dollars during this past year,
bringing it down to $12,677,444,81, of which very nearly $5% million
dollars has already been obligated. The Department of Administration re-
cently announced that the surplus was depleted and cutbacks amounting to
55 were necessary to balance the budget.

The established tax sources supplying the General Revenue Fund will not
produce the anticipated amounts this year, The major probable decreases
are in the Occupational Tax on iron ore and the Gross Earnings Tax.

(3) There is increased pressure to reduce if not to abolish the personal pro-
perty tax., (This is being sponsored primarily by the Minnesota Taxpayers'
Association,)

‘State Auditor of Minnesota, _uarterly Report for period ended June 30, 1954.
These. two totaleg include all monies received and paid out, 1nc1uding those for
grants to local subdivisions.

The-  Auditor includes: the warrants outstanding in arriving at his balance. On
June 30, 1954 they totaled 35,655, 01?919




On the expenditure side of this situation:

(1) The educational organizations are proposing increases in the school aids
from 380 per-pupil unit to $92 and 5100, The amounts presently appropri=
ated annually for school purposes from the Income Tax School Fund exceed
the annual receipts to the fund.

(2) A decrease in the state's share of the highway funds is almOSt certain to
demand a source for making up or exceeding the difference. This situation
would present no immediate problems for this legislature, however, as any
change in allotments to these funds must be made by constitutional amend-
ment,

(3) Already announced have been increases in the requests of the University
and teachers' colleges. Other agencies of the state government will
probably do likewise,

What, then, is the legislature to do? ¥With such a situation confronting it, it
seems inevitable that an additional revenue source must be found to finance the
coming biennium., Two frequently-mentioned sources which might be tapped are a sales
tax (on non-necessities) and & surtax for general government purposes, on non-
corporate income tax returns.

In the realm of longer-range planning other solutions present themselves.
Ceilings on the amounts which might be allowed to &ccrue to the principals of the
trust funds could be imposed. As mentioned above, the total principal of the four
major trust funds was over 35251 million dollars on June 30. In the last two years
the amount in the Permanent School Fund alone has increased almost $22 million,

Another aid toward balancing future budgets would be to install the organiza~
tional and administrative changes proposed by the Little Hoover Commission, which
that committee estimated would amount to savings of over four million dollars each
year. Such an extensive reorganization could not be accomplished over-night to be
sure. Some of the recommended changes would require constitutional as well as
statutory amendment,

Three interim commnittees have been working on problems directly affecting fi-
nance during the current biennium, Oneris the Committee on Taxation, another a com-
mittee to study the highway problems, and the third a Iron Ore committee., Watch the
newspapers for these committees' reports, which will be issued toward the end of
Deccember, Perhaps they will come up with soluticns which so far have not been fore-

seen,
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INTRODUCTION

A study of state finance can be voluminous and detailed to the extent that anyone
not thoroughly experienced in the field would gain little benefit from it. This is
not intended to be that type of review. Rather it attempts to present quite
generally the financial structure of our state government and the factors governing
and influencing decisions and actions which bear on it. It has as its purpose, too,
the stimulation of thought about the faults of the present system and possible reme-
dies.

The material presented here may be categorized as follows:

1, Description of funds, including the source and legal authority for present
revenues

2. An evaluation of the inadequacies or inequities of these revenues

3. Possible solutions, including potential new or revised revenues

4, ZExpenditures.

Table I (page 7 ) is included particularly to emphasize both the complexity of the
fund picture in the state's fiscal structure and the problem of our state Legisla-
ture in the situation in which so much of our state's income is set aside in so many
different pockets for specific purposes. This multiplicity of funds is in direct
conflict with traditional fiscal thinking, as stated by Tannery in his State Accoun-
ting Procedures., Because the fund structure is so basic to financial health and
general soundness, we quote from Mr. Tannery:

"The existence of a large number of funds narrowly restricted in use not
only seriously impedes effective fiscal administration but also tends to
defeat the judicious use of public money - the very objective fund restric-
tions are established to attain., One activity of government is permitted
to flourish on the proceeds of an 'earmarked! source of revenue while

other activities are inadequately financed. Unnecessarily involved and
time~consuming accounting procedures are required, and the task of securing
a complete picture of the state's financial condition becomes exceedingly
difficult. These considerations suggest that the legislator, the accoun-
tant, and the administrator should cooperate in the drafting of legisla-
tive measures to build a financial and fund structure fitted to the needs
and general functions of the state., Each fund should be broad but definite
in scope and should be established only after all other possible means for
controlling expenditures have been exhausted.

FUND STRUCTURE
"A state may have only a few funds or it may have many, depending on the
fiscal provisions of the constitution and statutes; but regardless of
number, funds may be grouped into the following classes:

1. General 5. Sinking

2., Special Revenue 6. Trust & Agency

3. Working Capital 7. Special Assessment
4, Bond 8. Utility"

Table II (page 12).is included primarily to show the changing needs of our state
government in this recent period of rising costs, and also to show the limited autho-
rity which our legislature is delegated in appropriating for government needs. Note
the limited number of funds (13) from which the legislature specifically eppropriates
as compared with the 120 separate funds listed in Table I. Jxpenditures are made
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from all funds, but the legislature, either by constitutional or special prior .
legislative restriction and precedent, from a practical stendpoint, is barred from
considering the needs of & great share of our governmental functions and allocating
monies where they are most needed in accordance with changing needs.

The Semi-State Bill provides appropriations for quasi-state activities, such as the
Minnesota Historical Society, aid to agricultural societies and veterans' organiza-
tions, The Social Welfare Bill appropriates monies for welfare purposes, including
administration, The Public Institution Bill establishes monies for most of the
state's public institutions. The State Department Bill sets up monies for all
general government activities not provided in the other special bills. The Pduca~
tion Bill grants funds for school aids, the University, Teachers' Colleges, and
administration of the state Department of Education,

Teble III (page 13) is provided to afford an indication of the yearly volume of re-
ceipts and the purposes for which they are intended. About half of the departmental
earnings, totaling in excess of $1€,800,C00, are dedicated to the agencies receiving
them., The balance is deposited in the General Fund. A part of the interest re~

ceived goes to the General Fund, the balance to the funds which earned the interest
or to funds established for specific purposes, such as the Swamp Land Interest Fund,

I. THE FUNDS

A glance at Table I and its 120 different funds is sufficient to enadble one to rea-
lize that from a practical standpoint it is impossible to discuss in detail all
funds of the state. A brief explanation of some of the larger funds, however, will
provide some insight into the problem.

General Revenue Fund

Fund 100, the General Revenue Fund, receives its income from a variety of taxes,
both direct and excise, charges for services such as hotel and restatrant inspection,
and miscellaneous fees, gifts, etc. Major sources of its receipts are described be—
low. The total of these receipts will probably be between 70 and 75 million dollars
a year, as compared with appropriations out of the fund for the current biennium of
approximately 160 million.

The legislature may appropriate for any purpose of state government from this fund,

The Gross Farnings Tax is levied in lieu of the general property tax, It provides
approximately 28% of the receipts of the General Revenue Fund. It is established
indirectly by Article IV, Section 32 of the constitution and directly by legislation.
The constitution states that any such tax on railroads heretofore or hereafter esta-
blished by the legislature may be changed only by ratification by a majority of the
electors voting in the election., The details of this tax were established by sta-
tute. Telephone, telegraph and other public utilities are also taxed on this basis.

The Insurance Gross Premium Tax, which is also in lieu of the general property tax,
provides about 9% of the revenues of the General Fund, This tax was established by
the legislature. : ‘

The Occupational Tax on iron ore was established by the Constitution. Of this tax
505 is dedicated to the General Fund, 40% to the Permanent School Fund and 10% to
the Permanent University Fund. The General Fund's share of these receipts amounts to
approximately 16% of its total receipts. One~tenth of the 50% of this tax received
by the General Fund, however, is dedicated to the Iron Range Resources and Rehabili-
tation Fund -~ a restricted fund within the General Fund. The rate of this tax may
be changed by the legislature,
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The Royalty Tax on iron ore was established by the legislature and provides about
2% million dollars a year, or 3% per cent.

The taxes on Gifts, Cigarettes and Liquor account for about 28% of the receipts of
this fund. All were established by the legislature,

The balance of the receipts is received from various sources and is compoused pri-
marily of payments for services rendered, such as grain inspection and interest on
monies invested by the state,

Game and Fish Fund

Fund #236, Game and Fish, was established by the legislature and dedicated to game
and fish purposes. Its revenue is obtained largely from the sale of licenses for
fishing and hunting.

Income Tax School Fund

Fund #260, the Income Tax School Fund, was established by the Legislature and dedi-
cated to school purposes. Its method of distribution is as a grant-in-aid, From a
practical standpoint, the state does not directly supervise expenditures from this
fund, except a relatively small amount utilized for administrative and institutional
purposes. Contrary to the impression of many taxpayers, state income tax payments
are not used for general governmental purposes as they are by the federal government.

Trunk Highway Fund

Fund #270 (Trunc Highway) was established by the constitution. Its main source of
receipts is 2/3 of the gasoline tax levied on all gasoline used by vehicles using
public highways, and the motor vehicle license tax receipts. These monies are ex-
pended for the administration, construction and maintenance of our state highways,
but are not specifically appropriated by the legislature.

Road and Bridge Fund

Fund #275 was established by the constitution. Its revenue is derived from 1[3 of
the gasoline taxes, All of the monies in this fund are allocated to the counties
for the construction and maintenance of county- and state-aid roads.

Federal Grants—in-Aid

All funds numbered in the four-hundreds are federal grants—in-aid provided for spe~
cific purposes. The state has no authority to expend such funds other than in the
manner and for the purposes set forth by the federal government. Fund #450 does

not include some $130,000,000 of money deposited in the Federal Treasury by employers
of this state as a reserve for payment of unemployment compensation.

Retirement Funds

The three major retirement funds, numbered 650, 652 and 653, are self—explanatory as
to purpose, Source of revenue is contributions by employees and self-sustaining de-
partments, and a state levy on real property for the State Employees' and Teachers!
Retirement Funds.




Trust Funds

Fund #832, Swamp Land Principal, was established by the constitution. Only the in-
terest from this fund can be expended. 50% of the interest is allocated to the
Endowment 3chool Fund and 50ﬁ to charitable and educational institutions. The rate
of accretion is slow, since sale or lease of state-owned swamp lands, from which the
revenue is derived, does not produce sensational returns.

The Permanent School Fund, #862, was established by the constitution. Principal
source of revenue is from taxes on iron ore, dedicated to this fund by the constitu-
tion and the legislature. It is important to bear in mind that the constitution
does not set a ceiling on the amount of monies which may be credited to this fund

in any one year, or the maximum monies which can accrue to this fund, As you will
note from Table I, this fund has the largest balance by far of all 120 funds. The
most important aspect of this fund is that not one cent of the principal may be
spent for any purpose whatsoever. Only the interest earned by the principal may be
apportioned for school purposes.

The Permanent University Fund, #863, was established by the Territorial Laws of 1851,
Chapter 3, and is reaffirmed by reference in the constitution. Source of revenue is
10% of the Occupational Tax on iron ore, which is dedicated to this fund by the con-
stitution. Comments with respect to this fund are identical to those made with re-
ference to the Permanent School Fund above.

Table III vividly illustrates the fact that the state's greatest revenue producers
are dedicated for specific purposes to such an extent that little leeway is left to
the legislators in reviewing and allocating state monies in accordance with changing
needs,

VATUATION OF MINNESOTA'S FINANCIAL STRUCTURE

The most glaring defect in our financial picture, as indicated by the guotation from
Tannery, the thinking of experts in the field of public finance, and a glance at ihe
figures in all of the tables, is the dedication for perpetuity of monies for speci-
fic purposes.

We would consider ourselves ridiculously foolish if, because grandpa believed in set-
ting aside $500 each year for the purchase of hay, we continued his practice, regerd-
less of the fact that the horse had long since died and had not besn replaced, while
at the same time we were unavle to buy gasoline for the new tractor, or fertilizer
for the south forty.

For all practical purposes it is immaterial whether such dedication is by constitu-
tion or by legislation, excent that of course the nature of a constitution is such
that the establishment of specific taxes and provision for the use of the resulting
revenues have no place within it.

When money is dedicated for a specific purpose, there is usually a feeling on the
part of those concerned of "let's spend it all so they won't take it away from us. !
There is almost always less thought given by the legislature, administrative offi-
cials and the agencies supported by ear-marked funds to whether they really need a
new desk, or car, or employee, and a definite and often—expressed feeling that "this
is our money to spend as we see fit."

High balances accrue in one fund which cannot be expended, while at the same time we
establish new and more onerous taxes to buy equipment, build schocl, and provide for
the welfare of our peonle, The total of all balances on June 30, 1953, was

$4l9, 068,000, Of this very substantial sum in the state's coffers, only $13,426,000
can be used for general purposes, and of this amount about $5,000,000 is alreacy cb-
ligated. The balance of $435,642,000 is restricted in use for special purposes.




III. POSSIBLE SOLUTIONS

Although each group concerned will protest strenuously, is there any reason why the
dedication and accrual of funds for special purposes should not be studied with new
care? The end result might well be that new taxes could be avoided by utilizing present
revenues more equitably for all groups, Although much may be accomplished statu-
torily, the constitution must be revised in order to accomplish a thorough job. If
new taxes are inevitable, the situation should be faced directly, rather than by the
haphazard methods used in the past. This is particularly evident in the financing of
tre Veterans' Bonus. Note in Table III how many different sources were tapped in
order to provide the funds necessary for this purpose.

There has been comment to the effect that the state should get out.of certain tax -
fields leaving themto the subdivisions:of the state, and in turn discontinue certain-appor-
tionment of other taxes so that the state is left in those fields. Let us toy with
the idea of the state's retreat from the mill levy on real property and the gross
earnings tax., (The state would continue to collect the tax and make distribution to
the local subdivisions.) This would mean a loss to the state government of approxi-
mately $35,000,000, and a consequent gain to its subdivisions of that amount. In
turn the state could retain all of the cigarette and liquor taxes - a gain of appro-
ximately $6,000,000, This would mean an increase of approximately 29 million dollars
for local needs, and would reduce the unsatisfactory present method of sharing a

tax, or, in effect, of two governmental bodies taxing the same item.

To do this would certainly alleviate the crying need of the local governments for
more monies for roads, schools, etc., but would leave the state government in a
poorer financial position, Table I shows & drop of nearly 20 million dollars in five
years in the General Fund balance. If this were projected to June 30, 1955, a fur-
ther decrease of some 10 to 12 million would be revealed. This means that expendi-
tures are exceeding current income from current taxes, Therefore, unless we reduce
government services, and we know from past experience and present needs that this
will not occur, we will be faced with the certainty of new taxes or patchwork in-
creases of old ones when the 1955 legislature will have completed its task. If such
additional revenues be provided by the establishment of new taxes, two practical
forms have been suggested. One is a sales tax on non-necessities. The second is a
surtax for general government purposes on all non-corporate income tex returns. If,
on the other hand, we should un-dedicate state funds, we might make such new tax
levies unnecessary or nominal,

It is desirable, in the meantime, to initiate definite action for the purpose of
establishing a ceiling on the amount allowed to accrue to the Permanent University
Fund and the Permanent School Fund, and to limit the rate of annual accrual to

these funds, Texas is the only state in the United States that has trust funds any-
where near the size of these in our far less wealthy state,

One additional step, which undoubtedly should tend to reduce the need for increased
taxation for state purposes, will be the review of charges now made for the many
services the state provides, In many cases when services were first established,
the fee charged was set at the approximate cost of the service. As years have
passed the costs have risen. Yet in most cases the fees remain the same, Legisla-
tion similar to that provided by Laws of 1953, Chapter 741, Section 21, Item 3 with
respect to grain inspection fees might be provided in all appropriation acts or by
specific legislation for all services performed on a fee basis by the state., This
law assures payment to the state for inspection of grain on a current cost basis.
It is true that because the state partially benefits from some services it performs
that the fees need not necessarily equal the cost at all times.
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IV. EXPENDITURES

The so-called Reorganization Act.(Ghapter bjl,lLaws of 1939) provides excellent bud-
getary procedures governing expenditure of state funds and bars deficit financing.
It has only two glaring weaknesses;

1.

Departments financed by dedicated funds object strenuously to close
scrutiny of their budgets on the grounds that their departments have
received blanket approval for any expenditure by the mere act of dedi-
cation of monies, It is difficult to counter that argument.

One department, which is financed entirely by transfers from the
Federal government mainly of state funds on deposit in the U,S.
Treasury, has consistently refused to submit its budget in the
manner required of other state agencies so that a detailed exami-
nation of 1ts requested expenditures can be made.

The remedy for the first fault must await a change in public thinking with respect
to dedicated funds. Perhaps the cure for the latter is administrative discipline.
(Information has been received while this report was being prepared that the latter
condition may have been corrected recently by administrative order of the Governor.)




TABLE I*
COMPARATIVE STATEMENT OF FUND BALANCES
(Including Investments)
June 30, 1948 & June 30, 1953

Net Change
in 5 Yeer
Period

Fund Balance, including
Fund | : Investments, June 30,
No. Fund Description 1948 1953

GENERAL FUNDS .
33,118,046,32 13,426,993.14 %%(19,691,053.18) (3,938,210.63)

100 General Revenue
102  Restricted Genmeral Revenue 4,336,359.47 4,336,359.47 .1,084,089.87

kverage
fnnual
Change

RESTRICTED FUNDS
211 Minnesota State Building
212 Gasoline Tax

1,293,948,85

1 ’ 124!303l3?
2,908,794.15

(169,645.48)
4,708,938.69

(33,929.09)
1,800,144, 54

360,028.91

213
214
217
218
220
224
225
226
227
228
229
230
230
231
232
233
234
235
236
237

State Veteran's Service Building
Aviation Fuel Tax

Bank Excise Tex

Cigarette Tax Apportionment
Military & Naval Lend

Minnesota Aeronautics

Securities Commission Investigation

Minnesota Metropolitan Airports
State Aviation

State Airports

Commissioner of Banks Liquidation

Red ILske Game Preserve

State Parks Maintenance

Rental and Royalty — '43-277
Marshall County Reforestation

Reforestation and Flood Control
State Land Improvement

Rental and Royalty - '43-287
Game and Fish

State Fair

Lac Qui Parle & Big Stone Lake
Water Control Project

117,170,23
28,188,09
'191,261.29

1,343,856.49

14,938,10
© 75.00
42,204 ,04
1,108,14
59,602.92
12,687.92
327,493.01

350.00
95,4148,31
295,378.96
1,314,08
22,090,82

2,952,321 .52

886,551.30
9,192, 52

739,217.82
15,000.00

29,753.47

1 :401“'156}4’039

86,732.62
121,279.13
2,500, 00
'857.77

18,847.73
4,423,78

6,781.35
5,431,80

1,338.86
" 49,126,27
2,832,788,32
295,162,65

45,195,18

622,047,59
(13,188.09)
(161,507.82)
60,707.90
86,732.62
106,341,03
2,425,00
(41,346.27)
(1,108,1%4)
(40,755.19)
(8,264.14)
(327,493.01)
§,781.35
5,081.80
(95,448,31)
(295,378.96)
24,78
27,035.45
(119,536.20)
(591,388.65)

42,002,66

124,409.51
(2,637.61)
(32,301.56)
12,141,58
43,366.31
21,268,21
485,00
(8,269.25)
(1,108,14)
(8,151,03)
(1,652.83)

6,781.35
1,016,36

4,95
5,407.09
(23,907.24)

(118,277.73)

8,400.53

*This statement was prepared by the State Department of sdministration

**Figures in parentheses are minus qualities




No.

237
250
252
255
256
258
259
260
261
262
263
264
265
267
270
271
274
275
279
280
281
282

410
430
431
432
Lo
Ly
Lhp
Lhy3
449
450

Fund Description

RESTRICTED FUNDS — Continued
fnxiliary Forest Fire

Veterans'! Compensation

Bxecutive Council

Soldiers' Relief

Minnesota Public Relief

Har Veterans

Employment Security Contingent
Income Tax School

University & Teachers College Bldg.
Endowment School
General University
University Building
Swemp Lend Interest
Mayo Memorial Building

Trunk Highway

Highway Sinking

Highway Patrol

Road and Bridge

Internal Improvement ILand Interest
State Forest

Lake Shetek State Park
Consolidated Conservation frea

345

FEDERAL FUNDS
Federal Civil Defense
Federal ifgricultural Aid
Federal Conservation fArea
Federal Aid Forestry
Public Health Service
Venereal Disease Control
Maternal & Child Health
Tuberculosis Control
Federal Public Health
Employment & Security Administration

TABIE I (continued)
COMPsRATIVE STATEMENT OF FUND BALANCES

Fund Balence, including
Investments, June 30,

1948
126.27

111,842,70
1ﬁ3 849,19
bl 2?6 29
2,027, "47l.80
79,003.15
41,834,670.70
"162, ,970.87
3,120, 689 35
184, ’ 606 e
41k, 1601.46
28 069 59
922, b98 81
18,655,801.83
6,103,178.97
' 13,498.79
%4,105,799.01
2,307.50
10,321.42
40,100,00

12,392,.72
55,452.45
3,415.22
954,95
18,172,27
939,03
110,928.29
145,993.06

1953

130.24
10,713,224.29
92,414,80
173,587.31

315,594.12
268,567.73
65, 1k, ,673.83

2,487,107, b
175,419.82

6,129.19

L5k, 14
35,987,761.00
167,656452
5,939.38
_5,933,339.38
3,807.01
15,812.75
6,454,03

1,041,923.54

26,883.84
10,706.78
12,779.29
46,861.52

91,919.07
210,152,68

Net Change
in 5 Year
Period

Average
innual
Change

3.97
10,713,224,29
(19 427, 90)
29,738.12
(424 276.29)
(1,711,880.68)
189,564.58
23,580,003.13
fléz 970.87)
(633 581 91)
(9,186.92)
(414 601.46)
(21 9u0 40)
(922, "olk . 67)
17,331,959.17
(5,935 522,.45)
(7,559.41)
1,82?,540.3?
1,499.51
5,491.33
(33,645.97)

1,041,923, 54

26,883.84
10,706.78

386,57
(8,590.93)
(3,415, 22)

(95%.95)
(18,172.27)

(939.03)
(19,009.22)
64,159.62

Sl?
2,678,306,07
(3,885.58)
5,947.62
(8%4,855.35)
(342,376.13)
37,912.91
b ?16 000.63
(162.970.87)
(126,716.38)
(1,837.38)
(103 650.36) -
(4,388.08)
(184, u08 93)
3,466,391.83 .
(1,187,104.49)

(1,511.88) .

365,508,07
299.90
1,098.27
(6,729.19)
64,720.65

26,883, 8
3,568.93

7731 .-
(1,718.19)

(8,498,14)
12,831.92




TABIE I (continued)
COMPARATIVE STATEHENT OF FUND BALANCES

Fund Balance, including

Investments, Juns g%.

Lverage
fnnual
Change

Net Change
in 5 Year
Period

Fund Description
FEDERAL FUNDS -~ Continued

No,__

452
458
459
460
461
Lé2
L6l

467
476

Crippled Children

Federal Mental Health
Federal Aids Social Jelfare
Vocational Rehabilitation
Smith-Hughes Act

Education Indian Children
George—Barden Jct

Naetional School Imnch Act
Federal #id Highway ict

AGENCY FUNDS

Unclaimed Dividends, Deposits, etc.
Professional & Occupational Examing Bds.

Special Compensation

Rural Credit

Rural Credit Expense

Rural Credit Interest

Rural Credit Deficiency

Donor's Conservation

H. K, Kellogg Foundation — Health
Teachers! Retirement

25,325.76

1,985,744,93
12,731.42
139,771.76
7,154,05
118,408, 76
64,391.77
281,532,90

112,174.29
262,001.91
'156,373.79
3,320,587,31
109,774,911
BE;SZi,BB
2,024 ,194,53
""56.90
5,032.67

15,690.56.
'2,610,677.22,
" 4,838,10

133,892,86
17,858.38
375, 439,62
86 ,027.02
649,776.86

123,800.97
276.613,90
52,773.29

1,364,856,73

3,706,637.70

(25,325,76)
15 690 56
62#,932 29

(? 893.32) -

(5, 8?8.90)
10 ?04.33
(42, 969 14)
21,635.25
368 243,96

11,626,68
14,611.99
(103,600 50)
1,955,730.58)
(109 774.91)
(56 521.88)
1,682 bbj.l?
. (56.90)
(5,032.67)

(5,065.15)
7,845.28
124,986,156
(1,578,66)
(1,175.78)
2,140,87
(8 593.83)
4, 2327 .05
X3 6“3 9

2,35.34
.9?2.39
(20,7:0.10)

(hzh 45 ..47)

336,448.63
(%6.90)
(5,072.67)

2

J%wﬁlﬂ@mm
21,975,658.53

11 055 761,09

8,739 830. 15
14 606,352 73

7, 1??,9“‘0 31

1,747,966.03
2,921,210.55

6
State Employees Retirement 74369,305.80
blic Eepry 1,435,568,06

Public Employees Retirement 3,877,820,78
Social ‘lelfare

Highway Patrolmen'’s Retirement
Vocational. Traidming Deposits
Safety Respos@@Tlity Act
Highway Agency

U.S. ¥ithholding Tax

State Employees 'ar Bond

Gift and Deposit

599,954.75
229,724,06
92,65
140,824,00
144 245,89
27.60
9?. 85
142,559.32

"90% 1 280.39
65888486
"~ 92,65
143,197.38
72,556.06

107,917.18

304,325, 64
%29,160.80

2,373.38
(71,689.83
(2? 60

)
)
)
)

60,865.13
85,8%.16

474,67
(14,331.97)
(27,60)
(97.85)
(6,928,43)




No.

810
330
832
850

861

862
863

COMP4#RATIVE ST1TiHsSKNT

Fund Description

TRUST FUNDS
Minnesota Municipal Bond
Internal Improvement Land — Principal
Swamp Land — Principal
Endowment Investment Income —
Institutions
Endovment Investment Income —
Teachers College
Permanent School
Permanent University

REVOLVING & MISCELLANECQUS FURNDS
Store Revolving
Minnesota Statues Revolving
Administration Revolving
Lac qui Parle Revolving
State Treasurer's Investment Supr.
Revolving
Minnesota Annotations Revolving
State Treasurer's Check Cashing
Public Examiner's Revolving
State Compensation Revolving
Minnesota Telephone Investigation
Insurance Dept. Examination Revolving
Fair Labor Standards fct Revolving
Livestock ‘leighing
‘eights & leasures Revolving
State Parks ‘lorking Capital
Poultry Improvement Board Revolving
‘Teighmasters Revolving
State Tree Plenting Revolving
Pittman—Robertson Revolving
Seed Potato Inspection
Dingell—Johnson Eevolving

m i1

) I (continued)
OF FUND BALANCES

Fund Balance, including
Investments, June 30,

1948

151,067.11

3 160,67
16,007,910,92

127,777.81

' 53,366.52
128,555,752
21,635,376.68

31,455.40
33,732.51
3,906,48
2,500,00

61.00
13,118.75
60,000,00
93,125.79
63,512.86
24,979.00

7,500.00
5,974.59
NI
14,386.13
21,916,.81
2,500,00
10,537.66
3,826.48
85,999.90
94,136,.62

1953

48,302.93
1383,958.12
21,551,929.06

112,907.20

86,468.36
177,526.566.26
33,321,232.57

28,114,53
37,940.71
4,734.00
2,500,00

36.91
20,788.05
60,000,00
61,170.90

192,088.50
24,979.00
5}5%.00
b4 L8k .97
42,018.32
11,302.96
36,450.53
5,960.56
6,298.47

366,419.43
99,519.48
262,514,47

Net Change
in 5 Year
Period

Average
Annual
Change

(102,764,18)

39,297.%5
5,544,018,14

(1%4,870.61)

33,101.84
48,970,791.05
11,685,855.89

(3,340.87)
%,208,20
827.52

(24.09)
7,669.30

28,045,17
128,575.64

(2,000,00)
(1,489.62)
3,700.59
(3,083.17)
14,533.72
3,460,56
(4,239.19)
(8,826,48)
280,419.53
5,382,86
262,514 47

(20,552.83)
7,959.49
1,108,803.63

(2,974.12)

6,620.37
9,794,158.21
2,337,171.18

(668.17)
841,64
165.50

(4.82)
1,533.86

5,609.03
25,715.13

(400.00)
(297.92)
740,12
(616.63)
2,906,74
692.11
(2,206.62)
56,083.91
1,076.57
131,257.23
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TABIE I (continued)
COMPARATIVE STATEMENT OF FUND BAL/ANCES

Fund Balance, including Net Change hverage
Fund Investments, June 30 in 5 Year Innual
llo. Fund Description 1948 1953 Period Changze

REVOLVING AND HISCELLANEQUS FUNDS - Continued

950 State Prison Revolving 583,644,86 2,061,323.43 1,477,678.57 295,535.72
951 Livestock Contingency 50,034.00 50,118,00 84.00 16.80
952 Blind Vending Stands Revolving 1,763.93 13,160,18 11,396,.25 2,279.25
953 Diversified Labor 113,701,77 167,716.73 54,014,96 10,802,99
954  License Plate Revolving 49,537.89  176,326,68 126,788.79 25,357.76
960 On—the—Job Training Program Revolving 14,156.79 24 ,703.38 10,546.59 2,109.32

TOTAL ALL FUNDS 318,909,834.79 449068,171.95 130,158,337.16

Fund set up originally in 1949, therefore, "Average /fnnual Change" is based on 4 year period.

Fund set up originally in 1951, therefore, "Average /nnual Chonge" is based on 2 year period,

Fund discontinued in' 1949, therefore, "Average Annual Change" is based on 1 year period.

Balance in Funds 230, 232, & 233 transferred to Fund 282 during 1949, therefore, "Net Change in 5 Yeeor

Period" for these funds has been combined with Fund 282 before determining average annual change.

Fund set up originally in 1953, therefore, "Average /Annual Change" is based on 1 year period,

Fund set up originaelly in 1950, therefore, "/verage Annual Chasnge" is based on 3 year period.

Fund discontinued in 1952, therefore, "iverage /mnual Chenge" is based on 4 yeer period.

In 1949, Funds 440, 441, &42, and 443 were combined with Fund 449, therefore, "Average jnnual Change"
is baséd on combined "Net Chanze in 5 Year Period®,’

In 1952, Funds 631 & 632 were combined with Fund 630, therefore, "iAverage /Annual Change" is based on
combined "Net Change in 5 Year Period”,

10, Fund set up originally in 1952, therefore, "iverage Annual Change" is based on 2 year period,




TiBLE II -
COMPARISON OF THE FIVE MAJOR APPROPRIATIONS BILLS
1947 through 1953

PERCENTAGE BREAKDOUN BY FUND ok ]
TITIE A ; SOLD SEED ROAD CORNSOL
OF TOTAL INCR NC  IRON RUR HOME PRIS VETS POT &  CONS
BILL  APPROPRIATION 47-53 RE : X RGE ARR CRED REL REV ADJ CERT BR _ AREA
SEMI-STATE _
1953 $ 2,248,014,30 16% 7%
1951  2,360,177.83 79%
1949 1,989,660.33 914%
1947 1,937,236.82 92 %
SOCIAL WEIFARE
1953  38,123,726.64 51% 100 %
1951 41,023,375.92 100 %
1949 34,315 741,26 100 %
1947 25,134,520,15 100 %
PUBLIC INSTITUTIONS
1953  45,376,358.,50 102 % 887
1951 4l 486,832,00 9 %
1949 36,327,761.68 9744
1947 22,451,566,16 93 %
STATE DEPARTMENTS ‘
1953 b6,654,261.06 &4 65 %
1951  43,708,560,93 72 %
1949  36,103,769.10 72 %
1947 32,78k, 847,13 77 %
EDUCATION
1953  174,427,925,27 % 25%
1951  148,261,800,31 27 %
1949  115,435,032.72 2917
1947 73,442 ,993.50 32 7%
TOTAL APPROPRIATIONS
1953  306,830,285.75 50 %
1951 279,840,746.99 564
1949  224,171,965.09 59 %
1947  155,751,164,06 62 %
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Source

FROM TAXES:

State Property Tex

Gross Larnings Tax

Mortgage Registration Tax

Fire Marshal Tax

Firemen's Relief Tax

iir Carrier's Flight Tax

innual $5 Tax — Corporations

fnnual $5 Tax — Individuals & Others
Annual $5 Tax — National Banks
fnnual $5 Tax — State Banks

Income Surtax -~ Corporations

Income Surtax -~ Individuals & Others
Income Tax -~ Corporations

Income Tax — Individusls & Others
Gift Tax

Inheritance Tax

Bank Excise Tax - National Banks
Bank Excise Tax -~ State Banks

Bank Excise Surtax — National Banks
Bank Excise Surtax — State Banks

Iron Ore Royalty Tax —~ Veterans Share

Iron Ore Royalty Tax
Occupational Tax — Veterans Share
Occupational Tax on Iron Ore

Occupational Tax on Taconite

Gesoline Tax

Fermented Malt Beverage Surtax
Fermented Malt Beverage Tax
Intoxicating Liquor Surtax
Intoxicating Liquor Tax

TABIE IIT*

STATEMENT OF TAXES AND REVENUES
FISCAL YEAR FNDED JUNE 30, 1953
Amount Legal Authority
11,544,893,57
23,840,003,42
134,192.34
167,161.66
90,441,91
134,924,09
60,968.18
,558,669.23
905,00
2,520,00
617,172.99
3,209,192.89
14,325,763.90 M,S, Ch, 290

39,?12’962.82 0 " n
- 84,743.06 M.S. Ch, 292
3,367,021.85 M,S, Ch, 291

1,062,011,65 M,S. Ch. 290,361
616’106!95 " 1 "
55,348,77 Laws 1949 - Ch, 642
32'9?9.?8 " i " "
213’118' 1? L1} 1] ] i

2,345,056.53 M,S, Ch. 299

1,953,397.98 laws 1949 — Ch. 642
18,843,997.54 Minn, Const. /rt. IX

6,636.11

49,120,960,10
1237,209,39
2,372,092.29
1,077,723.08
11,118,207.71

Various Iaws

M.S., Ch. 294 & 295%%
M.S, Ch, 287

M,S, Ch, 73.20

M.S. Ch. 69.54& 424,165
M.S, Ch, 270,075

Lavs 1949 — CH. 6%2

M.S. Ch, 298.24

M,S. Ch, 296,02
Laws 1949 - Ch, 642
M.S. Ch, 340,47
Laws 1949 — Ch, 642
M,S., Ch, 340,47

Purpose

Mostlyfor StateDebt Redemption
General Revenue Fund
General Revenue Fund
General Revenue Fund
Generel Revenue Fund
State Airports Fund
Vets, Adj. Comp., (Bonus)
] 1] ] ]

Income Tax School Fund
1 ] " ]

General Revenue Fund

804 Gen. Rev,; 204 spportioned
to Counties

kpportioned to Counties
" 1 "

Vets, idj. Comp, (Bomus)
i} " " "

" " " ]

General Revenue Fund

Vets, Adj, Comp, (Bonus)

45% Gen, Rev.; 5% I,R.R.&E, Com,;
404 Perm, Sch,; 104 Perm. Univ.
1/4 Gen, Rev,; 3/4 apportioned
to City, Sch, Dist.,, County
2/3 Trk, Hwy, Fd.;1/3R.&Br, Pd
Vets., Adj. Comp, (Bonus)
General Revenue Fund

Vets, Aij. Comp, (Bonus)

70,5 Gen, Rev,; 30,5 apportioned
to Counties

*This gtatement prepared by the State Department of Administretion **M,S. refers to Minnesota Statutes




Source
FROM TAXES:(continued)
Cigarette Tax

Vessel Tonnage Tax

Motor Vehicle Tax
kircraft License Tax
Boxing Exhibition Tax
Oleomergarine
Total Taxes
FROM SPECIAL SOURCES:
Statutory Fines
Torfeits
Eschests
Restitutions
Total Special Sources
FROM DEPARTMENT AL EARNINGS:
Service end .Inspection Fees
Occupational Permits & Licenses
Non—Occupational Permits & Licenses
Sales of Manufactured Products
Care and Hospitalization of Persons
Sales of Salvage, Scrap, etc,
A11 Other
Total Departmental Earnings
FROM ALL OTHER:
Rentals
Interest
Grants—in—aid from U,S, Government
Total 4All Other

TOTAL TAXES AND OTHER REVENUES

NOTE :

T/BIE III (continued)

STATEMENT OF TAXES AND REVENUES
FISCAL YEAR ENDED JUNE 30, 1953

Amount

Legal futhority
11,726,106.0? .Se Ch, 297.01 to 297,14

©11,751.90 M,S. Ch. 289,01

27,121,110.81 M,S. Ch. 168
31,779.01 } Ch. 360.53
7,210,92 Ch. 341

'534;461.%% Ch. 33.10
230,338,803

566,114,08
2,828.45
41,561,.28
25,622.61
_636,126,42

5,602,949,77
1,517,016,05
3,882,429,81
I,803,100,27
2,931,438,68
49,190,68
28,810,71
18,61%4,935.97

241,051,81
9,430,125.93
54,017,470.68
63,688,648 .42

313,478, 51445

Purpose

3/ Gen, Rev.; 1/4 apportioned
to Municipalities-

20/ Gen. Rev,; ‘804 apportioned
to Counties

Trunk Highway Fund

State Airports Fund

State Athletic Commission -
General Revenue Fund

fbove does not include Receipts from Sale of Investments; Sale of Certificates of Indebtedness;

Sale of Real Property or Natural Increment; fAgency Deposits such as Pension Assessments and

Inmates Deposits; and Refunds,




LEAGUE OF WOMEN VOTERS OF MINNESOTA
84 SOUTH TENTH STREET, ROOM 406
MINNEAPOLIS 3, MINNESOTA
Atlantic 0941

October 20, 1954

Dear Sir:

Public finance in Minnesota has long been of great interest to the members of
the League of iomen Voters of this state. Concurrently we have been concerned with
the need for changing our rigid, outmoded state constitution. Our present study
of finance stems from our current program emphasis on the constitution, for it is
an impossibility to attempt analysis of the constitution without being informed in
the field of finance.

A basic principle governing the actions of the League of Women Voters is that any
decision on any issue represents the majority opinion of the membership. This pro~
cedure requires that all members know the facts so that they may reach intelligent
and informed decisions, Therefore, we make as thorough a study as possible of any
issue before attempting to arrive at any conclusions, or subsequently, at any plan
of action concerning it. In this field of finance we expect to spend a great deal
of time before reaching the goal of supplying sufficient facts.

Last year we devoted our study to the financial structure of the state government
itself, including the sources of revenue and the framework of funds into which the
revenue is deposited. In this year's study we are concentrating on the financial
relationships between the state and its political subdivisions. These relation-~
ships are numerous and intricate, and essential to know in order to understand th
cperations of either the state government or its subdivisions. Because we would
like to get some first—-hand information, we are selecting a number of cities,
villages, school districts and counties for this purpose. The local subdivision
of which you are in charge has been selected as one of these., e are enclosing
a questionnaire outlining the facts we would like to have you send us. In so doi
you will be assisting in the big job of informing Minnesota voters of an essentia
part of their state government,

We should appreciate your returning the completed questionnaire by Monday, Novem-
ber 8, Thank you for your cooperation, i

Sincerely,

Mrs. Basil Young
Pregident




REVENUE QUESTIONNAIRE NAME of subdivision
PLACE of headquarters

(City, village, town)

PART I, GENERAL INFORMATION
1., What is your estimate of your subdivision's present population?
Zs What is the amount of your present indebtedness?
3. For what purnose or purposes is the indebtedness, Please list.

PURPOSE AMOUNT

What is your current total mill levy? Please list each of the purposes
for which the levy is expended, with the share of the levy allocated to each one,
LURPOSE ANNUAL AMOUNT OF MILL LEVY

PART II. REVENUES
1. GRANTS-IN-aID. (Include items such as gross earnings & cigarette tax distribution.)
Source Amount Source Amount
Federal
State
County
Others: (Specify)

TOTAL GRANTS-IN-AID

OTHER REVENUES.
Source Source
Licenses

Taxes

Service fees
Others: (Specify)

TOTAL OTHI'R REVENUES

PART III. ADDITIONAL INFORMATION
If additional revenue is needed, what amounts do you feel to be minimum for what
purpose or purposes? Indicate amounts according to type of expenditure.
IXPENDITURSE AMOUNT EXPENDITURE AMOUNT
a, Schools
b. Roads
c. Police and fire
protection
d. Welfare
e, Others: (Snecify)

2., If you need more space for any of the above items, or if you wish to make any
comments, please use the back of this sheet.

Return to: SIGNED
League of Jomen Voters of Minnesota
Room 406, 84 South Tenth Street POSITION
Minneapolis 3, Minnesota

DATE




d

LEAGUE OF WOMEN VOTERS OF ALLIANCE

ALLIANCE, OHIO

362 Limrood Drive
Alljance, Chio
December 17, 1954

Mrs., Basil Young
8l South 10th Street, Room L06
Minneapolis 2, Minnesota

Dear lirs. Young:

(ne of the Chio constitutional provisions respecting taxation is
the linitation of real preperty tox levy to ten mills on each dollar
valuation within the taxing jurisdiction, This is nol obsolute, as
Article IIT Section ? provides that laws may be prssed autherizing
additional tax levies above this ten mill linitation, These levies
mey be for two, three, or the maxirmm of fiwve yeoars, uonsequta ntly,
we are aliost econtinually voting additional operating levies for
schools, mmnicipalities, parits, or the like., Tt appears ©o the
voter that he is always being asked to vote nore noncy, whem agt-
ua.]Jy it is merely a rcnewal of a lewvyy and when this comes at the

amc timc as a bond issuc for n.ir school buildings, for instance,
:|.t is hard to pass both,

Iast yoar our Leapuce iried to interost othoer Icagues in this
sbate to ineludc on the stat. platforn the following: TTh. ten nill
limit on property should be exeiscd fron the Ohio .;omtluutlm, and
2 linmit should b provld d in the statutes," @ m'o.,c letters to
all th. Leagues in tho St~te of Chie, but ndny sc.onud to beliewve
that there should b constitutional limitation, and henes we had no
baclking for our propostl,

As n comromisc idus, ~nd, pcrhaps, o:. that ”nuld b. nore
politienlly ~cc.pt~bl., we ~r: now inv.stigating th: idin of n
amendm.nt vhich would kecp the additional tam.s l,V1cd in et
unl.gs ronovad by r.for .ondun of th. voters,

“ie nre interosted in finding out if other etates h-ve this sane
problen, o would like to Ikmoew if eu have such = liadtation:
vhether it is constitutionnl or st~tutory; how ~dditionnl funds enn
be voted, and for wh-t poriod of tie*® If you hve such & problc,.x,
vhot, if 2ny, steps have beon tnkon to solve it?

Yours siacercly,

1x0e Chhoe e H".n.:s Jre, Vie: President
Lo~gus of “Tamen Votors of Alli~nes
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nquiry from Mrs., Chas, F, Hanks, Jr, Vice President
of Yomen Voters of Allisnce, Ohio, which we wonld
agk you to answer for us, if you will, I am enclosing an

o ¥

ddressed to her for your convenieance,

the Ohio constitutional provisions respecting texation is
‘_::Hr-t--.m of real property tax levy to ten mills on each dollar
*.31 within the f«%1n:'11r4ﬁﬁ1cf1nn. This is not absolute, es
LIT Section 2 provides that laws may be passed aunthorizing
ﬂd*f%a‘Ll tax levies above this ten mill limitation, These levies
may be for two, three, or the waximm of five years., Consequently,
we ere almost caatinuglly voting aﬁditional operating levies for
schools, mmicipalities, perks, or the like, It appears to the
voter t he 1is always huliﬂ asked Th vote more money, when sctually
it 1s me rely a renewal of a 1 wy; and when this comes ut the same
a bond issue for new school buildings, for instance, it is
herd %o pass both,

"ast year our Leasgue tried to interest ag J

to include on the state platform the fellowing: "The ten mill limit

on property sho be excised fron *ﬂ“ Ohio Constitntion, and & linit

should be provided in the statutes.” ¥e wrote letters to all the

I g in the S5tate of Ohlo, but mank seemed to believe that there
constitutional limitation, and hence we hed no backing

2or ouwr pooposal,

COIpTOom lea, &n perheps, nw* that wonld be more polifically
z)t.olﬂ, we are now investigating the idea of an emendment which
mld keep the sdditional taxes levied in effect, unless removed by
referencum of the voters,
ige are interested in firding out if other states have this seme
problem, We would like to kmow if you have such e limiteéion; how
edditionsl funds can be voted, and for what period of time? If you
have such e problem, what, if any, steps have been teken to solve
17
Yours sincerely,

Mrs, Chas, F, Henks, Jr, Vice President
League of ¥%omen Voters of Allisnce"

Thenk vou very mich for your helpfulness,
Sincerely,
Mrs, Harold Wilson, Orgenization




March 18, 1955

Mrs, Charles P. Hanks, Jr.
362 Linweod Drive
Allisnce, Ohio

Deay Mrs. Hankst

¥e have been requested by the office of the Leagué of Women
Voters of Minnesota to answer your ingulry concerning constitutional
1imitations upon tax levies in Minnesota. A

|

In your letter you have referred to the coﬁaqitutionﬂl Provi s-
ion in Ohio limiting the tax levy on property to ten mills on each dollar
of valuation. You state your constitution further providee thet laws mey
be enacted authorizing additional tax levies“for 1limited periods up to
five years. Tou state that in order to eliminate the donutant enactmentd
of property tax levies that you are congiaeriﬂg an amendment to keep
additional levies im effect unliess reabzﬁa hﬁ rpferendum.‘"

We wish to state that the\bQQQt}tution of Minnesota contains no
exprees limitation in the rates of taxation’on property. Our constitution
contains various provislons reiating Yo txxation. the moet important of
which provides that "The powér/of tagatlen <B3ll never be surrendered,
suspended or contracted away. | Taxes shyll be uhiform upon the same class
of subjects, and shall be 1et1pd and collected for pudblic purposes.” The
constitution further p ,rov*ues “thag certdiﬂ types of property shall be
exempt from taxa tiop’qnch A8 ﬂchqﬁls. churchas. cenetories, charitzble
institutions and miblic property twsed -exclusively for any public purpose.
The Legislature 1s|also prohibiged from levying taxes for private purposes
end 1t ie further provided thit o tax shall be imposed on lands of the
United States, and that\nonregijent proprietors be taxed mo higher than
residents. The other‘n@nsttfu onal provisions relating to taxation in-
clude the authorisation &f-special taxes upon motor vehicles and motor
vehicle fuels, upen a2ireraft, and upon the ylelds of timber lands.

The limitations upon property taxes in Minnesota are statutory
and may bYe changed at any time by legzieslation. Ho vote of the slectorate
ig required %o change & limitation on tax levy. The statutory property
tax limite are on a specific dollar per capite basis for the general pure
poses of cities, villages and school districts. Certain statutory limita-




Mre. Charles ¥. Hanks, Jr. -2 Marceh 18, 1955

tions cccur in terms of mille per dollar of taxable valuation, but esuch
1imits apply only to epecific public purposes and spply chiefly to the
levies of counties and townships.

Ye hovpe that the above comments will assist you in gaining &n
understanding of our situation in Minnesota.

Very truly yours,

G. HOWARD SPAETH
Commiseioner of Tazation

By
Allen C. Sulerud
Department Secretary

;-‘;C% H gr
as: Mrs. Harold Wilson

8l South Tenth Street, Room 417
Minneapolis 2, Minnesota
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y _League of Women Voters of Mimmesota, 15 & Washington Ave. S.E., Minneapolis 1k, H:lnnesot-a
A“’ Fideral 8-8791 April, 1956

Memos to Ethyl Young, Alene CGrosamen, Doris Guthrie s, and Office
Froms Jean Chesley, State Constitutional Revision Chairman

Interpretetion of Article IV, Sec. 3 of the Minnesota Constitution as it relatea to the
LWV study of the constitution and legislative support of constitutional revision:

Excerpts from the "Report of the Minnesota Tax Study Commdssion", pp. L9 and 50, Dece 1954

The Minnesota Statutes provide for the imposition of special taxes on certain types
of business. Most of these taxes are in lieu of other forms of taxation..isesesees

Probably the most generally known special tax is the 5% levy on the gross earnings
of the railroads., This tax relieves the railroads of all other Minnesota taxes except
speclal assessments, and ad valorem taxes on property not used for rallroad purposes,
and income tax on income derived from non-railroad property.

Many citizens are of the opinion that there is a provision in the Minnesota con-
stitution for the imposition of this form of gross carnings tax on the railroads, but
such is not the case., The early legislatures, including the territorial legislatures,
in granting the charters for all railrcads organized in HMinnesota, required provision for
this form of taxation and, by legislative act, it was later extended to all railroads
operating in this state., The rate of the tax is fixed by the legislature, buit, under a
constitutional provision, before any change in the rate can become effective it must be
approved by & majority of the voters at the next state electionsscescess

Very few states employ the gross earnings method in taxing any of the railroads and
Minnesota is the only state thet provides for the exclusive use of this tax in lieu of
all other texes on the railroads (except the income tex and special assessments, as
noted earlier). All steie and local taxes paid by the class cme railroads in the U.8.
last year were equal to 3.36% of their gross earnings, as compared with 5% in Hinnesota.
However, in fairness, it should be pointed out that in periods of economic depression,
such as 1932, the decline in gross carmings lowers the total tax to be paid to a greater
extent than would be true if ths rallroads were taxed on an ad valorem basis.

The economics of the trangportation indusiry must be considered in Judging the
degirability of increasing the rate of the groos earnings tax on the railrcads, Exoept
possibly during World War II, the railroads for a long pericd of years have not earned
what ecould truly be called a fair return on their invested cepital, The Interstate Com-
merce Commission fixes the rates charged for transportation services on a regional basis
so that higher taxes imposed by any one state cannot be passed on in higher rates to
the users of the services rendeved in that state. The appiicaiion of a tex on gross
earnings of the railroads tends to increase the revenus from that tax as the cost of
performing the service, and consequently the retes charged, automatically rise, This
factor, together with increased use of railroad services, has inereased the revemue
produced by the gross earnings tex on the railroads in Minmesots from $5,578,47h in
fiscal 1940 to an all-time record of $14,080,0LT im fiscal 1954, The decline in iron
ore shipments during the calendar year 1954 will reduce the yield of this tax in the
current fiscal year.

If a tax structure is to be Zair and equitsble, it should impose comparsble taxes
on competing forms of business, The reilroeds are now subject %o rether intense com=-
petition from trucks, buses, barges, snd airplsnes, This Commisgion has vot been
supplied with any date which sstisfactorily demonstrate that these®competing forms of
transportation are paying for &ll cosis of the services they render, including the
provision of public facilities, and, in addition, pgying for the support of general
government in Mimmescta to an extent comparable to the proceeds of the gross earmings
tax on the railroads.




con't. "Report of the Mimnesota Tax Study Commission"

Commenting on the sbove findings, supplemented by additional research and experience
gained while lobbying for the LWV, Mrs. Ralph Norgaard, 1954-55 Constitutional Revision
chairman of LWV, has observed;

"The railroads are so traditional in policy that they defeat their own emds. Thay
do not re-examine their policies periodically, as great and growing corporations do. They
are entrenched and fear any change in the status quo. Theiyr agents fight everything
automatically, and often senselessiy. I dontt believe that the majority of members of
the various Boards of Directors of the railroads have any faintest knowledgas of why their
roads contribute at every legislative session to the fund that Mr. Mike Galvin spends
80 generously to prevent a constitutional convention. Mr, Gelvin bas collected the kitty
and spent it for around 30 years, because he was active in the anti-convention movement
while he was still in the legislature and before he became coumsel for the Great Morthern.
It has been Mr. Galvints bread and butter and now itls going to be Gordon Forbes!. All
they really know is that if there were & convention, Sec. 3 of Art. IV would surely go
and one of their main activities would go with it. That Sec. 3 of Art. IV provents the
legislature from truly equalizing railrosd taxes with other taxes and thereby costs the
railroads money, doesn't mean a thing to them,"
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League of Women Voters of Indiana
July, 1962

LEAGUE W{/

Date 3o /

Submt%gd by )? &L :

PositioNZuni s Gorda, o irmars
o

TIME FOR DECISIONi{L!l

These are the questions for Indiana League members to discuss and from which a
consensus, or agreement on position, can be determined, In order to reach an
intelligent consensus of the Leazue thinking in the state as a whole, we

earnestly request that you report FULLY on the discussion and consensus

of your local Leazue members, For action to be successful, it is necessary

for your State Board to know the extent of your study which is covered in the first
part of this form. Please have your Board carefully review the following questions,
The deadline for informing the State Board of consensus reached (if any) is
NOVEMBER 1, 1962,

COVERAGE:

Please evaluate your League's coverage of Kit V and subsequent material up-dating

Kit Ve \Jevo /éb__n..q_ﬂ/ Mex_ju) f‘A (SN ;aii_ Corsi :

Did all resource committee members have kits and subsequent up-dating material?
;:3

Uid membefship receive "every member" sheets before units or general meetings?

How many meetings did your” resource committee have?
T Laart Bk erd ﬂmr&-f 2 z /
How many membership“meetings did you have? Units? General? A gc :

Approximately how much membership participation was there?
}v—d_ “-‘ff""-" /3 ? h‘._en.b.k’- ARSI D
sc 10 goo t units? }7 fsi:

Was covera J;Z;:nals in other kits(especially Kit I) adequate to give
basic back ound for study and discussioa of Kit V?

List other me@fﬁ? useds:
T ftodas § Lonrncs)

CONSENSUS: (in answering the following, indicate if there seemed to be
general agreement, fairly general, no agreement, significant
divergencies. Please add any comments you feel would be helpful.,
Amplify answers wherever possible,)

1. Do you feel there is a need for additional state tax revenue? \Jﬁ-ﬂ
/A—'L: W/G_/_“/ /'a“"bv)m "R A_J) Ao




“ Page 2

2. Should the League of Women Voters support legislation to increase state
tax revenue? _ _
(u_,.,o_,_u-U

3, ‘If you have answered "yes" to both of the above questions, the State Board
will want to know which of the several alternatives likely to be proposed
you would prefer to see enacted? (if you have an order of preference,
please indicate.)

a, Changes in the gross income tax to increase revenue (rate changes, lowering
exemptions, etc,)? Other changes?

Q?i;Zan;JI],i? ;Lo‘//za,L;4bn»;~ d?ﬂwf3<d/ﬂ«~e;evm4Lz/;C;;L«.

b. Increased rates on other present taxes (cigarette, alcholic beveraze, etc.)

WW\;M@@.

c. Some type of tax which would cover interstate gales?
ﬁ/?@kwmzﬂ%—lj
mmmmdumu‘ ro—
d. Other broad-based taxes, either in combination with the gross income tax

or with each other, such as a low rate sales tax in addition to the
gross income tax; a sales tax with a net income tax, etc.

o e
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L. Would you place any limitations on any of the above alternatives taxes
which you would support in principle (rates, coveraze, degree of
progressivity, etc.)?

] ijo/"
M,)L‘O M/W_L
/Quo—aa})—w—fno_.- Q)O;M/’EM

5, Should the state contribute a larger proportion of the cost of local
schools than at present? A larger proportion of other costs of local
government? Whatu about new sources of revenue at the local level in
addition to the property tax? Other changes?

Should the League support legislation for administrative changes of
the state tax structure and/or legislation designed to promote better
enforcement of exlstlng laws?

a,z£,

Please 1ndlcate any ‘areas in addlazon to those above in which there

seemed to be membership consensus and/or unusual interest.

Wf.’

Other comments,

/dyaxx,_@.”/

(Use reverse side or additional pages if necessarya)
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St, Paul League of Vomen Voters April 1966

{
STUDY OUTLINE FOR STATE ITEM I, FINANCING GOVERNMENT IN MINNESOTA

State Item reads: Financing Government in Minnesota: Evaluation of revenue sources
with consideration of state and local needs.

Local Current Agenda Items relevant to this study are:
City Financing: The St. Paul League of Women Voters will support charter revision
to meet financial needs of city government. The League will support the
principle of non-property taxes as an additional source of revenue %o meet local
needs. !
S 1T cing: The St. Paul League of Women Voters will support local measures
to meet financial needs of St. Paul public schools for current operating funds
and continuing capital improvement program.

Criteria of a good tax as usually stated by fiscal experts includes

1. Taxes should be as equitable as possible in their impact upon the various
groups and segments of soclety.

2. Taxes should be adequate to finance governmental activities desired by the
citizens. -

3, Taxes should have a broad enough base to encompass most of the citizens;
they should be convenient as to time and manner of payment.

4, Taxes should be certain, not arbitrary, and should be related to the benefits
received by the taxpayer.

5., Taxes should be easy to administer and reasonably economical to collect.

LOCAL GOVERNMENT SERVICES AND REVENUES

For composite of all Minnesota counties and municipalities see Public
Services, chapter V; these figures are for our local units of government.

I. Services provided by local government

A, Ramsey County —-data from Budget Appropriations, 1966
1, Welfare costs absorb 58.36% of the county tax dollar

a. Ramsey County Board of Welfare administers St. Paul Ramsey Hospital,
County Home, social services including relief, AFDC, OAA grants, aid
to disabled etc. :

be Local property tax revenue will provide $10.5 million; state and
federal grants will provide $9.6 million.

2. General Government costs will use 27.36% of the county tax dollar

a. Law enforcement and related services are large items here — courts,
attorney, sheriff etc. : ; wis

b. Parks and recreation, assessment of property in city and county for
tax purposes also included. ; - = -

+ 3. Road and Bridge Fund (Highways) take 10.76% of the county tax dollar
ae Of almost $3 million projected expenditures for 1966, $840,000 will
come from the State Highway Fund.
4, Bonds and Interest will take 3.5% of the county tax dollar.

Be City of St. Paul —-data from Budget Appropriations 1966 and Bugggt Dollar, 1966

1., Public Safety 23.9% of city tax dollar
" ae This includes police, fire, and health.

2. Water Department 13%
a, This item is not a budget expenditure but is included for accounting

purposes.

=1~




Public Welfare 11.3%

a. This is the city's 27.5% share of the costs locally financed of the Ramsey
County Welfare Board's programs.

b« County taxpayers (all citizens of St. Paul paying property tax qualify)
pay the other 72.5% of Welfare Board costs locally met., Thus St. Paulites
pay twice for welfare.

4, Public Works 10,49%
a. Some funds are received from the state for maintenance of state roads.

5. Debt 10.3%

6. Parks and recreation 6.6%
T« Employee benefits 6.3%

8. Iibraries 4%

9. General Government 2.8%

10. Local Improvement Aid 2.8%
11, Public Utilities 2.6%

C. Independent School District #625, St. Paul ——data from Anticipated Revenues and
Expenditures cale ear 1966
1. Revenues of $23.6 million (approximately) anticipated for 1966
a, State aid--—almost $7 million
b Federal aids---§123,723
ce. Tution from districts and patrons —$249,783
d. Special Taxes---$371,000
e. Misc.— $52,900
f. Carry over— $110,000
g+ IOCAL TAX LEVY on property-- $15.8 million

2. These monies will finance programs with main expenditures as follows:
a. Instruction—-$17.7 million
be Operation of plant-- $2,68 million
ce Mtce. of plant—$957,000
d. Attendance and Health Service-- $817,202
e. Community Services—— $621,723
f. Administration— $589,693
g« Transportation-- $147,350
h, Fixed Charges-- $78,450

D. Other Agencies perform special services of local government and levy property
taxes to derive at least part of their finances --data from Know your Government
1, Metropolitan Planning Commission-==———==——--,23 mills
2, St. Paul Housing Authority 1.10 mills
3. St. Paul Port Authority 394 mills
4. Metropolitan Airports Commission===—————=1,53 mills

Total millrate
1966 is 245.780
(Homestaad)




II Revenue Sources for Local Government

A, The property tax, 61,8% of St. Paul's estimated reverues 1966 (Budget
Dollar, 1966) T

1. Why a property tax?

as Ability to pay
b. Serviges of benefit to0 property owner
¢, Stable, local revenue

Current administration of the property tax (see p. 40 FINANCING PUBLIC
_ SERVICES)

&e Assessment of property
1) County assessor (66) or Supervisor of Assessments (21)

a; Local assessor may be part fime; untrained
b) Ramsey County operates under 1878 law; professional civil
service staff oy

Assessor determines "full and irus"valua

ag About one third of market value'

b) Lot aize, location, quality .of construction, size, age,
improvements, usefulness of house

¢) Building permits followed; in Ramsey County not permitted

to see sales figures, 3l

Traditionally business assessments are higher; court cases
have required that percentage of market value used for full
and true values must be the same for all kinds of property

b
c

Donaldson case -~ Minneapolis
Capital Plaza Corporation = St. Paul

ai Dulton case = Duluth

' Classification percentage times "full and true™ value equals
"assessed value"

ag Patchwork of special legislation
b) See pages 62-63 of FINANCING PUBLIC SERVICES for classi-
fication %

5i- "Asgessed value" times mill rate equals tax bill owed

6) Figure appreximate market value from tax bill

7) Procedures for appeal on taxes

b. Money needed from property tax sources determined; property tax
used as a residual source of revenue for local government

ce Rates which will raise needed revenue determined
Importance of equdl assessment
a, State taxes paid at uniform mill rates

be School aids _
=5
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¢e Community competition for industry
Why do property taxes always go up?
as Tax base down

b. Shift to residential property as business assessments brought
into line

¢s Demand for more services
Criticisms of the property tax.

as Taxes npt related to services received

“be Taxes encourage blight?

c.' Uﬁsqual assessments, difficult administration
de Difficulty of checking and appealing taxes

e. Minnesota's classification system most complex in the country

Recommendations for property tax reform

as Establish a county assessor system

‘be . Give assessors access to taxpayers' books

Ce -Simplify classification laws
de Simplify appeal system

e, Eliminate more of the state property tax

‘fo Simplify and standardize basis for figuring "full and true"

values

gs Give state Tax Dept responsibility for appraising industrial
property :

he Give taiﬁayer statement of assessor's values on his property
- with tax bill

B, 0the§ sources of revenue for local government (see St. Paul BUDGET DOLIAR,
1966)

1.
2e
3
da

Self sustaining Bureaus 13,3% of city revenues
Unencumbered balance 2,8% of city revenues
Department receipts 5.6% of city revemues
Miscellaneous revenues 17.

ae Licenses, permits fees, fines, etc,

be Intergovernmental monies, special taxes




III Financing Public Services in St. Paul

A. The finance problems of central cities are particularly acute because of:

1. Population Patterns
a. Density of population
b. Low income in central areas
c. Growth of the suburbs

Type of services cities must provide; mainly current operating expenses
rather than capital improvements

St. Paul Budget 1966

Police, Fire, Health services 23,.9%
Public Welfare (City's 273% share) 11.3%
Public Works (street cleaning and repair 10.4%
garbage collection - snow removal expense is additional)

Limited Sources of Revenue

a. Dependence on the property tax
Growth of the tax rate in St. Paul:

Aggregate property tax rate: 1955 140.44 mills
1965 239.79 mills

Tax rate for city purposes 1955 59.47 mills
1965 89.03 mills

b. Declining Tax Base
Total assessed valuation 1964 $ 249 million
1966 243 million
Cs Property tax ascessment procedures

d. Dulton case and subsequent decisions

Studies of St. Paul

Slawik Committee = Nov. 1961 - Sought a long-range solution to revenue
problems. Recommended:
a. Increases in fee and licenses, and in lieu taxes.

b. A larger return of inheritance taxes from the state.

c. A city income tax if a new major source of revenue was needed.

Cumnings Committee = January 1965
a. Assessment Procedures:
1) Eliminate State tax on property.
2) State should share any new broad-based taxes.

3) State sharing of gross earnings tax on railroads and telephone
companies.,

4) A State Interim Commission to study property taxes.
5) A complete re-assessment of property in Ramsey County.




be New Sources of Revenue.
Sought a temporary solution to current budget problems, pending
major state tax reform.

Recommended: :
1) Wheelage tax of $10 per car and $15 per. truck.

2) A telephone excise tax of 5%. .

3) A direct charge for garbage and rubbish removal.

4) School and water board payments to the city for services.
5) Increases in business, trade and occupational licenses.
6) Increased fines and parking fees.

7) Hotel-motel tax of 5%

C. Cost of Governmentt
- St. Paul has fewer employees than most comparable cities.
- Salaries paid city employees are relatively high.
- Gost of government in St. Paul is below the average of comparable cities.

Recommendationa:

1) Long-range plannlng of capital improvements.

2) Cost of snow removal and street maintenance should be partly met by a
vehicle tax.

3) Budget of the Detentions and Corrections Authority should be subject
to improved review procedures.

4) Data processing and computer operations should be centralized.

5) State and federal aid programs should be thoroughly investigated and
coordinated. -

Projections ~ City operating Requirements

Requests for 100 more policemen, 35 firemen
"% annual salary increase projected
Annual increase of $1 million estimated for budget




Historical notes on taxation in Minnesota. Our present tax system is a product of
historical accident and not the result of careful planning; generally at the close
of each legislative session there is a mad scramble to find funds.

1958-1903 The Property Tax Era

Minmesota's Constitution requires that "all taxes ... shall be as nearly
equal &8 may be" and that "gll property on which taxes are to be levied shall
have a cash valuation and be equalized and uniform throughout the state.”

Property tax is the main source of revenue for state and local governments
Combined local and state tax revenues rise from $650,000 in 1860 to $19
million in 1903. Despite the constitutional requirements, equalization of
assessment for different classes of property and for property in different
parts of the state is a problem. (Tt still is.)

Legislature imposes gross earnings taxes on reilroads, insurance, telegraph,
telephone, sleeping cars and freight. These are paid instead of property
taxes and were considered a way of measuring the value of such properties.

1906 "Wide-open" amendment greatly enlarges the taxing powers of the legislature.
Constitution now requires that "Taxes shall be uniform upon the same class
of subjécts and shall be levied and collected for public purposeses."”

Graduated inheritance tax is introduced.

1914 Classification of property enacted: - & "
Class 1 iron ore assessed at 50% of full and true value
n

n

" Class 2+ household goods » ” -25%, f
Class 3 'rural property " » 33 /3" n "
Class 4 urban property " » 0K n " "

1915 Combined local and state tax revenues are now $55 million.

1920-1930 Insuguration of the Trunk Highway System financed by motor vehicle and
gasoline taxes.

Iron ore taxes are imposed.

Wt

Combined local and state tax revenues rise from $123% million in 1920 to
$161°million -in 1830, :

Of the $44 million collected by the state in 1932, $24 million re-
presents revenue from iron ore, gross earnings, gasoline and motor
vehicle taxes.

Depression brings requiremenf for new r&eme sources,

A graduated personal income tax is imposed in 1933,

Corporation income tax is imposed in 1933

Property tax relief is given by the enactment of the Homestead Examption.

Repeal of prohibition enables legislature to tax alcoholic beverages.
1940-1945 Prosperity of war years eases financial siress.

Combined local and state tax revenues are now $172 million.




Postwar period: Inflation and increased demand for more services
for more people againll brings demand for more revenue,

Legislature increases taxes on alcoholic beverages, iron ore and
taxes cigarettes. :

Leglslature imposes special taxes to pay a Veterans Bonus.
"Omnibus" tax bill adds special surtaxes to income taxes.
Combined tax revenues in 1954 are $472 million.

Combined state and local tax revenues during this period more than
double, Increases are from higher local property taxes and additional
rate increases on state level,

During the past decade there has been evident a tendency to postpone
major tax decisions: the need for more revemues has been met by enact-
‘ment of series of "small taxes" or small increments in present taxes,
by accelerating tax payments (windfalls), by luck with increased rev=
ehues in a booming economy. Local government has tended to use the
property tax as a "residual" source - what could not be otherwise
financed, was financed through increases in property taxess

I Minnesota and the ™other”" states
A, Factors to consider in taking a look at Minnesota's financial picture
ls Revenues
; a, States use different kinds of taxes in different combinations
be Financial responsibility for services is Qpproaciied fifferently
in different states, State and local taxes gombined must be used
to compare one state with another. '

de. Property taxes are generally higher 4in the north central states
than in the U.S. as a whole,

Services

&e Minnesota is in the top one third of the states in the UsS. in
expenditures for education, public welfare and health.

" be" Minnesota is average in expenditures for protection and transpor-
tatiens

Debt

2. Nearly all the $860 million debt increase in the ten years from
1953-1962 was incurred by school districts and cities and villages.

B, Drastic effects of shifts and growth in population on the economy and the
tax base. ' .

1, Many small towns have literally "lost” their tax base

2. large cities are affected by a shrinking tax base
S




C. Increasing tax levels in the future
1, Demand for more and better public services. |
2+ Resistance to change
3« Inflation
4, Continuing urbanization to bring increased problems and costs

D, Necessity for states to take the lead in resolving their own problema and
in relieving local fiscal pressures.

II State revenues and expenditures, en overview from FINANCING PUBLIC SERVICES

A. Expenditures (see diagram page 29, FINANCING PUBLIC SERVICES)

l. Education 41.5% of total state expenditures

a. 40% of total state education expenditure goes to state institutions
of higher learning,

be Most of the remainder goes to local school districts under various
school aid formulas.

Highways 25.8% of total state expenditures

a, Roads built and/or maintained by the state include the new inter-
state federal highway system, state trunk highway system, and local
. state aid roads.
b, Some money comes to the state from the U,S, govt. for highways;
the state aids local units of govermment through the State Highway
Fund,

Public Welfare 9,7% of total state expenditure

a. Most of the money spent by the state for public welfare is for

' gharing the costs of categorical aids (OAA, AFDC for example)
with the counties which administer the programs (see p. 31
FINANCING PUBLIC SERVICES)

Hospitals 7.6% of total state expenditures

a. U. of M. complex

be 7 hospitals for mentally retarded

Cce Braille and sight saving school

dsa School for the deaf

es Gillette

£, Children's treatment center (Hastings)

g. “Residential treatment center (Lino Lakes)
hs 2 geriatric homes

Other state services and their percentage of total state expenditures
includes

2
b.
Cs
de

Naturel resources 3.%% e. Employment security admin. .8%
Corrections o f. General control 5%
Health - o T go Financial administration 1.,2%
Police protection Th




B, State reverues in fiscal 1964 from three sources

1, Tax revenues - 61% (see diagram page 15, FINANCING PUBLIC SERVICES)

as Individual income tax =~ 31% of state tax revenue

13,1% to general revenue fund
86,9 to income tax school fund

Corporation income tax - 8% of state tax revenue

13,1% to general revenue fund
86.%% to income tax school fund

Bank excise tax - revenue divided between county of origin and
general revenue fund

' Sales and gross receipts taxes =~ 34,1% of state tax revenue |

1) Selective sales taxes are paid by the consumer on sales of:
" a) Motor fuel - revenue to highway or aviation fund
b) Alecoholic beverages -~ revenue to general revenue fund and
. local governments _
c) Tobacco products ~ money to general revenue, cigarette tax
apportionment fund, natural resources
d) Oleomargarine — money to Dept. of Agriculture dairy research
program, state board of education, general revenue fund

2) Gross receipts taxes are assessed against the seller:
" ‘a) Insurance premiums tax - money to general revenue
b) Telephone, telegraph and railroad ss earnings tax - money
' to general revenue, except that 94,%1‘21‘ taconite railroad tax
revenue goes to local units of government

Licenses = 12,9% of state tax revenue

1) Motor vehicle - revenues by constitutional amendment to state
highway fund; really levied instead of personal property taxes
on autos, etc,

2) Miscellaneous other - motor vehicle operators, hunting and fishing,
boats

Property tax - 6,6% of state tax revenue

1) Money goes to soldiers' relief, teachers' retirement, state
building s

2) Some taxes are levied by state in lieu of property taxes and
revenue mostly distributed to local governments = power companies
taxes, mortgage registry tax, grain handling tax, aircraft and
flight property taxes, etc.

Severance taxes = 3.1% of state tax revenue

These are taxes on removal of matural products from land or water;

money goes to general revenuve fund, income tax school fund, univer-

sity

1) Occupation taxes = paid by mining companies in place of corporate
income taxes

2) Royalty taxes - taxes on the royalities paid by mine operators
to owners 10w




he Inheritance and gift taxes = 3.3% of state revenue, money to general
revenue fund with small percentage to local governments

i. Documment transfer taxes = 0.3% of tax revenue with money to general
revenue i

Intergovernmental grants and transfers 26% of total state revemue |,

ae. $188.7% million from the federal government, mostly for highways,
welfare and education in 1964, This was 24% of total state re-
venues; much of this money is passed on to local units of government

b, $12,9 million from local governments) primarily for highways, health
end hospitals, This was 2% of total state revenues in 1964,

Charges and miscellaneous 13% of total state revenues in 1964
a, Charges at University and other state schools
b. Also fees for state parks, charges at hospitals, etoc.
III Intergovernmmental Revenues
A, Géneral Comments

1, Definition - intergovernmental revenues are monies collected at or by
one level of government and transferred to another

2. Datas (from FINANCING PUBLIC SERVICES)

e 1 Minnesota

24% of total state revenues from federal funds = 3188.7 million
2% of total state revenues from local funds - $12,9 million

' 1964 local governments in Minnesota
“7 1) 32% of their revenues originated in intergovernmental transfers;
"+ ' of these funds 98% came from the state
© 2) Pederal funds come as grants for specific programs such as
urban renewal

. "1964 counties in Minnesota
- l_g 44%of county revenue came from intergovernmental sources
2) ‘Most of these funds for welfare, highways -
Obaemti.ons
as Host of these monies doled out are for apecific purposes and programs
b. Generally, the proportion of local governments' budgets financed by
intergovernmental revenues is declining while local governments'!
budgets are increasing.
¢e Does the Twin Cities metropolitan area get a-"-"fair shake"?
B. Intergovermmental revenues for Education
1, State of Minnesota

a. 41,5% of the total budget is spent on education which atﬁbunted to
$307.0 million in 1964,

]l




State institutions of higher education claim 4C% of the total budget
and they spend four times as much for current operations than for
capital outlay and are financed by direct expenditures,

The state spends more for education in intergovernmental expenditures
(aids to local school districts) than it does directly.

Although the number of most other units of gov'te has been increasing
in Minnesota since 1952, the number of school districts has declined
by 4000 since that year.

At end of June 1964, Minnesota had 1515 school districts maintaining
ungraded schools and 481 with graded and secondary schools. (96% of
all pupils were enrolled in graded and secondary schoola.)

48% of the total general revenue of local governments is received
by the school districts.

Slightly over + the total revenue for schools comes from local taxes.

State aids provide 38% of the total revenue for school and the most

important and costly type of aid is called foundation aide Such aid
is given only for operating costs and amounted to $132,3 million in

1964~65.

Poundation aid is bamed on school attendance and property valuations.
The factors which effect the amount of aid paid are:

1) Pupil units -~ school attendance is counted in pupil units and
pupil unit totals are reckoned according to their average
daily attendance (ADA) throughout the school year.

EARC: This is the Equalization Aid Review Committee composed
of the Commissioners of Education, Taxation and Administration.
It was created in 1955 to try to compensate for wide variations
in local property tax assessments which were found to range from
19% to 70% of "full and true" value.

a) EARC issues annual report setting each district's assess-
ment ratio to be used in school aid computations. FARC
figures based on actual property sales, or when these are
unavailable, appraisalse

School districts receive foundation aids under whichever of two
formulas gives them the most moneye

1) Formula A (true foundation aid): $315 for each pupil unit in
ADA minus what would be raised by a 19 mill levy on local prop-
erty valuations as equalized under EARC assessment ratios.

2) Formula B (an outgrowth of the former "basic aid"): $95 per
pupil unit plus $10 census aid

Other major aids include:

1) Census aid (also called income tax aid) is money paid to the
public school for every child on school census between agea
6-16 regardless of wherever he attends public school.

12
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Apportionment aid: (8817 million; 1964=65): Included under
both formulas A, and B,, this is the distribution of interest
earned by permanent trust funds earmarked for schools,

Emergency aid: Given only to schools in urgent need at the
discretion of the State Board of Education.

Transportation aid = nearly $15 million, 1964~65: This re-
imburses districts for costs of school bus operation and is
paid in seven categories, but none is paid to Twin Cities and
Duluth or to many suburbs because of statutory restrictions,

Special Education Aids (nearly $4.5 million, 1964=65): Grants
which reimburse districts for salaries of teachers of the hand-
icapped (up to $3,600 per year), for supplies and equipment up
to $50 per child, and for transportation.

Vocational Aids (4.5 million, 1964-65): Supplemented by federal
funds, these are paid for teachers of agriculture, home econo-
mice, trade and industrial courses, business, sales and other
distributive occupations and for vocational counselors,

County expenditures:

7% of the county budget is spent on schools which covers mainly trans-
portation aids to adjacent school districts for high school students

'liw:l.ng :I.n the few areas which still have no secondary schools,

Je St. Paul - Current data from ANTICIPATED REVENUES AND EXPENDITURES 1965,
"' Independent School District #625.

4)

_._a. Funds from the federal govermment estimated to be $123,723
2)
- 3)

Voeational education (some of this comes by way of the state)
National Defense Education Act

.Elementary and Secondary Education Act

Economic Opportunity Act

:Applioations for participation in the last two programs men~

tioned above have been made by the school district under the
poverty program,

- Funds from special taxes and other sources, $371,000

1),
2%

3)
4)

5)

6)
7)

’I'ax penalty -~ state tax, $22,000
50% of mortgage registry tax, $56,000
36% of bank excise tax, $230,000

4(% éale of tax forfeited property, $25,000

36% grain tax, $3,500

Mobile Home registration tax, $4,500

Redevelopment in Lieu of Taxes, $30,000
=] 5w




cs State aids for 1966 to be almost $7 million,

1) In St. Paul the percentage of current school expenses financed
by the local tax levy is going up and the percentage financed by
gtate aids is going down.

2) St. Paul will receive in 1966 Income Tax Aid totalling $536,750;
also called Census Aid, (Refer to previous section on education,
State of Mj_nneso‘ba)

3)  St. Paul will receive in 1966 BASIC AID under formula B (used
for cities of lst class) amounting to $4,849,919 figured at
$95 per pupil unit,

The percentage of total funds available to St, Paul schools from
state and federal funds declined from a high of 41.6% in 1953 to
20.,4% in 1964, Thus although state aids to St. Paul schools
have risen considerably in the past few decades, the chances of
this rise continuing are slight since the state can but barely
meet the costs of its statewide programs. The citizens of St.
Paul then, will continue to contribute more in income taxes

than is returned to the city by the state in the form of state
aids each year, -

C, Intergovernment Revenues for Highways

1. In 1964 $84.25 million of the funds received by Mimn, from the U.S,
govte (totalling $188,7 million) were for highways. In 1964 the state

received $/,03 million from local units for highways.

In 1964 Minnesota spent $191.1 million for highways. Of this amount
$41,1 million was transferred by the state to the local units of govie

a. e State Highway Fund, established by the constitution, is the
. source of this money. 100% of the motor vehicle license fees and
of the highway fuel tax goes into this fund,

State Highway Funds are distributed as followss
1) 62% to state trunk highways
2) 29% to counties for county aid highways
3) &b to municipalities of more than 5,000 people for use on
- municipal state aid streets '
‘Receipts for 1966 in our locale include:
a. St. Paul - Dept. of Public Works expects $250,000 for state aid
highways, $128,000 for highway maintenance, and $100,000 for street
and sewer cleaning on state aid highways.

b. Remsey County - Road and Bridge Fund expects $840,000 of nearly
$3 million budget for this fund,

Intergovernmental Revenues for Welfare Activities
1, Minnesota expenditures for welfare in 1964 included $66,1 million to

counties as state share of costs of categorical aids (OAA, AFDC, etc,)
Counties generally have responsibility for welfare activities.
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0f the $188,7 million received by Minn, from the U, S. in 1964,
$47463 was for welfare, $584 for health and hospitals,

- Some of the aid given counties thus comes from U.,S, In 1963
43,2% of public assistance ‘funds spent in Minn, came from Federal
funds, 19.4% from state and 37,4% from local (see FINANCING MINNE-
SOTA'S CITIES), In Minn, local governments pay larger percentage
for welfare than in many othe‘z_*_,s.tate,a.

Ramsey County Board of Welfare -
‘ a, Loeal financing to provide $10.6 million in 1966; of $300 total
tax bill, for ex., city's share of welfare cost would be $20.24,
county's share would be $38.51. (YOUR BUDGET DOLLAR)

b, 'State and Federal grants will total $9,660,000 in 1966; most for
social services (relief, OAA, AFDC; etc.)

Intergovernmental revenues to the general revenue funds of local units of
government come from variety of taxes-collected by the state or county and
shared with counties and municipalities :

1, Stat_e collected taxes

- B .ii‘aconite taxes to Iron Range- communities

be Inheritance taxes (on probaté estates) = 20 of collections shared
. with local units. To Ramsey County in 1966 - $325,000

- ‘Cigarette taxes of 8¢ per pack divided between natural resources
fund '(1/8), state general revenue fund (3/4 of balance or 21/32)
and cigarette tax apportionment fund (1/4 of balance or 7/32).
In 1966 St. Paul expects $1 million from this and alcoholic bev-
erage taxes combined.

Alcoholic beverage taxes = 30% of collections go to cities, villages
and townships in proportion to population (rest goes to state gen-
eral revenue fund which also gets 100% of malt beverage tax)

Bank excise taxes go to the counties where they are distributed
like personal property tax revenues, In 1966 St. Paul expects
$35,000, Ramsey County $165,000 and School Dist. #625 St. Paul
$230,000

County collected taxes

a. Mortgage Registry tax distributed to state general revemue (1/6),
county general revenue (1/6), school district (1/3) end mumnicipal-
ity (1/3)s In 1966 St. Paul expects $50,000, St. Paul schools
$56,000, and Ramsey County $40,000

be Grain tax in lieu of personal property tax on grain will yield in
1966 $4,000 to St. Paul, $3,500 to St. Paul schools.

F. A look ahead: By 1970 we will be on an even higher level of public expen-
diture, especially for local government, This is due to pressures of pop-
ulation growth, increased urbanization, and demanded increases in the qual-
ity and quantity of public services. Where will the money be found?

o
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1. Arve more state aids the answer? If so, what kind?

2.

-1

be

Grants in aid - for specific purposes or on per capita basis?
New York's Moore Plan

Tax suppléments
Ohio cities income taxes

Shared taxes
Wis shares income taxes with local units

State assumption of responsibility for some services — Mr, Hatfield
has suggested that welfare costs could be assumed by the state thus
relieving the burden on the property tax.

Are more Federal aids the answer?

8e

be

be

Ce

Restrictions are attached - for example, St. Paul school aids

Should the Federal govt, step in if the states do not act? Urban
renewal is the classic example - rural dominated legislatures would

~mnot help cities solve problems, so U, S. govte did,

Heller proposals for sharing of income tax surplus by Federal govt.
with states for redistribution to local units

‘new revenue sources the answer?

Might we better cut services? Is it realistic to think we can?

How about the sales tax? Should some be shared with local govts?

Are metropolitan-wide, or area-wide, taxes the answer? Metropoli-
tan Mayors Committee; what about problems of distribution?




DEFINITIONS OF TAX TERMS

Intergovernmental reverue - money collected by one level of government and then
transferred to another level usually for financing a specific ser-
vice (such as Minnesota income tax monies collected by the state
and returned to local school districts).

Per capita — figures used to indicate the numbér_of people paying for and using
governmental services.

Per $1000 of personal income - figures used to indicate wealth of the population
and thus the ability to pay for services.

Gross rece;pt? taxes = tax paid by the seller on total receipts for articles sold

for example, the Minnesota tax on insurance premiums).

Gross earnings tax = percentage of gross earnings paid in tax without deductions
or exemptions; in Mynnesota paid by railroads, telephone and tele—~
graph companies in lieu of the real and personal property taxes,

ongressive tax rate = a tax rate which rises as income rises so that the large
wage earner pays a larger proportion of his income than the small
wage earmer,.

Regresgive tax rate - a tax rate which takes a larger proportion of the small in-
come than of the large income,.

Statutory rate - the tax rate set by lﬁw, or statute.

Effective tax rate = the tax rate; rate at which tax is pald after congideration
of deductions, exemptions, etc.

Grogs inccgg,— income before allowable deductions and exemptions .are teken; mey
be taxed by gross inccme or earnings tax.

Net iggggg - taxable income after tax exemptions and deductions are taken,

Excise tax - a tax on the manufacture, sale or consumption of articles; there is
little difference between excise taxes and selective csales taxes.

Severance tax - a tax on the removal of natural resources; measured by value or
quantity of products removed or sold.

Assessment - the process of determining the value of something for tax purposes;
also refers to the valuation given to the property by the assessor,

Market walue = the usual selling price of a piece of property.

Full and true value - valuation placed on property by the assessor; by law
supposed to equal market value but actually only a fraction of
current market value; the state tax commissioner is urging assess—
ors to aim at full and true values equal to 33 1/3% of market value.

Assessed value or taxsble value (generally the same thing) = value to which the
tax rate is applied; this value results when the full and true values
have the percentages of the classification system applied to them,

Ad valorem tax - a tax based on the value of the property being taxed.
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"Homestead exemption" - actually a classification percentage or ratio whereby the
first $4000 of full and true value of a owner-occupied house is
assessed at 25% if urban (26% if rural); the balance is asseszed at

40% (or 33 1/3%)

Tax bage = the total value of all taxable property within a given governmental
unite.

Tax levy - amount of money required to be raised through a collecting (a levy)
of money on taxable propertye Also, the difference between estimated
expenditures and revenues other than the property tax.

Mill - one tenth of a cent or 1000th of a dollar,

Mill rate - rate of taxation; the number of mills per dollar to be paid in taxes;
each unit of government establishes a mill rate to finance its needs
and 211 these individual rates are added up for the total mill rate.
The tax rate of a given district is determined by dividing the dis-
trict's levy by its total assessed valuation.

Foundation sid =~ term referring to school aid given by the state under formulas
A or B financed by the income tax school fund.

Census aid -~ school aid amounting to $10 per child of gschool age within the dis~
trict whether in the public school or not.

Shared taxes - taxes collected by the state and shared with the local units of
government usually on a population basis (such as cigarettes).

Grants in aid - aids from the state (or U.S. govts) to the local unit of govern—
ment which may be conditional, i.e. earmarked for financing of a spec~
ified service or project, or unconditional, that is given without
strings attached,

Tax supplement = this is a local tax imposed on top of or in conjunction with a
state tax; collected by the state and returned to the local unit.

Surtax = & tax figured on top of a previously calculated tax; after the tax owed
is computed, a percentage of that sum is added on (may be paid to
local unit or to state for specific purpose).




St. Paul League of Women Voters April, 1966

QUESTIONS FOR DISCUSSION IN UNIT MEETINGS

How does Minnesota compare with neighboring states and Ue. S, with regard to
revenues and expenditures?

How much do you estimate that you (and your apouse) pay in taxes each year?
Income

Real estate

Gasoline

Liquor and cigarettes

Insurance premiums

Telephone

Did you realize that government services have increased in volume and number -

but the tax base has not increased at an equal rate? What does this mean for
our city? Our schools?

What are the major sources of revenue for the state?
Ramsey County?

St. Paul?

What are the major services financed by the state?
Ramsey County?

St . Paul?

Almost one third of all property within the city of St. Paul is tax exempt.
Should it be or should such property pay for some services?

What do you think are the major items to be considered in making a local budget?




St. Paul League of Women Voters April, 1966

Unit # DISCUSSION REPORT FORM FOR STATE ITEM I

Please return to: Mrs. R. M, Michaels 644-5562
2180 W. Hoyt
St. Paul, Minn. 55108

on or before May 15, 1966

What areas of the material on financing government seemed unclear or in-
adequately explained?

Should they be re-emphasized next year?

On what points did most of your unit's discussion take place?

Where do you thimk the League should concemtrate its study next year? Why?




IWV of Minnesota, State Organization Service, U. of Minn., Minneapolis, Minn. 55455
February 1966

SUGGESTED DISCUSSION OUTLINE
FOR
UNIT MEETINGS

Financing Government in Minnesota: Evaluation of revenue sources with consideration
of state and local needs.

To begin, explain that the purpese of the meeting is to impart infermatien.
(No consensus will be reached as a result of this particular meeting.) This is
background knowledge needed before we attempt to evaluate revenue sources with
consideration of needs.

Proceed on the assumption that every member has read Financing Public Services.
Some visual aids that are not too complex will be helpful throughout yeur discussion.
In your planning session, it will be advantageous to allot specified amounts of time
for each part of the discussion. This will prevent the problem of spending toe much
time on one section and not completing the whole discussion of this outline. The
material in each section of the publication can be introduced with questions as
follows:

1. How does Minnesota compare with the U. S. average, and with its neighboring
states in state and local revenue? In state and local expenditures?
(Chapter I)

What are the major sources of state revenue?
(Chapter II. Don't get bogged down in discussion of each individual tax.)

What are the major services financed by the state? (Chapter III.)

What are the major sources of revenue for local units of government? In
total? Counties? Townships? Cities and villages? School districts?
Special districts? Your community? (Chapter V and your own local survey.)

What are the major services financed by local governments? In total?
Counties? Townships? Cities and 'villages? School districts? Special
districts? Your community? (Chapter V and your own local survey.)

What considerations are necessary in formulating state and local budgets?
(Chapter IV and your own local survey.)

Summarize very briefly;fhe discussion up to this peint. Now you are ready for
a free, wide-ranging discussion.

7. What problems are there in financing public services? Don't overly discuss
any one problem at the exclusion of all others.)

&t would be well to re~read the item at this point and then consider the final
question:

8. Where do you think the League should concentrate its study next year? Why?
This outline is one suggested methed of handling your unit meetings. One of the

rposes of the workshop will be to explore other methods of presentation. Come and
hare your ‘ideas with us.
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FINANCING MINNESOTA'S CITIES

Cities of over 100,000 population in Minnesota are designated by the legislature

as Cities of the First Class. These cities are Minneapolis, St. Paul, and Duluth,
The fact that the legislature sces fit to treat these central cities separately is
one indication that they have particular problems not found in smaller communities.

Central cities must cope with problems resulting from high density of population,
the presence of large racial minorities, and considerable numbers of low-income
residents. They must provide services not only for city dwellers but also for
great numbers of suburbanites who work in the central city, but pay no taxes
directly to it.

Expendi tures

Although the population of the central cities has not increased appreciably in the
last decade, city budgets have grown rapidly. City officials face constantly rising
demands and needs for more police protection, fire protection, health, welfare and
recreational programs, libraries and other cultural advantages. New programs are
needed, such as urban renewal and air pollution control. Custs, particularly wages,
constantly increase. The growth of expenditures in the three rities is shown in
Table I.

Table I

Total Expenditures for City Services* (1)
(Millions of dollars)

1950 1955 1960 1963
Minneapolis $ 26.0 $ 35.2 $ 48.4 $ 53.0

St. Paul 14,2 21.8 29.5 3641

Duluth 4.1 4.8 Te2 7.2

% (Not including debt redemption or schools)

1. Report of Public Examiner on the Revenues, Expenditures and Debt of the
Cities and Villages in Minnesota, State of Minnesota, St. Paul.

In addition to the services provided by the city, two other major expenditures of
local government must be met by urban areas. These are the costs of public
education provided by the local school district, and the costs of public welfare
which are met by the county.

The amount spent for education is a larger percentage of the local tax dollar
than that for any other single service. Expenditures for education have risen
sharply each year, partly because of new and improved educational programs, and
partly because the school-age population of cities has increased rapidly in the
last decade even though the general population has remained fairly stable.
Central cities have heavy expenses for programs for handicapped children, dis-
advantaged children, remedial reading, vocational training, and the like.
Although a considerable part of total school costs is met by state aids, the
formula under which state aids are granted to Minneapolis and St. Paul differs
from that of most other school districts.
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Minneapolis and St. Paul receive aid under Formula B, while Duluth uses Formula A.
A study of Table 2 reveals the fact that in all three cities the current expenses
of operating the schools has increased very rapidly. In Minneapolis and St. Paul
the percentage of current school expenses financed by the local tax levy has also
been going up. This results in a rapidly increasing financial burden on these
two cities,

Table 2

SCHOOL EXPENDITURES IN MINNESOTA CITIES * (2)
(Milliona of dollars)

Total Current % Financed by
Expenses Local Tax Levy

Minneapolis

1955 8 20,8
1960 27.4
1965 357

St. Peul

1955 11.3
1960 16.4
1965 2243

Dulut

1955 0 5544

5
1960 8. 54.8

1965 10, 477

* This table does not include costs of building new schools and financing
school debt.

2. Annual Reports to the Commissioner of Education by the Superintendents
of schools, 1955, 1960, 1965.

Expenditures by counties for welfare services have also shown great increases in
recent years. In urban areas these increases are caused by population congestion,
increased unemployment among minority groups, improved hospital services, and
larger welfare payments for low-income families, These costs are partially met
by state aids. The central cities also make a considerable contribution, Table

% indicates the growth of county welfare expenditures in recent years in the three
counties.

Table 3

COUNTY WELFARE EXPENDITURES * (3)
(Millions of dollars)

1920 1960

$ 17.2 $ 25.5
Ramsey T46 11.6
Ste. Louis 6.5 9'7

*Classification used: Total Charities Hospitals not included.
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The local tax which is levied on property within the city boundaries contributes
to the support of several governmental units., Distribution of the 1965 tax to
these various units is shown in percentages in Table 4. St. Paul pays 27 ¥% of
county welfare costs in Ramsey County in addition to the share shown for county
government,

Table

LOCAL PROPERTY TAX — DISTRIBUTION AMONG GOVERNMENTAL UNITS -~ 1965

State & District County Schools City
Minneapolis 4.3% 27.1% 36.,45% 3.2 (4)
St. Paul 340 23.3 3442 39.5 (5)
Duluth 2,2 29,2 41.4 27.2 (6)

3. Report of the Public Examiner on the Revenues, Expenditures and Debt of
State and Local Governments-in Minnesota.

4, TFinancial Program, City of Minneapolis, 1965

5. City of St. Paul Budget Appropriations, 1965
Levies for special districts are included under State and District.

6. City of Duluth, Minn. "Apportionment of Taxes on City of Duluth Property
emong Governmental Subdivisions", July, 1965.

"In 1963, the percentage of welfare costs assumed by local governments was greater
in Minnesota than in any other state, with the exception of Montana., Table 5

shows the expenditures for public assistance programs and the percentage distribution
by source of funds for Minnesota and the U.S. for 1963.

Table 5

EXPENDITURES FOR PUBLIC ASSISTANCE PROGRAMS
AND DISTRIBUTION BY SOURCE OF FUNDS FOR 1963

Percentage Distribution

Expenditures Federal State Local
Funds Funds Funds

Minnesota $ 108,947,000 43.2 19.4 37«4
United States $ 5,183,683,000 54.8 32T 12.5

Source: "Welfare in Review" Statistical Supplement 1964 Ed: HEW (7)

Revenues

"The power to tax is conferred on local governments by State constitutions and
legislative enactments. No local tax can be imposed without such authorization.
Indeed, no local government can exist without the specific or general authorization
of the State constitution, its legislature, or both. Traditionally, local power

to tax has been confined to the property tax and, under the general police powers,
to various types of business and non-business regulatory license taxes." (8)




Minnesota's cities receive revenue from both federal and stete governments in the
form of grants-in-aid. The state also shares certain taxes with local governments,
mainly cigarette and liquor taxes, apportioned on the basis of population, and the
gasoline and motor vehicle registration tax, which must be used for local highways
and streets.

7. Report of the Mayor's Revenue Action Committee, St. Paul, April 1965,

8. "State Constitutional and Statutory Restrictions on Local Taxing Powers",
Advisory Commission on Intergovernmental Relations, October, 1962,

Cities also derive revenue from service charges, licensea, fees, fines, and
miscellaneous taxes, but by far the greatest portion of their income comes from
the local property tax., The local property tax levy is the only large revenue
source under local control. The percentage of total revenues in the three cities
which came from the local property tax in 1965 is shown in Table 6.

- Table 6
CITY REVENUES FROM LOCAL PROPERTY TAXES 1965

Amount from Local % of Total
Property Tax ~Bevenue

Minneapolis $ 31,019,665 63 (9)

Ste Paul . $ 21,827,026 65.6 (10)

Duluth $ 3,979,291 63.0 (11)

The financial problems of the cities clearly reveal the difficulties caused by
excessive dependence on a single revemue source, the local property tax. "The

entire scheme of local taxation is closely tied to, and probably shackled by, the
property levy, a very stable object of taxation. The relative rate of revenue
increase among federal, state, and local governments is indicative of this fact." (12)

The value of real and personal property in the city is the base for the property
tax levy. This base increases slowly through new building, improvements, and
inflation. The increase in value provides a larger amount of revenue each year
from the same tax mill rate.

In recent years, however, the rate of increase in the tax base of St. Paul, for
example, has tended to be less rapid. One reason is an increase in the amount of
tax-exempt property. "The relatively recent slowing down of the increase in the
assessed valuation is due in no small part to the removal of property from the tax
rolls for inter-regional highways, public housing and urban renewal and by the
acquisition of property for public purgoses(isfhools, etc.) and tax exempt
institutions (churches, colleges, etc.) ... Increases in the tax base have by
no means kept pace with rising coats of city government, The rising mill rates of
city property tax levies make this clearly evident.

9., Financial Program, City of Minneapolis, 1965
10, City of St. Paul, Minn, Budget Appropriations, 1965

11. City of Duluth, Minn, "Where the City Gets Its Money"
City Director of Finance, July 1965
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12, The Finances of Metropolitan Areas, Larry M. Ellison
Michigan Legal Publications, 1964.

13. Report of the Mayor's Revenue Action Committee, St. Paul, April, 1965

The problem of equitable tax assessment is a difficult one throughout the state of
Minnesota. A decision handed down by the Minnesota Supreme Court in the (Duluth)
Dulton case, December, 1964, has already caused problems for the cities. The
Court held that the percentage applied to market value by the municipal assessor
to arrive at full and true value for tax purposes must be uniform as to all
classes of property within the taxing distfisi. Taxes paid.on other than the
lowest percentage used must be refunded. Duluth must(igy make refunds to
some taxpayers, and a serious financial crisis is forseen. A large number

of tax appeals have also been filed in Minneapolis under this decision.

In St. Paul the total assessed valuation of real and personal property showed a
negligible gain for the year 1964 and a decline for 1965. This was due in large
part to an effort by the Ramsey County Assessor to bring personal property assess—
ments in Ramsey County into line with the rest of the state. Minneapolis has also
made adjustments to lower the assessed valuation of personal property. The tax
base of Minneapolis showed a decline in 1963, but increased in 1964(1%§d in 1965
showed an increase of about 1.8%, the largest increase since 1961.

Voters increasingly resist proposals to raise property taxes. "Contributing factors
are the continuing inflationary trend and voter resentment toward the increasing
total tax burden placed upon him by Federal, State and local governments, The
problem is more acute in the larger cities with their complex social and economic
structures than it is in the smaller municipalities where the voters identif¥1$§em—
selves more closely with their community and their municipal government."

MEW REVENUE SQURCES

Since 1960, Minneapolis, St. Paul and Duluth have investigated possible new non-
property sources of revenue. Citizen's tax study committees, established in all
three cities, have done extensive research on new revenue sources. Some
possibilities examined are wheelage taxes, hotel taxes, telephone taxes, city
sales taxes and various types of city income or payroll taxes. Many cities in the
United States have adopted one or more of these taxes.

Minnesota's First Class cities have not adopted any new local non-property taxes.
In order for them to do so, several difficulties would have to be overcome.
Enabling legislation by the state legislature would be necessary for most new taxes.
The legislature is reluctant to share with cities the use of revenue sources which
have in the past belonged to the state government.

14, League of Minnesota Municipalities, February, 1965

15. Duluth newspaper, August 15, 1965

16, Minneapolis Tribune, August 20, 1965

Report of the Minnesota Legislative Interim Commission on Local
Governmental Fiscal Problems, February, 1959.




Another difficulty is the lack of favorable public sentiment toward new taxes.
Telephone, hotel, wheelage taxes and the like are called "nuisance taxes" and are
opposed because the amount of revenue realized from them would be small,

Municipal sales taxes are comsidered unfeasable unless imposed on a metropolitan
ares basis. City income or payroll taxes should also be adopted on a metropolitan
area basis, and opposition to them is perhaps inevitable where the state income
tax is among the nation's highest. "Although the home rule charters of our largexr
cities provide for the adoption of certain non-property taxes by referendum, the
cities have not been very successful in getting such measures approved by the
necessary majority of voters. Apparently, a part of the problem is the inability
of the city government and interested civic groups to reach and convince a
sufficient majority of the voters that additional revenues are necessary to provide
the services, and that the proposed financifﬁsﬁethod is a fair and equitable way
to raise the desired additional revenue."

Local governments in states with large urban populations have been more success-
ful in adopting non-property taxes than those in Minnesota. "...two-thirds of all
local non-property tax revenue is collected in six states (Californis, Illinois,
New Jersey, New York, Ohio, and Pennsylvania) .

"As of mid-1962, approximately 2,000 local governments in twelve states, but
concentrated in California, Illinois, Mississippi, and Utah, were imposing general
sales taxes. Income taxes are levied by about 1,300 local units in six states,
chiefly Ohio and Pennsylvania. Gasoline taxes are imposed by almost 300 localities
in six states, especially in Alabama and to a lesser degree in New Mexico.
Admissions taxes are found in a dozen states (particularly Ohio, Pennsylvania and
Washington, cigaf?§}a taxes in nine, and excise taxes on alcoholic beverages in
five or six."

FUTURE NEEDS

The increasing inability of city governments to finance needed services on an
adequate level with the sources of revenue at their disposal has caused them to
turn for help to higher levels of government., The Mayors of Minneapolis, St. Paul
and Duluth appeared before a legislative committee of Minmesota's House of
Representatives in February, 1965. They stressed the financial plight of their
cities and asked the legislature to give consideration to local needs in planning
the state fiscal program. They agreed PE@? each of their cities needs a revenue
increase of $20 per capita per year.

18. Report of the Minnesota Legislative Interim Commission on Local
Governmental Fiscal Problems, February, 1959

"State Constitutional and Statutory Restrictions on Local Taxing Powers",
Advisory Commission on Intergovernmentel Relations, October, 1962

20, St. Paul Dispatch, February 1, 1965

The Federal government has recently sought to fill some of the unmet needs of
local governments by making direct grants to them. These aid programs, vhile
eagerly sought by local governments, have some disadvantages from the local point
of view. They are usually made for a specific purpose for which local funds are
not presently being used. Federal standards may tend to diminish the local role
in planning and budgeting. Many of them require matching funds from the local
government, In most cases the intent is to terminate the aid after a number of
years and leave the entire financial burden to the local district. As presently
constituted, direct Federal Aid programs do not provide a complete answer to the
basic financial problems of the central city governments.

-6-
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SAINT PAUL HOMEOWNERS PROPERTY TAX

IF YOUR TAXES PAID IN 1966 ARE $300.00

e B T S s _ City of Saint Paul

CITY SERVICES

Public Safety 52777 °

Public Welfare - City's 27%% Share 20.24 t
Debt - Other than Public Schools 13.39 lnne SO a
General Government 12.05

Employee Benefits 11%25

Public Works 8.13 '

Parks and Recreation and Public Buildings 7.42 BUdge t DOllar
Public Library 4.35

Public Utilities 2.7

Detention Authority - City's 50% Share 2

.16
Water Department and Auditorium None $109.47 1966

PUBLIC SCHOOLS

Operation $80.58
Employee Benefits 12.19
Debt 11.46 104.23
OTHER CITY PURPOSES (Port & Housing Authorities - Airports Debt) 8.02
TOTAL - CITY OF ST. PAUL §221.72
COUNTY OF RAMSEY
General Purposes $24.04
Public Welfare - County's 72%% Share 38.51
Detention Authority - County's 507 Share 1.42
Debt 2.31 66.28
STATE OF MINNESOTA 12.00
YOUR $300.00 TAXES PAID $300.00
Population 1960 U. S. Official Census 313,411
Assessed Valuations Real Property $192,515,416.00
Personal Property 50,907,616.00 $243.423,032.00
Tax Levy - City Budget (Includes Shrinkage)
Operating $ 19,160,493.00
Debt 2,669,403.00 $21,829,896.00
Excess
Tax Rate Homestead Non-Homes tead
City Services 89.69 89.69
Public Schools 85.39 85.39
Other City Purposes 6.57 6.57
Total City Purposes 181.65 181.65 &
County of Ramsey 54.30 54.30 The New Rice Park
State of Minnesota 9.83 9,93

Total Tax Rate 245.78 245,88

City Comptroller
Joseph J. Mitchell

JOSEPH J. MITCHELL
CITY COMPTROLLER




City of St. Paul, Minnesota

BUDGET DOLLAR
1966

PROFPLERT Y
TN

o A 4Ek$4unz.;¢4_zm3
L REVENUES

ESTIMATED REVENUES
Property Tax Levy - Real and Personal
Miscellaneous Revenue:
Penalties on Property Taxes
Forfeited Property Tax Sales Apportionment
Special Taxes - State Collected
- County Collected
- City Collected
Payments in Lieu of Taxes
Licenses and Permits
Fees, Fines and Bail Forfeits
Rents and Miscellaneous
Unencumbered Balance - Bond and Interest Account
Department Receipts
Self-Sustaining Bureaus:
Auditorium
Water Department

TOTAL REVENUES 1966 (GROSS BUDGET)

$

WHERE THE CITY GETS ITS MONEY

40,000.
10,000.
1,350,000.
54,000.
2,112,000.
40,000.
1,079,000.
1,077,000.
310,932.

00
00
00
00
00
00
00
00
00

94,000.
4,623,000.

00
00

$ 21,724,305.00

6,072,932.00
1,000,000.00
1,969,107.00

4,717 ,000.00

$35,483,344.00

HOW THE CITY SPENDS ITS MONEY
City of St. Paul, Minnesota

BUDGET DOLLAR

1966
23.92

PLUBLIC SAFETY
P 485 45 °F

£é %

puBLIC LTILITIES
F 905,063

| Y35, 4533442 |
APPROPRIATIONS

LeX

£2X

0.6"37-.
2 ‘J"’ ey

l/o3x

APPROPRIATIONS
Public Safety (Police, Fire, Health)
Water Department
Public Welfare (City's
Public Works
Debt (Maturities and Interest)
General QOffices and Accounts:

27%7, Share)

Commissioner of Finance s 277,939.00
Detention and Corrections Authority (City's 507% Share) 455,376.00
City Hall and Court House (City's 50% Share) 263,474.00

Various Offices and Accounts 2,112,369.00
Parks and Recreation and Public Buildings
Employee Benefits (Includes Pension Contributions)
Library (Includes Administration, Auditorium, and Civic Buildings)
Local Improvement Aid
Public Utilities (Includes Street Lighting and Air Pollution)
TOTAL APPROPRIATIONS 1966 (GROSS BUDGET)

$ 8,485,245,
4,623,000.
.00

4,015,417

3,676,534,
.00

3,656,122

3,109,158.
.00
.00

2,327,481
2,236,415

1,433,698.
1,011,205.
909,069.

4

yZrs

00
00

00

00

00
00
00

$35,483, 344,

00




League of Women Voters of Indiana
February 1966

CONSENSUS QUESTIONS ON ADMINISTRATION OF PUBLIC WELFARE SERVICES
IN INDIANA TO PROMOTE FAMILY CONSERVATION AND REHABILITATION

On the reverse side are the questions for use in decision-making meeting
on Public Assistance, Report FULLY on the discussion and consensus (or
lack of it) of your members, The information you supply on this page =~
along with your Board minutes, bulletins, and other meeting reports = will
be valuable to the State Board in determining the point of view of Indiana
League members, Please review answers on both these pages withyour local
Board before fowarding them to the state office,

COVERAGE:
Please evaluate your League'!s coverage of the resource material:

Did all resource committee members have the Public Assistance publications?
Did every member receive some material before units or general meeting?
How many meetings did your resource committee have?

How many membership meetings did you have? Sets of Units? General?

Approximately how much membership participation was there?

Was discussion good at units?

Was there adequate resource material for the study and decision making?

Please list other materials used:

League:
Submitted by:
Position:
Date:

TWO COPIES
TO BE RETURNED TO THE STATE OFFICE BY MAY 10, 1966




League of Women Voters of Indiana

CONSENSUS QUESTIONS ON ADMINISTRATION OF PUBLIC WELFARE SERVICES
IN INDIANA TO PRCMOTE FAMILY CONSERVATION AND REHABILITATION

" What programs or services in Indiana have proven effective in meeting
the goal of family conservation? of rehabilitation?

Could their effectiveness be increased? If so, how?

Are there other approaches to more permanent solutions to welfare problems
that Indiana might adopt? If so what?

Should changes be made in the administration of public welfare in Indiana?
If so, what changes?

Do your members have agreement in any other areas of public welfare?

Comments
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on Public Assistance, Report FULLY on the discussion and consensus (or
lack of it) of your members, The information you supply on this page =~
along with your Board minutes, bulletins, and other meeting reports - will
be valuable to the State Board in determining the point of view of Indiana
League members, Please review answers on both these pages withyour local
Board before fowarding them to the state office,

COVERAGE :

Please evaluate your League's coverage of the resource material:

Did all resource committee members have the Public Assistance publications?
" Did every member receive some material before units or general meeting?
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TO BE RETURNED TO THE STATE OFFICE BY MAY 10, 1966
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CONSENSUS QUESTIONS ON ADMINISTRATION OF PUBLIC WELFARE SERVICES
IN INDIANA TO PRCMOTE FAMILY CONSERVATION AND REHABILITATION

" What programs or services in Indiana have proven effective in meeting
the goal of family conservation? of rehabilitation?

Could their effectiveness be increased? If so, how?

Are there other approaches to more permanent solutions to welfare problems
that Indiana might adopt? If so what?

Should changes be made in the administration of public welfare in Indiana?
If so, what changes? - '

Do your members have agreement in any other areas of public welfare?

Comments




REAL AND PERSONAL PROPERTY TAX RATES ON $1000 IN RAMSEY COUNTY, MINNESOTA, FOR TAXES PAYABLE IN 1966

RATES APPLICABLE OUTSIDE THE CITY OF ST. PAUL RATES APPLICABLE IN THE CITY OF ST. PAUL
For explanction of how to find the total rate applicable to any particular municipality
see note at lower right.*

(3) Add’l. (4)

5::3:1. Subtotal Non- | Subtotal INDEPENDENT Revenue
CITIES, TOWN & VILLAGES | Home- | Home- Non: SCHOOL DISTRICTS R & Beidon s s
- stoed steod  Homestd. Wallare . . o svalen naa o

Srote Hotiwsinod s o « we sia e s e o biied sihnedrRsHS

County Government:

| Bonds & Interest
76.57 | 97. : i o
Alden [hills 278 19 97588 TOTAL COUNTY GOVERNMENT . . ...... 54.07

Blaine 78.89 [121.39 .10 121.49 > ; i
Bafeon Feights 76.57 | 108.76 10 108.86 Metropolitan Planning Commission. . ... ... 23

Gom Lake 76.57 90.91 .10 91.01 R .
Lauderdale - Ex. Div. 1 | 76.57 97.10 .10 97.20 w:r‘:‘::B g e N e i:.;;
Lauderdale - Div. 1 76.57 | 93.85 .10 93.95 s Bonds &. irl.to.r;s.f. e G ]0.97

Little Canada ;zg; 86.56 | .10 86.66 . TOTAL CITY GOVERNMENT. .+ . .0. ...
Maplewood . 112.82 .10 112.92 <

Ho:nds L 78.69 |111.37 10 111.47 CtiyRSchooIs — (ind. 5.D. No.625):

New Brighton 76.57 |109.75 -10 109.85 B::::u; in.tc.r;s.t. ST 73'333

North Oaks 76.57 | 91.77 | .10 91.87 TOTAL CITY SCHOOLS « . v+ v v .. 85.39
North St. Paul 72.62 |115.96 .10 116.06 Housing Authority . o e : z:w
Roseville 76.57 [103.46 .10 103.56 . Port Authority . . 3.94
St. Anthony 76.57 | 97.33 a0 97.43 || Metropolitan Airports Commission , . . iy Va3
Shoreview 76.57 1100.82 .10 100.92

b oo [l o) R SR TOTAL HOMESTEAD RATE + v vv......245.78
Vadnais Heights 76.57 | 104.08 .10 104.18 | applicable to land classi- Additional State Non-homestead rate . ... .10
White Bear Lake 72.62 |110.12 .10 | 110.22 || fied as agricultural or re- TOTAL NON-HOMESTEAD RATE. 245.88
Town of White Bear 76.57 | 88.43 | .10 | 88.53 || creational cabins. Rl & e

City Government:

SCHEDULE |

State Homestead F (3) For total homestead rote add applicable school district rate. The *To find the total tax rate applicable to municipalities outside of
resultant rate is applied to the assessed value of the first $4000 St. Paul, take the “'homestead or non-homestead'’ rate for your

Planning Comm £ true and full value of homesteads. municipality, or both if cpplicable (see notes at left), and add the
(4) For total non-homestead rate add opplicable school district rate. rate for the school district in which your property is located. The
The resultant rate is opplied to excess,** non-homestead and sum of these two figures is the rate by which the taxable assessed
personal property assessed value. value of your property is multiplied. The result is your tax and is

North Sub. Hospital Dist(2) . **Real estate classified as homestead is assessed at 20% of its true the proportionate share of the cost of government that is borne by

Mosth.Sub. Sani and full value, if rural or agricultural, and at 25% of its true and full your property. To this amount is added any assessments for im-
orth Sub. Sanitary value if urban, but limited to the first $4000 of such value. The true provements (curbing, water, etc.) and services (street sprinkling,

Sewer District (2) _1.82 and full volue in "‘excess’ of said $4000 is assessed at 33-1/3% if tree trimming, etc.), which benefit your property.
78.89 rural or agricultural, and 40% if urban. To this excess assessed value
(1) Does not apply to North is applied the non-homestead rate.
St. Paul and White Bear Lake.
(2) Applies only to Blaine, Mounds
View and Spring Lake Park.

County Library (1)




““KNOW YOUR GOVERNMENT"’ Bl i e b

There are thirty subdivisions of government (including the state), two commissions, two special authorities and one special
agency with taxing authority in Ramsey County. The area over which such taxing authority is exercised is called the taxing
district. These districts and the tax rates applicable to them for taxes payable in 1966 are shown on the other side of this sheet.

The County Auditor determines the rate of taxation for all taxing districts in the county, except the state. The rate of taxa-
tion is expressed in mills and is usually referred to as the tax or mill rate. A mill is one-tenth of a cent or a thousandth part of a
dollar and is expressed as .001 or one-tenth (.1%) of one per cent. The ad valorem tax on a parcel of real property is calculated
by multiplying the assessed value of the property expressed in dollars by the mill rate expressed as a decimal fraction. The tax
rate of a given district is determined by dividing the district’s levy by its total assessed valuation.

The ''tax levy’ is the amount of revenue required to be raised through a levy of money on taxable property and is arrived at
through the budgeting procedure.

The budget is a compilation of the estimated expenditures and revenues of a taxing district for the ensuing fiscal year.

The difference between the estimated expenditures and the estimated revenues anticipated from sources other than property
taxes (sale of licenses and permits, municipal liquor store receipts, parking meter receipts, service charges, etc.) is called the
“tax levy."” Tax levies must be authorized by law and are also limited by law. When the budget is adopted by the governing
body of a raxing disuict, the estimated expenditures listed therein become the appropriations for the ensuing fiscal year.

Real and personal property valuations are determined by the County Assessor. The value placed upon property by the Asses-
sor is called its true and full value. The legislature, through a classification law, has set the percentages of true and full valua-
tion that shall be subject to taxation. Such percentages range from 5% to 50% depending upon the class of property.

Urban homestead property is assessed at 25% of its true and full value But limited to the first $4000 thereof. Urban non-
homestead property and the value in excess of $4000 on homestead property is assessed at 40% of its true and full value. (See
notes (3) and (4) on other side).

The general property tax is an ad valorem tax which simply means a tax based on the value of the property. The method of
computing the ad valorem tax on the property is shown below.

Several taxing authorities may levy taxes on property in the same district (state, county, municipality, school district, special
agencies, etc.). The total mill rate used to compute ad valorem taxes on real and personal property in a specific taxing district,
therefore, is determined by adding together the individual mill rates of all the taxing authorities which have levied on the property
situated within that district.

In addition to the ad valorem tax, the tax levy for general governmental functions referred to above, benefited real property is
also subject 1o assessments for public improvements such as sewer, water, streets, etc., and special services such as street
oiling and sprinkling, tree trimming, etc. Public improvement assessments are usually spread in installments over a period of
years. Assessments for special services are charged each year. The installments of public improvement assessments and the
special service charges are entered on the tax list against the benefited property and become a part of the total taxes to be paid, -

The aggregate charge against a parcel of real estate, therefore, consists of the ad valorem tax plus installments of lpé;l
improvement assessments and special charges, if any. The taxpayer receives an itemized '‘one-package’’ tax statement. The
total tax shown thercon represents the share of the cost of government (state, county, city, school district, etc.) borne by his
property.

IHlustration of how the ad valorem tax payable in 1966 is determined on a parcel of real property in St. Paul assessed at $6000
true and full value:

HOMESTEAD PROPERTY NON-HOMESTEAD PROPERTY

Trueand full valos w0t e ss iateiss v s $6000

Maximum homestead value ............... $4000
Taxable percentage (25%) x .25

Taxable value §1000
Homestead rate x 24578 Total tax on a non-homestead of $6000
true and full value

Amount of tax on maximum homestead value .. . . $245.78

Excess true and full value $2000
Taxable percentage (40%) x .40

Taxable value § 80O
Non-homestead rate x .24588

Amount of tax on excess $196.70

Total tax on a homestead of $6000 true and full value i
Maximum difference between the homestead and non-homestead tax in S

Personal property taxes are determined by multiplying the assessed value thereof by the non-homestead rate.

The tax lists are transmitted to the County Treasurer on or before the first Monday in January of the year following that in
which the property was assessed. Real and personal property taxes are payable to WILLIAM M. KILLEEN, RAMSEY COUNTY
TREASURER, at Room 138 City Hall and Court House, St. Paul, Minnesota 55102.

Each taxing authority receives its share of collected taxes in the proportion that its mill rate bears to the total mill rate. Ap-
portionment and distribution of collected taxes is made as of the last day of February, May and October each year.

R onik

Ramsey County Auditor
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