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l.  INTRODUCTION

Most metropolitan areas in the United Stales are composed of a large
number of politically autonomous local governments. These governments rely
very heavily on the taxation of real property for the financing of local public
services. Although this system of local public finance is deeply rooted in
American history, it is increasingly being blamed for generating a number of
serious problems, The heavy reliance on the property {ax often teads 10 inlense
competition among jurisdiclions for new tax base. The resull of this competition
is that fiscal condilions often dictate the pattern of metropolilan area land use
and development. New development thus oflen occurs in areas thal are undesir-
able from the standpoint of the welfare of the entire metropolitan area. The
competilion among local governments for tax base also provides them with a
strong incentive 1o prohibit any land use that does not generate more local tax
revenue than the costs of providing local public services. This practice can moli-
vate local governments to zone out poor families and 1o oppose any efforts at
regional land-use planning.

The heavy reliance on the local property lax aiso leads 1o a highly uneven
spatial distribution of fiscal resources within most melropolilan areas. This in turn
leads to severe fiscal strains on many central cities, which continue to lose both
middle and high income residents and businesses to the suburbs. These fiscal
problems are exacerbated because the population remaining in the cities
includes high concentrations of groups, such as the poor and the aged, that tend
lo place high demands for public services on the local public sector. This
situation, of the uneven spatial distribution of fiscal resources and needs, is often
referred to as one of fiscal disparilies.

Policy proposals to reform the current system of local public finance have
generally taken the form of metropolitan areawide governments or regional provi-
sion of selected public services. It is however unclear how effective these
regional strategies will be in solving areawide problems, in particular the fiscal
probtems of central cilies. Furthermore, the political opposition to regional
governments appears, if anything, harder and harder o overcome,

It is thus not surprising thal considerable interest has been shown in a
reiatively new policy instrument called tax base sharing. Tax base sharing
provides a mechanism through which ihe fiscal benefits of growth within a
melropolitan area can be shared by all the residents of the area, regardless of
where the actual development occurs. Tax base sharing has the impartant polit-
ical advantage of nol requiring a new level of gavernment, and nol destraying the
fundamenial autonomy of local governments {0 make their own expenditure and
taxing decisions,

The nation’s first experience with tax base sharing is in the twin cilies
{Minneapolis-Saint Paul} metropolitan area of Minnesota, In 1971 the Minnesota
Stale Legislature enacted the Metropolitan Fiscal Disparilies Act (Minn. Statutes,
Ch., 273F) that established a tax base sharing plan for the seven-county
metropolitan area. Under the legislation all jurisdictions within the area share
40% of the areawide growth of commercial-industrial lax base.

Il. THE MINNESOTA STATUTE

The Minnesota Fiscal Disparities Acl was passed only after stormy debale;
indeed, by the margin of one vote. Of the 31 senators who voted against the bill,
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twelve were from the seven-county area covered by the Act and 19 were from
outstate Minnesota, Passed in 1971, the Act did not go into operation until the
end of 1975, having been held up by litigation. While it was greeted wilh nationa!
acclaim as a breakthrough in deaiing with meiropolitan problems, to be fully
appreciated, one must consider its arigins.

A. Background: Why Base Sharing?

It is important to keep in mind, also, that, increasingly, over the past
decade major commercial and industrial complexes have been concen-
trated in a few large areas, rather than being spread throughout the Twin
Cities area. The sites for our major regional shopping centers are clearly
identified already and are limited to a few largely prosperous suburbs, The
same is true of our largest industrial parks. What really is happening to our
Twin Cities area, therelore, is that very few of our municipalities are
"balanced’’ in the sense thal within the borders of a community there will
be a wide variety of housing types as well as commercial and indusirial
areas.

REGIONAL AWARENESS

We have had a long history of awareness of regional problems and of
the necessity to apply regional sclutions 1o these problems. Although it may
sound paradoxical, we have, at the same time, jealously protecled lhe
rights of our many local villages and cities. We have tended 1o regard as
regional problems only those which cannot be handled adequately at the
municipal level.

At the same time we in lhe Legislalure have fully realized that the
decisions on {reeways, transit lines, airporis, residential, commerical, and
industnal development, and on open space, have a major effect on the
local properly tax base of the various governmenis in our area. For
example, in the early 1960's a large power plant was built along the
beautiful St. Croix River in the legislative district represenied by Rep.
Howard Albertson, who is chairman of our House Metropolitan and Urban
Affairs Committee. Many critics of the power plant decision have argued
that the St, Croix valley should have been kept in its natural state. Albertson
frankly admits thal the prospecl of a substaniial addition to the property {ax
base was a major factor in his support of the power plant. He has re-
sponded to his critics by saying: “'If we are (o provide open space for {he
rest of the metropohtan area, then we ought to receive some of the tax
beneht from industry which locates elsewhere in the area.”

It certain land 1s best suited i{or open space, from an areawide
standpoint, should the local government or governments affected suffer all
the loss of lax base as a resull? Or, if it is determined that an airport should
be located in one part of the area, should only the communities in the imme-
diate vicinity reap the benefit from the industrial and commercial growth
which will accompany such an airport?

HOW THE IDEA EMERGED

During the early part of 1968 Warren Preeshl, a member of the
Citizens League's Fiscal Disparities Committee, had spent every Thursday
night participating in discussions of the hiscal problems of tocal government
in the metropohtan area. Preeshl, a municipal bond dealer, who also was
serving on a suburban school board, had a iong, intimate refalionship with
local government fiscal problems. As a member of the Cilizens League
committee he listened patientiy 10 builders, public officials, fiscal experts,
planners, economisls, and others descnibe repeatedly the difficulties with
the local property tax. Whal these people were saying went beyond the
more commen complaints about the tax, such as its failure 1o relale ade-
quately lo ability to pay and the poor administration of the property tax.
What keplt recurring was a somewhal dilierent theme: The property tax was
interfering with the way local officials wanted their communities to grow.



No, imerfering is not an adequate word to describe the situation. The
property tax was dictating their urban growth decisions. Put another way,
they were caplives of the property tax,

Preeshl had heard how suburban communities were ringing the
central cities of Minneapolis and St. Paul with restrictive residential zoning
ordinances and building codes designed specifically 10 keep out low-
income families who live in dwellings that don't "'pay their own way'' in
properly taxes. He heard how one community, desperalte lor local property
lax base, agreed 1o allow two big ugly billboards at a cloverleaf as the price
10 get a business located within ils village limits, He heard of another com-
munity, possessing a beautiful potential park area along the Minnesola
River, giving in 10 pressure for indusirial development rather than keep the
land In its natural state. And another community that used its polilical
influence to gel a new interchange on an intersiate highway only 800 feet
from another nterchange already built, simply to improve access for a
potential industrial area, thereby building its local tax base.

He heard the superiniendent of the school district with the highesl tax
rate in the Twin Cities area, a suburban district almost 100% lower-income
residential, begging for industrial tax base but knowing that the hope was
largely fulile because few industries would ever consider locating lhere,
given the high tax rate. Later in the committee discussions he heard aboul
various parts ol the Twin Cilies area fighting for the location of a new
airport, expecling tax bonanzas as a resul.

Through all this discussion, Preeshi learned—if he didn’t know already
as a local government official—that no local government really wants to
take actions that are against the benelit of the enlire area. But, given the
rules of the game—winner take all—they simply have no choice. Alter one
of these Cilizens League commiltee meetings in mid-summer 1968, Preeshl
sat down and wrote a memorandum—a memorandum which later turned
oul to be the proposal which we have put into bill form. He shoved the
memo in his desk and didn't tell anyone about it for almost six months.
Then, early in December the Citizens League commillee was debating
many options. Someone suggested that you could abolish all, or a substan-
tial portion, of the property 1ax and use some other form of laxation as a
replacement. Someone else suggested the establishment of a metropolitan
properly laxing district, with distribution of the revenue back io local
government. Another idea was to impose a new non-praperty lax 1o keep
ihe property tax {rom expanding further, and hopefully to reduce il.

Preeshl, a believer in strong local government and in keeping
decisions about tax rales as closé to the people as possible, was disturbed
about the thrust of these other suggestions. Someone else, it appeared, not
local government, would be setting a tax rate and then determining how the
revenue would be distributed back to the vanous units of government. i
appeared as if you would have 1o turn {o some kind of metropolitan govern-
ment for implementation. Moreover, you would have to pick and choose
among the various overlapping units of government, school districts,
municipalities, counlies, etc.—and we have plenty of them in the Twin
Cities area, more than 300.

Charles Weaver, "'Breaking the Tyranny of the Local Property Tax,"
NTA Proceedings, 1970, pp. 209-212.
Formulation: Impiementing an Innovation.
CHAPTER 473F. METROPOLITAN REVENUE DISTRIBUTION {NEW)

Sec. Sec.

473F.01 Purpose. 473F.08 Taxable value.
473F.02 Definitions. 473F .09 Adjusimentis in dates.
473F.03 Administrative auditor. 473F 10 Reassessments and

473F.04 Assessed valuation: 1971, amitted property.



473F.05 Assessed valuation: 1972 473F.11 Lale levies.
and subseguent years.  473F.12 Disiributions from munic-

473F.06 Increase in assessed val ipal equity account,
uation, 473F.13 Change in status of mu-
473F.07 Computation of area-wide nicipality.
tax base.

473F.01 Purpose

The legisiature finds it desirable to improve the revenue raising and
distribution system in the seven county Twin Cilies area to accomplish the
lollowing objeclives:

(1) To provide a way for local governments to share in the resources
generated by the growth of the area, without removing any resources
which local governments aiready have:

(2) To Increase the likelihood of orderly urban development by
reducing the impact of fiscal considerations on the location of business and
residentjal growth and of highways, transit facilities and airporis:

(3) To establish incentives for all parts of the area to work for lhe
growth of the area as a whole:

(4) To provide a way whereby the area’s resources can be made avail-
able within and through the existing system of local governments and local
decision making:

(5) To help communities in different slages of development by making
resources increasingly available to communities al those early stages of
development and redevelopment when financial pressures on them are the
greatest:

Subd. 14, "'Fiscal capacily” of a municipality means its valuation,
determined as of January 2 of any year, divided by its populalion, deter-
mined as ol a date in the same year.

Subd. 15. “Average fiscal capacity’” of municipaliles means the sum
of the valuations of all municipalities, determined as of January 2 of any
year, divided by the sum of their populations, determined as of a date in the
same year.
473F.04 Assessed valuation: 1971

On or before November 20, 1972, the assessors wilhin each county In
the area shall determine and certify to the county auditor the assessed val-
vation in 1971 of commercial-industnal property subject to taxation within
each municipality in his county,

Laws 1971, Ex.Sess., ¢.24, § 4, eff. July 24, 1971.
473F.05 Assessed valuation: 1972 and subsequent years

On or belore November 20 of 1972 and each subsequent year, the
assessors within each county in the area shall determine and cerlify 1o the
county audilor the assessed valuation in that year of commercial-industrial
property subject to taxation within each municipahty in his county,

Laws 1971, Ex.Sess., ¢ 24, § 5, eff. July 24, 1971.
473F.06 Increase in assessed valuation

On or before Sepiember 1 of 1976 and each subseqguent year, the
auditor of each county in the area shall determine the amount, if any, by
which the assessed valualion determined in the preceding year pursuant to
section 473F.05, of commercial-indusinal properly subject o taxation
within each rmunicipality in his county exceeds the assessed valuation In
1971 of commercial-industrial property subject 10 faxation within that
municipality.
473F.07 Computation of area-wide tax base

Subdivision 1. Each county audiior shall certiy the delerminations
pursuant 1o sections 473F 04, 473F.05, and 473F 06 to the administrative
auditor on or before November 20 of each year. The adminisirative auditor
shall determine the sum of the amounts certified pursuant 10 section
473F 06, and divide that sum by two and one half. The resulting amount
shall be known as the “'area-wide tax base for ........ (year).”



Subd. 2. The commissioner of revenue shall certify lo the administra-
tive auditor, on or before November 20 of each year, the populalion of each
municipalily for the preceding year, the proportion of that population which
resides within the area, the average liscai capacity of municipalities for the
preceding year, and the fiscal capacity of each municipalily for the
preceding year.

Subd. 3. The administrative auditor shall determine, for each munici-
pality, the product of (a) its population, {b) the proportion which the average
fiscal capacity of municipalities for the preceding year bears to the fiscal
capacily ol thal municipality for the preceding year, and (¢} two. The
product shall be the area-wide tax base distribution index for that
municipality, provided that (a) if ihe produclt in the case of any municipality
is fess than ils poputation, its index shall be increased to its populaiton, and
(b} if a municipality 1s located partly within and partly without the area its
index shall be that which is otherwise determined hereunder, multiplied by
the proportion which its population residing within the area bears to its lotal
population as of the preceding year.

Subd. 4. The administrative auditor shall determine the proportion
which the index of each municipality bears to the sum of the indices of all
municipalities. In the case of each municipalily, he shail then mulliply this
propartion by the area-wide tax base.

Subd. 5. The product of the multiplication prescribed by subdivision 4
shall be known as the “area-wide tax base for ... (year) aliribulable {o
.oo...{municipality).” The administralive auditor shall certify such product
16 the auditor of the counly in which the municipality is located on or before
November 25.

Laws 1971, Ex.Sess., ¢. 24, § 7, eff. July 24, 1971. Amended by Laws 1973,
€. 492, §14: Laws 1976, ¢. 191, § 5; Laws 1976, ¢. 231, §§ 31, 32, eff. April
10, 1976

Laws 1976, c. 191, § 15, provides that *"this act is effective for taxes
levied in 1976 and payable in 1977 and all subsequent years,”
473F.08 Taxable value

Subdivision 1. The county audilor shall determine Lhe laxable value of
each governmenial unit within his county in the manner prescribed by this
section.

Subd. 2. The laxable value of a governmental unit is its assessed
valuatlion, as determined in accordance with other provisions of law,
subject to the foliowing adjustments:

(a) There shall be subtracted from its assessed valuation, in each
mumicipality in which the governmental unit exercises ad valorem taxing
jurisdiction, an amount which bears the same proporlion 1o 40 percenl of
Ihe amount certified in that year pursuant (o secticn 473F .06 in respect to
that municipality as the total preceding year's assessed valuation of
commercial-industrial property which is subject to the taxing jurisdiction of
the governmental unit within the municipality bears 1o the total preceding
year's assessed valuation of commerctalindustrial property within the
municipality.

(b) There shall be added to its assessed valuation, in each municipality
in which the governmental unit exercises ad valorem taxing jurisdiclion, an
amount which bears the same proporlion to the area-wide base for the year
aitributable 1o thal municipality as the total preceding year's assessed
valuation of residential property which is subject to the taxing jurisdiction of
the governmental unit within the municipality bears to the tolal preceding
year's assessed valuation of residential property of the municipality.

Subd. 3. On or before Ociober 15 of 1976 and each subsequent year,
the county auditor shall apportion the levy of each governmental unit in his
county in lhe manner prescribed by this subdivision. He shall;

(a) Determine the area-wide portion of the levy {or each governmental
unit by multiplying the nonagriculiural milt rate of the governmental unit for



the preceding levy year times the distribution value set forth in section
473F .08, subdivision 2, clause (b} and

(b} Determine the local porlion of the current year's levy by subtract-
ing the resulting amount from clause (a) from the governmenlal unil's
current year's lotal levy.

Subd. 4. In 1972 and subsequent years, the counly auditor shall divide
that portion of the levy determined pursuani {o subdivision 3, clause (b), by
the assessed valualion of the governmental unil, less thal portion
subtracled from assessed valualion pursuani to subdivision 2, clause (a).
The resulling rate shall apply to all taxable property excepl commercial-
industriat praperty, which shall be taxed in accordance with subdivision 6.

Subd. 5. On or before November 30 of 1972 and each subsequent
year, the county auditor shall certify to the adminisirative auditor thal
portion of the levy ol each governmenial unit determined pursuant 1o
subdivision 3, ciause (a). The administrative auditor shall then determine
the rate of taxation suificien! to yield an amount equal 1o the sum of such
levies from the area-wide tax base. On or belore December 5 the adminis-
irative auditor shall certify said rate 10 each of the county auditors.

Subd. 5a. |f a governmental unit is located in lwo or mare counties, the
computalions and certificalions required by subdivisions 3 to 5 with respect
1o it shall be made by the county auditor who is responsible under other
provisions of law lor allocating its levies between or among the alfected
counties.

Subd. 6 The rale ol taxalion determined in accordance with
subdivision 5 shall apply in the taxalion of each item of commercial-
industrial property subject 1o taxation within a municipality to that portion of
the assessed valuation of the item which bears the same proportion to ils
total assessed valuation as 40 percent of the amounl delermined pursuant
10 section 473F.06 in respect to lhe municipalily in which the property Is
taxable bears to the amounl determined pursuant 1o section 473F.05. The
rate of taxation delermined in accordance with subdivision 4 shall apply in
the taxation of the remainder of the assessed valuation of the item,

In efiect, the statule transfers tax base from one jurisdiction 1o another.
How will a community experiencing rapid commercialfindustrial (C/l} growth fare,
compared to a largely residential community? A large community with a relatively
stable C/l base? Whal is the measure of value which is shared?

How will assessment practices alfect the workings of the statute?
Minnesota law requires that property be assessed at market value. (M.R.S., ch.
273.11). Although, in general the quality of real estate assessment in Minnesota
is quile high, here as elsewhere it is exceedingly difficult to accurately and
consistently assess the market value of business property. Can local assessors
thwart the purpose of the statute by undervaluing C/! properlies? Do they have a
moativation to do so? If so, will this allow competition {or development to persist?
Is reform of assessment praclices a prerequisite to base sharing? Note that the
formula for fiscal capacity uses markel value.

Under the scheme, a local government’s property tax revenue comes from
two sources. The amount of revenue a locality wishes to raise—its total levy—is
divided by its net base (the local base, decreased by its contribution to, and
increased by its distribution from, the areawide base) to determine the local rate.
The local portion of the total levy is computed by multiplying the local rate by the
local base; this porlion is generated directly. The total levy less the local levy is
the areawide porlion; the areawide levies of all municipalities are aggregated and
divided by the areawide base o yield the areawide rate. Commercial-Industrial
property is subject 1o both the local and areawide rates—the areawide rate is
applied to that portion of the value of a given parcel which bears the same



proportion o the value of the property as 40% bears to the total assessed vaiue
ol commercial-industrial property in the municipality. Each municipality's
areawide levy is met from these revenues. The local rate is applied to the
remaining portion of each G/l parcel.

Does the definition section of governmental units raise special problems
with respecl lo determining both the contribution to and the distribution from the
areawide tax base?

Governmental units other than municipalities determine bolh their
contribution to and their share of the area-wide tax base on the basis of the
municipalities wholly or partly within their boundaries.® When the bound-
aries of a governmental unit do not coincide with municipal lines, the unit
may be either the beneficiary or the victim of the uneven disiribution of
residential and commercial-industrial property in the divided municipality.
For example, if a municipality is located within two governmental unils so
thal one of the unils possesses a large percentage of the residential
valuation of the municipality while the other unit has a large percentage ot
lhe municipality’s commercial-industrial valuation, the former unit will con-
Iribule little 1o the area-wide tax base bul will receive a large share in the
populalion-based distribution. For similar reasons, the latter unit wilt **lose"
in the distribution. If the governmental unil in which the residential area is
located also has a high liscal capacily relative to the other unit, such a
resull would be contrary to the stlatute’s intent. This effect will be signifi-
cani, however, only when the governmental units cover a relatively small
area; over large areas such uneven distributions should tend 10 balance
out.

Rabert Freilich, ‘'Minnesota’s Fiscal Disparilies Act...,"”” 59 Minnesota
Law Review 927, 950.

Are there any special provisions for the transition period? As a legislalor
contemplating the introduction of an Act similar to the Minnesota statute, how
would you deal with the question that even if the benefils received by the
residents of the area are equalized, inequities may nevertheless arise during the
period in which the act is being implemented, due to capitalization of tax rates
into properly values? See Wallace Qales, ''The Effects of Property Taxes and
Local Public Spending on Property Values," 77 Journal of Political Economy 957,
958-959, 1969.

The following is an illustration of the mechanics of the Minnesota statute.

ILLUSTRATION OF THE WORKINGS OF THE
FISCAL DISPARITIES ACT

Consider a metropolitan area in which three municipalities, A, B, and
C. comprise a counly, W. For purposes of this illustration, these {our
entilies wili be assumed to conslitute the only existing governmental units.
A is a central city besel with urban problems, B is a highly developed inner
ring suburb, and C 1s a developing outer ring suburb.* The fcollowing data is
postulated:**

A B @ W

Population 1971 50,000 20,000 5,000 75,000

1972 49,000 20.000 6,000 75,000
Valuation** 1971 $400 $140 %60 $600
Assessed valuation 1972 $105 $50 $20 $175
C-lassessedvaln. 1971 $23.0 $4.9 $3.0
C-l assessedvaln, 1972 $23.5 $5.0 $35
C-1 growth $ 5 $ 1 £ 5
40% C-| growth $ 2 $ .04 5 .2




The eflecl of the Fiscal Disparities Act on lhe melropolilan area can be
studied through the use of this dala.
1. Calculahion of fiscal capacily and area-wide tax base

anrE

Fiscal capacity lor 1971 (f.c. =valn./pop.} (§473F 02(14))
lor A = $400/50,000 = 8,000
forB = $140/20,000 = 7,000
lorC = $60/5.000 = 12,000
Average liscal capacily for 1971 (§473F 02(15)
(3400 + $140 + $60)/(50.000 + 20,000 + 5000) = 8,000
Area-wide tax base (§473F.07 (1))

$2 + 504 + $2 = $.44
2 . Determination of a municipalily’s distribution from the area wide tax
base:

MINNESOTA LAW REVIEW [Vol. 59927

The area-wide tax base distribution

index (pop. X ((avg. 1.c. 1971)/(.c. 1971)) X 2) {§473F.07 (3)

—_—

for A = 49,000 x (8,000/8,000) x 2 = 98.000
for B = 20,000 x (B,000/7,000) X 2 = 45714
forC = 6,000 x (8,000/12,000) x 2 = 8,000

The sum of these indices = 98,000 + 45,714 + 8,000 = 151,714
The area-wide tax base for 1972 ({{index) / {(indices)) x (area-wide tax
base)) altribulable (§473F.07(4), (5)
to A = (98,000/151,714) x 344 = $.2842
0B = (45714/151,714) x $.44 = $.1326

tcC = (8,000/151,714) x $.44 $.0232
Therelore:
Assessed Valualion
Contribution Distribution Mel
A § 2000 $.2842 $.0842
B $.0400 $.1326 $.0926
C $.2000 $.0232 - $.1768

C is a net loser to the area-wide 1ax base while A and B gain on balance.
3. Calculation of taxabie value for each governmenltal unil
{(assessed valn} — {(conlribubion 10 area-wide tax base) + {(distribu-
tion therefrom)}

lor A for B for C

$105.0000 $50.0000 $20.0000 (§473F 08(2))

- 2000 - 0400 ~ 2000 (8§47 3F .08(2)a)
+ 2842 + 1326 + 0232 {§473F 08(2)b)}
$105.0842 $50.0926 $13.8232

for W

$175.0000 (§473F.08(2))
—((.2 + 04 + 2) = 44) (§473F.08(2)a))
+((2842 + 1326 + .0232) = 44) (§473F.0B(2){b)}
$175.0000

4. Determination of levy:
After the taxable value for their governmenlal unit has been cal
culated, officials can decide upon the amount they wish L0 levy.
Suppose A decides on a levy of $126, B $2.25, C $.7, and W $17 5.
These are lotal levies, which must be apportioned among the local
and area-wide tax bases.
The taxable resources available to each unit {local tax base + area-
wide share)

A = $104 8000 + $.2B42 = %$105.0842
B = $499600 + $.1326 = $50.0926
C = 35198000 + $0232 = $19.8232
W = $174.5600 + $.4400 = $175.0000



Unit's area-wide levy ({(area-wide share) / (laxable value)) x (lotal levy))
(§473F.08.(3)a))
Unit's local levy {{totai levy) — (area-wide levy)) (§473F.08(3)b)
for A area-wide levy = (.2842/105.0842) x 12.6 = $.03408
local levy = 12.6 - .03408 = $12.56592
for B area-wide levy = (,1326/50.0926) x 2.25 = $.00596
local tevy = 2.25 — 00596 = .$2.24404

[1975] FISCAL DISPARITIES ACT
for C area-wide levy = (.0232/19.8232) x .7 = $.00082
local levy = .7 — .00082 = §.69918
for W area-wide levy = (.4400/175.0000) x 17.5 = $.04400
local levy = 17.5 — .04400 = $17.45600
5. Calculation of 1ax rates:

The local tax rale {{unit’s local levy)/{unit's local 1ax base))

(§473F.08(4)
with respecl to municipalities
for A = (12.56592)/(104.8000) = .11990 = 119.90 mills
for B = (2.24404)/(49.9600) = .04492 = 44.92 mills
forC =  (69918)/(19.8000) = .03531 = 35.31 mills

with respect to the county

W = (17.45600) / (174.5600) .10000 = 100.00 mills
The local 1ax rate is the tax levied on all taxable property except
commercial-industrial property. Thus, for noncommercial-industrial
property, the tax rale is

in A 119.90 + 100.00 = 219.90 mills

inB 4492 + 100.00 = 144.92 mills

inC 3531 + 100.00 = 13531 mills

The area-wide lax rate (§473F.08(5)
The area-wide tevy = $.03408 + $.00596 + $.00082 + $.04400
= $.08486
The area-wide tax rale ((area-wide levy)/ (area-wide tax base))
(.08486)/(.44)

19286 = 192.86 mills
The tax rate on commercial-industry property (((40% C-I growth) / (C-l
assessed vain. 1972)) x area-wide tax rate) + ({(C-1 assessed valn.
1972—40% C-| growth)/C-l assessed valn, 1972)) x local tax rate}
(§473F.08(6))
in A=((.2/23.5) X 192.86) + ((23.3/23.5) x 219.90)=219.67 mills
in B={(.04/5) x 192.86) + {{4.96/5) X 144.92) = 145.30 mills
inC=({2/35) x 192.86) + ((3.3/3.5) X 135.31) = 138.60 mills
Prior to the passage of the Fiscal Disparities Acl, tax rates would have
been (unit's tax rate = unit's levy/unit's assessed vain.)
municipal  counly

in A={12.6/105) + {17.5/175) = 12000 + .10000 = 22000 mills
in B=(2.25/50) + (17.51175) = .04500 +.10000 = 145.00 mills
in C=(.7/20) + (17.5/175) = .03500 +.10000 = 135,00 mills

on both commercial-industrial and other property.

59 Minnesota Law Review 927, 961-963.

C. Challenge: Constitutionality of the Statute

Almos! immediately after the statute was passed, it was challenged by the
cily of Burnsville as violating the Minnesota Constitution’s uniformity clause,
which reads: "'Taxes shall be uniform upon the same class of subjects, and shall
be levied and collecied for public purposes.’” Minn. Const., Arl.9, § 1. After the
District Court held the statute unconstitutional, the Supreme Court reversed.
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VILLAGE OF BURNSVILLE V. ONISHUK, 301 Minn 137, 222 N.W. 2d
523 (1974).

2. Plaintiffs stress the language in Mallby and other cases which
define uniformity in terms of a ""special inlerest’ to be enjoyed by those on
whom the tax burden falls. The attack on ¢.24 is based on the premise thal
taxes can only be levied to pay for debis incurred by the taxing district
having the responsibitity for providing goods and services to those who
bear the tax. Here, it is argued, the district simply acts as a conduit for ils
consiiluent systems of government to redistribute revenues among those
units which have the burden of providing services. Plainlifis point out that
Ihe aclt specities no new responsibilities for the metropolitan area 1o
assume. They cite a rule adopted as early as 1864 in Sanborn v. Commrs.
of Rice County, 9 Minn. 273, 278 (Gil. 258, 262), where we said:

... [A] 1ax cannol be imposed exclusively on any subdivision of the
stale, 1o pay an indebtedness or claim which is not peculiarly the debt of
such subdivision or to raise money for any purpose nol peculiarly for the
benelil of such subdivision.”

In essence, the issue ihen is whether those units of government within
the metropolitan area which in a given year contribule more of their tax
base 1o the poo! than is redislributed to them are sufficiently benefited to
meel the conslilitional requirement of uniformity. A number of Minnesota
cases are cited by both parlies for support of lheir posilions, A brief
discussion of them is in order. The Maltby case which we have quoted
involved the construction by the county of a road and approach 1o a bridge
in Burnsville, the expense of which under the slatute was 1o be borne by
adjacent communities in proportion to the benefils each realized from the
projecl. We suslained the validity of the statutory authority for assessing
individual units of government, nolwithstanding the f{act that the
improvement was localed in only one of them. The test of uniformity there
applied was the particular unit’s interesl in the improvement, rather than
the location of the improvement,

3. Two of our decisions have held that ihe uniformity clause apples to
distribution of revenue as well as to the levy of taxes. State and City of
New Prague v. County of Scolt, 195 Minn. 111, 261 N.W. 863 (1935), Village
of Robbinsdale v. County of Hennepin, 189 Minn, 203, 271 N.W 491 (1937).
We are invited by defendants to reconsider and overrule those cases 10 the
exlent they heid that uniformity in distribution is required

Robbinsdale held unconslitutional a statute which permitted munici-
palities other than cities of the first and second class to recover from
Hennepin County 75 percent of what the municipality spent for poor relief in
excess of a 1-mitl tax on munictpal property. The city of Minneapolis paid 82
percent of the taxes levied by ihe counly, but was excluded from parlici-
pating in the reimbursement. Robbinsdale argued that since the levy was
uniform, Minn. Const. art. 8, § 1, was satisfied notwithsianding the
distribution was not uniform. This distinction we rejected, citing New
Prague, We concluded by saying (199 Minn, 207, 271 N.W. 493)

... Il is settled law i this state that where it clearly appears that the
tax imposed in no way pertains to the district taxed and that it was imposed
and apportioned without any reference whatsoever o any special interest
an the part of such distnct in the purpose 1o be accomplished, the lax so
imposed is unconslitutional as In violation of the unitormity clause.”

Subsequently, in City of Jackson v. Counly ol Jackson, 214 Minn, 244,
7 N.W.2d 753 {1843}, we said thal the purpose of a tax musi pertain 1o the
district taxed, that poor relief was not the obligation or concern of the
county, and that to reimburse from county funds municipalities providing
poor reliet did not pertan 1o any purpose of the counly, which was the
district taxed. In other words, county funds could not be used to pay
cobligations imposed by law on its polilical subdivisions without viglaling the



uniformity clause.

[5] 4. Plaintifis argue with considerable force that these cases
preclude the metropolitan area from disbursing area-wide tax revenues 10
individual municipalities. We agree that a literal reading of our prior opin-
ions supports plaintifis’ position. Qur decision to reverse therefore hinges
on what we deem to be a develaping concept of the meaning of the word
“penelit.”” It seems to us that the phrase "special benefil” no longer
adequalely serves the constitutional requirement of uniformity. In a seven-
county area which is heavily populated, we are of the opinion that it is no
longer necessary for unils of government providing tax revenue 1o receive
the kind of tangible and specific benefits to which our court has previously
referred in order to satisfy the uniformity clause. We moved away from the
strict application of the *‘special benefits” rule in Visina v. Freeman, 252
Minn, 177, 195, 89 N.W.2d 635, 650 (1958). There, we sustained a statulory
scheme which imposed taxes in varying amounts on separate units of gov-
ernment which received in dilierent degrees general benelits from 1he
establishment of the Port Authority of Duluth, We there said (252 Minn. 193,
89 N.W.2d 648):

“‘While the plain meaning of language used in our fundamental law
may not be tampered wilh 1o accomplish a desired resull no malter how
archaic it has become by virtue of social and economic changes which
have occurred since its adoplion, neither should the proper inlerpretation
of conslitutional provisions ignore such changes. In determining whether
an act of the legislature contravenes a conslitutional provision we should
endeavor to interpret the provision in the light of existing conditions,
particularly when those conditions could not have been foreseen at the
time the constilution was adopted.”

In disposing of the contention that the Port Authority Act was in
violation of Minn. Const. art. 9, § 1, we observed that absolute equality of
taxation has never been required or atiained, that there are always those
who must pay laxes from which they derive no direct benelit; and that the
legislature may conslitutionally apportion taxes among those who bear the
{inancial burden ii they have a reasonable relationship to the benefits 1o be
derived.

5. Without unduly protracting this opinion, it is appropriate to com-
ment on San Antonio School District v. Rodriguez, 411 U.S. 1, 93 SCt.
1278, 36 L.Ed.2d 16 (1973).

" ‘The broad discretion as to classification possessed by a legisiature
in the field of taxation has long been recognized . . . [Tihe passage of time
has only served to underscore the wisdom of that recognition of the large
area of discretion which is needed by a legislature in formulating sound tax
policies. . . . It has . . . been pointed out that in 1axalion, even more than
in other fields, legislatures possess the greatest Ireedom in classification.
Since the members of a legisiature necessarily enjoy a familiarity with local
conditions which this Court cannol have, the presumption of constitution-
ality can be overcome only by the most explicit demonstration that a class-
ification is a hostile and oppressive discrimination against particular
persons and classes . ." Madden v. Kentucky, 309 U.S. 83, 87-88 [60 5.Ct.
406, 408, 84 |.Ed. 590, 593] (1940} "

The court went on to say (411 U.S. 41, 83 5.Ct. 1301, 36 L.Ed.2d 48}

... No scheme of taxation, whether the tax is imposed on property,
income, or purchases of goods and services, has yet been devised which is
free of all discriminalory impact. In such a complex arena in which no
perlect alternatives exist, the Court does well nol to impose 100 rigorous a
standard of scrutiny lest all local fiscal schemes become subjects of
criticism under the Equal Protection Clause.”

Finally, in upholding the reliance of Texas schoot authorities on local
property taxes to finance the system, the United States Supreme Court
encouraged “innovative new thinking" in school funding but left the

11



12

ultimate solution to lawmakers and '"the democratic pressures of those
who elect them.” 411 U.S. 58, 59, 93 S.Ct. 1310, 36 L.Ed.2d 58.

The broad principles in the Rodriguez decision to which we have
alluded are pertinent to the resolution of the fiscal disparities prablems to
which the Minnesota legislature addressed itself in adopting c. 24. The
fiscal disparities statute is a bold and imaginative departure from con-
ventional devices lor balancing the benefits and burdens of taxation. As we
have suggested, we are quick to concede that a strict application of our
prior decisions would require us 10 lean strongly for affirmance. The trial
court cannot be faulted for reading those decisions as it did. Neveriheless,
we are {oday dealing with a viable, fluid, transient society where traditional
concepts of what confers a tax benelit may be 100 parochial.

We find the arguments of defendants persuasive. Under existing tax
practices, in order to improve their fiscal capacily, local units of
government vie for commerce and industry to improve the fiscal capacity
of its residents without considering the resulling impact on long-range
planning and the utilization of their resources. The seven-county metropoli-
tan area, it is pointed out, has a high degree of mobility and political, social,
and economic interdependence. There is an increasing use of facilities in
one municipality by those who reside or work in a different municipality. The
payment of taxes in a metropolitan area may have only slight relationship to
the use and enjoyment which residents make of other areas in the dislrict.
Delendants argue effectively thatl the indiscriminate encouragement of
commerce and induslry in a particular municipality may detrimentally and
irretrigvably atfect policies and plans for the development of parks and
open spaces and frustrate well-considered housing policies {or both low-
income and moderate-income residences. The Fiscal Disparities Act
recognizes thal lo some extent the location of commercial-industrial
development may be irrelevant to the question of the cost of services which
are added o a municipality's budget occasioned by the location of such a
development within its boundaries. It should be borne in mind that all
commercial-industrial property except 40 percent of ils incremeni since
January 1971 remains in the lax base for the municipality where it is
located.

In other words, in terms of traditional balancing of benefits and
burdens, the benefits conferred on residenis of a particular municipality
because of the location of commercial-industrial development within its
boundaries may far exceed the burdens imposed on that municipalily by
virtue of the additional cost of servicing and policing the particular
development which has located there. It is the theory of the Fiscal
Disparities Act that the residents of highly developed commercial-industrial
areas do enjoy direct benefits irom the existence of adjacent municipalities
which provide open spaces, lakes, parks, golf courses, zoos, fair-grounds,
low-density housing areas, churches, schools, and hospitals.

[6] We have concluded that the statutory scheme for revenue sharing
embodied in ¢. 24 reaches a conslitutional accommodation between the
lax burdens imposed and the benefits derived therefrom to a degree which
satisfies the requirements of the uniformity provisions of Minn. Const. art. 9,

§1.

Once the special benefit requirement is relaxed, what limitations are slill
imposed on base sharing by the uniformity clause? If the benefit requirement is
met as the court claims by the interdependence of governmental units, whal
degree of interdependence is required? How is that interdependence o be
measured?

D. Exploration: The Elements of a Base-Sharing Scheme

The Minnesota Statute was designed with a particular problem in mind
—reducing the role played by the properly tax in land use decisions. Several



olher stales have begun 10 consider similar legislation, to carry out various
objectives. Consider the following elements of a base sharing scheme as they
relale ta both the economic dynamics and the political realities constraining local
governments in metropolitan areas.

1. Growth

Given the context in which the Minnesota stalute was passed—competition
for commercial-industrial developmeni—it is not surprising that only increments
to the tax base are shared. It is fully consistent with the purpose of reducing this
competition that the growth in C/l valuation, particuarly new plants, industrial
parks, shopping centers and the like, is shared.

If the scheme is crediled with a broader purpose, that of reducing fiscal dis-
parities, it need not be limited to growth. Provision could be made to share
existing tax base. Yet if this is the objective, the exlent to which sharing
increments lo the base will reduce disparities depends on the rate of growth in
the area. A robust regional economy will experience far more redistribution than
a stagnant one. Finally, poorer jurisdiclions experiencing rapid growth may,
depending on the distribution formula, be net conlribulors, despite a low per
capita base. Whal possibililies are there for sharing existing base? This would, of
course, result in an absolute reduction in the base of the more wealthy jurisdic-
tions, something not required by sharing growth. Would this impair chances for
passage of the legislation? What would sharing existing base imply for the central
cities of most metropelitan areas?

2. Types of Valuation Shared

The Minnesota scheme shares only growth in commercial-industrial val-
uation. Why isn’t residential growth shared? A proposal being considered in
Alberta, Canada, designed {o distribute the benefits of investment in natural
resource extraction industries, excludes not only grawth in residential and farm
valualion, but also increases in land assessment, and the value of public utility
distribution lines from the shared base. See Alberta Provincial-Municipal Finance
Council, Proposal For Property Tax Growth Sharing, December, 1976. The New
Jersey statute, discussed befow, is part of a regional development plan and
covers all types of property except railroads. If the purpose of a base-sharing
scheme is to reduce disparities, what types of property should be subject to base
sharing? What assumptions are made about the source of those disparities? How
important are political tactors in deciding whether residential property should be
included?

3. Percent of Growth Shared

From the perspective of intergovernmental competition, what proportion of
growth should be shared? The various proposals select an apparently arbitrary
figure—40% in Minnesota, 50% in Alberta, 60% in Maryland. Do these figures
reflect an attempt to reach a proper distribution of the tax base or are they merely
an acceplable political solution? What things should be taken into account in
establishing this figure? Mow does the percentage shared alfect land use
decisions?

4. Distribution Formula

Under the Minnesota Act, a municipalily’s area-wide tax base distribution
index is proportional to ils population and inversely proportional to its fiscal
capacity, unless the municipality’s fiscal capacity exceeds twice lthe average
fiscal capacity of the area, in which case its distribution index equals its
population.
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84, A municipality's area-wide tax base distribution index is equal ic
the product of its population, the average fiscal capacily for the area
divided by the municipality’s fiscal capacity, and two;

Pop. x ({avg. f.c)/f(lc)) x 2
MINN, STAT, § 473F.07(3) (1974). Since the average fiscal capacity, id §
473F.02(15), is a constant for each municipality, if K is designated as 2 =
{avg. I.c.), a municipality's share of the area-wide tax base equals:
Pop. x (favg. fc)/(le)) x 2 = K x {{pop}/{f.c)).

85. The formula used in the calculation of a municipality's area-wide
lax disiribulion index does not take account of the amount by which a
municipality's fiscal capacily exceeds twice the average fiscal capacity.
the possibility exists, therefore, that a particular municipahty could receive
an unneeded additional amount of the area-wide 1ax base. This situation
arises because of the presence of the numeral lwo as a factor in the
formula and because the index is not allowed lo be less than a
municipality's population. fd, § 473F.07 (3).

58 Minn. Law Rev. 927, 948.

Whalt eflect will this have on fiscal disparilies? What exactly does the con-
cept of fiscal disparilies mean? The tax base distribution formula distributes tax
base on the basis of communities’ fiscal capacily. What is the relationship
between fiscal disparities and fiscal capacity? In the Minnesota legislation fiscal
capacily is defined as the per capita market value of real property. What would
be the efiect on the distribution of tax base it the legislation defined fiscal
capacily as per capita personal income? Should the distribution formula use a
broader definition of fiscal capacity or fiscal disparities-—one that includes other
sources of local resources such as intergovernmental grants-in-aid? Fiscal
disparities are also caused by the unequal spatial distribution of fiscal needs,
particularly those created by concentrations of certain population groups that
appear lo require above-average levels of public services, and hence greater
public expenditures. How should one measure these fiscal needs in the contexl
of a tax base sharing distribution formula?

How could the distribution formula affect land use decisions? To the extent
that municipalities attempt to zone out high-expenditure populations for fiscal
reasons, could the distribution formula be used to alter the fiscal calculus and
open the suburbs 1o low income housing? Whal about open space? As you read
the materials on the New Jersey statute, observe how the distribution formula
used there is designed to realize the slatute's purposes.

5. The Size of the Region

How large an area should be included in a base-sharing plan? Does this de-
pend on the purpose of the particular proposal? If the objective is to reduce
competition for C/l development, the region should be defined in terms of the
marke! for C/l development; as the area grows, the boundary may need to be ex-
panded. For some aclivities, there is an economic basis for defining the relevant
area. The increment from a power plant, the output of which is consumed within
the metropolitan area, should be shared with the entire area. The increment from
a shopping center, serving only a portion of the region, should be shared only
with that portion. This approach presents two problems: first, it goes oo far. It
suggests, for example, that the increment from a manufacturing plant with a na-
tional market should be shared nationally. Secondly, it would be impossible to
adminisler this approach. Nevertheless, what does it suggest aboul strictly local
development? Should a corner grocery store, for exampie, be excluded from the



scheme?

If the purpose is to reduce disparities, how should the region be defined? Is
there an economic basis for defining the region? From the standpoint of ad-
ministration, is such a basis any more feasible with respect to reducing dispar-
ities than with respect to reducing compelition? Does it sugges! clear limits?
What role do political factors play in determining the boundary?

One argument for sharing the fiscal benefits of development is that a new
development may force residents of an entire area to incur the cosis of that
development in the form of added congestion or environmental degradation. As
long as people are not compensated for bearing these exlra costs, these coslts
are referred to as external efiects or external costs. Can this concept of external
costs be used 1o help define a region to be included in a tax base sharing plan?

lil. AN IDEA IN ACTION: EFFECTS OF THE STATUTE

Proponents of Base Sharing have identified several benefits which will
accrue to metropolitan areas adopling the idea. These include:

1. The reduction of interjurisdictional competition.

Relief from the property tax burden on residential property.

Elimination of incentives for fiscal zoning.

Encouragihg the preservation of open space.

Preservation of the autonomy of local taxing units.

Reduction in fiscal disparities and, as a result, greater independence
of local public services from local property valuation.

7. Encouragement of orderly urban development by sharing revenues

and facilitating cooperation.

(See Katherine Lyall, ''Tax Base Sharing: A Fiscal Aid Toward More Rational
Land Use Planning,” 41 Journal of the American Institute of Planners 90 (1970);
Margaret Simms, ‘‘Metropolitan Tax Base Sharing: Is It The Solution To
Metropolitan Fiscal Problems?'" The Urban Institute, forthcoming.

In evaluating these claims, recall the different elements ol a base-sharing
scheme and consider how different elements could be changed lo facililate
alternative purposes.

A. Fiscal Disparities

Fiscal disparities, which came inlo grealest prominence in the series of
equal proteclion litigations for the provision of educalion, represent an unequal
distribution of the property tax base. This results in inequities in the tax rates
which residents of different local governing units need to pay in order to obtain
the same level of public services.

To some commenlalors, these disparilies are part of the market-baskel of
choices which the system provides to lhe American consumer. This is the core of
a proposition first articulated by Charles Tiebout. See Tieboul, "*A Pure Theory ol
Local Expenditures,” 64 Journal of Political Economy 416 (1956).

L e o

In 1956, Charles Tiebout presented an intriguing analysis of how
individual preferences for public goods could be satisfied within a system of
local governments. In general terms, Tieboul's theory envisions (1) a
number of localities each offering a different menu of public goods and {2)a
population of perfectly mobile individuals each choosing to take up resi-
dence in that community coming closest to maiching his preferred mix of
public goods and services. It is conceptually possible that each individual
could find a locality offering the exact quantity and variety of desired public
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services. If it were possible to charge each individual on the basis of his
consumption of public goods, individual preferences for local goods (and
taxes) would be perfectly satisfied, and the intra-national population
distribution would move to an equilibrium.”

The Tiebout model's assumption of perfect individual mobility in
choosing between localities creates a substilute for the market process in
reconciling differing individual preferences for local public goods. The
objective of this paper, however, is 10 show that although a static popula-
tion distribution can exist such that all individual preferences for local
public goods are satisfied, the equilibrium of this distribution is dynamically
unstable. The population distribution fails to maintain equilibrium because
when taxes on income or wealth rather than user charges finance the
public sector, differences in per capita income or wealth between localities
and the unequal distribution of income and wealth within each community
can provide a motive for moving which may be independent of the
individual's preferred menu of public goods.

An explanation of fiscally induced migration follows. The mix and
volume of local expenditures are determined through nonmarket political
processes, and the benefils of these expenditures presumably accrue
equally to each resident of the community. However, the taxes to pay for
the public goods are usually based on property values, on sales, or on
income. Therelore, roughly speaking, real income is redistributed irom rich
to poor within each locality.? Thus, an individual who is relatively rich in his
locality may find it advantageous to migrate 1o another locality where given
his existing income and wealth, he will be relatively poor. Il is also apparent
that a relatively poor person might find it advantageous {0 move to a richer
town in order to secure an even larger real income transier. The pattern of
migration would follow a cyc¢le. There is an economic motivation for the
relatively rich {0 leave a locality 10 escape the burden of financing poorer
people. The pocrer people, however, might be expected 1o follow closely
behind thus crealting the conditions for a repelition of the cycle

J.R. Aronson and E. Schwartz, "Financing Public Goods and the
Distribution of Population in a System of Local Governments,' 26 National
Tax Journal 137, 138 (1973).

To stabilize this pattern, localities use zoning restrictions, preferential treal-
ment for industry and other devices to protect and enlarge their tax base. The
result is disparities in the per-capita tax base available to finance local services.

Is the focus on the variance in per capita tax base appropriate? If the objec-
live is to equalize the ability to provide services, is it realislic to abstract from the
variance in expenditure needs? Is there a belter operational definition of fiscal
disparities? As you read the following material, try 1o formulate an appropriate
concept for the purposes of both legislation and litigation. Are they the same?
How is your concept tailored to meet the purposes of the statute? The require-
ments of proof? Do political considerations play a role?

1. Fiscal Disparities: Constitutional Limitations

a) San Antonio School Board v. Rodriguez, 411 U.S. 1 (1972).

Plaintiffs challenged the Texas school finance syslem on equal prolection
grounds. The Texas system consisted of two elements, Local school districts
raised revenue in the traditional manner. In additicn, they received money from
the Minimum Foundation Program, a stale program designed to have an equal-
izing effect on expenditure levels. This program was funded with relatively larger
contributions from the wealthier districts, and money was disiributed on a
matching basis. Nevertheless, due to inequalities in the distribution of the tax
base, wealthy districts were able 1o raise more local revenues than their poorer



counterparts, and with a lower tax rate; thus, expenditure inequalilies persisted.

The Court, in an opinion by Justice Powell, denied the equal proteclion
claim. First, it rejecled the argument that the differences in expendilures
between districts constituted discrimination on the basis of a suspect class
—wealith: *'For these two reasons—the absence of any evidence that the financ-
ing system discriminated against any definable category of 'poor’ people or that
it results in the absolute deprivation of education—the disadvantaged class is
not susceptible to identification in fundamental terms. . . .. .. [T)he system of
alleged discrimination and the class it defines have none of the traditional indicia
of suspectness. . .”” 411 U.S. 1, 25, 28. Powell then rejected the claim that the
system deprived residents of poorer districts of a fundamental right:

Even if it were concedad that some identifiable quantum of education
is a Conslitutionally protecied prerequisite to the meaningiul exercise of
[the rights 10 speak and to vole|, we have no indication thal the present lev-
els of educational expenditures in Texas provide an education thal falis
short. . ... no charge could be made that the system fails to provide each
child with an opporiunity to acquire the basic minimal skills . . . .. necessary
for [the exercise ol other Constitutional rights.]

411 U.5 1, 36, 37.
Powell then turned to the underlying federalism issue.

It must be remembered, also, that every claim arising under the Equal
Protection Clause has implications for the relationship between national
and state power under our federal system. Questions ol federalism are
always inherent in the process of delermining whether a State's laws are 1o
be accorded the traditional presumption ol constitutionality, or are to be
subjected instead to rigorous judicial scrutiny, While "*[tJhe maintenance of
the principles of federalism is a foremost consideration in interpreling any
of the pertinent constitutional provisions under which this Court examines
state action,”™ it would be difficult to imagine a case having a greater
potential impact on our federal system than lhe one now before us, in which
we are urged to abrogate systems of tinancing public education presently
in existence in virtually every Slate.

The foregoing considerations bultress our conclusion that Texas'
system of public school finance is an inappropriate candidate for strict
judicial scrutiny. These same considerations are relevant lo the deter-
mination whether that systemn, with ils conceded imperiections, neverthe-
less bears some rational relationship 1o a legiimate state purpose. It is 10
this guestion thal we nex! turn our attention.

[The state purpose identified was local control of education. ]

The persistence of attachment to government at the lowest level
where education is concerned reflects the depth of commiiment of its sup-
porlers. In part, local control means, as Professor Coleman suggests, the
freedom to devote more money 1o the educalien of one's children. Equally
important, however, is the opportunity it offers for parlicipation in the deci-
sionmaking process that determines how those local tax dollars will be
spent. Each localily is free to tailor local programs to local needs. Pluralism
also allords some opportunity for experimenlation, innovation, and a
healthy competition for educational excellence.

Appellees do not question the propriety of Texas' dedication to local
control of education. To the contrary, they attack the school-financing
system precisely because, in their view, it does not provide the same level
of local control and fiscal flexibilily in all districts. Appeliees suggest that
local control could be preserved and promoted under other financing
systems that resulted in more equality in educational expenditures. While it
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is no doubt true that reliance on local property taxation for school revenues
provides less freedom of choice wilh respect 1o expenditures for some
districts than for others."’

Appellees further urge that the Texas system is unconstitutionally
arbitrary because it allows the availability of local taxable resources to turn
on “happenstance.” They see no juslification for a system that aliows, as
they contend, the qualily of education to fluctuale on the basis of the
fortuitous positioning of the boundary lines of political subdivisions and the
ocation of valuable commercial and industrial property. But any scheme of
local laxalion—indeed the very existence ol identifiabte local governmental
units—requires the establishment of jurisdictional boundaries that are
inevitably arbitrary. It is equally inevitable that some localities are going 10
be blessed with more taxable assets than olhers."® Nor 1s local wealth a
static quanlity. Changes in the level of taxabte weaith within any district
may resull from any number of events, some of which local residents can
and do influence. For instance, commercial and indusirial enterprises may
be encouraged to locate within a district by various actions—public and
private.

Moreover, if local {axation for local expenditures were an unconstitu-
tronal method of providing for education then it might be an equally imper-
missible means of providing olther necessary services customarily linanced
largely from local properly laxes, including local pelice and tire prolection,
public health and hospitals, and public utility facilities of various kinds. We
perceive no justification for such a severe denigration of local property
taxation and control as would foliow from appellees’ contentions. It has
simpiy never been within the constitutional prerogalive of this Court to
nullify statewide measures for financing public services merely because
the burdens or benefits thereof lall uneveniy depending upon the relative
wealth of the political subdivisions in which citizens live.

In sum, to the extent that the Texas system of schootl financing resulis
in unequal expenditures between children who happen 1o reside in different
districts, we cannot say that such disparities are the product of a system
that is so irrational as to be invidiously discriminatory.

411 U.8. 1, 49.55,

b) Fiscal Disparities: The State Courts

Several state school finance schemes have been invalidated by state courts
using equal proteclion analysis similar o that rejected in San Antonio. See
Serrano v. Priest, 5 Cal. 3d 584, 487 P. 2d 1241, 96 Cal. Rptr. 601 (1971); Van
Dusartz v, Hatfield 334 F. Supp. 870 (1871).

Robinson v. Cahifl, 62 N.J. 473, 303 A.2d 273 (1972).

Shortly after the decision in San Antonio, the New Jersey Supreme Courl
found that state's method of financing schools unconstitutional, but declined to
apply the equal protection analysis. After discussing San Antonio, Chief Justice
Weintraub continued:

[6] The question whether the equal protection demand of our State
Constitution is offended remains for us to decide. Conceivably a State Con-
stitution could be more demanding. For one thing, there is absent the
principle of federalism which cautions against too expansive a view of a
federal constitutional limitation upon the power and opporiunity of the
several Stales to cope with their own problems in the light of their own cir-
cumstances. The majority in Rodriguez expressiy noted that “every claim
arising under the Equal Profeclion Clause has implications far the relation-
ship between national and state power under our federal system," adding
that it would be diificult 1o imagine a case having a grealer potential
impact on our federal system than the one now before us, in which we are



urged to abrogate sysiems of financing public education presently in exis-
tence in virtually every State” (93 S. Ct. at 1302).

We go then 1o the question whether our Stale guarantee ol equal pro-
tection is oifended.

We hesilale to turn this case upon the State equal protleclion clause.
The reason is that the equal protection clause may be unmanageable if it is
called upon to supply categorical angwers in the vast area of human needs,
choosing 1hose which must be met and a single basis upon which the State
muslt act. The difficulties become apparent in the argument in the case at
hand.

We will consider first the claim that there is classificalion according 1o
“wealth,”" then the claim that a “fundamental right'' is involved, and finally
the claim that no “compelling state interest” warrants the statuldry
treatment of the subject.

[71 Wealth may or may not be an invidious basis for the imposition of a
burden or for the enjoyment of a benefit. Wealth is not at all 'suspect'’ asa
basis for raising revenues. As to the laxpaver, classifications depend.upon
or reflect wealth except in the rare case of a head tax. Whether wealth is
invidious in its impact upon the enjoyment of rights or benefils is a more
complex question, but again it cannot be said to be “'suspect” in all sel-
tings. Obviously financial lack is a laudable basis when a slatule seeks lo
ameliorate poverty. On the other hand, a net worth or poll tax requirement
for voting is today* arbitrary.

We can be sure the resull would be the same if the right to attend
elemenlary or secondary schools was made 1o depend upon the net worth
of the pupil or ol his parents.

The Legislalure of course has not conditioned atiendance at elemen-
tary and secondary schools upon the net worth of the pupil or his parents or
even on the payment of a fee. Nor has the Legislature mandated that local
government shall limit its current expenditures on the basis of the amount
of ratables. The most that can be said is that, the subject having been com-
mitted in part to local government, the sums made available for education
by local taxation have been influenced by the size of the tax base available
for all activities of local government and by the judgment of local authorities
as to how much shall be raised for all local needs.

In this respect education is handled no differently than sundry olher
essential services which are supplied on hal basis. A signal feature of
home rule as we know it is that the residents of a political subdivision are
parmitted within substantial limits to decide how much to raise for services
which are necessary or sufficiently desirable to juslity the exerlion of the
laxing power. How much will be done by local government may, of course,
depend upon the size of i1s tax base, which, as 1o focal government, is
substantially the value of its real properly. I{ is inevitable that expenditures
per resident will vary among municipalities, resulling in diiferences as to
benefits and tax burden. If ihis is held to conslitute classification according
lo “'wealth” and therefore “‘suspect,” our political structure will be
fundamentally changed.

We need hardly suggest the convulsive implications it home rule is vul-
nerable upon either of the grounds to which we have referred. Nor need we
expound the difficulties of management of judicial solutions il the problem
must be met by the courts. We point to the dimensions of the subject 1o
explain why we should not deal with it on the record of this case.

308 A 2d 273,282-283,287
Nor was the requirement thal education be a fundamental right helpiul, as the
term itself lacked any definition, and since the analysis used by Powell in San
Antonio was ‘'immedialely vulnerable.” Finally, "'if a right is somehow found to
be ‘'fundamental,’” there remains the question as to what Stale interest is
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compelling’ and there, too, we find little, if any, light."" 303 A 2d 273,282

Weintraub found the discrepancies in doliar input per pupil unconstilutional
under an 1875 amendment to the New Jersey Constitution which provided: *'The
Legislature shall provide for the maintenance and support of a thorough and
efficient system of free public schoois. . ."" Alter noting the lack of any
illuminating legislative history and discussing several related measures, the
courl found a reguirement of equality:

[17.18] In the light of the foregoing, it cannol be said the 1875 amend-
ments were intended to insure statewide equality among laxpayers. But we
do not doubt that an equal educational opportunity for children was precise-
ly in mind. The mandate that there be mainlained and supported "'a thor-
ough and efficient system of free public schools for the instruction of all the
children in the State between the ages of five and eighteen years' can
have no other imporl.

[20] The irial courl found the constitutional demand had not been met
and did so on the basis of discrepancies in dollar input per pupil. We agree.
We deal with the probtem in those terms because dollar input is plainly
relevant and because we have been shown no other viable criterion for
measuring compliance with the conslitulional mandate. The constitutional
mandate could not be said to be satisfied unless we were 10 suppose the
unlikely proposition that the lowest level of doliar performance happens 10
coincide with the constitutional mandate and that all efforts beyond the
lowest level are aitributable to local decisions to do maore than the State
was obliged to do.

Under San Antonio, 1o what extent must the provision of essential public ser-
vices be equalized? Is there any such requirement? Justice White's dissent in
San Antonio argued that 'stale interest’ in local control asserled by Texas and
recognized by Powell required a meaningful option lo choose between various
tax rates and expenditure levels. Poorer districts, lacking the tax base to support
higher expendiiures, lack thal option; thus, the argument for local control is
specious. Will base sharing provide that meaningful option and yet preserve the
local control which Powell finds so important? Would base sharing meet the state
constitutional requirement in Robinson? Weinlraub's opinion, including the
discussion of the state equal protection claim, was drafted before the opinion in
San Antonio was announced. Does his approach extend to other areas of local
government activity? 1s it more helpful than the equal prolection analysis? Does
Justice White require an equal per-capita lax base or equal expenditures?
Weintraub? What characieristics would be required by Justice White? Under
Robinson?

2. Effects of the Minnesota Statute on Fiscal Disparities

Though the Act has been in operation for oniy a short time, its initial effects
have been evaluated. The following is from Reschovsky and Knaff, “Tax Base
Sharing: An Assessmenl of the Minnesola Experience,”” 43 Journal of the
American Institute of Planners 361,

Complete dala are avaitable only for the firsl two years of the plan's
operation, 1974 and 1975. In 1974, $137 million of tax base was contribuled
and shared by metropolitan area governments. In 1975 the area-wide base
grew to nearly $188 million. In 1974 the area-wide base equalled nearly 7
percent of the value of all commercial-industrial property in the metropol-
itan area, In 1975 this figure had grown 1o nearly 9 percent. Over time the
area-wide base will approach 40 percent ol the total commercial-industrial
property lax base. In both 1974 and 1975, of the 195 municipalities in the
metropolitan area, 143 experienced a net gain in base from the operation of



the plan: 52 suflered a nel loss in base, In both years the two ceniral cities,
Minneapolis and St. Paul, experienced a net gain in base from the sharing
plan. Of ihe ten largest suburban communilies, five gained and live losl
base in each of the first two years. It should be noted that, with only lwo
exceptions, the tax base sharing plan resulled in the 1975 commercial-
industrial tax base of each community being higher than its value in 1971,
Without tax base sharing, sixteen metropolitan area communilies would
have had smaller commercial-induslrial tax bases in 1975 than in 1971,

3. Evaluation of the Plan’s Operation

In evaluating the Minnesola tax base sharing plan, this study looks at the
pattern of contributions to and distributions from the areawide base during the
plan's first two years, attempting to determine the extent to which the operation
of the plan led to a reduction in metropolitan area fiscal disparities. A further
assessment attempts to find out whether a reduction of fiscal disparities will, in
fact lead to a more efficient and equitabte pattern of metropolitan development.

As discussed above, variations in per capita property values and in the dis-
tribution of high cost groups of people are major causes of metropolitan area
fiscal disparities. In order for a signilicant reduction in fiscal disparities 1o occur,
tax base sharing must result in a net redistribution of tax base from communities
of large per capita tax bases to those with small per capita tax bases, and from
places with few high coslt residents to places with large concentrations of high
cost residents.

The first question addressed is whether communities with large tax bases
are in general those communities which are experiencing the largest growth in
commercial-industrial property values, and hence making the largest contribu-
tions to tax base to the areawide base. To the exient that this paltern exisls,
communities with large tax bases (high fiscal capacities) will be net contributors
of base under the tax base sharing plan. This patiern resulls because, by delini-
tion, a community's distribution from the areawide base is inversely refaled to the
size of its tax base. Table 1 indicates that, on average, larger per capita
contributions are made by places with higher fiscal capacities. The relationship is
not strong; a number of high fiscal capacity communities contribute relalively
small amounts of base, and a few communities with low fiscal capacities make
large per capita base contributions. In fact, in 1974 the simple correlation
between fiscal capacity and per capita base conltributions was only 0.02. In 1975
it was 0.05. When the data on contributions are combined with the dala on the
distributions from the areawide base, the patliern as expected shows that, on
average, low fiscal capacity communities are net recipients or gainers of base
and high fiscal capacity places are net contributors.

There are exceplions {o this patlern. In both years, approximately one
quarter of those communities that experienced the largest net gains in base (over
340 per capila) had fiscal capacities of over $10,000 (the areawide average fiscal
capacity was $8,900). In 1975, North Oaks, a rich residential suburb with a per
capita tax base and an average resident income more than double the areawide
averages, experienced a net gain of base of nearly $20 per capita. Oak Park
Heights, with a power plant within ils boundaries, has a tax base more than five
times the melropolitan area average. Nevertheless, because its commercial-
industrial tax base did not grow, and because of the lower limit built into the distri-
bution formula, Oak Park Heighls gained nearly $45 per capita due to tax base
sharing.

Tables 2 and 3 present data on the net impact of base sharing on metropoli-
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lan area communities, characterized by two cost related variables: the percent-
age of families with incomes below $3,000 and the percentage of population over
65 years of age. The presence of poor, who are concenlraled in the more urban
areas, tends to increase the per unit costs of providing many public services and
usually necessitates higher levels of social welfare, and housing related public
services. The elderly, who also are concenirated in the more urbanized areas,
generally require more medical and recrealional services and tend to require
higher levels of police protection because of their greater vulnerability to crime.

The data from the first two years of the plan's operation show that, on
average, tax base is distributed irom places with few elderly and poor to places
with larger concentrations of these lwo groups. This patiern, however, does not
hold without exception. A few jurisdictions with high proportions of poor and
elderly are net contribulors of base, and the iwenly-one communities with
between 15 and 20 percent poor families, on average, have neilher gained nor
lost base during the first two years. These resulls should not be surprising in light
of the fact that tax base per capita is distributed inversely to each jurisdiclion’s
fiscal capacity. No account is made in the distribution formula for differences in
costs of providing public services. For example, the two central cilies,
Minneapolis and St. Paul, have the majority of the metropolitan area’s high need
populations, those that significantly add to the costs of providing local public
services. However, because the central cities have near average fiscal capaci-
ties, the base distributions they receive do not reflect these special demands
made upon their local fiscal capacities.

After two years of experience wilh tax base sharing, fiscal disparities in the
Twin Cilies area have been slightly reduced. Over lime a larger proportion of the
lotal base will be shared and as long as the relatively high fiscal capacity
communities continue to experience growth in their commercial-industrial base,
the reduction of fiscal disparities will increase. However, the potential for fiscal
disparities reduction is significantly reduced by using a distribution formula that
takes no account of faclors such as the size of the poverty population or of other
groups lhat pul special demands on the local public sector.

The city of Bloomington, in its reporl “Analysis oi Fiscal Disparities,"”
presents a different view of the same facts.

Many metropolitan area communities have been most concerned
about the aclual dollar impact of the new Fiscal Disparities Law. It has been
generally thought that the impact on individual communities would be
significant, but not too significant; helpiul, and not detrimental. The
information coniained in this analysis indicales thal none of these assump-
tions may be true.

Information herein indicales that the matter of taxation under the
Fiscal Disparities Act will become a malter of considerable cancern for
many of our metropolitan area commercialfindustrial tax-payers. |t appears
thal up until now, the business community has considered Fiscal Dispari-
ties to be just a reshutfiing of lax dollars already being levied. They are not
prepared for the fact that, in many instances, subsiantial additional taxes
are being collected from them this year for distribution inlo other communi-
ties.

Further, it appears that the relative tax impact on some modestly
priced homes in some of the communities aflected will be appalling.
Nolhing was built into the law to prohibit $50 to $100 tax increases on these
homes purely as a resull of the Fiscal Disparities Act. This will be the case
in at least two or three communities which have been forced to contribute a
substantial portion of their tax base to the metropolitan pool. . .There is
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nothing in the law 1o prevent this extremely regressive feature, as a result
of which the individual living in a home in St. Paul with an assessor’s market
value of $100,000 will receive a tax break of $98.25, while the $40,000
homeowner in Shakopee pays an additional $114.31 because of Fiscal Dis-
parities. St. Paul is a net recipient; Shakopee, a nel contributor. . .

Business and industry contribute a great deal to the socio-economic
life of this area. Some of them are likely to question the means and the
molives of their government when they see their 1975 tax bills. Control
Data in Bloomington, and one of the area’s largest taxpayers, will pay ap-
proximately $34,000 more in taxes in 1975 to support the fiscal disparities
program, The Radisson South Hotel in Bloominglon will pay $13,800 more.
In Bloominglon, business properly will pay an additional $366,000 1o
support Fiscal Disparities. The Howard Johnsen Molor Lodge in Burnsville
will pay $2,397 more, while all business in Burnsville will pay an additional
$142,000. All io what end? True, some of this money will be distributed back
to cities like Crystal where a $30,000 homeowner will reahze $19.24. Per-
haps considered more important by some is the fact that the Saint Paul
Hilton Hotel will realize an $11,574 reduction in ils 1975 tax bifl, bul proba-
bly not by its business competitors in Bloomington and Burnsville.

Another inequality in the whole fiscal disparity procedure is the fact
that the "‘sharing’” of the 40% of commerciallindusirial growth is based on
the ideal assumplion that all such property will be assessed at the same
levels. This is not the case, It is interesting to nole that probably the fargest
recipient under fiscal disparities (City of Saint Paul) is located in Ramsey
County, where the commercialfindustrial properly is valued for tax pur-
poses at about 78% of market value, the lowest of any in the seven county
area..... It is difficult to see how anyone can feel that the implementation
of such a law can work properly in this sort of situation.

One study applied the Minnesota scheme 1o a computer model of the econ-
omy of the Pittsburgh region. The results indicated a reduction in disparities in
per-capita taxes, though less significant than that which occurred in Minnesota,
due to slower growth. Interestingly, there was a small positive relationship
belween net benefils and communities with low family income (an allernative
measure of disparities), though there was no such correlation with respect to
median community-income groups. See Walter Pilosa, ‘‘Metropolitan Tax Base
Sharing: Ils Potential and Limitations,”" 4 Public Finance Quarterly 215.

More generally, consider again the role played by each of the five elements
identified above. Under the Minnesota scheme, redistribution will occur 1o the
exient that wealthy jurisdictions grow and the distribution formula benefits low
lax-base localities.

Residential suburbs generally have a low proportion of commercial-
industrial 1o lolal assessed valuation. !f a residential suburb has a high
fiscal capacity—because, for example, of high property values-—it may
well benefit unduly from the operation of the Act. Such a municipality would
contribute relatively little to the area-wide tax base; yet, because distribu-
tion is based primarily on population, it would almost certainly be assured of
showing a net gain under the statute. Thus, an already superior ability to
provide public services to residents would be further enhanced by the Act.%

Although a municipality with a high proportion of commerical-
industrial to tolal assessed vafuation may have a correspondingly high
fiscal capacily, that municipality must provide services such as lire and
police protection to the commercial-industrial property. Where the munici-
pality also has a small population, however, it will receive less than it con-
tributes to the area-wide tax base. If the cost of providing services to the
commercial-industrial property is greater than the lax revenues that such
property will generate after the redistribution mandated by the Act, the



burden of providing the services will partially fall upon the residents of the
municipality.® In this respect, the Act may aclually hinder the provision of
public services in those municipalities with a small population and a fiscal
capacity composed primarily of Commercial/lndustrial assessed valuation.

59 Minn. Law Rev. 927, 949

Should a poor community which lands a power plant or develops an industrial
park be required to share that gain? Will such anomalies persist or wili they be
redressed in later years? A low-base municipality which is a net contributor in
one year due to a single large project may become a nel recipient in later years.
Suppose disparilies are due in large part to the wide variations in the vaiue of
residentiat property? Should the residential base be shared? From the standpoint
of reducing disparities, does it make sense to treat commercial and industrial
property the same? Some evidence suggests that wealthier communities tend to
get commercial establishments, while poorer ones get industrial firms. Could
more redistribulion be effected by only sharing commercial growth? See E. Mills
and W. Qates, Fiscal Zoning and Land Use Controls, pp. 165. Il the boundary
exlends beyond the metropolitan area and encompasses rural communities, will
they benefit? Should they? Finally, does reducing disparities require compro-
mising any of the other purposes of base-sharing?

B. Land Use Effects

Equalizing the distribution of fiscal resources would itself be a notable
achievement, yet supporters of the propesal have envisioned more. Since local
land use policy is highly colored by fiscal concerns, separaling fiscal strength
from the location of new C/l activity may affect the pattern of that development.
How does the statute accomplish this? More specifically, what mechanisms are
provided for influencing iand use decisions? How does it change lhe incentives
facing the participants in the land development process—communities,
developers, landowners, taxpayers, voters? The allocation of land to compeling
uses is a complex process. To simplify discussion, let us consider lhree aspects.
1. Fiscal Zoning

It is reasonable to assume that, other things constant, all households prefer
to live in 2 community with the lowest property taxes per unit of local public
services. Economists refer 1o this quantity as a "lax-price.”” Where public
services are financed by the properly tax, it is the interest of each household to
locate in a community with a high per capita properly tax base. The larger the tax
base, the lower the per household tax bill for any given level of public services.
Low income households will thus always attempt to live in cormmunities inhabiled
by higher income residents with similar public sector lasles. However, the enlry
of low income households into a wealthy community will raise the ‘‘tax-price”
faced by all the residents. See *‘The Theory of Local Public Services and Finance
...", in E. Mills and W. Qates, Fiscal Zoning and Land Use Controls, 1975. This
can be prevented by zoning out all households whose entry inlo a community
would raise the *“‘tax-prices’ faced by current residents. This can be accom-
plished by zoning oul all households with below average per capita tax base, i.e.
the market value of their home, or above average fiscal costs. It is argued that
sharing the tax base will help eliminate the incentive for fiscal zoning. How will
this be achieved?

it is instructive first lo consider how the zoning process affects land use. By
prohibiting the high-density residential development which represents the less
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expensive range of housing alternatives, municipalilies can effectively foreclose
low-income/high-expenditure populations. Simultaneously, since space tends to
be an income-elastic consumer good, low densily development corresponds with
a relatively high per-capila tax base. Finally, land can be reserved for C/l
development. The conventional wisdom among most local officials is that C/l de-
velopment will generate a fiscal surplus. Tax base sharing addresses zoning
policy only indirectly, by manipulating the fiscal returns from CAi land use.

The major thrust is 1o reduce the net benefits of C/l growth, by up to 40% of
the increment to the tax base. How does this cut? What assumptions are made
about the characleristics of—and reasons for—ifiscal zoning? If revenues from
C/l development are limited, might there be a greater incentive to zone out high-
expenditure populations? Is zoning policy colored as much by fiscal concerns as
il is by other considerations—race, class, elc.?

How will the distribution formula affect zoning policies? Most broadly, base-
sharing eliminates the all-or-nothing proposition of the conventional property tax.
Thus, simply sharing growth in the tax base will encourage municipalities to co-
operate in the location of large manufacturing plants, utilities, industrial parks,
etc., at least to the extent that such activities are sought for fiscal reasons. This
allows areawide planning decisions 1o be made without imposing on the auton-
omy of municipalilies with respect to strictly local matters.

As many commentators have noted, base sharing could have a grealer im-
pact on fiscal disparities if the distribution formula incorporated indicators of
need, such as income, number of school-age children, and the like. Using some
index of need would make high expenditure populations less unatlractive to
municipalities, from a fiscal standpoint. Could the distribution formula be used to
induce municipalities lo seek specific types of land use. Should it? Would sharing
residential valuation make base-sharing more effective in discouraging fiscal
zoning? Consider, too, the effect of the percentage of growth shared and the size
of the region.

Equalizing the tax base presents both net recipient and net contributing mu-
nicipalilies with the choice of decreasing (increasing) tax rales or increasing
(decreasing) the level of services provided. As the Bloomington article illustrates,
base sharing has had an effect on tax rates. What effect will this have on fiscal
zoning? To the exient that tax rates are capitalized into properly values, values in
nel-contributing jurisdictions will fall. Will this make it easier {or low-income
groups to buy in? Conversely, will it encourage them to leave municipalities
which are net recipients? How will the change in tax rates affect the location of
C/l development?

Base sharing may discourage the intensive use of land. It is generally
agreed thal the property tax levied on both land and improvements, resulls in less
intensive {and use than a tax on land alone. If base-sharing results in higher rates
in some areas, will this encourage sprawl? Is this consistent with the purpose of
the statute?

2. Location Decisions

At the local level, the Act is likely to aifect the location of future
commercial-industrial development. Inasmuch as any growth in the
assessed valuation of commercial-industrial property is to be shared in part
by the entire area, municipalities will have less incentive to attracl
commercial-industrial development and theretore less desire 10 offer pref-
erential assessmenis or to extend public services o areas nol otherwise



requiring them. Residential suburbs, in particular, should have filtle incen-
tive to encourage commercial-industrial development, because under the
Act they can share in the assessed valuation of such property while endur-
ing none of the accompanying congestion or pollution. Developing com-
munities should also have less desire for additional commercial-industrial
development, since 40% of its assessed valuation would be subject to the
levies of other communities. Insofar as the tax revenues to be generated by
the remaining 60% of the new property's assessed valuation—tiogether
with the amount received from the area-wide tax base—exceed the costs
of services for the development and also offset the nuisance of the develop-
menl to ear, eye, and iung, commercial and industrial concerns should not
be unwelcome. A fine line exists, therefore, between desirable and undesir-
able developments, especially in view of the uncertainties inherent in the
relationship between tax liabilities and service costs.

59 Minn. Law Rev, 927, 955

Does the Minnesota proposal deal with the location of different types of de-
velopment, the rate of development, or the intensity of land use? Reducing the
lax benelits from new C/| activity makes it less attractive 10 any given locality;
this should discourage competition for such developmenlt, affecting the location
of firms. Also, discouraging compelition should make municipal governments
less eager to annex and exiend services to oullying areas, resulting in slower and
more intense development.

The scheme both aiters incentives to municipalities and attempts to influ-
ence the inducements iacing individual firms. From the standpoint of the
individual community, the fiscal benefit calculus is altered by reducing property
lax revenues from new development by some fraction. |s the narrow focus on the
fiscal benefils from the property tax realistic, or are there other reasons that
communities seek C/l development?

Inver Grove Heighis' mayor Eugene Alkins said that he has mixed
emotions aboul new development in his community. While he character-
ized himsell as one of the original supporters of lax base sharing, he now
asks the basic question: “What will it get us?"' when approached by a
prospective new industry. If the industry will provide new jobs for Inver
Grove Heights, Mayor Atkins tends to support the prospect of development.
But if new development only means '‘new tax base,” the mayor is more
skeptical. . . .

"Tax Base Sharing,’" National Council for Urban Economic Develop-
ment Information Service, April, 1976, no. 5, p. 5.

Note that the statute treats commercial and industrial property the same. Is
this realistic? To some extent, this depends on the characteristics of the relevant
region, Because of the high degree of mobility of residents of suburban commu-
nities and large cities, the gain to a municipality from new development, in terms
of jobs for its residents may be small—many of the jobs will go 1o residents of
other communities. An independent, relatively sell-contained community, on the
other hand, may be able to retain most of the jobs created by growth. The mobility
of suburban residents operales toc make commercial activity more atlractive. Re-
gional commercial shopping cenlers attract shoppers from other jurisdictions,
importing sales tax revenue, and thus providing an added fiscal benefit to the
municipality.

The argument that base sharing, by reducing competition for C/l devel-
opment, will influence the location of such activity assumes that firms will
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respond to differentials in tax rates or to preferential assessmenls. How sig-
nificant are these incentives? Whal aboul other faclors—the availability of
materials and labor, the provision of services, and transporlation patterns. There
is little conclusive empirical work on industrial location, but a representative of a
large corporation describes how thal company selects lhe location for a new
plant:

[Shates are rated by five major factors: Fiscal conditions [45 of 100
points], industrial conditions [30 pcints), population characterislics [10
points], construction costs {10 points), and the size of [existing] investment
in that state. . . . .

When all of these measurementls are made, we have some firm ideas
about the business climate which have significant impact on our final
decision.

Coming down 1o a specific site in a state is far more involved. When
we are evalualing several possible sites for a new plant, we give minule
attention to a long list of criteria, grouped in eight major calegories. In
some cases, the source of raw materials will be the overriding factor in site
selection. . . .

Taxes are considered along with other operating costs. While high
taxes could preclude a potential site, low taxes are not enough by them-
selves to attract a new plani—nor are tax moratoriums. We are, frankly,
less impressed by this sort of inducement than by the history and trend of
taxes and the state's overall economic policy.

Richard Heckert, *‘Metropolitan Fiscal Disparities,” 29 National Tax
Journal 336, 337-338.

This suggests that base sharing, insofar as it discourages preferential as-
sessments, is not likely to have much influence on the firm's location. However,
Heckert goes on to suggesl thal the existence of characteristics of metropolitan
government may be a favorable factor for the region as a whole. This is because
metro reduces compelition for taxable property; thus, plants which initially
located outside municipalilies have less reason to fear annexation in the fulure,

One of the few empirical studies on the location of C/l activity in metro-
politan areas found that tax rates were relatively unimportant in explaining the
growth of C/l valuation. While tax rales were negatively correlated with growlh,
the relalionship was not strong. Other variables, including per-capita expen-
ditures, intensity of land use and access to the throughway, had more explan-
atory power. See W.J. Beeman, The Property Tax and the Spatial Pattern of
Growth Within Urban Areas, U.L.|. monograph #16, 1969.

Note that base-sharing makes C/l growth less attractive to all municipalities.
Is il desirable {o discourage such growth in all areas? Could the resull be an
intensification of urban sprawl? What role does the size of the sharing area play?
Will base sharing affect all types of commercial and/or industrial activity the
same? Smaller manufacturing and retail establishments are more likely lo select
a location for non-lax reasons and thus less likely to respond Lo tax differentials.

Base sharing may also influence the rate and intensity of development. The
Minnesota statute is part of a broader package of legislation directed loward
providing areawide services. One of the arguments for base sharing is that, by
reducing competition for development, location decisions will focus more closely
on real economic advantages in markets, labor, and raw malerials. Can the
availability (or lack) of services be treated as a real economic advantage? If so,
how is this to be distinguished from tax incentives? Can communilies compete in



the provision of services as well as through tax rates? To the extent that there is

service compelition, base sharing could discourage the premature extension of

water and sewer trunk lines, for example. This would encourage more orderly
growth. Communities compele for residential as well as C/l growth—will base
sharing alone eliminate that competition, or is greater regional control needed?

It base-sharing is to affect land use, it is clear that only growth must be
shared. What effects do the other elements have on land use?

e The fraction of growth shared. A larger fraction will reduce and evenlually
eliminate any fiscal benefits of growth. Why not poo! all growth?

s The size of the region. To the extent that base-sharing encourages munici-
palities to exclude C/l development, firms may select sites outside of the base-
sharing region. However, assuming firms locate in an area because of advan-
tages inherent in the metropolitan region, a sufficiently large region will
prevent that. Does the uniformily requirement as presented in Burnsville limit
the size?

e The distribution of the regional fevy. Under the Minnesola plan, after the area-
wide levy on shared growth is delermined, all C/l property shares the area levy.
(473F.08, subd. 6.) In a recent Maryland proposal, the area levy wouid have
been borne entirely by *‘new valuation''—the shared fraction would have been
taxed at the area-wide average rate. This would have the effect of raising the
rates on C/l sites in jurisdictions with below-average 1ax rates and reducing
rates on sites in above-average localities.

s Types of valuation shared and the distribution of the base. Reconsider the
discussion of fiscal zoning. Does the same analysis apply here?

Finally, how would land-use planning differ after the Act? Does it provide
incentives or deterrenls to annexalion, consclidation, and, perhaps, true
metropolitan government?

3. Preservation of Open Space

Under the conventional property tax system, some communities with beauti-
ful areas that should be preserved for park and recreational purposes face
incentives 1o let the land be developed in order to enlarge the tax base. This issue
emerged in Minnesota to promole passage of the Fiscal Disparities Act, after a
large power plant was built near the Twin Cities on the shore of the scenic St.
Croix river. The New Jersey legislature has enacted a statute which focuses
more directly on the preservation of open space. New Jersey Statutes 13:17-60,
el seq.

ARTICLE 9. INTERMUNICIPAL TAX-SHARING

13:17-60. Purpose; report to legistature

(a) The Legislature hereby finds and declares that a vital component
of any comprehensive plan lor the development of the meadowland district,
is a program whereby the financial benefits and liabilities of each constitu-
ent municipality, are clearly established and equitably distributed. Article 9
of this act provides for such a program, by the creation of an intermunicipal
account, and specilically provides that each constituent municipality will be
guaranteed, in perpetuity, against loss of ils present existing tax ratable
values within the meadowland district occurring by reason of the
acquisition of taxable real property, through purchase, eminent domain or
gift, by a governmental body or agency to be used for a public purpose, to
the extent that such loss of existing lax ralable values is not offset by in-
creased true value of the remaining taxable real properly within the district,
and will equitably share in the new financial benefits and new costs result-
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ing from the development of the meadowland district as a whole. This arti-
cle further provides that the Hackensack Meadowlands Development Com-
misgion shall not be able to receive any funds from the intermunicipal
account.

13:17-61. Definitions

As used in this article, unless the conlent indicates another meaning
or intent:

{a) '‘Adjustment year'' means the year in which the respective obli-
gations of the intermunicipal account and the constituent municipalities of
the district are due and payable.

(o) “Intermunicipal account’’ means the administrative device
eslablished and administered by the commission to record all the transac-
lions made pursuant to this article for the purpose of calculating the
meadowlands adjustment payment for each conslituent municipality, and
1o act as the clearing house for the transfer of the meadowlands adjust-
ment payments among the constituent municipalities are required by this
article.

(c) ‘'Meadowlands adjustment payment’' means the amount that is
payable by each constituent municipality to the intermunicipal account, or
the amounl that is payable by the intermunicipal account to each munic-
ipality, as the commission shall determine the case to be pursuant to the
provisions cf this article.

(d) ‘‘Resident enroliment’’ means the number of full-time pupils, who
are residents of the school district and who are enrolled in day schools on
the last day of September during the school year in which calcutation of aid
is made and are altending the public school of the school district or a
school district or Slate teachers college demonstration school in which the
school district of residence pays tuilion; school district may count in its
enrollment any pupil reguiarly altending on a full-time basis a county voca-
tional school in the same county for which the school district pays tuition.

(&) "Base year’ means the calendar year 1970.

() "‘Comparison year'' means the second calendar year preceding
the adjustment year,

(g) Appointment rate'’ means a raie determined as follows:

(1) The total property laxes levied for local, school, and veleran and
senior _cilizens purposes, as certified pursuant to R.S. 54:4-52, of the mu-
nicipality in the comparison year, divided by

{2} The aggregate irue value of all iaxable real property, exclusive of
Class |l railroad property, located in the municipality, both within and with-
out the districl in the comparison year.

13:17-67. Increase or decrease In aggregate true value of taxable
real property; determination and calculation of aggregate true value;
amount payable to Intermunicipal account

{a) Asused in this section, excep! as otherwise specifically provided:

(1) The increase or decrease in aggregate true value of taxabie real
property lor any adjustmenl year shall be the difference between

(i) The aggregate true value of that portion of laxable real
property, exclusive of Class Il railroad property, in the mumcipal-
ity located within the district a& of Ostebesr + of the yess
preceding the ediustrent in the comparison year, 639 and

(i} The aggregate true value of said property in the base year.

(2) Aggregale true value of all taxable real property shall be deter-
mined by aggregaling the assessed value of all real property within the
district boundaries in each conslituent municipality, as the same may be
Reditied by the county board of taxation upen appeat, and dividing said
lotal by the average assessment ratio as promulgated by the Director of the
Division of Taxation in the Department of the Treasury for State school aid
purposes on Oclober 1 of the respective years for which aggregate true
valug is lo be determined, pursuant to P.L. 1954, ¢. 86, as amended,’ as the




same may have been medified by the Division of Tax Appeals. . . .

(b) The amount payable to the intermunicipal account by each
constiluent municipality in any adjustment year shail be determined in the
following manner: the apportionment rate caiculated for the comparison

year shall be multiplied by the increase, if any, in aggregate true value of
taxable real properly for such year; provided, however, that the amount
payable 10 the intermunicipal account shall be limited to ten percent of the
amount so calculated in the adjustment year 1973 and shall increase four
percentage points a year until 50% of the amount $¢ calculaled is paid into
the intermunicipal account in the adjusiment year 1983 and thereafter. .. ..

13:17-68. Computation of guarantee payment payable by
Intermunicipal account to each constituent municipality

{a) The guaraniee payment payable by the intermunicipal account to
each conslituent municipality in any adjustment year shall be computed as
follows:

(1} i there is a decrease in the aggregale true value of taxable real
property of any constituent municipality, as determined pursuant to sub-
section (a} of section 65 of this act,’ the commission shail, subject to the
provision of subsection (b) of this section, calculale the amount of de-
creased aggregale {rue value, occurring in the comparison year, by reason
of the acquisition, through purchase, eminent domain or gift, during the
year preceding the comparison year, of taxable real property by a govern-
menial body or agency 10 be used for a public purpose, whereby said tax-
able real property parcels or portions thereof became exempt from local
real property taxes. Such decreased aggregate true value shall be calcu-
lated in the same mannegr as aggregate irue value is determined pursuant
1o subsection (a) of section 65 of this act and shall be based on the as-
sessed value in the year of acquisition, of the parcels or portions thereof
affected.

(2) There shall be payable as a guarantee paymeni from the intermu-
nicipal account 10 each municipality, an amount to be calculated by multi-
plying the lesser of

(i} the amount of the decrease in aggregate true value deter-
mined pursuant 1o subsection {a) of section 65 of this act and
(ii)_the amount of the decrease, il any, in aggregate true value
calculated 1o be atiribuiable to conversion of laxable property to ex-
emp! status, specilied in paragraph (1) of this subsection.
by the apportionment rate, as defined in subsection {g) of section 59.1 of
this act.? determined for the comparison year. If, in any comparison year
and with respect 1o any conslituent municipality, no amouni of decrease in
aggregale true value is found to be attributable to the conversion from tax-
able to exempt status specified in paragraph (1} of this section, no guaran-
tee paymenl shali be payable to such municipalily in the applicable adjust-

13:17-70. School district services; determination of service
payment

For school districl services, the service payment payable by the inler-
municipal account 1o any constituent municipality in any adjustment year
shall be found by dividing:

(a) The toilal local school lax levy, as shown on the Table of Aggre-
gates pursuant to R.S. 54:4-52 lor the comparison year preeeding e
-adiustrmentyear, by the

{b) School resident enrcliment on September 30 of such comparison

yoaF procoding the adiustment year, as cerlified pursuant to section 63 of

this acl,' and mulliplying the result by the increase, if any, in resident
enroliment within the district boundaries of that constituent municipality

between Seplember 30, 1969 1970 and September 30 of the comparison

yeaf praceding the adiustrent year,
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13:17-72. Apportionment of balance among constituent
municipalities; prohibition of payments to commission

{a) . in any adjustment year, the amount payable to the constituent
municipalities by the intermunicipal account for guarantee payments; and
school district service payments, ard projec payrients, plue any paymont
e tho rasarva uRd 96 provided in subtection {8} ard e payment fof the
BUfR B edministration of tha wiorPuRicipaacconst a6 pravided By aub-
coction e is less than the amount payable to the intermunicipal account
pursuant to section 65 of this act,’ the balance, if any, shall be apporlioned
among the constituent municipalities in the same ratio as the area of their

wRiFproved erd rodeveloped-andes number of acres within the district of
each conslituent municipalily bears 10 the total -6+ such-unimproved and
rodevelopad dands number of acres in the district, and shall be known as
an apportionment payment. . . . .

13:17-73. Payment of excessive funds to constituent mu-
nicipalities; reduction of service payments

If, in any adjustment year, the amount payable {o the constituent mu-
nicipalities by the intermunicipal account for guaranlee payments; and
service payments; and project payments, plus the cost of administering the
intermunicipal accounl exceeds the amoun! payable to said account
pursuant to section 65 of this act,’ the reserve fund shall be drawn upan to
make up the deficit. In the event there is an insulficient amount in the
reserve fund, the total service payments payable to all constituent munici-
palities shall be reduced by the amount of the deficit and the service
payment payable o each constituent municipality shall be reduced by the
same ratio as the total service payment to all constituent municipalities was
reduced. . . ..

L1972, c. 404, § 71. Amended by L.1972, c. 103, § 10, eff. July 19,
1972

Nole that the New Jersey stalute shares tax revenue, not the lax base. Is
this an important difference? The plan uses ‘‘aggregate real value” of ail
property in determining contributions to the intermunicipal account. The in-
clusion of residential property will both increase the size of the annual pool, and,
depending on how revenue is distributed, improve the potential of the plan for
eliminating disparities. The major purpose of this statute is to distribule the tax
benefits and burdens of the regional development plan and, as reflected in the
distribution process, to compensale localities for the preservation of open space.
Is this narrower purpose easier to achieve than the broad policy embraced by the
Minnesota statute? Given that purpose, how significant is the inclusion of resi-
dential property? In lerms of the benefil analysis of the Minnesola Supreme
Court, the New Jersey plan focuses on more specific forms of interdepen-
dence—the provision and use of parks, open space, and schools. Does this
require that residential property be included? The Minnesola court interpreted
the statute as embracing a broader interdependence, including jobs and the
location of economic aclivity.

How effective will the New Jersey plan prove in preserving open space?
Each municipality contributes a sum equal io the product of the "'apportionate
rate’'—the effective tax rate, excluding county expenses—and a percentage of
the growth in the {ax base. The fund is distributed in three steps. First, mu-
nicipalities are compensaled for tax revenue lost due 1o the acquisition of taxable
property for open space, {0 the exient that the decrease in the tax base from such
acquisitions is not offset by overall growth in the base. This is called the guar-
antee payment. Then, school district service payments are computed. Finally,
any balance is distributed among communities.



How does the guarantee payment affect different types of municipalities? A
rapidly growing community is unlikely to receive any guaraniee payment for pre-
serving open space, since such loss in the tax base should be fully offset by
growth, though another communily not experiencing significant growth but
making an equal commitment 10 open space, will receive partial compensation.
Which community is likely to have the greatest need for preserving land?

What incentive does the Minnesota plan give localities for preserving open
space? Base sharing makes C/l activily less atlractive, but it does not affecl the
incentives for seeking residential development. Yet it is residential development
which creates the need for parkland.

C. Base-Sharing and Public Services

Thus far, we have considered only the revenue side of the fiscal aspects of
base-sharing. Yel raising revenue is only a means to an end—providing residents
with services. This, too, is the uitimate focus of the fiscal disparities issue. The
school finance litigation, after all, was prompted by a wide divergence in the
quality of education available to children from different municipalities. Tiebout's
paradigm—a fragmenled multiplicity of relatively small local governments offer-
ing a varied mix of services to satisfy the tastes of different groups of resi-
dents—represents, to some, the most efficient scheme of metropolitan organiza-
tion. Yel its critics attack it for its fragmentation; independent local governments
face no incenlive to cooperale in addressing areawide problems. In addition,
fragmentation rigidifies disparities in local resources and inequilies in the
provision of services. The apparent alternative is the consolidation of locat
service providers inlo a single metropolitan government. The price of uniformity
is the loss of efficiency, and perhaps more importantly, local control. The con-
cept of base-sharing emerged from this uncomiortable dilemma, as an altempt to
alleviate the problems of fragmentation without the sacrifices required of metro-
politan government. Does it represent a workable alternative? Does it supplant
the need for areawide government or merely forestall it? These are the questions
to be answered as the concept is formulated, implemented, evalualed, and refor-
mulated by the legislatures of various states,

What will the effect of the statute be on the provision of services? Recall the
differing approaches articulated by the courts as they grappled with the school
finance problem. At one extreme, the majorily in San Antonio chose to protect
local autonomy—and presumably economic efficiency—at the expense of an
equal level of services. Conversely, Justice Marshall's dissent and the majority in
Robinson called for equal per-pupil expenditures, regardless of a locality's fiscal
resources and preferences in allocaling its tax revenues. Must one choose be-
tween these two exiremes? Consider the dissent of Justice While, who chal-
lenged the majority’s holding that inequalities were rationally related to the
purpose of local control.

Neither Texas nor the majority heeds this rule. If the State aims at
maximizing local initiative and local choice, by permitting school districts o
resort 1o the real property tax il they choose to do so, it utterly fails in
achieving its purpose in districts with property 1ax bases so low that there is
little it any opportunily for interested parents, rich or poor, to augment
school district revenues. Requiring the State to establish only that unequal
Ireatment is in furtherance of a permissible goal, without also requiring the
State to show that the means chosen to effectuate that goal are rationally

related 1o its achievemenl, makes equal protection analysis no mare than
an empty gesture.® In my view, the parents and children in Edgewood, and
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in like districts, suffer from an invidious discrimination violative of the Equal
Protection Clause.

This does not, of course, mean that local control may not be a legiti-
mate goal of a school-financing syslem, Nor does it mean that the State
must guarantee each district an equal per-pupil revenue from the state
school-financing syslem. Nor does it mean, as the majority appears to
believe, that, by affirming the decision below, this Court would be
imposing on the States inflexible constitutional restraints that could cir-
cumscribe or handicap the continued research and experimentation so
vital to finding even partial solutions to educational problems and to
keeping abreast of ever-changing conditions.” Cn the contrary, it would
merely mean that the State must fashion a financing scheme which pro-
vides a rational basis for the maximization of local control, if local control is
to remain a goal of the system, and not a scheme with “'dilferent treatment
be[ing] accorded to persons placed by a statule into different classes on
the basis of criteria wholly unrelated to the objective of that statule,” Reed
v. Reed, 404 U.S. 71, 75-76 (1971).

411 U.S. 1, 68-69.

How does base sharing fit into this scheme? Will the Fiscal Disparities Act
increase the variety of public services provided by local governments, or will it
curtail the range of choice available to metropolitan residents? Does it provide a
method for satisfying the dissenters’ objections wilh the San Antonio resull
withoul impeosing the uniformity feared by the majority?

In discussing the impact of the Act on the provision of public services,
consideration must go beyond the question whether the Act will indeed
have ils anticipated eliect on the ability of local governments to provide
these services. The Fiscal Disparities Acl expressly relies on existing local
governmental structure and local decisionmaking; in effect, local govern-
menis retain discrelion in both the raising and the spending of revenues
received from the area-wide lax base. Because of this discretion, any
increased ability to raise revenues for public services which resuils from
the operation of the Act will not necessarily be converted into such
services. Whether a governmenial unit which loses under the Act will raise
its tax rate to restore the previous level of expenditures for public services
or simply reduce the guantum ol lthose services is not controlled by the
Act.® And a unit which gains under the Act could choose to lower ils tax
rate or spend the funds on other projects, rather than increase its level of
public services,

Thus, if the Act is successiul in reducing fiscal disparities, its effect
will be 1o remove the size of the local tax base as a deilermining factor in
local governmental spending decisions, allowing other considerations to be
given more weight. The Act thereby enables a governmental unit 1o fund
public services in an amounl based to a greater degree on the unil's prefer-
ence for those services. In this way, the Act lends to equalize the resources
of communities, while allowing them the freedom to use their equalized re-
sources as they see fil,

R. Freilich, ""Minnesola's Metropolilan Fiscal Disparities Act. .. .,"" 59
Minnesota Law Review 927, 951.952 (1975).

Is Freilich’'s approach sufficiently comprehensive to be credible? Certainly
net recipients will be more free to fund services according to preference, but
whal of net contributors? What does the sharing of growth have to do with this?
Aren't preferences relalive lo resources, so net contributors are restricted?
Within the constraints of the size of the total tax base, though, base sharing does
not impose any restrictions on how local governments allocate their resources;



even if the tax base were equalized, disparities in per-capila expendilures could
persist, Politically, does this make base sharing more or less acceplable than
metropolitan government? Is it an alternative or a compromise?

IV. CONCLUSION

As yet, no states excepl Minnesota and New Jersey have adopted base-
sharing plans, although several—California, Maryland, Michigan, Virginia, Penn-
sylvania and Alberta, Canada—have considered legislation. Several factors have
impeded acceplance, but by far the most significant is the conflict between the
property-rich and the property-poor jurisdictions. Base-sharing is by its very
nature redistributive, and it is so perceived. This is, perhaps, its tragic flaw: for all
its potential in redressing disparities and rationalizing the land use planning
process, unless and until local governments face some incentive—{irom within or
withoul—to work together on regional problems, and for as long as political
power resides with wealth, supporters of base-sharing face an uphill fight in state
legislatures. Yel, as the Minnesola experience indicates, the interdependencies,
and the potential for cooperation, exist.
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