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Revenue Gain or (L 0ss)
F.Y. 2004 F.Y. 2005 F.Y. 2006 FY 2007

(000's)
State Generd Levy $21,000 $63,500 $86,500 $89,500
Disparity Reduction Credit 0 1,590 2,050 0
Property Tax Refunds 0 2,800 2,800 0
Genera Fund Totd $21,000 $67,890 $91,350 $89,500

Effective for taxes payable in 2004 and 2005.
EXPLANATION OF THE BILL

Current Law: Locd units of government annualy set budgetsto be levied after taking into account other
sources of revenue such as fees and state and federa aid. Those levy amounts are then spread over the
jurisdiction’ s taxable net tax capacity to caculate the locd tax rate. The tax rate can be either larger or smdler
than the previous year depending on whether levies or tax capacities are growing fagter. Current levy limits
expire in payable 2004.

The state generd levy isan amount set by satute that increases annudly by the rate of inflation. Each year the
tax rate is determined by dividing the levy by the base conssting of commercid property and non-commercia
seasond recregtiona residentia property.

Proposed Law:

Sections 1 & 2 st out thetitle and purpose of the bill. The overdl purpose of the bill isto prevent increasesin
tax rates in payable 2004 and 2005.

Section 3 freezes the date genera levy tax rate at the 2003 level.

Sections 4-10, 12, 14, 17, 18, and 30 cover school leviesthat are allowed to increase over payable 2003 by
the amount of tax capacity growth, i.e., the increase equals net tax capacity growth multiplied by the payable
2003 tax rate.

Sections 11, 13, 15, 16, 19, 20, 24-29, 31-38 cover school leviesin specia circumstances. The first year of
new bond levies may not start in 2004 or 2005. Leviesthat arefixed at previous leves, such as multi-year
leviesin which afixed amount is levied each year, are not dlowed to change. Some levies are mandated to be
the 2003 amounts.

Section 21 clarifies school referendum levy authority in 2004 and 2005.

Section 23 darifies school ingtalment contract and lease levy authority in 2004 and 2005, including
qudifications and exceptions.
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Section 39 freezes the benefit ratio for rura service didtricts.

Section 40 clarifies municipa debt and bonding authority. New debt with initid leviesin 2004 and 2005 are
generdly prohibited, but exceptions are alowed.

Section 41 summarizes the new prohibitions for locd taxing didtricts. Key provison subdivison 6 dlowsthe
increase in levy authority for tax cgpacity growth.

Section 42 freezes locd match levies for locd jurisdictions.

Section 43 sugpends increases in sdlary and budget apped authority for county sheriffs and county attorneys.
Section 44 suspends Truth in Taxation requirements for 2004 and 2005.

Section 45 freezesfisca disparities contributions, distributions, and tax rates at the 2003 leve.

Section 46 holds the locd tax rate harmless for changes in disparity reduction aid (DRA).

Section 47 freezes police and fire aid association levies.

Section 48 dlows township boards to make levy and expenditure adjustments to prevent tax rate increases.
Section 49 clarifies that debt instruments, leases, instalment contracts, etc. are not impaired.

REVENUE ANALYSISDETAIL

The proposa was smulated using 2002 tax rates and 2003 market values. Fiscal disparities levies were
frozen at the lower 2003 level. Levies are assumed to grow &t the full amount of net tax capacity growth.
Andysis excludes school levy changes.

Overdl, proposed 2003 net taxes decline by $56 million over current law 2003 net taxes due to the locdl
tax rate freeze, of which $43 million is for homesteads. Because residentid homestead market vaues are
increasing rapidly, the share of the tax reduction faling to resdentia homesteads is alarger portion of the
total.

Under current law, the state generd levy tax rate would decline because the NTC denominator would
increase at afadter rate than the levy numerator. By freezing the tax rate, the state generd levy would
increase by $42 million in payable 2004 and by $85 million in 2005. State generd levy growth based on
inflation would resume in 2006 on the higher base. The impact by year payable was dlocated 50/50 to
fiscd years.

Property tax refunds decline by $2.8 million in 2004 and 2005 due to lower incidence of net taxes on farm
and residential homesteads.

Disparity reduction credit declines by $1.59 million in 2004 and $2.05 million in 2005 due to lower levels of
tax on commercid and gpartment property in the quaifying jurisdictions.

Number of Taxpayers Affected: All property taxpayers.
Source:  Minnesota Department of Revenue

Tax Research Divison
http:/Mmww taxes.state.mn.us/polic.html#analyses
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