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PREFACE

THE relation of state tax systems to local tax systems is
problem of widespread interest at the present time,
changes that are being made in state and local fungns

in state and local revenues are requiring majgr reaNjust-
ments to harmonize state and local needs : %umes.
This monograph deals with the particular p]m%intlm prob-
lem covered by legislation providing f ate-Tdministered

locally-shared taxes in the United StatgsNgThe study covers
both the legal and financial aspects @Y tiNproblem. An ex-

haunstive analysis iz presented 6 with, tendencies and

influence of this phase of our g s tem.
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CHADPTER ']

INTRODUCTION

DevELOPMENT 0F CENTRALIZATION IN State Tax
ADMINISTRATION

A sTupy of state and local finances of the United Stgtes
during the nineteenth century reveals that the states ¢ x
most of their revenue from locally-collected t -
local governments had a large number of locallygwlgeted tax
officials who assessed and collected the taxesNeYhoth the
loical districts and the states, with relatively ]i%tatﬁ super-
vision, Toward the end of the ninetee entury the states
began to develop independent source renue, and, there-
fore, relied less and less on log [heted taxes. This
transition, which had small begin ¥ in the nineteenth cen-
tury, has continued at an My Mz pace in the twentieth
eeitury.  In 1go2 AitygagiN@er cent of the state tax revenue
was still obtained fry en¢ral property tax. In 1925
the percentage ha edved until the locally-collected prop-
erty tax was un A -cight per cent of total state revenue,
In 128 this Jimn had declined {-'V - further to twenty-

five per r he state tax revenue.! The states are get-
ting t 1der of their revenue from several dilferent
SOUTT lany of these sources were originally part of the
older proYerty tax base; others evolved with new methods of
living and carrying on husiness. In 1928 the states obtained

LFRigures for rpoziand rgzs from Newcomer " Tendencies inm State
and Local Finanee; and theic Belation to State and Local Fuanctions,”
Political Srience Cuarferls, voli 43, no. 1, March, 1028, p. 4.

Figures for 1928 from * Financial Statistics of States Burean of the
Census, Washington, 1028, p. 5.

13




14 DEVELOPMENT OF LOCALLY SHARED TAXES

nine per cent of their tax revenue from special property
taxes, eighteen per cent from motor vehicle licenses, sixteen
per cent from the gasoline tax, eight per cent from the in-
heritance tax, four per cent from the income tax, and the
rest from poll taxes and other special taxes and licenses.” A
few of the special property taxes and poll taxes are locally-
collected, but the great majority are state-administered taxes,
In other words, the states are receiving their revegue largely
from new state-administered taxes which have de

the country has developed, and are, thereaf

ent on the locally-administered property #8es. S The states
have gone even further than this,—not : they collect-
ing the larger part of their own reWgN but they are also
collecting a considerable and increagie’ revenue which is
returned to the local districts r as a subvention or as a
share of a particular tax. \

A brief historical sun'at ¢ economic evolution of the
United States demongtr? ite clearly the reazons for the
change to state co f revenue. In the colonial period
the local unitg used as tax-collecting units. These
local divisior cvimportant. units of government in the
colonies, t only change at the time of the Revolution
was t rization of the local charters by the states
rat an by the Crown.®

1 the period following the Revolution these strong,

\ independent, local units with popular election of local
icials were founded in increasing numbers. The town
vas the most important local unit in New England, while
elsewhere the county developed as the more powerful divi-

b Computed from ' Financial -Stabtistics of States,” Bureaw of the
Censs, Washington, 1028, p 5. o

2 ]. A, Fairlie, Local Governsmentisd Consitics, Towns and Fillages,
Mew York, 1oo6, poaz: C. C. Maxey, Cutline of Municipal Gozernmient,
Mew York, 1024, D. 3




INTRODUCTION 15

sion of local government., There was also a growth of in-
corporated towns, villages and boroughs as population in-
creased. Contemporaneous with the numerical development
of these local units there was an opposing development,
somewhat independent, iz, centralization and control of
these units. During the eighteenth and early nineteenth
centuries the two were not necessarily opposed, but with the
passage of time the part played by the state became increas-
ingly important, particularly in administration of taxatio
The reasons for this are found in the industrial devel

of the country, and (so far as state atlministraﬁﬂﬂ -
tion is concerned) in considerable dissatisfactipn wW the
early property taxes, which was enly in pagt ult of
changing economic conditions.

During the latter part of the eightee entty and all of
the nineteenth century the chief so of both state and
loeal revenue had been property t ’-‘x the United States
was predominantly an agriculin :%DH until near the be-
ginning of the twentieth ce

The first property taxcs ntirely in harmony with the facts
of early industrial lifes w2 matter of common knowledge
that the early perigffo ost every civilization is marked by
two chief facts, nderance of agricultiure and the exist-
ence of slavery! - In early civilization there was a quantita-
tive, but ni% tive, distinction in wealth. Property con-
gisted chid and and the landowner's houschold, including
slave sts of burden. There was no important capital
i rom this landed property, and hence there were no
distinct shares in distribution. . . . It was as true of the slave-
holding states in the American union . . . as it was of the carly
Hellenic civilization. Wherever we find only agriculture and
slavery, there we have this inséparable mass of collective prop-
erty, not yet split into its constituent parts?

VEdwin R, A, Seligman, Essays in Tazation, New York, 1025, 7. 1.
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The taxes in the eolonies were first levied on gross produce
of land. These tended to grow into taxes on real property
and soon expanded into general property taxes. In addition
to the property taxes there were a few other forms of taxa-
tion. All state systems were supplemented by poll taxes,
licenses and excise taxes in various combinations in each
state. Since there was comparatively little difficulty in
reaching these bases of taxation, and since the local units al-
ready had popularly elected officials who could do\Ne work,
the states’ share of the property taxes was a to the
various local officials for collection. T, CETS Were
given much freedom in administering . The states
did not interfere with local assessm n which the states
based their own tax lévies. The local fffers were even used

for the collection of purely taxes, such as the inheri-
tance tax, receiving a per e of the tax collected as a
fee for collection. The @epaglNorior to 1890 has been char-

riefls one of " administrative de-

acterized by Mr Crob
L | relations of the state and local

centralization " of
governments.®
In the latt f the nineteenth century this system of
state and axation became increasingly unsatisfactory
for :Q eafons. During and after the Civil War the

Uni tates developed industrially at a rapid rate. Al-
[!% 1ie majority of the population was still engaged in
iweffire the number of people going into trade, commerce
Q: manufacture grew by leaps and bounds. Railroad mile-
fe in operation inecreased from 30,626 miles in 1860 to

198,334 miles in 1go0® The capital invested in manufac-
ture increased from a little less than one billion dollars in

' Crobaugh,  * Centralizing: Fizeal Tendencies in State and Loeal
Relations," National Tax Associntton Proceedings, New Yorlk, 1oz4, pl 172,

3 Statistical Abstract of the United States, Buread of e Cenius,
1003, B 300.
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1860 to nine billion eight hundred million ‘dollars in
1goo.* This industrial development was marked by a re-
placement of the individual enterprise by the corporate form
of organization.

During the early part of the century banks and insurance
companies had been the chief types of corporate business, al-
though turnpike and toll-bridge enterprises were often in-
corporated.  Success in these fields encouraged the adoptior
of the corporate form of organization in manufacturing an
railroading. In taxing this new institution the state
to use the existing general property tax. Dut the
sessors were unable to cope with the problem of @eggsst
large part of the property of corporations, and W\ Mch prop-
erty increased the evasion became serious. %t Hermore,
the taxation of stocks and bonds own b individuals in
addition to the taxes laid on the asse X rporations often
meant double taxation:

The general property tax was whilarly heavy for the
farmer whose assets were vj d comparatively easy to
evaluate, while corporate 5, -and the property of publie
utilities which was m it to assess, and some forms
of personalty oft ed taxation. The fundamental
reasons for the otest against the property tax are
given by Projj QSﬂ!igman in his discussion of the general

property ta” e first of these defects is, he points out,
the lack rmity, which is a glaring infraction of the
funda rule of equality in taxation: The second defect
is lack oMiniversality, through the failure to reach personal
property ; and it is precisely in the localities where the extent
and importance of personal property is greatest that its as-
sessment is the poorest.  Third, there is the incentive to dis-

V= Manufactures" Twelfth Cemsus of Manofactures, Bureou of the
Censnr; Washington, 1000, vol. wii, pEid, pooxiv.

* Seligman, of. cff, pp. 10-31L
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honesty in the opportunity to evade the personal property
tax. Numerous tax commissions show that this tax be-
comes a tax on ignorance and honesty. Fourth, the prop-
erty tax tends to become regressive; that is, the rate of the
tax on the full value increases as the amount of property de-
creases. This is because of the fact that the tax is on the
property which the assessor sees, and the small farm is more
likely to be assessed at its full walue than the laree estate.
Fifth, there is double taxation if the property is Wed and
the mortgage on it is also taxed, Still, if t is al-
lowed for mortgages and indebtedness it & ds to tre-
mendous injustice and deception, sin ued fictitious in-
debtedness is created to evade taxatigq. here is no log-
ical escape from one of the two methN, debt-taxation or
debt-exemption ; and under e plan”the general property
tax stands convicted by the of experience.” * Finally
Professor Seligman insis eropﬁrty is no longer a sat-
isfactory criterion of N\ull or tax-paying capacity, and
concludes * Practic thy) general property tax as actually
administered is d all doubt one of the worst taxes
known in th d world." *

The gengfal¥rotest against the property tax has brought
two diff pres of reform, both leading to state centrali-
zatian‘ir , the state began to take over the supervision
of @s ent through a state tax commission or a state

IJ% equalization; and secondly, new taxes were devel-
to reach the new forms of wealth and to tax its pro-
tivity rather than its value. The supervision of assess-
ments has meant, necessarily, state administrative contral,

which has been largely in the hands of state tax boards.
According to Professor Lutz:

LIbid, p. 31.
* 1bid, p. Gz
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The first significant step toward more efficient administra-
tion was the creation of boards of review and equalization. . . .
The second step toward administrative reform, state control of
corporate assessments, was occasioned by the growth of the
modern corporation especially of the public service type. The
farcical character of local assessment of such properties was
early recognized, even by those who could see no further defects
in the tax system. . . . The progressive decline of the general
property tax led to the final reform, the establishment of
state fax commission, This body has usually taken oveRy
functions of equalization and corporation assessment_p NG W=
tinctive function has been, however, the more or ]&Tc ive

supervision of local officials and the general adth{a on of

the entire tax system.! \.
Professor Lutz believes that it is n lelysfhe failure of

the general property tax, but also th ving complexity of
civilized life, leading to the nee cater administrative
control, w hn;'h haz hrought the ¢ s commission.® The

was that of Indiana in
18g1. All of the states mve state tax boards or offi-
cials.  All but five o elaware, Idaho, Rhode Island,
Texas and Verm AVE SOME SUPErVISOrY POWEr OVEr
local-taxing o - plhis line of reform of the general
property tax s Ystate control and supervision of what
were for al tax functions. .

The & \‘ eform movement which has its roots in the
defa 1e general property tax is the development of
m:w s of taxation. As early as 1823 New York had
passftd a special property tax for corporations.  The tax was
modified in 1825 and again in 1828, These agendments

VH. 1., Lutz, The State Tar Commizsion, Cambridge, 1018, pp. 5-&
® Ihid,, p. 636.

1% Federal and Siate Tax Systems,” New York Stote Toxr Lom-
mission, New York, 1030,
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attempted to reach all corporate property by taxing real estate
and using capital stock as the test of value of the corporate
personal property. Following the early lead of New York
many of the states added to the property tax some new form
of corporation tax.! State taxation of a corporation does
not necessarily remove it from local taxation, but often
when a state tax is imposed, the local district is allowed to
tax only the phvsical property.

The corporation was not the only tax subjegt tNNg1 over
by the state for taxation. The automobile e to he
almost universally taxed by the state. egistration
was necessary for regulation, and it wsgasi to tax it at
the time of registration. The gasoNge¥ax is a state tax.
It taps a source which the lucai'tiés%u]d find difficult to

administer efficiently. As wi g corporation tax, these

taxes frequently withdraw al taxation certain classes
of property. Many of ¢ @ have for this reason been

sharing the revenu&@ se taxes with the localities.
Today the states ing an increasing proportion of
their revenues state-administered taxes such as the
motor vehicle asoline taxes, the corporation tax and
the incom s\omie of which they share with the localities,
Staty/MN@fhinistration is generally conceded to be more
efficya an local administration. The state, with its wider
Ju 1on, can reach effectively wealth which the local dis-
s to tax, either because the owner of the wealth lives

)side of the local district or because the wealth itself is
moved when taxes are imposed.  Another reason for state
administration is that central control and assessment are apt
to be more impersonal and consequently more equitable than
local administration. Furthermore, in the case of many
taxes like the corporation taxes, local assessment means a
piecemeal and, consequently, an inaccurate assessment. In

LSeligman, op. cit, pp. 146-148,
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assessing a railroad no one local district is likely to have
knowledge of its value as a going concern. In such a case
state assessment seems imperative.

This tendency toward centralization has brought a storm
of protest from those who believe in home rule as the
“eradle of American democracy ™. The protest is against
the states’ assumption of many local functions and not merely
against state tax administration. This study of state-gd-
ministered locally-shared taxes indicates, however, thag st
administration of taxation is the first step toward Ke
trol of the functions supported by these taxes. &t: is
inereasing its control of local funetions by mini uire-
ments. In the case of roads it may requi %h& road
be built to satisfy the state highway commissipt) © Minimum
educational standards in the way of t s per student and
the length of the school year are x rescribed.  As the
amount of revenue returned i% ger the restrictions
placed on the localities increase mber and rigor.

Before considering fu reasons for sharing the
revenue, it is well to_gONgfder the relative proportions of
total tax revenues state and local districts spend.
In 1890, the locgl dpsiNcts spent $487 000,000 ar 86,4 per
cent of the ¢ and local expenditures for that year,

In 1927, the I districts spent only 70.6 per cent of the
total sta& al expenditures while the state expenditures
t L

amol 656,000,000 or 20.4 per cent of the total
expgditdres.” In spite of the increasing proportion of
state Mpenditures the local districts still spend more than
half of the total amount spent by all governmental units, and

four times as much as the states spend.

1 Cost of Government in the Uniled States, 1gey-z8" Natisnal In-
dustrial Conference Board, New York, 1030, 0. 22 The amounts given
back to the localities are included in the figures for state expenditures,
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STATE CENTRALIZATION: OF FUNCTION V5, HOME RULE

From the time that the states were organized they have
interfered increasingly with local governments. There are
today in most states constitutional provisions which take
from the state legislatures the right to make special or local
laws. The limitations directly connected with the present
problem are the debt limits and the tax limits imposed by the
state constitutions upon municipalities. There undgubtedly

does exist, as Professor Porter remarks, a reg the
American feeling for self-government and rative
decentralization.” The desirability of ho nters al-
most entirely about the rights of the ci A municipal

cities financial aid rather than take over funetions? The
arguments in favor of retenti local functions by the
cities are many. In the fir , as Professor McBain

stiggests, the cities are a thit.

functions so essentially local that Lin_-ﬁ should give the

Congestion of popul 15}he essential premise of city exist-
ence. Out of this isc™irise economic and social problems
that are manifegh®yI®glized. The c¢ity, in consequence, iz a
more or Iess g nit of government. It i3 a far more
logical unit 15%a state of the American Union: it is even
more logfayt many of the matural units of the world, . . .
It m impossible to define ‘with precision which of the
prub%v government within a city are inherently local in
\ © It seems, nevertheless, beyond dispute that there
thblems that are peculiarly local. This is recognized to
Mxtent in the naked fact of ineorporation, in the mere in-
vesting of the eity with legal persomalitv.*

Another argument, as advanced by Mr. Bryce, is that
VKL H, Porter, County and Tomwnship Government in the United States,
Mew York, 1922, 1. 37.

*H, L. McBain, American City Frogress and the Law, New York,
1018, p. 1.
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| home rule is the school for democracy; he says: © Where it
[the town] is of native American stock, and the number of
voting citizens is not too great for thorough and calm dis-
cussion, no better school of politics can be imagined, nor any
method of maraging local affairs more certain to prevent
jobbery and waste, to stimulate vigilance and breed content-
ment," *  This argument would not hold, however, for a
unit of government larger than the town, as there is then t
danger of the interests of the citizens being so diverse gg t
lead to factions and disputes. Furthermore, as the 3
of foreigners within any unit grows the advantag home
rule become more doubtful, since ignorance of anguage
makes these foreigners easy prey for demagNeNG.*
Professor Beard adds as a third reason fn%ne ritle the

fact that state control often means t‘t rural legislature
tries to deal with urban problems.

The state lepislature is unﬁ%%um contral over mat-

ters which affect only the dw. large cities. It is com-
posed mainly of countrym dents of small towns who
are not familiar with th ements of urban life . . . there
are a number of pur Qmmj problems which cannot have
any considerable 1 s %ot people of the state at large®

"On the uthe@d there are many arguments against home
rule. The% st of these, as Professor McBain points
uut is th city of the cities to rule themselves. “ By

e capacity of the city for self-government is
dﬂuht] eaqured directly by our capacity as a people for

creating and operating democratic institutions.” * A second
argument is that

V1. Bryce, The American Commonwealth, New York, 1022, p. Gor.

2 1dd., pp. Gor-z,

P A, Beard, American Government and Politics, New York, 1010,
o4,

* McEain, op. cit., D. 4
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There are few, if any, purely municipal functions which do net
have an interest for the state as a whole.  Lf the city wishes to
establish water works it must go, sometimes, as New York City
has gone, a hundred miles or more into the country, and must,
therefore, secure watersheds by state concession.’

Furthermore, state interest is involved in many health prob-
lems that are handled by the city, as health affects the whole
population.

Mr. Webb brings out many more arguments geaiNN home

rule, He feels that the \

poorer localities need aid to prevent the cc& government
falling upon them as a crushing burdeg; he smmller au-
thorities require the counsel and infnrlﬂ% of wider experi-
¢nee; that neglipent and apathetic gaghorag®s have to be incited

to bring their administration u e fational minimum that

is called for by the interests gt untry as a whole, and that
all local authorities are bé an entirely independent audit

of accounts.®

Another count 15t nome rule is found in the history
of graft and leNn local finances, It is only necessary
to mention e Wmes of such cities as Chicago, New York
or Phila ago call to mind glaring instances of such
questi actices. Local governments séem prone to
Exc% limits, make unauthorized expenditures and in-
(5 R sonable debts, even though legal, for the next ad-

1Nration to pay.
hether the localities should perform certain functions is

as these arguments bring out, a question fundamentally of
what is best for the people. That there is no inherent right
of self government was set forth in a decision by Judge

¥ Beard, op. ¢, p. 704.
1. W, Grice, National ond Local Finance, London, 1gio, Introduction,
5
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Cooley in 1871 in the case of People vs. Hurlburt.' In com-
menting on the case, Judge Dillon says * It can be stated as
a general proposition that, in the absence of special consti-
tutional provision; there is no right of self-government not
subject to legislative control.” *  For purposes of this paper
the important question which arises from this discussion is
a query as to just what a local function is. With therapid
changes in economic life it is difficult to say what is generally
accepred as a local function and what is not. Many fu
tions formerly local seem to be assuming state, if
tional dimensions. The maintenance of schools !& -
inally, to a large extent, a local function, althggeh
tional government granted land for education Al Dd:l}',
however, it has become both a state and | function.
Many of the educational institutions istifictly of state
character and should be taken care o he state revenues.®
Again, the state is taking part by ffn £ certain minimum
standards which drain the ]Un:ai tes. It is demanding
igks general outlines of the
course of siud_v. the ty p:, ooks to be used, and minimum
salaries for teachers. meet these expenses the states in
to the schools either as a subsidy
taxes, The function is no longer
controlled or loeally-Ananced.
e of public safety, originally a local fune-
asy and rapid means of communication and
1, become a matter of state-wide concern, Al-

example, police control i5 in the hands of a commissioner or
board appointed by the governor of the state, and most states

''24 Michigan 41.

1 1. F. Dillon, Commentaries on the Law of Mumicipal Corporations,
Boston, 1911, p. 154.

*G. F. Shirras, Public Firanee, New York; 1024, p. 87
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have a state constabulary, state control is by no means
general.

Control of public works and utilities, such as streets, parks,
docks, sewers, terminal facilities, gas and electric light plants,
street railways, subway and elevated companies, is: still
largely a local function, but is becoming more and more a
matter of general concern, as is shown by the numerous state
public service commissions. Even charities an corrections
are becoming functions over which there is

More recently the planning and executi way svs-
tems has become a state function. P’m%—l axey recom-
mends classification of highways wi g state paying for
primary roads, sharing the expense econdary roads with
the local governments, and a un§ system entirely fin-
anced by the county with th e highway department sup-
ervising all, and having r to make necessary repairs
to even the strictly loc and to exact payment from
the county for suche fures.” This method assures the
road-users of go th highways in towns and villages;
ich are largely of local interest, are still
a local resp » at least in part, but cannot be neglected,
as there g supervision.

Thg yslrations are sufficient to indicate that there is

e

no_cwgf-cut line between local and state functions. Both
%. rs Shirras and Bastable suggest that matters of gen-
neern should be under the control of the central pow-

Qrs. while matters of local concern should be under the o=
rol of the local powers. They add that when great skill and
intelligence are required, and when unity and uniformity of
action are desired, central administration may give befter re-
sults. If the case is one which does not demand great skill,

but does involve local diversity and free adaptation to local

LIRSS o S,

—— e —

T

VC G Maxey, County Administration, New York, p. 128
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requirements, the local administratien offers an advantage.’
Professor Lutz, in commenting on Professor Bastable’s sug-
gestion, says that in modern economic life there is no clear
demarcation between matters of general and local concern,
and very oftén both elements are present in a given situation.
He believes that other things, such as relative efficiency and
relative resources, should be considered, and he adds that the
task of supplying our modern public demands is so great that

it requires the joint efforts and resources of central and loe
governments for its fulfillment.®

It is not the purpose of this chapter to attemp@
ec

whether home rule as a prineiple is better than trol,
nor to say what are state functions and wha oval; but
rather to point out that here are many expens functions
which the local units are still expecte erform.

Tt might be more efficient to lransx me of these func-
tions to the state for administratidfgm Which case the juris-

diction which is most emciusg ting the newer taxes

would also be responsible rng out the inereasing ex-
penditures which are 1 ry. To transfer the expendi-
tures merely because ity to pay the bills seems to be a
doubtful solution gfig Nean hardly be upheld if the political
impracticabilit ifconsidered, while so many people be-
lieve with% ryce that local government is the “ school

of demogr

Q SOURCES OF LOCAL REVENUE
TheNare several ways of meeting the local need. One

of the most ohvious solutions would be to remove the legal
restrictions in the form of debt and tax limits which the
state imposes on the municipalitics. The debt limit and tax
1, F. Bastable, Public Finance, London, 1003, p. 114 Shirras, ef. gk,
7. 88,
2 H, L, Lutz, Public Finonce, New York, 1024, pp. 116-5.
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limit were mentioned above as phases of staté control over
local districts, and they are regarded by the city, county, or
town officials as a serious curtailment on their powers to
raise revenue. It is true that the fixed limits are the results
of quite arbitrary legislation. There has been considerable
agitation against tax limits wherever the revenue received
under them is inadequate to satisfy local desires. This agi-
tation has brought results. About one-half of the states in
the United States have made their tax limits highqNduring

the last decade; although they have not done h them
entirely, There are only four states, Lo&

, Maine,
New Jersey and New Hampshue wh doMot have any

tax limits in their constitutions. fehave them in a
few of their city charters. The d;mger tax limits is that
they may cause the municipali@gsYo cut expenditures arbi-

trarily; or to accumulate dehts\' owever, the taxpayer feels
that they are a protectio tvery high taxes on real

estate, They have not d the amount of protection
hoped for, but they hagWigdced the local districts to get their
revenue from a la number of sources.'

In order to possible for the local governments to

meect the ingfe r need for revenue, various other methods
have hega® sted and tried. In some cases the states
have tQmmplcte separation of sources, leaving certain

tably the general property tax, entirely to the lo-
a?|n some, the state has set rates for locally-adminis-
taxes, €. g. New York mortgage tax, thereby making it
Msible for the local districts to use a higher rate than they
could make effective if the rate were merely local.  In other
cases the states have been giving the local districts subsidies.
Another method 15 to share the state-administered taxes,
Most states have no single, clear-cut system, but a fusion
of these four methods.

S0ul

! Newcomer, of. citi, pp. -0
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Separation of sources, which divides the sources of rev-
enue between the state and locality, allowing the local dis-
tricts to collect all revene from certain sources, is principally
an administrative reform. It was originally adopted to
avoid the evils of the property tax. One difficulty experi-
enced in deciding which sources should go to each authority
has been that the most efficient unit for administration has
not necessarily been the one which has need of the revenug
and in the United States administration and use have tegde
to zo together. Separation has been determined la
administrative efficiency. For this reason separati
means that the state gives up the taxation of g
erty, perhaps withdrawing certain classes of tate prop-
erty or intangibles from the local tax bage. Igpal taxation
of property may not be more efficien n state, “ but as
long as administration and use arego ed it would seem
the only feasible division.” * T 1:% ing advantages are
generally advanced for separggio ources: first, it would
lead to home rule; secon ghon is in accord with the
natural division of goy ntal activities and follows the
principle already lai w1 the separation of national and
state revenue; thi ration would bring improved ad-
ministration, 4 Nemove the conflict between eity and
county, and tend to equalize assessments, or at least
eliminate L%s dvantages of inequality; and fourth, it
would ¥ the burden between different types of prop-

y disadvantages are, first, that home rule will be
encourad®d, but that it is undesirable; second, that there is no
relation between division of government activities and col-
lection of taxes; third, that diversity of interest is not re-
moved; fourth, having removed the state property tax the
state has also given up state assessment, and local assessment

M. Newcomer, Separafion of State and Local Revemnes in the United
States, New York, o1y, p. 16,
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is not satisfactory; fifth, separation leads to wastefulness
when it results in a large increase in corporation taxes, since
people do not feel the burden, and therefore spend more
freely; and sixth, that, there is no elastic state tax.'

In her study in 1917 of separation of taxes in Delaware,
Pennsylvania, New York, Connecticut, New Jersey, Ver-
mont, West Virginia and California; Professor Newcomer
reached the following conclusion:

There are no advantages to be derived from comgalg paration
of sources which cannot be derived in ot cand there
iz little likelihood that it will become a perfaNgnt Yeature of any
state’s system ; buf as a transitional stap@eg the’movement from
the general property tax widely applidN t¥classification for tax-
ation it will doubtless play an importaty part.?

The California Tax Co @{ﬂn of 1928 reports on re-
sults in California, aft x ey of separation of sources
in that state from 19 %28, and says: " The conclusion
is inescapable that, Nthoygh the adoption of the plan of sep-
aration of suurQi ing about a substantial improvement
as compare hNie situation which existed previously, the
course chpsdtar from being ‘ the one feasible pathway to
tax rei s proved to besa blind alley "."
ssf Seligman, in his consideration of fiscal relation
al and local government, discusses separation of
wegls as follows: “ Tf by separation of source we mean
. the liberation of the state from dependence on the locally
ssessed property tax, there can be no valid objection to it." *
This is a broader interpretation than we have heen consider-

Y ibndl, ppoo18-24.

T Ibid, p. 10T,

1 Final Report of the Californic Tax Commission, Sacramento, March
5 1620, p. 52,

! Seligman, of. cit,, p. 667.
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ing: “ But if by separation of source we mean absolutely dis-
tinet sources of revenue for central and for local purposes,
with no possibility of the state sharing some of its revenue
with the localities, the project is by no means beyond criti-
cism.”* His first objection is the fundamental one that
complete separation of sources might put into too bold relief
= division which does not exist in actual life, and moreover,
may sometimes introduce fiscal embarassment, as the sources
may yield too little in any one year to one or the other
the units. Furthermore, there is no convincing reason

the surplus of one kind of revenue should not be ufg %
make good the deficit of the other. “In short, Wwhilthére
is much to be said for the principle of separatjor urces,
correctly interpreted we conclude that in the SWa¥ sense of
the term it is in need of being supple d e other prin-
ciples in order to secure a well-ro Iqlﬂsml system.” *
There are, for example, many co & xes, particularly
public utility taxes, which are r‘%icienﬂy administered
by the state than by the lo istyet, and which should be,
therefore, state-administ ¢aes, DBut at the same time
the locality should sha revenue from this source, since
the local district neghs NE money, and the locality contributes
to the value of s ogorations.

p¥nt of view, state-administration of
es may well be considered the next step

followin aMtian of sources. By this method the unit
whi t efficient in levying the tax may administer it,
and at same time some rough attempt to meet state and

local need may be made in the distribution of the revenue or
the revenue may be retained where collected.

Before considering the state-administered locally-shared
taxes in detail there are two other methods of supplementing

1 Ihid., p. 667,
2 ibid,, p. G668,

e — e — — R
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ing: ““ But if by separation of source we mean absolutely dis-
tinct sources of revenue for central and for local purposes,
with no possibility of the state sharing some of its revenue
with the localities, the project is by no means beyond eriti-
cism.” '  His first objection is the fundamental one that
complete separation of sources might put into too bold relief
a division which does not exist in actual life, and moreover,
may sometimes introduce fiscal embarassment, as the source
may yield too little in any one year to one or the other o
the units. Furthermore, there is no convincing reasg

the surplus of one kind of revenue should not be @
hile

make good the deficit of the other. *° In short, ere
is much to be said for the principle of separati %ﬁumes,
correctly interpreted we conclude that in the st™e? sense of
the term it is in need of being supple d by other prin-
ciples in order to secure a well-ro fiscal system.”*
There are, for example, many carp% taxes, particularly
public utility taxes, which are mNe &¥ciently administered
by the state than by the locghONgtridt, and which should be,
therefore, state-administe axes, But at the same time
the locality should shar ewevenue from this source, since
the local district nee money, and the loeality contributes
to the value of & rations.

Accepting t ot of view, state-administration of
locaﬂ}'—shar% may well be considered the next step
followin r‘ ton of sources. By this method the unit
whir:h@s efficient in levying the tax may administer it,
and at thFame time some rough attempt to meet state and
local need may be made in the distribution of the revenue or
the revenue may be retained where collected,

Before considering the state-administered locally-shared
taxes in detail there are two other methods of supplementing

1 1bid, p. 663.
2 Ikid., p. 668,
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local revenues which should be mentioned : namely, locally-
administered taxes for which the state fixes the rate, and
subventions from the general revenue of the state. Pro-
fessor Newcomer made a study of the amounts received by
the localities in the United States from these two sources,
and found that the proportion of total local tax revenue from
state-controlled local taxes was .7 per cent in 1925, a con-
siderably smaller proportion than in 1902 when these taxes
furnished 5.2 per cent of the local tax revenue.t TR control
is necessary for uniformity in local busmﬂss \ pational

licenses, and in poll taxes, and makes ava the local-
ities on an equal basis sources of tggatioN which would
otherwise be difficult to administer. ess license tax,
if high in one town and low in anotherNg¥ght cause the busi-
ness to migrate. A state-wi ntrot of such a tax would
make this method of evasion ssible, and permit all towns
to charge a higher rate% ey could otherwise. Such
taxes cannot, however, B idered a large or vital part of
the tax system. N2} been increasingly true since na-
tional prohibitior taken away the liquor tax, which was
one of the m chutive of these taxes.

Loeal s may be increased through subventions
which lg#rer part of local revenues than either state-
admi@u taxes or state-controlled local taxes. How-
evl MY retain the same relative position in the tax system

ﬁn in 1902, having been 7.6 per cent of total local tax
Q‘v ue in 1goz and 7.4 per cent in 1925.* They tend to
Id their own, while state-controlled local taxes have a posi-

tion of decreasing importance and state-administered taxes
have a position of increasing importance. Subventions may

L Neweomer, * Tendencies in State and Local Finance, and their Rela-
tion to State amd Local Functioms" Political Science Quarterly, March,
ol axxxill, no. 1, P13

Il peoad.
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be considered dangerous by advocates of home rule,—per-
haps even more dangerous than state-administered locally-
shared taxes, for as Professor Newcomer points out

The control exercised by the state through this means is often
more far-reaching than the amount of money distributed indi-
cates, since local districts are often required to achieve certain
state-dictated standards at their own éxpense before receiving
state money, and the eost of achieving these standards usua
far exceeds the amount of the subvention. The subventi
eonsetjuently, a powerful agent of control?

The one other method of securing adequate e
the lacality is the use of state-administere
taxes. These are growing in number and yi
these taxes that are the central subject chs

LI, o, 23, \




CHAPTER I

STATE-ADMINISTERED LoOCALLY-SHARED TAXES

DEFINITION OF STATE-ADMINISTERED LOCALLY-SHARED
TAXES

In deciding just which taxes should be include@\in this
stucy it has been necessary to place some rath rary
limitations on the definition of state-admighsiNg® locally-
shared taxes. The variations in methods ‘ot \glléction and

ways of distributing the revenue weres rous: that the
test had to be clearcut and daﬁmte tate-administered

locally-shared taxes are taken to se taxes which are
collected by the state and the 1 ds of which are then dis-
tributed, at least in ]}arL t 2 divisions without losing

their identity as the yie
taxes which are locall
such close r:ontml
hills sent cmt

c1ﬂa: taxes, and also those
tﬁcl but over which the state has
er the state checks the actual tax
s sending them out, or checks the in-

dividual re even receiving the money and making the
distributj e local districts in some instances. In
other 5, Whe state 15 taking such an active part in the

ion of the tax that lack of local interest in one
I@:]! not let those liable to such a tax in that com-
v escape. 1 hus, the motor vehicle taxes, although in

1y cases collected by a county official, are included if the
state checks over the receipts. The Towa license tax on
those selling cigarettes is included, for although the license
is issued by the city or county clerk, the state treasurer in-
spects the books each month and gives the stamps sold to
the city clerk.® On the other hand, the Kansas tax on

Viotoa Staintes; 1927, cho g8, po248:
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“money and credits ” is excluded, since the county clerk
computes the tax and puts it in with the personal property
tax.! This tax is divided between the state and county, but
it is essentially a locally-administered tax. It does not meet
the definition of state administration in that if a locality
becomes careless in its collection, the state does not collect
the tax.

Another group of taxes which it has been necessary to ex-
clude is that group whose yield is spent for specific p
poses in the locality where collected, but where the e;
ture is actually made by state authorities. Such s&

North Carolina motor vehicle tax, where seventy perNgnt of

the revenue is spent in the county where collget roads,
but it is spent by the state highway commissiNgd.* Tf the
money is given to the county to spen e t4C is included,
for the county still has some control e money returned

x :xpenditure after-

to it even though the state chegh®
wards, as in the case of the N; “girke motor vehicle tax,

" for the construction of
ved by the State Highway

where the county spends the

county and town highwa
Commission .0
These taxes diff om” subventions, even when the use
of the proceeds is@:d in detail, in that amounts received
by the local d¢ epend on the yield of the tax and not
mined standard of need.

L as the test for a state-administered loeally-
Jsufficient state supervision to insure that the tax
is propggf collected, together with actual local dishursement,
whatever the <tate regulations, the author found 14z such

taxes in force after the 1929 legislatures had met.  The fol-
lowing material is based on a study of these taxes. Appen-

e
4

L Kansas Statutes; 1927, ch. 326, po 528
T North Caroling Statutes, 1021, ch. 5, p. 67
Y New York State Statutes, 121, ch, 580,
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dix T gives all legal citations nsed in studying the develop-
ment of the taxes. That there were numerous changes in
the bases used, in the rates levied, methods of collections, and
bases for distribution will be seen from the frequent changes
in the laws noted in appendix I. There were other changes
which were not noted because they did not seem to have di-
rect bearing on the present problem. The date when the
tax first assumed this particular form, f.e., a state-adminis-
tered locally-shared tax, regardless of whether it was\N\gew
tax law or amended tax law, is used as the da ax
throughout the present study. t\

THE FROBLEMS QF STATE-ADMINISTERED WJ.V-SH&RED

there were seventeen
such tax laws, most of whi on corporations. The
greatest increases came fr on, as the motor vehicle
taxes became more im In the last decade the larg-
est number of cases appeared in the gascline taxes, and
the common cargg is becoming more and more impor-
tant. On Jar , 1930, there were in all 142 taxes which
were state-ggdNghigeered and locally-shared.

In @ tMese state-administered locally-shared taxes
there % ain lines. of inguiry which have been uppermost
in tN s mind : First, why has the tax been returned?

% what proportion is returned, and is this proportion
teN#Mg to increase or decrease? Third, is the revenue re-
apportioned, i.e., returned in whole or in part on some basis
which distributes it to a locality other than that from which
it was collected, or is it returned to the locality from which
it has been collected? Fourth, does the state make special
requirements when it returns this revenue? Fifth, what
control is obtained through the requirements laid down for

has increased steadily. Before

TAKES :
The number of statt-administegac -shared tax laws
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TABLE I=

Historicat, DEVELOPMENT oF STATE-ADMINISTERED LocALLy=-SHaRED
Taxes, SHOWING THE DEVELOPMENT In Dirrerext Taxres

1000—1020

™

Maotor Transport

Corporation
Yehicles

Gagoline
Common

1o | =2z

Ll B TE T R T
[
Bl Ciag

* The date used for these taxes W the)date when they first became
state-administered locally-shareg sl See Appendix L) Many of
them had been in foree bef Qt had not taken on this form. Tax
Liws repealed before Janu O, are fot included.

the use of the sh eprnedr  Sixth, is the revenue sub-
stantial enoughdo EN the local district any relief? From
these differef™imN of inquiry the influence of this fiscal de-
vice on th alily should be ascertained.

Sta iMistered locally-shared taxes are increasing in
numbery along with them is increasing the control of
the state over local functions. The amount and proportion
which they are of the local tax revenue is shown in the fol-
lowing table:
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TABLE IIn

PrROPOETION OF STATE-ADMINisTERED Locatry-SHaren TAxEs
10 ALl Locan Tax BevExUe

Percentage of state-

Total local State admin-  -administered taxes to
Date tix revenue istered taxes:  total local revenus
(thouzands ) (thousands )
OB, oo o EThgiges 6,552 i
1012 eaens veens FA47,030 15,078 1
Y e 4,581,305 186,640

i T e 4020845 201,220 \r
8 Figures for ooz, roiz and 1025 from M, Newco " Tendencies

in State and Local Fimance and their Relakior
Functions,”" Polifical Seience Quarterly, March
Figures for 1028 compiled {rom state reports

Conference Board, Cost of G:rwmwQ the

New York, 1030, p. 103
% ¥ 5.6 per cent of all local
1929 could be obtained the

Aicreased, for there were twelve
20. The proportion that these taxes
sonue has inereased from .0 per cent in

xifl, 10, I, p. 13
National Industrial
nited States, 10278,

For 1928 these taxes w
tax revenue, but if figgre
amount would prob
new taxes added j
are of all local

1goz to 3 sent in 1928, It is clearly a growing
maovene

Thet N revenue from theése taxes is increasing, and the
SO this increase is largely new types of taxes. This

by the historical chart of laws and the following
of amounts and percentages of revenue by sources. In
2 the taxes were largely corporation taxes. In 191z,
although corporation taxes were still the largest single im-
portant source, the imcome tax and the motor vehicle tax
were rapidly coming to the fore. By 1925 the gasoline tax
had become another important source,
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TABLE IlTa

SOURCES AND AMotNTs oF Revexvg Receiven oy tme Lot DistricTs
FEOM THE STATE-ADMINISTERED Locativ-Smaeen Taxes

Sources Ioo2 1012 1025 1928
(in thousands of dollars)

A 5 15078 184,640 201,220

Income tax 1168 50,832 L

Corparation ‘tax 13307 27,300 g6z

Tax on intangibles .., 255 417 &)

Inheritance tax 33 720

Motor vehicle tax ... oos o246

Gasoline tax — a8 837

Miscellaneous taxes .. 0 I, 108

a percentage)
R e
Income tax
Corporation tax .. ..,
Tax on intangibles ...
Inheritance tax
Motar vehicle tax .. ..
Gasaline ta% couseress —_
Miscellaneous taxes ... —

8 Table; except for 1028, § - Newcomer, ibid, p. 18, 1028 figures
comipiled by the author,

Y 1928 figure is for icome tix only ; other years include both
personal and corporee J taxes,

The prim:Qea on for returning part of the taxes to
ften that of political expediency. As new

lecal dislr@

state taxNgwgdlire passed especially those such as some of the
inc pMaws, which take from the local district possible
SOUre taxation, the local districts demand compensation.
Professor Adams recognized this in his article advocating
the income tax in Wisconsin. He first expresses regret
at the necessity of suggesting a method of apportion-
ment other than upon the basis of equalized real estate
values, and continues “ But it is probably true that some lit-
tle modification of the latter method will have to be made in
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order to secure the consent of the rural districts to a reform
of the general property tax.” ' Although this suggestion
was not adopted in Wisconsin it has been used in Massachu-
setts. The 1916 income tax law of Massachusetts provided
for the distribution of proceeds to the local districts in pro-
portion to losses of revenue, but in 1919 a new law provided
for a gradual reduction of the amount of revenue returned
as compensation for loss and an increasing amount of reyv-
enue returned in proportion to the state tax levy.® G par-
ticular reason for returning taxes is especially in
the cases of the corporation, income and mot 'N taxes,
most of which are from sources which ’EI&HIEFI}' part
of the hasis of the general property tax\ M the case of
motor transportation taxes the local distrNyWas a strong case

on the basis of benefit conferred jyoadMuilding and main-
fenance.
Back of the political pres e by the local districts to

great need for increasing
revente, caused by t sing costs of government and
expanding governt | Tunctions. The amount of the
local property 5 Wready, in most districts, a cause of
continual disgtiN@ction on the part of the taxpayers, so that
the local ¢ s st look elsewhere for funds. The pos-
sibilitie oMfowing are restricted by debt limits, and the
]D(‘.&I% s of taxation are few. Consequently the local

get a share in these taxe

disx irn to the state for aid.

ther the revenue returned is a substitute for former
nue or is to meet growing local needs, it is seldom pro-

portionate to the needs of the municipalities, and involves all

the dangers of local extravagance. This is particularly true

b Adame, ¥ The Income Tax s a substitute for the Property Tax on
Certain Forms of Personalty im the State of Wisconsin,” Naotfona! Tas
Assaciation’ Proceedings, wol. iv, Ohia, 1910, p. 105,

i Statite Lowes of Massachusefts, 1010, ch, 314, p. 200,
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of the inheritance tax, which is in eight out of ten cases re-
turned where it is collected. The fact that the return from
this tax is irregular emphasizes the danger of foolish local
expenditure.  However, of the revenue collected in 1928
only $80,048,000 is returned where collected, and $181,-
152,000 is reapportioned in an attempt to meet local needs.
There are seventy-one taxes reapportioned, twenty-five of
which are corporation taxes, twenty-two gasoline taxes, at
eleven common carrier taxes. There is some reapporfion
ment of the other taxes, but not as much as with thesg \
states seem to reapportion the tax regardless of WO er Wi
states are returning it as compensation for loss caP rev-
enue; as in the case of the corporation taxes,& vhether it
t

[

is as an aid for functions for which the sta assuming
some responsibility.  The number of 1 ortioned taxes in
the whole motor transportation groupNg Wiirty-seven. The
fact that some of the motor tra ion taxes have again
changed form and are at presegt s ces entirely indicates

that the state ac'tminislraiiq cal sharing is a step to-
e

ward full state control o functions for which it is now
subsidizing the local Q‘w nts.

The basis whiel oW used for reapportionment is some
measure of nee 5. The total returns from twenty-
six taxes an of the returns from five more were reap-
portioned o ¢ measure of need for roads.  All of these
taxes \ r transportation taxes. Educational need
is for reapportionment of four taxes. Revenue
for schoMs is usually given to the localities by subventions
rather than by dividing the yield of specific taxes, since edu-
cational expenditure does not yield a special benefit to a par-
ticular group which can be reached by a specific tax. Loca-
tion of the specific classes of property taxed is the basis used
for sixteen and a part of one other of the taxes returned.
This is reapportioned in the sense that the money is not re-
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turned to the county in which the tax is collected, but where
the property itself is located. This is the basis of reappor-
tionment for most of the corporation taxes. The returns
from nine taxes, and part of the revenue of four others, are
based on assessed valuation of the local districts. Each
basis used for reapportionment has some good points and
some disadvantages.

In apportioning the revenue according to various eeds, the
states have used different criteria of need. Ins cases

the area of the county as compared to the ar whole
state is used; in some cases the lmputatm&

county as
compared to the population of the stat 1 most cases
of road taxes, the mileage of roads %ﬂumv as CoMl-
pared with total miles of roads in the Ytate. The area of
the county seems to be a very e measure of any need.

Teo a considerable extent p x n or motor vehicle regis-
tration seems to be a mu%t r measure of the need for

roads, and perhaps mjleaN %an even better measure.
The second met apportioning revenue is accord-

ing to the locati he property taxed. This method bases
its appeal on Q‘ 1at it returns the revenue to the county
which cou wreached the property itself, even though it

at the railroad tracks, telegraph or telephone wires
! are used as bases of apportionment) may rum
i i territory where the population is small and the
i Qda few. Another difficulty is that of allocating the prop-
' ty, especially in the case of intangible property.

The third method of reapportionment is based on the
assessed valuation of taxable property in each locality.
Here the state is definitely attempting what was hoped for
in separation, an increase of local assessment to full one hun-

dred per cent. Separation was not successtul, but as the in-
ducement is greater in division of yield it may become helpiul

nnght Q done it so efficiently. One difficulty lies in
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in raising local assessments. It has had, however, only a
slight effect in helping to equalize the assessments in New
York State in spite of the fact that the fifty per cent return
from the personal income tax has been on the basis of as-
sessed value of real estate since 191g. The Special Joint
Committee on Taxation and Retrenchment found in 1922
that there were seventeen towns with equalization rates of 11
per cent to 20 per cent, and one hundred eighty with equaliza-
tion rates below 51 per cent, whereas there were only twent
eight with rates over go per cent.' Mr. Compton, st

the New York tax system in 1929, finds the situ&\
changed.* Whether it accomplishes the end ingiew W not,

it is state interference with the local functio

Many of the new taxes make specific require
use of the revenue, There are seven ta% laws which
designate the use of the revenue, and€NG28 they controlled
revenues of $159,907,000, or 61 \cnl of state-admin-
istered locally-shared taxes. T f these taxes are cor-
poration taxes, fifty-five ag tog)transportation taxes, and
four are severance taxes, xes returned for a function in
which the state is ir te® tend to have specifie require-
ments as to their pfe, QAll but four of the motor transpor-
tation taxes ar igged, whereas only twelve of the forty-
three corpor: tdxes are allocated for a specific use.
Political {Mcy in passing motor transportation taxes
may expiN &fs.

‘T t Xhat so much of the revenue which is returned
hias deNgfte requirements for expenditures indicates that the
states, at least, think there are dangers in returning free rev-
enue. The revenue may well lead to local extravagance,

V New Yark Siale Joint Legislotiwe Commilfee on  Toxalion and
Eetrenclnent, Albany, 1932, 7. 115.

TR, T. Compton, ** Fiscal Problems of Rural Decling” Special Report
af the State Tox Covonission, Albany, 1930, p. 58
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particularly when reapportioned. It is well to note that this
tendency to provide for the use of the returned revenue is
definitely state control over the local functions: In cases
| where the revenue is small this is not serious, as the state
| revenue may be used for the designated purpose, and the )
local revenue which weould have been so used is freed for |
other local needs. But if the amount returned to the dis-
tricts with designated uses is large it can only mea
ing state control of functions which were formerl
. In order to determine the effect which th lent is
x locally-

having on the local units each Etﬂtﬂ-ad& f
shared tax has been studied separately. olhe tNeory and his- |]

tory of the tax is given in the chaptegs wing in so far
as it has any bearing on the present prop®ms. The reason
for réeturn is discussed, and t oportion and amount re-
turned, as well as the basis oNWch the return is made, are

Branted: Q 0%
Q.

increas-
il

£

—p——




CHAPTER 111

STATE-ADMINISTERED LOCALLY-SHARED CORFPORATION
Taxes

Tue failure of the general property tax to meet the prob
lem of reaching intangibles has become more import
the corporation has developed in the United States, &

ted!

the corporation be taxed and the securities exem Or
should both be taxed? And just how could, tl pora-
tion’s personal property best be reached? TasN n of the

franchise, taxation of corporate excess ageNtavMon Gven of
the real property when it extended thr& many local tax-

ing districts hecame problems Tequ] their solution a
wider assessment jurisdiction tha cal district.

At first it was assumed [ha@t‘poratiﬂn could be as-
sessed and taxed under the aMproperty tax by local offi-
cials. New York, in 18 ssed the first law which men-
tioned the corporatiog s lly as coming under the gen-
eral property tax. @ was modified in 1825 and 1828
to make it confe mNE closely to the general property tax.
Corporations classified and allowed various substitu-
tions for t %Iepending on the class of the corparation.
In gen real estate was taxed and in addition there
was ap ¥y tax on capital stock paid in, or secured to be
paid in, with the amount paid on real estate and the stock
owned by state or charitable institutions deducted. In all
the other states which taxed corporations separately except
Pennsylvania the same idea of adapting the property tax to
corporations prevailed.!

' Seligman, ap, ¢it., pp. 145-148.
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But this method was open to all of the difficulties of the
general property tax, and hence it was gradually modified by
many of the states.

The movement away from this original position has taken three
directions: (1) the property of transportation companies, es-
pecially railroads, has been assessed separately; . . . (2) eer-
tain classes of corporations, beginning with banks and insurance
companies, but gradually including the so-called public service
corporations and in not a few cases other corporatiNWg, have
been taxed, not on their property, but on ¢
supposed to represent roughly their taxable &paWNg®™ (3) all
corporations in general have been taxed by aNgniform rule,
according to principles varying more gr &1 the different
commonwealths?

As this new movement dev@;cl different measures of
taxation were used. In t xgrpuraﬁmns by the prop-
erty tax it became necess % elop new methods to reach
the value of the franchis taxing public utilities special
taxes were made t eculiar elements of each type of
corporation ; fopeNhple, taxes proportional to miles of wire
of telephon Q&ugraph companies and to amount of
premiumsT ArNinsurance companies.  And in the general
COTPOT; 1 various measures, such as capital stock, earn-
ings ividends, have been used as the basis of taxation,

sor Seligman reduces all of the various methods of

\‘ corporations to three groups; the taxes on property,
Qich include value of property, cost of property, capital
tock at par value, capital stock at market value, capital stock
and bonded debt at market value, eapital stock plus total
debt, both funded and floating, bonded debt, or loans and

capital stock according to dividends; the taxes on business,
which are on husiness transacted as shown by deposits (in

Vikid., pp. 1480,
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the case of savings banks), tonnage mined (in the case of coal
companies ), and so on; and the taxes on net earnings, gross
earnings and dividends. There are also the corporation or-
canization taxes and franchise taxes. Different forms of
taxation are used in different states for various types of cor-
parations, and as yet there seems to be little agreement as to
whicli are the best methods to use.

This brief summary indicates the different theories upon
which corporation taxation is based. The corporation
taxed on its property and is often taxed in excess of thegl
erty on the theory that it receives special rights and y{ii&n_
from the state. These two theories are hoth Rasic
franchise tax. Professor Seligman classifiesgtl
tax into three groups of franchises * the franch
iranchise to do, and the franchise to ac
or to enjoy a special privilege.” * 71 alue of the fran-
chise is measured in wvarious wa whether the state
taxes the corporate franchise as %ﬁd by property or by
income, the need of state a istrption is evident,

The local district may ax the corporation under the
lpcal property tax on 1 state and add a loeal franchise
tax to the s tate f ragyhisNor IISL some other local methods of
taxation. nd for its share of revenue from
the corporatlm 1are of the state tax. Tor in so far
as the stat tlwlr various tax laws, take from the
locality ax ‘of the property of the corporation which
the | ct might tax, it would seem just to have a por-
tion of WyfSe taxes returned to the local districts. Whether
irom a sense of justice or from pelitical motives, forty-four
of the corporation taxes in force in the various states provide
for such a sharing of these taxes.

., poo226.
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TABLE IV

PEESERT STATUS 0F STATE-ADPMINISTERED LOCALLY-SHARED CORPORATION
Tax Laws, 1gzob

DEVELOPMENT OF LOCALLY SHARED TAXES

—-
State

Low ficst
dividing

revenone

Alnbumn

Capital stock
tax 1919

Arkansas. Foreign fire

ingurance

gompanies
1ozt

| Foreipn fire
InSurance
COm panies
1987
|
Con= | Bank snd in-

nectionl | Surance coni-
panies 1601

Colorado

Florida Rail

(1)

1653

Foreipn fire

insurance

companics
18535

Foreign fire

insurance

companics
torg

Lonis-
iang

Jurigdiction
administering

p Comptroller

[

State Tax
Lommission

Insurance
Commizsion

State Auditor

5
Stare
State
Comptralles
State

Comptroller

L Btate Insucance
Commissioner

Siate
Treasurer

csignated
uzs

Tercentage to

ioenl disteict

Bazis of
distribution

Firemen's
relief and
prngions

Q@

Fire
:]er.rai:t—-

ages

10 to counties

A

5o to cities
anid towns

100 1o towns

|
5010 eounties
|

50 bo counties

50 to counties

07 tocities
End towns

100 tocities
and towns

‘ments

Propoction of
able property
TROrations
COuntics
rE COrpora-
tian does
business

| Where collected
|

Proportion

population,

each cily to
all cities

Residence of
shareholders-
non-residents
to town wheee
bank i3

Proportion of
raitroad track
in cach county
Froportion
miles telegraph
lines per county
Assesaed
valuation

Where collected

Where collected

b Laws examined through the meetings of the o2o legislatires,
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TABLE TV—Continsed

Law first
dividing
TEvenye

Jurisdiction
administering

Railroad
HImpanies
Iciyg
Telephone
and telegraph
ompanies
1880

Savings
banks 1585
Capital stock

EX 19144

|
Corporation

income 1919

Public
utilities 1865

Michigan| Steamship
companies

1911

150
Railroad
companies
Lgag

supervised by

Commissioner
of Corporations

Cornnliﬁiuncr
of Corporations

State Treasurer

steamsh®® | 5
COMIamn)
SN

State Tressurer

State Treasurer

Foreign

companies

1893 |

fire insurance |

County,
supervised by
State
County,

State

State Tax
Commission
State Tax
Commission

and Taxation

and Taxation

Designated| Percentage to
use

loecal” district

Basis of
distribution

Ao 1 per cent value!
of stocks held
in the towns

T per cent value
al stocks held
in the towns

| 75 to counties
I
50 to counts

or citicg
&304 1o :é

Qo\m
X shares

i i cities
nd towns

100 o1 shares
owned in cities
and lowns

{100 Lo counties®

50 o counties

Firémens' | 100 to cities
fand and towns

100 Lo taxing :
| districts |

Schools- | 50 to conntiess

Residence of
stockholders

Fesidence of
stockhol

&m‘:tﬂd

Resilence af
reholders®

Situs of
tangible
property of
corporation
Railway
COmpanies—
assessed valua.
tion; others—
residence of
stockholders
Residence of
shareholders

Port of Lail

Port of hail
Where collected
Where husiness

is transacted

Number of
schools in
county

alf na capitz_l.l stock is issued or outstanding, county share gots 1o
the county or city where the principal office of the company is located,

2 Divided again.
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TABLE TV—Continued

Taw first
Hinte dividing Jurisdiction® | Designated
| revenne admintstering use
New | Domestic and | Tax
Homp- | foreign fire | Commission
hire  |insurance com-
panies 1887
Hailrond and Tax
telepraph com-|  Commission
panies 1878
Savings banks Tax
1878 Commission
Building and Tax
loan associa- | Commission
tions 1503
New' | Railroad com-| State Board Schools
Jersey | ponies 1906 of Taxes
Fublie util- State Board \
iHes excepl of Faxes
railronds 1900 |
Additional | Stategioarm | i
public utilities|  «
| except rails
roads 1919
New  Domestic FATIGE Fire pro-
Mexico  forcigndre Department tection
insuran; » fandd
| I
MNew lme of State Tax -
Yark tions | Commission
\ o1
Ot
Savings State Tax .
banks 1026 Commizsion
National State Tax .
banks 19260 Commission

| 75 Lo towns

Percentage to
Ineal district

25 fo lowns

% 0 counties
m tax on

main stem and
franchise®
166 to taxing
districts

1060 to- taxing
districts

190 £o countics
cities and
Lowns

ﬂ}{_tn
counties®

100 et of
domestic hanks
| to counties,
Wew York City

and Bufialo

New York City
and Buffalo*®

100 Lo connlies,:

'r

[_{.'1355 af
distribution

Shares held
in town

Shares held
in town

proportion
to deposits
in towns
Where associa-
tion i= located

Proportion of
real and per-
somal property
it county
Property of
Company on
highways
Froperty ol
company on
highways

Proportioned

to population

of cach joris-
diction

Where tangible
personal prop-
erty of corpora-
tion is located;
if no tangible
personal prop-
erty, where
principal office
is located
New Yark or
Buffalo or
county where
principal office
is found
New York or
Buffalo or
county where
prinsipzl office
is found

= Divided again.
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TABLE. IV—Conifined

Law first
dividing Jurisdiction | Destgnated Parcentage to Basts of
| TEveEnye admintstering use logal disteice distribution
|

North | Bullding loan | Insurnnee . 25 to connties | Where associa.
Coroling | associations | Commission 25-to towns | ton s locared
19149 [

North | Domesticand | Insarance Fire de- | Soto cities, | Where cofted
Dikota | foreign fire Commission | partmenits |  towns and
Jinstrance com-| viliages
panies 188y

Okla- | Forewgn fice Insurance Firemens’ eollected
homn. insurancecom-| | Commisien redief

panies 1gog

Pennsyl- ‘ Foreign fice Insorance . too to cil.ir.> Where eollected
vanie' Ensurance com-| Commissioner ;

| panics 183

South | Foraign Insurance o

2 unties | Where collected
Carolita insurance com-| Commissioner c :
«

panics 1500

South | Domestic and | State SHpET- e o roo to cities | Where colleoted
Dakota | foreign fire  vision of Count and towns
ingurance com-  collection

panies 1587 I

Wash- | Bank tax and | . Counties® | In same propor-

ington | financial cor- p tion that personal
|poTaticng 1920 Propérty tax fs.

distribiuted

Wis-  Sireet rail e Qotate Tax z 20 to-counties | Where business
consin | and otherlEi mmissicn 65 to cities, is located
towns onid
villages
State 85 o cities or | Whare exchange
Treagurer towsns and is located
villages
Corporation State Tax 10 to countiés | Where collected
income 1911 | Commission 50 o cities
and towns
Foreign fire Insurance Fire de. 100 to cities | Where collected
insurance com-  Commissiones partments | and owns
panies 1920

B

Wyo- | Express com. | State Auditor . 50 to counties | Proportion of
ming | panies tgoz miles of line

% Diivided again,
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a2

The corporation tax laws were the earliest tax laws to
share revente with the local districts, thirteen such laws hay-
ing been passed before 1900. (See Table I, Chapter 11),
The movement is still going on, as New York in 1926 passed
two bank taxes which it shares with the localities, and Wash-
ington in 1929 passed a bank tax which it shares with the
lacal districts.

The types of corporations whose taxes are shared vary,
but the predominating kinds are the fire insurance ch\Npanies
and the public utilities. Fourteen of these lax pecifi-
cally for public utilities and fourteen are@msumﬂce
companies. DBut there are also seven hagdc tax®s, two build-
ing and loan association taxes, five geNgr corporation taxes
(three on income and two on ¢d yital ), and there are
two such laws for steamboa porations. The earliest
state corporation taxes to d locally to any consider-
able extent were the pytio#Myiltty taxes. The reason for
sharing the revenue Qig | be that much of the benefit
for which any cor, s taxed comes from the Jocal dis-
trict which it 5 / and therefore a portion of the tax is
rightfully i %. n the sharing of all the corporation
taxes excigNire insurance companies there is the added
Teaso t axing these corporations the state has taken
fropm N locality the right to tax tangible or intangible per-

wity)previously subject to local taxation, and has had to
Xﬂ P mends for what it has taken. In the sharing of the

e insurance taxes there is still another reason. These

axes are largely on foreign fire insurance companies, so that
it is a source which only the state can reach adequately, and
it is teturned to the cities and towns to help the fire com-
panies which are specifically a benefit to the corporations
taxed.

The proportion which goes back is usually at least fifty per
cent of the tax. Only three taxes, the Alabama capital stock
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tax, the New Hampshire railroad and telegraph tax, and the
New York domestic and foreign corporation income tax, re-
turn less than fifty per cent to localities. There are twenty
taxes which return between ninety-nine per cent and fifty
per cent, and eighteen taxes which provide for one hun-
dred per cent return to the local districts, The Maine rail-
road and telephone and telegraph taxes cannot be put into
any of the above classifications, as the return varies—one
per cent of the value of the stock of these companies held
the towns being returned to such towns. Nor
Washington bank stock tax fit into the above cl:
for it is divided between the state and the munieipaliNes i
which the bank has its principal office in pr ’-‘% to the
amount of the personal property tax which ca% these jur-
isdictions receives. The share of the r 1 is, then, a very
substantial ene, giving the localities larger portion of
these taxes which are shared. I the states returned
561,962,000 to the local districts corporation taxes out
of a total of $370,000.0 IPeted Thizs was more
than one per cent of to ocal taxes received from all
sources, and 23. p‘ pe1 all state-administered locally-
shared taxes. es are among the most important,
as well as the the taxes to be state-administered
and locally- sll '

The pr{}; hich goes back has been changed, in only
a few cas\ the North Carolina building and loan asso-
ciati e proportion returned has been reduced from

two-thiNgto one-half. As the rates have gone up a little
it may not mean less revenue for the locality.  Another case
where the proportion of the revenue returned has been de-
creased is the Wisconsin income tax on both personal and
corporation income, which has reduced the share returned to

! Financial Statistics of States, Bureau of the Cemsus, Washington,
1023, pp. 17, 64
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the local districts from ninety per cent to sixty per cent. In
this case the basic rates used remained the same although
thete have been soldier and educational bonus surtaxes and
there is now a teachers' retirement fund surtax with a max-
imum rate of one per cent.  Except for this small surtax the
yield from the tax is increased only by new corporations and
persons paying the tax, or old taxpayers paying on larger
incomes, hence, the revenue returned to the cities and towns
is less. When changes are made in the proportion rried
they seem to favor the state rather than the | tticts,
but the few changes which have actually (;.IX hardly
justify any generalization.

The proportion going back to the loc it es not tend to
follow the general rule laid down by the mittee appointed
by the National Tax Associatior repare a plan of a model
system of state and local taxatfg\ The committee suggests
in section twenty-eight of t rt that:

The proceeds of the prowgs usiness tax may well be divided
hetween the state ar thorities in due proportions.  Our

recammendation he states retain a proportion correspond-
ing to that whj evenues or expenditures bear to the total
state and | xpdaditures or revenues, and that the remainder
should Y ver to the taxing district in which the busi-

ted on, The details of the plan of distribution may
o state to state, but this general rule seems to us a
ry general guide.?

proportions given back certainly * vary from state to

etate ', but without any apparent relation to the proportion
of state to local expenditures.

The hasis for return does not follow regularly that sug-

i % Praliminary Report of the Committee Appointed by the National
Tax Association to prepare and plan a Model System of State and Local
Taxation,” National Tax Assaciation Proceedings, vol. xii, New York,
1910, B 456.
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gested by the Committee, for there are many states which
do not turn over the local share to the taxing district where
the business is carried on. The return may be made to the
locality where it was collected, or it may be reapportioned.
Practically all of the fourteen insurance company taxes are
returned where collected. There are four exceptions. One
is the New Hampshire insurance tax, which is returned on
the basis of situs of shares held, but as this is a tax on capi
stock it may be regarded as a tax on intangible pers
returned to the residence of the owner. In the se ;
Missouri, the tax on foreign fire insurance compdnidg is re-
turned, not where collected, but on the basis o umber
of school children. In the other two cases, \Xorado and
New Mexico, it is divided in proportion jQ popefation. The
situation with the fire insurance cos is still different.

Since most fire insurance compax% rganized in Con-

necticut and operate in other stgt& s foreign corporations,
the taxation of most of the ﬁ@u nce companies outside
of Connecticut is a proble ation of foreign corpora-

tions. In order to tax remiums of all of the branches
at an equal rate it is  to have state taxation. State
taxation allows adighedtax than would be possible if the
local districts among themselves in taxing these

corporation owever, since fire protection is largely pro-
%.I fire departments, it seems just that at least

vided by gt
part o % enue should be returned to the local districts.
SuN he bank taxes, such as those of Maryland, New
Hampsi¥e, and the two New York taxes are returned
where the bank is located as compensation for the property
exempted. The New Hampshire and North Caroling build-
ing and loan association taxes are returned where the assp-
ciations are located. The other bank taxes are reappor-
tioned. In Washington revenue is returned in proportion
to the personal property tax received and in Connecticut
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and Massachusetts it is returned to the residence of the
owner of the stock. In the New York law, however,
there is apparently also the idea of raising assessed valua-
tions, for the counties are required to reapportion the tax
among the taxing districts according to the assessed valua-
tion of the taxing districts. The Wisconsin corporation in-
come tax is not redivided, but goes to the cities and towns
where it is assessed and collected. The two state taxes on
steamship companies are also returned where the bifNgess is
conducted, as they go to the counties or towns

hail. ‘This makes nineteen of the farty-ft& -shared
1CEIONS.

taxes which go back to the original juri 1
There are, however, including the t\%}: taxes men-
§ :
¢

tioned above as reapportioned, twenty- poration taxes

where the local share of the t rexpportioned.  There
are two outstanding method returning these shares.
One way is to return the e jurisdiction where the

o the place where collected,
ethod if the tax is returned to
the local district t pensate for the property tax which
might have be i Most of the public utility taxes,
e.z., the Fl legraph and railroad, the Maine railroad,
telephon oraph, the Massachusetts telegraph, tele-
phone ailtoad, the Minnesota railroad, the New Hamp-
shi Nwad and telephone, the Wisconsin telephone and

property is located inste
which seems to be a QN

: & lway, the Wyoming express, the New Jersey rail-
@ Yaxes (i.e., the portion of the tax which is on the prop-

not used for railroad purpeses), are returned to local
districts in proportion to various measures of property of
the company in each locality, The Alabama capital stock
tax on all corporations and the Massachusetts corporate in-
come tax are also returned where the property of the cor-
poration is situated.
The second method of reapportioning the tax is according
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to assessed valuation of taxable property, and is undoubtedly
partly for the purpose of encouraging fully assessed valua-
tions. The Florida express company tax of 1903, the
Maryland capital stock tax, divided in 1914, the two New
Jersey public utility corporation taxes, divided in 1900 and
1019 and the New Jersey railroad tax on the main stem and
the tangible property, divided in 1906, are all of this type.

These are the newer corporation taxes, and would seem
indicate that although the older taxes do not change the

for redistribution, the desirability of bringing up 2
valuation is recognized in the passage of the na@;
shared taxes. The states seem to be taking an@wgreaMngly
active part in local affairs through reapportio 'Wse cor-
poration taxes, S

Another significant development in ame direction is
the increasing attempt to set minin Nr ndards. This is
most noticeable in the return of t fOr fire deparfments.
Since 1goo practically all taxes s from insurance have
been designated specifically, ens' pensions or more
efficient fire departments ¢ minimum standards set for
a city or town to get % nue have increased to include
an organized fire tNent, usually with an apparatus of
a certain value ig/or chemical engine. In Wisconsin
the law presc % minimum of ten active members of the
+:I|_=-1:::3,1-|:mvenItia1 these demands have been added in spite
of the f; e rate and proportion returned is the same
as it # 1as been for this tax.

The ONfer tax where use is prescribed for the returned
share is the Wisconsin income tax, divided in IgrEe If the
share returned is more than two per cent of the assessed val-
uation of the town, the surplus is to be divided among all
cities and towns of the state according to the school popula-

tion, and in each city $175,000 is to go for firemen,
There seems to be a decided tendency for the state to con-
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trol to a limited extent the functions of the localities through
the share of the corporation taxes returned. It is not as
definite a trend as in some other forms of taxation, but may
point the way to the further development of state-adminis-
tered locally-shared taxes.




CHAPTER 1V

STATE-ADMINISTERED LOCALLY-SHARED [NHERITANCE
TAXES

" THE inheritance tax today scarcely needs defense
1s found in almost every country: and the more de
the country, the more developed is the tax.” *  In (UnNed
States the inheritance tax has been used extensgagly W the
states, as well as by the national governments %ﬂesent
United States federal tax which allows cIeduc:%q the state
tax up to eighty per cent of the federal alees it maost ad-

vantageous for the state to have a t least equal to the
federal credit. Otherwise it is oiff revenue to the na-

tional government which might belong to it. There

are only three states, Ala ida and Nevada, which
do not have inheritance t as part of their state systems.
Nevada did have such ut repealed it in 1925. Flor-
ida and Alabama hgfe had inheritance taxes in the twen-
tieth century.

The inherit tax started as a tax merely on collateral
heirs, but i tended in many states to cover direct
heirs as Wl.elhe rates of many of these taxes went up
durin Adr and have tended to stay up, so that in 1928
the inheNgfince tax yielded $127,538,301, or 8 per cent of the
total state taxes.?

Professor Seligman states that the best defense of the jn-
heritance tax is that any addition by inheritance to the wealth

! Seligman, op, it p. 137,
* National Industrial Conference Board, ep. cit, pp.os-7
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of the individual increases his ability to pay taxes, and the
best test of faculty is revenue of the individual. This chance
increase in his revenue increases his tax-paying ability. An-
other strong defense which has been used for centuries is
that the individual should pay for the privilege of inheritance.

The accidental income argument regards the inheritance tax as
a personal tax; the privilege-of-inheritance theory repards it as

an impersonal tax. . . . The one theory results in thqmposi-
tion of the tax on the share of the recipient; the T\ING OV,
while possibly leading to the same result, iz a ptible
of being interpreted as involving the imposi [ ™e tax on

the estate as a whole. The logical defenseedgr th® inheritance
tax is thus the accidental-income argumesg Nsubplemented by

the privilege-of-inheritance argument.? >

Although there is nothing i qustiﬂmtion of the/tax
which gives the local distr \ aim to a share in this
source, some of the inh %taxes are shared with the
local districts, 6

Most of the state s W€ taxes on the share of the estate
received, althon Q‘L’ states; such as Rhode Island, use
both types of few, as New York, have an estate tax.
The earltes ws on inheritance taxes were Pennsyl-
vania, I land, 1845, Delaware, 1869, West Virginia
1887 onnecticut, 1889."  All together, today, there are
fo g)state inheritance taxes, ten of which are state-ad-
: r&reui and locally-shared. The dates when these laws
ded for state-administered locally-shared taxes range
from 1804 for Ohio to 192¢g for Idaho. There was one be-
fore 1900, and there have heen nine since.  This would indi-
cate a gradual change which is still in progress.

I Seligman, of, cif., p. 136
¥1kid., p. 137, note,
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TABLE V

PRESENT STATUS OF STATE-ADMINISTERED LOCALLY-SHARED [NHERITANCE
Tax Laws, 1920

Liaw first I

dividing | Jurisdiction | Designated |  Percentage Basis:of
resenue | administering e to district distribution

f
1924 County super- : 10 to counties | Where collected
vised by State

15040 Inheritance Tax . & to counties | Wher
Commission X
1904 Parish, super- toa to parishea @ “Wgmle of

vised by State geho® children
‘ﬂn 12 years
of age
b
Eax [

State Where collected
Treasuree

N
State or County Seh to counties® | School needs
Treasurar |

County super- 5s tax paid by | Where collected
vised by State € estates of de-

| ‘cedents within
counties

~ |
635 of tax paid | Where collected
by 'eatates of
decedents in
countics

ed by State | sinking lund | and towns
of munigipal
| corporations:
Crne-half for
gendral
rEVENLES

53\ afity soper. | Owme-balf for | 50te cities | Where collected

South | 1913 Counly super- i 1ocof tax paid: | Where collected
Dakota | | ‘wized by State by estates of
| | decedenis in
| | countiss
[
Wis- | 1903 County super. . 714 to counties | Where collected
consin | vised by State I
| [

1 Divided again,
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For the most part there seems to be little reason why the
inheritance tax should be shared with the municipalities.
There is one state, Kansas, where the amount returned to
the county is given as a fee for aid in performing a state
function. The Kansas inheritance tax has been in the past
a locally-administered tax, but at present this law comes
under the definition of a state-administered locally-shared
tax. Although the county sends out the bill and collects the
money, the inheritance tax commissioner audits the \Ns and
no executor is allowed to consider the tax fin: Wil has
been approved by the state tax mmmissiﬂn&"\:, county
“ retains five per cent for the use of the cqguty, W compensa-
tion to the county for the services the r.%ﬁﬂers.” .
There are seven states, Ohio, WiscotN®N, South Dakota,
North Dakota, Minnesota, Ne rsey and Idaho, which
give a share to the county whe decedent formerly lived
for the use of the county. %&my be in the nature of a
fee, but in these seven casqnesfich statement is made.  For
instance, the Idahe t high became a locally-shared tax in
1929, has sections Qe law which insist on very close sup-
ervision by the litor who has “ full power and auth-
ority to ad r and enforce the law ™, and allows the
county to per cent of the yield “ for the current ex-
penses Qu unty .*
1% : two states where the law aims to improve local
Edt& | standards. Montana and Louisiana reapportion
according to educational needs, thereby aiding the
er counties and parishes. The inheritance tax, how-
ever, is still in most states a locally-administered state tax,
and in such cases as it has become a state-administered

locally-shared tax there seems to be no special reason for
sharing it.

! Kansas Statutes, 1017, ¢h 319, 1. 460.
¥ Idalho Slatutes, 1920, ch. 243, p. 450
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The proportions returned vary widely. Six of the states
return ten per cent or less, three, Ohio, North Dakota and
Montana, fifty per cent or more, and one, Louisiana, returns
one hundred per cent to the parishes. The total amount of
itheritance tax revenue shared with thelocalities in 1928 was
$4,612,000, or 1.8 per cent of all state-administered locally-
shared taxes. The amount the localities receive from this
source 15 increasing, as in six out of the ten taxes being con-
sidered the proportion has remained the same in spite of t
fact that the state rates have been raised, mostly by i
ing the steepness of the graduation. In three stat P&' -
portion returned has itself been raised. Northakow and
Ohio have doubled the proportion returned, agd nsas it
has increased, although not as much as in thN Bther two.
South Dakota is the only state to de e the proportion
returned.  If any generalization can \ ade from the three

cases where relative amounts goinglt ocalities have heen
changed, it would be that the tenM gt the state is to share

this source of revenue to a e)extent.
Only two of the stath;Imrtian the revenue which is
t

returned. The other urn it to the county or city or
town where the tayforfqnates, i.c., where the decedent for-
merly lived. and Montana, both of which use
the revenue fo ools, reapportion according to educational
needs. In% 13 the state divides revenue among the
counties § rtion to the number of teaching positions in
whic 16Ys were employed for a period of at least four
monthsNMiring the preceding year. The county superin-
tendents divide it again among the schools in each county.
In Louisiana the revenue is divided among the parishes ae-
cording to the number of children between six and eighteen
years of age. The poorer localities are decidedly aided by
these two laws, and thus there is some state intervention.

In preseribing the purposes for which the revenue is to be
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used there are three cases where the state does interfere to a
considerable extent. Ohio at first merely returned the tax
where colleeted, but in 1919 the reégulation became more
specific, and the money is returned to the city or town where
the tax originates, one-half to be used for the sinking fund
of town or city and one-half for general purposes. Louisi-
ana merely prescribes the use of the money for schools, but
in Montana the counties must divide the revenue according
to this very definite formula:

Within ten days after receiving notice from th N surer
of the apportionment made to his county, t unW superin-
tendent of schools must apportion the sa s Mllows: sixty
per cent among the several school distri %ﬂt high schools
and county high schools in proportion to total number of
teaching positions in which teach rere emploved for at least
four months during the precedi nol year; [This is the basis
for the original county distggBilg thirty-five per cent among
the several school districts N1 high schools and county high
schools in proportion t\gheYggregate number of days attend.
ance of all eligibl ilfrho attended for a period of not

greater than six % during the preceding school year in each
h

district schoo igh school and county high school; five
per cent amé@n istrict high schools and county high schools
1 1e: number of years of accrédited high school

in prop
work 'Qh stich district high school and eounty high school?
T\%ﬂf the states return the revenue with no other quali-

1 than ** for the use of the county " or ** for the gen-

funds of the county ".

In the state-administered locally-shared inheritance taxes
we find a few which reapportion the proceeds, The reap-
portionment of the tax according to educational needs ap-
pears in some instances. The dictation of use of revenue in
Montana prescribes exactly the minimum amount to be spent

L M ontang Statwies, 1923, ch, 05, p, 163,
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in the local districts of Montana. These few instances may
be added to the state-administered locally-shared taxes which
show increasing state control, although by far the larger
number of the inheritance taxes have no such provisions. [t
is, however, additional revenue for the counties in that it is
a source which they could not hope to tax, and imposes so
little in the way of standards.

It is questionable whether a tax from which the returns
are so irregular should be shared. The report of the m
tax: system regards the inheritance tax as a proper sogec
state revenue only.," When it is shared it may wel&t
local extravagance in the use of it, as the amo the
return is so irregular.  There seems to be Iitthﬁ ification

either in the theory of the tax or in the pragiical sghults from

it which should make it a tax adaptable is form of ad-

ministration, except, perhaps, a smalia it as a fee for
local collection,

L% Preliminary Report of the C ee Bf the National Tax Asso-
ciation on a Model Tax System,” I @t Agsoctation Proceedings,

&
N
Q




CHAPTER V

STATE-ADMINISTERED LocArLiy-Smarep Motor TraANS-
PORTATION LTAXES

to those of local government would in ea show that
the care and maintenance of roads arily a loeal
function. Graduafly the need of sMeN@dministration for
efficient motor vehicle taxation wasﬁ\‘ognizcd, and more

recently, as the state has assuQsome of the roadbuilding
functions, the growing n X ate revenue for highways
has added the motor tr n% on taxes to the list of state-
administered taxes.

Professor Pﬁer the underlying problems in these

MOTOR VEHICLE TAXES
A stupy of the functions of state govern X pposed
r&im
ri

words

It should that the people of a sparsely settled township
can leave ppriion of a main highway running through their
juriscly Wisuch condition that it is impassable, while large

pogMutiNgs on cach side of them are demanding a means of
d casy communication.

he ather hand, it is not proper that people of a sparsely
gﬂtﬂ township sheuld be obliged to go to the expense of huild-

hg a fine highway chiefly to accommodate the city population?

His particular solution is a classification of highways with
the state keeping up state highways and the counties and
towns taking care of the county roads. Whether or not the

1 Porter, of. cit., pp. 270-50,

66
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cost of highways has been divided according to this prin-
ciple, local expenditures have developed in most instances be-
yond the local districts’ ordinary resources.

Poll and property taxes may be, and often are, used as a
local means of raising road revenue,® but the obvious benefit
to motor vehicle owners from highway expenditure has made
the state taxation of motor vehicles for road purposes pe-
culiarly acceptable.

The problems of the motor vehicle are essentially tw;
eth century problems. At first it was a problem of g
or regulating only, and the earliest legislation was 1
registration of motor vehicles, New York pa the®first
law in 1901, and in 1603 several industrial s %owed,
Professor Martin shows the gradual change in% aws from
fees to taxes.

The revenue idea was almost enti \s ing from all the
earliest legislation. In most CH% tifle, fees were charged :

but they were barely sufficient &g coNer the cost of administer-
ing the regulatory measures

After 1909, however, jagNhe original laws, as they were
passed in those states ill lacked them, began to show
clear, though slowiyfe ing, evidence that legislatures were
becoming consci e possibility of making licensing of
motor cars the Q:m for collecting revenue. Growth of the
revenue ideals gR™rent from the increase in the average rates,
from the tNdege# to make the licenses annual rather than per-
itanes directly from the attempt to secure a Just dis-
tributio denced by the gradation of the tax on a hasis of
horse power.®

i There 35 ane road tax on property in Arizona which has: become a
“state-administered locally-shared tae” The rest of the romd ftaxes and

the poll taxes have remained ol taxes, althongh they are often state
contralled,

* Martin, “The Metor Vehicle Registration License,” Nuotional Taz
Association Bulletin, vol. xii, no. 7, April, 1027, pp. 13-,
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In many instances the motor vehicles have been exempted
from the property tax and taxed by the license alone at a
sufficient rate to make it an acceptable substitute for property
taxation. TFurthermore, the motor vehicle offered a means
of reaching the special benefits in the use of the roads, so a
heavier tax than on other property, or an additional tax, was
considered just. For the additional tax a method was
sought which would reach all motor vehicles and at the sanie
time be acceptable from the point of view of jgst The
numerous bases tried and the yearly changes ijng ws are
evidence of the difficulty of finding a satis(@a.x. (See
Appendix 1). The New York State ial ¥ax Commis-
sion of 1922 writes,  The process o rization has pro-
ceeded more rapidly than the theory of $=ation in this field,
and the practise of motor V{:I‘Qtamtiun has run beyond

the technical knowledge ne Xﬂ to the formulation of a
form of tax which would ntific and generally accept-

able.”* The theory ghi Committee used to justify a
motor vehicle tax road-users should pay for the
highways, just ; ‘@* have for the toll roads. That is to
say, they just tax on the benefit theory.

The staglsyhWe used different theories of taxation in
working” ™ or vehicle taxation. This accourts, at least
in N the different methods which have been evolved,

0 felt that roads, inasmuch as they add to all wel-

ould be paid for by general taxation, and that al-

ugh the motor vehicle may be classified in a special way,
should be taxed on value as other property is. The oppos-
ing theory used by enthusiasts for heavy motor fees is that
the road-users benefit to such an extent that they should pay
all costs (construction and maintenance) in a benefit or
license tax based on benefit for use, or damage to the roads.

I New York State Special Joint Committes on Taxation and Retrench-
ment, of. ¢il., . 1300
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Frofessor Bullock, in his comments on the report of the Na-
tional Tax Association Committee on Taxation of Motor
Vehicles, spoke of the evolution of taxation of motor ve-
hicles in Massachusetts,

A generation ago, when our states undertook to improve their
highways, and a well-designed and constructed macadam road
was the last word in highway transportation, it required in the
State of Massachusetts something like six or seven thousan

dollars a mile to build a state highroad of the best descripggn)

Then came along the motor car, which just removed the
of those state highways and blew it into the faces of &i ;
c

and pretty soon we were experimenting with improged suMaces
and spending, say, $12,000 a mile, just because h%ﬁr car
had come along. Then we looked around and W% * These
people are making us spend a lot of money weNould other-
wise not have to spend,” and we began i ing our registra-
tion fee, so as to make that pay a pa & t, of the damage
done to our highways and a part of ijlen that would other-
wise have been forced wholly erty owners, many of
whom did not own motor car pin’t use the highways that
way. We adopted definit ¢ benefit principle of taxation,
making people pay for 7 got, which was their right—
for stripping off the M of our improved macadam roads
and blowing it in g 'z face?

Still other gmt®take a middle view, and would have eon-
struction ceg d by the whole body politic and a license
neﬁt which should be sufficient to pay upkeep.

11t conceptions of the motor vehicle tax led to

rent types of base for taxation. In reaching the

motor vehicle as property, valuation has usually been cost
price or manufacturer’s list price.

According to Professor Martin the motor transportation

! Bullock, " Comments on a paper on Commercial Motar Transporta-
tion," Natienal Tar Asseeiation Frocesdings, vol. xxii, 1029, p. 521,
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taxes can be reduced in general to four criteria which mea-
sure the cost of or the benefit derived from the use of the
roads. These are, (1) number of miles the vehicle will be
operated; (2) speed at which it will be operated; (3) gross
weight of the vehicle; and (4) type of tire equipment. In
order to reach the first two of these measures a tax on gaso-
line is commonly resorted to.®  The motor vehicle license tax
can be devised so as to combine several of the, criteria.
North Dakota uses as the base for motor trucks,neA\Weight,
value, horsepower and capacity. \

As the theory and practice of motor veh% portation
developed it became evident that the sta ustto the larger
share of the taxing. Also, the states ying out tremen-
dous sums on roads, part of which thé%l should come into
their coffers through the taxa of motor vehicles. So,
although originally the cont \ huilding of roads, as well
as the functions of r‘:nilecﬂ% axes for roads, were local
functions, the mmpiu@ ching the beneficiaries made
it necessary for the dminister the tax. But the cost

of road upkeep o increased for cities and other local

units, so the ow is, how far should the state go in

taking ovegt netion of controlling and building the
|

roads ? the money be collected by the state and re-
turn whole to the local districts, or should it all be

ret the state?

@ﬁn, " Some General Principles of Motor Vehicle Taxation

onal Taa Association Bulletin, vol. xv, no, 7, April, 1930, p. 197,




TABLE VI

MOTOR TRANSPORTATION TAXES

7I

PRESEXT STATUS OF STATE-ADMINISTERED LOCALLY-SHARED Mozoe
Vemicee anp Comamon Cappier Tax Laws, 1o2g

Basis of
distribution

Law first
State dividing Jurisdiction | Desigmated |Percentage to
revenue administering use loeal district
Alabama Motor County super. | Construction | 20 to cities
vehicle Tort | vised by State | of roads and | and connties
payment of
roaud bonds
Cali- Muotor Dreportenent of | County roads (35 to connt
fornia ' | vehicle 1913 | Motor Vehicles| and bridpes
Common Department of | County roads |35 to cou
carriers 1923 | Motor Yehicles| and bridges |
: A q il
Colorado Motor Secretary |County \ counties
vehicles 1913 of State ?. |
Common Public Utility | Mai e ’5 to counties,
carriers 1927 | Commission | gnd 3
| jiiE) [
in
Q:zuunﬁqs
Connge: | Common State Moo of | . 1 cent per |
ticat carriers 1027 | Egdaligtic mile for each |
mile traveled
in city, connty;
or town on
roads other |
tham state aid
and teunk |
I rovds
|
Florida | State Treasurer | County roads|zs to countics
vehicW 1911 |
Common Railroad County road (95 to counties
carriers 1929 | Commission bonds
Idshe |  Motor County super- | Tnterest and 0o
| vehicles 1013 \vised by Depart-| sinking fund | counties®

| ment of Law

Enforcement

for road
bonds and
roads and

bridges

FProporton of
f motor vehicles
repistered in
each county

Where collected

Milepge of
state routes and
highways as
estabilished by
state highway
department

Apportioned
according to
the highway
used in each
jurisdiction

Where collected

Propartion miles
traveled in each
county to tatal
miles traveled

Where collected

* Divided again.
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TABLE VI—Confinued
Law first
State dividing Jurisdiction Disignated |Percentage to Basis of
revenne administering u&e local district |  distrilintion
Lawa Mator County super- |County motor|64 to Eﬂuﬂﬁtﬂr Proportion area
vehicles 1911 | vised by State | vehicle fund of county to
area of state
Common Railroad Foads wsed | Bo tocities | Propostion of
carriers 1923 | Commission | by common | and counties | city and county
carrier ds to roads
ed
Kanzas Common County: super- . 8o \ poction of
carriers 1425 | vised by Sate (2] L % niles of road
m counties and
cities
Ken- ‘Motor State Tax . 5 counties| Divided equally
tucky | wehicles 1924 | Commission
Mary- Motor Commissionerof] St d 2010
land | vehicles 1916 | Motor Vehicles Haltimore
Common Public Service Sy NG 10a to In proportion
carriers 1916 Commiuiun( counties,cities| to miles of road
O and towns used in each
Michigan Motor Se Q’Cﬂnmwﬁon Six million | Proportioned to
wehicle 1915 e and maintén-| dollars to | fess from each
ance of roads| counties® county
Mis- Motor uper= |Roeads,bridges 100 to Where collected
sissippi | vehicle 1 d by State |and calverts | ‘counties
Montana Secretary i County 100 to Where callected
of State road funds counties
Me- Cognty super- | Koad drag- |70 to counties] Where collected
icl 101t | vised by State | ging funds
mEmnn Public Service County 100 to Praportioned to
carriérs 1025 | Commission | road fund counties route used in
county
Matar Fegistrar 17 per cent 4z to FProportioned ‘to
Mexice | wvehicle 1923 county road | countieg® motor vehicle
fund, 25 per registeation
cent schools
1 Divided again,
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TABLE VI—Centinued

Law first |
dividing
rersnue

State

Motor
vehicle 1916
|

North | Motor |
Dakota | vehicle 1911 |

New

York

Lihia | Motor
| ‘wehicle rg1g |
Common |
CATiers 1923

Olklz- |
homa

Motor
vehicle 1g15 |

Motor |

Ciregaon
vehicle 1913 I

Common
carriers. 1925

South
Caralina

Muotore
vehicle 1913

Motor
vehicle 1919

Jurisdiction
administering

Secretary
of State

Registrar

State
Treasurer i

State
Treasurer |

Diepartment | Constry

of Highways

Secretary
ol State

Designated |Percentage to
125 local district

County and
Lown roads

25 to
countisg

supervised by
State highwn}r!
commissinn:r;

County road | 30 per cent

fund lover #280,000]

o counties

4

Roads 5010 cities

OF ‘connk

| 50to
ialtr!m

Koads

i
e

60 to
oantios®

N

oh
NS, pre- [
ring high- I
¥, OF 08

and
Le

335 10

counties

counly court

Hoaid
Commissianer

County super-
vised by State

County super-
vised by State |
Et

deceaes |
Inlerest on 2¢ to counties
bonds, pre-

paring hizh-

WaY, Or a5

county conrt [

decress

Roads i 100, all col-
[ lected for use

|

| of county,
'gity and town
highways

Grading, (48 to counties

crossing, ete,

State highway o to counties
commissioner|

1ay designate,
roads I

Basit of
distribution

Wheee callected

Whisge oo

&mbcr of
melr vehicles

i area
Froportioned
to miles of
route traveled
in each

FProportioned
to amount
collected

Where collected

Proportioned
to motor
vehicla
ligenses

Proportioned
Lo miles of route
on each

Where collacted

Divided
equally

* Diivided again,




74
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Law first ;
! State dividing Jurisdiction | Designated |[Percentape to Hasis of
revenue administering use local districy | distribution
Texas Mator County super- |R-:m-:is super= | 17k cents | Where collected
vehicle 101y | vised by State | wised per horse
county power taxed
engineer plus 30 per
cent weight
fees o
counties
. Commen State County o0 up Ge® callected
carriers 1918 Highway roads #zo &
Department oM N
57
Virginia [  Common Tax Foads Froportion of
carriers 1923 [ Commissioner unfies county roads
to total
roads used
Wash- Maotor County super- 5 100 counties®| County where
ington | vehicle 1grg | wised by State :-. collectad

Before deciding
how far the sta)

states have

some cities Te

licenses @ t
vehi

. 'Mgaiu.

T

uld be done it is well to find out

N, personal property, if at all.

%ﬁan has developed., All forty-eight
tor vehicle taxes, so that although in

local licenses in addition to the state
most part the locality can only tax the motor
The amount ob-

t:—‘LKi this way for both state and local property taxes is
0% small proportion of the total amount collected from

orms of motor transportation taxation (in 1929 $140,-
000,000 out of $925,000,000) * that it is necessary for the
state to share its licenses with the locality if the local district
is to retain much of the road-building function.

Of the forty-eight states having state license taxes,

1% Gpecial Taxation for Motor: Viehicles, 1030," National Automobile
Chamber of Commerce, Washington, 1030, p. 3.
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bwenty-two share the revenue in whole or in part with the
local districts. In some cases the tax is collected for the state
by the locality, the state furnishing the license plates and
auditing the accounts. These have been included as state-
administered taxes, as they cannot be evaded even if the lo-
cality is lax in its tax administration. OFf the twenty-six
state laws not included in this study, seven have specific pro-
visions in the law that the money is to be used partially for
county roads, lateral roads, or county aid, but the revenue
either spent by an officer of state government or |
identity in being returned as part of a local subsidy@EINNs
derived from many sources.

The principle of sharing the revenue fron tax is
found first in 1911 when Alabama, lorida, ToWd Nebraska
and North Dakota all started it, The ritYof such Jaws
were introduced in the decade 1910 . The latest state

to introduce sharing was Kents%ﬂ g24." The local
11

share has been withdrawn in c stances. Arkansas,
for instance, divided the tax 10Y3, but in 1929 turned all
the revenue into the stat vy fund for administration.

To answer the que f whether or not the locality
should share the t an inquiry as to why the states
which share the re - Inthe states which no longer
assess the mo BMe for the state personal property tax,
seven mak urn to the localities; in the other six the
proporti whed varies from ninety per cent in Tdaho to
twent D\er cent in New York State. The variation
malke possible to say that exemption from the personal
property tax means any definite state policy as to returning
revenue except that the state in no case returns all of the
revenue. Eighteen of the states return the revenue where
collected, so it seems in the majority of cases to be an ex-
ample of sharing a source of taxation to which the state

LCE supra,pliaz
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feels that both state and local district have a claim. Two
states, Kentucky and Tennessee, divide the local share
equally among the counties, giving each county the same flat
amount. By this distribution the poorer counties are aided
hy the wealthier counties. The other two states return the
local shares by different methods, each of which 15 an at-
tempt to get at the needs of the loeality. Maryland gives
twenty per cent to Baltimore for ecity pavements; Iowa re-
turns it in proportion to the area of the county.

A definite trend toward state control of thi ¥ is
seen in the history of the proportion of the (@ h is re-
turned. Although six states have increase&pmpmrt{nm
six have kept it the same, and in nine sta t’e?upurtimn has
been reduced. Texas has changed fron rcentage return
to a flat amount plus a smaller which at present
gives the local districts a larg l}tq#mrt:u:un of the tax than
they had before. The redt the percentage to go to
the locality does not nec nma.n a smaller amount of
money, but it often mibgns ha,t the states are assuming a
larger proportion of@hg) ro% expense.  The present propor-
tions returned t s\gtes may be divided into three groups,
(1) those retyenNg ofe hundred per cent; (2) those return-
ing more th@f_ per cent and less than one hundred per
cent; an ) Mose returning less than fifty per cent.  The
returning one hundred per cent, Washington,
and Montana, formerly returned less. Of the

tucky and Ohio, have not changed the proportion; four,
Nebraska, North Dakota, Oklahoma and Tennessee have re-
duced the proportion returned. Tn the last group there are
eight states, three of which, California, Maryland and New
Mexico have not changed the proportion returned, but five
of these, Alabama, Florida, New York, Oregon and South
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Dakota, have decreased the relative amount returned.
Michigan and Texas have changed from a percentage return
to a flat amount. There has been a tendency as the motor
vehicle taxes become established to decrease the proportion
going back.

The actual amount of money received by the local districts
from motor vehicles and common carriers has, however, been
growing rapidly. It has increased from $905,000 in 1942
to $58,246,000 in 19235 and $67,020,000 in 1028. Thegr

portion received from the motor vehicle compared to N
local tax revenue from state-administered locflNshdred

taxes has also increased from 3.7 percentin 19 %2 per
cent in 1925 and 25.7 per cent in 1928, TheN 1%&35& in the
amount is the result of an increase in th rat% the license
tax, an increase in the number of aut iles; as well as.an
increase in the number of states legv he tax. In spite
of the fact that the proportion :d to the localities is
less; the actual amount is gr@ e proportion of rev-
enues which has been re th special directions for
spending it is also grepdeNGo that it can still be said that
state control withis of motor vehicle taxation is
growing.

Only one st; cky, returns the tax without any re-

quirement geying the spending of it. However, the re-
%ﬂe others that the money be spent for the
d

quiremengs
mainteg construction of roads may not have any im-
portact on county financing, as the county can use this
moeney 10r roads, and thus have free whatever revenue it
collects itself for other purposes. Tt will be only in case the
revenue returned for roads is out of proportion to the rest
of the county expenditures, or if the requirements to be ful-
filled are too numerous, that the county will be hampered.

There does seem to be some tendency to increase require-
ments, as the Alabama, California, Florida, Oregon and
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South Dakota laws, which at first hid no specifications, now
require that the revenue be used for roads only. New York
and Tennessee not only require that the money be spent for
roads, but they also demand that the state supervise the huild-
mg of the roads. In Tennessee the state may require the
county to match the revenue returned. Since 1924 Califor-
nia has required that the road work done with these funds be
reported to the state department of public works. So regu-

lation has increased, and although it may' ngt NNjously
hamper the counties in the performance of thi n, the
indications are that the state is tending to ovW the road

building function. That this is what i pwing is indi-
cated again by the fact that six state %ich were onee
divided are now entirely state-administyed and expended.
Arkansas, Georgia, Kansas, Nn@:am ina, South Carolina

and Wisconsin are returnin t\ ole revenue to state high-
Way commissions to admin% It is often on county roads
that the money is spent, DN i

All of the states ar
than formerly.

without any county control.
¢ vastly larger sums on roads

HMON CABRRIER TAXES

The r cpelopment of motor trucks and buses as a
means an¥nercial transportation has brought problems
diftgffe] om those of the motor vehicle as an instrument

i'qx‘ ponveyance of the person or property of the owner of
vMhiicle.  As soon as a charge is made for transportation

service hecomes vested with public interest.’ The motor
buses come into competition with the railroads which pay for
their roadbeds, and it is unfair competition unless the mator
buses pay a special tax for the use of the roads. The public
becomes interested also from the point of view of service and
charge made for publi¢ transportation. There are thirty-

'Hunter, “The Taxation of Commercial Motor Transpartation,”
National Tax Associntion Procesdings, vol, xxi, 1028, p. 18z
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one states where the common carriers are given special con-
sideration apart from the motor vehicles. In the preamble
of the act for the taxation of common carriers in Nevada
there is mentioned the benefit received by the user, and in
addition the valuable franchise, as the reasons for a special
franchise tax.

Whereas the operation of motor trucks and motar vehicles, at
frequent intervals, over the roads and improved highways of t
state, is known to rapidly destroy the said roads and im
highways 50 as to inerease the cost of maintenance of s

and highways, and in many instances to introduce

danger to the traveling public: and Whereas it is

the enforcement of good order and for the proMgt

and highways constructed by this state and the conMies thereof,
that the state spend large sums of money. he regulation and
supervision of such roads and highway! for the repairs to
damages done to said roads and | W ; and, Whereas, a
valuable franchise is given to eve rghn, association or cor-
poration who is permitted to uMthe highways of this state for
the transportation of prape M sons for hire in any estab-
lished common carrier, r passenger line, which may be
given a certificate of venience and necessity under the
laws of this state; ereas, this act is necessary for the
preservation of 1 ty and the support of existing institu-
tions of the § Nevada, the people of Nevada, represented
by the Sen ™ Assembly, pass a franchise tax on such
companies.

The rinciples, then, upon which the special common
carrier tax is levied are, first, for benefit in the use oi the
roads, and secondly, as a business carried on for profit in
which the state furnishes the highways as a vital part of the
business equipment.

By definition a common carrier would not include huses

! Nevada Stotutes, 1025, ch. 162, P 247,




80 DEVELOPMENT OF LOCALLY SHARED TAXES

running between fixed termini which do business for one or
two establishments; but in so far as the use of the roads and
the franchise given are practically the same, and very few
such buses are not common carriers, many laws do not dis-
tinguish between them.' Professor Bullock, in discussing
the justification of the tax for commercial motor trucks, in-
cludes all buses, whether common carriers or not.

In the first place these periectly good macadam road@ with a
hard surface that was sufficient to stand the suctio tires

on the rapidly moving motor cars, were knock x 5, and
we had to reconstruct our roads again. ['&‘nﬁ s for the
motor car] did not provide: the: sub-stru o g the wider
roadway needed for these enormous n %ks and motor
buses, with the resolt that we applied benefit principle
further and increased our taxes long the line, though we
had some difficulties in dealing he new class of transpor-
tation agencies. . . . Until \.\pnn these new agencies a
tax that makes them paya %harge for the improved high-
ways, they force us m@mct at public expense for their
parasitic industries know what the cost of transpor-
tation is; we dog v whether they are giving the public a
cheaper form mportation, to which the public is entitled ;
or whether ane giving a more expensive form of trans-
portatic Wt of which is camouflaged by giving them 4
subsi Qg’mund toll, in the form of a $60.000 highway to

oper nd then covering it up in the general tax levy on
)

ere are seventeen states which treat the common carrier
as other motor vehicles, The taxes in seven of these, New
York, Idaho, Kentucky, Tennessee, Mississippi, New Mex-
ico and Washington, are among the taxes already discussed
at state-administered locally-shared motor vehicle taxes. In

L Hunter, o, cit., pp. 201-2.
' Bullock; ‘op. cif., pp. 531-2.
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the other ten states neither the motor vehicle nor the com-
mon carrier taxes are divided. There are thirty-one states
which tax the common carrier separately, and of these thir-
teen have a tax which is state-administered and locally-
shared. This makes twenty laws by which common carrier
taxes are divided. The present discussion will treat only of
the thirteen where the taxes are separated, as the others have
already been discussed.
In the thirteen cases where the common carriersgar

treated separately they always pay in addition the x

tax, and eight pay the regular tax on motor vehid&L e
reason for this is not apparent in the taxes, as thwg ha¥e no
distinguishing features, but vary, as do the a % com-
mon carrier taxes, in bases for taxation, am%s returned
and dates of passage.

These thirteen laws are of compar Ny recent date, the
oldest being the Maryland law of ~and nearly all of
them are as recent as 1923 or late ey correspond to the
development of the commerg iyt and passenger carrier

which has gone forward ra r since the war. The basis of
the tax in most cases is @ e neasure which attempts to put

a franchise tax on yMe eMgiings of the commion carrier, the
basis being incopeN\Cigsmiles traveled, carrying capacity,
weight or earniQ

The local f the tax is returned in recognition of

the privile sing county and city highways. This is
§t¥d by the bases used for distribution.

revenue to the local districts, ten states make the
percentage definite. Three, South Carolina, Virginia and
Maryland, follow the benefit theory by dividing the revenue
between the state and the counties according to the propor-
tion of state and county highways over which the bus travels,
Of those returning a definite proportion, one, Nevada, re-
turns one hundred per cent; five, Florida, Towa, Kansas,
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Ohio and Texas, give back from ninety-nine to fifty per
cent : and California, Colorade, Connecticut and Oregon 'give
less than fifty per cent. In general it can be said that the
tax is one which is in large part returned to the local district.

The tax iz returned largely on the basis of mileage trav-
eled on county or city highways. Nine states, Connecticut,
Florida, Towa, Kansas, Maryland, Nevada, Ohio, South
Carolina and Virginia all use this method. This is reap-
portionment of the tax, as the business is taxed a\Njs main
office, and the money is returned according to
by prorating it on a mileage basis. Cahf (]regml
reapportion the tax, on the basis of thegropoWion of motor
vehicles registered in each county a?&ed to the total

number in the state, and Colorado an®¥exas do not reap-
portion it but return it to the cg@Myies Where it was collected.
In come cases, as in Kansas\lcuunt}r is required to redi-
vide the revenue among cif towns, and sometimes, for
example in the case of aryland tax, the state itself

The purpose § hich the tax is returned might well be
ds, and nine of the states do make spe-
cific requi that it be used for roads or for the county
o have other specific uses designated. TFlor-
regon require that it be used to pay bonds issued
huilding, and if any revenue remains it is to be

r roads. However, the effect of this large propor-

Q;? for roads, as has been said Lefore, depends on the

ount of revenue returned in proportion to other local rev-
enue. On the whole it would seem that there is a decided
tendtﬂl:} to reapportion the revenue of common carrier taxes,
in common with other motor vehicle taxes, and to specify
the way in which it shall be used.
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GASOLINE TAXES

The second general type of motor transportation tax is
the gasoline tax.

The Special Joint Committee on Taxation and Retrench-
ment of New York in 1922, in recommending the gasoline
tax, said

The Committee recommends that a tax on gasoline he made a
part of the system of taxes on motor transportation. . . . Th
gasoline tax makes possible a fairer distribution of the

traffic taxes than would be possible with vehicle fees al &
appears to be the best practicable measure of the uSe the
roads. It makes it possible to take mileage into ac in ap-
portioning the cost of the roads, and it reaches t'nL. s of other
states operating in New York.!

The gasoline tax s quite universally j ed on the benefit
theory, The following prt‘ﬂmh]e t rada law of 1923
shows evidence of this:

Whereas—gasoline, distillate r volatile and inflamable
liquids are used extensiygN#lo operate and propel motor
vehicles, machines, and e®» over and upon the roads and
highways of the Sta vada; and Whereas—the operation
of said motor vehi ines, and engines over and upon the
roads and high oivihis state by means of the use of said
gasoline, dis% nd other volatile and inflammable liquids
produced Ng thy? purpose of operating or propelling motor
vehicle xru::tive of said roads and highwavs; and Where-
asmtij@{rssfui operation of such wvehicles, machines and
engines over public roads and highways of this state depends to
a large extent upon construction and maintenance of good roads,
which are exceedingly expensive; Whereas—the state and the
wvarious counties within the state have expended large sums of
public money for the construction of expensive toads and high-

1" Special Joint Committee on Taxation and Retrenchment,” op. i,
p. I5L




B4 DEVELOPMENT OF LOCALLY SHARED TAXES

ways which are of an immense benefit to the persons operating
said vehicles, machines and engines; and Whereas—the move-
ment of said vehicles over the highways of the state is attended
by constant and serious danger to the public; and Whereas—it
is necessary for the enforcement of good order, as well as up-
keep of the public roads and highways constructed by this state
and the various counties thereof, that the state expend large
sums of money for the regulation and supervising of such
vehicles, machines and engines upon the public highwag and for
the repair of the damage done to said highway:
The People nf the State of Nevada, represente
and Assembly, do enact as follows i—an excig Fasoline.!

In discussing the justification for h?aline tax Pro-
fessor Hunter says: * The justification the nse of gaso-

line as a base for tax levy tlueaQ nedsarily depend upon

the expenditure of receipts ighway purposes.” * He
cites as examples Florida, jf and Soutlh Dakota, which
the gasoline tax for schools:

states use part of the reﬁ.
Any justification ig » of receipts from the gaseline tax

must be upon s er basis than the benefit received from
the expenditur c¥unds. If the principle be accepted that
taxes shou ied on the basis of ability to pay, and it can
be show tafes upon gasoline conform to this, then there is
justific fdr a levy greater or less than that sufficient to
fin ways.t

act that the gasoline tax is used to only a limited ex-

t for other than highway expenditure would argue that

e benefit theory is by far the more important.  Cities and
towns claim a share on the ground that their local highway

1 Nevnda Statubes, 1923, ch. 180, p. 317.

1 ¥ Report of the Committee on Taxation of Commercial Motar Vehicle
Transportation,” National Tas Assaciation Procesdings, vol. xxii, 10209,
P 472,

A ., peo473.
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expenditures benefit the motor vehicle owners. Undoubt-
edly it is also because of the local need and high road stand-
ards set by the state government that so many states feel
compelled to share this form of taxation.

A survey of the proportions returned to the localities in-
dicates that the states are using the gasoline tax more and
more as a source of state revenue, for although they usually
return the same flat amount per gallon of gasoline taxe
they do not usually share the revenue from any new
creased taxes on gasoline.  Alabama is the only sta&
ing one hundred per cent of the tax, although jn thNfirst
year, 1923, it divided the tax, it returned only, reent,
Mississippi, Arizona and Florida return fifty cent of
the tax and eighteen states return less fi¥y per cent.
None of these has increased the pro n of the tax re-

turned, but rather, ten of the state ccreased the pro-
partion returned, usually by iner %E tax levy and keep-
ing all of the extra leyy for @g. More and more the
gasoline tax is going whuQ state treasuries, just as the
motor vehiele tasx is.

The total amount N 18 shared is $64,237,000, or 24.6
per cent of all localyAhgeed taxes.  As with the motor ve-
hicle tax whicl @ sh¥ed, the amount is increasing. The
proportion tALLIN share is of the total local revenue js also
increasing T ihs a decreasing proportion of the total rev-
enue glerNdbrom the gasoline tax.

Taxa of gasoline as part of the state revenue systemn
1S a new tax, the first laws having been passed in 1919 by
Colorado, New Mexico, North Dakota and Oregon.  Of the

forty-cight states having gasoline taxes, twenty-four return
all or part of the tax.
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TABLE VIL

PRESENT STATUS OF STATE-AvMintstened LocaLLy-SHARED (GASOLINE
Tax Laws, 1029

Law first |

dividing nrisdiction Designated ['rrc:nlg.m: 10/ Basis of
State r:’i'e‘r!ugu n{]minisuﬁng nEe local district distribution
L 192 Seate Tax Construction 164 Lo Divided equally
Alabama 923 Sontiatan | and mainle: A
nance roads
and hridges
3 1923 Maotor Vehicle | Maintenance k¥p ere collectad
Arizona 923 Department M i) ).
bridges iy
i
iE Whg
2l 192 Stale Constgmmyon 34 to In proportion to
IS:I:En 9%3 Comptroller | andg = counties maotor vehicles
: n fiads registerad
e
1B State ogftraciion |27 to counties; In proportion to
Colorada 3 ol Inspector mainie- mileage of sate
ance of roads highway
. 21 (3 Schools 2z} o Divided equally
Florida 1923 %“Fr cHbkitction counties
) of roads: Pay| 44k io Where collected
road bonds counties
: Complroller | Construction 163 ta Proportioned to
Seapia Ceneral and mainte- counties | miiles of state aid
-~ pance roads system of roads
<O and Lridges in each county
\ 2 Department | Construction 33k 1o Proportiongd ta
3 1927 quﬁ"mﬂ: of stale aid | countiss motor vehicle
roads licenses in each
county
s 102 Siale %4 Tor special 25 1o counties, 10 countics
Indisna 983 Auditor cannty toad | cities and | one-hall accord-
funds & towns and ing miles free
city strecis villages gravel roads in

oounty in propot-
tion 1o state and
ane-huli equally.
Lt cities,
towns and vil-
Inpes according
popualation dom-
pared to state
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TABLE VII—Condinued
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Law first |

dividing
revenie

Jurisdiction

administering

uhe

Tresignated

local distriet

Percentaps to

Bazis-af
distribution

Mary-
land

!ﬁ’.lchiganl

1g25

1gaz

State (il
Inspector

Secretary
sl State

Andito

(Public ool

D

Depariment of
Taxation and
Finance

State Treasurer |

| State Treasurer

Eliminate
grade
crossings

Fooads

2

struction
# and mainiz-

nance 0f ronds

|
.QTn:am:r_r Roads

In New York
City to
reddce 1axes;
counties for
highways

c;illun dollars
-

22§ 10
counties

22E to

Towins

$3,600,000
lo counties®

2l5to

ﬂul.llmnb
%ﬂiiﬁ.

¢ ce be-
L

f Eix

and 50 per |
cenl of weight

Proportion ares
county bears
staie area
FPropuortion tawn

ERX on maiur
vehicles®

20 to New
York Cily;
510 ¢ounties

N
e efally,

cent by
ssedd valugton

¥¢ io praportion
Lo welight tax:
L divided
equally

60 Lo counties | [n propartion fo

number regis:
tered molor
vehicles

25 torcounties| In propartion to
[ number of regis-

tered motor
vehicles

Praponion public

nighwity in

counties ontside

cities-bears (o

total public high-

way in slate
outside cities

* Divided again.
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| L Law first
Siate dividing Jurizdiction Desipnated | Percentage to Basis of
| revenue | administering inze Iocal district distribution
Worth 1920 State Treasurer | Hoad fund |20 to counties! 4 according
Carolina 1o reduce proportion arda
road tax I ol county bears
state aren. g
aecording pro-
tion popala-
W 1520 of
¥ bears
popilation
Worth 1929 State Auditor | County roads 3@ Proportion repis-
Diakata tigs {ration motor
q vehicles
Ohio 1025 State Tax Counties, bﬂ counties | Equally divided
Commission wi
10to towns | Equally divided
£ lo cities Number regis-
tered motor
vehicles
Olcla- 1923 clor Roads and |25 fo counties) Propartion pop-
homa | thridges ulation, valua-
tion, and arep
b of eounty Lear
Lo shale
Pennsyl- 4 Department | Constrection 1215 to Where collected
of Revenus and mainte- counties
nance roads
" Srate Tax Construciion 1624 1o Prapotion of
Commission and mainte- countics motar vehicle
nance roods feesz collected
Virginia 1923 Motor Vehicle | County high- 3345 10 As state aid 15
Commissian way system, culinlies: apportioned ¥
connty most
| mateh 34 of
the money

b State aid apportioned according to the amount of state taxes paid to
the Treasurer from the County on real estate, persanal property, income,
and capitation taxes the next preceding fiscal year.
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TABLE VII—Concluded

| Law first l |
dividing Jurisdiction Dresignated | Percentage to Basiz of
fevenie ndminiztering s logal dissrict distribution

1924 State Treasurer | Improve 3314 1o | 15 divided
lateral roads | counties® tequally, 34 in pro-
| portion numbeér
registered motor
| wehicles, in
| praperiion
T

| be
Wyam: 1925 | State Treasurer | Road fund |25 to counties! pN—. by
ing APNQF 39 per
| cohnt

popila-
|

i | county (o state

8 Divided again, \;

The bases used are so widely %ud that no one can

be designated as predominant. \Th¥e are, in all, nine différ-
ent methods used, and mar te™se two or three of them,
One method is to divide yenue equally among the coun-
ties giving each coun 'ane flat amount. This method
is used for all of tl ma returns, for fifty per cent of
theaFlorida retu orty per cent of the Kansas returns,
twelve and -MUf per cent of the M ichigan returns,
seventy-fiv nt of the Ohio returns, and fifty per cent
of the ¥ INgton returns.  Two states, Arizona and Penn-
sylvant 1 the second method, returning the tax to the
localities, Where it is collected. F lorida uses this method for
distribution of half of the revenue shared. The third
method is to return it in proportion to the number of motor
vehicles registered in each locality. This method is used by
California, Illinais, Mississippi, Nebraska, North Dakaota,
South Carolina, twenty-five per cent of the Ohio tax, twenty-
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five per cent of the Virginia tax, eighty-seven and one-half
per cent of the Michigan tax and twenty-five per cent of the
Washington tax. This would seem to be an attempt to re-
turn the tax to the place where the largest part of the traffic
is centered, and therefore where highway needs are great.
The fourth method is to distribute the tax according to the
proportion of public highways in each county, and is used by
Colorado, Georgia and Indiana (34 per cent), lowa (50 per
cent) and New York (20 per cent). This is anothefNgay of
trying to get at the same thing that the third met
plishes, that is, to distribute to the municipgt
mately in proportion to highway needs, TlHe iNth method is
distribution according to population, and d by Indiana
(25 percent), North Carolina (50 per mﬁi‘ klahoma (33

he sixth method

per cent) and Wyoming (30 persmat).
is to return the revenue accord@ the area of the county

in comparison with the totajfe: the state, and is used by

Iowa (350 per cent), No lina (50 per cent), Okla-
homa (33% per cent) 8&gd Wyoming (30 per cent). These
last two methods a rifer attempts to divide according to

need, but they ¥
such need.
valuation

cernt to be poorer bases for measuring
th method is aceording to the assessed
cality, and is used by Kansas (60 per
cent), oMa (33'% per cent) and Wyoming (4o per
cent ) winia is the only state using the eighth method,
wiNgIT g5 division according to the amount of state prop-
¢ received, from each county. This would presum-
have much the same results as the preceding method.
A very interesting method, especially in view of the present
agricultural situation, is that used by Washington. Twenty-
five per cent of the revenue is divided according to the num-
ber of farms
The requirements made as conditions to the return of the
gasoline tax are almost universally the same, {.¢:, that it shall
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be uszed for roads, bridges and culverts. Iowa, it is true,
makes no requirement, and Florida requires a portion of it
to be used for schools: However, twenty-one of the twenty-
three states designating the use to be made of the revenue
return it with the general requirement that it be used for
roads and bridges and seven states, Indiana, Kansas, Mary-
land, Michigan, New York, Ohio and Washington, are re-
quired to give some part of it to the cities or towns for mt
strects and town roads. Although undoubtediy the o
share in the portion of the counties in other instances N‘
not a state requirement. North Carolina speciﬁ:!& e
county use the tax to reduce the ad valorem t ri¥ads.
This, plus the money from motor vehicles wh returned
for a designated use, makes a large amoun fﬂr%uired loeal
use amdl raises the question of dt_s,irahi f so much con-
trol. This will be discussed in jon with motor
transportation taxes in general in_a % ction.

Generally speaking, the mongy 1 rned to the county in
such a way as to have consi Ff ect on county expendi-
tures. In the first plac hut one tax reapportions the
money according to so itiple or theory which the state
wishes to stress, eNecond place, it is returned, on the
whole, for speci (pfses,  The purpose of this last may
be that the Q:}nds to recognize from experience that
money rety ovthe county is best returned with restric-
tions. : gasoline tax is so new it would show the
result § experience; or it may be that the gascline tax
is the tyWof tax which really belongs to the state, since it
is not in any way part of the old property tax, as the motor
vehicle excise is, and the money shared is more like a sub-
vention, and therefore subject to requirements. Whatever
the reason, there is considerable state control of the counties
through the revenue returned from the gasoline tax.

It is perhaps significant that there are three gasoline taxes




o2 DEFELOPMENT OF LOGALLY SHARED TAXES

which were originally shared taxes and have since become
wholly state taxes. This probably means that certain ex-
penditures which were formerly controlled by the local dis-
tricts have now become direct state expenditures. The Ar-
kansas tax which was divided in 1921 was at first shared
with the county where it was collected. The amount shared
was first increased and then decreased, and in 1927 only
enough was left to pay county bonds; then in 1929 the yield
of the tax was put entirely under the control of state
highway department. The Nevada law has the
same history, although it was not divided',g& 3. The
same is also true of the Montana law, digdded™rst in 1921,

This first sharing of revenue was fong purposes; but
was changed two years later to road fiyds for the county,
and in 1927 the whole tax w, irned over to the state

highway fund to be admini d by the state highway
commission,

All of these indicationNs to point to a decided tend-
ency to use the shgpig\oifrevenue as an intermediate step
toward full state Qﬂlf or a fully protected subsidy by the
state, for roa ction and maintenance.

GENERAL

As gifres of the amount given back from common
carfic s are usually combined with those from all motor
vx* the amount returned and reapportioned must be dis-

st together. Since the three motor transportation taxes

. so closely allied in effect it seemed well to consider the
combined effect of these taxes on local finances. The total
amount of revenue returned from all of these taxes was
$131,257,000 in 1928, Of this revenue $127,500,000 was
returned with the purpose designated, $680,000 to be used
for schools, and $126,520,000 to be used for roads. In
other words, gg.2 per cent of the revenue returned must be

LIONS ON MOTOR TREANSPORTATION TAXES
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used by the localities for roads. This is 9.2 per cent of
the total amount of tax revenue devoted to lacal road ex-
penditure, which means that the localities are raising a large
percentage of the road revenues from their own taxes. But
to carry on the extensive improvements demanded today,
they need the nineteen per cent supplied by the states.

Considering that it is only nineteen per cent of all of the
money which the localities spend for roads, it is not po
sible to say that the amotint returned s excessive in ¢
parison with all taxes spent for roads. The state i
probably, forcing the local districts to spend more
would otherwise spend, nor is the state forcing t ca¥dis-
trict to divert money from other uses, as theatW% o riot
require the Iocality to match the money or come Y to mini-
mum standards. It is, however, consi le contral when
the state is to a large extent controllin gteen per cent of
the local expenditures or revenues. tate spends from
its own tax revenue $560,333, vear on highways,
bridges and culverts, and addiN tg it $126,520,000 which
the state dictates that the &Qgflies shall use for the purpose
of roads it makes a t 86,875.000 which the state
controls out of the ANJ40.000 of tax revenues spent by
state and local unie’ ¢ state, then, has taken on the di-
rection of half e taxes expended for roads.

There is a% trend toward full retention by the state
of the tax divided. In the case of motor vehicles
there )% state laws which once used the state-ad-
ministerNAocally-shared tax method and now retain the
full yield. In addition three gasoline taxes have already
passed through this evolution, although the gasoline tax is a
comparatively new tax. These nine examples show that in
motor transportation state-administered locally-shared taxes

! Figures for state and local expenditures from the United States
Department of Agricolture, Burcan of Public Roads, 1028,
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| are a transitional step toward full state control of the rev-
enue, and with it the building of roads,

Since there is no doubt that the states are gradually taking
more and more of the road-building function into their
hands, in concluding a discussion of moter transportation it
seemns well to consider again whether or not the road-build-
ing function is a local one. Professor Martin makes a very
strong plea for entirely state-controlled roads, on the ground
that this is the more efficient method, He says\Novhere
funds are now distributed wholly or in part to
I usually a result of archaic legal rcstrictians& nsas, or
|

of political restraint expressing itself in the d\jre for local
d have better

| results if the state highway departme id everything, as

self-government.” * He believes thatyw

§
they would be more free from Mftic¥influence; the state
engineers would see the systen'N{a whole, and the salaries
offered might be high en \ ttract trained engineers.
“In any event, the most\guggpAsful states in rural highway
building have hee@ e With the best organized and best

i

developed highwa artments in charge of the actual con-

! struction of of the main roads of the common-
| wealth ' #

flige the state is the agency for collecting taxes
utvafter all, are there not certain benefits derived
ing the local unit control local road building?
¥ many incorporated municipalities are large enough
ﬁ. hieve the efficiencies claimed for the state departments.

M city has many streets which are of purely local concern.
The motor vehicle owner henefits from these streets as well
as from the state highways. Why should the cities be de-
nied a share of state taxes on the motor vehicles, some of
which (i.e., delivery trucks and taxis) never go outside city
limits 7

e
=
{=]

1 Martin, op el p. 120
2 Ibid., p. 12,
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A special problem arises in those localities where the bud-
get is not large enough to make the adjustment to a fluctuat-
ing expenditure for roads. Take for instance the poor
county which receives too little from shared taxes in any one
year to carry on any extensive road-building program. The
county may start a new county road which, although neces-
sary, will be held up in building until the revenue from the
state is large enough to carry it on.

The case for dividing the motor transportation taxes 1
stronger than that for returning other taxes, for th
theoretical foundation for these taxes is that of fitNge®
ceived. It seems to be feasible to return to the gities Bpro-
portion based upon mileage and motor vehick sPration.
The rest of the taxes (i.c., that not returned t e cities)
should either be returned to a unit lar ough to have a
budget which can compensate for flu ng needs, or else
the rest of the tax should be left %Xc state to be used
for the construction of county vir highways under
state supervision. This wo a sufficiently large sum
for the state to carry thro o completion in a short time
a few of the most n county highways instead of
having many countigfaM towns with partially finished high-
ways. A third o give a subsidy which is limited to
local needs 311111%?&. more definite specifications as to use
than do th@ s from the present state-administered
]ucai!y—sha%l es each year to the counties and towns for
highw, |[¥ing.  If this is done, the subsidy must at least
equal t venue which the county or town receives now.
From a practical point of view this last suggestion seems the
best method of sharing the revenue with counties and towns,
for, although one may argue that the state could do the work
more efficiently, the American doctrine of home rule must
still be remembered.




CHAPTER VI
STATE-ADMINISTERED LOCALLY-SHARED IxNcOoME Taxes

SiNcE 1911 the personal income tax has become an im-
portant part of state tax systems in the Unite@\States.
Pofessor Seligman, in discussing the dewlopn\ iifer-

ent forms of taxation, says: «I
Thus it is that in recent decades the tende as Xrisen to sub-

stitute personal taxes for the older real %d to assess the
individual rather than the thing; or, stating ¥ In simple language,
to put revenue or income in the @ = pi proceeds or earnings
as the test of taxation. . . ¢ Frr: modern point of view, it
is the duty of the citizen to he government according to

ligman gave the theory of the income
tax, and stat ¢ property tax is no longer a good state
gnize the fact then, once and for all, that
fperty taxation, except in so far as certain
fo o¥&eal estate are concerned, is unsuited to modern eco-
1% nditions as the ordinary and principal source of
e.” * Classification of property may be considered a
in advance, but a makeshift justifiable for taxation of
personal property only when no more radical change can be
made,
The income tax was not a new tax in 1911, It had been

his capacity to support @
In his presidential@n. o the National Tax Association

I Celigman, of. i, p. 15
¢ Seligman, * Address,” National Tas Arsociation Proceedings, vol. ix,
Ig15, P. 134.
af
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tried at various times under different conditions in the United
States. The older income taxes have been divided by Pro-
fessor Seligman in his discussion of income taxes in 1911
into four different stages of development,

First, the survival and development of the old taculty tax of
colonial times; second, the partial resort to incom taxes as a
result of the fiscal difficulties of the early forties: third, the
utilization of the income tax, especially by the southern comt
monwealths during the period of the Civil War: and fourthe

newer movermnents of the last two decades? &
He concludes at that time that ** From the precedyy sthvey

it will be seen how utterly insignificant and unsagedN@iiT have
been the experiments with state income taxes in Yt United
States.”" *  He stated that these failure ire due to poor
administration. Professor Seligman g «d the way to re-
vise the old laws and aided the ‘nent toward the
modern, successful personal inco &S,

The difficulties of the gen roperty tax were so great
and so widespread that ther a general movement toward
tax reform, and many s bdan to consider the use of the
personal income tax. Wisconsin law of 1911 was the
first to be establish more modern lines. The tax has
been adopted by y Other states, until today there are six-
teen states wl% e a personal income tax.  Although the

Virginia la back to 1843, new amendments have made
it really, t1¥e only recently,

There wo different types of state income taxes which
Professor Leland deseribes in his book on the classified prop-
erty tax. The first type is the general tax upon all income,
regardless of the source from which it comes., The New
York, North Carolina, North Dakota, Oklahoma, South

1Edwin R. A. Seligman, Micome Tax, New York, 1g11, o 12
Y Thid, p. 418,
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Carolina, Virginia and Wisconsin taxes are of this general
type. The New York and Wisconsin taxes supplanted
property taxes on intangibles, and the success of those taxes
has led many to advocate them as a method of solving the
problem of taxing intangibles. The second type of income
tax is the tax designed to reach income from a specified
source. Massachusetts and New Hampshire have income
taxes on intangibles in lieu of the personal property tax on
these sources.'

The fact that the income tax is in part a ta h the
property which the localities had difficultyAnNENnIng, but
which nevertheless they considered a douNg Of revenue,
makes it seem only just that the states eturn a portion
of this tax. This is especially trueb ¢ income tax laws
which remove intangible propejpm from?the local jurisdiction
for taxation. Of the sixte te income tax laws in the
United States at presenjfv ride the revenue with the
local district. Althou e Jumber shared is small, we can
discern certain tendécief)in them.

The reason { ulrfng a share of the tax becomes evi-
dent from thi€YiNgry of the tax. Tt has usually been the
rule whe Erannal income tax is established to make the
tax in bj the intangible property tax on individuals.
This hM the effect of reducing the local tax base. 'The
s f the revenue has undoubtedly been done to replace

kp enue the local jurisdiction formerly got from this
r¥perty.

0 The present proportion of the tax returned in Wisconsin,
is sixty per cent of the amount collected. "T'his has been
reduced from minety per cent, as the state decided that the
amount returned was in many cases more than the local dis-
tricts needed.  In New York fifty per cent of the revenue is
returned to the local districts. Massachusetts and New

15, K. Leland, The Classified Property Taz, New York, 1928, p. 407,
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TABLE VIII
Present StaTUS 0F STATE-ADMINISTERED LOCAILY-SEARED

Personar Invcome Tax Laws, 1939

Law frst
divtding
revenue

Juriadiction
administenng

Mesipnated

use

Percentzpe to
| logal district

Basis of
distribution

Wig-

consin

1916

Q\

Commission of
Corporations
and Taxation

State Tax
Commizsion

|
| New Yor
1ty to

43

State Tax
Commission

Commission o
Finance

Taxati

e x

!

10 Lo countics

100 to
cities o

| towne, 100

unti

to
tiey &

45 to cities,
towns or
counnties

50 to cities,
towns or
villnges

* Divided again,

[In proporti

amaunt of

e [AXpayEr
lives

here taxpayer

lives if in unin-

corporated place

Proportion
assesred value of
redal property of

eonnty 1o that
al state

Where taxpayer
resifdes

Whers assessed,
unless more than
2 pet ceat equal-
txed walue af
city, town, or
village. Such
excess hall be
paid to® cities,
towns, ot villages
iniatale aecord-
ing 1o school
poplation

Hampshire return the full revenue, and Tennessee returns

forty-five per cent.

As all of these last three taxes are only

on the yield of certain intangible property rather than on
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all personal income the yield is not as large as under the Wis-
consin and New York laws.

The total amount of yield from income taxes returned to
the counties in 1928 was $57,505,000 or 22.0 per cent of all
state-administered locally-shared taxes.

The results of the returns have been varied. Wisconsin
and New York have found certain difficulties. In New
York, according to Mr. A. IE. Holcomb, secretary of the Na-
tional Tax Association, since there is no requirement\Ng how
Lile money shall be spent the results in eac are

“aveird and meaningless . He, therefor h\ es dis-
tribution for edumt:mmi PUrpOSEs und:i the tate educa-

tional department as * state aid .

Wisconsin has had difficulty becaus evenue relurned
in some years luis exceeded log Prufessur Com-
stock, in her discussion nf e ta_xcs tells how the
amounts retirned in some ystricts were so large that

the tax commission advoNge wermg of the proportions
returned.* In 19z; ANgcoPsin reduced the proportion re-
turned from seven r cent for the cities, towns and vil-
lages and twen it for the county to fifty per cent for
the cities, tg i villages and ten per cent for the coun-
in returns the tax to the county, city or
chYit was collected, it freqguently happened that
ived within a locality is earned over a wider area
ts in the concentration of an excessive amount ol

an
e it one locality at the expense of others. When any

11'_3? receives more revenue than is needed, waste often re-
sults. This is particularly true when as in Wisconsin the re-

L Holeomb, * State Income Taxes—Safegpuarding the Yield—Methads
emploved in Delaware,”" National Tax Association Bulletin, vol. vi, no. 4,
January 1021, D126,

2 A, Comstock, State Texation af Personal Tncome, New York, 1021,
200,
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turn is from an income tax which includes both individual and
corporate incomes. So the law further specifies that ** when
such balance exceeds two per cent of the equalized value of
such town, city or village, the excess shall be paid to the
county to be distributed to the towns, cities and counties ac-
cording to the school population.” *

The diseussion of the proportions and the difficulties aris-
ing from them has taken into consideration to a limited ex
tent the basis for return.  In the first Massachusetts law
basis for distribution makes it quite obvious that the t\
for returning a share to the local districts was tor tite
revenue lost when personal property could no lon taxed
by the local district. The revenue is to be diN 50 that
the amount paid to each City or town was hes” amount
equal to the difference between the amowft 35 the tax levied
tpon personal property in such city o UNn the year 1915
and the amount, computed by the mmissioner, that
would be produced by a tax assesseNich city or town for
the year 1917, at the same taxation as prevailed
therein in the year 191 ol ater Massachusetts changed
its basis of return. T of 1919 provided that the
amount returned on Mg, Sginal basis should De gradually
decreased, until it tn per cent in 1927. Tn 128 and
thereafter the difgfution should be made on the hasis of
assessed valui property in each city and town.® The
method useN ew York is to return the revenue on the
basis of. % et value of real estate. In hioth cases the state
is reappoNgiing the revenue to different localities, partially
for the purpose of raising and equalizing the assessments in
the different counties, New Hampshire, Tennessee and
Wisconsin all return the revenue on the basis of residence of

LW isconsin - Siatutes, 1525, ch. 52, sec. 7110

2 Marsachurotts Jtatetes, 1016, ch. 260, sec. 23,
* Massachusetts Flatufes, 1010, ch, 314, P 20b,
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the owner of the taxable income, which would mean return-
ing the tax to the place where it was collected. The diffi-
culty arising from this last method has already been referred
to in the discussion of Wisconsin's experience.

In New York the attempt to equalize assessments by re-
turning the revenue according to the assessed valuation has
not been entirely successful.  Mr. Gulick, in his appraisal of
the New York tax system says:

But with all this, the state of New York is very fagq from

achieving substantial fairness in local assess he dis-

crimination as between individuals unqu% represents

many millions of dollars. Assessments inQege ) isdictions are

evidently still political, and equalizntian's% counties is still
A L

a matter of political power, tempered by
proceedings.?

ear of certiorari

The Wisconsin basis fopwe rtionment was given in
the discussion of propori®®. ) In three of the five laws dis-
cussed the basis is aa@ valuation supplemented in some
cases by educatio e as the basis for the surplus.

On the wh revenue from the income tax has been
returned wj quirements as to how it shall be spent.
The reas iis is that the sharing has been to replace
what n from the local districts. It was only with
th Mopment of a surplus that Wisconsin prescribed the

% Jnoney for the schools, The early New Yark law

equire that the money going to New York City should
used “ to reduce taxes ", but this was a regulation to pre-
vent the local districts from keeping the same rate of taxes
as when the state tax had been added to the local tax on
personal property. In 1921 New York, probably because of

1t Gulick, * Tax Syetem of New York," Notiona! Tar Association Pro-
coedings, vol, xxii, 1929, p. 81,

¥ Newo York Stalutes, 1919, ch, 627, sec. 332
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the large amount which was returned, required that one-
third of the town funds should be paid to the school dis-
tricts, but in 1922 changed this to an optional use of the
towns funds to be decided upon by the town board.!

There seems to be no doubt that the income tax should
be a state-administered tax, but the question as to whether or
not it should be shared with the locality is not so clear. The

tion states that it is immaterial to its plan whether the sgate
keeps all the revenue or shares it.

1t is probable, furthermore, that the same solution Jaﬁt be

advisable in every state. If the state should l‘% ntire
5

committee of the National Tax Association on Model Taxa;

revenne, then every section of the state would t to the
extent that such revenue might reduce the Qeget etax. '‘On

the other hand, if the revenue from the i tax 15 distributed
whelly to local units, as is now the g \ lassachusetts, the

lightening of local burdens tends t he pressure of the
direct state tax.? Q

However, Professor C ¢k does not agree entirely

with the committee, fn% ilies to the above contention:

This is undeniahly bW in this matter, as in many other

instances, the ac yis or burdens conferred through the

operation of tgs re extremely likely to be assumed by the

least intellig he taxpayers to remain where they first

& flter understanding on the part of the average

h® actual effect of the income tax is obtained if at

f the proceeds is distributed to the local unit where

the taxpayer resides. Furthermore, the distribution should be

made with such a purpose and in such a way that the taxpayer
is made conscious of the lichtening of his burden.?

V Newe York Stalutes, 121, ch. 477, p. 1431; 1023 ch, 8oy, P 1734,

2 Preliminary Report of the Committee on 2 Model System of Taxa-
tion," National Tar Association, vol. xvi, New York, 1023, p. 443,

' Comstoek, op. cft;, p 205
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The point made by Professor Comstock and the additional
fact that many taxes do take away from the basis of taxation

« for the local government make it desirable that the returns
from this tax should be shared with the local district.

The National Tax Association committes suggests in case
of division that the state government might keep an amount
equal to the proportion that state expenditures are to total
state and local expenditures. In none of the laws has this
suggestion been followed.

In so far as we may draw conclusions fron Qs tances
only, the local sharing of the income tax sg@nsNgNnean re-
apportionment of revenue according towhaNyer principle
the state wishés to stress.. There SEE only a slight

tendency to dictate terms for the use e money so that
division of the income tax carri jth ™% slight control over
the local units.

Except in a few cases X e locality is compensated
tor lost revenue there i %son why this particular tax
should be shared with cal districts except that it is one
of the largest son o Yax revenue which the state is tap-
ping and the ity do need money. However, return-
ing a fixed per®tage from a tax which varies as much in
yvield as thilNiflegme tax does is questionable procedure.

Q¥




CHAPTER VIIL

STATE-ADMINISTERED LOCALTV-S11ARED FOREST AND
SEvERANCE Taxes

FOREST TAXES

THE taxation of forest land is a special problem
general property tax. Those interested in forest plseNG
tion and {air taxation of property have long recggnizo the
forest tax as a special problem because it is -year
crop . To quote Professor Fairchild, from t eport of
the Committee to study Forest Taxatj *“The property
tax is fundamentally defective when a to the total value
of land and trees of & growing f epxﬂ:u]ting, if strictly
administered, in grossly excessiveNgxain of forests as com-
pared with other forms o ty yielding annual in-
come.” ' " The old gener operty tax was defective be-
cause (a) by taxing t aNvalue of land and trees it im-
posed an excessive hytdM upon the growing forest, and (b)
it placed on the oy inconvenient obligation of paying
annual taxes fo revoefore any income was realized.” *

He sugpegfs ssification of forest lands so that they
are assess %lnwer rate for the general property tax
while ' plus a yield tax or an income tax at the time
of cutts The yield tax will of necessity be irregular,
and therefore he suggests that the state pay the town's
share of taxes from vyear to year, and then be reimbursed

* Fairchild, * Report of the Committes on Forest Taxation," Natonal
Tax Association Proceedings, vol, XV 1922, pp, 128-g,
2 Ihid. p. 135
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when the timber is cut, or that the forest tax be a state tax
and have the state surrender some other source of income
to the locality.

This would mean, first of all, classification of property,
and, since many states have the uniformity rule, it has nec-
essarily been a slow change to get anything approximating
this systenr. The number of states having special forest
legislation in 1929 was twenty-six. Of these six have taxes ‘
which are locally shared.. The total amount of tiNNgevenue
shared in 1928 by these six taxes was 563,18

Forest tax legislation providing for th@ of taxes |'
has been very recent. The first law wliich "™wared the rev- |

enue with the local districts was thy diana in 1g921.
This tax was one hundred per cent o

e unearned incre-
ment on the value of the land een the time of classifica-
tion and the time of withd All of the taxes follow
Professor Fairchild's su% , and provide for low as- |‘
sessments on forest lan e ordinary property tax, thus
depriving the local of)some tax revenue while the forest |
is prowing, 'l'hQai units receive compensation for this
loss by shari ield tax when the timber is harvested.
Michigan addition to the vield tax, two other taxes, ‘

— a8 »d land tax and a withdrawal fee, both of
shared.
portions returned vary. Idaho returned one hun- |

il cent of the tax to the localities to replace the loss in |
. property tax; Alabama, Indiana, Louisiana, and Michi- I

1 whicl

l

Qﬁ return between ninety-nine and fifty per cent. Not only 1 8
: do these states return a smaller proportion of the tax than |||
| Idaho, but they also tax less; for example, Alabama has a |
] ten per cent stumpage tax and returns fifty per cent to the |
| counties, while Idaho has a twelve and one-half per cent |
i stumpage tax and returns one hundred per cent to the county.
|
[
|

There is no standard of what is a fair return, but each state
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does what it considers adequate. In Wisconsin all the rev-
enue over ten cents per acre per year for the time the forest
was classified is returned to the counties in proportion to the
taxes they would have had if the land had not been classi-
fied. This is taken to be what it would have paid if the
forest had been assessed as other property and paid the reg-
ular rate.  Michigan's specific tax (a form of property tax)
goes one hundred per cent to the county, which in turn give

seventy-five per cent to the town and the town gives sevedy-
five per cent of its share to the school districts. Th x
drawal fee is divided equally between the r:ounty&t :
state.

There have been no changes in the propor eturned
from any of these taxes. nor have there been aiy require-
ments for the spending of the revenua his is probably
because the taxes are really propert X aid at the time
the timber is cut rather than thmu»% growing period,

and until there are requiremers nding of the prop-

erty tax, this form of shar; ndpubtedly remain un-
allocated by the state.

FIVRNEALNLE TAXES

In the taxation ngs, oil and gas products we have an-

1 0f the general property tax, but it

differs from st problem in that the natural resources
are not ca being renewed, whereas the forest crop
ETOWS @ The right to sever natural resources is con-
sidered iNggfcial privilege, and therefore the company or per-
son severing these resources is liable to a special benefit tax
as well as the regular property tax. State assessment of
this property, however, is necessary, since the assessment re-
quires, more than any other, trained experts to do the work.
Where the local districts near the mines or oil fields are

largely dependent upon the industries for revenue the tax
should be locally shared.

B T e e e

—
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Basis of
distribution

Where Torest
is located

collected

Where coflected

‘»‘r'hcre property
i focated
Where property
i located

Where property
is fncated

In propostion to
what respective

108
TABLE IX
PRESENT STATUS OF STATE-ADMIKISTERED LOCALLY-SHARED
Forest Tax Laws, 1920
Law first |
State dividing Jurisdiction Desipnated | Parcentape to
revenye adminisiering use local district
Alabama 123 State |5|:| to countics
Commissinner |
of Forestry | [
Idaha 1920 County super- . 100 0
| ~wized by State [ l:uunl'.
1t - |
Indiana 1zt Conservation | r_'-::um
| z ;
Commizsion
|
Michigan 1423 Commissioner page
| of Conservation 50 1) ot |:|.l:1rq
rife®
o0 to
countics
Woitkdrawal
sn lo counties
Wis- Ig27 State Troasyer Amaount
cansin yeorly real
| eslale lax

{abowe 10 cents
Per-acee. poe
year during
grl‘l“‘lllg
period, plus
5 per cent
interest to
towns and
| eotinlies

* Divided again.

units o govern-
ment would
have received

il land had paid

regular property

| tax, and in Samse

proportion

here were fifteen severance taxes in the different states
in 1929, of which five are shared with the local districts,

In

Oklahoma and Michigan it is in lien of any other state or
local property taxes, and therefore returned to local districts

to replace the

property tasx.

In: Arkansas, Louisiana and

Montana the tax is a franchise tax in addition to the prop-
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erty tax, but is probably returned simply because the locality
demands a share in this source of revenue and ecan get it
through its political power.

Taxation of the severance of natural resources in a special
way is a comparatively new movement. The first law in
which a severance tax was shared was the Oklahoma law of
19135, followed in 1923 by Arkansas, Louisiana and Mon-
tana, and in 1929 by Michigan.

Exeept for the new Michigan law which returns sixty ger
cent of the tax to counties, cities and towns the pro X
returned is at present never maore than thirt}'—threc&
third per cent. The original Oklahoma law re d Rity
per cent to the localities, but changed it the year to
thirty-three and one-third per cent. The Lop)ihna law,
which was originally a return of t]nrt} e and one-third
per cent of the tax, has returned onl y per cent since
1928. Montana gives back lw&nh@ cent of the tax.

The revenue is returned where ¢ 1, except in the case

high schools on the basis ¢ aggregate number of days
of school :J.ttcndance he preceding school year.
Oklahoma Drugmall rtioned it according to the num-
ber of school chi ::h county, but since 1916 it has
returned it to th:, nty from which it came, as do Arkansas,
Louisiana zm

Ineve \ r_Lpt "vTicingan the purpose for which the
revn:-nu@ > used is specified as either for schools or
roads. ansas and Oklahoma give fifty per cent of the
revente for roads in the county where collected.  The other
fifty per cent of these revenues and all the revenue of the
other severance taxes which are shared by the states, execept
the Michigan tax, are designated for schools. Michigan
makes no requirements as to the spending of the revenue.

None of the forest taxes and none of the severance taxes

of Montana, where it is rehq the county and district
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except the Montana severance tax reapportion the revenue
which is shared. The severanee tax is used, however, to in-

fluence to a certain extent school expenditures, whereas the

forest taxes are returned to general revenue, and leave the
local districts free. The severance tax has only a slight
tendency to influence local expenditures, for the return is a
very small portion of the total educational expenditure, and
it is returned for general educational needs.

TABLE X

PRESENT STATUS OF STATE-ADMINISTERED &
Severaxwce Tax Laws, 1g2g

Law first
State dividing Jurisdiction Destgnated
revenue adminislering | nse
! < :
Arkansas | 1523 Sinte Tax !
| Commissioner i
Leuis- | 1023 Tarish, sfyger-
iana Wi schools
Mich- 1929 L oE
igan n
4
Mentana 1 Rie Treasurer | County and
disirict high
i sthopls
@ 1915 Sate Auditor }é county
hilNg; schonlsy by
eoad and
bridge fund

X

district

Basiz ol
distribution

334 to

counties
20 10 |
parizhes®
20 10 countiss, |
40 to citiey

OF LOWIS

25 10 counties

33k ta

contrities®

Where collected

Where coliected

Where collected

In proportion
1o-agpregate
number days
attendance
during preceding
school year

Where collected

8 Divided again.
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TABLE XI

PRrESENT STATUS 0F STATE-ApMinisteren LocALry-SEARED

Miscerraneous Tax Laws,

1929

Law first
dividing
TEVEDUE

Jurisdiction
administering

Designated
uge

Percentage 1o)
Incal district |
|

Basis of
distribution

Con-

State road
fund 1912
special prop-
erly lax siate
road fond

Mining
recards 1805

| Unincorpa-

necticet | rated basi-

| mess 125

Chogesz in

lax 1gzy

Secured
debis 1927

Boxing fees
1920

Billiard and
pool room
license 1922
Real estate
brakers
license 1922

| action 1915 | Commission

Cigarette l State Treasure

!

Construction
and repair
of roads

Sate Treasorer

County County
Treasurer super-| record fund |
vised by State |

Tax
Commissioner

Tax

State

Q-uuly super-

vized by State

Boxin
Commission |
State Tax
Commizsion

Diepartment
of State

|78 to counties:

|50 to counties|

B0 Conntl

K

O 1o towns
OF cities

104 to cilies
and towns

1625 o

counlies;
334 to city
0T Lown
1334 to school
st ey

108 1o lowns
after damage |

ione by dugs
is paid

100 T cities
and {owns

50 to cities,
towns and
villages
50 1o
countiss®

Where collected

AN

gporiion popo-
lation of county
beats o whole
state according
to United States
Cengus

Where decedent
| lived

Where collected

According to
assessed valuation

| Where collected

Where collected
Where collected

Where collected

* Divided again.
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TABLE XI—Cemeluden
, Law first
State dividing lurizdiction Designated | Percentage to Basis of
FEvVEDUE administaring tse Teseal diwtrict I distribation
North | Billard and | State Licensing . o to villages, | Where collected
Dakota | pool room Department cities and
licenze Tg2t towns
South | Money snd | County super- . 30t mun[ies,l Where assessed
Dakota | eredit 191g | vised by State 25 to school
} district
Vermont | Peddlers' | County super- 100 ording Lo
license 1857 | vised by State :uu& popalation

&

e



CHAPTER VIII
STATE-ADMINISTERED LocAtiy-SuHARED TAXES ABROAD

OrrER countries have attempted to solve the problem of
the adjustment of state and local functions to state and loca
revenue in varying ways. The difference in the politjgal
systems abroad results in a somewhat different problen K
that in this country. However, a brief sumrnar«t
French, English and German systems will show tRese
countries are trying to meet the problems und cussion.

The situation in Germany approximates that mlt United
States for the German Reich is a feder ernment, Be-
fore and during the war, under the an tax system,
the largest part of the taxes was s ttred by the states
and communes which contribige 1z national govern-
ment,  After the Weimar ¢ n the scope of the tax-
ing power of the Reich w arged, and under the law of
March 30, 1920, the fin ations of the Reich with the
states and communegfv adically changed. Whereas be-
fore the states a nes had levied most of their own
taxes, the Rei QGM‘: over the administration of most of
the taxes and% share to the states and communes.! In

k' collected 30.1 per cent of the total tax
révenus ermany while the states, communes and Han-
seatic CitiWcollected 60.9 per cent of the taxes® The effect
of the new law was to reverse the position of the Reich and
the state and local governments as agencies of tax collection.
Collections by the Reich were 68 per cent of the total tax

' Report of the Agent General for Reparation Payments; London,

July 1, rgag, p. 75
* [hid., p. Ba2:
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collections in 1925-6 and nearly 7o per cent in 1927-8 and
the first half of 1928-9.

In spite of the fact that the Reich collects a much larger
proportion of the revenues, it expends only a slightly larger
proportion than in prewar times. In 1913-4 the Reich ex-
pended 40.2 per cent of the total German revenues and since
1925 has been spending between 42.3 per cent and 44.3 per
cent of the total.* This increase in the collection of tax rev-
enue with no corresponding increase in expendit by the
Reich means, of course,; a compensating chang ollee-
tion and expenditures of the states and c& . Their
collections are at present about 30 per gent O the tax rev-
enues and their expenditures about 5 t of the total®

A table of sources of revenue in th ent (eneral's re-
port discloses the faet that noy/Myly s the Reich control
changed the administration axation, but it has also
changed the sources of & for the states and com-
munes. In 1913-14 th %and communes each received
about one-half of theNtaPes from the income and eorpora-
tion taxes; the s now receive 43 per cent from these
sources and t inunes 23 per cent.  The states and com-
j ifference from the nationally administered
agsaction and occupation taxes and the new
taxes en¥and turnover. This rather complete control
ional government is summed up in the following
iscussion of government and administration in

rﬁl
Qr any.
At present the Reich administers not only all the takes and cus-

toms which appertain to the national treasury ; but several others

L Thid., p. 82
2 Ihid., p. Bz
3 Ibid., p. Bz
4 Tbed., p. 8z,




TAXES ABROAD 115

which, though nominally national taxes, are turned over to the
states and municipalities in tofo except for a small deduction to
cover the cost of collection.  Moreover, it exercises a very great »
degree of control over the state and municipalities in respect to
tax regulation and tax administration. It is even empowered by
law to administer the taxation systems of the state and muni-
cipalities if they so desire?

The taxes transferred to the states and communes are di-
vided into two groups, the proportional transfers and spegia
payments. These transfers were originated by the lag
March 30, 1920, in compliance with the Weimar @*
tion, which required that if the Reich took overgdaxesNand
revenues of the states it was to pay due regard§o ility
of the states to maintain themselves. Th:}: prtional
transfers are by far the largest part of t nsiers to states
and communes and are the result of a\ < of provisional
settlements between the Reich and s and communes,
The arrangement in 1929 was tha eich was to give the
states and communes 75 per he yield of the income
and corporation taxes, 30 nt of the yield of the turn-
over tax and 96 per ¢ e yield of the taxes on real
estate transactions/a biles and race-betting. The
Reich has also m ccpftl arrangements with certain states
to give special ents (1) to states which on the basis of
propnrtimml%—\ fers receive unfavorable treatment
(amount pNJ & 1929 about 30 millions of reichsmarks),

hose base of taxation was decreased by the

this basis) and (3) to Bavaria, Wiirtemburg and Baden
which receive a share of the beer tax (not more than fifty-
nine millions of reichsmarks in 1929).°

! Blachly and Oatman, The Gotersment ond Adwinistration of Ger-
many, Maryland, 1925 p, 184

X Repart of the Agent General on Reporation Poyments, of. eil., 1020,
. 52
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The description of these taxes shows the proportional tax
transfers to be very similar to the state-administered locally-
shared taxes of the United States in that they are collected
by a higher authority and turned back to a smaller district
and in that they are proportional returns and, therefore, vary
in amount with the yield of the tax. The special payments
are somewhat similar to the state-administered locally-shared
taxes in that they are a return for revenues surrendered by
the local districts but they are different in being an
amount rather than a proportional return. \

i

The percentage which the proportiona
special payments were of the total state rggenutNaverages (i¥]
per cent in 1928-29 for all states an \%{rmn 77 per

cent in Saxony to 41 per cent in Ham The revenue

which was in turn transferred t contiunes by the states
and Hanseatic Cities average er cent of the total rev-
enue of the states and the eMtie Cities and varies from
49 per cent transferred b3 ia to 2 per cent transferred

by Hamburg.!
The: Eeich has @ little attempt to redistribute or to
b

dictate the use evenues among the states. For ex-

ample, in th f the income tax, it is to be a share equal
to what t tegot from this source hefore the change. In
case th e 15 not satisfied with its share, it protests to the

MinGiam¥ Finance® The states, however, have consider-

ol over the communes, for they are to decide what

ds of the communes are and return revenues accord-

Ny, The states are to give consideration to the poorer

communes in redistributing the income, corporation and
turnover taxes.”

There is, however, no attempt on the part of the national

1bid., p. 85
3 Biachly and Oatman, ep. cit., p. 186,
., p. 187
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government in deciding how much revenue to give the states
and communes to relate the resources of the states and com-
munes to their abligations. This leads to great waste of
revenue when the states and communes receive more revenue
than they need and serious cortailment of functions when
they receive less than their accustomed income. This is par-
ticularly serious when the national government is in such
severe financial straits as it is at present. The report of
Agent General of Reparations in 1920 states most clgar

the difficulty of the financial relations between the R N
the states and communes. «

The present system, however, is far from satisiget\gfrxnd it is
difficult t0 see how it can last. Tt takes Erum% deh, with-
out relation to the actual needs of the sty an®@Tommunes, a
heavy percentage of the revenue it col nd worst of all, it
takes the bulk of the income and cor axes, the very ones
that are most responsive to the opment -of business and
industry and that should be mgst Wa¥able to meet the obliga-
tions of the:Reich itself. nse, it still * constitutes a
constant drain upon fe -Qesnurcﬁs,” and ‘a “hole in the
hudget that must be pl o’ Lven from the peint of view of
he arrangements now in force have

flush times, as, for example, in the

year 1g24-25, Qeftatds and communes, whose needs are fairly
constant, refel ansfers of revenue far in excess of their real
requirem®ts._Hhis, in itself, promptly tempts them into new
and sometimes to extravagance. Then, when

e more difficult and transfers from the Reich tend

< the states and communes find themselves under pres-

sure to meet theirinereased expenditures and return to the Reich
for further aid. Thus the practice grows, neither the Reich
nor the states and communes are satisfied and expenditures con-
tinue to mount. For the taxpayer the result must be entirely
disagreeable, and it would seem that from his point of view at
least it would be better far to have a system which more clearly




118 DEVELOPMENT OF LOCALLY SHARED TAXES

defined the responsibility for levying taxes and placed it squarely
an the shoulders of the governing body responsible in the first
instance for the expenditure?

Commenting on this difficulty again in his 1929 report,
the Agent General states that in 1g28-2g the transfers to the
states and communes absorbed 74 per cent of the total in-
crease in tax revenue of the Reich, an increase which the
Reich itself sorely needed.?

Not enly does the Reich return large sums oigQ . but
it has also assumed some of the functions h per-
formed by the local districts. * The Re« he other
hand, while paying over increasing an rom its tax

revenues to the states and COMMUTIES, N 1mt only relieved
them entirely of their former liabjlities ighrespect of ordinary
unemployment relief, . . . bu s itself undertaken the

burden of many national
13 8

TS AR

That Germany is avw e evils of the situation and is
aftempting to rem /s evident in the 1629 provisional
fiscal settlement mgtN€en the Reich and the smaller districts.
The law of w1, 1929, provides for the retention by
the Reich 1iillion marks from the income, corpora-
tion an, r taxes if the total of the three is more than

ET

4, f,'% on marks. Commenting on this, the Agent Gen-
]

1 millions at the maximum the amount which will be trans-
ferred to the states and communes. While the amount of the

@ et effect of this provision of the budget law is to reduce
/

| Report of the Agent General for Reparation Payments, Berlin, No-
vember, 1029, B, a6

2 Report of the Agent General for Reparation Peyments, o, ¢it.,, 1020,
P 53

1 [hid., p. 54
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reduction is small, it has some importance as representing, for
the first time in nearly four years, a practical step in the direc-
tion of checking the steady increase in transiers to the states and
the communes; and it shows an effort to give some consideration
to the requirements of the budget of the Reich?

The German tax system is a much more highly centralized
system than that of the United States. The Reich turns
over to the states a large proportion of their revenues
There 1s nothing comparable in the United States. Excep
for the state offset in the federal estate tax mentioned
chapter on the inheritance taxes, our federal gover: !h—
ministers no taxes for the benefit of the states.e@J he ¥er-
man states turn over to the communes 40.0 '%ﬁ}f the
revenue received from the Reich.  This is a mucy3rger per-
centage than the 17.4 per cent which th tes in this coun-
try give to the local districts. This u\ e case shows the
difficulties which are apt to appea e basic principles

are not applied to the solution of Weapfoblem. That politi-

cal expediency requires som ryfto be made to local dis-
tricts must be remembered; with this return must go reg-
ulation. It does not essary to have the return a
fixed proportion of A4, This brings the difficulties which
arise from fluet ounts of revenue,

many the present extreme centralization

s a compromise of post-war financing.
It may b ary but according to sonie students of the
situath estriction on state and local self-determination
in matt: f taxation is deeply rooted.*

In France we find a highly centralized form of govern-
ment, but the taxes which are somewhat similar to those
studied in this problem are such a small fraction of the total
tax system that they have not become a real problem.

L f6id. p. 54.

2 Blachly and Oatwman, op. eif,, p.-217.
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For administrative purposes France is divided into ninety
departments and many thousands of communes. The de-
partment has little independence, the prefect who had charge
of the department being nominated by the central govern-
ment. The prefect, then, is really a representative of the
executive, and he appoints the officials who decide the com-
mune’s quota of direct taxation.' There seems to be none
of the local autonomy of the United States in the French
system. It is to be expected in consequence that the@nances
of all divisions of government will be closely al

As to the sources of local taxes, Professo N ¥ives the
following information

In the first place an important part of t %ﬁrtvcnues flows
from the so-called cenfimes gdditionnels, wich are taxes levied
upon a basis originally estahlish r national purposes. A
second important part of the 1 evenue finds its source in
grants and subventions fro tional treasury to départe-
ments and communes. TWR, jgleontrast with these payments
flowing from larger d‘»@ to the smaller, the départements
i

reéceive large’ paym the communes ‘and the national

; government recey®y Mgall payments from both.*
The tax hMW1 are shared by the departments and the
COTTITIL Ahrst, the fonds communes, which are col-
lecteg e state. In 1920 the departments received 170

ancs from this source and the communes received
3 ional 733 million franes® The departments and
@ munées receive each year the proceeds of this tax fund.

mill

The manner in which they share in this fund of state-collected
taxes is radically different. The arrangement, with the approx-

! Statesman's Year Book, London, 1030, p. 846,

*R. M. Haig, The Public Finances of Posi-War France, New York,
1929, pp. 364-5.
YIbid,, pp. 387 and 388,
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imate share of the communes in the collections, 15 as follows:
(1) the turnover tax proper (3.33 per cent) and the coal-ex-
traction tax {4 per cent): (2) the charge for cartes d'identité
for foreigners (1o per cent of the 100 franc tax and 1214 per
cent of the 20 frane tax); and (3) the tax on beverages—
wines, cider, perry, hydromel (2635 per cent), diluted wine
{piquette) (6624 per cent), beer (25 per cent), alcohol
{specific tax) 19 per cent.

The second group of taxes is a group of different typego

taxes which are part of the tares assimilees, i.e., taxes >
ilated with the direct taxes. Among these are tl@ﬁ
tional tax on mine profits (22 per cent) and th car-

riages and horses.* In 1926 the amount the \NorMhunes re-
celved from these taxes was 22 million francs. 1is makes

a total of 925 million francs received by departments and
communes from the state, which is 1.2} cent of the total
taxes of the departments and com .¥ This gz5 million
francs was 2 per cent of totgl s epartment and com-

mune taxes in 1926." Th tively small amount of
these taxes makes them gg[Ngfely unimportant in the French
tax systen.

In France, then estion discussed in this paper is
not of primary | e, since the sub-divisions of finance
are essentiall af the national system, and since the part
contributed %e taxes is relatively a small part of the
local e \d 'stem.  Although the shares returned vary
with [ of the tax inasmiich as they are percentage
returns, Wictuations in yield do not cause a serious problem,
owing to their relative unimportance,

The relation of the central government in England to the
local units is neither as bureaucratic as that of France and

VIbid,, p. 388,
* Ihid., p. 388, footnote.
* fhid., pp. 375, 370, 307.
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Germany nor as casual as that of the United States, Early

English government tended to be nearly as chaotic as that in l
© the United States, but during the nineteenth ceéntury there

was a gradual realization that some check upon local authori-

ties was necessary to keep them from spending taxes un- I

wisely and mortgaging the future too heavily, TFurther-

more, as in any developing country, the increase in popula- \

tion made problems of health, roads and other functions

more than local problems. This historical developQent of "

England is described by Mr. Webb in his hﬂok\” nts

a century from 1832, successively “ houMNyt Wthe rights of in-
spection, audit, supervision, initfative, criticymn, and control, in
respect of one local service after her, and of one kind of
Iocal governing body after auothx r the grant of annual sub-
ventions from the Nationa quer in aid of the local
finances, and therefore, in the local rate-payer.?

- Add.™ x
The Wational Government, in the course of v -quarters of

| The subventions m vy Mr. Webhb take many differ-
ent forms and nted on different bases, but there is
nothing com %1 England to the state-administered

locally-shar, x¥ in the Tinited States., The subvention,

i

or “gr ', is an essential part of the centrai control
of lg vernment in England, and is of growing fiscal r
i nde. In 1028-9 13.4 per cent of the total national

venues were disbursed in this way., In 1gzg-3o this
<::?:ntage had increased to 16.6.°
e

rtain suggestions from these foreign surveys seem
| worthy of consideration in. connection with our own prob-
lem. England is frankly supervising and controlling the

LS, Webb, Grants in Aid: A Criticisme and o Profosal, London, 1930,
6
2 Compiled from data in Stafesman’s Year Book, 1030, ppl 34-35.
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local expenditure of the money which she returns. It is like
the subvention in the United States, a method which is used
in the United States to only a limited extent, While the sub- *
vention is less apt to lead to extravagance or insufficient help
than the state-administered locally-shared tax, it can hardiy
replace entirely the state-administered locally-shared taxes,
as long as this country still favers a large amount of local
autonomy. It does, however, seem feasible to urge that
subvention replace part of the taxes now shared so that t
sums returned to local governments will he more in

ance with needs. The German situation points to aryer
of letting the present tendency to increase stat ini¥ered
locally-shared taxes go too far before so tdamental
principles are established to serve as a guide i ctermining
the amount and kind of revenues returgéd)

N
0‘%)

4
&

X




CHAPTER Ix

Sumaary AnD CoNcCLUSIONS

THAT state-administered locally-shared taxes are a vital
and growing part of the present tax system cann de-
nied.! The revenues received from all such tagd = reased
from $186,640,000 in 1g25 to 5261,220, Xl 28 In
1925 they amounted to 4.1 per cent of thegotalNocal tax rev-
ente; in 1g28 they increased to 5.6 1 ¥ In 1928 the
revenue returned by this method was Y% per cent of the
total state tax revenues. The easing number of laws
and the increasing importanc hese revenues in the local
budgets demonstrate that (hy vement is developing rap-
idly, The increase in tIN amsfunt obtained by these taxes
is owing hoth to t hat first, the states are contin-
ually increasing ates uf these taxes, making an in-
crease in the eipts, and therefore in the share the
localities rgfiy®and secondly, there is an increasing numi-
ber of ch have become state-administered locally-
slnred es.  (See Table I, Chapter I1).

owing tables show the extent to which each state

l}th!CHldT form of taxation:
“The state-administéred tax which i3 returned to the municipality is

much more importance than the state-comtrolled locally-administered
tax. Not only are the amounts invalved moch larger, but the state-
administered taxes are increasing at a rapid rate. They represent the
newer and larger tax soorees,  Furthermore, they indicate a’ more far-
reaching control.” MNewcomer, * Tendencice in State amd Local Finance
and their Relation to State’ and Local Functions,” Folitical Science
Quarterly, vol. xhii, no. 1, March, 1928, pp. 17-8.
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TABLE XIIa

NUMBER OF STATE-ADMINISTERED LOCALLY-SHARED TAXES 1N ALL STATES,
Numner Rearrogtionen, axn NuMees 15 wHicH tHE Use1s
DIESIGNATED, T026)

Total number of Number of taxes

State state-ad minisiered Number of taxes baving desig-
locally-shared taxes reppportioned nated wse

Alzbama

Arkansas
California- . ...

Connecticut .., .
Delaware
Florida ...,
GEOREIA ovvas
Idiho . ..is
Ilinois

Indiana

| FT o W i

oA
7

Kentucky
Louisiana
Maine
Maryland
Mazsachusetts .
Michigan
Minnesota
Mississinp s
Missouri

g;u-mm.p.—-u-hhubchﬂl.r.-hmwu-&-

Mew Mexich ..,
Mew York ...
North Carolina.,
Worth Dakota .

Oklaboma
Cipegan
Pennsylvania .. 2

& (Compiled from data in Tables IV through X1,

o4 e G0 B S0 K e A e b LD
HH.]-\-I-‘-MHNNH'HNHHMHN'HIH[HHHT—

2
4
4
1
1
1
1
2
1
1
2
3
1
3
I
a
I
1




126 DEVELGPMENT OF LOCALLY SHARED TAXES

Total number of Number of {axes
State state- sdminieterad Number of taxes having desig-
locally-shared taxes reppportioned nated use

¢ FhodeTsland .. - — =
South Carolina . 3 = 2
South Dakota . & — 2
Tennesses v 2 1 I
Tens .ocpovmss 2 —_ 2
TR ran et — — —
Yermont . ... | 1 —_
Virgminson 2 2 -
Washington ... 3 z
West Virginia . - —-
Wisconsin ... .. i 2 \
Wryoming . 2 2 & 1

=]
Q
B
-
L
|
2 |

TABLE XIIla

AwsousT oF StatE Tax REVENUE rROM 3 ApmrgisTeren Locarcy-Smasm
Taxes RETURNED [ NN STATE, 1928
(In thous nliars)
revenie from state-administered
locally-shared taxes
Q Reapportioned Use designated
State Tozal sta Per Per FPer
ta cent of cent of cent of
ounl  #tale Amount  locatly:  Amount  locally-
taxes shared shared
banes Laxes
Alabama ... G 4,268 206 4230 007 3.384 Lo
Arizona . 7002 76 1.0 - - 75 1000
Arkansas % 5.581 307 2.6 — — 107 TG0
CaliformaN. 81,465 13,867 17.0 0,835 70.0 13,5607 100.0
Cologfd N 13301 1,000 140 1,241 Giz.2 1000 1000
Conn g ... 27083 3,300 11.8 2300 LD —_ —
Delaw. Taraiiiie 71345 —_ — — — - _
Florida vovveres 20,804 3bo03 173 B35 232 5547 o84
Goorgia coovae. 20710 2,035 ol 2,035 100,0 2,035 1040
T e e P 4,842 2633 544 — — 2,635 1060
Tlimoas: e FOLE25 0200 130 0,200 10040 0,200 100.0
Trchiana e o 33,007 3683 11a 3.047 L0 3,644 ol

Towa cocvscenss 20,570 13.554 459 13,326 o3 10,084 744

& Diata from reports of state auditors; treasurers, tax commissioners and
comptrollers.




Kemtucky oo
Lonigians

Maine

Marvland .. ...
Massachusetts .
Michigan
Minnesota ,....
Mississippi ...
Missouri
Montana
Nebraska: ...

New Hampehire
New Jersey ...
New Mexico ...
New Yaork .....
Morth Caroling

Pennsylvania ..
Ehode Island ...
Seuth Carcling .
South Dakota ..
Tennessee ..,

Washington ...
West Virginia .
Wisconsin ... ..
“ Wyoming ... ..

SUMMARY AND CONCLUSIGNS

Tatal state
taxes

10,768
25,043
£a.021
I5.721
20,003
45,105
78,6464
42,047
11,185
J4030
f,157
17,133
2,040
7,324
74,561
8,333
207,773
32,038
7.863
a7.281
22,010

18,500
120,53

2480
5,660
30,979
20,857
18,203
34,756
3,180

1,503,830

Tatal

Amount

3.035
481

10770
196
2,390
37590
5,823
410
5178
1,100
2,404
2805
250
1,581
14.305
3BE
2,567
14

2735
2,553
ST

3

61,220
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Local revenne from state-administered
locally-shared taxes

Reapportioned

Fer
cent of
state
taxes

Amount

15.4 2,826
1.0 487
40 frag b
Iz 183

11.0 2347

3.3 37,560

125 =813
1.0 =6

40,3 2,748
3.4 1,160

401 1,284

16.4

13.0

20,6 &
A\
71

0&,:&-

7
ki —_
0,187
2,518
40

734

1,836

1.4 181,672

b roz7—Latest state figures available,

Per
cent of
locally-
shared

laxes

9.1
100

583

G934

082

0999

28.6

13.6

53,1
I

¥
10D

250

005

126

73T

527
257
2.4

00.4

100.0

66,8
100.0

G5

Use designated
»

Per
cent of
loeally-
shared
taxes

03-4

Amount

2836

LOT7 1]

2y

AN

175
1,160
2,408
2,205

274
2303

388

20,430
748
14,100
o807
1,682
3,605
1,734
oh
1,836
7270

735
2,553

250

138007

ToOD

5

368
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There are four states, Delaware, Rhode Island, Utah and
West Virginia, which have none of these taxes; and forty-
four states in which this form of taxation is a part of the
state and local tax system. New York and Wisconsin, both
of which are well advanced industrially, have more laws pro-
viding for state-administered locally-shared taxes than any
other states. New York has eight such laws and Wisconsin
has seven. New Hampshire and Florida each have six such
laws. Two, three and four are the more usual nu r of
laws, as there is usually a motor vehicle tax, a g i ax,
and at least one corporation tax that the sty shges. Of
the corporation taxes, public utility and fire inWrance com-
pany taxes are those most frequently sga

There seems to be no special geograpig®al region where
the state-administered locally-sh ta®™predominates, ner
is it peculiar to any type of indugIN@l development. In New
England, Rhode Island giv enue to the local districts
by this method, whereas husetts shares the largest
proportion (83.3 per any state. DBoth of these are
densely populated facturing states. The state sharing
the second lar ortion of its revenue with the local
district in thy v 18 Idaho, a sparsely populated agricul-
tural and v ate, while the neighboring mountain state
of UtahQ: a¥sparsely populated state with mining and ag-
ricm%l terests predominating is one of the four states
shc\ one, Idaho and Massachusetts are the only two

o give the local districts more than fifty per cent of
state revenues, and only four states: Iowa, Mississippi,
Montana and Oklahoma, return between forty and fifty per
cent of the state revenue through this type of tax law,
Four states return hetween twenty and forty per cent of their
revenuies to the localities, and sixteen give between ten and
twenty per cent. Eighteen states give the localities less than
ten per cent of the total state revenue. In most states only
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a small part of the tax revenues are affected. It is to new
taxes that the device is being widely applied, and these are
rapidly increasing.

As has been said earlier, the outstanding reason why the
taxes are shared is that the state is supplementing local rev-
enue because it has taken from the localities some of the
base of the property tax. This is especially true of the cor-
poration tax and the personal income taxes.  In levying thes
taxes part of the local tax base has been removed, and the
state returns part of the revenue either from a sense Ix
tice or as a political expedient. The motor trans&i 1
taxes are shared to aid the locality in building rqads. “he
state recognizes good roads as more than a loc ter, and
is paying, therefore, part of the local road exytsss: In
some cases, also, this replaces fost local nues. The in-
heritance tax is shared, probably, sinn& ecause the local
districts need the money more than ¢ needs it, but as

pointed out already,® it is doubt ether this is a tax

which should be shared. T cage of the severance and
forest taxes it is a desire fo ciency which leads to placing
the administration of t s in the hands of the state,
and it is the benefit/fo¥rred by local government which
gauses them to | aggl with the localities. The total
amount returne@m Il of these taxes combined is a sub-
stantial addif otal local tax revenues.

Tables XNJ @ XIIT also give further information re-
gardin » in which this revenue is returned. Out of
the 142 aws which return revenue; 7T return it to some
place other than that from which it was collected. There
are, then, 71 laws which return the revenue where it was
collected. There is a decided tendency for the state to re-
turn the revenue according to some measure of local need.
As mentioned in the introduction, the principal basis for re-

L CF. sipro, p. 61,
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apportionment is some criterion of road needs. The situs of
the property taxed is used to a large extent, and assessed
valuation appears frequently. In few cases educational
needs, population, or equal division were the bases used for
reapportionment. All of these methods indicate increasing
state control.

The total amount of revenue which is reapportioned is
$181,672,000. This is 69.5 per cent of all the revenue re-
turned from the state-administered locally-shared tax Ten
states do not reapportion any of the revenue, urn it
all where it is collected. These states are i&, Arkan-

sas, Idaho, Nebraska, North Carolina, N:.th kota, Penn-

sylvania, South Dakota, Texas and Wgs on.  Most of
the states reapportion one or two taxes. § Phe exact number

for each state is shown in Tabl I f the states which
reapportion the revenue there%n which reapportion all
that is returned. These st® onnecticut, Georgia, Ill-
inois, Kentucky, Missourf\. da, Tennessee (does not re-
apportion 1929 x), Vermont, Virginia and
Wryoming.

There are ni 460, in addition to the ten reapportioning
all the reve ich reapportion more than ninety per cent
ue returned; and only seven states of the
ich reapportion any revenue that reapportion
l»ess%l fty per cent. These seven states are Florida,
WN flistributes 23.2 per cent, Michigan, which redistrib-
@ 8.6 per cent, Minnesota, 13.6 per cent, New Hamp-

pAte, 25.0 per cent, New Mexico, 12.6 per cent, Oklahoma,
25.7 per cent and Oregon, 2.4 per cent.  In other words, if
the state adopts the principle of reapportionment of revenue
shared it usually does it for the major part of the revenue.
The larger part of the revenue from state-administered
locally-shared sources is state-controlled in that the state re-
turns it according to some standard set by the state. Since

in
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the proportion of taxes reapportioned is not as large a part
of the total taxes shared (71 out of 142, or 50 per cent) as
the proportion of revenue is of the total revenue, ($181,-
672,000 out of $261,220,000, or 6g.5 per cent) it is evident
that the states reapportion the more lucrative taxes,

The last point to bring out in this discussion of the effect
of state-administered locally-shared taxes on the community
is that 61.2 per cent of the total revenue returned is returne
for a designated purpose. Referring to Table XII w

there are 76 state tax laws requiring specific use ﬂ&,
om

enue returned. Ohio designates the use of reyente
four taxes, while the other states designate th t%&
?: al

fewer
taxes. The only states which return the reveny | taxes
as free revenue are Connecticut, Kentu M¥fie, Massa-
chusetts, New Hampshire and VermagNe These states are
returning, in some cases, large sm e revenue. For
example, Massachusetts returned %an thirty-seven mil-
lion dollars with no requiremertg asYo how the local districts
were to spend it.  In 1928 ,000 were returned from
all states for designated/mye) Although the large propor-
tion of revenue retu oFspecific uses is indicative of a
large amount of ﬂ@( ol the localities still have the rev-
enue from thei al property taxes. The designated
revenue may® uRd for the purposes which the state directs,
and thus | hatever local revenue would have gone to
those &r uses free for the local unit to spend as it
wishes, wever, as has been shown in the study of indi-
vidual taxes, the amount so controlled, as well as the definite-
ness of the way in which the revenue is to be used, is giving
the state increasing power in the direction and control of
former local functions.

The lack of uniformity among the different taxes in the
different states makes it difficult to generalize.  Usually,
however, the state-administered taxes replace some source
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of taxation taken from the locality. Further, the method
lends itself to more and more state supervision, through re-
apportionment of the revenue according to the state’s idea
of need and through the establishment of minimum stand-
ards for the function for which the money is given. Itisa
movement to be watched, and studied, for the number of
taxes so administered and returned is increasing and the rev-
enue from them is an increasing proportion of the Jpcal tax
receipts, The state sees the local need, and is Ziyink\
sistance, but with this assistance goes inter \
particular type of state interference will be ticwed by be-

lievers in home rule, for it usually invcd?ig legislative
r

interference rather than flexible admin ve control.
Another reason why those adypeatigg) home rule should
be interested is that this may b ansitional stage of state
control of the functions ing There have been num-
erous instances of decregs oportions given back to the
locality, when the origg n was undoubtedly made be-
cause of property y. An example of this is the
reduction of the rtion returned from the Wisconsin in-
come tax. s Mexico car company tax is an instance
of a tax ofe ly shared which now goes entirely to the

5
Rt

state. 1 te keeps an increasing share of the revenue
and ot give the locality other revenues, the chances of
t dlstrict inereasing its revenue are so negligible that

W seem to follow inevitably that the state will take
the functions formerly supported by this revenue.
There ate certain advantages in having the state take over
the functions and the revenues for the functions. State-
wide assessment of most taxes except perhaps some local
license taxes and the real estate tax in large cities is superior
to local assessment in giving all equal treatment and in stop-
ping evasion of taxation. It is also usually administered by
more competent assessors for the state assessor is a higher
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salaried man and usually a full time, rather than a part time,
official.  Application of a uniform rate throughout the state
means that there will be less shifting of business or residence
within the state to escape taxation than otherwise.

Not only is the assessment usually done more efficiently
by the state than by the local districts, but in many cases the
governmental functions are more efficiently performed by
the state. Certainly rpad building must have state-wi
supervision to get a good state system of highways an
highways themselves may usually be better an \
cheaply built if the state has the awarding of all r&u -
g contracts. State control of at least a mini fedu-
cation insures each citizen of that minimum. ther ad-
vantage of state control is the check on 1 calgramgance
and fraud. Not that state administrati free from fraud
and extravagance, but the state gover is more closely
watched by the taxpayer. The s tinistered locally-
shared tax with increasing stage of the revenue has
the advantages of more effici dministration and some
of the efficiency of state ¢ of local government.

That these efficienci I'would seem to be indicated
by the increase in stgfe sorol in the face of home rule Oppo-
sition. But it j ame home rule oppesition which
makes it neces to proceed slowly and while proceeding,
find definite §dble standards by which to proceed.

Publi x still favors local administration of certain
functic \Q 1is same public opinion, as expressed in these
laws proWVing for state-administered locally-shared taxes,

indicates that the localities must he compensated for giving
up the rights which they believe to be theirs. Mr. Kend-
rick, in writing of the situation in New York. gives some
interesting examples of what he believes to he objective ex-
pression of the desire for local autonomy. He cites as one
example the township school law of New York which was
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passed in 1917, placing the schools in each town under one
governing board and providing that one tax rate should ob-
tain for the entire town. Opposition to the measure began
while it was being considered by the legislature and had be-
come strong enough in 1918 to have the law repealed.

Not all of the opposition to this measure can be ascribed to a
desire for local antoniomy. Other reasons were included there-
in. Nevertheless, a reading of the documentary ma
sembled by the State Education Department establishe
that one of the main reasons for the overthrow {}E\

system was the desire for local autonomy.?

Another example of objective evidence cite for local
autonomy that Mr. Kendrick gives 1s tb ct that the broad
vutlines of county and town govepagientedn New York State
remain today as in 1790 in spi revolutionary social and
economic changes which he \ d radically every other
social and economic instigh@n)in the state.®

The fact that the s
of each type vary §
explained by th
get depends
practical st

munistered locally-shared taxes
roportions returned is probably
hat what the local districts are able to
political situation in each state; No
i can be made as to the proportion which
should ¢ as that will vary with the local needs and
the gmeNud local tax system of each state.
idering the basis for the return of revenue, the
1ould be divided into three groups: the inheritance
s, the motor transportation taxes, and all other taxes
1¢ first group, inheritance taxes, should not be shared be-
cause there seems little justification for such a return and
the great variation in yield tends to make it less suitable for

LM, 8. Kendrick, The Colfection of Tares by the- State of New York
and the Divigion of these Retennes woith Usits of Local Government, New
York, 1030, p. 22,

2 Ihid., p. 22,
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local distribution. The reason for considering the motor
transportation taxes separately is that these taxes are levied
primarily on the benefit theory, and the expenditures of the
local districts do benefit motor vehicle owners materially.
In returning revenue to the cities these taxes should he re-
turned on the double basis of mileage and motor vehicle reg-
istration in the cities, since there are the best measures of
benefit.  But in the case of the return to the counties a

towns the method of subventions suggested above is agyo

cated.® In the third group of taxes are the income t xe
corporation taxes, and the forest and severance ta e
local districts frequently have more claim to ?3 of

revenue than to the revenue from the inheritas x, but di-
rect sharing of the yield of the individual taxes i) this group

seems distinetly inferior to the plan of ing grants from

the pooled revenues of all these taxEE ifferent methods

of sharing are used for eéach tax it well happen that the
local district which receives g 13 mount for the taxes
returned according to asses tion of property will re-
ceive a small amount fr € taxes returned according to
school needs. Tt seen r policy to pool all of the re-
turns of the differgfit tM™des and return the revenue to the
local district a to one criterion. This would of

necessity be er complicated formula. It should be
based on th% of the local district and should therefore,

gonsider N ings as population, taxable wealth, school
Ellﬂdl’@ ealth needs. Furthermare, the returns should
be like sWfventions in that there should be a fixed amount
each year. The state budget is better able to absorb differ-
ences in returns of different taxes than is the local district
with its more limited resources. Tf the desire is to equalize

the services received by the citizens of the state from the gov-
ernment (as it might well be assumed to be in a democracy ),

LLf. supra, po o3
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the subvention might be such that, when added to the local
taxes resulting from a fixed rate, each local district will
have an equal share to spend per school child or per citizen
or whatever base is used. This would insure the local dis-
trict of at least a minimum. If the local district wishes to
raise more money and have finer schools, parks or libraries,
it is free to do so. One obvious objection to this plan is that
opposition is usually encountered whenever revenues are di-
verted from one governmental unit to another. HWgever,
the chief difficulty in the redistribution would eas-
ing the funds paid to some districts in md&l‘& ase the
funds paid to other districts. Only by ing\gonsiderable
sums to the funds of revenue now distgib ould the dis-
tricts be assured of at least the amounts now receive.

Before the subventions are magf§t wifild be necessary to
consider carefully the governm unit to which the money
is to be réeturned. The un be small enough to sat-
isfy the desire for local %‘n}' and it should be large
enough to administer '@tiuns efficiently.

There are cases § PN collection should be considered
as the hasis of In so far as many taxes are more
effectively adpnimNercd by the state, taxes for local use, for
example, 1o ness taxes, e.g., a city tax on the amuse-
tight be administered by the state to achieve
jency and the revenue returned as a whole to the
im&o et from which it was collected. In such cases the

uld be merely administering the tax so that it would
just to return such revenue to the place of collection.

f, however, it were necessary to choose between state
usurpation of all local functions and the present system of
state-administered locally-shared taxes there would be much
to say for allowing the local district its present degree of
freedom in spending revenue. But the possibility of sub-
stituting the state subvention for some of the shared taxes
should be given serious consideration.
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LecaL CITATIONS OF STATE-ADMINISTERED LOCALLY-SHARED
Taxes Suowine THE DEVELOPMEST OF THE Law.
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APPENDIX I—Continned
STATE STATUTES CorropaTioNn TAxEs INHERITANCE Tax Moror VExicLe Tax

Florida Railroads
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Maryland

Massachusetts

Michigan
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| Minnesota
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ABPENDIX
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STATE STATUTES  Corpokirtion Taxes InHERITANCE TAx Moror VEHICLE Tax
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APPENDIX I—Continued
STATE STATUTES  CoRroraTion TAXES InHERITANCE TaAXx Morox Vemicre Tax
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