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LETTER OF TRANSMITTAL

CoMMISSION ON INTERGOVERNMENTAL RELATIONS,
W asHINgTON, D. C., June 20, 1955.

Dear MR. PRrESIDENT:

The Commission on Intergovernmental Relations has submitted its
report to you separately.

In carrying out its work, the Commission established a number of
study and advisory committees to develop suggestions about specific
programs. One of these was its Study Committee on Payments in
Lieu of Taxes and Shared Revenues.

The study committees were made up of public spirited citizens
selected with the idea of obtaining the benefit of varied experience and
differing views on the subjects examined. The Commission is in-
debted to the committees for their willingness to undertake their
difficult assignments within the limited time available to them.

The Commission has carefully considered the reports of the study
committees, and has obtained valuable assistance from them. It has
also had the benefit of recommendations and information from or-
ganizations interested in the respective programs, and from a wide
variety of other sources.

The Commission, however, arrived at its own findings and recom-
mendations which are confined to those appearing in its own report.
The Commission’s views do not in every case coincide with those of
its study committees, although the study committee reports contain
much valuable information and many detailed recommendations that
deserve careful consideration.

Recognizing the great interest in the subjects of its inquiries, the
Commission has brought together material ancillary to its own report.
The report of the Study Committee on Payments in Lieu of Taxes
and Shared Revenues, submitted herewith, is part of this material.

"’2“3“ W
Meyer KEsTNBAUM,
Chairman.

Respectfully,

TaE PrRESIDENT,
Tue Wurte Housk.
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LETTER OF SUBMISSION

CoMMISSION ON INTERGOVERNMENTAL RELATIONS,
Wasnaineron 25, D. C., November 15, 196}.

The Honorable Meyer KesTNBAUM,
Chairman, Commission on Intergovernmental Relations.

Dear Mr. KesTNBAUM :

Your Study Committee on Payments in Lieu of Taxes and Shared
Revenues has completed its studies and deliberations and has the
honor to transmit herewith its report and recommendations for future
Federal policy with respect to payments to States and local govern-
ments by reason of Federal property holdings within them.

The field studied by the Committee is one characterized by diverse
and conflicting considerations with complications frequently difficult
to appraise. Under such circumstances the members of the Com-
mittee derive considerable gratification from the fact that the Commit-
tee’s report is a substantially unanimous one. This result, in contrast
with the variety of prestudy viewpoints which the Committee members
originally brought to their task, has been achieved only by hammering
out such viewpoints on the anvil of full discussion in as exhaustive a
study as the Committee was able to undertake. The Committee is
thus able to present its recommendations with the confidence that they
represent the best efforts which the Committee was able to muster.

The report represents the united views of all Committee members
with the following qualifications: Mr. Conlon dissents from the Com-
mittee’s recommendations concerning Federal payments on certain
commercial and industrial properties, and his views are set forth in a
separate statement attached to the report. Mr. Folsom dissents from
the Committee’s recommendations concerning the particular cutoff
date for determining Federal properties subject to payment and con-
cerning the particular formula for preventing possible unjust en-
richment of States or local governments through Federal payments.
His views are set forth in footnotes within the report keyed to the
items of his dissent. In addition, Mr. Folsom has important reserva-
tions about recommending any changes in the percentage of revenues
to be shared from the O and C lands and the wildlife refuges.

The Committee wishes to express its appreciation to the countless
officials—Federal, State, and local—whose advice formed the back-
ground for the Committee’s recommendations. We also wish to
express our gratitude to I. M. Labovitz of the United States Bureau
of the Budget for his valuable technical advice and especially for his
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assistance in preparing estimates of Federal costs involved in the Com-
mittee’s proposals and to Prof. Jewell J. Rasmussen of the University
of Utah for his basic studies and advice in the field of shared revenues.
Finally, to our Research Adviser, Leslie A. Grant, we gratefully
acknowledge our indebtedness for his general counsel and advice and
for his preparation of our report.

The members of the Committee have felt highly privileged to be
able to share in the historic undertaking in which the Commission on
Intergovernmental Relations is engaged. We have approached our
particular task with a deep sense of responsibility and humility. We
trust that our findings and recommendations will be helpful in easing
certain troublesome areas of intergovernmental fiscal relationships.

Respectfully submitted,
Arraur E. B. TANNER,
Chairman,
Axrsert E. CHAMPNEY,
Cuarwes F. CoNLON,
Mariox B. FoLsoMm,
StepHEN H. HART,
Cuarces P. HENDERSON,
Houeerr H. HuMPHREY,
Sam C. MONTGOMERY,
JouN A, PERKINS,
Craupk E. PORTER,
Norris PouLson,
Members,
Study Committee on Payments in Liew of Taxes and
Shared Revenues.
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Part 1

SUMMARY AND RECOMMENDATIONS






Chapter 1

PROPERTIES NOT ASSOCIATED WITH SHARED
REVENUES

The Federal Government is the greatest property owner in the
country with vast and varied holdings covering about one-fourth of the
land area of the country and including personal property as well as
real estate (see pp.21-24). Under the intergovernmental tax immuni-
ties doctrine all Federal property is immune to ad valorem taxation
by States and local governments. This Federal immunity has been
the source of widespread complaints from local governments which
generally rely on the property tax as their chief source of revenue
(see pp. 24-26). These complaints have multiplied with the expan-
sion of Federal property holdings and especially of those properties
devoted to uses comparable to uses made of privately owned properties,
such as commercial and industrial uses (see pp. 26-29).

The Committee has undertaken to review problems of State and
local government arising from the Federal immunity to property
taxation and to recommend a policy to be adopted by the Federal
Government for best meeting those problems. This task has been
directed at one of the most sensitive areas of intergovernmental fiscal
relations, although it is only a single aspect of the entire problem of
intergovernmental tax immunities (see p. 20). The basic objective
of the Committee’s study has been to secure substantial equity as
between Federal and local taxpayers. As the Federal Real Estate
Board said in its report (1943) :

The cost of national functions and programs should not impose an undue
burden on local taxpayers through Federal tax exemptions; neither should the
Federal taxpayer be required to support unjustified subsidies to the localities
containing Federal lands.

Accordingly, the Committee was guided by the consideration, among
others, that it was generally fair that the costs of local government
allocable under the property tax system to an item of federally owned
property should be borne by the Federal taxpayer if the property
serves primarily a national or broad regional purpose and conversely,
by the local taxpayer if the property serves primarily a local purpose.
This general guide, while providing the touchstone for many of the
recommendations made by the Committee, was not considered in iso-
lation. Other considerations exerted a similarly important role in
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molding the Committee’s recommendations (see pp. 34-35). Federal
properties devoted to uses comparable to those made of private prop-
erties appeared, in general, to deserve the same obligation of support-
ing local government and the same exemptions from this obligation as
similar privately owned properties. Furthermore, practical consid-
erations suggested both that property long in Federal ownership and
immune from payment requirements should not now be obliged to
contribute to the costs of local government and that existing arrange-
ments for Federal payments which have been operating to general
satisfaction should be left largely undisturbed.

The Committee observed that although for most Federal properties
the Federal Government makes no contribution to the support of local
governments, it does, under existing statutes, make payments for some
of its properties. These payments variously take the form of tax
payments, administratively determined payments in lieu of taxes,
and a sharing of income receipts from operations on Federal
properties (see pp. 29-31).

To find a policy concerning payments for Federal property hold-
ings which would most appropriately balance the equities between
Federal and local taxpayers, the Committee explored several alterna-
tive approaches (see pp. 39-51). It concluded that the solution to the
problem could be found only within the framework of considerations
germane to the property tax (see pp. 53-54). All the recommenda-
tions of the Committee rest upon this basic conclusion. The Com-
mittee was aware, however, that the property tax criterion as a meas-
ure of the amount of the Federal property owner’s responsibility to
contribute to local government support is subject to some limitations.
These limitations spring from several factors: The diverse character
of Federal properties and the variety of uses to which they may be
put, some serving primarily national and others primarily local pur-
poses; the varying service burdens of different Federal properties on
State and local governments and, conversely, the varying service bene-
fits which they confer on those governments to lighten the costs of sup-
plying local public services; the similarity and contrasts in uses made
of Federal properties to uses made of private properties, with some
Federal properties resembling and others differing from properties
comprising the property tax bases of most local governments; and the
varying effects of Federal acquisition of different properties upon local
tax bases, with some properties predating the Republic itself and
others acquired intermittently during the intervening years with the
consequence that different communities and the owners of taxable
properties within their borders have had varying times to adjust,
insofar as this is possible, to the presence of Federal properties.

During the course of its study, the Committee has paid special
heed to the necessity for finding a solution to the problem which would
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maintain and promote sound government at all levels of our Federal
system. Since local governments have been primarily affected by the
existing situation, the Committee proceeded from the compelling need
to maintain robust local government. This is not merely in the sole
interest of local communities. The States and the Nation share in the
general interest to maintain financially sound local governments. On
the other hand, the Committee deliberately sought solutions which
would safeguard the Federal Treasury from unwarranted demands.
The interest of the Federal Government in maintaining its financial
strength mirrors the vital interest which citizens of local govern-
ments have in the same subject. The situation, in the Committee’s
view, is one calling for balanced judgment and reasonableness.

The goal of finding a solution which would help preserve financially
healthy local governments is realized in the Committee’s conclusions
that the Federal Government should inaugurate a broader system of
payments to local governments by reason of its property holdings
and that these payments should be responsive to the property tax
system as the system generally accepted for allocating among property
holders the costs of supporting local government. The aim of safe-
guarding the financial interests of the Federal Government is achieved
by the compounded results of several Committee recommendations.
These inhere in the broad category of properties exempted from any
payment requirement whatsoever, in the restrictive definitions of prop-
erties for which Federal consent to local taxation was proposed, and
in the provisions suggested for limiting the amounts of payments in
lieu of taxes. These latter provisions contemplate both Federal off-
sets to tax equivalent amounts and, of even greater significance,
maximum limits or ceilings upon Federal payments in lieu to any
individual tax jurisdiction. The safeguarding of the Federal finan-
cial interest may also be found in the narrow definition of personal
property made subject to Federal payment requirements and in the
recommendations for a cutoff date which would generally absolve the
Federal Government from all payment obligations on properties ac-
quired before that date.

The Committee has distilled its conclusions from a number of con-
siderations frequently complicated and frequently conflicting. Its
recommendations represent a blending of considerations of equity,
logic, tradition, and practicality. The result is an integrated set of
recommendations, with the terms of any particular recommendation
frequently being determined by reference to or in relation to the terms
of other recommendations. In the Committee’s view, the composite
set of recommendations balances equities as between Federal and local
taxpayers on scales adjusted to give appropriate weight to special
factors bearing upon intergovernmental fiscal relations in this field.

Accurate information on the amount of Federal payments which
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wquld be made under the Committee’s recommendations is not obtain-
able. A general estimate of the magnitudes involved may be derived
from rough calculations based upon estimates for bills which were
before the Eighty-third Congress. This indicates a range of annual
payments under the Committee’s recommendations in the neighbor-
hood of $200-$260 million for Federal property holdings as of June
30, 1953.

The Committee believes that its recommendations provide a reason-
able and fair solution to the problem presented. Their adoption
should serve effectively to remove a source of friction in sensitive inter-
governmental relationships. Their adoption will promote the finan-
cial integrity and independence of local governments and at the same
time safeguard Federal finances, thus strengthening our whole Federal
system.!

Recommendations

1. Congress should not consent to payment of property taxes or any
payments in lieu of property taxes on the categories of properties
enumerated below. This immunity should not extend to special assess-
ments (see Recommendation?) :

a. Property which, if privately owned or used, would by reason
of its use be exempt from taxation under the laws of the State of
situs.

b. Property used or held primarily for services to the local public,
including but not limited to the following types of properties:
Courthouses; post offices and properties incidental to local postal
operations; weather stations and observation posts; assay offices;
local irrigation projects; sanitation projects; federally owned air-
ports maintained and operated by the Civil Aeronautics Administra-
tion; and properties used for experimental, testing or research
purposes, such as a pilot plant, experimental farm, testing station, or
laboratory, if the activities associated therewith serve primarily
the local public.

¢. Office buildings not associated with commercial or industrial
activities and not included in Recommendation 2, customhouses,
facilities for coining money and printing currency, bullion deposi-
tories, river and harbor improvements, prisons, reformatories, de-
tention farms, hospitals, dispensaries, outpatient clinics, homes for
1 Mr. Folsom has added the following note at this point: “The impact of the Committee’s

recommendations on the Federal budget must be considered by the Commission. The cost
of these recommendations would be roughly $250 million. The Committee was not asked
to suggest possible ways to raise the $250 million but I believe that the Commission should
do s0. One possibility which I would suggest is an examination of those intergovernmental
tax immunities which benefit State/local governments at the expense of the Federal

Treasury. Adjustments in these areas could produce Federal revenues to offset in large
part the cost of the Committee’s recommendations.”
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the aged, sanitaria, quarantine and immigration stations, cemeteries,

Coast Guard aids to navigation, Civil Aeronautics Administration

aids to air navigation, beacons, facilities used in the police and regu-

latory functions of the Federal Government (other than those which
are incidental to or an integral part of the properties included in

Recommendations 2 or 3) and military and naval installations (but

not those engaged in industrial or commercial activities) such as

forts, camps, armories, observation posts, guard posts, proving
grounds and airfields.

d. Property which under Federal law is subject to a payment to
a State or local government of any portion of the revenue derived
from its use or from the sale of such property or any of its products
(revenue-sharing arrangements).

e. Stocks of strategic and critical materials and of agricultural
commodities and other personal property which is not incidental
to industrial or commercial activities.

9. The Federal Government should consent to nondiscriminatory
State and local taxation of the following categories of properties in
accordance with the laws of the State of situs:

a. Properties acquired by the Federal Government to protect its
financial interest in connection with loans or contracts of insurance
or guarantee, such payments to continue until the property has been
disposed of or placed in permanent use by the Federal Government.

b. Properties sold by the Federal Government under conditional
sales contract or leased to taxable persons.

3. The Federal Government should make payments in lieu of prop-
erty taxes on the following categories of properties, other than those
enumerated under Recommendations 1 and 2:

@. Commercial and industrial properties, including properties
employed by private contractors or subcontractors in the perform-
ance of contracts with the Federal Government, title to which has
passed to the Federal Government pursuant to any partial or ad-
vance payment contract clause.

b. Properties used or held for activities which serve primarily
national or broad regional interests rather than those of the local
public.

¢. Rental housing other than low-rent housing.

The payments in lieu of taxes should be equivalent to the amount
of taxes which would be assessable against the property if taxable,
according to its value as determined by the established tax procedures
of the taxing jurisdiction, including all provisions for administrative
and/or judicial review of assessments, tax rates, or levies in accordance
with applicable laws governing assessments and taxation, provided
that Federal property is treated on the same basis and accorded the
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same safeguards as non-Federal properties. Payments thus established
should be adjusted as follows:

(1) Reduced for the local cost of specific and customary State
or local governmental services provided at Federal expense to the
taxing jurisdiction or its residents, or the Federal property, or
Federal employees and their families who reside within the taxing
jurisdiction. The amount of this reduction should be based on
the unit cost of the particular services to the taxing jurisdiction, or
in the absence of such unit cost data should be based on the unit
cost in comparable nearby taxing jurisdictions.

(ii) Increased by the amount of the expenditures incurred by
the taxing jurisdiction in providing specific services to the Federal
property which it does not customarily provide to non-Federal
properties.

The amount of adjustments (i) and/or (ii), if any, should be deter-
mined by the Federal Review Board (see Recommendation 8) on ap-
plication of either the taxing district or the Federal agency owning the
property. Where properties of more than one Federal owning agency
are located within the taxing district, the Federal Review Board should
allocate any adjustments made under (i) and/or (ii) among the Fed-
eral properties involved. '

Local property assessing jurisdictions containing Federal proper-
ties deemed to be subject to payments in lieu of taxes hereunder should
be required to file, with the Federal owning agency, applications for
such payments on forms prescribed by the Federal Review Board.
The application should contain a statement by the legally constituted
assessing authority showing the property values proposed as the basis
for computing tax equivalents hereunder. Such application should
also advise the Federal property-owning agency of the steps necessary
to be taken to secure administrative and/or judicial review of the valu-
ation of the property as fixed by the assessing authority under the laws
of the State of situs applicable to assessments of property for taxation.
The application should also contain a statement by an appropriate
fiscal authority on behalf of the taxing jurisdictions involved showing
the applicable tax rates and the statutory procedures to be followed to
secure review of any objections to such rates.

Federal agencies owning properties subject to payments hereunder,
if requested by the legally constituted assessing officer of the taxing
jurisdiction in which the property is located, should supply such state-
ments or reports with reference to the property as may under appli-
cable laws be required of the owners of taxable property.

To prevent disproportionate Federal contributions to particular
communities, the total amount of payments to any taxing district for
those properties described in paragraphs (2) and () of this recom-
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mendation which are located therein should be subject to the following
limitation :

If the total payment to any taxing district in any year, as com-
puted hereunder, exceeds the total taxes levied against all non-
Federal taxable property in the district, the Federal Review Board
(see Recommendation 8) should determine whether or not the com-
puted total payment would confer unwarranted benefits upon the
taxing jurisdiction, contrary to the interests of the taxpayers of
the United States, and should fix the total payment at such sum
as it shall deem fair and reasonable, but in no event at a sum less
than the total taxes levied against all non-Federal taxable properties
within the taxing district. 'Where properties of more than one Fed-
eral owning agency are involved, any reduction in the total payment
determined hereunder should be apportioned among the Federal
properties in accordance with their respective values as otherwise
determined under this recommendation.?

No payment should be made to a State or local government which
declines to provide services to the Federal property or its residents
or employees and their families upon the same terms as are accorded
to other properties, residents, or persons, unless the Federal property-
holding agency deems the provision of such services to be unnecessary
or undesirable.

These payments should be made by the Federal agency charged with
the administration of the particular property.

4. Recommendations 2 and 3 should not apply to properties acquired
by the Federal Government before September 8, 1939 unless the Con-
gress has specifically authorized the payment of property taxes or
payments in lieu of taxes on account of such properties.®

5. The Federal Government should make transitional payments in
lieu on Federal properties described in category (¢) of Recommenda-
tion 1 which would not also fall within category (a), (&) or (e).
These transitional payments should be made over a 10-year period in
diminishing amounts. With respect to properties in Federal owner-
ship at the time of the enactment of the legislation here proposed,
transitional payments should be limited to properties acquired within
the immediately preceding 10 years.

6. In all the foregoing Recommendations, the term “property” in-
cludes “real property” and “tangible personal property” according to
the legal definitions of these terms in the State of situs.

7. The Federal Government should consent to the payment of spe-
cial assessments to finance local improvements where both non-Federal

2 Mr. Folsom, while in general agreement with Recommendation 8, does not concur in
the Committee’s recommendations concerning payment limitations to prevent dispropor-
tionate Federal contributions. His alternative proposals are set forth in footnote 3, p. 66.

3 Mr. Folsom does not concur in recommending the date of September 8, 1939. His views
are set forth in footnote 4, p. 69,
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and Federal properties are included in the benefited district and sub-
jected to the assessment, provided that Federal property is treated on
the same basis and accorded the same safeguards and exemptions as
non-Federal properties.

8. Congress should authorize and direct the President to appoint
an administrative Review Board, composed of three members who
should have responsibility for:

a. Promulgating rules and regulations governing the payment
program and assuring that all property-owning Federal agencies
pursue uniform payment policies.

b. Determining the amount of adjusted payments in lieu of taxes
under Recommendation 3.

¢. Resolving, as an appellate body, Federal and State/local dif-
ferences arising under this program.

d. Submitting annual reports to the President.

An advisory committee should be established to consult and advise
the administrative Review Board with respect to the administration
of the payment program. This Committee should consist of heads
of Federal agencies and representatives of State and local govern-
ments, and of the public. This Committee should recommend to the
President such changes in the payments legislation as it deems
necessary.
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Chapter 2

PROPERTIES ASSOCIATED WITH SHARED
REVENUES

The Federal properties treated in this part of the report (chapters
10-14) differ significantly from those in the first part. In general,they
consist of large tracts of land with few improvements lying in rural
areas where the level of Government services is often considerably
lower than in the more populous centers where the properties described
in chapters 6-9 are frequently located. Furthermore, they are, by
and large, part of the public domain and have never been on local
property tax rolls. In addition, these properties have in most cases
for a long period been operated by the Federal Government under
arrangements whereby income receipts from the lands and their
products have been shared in varying ratios with the States or local
governments. Nestled in a different historical setting with a some-
what different impact upon the local governments concerned, the
properties of the type generally associated with shared revenue ar-
rangements or with the public domain must be viewed somewhat
differently from the properties described in chapters 6-9. Prop-
erty tax considerations, so important to the properties in chapters 6-9,
do not apply with the same force to them. That does not, of course,
mean to say that property tax considerations for all such properties
are entirely irrelevant.

The most significant thing about the properties described in chapters
10-14 is that in general they are now the subject of Federal payment
obligations to States or local governments. This is true even where
the lands involved are part of the public domain. The rationale for
shared-revenue payments is not altogether clear. Some of the pay-
ment arrangements appear imbued with the concept that the Federal
holding is one for the beneficial interest of the residents of the locality,
State, or region where the property is located. Some, on the other
hand, appear designed to return to the States or local governments
amounts fairly comparable with tax equivalents on the property were
it in private ownership. There is no general agreement concerning
the exact philosophy behind revenue-sharing arrangements generally,
or behind any particular arrangement. What is clear is that the
device of revenue sharing is generally accepted by local, State and
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Federal officials as a suitable method for Federal payments to States
and local governments because of the Federal property holdings in-
volved. Furthermore, it is clear that the yardstick most commonly
utilized to measure the adequacy of the State or local share of the
income receipts is the amount which would be received in property
taxes were the lands privately owned. This is especially true with
respect to lands which are acquired by the Federal Government under
circumstances which remove them from State or local property tax
rolls. In such cases, the concept of a local beneficial interest in the
properties under revenue-sharing arrangements and the concept of
a State or local claim limited but fully equivalent to tax losses, as in
the case of private property, may be found existing side by side with
no apparent indication or realization that they may be inconsistent
with each other.

Under these circumstances the Committee has approached the prob-
lem of Federal payments on these properties from an entirely prac-
tical point of view. No attempt has been made to achieve conformity
with sophisticated theoretical objectives. The Committee’s aim, of
course, has been to seek solutions to the problem of Federal payments
which would balance equities as between Federal and local taxpayers,
but it has observed that the revenue-sharing arrangements are widely
accepted and approved and that criticisms of them are directed at
their details rather than their basic substance. The Committee has,
therefore, generally endorsed continuance of the present shared rev-
enue programs and recommended relatively minor modifications which
in the Committee’s view will greatly improve their fairness and
adequacy as well as remove sensitive problems in Federal-State-local
relations.

Recommendations

NATIONAL FORESTS

9. The Committee recommends that the present arrangements
whereby the Federal Government shares revenues with States for the
benefit of counties containing national forest lands be continued with
the following modifications: ,

a. The 25-percent fund should be based upon a centered moving
5-year average of income receipts from the particular national
forest.

b. Income receipts should include the value of national forest
timber exchanged for private or State owned lands.

¢. The restriction upon local use of the Federal payments to ex-
penditures for roads and schools should be eliminated.
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d. For national forest lands acquired hereafter or within the
period of 10 years immediately prior to the enactment of authorizing
legislation, transitional payments in lieu of taxes on a declining
basis should be paid to the States for the benefit of the counties
where such lands are located.

MINERAL LEASES

10. The Committee recommends the continuation of the present
arrangements for the distribution of the proceeds of mineral leases
among the States with the following modifications:

a. The restriction upon the use of funds to expenditures for
schools and roads should be eliminated.

OREGON AND CALIFORNIA REVESTED LANDs (O anp C LanDs)

11. The Committee recommends that the present arrangements
pertaining to the sharing of revenues from the O and C lands with the
counties in Oregon should be continued with the following modifi-
cations:

a. As a permanent policy

(i) Fifty percent of the gross receipts from O and C lands,
including the controverted lands, should be paid annually to the
State of Oregon with the proviso that sums fully equivalent to
taxes on the O and C lands should be paid to each of the counties
containing O and C lands. Any excess revenue above the total
tax equivalent payments to the counties should be allocated as the
State legislature may provide.

(ii) As much as necessary of the remaining 50 percent of the
receipts, including those from the controverted lands, should be
used by the Federal Government to achieve a maximum sustained
yield from the forests. Any receipts not so used should be paid
into the General Fund of the Treasury.

(iii) The effective date of the permanent plan should be the
date of completion of the timber inventories on O and C lands
and the reassessment project by the Oregon State Tax Commis-
sion now in progress, but not later than 1960,

b. In the interim period before the permanent plan is put into
effect

(i) Fifty percent of the gross receipts should be paid directly
to the State of Oregon with the proviso that all of the revenue
should be paid to the counties containing O and C lands under
the existing distribution formula.

(ii) The present temporary arrangement for providing access
roads from O and C forest receipts should be continued.
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Corps OF (ArMY) ENGINEERs FLoop-CoNTrROL LANDs

12. The Committee recommends that the present arrangements
whereby the Federal Government shares revenues from flood-control
lands of the Corps of Engineers with States for the benefit of counties
where those lands are located be continued with the following
modifications:

a. The annual payments should be based upon a centered moving
5-year average of income receipts from such lands in each county.

6. Receipts from mineral leases upon the flood-control lands
should be separated from other receipts and payments for the bene-
fit of counties from such receipts limited to 25 percent.

¢. For lands acquired since the cutoff date specified in fecom-
mendation 4, the Federal payments to any county in any year should
not be less than a payment in lieu of taxes calculated in accordance

with the rules described in Recommendation 3.

BouLbper CANYON PrOJECT

13. The Committee recommends that the present payments now
being paid annually to Arizona and Nevada under the Boulder Canyon
Project Adjustment Act of 1940 be continued within the framework
of a system of payments in lieu of taxes proposed by the Committee
in Recommendation 3 for Federal power projects generally. The
Committee therefore recommends:

@. As to power properties, Federal payments in lieu of taxes
should be made in accordance with the rules described in Recom-
mendation 3. All such payments made to the State or local gov-
ernments of Arizona and Nevada should be deducted from the
$300,000 now being paid annually to each of these States under
the existing arrangements.

b. Asto nonpower properties, these should be classified according
to their use and the Federal payment obligation determined in
accordance with the appropriate Committee recommendation for
similar properties as set forth in chapter 8 of this report.

WiLpLiFE REFUGES UNDER MIGRATORY BIRD CONSERVATION ACT

14. The Committee recommends that the present revenue-sharing
arrangements pertaining to wildlife refuges be continued with the

following modifications:
a. Payments should be made to the States for the benefit of the

counties in which such lands are located.
b. Payments should be increased from 25 percent of net receipts

to 75 percent of total nonmineral gross receipts.
¢. Payments from mineral lease receipts derived from such lands

should be limited to 25 percent of such receipts.
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d. Payments from both the 25-percent and 75-percent funds
should be based on a centered moving 5-year average of income
receipts.

e. For lands acquired since the cutoff date specified in Recom-
mendation 4, the Federal payments for the benefit of any county in
any year should not be less than a payment in lieu of taxes calcu-
lated in accordance with the rules described in Zecommendation 3.

f- The restriction upon local use of Federal payments to roads
and schools should be eliminated.

SuBMARGINAL LANDs HELD BY THE FOREST SERVICE

15. The Committee recommends that present revenue-sharing
arrangements be replaced by those contained in Recommendation 9

for national forests.

TayLor GraziNGg Act Pusric LAnDs

16. The Committee recommends that the present revenue-sharing
arrangements pertaining to Taylor Grazing Act lands should be con-
tinued with the following modification:

a. Elimination of the present restriction to roads and schools now
limiting local use of Federal payments from grazing districts on

Indian lands ceded to the United States.

NATIONAL PARKS AND MONUMENTS

17. The Committee recommends that Federal properties in national
parks and monuments remain generally exempt from taxation or any
requirement of payments in lieu of taxes except as follows:

a. On lands acquired since the cutoff date specified in Recommen-
dation 4, which were subject to local taxation at the time of acquisi-
tion, annual payments in lieu of taxes should be made for the
benefit of the local taxing districts involved in accordance with
the rules described in Recommendation 3.

b. Similar payments in lieu of taxes should be made on improve-
ments such as federally owned lodges and hotels acquired or con-
structed since the cutoff date specified in Recommendation 4.

¢. On lands dedicated to national park or monument purposes
since the cutoff date specified in Recommendation 4 which, at the
time of such dedication, were subject to revenue-sharing arrange-
ments, annual payments should be made for the benefit of the local
taxing districts equivalent to the average shared-revenue payments
received by such taxing districts from activities on the lands affected
during the 10 years immediately preceding the dedication to na-
tional park and monument purposes.

d. All payments described herein should be made to the States for
the benefit of the counties in which the lands are located.
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GRrRAND TETON NATIONAL PARK ACQUIRED LANDS

18. The Committee recommends that the present payment arrange-
ments be replaced by those contained in Recommendation 17 for
national parks and monuments.

SALES oF PusLic Lanps anp TrvmBER; FEpERAL Power CommissioN Li-
CENSES; SUPERIOR NATIONAL FoRresT LANDS; RECONVEYED Coos Bay
WacoN Roap GrRanT LAnDs; O1L aAND GAs LanDs, SoutH HALF oF
REeD R1vER, OKLA.; O1L AND GAS LANDS ADDED TO THE NAVAJO INDIAN
REsErRvVATION IN UTAH; ALAsKA GAME LICENSES

19. The Committee recommends that the present payment arrange-
ments pertaining to these various lands and licenses should be con-
tinued with the following modification:

a. The restriction upon the State or local use of the Federal
payments to roads and schools and other specific purposes should
be eliminated from the following shared revenue arrangements:

(i) Sales of Public Lands and Timber.
(ii) Reconveyed Coos Bay Wagon Road Grant Lands.
(iii) Oil and Gas Lands, South Half of Red River, Okla.
(iv) Oil and Gas Lands Added to the Navajo Indian Reserva-
tion in Utah.
(v) Alaska Game Licenses.

CorLumBsiA Basin ProJect LANDS

20. The Committee recommends that the payments in lieu of taxes
provided for these lands by the Columbia Basin Project Act of March
10, 1943 (57 Stat. 19; 16 U. S. C. 835 (c-1)) be replaced by the pay-
ments in lieu of taxes as described in Recommendation 3.

TENNESSEE VALLEY AUTHORITY PROPERTIES

21. The Committee recommends that the existing revenue-sharing
arrangements be continued as payments in lieu of taxes on power prop-
erties. For nonpower properties, the Committee recommends that
they be classified according to their use and that payments with ref-
erence to them be determined in accordance with the applicable
recommendations of chapter 8 of this report.

InpiaN LAnDs

The Committee considers that the problem of tax immunity pertain-
ing to Indian lands is so closely related to the general Federal policy
with respect to Indians that it is inappropriate to make a recommenda-
tion concerning the tax status of such lands apart from a reappraisal
of the entire Federal policy respecting Indians. Such a compre-
hensive reappraisal has not been within the Committee’s terms of
reference.

16



Part 11

GENERAL INTRODUCTION






Chapter 3

INTRODUCTION AND SCOPE OF REPORT

The Committee has been charged with the duty of studying fiscal
problems of State and local governments arising from the immunity of
federally owned property to State and local ad valorem taxation and
of recommending a Federal policy for best meeting these problems.
In the course of its study, the Committee has heard officials of local
governments having Federal properties within their jurisdictions,
representatives of local government associations, and officials of Fed-
eral property-holding agencies, including the Defense, Interior, and
Agriculture Departments, the General Services Administration, the
Atomic Energy Commission, the Reconstruction Finance Corporation,
and the Tennessee Valley Authority. The opinions and recommenda-
tions of other Federal agencies have also been reviewed. In addition,
the Committee acknowledges the valuable legacy of reports of previous
groups which have examined the problem.! These reports together
with all other pertinent literature concerning the problem have been
carefully studied.

After full deliberation, the Committee has formulated its recom-
mendations for future Federal policy in this field. These are set forth
later in this report.

1 Federal Ownership of Real Estate and its Bearing on State and Local Tdzation, Wash-
ington : U. 8. Government Printing Office, 1989, 19 p. (76th Cong., 1st sess., H. Doc. 111) ;
Federal Contributions to States and Local Government Units wilh Respect to Federally
Owned Real Fstate, Washington : U. S. Government Printing Office, 1943, 50 p. (78th Cong.,
1st sess., H. Doc. 218). Federal, State, and Local Government Relations, a report to the
Secretary of the Treasury by a Special Committee, Washington: U, 8. Government Print-
ing Office, 1948, 595 p. (78th Cong., 1st sess., S. Doc. 69), pp. 269-296; Federal-State
Relations by the Council of State Governments. Report of the Commission on the Organi-
zation of the Executive Branch of the Government, Waghington : U. 8. Government Printing
Office, 1949, 297 p. (81st Cong., 1st sess., S. Doc. 81), pp. 114-118; Interim Report on
Study of the Problems in Connection with Public Lands of the United States, etc. Com-
mittee on the Public Lands (78th Cong., 24 sess., H. Rept. 1884), September 14, 1944.
Attention should likewise be called to the following valuable reports: Payments to State
and Local Governments on Federally Owned Real Hstale, Statement, Division of Tax
Research, Treasury Department, joint hearings before the Subcommittee on Intergovern-
mental Relations of the Senate and House Committee on Expenditures in the Executive
Departments (81st Cong., 1st sess.), pp. 288-248 ; Payments to Local Governments in Lieu
of Tawes, Mimeographed Memo, Joseph Guandolo (Assoclate General Counsel, Housing and
Home Finance Agency) ; Report on Tawes and Other In-Lieu Payments on Federal Property,
May 13, 1954, Prepared for House Committee on Interior and Insular Affairs by Raymond
B. Manning (Senior Specialist in Taxation, Legislative Reference Service, Library of Con-
gress), Committee Print No. 28 (834 Cong., 2d sess.).
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The status of federally owned property under State and local prop-
erty taxes is but one segment, albeit currently a very important seg-
ment, of the large problem of intergovernmental tax immunities.
This, in turn, is but a part of the gamut of problems which comprise
intergovernmental tax and fiscal relations in the United States.

The twin doctrines that the Federal Government may not tax State
and local governments and that State and local governments may not
tax the Federal Government and its instrumentalities, developed in the
wake of Chief Justice Marshall’s opinion in McCulloch v. Maryland,?
have had far-reaching implications for all phases of Federal-State
fiscal relations. The problems in this area of major importance today
may conveniently be grouped into several categories:

1. The status of Federal property under State and local property
tax laws;

2. The status of Federal contractors under State and local tax laws;

3. The status of private persons and activities in Federal areas under
State and local tax laws;

4. The status of State and local activities under Federal tax laws;
and

5., The status of State and local securities under Federal tax laws
and of Federal securities under State and local tax laws.

This report is confined to the first of these, the tax status of Federal
property. Despite this restriction to a relatively narrow segment of
the problem of Federal-State fiscal relations, the Committee recog-
nizes that its recommendations concerning the amenability of Federal
property to contribute to the support of State and local governments
may have policy implications for other problems in the area of Fed-
eral-State fiscal relations.

2 McCulloch v. Maryland (1819), 4 Wheat. 815, 17 U. 8. 315.
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Chapter 4

BACKGROUND OF PROBLEM

Dependence of Local Governments on Property Tax

The property tax has traditionally been the chief source of revenue
for most local governments in the United States. Recent years have
witnessed a concerted effort in State legislatures and local governing
bodies to free local governments of exclusive dependence upon this
single source of revenue. In some parts of the country considerable
progress has been made in this direction. Substantial increases in
State aid to local governments have also contributed to relieve the
property tax from carrying the entire burden of supporting local
governments. Nevertheless, it remains the mainstay of most local
revenue systems.

Diminution of the property tax base by accretions to the category
of tax-exempt properties poses a serious problem to the public finance
capabilities of many communities. Resulting tax losses aggravate the
already strained fiscal positions of local governments which generally
have no alternate major tax sources. These losses have inspired
suggestions for reevaluating the propriety of maintaining tax exemp-
tion for many types of properties. While the total value of federally
owned property is only a portion of the value of all tax-exempt
property, it is important in amount. Increases in Federal property
holdings by expanding the general category of tax-exempt properties
intensify existing difficulties.

Nature of Federal Properties

The types of real and tangible personal property owned by the Fed-
eral Government are so many and varied as to defy complete listing.
The real estate includes parks, factories, forests, grazing lands, forts,
post offices, weather and radio stations, office buildings, housing proj-
ects, schools, shipyards, hospitals, prisons, camps, power projects,
arsenals, dams, wildlife refuges, lighthouses, atomic energy plants,
docks, and a great array of other properties. Federal properties are
both rural and urban, agricultural and industrial, residential and
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commercial, governmental and proprietary. Some are valuable, others
are of little value. Some produce revenue; others are maintained at
public expense. Some profoundly affect the economic life of their
communities ; others have little or no effect. Some are in Federal cus-
tody ; others are leased to public or private persons. Some serve pri-
marily national or regional interests; others primarily the local public.
Some have been removed from local tax rolls by Federal acquisitions;
others have never been taxed. Some are temporary holdings; others
permanent.

The general uses to which Federal real property is put are also many
and varied. The Federal Real Estate Board in 1939 classified such
uses to include, among others, the general administration of govern-
ment, services to the local public, care of wards of the government,
national defense, development and protection of commerce, land
utilization and conservation, low-rent and defense housing, Indian
welfare, conservation and utilization of water resources, and research
and experimental work. To these may be added the production and
utilization of atomic energy and other uses reflecting activities in which
the Federal Government was not engaged when the Board made its
report.

Federally owned tangible personalty includes articles of almost
every type. It includes all the articles necessary to administer the
Federal Government and carry out its purposes and operations.
Under the control of the Defense Department alone, Federal person-
alty includes almost every conceivable item from baby food to battle- .
ships. Federal holdings are not limited to consumers’ goods but in-
clude inventories of raw materials, semifinished goods and finished
products, as well as industrial machinery and equipment. No Fed-
eral personal property has ever been subjected to State or local prop-
erty taxation.

Lack of Inventory

There is no inventory of Federal properties. Without an inven-
tory or State and local data on the value of tax-immune Federal prop-
erties, it is not possible to estimate with reasonable accuracy either the
extent or the value of Federal properties. All groups which have
grappled with the problem under study by this Committee have been
handicapped by the lack of a reasonably accurate inventory, and over
10 years ago both the Federal Real Estate Board and the Special Com-
mittee of the Treasury Department on Intergovernmental Fiscal Re-
lations urged the compilation of a record of Federal realty holdings
and its maintenance on a continuing basis. Recently the compila-
tion of such an inventory has been started;* and another survey of

1 GSA Cire. No. 80, December 18, 1958, and Sup. No. 1, March 8, 1954.
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certain Federal realty (excluding the public domain, national forests,
national parks, and reservoir areas related to land reclamation, power
and similar projects) to determine surpluses available for sale has
been initiated.? Neither inventory, however, will include the impor-
tant category of tangible personal property, or any property outside
the continental United States.

Area and Value of Federal Property

Although the lack of an inventory obscures the extent of personal
property holdings, the Federal land acreage is known. The Federal
Government owns nearly 456 million acres, or almost one-quarter of
the total land in the country. (See appendix A, p. 177.) These lands
vary enormously in physical characteristics, value, utilization and im-
portance to the community. They range from large areas with rela-
tively worthless desert expanses and mountain peaks to small tracts
containing highly developed and valuable industrial and atomic
energy plants.

While the value of neither realty nor personalty owned by the Fed-
eral Government is known, one study estimated the value of Federal
real property in 1937 at 2.89 percent of the assessed value of all pri-
vately owned assessed property.® A 1948 estimate for the 11 Western
States placed the ratio for those States at 12.83 percent,* a figure ad-
mittedly too low since much Federal property in those States was
omitted. This figure provides little aid in gaging the importance of
Federal property in the country as a whole, however, since on the one
hand, the States concerned contain almost 90 percent of the area of
all Federal rural holdings and, on the other, probably contain fewer
Federal urban properties of high value than many other States.

Estimates by the Bureau of the Budget on the value of “defense
production facilities” owned by the Federal Government which would
be subject to taxation and payments in lieu of taxes in fiscal year 1954
under the Knowland bill (S. 2473, 83d Cong., 1st sess.) indicate realty
of $2,381,991,000 and personalty of $9,081,852,000, a total of $11,463,-
843,000.° The property included is a very restricted, although an
important part of all Federal property. It is limited to property
acquired, owned, or used for industrial or commercial purposes con-

2 Joint release of General Services Administration and Bureau of the Budget dated
December 30, 1953.

8 Federal Ownership of Real Estate and Its Bearing on State and Local Tawation,
appendix A. A message from the President of the United States (76th Cong., 1st sess.),
H.‘llz':ct'it:)l::i Education Association, Status and Fiscal Significance of Federal Lands in
the Bleven Western States, 1950, p. 144,

8 Hearings, Subcommittee on Legislative Program, Committee on Government Operations
(88d Cong., 2d sess.), on S. 2478 and H. R. 5605, June 2-3, 1954.
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nected with national defense. From this category are excluded Atomic
Energy Commission properties and the stockpile of strategic and
critical materials. This restricted category of Federal property is
further limited, with certain exceptions, to property acquired after
June 30, 1950. The Federal realty consists of land and improvements;
the personalty is made up of machinery, equipment, and inventories
of raw materials, goods in process, products, and components.

Distribution of Federal Holdings

Overall statistics, as valuable as they would be, would not in any
event indicate the full measure of the problem. It is the distribution
of Federal holdings rather than the mere totality which creates the
problem. If Federal properties represented a reasonably uniform
proportion of taxable property in each of the thousands of local taxing
units throughout the country, no urgent problem would arise out of
the immunity of Federal property to local taxation. To be sure, pay-
ment of the costs of local government fairly allocable under the prop-
erty tax system to the Federal property would be borne by local
taxpayers rather than by Federal taxpayers. But the equality of
Federal load on all communities and the general distribution of
Federal taxpayers would presumably mute local dissatisfaction and
agitation for change in the tax status of Federal property.

Actually, however, Federal holdings are very unevenly distributed.
Areawise, 11 States have within their boundaries more than four-fifths
of the federally owned lands; each of 5 States has less than 1 percent.
The distribution is shown in appendix A. Within the States distribu-
tion of Federal property among taxing districts is probably even more
disparate. Distribution statistics reflecting values of Federal proper-
ties do not exist. However, the effects of the uneven distribution of
Federal properties are, no doubt, compounded when consideration is
given to the scattered locations among local government areas of
highly developed Federal industrial plants with their valuable ma-
chinery, equipment, and inventories of goods.

Fiscal Impact of Tax-Immune Federal Properties Upon Indi-
vidual Communities

The Committee has not been able to obtain comparable data con-
cerning the fiscal impact of Federal property ownership on individual
local governments. In the absence of such data some appreciation of
the impact may be derived from descriptions by local government
spokesmen of conditions in particular communities. These descrip-
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tions have been set forth at length in various congressional reports.®
Tllustrative cases are presented in appendix B (p. 178).

Potential Revenue From Tax on Federal Property

Although information regarding the total revenues which States
and localities would receive by taxing all Federal property is not an
accurate gage of the problems involved in the immunity of Federal
property to taxation inasmuch as it does not show the impact of
Federal holdings upon individual communities, it would nevertheless
be helpful. But even for this type of information reliable estimates
are lacking. It would require on a nationwide basis an inventory
of Federal property, comparable data on the relationship of assessed
to true value for tax purposes, and data on tax rates—none of which
exists. However, computations based upon an incomplete estimate
of Federal realty holdings in 1937 indicated that Federal properties
would have yielded $91 million yearly in taxes.” Federal realty hold-
ings have vastly increased since then, and a later study indicates that
the tax yield on Federal realty excluding river dam projects, would
in 1948 have been $93.5 million annually in the 11 Western States
alone.®? Very general estimates have placed theoretical property taxes
on all Federal property between $200 million to $300 million per year.?

The latest estimates of potential taxes or tax equivalent payments
on Federal property, presented by the Bureau of the Budget in hear-
ings on the Knowland bill (S. 2473, 83d Cong., 1st sess.) amounted to
$115-127 million for fiscal 1954.2° These estimates, however, are con-
fined to that highly restricted although extremely valuable category of
Federal property covered by the bill, namely, “defense production
facilities.” For 65 Federal industrial plants covered by the provisions
of H. R. 5605, the Bureau of the Budget estimated that annual local
taxes would amount to $3-314 million.* -

8 Interim Report on Siudy of the Problems in Connection With Public Lands of the
United States, etc., Committee on the Public Lands (78th Cong., 2d sess., H. Rept. 1884),
September 14, 1944 ; Hearings, Special Subcommittee of Committee on Government Opera-
tions, House (83d Cong., 1st sess.) on H. R. 5605, July 20-21, 1953 ; Hearings, Committee
on Government Operations, Senate (83d Cong., 1st Sess.) on 8. 2473, July 29, 1953;
Hearings, Subcommittee on Legislative Program, Committee on Government Operations
(83ad Cong., 2d sess.), on 8. 2473 and H. R. 5605, June 2-3, 1954,

T Federal Ownership of Real Estate and Its Bearing on State and Local Tawxation, 76th
Cong., 1st sess., January 1939. H. Doc. 111. Appendix A.

8 National Education Association, Status and Fiscal Significance of Federal Lands in the
Eleven Western States, 1950, p. 146.

9 Keith L. Seegmiller (Secretary-Treasurer, National Association of County Officials),
Hearings (unpublished) before the House Committee on Public Lands on H. R. 1856, March
2, 1949, p. 15; Joseph Guandolo (Associate General Counsel, Housing and Home Finance
Agency), Memo prepared for section on Municipal Law of American Bar Association,
September 1952.

1 Hearings, Subcommittee on Legislative Program, Committee on Government Operations
(834 Cong., 2d sess.) on 8. 2473 and H. R. 5605, June 2-3, 1954.

1 A fuller discussion of this subject appears in ch. 9 of this report entitled “Costs to
Federal Government,” pp. 75-79.
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It may be observed in passing that the highest estimates of the
potential yield to localities from taxing Federal properties indicate
sums which are only a fraction of the total financial grants and other
payments now being made by the Federal Government to States and
localities. Federal grants-in-aid alone totaled $2,732,446,000 for the
continental United States during 195322 These payments, of course,
are not made as substitutes for property taxes. They rest upon a
national interest in promoting or facilitating specific types of ac-
tivities by States throughout the Nation rather than upon Federal
responsibility as a local property owner. Indeed, in most cases the
Federal grants-in-aid are distributed to States and communities with-
out reference to the location of Federal property, and the financial
assistance is available to communities where Federal property may be
negligible or nonexistent.

Growth of Federal Properties and Local Dissatisfaction

Historically, the problem of whether the Federal Government
should contribute to the support of local or State governments because
of its property holdings arose primarily in the Western States con-
taining most of the public domain. Most of these lands, however, had
never been part of the local taxing jurisdiction, and communities,
along with their land values and public financing arrangements, had
grown up around the fact that the Federal lands were not subject to
taxation. The fires of agitation for a change in the tax status of Fed-
eral property rarely flared but smoldered away partially quenched
by Federal arrangements for sharing income receipts from Federal
lands with States and localities and by Federal financial grants to
the States based in part upon Federal lands contained in the States.
The problem of Federal immunity acquired a new aspect, however,
through the enormous growth of Federal property ownership in the
past 20 years out of programs involving housing and resettlement,
expansion of national parks and forests, and vast land acquisitions
for irrigation, flood control, reclamation and power developments.
Much of this growth enveloped lands previously on local tax rolls.
Realty acquisitions under the conservation programs as well as the
withdrawal of public lands from entry were opposed because of their
depleting effect upon the property tax base. In the areas affected,
demands were and still are voiced that the public lands be ceded to
the States, transferred to private taxable ownership, be subjected to
taxation, or form the basis for tax equivalent payments in lieu of
direct taxation.

12 Based on data frem Amnual Report, Secretary of the Treasury, on the State of the
Finances for Fiscal Year ended June 30, 1953.
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Finally, the national defense program, starting in 1939, greatly
increased the value of Federal property holdings through new acqui-
sitions for military camps, training areas, forts, airfields, and espe-
cially for industrial plants and facilities. A new and wider geographi-
cal concern with the tax-immune status of Federal property devel-
oped. Even more significantly the problem assumed an urban as
well as a rural complexion. Industrial plant acquisitions were con-
centrated in urban areas and often reduced the local property tax
base. Urban communities became the chief complainants against the
immunity of Federal property to local taxation as a growing number
of communities began to consider such acquisitions as adverse to their
local public finances.?®

The expansion in Federal ownership of industrial plants, including
both realty and tangible personalty, has become the chief stimulus
to local efforts to secure consideration by the Federal Government of
a policy of making contributions to local governments by reason of
Federal property holdings. Local dissatisfaction with the lack of an
adequate Federal contribution has been most pronounced in instances
where the Federal acquisition has removed property from the tax
rolls. But it has existed even where the Federal Government has con-
structed new industrial plants and facilities. The attitude of local
communities is predicated largely upon the fact that industrial instal-
lations constitute a type of property traditionally subject to local
taxation. They are, in fact, a vital part of the property tax base in
most communities since the revenues derived from taxation of indus-
trial plants greatly exceed the costs of providing local public services
to them as compared with taxes upon and services rendered to residen-
tial property. The difficulty in distinguishing genuine differences be-
tween federally owned and privately owned industrial plants, either
in the nature of their operations or in their economic effects upon local
communities, has reinforced the attitude of local officials that Federal
as well as private industrial plants should pay taxes or tax equivalents.

With respect to plants producing goods for the Federal Govern-
ment, a variety of situations may exist in any community. (1) A pri-
vately owned and operated plant might be producing such goods;
or (2) the Reconstruction Finance Corporation * or one of its sub-

13 A spokesman for local governments maintained that ‘“the rapidly growing amount of
federally owned real estate has reached the point in some instances, where it threatens
the financial integrity, if not the very existence of local government units.” Statement of
Director, Washington Office, American Municipal Association; Hearings, Special Subcom-
mittee, Committee on Government Operations (83d Cong., 1st sess.), on H. R. 5605, July
20-21, 1953.

14 The RFC Liquidation Aect (act of July 30, 1953, ch. 282, title I, sec. 102 (¢) (d), 67
Stat. 230) has terminated the Reconstruction Finance Corporation lending operations which
have given rise to RFC property acquisitions. However, properties are still being acquired
by RFC on past loans. A tin smelter and certain synthetic rubber plants have been trans-
ferred as of June 30, 1954, from the RFC to the Federal Facilities Corporation by Execu-
tive order pursuant to sec. 7 of the Rubber Act of 1948. The payment of taxes on
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sidiaries might own a plant which it leases to a private operator who
produces goods for the Government; or (3) the Federal Government
might own a plant which, under the control of the Defense Depart-
ment, is leased to a private operator who produces goods for the
Government; or (4) a federally owned plant operated directly by
the Federal Government or its contractor-agent might be producing
goods for the Government. All of these plants could be physically
and valuewise identical, all producing the same goods in the same
general way and for the same ultimate use. They could all employ
laborers residing in the same community. All the plants and all the
laborers working in each plant could receive the same public services
provided by the local government. Plants of the first three types
could be in competition with each other in producing goods for the
normal civilian market, as well as for the Federal Government. Yet
despite similarities in operations and economic effects, the tax liabili-
ties of these plants would be completely diverse. Under present law
the first plant would be subject to full property taxation; the second
plant would be subject to taxation of its real property, but not of
its personal property (machinery, equipment, and inventories) ; the
third plant would be subject to taxation only to the extent of the
lessee’s interest (where this is taxed); and the fourth plan would
be completely tax immune.

Lack of uniform tax requirements respecting all these plants has
seemed to local tax officials to strain both logic and fairness. This
attitude has been reinforced by the fact that in some of these plants
there are both private and Federal realty, as well as an intermingling
of privately owned and federally owned machinery and equipment,
all engaged in a single, integrated production process. Here taxation
of some of the property and exemption of the rest has not only seemed
illogical to local officials, but in the case of intermingled tangible
personalty, operation of the Federal tax immunity has imposed the
onerous obligation upon local tax assessors of separating the taxable
goods from the nontaxable and has increased opportunities for private
owners to escape taxation of some of their tangible personalty. Under
such circumstances apprehension of local government officials has
grown with the growth of federally owned industrial properties until
many of them regard the existence of such tax-immune Federal prop-
erties in their communities as an encroachment upon local fiscal in-
tegrity and even local self-government, despite the fact that the gen-
eral immunity of Federal property to local ad valorem taxation has
long been a settled doctrine.

Local governments have felt especially aggrieved in those cases
where a transfer of property from one agency of the Federal Govern-

these former RFC properties by the Federal Facilities Corporation is apparently con-
templated by Public Law 663 appropriating funds for fiscal 1955.
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ment to another has resulted in removing valuable industrial property
from the tax rolls. Plants owned by the Reconstruction Finance
Corporation or its subsidiaries have, by congressional consent, been
subject to local real property taxes (but not to taxes upon personalty).
‘When these plants were transferred to the control of other agencies
of the Federal Government, they became tax immune. Under opera-
tion of law, of course, the shift from a taxable to a nontaxable status
was instantaneous and its impact immediately transmitted to the local
public treasury.’®* Such transfers in smaller communities have in
several cases effected a severe and sudden depletion of the property
tax base.* The consequent increased burden imposed upon all other
taxable property in the locality has aroused citizens and officials of
those communities *" to seek relief through Federal legislation.

Present Federal Contributions

Although the immunity of Federal property to State and local
ad valorem taxation has long been firmly settled as a matter of con-
stitutional law, the Federal Government by statutory provision has
in many cases recognized some financial responsibility by reason of
its property holdings to localities containing them. The voluntary
assumption by the Federal Government of responsibility for making
some financial contribution in such cases has taken three general
forms—revenue sharing, payments in lieu of taxes, and tax liability.

1. Revenue Sharing.—This is an arrangement under which a speci-
fied percentage of income received from operations on certain Federal
properties is paid to States or localities. Historically, it is the oldest
type of Federal payment on account of real property. As early

5 Actually the Federal Government apparently followed a policy of maintaining the
taxable character of such properties as long as the law would permit. When plants
became surplus to the Reconstruction Finance Corporation or its subsidiaries and adminis-
trative control over them was transferred to other Federal agencies, such as War Assets
Corporation and General Services Administration (which had no statutory authority to
pay local property taxes), legal title was retained in the Reconstruction Finance Corpora-
tion or its subsidiaries apparently for the sole purpose of preserving the tax liability.
Such a purpose was upset by the Court of Claims in the Sedgwick County case (1952),
123 C. Cls. R. 304, which ruled that retention of naked legal title in the RFC
or its subsidiary would not suffice to maintain tax liability, but that ‘the cloak of
immunity descended upon the property” when responsibility for administering the prop-
erty passed to another instrumentality of the Federal Government,

18 Wxamples are Burlington, N. J., with a loss of 18.9 percent of its property tax base
and Adrian, Mich., with a loss of 8 percent. In larger cities the relative effect would be
less severe. In Detroit, for example, the value of all federally owned industrial property
is only about 1 percent of the property tax base, although the absolute amount is large.

7 Some witnesses appearing before congressional committee hearings went so far as to
characterize the transfer of property from one Federal instrumentality to another as a
“calculated deliberate abuse of (the) Federal tax exemptio®’, a ‘“deliberate tax evasion”,
a “tax-dodging practice”, or that it “sponged off the (local) taxpayers”, or resulted in a
‘“revenue squeeze”, or a “serious inequity.” See Hearings, Speclal Subcommittee of
Committee on Government Operations, House (83d Cong., 1st sess.) on H. R. 5605, July
20-21, 1953. <Cf. footnote 18.
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as 1808 the act admitting Ohio to the Union provided that the State
would receive 8 percent of the proceeds from the sale of public lands
within it. This provision became a common one in subsequent statutes
admitting other States. Revenue sharing has been applied to national
forests, grazing lands, mineral lands, wildlife refuges, certain oil
and gas lands, certain flood-control lands, power operations of the
Tennessee Valley Authority, and other properties. Authorizations to
share revenues are derived from numerous individual statutes and
percentages paid range from 5 percent to 50 percent (and possibly
75 percent). A description of the statutory provisions appears at
appendix C (p. 180).

2. Payments in Lieu of Tawes—In some cases statutes authorize
payments to States or local units based on the value of the Federal
property or the cost of local public services rendered to it or to
persons occupying it. In others, they are based on tax equivalents
with adjustments for burdens and benefits conferred on the com-
munity by the Federal property, the amount of such services supplied
by the property to the community, and other factors. Specific statu-
tory provisions are variable. (See appendix D, p.183.) Some require
payments; some merely permit payments. Generally, the amounts
paid are established by negotiation and agreement between the Federal
property-owning agency and the State or local government, but the
final authority is the Federal agency. This type of Federal pay-
ment has been utilized especially for housing properties of the Hous-
ing and Home Finance Agency, but has also been employed for
certain national forests, Atomic Energy Commission properties, sur-
plus properties, and certain reclamation properties.

8. Consent to Ad Valorem Tawx Liability.—Congress has shown little
disposition to consent to the taxation of Federal property. The con-
sent given has been largely limited to the property of Federal bank-
ing or credit institutions.’® The properties affected have been
principally those acquired by foreclosure or other processes to protect
the Federal financial interest in them arising out of Federal lending
operations. Such property is generally intended to be held by the
Federal agencies temporarily pending disposition to private persons.
The Federal ownership is usually a mere interlude between owner-
ship of the property by private persons. The Federal consent to
taxation of this property recognizes the undesirability of a temporary
removal of the property from the tax rolls.

The most important instance of Federal consent to taxation has
been that applicable to the properties of the Reconstruction Finance
Corporation and its supsidiaries, such as the Defense Plants Corpora-
tion. These Government corporations became owners of valuable

18 See appendix E, p. 186.
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industrial plants which were generally leased to private contractors.
The real property in these industrial installations, like all other real
property of these Government corporations has been subject to taxa-
tion within the broad terms of the Federal statutory consent. The
tangible personalty, such as machinery and equipment as well as
inventories of raw materials and finished goods, has not been subject
to taxation.

Federal Property Upon W hich No Payment Is Made

Remaining outside the corpus of Federal property requiring some
local payment is a huge category of properties most of which are
largely devoted to traditional governmental functions or primarily
serving local purposes. These noncontributing properties include
office buildings for general government administration, courthouses,
post offices, weather stations, customhouses, mints, hospitals, ceme-
teries, immigration stations, penal institutions, lighthouses, radio
stations, most reclamation projects, national parks, river and harbor
works, and flood control projects, most of the public domain, and
national defense properties such as forts, camps, navy yards, military
airfields, arsenals and industrial plants.

Summary Evaluation of Existing Payment Arrangements

The present arrangements for Federal payments have developed in
a more or less unrelated way out of the provisions of fifty or more
separate statutes. The individual laws represent the results of com-
promise and expediency growing out of the diverse character of the
Federal properties, their variable uses and effects upon their communi-
ties, and their different means and times of acquisition. This piece-
meal development of heterogeneous provisions lacking a common
principle has been widely criticized as imposing unequal burdens on
different local governments. Dissatisfaction has mounted with the
growth of properties in Federal ownership.

Past Studies of Problem

The quest for a system of more satisfactory and less discriminatory
payments has gone on for years. In 1935 a Presidential Committee
(Secretary of the Treasury, Attorney General, and Acting Director of
the Bureau of the Budget) was appointed to study the problem. In
1939 the Federal Real Estate Board was established to investigate
the situation. And in 1941, a special committee of the Treasury De-
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partment examined the question. All these groups filed reports with
recommendations for action.’® In a 1949 Conference of Federal, State,
and Local Officials concerned with Intergovernmental Fiscal Relations
it was agreed that the Bureau of the Budget should develop compre-
hensive recommendations for dealing with the problem. The result
was a draft bill designed to establish a more uniform treatment of
similar Federal properties according to certain basic principles.®
Meanwhile, Congress at every recent session has been bombarded with
bills on the subject, many of which have been framed to meet local
situations. In the Eighty-third Congress, at least 23 bills of varying
comprehensiveness were pending.® In general, no action has been
taken either on the recommendations of the specific study groups or
on the proposed legislation.

1% See footnote 1, ch. 3.

20 8, 788, H. R. 327; H. R. 2092 ; H. R. 2103 (83d Cong., 1st sess.) ; Bxecutive Communi-
cation No. 722, Regarding Payments in Lieu of Taxes, August 16, 1951,

7§, 788, S. 990, 8. 1708, 8. 2473, H. R. 208, H. R. 276, H. R. 327, H. R. 2092, H. R.
2103, H. R. 368, H. R. 466, H. R. 508, H. R. 552, H. R. 1002, H, R. 1863, H. R. 2572,
H. R. 4460, H. R. 5605, H. R. 5937, H. R. 6534, H. R. 7401, H. R, 7782, H. R. 9065.
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Chapter 5

GUIDING CONSIDERATIONS

The Committee has searched in vain for a universal principle or
set of principles capable of resolving the extent to which the Federal
Government as the owner of property should contribute to the support
of State and local governments. Generally accepted principles which
would authoritatively indicate an answer as well as provide an appro-
priate frame for its philosophical justification do not exist. Instead
there exists only the settled principle which creates the problem,
namely, the intergovernmental tax immunities doctrine.

If the Federal system of government were being created anew today,
the desirability of this doctrine might be debated. It certainly has
raised vexing problems, has limited the tax bases of Federal, State,
and local governments and has been used to nullify or frustrate acts
by one level of government which pose little real threat to the exist-
ence or independence of the others. The course of Supreme Court
decisions defining the scope of the doctrine, sometimes expanding,
sometimes contracting the immunity privileges, alone, reveals the
perplexing problems which have arisen under it. At the same time it
must be conceded that preoccupation with problems arising from the
doctrine may obscure others which would have developed in its
absence. In any event, the general desirability of intergovernmental
tax immunities is not an issue before this Committee. Nor need the
Committee review the propriety of the immunity doctrine’s continued
application to exclude Federal property from State or local ad valorem
taxation in the absence of congressional consent. The issue is not the
validity or propriety of the doctrine but simply whether Congress
should consent to make a contribution of some type to the costs of
State and local government because of the presence of Federal prop-
erty. This consent can be given and withdrawn at will without dis-
puting the doctrine itself. It has been the Committee’s mission to
find a solution to the financial difficulties experienced by local govern-
ments arising out of the tax-immune character of Federal properties
which would be both appropriate to all the diverse situations in exist-
ence and compatible with basic concepts which have been part of our
constitutional fabric for a century and a half.
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In the absence of authoritative general principles to shape logically
required or theoretically harmonious rules defining the extent to which
the Federal property owner should share in the support of local gov-
ernment, the Committee has concluded that the problem must be
approached primarily from considerations of practicality and essen-
tial fairness. The basic objective should be to secure substantial equity
as between Federal and local taxpayers. The Federal Real Estate
Board emphasized this aim in its report and said :

The cost of national functions and programs should not impose an undue burden
on local taxpayers through Federal tax exemptions; neither should the Federal
taxpayer be required to suppox;t unjustified subsidies to the localities containing
Federal lands. '

This objective is consonant with another of prime importance in
the field of intergovernmental relations, namely, the maintenance of
sound governments at all levels of our Federal system. Cognizant that
it is primarily the local governments which have protested the existing
situation, the Committee proceeds from the compelling need to main-
tain robust local governments. This is not merely in the sole interest
of local communities. The States and the Nation share in the general
interest to maintain financially sound local governments. The Com-
mittee recognizes at the same time, of course, that the citizens of local
governments have a vital interest in preservation of the financial
strength of their Federal Government. The situation is one calling
for balanced judgment and reasonableness.

After weighing the conflicting considerations which inhere in the
problem, the Committee has concluded that the following considera-
tions provide the best guides to a reasonable and fair solution of the
problem. They are neither immutable nor dogmatic. All of them
should be considered in their general context and relationship with
each other:

1. The diverse characteristics and contrasting uses of Federal prop-
erties and their varying burdens on local governments preclude a
single uniform rule for determining the extent to which Federal
property should contribute to the support of local government. It
appears that for some types of properties payment is desirable; for
others payment is inappropriate.

2. The principal basis for distinguishing between Federal proper-
ties which should contribute to the costs of local government and those
which should not is the use made of the property.

3. It is generally fair that the costs of local government allocable
under the property tax system to an item of federally owned property
should be borne by the Federal taxpayer if the property serves pri-
marily a national or broad regional purpose and conversely by the
local taxpayer if the property serves primarily a local purpose.
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4. Federal properties devoted to purposes which are of a type cus-
tomarily the subject of private activity or concern should pay their
fair share of local government costs without reference to whether
they serve a national, regional or local purpose.

5. Practical considerations suggest that property long in Federal
ownership and immune from payment should not now be required to
contribute to the costs of local government. Some general cutoff date
is appropriate.

6. Practical considerations suggest also that existing arrangements
for Federal payments which have been operating to general satisfac-
tion should not be disturbed.

7. Property used or held primarily for purposes for which property
is generally exempt from taxation under the laws applicable in the
taxing jurisdiction should likewise be exempt from any payment
obligation in Federal ownership.

8. With respect to special assessments to finance improvements for
the benefit of adjoining Federal and private property, Federal prop-
erty should be treated on the same basis as private property and
accorded the same safeguards and exemptions.

9. Generally, the foregoing considerations contemplate no distinec-
tion between real and tangible personal property.

10. Federal property and persons either living or working thereon
should receive local public services on the same basis as those generally
provided to other properties and persons in the community.
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SHARED REVENUES






Chapter 6

GENERAL APPROACHES TO SOLUTION OF
PROBLEM

With the foregoing considerations in mind, the Committee has
examined various methods by which the Federal Government might,
on account of its property holdings,! contribute to the support of local
government. These include:

1. Payment of taxes on Federal property as determined by local
tax officials according to local tax laws.

2. Payments in lieu of taxes based upon tax equivalents with or
without offsets or other payment limiting factors.

3. Payment of taxes or tax equivalents on that portion of Federal
properties in a community exceeding a specified percentage of all
property in the community.

4. Service payments, or payments for local public services received
by the Federal property or persons living or employed on it.

5. Per capita payments, or payments of a fixed or calculable sum
for each person living or working on the Federal property within the
area of the local government.

All approaches not involving submission of Federal property to
direct local taxation may be considered as payments in substitution of
or in place of taxes. However, only the second of the above-enumer-
ated possibilities is designated in this report as a “payment-in-lieu”
of taxes. Warrant for this may be found in the fact that more than
any of the other tax substitution payments, it approximates the tax
method by being based primarily upon tax equivalents for each item
of Federal property. These general approaches will be briefly
discussed.

Tax Approach

A direct approach to the problem is to select those types of federally
owned properties which should share in the costs of supporting local

1Chs. 10-14 deal with properties subject to “shared revenue” arrangements and other
similar properties. Most of these are associated with the public domain and have never
been part of local tax rolls. Chs. 8-9 deal with all other properties.
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government and consent to their taxation by local governments in
accordance with the tax laws of each community. The property would
be assessed by local officials either on the basis of inspection or from
information supplied by the Federal Government. The resulting val-
uation would be taxed at the rates applicable to other similar property
in the community. In common with other taxpayers, the Federal
owner would have recourse to administrative and judicial review.

Advocates of this approach maintain that wherever fairness re-
quires the Federal Government to share in the costs of local govern-
ment because of its status as a property owner, it should share in the
same way and in the same amount as a private owner of similar prop-
erty. Equal payments for equal property is a cardinal objective of
these advocates and requires in their view a common system for deter-
mining the contributions of both private and Federal property owners.
Since the property tax system is the general system for determining
the payments of private property owners, the Federal Government,
they contend, should submit its property to that system.

These advocates maintain that if the payment obligation of private
property owners is determined on the basis of the property tax theory
and that of the Federal property holder on some other basis, similar
private and Federal properties will scarcely have equal payment re-
sponsibilities. Furthermore, runs the argument, equality of payment
on similar properties cannot be achieved without the rules for deter-
mining the proper contribution from both Federal and private prop-
erty owners being applied by the same officials. The diversity in
assessment practices throughout local tax units subject to the same
laws including variations both in the method of assessment and in the
ratios of assessed to true value are pointed to as indicative of the varia-
tions in the amounts which would inevitably result if different sets of
officials determined the payments of the Federal and private property
owners even though they applied the same theory and rules.

Critics of the tax approach challenge the need and desirability of
securing equal payments from identical Federal and private proper-
ties. They assert that there are important differences between fed-
erally owned and privately owned properties stemming from the
character of their ownership, the purposes for which they are held,
and the nature of their present tax liability. The basis and process
for determining the payment by the Federal property owner, they
say, should provide for a recognition of these differences. This means,
among other things, the possibility of offsetting any tax equivalent
payment with credits for various items. Critics further assert that
in any event the argument of the tax approach advocates is somewhat
strained since the taxing process results in only theoretically equal
payments on similar properties and that inevitable imperfections in
property tax administration actually result in widespread differences.
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Economy of administration is urged as another ground for sup-
porting the tax approach. Utilization of existing local tax machinery,
it is stated, will obviate establishing elaborate Federal machinery
for ascertaining the Federal contribution. On the other side, however,
it is maintained that Federal personnel would be required to check
all local tax demands on Federal property in order to safeguard the
Federal interest and ascertain when a protest or an appeal should be
made. Since Federal properties are located in thousands of local tax
units throughout the country, this would, it is contended, impose a
more onerous administrative burden requiring a larger staff than the
establishment of Federal machinery to determine the amount of a
Federal contribution in the first instance.

Advocates of the tax approach point out that an incidental effect of
subjecting Federal property to taxation would be to assist local gov-
ernments to expand their debt limits. Under many State laws the
debt limitations on local governments are fixed in terms of assessed
valuations and inclusion of Federal property would increase borrow-
ing capacity.

In summary, advocates of the tax approach assert that since the
basic problem arises out of the fact that the Federal Government does
not pay property taxes, the direct and most apt solution is for the
Federal Government to pay such taxes. The tax system has been tried
and tested. New schemes determining the Federal property owner’s
share of local government costs by reference to factors outside the
property tax system, it is said, place the Federal responsibility on an
unfamiliar and untried basis, confuse theories for allocating govern-
ment costs among property owners, complicate tax administration
especially as regards tangible personalty, and result in a payment
suggesting a gratuity. In rejecting other approaches to the problem,
they argue that what the citizens have accepted as a proper basis
for ascertaining their share of local government costs in their individ-
ual private capacities should be equally valid for determining their
share of local government costs in their collective Federal capacities.
To advocates of the tax approach, the more that other proposals depart
from the property tax frame the more they are objectionable as
unresponsive to the problem.

Payments-in-Lieu

This approach is a modified tax approach. It concedes the pro-
priety of determining the Federal share of local government costs
by reference to the value of the Federal property in the locality
but would employ machinery other than the local taxing authority
for fixing the Federal share. Under most proposals a Federal agency
would have the final authority for determining the payment to be
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made to any locality on account of any particular item of Federal
property. This could be a central Federal agency with authority to
determine payments for all Federal properties, but most past pro-
posals would vest this responsibility in each Federal property-holding
agency for its properties. The statutory direction to make payments
according to the statutory formula could be either mandatory or
permissive. If payments were mandatory, the determination of the
Federal agency could be made subject to appeal to new or existing
administrative or judicial bodies.

Most proposals for payments in lieu of taxes fall into either of two
categories: (1) Payments of amounts equivalent to taxes and, (2) pay-
ment of tax equivalents reduced by certain offsets and/or the operation
of certain formulas.

The tax equivalent payment closely resembles payment of taxes.
The local tax unit would advise the Federal Government of what the
local taxes on the Federal property would be if it were subject to
taxes. It would ascertain this amount either by assessing the Fed-
eral property or by relying upon information furnished by the Federal
Government. It would then apply to the Federal Government for
a payment equivalent to taxes. The Federal Government would either
pay this amount, or if it seemed improper, would enter into negotia-
tion with the local government. Such payments in lieu of taxes would
define the amount of the Federal property owner’s contribution accord-
ing to the same standards and rules used for defining the amount of
taxes on private property. However, unlike direct taxation, most
payments in lieu proposals would reserve to the Federal Govern-
ment final authority on the amount of the contribution to be made.
Advocates of payments-in-lieu argue that this reservation is neces-
sary to alleviate widespread apprehension that Federal- property
would otherwise be a likely subject of discrimination by many local
tax authorities. The combination of absentee ownership together with
the lack of private self-interest, it is asserted, would militate against
fair tax treatment of Federal properties at solely local hands.

It is claimed that administrators of Federal properties would
literally comply with statutes requiring property to be reported to
local tax officials at true or market value even though private owners
following local practice might report property values at a mere
percentage of this.

Advocates of the tax approach deny that Federal property would
be generally discriminated against by local taxing officials and con-
tend that in any instance where discrimination existed, the Federal
Government could protect its interest by protest or appeal according
to law in the same way as any other taxpayer. They further main-
tain that in any negotiations with the Federal Government concerning
the amount of payment, the local governments would not have equal
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bargaining power. Furthermore, they say, any resulting payment
would appear more like a gratuity than a payment earned by the local
government for providing the Federal property with public services
which give it an atmosphere in which it can thrive.

Many payments-in-lieu proposals would reduce the tax equivalent
payment by amounts representing desired offsets or amounts derived
from proposed limitations or formulas to prevent unjust enrichment
of local communities. Proposed offsets include: (1) Those represent-
ing the value of specific customary local public services which the
Federal Government supplies either to its own property and residents
or employees upon it, or in some cases to the community at large; and,
(2) general economic benefits conferred upon communities by the
Federal property and its operations.

Regarding the first kind of proposed offsets it is pointed out that
some Federal installations supply their own water or sanitation
facilities, their own police or fire protection, or perhaps even build
roadways. In particular cases, the Federal installation may provide
some customary local government services not only to itself but to
the community at large. Some persons maintain that the value of
these services should be deducted from any tax equivalent amount
payable by the Federal Government. They say that local taxes are
based upon the cost of local public services and where the provision
of services by the Federal property owner reduces the need for services
by the local government, tax burdens upon all local property owners
are reduced. Unless the Federal property owner is given a corre-
sponding credit, other property owners in the tax unit are unjustly
enriched. Advocates of direct taxation concede the general logic of
this argument but contend that Federal provision of a local type
service to its own property frequently represents only a small saving
to local governments since they must often maintain facilities to fur-
nish the service to community residents not receiving the Federal
service and must be prepared to serve the entire community if the
Federal services are withdrawn or become inadequate. They point
out that some privately owned industrial properties also furnish their
own local type services but pay taXes nevertheless. Finally, they
argue, the value of such Federal services could and generally would
be informally considered by local tax officials in determining the tax
on local property.

Another type of proposed offset is one reflecting the general eco-
nomic benefits which Federal property confers upon the community.
Increased employment, payrolls, and general economic activity are
pointed to as benefits far outweighing any burdens imposed upon
communities by the lack of local taxes on Federal properties. The
eager competition among communities to secure Federal industrial
plants and other installations is cited as evidence that in balancing
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benefits and burdens conferred upon a community by Federal property
the preponderance is clearly on the benefit side for most types of
Federal property. Advocates of offsets for general economic benefits
would reduct any tax equivalent payment by the value of such benefits.
Some persons consider them so valuable, especially in the case of
Federal industrial installations, as to justify denial of any Federal
payment on account of such property. Many persons, however, reject
general economic benefits as an appropriate offset, including some
persons who favor payments-in-lieu with offsets for customary local
services not received by the Federal property owner as the best device
for defining the contribution of the Federal property owner. They
reason that general economic benefits have no relevance under the
property tax system to obligations arising from the ownership of
property. Increases in employment and payrolls, though undoubt-
edly highly important to the business interests of the community, are
alleged to have no direct bearing on increased property tax receipts.
Insofar as local governments depend upon property tax receipts for
support, they secure little benefit from increased employment and
payrolls. Even the benefits to public finance which may come from
increased employment and business activity through increased reve-
nue from income, sales, and turnover taxes flow generally to State,
not local treasuries. While a few cities do collect such taxes for them-
selves, and some local governments share directly in State revenues
from such souces, nevertheless, critics of offsets for general economic
benefits reject them as improper in any case. Approval of such offsets
for the Federal property owner would logically require a similar con-
cession to private industrial property owners since all industrial
property generates general economic benefits to the community. Such
a result would be intolerable, it is said, because industrial properties
provide a vital part of any property tax base and their general or
partial exemption from taxation would not only revolutionize the
property tax system, but require a reorientation of all local taxation
to secure revenue from other sources.

Some advocates of payments-in-lieu would reduce the tax equiva-
lent payment by an amount necessary to prevent what they consider
an unjust enrichment of communities. Where valuable Federal prop-
erty lies in a small or sparsely settled community, its subjection to
taxation or payment of tax equivalents might provide the local tax
unit with more revenue than it ever expected or needed to support
a reasonable level of customary government local services. Such com-
munities, it is said, may be fairly entitled to some contribution to local
government costs on account of the Federal property, but the Federal
taxpayers should not be asked to enrich local taxpayers by making
tax equivalent payments. The same situation, it is explained, exists
in “tax havens” where communities with a small resident population
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have a concentration of valuable industrial properties. Here the tax
base is large and the need for public services small. The resultant tax
rate is already low as compared with other communities, and some
argue that there is no valid reason for requiring local taxpayers of
other communities in their capacities as Federal taxpayers to make
payments enhancing the tax haven for the benefit of residents already
favored. Payment of taxes or tax equivalents on the Federal property
under such circumstances would, it is claimed, confer a “windfall”
or an unjustly enriching payment upon the community. It is argued
that such payments would not be justified from a balancing of equities
between Federal and local taxpayers and therefore do not meet the
basic objective in any reappraisal of the need or desirability of
inaugurating Federal payments on account of Federal property
holdings.

Opponents of limitations on Federal payments to prevent unjust
enrichments of local governments maintain that the objective of these
limitations is basically irrelevant and that no solicitude is required
to prevent alleged windfalls. They contend that the phenomenon
described as a “windfall” is a normal consequence of the property tax
system and occurs just as much where privately owned property of a
valuable nature is added to the tax base as where similar federally
owned property is so added. They are not disturbed by Federal
payments of taxes or tax equivalents to governments of “tax havens”
because in those cases the Federal Government, as a property owner,
is getting a better bargain in the form of lower tax rates than it would
get if its property were in a tax district with more average rates.
They assert that the windfall character of any tax income tends
rapidly to dissipate itself since the property tax concept contains its
own correctives for excessive public income in tax rate reduction pos-
sibilities. Any limitations upon Federal payments to eliminate wind-
falls, it is maintained, involve both theoretical confusions and practical
administrative complications disproportionate to any net gain.

Proponents of limitations on Federal payments to prevent windfalls
or unjustly enriching payments to communities recognize that wind-
falls flow naturally from operation of the property tax system, but for
that very reason oppose direct taxation as the system for defining the
contribution requirement of the Federal property owner. They say
that Federal consent to make a contribution to local government costs
by reason of Federal property should not trail in its wake consequences
of the tax system which are not justified by a balancing of equities
between Federal and local taxpayers and which can be avoided by
statutory limitations upon the Federal payment.

Specific proposals for such limitations include restrictions upon the
value by reference to which the Federal payment is calculated as
well as direct limitations upon the amount of the payment itself. The
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value assigned for payment calculation purposes to expensive machin-
ery and equipment or to inventories in Federal industrial installations,
for example, may be arbitrarily limited so as not to exceed either a
fixed proportion of the value of the Federal realty in the installation
or that proportion of the Federal realty determined by the average
ratio of similar personalty to realty in private industrial plants in
the tax district. Or the value of Federal improvements to realty may
be arbitrarily limited to a proportion of the value of the original
Federal acquisition. Or the Federal payment may be limited to an
amount which does not raise the per capita property tax receipts in
the tax district more than a fixed percentage of per capita receipts
in the tax year before Federal payments began. Or it may be pro-
vided that no Federal payment shall exceed an amount necessary to
support a reasonable level of local government services. This would
require some Federal review of local budgets, a result generally dis-
favored by both Federal and local governments. These and other
proposals and any combination of them are available to limit the
Federal payment to any extent deemed desirable.

Payments on Excess Federal Properties

The central idea of this approach is that a system of Federal pay-
ments should be coupled with recognition that every local community
should bear without claims on other communities (via a Federal pay-
ment) the costs of local government attributable under the property
tax system to that amount of Federal property in the community
which is equal to the average amount of Federal property contained
in all communities throughout the Nation. The system thus avoids
what might appear as the mere transfer of funds among communities.
Federal payments would be made only on Federal property valuations
exceeding the average community load.

This approach is best illustrated by the method used in Canada.
There all national property (with certain exclusions) exceeding in
value 4 percent of the total property valuation in any municipality
is subject to a payment-in-lieu at the discretion of the National Min-
ister of Finance not to exceed roughly three-fourths of what the local
tax on the properties would be. The specifics of this plan could be
altered. The system could be coupled with tax liability on the excess
property or with a payment-in-lieu obligation. If a payment-in-lieu
technique were designated, it could be made either mandatory or per-
missive, either subject to offset or not, and subject to appeal just as
any other payment-in-lieu.

A difficulty in adopting the Canadian approach for the United
States exists in the lack of statistics to indicate the average ratio of
Federal property values to total property values in the local tax units
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throughout this country. A nationwide survey to provide such infor-
mation would be a prerequisite if arbitarary assumptions were to be
avoided. Such a survey would obviously entail considerable time and
expense. '

Proponents of the Canadian approach argue that its simplicity
warrants its adoption. But this very simplicity has been attacked.

" Critics contend that the Canadian approach does not allow for offsets,
glosses over the diverse character of different types of Federal prop-
erties and the burdens which they impose on local governments, and
fails to prevent windfalls or unjustly enriching payments to some
communities. Proponents of the Canadian system assert, on the other
hand, that the very avoidance of need to consider these complicated
matters is an advantage rather than a disadvantage. In any event,
they contend that were it desired, most of the alleged deficiencies in
the approach represented by the Canadian law could be removed by
engrafting special provisions to the system. For example, if a cutoff
date is desired to exclude Federal properties whose nontaxable status
has already been accommodated by adjustments in local tax rates and
practices as well as in local land values, such a date could be incorpo-
rated in the definition of Federal properties subject to payment obliga-
tions. Provisions could also be made for offsets or to guard against
unjustly enriching payments. The addition of such provisions would,
however, in nearly everyone’s view destroy the simplicity which is the
chief merit of the Canadian approach compared with other approaches.

Unless, for example, under the Canadian plan as applied in the
United States the Federal property were subject to either straight
taxation or general and easily calculable payments-in-lieu without
considering offsets and peculiarities of each piece of Federal property
and the effect of payments upon fiscal affairs of individual local gov-
ernments, the simplicity of the Canadian approach would be lost and
the whole scheme would become a straight tax or payments-in-lieu
system with a certain percentage of otherwise obligated Federal prop-
erty free from the contribution requirement.

Some, who would otherwise favor the Canadian approach, consider
it undesirable insofar as it vests the responsibility for making pay-
ments on all Federal properties in a single central Federal agency. In
their view each property-owning agency should be charged with re-
sponsibility for making payments on its properties and for justifying
its budget requests to Congress for this purpose. They believe that
individual agency responsibility would act as a wholesome brake on
further Federal acquisitions. To combine individual agency payment
responsibility with the Canadian approach entails difficult problems,
however. If each Federal agency were responsible for making pay-
ments on its properties, questions would arise concerning the appro-
priate basis for apportioning the benefits of the exemption allow-
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ances among Federal agencies having property in the local taxing unit.
It is argued there is little equity or logic in apportionment on a time
of acquisition basis allowing full exemption for the property of some
agencies and no exemption for the property of others. But propor-
tionate sharing would involve administrative complications. Changes
in the assessed value of the property of one agency in a local taxing
district would impose administrative burdens of recalculating pay-
ments not merely on that agency but on all Federal agencies having
property there.

Adoption of the Canadian approach would probably terminate some
Federal payments now being made. Some say this result is imprac-
ticable; others reply that this is a consequence of any establishment
of uniform rules for Federal payments unless the rules be deliberately
framed to accommodate all present payments. If the latter were de-
sired, the Canadian approach could be adapted to this end.

Paymenis for Specific Services

This approach would identify certain services to the Federal prop-
erty or to persons living or working on it and make corresponding
payments to local governments. The basic purpose of proponents of
this approach is to avoid Federal responsibility for payments within
the framework of the property tax system and to concentrate upon
Federal support of services, which merit Federal encouragement or
have a special value or relevance to the Federal property and its
operation. They point to the direct Federal gain in promoting those
services having a special Federal interest instead of making a general
contribution whose expenditure would be spread among many purposes
in several of which a direct benefit to the Federal Government might
be difficult to identify.

Critics of the service payment approach contend that by avoiding
property tax considerations it simply avoids the basic problem which
has arisen out of the tax-immune character of Federal properties.
They contend that if the purpose is to pay for all the local public
services, customarily supported by the property tax, there is no need
to calculate payments for specific services. In such cases the property
tax, itself, is the measure of the costs of supplying all the services
to the property. Because service payments are unnecessary if the
intent is to pay for all services allocable to the property under the
property tax system, critics of the service payment approach assume
that its advocates intend that an item of Federal property, no matter
what its use, purpose, or time of acquisition, should defray a smaller
amount of local government costs than identical private property.?

2 Actually service payments in any particular case could exceed property tax payments,
especially in those tax jurisdictions relying substantially on nonproperty tax revenues.
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This they object to. But, they further contend that even if there were
merit in Federal payments for only selected local public service, the
choice of those services deserving compensation involves theoretical
absurdities and practical complexities. Their view is that no rational
basis for selection exists because all local government services combine
to produce an environment in which the Federal property, its residents
and employees can thrive, and that since this environment arises as
surely from expenses for general government administration or debt
service as for fire protection or educational facilities, payment by the
Federal property owner of less than a ratable share for all local gov-
ernment services simply produces an inadequate result and fails to
meet the basic problem.

Proponents of the service payment approach have not made it clear
whether they would compensate only for services rendered to the
Federal property itself or include services rendered to employees and
residents of the Federal property. Critics insist that payment should
be required for services to both Federal property and federally con-
nected persons, especially in the case of Federal industrial property,
since the common experience of local governments is that industrial
property must bear a considerable portion of the expense of services
rendered to local residents. They further point to the absence of
criteria for determining the size of the payment as well as uncertainty
regarding the person who would make the determination as thorny
problems which would remain even if the specific services to be com-
pensated could be satisfactorily identified. Proponents of service
payments have not worked out detailed answers to these criticisms.

The service payment approach could be adapted to the solution
of a problem which the taxation or payments-in-lieu approach does
not solve. This is the problem arising where the property forming
the basis for the Federal payment under these approaches lies in a
tax district other than that in which the employees on the Federal
property live. The service payment approach could provide funds
to local governments where the Federal employees live as well as to
those having the Federal property. The per capita payment approach
discussed later herein, is perhaps even more adaptable to this purpose.
Advocates of the tax and payments-in-lieu approach concede the
adaptability of service payments or per capita payments to meet this
particular problem. However, they do not consider it necessary to
solve this problem in any review of the responsibility of the Federal
property owner to contribute to the costs of local government since
the property tax system, itself, does not solve this particular problem.
It is noted, further, that in many cases there may be some balancing of
burdens between communities by each having residents who work in
the other community. Inconclusion, they say that if after conforming
its responsibilities to the requirements of the property tax system, the
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Federal property owner wishes to make special payments to communi-
ties to meet special burdens upon them which the property tax sys-
tem does not equitably discharge, it may do so. But thisis a secondary
not a primary objective in any review of problems which arise because
the Federal property owner does not pay local taxes.

A type of service payment may be found in the provisions of Public
Laws 815 and 874 where Federal aid is granted to some communities
for construction and operation of schools on the basis of the number
of federally connected children receiving school services in the com-
munity. These payments, neither received nor proffered as a com-
plete substitute for general payments to support local government
on account of the presence of Federal property, have been facilitated by
the relative ease in identifying the Federal benefit and local burden.
The cost of educating a school child represents a convenient index
for approximating Federal benefits received from local educational
services or conversely of the cost burden imposed by the Federal
activity upon the local educational system. Difficulties are encoun-
tered, however, in finding other types of services whose values could be
so neatly measured. The benefits conferred, for example, by expenses
for general administration or for traffic regulation or for control
of communicable diseases, do not have so convenient a measure
for allocating their value to any particular property holder including
the Federal Government.

Payments of a Sum for Each Person Connected by Residence or
Employment With Federal Property

The per capita payment approach, like that of service payments,
has not been fully developed by its proponents. Different schemes
suggest themselves. A plan could award every local government
having Federal property within it a fixed or calculable sum for every
person working or living on the Federal property. It might include
all or merely selected types of Federal properties. It might author-
ize payments merely to local governments containing Federal prop-
erty; or it might additionally provide for payments to local
governments having no Federal property but housing Federal em-
ployees. In general, like the service payment approach, it would
seem to offer administrative simplicity and avoid some of the problems
inherent in the property tax system. Its advocates might say, for
example, that the payment formula could be so devised both as to
avoid unjustly enriching communities and as to award payments
greater than local taxation would yield where more generous Federal
contribution is warranted for any reason.

Proponents of per capita payments emphasize their adaptability
to solve problems not solved by the property tax—especially in the
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case of “bedroom communities” whose residents work on commercial
or industrial properties located in neighboring local governments.
These residential communities suffer under the property tax system
because they lack a supporting industrial property tax base. A per
capita payment by funneling funds to such a community would relieve
the burden where it is most heavily imposed. Critics of per capita
payments concede this but declare that payment to the community
of residence would hardly obviate some payment to the community
of employment because the latter would still be under the obligation
of supplying services to the Federal property itself. This general
subject has already been discussed in conjunction with service
payments.

Critics of per capita payments as a substitute for payments in the
nature of taxes claim that to the extent the payments would not ap-
proximate taxes reduced by whatever offsets are considered relevant,
they would be inadequate; to the extent that they approximate that
amount, they are an unfamiliar and unnecessary way for calculating
an obligation for which generally understood tools of measurement
already exist in the property tax system; and to the extent that they
would award payments greater than the tax on Federal property would
yield, they represent gratuities or subsidies which are not sought.

They argue that if per capita payments are to reimburse generally
for services furnished to Federal property and persons connected with
it, it would be better to do this by payments within the property tax
frame. If per capita payments are to compensate for only selected
services, the result would not satisfy those seeking a general contribu-
tion from the Federal property owner and the same difficulty of identi-
fying the services to be compensated appears as in the case of service
payments. Further difficulties arise in calculating the value of each
compensated service to each federally connected person. A flat
amount for all local tax units throughout the country is criticized as
neither equitable nor feasible. A variable one requiring different
analyses in each local taxing unit and possibly necessitating a review
of local budgets and expenditures is criticized as creating administra-
tive burdens disproportionate to any advantage offered by the per
capita payment approach. Critics of per capita payments say that its
alleged advantage of simplicity is illusory. Proponents say they have
not worked out full details, but that in some respects the per capita
payments might resemble grants-in-aid distributed on the basis of a
certain population, namely, federally connected persons, and that if
this appears to be a gratuity, it is actually no more so than a payment-
in-lieu or a Federal consent to taxation either of which the Federal
Government is not required to give and can withdraw at any time.
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Chapter 7

CONCLUSIONS

Detailed consideration of the alternative general approaches to the
problem under study has convinced the Committee of the desirability,
if not need, of finding a solution within the framework of considera-
tions germane to the property tax system. The problem is one cre-
ated by the immunity of Federal properties to State and local taxation
and its solution should be one bearing a rational and explainable rela-
tionship to the results which would follow if Federal properties were
subject to these taxes.

For this reason the approaches of service and per capita payments
have been rejected. They may have merit for specific purposes but
they are not suited to help defray the general expenses of local govern-
ments, which should, in the Committee’s view, be the purpose of Fed-
eral contributions to local governments on account of Federal prop-
erty holdings.

The Committee has also rejected proposals which would require
centralization of responsibility for all Federal payments in a single
Federal agency. The Committee would prefer that each Federal
property-holding agency be required to make payments for its proper-
ties from its funds so that each agency in budget requests to Congress
would be under a continuing duty to justify its holdings and under a
continuous pressure to keep them at a minimum.

Although the Committee’s basic conclusion is that the solution to
the problem may be found only within the framework of property tax
consideration, it is nevertheless aware that the property tax criterion
as a measure of the amount of the Federal property owner’s responsi-
bility to contribute to local government support is subject to some
limitations. These limitations spring from the diverse character of
Federal properties, the variety of uses to which they may be put in
serving primarily national or local purposes, the similarity or contrast
of these uses to uses made of private property, the differing service
burdens of different properties on State and local governments arising
partly from the self-service of certain Federal properties, the varying
effects of Federal acquisition of different properties upon local tax
bases, and from other factors. The effect of these limitations is to
suggest, for some types of properties, the impropriety of requiring
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any Federal payment whatsoever. For others, they suggest the pro-
priety of modifying any tax equivalent amount in order to give effect
to historical, practical, and theoretical considerations irrelevant to
private property but intimately bound up with Federal property.

In its study of properties described in chapters 6 and 7, the Commit-
tee has examined only situations existing within the United States
proper and not those existing in the Territories or possessions of the
United States, in Puerto Rico, or in the District of Columbia. The
Committee’s recommendations concerning Federal payments on such
properties are, therefore, confined to the United States proper and do
not extend to the Territories or possessions of the United States.



Chapter 8

RECOMMENDATIONS

Recommendation 1:

Congress should not consent to payment of property taxes or any pay-
ments in lieu of property taxes on the categories of properties enu-
merated below. This immunity should not extend to special assess-
ments (see Recommendation 7) :

a. Property which, if privately owned or used, would by reason of
its use be exempt from taxation under the laws of the State of situs.

b. Property used or held primarily for services to the local public,
including but not limited to the following types of properties: Court-
houses; post offices and properties incidental to local postal opera-
tions; weather stations and observation posts; assay offices; local
irrigation projects; sanitation projects; federally owned airports
maintained and operated by the Civil Aeronautics Administration;
and properties used for experimental, testing or research purposes,
such as a pilot plant, experimental farm, testing station, or laboratory,
if the activities associated therewith serve primarily the local public.

c. Office buildings not associated with commercial or industrial
activities and not included in Recommendation 2, customhouses,
facilities for coining money and printing currency, bullion deposi-
tories, river and harbor improvements, prisons, reformatories, deten-
tion farms, hospitals, dispensaries, outpatient clinics, homes for the
aged, sanitaria, quarantine and immigration stations, cemeteries,
Coast Guard aids to navigation, Civil Aeronautics Administration
aids to air navigation, beacons, facilities used in the police and
regulatory functions of the Federal Government (other than those
which are incidental to or an integral part of the properties included
in Recommendations 2 or 3) and military and naval installations (but
not those engaged in industrial or commercial activities) such as forts,
camps, armories, observation posts, guard posts, proving grounds and
airfields. '

d. Property which under Federal law is subject to a payment to a
State or local government of any portion of the revenue derived from
its use or from the sale of such property or any of its products (reve-
nue-sharing arrangements).

e. Stocks of strategic and critical materials and of agricultural com-
modities and other personal property which is not incidental to indus-
trial or commercial activities.
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Recommendations for continued exemption of this comprehensive
category of properties from contributions to the support of local gov-
ernments rest upon a mixture of logical, traditional, and practical
considerations. Paragraph a assures the Federal Government enjoy-
ment of any exemption available to private taxpayers for property
similarly used. Schools are a ready example. Paragraph b gives
effect to the Committee’s view that it is logical and practical that no
Federal payments be required for property serving primarily the
local public. Various types of properties, such as courthouses, post
offices, weather stations, etc., are enumerated as properties belonging
to a generic category primarily serving a local interest. It is not the
view of the Committee that inquiry should be made into each instance
involving one of these properties (such as an individual post office or
federally owned airport) to ascertain whether its primary benefit is
to the local community. Rather these properties should be deemed
always exempt as properties which, in the main, serve primarily the
local public. On the other hand, the Committee believes that an indi-
vidual inquiry is necessary to determine the propriety of exemption
for properties used for experimental, testing, or research purposes
such as a pilot plant, experimental farm, testing station, or laboratory.
If the activities associated with these properties serve primarily the
local public, no Federal payment should be made on them. If not,a
payment is in order.

The properties described in paragraph ¢ are, by and large, prop-
erties primarily serving an interest broader than that of the local
public. As such, it might seem logical and fair that they serve as a
basis for Federal payments to the local taxing jurisdiction thus im-
posing upon Federal rather than local taxpayers the costs of local
government allocable to such property. However, the Committee
recommendation is to the contrary. The properties described in
paragraph ¢, though varying widely in their nature, are all associated
with traditional governmental activity. While this same observation
may be made of some of the properties exempt as primarily serving
a local purpose, it should be pointed out that the Committee has gen-
erally been impressed with the validity of a distinction between Fed-
eral properties used for traditional purposes of government and other
properties in identifying those properties which should contribute
to the support of local governments. The terms “governmental” and
“proprietary”, while not accurate for all purposes, serve as general
demarcation lines between properties devoted to traditional govern-
mental purposes for which there has been little demand for Federal
payment and other Federal properties devoted to uses similar to those
made of private property for which demands for Federal payment
have been vocal. Concerning the property described in paragraph ¢
the Committee has found little demand that they be divested of their
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traditional tax immunity. It seems preferable to leave undisturbed an
existing situation which meets with apparent general approval.

The properties described in paragraph d are already making a con-
tribution to the support of State or local governments through
revenue-sharing arrangements. Subjection to taxation or payment-in-
lieu responsibilities would impose a double burden on the Federal
owner.

The effect of paragraph ¢ is to exclude from a contribution require-
ment all personal property not incidental to Federal industrial or
commercial activities. This exemption is sweeping. All personal
property used in the general administration of government, or lying
in warehouse or dead storage is exempt. In addition, some property
though incidental to Federal industrial or commercial activities is
expressly exempt. This includes the stockpile of strategic and critical
materials or machinery as well as stocks of agricultural commodities.
Personal property requiring Federal payment would include machin-
ery, machine tools, raw materials and semifinished goods being used
or held in inventory for manufacture or processing. No payment
would be required on finished products. The total value of the per-
sonal property which would be subject to payments is very great. But
it is obviously only a fraction of the value of all Federal personalty.
Again in this situation, the Committee has been disposed to restrict
Federal payments to personal property devoted to uses comparable
to those made of private personal property. While the exemption
recommended for Federal personalty may be somewhat broader than
the foregoing test would imply, the exempted Federal personalty is,
for the most part, devoted to purposes which are either traditionally
governmental or are so vast and unique that no private persons re-
sponding to customary market place considerations could reasonably
discharge them (such as the stockpiling of strategic materials or the
storage of agricultural commodities under the price support program).

If an item of Federal property falls within the categories described
in this recommendation, it is ¢pso facto immune from a contribution
requirement even though it may also fall within the categories of prop-
erties described in Recommendations 2 or 3. Recommendation 1 is
basic and prevails over any other recommendations in cases of conflict.

Recommendation 2:

The Federal Government should consent to nondiscriminatory State
and local taxation of the following categories of properties in accord-
ance with the laws of the State of situs:

a. Properties acquired by the Federal Government to protect its
financial interest in connection with loans or contracts of insurance or
guarantee, such payments to continue until the property has been dis-
posed of or placed in permanent use by the Federal Government;
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b. Properties sold by the Federal Government under conditional
sales contract or leased to taxable persons.

The most important block of properties for which the Committee
recommends Federal payments are not these described in this recom-
mendation, but those made subject to payments in lieu of taxes under
Recommendation 3. The properties described in this recommenda-
tion are properties which because of their close analogy to privately
owned property are more suitably subject to direct local taxation than
to payments-in-lieu. Practical considerations also direct this course.
A similar recommendation for the properties described in this recom-
mendation was made by the Bureau of the Budget in its proposed bill.

The Federal interest is usually ephemeral in property described in
paragraph g, namely, that seized by the Federal Government to pro-
tect a security interest. This property has been on the tax rolls and
will be returned to them when sold to liquidate the Federal interest.
A transitory Federal ownership should not disturb the normal tax
status of the property. KExisting Federal law has recognized the
validity of this view and in some cases consented to local taxation.
(See appendix E.) Of course, where the Federal Government decides
to retain such properties for its own use, the Federal responsibility
to continue contributions to support local government should be
judged anew by reference to the use made of the property.

In the case of properties described in paragraph b the Federal
Government acts as a landlord marketing property. Its use of or
interest in the property is merely the collection of rent or the pur-
chase price. These activities are not unique to government. They
are identical with activities customarily undertaken by private per-
sons. In terms of its appearance and role in the economy, this prop-
erty is so analogous to privately owned property that for tax purposes
it ought to be so treated. Rental housing properties, however, for
practical reasons come not under this recommendation, but under
Recommendation 3.

The Committee is aware that Congress has already consented to
the taxation of property of various Federal instrumentalities which
are not wholly owned by the Federal Government.! Without this

1 The corporations in which there is no Federal Government ownership or direct invest
ment at present include :

a. those where there is no Federal Government ownership or liability (national banks
and Federal credit unions) ;

b. those where there is an ultimate contingent equity in the Federal Government (Fed-
eral Reserve banks) and

¢. those where there is contingent Federal Government liability (Federal Deposit In-
surance Corporation, Federal Land Banks and Federal home loan banks which are still
under Federal budget control).
In addition, Federal instrumentalities not wholly owned by the Federal Government in-
clude mixed ownership corporations which are considered private institutions (mational
farm loan assoclations and production credit associations) and mixed ownership corpora-
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consent the property of these instrumentalities would be completely
exempt from State and local property tax. In the case of some of
these Federal instrumentalities, the Federal consent has involved
merely realty; in the case of others, it has included certain types of
personalty as well. The Committee has not considered the policy
of taxation of these instrumentalities within the proper scope of
its inquiry because they are not wholly owned by the Federal Gov-
ernment. It suggests, however, that the various Federal statutes
consenting to taxation with respect to these instrumentalities be reex-
amined with a view to establishing a uniform policy of Federal con-
sent to the taxation of the properties of these instrumentalities in
harmony with the recommendations made herein for Federal property
generally.

The Federal tax liability should trail in its wake neither penalties
for delinquencies nor imposition of tax liens on the property. Admin-
istrative difficulties such as delay in congressional approval of an
agency’s budget may cause delays in payment. But no penalty should
attach for that. Interest on delinquent Federal obligations is appro-
priate and to promote timely payment of Federal tax bills, legislation
should make the tax obligations of any Federal agency a charge upon
the agency’s budget for the same year that the taxes are due.

Recommendation 2 has no application to any properties governed
by Recommendation 1 nor to any properties which are an integral
part of or incidental to any properties governed by Recommendation 1.

Recommendation 3:

The Federal Government should make payments-in-lieu of property
taxes on the following categories of properties, other than those
enumerated under Recommendations 1 and 2;

a. Commercial and industrial properties, including properties em-
ployed by private contractors or subcontractors in the performance
of contracts with the Federal Government, title to which has passed
to the Federal Government pursuant to any partial or advance pay-
ment contract clause.

b. Properties used or held for activities which serve primarily na-
tional or broad regional interests rather than those of the local public;

c. Rental housing other than low-rent housing,.

tions in which the Federal Government’s interest in the capital exceeds 90 percent (banks
for cooperatives and Central Bank for Cooperatives). Attention should also be called to
properties transferred to the Office of Alien Properties. The Committee’s recommenda-
tions contemplate no change in existing rules concerning the liability of these properties
for State or local taxes.

Of course, the property of Federal corporations which are wholly owned by the Federal
Government falls within the purview of the Committee’s recommendations as Federal
property generally. Such corporations include the Federal Farm Mortgage Corporation,
Commodity Credit Corporation, Production Credit Corporation, Federal intermediate
credit banks, Reconstruction Finance Corporation and Federal Savings and Loan
Insurance Corporation.
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The payments in lieu of taxes should be equivalent to the amount of
taxes which would be assessable against the property if taxable, accord-
ing to its value as determined by the established tax procedures of the
taxing jurisdiction, including all provisions for administrative and/or
judicial review of assessments, tax rates, or levies in accordance with
applicable laws governing assessments and taxation, provided that
Federal property is treated on the same basis and accorded the same
safeguards as non-Federal properties. Payments thus established should
be adjusted as follows:

(i) Reduced for the local cost of specific and customary State or
local governmental services provided at Federal expense to the
taxing jurisdiction or its residents, or the Federal property, or Fed-
eral employees and their families who reside within the taxing juris-
diction. The amount of this reduction should be based on the unit
cost of the particular services to the taxing jurisdiction, or in the
absence of such unit cost data should be based on the unit cost in
comparable nearby taxing jurisdictions.

(ii) Increased by the amount of the expenditures incurred by
the taxing jursidiction in providing specific services to the Federal
property which it does not customarily provide to non-Federal
properties.

The amount of adjustments (i) and/or (ii), if any, should be deter-
mined by the Federal Review Board (see Recommendation 8) on appli-
cation of either the taxing district or the Federal agency owning the
property. Where properties of more than one Federal owning agency
are located within the taxing district, the Federal Review Board should
allocate any adjustments made under (i) and/or (ii) among the Federal
properties involved.

Local property assessing jurisdictions containing Federal properties
deemed to be subject to payments in lieu of taxes hereunder should be
required to file, with the Federal owning agency, applications for such
payments on forms prescribed by the Federal Review Board. The ap-
plication should contain a statement by the legally constituted assessing
authority showing the property values proposed as the basis for com-
puting tax equivalents hereunder. Such application should also advise
the Federal property-owning agency of the steps necessary to be taken
to secure administrative and/or judicial review of the valuation of the
property as fixed by the assessing authority under the laws of the State
of situs applicable to assessments of property for taxation. The appli-
cation should also contain a statement by an appropriate fiscal authority
on behalf of the taxing jurisdictions involved showing the applicable tax
rates and the statutory procedures to be followed to secure review of any
objections to such rates.

Federal agencies owning properties subject to payments hereunder,
if requested by the legally constituted assessing officer of the taxing juris-
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diction in which the property is located, should supply such statements
or reports with reference to the property as may under applicable laws
be required of the owners of taxable property.

To prevent disproportionate Federal contributions to particular com-
munities, the total amount of payments to any taxing district for those
properties described in paragraphs (a) and (b) of this recommendation
which are located therein should be subject to the following limitation:

If the total payment to any taxing district in any year, as com-
puted hereunder, exceeds the total taxes levied against all non-Federal
taxable property in the district, the Federal Review Board (see

Recommendation 8) should determine whether or not the computed

total payment would confer unwarranted benefits upon the taxing

jurisdiction, contrary to the interests of the taxpayers of the United

States, and should fix the total payment at such sum as it shall deem

fair and reasonable, but in no event at a sum less than the total taxes

levied against all non-Federal taxable properties within the taxing
district. Where properties of more than one Federal owning agency
are involved, any reduction in the total payment determined here-
under should be apportioned among the Federal properties in accord-
ance with their respective values as otherwise determined under this
Recommendation.?

No payment should be made to a State or local government which
declines to provide services to the Federal property or its residents or
employees and their families upon the same terms as are accorded to
other properties, residents, or persons, unless the Federal property-hold-
ing agency deems the provision of such services to be unnecessary or un-
desirable.

These payments should be made by the Federal agency charged with
the administration of the particular property.

Of the properties described in this recommendation, the most im-
portant category is, no doubt, that of paragraph @, namely, commer-
cial and industrial properties. As already indicated, this is the very
type of property which has sparked widespread demand for the Fed-
eral Government to make contributions to support local governments
by reason of its property holdings. Some of these properties, i. e.,
those owned by the Reconstruction Finance Corporation and its sub-
sidiaries, have already been subject to direct local taxation. For such
properties a payment-in-lieu would be substituted under the Com-
mittee’s recommendation. A clear definition of “commercial and in-
dustrial” is needed to indicate the properties included in this recom-
mendation. The Committee proposes the definition contained in the
Knowland bill (S. 2473, 83d Cong., 1st sess.) :

3 Mr. Folsom, while in general agreement with Recommendation 8, does not concur in the

Committee’s recommendations concerning payment limitations to prevent disproportionate
Federal contributions. His alternative proposals are set forth in footnote 3, p. 66.
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Sec. 3 (f) “Industrial or commercial” refers to activities involving primarily,
or to properties the ownership or use of which involves primarily, the process of
mining, manufacture, fabrication, repair, generation of electrical energy, trans-
portation, or any similar process, including storage within or on such property,
or the sale or resale, rent or lease of commodities or the sale of services, including
storage within or on such property.

Attention should be drawn to the fact that this definition includes
properties generating electrical energy. The great Federal power
projects thus are subject to payments-in-lieu. Many of them are
multipurpose projects. For these, the Committee recommends that a
distinction be made between the power and the nonpower properties
belonging to the installations. Precedent for this already exists in
the present law defining the contribution to State and local govern-
ments by the Tennessee Valley Authority and in the legislative pro-
posals of the Bureau of the Budget for payments in lieu of taxes
(S. 788, 83d Cong., 1st sess.). Accordingly, the power properties in
multipurpose Federal installations would, under the Committee’s pro-
posal, become subject to payments-in-lieu. The nonpower properties
would be classified as to their uses and the Federal contribution, if any,
determined by reference to the rules established for Federal properties
devoted to such uses. In connection with property in the Boulder
Canyon project, any payments under the Committee’s proposal made
to the State or local governments of Arizona and Nevada should be
deducted from the $300,000 now being paid annually to each of these
States under the Boulder Canyon Project Adjustment Act of 1940.

The Committee specifically excludes from Recommendation 3 the
power properties of the Tennessee Valley Authority. These prop-
erties are now subject to a payment in lieu of taxes in the form of a
sharing of revenues with States and counties. This payment arrange-
ment conceptually reimburses the recipient governments for the loss
not merely of potential property tax receipts but of all potential taxes
of those governments referable to the power property and its opera-
tion. While the payments made do not appear to equal property tax
equivalent amounts in every county where the TVA has power prop-
erty, total payments to States and counties in the TVA area probably
exceed total property tax equivalents on all TVA power properties
throughout the entire TVA area. The Committee finds that the pres-
ent payment system is working to the general satisfaction of State
and local governments in the TVA area and recommends that it re-
main undisturbed. The nonpower properties of TVA which now
make no contribution to the support of State and local governments
would, of course, be required under the Committee’s recommendations
to make a contribution in accordance with the Committee’s specific
recommendations for the particular classification into which they
would fall judged according to their use. Similar recommendations
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for the treatment of TV A power and nonpower properties were made
by the Bureau of the Budget in its proposed legislation for payments
in lieu of taxes ($S. 788, 83d Cong., 1st sess.).

Included in paragraph ¢ are properties in the hands of private con-
tractors or subcontractors acquired by them for the performance of
contracts with the Federal Government, title to which has passed to
the Federal Government pursuant to contract clauses providing for
partial or advance payments. The practice of including in govern-
ment contracts title acquisition clauses operative upon the making of
any partial payment to the contractor has become widespread, par-
ticularly in contracts for the production of national defense items.
From the Federal viewpoint, this practice facilitates the financing of
private production of items required by the Government, is consistent
with Federal statutes and procurement regulations, and also secures
the Federal interest against diversion of materials to nongovernmental
purposes. The effect of the title acquisition significant to local gov-
ernments is that it imparts tax immunity to the property. The tax
losses resulting from this Federal practice have seemed so unjustified
to local officials that on occasion some have condemned the whole system
of partial payments as a tax evasion device. Some local taxing dis-
tricts have contested the passage of title itself and have sought to tax
the property in the hands of the private contractor. The Commit-
tee’s recommendation that the Federal Government make payments
in lieu of property taxes on these properties in the hands of private
contractors will remove an irritation in sensitive intergovernmental
relations.

In some situations these types of properties are so similar to pri-
vately owned property as to suggest that they be subjected to direct
local taxation like the properties included in ZRecommendation 2. An
example would be raw materials and goods in process located in the
privately owned industrial plant of the contractor, such plant also
containing taxable materials and goods of the same character. This
general category of properties, however, involves a wide variety of
types including many substantial properties possessing characteristics
classifying them as more suitably subject to the payment-in-lieu treat-
ment with offsets and general limitations. The practical difficulties
involved in segregating types of such properties have led the Com-
mittee to suggest the payments-in-lieu approach for the entire cate-
gory along with commercial and industrial properties generally. The
recommendation will not interfere with the Federal practice of con-
tracting for partial or progress payments to facilitate the financing
of procurement contracts and will insure against revenue losses to
local governments as incidents of such practice.

In principle, the broadest category of properties under this recom-
mendation is that of paragraph d. It overlaps that of paragraph a
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since most commercial and industrial properties are employed pri-
marily in a national or broad regional purpose rather than a local
one. In the Committee’s view, the principle enunciated in paragraph
b together with its counterpart set forth in Recommendation 1b is a
paramount one in solving the problems eddying around the Federal
tax immunity. Federal property used or held for activities serving
primarily national or broad regional purposes should share the bur-
den of supporting local government, whereas Federal property serving
primarily the local public should not share this burden. This prin-
ciple equilibrates responsibilities of Federal and local taxpayers in
the most equitable way. While it may not achieve a nicely perfect
equity, since a use could serve both a national and a local purpose,
the concept of the primary beneficiary does provide a reasonable bal-
ance. By and large, it places the burdens where they belong and thus
eliminates subsidization of either the Federal or local taxpayer by
the other. The principle is not only theoretically sound but as a
practical tool it permits fairly easy identification of obligated and
nonobligated properties.

There are relatively few Federal properties of the type described
in paragraph c—rental housing property. The most important group
of these has been war housing governed by the Lanham Act. Most
of this property, however, has been transferred to non-Federal owner-
ship. The residue is already subject to payments in lieu of taxes
under existing law. The Committee’s recommendation thus implies
no new obligation for these properties. The Committee’s proposed
general formula for payments-in-lieu could result in some reduction
in the amount of Federal payments for specific housing projects, but
this result is quite unlikely. By and large, the Committee’s recom-
mendation maintains the status quo.

It should be noted that the recommendation does not apply to low-
rent housing projects. These are not usually owned by the Federal
Government in any event. They do, however, customarily enjoy a tax
exemption under agreements between the local Low Rent Housing
Authority and the local government. This arises because Federal
law requires local governments to make a contribution to the mainte-
nance of low-rent housing and most local governments make this con-
tribution by according the housing project tax exemption. This action
by the local government is a voluntary one. The propriety of these
arrangements is outside the scope of this Committee’s inquiry which
is confined to involuntary exemptions arising from the Federal
immunity.

In some cases, properties described in this recommendation may also
fall within the category of properties described in Recommendations
lor2. Ifso, Recommendations 1or 2 govern. For properties falling
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by definition in more than one recommendation, Recommendations 1,
2, and 3 take priority in that order.

The payments-in-lieu proposed by the Committee are (1) tax equiva-
lent amounts (2) adjusted up or down for unusual circumstances
affecting the burden upon the local community for servicing the
Federal property and (8) subject to an overriding ceiling to prevent
unwarranted Federal payments to local governments. The basic in-
gredient is the tax equivalent. Contrary to most earlier payment-in-
lieu proposals, the Committee recommends that determination of this
amount be vested in local officials. This feature is basic to the Com-
mittee’s recommendation. If the determination of the tax equivalent
were to be vested in individual Federal agencies for their properties,
most of the Committee would prefer to abandon the payments-in-lieu
approach altogether at least for commercial and industrial property
and would recommend the alternative of subjecting such property to
local taxation. Protection of the Federal interest is adequately safe-
guarded, in the Committee’s view, by the restrictions upon payments
incorporated in the payments-in-lieu formula as well as in the normal
appeal procedures available to the Federal Government along with
other property owners. This view is reinforced by the scope of the
properties recommended for exclusion from payment responsibilities
(see Recommendation 1).

For the purpose of determining the tax equivalent amount, the
Federal property owner would stand in the same position as a private
owner. Local officials would apply local assessment practices and
current tax rates to determine the Federal payments, just as they would
a private owner’s tax bill. Like the private taxpayer, the Federal
Government could protest or appeal the assessment or tax rate to local
and State administrative and judicial bodies.

At this point, the analogy to taxation of private property ceases.
Further procedures, mostly designed to safeguard the Federal Gov-
ernment, become available. The tax equivalent amount may be re-
duced by a special Review Board (see Recommendation 8) upon appli-
cation of the Federal property-holding agency if a customary State
or local government service is provided at Federal expense to the
taxing jurisdiction or its residents or to the Federal property or its
residents within the taxing jurisdiction. The amount of the reduction
is based on the unit cost of the particular service to the taxing juris-
diction. Feéderal payments on self-contained installations could
thereby be reduced sharply. The tax equivalent amount could also
be increased by the Review Board upon application of the local taxing
jurisdiction for expenditures incurred by it in supplying specific
services to the Federal properties which it does not customarily
provide to other properties.
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It should be pointed out that the Committee’s recommendation
allows no offset to the tax equivalent amount for general economic
benefits. The Committee strongly believes that such benefits are
entirely irrelevant to the Federal Government’s responsibilities to make
payments as a property owner since such benefits also result from the
activities of private property owners but do not provide any basis for
exempting or reducing taxes on the private property. It may also be
observed that such benefits are incapable of measurement. The Com-
mittee feels that while offsets for general economic benefits might
appear plausible to superficial view, they lack any sound basis when
analyzed. Arguments for such offsets really proceed from a predis-
position to disfavor any system of Federal payments.

Finally, under the Committee’s proposal, the tax equivalent amount
adjusted to reflect service burdens is made subject to a ceiling in order
to prevent “windfalls” or unwarranted Federal payments to local
governments.® Before endorsing any particular antiwindfall pro-

3Mr. Folsom has submitted the following comments on Recommendation 3: “I concur
with the Committee’s recommendation that there is need for an ‘antiwindfall’ provision to
prevent excessive Federal payments to individual taxing jurisdietions on account of
properties described in paragraphs (a) and (b) of Recommendation 3. A limitation is
necessary because in some situations Federal activities require an unusual concentration
of costly improvements and equipment, greatly in excess of the ratio of improvements and
tangible personal property to site (land) value found in private enterprise. In these
situations, Federal payments based on the value of improvements and tangible personalty
would result in excessive Federal contributions.

“To limit payments in these situations, the Committee recommends that the Federal
Review Board (to be created pursuant to its Recommendation 8) be authorized to adjust
Federal payments downward in those situations, but only in those situations, where
total Federal payments to a taxing jurisdiction exceed the total taxes levied on the aggre-
gation of all other property.

“This recommendation disregards the basic principle which should generally govern
the level of the Federal payments and which underlies our entire approach to the pay-
ments-in-lleu of taxes problem, as developed in this report. This principle is that the
Federal payment on account of a parcel of property should bear a reasonable relationship
to the taxes which that property would produce if it were not required for Federal pur-
poses and were instead utilized by taxable private enterprise. This is the sole criterion
we have to guide us.

“The Committee’s recommendation would disregard excessive Federal payments on indi-
vidual pareels of property, even if very much in excess of this norm, so long as the property
is situated in a taxing jurisdiction in which Federal properties subject to payments were
less than all private taxable property. Thus, the Committee’s recommendation would
leave untouched excessive payments resulting from extraordinary concentrations of
equipment on land within industrial centers only because the Federal payment would be
less than the city’s total tax levy. Moreover, the Committee’s recommendation wonld be
totally inoperative with respect to State property taxes, since even in those nonindustrial
States which contain relatively costly Federal installations, the value of Federal property
is less than the combined value of all private taxable property subject to the State tax levy.

‘“The Committee’s recommendation calls for a review by the Federal Review Board of
the finances of the jurisdictions affected by the ‘antiwindfall’ provision to determine
whether Federal payments in excess of amounts raised from local taxpayers are warranted.
This would involve review of local budgets by a Federal agency and should be avoided as
far as possible.

“In lieu of the Committee’s ‘antiwindfall’ provisions, the following is proposed as pref-
erable although even this substitute will leave open the possibility of some windfall
payments. Such a possibility seems inevitable under any formula approach which relies
on objective criteria in place of subjective investigation into local needs and fiscal
capacities :

“That part of the assessed valuation (on which the Federal payment is based)
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vision, the Committee examined several proposals. Many of them
involve a formula to be automatically applied to limit the Federal
payment-in-lien. The administrative simplicity of such proposals is
attractive. On the other hand, all such formulas are unreasonably
arbitrary in the Committee’s view. Their application neither prevents
an unjustified payment in every case nor insures an appropriate pay-
ment in any case. While such limitations inhere to some degree in
any antiwindfall provision, the purely automatic formulas are char-
acterized by more arbitrariness than the Committee can endorse. The
Bureau of the Budget in its legislative proposal for payments-in-lieu
(S. 788, 83d Cong., 1st sess.) suggested two types of antiwindfall limi-
tations. The first would for each Federal installation arbitrarily re-
strict the payment for personalty and Federal improvements to realty
to an amount ten times the tax equivalent on property exclusive of the
Federal personalty and improvements to realty. The second limi-
tation would allow no payment exceeding a reasonable contribution
by the Federal Government to the support of an adequate level of
local government service.

The Committee is unable to accept any concept which limits the
Federal payment by limiting the property valuation in terms of any
fixed ratio to the value at the time of Federal acquisition. The latter
bears no relevance either to the current value of the property or to
the impact on the community of the Federal ownership and operation.
If the Federal Government purchases unimproved land of low value
and erects a large industrial plant on it employing hundreds or thou-
sands of people, a Federal payment-in-lieu keyed to a property value
ten times the acquisition cost would probably be wholly inadequate
compared with the property tax. And it is the property tax, with all
its admitted limitations, which the Committee considers the most

which relates to buildings, improvements and tangible personalty (as distinguished
from the land) should bear no greater relationship to the assessed valuation of the
land than prevails typically for similarly zoned or classified land within the taxing
jurisdiction. In the absence of taxable parcels of land similarly zoned or classified
within the taxing jurisdiction, the limitation should be based on the ratio prevailing
in nearly comparable taxing jurisdictions.

“To limit this provision to the relatively small number of cases in which the windfall
would otherwise be very substantial, its application could be limited to those Federal
properties (operating units) on which the Federal payment would exceed, say $100,000
per year. To prevent erratic results at the margin, it could be provided tbat the
limitation should in no case reduce the payment below $100,000.

“This ‘antiwindfall’ provision would work as follows: Assume that a Federal industrial
laboratory, representing an investment of $50 million (exclusive of land costs) is located
on a parcel of land currently valued at $1 million. Assume also that in the same taxing
jurisdiction the prevailing ratio of site value to buildings, improvements, and tangible prop-
erty for light industry properties averages 1 to 20. This ratio applied to the $1 million land
value produces a theoretical value for buildings, improvements, ete., of $1 million x 20,
or $20 million. In this situation the ‘antiwindfall’ provision would limit the Federal
payment on account of buildings, improvements, etc. (as distinguished from the land),
to the levy on a $20 million taxable property. This is another way of saying that if
the federally owned land were being used for a privately owned industrial activity, it
would on the average be the site of and pay taxes on a $20 million plant.”
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appropriate measure of the Federal payment-in-lieu simply because
this is the measure which local governments have customarily used to
determine the contributions of property owners to local government
support.

The Committee has searched more for a limitation upon the Fed-
eral payment in terms of its effect upon total revenues of the taxing
district and thus incidentally upon the burdens borne by other prop-
erty owners in the jurisdiction. This should be the touchstone of
“windfall” determinations. It is difficult to perceive that a Federal
payment, based on the value of the Federal property with offsets where
justified, would involve a “windfall” to a community and its other
taxpayers if the effect of the Federal payment were small on the total
property tax receipts of the local jurisdiction or on the tax burdens
of the other property owners. Of course, some fixed level must be
established within which Federal payments may be considered free
from the taint of “windfall” in order to provide administrative sim-
plicity for handling most cases. Any fixed level has some attributes
of arbitrariness, but the Committee considers the level recommended
by it generally fair and equitable and the best suited to meet the in-
numerable diverse situations with maximum equity and practicality.

The Committee recommends the following antiwindfall provision.
‘Where the Federal payments in any taxing jurisdiction do not exceed
the total property taxes levied against other property owners, they
should be deemed free from any “windfall” character. Where they
would exceed this level, each individual case should be examined by
the special Review Board to determine how much of the excess, if any,
should be paid to the local taxing jurisdiction. The number of cases
requiring such special review would be relatively small. No substi-
tute for such a review has been found after diligent search. All fixed
formulas for mechanically determining the proper payment fail to
give any assurance of substantial justice in individual cases. The
Committee believes that of all the various proposals studied, its
recommended antiwindfall provision combines the greatest amount of
administrative simplicity with the largest measure of substantial
justice.

Recommendation 4:

Recommendations 2 and 3 should not apply to properties acquired
by the Federal Government before September 8, 1939 unless the Con-
gress has specifically authorized the payment of property taxes or pay-
ments-in-lieu of taxes on account of such properties.

Most students of the problem have concluded that equity does not
require initiation of Federal payments on properties whose noncon-
tributory status has become integrated into the economic and fiscal
life of the community. On properties long in Federal ownership local
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tax rates and land values have grown up around the Federal tax
immunity. Adjustments have been made. Equity requires no moles-
tation of such cases.

The “cutoff date” of September 8, 1939,* is recommended because,
as the date upon which the commencement of the national emergency
was declared, it may be taken as the starting time of the enormous
expansion of Federal property ownership accompanying the national
defense program. Some representatives of Federal agencies advocate
a later date because it would reduce the Federal administrative and
economic burden of discharging tax and payment-in-lieu responsi-
bilities.* The Committee believes, however, that fairness requires the
1939 date since a later date would prejudice those communities which
have for the longest period carried more than their fair share of
the national burden arising from the national defense program. Any
cutoff date is arbitrary. However, some date is necessary to avoid
unsettling settled cases and the 1939 date seems generally fair and
reasonable.

Recommendation 5:

The Federal Government should make transitional payments-in-lieu
on Federal properties described in category (¢) of Recommendation
1 which would not also fall within category (a), (b) or (e). These

4 Mr, Folsom has submitted the following comments on Recommendation 4: “I concur
with the Committee’s conclusion that Federal payments to State and local governments
proposed under Recommendations 2 and $ should not apply with respect to properties the
tax-exempt status of which has already become integrated into the economic and fiscal
life of the community. The Committee correctly holds that where properties have long
been in Federal ownership, local tax rates and land values ‘have grown up around the
Federal tax immunity’ and the ‘adjustments have been made.’

“I do not, however, concur in the September 8, 1939 ‘cutoff’ date because it conflicts
with our aforestated conclusion.

“Fifteen years have already elapsed since September 8, 1939, and another year or two
will elapse before any legislation in this area can be made operative. This is a very
long period from the viewpoint of property ownership and tax rates. ‘Where, as a result
of Federal property acquisitions, taxing jurisdictions found it necessary to compensate
for the loss of revenue by increasing the tax rates on taxable property, these tax increases
have long since been reflected in the reduction of property values (below the values
which would bhave prevailed in the absence of these tax increases). Large proportions of
these properties are no longer in the hands of the taxpayers who bore the impact of the
tax increases. Sample data indicate that of the 23.5 million individuals who owned homes
in 1940, not more than half own the same home in 1954. In some parts of the country
the proportion is even smaller. The others received prices which reflected the tax
exemption of Federal properties when they sold their properties.

“For this reason, if Federal payments were now initiated on properties acquired as long
ago as 1939, they would in large part accrue to property owners who are not entitled to
them. Such unnecessary gratuities at the expense of Federal taxpayers are not justified.

“If a ‘cutoff’ date is provided, it should be as nearly current as practicable. It should
not be earlier than July 1, 1950. This ‘cutoff’ date would permit payments to be made
with respect to the large Federal property acquisitlons associated with defense require-
ments since the outbreak of hostilities in Korea and with the expanded atomic energy
program. Even this date would, in some situations, result in payments to communities
in which adjustment to Federal property ownership 1s already largely completed. The
frequency of these instances, however, would not be incompatible with reasonable fairness.”

8 Compare the estimated Federal costs involved in alternate cutoff dates. See appen-
dices G and H.
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transitional payments should be made over a 10-year period in dim-
inishing amounts. With respect to properties in Federal ownership
at the time of the enactment of the legislation here proposed, transi-
tional payments should be limited to propertles acquired within the
immediately preceding 10 years.

Under Recommendation I many Federal properties will continue to
be exempt from any obligation to contribute to the support of local
governments even though they may be properties which, by and large,
serve primarily national or regional purposes rather than the local
public. That recommendation rests upon considerations of the tradi-
tional governmental character of such properties and the general ac-
quiescence in their tax-immune character. For most of these proper-
ties either because of their fairly scattered locations and resultant
levity of burden on any one taxing district, the absence of any re-
quirements that they contribute taxes or payments in lieu of taxes will
probably involve little real hardship to local governments. However,
new Federal acquisitions which remove properties from local tax rolls
definitely do impose hardships.

To cushion the shock of a sudden depletion of the tax base, the Com-
mittee recommends that new Federal acquisitions for the purposes
named should carry with them the obligation to make transitional
payments-in-lieu on a declining basis. These payments would provide
States and local governments a reasonable period for adjusting their
finances to the loss of permanent tax income. An appropriate formula
for calculating the payments-in-lieu would be the tax equivalent (as
measured by the average taxes on the property of the last 2 years before
the Federal acquisition) reduced by one-fifth every 2 years until pay-
ments ceased at the end of 10 years.® Federal property acquired
within the last 10 years would make ratable contributions. Thus, for
eligible properties which have been held for 4 years, transitional pay-
ments of 60 percent of the tax equivalent would be made for 2 years,
40 percent for the next 2 years, and 20 percent for the final 2 years.

For new Federal land acquisitions for purposes now subject to
shared revenues this Committee is recommending protection of the
State or local government against revenue loss by proposing transi-
tional payments in lieu of taxes in the case of national forest lands and
permanent payments in the case of national parks, wildlife refuges and
flood control lands. See recommendations in chapter 14 of this report.

Recommendation 6:

In all the foregoing Recommendations, the term “property” includes
“real property” and “tangible personal property” according to the
legal definitions of these terms in the State of situs.

°This formula is set forth in the Bureau of the Budget’s legislative proposal, S. 788
(83d Comng., 1st sess.).
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Under Recommendation Ie, all Federal personalty except that
incidental to commercial and industrial operations is exempt from a
contribution requirement. However, property incidental to such
operations must make a payment and this recommendation is intended
to make the requirement explicit.

The tax subjects under property tax laws vary from State to State.
Sometimes only realty is included ; sometimes both realty and tangible
personalty ; and sometimes only realty and certain types of tangible
personalty. In every case the scope of the tax subjects determines the
size of the tax base and thus influences the tax rate. Losses in local
taxes through exemptions accorded tangible personalty place a burden
upon other taxpayers just as directly as losses in taxes through exemp-
tions accorded realty. Where the local tax losses are ones which Fed-
eral taxpayers should reimburse because of equitable considerations,
the rules should be the same whether the local tax loss arises from the
immunity of Federal tangible personalty or from the immunity of
Federal realty. If equity requires a Federal payment because of a
Federal property holding, there is no basis in logic for distinguishing
between the tangible personalty and the realty. In fact, to pay on
the realty but not on the tangible personalty discriminates in favor of
States taxing only the former because they will get a fully equitable
contribution to local government costs, where States taxing tangible
personalty as well as realty will get only a partial contribution. This
result hardly balances the equities. The Committee recommends that
the Federal responsibility for paying taxes or making payments-in-
lieu apply to both realty and tangible personalty in accordance with the
laws of each State defining the subjects of the property tax in that
State. The Committee does not recommend that the system of Fed-
eral payments embrace payments on Federal intangibles. The exemp-
tion of Federal intangible personal property from State and local
taxation presents no problem.

Recommendation 7 :

The Federal Government should consent to the payment of special
assessments to finance local improvements where both non-Federal
and Federal properties are included in the benefited district and sub-
jected to the assessment, provided that Federal property is treated on
the same basis and accorded the same safeguards and exemptions as
non-Federal properties. '

Such special assessments are essentially land service charges for
particular improvements which enhance the value of the property.
Consent to special assessments has already been given in the case of
local improvements benefiting real properties of the Reconstruction
Finance Corporation. The consent should be extended to all Federal
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real properties. Of course, the Federal Government should have the
same rights and privileges as any private property owner to approve,
reject, or contest local improvements. Federal delinquency in mak-
ing any payments should not authorize penalties or proceedings against
the land. The rule here should be analogous to the rule on nonattach-
ment of penalties in cases of Federal tax liability.

The Committee recommends that the general statutory consent to
special assessments against Federal property be confined to cases
where the improvement financed by the special assessment benefits
private as well as Federal property. This general statutory consent
should not apply in cases where only Federal property is involved.
It does not seem reasonable to require the Federal Government to pay
through special assessments for projects desired by local communi-
ties but not agreed to by the Federal Government where it, alone,
would have the obligation of defraying all costs of the project.” It
is foreseeable, for example, that a community containing a Federal
tract of land might wish to put a roadway or water or sewage line
through the Federal land even though such a project might be incom-
patible with Federal plans for utilization of the tract. If the project
does not abut non-Federal land, Federal dissent should preclude
Federal liability for assessment. If the Federal property owner
specifically consents to the improvement, however, it should have
authority to pay the special assessment even though it is the only
land owner affected. On the other hand, where the project adjoins
non-Federal as well as Federal lands, the Federal land owner should
be subject to special assessments for the improvement, despite its
disapproval of the project, just as a private land owner.

7This point was raised by several Federal agencies in objecting to provisions of S. 788
and H. R. 5605 (as passed by the House) consenting to special assessments.

“We believe that it is possible, under title IIX, notwithstanding this proviso (1. e., for
appeal, etc.), that local jurisdictions or improvement districts may undertake improve-
ment projects which would be financed in large part by assessments on Federal property
and which may actually conflict with the desires and plans of the Federal Government for
development of its own properties.” (Letter from the Atomic Energy Commission to the
House Committee on Interior and Insular Affairs, May 20, 1953.)

“It is our opinion that this provision is dangerous in that it would expose such property
to assessments by local governments for drainage, irrigation, roads, or other types of local
improvements which might be in conflict with the program for which the properties are
being administered. Accordingly, we strongly recommend that this section be changed to
authorize payments by the Federal Government of special assessments on Federal real prop-
erty, as defined, only when it is determined by the Federal agency administering the prop-
erty that the improvements are in the interest of the United States.” (Letter from the
Department of Agriculture to the House Committee on Interior and Insular Affairs, March
5, 1952.)

“Nor is this Office convinced of the desirability of consenting to special assessments for
local improvements as provided in the bill. It appears that there could be commenced
thereunder, against the will of the Federal Government and for which no Federal need
exists, projects desired by local areas or officials. Also, while such local areas would
derive the benefit of such a project, their costs would be borne by the United States,
which may have no need or desire therefor.” (Statement of E. L. Fisher, Acting Comp-
troller of the United States, Hearings before a Subcommittee of the House Committee on
Government Operations on H. R. 5605, July 20-21, 1953, p. 52.)
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Recommendation 8:

Congress should authorize and direct the President to appoint an
administrative Review Board, composed of three members who should
have responsibility for

a. Promulgating rules and regulations governing the payment pro-
gram and assuring that all property-owning Federal agencies pursue
uniform payment policies. ;

b. Determining the amount of adjusted payments in lieu of taxes

under Recommendation 3.

¢. Resolving, as an appellate body, Federal and State/local differ-
ences arising under this program.
d. Submitting annual reports to the President.

An advisory committee should be established to consult and advise
the administrative Review Board with respect to the administration of
the payment program. This Committee should consist of heads of
Federal agencies and representatives of State and local governments,
and of the public. This Committee should recommend to the Presi-
dent such changes in the payments legislation as it deems necessary.

The administration of the payment-in-lieu program proposed by
the Committee requires the establishment of a Federal Review Board.
Adjustment of the tax equivalent amounts for offsets or special credits
would become the responsibility of such a Board. This Board would
also have authority to determine the “windfall” character of any
payment-in-lieu under the Committee’s proposed formula. A special
Review Board to discharge these functions in the administration of
any payment-in-lieu program seems essential if the placing of final
authority in either the local government or the individual Federal
property-holding agency is to be avoided. The Committee strongly
recommends that this authority be placed in a neutral, disinterested
body and believes that the Board it proposes would be such a body.

This Board would also have the duty of promulgating rules and
regulations governing the payment program and assuring that all
property-owning Federal agencies pursue uniform payment policies,
and of submitting annual reports to the President. The Federal pay-
ment program obviously requires some central agency to promulgate
uniform rules to be followed by all Federal agencies making payments.
Otherwise, different agencies would develop varied practices. Also,
any new and important Federal program, as the Federal payment
program is, ought to be periodically evaluated in reports to the Presi-
dent. Both of these necessities have been recognized in two of the
most important proposed bills on the subject of Federal payments,
namely, S. 788 (83d Cong., 1st sess.) drafted by the Bureau of the
Budget and S. 2473 (83d Cong., 1st sess.), the Knowland bill. The
responsibilities for the discharge of these functions obviously should
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be vested in the same body which has the authority to administer the
payment-in-lien adjustments. _

It should be pointed out that the Committee does not propose that
the Review Board make the Federal payments. These should be made
by each Federal property-holding agency for its properties. Each
agency should defray the costs of payments on its properties from its
individual budget and should be required to justify its property hold-
ings in budget requests.

The Committee strongly recommends that an advisory committee
be established composed of representatives of Federal, State and
local governments and of the public to advise the Review Board.
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Chapter 9

COSTS TO FEDERAL GOVERNMENT

Estimation of the costs to the Federal Government of any program
for paying local taxes or making payments-in-lieu involves numerous
difficulties with unknown factors. A first requirement is a clear defini-
tion of the Federal properties which will be subject to payment obliga-
tion and of any limitations to be placed upon a tax equivalent payment.
Obviously, the costs of different programs vary enormously. Sec-
ondly, information concerning the nature, value, and location of Fed-
eral property subject to payment requirements is essential. In the
absence of a complete contemporaneous inventory of Federal prop-
erty, the only method for securing this information is to aggregate
data supplied by individual Federal agencies after they have surveyed
their property holdings. Such surveys involve much time and labor
in view of the way that Federal property holdings are recorded. Fur-
thermore, Federal agencies, having no knowledge of the value of their
properties for tax purposes, are in no position to report more than
the costs to the Federal Government of acquiring the property ad-
justed, in some cases, for depreciation. There are then difficulties in
ascertaining the proper rate to apply to the property values to find
the Federal tax liability. Since these vary widely in different locali-
ties, reasonable accuracy would require consideration of the location
of each unit of Federal property. In the case of payments-in-lieu the
effect of offsets or other payment-limiting factors offers further com-
plications. Finally, of course, estimates have no prospective accuracy
since the nature and amount of Federal holdings may change, loca-
tions of personal property may shift, and tax rates in any jurisdiction
may change. Under all these circumstances the best estimates possible
are admittedly rough.

The difficulties of making estimates have been pointed up by the
Bureau of the Budget in the Senate hearings on S. 2473 and H. R. 5605.

It is difficult to translate these estimates of property costs into dependable
estimates of the payments that would be made to local taxing authorities under
this legislation. Gross cost is only one factor considered in assessing properties
for tax purposes. Assessment practices vary widely, from township to township,

from county to county, and from State to State. The ratios of assessed to full
market values may differ for similar properties in a single assessment district.
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There are wide variations in a given county or State. No general countrywide
compilation is available on this subject, excepting for farm real estate. Only
a few States provide information from which average effective property tax
rates can be estimated, and these are almost exclusively for real estate. There
are no such ratios available for personal property, excepting perhaps on a special,
localized basis.! :

The Bureau of the Budget has made estimates of the payments
which might be made under S. 2473 on account of Federal properties.
This bill contemplated payments only on “defense production facili-
ties” but included both tangible personalty and realty. (See appendix
F,p.189.) After observing the difficulties inherent in a determination
of Federal property values upon which payments under S. 2473 would
be based, the Bureau of the Budget explained its estimates as follows:

Accordingly, it becomes necessary to resort to a rough-and-ready basis for
estimating payments that might be made under 8. 2473. ¥rom the fragmentary
information available, it appears that the payments to be made on real estate
would average at least 1 percent, and possibly as much as 1.5 percent, of the full
market value.

Personal property is less fully assessed than real estate, and most types of
personal property are assessed at a smaller percentage of market value in nearly
all the jurisdictions which tax such property. Consequently an estimate based
on the range of effective rates assumed for real estate would almost certainly
overstate the Government’s liability for payments on personal property under
S. 2473. Assuming an average effective rate of 1 percent, the payments on per-
sonal property valued at $9.1 billion would be $91 million.

Using these assumptions, and an effective date of June 30, 1953, the total of
payments under 8. 2473 may be estimated at $115 to $127 million for the fiscal
year 1954. In addition, there would be administrative expenses, primarily in
the field operations of the agencies which own and manage the properties. With
a small allowance for central direction and rulemaking, the administrative ex-
pense has been estimated at $4.6 million for the first year and somewhat less in
later years. By these necessarily rough approximations, then, the aggregate cost
of S. 2473 is estimated at about $120 to $132 million at the present time; that is,
for fiscal year 1954.”

Estimates are also available under another bill proposing payments
on Federal properties. Thisbill, S. 788 (83d Cong., 1st sess.), provides
variously for payments of taxes and special assessments and for pay-
ments-in-lieu and hardship payments on different types of Federal
property. In the case of commercial and industrial properties, how-
ever, it arbitrarily limits payments on personalty and improvements
to realty to 10 times the tax equivalent on the rest of the property in
any particular installation. Moreover, the tangible personalty sub-
ject to payment is limited to that affixed to the realty and does not
include inventories of raw materials, semifinished, and finished prod-
ucts. Finally, any payments-in-lieu are limited to amounts which

1 Statement of I. M. Labovitz, Labor and Welfare Division, Bureau of the Budget.
Hearings, Subcommittee on Legislative Program, Committee on Government Operations (83d
Cong., 2d sess.) on 8. 2473 and H. R. 5605, June 2-3, 1954.

2 Ibid,
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will constitute a reasonable contribution by the Federal Government
to the support of an adequate level of local government services. The
result is that in terms of property uses, S. 788 is more comprehensive
than S. 2473; in terms of personal property and limitations on indi-
vidual payments, S. 788 is more restrictive.

Estimates by the Bureau of the Budget of new Federal costs under
S. 788 were $111,200,000 for a property acquisition cutoff date of Sep-
tember 8, 1939, $32,300,000 for a cutoff date of January 1, 1946, and
$23,700,000 for a cutoff date of July 1, 1950. These estimates related
to payments in the fiscal year 1950. For details, see appendix G,

. 194,

i The payment program contemplated by the Committee’s recom-
mendations is substantially broader than that provided for in S. 2473
or S.788. For it, no accurate cost estimates are available. Those made
by the Bureau of the Budget for programs under S. 2473 and S. 788
provide the best basis for constructing estimates under the Commit-
tee’s recommendations. Estimates ® of costs under S. 2473 in the fiscal
year 1954, based on properties owned on June 30, 1953, and a 1939
cutoff date, indicate a sum ranging from $157 to $174 million where
the assumed effective tax rate on personalty and realty is 1 percent
and a sum of $190-$216 million where the assumed effective tax rate
is 1 percent on personalty and 114 percent on realty. The range in
sums (with each assumption for effective tax rates) is attributable to
unresolved doubts concerning the amount of Federal realty which
would be subject to S. 2473 with a 1939 cutoff date. The gross costs
of such property are estimated to be within a range from $514 to about
$714 billion. The details of these estimates may be found in ap-
pendix H, p. 196.

Variations in the scope of properties subject to payment under S.
2473 with a 1939 cutoff date compared to the properties subject to
payment under the Committee’s recommendations qualify the utility

- of the cost estimates under S. 2473 as indicative of probable costs
under the Committee’s recommendations. On the one hand, the Com-
mittee’s recommendations embrace highly valuable properties ex-
cluded from costs under S. 2473, such as properties of the Atomic
Energy Commission, multipurpose power projects, properties of a
noncommercial, nonindustrial nature devoted primarily to national
or broad regional purposes, and properties subject to transitional
payments. On the other hand, the Committee’s recommendations
contemplate payments on a more restricted class of personal property
than S. 2473 provided for. Finished goods, for example, are com-
pletely excluded from payment obligations where S. 2473 required
payments on all finished goods stored or otherwise located on the
premises of defense production facilities.

3 These were prepared for the Study Committee by I. M. Labovitz, Assistant to the Chief of
the Labor and Welfare Division, Bureau of the Budget.
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Without accurate information concerning the effect upon cost
estimates of the variations in coverage as between S. 2473 with a 1939
cutoff date and the recommendations of this Committee, some indica-
tion of the magnitude of costs under the Committee’s recommendations
may, nevertheless, be secured by adding to cost estimates under S.
2473 with a 1939 cutoff date, the estimates of costs of payment for
Atomic Energy Commission properties. Such a procedure treats
as mutually canceling all other cost variations as between S. 2473
with a 1939 cutoff date and the Committee’s recommendations.

Estimates of the cost of payments on Atomic Energy Commission
properties under S. 2473 with a 1939 cutoff date range from $31
million, if the assumed effective tax rate on personalty and realty
is 1 percent, to $43 million if the assumed effective tax rate on per-
sonalty is 1 percent and on realty is 114 percent. If these sums are
added to the top range of estimated property values subject to S.
2473, the resulting cost estimates for Federal payments under the
Committee’s recommendations are $205 million where realty pay-
ments are calculated at an average effective tax rate of 1 percent
and $259 million where such payments are computed at a rate of 114
percent.

It should, however, be pointed out that cost estimates based on S.
2473 make no allowance at all for the ceiling limitation imposed
on all payments in lieu of taxes under the Committee’s recommen-
dations. This limitation to prevent “windfalls” would probably limit
the Federal payment in most cases to an amount not exceeding the
property tax revenues of the particular taxing district secured from
non-Federal property. It might not do so in every case or in any
particular case because in order to prevent the limitation upon pay-
ment from becoming an instrument of injustice, any case where the
Federal payment would exceed property tax receipts of the local tax
jurisdiction from non-Federal property may, upon application of
that jurisdiction, be reviewed by a special board for the purpose of
determining how much, if any, of the excess should be included in
the Federal payment. The overall effect of these provisions on the
total Federal costs under the payment program is difficult to evaluate.
What seems reasonably clear, however, is that these provisions could
sharply reduce the Federal payments attributable to Atomic Energy
Commission properties because the most costly installations of this
agency are located in rural local tax jurisdictions where property
tax receipts are probably at a relatively low level and thus form a
relatively low ceiling on Federal payments in that jurisdiction.

It should also be pointed out that these cost estimates are based
upon Federal property holdings as of June 30, 1953. The Federal
inventory is constantly changing and increases or decreases, of course,
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affect the costs of any Federal payment program. For example, it
appears that increases in Atomic Energy Commission property hold-
ings in the year ending June 30, 1954 would add from $11 to $15
million to the Federal costs described above depending upon whether
1 percent or 114 percent is used in the estimates as the average effective
tax rate on realty. No information is at hand indicating increases or
decreases in other Federal property holdings during the same year.
Other important variables affecting total annual payments under
any Federal payment program would be changes in the local assess-
ment ratios and the local tax rates, both of which factors have been
merged in the concept of average effective tax rates used in the
calculation of the above cost estimates.
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- Part IV

PROPERTIES ASSOCIATED WITH
SHARED REVENUES






Chapter 10

GENERAL FEATURES OF THE REVENUE-
SHARING ARRANGEMENTS

Sharing of the income receipts from federally owned lands with
State and local governments is one of the lesser current issues in the
broader problem of determining how Federal property can bear its
fair share of State and local governmental costs. Revenue sharing
is a lesser issue because many of these arrangements pertain to “public
domain” lands which have never been on the tax rolls and because
there is some revenue being received to help defray the costs of local
government. Historically, however, revenue sharing is the oldest type
of Federal payment to State and local governments on account of
Federal ownership and use of property, and it is still the most impor-
tant in terms of amounts being paid currently.

The various sharing arrangements may be conveniently grouped
for clarity of analysis in three categories : Major programs, minor pro-
grams, and closely related programs. The latter group, in the strict
sense, does not involve shared revenues; but it is so closely related to
genuine revenue-sharing programs that it deserves brief mention here.
Several of the minor programs, by strict definitions, involve payments
in lieu of taxes. However, because they relate to the same kinds of
lands as shared revenues and are usually linked in some manner with
the revenue of the property, they are included as minor shared rev-
enues. All the sharing arrangements (except one of the related pro-
grams) pertain to the ownership, use or development of federally
owned lands and other resources thereon. The single exception is
the related program concerning wildlife development by the States.

The Major Programs

In the fiscal year 1953, the Federal Government paid to States and
local governments in the form of shared revenue from the receipts
of Federal property the sum of $45.4 million. Of this total, 3 pro-
grams accounted for $42.3 million or 93.3 percent:
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National forests (25 percent fund) $18, 649. 794

Mineral leasing acts 17, 246, 724
Revested Oregon and California grant lands—______ 6, 422, 027
Total 42, 318, 545

The payment of 25 percent of total national forest receipts to the
States for the benefit of public schools and roads in the counties in
which the national forests are located is the largest program both
in amount and scope of coverage. In 1953, payments were made to
648 counties in 39 States and to Alaska and Puerto Rico.

The Mineral Lands Leasing Act of February 25, 1920, as amended
and supplemented, allocates 3714 percent of total receipts from bo-
nuses, royalties, and rentals from the leasing of Federal lands con-
taining oil, gas, coal, phosphate, potash, sodium, and silica sand to
the States and Territories in which the leased land is located for the
benefit of public roads, schools, or other educational institutions. In
1953, 22 States and Alaska shared in these revenues.

At the present time 18 counties in Oregon are entitled by law to
receive directly from the Federal Government 75 percent of the total
receipts from the revested Oregon and California grant lands and
did receive this percentage in 1952. Currently, however, the cost of
access roads is being deducted from the top 25 percent; as a result,
these counties received 52.5 percent of total receipts in 1953.

The Minor Programs

There are 15 minor revenue-sharing programs in effect with pay-
ments being made to State and local governments in 1953 under all of
them except one. The various programs and the amounts paid in
1953 are as follows: :

Corps of (Army) Engineers flood control lands $869, 052
(Seventy-five percent of receipts to States for public schools and
roads in counties in which lands are located.)
Boulder Canyon project 600, 000
(Three hundred thousand dollars each to States of Arizona and
Nevada.)
Wildlife refuges under Migratory Bird Conservation Aet____________ 470, 621
(Twenty-five percent of net receipts direct to counties in which lands
are located for public schools and roads.)
Submarginal land held by Forest Service. 451, 362
(Twenty-five percent of net revenue direct to counties in which lands
are located for public schools and roads.)
Taylor Grazing Act public lands 345, 504
(Twelve and one-half percent of grazing district fees ($183,549) and
50 percent of fees from leased lands outside grazing districts
($161,955) to the State for the benefit of the counties in which
lands are located.)
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Alaska game licenses. 88, 788
(Fifty percent of net proceeds from sale of game licenses to Terri-
torial school fund.)
Sales of public lands and timber 66, 655
(Five percent of net proceeds of such sales to States for education,
roads, and other internal improvements.)
Superior National Forest lands in Minnesota 45, 332
Three-fourths of 1 percent of appraised value to the State for gen-
eral use of counties in which lands is located.)
Federal Power Commission license 33, 530
(Thirty-seven and one-half percent of license receipts from occu-
pancy and use of forest and other public lands to States.)
Grand Teton National Park acquired lands. 25, 761
(Full taxes last assessed for 10 years ; thereafter 5 percent less each
year for 20 years. Payments limited to 25 percent of fees from
Grand Teton and Yellowstone National Parks. To the State for
general use of counties in which land is located.)
Reconveyed Coos Bay Wagon Road grant lands in Coos and Douglas 25, 000
Counties, Oreg.
(Payments equal to current taxes but not to exceed 75 percent of
receipts from these lands. Direct to counties for schools, roads,
highways, bridges, and port dlStl'lCtS)
Columbia Basin project lands 14, 738
(Payments to State or political subd1v1s1on by agreement from leas-
ing receipts but not to exceed tax equivalent.)
0Oil and gas lands, south half of Red River, Okla 8, 803
('Thirty-seven and one-half percent of royalties in lieu of State and
local taxes in Kiowa, Comanche, and Apache tribal funds. To the
State for public roads and schools.)
Grazing districts on Indian lands ceded to the United States___._____ 661
(Thirty-three and one-third percent of fees collected to the States
for the benefit of public schools and roads in counties in which
land is located.)
0il and gas lands added to the Navajo Indian Reservation in Utah___
(Thirty-seven and one-half percent of net royalties to the State of
Utah for tuition of Indian children, roads across these lands, or
benefit of Indians residing on the reservation.)

Total payments, minor programs 3, 045, 807

These minor revenue-sharing programs vary. Some, such as the
Army flood-control lands and the wildlife refuges, are fairly compre-
hensive and affect a majority of the States; others affect a single
State as the Red River oil and gas lands in Oklahoma or only a few
counties as the Coos Bay Wagon Road grant lands in Coos and Doug-
las Counties, Oreg. In many cases the amount of revenue received by
the States or counties is insignificant.

Closely Related Programs

There are several programs that are not strictly revenue-sharing
arrangements but which are so closely related to the above provisions
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that they deserve brief mention. Also, one of these related programs
is commonly regarded as a regular revenue-sharing arrangement of
the same order as those described above.

These related arrangements and the amounts involved in 1953 are:

National forests - $7, 460, 971
(Ten percent of total receipts are designated by Congress to be
spent on forest roads and trails within the national forests in
the States from which receipts are derived.)
School lands within national forests in Arizona and New Mexico____ 122, 765
(The proportionate share of total forest receipts in each State is
paid into the common school fund of Arizona and New Mexico as
the income from the school grant lands managed by the National
Forest Service.)
Public lands in Alaska rcserved Tor school and other educational 545
purposes.
(One hundred percent of the income derived from the sale of such
lands or the products thereon is paid into permanent funds and
only the interest expended for the benefit of the schools or other
educational institutions.)
Revenue from excise taxes on firearms and shells and fishing tackle_. 12,474,129
(A sum equal to 100 percent of the revenue from these excise taxes,
less cost of administration, is distributed among the States for
fish and wildlife restoration.)

Total related programs_____________ 20, 058, 400

The expenditure of 10 percent of national forest receipts upon forest
roads and trails amounts to a contribution in-kind to State and local
governments. The allocation among the States of the revenue from
the special excise taxes on firearms, ammunition, and fishing tackle,
is a Federal measure which arises from the cooperative efforts of
officials and conservationists of the various States to secure a nation-
wide system for improving fish and wildlife resources. The other two
related programs are nothing more than arrangements whereby the
Federal Government manages the State or Territorial school lands
with the revenue from these lands being turned over to Arizona, New
Mexico, and Alaska.

Distribution and Use of Shared Revenues

Table 1 summarizes the payments by States under the various major
and minor revenue-sharing arrangements for the fiscal year 1953.
Every State except Rhode Island plus Alaska and Puerto Rico
received some revenue, although in many cases the amount received
was only a nominal sum. Because the bulk of federally owned land
is in the West and because of the importance of timber and minerals
thereon, revenue sharing is significant primarily for the Western
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States. In 1953, the 11 Western States received 88 percent of total
shared revenues.

As table 1 indicates, there is great variation in the amount of shared
revenue received by each State or Territory. Oregon alone received
$12.5 million or nearly 28 percent of the total in 1953. California and
Wyoming each received over $6 million or 13 percent of the total pay-
ments. Thus these three States were paid $24.6 million or 54 percent
of the total shared-revenue payments of $45.4 million in 1953. Three
States were paid between $3 and $3.5 million, another 3 States received
between $1 and $2 million, 6 between $500,000 and $1 million, 13
between $100,000 and $500,000, 12 between $5,000 and $100,000 and 9
received less than $5,000, 4 of which were paid less than $1,000. Rhode
Island and the Territories of Hawaii and the Virgin Islands and the
District of Columbia received nothing under any of the shared-revenue
programs in 1953.

Distribution and use of shared revenues within each State or Terri-
tory depends largely upon the Federal statutes authorizing the pay-
ments but also in part upon State laws. The 18 major and minor
sharing arrangements can be grouped in 7 categories with respect to
distribution and use within the States and Territories.

1. Payment of revenue to States for public schools and roads in
counties in which lands are located: National forests (25 percent
fund), Corps of (Army) Engineers flood control lands, and grazing
districts on Indian lands ceded to the United States.

In these provisions, Federal law requires distribution of the receipts
to the counties of origin and specifies the use of the revenue. State
legislation determines the ratio between the two specified uses—schools
and roads.

2. Payment of revenue to States for the benefit of education or
roads: Mineral leasing acts, oil and gas lands, south half of Red
River, OKkla., sales of public lands and timber, and Alaska game
licenses.

With the exception of revenue from Alaska game licenses, which is
required by Federal law to be expended through the Territorial school
fund, States may determine whether the revenue shall be used for
education or roads (or certain internal improvements with respect
to some revenue from land and timber sales) and the manner of
distribution.

3. Payment of revenue into the general fund of the States: Boulder
Canyon project, and Federal Power Commission licenses.

In these two provisions, no allocation is required by the States.
In Nevada, Clark County claimed that the State was obligated to
allocate the revenue to such county by reason of the location of the
Boulder Canyon project there, but the State Supreme Court ruled
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TABLE 1.—Shared Revenues by States and by Funds, Fiscal Year 1953

National
forests 1

Federal
Power
Commis-

Army
flood
control

sion
lands? | yi0ansess

Mineral | Migratory
Leasing bird
Act 3 refuges 4

Taylor
Grazing
Act?

Sales of
public
land and
timber 3

Various
special
funds—
Agricul-
ture and
Interior

Total

Alabama.

Colorado.

Connecticut___.___

Delaware.
Florida.

$197, 427

Kentucky

Louisiana._ .__._

Maryland

New Jerse

New Mexico
New York.....
North Carolina._

Massachusetts

New Hampshire_

Yoe-

North Dakota oo oo

Ohio...._.

Oklahoma.

Rhode Island. ool

South Carolina _

South Dakota. _..._ .

Tennessee
Texas....

575 318

1, 027 701
705
140 977

78,803
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(October 1948) that the entire $300,000 should be credited to the State
general fund.

4. Payment of revenue to the States for the general use of counties
in which the lands are located: Taylor Grazing Act public lands,
Superior National Forest lands in Minnesota, and Grand Teton Na-
tional Park acquired lands.

With respect to State revenue from both grazing districts and leases
of public lands outside such districts, Federal law merely requires
that the proceeds are to be used as the State legislatures shall prescribe
for the benefit of the counties in which the lands are located. Under
the other two provisions, the States are required to pay the sums
received to the counties in which the lands are located to be used as
the counties may determine.

5. Payment of revenue to State of Utah for benefit of Indians on
the lands: Oil and gas lands added to the Navajo Indian Reservation
in Utah.

Under this special act, the State is required to use any revenue
received for the sole benefit of the Indians in the form of tuition pay-
ments in white schools, roads, or other benefits.

6. Payment of revenue direct to counties in which the lands are
located for the benefit of public schools and roads in such counties:
Wildlife refuges under the Migratory Bird Conservation Act, sub-
marginal land held by the Forest Service, and reconveyed Coos Bay
Wagon Road grant lands.

Under all three provisions, the payments are made directly to the
counties and the revenues are used for public schools and roads
(plus bridges and port districts in the Coos Bay counties) as the
counties shall determine.

7. Payment of revenue direct to counties in which the lands are
located for general use: Revested Oregon and California grant lands,
and Columbia Basin project lands.

Under both of these provisions, the payments are made directly
to the counties whose officials can determine how and for what purposes
the revenue shall be used.

With the exception of categories 2 and 3 above, shared revenues are
allocated within the States to the counties in which the Federal lands
are located. It may also be observed that in categories 6 and 7 the
payments are made directly to the counties by the Federal Govern-
ment. In a few cases where the revenue is small the State’s share of
Federal mineral royalties is also distributed to the counties on a basis
of origin of the receipts, but most of this revenue is distributed on a
statewide basis. An approximate division between the two types of
distribution is as follows:
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State use or statewide distribution__________________ $18, 037,104
Allocations or direct payments to counties.— - 217, 327, 248

Total shared revenue, 1953 - 45,364, 352

Payments or allocations to counties on a basis of origin of receipts
or location of land results in great variation among the counties. As
was noted in table 1 with respect to amounts received by the States,
the amounts received by the counties also vary from a few dollars to
several million dollars. Since Oregon receives more than a fourth of
the total shared revenue and practically all of it is allocated on a
county basis according to the location of the land, the distribution by
counties and funds is shown for this State in table 2. Every county
receives some revenue varying from less than $500 in 3 counties to
$21/4 million each in Douglas and Lane Counties. These 2 counties
received more than a third of the total shared revenues in Oregon and
10 percent of the total for all States and counties.

The Federal laws authorizing the sharing of the above revenues
with State and county governments also require that most of this reve-
nue be used for educational and/or roads purposes. In a few minor
programs, additional uses are also specified. About one-sixth of total
shared revenues in 1953 could be used as the State or county govern-
ments determined. An approximate division between earmarked and
vnearmarked receipts is as follows:

To States or counties for education and/or roads (plus a few other
purposes). (Categories 1, 2, 5, and 6 above.) . ____ $37, 876, 799
To States or counties for general use (Categories 8, 4, and 7 above).. 7, 487, 553

Total shared revenue, 1953 45, 364, 352
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TasLE 2.—Shared-Revenue Payments to Oregon by Counties and by Funds—Fiscal
Year 1953

Sales of .
National | Oand C | TA¥IOT | Tyuhiie | Mineral | 0,

Grazing Leasing Total
forests ! Jands 2 landsand funds
Act? | ibers| Act?

$95,215 | oo ...
12,078 $239, 541

423, 100 335, 872

Clatsop.... - ———

Columbia. .. - . 132,936
€008 - e 16, 469 394, 955 |.
Crook.___ 290, 605
Curry 94, 425
Deschutes..ooce e 227,113
Douglas..ocaeooueoo . 491, 126
Qilliam. e .

rant._ ... 356, 600
Harney ..coococmocooooo. 237,097
Hood River...__......_.. 162, 506

ackson . oo 173, 881
Jefferson. oo 41,303
Josephine..._._._________ 73,215
Klamath. .oooo__...__.
Lak

MoOTTOW - oooomiamaae

71, 496
WasCo._ oo 162, 037
Washington ..o oo
Wheeler__....._.._..___. 86,937

18, 519

Totals e 6,029,382 | 6,422,027 20, 264 10, 879 7,396 73,826 | 12,563,774

1 Data supplied by the National Forest Service.

2 Data supplied by the Bureau of Land Management, Portland office.

1 County allocations supplied by the office of the Secretary of State in Salem, Oreg.

4 Coos Bay Wagon Road grant lands, data for year 1952, from Report of the Director of the Bureau of Land
Management, 1953, Statistical Appendix, table 123.

§ Migratory bird refuges, data supplied by the Fish and Wildlife Service.

¢ Submarginal lands, data furnished by the National Forest Service.

7 Army flood control lands, data from the office of the Secretary of State, Salem, Oreg.

8Federal Power Commission licenses, amount from table 1.
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Chapter 11

ANALYSIS AND APPRAISAL OF THE MAJOR
REVENUE-SHARING PROGRAMS

NATIONAL FORESTS—25-PERCENT FUND

Today there are approximately 181.2 million acres of land owned
by the United States which are set aside as national forests in 40
States and the Territories of Alaska and Puerto Rico. Of this total
acreage, about 155 million acres are “public domain” lands while
some 26 million acres were acquired by purchase, gift, or exchange.
Although the bulk of this land is in the Western States and Alaska,
there are some 20 States east of the Great Plains with national forest
acreage of about 500,000 to 2.5 million acres each. National forests
in the Western States were created almost entirely from public domain
lands, whereas national forests in the Eastern States were secured
largely through purchases.

Brief History of Payments

Payments were first made in 1906 to the States for the benefit of
public roads and schools in the counties in which the forest lands were
located. In 1906 and 1907, the payments were 10 percent of the forest
receipts, and payments to any county were not to exceed 40 percent
of total county income from other sources. These provisions were
superseded by the basic act of May 28, 1908, as amended in subsequent
years (16 U. S. C. 500), which increased the payments to 25 percent
of total receipts and omitted the proviso limiting payments to 40
percent of county income from other sources. No change was made
in the requirement that the money be used for county school and road
purposes.

Two other significant additions were made to the forest receipts
sharing provisions. The Weeks Act of 1911 as amended extended
revenue sharing to all acquired national forest lands (16 U. S. C. 500).
And acts of 1916 and 1917, amended by Reorganization Plan No. 3 of
May 16, 1946 (16 U. S. C. 520), provide that receipts from the de-
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velopment and utilization of minerals on forest lands acquired under
the Weeks Act are also subject to the 25-percent sharing provision.
Payments to the States from the forest receipts increased very
slowly (after the increase from 10 percent to 25 percent of total re-
ceipts in 1908) from the inauguration of the program until World
War II. Table 3 summarizes the growth of total national forest
receipts and the States’ share of these receipts. Payments to the
States were less than $1 million until 1919 and were less than $2 million
until 1943. During and following World War II, forest receipts
and State payments increased by leaps and bounds. State payments
more than doubled in amount between 1942 and 1945, doubled again
between 1945 and 1950, and were 21/ times as great in 1953 as in 1950.

TABLE 8.—Total National Forest Receipts and Payments to the States From the
25 Percent Fund

[Selected fiscal years 1906-53]
Payments to Payments to
Total N Total net

Fiscal year rgggipligt StatesTuzg- ercent || Fiscal year rgceipx;g States;l—]ff&perceut
1906__ . __ $757, 813 ¢ $75,781 || 1930_____ $6, 751,553 | 81, 677, 559
1907 ____. 1, 530, 322 a153,032 || 1935.____ 3, 228, 600 816, 957
1908_.___ 1, 788, 255 b 447,064 || 1940_____ 5, 859, 184 1,432, 581
1910 _.__ 2, 041, 181 510,091 || 1945_____ 16, 047, 935 4,003, 031
1915 . ___ 2, 481, 469 610, 788 || 1950__.__ 33, 594, 614 8, 343,010
1920 _.__ 4,793, 482 1, 180,063 || 1953_____ 74,732,468 | 18, 649, 794
1925_ ... 5, 000, 137 1, 242, 954

s Ten percent of total receipts.
5 Twenty-five percent of total receipts for 1908 and subsequent years.

Source: Information supplied by the National Forest Service.

Pattern of Payments

Total payments by States from national forest receipts are shown in
table 1. The State of Oregon received nearly a third of total payments
in 1953, and the three Pacific Coast States received about two-thirds of
the total, with the remaining one-third being very unequally dis-
tributed among the other 39 States and Territories containing national
forests. Since the States allocate all of this revenue to the counties
in which the forest lands are located, the distributional pattern by
counties is more meaningful than by States.

To reduce the payments to the 648 counties and 2 territories in 1953
to manageable proportions, a frequency distribution of the county
payments was made for each State. A summary of these State dis-
tributions is given in table 4. It is seen in this table that more than
one-fifth of the counties received less than $1,000 in 1953, nearly half of
them received less than $5,000, more than three-fifths were paid less
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than $10,000, and about four-fifths received less than $20,000. At the
other end of the distribution, 46 counties or about 7 percent of the total
received between $100,000 and $11/4 million each. Hence, it is evident
that for a few counties the payments from forest receipts are quite
significant, but that for many counties the amounts received are of
minor consequence. When the allocation is carried a step further to
the local units of government within the counties, the amount received
may be of still greater significance than at the county or State level.

TABLE 4.—Distribution of the 25-Percent National Forest Payments to Counties,
1 .

Amount of payment Igouﬁg:‘; of P exﬁg{; of

Less than $1,000__..____________________________ 139 21. 38
$1,000-84,999 _ __ ____ - 175 26. 92
$5,000-89,999 _ __ _____ .. 93 14. 31
$10,000-$14,999____ __________________________ 58 8. 92
$15,000-819,999 _ _ __ ___________ .. 48 7. 38
$20,000-$29/999_________ [ ITIIIIIITIIITIIIIINT 33 5. 08
$30,000-$30/999______ . ITTTTIIIIIIIIIIIINN 14 2,15
$40,000-849,999 _ _ ___ .. 9 1. 39
$50,000-874,999 __ __ __ L ____ 26 4, 00
$75,000-899,999__ __ __ .. 9 1. 39
$100,000-$149,999 . _ __ _ L ____ 14 2.15
$150,000-8199,999__ ____ __ . __ 11 1. 69
$200,000-$299,999 . TTTTTTTC 9 1. 39
$300,000-8399,999_ _ _ _ ______ . __ 4 0. 62
$400,000-%499,999 ____________ 5 0.77
$500,000-8999,999____________ 2 0. 31
$1,000,000 and over 1 0.15

Total - _ ... 650 100. 00

o Including Alaska and Puerto Rico.
Source: Computed from information supplied by the National Forest Service.

The Federal statute authorizing the national forest payments re-
quires that the money be expended as the State legislature may pre-
scribe for the benefit of the public schools and public roads of the
county or counties in which the national forest is located. The law
further provides that when any national forest is in more than one
State or county—which is usually the case—the distributive share to
each from the proceeds of the forest shall be proportional to its area
in the State or county. This latter provision means simply that the
existing distribution of the receipts from each national forest is on an
acreage basis. The division of the revenue between schools and roads
varies greatly from State to State. To illustrate, in California, State
law requires equal division between the two uses within each county;
in Oregon and Idaho, 75 percent must be credited to the county road
fund and 25 percent to the school fund ; in Colorado, State law merely
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requires a minimum of 5 percent to either purpose; and in Washing-
ton, there is no State law at all specifying the division of the forest
receipts between roads and schools.

Fiscal Significance of National Forest Contributions to Local
Governments

In considering the impact of the tax-exempt national forests upon
the county and other local governments and the adequacy of the 25
percent contributions, it is essential to distinguish between the situa-
tion in the Western counties and that in the Eastern counties. In the
former, the national forests were largely created from public domain
lands which never have been subject to taxes. Local governments in
these counties have developed without this tax base and have generally
adjusted themselves to this condition and to such revenues as have been
available from the 25-percent share of forest receipts. The generally
large size and sparse population of the Western forest counties also
lessen somewhat the fiscal impact of the national forests upon local
governments. This is not to say, of course, that there are no criticisms
or complaints at all in the Western counties, because there are and
these will be noted later.

In the Eastern counties containing national forests, a different situa-
tion prevails. These counties are typically small in area with national
forest lands secured largely through purchases. These acquired forest
lands were formerly productive and on the property tax rolls. When
such lands are added to the national forests, many years may elapse
before significant amounts of receipts will be forthcoming for sharing
with the local governments. It is true, of course, that these acquired
forest lands may be cut-over timber lands or exhausted farm lands sub-
ject to extensive soil erosion and chronically tax delinquent. Never-
theless, the impact of national forests in these Eastern counties may be
substantially greater with less fiscal significance of the 25-percent
share of forest reecipts than in the Western counties.

An additional element pertaining to impact that applies to all coun-
ties is the extent to which the Federal Government renders special
services in connection with the national forests to State and local
governments not required of the private taxpayers. These special
services include the construction and maintenance of roads and trails,
fire protection, and to some extent, law enforcement, game protection,
and other services. To a certain extent, these services would have to
be provided at State and local expense and thus are direct contributions
to State and local government. One difficulty in measuring the tax-
offset value of these special services is the determination of the quantity
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and quality of such services that would ordinarily be provided by State
and local governments in the absence of Federal expenditures of this
kind. It is well recognized that the full amount of the Federal
expenditures cannot be taken as a direct offset to loss of taxes.

The question of adequacy of the 25-percent payments now being
made from receipts of forest lands is difficult to answer because of the
lack of a satisfactory yardstick of adequacy for most of the national
forest lands. For acquired lands there is a reasonably defensible
standard ; it is either the actual tax loss at the time of acquisition or the
current tax equivalent, less the value of direct services rendered by the
Federal Government that would ordinarily be provided by State and
local governments. For the vast acreage the national forest lands set
aside from the public domain in the Western counties and never on the
tax rolls, a serious question arises: Is the estimated tax loss, less the
value of direct services, the proper standard against which to measure
the adequacy of the 25-percent share of national forest receipts? If it
is not, is there any other acceptable standard? Most appraisals of the
adequacy of the national forest sharing provision are based on the
tax-loss approach.

The National Forest Service has made several intensive studies of the
adequacy of the 25-percent payments and direct services in terms of
estimated tax losses. In 1937 the results were published of an inten-
sive study of 30 counties selected as representative of conditions in the
important forest areas of the United States. A summary of the fiscal
findings is given in table 5. It may be observed that at the time of this
study (1985-36) the 25-percent payments in the Western counties were
only about 15 percent of estimated taxes on the forest lands, whereas in
the Eastern counties, these payments were equal to 40 percent of
potential taxes. When contributions in-kind are taken into account,
the comparison changes materially. Because of very large contribu-
tions in kind in the Western counties, total contributions of the Federal
Government in these counties exceed potential taxes by about 50 per-
cent. In the Eastern counties, the sum of the 25-percent payments and
contributions in kind are roughly equal to estimated taxes.

A similar study was completed by the Forest Service in May 1954,
based on data for 1952. The study included 135 counties containing
40 percent of the total national forest acreage in the continental
United States. The relevant fiscal data are summarized in table 6.
In the table it is seen that total estimated taxes of $29.7 million on
national forests in the continental United States are 71 percent greater
than the 25 percent fund payments of $17.4 million. Specific contribu-
tions in kind (limited to those Federal expenditures that could reason-
ably be expected to have been incurred by State or local governments
under private ownership of the forest lands), however, were estimated
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for all regions at more than double the 25 percent cash payments.
This Forest Service study thus indicates that for all regions combined,
estimated taxes are about one-half as much as the sum of the 25 percent
payments and contributions in-kind.

There is much variation among the national forest regions with
respect to the relationship of estimated taxes to contributions. Only

TaBLE 5.—Comparison of Potential Taxes on National Forest Lands With
National Forest Contributions to State and Local Governments

Contributions E ¢
XCesS Of
l{;}:;‘gl;‘] potential
State and county national 25-tpfer- d taxes tmirer
cent fun contri-
forests pay- |lokinde TotalA butions b
ments
WESTERN COUNTIES
California:
$1, 400 $500 , 600 | $27,100 | —$25, 700
39, 900 5,200 | 139,000 | 144,200 | —104,300
41, 600 38,300 | 101,600 | 139,900 | —98,
13,300 1,200 X 45,400 | —32,100
, 900 3,200 | 104,800 | 108,000 -78, 100
21, 700 8,400 24, 900 33,300 | 11,600
8, 300 5,400 20, 800 8 ~17,900
11, 300 3, 500 5, 200 8,700 2, 600
49,100 1, 800 36,000 37,800 11, 300
76,000 10, 100 91,300 | 101,400 —25, 400
Lane..___ e .| 231,100 15,500 | 171,800 | 187,300 43, 800
Washington: Lewis. .. . 93, 400 3,000 57, 600 60, 600 32, 800
Total Western counties. .. ... ..___.__.__ 627, 000 96,100 | 823,800 | 919,900 | —292, 900
EASTERN COUNTIES
4,000 4,600 2, 500 7,100 -3, 100
3,800 3, 800 2, 500 6,300 —2, 500
11,000 7,900 5,000 12, 900 -1,
- 9, 600 5,900 1,000 6, 900 2, 700
Cotumbia_ . ... 5, 200 5, 900 1,200 7,100 —1, 900
Louisiana:
12, 800 1, 600 2, 400 4,000 8, 800
12,000 1, 500 2,000 3, 500 8, 500
8,400 19, 400 0 19, 400 -11,000
3, 500 300 3,000 3,300 200
North Carolina: Macon. . - 6, 000 2, 500 4,700 7,200 -1, 200
South Carolina: Berkeley. -| 20,000 7,000 2,000 9, 000 11,000
%ennessee: Johnson_ _. ... 3,300 1,800 800 2, 600 700
'exas:
Houston.... 13, 600 4,200 3,000 7, 200 6,400
Trinity 7,900 3,000 3, 500 8, 500 1,400
New Hampsh: 28,000 7,700 13, 200 20, 900 7,100
Minnesota:
25,100 3, 500 36, 200 39, 700 —14, 600
Lake. _..._._. 20, 700 4, 500 43, 100 47, 600 - 26, 600
Wisconsin: Fore: 15, 200 200 4, 200 11,000
Total Eastern counties......_________.__..____ 210, 100 85,300 | 130,100 | 215,400 -5, 300

o Includes only Federal expenditures which are estimated by the Forest Service as taking the place of
property taxes on national forest lands.
® A negative sign represents an excess of contributions over potential taxes.

Source: Adapted from Nationel Forest Contributions to Local Governments by The Forest Taxation Inquiry,
January 25, 1937, tables 19 and 20.

1 Specific contributions in-kind include $11.7 milion or 70 percent of average actual
direct expenditures for fire control during 1950-52, $8.5 million or 45 percent of average
direct expenditures for roads, trails, and structures, and $18.7 million average annual
expenditures for forest highways.
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TABLE 6.—Comparison of Estimated Tawes, 25 Percent Fund Payments, and
Contributions In-Kind by National Forest Regions, 1952 as Hstimated by the
Forest Service

(¢V] @ 3) 4) ® ®
S
25-percent | Taxesas | COLtrivu-
l;?;%?gfa‘if Estimated | fund pay- | percent of ixﬁglilrfd
National Forest Region Forest area tax fiscal ments 25-percent average
in sample | Y& r1952 | fiscal year | fund pay- annual
D 1052 ments | q & voor
1950-52 o
Percent Dollars Dollars Percent Dollars
North Rocky Mountain._._..___........_. 56 | 1,933,614 1,144,199 169 3, 879, 546
Rocky Mountain 22| 1,616,855 528, 766 306 2, 353, 205
Southwestern...__ 31| 1,048,160 745, 743 141 4,283,451
Intermountain___._ 41 1,848, 188 633, 903 292 4,643, 309
California___.______. 45 | 7,465,254 | 3,288,028 227 10, 528, 362
Pacific Northwest. 47 12 761,750 | 7,678,575 166 8, 060, 015
Eastern. . ooooooo..o 48 ‘398 264 234,712 170 15
Southern._____._____ 27 1, 274, 726 | 2,620,485 49 2, 177, 076
North Central 42 | 1,385,677 | b 517,834 268 1, 997, 794
Total o 40 | 20,732, 288 |17, 392, 245 171 | 38,759,363
0} O] ® ()] (10) an

25-percent | Taxes as
fund pay- | percent of Estimated 25-percent | Contribu-

ments plus | 25-percent fund pay- tions
National Forest Region contribu- | payments ta;m%er ments per | in-kind
tions plus con- acre per acre
in-kind | tributions
Dollars Percent Cents Cents Cents
North Rocky Mountains____.__...____..__ 5,023, 745 38 7.8 4.6 15.7
Rocky Mountain.. ... -] 2,882,061 56 8.2 2.7 11.9
Southwestern._.._.._ 5,020, 194 21 5.2 3.7 21.3
- 5,277,212 35 6.0 2.1 15.2
13, 816, 380 54 38.7 17.0 54.6
15, 738, 590 81 54.8 33.0 34.6
1,071,227 37 9.5 5.6 19.9
4,797, 561 27 13.5 27.8 23.1
2 515 628 55 16.5 6.2 23.8
Total. e 56, 151, 608 53 18.6 10.9 24.3

a See footnote 1, p. 98.
b Includes payment of $45,006 to the State of Minnesota on account of certain areas in the Superior
National Forest.

Source: Adapted from National Forest Coniributions to Local Governments, 1952, Forest Service, U. S.
Department of Agriculture, May 1954, table 1.

in the Southern region were the taxes less than the 25-percent pay-
ments; in all other regions, taxes were about 114 to 3 times as great
as the cash payments. In the Southern and Southwestern regions,
estimated taxes were about one-fourth as much as the sum of cash and
in kind contributions, with an average of about one-half for all re-
gions and a ratio of taxes to total contributions of four-fifths in the
Pacific Northwest region.

The last three columns of table 6 compare estimated taxes and
contributions on an acreage basis. These comparisons reveal the
great variations in value and productivity of the different national
forest regions. It may be noted that there is less variation in con-
tributions in kind per acre than in either taxes or 25-percent fund
payments.
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A recent study of national forests in Texas sponsored by the East
Texas Chamber of Commerce indicates that over an 18-year period
from 1936 to 1953, inclusive, total payments to the counties from the
25-percent fund exceeded assumed total taxes by 39 percent. The
findings of this study are given in table 7.

TABLE 7.—Comparison of the 26-Perceni Fund Poyments and Estimated Taxes on
Texas National Forest Lands, 1936-53 Inclusive

%'g:‘;?&'étni';nd Estimated taxes | 3810 °§l‘;§)(—) as

Angelina. ... ____________ $57, 460 $158, 905 —$101, 445
Houston. - ... ___._______ 752, 365 299, 632 452, 733
Jasper_ .o _____ 19, 516 46, 071 —26, 555
Montgomery . _ . ___________ 176, 301 94, 864 81, 437
Nacogdoches. - _.___________ 2,017 3, 401 —1, 384
Sabine__________________.___ 363, 534 341, 158 22, 376
San Augustine .. __________ 72, 553 214, 838 —142, 285
San Jacinto__________________ 221, 334 196, 360 24, 974
Shelby_ . ______ 219, 261 170, 366 48, 895
Trinity_ _ . . ____.___ 545, 801 217, 543 328, 258
Walker_ _ ___________________ 203, 322 147, 444 55, 878
Total . _______________ 2, 633, 464 1, 890, 582 742, 882

Per acre per year_____________ 22.2 cents 15.9 cents 6.3 cents

Source: Texas National Forest Study, East Texas Chamber of Commerce, Longview, Tex., 1954, p. 50.

Of the 11 counties in the Texas National Forest, 7 received more
and 4 received less from the 25-percent fund than they would have
received from outright taxation of the national forest lands. The
study also points out that only in recent years have receipts from the
25-percent fund exceeded estimated taxes, and that for many years
some of the counties received less revenue than taxes would have
yielded. The study notes that in 1953 the average tax per acre for
privately owned land in the 11 national forest counties was approxi-
mately 20 cents per acre, whereas the 25-percent payments were 88
cents per acre or more than 4 times the average tax payment on private
lands.?

State and Local Appraisal of the 25-Percent Sharing Arrange-
ment

In general there is currently considerable apathy among State and
local officials in the Western States concerning the 25-percent revenue
sharing arrangement of the national forests. The revenue is ap-
parently being received and used without too much question or

2 Report pp. 94-96.
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thought about it. Perhaps a partial explanation for this apathy is
the adjustment to the 47-year-old sharing provisions and the rapid
increase in the gross receipts of the national forests during the last
decade. There appears to be no issue concerning the general level of
payments.

Probably the three factors which are of greatest concern today to
county government officials in the operation of the national forest
program are (1) the reduction of the property tax rolls through the
acquisition of privately owned potential forest lands, (2) the reduc-
tion of national forest gross receipts or the county tax base or both
through the land and timber exchange program, and (8) the restric-
tions on the use of national forest payments for public schools and
roads. In addition to these problems, other causes for complaint in
past years—and still current in many cases—are (4) the lack of
stability in the revenues, (5) the meager amount of the revenue where
for various reasons the national forests are not yielding substantial
receipts, and (6) the distribution of the receipts on an acreage basis.

AcQuirep NaT1oNAL FoREST LANDS

The Weeks Act of 1911 as amended (16 U. S. C. 515, 516) au-
thorizes the purchase of forested, cut-over, or denuded lands within
the watersheds of navigable streams either for the purpose of regu-
lating the flow of such streams or for the production of timber. Be-
fore such purchases are effective, the legislature of the State in which
the land lies must consent to the acquisition of the land. Purchases
of forest land under this act can be made only from funds specifically
appropriated by Congress therefor.

The Forest Service had an extensive long range acquisition program.
As stated some years ago: “The ultimate objective of the Forest
Service * * * involves a greatly expanded program of acquisition
looking toward a total area in national forests approaching 300 mil-
lion acres.”?® This acquisition program is not the current official
policy of the Forest Service. Some local government officials take
the stand that acquisitions be halted until an adequate in-lieu tax pro-
gram be adopted. To many others, even this solution is unacceptable
without additional safeguards such as local approval of all Federal
land acquisitions. Here is a problem that requires a more adequate
solution than now provided by the 25-percent payment provision.

ExcHANGE PRACTICES AND PROCEDURES

The exchange of privately owned or State owned forest lands for
national forest lands or timber was authorized by the General Ex-

3 National Forest Contributions to Local Government, report of the Forest Service,
U. 8. Department of Agriculture, February 10, 1937, p. 1.
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change Act of 1922 (16 U. S. C. 485) as amended and the Weeks law
of 1925 (16 U. S. C. 516). Although the exchange acts authorize the
exchange of both forest lands and #imber, it is apparently a rather
general practice in the Western counties to exchange only the cutting
rights to timber in the national forests for privately or State owned
lands. The effect of this practice is to reduce local revenue in two
ways. Exchange of timber for additional lands is not regarded as a
“sale” by the Forest Service and hence there is no payment to local
governments from such dispositions of timber. Revenue is also lost
to the local government when privately owned lands are removed from
the property tax rolls in exchange for the national forest timber.
Even a tripartite exchange agreement among a private lumber opera-
tor, a private landowner, and the Forest Service in which cash is in-
volved is not regarded as a sale and hence not part of gross revenue
subject to sharing.

Differences between the exchange procedure and the sale process
also favor the former method over the latter. Exchanges are nego-
tiated whereas sales are made on the basis of competitive bids. Ne-
gotiations for exchange are also subject to fewer restrictions than are
sales. And, of course, the exchange process requires no specific ap-
propriation from Congress.

This loss of local revenue from the exchange of land and timber is
one of the sore spots in the Western counties although the present
official policy of the Forest Service apparently discourages such
exchanges.

REsTrICTIONS ON THE USE OF PAYMENTS

As has been stated above, Federal law limits the use of the 25-per-
cent fund payments to public schools and roads in the counties. When
this restriction was adopted, it was almost universal practice to sup-
port these functions largely through the property tax. Furthermore,
support of the schools and roads then as now constitutes two of the
most important functions of State and local government. In many
States, however, the State government has assumed much of the re-
sponsibility for both of these functions and uses nonproperty tax rev-
enue extensively to support them.

There is almost universal agreement among county officials that the
present restriction should be removed so that counties may have a free
hand in determining the use of the 25-percent fund payments. Some
school officials are opposed to the unearmarking of these revenues;
others are indifferent to the proposition. It appears that there is a
fairly good. case for removing the use restriction.
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INSTABILITY OF REVENUE

In recent years, payments from timber receipts have accounted for
85 to 90 percent of total payments to local governments from the na-
tional forests. Because of the nature of the timbering industry and
the distribution of the timber resources, together with the high pro-
portion of forest receipts from this source, there is inherent instability
in the county share of forest receipts under the existing provision.
Yet local governments ordinarily are not able to adjust well to fluc-
tuating or uncertain revenues. For this reason, the lack of stability
is a serious drawback of the present payments. Even though there is
considerable acquiescence to fluctuation and uncertainty in the reve-
ries, improvement in this regard would be highly desirable.

INADEQUATE REVENUE

The criticism of inadequacy of the payments to the counties was more
vocal before the substantial increases of recent years. The criticism
is still valid for those lands acquired by purchase, donation, or ex-
change which, if they happen to be in a depleted condition, as they
frequently are, may produce little or no revenue during the period
required to restore them to productive use. Or Forest Service policy
may dictate that there be little or no revenue-producing activity in
certain areas because of watershed protection, timber conservation,
and other reservations. When these conditions exist, it would appear
that there is cause for complaint and that the revenue-sharing provi-
sion should be modified or supplemented to correct the situation except
in cases where the forest lands are set aside for municipal watersheds
or other State or local use.

DisTRIBUTION OF PAYMENTS ON AN ACREAGE Basis

Complaints have been made in the past and are still heard from
time to time about the inequity of distributing the payments on an
acreage basis whenever a national forest is located in more than one
county. Under this plan, the valuable and productive part of a forest
may be in one county and the larger acreage in another, with the latter
getting more revenue than the former.

If the basic philosophy of the national forest payments is to gear
them as closely as possible to the operation of the local property tax,
then distribution on an acreage basis might be inequitable in many
cases. There is a trend to use nonproperty taxes in support of local
government, but the property tax is still so important in financing
local government that the standard of value is perhaps the one that is
best understood and accepted. Some persons contend therefore that,
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other things being equal, some measure of value might be a better
basis for distribution of national forest payments than acreage.

GENERAL APPRAISAL (STATE AnD LocaL)

With specific reference to the views of various individuals and asso-
ciations in recipient States and counties concerning the sharing pro-
vision of the national forests, two broad conclusions can be stated : (1)
There is general acceptance of the level of payments now being pro-
vided by the 25-percent share of gross receipts, and there is no appar-
ent general disposition to change this level of payments. It is defi-
nitely apparent, however, that any attempt to reduce the percentage
or the level of payments would be vigorously opposed. (2) There is
divided opinion with respect to the question of continuing the reve-
nue-sharing plan of payments or changing to a property value plan.
The advocates of each plan claim superiority over the other approach.
Undoubtedly a basic factor in the preference is the actual and poten-
tial revenue to a given State or area under each plan.

Some people consider the payments as being not 25 percent but 35
percent of gross receipts when the required 10 percent that must be
spent within each State for forest roads and trails is included.

Possible Alternate Payment Plans

In devising a satisfactory payment plan for the national forests,
it is important to keep in mind that there is a very substantial public
juterest—local, regional, and national—in the national forests in
terms of timber conservation, flood control, watershed protection,
wildlife protection, and recreation. Whatever the level of payments
might be, some part can justifiably be assigned to the Federal taxpay-
ers. Likewise, the local taxpayers should bear part of the cost of
carrying these lands. Furthermore, the impact of the national for-
ests upon State and local governments is usually not a heavy one ex-
cept in special situations.

The two basic approaches to payments to State and local govern-
ments on account of the national forests have been indicated above.
There are variants of each approach so that a number of alternate
plans can be devised. Several of these plans will be summarized.

PRESENT ProOVISION WITH MIiNOR MODIFICATIONS

A plan that has been in effect without major modification for nearly
50 years is not likely to be cast aside or changed materially without
serious consideration. Hence, one real possibility is a continuation
of the existing provision with only minor modifications. The great
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increase in the payments in recent years, the additional contributions
in-kind in the form of roads and trails, fire protection, recreation
facilities, ete., and the long-standing adjustment to this arrangement
make it attractive to many people.

Two modifications might be made that would not greatly change
the existing arrangement. The value of timber disposals under the
exchange agreements could be included in gross receipts and thus be
subject to sharing. On acquired lands that have been subject to
taxes, temporary minimum payments based on either actual tax loss
or a flat percentage of acquisition cost or appraised value of the land
could be made until the gross receipts subject to revenue sharing were
considered adequate.

FurL Tax EQUIVALENT PAYMENTS

A plan that has some supporters is the payment to each local unit
of government of the full tax equivalent on all national forest land
within its jurisdiction. This plan would require the application
of the same assessment standards to national forest lands that are
used by each unit of government for privately owned lands. To this
value would be applied the same tax rate that is applied to private
property. Equity would require, of course, that a credit be taken
against the full tax equivalent for the value of any services rendered
by the Forest Service which would ordinarily be performed by the
State or local government.

It might be noted that the Forest Service is strongly opposed to
this approach because of the complexities inherent in the plan and
the large volume of administrative work required.

Mobiriep Gross Recerprs PLAN

In 1937 the Forest Service devised two payment plans that would
substantially change the existing method of payment, although
neither one would have materially changed the then existing aggregate
amount being paid to local governments. One plan was an extensive
modification of the 25-percent revenue-sharing provision, and the
other was a property value plan.*

The modified gross receipts plan aimed at substantially improving
the existing method through stabilization and more equitable distri-
bution of the 25 percent share of gross receipts. Receipts from each
national forest would be divided into two portions: (1) Receipts
from timber sales and all forest products, and (2) all other receipts,
chiefly from grazing and special use. Payments to the States from
both the timber 25-percent fund and the miscellaneous 25-percent fund

¢ National Forest Oontributions to Local Government, by The Forest Taxation Inquiry,
1937, pp. 59-65.
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would be the average receipts in each fund for the last 5 fiscal years.
However, the aggregate timber 25-percent fund in any State would
be limited to 0.5 percent of the timber value of national forests in
the State.

Within each State, the timber 25-percent fund would be distributed
among the counties on a basis of the timber value in each, and the mis-
cellaneous 25-percent fund would be distributed to the counties accord-
ing to the origin of the receipts.

Additional temporary payments would be made on acquired national
forest lands at the rate of the minimum effective property tax rate in
rural districts on the cost of acquisition, with the cost base being re-
duced by one-tenth each year over a period of 10 years, at the end of
which these special payments would stop. Cost of acquired land would
include the value of lands obtained through exchange for timber or
by donation. If the State would make a contribution to the local gov-
ernment on account of private lands being added to the national
forests, the Federal Government could match these payments up to 50
percent of the above specified acquisition payment. If the latter rate
were 0.6 percent, then the total Federal contribution could not exceed
0.9 percent of acquisition cost.

All payments under this plan would be paid to the States for dis-
tribution to the counties. No restrictions would be placed on the use
of the revenue except that it must be used for the benefit of counties
in which the national forests are located. No county could receive
more in any year than the total amount of property taxes levied for
that year.

PROPERTY VALUE PLAN

This plan, devised almost 20 years ago by the Forest Service, pro-
posed that ultimately national forest payments would be based on prop-
erty value at a low and uniform rate. The rate suggested was 0.5
percent of the value of the national forests as appraised by the Sec-
retary of Agriculture. For acquired national forest lands, this stand-
ard of payment would be applied immediately and without adjustment.
For national forests carved out of the public domain, there would
be deferred application of this measure in many cases.

This delayed application would be accomplished by so adjusting the
value of the public domain national forest lands that the amount paid
to any State in any year would approximate 25 percent of average
gross receipts for the preceding 5 years. The specific technique pro-
posed was to limit the appraised value of public domain lands in a
State to 50 times the average gross annual receipts of all national
forests in that State for the last 5 fiscal years. Then application of
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the rate of 0.5 percent to this value would be equal to 25 percent of
the average gross receipts.

The total adjusted value of public domain lands plus the full ap-
praised value of acquired lands in any county would be the contribu-
tion base in that county. The payment to each State annually would
be 0.5 percent of the State’s contribution base, and the State would
distribute this payment among the counties at the rate of 0.5 percent
of the contribution base of each county.

The appraised value of national forest lands would be made an-
nually by counties, public domain separately from acquired lands, at
the fair market value, including timber and forage resources but ex-
cluding minerals, waterpower, and improvements. No value would
be given to lands set aside for municipal watersheds or other State
or local use.

As in the gross receipts plan, the use of the payments would not be
earmarked except for general benefit of the counties containing na-
tional forests, and no county could receive more than total property
taxes levied in the county for that year.

The property value plan limits the payments to any county to an
amount somewhere near the tax equivalent on private land. In the
gross receipts plan, such is not the case and payments could be much
higher or lower in particular counties than the full tax equivalent.

MINERAL LEASING ACTS

The Bureau of Land Management administers the Federal mineral
leasing acts applicable to three types of public land. (1) The Mineral
Lands Leasing Act of 1920, as amended and supplemented, applies to
the acquiring of certain minerals by lease in the public domain lands,
and the rentals and royalties from these leases are shared with the
States. (2) Reorganization Plan No. 3, effective July 16, 1946, trans-
ferred the functions of the Secretary of Agriculture relative to the
leasing or other disposal of minerals in certain acquired lands to the
Secretary of the Interior. The Mineral Leasing Act for Acquired
Lands of August 7, 1947 (Public Law 382, 80th Cong.) extended the
provisions of the Mineral Leasing Act of 1920 to all acquired lands,
with minor exceptions, thus centralizing Federal mineral leasing activ-
ities in the Department of the Interior. (3) The Outer Continental
Shelf Lands Act of August7,1953 (67 Stat. 462) applies to the acquir-
ing of minerals by lease in the submerged lands lying seaward and
outside the area of lands beneath navigable waters within State
boundaries. i

The following discussion of revenue sharing of mineral lease re-
ceipts is concerned only with mineral leases on the public domain
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lands (category 1 above). The sharing of revenue out of rents and
royalties from the acquired lands (category 2) is governed by what-
ever revenue-sharing arrangements are applicable to the particular
Federal agency other than the Bureau of Land Management originally
holding the land. There is no revenue sharing on QOuter Continental
Shelf mineral leases (category 3).

Brief History of Mineral Leasing Payments

The first mineral leasing act containing a revenue-sharing provision
was an act of October 2, 1917 which provided that 50 percent of
potassium royalties and rents was to be paid to the States within
which the leased lands or deposits were located to be used for roads
and schools (40 Stat. 300). This act was repealed by an act of Feb-
ruary 7, 1927 (44 Stat. 1058).

The more general Mineral Lands Leasing Act of February 25, 1920
(41 Stat. 437; 30 U. S. C. 181 et seq.), as amended and supplemented
by subsequent acts of Congress, authorized the leasing of lands con-
taining, or potentially valuable for oil, gas phosphate, sodium, oil -
shale, coal, potassium, and in Louisiana and New Mexico sulphur.
The leasing of gold, silver, and quicksilver deposits in certain land
claims in Arizona and New Mexico is covered by the act of June 8,
1926 (44 Stat. 710; 30 U. S. C. 291-293).

Revenue from bonuses, royalties, and rentals under the Mineral
Leasing Act of 1920 is distributed as follows: 3714 percent is paid
directly to the States or Alaska in which the leased lands or deposits
are located ; 5214 percent is paid into the reclamation fund; and 10
percent is paid to the United States Treasury. The amounts paid to
the States must be used for public roads, public schools, or public
educational institutions as the State legislatures may determine.

The 3714-percent figure was a compromise between the 45 percent
voted by the Senate and the 30 percent voted by the House of Repre-
sentatives, and both the 30 and the 45-percent figures were based on
the cash and in-kind contributions of the national forests.> The 8714-
percent share of mineral leasing receipts has remained unchanged
since first adopted in 1920.

Payments to the States under the Mineral Leasing Act for each
of the last 10 years and total payments for prior years are given in
table 8.

Although annual payments to the States from the 25-percent fund
of the national forests currently are greater than payments from min-
eral leases, total payments to the States from the initiation of each

8 Federal Land Ownership and the Public Land Laws, House Committee on Interior and
Insular Affairs, 83d Sess., May 13, 1954, pp. 65-56.
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TaBrLE 8.—Payments to the States From Mineral Leasing Act Receipts, February
25, 1920 to June 30, 1953

Fiscal year Amount paid Fiscal year Amount paid
1920-43. . ______ $50, 450, 375 || 1950 ... ____ $10, 564, 879
1944 _________ 4,306,424 || 1961 . ___________ 13, 902, 378
1945 . 4,025,752 || 1982 ___________ 16, 380, 142
1946 - 4,043,465 || 1953 . ________. 17, 246, 724
1947 . 5, 980, 256 —_—
1048 . 9, 536, 124 Total . ________ 147, 763, 676
1949 . 11, 327, 157

Bource: Report of the Director of the Bureau of Land Management, Statistical Appendix, fiscal years 1947-53.

program are greater from the latter than from the former. Total
payments from mineral leases through June 30, 1953 have been $147.8
million ; the comparable figure for the 25-percent fund of the national
forests is $126 million.

Payments to the States from mineral leases have increased rapidly
in recent years. Average annual payments were about $2.2 million
from 1920 to 1943; they rose to $4 million during World War II;
and they are now more than $17 million per year.

Pattern of Payments

Fewer than half of the States share in the mineral leasing payments,
with the Western States receiving the bulk of the revenue. This dis-
tribution is due, of course, to the fact that nearly all of the public
domain land is in the Western States. Table 9 gives the distribution
of mineral leasing payments by States for the fiscal year 1953 and for
the entire period from February 25, 1920 to June 30, 1953.

Table 9 makes it abundantly clear that only a few States receive
the bulk of the mineral leasing payments. Six States received 96.5
percent of the total payments in 1953 and 97.9 percent of the total over
the entire period. Wyoming alone received a third of the payments in
1953 and over two-fifths of all mineral leasing payments since the in-
ception of the program. California, Colorado, and New Mexico are
now each receiving about one-sixth of the total, with Montana and
Utah each getting about 6 percent. All other States receive less than
1 percent. Only the six States named above have received more than
1 percent of the cumulative total mineral leasing payments.

In the six principal States, these payments are used to a large extent
for statewide educational purposes. In California, all of the mineral
leasing payments are credited to the State school fund and allocated
in the same manner as other revenues in this fund. Colorado pre-
viously allocated two-thirds of these payments to the counties of origin
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for roads and one-third to the Colorado School of Mines. A new allo-
cation law was enacted in 1953 which limits the amount any county
may receive to $500,000 in 1955, $300,000 in 1956, and $200,000 per year
thereafter. The county portion is to be used for roads and schools,
with not more than 75 percent allocated to either function. All rev-
enue from mineral leases in excess of the above amounts in each county
is credited to the State school fund for general distribution.

TABLE 9.—Payments to the States From Mineral Leasing Act Receipts, Fiscal Year
1958 and Total Payments February 25, 1920 to June 30, 1953

Fiscal year 1953 February 25, 1920 to June 30, 1953
State or Territory
Amount Percent Amount Percent

Alabama__________________ $683 0. 01 $82, 096 0. 06
Alaska__ . ________________ 118, 918 . 69 131, 611 .09
Arizona.__________________ 36, 881 .21 177, 338 .12

Arkansas. - . ______..___ 2, 350 .02 4,749 ()
California____ . __________ 3, 193, 539 18. 52 | 38, 389, 219 25. 98
Colorado. _ _ _ _ ... _______ 2, 581, 064 14. 97 | 13, 291, 936 9. 00

Florida_ .- . ______.__. 56 (® 1, 327 O]
Idaho_ - _________ 57, 226 .33 293, 607 .20

Tllinois_ _ - || ___ 21 ()
Kansas_ ... ___.__ 30, 128 .18 198, 065 .13
Lovuisiana . _____________ 32, 655 .19 362, 904 .25
Michigan_________________ 6,914 .04 15, 801 .01

Mississippi--- .- ___ 2, 736 .02 6, 725 (2)
Montana_. - . __________ 1, 027, 701 5. 96 5,776, 244 3.91
Nebraska . _______ 4,705 .03 33, 123 .02
Nevada_ _ - _ . _________ 140, 977 . 82 957, 813 . 65
New Mexico. . _ .. ____ 3, 087, 013 17. 90 | 20, 812, 563 14. 08
North Dakota___._____.___ 63, 662 .37 431, 026 .29
Oklahoma_ __ _____________ 20, 229 .12 109, 979 .07
Oregon_ . . o ___.___ 7, 396 .04 29, 659 .02
South Dakota___.._____.___ 84, 457 .45 229, 199 .16
Utah_______ . ___ 1, 017, 045 5. 90 5, 028, 756 3. 40
- Washington__ . ___________ 4, 292 .03 38, 367 .03
Wyoming__ . ___________ 5, 726, 097 33.20 | 61, 361, 548 41. 53
Total . _____________._ 17, 246, 724 100. 00 (147, 763, 676 100. 00

s Less than 0.01 percent.

Sdou.roe: Report of the Dircetor of the Bureau of Land Management, 1953 Statistical Appendix, tables 98
and 119.

In Montana, the mineral leasing payments are divided equally be-
tween the State highway fund and the State public school equalization
fund. New Mexico allocates all of this revenue to educational pur-
poses, including the State school of mines, free textbooks, and equali-
zation. In Utah, 10 percent of the payments is allocated to the coun-
ties of origin for roads and 90 percent is divided equally between the
State public school equalization fund and the institutions of higher
education. Of the first $4 million received, Wyoming allocates 6
percent to the counties of origin for roads, 35 percent to the State
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highway fund, 9 percent to the University of Wyoming, and 50 per-
cent for schools throughout the State. Receipts in excess of $4 million
are allocated in the same manner, but the last three named recipients
are required to credit the amounts received to permanent funds.

Fiscal Significance of Mineral Leasing Act Payments to State
and Local Governments

As was noted in table 9, these payments are fiscally significant only
to a half dozen States. In most of the other States the payments are
too small to be of much importance.

The payments to the States from the mineral lease receipts present
a situation considerably different from that of the national forest pay-
ments. The questions of impact upon State and local government and
of adequacy of the payments in the light of this impact are not quite
of the same order as the questions pertaining to the national forests.

For one thing there is no problem from reduction of the property
tax rolls and loss of tax revenue. Mineral leases apply largely to pub-
lic domain lands, and insofar as they apply to acquired lands, such
lands were acquired by the various agencies for purposes other than
their mineral rights.

Also, there is a strong feeling in some quarters in the West that the
mineral rights in the public domain lands should belong to the States
rather than to the Federal Government.

There is very little relationship between the amounts of the pay-
ments to the States and the potential taxes on the surface rights of the
public domain lands. Obviously, there is a much closer relationship
between the amounts paid and potential State and local taxes on the
mineral rights. If the Federal royalty is 1214 percent of gross re-
ceipts, the State would receive approximately 414 percent of gross pro-
duction receipts; with royalties at 15 percent, State payments will be
about 514 percent of total receipts at the point of production. These
returns compare favorably with severance tax rates in some States.

Where there is mineral production or extensive leasing for explora-
tory purposes, it is not likely that a case can be made for larger pay-
ments in terms of tax losses. On this ground alone, the present pay-
ments appear to be ample. States also have an opportunity to tax
mineral production on both Federal and private land by means of an
occupation or severance tax, or by using production as a basis of as-
sessment for property taxes. Several States are now using these
methods.

In contrast with the national forests, there are fewer special services
rendered or fewer contributions in-kind made on the public domain
lands as offsets to potential taxes.
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Because of a very low correlation between the location of mineral
deposits and social needs, a strong case can be made for substantial
State taxation of mines and mineral production rather than mostly
local taxation. The revenue sources and needs can then be harmo-
nized more closely. For this reason, it is believed that the mineral
leasing payments are wisely made to the State governments. It is
also believed that the bulk of these payments can be used most effec-
tively by the State governments. Colorado is the only State receiving
substantial mineral leasing payments which currently allocates the
larger part of such revenues to the counties of origin. As was noted
above, legislation has already been enacted in Colorado to limit the
allocations to counties beginning in 1955.

Instability in output and therefore in revenues to the governments
isinherent in the production of minerals. During the past decade, the
mineral leasing payments to the various States have decreased as much
as 50 to 60 percent from the preceding year in a few cases. On the
whole, however, total payments as well as the amounts paid to each
State have been increasing steadily in recent years. Of course, this
situation may not always continue.

Instability of shared revenue is less serious when the payments are
made to and expended by the State governments than when the pay-
ments are made to the local units of government. Inasmuch as min-
eral leasing payments are made to the State governments, with the bulk
of these payments being expended by them, instability in shared min-
eral receipts is not a serious problem.-

State and Local Appraisal of the 37Y/5-Percent Sharing Arrange-
ment

With the exception of some criticism of the size of the share, there
is general satisfaction with the present provision pertaining to the
sharing of mineral leasing receipts. Many State and local officials
feel that both the rate and the manner of payment are quite satisfac-
tory and should be continued.

One question that is raised, particularly in Wyoming, is the equity
of and justification for the present division of mineral leasing receipts
between the States (8714 percent) and the reclamation fund (5214 per-
cent). The following quotation illustrates this point of view:

Of all the oil royalty money from 23 States accrued to the rotating fund of the
Reclamation Bureau to June 30, 1953, in the amount of $190,759,313, Wyoming
contributed 43.6 percent, or $83,164,410. Wyoming has received approximately

614 percent of Bureau development, a large part of which went to store our water
with our money to benefit downstream States.*

¢ Statement by J. Elmer Brock, president, Wyoming Natural Resources Board, to the
Wyoming Power Conference, Casper, Wyo., March 11, 1954.

112



Those who raise this question suggest that the solution lies either in
more upstream water development projects in the States where the
mineral royalties originate or in a larger share of the mineral leasing
receipts to these States.

Some people feel that the rate of sharing with the States should be
raised from 8714 to 50 percent of gross receipts. Support for this
proposal comes from two sources: (1) Those, as noted above, who are
dissatisfied with the quantity and nature of the reclamation projects
and who would thus divert mineral leasing receipts from the reclama-
tion fund to the States. (2) Those who feel that the public domain
lands really should be in State or private ownership in which case
the State would receive not just 3714 percent of the receipts but either
all of the income if State owned or enlarged tax bases if privately
owned.

To illustrate the second point above, the net loss to Wyoming from
Federal ownership of national forest and public domain lands has
been claimed to be about $33 million annually. The computations
are as follows:”’

Income from national forest and public domain lands if managed by
Wyoming (at 91 cents per acre, the average yield of 314 million

acres of State land) $24, 378, 455
Total Federal mineral leasing receipts derived from Wyoming

(1952) 14, 584, 912

Gross loss to Wyoming 38, 963, 367

Less total shared revenue payments to Wyoming (1952) e —__ 5, 743, 346

Net loss to Wyoming. 33, 220, 021

From this point of view, Wyoming and other Western States are
being deprived of substantial amounts of revenue by continued Fed-
eral ownership of land and minerals. It is even claimed that

* * * the comparative backwardness of many of our States, the general lack
of development, the loss in some cases of population which the balance of the
Nation gains, result in part from the deeply hidden paralysis of absentee owner-
ship, eontrol and operation of so huge a proportion of our lands and minerals.

It is not the mere fact that our States are deprived of so much revenue in
dollars; it is what that revenue would mean to our development if we could spend
it for the improvement and development of our lands, mineral and water re-
sources, research into our peculiar problems, our schools, colleges, highways,
roads—in short, our entire economy and culture.®

In contrast to the above claimed losses in Wyoming from federally
owned lands, it can be demonstrated that total shared revenue pay-

¥ Letter from J. Elmer Brock to Dr. Jonathan Foreman, “Friends of the Land,” (not
dated but apparently written in 1953).

8 Address by Breck Moran, Chief of Resource Development, Wyoming Natural Resource
Board, “The Crown Colonies of the West,” delivered at the Oregon Reclamation Congress
at Baker, Oreg., October 26, 1953. .
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ments to Wyoming are equal to or greater than current equivalent
taxes on the federal lands.

Support for an increase in the rate of sharing of mineral receipts
from 38714 to 50 percent was voiced by the Montana Association of
County Commissioners as follows:

Federal mineral royalties including oil and gas: Fifty percent of the receipts
should be returned to the counties and divided one-half for school purposes and
one-half for roads. * * * The reason for our decision in this matter is that the
Federal Government should not be in the oil, gas, or mineral business to the
exclusion or with greater returns than the County Government wherein the lands
are situated. After all, the Federal Government puts out little or no money
on lands of this kind or on the receipts for royalties, while county government
is required to furnish all of the necessities of government, such as building
and maintaining roads, recording, policing and schools.’

General Appraisal of Sharing Mineral Receipts

Under Federal ownership of the public domain and other lands
subject to mineral leasing, there appears to be universal approval
of the present arrangement of sharing gross receipts with the States.
To the Committee’s knowledge, no alternate arrangement has ever
been proposed. In view of the nature of the mineral deposits and
their development, a payment based upon actual production is logical
and defensible. The present rate of 3714 percent of gross receipts
is widely accepted, with some support for an increase to 50 percent
being found among State and local officials and even some Federal
officials.

Special services or contributions in-kind are practically nonexistent
in connection with Federal mineral rights in lands. Costs of
administration are low.

In a general way there is some basis for the large share of mineral
leasing receipts being allocated to the reclamation fund. As mineral
resources are depleted in the Western States, reclamation projects
can add alternative productive resources. However, there are several
criticisms of this allocation of mineral receipts. The expenditure of
the reclamation funds is not too closely correlated with the origin
of the funds. Some States benefit materially from the fund without
contributing much to it. Furthermore, the changed relationship of
the Federal Government in the public works program and the size
and nature of many of the recent reclamation projects perhaps
warrant a more direct method of financing.

At one time the revenue from the 5214 percent of mineral leasing

receipts was very important to the Bureau of Reclamation, but now
® Recommendations of the Executive Committee of the Montana Association of County

Commissioners contained in a letter from William A. Brown, Association Counsel, August
6, 1954,
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it is relatively small compared with other funds which the Bureau
receives. Perhaps the chief value today of this allocation is its
psychological value.

MineraL LEASING AcT

A careful review of pertinent facts indicates that the existing
sharing ratio of 8714 percent of gross mineral leasing receipts justi-
fiably can be continued. It is fairly comparable to national forest
sharing when the 10 percent of receipts expended on forest roads and
trails and the other contributions in-kind are added to the 25-percent
cash payments.

The main question is whether or not the sharing ratio should be
increased, say, to 50 percent. Since a case for larger payments cannot
be made in terms of tax losses, some other basis must be found. Sup-
port for an increase is based upon two additional grounds. One is
the claim that if the public domain lands were State owned—as some
people believe they should be—the States would be receiving all of
the royalties and not just 3714 percent.

A second basis for an increase in the share is the fact that the
Treasury now retains only 10 percent of the gross receipts and that 90
percent is returned to the States through the 8714-percent cash pay-
ment and through the reclamation fund which receives 5214 percent
of the receipts. It is a question then of diverting some of the mineral
leasing receipts from the reclamation fund directly to the States from
which the receipts are derived.

OREGON AND CALIFORNIA REVESTED LANDS
(O AND C LANDS)

The Oregon and California grant lands and the revenue-sharing
arrangement pertaining thereto present a unique situation, differing
from both the national forests and the mineral leasing program. The
unique elements include (1) the unusual change in ownership, (2) the
checkerboard pattern of land location, and (8) the variations in the
payment arrangements applicable to these lands. Because of these
unique features, special consideration must be given to these lands.

The revested Oregon and California railroad grant lands consist of
approximately 2.6 million acres of mostly forest lands in 18 western
Oregon counties. These lands occupy a checkerboard pattern of odd-
numbered sections of land in a zone about 60 miles wide in the East-
West direction and approximately 300 miles long in the North-South
direction, extending from the Columbia River to the California State
line. About 1 million acres lie inside the boundaries of national forests
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where the odd-numbered O & C sections alternate with the even-
numbered sections of national forests. The 1.6 million acres outside
the national forest boundaries alternate chiefly with private land but
also with considerable public domain acreage and with some lands
owned by the State and counties.

The O & C lands extend through the heart of the greatest remaining
reservoir of commercial Douglas fir timber. By law this forest is
required to be managed on a sustained yield basis. It is further re-
quired that the timber be marketed in such a way as to contribute to
the economic stability of the local communities and industries.

History

In 1866 the Congress granted some 3.7 million acres of public lands
to the Oregon and California Railroad Co. to aid in the construction
of a railroad from Portland, Oreg., to California. Certain terms of
tthe granting acts were violated after passage of land title to the com-
pany. After a congressional investigation, the O & C lands were re-
turned by law to Federal ownership in 1916 (39 Stat. 219). The
unsold acreage revested under this act was approximately 2.9 million
acres and was placed under the jurisdiction of the Department of the
Interior. It was the intention of the legislation that all of these lands
except those classified as power sites would ultimately be disposed of.

Revestment costs consisted of the following:

Compensation to the O & C Railroad Co $4, 102, 215. 28
Outstanding tax claims for the years 1913-15_...___________ 1,571,044. 05
Total 5, 673, 259. 33

The revestment act required that income from the O & C lands was
to be credited to a special Treasury Fund known as the Oregon and
California Land Grant Fund. First priority on the fund was to
repay the compensation paid the railroad company. Second priority
was to the Treasury for the taxes paid for the years 1913-15. After
meeting these two obligations, further income was to be divided as
follows:

25 percent to the counties in lieu of taxes.

25 percent to the State school fund.

40 percent to the reclamation fund.

10 percent to the United States Treasury.

There was a very slow return of these grant lands to private owner-
ship. And because of low income from the lands, 10 years elapsed
before the first and second priorities were fully satisfied. In the
meantime, from 1916 to 1926, inclusive, the 18 O & C counties received
no payments in lieu of current taxes.
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Legislation in 1926 (44 Stat. 915) provided the following: (1) The
counties were paid $7,135.283 for the back taxes which they would
have received had the lands remained in private ownership. This
appropriation was made subject to reimbursement from the O & C
Land Grant Fund. (2) The law provided for continuation of pay-
ments-in-lieu of taxes in the future. (3) When all such claims were
setttled, the formula provided in 1916 was to be used.

At the end of another decade, income from the O & C lands was
still insufficient to satisfy the county tax claims. By 1937, delinquent
taxes for 4 years totaled $2,067,424. The financial situation was
reported in 1937 as follows:

Tax claims:
1916-26 —_ $7, 135, 283. 36
1927-33 3, 866, 646. 01
1934-37 2,067, 423. 77
Total tax claims 13, 069, 353. 14
Income (1916-36) 8, 269, 719. 09
Excess of tax claims over income 4, 799, 634. 05

Acquisition cost (1916) B, 673, 259. 33

Deficit in O & C Fund and delinquent tax claims (1937)_-- 10,472, 893. 38

In addition to the above deficit of $10.5 million, costs of administra-
tion and protection for the 21-year period (1917-37) were estimated
to be about $2 million.

New legislation was enacted in 1937 (50 Stat. 874) with a twofold
purpose: to replace the policy of encouraging disposal of land and
timber with one providing for sustained-yield management of forest
resources, and to provide a better solution to the financial problems.
The plan adopted in 1937 for the distribution of O & C income, which
is the one in effect today, is as follows:

Fifty percent to the 18 counties in lieu of current taxes.

Twenty-five percent to the 18 counties after the delinquent tax
claims of the counties were paid and after the United States Treasury
was reimbursed for money advanced to make payments in lieu of
taxes in prior years.

Twenty-five percent to be available to defray costs of administra-
tion and management, with any unused portion to be applied to the
deficit in the O & C fund.

It is significant to note that when the 1937 formula was under con-
sideration, representatives from the O & C land counties opposed the
plan. They did not want to abandon the principle that the Federal
Government should pay the counties the equivalent of ad valorem
taxes. They were fearful that the 50 percent of receipts allotted to
the counties would be insufficient to pay ad valorem taxes. The plan
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was made effective despite the local opposition, although the counties
were guaranteed payments of not less than 78 percent of their 1934
tax claims on O & C lands.

Like the national forests and mineral leases, receipts from the O & C
lands increased rapidly—far beyond expectations. By 1952, the
Treasury had been completely reimbursed, and for that year—and that
year only—the counties received the full 75 percent of receipts. In
1952, Congress provided that the costs of access roads built with appro-
priations for the 1953 fiscal year should be defrayed from the top 25
percent of the counties’ share. As a result of this action, the share
paid to the counties in 1953 was 52.5 percent of total O & C receipts.
This provision, however, is not a permanent modification of the distri-
bution formula.

Pattern of Payments

Although the counties had to wait as long as 10 years for some of
the payments, they eventually received payments in lieu of taxes or
a definite share of the receipts for each year since revestment occurred
in 1916. These payments are shown in table 10.

The tax equivalent payments varied between a half million dollars
and three-quarters of a million dollars in the period of 1917 to 1937.
From a mere $200,000 in 1939, shared-revenue payments have climbed
to $6.4 million in 1953. Had the full 75 percent share been paid in
1953, as it was in 1952, these counties would have received about $9
million in 1953.

Distribution of these payments among the 18 O & C land counties
in Oregon for the fiscal year 1953 is shown in table 2. The distribu-
tion among the counties is based upon the ratio of the 1915 assessed
value of the O & C land in each county to the total assessed valuation
of these lands in 1915. This formula gives 3 counties over 60 percent
of the payments. - These 3 counties are: Douglas, 27.25 percent; Jack-
son, 18.49 percent; and Lane, 15.18 percent. In 1953, these counties
received respectively, $1,750,000, $1,187,000, and $975,000. The other
15 counties receive from one-half of 1 percent to 714 percent of the
total annual payments.

Fiscal Significance of O & C Payments to 18 Oregon Counties

Throughout most of the period since revestment of the O & C lands
in 1916, payments to the 18 Oregon counties have approximated cur-
rent taxes. From 1916 to 1937, the amount of the payment was meas-
ured by the current tax equivalent. Although delinquency in such
payments was the rule during most of this 21-year period, eventually
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TaBLE 10.—Payments to Oregon Counties From O & C Lands, Selected Years
1917-37; 1938-53

Tax equivalent payments Shared-revenue payments
Fiscal year Amount paid Fiscal year chc;%ttsd Amount paid

1917 ____.__ $452,280 | 1938_ |- a$110, 291
455, 638 201, 600
610, 942 372, 404
723, 625 444, 701
732, 013 479, 006
720, 784 680, 364
581, 091 881, 580
579, 971 856, 376
475, 561 659, 193
532, 935 1,442,121
521,076 | 1948__ o |eee____ 2, 210, 601
779,345 | 1949 _ __ ___ | ... 1, 761, 766
1950 . 1, 812, 457
1951 e o_ 3,172,177
1952 _________ 75 6, 053, 458
1953 . 52. 5 6, 422, 027

Total payments

1917-1953, inclu-
Sive e | 40, 402, 273

¢ Payments this year, the first under the act of August 28, 1937, were based on receipts from March 1 to
.{ gu;ose 30,1938, The receipts from July 1, 1937 to February 28, 1938, were distributed under the act of July 13,

Source: Special tabulation prepared by Bureau of Land Management, Portland, Oreg.

tax-equivalent payments were paid in full. The counties finally
received approximately what would have been paid in taxes had these
lands remained in private ownership.

Since 1937, payments have been based upon a share of the total
receipts. The only relationship of the sharing arrangement to taxes
was the guarantee that payments should not be less than 78 percent
of the 1934 tax claims on O & C lands.

From 1938 to 1946, the 50 percent share of total receipts yielded
average payments fairly close to, but perhaps a little less than, cur-
rent taxes. Since 1947, receipts from O & C lands have increased
rapidly and the counties’ share in recent years has exceeded estimated
taxes by a substantial margin. Payments of $6 million in 1952 and
$6.4 million in 1953 are probably several times as great as property
taxes would have been had the lands been subject to taxation.

Estimates indicate that ad valorem taxes would have been about
$17.8 million for the period of 1939 to 1953, inclusive.® Under the
1937 revenue-sharing formula, the counties received $27.5 million
during this period or nearly $10 million more than estimated taxes.

Over the entire period from 1916 to 1953, the counties received
about two-thirds of total O & C land receipts, and practically all of

10 Bureau of the Budget memorandum, August 13, 1953,

835759—55——9 119



the remaining one-third was required to pay the costs of revestment
and administration of the lands. Through 1953, the O & C lands
were self-sustaining, but there was very little net income to the United
States Treasury.

It is generally believed by both Federal and local officials that the
current high level of receipts from O & C lands will continue for some
years to come. If this condition proves to be true, the counties’ share
at the 1953 rate of 52.5 percent or the full 75 percent specified in the
formula will produce very generous payments as compared with equiv-
alent taxes on the O & C lands.

Another type of comparison that is significant is to compare the
payments on O & C lands with those on national forest lands. This is
done in table 11. Cash payments per acre for the year 1953 are given
for the O & C lands and for national forests within these counties. It
is seen that the average O & C payment per acre of $3.10 is more than
5 times as great as the average national forest payment of $0.58 per
acre from the 25-percent fund. The maximum payment per acre was
$1.06 for the national forests and $14.52 for the O & C lands.

TABLE 11.—Comparison of Payments Made to 18 Oregon Counties on National
Forest and O & O Lands

[Fiscal Year 1953]

National forests (25 percent of O & O lands (52.5 percent of gross
gross rece1ts) receipts)
County Pa
yments in 1953 Payments in 1953
Acres in Acres in
county county

Total Per acre Total Per acre
Benton.... 18,053 $12,078 $0.67 50, 852 $239, 541 $4.71
Clackamas.... .o 547,340 423,100 .77 56, 058 335, 872 5.99
Columbia.. 11,159 132, 936 11.91
008, - 76, 760 16,470 .21 98, 993 394, 955 3.99
[ 9731 ¢ o2, 602, 796 04, 425 .16 37,078 31,468 .85
Douglas... - 993, 706 491,126 .49 612,994 | 1,750,002 2.85
JacKSON - oo oo 441,517 173,881 .39 389,454 | 1,187,433 3.05
Josephine. - 407,856 73,215 .18 255, 927 472,019 1.84
Klamath 1,130,493 368, 142 .33 46, 338 123,945 2.67
, 86 1, 296, 501 .93 278,094 974, 864 3.51
160, 669 107, 494 .67 13.658 30, 826 2.26
466, 827 493, 313 1.06 81, 547 220,918 2.71
206, 841 198, R32 .96 20, 697 120. 092 5.80
68, 360 52,811 .77 4,247 61,851 14.52
Polk . 4, 400 2,944 .67 41,045 183,028 4.46
THlamook. cccveoeccmaaaaan 92, 747 62,051 .67 28, 672 48,807 1.83
‘Washington._... 11,733 52, 661 4.49
Yamhill. ... 27, 880 18, 519 .67 37,986 61, 009 1.61
6,646,708 | 3,884,902 .68 | 2,074,534 | 6,422,027 3.10

Source: Basic data on national forest acreage and payments from informeation supplied by the National
Forest Service; O & C acreage from Report of the Director of the Bureau of Land Management, 1953, Statistical
%przle:déx,otable 7, and payments from a special tabulation prepared by the Bureau of Land Management,

ortland, Oreg,
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State and Local Appraisal of the O & C Revenue-Sharing

Arrangement

Because these lands were subject to taxation for many years, the
current tax equivalent has been the principal measure of the payments
to which these 18 counties have felt they were entitled. As already
indicated, the O & C land counties were so apprehensive that the 1937
sharing formula would yield payments less than current tax
equivalents that they opposed its adoption.

At the present time there is strong support in Oregon for the exist-
ing arrangement which now gives the 18 O & C land counties 75 per-
cent of the gross receipts. There is also acquiescence by the counties
to the temporary budget provision which deducts the cost of access
roads from the top 25 percent of the counties’ share of gross receipts.

People who accept the 25-percent national forest payments as ade-
quate or who in general support payments on an ad valorem basis
will defend as equitable the 50 or 75-percent share of total receipts
from O & C lands. Because of the former private ownership of these
lands, the large Federal payments are held to be justifiable. It is
held that these O & C forests are a State resource and should be ex-
ploited for the benefit of Oregon and not the Nation.

It is also argued that large payments are required on the O & C
lands for these specific reasons:

1. These lands differ from other Federal lands because they do not
exist in solid blocks remote from settled areas. Rather they consist
of alternate sections which are intermingled with private agricultural
and forest lands to which the counties must furnish all of the usual
services of local government, including roads, schools, and police
protection.

2. The peculiar location of the lands and the heavy timber hauling
place an unduly heavy road cost on these counties. It is estimated that
from 65 to 75 percent of the total road cost is attributable to timber
hauling, a large part of which originates on O & C lands. It is
claimed that in some counties the road budget absorbs all of the O & C
payments plus the portion of the national forest payments available
for roads as well as the 17 percent of the gasoline tax received by the
counties.

8. The cost of schools has been increased considerably without in-
creasing the tax base of the counties. Wherever logging operations
are started, migratory timber workers move in in traller houses and
send their children to the public schools.

Some people believe that shifting back to the ad valorem system of
payments in lieu of taxes would be the proper payment standard but
that any such change now would be premature for these reasons:
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1. Inventories of timber on the O & C lands are inadequate for

proper valuations.
- 2. A complete reassessment of property in Western Oregon is now
under way by the counties and the State tax commission. The proj-
ect will not be completed, however, until about 1960. This reassess-
ment program should be completed before making any change in the
O & C payment formula.

3. Another objection of the counties at the present time to the ad
valorem system of payments in lieu of taxes is the risk of arbitrary
action by Federal officials in appraising the value of the land and
timber. The counties feel that there should be some safeguard against
any arbitrary action in the valuation process. It is suggested that
some manner of review should be provided for the protection of local
government. ‘

If large payments are to be continued on O & C lands, there is a
little support in Oregon for making part of the payments to the State
government to be used as the legislature may determine. Large
amounts are being paid at present to a few counties, and a few people
feel that some degree of equalization would be desirable. The fiscal
aspects of these timber resources are somewhat akin to those of min-
eral resources in other States. And all mineral leasing payments are
made directly to the State governments.

Possible Alternate Payment Plans

Because of the special historical situation pertaining to the O & C
lands, any realistic payment plan should be based on the premise that
payments will not be less than current equivalent taxes. The present
sharing formula does not guarantee this standard, but actual payments
in general have been equal to or greater than the tax equivalent.

Tax EQUIVALENT PAYMENTS

Perhaps the most direct approach to the payment problem on O & C
lands is to apply the ad valorem tax principle. Payments would then
be neither more nor less than the sums paid if the lands were under
private ownership. This plan would require the application of the
same assessment standards to O & C lands that are used by each unit
of government for similar privately owned lands. Certainly if this
standard were rigorously followed, neither the counties nor the Fed-
eral Government could claim inequitable treatment.

Since this standard was applicable to O & C lands for many years,
and since it now applies to the Coos Bay Wagon Road grant lands, the
transition should not be difficult. Careful attention should be given,
of course, to the valuation problems noted above.
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NatioNAL Forest ForMuLA

It can be argued with much logic that all Federal forest lands
should be subject to the same payment provisions. Hence, why not
extend the national forest formula to the O & C lands, including both
the 25-percent fund for the direct benefit of the counties and the 10-
percent allocation for roads and trails in the forests from which the
receipts were derived ?

At the present level of receipts, the 25-percent fund payments would
probably be equal to the tax equivalent, but in general, estimated taxes
on national forest lands exceed the 25-percent funds payments (see
table 6). It would appear to be necessary to modify the national
forest formula by providing for minimum payments equal to the
current tax equivalent. In determining the current tax equivalent,
presumably, the 10 percent of gross receipts spent on roads and trails
and other contributions in-kind should be considered as part of the
contribution to the State and local government.

Equar DivisioN oF NET INCOME

The Department of the Interior in 1952 had under consideration a
plan whereby the counties would receive 50 percent of the net income
from the O & C lands.* Under this plan, the counties and the Federal
Government would share equally in the costs of protecting, developing,
and managing the lands and would get equal shares of the net income.

The main argument for this plan is that it would enable operations
to be increased materially. Due to the lack of personnel and access
roads, it is held that timber cutting is below the sustained yield of
the O & C lands. More capital improvements and personnel would
ultimately increase the receipts to such an extent that 50 percent of
the net income will very likely exceed 50 percent of gross receipts
under present operations.

Again there is no necessary relationship between 50 percent of net
income and tax equivalent payments.

MobpiFiep DisTRIBUTION PLAN

If the payments are to be continued at the rate of 50 to 75 percent of
gross receipts, a plan involving some control of the revenue by the
State government might be evolved. For example, all payments
could be made directly to the State government with the proviso that
no O & C county should receive less than equivalent taxes on O & C
lands within its jurisdiction. The legislature might then be given a

11W. H. Horning, Forestry Program of the Bureau of Land Maenagement. Working
Material for Bureau of Land Management Conference, July 11-19, 1952.
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free hand in the disposition of any revenue in excess of the tax
equivalent payments.

Controverted Lands

Of special interest in connection with the O & C lands is the juris-
dictional controversy between the Departments of the Interior and
Agriculture concerning some 463,000 acres of revested O & C grant
lands. The Oregon and California Railroad Company never got
around to selecting 463,000 acres of indemnity lands in lieu of lands
no longer available within the grant area. In the meantime the
national forests were created and the unpatented indemnity lands
were incorporated into national forests. The lands were administered
as other national forest lands including the distribution of receipts.

In 1939 the Department of the Interior claimed jurisdiction over
these lands and thereby gave them their “controverted” status. Under
the Wolfson-Granger agreement of September 1942, receipts from
these lands have been held in a special fund pending settlement of the
controversy. As of March 31, 1954, the suspense account had a bal-
ance of $7,582,100.

For a dozen years the counties received no revenues at all from the
receipts originating on these controverted lands. The controversy
was settled by the approval of Public Law 426, 83d Congress, on June
24,1954, Jurisdiction of the lands remains with the National Forest
Service but the receipts, including the amount in the suspense fund, are
to be distributed under the O & C formula.

Public Law 426 also authorizes and directs the exchange of ad-
ministrative jurisdiction of O & C lands lying within the boundaries
of national forests or within 2 miles of such boundaries and national
forest lands in order that both types of land may be blocked up for
better administration.

All 18 of the O & C land counties will share in the receipts from
the controverted lands even though nine of the counties contain no
controverted land acreage. Seventy-five percent of the amount in the
suspense account will provide an initial distribution of $5,686,500 to
the 18 counties. This distribution is not reflected in any previous
statistics of payments cited for these counties.
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Chapter 12

ANALYSIS AND APPRAISAL OF THE MINOR
REVENUE-SHARING PROGRAMS

Corps of (Army) Engineers Flood-Control Lards

The first provision for the sharing of receipts from the leasing of
lands acquired by the United States for flood-control purposes was the
Flood Control Act of June 28,1938 (52 Stat. 1222). This act provided
that 25 percent of the receipts from lands acquired for lower Missis-
sippi River flood-control purposes should be paid to the State for the
benefit of the public schools and roads in the county in which the
property was located.

This provision of 1938 pertaining only to the sharing of gross re-
ceipts from leased lands acquired for flood-control purposes in the
alluvial valley of the Mississippi River was extended to the entire
country by the Flood Control Act of August 18, 1941 (55 Stat. 650).
The percentage allocated to the States for the counties was increased
from 25 percent to 75 percent by the act of July 24, 1946 (60 Stat. 642;
33 U. S. C. 701c-3).

In 1953 the allowable uses for this shared revenue were broadened.
In addition to using it for public schools and roads, authority was given
to expend the revenue “for defraying any of the expenses of county
government in such county or counties, including public obligations of
levee and drainage districts for flood control and drainage improve-
ments.” (Public Law 60, 83d Cong., 1st sess., approved June 16, 1953.)

Total payments to the counties from flood-control land receipts have
increased from a few thousand dollars to more than a million dollars
today. As a total, these payments are now the largest among the
15 minor revenue-sharing programs. Table 12-A shows the growth of
these payments. The distribution of payments for some 160-170
counties in 1953 and 1954 in 34 States is given in table 12-B. One-
third of the counties received less than $500, about one-fourth were
paid between $500 and $5,000, and about 40 percent received more than
$5,000. These payments are considerably larger than for any of the
other minor revenue-sharing programs. Table 18 gives the distribu-
tion of the payments by States for the fiscal years 1951 and 1952.
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TABLE 12-A.—Payments to the States From Corps of Engineers Flood-Control
Lands—1939 to 1954

Fiscal year Amount paid Fiscal year Amount paid

088, 885
1,053,144

Source: 193942, H. Doc. 216, 78th Cong., 1st sess. Table 1; 1944 and 1945, ‘““Expenditures for Grants-in-
Aid and Shared Revenues,” Bureau of the Budget, May 2, 1949; 1946-52, Annual Report of the Secretary
of the Treasury on the State of Finances; 1953 and 1954, Corps of Army Engineers.

TABLE 12-B.—Distribution of Flood-Control Payments to Counties, 1953 and 1954

Percent of total
Number of counties number
Amount of Payment

1953 1954 1953 1954
22 24 13.92 14.20
32 32 20.25 18.94
15 17 9.49 10.06
9 8 5.70 4.73
3 5 1.90 2.96
7 8 4.43 4.73
3 2 1.0 1.18
5 6 3.17 3.55
28 26 17.72 15.39
24 30 15.19 17.75
3 3 1.90 1.78
4 7 2.53 4.14
2 0 1,27 ..
1 1 0.63 0.59
B4 7 158 169 100.00 100. 00

Source: Computed from information supplied by the Corps of Army Engineers.

TABLE 13.—Payments by States From Corps of Engineers Flood-Control Lands,
Fiscal Years 1951 and 1952

State 1951 1952 State 1951 1952

$34, 852 $45,315 $1, 936

- 60, 197 54, 759 5, 572
Colorado. - 12, 620 11, 360 247,762
Connecticut- 375 562 14,436
Georgia._ 4,312 8,118 47,171
Tdaho_ ... 585 || Oregon..... 3,
Illinois. - 469 11 || Pennsylvania_ 8,782 12, 005
Towa_ . 51,403 || South Carolina__. . ... _|.coo____
Kansas.__ 61, 848 24,496 || South Dakota. 24,158 18, 897
Kentucky- 7,175 23,108 24, 630 25,
Louisiana_ 382 5,136 54, 503 55, 749
Maryland___ 15 15 326
Massachusetts 510 602 4,291 17, 214
Minnesota. . _. 304 1, 340 2, 600 1,134
Mississippi-- 81,124 76,181 4,151 6, 788
Missouri 59, 565 69, 959
Nebraska.._... 39, 151 37,422 Total. e 812, 868 869, 0562
New Hampshire..__._._______ 1,105 894

Source: Annual Report of the Secretary of the Treasury on the State of Finances, 1952 and 1953, table 100.
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Irregularity of receipts from lands that are acquired for flood-
control purposes is not an unexpected result. Lands that are subject
to intermittent flooding are not likely to be stable sources of revenue.
Although payments for only 2 years are shown in table 13, the irregu-
larity is apparent. For example, payments to Georgia nearly doubled
between 1951 and 1952, while payments to Kansas dropped about 60
percent. Payments to North Dakota increased from $112,000 to
$248,000, but in Oklahoma, they decreased from $183,000 to $47,000.

Fluctuations of such magnitude mean that some counties are really
unable to budget flood-control revenues. In other areas, of course,
a fair amount of stability obtains.

Although the percentage of gross receipts that is paid to the counties
is high—75 percent—there is no assurance that the amount paid will
be adequate, inadequate, or more than adequate to compensate for
tax losses. One element in this uncertainty is the fact that large areas
of flood-control land may produce little revenue or very irregular
revenue as already noted. Another factor is that the benefits from
tlood protection may be direct and considerable to adjacent taxable
private property or the benefits may accrue largely to others remote
from the location of the acquired lands.

It has been argued, therefore, that revenue-sharing, even at a high
rate, is not a satisfactory solution for Federal ownership of flood-
control lands. These lands are largely acquired lands and their acqui-
sition reduces the local property tax base. At the same time, the flood-
control project may greatly enhance other property values.

Proponents of this view have maintained that equity requires
the application of two principles in making payments on flood-control
lands: (1) Apply either a minimum low flat-rate guaranty on original
cost or appraised land value, or make payments based upon tax losses
with periodic adjustments for changes in tax rates or assessed valua-
tions, and (2) reduce or eliminate such payments in proportion to the
local protective benefits when benefits are reasonably ascertainable.

On the other hand, some of the flood-control lands are public domain
lands and property tax considerations are not so relevant for them.
Furthermore, revenue-sharing as a form of Federal payment has cer-
tain advantages in administrative simplicity.

Boulder Canyon Project

The Boulder Canyon Project Act, as originally approved December
21, 1928 (45 Stat. 1057), provided for the payment of 3714 percent of
any excess revenues to the States of Arizona and Nevada. Each State
was to receive one-half of the payments or 1834 percent of the excess
revenue. The payments were to be in lieu of taxes and other benefits
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which Arizona and Nevada would have enjoyed if the project had not
been federally constructed. The revenue-sharing rate of 8714 percent
was selected because this was the rate adopted for sharing of both
mineral leasing receipts and Federal Power Commission license
revenues.

The first unit of the power plants went into service on June 1, 1937,
which is the beginning date of the 50-year period for the power con-
tracts, the amortization of construction costs, and the agreement to
make payments to the two States.

The original contracts for the sale of power or falling water were
based on competitive prices and would have assured Arizona and
Nevada well over $300,000 each annually.!

The power contractors asked for a readjustment of the rates in
1937, and, inasmuch as the Attorney General held that realization
of excess revenue for payments to the States was not required by the
project act, the States of Arizona and Nevada were fearful that there
might not be sufficient revenues to pay at least $300,000 or more.
Hence the act of July 19, 1940 (54 Stat. 775) commuted the original
revenue-sharing arrangement and provided for flat payments of
$300,000 a year each to Arizona and Nevada until May 31, 1987, from
the revenues of the project.

In the event that either State or any political subdivision thereof
levies taxes on the project, the payments to the States shall be reduced
by the amounts of such taxes collected.

Annual payments of $300,000 each to Arizona and Nevada have been
made continuously since the fiscal year 1941.

It is also worth noting that revenues from the Boulder Canyon
project also were made available during the fiscal years of 1948,
1949, 1950, and 1951 for payments to the Boulder City School District
not to exceed $65 per semester per pupil as reimbursement for the
actual cost of instructing pupils who were dependents of employees
of the United States living in the immediate vicinity of Boulder City,
Nev. (62 Stat. 235).

At the time of enactment of the Boulder Canyon Project Act, Sen-
ators from Arizona and Nevada made a strong plea for payments in
terms of equity and justice, arguing that it was “the moral duty
of this Government to pay to Arizona and Nevada something for
the great resource the Government proposes to take from Arizona
and Nevada and give to California.” 2

However, the rationale of the amount of the present payments
in connection with the Boulder Canyon project is difficult to estab-
lish In terms of adequacy and logic, the present payments of

1 8. Rept. 1784, 76th Cong., 84 sess., p. 8.
2 Qongressional Record, vol. 69, April 28, 1928, p. 7895.
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$300,000 annually to Arizona and Nevada appear to be quite arbitrary.
The original 8714-percent figure was chosen because it was used in
two previous acts. “The States of Nevada and Arizona, however,
believed that they were going to receive from their share of 1834
percent of excess revenues, a sum-in-lieu of the loss of taxation, sub-
stantially over $300,000 annually.”® Hence, the figure of $300,000
is based largely upon a percentage of anticipated excess revenues
under given circumstances.

There appears to be no issue at present with respect to the amount
of the payment being made. A few people mildly suggest that per-
haps the $300,000 payment should be reviewed inasmuch as economic
conditions have changed so much since the amount of the payment
was established.

In the various programs of recent years to bring about more uni-
formity and equity in the payments on federally owned property, the
Boulder Canyon project is one type of property that is usually rec-
ommended for either administrative payments or direct taxation.

The special Treasury Committee in 1943 recommended that the
entire commercial power element of public projects be made subject to
full payments in lieu of taxes. The value of the property was to be
derived by a process of capitalizing commercial-power income and
then adjustment of such “full value” to local valuation practice.*

Payments in lieu of taxes would also be required on the power prop-
erty of the Boulder Canyon Project under the Bureau of the Budget
bill on payments in lieu of taxes (see S. 788, 83d Cong., 1 sess.).
Any such payments would be deducted, however, from the $300,000
paid to Arizona and Nevada.

Wildlife Refuges Under Migratory Bird Conservation Act

The United States Fish and Wildlife Service operates refuges for
the conservation of migratory waterfowl and for the preservation and
propagation of rare birds and wild animals in most of the States and
Alaska. These refuges are established on both public domain lands
and acquired lands. In the Eastern States, the refuges are located
mostly on acquired lands; in the Western States, public domain lands
constitute about 60 percent and acquired lands about 40 percent of the
total acreage. In addition, the Service has joint administration with
other Federal agencies over several million acres in the Western
States.

& Ivid.
¢ Pederal, State, and Local Government Fiscal Relations, 8. Doc. 69, 78th Cong., 1st sess.,
1943, pp. 291-292

129



Payments were first authorized under the Migratory Bird Conserva-
tion Act of June 15, 1935 (49 Stat. 383). This act authorized the
payment of 25 percent of the net receipts from the sale of surplus wild-
life, timber, hay, etc., from the wildlife refuges to the counties in which
the refuges are located for the benefit of the public schools and roads.
This is one of two acts which bypass the State government and make
payments directly to the counties.

Payments to the counties have increased steadily from $6,277 in 1936
to $470,621 in 1953, A significant event that more than doubled the
receipts from the refuges in recent years was the discovery of oil and
gas on a refuge in Louisiana.

In the fiscal year 1958, payments were made to 153 counties in 39
States and to Alaska. In general the payments are very small. They
ranged from less than a dollar in three counties to $292,000 in Plaque-
mines County, La. The latter county, containing the refuge on which
oil and gas was recently discovered, received 62 percent of the total
payments. Total acreage in the 101 refuges producing some revenue
was 6% million acres, and the average acreage was about 63,000 acres.

On an acreage basis, payments varied from virtually nothing to as
much as $6 per acre in Plaquemines County, La. Omitting the oil and
gas revenue in the latter county, average payment per acre was only
2.84 cents in 1953. 1In about a dozen counties, payments were between
20 cents and 70 cents per acre. ‘

TasLe 14.—Distribution of Wildlife Refuge Payments to Counties, 1953

Amount of payment %ﬁ%’gg 2f Per%eg&%gotal

Less than $100_________________________________ 65 42, 21
$100-$499 43 27. 92
$500-$999 13 8. 44
$1,000-$1,499 . 9 5.84
81,600-$1,999_ __________ L ___ 3 1. 95
$2,000-$2,999_ __ __________ o ____ 8 5.19
$3,000-$3,999_ . ___________ . _____ 2 1. 30
$4,000-$4,999_ . _______ . 2 1. 30
$5,000-$9,999_____________ o _____ 3 1. 95
$10,000-$19,999_ ____________ ______ . ____ 3 1. 95
$20,000-$29,999_ __________ . ___ . _____ 2 1. 30
$30,000 and over_ ____________._________________ 1 . 65

Total_ _ _ .. 154 100. 00

o Including Alaska.

Source: Computed from data supplied by the Fish and Wildlife Service.

The small size of the payments to most counties is indicated clearly
in table 14. In 1953, 42 percent of the counties received less than
$100, 70 percent received less than $500, and 78.5 percent received less
than $1,000. Only 9 counties or about 6 percent were paid $5,000
or more.
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The chief criticism, of the wildlife refuge program is that the pay-
ments are too small. A substantial portion of the acreage is acquired
land and reduces the property tax rolls. It istrue, of course, that these
lands are usually low-valued lands, but the counties dislike to lose any
tax revenue. The situation would be improved some if 25 percent of
the gross revenue were paid rather than 25 percent of the net proceeds.
This change, however, will not fully answer the criticism because of
the very low revenue yield of refuge lands.

Another criticism is that in many cases the local benefits are small,
the main benefits being largely regional or even national. For this
reason also, some people believe that the current low level of payments
should be increased.

Four methods of increasing the payments have been suggested: (1)
Change the base from net to gross, (2) increase the percentage from
25 percent to 50 or 75 percent, (3) make in-lieu payments on acquired
lands, and (4) make payments on all lands based on the revenues lost
from alternate uses of the land as measured by similar land put to
other uses.

There appears to be a reasonably good case for some upward adjust-
ment in payments, especially on acquired lands, and perhaps for some
improvement in the distribution of the payments.

Submarginal Land Held by the Forest Service

At the end of the calendar year 1953, the United States Department
of Agriculture held 7,142,029 acres of lands in land utilization projects
under title IIT of the Bankhead-Jones Farm Tenant Act of July 22,
1937 (50 Stat. 526; 7 U. S. C. 1012). These submarginal lands® are
located in 111 counties in 25 States. All but a very small percentage
of these lands are acquired lands. Until this year they have been
administered by the Soil Conservation Service but are now under the
jurisdiction of the Forest Service.

The authorizing act provides that 25 percent of the net revenues®
from these submarginal lands shall be paid to the counties in which the
lands are located for the benefit of the public schools or roads. Like
payments on the wildlife refuges, these payments bypass the State
governments and are made directly to the counties. Also like the

& Most of these are in fact submarginal. In popular usage all lands held under title III
of the Bankhead-Jomes Farm Tenant Act are referred to as submarginal lands and this
report adopts that terminology.

® The term “net revenues” has been interpreted to mean “the gross receipts from rents,
concessions, licenses, and other sources incident to the use of the lands reduced only by
applicable refunds, adjustments, etc., rather than income after deducting expenses, etc.”
17 C. G. 768, March 22, 1938.
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wildlife refuges, the payments are based on net receipts rather than
on gross revenue.

Payments on submarginal lands were first made for the calendar
year 1939. Total payments have increased from $11,506 for that year
to $451,362 for the year 1953.

The relative payments to the counties from these lands are greater
than the payments from wildlife refuges, but less than those from the
national forests. Average payment per acre for both 1952 and 1953
was 6.3 cents compared with 2.5 cents and 2.8 cents for wildlife refuges
and 10.9 cents in 1952 for the national forest 25-percent fund. How-
ever, submarginal land payments per acre were equal to or greater than
payments per acre in 6 of the 9 national forest regions (see table 6).
In the California, Pacific Northwest, and Southern regions where
timber cutting is heavy, national forest payments per acre were 3 to
5 times greater than those on submarginal lands.

A half dozen counties received fairly high submarginal land pay-
ments per acre, but these counties were mostly in Louisiana, Oklahoma,
and Texas where oil and gas production is the main source of the high
receipts.

TasLe 15.—Distribution of Submarginal Land Payments to Counties, 1953

Amount of paymont Namberof | Percent ot total

Less than $100_ .. __ . ____ 17 15. 31
8100-8499 . . e 17 15. 31
$500-8999 . _ e 6 5. 41
$1,000~-81,499 . o 9 8 11
$1,500-81,999 _ _ _ ____ e 8 7.21
$2,000-$2,999__. 8 7.21
$3,000-$3,999_ __ 7 6. 31
$4,000-$4,999_ __ 12 10. 81
$5,000-$9,999 . ______________________ 15 13. 51
$10,000-819,999 _ __ o __ 9 8. 11
$20,000-829,999 _ __ _ __ _____ . 1 .90
$30,000-$39,999___________ T ITTTTTTTTTTTTTTT 2 1. 80

Total . e 111 100. 00

Source: Computed from data supplied by the Forest Service.

For many counties, the payments are not fiscally significant. Table
15 shows that nearly one-third of the counties received less than $500
in 1953, half of them received less than $2,000 and three-fourths were
paid less than $5,000.

The principal impact of Federal ownership of these lands, as is
true for all acquired conservation lands, is the tax loss. Since these
lands are often tax delinquent and in a badly depleted condition when
acquired by the Federal Government, the actual tax loss may be small.
This factor should be recognized in the payment provision.
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Proposals considered by the Committee for easing difficulties ex-
perienced under present revenue-sharing arrangements include:

1. Return of lands to private ownership as soon as possible.

2. Make payments based primarily upon tax losses with periodic
adjustment for changes in tax rates or assessed valuations.

8. Pay to the counties a low flat percent of acquisition cost or ap-
praised value of the land.

4. Continue present revenue-sharing possibly in combination with
alternatives (2) and (3) as minimum payments until the revenue
sharing plan becomes productive enough to be considered satisfactory.

5. Apply the national forest revenue-sharing formula to these lands
since they are now administered by the National Forestry Service
which is presently disposing of submarginal lands suitable for agri-
culture and integrating the rest with the national forests.

Taylor Grazing Act Public Lands

The area of unreserved public land in the continental United States
under the jurisdiction of the Bureau of Land Management is about
171 million acres, of which 170 million acres are in the 11 Western
States. The Taylor Grazing Act of June 28, 1934 (48 Stat. 1269)
authorizes the establishment of grazing districts on vacant, unap-
propriated, and unreserved lands from the public domain (exclusive
of Alaska).

Such grazing districts, with a current total acreage of some 142.7
million acres of unreserved lands, have been established in 10 Western
States. (The State of Washington has no grazing districts.) Graz-
ing districts are known as section 3 lands. Both reserved Federal
lands and some non-Federal lands also are administered by agreement
as part of the grazing districts.

In addition to grazing districts, the Taylor Grazing Act provides
for the administration of minor isolated portions of the grazing areas
by means of leases to individual stockmen or to small groups of stock-
men. These lands, known as section 15 lands, lie outside the grazing
districts. There are 17.8 million acres of these lands under lease to
stockmen in 18 States, with 98 percent of this acreage being in 10
Western States. (Utah has no section 15 leased lands.)

From the date of enactment in 1934 until August 6, 1947, the Taylor
Grazing Act required payment to the States from which the receipts
originated of 50 percent of total receipts from both grazing district
fees and leases of land outside districts to be expended as the State
legislature prescribed for the benefit of the counties in which the
grazing lands were located. The amendment to the act approved on
August 6, 1947 (61 Stat. 790) left unchanged the distribution of reve-
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nue from leases but drastically changed the allocation of grazing dis-
trict fees and introduced a new principle into the formula.

Instead of a single fee, the act of August 6, 1947 required a grazing
fee of which 1214 percent is payable to the States for the benefit of
the counties and a range-improvement fee which is used entirely for
that purpose. Section 15 leases are made on terms and conditions
prescribed by the Secretary of the Interior. Currently, the lease
rental is based on the carrying capacity of the lands.

Payments to the States for the benefit of the counties under the
Taylor Grazing Act for each of the last 10 years and total payments
for prior years are given in table 16.

TABLE 16.—Payments to the Counties From Taylor Grazing Act Receipts,
June 28, 193} to June 30, 1953

Fiscal year Grazing districts Leased lands Total
1934-43____ . ___ $2, 655, 463 $506, 884 $3, 162, 347
1944 - 406, 584 101, 171 507, 755
382, 585 115, 460 498, 045
368, 017 112, 062 480, 079
409, 557 107, 556 517,113
136, 961 115, 322 252, 283
99, 842 85, 420 185, 262
108, 201 189, 784 297, 985
137, 677 150, 709 288, 386
172, 385 159, 599 331, 984
184, 210 161, 956 346, 166
Total . _________ 5, 061, 482 1, 805, 923 6, 867, 405

Source: Report of the Director of the Bureau of Land Management, Statistical Appendix, fiscal years 1947-53.

The change in the sharing formula in 1947 is clearly apparent in
table 16. Total payments of about $500,000 in the years 1944 to 1947
dropped to $300,000-$350,000 in the years 1950 to 1953 even with an
increase in fees in 1951.

Taylor Grazing Act payments must be allocated by the State legis-
latures to the counties in which the revenues originate. The grazing
lands generally are quite widely distributed in each of the Western
States which means that a high percentage of the counties share in
the allocation of the funds. In 1953, some 845 counties or 84 percent
of the 410 counties in the 11 Western States participated in the Taylor
Grazing Act revenues. Since the total payments are not too large,
this wide participation means that in a majority of the counties the
amounts received are not very significant. In 1953, the average pay-
ment per county was only about $1,000.

The distribution of payments for 298 counties in 9 Western States
as given in table 17 shows that more than one-fourth received less
than $100, nearly three-fifths were paid less than $500, nearly three-
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TABLE 17.—Distribution of Taylor Grazing Act Payments to Counties in Nine
Western States, 1953

Amount of payment Noamies” | total namber

Less than $100_ - - - oo iee 82 27. 52
$100-8499 _ _ _ . e 90 30. 20
$500-$999 _ _ . e 47 15. 77
$1,000-8$1,499_ o 31 10. 40
$1, 500—$l e 19 6. 38
$2 000—$2 099 _ e 12 4. 03
$3 000—$3 990 _ e 5 1. 68
$4, 000—$4 999 _ e 4 1. 34
$5 000—$9 990 _ o 5 1. 68
$10 000—$14 999 o meemes 1 33
$15, 000—$19 999 e 2 . 67
Total . o o e e 298 100. 00

Source: Computed from information obtained from the various State financial officers.

fourths received less than $1,000, and less than 4 percent of the
counties received $5,000 or more.

On an acreage basis, Taylor Grazing Act payments are exception-
ally low. In recent years, the payments have averaged about one-
fifth of a cent per acre. In contrast, the average wildlife refuges was
2.5 cents to 3 cents per acre; for submarginal lands, about 6 cents per
acre; and for national forests, about 11 cents per acre.

Not only is a very small percent of the grazing fees returned to
the counties but every one of the 10 States sharing in these revenues
requires the counties to use the revenues for range improvement rather
than for general governmental purposes. Six of the 11 Western States
also earmark revenue from grazing leases for range improvement,
while 5 States specify that lease revenue shall be used for schools or
general government purposes.

There is very little criticism in the Western States of the Taylor
Grazing Act revenue-sharing arrangements. This is true even though
only 1214 percent of the grazing district fees is paid to the counties
and is used entirely for range improvement. A few State officials feel
that the grazing fees are entirely too low, hence the amounts returned
to the counties are too small. Comparable private lands, it is held,
would pay far more in taxes than the counties are receiving from
Taylor Grazing Act revenue.

There is considerable support in such States as Wyoming, New
Mexico, and Montana for ultimate State or private ownership of most
of the grazing lands controlled by the Bureau of Land Management.
It is felt that the national interest is too small to warrant permanent
Federal ownership of these lands. Pending a long range transfer
program, the present revenue-sharing arrangement is quite generally
acceptable to these groups.
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On the question of private ownership of these grazing lands, the
following appraisal has been given:

We see, then, three reasons why private ownership of all Western Federal land
is a hopeless goal—the reasons are: (1) The importance of multiple-use manage-
ment; (2) the economic reluctance of private enterprise to invest in much of it
and to be subjected to taxes on it; and (3) the impossibility of some of it being
used in independent private allotments. We conclude that private ownership of
all Western Federal land is a will-o’-the-wisp; that not all of it can with any
practicability whatever be privately owned and managed. Much of it will remain
public, Federal, even if it were offered gratis to any taker.

But on the other hand, it is equally unrealistic to argue that the Federal land
of the West must all remain Federal or even public.’

The situation with respect to the Taylor Grazing Act lands is rather
complex. Although there is some national interest, the lands are
predominantly used by the livestock industry in the pursuit of private
gain. Hence there should be little burden upon the Federal taxpayer
to make payments to States and counties. Certainly the national
interest, and quite likely the local public interest, in these lands is less
than in the national forests. Like the forests also, the impact upon
State and local governments is relatively small. If larger payments
are wanted by local governments from these grazing lands, such in-
creases could come largely by raising the fees of the users.

In 1946 a study was made by the Bureau of Agricultural Economics
with respect to the proper allocation of costs of administration and
improvement of Taylor Grazing Act lands between the range users and
the public interest. The conclusion was reached that on the basis of
benefits “the range users’ share of Federal expenditures for grazing
district lands in the fiscal years 1944 and 1945 would have been 70 per-
cent of all costs for administration and 89 percent of all costs for
improvements.” # The study recognized that changing policies and
expenditures would also change the ratios of private and public
interests.

The principal criticism with respect to the Taylor Grazing Act
lands appears to be the low fees charged the range users.

In table 18 it is seen that national forest fees have always been 2 or
3 to 5 or 6 times the grazing district fees. Some of the explanations
offered for these wide differences in fees are the following:

1. The Forest Service reimburses permittees for range improve-
ment expenditures, whereas permittees on grazing districts often con-
tribute large sums for range improvement.

2. Forest service ranges in general have a greater value than graz-
ing districts.

7M. M. Kelso, Qurrent Issues in Federal Land Management in the Western United States,
Journal of Farm Economics, 29 (November 1947), p. 1809,

8 Allocation of Costs of Administration and Improvement of Taylor Grazing Act Lands

between Range Users and Public Interest, U, S. Department of Agriculture, Bureau of
Agricultural Economics, 1947, p. 1.
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TABLE 18.—Comparison of Grazing Fees on Nationul Foreslts and on Grazing
Districts, Selected Years 1936-53

Average national forest grazing | Fees in grazing districts, 10
fees, 11 Western States (cents Western States (cents per
Year per head per month) head per month)
Cattle Sheep Cattle Sheep

1986 - e 13. 05 3. 36 5 1
1941 e 15. 97 3. 85 5 1
19046 _ oo 27. 00 6. 25 5 1
1047 - 31. 00 7. 50 8 «1.6
1950 - 42, 00 10. 75 8 1.6
1951 . - 51. 00 12. 25 12 2.4
1952 e 64. 00 15. 25 12 2. 4
19538 - e 54. 00 11. 75 12 2.4

a Combinations of grazing and range improvement fees. For all years after 1946, the range inprovement
ee for cattle is 2 cents and for sheep, 0.4 cents .

Source: Forestfees—W. L. Dutton, “History of Forest Service Grazing Fees,” Journal of Range Manage-
ment, 6 (November 1953), p. 397; grazing district fees—Memorandum from the Director of the Bureau of
Land Management to regional administrators, December 19, 1951, and the Federal Range Code for Grazing
Districts, May 1953,

8. The forest user has an advantage in the large number of calves
and lambs under 6 months of age (which graze free) over the grazing
district user. (By fall and winter, calves and lambs going on the
range are 6 months’ old or more for which fees are charged.)

4. The stability of grazing operations on district lands is subject
to upset because of the development of need for the land for higher
uses—military, reclamation, ete.

The livestock industry argues, with much economic support, that in
the long run the range user probably pays in one form or another the
full value for the forage taken from the Federal range, regardless of
the level of fees for the use of the latter. If the fees are below their
full value, then to a large extent this difference will be capitalized into
the value of the ranch making use of the Federal range. In this way,
it is held, the range user is already being taxed on the value of the
public grazing lands. At best, however, capitalization of public
values is a long run, imperfect process.

The principal aspect of the “fee problem” today is whether to es-
tablish fees on (1) the cost of administration basis or on (2) the full
value of the forage basis, and if the latter, how shall it be done.

National Parks and Monuments

The National Park Service is the only major land-management Fed-
eral agency which is not authorized to share its revenues generally
with State and local governments. There is limited sharing in two
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particular situations. Payments are being made on Grand Teton
National Park acquired lands, and small amounts of revenue are
shared through limited grazing on park and monument lands. Also,
payments may be made out of Yellowstone National Park revenues for
the construction and operation of schools for children of park
employees.

The national park system consists of 175 areas in various categories
totaling 21.9 million acres. Of this total, approximately 14.8 million
acres are in the continental United States. In addition, the National
Park Service administers for other Federal agencies 4 recreational
areas and 1 historic site containing some 2,020,100 acres.

About five-sixths of the total park system acreage in continental
United States is in the 11 Western States and consists chiefly of public
domain lands with small percentages of purchased and donated lands.
For the Nation as a whole, however, acquired park lands total slightly
over 2 million acres.

Two aspects of the payment problem for park lands should be con-
sidered. One aspect pertains to making payments in lieu of taxes on
acquired lands. The other one is the broader question of whether or
not park revenues generally shall be subject to sharing with State and
local governments.

With respect to the first problem, there is a definite measurable im-
pact—the tax loss—when taxable land is acquired by purchase or dona-
tion for national park purposes. It appears that for acquired lands
the equitable course of action would be to make payments based upon
tax losses or to make payments equal to a low flat percent of acquisition
cost or appraised value of the land.

The case for general revenue sharing is less clear than for payments
on acquired land. The nature and location of parks and monuments,
especially in the West where acreage is large, generally result in a
rather light impact upon State and local governments. Some services,
as education and police protection, must be provided of course. There
is a substantial national interest in many parks and monuments and
thus some payment may be justified, although it need not be large.
There has been some interest in extending the national forest formula
to the national parks.

A type of payment for parks that might be more appropriate than
revenue sharing is a payment related to the ordinary-use values of simi-
lar adjacent lands. The most common uses would be timber cutting
and grazing. The lands could be appraised in terms of these resources
and then payments related to the revenues foregone by withdrawing
these lands from such ordinary uses. A precedent for this approach
has been established in the payment plan for the Superior National
Forest in Minnesota. (See discussion of this plan, pp. 142-143.)
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Two previous Federal studies, both published in 1943, recommended
that payments be made on national park lands. The Federal Real
Estate Board recommended payments only on acquired lands. “In
order to give some compensation for loss of tax base on account of
lands acquired by the National Park Service through purchase or
donation, it is recommended that a contribution be authorized amount-
ing to not more than 25 percent of receipts from visitors’ fees allocable
to these lands.” ®

The special Treasury Committee was more liberal and suggested
“that payments be made in the manner proposed for national forest
lands.” ** The latter proposal was to continue the 25-percent pay-
ments on a modified distribution basis with a minimum flat rate pay-
ment of 0.5 to 1 percent on the value of acquired lands.

Reference was made above to three types of limited payments now
being made on park lands.

It is reported that in 1947 there were 1.7 million acres of Park Serv-
ice lands being grazed with gross revenues of $13,777.* Limited live-
stock grazing is permitted not to exceed the lifetimes of the permit-
tees or duration of their businesses in certain areas which were being
grazed when the park or monument was first established. However,
it is the general policy to eliminate eventually such use of park lands.

Prior to September 1948, funds to provide elementary and secondary
education for children of Yellowstone National Park employees were
raised by the employees. The act of June 4, 1948 (Public Law 604,
80th Cong.; 16 U. S. C. 40a—40c) authorizes payments from the reve-
nues of the park to reimburse local school boards for operating costs
and to participate in the construction of facilities. Payments under
this authority have been as follows:

Fiscal year Annual costs (sc%ﬁtégﬁg?fgs)

$13,251 |____ ...

15,655 |-

15,602 | ______.

15, 800 $44, 130

- - 17, 599 7, 842

1954 (estimated) .- - __ 22,846 | ______.

The third category of payments, those made on Grand Teton Na-
tional Park acquired lands, will be discussed separately in the follow-
ing section.

9 Federal Contributions to States and Local QGovernmental Units with Respect to Fed-
erally Owned Real Estate, H. Doc. 216, 78th Cong., 1st sess., p. 24.

10 Federal, State, and Local Government Fiscal Relations, S. Doc. 69, 78th Cong., 1st
sess., p. 289.

1 J. R. Mahoney, Natural Resource Activities of the Federal Government, Legislative
Reference Service, Library of Congress, 1950, p. 28.
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Grand Teton National Park Acquired Lands

The controversial Jackson Hole National Monument was created by
Executive order of the President in 1943. The nub of the controversy
was the removal of some 50,000 acres of private land from the property
tax roll of Teton County, Wyo. by a gift of the land to the Federal
Government from John D. Rockefeller. Since the Federal Govern-
ment already owned some 93.4 percent of the land in the county, this
acquisition would leave only about 3.8 percent of the county area in
private and State ownership. The county wanted perpetual pay-
ments equal to full taxes on the proposed acquisition.

In 1950 the original Grand Teton National Park and the Jackson
Hole National Monument were consolidated to form a new Grand
Teton National Park (64 Stat. 851; 16 U. S. C. 406d-3). Payments
to compensate for tax losses on lands acquired after March 15, 1943—
the date of the Presidential proclamation creating the Jackson Hole
National Monument—were to be made as follows:

The full amount of the taxes last levied on both land and improvements are
to be paid for a period of 10 years. Thereafter declining annual payments will
be made at the rate of full taxes less 5 percent of such amount each year for 20
additional years. Thus at the end of 30 years all payments shall cease. The act
also provides that the amount of the payment in any year shall not exceed 25

percent of the fees paid by visitors to the Grand Teton National Park and to
Yellowstone National Park.

The payments are made to the State of Wyoming for distribution
to the county in which the lands are located. Payments under this
act have been as follows:

Fiscal year: Amount
1953 $48,627 (1950 and 1951 calendar year taxes.)
1954 25,761 (1952 calendar year taxes.)
1955 (estimated)———————____ 25,813 (1953 calendar year taxes.)

In view of the long controversy, this payment plan perhaps should
not be disturbed except for one reason. If uniform legislation is
adopted providing minimum payments on most categories of acquired
lands, it would appear that equity would then require a reconsidera-
tion of, and possible change in the payment plan for Grand Teton
National Park acquired lands.

Sales of Public Lands and Timber

Since Ohio became a State in 1803, the Federal Government has
been paying to the public land States 3 to 5 percent of the net receipts
from the sale of public lands within such States. Recently the Bureau
of Land Management was authorized to sell unreserved timber and
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other materials on public lands and to pay 5 percent of the net income
derived therefrom to the States (43 U. S. C. 1187).»2

Each public land State now receives 5 percent of the net proceeds
of the sales of public land and materials within its boundaries. The
balance of the net proceeds in the 16 reclamation States is credited to
the Reclamation Fund.

The various acts, dating from March 3, 1803, to June 20, 1910, pro-
vide that this revenue be paid to the States to be used for education,
roads, canals, irrigation and levees, internal improvements, or improv-
ing the navigation of rivers.*

Total payments from March 3, 1803, to June 30, 1953 to 29 States
have been $17.4 million. Eight States, of which only one is a Western
State, have received about $1 million each.

Although these payments have been increasing rapidly in recent
years, the amounts are not large enough to be very significant to any
State. Total annual payments since 1947 have been as follows:

Fiscal year: Total payments | Fiscal year: Total payments
1947 -$4, 892 1951 $59, 890
1948 9, 703 1952 68, 593
1949, 18, 600 1953 66, 655
1950 28, 753

In 1953, payments were made to 25 States of which 13 received less
than $1,000. The maximum payment was $15,200.

There are no problems with respect to these payments. There is
little, if any, impact upon State and local governments from the sale
of the land or the timber thereon. The payment on timber sales
might be regarded as a payment in lieu of stumpage taxes, but 5 per-
cent is rather low for this type of tax. Perhaps all that can be said
is that these payments add small amounts to the total payments be-
cause of the Federal ownership of the public domain lands.

Inasmuch as 95 percent of the net proceeds under these acts from the
16 reclamation States is credited to the reclamation fund, the States
receive the benefit of most of the net proceeds from land and timber
sales. In 1953, less than 8 percent of the payments were made to non-
reclamation States,

Federal Power Commission Licenses

The Federal Water Power Act of June 10, 1920 (41 Stat. 1072, sec.
17; 16 U. S. C. 810) provided that 8715 percent of charges arising

2 Raymond H. Manning (Senior Specialist in Taxation, Legislative Reference Service,
Library of Congress) Report on Tazes and Other In-Lieu Payments on Federal Property,
May 18, 1954, prepared for House Committee on Interior and Insular Affairs, Committee
Print No. 23 (834 Cong., 2d Sess.).

13 Rebecca L. Notz, Federal Grants-in-Aid to States, eto., Leglslative Reference Service,
Library of Congress, p. 46.
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from water power licenses for occupancy and use of national forests
and public lands should be paid to the State in which the lands are
located. The payment is made to the general fund of the State
government.

Total payments were at their peak in 1931 when $159,134 was paid.
During the past 6 years payments have been as follows:

Fiscal year: Total payments | Fiscal year: Total payments
1948 $25, 537 1951 $27, 013
1949 23, 372 1952 27,609
1950. 28, 315 1953 33, 531

In 1953, payments were made to 26 States with California receiving
$15,647 of the total payments of $33,531 and with 5 other Western
States receiving from $1,000 to $7,000 each. These 6 Western States
received 92 percent of the total payments.

The amount of revenue received by most States under this act is not
large enough ordinarily to be of much importance. There is very
little impact upon State and local governments. The basis of payment
is most likely the fact that the States own the beds and banks of
navigable streams and have sovereignty over the use of the water
except as to navigation. When there is development of private power
projects subject to the licensing provisions of this act, such properties
will be subject also to the regular taxation of the State and local
governments. There are no known problems pertaining to this
revenue-sharing provision.

Superior National Forest Lands in Minnesota

For the 500,000 acres of wilderness area in the Superior National
Forest in Minnesota a special payment arrangement has been set up
replacing the general revenue-sharing arrangements applicable to
other national forests. A decision had previously been made to dras-
tically curtail timber cutting in this area in order to preserve its
unique primitive beauty and set it aside as a wilderness canoe area.
As a result of this decision, counties would obviously have been
deprived of revenues which they otherwise might have anticipated
from customary timber operations in the national forests. To avoid
this hardship a special law (62 Stat. 568, 16 U. S. C. 577g) was passed
in 1948 authorizing flat payments on these lands instead of the cus-
tomary national forest shared revenues.

The plan requires the annual payment of three-fourths of 1 percent
of the fair appraised value of the forest lands which is determined
at 10-year intervals by the Secretary of Agriculture with no appeal
from his valuations. Payments are made to the State for distribution
to the counties concerned.
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Total annual payments have been as follows:

Fiscal year: Total payments | Fiscal year: Total payments
1949 $43, 548 1952 $45, 006
1950, 45,122 1953 45, 332
1951 44, 810

As an indication of the relative importance of these payments,
detailed information for the fiscal year 1953 is given.

Payments at three-
Appraised value fourths of 1 percent

County Acreage
Total Per acre Total Per acre

Cents
159,619 | $1, 698, 047 $10. 64 $12,735 7.98
180, 013 , 052, 233 11. 40 15,302 8.556
159,600 | 2,294,013 14. 37 17,205 10.78
499,232 | 6,044,293 12.11 45, 332 9.08

These payments appear to compare favorably with the national
forest 25-percent fund payments. The average payment of 9.08 cents
per acre for the wilderness area compares with an average of 6.2 cents
per acre for the 25-percent fund payment for the North Central region
of the national forests and an average of 10.9 cents per acre for all
forest regions in 1952 (table 6 above).

The payment rate of three-fourths of 1 percent compares with an
average effective tax rate of nine-tenths of 1 percent for all farm real
estate in the United States for 1952 and with an average effective tax
in Minnesota of 1.43 percent.*

Assuming that the valuations are fair appraisals, it would appear,
in view of the light impact of these wilderness lands upon State and
local governments in Minnesota, that the special payment plan for
this area is a reasonably satisfactory one for both the counties and
the Federal Government.

Reconveyed Coos Bay Wagon Road Grant Lands

The reconveyed Coos Bay Wagon Road grant lands are closely
related both in history and location to the O & C lands. This wagon
road grant included 105,240 acres. The road was constructed and title
passed to the Southern Oregon Co.

Like the O & C lands, terms of the granting act were violated and
93,000 acres were reconveyed to the Federal Government by an act
of Congress in 1919 (40 Stat. 1179). The company was compensated
for the lands at the rate of $2.50 per acre and the delinquent tax

14 Taxes Levied on Farm Real Hstate in 1952, Bureau of Agricultural Economics, United
States Department of Agriculture.
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claims were paid. After reimbursement of these items, revenues were
to be distributed as follows:

Twenty-five percent to Coos and Douglas Counties in lieu of taxes.

Seventy-five percent to the General Fund of the Treasury.

Payments to the counties were to be used for common schools, roads,
bridges, and port terminals. Apparently the counties received no
payments between 1919 and 1926.

Distribution of revenue under the above formula began in 1926 and
was followed until 1939 when the distribution formula was changed.
The 1939 act provided that 25 percent of the gross revenue should be
available for the costs of administration and the remaining 75 percent
was to be deposited in a special trust fund from which the two counties
were to receive payments equivalent to the annual taxes on comparable
private lands. Surpluses in the trust fund are paid to the Treasury
at the end of each 10-year period.

Two significant differences between the Coos Bay Wagon Road and
the O & C payment provisions may be noted :

1. In 1939 the former plan was changed from revenue sharing to
full tax-equivalent payments, whereas in 1937 the O & C plan was
changed from tax-equivalent payments to straight revenue sharing.

2. The Coos Bay Wagon Road grant lands have yielded a substan-
tial surplus to the Treasury above costs of reconveyance, administra-
tion, and payments to the counties, whereas the surplus from the O & C
lands through 1953 has been only nominal.

The financial record of the Coos Bay Wagon Road grant lands since
reconveyance is approximately as follows:

iscal .
Temlyers | Thmlves | now

Gross Income _ o oo $2, 128, 127 | $3, 247, 436 $5, 375, 563
Costs of reconveyance of lands to

government_ _ _ _ oo~ 779, 684 33, 049 812, 733
Costs of administration_ . ____ . __.__ | _________ 241, 553 241, 553
Payments to counties_._____________ 337, 111 298, 187 635, 298
Net return to Treasury. . .__._.__. 1, 011, 332 2, 674, 647 3, 685, 979

Total annual payments to Coos and Douglas Counties in lieu of
taxes on the 93,000 acres of reconveyed lands during the last 6 years
have been as follows:

Fiscal year:

Total payments | Fiscal year:

Total payments

1948__ $18, 730 1951 $29, 714

1949 * 20, 000 1952 29, 329

1950 27, 967 1953 ® 23, 000
* Estimated.

Like the O & C lands, the Coos Bay lands were on the property tax
rolls for many years. Hence, the minimum acceptable payment to
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these counties will undoubtedly continue to be the full tax-equivalent—
which has been the basis of payment since 1939.

Columbia Basin Project Lands

The Columbia Basin Project Act of March 10, 1943 (57 Stat. 19;
16 U. S. C. 835c~1) authorizes the Secretary of the Interior to enter
into agreements with any State or political subdivision thereof to
make payments in lieu of taxes on real property acquired and held
under this act. The land is acquired and held pending completion of
the irrigation projects to avoid increasing the land cost to the settlers
through private speculation.

In 1948, contracts were entered into with four Columbia Basin coun-
ties: Adams, Grant, Franklin, and Walla Walla in Washington. The
contracts provide for payment by the Federal Government of the
lesser of these two amounts: (1) The amount of taxes which would
have been levied on such settlement lands had they remained in pri-
vate ownership, or (2) 50 percent of leasing revenues derived by the
Government for such lands.

Payments have averaged from 75 to 80 percent of the taxes which
would have been levied on the lands and have been made as follows: *®

Fiscal year Adams Grant | Fraoklin | ol Total
1949 = $270 | $3,210 | $1,361 |..______ $4, 841
1950 e 542 6, 190 1, 657 $35 8,424
1951 e 374 4, 888 1, 983 72 7,317
1952 e 389 5, 092 2,109 72 7, 662
1958 e 1, 019 6, 335 7,312 72 14, 738

Funds used to make the payments are the lease revenues from the
lands or Grand Coulee power sales.

Perhaps the main criticism of this type of payment is that it is
a negotiated rather than a mandatory payment. It would appear that
all acquired conservation lands might well be subject to fairly uniform
minimum payment standards. The particular agreements under the
authority of this act appear to be generally satisfactory.

0il and Gas Lands, South Half of Red River, Okla.

A special act of March 4, 1923 (42 Stat. 1448) and a joint resolu-
tion of June 12, 1926 (44 Stat. 740) provide that 3714 percent of

18 Information supplied by the Bureau of Reclamation.
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the royalties from oil and gas land leases from the south half of the
Red River in Oklahoma is to be paid by the Department of the
Interior to the State of Oklahoma. These payments are in lien
of State and local taxes on Kiowa, Comanche, and Apache tribal
- funds, and are to be expended in the same manner as the general
Mineral Leasing Act payments for the support of public roads, public
schools, or public educational institutions.

These special payments have fluctuated considerably, being much
higher in the 1920’s and early 1930’s than in the last 15 to 20 years.
Annual payments for a few selected years and total payments to
1953 are as follows:

Fiscal year: Amount | Fiscal year: Amount
1928 $66, 876 1950 $4,125
1930 34, 303 1951 6, 164
1985 10, 464 1952 11, 790

- 1940 4,671 1953 8, 803
1945 3, 400

Total to June 30, 1953___ 651, 242

Since these shared-revenue payments are in lieu of taxes on certain
Indian tribal funds, it is problematical whether they are more or less
than tax losses on exempt property or income. Mineral production
is often subject to wide fluctuation with equally fluctuating payments.
The whole problem of the impact of tax-exempt Indian property,
Indian education and other necessary services upon State and local
government is a complex one. Without all aspects of the problem
being considered, little can be said about the adequacy of these special
Red River mineral leasing payments.

Oil and Gas Lands Added to the Navajo Indian Reservation in
Utah

Similar to the above provision is the special act of March 1, 1933
(47 Stat. 1418) which authorizes the payment of 8714 percent of the
royalties from oil or gas produced on certain lands added to the Navajo
Indian Reservation to the State of Utah. The payments are to be
made to the State government and used for tuition of Indian children
in white schools, roads across the added lands, or for the benefit of
Indians residing on the reservation.

To date there has been no production of oil or gas in the Utah area
of the reservation; consequently, no payments of any kind have been
made to the State of Utah under this act.

While potential payments from any future oil and gas production
on these lands are earmarked for benefit of the resident Indians, any
such payments would help to offset the impact of these Indians and
their general tax-exempt status on State and local governments.
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Grazing Districts on Indian Lands Ceded to the United States

Section 11 of the Taylor Grazing Act (43 U. S. C. 315j) provides
that 8314 percent of the fees received from grazing districts on Indian
lands ceded to the United States shall be paid to the States in which
the lands are located to be expended as the legislatures may prescribe
for the benefit of the public schools and roads in the counties in which
such lands are situated. This allocation differs from the general dis-
tribution of grazing district fees in two respects: 1215 percent of
other fees are paid to the States and such payments are not earmarked.

Prior to August 6, 1947, 25 percent of the grazing fees on these lands
were payable to the States for the counties.

Small acreage and small payments are involved in this program.
Total payments for several recent fiscal years have been as follows:

Fiscal year: Amount | Fiscal year : Amount
1947, $43 1950 $188
1948 245 1952 350
1949__ 130 1953 661

Most of the discussion above of the Taylor Grazing Act revenue-
sharing provisions applies to this part of the program also.

Alaska Game Licenses

The Alaska Game Law of January 13, 1925, as amended and super-
seded by the act of July 1, 1943 (48 U. S. C. 199 (k) ), provides that
the Alaska Game Commission, after retaining 10 percent of the pro-
ceeds of licenses and permits, shall pay 50 percent of the remainder
of the proceeds to the Treasurer of the Territory to be expended
through the Territorial school fund. Payments for a few selected
fiscal years have been as follows:

Fiscal year: Amount | Fiscal year : Amount
1940 $20, 281 1951 $62, 466
1944 25,118 1952 62, 316
1948 _ . 48, 260 1953__- 88, 788

The impact of the activities of the Alaska Game Commission upon
the school system seems rather remote. The share of game licenses
and permits would appear to be largely a miscellaneous source of
income for the Territorial school fund.
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Tennessee Valley Authority Properties *°

All property of the Tennessee Valley Authority is exempt from
State and local taxes, as well as all other taxes that might be imposed
on its franchises and income. Provision is made, however, for pay-
ments to the States and local units in-lieu of taxes. Payments are
made in each State in which the Authority conducts power opera-
tions and holds power property. The payments are equal to 5 percent
of the gross proceeds derived from the sale of power, and are appor-
tioned by a formula which gives equal weight to power sales and to
power property. Thus the payments to any State depend on (1)
the ratio of power sales within that State to total power sales, and
(2) the ratio of TVA power property within the State to total TVA
power property. If the amount thus apportioned to any State for
any year is less than the former State and local property taxes on
acquired power property, the difference is made up by a supplemen-
tary payment. Provision is made for payments equal to former
county and district property taxes directly to counties affected, and
the amounts so paid are deducted from amounts otherwise due to the
respective States. Amounts equal to the former municipal property
taxes are included in the payments to the States. Modifying provi-
sions require payments of at least $10,000 to each State (including
payments to counties therein).**

In the development of the legislation for TVA payments in lieu
of taxes 8 it was argued in behalf of payments that there was a need
for a tax or a substitute payment on hydroelectric power generated
from water resources of the States and sold in the market. Payments
to replace taxes levied on land acquired for reservoir purposes were
advocated. Other arguments were based on the need for compensa-
tion to the States for taxes that they would collect from the electric
power phase of the program if it were in private ownership.

The major arguments against payments were based on the danger
of moving in the direction of State and local taxation of Federal
property, the inconsistency of using Federal funds to develop an
area and making payments in lieu of taxes on such developments,
and the unfairness to the Federal taxpayers of making in-lieu pay-
ments to States without reference to the earnings of the project and
without providing for the retirement of the Federal investment.

The payments-in-lieu provisions which are contained in section 18
of the TVA Act originally provided for payment to Alabama and

18 This section is based upon TVA mimeographed publication, “Report on Section 13 of
the TVA Act,” December 1944, and Report on Taxes and Other In-Lieu Payments on Federal
Property, May 13, 1954, prepared for House Committee on Interior and Insular Affairs by
Raymond B. Manning (Senior Specialist in Taxation, Legislative Reference Service,
Library of Congress), Committee Print No. 23 (83d Cong., 2d Sess.).

1716 U. 8. C. 831-831dd.
16 U. 8. C. 831.
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Tennessee of 5 percent of the gross proceeds from the sale of hydro-
electric power. The 5 percent was payable to the State in which
the power was generated. On the additional generation at main-
stream dams attributable to reservoir dams constructed on tributary
streams the 5 percent was divided equally between the two States,

By 1940, the provisions of the 1933 act were inadequate to meet the
conditions presented by the extension of the TVA program into other
States and by the purchase of important power properties from pri-
vate utilities. Furthermore, experience had demonstrated that the
place of generation alone was not a satisfactory basis for interstate
allocation of a payment in lieu of taxes on a unified power system
including a number of interconnected steam and hydro plants. These
and various other issues came up for consideration when the States
and counties became concerned over the prospects of tax losses arising
from the purchase of the Tennessee Electric Power Co. properties
in 1939,

The law as presently in effect has been set forth above, but it is to
be noted here that by the terms of the act the 5 percent figure did not
become effective until 1949. For the years 1941 to 1949, the percentage
was graduated downward from 10 percent to 5 percent. The act fur-
ther required the TVA to make a report by January 1, 1945, on the
operation of its provisions. The general manager of the Authority in
the previously cited report declared that the section “has proved
generally successful in its operation to date. Special problems have
arisen in connection with its administration and others will undoubt-
edly present themselves in the future. This, together with the general
importance of payments in lieu of taxes by Federal agencies, indi-
cates the need for continuing study of the subject.” ** More recently
the TV A has expressed the belief that section 13 has operated, and is
operating, as satisfactorily as any scheme of Federal taxpayments or
in-lieu taxpayments is likely to operate, and that no change in it is
desirable.?®

Payments in lieu of taxes are currently running at the rate of ap-
proximately $3.6 million per year. A statement issued by the Ten-
nessee Valley Authority and reprinted in the Congressional Record 2
gives a State-by-State breakdown of a comparison of former property
taxes and tax equivalents paid by the TVA in fiscal year 1952. The
brief text and the summary for all States combined is presented
below :

The Tennessee Valley Authority during the fiscal year ended June 30, 1952,

paid to 7 States and 135 counties a total of $3,036,207 in lieu of taxes as re-
quired under section 13 of the TVA Act, amended in 1940. During the same pe-

% Tennessee Valley Authority, mimeographed report on sec. 13 of :the TVA Act.

® Letter from TVA to the House Committee on Interior and Insular Affairs, September
6, 1951, '

# Oongressional Record, Jan, 29, 1953, p. A346,
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riod, according to figures just compiled from the contractors’ annual financial re-
ports to TVA, property taxes and equivalents paid to State and local units of
government by the municipalities and cooperative associations distributing TVA
power amounted to $4,333,240.

The combined payments, totaling $7,369,447, exceed by $4,135,655 the property
taxes formerly paid on all reservoir lands and power production and distribution
properties when they were in private ownership. In comparison with this ex-
cess, the State and local business taxes, such as income, franchise, gross receipts,
hydrogeneration, gasoline, and motor-vehicle levies, applicable to the properties
under private ownership, have been estimated at about $857,000.

The following table is a comparison of the State, county, district, and munic-
ipal ad valorem taxes formerly paid on reservoir lands and on power properties
before their acquisition by the TVA and municipalities and cooperatives distrib-
uting TVA power, and the annual property taxes paid, and in-lieu payments made
during the fiscal year ended June 30, 1952:

Comparison of Former Propert'y Taxes With Ad Valorem Tazes and Tax Equiva-
lent Paid by TVA and Its Distributor Contractors, Fiscal Year Ended June
30, 1592

Former property taxes:
On TVA property: ¢
All reservoir land: ?

State and municipal $44, 662
County and distriect——__________________ 378, 085
Total e 422, 147

Purchased power property:
State and municipal-.____ . 204, 747
County and district .. 962, 425
Total — - 1,167,172

On distributors’ power property: ¢

State and municipal 900, 873
County and district e 743, 000
Total —_______________ - — - 1,643,873
Total former taxes. .- _________ _ 3,233,792

Tax and in-lieu payments:
TVA payments:

M0 SEALOS o e e e 1,917, 047

To counties. U 1,119, 160
Total — e e 3, 036, 207
Distributor payments¢. . ________________________________ 4, 333, 240
Total payments_____ e 7,369, 447

o Average property tax levies for last 2 years properties were in private ownership,
computed on basis of property held and operated by TVA on June 30, 1951.

b Reservoir land allocated to navigation and flood control as well as that allocated to
power.
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Indian Lands

The situation with respect to the tax-exempt Indian lands under the
jurisdiction of the Department of the Interior is somewhat different
from most of the other categories of public domain lands. If the
Indian reservations were largely self-contained and operated by and
for the Indians, there would be no special problem ; but such is not the
case. Here there is a substantial impact upon State and local govern-
ments, and particularly upon educational systems. There is an in-
creasing tendency in the 11 Western States for the Indian children to
attend the public schools. In fact, special Indian schools have been
abolished in some States. In addition, lands are still being acquired
for Indians, thus reducing the local tax base.

Another complicating factor in the picture is the situation of non-
Indians operating substantial acreage of Indian lands® Out of a
total of 5614 million acres in 1944, 1314 million acres were non-Indian
operated. Thus many non-Indians live on tax-exempt Indian lands,
and, of course, require governmental services.

Against these debits may be set the following credits: Small
amounts of unrestricted individual Indian lands are fully taxable,
roads are built and maintained on Indian reservations which also
benefit the public, and tuition payments are made in all of the Western
States. In 194748, a total of $828,189 in tuitions was paid either in
lump sums to 7 States under State contracts or indirectly to the school
districts in the other 4 Western States. A special revenue-sharing act
exists for certain Indian lands in Utah, but no payments have yet been
made under this act.

In this connection it should be noted that the Hoover Commission, in
its report of Indian Affairs, recommended :

1. That the Indians be integrated into the rest of the population.

2. That pending complete integration, the administration of Indian
social programs be progressively transferred to State governments.

27, 8. Department of Agriculture, Bureau of Agricultural Economics. Federal Rural
Lands, Washington, D. C.: Bureau of Agricultural Economics, 1947, p. 84.

Tablenotes—Continued

¢ Property tax levies for last year properties were in private ownership, computed on the
basis of purchased properties acquired by the several distributors to June 30, 1951,

4To determine amount of ad valorem payments shown here, social security levies and
various business taxes applicable to cooperatives in some States have been eliminated from
taxes and tax equivalents aggregating $4,671,924 charged to operations by TVA power
distributors for fiscal year 1952. Most of the municipal distributors make payments-in-lieu
of taxes only to the owner municipalities. However, the Chattanooga, Knoxville, and
Nashville power boards and several other cities in Tennessee, as well as all the municipal
power boards in Kentucky and Virginia, also make payments to the counties in which they
operate.
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8. That comprehensive program planning have as its objective

a. The transfer of all tribal property to Indian owned corporations.

b. Termination of tax exemption for Indian lands.

This long-range program may or may not be eventually realized.

Recognizing the complexities of this problem, some ?* have sug-
gested that the following steps could be taken immediately.

1. Inaugurate taxation or in-lieu payments on leases of lands to
non-Indians and acquired lands.

2. Provide more adequate tuition payments for Indian children
attending public schoals.

2 National Education Association, Status and Fiscal Significance of Federal Lande in the
Bleven Western States, 1950, p. 160,
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Chapter 13

GENERAL EVALUATION OF REVENUE.-
SHARING ARRANGEMENTS

Underlying Philosophy of Shared-Revenue Payments

The Committee’s study of Federal payments with respect to all
the foregoing types of lands indicates the absence of any uniform
set of principles defining the nature of the Federal Government’s
responsibilities to make payments to States or local governments by
reason of its property holdings. Some properties are subject to pay-
ments; some are not. For the payments which have been authorized
no common philosophy has been advanced to support them. Various
rules reflect various considerations. The result is a motley array
of payment arrangements: No payments at all in some cases, transi-
tional payments, tax equivalent payments, fixed-percent-of-value
payments, percentage of net receipts, and percentage of gross receipts,
with the latter varying from 5 percent to 75 percent.

Two different philosophies may be identified which in varying
degrees inhere in the various revenue-sharing arrangement. These
may be called (1) the Federal custodial interest philosophy and (2)
the tax equivalent payment philosophy. Conclusions with respect
to the nature and appropriate amount of payments for any par-
ticular type of Federal land holding would vary as one or the other
of these philosophies is adopted.

Federal Custodial Interest Philosophy

Under this philosophy, the Federal Government would hold and
manage land for the benefit of the people of the State where the lands
are located without any financial gain above the cost of stewardship.
Many State and local officials entertain this view especially as to public
domain lands. They hold that market prices should be charged
by the Federal Government for the exploitation of the lands and
its products with all revenues in excess of administrative costs being
paid to the State and local governments. There is no shared-revenue
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program which conforms perfectly to this philosophy, although pay-
ment plans for the O and C lands, the Taylor Grazing Act lands,
and for mineral leases reflect a good deal of it.

A modification of this philosophy would treat as beneficiaries of the
Federal land holdings the people in a general region not limited
to the particular State where the Federal lands are located. The
Taylor Grazing and Mineral Leasing Acts seems to reflect such a phi-
losophy more than any other payment arrangement.

There are, of course, those who maintain that the Federal lands
are held for the benefit of all of the citizens of the country, and national
benefits from Federal holdings are cited in support of this view. Such
a view would challenge any revenue sharing with State or local
citizens on any Federal custodial interest theory.

Where revenues from Federal lands are shared with local govern-
ments or States or utilized for the benefit of particular regions, it is
arguable that the percentage distributions of revenue among the
different levels of government reflect the varying degrees of bene-
ficial interest on the part of those different levels of government in
the Federal holdings as determined by Congress. Actually, there
is diversity of opinion as to the proper percentage to be allocated
to States or local governments even where revenue sharing is endorsed
as an appropriate payment arrangement. Many people accept the
historically developed State and local shares of 25 percent and 3714
percent of gross revenues as satisfactory. Others, apparently think-
ing in terms of a Federal and State/local partnership, would recom-
mend a 50-50 split of the gross or net revenue. Still others suggest
a sharing in accordance with whatever the typical sharing ratio of
landlord and tenants might be with some suggesting that such a ratio
be 60—40 with the lesser amount going to the State or local government.

Tax Equivalent Philosophy

This philosophy would consider that shared-revenue arrangements
should produce for States or local governments the amount which
would be paid in property taxes by a nondelinquent private owner.
Revenue sharing thus would be considered merely a convenient device
for discharging the normal responsibilities of a local property owner.
The Federal Government would be considered the same as any private
owner of property. This philosophy encounters some difficulty with
respect to public domain lands which have never been on local tax
rolls.

‘Whatever philosophy may lie behind any particular revenue-sharing
arrangement, it is clear that the tax equivalent amount is the standard
most commonly utilized to evaluate the sufficiency of payments. It
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is the customary yardstick to which local, State and Federal officials
constantly refer in discussing the adequacy of any payments. And
most people regard a tax equivalent payment as providing all the
revenue that State and local governments are entitled to receive from
Federal holdings. Some persons have suggested a variation of the
tax equivalent standard to require minimum payments equal to the
added costs imposed on local government by the Federal holding and
maximum payments equal to full tax equivalents. Actual payments
would be determined by negotiation at some point between these limits.

Many of the shared-revenue plans are explainable in terms of the
tax equivalent philosophy. The tax equivalent as a standard of pay-
ment may be found in the programs involving Coos Bay Wagon Road
grant lands, Grand Teton National Park acquired lands, Columbia
Basin project lands, and Superior National Forest lands.

General Conclusions

1. In general, the existing revenue-sharing arrangements are oper-
ating satisfactorily. There is a general absence of criticism and agi-
tation for change.

2. While uniformity in payment provisions throughout the various
shared-revenue programs would seem desirable as a general proposi-
tion, the diversity in the various land use programs and in their his-
torical setting suggests that absolute uniformity in payment provisions
would produce disuniform results from the standpoint of equity.

3. In general, restrictions upon State or local use of the Federal
payments to federally chosen objectives are unnecessary, productive
of State and local dissatisfaction and in some cases positively preju-
dicial to good fiscal management by local governments. Furthermore,
they are inconsistent with the maintenance of independent local self-
government.

4. It appears generally desirable that Federal revenue-sharing pay-
ments be made to the general fund of the State governments—espe-
cially where the alternative is payments to great numbers of counties
or local governmental units. In some cases the legislatures should
have authority to determine the allocation and use of the revenue.
In other cases, the States should be required to make payments to
the counties where the Federal lands are located.

5. In general, the Federal Government should not acquire land by
purchase, exchange, or donation without making adequate payment
to compensate for local property tax losses unless the Federal acquisi-
tion serves primarily a local purpose.

6. In view of the general acceptance of and satisfaction with shared-
revenue arrangements on Federal lands, especially those related to the
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public domain, revenue sharing should be continued as the general
basis for making payments to State and local governments by reason
of Federal ownership of lands. However, in some situations where
public policy requires a land utilization productive of almost no
income from such lands, some supplementary or substitute payments
are necessary if State or local governments are to receive any payments
at all. The same observation may be made with respect to other lands
which by reason of their physical condition are incapable of producing
more than a low level of income receipts. In such cases, substitute or
supplementary payments may be appropriate. Their amounts may
be measured by tax equivalent standards to produce either full or
partial payments in lieu of taxes.

7. For some lands unique factors indicate that payments in lieu of
taxes are generally preferable to revenue-sharing arrangements.
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Chapter 14

RECOMMENDATIONS

National Forests

Recommendation 9:

The Committee recommends that the present arrangements whereby
the Federal Government shares revenues with States for the benefit
of counties containing national forest lands be continued with the fol-
lowing modifications:

a. The 25-percent fund should be based upon a centered moving
5-year average of income receipts from the particular national forest.

b. Income receipts should include the value of national forest
timber exchanged for private or State-owned lands.

c. The restriction upon local use of the Federal payments to ex-
penditures for roads and schools should be eliminated.

d. For national forest lands acquired hereafter or within the period
of 10 years immediately prior to the enactment of authorizing legis-
lation, transitional payments in lieu of taxes on a declining basis
should be paid to the States for the benefit of the counties where
such lands are located.

By and large, the present revenue-sharing arrangements on national
forests are operating to general satisfaction. Neither practical nor
theoretical considerations require replacement of this revenue-sharing
arrangement with some other Federal payment procedure. The 25-
percent share of receipts payable by the Federal Government appears
generally fair and reasonable and should not be disturbed. The
existing apportionment of income receipts among the States for the
benefit of counties on the basis of area of national forests in the States
and counties appears to be quite satisfactory. Other apportionment
bases are alleged to accomplish a more equitable distribution of income
receipts. Whatever validity can be ascribed to such a view, the Com-
mittee believes that maintenance of the existing, easily understood
formula which offers the fewest apportionment complications is the
most desirable course to follow. The present requirement that 10
percent of the income receipts originating in any State be expended by
the Federal Government for forest roads and trails within that State
should also be continued.
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The recommendation that the 25-percent fund be computed on a
5-year average of income receipts instead of upon the present annual
basis is designed to secure a greater stability in shared-revenue pay-
ments and thus facilitate budgeting problems of the recipient counties.
Instead of an average based upon receipts for the past 5 years, a
centered moving 5-year average is proposed.! 'This will avoid penaliz-
ing local governments in periods of rising receipts such as the present
time.

Inclusion of the value of national forest timber exchanged for pri-
vate or State-owned land within the income receipts subject to shared
revenues will eliminate a feature of the present paying arrangements
which has been most widely assailed by local governments as incom-
patible with equity and the general intent of the revenue-sharing ar-
rangements. Of course, when timber and land are exchanged for
timber and land, the value of timber transferred away from the
Federal Government, should be reduced by the value of timber re-
ceived by the Federal Government for purposes of calculating income
receipts.

The elimination of the present restriction upon the local use of the
Federal payments to expenditures for schools and roads will free local
government to spend their shared-revenue receipts to meet locally
determined needs. The result will not only facilitate better fiscal
management by local governments but will return to them powers of
local self-government which they should possess.

To meet the “acquired land” problem it is proposed that lands
acquired for national forests be subject to the transitional payments
described in Recommendation 6 of chapter 8. Acquired lands are
limited to those which at the time of acquisition were subject to taxes.
Such transitional payments should be made to the States for the
benefit of the counties in which the acquired lands are located and
should be deducted from any national forest shared revenues payable
from such lands to the State for the benefit of such counties. The
transitional payments on acquired national forest properties just as for

1A 5-year *centered” moving average would involve a provisional payment and an
adjustment two years later.

(a) As a provisional payment each county would receive annually 25 percent of gross
receipts (apportioned as at present) averaged over the last 5 fiscal years. For example, at
the close of fiscal year 1955, each county would receive 25 percent of gross receipts averaged
over the years 1951, 1952, 1958, 1954 and 1955. The average may be called the provisional
average for 1955.

(b) An adjustment would be made 2 years after the provisional payment to reflect a
b-year average of gross receipts centered about the year in question as a midpoint. For
example, the year 1955 is the midpoint for the 5-year period—1953, 1954, 1955, 1956 and
1957. Comparison of the centered average and the provisional average for 1955 will then
indicate whether an additional payment is due the county for that year or whether there
has been an overpayment. In the latter event, the excess may simply be withheld from
the current provisional payment to the county in question.

The method outlined will be simple in operation since the provisional average for any
given year will be identical with the centered average for the second year previous,
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other properties might be based upon tax equivalents as measured by
the average taxes on the property in the last 2 years before the Federal
acquisition.

Mineral Leases

Recommendation 10:
The Commitee recommends the continuation of the present arrange-
ments for the distribution of the proceeds of mineral leases among
the States with the following modifications:

a. The restriction upon the use of funds to expenditures for schools.
and roads should be eliminated.

Considerable attention was given to the appropriateness of the
present 8714 percentage of receipts distributed to the States especially
in view of some local requests that this percentage be increased. The
Committee concluded that any justification for increasing the percent-
age is dependent upon the weight given to the philosophical concept
that the Federal Government holds mineral leasing lands for the
benefit of the people of the State where those lands are found. The
Committee is in no position to decide such a question. The present
87Y,-percent rate of distribution is adequate to replace whatever
receipts the States would derive from taxation if the mineral lands
were privately owned. The 8714-percent rate also bears some analogy
to the rate of distribution in the case of national forest lands (25-per-
cent distribution plus 10 percent expended on roads and trails)
although there is no necessary relationship between shared revenues
on national forests and those on mineral lands. These are, in general,
ex post facto rationalizations of the present percentage. The legisla-
tive history of the Federal decision to establish that percentage at 3714
percent indicates that the decision resulted from a compromise and was
rather arbitrary, though not for that or any other reason necessarily
unjust. The fact that Congress determined to return to the States
via the Reclamation Fund an added 5214 percent of the income
receipts from mineral lands, reserving only 10 percent of those receipts
for Federal administrative costs lends some credence to the claim that
Congress has recognized the custodial philosophy with respect to
mineral lands. Complete adoption of such a philosophy would sug-
gest the propriety of returning to each State all Federal receipts from
mineral lands within the State minus any Federal costs of adminis-
tering the program. It may be claimed that in a general way this is
now being done since the group of States receiving the benefit of the
5214 percent-contribution to the Reclamation Fund are generally the
same States containing the mineral lands. However, the individual
States do not share in the Reclamation Fund in direct proportion to
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contributions to that fund from mineral leases within the individual
States. This fact challenges the view that Congress has recognized
the custodial philosophy. The Committee is unable to determine
the extent, if any, to which the present revenue-sharing arrangements
indicate Federal recognition of the custodial principle. If they are
based upon any such principle at all, the existing arrangements may
be interpreted as indicative of the extent to which Congress has been
willing to recognize a State’s fair share of receipts under the cus-
todial theory. This congressional decision rests upon political deter-
minations which this Committee is unable to evaluate. What is clear
is that the present arrangements do adequately protect the States from
any tax “losses” by reason of the Federal ownership.

In accordance with the Committee’s general recommendation that
Federal restrictions upon State or local use of their shared-revenue
receipts be eliminated except where they may be specifically justified,
the Committee recommends elimination of these restrictions on shared
revenues from mineral leases. Limitations on use are not so burden-
some where the recipient is a State rather than a local government
operating within smaller budget possibilities, but the principle remains
valid in any event. The present limitation of expenditures to roads
and schools for mineral lease shared-revenue receipts is not partic-
ularly burdensome to the States, but it-is an unnecessary Federal
control over State funds which should be eliminated.

Oregon and California Revested Lands (O and C Lands)

Recommendation 11:

The Committee recommends that the present arrangements pertain-
ing to the sharing of the revenues from the O and C lands with the
counties in Oregon should be continued with the following modifica-
tions:

a. Asa permanent policy

(i) Fifty percent of the gross receipts from O and C lands, in-
cluding the controverted lands, should be paid annually to the
State of Oregon with the proviso that sums fully equivalent to taxes
on the O and C lands should be paid to each of the counties contain-
ing O and C lands. Any excess revenue above the total tax equiva-
lent payments to the counties should be allocated as the State
legislature may provide.

(ii) As much as necessary of the remaining 50 percent of the
receipts, including those from the controverted lands, should be
used by the Federal Government to achieve a maximum sustained
yield from the forests. Any receipts not so used should be paid
into the General Fund of the Treasury.
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(iii) The effective date of the permanent plan should be the
date of completion of the timber inventories on O and C lands
and the reassessment project by the Oregon State Tax Commission
now in progress, but not later than 1960.

b. In the interim period before the permanent plan is put into effect

(i) Fifty percent of the gross receipts should be paid directly
to the State of Oregon with the provmo that all of the revenue
should be paid to the counties containing O and C lands under the
existing distribution formula.

(i1) The present temporary arrangement for prov1dmg access
roads from O and C forest receipts should be continued.

While the history of legislation and other developments concerning
the O and C lands lends some support to the theory that the United
States interest in these lands might be a mere custodial one for the
benefit of the people of the area concerned, it is more compatible with
the idea that the Federal Government intended and the county gov-
ernments expected that Federal payments equating taxes would be
made on these lands. The original revestment act provided for 25
percent of shared revenues as payments in lieu of taxes after re-
ceipts had discharged Federal costs of compensating the former rail-
road owner and of paying off delinquent tax claims. Later in 1926,
after receipts had not proved sufficient to discharge tax equivalent
payments to the counties, over $7 million was appropriated to liqui-
date past deficiencies in the tax equivalent payments and a statute
reaffirmed the continuance of future payments in lieu of taxes. 'When
at the end of another decade, income from the O and C lands was still
insufficient to satisfy tax equivalent payments to counties, new legis-
lation was enacted increasing from 25 to 50 the percentage of receipts
payable to counties “in lieu of current taxes” and providing for one-
half of the balance to be paid to the counties after accounts had been
settled for past deficiencies in tax equivalent payments and one-half
to be used for forest administration and management costs, with un-
used portions to go into the old O and C funds to reimburse the Federal
Government for past expenditures relating to O and C lands. The
counties, then unaware of future developments, opposed the shared-
revenue formula, clinging to the claim that the Federal Government
should pay the equivalent of ad valorem taxes. This history clearly
reveals a Federal intent and a local expectancy of Federal payments
equating taxes. And although the pattern of annual payments has
been irregular, total payments over the years have, in fact, generally
equated the taxes which would have been received by the counties had
the lands been in private ownership.

The Committee recommends that the permanent policy of the Fed-
eral Government be to authorize a system of payments for the bene-
fit of the O and C counties which, over the years, will equate the taxes
which the lands would yield in private ownership. The present statu-
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tory provision of 50 percent of gross receipts “in lieu of current taxes”
based upon present and probable future timber operations seems more
than ample to secure to the counties tax equivalent payments. The
Committee, therefore, recommends that, as a permanent policy, pay-
ment of 50 percent of the gross receipts from the O and C (including
the controverted) lands continue to be paid. In keeping with the
Committee’s general recommendations that shared-revenue payments
be made to the State, rather than to counties, the Committee makes a
similar recommendation for the O and C lands. A condition should
be attached, however, obligating the State to make annual payments to
the O and C counties fully equivalent to taxes on the lands. Any ex-
cess over the tax equivalent amounts in the hands of the State from
the 50 percent shared-revenue fund should be available for whatever
use the State legislature considers appropriate. The State legislature
might choose to place such excesses in a fund to discharge tax equiva-
lent payments to O and C counties in future years when 50 percent of
the O and C revenues may fail to produce sums equaling tax equiv-
alents. In any event, the Federal Government should consider those
annual payments exceeding tax equivalent amounts as a justification
for maintaining the shared-revenue percentage at 50 percent in fu-
ture years, when, and if, that percentage because of reduced timber
operations fails to produce tax equivalent amounts.

The Committee proposes that the remaining 50 percent of gross
receipts be used to whatever degree necessary to achieve a maximum
sustained yield on O & C lands. Such expenditures for forest man-
agement and building of access roads, will, of course, help guarantee
the sufficiency of the 50 percent shared-revenue payments to produce
tax equivalent amounts and even more. The Committee believes that
its proposal will meet with favor from most local, State, and Federal
officials.

The above plan cannot be smoothly put into operation at the present
time. When timber inventories on the lands and the reassessment
project of the Oregon State Tax Commission are completed, the plan
should be inaugurated. At the latest, it should be put into effect
by 1960.

Until such time as the above arrangements are made, the Commit-
tee recommends an interim arrangement. Under this arrangement
50 percent of the gross receipts should be paid to the State of Oregon
for transmittal to the O and C counties under the existing distribution
formula. In addition, the present temporary arrangement for pro-
viding access roads from forestry receipts should be continued. These
recommendations will generally continue existing practices, insure
the O and C counties even more than tax equivalent payments, and
aid in developing the forest for increased timber operations and
resultant revenues until such time as the permanent system is installed.
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Corps of (Army) Engineers Flood Control Lands

Recommendation 12:;

The Committee recommends that the present arrangements whereby
the Federal Government shares revenues from flood-control lands of
the Corps of Engineers with States for the benefit of counties where
those lands are located be continued with the following modifications:

a. The annual payments should be based upon a centered moving
5-year average of income receipts from such lands in each county.

b. Receipts from mineral leases upon the flood-control lands should
be separated from other receipts and payments for the benefit of
counties from such receipts limited to 25 percent.

c. For lands acquired since the cutoff date specified in Recommen-
dation 4, the Federal payments to any county in any year should not
be less than a payment in lieu of taxes calculated in accordance with
the rules described in Recommendation 3.

Revenue sharing is not an entirely satisfactory type of Federal
payment for flood-control lands which for the most part are acquired
lands. Income receipts are irregular, resulting payments have little
relationship to tax losses, and revenue sharing payments take no ac-
count of local benefits from the Federal property. It does not appear,
however, that Federal payments based upon tax losses with adjust-
ments for local benefits are an altogether satisfactory substitute for
the present arrangements. Tax equivalent payments on lands which
have always been in the public domain would seem inconsistent with
settled policies which are widely accepted. Furthermore, conversion
from one system of payments to another often results in reduced
payments to particular local governments and in some cases these re-
ductions may be very significant. In balancing considerations the
Committee has concluded that continuation of the present system of
revenue sharing is the most desirable course to follow. This system,
however, may be greatly improved by a few modifications.

The Committee recommends continuation of the present local share
of revenue receipts at 75 percent. It is recommended, however, that
the local share of receipts from mineral leases upon flood-control lands
be confined to 25 percent. In effect, receipts from mineral leases
would be separated from other receipts and the local distributive
shares of 25 percent and 75 percent calculated for each fund respec-
tively. It seems essential to limit the local share from the mineral
receipts to avoid disproportionate windfall gains to counties upon
which oil or other valuable minerals may be discovered. This recom-
mendation will bring the local share of receipts from both mineral
and nonmineral sources of flood-control lands in line with those rec-
ommended by the Committee for wildlife refugee lands.
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The annual payments which are now often irregular should be made
more stable. This can be accomplished by basing the payments made
for the benefit of each county upon a centered moving 5-year average
of income receipts from flood-control lands in each county.

Finally, the Committee recommends that for lands acquired since
the cutoff date specified in Recommendation 4, the Federal payment
to any county in any year be not less than a payment in lieu of taxes
calculated according to the rules described in Recommendation 3.
The effect of this provision is to build a floor beneath which shared-
revenue payments to counties containing such lands cannot fall. In
effect, for such lands, counties would receive either the shared rev-
enues paid under the existing formula or a payment-in-lieu of taxes—
whichever is more. This guarantee of a minimum payment is not
merely transitional but enduring. For property acquired since the
cutoff date specified in Recommendation 4, there is some justification
for eliminating the shared-revenue arrangements entirely and replac-
ing them with payments in lieu of taxes. However, some counties
may under shared-revenue arrangements be securing a more generous
return than payments-in-lieu would provide and it seems unneces-
sary to disturb such arrangements.

Boulder Canyon Project

Recommendation 13:

The Committee recommends that the present payments now being
paid annually to Arizona and Nevada under the Boulder Canyon
Project Adjustment Act of 1940 be continued within the framework
of a system of payments in lieu of taxes proposed by the Committee
in Recommendation 3 for Federal power projects generally. The
Committee therefore recommends:

a. As to power properties, Federal payments in lieu of taxes should
be made in accordance with the rules described in Recommendation 3.
All such payments made to the State or local governments of Arizona
and Nevada should be deducted from the $300,000 now being paid
annually to each of these States under the existing arrangements.

b. As to nonpower properties, these should be classified according
to their use and the Federal payment obligation determined in accord-
ance with the appropriate Committee recommendation for similar
properties as set forth in chapter 8 of this report.

The Committee believes that properties of the Boulder Canyon
project should be generally subject to the same payments in lieu of
taxes as have been recommended generally for Federal multiple pur-
pose power projects (see p. 62 of this report). The Committee does
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not, however, wish to disturb the existing payment provisions which
have been established by specific legislation. The above recommenda-
tion will achieve these two purposes.

Wildlife Refuges Under Migratory Bird Conservation Act

Recommendation 14:
The Committee recommends that the present revenue-sharing ar-
rangements pertaining to wildlife refuges be continued with the fol-
lowing modifications:

a. Payments should be made to the States for the benefit of the
counties in which such lands are located.

b. Payments from nonmineral receipts derived from such lands
should be increased from 25-percent net to 75-percent gross.

c. Payments from mineral lease receipts derived from such lands
should be limited to 25 percent of such receipts.

d. Payments from both the 25-percent and 75-percent funds should
‘be based on a centered moving S5-year average of income receipts.

e. For lands acquired since the cutoff date specified in Recommen-
dation 4, the Federal payments for the benefit of any county in any
year should not be less than a payment in lieu of taxes calculated
in accordance with the rules described in Recommendation 3.

f- The restriction upon local use of Federal payments to roads and
schools should be eliminated.

In the Committee’s opinion it is necessary to increase the local gov-
ernments’ share of the income receipts from wildlife refuge lands.
To a considerable extent these are acquired lands and the present local
share is generally inadequate to replace the loss of former tax revenues
from such lands even though they are usually of low value. The
Committee has recommended that the local share of nonmineral in-
come receipts be increased from 25 percent to 75 percent and be cal-
culated on a gross basis. This increase will make the local share of
income receipts from the wildlife refuge lands equal to that from
flood-control lands under the Corps of Engineers. In many respects
the two types of lands are similar., From the standpoint of national
versus local interest in each type of land the local share should be at
least as great in the case of wildlife refuge lands as in the case of flood-
control lands. The latter often serve a considerable local interest; the
wildlife refuges rarely do. This percentage increase in the local share
will not be of great significance to most governments affected, since
almost half of the counties receiving shared revenues from wildlife
refuges in 1953 received less than $100 and almost 80 percent received
less than $1,000. A more liberal Federal recognition of its responsi-
bilities as a local property owner will, however, considerably improve
Federal-State-local relations in the relatively few counties involved.
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No increase is recommended in the local share of income receipts
on wildlife refuge lands attributable to mineral leases. The present
25 percent is regarded as adequate.

In order to stabilize the income of local governments from the wild-
life refuge sharing arrangements, it is recommended that payments
from both the 25-percent and 75-percent funds be based on a centered
moving 5-year average of such income receipts. Increased stability in
these payments will permit local governments to improve their budget
and fiscal practices.

In keeping with the Committee’s view that all Federal restrictions
upon the local use of shared-revenue payments be eliminated and that
Federal payments be made to the States for the benefit of inferior
political subdivisions rather than directly to those subdivisions, specific
recommendations to that effect are made concerning the shared reve-
nues from wildlife refuges.

In order to meet the problem of tax loss on acquired lands, the Com-
mittee has made recommendations to assure payments in lieu of taxes
on such lands. This payment would be available to any local govern-
ment which has lost taxable lands through Federal acquisitions for
wildlife refuges at any time since the cutoff date specified in Recom-
mendation 4. The payments would be calculated by reference to the
rules described in Recommendation 3 for payments-in-lieu generally.

Submarginal Lands Held by the Forest Service

Recommendation 15:

The Committee recommends that present revenue-sharing arrange-
ments be replaced by those contained in Recommendation 9 for na-
tional forests.

The submarginal lands in land utilization projects are now adminis-
tered by the Forest Service rather than by the Soil Conservation Serv-
ice. It is the Committee’s understanding that it is the present policy
of the Department of Agriculture to dispose of those submarginal
lands suitable for agricultural use and to integrate the remaining
lands with the national forests. These facts suggest that submarginal
lands might well be integrated for payment purposes with the national
forest lands and the Committee so recommends.

Taylor Grazing Act Public Lands

Recommendation 16:

The Committee recommends that the present revenue-sharing arrange-
ments pertaining to Taylor Grazing Act lands should be continued
with the following modification:
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a. Elimination of the present restriction to roads and schools now
limiting local use of Federal payments from grazing districts on
Indian lands ceded to the United States.

The principal factors responsible for the decision to recommend
no important changes in the payment arrangements pertaining to the
Western range lands were the following: (1) The general satisfac-
tion that prevails in the West with respect to the provisions; (2) the
fact that larger payments should be conditional upon at least a com-
mensurate increase in the grazing fees; and (3) the fact that a very
large portion of the current payments is not used for governmental
purposes but is used for range improvement and thus largely for
private benefit.

There are no limitations on State or local use of the Federal pay-
ments except for receipts derived from grazing fees on Indian lands
ceded to the United States. Although the latter receipts involve
only a few dollars and are of no significance, it is proposed that the
restriction be eliminated in keeping with the Committee’s general
recommendation to eliminate use limitations in all shared-revenue
programs,

National Parks and Monuments

Recommendation 17:

The Committee recommends that Federal properties in national parks
and monuments remain generally exempt from taxation or any re-
quirement of payments in lieu of taxes except as follows:

a. On lands acquired since the cutoff date specified in Recom-
mendation 4, which were subject to local taxation at the time of
acquistion, annual payments in lieu of taxes should be made for the
benefit of the local taxing districts involved in accordance with the
rules described in Recommendation 3.

b. Similar payments in lieu of taxes should be made on improve-
ments such as federally owned lodges and hotels acquired or con-
structed since the cutoff date specified in Recommendation 4.

¢. On lands dedicated to national park or monument purposes since
the cutoff date specified in Recommendation 4 which, at the time of
such dedication, were subject to revenue-sharing arrangements, annual
payments should be made for the benefit of the local taxing districts
equivalent to the average shared-revenue payments received by such
taxing districts from activities on the lands affected during the 10 years
immediately preceding the dedication to national park and monument
purposes.

d. All payments described herein should be made to the State for
the benefit of the counties in which the lands are located.
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The Committee believes that it is generally desirable to keep the
national parks and monuments free from any tax or payment-in-lieu
obligation to local governments. The lands involved, for the most
part, are part of the public domain which has never been subject to
local property taxation. Local communities have grown up around
this fact and there has been general acceptance of the Federal tax
immunity with respect to these lands.

While national park lands serve a considerable local purpose in
making attractive recreational areas easily available to local residents,
it is clear that they serve primarily a national purpose rather than a
local one. In this light it would appear appropriate for some Federal
payment to be made to local governments with respect to lands which
have not always been tax immune as part of the public domain. It is,
moreover, clear that local taxing jurisdictions should be protected from
loss of revenue arising from new Federal acquisitions for national
park purposes. The Committee has, therefore, recommended that
compensating Federal payments be made to local governments whose
income receipts have been adversely affected by new Federal acquisi-
tions. In keeping with the Committee’s general recommendation of
a 1939 cutoff date, payment would be limited to those lands acquired
for national park purposes after that date. Where such acquisitions
involve property which has been subject to local taxation, annual pay-
ments-in-lieu are recommended to be determined in accordance with
the rules described in Recommendation 8 for payments-in-lieu gen-
erally. Where the new acquisitions involve other Federal lands,
which though not subject to local taxation, have been subject to
shared-revenue requirements, an appropriate payment related to the
past shared-revenue receipts should be made. This payment should
be measured by the amount which the local government is accustomed
to expect from the preexisting shared-revenue arrangements. For
that purpose the Committee recommends that the amount be estab-
lished on a fixed basis as the average of the shared-revenue payments
received by the taxing districts from the lands involved during the
10 years immediately preceding the dedication of the lands to park
purposes.

All payments should be made to the States for the benefit of the
counties in which the lands are located.

Grand Teton National Park Acquired Lands

Recommendation 18:

The Committee recommends that the present payment arrangements
be replaced by those contained in Recommendation 17 for national
parks and monuments.
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Since the Committee has recommended the extension to all national
parks of the principle already adopted for Grand Teton National
Park, namely, that local taxing jurisdictions be protected from reve-
nue losses arising from new acquisitions for park purposes, it seems
clear that the payment arrangements effectuating that principle should
be made uniform for all national parks. It has been proposed, there-
fore, that the present transitional payments on Grant Teton National
Park lands be replaced by the permanent payments-in-lieu of taxes
recommended for other national parks.

Sales of Public Lands and Timber; Federal Power Commission
Licenses; Superior National Forest Lands in Minnesota;
Reconveyed Coos Bay Wagon Road Grant Lands; Oil and
Gas Lands, South Half of Red River, Okla.; Oil and Gas
Lands Added to the Navajo Indian Reservation in Utah; and
Alaska Game Licenses

Recommendation 19:

The Committee recommends that the present payment arrangements
pertaining to these various lands and licenses should be continued
with the following modification:

a. The restriction upon the State or local use of the Federal pay-
ments to roads and schools and other specific purposes should be
eliminated from the following shared-revenue arrangements:

(i) Sales of Public Lands and Timber.

(ii) Reconveyed Coos Bay Wagon Road Grant Lands.

(iii) Oil and Gas Lands, South Half of Red River, Okla.

(iv) Oil and Gas Lands Added to the Navajo Indian Reservation
in Utah.

- (v) Alaska Game Licenses.

In general, all the above shared-revenue programs appear to be
reasonably satisfactory and the Committee recommends no change in
them except for those described in paragraph (a) where the restric-
tions upon State or local use of the Federal payments should be re-
moved. This latter recommendation is in keeping with recommenda-
tions which this Committee is making for all shared-revenue programs
generally.

Columbia Basin Project Lands

Recommendation 20:

The Committee recommends that the payments in lieu of taxes pro-
vided for these lands by the Columbia Basin Project Act of March
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10, 1943 (57 Stat. 19; 16 U. S. C. 835 (c-1)) be replaced by the pay-

ments in lieu of taxes as described in Recommendation 3.

The main criticism of this type of payment is that it is a negotiated
rather than a mandatory payment. Since the Committee has recom-
mended general payment standards applicable to this type of land,
there appears to be no reason why these lands should not be subject
to such standard payment provisions.

Tennessee Valley Authority Properties

Recommendation 21 :

The Committee recommends that the existing revenue-sharing ar-
rangements be continued as payments in lieu of taxes on power prop-
erties. For nonpower properties the Committee recommends that
they be classified according to their use and that payments with ref-
erence to them be determined in accordance with the applicable
recommendations of chapter 8 of this report.

The explanation of the Committee’s proposal may be found at
pp. 62-63 of this report.

Indian Lands

The Committee comsiders that the problem of tax immunity per-
taining to Indian lands is so closely related to the general Federal
policy with respect to Indians that it is inappropriate to make a recom-
mendation concerning the tax status of such lands apart from a re-
appraisal of the entire Federal policy respecting Indians. Such a
comprehensive reappraisal has not been within the Committee’s terms
of reference.
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SEPARATE STATEMENT BY CHARLES F. CONLON

I think that industrial and commercial installations owned but not
directly operated by the Federal Government should be subjected to
direct taxation under the generally applicable property tax laws of
the States and local governments. Personal property incidental to
or used in these installations should be similarly treated.

As to other properties, where the in-lieu approach is appropriate
under the principle laid down in the Committee report, I think the
United States should not be bound by local review procedures in those
cases where the valuation originally submitted by the assessing author-
ity is regarded as excessive.

Use of Tax Procedures

Everyone who has studied the matter of Federal payments to State
and local government with respect to Federal property holdings con-
cedes that the problem is a complicated one even though a good case
may be made in favor of at least some payments for some properties.
The complexities of the matter are evident from the various reasons
advanced to support the case for payments, among which might be
mentioned :

1. Where properties serve national or broad regional purposes, it is
fitting that local costs associated with property ownership be a na-
tional and not a local cost.

2. Where acquisitions of previously taxable property are made the
impact on local revenues caused by the removal of the property from
the tax rolls may be very serious.

3. Continuation of tax exemption tends to prevent the disposition
of Federal property which is suitable for private development and
not necessary to be held for conservation or similar purposes.

4. Continuation of the tax exemption appears to lead to a constant
increase in the amount of commercial and industrial property not
subject to state and local taxes.

5. Tax-exempt status gives rise to discriminations and inequalities
in the conduct of private business operations. For example, where
Federal properties are used for commercial and industrial purposes
and not operated directly by the United States, the private operator
of the facility may enjoy a competitive advantage over others in the
same business who operate privately owned facilities.

171



A consideration of these diverse reasons indicates that it is not feasi-
ble to devise one principle uniformly applicable to all situations
involving Federal ownership. In one case the emphasis is on factors
or circumstances which in another instance would be irrelevant. A
consideration of the variety of Federal payment provisions presently
authorized by Congress leads one to the same conclusion.

Despite the variety of factors involved in the Federal property
situation, considered on an overall basis, it is possible, nevertheless, to
single out an important group of these properties for which a well
defined solution may be proposed. These properties are the industrial
and commercial types described in the first paragraph of this state-
ment, and the solution is the one there recommended-—to subject them
to the property tax. The reasons which persuade me to recommend
that they be subjected to the tax process are as follows:

1. Tax exemption for this type of property means that important
segments of economic activity are removed from the State and local
tax base. The important role of Federal expenditures in the national
production picture is the subject of frequent comment. Yet the fact
that this activity conducted through private contractors may be
insulated from State and local taxation often escapes attention.

This withdrawal of important segments of economic activity from
the State and local tax base is not limited to the Federal ownership
problem. The Federal ownership phase here under discussion is only
one aspect of a much broader problem involving the whole range of
excises applicable to business operations.

2. Since these properties are operated to all intents and purposes
as private facilities by private managers and with private employees,
the property tax approach is desirable, because it would apportion
costs on the same basis as that applicable to similar privately owned
property. The use of the property tax approach will not solve all
problems attributable to Federal operations in a community, but it
will at least eliminate any problems created solely by the exemption
of Federal property from taxation, and it will do so on the same basis,
i. e., the property tax basis, commonly accepted as appropriate for
private property of a similar type.

3. The property tax approach reduces the potential administrative
burden on the part of the property-owning agencies of the United
States which the in-lieu method would involve. Under the property
tax approach, existing property tax administrative machinery includ-
ing established review procedures would be utilized. The avail-
ability of these procedures is certain because a tax in the conventional
meaning of the term would be assessed against the properties. On
the other hand, there are some technical difficulties to be faced in the
implementation of the Committee’s recommendation in this respect.

4. The recommendation that the Federal interest in property be
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subjected to direct taxation under the circumstances described here
is not as novel or drastic as it appears at first glance. Testifying
before the Senate Committee on Armed Services in 1947, the then
Under Secretary of War said that any property used for commercial
purposes in any State, even though title is in the Government, is
certainly property that should be taxed by local government, The
property concerned here is of an industrial type comparable to similar
privately owned and operated property. Many of the plants that
would be subject to the property tax under this proposal were actually
subject to State and local property tax laws when they were originally
built by the Defense Plants Corporation. The policy of Congress
which permitted the taxation of plants built by the Defense Plants
Corporation is therefore a precedent for direct taxation of industrial
and commercial properties. The specific tax coverage proposed here
is broader than the original defense plant legislation, however, in
that it would include inventories of raw materials, work in progress
and machinery.

5. The actual detail of dealing with assessment would probably
devolve on the private operators of the facility under Federal agency
authorization and review procedures similar to those used for han-
dling contractors’ reimbursable expenditures. The contractors’ man-
agement know-how would no doubt be as valuable in this respect as
it is in connection with other aspects of the operation.

6. The treatment recommended here for industrial and commercial
properties not directly operated by the United States, along the gen-
eral lines previously sanctioned by Congress, would remove from the
whole Federal property question that class of properties which seems
to provoke most controversy—controversy occasioned probably be-
cause the case for exempting them is a comparatively weak one from
the standpoint of equity. It is not inconceivable that were these
properties set aside and treated like similar privately owned prop-
erties, the task of formulating appropriate standards for payments
with respect to other types of Federal properties would be facilitated.

“WINDFALLS”

The fear has been expressed that the United States might find itself
making windfall payments to local governments and, in effect, to pre-
sent, taxpayers if the tax process were used for commercial and indus-
trial properties. If these windfalls to private taxpayers mean no
more than lower taxes resulting from an increase in the total amount
of property on the tax rolls, the United States has no complaint. If
it is fair that national costs be borne nationally, then these taxes ought
to be paid. That the United States has been something less than
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prompt in recognizing its obligation is hardly a good reason for
denying payments in the future.

It is true that there are instances where valuable property is located
in one district while population and demands for expensive services
are concentrated in another district. It has been suggested that a tax
payment to the situs under such conditions would be a windfall. That
tax payment would not be a windfall any more than tax payments
under similar circumstances by private industrial and commercial
operations would be windfalls. Such a situation indicates only that
the property tax is not the perfect tax, a fact which is readily conceded.

Another type of windfall that has been mentioned is that which
raight occur if a valuable plant were built in an area where the popu-
lation and the level of local government services were very low and
where there was very little other property. It issaid that even a low
rate would produce a large sum in taxes, i. e., a windfall. The answer
is that if expenditures were very low, then the Federal proportion
of those expenditures would also be very low. There are many in-
stances of districts where one or two taxpayers pay the bulk of the
taxes. If industrial operations conducted for the United States
give rise to such situations they ought to be met and decided on their
merits. It has happened in the past that the location of large private
plants or other installations in a previously sparsely settled or poor
area has marked the beginning of an improvement in the range and
quality of Government services. If the costs of such a development
have to be raised from property owners, the Federal Government
does not stand in any better position than a private owner of similar
property so far as the general equities are concerned.

While no case is cited where the taxation of industrial and com-
mercial property not directly operated by the United States would
result in a tax payment to a local government that would be grossly
disproportionate to the costs of governmental services available, it
probably would make this direct tax proposal more acceptable if some
type of safeguard were provided for the contingency of a windfall of
that kind. It is, therefore, suggested that the proposal to subject
industrial and commercial property not directly operated by the
United States to State and local taxation be hedged with a proviso
that if on application to the review board, the owning agency could
demonstrate that the tax payment which would otherwise be made to
the taxing district is grossly disproportionate to the costs of available
governmental services, the authority to levy taxes on the property
would be withheld. The in-lieu procedure would thereupon become
effective as to that particular property.

The tax proposal outlined here is not intended to apply to stock-
piled goods, finished products in storage nor in general to any personal
property owned by the United States which is not incidental to in-
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dustrial or commercial operations of the type previously described.

The Atomic Energy Commission properties appear to be suz
generis. There is more or less complete governmental control over
the subject matter. While many of the AEC operations are conducted
by private contractors, the United States does pay the operating costs
of the three principal AEC towns. On the whole, however, there is
at least a prima facie case for applying the tax principle to AEC in-
stallations not operated directly by the Commission with the possible
exception of the three installations just mentioned.

Review of V aluations—In-Lieu Approach

If the tax proposal outlined above is acceptable, there will still
remain a variety of properties to be dealt with on an in-lieu basis along
the general lines proposed in the Committee report. Many of these
properties serve general governmental purposes in the conventional
sense, and lack counterparts in private hands. Appraisal problems
are likely to be more complex and a comparison of the valuation of
similar properties in private hands unavailable. Then, too, the in-lieu
method contemplates that the initially determined payment will be
subject to offsets and additions in terms of costs of specific services.

These conditions represent significant departures from the property
tax approach. Accordingly, it does not seem appropriate to bind the
United States to use existing administrative and judicial procedures
for reviewing local property tax assessments in those cases where
Federal property-administering agencies think it advisable to question
either the amount or legality of the initial tax equivalent figure. This
figure is derived, under the Committee proposal, from established
assessment and levy procedure in the taxing district.

It may readily be conceded that a tentative appraisal by tax officials
would provide a useful starting point for the determination of an in-
lieu payment tied to the standard of a tax equivalent. However, it
is an entirely different thing to require the United States to accept
this figure or to seek its modification through the usual property tax
review procedure where the basic plan subserved differs fundamentally
(because of the offsets and additions feature) from the property tax
approach.

Aside from the objection on principle, there is a difficulty of a
practical nature to be considered in connection with the use of prop-
erty tax review procedure. The person who seeks a review must have
the standing of a taxpayer and there must be an assessment in the
usual sense of the term, to be reviewed. There is no real assessment
under the in-lieu procedure, because the property itself is not subject
to taxation. While some review procedures at the local level might
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be availed of in an informal manner with the consent of all parties
concerned, this would not be true with respect to judicial proceedings
which must involve an actual case or controversy based on binding
legal obligations.

Related Problems

The recommendations made here with respect to the taxation of
industrial and commercial property owned but not directly operated
by the United States necessitates reference to other aspects of the
intergovernmental tax immunities problem. Since these cases involve
private interests they are, strictly speaking, outside the scope of this
Committee’s inquiry. Nevertheless, if some types of personal property
owned by the Federal Government are to be subjected to State and
local taxes, then it seems appropriate for the Commission to review the
matter of tax exemptions in favor of private persons under existing
Federal law. The following are examples of such situations.

1. With the exception of housing projects covered by Public Law
364, Eightieth Congress, first session, privately owned property
situated on Federal areas over which the United States has exclusive
jurisdiction is not subject to State and local taxation. The Buck Act
(4 U. S. C.105-106) permits the imposition of State sales and income
taxes with respect to private operations in those areas, but the act does
not apply to property taxes.

2. The Soldiers’ and Sailors’ Civil Relief Act (54 Stat. 1186 as
amended) provides some exemptions from State and local property
taxes in favor of personnel in the Armed Forces.

8. Under the provisions of Revised Statutes of the United States,
section 5219, tangible personal property of national banks is exempt
from State and local taxation.
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APPENDIX A.—Area, in Acres, of Lands in Federal Quwnership*

[Federal Government land as percent of all land in the United States]

Federal lands | Federal Gov-
Total land !
Btate as percent of | ernment land
: area (acres) total (acres)
32, 689, 920 3.36 1,009, 722
72, 691, 200 69. 43 50,471, 920
33, 744, 000 8.98 3,031, 431
California. - PR 100, 353, 920 45.74 45, 900, 157
Colorado , 880 37.35 24, 851, 005
Connecticut_ ... 3, 135, 360 . 50 15,714
Delaware . o oo o oo 1, 265, 920 3.21 40, 603
District of Columbia. 39, 040 33.41 13,043
Florida. ——— 34,7217, 680 8.21 2, 851, 207
Georgia. e 37, 451, 520 4,89 1,831,193
D0 o 52,997, 120 64. 69 34, 285, 000
B 2110 4T3 N 35, 806, 080 1.25 448, 992
Indiana 23,171, 200 1.45 336,952
Towa. . 35,831, 040 .29 105, 310
Kansas. . etammmmemmm—ee————— 52, 552, 320 .61 323,118
Kentucky.. 25, 669, 760 3.89 946, 131
Louisiana_...... - 28, 913, 280 3.64 1,053,161
- - 19, 865, 600 .72 143,131
ry) - 6, 327, 680 3.63 229, 392
Massachusetts._ —— 5, 060, 480 1.04 52, 671
Michigan_...... - 36, 404, 080 7.42 2,709, 428
Minnesota. 51, 205, 760 7.46 3,819, 665
Mississippl. ... 30, 348, 4.89 1,484,713
Missouri - - 44, 332, 800 3.70 1, 641, 502
Montana__ - 93, 642, 240 36. 54 34,213,875
Nebraska. 49, 057, 920 1. 50 735, 224
Nevada . 0. 273, 84.71 59, 526, 959
New Hampshire - 5, 775, 360 11.82 682, 600
New Jersey. ——— 4, 814, 080 2.00 96, 462
New Mexico 77,767,040 45. 62 35, 470. 713
New York. 30, 674, 560 1.17 358. 214
North Carolina. 31, 450, 880 6.13 1,927, 562
North Dakota....._ 44, 834, 560 5.91 2, 651, 8

Ohio. 26, 318, 080 .98 259, 156
Oklahoma........ 44, 341, 120 8.78 3, 891, 209
Oregon... 61. 664, 000 52.72 32, 510, 870
Pennsylvania - 28, 828, 800 2.05 590, 522
Rhode Island 877,1 2.79 18,917
South Carolina.. 19, 580, 160 4,66 912, 702
South Dakota.._. - 48, 983, 040 17.23 8, 610, 766
Tennessee. - 26, 855, 040 6.13 1, 6486. 281
KBS e e s emem e e e e mm———————————————————— mm e 168, 732, 160 1.33 2, 246, 572
Utah. .. —- 52, 701, 440 71.33 37, 502, 044

Vermont - 5,937, 920 11. 69 694, 18
Virginia.. 25, 535, 360 8.14 2,078, 615
‘Washington. 42, 865, 280 34.99 14, 998, 087
West Virginia__._. 15, 417, 600 8.36 1, 289, 062
Wi i 35, 017, 600 6.41 2, 243, 003
‘Wyoming 62, 403, 840 51. 61 32, 207, 086
Btat8 t0tal oo e emm———————— 1, 905, 361, 920 23.89 455, 146, 726

e Commlittee print, Committee on Public Lands, House (81st Cong., 1st sess.), November 15, 1949, serial

No. 22
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ArPENDIX B.—Impact Upon Communities

1. In Stratford, Conn., a large federally owned plant leased to a private
operator produces airplane engines. It was previously privately owned and
paid taxes but was acquired and greatly expanded by the United States Govern-
ment as part of the national defense program. It is now tax exempt. Its ap-
praised value exceeds that of all other properties in the town combined, $33
million as against $67 million. The population of the town has doubled since
1930 largely because of the increased employment (present 3,500) in this
plant. The increased population has multiplied local government costs. A
very small police department aided by local constables and a volunteer fire
department have grown into full-time, fully equipped professional staffs of
47 and 43 men, respectively. Necessary expansion of sanitation facilities has
cost about $1 million in recent years. School enrollment has increased from
5,270 to 7,200 in the last 7 years. The school budget has more than doubled
from $878,331 to $1,812,747. Almost $6 million in new school construction was
required in the last 5 years, and although the tax rate for school support has
increased about one-third, the town’s limited tax resources compel school opera-
tion at a per pupil cost of about one-eighth less than the State average ($195
compared to $245).—From the summary of information supplied by Harry B.
Flood, Town Manager, Stratford, Conn,, in a letter to the Commission on Inter-
governmental Relations dated January 14, 1954.

2. “At the beginning of World War I, in 1917 the Government took title to
the Hoboken Terminal, comprising 6 piers and 1,959,600 square feet (50.5 acres)
of land having an assessed value of $12,269,000. During World War II the
United States Navy took title to additional property consisting of 21.3 acres,
together with improvements thereon, assessed for $7,227,000. The total as-
sessed value of Government-owned property in Hoboken is $19,496,000. The
total area is 57.33 acres, or 14.4 percent of the total land area of the city, and
14.462 percent of the total assessments.

“The additional tax burden imposed upon the taxpayers of Hoboken by the
exemption of the pier property controlled and operated for commercial purposes
by the Maritime Commission, from 1918 to 1949, amounts to $16,046,440.73.”—
Memorialization by the city of Hoboken, N. J. to the United States Maritime
Commission for Hoboken’s Acquisition of Title in Government-Owned Piers,
April 22, 1949, p. 3, 5-6.

3. “The Federal Government owns approximately 615 square miles of San
Francisco’s small area of only 44 square miles. Deducting State-owned prop-
erty it would own 615 square miles out of 28. Federal real property in San
Francisco is valued at about $170 million with a minimum present tax loss to
San Francisco of about $5 million, a severe burden to San Francisco and its other
property owners who may pay higher taxes. In view of San Francisco’s con-
fined peninsula type location and its built-up condition, there is a serious
shortage of property and therefore any property released by the Federal Gov-
ernment could be immediately used by private industries or home owners and
would give rise to private payrolls and increased property tax returns.”—
Francis V. Keesling, Jr., Hearings (unpublished) before the House Committee
on Public Lands on H. R. 1356, March 2, 1949, pp. 40—41.
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4. A typical case of actual tax loss by interagency transfers of Federal
property may be found in Adrian, Mich. In this city of 18,400 people the
Defense Plants Corporation built a plant in 194243 and leased it to a private
operator for production of eritical war material. By statutory Federal consent
the plant was subject to property taxes. Taxes were paid until 1952 when pay-
ments ceased because the plant had been transferred to the United States
Government for use by the Air Force. The tax loss was $87,958 annually
or 9 percent of city tax receipts representing $5 for every person in the city.
The city furnishes all municipal services to the plant and its employees. The
population growth, attributable in fair measure to the plant, has increased the
volume of all municipal services and necessitated a bonded indebtedness of over
$2,500,000 to increase school, water, and sanitation facilities.—Hearings, Sub-
committee on Legislative Program, Committee on Government Operations (83d
Cong., 2d sess.) on 8. 2473 and H. R. 5605, June 2-3, 1954,

5. In Burlington, N. J.,, a Defense Plants Corporation plant, built in 1942,
was subject to taxes. Three days before the 1950 tax year the plant was
transferred to another Federal agency and immediately the city lost thereby
18.4 percent of its property tax base. Since that time the city has been defraying
one-third of its current expenses out of surpluses accumulated during the war
years and earmarked for city improvements, including school construction, now
financially impossible to make.—Summary of interview between Mayor Anthony
T. Greski and other city officials of Burlington, N. J. and Leslie A. Grant,
Research Associate, Commission on Intergovernmental Relations.

6. On a broader State basis the effects of Federal property acquisitions since
1939 have been described as follows:

“In California, between 1939 and 1952, the Federal Government acquired
2,114,516 acres of land. It has an estimated assessed valuation of $73,051,269.
Improvements thereon have an estimated assessed value of $244,921,255. The
estimated yearly property tax loss to local government in California alone on
Federal property acquired since 1939 is $16,927,107. Military and defense
plants alone represent $280,569,910 in estimated assessed valuation thdt has been
lost to local government in California. That loss in revenue became an addi-
tional tax burden to the property owners throughout the State even though the
Federal acquisitions served a national interest. The inequitable tax burden
thereby thrust upon particular taxpayers should be recognized as the prime
responsibility of all who pay taxes to the Federal Government.”—National As-
sociation of County Officials. “Why * * *” 1953. p. 6.
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ApPENDIX C.—Provisions for Revenue Sharing Affecting Fed-
eral Properties*

DEPARTMENT OF AGRICULTURE

National forests (in general) —Twenty-five percent of all moneys received
from each national forest shall be paid to the State in which the national forest is
located. The proceeds are to be used as the State legislatures shall prescribe for
the benefit of the public schools and roads of the counties in which the national
forest is located. The sums currently being paid to the States amount to ap-
proximately $18 million per year (16 U. 8. C. 500). Although not strictly a
share-the-revenue arrangement, but worthy of note nevertheless, is the provision
under which 10 percent of the receipts from national forests are designated by
Congress to be spent for the construction and maintenance of forest roads and
trails within the national forests in the States from which such receipts are
derived. The sums currently being expended amount to approximately $7 million
per year (16 U. 8. C. 501).

National forests in Arizona and New Mexico.—Such proportion of the gross
proceeds of all national forests located within Arizona and New Mexico as the
area of lands granted for school purposes bears to the total area of all national
forests in each of the two States, shall be paid to each. The proceeds are to be
paid into the common school fund of each State. The sums currently being paid
in Arizona and New Mexico total approximately $130,000 per year (36 Stat. 562,
573, sec..6, 24).

Submarginal land held by the Soil Conservation Service—Twenty-five percent
of net revenues received from the use of such lands (but exclusive of proceeds
from sale of land) shall be paid to the counties in which such lands are situated.
The funds are to be used for school and road purposes. The sums currently being
paid to the counties amount to approximately $385,000 per year (7 U. S. C.
1012).

DEPARTMENT OF DEFENSE

Lands acquired for flood-control purposes by Corps of (Army) Engineers.—
Seventy-five percent of moneys received from the lease of such lands shall be paid
to the States in which such property is located. The proceeds are to be used as
the State legislatures shall prescribe for the benefit of the public schools and
roads of the counties in which the lands are located. The sums currently being
paid to the States amount to approximately $850,000 per year (33 U. S. O. 701c
3)).

DEPARTMENT OF THE INTERIOR

Public lands sold, including timber, sand, and other materials thereon.—Five
percent of the net proceeds from the sale of such lands, including materials
thereon, shall be paid to the States in which located. The proceeds are designated
for various uses including education, roads, and certain other internal improve-
ments (31 U. 8. C. 711 (17), 43 U. S. C. 391, 1187, and numerous acts applicable to
single States). The sums currently being paid to the States amount to approxi-
mately $85,000 per year.

1 Report on Tawves and Other In-Lieu Payments on Federal Property, May 13, 1954. Pre-
pared for House Committee on Interfor and Insular Affairs by Raymond E. Manning
(Senior Speclalist in Taxation, Legislative Reference Service, Library of Congress),
Committee Print No. 23 (83d Cong., 2d Sess.).
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Pubdlic lands in Alaska reserved for school and other educational purposes.—
The entire income derived from the sale of timber and disposition of such lands
reserved for school or other educational purposes or minerals thereon shall be
set apart as permanent funds of the Territory to be invested. The income from
the investment shall be expended as the legislature may prescribe for the benefit
of the public schools or the agricultural college and school of mines. The sums
currently being added to the fund amount to approximately $800 per year (48
U. 8. C. 353).

Public lands within grazing districts.—Twelve and one-half percent of the graz-
ing fee receipts (sec. 3 permits) are paid to the States. The proceeds are to be
used as the State legislatures shall prescribe for the benefit of the counties in
which the lands are located. The sums currently being paid to the States amount
to approximately $182,000 per year (43 U. 8. C. 315b, 3151). .

Grazing fee receipts from public lands outside grazing disiricts.—Fifty percent
of the grazing fee receipts from such lands (sec. 15 leases) are paid to the States.
The proceeds are to be used as the State legislatures shall prescribe for the benefit
of the counties in which the lands are located. The sums currently being paid
to the States amount to approximately $175,000 per year (43 U. 8. C. 315i, 315m).

Grazing districts on Indian lands ceded to the United States.—Thirty-three and
one-third percent of the fees from grazing districts on such lands are paid to the
States in which such districts are located. The proceeds are to be used as the
State legislatures shall prescribe for the benefit of the public schools and roads
of the counties in which such grazing lands are located. The sums currently
being paid to the States amount to approximately $200 per year (43 U. 8. C. 815j).

Revested Oregon and California grant lands.—Fifty percent of the receipts of
the Oregon and California land grant fund, plus the unearmarked portion of an
additional 25 percent are paid to the Oregon counties in which the lands are
situated. The funds may be used for the same purposes as other county funds,
The sums currently being paid to the counties amount to approximately
$4.8 million per year (39 Stat. 218, 50 Stat. 875-6).

Reconveyed Coos Bay Wagon Road grant lands in Coos and Douglas Counties,
Oreg.—Up to 75 percent of the receipts of the United States from such lands may
be paid to the counties. The amount actually paid shall be determined after
appraising and assessing the lands and timber thereon. The same rate of taxes
as is applied to similar private properties shall be applied to the assessed valua-
tion. The funds shall be used for common schools, roads, highways, bridges, and
port districts. The sums currently being paid to the counties amount to approxi-
mately $26,000 per year (53 Stat. 753—4).

Mineral lands.—Thirty-seven and one-half percent of the receipts in bonuses,
royalties, and rentals under the Mineral Leasing Act, and rents and royalties
from potash and potassium deposits are paid to the States and Alaska. The
proceeds are to be used as the State or Territorial legislatures may prescribe for
the construction and maintenance of roads, for the support of public schools or
other public educational institutions. The sums currently being paid to the
States and Alaska amount to approximately $18 million per year (30 U. 8. C. 191,
275, 285, 286, 292).

0il and gas lands, south half of Red River, Okla.—Thirty-seven and one-half
percent of the oil and gas royalties from such lands shall be paid to the State in
lieu of State and local taxes on Kiowa, Comanche, and Apache tribal funds.

'The proceeds are to be used by the State for roads and public schools. The sums
currently being paid to the State amount to approximately $15,000 per year (42
Stat. 1448, 44 Stat. 740, 48 Stat. 1227, sec. 4).

Oil and gas lands added to the Navajo Indian Reservation in Utah.—Thirty-

seven and one-half percent of the net royalties from such lands shall be paid to
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Utah. The proceeds shall be used for paying the tuition of Indian children in
white schools, or building or maintaining roads across the lands, or for the benefit
of Indians residing on the reservation (47 Stat. 1418).

Boulder Canyon Project.—$600,000 of the revenues from the operation of the
Boulder Canyon project are appropriated to Arizona and Nevada, each State
receiving $300,000 (43 U. S. C. 617c, 618-618c).

Wildlife refuges under Migratory Bird Conservation Act.—Twenty-five percent
of the net proceeds from the sale of wildlife refuge products and privileges are
paid to the counties in which the refuges are located. The proceeds are to be
expended for the benefit of public schools and roads. The sums currently being
paid to the counties amount to approximately $350,000 per year (16 U. S. C. 7158).

Revenue from excise tax on firearms, shells and cartridges.—A sum equal to the
revenue from the excise tax on firearm, shell and cartridge manufacture is
distributed among the States. The proceeds are to be used for wildlife restora-
tion, including management research. The sums currently being paid to the
States amount to approximately $10 million per year (16 U. S. C. 669-669).

Revenue from excise taxr on fishing rods, etc.—A sum equal to the revenue
from the excise tax on fishing rods, creels, reels, and artificial lures, baits and
flies is distributed among the States. The proceeds are to be used for fish res-
toration, including research into fish culture and management, formulation of re-
stocking plans, acquisition of breeding places, ete. The sums currently being
paid to the States amount to approximately $2.5 million per year (16 U. 8. C. 777—
777k).

Alaska game licenses.—Fifty percent of the net proceeds from the sale of var-
ious game licenses and permits in Alaska are paid to the Territory. The pro-
ceeds may be expended through the Territorial school fund. The sums cur-
rently being paid to Alaska amount to approximately $62,000 per year (48 U. 8. C.
199 (k)).

FEDERAL PowER COMMISSION

National forests and public lands.—Thirty-seven and one-half percent of the
funds derived from licenses issued by the Commission for the occupancy and
use of such forests and lands shall be paid to the States in which they are lo-
cated. The sums currently being paid amount to approximately $35,000 per year
(16 U. 8. C. 810).

TENNESSEE VALLEY AUTHORITY

Gross proceeds from the sale of power.—Payments shall be made to States
and counties equal to 5 percent of the gross proceeds from the sale of power, in
lieu of taxes on property, franchises and income. The payments shall be ap-
portioned (@) one-half on the basis of power sales, and (b) one-half on the basis
of the book value of power property. The payments to each State (including
counties therein) shall not be less than the 2-year average of State and local
ad valorem property taxes levied (immediately prior to acquisition) against
power property purchased and operated by the Tennessee Valley Authority and
against that portion of reservoir lands related to dams constructed by or on
behalf of the United States and held or operated by the Tennessee Valley Au-
thority and allocated to power. The minimum payment to any State is $10,000.
The Tennessee Valley Authority shall pay directly to the counties sums (which
will be deducted from the allocation to the State) equal to the 2-year average
of county and other local ad valorem property taxes upon power properfy and
reservoir lands allocable to power as determined above. The sums currently
being paid to States and counties amount to approximately $3.1 million per year
(16 U. 8. C. 831).
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AppEnNDIX D.—Provisions for Payments in Lieu of Taxes on
Federal Properties*

ATtomic ENErRcY COMMISSION

Property previously subject to taxation which has been acquired by the
Atomic Energy Commission—Payments may be made by the Commission in
amounts, at the times, and upon the terms the Commission deems appropriate,
but the Commission shall be guided by the policy of not making payments in
excess of the taxes which would have been payable for such property in the
condition in which it was acquired, except in caseg where special burdens have
been cast upon the State or local government by activities of the Commission,
the Manhattan Engineer District, or their agents. In any such case, any benefit
accruing to the State or local government by reason of such aectivities shall be
considered in determining the amount of the payment (42 U. S. C. 1809 (b)).

DEPARTMENT OF AGRICULTURE (see also APPENDIX C)

Lands acquired for certain public works.—Provision is made with respect to
lands acquired in certain States for specified works designed to improve runoff
and waterflow retardation, and soil erosion prevention. There shall be paid
annually to the counties in which such lands are located a sum equal to 1 percent
of the purchase price, or if not acquired by purchase, then 1 percent of their
valuation at the time of acquisition (58 Stat. 905).

Superior National Forest lands in Minnesota.—There shall be paid to the
State of Minnesota three-fourths of 1 percent of the fair appraised value of
Superior National Forest lands in Cook, Lake, and St. Louis Counties, Minn.
The State shall pay the sums received to the counties involved in conformity
with the fair appraised value of such lands located in each county. The fair
appraised value of the lands shall be determined by the Secretary of Agriculture
at 10-year intervals and his determination shall be conclusive and final (16

- U. 8. C 577g).

Farmers Home Administration property—There are two types of property
held by the Farmers Home Administration which are treated differently: (a)
property held under the Bankhead-Jones Farm Tenant Act for tenant purchase
loans and mortgage insurance (except property used solely for administrative
purposes, and (&) all other property held under the act. While property described
under “a” above is subject to direct taxation like all other privately owned prop-
erty, provision is made whereby the Secretary of Agriculture may make payments
in liey of taxes on all other property (7 U. 8. C. 1024).

Resettlement and rural rehabilitation projects.—Agreements may be entered
into with a State or political subdivision or other taxing unit for payments in
lieu of taxes on resettlement or rural rehabilitation projects for resettlement
purposes constructed with funds allotted or transferred to the Resettlement

1 Report on Taxzes and Other In-Lieu Payments on Federal Property, May 13, 1954, Pre-
pared for House Committee on Interior and Insular Affairs by Raymond E. Manning
(Senior Speclalist in Taxation, Legislative Reference Service, Library of Congress),
Committee Print No. 23 (834d Cong., 24 Sess.). )
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Administration. Sums fixed in such agreements shall be based on the cost of
the public or municipal services to be supplied for the benefit of such projects
or the persons residing on or occupying such premises, but taking into considera-
tion the benefits to be derived by such State or subdivision or other taxing
unit from such project (40 U. 8. C. 432-33, 50 App. U. 8. C. 13855 (d)).

“Case-Wheeler Act” lands.—Agreements may be entered into with a State or
political subdivision or other taxing unit for payments in lieu of taxes on lands
being prepared for irrigation and return to private ownership under the Case-
Wheeler Act. Sums fixed in such agreements shall be based on the cost of the
public or municipal services to be supplied for the benefit of such project or
the persons residing on or occupying such premises, but taking into consideration
the benefits to be derived by such State or subdivision or other taxing unit from
such project (16 U. S. C. 590z-8).

DEPARTMENT OF THE INTERIOR (see also ApPENDIX C)

Columbia Basin Project lands.—Agreements may be entered into with any
State or political subdivision for payments in lieu of taxes with respect to any
real property located on the Columbia Basin (Grand Coulee Dam) project.
Payments are to be made out of funds derived from the leasing of lands. Sums
fixed in the agreements shall not exceed the taxes that would be due if the
property were not tax exempt (16 U. 8. C. 835¢c-1).

Transitional in-lieu payments of $100,000 a year for 10 years are being made
with respect to 8,350 acres of acquired lands on the Big Thompson project in
Colorado (National Education Association, Status and Fiscal Significance of
Federal Lands in the Eleven Western States, 1950 p. 161).

Grand Teton National Park lands recently acquired.—There shall be paid
to the State of Wyoming for 10 years after acquisition of privately owned lands
and improvements acquired after March 15, 1943, a sum equal to the full amount
of annual taxes last assessed thereon by public taxing units in the county where
the property is located. For each succeeding fiscal year for 20 years there shall
be paid a sum equal to such full amount less 5 percent. Total payments may
may not exceed 25 percent of the fees collected from visitors to the Grand Teton
National Park and Yellowstone National Park. The sums so paid to the State
shall be distributed to the counties where the lands acquired are located (16
U. 8. C. 406d-3).

Reconveyed Coos Bay Wagon Road grant lands in Coos and Douglas Counties,
Oreg.—The lands and timber in such reconveyed tracts shall be appraised and
then assessed as are other similar properties, and payments in lieu of taxes
shall be computed by applying the same rate of taxes as is applied to similar
private property. Such payments may not exceed 75 percent of the receipts
by the United States from such lands. The funds shall be used for common
schools, roads, highways, bridges, and port districts (53 Stat. 753—4).

Boulder Dam (see APPENDIX C).

GENERAL SERVICES ADMINISTRATION
Surplus real property.—Sums in lieu of taxes may be paid on account of real
property declared surplus by taxpaying Government corporations, pursuant to

the Surplus Property Act of 1944, where legal title remains in the corporation
(40 U. 8. C. 490 (a) (9)).
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Housine aNpD HoME FINANCE AGENCY

Low-cost housing constructed by United States Housing Authority.—Agree-
ments may be entered into to pay annual sums in lieu of taxes to any State
or political subdivision. The amount paid shall not exceed the taxes that
would be paid upon such property if it were not exempt (42 U. 8. C. 1413 (¢)).

Stum clearance and community development.—Agreements may be entered into
with any State or local taxing authority with respect to such property for
the payment of sums which shall approximate the taxes which would have been
paid if it were not exempt from taxation (42 U. S. C. 1456 (c) (3)).

Defense housing, eic., erected under the Lanham Act during World War II.—
Payments in lieu of taxes shall be paid with respect to real property and improve-
ments used for defense housing, defense public works, etc., erected under the
Lanham Act. The payments shall be made out of rentals in an amount which
shall approximate the taxes which would be paid to the State or political
subdivision if it were not tax exempt. Such allowance as shall be considered
appropriate shall be made for expenditures by the Government for streets,
utilities, and other public services to serve such property (42 U. 8. C. 1546).

Housing in critical defense housing areas.—Payments in lieu of taxes shall
be paid with respect to real property and improvements acquired under the
Defense Housing and Community Facilities and Services Act of 1951 in critical
defense housing areas held for residential purposes or for commercial purposes
incident thereto, whether or not such property is or has been held in the
exclusive jurisdiction of the United States. The payments shall be made out
of rentals in an amount which shall approximate the taxes and special assess-
ments which would be paid to the State or political subdivision if it were not
tax exempt. Such allowance as shall be considered appropriate shall be made
for expenditures by the Government for streets, utilities, and other public
services to serve such property (42 U. S. C. 1592g).

Housing in isolated defense areas.—Payments in lieu of taXes may be made
with respect to real property acquired under the Defense Housing and Com-
munity Facilities and Services Act of 1951 for housing and community facilities
needed in connection with isolated defense installations, or the defense installa-
tion served thereby. The payments shall take into consideration other payments
by the Federal Government to the State and local taxing authorities, the value
of services furnished by such taxing authorities and the value of any service
provided by the Federal Government (42 U. 8. C. 1593b)

Slum clearance and low-cost housing projects.—Agreements may be entered
into with any State or political subdivision for payments in lieu of taxes with
respect to slum clearance and low-cost housing projects. The sums paid shall
be based upon the cost of the services supplied for the benefit of the project or
persons occupying such premises, but taking into consideration benefits derived
by the State or subdivision from the project (40 U. S. C. 422-3).

Foreclosed housing at educational institutions.—Agreements may be entered
into with any State or local taxing authority for payments in lieu of taxes with
respect to housing at educational institutions on which loans made by the agency
have been foreclosed (12 U. 8. C. 1749a).

TENNESSEE VALLEY AUTHORITY (see APPENDIX C)
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ArpEnpIx E.—Provisions for State or Local Taxation of
Federal Properties*

DEPARTMENT OF AGRICULTURE

Oommodity Credit Oorporation.—The real property of the Commodity Credit
Corporation shall be subject to State, Territorial, and local taxation to the same
extent according to its value as other real property (15 U. 8. C. 713a-5).

Farm Credit Administration supervised lending agencies—The real and
tangible personal property of the Central Bank for Cooperatives, banks for co-
operatives, the Production Credit Corporation, and production credit associa-
tions, the real property only of Federal and joint stock land banks, Federal
Farm Mortgage Corporation, national farm loan associations, and Federal inter-
mediate eredit banks, shall be subject to State, Territorial, and local taxation to
the same extent as other similar property (12 U. 8. C. 931, 933, 1020f (a), 1111,
1138¢).

Farmers Home Administration.—There are two types of property held by
the Farmers Home Administration which are treated differently: (a) property
held under the Bankhead-Jones Farm Tenant Act for tenant purchase loans and
mortgage insurance (except property used solely for administrative purposes
and (b) all other property held under the act. While property described in
“b” above is liable for payments in lieu of taxes, property in “a” is subject to
direct taxation like other privately owned property (7 U. S. C. 1024).

Federal Farm Mortgage Corporation.—The real property of the Federal Farm:
Mortgage Corporation shall be subject to State, Territorial, and local taxation
to the same extent according to its value as other real property is taxed (12
U. 8. C. 1020t (a)).

DEPARTMENT OF THE INTERIOR

Columbia Basin (Grand Coulee Dam) project.—Any public lands acquired in
connection with the Columbia Basin (Grand Coulee Dam) project shall be subject
to legal assessment or taxation by any irrigation, reclamation, and conservancy
district in the State of Washington in the same manner and to the same extent
as privately owned lands (16 U. 8. C. 835¢-1).

DEPARTMENT OF JUSTICE

Alien Property Custodian—Property transferred to the Alien Property Cus-
todian shall not because of such transfer be exempt from State or local tax laws
as applied to such property. Taxes shall be paid to the same extent, as nearly
as may be deemed practicable as though the property had not been transferred.
Any tax exemption accorded to the Alien Property Custodian by specific provision
of existing law is not affected (50 App. U. 8. C. 36).

1 Report on Tawes and Other In-Lieu Payments on Federal Property, May 13, 1954, Pre-
pared for House Committee on Interior and Insular Affairs by Raymond E. Manning
(Senior Specialist in Taxation, Legislative Reference Service, Library of Congress),
Committee Print No. 23 (834 Cong., 2d Sess.).
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FEpErRAL CrEDIT UNIONS

Real and tangible personal property.—The real and tangible personal property
of Federal credit unions shall be subject to State, Territorial, and local taxation
to the same extent as other similar property (12 U. 8. C. 1768).

FEDERAL DEPOSIT INSURANCE CORPORATION

Real property.—The real property of the Federal Deposit Insurance Corpora-
tion shall be subject to State, Territorial, and local taxation to the same extent
according to its value as other real property (12 U. 8. C. 264 (p)).

FepERAL HoME LoaN BANKS

Real property.—The real property of Federal Home Loan banks shall be sub-
ject to State, Territorial, and local taxation to the same extent according to its
value as other real property (12 U. 8. C. 1433).

FEDERAL RESERVE BANKS

Real property.—The real estate of Federal Reserve Banks shall be subject to
State and local taxes (12 U. 8. C. 531).

FEDERAL SAVINGS AND LoAN INSURANCE CORPORATION

Real property.—The real property of the Federal Savings and Loan Insurance
Corporation shall be subject to State and local taxation to the same extent
according to its value as other real property (12 U. 8. C. 1725 (e)).

HoME OwWNERS LoAN CORPORATION

Real property.—The real property of the Home Owners Loan Corporation shall
be subject to taxation to the same extent according to its value as other real
property (12 U. 8. C. 1463 (c)).

HousiNne AND HoME FINANCE AGENCY

Foreclosed insured property.—Real property acquired in connection with
insurance under the National Housing Act loans for slum clearance and com-
munity development, and loans for housing at educational institutions shall be
subject to State, Territorial, and local taxation to the same extent according to
its value as other real property (12 U. S. C. 1706, 1714, 1749a, 42 U. S. C. 1456
(c) (3)).

NATIONAL AGRICULTURAL CREDIT CORPORATION

Real Property.—The real property of National Agricultural Credit Corpora-
tions shall be subject to State and local taxation to the same extent according
to its value as other real property is taxed (12 U. S. C. 548 (d) (3), 1261).

NaTIoNAL BANKS

Real property.—The real property of national banks shall be subject to State
and local taxation to the same extent according to its value as other real property
(12 0. 8. C. 548 (4) (3)).
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REcONSTRUCTION FINANCE CORPORATION

Real property—The real property of the Reconstruction Finance Corporation
(as well as any public corporation wholly financed and managed by the Recon-
struction Finance Corporation) shall be subject to special assessments for local
improvements and shall be subject to State, Territorial, and local taxation to
the same extent according to its value as other real property. Personal property
is specifically exempted (15 U. 8. C. 694j (a) (6)).

VETERANS ADMINISTRATION

Foreclosed property.—Property acquired by the Veterans Administration under
the law with respect to loans to veterans shall not be exempt from State and
local taxation by reason of its acquisition by the Veterans Administration
(387T. 8. C.694] (a) (8)).
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ArPENDIX F.—Excerpt from Statement of 1. M. Labovitz, Labor
and Welfare Division, Bureau of the Budget on S. 2473
and H. R. 5605.

TasLe 1.—Estimated Value of Properties Subject to Payments Under S. 2473 in

the Fiscal Year 1964, Assuming Enactment on June 30, 1953

SUMMARY
Section of bill (ftrﬁiiﬁtgs)
$4, 881, 324
792, 869
216, 218
13, 135
Subtotal, sec. 4 o e 5, 903, 546
See. 5, subtotal . - - e eemee e 5, 560, 297
Tota) o e 11, 463, 843
Number of
Section of bill and Federal agency pﬁ%t%%: o | )
Sec. 4 (a):
Air Foree: Personalty. . e $2, 049, 000
Army: Personalty . oo 621 642, 150
Navy: Personalty_ _: e cacmccmmmeceo|mcmccemeee 2, 164, 660
GSA:
Real estate_ _ . o._.__ i ——————— 1 973
Personalty .. . 54 24, 541
Total, sec. 4 (a):
Real estate. . o comccccceoo e 973
Personalty - oo e |eeeeeaa 4, 880, 351
Subtotal - e cee | 4, 881, 324
See. 4 (b):
Air Force:
Land . ______ .. 1 { 250
Construetion. - ... .. 15, 600
Army:
Land_ .. 21 2, 079
Construetion. - - o _________ 207,116
Navy
Land_ ... 49 16, 700
Construetion._ - - - _________________ 244, 050
Personalty . - o |ameemaae 140, 900
Tand. - - e
Construetion_ . _ . ___________________ } 29 67,973
Personalty._ . . ____ 272 98, 201
Total, sec. 4 (b):
Real estate. - __ |- ______ 553, 768
Personalty . - | _._ 239, 101
Subtotal _ . _ oo 792, 869
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Number of
N " Gi t:
Section of bill and Federal agency prl%;éggti)e;sor (n {l?f)suggigs)
Sec. 4 (¢) (1):
Air Force:
Land_ .o 10 { $2, 000
Construetion_ - _ . 55, 682
Army:
Land _ - _____
Construction_ _ _ _ . _____ } 9 153, 192
Navy: 125
Land. .- . } 1 {
Construetion_ _ _ . _________ | 5,219
Total, sec. 4 (c) (1):
Realestate.___________________\_______.__ 216, 218
Personalty _ _ _ . |eoo___ e
Subtotal - | 216,218
Sec. 4 (¢) (2):
Air Force:
Land _ __ ___ e _._ 2 { 250
Construetion_ _ _______________________ 7,135
Navy: .
Land. .. } 1 { , 250
Construction_ _ _ ______________________ 4, 500
Total, sec. 4 (¢) (2):
Realestate. - ______________|ooco______ 13, 135
Personalty _ _ - ||l
Subtotal . . |eea_ 13, 135
Sec. 5:
Air Force:
Real estate_ _ _ ____ ____ . ________________ 21 104, 250
Personalty . _______________ 310 2, 211, 550
Army:
Realestate_ . .. _______________________ 92 520, 600
N Personalty ___ . _____________________ 616 1, 058, 450
avy:
Realestate_ ___________________________ 42 973, 047
Personalty_____________________________ 335 692, 400
Total, sec. 5:
Real estwte . _ _ . __ 1, 597, 897
Personalty_ | _____ 3, 962, 400
Grand total . ___________________| _________ 5, 560, 297
Recapitulation by section, and type of property:
Sec. 4 (a):
Real property . . - .. $973
Personalty._ . . 4, 880, 351
Sec. 4 (b): .
Real property. - - - L. 5E3, 768
Personalty . - . . 239, 101
Sec. 4 (e) (1):
Real property - _ - e 216, 218
Personalty._ _ - __ | ememaaaa
Sec. 4 (¢) (2):
Real property _ - - - ... 13,135
S Personalty._ .. e
ec. 5:
Real property - - - - - . 1, 597, 897
Personalty. . _ L ___ 3, 962, 400
Entire bill, S. 2473:
Real property . . - - - 2, 381, 991
Personalty._ . . 9, 081, 852
Total . oo e 11, 463, 843
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SeEctioN 4. Consent to Taxation.—Section 4 grants consent to State and local
governments to impose their property taxes on defense production facilities
which fall within three categories defined in the section.

This Federal property may be taxed to the same extent and in the same man-
ner as if it were privately owned. The assessed valuation on which the tax is
based is to represent no greater percentage of true value than is used by assessing
authorities in valuing property generally for tax purposes within the taxing juris-
diction. Any special tax treatment accorded to other similar property is to be
applied to this Federal property.

Assuming that 8. 2473 had become law on June 30, 1953, it is estimated that
Government property with a gross cost of nearly $6 billion would have been sub-
Ject to property taxes under this section during the fiscal year 1954. More than
$5 billion of this is personal property; about $780 million is real estate. (Real
estate is defined for purposes of these estimates, as it usually is in property tax
laws, to comprise both land and improvements.)

These totals cover the categories defined in three subsections of section 4:

1. Subsection 4 (a) refers to property acquired since June 30, 1950, in order to
protect the financial interest of the Federal Government in connection with loans
or contracts of insurance or guaranty or contracts for procurement for national
defense.

In compiling estimates of the property that might be subject to payments under
this provision, we find that estimates for subsection 4 (a) are composed almost
entirely of progress payments made by the military departments on the current
inventories of materials and goods in process in the hands of defense contractors.
This qualifiies under the words, “property acquired * * * to protect the financial
interest of the Federal Government in connection with * * * contracts for pro-
curement for national defense.” In addition, the General Services Administra-
tion reports that it has one parcel of real estate and a quantity of machine tools
in the “machine tool pool order program.” The total for subsection 4 (a) is $4.9
billion.

2. Subsection 4 (b) refers to property leased or sold by conditional sale to tax-
able persons. In this case, the Federal interest may be taxed if the defense pro-
duction facility is not otherwise subject to State or local taxation. The informa-
tion given to us by the military departments and GSA indicates that in the current
fiscal year there might have been within this subsection 100 manufacturing plants
subject to taxation as real estate, and substantial quantities of machine tools and
other production equipment classified as personal property. The total estimated
value of property under subsection 4 (b) is almost $800 million.

3. The third group in section 4, under subsection (c), comprises defense pro-
duction facilities which have been taxable since June 30, 1950, or may become
taxable hereafter but which would not continue subject to taxation if this
consent were not given. This subsection refers primarily to properties which
have been taxable, or may become taxable, because of their ownership by a
taxable Government corporation, such as the Reconstruction Finance Corpora-
tion, but which are taken from the tax rolls by transfer of title, administration,
or use to a nontaxable Government agency.

This provision of 8. 2473 resembles in some respects the coverage of H. R.
5605, but the consent given in S. 2473 applies only if the property continues
to be used as a defense production facility.

In effect, this provision directs that where consent has previously been given
for the taxation of a particular Government-owned property, and it was subject
to taxation after June 30, 1950, transfer of title or administrative jurisdietion
among Federal agencies should not operate to withdraw the consent as long
as the property continues to be a Federal defense production facility.
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The compilations indicate that if S. 2473 had been law throughout the fiscal
year 1954, the military departments might have been subject to taxes on 23
defense production plants under subsection 4 (¢). Three of these were trans-
ferred to the departments within this fiscal year. The total for subsection 4 (c)
is around $230 million.

In summary for section 4, the gross cost of nearly $6 billion which I mentioned
earlier for properties under this section includes about $4.9 billion reported
under subsection 4 (a) by the military services. Since this item represents
the aggregate of progress payments outstanding on the current inventories of
materials and goods in process in the hands of defense contractors, its amount
might fluctuate substantially from time to time. For purposes of these estimates
for fiscal year 1954, the figures are for June 30, 1953.

SectioN 5. Payments on taz-exempt properties—Payments may be made
under section 5 for defense production facilities which are not made subject to
taxation by section 4. Expressly exempted by subsection (a), however, is any
defense production facility acquired or constructed by the Federal Government
prior to July 1, 1950. Also exempted is any defense production facility which,
if in private ownership, would be tax exempt under the Constitution or laws
of the State of location.

In general, the State or local governments will be eligible for annual pay-
ments on property subject to the provisions of this section. Subsection (b)
provides, however, that a State or local government is not eligible if it diserim-
inates against the defense production facility or its residents or workers or
their families in the way in which it provides or withholds the usual
governmental services.

The amount of each payment under section 5 is to be determined by the Fed-
eral owning agency in accordance with general rules and regulations to be
issued by the Director of the Office of Defense Mobilization. The rules and
regulations must require consideration of several enumerated factors, to the
extent that each is pertinent to any particular claim for payment. Also, the
general rules are to specify or recommend weights to be given to these factors.

The items to be considered may be characterized as representing mainly: (1)
The amount of taxes that would be paid if the property were taxable; (2) addi-
tional expenditures which may be required of the local government for providing
services to the defense production facility, and its workers or residents and their
families; and (3) certain types of aid rendered by the Federal Government.

The bill provides that during the first 6 months after its effective date applica-
tions shall be accepted relating to the first tax year which begins after June 30,
1953. Therefore, in making estimates of properties that might be the subject of
payments in the fiscal year 1954, we have assumed that the legislation was in
effect from the beginning of the fiscal year.

From the data supplied to us by the property-owning agencies, it appears that
in the fiscal year 1954 property with a gross cost of approximately $5.6 billion
might have been subject to payments under section 5 of 8. 2473. Of this total,
$1.6 billion represents the gross acquisition and construction costs of 155 parcels
of real estate in production facilities owned by the Army, Navy, and Air Force.
This includes the production equipment in these plants. The remaining $4 bil-
lion is classified as personal property at more than 1,250 locations. Most of this
value appears to be current inventories of materials and parts in installations of
the military departments, but also within the $4 billion are some inventories of
machine tools and other production equipment.

Estimated payments under S. 2473.—The aggregate gross cost of property pos-
sibly subject to S. 2478 is thus estimated at $11.5 billion, of which $5.9 billion
would be made subject by section 4 to taxation like property in taxable private
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ownership, and the remainder, $5.6 billion, would be made subject by section 5 to
administratively determined payments roughly equivalent to ordinary taxes. Of
the overall total, some $9.1 billion represents estimates for personal property,.
and $2.4 billion is the total for real estate.

It is difficult to translate these estimates of property costs into dependable esti-
mates of the payments that would be made to local taxing authorities under this
legislation. Gross cost is only one factor considered in assessing properties for
tax purposes. Assessment practices vary widely, from township to township,
from county to county, and from State to State. The ratios of assessed to full
market values may differ for similar properties in a single assessment distriet.
There are wide variations in a given county or State. No general countrywide
compilation is available on this subject, excepting for farm real estate. Only
a few States provide information from which average effective property tax rates
can be estimated, and these are almost exclusively for real estate. There are no
such ratios available for personal property, excepting perhaps on a special, local-
ized basis. .

Accordingly, it becomes necessary to resort to a rough-and-ready basis for
estimating payments that might be made under S. 2473. From the fragmentary
information available, it appears that the payments to be made on real estate
would average at least 1 percent, and possibly as much as 1.5 percent, of the
full market value. If the gross cost to the Government of $2.4 billion is taken
as a rough measure of market value, the payments which would have been made
in the fiscal year 1954 on account of real estate under this bill may be estimated:
at $24 to $36 million.

Personal property is less fully assessed than real estate, and most types of
personal property are assessed at a smaller percentage of market value in nearly
all the jurisdictions which tax such property. Consequently an estimate based:
on the range of effective rates assumed for real estate would almost certainly
overstate the Government’s liability for payments on personal property under
S. 2473. Assuming an average effective rate of 1 percent, the payments on per-
sonal property valued at $9.1 billion would be $91 million.

Using these assumptions, and an effective date of June 30, 1953, the total of
Payments under S. 2478 may be estimated at $115 to $127 million for the fiscal
year 1954. In addition, there would be administrative expenses, primarily in
the field operations of the agencies which own and manage the properties. With
a small allowance for central direction and rulemaking, the administrative ex-
pense has been estimated at $4.6 million for the first year and somewhat less in
later years. By these necessarily rough approximations, then, the aggregate cost
of S. 2473 is estimated at about $120 to $132 million at the present time; that is,
for fiscal year 1954.”*

17. 8. Senate Committee on Government Operations, 83d Cong., 2d sess., Hearings before
the Bubcommitiee on Legislative Program, on S. 2473 and H. R. §605 (June 2 and 8,
1954), pp. 48-51.

193



AprPENDIX G.—Estimated Expenditures Under S. 788 for
Payments to State and Local Governments on Federal Real
Property *

The bill contains a cutoff date of January 1, 1946, which would in general
preclude administratively determined payments upon properties acquired by
the Federal Government before that date. The cutoff date does not apply, how-
ever, in the case of those properties which have since that date been subject to
Federal payments of some sort. Neither does the cutoff date apply to those
titles of the bill which authorize the payment of taxes, the payment of special
assessments, or the supplementary system of payments in cases involving burdens
not otherwise compensated.

Annual expenditures under the bill in the early years of its operation will be
determined largely by the cutoff date selected. Federal property-owning agencies
were asked to furnish cost estimates based on each of three possible cutoff dates—
January 1, 1946, and also September 8, 1939, and July 1, 1950. For purposes of
the estimates, the agencies were asked to assume property holdings as they
actually were at the end of the fiscal year 1950, and also to assume that the bill
was enacted several years earlier, so that all parts would have been in full
operation in that fiscal year. The agency replies are summarized in the follow-
ing table. The estimates are necessarily rough, since they depend on estimates
of property values, local tax rates, and other factors. In addition, they omit
sSome properties upon which payments might be made. No estimates are included
for the supplementary system of payments authorized by title IV of the bill,
Any estimates for that title would be highly speculative, since the supplementary
system would not come into operation automatically upon enactment of the bill,
but rather would be inaugurated at the option of the Commission and used only
to the extent that experience proved such payments to be necessary. Because of -
these and other limitations upon the data, the figures should be interpreted as
indicating only the general order of magnitude of expenditures under the
proposed legislation.

The summary of expenditures in the attached table is based on information
furnished by the agencies before insgertion in section 101 (b) (4) of the first
proviso, which sets a ceiling on amounts to be paid on account of Federal
improvements and tangible personal property. Further information from the
agencies indicates that with the 1946 cutoff date this proviso might reduce
the total amount shown in the table for title I by something over $2 million,
Although in the time available the agencies were not asked to furnish similar
information based on the other cutoff dates, a rough estimate suggests that the
ceiling might reduce payments by about $1 million with the 1950 cutoff date and
by about $25 million with the 1939 cutoff date.

The amounts estimated by the Department of Defense are shown separately.
They indicate a larger total of new expenditures under the proposed bill than for
all other agencies combined.

1 Excerpt from Exec. Comm. No. 722, Regarding Payments in Lieu of Taxes, dated August
16, 1951. (83d Cong., House Committee Print.)
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Estimated Annual Expenditures Under the Proposed Bill for Payments to State
and Local Governments on Federal Real Property If the Act Had Been Effec-

tive During the Fiscal Year 1950 ¢

[In millions)

Estimated expenditures based on

cutoff date in—
Basis of expenditures
1939 1946 1950
Title I (administratively determined payments):
Department of D $92.8 $6.3 $3.3
Other agencies. . . oo me e 38.4 24.3 18.5
Less adjustment for limit on payments on certain improve-
ments....____ e —ne —25.0 —2.0 -1.0
Total, title T e 106. 2 . 6 2.8
Title IT (taxation):
Department of Defense. - oo 20.0 20.0 20.0
Other agencies. ... ocooreoceerameccomceca 1.4 1.4 1.4
Total, title TX_ el 21.4 21.4 21.4
Title ITI (special assessments):
Department of Defense. - mv oo m e e cene ®) ®) (O]
Other 8ZeNeIBS. - - o mme oo . .4 .4
Total, title ITI .4 .4 .4
Title IV (supplementary system of payments) .. .._..-coooceemnan ® ®) (®)
Administrative expense:
Department of Def - -- 18 .8 .4
Other agencies. - .occuomeomveeceeeee L1 .8 4
Total, administrative expense. .. - .coceeno._.. [ 29 1.6 .8
Expenditures under proposed bill:
Department of Defense. -« oo ccmraec e e 114.6 27.1 23.7
Other agencies. .ol 41,3 26.9 20.7
Less adjustment for limit on payments on certain improve-
ments (title I). —25.0 -2.0 -1.0
Total, expenditures under proposed bill...___.__.....__.__ 130.9 52.0 . 4
Expenditures under laws superseded by proposed bill:
Department of Defense......... ——— Lo 1.0 1.0
Other agencies o oo 18.7 18.7 18.7
Total expenditures under laws superseded. ... .. ...._.____ 19.7 19.7
Eipendltures under proposed bill less expenditures under superseded
aws:
Department of Defense.. .- .coreeeaevan .- 113.6 26.1 22.7
Other agencies. - - oo oo oo 22.6 8.2 2.0
Less adjustments for limit on payments on certain improve-
ments (title I).. .- —~25.0 — —1.0
Total, expenditures under proposed bill less expenditures
under superseded laws. .- 111.2 32.3 23.7

e Source: U. S. Bureau of the Budget, as tepublished in Hearing, Commission on Government Opera-

tions, U. S. Senate (83d Cong., 1st sess.) on 8, 2473.
® Not available,
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ArpENDIX H—Memorandum of June 9, 1954

To: Mr. Arthur Tanner, Chairman,
Study Committee on Payments in Lieu of Taxes and Shared Revenues,
Commission on Intergovernmental Relations.

FroM : 1. M. Labovitz,
Bureau of the Budget.

Sussecr: Estimates of payments under S. 2473 assuming various cutoff dates.

This memorandum supplies cost estimates for S. 2473, prepared in response to
the request made by your Committee at its first meeting.

The accompanying table shows the gross cost of properties estimated as a
base for payments during the fiscal year 1954 under each section of the bill,
assuming it had been enacted June 30, 1953. It shows also the payments that
would have been made on account of these properties if the average effective
rate equalled 1 percent of the gross cost for all the properties and, alternatively,
if the average effective rate for the real property equalled 114 percent and for
personalty, 1 percent. - The Department of Defense and the General Services
Administration, in presenting their estimates for S. 2473 to the Senate Committee
on Government Operations, have assumed an average effective rate of 2 percent
for all property, both real and personal, so that their estimates of payments for
the bill as a whole are about twice the minimum estimate shown in this table
with the 1950 cutoff date.

More detail about the estimates, using the cutoff date of July 1, 1950, is pre-
sented in the statement which I gave on June 2, 1954, at a hearing before the
legislative subcommittee of the Senate committee. A copy of that statement
(and related papers) is attached. It indicates the kind of property covered by
the estimate for each subsection. It also indicates the major reasons for my
assumption of the 1 and 114 percent effective rates in computing probable
payments.

The estimates are all necessarily rough, and those based on the earlier cutoff
dates are especially crude because they are derived from: aggregates shown in
accounting and property control records which were not devised to yield this
type of information in terms of the categories used in the bill.

Some deviations occur between figures presented to the Senate subcommittee
by the Bureau of the Budget and those presented by the Department of Defense.
The major difference is that our tabulation classifies under real estate in section
3 an inventory of plant equipment, with a gross cost of $778,047,000, which the
Navy Department subsequently classified as personal property in testifying before
the subcommittee. We have not been able to establish whethey this is predom-
inantly of the kind which assessors might consider real estate or is predom-
inantly movable equipment. In any case, if all this equipment were considered
personalty, the effect would be to reduce by about $4 million each of the maximum
payments estimates for section 5 and the entire bill shown in the attached table,
This change would apply under edach of the cutoff dates.
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Estimated Value of Properties and Paymenis Under 8. 2478, in the Fiscal Year 195}, Assuming Enaciment on June 30, 1953, and Using
Cutoff Dates in 1939, 1946, and 1960

[In millions]

Section of bill and type of property

1950 cutoff

1946 cutoft

1939 cutoff

Payments, with aver-
age effective tax 1
percent on personal

Payments, with aver-
age effective tax 1
percent on personal

Payments, with aver-
age effective tax 1
percent on personal

4(b) — Real_.._.._
Personal.
4 (c) (DReal_.__.

onal

Pers
4(c) @Real ...

Section 5—}1§eal __________

ersonsl

Subtotal, section 5 .o

Entire bill~Real. . iaas
Personal . iieoeaen

Total_

Gross costs| and— Gross costs| and— QGross costs and—
of property of property of property
1 percent {114 percent 1 percent |1}4 percent 1 percent |14 percent
on real on real on real on real on real on real

$1 |

4,880 |-

554 |.

239 1.

494 |

45 |

13 |.
784 $8 $12 1,062 $11 $16 1,062 $11 $16
5,119 51 51 5,164 51 51 5,164 51 b1
5,903 59 63 6, 226 62 67 6, 226 62 67
1, 597 16 24 1,824 18 27 | 5,548-7,248 b56-72 83-109
3, 962 40 40 3,962 40 40 3,962 40 40
5, 559 56 64 5,786 58 67 | 9,510-11, 210 095-112 123-149
2,382 24 36 2, 886 29 43| 6,610-8,310 66-83 99-125
9, 081 91 91 9,126 91 91 9,126 91 91
11, 463 115 127 12,012 120 | 134 |15,736-17, 436 157-174 190216

Prepared for Study Committee on Payments in Lieu of Taxes and Shared Revenues, June 8, 1954.
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