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PREFACE 

This is an almanac of the principal taxes involved in local, State, 
and Federal fiscal relations 

Public Law 380 of the 86th Congress requires the Advisory Com- 
mission on Intergovernmental Relations to recommend, within the 
framework of the Constitution, the most desirable allocation of reve- 
nues among the several levels of government as well as methods of 
coordinating and simplifying their tax laws. 

This volume seeks to bring together the more important basic 
data germane to these problems. Its publication accords with the 
Commission's duty to serve as a clearinghouse of information on inter- 
governmental issues. It reflects a conviction that longstanding differ- 
ences on solutions to intergovernmental problems are sometimes due 
more to inadequate information than to real differences of opinion; 
that with the benefit of full information, reasonable people stand a 
good chance of reaching reconcilable conclusions. 

The  volume is in some respects incomplete. The number of tax- 
ing jurisdictions in the United States now exceeds 80,000. Together 
they employ most types of taxes. Only the more prevalent of these 
and only those involved in intergovernmental relations are covered 
here. The depth of treatment of the different taxes is itself uneven 
because our information is less complete in some areas than in others. 
Where it is relevant, a statement of this Commission's recommenda- 
tions for intergovernmental fiscal coordination is included. 

Taxation in the United States, particularly at the local and State 
levels, is continually changing, and a volume of this nature requires 
periodic updating. The  present volume represents a revised and 
expanded version of a publication issued under the same title in Sep- 
tember 1961. The additions include a chapter on interstate varia- 
tions in State and local tax systems, one on property taxes, some 
historical tax-rate tables, and data on State-collected taxes shared with 
local governments. 

The report will be revised again as developments warrant. This 
will afford opportunities for improving further its coverage and accu- 
racy. Users of the volume are urged to communicate to us its short- 
comings. 

Except where otherwise indicated, data on the provisions of State 
and local tax laws were largely derived from Commerce Clearing 



House, State Tax Reporter, and the statistics on State and local finan- 
cial operations from the publications of the Governments Division, 
Bureau of the Census. The manuscript was reviewed by State officials 
in the several States. Their generous cooperation is gratefully ac- 
knowledged. 

This is a staff information report and is to be distinguished from 
Commission reports on substantive policy issues. 

WM. G. COLMAN, 
Executive Director. 

L. L. ECKER-RACZ, 
Assistant Director. 



CONTENTS 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Preface 
........................................................... Tables 

PART I 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . CHAPTER 1 INTRODUCTION 

. . . . . . . . . . . . . . . . . . . . . . . .  Expenditure Developments 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Tax Revenues 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Local taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  State taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Borrowing 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  General Trends 

. . . . . . . . . . . . . . . . . . . . . . . . . .  . CHAPTER 2 EXTENT OF TAX OVERLAPPING 
. . . . . . . . . . . . . . . .  . CHAPTER 3 THE DEVELOPMENT OF STATE TAX SOURCES 

............................. Death and Gift Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Automotive Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Income Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  General Sales Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . .  Alcoholic Beverage Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Tobacco Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Amusement Taxes 
Public Utility Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CHAPTER 4 . TAXATION AT THE LOCAL LEVEL . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . .  . . . . . .  Revenue Requirements .. 

..... . . . . . . . . . . . . . . . . . . . .  Sources of Local Financing 
Current revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State aid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Federal aid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Revenue from own sources . . . . . . . . . . . . . . . . . . . . .  
Property taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Nonproperty taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CHAPTER 5 . INTERSTATE VARIATIONS IN STATE AND LOCAL TAX SYSTEMS 
Interstate Variations in Tax Use . . . . . . . . . . . . . . . . . . . .  

Property taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
General sales taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tobacco taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Motor vehicle taxes . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Sales and individual income taxes combined . . . . . .  
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Interstate Variations as Reflected in Indexes of Fiscal 
Capacity and Tax Effort . . . . . . . . . . . . . . . . . . . . . . . .  

pg 
vii 



PART I1 

CHAPTER 6 . PROPERTY TAXES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Nature of the Property Tax . . . . . . . . . . . . . . . . . . . . . . . .  
The Role of the Property Tax in the National Tax 

Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property Tax Rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operation of the General Property Tax . . . . . . . . . . . . .  
The Need for Reform . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CHAPTER 7 . GENERAL SALES TAXES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State Sales Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Rates . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
The sales tax base . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Local Sales Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Shared Taxes .................................... 

CHAPTER 8 . INDIVIDUAL INCOME TAXES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
The Federal Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
The State Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Structure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Deductibility 

. . . . . . . . . . . . . . . . . . . . . . . . . .  Federal-State Duplication 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  Municipal Income Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Shared Taxes 
CHAPTER 9 . CORPORATION INCOME TAXES . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Federal Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  State and Local Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Deductibility 
. . . . . . . . . . . . . . . . . . . . . . . . . .  Federal-State Duplication 

. . . . . . . . . .  State Taxation of Multi-State Corporations 
. . . . . . . . . . . . . . . . . .  . CHAPTER 10 INHERITANCE. ESTATE. AND GIFT TAXES 

. . . . . . . . . . . . . . . . . . . . . .  Federal Estate and Gift Taxes 
. . . . . . . . . . . . . . . . . . . . . . . .  State Death and Gift Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Role of the Tax  Credit 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Coordination Proposals 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  Revenue separation 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Revenue sharing 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Gift tax credit 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Legislative Prospects 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . CHAPTER 11 AUTOMOTIVE TAXES 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Highway-User Taxes .. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Federal taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  State and local taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . .  Other Automotive Taxes 

. . . . . . . . . . . . . . . . .  Federal and State Aid for Highways 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . CHAPTER 12 TOBACCO TAXES 

. . . . . . . . . .  Administration of Tobacco Tax Collections 
. . . . . . . . . . . . . . . . . . . . . . . .  State and Federal Tax Rates 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Local Cigarette Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Shared Taxes 



. . . . . . . . . . . . . . . . . . . . . . . . . .  . CHAPTER 13 ALCOHOLIC BEVERAGE TAXES 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Federal Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  State and Local Taxes 
. . . . . . . . . . . . . . . . . . . . . . .  Intergovernmental Relations 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  CHAPTER 14 . AMUSEMENT TAXES 
Federal Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  State Taxes 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Local Taxes 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Revenues 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  CHAPTER 15 . DOCUMENTARY TAXES 
Stock Transfer Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . .  Real Estate Transfer Taxes 
Mortgage Taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . .  CHAPTER 16 . LOCAL TELEPHONE SERVICE TAX 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Federal Tax 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  State and Local Taxes 

PART 111 

. . . . . . . . . .  . CHAPTER 17 STRENGTHENING TAXATION AT THE LOCAL LEVEL 
. . . . . . . . . . . . . . . . . . . . . . . . . .  Inter-Local Coordination 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  Statewide Coordination 
Technical assistance . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tax administration . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Tax supplement 
Tax credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tax sharing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Coordination Possibilities . . . . . . . . . . . . . . . . . . . . . . . . . .  

TEXT TABLES 

Governmental Expenditure for Civil Functions, by Level of Government. 
1952 and 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Governmental General Expenditure and Tax Collections as a Percent of 
. . . . . . . . . . . . . . . . . . . . . .  Net National Product. Selected Years 1932-62 

General Revenue of Local Governments. Percentage Distribution by 
Source. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  Tax Revenue of Local Governments. by Type of Tax. 1962 
. . . .  Local Government General Revenue. by Type of Government. 1962 

Exemption of Food and Medicine in State General Sales Taxes. Janu- 
ary 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

State Individual Income Taxes: Frequency Distribution of Personal Ex- 
emptions. January 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Effect of the Deductibility of a State 10 Percent Marginal Tax Rate on 
Combined Federal and State Individual Marginal Income Tax Rates. 

. . . . . . . . . . . . . . . . . . . .  at Selected Net Income Levels Under 1965 Rates 
Federal and State Individual Income Tax Collections. Selected Years. 

1952-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . .  Federal and State Corporation Income Tax Collections. 1953-63 

State Death and Gift Tax Collections as a Percent of Total State Tax 
Collections. by State. 1963 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Highway-User Tax Collections. 1963 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  



TABLES 

1 . Sources of State and Local Government Financing. 1952 and 1962 . . .  
2 . State and Local Government Finances. in Current and Constant 

Prices. Selected Years. 1938-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
3 . Percentage Relationships Between Selected Items of State and Local 

Government Finances. by State. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . .  
4 . Federal. State. and Local Tax Collections. by Source. 1962 . . . . . . . . .  
5 . State Tax Collections. by Source. Selected Years. 1902-63 . . . . . . . . . .  
6 . Dates of Adoption of Major State Taxes . . . . . . . . . . . . . . . . . . . . . . . . .  
7 . Dates of Adoption of Major State Taxes. Frequency Distribution . . .  
8 . States Increasing Tax  Rates and Enacting New Taxes. Selected Taxes. 

1959-63 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
9 . Local Government Direct General Expenditure. Selected Years. 

1927-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
10 . Local Government Direct Genera1 Expenditure. by Function. Selected 

Years. 1927-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
11 . Local Government Direct General Expenditure. by State. 1962 . . . . .  
12 . Local Government General Revenue. by Source. Selected Years. 

1927-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
13 . State Intergovernmental Expenditure. by State. 1962 . . . . . . . . . . . . . .  
14 . State Intergovernmental Expenditure as a Percent of Local General 

Revenue. Frequency Distribution. 1962 . . . . . . . . . . . . . . . . . . . . . . . .  
15 . State Intergovernmental Expenditure. by Function. Selected Years. 

1932-62 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . .  16 . Local Government General Revenue. by State. 1962 

17 . Local Tax Collections. by Major Source. Selected Years. 1927-62 . . . .  
18 . Local Tax Collections. by State. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
19 . Local Tax Collections as Percent of State-Local Tax  Collections. 

Frequency Distribution. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . .  20 . Local Property and Nonproperty Tax Collections. by State. 1962 

21 . Local Nonproperty Taxes as a Percent of Total Local Taxes. Fre- 
quency Distribution. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  . 22 City Government Tax Collections. 1950-62 
. . . .  . 23 City Government Tax Collections. by Population Size Class. 1962 

. . . . . . . . . . . . . . . . . . . .  . 24 Tax Collections of the 51 Largest Cities. 1962 
. . . . . . . . .  . 25 State and Local Tax Collections. by Source. by State. 1962 

26 . Number of States Using Various Taxes: Distribution According to 
Percentage of State and Local Tax Revenue Obtained From Each 
Tax. 1962 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . .  . 27 State and Local Tax Collections. by State. 1962 
28 . Effective Rates of General Sales Taxes and Taxes on Tobacco Prod- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ucts.byState. 1960 
29 . Effective Rates of Levies on Motor Vehicles and Motor Fuel. by 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  State. 1960 
30 . Individual Income and Sales and Gross Receipts Tax  Collections in 

. . . . . . . . . .  Relation to Personal Income and Retail Sales. by State 
31 . Individual Income Tax Yield. Actual and Under Representative Tax 

. . . .  System in 1960 as a Percent of Adjusted Gross Income. by State 

. . . .  . 32 Weighted Averages of State Personal Income Tax Rates in 1959 
. . . . . . . . . .  . 33 Corporation Income Tax Effective Rates. by State. 1960 



34 . Selected Measures of State and Local Fiscal Capacity. Per Capita as a 
. . . . . . . . . . . . . . . . . . . . .  Percent of United States Average. by State 

. . . . . . . . . . . . . . . .  . 35 State and Local Tax Effort Indexes. by State. 1960 
36 . Assessed Value of Property Subject to Local General Property Taxa- 

. . . . . . . . . . . . . . . . . . . . . . .  tion. by Class of Property. by State. 1961 
37 . Legal Coverage of Major Types of Tangible Personal Property by 

. . . . . . . .  Local General Property Taxes in the Various States. 1962 
38 . Ratio of Assessed Value to Sales Price for Real Properties Involved 

in Measurable Sales During a Six-Month Period. by Type of Prop- 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  erty. by State. 1961 

39 . Federal. State. and Local Tax Collections. by Level of Government. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Selected Years 1902-62 

40 . The Property Tax in the State and Local Tax Structure. by State. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1962 

. . . . . . .  . 41 Revenue from State and Local General Sales Taxes. 1952-63 
. . . . . .  . 42 State General Sales Tax Collections. by State. 1952 and 1963 

43 . State General Sales Tax Rates as of January 1-1952 through 1964 . .  
.............. . 44 State Sales Taxes: Types and Rates. January 1. 1964 

. . . . . . . . . . . . . . . . . . . . . . . . . .  45. Local Sales Tax Rates. January 1. 1964 
46 . Statutory Provisions Governing Imposition of General Sales Taxes 

. . . . . . . . . . . . . . . . . . . . . . . .  by Local Governments. January 1. 1964 
. . . . . . . . . . . . . . . . . . . .  . 47 Local General Sales Tax Collections. 1952-62 

. . . . . . . . . .  . 48 State Collected. Locally Shared General Sales Taxes. 1962 
49 . State Individual Income Tax Collections. by State. 1952 and 1963 . .  
50 . State Individual Income Taxes: Effective Rates at Selected Adjusted 

Gross Income Levels. 1954 and 1964. Married Couple with Two 
Dependents . . . . . . . . . . . . . . . . . . .  .. ........... . . . . . . . . . . . . . . . .  

51 . Income Distribution for Families and Unrelated Individuals. 1949 
. . . . . . . . . . . . . . . . . . .  and 1959 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .. 

52 . State Individual Income Taxes: Personal Exemptions. January 1. 1964 
. . . . . . . . . . . .  . 53 State Individual Income Taxes: Rates. January 1. 1964 

54 . State Individual Income Taxes: Use of Standard Deduction and Op- 
tional Tax  Table. January 1. 1964 ............................ 

55 . State Individual Income Taxes: Administrative Features. January 1. 
1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

56 . Individual Income Taxes: Effect of Federal and State Deductibility. 
for a Married Couple at Selected Taxable Income Levels. Federal 
and New York Tax Rates. 1963 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

57 . Net Burden of State Individual Income Tax as a Percent of Residual 
Income. for a Married Couple at Selected Adjusted Gross Income 
Levels. by State. 1960 ........................................ 

58 . Individual Income Taxes: State Collections as a Percent of Federal 
Collections. Averages for 1959-6 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  59 Municipal Income Tax Rates. January 1. 1964 
60 . Municipal Income Tax Bases. January 1. 1964 . . . . . . . . . . . . . . . . . . . .  
61 . State Collected. Locally Shared Individual Income Taxes. 1962 . . . . . .  
62 . State Corporation Income Tax Rates. January 1. 1964 . . . . . . . . . . . . .  
63 . Corporation Income Taxes: Effect of Federal and State Deducti- 

bility. at Selected Net Income Levels. Federal and Pennsylvania 
............................................. Tax Rates. 1963 

64 . Corporation Income Taxes: State Collections as a Percent of Fed- 
eral Collections. Avera~es for 1959-61 . . . . . . . . . . . . . . . . . . . . . . . . . . .  



65 . Federal Estate Tax  Rates and Exemptions Under 1926 Act and Fed- 
eral Estate and Gift Tax  Rates and Exemptions Under Present 
Law . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

66 . Types of State Death Taxes .................................... 
67 . State Estate Tax  Rates and Exemptions. January 1. 1964 ........... 
68 . State Inheritance Tax Rates and Exemptions. for Selected Categories 

of Heirs. January 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
69 . State Gift Tax  Rates and Exemptions. for Selected Categories of 

Donees. January 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
70 . Federal Estate Tax Liability Before State Death Tax Credit. and 

State Death Tax Credit. Returns Filed During 1929-6 1 . . . . . . . . . .  
71 . Credit for State Death Taxes as a Percent of Federal Estate Tax 

Liability Before Credits. by State. Returns Filed During Selected 
Years 1949-61 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

72 . Deductibility of Federal Estate Tax  for Purposes of State Inheritance 
and Estate Taxes. January 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

73 . Credit for State Death Taxes as a Percent of Federal Estate Tax  
. . . . . . . . . .  Liability. by Size of Estate. Returns Filed During 1961 

74 . State and Local Automotive Taxes. by Type and by State. January 1. 
1964 ....................................................... 

75 . State Gasoline Tax  Rates. January 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . .  76 . State Gasoline Tax  Rates as of January 1-1953 through 1964 

. . . . . . . . . . . . . . . . . . . . . .  77 . Local Gasoline Tax Rates. January 1. 1964 
......... 78 . State Collected. Locally Shared Highway-User Taxes. 1962 

. . . .  79 . State Cigarette Tax  Revenue and Discounts. Calendar Year 1962 
. . . . . .  80 . State Cigarette Tax  Rates as of January 1-1952 through 1964 

. . . . . . . . . . . . . . . . . . . . . . . . . .  . 81 State Cigar Tax Rates. January 1. 1964 
82 . State Tax  Rates on Smoking and Chewing Tobacco and Snuff. Janu- 

ary 1. 1964 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . .  . 83 Local Cigarette Tax  Rates. January 1. 1964 

.............. . 84 State Collected. Locally Shared Cigarette Taxes. 1962 
85 . State Collected. Locally Shared Alcoholic Beverage Revenues. 1962 . . 

.............. . 86 State Tax Rates on Distilled Spirits. January 1. 1964 
87 . Tax  Rates on Distilled Spirits for States with Licensing Systems. as 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  of January 1-1953 through 1964 
. . . . . . . . . . . . . . . . . . . . . . . .  . 88 State Tax Rates on Beer. January 1. 1964 

. . . . . . . . . . . . . . . . . . . . . .  . 89 State Tax  Rates on Wines. January 1. 1964 
. . . . . . . . . . . . . . . . . .  . 90 State T a x  Rates on Admissions. January 1. 1964 

. . . . . . . . . . . . . . . . . . . .  . 91 State Pari-Mutuel Tax  Rates. January 1. 1964 
92 . State Taxes on Coin-Operated Amusement Devices or Machines. 

.... Billiard and Pool Tables. and BowIing Alleys. January 1. 1964 
. . . . . . . . . . . . . . . . . . . . . .  . 93 Federal and State Documentary Taxes. 1963 

. . . .  . 94 Selected State Taxes on Local Telephone Service. January 1. 1964 

APPENDIX 

. . . . . . . . . . . .  Agencies Administering Major State Taxes. January 1. 1964 

Page 



PART I 





Chapter 1 
INTRODUCTION 

We have called this volume T a x  Ouer- 
lapping because it is a familiar term likely 
to attract reader interest. It is not an en- 
tirely happy choice, however, both because 
this publication treats of more than tax 
overlapping and because this term carries 
an odium to which we do not subscribe. 
The use of the same kind of tax by two or 
more levels of government is not poor pub- 
lic policy in and of itself. It becomes poor 
policy only when one level of government 
uses a particular tax without regard for the 
use made of it by another and in such a way 
that (a) the cumulative tax take of all gov- 
ernments does gross violence to an accepta- 
ble pattern of tax burden distribution, and 
(b) the overlapping is accompanied by in- 
efficient use of tax enforcement resources 
and needless taxpayer compliance burdens. 

Tax overlapping concerns many people 
for many reasons, some good, some less 
good. A part of the aversion to tax over- 
lapping is little more than a dislike for 
paying more than one tax on the same in- 
come, the same transaction, or the same 
parcel of property-for diverse reasons, of 
which the fact that the combined tax bill 
is too large is only one. Tax overlapping 
means preparing separate tax returns for 
two or more separate tax administrations, 
which implies waste. Tax overlapping 
means also two sets of tax collectors, and 
that is costly. And if two sets of auditors 
review the same taxpayer's records for 
identical purposes on different days, the 
tvaste seems compounded. 

Out of this aversion to overlapping taxes 
the citizen has evolved an image of a 
utopia in which each level of government 
is assigned its own private tax domain and 
governments are enjoined to keep out of 
one another's fish ponds. The tax pro- 
fession calls it separation of revenue 
sources. 

This kind of tax utopia is pleasant to 
contemplate. It caters to man's love of 
symmetry and simplicity. Unhappily an 
idle dream is all that it can ever be. Man's 
ingenuity has devised only so many kinds 
of taxes, and there are not nearly enough 
that produce good, fat revenues to satisfj 
the States, counties, cities, towns, town- 
ships, boroughs, school districts, and spe- 
cial districts-over 80,000 of them-not to 
mention the National Government. 

Separation of revenue sources is unat- 
tainable for another compelling reason as 
well. A necessary objective of such sepa- 
ration is to give each level of government 
a tax whose yield will meet its revenue 
needs. But needs change over time, not 
only because the relative importance of the 
different governmental functions changes 
but also because in a dynamic society peo- 
ple are increasingly on the move. The 
relative yields of the different taxes also 
change, both with long-run and with cycli- 
cal changes in the economy. In the face 
of these kinds of changes, any rigid revenue 
separation plan would be obsolete before 
it could even be formulated, to say nothing 
of implemented. 



This Nation's governmental system pro- 
vides some latitude for adjusting discrep- 
ancies between revenue needs and a gov- 
ernment's own tax revenues through 
grants-in-aid. Federal grants are used to 
supplement State revenues, State aid to 
supplement local resources. Federal aids 
to State and local governments now ap- 
proach, and State aids to local governments 
have for some time exceeded, $10 billion 
a year. If tax sources were rigidly sepa- 
rated, these amounts would have to be 
relatively much larger and far more varia- 
ble. 

The purpose of this volume is to present 
an overview of taxes at the Federal, State, 
and local levels, of their variety and inter- 
relationships, and how 
pattern of government 
interest of perspective, 
presents a brief analysis 
direction, and general 
State and local finances 
fiscal developments of 
preceding years. 

they fit into the 
finances. In the 
this first chapter 
of the magnitude, 
characteristics of 
discernible in the 
the immediately 

Expenditure Developments 

During the 10 years prior to 1962, an- 
nual State and local expenditures for gen- 
eral governmental purposes (current op- 
erations, capital outlay, and interest on 
debt), rose from $26 billion to nearly $60 
billion, an increase of 129 percent (table 
1).l The rate of growth was somewhat 
faster during the earlier than during the 
later years of the decade, but not much 
significance can be attached to this change 
in pace. In the fiscal year 1952, national 
economic policy objectives associated with 
the Korean involvement restrained State 
and local spending. Moreover, increases 
in the prices of goods and services pur- 

l Because of rounding, detail in this and subsequent 
tables may not add to totals. 

chased by State and local governments 
were more pronounced during the first 
than during the second half of the decade 
(20.5 percent for 1952-57 compared with 
15.8 percent for 1957-62). 

The factors that contributed to these 
expenditure increases are familiar. They 
were the byproducts of changes in popu- 
lation, urbanization, industrialization, tech- 
nology, and economic well-being. At the 
same time the pay of State and local gov- 
ernment employees improved and began 
to approach earning rates in private em- 
ployment. 

Changes in the size of the population 
and in prices alone account for a substan- 
tial share of the rise in expenditures. If 
the influence of these two factors is ab- 
stracted from State and local expenditure 
totals, by reducing them to per capita 
terms in constant prices, the 1952-62 in- 
crease is reduced from 129 percent to 39 
percent (table 2). 

About two-fifths of the $34 billion in- 
crease in State and local government gen- 
eral expenditure (nearly $14 billion) is 
accounted for by public education and re- 
flects the rise in the school-age population 
and in teachers' salaries over the past dec- 
ade. While the Nation's total population 
rose 18.5 percent between 1950 and 1960, 
two groups that require particularly costly 
government services-the school-age popu- 
lation and the aged-increased respectively 
47 percent and 35 percent. Public school 
enrollment rose 43.1 percent. The average 
monthly earnings of public school ern- 
ployees rose by 60 percent (1952-62). 
Since 1952 the dollar expenditure for local 
public schools has increased 153 percent. 
The increase in the per pupil cost has been 
only about half as great. 

About one-sixth of the $34 billion in- 
crease in State and local spending during 
the decade was accounted for by highways. 



TABLE I.-Sources of State and Local Government Financing, 1952 and 1962 
(Dollar amounts in millions) 

Item 

Expenditure 

......................................... General expenditure 
Education ............................................... 
Highways ............................................... ....................... Public welfare, health, and hospitals 
Other ................................................... ........... Insurance trust, liquor stores, and utility expenditure 

Total expenditure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Revenue 

........................... Intergovernmental revenue (Federal) 
............................. General revenue from own sources 

Taxes ................................................... 
Property ............................................ ............................... Sales and gross receipts ..................................... General sales 

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .................................. Individual income 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Corporation income l 

Other ............................................... 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Charges and miscellaneous 

.................................. Total general revenue ............... Insurance trust, liquor stores, and utility revenue 
......................................... Total revenue 

............................... Debt outstanding at end of year 
.................................... Cash and security holdings 

Trust accounts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
All other ........................................... 

1 A minor amount of corporation income tax revenue is 
included with individual income tax. 

Source: US. Bureau of the Census, Historical Summary 

This was occasioned by the need of an 
increasingly mobile population with ever 
more automobiles for more and better 
roads. By 1962 motor vehicle registrations 
were about half again as high as in 1952. 
Highway expenditures relative to the num- 
ber of motor vehicles registered increased 
about 50 percent. 

An eighth of the $34 billion rise went 
into public welfare, health, and hospital 
programs. State and local expenditures 
for these related functions were $4.5 bil- 
lion more in 1962 than in 1952, a 90-per- 
cent increase. Again, after allowance for 
the extraordinary rise in the dependent 
population, young and old, the expendi- 
ture increase was significantly smaller. 

I Net increase 
1952 

Amount Percent 

of Governmental Finances in the United States, 1957 Cen- 
sus of Governments, Vol. IV, No. 3; and Governmental 
Finances in 1962, October 1963. 

And it was still less after adjustment for 
increased living costs. 

Population increases and price changes 
explain a large part but not all of the ex- 
penditure increases. Presumably some 
qualitative and quantitative improvements 
occurred in services, but the details are 
obscured by the inadequacy of units-of- 
service and productivity data. 

The  increased share of State and local 
governments in the Nation's economy was 
reflected in the growth of their expendi- 
tures in relation to GNP, from 7.5 percent 
in 1952 to 10.8 percent in 1962. During 
this time, however, the State-local share in 
total expenditures for domestic govern- 
ment remained remarkably constant. In 



1952, 73.5 percent of total expenditures moreover, in the division between local 
for civilian government (excluding de- governments and the States. In 1952 their 
fense, expenditures for past wars, etc.) oc- respective shares were 66.8 percent and 
curred at the State and local level; 26.5 33.2 percent; in 1962, 65.9 percent and 
percent at the Federal level. In 1962 the 34.1 percent. No significant intergovern- 
corresponding shares were 73 percent and mental shifts in responsibilities for func- 
27 percent. Very little change occurred, tions were noted. 

Governmental Expenditure for Civil Functions,l by Level of Government, I952 and 1962 

(Dollar amounts in millions) 

I I 

Level of government I 
Federal. . . . . . . . . . . . . . . . . . . . .  
State. ...................... 
Local. ...................... 

............. State and local.. 
. . . . . . . . . .  All governments. 

Amount 

$22,136 
20,373 
39,340 
59,714 
8 1,850 

Percent Percent Percent Percent 
distri- Amount distri- 
bution / g p  I I bution 1 (3% 

1 Excluding Federal expenditure for national defense, international affairs and finance, space technology, veterans' 
benefits (except education), and interest on debt. 

Some of the factors accounting for the 
increases in State and local expenditures 
during the past decade are likely to remain 
operative during the balance of the 1960's. 
The most important of these are (a) in- 
creases in total population, (b) increases in 
the relative importance of the school-age 
and the aged segments of the population, 
(c) increasing urbanization, and (d) rising 
standards of living. In short, State and 
local expenditures will continue to in- 
crease because the numbers served are in- 
creasing, families are growing larger, more 
of the children are going to school and 
staying longer, more time is spent in rec- 
reation with benefit of more elabo- 
rate recreational facilities, etc. As eco- 
nomic affluence increases, the people's taste 
for more and better amenities of living 
grows apace. Other factors are likely to 
exert an influence in the same direction: 
a dynamic business community geographi- 
cally more and more competitive, requir- 
ing well-trained labor and good community 
facilities, and exhibiting sensitivity to the 

desires of its employees for the amenities 
of a pleasant environment; and a nation 
internationally involved and committed to 
an ideological race for the minds and 
hearts of emerging peoples. This combi- 
nation of influences points to rising gov- 
ernment expenditures. And since the 
National Government's role in the provi- 
sion of domestic governmental services is 
secondary, the focus of this increased ac- 
tivity concentrates on the State and local 
level. 

State and local governments financed the 
increases in their expenditures over the 
past decade in traditional ways out of their 
conventional sources, principally taxes, 
some nontax revenues, Federal aid, and 
borrowing. 

Tax Revenues 

T o  finance the $34 billion addition to 
their expenditures between 1952 and 1962, 
State and local governments increased their 
tax collections by $22 billion (115 per- 
cent), raising their annual take to $41.5 



TABLE 2.-State and Local Government Finances, in Current and Constant Prices, 
Selected Years, 1938-62 

(Dollar amounts, except per capitas, in millions) 

General 
revenue 

from own 
sources 

Increase or 
decrease (-) 

in debt 
during year 

Tax 
revenue Year 

TOTAL IN CURRENT PRICES 

Federal 
aid 

P m  CAPITA I N  CONSTANT PUIOES 

Source: US. Bureau of the Census, Historical Summary of  Governmental Finances in the United States, 1957 Census 
of Governments, Vol. IV, No. 3; and Governmental Finances in 1962, October 1963. Constant price data computed by the 
Advisory Commission on Intergovernmental Relations. 

Direct 
general 

expendi- 
ture 

billion by the fiscal year 1962. The share the share of net national product claimed 
of net national product taken by State and by all taxes-Federal, State, and local- 
local taxes increased from 6 percent to 8.2 remained unchanged. It was 24.5 percent 
percent. During the same period, how- in 1952, and after a temporary decline, re- 
ever, the Federal tax take declined at pre- turned to 24.5 percent by 1962. 
cisely the same rate, with the result that Local taxes.-A striking feature of recent 

Capital 
outlay 



Governmental General Expenditure and T a x  Collections as a Percent of N e t  National Product, 
Selected Years 1932-62 

I I I I 

TAX COLLECTIONS 

I I I I 

Year 

tax developments has been the perform- 
ance of the property tax. Most of the 
States have left this tax area to their subdi- 
visions, encouraged to do so both by the 
revenue needs of local governments and by 
a consensus that the property tax had little 
to recommend it and much to condemn it. 
It is, therefore, all the more surprising that 
nearly half of the decade's $22.2 billion tax 
increase came from this source. Collec- 
tions rose from $8.7 billion to $19.1 bill- 
ion. And the upward trend is continuing. 
For the 12-month period ended December 
1963, property tax collections are reported 
to have topped $21 billion. 

T h e  $10.4 billion rise in property tax 
revenue over the past decade, almost en- 
tirely at the local level, represents a slightly 
greater rate of increase than that for all 
other State and local taxes combined. It 
produced 45.9 percent of all State and local 
tax revenue in 1962, compared with 44.8 
percent in 1952. In  other words, the 
property tax is more than holding its own. 

Several factors appear to have played a 
part in the productivity of the property 
tax. For one, local governments are with- 
out an alternative. Their  respective State 

governments charge them with responsi- 
bility for providing essential government 
services but, with few exceptions, give 
them neither sufficiently productive non- 
property tax sources nor adequate financial 
aid to enable them to forego property tax 
increases. Moreover, new construction 
and increased urbanization have created 
new taxable values. Improved assessment 
administration has also added to the tax 
base. Some States have themselves con- 
tributed by mandating improvement in 
the quality of assessments, by making State 
aid conditional on such improvement, and 
by lending support to the efforts of the 
courts to reduce assessment inequalities. 
Improved administration was sparked also 
by property owning groups, notably rail- 
roads and other public utilities, because 
they believed themselves relatively over- 
taxed; by functional groups (education), 
seeking additional financial support for 
their programs; by the assessment profes- 
sion, sensitive to its public posture; and by 
political leadership, increasingly aware that 
the quality of administration of the prop- 
erty tax in a community has an important 
effect on the image it presents to business 

DIRECT GENERAL EXPENDITURE 

All governments Local Federal State 



in search of new sites. New construction, 
higher property values, and improved as- 
sessment administration are believed to 
have accounted for about two-thirds of the 
added property tax revenue over the past 
decade; increases in tax rates, for the bal- 
ance. 

In some States, local governments-prin- 
cipally cities-are supplementing the prop- 
erty tax with other taxes. The over-all 
ratio for the Nation is about 1 to 7. In 
about one-fifth of the States, local govern- 
ments derive more than 20 percent of their 
tax dollars in this way, but in a third of 
them, the share is less than 5 percent (table 
3). Instances can be found of local use of 
virtually every kind of tax, but, aside from 
the usual license taxes, sales, public utility, 
and income taxes are the only significant 
producers, and they are localized in a few 
States. 

The weak showing of nonproperty taxes 
for the country as a whole is explained 
partly by a lack of enabling legislation- 
the authority to levy them locally. The 
more important explanation, however, is 
that, unless there is State assistance, these 
taxes are unsuitable for local use except 
in large cities. Local governments, par- 
ticularly small ones, find it difficult, if not 
impossible, to make effective use of these 
nonproperty taxes. It is uneconomical for 
them to finance an effective tax collection 
effort, and intercommunity competition 
for business and industry restrains them. 
There is always the fear that a city sales 
tax will drive trade to the suburbs and vice 
versa, or that a tax on wages and salaries 
will alter competitive relationships be- 
tween employment centers and discrimi- 
nate between employees who live within 
and those who live outside these centers. 
Some States have alleviated this problem 
by authorizing local governments to im- 
pose sales taxes, patterned after and col- 

lected together with the State's own tax. 
This places the quality of State tax admin- 
istration at the disposal of local govern- 
ments and reduces collection costs; and the 
ready availability of a particular tax on a 
uniform basis to all local communities 
restrains the inclination toward tax com- 
petition among communities. 

State taxes.-At the State level a large 
part of the expenditure increase of the 
past decade was financed by consumer and 
income taxes. From 1952 through 1962 
State collections from all sources increased 
by $10.7 billion. This about equaled the 
increase in property taxes alone and cov- 
ered almost a third of the $34 billion rise 
in State and local spending. Of the in- 
creases in State collections, consumer taxes 
provided about 60 percent; income taxes 
about 20 percent. 

The general sales tax has proven to be 
the most responsive State levy. Its yield 
increased about 130 percent during the 
decade, to over $5 billion by 1962. Several 
factors played a part. There is no national 
sales tax to impinge in this area. The 
volume of retail sales rose 45 percent. Five 
additional States introduced the tax for the 
first time, making a total of 37 that now 
have this tax; they account collectively for 
about 75 percent of retail sales in the 
country. Most of the populous industrial 
States now have established sales taxes. 
Several States broadened the base of their 
tax, and many raised tax rates, some more 
than once. During the decade the median 
sales tax rate moved from 2 percent to 3 
percent. 

Among the selective excises, the gasoline 
tax has been most active. Its yield doubled 
during the decade to $3.7 billion. The 
favorable matching provisions of the Fed- 
eral highway grant, particularly the 90: 10 
provisions of the Interstate Highway Pro- 
gram, are exerting pressure on the States 



TABLE 3.-Percentage Relationships Between Selected Items of State and 
Local Government Finances. by State. 1962 

State 

I Federal aid 
as ercent 

orstate 
and local 
general 
revenue 

Alabama ........... 
Alaska ............. 
Arizona ............ 
Arkansas ........... 
California .......... 
Colorado ........... 
Connecticut ......... 
Delaware ........... 
Dist . of Col .......... 
Florida ............. 
Georgia ............ 
Hawaii ............. 
Idaho . . . . . . . . . . . . . .  
Illinois . . . . . . . . . . . . .  
Indiana . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Iowa 
. . . . . . . . . . . . .  Kansas 

. . . . . . . . . . .  Kentucky 
. . . . . . . . . .  Louisiana 

. . . . . . . . . . . . . .  Maine 

Maryland . . . . . . . . . . .  
Massachusetts . . . . . . .  
Michigan . . . . . . . . . . .  
Minnesota . . . . . . . . . .  
Mississippi . . . . . . . . . .  
Missouri . . . . . . . . . . . .  
Montana . . . . . . . . . . .  
Nebraska ........... 
Nevada . . . . . . . . . . . . .  . . . . .  New Hampshire 

......... New Jersey ........ New Mexico 
. . . . . . . . . .  New York . . . . . .  North Carolina 

. . . . . . .  North Dakota 

Ohio . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . .  
Oregon . . . . . . . . . . . . .  
Pennsylvania . . . . . . . .  
Rhode Island . . . . . . .  

...... South Carolina 
. . . . . . .  South Dakota 

. . . . . . . . . .  Tennessee 
. . . . . . . . . . . . . .  Texas 

. . . . . . . . . . . . . . .  Utah 

........... Vermont 
. . . . . . . . . . .  Virginia 

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

United States . 

State aid 
as ercent 

oP local 
genera1 
revenue 

State taxes 
as percent 

of State and 
local taxes 

Property taxt 
as percent ol 

total State an 
local taxes 

Local 
nonproperty 

taxes as 
percent of tot> 

local taxes 

State direct 
general 

expenditure 
as percent of 

State and local 
direct general 
expenditure 

Source: U.S. Bureau of the Census. Governmental Finances in 1962. October 1963 . 
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to find matching money-by increased tax 
rates if necessary. On the basis of national 
consumption of motor fuel, the combined 
State-local average tax rate moved from 
about 4% to 5% cents per gallon between 
1952 and 1962. 

The yield of taxes on tobacco products, 
chiefly cigarettes, increased by 140 percent, 
but has only now moved into the billion- 
dollar class. The average State-local tax 
rate has nearly doubled over the past 10 
years. The Jenkins Act, enacted by the 
Congress in 1949, has effectively stopped 
the shipment of untaxed cigarettes into 
States that have cigarette taxes by requir- 
ing the name and address of the consignee 
with quantities shipped to be reported to 
the tax administration in the receiving 
State. 

During the decade, State individual in- 
come tax collections moved from less than 
$1 billion to nearly $3 billion. The in- 
crease in corporate income tax revenues 
was substantially lower (56 percent). To- 
gether, income taxes contributed $2.5 bil- 
lion toward financing the $34 billion 
increase in State-local spending. Reflected 
in these aggregates are two new corporate 
income taxes, larger corporate profits, and 
increased personal income. One of the 
only four new personal income tax enact- 
ments during the past 25 years (the In- 
diana flat-rate tax) became effective only 
this year (1964). 

Individual income taxes, which at last 
report (December 1963) were producing at 
an annual rate of $3.4 billion, reflect a 56 
percent increase in national income and a 
37 percent increase in per capita income 
since 1952. Other contributors to reve- 
nue were improved tax administration, 
facilitated by the adoption of withholding 
at the source, and increased tax rates at 
the lower and middle income levels. 

State income tax rates remain relatively 

moderate. For a married couple with two 
dependents, effective rates range from less 
than 1 percent at the $5,000 income level 
in 26 States to a high of 5.5 percent at the 
$25,000 level in one. Only 4 States have 
effective rates of 5 percent or more for 
$25,000 incomes. 

The deductibility for Federal income tax 
purposes of taxes paid to States has not 
had the anticipated effect on State tax 
policies. While the high Federal marginal 
rates reduce substantially the net burden 
imposed by State tax rates in the upper 
brackets, the States are limiting their top 
rates to around 10 percent and have con- 
centrated their rate increases in the lower 
and middle brackets. Indeed, about half 
of the States allow the Federal income tax 
as a deduction for purposes of their own 
tax. Moreover, since State personal in- 
come taxation has not yet penetrated most 
industrial States, 40 percent of the Nation's 
population and a sizable portion of total 
personal income is still free of State income 
taxation. 

The aggregate contribution of the in- 
heritance, estate, and gift taxes to State 
and local revenues has been rising, but by 
1962 had reached only $500 million. This 
amounted to a $300 million increase over 
1952, attributable almost totally to higher 
property values. 

Borrowing 

By the end of the fiscal year 1962, State 
and local debt exceeded $81 billion. At 
this writing (early 1964) it probably ex- 
ceeds $90 billion, since debt offerings were 
at record levels in 1963. The correspond- 
ing total at the close of World War I1 was 
$16 billion. During the 11-year period 
1952-62 alone, the increase was $51 bil- 
lion. These are large magnitudes, to be 
sure, but State and local governments bor- 
row only for capital purposes. They do 



not borrow (with minor exceptions) to 
cover operating costs. The accelerated 
mobility of the population appears to be 
contributing to voter acceptability of bond 
proposals, under the rationale that those 
not now in the community, who will also 
benefit in the future from the new capital 
improvements, should help to pay for 
them. 

In the 1952-62 period, State and local 
governments invested $136 billion in capi- 
tal improvements. Simultaneously, the 
cash and security holdings in their work- 
ing balances, bank accounts, and reserves 
for debt repayment rose by nearly $15 bil- 
lion. These numbers suggest that the net 
worth position of State and local govern- 
ments must have improved significantly 
despite their increased debt liabilities. 

General Trends 

As the foregoing summary makes clear, 
the better-than-10-percent average annual 
increase in expenditures during the past 
decade was accomplished within estab- 
lished patterns and without conspicuous 
changes in financing methods. The ma- 
jor components-taxes, borrowing, and 
Federal aid-as well as the shares of the 
major tax groups within the tax system, 
stayed remarkably stable. The major vari- 
ables moved in parallel lines. 

The annual amount of Federal aid to 
State and local governments increased from 
$2.6 billion to $7.9 billion, but these in- 
creases financed only 16 percent of the 
$33.6 billion increase in State and local 
spending. These governments financed 
84 percent of the increase from their own 
resources. 

The State-local division also held steady. 
While State aid to local government rose 
from $5 billion to $1 1 billion, its share of 
local revenues actually dropped from 30 to 

28 percent. The proportion of local edu- 
cation and public welfare expenditures 
financed from State aid remained un- 
changed, and of highway expenditures in- 
creased only 2 percentage points. 

Admittedly the stability of the national 
fiscal aggregates over the past decade masks 
substantial variety-differences in pace, if 
not in direction. Eight large industrial 
States account for half of all State and local 
operations. As they move, so move the 
national totals, and they tend to move to- 
gether, albeit each with its own timetable. 

Within this governmental organization, 
differences in pace are inevitable. Within 
it, the National Government concentrates 
largely on international responsibilities 
and leaves domestic government to the 
States and their subdivisions, The States 
in turn follow their individual preferences 
in sharing that responsibility with their 
local units, which they match with their 
individually designed allocation of fiscal 
resources. In New Jersey, local govern- 
ments account for 7 1 percent, the State for 
29 percent of aggregate collections; in 
nearby Delaware the relationship is re- 
versed (22 percent and 78 percent). In 
New Jersey, property taxes supply two- 
thirds of all tax revenues; in Delaware, 
only one-fifth (table 3). In Delaware, in- 
come taxes produce 37 percent of aggre- 
gate State and local tax revenues; in New 
Jersey, only 2 percent. 

Since the needs of the different functions 
and the productivity of the different reve- 
nue sources are continually changing, the 
balance between requirements and re- 
sources at the different levels is changing 
too. Much of this volume is concerned 
with the role of the different groups of 
taxes in meeting revenue requirements at 
the State and local level and with the inter- 
governmental relationships this entails. 



Chapter 2 
EXTENT OF TAX OVERLAPPING 

Tax overlapping-the practice of two or 
more governments levying on the same 
subject or object-is as old as the United 
States itself. All local governments as well 
as the States have always, or nearly al- 
ways, levied property taxes. The Federal 
income tax that was enacted during the 
Civil War and repealed in 1872 overlapped 
the income taxes of Southern and some 
Eastern States. During the Civil War and 
again during the Spanish-American War, 
Congress enacted death duties (excises on 
legacies), which overlapped some State 
levies. Also in a sense the 19th-century 
Federal liquor taxes, especially the occu- 
pational licenses, overlapped similar State 
imposts. 

A checklist of the different kinds of taxes 
known in the United States contains a 
significant number used simultaneously by 
both Federal and State governments and, 
not infrequently, by local governments. 
This is true of individual and corporation 
income taxes, death and gift taxes, and 
taxes on motor fuels, alcoholic beverages, 
tobacco products, amusements, and public 
utilities. The principal exceptions are 
customs duties, which are levied only by 
the Federal Government, and property, 
general sales, and motor vehicle license 
taxes, which are levied only by State and 
local g0vernments.l Although the Federal 
Government does not have a general sales 

1 The Federal Government now levies a use tax on trucks 
weighing over 26,000 pounds and during World War I1 
levied a $5 use tax on automobiles. 

tax, its present excise structure consists of 
a variety of selective excises on commodi- 
ties and services that are also subject to 
State general sales taxes. 

The tax revenue sources of the three 
levels of government have been grouped 
for analytical purposes into 14 broad cate- 
gories (table 4). As the foregoing discus- 
sion suggests, however, the data in the 
table do not provide a qualitative measure 
of the extent of tax overlapping in the 
United States. They exaggerate it. A 
grouping of the wide variety of taxes used 
by the numerous taxing jurisdictions within 
the United States into a manageable num- 
ber of classes brings together, within any 
one category, imposts that are similar in 
general characteristics but differ in impor- 
tant respects. This applies even to the 
"property" tax category, which includes, 
in addition to general property taxes, a 
number of special levies on particular 
categories of property-some intended to 
approximate income taxes, others to assess 
particular businesses. Some jurisdictions 
substitute personal property taxes on motor 
vehicles for other kinds of motor vehicle 
taxes. In some States, taxes based on the 
volume of business done by particular cor- 
porations, such as banks, insurance compa- 
nies, and utilities, are substitutes for in- 
come or property taxes, although they are 
not so classified in the statistics. Despite 
their limitations, the broad categories used 
in this study serve the general purpose of 



THE NATIONAL TAX PIE 
1962 Tax Collections in Millions 
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$48,607 

Property General  sales and 
gross receipts Inheritance, Motor vehicle and 

estate, and gift operators' licenses 

$2,532 

Federal 
LEGEND State 

Local 



TABLE 4.-Federal, State, and Local Tax Collections, by Source,l 1962 

Amount (millions) Distribution among governments 
(percent) 

Tax 
All 

govern- 
ments 

All 
govern- 
ments 

Federal 1 state 1 LWI Federal State Local 

............ Individual income 
Corporation income ........... 
Inheritance, estate, and gift .... 
Sales and grass receipts, total. .. 

Customs duties ........... 
General sales and gross 

receipts ................ 
Selective sales and gross 

receipts, total ........... 
Motor fuel ........... 
Alcoholic beverages ... 
Tobacco ............. 
Amusements ........ ...... Public utilities 6 

Other .............. 
Property ..................... 
Motor vehicle and operators' 

licenses .................... 
All other8 ................... 

Total .................. 

1 Exclusive of all employment taxes except $466 million 
included in the "all other" category for the Federal Gov- 
ernment which is used to cover costs of administering in- 
surance programs. Total Federal employment tax collec- 
tions in fiscal 1962 were approximately $13 billion; State 
collections approximately $21/n billion. These collection 
figures include penalties and interest, but are net of re- 
funds, which are substantial in the case of Federal income 
taxes and State gasoline taxes. 

a Minor amount included in "individual income taxes." 
Minor amount included in "all other." 

tions ($286 million) is derived from taxes on pari-mutuels 
(which are specifically exempt from the Federal wagering 
tax). Local collections from amusement taxes are not sepa- 
rately classified and therefore are included in "all other 
taxes." 

6 Federal collections are from the excises on transporta- 
tion, telephone, telegra h, and other communication sav- 
ices. The State and f-1 total includes tares imposed 
specifically on public passenger and freight transportation 
companies, telephone, telegraph, light and power com- 
panies, and other public utility companies, which are meas- 
ured by gross receipts, gross earnings, or units of service 
sold. It  does not include amounts collected under State 
and local general sales taxes which apply to public utility 
services. 

7 Important among the sources of revenue included here 
are: for the Federal Government, the manufacturers' ex- 
cise on automobiles and parts, and the retailers' excises on 
luggage, jewelry, furs, and toilet preparations; for State 
governments, insurance taxes. 

The significant taxes included in "all other" are Fed- 
eral and State document and stock transfer taxes, the por- 
tion of Federal unemployment tax collections used to cover 
the cost of administering the insurance program, State 
severance taxes, and local license revenues. 

Source: U.S. Bureau of the Census, Governmental 
Finances in 1962, October 1963. 

'Excludes collections from the Washington and West 
Virginia business and occupation taxes ($69 million and 
$54 million, respectively, included in "all other"), which 
are classified as general sales taxes by the Bureau of the 
Census but which have been excluded from the "general 
sales tax" category in this study by the definition employed 
in chapter 7. 

5 The Federal total includes taxes on admissions to thea- 
ters, concerts, athletic contests, cabarets, etc., club dues 
and initiation fees, and wagering taxes. The State total 
includes excises applicable to admissions on amusement 
operators in general and to specified types of amusement 
businesses, but does not include amounts collected from 
admissions by the 20 States which tax admissions under 
the general sales tax. The major portion of State collec- 

bringing together taxes that have impor- and exclusive of about $13 billion Fed- 
tant common characteristics. They illus- erally- and $2.7 billion State-collected 
trate, but do not accurately reflect, the employment taxes). Tax revenues account 
extent to which Federal, State, and local for approximately three-fourths of all gov- 

ernmental revenues. The major sources governments tap the same general tax 
bases. 

Tax revenues of Federal, State, and local 
of nontax revenues are insurance trust 
revenues, charges for services (including 
sale of products), and, in the case of State 
and local governments, utility and liquor 

governments in the fiscal year 1962 
amounted to $125.8 billion (net of refunds 



store  revenue^.^ State and local govern- 
ments derived important sums from inter- 
governmental aids, but they are encom- 
passed in the first instance in the tax 
collections of the jurisdiction making the 
grant. 

The  tax revenues of the Federal Gov- 
ernment accounted for two-thirds of the 
taxes collected by all governments in 1962. 
The  other 34 percent was about equally 
divided between State and local govern- 
ments. 

The  Federal Government receives the 
principal share of income, death and gift, 
alcoholic beverage, and tobacco taxes. 
Although the individual income tax is now 
employed at all levels of government, the 
Federal Government's share of the $49 bil- 
lion total collections in 1962 was 94 per- 
cent, the States' share a little less than 6 
percent, and local governments', less than 
1 percent. The  Federal Government also 
collected a comparable share of corpora- 
tion income tax revenues. Although the 
yield of Federal estate and gift taxes was 
only 2 percent of total tax revenues of the 
Federal Government in 1962, it repre- 
sented 80 percent of all death and gift tax 
collections. 

Of the $4 billion tax revenues collected 
by all governments on alcoholic beverages 
in 1962, the Federal Government received 
81 percent. T h e  Federal share would be 
somewhat less if account were taken of the 
fact that in some States sales of alcoholic 
beverages are subject also to general sales 
taxes. Moreover, State tax collections ex- 
clude the profits of liquor monopoly sys- 
tems in 16 States. In 1963 these States 
derived $261 million of net income from 
their monopoly systems. 

2 In 1962 receipts from these major sources of nontax 
revenue for all governments combined were: insurance 
trust revenues, $20.4 billion; charges for services, including 
sale of products, $18.6 billion; and utility and liquor store 
revenues, $5.4 billion. 

Apart from the temporary decline occa- 
sioned by the recent emphasis on the 
health hazards of smoking, State tobacco 
tax revenue has been rising. Most States 
have significantly raised their tax rates, and 
further rate increases are to be expected, 
so that the States' share of the tobacco tax 
take is on the increase. In 1962 the States' 
share of total tobacco tax collections was 
34 percent. Local governments accounted 
for another 2 percent. 

In amusement taxation, the extent of 
overlapping with respect to the general 
admissions tax has been significantly re- 
duced by Federal action. Largely as the 
result of a rate reduction and increases in 
the price exemption, the yield of the Fed- 
eral admissions tax (other than on cabarets, 
roof gardens, etc.) has declined from $313 
million in 1953 to less than $50 million. 

Most admissions are no longer subject to 
Federal tax since the first $1 of admissions 
is now exempt. Higher priced admissions 
are taxed only on the excess over $1 and 
at a much lower rate than formerly. Fed- 
eral-State taxes overlap on admissions to 
horseracing (on which the Federal rate has 
not been reduced), to boxing, wrestling, 
and athletic exhibitions, and on special 
types of amusements (bowling alleys, pool 
tables, coin-operated amusement and gam- 
bling devices). The  tax on pari-mutuel 
wagering has been left to the States, and 
they have been developing this tax into an 
important revenue producer. In 1962 the 
States received approximately two-thirds of 
the total amusement tax collections of all 
governments combined. The  amount of 
these collections is somewhat understated 
by table 4 because it excludes collections 
under the general sales taxes, which apply 
to amusements in many States. 

Three-fifths of the revenues of all gov- 
ernments from the "public utilities" cate- 
gory shown in table 4 are received by the 



Federal Government. At the Federal level 
this category includes only the excises on 
transportation, on telephone, telegraph, 
and other communication services. The 
State and local revenues, which together 
account for the other two-fifths, include 
collections from taxes on public utility 
companies, which are measured by gross 
receipts, gross earnings, or units of service 
sold. They do not include amounts col- 
lected under State and local general sales 
taxes on public utility services. 

The States receive the largest portion of 
motor fuel tax revenues: 60 percent of the 
total in 1962. The fact that Federal reve- 
nues from the gasoline tax have been ear- 
marked for the Highway Trust Fund since 
1956 assures the States collectively that the 
proceeds of the Federal tax will be avail- 
able to them to spend through their high- 
way departments, though, of course, not in 
the proportion in which these are collected 
from any particular State. 

General sales tax revenues are divided 
between State and local governments, with 
84 percent going to the States. Motor 
vehicle and operators' licenses are pri- 
marily a State revenue source; local gov- 
ernments account for only 7 percent of the 
total. 

The property tax has become principally 
a local tax. In 1962 State governments 
received less than 4 percent of total prop- 
erty tax collections. 

The taxes grouped in table 4 in the cate- 
gory "Selective sales and gross receipts, 
other" cover a variety of levies with 
important variations among levels of gov- 
ernment. Federal collections in this cate- 
gory consist entirely of various selective 
excises, other than those shown separately. 
The most important producers are the re- 
tailers' excises (on jewelry, toilet prepara- 
tions, luggage, and furs) and the manufac- 
turers' excises on automobiles and parts, 

tires and tubes, electric, gas, and oil appli- 
ances, and business and store machines. 
These Federal excises overlap the general 
sales taxes levied by State and local govern- 
ments, but the portion of State and local 
sales tax collections derived from these 
specific commodities is unknown. The  
major component of the State total from 
the "other selective sales and gross re- 
ceipts" category is the tax on the gross 
premiums of insurance companies. 

As the foregoing discussion makes clear, 
the different kinds of taxes are typically 
used by two, three, or more categories of 
governments. This kind of duplication, 
however, tells only part of the story. In 
point of fact, tax separation exists in the 
American system to a degree not always 
appreciated. 

The foregoing data reveal also that there 
is a substantial amount of jurisdictional 
specialization by types of taxes, particu- 
larly in terms of the relative revenue mag- 
nitudes of the 14 broad categories. Income 
taxes produce 80 percent of Federal tax 
revenues. State tax structures, although 
widely diversified, are weighted with gen- 
eral and selective sales taxes, deriving 
about 60 percent of their total from these 
sources. Property taxes at the local level 
outweigh by far all other local tax reve- 
nues and account for nearly 90 percent of 
the total. 

Measured in terms of tax dollars col- 
lected, Federal-State overlapping in indi- 
vidual income taxation is relatively small. 
The $2.7 billion derived by States from 
individual income taxes in 1962 was 
equivalent to 6 percent of Federal tax 
revenues from this source. The aggregate 
impact of all State individual income taxes 
is the equivalent on the average of that of 
about a lg percentage point increase in 
the effective rate of the Federal individual 
income tax. Similarly, with respect to cor- 



poration income taxes, State revenues in 
1962 were about 6.4 percent of Federal rev- 
enues in 1962 and in the aggregate equaled 
less than 3 percentage points of the Federal 
tax rate. Allowing for the deductibility of 
State taxes for Federal tax purposes, the 
net cost of State taxes to corporations was 
about 1 s  percentage points. 

While tax overlapping is widespread in 
the sense that often a tax category provid- 
ing the major part of the tax revenues at 
one level-Federal, State, or local-is used 
also, if only to a minor degree, at another 
level, the system is characterized by a sub- 
stantial degree of revenue separation. 
Most of the tax overlapping is minimal and 
could be largely eliminated by foregoing 
about 20 percent of collections. If by 
some magic, for example, all three levels 
of government could turn back the clock 
just three years (in terms of their latest tax 
collections), and each could rearrange its 
tax take of three years ago, they could 
utilize such a 20 percent reduction in 
their tax take, in terms of averages, to 
eliminate tax overlapping. They would 
accomplish this by leaving the Federal 
Government with only income taxes, local 
governments with only property taxes, and 
the States largely with consumer taxes. 

Some progress toward revenue separa- 
tion actually has taken place in recent 
years. Most of the States have abandoned 
the property tax, which the Federal Gov- 
ernment is prohibited from using, and 
have left it exclusively to their local gov- 
ernments. About 15 years ago the Na- 
tional Government repealed its electrical 
energy tax, in which local governments 
were interested. In more recent years it 
has largely eliminated its admissions taxes. 
These few examples probably exhaust the 
list. Moreover, the objective of Congress 

in repealing these Federal taxes is quite 
unrelated to tax simplification and coordi- 
nation. I t  had other, politically more 
compelling, motivations. 

Under our Federal system of govern- 
ment, the National Government on the 
one hand and State-local governments on 
the other are largely free to choose any 
tax they please, and they have generally 
chosen differently. Beyond the very few 
strictures prescribed by the Constitution, 
each of the 50 States is fiscally autonomous 
and enjoys a kind of tax sovereignty, as in 
a sense do also the many local governments 
operating under home rule or liberal char- 
ter provisions. Their theoretical tax au- 
tonomy is limited, to be sure, by practical 
political considerations, interjurisdictional 
tax competition, and problems of tax ad- 
ministration, to mention only some of the 
more important limitations. 

Each State guards jealously its right to 
shape its own tax policies, and this handi- 
caps the realization of a master design for 
the division of tax sources between the 
National Government and the States. No 
one has yet devised a technique for making 
an agreement binding on all of the States. 
Each would want to be party to the nego- 
tiation, and most would probably prefer a 
separate negotiation. 

Moreover, the affinity for different solu- 
tions in the several States is not solely a 
desire for variety and independence. With 
the wide differences in economic, social, 
and political circumstances in this country, 
a tax structure design favorable to some 
governments at any given time is certain 
to be unfavorable to others. The range of 
interstate variations in the weight assigned 
by the several States and their local gov- 
ernments to the major categories of taxes 
is documented in chapter 5. 



Chapter 3 
THE DEVELOPMENT OF STATE TAX SOURCES 

At the turn of this century, the Federal 
Government and State and local govern- 
ments obtained the major share of their 
tax revenues from different sources. The 
Federal Government employed almost ex- 
clusively customs and excises on liquor and 
tobacco. Most of the special Federal taxes 
imposed to finance the Spanish-American 
War had been repealed by 1902. State 
and local governments depended primarily 
on property taxes. 

The combined tax activities of State gov- 
ernments, in contrast to local governments, 
were then small. In 1902 State tax collec- 
tions amounted to only $1 56 million. Half 
of this total came from property taxes; the 
balance from a variety of miscellaneous 
sources, including liquor and other busi- 
ness licenses, and death taxes. 

Property taxes continued to be the major 
State tax source through the 1920's (table 
5). Between 1902 and 1927 their yield 
quadrupled. This increase in collections 
coincided with substantial increases in 
local property taxes and produced a ground 
swell of complaints against property taxa- 
tion. In response to this criticism, the 
base of State property taxes was gradually 
whittled away by tax rate limitations, 
homestead exemptions, and the abolition 
of property taxes on intangibles. The rate 
of increase in State property tax collec- 
tions, arrested by the Great Depression, 
was never again resumed. Gradually the 
States relinquished property taxation to 
local governments and sought their reve- 

nues in other tax areas. The contribution 
of property taxes to total State tax collec- 
tions declined from 23 percent in 1927 to 
approximately 8 percent by 1938, to less 
than 4 percent during the 1950's, and to 
about 3 percent currently. 

This development in State taxation co- 
incided with the efforts of the Federal 
Government, first under pressures of 
World War I and then under the stimulus 
of the Great Depression, to broaden its own 
revenue system. In the process both Fed- 
eral and State governments had recourse 
to some of the same tax areas. The current 
status of this tax duplication has been sum- 
marized in chapter 2 and is discussed, tax 
by tax, in subsequent chapters. This chap- 
ter summarizes the development of these 
taxes at the State level. A grouping of 
State tax enactments by 10-year intervals 
for the major State taxes is presented in 
table 6, and a frequency distribution by 
year, in table 7. Table 8 shows the in- 
creases and pew enactments that have oc- 
curred in the past 5 years for six selected 
taxes. 

Death and Gift Taxes 

At the turn of the century, various kinds 
of death taxes were in use in 22 States, 
including the principal Eastern States. 
Some of these taxes had long histories. 
The early taxes were generally flat-rate 
levies. In 1903 Wisconsin introduced 
rates that varied with the relationship of 
the decedent to the heirs. Within a very 



TABLE 5.-State T a x  Collections. by Source. Selected Years. 1902-63 

(Dollar amounts in millions) I 

1922 ......... 947 
1927 . . . . . . . . .  1. 608 
1932 ......... 1. 890 
1934 ......... 1. 979 
1936 . . . . . . . . .  2. 618 
1938 ......... 3. 132 
1940 . . . . . . . . .  3 313 
1941 . . . . . . . . .  3:606 
1942 . . . . . . . . .  3. 903 
1944 . . . . . . . . .  4071 
1946 . . . . . . . . .  4'937 
1948 . . . . . . . . .  61743 
1949 . . . . . . . . .  7. 376 
1950 ......... 7. 930 
1952 . . . . . . . . .  9. 857 
1953 . . . . . . . . .  10. 552 
1954 . . . . . . . . .  11. 089 
1955 . . . . . . . . .  11. 597 
1956 . . . . . . . . .  13. 375 
1957 . . . . . . . . .  14. 531 
1958 . . . . . . . . .  14. 919 
1959 . . . . . . . . .  15. 848 
1960 . . . . . . . . .  18. 036 
1961 . . . . . . . . .  19. 057 
1962 . . . . . . . . .  20. 561 
1963 (Pre- 
liminary) . . . . .  22. 099 

year 

Alco- Motor 
Motor f,",:; ~~b~~~~ A,"USIS z'Y:i; Prop- vehicle All 

fuel 
t a x  1 age 1 1 t a x  taxes 1 EL . .d 3 1 0th.. 

taxes licenses 

1 . AMOUNT 

Total 1 
exclud- Indi- 

~ n g  1 vidual 
employ. income 

ment taxes 
taxes R.& 

2 . PERCENTAGE DISTRIBUTION 

1 Includes the collections from the business and occupation taxes 
levied by Washington and West Virginia . The amount for these taxes 
in fiscal 1963 was $126 million . 

few years. 10 or more other States followed 
this pattern . 

Some years later. States began to ex- 
periment with estate taxation . This coin- 
cided with the adoption of a Federal estate 
tax in 1916; and the overlapping of Fed- 
eral and State death taxes continued with- 
out change until 1926 . Meanwhile. death 

Corpora- 
t i  

income 
taxes 

Source: U.S. Bureau of the Census Historical Summar of Govrrn- 
mental Finances in the United state; 1957 Census of 6 o v e p w n t s  
Vol . IV. N o  . 3; Corn endium of s tat;  Government Financsr m 1962: 
1963; and State Tax  lollections in  1963. August 1963 . 
taxes were adopted by additional States 
and by 1922 were in use in all but three of 
them . In 1924 the Congress introduced 
into the Federal estate tax a credit for 
taxes paid to States . New York was the first 
State to take full advantage of this credit 
by enacting an estate tax supplement to its 
inheritance tax in 1925 . Following Fed- 

Death 
and 

&ifs 
General 

t:$l 



era1 liberalization of the credit for taxes 
paid to States in 1926 (from 25 percent to 
80 percent of Federal liability), New York 
revised its supplemental estate tax. Other 
States soon followed its lead. By 1931, 
when Alabama and Florida enacted their 
taxes, death taxation was universal among 
the States, with the exception of Nevada, 
which remains today the only State with- 
out a death tax. 

State taxation of property transfers dur- 
ing life (the gift tax) began in 1933, when 
Oregon and Wisconsin adopted such taxes. 
Ten other States followed during the next 
10 years, though none has joined the list 
since 1942. At present, gifts are taxed in 
12 States. The Federal Government had 
enacted a gift tax in 1924, which was re- 
pealed 2 years later. The present Federal 
gift tax dates from 1932. 

State collections from death and gift 
taxes did not reach $100 million until 
1927 and remained below $200 million 
until 1952. Since that time, collections 
from this source have been increasing, 
largely as a result of rising property values; 
in 1963 collections reached nearly $600 
million. The relative contribution of 
death and gift taxes to State tax collections, 
however, remains under 3 percent of total 
State tax collections. 

Automotive Taxes 

New York was the first State to require 
registration of motor vehicles. Its law, 
adopted in 1901, was followed in rapid 
succession by similar laws in other States. 

These early measures were primarily 
regulatory in purpose. The use of motor 
vehicle registrations as a source of revenue 
developed a few years later. By 1910 
States were imposing graduated taxes on 
automobiles based on horsepower, with 
more complex and generally higher levels 
of rates. By 1914 all 48 States required 

motor vehicle registrations and were ob- 
taining some revenue from this source. 

Collections from motor vehicle registra- 
tions and operators' licenses have increased 
steadily, except in some years in the early 
1930's and during World War 11. This 
growth is the result of increases both in 
the level of rates and in the number of 
motor vehicles. Between 1927 and 1963 
the yield from this source increased from 
$300 million to $1.8 billion. The per- 
centage share of total State tax revenues 
derived from this source, however, de- 
clined from nearly 19 percent to about 8 
percent during this period. 

Gasoline taxes began to produce reve- 
nue in 1919, when Oregon, Colorado, New 
Mexico, and North Dakota imposed them. 
This type of tax spread rapidly and by 
1929, with its adoption by New York and 
Massachusetts, all 48 States were using it. 
Hawaii and Alaska adopted their terri- 
torial gasoline taxes in 1932 and 1946, 
respectively. The Federal tax on gasoline 
was introduced in 1932. 

The early gasoline taxes were imposed 
at a rate of 1 cent a gallon. However, the 
level of rates increased rapidly. A rate of 
21/2 cents a gallon was reported in 1923 
and a 4-cent rate in 1924, 5 cents in 1925, 
a few 6-cent rates in 1929, a 7-cent rate in 
1931, and an 8-cent rate in 1964. Cur- 
rently a rate of 6 cents or more a gallon 
is in effect in 43 States. 

Collections from gasoline taxes reflect 
the rapid spread of such taxes, the increase 
in rates, and, of course, increased gasoline 
consumption. Within 8 years after the 
adoption of the first gasoline tax, State col- 
lections from this tax reached $250 mil- 
lion. By 1932 the tax produced $527 
million, or 27.9 percent of total State tax 
revenues, and became the largest single 
source of State tax revenue. 

All States except Vermont tax die- 



sel fuel and liquefied petroleum. In most 
States the tax rate on these products is the 
same as that on gasoline. 

At present, motor fuel taxation ranks 
second to the general sales tax in terms of 
revenue productivity. In the fiscal year 
1963 motor fuel tax collections were $3.8 
billion, or 17.4 percent of total State tax 
revenue. That year motor fuel taxes and 
motor vehicle licenses combined accounted 
for approximately one-fourth of total State 
tax collections. 

Income Taxes 

At the turn of the century a number of 
States still carried on their statute books 
the personal income taxes enacted during 
and following the Civil War. These were 

flat rate taxes administered by local prop 
erty tax officials. 

A new era of income taxation was in- 
troduced in 191 1, when Wisconsin adopted 
an income tax and vested responsibility 
for its administration in a State tax com- 
mission. This income tax provided for 
personal exemptions and graduated rates, 
and was quickly copied by some other 
States. By the end of 1920, 9 States (and 
the territory of Hawaii) had a personal in- 
come tax. Five more States adopted it in 
the 1920's. 

Personal income taxation at the State 
level was given a great impetus by the de- 
pression of the 1930's. Four States adopted 
it in 1931, six in 1933, and six more dur- 
ing the years 1934-37. Only Alaska (as a 

TABLE 6.-Dates of Adoption of Major State Taxes 
INDIVIDUAL INCOME 

Before 1911 

HawaiI, 1901; 
total, 1. 

Before 1911 

Hawaii, 1901: 
total, 1. 

1911-20 

Wisconsin, 191 1; 
Mississippi, 1912; 
Oklahoma, 1915; 
Massachusetts, 1916; 
Virginia, 1916; 
Delaware, 1917; 
Missouri, 1917; 
New York, 1919; 
North Dakota, 1919; 
total, 9. 

1921-30 

North Carolina, 1921; 
South Carolina, 1922; 
New Hampshire, 
1923 3; Arkansas, 
1929; Georgia, 1929; 
Oregon, 1930; 
total, 6. 

CORPORATION INCOME 4 

193140 

Idaho; 1931; 
Tennessee, 1931 2; 
Utah, 1931; Ver- 
mont, 1931; Ala- 
bama, 1933; Arizona, 
1933; Kansas, 1933; 
Minnesota, 1933; 
Montana, 1933; 
New Mexico, 1935; 
Iowa, 1934; Louisi- 
ana, 1934; Califor- 
nia, 1935; Kentucky, 
1936; Colorado, 
1937; Maryland, 
1937; total, 16. 

Wisconsin, 191 1; 
Connecticut, 1915; 
Virginia, 1915; 
Missouri, 1917; 
Montana, 1917; 
New York, 1917; 
Massachusetts, 1919; 
North Dakota, 1919; 
total. 8. 

-- 

Since 1940 

Alaska, 1949; 
New Jersey. 1961 3; 
West Vi nia, 1961; 
Indianafff963; 
total, 4. 

Grand total, 36. 

Mississippi, 1921 ; 
North Carolina, 
1921; South Caro- 
lina, 1922; Tennes- 
see, 1923; Arkansas, 
1929; California, 
1929; Georgia, 1929; 
Oregon, 1929; 
total. 8. 

Idaho, 1931; 
Oklahoma, 1931; 
Utah, 1931; Ver- 
mont, 1931: 
Alabama, 1933; 
Arizona, 1933; 
Kansas, 1933; 
Minnesota, 1933: 
New Mexico, 1933; 
Iowa, 1934; Louisi- 
ana, 1934; Penn- 
sylvania, 1935; 
Kentucky, 1986; 
Colorado, 1937 
Maryland, 1937; 
total, 15. 

Since 1941 

Rhode Island, 1947; 
Alaska, 1949; 
Delaware, 1957; 
New Jersey, 1958; 
Indiana, 1963; 
total, 5. 

Grand total, 37. 

See footnotes on p. 24. 



TABLE 6.-Dates of Adoption of Major State Taxes 1--Continued 

Before 1900 

California, Connecticut, 
Delaware, Hawaii. 
Illinois, Iowa, 
Louisiana, Maine, 
Maryland, Massa- 
chusetts. Michigan, 
Minnesota, Missouri, 
Montana, New Jersey, 
New York, North 
Carolina, Ohio, 
Pennsylvania, Ten- 
nessee, Vermont, 
Virginia, West Vir- 
ginia; total, 23. 

Arkansas, 1901; 
Colorado, 1901; 
Utah, 1901; 
Washington, 1901; 
North Dakota. 1903; 
Oregon, 1903; 
Wisconsin, 1903; 
Wyoming, 1903; 
New Ham shire, 
1905; Soutf: Dakota, 
1905; Kentucky, 
1906; Idaho, 1907; 
Oklahoma, 1907; 
Texas. 1907; Kansas, 
1909; total, 15. 

DEATH 

Arizona, 1912; 
Georgia, 1913; 
Indiana, 1913; 
Rhode Island, 1916; 
Mississippi, 1918; 
Alaska, 1919; 
New Mexico, 1919; 
total. 7. 

Nebraska, 1921; 
South Carolina, 
1922; total, 2. 

Alabama. 1931; 
Florida, 1931; 
total, 2. 

Grand total, 49 

GIFT 

GENERAL SALES 

1931-40 1 1941-50 I Since 1951 

- - 

Oregon, 1933; Wisconsin, 1933; Virginia, 1934; Minnesota, 
1937; North Carolina, 1937; California, 1939; Colorado, 
1939; Tennessee, 1939; Louisiana, 1940; total, 9. 

Mississippi, 1932; Arizona, 1933; California, 1933; Illinois, 
1933; Indiana, 1933 5; Iowa, 1933; Michigan, 1933; New 
Mexico, 1933; North Carolina, 1933; Oklahoma, 1933; 
South Dakota, 1933; Utah, 1933; Washington, 1933; West 
Virginia, 1933; Missouri, 1934; Ohio, 1934; Arkansas, 
1935; Colorado, 1935; Hawaii, 1935; North Dakota, 1935; 
Wyoming, 1935; Alabama, 1936; Kansas, 1937; Louisiana, 
1938; total, 24. 

Oklahoma, 1941; Washington, 1941; Rhode Island, 1942; 
total,% 

Grand total, 14. 

I Connecticut, 1947; Mary- 
land, 1947; Rhode Island, 
1947; Tennessee, 1947; 
Florida, 1949; total, 5. 

Georgia, 1951; Maine, 1951; 
South Carolina, 1951; 
Pennsylvania, 1953; Nevada, 
1955; Kentucky, 1960; 
Texas. 1961; Wisconsin, 
1961; total. 8. 

Grand total, 37. 

DISTILLED SPIRITS 6 

1931-40 

Arizona, 1933; Colorado, 1933; Delaware, 1933; Indiana, 1933; Maryland, 1933; Massachu- 
setts, 1933; New Jersey, 1933; New York, 1933; Rhode Island, 1933; Illinois, 1934; 
Kentucky, 1934; Louisiana, 1934; Minnesota, 1934; Missouri, 1934; New Mexico, 1934; 
Wisconsin, 1934; Arkansas, 1935; California, 1935; Florida, 1935; Nebraska, 1935; Nevada, 
1935; South Carolina, 1935; South Dakota, 1935; Texas, 1935; North Dakota, 1936; Con- 
necticut, 1937; Georgia, 1937; Hawaii, 1939; Tennessee, 1939; total, 29. 

- - 

Since 1941 

Alaska, 1945; Kansas, 1948; 
Oklahoma, 1959; total, 3. 

Grand total, 32. 

- - 

1921-30 

Iowa, 1921; South Caro- 
lina, 1923; South Da- 
kota, 1923; Utah, 1923; 
Tennessee, 1925; Kan- 
sas, 1927; North Da- 
kota, 1927; Arkansas, 
1929; total, 8. 

Since 1951 

CIGARETTES 

Wyoming, 1951; Missouri, 
1955; Maryland, 1958: 
California, 1959; Vir- 
ginia, 1960; total, 5. 

1931-40 

Ohio, 1931; Texas, 1981; Lou- 
isiana, 1932; Mississippi, 1932; 
Oklahoma, 1933; Alabama, 
1935; Arizona, 1935; Connec- 
ticut, 1935; Washington, 1935; 
Kentucky, 1936; Georgia, 1937; 
Pennsylvania, 1937; Vermont,. 
1937; Hawaii, 1939; Massachu- 
setts, 1939; New Hampshire, 
1939; New York, 1939; Rhode 
Island, 1939; Wisconsin, 1939; 
total, 19. Grand total. 47. 

1941-50 

Illinois, 1941; Maine, 1941; Del- 
aware, 1943; Florida, 1943; 
New Mexico, 1943; Idaho, 
1945; Indiana, 1947; Michigan, 
1947; Minnesota, 1947; Mon- 
tana, 1947; Nebraska, 1947; 
Nevada, 1947; West Virginia, 
1947; New Jersey, 1948; Alaska, 
1949; total, 15. 

- - -  

See footnotes on p. 24. 



TABLE 6.-Dates of Adoption of Major State Taxes 1--Concluded 

Colorado, 1919; New Mexico, 
1919; North Dakota, 1919; 
Oregon, 1919; Kentucky, 
1920; total. 5. 

GASOLINE 

4rizona. 1921; Arkansas, 1921; Connecticut, 1921; Florida, 
1921; Georgia, 1921; Louisiana, 1921; Montana, 1921; 
North Carolina, 1921; Pennsylvania, 1921; Washington, 
1921; Maryland, 1922; Mississippi, 1922; South Carolina, 
1922; South Dakota, 1922; Alabama, 1923; California, 1943; 
Delaware, 1923; Idaho, 1923; Indiana, 1923; Maine, 1923; 
Nevada, 1923; New Hampshire, 1923; Oklahoma, 1923; 
Tennessee, 1923; Texas, 1923; Utah, 1923; Vermont, 1923; 
Virginia, 1923; West Virginia, 1923; Wyoming, 1923; Iowa, 
1925; Kansas, 1925; Michigan, 1925; Minnesota, 1925; 
Missouri, 1925; Nebraska, 1925; Ohio, 1925; Rhode Island, 
1925; Wisconsin, 1925; Illinois, 1927; New Jersey, 1927; 
Massachusetts, 1929; New York, 1929; total, 43. 

AUTOMOBILE REGISTRATION 

Since 1930 

Hawaii, 1932; Alaska, 1946; 
total, 2. 

Grand total, 50. 

New York, 1901; Connecticut, 1903; Massachusetts, 1903; Minne- 
sota, 1903; Missouri, 1903; New Jersey, 1903; Pennsylvania, 

1903; Iowa, 1904; Maryland, 1904; Rhode Island, 1904; Ver- 
mont, 1904; California, 1905; Delaware, 1905; Indiana, 1905; 
Maine, 1905; Michigan, 1905; New Hampshire, 1905; Oregon, 
1905; South Dakota, 1905; Tennessee, 1905; Washington, 1905; 
West Vir 'nia, 1905; Wisconsin, 1905; Ohio, 1906; South Caro- 
lina, 1908 Illinois, 1907; Nebraska, 1907; Texas, 1907; North 
Carolina, 1909; Utah, 1909; Georgia, 1910; Kentucky, 1910; 
Virginia, 1910; total, 33. 

Alabama, 191 1; Arkansas, 191 1; 
Florida, 1911; North Dakota, 
1911; Oklahoma, 1911; Ari- 
zona, 1912; Mississippi, 1912; 
New Mexico, 1912; Colorado, 
1913; Idaho, 1913; Kansas, 
1913; Montana, 1913; Ne- 
vada, 1913; W oming, 1913; 
Louisiana, 1814; Alaska, 
1915; total, 16. 

Grand total. 49. 

1Includes only States that used the tax on January 1, 
1964. Excludes the District of Columbia, where the dates 
of adoption were: individual income, 1939; corporation 
income, 1939; death, 1937; general sales, 1947; distilled 
spirits, 1934; cigarettes, 1949; gasoline, 1924; and automobile 
r istration, 1909. 
21ncome From stocks and bonds only. 

8 In effect applies only to New York residents who derive 
income horn New Jersey sources. 

territory in 1949), West Virginia (in 
1961), and Indiana (in 1963) have adopted 
personal income taxes since 1937. New 
Jersey enacted a limited personal income 
tax in 1961, restricted in its effective appli- 
cation to New York residents earning in- 
come in  New Jersey. The  new Indiana 
income tax was coupled with a restructuring 
of its gross income tax, in effect replacing 
it in large part with an individual income 
tax, a corporation income tax, and a gen- 
eral sales and use tax. 

Corporate income taxation followed a 
similar pattern. States began to charge 
fees for incorporation in the 19th century. 
After the Civil War the revenue poten- 
tialities of all incorporation fees began 

4 Exclusive of South Dakota's tax applicable to financial 
institutions only. 

6 Gross income tax; in 1963 Indiana enacted a 2-percent 
retail sales and use tax. 

6 Exclusive of the excises levied by the 16 States that own 
and operate liquor stores, and exclusive of North Carolina 
where county stores operate under State supervision. Mis. 
sissippi is the only State among the remaining 33 States 
that does not im ose an excise on distilled spirits since 
their sale is prohipid.  

gradually to be recognized. This period 
witnessed the development of taxes meas- 
ured by capital stock, and almost every 
State, by the turn of the century, was levy- 
ing a capital stock tax on corporations. 

The development of modern corporate 
income taxation, however, began, as did 
individual income taxation, with the en- 
actment of the Wisconsin tax in 191 1. 
(Hawaii, as a territory, had enacted a 
corporate income tax in 1901.) There 
were 7 more enactments before 1920, 8 
during the 1920's and 15 during the 
1930's. Adoption of a corporation in- 
come tax by 4 more States (and Alaska 
while a territory) since 1947 has brought 
the total of such taxes to 37. 



TABLE 7.-Dates o f  Adofition of Major State Taxes, Frequency Distribution 1 - 

. - 

36 237 
y States that used the 

Indi- 
vidual 
income 

Auto- 
mobile 

registra- 
tion 

Corpo- 
ration 
income 

General 
sales 

Distilled 
spirits Death Gift Cigarettes Gasoline Year 

49 1 12 1 17 1 I 50 I 
IX as of January 1, own and operate liquor stores, and the Nort 

Total. . 
1 Includes o 

1964. ..... county stork systeni operated under State supervision. 
3 Exclusive of South Dakota's tax applicable to financial Mississippi is the only State among the remaining 33 

institutions. States that does not impose an excise on distilled spiriu 
a Exclusive of the excises levied by the 16 States that since their sale is prohibited. 



TABLE 8.-States Increasing Tax Rates and Enacting New Taxes, Selected Taxes, 1959-63 

State I Sales 1 Personal Corporation 
income income Motor fuel 

Alabama. ................... 
Alaska.. ................ ... 
Arizona. .................... 
Arkansas. 
California. ................................ 
Colorado.. ............................... 
Connecticut. ................. 
Delaware. ................................ 
Florida. 
Georgia. 

X.  
............. 
X.  

Hawaii. 
Idaho. ................................... 
Illinois. ..................... 
Indiana. .................... 
Iowa. 

X .  

Kansas 
Kentucky. ................... 
Louisiana. 
Maine.. ..................... 
Maryland. 

....................... 
X .  

.................................... ....................................................................... 
X .  .......... 

XX. 
N1. ......... ................................................. 

Massachusetts. 
Michigan. ................... 
Minnesota. ............................... 
Mississippi. 
Missouri. .................... 

X.  .......... ....................... 
X.  

......................................................................... ........................................................................ 

N. 

X . .  

................................. Montana 
Nebraska. ..................... Nevada.. 
New Hampshire.. ............................... New Jeraey. 

X .  ...................... 

X .  .......... 

......................................................................... 
XX ......... 
N1. ......... 

X.  

X 

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

...........a*. North Dakota.. 
Ohio. 

....................... 
XX. ........ 
X .  .......... 
X. ......... 

X.  
X .  

....................... 

........................................................................... 
...................................................................... 
....................................................................... 

Xa.. 

Oklahoma. 
Oregon. .................................. 
Pennsylvania.. ............... 
Rhode Island.. 
South Carolina.. 

....................... 

....................... 
X. .......... 

XX. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

N1.. 
X . . .  

................................................. 
................................................. 

................................................................... .......................... 
XX ......... ...................................................................... ..................................... 

X.. ......... 
..................................................... ......... X.. ............................................................... 

South Dakota.. 
Tennessee.. .......... .. .................... Texas... ....................... Utah. 
Vermont.. 

Cigarette Alcoholic 
beverage 

. . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . .  

X ........... ....................................................................... 
..................................................... 

W . .  

XX.. ......................................... .......................... 

Virginia.. .................. Washington 
West Virginia.. .............. 
Wisconsin. .................. 
Wyoming.. ........ District of Columbia.. 

A........... ............. 
x ........... I x 

..... 
XX ......... 

X.. ......... 
X.. 

Xa.. 

............................. 
N. 
XX. 

X........... .............. 
xx.. ....... XXX 
x.. ......... xs I -- 

................. 
X .......... 
X. ......... 

X 

................................................ 
...................... 

...................................................................... 
XXs. ........ ............................ 
X.. 

.......................................................... 
X. 
X.. ......... ........... N 

X.. 

Note: Each X indicates a tax increase enactment. N in- 4 Increase in diesel fuel tax rate only. 
dicates a new tax. 5 Beer tax increase declared unconstitutional (1963). 
1 Partly replaces the gross income tax. 
8 Defeated in referendum (1963). Source: Federation of Tax Administrators, Tax Admfn- 
8 "Commuter Income Tax." istrators News, Vol. 28, No. 1, January 1964. 

........................ 
X. ......... 
X.. ........ 

X.. ....................... 
, ..................... 

................................................................... 
................................... 

........................................................................ 

...................... 
X.. ........ ............. ........... .. 
X.. ........ 

Xa. .;. .. 
X.. ......... ................................... 

...................................... 
N.. 
XXX ......................................................................... 

...................... 
X.. ........ 
X.. ........ 

......... X.. .. ............................................... 
X4.. ....... ............. 

....................... ................................... 
.................................................. 

X.. ........ ......... X. 
X.. ........ 



Total income tax collections reflect the 
spread of this type of taxation among the 
States as well as the general increase in the 
level of incomes. Collections from indi- 
vidual and corporate income taxes reached 
$162 million by 1927. They fell during 
the Great Depression years but have in- 
creased steadily since then, reaching $1 
billion in 1948. In the fiscal year 1963, 
they produced $4.5 billion, or 20 percent 
of total State tax revenues. Two-thirds of 
the total came from individual income 
taxes. 

General Sales Taxes  

State taxation of general sales is largely 
a phenomenon of the Great Depression. 
Some States were already imposing taxes 
on business gross receipts in the 1920's, 
but the first permanent general sales tax 
was that adopted by Mississippi in 1932. 

The flood of State sales taxes began in 
earnest in 1933. Accounting only for those 
States that levy a general sales tax at pres- 
ent, 13 States adopted the tax in 1933, 2 in 
1934, 5 in 1935 (including Hawaii), and 3 
more States during the years 1936-38. By 
the end of the depression period, approxi- 
mately half of the States were imposing 
sales taxes, although at least 7 States 
that had temporarily adopted sales taxes 
had by then dropped them. After World 
War 11, the sales tax movement received 
another impetus in the quest for funds to 
finance the higher level of postwar ex- 
penditures, and 8 States enacted sales 
taxes in the period 1947-51. Since the 
Korean War five more States have joined 
the group, the latest being the 1961 enact- 
ments by Texas and Wisconsin. As has 
been mentioned, Indiana's gross income 
tax (classified as a general sales tax) was 
partly replaced in 1963 by a retail sales 
and use tax and a net income tax. At 

present 37 of the 50 States have general 
sales taxes. 

State sales tax collections have been in- 
creasing steadily since the first tax was 
enacted. In 1932 collections were negligi- 
ble but rose to $447 million by 1938, 
reached $1.6 billion in 1949 and $5.5 
billion by 1963. By the late 1930's the 
general sales tax was second in importance 
only to motor fuel taxes, and since 1944 it 
has been the number one revenue-pro- 
ducer for the States. At present, it pro- 
vides one-fourth of all State tax revenues. 

Rate increases have been a significant 
factor in recent sales tax gains. Since 
1952 the preponderant State rate has risen 
from 2 to 3 percent and the highest rate 
in effect from 3 to 5 percent. Eight States 
raised their rates in 1963, the largest num- 
ber in any recent legislative year. 

Alcoholic Beverage Taxes  

Although the States obtained some reve- 
nue from alcoholic beverage excises and 
licenses prior to the prohibition era, this 
source did not become an important reve- 
nue producer until the repeal of the 18th 
amendment. Immediately following re- 
peal, the States imposed excises on distilled 
spirits, wine, beer, and other beverages. 
During the 1930's, 28 States and Hawaii 
enacted taxes on distilled spirits. In addi- 
tion, the States required license fees of 
distillers, brewers, wholesalers, retailers, 
and other businesses and occupations en- 
gaged in the production and distribution 
of alcoholic beverages. 

Seventeen States established monopoly 
systems for the sale of distilled spirits and 
wine in the 1930's. In North Carolina the 
monopoly system took the form of county 
stores or dispensaries operating under State 
supervision; in the other 16 States liquor 
stores are State-owned and operated. Al- 
though excises on distilled spirits and wine 



are in effect in some of these monopoly 
States, they are adjuncts to sales operations 
and perform a lesser role than do the ex- 
cises in the 33 license States. 

All of the license States except Mississippi 
now levy excises on distilled spirits, forti- 
fied wine, and light wine. Mississippi, 
which prohibits the sale of distilled spirits 
and fortified wine, imposes an excise on 
light wines. These excises generally are 
gallonage rather than ad valorem taxes. 

The  license system is in operation for 
the sale of beer in all 50 States, and beer is 
taxed at rates ranging from 62 cents to 
over $13 a barrel. The  rate is less than $3 
a barrel in half of the States. 

State revenue from alcoholic beverage 
excises and licenses rose from $81 million 
in 1934 to $884 million in 1963. Excises 
account for about 90 percent of the total. 
These collections reached a peak of rela- 
tive importance during World War 11, 
when they accounted for almost 10 percent 
of total State tax collections. In the fiscal 
year 1963 the net contribution of the 
16 State-monopoly systems to the general 
funds of the respective States amounted to 
$272 million. 

Tobacco Taxes 

State taxation of tobacco products is a 
development of the past 40 years. The  
first State cigarette tax was enacted by 
Iowa in 1921. There were 8 enactments 
during the twenties, 19 during the thirties, 
15 during the forties, and 5 since 1950. At 
present (allowing for the 3-cent Colorado 
cigarette tax, which becomes effective on 
July 1, 1964) only two States (North Caro- 
lina and Oregon) do not levy a cigarette 
tax. A number of States also impose taxes 
on cigars, smoking tobacco, chewing to- 
bacco, and snuff. 

State revenue from tobacco taxes did 
not aggregate $100 million until 1941. In 

the fiscal year 1963, the total revenue from 
this source was $1.1 billion, second only to 
that of motor fuel taxes among State selec- 
tive excises. 

Cigarette tax rates have been edging up 
steadily in recent years. Fully 15 States 
raised their rates in 1963, several to 8 cents 
per standard pack, which is now the most 
common rate. 

Amusement Taxes 

Most of the State taxes on amusements 
are of relatively recent origin. Although 
a wide variety of amusement taxes was in 
existence in the 1920's and even before 
that, a marked growth in the revenue from 
this source did not occur until after the 
1930's. 

The  widespread adoption of pari-mutuel 
taxes (applicable to the amounts wagered 
at racetracks) has been an outstanding de- 
velopment in the area of State amusement 
taxation during the past 30 years. Al- 
though the States were reluctant to legal- 
ize gambling, an exception was made with 
respect to pari-mutuel wagering or betting. 
Prior to 1929 only 5 States had legalized 
this form of wagering, but in 1933 and 
1934 alone, 14 States did so. In the fiscal 
year 1963 as many as 26 States obtained 
revenue from pari-mutuels, and the $319 
million collected represented over 90 per- 
cent of the total amusement tax revenue 
(exclusive of that derived from admissions 
taxed under the general sales taxes). 

The  first State admissions tax was that 
enacted by Connecticut in 1921. At pres- 
ent most States impose admissions taxes 
either under their general sales taxes or as 
special taxes. Thirty-seven States now tax 
admissions to boxing events, and most of 
these extend the tax to include admissions 
to wrestling matches. Ten  States impose a 
tax on admissions to either some or all 
forms of racing (horse and dog). In some 



States these admissions are subject to a 
general admissions tax in addition to the 
special tax imposed on them. 

New Hampshire attracted national at- 
tention in 1963 with legislation authorizing 
the operation of a State lottery. The pro- 
ceeds, estimated at $4 million annually, are 
to be used for educational purposes. 

A large number of States impose license, 
privilege, or occupation taxes on amuse- 
ment and gaming devices, such as slot ma- 
chines, pinball machines, music machines, 
billiard and pool tables, and bowling 
alleys. Nevada was the first State to tax 
slot machines, after having legalized all 
forms of gambling in the 1930's. In some 
States the receipts obtained from amuse- 
ment devices are also subject to the general 
sales tax. 

Public Utility Taxes 

State taxes on the intrastate gross re- 
ceipts or gross earnings of public utility 
companies date from the latter part of the 
19th century. At that time the property 
tax was the main form of taxation applied 
to such companies. The  property value 
basis of taxation, however, proved to be 
an inefficient method of taxing these com- 

panies. As a result, a number of States ex- 
perimented with other forms of taxation, 
particularly gross receipts or earnings taxes. 
These were first applied to railroad com- 
panies and gradually extended to other 
types of public utility companies. They 
were more often supplements to property 
taxes than replacements for them. A num- 
ber of States that had adopted the gross 
receipts or earnings taxes eventually aban- 
doned them in favor of the property tax. 
Thus, at the turn of the century the States 
were still generally taxing public utilities 
under the property tax. The tradition of 
gross receipts or earnings taxes, however, 
had been established, and a trend in their 
favor was evident. By the end of the 
1920's a large number of States were im- 
posing some type of gross receipts or earn- 
ings tax on public utility companies. 

At the present time 38 States obtain 
revenue from taxes imposed on telephone, 
telegraph, transportation, and other public 
utility companies, measured by gross re- 
ceipts, gross earnings, or units of service 
sold. In some States the taxes are in lieu 
of others, such as the property or income 
taxes. In other States they supplement 
them. 



Chapter 4 
- 

TAXATION AT THE LOCAL LEVEL 

Financing local government in the years 
ahead poses one of the more pressing in- 
tergovernmental problems. Because some 
of the functions of civil government that 
have expanded most rapidly in recent dec- 
ades are traditionally local, the revenue 
requirements of many local governments 
have outpaced their resources. Despite 
substantial increases in the amount of State 
and Federal aid, many cities, counties, and 
school districts have been able to finance 
their burgeoning activities only by re- 
course to taxes not well suited for local use. 

In 1962 the political subdivisions of the 
50 States spent $39.3 billion in providing 
general government services. In 1950 they 
were spending only $14.8 billion; in 1940, 
only $6.5 billion. Since 1950 their general 
government expenditures have increased, 
on the average, nearly 9 percent a year. 
This increase notwithstanding, broadly 
based pleas for additional and improved 
governmental programs are believed to 
have gone unheeded in many communities. 

The revenue requirements of local gov- 
ernments will continue to mount as the 
quantity and quality of their programs are 
brought into better conformity with the 
further growth and urbanization of the 
population, with the increasingly exacting 
requirements of business for community 
services and facilities, and with rising liv- 
ing standards. Significant adjustments in 
State-local fiscal relations will be required 
to prevent the aggravation of disparities 
between local needs and local resources. 

The realinement of fiscal resources at 
the local level is in the first instance a State 
responsibility. It is a continuing process 
and embraces adjustments in the State-local 
division of functional responsibilities as 
well as intergovernmental financial aids 
and taxing powers. The realinement of 
fiscal resources takes different forms, re- 
flecting interstate variations in institutional 
arrangements and preferences, and takes 
place at different times. In States where 
the imbalance between needs and resources 
is of significant proportions and widespread 
among local jurisdictions, it will probably 
be necessary in the future, as in the past, 
to relieve the local units of some of their 
functional responsibilities, as well as to 
increase the financial aid afforded them by 
the States. As in the past, the latter is 
likely to be the more frequent avenue of 
relief. 

Pressures to increase locally raised reve- 
nues inevitably will persist, however, be- 
cause intergovernmental fiscal institutions 
are slow to change, tax diversification has 
much appeal, the inclination to exercise 
home rule is strong, and the need for addi- 
tional financing resources at the local level 
is immediate and pressing. 

Revenue Requirements 

The development of local expenditures 
in recent years and their relationship to 
State and local expenditure aggregates is 
summarized in table 9. They remained 
relatively stable around $6 billion a year 



TABLE 9.-Local Government Direct General Expenditure, Selected Years, 1927-62 

Direct general expenditure 

Fiscal year 
Total 

(millions) 

na.-Data not available. 
1 To eliminate duplication, transactions between State 

and local governments have been excluded. 
a The computations are based on estimates of the popu- 

lation of continental United States as of July 1 of the years 
indicated. For reported years from 1940 through 1955, 
the population figures so used are inclusive of Armed 
Forces overseas. Exclusion of these forces beginning with 
1956 data ma'kes the per capita amounts shown for that 

from the late 1920's through World War 
11. Thereafter they increased rapidly, ap- 
proaching $15 billion by 1950, $30 billion 
by 1958, and this fiscal year (1964) can be 
expected to approximate $45 billion. 

Growth is not peculiar to local govern- 
ments. The expenditure statistics cited 
quantify a familiar national phenomenon. 
Increasing government costs have not been 
confined to a single level of government 
nor limited to the postwar years. Growth 
in the volume of government activity has 
been a general occurrence throughout 
most of our lifetime. Nor has the behavior 
of government activity differed materially 
from that of other phases of national eco- 
nomic life. Production, employment, con- 
sumption, savings, and economic activity 
generally are each attaining levels antici- 
pated by few as recently as 10 years ago. 

National economic growth, of which ris- 
ing local expenditure is but one manifesta- 

A s  
and local 

expenditure1 

AS a percent 
of net national 

product 

year about 0.5 percent greater than they would be if com- 
puted on the same basis as the 1940-55 amounts. 

3 On the basis of U.S. Department of Commerce im licit 
price deflators for State and local government purc!ases 
of goods and services. 

Sowce: U.S. Bureau of the Census, Historical Summary 
of Governmental Finances in the United States, 1957 
Census of Governments, Vol. IV, No. 3; and Governmen- 
tal Finances (Annually 1958-1962). 

Per capita a 

tion (and to which it contributes), gener- 
ates part of its own fiscal solution. I t  

Per capita in 
1954 prices 8 

automatically increases the revenue yield 
under existing tax rates. A substantial 
revenue gap, however, remains because 
local requirements are increasing faster 
than the economy, while the revenue yield 
of local taxes can keep pace with it only 
with the benefit of some tax-rate increases. 

The local share of combined State-Iocal 
expenditures has remained fairly stable 
over most of this period. Throughout the 
postwar years it has remained consistently 
around 66 percent. It had been higher 
before World War 11, around 85 percent 
at the turn of the century, 80 percent in 
the 1920's, and 70 percent in the late 
1930's, where it remained until the end 
of the war. 

The postwar increase in local expendi- 
ture aggregates has been the result of 
many factors, including population in- 



TABLE 10.-Local Government Direct General Expenditure, by Function, Selected Years, 1927-62 

(Dollar amounts in millions) 

/ 1927 1 1940 1 I950 

Item 

Education ................. 
Hi hways ................. 
~ul6lic welfare ............. 
Health and hos itals . . . . . . .  
Police and locar fire 

protection ............... 
Sanitation ................. ............ Natural resources 
Local parks and recreation. . 

.. Housing and urban renewal. 
General control, including 

financial administration . . 
Interest on general debt .... 
Other and unallocablel .... 

Total .............. .) 5,830 I 100.0 / 6,499 

1 Includes expenditure for nonhighway transportation, 
general public buildings, libraries, avil defense and dis- 
aster relief, regulatory activities, etc. 

Source: US. Bureau of the Census, Historical Summusy 

creases, growing urbanization, an improved 
level of service, and rising prices. On a 
per capita basis, local expenditures have 
approximately quadrupled during this 
period, from $55.70 in 1946 to $21 1.7 1 in 
1962. In terms of constant prices, the per 
capita increases were less marked, from 
$88.41 to $160.02, or 81 percent. 

Since the war the share of the net na- 
tional product represented by the local 
government function has moved upward. 
In 1962 local expenditures accounted for 
7.8 percent of the net national product. 
This is nearly one-half higher than in the 
early 1950's and is about the same as in 
the years immediately preceding World 
War 11. Considerably higher ratios pre- 
vailed, of course, during the trough of the 
Depression, when the economy and its pri- 
vate sector had contracted substantially 
more than had local expenditures. 

Table 10 makes it clear that by far the 
costliest local government function is edu- 
cation. It is responsible for 45 percent of 
local expenditures. Its relative role has 
risen rapidly, from 35 percent in 1940 and 

Percent Amount Percent 
of total I / of total 

Percent- 
age 

increase 
1950 to 
1962 

of  mental Finances in the United States, 1957 Cen- 
sus of Governments, Vol. IV, No. 3; and Governmental 
Finances in 1962, October 1963. 

nearly 40 percent in 1950. Since 1950, 
while total Iocal expenditures have risen 
by 167 percent, education costs have in- 
creased 203 percent. Investment in school 
plant and improved pay scales have been 
important factors. The only other func- 
tions that maintained their relative impor- 
tance in local expenditures during the 
1950's were health and hospitals, and parks 
and recreation. Both increased at a faster 
rate than local expenditures in the aggre- 
gate. No local function even approaches 
education in costliness. In 1962 highways, 
the second costliest activity, accounted for 
9.4 percent of expenditures, followed by 
police and fire protection, 7.5 percent; 
public welfare, 6.6 percent; and heaIth 
and hospitals, 5.5 percent. These five 
items account for three-fourths of the cost 
of local government. 

National aggregates for local expendi- 
tures obscure wide interstate variations, 
which in turn are the result of differences 
in the division of responsibilities between 
the State and its political subdivisions, in 
the quality, quantity, and variety of sew- 



ices provided, and in price and wage levels. 
Local governments account for nearly two- 
thirds of State and local direct expenditures 
for general government. This average em- 
braces significant differences between the 
States. In 1962 the local government share 
ranged from 32 percent in Alaska and 35 
percent in Hawaii to 78 percent in New 
York and 75 percent in Wisconsin. 

The statistics on local expenditures on 
a per capita basis and in relation to per- 
sonal income, presented in table 11, docu- 
ment the difficulty of generalizing about 
the relationship between interstate varia- 
tions in local expenditures and the division 
of responsibility among State and local 
governments. 

Per capita expenditures for local gov- 
ernment services in 1962 ranged from $103 
in South Carolina to $310 in New York 
and $419 in the District of Columbia. In 
South Carolina local governments ac- 
counted for a relatively small part, and in 
New York for a relatively large share, of 
government expenditures. In South Caro- 
lina these expenditures absorbed a rela- 
tively small part, and in New York a 
relatively large part of personal incomes. 
In New Jersey, on the other hand, where 
local governments carried a larger share 
of governmental costs than in any other 
State but two (New York and Wisconsin), 
per capita local expenditures ranked 1 1 th 
among the 50 States and the District of 
Columbia. New Jersey is one of the high- 
income States, and the expenditures of its 
local governments in terms of personal in- 
come were exceeded in 29 States and the 
District of Columbia. 

These variations underscore the fact that 
the problem of financing local government 
embraces more than the division of respon- 
sibilities between the State and its political 
subdivisions. It involves also differences 
in economic resources available for taxa- 

tion and in the share of those resources 
allocated to local governments. 

In 1962, when local governments spent 
$39.3 billion on general government serv- 
ices, they raised $26.7 billion from their 
own general revenue sources. They de- 
pended for nearly one-third of their total 
financing requirements on intergovern- 
mental aids. T o  state this fact is not to 
imply that it is cause for concern in itself. 
This is a cooperative federalism, in which 
the adjustment of functional responsibili- 
ties and intergovernmental aids is a con- 
tinuing process. It serves to give financial 
balance to the family relationship between 
States and their political subdivisions and 
to the interdependence of the Federal, 
State, and local governments. The social, 
economic, and political transformation 
since World War I1 has affected unevenly 
the needs and resources of the governments 
comprising this federalism. The adjust- 
ments required to accommodate the in- 
creasing task of local governments without 
jeopardy to the delicate balance between 
the division of powers and responsibilities 
among constituent governments is in part 
an intergovernmental task. 

While all governments-Federal, State, 
and local-have shared and will continue 
to share in expenditure increases, the 
financing of these increases poses particu- 
larly difficult problems for local govern- 
ments. They have only such taxing powers 
as their respective State constitutions and 
legislatures grant to them. With the ex- 
ception of home rule powers granted in 
charter provisions and the general powers 
of municipalities in most States to levy 
license taxes (including in some instances 
the imposition of these taxes for revenue 
purposes), local governments do not com- 
monly have the power to levy nonproperty 
taxes. While these limitations on local 
taxing powers are of each State's own 



TABLE 11.-Local Government Direct General Expenditure. by State. 1962 

Local general expenditure 

State 
Amount 

(millions) 

Alabama ................................ 
Alaska .................................. 
Arizona .............. ... ............... 
Arkansas ................................ ............................... California 

Colorado ................................ ............................. Connecticut 
Delaware ............. .. ................ 
Dist . of Columbia ........................ 
Florida .................................. 
Georgia ................................. 
Hawaii .................................. 
tdaho ................................... 
Illinois .................................. 
Indiana ................................. 

.................................... Iowa 
Kansas .................................. 
Kentucky ................................ 
Louisiana ............................... ................................... Maine 

................................ Maryland 
Massachusetts ............................ 
Michigan ................................ 
Minnesota ............................... 
Mississippi ................ .... ..... .... .. 
Missouri ................................. 
Montana ................................ 
Nebraska ................................ 
Nevada .................................. .......................... New Hampshire 

.............................. New Jersey ............................. New Mexico 
New York ............................... 
North Carolina ........................... 
North Dakota ............................ 
Ohio .................................... 
Oklahoma .............. .. .............. 
Oregon .................................. ............................. Pennsylvania 
Rhode Island ............................ 
South Carolina ........................... 
South Dakota ............................ 
Tennessee ............................... 
Texas ................................... .................................... Utah 

Vermont ................................ 
Virginia ................................. 
Washington ............................. ............................ West Virginia ............................... Wisconsin 
Wyoming ................................ 

Total ............................. 1 39.340.3 

Per capita 1 Per $1. 000 of 
personal income 2 

As a percent 
of State 

and local 
expenditure 

Amount 

. 
Rank Amount Rank Amount Rank 

38 
50 
22 
42 
6 

10 
23 
41 

....... 
11 

25 
49 
31 
8 

12 

17 
13 
47 
45 
40 

9 
5 

14 
7 

28 

24 
37 
15 
26 
36 

3 
34 

1 
18 
35 

4 
44 
SO 
19 
32 

39 
43 
21 
16 
29 

48 
20 
27 
46 
2 

33 

...... - 
Aueust 1963 . 1 Based on estimated ~oeulat ion (exclusive of Arme d 

Forces   over seas) as of J U I ~  1; 1962 . ' 
~Yource: US . Bureau of the Censur. Gwemmentd  Fi- 

a Based on personal income estimates reported in U.S. nances in 1962. October 1963 . 
Department of Commerce. Suruey of Current Business. 
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choosing, they are nonetheless real. More- 
over, the property tax itself labors under 
serious handicaps, some real, some con- 
trived, as is indicated in chapter 6. 

The imbalance at the local level between 
rapidly rising revenue requirements and 
limited taxing resources has long been 
recognized as the central problem in State- 
local relations. A redressing of this imbal- 
ance will necessarily involve numerous 
variables, combined in differing propor- 
tions in the several States. 

Interstate variety in State-local fiscal re- 
lations is the hallmark of our governmen- 
tal system. Many would say, and with 
good reason, that that is its strength. 
Under our system, each State develops its 
own arrangements for enabling its local 
governments to discharge the obligations 
it places upon them. The State develops 
these arrangements with benefit of a kit of 
tools and techniques. The contents of the 
kit are more or less common among the 
States. It is their application-the combi- 
nations and permutations in their use, their 
adaptation to the different circumstances 
prevailing in the several States-that varies. 

In this chapter an effort is made to assess 
some of these tools-those in the tax area- 
to identify their strength and weakness. 
Chapter 17 explores the opportunities 
available to States to facilitate the use of 
nonproperty taxes by local governments. 

The satisfactory resolution of the reve- 
nue needs of local governments, their 
ability to function in a manner compatible 
with State and national interests, will in- 
volve more than tax mechanics. It will 
depend on progress in many directions, 
including the reorganization of local gov- 
ernmental units themselves into structures 
more appropriate for present and prospec- 
tive requirements. Another area requiring 
attention is the intergovernmental division 

of functional responsibilities and intergov- 
ernmental financial aid. 

Within the more restricted area of taxa- 
tion itself, a variety of problems require 
consideration. Many of them are bypassed 
at this time. The most important, how- 
ever, those relating to the property tax, are 
discussed in some detail in chapter 6 to 
identify some of the policies and practices 
that would enable this historic workhorse 
of local government finance to perform 
more fairly and in better harmony with 
economic and fiscal goals. 

Sources of Local Financing 

Local governments finance their activi- 
ties from locally raised revenues, State and 
Federal aid, and borrowing. Generally 
they may not engage in deficit financing 
of operation and maintenance costs and 
may borrow only for capital outlay pur- 
poses. Some resort to short-term borrow- 
ing in anticipation of tax collections. In 
recent years the security flotations of local 
governments have ranged around $6 bil- 
lion a year. This includes borrowings for 
public utility and toll enterprises, as well 
as for general government facilities. The 
volume of their borrowing has about 
doubled during the past decade. Annual 
debt retirements now exceed $3 billion. 
Between the end of 1950 and 1962 the 
indebtedness of local governments has risen 
from $18.8 billion to $59.1 billion. The 
$40.3 billion increase in liabilities is equal 
to about half of the $84 billion invested in 
capital improvements during the same 
period. 

Current revenues.-The current reve- 
nues of local governments for general gov- 
ernment purposes totaled $38.4 billion in 
1962. They have been rising at a rapid 
rate, paralleling the rise in expenditures. 
The corresponding total was $25 billion 



1. AMOUNT (in millions of dollars) 

TABLE 12.-Local Government General Revenue, by Source, Selected Years, 192762 

2. PERCENTAGE DISTRIBUTION 

Source: US. Bureau of the Census, Historical Summary of Governmental Finances in the United States, 1957 Census 
of Governments, Vol. IV, No. 3; and Governmental Finances (annually since 1958). 

Fiscal year 

in 1957, $14 billion in 1950, and about $7 
billion during the war years (table 12). 
The  revenue productivity of the sources 
of local financing generally has increased 
at a remarkably uniform rate since 1950, 
suggesting that rising requirements exerted 
revenue pressures that were distributed 
fairly uniformly among the financing 
sources available to local governments. 
Local governments raise on the average 
about 70 percent of their current revenues 

for general government from their own 
sources. This proportion has not changed 
since the war. I t  had been higher in 
earlier years, around 90 percent before the 
Depression and about 75 percent there- 
after, including the war years. 

Approximately 30 percent of the current 
revenue of local governments is State and 
Federal aid, chiefly the former. State aid 
includes, of course, some funds which 
originated in Federal aid to States. T h e  

Intergovernmental 
revenue 

From local sources 

Total 
general 
revenue 

From 
Federal 
govern- 
ment 

Total 

Increase 
or  

decrease 
(-) in 
debt 

during 
Year 

From 
State 

govern- 
ments 

Taxes 

I I Total Property Other 

Other 
general 
revenue 



composition of current revenues for gen- 
eral-government purposes was as follows 

Amount P e m n t  
(billions) of total 

State aid .......................... $10.9 28.5 
Federal aid (directly to local 

governments) .................... .8 2.0 
From local sources: 

Property taxes ................ 18.4 48.0 
Other taxes ................... 2.5 6.6 
Nontax revenues ............... 5.7 14.9 

Total ....................... 38.4 100.0 

These are aggregates for the more than 

90,000 local jurisdictions that perform gov- 
ernmental functions in the United States, 
about 90 percent of which have taxing 
powers. The patterns of financing vary, 
not only among the different categories of 
local government but within each category 
from State to State. The percentage dis- 
tribution of general revenues in 1962, the 
last year for which detail for all categories 
is available, illustrates the range of varia- 
tion. 

General Revenue of Local Governments, Percentage Distribution by Source, 1962 

Source Total Counties Munici- 
palities 

The property tax is the major producer 
for all categories except special-purpose 
districts, which rely chiefly on service 
charges and some of which have no taxing 
powers. Intergovernmental financial aid 
is of special importance in school district 
and county financing. In the case of the 
counties, it is related to their important 
role in such functions as public welfare, 
education, local highways, and health and 
hospitals. Nationally, nonproperty taxes 
play a significant role only in municipali- 
ties. 

State aid.-State financial aid to local 
governments (including Federal grants 
channeled through the States) totaled $10.9 
billion in 1962, nearly $59 per capita, and 
accounted for 29 percent of total local gen- 
eral revenues. About one-fifth of this 
State aid was in the form of State collected 
and imposed taxes shared with local gov- 
ernments. Most of the State aid funds, 
however, represent State payments to local 
units for their use in financing specific 
functions or for general local government 

Intergovernmental ............ 
Property tax.. ............... 
Other taxes.. ................ 
Nontax revenue. ............. 

Total. ................ 

Townships districts I I Special 
districts 

30.5 
48.0 
6.6 

14.9 

100.0 

support and reimbursements to these local 
units for services performed for the State. 
The role of State aid as a source of local 
general revenue varied widely among the 
States, reflecting the prevailing variety in 
State-local fiscal relations, as tables 13 and 
14 make clear. 

The largest share ($6.5 billion) of State 
aid was earmarked for education in 1962. 
Next in importance were $1.8 billion for 
public welfare and $1.3 billion for high- 
ways. The remainder went for health and 
hospitals, for other specified functions, and 
for general support of local government. 

The evolution of State aid for individual 
functions over the past three decades is 
summarized in table 15. It now finances 
over 70 percent of local expenditure for 
public welfare, 36 percent for highways, 
and 37 percent for education. (State aid 
for public welfare is financed in part from 
Federal public assistance grants to the 
States.) While the amount of State aid for 
each of these functions has increased in re- 
cent years, the share of local expenditures 



TABLE 13.-State Intergovernmental Expenditure. by State. 1962 

1 Intergovernmental Expenditure 

State Total 
(thousands) 

Alabama ..................................... 
Alaska ....................................... 
Arizona ...................................... 
Arkansas ..................................... 
California .................................... 

..................................... Colorado 
Connecticut ........ .... ...... ... .......... 
Delaware .................................... 
Florida ...................................... 
Georgia ...................................... 
Hawaii ...................................... 
Idaho ....................................... 
Illinois ...................................... 
Indiana ...................................... 
Iowa ........................................ 
Kansas ....................................... 
Kentucky .................................... 
Louisiana .................................... 
Maine ....................................... 
Maryland .................................... 
Massachusetts ................................ 
Michigan .................................... 
Minnesota ........... .. ..................... 
Mississippi ................................... 
Missouri ..................................... 
Montana ..................................... 
Nebraska .................................... 
Nevada ...................................... 
New Hampshire .............................. 
New Jersey ................................... 
New Mexico .................................. 
New York .................................... 
North Carolina ............................... 
North Dakota ................................ 
0 hi0 ........................................ 
Oklahoma ................................... 
Oregon ...................................... 
Pennsylvania ................................. 
Rhode Island ................................. 
South Carolina ............................... 
South Dakota ................................ 
Tennessee ................................... 
Texas ....................................... 
Utah ........................................ 
Vermont ..................................... 
Virginia ..................................... 
Washington .................................. 
West Virginia ................................ 
Wisconsin .................................... 
Wyoming .................................... 

Total .................................. 

Per capita 

As a percent 
of total State 

general 
expenditure 

As a percent 
of total local 

general 
revenue 

Source: U.S. Bureau of the Census. Governmental Local Governments. 1962 Census of Governments. Vol . VI, 
Finances in 1962. October 1963; and State Payments to No . 2 . 



TABLE 14.-State Intergovernmental Expenditure as a Percent of Local General Revenue, 
Frequency Distribution, 1962 

Under 20 percent 

....... New Hampshire 6 3  ........ South Dakota .10.4 
New Jersey ........... .13.9 
Maine ............... .14.8 .......... Connecticut .16.1 
Montana ............. .16.8 
Nebraska ............. .16.9 
Illinois .............. .17.4 ......... Rhode Island .19.9 

...... Number of States 9 

Source: Table 13. 

-- 

20 to 30 percent 

North Dakota ....... .20.0 
Missouri ........... ..20.9 
Iowa ............... ..21.3 
Vermont ............ .21.9 
Massachusetts ....... 24.0 
Florida ............ ..24.5 
Kansas .............. .24.5 
Pennsylvania ........ .24.5 
Ohio ................ .24.9 
Oregon ............. .26.6 
Hawaii .............. 26.6 
Texas ............... .26.7 
Indiana ............. .26.9 
Idaho .............. ..27.4 
Nevada ............. .27.6 
New York ........... 28.5 

covered by it has not changed materially 
except in the public welfare function be- 
cause local expenditures have been in- 
creasing at an approximately equal rate. 

Federal aid.-Federal payments directly 
to local governments have also increased 
over the years but have not assumed sig- 
nificant proportions in terms of local 
financing. In 1962 Federal grants and 
payments in lieu of taxes to local govern- 
ments totaled less than $750 million and 
provided 2 percent of local general reve- 
nue. Grants accounted for most of this 
amount. The comparable total was $200 
million in 1950, $300 million in 1953, and 
$600 million in 1960. These amounts ex- 
clude loans, repayable advances, and Fed- 
eral grants to States for programs that ulti- 
mately benefit local governments. Federal 
aid directly to local governments has been 
increasing in recent years and can be ex- 
pected to become larger during the next 
few years as recently enacted programs 
become operational. 

Nearly 35 percent of the $750 million 
1 962 aggregate represented Federal pay- 
ments for school operations ($2 15 million) 
and for school construction ($41 million) 

30 to 40 percent 

Colorado ........... ..30.9 
Minnesota ........... .31.1 
Virginia ............. .31.2 
California ........... .31.4 
Arizona ............. ,322 ........... Wisconsin .33.1 
Wyoming ........... .33.3 
Kentucky ........... .33.9 
Utah ............... .34.0 
Oklahoma ........... .34.6 
Georgia ............. .34.9 
Alaska .............. .35.2 ....... West Virginia .35.1 
Michigan ............ .35.5 
Tennessee ........... .35.5 
Arkansas ............ .37.6 
Maryland ........... .37.6 ......... Washington -39.1 ..................... . la  

40 percent or more 

Alabama ............. .40.7 
Mississippi ........... .42.1 ....... South Carolina .43.4 ............ Louisiana .51.4 
North Carolina ....... .52.8 
Delaware ............. ,533 
New Mexico .......... .54.6 

under the special Federal aid programs to 
federally affected areas (Public Law 815 
and Public Law 874). The other signifi- 
cant Federal aid programs were low-rent 
housing contributions ($149 million); slum 
clearance and urban renewal, including 
urban planning ($167 million); waste treat- 
ment facilities ($42 million); and airport 
construction ($57 million). These six pro- 
grams were responsible for 90 percent of 
all Federal aid given directly to local gov- 
ernments. 

Revenue from own sources.-Local gov- 
ernments raise about 70 percent of their 
current general revenue from local sources, 
divided between taxes and other sources 
approximately in the ratio of 4:l. The  
1962 totals were $20.9 billion from taxes 
and $5.7 billion from nontax sources. The  
latter include user charges, sale of com- 
modities, services and real estate, special 
assessments for public improvements, and 
interest earnings. As indicated earlier, 
the relative contributions of the major 
components have not changed materially 
in recent years. The amount contributed 
by each has increased. Comparative State- 
by-State data on the amount of locally 



TABLE 15 .S ta te  Intergovernmental Expenditure, by Function, Selected Years, 193262 

Item I 1932 1 1940 1 1950 1 1960 I 1882 

General local government support 
Public welfare .................. 
Education ....................... 
Highways ....................... 
All other ....................... 

I Amount (millions) 

Total .................................... 

I I 

Percent of total State general expenditure 

General local government support ................ 
Public welfare .................................. 
Education ..................................... 
Highways ...................................... 
All other ...................................... 

Total .................................... 

801 

17.5 
3.5 

49.7 
28.6 

.7 

100.0 

Total State intergovernmental expenditure as per- 
cent of total local general revenue ............. 

State intergovernmental expenditure for selected 
functions as percent of local general expenditure 
for- 

Public welfare ............................. 
Education ................................. 
Highways ................................. 

General local government support ................ 
Public welfare .................................. 
Education ..................................... 
Highways ...................................... 
All other ...................................... 

Total .................................... 

Source: U.S. Bureau of the Census. State Payments to Local Governments, 1962 Census of Governments, Vol. VI, 

Percent distribution 

1,654 

No. 2. 

5.1 
1 .O 

14.4 
8.3 
3 

29.0 

raised general revenues are presented in 
table 16. 

T h e  local government tax take was $21 
billion in 1962, compared with $8 billion 
in 1950 and under $5 billion during the 
war years. Taxes now supply about 55 
percent of local governments' general reve- 
nues. Their role stabilized at approxi- 
mately this level after World War 11. I t  
had been somewhat higher before that 
time (tables 12 and 17). 

Comparative data on local tax revenue 
by States are presented in table 18. T h e  

4,217 

variations are wide, explained in part by 
interstate differences in economic capacity 
and tax effort as reflected in the level of 
government services provided. They vary 
also according to the degree of local reli- 
ance on State financial aids and the local 
governments' relative role in providing 
governmental services. T h e  frequency dis- 
tribution presented in table 19 reflects this 
variation. 

Property taxes.-Taxation at the local 
level in most parts of the country contin- 
ues to be largely synonymous with prop- 

Relation to selected items of local government finance 

4.1 
9.6 

16.0 
7.6 
.5 

37.7 

9,443 10,906 

3.9 
6.5 

16.8 
5.0 
2.3 

34.4 

3.0 
5 -4 

20.1 
4.6 
1.6 

34.7 

2.7 
5.7 

20.7 
4.2 
1 5  

34.9 



TABLE 16.-Local Government General Revenue. by State. 1962 

State 

Alabama ...................... .. .. 
Alaska ............................. 
Arizona ............................ 
Arkansas ................... .. ..... 
California .................... .. ... 
Colorado ........................... 
Connecticut ........................ 
Delaware ........................... 
Dist . of Columbia .................... 
Florida ............................. 
Georgia ............................ 
Hawall ............................. 
Idaho ............................. 
Illinois ............................. 
Indiana ........................ ... . 
Iowa ............................... ....... . Kansas ............... .. .... ...... Kentucky .................. .. 
Louisiana ........................... ....... Maine ................... .. 
Maryland ................ .... .... 
Massachusetts ....................... 
Michigan ........................... 
Minnesota .......................... 
Mississippi .......................... 
Missouri ............................ 
Montana ........................... 
Nebraska .................... ... ... 
Nevada ............................ 
New Hampshire ..................... 
New Jersey .......................... 
New Mexico ........................ 
New York ........................... 
North Carolina ...................... 
North Dakota ....................... 
Ohio ............................... 
Oklahoma .......................... 
Oregon ............................. 
Pennsylvania ....................... 
Rhode Island ....................... , 

South Carolina ...................... 
SouthDakota ....................... 
Tennessee .......................... 
Texas .............................. 
Utah ............................... 
Vermont ............................ 
Virginia ............................ 
Washington ......................... 
West Virginia ....................... 
Wisconsin ........................... 
Wyoming ........................... 

Total ......................... 

Locally collected general revenue 

Amount 
(millions) 

Per capita 1 

Amount Rank 

Per $1. 000 of 
personal income 2 

Amount Rank 

lBased on estimated population (exclusive of Armed 
Forces overseas) as of July 1. 1962 . 

Based on personal income estimates reported in U.S. 

Department of Commerce. Survey of Current Business. 
August 1963 . 

Source: U.S. B~ireau of the Census. Governmental 
Finances in 1962. October 1963 . 



erty taxation. With few exceptions, it is 
the most important single producer in 
local jurisdictions. Because it is the main- 
stay of local tax systems, it is treated in 
detail in a separate chapter. Here it suf- 
fices to note that while the property tax 
has been the object of severe criticism for 
decades, it is putting on a remarkable 
performance in terms of productivity. It 
held its relative position as a revenue pro- 
ducer even during the decade of the l95O's, 
when new taxes were being enacted and 

expanded by local jurisdictions on a large 
scale. 

Among all local taxes the property tax 
accounted for 97 percent during the 1920's 
and until 1934, after which it declined 
gradually to 88 percent, where it has re- 
mained for 10 or more years. In 1962 it 
supplied 87.9 percent of local tax revenues, 
58 percent of local revenues from their 
own sources, and 48 percent of' all local 
general revenues. The developments in 
these relationships during the past 35 years 
were as follows: 

Item I 1927 1 1940 1 1948 

Nonproperty tuxes.-The postwar years 
have witnessed a quest for nonproperty tax 
sources by local governments in an effort 
to escape from exclusive dependence on 
property taxes. This continues a general 
trend discernible since the 1920's. 

The pressure for nonproperty tax reve- 
nues has been particularly strong in States 
where the property tax base is shared by 
more than two overlapping jurisdictions. 
In these cases the pressure has come in the 
jurisdictions with greater tax autonomy, 
mainly the cities. The single-purpose 
jurisdictions, notably school districts, typi- 
cally rely almost wholly on the property 
tax. This has obliged cities serving the 
same taxpayers to look to other taxes and 
to nontax revenue sources. 

The reluctance to leave the entire bur- 
den of the increasing local tax revenue re- 
quirements to the property tax is motivated 
by various considerations. Doubtless the 
appeal of tax diversification for its own 
sake is one of them. Another is the tend- 
ency to judge tax rates in terms of the 
levels of earlier years and to confuse the 

1950 1 1960 1 1962 

Property tax revenue as a percent of: ................ Total tax revenue. ...... Revenue from local sources.. ........... Total general revenue.. 

contribution to the increases in property 
tax bills made by changes in tax rates with 
that of higher property values reflected in 
higher assessed valuations. The consid- 
eration of tax equity also plays a part. The  
base of the property tax consists largely of 
only one form of wealth-real property. It 
burdens property owners regardless of their 
income status, for example, retired home- 
owners with reduced incomes, and leaves 
untouched those with large amounts of 
wealth in other forms. 

Political resistance to property tax in- 
creases stems also from concern with its 
effect on the location of businesses. Busi- 
ness property frequently accounts for a 
third or even more of the real property 
tax base, and repeated expressions of fear 
that high property taxes will deter new 
business have a restraining influence on 
local governing bodies. A related factor 
is public dissatisfaction with the adminis- 
trative shortcomings of the tax. Recent 
widespread efforts to improve tax assess- 
ment procedures-some locally, some pre- 
scribed by State legislatures-have not yet 

97.3 
76.1 
73.9 



TABLE 17.-Local T a x  Collections. by Major Source. Selected Years. 1927-62 

Fiscal year 

I I Nonproperty taxes 

1 . AMOUNT (in millions of dollars) 

Total 

2 . PERCENTAGE DISTRIBUTION 

1 Less than 0.5 percent . 

Property 
taxes 

Source: US . Bureau of the Census. Historical Summary 

enhanced the national reputation of the 
tax . 

Efforts since World War I1 to develop 
nonproperty tax sources have had a signifi- 
cant cumulative impact on the tax revenues 
of the larger urban jurisdictions. but their 
effect on aggregate local revenues has not 

of  Governmental Finances in the United States. 1957 Census 
of Governments. Vol . IV. No . 3; and Governmental Finances 
(annually since 1958) . 

All other 
taxes Total 

been striking . In spite of a 17-fold in- 
crease in local taxes and continued search- 
ing for new forms of revenue. the great 
bulk of locally levied tax revenues comes 

recapts 

from the same source as a half century ago . 
There is considerable variation among 

the States in the extent to which local gov- 



TABLE 18.-Local Tax Collections. bv State . 1962 

State 

Alabama ........................ 
Alaska .......................... 
Arizona ......................... 
Arkansas ........................ 
California ....................... 
Colorado ........................ 
Connecticut ..................... 
Delaware ........................ 
Dist . of Columbia ................ 
Florida ......................... 
Georgia ......................... 
Hawall ......................... 
Idaho ........................... 
Illinois .......................... 
Indiana ......................... 
Iowa ........................... 
Kansas .......................... 
Kentucky.. ...................... 
Louisiana ....................... 
Maine .......................... 
Maryland ........... .... .. .... ...... 
Massachusetts ............ ... .... 
Michigan ............ .. ......... 
Minnesota ...................... 
Mississippi ...................... 
Missouri ........................ 
Montana ........................ 
Nebraska ....................... 
Nevada ................. .. ..... 
New Hampshire .................. 
New ersey ...................... L New exico ..................... 
New York ....................... 
North Carolina ................... 
North Dakota .................... 
Ohio ............................ 
Oklahoma ....................... 
Oregon ......................... 
Pennsylvania ..................... 
Rhode Island .................... 
South Carolina ................... 
South Dakota .................... 
Tennessee ....................... 
Texas ........................... 
Utah ............................ 
Vermont ......................... 
Virginia ......................... 
Washington ...................... 
West Virginia.. .................. 
Wisconsin ....................... 
Wyoming ............... ... ... ... 

Total ..................... 

Amount 
(millions) 

Local tax collections 

Per capita 1 

Amount Rank 

Per $l,.W of 
personal Income 1 

Amount Rank 

h a  
percent of 
State and 
local tax 
revenue 

I 
1 Based on estimated population 

Forces overseas) as of July 1. 1962 . 
I _L 

(exclusive of Armed August 1 

9 Based on personal income estimates reported in U.S. Source: U S  . Bureau of the Census. Goummmtal 
Department of Commerce. Suwcy of Current Business. Finances in 1962. October 1963 . 



TABLE 19.-Local Tax Collections as a Percent of State-Local Tax Collections, 

Under 30 percent 

....... Delaware 22.1 
Hawaii ........ 23.9 ...... Louisiana 25.8 
New Mexico .... 26.4 
South Carolina . . 26.4 
North Carolina . 27.1 
Alaska ......... 29.7 

Number of States. .7 

Source: Table 18. 

Frequency ~ i s t r ibu t ion;  1962 

30 to 40 percent 

Alabama ....... 30.3 
West Virginia . . 30.6 ...... Arkansas 31.1 .... Washington 31.2 ..... Oklahoma 32.5 
Kentucky ...... 33.2 
Georgia ........ 35.3 .... Mississippi 35.4 

..... Tennessee 37.5 

40 to 50 percent 

Nevada ........ 40.7 
Virginia ....... 42.3 
Maryland ...... 43.4 
Utah .......... 43.5 
Arizona ........ 43.6 ....... Vermont 44.6 
Wyoming ...... 46.2 
Idaho .......... 46.3 
Texas .......... 46.6 

... Pennsvlvania 46.7 . .- ...... ~ i c h i b a n  47.0 ........ Florida 47.6 
Oregon ........ 48.8 ... Rhode Island 49.4 

ernments tap tax sources other than prop- 
erty. In 9 States, over half of them in 
New England, nonproperty taxes con- 
tribute less than 2 percent of all local tax 
revenues. The percentage from nonprop- 
erty taxes is high in some Southern States 
because their local governments make wide 
use of license taxes. In New York and 
Pennsylvania special circumstances prevail, 
as will be noted later. Interstate variations 
in the role of nonproperty taxes are af- 
fected also by the degree to which States 
share their taxing powers with their local 
subdivisions. Comparative data are pre- 
sented in tables 20 and 21. 

Local nonproperty taxes, chiefly levies 
on sales, income, and utility services, are 
found in the large urban places in about 
half of the States, scattered thinly in most, 
thickly in a few. Most of these came on 
the scene in an atmosphere of fiscal crisis, 
first to meet Depression-generated relief 
needs, later to finance burgeoning postwar 
requirements. Espoused with enthusiasm 
in many of the communities that use them, 
these local taxes have failed to generate 
anything resembling a national movement. 

Local nonproperty taxes came to na- 
tional notice with the adoption of retail 

-- 

50 to 60 percent 

...... Missouri 51.4 

...... Colorado 51.5 
..... Wisconsin 53.1 
.... Connecticut 53.4 ..... Minnesota 53.5 

North Dakota . . 53.6 ..... California 54.2 
Maine ......... 54.9 
Ohio .......... 55.3 ........ Indiana 55.6 ...... Montana 55.6 

........ Kansas 55.8 
Iowa .......... 56.7 
New York ..... 56.9 

........ Illinois 59.8 

Over 60 percent 

Massachusetts ... 60.8 
South Dakota .... 61.9 
New Hampshire.. 62.5 ........ Nebraska 64.4 
New Jersey ...... 71.1 \ 

.................. .5 

sales taxes by New York City in 1934 and 
New Orleans in 1938, and of the income 
tax by Philadelphia in 1939. (The Dis- 
trict of Columbia's income tax was also 
enacted in 1939.) These enactments were 
based on enabling legislation limited to 
the particular cities. Five California cities 
resorted to sales taxes in 1945-46 under 
home rule and general law powers (after 
the State reduced its 3-percent rate to 2% 
percent) and were followed by other Cali- 
fornia cities in rapid succession. At about 
the same time (1946) Toledo adopted an 
income tax under Ohio's broad home rule 
provisions, and other cities within the 
State soon followed suit. 

Broad permissive legislation sanctioning 
wide-scale use of nonproperty taxes by 
local jurisdictions came after the war 
(1947), notably in New York and Pennsyl- 
vania. In that year New York authorized 
its counties and cities to tax retail sales, 
restaurant and bar receipts, utility services, 
alcoholic beverages, admissions, passenger 
motor vehicles, gross receipts of business, 
and hotel rooms. Also in 1947 Pennsyl- 
vania authorized its cities, boroughs, town- 
ships, and school districts to "tax anything 
not taxed by the State." 



TABLE 20.-Local Property and Nonproperty Tax Collections. by State. 1962 
(Dollar amounts in millions) 

State 

Alabama .............................. 
Alaska ................................ 
Arizona ............................... 
Arkansas .............................. 
California ............................. 
Colorado .............................. 
Connecticut ........................... 
Delaware .............................. 
Dist . of Columbia ...................... 
Florida ............................... 
Georgia ............................... 
Hawaii ............................... 
Idaho ................................. 
Illinois ................................ 
Indiana .............................. 
Iowa .................................. 
Kansas ................................ ..... Kentucky ............... .. .. ... 
Louisiana ............................. 
Maine ................................ 
Maryland ............................ 
Massachusetts .......................... 
Michigan ............................ .. 
Minnesota ............................. 
Mississippi ............................ 
Missouri .............................. 
Montana .............................. 
Nebraska ....................... .. .... 
Nevada ................................ 
New Hampshire ........................ 
Mew Jersey ............................ 
New Mexico ........................... 
New York ............................. 
North Carolina ......................... 
North Dakota .......................... 
Ohio .................................. 
Oklahoma ............................. . . .  Oregon .......................... .. 
Pennsylvania .......................... 
Rhode Island .......................... 
South Carolina ......................... 
South Dakota .......................... 
Tennessee ............................. 
Texas ................................. .. Utah ............................. .. 
Vermont ............................... 
Virginia ............................... 
Washington ............................ 
West Virginia .......................... 
Wisconsin ............................. 
Wyoming .............................. 

Total ........................... 

Total 

Tax collections 

Property Nonproperty 

Nonproperty 
as a percent 

of total 

Source: U.S. Bureau of the Census. Governmental Finances in 1962. October 1963 . 



TABLE 21.-Local Nonbroberty Taxes as a Percent o f  Total Local Taxes, 

Under 5 parent 

Indiana .......... 0.5 
Maine ........... .8 ...... Connecticut .8 .. New Hampahire .9 
Michigan ........ 1.1 
Iowa ............. 1.3 .... Massachusetts 1.3 ........ Wisconsin 1.7 .... Rhode Island 1.8 
Idaho ............ 2.3 
Vermont ......... 2.3 
Minnesota ........ 2.8 
Kansas ........... 2.9 
North Dakota .... 3.4 
Oregon .......... 3.4 
North Carolina ... 3.5 
Oklahoma ........ 4.7 

Number of States . .17 

Source: Table 20. 

l%e&enb Distribution, 1962 

5 to 10 percent 

Wyoming ....... 5.6 
Montana ........ 5.7 ........ Delaware 6.0 

.... South Dakota 6.3 .... 
rexas ........... 7.0 
South Carolina . . 7.3 
Arkansas ........ 7.5 
Nebraska ........ 7.5 ......... Arizona 8.0 ........ Colorado 8.6 
Maryland ....... 8.6 
New Jersey ...... 9.0 
Ohio ............ 9.4 

10 to 15 percent 

Georgia ....... 11.2 
Illinois ........ 11.2 ..... Tennessee 11.2 
West Virginia . . 11.3 ..... California 11.9 
Utah ......... 11.9 

................ 6 

The extensive use of local sales taxes 
along with State-imposed sales taxes in 
several States prompted suggestions for 
State administration of the local taxes. A 
proposal to this effect was first agitated in 
California in 1949 but was not adopted 
there until 1955. It had been adopted 
meanwhile in Mississippi in 1950. In 
1955 Illinois' legislature authorized its 
cities to add their levies to the State's sales 
tax. Similar legislation was adopted by 
New Mexico (19551, Utah (1959)' and 
Tennessee (1963). These statewide devel- 
opments were accompanied by nonprop- 
erty tax enactments in individual cities in 
various States. The impact of this develop- 
ment on the revenue structure of local 
governments is summarized historically in 
tables 17 and 22. 

Before the Depression of the 1930's non- 
property taxes supplied only 3 percent of 
the tax revenues of local governments. As 
a result of Depression-time enactments, 
their share increased to 7 percent by the 
war years. Postwar enactments raised the 
percentage to around 13 by the early 
1950's, where it remained until dropping 
back to 12 percent in 1961 and 1962. 

15 to 20 percent 

Washington ... 16.0 
Florida ....... 16.5 
Missouri ...... 18.7 
Mississippi .... 19.4 

................ 4 

20 percent or more 

Kentucky ....... 20.5 
Virginia ........ 20.7 
Louisiana ....... 22.1 
New York ....... 23.0 
Pennsylvania .... 23.8 
New Mexiw .... 24.9 
Nevada ......... 25.4 
Alaska .......... 26.0 ......... Hawaii 33.0 
Alabama ........ 44.2 
Dist. of Columbia. 63.0 

During this period the aggregate contribu- 
tion of these taxes increased from less than 
$1 billion in 1950 to $2.5 billion in 1962, 
the increase being accounted for largely by 
consumer taxes. Income taxes represent 
only about one-eighth of total nonproperty 
tax collections. 

The development of the local nonprop- 
erty tax, while moderate in terms of na- 
tional aggregates, has had a significant 
cumulative impact on local tax revenues 
in some States and on the tax revenues of 
the larger urban places. 

The contribution of these taxes to local 
tax revenues in 1962 is summarized in 
table 21. The range is wide, from less 
than 1 percent in four States to 44 percent 
in Alabama (and 63 percent in the District 
of Columbia). In one-third of the States, 
nonproperty taxes produce less than 5 per- 
cent of local tax revenues. Their con- 
tribution exceeds 20 percent in only 10 
States and 25 percent in only 4. Some of 
the relatively high percentages reflect rela- 
tively low property taxes as much as high 
nonproperty taxes. 

Apart from local license taxes, which are 
widespread mostly in the Southern States, 



Year 

TABLE 22.-City Government T a x  Collections, 1950-62 

I I Nonproperty taxes 

1. AMOUNT (in millions of 

I I 

Total tax 
collections 

dollars) 

I 

2. PERCENTAGE DISTRIBUTION 

Property 
taxes 

ma.-Data not available. 
Partially estimated (cities with less than 25,000 inhabi- 

tants). 
Not entirely comparable with data prior to 1960 which 

include parking meter fees (now included in "Current 

and income and sales taxes in a few States, 
the nonproperty tax is principally a large- 
city phenomenon. The detail on city reve- 

Total 

. - 
nues classified by size of city, shown in 
table 23, leaves little doubt on this point. 
In 1962, when per capita local nonprop- 
erty tax revenues in the Nation averaged 
less than $14, the average for cities with a 
population in excess of 1 million was $52 
and dropped quickly as the size of the city 
declined. For cities under 50,000 popula- 
tion, the per capita average was only $7, 
and nearly half of this consisted of the 
miscellaneous group, chiefly business li- 
cense taxes. 

Licenses 
and other 

Sales and gross receipts 

12.6 n.a. na. 
13.3 1 n*. 1 ni; / 
14.3 

Total I General 

I 

charges''). 

Selective 

Source: US. Bureau of the Census, Governmental 
Finances (annually, 1952-62); and Compendium of City 
Government Finances (1950 and 1951). 

The relative role of nonproperty taxes - - 

in the total tax revenue of cities reveals a 
similar but less marked differentiation 
among cities of varying size. In 1962 
these taxes supplied 26.7 percent of all city 
tax revenues. For cities of 1 million and 
over, the percentage was 36.9 and dropped 
to 26.9 percent for the next population 
size (1/2 million to 1 million). For all cities 
under 200,000 the corresponding percent- 
ages were below 20, except in the smallest 
size groups, where licenses are relatively 
large contributors. 

The role of nonproperty taxes in the 
1962 tax revenues of the 51 largest cities 



Property taxes ................. 
Nonproperty taxes ............. 

General sales and gross re- 
ceipts ................... 

Selected sales and gross re- 
ceipts ................... 

Other taxes, including licenses 

TABLE 23.-City Government Tax Collections, by Population Sire Class, 1962 

Total ................... 

Item 

I 2. PER CAPITA (dollars) 

Property taxes ................. 
Nonproperty taxes ............. 

General sales and gross re- 
ceipts ................... 

Selected sales and gross re- 
ceipts ................... 

Other taxes, including licenses 

Cities having a 1960 population of- 

Total ................... ) 65.78 1 141.07 1 96.28 

I 3. PERCENTAGE DISTRIBUTION 

Property taxes ................. 
Nonproperty taxes ............. 

General sales and gross re- 
ceipts ................... 

Selected sales and gross re- 
ceip ts ................... 

Other taxes, including licenses 

1. TOTAL (in millions of dollars) 

200,000 
to 

299,999 

100,000 
to 

199,999 

Total ................... 

300,000 
to 

499,999 
Total 

Source: US. Bureau of the Census, Compendium of City Government Finances in 1962, 1963. 

50,000 
to 

99,999 

with 1960 populations of 250,000 or more 
are shown in table 24. Philadelphia, 
Washington, St. Louis, New Orleans, Kan- 
sas City, Columbus, Louisville, and Toledo 
each obtained half or more of their tax 
revenues from nonproperty taxes. 

These taxes are important revenue pro- 
ducers for four of the five cities with popu- 
lations in excess of 1 million. Detroit was 
the conspicuous exception in fiscal 1962, 
but it now has a local income tax. The 
uniformity is less apparent among the 

LWS 
than 

50,000 

1,000,000 
or more 

smaller cities. There are striking varia- 
tions even among cities within the same 
State. While Cincinnati raised 47.8 per- 
cent, Columbus 74.1 percent, Toledo 60.8 
percent, and Dayton 49.3 percent from 
these sources, the percentage for Cleveland 
was only 4.7 and for Akron 7.4. The per- 
centages for San Francisco and Los Ange- 
les were 18.6 and 41.8, respectively; for 
Pittsburgh and Philadelphia, 32.5 and 
53.6, respectively. In some States, how- 
ever, the large cities made approximately 

500,000 
to 

999,999 



( 

City 

New York ................................. 
Chicago ................................... 
Los Angeles ............................... 
Philadelphia .............................. 
Detroit .................................... 

Total ............................. 

Baltimore ................................. 
Houston .................................. 
Cleveland ................................. 
Washington. D.C. .......................... 
St . Louis .................................. 
San Francisco .............................. 
Milwaukee ................................ 
Boston .................................... 
Dallas .................................... 
New Orleans ............................... 
Pittsburgh ................................ 
San Antonio ............................... 
San Diego ................................. 
Seattle .................................... 
Buffalo .................................... 
Cincinnati ................................. 
Honolulu ................................. 

Total ......................... ,,,, 

Memphis .................................. 
Denver .................................... 
Atlanta .................................... 
Minneapolis ............................... 
Indianapolis ............................... . Kansas City Mo ............................ 
Columbus ................................. 
Phoenix ................................... ... Newark ............................ .. 
Leuisville ................................. 
Portland. Oreg ............................. 
Oakland ................................. 
Fort Worth ................................ ..... Long Beach .......................... - 
Birmingham ............................... .... Oklahoma City ................... .. ... 
Rochester ................................. 
Toledo .................................... 
St . Paul ................................... ......... Norfolk ....................... .. 
Omaha .................................... 
Miami .................................... 
Akron .................................... 
El Pasa ................................... 
Jersey City ................................ 
Tampa ................................... 
Dayton ................................... 
Tulsa ..................................... 
Wichita ................................... 

Total ............................. 
Total. 51 Cities ............................ 

Source: U.S. Bureau of the Census. Compe 

I I I 

CITIES HAVING MORE THAN 1.000. 000 INHABITANTS IN 1960 
I I I 

1 I I 

CITIES HAVING 500. 000 TO 1.000. 000 INHABITANTS IN 1960 

Nonproperty 
as a percent 

Of taxes 

Tax collections 

Total 

CITIES HAVING 250. 000 TO 500. 000 INHABITANTS IN 1960 

TABLE 24.-Tax Collections of the 51 Largest Cities. 1962 

683. 401 1 505. 580 

4.268. 009 1 2.879. 430 
!ium of City Government Finances i 

. 
Property 

:Dollar amounts in thousands) 
I 

Nonproperty 



equal use of these sources: Minneapolis 
and St. Paul, 7.8 percent and 8.4 percent; 
Kansas City and St. Louis, 50.0 percent and 
59.5 percent. 

The comparability of tax collection 
statistics for cities is somewhat impaired 
by the differences in the division of tax- 
raising activities between cities and over- 
lapping local jurisdictions. However, the 
data for county areas assembled in connec- 
tion with the 1957 Census of Governments 
confirms the urban character of local non- 
property taxes. 

Local governments employ a variety of 
nonproperty taxes. Apart from general 
sales and income taxes, some use is made 
of selective excise taxes. Of these, only 
public utility levies produce significant 
amounts. In 1962 the motor fuels, alco- 
holic beverages, and tobacco products taxes 
yielded local governments only $125 mil- 

lion in the aggregate (compared with over 
$5 billion at the State level). Excluded 
from the tabulation of local tax revenues 
are the profits of proprietary enterprises, 
such as liquor stores and public utilities, 
which are closely akin to consumer taxes. 

T a x  Revenue of Local Governments, 
by T y p e  of T a x ,  1962 

(Dollar amounts in millions) 

Type of tax Amount Percent I I 

Total ............... ....I 20,963 1 100.0 

Property ........................ 
Sales and gross receipts ........... 

General ..................... 
Selective .................... 

Motor fuels .............. ...... Alcoholic beverages ....... Tobacco poducts .......... Public utilities 
Other and unallocable .... 

Income taxes .................... 
Motor vehicle and operators' 

licenses ....................... 
All other (mainly business 

licenses) ....................... 

$18,416 
1,472 

974 
498 
37 
25 
63 

310 
64 

308 

123 

643 



Chapter 5 
INTERSTATE VARIATIONS IN STATE AND LOCAL TAX SYSTEMS 

The foregoing account of the develop- 
ment of State and local taxation obscures 
some important interstate variations. The 
extent of these variations is partially indi- 
cated in table 25, which shows the distribu- 
tion of State and local tax collections, by 
major sources, for each of the States in the 
fiscal year 1962. The frequency distribu- 
tion of percentages of tax revenues ob- 
tained from various types of taxes is shown 
in table 26. 

For the Nation as a whole, the property 
tax is by far the most important rev- 
enue producer, accounting for almost half 
of all State and local tax collections. How- 
ever, individual States differ considerably 
in the degree of their dependence on this 
source to finance their State and local gov- 
ernment services-from 16 percent of State- 
local tax collections in Hawaii to 70 per- 
cent in Nebraska. General sales taxes, 
imposed by State and/or local governments 
in 39 States and the District of Columbia, 
provide about one-seventh of all State and 
local taxes, ranging from less than 10 per- 
cent in 3 States to more than 35 percent in 
Hawaii. Among the selective sales taxes, 
those on motor fuels are the most signifi- 
cant, providing almost one-tenth of all 
State and local tax collections, with much 
less interstate variation than is evident in 
the use of property or general sales taxes. 

Individual and corporation income taxes 
together account for about 10 percent of 
State and local tax revenue. In 12 of the 

52 

34 States that levy both individual and 
corporate income taxes, the combined 
yield provides less than 10 percent of State 
and local tax revenues, and in one (Dela- 
ware) income taxes account for 37 percent 
of the total. Of the 8 States with in- 
come tax yields of 20 percent or more, 5 
levy no State general sales taxes, and one 
(Wisconsin) had just enacted a general 
sales tax at the end of 1961, so that the 
fiscal year 1962 data include only a partial 
year's collections. The other 2 States 
(Hawaii and North Carolina) that im- 
pose general sales taxes as well as individual 
and corporate income taxes are among 
those that rely least upon property taxes. 

The distribution of responsibility be- 
tween the States and their subdivisions for 
performing and financing governmental 
functions varies widely. Table 27 shows 
the relative proportion of State-local taxes 
collected by the several State governments 
in 1962. The proportion ranges from 
more than 75 percent in Delaware and 
Hawaii to 29 percent in New Jersey. Seven 
States collect 70 percent or more of the 
total; five States collect less than 40 per- 
cent. The State's share is generally high- 
est in the South. 

Table 27 reflects also the substantial in- 
terstate variation in the weight of com- 
bined State and local taxation. In 1962 
per capita collections ranged from $132 in 
Alabama to $309 in New York. Six States, 
all Southern, collected less than $150 per 



capita. Four more Southern or border 
States collected less than $175. Nine States 
collected $250 or more per capita. The 
nine are chiefly heavily industrialized 
States, but some of the industrial States are 
not in the group. 

There is also considerable variation 
among the States in the relationship of tax 
collections to personal income. The  range, 
however, is less marked. Taxes amounted 
to more than 11 percent of personal in- 
come in Louisiana, Minnesota, Mississippi, 
and Vermont. They were 8 percent or 
less in Alaska, Delaware, Missouri, Ne- 
braska, Virginia, and the District of Co- 
lumbia. 

It should be kept in mind that these 
statistical tax comparisons do not neces- 
sarily measure variations in the State and 
local tax burden borne by the residents of 
the several States. Every State's tax collec- 
tions include sums collected from non- 
residents, either directly or indirectly, in 
the cost of goods exported by the collecting 
(producing) States. By the same token 
each State's own collections exclude taxes 
paid by its residents to other States. Sta- 
tistical measures of the net effect of these 
"imported" and "exported" taxes are not 
available. 

A State's tax collections, moreover, do 
not measure the total amount expended 
for governmental services in the several 
States. Charges and assessments of vari- 
ous kinds, insurance trust revenues, State 
and locally owned liquor stores and locally 
owned utilities are also substantial sources 
of revenue, as are Federal grants-in-aid. 
The quantitative role of each of these in 
financing expenditures varies greatly from 
State to State. In addition, a substantial 
fraction of State and local investments in 
capital improvements is financed by bor- 
rowing. 

Interstate Variations in  Tax Use 

The tax collection figures discussed in 
the foregoing section give some indication 
of the varying extent to which the States 
and their local governments rely on differ- 
ent tax sources. Together with the de- 
tailed information in subsequent chapters 
on statutory tax rates and definitions of tax 
bases, they document the tax experience 
of the States and provide tax policymakers 
with a partial basis for comparing their 
own State's experience with that of others. 

The hard decisions on which tax policy 
is based are made in terms of increasing 
the rates or broadening the base of exist- 
ing taxes or of introducing a new tax. 
Should the general sales tax rate be in- 
creased? Should services be taxed? This 
is the kind of question that confronts 
policymaking officials and that leads them 
to assess their own tax loads and effective 
tax rates relative to those of their neigh- 
boring and competitor States. For this 
purpose they need still another set of facts; 
namely, interstate differences in effective 
rates paid by taxpayers on property, in- 
come, consumption, and business activity 
in consequence of the combination of tax 
law provisions. The differential impact 
of the quality of tax enforcement, while 
also germane, cannot now be quantified. 

It is possible to gain some understanding 
of differences among States in their use of 
the individual tax sources by relating the 
tax collections to a standard base. More 
particularly, it is possible to measure the 
relative use of the tax bases by defining 
them in a uniform way and then examin- 
ing the information on tax collections by 
source in relation to these uniform bases. 
Such an effort was undertaken in this 
Commission's staff report on Measures of 
State and Local Fiscal Capacity and Tax 
Eflort, issued in 1962, and described in 



TABLE 25.4tate and Local Tax Collections. by Source. by State. 1962 

1 . AMOUNT 

(in millions of d o l h )  

State 

.............. Colorado ............ Connecticut 
Delaware .............. . ....... Dist of Columbia 
Florida ................ 

Alabama ............... 
Alaska ................. 
Arizona ............... ............... Arkansar .............. Californra 

Georgia ................ 
Hawaii ................ 
Idaho ................. 
Illinois ................ 
Indiana ........... , .... 

Total 

Izg~ 
ployment 

tares) 

. 

.................. Iowa 
Kansas ................ 
Kentucky ............... 
Louisiana .............. 
Maine ................. 
Maryland .............. 
Massachusetts ........... 
Michigan .............. 
Mmnesota .............. ............. Mississippi 

property 
taxes 

Missouri ............... ............... Montana ............... Nebraska ................ Nevada ......... New Hampshire 

New Jersey ............. 
New Mexico ............ I ............. New York 
Noah Carolina ......... ........... North Dakota 

Sales and gross receipts taxes 

Ohio .................. 
Oklahoma .............. 
Oregon ................ ........... Pennsylvania ........... Rhode Island 

Income taxes 

2% XI Totd  

.......... South Carolina ........... South Dakota 
Tennessee .............. 
Toras ................. 
Utah .................. 

D a *  
and grft Alco- 

e r a  1 1 y:T / holic erages bcv- 

Motor 
vehicle 

and 

OE~:' 
Tobacco :$$ Other 2 



1?4"59 1 
mxWzqm 8. 

I-. 
3 



State 

New Jersey ............ ........... New Mexico ............. New York ......... North Carolina .......... Noah Dakota 

................. Ohio ............. Oklahoma 
Oregon ............... 
Pennsylvania ........... ........... Rhode Island 

......... South Carolina 
South Dakota .......... 
Tennessee ............. 
Texas ................ 
Utah ................. 
Vermont .............. 
Virginia ............... ........... Washington ......... West Virginia. ............. Wisconsin 
Wyoming ............. 

Total ........... 

TABLE 25.-State and Local Tax Collections. by Source. by State. 1962-Concluded 

Total 
(exclud- 
ing em . Property 

ployment taxes 
taxes) Total 

21.8 
45.7 
24.3 
40.9 
26.2 

33.6 
38.3 
12.2 
35.7 
37.6 

52.6 
30.5 
46.5 
31.9 
34.8 

24.9 
29.3 
51.1 
37.6 
15.7 
30.4 

32.2 

General 1 

........ 
23.5 
10.5 
17.7 
10.8 

13.2 
13.2 ........ 
17.4 
14.0 

22.1 
11.6 
21.4 
8.0 

20.2 

........ ........ 
28.8 
14.3 

1.4 
15.2 

14.4 

Sales and gross receipts taxes Income taxes I 
Motor 
fuel 

Alco- 
holic bev- 

erages 
Tobacco 

Deatp 
and glft 

taxes 
(State 
only) 

Motor 
vehicle 

and 
o rators' 
Kenses 

A1 l 
other 

taxes 3 

Note.-Local data are preliminary . 
*Less than $50.000. 

4 Combined corporation and individual income taxes for the District of Columbia and New 
Mexico are tabulated with individual income taxes . 

**Less than 0.05%. 6 Includes the entire yield of the gross irk&ne.tax, which applies to all types of business and 
1 Excludes collections f p m  the Washington and West Virginia business and occupation taxes personal income . 

($69 million and $54 millron. respectively. Included in :'all other taxes"). whrch are class~fied as 6 Includes related license taxes . 
general sales taxes by the Bureau of the Census but whrch have been excluded from the "general 7 "All other taxes" includes $76 million corporation taxes. measured in part by net income 
sales tax" cateaorv in this studv bv the definition emploved in chap . 7 . and in oart bv cornorate excess . . . .  
2 lmmrtant-anion= the so;rcis of State revenue included here are insurance and ~ari-mutuel = . . 

taxes . Source: U.S. Bureau of the Census. Corn endium of State Government Findncer in 1962. sup- 
8 The significant taxes included in "All other taxes" are State document and stock transfer plemented by preliminary unpublished data k r  local tax collections . 

taxes. State severance taxes. and State and local license revenues . 



TABLE 26.-Number of States Using Various Taxes: Distribution According to Percentage 
of State and Local Tax Revenue Obtained From Each Tax, 1962 

Tax 
Number of 
States using 
tax in 1962 1 

Property tax ........ 
Sales and gross 

receipts taxes: 
Total ........... 

General ....... .... Motor fuel 
Alcoholic ... beverages 
Tobacco ...... 
Public utilities . 
Other ......... 

Motor vehide and I 

51 

5 1 
40 
5 1 

5 1 
49 
48 
5 1 

Income taxes: 
Total ........... 

Individual .... ... Cor oration 
Death amfeift taxes. . 

operators' licenses . . 51 
All other taxes ....... 5 1 

9 35 
38 
37 
49 

Distribution of the total according to the percentage of tax revenue 
obtained from the tax in each State 

Under 
5 

Includes District of Columbia. 
Source: Table 25. 

detail in the later portions of this chapter. 
The following discussion draws on those 
findings, based on 1960 data. 

The standard applied here for purposes 
of interstate comparison (described in 
greater detail below) is that of a represen- 
tative tax base, that is, a base for each of 
the taxes as defined by the statutes of the 
States and localities accounting for more 
than half of the population of all the States 
imposing the particular tax. For example, 
personal property (except for household 
goods) is included in the property tax base 
because this is the practice in States with 
over half of the Nation's population. Food 
and medicines are excluded from the retail 
sales tax base because States which exclude 
them from their sales tax account for over 
half of the population of the taxing States. 

When the base for each tax source is 
defined in the same way for each State, 
and State and local tax collections are 
added together, the effective tax rate dif- 
ferences reflect the combined effects of 

ZStates (and the District of Columbia) with both indi- 
vidual and corporation income taxes. 

differences in the statutory base on which 
taxes are actually assessed and of variations 
in statutory rates. Statutory rate varia- 
tions are not as meaningful as they some- 
times appear to be. For example, one 
State may have a 2-percent general sales 
tax applicable to all retail sales, including 
foods and drugs and a wide range of serv- 
ices. Another with a 3-percent rate may 
apply its retail sales tax narrowly and ex- 
empt a broad range of household and busi- 
ness purchases. The effective rate of sales 
taxation is certainly not half again as high 
in the second State as in the first. Simi- 
larly, property tax rates can be compared 
among jurisdictions only if property is 
valued in some uniform way. Assessment 
practices as well as property tax exemp- 
tions are too diverse to permit a meaning- 
ful comparison of nominal rates alone. 

Property taxes.-Variations in property 
tax rates, which are shown in chapter 6, 
have a fairly distinctive regional pattern.l 
1 See table 40. 



TABLE 27.-State and Local Tax Collections. by State. 1962 

Tax collections 

State I Amount (millions) 

State and 
local 

................ Alabama .................. Alaska ................. Arizona ............... Arkansas ............... California 

................ Colorado ............. Connecticut ................ Delaware ........ Dist . of Columbia .................. Florida 

................. Georgia .................. Hawaii ................... Idaho .................. Illinois ................. Indiana 

Iowa .................... 
Kansas .................. 
Kentucky ................ 
Louisiana ............... 
Maine ................... 
Maryland ............... 
Massachusetts ............ 
Michigan ................ 
Minnesota ............... 
Mississippi ............... 
Missouri ................ 
Montana ................ 
Nebraska ................ 
Nevada ................. 
New Hampshire .......... 

.............. New Jersey ............. New Mexico ............... New York ........... North Carolina ............ North Dakota 

Ohio .................... 
0 klahoma ............... 
Oregon .................. 
Pennsylvania ............ 
Rhode Island ............ 

........... South Carolina ............ South Dakota 
Tennessee ............... ................... Texas 
Utah .................... 
Vermont ................ 
Virginia ................. 
Washington ............. 
West Virginia ............ 
Wisconsin ............... 
Wyoming ................ 

Total ........... I 

State 

$304.4 
36.5 

186.9 
177.3 

2,369.4 

234.4 
314.7 
87.9 ......... 

563.6 

402.9 
132.3 
71.9 

980.4 
420.1 

276.5 
228.3 
309.3 
485.3 
93.4 

404.0 
549.7 

1,007.5 
403.4 
204.6 

392.6 
71.8 
94.8 
56.6 
46.3 

43 1.2 
137.2 

2,328.6 
539.1 
63.7 

891.7 
307.9 
212.7 

1,258.3 
96.8 

245.5 
56.8 

329.1 
991.5 
115.9 

49.7 
359.6 
522.6 
212.7 
459.7 
44.0 

20,561.1 

Local 

'ercenta 
coiiecte! 
by State 
govern- 
men t 

Per capita 

Amount Rank 

As a percent 
of personal 

income 

Amount Rank 

Source: U.S. Bureau of the Census. Governmental Finances in 1962. October 1963 . 
58 



In 1960 effective rates for the New Eng- 
land region averaged over 2 percent, with 
the highest rate, 2.4 percent, in Maine and 
in Massachusetts. The average rate in the 
Mideast was 1.8 percent, with a range from 
2.3 percent in New Jersey to Delaware's 
0.7 percent. In the Southwest and South- 
east the effective rate averaged 1 percent 
or less. 

An analysis of effective rates, computed 
as the percentage relationship between 
property tax collections and property val- 
ues, with property defined uniformly as 
the market value of land, structures, equip- 
ment, and inventories (exclusive of public 
utilities and motor vehicles), shows that 
there is considerable variation in the in- 
tensity of property tax use even within 
geographical regions of the country. 
Within each region some States could add 
to their property tax take without raising 
effective rates above that of the regional 
average. While the relative use of prop- 
erty taxes as measured by these effective 
rates provides an indication of the as yet 
untapped property tax potential of the 
States, policy decisions as to the tax depend 
upon many political, economic, and social 
factors. Differentials in effective property 
tax rates provide only a kind of technical 
guideline for policy determination. If 
property in all of the States were taxed at 
a rate comparable to the average effective 
rate of the Southeastern and Southwestern 
States, collections would be reduced over 
30 percent. In contrast, if all States taxed 
at the average effective rate in New Eng- 
land, property tax yields would be in- 
creased by about 50 percent. 

It must be borne in mind that variations 
-both among regions and within them- 
reflect differences in the willingness of citi- 
zens in each State to tax themselves for 
local public services and the accommoda- 
tion of property taxation to economic and 

political forces. Since part of the property 
base represents business property and taxes 
paid on it are "exported" out of the taxing 
community or out of the State, the people's 
willingness to pay taxes is perhaps reflected 
more adequately by comparing effective 
property tax rates on dwellings (either 
single-family or all residential) than by 
comparing the taxes on all property. In 
1957 the effective property tax rate on 
single-family dwellings averaged 1.3 per- 
cent in the Nation but showed the same 
distinctive regional pattern as taxes on all 
kinds of property. The New England re- 
gion, led by Massachusetts, showed the 
highest rates. Effective rates in the South 
were low, ranging down to 0.4 percent in 
West Virginia and South C a r ~ l i n a . ~  - 

The variations in aggregate property tax 
rates and in rates on single-family dwell- 
ings suggest some accommodation of prop- 
erty tax practices to income available for 
tax payments and to other aspects of the 
State's economy. Effective property tax 
rates are relatively high in the industrial 
States in New England and the Mideast, 
where the ratios of taxable property values 
to income are relatively low; they tend to 
be low in the Rocky Mountain and South- 
western mining and farming States, where 
the ratio of the value of taxable property 
to income is high and the size of the in- - 
come flows serves to limit property taxa- 
tion. 

General sales taxes.-While effective rate 
variations in property taxation reflect pri- 
marily local tax decisions, the variations 
among States in general sales and selective 
sales taxation develop largely out of differ- 
ences in State tax policies. Effective gen- 
eral sales tax rates are substantially below 
one-half of 1 percent in those States where 
the State government itself does not im- 

2 Advisory Commission on Intergovernmental Relations, 
Measures of State and Local Fiscal Capacity and Tax 
Effort, October 1962, p. 131. 



pose a general sales tax; they range above 
5 percent in States which rely heavily on 
general sales taxation. 

Some form of general sales tax was in- 
cluded in the tax structure of 37 States 
and the District of Columbia in the fiscal 
year 1960 (including 3 States-Alaska, New 
York, and Virginia-with local sales taxes 
only). As indicated in chapter 7, Ken- 
tucky, Texas, and Wisconsin have intro- 
duced a State general sales tax since then. 

Most of the taxing States confine their 
tax base to retail sales, although some in- 
clude also the sales of wholesalers, extrac- 
tive industries, and manufacturers, usually 
at a lower rate. Indiana's gross income tax 
as of 1960 included taxes on sales, as well 
as on wages and ~alaries.~ In the States 
where more than half the population lives, 
foods and medicines are exempt from the 
sales tax (except that restaurant meals are 
generally subject to tax). Feed and fer- 
tilizer are likewise exempt in States with 
over half the population. Accordingly, 
the uniformly defined base on which effec- 
tive rates are computed is assumed to in- 
clude all retail sales except of food, medi- 
cine, and feed and fertilizer. 

It should be noted, furthermore, that 
the sales tax States generally apply their 
sales levies to industrial machinery, tools 
and equipment, office equipment, and sup- 
plies sold to businesses for "final consump- 
tion." In part such sales are included in 
retail sales, as reported by the Census of 
Business, but other sales of this type are 
excluded since they represent sales made 
directly by wholesale and manufacturing 
firms. Equipment purchases of manufac- 
turers and construction equipment pur- 
chases were added to retail sales in each 
State in computing the standard base in 

8The Indiana gross income tax was partly converted in 
1963 to a retail sales tax and flat rate individual and cor- 
poration net income taxes. 

order to take account of these final con- 
sumption purchases made by business 
firms. 

The only service industries taxed by 
States in which half the people live are 
hotels and similar operations. Accord- 
ingly, hotel, motel, and other lodging place 
receipts, as reported in the Census of Busi- 
ness, are included in the uniformly defined 
sales tax base. 

As table 28 shows, the large geographic 
concentration of States with relatively high 
effective general sales taxes in 1960 was in 
the South, where the nominal retail sales 
tax rate of State levies on taxable sales was 
generally 3 percent, with foods and medi- 
cines taxed. Ten of the 16 Southern States 
had effective general sales tax rates above 
the United States average in 1960, and 
three imposed no sales tax. Thus, of the 
13 taxing States in the South only three 
had effective rates below the United States 
average, and of the three additional States 
-those not imposing a general State sales 
tax in 1960-two have since added the tax. 

In the New England and the Mideast 
States, by way of contrast, effective sales 
tax rates were about a fifth below the 
United States average. Six of the 11 States 
in these regions did not impose a State 
general sales tax, and all of the remaining 
States and the District of Columbia which 
did tax had an effective rate below the 
United States average. The Midwest 
showed somewhat greater diversity than the 
Eastern seaboard in general sales tax use. 
Two of the largest States in the Midwest 
had rates 10 to 25 percent above the 
United States average; one other had a 
rate at about the United States average and 
in 6 States effective rates varied from 8 per- 
cent to 40 percent below the average for 
the Nation. 

In broad outline there appears to be 
considerable uniformity in rates among 



TABLE 28.-Effective Rates of General Sales Taxes and Taxes on Tobacco Products, by State, 1960 

1 General sales 

State and Region Effective 
rates 1 

(percent) 

New England .......................... 
Maine ............................. 
New Hampshire .................... 
Vermont ........................... 
--ta ...................... 
Rhode Island ...................... 
Connecticut ........................ 

Mideast ............................... 
New York .......................... 
New Jersey ........................ 
Pennsylvania ....................... 
Delaware .......................... 
Maryland ........... .. ... .,, ....... ................ District of Columbia 

Great Lakes ............................ 
Michigan ......................... 
Ohio .............................. 
Indiana ........................... 
Illinois ........... : ................ 
Wisconsin ......................... 

~ l a h  ................................. 
Minnesota ......................... 
Iowa ............................. 
Miasouri .......................... 
North Dakota ...................... 
South Dakota ...................... 
Nebraska ............. .. .......... 
Kansas ............................ 

Southmat .............................. 
Virginia ........................... 
West Virginia ...................... 
Kentucky .......................... 
Tennessee ......................... 
North Carolina ..................... 
South Carolina ..................... 
Gem a ........................... f Flori a ............................ 
Alabama .......................... 
Mississippi ......................... 
Louisiana .......................... 
Arkansas .......................... 

Southwest ............................. 
Oklahoma ......................... 
Texas ..... ; ....................... 
New Mexico ....................... 
Arizona ........................... 

Rocky Mountain ....................... 
Montana .......................... 
Idaho ............................. 
Wyoming ......................... 
Colorado .......................... 

.. Utah ......................... .. 
Far West .............................. 

Washington ........................ 
Oregon ............................ 
Nevada ............................ 
California ......................... 
Alaska ............................. 
Hawaii ............................ .................. United States 

. .- 

1 Collections as a percent of estimated taxable retail sales 
in 1959 . 

9 Total collections from taxes on all tobacco products as 
a percent of cigarette consumption in 1960 (equivalent 
rate, in cents, for a standard cigarette package) . 

a Not taxable . 
Local taxes only . 

Rates as a 

3: ercent of 
S . average 

Tobacco products 

Effective 
rates 2 

(-W 

Rates as a 
percent of 
US . average 

Enacted in 1960; effective rate based on partial year's 
collections . 

8 Includes fractional rate business and occupation taxes. 
classified as license taxes elsewhere in this report . 

Source: Advisory Commission on Intergovernmental Re- 
lations. M8asures of  State and Local Fiscal Capacity and 
Tax Effort. October 1962 . 



the taxing States within a geographic re- 
gion. The additional tax potential, com- 
paratively speaking, appears to be in new 
general sales tax levies by those States not 
now imposing this type of tax, rather than 
in rate changes. It should be noted, how- 
ever, that in 12 of the States and the Dis- 
trict of Columbia with sales taxes in 1960, 
rates have since been increased. Since 
only three of those States are in the South, 
the tendency is toward national uniformity 
in effective sales tax rates.* 

Tobacco taxes.-In the selective sales tax 
area, the problem of developing a standard 
or representative base is at the same time 
conceptually less significant than in the 
case of the general sales tax and techni- 
cally more difficult because of gaps in data. 
Far greater uniformity exists among States 
in the bases used for the selective excises, 
and hence rate comparisons are meaning- 
ful; whereas rate comparisons for the gen- 
eral sales or income tax levies, given the 
wide variation in tax base, are not. 

The comparison of effective rates of 
taxation on tobacco products, shown in 
table 28, measures total collections from 
taxes on all tobacco products as a percent- 
age of cigarette consumption; the taxes are 
shown as the equivalent rate (in cents) for 
a standard cigarette package. 

Cigarette consumption in each State as 
estimated by the Department of Agricul- 
ture is used as the base. Comparable data 
are not available on cigar and other to- 
bacco consumption. The nationwide base 
used in the comparisons totaled 22 billion 
packs of cigarettes for 1960; this implies 
an average tax rate of 4.6 cents per pack. 

Fairly wide variation existed in tobacco 
taxation in 1960, both among and within 
regions. In the Southwest, tobacco taxes 
were relatively high-with a regional rate 
per pack of cigarettes of 6.8 cents; that is, 

4 See chap. 7, table 43. 

2.2 cents above the national average. The 
Southeastern States, where most of the to- 
bacco is produced, averaged 4.6 cents, a 
rate equal to the United States average. 
North Carolina, the largest tobacco-pro- 
ducing State, had no tobacco tax, and Vir- 
ginia's cigarette tax (3 cents per package) 
is among the lowest in the Nation.= 

Within geographic regions the range was 
also marked in 1960. In New England, 
for example, tobacco tax collections varied 
from 2.8 cents per pack in Connecticut to 
6 cents in Vermont. Within the Mideast. 
ern States the range was from 2 cents in 
the District of Columbia to 5.7 cents in 
New York; within the Great Lakes States, 
from 2.8 cents in Indiana to 5.5 cents in 
Michigan. 

Thus in the case of tobacco taxation, 
unlike general sales taxes, variations in 
rates from regional averages suggest that 
some States could raise additional tobacco 
tax revenue by adjusting their rates in line 
with others in their respective regions. As 
in the case of general sales taxes, many 
States have raised their cigarette tax rates 
since 1960.6 

Motor vehicle taxes.-Table 29 shows 
the effective rates of levies on motor vehi- 
cles and motor fuel, by State, in 1960. The 
first column indicates the results of com- 
bining tax collections from special sales 
and other levies on motor vehicles, includ- 
ing motor fuel taxes, property taxes on 
automobiles, and licenses on vehicles and 
operators, and computing these levies as 
an amount per motor vehicle registered in 
each State. Combined State and local 
levies on motor vehicles averaged $80 per 
vehicle in the United States as a whole. 
Regional averages ranged from 16 percent 
above the United States average in New 

5 North Carolina has adopted a 3-cent cigarette tax, d- 
fective July l ,  1964. 

6 See chap. 12, table 80. 



TABLE 29.-Eflective Rates of Levies on Motor Vehicles and Motor Fuel by State. 1960 
I I I Motor vehicles 

State and Region Effective 
rates 

(dollars) 

Rates as a 
percent of 

U.S. average 

New England .......................... 
Maine ............................ 
New Hampshire ................... 
Vermont .......................... 
Massachusetts ..................... 
Rhode Island ...................... 
Connecticut ....................... 

Mideast ............................... 
New York ......................... 
New Jersey ........................ 
Pennsylvannia ..................... 
Delaware .......................... 
Maryland ......................... ................ District of Columbia 

Great Lakes ........................... 
Michigan ......................... 
Ohio ............................. 
Indiana ........................... 
Illinois ............................ 
Wisconsin ......................... 

Plains ................................ 
Minnesota ......................... 
Iowa .............................. 
Missouri .......................... 
North Dakota ..................... 
South Dakota ...................... 
Nebraska .......................... 
Kansas ................ .. ......... 

Southeast ............................. 
Virginia ........................... 
West Virginia ...................... 
Kentucky ......................... 
Tennessee ......................... 
North Carolina .................... 
South Carolina .................... 
Geor ia ........................... 
~lor i%a ........................... 
Alabama .......................... 
Mississippi ........................ 
Louisiana ......................... 
Arkansas .......................... 

Southwest ............................. 
Oklahoma ......................... 
Texas ............................. 
New Mexico ....................... 
Arizona ........................... 

Rocky Mountain ....................... 
Montana .......................... 
Idaho ............................. 
Wyoming .................. .. .... 
Colorado .......................... 
Utah ............................. 

Far West .............................. 
Washington ....................... 
Oregon ................. ... ....... 
Nevada ................. .. ....... 
California ......................... 
Alaska ........................... 
Hawaii ........................... 

United States .................. 
I 

1 Combined motor fuel taxes. property tax on automo- 
biles. and motor vehicle and operators' license tax revenue. 
per motor vehicle registered in  1959 . 

2 Motor fuel tax collections per gallon of gasoline con- 
sumed in 1959 . 

Motor fuel 

Effective 
rates 2 
(cents) 

Rates as a 

rP ercent of . S. average 

Source: Advisory Commission on Intergovernmental 
Relations. Measures of State and Local Fiscal Capacity and 
Tax Effort. October 1962 . 
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England to 13 percent below the national 
average in the Mideast. 

While the figures show the expected in- 
terstate variations, on the whole there was 
more uniformity among States in taxes on 
motor vehicles than in many other levies. 
The maximum spread was between Penn- 
sylvania's combined levies of $59 per motor 
vehicle, a figure 27 percent below the 
average, and Vermont's levies of $109 per 
motor vehicle, or 35 percent above the 
national average. Only 6 States, includ- 
ing Pennsylvania, collected less than $70 
per motor vehicle; only 6 States (Maine, 
Vermont, West Virginia, Tennessee, Mis- 
sissippi, and Nevada)-mostly States with 
low per capita incomes-collected $100 or 
more per motor vehicle from special levies 
on motor fuel or motor vehicles. 

In drawing conclusions as to tax poten- 
tials in the States, it should be noted that 
motor vehicle registrations, at best, provide 
only a rough standard for comparing motor 
vehicle tax collections. Registration fig- 
ures reflect neither the relative number of 
motor vehicles used for industrial and com- 
mercial purposes, nor the distances trav- 
eled, nor the value of the vehicles. The 
actual bases used by the States in taxing 
motor vehicles, however, take account of 
such factors. 

State and local motor fuel tax variations 
are reflected in comparative motor fuel tax 
collections per gallon of gasoline. The 
volume of gasoline consumption in each 
State used as the standard is that compiled 
by the Bureau of Mines (Mineral Year- 
book). In 1960 total motor fuel tax collec- 
tions amounted to $3.4 billion, an average 
of about 5.5 cents a gallon of gasoline con- 
sumed. Regional averages varied from 4.2 
cents a gallon in the Plains States to 6.6 
cents per gallon in the Southeast. Intra- 
regional differences may be summarized 

by the spread between the highest and 
lowest rates (in cents per gallon): 

New England. 1.52 Southwest . . . . 2.21 
Mideast . . . . . 2.28 Rocky 
Great Lakes . . 1.90 Mountain . . 1.07 
Plains . . . . . . . 3.09 Far West . . . . 3.95 
Southeast . . . . 2.02 

Sales and individual income taxes com- 
bined.-Differences in taxing patterns be- 
tween the States relying primarily on the 
sales tax and those relying more heavily 
on the individual income tax suggest a 
combination of sales and income levies to 
assess State-by-State variations. Table 30 
shows the actual State and local individual 
income and sales tax collections as a per- 
cent of personal income, less Federal tax 
and nontax payments, and of purchases of 
goods and services. On the average, indi- 
vidual income taxes and sales levies ac- 
counted in 1960 for 4.2 percent of dis- 
posable personal income and 5.7 percent 
of purchases of goods and services. 

Effective rates of the combined levies 
were substantially above average in the 
Southeast and Far West. Relative to per- 
sonal income, rates in the New England 
region were the lowest in the Nation. The 
individual States with lowest effective use 
of sales and income levies combined were 
New Jersey, Nebraska, New Hampshire, 
and Texas, in that order. The highest 
effective rates were found in Hawaii, 
Washington, South Carolina, and Missis- 
sippi. 

Income taxes.-In a number of State de- 
bates on tax policy, general sales and indi- 
vidual income taxation are viewed as com- 
peting tax methods. The extremes in tax 
practices are perhaps illustrated by Ore- 
gon, Washington, and Hawaii. Oregon 
imposes no general sales levy, but its effec- 
tive rate of individual income taxation for 
the vast majority of residents is among the 
highest in the country. Washington, its 



TABLE 30.-Individual Income and Sales and Gross Receipts Tax Collections 
i n  Relation t o  Personal Income and Retail Sales. by State 

Individual income and sales and gross receipts tax collections 
in 1960 as a percent of- 

State and Region Personal income less Federal tax 
and nontax payments in 1959 

New England ........................... 
Maine ............................. 
New Hampshire .................... 
Vermont ........................... 
Massachusetts ...................... 
Rhode Island ....................... 
Connecticut ........................ 

Mideast ................................ 
New York .......................... 
New Jersey ......................... 
Pennsylvania ....................... 
Delaware ........................... 
Maryland .......................... ................. District of Columbia 

Great Lakes ............................ 
Michigan .......................... 
Ohio .............................. 
Indiana ............................ 
Illinois ............................. 
Wisconsin .......................... 

Plains ................................. 
Minnesota .......................... 
Iowa ............................... 
Missouri ........................... 
North Dakota ....................... 
South Dakota ....................... 
Nebraska ......................... 
Kansas ............................ 

Southeast .............................. 
Virginia ............................ 
West Virginia ....................... 
Kentucky ......................... 
Tennessee .......................... 
North Carolina ..................... 
South Carolina ..................... 
Georgia ............................ 
Florida ............................ 
Alabama ........................... 
Mississippi ......................... 
Louisiana .......................... 
Arkansas ........................... 

Southwest .............................. 
Oklahoma .......................... 
Texas .............................. 
New Mexico ........................ 
Arizona ............................ 

Rocky Mountain ........................ 
Montana ........................... 
Idaho ............................. 
Wyoming .......................... ............ Colorado ........... .. 
Utah .............................. 

Far West ............................... 
Washington ........................ 
Oregon ............................ 
Nevada ............................ 
California .......................... 

Percent Percent related 
to U.S. average 

. 

. . 

United States ..................... I 4.2 100 
Source: Advisory Commission on Intergovernmental Relations, Measures of 1 

Effort, October 1962 . 

Estimated retail sales and receipts 
from services in 1959 

Percent 

5.7 
te and Local Fiscc; 

Percent related 
to U.S. average 

100 
Capacity and Tax 



neighbor to the north, does not levy an 
individual income tax, but its general sales 
tax effective rate exceeds that of all the 
States except Hawaii. Hawaii, on the 
other hand, imposes both an individual in- 
come tax and general sales tax at effective 
rates (on a standard base) considerably in 
excess of the averages prevailing through- 
out the country. 

Thirty-one States imposed individual 
income taxes in 1960, almost the same 
number as levied general sales taxes; 19 
States had both State individual income 
and general sales taxes; 12, only individual 
income taxes; 15, only general sales taxes; 
and 4 neither.7 

The task of defining a standard base 
against which to assess existing State in- 
come tax practice is necessarily fairly com- 
plex, given differences in statutory provi- 
sions on rate graduation by income level 
and varying definitions of income. While 
considerable progress has been made by 
the States in recent years toward greater 
uniformity of tax practices, variations still 
are sizable. 

Table 31 summarizes the average effec- 
tive rates of individual income taxation in 
the States. In column 1, actual State and 
local individual income tax collections in 
1960 are computed as a percent of adjusted 
gross income in 1959, as reported on tax- 
able Federal income tax returns. In col- 
umns 2 and 3, estimates of what the income 
tax would yield in the taxing States if these 
States used two alternative standard tax 
methods are also computed as a percent 
of adjusted gross income. Column 2 is 
based on the assumption that Federal in- 
dividual income taxes are not deductible 
for State tax purposes, and column 3 as- 
sumes deductibility of the Federal tax. 
Columns 4 and 5 relate actual income tax 

7 We disregard here New Hampshire's and Tennessee's 
taxes on income from intangibles. 

collections (column 1) to the yields of a 
representative tax system under the two 
alternative standard methods (columns 2 
and 3). 

In making the computations shown in 
columns 2 and 3 it was necessary to calcu- 
late a standard rate structure for all the 
States, which required, among other things, 
State-by-State estimates of the number of 
persons and couples by taxable income 
size classes. For convenience, taxable in- 
come was defined as it is defined in the 
Internal Revenue Code. 

The individual income tax yields of the 
representative system, computed in this 
way, reflect the assumption that all States 
use a uniform set of representative rates; 
that they follow the Federal Government's 
practices with respect to exemptions, de- 
ductions, and income splitting. For the 
major elements in income taxation these 
assumptions accord with general practice. 

Obtaining income tax yields under a 
representative income tax system involved 
the following steps: 

(a) Estimating an individual's State tax 
liability as a percent of his taxable income 
(Federal definition) for various levels of 
taxable income in each of the States which 
does not allow the Federal income tax to 
be deducted. 

(b) Computing a weighted average of 
the tax rates at each level of taxable in- 
come, weighted by State population. 

(c) Repeating this procedure for joint 
returns. 

(d) Obtaining estimates of the number 
of persons and couples with average tax- 
able incomes of various sizes in each State 
from tabulations of Federal tax returns. 

(e) Applying the average rates (from b 
and c) to these income distributions to ob- 
tain a first estimate of the yield for each 
State. 

( f )  Adjusting these yields proportion- 





TABLE 32.-Weighted Averages of State Personal Income T a x  Rates in 1959 

I Average rates in 12 States 

Taxable income in Ghich Federal tax 
(Federal definition) is not deductible 1 

'before Federal t a x  I single / Joint 

I 
112 nondeductibility States are Alaska, Arkansas, Cali- 

fornia, Washington, D.C., Georgia, Hawaii, Maryland, 
Mississippi, New York, North Carolina, Vermont, Virginia. 
Total population: 54,042,000. New Hampshire and Ten-  
nessee, which tax income from intangibles only, are omitted. 

2 17 full deductibility States are Alabama, Arizona, Colo- 
rado, Idaho, Iowa, Kansas, Kentucky, Louisiana, Massa- 
chusetts, Minnesota, Missouri, Montana, New Mexico, 

ately so that the aggregate for all the States 
equaled the total amount that States and 
localities would collect from income taxes 
if States taxed at the average rate of the 
taxing States. 

(g) This procedure was repeated for the 
States that allow Federal income tax as a 
deduction for purposes of their own in- 
come tax. 

(h) The weighted averages of State in- 
dividual income tax rates in 1959 were 
then applied to the estimated number of 
persons and couples in each State at vari- 
ous taxable income levels, as shown in 
table 32. 

It  will be noted that the rates for the 
States that allow deduction of the Federal 
tax are not appreciably higher (in fact, in 
the upper income brackets they are lower) 
than rates for States that do not allow the 
deduction of the Federal tax. This is due 
to the fact that average rates for the "non- 
deductible States" are dominated by the 
rates in the more populous States which 
have relatively high and progressive indi- 
vidual income tax rates. A State-by-State 
analysis in chapter 8 of the effective rates 

Taxable income 
(Federal definition) 

after Federal tax 

Average rates in 17 States 
in which Federal tax 
is fully deductible 2 

Single Joint 

North Dakota, Oklahoma, Oregon, Utah. Total popula- 
tion: 38,350,000. Delaware, South Carolina, and Wiscon- 
sin allow partial deductibility of Federal income taxes. 

Not computed. 

Source: Advisory Commission on Intergovernmental Re- 
lations, Measures of State and Local Fiscal Capacity and 
Tax Effort, October 1962. 

and net State individual income tax bur- 
dens at various income levels shows the 
effect of Federal income tax deductibility 
on the State income tax structure. 

Application of the standard base helps 
to quantify the differences in taxing prac- 
tices of States levying an individual income 
tax. For example, both New York and 
California are regarded as strong income 
tax States, yet there were sharp differences 
between their tax structures in 1960, as 
illustrated by the effective rates shown in 
table 31. Of the income taxing States, the 
highest effective rates were found in Ore- 
gon and Alaska-the former having a highly 
graduated rate structure and the latter tied 
administratively to the Federal income tax. 

When collections as a percent of adjusted 
gross income were used as the index of indi- 
vidual income tax use, four States showed 
a tax utilization rate of over twice the aver- 
age for the taxing States; these included 
Delaware and Hawaii in addition to Ore- 
gon and Alaska. In 9 States the income 
tax use rate was less than half the national 
average, but the low-use States were pri- 
marily those in which income taxes were 



used by local governments only (Ohio and 
Pennsylvania) in which income levies were 
restricted to investment income (New 
Hampshire and Tennessee), or which al- 
lowed relatively very high personal exemp- 
tions (Louisiana and Mississippi). 

When collections were compared with 
the yields of the two alternative representa- 
tive income tax structures (i.e., with and 
without Federal deductibility), taking ac- 
count of differences in the income distribu- 
tion among States and in the average rate 
structure, the relative tax use position of 
the States was altered. When the income 
distribution was taken into account, New 
York's use of individual income taxes, for 
example, while still substantially above the 
average, was less than that indicated by the 
tax collection-adjusted gross income com- 
parison. On the other hand, in a State 
such as Iowa, where the distribution of 
income was more even than it was in New 
York, the two tax-use computations showed 
about the same degree of relative income 
tax use. 

The standard or representative tax base 
for State corporate income taxes poses 
challenging problems of computation, both 
conceptual and practical. Tabulations of 
Federal income tax returns could not serve 
as a point of departure, as they did in the 
case of the individual income tax, because 
of the importance of corporations doing 
business and incurring tax liabilities in 
States other than the one in which they 
happen to file their Federal tax returns. 

In the absence of comparable data on 
corporate receipts by State the taxable 
corpcrate net income reported in the States 
imposing the tax was used as a basis for 
building estimates of corporate net income 
that would be more comparable from State 
to State. Data on the taxable corporate 
net income reported to the States for the 
income year 1959 were provided by the 

Federation of Tax Administrators for 30 
of the 38 States (including the District of 
Columbia) with corporate income taxes. 
These estimates were adjusted to give them 
greater comparability by adding estimates 
of bank and public utility income in the 
States that exempt such corporations from 
the tax and by adding estimates of Federal 
taxes paid in States that allow corporations 
to deduct the Federal tax on their State 
returns. There was no way of adjusting 
for the fact that the States use different 
formulas for allocating the income of mul- 
tistate corporations, except to the extent 
that the allocations were already reflected 
in the data supplied by the SO States. 

Estimates were made of the average re- 
lationship between taxable corporate net 
income in the 30 States and the three fac- 
tors commonly used in the allocation of 
corporate income by States: corporate 
property, payrolls, and sales. This rela- 
tionship was used to estimate net corporate 
income for all the taxing States. In gen- 
eral, this computation derives a corporate 
income figure for each State by combining 
the allocation factors in a standard way. 

When corporate license levies and cor- 
porate income taxes, both State and local, 
are combined and the total is computed 
as a percent of corporate income, inter- 
state differences in corporate taxes may be 
compared (table 33). The regions with 
the highest rate of corporate tax use in 
1960 were New England and the Mideast. 
Delaware's corporate licenses gave it the 
highest ranking among the States, followed 
by Mississippi, North Carolina, Massachu- 
setts, and Pennsylvania in that order. The 
Midwestern States, in contrast, showed the 
lowest use of corporate levies. With the 
exception of Minnesota and Wisconsin, 
which have relatively high corporation in- 
come tax statutory rates, all States within 
the region had substantially less than aver- 



TABLE 33.-Corporation Income Tax Eflective Rat,  

State corporation income tax 

State and Region 

Effective rates a 
(percent) 

New England ........................... .............................................. Maine ..................................... New Hampshire 
Vermont ........................... 
Massachusetts ...................... 
Rhode Island ....................... 
Connecticut ........................ 

Mideast ................................ 
New York .......................... 
New Jersey ......................... 
Pennsylvania ...................... 
Delaware ........................... 
Maryland ............. .. .......... 
District of Columbia ................ 

Great Lakes ...................... .. .... ........................................... Michigan ............................................... Ohio ............................................. Indiana .............................................. Illinois 
Wisconsin .......................... 

Plains ................................. 
Minnesota ......................... 
Iowa ............................... 
Missouri ........................... 
North Dakota ...................... 
South Dakota ....................... ............................................ Nebraska 
Kansas ............................. 

Southeast .............................. 
Virginia ........................... ........................................ West Virginia 
Kentucky .......................... 
Tennessee .......................... 
North Carolina ..................... 
South Carolina ..................... 
Georgia ............................ .............................................. Florida 
Alabama ........................... 
Mississippi ......................... 
Louisiana . . . . . . . . . . . . . . . . . . . . . . . . .a 

Arkansas ........................... 
Southwest .............................. 

Oklahoma ......................... ............................................... Texas ........................ New Mexico ............................ Arizona 
Rocky Mountain ........................ 

Montana ........................... 
Idaho .............................. ............................................ Wyoming 
Colorado ........................... 
Utah .............................. 

FarWest .............................. .......................................... Washington 
Oregon ............................ .............................................. Nevada 
California .......................... 

United States ..................... I 4.5 

5.8 

3.0 
5 7.2 

4.3 
4.2 
4.4 
5.1 
1.6 
5.1 
5.4 
3.2 
6.6 
6.3 

, 

6.3 
2.3 
5.3 . 8 
1 . 0 
1.3 . 5 

2.1 
4.4 
5.1 

4.3 
3.5 
6.5 
6.2 
3.8 

1.8 
6.3 
3.0 
4.3 
3.5 
3.4 

3.7 
3.7 
4.0 
5.5 

3.0 
3.7 
5.6 

5.6 

5.5 

Alaska ............................. 
Hawaii ............................ 

Zates as a percent 
of U.S. average 

5.3 
6.6 

by State. 1960 

State and local corporation income 
and related license taxes 1 

Effective rates 2 
(percent) 

Rates as a percent 
of U S  . average 

1 Minor amounts of local corporation income taxes for 3 Based on collectio 
Kentucky. Missouri. and Ohio are tabulated with individual tion excise taxes and surtaxes. measukl  in part b j  net 
income taxes . income and in part by corporate excess . 

%Tax yield in 1960 as a percent of estimated corporate 4 Combined corporation and individual income taxes are 
income in 1959 . tabulated with individual income taxes . 

5 Based on related license taxes only . 

Ins which include 565 million cornora- 



age effective rates. Corporation tax use 
was relatively high in the Far West, about 
average in the Southeast, and below aver- 
age in the Southwest and Rocky Mountain 
States. 
Interstate Variations as Reflected in In- 

dexes of Fiscal Capacity and T a x  Eflort 
Fiscal capacity indexes provide summary 

measures of the relative resources available 
in the States for taxation by each of the 
governmental jurisdictions that tax and 
spend within the geographic area. "Fiscal 
capacity," as here used, is a measure of the 
relative ability of the State, including its 
local governments, to raise tax revenue for 
financing government programs. The ex- 
tent to which this capacity is used by the 
State and its local governments in raising 
tax revenue is measured by tax effort. 

In assessing State fiscal capacity and tax 
effort, the State and its local governments 
may be treated as one entity, partly because 
this accords with general practice in Fed- 
eral-State fiscal relations, but primarily in 
recognition of the wide variations in the 
State-local division of taxing resources and 
program responsibilities. Total capacity 
is measurable only in terms of what other 
jurisdictions are doing. It is relative rather 
than absolute fiscal capacity which can be 
assessed, for the capacity of a people to 
contribute to the support of their govern- 
ment is a function of many complex fac- 
tors. These include the population's eco- 
nomic resources, the demand made upon 
these resources by the several governmental 
jurisdictions and by private investment 
and consumption, the quality and quan- 
tity of services provided and the impor- 
tance people attach to these services, as 
well as the level of taxation the people 
consider reasonable and political leader- 
ship finds acceptable. In essence, absolute 
capacity rests on a political decision re- 
flecting the willingness of a people to be 

taxed for the public services they seek. 
Some of the elements in that decision are 
not readily researchable in the present 
state of knowledge. Relative capacity is 
concerned with the question: How does 
the ability to contribute to government in 
one State compare with the corresponding 
ability in another? A firm answer would 
serve a variety of purposes, some germane 
to the development of State and local tax 
programs, others to planning for future 
budgetary requirements, and still others 
to intergovernmental financial relations. 

There are essentially two approaches to 
comparing the relative fiscal capacity of 
one State with that of another. One looks 
to the economic indicators, notably the 
flows of income in the State, out of which 
taxes are paid, and compares them with 
corresponding indicators for other States. 
The other compares the tax institutions 
of the States-the tax instruments that cus- 
tomarily are available to States and locali- 
ties-for an estimate of the amount of 
revenue the taxable resources available to 
the States would produce if subjected to 
taxation. 

While the two approaches can be differ- 
entiated, they also tend to converge. The 
most general economic indicator is income. 
But measures of income can be defined in 
different ways (income produced, personal 
income, disposable income) to make them 
more meaningful as indicators of fiscal 
capacity; and each such refinement is a 
step in the direction of identifying the base 
of some particular kind of tax. Conversely, 
a combination of tax bases is likely to in- 
clude such economic indicators as personal 
income, income produced, or retail sales 
because they serve as bases for taxes levied 
by State and local governments. 

Generally all taxes, however labeled, are 
paid out of income. This suggests the use 
of some measure of income as an indicator 



of tax-raising ability. Income, however, 
may be measured in various ways. Per- 
sonal income-income received by the resi- 
dents of a State-is not necessarily equal to 
the income produced or spent within that 
State. Moreover, some components of the 
income stream are less accessible and less 
available as sources of State-local tax pay- 
ments than others. 

The most readily available State-by-State 
measure of income is personal income re- 
ceived by the residents of the State. It is 
the usual base against which tax effort is 
commonly measured in State fiscal studies. 
The personal income series, however, has 
limitations for measuring fiscal capacity. 
It does not reflect, for example, the fact 
that Federal taxes take varying proportions 
of the income of the residents of the differ- 
ent States, or that varying proportions of 
personal income consist of types of income 
that do not ordinarily give rise to tax lia- 
bility, as for example, home-produced food, 
employee fringe benefits, or imputed rent 
of owner-occupied homes. 

Furthermore, a large share of State-local 
taxes is initially paid out of the income 
stream at the place where the income is 
produced, as for example, property taxes 
on steel or automobile manufacturing 
plants, or severance taxes on mineral pro- 
duction. While these taxes may be ex- 
ported out of the State as part of the cost 
of production in the price of commodities 
sold, the capacity to tax lies in the produc- 
ing State, and residents of this State enjoy 
the services provided by the revenue from 
the exported tax. Personal income reflects 
the flow of income at place of residence 
and not point of origin of the production. 

Still other State and local taxes are paid 
out of particular segments of income flow. 
The outstanding example here is corpo- 
rate income taxes. The major part of cor- 
porate income is not included, however, as 

a component of personal income. The 
relative position of the States is altered 
depending upon whether income received 
or income produced is used as an index. 
Furthermore, the several income flows may 
be combined in a composite income index 
in which three measures of income for each 
State-personal income, income produced, 
and corporate income-are weighted so as 
to reflect their relative roles in the Nation 
as a whole as sources of State and local tax 
payments. 

A more direct approach to measuring 
the relative fiscal capacities of the States 
is to evaluate the bases available for taxa- 
tion in each State and then to estimate the 
amount of revenue each State could raise 
if it imposed some uniform tax system 
yardstick on these taxable resources. This 
was essentially the approach of the model 
tax system calculations made by Mabel 
Newc~mer,~ and in a sense is the general 
notion of capacity used in State grant-in- 
aid programs. States typically differentiate 
among local governments on the basis of 
the amount of the taxable property on 
their respective tax rolls. The shortcom- 
ing of a model tax system calculation lies 
in its abstraction. It purports to reflect 
what State and local governments ought to 
be doing. How does one develop a con- 
sensus on the optimum in State-local taxa- 
tion, and would that model bear much 
resemblance to what they actually are do- 
ing or politically can do? 

The most direct measure of comparable 
State and local ability to raise tax revenue 
is the yield of a uniform tax system that 
reflects current tax practice. For want of 
a better name, it is called a "representa- 
tive tax system." The specifications for 
such a system are not easy to formulate. 
What kinds of taxes should be included? 

8 An Index of the Taxpaying Ability of State and Local 
Governments (New York: Columbia University Press, 1935). 



How much weight should each be given? 
As has been pointed out, the 50 States use 
many of the same kinds of taxes, and they 
use them in different combinations with 
infinite variations in provisions. This 
variation reflects each State's accommoda- 
tion to its own combination of economic, 
political, and social forces, an accommoda- 
tion developed by political pressures. One- 
third of the States do not impose the gen- 
eral sales tax; one-third do not tax personal 
income; some tax neither, and some tax 
both; and no two of the sales and income 
taxes are exactly alike. Practice with re- 
spect to business taxes varies even more 
broadly. 

Problems of selection, accordingly, may 
be resolved by recourse to a representative 
tax system which is constructed to portray 
current State and local tax practice across 
the country. Its construction involves sev- 
eral steps. Among the taxes currently in 
use, each is included in the yardstick 
which satisfies either of two tests: (a) it is 
in use in enough States to account for 
more than one-half of the Nation's popu- 
lation, or (b) the States using it account for 
more than one-half of the total potential 
base of the tax in the country. 

The rate assigned to each tax included 
in the representative tax system was de- 
rived by dividing its aggregate 1960 yield 
for all State and local governments by the 
aggregate base for that tax in all the States, 
including those that did not actually use 
this type of tax. 

The weights of the different taxes in the 
representative tax system corresponded to 
their 1960 revenue contribution in all the 
States. Thus heavy weights were accorded 
the property tax and the general and selec- 
tive sales taxes because in 1960 they ac- 
counted, respectively, for 44 percent and 
34 percent of State-local tax collections. 
On the basis of 1960 collections, the per- 

sonal income tax had a weight of 7 percent, 
the corporate income tax 4 percent, and 
motor vehicle taxes 6 percent. 

As table 34 indicates, differences in fiscal 
capacity as measured by the different in- 
come series in 1959 were not striking. In 
only a few States, notably those in which 
mining and other corporate firms pay divi- 
dends and interest to the holders of their 
stocks and bonds in other States, did the 
relative income position of industrial States 
shift materially. The Plains, Rocky Moun- 
tain, and Southwestern States generally 
ranked higher in income produced than in 
income received, while the opposite was 
true of the New England and Mideastern 
regions. 

Differences between the income series 
and the yield of the representative tax sys- 
tem in 1960, however, were very substan- 
tial. The Plains, Mountain, and South- 
western States ranked much higher on the 
yield of the representative tax system than 
they did on the basis of personal income. 
In fact, these regions were well above the 
national average in per capita yield of the 
representative tax system, although they 
were below the national average in per 
capita personal income. The  New England 
and Mideastern States, by contrast, ranked 
substantially higher in personal income 
than they did in the yield of the represen- 
tative tax system. 

Regardless of the index used, the States 
in the Southeastern part of the United 
States appeared to have far less fiscal ca- 
pacity than those in other areas, and the 
States in the Far West seemed to have 
above-average capacity. 

Similar findings can be reported with 
respect to the measurement of tax effort 
(table 35). We have defined effort as the 
extent to which a State uses its available 
fiscal capacity (actual tax collections di- 
vided by a measure of capacity). Hence, 



TABLE 54.-Selected Measures of State and Local Fiscal Capacity, Per Capita as a Percent 
of United States Average, by State 

State and Region 

New England ....................... 
Maine ......................... ................ New Hampshire 
Vermont ....................... ................... Massachusetts ................... Rhode Island 

.................... Connecticut 
Mideast ............................ 

New York ...................... ..................... NewJersey 
Pennsylvania ................... 

....................... Delaware 
...................... Maryland ............. District of Columbia 

........................ Great Lakes 
Michigan ....................... 

........................... Ohio 
Indiana ........................ 
Illinois ......................... 

. . . . . . . . . . . . . . . . . . . . . .  Wisconsin 
Plains ............................. 

. . . . . . . . . . . . . . . . . . . . . .  Minnesota 
........................... Iowa 

. . .  . . . . . . . . . . . . . . . .  Missouri ... 
.... . . . . . . . . . . . . . . .  North Dakota 
. . . . . . . . . . . . . . . . . . .  SouthDakota 

Nebraska . . . . . . . . . . . . . . . . . . . . . . .  
Kansas ......................... 

Southeast .......................... ..... Virginia ............... ... 
West Virginia ................... 
Kentucky ...................... 

...................... Tennessee 
. . . . . . . . . . . . . . . . .  North Carolina 
. . . . . . . . . . . . . . . . .  South Carolina 

........................ Georgia 
Florida ........................ 

. . . . . . . . . . . . . . . . . . . . . . .  Alabama 
Mississippi ..................... 

. . . . . . . . . . . . . . . . . . . . . .  Louisiana 
Arkansas . . . . . . . . . . . . . . . . . . . . . . .  

.......................... Southwest ..................... Oklahoma 
Texas ......................... .................... New Mexico 
Arizona ........................ 

Rocky Mountain .................... 
Montana ....................... 
Idaho ......................... ...................... Wyoming ....................... Colorado .......................... Utah 

........................... Far West .................... Washington ........................ Oregon 
Nevada 
California ..................... 
Alaska ......................... ........................ Hawaii 

................. United States 
1 As reported in U.S. Department I 

of Current Ru.siness, August 1961 . 

Personal 
income 
1959 1 

111 
83 
92 
83 

113 
100 
129 
116 
125 
120 
102 
136 
108 
133 
107 
104 
106 
97 

119 
98 
92 
91 
91 

100 
72 
70 
91 
92 
72 
83 
76 
70 
70 
69 
62 
72 
91 
66 
53 
74 
61 
87 
83 
88 
84 
89 
94 
92 
83 

104 
101 
86 

118 
104 
102 
126 
124 

117 
96 

100 
Commerc 

lcome of families and 
~nrelated individuals. 

1959 

Total 

2 As reported by ~ u r & u  of the Census in Series PC (1) C . 
General Social and Economic Characteristics of the US . ,  
Census of Population: 1960 . 

8 Excludes income of families with income under $2. 000 
and income of individuals with income under $1.000 . 

4 Estimated. 1959 (1957 estimates by National Planning 

Above 
linimum 
 mount 

Income 
produced 

1959 

:omposite 
series 
1959 

Lctual tax 
:ollections 

1960 

100 
is of perce 

Yield of 
repre- 

sentative 
system 
1960 

Fincreased to 1959 on bas] 
in wages and salaries. 1957-1959) . 

5 Composite of 1959 personal income (less Federal pay- 
ments). income produced (1959 est.), and corporate net in- 
come in 1959 . 

Source: Advisory Commission on Intergovernmental Re- 
lations. Measures of State and Local Fiscal Capacity and 
Tax Effort. October 1962 . 

97 
78 
98 
85 
96 
87 

112 
100 
105 
105 
91 

112 
93 

126 
105 
99 

103 
101 
116 
97 

107 
103 
114 
99 

108 
107 
119 
113 
76 
81 
74 
74 
71 
72 
60 
69 

101 
66 
57 
88 
69 

113 
94 

120 
102 
99 

116 
129 
108 
161 
114 
101 
119 
102 
103 
146 
126 

69 
76 

100 
age change 



conclusions about effort depend on which 
measure of capacity is used. The Plains 
and Mountain States, for example, ap- 
peared in 1960 to be making a low effort 
when capacity was measured by the repre- 
sentative tax system, but a more than 
average effort when personal income was 
used. 

A number of States showed below-aver- 
age tax effort regardless of which capacity 
index was used. The States with the lowest 
tax effort formed a midcontinental band of 
States east of the Mississippi and included 
both high-income industrial States, such as 
Connecticut and New Jersey, Ohio and 
Illinois, and also several of the Southeast- 
ern States-Virginia, Kentucky, Tennessee, 
and North Carolina. The tax effort of the 
States in the Far West was relatively high 
no matter which index was used, as was 
the effort ranking of New York, Massachu- 
setts, Michigan, Minnesota, Mississippi, 
Maine, Vermont, and Louisiana. 

Why are such large differences found 
between the relative capacities of the States 
measured by personal income and the 
relative capacities measured by the yield 
of the representative tax system? Part of 
the explanation lies in the fact that the 
ratio of the value of taxable property to 
personal income varies greatly among the 
States and in a definite geographic pattern. 
As already noted, the Plains, Rocky Moun- 
tain, and Southwestern States have much 
higher ratios of taxable property to per- 
sonal income than do the New England 
and Mideastern States. 

This variation in the income-to-property 
ratio in turn appears to be attributable to 
a combination of factors-the low fixed 
capital requirements of distributive and 
service trades concentrated in areas of great 
population density, the older age of both 
residential and industrial structures in the 
Eastern part of the United States, and the 

changes which have taken place in farm- 
land values. Of these factors the most im- 
portant appears to be the inflation of farm- 
land values in recent years, which has 
pushed the market value of farm acreage 
far out of line with agricultural income. 
Absentee ownership of income-producing 
property in the Plains, Rocky Mountain, 
and Southwestern States also plays a role. 

In addition, nonproperty tax yields 
under a representative tax system diverge 
markedly from personal income. Almost 
all of the low-income States ranked higher 
in nonproperty tax capacity in 1960 than 
they did in personal income. This is not 
surprising. Sales taxes-general and selec- 
tive-account for a large share of nonprop- 
erty taxes, and spending on consumer 
goods is likely to absorb a larger propor- 
tion of income in the low-income States 
than in States with high incomes and a 
substantial margin for saving and invest- 
ment. Ratios of taxable retail sales to per- 
sonal income are higher in the Plains, 
Mountain, and Southwestern States than 
in New England and the Mideast. This, 
plus the existence of severance tax capacity 
in the Western States, explains why non- 
property tax capacity (as well as property 
tax capacity) was substantially higher rela- 
tive to personal income in the Plains, 
Rocky Mountain, and Southwestern States 
than in New England and the Mideast. 

The divergence in findings according to 
the index of capacity suggests a reexamina- 
tion of the uses of each index and the un- 
derlying concepts. The basic case for 
using the representative tax system is that 
the yield of such a system reflects the ca- 
pacity of the States to raise revenue for 
public purposes using the tax instruments 
available to them. State and local govern- 
ments have traditionally relied heavily on 
property and consumer taxation for reve- 
nue and will probably continue to do so 





for some time to come. The income tax 
is principally a Federal levy and is not 
very important in the State and local reve- 
nue picture as a whole. Similarly, in 
States that limit their local units to prop- 
erty taxes, property values represent a 
more appropriate measure of capacity to 
support public programs than does per- 
sonal income. The representative tax sys- 
tem approach recognizes that tradition and 
circumstances oblige the States to rely heav- 
ily on property and consumption taxation 
and that they cannot be expected to shift 

this reliance substantially in the foreseeable 
future. 

The essential point to be made is that 
fiscal capacity and tax effort are not likely 
to be adequately reflected by any one meas- 
ure alone. State officials and legislators 
operate under two separate groups of tax 
restraints. One group of restraints is im- 
posed by the public's view of what taxa- 
tion is fair and reasonable. The other is 
imposed by the limitation of taxable re- 
sources within the reach of State and local 
governments. 





PART I1 





Chapter 6 
PROPERTY TAXES 

Second only to personal and corporation 
income taxes, the group of taxes embraced 
within the term "property tax" is the most 
productive single source of tax revenue in 
this country. While the $19 billion pro- 
duced by these taxes in 1962 and the $21 to 
$22 billion they are producing this year ac- 
count for only about one-sixth of the com- 
bined tax collections of Federal, State, and 
local governments, they are the mainstay 
of local governments' revenues. They pro- 
vide seven-eighths of all locally raised 
taxes. State governments have all but 
withdrawn from property taxation, but 
local governments rely on it for tax reve- 
nue almost to the same extent now as they 
did at the turn of the century. Even tak- 
ing into account local government nontax 
revenue, which includes State and Federal 
aid as well as service charges, the property 
tax provides almost half of the funds re- 
ceived for local general government pur- 
poses. 

Nature of the Property Tax 

The property tax is a tax generally con- 
ditioned on ownership of property, regard- 
less of any liens against it, and measured 
by its value. In some cases it is levied on 
leaseholds. In actual practice it is a 
combination of taxes based on different 
kinds and concepts of property. Thus, in 
four States (Delaware, Hawaii, New York,l 

1 Except for a small amount of utility property, assessed 
by the State for local general property taxation on the 
basis of "special franchise" value. 

and Pennsylvania) it is a real estate tax on 
land and improvements. In the other 46 
States and the District of Columbia the 
property tax base, while consisting mainly 
of real estate, includes varying mixes of 
tangible and intangible property, such as 
household goods, livestock, motor vehi- 
cles, stock-in-trade, machinery and fixtures, 
money and credit, and stocks and bonds. 

For the Nation as a whole real estate 
made up more than three-fourths of the 
$355.7 billion assessed value subject to 
local general property taxes in 1962. The 
remainder of the assessed valuation con- 
sisted of personal property (16 percent) 
and State-assessed property, mainly public 
utilities (8 percent). As table 36 indicates, 
the proportions varied considerably from 
State to State, the share of real estate rang- 
ing from a low of 30 percent in Wyoming 
to 100 percent in Delaware, Hawaii, and 
Pennsylvania. 

The property tax is far from a compre- 
hensive tax on property. As has been indi- 
cated, in 4 States only real property is 
taxed. In many States partial exemptions 
are allowed, such as those for homesteads, 
veterans, senior citizens, and fallout shel- 
ters. These partial exemptions on real 
property amounted to almost $10.5 billion 
in 1961. In addition, billions of dollars 
worth of church, educational, and govern- 
ment real estate are exempted from prop- 
erty taxation; the value of most of these 
exemptions is unrecorded. Likewise not 
entered in the assessment records are un- 



TABLE 36.-Assessed Value of Property Subject to Local General Property Taxation, 
by Class of Property, by State, 1961 

(Dollar amounts in millions) 

Percent of assessed value 
subject to tax Assessed value subject to  tar ,  after deduction of exemptions 

Total 

State assessed property Locally assessed property 
Locally messed State 

Other 1 

....... ....... 
$253 ....... ....... 

....... ....... ....... ....... ....... 

....... ....... ....... 
577 ....... 

....... ....... 
249 ....... 
94 

819 

Penonal 

- 
Rail- 
roads 

Other 
public 

utll~ties 

State 
assessed 

Personal 

24.6 
18.3 
16.9 
21.8 
14.5 

17.1 
22.7 ....... 
15.0 
16.9 

34.5 ....... 
15.7 
17.8 
32.3 

14.5 
25.5 
12.8 
28.5 
17.6 

2.1 
8.9 

27.1 
18.9 
32.2 

20.9 
30.4 
26.3 
18.6 
8.2 

11.5 
10.0 ....... 
29.7 
20.9 

23.6 
20.0 
13.7 ........ 
20.9 

13.2 
25.0 
8.6 

24.5 
17.5 

14.6 
19.3 
18.3 
30.2 
15.3 
16.9 

13.9 

I):& 
,: TUu, 

Real 

- 
$1.752 

503 
985 
843 

22,918 

2.664 
7,566 
1.235 
2.325 
8,965 

1.685 
1,970 

408 
27,050 
4.270 

3,923 
2,490 
2.711 
1,440 
1.453 

7,053 
9.448 

12 258 
1:806 

460 

5,464 
320 

2,319 
501 

1,199 

8,913 
502 

42.945 
5.966 

44 1 

18.575 
1,392 
2,299 

15,305 
2.091 

334 
1.481 
3,007 
9,906 

622 

409 
4.878 
2.606 
1,929 
9,535 

302 

271.419 

Total 

- 

- - 

a d  trust companies .($I9 millioc 
other rmnufactunng propertj 

,f Texu 
s perfor;ned b a State s g e n q  but v d u -  
xallg assessd '  for compadi l i ty  with 

- 
Real Total 

................. Alabama.. 
Alaska. .................... 
Arizona. ................... 
Arkansas. .................. 
California. ................. 
Calorado ................... ................ Connecticut. 
Delaware. ................. ......... Dirt. of Columbia.. ................... Florida. 

Georgia. ................... ................. Hawaii 2 . .  
Idaho ..................... 
Illinois. ................... ................... Indiana. 

Iowa. ..................... 
Kansas. .................... 
Kentucky. .................. ................. Louisiana. .................... Maine. 

................. Maryland. .............. Massachusetts. 
Michigan. .................. ................. Minnesota. ................ Mississippi. 

.................. Missouri. 
Montana. .................. .................. Nebraska. ................... Nevada. ............ New Hampshire. 

New eney. ......... 
New L a t i c o . .  .............. 
New York. ................. ............. North Carolina. ............. North Dakota.. 

Ohio ...................... ................. Oklahoma. 
Oregon. ................... .............. Pennsylvania.. ............. Rhode Island.. 

382 
118 
542 
145 
486 

....... 
742 
324 
870 ....... 
529 

27,843 

1s follou 
capital 

,ended i 

South Carolina. ............. 
South Dakota.. ............. ................ Tennessee.. 
Texas ...................... 
Utah ...................... 
Vermont.. ................. 
Virgmia ................... 
Washin@on. ............... 
West Vlginia.  .............. ................ Wisconsin.. 
Wyoming .................. 

United States. ......... - 
Arizor 

D C ~  of 
rehouse! 
Marylar 
I )  and 

Source: US. Bureau of the Census, Tarrrble Properly Vdlwrs, 11962 
Census of Governments, Vol. 11. 

and bonds, accounts receivable, and the 
like-are exempt from general property 
taxes in most States, although some subject 
selected intangibles to very low-rate special 
property taxes. In 1962 motor vehicles 

told billions of dollars worth of tangible 
and intangible personal property. Most 
States either exempt household goods en- 
tirely or allow a partial exemption of some 
fixed amount. Intangibles-money, stocks 



were legally subject to general property 
taxation in 22 States, and to special prop- 
erty taxation at uniform statewide rates, 
in 9 (in Kentucky they are subject to 
general property taxes for local purposes 
and to special property taxes for State pur- 
poses). Table 37 provides information on 
the taxability for local general property 
taxes, of the four major classes of tangible 
personal property. 

Because of the difficulty in locating per- 
sonal property, the complexity of apprais- 
ing some kinds of personalty, especially 
intangibles, and the tendency in many 
States to allow the taxpayer to assess his 
own, vast amounts of personal property 
escape ad valorem taxation-even in States, 
such as Illinois, where the property tax is 
legally intended as a comprehensive tax on 
substantially all private wealth. 

Locally assessed real property, with a 
gross assessed valuation of $282 billion in 
196 1, comprised three-fourths of the aggre- - - 

gate property assessments in the Nation 
and consisted of the following clas~es:~ 

Amount 
(billions) Percent 

............... Residential (nonfarm) $163.3 57.9 
Single-family houses only . . . . . . . . . . .  135.8 48.2 

Acreage and farms . . . . . . . . . . . . . . . . . .  32.7 11.6 
Vacant lots ........................ 7.0 2.5 
Commercial ........................ 44.5 15.8 
Industrial . . . . . . . . . . . . . . . . . . . . . . . . . .  30.6 10.8 
Other and unallocable . . . . . . . . . . . . . .  3.8 1.4 

Total ...................... $281.9 100.0 

Even the so-called "general property 
tax" is not general, for it bears differently 
on different kinds of property. The Cen- 
sus Bureau found considerable variation 
among property classes in the ratio of 
assessed value to market value (as repre- 
sented by the selling prices of properties 
transferred during a six-month period in 
1961). With a national average ratio for 
all locally assessed real estate of about 30 
percent, nonfarm residential property was 
assessed, on the average, at 32 percent of 

2 US. Bureau of the Census, Taxable Property Values, 
1962 Census of Governments, Vol. 11, p. 7. 

market value; acreage and farm property, 
at 19 percent; and vacant lots, at 21 per- 
cent. Owing to the paucity of commercial 
and industrial property transfers in some 
States, the 1962 Census of Governments 
did not arrive at a national average for 
that type of property. However, the data 
for individual States in which ratios were 
developed for commercial and industrial 
property indicate significant differences 
from the other classes (table 38). 

The  Role of the Property Tax in the 
National Tax Structure 

Except for a few ineffective attempts by 
Congress in the 1800's to levy direct taxes 
on real estate, apportioned among the 
States as required by the Constitution, ad 
valorem taxation of property has been left 
to the State and local governments. As is 
shown in table 39, three-fifths of the taxes 
collected by all governments at the turn 
of the century went to State and local 
governments, and about half of that total 
was accounted for by the property tax. As 
Federal tax requirements skyrocketed inci- 
dent to two wars and a major depression, 
the State-local share of tax collections fell 
to one-third of the total by 1962, when the 
share of the property tax in Federal, State 
and local taxes was only 15.4 percent. 

Over the years the States gradually relin- 
quished property taxes in favor of income, 
sales, and excise taxes, leaving the field to 
their local governments. Thus, while 
States derived about half of their tax reve- 
nues from property taxes in 1902, the pro- 
portion had dropped to 17.4 percent by 
1932, and property taxation has now vir- 
tually disappeared as a revenue source for 
most States. Although 29 States still ob- 
tained some revenue from general property 
taxes in 1962, only 3 placed substantial 
reliance on them-28.6 percent of State tax 
collections in Nebraska, 18 percent in 





TABLE 38.-Ratio o f  Assessed Value to Sales Price for Real Proberties Involved in Measurable Sales 
~ i r i n ~  a Six-Month Period. by ~ y p e  of ~roder ty .  by State. 1961 

(Simple sales-based averages) 

State 

Alabama .......................... 
Arizona ........................... 
Arkansas .......................... 
California ......................... 
Colorado .......................... 
Connecticut ........................ 
Delaware .......................... 
Dist . of Columbia ................... 
Florida ............................ 
Georgia ........................... 
Hawaii ............................ 
Idaho ............................. 
Illinois ............................ 
Indiana ........................... 
Iowa .............................. 
Kansas ............................ 
Kentucky .......................... 
Louisiana .......................... 
Maine ............................. 
Maryland .......................... 
Massachusetts ...................... 
Michigan .......................... 
Minnesota ......................... 
Mississippi ......................... 
Missouri ........................... 
Montana .......................... 
Nebraska .......................... 
Nevada ............................ 
New Hampahire .................... 
New Jersey ......................... 
New Mexiw ........................ 
New York .......................... 
North Carolina ..................... 
North Dakota ...................... 
Ohio .............................. 
Oklahoma ......................... 
Oregon ............................ 
Pennsylvania ....................... 
m o d e  Island ....................... 
South Carolina ..................... 
South Dakota ....................... 
Tennessee .......................... 
Texas ............................. 
Utah .............................. 
Vermont ........................... 
Virginia ........................... 
W@-hington ........................ 
West Virginia ...................... 
Wisconsin .......................... 
Wyoming .......................... 

United States8 ................ 
XXX-Not applicable . 

All types 
of property 1 

Nonfarm 
residential 

Acreage 
and farms 

44.9 
19.2 

XXX 
30.6 
11.3 

35.2 
11.2 
35.7 
14.0 
25.1 

21.2 
17.9 
13.1 
25.2 
19.6 

28.9 
27.3 
9.4 

11.5 
21.1 

5.1 
22.2 
16.9 
31.2 
13.5 

11.0 
31.0 
20.5 
23.2 
23.6 

15.2 
15.2 
18.2 
32.1 
4.6 

41.6 
18.8 
8.6 

12.0 
25.8 

Vacant 
lots 

the United States has been com~uted . 

Commercial 
and industrial 

1 Includes a Kinor amount of property classed as "other U.S. averages include estimked data for Alaska. not 
and unallocable." shown separately . 

a Not computed because of insufficient sales represents- Source: U.S. Bureau of the Census. Taxable Property 
tion in these States . Because of this. no average ratio for Values. 1962 Census of Governments . Vol . I1 . 



TABLE 59.-Federal, State, and Local Tax Collections, by Level of Government, Selected Years 1902-62 

(Dollar amounts, except per capitas, in millions) 

Total taxes Property taxes State and loul as percent 
of all governments 

Year 

STATE AND LOCAL 

ALL GOVERNMENTS 

1902. .................... 
1927. .................... 
1932. .................... 
1942. .................... 
1952. .................... 
1962 ..................... 

LOCAL 

Amount 

-- -- - 

STATE 

Per capita Amount 

$1,373 
9,451 
7,977 
20,793 
79,066 
123,785 

Wyoming, and 13.3 percent in Arizona. 
The general property tax provided be- 
tween 5 and 10 percent in five States and 
from 3 to 5 percent in seven  other^.^ 

As a result of the transformation that 
has occurred in the national tax structure 
since the turn of the century, the property 
tax is now one of the very few major tax 
areas involving little or no tax overlapping 
among the three levels of government, 

Per capita 

.................... 1902. 
1927. .................... 
1932. .................... .................... 1942. 
1952. .................... 
1962. .................... 

1902. .................... 
1927. .................... 
1932. .................... 
1942. .................... 
1952. .................... 
1962. .................... 

Federal, State, and local.* Apart from cus- 
toms duties, the only other taxes that are 
substantially the province of a singIe level 
of government are the income taxes and 
the motor vehicle and operators' licenses. 
The Federal Government accounts for 94 
percent of income tax collections; the 
3 Advisory Commission on Intergovernmental Relations, 

The Role of the States in Strengthening the Property Tax, 
June 1963, Vol. 1, pp. 71-72. 

4 See chap. 2. 
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States for the same percentage of automo- 
tive licenses. Although the States receive 
only about 5 percent of all income tax col- 
lections, that source represents almost 20 
percent of their total tax take; the property 
tax only 3 percent. 

While there is little interlevel over- 
lapping of property taxation, there is con- 
siderable overlapping among local govern- 

ments. Thus, the assessed value of prop- 
erty in a particular area may well serve as 
the base for property tax levies by at least 
a county and a municipality, and often by 
a school district, a township, and one or 
more special districts. Of the $18.4 billion 
property taxes collected by local govern- 
ments in 1962, the largest share-almost 40 
percent-went to school districts, while 

Local Government General Revenue, by Type of Gorrernment, 1962 
(Dollar amounts in millions) 

Counties ................... .............. Municipalities .............. School districts 
Townships and 

special districts ............ 

Type of local 
government 

................ Total 1 158,357 

Total 
general 
revenue 

Tax revenue 

I Property taxes only 

Total Percent 
distri- 
bution 

townships and special districts together 
obtained only about 8 percent. 

Among the classes of local government, 
school districts rely most heavily upon 
property taxes, obtaining almost all their 
tax revenue and over half of their total 
general revenue from that source in 1962. 
Counties, and townships and special dis- 
tricts depended almost as much as school 
districts on property taxes, while munici- 
palities derived less than three-fourths of 
their taxes and 44 percent of their total 
general revenue from the property tax. 

The property tax is the most productive 
single source of revenue in the combined 
State and local tax structure. The $19 
billion collected in fiscal 1962 by 82,319 
State and local governments with taxing 
powers represented 46 percent of all State 
and local tax collections. As table 40 indi- 

As percent 
of general 
revenue 

To  eliminate duplication, transactions among local governments are excluded from local aggregate. 

As exent 
oftotal 

tax revenue 

cates, however, individual States and their 
local governments vary considerably in 
their reliance on property taxation, rang- 
ing from 16 percent of total taxes in 
Hawaii to 70.3 percent in Nebraska. This 
variation is summarized by the following 
distribution for 1962: 
Property tax as percent of Number of 
total State and local taxes States 1 
Less than'20 ................................ 1 
20-29.9 ..................................... 10 
30-39.9 ..................................... 9 
40-49.9 .................................... 13 
50-59.9 .............. .;. .................... 14 
6049.9 ..................................... 3 
70 and over ................................. 1 

Total ................................ 51 
1 Includes the District of Columbia. 

Property T a x  Rates 

Throughout the history of the property 
tax there have been periodic outcries that 
property bears too laige a share of the tax 
burden and that tax rates have reached 



their saturation point. These cries have 
had their effect, usually during depression 
periods, and in most States are reflected in 
constitutional or statutory property tax 
rate limitations. These limitations and 
their effects on local governments were 
examined in some detail by the Advisory 
Commi~sion.~ The Commission found 
that while property tax restrictions might 
have had some initial impact in limiting 
tax rates, local governments have in the 
long run contrived to expand their prop- 
erty tax revenue in spite of the limita- 
tions. On balance, they have had damag- 
ing effects on the structure and fiscal 
operation of local governments which far 
outweigh any presumed benefits from 
them. 

Property tax rate restrictions have stim- 
ulated the creation of special districts for 
the primary purpose of gaining additional 
taxing authority and thus have aggravated 
the proliferation of local governments. 
They have necessitated recourse to short- 
term financing to cover operating deficits, 
which ultimately had to be funded. They 
have encouraged long-term borrowing for 
activities that might better have been 
financed out of current revenue. They 
have necessitated extensive special legisla- 
tion in some States to relieve individual 
jurisdictions, thereby in effect shifting the 
local governing bodies' appropriating func- 
tion to State legislatures. They have im- 
paired the ability of local officials to budget 
effectively where specific limitations apply 
to particular government functions. They 
have imposed onerous burdens on admin- 
istrative agencies and added to the already 
overcrowded dockets of the courts. Where 
property tax limitations are especially 
rigid and communities have reached their 
tax limit, assessors are often subjected 

5 Advisory Commission on Intergovernmmtal Relations, 
State Constitutional and Statutory Restrictions on Local 
Taxing Powers, October 1962. 

to conflicting pressures from governing 
bodies seeking additional property tax 
revenue and from taxpayers who wish to 
prevent property taxes from rising. They 
are thus forced into policymaking posi- 
tions with control over the level of local 
government spending. 

These considerations prompted the Ad- 
visory Commission to conclude that prop- 
erty tax rate limits should be removed 
from State constitutions and statutes. 

The relinquishment of the property tax 
as a source of State government revenue 
and the ever-intensifying quest for local 
nonproperty taxes is another reflection, at 
least in part, of the desire to relieve the 
property tax burden. 

As was shown in the previous section, 
States differ considerably in their reliance 
on property taxation to finance,State and 
local public services. Partly because of 
these differences, the tax levied on prop- 
erty in one part of the country can vary 
considerably from the tax liability on prop- 
erty with identical value in another loca- 
tion. There are also other reasons for the 
uneven impact of the property tax. 

Because of the significant interstate vari- 
ations in assessment levels (see table 38) 
the nominal rates, or "mill rates," that are 
applied to assessed valuations cannot be 
compared meaningfully from State to 
State. Valid comparisons can be made by 
using statewide average "effective" prop- 
erty tax rates, computed by relating the 
tax liability to the actual value of the taxed 
property. Such effective rates, shown in 
table 40, ranged in 1960 from an estimated 
low of 0.5 percent in Alabama to an es- 
timated high of 2.4 percent in Maine and 
Massachusetts. 

As is to be expected, there is a striking 
relationship between the extent to which 
a State relies on the property tax and the 
magnitude of the statewide average effec- 



TABLE 40.-The Profierty Tax in the State and Local Tax Structure. by State. 1962 
(Dollar amounts. except per capitas. in millions) 

Tax revenue of State and local governments 

State Total 

Alabama .................... 
Alaska ...................... 
Arizona ..................... 
Arkansas .................... 
California ................... 
Colorado .................... 
Connecticut ................. 
Delaware .................... .......... District of Columbia 
Florida ..................... 

t 

Georgia ..................... 
Hawaii ..................... 
Idaho ....................... 
Illinois ...................... ..... Indiana ............. .. 
Iowa ........................ 
Kansas ...................... 
Kentucky ................... 
Louisiana ................... 
Maine ...................... 
Maryland ................... 
Massachusetts ............... 
Michigan ................... 
Minnesota .................. 
Mississippi .................. 
Missouri .................... 
Montana ................... 
Nebraska ................... 
Nevada ..................... ............. New Hampshire 

New Jersey .................. 
New Mexico ................. 
New York ................... 
North Carolina ............... 
North Dakota ................ 
Ohio ........................ 
Oklahoma ................... 
Oregon ...................... 
Pennsylvania ................. 
Rhode Island ................ 
South Carolina ............... 
South Dakota ................ 
Tennessee ................... 
Texas ....................... 
Utah ........................ 
Vermont ..................... 
Virginia .................... 
Washington ................. 
West Virginia ................ 
Wisconsin ................... 
Wyoming .................... 

........... United States I 

P a  capita 

Property 
taxes 

Other 
taxes 

Property tax 
as percent 

of 
total taxes 

Effective 
rate 
1960 

Source: U.S. Bureau of the Census. Governmental Finances in 1962. October 1963; Advisory Commission on Inter- 
governmental Relations, Measures of State and Local Fiscal Capacity and Tax Effort. October 1962. p . 125 . 



tive rate. Every one of the 16 States with 
an effective rate of less than 1 percent 
places less than average reliance on the 
property tax in its State and local tax 
structure. Conversely only 3 of the 14 
States with effective rates of 1.5 percent 
or more derive less than 46 percent (the 
national average) of their State and local 
tax revenue from the property tax. 

The overall level of State and local taxa- 
tion is also a factor in the size of the 
effective property tax rate. In general, 
the States with low effective property tax 
rates raise the smallest amount of total 
taxes relative to their populations. This 
is true especially of the Southern States, 
as can be seen from table 40. There are 
exceptions. Hawaii, for example, places 
a relatively small burden on property (ef- 
fective rate 0.7 percent) but has a high per 
capita overall tax burden ($251 compared 
with a national average of $223). T o  a 
lesser degree this is true also of Washing- 
ton. Those States use income and con- 
sumer taxes to finance a relatively high 
level of public expenditure. States like 
New Jersey and Massachusetts, also with 
relatively high public expenditures, fi- 
nance them to a considerable extent from 
the property tax. 

Operation of the General Property Tax 
Administration of the property tax is 

governed by State constitutional and sta- 
tutory provisions, which usually spell out 
in considerable detail the rules under 
which property taxation operates. Al- 
though the States have virtually relin- 
quished the property tax as a State revenue 
source, they have considerable influence 
on its administration. The States decide 
how the assessment and collection ma- 
chinery is organized, including the di- 
vision of responsibility between State and 
local officials. 

The  property tax base can be limited or 

narrowed by State action. Every State 
legislative session deals with many bills 
aimed at reducing property taxes in one 
way or another. Most often these efforts 
take the form of allowing or increasing 
exemptions, such as those for homesteads, 
veterans, and, of late, senior citizens. Al- 
most invariably these exemptions-the 
"property tax giveaway system" as it has 
been callede-are imposed upon local gov- 
ernments by State law without revenue 
being provided to them to replace the tax 
loss. As a result, property taxpayers not 
eligible for such exemptions find their rates 
increased. As has been mentioned, even 
the amount of revenue local governments 
can raise from property taxation is re- 
stricted by State constitutional and statu- 
tory provisions, usually in the form of tax 
rate limits. 

Property tax administration involves 
three basic operations: (1) assessment, or 
setting the taxable property values; (2) 
determination of the amount of revenue 
to be raised from the property tax, or set- 
ting the levy; and (3) collecting the tax. 

Assessed values are usually determined 
by both State and local government offi- 
cials. In most States the taxable value of 
operating railroad and other utility pro- 
perty is set by the State tax agency. As a 
rule, the State agency arrives at a unit 
value on the entire operating property of 
a public utility company and then dis- 
tributes the valuation in some propor- 
tional basis among the taxing units in 
which its properties are located. In some 

6 Advisory Commission on Intergovernmental Relations, 
The  Role of the States in Strengthening the Property Tax, 
June 1963, Vol. 1, p. 11. A variant on the senior citizens' 
homestead exemption is Oregon's alternative deferral sys- 
tem, enacted in 1963. A homeowner over 65 may defer 
property tax payments until his death or so long as he 
occupies his home. Deferred taxes are repayable with 6 
percent interest. The deferral is in fact financed by the 
Public Employes' Retirement Fund which reimburses local 
taxing jurisdictions currently and is in turn reimbursed. 
with interest, when the account is settled. 



States the State agency appraises other 
kinds of business property, such as mines, 
liquor, business inventories, and the like.? 
In Oregon the State tax agency appraises 
timber in behalf of the local assessors. 

Local assessors determine the assessed 
value of all other taxable real and personal 
property under their jurisdiction. Local 
assessment organization differs consider- 
ably from State to State, varying from that 
in 28 States in which the county is the 
primary assessing unit to that in 12 States 
with hundreds of city, village, and town- 
ship  assessor^.^ Hawaii is the only State 
that provides for completely centralized 
administration of the property tax by a 
State agency. 

In the 28 States with primarily county 
assessment there is considerable overlap- 
ping of the assessment function. Ten per- 
mit cities to do their own assessing, even 
though the county also determines the 
taxable value of the property; and in 
Texas even school districts may do their 
own asse~sing.~ Assessors may be part-time 
elected officials covering very small juris- 
dictions, or they may be full-time, well- 
paid appointed officials, as in many of the 
large municipalities. The local assessor 
usually has a great deal of discretion as to 
the value he can set on an individual piece 
of property, although a taxpayer who is 
dissatisfied with his assessment can appeal 
to an administrative body (usually a local 
board of equalization) and finally to the 
courts. There is a considerable range in - 
the extent to which assessing has been pro- 
fessionalized and in the kind of tools asses- 
sors use. Some States with effective State 
tax agencies provide much assistance to 

1 See table 36, footnote 1. 
8 See Advisory Commission on Intergovernmental Rela- 

tions, o p .  cit., especially Vol. 1 ,  Part 111, for a description 
of State assessment organization. 

9 Marilyn S. Koplik, Property Tax Assessment in the 
United States (Albany: New York State Board of Equaliza- 
tion and Assessment, 1961, preliminary report), pp. 90-92. 

their local assessors, but in many areas 
property assessment remains the subjective 
prerogative of the assessors. It is at the 
assessment stage that many of the abuses 
attributed to the property tax appear. 

The taxpayer's first line of defense 
against inequitable assessment is the com- 
petent organization and procedure for 
good quality primary assessment, but he is 
entitled to effective remedies when he has 
a grievance. The State tax laws specify 
that assessments shall be uniform, at least 
within classes of property, and under the 
equal protection clause of the Fourteenth 
Amendment the taxpayer is entitled to 
fair treatment in the apportionment of 
the tax burden; but in most States the re- 
view and appeal procedures give him in- 
adequate protection. 

In many States the statutory hierarchy 
of administrative and judicial review and 
appeal agencies for the protection of the 
property taxpayers is elaborate; but actual 
protection under the various systems is 
illusory because, first, the tribunals to 
which the taxpayer must appeal are not 
well constituted and staffed for the pur- 
pose, and second, the burden of proving 
his case is too onerous and costly. The 
small taxpayer, in particular, is helpless if 
he has no simple, inexpensive, and de- 
pendable recourse. While numerous 
States have been undertaking to improve 
assessment administration by such means 
as better State supervision, better training 
for assessors, statewide revaluations, experi- 
mentation with fractional assessment, and 
the use of assessment ratio studies for equali- 
zation purposes, they have tended, for the 
most part, to ignore the need to improve 
the procedure for assessment review and 
appeal. 

The amount of the individual's pro- 
perty tax bill is determined by the legis- 
lative body of the jurisdiction or juris- 



dictions in which his property is located. 
Each of the local governments-county, 
city, school district, etc.-decides how 
much it will need to provide its serv- 
ices. Having determined how much 
money will be needed, the chief ex- 
exutive, with his finance officer, adds 
up the amount of money available from 
all sources except the property tax-State 
and Federal aid, local nonproperty taxes, 
service charges, etc. The amount that 
remains to be financed from the property 
tax is then divided by the total assessed 
valuation to arrive at the tentative rate, 
usually expressed as a number of mills, or 
dollars per thousand dollars of assessed 
valuation. The determination of the ac- 
tual rate levied and therefore the level of 
expenditures is a political decision vested 
in the local governing board. Since, as 
has been mentioned, almost all States have 
constitutional or statutory tax-rate limita- 
tions, often in terms of particular govern- 
mental purposes, setting the tax rate is 
complicated further. In many States, 
State-imposed limitations hamstring local 
officials in budgeting their funds. 

When the tax rate (or levy) is finally 
set, the assessment roll, containing the 
assessed valuation of each piece of taxable 
property in the jurisdiction, is turned over 
to the tax collector. The collector (or some 
other official) multiplies the assessed valua- 
tion by the rate (extends the tax) to arrive 
at the amount of tax liability that attaches 
to each parcel of property. 

In 20 States property tax collection is 
exclusively a county function, and the 
county collector bills the taxes for all jur- 
isdictions in the county-municipalities, 
$tho01 districts, and special districts, as well 
as the county.1° Another eight States pro- 
10 The 20 States are Arizona, Arkansas, Colorado, Idaho, 

Indiana, Iowa, Kansas, Minnesota, Montana, Nebraska, 
Nevada, New Mexico, North Dakota, Ohio, Oklahoma, 
Oregon, South Dakota, Utah, Washington, and West Vir- 
ginia. 

vide for centralized county collection but 
allow cities to do their own collecting with 
the option of contracting with the county 
for collection services." T o  the extent 
that cities do not contract with their 
counties for tax collection services in those 
States, taxpayers pay part of their property 
tax to the county and part to the city. In 
the New England States, as well as in 
Michigan, New Jersey, New York, Penn- 
sylvania, and Wisconsin, the property 
taxes are collected by cities, towns, villages, 
and boroughs, and in the case of New 
York, by school districts. The counties 
have little or no tax collecting function in 
those States, obtaining their own tax levies 
from the cities and towns that collect for 
them. Except in Michigan and New York, 
however, there is little or no overlapping 
of tax collection, for in almost all other 
States a taxpayer is billed by only one gov- 
ernmental unit, to meet its own levy and 
that of the county and the school district 
in which he resides. In New York a tax- 
payer may be confronted with separate 
property tax bills from the township col- 
lector, the village collector, and the school 
district collector. Even the billing dates 
may differ for each local government. In 
Michigan, villages collect their own taxes, 
as do the townships in which they are lo- 
cated. Similar situations exist in Ken- 
tucky and Texas, where cities and school 
districts may do their own collecting in- 
dependently of the counties. In Virginia, 
counties and independent cities do their 
own collecting, but there is no overlapping 
between them since the two groups of 
jurisdictions are mutually exclusive ter- 
ritorially. 

The Need for  Reform 

Many States are now taking some of the 
steps necessary to improve the administra- 

Alabama, California, Florida, Louisiana, Maryland, 
Mississippi, North Carolina, and Tennessee. 



tion of their property tax systems. With 
the advice and encouragement of such 
organizations as the National Association 
of Tax Administrators and the Interna- 
tional Association of Assessing Officers, 
there is a continuing trend toward training 
and professionalization of personnel. The  
geographic organization for property as- 
sessment has been moving toward cen- 
tralization at the county level and elimina- 
tion of overlapping assessment districts. 
More than half of the States now conduct 
assessment-ratio studies, using sampling 
techniques to reveal variations in as- 
sessment levels among assessing juris- 
dictions and among property classes 
within assessing jurisdictions. The facts 
gained from such studies point up the 
areas that lack uniformity and provide a 
useful tool for correcting inequities and 
for installing a meaningful equalization 
system. As the techniques for conducting 
assessment ratio studies are refined and 
competent personnel becomes available to 
apply them, more States will use them in 
their efforts to improve property tax assess- 
ment administration. 

The States have compelling reasons for a 
new look at the property tax. Their 
views as to its proper role in their overall 
tax systems are sure to vary, but none of 
them can afford to disregard its potential 
value for the demanding years ahead. 
Those States that place substantial de- 
pendence on the property tax can increase 
its reliability by raising the quality of its 
administration. The few States that have 
not found it necessary to put much de- 
pendence on this tax can turn to it for a 
better-balanced revenue system. The 
States that have permitted it to decline to 
a minor position through pressure or ne- 
glect, or have reduced its productivity 
through maladministration, or fear to put 
more reliance on it because its manage- 

ment is defective, have weakened their 
financial outlook. The States now under- 
taking remedial action are showing fore- 
sight because constructive changes in the 
management and use of the tax are not 
effected overnight, and smooth adjustment 
can avoid harsh emergency measures at 
some later date. 

One factor that should be kept in view 
in determining the future position of the 
property tax is its close alinement with 
the outlook for local self-government. I t  
is the only major tax adaptable to local 
use generally, regardless of the size and 
nature of the local jurisdiction. Aside 
from being a good revenue producer, it 
has the dependability and adjustability 
that local governments need. The re- 
quired revenue yield can be obtained from 
year to year with a convenient range of 
flexibility and a satisfactory degree of pre- 
cision, and the collectability of most classes 
of property taxes is assured by enforceable 
lien on the property. These merits are 
vitiated in practice, however, if highly 
restrictive tax-rate limits combine with 
serious underassessment to relegate the 
property tax to an inflexibly minor role in 
local government finance and inferior as- 
sessment administration discredits the tax. 

In at least a few States criticism of the 
property tax has been so intense as to 
generate constantly increasing fiscal aid to 
local governments, regardless of whether 
the local fiscal effort is adequate, or to 
deprive them of the opportunity to de- 
velop sound budgeting and capital financ- 
ing policies. 

Determination of the property tax base 
is strictly an administrative function de- 
manding technical competence. Most, if 
not all, States could improve their pro- 
perty taxes by legislative and administra- 
tive action and contribute thereby to the 
strength of local government. 



A recent report of this Commission de- 
tails those significant features of each 
State's property tax system that are po- 
tentially useful for other States.12 The 
report also contains 29 separate recom- 
mendations for strengthening the property 
tax, to enable each State to identify those 
lines of action most appropriate to its 
circumstances. The recommendations fall 
into six basic categories, as follows: 

(1) T o  provide, on a regular basis, pre- 
cise information on the property tax situa- 
tion throughout all taxing and assessing 
districts in the State with respect to the 
utilization of the tax and the quality of 
assessing, and to make well-analyzed and 
informative reports on these features regu- 
larly available to the public. 

(2) T o  amend or change property tax 
laws that are inequitable, unworkable, un- 
duly restrictive, or otherwise unsatisfac- 
tory and to rid constitutions of details 
that more properly belong in statutes or 
administrative regulations. This applies 
equally to laws which determine the tax 
base, establish limitations and exemptions, 
and set forth the procedures for adminis- 
tering the tax. 

(3) T o  determine the appropriate role 
of the property tax in a well-integrated 
State-local revenue system. 

(4) T o  recast any features of the ad- 
ministrative setup, with respect to both 
organization and personnel, that prevent 
efficient and equitable administration. 

(5) T o  provide effective State super- 
vision, coordination, and technical assist- 
ance to the administration of the property 
tax and to guard against unfairness in 
distribution of the property tax burden. 

(6) T o  provide the taxpayer with 
readily usable and effective means of pro- 
tecting himself against inequitable assess- 
ment. 

Advisory Commission on intergovernmental Relations, 
op. cit. in note 6. 

Specifically, the Commission recom- 
mends, among other steps, that the States: 

(1) Rid the property tax laws of features 
that are impossible to administer, oblige 
administrators to condone evasion, and 
encourage taxpayers to ignore the law. 

(2) Remove details about property tax 
administration from their constitutions. 

(3) Take a hard, critical look at tax 
exemptions that fritter away the property 
tax base and repeal exemptions for secular 
purposes that would not be valid as a con- 
tinuing State budget appropriation. 

(4) Reimburse local governments for 
revenues lost when the State prescribes 
the tax exemption of property as an ex- 
pression of its esteem for such groups as 
veterans or senior citizens. 

(5) Consolidate small primary assess- 
ment districts into districts large enough 
to support an efficient assessing operation. 

(6) Provide a strong State supervisory 
and coordinating agency headed by a 
career administrator of recognized pro- 
fessional ability. 

(7) Shift to the State agency responsi- 
bility for assessing property that custo- 
marily lies in more than one assessing dis- 
trict or requires appraisal specialists not 
available to most local districts. 

(8) Require local assessors to be ap- 
pointed to office on the basis of profes- 
sional qualifications. 

(9) Conduct continuing studies of the 
quality of local assessing and publish 
findings regularly. 

(10) Simplify assessment review and ap- 
peal procedures for the protection of tax- 
payers. 

Since the State creates local govern- 
ments and determines their share of the 
governing role, it must see to it that they 
have the financial resources necessary to 
match their responsibilities. If the locally 



raised revenue is inadequate to finance the 
prescribed duties of local governments, the 
State must provide it or rely on the 
Federal Government to provide it. 

Inasmuch as local governments continue 
to rely on the property tax for seven- 
eighths of all their locally raised tax 
revenue, it is the most important single 
factor in their ability to finance local ac- 
tivities. It follows that the States' concern 
with the quality of property taxation is 
direct and inescapable. 

States are directly concerned with the 
quality of property taxation for other 
reasons as well. The $21 billion collected 
from this source in 1963 nearly equaled 
the combined collections from the States' 
own taxes and accounted for 46 percent of 
aggregate State and local tax revenues. In 
short, it is the most important single factor 
in the impact of non-Federal taxes on the 
pace of industrialization and economic de- 
velopment, on production, income, and 
consumption, and on the distribution of 
the people's tax burden. 

While the proportionate reliance on the 
property tax in the total State-local rev- 
enue system is a matter each State must de- 
termine for itself, continued heavy reliance 
on it is preordained by the unrelenting 
pressure for more and more revenue to 
finance local government activities, es- 
pecially education. If this be true, and 
few if any contest it, then it is vitally im- 
portant to rid the property tax of the 
weaknesses that have plagued it but have 
been tolerated all these years: Needless 
and harmful constitutional and statutory 
restrictions and prescriptions, unwar- 
ranted exemptions, inoperable adminis- 
trative provisions, and discriminatory val- 
uations for tax assessment purposes. The 
burdensomeness of the tax and its stultify- 
ing effect on business activity will be re- 
duced as these deficiencies are remedied. 

Thwarted local efforts in recent years 
make it clear that without benefit of strong 
State support, local governments are se- 
verely handicapped in property tax re- 
form. Most are too small to afford the 
organization and technical skill required 
to appraise and assess the wide variety of 
highly specialized properties currently 
used by industry. Sensitivity to inter- 
community competition for business re- 
strains tax reform and encourages com- 
petitive underassessment. Moreover, some 
of the faults of the tax are imbedded in 
State constitutional and statutory pro- 
visions and therefore are mandatory upon 
local governments. 

A survey of the recent successes and fail- 
ures in property tax reform in different 
parts of the country, at both the local and 
the State level, leaves no doubt that the 
tax is capable of reasonably fair operation 
and administration, that the rate of prog- 
ress in this direction is strongly influenced 
by the degree of responsibility assumed on 
a statewide basis, and that tax officials, 
practitioners, and scholars are in general 
agreement about the lines of action States 
must take to give soundly based local prop- 
erty tax improvement efforts a reasonable 
chance to succeed. However, the details 
of the prescription for strengthening the 
property tax will vary with the tax insti- 
tution in each individual State and with 
the progress toward reform already made. 

Each State is urged to take a hard and 
critical look at its property tax system to 
identify those features that should and 
can be improved. Each State should then 
proceed expeditiously with property tax 
reform in the manner best calculated to 
insure maximum progress. Its potential 
for strengthening local government war- 
rants the concerted efforts of both State 
legislatures and executives and of local 
elective and administrative officials. 



Chapter 7 
GENERAL SALES TAXES 

Thirty-seven States, the District of Co- 
lumbia, and over 2,000 local govern- 
ments now impose general sales taxes.' 
The areas in which purchases are subject 
to State and local general sales taxes ac- 
count collectively for more than four-fifths 
of retail sales in the country and the same 
proportion of the population. 

With only two exceptions, general sales 
taxes are imposed at the retail stage of the 
distribution process. Hawaii and Missis- 
sippi have what may be termed "multiple- 
stage" sales taxes. That State sales taxation 
was directed at the retail stage, rather than 
at manufacturing (as in Canada), wholesal- 
ing (as in England), or at multiple stages of 
production and distribution (as in Ger- 
many and France), is understandableq2 
The manufacturers', wholesalers', and 
multiple-stage sales taxes of other coun- 
1 The term "general sales tax" excludes business licenses 

and occupation-and privilege taxes based on gross receipts 
or gross income. Such taxes are imposed by State or local 
governments in 17 States at low fractional rates, sometimes 
graduated according to brackets of gross receipts volume, 
and usually providing for a minimum flat license fee. The 
States with business licenses or occupation t a b  based on 
gross receipts are: Alaska and Delaware (State only): Lou- 
isiana, Virginia, Washington, and West Virginia (State and 
local); Alabama, California, Kentucky, Missouri, New Jer- 
sey. New Mexico, New York, North Carolina, Oregon, 
Pennsylvania, and Utah (local only). 
2 Only one State has experimented with a general tax 

on business. The  Michigan business activities tax, enacted 
in 1955, is a limited "value-added" tax, applicable to all 
forms of business, both incorporated and unincorporated. 
The rate is 7% mills on "adjusted receipts" (gross receipts 
less amounts paid for the purchase of goods and certain 
other deductions), but in no case can "adjusted receipts" 
be more than 50 percent of gross receipts. In addition. 
each taxpayer is allowed a deduction of $12,500 from hia 
"adjusted receipts." 

tries are levied by the central government. 
Such taxes at the State level, in view of 
the States' delimited taxing jurisdictions, 
would result in interstate complications. 
Furthermore, the location decisions of re- 
tail establishments are believed to be 
somewhat less sensitive to "tax climate" 
considerations than are those of manu- 
facturers or wholesalers. 

The Federal Government has never im- 
posed a general sales tax although such a 
proposal has been "discussed" sporadically. 
Federal sales taxation is in the form of 
excises on selected commodities and serv- 
ices, many of which are included within 
the scope of State and local general sales 
taxes. Important Federal selective excises 
which cover items subject to State and local 
sales taxes are the retailers' excises on jewel- 
ry, toilet preparations, luggage, and furs and 
the manufacturers' excises on automobiles, 
tires and tubes, and home appliances. The 
Federal excises on local telephone service, 
and on certain admissions sometimes over- 
lap State and local sales taxes on these 
services. The Federal rates, generally 10 
percent, are substantially higher than the 
rates imposed under State and local sales 
taxes. 

State and local governments collected 
$6.5 billion from general sales taxes in 
the 12-month period ended June 1963. 
Of that total, $5.5 billion accrued to the 
States and about $1 billion to the localities 
(table 41). The general sales tax consti- 
tutes the largest single source of State tax 



TABLE 41.-Rewenue from State and Local General Sales Taxes, 1952-63 
(Dollar amounts in millions) 

State and local 

Year 
Amount Percent of 

total taxes 

1963 (prelim.). ............ $6648 
1962. .................... 6,085 
1961. .................... 5,431 
1960. .................... 5,177 

State 1 I Local 

Amount 

Note: Except for 1963, data are for fiscal years; 1963 data 
are for the 12-month period ended June 1963. 

n.a. Data not available. 
1 Includes the Washington and West Vir 'nia business 

and occupation taxes, which are levied in afdition to the 
general sales taxes on gross receipts. Revenue from those 
gross receipts taxes in 1963 amounted to about $125 million. 

revenue, accounting for about one-fourth 
of all State tax collections. In no State 
imposing a general sales tax in 1963, ex- 
cept Wisconsin (where the tax is actually 
a "selective sales and use tax"), did this 
item account for less than a sixth of tax 
collections, and 22 of the 37 sales tax States 
obtained 30 percent or more of their tax 
revenues from this source (table 42). New 
sales tax enactments, tax rate increases, and 
the rise in the volume of retail sales com- 
bined to more than double State general 
sales tax revenue since 1952. However, as 
table 41 shows, the position of general sales 
taxes relative to other State taxes has 
changed very little, indicating that the 
yields of State income, business, and selec- 
tive excise taxes have been keeping pace 
with general sales tax collections. Local 
general sales taxes have been increasing at 
a faster pace than have other local nonprop- 

I 

I Percent of- 
Percent of 
total taxes Non- 

property 
taxes 9 

Amount 

2 Local nonproperty taxes for 1960 and prior years ad- 
justed to exclude revenue from parking meters. 

Total 
taxes 

Source: U.S. Bureau of the Census, Annual Reports on 
Governmental Finances; and Quarterly Summa*y of State 
and Local Tax Reuenue, July-Septcmber 1963, December 
1963. 

erty taxes, but the,y still comprise less than 
5 percent of total local tax collections. 

State Sales Taxes  
Most of the existing State sales taxes 

were adopted during the Depression years. 
By 1938 sales taxes were in effect in 24 
 state^.^ Although the enactments of the 
1930's were intended for the most part as 
temporary measures, only a small number 
of States eventually dropped them. The  
States turned to this form of taxation in 
the absence of other means to finance in- 
creasing expenditures. The yields of ex- 
isting taxes were declining, and there was 
strong opposition to rate increases. Many 
of the most stringent property tax limita- 
tions were imposed during the Depression 
period, and a number of the State general 
sales taxes were enacted in part to replace 
property tax losses. With the improve- 

8 See chap. 3, table 6. 



TABLE 42.-State General Sales Tax  Collections, by State, 1952 and 1963 
(Dollar amounts in thousands\ 

1963 (prelim.) 
Percent 
increase 
1952-63 

State 
Percent of 
total tax 

collections 

Percent of 
total tax 

collections 
Amount Amount 

Alabama. .................. 
Alaska. .................... 
Arizona. ................... 

.... Arkansas. ........... .. 
California. ................. 
Colorado. .................. 
Connecticut. ............... 
Delaware. .................. 
Florida. .................... 
Georgia. ................... 
Hawaii. .................... 
Idaho. ..................... 
Illinois. .................... 
Indiana. ................... 
Iowa. ...................... 
Kansas. .................... 
Kentucky. .................. 
Louisiana. .................. 
Maine. ..................... 
Maryland. .................. 
Massachusetts. .............. 
Michigan. .................. 
Minnesota. .......... .. .... 

................. Mississippi. 

Missouri. ................... 
Montana ................... 
Nebraska. .................. 
Nevada. .................... 
New Hampshire. ............ 
New Jersey.. ............... 
New Mexico. ............... 
New York.. ................. ............. North Carolina. ............. North Dakota.. 

. . .  
Ohio. ...................... ................. Oklahoma. .................... Oregon. 
Pennsylvania. .......... .. .. .............. Rhode Island. 

............. South Carolina. 
South Dakota ............... ................. Tennessee. ..................... Texas. 
Utah ....................... 
Vermont. ................... 
Virginia. ................... 
Washington. ................ 
West Virginia.. ............. 
Wisconsin. ................. 
Wyoming. .................. 

Tot a1 ................. 
I 

1 Data supplied by Hawaii DI 
included in U.S. total. 

2 Tax enacted after 1952. 
8 Excludes Washington and West Virginia business and 

occupation gross receipts taxes (estimated for 1952). The 
1952 total excludes Hawaii. 

tion: not S me: U.S. Bure of the Census Compendtum of 
tate Tax Collec- 

OU 
State Government Finances in 1952, anc 
tions in 1963, August 1963. 



ment of economic conditions, the States 
retained their sales taxes, partly in re- 
sponse to pressures from local govern- 
ments that States withdraw from the pro- 
perty tax field and partly because pressures 
for revenue persisted. 

A second sales tax movement occurred 
after World War I1 as States sought ways 
to finance the high level of postwar ex- 
penditures. Five States enacted sales tax 
laws in 1947 and 1949, another five during 
the 1950's, and three more thus far in the 
present decade. 

In 1963 Indiana revamped its fractional 
rate gross income tax, partly replacing it 
with a 2-percent retail sales tax, an indi- 
vidual income tax, and a corporation net 
income tax. While the old gross income 
tax law was not repealed, individuals are 
exempted from it, and corporations are 
liable for payment of either the gross in- 
come tax (at 1/2 of 1 percent or at 2 percent, 
depending on the nature of their business) 
or the adjusted gross net income tax, which- 
ever is greater. Corporations may credit 
gross income tax payments against the cor- 
poration net income tax, and since in most 
instances liability under the gross income 
tax will exceed that under the corporation 
net income tax for intrastate Indiana cor- 
porations, the corporation net income tax 
has been characterized as essentially a tax 
on interstate business only. 

Rates.-State general sales tax rates now 
range from 2 percent in nine States to 5 
percent in one (table 43). There have 
been significant rate changes in a little 
more than a decade since 1952. That year 
the preponderant rate was 2 percent, im- 
posed by 21 States and the District of 
Columbia; by January 1, 1964, 18 States 
and the District of Columbia had 3- 
percent rates, and there were only nine 
with 2-percent rates. The following dis- 

tribution of State sales taxes summarizes 
the changes that have taken place:* 

Rate (percent) 

Less than 1 ....................... 
1 ................................ 
2 ................................ 
2g ............................ .. 
2% .............................. 
3 ................................ 
3% .............................. 
4 ................................ 
5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . a .  

No. of States 1 

1952 1964 

1 ........ 
................ 

22 9 
1 ........ 

= 1 1 
9 1 19 

3 ........ 
4 ........ 
1 ........ 

Total ...................... 33 38 

1 Includes the Distriot of Columbia. 
ZHawaii, which is included in the 1952 count, although 

it was a Territory at that time. 

Table 43 shows the trend in State gen- 
eral sales tax rates since 1952. During the 
period 1952 through 1963, 5 States entered 
the general sales tax field (Kentucky, 
Nevada, Pennsylvania, Texas, and Wiscon- 
sin), and two-thirds of the 33 States with 
general sales taxes in 1952 (including the 
District of Columbia) raised their rates. 
Some States raised their rates two or three 
times during the period. Iowa, an excep- 
tion to the general trend, raised its rate 
temporarily from 2 to 2.5 percent but al- 
lowed it to revert to 2 percent in 1957, 
where it has remained since. The Con- 
necticut rate has alternated between 3 and 
3.5 percent since 1954. 

Most rate changes and new tax enact- 
ments appear in table 43 as of January 1 
of the even years, having been enacted in 
the preceding odd years, when the ma- 
jority of States hold their regular legisla- 
tive sessions. The most active legislative 
year on this score was 1963, when eight 
States raised their rates; the next most 
active year was 1961, with 6 rate increases 
and 1 new enactment. Eleven States re- 

4 This distribution does not take account of local sales 
taxes except for the District of Columbia. Local sales 
taxes, virtually statewide in California (1%) and Illinois 
(%%). and widespread in several other States, are dis- 
cussed in a subsequent section. 



TABLE 43.-State General Sales Tax Rates as of January 1-1952 through 1964 

I 
State - 1 1952 

Alabama. ........ 
Alaska.. ......... 
Arizona. ......... 
Arkansas. ........ 
California. ....... 
Colorado ......... 
Connecticut. ...... 
Delaware. ....... 
Dist. of Columbia. 
Florida ........a. 

Georgia. ......... 
Hawaii. ......... ........... Idaho 
Illinois. ......... 
Indlana 1.. ...... 
Iowa. ........... 
Kansas. ......... 
Kentucky. ........ 
Louisiana. ....... ......... Maine.. 

Maryland.. ...... 
Massachusetts. .... ...... Michigan.. ....... Minnesota. 
Mississippi. ...... 
Missouri. ........ 
Montana.. ....... 
Nebraska.. ....... 
Nevada. ......... .. New Hampshire. 

New Jersey.. ..... ..... New Mexico. ....... New York. 
North Carolina. .. 
North Dakota. .... I 
Ohio. ........... 
Oklahoma. ....... 
Oregon. ......... .... Pennsylvania. 
Rhode Island. .... 
South Carolina. ... .... South Dakota. 
Tennessee. ....... 
Texas. .......... 
Utah............ 

Vermont. ........ 
Virginia. ........ ..... Washington. ... West Vrrginia. 
Wisconsin. ....... 
Wyommg. ....... 

Number of 
States 
w ~ t h  1 
taxi.... . 

Rate on tangible personal property at  retail (percent) 

Note: Dots (. ..) indicate no rate change since previous rat 
shown. A dash (-) indicates no sales tax in effect as of January 1 
1 Prior to 1964 the rates shown are for the " r s s  lncome tax 

included because of rts many sales tax features. n Aprrl 20, 1963 
the Governor a proved Indiana's new 2% sales and use tax bill whrch 
after bem decyared unconst~tuttonal by a lower court, was upheld b, 
the State gupreme Court and went into effect October 23. 1963. 

2 Increased to 395% effective July 1, 1964 (MISS.) and June 1, 
1964 (R.I . ) .  

i I 
3 Previous tax ex ired in 1955 and v 

by.the Act of m arc! 6, 1956, effective 

tained their 1952 rates throughout the 
period (California, Colorado, Florida, 
Georgia, Louisiana, North Carolina, Ohio, 
Oklahoma, South Carolina, South Dakota, 
and Wyoming), and as has been men- 
tioned, Iowa reinstated its 2-percent rate 
after raising it to 21/2 percent for 2 years. 

- 
- - 

; reinstated in revised form 
arch 7, 1956, at the rate of 

3%. 
4 Effective December 31, 1961. However, the tax was operative 

only on sales made on and after February 1, 1962. 
6 Includes District of Columbia; also includes Hawaii for the pe- 

riod prior to attaining statehood. 

Six of these 12 States still levy 2-percent 
rates. 

The 2%-fold increase in State general 
sales tax revenue, from $2.2 billion in 
1952 to $5.4 billion in 1963 (table 42), is 
attributable only in part to rate increases. 
As has been noted, five States entered the 



sales tax field during the p e r i ~ d . ~  Further- 
more, the general sales tax base has been 
broadened, both in terms of increased 
retail trade and the removal of previous 
exemptions. This can be demonstrated 
by looking at the States that did not 
change their rates between 1952 and 1964. 
Three increased their sales tax yields rela- 
tively more than the 112 percent rise ex- 
perienced by all 32 States with sales tax 
revenue reported for the entire period 
(that is, excluding Hawaii and the 5 new 
sales tax States). The sales tax yields of 
7 rose from half to five-sixths of the na- 
tional percentage increase. Only South 
Dakota showed a minimal rate of increase, 
12.6 percent, but there the rate had been 
reduced from 3 to 2 percent on October 1, 
195 1, so that part of the collections for the 
fiscal year 1952 was at the higher rate. 

Florida, with a %percent rate through- 
out the period, had a striking increase in 
sales tax collections, 254 percent, second 
only to Arizona (270 percent), which 
raised its rate from 2 to 3 percent. Retail 
sales volume has been rising in both States 
at a faster pace than in any other State 
(they ranked first and second, respectively, 
in rate of increase between 1954 and 1958, 
the last two retail trade census years). In 
conjunction with the sharp rise in retail 
sales, Florida has moved toward broaden- 
ing its sales tax base by bringing within 
its scope previously exempted commodi- 
ties, such as motor vehicles, cigarettes, 
alcoholic beverages, and inexpensive cloth- 
ing. Other States have used the same 
method to increase sales tax revenue 
without raising rates. North Carolina 
eliminated its food exemption and made 
laundry and dry cleaning services taxable; 

6 Exclusion from the 1963 total of the yields of the 5 ad- 
ditional sales tax Statea and that of Hawaii, data for which 
are omitted from the 1952 total in table 42, reduces the 
1952-63 growth in collections to 112 percent, compared 
with 150 percent for all Stata. 

South Carolina brought many services, 
such as laundry and dry cleaning, transient 
lodgings, and utility services, within the 
purview of its tax. Inclusion of various 
services has been one of the notable recent 
trends in most State sales tax legislation, 
with or without rate increases. The cum- 
ulative impact of these events-increased 
rates, expanded retail trade, and broaden- 
ing of the base-has been to move from 1.6 
percent in 1952 to about 2.6 percent, the 
current ratio nationally of State sales tax 
collections to retail sales. 

The sales tax base.-All but two of the 
State sales taxes are single-stage retail 
sales taxes, applying to sales of tangible 
personal property at retail and to specified 
services (table 44). Mississippi, in addi- 
tion to its 3-percent retail rate, taxes 
wholesale sales at the low fractional rate 
of one-eighth of 1 percent. The fact that 
wholesale transactions are taxable at such 
a low rate, applicable only to such sales to 
retailers, makes the Mississippi tax virtu- 
ally a single-stage tax, as compared with 
Hawaii's tax. The Hawaii sales tax is ap- 
plicable to manufacturers and wholesalers 
at 1/2 of 1 percent, on top of the 31/2 per- 
cent retail sales tax. Extracting and 
processing industries are included in the 
sales tax base of Arizona, Mississippi, and 
New Mexico. North Carolina, which 
taxed wholesale sales at .05 percent, re- 
pealed that provision in 1961, and New 
Mexico repealed its fractional rates on 
wholesalers and manufacturers in 1963. 

While State sales taxes apply generally 
to retail sales of tangible property, in- 
clusion of some services in the sales tax 
base is quite common, and, as has been 
noted, this tendency appears to be gaining 
momentum. One or more public utility 
services are subject to tax in two-thirds of 
the States. Twenty-two States tax intra- 
state telephone and telegra~h services, 24 



TABLE 44.-State Sales Taxes: Types and Rates, January 1,1964 

State 

Alabama. ......... 

.......... Arizona. 

Arkansas. ......... 
California. ........ 

Colorado. ........ 
Connechcut. ...... 
Elorida. .......... 

Georgia.. ........ 
.......... Hawaii. 

Illinois 6.. ....... 

........ Indiana.. 
Iowa. ........... 

Kansas.. ......... 

Kmtucky ......... 
Louisiana. ....... 

Maine. .......... 
Maryland. ....... 

Michigan. ....... 

ype of tax : L 

, . 
, . 
, . 

. . . . 

. . 

. . 

. . 

... ... 

... 

letail sales 

Ra 
tar 

1 
5' 

pr( 
at 
. ( 

Ci 
-- 

dultiple 
stage 
sales 

Retail sales 

te, on 
lglblf 
3er- 
onal 
)pert 
retail 
per- 
ent) - 

2 4 

3 

3 

3 

2 
3; 

2 3 

3 

31 

31 

2 
2 

2 

3 

2 

a i 

Rates on selected services subject to tax 

estau- 
rant 
neals 

- 
4 

14 

3 

3 

2 
4 31 

3 

3 

31 

3 

2 
2 

2 

3 

2 

4 '  

rran- 
sient 
~dging 

- 
4 

3 

3 

..... 

2 
3 4f 
3 

3 

3'7! 

..... 

2 ..... 

2 1 

3 

2 

4 
3 

4 

Tele- 
>hone 
and 
tele- 
graph - 
..... 

14 

3 

..... 

2 ..... ..... 

3 

..... 

..... 

6 2 
2 

2 

3 

..... 

..... ..... 

as an, 
elec- 
ricity 

- 
..... 

S 

3 

...., 

2 .... .... 

3 

.... 

..... 

6;  

6 ! 

..... 

Tater 

- 
.... 

1 'A 

3 

.... 

.... .... .... 

.... 

.... 

..... 

6 2 
2 

2' 

3 

a * . . ,  

. rans- 
>orta- 
ion of 
ersons 
and 

ropert. 

- 
..... 

3 15 

..... 

..... 

..... ..... ..... 

8 3 

..... 

..... 

..... 
, . a * .  

..... 

..... 

..... 

..... *..., 

..... 

Rates on other services and 
Ion retall businesses subject 

to tax 

dinin and manufacturing 
macfinery, I 5 percent; 
gross receipts of amuse- 
ment ,operators 4 percent. 

idvertumg, prihting, pub- 
lishing, contracting, extract- 
mg. and processing miner- 
als and trmber. 1% per- 
cent; storage, apartment and 
office rentals, 3 percent; 
meat-packing and whole- 
sale sales of feed to poul- 
trymen and stockmen, % 
percent; amusement opera- 
tors, 3 percent. 

Printing, photography, and 
receipts from coin-operated 
devices, 3 percent. 

?roducmng, fabricatmn. arm- 
essing,-- printing, ~& =-&- 
printing of tangible per- 
sonal Property, 3 percent. 

Fishing, hunting camping, 
swimming and diving equip- 
ment, 5 percent of whole- 
sale price or cost. Rental 
income of amusement ma- 
chines, 3 percent. 

Charges on amusements and 
amusement devices. 3 Der- 
cent. 

Manufacturers, producers 
wholesalers, and selected 
service businesses, 4/7 per- 
cent; sugar processors and 
pineapple canners. 1 ~ e r -  

re:entatives, professions, G- 
dlo broadcasting statrons. 
service businesses and other 
busmesses (not . otherwise 
specified ) ,, including amuse- 
ment busmesses, 3% per- 
cent. 

Gross receipts derived from 
operation of amusement de- 
v ~ e s  and commercial amuse- 
ment enterprises, 2 percent. 

Gross receipts from the opera- 
tion of any coin-operated 
device and char es for par- 
ticipation in poo?, golf, and 
other amusements, 2% per- - - 

cent. 
Sewer services {hot,ography 

and photo fihis ma 3 per- 
cent.. 

-- - 
Laund drycleaning auto- 

mob?; and $old ;torage. 
pnntrng, repair servlces to 
tangible personal property. 
2 percent. 

Production, fabrication or 
printing on speclal order, 3 
percent; farm equipment. 2 
percent. 

See footnotes at  end of table. 



TABLE 44.-State Sales Taxes: Types and Rates, January I ,  19644ontinued 

State 

Mississippi 8.. ..... 

Missouri.. ........ 
Nevada. ........... ...... New Mexlco. 

North Carolina. ... 

. North Dakota.. 

............ Ohio. 

...... Okklahoma. 

Pennsylvania. ..... 

Rhode Island. ..... 
South Carolina. .... 
South Dakota. ..... 

Multiple 
sta e 
sa8, 

Retail sales 

... do..... 

... do..... .. .do. .... 

.. .do. .... 

<ate on 
angible 
per- 

sonal 
xopert 
it retail 
(per- 
cent) 

Rates on selected services subject fo  tax 

Admis. 
S I O N  

Restau- 
rant 

meals 

- 
3 

3 

2 
3 

3 

2 4 

3 

2 

4 5 

3 
3 

2 

Tran- 
sient 

odgi~q 

- 
3 

3 

..... 
3 

3 

2: 

3 

2 

5 

..... 
3 

2 

as an, 
elec- 
ricity 

- 
a 3 

3 

..... 
3 

..... 

2 1 

..... 
2 

5 

3 = 3 

2 

Water 

Rates on other services and 
non retad businesses subject 

to tax 

Liquor wholesalers. % wr- 
cent; extracting. A%-&& 
(except coal oil 
and gasf%?? timbdr. $ 
percent; potash extractins. 
3 percent; smeltering, g: 
fining, or 
minerals (incPid":iFX 8;; 
gas % percent; preparing 
t lmkr  or lumber. .375 per- 
Cent; contractlnn. 1% ner- 
cent; professions-and'iekice 
busmesses (includtng amuse- 
ment businesses), exciud- 
ing ordinary waees and sal. 

sales of fuel to farmers' 
manufacturin industtie; 
and plants otter than for 
residentla1 heatlng purposes, 
and to commercial laun- 
dries or to pressing and 
dr cleaning establishments, 
sares of machinery to farm- 
ers, manufacturing indus- 
tries, laundry and dryclean- 
ing establishments and oth- 
er selected items, '1 percent 
(maxlmum tax is $80 per 
article for several items).. 

Leasing or renting of tang!hle 
personal property services 
urnlshed in re~ahins .  al- 

tering restorin ' or-;iea-i. 
ing k y  tangi%~e personal 
Property (except such serv- 
ices to agricultural produc- 
ers with resDect to asricul- 

Printing and reproducing, 3 

~ f z g % g  (limited ) , gross 
proceeds from amusement 
devices, printing, automo- 
bile storaae. 2 Dercent. 

specting of moFor vehicles 
and rental income of coin: ~- ~. -- ---- 
o erated amusement ma- 
ctines, 5 percent. 

Laundry and drycleaning, 3 
percent. 

Sross receipts from amuse- 
ment devlces. 2 percent. 

See footnotes at end of table. 



TABLE 44.-State Sales Taxes: Types and Rates, January I ,  1964-Concluded 

State 

Rate or 
tangibl~ 

per- 
sonal 

propert. 
at retai 

(per. 
cent) 

Rates on selected services subject to tax 
Trans 
porta. 
tlon o 
person 

and 
proped 

- 
...... 

...... 
3 

...... 

...... 

...... 

2 ...... - 

- 
Tele. 
phone 

and 
tele.. 

graph 

Restau 
rant 

meals 

- 
Tran- 
sient 

lodgin, 

- 
Sas an 

elec- 
tricity 

Rates on other services and 
non retail businesses subject 

to tax 
Type of tax : 

Admis 
slons 

Parking lots and storage of 
motor vehicles, repair s e n -  
ices, installation of tangi- 
ble personal roperty. laun- 
dry and drycfeaning, 3 per- 
c e n t  machmery for "new 
and 'expanded" industry. 1 
percent. 

1 
Laundry and dryc!eaning re- 

pairing, renovatmg and in- 
stalling 3 percent. 

Charges ;or certain specified 
services, 4 percent; selected 
amusement and recreation 
activities 4 percent (un- 
less subjict to county or cl 
admission taxes in w h i z  
case they remain'taxable un- 
der the, State business and 
occupation tax).  1 percent. 

All services (including serv- 
ices rendered in amusement 
places ) except public utili- 
ties and'pcrsond and profes- 
sional services, 3 percent. 

Laundry, drycleaning, photo- 
araahic services. the re- 

Tennessee. ........ 

T a a r  ............ 
Utah.. . .  ......... 

...... Washington. 

... do..... ... do..... 

... do ..... 

. . .  West Virginia 5.  

........ Wisconsin. 

paii, service or mainte- 
nance of all'items of tax. 
able tangible personal prop  
erty, 3 percent. 

Wyoming. ........ 
District of Columbia 

1 All but a few States levy sales taxes of the single-sta e retail type. 
Hawaii and Mississippi levy multiple-stage sales taxes falthou h the 
Arizona and New Mexico taxes are applicable to some nonretaif busi- 
nesses, they are essentially rdail  sales taxes). Washington and West 
Virginia levy a ross receipts tax on all businesses, distlnct from their 
sales taxes. ~ l a s f a  also levies a,gross receipts tax on businesses. The 
rates aadicable to retailers (wlth exceations) under these gross re- 

4 Restaurant meals below a certain price are exempt: Connecticut, 
I n s  than $1; Maryland, $1 or less; Pennsylvania, 506 or less. 

6 Illinois' 3% percent rate includes a 1-percent additional tax ef- 
fective through June 30, 1965; West,Virgin~a's 3 percent rate includes 
a 1-percent ~dditional tax (on sales In excess of $1) effectwe through 
June 30 1%). 1 

6 ~ndjana  exempts gas, electricit , and water used in manufacturing, 
construction, mining, refining, oir  or mineral extraction, and irriga- 
tion; also exempts telephone and telegraph services to other utilities. 
Kentucky exempts energy or energy producin fuels used in manu. 
facturing, processing, minin or refining to t f e  extent that costs ex- 
ceed 3 percent of the cost of'production. Mississippi taxes industrial 
sales of gas and electricity at the rate of 1 percent. South Carolina's 
tax is not ap licable to sales of gas used in manufacturing or in fur- 
nishing l a u n b  service. Tennessee taxes gas, electricity and water 
sold to or used b manufacturers at the rate of 1 percent (if these 
substances are usedldirectly in the manufacturing process they are "on- 
taxable). Texas exemptsdas and electricity used in manufacturing. 
mlnlng or  agriculture. isconsin's tax is not ap licable to gas, or 
to elechcity for space heating charged at a spec& rate. The Dis- 
trict of Columbia rxpmnts ens and electricity used in manufacturing, 
assrmhling, processing or refining. 

7 The tax,on the sale of tickets to  prize fights or wrestling matches 
on closed clrcuit television is 5 percent of the gross receipts. The 
5-percent tax also nanlies to Dayments received from broadcasting com- 
panies for the right to  televise or broadcast any match. 

8 Illegal sales, including sales of whisk , are also taxed: wholesale, 
6 percent: and retail, 9 percent. Ille aT sales are also subject to  a 
10-percent "blackmarket" tax (repealei, dfective Mpy 1, 1964). 

9 Sales of admissions to motion picture theaters costlng 754 or less arc 
exemat. 
10 Foods and beverages for off.premises consumption are taxed at the 

rate of 1 percent. 

ceipts faxes are as follows: Alaska. % percent on gross rezeipts of 
S20,000J100,000, and 1/ percent on gross receipts in excess of 
$100,000; Washington, percent and West Virginia, $$ percenf. 
Michigan imposes a form of value-added tax In addition to a retall 
sales tax. The tax is applicable to the professions and the self- 
ployed, as well as to businesses and the rate is 7% mills (except 
public utilities which are taxed at i mills). 

3 Motor vehicles are taxable at the eneral rates with certain excep- 
tions. The following States apply different rates to motor vehlcles 
under their general sales and use tax laws: Alabama, 1% percent; 
Florida, 2 percent: Mississi pi, 2 rcent; and North Carolina, 1% 
percent (maximum $120). h e  fo1Ewin.e exempt motor vehicles from 
tbeir general sales and use taxes but impose bpecial sales or gross 
receipts taxes on them under their motor vehicle tax laws: District of 
Columbia, 2 percent titling tax; Maryland. 2 percent titling tax (in- 
creased to 370, effective June 1, 1 9 e ) :  New Mexico, 1% percent ex- 
cise tax; Oklahoma, 2 percent exclse tax; South Dakota, 2 percent 
excise tax: Texas, 2 percent sales and use tax; and West Virginia, 3 
percent tltling tax. 

8 Arizona and Mississia~i also tax the transportation of oil and gas 
by pipeline. Georgia, Missoufi,, Okl?homa, and Utah d.0 not tax 
transportation of property. M~ssissipp~ taxes bus and taxicab trans- 
portation at the rate of 2 percent. Oklahoma does not tax local 
transportation, school transwrtation, and fares of 156 or less. Utah 
docs not tax street railway fares. 

and the District of Columbia tax sales oi 
gas, and 25 States and the District of Co- 
lumbia tax sales of electricity. Only 14 
States and the District of Columbia apply 
their tax to water sales; and intrastate 
transportation services are subject to tax 
in only about one-fourth of the States. 
Printing, publishing, advertising, photog- 

raphy, laundry and dry cleaning, storage, 
aid repair services to tangible personal 
proper& are also taxed i n  a small but - -  - 

increasing number of States. Twenty 
States tax admissions, 30 and the District 
of Columbia tax transient lodging, and all 
37 States and the District of Columbia tax 
meals served in restaurants. 



Certain types of sales of tangible goods 
are excluded from the sales tax base. Sales 
of materials that become a constituent part 
of a final product are generally excluded 
from the base of retail sales taxes. A few 
States exempt machinery and other items 
used directly in production. The fuel 
consumed in manufacturing processes is 
exempt from taxation in more than half 
of the States. Sales of feed, seed, and 
fertilizer are exempt in almost all States, 
and agricultural products sold by the pro- 
ducer are not taxed as retail sales in most 
States. Alcoholic beverages and tobacco 
products are subject to both selective ex- 
cises and general sales taxes in most of the 
37 States, but motor fuel is exempt from 
general sales taxation in most States. 

Several States have extended exemp- 
tions to certain "necessities" in order to 
mitigate the burden of sales taxes. Both 
food and medicine are exempt in 10 
States, while the District of Columbia ex- 
cludes medicine and taxes food at one- 
third the regular tax rate (1 percent). 
Three more States (a total of 13) exempt 
medicine only, but one of these (Michi- 
gan) limits the exemption to 50 percent of 
the amount charged for recorded drug 
prescriptions. 

Because food looms particularly large 
in the family budget at the lower income 
levels, its inclusion in the general sales tax 
base contributes importantly to the re- 
gressivity of that tax. For this reason a 
number of States have included it in their 
list of exemptions. On the other hand, 
the food exemption reduces a State's sales 
tax revenue by 15 or 20 percent, hence 
the tendency toward higher tax rates in 
the States exempting food.= Only 1 of the 
10 States exempting food has a general 

=See John F. Due, State Sales Tax Administration (Chi- 
cago: Public Administration Service, 1963), pp. 188-91. 

Exemption of Food and Medicine in 
State General Sales Taxes, January 1,1964 

Tax 
State 1 rate 

(percent) 

.......... California. ......... Connecticut. 
District of 

Columbia. ......... 
Florida. ............. 
Maine. .............. ........... Maryland. ........... Michigan. ...... North Carolina. ...... North Dakota.. 
Ohio. ............... ........ Pennsylvania. ....... Rhode Island. 
Texas. .............. .......... Wisconsin. 

1 Food exemptions usually apply to "food for human con- 
sumption off the premises where sold." Restaurant meals 
are taxable in all States, although meals costing less than 
a specified amount are exempt in some States. 

a The exemption is usually applicable to medicine sold 
on rescription or compounded by druggists, and often to 
me8cal and dental aids or devices such as artificial limbs, 
eyeglasses, and dentures. Some States exempt patent medi- 
cines and household remedia. 

8 Rate on food is 1 percent. 
4 The exemption is applicable only to 50 percent of the 

amount charged for recorded drug prescriptions. Full 
exemption applies to artificial limbs and eyes. 

Food 

sales tax rate of ' 2  percent, the others 
ranging from 3 to 5 percent. No doubt 
the overriding revenue considerations of 

Medicine % 

the 1930's restrained legislatures from ex- 
empting food in the sales taxes enacted 
during that period. Only California and 
Ohio among the States that currently ex- 
empt food imposed their sales taxes as 
Depression measures; and California's tax, 
as originally enacted in 1933, applied to 
food, which was exempted in 1935 when 
the rate was raised from 2 s  percent to 
3 percent. The sales taxes in the other 
eight States are all post-World War I1 en- 
actments. North Carolina, whose sales tax 
also stems from the 1930's, originally in- 
cluded a food exemption but repealed it 
in 1961 ; and West Virginia, which added 
a food exemption to its sales tax in 1941, 
repealed it 10 years later. Although Indi- 
ana does not exclude food or medicines 



from its 2-percent retail sales tax, it pro- 
vides a $6 tax credit against the personal 
income tax (equivalent to the income tax 
on $300) for each taxpayer and each of 
his dependents, specifically as an offset for 
sales taxes on purchases of food and pre- 
scription drugs. 

Administrative problems may also have 
been a deterrent to the exemption of food. 
Since most food retailers sell a large variety 
of nonfood items, the food exemption 
aggravates the compliance burden by re- 
quiring merchants to keep a separate 
record of taxable and nontaxable sales and 
increases the tax enforcement problem 
significantly. 

Only three States exempt clothing from 
their sales taxes. Connecticut excludes 
children's clothing, and the Pennsylvania 
and Wisconsin clothing exemptions ap- 
ply generally except for certain fur arti- 
cles and apparel used in sports, and in 
Pennsylvania, formal wear. In 1963 Texas 
repealed a provision exempting "outer ap- 
parel" selling at retail for less than $10. 

The Wisconsin sales tax is unique in 
that it is designated a "selective sales and 
use tax" and taxes only those specific items 
enumerated in the law. The list is quite 
comprehensive and includes most items 
encompassed by the usual general sales tax 
laws. Excluded from the list of taxable 
items are cigarettes, motor fuel, food (ex- 
cept restaurant meals), clothing (except 
furs and sporting goods), and medicine. 

Casual sales, sales to or by govern- 
ments and religious, charitable, educa- 
tional, and other nonprofit organizations, 
are usually exempt from State sales taxes. 

Administration.'-In about half of the 
States with general sales taxes, the tax is 
administered by an agency headed by a 
single director appointed by the Governor. 

A more detailed discussion of State sales tax adminis- 
tration will be found in Due, op. cit. 

In Maryland and Texas the elected State 
comptrollers administer the sales tax. 
Florida, which formerly also lodged re- 
sponsibility for sales tax administration in 
its elected comptroller, shifted in 1963 to 
a revenue commission composed of the 
Governor and a number of cabinet-level 
officials. The board appoints a director of 
revenue. Ten other States have either 
appointed or elected boards or com- 
missions. 

Sales taxes are collected by the State 
agency from the vendors of taxable items, 
who collect the tax from purchasers at the 
time of the sale. All States require ven- 
dors to register with the State tax agency, 
which issues a certificate of registration. 
Over half of the States require monthly 
returns, the remainder, generally quar- 
terly returns. In some States either 
monthly or quarterly filing may be per- 
mitted by the State tax agency under cer- 
tain circumstances. 

Twenty-two States compensate vendors 
for collecting the sales tax by allowing a 
discount on the tax liability. The dis- 
counts range from 1 to 5 percent. Be- 
cause of the widespread use of the bracket 
system, whereby small sales bring in more 
than the established rate, vendors often 
collect more than the tax liability calcu- 
lated on the basis of their total sales 
volume. In at least 17 States the vendors 
are allowed to retain the excess receipts 
(referred to as "breakage"). Most of the 
States allowing no discount allow reten- 
tion of the breakage. 

In order to prevent avoidance of their 
sales taxes, all States have enacted use 
taxes, at the same rate as the sales tax, on 
goods purchased outside the State for use 
within the State. Although the purchaser 
is liable for payment of the use tax to his 
State of residence, enforcement of this re- 
quirement has been one of the more dif- 



ficult aspects of sales tax administration. 
T o  minimize dealing with individual pur- 
chasers, virtually all States require out-of- 
State vendors to register with the State tax 
agency so that they can collect the use tax 
from the purchaser and remit the pro- 
ceeds to his State of residence. This pro- 
cedure has been applied rather broadly 
to encompass vendors who have no retail 
outlets or even sales representatives in the 
State. A 1960 Supreme Court decision 
upheld the right of Florida to require 
registration and payment of tax by an 
Atlanta firm that had neither a place of 
business nor any agents in F l ~ r i d a . ~  The 
Court held that solicitation by an inde- 
pendent broker rather than by a repre- 
sentative of the firm did not alter the tax 
status. Although brokers are "independ- 
ent," the court ruled that the firm was 
represented by "salesmen" who were en- 
gaged in the continuous solicitation of 
orders. 

Judicial assent to extension of the State 
taxing jurisdiction to interstate sales has 
prompted the Congress to explore the 
need for Federal legislation to regulate the 
application of State sales taxes to com- 
modities moving in interstate commerce. 
A subcommittee of the House Judiciary 
Committee is now conducting an extensive 
study of the p r ~ b l e m . ~  

Local Sales Taxes 

Sales taxation at the local level is essen- 
tially a product of the need for revenue to 
relieve the pressure on property taxation 
in the postwar period. Prior to World 
War 11, sales taxes were imposed by only 

EScripto, Znc. v. Carson, 362 U.S. 207 (1960). See Due, 
ofi. cit., pp. 206-10. 

9 U.S. Congress, House, Committee on the Judiciary, 
Hearings Before the Special Subcommittee on State Tax- 
ation of  Interstate Commerce, June 14-20, 1962. 87th Con- 
gress, 2d Sess. It is expected to report by June 30, 1965. 

two major cities, New York City and New 
Orleans, which enacted their original sales 
tax laws in 1934 and 1938, respectively. 
Following the war a local sales tax move- 
ment began in California and spread to lo- 
calities in other States, particularly Illinois, 
Mississippi, and Utah. At present, sales 
taxes are levied by local governments in 
13 States. Virtually all municipalities in 
California and Illinois levy a sales tax. 
Six of the 15 largest cities in the United 
States (New York, Chicago, Los Angeles, 
Washington, D.C., San Francisco, and 
New Orleans) impose a isales tax. Table 
45 indicates the number of local govern- 
ments in each State levying a sales tax, 
and the tax rates. In all, over 2,000 local 
governments now impose general sales 
taxes. 

The local government tax rate in those 
States where a State sales tax is in effect 
(10 of the 13 States) is either one-half or 
1 percent, except for Denver, and several 
municipalities and one county in Ala- 
bama, where the rate is 2 percent. The 
local sales tax rate in the three States with- 
out State levies (Alaska, New York, and 
Virginia) is either 1/2, 1, 2, or 3 percent 
(the rate in New York City is 4 percent). 
Where State and local taxes exist side by 
side, the tax bases tend to be substantially 
the same. 

Sales taxes are locally administered in 
seven States (Alabama, Alaska, Arizona, 
Colorado, Louisiana, New York, and 
Virginia), while in the six remaining 
States there is some type of State-local and 
county-municipal coordination. However, 
in Alabama and Colorado, there is also 
provision for State collection of the local 
sales taxes (table 46). 

Six States provide general authorization 
for local governments to enact supple- 
ments to the State general sales tax, to be 
collected by the State (California, Illinois, 



TABLE 45.-Local Sales Tax Rates, January 1,1964 1 

State 
1 State I ~ o c a l  tax rates 

tax rate I iprcenti 2 1 1 
1/2 percent 1 percent 

1 This tabulation includes only those local sales taxes 
about which authoritative information is available. The 
following cities with 1960 populations of 50,000 or more 
impose a sales tax: Albuquerque, Baton Rouge, Denver, 
Huntsville, Jackson, Mobile, Montgomery, New Orleans, 
New York, Niagara Falls, Phoenix, Pueblo, Salt Lake City, 
Syracuse, Tucson, and all cities of 50,000 or over in Califor- 
nia and Illinois. The District of Columbia, not included 
in this tabulation, levies a 3-percent sales tax. 

a The rates shown are those applicable to sales of tangible 
personal property at retail. The State rate for Illinois in- 
cludes a I-percent additional tax, effective through June 30, 

Alabama. ........................... 
77 municipalities. 
18 counties.. .................................. 

Alaska: 
32 municipalities. 
4 school districts.. 

Arizona. ............................. 
9 municipalities. .............................. 

California: 
385 municipalities. ................ 
58 counties 4. 

Colorado.. ...................... .. .. 
6 municipalities.. 

Illinois. .............................. 
1,170 (approx.) municipalities. 
68 counties. .................................. 

Louisiana 5. .......................... 
14 municipalities. 
4 parishes.. 
1 school district.. 

Mississippi. ........................... 
151 municipalities.. ........................... 

New Mexico.. ........................ 
23 municipalities. 

New York: 
8 municipalities.. 
5 counties 7.. 

1 school district. .............................. 
Tennessee. ................... .. ..... 

2 counties. 
Utah. ................................ 

133 municipalities. ............................ 
24 counties. ................................... 

Virginia: 
1 munici ality.. .................. 

(~risto! Q.. 

1965. 
8 Twenty of these cities are in 12 counties that also have 

local sales taxes. The legislation authorizing county sales 
taxes, however, takes account of any city sales taxes in the 
county. For example, in Marion County, where the gen- 
eral county rate is 2 percent, it is only 1 percent in cities 
that levy their own I-percent sales taxes, so that the over- 
all rate in those cities is no higher than the general county 
rate. 

Mississippi, New Mexico, Tennessee, and 

4 ......................................... 
......................................... ......................................... 

3 

3 ............................................. 
2 .......................,................. 
31/2 .................. 
2 ......................................... ............................................... ......................................... 
3 

3 ......................................... 
......................................... ............................................. 

3 ................................................ 
3 

........................................................ 

Utah). A   he combined administration of 
the 'state and local sales taxes was 

........................ 
2 

........................ 
3 

............ 

........................ 

........................ 
1,170 

68 ........................ 

........................ 
39 ........................ 

1 ........................ 
........................ 

133 
24 

pioneered by Mississippi in 1950, applic- 
able to municipalities only. New Mexico 

8 72 
15 

2 
2 

6 

385 
58 

5 

............ ............ 
14 
4 
1 

112 

23 

6 2 
8 1 ............ 

2 

........... ........... , 

enacted similar authorization for munici- 

P percent I 3 percent 1 4 percent 

4Includes the city-county of San Francisco. 
6Three of the 14 municipalities, namely, Baker, Baton 

Rouge, and Zachary, are located in East Baton Rouge 
Parish, which is one of the four parishes imposing a tax. 
The East Baton Rouge Parish tax does not apply to the 
three munici alities. 

6lncludes hatertown. the only sales tax city located in 
a county (Jefferson) that also has a local sales tax. The 
Jefferson County 2 percent tax is reduced to 1 percent in 
Watertown. I 

7Excludes Warren County's 2-percent tax, suspended 
during litigation. Although the tax was upheld by the 
Court of Appeals, it had not been activated by the end of 
1963. -. ~. 

8Erie County. The county 1-percent rate is reduced to 
of 1 percent in Buffalo because of Buffalo's 21/4 percent 

consumers' utility tax. 
QNorfolk has adopted a 2-percent sales tax, effective 

July 1, 1964. 

palities in 1955. That  same year Illinois 
authorized its municipalities to add a one- 
half of 1 percent sales tax to the State tax 
and it extended the authorization to coun- 
ties in 1959, applicable only in unincorpo- 
rated areas. 





Source: U.S. Bureau of Census, Governments Division. 

TABLE 47.-Local General Sales T a x  Collections, 1952-62 
(Dollar amounts in millions) 

tween the county and any municipalities 
in the county. Cities can levy their own 
sales taxes only if the county fails to enact 
a countywide 1-percent tax. If the county 
tax is less than 1 percent, cities may take 
up the difference between the county tax 
and 1 percent. 

Colorado in 1963 authorized cities to 
contract with the State for collection of 
their sales taxes.1° New Mexico, on the 
other hand, enacted a law in 1963 which 
allows the State to refuse to collect a city 
sales tax if the latter differs in coverage 
from the State tax. 

Local sales taxes duplicate or overlap 
State sales taxes in 10 States, and, like the 
State sales taxes, they overlap certain 
selective excises imposed by the Federal 
Government. In addition, some overlap 

Year 

1962. .................... 
1961. . . . . . . . . . . . . . . . . . . . .  
1960 . . . . . . . . . . . . . . . . . . . . .  
1959. . . . . . . . . . . . . . . . . . . . .  
1958. . . . . . . . . . . . . . . . . . . . .  
1957. .................... 
1956. . . . . . . . . . . . . . . . . . . . .  
1955. . . . . . . . . . . . . . . . . . . . .  
1954. .................... 
1953. . . . . . . . . . . . . . . . . . . . .  
1952. . . . . . . . . . . . . . . . . . . . .  

10 An earlier attempt in Colorado to provide for areawide 
administration of local sales taxes failed. The 1961 session 
of the State's legislature authorized 4 counties in the Den- 
ver area to band together into a capital improvement dis- 
trict and to levy an areawide sales tax to finance improve- 
ments. Such a district was established and approved by 
a majority of all those voting in a special election. How- 
ever, the State Supreme Court declared the State enabling 
law unconstitutional on the ground that it interfered with 
the home rule powers granted by the State Constitution to 
one of the mu&ipaliGes encompassed by the capital im- 
provement district whose voters had rejected the proposal. 

All local governments New York City 

the State and local special excises on 
items such as alcoholic beverages. The  
sales tax of the city of New Orleans, for 
example, overlaps its own excises on alco- 
holic beverages as well as those imposed 
by the State. 

Local general sales taxes yielded almost 
$1 billion in 1962, about two-fifths of all 
local nonproperty tax revenue; and by 
June 1963 the annual local sales tax yield 
topped $1 billion. Sales tax collections 
of all local governments in 1962 were 
more than 2% times the 1952 total but 
changed little in relation to total tax 
revenue because of the dominance of 
property taxes in the local tax structure. 
More than half of all local sales taxes in 
1962 was accounted for by New York City 
(table 47). If the New York City figures 
are excluded, local sales tax revenue quin- 
tupled since 1952, from $89 million to 
$460 million in 1962. Thus, outside of 
New York City the importance of sales 
taxes to local financing changed consider- 
ably-from a little over 10 percent of local 
nonproperty taxes in 1952 to almost one- 
fourth in 1962. Nevertheless, the general 
sales tax is primarily a large-city phenome- 

Amount 

(1) 

$974 
92 1 
875 
747 
699 
656 
546 
453 
408 
427 
369 

Amount 

(3) 

$514 
486 
477 
387 
370 
367 
346 
312 
300 
328 
280 

All local governments, except 
New York City 

Percent of 
nonproperty 

taxes 

(2) 

38.2 
37.8 
38.3 
37.3 
38.0 
36.5 
34.0 
31.0 
31.4 
34.1 
33.7 

Percent of 
nonproperty 

taxes 

(4) 

82.1 
81.1 
80.8 
83.6 
83.3 
82.7 
80.5 
79.4 
80.9 
81.6 
83.6 

Amount 

(5) 

5460 
435 
398 
360 
329 
289 
200 
141 
108 
99 
89 

Percent of 
nonproperty 

taxes 

(6) 

23.9 
23.7 
22.0 
23.4 
23.6 
21.4 
17.0 
13.2 
11.6 
11.7 
11.7 

Percent of 
all local 

s a T Z &  
(5)+(l) 

(7) 

47.2 
47.2 
45.5 
48.2 
47.1 
44.0 
36.6 
31.1 
26.5 
23.1 
24.1 



TABLE 48.-State Collected, Locally Shared General Sales Taxes, 1962 

State 

...... Alabama. 

....... Arizona. 

........ Florida. 

........ Hawaii. 

Kansas. ........ 

Michigan. ...... 

.. North Dakota. 

Ohio. .......... 

..... Tennessee. 

Total.. .. 

Tax 
revenue 

(thousands) 
Distribution formula 

Recipient 

governments 

...... 9% of first $4 million, % equally Counties.. 
among counties and I/p in pro- 
portion to population. ......... 25% to cities and towns in pro- Cities.. 

...... portion to po ulation. 60% of Counties.. 
remainder a8er city dlstnbu- 
tion and certain other appro- 
priations, in proportion to col- 
lections in each county. 

Amount required by formula dis- School districts. . 
tributed in proportion to num- 
ber of instructional units. 

Of proceeds equal to 1% of tax City (Honolulu). ...... base of all collections made at Counties.. 
rate of 2% or more, a specified 
percentage distributed to Hono- 
lulu and to each county. 

Of residue in "retail sales tax Cities.. ......... 
fund,"l $125 million distrib- Counties.. ...... 
uted, G in proportion to county Townships. ..... 
population and 1/1 in proportion Special districts. . 
to countywide assessed valua- School districts. . 
tions, and redistributed within 
each county to all taxing units 
in proportion to property tax 
levies. 

ih of sales tax proceeds (exclud- 
ing use tax) in proportion to Cities.. ......... 
population .................. Townships. ..... 

, , 
among counties: 3/4 in propor- 
tion to assessed values within 
municipalities and 1/4 in propor- 
tion to county population sub- 
ject to a specified minimum 
amount per county (currently 
$40 thousand). Counties redis- 
tribute among various taxing 
units as determined by county 
budget commissions. In corm- 
ties of less than 100,000 popula- 
tion, not less than 10% to town- 
shim. 

7 h  on basis of a school equaliza- School districts. . 
tion formula. 

Specified amount (currently $24 Various units. ... 
million annuallv) distributed 

.... 

8.3%hss specified amount for use Cities. . . . . . . . . . .  
of University of Tennessee Mu- 
nicipal Technical Advisory Serv- 
ice, in proportion to population. 

Note: Excludes Wisconsin, which, effective March 1, 
1963, appropriates $55 million annually from its sales tax 
proceeds to compensate cities, towns, and villages for local 
tax credits granted property taxpayers. 

"Retail sales tax fund" receives 80% of proceeds from 
general sales tax, 24% of proceeds from cigarette tax, and 
all cereal malt beverage tax collections, and is used mainly 
for welfare and education. Only the $12.5 million "resi- 
due" is reported here as shared taxes. 

Amount 

[thousands) 

Health and agri- 
cultural exten- 
sion. 

General ] purposes. 

Education 

General } purposes. 

2 1,860 
2 4,481 

2 449 
2 33 

a 5,562 

9,304 General purposes 

General purposes a 1 
Education a 

35,879 
17,040 

11,494 

24,0@) 

2 Includes cigarette and cereal malt beverage taxes. See 
footnote 1. 

8 Must be applied to reduction of property tax levies. 
4 In addition, most of the remainder of the sales tax pro- 

ceeds, together with other earmarked taxes, is distributed 
to school districts under various formulas. 

Source: U.S. Bureau of the Census, State Payments to 
Local Governments, 1962 Census of Governments, Vol. VI, 
No. 2. 

General ] purpora. 

Education 

General purposes 



non. In 1962, 78 percent of all local general 
sales tax revenue accrued to the cities 
with 1960 populations of 50,000 and over. 
The  1962 sales tax yields of the six largest 
sales tax cities, as a percentage of their total 
tax revenues, were as follows: New York, 
30 percent; Chicago, 9 percent; Los An- 
geles, 26 percent; Washington, D.C., 14 
percent; San Francisco, 15 percent; and 
New Orleans, 28 percent. 

Shared Taxes 

In fiscal 1962, nine States shared por- 
tions of their State general sales taxes di- 
rectly with their local governments (table 
48). Those States (Alabama, Arizona, 
Florida, Hawaii, Kansas, Michigan, North 
Dakota, Ohio, and Tennessee) distributed 
to their municipalities, counties, and 
school districts 13.9 percent of the $1.3 
billion general sales tax revenue they col- 
lected in 1962. Starting in fiscal 1963, 
Wisconsin distributes to all its local govern- 
ments $55 million of its annual collections 
from its new State sales tax. However, the 
States distribute considerably more of 
their general sales tax revenue to local 
governments than the $183 million shown 
in table 48 as directly shared general sales 
taxes. 

Most States place their general sales tax 
proceeds in general treasury funds to- 
gether with revenue from other sources. 
These funds are then available for appro- 
priation by the legislatures to finance the 
various State government programs, in- 
cluding State aid for education, public 
welfare and, in some instances, general 

local government support. In some States 
general sales tax revenue goes into special 
funds, together with other specific taxes, 
for education, welfare, or other specified 
purposes. Kansas and Michigan, both of 
which share some of their sales tax revenue 
directly, are examples. 

In Kansas 80 percent of the sales tax 
revenue is placed in the "retail sales tax 
fund." Into this fund also go all the cereal 
and malt beverages tax and a portion of 
the cigarette tax. Amounts are allocated 
from the "retail sales tax fund" to the 
State welfare department and the school 
finance fund which, in turn, distribute 
funds to local governments under various 
educational and public assistance grant-in- 
aid programs. State aid for education and 
public welfare amounted to over $90 mil- 
lion in fiscal 1962, but only $12.5 million 
was distributed to local governments di- 
rectly from the "retail sales tax fund." 

Michigan collected $426 million from 
its general sales tax in fiscal 1962 (exclud- 
ing the use tax which is not distributed), 
but distributed only $53 million directly to 
its municipalities. However, most of the 
remainder, together with other specific 
taxes, was earmarked for distribution to 
school districts under various educational 
grant formulas. Michigan paid $337 mil- 
lion to school districts in fiscal 1962. 

An examination of the relationship be- 
tween State aid programs and sales tax 
collections suggests that in the fiscal year 
1962 as much as $1.6 billion of State sales 
tax revenues found their way into local 
treasuries in addition to the $183 million 
earmarked for them as shared taxes. 



Chapter 8 
INDIVIDUAL INCOME TAXES 

Taxation of individual incomes began 
at approximately the same time at the 
Federal and State levels. Most of the 
States, however, entered the field a decade 
or more after the adoption of the Federal 
income tax. At the present time, 36 
States and the District of Columbia tax 
personal incomes. This count includes 
New Hampshire and Tennessee, which 
tax only income from intangibles, and 
New Jersey where the so-called "commu- 
ters' tax" applies to New York residents 
earning their income in New Jersey.' The 
count includes also Indiana, whose flat- 
rate net income tax was enacted in 1963. 

Local income taxes are largely a post- 
World War I1 development. They are 
now levied at low flat rates by cities and 
other local units in 6 States and differ in 
basic characteristics from the Federal and 
State taxes. 

Almost 94 percent of the $48.6 billion 
individual income tax collections in fiscal 
1962 accrued to the Federal Government. 
Of the remainder, $2.7 billion, or 5.6 per- 
cent, was collected by the States and only 
$308 million, about one-half of 1 percent, 
by local governments. 

T h e  Federal T a x  

For some years the individual income 
tax has been the most important single 
source of Federal revenue. It produced 

1 New Jersey residents earning their income in New York 
are allowed a credit against the New Jersey tax, but since 
New Jersey and New York tax liabilities are the same, they 
pay no New Jersey tax. 

$47.6 billion in the fiscal year 1963 and 
accounted for about 55 percent of total 
Federal tax revenues exclusive of employ- 
ment taxes. The President's Budget for 
the fiscal year 1965, taking into account 
the 1964 tax revision program, projects 
individual income tax collections at $48.5 
billion. The evolution of the income tax 
into the mainstay of the Federal tax system 
is one of the major tax developments of 
recent decades. When first enacted, fol- 
lowing ratification of the 16th amendment 
in 191 3, it consisted of a 1-percent normal 
tax, from which corporate dividends were 
exempt, and of a surtax ranging from 1 
to 6 percent. Since that time, it has 
undergone numerous changes in structure 
as well as in rates and exemptions. World 
War I brought rate increases and a decline 
in exemptions. Immediately thereafter 
taxes were lowered; this occurred seven 
times between 19 19 and 1928. The down- 
ward trend was reversed during the 
1930's; exemptions were lowered in 1932, 
and rates were raised in 1932, 1934, and 
1935. 

Defense and war financing during 
World War I1 brought the introduction 
of withholding which, together with re- 
duced exemptions and sharply increased 
tax rates, converted the income tax into a 
major revenue producer affecting for the 
first time the majority of income recipients 
in the country. Between 1939 and 1944 
the number of taxable returns rose from 
4 million to 42 million and tax collections 



from $1 billion to almost $20 billion. 
After reaching a peak in 1944, the wartime 
rates were reduced, first in 1945 and again 
in 1948. However, as a result of increased 
defense requirements associated with hos- 
tilities in Korea, rates were again increased 
in 1950 and 1951. T h e  Korean legisla- 
tion left the $600 per capita exemption 
unchanged but increased rates. The  Rev- 
enue Act of 1951 increased the rate ap- 
plicable to 1952 and 1953 incomes to 22.2 
percent on the first $2,000 of taxable in- 
come and up to 92 percent on the amount 
of taxable income in excess of $200,000. 
T h e  total tax for an individual was limited 
to 88 percent of net income. In 1954, in 
accordance with the provisions of the 
Revenue Act of 195 1, the first-bracket rate 
reverted to 20 percent, where it remained 
until the 1964 tax rate reductions. 

The  1964 legislation reduced tax rates 
and made significant structural changes, 
including the provisions governing the 
deductibility of State and local taxes. The  
new rates, which will become effective in 
two installments (1964 and 1965), range 
from 14 percent to 70 percent. T h e  first 
$2,000 tax bracket ($4,000 for joint re- 
turns) has been split into four brackets. 
The  rate reductions, together with the 
other changes, it is estimated, will reduce 
annual individual income tax liabilities 
between $9 and $10 billion. 
The State Taxes 

State individual income taxes produced 
almost $3 billion in 1963. They have 
experienced a greater rate of increase in 
recent years than any other major State 
tax source, reflecting largely a doubling 
of aggregate personal income since 1951 
and a notable upward shift of the low- 
income population on the income scale. 
Higher statutory tax rates, lower personal 
and dependency exemptions, and more 
effective enforcement, notably through the 

introduction of withholding at the source 
and exchange of tax records with the 
Federal Government, also played a part. 
The  States' individual income tax collec- 
tions rose 224 percent between 1952 and 
1963, compared with an increase of 114 
percent in their other taxes. T h e  share 
of individual income taxes in total State 
tax collections (exclusive of unemployment 
compensation taxes) grew from 9 percent 
in 1952 to 13 percent in 1963 (table 49). 

The  case of Delaware, with a seven-fold 
increase in individual income tax collec- 
tions since 1952, highlights the elements 
that contributed to the enlarged revenue 
producing strength of State income taxes. 
Withholding had been introduced in 
1949. Statutory rates in 1952 were 1 per- 
cent on the first $3,000, 2 percent on the 
next $7,000, and 3 percent on the remain- 
ing net income (over $10,000). Present 
rates, reflecting successive increases, range 
from 1 s  percent on the first $1,000 to 
11 percent on the excess over $100,000. 
Personal exemptions were lowered in 
1953, and partly to offset simultaneous 
increases in rates, Delaware provided for 
the deductibility of Federal income taxes 
(limited to $300 per taxpayer). Since dur- 
ing this period (1951-61) adjusted gross 
income reported on Federal tax returns 
from Delaware increased only 68 percent, 
the major portion of Delaware's increase 
in personal income tax collections was ap- 
parently accounted for by rate and struc- 
tural changes. 

T o  demonstrate the net effect of changes 
in statutory rates and in personal and 
dependency exemptions, table 50 presents 
estimated effective rates in 1954 and 1964 
at various income levels for a married 
couple with two  dependent^.^ Effective 

2For this purpose the "effective rate" is defined as the 
ratio of tax liability to adjusted gross income (that is, in- 
come after business cost deductions but before personal 
exemptions and other allowable deductions). 



TABLE 49.-State Zndividwl Income Tax Collections. bv State. 1952 and 1963 

State 

Alabama ........................... 
Alaska ............................. 
Arizona ............................ 
Arkansas ........................... 
California ......................... 
Colorado .......................... 
Delaware .......................... 
Georgia ........................... 
Hawaii ............................ 
Idaho ............................. 
Indiana .......................... 
Iowa .............................. 
Kansas ............................ 

..... .................. Kentucky .. 
Louisiana .......................... 
Maryland .......................... 
Massachusetts ...................... ..... ................. Minnesota .. 
Mississippi ......................... 
Missouri ........................... 
Montana .......................... 
New Hampshire .................... 
New Jersey ......................... 
New Mexico ....................... 
New York .......................... 
North Carolina . . . . . . . . . . . . . . . . . . . . .  
North Dakota ...................... 
Oklahoma ......................... 
Oregon ............................ 
South Carolina ..................... 
Tennessee ......................... 
Utah ............................. 
Vermont .......................... 
Virginia ........................... 
West Virginia . . . . . . . . . . . . . . . . . . . . . .  
Wisconsin ......................... 

Total ....................... 

n.a.-Data not available . 

. .  
(Dollar amounts in thousands) 

Amount 
Percent of 
total State 

tax collections 

1963 (prelim.) 

Amount 
Percent of 
total State 

tax collections 

Percent 
increase 

1952 to 1963 

1 Includes an unseeremble amount of corporation income 
taxes for 3 States i n  1952 (Alabama. ~oufsiana. and Mis- 
souri) and for 1 State in 1963 (New Mexico) . Furthermore. 
the total for 1952 excludes Alaska and Hawaii. for which 
data are not available . Excludin those six States from 
the totals. and excluding the New k e y  and West Virginia 
amounts from the 1963 total. the comparable totals are: 
1952. $846.4 million; 1963. $2,757.3 million; and percent in- 
crease. 1952-1963. 225.8%. Combined individual and cor- 
poration income tax collections by the 4 States for which 
corporation income taxes cannot be separated out for the 
two yean are as follows (the Alabama amount for 1952 
includes the tax on financial institutions. which was re- 
ported separately): 

Percent 
1952 1963 increase 

State P o )  (000) 1952-63 
...... Alabama $17. 351 $39. 429 127.2 

Louisiana ..... 22. 766 36. 046 58.3 
Missouri ...... 25. 436 76. 226 199.7 
New Mexico . . 3. 506 14. 210 305.3 

2 Not computed; data are not comparable . 
Tax effective after fiscal year 1963 . 

4 Includes 3 months' collections on 1963 income in addi- 
tion to a full year's collections on 1962 income; withhold- 
ing effective January 1. 1963 . 

Source: U.S. Bureau of the Census. Compendium a f  
State Government Finances in 1952; and State Tax Collec- 
tions in 1963. August 1963 . 



TABLE 5O.State Individual Income Taxes: Eflective Rates at Selected Adjusted Gross Income Leuels. 
1954 and 1964. Married Couple with T w o  Dependents 

(Percent) 

I 
Adjusted gross income 1 

State $5. 000 11 $7.500 /( $10. 000 

............... Alabama* 0.2 ................... Alaska . 8 ............... Arizona* a 1 
Arkansas ......................... ............... California . 1 
Colorado* ............... J 
Delaware* .............. . 3 
District of Columbia ............... 
Georgia ................. 2 
Hawaii .................. n.a. 

Idaho* .................. . 4 ................. Indiana 0 
Iowa* ................... . 9 
Kansas* ................. . 4 
Kentucky +............... . 7 
Louisiana* ....................... 
Maryland ............ , .. .5 
Massachusetts* 2 .......... . 7 
Minnesota* .............. 1.1 
Mississippi ........................ , 

Missouri* ................ 
Montana* a .............. 
New Jersey ............. 
New Mexico* a ........... 
New York ................ 

........... North Carolina ......... North Dakota* 2 .............. Oklahoma* ................. Oregon* .......... South Carolina* 

................... Utah* ................. Vermont ................. Virginia ............ West Virginia ............... Wisconsin 

Median State ....... 

Note: In computing income taxes. it was assumed that gross income (i.e., income after business deductions but 
all income was from wages and salaries and earned by one before personal exemptions and: other allowable deduc- 
spouse. and that the optional standard deduction was used tions) . 
except for the $25. 000 income class where it was assumed n.a.-Data not available . 
that deductions are itemized . Itemized deductions were Federal income tax deductible . 
assumed to be $3.475. excluding the State individual in- 
come tax . For those States that allow deductions of the 
Federal tax. the State tax was assumed to be $500 in com- 
y t i n ~  the Federal tax liability: exce t that where the 
tate mdividual income tax is itself de&ctible in comput- 

ing the State income tax liability. the actual State tax lia- 
bility was added to the $3. 475 for both Federal and State 
tax computations . New Ham shire and Tennessee are 
excluded from this table since &eir personal income taxes 

1 Adjusted gross income is income after business deduc- 
tions but before personal exemptions and other allowable 
deductions . 

2 Since there was no standard deduction in 1954. the 
standard deduction authorized under present law was used 
in computing the 1954 tax liability . 

sNo individual income tax in 1954 . 
'Tax applies to New York residents who derive income 

apply only to interest and dividend income . "Effective from New Jersey sources . 
rates" are computed as the ratio of tax liability to adjusted 



rates rose moderately in more than half of 
the States with income taxes in both years, 
and generally at all income levels. How- 
ever, the rates of increase have been great- 
est at the lower income levels, and the 
degree of progressivity has tended to de- 
cline. In only 5 States has there been any 
appreciable increase in the span between 
lowest and highest effective rates (Arizona, 
California, Georgia, Kentucky, and South 
Carolina). These are among the 6 States 
that have reduced effective rates at one or 
more income levels; the other is Missis- 
sippi. The above-mentioned 5 States 
either have applied most of the reduction 
to the lower income brackets or have actu- 
ally increased effective rates at the higher 
brackets. 

State individual income tax structures 
retain a moderate degree of graduation. 
At the $5,000 income level effective rates 
range from zero in two States to 1.9 per- 
cent in 1, and at the $25,000 level the 
range is from 0.8 percent to 5.5 percent. 
For the hypothetical median State, the 
effective rate at the $25,000 level is almost 
six times that at the $5,000 level.8 The 
graduated nature of the State income taxes 
has made them responsive as revenue pro- 
ducers to upward shifts in income levels 
(table 51). On the basis of Federal tax 
returns, those reporting less than $5,000 
of adjusted gross income accounted for 
73 percent of income and 44 percent of 
tax liability in 1946. By 196 1 their share 
had declined to 26 percent and 14 percent, 
respectively. During this period the share 
of income reported on returns with over 
$10,000 increased from 16 percent to 31 
percent. All States shared in these trends. 

8 In general, however, the State income taxes are pro- 
gressive up to the $25,000 or $50,000 adjusted gross income 
level and become regressive above those levels. Deducti- 
bility of the Federal income tax has a particularly regres- 
rive effect at the higher income levels. See discussion un- 
der "Deductibility" on page 129. 

The States vary considerably in their 
use of the individual income tax as a 
source of tax revenue. In 1963, when 13.4 
percent of all State tax collections came 
from individual income taxes, 5 States 
relied on them for less than 5 percent, but 
11 States obtained more than one-fourth 
of their tax collections from that source 
(table 49). In 1952 only 2 States de- 
rived as much as 25 percent of their tax 
revenue from individual income taxes. 

Significantly, not a single new State in- 
dividual income tax had been enacted in 
nearly a quarter century prior to 1961, 
when West Virginia adopted this tax and 
New Jersey adopted it in limited form.' 
More than one-third of the U.S. popula- 
tion is still free of State income taxation 
in its home State. Significantly, also, these 
people are concentrated in the older indus- 
trial States. Connecticut, Illinois, Michi- 
gan, New Jersey, Ohio, and Pennsylvania 
are all without State individual income 
taxes. 

Structure.-Individual income taxes im: 
posed by the States resemble the Federal 
tax but differ from it and from each other 
in structural detail, ~articularly the level 
of rates and exemptions. Like the Federal 
tax, all State individual income taxes (ex- 
cept the Tennessee tax on dividends and 
interest) allow personal exemptions (table 
52). The exemption is generally in the 
form of a deduction from income, but 
5 States express the exemption in the 
form of a tax credit. New York supple- 
ments its personal exemption with a tax 
credit. 

Twelve of the income tax States use the 
Federal $600 per capita exemption system. 

4 Alaska adopted an individual income tax in 1949, when 
it was a Territory. South Dakota and West Virginia had 
enacted individual income taxes in 1955 but repealed them 
in 1943. South Dakota, unlike West Virginia, has not re- 
rumed income taxation. 



In the other States exemptions for a single emptions allowed by the States and the 
person, a married couple, or head of District of Columbia is shown below. For 
family are generally higher. The exemp- the 5 States which express the exemp- 
tion for dependents is higher than the tion in the form of a tax credit, the credits 
$600 Federal allowance in only four States. have been converted into their deduction 

The size distribution of personal ex- equivalents at first bracket rates. 

State Individual Incomes Taxes: Frequency Distribution of Exemptions, January 1,1964 

Single person 

Amount Number 
of 

exemption States 

Married couple or 
head of family 

Amount 
of 

exemption 

Includes District of Columbia, but excludes New Hamp- 
shire and Tennessee, which tax income from intangibles 
only. New Hampshire allows a $600 exemption to single 
and married persons, but no credit for dependents. Ten- 
nessee allows no personal or dependency exemptions. 

With few exceptions, State income tax 
rates are graduated, but none approaches 
even the first bracket rate of the Federal 
schedule. The highest State rate is 11 
percent; in 23 States the rates are no 
higher than 7 percent; and 6 States have 
maximum rates of less than 5 percent. In 
the District of Columbia the maximum 
rate is 5 percent. Approximately three- 
fourths of the States terminate graduation 
at $15,000 of taxable income or below; 
graduation extends beyond the $25,000 
level in only 6 States (table 53).5 As has 
been noted, the statutory rates shown in 

6 In view of the 1964 Federal income tax rate reductions, 
Alaska has, effective January 1, 1964, replaced its previous 
income tax, expressed as 16% of Federal tax liability, with 
an independent rate structure equal to 16% of the pre- 
1964 Federal tax rates. West Virginia made a similar 
change in 1963. 

Number 
of 

States 

Dependents 

Amount 
of 

exemption 

Number 
of 

States 

None 
$200 
300 
333 
400 
405 
500 
514 
600 
750 
800 

1,000 

2 In Massachusetts the minimum exemption allowed 
against earned and business income is $2,500. In the case 
of a joint return, the exemption is the smaller of $4,000 
pr $2,000, plus the income of the spouse with the smaller 
income. 

table 53 do not reflect adequately the de- 
gree of graduation in State income taxes. 
The amount of income tax an individual 
pays, particularly in the lower and middle 
income areas, depends on the size of the 
personal and dependency exemption, and 
on the deductions allowed in arriving at 
taxable income. A high-rate structure, 
particularly in the upper brackets, with 
deduction of the Federal income tax, may 
be no more onerous than a low-rate struc- 
ture without such deduction. However, 
even flat-rate income taxes (Indiana, Mary- 
land, and Massachusetts) contain some 
graduation as a result of personal and 
dependency exemptions (see table 50). 

While State income tax rates and ex- 
emptions vary, there is substantial struc- 
tural similarity. Since adoption of the 



TABLE 51.-Income Distribution for Families and Unrelated Individuals. I949 and 1959 

State 

Alabama ....................... 
Alaska ......................... 
Arizona ........................ 
Arkansas ....................... 
California ...................... 
Colorado . . . . . . . . . . . . . . . . . . . . . . .  
Connecticut ..................... 
Delaware ....................... 

. . . . . . . . . . . . .  District of Columbia 
Florida . . . . . . . . . . . . . . . . . . . . . . . . .  
Georgia . . . . . . . . . . . . . . . . . . . . . . . .  
Hawall .......................... 
Idaho .......................... 
Illinois ......................... 
Indiana . . . . . . . . . . . . . . . . . . . . . . . .  
Iowa . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kansas . . . . . . . . . . . . . . . . . . . . . . . . .  
Kentucky . . . . . . . . . . . . . . . . . . . . . . .  
Louisiana ....................... 
Maine . . . . . . . . . . . . . . . . . . . . . . . . . .  
Maryland . . . . . . . . . . . . . . . . . . . . . . .  
Massachusetts ................... 
Michigan . . . . . . . . . . . . . . . . . . . . . . .  
Minnesota . . . . . . . . . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . . . . . . . . . . .  
Missouri . . . . . . . . . . . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . . . . . . . . . . . .  
Nebraska . . . . . . . . . . . . . . . . . . . . . . .  
Nwada ......................... 
New Hampshire . . . . . . . . . . . . . . . . .  
New Jersey ...................... 
New Mexico . . . . . . . . . . . . . . . . . . . . .  
New York ....................... 
North Carolina .................. 
North Dakota ................... 
Ohio . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . . . . . . . . . . . .  
Oregon . . . . . . . . . . . . . . . . . . . . . . . . .  
Pennsylvania . . . . . . . . . . . . . . . . . . . .  
Rhode Island . . . . . . . . . . . . . . . . . . . .  
South Carolina . . . . . . . . . . . . . . . . . . .  
South Dakota .................... 
Tennessee . . . . . . . . . . . . . . . . . . . . . . .  
Texas ........................... 
Utah . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Vermont . . . .  
Virginia ..... 
Washington . 
West Virginia 
Wisconsin ... 
Wyoming .... 

United States . . . . . . . . . . . . . .  

Percent distribution 

Under 
$3. 000 

n.a.-Data not available . 

$10. 000 
and over 

Median 
income 

Source: U.S. Bureau of the Census. 1960 Census of 
Population. Seria PC(1)-lc to 52c . 

119 





(Footnotes to table 52 concluded ) 
lowed against nonbusiness income if income from all 
sources for a single person exceeds $5,000 and for a mar- 
ried person exceeds $7,500. 

11 An additional tax credit of $10 for sin le persons and 
$15 each for taxpaver and spouse is allowed for persons 65 
years of age or over and tor blmd persons. 

'2 The tax applies only to interest and dividends. 
1s Applies to commuters only, New Jersey-New York area. 
l4 In addition to the personal exenlptions, the following 

tax credits are r n t e d :  Single persons, $10; married tax- 
payers and hea of households, $25. 

15 An additional exemption of $1,000 is allowed a mar- 
ried woman with separate income. 

Federal tax simplification program in 
1944, an increasing number of States have 
tended to pattern their methods of tax 
computation after the Internal Revenue 
Code. In most States, taxpayers have the 

- .  

option of a standard deduction equal to a 
specified percentage of income instead of 
itemizing deductions. In addition, 19 
States and the District of Columbia pro- 
vide their lower income taxpayers with 
the option of using a tax table in lieu of 
computing their tax by deducting per- 
sonal exemptions and applying a pre- 
scribed tax rate schedule (table 54). 

The  trend toward adopting the Federal 
tax base for State tax purposes is a signifi- 
cant development from the point of view 
of easing the taxpayers' compliance bur- 
dens and facilitating Federal-State admin- - 
istrative cooperation. Fourteen of the 36 
individual income tax States now use the 
Federal tax base-Alaska, Hawaii, Idaho, 
Indiana, Iowa, Kentucky, Minnesota, 
Montana, New Jersey, New Mexico, New 
York, North Dakota, Vermont, and West 
Virginia (table 55). In these situations, 
State taxpayers typically modify the ad- 
justed gross income figure, as reported on 
Federal tax returns, by subtracting inter- 
est on Federal securities and other non- 
taxable income and by adding (1) interest 
from obligations of other States and their 
political subdivisions and (2) State income 
taxes that were deducted in arriving at 
the Federal base. Moreover, some States 
use the same standard deduction and per- 

16 A credit of $1 is allowed for each $100 actually con- 
tributed by the taxpayer as partial support of a person who 
could quality (except for the chief support requirement) 
as a dependent. The credit shall not exceed $6. 

17 A tax credit of $12 is alloned for each taxpayer or 
spouse who has reached the age of 65. A blind taxpayer 
and his spouse (if also blind\ are ellowed an additional 
$600 exemption plus a tax credit of $18 each. 

1s The exemption is extended to de endents over the age 
of 21 if their income is lesg than $8& a ear and if they 
are students in an accredited school or cofiege. 

lsExemption for one dependent of unmarried person is 
$1,000, if dependent is father, mother, son, daughter, sister 
or brother. 

20 Single person, $218; married couple, $405. 

sonal exemptions as the Internal Revenue 
Code. In the most complete integration 
with the Federal tax, the State tax is stipu- 
lated as a constant percentage of Federal 
tax liability, adjusted for that part of the 
taxpayers' income not taxable by the State. 
As originally enacted, the West Virginia 
personal income tax, was 6 percent of what 
the Federal tax liability would be if the 
base of the Federal taxable income were 
identical with West Virginia taxable in- 
come. The  law was amended in 1963, 
however, to provide tax brackets and 
graduated rates which correspond to about 
6 percent of those in the Federal system 
before the 1964 tax reductions. Alaska 
has converted its tax of 16 percent of the 
Federal tax liability to a bracket system, 
effective January 1, 1964. 

Even in States that do not make direct 
use of adjusted gross income as defined 
for Federal tax purposes, specific statutory 
provisions (capital gains and losses, depre- 
ciation, depletion, deductions for charit- 
able contributions, medical expenses, in- 
terest, etc.) are often similar to or identical 
with the Federal provisions. In many in- 
stances the correspondence with the Fed- 
eral income tax provision was closer when 
the State income taxes were first enacted. 
They have drifted apart as the States failed 
to keep legislative pace with amendments 
to the Federal law. In several States con- 
sideration continues to be given to defin- 
ing taxable income for State income tax 
purposes by reference to the Federal rev- 



TABLE 53.-State Zndividual Income Taxes: Rates. January 1. 1964 

State 

Alabama ........... 

Arizona a . . . . . . . . . .  

Arkansas . . . . . . . . . . .  

California a . . . . . . . .  

Colorado . . . . . . . .  

'irst $1.000 . . . . . . . . . . . . . . . .  
rl.001-$3.000 .............. 
3.001-$5.000 . . . . . . . . . . . . . .  
h e r  $5.000 . . . . . . . . . . . . . . .  
'irst $2.000 . . . . . . . . . . . . . . . .  
.2.OOI-$4.000 . . . . . . . . . . . . . .  

. . . . . . . . . . . . . .  '4.001-$6.000 
16.001-$8.000 .............. 
's.ool-$lo.ooO ............. 
.lO.OOl-$12.000 . . . . . . . . . . . .  

. . . . . . . . . . . .  .12.001-$14.000 
~14.001-$16.000 . . . . . . . . . . . .  

. . . . . . . . . . . .  16.001-$18.000 

. . . . . . . . . . . .  t18.001-$20.000 

. . . . . . . . . . . .  i20.001-$22.000 

. . . . . . . . . . . .  122.001-$26.000 

. . . . . . . . . . . .  i26.001-$82.000 
i32.001-$SS.OOO. . . . . . . . . . . .  
i38.001-$44.000 . . . . . . . . . . . .  
W O O  1-$50.000 . . . . . . . . . . . .  

. . . . . . . . . . . .  i50.001-$60.000 
60.~1-$70.000 . . . . . . . . . . . .  
i70.001-$80.000 . . . . . . . . . . . .  
i80.001-$90.000 . . . . . . . . . . . .  
~90.00l-$l00.000 . . . . . . . . . . .  
i100.001-$150.000 . . . . . . . . . .  
i150.001-$200.000 . . . . . . . . . .  
h e r  $200.000 . . . . . . . . . . . . .  
%st $1.000 . . . . . . . . . . . . . . . .  
il.001-$2.000 . . . . . . . . . . . . . .  
F2.001-$3.000 . . . . . . . . . . . . . .  
P.001-$4.000 . . . . . . . . . . . . . .  
64.OOlf5.000 . . . . . . . . . . . . . .  
15.001-$6.000 . . . . . . . . . . . . . .  

Net income after personal 
exemption 

over $71000 . . . . . . . . . . . . . . .  
First $3.000 . . . . . . . . . . . . . . .  
$3.001-$6.000 . . . . . . . . . . . . . .  
$6.001-$11.000 . . . . . . . . . . . . .  
$1 1.001-$25.000 . . . . . . . . . . . .  

Rate 
(percent) 

Over 525.000 I . . . . . . . . . . . .  
First $2.500 . . . . . . . . . . . . . . . .  
$2.501-$5.000 . . . . . . . . . . . . . .  
$5.001-$7.500 . . . . . . . . . . . . . .  
$7.501-$10.000 . . . . . . . . . . . . .  
$10.001-$12.500 . . . . . . . . . . . .  
$12.501-$15.000 . . . . . . . . . . . .  
Over $15.000 . . . . . . . . . . . . . . .  
First $1.000 . . . . . . . . . . . . . . . .  
$1.001-$2.000 . . . . . . . . . . . . . .  
$2.001-$3.000. . . . . . . . . . . . . .  
$3.001-$4.000 . . . . . . . . . . . . . .  
$4.001-$5.000 . . . . . . . . . . . . . .  
$5.001-$6.000 . . . . . . . . . . . . . .  
$6.001-$7.000. . . . . . . . . . . . . .  . . . . . . . . . . . . . .  
$7;001.$8;000 . . . . . . . . . . . . . .  
$8.0oI-$9.000. . . . . . . . . . . . . .  
$9.00l-$10.000 . . . . . . . . . . . . .  
Over $10.000 . . . . . . . . . . . . . . .  

Federal 
tax de- 
luctible 

K . . . . . .  

. . . . . . . .  

x . . . . . .  

. . . . . . .  

. . . . . . .  

x . . . . .  

tandard 
deduc- 

tion 
Ilowed 1 

Y . . . . . .  

Y . . . . . .  

K . . . . . .  

x . . . . . .  

x . . . . . .  

x . . . . . .  

Special rates or features 

The income brackets are for sin le 
persons. and married couples h- 
ing separate returns . The size of 
brackets is double for married 
couples filing joint returns . 

Surtax on income from intangibles 
in excess of $5.000. 2 .  percent 
Beginning with tax year 1963. 
taxpayers are allowed a credit 
equal to % 1  of percent of net 
taxable income on the first $9000 
of taxable income . 

See footnotes a t  end of table . 





TABLE 53.-State Individual Income Taxes: Rates, January I ,  1964-Continued 

State 

Minnesota. ........ 

Mississippi. ........ 

Missouri. .......... 

Montana. .......... 

... New Hampshire. 

........ New Jersey. 

New Mexico 2,'. .... 

......... New York. 

North Carolina. .... 

First $5 
$501-a. 

Net income after personal 
exemption 

$7,001-$9 
$9,001-$12,500. . 
$12,501-$20,000. 
Over $20,000.. . 
First Sr  """ 

Rate 
(percent) 

$5;00 i-r I 
Over $10, 

First $2,000. ............... 
$2,00l-$4,000. ............. 
$4~00l-$6,000. ............. 
$6,ool-$lo,oOo. ............ 
Over $10,000. .............. 

Federal 
tax de- 

ductible 

x . . . . .  

....... 

x . . . . .  

x . . . . . .  

....... ....... 

x . . . . . .  

....... 

....... 

Standarc 
deduc- 

tion 
1llowed 1 

x. ..... 

x . .  .... 

x. ..... 

x . . . . . .  

....... 
x . . . . . .  

x . . . . . .  

x . . . . . .  

x . . . . . .  

Special rates or features 

A 15-percent surtax for taxable 
years starting before 1965. There 
is an additional tax of 1 percent 
on the first $1,000 or traction 
thereof of adjusted gross income 
where net income tax plus surtax 
does not exceed $10. This addi- 
tional tax shall not, however, be 
applied to increase the total t axa  
payable by such persons to more 
than $10. 

The maximum rate for later years 
will be: 1965, 3.5 on income in 
excess of $10,000; 1966 and after. 
3 on income in excess of $5,000. 

The rates apply to total income, 
not mere1 to the ortion of in- 
come faling witgin a 
bracket, but as a result of:,", 
following tax credits, the sched- 
ule in effect is a bracket rate 
schedule: 

$1,001-$2,000, $5 
82,001-53,000,515 
$3,001-$s;ooo; $30 
$5,001-$7,000, $55 
$7,001-$9,000, $90 
Over $9,000, $135 

................................ 
Tax applies to commuters only, 

New Jersey-New York area. 

Net income (of married taxpayer 
filing joint return and single tax- 
payer with one or more de end- 
ents) under $1.500 nontaxagle. 

Capital gains treatment is similar 
to that provided under Federal 
law. 
Income from unincorporated 
business is taxed at 4 percent. 
The following credit is allowed: 
If tax is- Credit is- . $100 or less.. Full amount 

of tax. 
$10&$200.. . . .  Difference be- 

tween $200 
and amount 
of tax. 

$200 or more. . No aedit. 
................................ 

See footnotes at end of table. 
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TABLE 53.-State Individual Income Taxes: Rates. January I. 1964-Continued 

State 

....... North Dakota 

Oklahoma ........ 

Oregon ............ 

South Carolina ...... 

Tennessee .......... 

Utah .............. ' 

Vermont .......... 

............ Virginia 

....... West Virginia 

First $3.000 ................ 
$3.001-$4.000 .............. 
W.OOl-$5.000 .............. 
$5.001-$6.Q00 .............. 
$6. 001 -$8.000. ............. 
$8.001-$15.000. ............ 
Over $15.000 .............. 
First $1.500 ................ 
$1.501-563.000 .............. 
$3.001-$4.500 .............. 
$4.501-$6.000 .............. 
$6.001-$7.500 .............. 
Over $7.500 ............... 
First $500 ................. 
$501-$1.000 ............... 
$1.001-$1.500 .............. 
$1.501-$2.000 .............. 
$2.001-$4.000 .............. 
$4.001-$8.000 .............. 
Over $8.000 ................ 
First $2.000 ................ 
$2.001-$4.000 .............. 
$4.OOl-$6.000 .............. 
$6.001-$8.000 .............. 
$8.001-$10.000 ............. 
Over $10.000 ............... 
Interest and dividends ...... 

Net income after personal 
exemption 

First $1.000 ................ 
$1 .ool-$2>00o .............. 
$2.001-$3.000 .............. 
$3.001-$4.000 .............. 
Over $4.000 ............... 
First $1.000 ................ 
$1.001-$3.000 . . . . . . . . . . . . a .  

$3.001-$5.000 .............. 
Over $5.000 ............... 
First $3.000 ................ 
$3.001-$5.000 . . . . . . . . . . . . . .  
Over $5.000 ............... 
First $2.000 ................ 
52.001-$4.000 .............. 
$4.001-$6.000 .............. 
$6.001-$8.000 .............. 
$8.001-$10.000 ............. 
$10.001-$l2.000 ............ 
$12.001-$14.000 ............ 
$14.001-$16.000 ............ ............ $16.001-$18.000 
$ls.ool-$2o.ooo ............ 
220.001-$22.000 ............ 
$22.001-$26.000 ............ 
$26.001-$32.000 ............ 
$32.001-$38.000 ............ 
$%001-$44.000 ............ 
$44.001-$50.000 ............ 
$50.00~-$60.000 ............ 
560.001-$70.000 ............ 
$70.00l-$80.000 ............ 
~~0.00l-$~.000 ............ 
$90.001-$100.000 ........... 
$l00.001-$150.000 .......... 
tl50.0Ol-$200.000 .......... 
Over $200.000 ............. 

Rate 
(percent) 

Federal 
tax de- 
luctible 

itandard 
deduc- 

tion 
1llowed 1 

Special rates or features 

The income classes reported are 
for individuals and heads of 
households . For joint returns 
the rates shown apply to income 
classes twice as large . 

The income classes reported are 
for individuals and heads of 
households . For joint returns 
the rates shown apply to income 
classes twice as large . 

Dividends hom corporations haw 
ing at least 75 percent of their 
property subject to the Tennes- 
see ad valorem tax are taxed at 
4 percent . 

The rates are subject to reduction 
if there is sufficient surplus in 
the general fund . 

The income classes reported are for 
individuals and heads of house- 
holds . For joint returns the 
rates shown a ply to income 
classes twice as Erge . 

See footnotes at end of table . 



TABLE 53.-State Individual Income Taxes: Rates, January 1, 1964-Concluded 

State 

........ Wisconsin 4. 

District of Columbia. 

Net income alter personal 
exemption 

First $1,000. . , 
$1,001-$2,000, 
$2,001-$3,000. 
$3,Wl-$4,OOO. 
$4,001-$5,000. 
$5,001-$6,000. 
$6,001-$7,000. 
$7,001-$8,000. 
$8.001-$9.000. 

$13,001-$14,000. . . . . . . . . . . .  
$l4,00l-$l5,000. . . . . . . . . . . .  
Over $15,000. . . . . . . . . . . . . .  
First $5,000. . . . . . . . . . . . . . .  
$5,ool-$lo,ooo. . . . . . . . . . . . .  
$lO,OOl-$l5.000. . . . . . . . . . . .  
515.001-$20.000. . . . . . . . . . . .  . . . . . . . . . . . .  
$20;001-$251000. . . . . . . . . . . .  
Over $25,000. . . . . . . . . . . . . .  

Rate 
(percent) 

2.3 
2.55 
2.8 
3.8 
4.3 
4.8 
5.3 
6.3 
6.8 
7.3 
7.8 
8.3 
8.8 
9.3 
9.9 

10.0 
2.5 
3 
3.5 
4 
4.5 
5 

See table 54. 
Community property State in which, in general, 1/2 the 

community income is taxable to each spouse. 
SLimited to $300 for single persons and $600 for mar- 

ried persons filing joint returns. 

enue code, obviating the need for new 
State legislation with every Federal 
change. A significant factor in a State's 
consideration of the pros and cons of adopt- 
ing the Federal revenue code for State tax 
purposes is that it contains an array of 
special provisions at the expense of fore- 
going substantial revenue. Moreover, the 
constitutionality of such a procedure has 
been questioned on the ground that it is 
delegation by the State legislature of pow- 
ers it must reserve to itself. New York 
State adopted a constitutional amendment 
in 1959 which expressly authorizes the leg- 
islature to define income for tax purposes 
by reference to the Federal code, and the 
New York income tax contains such a pro- 
vision, making it unnecessary to change the 
law in order to conform with the Federal 
definition at any particular time.6 

eSee James 0. Huber, "Constitutionality of a Federal- 
ized State Income Tax," Wisconsin Law Review, Vol. 1963, 
No. 3, May 1963, for a detailed discussion of this problem. 

Federal 
tax de- 
ductiblt 

Standard 
deduc- 

tion 
allowed 1 

x . . . . . .  

x...... 

Special rates or features 

Income from unincorporated busi- 
ness is taxed at 5 percent. 

4 Allows deduction of State individual income tax itself 
in computing State tax liability. 

=Limited to taxes paid on professional or business in- 
come. 

8 Limited to $500 per taxpayer. 

There is considerable uniformity re- 
garding the date by which income tax re- 
turns must be filed. Twenty-nine States 
and the District of Columbia require 
calendar year reports to be filed by the 
Federal filing date, April 15. 

Withholding as a means of collecting in- 
come taxes from wage and salary recipients 
at the source is rapidly becoming a univer- 
sal feature of State individual income tax 
laws, being used by 28 States and the Dis- 
trict of Columbia. In addition, California 
and Iowa require withholding from in- 
come of nonresidents earned within their 
borders, and Kansas requires fiduciaries 
operating in the State to withhold from 
earnings distributed to nonresidents (table 
55). Except for Hawaii and New York, 
which require monthly returns from em- 
ployers, all States withholding from resi- 
dents required quarterly returns as of Jan- 
uary 1, 1964. Oregon has adopted monthly 
payments, effective March 1, 1964, and 





TABLE 55.-State Individual Income Taxes: Administrative Features, January 1,1964 

State 
Piling date 
(calendar 

year 
returns) 

Alabama.. ............ April 15 
Alaska. ............... April 15 
hrimna. .............. A ril 15 
Arkansas.. ............ dY 15 
Gdifornta. ............ April 15 

Colorado.. ............ April 15 
Delaware. ............. April 30 
Dirt. of Columbia.. ..... April 15 
Georg~a. .............. April 15 
Hawaii.. .............. April 20 

Idaho.. ............... April 15 
Indiana. .............. April 15 
Iowa.. ................ April 30 ............... Kansas. April 15 ............. Kentucky. April 15 

............. Louisiana. May 15 ............ Maryland.. April 15 ......... Massachusetts. I April 15 ............ Minnesota. April 15 .......... Miuksipp~. . I  April 15 

Missouri. ............. April 15 ............. Montana. April 15 ....... New Hampshire. May 1 .......... New Jersey.. April 15 
New Mexico.. ......... April 15 

New York. ............ April 15 
North Carolina.. ....... April 15 
North Dakota.. ........ April 15 
Oklahoma.. ........... April 15 
Oregon. ............... April 15 

South Crrolina.. ....... April 15 
Tennessee.. ............ April 15 
Utrh. ................. April 15 
Vermont.. ............ April 15 
Virgmtr.. ............. May 1 

West Virginia. ......... April 15 
Wisconsin.. ........... April 15 

Use of 
Pedenl 
tax base Yeff 

adopted 

X dtnotes "yes". - denotes "no" or "not a plicable." 
1 Some reciproci6 provisions are negative in e#ect-credit is given 

if the other Stpte does no: give,credit. 
9 Withholdmg may be requ~red m special circumstances. 
3 Withholding a plies to nonresidents 01-11 
4 For income a n i  intangibles taxes reautre8'to be  aid a State as a 

domiciliary, 
- 

6 The D~rcctor of Taxation may grant permission to employers hav- 
ing a payroll of not more than $1,500 per month, to make returns and 
p a  ments on a quarterly basis. g Exce t that Kansas fiduciaries distributing to nonresidents must 
aithhod . . - - - - -. 

7 Deducttons limited. 
8 Except that employers withholding income taxes,amounttng to $100 

or more per month are required to remlt w~thheld income taxes on or 
before the 15th of the following month. 

9 Except that returns and payment of taxes withheld by any em- 

laws. Another device for improving en- 
forcement is the accessibility to State tax 
officials of Federal income tax returns. 
Twenty-one States and the District of Co- 
lumbia now have agreements with the - 
Internal Revenue Service for cooperative 
use of returns (table 55); simila; agree- - 

ments are in process of negotiation with 
additional States. Further improvement 
will occur when the States avail them- 
selves of the opportunity to enroll their 

Periodicity of 
employu 
rrturac 

Quarterly.. .. 
8 .  .do. ....... .. .do.. ...... - 
Annually 8. .. 
Quarterly. ... .. .do. ....... .. .do. ....... .. .do. ....... 
Monthly 6. .. 
Quuterly. ... . .do. ....... 
, . .do8 ....... - .. don.. .  ..., 
. .do. ....... . .do. ....... .. .do Q.. .... . .do. ....... 
.. .do. ....... . .do 11. ..... - .. .do. ....... ... d o U  ...... 
Month1 .... 
QuarterIy. ... - ... do........ .. .do 14. ..... 
... do.. . . . . . .  - 
... do ........ .. .do 15. .... ... do........ 

... d o =  ..... .. .do. ....... 

Credit allowed for income t u u  paid 
otha States 

Resident 
(1) 

Non- 
restdent 

(b) 
Reciprocity 

required 

ployel who can reasonably expect that taxes withheld will exceed $600 
or the calendar year are due month1 
10 I lmited to taxes paid on ,proYhrsional or business income. 
11 li total quarterly taxes w~thheld are less than $10, an employer 

may make an annual return. 
12 Ganged to monthly, effective July 1, 1964. 
13 Itmtted to taxes p a ~ d  on compensation for personal services. 
14 Beginning with the calendar quarter in April, 1964, employers 

withholdm income taxes amounting to $100 or more per month will 
be requiret to remit withheld income taxes on or before the 15th of 
the following month. 
16 Changed to monthly, effective July 1, 1964, where the amount 

withheld IS at least $200 per calendar month or exceeds $600 per 
calendar quarter. 
16 The Tax Commission may b regulation provide for returns and 

payment on the 15th day of eacK month for employers w~thholdtng 
taxes of $100 or more for the preceding calendar month. 

enforcement personnel in training pro- 
grams conducted by the Internal Revenue 
Service, authorized by Federal legislation 
that was recommended by the Advisory 
Commission on Intergovernmental Rela- 
tions (Public Law 87-870). T h e  same law 
allows the Internal Revenue Service to 
perform statistical and related services for 
State tax agencies on a reimbursement 
basis. 

T o  avoid the possibility that the same 



TABLE 56.-lndivid~(1.1 Income Taxes: Eflect of Federal and State Deductability, for a Married 
Couple at Selected Taxable Income Levels, Federal and New York Tax Rates, 1963 1 

Taxable income 8 Federal (assuming 
no State tax) 

(1) 

1. EFFECTIVE RATE OF TAX (percent) a 

Combined Federal and New York 

I 

2. NET INCOME REMAINING AFTER TAX 

New York 

Federal 
alone 

100.0-(1) 

(5) 

deduction 
allowed by 

New York for 
Federal tax 

Percent of net income remaining 
after tax 

Combined Federal and 
New York 

Assuming New York 
allowed deduction 

for Federal tax 

Percentage reduction in income 
remaining after tax due to 

New York tax 

No deduction 
allowed b 

New York &w 
Federal tax 

100.0-(3) 

(6) 

1 State income taxes are deductible for purposes of the 
Federal income tax. The New York income tax does not 
permit deduction of the Federal income tax. For purposes 
of illustrating the effect of mutual deductibility, however, 
the last column shows the effective rate of combined Fed- 
eral and New York taxes, assuming that New York per- 
mitted deduction of the Federal tax. 

income will be taxed under the income 
tax laws of more than one State, States 
either allow a credit for income taxes paid 
by their residents to other States or re- 
ciprocally exempt one anothers' residents 
(table 55). Only Alaska, New Hampshire, 
and Tennessee have no such provision, 
but the latter two States tax income from 
only interest and dividends. More than 
half of the income tax States provide for 
the credit whether or not the other State 
reciprocates. 

Assuming New 
York allowed 
deduction for 
Federal tax 

No deduction 
allowed b 

New York E?k 
Federal tax 
(5)-(6) + (5) 

(8) 

Assuming New 
York allowed 
deduction of 
Federal tax 
(5)-(7) + (5) 

(9) 

2 Tax liability as a percent of taxable income (see foot- 
note 3). Note that this definition of "effective rate" differs 
from that ap lied in table 50. 

8 Income aRer au deductions (except income taxes) and 
personal exemptions. Computations of Federal tax allow 
or income sphtting. 

Deductibility.-The Federal income tax 
allows deduction of State income taxes in 
computing net income for Federal tax 
purposes. In addition, approximately 
one-half of the income tax States allow 
taxes paid to the Federal Government to 
be deducted in computing State tax liabil- 
ity, and 6 States allow the State individual 
income tax itself to be deducted (table 53). 

The deductibility feature, whether ap- 
plicable under the Federal tax alone or 
on a mutual basis, affects the overall bur- 
den of the taxpayer and the distribution 



of the combined net revenues among Fed- 
eral and State governments. 

Table 56 shows the effect of deducti- 
bility of individual income taxes at se- 
lected income levels. New York does not 
permit deductions of the Federal income 
tax, but for purposes of illustration the 
combined Federal and New York taxes 
have been computed in two ways: (1) with 
no deduction allowed for Federal tax and 
(2) assuming that New York allowed de- 
duction for Federal tax. 

I t  will be noted that at the $1 million 
taxable income level the net increase in 
the combined effective rate resulting from 
the State tax for residents of New York, 
which does not allow a deduction of 
Federal taxes, is 0.9 of 1 percentage point. 
At $25,000 the addition of the State tax 
increases the effective rate from 28.9 per- 
cent to 33.3 percent. At $100,000 the 
effective rate is increased from 53.6 to 
56.3 percent. 

Where the State allows the Federal tax 
as a deduction, the addition of the State 
tax to the Federal tax results in an even 
smaller increase in total tax burden. It 
will be noted by reference to table 56 that 
for an individual subject to the 9.3 per- 
cent New York tax on a net income of 
$100,000, the combined burden of the 
Federal and New York taxes, assuming 
here that New York allowed a deduction 
of the Federal tax, would be 54.8 percent, 
or only 1.2 percentage points higher than 
the Federal tax of 53.6 percent. 

The effect of deductibility on net in- 
come remaining after tax is illustrated in 
part 2 of table 56. For example, in the 
case of a $100,000 net income subject only 
to the Federal tax, 46.4 percent of the net 
income remains after tax. The addition 
of the New York tax (9.3 percent), which 
does not allow the deduction of Federal 
taxes, reduces net income remaining after 

tax from 46.4 percent of 43.7 percent, or 
by 5.8 percent. This is due to the fact 
that the State tax is deductible for Federal 
income tax purposes. At the $100,000 net 
income level, the addition of the New 
York tax, assuming in this case the deduc- 
tion of Federal taxes, would reduce the 
net income after tax from 46.4 percent to 
45.2 percent, or by 2.6 percent. 

The foregoing discussion illustrates the 
effect of deductibility on the aggregate 
Federal and State income tax burdens at 
various income levels in terms of 1963 tax 
rates. Also significant, particularly be- 
cause of its impact on investment deci- 
sions, is the effect of deductibility on the 
marginal tax rate-that is, the rate appli- 
cable to additional amounts of income. 
The table below shows the effect of deduc- 
tibility at the margin on the basis of the 
new Federal rates, effective with respect 
to income earned in 1965. Where Federal 
taxes are deductible from a State tax with 
a 10 percent marginal rate, the addition 
of the State tax raises the combined mar- 
ginal rate by about 21/2 percentage points 
(from 50 to 52.63 percent) at the $25,000 
income level and by slightly less than 1 
percentage point (from 70 to 70.97 per- 
cent) at the $200,000 income level. 

A large proportion of Federal taxpayers, 
particularly at lower income levels, do not 
itemize their deductions but elect instead 
the 10 percent standard deduction (with 
an upper limit of $1,000). Currently 
about three-fifths of all filers of tax re- 
turns with incomes under $10,000 use the 
standard deduction (61.9 percent for 
1962). Although such taxpayers do not 
benefit directly from the deductibility fea- 
ture, the standard deduction is itself fixed 
at a level that takes account of the deduc- 
tion of State income taxes. Also, there is 
an upward trend in the number of tax- 
payers who itemize their deductions. 



Effect of the Deductibility of a State 10 Percent Marginal Tax Rate on Combined Federal and State 
Individual Marginal Income Tax Rates, at Selected Net Income Levels Under 1965 Rates 

Federal 
taxable income 

before 
additional 
dollar of 
income 

$25,000 
30,000 
50,000 

100,000 
200,000 

(Percent) 

I State does not allow deduction 1 State allows deduction of 

I of Federal tax Federal tax 

Federal I I 

State 1 Federal I Federal I State Federal 
Government Government and State Government Government / and State I i 

marginal rate 
for a single 
individual 

% T h e  marginal rate is the rate applicable to the addi- 
tional taxable income resulting from an additional dollar 
of income. The Federal Government allows taxpayers to 
deduct State income taxes in com uting net taxable in- 
come for Federal purposes. More tRan half of the income 
tax States allow deduction of Federal tax in computing the 
State tax. The top State rate is as high as 10% in only 

The growing use of the standard deduc- 
tion by the States has not greatly restricted 
the benefits of deductibility where it exists 
at the State level since most of the States 
that permit deductibility of Federal taxes 
allow the standard deduction in addition 
(table 54). 

Deductibility of the Federal income tax 
for State tax purposes tends to suppress 
rate progressivity. It need not do so, 
however, because rates and exemptions 
can be set at such a level as to offset its 
influence. This is illustrated by the ef- 
fective rate data in table 50 for Minnesota 
and Vermont-at least up to the $25,000 
income level. Minnesota allows deduc- 
tion of the Federal tax; Vermont does not. 
Yet the effective rates are almost identical 
at the four income levels for which they 
have been computed. Minnesota's statu- 
tory rate structure is considerably more 
highly graduated than is Vermont's, and 
the former allows larger personal exemp- 
tions than does the latter (tables 52 and 
53). 

The effect of deductibility of Federal 

8 States. In 3 of these the rate is 10%. In 2 States the top 
rate is 10.5 percent, and in 2 it  is 11 percent. In Alaska 
a rate of 14.56 percent is applicable to income above 
$200,000. 

Source: Office of Tax Analysis, the Secretary of the 
Treasury. 

Percentage of additional dollar of 
income paid to- 

I I 

income taxes is illustrated dramatically in 
a recent study by Emanuel Melichar of 
the impact of alternative provisions of 
State individual income taxes on burdens, 
progressions, and yields7 T o  measure the 
real impact of State income taxes, taking 
account of the effect of deductibility of 
State income taxes on Federal returns, 
Melichar computed the "net burden" of 
the State income tax at each of 15 adjusted 
gross income levels for a single person and 
a married couple. The "net burden" was 
then computed as a percentage of the 
residual income (that is, adjusted gross 
income less Federal tax if no State tax were 
levied). The results of these computa- 
tions for selected adjusted gross income 
levels (on the basis of 1960 tax provisions) 
are presented in table 57. In all the 
States that allow deduction of the Federal 
tax the ratio of "net burden" to "residual 

Percentage of additional dollar of 
income paid to- 

I I 

7 State Individual Income Taxes (Monograph 2; Storrs: 
The University of Connecticut, Agricultural Experiment 
Station, July 1963). Melichar defines "net burden" as the 
difference between the combined State and Federal income 
taxes paid and the Federal income tax that would have 
been paid if no State tax were levied. 



income" increases at successive levels of 
adjusted gross income to $25,000, and in 
most of them it declines rapidly at the 
higher income levels. In most States that 
do not allow deduction of the Federal tax 
the ratio continues to increase to the 
$50,000 level and in some to the $100,000 
level, declining gradually for higher in- 
comes. The  Melichar study concludes 
that, in general, State income tax struc- 
tures are more or less progressive at the 
lower and middle income brackets and 
become regressive at the higher brackets, 
and that allowance of Federal income tax 
deductibility reduces progressiveness at the 
lower brackets and accentuates regressive- 
ness at the higher brackets. 

Federal-State Duplication 

On a national scale and measured in 
terms of tax dollars collected, Federal- 
State tax duplication in individual income 
taxation is relatively small. The  $2.7 
billion individual income taxes collected 
by State governments in the fiscal year 
1962 equalled 6 percent of Federal tax 
collections. The  ratio of State to Federal 
taxes has edged up  in recent years, as the 
following table shows, but even the present 
6 percent ratio represents only a 1G-per- 
centage-point change in the first-bracket 
rate of the Federal tax. T h e  fact that 
State individual income taxes have in- 
creased relative to Federal tax collections 
reflects the 1954 drop in Federal rates and 
a general upward trend in State rates. 
The  Federal rates have remained un- 
changed during this period since 1954. 

The  Library of Congress has developed 
data on the geographic incidence of Fed- 
eral revenue sources, making it possible 
to compute roughly the ratio of State in- 
dividual income tax collections to Federal 

Federal and State Individual Income Tax 
Collections, Selected Years, 1952-62 

(dollar amounts in millions) 

State 

Year 1 Federal 1 
Amount Percent of 

Federal 

Note: Data for years prior to 1960 exclude Alaska and 
Hawaii. 

collections in each State.8 Average annual 
Federal individual income tax collections 
(net of refunds) for the three fiscal years 
from July 1, 1958 through June 30, 1961 
were allocated to the States of origin in 
proportion to the amount of "income tax 
after credits," as tabulated from unaudited 
individual income tax returns for 1959. 
This procedure does not provide a totally 
satisfactory distribution by State of origin 
because taxpayers may file their Federal 
returns from States where they are em- 
ployed and not necessarily where they re- 
side. As a result, taxes reported for Fed- 
eral purposes do not always conform to 
liability for State taxes and are probably 
somewhat overstated for the more indus- 
trialized States and understated for the less 
industrialized States. 

Despite these limitations there is a suf- 
ficiently wide interstate variation in the 
level of State individual income tax col- 
lections to make some valid comparisons 
of percentage relationships between State 
and Federal income tax collections. Aver- 
age annual State collections for the years 
1959-61 (the period for which Federal 
collections were computed) were about 10 

I. M. Labovitz, Federal Revenues and Expenditures in 
the Several States; Averages for the Fiscal Years 1919-1961 
(The Library of Congress, Legislative Reference Service. 
Sept. 19, 1962). 



TABLE 57.-Net Burden of State Individual Income Tax as a Percent of Residual Income. for a 
Married Couple at Selected Adjusted Gross Income Larels. by State. 1960 

(Percent) 

State 

Alabama* ................ 
Alaska ................... 
Arizona* ................. 
Arkansas ................. 
California ................ 

0.23 
1 . 70 
3 4  . 46 
. 28 

Colorado* ............... J 1.46 
Delaware* .............. ......... Dist . of Columbia 
Georgia .................. 
Hawaii .................. 
Idaho* ................... 
Iowa* ................... 
Kansas* .................. 
Kentucky l............... 
Louisiana* ........................... 

1.03 
1.15 
3 7  

2.45 

1 . 90 . 75 . 73 
1.37 

Maryland ................ .......... Massachusetts* a 
Minnesota* .............. 
Mississippi .......................... 
Missouri* ................ 

.............. Oklahoma* 
Oregon* ................. ......... South Carolina* 
Utah* ................... 
Vermont ................. 2.40 
Virginia ................. 
Wisconsin . . . . . . . . . . . . . . . .  1.31 

1.60 
. 76 

1.70 

. 3 1 

Montana* ................ 
New Mexicom ............. 
New York ................ 
North Carolina ........... 
North Dakota* ........... 

Adjusted gross income 

. 91 
95 

1.24 
1.47 . 43 

Federal income tax deductible . 
1 Deductibility of Federal income tax limited to $300 for 

an individual and $600 for married persons filing joint 
returns . 

ZDeductibility of Federal income tax limited to taxes 
paid on professional or business income . 

percent of Federal individual income tax 
collections in the 33 States with personal 
income taxes . In 8 States the ratio of 
State to Federal collections was less than 
5 percent. and in another 9 between 5 and 
10 percent . In 16 States this percentage 
exceeded 10 percent. and in half of these. 
15 percent (table 58) . 

The wide variation in the relative 
weight of State income taxes is explained 
largely by differences in tax rates and per- 
sonal exemptions . Two-thirds of the 

a Deductibility of Federal income tax limited to $500 per 
taxpayer . 

Source: Emanual Melichar. State Individual Income 
Taxes. (Monograph 2; Storrs: The University of Connec- 
ticut. Agricultural Experiment Station. July 1963) . 

States with relatively low State collections 
allow the Federal tax as a deduction for 
State income tax purposes . This. how- 
ever. is only a partial explanation of the 
variation . About half of the relatively 
high-yield State taxes also allow this de- 
duction but compensate for it by impos- 
ing relatively high statutory rates on lower 
and middle incomes . 

These statistics illuminate the diverg- 
ence in State attitudes toward the personal 
income tax as a source of State revenue . 



TABLE 58.-Zndividwl Income Taxes: State Collections as a Percent of Federal Collections, 
Averages for 1959-61 

Under 5 percent 

Arizona ............... 4.7 
Louisiana ............. 2.7 
Mississippi ............ 4.5 
Missouri .............. 4.5 
New Hampshire ....... 1.3 
New Mexico 1 ......... 3.2 
Oklahoma . . . . . . . . . . . . .  4.5 
Tennessee . . . . . . . . . . . . .  1.2 

. . . . . .  Number of States 8 

5-10 percent 

Alabama . . . . . . . . . . . . .  6.7 
Arkansas . . . . . . . . . . . . .  5.6 
California ............ 5.0 
District of Columbia. . .  8.9 
Georgia . . . . . . . . . . . . . .  7.8 
Iowa . . . . . . . . . . . . . . . . .  7.9 
Kansas . . . . . . . . . . . . . . .  6.1 
Montana . . . . . . . . . . . . .  8.9 
North Dakota . . . . . . . .  6.2 
Utah . . . . . . . . . . . . . . . .  9.5 

Caution: These data are subject to important limita- 
tions and the reader is urged to consider the qualifications 
noted in the accompanying text in interpreting them. 

Fourteen States choose not to use the in- 
come tax and have held to this view even 
in the past 20 years, when the pressure for 
revenue was great; 2 choose to tax only 
income from intangibles; and 1 only the 
income of commuters. The remaining 33 
States use broadly based taxes but with 
varying degrees of intensity, ranging from 
about 3 percent of Federal tax liabilities 
in Louisiana to over 21 percent in Alaska, 
Hawaii, and Oregon. The yield of the 
New Hampshire and Tennessee taxes, re- 
stricted to income from intangibles, is less 
than 2 percent of Federal collections. 

This divergence in State attitudes to- 
ward income taxation, quite apart from 
the States' desire to preserve freedom of 
action with respect to the structure of 
their respective income taxes, has im- 
portant implications for Federal-State tax 
coordination. 

Municipal Income Taxes 

Income taxes are levied by local govern- 
ments in 6 States, but they are widely 
used in only 2, Ohio and Pennsylvania 
(table 59). In 1963 Oklahoma authorized 
municipalities to impose income taxes, but 
none had done so before 1964. 

Ten of the 43 largest cities (with popu- 

10-15 percent 

Colorado ............ 11.0 
Kentucky . . . . . . . . . . . .  12.5 
Maryland ....,...... 10.6 
Massachusetts . . . . . . . .  11.7 
Minnesota . . . . . . . . . .  13.8 
New York ........... 13.6 
South Carolina . . . . . .  11.1 
Virginia . . . . . . . . . . . . .  11.9 

15 percent and over 

Alaska . . . . . . . . . . . . . . .  21.0 
Delaware ............. 15.8 
Hawaii .............. 22.1 
Idaho ................ 16.5 
North Carolina . . . . . . .  16.1 
Oregon . . . . . . . . . . . . . .  21.6 
Vermont . . . . . . . . . . . . .  19.7 
Wisconsin . . . . . . . . . . . .  16.4 

1 Since State income tax collections include both the in- 
dividual and corporate tax, the computation is based on 
State and Federal collections from both taxes. 

lations of over 300,000) use this source of 
r e v e n ~ e . ~  Twenty-nine cities with popu- 
lations of 50,000 and over impose income 
taxes. In addition to the District of 
Columbia, 11 of these cities are located 
in Ohio, 9 in Pennsylvania, 3 in Kentucky, 
2 in Michigan, 2 in Missouri, and 1 in 
Alabama (table 59). 

Philadelphia imposed the first munici- 
pal income tax in 1939. Under Pennsyl- 
vania's blanket authorization of 1947, 
which permitted local governments to use 
sources of revenue not employed by the 
State, with certain exceptions, even the 
smallest taxing jurisdictions could levy 
individual income taxes. Approximately 
45 cities and 350 boroughs do so, as do 
about 145 townships and almost 1,300 
school districts. Frequently the tax is im- 
posed by coterminous units, and in such 
cases the combined rate is limited to one 
percent. Where school districts, for ex- 
ample, are coterminous with the cities, 
boroughs, and townships, the 1 -percent 
rate is shared among them on the basis of 
their respective revenue needs as deter- 
mined by mutual agreement. 

9 Detroit, Philadelphia, Pittsburgh, St. Louis, Kansas 
City (Mo.), Cincinnati, Columbus, Toledo, Louisville, and 
Washington, D.C. 



TABLE 59.-Municipal Income Tax Rates, January 1, 1964 

State and city 

............... Alabama: Gadsden.. 
Kentucky: 

................... Catlettsburg. .................... Covington. 
Franktort. ..................... 

.................. Hopkinsville. 
Lexington. .................... 
Louisville. ..................... 

......... Efferson County 1. 
May eld.. ..................... 
Maysville. ..................... 
Newport. ...................... 
Owensboro . . . . . . . . . . . . . . . . . . . . .  
Paducah ....................... 
Pikesville. ..................... 
Princeton ...................... 

Michigan: 
Detroit. . . . . . . . . . . . . . . . . . . . . . . .  
Flint. . . . . . . . . . . . . . . . . . . . . . . . . .  
Hamtramck .................... 

Missouri: 
Kansas CLy. ................... 
St. Louis. . . . . . . . . . . . . . . . . . . . . . .  

Ohio: 
Cities of 50,000 population 

and over: 
Akron. . . . . . . . . . . . . . . . . . . . .  
Canton . . . . . . . . . . . . . . . . . . . .  
Cincinnati. . . . . . . . . . . . . . . . .  
Columbus. ................ 
Dayton. . . . . . . . . . . . . . . . . . . .  
Hamilton. . . . . . . . . . . . . . . . . .  

Rate 
(percent) 

Income tax 
as percent 
of total tax 

revenue, 
1962 

(cities over 
50,000 

~opulation) 

Note: Excludes Washington, D.C., which has a graduated 
net income tax that is more closely akin to a State tax 
than to these municipal income taxes (see table 53). 

l A  taxpayer subject to the 1.25 ercent tax imposed by 
the city of Louisville may credit tRis tax against the 1.25 
percent tax levied by Jefferson County. 

The first local income tax in Ohio was 
imposed by Toledo in 1946. At last count 
83 Ohio municipalities were imposing in- 
come taxes at rates ranging from one-half 
to 1 percent. 

The present St. Louis income tax was 
enacted in 1954. Earlier income taxes 
had been enacted in 1948 and 1952 for 
temporary periods. Kansas City was au- 
thorized to levy an income tax in 1963 
and did so, effective January 1 ,  1964. 

In Kentucky the city income taxes are 

Income tax 
as percent 
of total tax 

revenue, 
1962 

(cities over 
50,000 

population) 

Ohio-continued. 
Cities of 50,000 popu- 

lation and over- 
continued. 

Lima ............ ....... Springfield .......... Toledo .......... Warren 
Youngstown ...... 

72 cities and villages 
(with less than 50,000 
population) 

Pennsylvania: 
Cities of 50,000 popu- 

lation and over: 
. . . . . . . .  Allentown 

.......... Altoona 
....... Bethlehem 

............. Erie 
....... Johnstown 

........ Lancaster 
Philadelphia ..... 
Pittsburgh ....... 

......... Scranton 
Approximately 35 other 

c~ties, 350 boroughs, 145 
townships, and 1,265 
school d~stricts. 

2 Tax went into effect after fiscal year 1962. 
The Lancaster city tax is 0.5 percent. The  Lancaster 

township school tax is 1 percent. 
4The Pittsburgh city tax is 1 percent. The Pittsburgh 

school district tax is 0.5 percent. 
The Scranton school district rate is also 0.5 percent. 

levied as "occupational license taxes."1° 
This form of tax was first adopted by 
Louisville in 1948. Twelve other Ken- 
tucky cities and Jefferson County (in 
which the city of Louisville is located) 
have enacted similar measures. The Jef- 
ferson County tax is imposed at the same 
rate as the Louisville tax and allows tax- 

..... 0.75.. 
...... 1.0.. 

....... 1.0. 

....... .5. 
1.0. ....... 
Ranges 

from 0.5 
to 1 per- 
cent. 

. . . . . .  1.0 
.... 1.0.. ...... 1.0 

...... 1.0 
.... 1.0.. ..... 8 . 5 .  

1.625 .... 
4 1.0. ..... 

..... 6.5. 
Ranges 

from 
0.25 to 
1.0 per- 
cent. 

This form of tax is levied because it is believed to be 
debatable whether Kentucky's Constitution permits the 
State to delegate the authority to levy an income tax to its 
subdivisions. The Constitution enumerates the taxes which 
can be delegated but does not include the income tax 
among them. Authority to delegate license powers to the 
municipalities is explicit. 



TABLE 60.-Municipal Income Tax Bases, January 1,1964 

State 

Individuals 

Salaries and wages and other 
compensation for personal 

services 

Residents 

Income 
earned 
within 

citv 

All 
earned Income 
income earned 
regard- within 
less of city 

Alabama: Gadsden ................ X.. .... 
Kentucky: a .......... .... 7 cities and 1 county X . .  

6 cities 4 ....................... X . .  .... ......................... Michigan: 3 cities 5 
......... Missouri: St. Louis and Kansas City.. 

.................................. Ohio cities ............... Pennsylvania local governments 

1 Various types of intergovernmental tax crediting or 
reciprocity arrangements are employed in Ohio and Penn- 
sylvania, to avoid double taxation. 

2 The taxes in Gadsden, Alabama, and in Kentucky cities 
are imposed as occupational license taxes. 

8 Cattlesburg, Frankfort, Lexington, Louisville, Owens- 
boro, Pikesville, Princeton, and Jefferson County. 

payers subject to the Louisville tax a 
credit for that tax. Gadsden, Alabama 
also levies its tax as an "occupational 
license tax." 

In Michigan, Ohio, and Pennsylvania 
there is no overlapping State tax. T h e  
latter two prohibit local governments 
from entering tax fields already occupied 
by the State. In Pennsylvania, where the 
State levies a corporate income tax, the 
local taxes do not apply to corporate in- 
come. Michigan and Ohio levy neither 
an individual nor a corporate income tax 
at the State level, and the cities in those 
States are permitted to tax corporations 
as well as individuals. 

In  the Kentucky cities, in Gadsden, 
Alabama, and in St. ~ d u i s  and Kansas 
City, Missouri, income recipients are gen- 
erally subject to three income taxes (Fed- 
eral, State, and local). 

Unincorporated business 

Net profits 

Residents 

Activities Activities Activitie 
con- 

ducted wherever con- 
con ducted 

within ducted within 
city city 

Corporations 

Net profits from 
activities conducted 

within city allo- 
cated on basis of- 

(1) Prop 
erty 

(2) Gros 
re- 
ceipt: 

(3) Pay- 
rolls 

........ 

........ ........ 
x. ..... 
x . . . . . .  
xe.. . . .  ........ 

(1) Gross 
re- 
ceipts 

(2) pay - 
rolls 

- 
........ 
X 
........ ......... ......... ......... . . . . . . . . .  

4 Covington, Hopkinsville, Mayfield, Maysville, Paducah, 
and Newport. In most of these cities businesses and pro- 
fessions are taxed under a separate business license tax. 

Detroit, Flint, and Hamtramck. 
a Dayton substitutes for the payroll factor total produc- 

tion costs. 
School districts in Pennsylvania are not allowed to tax 

nonresidents. 

All municipal income taxes are imposed 
at low flat rates. Gadsden, Alabama and 
Newport, Kentucky impose the highest 
rate-2 percent. T h e  maximum rate that 
may be imposed in Pennsylvania is 1 per- 
cent (except in Philadelphia, where the 
current rate is 15/s percent). T h e  rate is 
as low as one-fourth of 1 percent in some 
of the smaller jurisdictions in Pennsyl- 
vania. Ohio limits the city rates to 1 per- 
cent unless the voters approve a higher 
rate (which has not yet been done). T h e  
rate in St. Louis is 1 percent and in Kansas 
City one-half of 1 percent. In  Kentucky 
cities the rates range from 1 to 2 percent; 
in the three Michigan cities with an in- 
come tax the rate is-l percent. 

T h e  local taxes are generally levied 
on gross earnings of individuals and 
net profits of professions and unincor- 
porated businesses. Net profits of cor- 



porations are also taxed by Ohio cities, 
some Kentucky cities, Kansas City and 
St. Louis, Mo., and Detroit, Flint, and 
Hamtramck, Mich. (table 60). Employees 
are taxed on all forms of income received 
as compensation for services, including 
salaries, wages, commissions, bonuses, in- 
centive payments, and tips. Pay received 
by members of the armed services on full- 
time active duty is generally specifically 
exempted. Other types of income spe- 
cifically excluded are: old-age pensions 
and similar payments from Federal, State, 
and local governments, unemployment 
compensation, and pensions and annuities 
from whatever source derived. 

Income from salaries and wages is 
generally taxed on a gross basis, with no 
exemptions or deductions, and the full 
amount of the tax is withheld by the em- 
ployer. Warren, Ohio, is the only city 
that provides a personal exemption. The 
first $1,200 is exempt from Warren's tax, 
and withholding applies only to the amount 
in excess of $1,200. Springfield, Ohio, 
taxes only incomes in excess of $1,040 a 
year, but if income exceeds $1,040, the 
entire income is taxed. In Springfield, 
there is no exemption for withholding 
purposes, and the taxpayer must establish 
that his income was less than $1,040 in 
order to get a refund. 

Several of the Ohio cities exempt per- 
sonal earnings of individuals under a 
specified age (either 16 or 18). 

Since the taxes are basically earned in- 
come taxes, the various types of unearned 
income (dividends, interest, rents, capital 
gains) received by individuals are all 
exempt. Net profits of unincorporated 
businesses, however in some cases include 
net capital gains.ll Net rentals from real 

11 In some of the Ohio cities (Toledo, Columbus, and 
Canton, for example) capital gains and losses are not con- 
sidered in arriving at net profits. 

estate are taxable when the rentals can be 
considered as income from a business ac- 
tivity. Some Ohio cities determine 
whether rentals constitute income from a 
business activity on the basis of gross 
rentals received.12 Louisville holds an in- 
dividual to be employed in the real estate 
business if this activity requires at least 30 
percent of his time. For business and pro- 
fessions the tax base is net profits, which 
are determined in much the same way for 
unincorporated and incorporated business. 
Ordinary and necessary business expenses 
similar to those allowed by the Federal 
Government are generally deductible. 

Residents are generally taxed on earned 
income and net profits from professions 
and unincorporated business, regardless of 
where the income is earned or the activi- 
ties are conducted, while nonresidents are 
taxed only on income arising within the 
municipal limits. The occupational license 
taxes of Kentucky cities and Gadsden, Ah.,  
however, apply only to income or net pro- 
fits derived within the city in the case of 
both residents and nonresidents since the 
tax is imposed on the privilege of doing 
business within the city. 

Pennsylvania has taken steps to prevent 
double taxation under local income taxes. 
The State enabling act, which authorizes 
local income taxes, permits municipalities 
to tax residents and nonresidents but pro- 
vides that credit be allowed for income 
taxes paid to the place of residence against 
the tax imposed on nonresidents by a 
municipality where a taxpayer works or 
operates a business.ls The community of 

12For example, in Cincinnati if gross rentals exceed 
$1,200 a year, the entire net income from rentals is taxed: 
but if gross rentals are less than this amount, it is assumed 
that such rentals are not a business activity and therefore 
are not taxable. 
* For a detailed discussion of interjurisdictional tax 

crediting and double taxation problems in Pennsylvania, 
see Robert A. Sigafoos. The Municipal Income Tax: Its 
History and Problem, (Chicago: Public Administration 
Service, 1955). 



residence is thus given a priority. In 
Philadelphia, however, a nonresident gets 
no credit against the Philadelphia tax for 
a tax paid to the jurisdiction in which he 
resides. In many cases, after a city or 
borough imposes an income tax, the 
neighboring governmental units follow 
suit, and in actual practice the income tax 
eventually becomes a tax on residents 
only. 1f two overlapping political sub- 
divisions impose an income tax on the 
same person and the combined levy ex- 
ceeds ;he statutory rate limitation of  1 
percent, the effective rates are auto- 
matically halved during the period of 
duplication. The two units may also 
agree to divide the maximum rate in some 
other manner. If nonresidents employed 
in a Pennsylvania city make no claim for 
credit for income taxes imposed at their 
places of residence, the city may collect 
from them the full 1-percent income tax, 
although it collects only one-half of 1 
percent from its residents, who are also 
subject to a one-half of 1 percent school 
district income tax. School districts are 
permitted to tax only the income of 
residents. 

In Michigan and Ohio cities the place 
of employment is given priority. Resi- 
dents are given a credit for a tax paid to 
another city or are allowed to exclude 
from the tax base income on which a tax 
has been paid to another city. Some cities 
in Ohio limit the credit to 50 percent of 
the tax liability and require reciprocity.14 
The extent to which tax credits are al- 

14For example, Toledo and its neighboring city of 
Maumee both have a 1 percent rate. Residents of one city 
employed in the other pay one-half of 1% of their income 
to each. 

16 Michigan enacted legislation, effective January 1, 1965, 
authorizing all cities to adopt a uniform local income tax 
of 1% on residents and G% on nonresidents. Under the 
new Michigan law, an individual living in one city and 
employed in another, both with local income taxes, pays 
l/lO/g to his city of residence and lA70 to the city where he 
is employed. 

lowed, if any, as well as reciprocity ar- 
rangements, are subject to local determina- 
tion.16 

All of the cities that tax corporate net 
income permit allocation of the incomes 
of domestic and foreign corporations. 
The "Massachusetts formula," which al- 
locates income on the basis of tangible 
property, payrolls, and gross sales is gen- 
erally used. In Kentucky cities, only two 
factors-gross receipts and payrolls-are 
used (table 60). 

Income taxes are second only to sales 
taxes as a source of local nonproperty tax 
revenue. In 1962 total revenue from 
municipal income taxes (including the 
District of Columbia) was $308 million. 
Although insignificant nationally, income 
taxes contribute importantly to local fi- 
nances in Pennsylvania and Ohio and in a 
number of cities in other States. Almost 
half of the local income tax revenue in 
1962 was collected by municipalities and 
school districts in Pennsylvania ($15 1 
million) and almost a fourth by cities in 
Ohio ($73 million). In many of the cities 
that use it, the income tax has become the 
most important source of revenue, outstrip- 
ping the property tax. Eight of the 24 
largest cities (population of over 50,000) 
with income taxes in 1962 obtained more 
than one-half, and 10 obtained between 25 
and 50 percent of their tax revenue from 
the income tax (table 59). Detroit, which 
initiated its income tax in fiscal 1963, col- 
lected over $30 million that year-about 
20 percent of its tax revenue. 

Shared Taxes  

Five States (Maryland, New Hampshire, 
South Carolina, Tennessee, and Wiscon- 
sin) shared about $71 million of their in- 
dividual income tax collections directly 
with local governments in the fiscal year 
1962 (table 61). This represented almost 



TABLE 61.-State Collected, Locally Shared Individual Income Taxes, 1962 
-- 

State 

Maryland. . . . . . . . . . . 

New Hampshire. . . . . 
South Carolina. . . . . . 
Tennessee. . . . . . . . . . 
Wisconsin. . . . . . . . . . 

Total. . . . . . . . 

'ax revenue 
thousands) Distribution formula 

Equivalent of 1.7% of taxed investment in- 
come and 0.68% of taxed other income of 
taxpayers residing in city of Baltimore 
distributed to Baltimore; share of pro- 
ceeds equal to same percentages of taxed 
income of taxpayers residin outside cities 
distributed to counties; a n f  share of pro- 
ceeds equal to same percentages of taxed 
income of taxpayers residing in cities 
other than Baltimore divided equally be- 
tween counties and such cities. 

Proceeds, less administrative costs, distrib- 
uted to city or town of residence of tax- 
payer. 

Percentage of proceeds (except from banks), 
as determined annually by legislature, 
distributed in proportion to population. 

s/, distributed to city of origin or to county 
of origin where taxpayer resides outside 
city. 

33% distributed, % to county of origin and 
% to city or town of origin. 

1 Includes corporation income taxes. 
'Estimated individual income tax portion of combined 

individual and corporate income tax distribution. 

one-fourth of the personal income tax rev- 
enue of these States but only 3 percent of 
all State individual income tax collections 
in 1962. The amount of directly shared 
income taxes, as in the case of general sales 
taxes, is only a small portion of the total 
that finds its way into local treasuries. 
Several States, including Massachusetts, 
Minnesota, and Utah, earmark all or part 
of their individual and corporation in- 

Recipient 
local 

;overnmenta 

Cities. . . . . 
Counties. . . 

Cities. . .  . .  
Towns. . . . 
Counties. . 

Cities. .. .. 
Counties.. 

Cities or 
towns. . . 

Counties. . 
. . . . . . . . . . . 

Amount 
distributed 
:thousands) 

Local use 
of funds 

;General 
, purposes. 

General 
purposes. 

General 
purposes. 

t General 
purposes. 

General 1 purposes. 

Source: U.S. Bureau of the Census, State Payments to 
Local Governments, 1962 Census of Governments, Vol. VI, 
No. 2. 

come tax proceeds for aid to education. 
Furthermore, in those States where in- 
come taxes are placed in general funds, 
they are included in amounts appro- 
priated for various State aid purposes, in- 
cluding education. It is estimated that, 
in addition to the directly shared indi- 
vidual income taxes, about $900 million 
was distributed in 1962 as grants-in-aid 
to local governments. 



Chapter 9 
CORPORATION 

The modern Federal corporation in- 
come: tax originated with the excise tax of 
1909, which was levied at a 1-percent rate 
on corporate net income above $5,000.l A 
few States had experimented with cor- 
poration income taxes earlier, but the first 
successful State corporation income tax 
was imposed by Wisconsin in 191 1. This 
form of taxation is now imposed by 37 
States and the District of C ~ l u m b i a . ~  
With the exception of New Hampshire 
and West Virginia, all States that tax indi- 
vidual income also tax corporate income. 
Four States (Connecticut, New Jersey, 
Pennsylvania, and Rhode Island) do not 
tax individual income but do tax corpora- 
tion  income^.^ 

Corporate income taxes are also im- 
posed by St. Louis and Kansas City (Mis- 
souri), 7 cities and 1 county in Kentucky, 
3 cities in Michigan, and approximately 
80 Ohio ~ i t i e s . ~  All of these are com- 
panion taxes to the low-rate taxes imposed 

1 The tax was levied as an excise on the privilege of 
doing corporate business, measured by net income. 

1 Almost all States levy a variety of franchise or privilege 
taxes and fees on domestic and out-of-State corporations 
for the right of using the corporate form of organization 
or as a condition of doing business within the particular 
State. The capital stock tax is one of the common forms 
of privilege levies and is now employed in about three- 
fourths of the States. In a few States the capital stock tax 
is an alternative to the income tax, with the corporation 
paying whichever tax is higher; but in most cases it  is an 
additional tax. Because of the special difficulties of apply- 
ing corporate net income taxes in certain fields, such as 
banking, insurance, and utilities, many States levy special 
in-lieu taxes on particular types of corporations. 

a New Jersey's limited "commuters"' personal income 
tax is described in chapter 8. 

4 See chap. 8, table 60. 

INCOME TAXES 

by these cities on salaries and wages and 
on net profits of unincorporated busi- 
nesses and apply to net profits from ac- 
tivities conducted by corporations within 
the city. 

In 1963 the Federal and State govern- 
ments collected $23.1 billion from corpo- 
ration income taxes. The corporate in- 
come tax accounted for 25 percent of 
Federal tax revenues. This percentage 
contrasts with State corporate tax yields 
of $1.5 billion, representing 6.8 percent of 
their tax revenues, exclusive of levies for 
unemployment compensation. 

Federal Taxes 

Under the recently enacted changes in 
the Internal Revenue Code, the Federal 
corporate income tax now consists of a 22- 
percent normal tax rate (previously 30 
percent) applicable to total taxable in- 
come, and a surtax of 28 percent (previ- 
ously 22 percent), which applies to corpo- 
rate income in excess of $25,000. These 
new rates, totaling 50 percent for corpor- 
ate income in excess of $25,000, became 
effective January 1, 1964, and represent a 2- 
percentage-point decrease from the previous 
52 percent combined normal and surtax 
rates. Effective January 1, 1965, the 
surtax will drop to 26 percent, reducing 
the new total (normal and surtax) rate to 
48 percent. When fully effective, these 
rate decreases, discounting any secondary 
revenue effects that may result from 
business expansion, are expected to reduce 



annual corporate income tax yields by 
about $2.2 billion. 

The Internal Revenue Code amend- 
ments also provide for the gradual com- 
pletion of the shift to a pay-as-you-go basis 
initiated in 1950 for the collection of taxes 
from corporations with estimated annual 
tax liabilities in excess of $100,000. This 
acceleration of the tax payment schedule, 
to start in 1964 and become fully effective 
in 1970, requires that these corporations 
pay one-fourth of their estimated tax 
liability in each of the four quarters of 
the taxable year. Under the 1950 Act 
all corporations already have been on 
a partial pay-as-you-go basis, being required 
to pay one-fourth of their estimated tax 
bill in each of the September and Decem- 
ber quarters of the year in which the 
income is earned and in the following 
March and June quarters. Corporations 
with less than a $100,000 tax liability will 
continue to defer a part of their tax pay- 
ments until the year following that in 
which the income is earned. The cumula- 
tive acceleration during this transition 
period will total $7.5 billion, varying from 
$260 million for the fiscal year 1964 to a 
peak of $1.5 billion in each of the 1966, 
1967, and 1968 fiscal years, and dropping 
to $40 million in 197 1. 

A number of States have also shifted in 
recent years to a current basis for the col- 
lection of corporation income taxes, re- 
quiring declarations of estimated income 
from all corporations or from those with 
estimated tax liabilities above a specified 
amount. The States that provide for cur- 
rent payment of corporate income taxes 
are California, Colorado, Connecticut, 
Delaware, Georgia, Hawaii, Massachusetts, 
New York, Oklahoma, and Wisconsin. 

Corporate income and profits taxes as- 
sumed an important role in Federal rev- 

enues during the war years, reflecting in 
part higher levels of corporate earnings 
and in part higher tax rates coupled with 
excess profits taxation. Except for the 
expiration of the excess profits tax at the 
end of the calendar year 1953, the only 
changes in Federal corporate income tax 
rates have been the aforementioned re- 
ductions of this year. While Federal 
corporate tax yields declined consider- 
ably in the fiscal years 1955 and 1959, 
reflecting the recesssions of 1954 and 
1958, they have tended upward since 
that time. 

During the fiscal year 1963 Federal cor- 
porate income tax collections amounted 
to $21.6 billion (net of refunds), an in- 
crease of 5.4 percent over the previous 
year, when corporate income tax collec- 
tions felt the effects of the 1961 recession, 
but only slightly greater than the tax 
collected from this source in 1960. Fed- 
eral Budget estimates for the fiscal years 
1964 and 1965, which take account of the 
1964 tax revisions, are $23.7 and $25.8 
billion, respectively. 

State and Local Taxes 

Of the 37 States (and the District of 
Columbia) that tax corporate income, 30 
apply flat rates and 8, graduated rates 
(table 62). The rates of tax are relatively 
low comparedwith the Federal levy, ranging 
between 1.75 percent and 10.5 percent, the 
most common being 5 percent and 4 per- 
cent. A comparison with State corporate 
income tax rates in effect as of January 1, 
1952, reveals that 32 States (not counting 
Alaska and Hawaii) and the District of 
Columbia had corporate income taxes at 
that time, of which 6 applied graduated 
rates. Rates in this earlier period varied 
from 2 to 8 percent, but the most com- 



mon rates were also 5 and 4 percent, as 
shown in the following tab~la t ion :~  

Number of States 1 

Rate (percent) January I ,  I952 2 January 1 ,  I964 

1 Includes District of Columbia. 
2 Excludes Alaska and Hawaii. 

Alaska, the only State that tied its cor- 
poration income tax directly to the Federal 
tax (18 percent of the Federal tax liability) 
changed its tax, effective January 1, 1964, 
to avoid a loss in tax revenue as a result 
of the Federal tax reduction. Under the 
new system, which retains the tax at its 
previous level, corporations pay a normal 
tax of 5.4 percent on all taxable income 
and a surtix of 3.96 percent on taxable 
income in excess of $25,000. 

The new Indiana corporation net in- 
come tax (adjusted gross income tax) has 
been characterized as essentially a tax on 
interstate business only. The reason is 
that corporations are liable for payment 
of either the gross income tax (at 1/2 of 1 
percent or at 2 percent, depending on the 
nature of their business) or the adjusted 
gross income tax, whichever is greater. 
The tax liability under the gross income 
tax will generally exceed that under the 
corporation income tax for Indiana cor- 
porations confined largely to intrastate 
business. 

All the taxes imposed by local govern- 
ments are low, flat-rate taxes (in no case 

6For the States that apply graduated rates, the highest 
bracket rate is shown. 

more than 1% percent), and only in Kan- 
sas City and St. Louis and in some of the 
Kentucky cities do these taxes overlap 
State taxes. 

The States are moving toward greater 
reliance on the Federal tax base for State 
corporate income taxes as well as for in- 
dividual income taxes. Sixteen of the 37 
States imposing corporate income taxes 
now have adopted the Federal tax base, 
with certain adjustments. In general, the 
adjustments made by States in the Federal 
tax base are relatively few. The more 
common ones are the subtraction of in- 
terest on Federal securities and the addi- 
tion of State income taxes. 

Deductibility 

Under Federal law, State corporate in- 
come tax payments are allowed as a de- 
duction in computing net income for 
Federal corporate income taxes. Fourteen 
of the 37 States levying such taxes permit 
taxes paid to the Federal Government to 
be deducted in computing State tax liabil- 
ity, and 9 States allow the State corpora- 
tion tax itself to be deducted (table 62). 

Table 63 illustrates the effect of de- 
ductibility of corporate income taxes at 
selected levels of net income. Pennsyl- 
vania does not allow deduction of the 
Federal tax, but for purposes of illustra- 
tion, the combined Federal and Pennsyl- 
vania tax have been computed in two 
ways: (1) with no deduction for Federal 
tax and (2) assuming that Pennsylvania 
allowed deduction of Federal tax. In the 
case of a $250,000 net corporate income, 
for example, the effective rate of the 
Federal income tax alone is 49.8 percent. 
Under Pennsylvania law, which imposes a 
tax of 6 percent and does not allow the 
Federal tax as a deduction, the combined 
effective rate of both taxes is 52.68 percent, 



TABLE 62.-State Corporation Income T a x  Rates, January 1, 1964 

State 

Alabama ............ 
Alaska. ............. 
Arizona. . . . . . . . . . . . .  

Arkansas. . . . . . . . .  

California. . . . . . . . . . .  
. . . . . . . . . .  Colorado.. 

Connecticut 2. ....... 

. . . . . . . . . .  Delaware. 
Georgia. . . . . . . . . . . . .  
Hawaii 2 .  . . . . . . . . . . .  
Idaho . . . . . . . . . . . . . .  
Indiana. . . . . . . . . . . . .  
Iowa. . . . . . . . . . . . . . .  
Kansas. . . . . . . . . . . . . .  
Kentucky. . . . . . . . . . .  
Louisiana. . . . . . . . . . .  

Maryland. . . . . . . . . . .  
Massachusetts 2. . . . . .  

Minnesota. . . . . . . . . .  

. . . . . . . . .  Mississippi. 

. . . . . . . . . . .  Missouri. 
. . . . . . . . . .  Montana. . . . . . . . . .  New Jersey. 

...... New Mexico '. 

Kate (percent) 

.............. 
First 525.000 . . . . 
3ver j/25;000 . . 

. . .  First $1,000 
~1,001-$2,000 . 
$2.001-55.000 . 
is;ooi-$4,000 . 
14,001-$5,000 . 
B5,OOl-$6,000 . 

... Over $6,000 
First $3,000 . . .  
13,001-lgs,ooo , 
f6,OOl-$11,000 
$1 1.001-$25,000 
Over $25,000 . . 

First $25,000 . . . . . . . . . . . . . . .  5 
Over $25,000 . . . . . . . . . . . .  5.5 

........................... 10.5 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  3.5 
First $25,000 . . . . . . . . . . . . . . .  5 
Over $25,000 . . . . . . . . . . . . . . .  7 

First $5,000 . . . . . . . . . . . . . . . .  2 
$5,001-$10,000 . . . . . . . . . . . . .  3 
Over $10,000 . . . . . . . . . . . . . . .  4 

Federal 
tax deduc- 

tible 1 
Related provisions 

Minimunl tax: $100. 

If tax yield is greater, 2.5 mills per dollar of 
capital employed in Connecticut. Mini- 
mum tax: $25. 

Rate increased to 5 percent, effective Jan. 30, 
1964. 

Capital gains entitled to alternative tax 
treatment are taxed at 29/4 percent. 

A $10 filing fee is imposed. 

A specific exemption of $3,000, prorated ac- 
cording to the proportion of total net in- 
come taxable in Louisiana, is allowed 
against net income. 

Domestic corporations are allowed credit for 
franchise taxes in excess of $25. 

Includes the basic 2.5-percent rate, a tempo- 
rary additional tax of 3 percent, a perma- 
nent surtax of 3 ercent of tax, and a 
temporary surtax or20 percent of tax. All 
corporations pay additional $6.15 tax (in- 
cluding surtaxes) on each $1,000 of tax- 
able corporate excess or on taxable Massa- 
chusetts tangibles, whichever is greater. 
Minimum tax, the greatest of: (I) ?,& of 1 
percent of the fair value of capital stock, 
plus 3 percent of allocable income; or (2) 

of 1 percent of allocable gross receipts, 
plus 3 ercent of allocable income; or (3) 
$25 eacR plus the 25 percent total surtaxes. 

Includes the 7.5-percent basic rate plus, for 
taxable years beginning prior to Jan. 1, 
1965, a 10-percent increase in the basic rate 
and an additional tax of 1.98 percent. A 
credit of $500, deductible from net income, 
is allowed each corporation. Minimum 
tax: $10. 

The maximum rate for later years will be: 
1965, 3.5 percent on income in excess of 
$10,000; 1966 and after, 3 percent on in- 
come in excess of $5,000. 

Minimum tax: $10. 
.All corporations pay additional tax on net 

worth. 

See footnotes at  end of table. 



TABLE 62.-State Corporation Income Tax Rates, January 1,1964-Concluded 

State 

New York.. .......... 

. . . . . .  North Carolina. 
. . . . . .  North Dakota.. 

Oklahoma a. ......... 
Oregon. ............. 

Pennsylvania '. ...... 
Rhode Island. ....... 

South Carolina. ...... 
Tennessee a. ......... 
Utah. ............... 

Vermont ? .......... 
Virginia. ............ ......... Wisconsin 2. 

District of Columbia. . 

Rate (percent) 

5.5 percent plus tax of mill 
per $1 of allocated subsidi- 
ary capital. 

............................ 6 
First $3,000 ................ 3 
$3,001-$a,ooo .............. 4 
$8,ool-$l5,oOO ............. 5 
Over $15,000 ............... 6 

............................ 5 
First $1,000 ................ 2 
$1,001-$2,000 .............. 2.5 
$2,001-$3,000 .............. 3 

.............. 
$5;001-$6;000 .............. 6 
Over $6,000 ................ 7 

X Denotes "yes"; - denotes "no." 
1 In general, each State which permits the deduction of 

Federal income taxes limits such deduction to taxes paid 
on that part of income subject to its own income tax. 

3 Allows deduction of State corporation income tax itself 

or 2.88 percentage points above the 
Federal tax alone. Assuming that Pennsyl- 
vania law allowed the ~ede ra l  tax as a 
deduction, the combined effective rate of 
Federal and State tax would amount to 
51.29 percent, or 1.49 percentage points 
above the Federal tax alone. 

The effect of deductibility on net in- 
come remaining after tax is illustrated in 
part 2 of table 63. For example, in the 
case of a $250,000 net corporate income 
subject only to Federal tax, 50.2 percent 

& 
Federal 

tax deduc- 
tible 1 

Related provisions 

2orporations are subject to the 5fi-percent 
tax on net income or a tax on 3 alterna- 
tive bases, whichever is greatest. The al- 
ternative taxes are: (1) l mill on each 
dollar of business and investment ca ital; 
or (2) 5 f i  percent of 10 percent or net 
income plus compensation paid to officers 
and holders of more than 5 percent of 
capital stock, less $15,000 and any net loss; 
or (3) $25, whichever is greatest; plus the 
tax on allocated subsidiary capital. 

Manufacturers may claim an offset of up to 
one-third of the tax for Oregon personal 
property taxes paid on raw materials, 
goods in process, and finished products. 

4lternative tax: 40 cents per $100 on corpo- 
rate excess, if tax yield is greater. Mini- 
mum tax: $10. 

Zorporations are subject to the 4-percent tax 
or a tax of Mo of 1 percent of the value 
of tangible property within the State, 
whichever is greater. Minimum tax: $10. 

Subject to reduction if there is sufficient sur- 
plus in general fund. Minimum tax: $25. 

in computing State tax liability. 
Bank rate is 12.54%. 

4 Rate on banks and financial institutions is 8%. 
6 Limited to 10 percent of net income before Federal tax. 

of net income remains after tax. The 
Pennsylvania tax, which does not allow 
the deduction of Federal taxes, reduces net 
income remaining after tax from 50.2 
percent to 47.3 percent, a reduction of 5.7 
percent. This is due to the fact that the 
State tax is deductible for Federal income 
tax purposes. At the $250,000 net income 
level the Pennsylvania tax, assuming in 
this case the deduction of Federal taxes, 
would reduce the net income after tax 
from 50.2 percent to 48.7, or by 3 percent. 



TABLE 63.-Corporation Income Taxes: Eflect of Federal and State Deductibility, at Selected 
Net Income Leuels, Federal and Pennsylvania T a x  Rates, 1963 

1. EFFECTIVE RATE OF TAX (percent) 

Pennsylvania alone 

(2) 

Net income 
before 

deduction for 
income taxer 

Combined Federal and Pennsylvania 

Federal alone 

I 2. NET INCOME REMAINING AFTER TAX 

No deduction allowed 
by Pennsylvania for 

Federal tax 

(3) 

Percent of net income remaining after tax 

Assuming Pennsylvania 
allowed deduction of 

Federal tax 

(4) 

Federal alone 

100.0(>-(1) 

(5) 

Combined Federal and Pennsylvania 

No deduction 
allowed by 

Pennsylvania 
for Federal tax 

Assuming 
Pennsylvania 

allowed deduc- 
tion of 

Federal tax 
100.00-(4) 

Percentage reduction in income 
remilining after tax due to 

Pennsylvania tax 

No deduction 
allowed for 
Federal tax 

(5)-(6) + (5) 

(8) 

Assuming deduc- 
tion allowed for 

Federal tax 

(5)-(7) + (5) 

(9) 

1 State income taxes are deductible for purposes of the Federal income tax. The Pennsylvania income tax does not 
permit deduction of the Federal income tax. For purposes of illustrating the effect of mutual deductibili:), however, 
column (4) shows the effective rate of combined Federal and Pennsylvania taxes, assuming that Pennsylvania permitted 
deduction of the Federal tax. 

Federal-State Duplication 

In relation to the Federal tax, the 
weight of State corporate income taxation 
is moderate. In the 36 States and the Dis- 
trict of Columbia which taxed corporate 
income throughout the three-year period 
1959-6 1, State revenues averaged 8.2 per- 
cent of Federal corporate income tax col- 
lections. The individual State-Federal 
ratios are shown in table 64 and range 
from 1.5 percent in Iowa to 15.4 percent 
in North Carolina. 

These ratios have been derived from 
data contained in a recent study of Federal 
revenues and expenditures in the United 

States.% In contrast to the more obvious, 
but less valid, method of allocating Fed- 
eral corporate income taxes to the various 
States on the basis of tax collections, this 
study allocated 50 percent of Federal 
corporate income tax revenue to the States 
on the basis of retail sales and 50 percent 
on the basis of dividends received by indi- 
vidual residents of the States. This was 
done on the assumption (admittedly arbi- 
trary) that about half of the incidence of 
the corporate income tax is on consumers 

6 I. M. Labovitz, Federal Revenues and Expenditures in 
the Several States; Averages for the Fiscal Years 1959-61 
(The Library of Congress, Legislative Reference Service, 
Sept. 19, 1962). 



TABLE 64.-Corboration Zncome Taxes: State Collections as a Percent of Federal 

Under 5 percent 

Alabama . . . . . . . . . . . . . . 4.7 
Arizona . . . .. .. . . ... .. . 4.6 
Delaware . . . . . . . . . . . . . . 4.0 
Iowa . .... .. .. .. .. . .. .. 1.5 
Kansas . . . . . . . . . . . . . . . . 4.4 
Massachusetts . . . . . . . . .14.1 
Missouri . . . . . . . . . . . . . . 2.1 
New Jersey . . . . . . . . . . . . 3.1 
New Mexico . . . . . . . . . . 3.2 
North Dakota . . . . . . . . . 3.3 
Vermont . . . . . . . . . . . . . . 4.9 

Number of States. .. .. . . 11 

Collections, Averages for I95961 

5 to 10 percent 

Arkansas . . . . . . . . . . . . . 9.3 
Colorado . . . .. . . .. .. .. 7.3 
Connecticut . . . . . . . . . . 6.6 
District of Columbia. . . 6.4 
Georgia . . . . . . . . . . . . . . 8.3 
Idaho . . . . . .. ... .. .. .. 9.9 
Kentucky . . . . . . . .. . . . 9.4 
Louisiana . . . . . . . . , . . . 7.8 
Maryland . . . . . . . . . . . . 5.7 
Montana . . . . . . . . . . . . . 6 2  
New York . . . . . . . . . . . . 8.9 
Oklahoma . . . . . . . . . . . . 7.1 
Rhode Island . . . . . . . . . 7.7 
Tennessee . . . . . . . . . . . . 8.2 
Utah . . . . . . . . . .. . . .. . 8.0 
Virginia . . . . . . . . . . . .. 8.3 

Caution: These data are subject to important limita- 
tions and the reader is urged to consider the qualifications 
noted in the accompanying text in interpreting them. 

1 State collections do not include corporatiori excise taxes 
and surtaxes measured in part by net income and in part 

and half on stockholders. Data on Federal 
corporate income tax collections by States 
leave much to be desired because corpora- 
tions typically file a single Federal tax re- 
turn at their headquarters or principal 
place of business, covering their total ac- 
tivities. Since a substantial number oi 
corporations derive income in more than 
one State, the data tend to exaggerate the 
ratio of State to Federal collections in the 
rural States and to understate it in the 
industrialized States. 

On a national basis, comparing State 
collections in the income tax States with 
Federal collections from all States, the per- 
centage relationship is significantly smal- 
ler. As the following table indicates, ag- 
gregate State collections in 1963 amounted 
to 7 percent of Federal collections. This 
is equivalent to about 3% percentage 
points of the Federal tax rate. On this 
basis, the net cost of State taxes to corpora- 
tions, after allowing for the deductibility 
of State taxes for Federal income tax pur- 
poses, is of the general magnitude of 2 
percentage points in Federal tax rates. 

10 to 15 percent 

Alaska . . . . . . . . . . . . . . 12.6 
California . . . . . . . . . . . 11.3 
Hawaii . . . .. .. .. .. .. 10.8 
Minnesota . . . . . . . . . . 10.1 
Mississippi . . . . . . . . . . 14.0 
Oregon . . . . . . . . . . . . . . 12.3 
Pennsylvania . . . . . . . . 10.0 
South Carolina . . . . . . 14.2 
Wisconsin . . . . . . . . . . . 13.1 

15 percent and over 

North Carolina . . . . . . . 15.4 

by corporate excess, which are classified as licenses. 
2 Since State income tax collections include both the 

individual and the corporate tax, the com utation is based 
on Federal and State collections from bot! taxes. 

Federal and State Corporation 
Income Tax Collections, 195363 

(Dollar amounts in millions) 

Year Federal 

State Taxation of Multi-State Corporations 

The question of how to allocate among 
the States for tax purposes the income de- 
rived from interstate business operations 
has long been a knotty one for State tax 
administrators. That a State has the right 
to tax income of an out-of-State corpora- 
tion doing business within its borders has 
been enunciated by the courts on numer- 
ous occasions. Much effort has gone into 
the problem of allocating interstate in- 



come for tax purposes, and a number of 
formulas have been worked out. Three 
allocation factors are commonly used: 
payrolls, sales, and property values. These 
are used by the States in varying propor- 
tions. 

In 1959, when the Supreme Court of 
the United States held that a State could 
impose a net income tax on an out-of-State 
company whose only activities in the State 
involved solicitation of orders, business 
sought relief from Congress. A law was 
enacted (Public Law 86-272) which in es- 
sence provides that a State may not impose 
an income tax on an out-of-State company 
which does no more than solicit business 

in the State. That law also provides for a 
Congressional study of the impact of State 
income taxation on interstate commerce. 
Later, the scope of the study was broadened 
to encompass all forms of taxation affecting 
interstate commerce. The findings of that 
study (conducted by a special subcom- 
mittee of the House Judiciary Com- 
mittee), to be reported before June 30, 
1965, are expected to provide the basis 
for advancing a resolution of this long- 
standing tax jurisdiction i ~ s u e . ~  

7 The first portion of this study was released on June 15, 
1964. State Taxation of Interstate Commerce, Report of 
the Special Subcommittee on State Taxation of Interstate 
Commerce of the Committee on the Judiciary, House of 
Representatives, 88th Cong., 2d Sess., H.Rpt. No. 1480. 



Chapter 10 
INHERITANCE, ESTATE, AND GIFT TAXES 

Federal and State governments derived 
about $2.8 billion from death and gift 
taxes in the fiscal year 1963. T h e  Federal 
share amounted to $2.2 billion (net after 
refunds), or 2.5 percent of total Federal 
tax revenues. T h e  States' share was nearly 
$600 million, 2.7 percent of State tax 
revenues. In  1963 the share of State tax 
revenues derived from death and gift 
taxes ranged from less than 1 percent in 
11 States to more than 5 percent in only 3. 

State Death and Gift Tax Collections as a 
Percent of Total State Tax Collections, 

by State, 1963 

Alabama ............. 0.3 
Alaska ............... .1 
Arizona .............. .6 
Arkansas ............. .2 
California ............ 3.6 

Montana ............. 2.8 
Nebraska . . . . . . . . . . . . .  .9 
Nevada ............... - ...... New Hampshire 4.2 
New Jersey ........... 8.5 

............. Colorado 3.5 
.......... Connecticut 7.7 ............. Delaware 5.6 ..... Dist. of Columbia 2.2 

.............. Florida 1.0 

.......... New Mexico .5 
............ New York 3.6 ....... North Carolina 2.5 ......... North Dakota .6 

................ Ohio 1.2 

Georgia .............. .5 
Hawaii ............... 1.3 
Idaho . . . . . . . . . . . . . . . .  .8 
Illinois . . . . . . . . . . . . . . .  3.0 
Indiana .............. 2.0 

Oklahoma ............ 2.2 
Oregon .............. 2.7 
Pennsylvania ......... 4.1 
Rhode Island ......... 4.8 
South Carolina ....... .9 

Iowa ................. 2.9 
Kansas ............... 1.7 

............ Kentucky 2.1 

............ Louisiana 1.1 
Maine ............... 4.9 

... ............. Missouri 1.6 / United States 2.7 

......... South Dakota 1.9 
............ Tennessee 3.0 

................ Texas 1.3 

................ Utah 1.2 
............. Vermont 2.8 

Maryland ............ 1.5 
Massachusetts . . . . . . . .  4.8 
Michigan ............. 1.5 
Minnesota ............ 3.4 
Mississippi ........... .3 

Federal Estate and Gift T a x e s  
T h e  present Federal tax on transfers of 

property at death dates from 191 6, but 

Virginia ............. 1.4 
Washington .......... 2.6 
West Virginia ........ 1.6 
Wisconsin ............ 3.0 
Wyoming ............ 1.2 

- - 

the Federal Government has levied death 
taxes of various types intermittently since 
1798.l Unlike earlier Federal and State 
inheritance taxes, the 1916 tax was im- 
posed on the transfer of the entire estate 
rather than on the amount distributed to 
each beneficiary. Initially graduated to 10 
percent, the rates were increased to a maxi- 
mum of 25 percent during World War I. 
At the end of the war, rates were reduced 
on smaller estates but were retained at 
the same level on large ones. In  1924 
rates were increased to a maximum of 40 
percent, but in 1926 they were reduced 
retroactively to a maximum of 20 percent. 
Also the estate tax exemption was in- 
creased in 1926 from $50,000 to $100,000. 

A substantial segment of the Congress 
viewed the 1916 Federal estate tax as a 
temporary measure. T h e  States had strong- 
ly opposed its enactment, and after World 
War I considerable congressional senti- 
ment developed, particularly in the Senate, 
for repealing it. This course was urged 
also by the Treasury Department. 
1 In 1798 a tax was imposed on transfers of property at 

death. It  remained in effect until 1802. At the outbreak 
of the Civil War in 1861 an inheritance tax was enacted, 
which was repealed in 1870. The Federal income tax of 
1894 included a tax on inheritances, but this was nullified 
when the income tax law was declared unconstitutional. 
The war revenue bill of 1898 included a graduated inheri- 
tance tax on transfers of personal property, which re- 
mained in effect until 1902. 



Congressional consideration of the fu- 
ture of the Federal estate tax chanced to 
coincide with the advent of interstate tax 
competition for wealthy residents. One 
or two States had just begun to advertise 
immunity from death taxation in national 
journals. At least two had amended their 
constitutions to guarantee freedom from 
inheritance taxes to those who settled with- 
in their borders. State leadership was 
quick to recognize that unchecked inter- 
state tax competition practiced by a few 
States would quickly spread to others and 
destroy this tax source for all of them. 

Heeding the plea of State leaders, Cong- 
ress agreed to substitute tax reduction and 
a Federal tax credit (a special kind of tax 
reduction) for repeal of the tax. The 
1926 revenue legislation not only reduced 
estate tax rates and raised the exemption 
to $100,000 but permitted 80 percent of 
the remaining Federal estate tax liability 
to be offset, dollar-for-dollar, with receipts 
for taxes paid to States. (A 25-percent tax 
credit had been introduced in 1924.) This 
provided tax reduction, an objective of 
Federal policy, and fixed a floor under 
State death taxes, which effectively de- 
terred interstate competition for wealthy 
residents. Each State was left free to col- 
lect death taxes not in excess of 80 percent 
of the Federal tax liability, secure in the 
knowledge that it was adding nothing to 
the net tax burden of its residents. Since 
the combined State and Federal liability 
would in any event remain the same, it 
became a matter of indifference whether a 
State did or did not impose a tax up to the 
amount of the credit. Any State that 
declined to do so was merely bestowing a 
bounty on the National Treasury at the 
expense of its own revenues. 

In 1932 Federal estate tax rates were 
increased to a maximum of 45 percent 
by the imposition of a tentative tax in 

addition to the 1926 basic tax. The estate 
tax exemption applicable to the tentative 
tax was fixed at $50,000. The maximum 
rate under the 1926 basic tax, which de- 
termined the amount of the credit for 
taxes paid the State, was set at 20 percent, 
and specific exemption was retained at 
$100.000. During the 193OYs, legislation 
further increased the rates and reduced 
the exemption for the tentative tax. Since 
the Revenue Act of 1941 the tentative 
estate tax rates have ranged from 3 percent 
on the first $5,000 to 77 percent on that 
portion of the taxable estate in excess of 
$10 million. In 1942, when the separate 
exclusion for life insurance was repealed, 
the specific exemption from tentative tax 
was increased to $60,000 In 1948 an ad- 
ditional exemption was provided for the 
surviving spouse (the marital deduction) 
not to exceed 50 percent of the gross 
estate. The 1954 Code simplified the 
method of computing the estate tax but 
made no changes in the rates and exemp- 
tions effective under the 1939 Code as 
amended up to that time. After credit for 
State death taxes, the present maximum 
estate tax rate is about 61 percent. 

The gift tax was first adopted in 1924 
but was repealed 2 years later. Rates 
ranged from 1 percent on net gifts not in 
excess of $50,000 to 25 percent on gifts 
over $10 million. A specific annual ex- 
emption of $50,000 was provided, and a 
$500 annual exclusion was allowed per 
donee. 

The gift tax was restored in 1932 and 
since then has remained an integral part 
of the Federal transfer tax structure. Rates 
were set in 1932 at 75 percent of the tenta- 
tive estate tax rates; that relationship 
has been maintained. In 1932 the donor's 
lifetime exemption was $50,000; it was 
reduced to $40,000 in 1935 and $30,000 
in 1942. The annual per donee exclusion, 



TABLE 65 .4edera l  Estate Tax Rates and Exemptions Under 1926 Act and Federal Estate 
and Gift Tax Rates and Exemptions Under Present Law 

Equaling 
(1) 

exceeding Not 1 Rate 
(2) (percent) 

Present law 

Tax on 
amount in 

col. (2) 
Rate 

(percent) 

Specific exemption . . . . . , . . . $100.000 

Tax bracket 
(thousands of dollars) 

first $5,000 under the 1932 act, was re- 
duced to $4,000 in 1938 and $3,000 in 
1 942. 

Since 1941 Federal estate and gift tax 
rates have remained unchanged (table 65). 
However, the introduction of the estate 
tax marital deduction and its gift tax 
counterparts by the Revenue Act of 1948 
reduced the effective rates of these taxes 
when a surviving spouse succeeds to prop- 
erty and when both the husband and the 
wife are donors. 

Federal estate and gift tax revenues in- 
creased from $360 million in 1939 to 
about $900 million in 1948. Revenues 
declined to about $700 million by the 

Tax on 
amount in 

col. (2) 

Estate 

1926 act 

Gift tax tax 

- 

. 

. 

Present law 
- 

- 

- 
- 

Tax on 
Rate 1 amount in 

(percent) col. (2) 

fiscal year 1950, but rose thereafter to a 
high of $2.2 billion in the fiscal year 1963. 

State Death and Gift Taxes 

The history of State death taxes begins 
with the inheritance tax on collateral heirs 
enacted by Pennsylvania in 1825. Several 
other States followed Pennsylvania's ex- 
ample, subjecting direct as well as colla- 
teral heirs to the tax. Following the Civil 
War these taxes fell into disuse, with the 
result that by 1885 substantial inheri- 
tance taxes were in force in only two or 
three States. The imposition of a 5-per- 
cent tax on collateral heirs by New York 
State in 1885 marked a turning point in 



TABLE 66.-Types of State Death Taxes 

Type of tax 

"Pickup" tax only ................................ (5) 
Estate tax only .................................... (2) 
Estate tax and "pickup" tax ........................ (4) 
Inheritance tax only .............................. (2) 
Inheritance tax and "pickup" tax ................... (35) 

...................... Estate tax and inheritance tax (1) 
Inheritance, estate and "pickup" taxes .............. (1) 
No tax ........................................... (1) 

1 ~ l s o  has gift tax (12). 

State inheritance taxes. In 1903 Wiscon- 
sin established a pattern for future State 
taxes by the enactment of progressive rates 
on transfers to direct and collateral heirs, 
refinements in the definition of taxable 
property, and improved centralized ad- 
ministration. 

By 1926, when the 80-percent tax credit 
was enacted, all but two States already had 
reasonably well developed death tax sys- 
tems. Most used inheritance taxes, in 
contrast to estate taxes, and each employed 
its own definitions and rate scales. State 
exemptions were typically far below the 
$100,000 Federal exemption, especially 
for bequests to distant relatives and 
strangers. Rates on middle-sized estates 
generally exceeded those accommodated 
by the new tax credit. 

In these circumstances States had little 
incentive,. if any, to replace their own tax 
systems with the uniform statute de- 
veloped in 1925 by the group of experts 
who composed the National Conference 
on Inheritance and Estate Taxation. The 
States left their respective structures un- 
changed and merely added "pickup" taxes 
to insure that State tax liability would in 
each instance at least equal the maximum 
credit allowed under Federal law. The 
institution of the "pickup" tax actually 

State 

Alabama, Arizona, Arkansas, Florida, Georgia. 
North Dakota, Utah. 
Mississippi, New York, Oklahoma? South Carolina. 
South Dakota, West Virginia. 
Alaska. California,l Colorado,l Connecticut, Delaware, Dis- 

trict of Columbia, Hawaii, Idaho, Illinois, Indiana, Iowa, 
Kansas, Kentucky, Louisiana? Maine, Maryland, Massa- 
chusetts, Michigan, Minnesota,l Missouri, Montana, Ne- 
braska, New Hampshire, New Jersey, New Mexico, North 
Carolina,l Ohio, Pennsylvania, Tennessee? Texas, Ver- 
mont, Virginia? Washington? Wisconsin,l Wyoming. 

Oregon.1 
Rhode Island.' 
Nevada. 

encouraged interstate variety since it re- 
duced State resistance to special relief pro- 
visions of one kind or another. Legisla- 
tors could acquiesce to pressures for relief 
provisions sanguine in the assurance that 
no amount of such legislation could ever 
reduce the State tax liability of an estate 
below the maximum credit. In this way, 
State tax provisions tended to become in- 
creasingly more varied as time went on. 

The diverse State death tax provisions 
accumulated over the years fill many 
thousands of closely printed pages and 
can be sketched here only cursorily. In 
general outline, these taxes fall into several 
categories (table 66). The  simplest are 
the five estate taxes patterned after the 
Federal statute and designed to impose a 
tax liability equal to the maximum credit 
allowed against the Federal tax. Some of 
these so-called "pickup" taxes, originally 
intended to preempt for the States the 
exact amount of the credit, have departed 
from this pattern; they have been over- 
laid with provisions at variance with those 
of the Internal Revenue Code. In conse- 
quence State tax liability even in these 
States frequently exceeds the Federal credit. 

Four States use estate taxes and 35 (in- 
cluding the District of Columbia) use 
inheritance taxes, supplementing each 



Tmm 67.--State Estate Tax Rates and Excmfitions, January 1,1964 1 
I I I 

State 
Maximum 

Alabama. ........................ 80 p-t of 1926 Federal rat-. ........................ $10,000.000 
Arizona1 ......................... 80percmtof1926Federalrata ......................... 10,000,000 
Arkansas. ........................ 80 percent of 1926 Federal ram. ........................ 10,000,000 
Florida. .......................... 80 percmt of 1926 Federal rates. ........................ 10,000,000 

-a. ......................... 
M=p i. ...................... P New Y a  3. ...................... ................... Nonh Dakota.. 

Oklahoma l. ...................... 
Orrgon. ......................... 
Rhode Idand l. ................... 
South Cprolina. ................... 
Utah. ............................ 

BO p m m t  of 1926 Fedeal ram. ........................ 
t m c e n t  of lDp6 Federal rates. ........................ 
4 l p m m t  .......................................... 
2-21 percent. ......................................... 
1-10 percent. ......................................... 
1-10 paan t .  ......................................... 
1 percent.. ........................................... 
y J m n t .  .......................................... 

pmmt .  ......................................... 
1 Exduda Stata shown in table 68 which, in addition to 

their inheritance taxa levy an estate tax to assure full 
abeorption of the 80-percent Federal credit. 

'An additional estate tax ic imposed to assure full ab- 
mrptlon of the 80-percent Federal credit. 

a $20,000 of transfers to spouse and $5,000 to each lineal 

with a "pickup" statute to absorb any un- 
used credit; 2 use only inheritance taxes 
and 2 only estate taxes, but each of these 
employs tax rates substantially in excess 
of the maximum credit, obviating the 
need for "pickup" taxes; 1 State employs 
all three: An inheritance tax, an estate 
tax, and a "pickup" tax, 1 an estate tax 
and an inheritance tax but no "pickup" 
tax, while still another employs none of 
them. 
2 

There are important variations in vir- 
tually every structural feature of the States' 
taxes-in definitions of the gross tax base, 
in the deductions and exemptions as well 
as in rates and payment provisions. The 
exemption of property left to a surviving 
spouse, for instance, in some cases is lim- 
ited to a prescribed dollar amount; in 
others to a share (typically one-half, less 
often one-third) of the estate and in at 
least one State is unlimited. Rates are 
generally graduated, but some States em- 
ploy flat rates, differentiating between two 
or more classes of relationship of the heir 
to the decedent. The variety literally 
defies summation. 

ascendant and descendant and to other specified relatives 
are exempt and deductible from f i t  bracket. 

*Exemption for use is $20,000 or 50 percent of ad- 
justed grow atate,% minor child, $5,000, f a  lined an- 
cestor or deaccndants, 52,000. 

6 Entire atate above exemption. 

Rates and exemptions vary greatly, 
even among those States that levy the same 
type of death taxes. Among the States 
with estate taxes, exemptions range from 
$1 0,000, to $100,000, and maximum rates 
range from 6 percent to 23 percent a 

(table 67). The inheritance tax exemp- 
tions range from as much as $75,000 to 
no exemptions at all for certain types of 
heirs. In some States, benefits to certain 
heirs are totally exempt from the inheri- 
tance tax. Tax rates range up to 40 per- 
cent on inheritances of distantly related 
or unrelated beneficiaries (table 68). The 
"pickup" tax rates range from 0.8 to 16 
percent. These "pickup" taxes are paid to 
the extent that they exceed the regular in- 
heritance or estate taxes, but fall short of 
the maximum credit allowed under the 
Federal tax. 

Federal and State tax overlapping is now 
virtually universal for net estates of more 
than $100,000. Estates of this size are 
subject both to Federal and to State taxa- 

1 Exdudes Statca which, in addition to inheritance taw-, 
levy a "pickup" tax to assure full absorption of the 80- 
percmt Fedml dt. 



tion everywhere save in Nevada. Over- 
lapping is substantially complete also (in 
44 out of 50 States) in the case of net es- 
tates of between $60,000 and $100,000. 
Smaller estates pay only State taxes since the 
Federal exemption is $60,000. 

Numerically, estates subject only to 
State taxes exceed by a substantial margin 
those subject to both Federal and State 
taxes. However, most of the $2.8 billion 
Federal and State revenue produced by 
these taxes is accounted for by estates 
subject to both Federal and State taxes, 
those above $60,000. 

State gift taxes are generally patterned 
after the State death taxes. In Wisconsin 
the gift tax is levied each year without 
reference to prior-year gifts. Other States 
follow the Federal system of cumulating 
current-year gifts taxed in prior years, but 
the aggregation is made for each donee 
instead of the donor. 

There is much interstate variation in 
gift tax exemptions, annual exclusions, 
and rates (table 69). In some States there 
is no variation of exemption and annual 
exclusion by type of donee; in others there 
is considerable variation. In California, 
for example, donor exemptions range from 
$50 for gifts to distant relatives to $12,000 
for gifts to a minor child, but the annual 
exclusion is $4,000 to any donee. Oregon 
allows a donor exemption of $15,000, but 
annual exclusions by type of donee range 
from $5,000 of gifts to spouse or child to 
$1,000 to someone other than a relative. 

Role of the Tax Credit 

The capacity of the Federal tax credit to 
achieve Federal-State tax coordination has 
been reduced over the years. One con- 
tributing factor was Federal tax legisla- 
tion. As already noted, during the 15 
years following 1926, Federal estate tax 
rates were increased and exemptions re- 

duced. The purpose of these measures 
was to increase Federal revenues. This 
was accomplished by enacting the increases 
in the form of a separate estate tax, 
against which no credit was allowed for 
taxes paid to States. 

Another contributing factor was the 
Federal gifts tax imposed at rates fixed at 
75 percent of estate tax rates and with a 
separate exemption. This serves to en- 
courage the distribution of properties 
during the lifetime of their owners. Since 
property so distributed generally reduces 
the estate subject to taxation at death, 
State death tax revenues are automatically 
reduced. The dozen States using gift 
taxes find them difficult to enforce. More- 
over, State gift taxes do not qualify for a 
Federal tax credit. 

These developments have combined to 
reverse the relative Federal and State 
shares in revenues from these taxes. 
Thirty years ago the States' share was 
about three-fourths of the total. In recent 
years it has averaged about one-fifth. 

The decline in the importance of the 
credit is illustrated in table 70. Between 
1931 and 1961 the percentage of Federal 
estate tax liability represented by credits 
claimed for taxes paid to the States de- 
clined from about 75 percent in the early 
1930's to about 10 percent in recent years. 
There is considerable variation, however, 
in relative credit among the States during 
any given year, among estates of different 
size within any one State, and year to year 
in the same States. For returns filed in 
1961, for example, the Federal credit as a 
percentage of tentative Federal estate tax 
ranged from a low of 3.8 in Idaho to a 
high of 13.9 in Delaware (table 71). 

Some States have sought to increase 
death tax revenues through tax enact- 
ments over and above the tax credit. 
Most States impose death taxes on small 



TABLE 68.S ta te  Inheritance Tax Rates and Exemptions. for Selected Categories of Heirs. 
January 1. 1961 

State 1 I Widow 

Alabama 2 ...................................... 
Alaska .............................. 
Arizona2 ...................................... 
Arkansas 2 ...................................... 
California 8 4 ........................ 

$10. 000 

5.000 

Coloradp ............................ ..................... Connect~cut 3 6 7 .......................... Delaware 3 
District of Columbia 8 ................. 
Florida 2 ....................................... 

............................... Iowa ............................. 40. 000 
Kansas 75. 000 
Kentucky 10.000 
Louisiana 8 4 5.000 
Maine .............................. 15. 000 

20. 000 
50. 000 
20. 000 
5. 000 

...................................... Georgia 3 ............................. Hawaii 
Idaho* ............................. 
Illinois .............................. 
Indiana 8 ............................ 

20.000 
10.000 
20.000 
15. 000 

Maryland 6 .......................... .................... Massachusetts 6 11 ........................ Michigan 8 12 
Minnesota 8 ......................... .................................... Mississippi 3 

New kney  3 ......................... 5.000 ..................... N o r  M n i m  4 6 .I 10. 000 

150 
10. 000 
30.000 
30.000 

Missouri ............................ ........................... Montana 3 .......................... Nebraska 3 ............................. Nevada ...................... New Hampshire 

.................................... N e n Y o r k ~  ....................... North Carolina 10.000 ........... ....................... North Dakota 2 I 

20. 000 
17.500 
10.000 

('8) 
(I3) 

Ohio8 .............................. .................................... Oklahoma 2 
Oregon 14 ......................... 
Pennsylvania ......................... ..................... Rho& Island 3 l* 

Minor 
child 

10.000 

(l?, 000 
10. 000 

..................... South Dakota . 8 
South Carolina 2. ................................ 
Tennesxesa ........................ ............................ Texas 8 4 

.......... 
('3) 
16 None 

10.000 

15. 000 

10.000 
25.000 

Exemptions 

......................................... Utah 2 

Adult 
ch~ ld  

7.000 .......... 
('3) 
16 None 

10.000 

Brother 
or sister 

9 None 
5.000 
1. 000 
1. 000 

500 

500 
500 

10. 000 
(W) 

None 

6 500 
10.000 ......... 
None .......... 

1.000 
None 

5. 000 

Other 
thap 

relattve 

......... 
None ......... .......... 

$50 

6 500 
500 

None 
1. 000 ......... 

None 
100 
100 

9 None 
6 200 

500 
500 
500 

150 
1.000 
None 

500 

6 100 
None 

500 

'"&one 

6 500 
500 .......... 

None .......... 
None .......... 

500 
None 
1. 000 

Rates (percent) 

Spouse 
or mlnor A,$$ 

child 
Brother 
or sister 

Other 
than 

re la tm 

In case of spouse 

Size of 
fint 

bracket 

Level at 
which 

top rate 
applies 



Vermont 3.. ......................... I 15.000 , 15.000 None 2-6 

None 1-10 

-.~ .~-. 
Virginia 3. .  ......................... 
Washington 3 4.. ..................... 
West Vlrgtnia 3. .................... 
Wisconsin 3 17. ...................... 
Wyoming ........................... 

None 3-1 3 
100 I 2-10 

None 2 

1 All States, except those designated ,by asterisk (* ), impose also an estate tax to assure full 
absorption of the 80-percent Federal credlt. 

5;0oo 
16 5,000 

15.000 
15.000 
10,000 

2 Imposes only estate tax. See table 67. 
3 Exemptions are deductible from the first bracket. 
4 Community property assing to the surviving spouse is not taxable. 
5 No exemption is algwed if beneficiary's share exceeds the amount shown in the exemption 

column, but no tax shall reduce the value of the amounts shown in the exemption column. In 
Ma land, it is the practice to allow a family allowance of $450 to a widow rf there are infant 
chi;d;en. and $225 rf there are no infant chddren, although there is no provision for such de- 
ductions in the statute. 

6The exemption shown is the total exemption for all beneficiaries falling into the particular 
class and is shared by them proportionately. 

$000 
16 r.000 

5.000 
2.000 

10,000 

7 An additional 30-percent surtax b imposed. 
8 Rate shown is for s use only. A mrnor child is taxed at the rates applying to an adult child. 
9 Estates of less than E.000 after deduction of debts are not taxable. 
10 Entire share. 
11 Additional taxes, equal to 23 percent of the inheritance tax, are also imposed. 
12 Transfers of real property to class I beneficiaries are taxed at % of the indicated tax rates. 
13 No tax imposed. 
14 Imposes also an estate tax. See table 67. 
15 In the absence of a spouse. the children may claim the $1,000 exemption. 
16 An additional $5.000 exemption is allowed to the class as a whole. 
17 These ra ta  are subject to the limitation that the total tax may not exceed 15 percent of 

the beneficiary's ahare. An additional tax equal to 30 percent of the inheritance tax is also 
imposed. 



TABLE 69.-State Gift Tax Rates and Exemptions, for Selected Categories of Donees, 
January 1, 1964 

Donor's lifetime exemption I Rates (percent) I 
State 

Wife Minor Adult 
child chdd 

California IS... .......... $5,000 $12,000 $5,000 

Colorado *. ................ 20,000 IO.MH) 10.000 

........... Minnesota * 2 s.. 
NOM C ~ o l i n a  .I 4 1 w'OO" I 5.000 ........... 
Oklahoma. ........................................ (4kone 

Tennessee 

Virginia 9 . .  

$2.000 650 

2,000 500 

....................... 
1.000 250 
None None ....................... 

....................... 
(4) (4) 

....................... 

....................... 
6 1,000 None 

None None 

Other Annual exclusion to each donee 

B"r 1 thap 1 or srster r e l a h  

10-24 $4.000. 

I $3 000 spouse child. 
7-16 $1'500 broth;. skter. 

$1:000 otha thao relative. 
$5.000 spouse, child. 

9-10 $1,000 brother, sister: 
$500 other than rclatrve. 

8-30 $3,000. 
8-17 $3 000. ....... t3:000. 

$5,000 spouse, child. 

....... 

I $10 000 spouse child.8 
5-15 $5.600 b r ~ t h m ' ~ d  sisters. 

$5 000 spouse chrld. 
5-15 $21000 hroche;. sister. 

$1.000 other than relative. 
9-22.5 $3.000. 
8-40 $1,000. 

Gift tax rates are the same as inheritance tax rates except in Washington where they are 90 8 Only 1 annual exclusion is allowed each class of donee. One class includes s use lineal m- 
percent of inheritance tax rates. cestor or descendant; all o thm are in the other class. Exemptions are deductibg fdrn the first 
1 Half of cornmuni propem transferred to surviving s use is not taxable. bracket. 
1 Exem ions or ex%sions are deductible from the first Eackct. 6 Only 1 a e m  'on allowed each class of donees. Spouse and lineal ancestors and descendants 
a The ~ l l o w i n g  tax credits arc allowed: wife $300. minor child $75; adult child .$20. corn rise 1 claw Efothers and sisters another. all others the 3d class. 

brotba or sister. $30; other than relative. $20. ' h e  tnx'may not exc& 35 percent of the fuli 7 fn addition: an emergency tax is im&d cqual'to 30 rcent of the tax computed at the 
value of the gift. rates shown. The total tax may not exceed 15 percent of the v a E  of the gift. 

4 Only the $25.000 lifetime exemption for all classes of donees combined. 



TABLE 70.-Federal Estate Tax Liability Before State Death Tax Credit, and State Death Tax Credit, 
Returns Filed During 192961 

(Dollar amounts in thousands) 

Federal estate 
tax liability 
before State 

death tax credit 

n.a.-Data not available. 
Source: Internal Revenue Service, Statistics of Inconte. 

estates exempt from Federal estate tax and 
levy taxes (in addition to the inheritance 
tax) on larger estates in excess of the 
amount allowed as a credit against the 
Federal tax. On the other hand, many 
States provide for deduction of the Fed- 
eral estate tax before computing the State 
inheritance tax (table 72). Few States 
limit their death taxes only to absorption 
of the 80-percent Federal credit. Today 
the credit continues to serve as a floor 
under State tax liability and to this extent 
prevents competitive tax reduction. It 
does not, however, prevent wide variations 
in State liabilities above the credit. Every 
State except Nevada imposes a tax at least 

State death tax credit 

Amount 
Percent of Fedaal 

tax liability 
before credlt 

equal to the maximum Federal credit, but 
here the similarity ends. 

Under its original 1926 formulation, the 
credit for State taxes was limited to 80 per- 
cent of the Federal tax liability of each 
estate regardless of size. At that time tax 
rates ranged from 1 percent on the first 
$50,000 bracket in excess of a $100,000 ex- 
emption to 20 percent on the excess over 
$10 million. The subsequent Federal 
rate revision increased Federal tax liability 
wbstantially more in the lower than in the 
higher tax brackets. This had the effect 
of changing drastically the relationship of 
the tax credit to Federal tax liability. To- 
day the share of Federal-State liability 





TABLE 72.-Deductibility of Federal Estate Tax for Purposes of State Inheritance and Estate Taxes, 
January 1, 1964 

State 

Alabama. ......................... 
Alaska. ........................... 
Arizona. .......................... 
Arkansas. ......................... 
California. ....................... 
Colorado. ........................ 
Connecticut. ...................... 
Delaware. ........................ .............. District of Columbia. 
Florida. ........................... 
Georgj? .......................... 
Hawan. .......................... 
Idaho. ........................... 
Illinois. .......................... 
Indiana. ......................... 
Iowa. ............................ 
Kansas. .......................... 
Kentucky. ........................ 
Louisiana. ....................... 
Maine. ........................... 
Maryland. ...................... .................... Massachusetts. 
Michigan. ........................ 
Minnesota ........................ 
Mississippi. ................... .... 

X denotes "yes"; - denotes "no." 
1 No tax imposed. 

Federal estate 
tax deductible 

represented by the credit is least on small 
estates and increases as the size of the 
estate increases. It rises from zero on net 
estates between $60,000 and $100,000 to 
5 percent at around $300,000 and 10 per- 
cent at $1 million, and approaches 20 per- 
cent on estates over $10 million (table 73). 

Since the relationship of the credit to 
Federal tax liability depends on the size 
of the estate and since the distribution of 
estates by size varies among the States, the 
role of the credit varies similarly. In some 
States nearly two-thirds of the estates sub- 
ject to Federal tax have a net valuation of 
less than $100,000, and on the estates of 
this size present Federal law allows no 
credit for State taxes. In other States the 
proportion of returns represented by these 
small estates is substantially below 50 per- 
cent. Even greater variations prevail at 

I Federal estate 
State tax deductible 

Missouri. ........................ 
Montana. ....................... 
Nebraska. ....................... 
Nevada. ......................... 
New Hampshire. ................. 

X 
X 

New Jersey. ...................... 
New Mexico.. .................... 
New York. ....................... 
North Carolina. .................. 
North Dakota. ................... 

South Carolina. .................. 
South Dakota.. .................. 
Tennessee. ...................... 
Texas. .......................... 
Utah. ........................... 

- - - - 
X 

Ohio. ........................... 
Oklahoma. ...................... 
Oregon. ......................... 
Pennsylvania. .................... 
Rhode Island.. ................... 

.... Vermont. ................ .. 
Virginia.. ...................... 
Washington. .................... 
West Virginia. .................. 
Wisconsin. ...................... .. Wyoming. ................. .. 

X - - - - 

the other end of the size distribution. 
Some States may not have a single 
$1 million tax return in several successive 
years. This irregularity in the number of 
large estates is the cause of sharp year-to- 
year fluctuations in State revenues. One 
$25 million estate produces a larger tax 
credit under present rates than nearly 
3,000 separate $200,000 estates. In 1961 
the tax credits on three over $5 million 
Texas estates exceeded by a substantial 
amount the sum of all tax credits claimed 
on all estate tax returns filed from 21 low- 
wealth States. 

Coordination Proposals 

For some years the relationship of Fed- 
eral and State death taxes has had many 
critics but no defenders. The  States feel 
that their share of the yield of these taxes 



TABLE 73.-Credit for State Death Taxes as a Percent of Federal Estate Tax Liability, 
by Sizc of Estate, Returns Filed During 1961 

(Dollar amounts in thousands) 

Net estate before specific 
exemption classes 

$lOe$l50. ...................................... 
$15WZOO. ...................................... 
$2W$300. ...................................... 
$300-$400. ...................................... 
w0o-s00. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . a  

E0o-soo. ...................................... 
$600-$700. ..................................... , 

$700-m. ...................................... 
P ~ b W .  ...................................... 
$9Oo-$l,ooO. .................................... 
$1,000-$2,000. ................................... 
$2,ObO-$3,000. ................................... 
$3,000-w,ooo. ................................... 
)a,ooe$5,ooo. ................................... 
$5,oOO-$7,OOO. ................................... 
$7,000-$10,000. .................................. 
$ 1 0 , ~ $ 2 0 , 0 0 0 .  ................................. 
$20,000 or more. ................................. 

...................... All taxable returns 1. 

1 Includes returns under $100,000. 

W t  for 
State taxes 

should be increased. Some are concerned 
because interstate tax differentials may in- 
trude on decisions as to where people settle 
and do business; they would like a higher 
Federal tax credit to shelter their higher 
tax rates against interstate competition. 
Tax practitioners and administrators are 
critical of the excessive tax complexity and 
interstate variety. Students of taxation 
lament that heterogeneity mars the death 
tax structure's usefulness as an instrument 
of public policy. 

Since the war, proposals for the re- 
arrangement of Federal-State relations in 
this tax area probably have outnumbered 
all the other coordination suggestions that 
have emanated from a long list of study 
commissions, committees, public officials, 
business and professional organizations, 
and tax students who have expressed them- 
selves on the subject. Most recently a 
program for the coordination of these 
taxes has been developed by the Advisory 

Federal estate tax 
liability before 

&its 

Credit as percent 
of Federal 
liability 

Con~mission on Intergovernmental Kela- 
tions." 

The Commission examined the full 
gamut of proposals for the coordination of 
these taxes against the background of a 
full array of objectives. Among the cri- 
teria it considered germane to the selec- 
tion of a plan of coordination were: 
(1) preserving the combined contribution 
of these taxes to Federal-State revenues; 
(2) increasing and stabilizing State rev- 
enues, improving their distribution among 
the States, and increasing the States' 
share of total death tax collections; (3) re- 
ducing jurisdictional conflicts between 
States and minimizing interstate tax com- 
petition; (4) preserving Congressional 
freedom to shape future Federal taxes as 
national policy requires; and (5) easing 
taxpayer compliance and tax administra- 
tion burdens. Needless to say, it found 

Coordinaticm of State and Federal Inheritance, Estate, 
and Gift  Taxes, January 1961. 



some of these objectives difficult to recon- 
cile. 

The Commission's analysis of the pos- 
sible coordination alternatives ranged all 
the way from the Federal Government's 
vacating the field for exclusive State use- 
the course frequently urged by Governors 
-to the converse, that the States vacate the 
field for exclusive Federal use, possibly 
with Federal-State revenue sharing or in 
exchange for another Federal tax. 

Revenue separation.-On balance, ex- 
clusive Federal taxation appeared to hold 
the edge over exclusive State taxation. 
Taxpayers have a strong propensity for 
migrating out from under high State taxes, 
and if the protective umbrella of the Fed- 
eral tax credit were removed, interstate 
competitive tax reduction would quickly 
dissipate this revenue source. Federal 
taxation is necessary also to prevent an 
unfair distribution of revenues because, 
while large estates are the product of 
economic activity conducted on a national 
scale, wealth is concentrated in a few 
highly industrial States. Death tax 
revenues fluctuate widely, and States are 
ill-equipped to absorb their unstabilizing 
budgetary effect. 

A conclusion in favor of national over 
State taxation of estates was not the answer 
desired by most advocates of revenue 
source separation. Their aim is exclusive 
State taxation. T o  quote the Commission 
(p. 85): 

We are thus confronted with a trouble- 
some dilemma. On logical grounds there is 
little to justify universal tax overlapping in 
an area which produces less than 2 percent 
of tax revenues and at the same time requires 
very exacting tax administration. Were the 
problem being posed anew, without the 
background of over a century of precedent 
and three decades of disregard of the 
States' grievance, the decision would prob- 
ably be revenue separation with national 
taxation. Under prevailing circumstances, 

however, a coordination arrangement which 
gives at least partial recognition to both 
groups of contenders, the States and the 
Federal Government, appears to possess a 
priority claim, at least as the first Step, on 
grounds of usage and custom, if not ecoxb 
omy and efficiency. This was the remedy 
selected when this issue was last confronted 
in the 1920's. We are agreed that another 
concerted effort should be made to revitalize 
it. This would not foreclose a reexamina- 
tion of the question at some future time 
when the States' "appropriate share" of 
these revenues has been reestablished and 
some tangible progress in Federal-State fis- 
cal coordination has succeeded in placing 
this issue into better perspective. 

The Commission examined also a spe- 
cial form of revenue separation, one that 
would leave both the national and the 
State governments in the field. It would 
divide the revenue among them on the 
basis of size of estates, giving the States 
exclusive tax jurisdiction over the low- 
and middle-tax brackets and the National 
Government over the high-tax brackets. 
This kind of separation would have some 
basis in logic since States obtain a large 
part of their revenue from small- and 
middle-sized estates, while the Federal 
Government obtains most of its revenue 
from large estates. A division along these 
lines would reduce sharply the number of 
Federal estate tax returns. It would, 
moreover, ease compliance burdens be- 
cause the smaller estates would be subject 
to State taxes only. It would leave the 
States with exclusive jurisdiction in the 
area where interstate competition does 
not threaten their revenues. 

Such revenue separation could be ac- 
complished either by raising the Federal 
exemption to the level desired or by pro- 
viding a tax credit against Federal liability 
equal to 100 percent of that liability in 
the brackets reserved for the States. The  
Federal exemption route would deprive 
the States of Federal enforcement aid, 



which some State tax administrators value 
highly. The  tax credit route would tend 
to produce somewhat the same result. 
The  Commission was apprehensive that 
if the Internal Revenue Service had no 
revenue interest in small estates, it would 
have no incentive to deploy any part of its 
limited enforcement resources on these 
"credit only" tax returns. Perhaps the 
telling argument against dividing the 
cloth between the States and the National 
Government in this way, to quote the 
Commission, is that "it is too small for 
that purpose." 

Revenue sharing.-Revenue sharing as a 
coordination device survived the Com- 
mission's deliberations only a little better 
than did revenue separation. While 
revenue sharing could accomplish the ob- 
jective of providing State governments 
with added revenue, it would separate 
political responsibility for raising revenue 
from political responsibility for expendi- 
tures. Revenue sharing is troublesome 
o n  practical grounds as well for it requires 
a consensus on what is a fair basis for allo- 
cating revenues among the 50 States. 
Canada's experience with its tax rental 
arrangements was also believed to offer 
little encouragement. In the end the 
Commission concluded in favor of retain- 
ing the tax credit mechanism, after a re- 
vision that would increase its revenue con- 
tribution to the States and improve the 
distribution and stability of the States' 
share of these revenues. T h e  Commission 
examined five alternative ways of increasing 
the tax credit by testing them on a sample 
of over 7,000 matched Federal and State 
tax returns. 

T h e  Commission's recommendations 
are embodied in bills introduced in the 
87th and reintroduced in the 88th Con- 
grew4 Specifically the Commission re- 

4 H.R. 5039, H.R. 6206, and H.R. 6207. 

commended that the present flat-rate tax 
credit be replaced with a two-bracket 
credit to allow a relatively high credit in 
the low-tax brackets and a low credit in 
the remaining brackets. This would con- 
tribute to the stability of the States' 
revenues because small and middle-sized 
estates are the hard core of their tax 
bases. By the same token it would in- 
crease the relative shares of the small, 
less industrialized States without affecting 
high-wealth States excessively. 

The  Commission made no recommen- 
dation on the specific size of the tax credit, 
that is, the amount of additional revenue 
that should be transferred to the States, 
on the ground that this was a policy de- 
cision for the President and the Congress 
to make. The  bills pending before the 
88th Congress would provide for an 80- 
percent credit in the taxable brackets up  
to $150,000, and a 20-percent credit in 
the remaining brackets. On the basis of 
1961 returns, these rates would have re- 
sulted in an annual Federal revenue loss 
of about $500 million. 

Contrary to general belief, an increase 
in the Federal credit would not automati- 
cally increase States revenues. Unless States 
increased their taxes to parallel the increase 
in the Federal credit, a substantial part of 
it would be absorbed in Federal tax reduc- 
tion. 

State taxes now exceed the present 
credit, on the average, by over 150 percent 
and in some States by substantially more, 
especially in the lower and middle tax 
brackets. As a result, present State taxes 
leave most estates with tax receipts which 
they are unable to utilize fully against the 
tax credits allowed under present Federal 
law. They would have these receipts 
available for application against a new, 
enlarged Federal tax credit. 

States would be free, of course, to in- 



crease their taxes to parallel the additions to 
the Federal tax credit and to capture their 
revenue equivalent for their treasuries 
without increasing aggregate (Federal and 
State) death taxes. This, the Commission 
believes, is unlikely to occur to any sig- 
nificant degree. The initial effect of the 
higher tax credit would be a form of Fed- 
eral tax reduction, and States would be 
under pressure not to nullify it by State 
tax adjustments lest they discourage the 
immigration of well-to-do residents from 
other States. 

T o  insure that the revenues involved 
in an increase in the Federal tax credit 
would be conserved for the States, the 
Commission recommended that eligibility 
for the credit be limited to taxpayers in 
those States that have made corresponding 
adjustments in their tax laws. This 
would require each State to increase the 
annual yield of its death-tax system by an 
amount approximately equal to the aggre- 
gate reduction in Federal taxes paid on 
the estates of its decedents as a result of 
the increase in the Federal credit. These 
adjustments would pose technical prob- 
lems-more for some States than for others. 
A few would be able to accomplish them 
simply by amending their present "pick- 
up" taxes; most, however, would have to 
revise their tax rates. 

An increase in the credit, standing 
alone, would not materially reduce the 
complexity of the present aggregation of 
State and Federal death taxes. That di- 
versity is the product of several factors. 
One is overlapping taxing jurisdictions 
and the natural inclination of each to 
shape its own statutory provisions. An- 
other is the use of the estate tax at the 
national level and inheritance taxes by 
the States, some in combination with es- 
tate taxes. The Commission recom- 
mended that the higher Federal estate tax 

credit be limited to estate-type taxes as 
distinguished from inheritance taxes. It 
urged the States to adopt uniform tax 
provisions, preferably along the lines of 
the Federal law. 

A few States would automatically satisfy 
this requirement because they now employ 
estate taxes similar in structure to the 
Federal tax. Most States, however, would 
have to enact new legislation, which 
would require some time. A comparable 
situation would exist with respect to the 
requirement described above that each 
State increase the aggregate annual 
revenue level of its death tax system. The 
Commission therefore proposed that the 
effective date of the new tax credit legisla- 
tion be made prospective. 

There is some likelihood that after a 
higher tax credit and State revenue level 
have become established, some States will 
prefer to forego their independently col- 
lected taxes for a corresponding share of 
Federal collections. The Commission 
considered this an inviting prospect and 
recommended that the U.S. Treasury be 
prepared to afford the States an option to 
forego their independently imposed death 
taxes based on a Federal estate tax credit 
in return for a share of Federal collections 
if a consensus for such an exchange de- 
velops among the States. 

Gift tax credit.-The gift tax is the es- 
sential complement of inheritance and 
estate taxes because property distributed 
during life is automatically removed from 
taxation at the time of death. The States 
are concerned because the Federal tax sys- 
tem encourages lifetime property distribu- 
tions by imposing lower taxes on gifts than 
on bequests. This reduces the amount of 
property to which the State death tax rates 
apply. 

The Commission considered and re- 
jected proposals for a Federal gift-tax 



credit to parallel the estate tax credit. This 
would automatically force gift-tax en- 
actments on the 38 States that do not 
now employ them. Such compulsory tax 
overlapping would be all the more re- 
grettable because in many States the 
gift tax would produce only negligible 
revenues and would not materially con- 
tribute to safeguarding State death taxes 
against avoidance by gifts. The Com- 
mission urged the States with gift taxes to 
repeal them because the proposed estate 
tax credit would be generous enough to 
compensate for their revenue losses at- 
tributable to the property that their de- 
cedents might have distributed during life. 

Legislative Prospects 

The outlook for legislative implemen- 
tation of the Commission's program can- 
not yet be assessed. The dockets of the 
Congressional tax-writing committees are 
filled to overflowing with the Administra- 
tion's legislative proposals. 

The Administration's position on the 
estate tax coordination proposal, if indeed 
it has been formulated, has not yet been 
made public. While it would ultimately 
involve relinquishing several hundred 
million dollars of Federal revenue to the 
States, the budgetary impact of the loss 
would be spread over several years and 
would be inconsequential for the first 2 
or 3 years. 

The Commission considered and re- 
jected the idea of cushioning the budge- 
tary impact of its proposal by a corres- 
ponding transfer of financial responsibility 
for Federal grant programs to the States. 
This was a component of the ill-fated 
proposal of the previous Administration 

for transferring part of the Federal tax on 
local telephone service to the States. The 
amount of additional revenue involved in 
the estate tax credit proposal for most 
States is small, and its State-by-State dis- 
tribution bears no resemblance to that of 
any of the Federal grant programs. 

It is recognized that the estate tax 
credit proposal contains some element of 
coercion, primarily in requiring the States 
with inheritance taxes to replace them 
with estate taxes. This may provoke 
some opposition, particularly from inheri- 
tance tax administrators and practitioners 
disinclined to speed the obsolescence of 
their personal expertise. Canada has re- 
cently had occasion to observe that the 
repeal of familiar tax institutions inevi- 
tably inflicts short-term inconveniences on 
some groups. 

The program's differential impact on 
the several States may also occasion some 
debate. This matter apparently con- 
cerned the Commission, for it concluded 
its recommendations with this plea for 
mutual forbearance: 

The coordination of any single group of 
taxes will inevitably affect some jurisdictions 
somewhat more favorably than others. Var- 
iations in existing taxes and in the distribu- 
tion of taxable resources make this inevita- 
ble. We urge those at both the State and 
National level to hold always in view that 
these tax proposals are but a first step; that 
others will follow; and that as we proceed 
from tax to tax and with the other aspects 
of intergovernmental fiscal relations, bur- 
dens and benefits can be better balanced. 
Only with forbearance by all, as each brick 
is put in place, can this Nation reestablish 
the harmonious Federal, State, and local fis- 
cal system it so urgently desires. 



Chapter I I  
AUTOMOTIVE TAXES 

A variety of automotive taxes are levied 
by the Federal, State, and local govern- 
ments. They fall into two major classes. 
The primary class comprises the group of 
taxes known collectively as "highway-user 
taxes," including motor fuel taxes, motor 
vehicle and operators' licenses, and special 
taxes on motor carriers. These taxes are 
dedicated by the Federal and State govern- 
ments almost exclusively for highway con- 
struction and maintenance, and they are 
often characterized as taxes imposed upon 
motor vehicle owners and operators for 
the privilege of operating their vehicles on 
the public streets and highways. 

The second major class consists of pro- 
perty taxes and sales and gross receipts 
taxes under which motor vehicles are 
taxed in the same manner as all generally 
taxable items. In a few States motor fuel 
is also taxed under general sales tax laws. 
Rarely are the proceeds from these kinds 
of automotive taxes used for highway 
purposes. 

The most productive of the automotive 
taxes is the motor fuel tax, levied by the 
Federal Government, all 50 States, the Dis- 
trict of Columbia, and by some local gov- 
ernments. The  Federal manufacturers' 
excise tax on gasoline was introduced in 
1932 as an emergency revenue measure, 
but has been retained in continuous use. 
State excise taxes on gasoline antedate the 
Federal levy; Oregon enacted the first State 
gasoline tax in 1919, and by 1929 all 48 
States had imposed similar taxes. Enact- 

ment of gasoline taxes by Hawaii in 1932 
and by Alaska in 1946, rounded out the 
picture. Local gasoline taxes exist in 7 
States; and, in one, Alabama, there are a 
few situations where both counties and the 
municipalities located within them impose 
gasoline taxes. In these cases motor fuel 
is taxed at four levels of government. The 
early motor fuel taxes applied only to gaso- 
line, but with the development and wide- 
spread use of diesel oil and other liquid 
fuels, the tax has been extended to these 
products.' 

About as widely used as motor fuel taxes, 
but not as productive of revenue, are motor 
vehicle registration and operators' license 
fees, imposed by all States except Hawaii, 
where the counties impose them, and mo- 
tor vehicle registration fees levied by local 
governments in at least 14 States, but not 
by the Federal Government. State motor 
vehicle registration systems were intro- 
duced in most States between 1901 and 
1910 and in the remaining States and 
Alaska by 1915. 

The sale of motor vehicles is taxed at 
the manufacturing level by the Federal 
Government and quite often by State and 
local governments at the retail sales level. 
Eight States and the District of Columbia 
have selective sales taxes on motor vehicles; 
another 3 1 States and local governments in 
1 In addition to motor fuel taxes, State and local govern- 

ments levy oil and gas severance and production taxes 
and taxes on fuels used for other purposes. Also, maoy 
States charge fractional f m  for the inspection of petro- 
leum products. 



11 States include such sales in the base of 
their general sales tax. Motor vehicles are 
subject to general property taxation in 21 
States and to special property taxation, at 
uniform statewide rates, in 10 States (in- 
cluding Kentucky where they are subject 
to general property taxes for local purposes 
and to special property taxes for State pur- 
poses). Table 74 summarizes the incidence 
of various kinds of State and local auto- 
motive taxes. 

Highway-User Taxes 

The Federal, State, and local govern- 
ments collected $9.1 billion from highway- 
user taxes in 1963, of which the Federal 
Government received about one-third, the 
States about two-thirds, and the local gov- - 
ernments an insignificant amount. Motor 
fuels accounted for about 70 percent of the 
total and motor vehicle registration fees - 

for most of the remainder, as shown by the 
following table: 

Highway-User Tax Collections, 1963 
(in millions of dollars) 

Federal excise taxes deposited in highway trust fund: 
Gasoline .................................. $2,372 
Diesel fuel ............................... 113 ............... Tires, tubes and tread rubber 399 
Trucks, buses, and trailers .................. 303 . Use tax on vehicles weighing over 26,000 Ibs.. 99 

Total ............................... 3,286 
State: 

Motor fuel ................................ 3,845 
Motor vehicle registration l ................. 1,642 ............ Motor vehicle operators' licenses 137 ...... Gross receipts taxes on motor carriers 28 

Total ............................... 5,652 
Local: 

Motor fuel ................................ a 37 
Motor vehicle registration and operators' 

licenses ................................. 123 
Total ............................... a 160 

Total, all governments ........................ 9,098 

1 Includes 5 t  fee, weight-distance, and passenger-mile 
taxes on motor carriers, as well as an unsegregable amount 
of gross receipts taxes on motor carriers. 

a Includes an unsegregable amount of taxes on carriers 
other than motor carriers. See also footnote 1. 

8 Data are for 1962. 

Federal taxes.-The Federal highway- 
user taxes are those excise taxes that are 
placed in the highway trust fund for dis- 

tribution to the States under the Federal 
aid highway program. These consist of all 
the Federal excises on motor vehicles and 
related products other than those on pas- 
senger automobiles, parts and accessories 
for passenger automobiles and trucks, and 
lubricating oil, which altogether yielded 
$1.9 billion to the Federal treasury in 
1963, in addition to the $3.3 billion de- 
posited in the highway trust fund. 

Except for the $3 per 1,000 pounds 
highway use tax imposed on motor vehi- 
cles (over 26,000 pounds) and the 4 cents 
per gallon tax on diesel fuel for highway 
use, Federal highway-user taxes are manu- 
facturers' excise taxes. The Federal tax on 
gasoline, as enacted in 1932, imposed a rate 
of 1 cent per gallon. The  rate was 1% 
cents from June 18, 1933 to January 1, 
1934, when it reverted to 1 cent and re- 
mained at that level until it was again 
raised to 1% cents by the Revenue Act of 
1940. The Revenue Act of 195 1 increased 
it to 2 cents per gallon and the Highway 
Act of 1956 to 3 cents. It was further in- 
creased to 4 cents on October 1, 1959. The 
present 4 cents per gallon retail tax on 
diesel fuel intended for highway use has 
also been in effect since October 1, 1959. 
Trucks and buses are taxed at 10 percent 
of the manufacturer's sales price. Tires 
for use on highways are taxed at a rate of 
10 cents a pound, other tires at a 5 cents 
per pound rate. Inner tubes are taxed at 
10 cents per pound. 

State and local taxes.-State gasoline tax 
rates range from 5 cents a gallon in six 
States to 8 cents a gallon in one, Alaska 
(table 75). The most common rate is 6 
cents a gallon, imposed by 20 States and 
the District of Columbia, but a 7 cents a 
gallon rate is also becoming common; 17 
States now tax gasoline at this rate. Over 
the last 4 years, five States have increased 
their gasoline tax to 7 cents a gallon. 



TABLE 74.-State and Local Automotive Taxes, by Type  and by State, January I ,  1964 

I Highway-user L e s  

I I Property and sa l a  tnxa applicable to 
motor vehicles 

State 

Alabama. ................... 
Alaska.. .................... 
A r i o n a . . . . . . . . . . . . . . . . . . . . .  
Arkansas .................... 
California ................... 

Motor fuels 

State Local 
-- 

Colorado .................... 
Connecticut ................. 
Delaware ................... 
Disgict of Columbia.. ........ 
Plorrda ..................... 

x 
X  6 
X 
X 
X 

x x 
X 
X 
X 

Georgia.. ................... 
Hawaii.. ................... 
Idaho: ..................... 
Illinots.. ................... 
Indiana ..................... 

x 6 
x 6 x 
X  ti 
X 

Iowa ....................... 
Kansas ..................... 
Kentucky ................... 
.huisiaha .................... 
Maine.. .................... 

Missouri .................... x 
Montana.. ................. 1 Y 

Motor vehicle 
registration & 

operators' kicensa 

X 3 - - - - 

X 
X 
X 
X 
X  

Maryland ................... 
Massachusetts ................ 
Michigan.. ................. 
Minnesota ................... ................. Mississippi. 

-- 
Nebraska .................... X 
Nevada ..................... X 
New Hampshire.. ............ X  

State 
special 

taxes on 
motor 

carriers 1 State 

X 
X 
X 6 
X  
X  5 

Local 

X x 
X 
X  
X 

Propertg taxes 

General Special a 

New Jersq.. ................ 
New Mexico.. ............... 
New York.. ................. 
North Carolina.. ............ 
North Dakota.. .............. 

Sales taxes 

General Selective -I--/- 
- 
X  - 
X - 

Ohio ....................... 
Oklahoma ................... 
Oregon ..................... 
Pennsylvania ................ 
Rhode Island.. .............. 

X 
X  
X  6 
X 
X 

X 
X  
X  
X  
X  

South Carolina.. ............. 
South Dakota.. .............. 
Tennessee ................... 
Texas ....................... 
Utah....................... 

A dash (-) signifies "none." 
1 Weight-distance, passenger-mile, and gross recei ts taxes on motor 

carriers. Flat-rate registration fees on vehtcles ownei by motor carriers 
(based on weiaht or hone~ower) and fees for certhcates of con- 

X - 
X  - 
X 

x x 
X x 
X 

Vermont .................... 
Virginia .................... 
Washington ................. 
West Vtrginia. .............. 
Wisconsin ................... 
Wyoming ................... 

venience and necessity or peimits to operate are imposed by all States. 
2 Ad valorem taxes im osed at a uniform statewtde rate. Except in 

California, Kentucky d v a d a  and Washington these taxes are lo- 
cally administered: and. exce; in Kentucky, th; proceeds are shared 

- 
X - - - 

X 
X 
X 
X  
X  
X  

.. - 
with local governments. - 

8 In a few counties there are overlapping county and municipal gaso- 
line taxes. 

X 
X - 
X - 

4 Imposed by both State and local overnments. 
6 Taxable also under State or locafgeneral sales taxes. 
6 Local p e r a l  sales tax only. 
7 Munlclpalities (but no other local governments) can subject motor 

vehicles to general roperty taxation. 
8 Under a recent$ enacted constitutional amendment local gasoline 

taxes now require two-thirds voter approval. To daie, no city has 
submitted a proposed tax for voter a proval. 

9 Subjected to a statewide 4 milf property tax in lieu of the general 
property tax, decttve June 1. 1963. 

X  
X 
X 
X 
X 

- - 
X  - 
x2 

- - 
X - - 

X 4 
~6 
X 4 
X  
X 4 

- - - - - 

X  
X 
X 
X - 

- - - 
X 
7 

- - - - - 

- - 
xs  
X  
X 

- 
X - - - 



TABLE 75.-State Gasoline Tax Rates, January I ,  1964 1 

lllimia Massachusetts 
Hawaii 2 
Kansas 1 
M*souri 
Tau 1 
Wyoming 1 

Arizona 
Colorado 
Connecticut 
Delaware 
Idaho 
Indiana 
Iowa 1 
Maryland 8 
Michigan 
Minnesota 
Montana 1 
Nevada 

2: L Z Z O  
New York 1 
North Dakota 
Oregon 
South Dakota 1 
Utah 
Wisconsin 
District of Columbia 

/ Arkansas I Alabama 
California 1 (6 .580  I Florida 

Vermont Kcntuck~ 

I I Louisiana 
Maine 
Mississippi 1 
Nebraska 
New Hampshire 4 
North Carolina 
Ohio 
Pennsylvania 
Rhode Island 
South Carolina 4 
Tennessee 1 
Virginia 
West Virginia 

1 In most States d i a l  fuel is taxed at the same rate as gasoline. 
Tbe States which tax diesel fuel at a different rate arc: Iowa 74; 
hasas 74. Mississippi, 84: Mentana,,9$ New Yo&. 94: .Sou& Da- 
Lob, j .; &masee, S#: exas 6.54 yomng 76. In all but a few 
States tqurfied petroleum is t&cd at h e  same rate u gasoline. Ver. 
moat 'doa not tax diesel fuel and liquified petroleum. 

Changes in State gasoline rates that have 
occurred since 1952 are shown in table 76. 
These changes reflect the rates in effect at 
the start of each calendar year. 

Diesel fuel and liquified petroleum are 
taxed by the District of Columbia and all 
States except Vermont. But Vermont 
does impose additional highway registra- 
tion fees for motor vehicles using fuels 
other than gasoline. The rate on diesel 
fuel is the same as the gasoline rate in all 
but nine States, where it is higher. 
Liquified petroleum gases are taxed at 
the same rate as gasoline in all but a few 
States. 

All motor fuel sales are not taxed, and 
some are given special treatment. Inter- 
state sales, export sales, and sales to 
governmental units are commonly ex- 
empt. Tax refunds are generally allowed 
for motor fuel purchased for nonhighway 
uses (for example, agriculture, manufac- 
turing, construction, and marine use). All 
States except Alabama and Vermont pro- 
vide tax relief for aviation fuel. In half 
of the States this relief is in the form of 
tax exemption or refunds of taxes paid; 

Washington 

.............. 1 

2 In Hawaii County, the State tax rate is 86. 
a Rate increased to 74, effective June 1, 1964. 
4 The rater shown include temporary rats scheduled to ezpk .o 

follows: New Hampshire. 14. June 30, 1966; South Carolins. id.  
June 30, 1972. 

but in the rest of the States aviation fuel 
is subject to a low preferential rate, and 
the proceeds are earmarked for aviation 
purpmes. In calendar year 1963 total re- 
funds of motor fuel taxes in the 50 States 
were about $200 million, or 4.9 percent of 
pass motor fuel tax collections. The pro- 
portion of tax refunds to tax collections 
varies from State to State, from a low of 
0.3 percent in Florida to a high of 28 per- 
cent in North D a k ~ t a . ~  

The collection of taxes on special fuels 
(diesel fuels, liquified petroleum gases, 
etc.) has created administrative and com- 
pliance problems. Special fuels for non- 
highway use (kerosene and heating oil, for 
example) are generally exempt from the 
special fuel tax. Special fuel taxes imposed 
on the use of fuel by motor carriers, intra- 
state and interstate, are based on the 
amount of fuel consumed, but not neces- 
sarily bought within the State. In some 
States fuel taxes are paid at the time of 
purchase, but refunds on (unused) ex- 
ported fuel are not given. In other 

2 Federation of Tax Administrators, Tax Administrators 
News, March 1964, p. 29. 



States the tax is collected on a use basis, 
including fuel imported in the vehi- 
cle fuel supply tank. (Several States with 
use tax features in their statutes allow an ex- 
emption for such importation in amounts 
ranging from 20 to 50 gallons.) Occasions 
arise, therefore, where some fuel which is 
exported out of a State in a motor carrier's 
tank and which has already been taxed be- 
comes subject to tax again in the import- 
ing State, to the extent that it exceeds the 
exempted amount. This problem and 
the great diversity in motor carrier invoice 
(or receipt) requirements to show proof of 
tax paid have led to suggestions for uni- 
formity in State enforcement, collection, 
and audit procedures. In recent years 
the North American Gasoline Tax Con- 
ference has proposed reform in this area. 
The NAGTC has also proposed, as an aid 
in simpli£ying the enforcement problem re- 
lating to nonhighway use of special fuels, 
that the States adopt a uniform special 
fuel-tax law which would advance the col- 
lection of the tax from the consumer or 
service station level to the bulk plant level. 

A bill introduced in the 88th Congress 
(H.R. 8858) would sanction State com- 
pacts on motor fuels consumed by inter- 
state buses. It would provide that inter- 
state bus fleets pay a pro rata share of 
their motor fuel taxes to the party States 
on the basis of the amount of gasoline 
consumed, as indicated by the number of 
miles traveled in each. A tax credit would 
be granted for motor fuel purchased 
within the party State. A few States have 
already taken action, however: In 1963, 
four (Maine, Massachusetts, New Hamp- 
shire, and Pennsylvania) enacted a "Com- 
pact on Taxation of Motor Fuel Consumed 
by Interstate Buses," which enables the 
party States to prorate taxes on interstate 

bus motor fuels on the basic of fuel usage. 

State motor vehicle license taxes are of 
three broad types: Motor vehicle regis- 
tration license taxes on private passenger 
cars and commercial vehicles, motor ve- 
hicle operators' license taxes, and special 
motor carrier taxes. All States but Hawaii 
impose motor vehicle registration and mo- 
tor vehicle operators' license taxes. In Ha- 
waii these taxes are levied by the counties. 

Motor vehicle registration taxes on 
private passenger cars are commonly 
based on weight, but in a few States the 
horsepower of the vehicle, or its value, or 
a combination of these factors and weight 
serve as the basis of the tax. Registration 
taxes on commercial vehicles are based on 
weight, carrying capacity, or both. Farm 
vehicles are usually exempt from these 
taxes or are subject to them at reduced 
rates, as are logging, mining, and well- 
drilling vehicles in those States where such 
activities are important. 

Motor carrier taxes, like other motor 
vehicle registration fees, are imposed for 
the privilege of using the States' highways. 
For purposes of registration and taxation, 
motor carriers are divided into three 
classes: Common carriers, which operate 
for hire over regularly scheduled routes; 
contract carriers, which operate for hire, 
but not over fixed routes or on regular 
schedules; and private carriers, which are 
usually defined to include all other com- 
mercial carriers. Some States tax all three 
classes on the same basis; some tax only 
the first two classes; some provide similar 
tax treatment for the last two classes; and 
yet other States tax only freight carriers. 
For regulatory purposes, carriers are usu- 
ally required to obtain a certificate of con- 
venience and necessity or an operating 
permit for which they pay flat rate fees. 
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In addition, about half of the States impose 
special motor carrier taxes on a weight- 
distance or passenger-mile basis, or on a 
gross receipts basis for the proportion of 
income received from business done within 
the State. 

As a means of lessening the compliance 
problem of interstate motor carriers in 
meeting the various State vehicle registra- 
tion and licensing requirements, a group of 
IS Western Statesand BritishColumbia have 
entered into "The Uniform Vehicle Reg- 
istration Proration and Reciprocity Agree- 
ment." Under its provisions, interstate 
motor carriers are permitted to prorate 
their motor vehicle registration fees on 
the basis of the proportion of total fleet 
miles operated within each State. H.R. 
8858, mentioned above, would consent to 
similar State reciprocity agreements re- 
lating to registration taxes on interstate 
bus fleets, thereby eliminating any doubt 
as to the constitutionality of State action 
in this tax area. But the States have not 
waited for congressional action. In addi- 
tion to the aforementioned agreement 
among the Western States, which includes 
interstate buses, three Northeastern States 
(Maine, New Hampshire, and Pennsyl- 
vania) during 1963 have entered into a 
"Bus Taxation Proration and Reciprocity 
Agreement" similar to the Federal pro- 
posal and to the Western States agreement. 
Furthermore 20 States, located mostly east 
of the Mississippi have unilaterally en- 
acted legislation enabling them to prorate 
interstate bus registration and license taxes 
on a basis similar to that achieved by the 
interstate agreements. 

At the local level, highway-user taxes 
consist of gasoline taxes and motor vehicle 
license taxes. Local gasoline taxes are im- 
posed by approximately 300 municipalities 

and by 36 counties in seven States (Ala- 
bama, Florida, Hawaii, Mississippi, Nevada, 
New Mexico, and Wyoming). Municipal 
gasoline taxation is widespread in only two 
States, however (Alabama and New 
Mexico), which account for over 200 of 
the cities now imposing such taxes (table 
77). Until recently, over 100 cities in 
Missouri were also levying gasoline taxes 
at rates ranging from less than one-half 
cent to 2 cents a gallon. But under a new 
constitutional amendment in Missouri, ap- 
proved by the voters in March 1962, cities 
now receive one-fifth of the proceeds from 
the State's 5-cent gasoline tax, which was 
increased from the previous 3 cents. Cities 
may continue to impose their own tax if 
approved by two-thirds of the voters; to 
date, none has initiated such action. 

The most common local gasoline tax 
rate is 1 cent a gallon. In Alabama, how- 
ever, where 12 counties and some of the 
municipalities located within them are 
both imposing gasoline taxes, the com- 
bined county-city rate in a few instances 
exceeds 2 cents a gallon. In Nevada all 
17 counties receive gasoline tax revenue; 
the tax is actually a State-imposed, locally 
shared tax, in addition to the regular State 
gasoline tax. It is classed here as a local 
tax because the counties have the option 
to refuse it. 

Some counties and municipalities impose 
taxes on fuel other than gasoline. This is 
the case in Alabama, where local govern- 
ments tax lubricating oil and other fuels 
used in connection with motor vehicles. 

Fourteen States permit at least some of 
their local governments to impose registra- 
tion fees for revenue purposes on the op- 
eration of motor vehicles, including pri- 
vate passenger automobiles. (This author- 
ization is in addition to municipal regula- 



TABLE 77.-Local Gasoline Tax Rates, January 1,1964 
(Per gallon) 

State 

I I Local tax rates 

Alabama ....................... 
Municipalities 2 .............. 
12 counties 8 ................. 

Florida .......................... 
1 municipality ............... 

Hawaii .......................... 
4 counties . . . . . . . . . . . . . . . . . . .  

Mississippi ....................... 
3 counties ................... 

Nevada .......................... 
17 counties .................. 

New Mexico ..................... 
. . . . . . . . . . . . .  61 municipalities 

Wyoming ........................ 
Municipalities 7 . . . . . . . . . . . . . .  

1 The rates shown apply only in the town or city. Rates 
in police jurisdictions are generally lower, usually the 
town or city rate. 

%Cities of importance only. Details are not available on 
the approximately 200 municipalities which levy gasoline 
tax- < 

y Some municipalities in at least 4 of these 12 counties 
also levy a tax. These municipal levies are independent 
of the county levy, except in Mobile County where the 
municipal tax is allowed as a =edit against the county tax. 
The combined county-municipal rates in a few instances 

tory powers, under which cities in most 
States may impose, for instance, registra- 
tion fees on taxicabs.) These local motor 
vehicle license fees are similar to those im- 
posed by the States. But the amount of 
duplication is limited: Hawaii does not 
impose these fees at the State level; their 
applicability at the local level in Nebraska 
is restricted to charter cities; only bond- 
financed "seawall" counties in Mississippi 
may impose them; in South Carolina, only 
cities of over 70,000 population; and in 
New York the authorization to impose 
them, dating back to 1947, has been little 
used. Widespread use of locally imposed 
motor vehicle license fees is found in only 
three States-Illinois, Missouri, and Vir- 
ginia. However, in a few States (including 
Alabama, Mississippi, Nebraska, South Da- 
kota, and Texas) local governments collect 

exceed 2 cents per gallon. 
'Except in the county of Hawaii where the State rate 

is 8) per gallon; the county rate is 34 per gallon. 
5 Nevada levies and collects a I& line tax for all of 

its 17 counties. This I) tax is i n c E e d  in the 6( State 
rate shown. 

6 Includes the 4/44 tax of Los Alamoa County which is 
applicable only in the city limits of the municipality of 
Los Alamos. 

7 Casper and Cheyenne only. Details are not availabk 
on the other municipalities which impose gasoline taxes. 

the State motor vehicle license taxes and 
retain a portion for their own use. 

Other Automotive Taxes 

In addition to the highway-user taxes, 
motor vehicles and related products are 
included in the base of a variety of gener- 
ally applicable property and sales and gross 
receipts taxes, The Federal manufacturers' 
excise taxes on passenger automobiles (10 
percent), auto parts and accessories (8 per- 
cent) and lubricating oil (6 cents per gal- 
lon) have been mentioned previously. 

Thirty-one States, and local governments 
in 3 additional States, have general sales 
and use taxes that include motor vehicles 
in their tax base (see table 74). Eight 
States and the District of Columbia impose 
selective sales taxes on motor vehicles. 
They usually are auto titling taxes and are 



TABLE 78.--State Collected, Locally Shared Highway-User Taxes, 1962 

State 
Tax 

revenue 
(thousands) 

Distribution formula 
governmenu 

Amount 
distributed Local use 
(thousands) of f m d s  

1. MOTOR FUEL TAXES 

Alabama. . . . . . . . . . . 
Arizona. . . . . . . . . . . . 

Arkansas. . . . . . . . . . . 

Delaware. . . . . . . . . . , 

Florida. . . . . . . . . . . . 

Illinois. . . . . . . . . . . . 

Kansas. . . . . . . . . . . . 

Louisiana. . . . . . . . . , 

$76,317 

28,360 

42,092 

10,317 

13 1,949 

See above 

149,942 

42,833 

66,379 

See above 

Minor amount to cities in proportion to 
population, and 3;7 of remainder equally 
among counties. 

30% to counties in proportion to motor 
fuel sales. Of the amount received by 
counties, 4$ redistributed to cities in pro- 
portion to population of cities and towns 
within county. 

Amount equivalent to 7.7% of net proceeds 
plus 1/4 cent per gallon distributed jS in 
proportion to area, jS in proportion to 
population, and +$ in proportion to mo- 
tor vehicle license revenue. 

Amount appropriated equivalent to 14 tax, 
but not to exceed $1,200,000 annually, to 
cities, % in proportion to population and 
3/6 in proportion to street mileage. 

1. Proceeds of 24 tax allocated to counties, 
4$ in proportion to area. +$ in proportion 
to population, and j$ in proportion to 
county contributions to the cost of State 
road construction, and paid to State Board 
of Administration as agent for the indi- 
vidual counties, for required service of 
county highway debt administered by the 
State Board. Of any amount remaining 
in each county's account after payment 
of debt service, 20% to the county for 
highway maintenance and construction 
(the other 80% to the State Highway 
Department). 

2. Proceeds of 14 tax allocated in the same 
manner as the 28 tax and 20% to coun- 
ties for highway maintenance and con- - .  
struction. 

Proceeds from the 54 tax distributed 32% 
to municipalities in proportion to popu- 
lation; 11% to counties with more than 
500 thousand population (Cook County); 
12% to counties with less than 500 thou- 
sand population in proportion to motor 
vehicle license tax collections; and 1070 
to townships in proportion to secondary 
and feeder road mileage, provided such 
townships impose a minimum specified 
tax levy for road and bridge purposes. 

Proceeds from 14 tax and from M of 78 
special fuels tax distributed (a) the first 
$2.5 million to cities in proportion to 
population, (b) the next $4 million to 
counties in proportion to secondary road 
mileage, and (c) the remainder; 1/2 to 
cities and 1/2 to counties in same propor- 
tion as above. 

1. Proceeds from 14 tax distributed on the 
basis of the number of gallons of motor 
fuel sold in each parish during the pre- 

Cities. .. .. 
Counties. . 
Cities. . . . . 
Counties. . 

Counties. . 

Cities. .. .. 

Counties. . 

Counties. . 

Cities.. . . . 
Counties. . 
Townships 

Cities. . . . . 
Counties. . 

ceding year. 
2. % of 14 tax distributed to Lake Charles - - I  Harbor and Terminal District. In addi- 

tion, 9b of 14 is distributed to the New 
Orleans Harbor and Terminal District, a 
State agency. 

I 

Parishes 
and cities 

Special 
districts. 

- 

ligh- 
ways. 

figh- 
ways. 

Iighways 

Iighways 

Iighways 

Jighways 

Highways 

High- 
ways. 

Highways 

jpecial dis- 
trict pur- 
poses. 

See footnotes at  end of table. 



TABLE 78.-State Collected, Locally Shared Highway-User Taxes, 1962--Continued 

State 

Mississippi. . . . . . . .. . , 

Missouri. . . . . . . . . . . 

Nebraska. . . . . . . , , . . 

Nevada.. . . . . . . . . . , 

New York. . . . . . . . . . 

North Carolina. . . . . 

Tax 
revenue 

[thousands) 

48,746 

See above 

63,018 

39,516 

9,666 

231,906 

107,809 

Distribution formula 

1. After deduction of State requirements 
for debt service, refunds and administra- 
tion, %c of proceeds distributed j$ in 
proportion to number of registered motor 
vehicles, 4$ in proportion to area, and,% 
in proportion to population; subject to 
specified maximum amount er county. 
Of each countyk share, a speciRed amount 
per capita of municipal opulation in the 
county, plus a specific! portion of the 
proceeds allocated to the State Highway 
Department, to cities in proportion to 
population, subject to a specified maxi- 
mum amount per city. Excess after above 
distribution, to counties, j$ equally, % in 
proportion to population, and +$ in pro- 
portion to area. 

2.. % of State Highway Department's share 
of motor fuel tax collections arising in 
certain "seawall" counties to county of 
origin for construction and maintenance 
of sea walls to protect highways, and for 
debt service on sea wall bonds. 

Proceeds from Id of 54 tax allocated 1A to 
counties, ?,$ in proportion to county road 
mileage and ?,$ in proportion to rural 
land valuation; and s/4 to cities of over 
200 population in proportion to popula- 
tion (effective April 1962). 

15% of proceeds from 7d tax to counties on 
a statutory percentage basis for mainte- 
nance, repair, and improvement of mail 
routes; and 24% of remainder allocated 
to counties on the same statutory per- 
centage basis and redistributed (a) at a 
specified per capita rate to cities and 
villages with populations of 25 thousand 
or less, (b) 40% of county allocation to 
cities of 25 thousand to 200,000, (c 7570 
of county aIlocation to cities 02 over 
200,000 population, and (d) remainder to 
the county for road and bridge purposes. 

Proceeds hom ?,$ cent tax distributed 1/4 in 
proportion to area, 1/4 in proportion to 
population, 1h in proportion to road mile- 
age and in proportion to vehicle miles 
of travel. In addition, an optional tax 
of 14 per gallon is imposed in counties 
which do not reject this tax and is dis- 
tributed to county of origin. Counties 
must redistribute a proportionate share 
of the 16 tax to cities on the basis of as- 
sessed valuation. 

(a) an amount equal to 10% of proceeds 
from motor fuel tax, distributed in pro- 
portion to highway mileage outside cities 
and villages; 

@) an amount equal to $400 per mile for 
total street and highway mileage to New 
York City. 

Amount appropriated, equivalent to pro- 
ceeds of I/,# tax from previous year, dis- 
tributed ?,$ in proportion to population 
and ?,$ in proportion to street mileage. 

Recipient 
local 

ovemment 

Cities. . . . . 
Counties.. 

Counties. . 

Cities.. . . . 

Counties. . 

Counties. . 

City (New 
York City: 

Counties. . 

Cities. . . . . 

Amount 
distributed 
:thousands) 

Local use 
of fun& 

High- 
ways. 

Highways 

Highways 

Highways 

Highways 

Highways 

Highways 

See footnotea at end of table. 



TABLE 78.-State Collected, Locally Shared Highway-User Taxes, 1962--Continued 

State 

North Dakota ... .. . 

Ohio. . . . . . . . . . . , , . 

Oklahoma. . . . . . . , , . 

South Carolina. . . . . 

South Dakota. . . . . . . 
Tennessee. . . . . . . . . . 

Sea footnotes at ( 
176 

Tax 
revenue 

[thousands) 

See above 

See above 

232.844 

See above 

53,320 

15,745 

80,502 

198,237 

of table. 

Distribution formula 

of proceeds of 60 motor vehicle fuel tax 
to counties in proportion to motor vehi- 
cle registratiqn and 21% *of .proceeds 
from 64 speual fuel tax dtstrtbuted as 
follow: a) an amount totaling that dis- 
tributed Lor 1959-60 fiscal year to mun- 
ties in proportion to motor vehicle regis- 
tration; @) 50% of excess after above 
distribution to counties in proportion to 
motor vehicle registration; and (c) re- 
mainder to cities and viHages in propor- 
tion to population. 

Of proceeds trom first 26 tax, 30% to cities 
in proportton to motor vehicle registra- 
tions, and 25% equally among counties. 
Of proceeds from additional 24 tax, 71/p% 
to cities in proportion to motor vehicle 
registrations, 74h% equally among coun- 
ties, and 17%% equally among town- 
ships. 

1. Of proceeds of 44 gasoline tax, 22% to 
counties, % in proportion to county road 
mileage and % in roport io~ to popula- 
tion and area; a n a 5 %  to cities in ro- 
portion to population. Of proceeda $om 
special fuel use tax, 24g% to counties in 
proportion to population and area. 

2. Proceeds of 10 gasoline tax distributed, 
% in proportion to area, % in proportion 
to rural population, and jg in proportion 
to county road mileage. 

3. Proceeds of ?,+$ gasoline tax distributed, 
2/L, in proportion to county road mileage, 
and % in proportion to population and 
area. 

1. Amount equal to 1/24 per gallon of taxed 
fuel distributed in proportion to average 
amounts returned to counties during 
preceding three years. Counties may re- 
distribute portions of this allocation to 
their political subdivisions, 1/2 in propor- 
tion to road and street mileage and in 
proportion to population. 

2. Amount equal to 20% of proceeds from 
motor fuels sales tax to cities and town- 
ships, % on basis of road mileage and 
% on basis of population, subject to mini- 
mum annual distribution. 

Proceeds from 1& tax distributed in propor- 
tion to motor vehicle license tax collec- 
tions, subject to certain minimum and 
maximum limitations. 

1/, of proceeds distributed in proportion to 
county assessed valuations. 

(a) Proceeds from 24 tax to counties, 
equally among counties, in proportion 
to population, and in proportion to 
area, and @) proceeds &om 14 tax to 
cities in proportion to population. 

From I/, of proceeds, amounts as required 
are allocated to pay debt service on county 
debt incurred to finance hi hways now 
in State highway system, antfa specified 
amount ($7100 thousand for fiscal 1962) 
distributed %a in proportion to area, 
#o in proportion to rural population, 
and#o in proportion to lateral mad mile- 
age. 

Recipient 
l d  

;overnmenl 

Cities and 
counties. 

Cities. .. . . 
Counties. . 
Townshipa 

Cities. .. ,. 
Counties. . 

Counties. . 

Counties. . 

City (Phila 
delphia). 

Counties. . 

Cities.. . . . 
Townships 

Counties. . 

Counties. . 
Cities. .. . . 
Counties. . 

Counties. . 

Amount 
distributed 
(thousands) 



TABLE 78.4ta te  Collected, Locally Shared Highway-Use Taxes, 1962--Continued 

State 

Virginia. . . . . . . . . . . 

WYbington . . . . . . . . 

Wyoming. . . . . . . . . . 

Total. . . . . . . . 

Tax 
revenue 

(thousands) 

9379 

See above 

93,825 

74,981 

8,285 

2,110,911 

California. . . . . . . . . . 

Colorado, . . . . . . . . . . 

Distribution formula 

1. Amount appropriated equal to 2?4# of 
the motor fuel sales tax, distributed a) I at specified rate mile of State aid or 
construction, a n 6 )  the remainder for 
construction and maintenance of State- 
aid highways at discretion of State High- 
way Board, and in lixed ratio to local 
expenditure for winter maintenance and 
for bridge repair and construction. 

2. Amount appropriated equal to 24 of the 
motor fuel sales tax, distributed in pro- 
portion to town (or city) highway mile- 
age, subject to local expenditure of speci- 
fied minimum amount per mile, for 
maintenance and construction of high- 
ways. 

Amount based on motor fuel sales tax pro- 
ceeds received by county in 1931, plus 
proportionate share of Increase in pro- 
ceeds since that date, to two counties 
electing to maintain their own local high- 
ways. 

Proceeds from 6$44 tax, after deduction for 
State administration of of 1%, 35% to 
counties (after certain deductions apply- 
ing to specific counties) xo equally among 
counties, so in pro rtion to motor vehi- 
cle registration, in proportion to 
trunk highway mileage adjusted for vari- 
ance among counties in highway costs; 
and 11.2% to cities and towns in propor- 
tion to population. In addition, pro- 
ceeds of I/p# tax to cities and towns in 
proportion to population, with require- 
ment for local matching of 1/, of this 
amount. 

23% of proceeds from 4# tax to counties, 
% in proportion to rpulat ion,  5 ,  in 
proportion to area, an ?$ in roportlon 
to assessed valuation. 2% or  prmccd. 
from 4# tax and 25% of proceeds from 
additional 14 tax to cities in proportion 
to population. 

Recipient 
local 

pvcrnmenta 

Cities. . . . . , 
To  wns..... 

Cities. . . . . 
Towns. .. . , 

Counties. . . 

Cities.. . .. . 
Counties. . . 

Cities. .. .. , 
Counties. . . 

. . . . . . . , . . a  

2. MOTOR VEHICLE AND OPERATORS' LICENSE TAXES 

na.  

na. 

Proceeds From trailer coach license fees dis- 
tributed to county of origin. Countia 
must redistribute to cities and 5 to 
school districts from which collections 
ori nate (1/, to school districts, w h m  
col&tions originate outside a city). 

Proceeds from temporary special motor ve- 
hicle registration fee to be collected dur- 
ing the calendar years 1960, 1961, and 
1962, to counties and municipalities on 
basis of residence of registrants. 

% of proceeds from motor vehicle operator 
examination fees distributed at a speci- 
fied rate per pupil enrolled in such course. 

Amount 
distributed 
(th-h) 

High- 
w ayr 

Hi@- 
my'-  

Highwar 

High- 
ways. 

High- 
ways. 

........... 

Cities, 
counties, 
and 
school 
districts. 

Cities and 
counties. 

Cities. . . . . . 
Towns. .. .. 
School 

districts. . 

Src footnotes at end d table. 



TABLE 78.-State Collected, Locally Shared Highway-User Taxes, I962-Continued 

State 

Florida. . . . . . . . . . . 

Kansas. . . . . . . . . . . . 
Kentucky. . . . . . . . . 
Louisiana. . . . . . . . . 

Maryland. . . . . . . . . 

Mississippi. . . . . . . . 

Nevada. . . . . . . . . . . 
New Mexico.. . . . . . 

New York. . . . . . . . . 

North Carolina. . . . 

Tax 
revenue 

:thousands) 

See above 

958 

137,486 

n.a. 

Distribution formula 

1. Amount required by formula, distributed 
from proceeds of motor vehicle license 
taxes, in proportion to number of instruc- 
tional units (as determined under the 
minimum foundation program), for school 
construction or for debt service on school 
bonds. 

2. After deduction of 25% for the State 
general fund and minor amounts for 
cities and towns, proceeds of auto trans- 
portation mileage tax allocated to coun- 
ties in proportion to mileage traveled by 
licensees in each county and paid to the 
State Board of Administration to be used 
in the same manner as the 2d motor-fuel 
sales tax. 

3. Proceeds from additional fee levied on 
motor vehicle operators' permits, distrib- 
uted as reimbursement for costs of pro- 
gram. 

After specified deductions, proceeds £rom 
motor carrier license taxes distributed to 
counties in proportion to road mileage. 

1/2 of proceeds from truck licenses distrib- 
uted equally among counties. 

1/2 of proceeds from motor vehicle operators' 
license fees paid by residents of the city 
of New Orleans distributed to New Or- 
leans. 

Fixed portion of each registration fee dis- 
tributed to city of Baltimore or county of 
or~gin. Outside city of Baltimore, 1/, of 
county's share of fees originating in cities 
to city of origin. 

Proceeds from privilege license on trucks, 
trailers, and buses distributed jS in pro- 
portion to number of registered motor 
vehicles, jS in proportion to area, and j$ 
in proportion to population. 

Specified amount per registration to county 
of origin. 

1. After deduction for administration, 15% 
of proceeds of motor vehicle license taxes 
to county of origin for redistribution 
among taxing units therein in proportion 
to the property taxes they levy. 

2. After deduction for administration, 
371/2% of proceeds of motor vehicle li- 
cense taxes to counties, % to county of 
origin and 1/2 in proportion to county 
road mileage; and 10% of proceeds to 
county of origin for redistribution to 
cities in proportion to assessed valuation. 

3. After deduction of a specified portion of 
fee for each motor vehicle operator's li- 
cense, % of amount collected in cities and 
Los Alamos County to city or county of 
origin. 

Amount appropriated, equal to 25% of 
collections from motor vehicle fees, to the 
counties and New York City in propor- 
tion to such collections. 

Proceeds from additional automobile license 
fees, distributed on basis of enrollment in 
approved driver-training courses. 

Recipient 
local 

;overnments 

School 
districts. 

Counties. . . 

School 
districts. 

Counties. . . 
t 

Counties. . . 
City (New 

Orleans). 

City (Balti- 
more). 

Counties. . . 
Counties. . . 

Counties. . . 
Cities.. . . . . 
Counties. . . 
School 

districts. 

Cities.. . . . . 
Counties. . . 

Cities.. . . . . 

City (New 
York City). 

Counties. . . 
Counties. . . 

Amount 
distributed 
(thousands) 

Local use 
of funds 

Education 

Highways 

Education 

Highways 

Highways 

Police 
pensions. 

General 

Highways 

Highways 

General 
urposes. 

~ g c a t i o n  

High- 
ways. 

General 
purposes. 

Highways 

Education 

See footnotec at end of table. 
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TABLE 78.-State Collected, Locally Shared Highway-User Taxes, 1962-Continued 

State 

..... North Dakota.. 

Ohio. .............. 

Oklahoma. ......... 

..... South Carolina. 

.............. Utah. 

Tax 
revenue 

[thousands) 

10,135 

78,249 

1,108 

25,720 

n.a. 

1,004 

7,142 

See above 

372,450 

Distribution formula 

.fter deduction for administration, 41% 
of proceeds distributed as follows: (a) an 
amount equal to that distributed for 
195940 fiscal year to counties in propor- 
tion to motor vehicle registrations; (b) 
95% of excess after above distribution to 
counties in pro ortion to motor vehicle 
registrations an! (c) remainder of excess 
to counties for red~stribution to cities and 
villages in proportion to pepulation upon 
application of city or village for its share. 

. Atter deduction for administration and 
other State purposes, proceeds of motor 
vehicle registration tax distributed as 
follows: 47% to county of origin, 340J0 
to city of origin or to county of origin 
(where registrations originate outside mu- 
nicipalities), 9% to counties in propor- 
tion to county road mileage, 5% equally 
among counties, and 5% to townsh~ps in 
proportion to township road mileage. . After certain deductions 50% of proceeds 
of motor transportation license tax to 
counties and cities through which taxpay- 
ers' routes lie, in proportion to mileage of 
suchroutes. 

. 95% of proceeds from automobile and 
farm truck licenses to county of origin 
for redistribution to school districts in 
proportion to average daily attendance. . Of proceeds from commercial licenses 
and bus mileage tax, 521k percent distrib- 
uted to counties, % in proportion to 
county road mileage and % in proportion 
to population and area; and 23% per- 
cent distributed to counties in proportion 
to county population for redistribution 
to cities in proportion to population. 

'roceeds from motor transportation taxes 
distributed in proportion to population, 
subject to a specified minimum allocation 
for county seats and a specified maximum 
allocation for any one city. 

, Amount appropriated from proceeds ($2 
million annually) plus, after deduction 
for State purposes, of remainder, dis- 
tributed 45% in proportion to popula- 
tion, 45% in proportion to road or street 
mileage, and 10% in proportion to area. 

, Amount required from proceeds of motor 
vehicle license tax (additional $1 tax), dis- 
tributed as reimbursement of local expen- 
diture for approved driver education 
courses, up to a specified maximum 
amount per pupil, 

Recipient 
local 

{overnment 

Cities and 
counties. 

Cities. .... 
Counties. . 
Townships 

Counties. . 

School 
districts. 

Cities. .... 
Counties. . 

Cities. .... 

Cities. . . . .  
Counties. . 

School 
districts. 

.......... 

Amount 
distributed 
(thousands) 

Local use 
of funds 

Highways 

Highways 

Highways 

Education 

High- 
ways. 

General 
purposes. 

High- 
ways. 

Education 

........... 
See footnotes at  end of table. 



TABLE 78.4ta te  Collected, Locally Shared Highway-User Taxes, 196%-Continued 

State 

-- 

Tax 

(thousands) 
Distribution formula 1 governments (thousands) I I "" 

California. . . . . . . . . . 

Colorado. . . . . . . . . . . 

Idaho. . . . . . . . . . . . . . 

Indiana. . . . . . . . . . . . 

Iowa. . . . . . . . . . . . . . . 

na. 

nr. 

n.1. 

n.a. 

n.1. 

3. COMBINED HIGHWAY USER REVENUES 

1. $5,400,000 times ratio of latest calendar 
year motor vehicle registration to such 
registration in 1946, distributed (1) speci- 
fied amounts to certain counties at atatu- 
tory ercentages for snow removal, (2) 
specifPed amounts to certain counties at 
statutory percentages for heavy rainfall 
and storm damage, and (9) the remainder 
to all counties in proportion to motor 
vehicle registrations. 

2. Equivalent of 16 a gallon of taxed gaso- 
line distributed &j0,000 to each county 
(of which $20,000 may be spent only for 
adm~n~stratlve and engineermg costs) and 
the remainder in proportion to motor 
vehicle registrations. 

3. Equivalent of %& per gallon of taxed 
gasoline distributed (1) to counties not 
receiving at  least $300 per mile of main- 
tained roads-excluding the $20,000 allo- 
cation-from the 16 distribution in 
amounts sufficient to bring their recei ts  
up to this level; (2) of the remain&r 
to all counties in proportion to motor 
vehicle registrations; and (3) the other 
half in proportion to road mileage to 
counties not receiving $600 per mile of 
maintained road-excludinq the $20,000 
allocation-from both the adjusted $5,400.- 
000 distribution and the I#  distribution. 

4. Equivalent of S/8$ per gallon of taxed 
gsoline appropriated to State Hi8hway 

epartment and distributed to citles in 
proportion to population. 

A ter deduction for maintenance of high- 
way patrol, 30% to counties, ?$ in pro- 
portion to rural motor vehicle registra- 
tions and % in proportion to rural 
highway mileage; and 5% to cities, % in 
proportion to urban motor vehicle regis- 
trations and in proportion to street 
mileage.& 

30% of proceeds to cities and counties as 
follows: (a) 91% to counties of which 
10% is divided equally among the coun- 
ties, 45% in proportion to previous year's 
collection from motor vehicle license 
taxes, and 45% in pro ortion to improved 
highway mileage; anf (b)  9% to c~ties in 
proportion to population. 

After specified deductions, 15% of proceeds 
to cities on basis of population, and 32% 
to counties as follows: 5% equally among 
all counties; 65% on basis of road mile- 
age; and 30% on basis of motor vehicle 
reeistrations. - - - - - - - - ~ - - -  - 

Of the proceeds (consisting largely of the 
motor fuel sales tax, motor vehicle license 
tax, and 10% of the general sales tax), 
2% for the 6 months July-December 1961 
was distributed prior to any other appor- 
tionment to the cities in proportion to 
population: remainder distributed 8% to 
cittes in proportion to population and 
35% to counties in proportion to area. 

Counties. . 

Counties. . 

Counties. . 

Cities. . . . . 

Cities. . . . . 
Counties. . 

Cities. . . . . 
Counties. . 

Cities.. . . . 
Counties. . 

Cities.. . . . 
, Counties.. 

See €dotnotes at end of table. 
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TABLE 78.-State Collected, Locally Shared Highway-User Taxes, 1962-Continued 

State 

~ 

Maryland. . . . . . . . . . 

Tax 
revenue 

thousands) 

na. 

na. 

n.a. 

I1.a. 

Distribution formula 

4f ta  distribution of motor vehicle license 
taxes in lieu of r l  pmperty tax and 
certain other eductions 30cjo of pro- 
ceeds distributed to city of Baltimore, and 
20% to counties in proportion to county 
road mileage. Counties must redistribute 
to their a t ~ e s  a share 
tion of county road m?g&?g yrgg 
city. In certain counties, where the State 
maintains the county road system, the 
allocations are made to the State Road 
Commission, rather than to the loval gov- 
ments. 

53% of proceeds from 41h# motor fuel sales 
tax and from motor vehicle registration 
fees, after allocation of a s ecified portion 
for snow removal, and 28% of proceeds 
from 1% centa motor fuel sales tax and 
from weight tax on certain vehicles, dis- 
tributed qs to counties and 1% to aties. 
Amount for counties distributed as fol- 
lows: (a) specified flat amount to each 
county; @) of the remainder distrib- 
uted 7% in roportion to motor vehicle 
license tax mf;ections, 10% in roportion 
to primary mad milea and I& equally 
among counties; and ( c L i n d e r  distrib- 
uted 65% in proportion to local road 
mileage, and 35% in roportion to rural 
population. Amount L r  cities distributed 

in proportion to population, 29%% 
rtion to major street mileap, and 

$gmzin  proportion to State highway 
mileage. 

29% of proceeds allocated to counties and, 
after deductions for State administrative 
expenses and "disaster relief", distributed 
10% equally among counties, 10% in 
pro rtlon to motor vehicle registration, 
30&ngroprtion to *'State-county aid" 
and roa m~leage, and 50% in proportion 
to computed "money needs" for construc- 
tion; and 9% of proceeds to cities, 50% 
in proportion to population and 50% in 
proportion to computed "money needs" 
for construction and maintenance. 

Df meeds credited to State highway fund, 
19% to counties in pro ortion to motor 
vehcle registrations an8 I%, less $250;- 
000 deducted annually for State expendl- 
ture within cities, to cities in proportion 
to po ulation, sub'ect to l im~tat~on h r  
city o r  Portland 02 credit for only 70% 
of its population in computing amount 
due. The  limitation for Portland is to 
be increased at the rate of 4% per year 
until 1971 and succeeding years when 
its total population will be counted. 

Redpien 
local 

pvernmer 

Cities. . . . 
Counties. 

Cities.. . . 
Counties. 

Cities. . . . 
Counties. 

Cities. . . . 
Counties. 

Amount 
distributed 
(thousands) 

Local use 
of fun& 

See lootnota at end of tabk. 



TABLE 78.-State Collected, Locally Shared Highway-User Taxes, 1962-Conduded 

Wisconsin. . . . . . . . . . 

Total. . . . . . . . 

Tax 
revenue 

[thousands) 

na. 

na. 

Distribution formula 

. Of proceeds from highway-user revenue 
in excess of specific allocations for State 
highway purposes and other highway 
aids, 18% to counties (% in proportion to 
motor vehicle registrations and % in pro- 
portion to rural highway mileage); 18% 
to towns, 18% to cit~es and 6% to villa es 
in proportoin to amounts received for 
street improvement. 

'. Amount appropriated from highway-user 
revenue, equivalent to 11% of roceeds 
from truck license taxes and 2 0 2 o f  pro- 
ceeds from all other motor vehicle license 
taxes, distributed in proportion to collec- 
tion of such taxes, subject to a minimum 
distribution of at  least as much as local 
motor vehicle property tax collections in 
1930. Part of amount distributed to city 
of Milwaukee, redistributed to school dis- 
trict serving that city. 

n.a.-Data not available. 
1 Excludes substantial amounts allocated to counties and 

cities but not distributed by June 30, 1962. 
a Includes an amount redistributed to cities. 

Includes an amount for citiea. 
4 Includes an amount for Los Alamos County. 

paid when the motor vehicles are regis- 
tered. State selective sales tax rates on 
motor vehicles range from 1% percent of 
retail sales price in New Mexico to 3 per- 
cent in Vermont and West Virginia. Six 
of these 8 States (Maryland, Oklahoma, 
New Mexico, South Dakota, Texas, and 
West Virginia) and the District of Colum- 
bia with selective motor vehicle sales taxes 
include in their general sales tax base auto- 
motive parts and accessories, but exclude 
motor vehicles. The other 2 States, Mon- 
tana and Vermont, do not have a general 
sales tax. Motor fuel is subject to the gen- 
eral sales tax in only 7 States. 

Twenty-one States include motor vehi- 
cles in the general property tax base, and 
in 10 States (including Kentucky, which 
also taxes them under the general property 
tax laws) they are subject to special prop- 
erty taxes at uniform statewide rates. 

Recipient 
local 

;overnmenw 

Cities.. . .. , 
Counties. . . 
Towns. .... 

Cities. . . . . . 
Towns.. . . . 
School dis- 

trict (Mil. 
waukee). 

...... 9 .... 

Amount 
distributed 
(thousands) 

Local use 
of funds 

,Highways 

General 
purposes. 

Education 

........... 
After January 1, 1963, county share is 26% and city 

share, 970. 
Source: U.S. Bureau of the Census, State Payments to 

Local Govesnments, 1962 Census of Governments, Vol. VI, 
No. 2. 

Nevada shifted from general to special 
property taxation in 1963. The general 
property taxes on motor vehicles are locally 
administered in all States, and in only 4 
States (California, Kentucky, Nevada, and 
Washington) are the special property taxes 
State-collected. California, Nevada, and 
Washington share the proceeds from the 
special property taxes with their local gov- 
ernments. 

Federal and State Aid for Highways 

The Federal Government has been 
making grants for highway construction 
to the States since 1916. Until 1956, these 
grants had been made from the general 
funds of the Federal Government. But in 
that year, in conjunction with the enact- 
ment of the Federal-Aid Highway Act of 
1956, the collections from the Federal 
motor-fuel taxes and from certain other 



Federal automotive taxes were earmarked 
for the Federal Highway Trust Fund. In 
1963 Federal highway grants to the States 
from this fund totaled $3.0 billion. 

The States also earmark part of their 
revenue from automotive taxes for high- 
way aid to the local governments. In 1963 
State intergovernmental expenditures on 
highways totaled $1.4 billion. Table 78 

details State highway-user tax receipts 
shared with local governments for 1962. 
Not much significance can be attached 
to the effect of these intergovernmental 
transfers, however, since all expressways or 
roads constructed or maintained by one 
level of government are also physically lo- 
cated within the jurisdiction of other sub- 
ordinate governmental units. 



Chapter 12 
TOBACCO TAXES 

Total governmental revenue from to- 
bacco taxes in 1962 was $3,160 million, 
divided among the three levels of govern- 
ment as follows: 

Amount Percent 
(millions) distribution 

.................... Federal $2,022 64.0 
State.. ..................... 1,075 34.0 
Local. ..................... 63 2.0 

Total.. .............. 3,160 100.0 

About two-thirds of all tobacco taxes 
accrued to the Federal Government, the 
other one-third going almost entirely to 
the States. A third of the $63 million 
tobacco taxes collected by local govern- 
ments went to Florida municipalities, 
where the local tax is allowed as a credit 
against the State tax. Most of the re- 
mainder was collected by New York City 
($24 million). 

Cigarettes are the primary source of 
revenue from the taxation of tobacco 
products. They are taxed (as of January 1, 
1964) by the Federal Government, 47 
States, the District of Columbia, and some 
500 municipalities in 8 States (including 
over 300 in Florida). By contrast, only 17 
States, a few local governments, and the 
Federal Government impose taxes on other 
tobacco products. The three States totally 
without tobacco taxes on January 1, 1964 
were Colorado, North Carolina, and Ore- 
gon. In Colorado, however, a number of - 
municipalities impose them under home 
rule powers.' 
1 Colorado has adopted a 3-cent State cigarette tax effec- 

tive July 1, 1964. The authority of municipalities to im- 
pose such taxes was left undisturbed. 

Administration of 
Tobacco Tax Collections 

Federal tobacco taxes are collected di- 
recently from the manufacturer, while State 
taxes are collected from wholesale distribu- 
tors of tobacco products (jobbers). All but 
four of the States imposing cigarette and/ 
or tobacco taxes require that stamps be 
affixed to the packages as evidence of tax 
payment. The Federal Government, 
Alaska, Hawaii, Massachusetts, and Michi- 
gan do not use stamps. 

All States except Hawaii allow distribu- 
tors a discount, based either on the face 
value of stamps purchased or on the liabil- 
ity, to defray the cost of affixing stamps 
and other expenses incurred in complying 
with tobacco tax regulations. Discounts 
range from one-half of 1 percent in Massa- 
chusetts (for chain stores; the allowance 
for wholesalers is 2 percent) to 10 percent 
in Mississippi (table 79). There is no dis- 
count under the Federal tobacco excise. 

As State cigarette tax rates have increased 
over the past decade, discounts have 
tended to drop to reduce the amount of 
windfall given distributors, since a higher 
tax rate increases the denomination of the 
tax stamp and the amount of capital im- 
mobilized, without necessarily adding to 
the tax compliance burden. It is estimated 
that distributors realized almost $40 mil- 
lion from discounts on State cigarette taxes 
in 1962. 

In conjunction with their tobacco taxes, 
most States require the annual licensing of 
tobacco distributors, wholesalers, and re- 



TABLE 79.-State Cigarette Tax Revenue and Discounts. Calendar Year 1962 
(Dollar amounts in thousands) 

State 

Alabama ....................... 
Alaska ......................... 
Arizona ......................... 
Arkansas . . . . . . . . . . . . . . . . . . . . . . .  
California ...................... 
Colorado ....................... 
Connecticut ..................... 
Delaware ....................... 

.. . . . . . . . . . . .  District of Columbia 
Florida ......................... 
Georgia . . . . . . . . . . . . . . . . . . . . . . . .  
Hawaii ......................... 
Idaho . . . . . . . . . . . . . . . . . . . . . . . . . .  
Illinois ......................... 
Indiana . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . .  Iowa . . . . . . . . . . . . . . . . .  .. 
Kansas ......................... 
Kentucky ....................... 
Louisiana ....................... 
Maine .......................... 
Maryland ....................... 
Massachusetts . . . . . . . . . . . . . . . . . . .  
Michigan ...................... 
Minnesota . . . . . . . . . . . . . . . . . . . . . .  
Mississippi . . . . . . . . . . . . . . . . . . . . . .  
Missouri . . . . . . . . . . . . . . . . . . . . . . . .  
Montana . . . . . . . . . . . . . . . . . . . . . .  .. 
Nebraska . . . . . . . . . . . . . . . . . . . . . . .  
Nevada . . . . . . . . . . . . . . . . . . . . . . . . .  
New Hampshire . . . . . . . . . . . . . . . . .  
New Jersey . . . . . . . . . . . . . . . . . . . . . .  
New Mexico . . . . . . . . . . . . . . . . . . . . .  
New York . . . . . . . . . . . . . . . . . . . . . . .  
North Carolina . . . . . . . . . . . . . . . . . .  
North Dakota . . . . . . . . . . . . . . . . . . .  
Ohio . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oklahoma . . . . . . . . . . . . . . . . . . . . . .  
Oregon . . . . . . . . . . . . . . . . . . . . . . . . .  
Pennsylvania . . . . . . . . . . . . . . . . . . . .  
Rhode Island . . . . . . . . . . . . . . . . . . . .  
South Carolina . . . . . . . . . . . . . . . . . .  
South Dakota . . . . . . . . . . . . . . . . . . . .  
Tennessee . . . . . . . . . . . . . . . . . . . . . . .  
Texas . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Utah . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Vermont ........................ 
Virginia . . . . . . . . . . . . . . . . . . . . . . . . .  
Washington . . . . . . . . . . . . . . . . . . . . .  
West Virginia . . . . . . . . . . . . . . . . . . . .  
Wisconsin . . . . . . . . . . . . . . . . . . . . . . .  
Wyoming . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . .  

Estimated 
gross revenue 

Differs from Census data because of difference in re- 
porting period and exclusion here of tobacco taxes other 
than on cigarettes . 

Revised discount rates were enacted in 1963. as follows: 
Connecticut. 2.7%; Florida. 5% on first $160. 000 tax and 
3?4% on excess; Illinois. ~ Q / o  on first $700. 000 tax. 4% on 
next $700.000. and 3% on excess; Indiana. 6%; Minnesota. 
31/q% on first $150. 000 tax and 2.5% on excess; New Jersey. 
2.8%; New Mexico. 4% on first $24. 000 tax (monthly). 3% 
on next $24.000. and 2% on excess; Pennsylvania. 3%; 

Discount rate 
(percent) 

Estimated amount 
retained by 
distributors 

Net revenue 1 

South Dakota. 5%; Tennessee. 4.15%; Utah. 4%; Vermont. 
3.5%; Wisconsin. 2.w0. 

SIncludes an unsegregable amount from tobacco taxes 
other than on cigarettes . 

One-half percent for chain stores. 1% for vending ma- 
chine operators. and 2% for wholesalers . 

2.4% on first $300. 000 tax. 2.8% on excess . 
Source: National Tobacco Tax Association. Comparative 

Tobacco Tax Collections 1962. (RM-375. July 1963). 
Table V . 



TABLE 80.-State Cigarette Tax Rates as of January 1-1952 through 1964 
(cents p a  standard package of 2( 

1958 
- 
...... ...... ...... 
. . . . . .  - 

- 
...... ...... ...... 
...... 
...... 
cent of 

State 

6 
...... 
. . . . . .  . . . . . .  

3 

- 
...... 
...... ...... . . . . . .  
...... 
rice 

5 
4 

...... 
4 

. . . . . .  

. . a , . .  

Alabama. ....... 
Alaska. ......... 
Arizona.. ......, 
Arkansas. ...... ..... California. 

Colorado 1 .  ..... 
Connecticut. .... 
Delaware. ...... 
Dist. of Col.. .... 
Florida. ........ 
Georgia. ....... 
Hawaii. ........ 
Idaho. ......... 
Illinois. ........ 
Indiana. ....... 
Iowa. .......... 
Kansas. ........ 
Kentucky. ...... 
Louisiana. ..... 
Maine. ......... 
Maryland. ...... 
Massachusetts. .. 
Michigan. ...... 
Minnesota. ..... 
Mississippi. ..... .............. ............. 

............. 
8 ....... 
4 . . . . . . .  . . . . . . . . . . . . .  

15 percent ( 

I I 

Missouri. ....... 
Montana. ...... 
Nebraska. ...... 
Nevada. ........ 
New Hampshire. 

.... New Jersey. .. New Mexico.. 
New York. ..... 
North Carolina. . North Dakota.. 

Ohio. .......... . . . .  Oklahoma.. 
Oregon. ....... 

.. Pennsylvania. . .  Rhode Island. 

South Carolina. . .  South Dakota. 
Tennessee. ..... 
Texas. ........ 
Utah. . . . . . . . . .  
Vermont. ...... 
Virginia. ...... 

... Washington. 
West Virginia. . 
Wisconsin. ..... 

. . . . .  Wyoming. 

No. of States ... with tax 9. I 
1964. 
,1964. 
each 106 or fraction of 

I - I .... ~k space (. .) indicates no rate change 
ate shown. A dash (-) indicates no ciga- 

rette fax was in effect as of January 1. 
1 Colorado enacted a !I$ tax, effective July 1, 1964. 
2 Increased to 86, effective March 1,1964. 
8 Increased to 66, effective April 1,1964. 
4 Prior to July 1, 1954 the statutory rate war 16 for each 

106 or fraction of the retail price. 

tive July : 
:he June 

7 The statutorv-rate was 2d fc 

Note: A blan 
since previous r 

the retail price. ' 
8The  statutory rate war 21/p(t for each 10& or fraction 

of the retail price. 
9 Includes District of Columbia; a180 includes Maaka and 

Hawaii for the period prior to attaining statehood. 





TABLE 82.--State Tax Rates on Smoking and Chezuing Tobacco and Snufl, January 1,1964 

State 

Alabama. ............ 

Arizona. ............. 
Hawaii. ............. 
Louisiana. ........... 

Minnesota. .......... 
Mississippi. .......... 

..... New Hampshire. . . . . . .  North Dakota.. 
.......... Oklahoma. ...... South Carolina. 

Tennessee. .......... 
Texas. .............. 
Utah. ............... 
Vermont. ............ 
Washington. ......... 

Smoking tobacco 

Ranges from: 24 for 1% oz. or 
less to 114 for 3 to 4 oz., plus 
34 per oz. or fraction above 
4 02. 

14 per oz. or major fraction.. , 

20 percent of wholesale price. 

Ranges from: 19 per package 
retailing for 50 or less to 4@ 
per package retailing at  134 
through 154, plus l a 4  for 
each 54 or fraction of retail 
price above 154. 

10 percent of wholesale price. , 
l @  per 54 or fraction of retail 

prlce. 
15 percent of retail price. ..... 
10 percent of wholesale price. , 
25 percent of factory list price. 
1@ per package retailing for 54 

or less, plus 14 for each ad- 
ditional 54 or fraction of re- 
tail price. 

5 percent of retail price.. ..... 
25 percent of factory list price. 
25 percent of manufacturer's 

price. 
20 percent of wholesale price. 
25 percent of wholesale price. 

Chewing tobacco 

The State cigarette tax rates, as of Janu- 
ary 1, 1964, are shown in table 80, and 
were distributed, by rate, as follows: 

Rate (cents) No. of States 1 

8 ..................... .. ............ .... 13 

1 Includes District of Columbia, but excludes Hawaii, 
which has a rate of 20 percent of wholesale price (esti- 
mated at about 3.7 cents per standard package of 20), and 
New Hampshire, with a rate of 15 percent of retail price 
(about 3 cents per standard package). 

State cigarette tax rates have been creep- 
ing upward steadily in recent years (table 
80). The most common rate is now 8 
cents per standard package. Two years 
ago only 5 States levied that rate; by the 
end of 1963, 13 States matched the 8 cents 
Federal rate. In none of those 13 States, 
except Florida and New Jersey (Atlantic 
City), do local governments impose cig- 
arette taxes. And in Florida, municipal 
cigarette taxes are not additional to the 

....... s/ ,@ per oz. or fraction. 

1/46 per oz. or major fraction.. 
20 percent of wholesale price. 

10 percent of wholesale price. . 
1/26 for each 5@ or fract~on of 

retail price. .... 15 percent of retail price.. 
10 percent of wholesale price.. 
20 percent of factory list price. 

. . . . . .  19 per 3 oz. or fraction.. 

5 percent of retail price. ..... 
25 percent of factory list price. 
25 percent of manufacturer's 

prlce. 
20 percent of wholesale price. . 
25 percent of wholesale price. . 

Snuff 

Ranges from: 1/99 for a oz. or 
less to 44 for 5 to 6 oz., plus 
l @  per ounce or fraction 
above 6 oz. 

16 per ounce or major fraction. 
20 percent of wholesale price. 

10 percent of wholesale price. 
1/2@ for each 56 or fraction of 

retail price. 
15 percent of retail price. 
20 per 11/44 oz. or fraction. ............................. 
I@ per 3 oz. or fraction. 

5 percent of retail price. ............................. 
25 percent of manufacturer's 

price. 
20 percent of wholesale price. 
!5 percent of wholesale price. 

State tax but are credited in full against it. 
The recent emphasis on the health haz- 

ards of smoking has occasioned some cur- 
tailment of State cigarette tax revenues. 
Similar experience in earlier years ma- 
terialized in only temporary declines, 
partly because of the tendency toward 
higher State tax rates-a trend that can be 
expected to continue. 

A total of 17 States tax cigars (table 81). 
In seven of these, the tax takes the form 
of a specified percentage of the retail or 
wholesale price, and the same percentage 
is applied to both small cigars (defined as 
those weighing not more than 3 pounds 
per 1,000) and large cigars (defined as 
those weighing more than 3 pounds per 
1,000 cigars). Small cigars are taxed at 
specific rates in all the remaining States, 
with the exception of Mississippi, where 
rates are graduated according to the in- 
tended retail price. In 10 States large 
cigars are taxed at rates graduated accord- 



TABLE 83.-Local Cigarette Tax Rates, January 1,1964 1 
@a standard package of 20 cigarettes) 

State 

Alabama: 6 
99 municipalities 2. ................................... .......................................... 6 counties. .............................. Colorado: 33 municipalities. 

Florida: Municipalities a .  ....................... 8 
Missouri: 38 municipalities. .................... 4 
New Jersey: 1 municipality (Atlantic City). ....... 8 

. . . . . . . . . . .  New York: 1 municipality (New York). 5 
Tennessee: 7 ............................ 1 munidpalit (Memphis). 

I county (Sherby County) outside corporate 
limits of Memphis). ................................ 

Virginia: 6 municipalities. ...................... !I 

1 A total of 18 counties and munici alities in 4 of the 
States listed (Alabama, Colorado, Flori&, and New Jersey) 
levy taxes on other tobacco roducts as well, as do 1 city 
and 2 counties in ~arylang.  Over M of these are in 
Alabama. 

ing to the intended retail price. The 
specific rates on small cigars range from 
$1 to $3.50 per thousand, or one-half cent 
to 1% cents per standard package of five 
cigars. Taxes on large cigars intended to 
retail at 10 cents each range from 21/2 
cents to 10 cents per standard package of 
five cigars. The Federal tax on large 
cigars varies from $2.50 to $20 per 
thousand, depending on the intended re- 
tail price. Small cigars are taxed at the 
rate of 75 cents per thousand. 

Smoking tobacco, chewing tobacco, and 
snuff are subject to State excises in 15, 14, 
and 12 States, respectively (table 82). 
These taxes generally are either of the ad 
valorem variety (a specified percentage of 
either the retail, wholesale, or factory list 
price) or the specific type (a specified 
amount per given weight). Some States 
employ rates graduated according to 
weight or retail price. The Federal Gov- 
ernment taxes the manufacture of tobacco, 
including chewing tobacco and snuff, at 10 
cents a pound. 

Thirty-five of the 47 States with cig- 
arette taxes employ also a general sales tax. 
Only 13 of these exempt cigarette sales 

2 The rates shown apply only in the town or city. Rata 
in police jurisdictions are generally lower, usually the 
city or town rate. 

8 The municipal 8d tax is allowed as a tax credit against 
the 86 State tax. 

from the general sales tax. Among the 
States that tax cigars, smoking tobacco, 
chewing tobacco, and snuff, 13 levy a gen- 
eral sales tax, and only 4 of the 13 (North 
Dakota, Oklahoma, Tennessee, and Texas) 
exempt sales of these tobacco products 
from their general sales tax. Some of the 
States which subject tobacco sales to their 
general sales tax exclude Federal and State 
tobacco taxes from the sales tax base. 
Local Cigarette Taxes 

Cigarette and other tobacco taxes are 
levied by some 500 municipalities and 
counties in at least 8 States, namely, Ala- 
bama, Colorado, Florida, Missouri, New 
Jersey (Atlantic City only), New York 
(New York City only), Tennessee (Mem- 
phis and Shelby County only), and Vir- 
ginia (table 83). A large number of mu- 
nicipalities in Alabama and, as already 
noted, virtually all incorporated munici- 
palities in Florida impose excise taxes on 
cigarettes. Local cigarette taxes are also 
widespread in Colorado and Missouri. 

Florida's 1949 act authorized munici- 
palities to levy cigarette taxes at a rate not 
exceeding the State rate, with a corres- 
ponding tax credit against the State tax. 



TABLE 84.-State Collected, Locally Shared Cigarette Taxes, 1962 

State 

Alaska. ............ 

Kansas. ............ 

Louisiana. ......... 

Maryland.. ........ 
........ Minnesota. , 

Nevada.. .......... 
New Mexico.. ...... 

.... North Dakota.. 

Wyoming. ......... 
Total. ....... 

C'ax revenue 
(thousands) 

$1,895 

9,498 

1 27,943 

22,456 

24,294 

4,253 

7,043 

=3,706 

1,737 

102,825 

Distribution formula 

After allocation of part to State schools: 
(a) a specified amount to each school unit, 
and (b) the remainder, & in proportion 
to average daily attendance and l/e in 
proportion to number of professional em- 
ployees. 

371A% to counties in proportion to popu- 
lation, and I /p  of each county's share 
redistributed among cities in proportion 
to population. 

371/2% in excess of $1 million: (a) to cities 
at specified rates per capita, graduated 
according to popu ation size of city; (b) 
any surplus remaining to parishes in 
which there are no incorporated munici- 
palities, at a specified rate per capita; 
and (c) any additional surplus remaining 
is used to increase the per capita alloca- 
tions to cities. From the remaining 
621/2%, an additional 50d per capita to 
cities of over 100 thousand population. 

1/2 to city of Baltimore and counties on 
basis of population. 

to cities and counties in proportion to 
po ulation. 

5%$ to county of origin and 28G% to 
cities and counties in proportion to 
population. 

1/, to city and county of origin.. ......... 
1/2 mill per cigarette distributed in propor- 

tion to population. 
All to city or county of origin.. ......... 

Includes an amount from taxes on tobacco products 
other than cigarettes. 

Source: U.S. Bureau of the Census, State Payments to 

The State collects the tax, withholds 4 
percent of collections to cover administra- 
tive costs, and returns the balance to the 
municipalities in proportion to actual sales. 
The proceeds of the State tax in areas out- 
side the municipalities are reserved for the 
State. 

Of the eight States in which localities 
levy cigarette taxes, four (New Jersey, 
New York, Tennessee, and Virginia) permit 
only specified local governments to do so. 
In the other four States local cigarette 
taxes are levied under broader State 
statutory authority, including home rule 
powers in the case of Colorado munici- 
palities. Specifically prohibited by State 

Recipient 
local 

govern- 
ments 

Cities. .... 
School 

districts. 

Cities. .... 
Counties. . 

Cities and 
parishes. 

City. ..... 
Counties. . 
Cities. .... 
Counties. . 
Cities. .... 
Counties. , 

Cities.. , . . 
Counties. . 
Cities. .... 
Cities.. ... 
Counties. . .......... 

Amount 
distributed 
(thousands) 

Local use 
of funds 

1,795 
1,795 

758 Rmea-  
66 I} tion. 

551 General 

General 
purposes. 

"05 
7,649 
3,887 
7 

:ii 

purposes. 

36,066 

1 Do. 

1 
[ Do. 

Local Governments, 1962 Census of Governments, Vol. VI, 
No. 2. 

law from imposing cigarette taxes are local 
governments in 10 States (California, Iowa, 
Kansas, Maryland, Mississippi, Nevada, 
New Mexico, Washington, West Virginia, 
and Wyoming). 

Most local cigarette tax rates range be- 
tween 1 and 3 cents per standard package 
of 20 cigarettes. The most common rate is 
2 cents, except in Florida, where, as al- 
ready noted, an 8-cents-per-standard-pack- 
age rate is uniform throughout the State 
and is in reality a State-collected, locally 
shared tax. The aggregate (Federal, State, 
and local) cigarette tax rate now ranges 
from 8 cents per standard package in 
North Carolina and Oregon (where 



neither State nor local taxes are imposed) 
to 18 cents per standard package in one 
Alabama and one New Jersey municipality. 

Shared Taxes 

As an alternative to specifically authoriz- 
ing local cigarette taxes nine States share 
their taxes directly with cities and counties 
(not including the Florida taxes described 
above). In most instances, shared State 

cigarette taxes are distributed in propor- 
tion to population, but three States return 
all or part of the local share to the locali- 
ties in which the tax collections originated. 
The nine States distributed a total of $36.1 
million to local governments in 1962 
under direct cigarette tax sharing pro- 
visions, about one-third of their cigarette 
tax collections. Details are shown in table 
84. 



Chapter 13 
ALCOHOLIC BEVERAGE TAXES 

Distilled spirits, wine, and beer are 
taxed by the Federal Government, the 
States, and by a number of local govern- 
ments. The taxes take the form of spe- 
cific excises and occupational license taxes 
imposed on the privilege of engaging in 
various branches of the alcoholic beverage 
business. In  addition, many of the States 
having general sales and use taxes apply 
them to sales of the alcoholic beverages, 
which are subject also to the higher rate 
special excises. 

Federal taxes on distilled spirits and 
beer have been in effect continually since 
1862. Wine has been taxed by the Federal 
Government since 19 14. State excise taxa- 
tion of alcoholic beverages is of more re- 
cent origin. Prior to prohibition, the 
States derived revenue from alcoholic 
beverages by means of license fees. After 
prohibition, they rapidly imposed excise 
taxes or set up monopoly distribution sys- 
tems. Most municipalities and some 
counties derive revenue from license fees, 
and an increasing, albeit still small, num- 
ber also levy excise taxes on alcoholic 
beverages. 

In the fiscal year 1962 the Federal, State, 
and local governments received an esti- 
mated $4.5 billion revenue from alcoholic 
beverages, as follows (in milIions): 

Source Federal State Local Total 
Excises.. .............. $3,248 $740 $25 $4,013 
Licenses ............... 20 91 53 164 
Monopoly profits 1. ..... - 252 22 274 

Total.. ............. 3,268 1,083 100 4,451 
1Net revenue of state and local liquor stores. 

192 

The Federal share was $3.3 billion, con- 
stituting the largest single source of Fed- 
eral excise revenue, despite its decline in 
recent years relative to both total Federal 
excise and total Federal tax revenue. The 
States' share was $1.1 billion, of which 
$740 million represented excise taxes 
levied generally in conjunction with the 
licensing system of alcoholic beverage dis- 
tribution, although some States with mon- 
opoly systems of liquor distribution also 
impose excises. State license taxes con- 
tributed $91 million. Profits on the opera- 
tion of liquor stores in the States with 
monopoly systems added another $252 
million to alcoholic beverage revenues. 
Local governments collected an estimated 
$100 million revenue from alcoholic bev- 
erages, of which about half represented 
occupational license fees, the balance di- 
vided about equally between excises and 
liquor store monopoly profits. Local gov- 
ernments in 24 States obtained another 
$100 million from the redistribution (shar- 
ing) of State alcoholic beverage revenues, 
of which two-thirds came from State ex- 
cise and license receipts and a third 
from monopoly profits (table 85). 

Federal Taxes 

The present Federal tax rates on alco- 
holic beverages have been in effect since 
the enactment of the Revenue Act of 1951. 
The temporary increases over the 1944 
rates provided for by this act have been 
extended several times and under present 



TABLE 85.-State Collected, Locally Shared Alcoholic Beverage Revenues, 1962 

State 
Tax 

revenue 
(thousands) 

Distribution formula 

Recipient 
local 

govern- 
ments 

Alabama. . . . . . . . . . . 
Indiana. . . . . . . . . . . . 

Amount 
distributed 
(thousands) 

Kansas. . . . . . . . . . . . . 

use 
Of funds 

Maryland. . . . . . . . . . . 

Minnesota. . . . . . . . . . 

Montana. . . . . . . . . . . 

North Carolina. . . . . 

Oklahoma. . . . . . . . . , 

Oregon. . . . . . . . . 

Rhode Island. . . . . . . 
South Carolina. . . . . 

South Dakota.. . . . . . 
Tennessee. . . . . . . . . . 

$4,259 

14,071 

n.a. 

7,379 

19,568 

n.a. 

21217 

* 12,om 

1,513 

See above 

623 

17,167 

8,567 

1,950 

3,121 

1. EXCISE TAXES 

5 / ,  of roceeds of beer gallonage tax distrib- 
uteB equally among counties. 
of proceeds from gallonage tax on alco- 

holic beverages to cities in proportion to - - 
po ulation. 

% o f  proceeds from 21/26/0 retail sales tax ,- 
to counties, G in ppiportion to popula- 
tion and in proportion to assessed 
valuation. Each county redistributes 1/9 
of its share to cities in proportion to 
population. 

Share of proceeds equal to 50 cents per gal- 
lon of distilled spirits sold in city of 
Baltimore and counties returned to city 
of Baltimore and county of origin. 

30% of proceeds from alcoholic beverage 
excises to cities and townships in propor- 
tion torpulat ion.  

Proceeds om 4% tax on retail liquor sales 
to counties in proportion to gross sales in 
county. County retains 1/4 and distrib- 
utes remainder to municipalities in 
county in proportion to gross sales in 
municipality. 

471/2% of proceeds from tax on beer and 
50% of proceeds from tax on fortified 
wine to cities and counties in which sale 
of such beverages may be licensed, on 
basis of populat~on. 

l/g of 97% of proceeds of alcoholic beverage 
excise tax distributed to counties in pro- 
portion to area and population and redis- 
tributed to cities and towns in proportion 
to population. 

1. s/is (306 of each $1.30 tax) of proceeds 
from tax on malt beverages and 10% of 
proceeds from tax on wine distributed to 
cities and counties not prohibiting sale 
of liquor, in pro ortion to populat~on. 

2. 75% of procee& of alcoholic beverage 
sales taxes remaining after distribution to 
cities and counties for general pu sea 
and less administrative expenses T t h e  
State Liquor Control Comm~ssion, distrib- 
uted in proportion to population. 

50T0 of proceeds from manufacturers' ex- 
clse tax on alcoholic beverages in propor- 
tion to population. 

20% of proceeds of liquor excise taxes to 
counties and 15% to cities in proportion 
to population. 

7% of proceeds of beer and wine excise 
taxes to counties and $70 to cities in pro- 
portion to population. 

1/2 of proceeds distributed to cities and 
towns in pro ortion to population. 

1. %7 of procee& of beer excise taxes equally 
among wunties and %7 of proceeds to 
cities in proportion to population. 

%unties. . . 
Xies. .. .. 

Zities. .. .. 
%unties. . . 

City. . . . . . . 
Counties. . 

Cities. . . . . 
Townships 

Cities. . . . . 
Counties. . 

Cities. .. .. 
Counties. . 

Cities. . . . . 

Cities. .. .. 
Counties. . 

Counties. . 

Cities. . . . . 
Towns. . . . 
Cities. .. .. 
Counties. . 
Cities. .. .. 
Counties. . 
Cities. . . . . 
Cities. . . . . 
Counties. . 

General 

pD"O'P""' 

I 

Do. 

. Do. 

Do. 

I Law en- 
[ forcement 

and 
liquor 
control. 

General 
Pw""pO. 

Do. 

Public 
welfare. 

General t Pu-. 

Do. 

1 Do. 

Do. 

Do. 

See footnotes at end of table. 



TABLE 85.-State Collected, Locally Shared Alcoholic Beverage Revenues, 1962-Continued 

State 

Virginia. .......... 
Washington. ....... 

Wisconsin. ......... 

Total. ....... 

Alaska. ............ 
Arizona. ........... 
California. ......... 
Indiana. ........... 

Ohio. .............. 

Oregon. ............ 

...... Pennsylvania. 

...... South Dakota. 

. Total ........ 

Tax 
revenue 

(thousands: 
Distribution formula 

2. After deduction of 15% of proceeds from 
tax on products of Tennessee distilleries 
(distributed to county of origin) % pro- 
ceeds from tax of 254 per gallon of wine 
and 704 per gallon of distilled spirits, 
and 35% proceeds from additional tax of 
356 per gallon of wine and $1.00 per gal- 
lon of distilled spirits distributed to 
counties, s/, in proportion to population 
and % in proportion to area; except that 
in certain counties, 6070 of their shares 
from the additional taxes must be redis- 
tributed to certain of their cities. 
of proceeds from wine excise tax to cities 

and counties in proportion to population. 
35% of proceeds of alcoholic beverage sales 

tax distributed % to "wet" counties in 
proportion to rural population, and 4;b to 
"wet" cities in proportion to population. 

After deduction of cost of State admin- 
istration, 50% of proceeds of alcoholic 
beverage sales tax in proportion to popu- 
lation. 

2. LICENSE TAXES 

................... All to city of origin.. 
..... 1/, distributed to county of origin. ..... 90% to city and county of origin.. 

% of proceeds from retail licenses issued 
for businesses in cities to city of origin; 
and % of proceeds from retail licenses for 
businesses outside cities to county of ori- 
gin. 

Proceeds from liquor control permits to city 
of origin or to township of origin (where 
permits originate outside municipalities). 

1. 60% to city of origin or to county of ori- 
gin (where licensee is located outside in- 
corporated city). 

2. % of proceeds in proportion to popula- 
tion. (Liquor purchase permits.) 

Proceeds from specified license taxes dis- 
tributed to city, borough, or township of 
origin. 

1/2 of proceeds from taxes on nonintoxicat- 
ing beer and wine, less certain deduc- 
tions, in proportion to population. 

Recipient 
local 

govern- 
ments 

Citiesl. ... 
Counties.. , 

Cities. .... 
Counties. .. 
Cities. ..... 
Counties. .. 

Cities and 
towns. 

........... 

Amount 
distributed 
(thousands) 

Local use 
of funds 

Do. 

Do. 

Do. 

Cities. ..... 
. Counties.. 

Cities. ..... 
.. Counties. 

Cities2. .... 

Cities. ..... 
Townships. 

Cities. ..... 
Counties. .. 
Cities. .... .I 
Cities and 

boroughs. 
Townships. 
Counties. .. 

........... 

General 
purposes. 
Do. 1 Do. 

Do. 

welfare. 

268 
102 

165 

See footnotes at  end of table. 

] Do. 

Do. 



TABLE 85.-State Collected, Locally Shared Alcoholic Beverage Revenues, 1962--Concluded 

3. MONOPOLY PROFITS 

State 

Alabama. ........... 

Idaho.. ............, 

Monopoly 
rofits 3 

ct!ousandsl 

Iowa. .............. 

Oregon. ............ 

Utah. .............. 

Virginia. ........... 

Washington. ........ 

Distribution formula 

Total. . . . . . . . .  

s $3,908 

3,538 

8 13,241 

See above 

s 18,010 

a 4,794 

8 14,886 

8 24,013 

3 82,390 

local 
govern- 
ments 

n.a.-Data not available. 
1 Nashville and Memphis only. 
2 Includes an amount for counties. 
3 Net revenue of State liquor stores. 

Of the first $2 million, 10% is divided 
equally among the counties, 20% to 
cities in which stores are located in pro- 
portion to profits of such stores. The 
next $200 thousand to all cities and towns 

~~~~~t 
distributed 
(thousands) 

in roportion to population. Remainder 
as kllows: 10% to counties in proportion 

use 
of funds 

to populat io~;~ 16%% to all &cities and 
towns in proportion to population; and 
31/970 to cities in which stores are located, 
In proportion to population. 

7$4% to cities and villages on population 
basis. 50% to counties in proportion to 
population. In counties with junior col- 
lege districts, 1/2 of their share to such 
districts, and of remainder to cities 
on population basis. In all other coun- 
ties, 1/2 of their share to cities on popu- 
lation basis. 

1. Amount equal to 5% of gross sales in 
proportion to population. 

2. Military service tax credit reimburse- 
ment: Amount equal to 570 of gross sales 
to all taxing units in proportion to their 
losses a r i s in~  from military service tax - 
credits. 

After s~ecified deduction, 12%% to "wet" 
cities'and 5% to "wet'; cohiities in pro- 
portion to population. 

First $1 million of profits in excess of 
$2,250 thousand distributed in propor- 
tion to population. 

2/3 of profits, after certain deductions, to 
cities and counties in proportion to popu- 

- - 

lation. 
After deduction of up to $500 thousand for 

administration of liquor control, 10% to 
"wet" counties in proportion to popula- 
tion of unincorporated areas, and 40% 
to "wet" cities in proportion to popula- 
tion. 

law are scheduled to expire on July 1, 
1965. T h e  tax on distilled spirits is 
$10.50 per proof-gallon, compared with 
the pre-1951 rate of $9 per proof-gallon. 
T h e  present tax on beer is $9 a barrel, 
compared with the previous tax of $8. 
Light wines are taxed at 17 cents a gallon 
and fortified wines at 67 cents, compared 
with previous rates of 15 and 60 cents, 
respectively. The  rate of $2.25 a gallon 

Cities. .... 
Counties. . 

Cities.. ... 
Counties. . 
School 

districts. 

Cities.. . . .  
All taxing 

units. 

Cities. .... 
Counties. . 
Cities. .... 
Counties. . 
Cities. .... 
Counties. . 
Cities. . . . .  
Counties. . 

.......... 

General 
purposes. 

General 
purposes. 

Education 

General 
purposes. 

Do. 

Do. 

Do. 

Do. 

Do. 

Source: U.S. Bureau of the Census, State Payments to 
Local Governments, 1962 Census of Governments, Vol. VI, 
No. 2. 

on fortified wine containing over 21 per- 
cent, but not more than 24 percent, alco- 
hol is not of much practical significance, 
since little of the output falls in this cate- 
gory. On sparkling wines, the present 
rates are $2.40 and $3.40 a gallon, depend- 
ing on whether the wine is artificially or 
naturally carbonated. Liqueurs and cor- 
dials are taxed at the rate of $1.92 a gallon. 

T h e  Federal Government also levies an- 



nual occupational taxes on retail and 
wholesale dealers, brewers, and rectifiers. 
Retail dealers in beer pay an annual tax 
of $24; retailers of liquor pay $54 yearly. 
The comparable rates for wholesale dealers 
in beer and liquor are $123 and $255, 
respectively. Brewers pay occupational 
taxes of $1 10 annually for each brewery 
($55 if it produces less than 500 barrels a 
year), manufacturers of stills pay $55 
yearly, plus $22 per still or condenser for 
distilling, and rectifiers of distilled spirits 
or wine pay yearly occupational taxes of 
$220 ($110, if less than 20,000 proof gal- 
lons per year). 

State and Local Taxes 

The States and the District of Columbia 
impose excises on all types of alcoholic 
beverages. A license system for the dis- 
tribution of distilled spirits is in operation 
in 32 States, and all of these States levy a 
gallonage tax on distilled spirits except 
Hawaii, which imposes an ad valorem tax 
(table 86). Gallonage excises range from 
$1 per gallon (excluding warehouse 
charges) in Georgia to $4 per gallon in 
Alaska, with a median rate of $1.68." 
Hawaii's tax on distilled spirits is 16 per- 
cent of the wholesale price. A few of the 
other license States also impose ad valorem 
taxes in addition to the gallonage excises. 

Between the 1959 and 1963 State 
legislative sessions, tax-rate increases ap- 
plicable to distilled spirits have occurred 
in 18 of the 32 license States and the Dis- 
trict of Columbia. In nine States present 
excise tax rates on distilled spirits are no 
higher than they were ten years ago (table 
87). 

Seventeen States exercise monopoly 
rights over the distribution of distilled 

2 Effective March 1, 1964 the rate in Georgia has been 
increased to $9.75 per gallon and the warehouse charge 
has been eliminated. 

spirits, and one State (Mississippi) pro- 
hibits the sale of all alcoholic beverages 
except those of low alcoholic ~ o n t e n t . ~  Of 
the 17 monopoly States, 16 have State- 
operated stores. North Carolina has 
county- and municipally-operated stores 
supervised by the State. Eleven of the 
monopoly States (Alabama, Michigan, 
Montana, North Carolina, Ohio, Pennsyl- 
vania, Utah, Vermont, Virginia, Washing- 
ton, and Wyoming) levy also gallonage or 
ad valorem taxes, and in one of these (Ver- 
mont) the tax is as high as $5.10 per gallon. 

All 50 States and the District of Colum- 
bia impose gallonage excises on beer (table 
88). Most States tax both light and strong 
beer at the same rate. The rates range 
from 62 cents a barrel in Wyoming to 
over $13 a barrel in Alabama, Mississippi, 
and South Carolina. The rates are less 
than $2 a barrel in approximately one- 
third of the States, and less than $3 a 
barrel in one-half of the States. Hawaii 
taxes beer on an ad valorem basis at 16 
percent of the wholesale price. 

Gallonage taxes on light wines (con- 
taining not more than 14 percent alcohol) 
and fortified wines (containing 14-2 1 
percent alcohol) are in effect in all States 
that use the license system for distributing 
wines, except in Hawaii, where an ad 
valorem tax is imposed on all types of 
wine (table 89). The rates on light wines 
are less than 30 cents a gallon in 19 States, 
and on fortified wines are at least 50 cents 
a gallon in 19 States. A few of the license 
States (Arkansas, Kansas, Massachusetts, 
and South Dakota) impose ad valorem ex- 
cises in addition to gallonage excises on 
wines. Over one-half of the monopoly 
States also levy gallonage or ad valorem 
taxes. Washington's wine tax is applicable 
only to domestic wines. 

Alcoholic beverages are commonly sub- 

3 For a list of these States. see footnote to table 86. 



TABLE 86.-State Tax Rates on Distilled Spirits, January 1,1964 
(Per gallon) 

Arizona 
Delaware 
Georgia 6 
Kansas 8 

Kentucky 1.' 
Missouri 
Nevada 
South Dakota 14 

Arkansas 2 
Florida 8 
Minnesota 4 

North Dakota 7 
South Carolina 10 
Tennessee " 

California ' Connecticut Alaska 
Colorado 
Illinois 
Louisiana 
Maryland 
Nebraska 
New Jersey 
New Mexico 
New York 
Texas 
District of Columbia 

Indiana 6 
Massachusetts 9 
Oklahoma 
Rhode Island * 
Wisconsin 

1 This tabulation includes only the taxes imposed by 
the District of Columbia and the 32 States which use the 
license system for the distribution of distilled spirits. Of 
the remaining 18 States, 16 have State-operated stores 
(Alabama, Idaho, Iowa, Maine, Michigan, Montana, New 
Hampshire, Ohio, Oregon, Pennsylvania, Utah, Vermont, 
Virginia, Washington, West Virginia, and Wyoming); North 
Carolina has county- and municipally-operated stores su- 
pervised by the State; and Mississippi prohibits the sale 
of distilled spirits. The rates used in this table are those 
applicable to distilled spirits of standard alcoholic content. 

2 There is a 54 per gallon additional tax on the blend- 
ing, rectifying, or mixing and transportation of distilled 
spirits, and also a wholesaler's tax of 204 per case. Arkan- 
sas also levies a 3-percent tax on retail receipts from sales 
of liquor, cordials, liqueurs, specialties, and wines. 

Includes a tax of $1.53, and two additional taxes of 72d 
and 256. The tax on distilled spirits containing more than 
48 percent alcohol by weight is $5, consisting of a basic 
tax of $3.06, and 2 additional taxes of $1.44 and 504. 

4 Includes a 15-percent surtax effective through June 30, 
1965. 

Total ...... 8 

- -  --. 
5 Excludes a $2.25 per gal. warehouse charge. The tax 

on distilled spiFits manufactured in the State is 50d per 
gallon. Effective Mar. 1, 1964, the rate on distilled spirits 
has been increased from $1 to $3.75 per gal., that on dis- 
tilled spirits manufactured in the State has been increased 
from 50d to $1.875 per gal., and the warehouse charge has 
been eliminated. 

................. 10 .................. 6 .................. 6 .......... 1 I 

ject to general sales taxes as well as excises. 
The 32 States that use the license system 
for the distribution of distilled spirits and 
the 4 liquor monopoly States ( ~ 6 r t h  Caro- 
lina, Ohio, Oregon, and Washington) and 
Mississippi that use it for the distribu- 
tion of -some or all wines impose excises 
on these beverages. ~wenty three  of these 
same States overlap their. alcoholic bev- 
erage excise taxes with general sales taxes 
that include alcoholic beverages in their 
tax base. Another 6 of the license States 
(Colorado, Kansas, North Carolina, North 
Dakota, South Dakota, and Texas) also 

16 percent 
of wholesale 

price 

Hawaii 

6Includes an enforcement tax of 84 per gallon. 
7 Includes a temporar) additional tax of 804 per gallon 

scheduled to expire on July 1, 1967, and a wholesale liquor 
transactions tax of $1.10. 

8 In addition, an enforcement tax of 2% percent of gross 
receipts from retail sales is levied. 

9 Includes a temporary additional tax of 25d per gallon 
scheduled to expire on June 30, 1965. In addition, every 
~olporation, association or organization which is licensed 
by any city or town to sell alcoholic beverages, except cer- 
tain corporations and chartered veterans' organizations 
maintaining quarters for the exclusive use of members, is 
taxed on the gross receipts from the sale of alcoholic bev- 
erages at the rate of of 1 percent, plus a 23-percent 
surtax. 

"Also, wholesalers of alcoholic beverages are taxed at 
the rate of $4 per case. 

l1 The major revenue-producing tax on distilled spirits, 
however, is the tax on manufacturers, transporters, recti- 
fiers, and blenders at the rate of 10& per gallon. Also. 
there is a tax on wholesalers at the rate of 54 per case. 

12 In addition, a tax of 154 per case is imposed upon 
sales at wholesale. 

lS Distilled spirits imported into the State are taxed on 
the basis of reciprocity. The current rate, as fixed by the 
Liquor Control Commission, is $1.50 per gallon. 

l4 In addition, there is a 10-percent tax on the gross re- 
ceipts from sales of intoxicating liquors excluding beer. 

have general sales taxes but exempt some 
or all sales of distilled spirits and wine 
from the tax. In one of these (Kansas), how- 
ever, the exemption provision is offset by an 
enforcement tax of 21/2 percent on gross 
retail sales; and South Dakota imposes a 
10 percent tax on the gross receipts from 
the sale of intoxicating beverages. A few 
of the States that do not exclude sales of 
distilled spirits and wine from the base of 
their general sales tax do permit the re- 
tailer or the collecting agency to deduct 
Federal and State taxes on these beverages. 



TABLE 87.-Tax Rates on Distilled Spirits for States with Licensing Systems. as of January 1-1953 through 1964 
(Dollan per gallon) 

States: I 1953 

I 
Alaska ............... 
Arizona .............. 
Arkansas ............. 
California ............ 
Colorado ............. 
Connecticut .......... 
Delaware ............. ..... . Dist of Columbia 
Florida .............. 
Georgia .............. 
Hawaii ............... 
Illinois ............... 
Indiana .............. 
Kansas ............... 
Kentucky ............. 
Louisiana ............ 
Maryland ............ 
Massachusetts ......... 
Minnesota ............ 
Missouri ............. 
Nebraska ............. 
Nevada .............. 
New Jersey ........... 
New Mexico .......... 
New York ............ 
North Dakota ........ 
Oklahoma ............ 
Rhode Island ......... 
South Carolina ....... 
South Dakota ......... 
Tenne- ............ 
Texas ................ 
Wisconsin ............ 

Note: A blank space (. ..... ) indicates no rate change na.-Data not available . 
since previous rate shown . A dash (-) indicates no tax 1 12% of wholesale price . 
was in effect as of January 1 . 2 16% of wholesale price . 

See table 86 footnotes for special situations in particular 
States . 



TABLE 88.-State Tax Rates on Beer, January 1,1964 1 
(per barrel) 

Less than $1 

Maryland 
Missouri 
Wyoming 

Total ....... 3 

Alaska 
Maine 
Michi n 
Northsakota 
Vermont 

Total ....... 5 

California 
Colorado 
Illinois 
Montana 
Nebraska 
Nwada 
New J-Y 
New York 
Oregon 
Rhode Island 6 
Washington 
Wisconsin 
District of Columbia 

Arizona 
Connecticut 
Delaware 
Indiana 2 
Iowa 
Kentucky 
Massachusetts 4 

New Mexico 
0 hio 
Pennsylvania 

Florida Louisiana 
Georgia , North Carolina 
South Dakota Oklahoma 

1 Montana, Virginia, Washin ton, and West Virginia tax 
light beer only, and Ranns an$ Oklahoma tax strong bca 
only. The rates for Minnesota, North Dakota, South Da- 
kota, and Utah included in the table are those applicable 
to strong beer. 

2 Includes, in addition to excise taxes of 8d per gallon, 
an enforcement tax of 3k of 14 per gallon. 

8 The tax on sales of beer at  wholesale is 17 percent of 
the wholesale price. 

'In addition, every corporation, association or organiza- 
tion which is licensed by any city or town to sell alcoholic 

A similar situation exists with respect to 
the taxation of beer. 

Taxation of alcoholic beverages by local 
governments occurs in only a few States. 
Some Alabama local governments have 
explicit statutory authority to impose ex- 
cise taxes on brewed or malt beverages. 
New Orleans has specific authority to im- 
pose taxes of 40 cents a gallon on distilled 
spirits, 5 cents a gallon on light wines, 
and 10 cents a gallon on fortified wines, 
and an excise of $1.50 a barrel on beer 
having an alcoholic content of 6 percent or 
less. Louisiana parishes and municipali- 
ties also have authority to impose a similar 
$1.50 tax on beverages of not more than 
6 percent alcoholic content. Fourth class 

Kansas 
Minnesota 
New Hampshire 
Tennessee 8 

................... 4 

Alabama 
Mississippi 
South Carolina 

Arkansas 
Idaho 
Texas 
Utah 
Virginia 
West Virginia 

16 ercent of 
whoresale price 

Hawaii 

beverages, except certain corporations and certain veterans' 
organizations, are taxed on the gross recei ts from the sale 
of alcoholic beverages at  the rate of of fpcrcent, plus 23 
percent surtax. 

Malt beverages imported into the State are taxed on the 
basis of reciprocity. The current rate, as fixed by the 
Liquor Control Commission, is $1 per barrel. 

6The tax on malt liquors manufactured in the State is 

5 % s ~ ~ d i t i o n a 1  taxes scheduled to expire on July 
1, 1967. 

(seashore resort) cities in New Jersey im- 
pose a retail sales tax on alcoholic bever- 
ages. West Virginia cities may impose an 
excise tax, not to exceed the State tax, on 
intoxicating liquors sold in State stores. 
Garrett County in Maryland has specific 
statutory authority to levy a tax on beer. 

More common, however, is general sales 
taxation of alcoholic beverages by local 
governments. In all but 2 of the 12 States 
in which general sales taxes are collected 
by one or more local governments, alco- 
holic beverages are included in the base 
of these taxes. 

At least five States (Maryland, Minne- 
sota, North Carolina, South Dakota, and 
Wisconsin) permit municipalities and 



TABLE 89.-State Tax Rates on Wines, Januay 1,1964 
(per gallon) 

California 

California 

Total ........ 1 

Colorado 
Connecticut 
Illinois 
Kansas 8 
Louisiana 
Maryland 
Minnesota * 
Missouri 
Nebraska 
New jersey 
New York 
Ohio 
Oregon 
Rhode Island 14 

South Dakota 1s 
Texas 
Washington 16 
Wisconsin 
District of 

Columbia 

Connecticut 17 
Louisiana 
Mary land 
Missouri 
New eraey 
New 4 ork 
Rhode Island 14 

Texas 
Washington 1" 

LIGHT WINES 

Arizona 
Indiana 2 
Mississippi 6 
Nevada 
New Mexico 10 
Oklahoma 

Alaska 
Arkansas 8 
Kentucky 
Massachusetts 0 
North Carolina 
North Dakota 
Tennessee * 

500 to 800 

Delaware 
Florida 4 

Georgia 7 
South Carolina 

804 and over 

FORTIFIED WINES 

Arizona 
Colorado 
Indiana 
New Mexico 10 
Ohio 
Wisconsin 
District of 

Columbia 

1 For purposes of this table, wines containing 14 percent 
or less alcohol are classified as light wines and those con- 
taining 14-21 percent alcohol are classified as fortified 
wines. Some States specify wines exceeding 21 percent 
alcohol content and tax such wines at different rates. This 
tabulation does not include the taxes of those States where 
wines are sold through a State or county store system under 
State supervision. These States are: Alabama, Idaho, Iowa, 
Maine, Michigan, Montana, New Hampshire, Oregon (for- 
tified wines only), Pennsylvania, Utah, Vermont, Virginia, 
Washington (nondomestic wines only), West Virginia, and 
Wyoming. 

'JIncludes an enforcement tax of 2& per gallon. 
3 In addition, there is a 5& per case additional tax. Ar- 

kansas also levies a 3-percent tax on retail receipts from 
sales of liquors, cordials, liqueurs, specialties, and wines. 
Wines produced and consumed in the home from grapes 
grown in Arkansas are exempt from tax. 

16 percent 
of whole- 
sale price 

Hawaii 

509 to 804 806 and over 
16 percent 
of whole- 
sale price 

Alaska 
Arkansas 8 
Illinois 6 
Kansas 8 
Kentucky 
Massachusetts 9 
Minnesota 12 
Nebraska 
Nevada 
North Carolina 18 
North Dakota 
Oklahoma 
South Dakota 16 
Tennessee * 

Delaware 
Florida 4 

Georgia 7 
South Carolina 

Hawaii 

I I 

4 Light and fortified wines manufactured in Florida from 
local products are taxed at 236 and 35& per gallon, re- 
spectively. 

5 Light and fortified wines produced from grapes grown 
in Illinois are taxed at 8& and 234 per gallon, respectively. 

6The 42.68& tax is applicable only to wines containing 
4 percent or less alcohol. Mississippi prohibits the sale 
of alcoholic beverages having an alcoholic content of more 
than 4 percent. 

7 Domestic light and fortified wines are taxed at 20& and 
SO& per gallon, respectively. 

8 In addition, an enforcement tax of 2194 percent of gross 
receipts from retail sales is levied. 

9 Includes a temporary additional tax of 45& per gallon 
scheduled to expire on June 30, 1965. The tax rate on 
wines containing 3-6 percent alcohol is SO& per gallon. 
Massachusetts also imposes a tax on the gross receipts of 
every corporation, association or organization which is 



(Footnotes to table 89, contrnued) 
licensed by any city or town to sell alcoholic beverages, 
except certain corporations and certain chartered veterans' 
organizations, at the rate of I/p of 1 percent, plus 23-percent 
surtax. 

10 An 8& per gallon tax is levied on the growers of grapes 
who sell wine. 
u Includes a temporary additional tax of 206 a gallon 

scheduled to expire July 1. 1967, and a wholesaE transac- 
tions tax of 209 per gallon. 

U I n d u d a  a 15-percent surtax effective through June 30, 
1965. 

In addition, a tax of 156 per case is imposed upon sales 
at wholesale. 

counties to operate liquor stores. At pres- 
ent (early 1964) 9 counties in Maryland, 
394 municipalities in Minnesota, 36 coun- 
ties and 27 municipalities in North Caro- 
lina, and 164 municipalities in South 
Dakota operate liquor dispensaries for rev- 
enue purposes. No Wisconsin municipali- 
ties currently operate liquor stores. 

License fees are levied by State or local 
governments and not infrequently by 
both. They are required at various levels 
of distribution, including from distillers, 
brewers, manufacturers of wine, importers, 
wholesalers, retailers, restaurants, taverns, 
and dining cars. Their rates vary con- 
siderably. The State fees required of 
wholesalers of distilled spirits, for ex- 
ample, range from $150 in Illinois to 
$10,000 in South Carolina. These licenses 
have regulatory purposes but in some jur- 
isdictions are not unimportant revenue 
producers. 

Intergovernmental Relations 

At the time of repeal of the 18th amend- 
ment, a number of proposals were made 
that the manufacture of alcoholic bever- 
ages be taxed exclusively by the Federal 

Government and the revenues shared with 
the States. Such proposals were included, 
for example, in the Fosdick-Scott study: 
the report of the Interstate Commission 
on Conflicting T a x a t i ~ n , ~  and the Graves- 
Edmonds plan. These plans were not 
adopted, however, and Federal and State 
governments have developed their alcohol 

" Wines imported into the State are taxed on the basis 
of reciprocity. The current rate, as b e d  by the Liquor 
Control Commission, is 20@ per gallon. 

15 In addition, there is a 10-percent tax on the gross re- 
ceipts from sales of intoxicating liquors, except beer in 
excess of 3.2 percent. 
16 The tax of lo@ per gallon is applicable only to domes- 

tic wines. 
l7 Sparkling wine is taxed at 506 per gallon. 
18 Sweet wines, alcoholic content of 14 to 20 percent, may 

be sold by drug and grocery stores, hotels, and restaurants 
located in counties authorizing alcoholic beverage control 
stores. 

tax and control systems independently. 
Consequently, as indicated above, there is 
a wide diversity in State and local tax 
rates, types of retail and wholesale outlets 
permitted, and types of alcoholic bever- 
ages permitted to be sold. In addition, 
there are scattered areas where the sale of 
alcoholic liquors is prohibited. Different 
fiscal needs and social attitudes have thus 
become imbedded in the individual State 
and local systems. 

Any system of coordination that might 
now be proposed must take due account 
not only of the varying revenue stakes of 
the governmental units in this field but of 
the vested interests of specific functional 
groups for which such revenues are ear- 
marked. Little is now heard about reduc- 
ing tax overlapping. Recent discussions 
appear to take it for granted that the Fed- 
eral Government and the States will con- 
tinue their separate paths in the taxation 
of alcoholic beverages. Taxation of 
liquor is closely tied to regulation of 
liquor consumption, which, under the 21st 
amendment and Federal legislation, has 
been left entirely to State determination. 

Because of the wide interstate variation 
in taxation of liquor which inevitably re- 
sults from State sovereignty in liquor con- 
sumption policy, the possibilities in inter- 
governmental relations, at least for the 
present, appear to be limited to adminis- 
trative cooperation. 

4 R. B. Fosdick and A. L. Scott, Toward Liquor Control, 
New York, 1933, p. 122. 

5 Conflicting Taxation, the 1935 progress report of the 
Interstate Commission on Conflicting Taxation, p. 6. 



Chapter 14 
AMUSEMENT TAXES 

The  extent of Federal-State overlapping 
with respect to the general admissions tax 
has been significantly reduced by Federal 
action in recent years. Since 1959 the first 
$1 of admissions charge has been tax 
exempt. Overlapping is now of most 
significance with respect to admissions to 
horse racing, boxing, wrestling, and ath- 
letic exhibitions and with respect to the 
taxes on special types of amusements: 
Coin-operated amusement devices, billiard 
and pool tables or rooms, and bowling 
alleys. Only a few State and local govern- 
ments specifically impose taxes on cabaret 
charges, club dues, and initiation fees of 
the type levied by the Federal Govern- 
ment. 

The  Federal tax on wagering, which was 
adopted in 195 1, specifically exempts pari- 
mutuel wagering licensed under State law 
and thus reserves this important source of 
revenue for the States. In the fiscal year 
1963, as many as 26 States obtained 
revenue from pari-mutuel betting at race 
tracks, and the $319 million collected 
represented over 90 percent of State 
amusement tax revenue (exclusive of that 
derived from admissions taxed under gen- 
eral sales taxes). 

Federal Taxes  

The  Federal tax on admissions was 
adopted in 1917. I t  is applicable to all 
types of admissions, including admissions 
to motion picture theaters, legitimate 
theaters and opera houses, and sporting 

202 

events. Admissions to symphony concerts, 
operas, and activities for the benefit of 
specified educational, religious, and chari- 
table institutions operated on a nonprofit 
basis are exempt. 

The  rate on all admissions except for 
horse and dog racing is 1 cent for each 
10 cents, or fraction thereof of admission 
charges in excess of $1. Admissions to 
horse and dog racing are taxed at a rate 
equivalent to 20 percent of the full ad- 
mission charge. T h e  basic rate of 1 cent 
for each 10 cents, or fraction thereof, of 
admission charges has been in effect since 
191 7, except for the period from 1944 to 
1954, when the rate was I cent for each 
5 cents or major fraction. The  amount of 
the admission charge exempt from tax, 
however, was changed on a number of 
occasions, and since January 1, 1959, the 
tax has applied only to admission charges 
in excess of $1. 

Cabarets were included in the admis- 
sions subject to tax under the tax legisla- 
tion enacted in 1917. T h e  rate was origi- 
nally the same as that applicable to other 
admissions (1 cent for each 10 cents or 
fraction), but was increased in 1918 to 
11/2 cents for each 10 cents or fract'ion, and 
in 1940 to 2 cents for each 10 cents or 
fraction while the rate on other admissions 
remained unchanged. The  relationship 
of the tax on cabaret charges to the ad- 
missions tax was significantly altered by 
the Revenue Act of 1941. This act im- 
posed a flat tax of 5 percent on the entire 



cabaret bill (for admission, food, beverages, 
and service), including any separately 
stated cover charge. This rate was raised 
to 30 percent on April 1, 1944, but was 
lowered to 20 percent on July 1, 1944. 
The 20-percent rate remained in effect 
until May 1, 1960, when it was reduced 
to 10 percent. 

The Federal tax on coin-operated 
amusement and gaming devices was im- 
posed by the Revenue Act of 1941. The 
present rates are $10 and $250, respec- 
tively, per device per year. A tax on pool 
tables and bowling alleys was adopted by 
the Federal Government under the 
Revenue Act of 1914, was repealed in 
1926, and reenacted in 1941. The present 
rate is $20 per table or alley per year. 

In addition to the foregoing amusement 
taxes, the Federal Government imposes 
wagering taxes of $50 a year on the occu- 
pation of accepting wagers and 10 percent 
of amounts wagered, as well as a 20-per- 
cent tax on club dues and initiation fees. 

State Taxes 

The first State tax on admissions was 
imposed in 1921 by Connecticut in the 
form of a tax supplement equal to one-half 
of the Federal tax. Because of the in- 
creases in the price exemptions under the 
Federal tax during the 1920's, State 
revenues from this source virtually dis- 
appeared, and the tax was repealed as of 
July 1, 1929. However, a license tax 
based on seating capacity, enacted in 1927, 
was continued and is still in effect. South 
Carolina and Mississippi introduced ad- 
missions taxes in 1923 and 1930, respec- 
tively. 

At present, admissions in general (either 
the admission charge or the admission re- 
ceipts of amusement operators) are taxed 
by 31 States (table 90). Among these, only 
Maryland, Mississippi, North Carolina, 

South Carolina, Tennessee, and Texas tax 
admissions in general under a special ad- 
missions or amusement tax. Eighteen 
other States tax these admissions under 
their general sales taxes, and Alaska, Con- 
necticut, Michigan, and Rhode Island tax 
them under their gross business receipts 
taxes ("adjusted business receipts" in 
Michigan). The three remaining States, 
Louisiana, Washington, and West Vir- 
ginia, tax admissions both under a special 
or general gross business receipts tax and 
under their general sales tax. 

Approximately half of the States impose 
a rate of 2 or 3 percent. In only three 
States is the rate as high as 10 percent, and 
these States have special provisions which 
ameliorate the degree of overlapping. 
Mississippi has a preferential rate for 
motion picture admissions; South Carolina 
exempts motion-picture theaters (which 
pay an annual license tax based on seating 
capacity in indoor theaters and number 
of speakers in drive-in theaters); and 
Texas exempts admissions of $1.05 or less 
to motion pictures, operas, plays, etc., and 
51 cents or less to other amusements except 
racing and similar exhibitions. Tennes- 
see's admissions tax is limited to theaters, 
motion pictures, and vaudeville shows. 
North Carolina exempts motion-picture 
theaters but imposes an annual license tax 
on such theaters based on seating capacity 
and town population. 

mrty-seven States and the District of 
Columbia levy special taxes on admissions 
to either boxing or wrestling exhibitions, 
or both, and 10 States impose special 
taxes on admissions to some or all forms 
of horse and dog racing (table 90). In 
many States these admissions are subject 
to the general admissions tax in addition 
to the special tax imposed upon them. 
Although the most common rate imposed 
under the special boxing and wrestling 



TABLE 90 .4 ta t e  Tax Rates on Admissions, January 1,1964 

State 

............... Alabama*. .................. Alaska. ................ Arizona*. ................ Arkansas 

California. ............... 
................ Colorado. ............. Connecticut. 
............... Delaware. 

................ Florida*. 

Georgia*. ............... 
Hawaii*. ................ 
Idaho ................... 
Illinois. ................. 

............... Indiana*. 

.................. Iowa*. ................. Kansas* 

.............. Kentucky*. 

............. Louisiana*. 

Maine. .................. 
Maryland. ............... 
Massachusetts. ........... 
Michigan. ............... 
Minnesota. .............. 
Mississippi. .............. 

.............. Missouri*. 
............... Montana. 
............... Nebraska. 

Nevada. ................. 
New Hampshire. ......... 
New Jersey.. ............ 
New Mexico*. . . . . . . . . . . .  

............. New York.. 

North Carolina. .......... 
.......... North Dakota*. ............. Oklahoma*. 

. . . . . . . . . . .  Pennsylvania. 

Rh'ode Island. ........... 
South Carolina.. . . . . . . . . .  
South Dakota*. .......... 
Tennessee. .............. 
Texas ................... 
Utah*. ................. 
Vermont. ............... 
Virginia. ................ 
Washington*. ........... 

West Virginia*. .......... 
Wisconsin*. . . . . . . . .  .. . .  
Wyoming. .............. 
District of Columbia. ..... 

Rate on admissions 1 

4 percent ................. ............ of 1 percent 
3 percent .................. 
3 percent .................. 

............................ 
1% of 1 percent Y .  ......... 

3 percent (except horse and 
dog racing). 

3 percent .................. 
3l/p percent ................ ............................ ............................ 
2 percent (except athletic 

events). 
2 percent .................. 
21/p ercent (except boxing 

an61 wrestling). 
3 percent (except racing 

under Commission). 
2 percent .................. 
Xo of 1 percent ........... ............................ 
1/9 of 1 percent ........... ........................... 
7% mills ................. ............................ 
10 percent (3 percent on mo- 

tion picture admissions.) 10 
3 percent ................. 
............................ 

........................... ........................... ........................... 
3 percent ................. 

............... 3 percent lS 

2% percent ............... 
2 percent ................. 

M of 1 percent l4 .......... 
10 percent le .............. 
2 percent ................. ............... 1 percent l7 
10 percent la .............. 
3 percent ................. 
........................... ........................... 
4 percent 19 ............... 
1 percent (except boxing, 

wrestling, horsera~ing) .~ 
3 percent 21 ............... ..... 65/100 of 1 percent." 

............... 3 percent 25 

2 percent ................. ........................... 

Special taxes on admissions to- 

Boxing and wrestling 

174h percent .............. .......................... 
2 percent ................. .......................... 

5 percent or $25 annually 
whichever is greater. 
5 percent ................. 
5 percent ................. 
5 percent4 ............... 

.......................... .......................... 
5 percent ................. 
10 percent ................ 
10 percent ................ 
.......................... 
5-10 percent ............. 
5 percent ................. 
5 percent ................. 
3 percent (boxing only) .... 
10 percent ................ .... 5 percent (boxing only) 
10 percent ............... .... 5 percent (boxing only) 
5 percent ................. 
5 percent ................. .... 5 percent (boxing only) 
10 percent ................ 
3 percent ................. 
5 percent ................. 
10 percent " .............. 
.......................... 

5 percent ................. 
.......................... 

5 percent ................. ........................... 
5 percent ................. 
5 percent l5 ............... ........................... 
10 percent ................ 
2 percent ................. 
3 percent ................. 
........................... .... 5 percent (boxing only) 
5 percent ................. 
5 percent ................. 

................. 5 percent 

.... 5 percent (boxing only) ... 5 percent (boxing only) , 

10 percent (boxing only) . . 

Horse and dog racing 

........................... ........................... ........................... 
106 per admission or 10 per- 

cent of admissions, which- 
ever is greater. 

............................ 
204 per admission to horse- 

racmg; 106 per admission 
to harness racing. 

104 per admission or 15 per- 
cent of admissions, which- 
ever is greater. 

........................... ........................... ........................... 
206 per admission to horse- 

racing. 

15# per admission. 

104 per adddon.  

............................ 
15d per admission to horse- 

racing9 

............................ ............................ 
10 percent of admission to 

horseracing. 
15 percent of admission to 

to horseracing. 
............................ ............................ 
............................ 
5 percent pf admission to har- 

ness racing. 

See footnotes on next page. 
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(Footnotes to table 90) 

1The  rates shown are those imposed under: (1) special 
admissions or amusement taxes; (2) general sales taxes 
which apply to admissions or amusement operators; (3) 
gross receipts taxes applicable to (a) all businesses includin 
amusement operators and (b) specified unincorporat edi 
businesses including amusement. States which tax admis- 
sions under the general sales tax are marked with an aster- 
isk (*). The  other taxes under which admissions or 
amusement operators are taxed are identified in footnotes. 

¶ T h e  business license tax on the gross receipts of busi- 
nesses including amusement businesses. The rate is $25 plus 
1/9 of 1 percent of the gross receipts in excess of $20,000 but 
not more than $100,000, and 1/, of 1 percent of the gross 
receipts in excess of $100,000. 

3 The unincorporated business tax on the gross income 
of unincorporated businesses, including amusement busi- 
nesses. The rate is $1.30 per $1,000 or h'action of gross 
income u to, and inclusive of, $60,000, and $2.60 per 
f1.000 or Raction of gross income in excess of $60,000. 

4 The rate is 10 percent for championship matches. 
5 The State Athletic Commission is authorized to fix a 

rate of not less than 5 percent but not more than 10 per- 
cent. 

6The special gross receipts tax on operators of theatres, 
music and opera houses, moving picture shows, skating 
rinks, and similar places of amusement is a flat fee license 
tax whose amount varies with the volume of business, 
roughly equivalent to 1/10 of 1 percent. 

7Thc special tax on the gross receipts of amusement 
businesses. The tax on passes or reduced charges is: not 
over 50$, 5$: 51$-$1,10$; over $1,158. 

8 The buaineaa activities tax on the adjusted recdpta of 
businesses, including amusement businesses (with an al- 
lowable tax credit). The  first $12,500 of such receipts are 
tax exempt. 

# T h e  rate is 5 percent for national or international 
championship matches. 
10 The special admissions tax. 

taxes is 5 percent, the rates range from 2 
percent in Tennessee to 17% percent in 
Alabama. The  rates of the special taxes 
on racing are either 10, 15, or 20 cents per 
admission, or 5, 10, or 15 percent of the 
admission receipts. 

Pari-mutuel betting on thoroughbred, 
harness, and dog racing is now subject to 
tax in 29 States (table 91). Twenty-six of 
these States received revenue from taxes 
on pari-mutuel betting at race tracks in 
the fiscal year 1963. Another State 
(Nevada) has no tracks in operation but 
does earn revenue from similar taxes on 
off-the-track betting. The other two States 
(Idaho and Montana) reported no State 
pari-mutuel tax revenue in 1963. Pari- 
mutuel taxes are commonly expressed as 
a percentage of the daily total wagers at the 
race track. A few States, however, apply a - -  , 
graduated tax according to the volume of 

11 Applicable only to races held in counties having a 
population of 200,000 or over. 

The State Athletic Commission is authorized to reduce 
the rate to 5 percent when a championship title is at  stake. 
13 The special tax on the gross receipts of amusement 

businesses. The rate is that applicable to retail sales under 
the general sales tax. Motion picture theaters and vaude- 
ville shows are exempt; however, they are subject to a 
license tax which is not based on gross receipts. 

14 The unincorporated business tax on the gross receipts 
of specified unincorporated businesses, including amuse- 
ment businesses. The rate is $2 on each $1,000 of gross 
receipts ($5,000 of gross receipts are exempt). 

15 The rate for amateur exhibitions is 2 percent on the 
first $1,000 and 5 percent on the balance of gross receiptb 
16 The special admissions tax. Motion-picture theaters 

are exempt; however, they are subject to a hcense tax which 
is not based on gross receipts. 

17 The special tax on the gross receipts of operators of 
theaters, motion pictures, and vaudeville shows. 
18 The special admissions tax. Admissions of $1.05 or l a  

to motion pictures, operas, plays, etc. are exempt, as well 
as admissions of 516 or less to other amusements (except 
racing and like exhibitions). 

19 Includes, but is not limited to, golf, pool, billiards, 
skating, ski lifts and tows, but excludes bowling and ad- 
missions charges subject to county or city admissions taxes. 
Those activities not subject to the retail sales tax remain 
taxable under the State business and occupation tax at  1 
percent. 

20 The business and occupation tax on the gross income 
(in excess of $600 per bimonthly period) of businesses, in- 
cluding amusement businesses. 
a The 3-percent rate includes a 1-percent additional tax 

effective through June 30.1965. 
The business and occupation tax on the gross receipts 

of businesses, including amusement businesses (a tax credit 
of $50 per year is allowed). 

=Admissions of 756 or less to motion-picture theater8 
are exempt. 

betting. Flat-rate pari-mutuel taxes on 
thoroughbred racing vary from 3 to 8 per- 
cent. The range for States with graduated 
rates is wider, varying from a low of one- . .- 

fourth of 1 percent for the first $10,000 in 
Montana to* a high of 11 percent of daily 
wagering at New York tracks. In addition 
to these taxes on pari-mutuel wagering, 
States also impose license fees on the op- 
eration of pari-mutuels. 

New Hampshire gained national atten- 
tion in 1963 when it enacted authority for 
a State-operated race track lottery. The 
lottery is to be based upon two sweepstakes 
races annually, for which tickets will be 
sold at $3 each. It is estimated that the 
State will net $4 million a year, to be ear- 
marked for aid to local schools. Several 
other States, including Colorado and 
Rhode Island, considered but did not 
enact similar measures. 

Twenty-three States and the District of 



TABLE 91.-State Pari-Mutuel Tax Rates, January 1,1964 . 

State 

Arizona. .................. 

Arkansas. ................. 
California. ................ 

Colorado. ................. ................. Delaware. 

Florida. .................. 
Idaho. .................... 
Illinois.. .................< 
Kentucky. ................ 

Louisiana. ................ 

................... Maine. 

................ Maryland. 

Massachusetts ?. ........... 

............... Michigan.. 

Tax rate 1 

Thoroughbred and harness racing: 
4% of first $100,000 
670 of the excess. 

Dog racing: 6% ................... 
Thoroughbred and dog racing: 5% . . 
Thoroughbred racing (based on ....... amount wagered annually) 

5% of first $10 million 
6% of next $10 million 
7% of next $55 million 
7.5% of next $50 million 
8% of all in excess of $125 million 

Thoroughbred racing: 5% ......... 
Thoroughbred and harness racing: 

4.5%- 
Thoroughbred racing: 8% ........ 
Dog racing: 7% .................. 
Thoroughbred racing: 5% ........ 
Thoroughbred racing: 6% ........ 
Harness racing: 5.5% .............. 
Thoroughbred and harness racing: 

4% of the first $18 million (annu- 
ally) 

6% of the excess. 
Thoroughbred racing: 

5% of the first $201,0008 
6% of the next $200,000 
7% of all amounts wagered for 

pari mutuels over $401,000.8 
Thoroughbred and harness racing: 

6%. 
Thoroughbred racing: 5.5% ........ 
Harnesfiacin 

3.5% of t f e  first $125,000. 
7% of the excess. 

County fair and agricultural exhibi- 
tion racing: 

1% of the first $1,500,000 
(annually). 

6% of the excess. 
Thoroughbred racing: 7% ........ 
Harness racing: 

5.5% of the first $400,000. 
6.75% of the next $50,000. 
7.25% of the next $50,000. 
7.75% of the next $50,000. 
8.25% of the next $50,000. 
8.75% of the next $50,000. 
9.25% of the excess over $650,000. 

Dog racing: 
5.5% of the &st $75,000. 
7% of the next $35.000. 
8% of the next $30,000. 
9% of the next $110,000. 
10.250Jo of the next $125,000. 
10.75% of the excess o v a  

$375,000. 
Racing at State or county fairs: ... 

5.5% of the excess over $65,000. 
Thoroughbred racing: 8% 8 ....... 
Harness racing: 5% ............... 

Breakage 2 

In excess of 
multiples of: 

(cents) 
State share of breakage 

Hone 
6 6 to State, % to city with 

track) 
4 of first $24 million; all 

thereafter 

None ~ 
411 
411 

F 
None 
None 

None 

None 

81 
1/2 

I/n 
'/n 

l/n 

vi 
?4 
1/2 

See footnotes at  end of table. 

206 



TABLE 91 .-State Pari-Mutuel T a x  Rates, January 1 ,  1964-Continued 

State 

Montana ............. 

Nebraska. ................ 
Nevada. ................. .......... New Hampshire. 

............. New Jersey.. 

New Mexico.. ......... 

.............. New York.. 

Ohio. ................... 

Breakage a 

Tax rate 

rhoroughbred racing Fairs only): . 
025% of the 6 n t  &lO,00O. 
0.50% of the next $5,000. 

0.75% of the next $5,000. 
1% of the next $5.000. 
2% of the next $10,000. 
3% of any excess over $35,000. 

rhoroughbred and harness racing: 
3% of the excess over $1,000,000.O ....... rhoroughbred racing:1° 3% 

rhoroughbred and harness racing: 
7 % ........................... ............ rhoroughbred racing: 
7.5% for the first $40,000,000 

(annually). 
8.5% for the excess. .................. Harness racing: 
6% for the first $40,000,000 

(annually). 
7% for the excess. ............ rhoroughbred racing: 
1% of the first $250,000. 
2% of the next $100,000. 
3% of the next $50,000. 
5% of all in excess of $400,000. 

Thoroughbred racing: ................. Zone I: 11% ..................... Zone 11: 
5% of the first $175,000. 
7% of the next $125,000. 
8% of the next $100,000. 
9% of the next $100,000. 
10% of the next $100,000. 
11 % of all in excess of 
tsoo,000. .................. Harness racing: 

5% of the first $175,000. 
7% of the next $125,000. 
8% of the next $100,000. 
9% of the next $100,000. 
10% of the next $100,000. 
11 o/, of all in excess of $600.000. ...... . ~hoi6;ghbred r a ~ i n g : ~  .I.. 
4.25% of the first 510,000. 
5.25% of the next $40,000. 
6.25% of the next $50,000. 
7.25% of the next $800,000. 
8.25% of all in excess of $400,000 ................ Harness racing:ll 
3% of the first $10,000. 
4% of the next $40,000. 
5% of the next $50,000. 
6% of the next $800,000. 
7% of all in excess of $400,000. 

In excess of 
multiples of: 

(cents) 
State share of breakage 

ione 

Qone 

Qone 
4 
U1 

ill 

See footnotes at end of table. 



TABLE 91 .-State Pari-Mutuel Tax Rates, January 1,1964-Concluded 

State 

Oregon. ................... 

Pennsylvania. .............. 
Rhode Island. .............. 
South Dakota.. ............. 
Vermont. .................. 
Washington. ............... 
West Virginia.. ............ 

Tax rate 1 In excess of 
multiples of: 

(cents)) 

Thoroughbred, harness, and 
dog racing: .................... 

Nonprofit organizations, State and 
County Fairs 

Option I (when flat fees are prepaid): 
3% of the first $66,000. 
4% of the next $67,000. 
5% of the next $67,000. 
6% of all in excess of $200,000. 

Option I1 (when flat fees are not pre- 
paid with application): 

5% of the first $133,000. 
6% of the next $67,000. 
7% of all in excess of $200,000. 

Harness racing: 5% * ............. 
Thoroughbred and harness racing: . 8% 14" ....................... :: .... Thoroughbred and dog racing:* 
Thoroughbred and harness racing: - - 

8%. ............................ 
Thoroughbred racing: 5%. ......... 
Thoroughbred racing: 5.75% l6 ..... 

n.a.-Data not available. 
Stated as a percentage of amount wagered, i.e., of daily 

pari-mutuels (unless otherwise stated). 
a Winning ticket holders at parimutuels are commonly 

paid, per dollar of wager, in multiples of 10 cents (some- 
times 54). The excess of the calculated amount over the 
track a -out ratio is termed "breakage." For example, 
aber LJuction of pari-mutuel taxes and the track's mm- 
mission, a winning $2 ticket may have a calculated value 
of $4.18. Per dollar of wager, this amounts to $2.09, and 
the breakage (for multiples of 104) would be 9 cents, but 
18 cents for the $2 ticket. The breakage is generally shared 
between the State and the track. 

8 However, tracks having an average daily pool of less 
than $400,000 pay fixed fees. 

*But only 1% when the race meet is operated by fair 
boards. 

6 But only 4% when the daily pari mutuels do not ex- 
ceed $300,000. 

parishes having less than 350,000 population, the 
rates are: 5% of the portion exceeding $30,000 on daily 
pools up tq $200,000; 6% of the next $100,000; and 7% of 
daily pools rn excess of $300,000. 

Rates include an additional 2% tax, effective through 
1964. 

Columbia impose special license, privilege, 

amusemekt devices, and 25 States and the 
District of Columbia impose such taxes on 
either billiard and pool operators or bowl- 
ing alley operators-or boih (table 92). In 
some cases prize-rendering devices or ma- 
chines are taxed as well as non-prize-ren- 
dering devices. In a number of States 
general sales or gross receipts taxes apply 

Breakage * 

State share of breakage 

None 

,4h la 

4h" 
None 

I/n 
None 
None 

But 670 only outside the Detroit city area. 
The gross sum wagered on the whole race meet. 

10 Applicable to off-track betting. 
11Additional taxes: 1/2 of 1% for the State fair fund; 

1/10 of 1% where total wagering is less than $5 million, 
and 15/100 of 170 where wagering is $5 million or more. 

12 The track retains the first $2,000 of breakage. 
13 An additional 2% tax is imposed on tracks locaied 

within the Philadelphia school district, for school district 
purposes. 

14 Alternative taxes, expressed in terms of the percentage 
of total wagers and as flat fees per day, are imposed on 
harness racing tracks using the auction mutuel system. 
These taxes vary from 1 to 2% of total wagers and from 
$20 to $200 per day, depending on the class of race. 

1" The State retains x5 of all monies withheld by the 
track as its commission on horse racing, of the m t  
$1 million of track commission on dog racing, and 9& of 
all dog track commissions in excess of $1 million (exclud- 
ing breakage). 

16Except that tracks which averaged no more than 
$150,000 daily pari mutuels in the previous calendar year 
pay a flat fee of $4,000 on the first $150,000 for the current 
year. 

to coin-operated devices, billiard and pool 
tables, and bowling alleys. 

Only a few States specifically tax cabaret 
charges and club dues and initiation fees. 
In some cases, however, the general sales 
taxes are applicable to these charges or 
payments. 

Local Taxes 

Admissions taxes are imposed by local 



TABU 92.-State Taxes on Coin-Operated Amusement Devices or Machines, Billiard 
and Pool Tables, and Bowling Alleys, January 1, 1964 1 

(rate per year) 

State 

Alabama. ............ 

.............. Alaska. 

............. Arizona. 

............ Arkansas. 

Delaware. . . . . . . . . . . .  

Florida. ............. 

Hawaii. . . . . . . . . . . . . .  
Illinois. ............. 
Kentucky ............ 
Louisiana. . . . . . . . . . . .  

Coin-operated amusement devices 
or machines 

Pinball machines and games of skill: Penny 
machines, $10 per machine; nickel machines, 
$50 per machine; machines operated by more 
than 54, $100 per machine. Radios and mu- 
sic machines: Penny machines, $1 per ma- 
chine; machines operated by 54 or more, $8 
per machine. 

Devices which do not involve an element of 
chance (except coin-operated radios), $48 per 
devices; pinball machines or other devices 
which, by chance or skill, award free plays, 
$120 per machine or device; prize-rendering 
slot machines and other devices involving an 
element of chance, $240 per machine or de- 
vice. 

Radio rifles, miniature football, pinball, and 
other miniature amusement games, $5 per 
machine; music vending phonographs, $5 per 
machine. Other amusement devices: devices 
operated by less than 56, $1 per device; de- 
vices operated by 5Q or more, $2.50 per de- 
vice; machines with over 3 slots, $5 for each 
slot over 3; privilege of owning, operating, or 
leasing coin-operated machines, $250. 

.4musement machine owners: $30 plus; each 
penny machine, $15; each machine operated 
by 54 or more, $25. Music machine owners: 
nickel machines, $30 per machine; dime 
machines, $50 per machine. 

Amusement machines: penny machines, 50d 
per machine; all other machines, $5 per ma- 
chine ($2 in establishments selling tangible 
personal property); radio receiving sets in 
guest rooms for travelers, $7 per operator 
plus 204 per set. 

Kon-prize-rendering pinball machines, $10 per 
coin slot. 

Amusement and music machines, $10 per ma- 
chine. 

Prize-rendering slot machines and similar de- 
vices involving an element of chance, $100 
per machine or device. Pinball and other 
mechanical amusement devices: penny ma- 
chines or devices, $5 per machine or device; 
all other machines or devices, $50 per ma- 
chine or device. Grab machines and other 
similar devices: penny machines or devices, 
$2.50 per machine or device; all other ma- 
chines or devices, $25 per machine or device. 
"Cigarette booster" machines: penny ma- 
chines, $10 per machine; all other machines, 
$20 per machine. Merry-go-rounds and 
similar amusements run by machinery: 
penny machines, $5 per machine ($1 if capac- 
ity is 2 or less riders); all other machines $50 
per machine ($10 if capacity is 2 or less 
riders). Jukeboxes, electric phonographs, 
and similar devices: penny machines or de- 
vices, $1 per machine or device: all other 
machines or devices, $10 per machine or de- 
vice. 

Billiard and pool tables, 
and bowling alleys 

Pool tables for the games of pin pool, bottle 
pool, starboard pool, or other l ~ k e  devices, 
$100 per table; pool or billiard tables for 
games played with approximately 15 balls, 
and not pin pool, $25 per table; bowling 
and tenpin alleys, $10 per alley. 

Billiard tables, ninepin or tenpin bowling al- 
leys or similar devices, $40 per table or alley 
or device. 

Billiard and pool rooms, $10 per table; bowling 
alleys, $10 per alley or lane. 

billiard and pool tables, bowling alleys, and 
shuffleboards: 1st table, alley, or board, $40; 
2d table, alley or board, $25; each additional 
table, alley, or board, $15. 

Pool tables, bowling alleys, $5 per table or alley. 

Billiard tables, bowling alleys, $5 per table or 
alley. 

............................................ 

Billiard tables, pigeon-hole, jenny-lind, pool, 
bagatelle or domino tables, tenpin alleys, and 
other games or devices, $15 per table, alley, 
or device. 

See footnotes at end of table. 



TABLE 92.-State Taxes on Coin-Operated Amusement Devices or Machines, Billiard 
and Pool Tables, and Bowling Alleys, January 1, 1964 1--Continued 

(rate per year) 

State ( Coin-operated amusement devices . . 

Maine. .............. 
Maryland. ........... 

Montana. ........... 
Nebraska. ........... 

Nevada. ............. 

New Hampshire. ..... 

New York.. .......... 
..... North Carolina.. 

North Dakota.. ...... 

or machines 

Mechanical rides, $15 per device. 
Free-play pinball machines: Caroline, Kent, 

and Queen Anne Counties, $10 per machine; 
Baltimore, Dorchester, Montgomery, Talbot, 
and Wicomico Counties, and Baltimore City, 
$20 per machine; Washington County, $30 
per machine; Harford County, $40 per ma- 
chine. Free-play console machines: Caroline, 
Kent, and Queen Anne Counties, $25 per 
machine; Baltimore, Dorchester, Talbot 
Counties, and Baltimore City, $35 per ma- 
chine; Washington County, $50 per machine; 
Harford County, $70 per machine; music 
boxes, $10 per machine. 

Amusement machines (not otherwise enumer- 
ated): machines operated by a coin or coins 
of less than 5d, $4 each for music or picture 
machines, $8 each for other amusement ma- 
chines; machines operated by a coin or coins 
of 54 to 104, $10 each for music or picture 
machines, $30 each for other amusement 
machines; machines operated by a coin or 
coins of 104 to 204, $20 each for music or 
picture machines, $60 each for other amuse- 
ment machines; machines operated b! a coin 
or coins of 20& and over, $30 each for music 
or picture machines, $90 each for other 
amusement machines; multiple slot music 
machines, multiple of the coin required; ra- 
dio and television sets, $4 per set; hobby 
horses for children, $3 per machine. 

Slot machines, $120 per machine ($120 per unit 
for multiple-unit machines operated by 1 
handle and each unit paying in identical 
denominations); other amusement and gam- 
ing devices, $600 per machine or device: 
3-51/2 percent of gross revenue of winnings 
of machines or devices (graduated on hasis 
of gross revenue). 

Music machines, $100 operator's license, plus 
$10 for each machine operated. 

Amusement machines or devices: penny ma- 
chines or devices, $5 per machine or device; 
machines or devices operated by 56 or more, 
$15 per machine or device. 

Billiard and pool tables, 
and bowling alleys 

............................................ 
Billiard and pool tables, bowling alleys, $10 per 

table or alley. 

Billiard, pool, or bagatelle tables, $14.80 per 
table; bowling alleys, $20 per alley. 

Poolrooms or bowling alleys (outside of limits 
of incorporated cities or villages), $10 per 
table or alley for the first 3 tables or alleys, 
and $5 for each additional table or alley. 

Billiard and pool tables, bowling alleys, $10 per 
table or alley ($4 per table or alley at resorts 
operating during summer months). 

Billiard rooms (outside of cities having a popu- 
lation of over 400,000), $10 per table. 

Billiard and pool tables: Not more than 2' x 4', 
$5 per table; not more than 2% x 5', $10 per 
table; not more than 3' x 6', $15 per table; 
not more than 4' x 8', $20 per table; not more 
than 4%' x Y, $25 per table; more than 
4$4' x 9', $30 per table; bagatelle tables $25 
per table ($10 per table in cities or towns of 
less than 10,000 population); bowling alleys, 
$10 per alley. 

Billiard or pool rooms, bowling alleys, $5 per 
table or alley. 

See footnotes at end of table. 



TABLE 92.-State Taxes on Coin-Operated Amwement Devices or Machines, Billiard 
and Pool Tables, and Bowling Alleys, January 1,1964 I--Continued 

(rate per year) 

State 

Oklahoma. .......... 

Oregon. ............. 

Pennsylvania. ........ 

Rhode Island. ....... 

..... South Carolina.. 

Tennessee. .......... 

Texas. .............. 
Vermont. ........... 

Coin-operated amusement devices 
or machines 

imusement and music machines or devices: 
penny machines or devices, $6 per machine 
or device; all other machines or devices, $40 
per machine or device; devices used tempo- 
rarily, 10 percent of the annual rate for each 
month; radio and television receiving sets 
in hotels, motels, and hospitals, $3 per set. 

imusement devices which shoot or propel an 
electric-light ray to a target or which deliver 
1 or more balls to the players, $25 per de- 
vice; musical devices, radios, television sets, 
and mechanical rides, $10, and $1 for each 
additional device in the same category on 
the premises or for each additional coin- 
receiving slot. Other amusement devices: 
devices operated by I&, $1 per device; de- 
vices operated by 26, $10 per device; devices 
(other than music) operated by more than 24, 
$50 per device. $100 for devices operated 
simultaneously by 5 or more players. 

Music, gaming, or amusement machines or 
devices, $25 per machine or device; non-pay- 
out pin table devices, and gaming or amuse- 
ment machines or devices with a free play 
feature, $75 per machine or device. 

Prize-rendering slot machines or devices: ma- 
chines or devices operated by 5& or less, $30 
per machine or device; machines or devices 
operated by more than 54 but less than 15&, 
$40 per machine or device; machines or de- 
vices operated by 15& or more, $50 per ma- 
chine or device. Mechanical music machines: 
machines operated by 56 or less, $5 per ma- 
chine; machines operated by more than 54, 
$10 per machine; radio sets in hotels or tour- 
ist courts, $7.50 per location (hotel or tourist 
court); miniature football, pinball machines, 
and other miniature games, $7.50 ($15 in 
cities of 20,000 or more). Coin-operated 
"kiddy" rides, $5 per device. 

Coin-operated machines for music, skill or 
pleasure, $10 per machine. 

Amusement or gaming machines, $100 per ma- 
chine; music machines (except coin-operated 
radios in guest houses), $25 per machine. 

Billiard and pool tables, 
and bowling alleys 

lilliard and pool halls, $5. 

Silliard or pool rooms (outside of limits of in- 
corporated cities or towns), $10 per table 
(maximum of $50 per year); ball (ninepin) 
alleys, $50. 

Billiard, pool, and bagatelle rooms (in 1st-class 
cities), $25 for the 1st table and $15 each ad- 
ditional table; billiard rooms and bowling 
alleys (in all counties and cities except 1st- 
class cities), $30 for the 1st table or alley and 
$10 for each additional table or alley; baga- 
telle tables in Allegheny County, $5 per table. 

Billiard, pool, and bagatelle rooms, not less than 
$10 and not more than $20;  bowling and box 
ball alleys, not less than $15 and not more 
than $25 (not more than $200 in the city of 
Providence). 

Billiard rooms, $25 per table ($10 for tables not 
more than 31/2' x 7'); bowling alleys, $5 per 
alley (maximum of $30 per year). 

Billiard tables, pool tables, bagatelle tables, 
jenny-lind tables, and other similar devices 
in: cities of 10,000 or less, $10; cities of over 
10,000 but less than 20,000, $20; cities of 
20,000 or more, $25. Bowling alleys: $10 per 
alley, up to six alleys; $50 for six alleys; $5 
for each additional alley. 

Billiard tables, $5 per table; ninepin and ten- 
pin bowling alleys, $10 per alley. 

............................................ 

See footnotes at end of table. 



TABLE 92.-State Taxes on Coin-Operated Amusement Devices or Machines, Billiard 
and Pool Tables, and Bowling Alleys, January 1,1964 I-Concluded 

State 

Virginia. . . . . . . . . . . 

Washington. . . . . . . . . . 

West Virginia. . . . . . . . . 

Wyoming. . . . . . . . . . . . 

District of Col~imbia. . . 

1 Except for Washing 
cal devices, this tabulat 

(rate per-year) 

Coin-operated amusement devices 
or machines 

Musical machines, $5 per machine; merry-go- 
rounds, hobby horses, and other like ma- 
chines, $10 per machine; miniature pool 
tables operated by nickels or coins of larger 
denominations, $10 per machine; radio and 
television sets in hotels, lodging, and hos- 
pital rooms, and in eating places, $1 per set. 
Coin-operated machines not specifically enu- 
merated: machines operated by Id, $2 per 
machine; all other machines, $25 per ma- 
chine; privilege of selling, leasing, renting, 
or furnishing coin-operated amusement ma- 
chines (other than musical machines and 
machines for children's rides), $1,000. 

Mechanical devices: where skill or a combina- 
tion of skill and chance determine the pay- 
out, 20 percent of gross operating income; 
where chance alone determines the payout, 
40 percent of gross operating income. 

Slot and automatic machines or devices: penn) 
machines or devices, $2 each for four or 
fewer machines, $25-56600 per operator, ac- 
cording to class, for number of machines over 
four; all other machines or devices, $5.50 
each for nine or less, $175-$1,800 per oper- 
ator, according to class, for ten or more ma- 
chines. 

Mechanical amusement machines, $6 per ma- 
chine for the 1st 3 machines (maximum of 
$100 per year). 

~n's tax on coin-o~erated mechani- this tablc 

Billiard and pool tables, 
and bowling alleys 

Billiard, pool, and bagatelle rooms, $50 plus $25 
for each table in excess of 1 ($25 plus $12.50 
for each table in excess of 1 in towns of less 
than 1,000 population and at watering places 
for 4 months or less); bowling alleys, $25 plus 
$10 for each alley in excess of 1 ($12.50 plus 
$5 for each alley in excess of 1 at watering 
places for 4 months or less). 

Billiard and pool halls, bowling alleys (outside 
of limits of incorporated cities, towns, or vil- 
lages), not less than $25 and not more than 
$250. 

Billiard, pool, bagatelle, and other similar ta- 
bles, bowling alleys, $25 for the 1st table or 
alley and $15 for each additional table or 
alley. 

Billiard, pool, and bagatelle tables, ninepin or 
tenpin bowling alleys, $20 per table or alley 
($5 per table or alley outside of limits of in- 
corporated cities or towns). 

Billiard or pool tables, bowling alleys, or any 
table, alley, or board upon which legitimate 
games are played, $12 per table, alley, or 
board. 

I - 
to : are taxed under general sales taxes in some States 
ion is limited to t6e special license, (see table 44, chap. 7); under gross business receipts taxes 

privilege, or occupation taxes imposed by the States. Wash- in Alaska, Michigan (business receipts tax), and West Vir- 
ington taxes the gross income derived from coin-operated ginia: under unincorporated business taxes in Connecticut 
mechanical devices, game devices, and music and picture and Rhode Island; and under the special amusement tax 
machines under its gross business receipts tax. The gross in Maryland. 
receipts of charges derived from the amusements covered in 

governments in approximately 11 States 
but are widely used in only Ohio, Pennsyl- 
vania, and Washingt0n.l 

Philadelphia was the first large city to 
use this source of revenue. Its tax was 
adopted in 1937, with a rate of 1 cent for 
each 25 cents of admissions (now 1/2 cent 
for each 10 cents). Other local govern- 
ments in Pennsylvania make extensive use 
of admissions taxes under the broad taxing 
powers conferred on them in 1947. 

'Available information is incomplete regarding local 
admissions taxes in those States where limited use is made 
of them. 

Over 400 jurisdictions (including cities, 
boroughs, townships, and school districts) 
now levy such taxes. The  rates range 
from 1 to 10 percent, with over half of 
the jurisdictions imposing a 10 percent 
rate. When combined rates for overlap- 
ping jurisdictions would exceed 10 per- 
cent, the State act provides for an equal 
division of this maximum unless the juris- 
dictions agree to a different division. 

Washington (in 1943) and Ohio (in 
1947) repealed their State admissions taxes 
in order to leave this source of revenue to 
local governments. Cities in both States 



immediately took advantage of the au- 
th~rization.~ 

New York State in 1948 authorized 
counties and cities with a population of 
more than 25,000 to impose a 5-percent 
tax on admissions, but this authorization 
has been little used. New York City im- 
poses a 5-percent tax, but allows an ex- 
emption of 90 cents for motion-picture 
theater  admission^.^ 

Cities in Tennessee are authorized to 
levy a special tax on admissions to theaters 
of not more than 2 percent of gross re- 
ceipts (in addition to any license tax), but 
only a few cities have levied such taxes. 

Other States have granted authority to 
specific cities or cities of specified size to 
impose admissions taxes. In some States, 
local authority to impose such taxes is 
found in home rule provisions or charters 
or is derived from general or specific busi- 
ness licensing powers. Georgia, however, 
specifically prohibits the use of admissions 
taxes by its local subdivisions. 

A number of cities in Illinois impose 
taxes on gross receipts from admissions 
charges to various forms of amusements, 
including admissions to theaters. The 
rate in Chicago (on its special amusement 
tax) is 3 percent and in most other cities 
is either 3 or 4 percent. 

Several Virginia cities impose admissions 
taxes at rates ranging from 2 to 10 percent. 

Available information indicates that practically all cities 
in Washington with a population of 5,000 or over and more 
than 100 cities in Ohio impose such taxes. The rate in 
Ohio cities is 3 percent and rates range up to 5 percent 
in Washington cities. 

The tax applies to (1) the entire admissions charge in 
the case of other amusements where the admissions charge 
is in excess of 10 cents; (2) the total charges of cabarets, 
roof gardens, and other similar places (but these charges 
are exempt from the city sales tax on food and drink); 
and (3) dues paid to any social, athletic, or sporting club 
if the dues are in excess of $10 a year . Admission charges 
at race tracks, boxing and wrestling matches, and dramatic 
or musical performances are exempt from tax. 

Richmond's rate is 5 percent. In Mary- 
land, localities (including counties) are 
permitted to add an additional levy to the 
State admissions tax. These additional 
levies, imposed by 5 counties and 6 muni- 
cipalities, range from 11/2 to 20% percent. 

Admissions are taxed under the general- 
sales and gross-receipts taxes imposed by 
local governments in several States (Ala- 
bama, Alaska, Arizona, Louisiana, New 
Mexico, and West Virginia). The rates 
are generally 1 percent in Alabama, 
Louisiana, * and New Mexico; one-half 
of 1 percent or 1 percent in Arizona; and 
2 or 3 percent in Alaska. Under the busi- 
ness and occupation taxes imposed by 
West Virginia cities, the rates are low 
fractional rates ranging from 0.05 percent 
to 0.5 percent. In all of these States the 
local taxes overlap similar taxes imposed 
at the State level. 

Atlantic City, N.J., under its sales tax 
(which applies only to a few specified com- 
modities and services), taxes (1) admissions 
to movies, piers, and other places of 
amusement; and (2) cover, minimum or 
entertainment charges to patrons of res- 
taurants, cafes, bars, hotels, and similar 
establishments. The rate is 3 percent of 
the admission price, with an exemption of 
admissions of 12 cents or less. 

Revenues 

Federal revenues from amusement taxes 
reached a peak of $504.5 million in 1947 
and have since declined steadily, partly 
because of the downward trend of motion 
picture theater admissions. For the fiscal 
year ending June 30, 1963, Federal 

4 New Orleans taxes admissions under the sales tax and 
in addition imposes a special tax of 2 percent on admissions 
to motion-picture houses or theaters and 5 percent on ad- 
missions to other places of amusement. The tax also ap- 
plies to admissions to games of skill. 
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revenues from amusement taxes were as 
follows (in millions): 
Admissions ..........................,.......... $42 
Cabarets ....................................... 40 ... Coin-operated amusements and gaming devices. 20 ................... Pool tables, bowling alleys, etc. 5 
Club dues and initlation fees .................... 71 
Wagering taxes ................................. 6 

Total .................................... 184 

Amusement taxes are a minor source of 
revenue for State governments. Collec- 
tions in the fiscal year 1963 amounted to 
$348 million. Since $319 million of this 

total represented pari-mutuel tax receipts, 
the amount of revenue attributable to 
overlapping amusement taxes is inconse- 
quential. These collection figures, to be 
sure, understate the yield of overlapping 
amusement taxes at the State level since 
they do not include collections under the 
general sales taxes, which apply to amuse- 
ments in a number of States. Local gov- 
ernments collect only a minor amount of 
revenue from amusement taxes. 



Chapter 15 
DOCUMENTARY TAXES 

The Federal Government and about 
one-third of the States, as well as the Dis- 
trict of Columbia, and a considerable num- 
ber of other local governments in five 
States, impose a group of taxes known col- 
lectively as documentary taxes. These in- 
clude taxes on real estate and capital stock 
transfers and on the issuance of corporate 
bonds and other evidences of indebted- 
ness, such as mortgages. Usually ex- 
pressed as a number of cents or dollars per 
unit of value (for example, 55 cents per 
$500 worth of property transferred), the 
Federal and most State laws require that 
stamps be affixed to the document (deed, 
stock share, bond) as evidence that the tax 
was paid. Details on Federal and State 
documentary taxes are shown in table 93. 

In total, Federal and State documentary 
taxes amounted to about $260 million in 
the fiscal year 1963-$140 million Federal 
and $120 million State. The State figure 
does not include locally retained shares of 
locally collected documentary taxes, nor 
the locally imposed real estate transfer 
taxes in five States. Also omitted from 
this total is the 2-percent tax on real estate 
sales in Indiana, collected only from cor- 
porations that are taxed under that 
State's gross income tax. If those taxes are 
included, the total exceeds $300 million. 
More than half the amount of documen- 
tary taxes accruing to State governments 
in 1963 ($65.9 million) was collected by 
New York State from its stock transfer 
tax. 

Stock Transfer Taxes 

Although only four States impose stock 
transfer taxes (Florida, New York, South 
Carolina, and Texas), practically all stock 
market transactions are subject both to the 
Federal tax of 4 cents per $100 and to 
State taxes since 90 percent of such tran- 
sactions are consummated on the two ex- 
changes in New York City. Unlike the 
Federal tax, the New York rate is a flat 
amount per share, but graduated accord- 
ing to its selling price: 1 cent per share 
when the selling price is less than $5, 2 
cents when it is $5 to $10, 3 cents from 
$10 to $20, and 4 cents when $20 or more. 
The rates in the other States are: Florida, 
15 cents per $100; South Carolina, 4 cents 
per $100; and Texas, 3.3 cents per $100. 
Stock issues and bond issues are subject to 
documentary taxes by the Federal Govern- 
ment, and by the States of Alabama, 
Florida, and South Carolina. 

Real Estate Transfer Taxes 

Deeds of conveyance representing the 
transfer of real estate valued in excess of 
$100 are subject to a Federal tax of 55 cents 
on each $500 of value (selling price), less 
the amount of any liens or encumbrances 
assumed as part of the transaction. Simi- 
lar taxes are imposed by the District of 
Columbia and the States of Alabama, 
Florida, Indiana, Maryland, Massachusetts, 
Minnesota, Pennsylvania, South Carolina, 
Tennessee, Virginia, Washington, and 
West Virginia. 





State real estate transfer taxes vary from 
50 cents per $500 in Alabama and Washing- 
ton to 2 percent of the selling price in 
Indiana. The Indiana real estate transfer 
tax is at the same rate as the newly im- 
posed retail sales tax but is levied under 
that State's gross income tax and applies 
only to corporations that are subject to 
that tax. As in the case of most of the 
State real estate transfer taxes, Indiana re- 
quires the stamps to be affixed before a 
deed can be recorded and excludes from 
the tax base any assumed mortgages. 

Local real estate transfer taxes are 
authorized in Maryland, New York, Penn- 
sylvania, Virginia, and Washington. In 
Maryland the local power to tax such 
transfers applies, by special State legisla- 
tion, to certain counties and the city of 
Baltimore, and the New York authoriza- 
tion is for New York City only. Penn- 
sylvania has provided the broadest local 
authorization, and more than 700 local 
governments levy realty transfer taxes of 
up to 1 percent of the selling price. Coun- 
ties and cities in Virginia may levy a tax 
of one-third the State rate, and Washing- 
ton allows counties to impose a I-percent 
real estate sales tax, the proceeds to be 
used for public schools. One-third of the 
proceeds from the Alabama State tax is 
retained by the local governments. 

The requirement that deeds of convey- 
ance must have Federal documentary 
stamps affixed as evidence of tax payment 
has been a useful tool to property tax ad- 
ministrators in determining the selling 
price of transferred property for the pur- 

pose of sales-assessment ratio studies. The 
fact that assumed mortgages are excluded 
from the tax base detracts somewhat from 
the usefulness of Federal stamps for assess- 
ment ratio studies; and a number of States 
as well as the District of Columbia apply 
their own real estate transfer tax to the 
full consideration, as indicated in table 93. 
In some cases, as in Pennsylvania, the State 
tax is tied directly to the implementation 
of assessment ratio studies, which measure 
the degree of uniformity of property tax 
assessments. Data derived from such stud- 
ies provide a means for improving property 
tax administration and for statewide 
equalization of local property tax assess- 
ments among assessing jurisdictions. 

Mortgage Taxes 

Mortgages constitute the third type of 
instrument subject to documentary taxes. 
While the Federal documentary stamp 
taxes do not embrace mortgages, eight 
States levy this kind of tax at rates rang- 
ing from 2 cents per $100 in Oklahoma 
to 50 cents per $100 in New York. Except 
in Maryland, mortgage taxes do not in- 
volve attachment of stamps. Mortgage 
taxes are paid to county officials at the 
time of recording, and except in Alabama, 
Minnesota, Virginia, and Tennessee, all 
the proceeds are retained as local revenue. 
In Alabama, as in the case of real estate 
transfer taxes, one-third of the tax revenue 
is retained locally; in Minnesota 5/6 of 
the proceeds is retained locally; and in Vir- 
ginia and Tennessee all the proceeds go 
into the State treasuries. 



Chapter 16 
LOCAL TELEPHONE SERVICE TAX 

Federal T a x  

The  Federal Government has imposed 
a tax on payments for local telephone serv- 
ice since 1941. The  tax, which supple- 
ments Federal excises on long-distance 
communications, applies to payments by 
subscribers for ordinary telephone service 
except that for which there is a toll charge. 
Amounts paid for coin-operated telephone 
service are taxable to the extent of any 
guaranteed amount, plus any fixed 
monthly or other periodic payment made 
by the location owner. A 15-percent rate 
on local telephone service was in effect 
from May 1, 1944, through March 31, 
1954. I t  has been 10 percent since April 
1, 1954. The  tax is payable by the person 
purchasing the service and is collected by 
the person furnishing the service. 
State and Local  T a x e s  

Twenty-one of the 37 States which im- 
pose general sales taxes apply this tax to 
charges for local telephone service. The  
most common rate is 3 percent. Michi- 
gan's business activities tax also applies to 
this service. 

Telephone companies are subject to 
gross receipts taxes in 27 States and the 
District of Co1umbia.l The  rates of gross 
receipts taxes range from three-tenths of 
1 percent to 7 percent, and only 10 
States have rates in excess of 4 percent. 
These taxes are not limited to telephone 
companies but apply also to other types 
1 In 6 additional States low-rate gross receipts taxes are 

imposed for purposes of paying the cost of regulation. 

of utilities. In some States they are levied 
in lieu of property taxes or general corpo- 
ration taxes; in other cases they are im- 
posed in addition to these taxes. Of the 
37 States and the District of Columbia 
which impose income taxes on corpora- 
tions, only 6 exempt all telephone com- 
panies from this tax. Another 12 exclude 
mutual or cooperative telephone com- 
panies from the tax, and 1 other State 
exempts rural telephone companies. In 
the remaining 19 States and the District of 
Columbia having corporate income taxes, 
telephone companies are subject to the tax. 
Table 94 shows the extent of overlapping 
of State corporate income taxes with State 
gross receipts taxes and general sales taxes 
applicable to local telephone service. 

Several States grant specific authority to 
local governments to tax public utilities, 
including telephone companies, usually 
specifying a maximum rate. In other 
States local authority to impose such taxes 
is derived from general or specific business 
licensing powers, is found in home rule 
charter provisions, or takes the form of 
local sales taxes applicable to telephone 
service. 

At present, one or more units of local 
government in about 23 States impose 
nonproperty taxes on local telephone serv- 
ice.2 For the most part these are gross 
receipts taxes, but in a few States the local 

- -  

2Complete information is not available with respect to 
the local telephone tax in those States where it is used by 
only a few cities. 



TABLE 94.-Selected State Taxes on Local Telephone Smvice, January 1,1964 

United States Gross receipts taxes I General sales taxes 

Alabama. .............. .. ............. ................................ Alaska. .............................. Arizona.. .............................. Arkansas. 
California.. 

............................... Colorado ............................ Connecticut 
Delaware ................... District of Columbia. 
Florida ................................ 

X.. 
X.. 
X1, .................... .................... Xl. ............................................................................ 

...... .................. Georgia .. .. ................................ Hawaii 
Idaho 
Illinois ................................ 
Indiana ....................................................... 

........................................... ........................................... 
X. .................... 

.................... X. 

..................... X1 
X 

.............................................................................. 
X. 
X 

~ o w a  .......................................................... 
Kansas. ........................................................ 

..... . . . . . . . . . . . . . . .  Kentucky i,..... 
Louisiana ............................... 
Maine ................................. 

...................... 
............................................. 
............................................ ............................................. 

.......................... 
X 

................................................................................. 
X 

Maryland .............................. 
Massachusetts 
Michigan. ............................. 
Minnesota.. ........................... 
Mississippi. .................................................... 

...................... 
............................................. 
............................................ 

X.........-.........-. 

..................... X1 
X 
X 

Missouri. ...................................................... 
Montana ............................... 
Nevada. ............................... 
NewJersey ............................. .................................................... NewMexico 

X. .................... ..................... X 
X..................... 

............................................ 

............................................. 
X 

......................................................................... 
~4,................. 
X . . .  

NewYork .............................. ......................... NorthCarolina .................................................. NorthDakota 
Ohio .................................. ..................................................... Oklahoma 

............................................ 
.......................... ......................................... ..................... x 

X 
XI.......... 
X 

Oregon ................................ ........................... Pennsylvania 
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governments levy sales taxes applicable to 
telephone service. Gross receipts taxes are 
most widely used by municipalities in 
California, Florida, Missouri, New York, 
Oregon, Texas, Virginia, and Washington. 
In some States (Florida, New York, Texas, 
Virginia, and Washington, for example) 
these taxes overlap State gross receipts 
taxes on telephone companies. Local 
sales taxes applicable to telephone service 
are common in Alaska, Mississippi, and 
Utah and in two of these States (Missis- 
sippi and Utah) they overlap similar State 
taxes. 

A number of cities and villages in New 
York impose a 1-percent tax on gross re- 
ceipts of utility companies similar to the 
State 2G-percent tax. At least 15 New 
York cities impose a 3-percent consumer's 
utility tax, which in some cases is used 
for school district purposes. 

In Florida cities the rate is generally 10 
percent and is applicable in some cases to 
the gross receipts of the utility company 
and in other cases is added to the con- 
sumer's bill. The city tax overlaps the 
Florida State tax of 1 s  percent. 

The city rates are generally 2 percent 
in Oregon and Texas and 5 percent in 
Missouri. In two States, city rates vary 
widely, reaching as high as 15 percent in 
Virginia (on the customer's bill) and 8 
percent in Washington. California cities 
usually levy a flat rate. 

In the fiscal year 1963, the Federal tax 
on local telephone service yielded $5 16 
million, 3.8 percent of total excise tax 
collections and about one-half of 1 percent 
of total internal revenue collections. Data 
on collections from State taxes on gross 
receipts of telephone companies and sales 
of telephone service are not available. 

In recent years consideration has been 
given to placing at the disposal of the 
States a portion of the Federal tax on local 
telephone service through the instrumen- 
tality of a Federal credit for taxes paid to 
the States. The Joint Federal-State Ac- 
tion Committee in 1958 and 1959 ex- 
amined possible alternative methods of 
allowing a   red it.^ Subsequently, Congress 
in connection with the 1959 tax rate exten- 
sion legislation provided for the repeal of 
the Federal tax on local telephone service 
on July 1, 1960. However, the repeal did 
not occur because on that date, Congress 
enacted legislation postponing the sched- 
uled termination of the tax. Meanwhile, 
New York State (in anticipation of repeal 
of the Federal tax) had passed legislation 
in 1960 authorizing the imposition for 
school purposes of a local tax of 10 percent 
on telephone service contingent upon the 
abandonment by the Federal Government 
of its 10-percent tax on local telephone 
service or provision of a Federal credit for 
the full amount of the local tax. The 
New York State authorization allowed 
counties (except a county wholly within a 
city) to enact the 10-percent tax when its 
imposition was requested by the school 
authorities of any school district or dis- 
tricts which contain a majority of the 
children attending public schools in the 
county. The legislative body of any city 
having a population of 1 million or more 
was also authorized to levy such a tax. Re- 
tention of the Federal tax has prevented 
the New York provision from going into 
effect. 

8 For a description of the alternative proposals, see the 
Final ReFort of the Joint Federal-State Action Committee, 
February 1960, pp. 10849. 
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Chapter 17 
STRENGTHENING TAXATION AT THE LOCAL LEVEL 

The financial capabilities of govern- 
mental units are limited, in the first in- 
stance, by the taxable resources within 
their borders. Because local governments 
derive their powers from their respective 
States, they can draw upon revenue and 
other financing resources only in ways and 
within bounds prescribed by their State 
constitutions and statutes. Because local 
governments function in close proximity 
to one another in an interdependent so- 
ciety and economy, the effectiveness with 
which they employ financing resources is 
enhanced through inter-community coop- 
eration and impaired by a lack of it. The 
extent to which local governments pursue 
harmonious tax policies and otherwise act 
in concert is itself shaped and guided by 
State policies. By the same token, local gov- 
ernment effectiveness is to an important de- 
gree influenced by the support given it by 
the State's stronger and more developed 
administrative facilities. 

The most important single factor in the 
ability of local governments to finance 
their activities is the property tax because 
it provides, on the average, seven-eighths 
of all locally raised tax revenues. For this 
reason, this Commission has urged each 
State to take a hard and critical look at its 
property tax system. In its report on T h e  
Role of the States in Strengthening the 
Property Tax, the Commission set forth a 
number of guidelines to assist the States in 
proceeding expeditiously with property 

tax reform.' In its report on State C m -  
stitutimal and Statutmy Restrictions on 
Local Taxing Powers, this Commission 
pointed up the incongruity of property- 
tax-rate limitations in modern fiscal ad- 
ministration and recommended that they 
be removed from constitutions and 
statutes. 

Local governments in every State yearn 
for more fiscal independence, particularly 
for additional local tax sources. Some 
would relieve the pressure on currently 
employed taxes; others would suppl'ement 
them. The  revenue requirements of local 
governments are increasing unevenly, even 
within individual States. Generally the 
increases are more marked in the rapidly 
growing urban centers, where larger num- 
bers, possibly higher unit costs, and in- 
sistence on better government programs, 
generated by enlarged personal aspira- 
tions, are raising governmental require- 
ments faster than in the less populous 
sections. 

The quest for more local tax sources to 
enable individual jurisdictions to finance 
programs locally has diverse motivations. 
It postpones the need to provide financing 
for statewide programs and thus accords 
with the natural reluctance of political 
leadership to recognize the emergence of 
costly statewide problems and with their 
preference to leave solutions to local gov- 

1 Described herein, chap. 6, above. 



ernments. I t  harmonizes also with a 
deeply rooted inclination to keep govern- 
ment decisionmaking close to the people, 
which expresses itself in appeals for home 
rule and local self-determination. What 
possible objection can the legislature have, 
so the argument runs, to permitting a city 
to tax itsel£? In many instances, legisla- 
tion authorizing special local taxes re- 
ceives strong support from (and at times 
is initiated by) organizations of citizens 
interested in more adequate financing of 
particular functions, principally public 
schools. 

How the States have responded to these 
pressures by authorizing local nonproperty 
taxes, was detailed in chapter 4. Where 
it is relevant, the individual tax chapters 
discuss briefly the methods by which par- 
ticular States authorize local nonproperty 
taxes and the limitations they place upon 
them. Additional details are provided in 
another Commission report.= 

Most States that have enabled their local 
governments to impose nonproperty taxes 
have restricted the authority to particular 
local governments and with respect to par- 
ticular taxes. Pennsylvania is the con- 
spicuous exception. It has authorized 
practically all local governments, except 
counties, to impose a wide variety of taxes. 
In consequence, several thousand income, 
admissions, per capita, and real property 
transfer taxes are now being collected by 
Pennsylvania cities, boroughs, townships, 
and school districts. In a number of in- 
stances cities and school districts have es- 
tablished joint collection systems. New 
York authorizes almost as wide a variety 
of nonproperty taxes as Pennsylvania but 
is more restrictive as to which local govern- 
ments may use them. It assigns prior 

2 Advisory Commission on Intergovernmental Relations, 
State Constitutional and Statutory Restrictions on Local 
Taxing Powers, Octoba 1962. 

rights to the counties for certain taxes and 
to cities for others. It allows joint county- 
city administration of any of the taxes 
authorized and provides for State technical 
assistance to localities. 

In the above-mentioned report on local 
tax restrictions the Advisory Commission 
enunciates the following basic principle, 
which the States should heed in granting 
nonproperty taxing powers to their local 
governments: 

Most local governments are smaller than 
the economic area in which they partici- 
pate and therefore are handicapped in indi- 
vidually making use of income, sales, ex- 
cise, and similar nonproperty taxes. Ac- 
cordingly, local governments should be en- 
abled to use these taxes only where required 
in the interest of the desired distribution of 
the combined State-local tax burden among 
the several bases of taxation (property, in- 
come, consumption, and business activity), 
and more specifically, only where increasing 
demands for local services cannot be reason- 
ably met from available property tax sources 
or where property already bears an inordi- 
nate share of the local tax burden. Where 
these conditions necessitate the use of non- 
property taxes by local governments, it is 
incumbent upon the State to help those lo- 
cal governments to overcome the handicaps 
which necessarily attach to independently 
administered nonproperty taxes. 

This statement reflects the Commis- 
sion's evaluation of some of the handicaps 
attaching to the use of consumer, income, 
and excise taxes by local governments. 
County, city, town, and school district non- 
property taxes generally affect business 
relationships within the entire economic 
area. Consumer taxes, whether broadly 
based sales taxes or levies on selected com- 
modities or services, are likely to affect 
business competition between the taxing 
jurisdiction and the communities which 
surround it. Taxes on wages and salaries 

Ibid., pp. 12-13. 



affect competitive relationships between 
the employment centers within and those 
without the taxing jurisdiction. Even 
within the employment city they raise 
problems, involving equities between 
workers residing within and those outside 
of that city. 

The influence of tax considerations on 
the location decisions of business are he- 
quently exaggerated, to be sure, particu- 
larly when the rate of the tax is low and is 
associated with substantial differences in 
the quality of local government services 
directly and indirectly beneficial to busi- 
ness. In a very real sense, however, the 
distorting effects of taxes on business de- 
cisions are no less damaging when based 
on misinformation or inadequate informa- 
tion than when they are founded on fact. 

Most consumer and income taxes im- 
posed at rates practicable for use at the 
local level entail relatively high adminis- 
trative costs. More correctly, they would 
involve high costs if administration con- 
sistent with good enforcement were pro- 
vided, except where responsibility for en- 
forcement can be shifted to others, as for 
instance to employers required to with- 
hold wage taxes or public utility enter- 
prises required to collect taxes from their 
consumers. Low-rate retail sales taxes 
pose difficult enforcement problems ex- 
cept where the superior collection facili- 
ties of the State administration are avail- 
able. 

The uncoordinated use of consumer 
and income taxes typically results in ex- 
cessive compliance burdens for taxpayers 
and business enterprises, as for example 
where employers are required to withhold 
one or more local wage taxes on top of 
the Federal and State taxes from the com- 
pensation of individual employees. 

Finally, State governments are them- 
selves disadvantaged by the heterogeneity 

of local tax measures because it tends to 
restrict their own tax freedom and may 
conflict with their economic development 
programs. The prevalence of local in- 
come taxes in Pennsylvania was said to 
have swung the balance in favor of the 
State sales tax rather than an income tax, 
while the reliance of New York City on a 
4-percent general sales tax and of other 
local jurisdictions on 2 percent and 3 per- 
cent taxes may effectively bar New York 
State from this potentially very productive 
revenue source. Where general sales 
taxes, income taxes, or selective excises 
are imposed by a significant number of 
local jurisdictions, the State has this addi- 
tional hurdle to surmount in its own de- 
cision to tap the particular or a closely 
related tax area. 

These adverse features of local non- 
property taxes can in some measure be 
mitigated through State action. Local 
governments are creatures of the State. 
In an historical sense, they are an adminis- 
trative arm of the State and as such can 
be coordinated and integrated by the State 
to a degree alien to State-Federal relations. 
States can attain by direction objectives 
which the Federal Government can ap- 
proach only by indirection. 

The following are some of these possi- 
bilities at the inter-local level and state- 
wide. 

Inter-Local Coordination 

The shadow of intercommunity compe- 
tition can effectively restrain a jurisdiction 
within a larger economic area from using 
nonproperty taxes. Just as frequently the 
use of these taxes actually distorts normal 
economic patterns within the area. To 
avoid such results, two or more jurisdic- 
tions within the economic area may want 
to use a particular tax, may in fact be pre- 
pared to move in harmony by adopting a 



substantially identical tax measure, but are 
precluded from doing so for lack of au- 
thority to act in concert or because of dis- 
parities in their respective taxing powers 
under the State constitution or enabling 
legislation. Contiguous cities, counties, 
and towns frequently have disparate taxing 
powers. T o  meet just this kind of situa- 
tion the Virginia legislature was unsuc- 
cessfully urged some years ago to grant the 
two counties in the northern part of the 
State sales tax powers comparable to those 
of the two adjoining cities, in order that 
the four tax jurisdictions comprising the 
Virginia segment of the National Capital 
area might impose these taxes simultane- 
ously and under identical terms. A similar 
request (relating to a consumers' utility 
tax) was turned down by the legislature 
in its most recent session (1964). 

The adverse impact of locally imposed 
consumer, income, or excise taxes on 
economic activity and competitive relation- 
ships could in some measure be relieved if 
the jurisdictions comprising the econom- 
ically integrated area were granted parallel 
taxing powers. Many of the standard me- 
tropolitan statistical areas could benefit 
from such legislation, although econom- 
ically more meaningful groupings of local 
jurisdictions probably could be developed 
to meet individual State conditions. 

Some States already have authorized 
groups of adjoining jurisdictions to under- 
take jointly functional activities they are 
authorized to engage in singly. New York 
required a constitutional amendment to 
empower its legislature to authorize mu- 
nicipalities, school districts, and other dis- 
tricts to provide and finance jointly any 
service which each can provide separately. 
This Commission's recommendation in its 
report on Governmental Structure, Organ- 
ization, and Planning in Metropolitan 
Areas that States enact legislation authoriz- 

ing two or more units of local government 
to exercise jointly or cooperatively any 
power possessed by one or more of the 
units concerned and to contract with one 
another for rendering of governmental 
service embraces the revenue-raising ac- 
tivities of local jurisdictions. 

Property tax administration provides 
numerous examples of inter-local coopera- 
tion. Collection is exclusively a county 
function in 20 States, where the county 
collector bills the property taxes for all 
jurisdictions in the county. The county is 
also the primary assessing jurisdiction in 
most States. Under these circumstances, 
municipalities, school districts, and special 
districts use the county assessment roll 
against which to apply their property tax 
rates. 

In the nonproperty tax area, however, 
inter-local cooperation is the exception 
rather than the rule. The authorization 
in New York of joint county-city adminis- 
tration of local nonproperty taxes has been 
mentioned. A 1961 enactment in Colo- 
rado authorizing a group of counties in the 
Denver area to band together into a capital 
improvement district and to levy an area- 
wide sales tax was invalidated by the State 
supreme court. 

Authority to enable adjoining local jur- 
isdictions to move in unison on nonprop- 
erty taxes would relieve intercommunity 
competition but might not relieve the high 
cost of administration and the heavy com- 
pliance burden of local taxes. Quite pos- 
sibly these are insurmountable hurdles be- 
cause income and sales taxes are not eco- 
nomical to administer at the low rates used 
by local governments. The problems can 
in some measure be mitigated, however. 
As a minimum, where several political 
subdivisions have authority to employ any 
of these taxes, the State could prescribe, 
by generally applicable legislation, stand- 



ard definitions of taxpayers, tax bases, ex- 
emptions, penalties, credits, jurisdictional 
rules, and administrative powers to mini- 
mize uncertainty and confusion and to pre- 
vent intrastate inconsistency. Where it is 
appropriate, the State could prescribe pro- 
cedural rules (referendum, etc.) for im- 
plementing cooperative taxation policies 
as well as allocation rules for the sharing 
of collections among the cooperating juris- 
dictions. 

In States where payroll taxes on wages 
and salaries are typically imposed by two 
or more overlapping jurisdictions both the 
compliance burden on employers and ad- 
ministrative costs could be reduced also by 
pooled administration. One of the juris- 
dictions, preferably the larger one, could 
administer the tax for all of them. This 
arrangement appears to have been de- 
veloped in some Pennsylvania areas 
through local initiative. Because of its 
scope, the problem calls for State ini- 
tiative. 

Statewide Coordination 

The proposition that the State should 
actively assist its subdivisions in improving 
the effectiveness of the tax sources it makes 
available to them requires no demonstra- 
tion. The parental relationship of the 
State to its subdivisions is adequate justifi- 
cation. If more were needed, it could 
readily be found in the case for mitigating 
the adverse effect of the uncoordinated 
local use of the nonproperty taxes on the 
State's economic development and efficient 
use of governmental resources. 

If State assistance to local tax adminis- 
tration is viewed with skepticism at all, 
that skepticism is likely to stem from the 
local governments themselves. Their sen- 
sitivity to home rule, their attachment to 
local autonomy, breeds suspicion of State 
intervention in local tax matters. At the 

very least, it dampens local enthusiasm for 
seeking State help in tax administration. 

Another barrier is the absence of a com- 
mon interest among some adjoining juris- 
dictions, stemming in part from differences 
in the urgency of finding additional 
revenue and in part from the unequal 
impact of most taxes on adjoining jurisdic- 
tions. The improved effectiveness of local 
sales taxes is likely to interest the jurisdic- 
tion which serves as the area's trading 
center; it is not likely to elicit support 
from the residential suburbs. Similar con- 
flicts of interest are likely to prevail be- 
tween employment centers and residential 
suburbs with respect to local income or 
earnings taxes. The association of a tax 
with a service potentially beneficial to the 
total area may promote some areawide 
solidarity in tax policy but entails the 
weakness of taxes earmarked for specific 
uses. An alternative, as noted above, is 
the prescription of revenue allocation 
rules by the legislature. 

Technical assistance.-The State can as- 
sist local tax areas in various ways short of 
taking a direct hand in tax collections. It 
can serve as a clearinghouse of information 
on the experiences of other jurisdictions. 
It can provide training facilities for local 
personnel. It can provide technical advice 
on tax administration. It can afford local 
jurisdictions access to relevant State tax 
and related records. In some situations it 
can use sanctions on behalf of local juris- 
dictions. Local administration of personal 
property taxes on automobiles would be 
measurably eased, for example, if evidence 
of their payment were made a prerequisite 
to State registration of motor vehicles. 
Where local registration fees are imposed, 
evidence that the local tags had been pur- 
chased before State tags are issued would 
be equally effective. 

There are many opportunities for State 



technical assistance in the property tax 
field. More than half of the States are 
now conducting periodic assessment-ratio 
studies, which provide information on the 
uniformity of local assessments. Most 
States cooperate in the conduct of annual 
schools for assessors. Many States provide 
uniform assessment records and help pre- 
pare tax maps and other tools essential to 
effective property valuation. 

Tax administration.-A special situation 
prevails where local use of a particular non- 
property tax is statewide, or nearly so, and 
where reasonably uniform tax bases and 
rates are, or can be, employed. The con- 
spicuous example is Pennsylvania, where 
more than 1800 cities, boroughs, townships, 
and school districts impose income taxes, 
frequently overlapping. Ohio with more 
than 80 city income taxes is another ex- 
ample. In these situations a statewide ad- 
ministration warrants consideration. In 
neither Pennsylvania nor Ohio is income 
subject to State taxation, and the question 
has been raised whether the constitutional 
provisions which have been invoked against 
the enactment of State income taxes would 
not also bar State administration of local 
income taxes. This is not the place to 
consider the constitutional question if one 
exists. In any event, nothing in its consti- 
tution should preclude a State from assist- 
ing its political subdivisions in organizing 
a joint tax administration for themselves. 

The local income tax situation in Penn- 
sylvania and Ohio is unique. More 
generally the local taxes overlap State 
taxes and provide ready scope for coopera- 
tion in tax administration. Property tax 
assessment administration is a particularly 
fertile field for active State leadership and 
direction. Only one State, Hawaii, ad- 
ministers the local property tax at the State 
level, but assessment of utility property is 
a State function in many States. Mary- 

land comes close to having a State- 
administered property assessment system 
through county supervisors of assess- 
ments who are responsible to the State 
Department of Taxation and Assessments. 

Tax supplement.-A special and highly 
developed application of cooperation in tax 
administration is the tax supplement de- 
vice. Where a particular tax (base) is used 
for both State and local purposes, a logical 
administrative device is the tax supple- 
ment. The local rate is added to the State 
rate, both are collected by the State ad- 
ministration, and the allocated share of 
the collections (on the basis of geographic 
origin) is credited to the account of the 
local taxing jurisdiction. The classic 
American example is the manner in which 
some States still share the property tax 
with their political subdivisions. Adminis- 
tration in these cases is generally local, 
occasionally State. In Alabama, munici- 
palities can provide by ordinance (and 
most of the large cities have provided) for 
the assessment and collection of personal 
property taxes through the State ma- 
chinery. 

In Nevada the State collects a 1-cent 
gasoline tax for the counties, which they 
have the privilege (by resolution) not to 
impose. None has taken advantage of the 
privilege. 

The tax supplement has important ad- 
vantages. It involves the use of identical 
State tax definitions (taxpayer, tax base, 
tax calendar, etc.) by all local jurisdictions. 
While some State definitions may leave 
scope for improvement, the advantages of 
uniformity for ease of compliance are self- 
evident. The local supplement is collected 
together with the State tax, eliminating 
the need for duplicate administration, with 
corresponding alleviation of compliance 
burdens. Where the local jurisdiction is 
charged a fee for the collection of its tax, 



these funds supplement the State's own 
typically inadequate appropriations for 
tax enforcement. 

The tax supplement, moreover, leaves 
the responsibility for imposing the tax and 
fixing its rate (generally within limits pre- 
scribed by the State) with the local juris- 
dictions. It enables the electorate in each 
jurisdiction to balance the case for the tax 
against the need for the additional local 
services and thus leaves scope for intrastate 
differences in the level of government 
services (necessarily at the cost of intrastate 
tax-rate differentials). However, the de- 
gree of local autonomy exercised in these 
situations may be ephemeral only. Ex- 
perience suggests that frequently when 
local governing bodies are granted au- 
thori ty (without referendum requirement) 
to add local tax supplements, the tendency 
is to utilize the authority. This appears to 
be the burden of the experience with local 
sales-tax supplements in California and 
Illinois. And even in Mississippi, where 
a I-percent local rate can be imposed only 
with electoral approval (a rate of 1/2 of 
1 percent can be voted by the governing 
body but citizens have the right to initiate 
a referendum), 15 1 municipalities now 
levy local sales taxes, and the voters in 
three-fourths of them have approved the 
higher rate. Examples can be cited, how- 
ever, to demonstrate the contrary, par- 
ticularly if the authority is subject to elec- 
toral approval. 

Since the proceeds of local supplements 
accrue by definition to the imposing juris- 
diction (the revenues are left in the juris- 
dictions where they are collected), prob- 
lems of allocation among jurisdictions 
present in grants-in-aid and shared 
revenues are avoided. By the same token, 
however, variations in need relative to 
local resources are disregarded. 

Recent experience with tax supplements 

has been particularly successful in sales 
taxation. The device was first used by 
Mississippi in 1950 and has spread to five 
other States. Since 1955 it has been in use in 
California, where both county and city 
taxes prevail. In that State the legislative 
limit on both the county and city rate is 1 
percent, but the city tax is allowed as a 
credit against the county tax. Thus the 
net county rate within a city may vary 
from 1 percent, where the city eschews the 
tax altogether, to zero if the city levies the 
1-percent rate. Today the 1 percent local 
supplement to the 3-percent California 
State tax is statewide, all cities and counties 
levying it. 

In Illinois the privilege of adding a local 
supplement to the State's sales tax was 
utilized (as of January 1, 1964) by approxi- 
mately 1,170 out of l,25 1 municipalities 
and by 68 out of 102 counties. The sales- 
tax supplement is used also in New 
Mexico, Tennessee, and Utah. 

In Alabama, where 18 counties and 77 
municipalities impose sales taxes, a number 
of the county and city taxes are adminis- 
tered by the State Department of Revenue. 
Colorado in 1963 authorized cities impos- 
ing local sales taxes to contract with the 
State to collect their sales taxes for them. 

While tax supplements have received 
their greatest public notice in connection 
with sales taxes, the technique has po- 
tential in other areas where local taxes 
duplicate State taxes. Moreover, local use 
of the tax need not be statewide. The 
supplement would appear to have consider- 
able scope with respect to motor vehicle 
registration fees where local licensing of 
vehicles is a widespread practice. It has 
been discussed also in connection with 
local income taxes. It presents some prob- 
lem here because States tax the total 
income of their residents from whatever 
geographic source derived, while local in- 



come taxes generally apply to earnings 
from employment within the taxing juris- 
diction. 

Tax credit.-The tax credit is a device 
by which a taxing jurisdiction invites a 
subordinate jurisdiction to share with it a 
prescribed portion of a tax area. It is used 
also to enable two coordinate jurisdictions 
to share a portion of the tax. 

The purpose of the credit is accom- 
plished by permitting the taxpayer to dis- 
charge a specified portion of his tax 
liability to one (the superior) jurisdiction 
with receipts for an identical kind of tax 
paid to other (subordinate) jurisdictions. 
The credit, it will be noted, is to the tax- 
payer, and not to the taxing jurisdiction. 
Since the taxpayer's liability is the same 
whether the subordinate jurisdiction uses 
the tax (which gives rise to a credit) or not, 
the availability of the credit exerts a 
strong compulsion on the subordinate 
jurisdiction to impose the tax up to the 
limit of the credit. Why forego the tax 
when it adds nothing to the tax burden of 
the local citizen-when it merely diverts to 
the local treasury revenues which other- 
wise would go to the State? 

While the tax credit was used as early as 
19 18 to minimize international double 
taxation of Federal income taxpayers, its 
use in tax coordination among the con- 
stituent governments of the United States 
dates from 1924, when it was first em- 
ployed to give States a share of the Federal 
estate tax (chapter 10). In 1936 it was also 
employed to encourage the States to es- 
tablish unemployment compensation pro- 
grams. 

The tax credit has had only limited ap- 
plication in inter-local and State-local re- 
lations. Two States (California and Utah) 
are using it to limit the aggregate of city 
and county sales taxes by requiring the 
county to allow credit for the sales tax paid 

to cities. The city of Louisville and Jeffer- 
son County, Kentucky, provide an example 
in the local income tax field. Both the city 
and the county impose an income tax 
("occupational license") at the same rate. 
Jefferson County allows taxpayers subject 
to the Louisville &ax a credit for that tax. 
An example of the use of the tax credit 
in State-local tax relations is the Florida 
cigarette tax credit. In 1949 Florida au- 
thorized municipalities to levy cigarette 
taxes at a rate not exceeding the State 
rate of 5 cents a package (increased to 
8 cents by the 1963 legislature), with a 
corresponding tax credit against the State 
tax. All jurisdictions promptly imposed 
5-cent cigarette taxes (now 8 cents). In 
Florida the State collects the tax, withholds 
4 percent of collections to cover adminis- 
tration costs, and returns the balance to 
municipalities in proportion to collections. 
Proceeds of the tax in areas outside munici- 
palities are reserved for the State. Other 
incidental uses of the credit occur here and 
there. Virginia, for example, allows mu- 
nicipal taxes on shares in incorporated 
banks to be credited against the corres- 
ponding State tax. 

In view of its coercive aspects, the tax 
credit is closely akin to a State-imposed tax 
shared with subordinate jurisdictions on 
the basis of collections. In its Florida ap- 
plication, the tax credit in effect produces 
a State-collected, locally shared cigarette 
tax. 

In its more familiar application, as in 
the Federal estate and unemployment in- 
surance taxes, the credit is consistent with, 
and in fact contemplates, State tax rates 
in excess of the tax credit. In a State-local 
context, a case could be made for limiting 
local rates to the amount of the credit in 
order to avoid intercommunity tax rate 
differentials. 

While the local and State taxes based on 



a tax credit are separately administered, the 
benefits of superior State administration 
spill over to local jurisdictions so long as 
the State retains a significant enough share 
of the tax to leave it with an incentive to 
make an enforcement effort. This would 
not be the case where the credit absorbs 
substantially all of the nominal State tax 
liability. 

Perhaps the strongest feature of the tax 
credit is its tendency to equalize tax rates 
among jurisdictions, thereby curtailing in- 
tercommunity tax competition. While tax 
rate differentials are precluded only if the 
local tax rates cannot exceed the credit, 
some equalizing tendency prevails even in 
the absence of local rate ceilings. The tax 
credit enables each jurisdiction to impose a 
tax rate up to the amount of the credit 
without affecting the combined State-local 
tax liability. This serves as a floor below 
which competitive tax rate cutting is elimi- 
nated because the tax credit makes it 
pointless. 

Tax sharing.-The most familiar inter- 
governmental device in State-local tax rela- 
tions is the shared tax. The tax is imposed 
by the State and its yield shared with local 
governments. Typically the tax is State 
administered, On occasions, however, as 
in the case of some State death duties and 
automotive license fees, it is locally ad- 
ministered with a portion of collections re- 
tained by the administering jurisdiction. 

The advantages of a State-imposed and 
locally shared tax over separately imposed 
State and local taxes are several, Dual tax 
administration is eliminated. Local gov- 
ernments are afforded the benefit of the 
State's superior enforcement facilities. It 
eliminates scope for intercommunity tax 
rate competition and results in a statewide 
tax rate level deemed ccmsistent with State 
policy. These benefits are obtained with- 

out impairing local independence with re- 
spect to expenditures. 

Local sharing of State taxes, however, is 
not without its shortcomings. Local fiscal 
independence is impaired to the extent 
that decisions as to the kinds of taxes used, 
tax rates, etc., are removed from local de- 
termination. Conceivably some jurisdic- 
tions have no need for the revenue or 
would prefer to do without the tax burden 
and the revenue. The basis of sharing, 
moreover, poses difficulties akin to those 
present in grants-in-aid and exposes local 
jurisdictions to the fortunes of the political 
power balance in State councils. Tax shar- 
ing does have a practical advantage over 
grants-in-aid in that it escapes the periodic 
budget debate over how much should be 
appropriated for it. 

A common basis for tax sharing is col- 
lections within each jurisdiction. This is 
readily workable with respect to such rev- 
enues as motor-vehicle registration fees or 
taxes on utility services. Here the geo- 
graphic origin of the revenue can be read- 
ily identified. The task is more difficult, 
however, in the case of general sales taxes 
since the distribution of revenues on the 
basis of collections will overstate the con- 
tribution of the marketing areas. It is most 
difficult in the case of income taxes because 
a resident normally files his tax return in 
the jurisdiction where he resides and a 
business organization where its headquar- 
ters are located while the income of both 
may and probably does represent activity 
scattered over a larger area. 

Because of these kinds of considerations, 
distribution of revenues on bases other 
than collections is not uncommon. Some- 
times population or school enrollment is 
used. In the case of automotive taxes, the 
distribution formulas may be related to 
highway needs. Objective standards for 
distribution, however, are illusive. Where 



the bases of distribution are collections or 
population within each jurisdiction, the 
effect may be at marked variance with rela- 
tive need, with excessive distributions to 
some jurisdictions and inadequate shares to 
others. 

Finally, since distributions are on the 
basis of collections, the yield of shared 
taxes fluctuates from year to year and 
shifts the burden of adjusting expenditure 
levels from the State, which typically is 
better able to absorb it, to local jurisdic- 
tions. This consideration, however, has 
more relevance in comparing shared taxes 
with grants-in-aid than with other State- 
local tax arrangements. 

Tax sharing may well serve as a substi- 
tute for locally imposed taxes where they 
are widespread within the State, especially 
if the local tax rates tend to be uniform. 
In 1961 Maryland increased its State cig- 
arette tax by 3 cents, the approximate rate 
of the prevailing county cigarette taxes, 
and earmarked the added revenue for 
counties, on the basis of population. At 
the same time, it prohibited the further 
imposition of local cigarette taxes. By this 
measure, it made the State's more efficient 
and economical enforcement resources 
available to the counties, and eliminated 
intrastate tax rate differentials. 

Coordination Possibilities 

I n  its report on Local Nonproperty 
Taxes and the Coordinating Role of the 
States, this Commission concluded that the 
widespread use of miscellaneous kinds of 
local taxes across the country poses prob- 
lems of public policy and affords State 
governments an opportunity to foster State 
and national objectives by maximizing the 
effectiveness and minimizing the adverse 
results of local tax practices. Admittedly 
the interstate variation in division of func- 
tions, taxes, and financing arrangements 

and the intrastate variation among dif- 
ferent local jurisdictions preclude the 
formulation of generally applicable pre- 
scriptions for State coordination of local 
taxes. Local government finance in the 
United States is a heterogeneous institu- 
tion, nationally as well as within most indi- 
vidual States. Our sketchy description of 
State-local tax arrangements involving some 
80,000 separate taxing entities makes this 
abundantly clear. While the Commission 
recognized the improbability that local 
fiscal problems are susceptible to common 
solutions, it had no difficulty in identifying 
a number of techniques with substantive 
potential in at least some States and tax 
areas. Accordingly it set forth a number 
of general guidelines it believes to have 
potential usefulness in some situations in 
some States, probably none in all of the 
States. Specifically, the Commission sug- 
gested that:' 

(1) The case for most nonproperty taxes 
is strongest in the large urban places. Even 
here, these taxes are best imposed coopera- 
tively by a group of economically inter- 
dependent jurisdictions. Therefore, the 
city and the other jurisdictions comprising 
an economic area should be provided with 
(a) uniform taxing powers and (b) au- 
thority for cooperative tax enforcement. 
The States should take active leadership in 
promoting the pursuit of coordinated tax 
policies and practices by these economically 
interdependent jurisdictions. 

(2) In States where a particular tax, such 
as the sales or income tax, is in widespread 
use by local governments and is simultane- 
ously used also by the State, the most 
promising coordinating device is the local 
tax supplement to the State tax. It gives 
local jurisdictions access to the superior 

4 Advisory Commission on Intergovernmental Relations, 
Local Nonprbperty Taxes and the Coordinating R d e  of 
the States, September 1961, p. 6. 



enforcement resources of the State and 
eases taxpayer compliance but leaves the 
decision to impose the tax to local ini- 
tiative. 

(3) In situations where a particular non- 
property tax is widely used locally but the 
State does not itself use the same tax the 
State can nonetheless help local jurisdic- 
tions by facilitating the pooled administra- 
tion of the separate local taxes by a State 
administrative agency; alternatively, it can 
authorize local jurisdictions to join in 
creating such an administrative agency for 
themselves. 

(4) States can minimize needless variety 
among local nonproperty taxes by accom- 
panying the authorization for using them 
with generaly applicable specifications with 
respect to their structure (tax base, ex- 
emptions, etc.) and administrative features. 

(5) Individual States' tax policy should 
aim to limit local government to the more 
productive taxes. Local jurisdictions 
should be discouraged from levying many 
different kinds of taxes, none of which 
produces enough to warrant reasonably 
good enforcement. Extensive tax diversi- 
fication is not practicable at the local level, 
especially in the smaller jurisdictions. 

(6)  States should provide their local 
units with technical assistance by serving 
as a clearinghouse of information on tax 
experience in other parts of the State and 
country, by providing training facilities for 
local tax personnel, by giving them access 
to State tax records, and where it is ap- 
propriate, by employing sanctions against 
State taxpayers who fail to comply with 
local tax requirements. 

(7) While the tax-sharing device may 
run a poor second to grants-in-aid, where 
the objective is to provide State financial 
assistance to local units on a stable basis, 
it has distinct advantages as a substitute 
for locally imposed taxes where they are 
widespread within the State, especially if 
the independently imposed local tax rates 
tend to be uniform. 

(8) The tax credit device affords little 
scope for State-local tax coordination. Its 
chief value is in coordinating the use of 
the same tax by overlapping local units, as 
for example, county and city sales taxes, 
and for reconciling the competing taxing 
jurisdiction of two or more States, as in the 
case of State taxation of the income of 
nonresidents. 



Appendix 
AGENCIES ADMINISTERING MAJOR STATE TAXES, JANUARY 1, 1964 

Income S h  Gasoline Motor Vebicle Tobacco 

Alabama Department of Rermtte Department of Revenue Department of Revenue Department of Revenue Department of Revenue Dcpartment of Revenue AIcohoLc Beverage 
Contml Board 

Departnxnt of Revenue 
Tax Commission 
Department d Revenue 
Board of Equalization 

Department of Rwenue 
Highway Department 
De~artIUctIt of Revenue 

Department of Revenue .................... 
Tax Commission Tax Commission 
Department of Rmnue  Department of Revenue 
Franchw Tax Board Board of Equalrzahon 

Department of Revenue 
Highway Department 

Department of Revenue 
Treasurer 
Department of Revenue 
Controller 

Alaska 
Arizona 
A r k a n s ~  
CJifornra 

Colorado 
Connecticut 

Deputment of Revenue 
Tax Commission 
Department of Revenue 
Board of Equalization 

*rt&nt of Revenue 
Board of Equal~zatton Debartment of Motor 

Vehicles 
Department of Revcnue 
Commissioner of Motor 

Department of Revmue Department of Revenue 
Tax Commissioner Tax Commissioner 

Department of Revenue 
Tax Commisdoner 

Department of Revenue 
Tax Commissioner 

Depnrtment of Revenue 
Tax Commissioner 

.................. 
Tax Commissioner 

veh+ 
Commrssroner of Motor 

Vehicles 
Commissioner of Motor 

Vehicles 
Department of Revenue 
County Treasurer 
Department of Law 

Tax Department .................... Highway Department Tax Department Tax D+putment Delaware Alcoholic Beverage 
Control Commrssion 

Beverage Department .................... Revenue Commission Revenue Commission Beverage Departmmt 

Department of Revenue Department of Revenue 
Department of Taxation Department of Taxation 

Department of Revenue 
Department of Taxation 
Tax Collector 

Departmcnt of Revenue Department of Revenue 
Department of Taxation Department of Taxabon 
Tax Collector Tax Collector 

Department of Revenue 
Department of Taxation 
Tax Collector 

Georgia 
Hawaii 
Idaho 

Illinois 
Indiana 

Tax Collector .................... 
Enforcement 

Secretary of State 
Secretary of State 

.................... Department of Revenue 
Department of Revenue Departmcnt of Revenue 

Departmcnt of Revenue 
Departcnent of Revenue 

Department of Revenue Attorney General 
Deputment of Revenue Department of Revenue 

Tax Commission Tax Commission 

Department of Revenue Department of Revenue 

Dcpartment of Revcnue 
Alcoholic Boverage 

Commission 
Tax Commission Tax Commission Tax Commission T m s u m  De artment of Public 

&f* 
Highway Commission 

Iowa 

Department of Revenue Department of Revenue Departwnt of Revenue De artmentof Revenue/ 
8i-r, Alcnholic 
Beverage Control 

Department of Revenue 
Department of Revenue 
liquor Commission 
Comptroller 

Deprrtmcot of Revenue Departmcnt ot Revenue 
Department of Revenue Department of Revenue 

Department of Revenue 
Department of Revrnue 

Department o: Revcnue 
Departmcnt of Revenue 

Department of Revenue Dcpartment of Revenue 
Department of Revenue Local 
Bumu of Taxation Bureau of Taxation 

Kentuch 
LouisIaoa 
Maim 
Maryland 

.. .; ................ Bureau of Taxation 
Comptrolls Comptroller 

Bureau of Taxation 
Comptroller 

Secretary of State 
Commissioner of Motor Comptroller h a 1  

Vehicles 
Registrar of Motor 

Vehicles 
Secretary of State 

.................... Commi+rioncr of Corpo- 
ration and Taxatlon .................... Department of Revenue 

Commissioner of Cqpa- 
ration and Taxabon 

Department of Rwenue 

Commissioner of Corpo- Comnlissioner of 
ration and Taxation ratton and Taxabon 

Department of R m u e  Department of Rwenue 

Commissioner of C o p  
ration and Taxatmn 
uor Control 

Li'tommisrion 
Liquor Contml 

Commission 
Tax Commission 

M e u a c h ~  

Michigan 

Department of Taxation .................... 
Tax Commission Tax Commission 

Department of Taxation Secretary of State Department of Taxation 

Tax Commission 

Departmmt of Taxation 

Tax Commission 

Department of Revenue 
Board of Equalization 

Tax Commissioner 

.................... 
Tax Commission 

Department of Treasury 

Bureau of Revenue 

Department of Taxa- 
tion and Finance 

Department of Revenue 

Minnesota 

~issisrippi Motor Vehicles 
Comptroller 

Department of Revenue 
Board of Equalization 

Motor Vehicles 
Comptroller 

Department of Revcnue 
Registrar of Motor 

Vehicls 
Department of Roads 

and Irrigation 
Department of Motor 

Vehicla 
Commissioner of Motor 

Vehicles 
Department of Law and 

DePu:LY?Mot(K 
Ehicles 

Department of Motor 
Vehicles 

Dc rtment of Motor 
G i c l e s  

Highway Dc~arhnent 
Registrar of Motor 

Vehicles 

Department of Revenue Department of Revenue 
Board of Equalization .................... Departmmt of Revenue 

Board of Equalization 
Department Liquor Control of Rnmue  Board 

Department of Agricul- 
ture and Inrpection 

Tax Commissron 

Department of Agricul- 
ture and Inspection 

Tax Commission 

Liquor Contra1 
Commission 

Tax Commiuion 
NcbrMh 

Nevada 

........................................ 

.................... Tax Commission 

Commiaioner of Motor 
Vehicles 

Department of Treasury 

Tax Commission Liquor Commission New Hampshire 

New Jmq 

New Mexico 

Department of Treasury Department of Treetuq 

Bureau of Revenue Bureau of Revenue Bureau of Revenue Bureau of Revenue Bureau of Revenue 

Departmmt of Taxa- 
tlon and Finance 

Department of Revenue 

Department of Taxation 
and Finance .................... 

New York 

North Cuolina 

Department of Tarn- .................... 
hon and Finance 

Department of Revenuc Department of Revenue 

Tax Commissioner Tax Commissioner .................... Tax Commissioner 

Department of Tam- 
tion and Finance 

Department of Revenue 

Tax Cornmissloner Tax Commissioner 
TIX Commissioner Trx Commirsiomr 

Treasum 
Tax Commtsiona 

North D h h  
Ohio 

Auditor 
Tax Commisdoner 



Oklahoma Tax Commission Tax Commission Tax Commission Tax Commission Tax Commission Tax Commission Tax Commission 
Oregon Tax Commission . . . . . . . . . . . . . . . . . . . . Department of Motor Department of Motor . . . . . . . . . . . . . . . . . . . . Treasurer Liquor Control 

Pennsylvania 
Rhode Island 

South Carolina 
South Dakota 

Tennessee 
Texas 
Utah 
Vermont 

Virginia 

Washington 
West V~rginia 

Wisconsin 

Wyoming 
District of Columt 

Department of Revenue 
De artmcnt of 

idministration 
Tax Commission ...................* 

Department of Revenue 
Department of 

Administration 
Tax Commission 
Department of Revenue 

Vehicles 
Department of Revenue 
Departmept of. 

Admintstratlon 
Tax Commission 
Department of Revenue 

Vehicles 
Department of Revenue 
Registrar of Motor 

Vehicles 
Highway Commission 
Department of Motor 

Vehidu 
Department of Revenue 
Highway Department 
Tax Commission 
Motor Vehicles 

Department 
Diviston of Motor 

Vehicles 
Department of L i m e s  
Department of Motor 

Vehicles 
Motor Vehicles 

Department 
Department of Revenue 
Finance Officer 

Department of Revenue 
Department of 

Administration 
Tax Commission 
Department of Revenue 

Department of Revenue 
Department of 
Administration 
Tax Commission 
Department of Revenue 

Commission 
Department of Revenue 
De Akministratton artmcnt of. 

Tax Department Commission of Revenue 

Department of Revenue .......-......*..... 
Tax Complission 
Commiss~oner of Taxes 

Department of Revenue 
Comptrolle~ 
Tax Comnussion .................... 

Department of Revenue 
Comptroller 
Tax Commission 
Motor Vehicles 

Department 
Divislon of Motor 
Vehicles 
Department of Licenses 
Tax Commissioner 

Department of Revenue 
Comptroller 
Tax Commission 
Commissioner of Taxes 

Department of Revenue 
Comptroller 
Tax Cornmissloner Complission of Taxes 

Department of Revenue 
Liquor Control Board 
Ta i  Commission 
Commissioner of Taxa 

Department of Taxation Department of Taxation Department of Taxation Department of Taxation 

Tax Commission 
Tax Commissioner 

Tax Commission 
Tax Commissiona 

Tax Commission 
Tax Commissioner 

Liquor Control Board 
Liquor Control 

Commission 
Department of Taxation 

.................... 
Tax Commissioner 

Department of Taxation Department of Taxation Department of Taxation Department of Taxation Department of Taxation 

Department of Revenue 
Finance Officer 

Department of Revenue 
Finance Officer 

Department of Revenue 
Finance Offica 

Department of Revenue 
F~nance Officer 

Liquor Commission 
Finance Offica 

.................... 
)ia Finance Officer 

Source: Federation of Tax Administrators. Tax Mministrdtors News, Vol. 27. No. 7. July 1963 (updated to January 1.1964). 
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