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State Capitol
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Gentlemen:
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of the State Tax Commission covering the two-year period
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Respectfully submitted,

STATE TAX COMMISSION.

IRWIN ARNOVITZ,
Chairman.

R. E. HAMMOND,

H. P. LEATHAM,

B. H. ROBINSON.
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regarding new legislation go more to the
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shift personnel between divisions to meet peak loads on any

particular division without employing extra personnel.

It has

offered additional incentive to employees through the possi-
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bility of advancements in divisions other than that in Wthh
they were first employed.

The work of the tax commission has been so organized that
the departments are interdependent and the administration
of all must of necessity be treated as a unit.’ The accompany-
ing chart will indicate more clearly this interdependency as
well as the detail of the organization itself.

PERSONNEL

During the biennium under review here, the commission has
followed a merit system in all matters affecting employment
of personnel and promotions.

It has always been found necessary to engage a force of
extra men to assist in motor vehicle registration during Janu-
ary and February. Vacancies occurring during the year in
clerical positions have usually been filled from among those
who have shown the best promise. Stenographic help is se-
cured from lists of those who have passed competitive examina-
tions. Junior auditors have been chosen from those who have
succeeded in competitive examinations. Positions requiring
a greater degree of professional training, such as accounting
and the law, have been filled by choosing men who have shown
special aptitude for such work.

Nearly all positions within the commission holding great-
er responsibility and trust have been filled by men and women
advanced because of ability they have demonstrated in other
positions within the various subordinate departments. Since
the organization of the commission in 1931 there have been
no upheavals occasioned by political turn-over or changes in
membership of the commission itself.

Encouragement has been given for people in the em-
ploy of the commission to pursue various means of in-
service training designed to improve their efficiency as
well as to prepare them for advancement. Many have taken
advantage of regular courses offered by the institutions
of higher learning. Others have been benefited by schools
of training organized by the department itself. Various
text books have been provided for reading. Tax reporting and
other services have been subscribed for to keep abreast of
‘developments in other states as well as on economic trends.
The commission has further subsecribed to membership in
various national organizations of tax and motor vehicle ad-
ministrators and actively participated in interstate and na-
tional conferences pertinent to the administration of the various
acts under its jurisdiction.

GRS

STATE TAX COMMISSION 7

Through the means above indicated, we believe there ha.s
been established a corps of competent, well trained and effi-
cient personnel in all departments, many of whom are follow-
ing this field of public service as a career.

Within the limits prescribed by budgets appropriated })y
the legislature, the commission has attempted to pay salaries
commensurate with the professional attainment of those em-
ployed. Some progress has been made in the adjustment of
salaries during the past two years but in many cases the
salaries are not competitive with those paid in private indus-
try where a similar degree of training is required and a com-
parable degree of responsibility is imposed.

OFFICE QUARTERS

The increased complexity of the tax structure imposed in
recent years to finance various social reforms, together 'Wi'th
other new administrative duties imposed upon the commis-
sion, have necessitated a rapid expansion of the department.
Under this expansion the problem of providing adequate
quarters hag become acute.

The main office space originally provided on the ground
floor of the Capitol was supplemented several years ago by
opening up the basement formerly used for storage. This has
now been expanded until the department has nearly exhaus!;ed
the potential facilities available below the ground level. During
the past biennium further expansion was made necessary to
accommodate the driver’s license division. This was done by
taking over an additional wing of the ground level.

None of the major office divisions occupied were ever
constructed for office space. In the main they were formerly
open hall ways or open storage space. No provision was made
for proper heating, lighting or ventilation of the areas. _These
deficiencies have been partially overcome by various instal-
lations but the quarters occupied fall far short of desirable
standards. The arrangement is poor, the space insufficient and
the quarters generally are not healthful. It is, in short, an
injustice to the employees to expect them to render their
best service in such quarters and a definite impairment of
efficiency and health of the people employed results.
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BRANCH OFFICES

During the past year the commission has expanded its
policy of recentralization. We have established additional
branch offices to place the facilities of the commission closer
to the various geographic centers and have added to the staffs
of other branches previously established. We now maintain
branch offices throughout the yvear at Logan, Ogden, Provo,
Cedar City, Richfield and Price. These offices are opened at
least part time to receive reports and payments, to handle motor
vehicle and driver license work, as well as to advise and coun-
sel taxpayers. Division auditors are also assigned to work
from these headquarters in auditing accounts of various tax-
payers in their territories.

During the season for re-registration of motor vehicles
futher decentralization is made for the convenience of the
taxpayer. We maintain branch offices for short periods in
Tremonton, Brigham City, Salt Lake City, Tooele,  Fillmore,
Beaver, Mt. Pleasant, Manti, Duchesne, Roosevelt, Randolph and
Vernal as well as a station for registration of cars throughout
the year at Santa Clara, all in addition to the permanent branch
offices previously listed.

Further extension of the policy of decentralization to han-
dle the automobile registration work during the first two
months of the year appears advisable. Service is provided for
the automobile owner near at home. Long lines of waiting mo-
torists in the Capitol have been largely eliminated. The con-
gestion of applications sent in by mail to the central office
in the Capitol has been noticeably reduced and without
any increase in costs of administration per unit handled.

Inasmuch as many of the taxpayers doing business with
the branch offices also have ocecasion to call at the offices
of the county taxing officials, we have located the branches
in the county buildings wherever possible. Office facilities
have uniformly been extended rent free in all such public
buildings. The absence of suitable facilities not otherwise
occupied in the new Weber county and Ogden city building,
and the lack of quarters in a public building in Cedar City,
have made it necessary to engage other office space at nominal
cost in both places.

®
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Schedule Showing Branch Office Activities for the
Biennium Ending June 30, 1940

Number of N(f). gggé
Loca- Regular No. e 0 Son
tion Employees of ass_st tesl
of Audi- TItems Audit- Ec:
Office Adm. tors Handled Amount ed ities
Ogden 3 3 61,047 $611,894.39 1,398 $24,504.54
Provo 3 2 49,783 494,955.26 646 13,3?5.00
Logan 2 1 28,528 287,134.14 724 10,050.45
Not : 1
Price 1 1 available 109,631.62 297 7,812.32
] Not i 3
Richfield 1 available 59,492.89 287 4,876.60
Not -
Cedar City 1 available 35,620.58 243 5,017.13
Not :
Temporary available 32542338 3,032.11

$1,924,152.26 3,595 $68,688.15

This schedule does not completely port.ray the scope (?f thet
work conducted at these offices. In addition to the receipt of

- taxes and the auditing work conducted, the employees make

field contacts for collecting delinquent accoqnts,. seculfmg.(‘ie-
linquent returns and making special investigations requu(.ed
in the administration of the various taxes. Also many rer'nl-t-
tances made direct to the Salt Lake City office have their origin
in the branch office. Employees are also available to discuss
tax problems and give advice and assistance as to rules and
regulations pertaining to the tax statutes. :

The maintenance of these branch offices is sound admin-
istrative policy. In view of the total service rendered and the
work accomplished, the costs appear to be reasonable and
warranted. No additional permanent offices are contemplated
in the immediate future. The commission plans to conce‘an‘trate
on improvement of the present offices to increase both _eff1c1ency
and production before launching any further expansion.

PUBLIC RELATIONS

A voluntary compliance with a tax is an al"cogether essen-
tial requirement. With all the enforcement poss1b1e. to apply, it
is recognized that the results are neither as satisfactory or
effective as are obtained from a taxpaying group voluntarily
cooperating with the administrators. : :

With this in mind the commission has followed a policy
of maintaining close contact with the taxpayer. Informal meet-
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ings have been arranged with various trade groups and in-
terested taxpayers to promote a better understanding of the
various tax acts. Difficulties of administration have been
worked out, all tending to create a more helpful and harmonious
application of the tax acts. In several instances amendments
to the statutes have been discussed cooperatively with the trade
groups most immediately affected.

The commission has also been sensitive to the need of de-
veloping a friendly and cooperative note in all correspondence
and has through this and other means tried to cushion the im-
pact of the tax collection process upon the taxpayer.

The commission believes a great deal of progress has been
~made in removing unnecessary obstacles and irritations in the
tax collection processes. Taxes are historically a constant
irritation to the body politic. Without a spirit of coopera-
tion and helpfulness being shown by the administrator, they
become obnoxious. )

APPROPRIATION AND FINANCE

Budget approprations of all the taxes coming under the
supervision of the tax commission are administered by the
secretary under immediate direction of the commission. Cost
records have been kept during the entire existence of the
commission which accurately reflect the actual cost of ad-
ministering each tax. These costs, with the exception of the
Ogden and Cedar City offices, do not include rent, light and
heat as they are covered in the building expenses in which
offices are located.

The commission has adhered closely to the policy of stay-
ing within the budgets as fixed by the legislature. It was
necessary, however, for additional funds to be obtained to op-
erate the driver’s license division during the current biennium
under a program recommended by the Utah Traffic Safety
Council.

Costs of administration here compare very favorably with
the costs of the other states having similar tax structures.
However, attention should be called to theé cost to administer
the driver’s license division in comparison to collections.
The charge made in Utah for an operator’s license is much be-
low that charged in other states and should be increased in
order to at least offset administration costs. On the other
hand, the costs of administering the motor fuel, car and bus
companies, insurance companies, and mine occupation taxes are
exceptionally low. ‘ :

STATE TAX COMMISSION

SPECIAL TAX COLLECTIORS
FOR THE FISCAL YEARS 1939 & 1940
AND THE COST OF COLLECTION

Blackened Area represents comparisen of cost of collection to collectdons
Circle Area represents 100% collectlons

_OLECUARGARTNE, TAX
OUNT _OF 5 1940
Cg&s,%CTgl&i é%)! ECTIONS 1939 )

CS'EE%GTQEN %‘ﬁ%&l%&

$ 732,07 § 22,670,717

i

$ 840,30 $18,164.81

S

PUBLIC SERVICE COMMISSION FUND

1939 1940
$  98.74 ¥ 37,844.02
§  4B.47 § 38,085.53 7
BEER TAX
1939 1940

$112,698.38 ¢ 1,225.4 $116,801.53
$1,325.72 698

CAR & BUS COMPANY TAX
1939

1940

114,656 /9‘ ‘s 322,17 $124,118.93
271,19 $114,656.4 -

OPERATORS' AND CHAUFFEURS' LICENSE PEE
1929 1940

@

1
(11 \
i1

$37,922.29  § 24,490.50

.. ‘$ 21,488.00
B B2 154.84%
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SPECIAL TAX COLLECTIONS
FOR THE FISCAL YEARS 1939 & 1940
AND THE COST OF COLLECTION

Blackened Area repfesants comparison of cost of collection to collections
Circle Area represents 100% collection

608Fcrdbn  BHPENE:S LNARLTANGE ThY s
s 1939 : 1940 OPFechioy  MiouMT OF

$17,185.82 6,284.10
s $336,284 $16,918.76  $164,412.77

_MINE OCCUPATION TAX
1939 1940

$ 120,05 $327,699.15 : $ 238,16 $483,284.03
7 i 9<B4

CIGARETTE TAX
1939 1940

$5,090.65 §348,920.60
48,9 $4,975.03  §380,441.50

@

INSURANCE COMPANY TAX
1939 1940

$1,252.23  £413,920.80 4 mle e b
1 ,230.02

S Ggglsgﬂ’l‘?&l é%g}f%ngﬁs 1939

STATE TAX COMMISSION 13

SPECIAL TAX COLLECTIONS
FOR THE FISCAL YEARS 1939 & 1940
AND THE COST OF COLLECTION

Blackened Area represents comparison of cost of collection to collections
Circle Area represents 100% collection

INDIVIDUAL INCOME TAX COST OF JMOUNT OF
1940 COLLECTION COLLECTLONS _

§ 34,149.85 $ 692,298.33 £ 41,849.75 € 802,793.27

CORPORATION FRANCHISE TAX
1939 1940

$18,818.17 § 947,408.92 ¢ 21,602.55 $ 854,148.43 .

MOTOR VEHICLE REGISTRATION. FUND
1939 1940

§ 95,042.00 §1,066,423.39 $112,370.38  $1,098,198.64

. SALES AND USE TAX
1939 1940

§ 97,304.15 $3,635,502.90 @ $ 92,063.26 $4,221,677.30

MOTOR FUEL TAX
1939 1940

$ 12,377.15 §3,644s535.66 O $ 15,415.45 $3,874,557.12
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In order to keep a constant control of expenditures, state-
ments are made at the end of each month setting forth the
expenses applying to each appropriation. Careful analysis
is made of each statement in order to effect any economies
possible.

Appropriations made by the legislature during the bien-
nium have enabled the commission to do a reasonably satis-
factory job. The division of the appropriation by tax accounts
has imposed rigid limitations on a few departments.

The appropriations are being spent almost to the last
dollar, as it is felt that such expenditures for tax administra-
tion tend to apply the full force of the taxing laws uniformly to
all and actually increase revenue collections. Within reason-
able limits such expenditures represent sound investment under
the theory that if a tax is to be levied, it should be levied and
collected uniformly. The amount of tax due the state is large-
ly unknown and depends upon the effectiveness of adminis-
tration and the full and voluntary compliance of the tax-
payer. . . _

On the latter point the state is exceptionally favored in
having a citizenry which recognizes its obligation and so gen-
erally responds to carrying a tax load. The administration
problem is in the great majority of cases one of acquainting
the taxpayer with the detail and application of the tax so that
they may comply. This is responsible in large measure for
the favorable showing made by the commission as to the percent-
age of the revenue spent for assessment and collection.

Further improvement can and is being made, yet the
costs of collection are comparatively low, the revenue yield
under the several taxes is consistently high considering rates
and economic background of the state, and a reasonable uni-
formity is being administered to all taxpayers.

Further study of the statistical data and charts attached is
respectfully invited. More detailed analysis of the costs and
collections under each tax may be found in schedules Nos. 53
to 58 appended to this report.

APPROPRIATION ACCOUNTS SHOWING EXPENDITURES
FOR FISCAL YEAR ENDING JUNE 30, 1939
General Fund:

Unexpended balance July 1, 1938.... $131,850.60

Expenditures: T
Salaries ... $105,163.99
Travel ... 9,642.47

Office expense and equipment._.. 17,044.14 131,850.60
Unexpended balance July 1, 1939 _. None

1
|
.
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Sales and Use Tax Appropriation

Unexpended balance July 1, 1938___. $ 97,304.15
Expenditures:

Salaries ... $ 80,785.17

Travel .o 5,607.97

Office expense and equipment.... 10,911.01 97,304.15
Unexpended balance July 1, 1939.... None
Gasoline Tax Appropriation .
Unexpended balance July 1, 1938__.. $ 12,377.15
Expenditures:

Salaries ... $ 10,247.08

Travel ..o 1,137.35

Office expense and equipment ... 992.72 12,377.15
Unexpended balance July 1, 1939 __.. None
Motor Vehicle Registration
Unexpended balance July 1, 1938.. $ 95,042.00
Expenditures:

Salaries ... $ 57,420.28

Travel .o 615.72

License plates ... 19,187.00 4

Office expense and equipment ... 17,819.00 95,042.00
Unexpended balance July 1, 1939 .. None
Vehicle Control (Operators’ License)
Unexpended balance July 1, 1938.... $ 19,430.30
Expenditures:

Salaries ... $ 5,538.32

Trvael e 24.05

Office expense and equipment.... 13,867.93 19,430.30
Unexpended balance July 1, 1939 None
Gross Ton Mile Tax
Unexpended balance July 1, 1938.... $ 4,143.21
Expenditures:

Salaries. ... $ 38,841.53

Travel ..o 152.56

Office expense and equipment ... 106.05 4,100.14
Lapsed to general fund ... ... 3 43.07
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APPROPRIATION ACCOUNTS SHOWING EXPENDITURES
FOR FISCAL YEAR ENDING JUNE 30, 1940
General Fund:

Appropriation for biennium ... $285,000.00
Expenditures:

Salapiey .o oo T G e $109,228.06

Travel ot = i S . 8,174.81

. Office expense and equipment.... 24,533.57 141,936.44
Unexpended balance July 1, 1940.... $143,063.56

Sales and Use Tax

Appropriation for biennium ... $200,000.00
Expenditures:

Salaries .o . o gL o e $ 74,254.59

Bravel . oot s 3,797.24

Alokeny "o Col. v o Toe F e 3,286.80

Office expense and equipment.. 10,724.63 92,063.26
Unexpended balance July 1, 1940.. $107,936.74
Gasoline Tax
Appropriation for biennium...... ron $ 30,000.00
Expenditures:

Salaries oo $ 12,230.12

Wravel ol o o nu o 70 30— 1,302.29

Office expense and equipment 1,883.04 15,415.45
Unexpended balance July 1, 1940.. $ 14,584.55
Motor Vehicle Registration
Appropriation for biennium ... $217,575.00
Expenditures:

Salaries .l Al $ 69,092.30

raveliss s s iar uat 3 o Tend 773.88

License plates ... 20,045.07

Office expense and equipment.... 22,459.13 112,370.38

Unexpended balance July 1, 1940.... $105,204.62
Vehicle Control (Operators’ License)
Appropriation for biennium ... $ 82,000.00
Expenditures:

Salaries ... _._....$ 2365488

Bravel oo S S 4,463.25

Office expense and equipment... 9,804.16 37,922.29
Unexpended balance July 1, 1940.. $ 44,077.71
Gross Ton Mile Tax
Appropriation for biennium ... $ 3,894.30
Expenditures: ,

None

Unexpended balance July 1, 1940.. 3,894.30-

L g
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DEPARTMENTAL SUBDIVISIONS
ACCOUNTING DEPARTMENT

The accounting department is the financial division of the
commission. It is here that the taxpayer presents his tax re-
turn for payment, either in person or through the mail. It is
here that he comes for his motor vehicle license plates, his
cigarette, oleomargarine and beer stamps, and for sales tax
tokens, etc. It is also here that considerable statistical data
of various kinds relative to the work of the commission are
prepared.

This department handles all monies received from the
collection of special taxes. These collections are received at
the main office in the Capitol from the seven branch offices
located throughout the state and from the several temporary
branch offices opened for a short period in the spring of each
year for the issuance of motor vehicle license plates, the filing
of income tax returns and collection of taxes due from same.

This department maintains all accounting records and
general books. The basis of the accounting system is validat-
ing, through use of cash register accounting or validating
machines, all returns, applications and various other docu-
ments received. This establishes a control on all documents
and remittances. From these documents and the validation
machine tapes a detailed record of all collections and assess-
ments is made. During the 1939-40 biennium 742,276 trans-
actions or documents of various kinds were handled through

the above process.

The sale of revenue stamps and tokens in accordance with
the cigarette, oleomargarine, beer and sales tax acts is han-
dled by this department, as well as the issuing of and account-
ing for motor vehicle license plates, certificates of title and
licenses to engage in business, which include sales, cigarette,
oleomargarine, motor fuel and motor vehicle dealers licenses.

Deposits of all monies received are made daily with the
state treasurer as required by law. During the 1939-40 bien-
nium, collections amounted to $29,783,062.33, or a yearly aver-
age of $14,891,531.16. N

Remittances that cannot be cleared immediately are put
in suspense in order to deposit all remittances received without
delay. During the 1939-40 biennium the number of suspense
cases has been reduced by improved procedure from 1,371 as of
June 30, 1938 to 683 as of Juneé 30, 1940, or a decrease of 688.
The balance of suspense ‘account has also been reduced from
$9,546.45 to $9,000.91, or a decréase of $545.54.
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A continuous audit is maintained by the state auditor’s of-
fice of every transaction handled and all remittances received
and deposits made with the state treasurer. Consequently, our
records agree at all times with those of the state treasurer
and the state auditor. All employees who receive or handle
money or papers of value are bonded, thereby protecting the
state against any shortage which might ocecur.

AUDITING DEPARTMENT

To the auditing department is assigned the work of verify-
ing the correctness of tax returns filed under the various tax
statutes. Numerous other duties are performed by its mem-
bers, such as assisting taxpayers in the preparation of tax
returns, advising taxpayers on the application of the tax stat-
utes, auditing records' of branch offices of the commission;
drafting and revising tax return forms, assisting in the prep-
aration of regulations supplementing various tax statutes and
conferring with taxpayers on tax liability in cases where audits
have been made by staff members.

The department is so organized that all work is done by or
under the immediate direction of a trained and experienced
accountant. The work is divided into units so that auditors are
enabled to specialize in a particular tax.

- The technical nature of the work in investigating account-
ing systems and records has made it necessary to build a staff
specially trained in accounting. Six of its staff members have
qualified as certified public accountants. Evening classes of
instruction have been conducted for auditing division em-
ployees during the winter months, at no cost to the depart-
ment, to-study auditing procedure and practice. Increased ef-
ficiency of staff members has resulted.

An effective audit program is essential to effect an equit-
able administration of the various taxes. Experience has shown
that most taxpayers strive to make accurate returns but many
fail,” through carelessness and otherwise, to prepare proper
returns-and consequently remit an improper amount of tax.
To permit such practice to exist or develop to an appreciable
degree will result in evasion and avoidance and a consequent
shifting of taxes to other taxpayers.

It would require a large staff of auditors to make a ¢om-
plete examination of every tax return filed and the expense
would be out of line with the revenues involved. We are at-
tempting to strike a reasonable balance. Accuracy of every
return is checked and complete audits are made of the books
and records of a limited number. With our present staff we
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have been able to make a complete audit of the records of 10
per cent of taxpayers reporting during a year’s time under the
sales and use tax acts and a slightly higher percentage of those
reporting under the other tax laws.

Auditing has returned approximately $4 in increased rev-
enue for every dollar spent in making such audits during the
biennium.

ADDITIONAL TAX ASSESSMENTS AND COSTS OF
AUDITING DEPARTMENT

Personal income tax ........cooooiiiomimeeee . $ 91,548.87
Corporation franchise tax ... -.. 113,417.92
Sales and use tax ... 220,508.64
Insurance premium tax ... 58,861.64

Total additional tax ... ... $484,337.07
Cost of auditing department related to above

taxes (includes all functions performed :

by auditing department) ... . $123,232.30
Percentage of cost to additional tax .............. 25.4

Other values have been realized in addition to the actual
additional tax recovered. Experience in this and in other states
shows that an audit will avoid the accumulation of additional
tax after the audit has been made and also that the auditor
renders a service to the taxpayer by giving him advice on
methods of accounting for the tax and making proper returns.
Second examinations of taxpayers’ books and records show that
the taxpayers have usually corrected errors found in the previ-
ous audit and that if any additional tax is found due, it is
much smaller than the amount discovered through the first
audit. Taxpayers generally have extended full cooperation and
have evidenced a desire to keep proper books and records t
account for the tax. ‘

During the biennium considerable time was consumed in
developing two fraud cases which involved substantial amounts.
The number of cases which might otherwise have been covered
was thus reduced.

One problem which presents itself is the audit of concerns
who maintain their books and records outside of Utah. During
the biennium we sent an auditor to the west coast to make an
examination of concerns in that territory and the additional
expense in traveling was prorated among the taxpayers, charg-
ed to their accounts and paid by them to the state. The plan
has been mutually satisfactory to the state and the taxpayers




20 STATE TAX COMMISSION

who prefer to pay the traveling expense rather than send books
and records to the Salt Lake office.

As funds are made available the auditing staff should be
expanded to permit an increased number of audits to be made.

COLLECTION DEPARTMENT

The collection department collects all but one of the taxes
and fees administered by the tax commission when the same
become delinquent—some fifteen in number. The legal depart-
ment handles the collection of the inheritance tax. Many of
these taxes present no particular problem in their collection—
fully 95 per cent of the department’s time and effort being spent
on sales, unemployment compensation, individual income, cor-
poration franchise, cigarette and oleomargarine taxes.

A consistent reduction in delinquency effected during the
past four years has made it possible to decrease the depart-
ment’s personnel. A staff of twenty-nine full-time and six
part-time employees maintained in 1936 has been cut to sixteen
full-time and six part-time employees at present.

While the primary objective of all tax collection depart-
ments is to reduce the number of delinquent accounts occur-
ring each filing period, there are many ways employed by the
various states to accomplish this objective.

The commission has moulded its collection policy around
adherence to the exacting collection provisions of our laws,
tempered with a desire to instill in the taxpayer a spirit of co-
operation and voluntary compliance rather than a feeling of
resentment.

The commission’s attitude has been that the tax collecting
job involves more than getting the tax. No opportunity has
been overlooked to demonstrate to the taxpayer that it is mindful
of the taxpayer’s problems and anxious to be of service in any
way compatible with law. All taxpayers’ complaints are care-
fully analyzed to determine what can be done to assist the
taxpayer. Better cooperation between taxpayer and tax ad-
ministrator has resulted.

The value of this policy has been particularly noted in re-
cent years in bringing about a more voluntary compliance to
the sales tax particularly. It is noted that the number of sales
tax accounts having some type of delinquency outstanding. were
reduced from 18 per cent, the lowest point during July of 1936,
to 6 per cent, the lowest point during July of 1940. Both fig-
ures reflect the percentages of total number of accounts having
sales tax liability to report. The lowest number of delin-

®
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quent sales tax returns outstanding in March of 1939 was 308
on which there was a tax delinquency of $8,732.50. In July,
1940, the lowest number of delinquent sales tax returns out-
standing was 256 on which the sales tax delinquency amounted
to $2,945.50.

This policy of working toward getting voluntary compli-
ance has also contributed in part toward the marked increase
in sales tax revenue which is commented on elsewhere in this
report.

Tax assessments which have been regarded as uncollectible
have remained very small. For the period from December 30,
1931, to June 30, 1940, only eighteen hundredths of one per
cent of the total taxes assessed by the commission had been
transferred to the uncollectible account. This amounted: to a
total of $145,253.04 and of this sum $53,002.24 was in accounts
transferred to the tax commission when it took over the adminis-
tration of various taxes from other departments. Of assessments
of taxes made by the tax commission itself, there was only
$92,250.80, or slightly more than one-tenth of a cent on the
dollar assessed, which has been transferred to uncollectible dur-
ing the eight and one-half years of the department’s existence.

FILES DEPARTMENT

The commission has followed a practice of concentrating
as far as possible all general filing and the handling of all
clerical detail incident to the administration of the several
taxes in a single department. The two exceptions are in motor
vehicle and the driver’s license division, each of which main-
tains separate files.

The central files department is so organized as to provide
for mechanical handling of such clerical detail as mailing out
blank forms for tax reports and other information returns,
as well as sorting, classifying and distributing for appropriate
checking several hundred thousand pieces of material yearly.
It contains a complete unit for applying the addressograph sys-
tem in contacting more than 100,000 taxpayers reached under
the several taxes, as well as for checking upon the receipt of
returns from such taxpayers.

The clerical detail of handling this large volume of busi-
ness is so organized as to employ the maximum of mechanical
conveniences not only for the addressing, but for the “flag-
ging” of delinquencies in filing returns and making payments
and for the sorting in preparation for filing.

For the 1939 corporation franchise tax based on 1939
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income, 3645 blank forms were sent out for returns. In addition,
there were 260 fiduciary and 1,115 partnership returns for the

same period. Of the corporation returns 2,693 were domestic .

entirely, 745 were corporations doing interstate business, and
207 were new corporations reached for the first time that year.

The 1939 forms for personal income were mailed to 56,303
wage earners, 9,729 business and professional men, and 3,785
farmers. In comparison the 1938 forms for personal income
were mailed to 56,860 wage earners, 9,333 business and profes-
sional men, 3,621 farmers, total of 69,814.

Of the 29,817 individual income tax blanks sent out, 11,727
failed to respond and a second notice was sent out. This was
a slight decrease from 1938.

Sales tax blanks are mailed bi-monthly to approximately
9,000 accounts. Of this amount, there is an average of 700
delinquents to which notices are sent regarding filing of re-
turns.

There were 1,450 cigarette dealers licensed for the fiscal
vear beginning July 1, 1940. This is a slight increase over 1939.
Oleomargarine dealers licensed for the same year numbered
197.

There were 315 insurance carriers affected by the tax based
on 1939 premiums and 55 motor fuel dealers who are currently
affected by the motor fuel tax.

As returns are received they are sorted, classified and filed
immediately awaiting further checking by the auditing depart-
ment. On the promptness and accuracy with which these de-
tails are handled depends the orderly and effective function-
ing of both auditing and collection departments.

LEGAL DEPARTMENT

In the last biennium the legal department has formulated
and put into operation a procedure for administrative hearing
and determination of tax questions. This provides for joint ac-
tion by the legal and auditing departments in the determination
of tax delinquencies and deficiencies. When such delinquen-
cies are resisted, proper petitions must be initiated before
the commission asking for redetermination of the tax. The
commission sits in a quasi-judicial capacity for adjudication
and the legal department presents the case for the state.
Through such means many involved cases of tax liability are
determined. ‘

In order that all employees and members of the tax
commission may keep advised of developments in the field of

e
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tax law and regulation reported by the Bureau of Internal
Revenue of the United States and by the various tax agencies
of the other states, the legal department reads all reported court
decisions of federal and state tax services and publishes a
bi-monthly digest to disseminate this information. Weekly
round table discussions are conducted explaining the new de-
velopments Also, so that all parties interested may have the
information readily available, the legal department publishes
inter-office bulletins summarizing rulings of the commigsion,
decisions of the Utah courts and the opinions of the legal de-
partment.

~The legal department is in charge of collection by legal
process of delinquent taxes. On June 30, 1940, the attorneys
were working on 138 sales tax cases, 55 income tax cases and
84 corporation franchise tax cases which had been referred
for execution, all other collection procedure having failed to
accomplish the end desired. By statute the tax commission
had delegated to it the duty of collecting delinquent unemploy-
ment compensation contributions. Some 218 cases have been
referred to the legal department by the Industrial Commission
for warrants or other legal action in the last year of the
biennium and through the work of our counsel 83 of these have
been liquidated through legal action.

The fact that the inheritance tax statute provides that all
inheritance taxes must be determined by the district court
makes it necessary for two attorneys to be constantly engaged
in court appearances to present to the courts the results of
investigations made by the tax commission’s representatives
and to effect a settlement of the tax liability.

The legal department has during the past biennium appear-
ed as the representative of the state in the district courts in
54 actions, either where the tax commission was named as de-
fendant for the recovery of taxes paid under protest or has
represented the tax commission as plaintiff. °

Most of the tax statutes provide that a writ of certiorari
be issued by the Supreme Court reviewing decisions of the tax
commission. In the last biennium the legal department filed
briefs and argued six cases of this type. In addition to the
reviews of these cases by the Supreme Court, the tax commis-
sion appealed from three adverse decisions in the district
courts to the Supreme Court and succeeded in having the lower
court’s decisions reversed in two of the cases. Three appeals
by taxpayers from adverse rulings of the district court resulted
in the affirmation of the tax commission’s position in two cases
and the statute imposing the tax being declared unconstitu-
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tional by the Supreme Court in the third case. It is now en-
gaged as counsel in four cases pending in the Supreme Court.

It has been the policy of the legal department to assist
county attorneys in every way possible to uphold property tax
assessments and to effect collection of delinquent property
taxes. An important case of this nature was defended by the
legal department involving an assessment of a railroad in fed-
eral court, in which the federal court ruled in favor of sustain-
ing the assessment made by the tax commission. The average
monthly inventory method of assessment gave rise to many
law suits which have been defended by the legal department.
One was brought to a successful conclusion in the Supreme
Court of Utah, and the assessment of property tax in accordance
with this statute was defended in ten other cases in district
courts. Our attorneys have also been instrumental in either
settling tax claims or securing satisfaction of such claims in
three receivership proceedings.

PROPERTY TAX DEPARTMENT

The primary function of the property tax department is
the assembling of information used by the tax commission in
determining the assessed value of public utilities and mines,
and the preparation of assessment records, valuation motices
and assessment rolls of such property, as soon as assessed
values are determined by the commission. The work of the de-
partment has been so organized as to permit a constant flow
of work throughout the year. This has enabled us to maintain
a staff of engineers, auditors and assistants who are technically
trained in their particular fields.

During the biennium the department has continued the
policy inaugurated several years ago of appraising by direct
inspections, geological surveys, physical tests, analysis of op-
erating reports and the auditing of income and net proceeds
statements. Such appraisals and analyses supply the commis-
sion with several measures of value of the properties it is re-
quired to assess. In the case of public utilities, such assessment
data include original costs of construction, net book values,
costs of reproduction less accrued depreciation, capitalized
earnings value, market value of outstanding securities, and the
value for rate making purposes as determined by the Public
Service Commission. The analysis made in connection with
mine appraisals supply the commission with data as to quantity
and value of remaining coal, gas, gilsonite and other valuable
deposits. They also furnish the commission with the net pro-
ceeds value of metalliferous mines and the value of mining
machinery and improvements.
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For the year 1940 the value of property assessed by the
tax commission was $220,540,261, which is 41 per cent of the
total assessed value of all property in the state. This includes
all mines and all railroad, power, gas, telephone, telegraph, ter-
minal, pipe line, water, express and railroad car companies,

~ as well as airplane companies operating as common carriers and

automobile companies operating either as common carriers
or as intercounty contract carriers.

The property tax department assists the commission in
adjusting and equalizing the assessed value of other property
throughout the state. For the past three years the depart-
ment has made extensive checks of the assessed value of mer-
chandise. As the result of such audits, we have found it nec-
essary to make a number of individual reassessments.

The Utah statutes provide that all property tax levies shall
be approved by the tax commission. The detail of this work is
handled by the property tax department, where all levies fixed
by the various taxing units in the state, before approval, are
checked in detail to determine whether or not they come with-
in the limits fixed by statute.

For the past three years this department has compiled
property tax statistics from all counties in the state. Such
statistics include, among other things, the detail of assessed
values of taxes charged by taxing districts as well as by types
and classes of property. The problem of tax delinquency
has likewise been subjected to analysis in order to determine its
nature and extent, and to serve as a basis for concerted action
to reduce such delinquency.

Pumping plant exemptions are each year computed on
the basis of reports filed with the department. The amounts
of the exemptions due the various companies are certified to the
county treasurers, and the rebates due power users are deter-
mined and certified to the power companies.

Since the adoption by the legislature of the mine occupa-
tion tax on metal mines in 1937, this department has audited
the returns of mining companies to determine the correctness of
the reported gross proceeds and has notified such taxpayers of
the amount of tax due. En

During the biennium the department has assisted the coun-
ty officers in planning the ground work for the revision and
standardization of accounting records and forms and at the
same time has served as a clearing house for the exchange of
information between counties. Each year county assessors are
furnished certified lists of patents issued on and equities in
state lands, as well as resold state lands and certificates of
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sale on United States government land, in order that all prop-
erty purchased from either the state or the United States may
be placed on the assessment rolls.

MOTOR VEHICLE DEPARTMENT

The present motor vehicle department was organized June
26, 1933, at the time when the duties and responsibilities of
administering the motor vehicle laws were transferred to the
tax commission.

The growth of business handled by the department is re-
flected in the following data:

Fiscal Licenses Fee
Years - Issued Assessed
1933 $ 5,105.50
1934 871,647.23
1935 + 983,674.98
1936 892,201.98
909,192.05
1,043,457.68
1,066,290.83
1,098,198.64

Figures represent fiscal years.

A decrease of $91,473 in revenue collected in 1936 is noted
notwithstanding an increase in the number of vehicles regis-
tered. This was reversed in 1938, when 1,516 fewer vehicles
were registered while revenue receivd increased $134,265.63.
These apparent inconsistencies were due to enactment of new
laws changing registration fees.

The past two years reflected a marked increase in both
motor vehicle registration and revenue received above the
previous biennium.

Revenue
Fiscal Years Registrations Received
1939-1940 321,668 $2,164,488.97
1937-1938 309,276 1,952,649.73

Increase 12,392 $ 211,839.24

In recent years there has been a marked trend in reduc-
ing the license fees for registration of passenger cars both in
this and other states. The trend has been to limit the fee
more to a level where the revenue derived will reimburse
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the state for costs incurred in registration for identification for
police control and anti-theft protection and in the administra-
tion of those features of the act. This source of revenue has,

MOTOR VEHICLE REGISTRATION FUND
COLLECTIONS FOR THE FISCAL YEARS 1936 TO 1940
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Dollars
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therefore, become of less importance in financing highway con-
struction and maintenance.

The last of the state road bonds which have a claim upon
the revenue from registration of motor vehicles will be retired
early in 1941. The tax commission, therefore, recommends
that the fee for registration of passenger cars can be reduced
from its present basis of $5 to $3. We recommend that the fee

. be treated as a means of reimbursing the state for the costs

of registration and administration. Such changes will reduce
the revenue yield from this source about $200,000.00 annually.

More vehicles have been registered during 1940 than in
any previous year, reaching a peak of 140,394 on June 30, 1940,
as compared with 131,319 on June 30, 1939. Vehicles of vari-
ous types registered in this state during the past seven years
are shown in the following tabulation:

Non-

Pas- Motor- resi-

senger Truck Trailer Dealers Bus cycle dent

1933 565 95 4 b 3 i e B
1934 92,400 19,192 1,243 250 507 463 ...
1935 99,685 21,971 1,377 259 594 440 ...
1936 115,377 23,856 1,186 1,118 783 442 279
1937 125,086 24,296 1,076 1,349 689 441 696
1938 . 124,825 23,637 672 1,264 803 457 303
1939 126,164 24,058 591 1,342 724 484 188
1940 136,377 25,810 620 1,557 773 570 36

Applications are handled with the greatest possible dis-
patch. All work is kept reasonably current except during the
rush season for registration when the volume of work taxes
resources of the department to the limit. Although the statute
allows two months for re-registration, it has become habitual
for the great majority of car owners to delay until the last
two weeks. For years past it has been necessary to more than
double the force for this season and, in addition, transfer train-
ed personnel from other divisions. - The magnitude of this job
is reflected in the fact that of the 140,394 registrations com-
pleted to June 30, 1940, there were 15,644 issued in January;
67,288 in February; and 32,252 in March.

The motor vehicle act combines registration for identifi-
cation, police control and theft protection, with various provi-
sions affecting title and taxation. The filing and recor ding of
various documents and papers thus becomes a complex and
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voluminous job involving detailed analysis, accounting, classifi-
cation and filing of several hundred thousand documents an-

nually.

Certificate of Title. One of the most serious problems con-
fronting the motor vehicle department is that of administering
the title provisions of the act.

Every vehicle, except those owned by foreign residents and
operated in interstate commerce and those owned by the federal
government, is subject to the title provisions of the act. It is
therefore necessary, before granting a privilege to operate a
vehicle upon the highway, to determine ownership of such
vehicle and the right of the person making application for
registration to the use thereof.

To determine or establish ownership, the person examin-
ing the documentary evidence surrendered by the person mak-
ing application must be specially trained in order to give prop-
er protection to the public. Upon this examiner rests the re-
sponsibility of determining whether a vehicle shall be register-
ed to the lawful owner or a thief. These men are confronted at
some time or other with every type of legal situation known to
the law in the conveyance of personal property.

Certificates of title issued numbéred 58,394 during the fis-
cal year ended June 30, 1939 and 66,545 during the fiscal year
ended June 30, 1940. .

The registration fee attaches for the privilege of operat-
ing an automobile upon the highways of the state. When
temporary permits are issued pending completion of registra-
tion, this privilege is conveyed. The act should, therefore,
be amended to authorize the department to retain any and all
registration fees collected upon rejecting any application where-
in the person filing such application has been granted the priv-
ilege to operate.the vehlcle under temporary permits or other-
wise.

Motor Vehicle Control Fund. Numerous small fees are
imposed by law for issuance of documents bearing on the
registration of motor vehicles. The revenue from such sources
showed a marked increase during the fiscal year ended June 30,
1940, reaching a peak for all time at $129,370.33. Comparative
figures are shown in the attached chart.
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MOTOR VEHICLE CONTROL FUND
COLLECTIONS FOR THE FISCAL YEARS 1936 TO 1940
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1940 figures include '$18,886.67 Diesel Mileage Tax Collections.

'Liens' and Encumbrances. The filing of instruments evi-
dencmg liens and encumbrances is provided as a means of
protecting lienholders against other creditors of the owner
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acquiring a lien by levy or attachment or subsequent sale.
Recording of such liens was begun in March, 1940. Such re-
cordings are now running about 4,000 monthly.

There is no statutory provision for the destruction of these
instruments upon the lien or encumbrance becoming satis-
fied or released. If is recommended that the proper legisla-
tion be enacted so as to relieve the congestion and accumulation
of these instruments in the files of the department.

It is further recommended that a nominal fee be collected
for filing instruments evidencing liens or encumbrances to
reimburse the state for costs of administering the lien and en-
cumbrance provisions of the act.

Dealers’ License. The number of dealers licensed under
the act has been increased during the biennium. In 1937 there
were 519 licensed automobile dealers. This number dropped
to 369 in 1938, but in 1939 increased to 383 and in 1940 to 430.

Use of dealers’ license plates has increased proportionate-
Iy with 1,342 sets of such plates issued for 1939 and 1,557 for
1940. .

Adequate enforcement of the dealer licensing provisions
of the act is essential to a proper administration of sales and
use taxes, as well as for proper regulation of the business for
protection of the public. The act does not contain a satisfac-
tory definition of a dealer and affords numerous operators
a chance of evasion.

Utah is a distributing territory for the intermountain
section. Some provision should be incorporated for issuing
in-transit permits to cover delivery of cars from distributors
in Utah to outside points.

Directory. In cooperation with the Utah Traffic Safety
Council and as an aid to the police, the department has under-
taken this year to place in the hands of peace officers through-
out the state, motor vehicle registration information as soon
as possible after license plates were issued. The undertaking
has required additional personnel but the information has been
promptly placed at the disposal of the local officers for ready
identification of traffic violators.

As of June 30, 1940, we had incorporated in the directory
127,886 of the 140,394 registrations completed to that date and
‘had listed an additional 9,045 for the printer. This reflects
considerable improvement over 1939, when 78,660 of the 131,319
registrations made to June 30 had been incorporated. The delay
in making immediate listings of all registrations as rapidly
as completed is accounted for by holding up listings until a
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full page could be accumulated and by the delay necessary to
print and mail the pages.

Reciprocity. One of the major motor vehicle registration
problems confronting a number of states today is the granting
of reciprocal registration privileges with other states for
various types and classes of vehicles. The owners of private
passenger vehicles generally have been granted full reciprocity
and have been given almost complete immunity from regis-
tration laws when operating in foreign states.

Non-resident owners of commercial vehicles have been
subjected to many and varying types of registration require-
ments when operating such vehicles in states other than the
state of their residence. The scope of these requirements ex-
tend from complete registration of all vehicles owned by non-
residents to full recognition of the registration of the state of
the owner’s domicile, with the limitation that the owner must
at all times maintain the status of a non-resident of the state
in which operation takes place.

This problem has become acute with the rapid growth of
interstate trucking and the resultant need for relaxation of
interstate barriers. The apparent present day trend reflected
by legislation recently enacted in a number of states is toward
granting complete reciprocal privileges to non-resident owners
of commercial vehicles.

Existing statutes provide for the granting of registration
privileges to non-resident owners operating vehicles on the
highways of Utah subject to certain limitations which are not
clearly defined. Considerable difficulty has arisen in making a
consistent interpretation of the act. Ambiguities exist, making
it very difficult to apply the law to particular types of inter-
state operations. '

As the commission has interpreted the law, full reciprocity
is granted residents of reciprocal states for all operations up
to the limit of sixty days, except those vehicles which are used
in connection with a business done within this state, or when
the vehicle is regularly operated into the state by a common
or contract carrier. After sixty days’ operation in a single
year, it is our interpretation that the operator becomes a resid-
ent and as such is subject to full registration. Similarly the
other exceptions noted above are subjected to full registration.
Cases are now pending in court affecting this interpretation
but some classification should be made and a clear public
policy should be declared by the legislature.

To foster a better relationship between the states and to
come to a more common understanding as to the extent and

|
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limitations imposed by the respective statutes granting reci-
procal privileges, conferences have been held with the officials
of neighboring states in charge of administrating the motor
vehicle laws. These conferences, and correspondence carried
on with other states, have materially improved the understand-
ing as to what privileges are and are not granted under the
reciprocal statutes. This cooperation has resulted in a more
unrestricted flow of commerce over the highways, not only by
Utah residents operating vehicles on the highways of foreign
states, but a more unhampered flow of foreign commerce into
this state.

DRIVERS’ LICENSE DEPARTMENT

This department commenced operation as a separate unit
of the tax commission in November, 1939. Prior to that time,
examinations were given by the state highway patrol and the
licenses were issued by the tax commission to successful appli-
cants.

Historically, the problem of licensing automobile drivers
dates back to 1915 when the legislature imposed certain regu-
lations on chauffeurs. In 1933 the problem of highway safety
had grown to such proportions as to result in legislation for
licensing all operators commencing January 1, 1934.

Under the terms of the latter act, those operators who ap-
plied promptly for licenses were recognized without examina-
tion. The initial job then was largely clerical and to meet it
the tax commission designated local county officers in various
parts of the state to handle the detail. With this detail out of
the way, the problem of setting up examinations to pass upon
the fitness of persons to drive was projected. It was evident
that the commission at that time had no personnel trained in
the ramifications of highway safety, as affected by the driver,
to take over this work and no finance to recruit and train such
a staff. .
The State Road Commission was called upon for help and
generously responded by having its highway patrol assume the
job of giving examinations on April 1, 1934. Partial compensa-
tion was paid by the tax commission for such services.

Several amendments to the drivers’ license law were in-
corporated by the legislature in 1935, the effect of which was
to require the maintaining of a complete record of each driver
and to limit the licenses issued to three years.

The giving of examinations was taken over by the tax com-
mission on recommendation of the Utah Traffic Safety Council,
which felt that the highway patrol should devote its efforts to
traffic enforcement.
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Prior to assuming this function, the tax commission con-
ducted a school through the joint offices of the National Safe-
ty Council and the American Association of Motor Vehicle Ad-
ministrators for training examiners and organizing the depart-
ment. With all such preparation, it became a difficult task to
handle expeditiously and effectively the great number of ap-
plicants.

Once started, it has been found necessary to expand the
department rapidly to meet the demand. Considerable publicity
hgd ‘been focused on the subject of highway safety by the ac-
tivities of the Utah Traffic Safety Council and others. This,
cc?upled with a series of traffic blockades conducted by the
highway partol, brought in thousands of applicants for li-
censes, many of whom had allowed their former licenses to
lapse or had never previously felt the need of securing one.

It has been the purpose of the commission to make the
examination service available throughout the state with no
greater inconvenience to the driver than was dictated by keep-
ing the unit cost of the service within reasonable limits. Regu-
lar routes for traveling examiners have been established to
blanket the state. Regular schedules-  are now maintained
Wher.eby the examination service is provided in at least one
.c1ty in every county in the state. The frequency of this serv-
ice varies from once a month to a daily service depending on
population and location.

Annqal chauffeurs’ licenses are required of all individuals
thse primary employment is the driving of a vehicle. Exami-
nations are given annually and are more rigid than those set

up for other operators. The number of such operators is af-

jfected by the level of business activity but there has been an
Increase every year as shown by the following:

1934

1935

Ex.aminations. The licensing of drivers is primarily an
educational program. Although it involves various items of
Fontrol under police powers, its major. emphasis is the train-
ing of drivers by informing them of traffic rules and instilling
in t.hem safe driving habits. It emphasizes also correction of
various things which impair driving efficiency and finally
contemplates removal from the highways of those drivers who,
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because of physical or mental defects, cannot be trusted to
drive.

The examination consists of a written test designed to
determine the applicant’s knowledge of road signs and traffic
rules; an eye test to ascertain and have corrected defects of
vision; and a road test to improve the applicant’s skill in han-
dling a vehicle and in adhering to traffic rules. Each appli-
cant furnishes his own vehicle for the test and an inspection
of the vehicle is.made to discover and have corrected any
mechanical defects which would constitute a traffic hazard.

The examination has proved severe for a considerable num-
ber of drivers, many of whom have found it necessary to take
the test several times before they have been able to pass.

A study was made of 500 incomplete examinations during
the early part of 1940. This study showed that of the 500 there
were 286, or more than half, who did not have adequate knowl-
edge of the road rules. Of these 286 who failed, 74 had been
licensed previously. There were 60 people found to have de-
fective eye sight. Of these, 17 had allowed their licenses to
lapse. Of the 500 cars presented for taking the road test, 66
were found to have defects requiring repairs before they could
be. operated with reasonable safety.

A further study was made of 1,003 applicants for exami-
nation who were able to complete their applications. Of this
number, 772 succeeded in passing the examination while 30
were passed conditioned upon correcting impaired vision with
glasses. There were 65 failed on the test of road rules, 10
because of defective vision, 9 because of traffic violation during
test, 8 because they did not rate high enough in the driving test,
84 because of mechanical defects on their cars and 25 for other
reasons. It is significant that there was no greater percentage
of failures among those applying for the first license and
those who had been licensed previously.

Driving Manual. The commission compiled a driver’s
manual with the aid of the National Safety Council and em-
bodied in it essential information on highway safety and traf-
fic regulation. It contained within a single cover all of the
essential information which a driver should know to success-
fully pass the examination and to follow reasonably safe driv-
ing practices. More than 50,000 copies of this manual have
now been distributed to drivers.

This manual and the examinations given have had a notice-
able effect in standardizing the driving habits of the people,
particularly the new operators licensed for the first time. As
the examinations are extended to greater numbers and study
of the manual is imposed upon a greater proportion of the driv-
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ers, there should be less unintentional violation of traffic
regulations.

Drivers’ Records. A permanent file is being built for every
driver in the state for the purpose of keeping check on the
performance of the driver with the ultimate object of removing
from the highways those who demonstrate by their driving that
they are not competent and of improving driving habits of
those who are careless or negligent.

Data on accidents, warning tickets and convictions for
traffic violations are assembled from various sources and are
recorded on the individual record of the driver involved.
Through this means there is accumulated a record which serves
as a basis for further action by the commission affecting the
individual’s driving privilege.

Necessarily this imposes upon the department a great
mass of clerical detail to maintain the individual driver’s
records up to date so as to reflect accurately the historical
record of each individual operator.

Driver Improvement. The individual record is so devised
as to flag for special attention those who have accumulated a
series of traffic infractions sufficient to demand further edu-
cational work to improve their driving habits. The appearance
of a number of such infractions results in the commission writ-
ing the person affected suggesting his study of the manual and
closer attention to traffic rules. Further minor violations after
such warning result in citing the individual to show cause why
the driving privilege should not be suspended.

The basic purpose of this phase of the work is to improve
the quality of drivers already licensed. The file system lo-
cates the persons by the recording of accidents, arrests, con-
victions, warning tickets or complaints, and inquiry is made to
determine whether the cause is careless habits or some physi-
cal or mental infirmity. Frequently some physical correction,
such as glasses, hearing devices, artificial limbs or even special
equipment on the vehicle, may remove the difficulty.

Where the problem is one of careless driving habits, the
corrective measures taken involve educational work or disci-
plinary measures such as temporary suspension or revocation.

Suspension and Revocation. Reports are submitted to the
commission by the courts of the state on convictions for traf-
fic offenses. These reports are used as a basis for enforcing
the act requiring suspension or revocation of the driving privi-
lege. ’

Considerable difficulty has been experienced in getting the
courts to report promptly all such convictions. Since the
attorney general has held that the period of suspension and
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revocation dates from the time the tax. commission tqkes
action, delay in reporting imposes a resjcralnt upon the driver
beyond that fixed by statute because in most instances tlr%e
license is surrendered to the court at time oi: sentence. This
becomes serious when no report at all is submlfzted because the
offense frequently comes to light when the driver appears for
reinstatement of his license.
lemsﬁ drive has been made during the past year bot.h by the
tax commission and the Utah Traffic Safet:y Council to. get
courts to report promptly on all such convictions. A consider-
able increase in the number of convictions repo?ted has result-
ed and the number of suspensions and revocations has shovs{n
an increase greatly outdistancing the rate of increase noted in
revious years. 7
- evigl‘tot};l of 33 revocations were recorded in 1934.‘ This num-
ber was increased to 43 in 1935; 240 in 1936; 311 in 1937; 409
in 1938; and 537 in 1939. The increase is still in progress for
1940, with 516 being recorded for the first seven months.
Violations responsible for these suspensions and revoca-
tions for the various years follow:

Violation ... . ... ... 1934 1935 1936 1937 1938 1939
Drunken driving ... 21 29 90 131 177 261
Reckless driving .............__. 1 ... 136 164 194 245
Hit-run driving ... 4 1 3 8 3
Falgsification of record .... 6 4 3 5 7 8
Involuntary manslaughter 5 2 4 6
Operating during revo-

pcation PEr1od. scociniios: 1 3 11
Serious M. V. violation ... ... 2
Physical defect ... 3 2 i 5 2
Mental defeet ... 2
Narcotic addict i 1
M. V. used in commission

of erime ... i 2
Inability to drive ... 1
" Wrong use of license ...
Reckless driving

(Brd offense) ... il 2 1
Withdrawal of parent’s

signature ... st 3 1 1 il

Failure to yield
right of way ...
Failure to stop and
render aid at scene
of accident ... 1 4 3
Operating unlicensed
motor vehicle ...
Total 2fm s o bk sl 33 43 240 311 409 537




STATE TAX COMMISSION

Analysis of the data on the causes of these withdrawals
of the driving privilege was made from January, 1939 to May
24, 1940. This indicated a marked increase in revocations, a
corresponding decrease in suspensions and a preponderance of
reckless driving and drunken driving over all other violations.
The data indicate a rising tide of highway lawlessness parallel-
ing the increased number of traffic accidents reported. The
data indicate further a better cooperative effort being under-
taken by various agencies in traffic enforcement.

Such statistical data over a period of years should dis-
close some interesting information on the effect of the program
to improve safe driving habits by the licensing system.

Accident Reporting. The department is charged with as-
sembling, compiling and disseminating information regarding
all accidents in which any person is injured or in which prop-
erty damage to an apparent extent of $50 or more is suffered.
Reports in all such cases are required to be made to local police
agencies and such agencies in turn forward such reports to the
commission.

All such reports are held strictly confidential and are in-
tended solely to provide a basis for study of highway safety and
physical road hazards.

A newspaper clipping service is maintained and a check
made to determine the completeness of the reporting. Where
official reports are not received, blanks are sent to the drivers
involved with the request that the reports be submitted.

This form is so devised as to bring to light any physical
factors concerning the automobile, highway or adjacent terrain
which may have been a contributing factor. Information con-
tained on the reports is coded for statistical tabulation and the
report is then sent to the State Road Commission for “spotting”’
accident location and further study of any contributory fac-
tors.

The statistical data are compiled and elaborate reports are
issued monthly, semi-annually and annually for study of per-
sons and organizations interested. Some of these data are
attached to this report.

Cancellation of Licenses. The department still has con-
fronting it the problem of cancelling the original licenses is-
sued in 1934. These licenses are held by the greater number
of drivers and are good until cancelled.

For a complete program of education and training reach-
ing all operators, the holders of these licenses should be brought
under the present examination system. It is obvious from re-
sults of the examinations given to new applicants that there
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nsiderable number of those licensed Withopt exami-
X;tlfiz)ibiialggfi who are not qualified to drive. A}so i‘t is s.eEfe to
asstime that a number have suffere}i some physical impairment
during the last several years which would adversely affect
their abilities. .

The commission had hoped that the pressure upon .1ts ex-
aminers to accommodate those seeking renewa}ls of hcet.lsei
which have expired and those applying for the first tlmevmlghu
be lifted to a point where a start could be made on cgncellatlon
of the licenses issued without expiration date. 'ThlS has not
proved to be the case to date and the depgrtment is thus plaged
in ‘the position of asking for additional finance or of deferrmg
such cancellations. We have chosen the latter course f‘md left
to the legislature the determination of whether it wishes to
provide for the alternative. .

Accident Statistics. Experience indicates that the state W.IH
continue to show more accidents as the number of cars regis-
tered increases and the mileage traveled incr'eases, in spite of
safety improvements in highways and. vehicles, unless the‘
drivers themselves exercise greater cautlon,'more courtesy fql
Gther traffic and more respect for and obedience to the traffic
laws and regulations. ‘

In all areas where population is of sufficient den.s1ty to
permit of a statistical study, it has been found that highway
accident trends show a direct relationship to_ such factors_ as
density of motor vehicle registration, gasoline consumption,
liquor sales, extent and character of places of amusemen}:,
degree of unemployment and the character of a community’s
economic development.

The problem of highway accidents is,.therefore, less of. a
local problem than one growing out of the 1ncreas.ed complexity
of civilization and its solution will challenge society for many
years to come. .

The statistical data being compiled by the department are
intended to lay a foundation for research as well as to assist
administrative and enforcement agencies.

A study of the data assembled by the commission ir}dicates
that faulty vehicles and highway defect§ are respons'lble for
surprisingly few "accidents. Speeding, violations of rights of
way, disregard for the prescribed lanes of travel, all due to
human negligence, remain year after year the greatest con-
tributors. ‘

Physically defective drivers are involved .in con.lpara‘tlvgly
few accidents. Where the physically defectlve‘ driver is in-
volved, it is found that the accidents are repetitious and ex-
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hibit distinctive features. Where the defect is corrected, such
drivers are seldom involved in any further difficulty.

Further study is invited of the statistical data attached.

Property
Fatal Accidents Non-Fatal Accidents Damage Total
No. No. No. Accidents Acci-
Killed No. Injured No. dents
1934 163 181 1,360 2,287 606 2,129
1935 156 178 1,726 3,018 954 2,836
1936 172 184 2,139 3,648 1,313 3,624
1937 180 205 2,206 3,392 1,705 4,091
1938 175 216 1,922 3,366 1,447 3,544
1939 141 160 1,896 3,044 1,729 3,768

Legislation Suggested. The definition of “chauffeur’” should
be extended to cover every person who operates, in the regular
course of his employment, a motor vehicle designed, used or

maintained primarily for the transportation of passengers for
hire, or for the transportation of property. The age limit for
issuing a chauffeur’s license should be reduced to 19 years.

The exemption from chauffeur’s license now allowed to the
army, navy or marine corps should be extended to any person
in the service of the federal government operating an official
motor vehicle.

No chauffeur’s badge should be required to be issued.

The fee of 25 cents now fixed for an operator’s license
should be increased or eliminated entirely. The fee should be
for the examination or license renewal to discourage frequent
re-examination of persons poorly prepared and it should be
high enough to reimburse the state for the costs of providing
the service. There are but few other states which fix a fee
comparable with that in Utah for issuing this license. Some
range as high as $3 per year.

Provision should be written into the act requiring courts
to submit reports of conviction within five days, and the
action of the commission in suspending or revoking a license
should be predicated upon conviction in a court of first im-
pression rather than the final conviction. If, on appeal, such
convictions are reversed, the act should provide for reinstate-
ment of licenses.

There is some ambiguity as to whether both chauffeurs’
and operators’ licenses held by the same person should be re-
voked or suspended for serious traffic violation. This should
be removed.

Provision should be made for extending the period of
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ion or revocation where a person is con'vic‘ged of a
zgsilzilnss traffic violation during a period when his license is
p sion or revocation. .
unde\liV}Slléflpznperson whose license has be(_en suspendeq f:iuls to
request a hearing, the law should _permlt t.he ?ommlssmn'tt(i
afford the person an opportunity of a hearn}g in the Capito
building; then, if he does not appear, that hl.s 11.cense b'e sus-
pended or revoked, as the commission may decide in accordance

with the law.

NUMBER OF PERSONS KILLED IN MOTOR VEHICLE

ACCIDENTS

Month 1934 1935 1936 = 1937 1938 1939
January 8 13 9 13 15 12
February 11 10 14 14 18 8
March 12 7 10 9 12 4
April 13 15 14 13 9 11
May 9 9 16 13 19
June 12 16 8 11 16 15
July 23 19 26 18 21 10
August 20 14 11 19 21 ?é
September 14 - 25 20 23 11
October 18 16 15 22 18 22
November 26 22 16 25 17 14
December 15 12 256 25 39 12

Totals 178 184 205 216 159

181

TYPE OF ACCIDENT

Total Accidents—1938

Total Accidents—1939

& &
‘ & . ®
Collision of Motor = ~ ﬁ':é m‘é = ?E :'E ad
Vehicle with: E E 2@ 58 E e éﬁ—f SS
i 7 459 54 403 2
trian 512 75 430

giﬁzi i‘notor vehicle 2,017 39 906 1,072 2,183 ZZ Sgg 1,3?3
Railroad train 4;1 6 2; 1; 3(15 ________ o =
gi;glec i 121 6 109 6 107 4 102 ______ -
Motorcycle 3613 6 27 . ? 33 % 35 g
Other vehicle - - . 1 i connn 2
Horse drawn vehicle 24; - . 15 9 107 e 1 zg a
Animal Tl el 20 51 120 o
Fixed object 206 6 93 107 222 25 2125 A

Non-collision 494 35 282 177 51; 3; 2§§
Fell from vehicle 13 2 10 1 3 B
Totals 3,544 175 1,922 1,447 3,765 140 1,896 1,729
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PRINCIPAL CAUSE

Reckless driving

Failure to yield right of way
Driving on wrong side of road
Drunken driving

Speeding

Driving too fast for conditions
Following too closely
Swerving to avoid vehicle, etc.
Struck soft shoulders

Fault of pedestrian

Fault of bicyclist

Driver asleep at wheel

Fault of passenger

Driver ignored stop sign
Disregarded driver’s signal
Disregarded automatic signal
Failure to signal

Improper turning

Improper parking

Improper passing

Vision obscurement

Skidding on ice, water, gravel, ete.
Inadequate street lighting
Improper lights on vehicle
Glaring headlights

Stalled vehicle on highway
Obstruction on highway

Forced off roadway :
Not stated

1938 1939

117
478
164
330
222
126
"4
25
4
291
61
62
62
22
108
7
67
103
127
39
64
76
201
4
46
59
36
12
121
37
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TIME A

1938

12:01 A, M— 1:00 A, M. 82
1:01 A. M.— 2:00 A. M. 77
2:01 A. : . Mo 33
3:01 A. . M. 15
4:01 A. . M. 18
5:01 A. . M. 11
6:01 A. . M. 34
7:01 A. 46
8:01 A. 61
9:01 A. : . M. 56
10:01 A. M—11:00 A. M. 55
11:01 A. M.—12:00 NOOT .oooooemoeieiiei el 55
12.01 P. M.— 1:00 P. M. i, 32
1:01 P. M— 2:00 P. M. 58
2:01 P. M.— 3:00 P. M. 59
3:01 P. M.— 4:00 P. M. e 71
4:01 P. M.— 5:00 P. M. e 105
5:01 P. M— 6:00 P. M. ..., 113
6:01 P. M.— 7:00 P. M. .. 134
7:01 P. Mc— 8:00 P. M. . 109
8:01 P. M.— 9:00 P. M. . e 129
9:01 P. M.—10:00 P. M. .o 105
10:01 P. M.—11:00 P. M. i, 92
11:01 P. M.—12:00 Midnight ... ... 83
Not stated ..o 324
Total Accidents ..., 1,957

DAY

MONAAY oo e ane e 257
TUESAAY oo ee e e e e eccaeeoe e e e menmme e e e 236
Wednesday ..o e 235
TRUESARY oot 245
Friday oo e 275
SatUrday e 370
SUNAAY oottt e oo e as 321
Not stated e 18

1939

195
150
78
51
35
37
41
88
113
109
126
123
131
128
151
204
206
253
251
263
263
233
133
136
277

3,765

474
424
466
444
534
689
719

15

3,765
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LOCATION
Urban
1
Salt Lake City ... v 11222
o T e od B2 314
Provo --------------------- 92
Loganseisod Do . o o - o7 S 74
LT e S S L L e 40
Tooele ------------------- 6
1535 T oo SR O --------------- 24
Cities and Towns with
Population of:
2,500—5,000 ...
1,000~-2500 oo o igg
Below LO00 woieitrn e 146
Not stated ... 3
Total Urban Accidents ... 2,413
Rural
National (U. S.) highway ... . 909
State highway ... 310
(810 T rin i o R DL T 121
Y B R 12
Total Rural Accidents ... ... ... 1,352
Locality
Industrial distriet ... 5
T R S S
Residential distriet ... 848 1,510
School district ..o~ o AR 108
O e R L iy N Ay 652 1,203
Not: stated - o nmay 200 Toee o oo T 4 165
Total Accidents ... 1,957 3,765
DRIVERS
i 1938 1939
.......................................................................... 2,724 5,253
Bemaled = B4 T ns Ao iein s D i S 286 570
N ababede v ibn o o o L e T g
Total: Drivers ...t 0 b = 5 o 3,044 6,018
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Age

23
................................................................................ 102
................................................................................ 142
................................................................................ 189
................................................................................ 210
................................................................................ 190
.......................................................................... 1,108
................. 726
................ 585
440
701
370
157
...................................................................... 45
Not stated 1,030
Total DEIVEES .....ioicireoeeemi s S seseose 3,044 6,018

Experience
277053 15 1=) oA 9 23
Less than three months ..o 15 30
Thitee: to six Months . ..o 19 56
Six to twelve months. ... 63 135
One year to three years ... 183 447
Four to SIX years -eooioiiieeeeoceeeseesoecaeee 256 676
Seven 1o fen Fears ieiccmisinmammiasonssibenniion 318 766
OVEr TN VOATS -ooiosoiemeosincmesatsssntssnmsan fivms bosenns 958 2,153
Niot: Stated memat dnbon it B bt D s 1,223 1,732
Total: DEIVEES: . iemeiemoes iyttt Biivecaloss 3,044 6,018

TAX STRUCTURE

We discuss in the following pages various matters per-
taining to each tax administered or supervised by the commis-

sion.

The commission has always adhered to the rules of apply-
ing as effective and thorough an administration of each tax as
the act itself permitted, with a uniform and impartial adminis-
tration to all. Many regulations have of necessity been promul-
gated to complement the various laws. In all such cases the
commission has attempted to adhere closely to the above rule
and apply the full taxing effect imposed by the laws to all not
specifically exempt.
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AGRICULTURAL COOPERATIVE FEE

This is a tax of $5 per year imposed on agricultural coop-
erative associations organized pursuant to law. Since its in-
ception in 1937, this department has collected $910 from 58 asso-
ciations. ,

Administration of the act has been impaired by various
deficiencies in the act itself. No provision is made as to the
due date of the fee; whether a license shall be issued; how
or by whom the fee shall be collected; and no penalty or
interest assessment for delinquency has been provided. We
have held that the fee is due on January 1 of each year for the
next ensuing year, but we have no recourse against those asso-
ciations which refuse to comply with our request for payment.

In 1937 demands for payment of the fee for 1937 were
made on 110 associations. The original list was furnished us
by the department of agirculture and contained all those asso-
ciations of which that department had any record. Many of
the associations listed had been out of existence for some time
and some refused to comply with our request. Payments were
made by 50 associations and most of these have made payments
for each of the subsequent years.

Since November, 1937 we have required payment of the
fee at the time exemption has been granted from the filing of
corporation franchise tax returns.

Legislation Suggested. In order to make the collection pro-
cedure effective and uniform with our other taxes, the provi-
sions of the corporation franchise tax act, as to penalty and
interest and revocation of charter for non-papment of the tax,
should be adopted.

BEER TAX

The excise tax on light beer of eighty cents per barrel of
thirty-one gallons is collected through the medium of tax stamps
of designated values which must be affixed to all containers.

In 1937 the legislature amended the act to permit the im-
printing of the tax stamp on can lids and crowns. Since that
time seven nationally known companies have qualified as manu-
facturers of official crowns and have supplied tax paid cap-
crowns and lid-crowns for most of the packaged beer. Some
brewers prefer the use of tax paid body and neck labels, but the
use of crowns has grown in volume. The usge of crowns and
printed labels has simplified the affixing of stamps by brewers
and distributors and has improved the administration of the law.
All packaged beer imported into the state is now stamped by
the various brewers before shipment.

Revenue from this tax is not large but shows an increase
during the last few years. The amount collected during the fis-
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cal year ended June 30, 1940 shows an increase of 11.2 per cent
over collections for the fiscal year ended June 30, 1936. This
1§ 83 per cent greater than that of the federal government during
the same period. Revenue received from this source by two
neighboring states shows a decrease in 1938 and 1939 as com-
pared with 1936.

Significant data on the beer tax are shown in the follow-
ing tabulations:

BEER TAX COLLECTIONS
FOR THE FISCAL YEARS 1936 TO 1940

Thousands

o
Dollars
125 $120,060.46
$116,801.53
g $113,539.19 $112,698.38
$104,999.25 3
100 . ’
75 1
50 1 .
?
25 | [
0 3 .
1936 1937 1938 1939 1940
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BEER TAX REVENUE

Year

Per Cent Increase or Decrease

Ending Collections Over Previous Year—Over 1936

June 30, 1936

$104,999.25 - .

1937 113,539.19 8.1 8.1

1938 120,060.46 5.7 14.3

1939 112,698.38 —6.1 7.3

1940 116,801.53 3.6 11.2

BEER STAMP SALES
Fiscal Wear Ending June 30, 1939
Local Beer Imported Beer
Total Total
Denomination Bottles Gallons Bottles Gallons Bottles Gallons
11 oz. bottles = ool 338,000 29,047 338,000 29,047
12 oz. bottles 12,871,000 1,159,781 4,986,099 467,447 17,357,099 1,627,228
16 oz. bottles ... 9,000 1,125 9,000 1,125
22 oz. bottles 650,000 94581 ...l e 550,000 94,531
24 oz. bottles ... L. 16,860 3,161 16,860 3,161
32 oz. bottles 238,000 59,500 66,612 16,653 304,612 76,153
64 oz. bottles 509,000 254,500 127,804 63,902 636,804 318,402
1,568,312 ... B8IL,88b, St nai ot <
Total packaged beer by gallons e 2,149,647
Local Beer Imported Beer
Total Total

Denomination Barrels Gallons Barrels Gallons Barrels Gallons.
W8 barrel " - 4 Loel s Lo ) 100 387 100 387
1/4 barrel 13,500 104,625 5,101 39,533 18,601 144,158
1/2 barrel 93,000 1,441,500 40,703 630,897 133,703 2,072,397
1 Dbarrel 460 14,260 725 22,475 1,185 36,735,
................ 1,560,385 ... 698:292 S vl amt
Total draught beer by gallons 2,253,677
Total local beer by gallons 3,128,697
Total imported beer by gallons 1,274,627
Grand total by gallons 4,403,324
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FISCAL YEAR ENDING JUNE 30, 1940

Local Beer Imported Beer
Total Total
Denomination Bottles Gallons Bottles Gallons Bottles Gallons
11 oz. bottles
12 oz. bottles 15,290,000 1,433,438 5,114,524 479,487 20,404,524 1,912,925
16 oz. bottles = .
22 oz. bottles 381,000 65,484 .l e 381,000 65,484
24 oz. bottles ... 300 56 300 56
32 o0z. bottles 255,000 63,750 58,920 14,730 313,920 78,480
64 oz. bottles 447,000 223,500 41,180 20,590 488,180 244,090
........... 1,786,172 514,863
Total packaged beer by gallons 2,301,035
Local Beer Imported Beer
Total Total
Denomination Barrels Gallons Barrels Gallons Barrels Gallons
7/8Wbariel .~ N T N L Sl 50 194 50 194
1/4 barrel 12,020 93,155 2,416 18,724 14,436 111,879
1/2 barrel 94,470 © 1,464,285 42,741 662,486 137,211 2,126,771
1 barrel 500 15,500 o . 500 15,500
................ 1,572,940 ... 681,404 ol i
Total draught beer by gallons 2,254,344
Total local beer by gallons .. 3,359,112
Total imported beer by gallons 1,196,267
Grand total by gallons 4,555,379

CIGARETTE AND OLEOMARGARINE TAX

Since this act was amended shortly after its administration
was transferred from the State Treasurer to the tax commission
in 1933, we have had comparatively few violations and only
two or three of a serious nature. By confining the stamping
of cigarettes and oleomargarine to the wholesalers and an occa-
sional retailer, evasion has been largely eliminated.

Inspection work required in the administration of this
tax is handled in conjunction with periodical sales tax delin-
quency check-ups. This procedure is not as effective as having
men especially assigned to making these inspections, but it
is sufficient to give us proper control. During the two-year
period, July 1, 1938 to June 30, 1940, there were twenty-five
cases of cigarette violations and three oleomargarine violations
wherein unstamped cigarettes and oleomargarine were found to
be in the hands of retailers who were not licensed to handle
such unstamped products. Investigation disclosed no intent to
defraud the state in any of these cases. The cigarette whole-
saler or jobber from whom the unstamped cigarettes were pur-
chased acknowledged responsibility for the violation in each
case and took immediate steps to rectify conditions which
caused the cigarettes to be shipped unstamped.
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Cigarette and oleomargarine dealers of Utah are cooperat-
ing in an excellent manner in the administration of this act.
The large majority of these merchants are exercising reasonable
care in handling taxable products in their own organization and
are willing to assist the state in curbing any tax evasion which
may develop elsewhere.

This condition has been improved by amendments to the
act affected in 1939, which eliminated the bond requirement
of dealers who buy stock to which the proper stamps have been
affixed, and the consequent result of allowing the minimum
bond of $500 to be posted by wholesale dealers whose fidelity
has been established. The provision of allowing a 10 per cent
discount on all purchases of stamps in excess of $25 has done
much to bring about the cooperation existing between bonded
dealers and the state. It has also been an important factor in
preventing evasion through inter-state sales of “bootleg cigar-
ettes.” Considering the fact that all of our bordering states,
except Arizona, have no tobacco or cigarettes tax laws, this
discount allowance is doubly important. The discount allowed
is high, however, and should be reduced.

Revenue from the sale of cigarette stamps, as presented in
the following table, shows a marked increase during the last
five years. A comparison with the increase in revenue received
by the federal government from the tax on cigarettes and cig-
arette papers is shown in the last two columns of the table.
What has caused this unusual increase, and why Utah’s increase
is proportionately greater than that of the nation as a whole,
we do not know. Increased efficiency in administration would
account for very little of it because we have had no particular
change in the method employed during the period covered by
this table:

Fiseal . . Per Cent

1 .

Year Value Cash Net ncrelaés;50ver
Ending of Discount After '———“ﬁ—
June 30 Stamps Allowed Discount Utah* el;a]

1935 $247,088.11 $24,690.27 $222,397.84
1936 295,438.18  29,527.87  265,910.81
1937 340,087.82  33,975.25  306,112.57
1938 360,607.02  36,042.18 324,564.84
1939 359,264.13  85,911.84  328,352.79
1940 399,929.64  39,982.04  859,947.60

*Based on face value of stamps. -
(*)Based on collections from tax on small cigarettes and
cigarette papers.

Fiscal'Year
Ending

11-30-1923

11-30-1924

6-30-1925

6-30-1926

$-30:1927

6-30-1928

§-30-1929

6-30-1930

6-30-1931

§-30-1932

6-30-1933

6-30-1934

6-30-1935

6-30-1936

6-30-1937

6-30-1938

6-30-1939

6-30-1940
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TOTAL COLLECTIONS FROM CIGARETTE TAX
FOR FISCAL YEARS 1923 TO 1940

\ 5‘0 100 | 1|50 , 2(}]0 250 300
1 1 | 1 I
| | I | | 1 i } ] § l

$ 69,033.30 _
60,652.41 -

196,535.04

350 400
Amount |

165,911.45
130,794.50
202,558.86
248,165.44
284,493.48
326,263.52
348,472.68
348,920.60

380,441.50

|
1
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CIGARETTE TAX COLLECTIONS FOR THE
FISCAL YEARS 1936 TO 1940

Thousands
o
Dollars
400
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Legislation Suggested. In lieu of the present penalty pro-
vision, a specific penalty should be provided which will attach
on prima facie evidence of any attempt to sell or offer for sale
the products referred to in the act without first securing a
license therefor.

An amendment should be made providing that the tax
shall apply on the use of any of the products referred to in
this title which were secured without the payment of tax. A
specific penalty should be provided for violation.

A section should be added to the act to provide that no
person, either as principal or agent, shall sell or 'solicit orders
for products taxable under this title to be shipped, mailed or

)
H
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OLEOMARGARINE TAX FOR THE
FISCAL YEARS 1936 TO 1940

Thousands
o
Dollars
50 +—
At $44,834.11 $44,054.64
40 L
$37,634.15
30 —
] $22,671.77 .
20 o $18,164.81
10 il |
0
1936 1937 1938 1939 1940

otherwise sent or brought into the state to any person not a
licensed and bonded dealer in the products referred to. A spe-
cific penalty for violation based on prima facie evidence should
be provided. Regular dealers outside Utah who qualify under
this act should be exempted.

Further amendment should be made to require that dealers
engaging in the purchase, storage, sale or use of the products



54 STATE TAX COMMISSION

taxed under the act shall maintain records as the tax commis-
sion may prescribe for the purpose of reflecting correct
tax liability.

The present license rate for cigarettes and oleomargarine
does not act as a prohibition to restrict the number of licensed
dealers, and we recommend, therefore, that the license fee for
either license be rduced to $2 to bring about better regulation
and the licensing of all potential dealers.

The penalty provided for failure to stamp cigarettes should
be definitely fixed by appropriate amendment to overcome the
grounds upon which the present provision was declared uncon-
stitutional.

The 10 per cent discount allowed on purchase of cigarette
stamps in quantities of $25 or more should be cut in half.

INDIVIDUAL INCOME AND CORPORATION FRANCHISE
TAXES

The original individual income and corporation franchise
tax laws, passed in 1931, were closely patterned after the 1928
federal revenue act. In this there was the distinct advantage
of benefiting by the federal government’s long experience in
the administration of income taxes in this field. It also enabled
the commission to follow federal regulations and court decisions
in administering the state laws.

During the succeeding nine years, the federal laws have
undergone numerous changes which sought to eliminate avoid-
ance of taxes and assist in the administration thereof, whereas
but few changes have been made in the state laws. As a conse-
quence, there now exists wide gaps in some sections between
state and federal treatment of specific items. In its administra-
tion, the commission has been confronted with many problems,
some of which point out inequities in the acts affecting both
the taxpayers and the state and which stress the importance of
amending the statutes.

Some changes and recommendations incorporated in this
report are essential to a continued equitable and economical
administration. We have excluded herefrom the more con-
troversial features of the federal law and also the question of
any changes in rates, believing such to be matters of policy
to be determined by the legislature.

INDIVIDUAL INCOME TAX

Effective on returns filed for taxable years subsequent to
January 1, 1935, the law was so greatly changed that any com-
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parisons between the figures before and after the change would
be of no material value. Accordingly, returns filed for the first
four years, 1931 to 1934, inclusive, will not be considered.

Approximately 70,000 taxpayers are now filing returns.
The number of delinquent accounts has been reduced from
13,800 (25 per cent of total returns mailed) to 8,800 (12%2 per
cent of total returns mailed). This decrease is attributable
to a better understanding of the requirements for filing returns,
use of questionnaire in the original mailing of returns which af-
fords the layman a convenient way of informing us he is not
liable for filing or for payment of tax, and a more thorough
routine of checking by the department.

Many taxpayers fail to file returns because they do not
understand filing requirements. The department has fostered
the plan of enclosing a notice with the original return mailed to
each taxpayer which is intended to serve the dual purpose of
telling the layman, very briefly, who should file a return and
providing a more convenient way to inform us of his non-lia-
bility. The questionnaire is so drawn as to make possible the
determination of the taxpayer’s liability for payment of a tax
as well as his liability for filing a return. It is accepted in lieu
of a return where no tax liability is indicated.

Two surveys have been made by this department to deter-
mine the extent of delinquency in the groups of taxpayers on
the income of whom we have little or no check—the farmer
and the professional group. In 1938 one man spent six months’
time in making a check on the income of all the farmers in one
county, Cache, as representing a good cross-section of the
agricultural interests of the state. By securing information
concerning payments made to these farmers for their various
farm products from elevators, flour mills, feed stores, dairies,
canneries, packing houses, wool buyers, and others who buy
from farmers, we were able to obtain an accurate indication of
each individual’s farm income. The result of this check con-
clusively indicated that the farmers not only filed their returns
when a return was due but that they also included in their re-
turns the small items of income which might easily have been
overlooked. The amount of tax assessed as a result of the
survey was nil.

In 1939 a similar check was made of the professional groups,
including physicians, dentists, engineers and attorneys. The
entire file of licenses granted by the State Department of Regis-
tration was obtained and with this file a careful check was
made. It was determined that few persons falling in these
groups and having any possible tax liability had failed to file
a return.
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The stationing of resident auditors in Ogden, Logan, Provo,
Price, Richfield, and Cedar City to cover various sections of the
state has brought good results. It has been the means of ac-
complishing fair and impartial administration in sections of
the state previously covered by office audit, a procedure un-
satisfactory to both the taxpayer and the state. The resident
auditors have brought good dividends, measured in increased
collections, greater convenience, and better relationships with
the taxpayer.

Up to April 1, 1938, there were only three auditors as-
signed to audit individual returns, including the supervisor.
The staff has since been increased to six (including one in
Ogden) and five other resident branch auditors handling in-
come, sales and corporation franchise tax returns.

The results of the administration of individual income tax
are reflected in the following table showing analysis of income
tax collections for the fiscal years ended June 30, 1936 to June
30, 1940, inclusive. The amounts in each column designated as
tax represent amounts collected on both timely and delinquent
returns as filed by taxpayers. Deficiencies include amounts
collected as a result of auditing returns. Penalties and interest
shown are collected on delinquent returns, deficiencies, and
include negligence and fraud penalties as well.

1936 1937 1938 1939 1940

Number of returns filed 56,932 55,341 63,111 65,931 68,555

Amounts collected :
L $482,808.04 $789,331.57 '$836,560.98 $646,665.13 $742,973.76
Filing fees . . 6,044.70 688.00 208.500 T acicean' | cmmsrees
Deficiencies .............. 6,872.75 12,323.30 23,637.21 39,468.65 52,080.22
Penalties and interest 3,193.46 2,619.47 3,832.83 6,164.55 7,739.29
Total " .ccininn $498,918.95 $804,962.34 $864,239.52 $692,298.33 $802,793.27

*Cost of admin-
istration ... $ 89,921.47 § 37,394.14 $ 41,596.65 $ 34,149.85 $ 41,849.75

(Cost per tax
dollar)  iocciiiiia .0800 .0465 .0481 .0493 .0521

*Figures do not include costs of auditors at branch offices.

Legislation Suggested—Taxation of Salaries Paid by Fed-
eral Government. Since our previous biennial report was sub-
mitted, the Supreme Court of the United States has reversed
the doctrine of immunity and opened the way for taxation of
salaries of federal employees and officials. The case of W. Q.
Van Cott vs. Tax Commission which had been appealed by this
commission to the United States Supreme Court was decided in
favor of the tax commission’s contention. Subsequently our
State Supreme Court decided that our Utah law exempted sal-
aries paid by federal instrumentalities from state income tax.

Congress in the spring of 1939 passed the public salaries
tax act which provided for federal taxation of salaries paid to
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employees and officials of states and political subdivisions
thereof, effective after December 81, 1938. We advocated
amendments to our state act before the 1939 session of the legis-
lature in order to apply the state income tax to salaries of
federal employees and officials but were unsuccessful in our
efforts to have the law amended.

The result of these actions was that for the year 1939 the
federal government taxed salaries paid by this state, but this
state could not tax salaries of employees of the federal
government who are residents of this state because they were
specifically exempt under our act. This will be the case for
1940 unless the legislature provides retroactive legislation. We,
therefore, renew our recommendation for repeal of this ex-
emption.

The following analysis of information returns on federal
salaries for the year 1939 indicates the extent of this exemp-
tion:

Salary Range Single Married Unknown Total

$ 600 to § 999 41 48 154 243
1,000 1,499 174 : 90 303 567
1,500 1,999 135 117 252 504
2,000 2,499 48 97 75 220
2,500 2,999 21 258 37 316
3,000 3,499 10 110 12 132
3,500 3,999 2 50 13 65
4,000 4,499 2 20 3 25
4,500 4,999 2 31 7 40
5,000 5499 = ... 5 i1 6
5,500 9999 . U il =l 3 3
6,000 15,000 1 3 1 5

Total 436 829 861 2,126
Under $600.00 1,537
Total returns received 3,663

Depletion. Our present act permits the taxpayer a reason-
able allowance for depletion based on cost or value at January
1, 1931, whichever is greater. In lieu of claiming depletion on
this basis, a percentage depletion may be claimed at the rate
of 33% per cent of net income from the property. This should
be amended to make the same allowances as the federal rev-
enue act now makes, which are as follows: 27l per cent on
oil and gas wells; 5 per cent on coal mines; 15 per cent on
metal mines; and 23 per cent on sulphur mines; said percent-
ages being based on gross income from the property. The
federal law further provides that deduction for percentage de-
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pletion shall not be greater than 50 per cent of the net income
from the property and that the total amount recoverable shall
be limited to the basis in the hands of the taxpayer.

Exemptions and Credits. The act should be amended to
conform to the federal law by providing that if the personal
exemption status of a taxpayer changes during the taxable
yvear, these credits shall be apportioned in accordance with the
number of months before and after such change.

The personal exemption for trusts now fixed at $600 should
be reduced to $100 to meet situations where trusts are created
solely for reducing or avoiding tax. In case of estates, the
present exemption of $600 should be retained.

Incomes and Deductions of Decedents. The act should be
amended to require the accrual of all income and allowable de-
ductions on the return for the taxable period in which falls
the date of a taxpayer’s death in order to reach some income
which now escapes income tax entirely.

Period of Limitation for Making Assessments and Refunds.
The statute of limitations limiting to two years the period for
making assessments and refunds should be extended to three
years and provisions made permitting the taxpayer and tax
commission to waive the statute of limitations when necessary
to complete an audit.

Penalties. The application of the 25 per cent penalty now
provided by law on delinquent returns is not sufficiently puni-
tive when there is little or no tax due. The act should provide
a minimum penalty of not less than $2.50.

When a deficiency is due to negligence or an intentional
disregard of rules and regulations, the penalty of 5 per cent
of the deficiency should be increased to at least equal the
penalty for failure to file on time. Penalty for negligence
should be fixed at 25 per cent of the tax but not less than $5.

A recent decision of the supreme court of the state has held
unconstitutional an act so written as to permit an administrative
body to use its discretion in the amount of a penalty to be
imposed. The penalty imposed for failing to file individual,
partnership or fiduciary returns should be set at $5 and the
act amended to remove the discretionary power now granted
the commission as to the amount of the penalty.

Exchange of Information. The problems of double state
taxation and of tax evasion could be more successfully met by
an exchange of information between the states and the federal
government which is now prohibited. Provision should be
made permitting the tax commission to make its records avail-
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able to taxing authorities of other states and to the federal
government providing similar privileges are extended to Utah.

Non-Resident Income. There is considerable non-resident
income which now escapes state income tax which could and
should in equity and fairness be subject to the tax. Taxation
of non-resident income is difficult of administration, yet it is
as necessary and equitable to tax non-resident income of indi-
viduals as to tax the income of foreign corporations doing busi-
ness in this state.

The chief sources of non-resident income are:

Rents, gains from sale or transfer of real or tangible
personal property located in this state.

INDIVIDUAL INCOME TAX COLLECTIONS
FOR THE FISCAL YEARS 1936 TO 1940
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Income from businesses, trades, or professions conducted
wholly or partly within this state.

Wages, salaries, and other compensation for personal serv-
ices performed in this state.

Provision should be made for reciprocity of credits to be
allowed to residents of other states earning income in this state,
if such other state also allows credits to residents of this state
who earn income in such other state.

CORPORATION FRANCHISE TAX

Returns filed and corporation franchise taxes collected for
the fiscal years 1932 to 1940, inclusive, are shown in the fol-
lowing schedule:

No. of

Fiscal Returns Amount

Year Filed Collected
3,305 $112,363.07
3,763 191,717.80
3,640 220,242.67
3,576 349,921.44
3,607 508,035.06
3,504 750,423.11
3,693 948,971.86
3,548 947,408.92
3,322 854,148.43

It is noted that collections increased considerably each year,
with the exception of the years 1939 and 1940 when tax col-
lections were based principally on the net income of corpora-
tions during the calendar years 1938 and 1939.

The year of 1938 was somewhat behind the previous and
subsequent years in producing net income and as a result the
corporation franchise tax collections were also diminished.
As the statutes permit payment of these taxes in installments,
the collection of taxes based on 1938 business income is re-
flected in the fiscal years 1939 and 1940. As further evidence
of this condition, it is observed that the total assessments for
the fiscal year ended June 30, 1939, based on returns for 1938,
were $822,250.25 as compared with total assessments for the
fiscal year ended June 30, 1940, based on returns for the year
1939, of $918,591.93.

In 1940 a greater number of large taxpayers elected to
pay taxes on the installment basis, which also reduced collec-
tions during the first six months of that year. The belated
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collections, together with the collection of deficiency assess-
ments, should increase total collections for the fiscal year
ending June 30, 1941, to at least the equal of any previous
fiscal year.

The number of returns filed also declined during the bien-
nium. This is accounted for by withdrawals of inactive
corporations, consolidation of subsidiaries and dissolution of
closely held businesses. A number of the withdrawals and re-
vocations were motivated by tax saving and other economy
movements. In the calendar year 1938, there were 256 corpo-
rations which lost their charters through revocation and 243
new corporations which made a prepayment of tax. In the
calendar year 1939, charters of 231 corporations were revoked
and 207 prepayments of new corporations were recorded.

Another contributory factor to the decline in 1940 collec-
tions is the discontinuance of taxing financial income of foreign
corporations doing business in Utah as a result of the decision
of the supreme court in the case of California Packing Corpo-
ration vs. State Tax Commission, decided August 3, 1939. Prior
to this decision, a portion of interest and dividends received by
corporations outside of the state from business done elsewhere
was allocated to Utah on the basis of the computed allocation
fractions, which income added to the taxable net income as-
signed here.

A small staff of auditors are concentrating on auditing
returns as early as possible after filing. During this biennium
deficiencies assessed totaled $113,417.92, as compared with
$125,623.72 in the previous biennium. This does not include
certain large proposed deficiencies partially mentioned in the
previous biennial report on which hearings have been held
and which will probably be appealed to the supreme court.
Deficiency assessments alone are not a true measure of audit-
ing accomplishments. Many items corrected in a specific re-
turn, which would recur annually, are corrected by taxpayers
in subsequent returns and thereby reflect not as deficiencies
but as increased tax collections in subsequent years. Con-
siderable accomplishment along this line was made through the
correction of the deduction of excessive depreciation and de-
pletion and particularly through the correction of allocation
methods and computations by corporations doing business in
several taxing jurisdictions.

Time limitations and out-of-state locations of records do
not permit as much actual field auditing as is desirable. The
auditing of returns of foreign corporations with out-of-state
offices must necessarily be done in the department and by
correspondence. However, very good use is made of informa-
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tion received from the federal internal revenue bureau and of
other returns filed, particularly those on the sales tax.

Gratifying progress has been made during the last five
yvears in collection of the corporation franchise taxes and un-
collected delinquencies have been reduced. The following
schedule shows amounts of uncollected delinquent taxes as at
December 31 of the years 1935 to 1939, inclusive:

1935 1936 1937 1938 1939
$6,767.89 $8,893.34 §$3,668.77 $1,131.05 $1,538.24

A comparison of delinquent taxes collectible on December
31, with the taxes assessed for the fiscal years ended June 30,
1938 to 1940, shows less than two-tenths of one per cent delin-
quency outstanding, as indicated by the following percentages:

1938 1939 1940
Total taxes assessed (fiscal year) ... $1 004 431 53 $ 822,250.25 $ 918,591.93
Total delinquent taxes collectible (Dee. 31) . 1.05 1,538.24 *1,872.22
Percentage of delinquent taxes ... 1% 199 .20%

*As of August 31, 1940.

Legislation Suggested. Depletion and depreciation allow-
ances should be adjusted to a basis comparable with federal
allowances. Because.of the differences in the two acts many
corporations are required to keep separate schedules for state
and federal purposes and confusion results in reporting differ-
ent deductions on the state and federal tax returns.

Donations and contributions, many of which are considered
by taxpayers to be a necessary business expense, are not a per-
missible deduction in the corporation franchise tax return, al-
though allowable to a limited extent in federal returns. It is
felt that an allowance should be made to correspond with the
federal allowance.

Accrued salaries of corporation officers should be paid
within a limited time or the deduction disallowed. There are
many cases where corporations are controlled by an individual
or a small group of individuals. When such corporations are
reporting on an accrual basis and the individuals are reporting
on the basis of cash receipts and disbursements, officers’ sal-
aries may be accrued and deducted on the corporation returns
but not reported on individual returns. Frequently, amounts
deducted by the corporations are never paid and tax avoid-
ance results.

The apportionment of net income of a corporation doing
business both within and without the state presents one of the
most difficult problems with which the commission is con-
fronted. Careful consideration should be given to the modifi-
cation of the act, in line with recent court decisions, to assist
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in the equitable administration of the law. The method of al-
locating sales should be more clearly stated. The right to dis-
card the statutory formula on allocation of income and use
formulas adapted to a particular type of business should be
more clearly expressed.

Records of corporations doing business within the state
should be maintained within the state in sufficient detail to
permit of proper audit of their income within the state. In the
event a corporation elects to maintain such records outside of
the state, as many do for purposes of economy, it should be re-
quired to pay the expense of the audit outside of the state.

In our opinion, the penalty provisions of the act should be
modified. The act imposes a 5 per cent penalty if a deficiency
is due to negligence or an intentional disregard of rules and
regulations of the commission, whereas a 25 per cent penalty
is provided for failure to file a return on time. The first named
penalty should at least be equal to the penalty for late filing.

The period in which to audit the returns and the period in
which taxpayers may file claim for refund should be extended
to three years. With the present two-year limitation, there
are many cases and particularly those of large taxpayers in
which it is difficult to secure sufficient information to complete
an audit prior to the running of the statute of limitations. The
lengthening to three years would also correspond with the
federal limitations and permit of greater use of federal audits.

Under existing statutes and interpretations thereof, the
commission is not permitted to examine records in the state
banking department or industrial commission. Information in
other departments should be made available to the tax commis-
sion and held in strict confidence. Considerable benefit in aud-
iting corporation franchise tax returns would result.

A reciprocity provision whereby information filed in a
return could be made available to authorized taxing officials
of other states and the federal government would be of material
assistance. Such a provision would enable us to secure infor-
mation relative to foreign corporations without the necessity of
visiting offices outside of the state.

At the time this is written, federal legislation is pending
affecting income taxes. It appears that special concessions
will be allowed war and other industries in depreciating prop-
erties. When such national legislation is finally enacted, con-
sideration should be given to correcting our act to correspond
in those matters which otherwise would require special han-
dling for state and federal purposes.
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CORPORATION FRANCHISE TAX COLLECTIONS
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INHERITANCE TAX

inheritance tax statutes of Utah provide that inherit-
reports and appraisals and computations of tax must
with and approved by the district courts. Because
provisions, the legal and auditing departments jointly
investigations and determine adjustments.
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During the biennium of 1989-40 there were 843 inheritance
tax cases submitted for investigation, consisting of inventories
filed with the disrtict courts, affidavits claiming estates
exempt from inheritance tax, inventories of safety deposit boxes
of deceased individuals where a list of property had not been
filed with the court within one year from date of death, and
miscellaneous audits instituted through obituary notices and
information from individual sources.

As some cases submitted for audit during the past fiscal
year have not been settled, only a partial analysis of the results
can be presented. On June 30, 1940, there were 55 uncompleted
cases of which 43 were held open pending settlement of the tax
and 12 were held open for further investigation. Of the 444
completed cases, adjustments were made in 78, resulting in
additional tax of $22,825.58 and refunds of $1,106.73, or a net
increase in tax amounting to $21,718.85.

On all cases submitted during the fiscal year ended June
30, 1939, the amount of tax had been determined prior to June
30, 1940. Adjustments were made in 83 out of 344 cases. The
changes resulted in additional inheritance tax of $19,570.44.

The information on inheritance tax investigations for the
fiscal year 1939 has been analyzed according to the size of the
estates to determine the effect of a few large estates on in-
heritance tax collections. It appears that the tax paid by a few
estates, in any one year, may determine the amount of inherit-
ance tax collections to a greater extent than economic condi-
tions affecting property values by which the tax is measured.

Legislation Suggested. It is again recommended that the
legislature provide for the appraisement of estates by the tax
commission instead of by a board of three appraisers in each
county appointed by the district courts. Such a change will nec-
essitate a complete re-wording of the law in order to remove
the procedure from the district courts and to provide for hear-
ings before and appeals from the tax commission. This method
of appraisal is in general use among the states and by the
federal government.

That part of the law setting forth deductions to be allowed
from the gross estates in determining the net estate subject to
tax should be clarified to minimize controversies and inequit-
able practices. The amount deducted for family allowance should
be reasonable and essential to the support of the dependents
and should be limited to the amount actually paid but not to
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exceed the amount of allowance for one year after the date of
death. Executors’ fees should not be deducted unless actually
paid or unless proof is submitted showing that it will be paid.

Expenses of last illness should be limited to amounts paid by
estates after date of death. A reasonable deduction for attor-
neys’ fees should be allowed as a necessary administration
expense similar to court costs and executors’ fees.

The term “contemplation of death” should be defined by
statute similar to that in the laws of California and Idaho in
order to limit tax free transfers now possible under the inter-
pretation of the Supreme Court of Utah. It appears that Ken-
tucky is the only state, other than Utah, still holding to the
interpretation followed by the Utah courts. i

The inheritance tax statutes of Utah do not have a provi-
sion on insurance, but by regulations based upon court rulings,
the tax commission levies a tax on annuities and life insurance
payable to or inuring to the benefit of the estate, exempting
only those proceeds payable to designated beneficiaries. Life
insurance proceeds payable to named beneficiaries constitute
a substantial portion of many estates and are taxed by statute
in twenty-one states and by the federal government.

The federal government and some states allow as a deduc-
tion the value of property previously subjected to tax within
a specified period. Such an exemption appears to merit con-
sideration by removing what appears to be an undue tax burden
on the transfers of some estate property. A three-year exemp-
tion period is suggested.

To supplement the inheritance tax law and to prevent large
tax free transfers prior to date of death, the enactment of a
gift tax is recommended. Such an act would remove much of
the controversy over the question of transfers made in contem-
plation of death or to take effect at or after date of death.

Attention is called to the attached statistical data showing
that more than 48 per cent of the number of cases handled dur-
ing the fiscal year ended June 30, 1939, were under $20,000 gross
value. This 48 per cent of the cases yielded only 1.31 per cent of
the tax. The cost of administration of the tax for these small
estates is wholly disproportionate to the revenue and the gross
value exempted from the tax should be increased to $20,000.
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ANALYSIS OF INHERITANCE TAX BY GROSS VALUE OF

ESTATES
FISCAL YEAR ENDED JUNE 30, 1939

Classification by No. of Per Gross Value & Tax =
¢ 1 R rt: Cent er er
O SV eports Amount Cent Amount Cent
der $ 10,000 12 7.18 $104,895.60 1,11 - AR L
grio,eaoo to 15,000 37 22.16 456,014.93 4.81 1,072.05 .26
15,000 to 20,000 32 19.16 562,803.37 5.94 4,344.87 1.05
20,000 to 25,000 19 11.38 423,238.37 4.46 4,341.79 1.05
25,000 to 50,000 34 20.36 1,236,000.08 13.04 23,738.07 5.76
50,000 to 75,000 14 8.38 836,558.20 8.82 20,773.99 5.04
75,000 to 125,000 T 4.19 668,354.43 7.05 22,693.45 5.51
125,000 to 500,000 10 5.99 2,630,966.27 27.75 144,684.35 35.11
Over 500,000 2 1.20 2,562,509.00 27.02  190,456.32 46.22
TOtals.......oooioiesne s 167 100.00  $9,481,340.25 100.00 $412,104.80  100.00

Analysis based upon inheritance tax reports and appraise-
ments submitted during the fiscal year ended June 30, 1939.

INHERITANCE TAX COLLECTIONS FOR THE
FISCAL YEARS 1936 TO 1940

Thousands
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ANALYSIS OF INHERITANCE TAX INVESTIGATION
Fiscal Year Ended June 30, 1939 "

Deposit
Box
Inventories
Where Miscella-
Reports Affidavits Report neous
and Claiming Not Investiga-
. Appraisements Exemption Filed tions Total
Number of cases submitted.. 147 138 41 18 344
Cases adjusted ... 52 9 15 7 83
Adjustments recommended : ‘
Assets added ... .. A5 ec= e 45
Values to be adjusted. 12 12
Estates to be appraised ... 9 15 7 31
*Increase in tax through
investigation :
From additional assets’$6,987.17 ... ... ... $6,987.17
From value
adjustments _...._.$4,471.41 $4,471.41
From estates appraised ... ... $1,706.60 $3,098.29 $3,306.97 $8,111.86
Fiscal Year Ended June 30, 1940
Number oét' cases sub-
mitted ... 157 259 29
Cases inecomplete 6-30-40.. 30 12 2 ?% 422
Cas.es adjusted 55 7 2 14 78
Adjustments recomme
Assets added ... 40 40
Values to be adjusted 14 14
Deductions disallowed 12 = i - 12
Estates to be appraised ... 7 2 Y 23
*Increase in tax through
iﬁwestigation 3
rom additional assets..$4,163.56 5
From val(liles ad- s I Faats
Justed i 275.60 ..
Fromudedlhctions dis- R #2750
allowe 4,886.47 - 4
From estates ap ¥ AR g

praigede Chan e, muis $2,201.18 $ 205.48 $9,986.56  $12,393.22

Based upon cases submitted during each fiscal year. The
results shown include only those cases upon which the amount
of ‘gax‘ had been computed and accepted during the year. The
n‘la_]c')rlty of “Cases incomplete 6-30-40” had been audited and
fmdmgs submitted for adjustment; recommendations and ad-
Justments in tax resulting therefrom are excluded because dif-
ferences had not been settled nor the amount of tax computed
and accepted within the period covered.

*The amounts shown are the net results after deducting
decreases in tax from increases in tax.

INSURANCE PREMIUM TAX

The insurance premium tax of 2% per cent is in lieu of
the corporate franchise and all other taxes except those assessed
on real an.d personal property owned in Utah. The tax should
apply _equltably to all companies concerned and to all classes
of business from which premiums are received.
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A comparative showing of the revenue from this tax dur-
ing the last two bienniums is presented in the following table:

INSURANCE TAX COLLECTIONS
Fiscal Years Ended June 30

1937 1938 1939 1940
Life insurance _______ $175,851.71 $204,766.65 $260,319.25 $202,370.81
Fire insurance _.______ 52,711.13 55,737.27 57,711.41 57,407.46

Casualty and misec. 49,216.93 53,383.43 56,808.23 58,383.72
Self-insurers 26,498.97 36,130.11 39,081.91 41,068.09

Totals $304,278.74 $350,017.46 $413,920.80 $359,230.08

It will be noted from the figures above that collections for
the fiscal year ended June 30, 1939, are considerably higher
than those of the other three years. Most of this increase is due
to revenue received from life insurance companies. Of the col-
lections amounting to $260,319.25 from this source, approximate-
ly $55,000 is the result of tax deficiencies collected upon audit
of the 1936 and 1937 tax returns. Tax on premiums received
from annuity contracts accounted for $45,000 of this amount.

The insurance law prior to 1939 provided for a tax of 2%4
percentum of the gross amount of premiums received on busi-
ness in this state. Section 43-3-2 relating to the classification
of insurance business gives the following: “Life insurance, in-
cluding within its meaning insurance upon the lives of persons
and every insurance appertaining thereto, and the granting,
purchasing and disposing of annuities.” Part of ‘“the business”
of life companies as provided in this section is the writing of
annuity contracts. Premiums or considerations received from
such contracts were taxable under the provisions of the statute
in effect prior to 1939.

This interpretation was upheld by the courts in certain
cases tried in other states, notably the case of Northwestern
Mutual Life Insurance Company vs. Ray Murphy.

Legislation Suggested. The amendment of 1939 providing
for a tax of 214 per cent of the total premiums received from
insurance eliminated the tax on payments received for writing
annuity contracts. Revenue from the tax on this class of
business amounted to approximately $25,000 per year. This
function of life companies is an important one.and in certain
instances represents practically 50 per cent of the business
transacted in this state. It is recommended that the law be
amended to provide for a tax on the gross amount of payments
received from all classes of business covering lives, property
or risks located in this state, except re-insurance.
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When the legislature in 1935 increased the premium tax
on insurance companies, it neglected to extend this increase to
reciprocal organizations. The operations and business privi-
leges of reciprocals or inter-insurance exchanges are very
similar to those of mutual companies and should be similarly
taxed. It is, therefore, recommended that the tax on reciprocal
insurers be increcased to equal that imposed on other insurance
companies.

INSURANCE TAX COLLECTIONS FOR THE
FISCAL YEARS 1936 TO 1940

Thousands

O
Dollars
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MINE OCCUPATION TAX FOR THE
FISCAL YEARS 1938 TO 1940
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MINE OCCUPATION TAX

Mine occupation taxes assessed amounted to $541,769.81
in 1938, $320,206.34 in 1939, and $485,970.06 in 1940. Present
indications point to the probabality that the tax in 1941 will
be at least equal to the amount assessed in 1940. .

Although no great difficulty has been experienced in the
administration of this law, we wish to again call attention to
the need for penalty and interest provisions. At present, the
law is somewhat inconsistent with our other tax laws in that
no penalty and interest are provided for in the event taxpayers
fail to pay the tax when due. We, therefore; renew our previ-
ous recommendation that a penalty of 10 per cent of the tax,
and interest on the tax at the rate of 1 per cent per month
from the due date of the tax to date of payment, be assessed
against those taxpayers who fail to make payment of the tax
by June 1.

MOTOR FUEL TAX

The} motor fuel tax continues to show an increase each
successive year. Next to sales tax collections, it is the largest
revenue producer of all the special taxes. Collections for the
past five fiscal years ending June 30 are as follows:

Collections of Motor Fuel Tax by Fiscal Years

1936 " i tnr $2,898,425.77
AR BT o SR P e S G 8 3,253,5659.95
19380, ey B B S e 3,444,365.24
19395 i m RE s R 3,644,535.66
940N E2 0 Sl BN 3,874,5657.12

St.atistics published by the American Petroleum Industries
C(_)mmlttee show that the increase in collections in Utah is
shghtly.higher than the national increase. The percentage in-
crease in the nation for the calendar year 1939 above the
cale.ndar year 1938 was 5.86 per cent, whereas Utah showed
an increase of 7.31 per cent for the corresponding period. It
appears from data available now that the calendar year 1940
will show approximately the same rate of increase. :
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Utah has a tax rate of 4 cents. The average for all states
having gasoline taxes is 4.36 cents per gallon..

The motor fuel law as amended by the 1939 session of the
legislature has proved satisfactory from an administrative
standpoint. Collections have been readily made and it is seldom
that there is any delinquency. However, there are a number
of amendments which will improve its administration.

The motor fuels tax law is administered by a supervising
auditor and two assistants. The accounting and collection work
in connection with the tax is handled by the various depart-
ments of the commission along with other taxes. Field audits
are made of each licensed distributor; and in addition, office
audits are constantly made, using the information secured from
the reports of other states. Through these agencies, tax is
collected on practically all motor fuel imported into or manu-
factured in Utah.

The cost of collection of the gasoline tax is low, being
$15,415.45 or four-tenths of one per cent for the fiscal year
July 1, 1939, to June 30, 1940. In addition to the amount which
is appropriated to this department for the administration of the
law, the various distributors were allowed to deduct during
the same fiscal year under the 3 per cent allowance for shrink-
age and cost of collection the sum of $119,373.44. In reality,
this is an additional cost to the state and the users of motor
fuels for the administration of the act and, in our opinion, it is
an excessive allowance.

Legislation Suggested. . The motor fuels law specifically
exempts distillate and diesel fuels from the excise tax. This
exemption was written into the law before the supreme court
had declared the diesel vehicle mileage tax unconstitutional.
This problem is discussed later and appropriate legislation
should be considered.

The following data are given for the two years under re-
view here:
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using other fuels. The court held that a distinction was made
which bore no relationship to the wear and tear upon the high-
ways, and that the title of the Motor Vehicle Registration Law
(a regulatory measure only) did not include the tax under dis-
cussion as a revenue measure; and if it had, then the law itself
would have been unconstitutional because no legislation except
certain special bills may contain more than one subject.

A discrimination between users of motor vehicles using
motor fuels, as defined in the statutes, and users of motor vehi-
cles using other fuels is of itself at once created by the deci-
sion. This discrimination exists because motor fuels, as de-
fined in the statutes, are subject to an excise tax of $.04 per
gallon, while other fuels used by motor vehicles are not taxed.

It would seem that the legislature of 1935, by the imposi-
tion of the diesel vehicle mileage tax, sought to eliminate the
differential between users of motor fuels defined as such and
taxed, and other fuels not taxed.

There is little doubt that the diesel engine, the fuel for
which is included in the “other fuels” not defined as motor fuels
in the statutes, will continue to show a large increase of use.
Diesel power is more adaptable to installation in commercial
units of reasonably large size. Progress is also being made with
smaller units, fitted for use in light weight commercial vehi-
cles and in passenger cars.

The tax commission attempted to remedy the discrimination

by trying to apply the motor fuel tax to diesel fuel. On March )

1, 1940, it made effective its Motor Fuel Ruling No. 9 requiring
the payment of motor fuel tax on diesel engine fuels. However,
a distributor in the Salt Lake City territory at once began a
campaign to make sales of diesel fuel without consideration
of motor fuel tax.

Legal proceedings were instituted in the Third District
Court for Salt Lake County as soon as conclusive evidence of
the violations of the provisions of the motor fuels tax law could
be secured. The court dismissed the action and held that diesel
fuel was excepted from the definition of motor fuels and,
therefore, not liable to the tax.

For the two-months period during which this ruling was
operative, i. e., March and April, 1940, the motor fuels tax
collections on diesel fuel were $4,723.68. A number of the
larger users did not report for the last half of April. It is
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estimated that annual collections from this source, under the
ruling, would have averaged $30,000.

Under present conditions, as brought_about by the .dem—
sions of the supreme court and the dlstr{ct court mentl_oned
herein, an even more pronounced increase in the use of diesel-
powdered vehicles is anticipated. = This may materlal'ly reduce
revenues available for highway constructlor} and mazlntenan.ce
unless the legislature enacts a tax to equalize the differential

now existing in the tax structure.

Legislation Suggested. The states of Californig, Keptucky,
Nevada, New Mexico, New York, Oklahoma, and erglnla have
recognized the problem as it has confronted us in Utah, and’
each has enacted a fuel use tax law to supplemc‘enﬁ its motgl
fuel tax. We recommend the enactment of a similar tax in

Utah.

The following compilations and charts show the increase
in diesel vehicle operation in 1936, 1937, 1938, to November 30,

1939:

DIESEL VEHICLE MILEAGE TAX DATA

Average
No. of Mileage Amount Average Revenue
No. of Diesel Operated Diesel Mxles. ]E;er v Pheil(;le
Year Operators Vehicles in Utah Tax Vehicle el
263.00
1 67 1,174,865 $17,621.17 17,5635 $
b mER man . we ww
24 135 2,174,77 s A ,102 K
13%3* 43 156 2,662,804 29,925.23 17,069 191.83

*To November 30 only.
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GRAPH SHOWING DIESEL TAX MILES

3,000,000 1936 1937 1938  1939%
2,800,000
2,600,000
2,400,000
2,200,000
2,000,000

1,800,000
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[
*To November 30.

GRAPH SHOWING DIESEL MILEAGE TAX ASSESSED
$30,000 1936 1937 . 1938 1939%

28,000 /
26,000 - \ /

24,000
22,000
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*To Novex_nber 30.
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GRAPH SHOWING NUMBER OF DIESEL VEHICLES IN USE
200 1936 1937 1938  1939*
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*To November 30.

PROPERTY TAX

The primary function of the tax commission in connec-
tion with property taxation in the state has been the equaliza-
tion of assessed values. During the biennium constant effort
has been directed toward securing greater uniformity in orig-
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inal assessments in order to reduce the need for subsequent
changes. '

Through cooperative effort of the tax commission and
county assessors, it has been possible to arrive at unit values
at which inventories of canning and sugar companies are as-
sessed. Uniform values for livestock are likewise proposed
each year on the basis of suggestions made by county assessors.
Copies of motor vehicle valuation schedules, which the tax
commission furnishes to county assessors, list in detail sug-
gested assessed values of motor vehicles. Each year new
schedules are furnished as revisions are made to allow for the
inclusion of new models and depreciation of old ones.

Such practices, which include also our cooperation with
county assessors in revaluing improvements and reclassifying
farm and city lands, have all contributed to the greater uni-
formity of original assessments. Efforts in this direction have
been successful as evidenced by the fact that in 1931 the com-
mission ordered ten blanket changes in values locally assessed
in six counties, whereas no such changes were found necessary
in 1940.

Revaluation of Improvements. The work of revaluing all -

improvements begun in 1932 in cooperation with the county
assessors was continued without interruption during the bien-
nium.

In order that the records may be kept up to date, the ap-
praisal of new buildings is carried on yearly in the counties
where the revaluation has been completed. It is found that
where these revaluations have been put into effect, equaliza-
tion has been reduced to a minimum.

During the period 1932 to 1940 inclusive, there have been
completed approximately 111,000 revaluations and appraisals
of individual assessments on improvements representing a total
value of $243,090,000, or an average of $2,190 per improvement

assessment. These revaluations range in value from $40 to

$1,800,000, the greater number being below the average of
$2,190. The 111,000 assessments referred to will represent a
total of approximately 125,000 revaluations and appraisals be-

cause frequently one assessment consists of more than one -

structure located on the same tract of land. 5

In making these revaluations, it was found that the in-
equalities in assessment values were not confined to any one
particular group, district or county, but existed between indi-
vidual assessments in the same county or between assessments
in different counties which should have been comparable.

Of 25,389 revaluations in Salt Lake City and County which
were placed in effect, only 232 appraisals retained the same
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value as had previously been fixed, the others showing either
an increase or a decrease. Some of the individual changes were
startling, involving increases of 300 or 400 per cent in as-
sessed valuation while others brought about reductions of as
high as 50 per cent. In the course of this work there were
found many items of improvements which had never been
assessed. Other items were found which were assessed but
which had no value.

In those districts which require the issuance of building
permits, the assessors have a record of all contemplated im-
provements and have been enabled to place the improvements
on the assessment roll. In distriets which do not require a
building permit, many cases were found where the assessed
valuation of improvements had remained the same, notwith-
standing the fact that new houses or other structures had been
added or an old building had been replaced by a new one of
far greater value. It would be particularly helpful to the as-
sessors if all counties in the state would require the issuance
of building permits for all new improvements.

This work has been an ambitious undertaking, attempted
thus far by only three or four states. It has steadily progressed,
however, until at the present time the revaluation of improve-
ments, as well as the computation of depreciation for a ten-year
period subsequent to the year of appraisal, is approximately 95
per cent complete. The work of revaluing the Salt Lake busi-
ness district was nearly completed during the biennium and
should be available in time to apply to the 1941 assessment rolls.
There now remains only the counties of Daggett, Millard, Wa-
satch and a part of Summit to be revalued in order to complete
the entire state.

The revaluation of improvements of mines and public
utilities is also now in progress.

Valuation of Grazing Lands. The problem of grazing land
valuation has given the commission serious concern during
the biennium. An unusual number of protests have been made
against the basis used for assessing this class of property not-
withstanding the fact that the assessed value has been reduced
from $17,419,778 in 1931 to $11,149,355 in 1940. The commis-
sion has conducted hearings in several counties of the state
with owners of this class of property and in 1939 ordered
blanket reductions in Carbon, Cache, Rich, Summit and Weber
counties. County assessors in Utah, Wasatch, Box Elder,
Tooele, Juab, Millard, Kane, Garfield, Grand, Sanpete, Morgan
and Sevier counties had already made substantial reductions
in the original assessment of this class of property.

We now have under way a study of these values, directed
by an appraiser formerly with the Federal Land Bank of Berke-
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ley, California. The study is to be extended to most counties
of the state, and we expect that it will lay the.foundation for
the commission to put into effect an assessment of grazing
land in 1941 which will reflect values in keeping with other
classes of property throughout the state.

Reassessment of Merchandise Inventories. During the first
year of the biennium we continued to audit merchants’ state-
ments of personal property in order to determine the correct-
ness of reported average inventory values. As a result of our
audits, inventories originally assessed at $2,814,161 were in-
creased to $3,639,507. In 1940, following the repeal of the
average inventory law, we found it advisable to compare in-
ventory statements filed with the county assessors with the
book value of inventories as reported on corporation franchise
and income tax returns. In some cases it was necessary to con-
duct limited audits to reconcile inventories reported on the
two returns. As a result of our investigations, we again found
it necessary to make a number of increases in the assessed
value of merchandise inventories, as some few merchants had
reverted to the practice of reporting inventories for assessment
purposes at values substanitally less than the actual value of
the property.

Merchandise, supplies and trade fixtures were assessed
under the average inventory law in 1939 at $24,090,663. In
1940, the first year after the average inventory law was re-
pealed, this class of property was assessed at more than
$24,000,000. These figures indicate quite clearly that, con-
sidering the state as a whole, average inventories are fairly
comparable with inventories as of January 1.

Exemption of Household Furnishings. In keeping with
the legislative enactment of 1939, household furnishings up to
$300 in assessed value were exempted from assessment for the
first time in 1940. The effect of this exemption has been to
reduce the assessed value of household furnishings from $10,-
668,461 in 1939 to $1,897,540 in 1940. This is a net reduction
of $8,680,921, or 81 per cent of the 1939 assessment. The as-
sessed value of household furnishings in Salt Lake county alone
dropped from  $6,784,500 in 1939 to $1,678,425 in 1940, and
accounted for 75 per cent of the total state reduction.

Trend of Assessed Value of Property Locally Assessed.
During the ten years since the creation of the tax commission,
the assessed value of property locally assessed by the counties
has been consistently reduced from $417,640,236 in 1931, to
$316,428,716 in 1940. Real estate has benefitted most by this
reduction, having been cut from $183,595,155 in 1931 to $115,-
736,009 in 1940. This is a net reduction of $67,859,146, or 37
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per cent. Improvements were reduced from $148,179,486 in
1931 to $122,441,658 in 1936, and have since been increased to
$133,811,479. The assessed value of livestock was reduced
from $16,011,212 in 1931 to $9,621,361 in 1940, a low value of
$8,013,940 having been set in 1935. Other personal property
was reduced from $69,854,483 in 1931 to a low of $51,690,085
in 1933. The assessed value of this class of property was then
increased to $68,237,736 in 1938 and has subsequently declined
to $57,259,867 in 1940.

In this brief analysis, we have attempted only to present
a general picture of the downward trend of values of property
locally assessed. However, statements 1 to 10 in the statistical
section of this report carry the detail of assessed values for
the years 1939 and 1940. In these tables, assessed values are
listed in detail by counties and classified according to the nature
of the property.

Assessment of Public Utilities. The problem of equalizing
assessed values has not been limited to property locally assess-
ed. We have endeavored to secure more complete data on all
property we are required to assess in order that such assess-
ments may be equitable. Each year assessment data on all
public utilities is compiled under the direction of the com-
mission and is carefully considered before assessed values are
fixed. Such assessment data include the original cost as well
as the net book value of tangible property. The market value
of outstanding values of the larger utility companies is like-
wise analyzed in order to determine the extent to which it may
be relied upon as a measure of value. Capitalized earnings are
considered and. the trend of net operating income is analyzed
as a check on the trend of values. Other factors considered
include the values fixed by the Public Service Commission for
rate-making purposes as well as the Interstate Commerce Com-
mission values.

In 1939 an engineer was assigned to the property tax de-
partment for the purpose of making engineering appraisals of
utility properties. Such appraisals involve analyses of the
type of construction and the measurement and pricing of the
various parts of the utility plant in order to arrive at its cost
of reproduction. They also include the inspection and testing
of the property to determine the extent of the depreciation act-
ually sustained. These engineering appraisals have aided the
commission in two ways. _In addition to providing an addi-
tional measure of value, they have aided materially in the
proper allocation of assessed value to the taxing districts in
which the property is located.
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In contrast with the steady decline in the value of prop-
erty locally assessed, the value of utility property has remain-
ed fairly constant during the ten-year period, 1931 to 1940 in-
clusive. The assessed value of this class of property was re-
duced from $147,795,767 in 1931 to $133,415,881 in 1934. It
was then increased to $141,440,393 by 1938 and has since been
reduced slightly to $138,977,077. The net reduction of as-
sessed value of public utility property in 1940 over the value
at which it was assessed in 1931 amounts to 6 per cent as con-
trasted with the net reduction of 24 per cent in assessed value
of property locally assessed. 3

The detail of the assessed value of public utilities for the
years 1939 and 1940 is shown in statements 1 and 6 of the
statistical section of this report.

Assessment of Mines. No material change has been made
during the biennium in the procedure of assessing mining prop-
erty. However, the work of appraising mining machinery,
which was commenced in the fall of 1936, has been extended to
include all mining property in the state.

In cooperation with county assessors, representatives of
the commission have personally inspected and appraised all of
the machinery and most of the improvements of all major min-
ing companies. As has been the case with other appraisal
projects, we have found that some properties were overassessed,
whereas other properties were materially underassessed, or
had not been assessed at all. All such unassessed property has
been added to the assessment rolls.

During the past ten-year period the assessed value of real
estate, improvements and machinery of mining companies has
decreased from $36,912,775 to $27,209,256. This reduction of
39,703,619 has been caused to a very large extent by the aban-
donment of unproductive mines and reserve coal lands which
have gone to tax deed and are no longer on the rolls.

The most erratic record of assessed values in the state is
that of net proceeds value of mines. During the period 1931
to 1937 inclusive, the value of metalliferous mines was based on
three times net proceeds and dropped from $16,055,692 in 1931
to $1,469,539 in 1933, and then increased to $54,624,073 by 1937.
In 1938, when the net proceeds multiple was changed from
three times net proceeds to two times net proceeds, the met
proceeds value of mines increased to $74,393,055. In 1939 it
dropped to $24,799,668, and in 1940 more than doubled to $54,-
528,342. . Thus during the ten-year period, 1931 to 1940, the
net proceeds value of mines has fluctuated from $1,469,539 to
$74,393,055.
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This wide fluctuation indicates the necessity for adopting
some assessment basis that will level out these peaks and val-
leys in assessed values. We again renew our recommendation
of previous years—that the law should be so amended as to
provide for the valuation of metal mines based on the average
net proceeds over a period. of three years.

Property Tax Levies. The general property tax levy has
long since ceased to be a major source of state finance other
than for education. It was found unnecessary to make any
levy for state general fund purposes for the fiscal year ended
June 30, 1939. However, a levy of 1.45 mills was made for the
fiscal year ended June 30, 1940, and a levy of 0.9 mills has been
made for the fiscal year ending June 30, 1941, to meet legis-
lative appropriations.

The state high school levy has remained at the 0.2 mill
rate fixed by the constitution. To provide the subsidy of $25
per child of school age fixed by the constitution, levies of
4.05 mills, 4.90 mills, and 4.70 mills have been fixed for the years
1938, 1939 and 1940. To provide the school equalization fund of
$5 per child of school age, property tax rates of 1.25 mills,
1.35 mills, and 1.835 mills were levied for the corresponding
years.

Statutory limitations fixed for local school district pur-
poses were found to be inadequate during the school year ended
June 30, 1989 in the Salt Lake City school district. In accord-
ance with the statute, the State Board of Education and the
State Tax Commission, sitting as a joint board, authorized the
Salt Lake City school district to exceed its statutory limit for
that year by 1.4 mills. Similarly, the joint board authorized the
Rich County school district to exceed the statutory limit by 1.0
mill and the Salt Lake City school district to exceed its statutory
limit by 1.8 mills, both for the school year ended June 30, 1940.
For the school year ending June 30, 1941, the Salt Lake City
school district has been authorized to exceed the statutory limit
by 1.5 mills, the Granite school district has been authorized to
exceed the statutory limit by 1.63 mills, and the Millard County
school district has been authorized to exceed the statutory
limit by 2.00 mills. :

A question was raised as to whether the tax commission
and the board of education, acting jointly as a committee, have
authority to increase the levy of ity school districts above the
limit fixed by law. The matter was submitted to the attorney
general who advised that the joint board does have such au-
thority. The advice of the attorney general has been regarded
as controlling but an amendment should be made to the law to
remove all doubt. g S
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The trends of property values in some school districts,
coupled with population trends since the statutory limitations
were first applied in 1923, would seem to justify some recon-
sideration of the limitations fixed by law for the support of
education. It seems that the problem of inadequate revenue
under existing limitations is one which reoccurs regularly in
some school districts. The legislature should review this sub-
ject to determine the problem as a matter of public policy. We
assume the subject is one which will be projected before the
legislature by the school authorities and, therefore, waive any
further comment on our part.

Review of the tax levies fixed by other local taxing units
during the biennium under review disclosed only a few cases
where there was any question as to whether or not the rates
were within limits allowed by law. It will be recalled that the
duty of the commission in this matter is merely that of deter-
mining whether the rates are within the legal limit.

We had occasion to question a.rate of 0.2 mill fixed by
Beaver county, a 0.3 mill levy fixed by Cache county, a 0.5
mill levy fixed by Carbon county for airports, and a 0.6 mill
levy fixed by Cache county for fire department maintenance.
We were advised by the attorney general that the legislature,
when it authorized the construction and maintenance of air-
ports, playgrounds, fire departments, etc., did not intend that
the county should be bound by the maximum levy as prescribed
by law, but on the contrary, intended that an extra additional
levy may be made for such purposes.

It would seem advisable for the legislature to place a limit
on the levy which may be made for such purposes, or if it is
intended that funds for these purposes should come from the
general fund, the law should so state.

From our observations it would appear that many of the
counties are headed toward a more confused picture with ref-
erence to the various levies provided for county purposes. For
example, increased demands on the counties’ general funds,
with no provision for an increase in the general fund levy, have
given rise to a tendency of counties to borrow for general fund

purposes money levied for other uses. In some instances, these:

borrowings have assumed large proportions and there appears
to be no possibility of them being paid back to the other funds.
In other cases, counties have used money levied for other pur-
poses to cover general fund expenditures without even the
formality of setting up interfund accounts. It is suggested,
therefore, that consideration should be given to consolidating
under one general levy classification. many of the individual
levies which the counties are now permitted to make for special
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purposes. Expenditures could then be controlled by a budget
fitted to the particular county’s needs, rather than by attempt-
ing to make several levies for special purposes where there
may be no correlation between the levy limits and the needs of
the county.

We find no provision in the statutes that definitely pro-
vides that money levied for bond interest and retirement pur-
poses shall be used for no other purpose, although we believe
that such has been the intent of the legislature. Our observa-
tions lead us to the conclusion that money levied for bond in-
terest and sinking fund purposes has been used at time to cover
current expenditures. We suggest, therefore, that statutes
be so amended as to leave no doubt on this question.

Historically, the importance of the state general fund
tax against property has rather consistently declined for
the past thirty years. From a levy of 5 mills in 1910, the rate
has been reduced to less than a mill in 1940, and for three of
the past eight years no property tax levy for the state general
fund was levied.

During this period the practice has developed of support-
ing the state government out of revenues collected from special
fees and excises.

It appears both timely and practical now for us to recom-
mend that the state make a complete and permanent severance
from the property tax system as a means of finance for state
government and to surrender this field of taxation to the local
political subdivisions, and to provide state aid for education.
With the practice of any reasonable economy in appropriations
by the next legislature, it appears certain that special excises
and fees will adequately provide for the state government ex-
cept for educational subsidies.

We recommend, therefore, the elimination of the state
general fund property tax. )

Revision of County Records. One of the most interesting
developments in connection with the administration of property
tax laws in the state has been the revision of the assessment
rolls and tax accounting system in Weber county. Through
cooperation of the tax commission and Weber county officers,
a modernized accounting system has been installed to eliminate
duplication of work, reduce the posibility of errors and main-
tain a better control over county tax accounts.

The new system provides for use of a unit assessment roll
sheet on which is maintained a detailed five-year record of each
assessment as well as the amount of taxes charged and whether
paid or delinquent. To eliminate errors and reduce unnecessary
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duplication of work, the assessment roll and valuation notice
for the current year and the assessor’s blotter for the succeed-
ing year are all produced by the single operation of writing the
assessment roll, the valuation notice and assessor’s blotter be-
ing produced as duplicates of the assessment roll. Similarly, a
tax notice is prepared through the use of carbon paper when
the taxes charged are posted to the individual tax ledger. The
revision has also been extended to include the current and de-
linquent tax distribution and apportionment records in order
that money collected may more readily be made available to
the various taxing districts. ’

Other counties have evidenced interest in this revised Sys-
tem, and we contemplate that its use will be extended to other
counties in the near future. Its widespread application should
aid materially in reducing much of the duplication of work re-
quired under the old system.

We have continued the practice inaugurated in 1938 of
furnishing county auditors with completed assessment rolls of
property assessed by the tax commission. Under the present
procedure a single typing produces four copies of the assess-
ment. The original becomes the record of assessment required
to be maintained in our office; one copy becomes the assessment
roll which is filed with the county auditor; another copy is used
as the valuation notice to the taxpayers; and the last copy pro-
vides the detail which accompanies the tax notice sent to the
taxpayer by the county treasurer. This change in our proce-
dure has saved the counties a considerable amount of work.
It has eliminated many of the sources of probable error present
under the old system, which required county officers to appor-
tion to the taxing districts and then recopy on to the assessment
rolls and tax notices the detail of the assessment made by the
tax commission.

Prior to 1939, the statutory procedure outlined for handling
delinquent taxes required duplication of work on the part of
county treasurers, auditors and recorders. Limitations of this
procedure were recognized by the legislature and were corrected
in 1939 by a simplified procedure.

In keeping with the act of 1939, we have prepared a uni-
form tax sale record which has been furnished to each of the
county treasurers. This record has been so designed that it
carriers a complete record of tax delinquencies on any given
piece of property for a period of five years, and if the property
eventually goes to the county through failure of the owner to
redeem it from tax sale, the tax sale record sheet, when endorsed
by the county auditor, becomes the tax deed and as such is
filed and abstracted in the office of the county recorder. Such
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a procedure eliminates many of the objectionable features of
the old system. It is simple, requires a minimum of work to
maintain, and is so constructed as to eliminate many possible
sources of error. We have assisted the counties in setting up
this tax sale record as well as in establishing a control over de-
linquent taxes.

The commission has prescribed a uniform index for county
assessment rolls which is being used by all of the counties.
We have also suggested uniform tax sale redemption certifi-
cates and receipts for partial payment of delinquent taxes, which
have been adopted by a majority of the counties throughout the
state. This type of cooperative effort between the tax commis-
sion and county officers, through the free exchange of ideas,
should aid materially in simplifying and standardizing office
practices throughout the counties.

Bach county officer has been provided with a copy of a
county officers’ manual, prepared by the tax commission, which
outlines the duties and responsibilities imposed by statute on
each county officer in connection with the assessment and
collection of taxes. This manual has met with favorable re-
sponse on the part of county officers and will be amended and
reprinted as changes are made in the Utah statutes affecting
such duties.

Property Tax Delinquency. An inventory of tax-deed prop-
erty in each county of the state was completed during the bien-
nium. These inventories have been indexed and, together with
the index, turned over to the county treasurer to be used as
a basis for further action by the county officers in disposing
of such property to which the counties have acquired title as
the result of tax delinquencies. Insofar as it has been practic-
able, we have assisted and encouraged the counties to sell such
property and return it to the assessment rolls.

The preliminary stages of this project were discussed in
our fourth biennial report, but final statistics were not avail-
able until the completion of the work in October, 1989. A sep-
arate report on property tax delinquency has been published and
copies of this report are available. However, a brief summary of
the information developed by the survey is included herein.

Based on the latest assessed values available, property hav-
ing a total assessed value of $31,650,121 was held under tax sale
certificates as of December 31, 1938. While it has been im-
possible to compute a comparable value of the property held
under tax deed, it is noted that the number of acres of land

held under tax deed was only slightly less than the number of,

acres held under tax sale certificates. Of the total of 9,637,128
acres of land on the assessment rolls as of December 31, 1938,
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1,343,857 acres had gone to preliminary tax sale and 1,136,029
acres had gone to the counties through tax deeds.

During the two and one-half year period from June 30,
1936 to December 31, 1938, there was a material decrease in the
taxes outstanding on certificates of sale. As of June 30, 1936,
taxes in the amount of $4,471,048 were outstanding on tax sale
certificates. By December 31, 1938, such delinquencies had been
reduced to $1,608,794, or a net reduction of 64 per cent. During
this same period, taxes outstanding on tax deed property re-
mained fairly constant. As of June 30, 1936, such delinquent
taxes amounted to $2,774,330, and on December 31, 1938, they
were $2,782,105. This would seem to indicate that although
taxes one, two, three and four years delinquent were being
cleared up, there was not a corresponding decrease in tax deed
property. However, such a conclusion is not warranted inas-
much as many of the delinquent properties being held under
certificates of sale in 1936 were subsequently shifted to the tax
deed classification, whereas other properties included in the
tax deed classification in 1936 were sold between June 30, 1936
and December 31, 1938. In fact, during this two and one-half
year period some counties showed substantial reductions both
in the taxes outstanding on certificates of tax sale and in tax
deed property. In other counties, delinquencies increased under
both classifications.

In connection with present delinquencies, two separate
problems are recognized and must be met. The first is to pre-
vent the taking of tax deeds on property which has now gone
to preliminary sale. The second is to clear up tax deed prop-
erty. Solution of the first lies principally on the shoulders of
the county treasurers through whom educational work can be
carried on directly with the taxpayers. The possibilities of a
well planned program consistently carried out wag demonstrat-
ed in Box Elder county in 1938, when not a single parcel of real
estate was taken to tax deed. The second problem is more diffi-
cult. Because of the fact that few tax deeds have been up-
held, some property owners are reluctant to accept a county tax
deed as evidence of a valid title. Mortgage companies are like-
wise reluctant to loan on such property unless title has been
quieted through proper court action.

It was suggested that counties institute foreclosure pro-
ceedings on all tax deed property in order to give purchasers
clear titles. However, because of the many other demands
on county general fund budgets, county commissioners have
been reluctant to follow this suggestion.

In response to our request for an opinion, the attorney gen-
eral has advised that it would not be proper for the board of
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county commissioners to appropriate any money to meet the
expenses prior to the sale of property for taxes, nor would the
county commission be authorized.to engage private attorneys
to quiet title to properties before placing them on the market,
nor could the cost of such action be prorated among taxing units
benefiting by this sale. In a supplemental opinion, however,
we were advised that it would be proper for county treasurers
to employ someone who would aid in making the sale of the
property, by checking the property and discussing its sale with
prospective buyers and doing some of the things necessary in
order to bring about a sale of the property.

In some counties the matter has been at a standstill for
lack of an aggressive campaign to dispose of such property. In
others, county officers have actively solicited purchasers and
have sold considerable tax deed property. During the past
three years, collections from the sale of county-owned prop-
erty and the redemption of property from tax sale in several
counties have exceeded current delinquencies; consequently
taxes collected have been in excess of 100 per cent of the taxes
charged for the particular year.

Appeals to the Tax Commission from County Board Deci-
sions. During 1939 forty-seven taxpayers, who were not satis-
fied with the decisions of the county boards of equalization,
appealed to the tax commission to have the assessed value of
their property reduced. Of this number, reductions were
granted in thirteen cases and the other thirty-four cases were
denied any reduction. In 1940 only twenty such appeals were
made to the tax commission and of these cases fifteen were
granted reductions and five were denied.

Pumping Plant Exemption. Taxes lost annually through

. pumping plant exemptions have remained fairly constant dur-

ing the five years since the pumping plant exemption law
was passed.

The net taxes abated in 1939, because of pumping plant
exemptions, amounted to $24,093. This was $3,634 more than
the amount abated in 1938. However, in 1940, due to the
fact that more electrical energy was used for purposes other
than irrigation pumping, taxes lost through pumping plant
exemptions were reduced to $20,079.

Veterans’ Exemptions. During the biennium the amount
of taxes exempted under the veterans’ exemption law has
continued to increase. In 1931, when such exemptions were
first granted, the total taxes exempted amounted to $19,779.61,
but by 1940 the taxes lost through such exemptions had in-
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creased to $85,000. This is an increase of better than 400 per
cent during the ten-year period.

Several factors have contributed to this increase. Dis-
abled veterans and the widows of veterans have no doubt
participated in the extension of home ownership during the
past few years. There also appears to be a tendency within
families to transfer title to property to disabled veterans in
order to secure tax immunity. The major reason, however, has
been the increase in the number of disabled veterans and wid-
ows of veterans. For the next few years taxes lost through
veterans exemptions may be expected to increase further.

Adjusted Settlement of Delinquent Property Tax. There
has been a reduction in the number of adjusted settlements of
delinquent taxes made by boards of county - commissioners
since 1936. In a few counties no adjustments have been grant-
ed for several years. However, some counties have continued
to grant a large number of adjustments and in a few instances
the number of adjustments made has increased during this
same period.

A few counties make adjustments merely because tax-
payers have become accustomed to expect them . This privi-
lege appears to be abused in such cases and the equality of
assessments is thereby destroyed. For this reason, we renew
our recommendation that the act permitting adjusted settle-
ments be repealed. "

PUBLIC UTILITY REGULATION FEE

This is an annual fee assessed against public utility cor-

porations for the purpose of collecting from such corporations
a fund equal to three-fourths of the appropriation made for
the support and maintenance of the Public Service Commission.
The amount required is prorated among the various corpora-
tions on the basis of the annual gross revenue derived from
intrastate utility operations.

The assessment for the biennium ending June 30, 1941
was computed as follows:

Appropriation to the Public Service Commission....$130,000
Less: Unexpended balance from previous bien-

<1 g =R IRAE et S0 AT S R 29,022
Balance ... .- s TeLl B M ey et $100,978

To be assessed and collected from public utility
corporations—34ths of above amount ... - $ 75,735
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The levy applied against the gross revenue of the corpora-
tions for the calendar year 1938 was $.00159 and for the calen-
dar year 1939 it was $.00143. This levy applied by classes o
corporations resulted in the following assessments: ¢

1938 1939
Railroads ... $10,210 $ 9,964
Power, gas, telephone and telegraph...... 26,589 25,667
Motor transport carriers ..o 1,619 1,694
Water e 56 70
TotalS oo $38,474 $37,395

The law providing for the assessment of this fee was
amended by the last legislature to require that unexpended
balances be carried into the next biennium and also providing
for a minimum fee of $2 per annum. There have been no seri-
ous problems presented in either the assessment or collection
of this fee.

SALES TAX

The emergeny revenue act of 1933, known as the s_ales
tax act, was first adopted in June, 1933, and with some minor
changes has been in effect since that time. As a companion
measure, the use tax act became effective July 1, 1937. The
two acts are administered together and the revenue from both
is assigned to the relief fund. The revenue derived under these

acts is shown below:

Year
Ending June 30 Collections

1933 14,276.59
1934 1,730,525.06
1935 2,496,097.11
1936 2,966,866.29
1937 3,411,585.86
1938 3,465,189.86
1939 3,635,502.90
1940 4,221,677.30

The higher revenue reported for the last fiscal year may
be attributed to better business conditions, coupled with a sub-
stantial increase in use tax collections. The sales and use tax
collections represent a per capita contribution of $6.61 for the
first year of the last biennium and $7.67 for the latter year.

There are more than 10,000 taxpayers who file returns and
make payment every two months. During the biennium, over
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100,000 returns were 1’eceived, the average tax per return for
the first year being $70; for the second yvear $80; and for the
biennium, approximately $78 per return. It is estimated that
30 per cent of the reporting taxpayers returned 70 per cent of
the total tax collected.

The following is a comparative statement of costs of sales
and use tax collections and administration indicating a favor-
able comparison with other states having similar tax laws:

Average Costs of Collections and Administration—Per Cent
Rate of Sales Tax
Tax Collections 1935 1936 1937 1938 1989 Weighted

State Per Cent Per Year Average
Arizona (1) 2 $ 3,157,285 4.00 4.00 4.00 4.00 00 00
Colorado 6,687,419 5.57 3.78 4.29 4.31 90 27
Kansas (A) (1) 10,007,144 . . 77 3.00 00 00

Mississippi 5,248,872 3.92 3.45 3.30 3.85
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New Mexico 3,096,294 3.14 2.82 2.86 3.92

North Dakota 2,831,787 3.40 2.56 2.77 36 m

South Dakota 3,290,078 R 2.74 2.58 2.48 53 56

Wyoming 1,746,216 .. 3.32 3.51 3.33 35 38
3.29 3.46 3.48 3.44

Average of 8 states $ 4,507,512 4.16 3.86
Utah 2 $ 3,195,048 1.47 2.67 1.82 2.96 2.68 2.36

(1) Percentage fixed by legislature.
(A) Date effective June 1, 1987,

Effective administration of this tax requires close contact
with the reporting taxpayers. We have attempted during the
biennium to increase both the amount and quality of such con-
tacts. In addition to regular-field investigations and audits,
we have issued information bulleting periodically and have
held a series of conferences with various trade groups. Plans
are being made to extend this phase of our administration with
the idea of promoting better cooperation with the reporting tax-
payer and to provide him with the information necessary to
discharge his responsibility accurately and economically.

Although some exceptions exist, particularly in certain
trade groups, we find in the main that reporting taxpayers desire
to cooperate and are conscientious in attempting to collect and
report the tax in accordance with the statutes. A favorable
trend is indicated by the decrease in the number of delinquent
returns.

On July 23, 1938, we mailed 1,385 delinquent mnotices
whereas on March 28, 1940 there were only 643. The im-
position of a minimum penalty of $2.50 for delinquent re-
turns has contributed to this decrease. In addition, a
concerted effort was made to correct the dilatory habits of
habitual delinquents. These individuals were cited to appear
and show why their licenses to engage in business should not
be revoked. Those who responded were given an opportunity to
correct their delinquencies and we attempted to point out the
fallacy from both their own and the tax commission’s stand-
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point of allowing this constant delinquency to continue. Those
who failed to reply were subsequently notified that their li-
censes would be revoked ten days following the receipt of such
notice. If, at the expiration of thig period they had not called
at the office, they were contacted immediately by the field force.

"It is estimated that 60 per cent of the accounts pay their delin-

quencies upon receipt of the first notice, 90 per cent of those
remaining correct their delinquencies upon receipt of our notice
that revocation will follow, and virtually all of those remaining
are brought up to date at the time of the field contact.

The major number of those accounts which have been sub-
jected to this procedure have improved their record subsequent
to the time they were interviewed, many to the extent that they
have not repeated their delinquency.

The notice of hearing has also been effective in securing
collection of long overdue balances as well as meeting problems
arising out of deficiency assessments which indicate extreme
carelessness or deliberate evasion in reporting the correct
amount of tax. At the present time only 6 per cent of the total
accounts have any delinquency whatsoever., Effectiveness in
securing prompt filing of returns has reduced our collection
procedure to principally a problem of securing payment of de-
ficiencies as computed in the course of our auditing work.

As a result of the amendment to the act requiring sales
tax liability to be reported on a basis of total sales rather than
one of cash sales plus collections on accounts, some 1,400 cases
had to be adjusted. It was necessary to secure a report of the
deferred liability in each case and effect a procedure of liquida-
tion which would not exceed the period of anticipated collection.
While there still exists an amount of $12,447.01 outstanding on
these assessments, all of the liability has been established and
a definite program of payment made.

Legislation Suggested. The last legislature made several
amendments to the sales tax law which were primarily for ad-
ministrative purposes. These changes have been beneficial
and have no doubt accounted for some portion of the increase
in revenue. There still exists some changes which we wish to
recommend and some points which may come to the attention
of the legislature on which we wish to comment,

The present law provides for a tax on the amount paid for
admission to any place of amusement, entertainment, or recrea-
tion. This limits the imposition of the tax to cases where an
admission fee is collected to enter a place. It may be advisable
to extend the tax base to cover amounts paid for amusement,
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entertainment or recreation so as to include amounts paid for
playing golf, bowling, billiards and similar recreation.

This tax places upon the reporting merchant some burden
and cost to collect and report. In recognition of this, some other
states have allowed the merchant a percentage of the tax as
reimbursement. We feel that the increased good will and
cooperation which would result from such an allowance merits
serious consideration. We would recommend that if such an
allowance be made that it be conditioned upon the return being
filed and paid when due.

By regulation we have held that the sales tax applies to
the value of meals being served to employees of restaurants or
hotels. This ruling is now being contested and it appears
desirable to have the matter clarified by law. Other tax stat-
utes, such as income tax, unemployment compensation and social
security taxes, provide that the value of such meals be con-
sidered as part of compensation paid to employees.

Provision should be made for the suspension of the statute
of limitations during the time a proposed assessment is being
considered by conference, commission hearings or litigation, to
be similar to the provisions of the income and corporation fran-
chise tax acts.

There are several types of transactions wherein labor or
service is sold in connection with the sale of tangible personal
property. An illustration of this would be the sale and making
of drapes wherein the purchaser would buy the materials and
then have the same tailored or fabricated as to size and pat-
tern. We believe it is desirable that the law be changed so as
to require tax to be paid upon the charge made for such serv-
ices and thus the base of the tax would be the fair value of the
finished article. ) ‘

As is true in many states, we have a problem in administer-
ing the sales tax in connection with the motor vehicle industry.
Certain factors such as the comparatively high tax unit sales,
highly competitive practices, small operating capital with the
resultant constant change in dealerships and comparative
ease of tax evasion, make the present system difficult of effec-
tive administration. Iowa has adopted a system which we be-
lieve has merit. There, the sale of motor vehicles is excluded
from the sales tax and in lieu thereof, a tax in a similar amount
is imposed against the use of the vehicle. The tax is paid by
the purchaser at the time of registration of the vehicle. Some
legislation of a similar nature, we believe, should be adopted.
Some objections exist and we should like to reserve recommen-
dation and comment on any proposed legislation along these
lines.
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USE TAX

The use tax act became effective July 1, 1937, as a com-
panion measure to the sales tax. While these two taxes are ad-
ministered jointly, the use tax presents problems peculiar to it-
self and warrants separate discussion.

United States Supreme Court decisions were handed down
during the biennium which substantiated our position as to im-
posing the responsibility for collection upon the retailer and
provided us with some legal precedent on which to base our
procedure.

The following table shows the amounts of sales and use tax
collections during the three fiscal years since the enactment
of the law, together with the percentage of use tax collections
to sales tax collections:

Ratio of Use

Fiscal Year to Sales Tax
Ended June 30- Use Tax Sales Tax Revenue
1938 $147,963.18 $3,317,226.68 4.46%
1939 159,591.75 3,475,911.15 4.59%
1940 329,306.73 3,892,370.57 8.46%

The above figures do not show the total use tax collections
due to the fact that the use of a combination sales and use tax
return form results in use tax being included with the sales tax
compilations and also that no breakdown between sales and use
tax amounts assessed as deficiencies is made. Both practices
result in an overstatement of the sales tax collections and a
corresponding understatement of the use tax collections.

It is interesting to note that despite these facts, the per-
centage of use tax to sales tax collections for the last fiscal
year of 8.46 per cent is nearly double the percentage reported
by any other state for fiscal years ending prior to December 31,
1939, with the exception of one state which reports an 8.8 ratio.

Recent concentration upon use tax has been effective. Em-
phasis has been given to the registration of out-of-state re-
tailers who make sales in Utah. A system which accurately ac-
counts for use tax on motor vehicles has been established and
a program for locating taxable purchases, which includes the
requiring of information returns from agents soliciting orders
for out-of-state sellers, has been inaugurated. These points,
together with attempts to acquaint taxpayers with the general
requirements of the act, have produced favorable results.

We are now approaching a better solution to some of the
problems which will result in more effective administration.

This act places the primary responsibility of reporting and
accounting for the tax upon the purchaser using or consuming



98 STATE TAX COMMISSION

the property within this state. Yet, it also provides that the
retailer, if present in the state, be responsible for collecting the
tax and returning it to the state. This has raised the problem

“with mail-order houses as to whether they are subject to this

provision with respect to mail-order sales. At present, we have
a case pending before our supreme court which should deter-
mine this point.

The adoption of the use tax law by this and other states
has created some problems in that it may result in double taxa-
tion by two different states. In this connection, we note that
the trend to reach the solution to this problem may be to only
tax the sale if the article is to be used or consumed in the state.
We are giving some study to this problem and are watching the
development in other states.

Legislation Suggested. The last session of the legislature
made several amendments to the sales tax act which were pri-
marily for administrative purposes. No such changes were
made in the use tax act and the following, we believe, should
now be made:

Exemptions granted under the sales tax law should also
apply under the use tax law with the exception of the exemp-
tion relating to sales made in interstate commerce.

The tax should be applied to lease or rental of tangible
personal property to correspond with the sales tax act.

The base of the tax where a manufacturer uses or con-
sumes a manufactured product should be defined as the fair
selling value of the property at the time it is placed in use.

The act should be clarified as to whether the purchaser is
relieved of the primary liability for payment of the tax if he
makes payment to a regular licensed retailer.

The definition of “retailer” should be clarified to avoid any
controversial issue between this department and the taxpayer.

The base of the tax should include the “freight in” ele-
ment. Exclusion of this item tends to destroy the purpose of the
use tax to compensate for the sales tax.

The present act makes the use tax liability a lien upon the
assets of the retailer. This provision should be extended to
make the liability also a lien upon the assets of the purchaser
in those cases where the payment of the liability is his re-
sponsibility.
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The provisions relating to credit or installment sales, the
period of limitations for making assessments or refunds, and
to confidential information contained in returns filed, should be
changed to correspond with the same provisions in the sales
tax act.

The exemption for excise tax paid in another state should
be changed to allow credit for the amount of tax so paid, if such
tax was imposed on and paid by the purchaser who becomes
liable under our act.

The act should definitely authorize the requiring of infor-
mation and other reports.

If the sales tax act is amended to allow a percenta_.ge to
the person responsible for collection and payment, a similar

‘amendment should be made in the use tax act. Comments made

regarding such a change in the sales tax act apply with equal
force here.
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SALES AND USE TAX COLLECTIONS UNEMPLOYMENT COMPENSATION TAX

FOR THE FISCAL YEARS 1936 TO 1940 The unemployment compensation law was enacted by spe-
e cial session of the legislature on August 28, 1936, becoming ef-
Foel of fective on August 29, 1936. The tax is levied upon employers
- Dollars . < 2 -
‘ for the purpose of paying benefits to employees who are unem-

4,500 ployed and otherwise eligible.
$4,221,677.30 Due to the fact that the social security laws are compara-

l
i
5 tively new to employers, there has been some confusion between
T unemployment compensation and old age and survivors insur-
] _ ance. On numerous occasions the tax commission has been
i " required to grant extensions of time to make payment to assist
8100, = . $3,635,502.90 employers who had failed to set aside a reserve covering this
tax. The result has been that we have had at all times a sub-
$3,411,585.86 v 100,189.86 _ stantial balance outstanding on our taxes collectible account.
However, taking into consideration the recent enactment of the
law and the difficulty encountered in securing proper records
from some employers, it is our opinion that especially good prog-
$2,966,866.29 ress has been made. Representatives of the federal government
1936 1937 1938 1939 1940

have mentioned that Utah is considered one of the outstanding
states in the operation of this law.

For the purpose of collecting all monies, the tax commis-
sion maintains an office with the department of placement and
unemployment insurance at 19 West South Temple, Salt Lake
City, Utah, which department is under the supervision of the
industrial commission. It it the duty of the tax commission to
assess, collect and account for all monies received éither by
mail or at the office. Deposits are made daily with the State
Treasurer, who, in turn, deposits the money with the federal
government, upon which interest is being paid- at the rate of
approximately 2.5 per cent. Assessment lists and delinquent
cards are immediately prepared on receipt of documents, show-
ing an accurate record of all outstanding balances and all cor-
respondence. Ledger records are kept jointly for the two de-
partments by the industrial commission. During the 1939-40
biennium, 42,977 documents were validated by this department.
Our delinquency card system is maintained for following up
collections and from the information compiled on these cards,
we are enabled to follow up on correspondence relative to delin-
quent payments.

Penalty and interest is assessed and collected on delinquent
accounts by this department.

When it is impossible to secure collection, this department
is then assisted by the tax commission legal or field departments
and numerous accounts are given to those departments in order
to secure payment. The cashier and all employees must coop-
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erate with the department of placement and unemployment in-
surance in keeping proper records and preparing documents
that are turned over to them for a permanent record. All tax
commission employees are bonded and audits are made period-
ically by representatives of the federal government of funds
collected. All salaries and office expenditures are paid by the
department of placement and unemployment insurance from ad-
ministrative funds furnished by the federal government.

The 1939 legislature changed the law so that all employers
having a payroll of $140 or more during the quarter would be-
come liable for the payment of this tax, the law becoming ef-
fective July 1, 1939. As a result, the number of employers in-
creased from approximately 3,000 to 7,000. After 1940, the tax
to be paid to the state under the present law will vary from 1.7
per cent to 3.2 per cent, depending upon the status of the em-
ployer’s account under employer experience rating provisions.

To date $191,840.39 has been credited to the account for in-
terest. The following table shows collections made for the
past four years.

Fiscal Year

Ended June 30 Amount
1937 RSN $1,217,017.62
1988 2,138,695.47
1939 e, 2,628,745.15
1940 e 2,678,412.14
Total . $8,662,870.38

Taxes collectible balances outstanding on taxes collectible
are shown below:

Fiscal Year

Ended June 30 Amount
1937 e $11,048.54
1938 e 22,660.53
1939 e 42,125,83
1940 53,753.12

The above figures show a decided increase from year to
year but in analyzing the balance outstanding as of June 30,
1940, we are withholding collections of $17,064.83 pending
supreme court decisions and accounts totalling $27,486.73 have
been submitted to our legal department for enforced collection.
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This leaves a balance of $9,201.56 in charge of our collection
department.

The amount charged off as taxes uncollectible for the
entire four-year period amounts to $10,129.07, which repre-
sents slightly more than one-tenth of one per cent of the total
amount collected.

Legislation Suggested. It is recommended that penalty be
assessed immediately after the due date instead of giving an
additional thirty days before penalty applies.

The provisions of the sales tax act pertaining to the assess-
ment of a minimum $2.50 penalty be adopted.
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UNEMPLOYMENT COMPENSATION FUND

COLLECTIONS FOR THE FISCAL YEARS 1937 TO 1940
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$1,217,017.62

$2,138,695.47

$2,628,745.15

$2,678,412.14
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the department.

Finally, we compliment the taxpayers of the state for
their cooperation and good will in voluntarily complying with
arduous duties imposed upon them in administering the tax
laws and especially on their willingness, so generally demon-
strated, to carry their part of taxes for support of public func-
tions. Without that cooperation on the part of the taxpayer,
an effective administration of the state’s tax structure would be
impossible.

We invite further study of the attached statistical data.
Respectfully submitted,
STATE TAX COMMISSION,

IRWIN ARNOVITZ,
Chairman;
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