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The first and paramount necessity
for social order, personal liberty and
private property is the maintenance
of civil government, and government
cannot exist without revenues.—Utah
Supreme Court.

The State Tax Commission shall
administer and supervise the tax laws
of the State.—Const. Article XIII,
Section 11.

The State Tax Commission is re-
quired by statute:

“To transmit to the Governor and to
each member of the Legislature a
biennial report, with its recommen-
dations as to such Legislation as will
correct or eliminate defects in the
operation of the tax laws and will
equalize the burden of taxation with-
in the state.” — Sub-section 80-5-46
(20) R. S. U, 1933.

Letter of Transmittal

To His Excellency

The Honorable Herbert B. Maw, Governor
and Members of the Twenty-fifth Legislature
of the State of Utah

Gentlemen:

We submit herewith the biennial report of the State
Tax Commission covering the two-year period July 1, 1940,

to June 30, 1942,
Respectfully submitted,

STATE TAX COMMISSION.

J. LAMBERT GIBSON,
Chairman,

R. E. HAMMOND,
HEBER BENNION, Jr.,
MILTON TWITCHELL.



STATE TAX COMMISSION

TOTAL COLLECTIONS

FISCAL
YEAR [ ] UNEMPLOYMENT COMPENSATION TAX
SURE%% B ~LL OTHER COLLECTIONS

o) 225 45 625 9.0 .25 B85 1575 180
$ 396,651.29

1932 I
% 586,137. 83
1935 0l
$ 6,251,934.59

1054 IR

$7,709,727.6l
19355

$9,202,773,67
1936

TOTAL $11,740,479.85
v $10,523,462.21 "$1,217,017.62
19374%
TOTAL $ 13,896, 267.37

$11,757,571.90 $2,138,695.47

1938

TOTAL $14,432,566.3!
$11,803,821.16 $2,628,745.15

1050 NN |

TOTAL $15,350,496.02
$12,672,083.88 $ 2,678,412.14

Ry ____HEE

TOTAL $16,978,975.07
$ 14,105,979.80 $ 2,872,995.27

1941
$15,925,794.40

194.2
O 225 45 675 9.0 1.25 138 1875 180
MILLIONS OF DOLLARS

Notes: Unemployment Compensation Act effective August 29, 1936. Operation
made retroactive to January 1, 1936. Transferred to Industrial Commis-
sion as of July 1, 1941.
Figures for 1932 are for period from January 1 to November 30.
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Recommendations

Reasons for the following recommendations are given in
report at the pages indicated.

Property Tax
The Tax Commission recommends:

1. That the statutes permitting and requiring levies
against tangible property be reviewed and amended so that:
(a) by proper rearrangement and grouping of the
purposes for which property taxes may be levied,
greater freedom or action will be allowed to the respon-
sible governing bodies of counties, cities and school
districts in the adoption, financing and execution of
thoroughly considered budgets; and so that “ceilings”
may be definitely established for each levy required
or permitted by statute (Page 57); and
(b) the method now used in making allowance
for the revenue received from income taxes in deter-
mining the property tax levy for state district school
and for state general fund purposes may be revised.
(Page 28.)
2. That the value of mines based upon net proceeds
be computed on a three-year average. (Page 55.)
3. That compromise settlements be placed on a defi-
nite and orderly basis. (Page 25.)

Corporation Franchise Tax and Individual Income Tax

The Tax Commission recommends:

4. That all income tax returns to the State Tax Com-
mission which are filed and signed by the taxpayer, or his
duly authorized agent or representative, be deemed to have
been signed under oath. (Page 82.)

5. That the laws using income as a tax base conform,
so far as is practicable, to the requirements of federal stat-
utes relative to computation of gross and net incomes and
to filing income and information returns. (Pages 71 and 80.)

6. That allocation of income from interstate business
be placed on a workable basis. (Page 77.)

7. That income derived in this state by non-resident
individuals be subject to the Utah individual income tax.
(Page 84.)

8. 'That proper provision be made for reciprocity with
other states in taxation of income of non-residents, in ex-
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change of information and enforcement of penalties. (Pages
77 and 84.)

9. That the Tax Commission have discretionary au-
thority to _Waive requirements as to time for filing returns
and the time for payment of income taxes by men and
women in the armed services of the nation. (Page 84.)

Estate Tax (Inheritance Tax)
The Tax Commission recommends:
10. That a gift tax law be enacted. (Page 85.)
. 11. That provisions relative to allowable deductions
181(13 ?etermlnmg net estates be clarified and simplified. (Page
12. That adequate safeguards to prevent confiscation

gg §)roperty in cases of joint tenancies be provided. (Page

Insurance Premium Tax
The Tax Commission recommends:

13. That the premium tax again apply to payments
received for writing annuity contracts. (Page 87.)

14. That discrimination, inadvertently permitted, in
favor of “reciprocals,” be removed by amending Section
43-7-13, to conform to the amendment made in Section
43-3-7 by Chapter 40, Laws of Utah, 1935. (Page 87.)

Cigarette and Oleomargarine Taxes

The Tax Commission recommends:

15. That penalty provisions of this law be amended
to comply with the Constitution. (Page 67.)

_ 16, That discount allowed for quantity purchases of
cigarette stamps be reduced to 5 per cent. (Page 67.)

Motor Fuel and Use Fuel Taxes
The Tax Commission recommends:

17. That deduction allowable for evaporation, loss in
handling and expense of collection be reduced to 2 per cent
of the net taxable gallonage rather than 8 per cent of the
gasoline sold. (Page 64.)

_ 18. That the gasoline tax laws be clarified by reword-
ing of definitions and by imposition of the tax on fuel
rather than on its sale or use. (Page 64.)

19. That registration of any motor vehicle using die-
sel fuel be not completed until a use fuel tax permit has
been obtained for such vehicle; and the present “certificate
of exemption” be abandoned. (Page 65.)
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Motor Vehicle Registration

The Tax Commission recommends:

20. That an act be passed early in the regular session
of the Legislature giving the State Tax Commission author-
ity to designate the manner of identification of each motor
vehicle for registration purposes. (Page 44.)

91. That the State Tax Commission be permitted to
destroy instruments recorded by it after the indebtedness so
evidenced has been discharged. (Page 44.)

929. That delivery of motor vehicles to points outside
this state be placed on a recognized legal basis by the adop-
tion of in-transit permits. (Page 44.)

Drivers’ License

The Tax Commission recommends:

94. That the one year probation period, during which
“original” license certificates are now effective, be abol-
ished and the original license be good for three years unless
previously suspended or revoked. (Page 48.)

25. That license holders report to the State Tax Com-
mission promptly any change in name or address. (Page
49.)

26. That renewal fees be increased from 25 cents to
50 cents. (Page 49.)

97. That any Utah operators’ license certificates
be valid so long as the qualified holder thereof is in the
armed service of the nation, unless the certificate is re-
voked or suspended for cause by the State Tax Commis-
sion. (Page 49.)

Emergency Relief Tax

The Tax Commission recommends:

28. That sales of gas, electricity and heat be subject
to the 2% tax, whether made by a public utility or private
corporations. (Page 60.)

29. That existing discrimination against coal as a fuel
for industrial use be eliminated. (Page 60.)

Beer Tax
The Tax Commission recommends:

30. That collection of the tax on beer be changed from
a revenue stamp or crown system to a report system. (Page
69.)

Agricultural Cooperative License Fee
The Tax Commission recommends:

31. That collection provisions be provided sufficiently
strong to assure equitable enforcement of this act. (Page
79.)

S
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SIXTH
BIENNIAL REPORT
of the
STATE TAX COMMISSION

To the Governor
and the Twenty-fifth Legislature of the State of Utab:

The far-reaching influence of the war and war prepara-
tions in the field of tax administration has been dominant
for the past two years. The need of the national emergency,
and since December 7, 1941, the nation’s war effort have
largely dictated and defined the Commission’s policies and
decisions. Relative values of both personal property and
real estate in many instances changed almost overnight.
Some business enterprises have been greatly curtailed or
forced out of existence—gasoline stations for example. In
contrast, land that for years was held under tax deed with
no buyers, suddenly became valuable and highly marketable
property. Chicken coops, abandoned barns and similar eye-
sores were transformed by some sort of alchemy into in-
come-producing property. Weed patches of two years ago
are now green lawns surrounding bright new homes of
prospering workers. Some families, temporarily at least,
wrestle with the problem of how to dispose of multiplied
incomes. Others, especially salaried public servants, find
it difficult fo maintain accustomed living standards when
the dollar’s purchasing power is reduced one-third to one-
half. By such confusion, unusual problems of assessment,
equalization and collection are created.

United States Department of Commerce estimates of
total income payments to Utah residents provide a means
of measuring roughly economic changes now in progress.
Income payments in Utah in 1929, a previous record year,
were $276,300,000 or $548 per capita. The depression
brought about sharp reduction and the low was reached in
1932 at $148,400,000 or 53.7% of the 1929 total. Then with
the help of large amounts received from the federal govern-
ment and other sources, the upturn began. The year 1941
saw a new record of $324,400,000 or around $564 per capita.
There is little doubt that the 1942 figures, when ascertained,
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will far exceed any previous income payments in money
value. In terms of the 1929 or the 1933 dollar, however,
the rate of increase would not be so rapid. State revenue
collections show a trend parallel to the income payments to
the citizenry.

Defense and related contracts have greatly stimulated
Utah’s economic activity during the two-year period cov-
ered by this report. This has been reflected in the collec-
tions made by this Commission, as well as elsewhere. There
is no dependable assurance, however, that the sharp ad-
vances of the past two years will long continue. Emergency-
compelled restrictions on various lines of economic activity
are already making themselves felt. Measures to combat
inflation, also, have already been applied and will become
more and more stringent. If, as appears likely, the war
continues for several years, the enormous needs of the fed-
eral government, combined with rationing and other con-
trols, will undoubtedly react to reduce revenues of the state
and the other governmental units. Already the gasoline
tax receipts are showing sharp decreases, and the rate of
growth in some other revenue sources has been slowed down.

Personnel

Wartime economy, both before and after Pearl Harbor,
brought new or intensified problems of administration in
public as in private affairs. Of the 87 male employees of
the Commission, 15, or 17.24%, are already in military or
naval service, released on furlough for the duration of the
war. Among these patriotic American citizens are several
whose high technical training and long experience in hand-
ling tax matters, and especially problems confronting this
Department, made them valuable colleagues. They are sorely
missed. It would take years to fill their places.

Federal civilian and private employment have taken
many other skilled workers, both men and women, from the
Commission by offering higher pay, more attractive work-
ing conditions, or both.

In the meanwhile, enlarged duties have been assumed
by the Commission in administration of the new Use Fuel
Tax and of the tests required by the amended Uniform
Operators’ and Chauffeurs’ License Act. The number,
though not the training or experience, of employees has
remained about the same, with seasonal fluctuations, as be-
fore the war. Difficulties in maintaining a high standard
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in public service have been fully as severe as those experi-
enced in private business organizationg of comparable mag-
nitude. Costs have sky-rocketed in public as in private en-
terprise. The point has already been reached where further
streamlining means reduction or impairment of service and
where increases in costs or in responsibilities must call for
adequate budgetary provision.

Operation

Wartime necessities and materials priorities have
caused resort to substitutes and special arrangements in the
conduct of the Commission’s business. The demand for
aluminum for munitions manufacture led to the adoption of
plastic tokens for sales tax collection. Similar need, for the
conservation of steel, prompts the Commission to ask this
Legislature for early authority to deal with the automobile
registration plate problem in this and succeeding years.

Travel expense, both within and without the state, has
received careful attention in line with the policies of the
present administration, heartily supported by the Governor,
and in line, also, with the national demand for adoption of
e_xtrqme measures in the conservation of rubber. Requisi- -
tion is required, in advance, for each contemplated trip, and
the need for it must be carefully considered and clearly
proven. Public carriers are used whenever this can be done
without serious impairment of the service. The travel pro-
gram is so prearranged that two or more state representa-
tives use the same publicly owned or private conveyance,
when such use is possible or is more economical. Mainte-
nance of district offices of the Tax Commission keeps travel
expenditures at a minimum. With representatives of the
Auditing and Collection Divisions at strategically located
population centers, two persons cover the remainder of the
state once each year, with a minimum of outlay.

This Commigsion is doing all in its power to expedite
the transaction of business through the mails. As trans-
portation difficulties increase it is inevitable that greater
use will be made of the postal service. This method of sav-
ing the taxpayer’s time and tires has the additional advan-
tage that it automatically creates a record which often
is highly valuable.

National and Interstate

The effect _of the war, however, has gone much deeper
than the expediting of administrative procedure. Military
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and economic necessities alike have demonstrated Utah’s
importance as the industrial, commercial and transporta-
tion focus of a large area. The federal government has
displayed an energetic interest in this region beyond any-
thing envisioned by the wildest stretch of the imagination
two years ago. The people of Utah and their government
have desired to cooperate with the national effort to the
fullest extent possible. As a result there was speedily dis-
closed the need for definition of federal and state authority
in various fields, including that of taxes. On some issues
which developed, the Supreme Court of thé United States
has assumed new positions. All these factors have entered
into or created new problems in administration, demanding
close attention. As one example among several, the collec-
tion of sales tax from contractors and sub-contractors on
federal construction work called for the application of the
law to situations never contemplated when the Emergency
Relief Act was passed.

Other states are confronted with similar deep-rooted
problems. Utah has joined forces with her sister common-
wealths, and with the federal government, through the
Council of State Governments, in efforts to work out for the
states and their subdivisions fiscal and other policies and
procedures that will place all in line with the nation’s war
effort. Each government unit must remove every obstacle
that hinders the common objective of winning the war.

Pursuant to such effort, the Council named a commit-
tee on tax problems to confer with representatives of the
United States Treasury Department and Bureau of the
Budget and with the Municipal Finance Officers Associa-
tion to work out over-all, long time tax problems. This Com-
mission was represented on the Council committee by Mr.
Bennion. As a result of a conference held in Washington,
President Roosevelt has named the Secretary of the Trea-
sury Department and the Director of the Budget to repre-
sent the federal government on a joint federal-state-local
committee on fiscal policies and practices. It is hoped the
new joint committee will formulate sound and practical
recommendations for legislative and administrative actions
by federal, state and local governments.

In time of war no civil governmental cost should be
imposed that is not necessary; a wise state administration
will so design its policy and conserve its resources that its
citizenry will best be able to assist in the national emer-
gency.
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In public as in private life, new capital outlays, not
war-connected, may well, and of necessity must, be left
to post-war years; but the adequacy of means of financing
such expenditures after the war will depend on fiscal meas-
ures during the war years.

FUNCTIONS OF COMMISSION

One of the fundamental principles of government is
tha,t “all lgws of a general nature shall have uniform opera-
tion.” This is especially applicable to the tax laws.

It is not the duty of the State Tax Commission to col-
lect the greatest amount of taxes possible. Rather is it so
to @dmlnlster the revenue statutes that each citizen and
resident of the state shall bear the share of the cost of
gov_ernment imposed on him by law—and no more. Measures
designed to (;atch up with the occasional tax-evader must
not be permitted unduly to harass the loyal, law-abiding
tax-payer.

The functions of the Utah State Tax Commission are
threefold:

1. Assessment.—The Commission fixes the value for
taxation purposes of two-fifths the wealth of the state.

2. E;quarlization.-—The Commission is responsible for
the equalization of the assessment of all tangible property
in the state.

3. Collection.—The Commission collects directly each
year between 40 and 50 per cent of the state’s revenue
income.

ASSESSMENT

The total assessed valuation of taxable property in
Utah reached an all-time high of $728,000,000 in 1930.
While the recent and prolonged depression was at that time
already in evidence, the content of the ore deposits in metal-
h_fero‘us mines was assessed by statutory formula at three
times thg net proceeds of the preceding calendar year, and
1?29 activity in metal mining kept 1930 ore values at a
high mark. Constitutional amendments adopted by popular
vote, and _effective ‘in 1931, had two important results:
They permitted the taxation of intangible property through
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the income therefrom, thus removing such property from
the ad valorem tax rolls; and, second, they created the State
Tax Commission, with assessment authority considerably in
excess of that granted to the former State Board of Equali-
zation and Assessment. Due to several causes taxable values
went into a tailspin during the economic upset, and it was
1935 before the downward movement was halted. Since 1938,
when the occupation tax was first imposed, the content of
producing metal mines was assessed at two times the net
annual proceeds.

TABLE A.—ASSESSMENT TRENDS

ASSESSED BY

State Total

Year Assessed County Assessor State Tax Commission

Value Amount Per cent Amount Per cent
$723,052,970 $463,635,240 64.12 $249,417,730 35.88
728,364,055 455,669,407 62.56 272,694,648 37.44
618,404,670 417,640,336 67.54 200,764,234 32.46
575,386,102 391,470,950 68.04 183,915,162 31.96
522,622,633 352,657,617 67.48 169,965,116 32.52
511,928,324 338,735,500 66.17 173,192,824 33.83
517,384,850 336,793,683 65.10 180,591,167 34.90
522,830,594 328,011,895 62.74 194,818,699 37.26
539,064,438 318,753,310 58.96 221,211,128 41.04

. 569,973,730 324,570,411 56.94 245,403,319 43.06
. 513,813,712 321,599,112 62.59 192,214,600 37.41
. 537,753,254 317,203,108 58.99 220,650,146 41.01
. 568,455,054 326,680,541 57.47 241,774,613 42.53
603,356,797 342,829,159 56.82 260,527,638 43.18

The accompanying Table A shows total assessed value
of property in the state from 1929 to date, together with
the value and proportion of property assessed each year by
the county assessors and the State Tax Commission. ’

Property assessed by the State Tax Commission, that is
mining properties and public utilities, reached the low point
for the period studied in 1933, attained a secondary peak
in valuation in 1938, then after a sharp drop resumed its
steady climb for the remainder of the period, and the 1929
mark was passed in 1942. These fluctuations in values as-
sessed were much more responsive to current economic
conditions than was the case with property assessed by
county assessors—homes, farms, stores, factories and the
like. On such classes of property, the low point in valuation
came in 1940. In 1942, a year of greatly stimulated business
activity and a definitely depreciated dollar, it was still lower
than valuation placed on the same classes of property in the
memorable year of 1933.

Property within incorporated cities and towns receives
various governmental services, such as police and fire pro-
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tection, sewage disposal, or culinary water supply, not ac-
cprded, or not accorded in the same degree, to property out-
side municipalities. In Utah the majority of the homes and
stores and p_er}_laps, also, of the manufacturing establish-
ments are within municipalities. All these classes of prop-
erty are assessed by the county assessors. Mining property,
the rights of way of railroads and many other utilities, are
often located outside cities and towns. The accompanying
Ta}blg B shows that property assessed by the State Tax Com-
mission pays from 28 to 36 per cent of the property taxes
charged annually, whereas Table A shows that the Commis-
sion assessed, during the same period, between 32 and 43
per cent of the taxable tangible resources of the state.

TABLE B~—PERCENTAGES OF TAXES CHARGED AGAINST
CLASSES OF PROPERTY

Real Estate Including Improvements T
Ca&endar Py 5 Personal Assc;;:ld Assessed
ear n Cities n P : by Tax
and Towns Acreage TOTAL roperty bgs(;s:s:try Commission

17.40 58.95 13.02 71.97 28.0

16.63 59.01 12.28 71.29 A

16.42 57.55 12.73 70.28 29.72

16.07 56.98 12.68 69.64 30.36

14.90 54.95 13.81 68.75 31.25

14.89 51.74 14.58 66.32 33.68

14.16 48.58 15.66 64.23 35.77

15.13 51.79 16.05 67.83 32.17

14.75 51.58 14.05 65.63 34.37

13.80 50.41 14.49 9 35.09

13.06 49.39 15.90 65.30 34.70

EQUALIZATION

The Co_ns’gitution and statutes of Utah give the State
Tax Commission general supervision and administration
of the tax laws, with the express purpose ‘“that all assess-
ments of property be made relatively just and equal, at true
value, and that the tax burdens may be distributed with-
out favor or discrimination.”

) Such a mandate compels uniformity in assessed valua-
tion of taxable property throughout Utah. In working to-
ward that end the Tax Commission has about completed
the reappraisal of improvements on real estate throughout
Utah, and is prosecuting vigorously the reclassification of
farm land and grazing lands.

_ This Commission knows-of no other state where appraisal
of improvements under the supervision of a single agency
is so nearly 1009% complete. Utah’s successful accomplish-
ment was made possible only through the cooperation,
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throughout a decade, of county commissioners, county as-
sessors, and other public officials and private citizens who
have given earnest and valuable support to the effort to
establish a fair, honest and equitable revaluation of im-
provements. Material assistance was received also from the
Federal Emergency Relief and the Work Progress Admin-
istrations in the conduct of the vast amount of detailed
work entailed.

On its organization in 1931, the Commission made a
spot check of the assessed values of similar properties in
different counties, to determine to what extent the assess-
ments then prevailing were “relatively just and equal.” This
survey revealed that great inequality prevailed in assess-
ment of real property and especially of improvements on
real estate. This was not attributable to any fault in the
law; rather was it shown inequitable assessments generally
result from one or more of four causes: Lack of basic data;
improper use of basic data available; wide variance in the
ideas of assessors and deputy assessors as to what consti-
tutes value; and the use of current year costs, which materi-
ally fluctuate from year to year.

Engineering Division

It was clear that a uniform standard of basic data was
needed, together with the hearty cooperation of county of-
ficials in using such information when supplied. The Tax
Commission, therefore, determined on the statewide reap-
praisal program, beginning with taxable improvements on
real estate. For this purpose it set up, in 1931, an Engineer-
ing Division composed of men trained in building and con-
struction work and in the application of the theory of valu-

ation.

Reappraisal Cards

The backbone of the revaluation is the reappraisal card,
which is designed to be a part of a permanent record. The
card shows the various factors entering into the valuation
of buildings at any particular location. On it are given the
owner’s name and address and the location of the property.
Following this is the detailed description of the main struc-
ture. Space is provided for the classification and computa-
tion of value of the garage. Reproduction value of all build-
ings is computed, depreciation allowed for age and other
considerations, and a depreciated value as of the date of the
appraisal is determined. :
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RE-APPRAISAL CARD F-124

Owner's Name. John Smith

Owner‘lAddK irfé?re. Utah,
Locatlo: E.z Lo & 9 P _

Kind of Bullaing___R081dense 5. o
i Clasa_& Base Factor.
Stories|  Dimenst Aoteel
menaiona Cu. Ft. . Ft. Factor Totals

x x

10944 3,07 L A205

x x
x x
x x

No. ot Rooma s fc BatH conaition___&aan

Deaeription of Building
~__Conc.¥_None—

Ada

Deduct

Ext. Walla S IOINE&

Root—Type GEABEE _ yy

Do Small *_ Med. = L& ™

Bays—Small . ™ _ _Med_ = lg._—

Porchea—Front (2)  88% o /20

Rear. 1807 ,.30

54

Baseman! Floor.

89

Attlo—Rooms Pin. ... o Unfin. =

Tul Trayss
erambing..| STk AT

S0

P‘Inub—* Hd W= | Ha. wa
Fir £ Floora— | g{;nc.;._
[ I £ !

X 202

|27

-

Tile * Walls
Floors.

a5

Lighting—Lamp_"= Drops_&"_Fix..&

Total Ad and Dx

Net A or D

444 89! 3205
89 |

s+ 357

- _ 3562
Bt REPRODUCTION VALUE.____ {§

L
Aga&Yrs. by ‘ Tenant Depreciatio

%413

Neighbors 2
Records Reproduction Val. Minus Dep._| 8m

4 Eat. Cost.

Garage—8 8—C_ & =
Cnr-_l_Wnlh_ﬁ.lnlﬁﬁ__

Inc. % s

Qursunomes . 855

Root SHINGLE gisel x20age {Q. |

Ploor LONC. . con

Total

(Qbsolescence..... . ___.a,

Original Record A

Card No. Year. By.

Obverse of sample reappraisal card.
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On the reverse side are a sketch of the ground plan,
with the building dimensions and a photograph of the main
structure; and a list of all outbuildings, showing specifica-
tions, sizes, costs and depreciated values as of the date of
the appraisal.

The cards are placed on file in the county assessor’s
office, thus providing an accurate and orderly statement
of the facts considered in the valuation of the improvements
in the respective counties. Thereby, a composite picture of
the property is available for study and comparison by the
owner, the assessors and the county board of equalization.
By use of the reappraisal card the work of equalization is
reduced to a minimum.

The statewide task now so nearly completed brought to
light improvements that had never before been assessed,
others that had been under-assessed, and many that had
been over-assessed. The work resulted in many changes in
valuations, but these changes were not confined to any one
group, district or county. Changes were found necessary as
between individual assessments in the same county as well
as between those of like properties in different counties.

Maintenance of Records

It is important and necessary that these records be kept
up to date. Otherwise, the work within a few years loses
much of its value. The Tax Commission stands ready at all
T FeeT - Toepr times to assist. In the past year members of the Engineer-
e T ing Division staff have visited nearly every county in the
state. They report that appraisal of new structures and of
the remodeling of old buildings is going forward each year,
and that removal or demolition of structures formerly ap-
praised is also noted on the record card.

OUT BUILDINGS Age| Slze
Caop- TR-Sid-Conc,: 15 *50/000| . 28| 880
Bar -sha-shig-Dirt | 25|/8*32 576! -84 /38
Stable- Shiq-SataTirfl 47 173 56/, .20\ /(&

o - Shg-Shtg- Dirk | 2512430 720 .20 /44
bt 514 210! 140! 241 B4

ek

ookl 207543 1948 300 58] 4l
[tel-She (‘Dﬁ‘/ 7 ég“" =510 %% Perfection has not been attained in the maintenance of
6‘;”37,}2’5@?;::&4. 7 Lax 28 88 73 these records. Some deputy assessors, for example, have
. h ' failed to report items of new construction. Properties may
855 escape taxation for many years unless care is taken to keep

the record cards complete and up to date. Difficulty in this
regard is practically eliminated in those cities where build-
ing permits are required before construction. A correspond-
ing record of mew construction throughout the counties
would be of great assistance to the assessor.

s b [ m b b

C. T4
5{’::1'2 Ir%m.h—-ﬂtule Tax Cominlanlon

Following up the reappraisal of improvements under
Reverse of sample reappraisal card. the jurisdiction of the county assessors, reappraisal is under
way of improvements on the property of mines and of public
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utilities, which are assessed by the State Tax Commission.
The work hias been completed on mining properties in Car-
bon and Summit counties, on the property of the largest
mining company in Salt Lake and Tooele counties, and on
other mining properties scattered throughout the state. The
Tax Commission plans to complete reappraisal of improve-
ments owned by mine operators and utilities at the earliest
possible date.

Grazing Lands

A similarly difficult problem is encountered in the
equalization of the assessment of privately-owned grazing
lands in Utah.

There are five and one-half million acres of these lands
scattered throughout the state. They vary in type from
choice high mountain range, with an abundance of lush
forage, to the sparsely vegetated winter range, grading off
into barren desert lands. These lands are assessed by
twenty-nine county assessors, who use varying standards of
classification and valuation. For instance, one county in the
state assesses all its grazing lands in two classes, with a
fixed valuation per acre on each class. Another county has
six classes, each with a separate fixed valuation per acre.
Still another county has no classes; the assessor places an
estimated value per acre on each separate tract of land,
resulting in forty different valuations per acre.

Several times in the past the commission has ordered
reductions in valuations of grazing lands, sometimes apply-
ing only in certain areas and sometimes statewide in scope.
No doubt such action improved the situation, but complete
equalization can be accomplished only after a consistent
original assessment has been achieved on a statewide basis.

The Commission, in its efforts to obtain such a result,
has undertaken investigations and studies relative to the
assessment of grazing lands, the immediate objectives of
which are the following:

(1) To determine how privately-owned grazing lands
are now assessed in Utah:

(a) What classifications of grazing lands are in
use in each county for assessment purposes?

(b) What is the basis for this classification?
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. (c) What methods are used in making the classi-
fication? ’

(d) What valuations are placed on grazing lands
of each class?

(e) Upon what basis is valuation determined and
by what method and formula?

(2) ) To develop a sound basis and a practical method
for a uniform classification of all privately-owned grazing
lands in the state:

(a) By preparing a classification schedule, based
on carrying capacity, which will form a framework into
}Vll;clc(}ll every parcel of grazing land in the state can be

itted.

. (]_o) By developing practical ways and means of
assisting county assessors to make the classification.

) (3) To develop a formula for fixing valuations on the
various classes of grazing lands by making use of the follow-
ing factors:

(a) Market or selling price.
(b) Rentals or leasing prices.

(¢) Economic earnings based upon a reasonable
;(alu?: o{'{ the forage produced and marketable through
ivestock.

The following is a brief progress report:

_The Commission employed two experienced, competent
grazing land appraisers. Summit county, which containg
large areas of good grazing lands, was selected as a key
county in which to begin the work. Under a cooperative,
cost-sharing agreement with that county a group, composed
of a Tax Commigsgion appraiser, the county assessor and a
local man, acquqinted with the lands, and selected by the
county commissioners, made a survey and classification,
section by section, of all privately-owned grazing lands in
the county. Maps were in hand daily; travel was by car,
or trgck, wherever possible, otherwise by horseback or afoot.
(‘Tra‘zmg land in Summit county was placed in three classi-
fications:

(a) Choice high mountain range.

(b) _ Second-grade high mountain range and lower
range with good forage cover.

(¢) Foothill, with spring and fall range.
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These three general classes had already been in use in
the county; but the classifying had been done by a group of
men sitting around a table in the courthouse and not by
actual examination of land. The new survey resulted in
some shifts of land from one class to another. Present
assessed values were not disturbed. They are: “A” lands—
$2.84 per acre; “B” lands—3$2.03 per acre; “C” lands—3$1.25
per acre.

The same appraiser for the Tax Commission followed
the work through from beginning to end. The other Tax
Commission appraiser was called in several times for con-
sultation. All four members of the State Tax Commission
also made trips with the group into several areas; looked
over the lands; consulted with the appraisers; talked with
land owners and livestock men, and observed and studied
the methods used and results obtained.

The Summit county project was then used as a basis
for comparison and the commission proceeded to make brief
surveys in each of the other counties of the state. In most
cases, the Tax Commission’s appraiser, usually accompanied
by one commissioner, Mr. Bennion, would call on the county
assessor and obtain from him an overall picture of the as-
sessment of grazing lands within his county, discussing
classification, valuation, methods used, etc. The group
would then go together and examine typical areas and
classes of grazing land within the county, checking valua-
tions and, wherever possible, consulting range users in re-
gard to carrying capacity, values, and other pertinent facts.

The result of this survey, which has been completed
in all the counties of the state, is to bring to light areas
which are assessed very much out of line, either above or
below the general average. These will be called to the at-
tention of the assessors concerned and corrections can be
made in a general way, it is hoped, in the 1943 assessment.
Further steps needed to provide adequately equalized as-
sessment of grazing lands will be taken as found desirable
after thorough consideration of the statewide problem.

Farm Lands

As a step toward statewide equalization of the valua-
tion of farm lands for taxation purposes another project
was initiated by the Tax Commission. Under a cost-sharing
cooperative agreement with Millard county, similar in terms
and procedure to that in Summit county, outlined above, a
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tentative basis has been reached for the classification of
both irrigated and dry-farm lands, graded according to their
productivity as determined by many factors, of which the
soil chemistry, topography, water supply and transporta-
tion facilities are only a few. At the time this report was
prepared the fixing of valuations for each class of land had
not been completed. When the results of the study are avail-
able, the equalization of farm land values in Millard county
will be greatly simplified. Principles and procedures devel-
oped by the experience it is expected, will greatly assist in
attaining a large measure of statewide uniformity in the
taxation of this class of property.

Delinquency and Settlements

Effort spent in equalization of assessment, however,
is wasted unless the tax laws are enforced uniformly, fear-
lessly, impartially. If a property owner discovers that, by
merely failing to pay his tax bill on time, he can escape
payment of all or part of it, the foundations of government
itself are imperiled. Favoritism or political chicanery have
no place in the administration of a tax system. The willing
taxpayer must not be penalized for his loyalty. He will not
long continue to pay, in addition to his own just share of
thedtax burden, the share that should be paid by the tax
evader.

The past ten years have demonstrated that there are
instances and times when tax deliquency is unavoidable.
Recently came a reversal. Never in Utah history were prop-
erty taxes more promptly met than in the current biennium.
No more suitable time than the present could be chosen for
a careful study and calm evaluation of the statutory pro-
visions covering the collection of delinquent taxes.

Several of those provisions were enacted to meet
emergency conditions of the past decade, no longer existing.
They may be capable of abuse and productive of harm in
normal times. Some county treasurers have achieved out-
standing success in the collection of both current and de-
linquent taxes. Some boards of county commissioners have

“been able to restore to the tax rolls a high percentage of

property that had gone to tax deed. Other boards confine
their activities to cancellation of penalties and interest in
cases of delinquency and by such practices actually encour-
age delinquency. It is poessible a more satisfactory standard
practice, already tried out in some counties, could be by
law adapted to statewide application.
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This Commission feels constrained to call attention to
the wording of Section 80-10-61, Revised Statutes of Utah,
1933, as amended by Chapter 87, Laws of Utah, 1935. This
law permits the Tax Commission, when property assessed by
it is concerned, to arrange adjusted settlement of delinquent
taxes when, in its judgment, “the best human interests and
the interests of the state and the county are thereby sub-
served.” Like authority is conferred on the boards of county
commissioners as to property assessed by the county offi-
cials. The same section fixes the nature of the record to be
made of adjustments of tax payments. During the past two
years the Tax Commission has made only two adjustments.
Policies followed by the respective boards of county com-
missioners have been at such wide variance as to suggest a
more definite fixation by legislative act of standards for
tax settlements.

COLLECTION
Total Costs of Commission
Fiscal Total
Year Collections Per Dollar
Amount Collected
1947 oo $14,105,979.80 $398,334 2.82 cents
1942 e 15,925,794.40 413,813 2.59 cents

(Unemployment compensation collections excluded)

The chart on page 4, supplemented by the more detailed
Table 52, on page 145, shows the portion of the state’s
revenue that is collected by the State Tax Commission. On
page 6 the relative importance of those collections and other
sources of revenue to the state government is indicated.
In 1936 the Tax Commission was already collecting more
than 409 of the state’s revenue. Unemployment Compensa-~
tion taxes were collected by the Commission from 1937 to
1941, inclusive, but are in the nature of a trust fund, not
available for governmental operations. Omitting these, the
proportion of the state’s true revenue collected by the Tax

Commission grew steadily through the fiscal year 1941,°

when it was nearly 49%. An apparent falling off to about
429 in 1942, is explained by the fact that in that year gross
receipts from sales by the State Liquor Control Commission
were classed as state revenue. Formerly only the net profits
of the monopoly were so listed.
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Disposition of Revenue Collected

Like other state revenue, receipts from certain sources
are definitely devoted to specific classes of expenditures.
The general sales taxes, under the statute, may be ex-
pended only for relief purposes; receipts from the gasoline
tax and motor vehicle registration are used for the con-
struction and maintenance of roads and streets. Receipts
from the taxes based on income must be used for the re-
duction of state or state school levies against tangible
property.

TABLE C.—HOW STATE TAX COMMISSION COLLECTIONS
ARE DISTRIBUTED

. From Taxes Based on Income Other
E;}SCM General
ear District Fund
Ending School General Revenue
June 30 Fund Fund Collected
$ 122,555.84 $ 40,851.91 $ 191,267.29
. 145,745.16 48,581.71 761,734.65
295,396.04 98,465.35 918,833.01
639,642.49 213,214.17 981,614.18
1,078,197.98 359,399.32 1,130,388.54
1,168,011.59 389,337.21 1,773,792.20
1,142,395.25 380,798.44 1,623,003.85
1,122,850.52 374,283.52 1,599,755.77
1,250,8972.65 416,990.88 1,881,088.83
1,787,337.48 579,112.51 2,320,205.92

TABLE C (Continued)

Unemployment Emergency

Fiscal R s Road Special
Compensation Relief o2  Specia TOTALS
Year FuxI:d (1) Fund (2) Fund Funds (3)
$ 14,276.59 $ 132,081.17 § 85,105.03 § 586,137.83
1,730,625.06 3,368,381.22 196,966.79 6,251,934.59
2,496,097.11 3,756,347.49 144,588.61 7,709,727.61
2,966,866.29 4,068,403.87 338,032.67 9,202,773.67
3,411,5685.86 4,339,249.98 204,640.53 11,740,479.83
3,465,189.86 4,534,034.77 427,206.27 13,896,267.37
3,635,5602.90 4,710,831.74 311,288.98 14,432,566.31
4,199,373.30 4,972,755.76 403,065.01 15,350,496.02
4,541,548.40 5,411,402.75 603,076.29 16,978,975.07
5,323,799.01 5,618,418.37 346,921.11 15,925,794.40

NOTES:

(1) Unemployment Compensation Act effective August 29, 1936 (fiscal
- year 1937); Fund collection transferred to Industrial Commission as
of July 1, 1941.

(2) The sales tax law which creates the Emergency Relief Fund became
effective late in the fiscal year ending June 30, 1933.

(3) Special Funds include, with other items, important amounts such as
taxes paid under protest, that ultimately were distributed among
other funds listed above.

The purposes specified by law for which the revenue
collected by the Tax Commission may be used are indicated
by Table C. Approximately one-third of the annual collec-
tions goes into the Emergency Relief Fund, and a slightly
larger proportion is used for road purposes. The amounts
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going to the general fund direct have ranged in the past
six years between one-seventh and one-fifth of the total
collections, exclusive of those for the Unemployment Com-
pensation Fund. The income taxes have produced one-
eighth to one-seventh of the total. The amounts in the col-
umn headed “Special Funds” are comparatively small, and
a considerable part of them ultimately find their way into
one or other of the main divisions indicated above.

Income Tax Receipts

Three-fourths of the revenue from the income taxes
(both the individual income and the corporation franchise
taxes) are devoted by the State Constitution to reduction of
the state district school levy, and the other fourth to lower-
ing the state general fund levy. However, for several years
the general fund has received more than the constitutional
one-fourth of the income tax collections. The reason for
this is the method fixed by the statutes by which the state
district school levy shall be calculated each year—coupled
with the constitutional requirement that “any surplus above
the revenue required for the state District School Fund”
shall be paid annually into the State General Fund (Art.
X111, Section 3).

Sections 80-9-1 and 2, Revised Statutes of Utah, 1933,
should be amended so as to permit the use of estimates of
income tax revenue for the current year rather than to re-
quire the use, in the calculations, of the amount actually
collected in the preceding year. Under the formula as at
present prescribed in these sections, an unnecessarily large
property tax levy for state and state school purposes must
be fixed during those prosperous years of an economic cycle
when income taxes are on the increase. However, when
“had times” come and economic trends are reversed, the
school districts, if the present formula is continued, will
sustain a serious reduction below the $25 per capita of
school population which they have the constitutional right
to expect from the state. Such unnecessary and disappoint-
ing inconsistencies could at least be greatly reduced if the

law permitted experienced officials to estimate probable -

revenue from income tax sources for the current fiscal year
in fixing property tax levies.

Accounting Division

Collections for the past biennium totalled $32,904,-
769.47 as compared with $29,783,062.33 for the previous bi-
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ennium, or an increase of 10.5%. The detail of this business
is in charge of the Commission’s Accounting Division which
maintains all accounting records. By the use of cash regis-
ter accounting or validating machines, control is established
on all documents and remittances and a detailed record
maintained of all collections and assessments. In the past
two years, 889,736 transactions or documents of various
kinds were thus recorded, representing an increase of 13.1%
over the previous biennium.

The sale of revenue stamps in accordance with the
cigarette, oleomargarine and beer tax acts is handled by this
Division, where the wholesaler or merchant buys the neces-
sary revenue stamps to be put on each package of the above
named articles. Sales for the 1941-42 biennium amounted
to 24,168,963 cigarette stamps and 121,616 oleomargarine
stamps. A complete record must be kept of each and every
transaction as also a running stock inventory.

The Accounting Division is responsible for the issuing
of and accounting for all passenger car plates, commercial
plates of all sizes from number three to twenty-four; also
for trailers and semi-trailers of all sizes; also motorcycle,
exempt plates, motor vehicle dealers’ licenses and certifi-
cates of title.

All collections by the State Tax Commission are paid
over daily to the State Treasurer. The State Auditor con-
ducts a continuous audit of the Commission’s financial
transactions, and the records of this Department are at all
times in agreement with those of the Auditor and the Treas-
urer. The record in each transaction connected with assess-
ment and collection of taxes, together with the returns
completed by the taxpayer, is subject to examination and
investigation by the Commission through its Auditing Di-
vision. When payments are delinquent the work of collec-
tion is assigned to the Collection Division.

Collection Division

In dealing with the taxpayer, the Commission aims to
adhere to the exacting collection provisions of the tax laws,
but to temper enforcement with a spirit of tolerance, help-
fulness and an understanding -of the taxpayers’ problems.
Willingness and desire on the part of the taxpayer to comply
with the statutes are to be sought; creation of resentment,
by administrative intolerance or lack of understanding, is




30 STATE TAX COMMISSION

to be avoided. Reduction of delinquency rather than its pun-
ishment is the chief objective and purpose of the Collection
Division.

The Collection Division’s statement of sales tax delin-
quency of July 20, 1936, shows 9,482 accounts of which 18%
were classed as delinquent. The taxes collectible list as of
that date showed $55,664 which is 1.88% of the nearly
$3,000,000 in sales tax collected in the fiscal year 1936. The
summary of sales and use tax delinquency of September 1,
1942, shows 9,114 accounts of which 6.1% were charged
with delinquency. Total taxes collectible as of that date
were $69,769.09 or 1.31% of the more than $5,300,000 which
had been collected in the fiscal year ending last July. The
increase in the amount of taxes collectible as shown on Sep-
tember 1, 1942, over that of July 20, 1936, is due to a change
in the routine of accounting procedure. All deficiencies are
now assessed at the time they are received in the Collection
Division; formerly they were placed on a card record and
were not listed as collectible taxes until paid. Sales tax
delinquency notices mailed out for the bi-monthly period,
July-August, 1938, totaled 1,300; while for the same period
in 1942 they totaled only 610, showing a decided increase
in compliance with the law by the business houses concerned.

Corporation taxes collectible as of December 31, 1936,
were $8,893.34; and on December 31, 1941, were $1,969.85,
only 22% of the former figure.

The individual income tax return blanks mailed out in
December of 1936 for the filing of the 1936 returns totaled
54,081. The records show recipients of 13,783 of these
failed to file on time, and therefore automatically became
liable to the legal penalty for delinquency in filing. The
return blanks mailed for 1941 returns were 92,020; while
15,685 failed to file on time. The filing delinquency ratio
had dropped in five years from 25.5% to 17%.

These decreases in delinquency have been established
and maintained in spite of additional work required of the
Collection Division. The volume and amount of deficiency
assessments given it for collection has increased; the num-
ber of individual income taxpayers has grown rapidly and
the migration of workers for the war industries has caused
many business changes with notable effect on the sales
tax accounts.

" Other taxes handled by the Division show similar de-
creases. in delinquency.
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Auditing Division

Upon the Auditing Division rests the responsibility of
determining that the taxes reported in the various returns
which are filed, have been correctly determined by the tax-
payer. This means that some 175,000 returns must be
reviewed and examined annually. The first step is the me-
chanical checking of the footings and computations by cal-
culator machine operators. Subsequently the returns are
reviewed and sorted for special examination by auditors
trained as specialists in one or more of the several taxes
collected by the Commission. Cases are selected for field
audit and, so far as time and man power permit, examina-
tions are made of the books and records in the hands of the
taxpayers. While it is important that field audits be made
for all taxes, it is essential that actual examination of the
taxpayer’s records be made in auditing such taxes as sales
and use, because the returns filed do not contain sufficient
detail to permit an accurate determination of the true
liability.

Overpayments discovered in the course of auditing are
refunded to taxpayers and underpayments are collected.
When underpayments are discovered a notice of the de-
ficiency in tax is sent to the taxpayer and he is given oppor-
tunity to investigate the matter and submit such evidence
as he desires before making payment of the additional tax.
Aside from the moral and psychological benefits resulting
from the auditing of returns, the financial results have been
sufficient to sustain practically the entire cost of operating
the Tax Commission, aithough only a small percentage of
the employees are actually engaged in auditing work. Dur-
ing the biennium ending June 30, 1942, the additional tax
assessments approximated $700,000, added to which are
penalties and interest of more than $100,000. Only a neg-
ligible part of these funds would have reached the treasury
of the state, without the efforts of the auditing staff. Fur-
ther the sum of these additional assessments is not the true
and final measure of the auditing performance. Experience
has proved that corrections brought about through audit-
ing are carried forward into future current colleétions.

The auditing staff also spends considerable time each
year aiding taxpayers in filing individual income tax re-
turns, with a minimum loss of time. During the rush filing
period several thousand taxpayers are assisted daily both
at the Capitol and at the branch offices of the Commission.
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During the biennium special studies and investigations
have been made of contracting and other firms which came
into the state in connection with defense projects. In some
cases they were cleared of tax liability and in others lia-
bility was determined which added a considerable sum to
the state treasury receipts.

While in the past there has been reason to feel justly
proud of the large group of highly trained personnel in the
Auditing Division, the future picture looks gloomy. Already
the number of employees has been reduced 50 per cent with
no prospects of recruiting qualified personnel to fill the
ranks. It has been necessary to close some branch offices
and to curtail the number of employees at others. Some
of those leaving the Commission are in the service of their
country, but the majority have accepted positions with
commercial organizations, which are more remunerative,
offer better security and better prospects.

This loss of highly trained man power will be keenly
felt in the future as the curtailment of auditing work will
eventually make itself apparent in the shrinking of state
income. Unfortunately this reduction will go hand in hand
with the decline of tax revenues resulting from a smaller
business volume. It is also contemplated that less help can
be given to individuals and taxpayers will be requested to
file their returns without assistance so far as possible. Fur-
ther the state loses time and money expended in training
a highly specialized group of men who can be replaced only
by similar painstaking preparation.

Branch Offices

For all or part of the biennium branch offices were
maintained at Logan, Ogden, Provo, Price, Richfield and
Cedayr City. Offices at Ogden and Provo are open daily and
the other offices were open part time to receive reports
and payments, to handle motor vehicle and drivers’ license
work as well as to advise and counsel taxpayers.

Auditing work in these territories is conducted by di-
visional auditors working from these branch headquarters.
During the past year such work in some localities was seri-
ously curtailed due to a shortage of auditors. Many have
left the service of the Tax Commission for military and
other fields. The Ogden office, regularly staffed with three
auditors, has operated for the past year with but one. The
reduction in personnel is reflected in the number of cases
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audited. During the biennium ending June 30, 1940, 1,398
cases were audited by the Ogden auditors compared with
945 for the biennium just closed. For similar reasons the
Cedar City office was closed June 10, and the Richfield
office July 8, 1942. At Logan it was necessary for the
division auditor to devote most of his time to branch office
work for about fifteen months of the biennium, and a size-
able reduction in the number of cases audited resulted.

The accompanying table shows the number of regular
employees of branch offices and a summary of their activi-
ties. Collections and costs of the Salt Lake field force are
also shown, as well as those of temporary offices set up
for re-registration of motor vehicles, the purpose of which
is discussed elsewhere in this report.

SUMMARY OF BRANCH OFFICE ACTIVITIES
For the Biennium Ending June 30, 1942

: Number of

Locaftlon Reguleu? Number Amount Nur;lfber gg;?;

fo' Employees of Ttems oL Cases For All
Office Adm. Aud. Handled Receipts  audited Activities
5 3 77,415 § 713,991.67 945 $28,871.73
3 2 51,330 607,644.99 409 18,883.79
2 1 28,880 279,067.38 25617 9,866.96
1 1 20,9389 127,714.38 288 12,888.21
i 1 Not Available 52,358.58 263 5,886.49
Cedar_ City .. R 1« « 52,470.68 340 6,808.15
Salt Lake-Field... « “ 42,650.65 .. 9,089.85
Temporary ... “ ‘ 504,067.45 ... 5,893.14
TOTAL . $2,379,965.78 2,502 $98,188.32

The schedule gives only a partial picture of the scope
and importance of branch office work. The employees make
field contacts for collecting delinquent accounts, securing
delinquent returns and licenses and make special investi-
gations required in the administration of the various taxes.
Many remittances made direct to the Salt Lake office are
a result of contacts made by members of branch office staffs.

Files Division

. Efficiency of Accounting, Auditing and Collection Di-
visions alike depends largely on the maintenance of accurate
and gp-to-the-minute files of pertinent information sources
relative to some hundreds of thousands current accounts.
The Motoy Vehicle and the Drivers’ License Divisions each
operates its own filing system. All other filing and the
clerical detail of administration of the several taxes are
entrusted to the Files Division. With the assistance of me-
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chanical equipment for mailing out blank forms and for
sorting, classifying and distributing (for checking and
auditing) several hundred thousand pieces of material and
for checking on receipt of returns from taxpayers, a vast
volume of work is handled with an expenditure of a mini-
mum of time, effort and public funds.

Because of the court appearances required, collection
of the inheritance tax is assigned to the Commission’s Legal
Division, but inheritance taxes form but a small portion of
the work required of this highly essential factor in the Com-
mission’s organization.

Legal Division

During the two-year period covered by this report the
Legal Division found its work progressively increasing. As
of June 30, 1942, matters assigned to the Legal Division
were perhaps more numerous than at any previous time in
the history of the Commission. This is largely due to three

factors:

1. TImproved business conditions have resulted in
higher tax collections, with legal problems incident
thereto.

9 Since the existence of the present national
emergency Utah has assumed the aspects of an indus-
trial state to a greater extent than ever before in its
history. The creation of new state industries, particu-
larly those involving the use of federal funds, has re-
sulted in innumerable problems pertaining to the laws
administered by the Commission.

8. The Supreme Court of the United States as
presently constituted has overruled many of its prior
decisions pertaining to the taxing powers of the states.
In practically every such case tax procedure in the
State of Utah has been vitally affected, and the Legal
Division has had to establish new procedures and pre-
pare new regulations in light of the changes in judicial
interpretation of the Constitution of the United States.

During the past six months the Legal Division has
made a study of the current regulations of the Commission.
Many of those formerly promulgated have been amended,
others modified and some rescinded. This revision is not
as yet completed.
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The Division is also engaged in examining the revenue
IE_LWS of the state with a view to submitting to the Commis-
sion recommendations for new legislation.

The Supreme Court of the United States, on April 27,
1942, rendered its decision in the case of the State Tax Com-
mission of Utah v. Malcolm P. Aldrich and Mary S. Hark-
ness, administrators with the will annexed of the Estate of
Edward S. Harkness, Deceased. This decision reversed the
decision of the Supreme Court of the State of Utah and up-
held the position of the Tax Commission to the effect that,
when a non-resident stockholder in a domestic corporation
dies, the resultant transfer of stock is subject to the inheri-
tance tax laws of the State of Utah. Because of this de-
cision the State of Utah has assessed tax on the estates of
non-resident  decedents owning stock in domestic corpora-
tions in the amount of $193,118.90. This is an entirely new
source of revenue.

While the Utah inheritance tax (in reality an estate
tax) is administered and collected by the Tax Commission,
the sfcatutes provide that all inheritance taxes must be de-
termined by the district courts. It is, therefore, necessary that
two attorneys be constantly engaged in court appearances
to pre_sezqt the results of investigations made by the Tax
Commission’s representatives and to effect settlements of
tax liability. During the biennium, 1566 inheritance tax cases
were handle;d by the Legal Division. In addition, thousands
of communications regarding inheritance tax, coming from
persons both .Within and without the state, were answered.
At present, nineteen litigations regarding inheritance taxes
%re %endlng in the district courts and two in the Supreme

ourt.

. _le1 addition to the inheritance tax matters, the Legal
Division, as of June 15, 1942, was handling 127 sales tax
cases, 96 use tax cases, 31-income taX cases, 27 corporation
franch;se ta}g cases, and 3 motor fuel tax cases, all of these
cases involving collection matters. During the biennium,
15 cases were handled by the Legal Division in the Supreme
Court of the State of Utah and 2 cases were argued before
the Suprgme Court of the United States. At present, 5 cases
are per}dlng before the Supreme Court of the State of Utah
and 7 in the district courts of the state.

. Much of the work of the Legal Division consists of ad-
vising taxpayers and county officials as to various aspects
of .tl_le revenue laws of the state. The number of such in-
quiries received is steadily increasing.
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Property Tax Division

While administration and supervision of the tax laws
of the state are assigned by the State Constitution to the
Tax Commission, collection of the property taxes is made
through the respective county treasurers. The Commission
is ex officio collector of property taxes paid on the rolling
stock of car companies (the Pullman Company, refrigerator
and tank lines, for example) and of bus lines and on the car-
rier equipment of air transport companies. A fraction of
one per cent of the total property taxes charged annually is
thus forwarded by this Commission to the county treasurers
and distributed on a wheel-mile basis, or corresponding
formula.

The vast bulk of the eighteen or nineteen millions
charged annually against property is collected and distrib-
uted by the county treasurers, subject to direction by the
county commissioners, and to checking by the county and
state auditors (see Table G, page 53).

Property Tax Delinquency

Collection of 1942 property taxes had just begun as
this report was completed. Reports from county treasurers
to the State Tax Commission show that 95.14 per cent of
the property taxes levied in 1941 in Utah had been paid be-
fore the property was advertised for tax sale at the begin-
ning of 1942. This compares with 92.04 per cent the pre-
vious year which up to that time was high, so far as the
records in the biennial reports of the state auditor show.

Returns for the ¢complete tax year, ending April 1, made
to the state auditor, show that by April 1, 1941, 93.58 per
cent of the 1940 taxes charged had been paid. That was
deemed a remarkable record, since even in the “good times”
before the 1929 economic debacle, the highest percentage
reached was in 1928, when 92.81 per cént of the property
taxes were collected in the tax year in which they were
levied. Collections of 1929 taxes were only 91.68 per cent
of the taxes levied, by April, 1930.

From that point the falling off was rapid, and ounly
76.77 per cent of the property taxes levied in 1933 had been
collected by the close of the fiscal year. Since then, due
largely to the assistance of federal loans, and later to the
upturn of prices and business activity, the proportion of
taxes paid gradually increased, until new records were set.
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TABLE D.~PROPERTY TAX COLLECTION

Percentages of Current

Assessed Taxes Paid When Due
COUNTY Value per
Capita, 1941 1940 Levy 1941 Levy

Morgan $2,075 95.4 96.8
BoxgElder .................................... 1,704 94.2 95.4
Grand 1,675 92.7 94.1
Tooele 1,616 95.8 97.2
Summit .. 1,557 95.6 96.2
Salt Lake cicieaeeaees 1,278 94.1 98.1
Rich .. 1,120 91.3 93.6
Iron ... 1,085 91.4 93.4
Juab 1,008 91.3 93.7
Daggett 1,001 85.7 90.8
Beaver . 989 90.0 93.1
Davis 979 90.1 94.9
Carbon 978 90.5 92.8
Millard . 942 90.4 92.9
Wasatch 885 93.4 96.1
Weber 876 94.7 95.7
Cache ... 787 87.0 91.8
Utah 754 90.7 92.8
Emery 690 86.6 88.0
Sevier 664 84.0 88.6
Piute ... 623 80.1 83.5
Kane 586 75.0 82.2
Sanpete i e 546 87.3 89.9
Uintah 468 83.7 84.4
Washington .o 416 84.4 87.8
‘Waynhe 376 46.8 48.5
Garfield 364 68.2 57.1
Duchesne  .ooiereceas 352 56.3 69.0
San Juan 284 63.9 67.6
State AVerage . emmcaoioe. 1,033 92.0 95.1

The proportion of property taxes promptly paid appears
to have some relation to economic development, and some
to the assessed value per capita of population as may be
gathered from Table D, a compilation by counties of per-
centages of current taxes paid when due. The counties
are listed in the order of their assessed value per capita,
based on the 1941 assessed value and the 1940 federal
census.

Costs of Collection

As shown by Table 54, on page 148, the total expendi-
tures of this Commission in the fiscal year ending June 30,
1942, were $413,813.34; while total collections for the same
year were $15,925,794.40. Thus, in the performance of its
constitutional duty of administering and supervising the
tax laws of the state the Commission in that twelve-month
period expended 2.598 cents for each $1 it collected.

Such figures, considered with figures for previous
years, similarly reached, serve to show trends. In the fol-
lowing comparison, the Unemployment Compensation col-
lections and the Property Tax administration expenses are
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omitted. Unemployment Compensation collections which
were of great volume, were transferred from the Commis-
sion after the fiscal year 1941. Collection costs to the state
of this tax were practically nil, since the administrative
costs of that tax are borne by the federal government.
Property Tax activities of the Commission, as shown above,
fix values on which levies and collections are made by the
county taxing machinery.

Tax Tax Expenditures

Year Commission Commission Per Dollar
Collections Expenditures Collected

..$11,803,821.16 $307,355.19 2.604 cents

12,672,083.88 346,607.98 2.135 cents

14,105,979.80 345,798.47 © 2.451 cents

.. 15,925,794.40 371,5615.27 2.833 cents

Unemployment compensation collections and property tax division
expenditures excluded. .

Sometimes the administrative expenditures, per dollar
of tax collected, are referred to as the “costs of collection.”
It must be remembered they include all costs of administra-
tion of the laws imposing the taxes, and also of some stat-
utes, like the drivers’ license law, which are not intended
to be revenue producers. Expenditures by the Commission
per dollar collected by it under each tax law are shown in
Tables 53 and 54.

Tables E and F show. trends in costs of administering
various taxes over a period of six years.

There is a distinct difference, also, between ‘“‘costs of
collection” and cost of compliance with a tax law. Admin-
istrative expenditures for an income tax law, for example,
may figure out at 4 or 5 cents per dollar collected. But ad-
ditional costs may be incurred by the taxpayer before he
can file a correct return. Costs of administering the cigar-
ette tax may be around 125 cents. But an additional 10
cents per dollar of tax, allowed as discount for the purchase
of stamps in bulk, is defended as a part of the expense in-
curred by the dealer in complying with the law. Naturally,
such costs are part of the price paid by the consumer
for the cigarettes; but they are not administration expenses
or “costs of collection” so called.

No complete study of the cost of administering the
property tax has been made in Utah, so far as this Commis-
sion is aware. Such figures as are available indicate a wide
variance in costs between counties, some running as high as
three times the state average in ascertainable items. Coun-
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TABLE E.—STATE TAX COMMISSION COSTS, BY TAXES
(To Nearest DoHar)

Tax or
Division 1937 1938 1939 1940 1941 1942

$ 37,394 § 41,597 § 34,150 § 41,850 38,203 41,25
15,192 20,969 18,818 21,603 ¥ 20,683 i 1%:74%
61,922 102,696 97,304 92,063 98,339 110,082

9,183

Income
Franchise
Sales—Use

Gasoline . 7,912 9,623 12,377 15,415 12,485

Use Fuel s i e e e ‘872

Cigarette 4,760 6,377 5,091 4,975 5,998

Oleomargarine .. 508 848 840 732 696

Beer ..occmeeens 1,191 1,485 1,326 1,225 1,832

Inheritance .. 10,716 13,225 17,186 16,919 15,597

Insurance 1,368 ,2562 59 ’

Car & Bus ........ 00 343 271 322 444

Gross Ton Mile.. 10,087 1,906 4,100 ... 3,484

M. V. Reg. e 117,059 121,784 95,042 112,370 100,211

Drivers’ Lic. ... 16,108 15,019 19,430 37,922 45,503

Property ...... ... 63,670 68,489 52,422 53,100 52,5636

Utility Fee 105 151 48 99 "247

Mine Occupation ... 104 120 238 182

Unemp. Comp.... 352 * 326 215 778 .
TOTAL: ioes $348,694 $405,176 $360,104 $399,708 §$398,334 $413,813

*Costs of Unemployment Compensation in 1938 were offset.

TABLE F.—STATE TAX COMMISSION COSTS IN CENTS
PER DOLLAR COLLECTED

Tax or

Division 1937 1938 1940 1941 1942
Income 4.65 4.81 5.2

Franchise 2.02 2.20 2.5% %i %%‘;’-
Sales-.—Use 2.96 2.18 2.15 2.06
Gasoline . 0.27 0,40 0.29 0.21
Use FUl s oo e e e 5.30 6.68
Cigarette 46 1.82 1.31 1.62 0.73
Oleomarga 1.13 1.92 3.23 1.54 1.34
Beer ... 1.05 1.23 1.05 1.20 1.09
Inheritance 4.48 4.23 10.29 6.66 454
Insurance .. 0.45 0.18 0.18 0.19 0.25
Car & Bus ... 0.48 0.40 0.26 0.41 1.00
Gross Ton Mile.. . 410 R :

. . 10.83 9.34 86 781
Drivers’ Lic. 91.91 79.84 154.85 17Z.§$ 151'3%
Uiy Yred 035 o6 0is o6 o8 '

tility Fee ... 0.28 0.26 0.13 0.26 0.58
Mine Occupation._. ... 0.01 0.04 0.05 0.02 %ig
Unemp. Comp. ...... 0.03 . 0.01 0.01 0.02

Weighted Avg... 2.95 2.91 2.50 2.60 2.34 2.59

_ *Owing to a court decision, no revenue accrued from the gross ton
mile tax in 1939.

ti_es having large areas, small population and few large indi-
vidual taxpayers often show proportionately high collection
costs. Ascertainable expenditures (salaries paid county as-
sessors and county treasurers and their deputies, maps and
plats and similar items shared by the state, plus a share of
the costs of the State Auditor and the State Tax Commis-
sion) rum, in normal years well over 2 per cent of the prop-
erty taxes couected. Applicable costs incurred by boards of
c‘ounty commissioners, county auditors, recorders and the
like, are not easy to obtain. It would appear that the total
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costs of administration of the property tax laws would
easily run 2.5 cents out of the tax dollar collected, and pos-
sibly considerably more.

MOTOR VEHICLE DIVISION

Administration Costs

Tiscal .

- Collections -

Year Per Dollar
Amount Collected

1941 $1,273,496.61 $100,211.04 7.86 cents

1942 1,303,862.36 101,914.51 7.81 cents

Important changes in the use of the state’s highway
transportation organization and equipment have resulted
from defense preparations and wartime conditions.

In spite of an undoubtedly large increase in population,
the number of registrations during the fiscal year ending
June 30 last, compared with those for the preceding twelve-
month period, decreased about 5%. Yet receipts increased
about 4%.

A large increase in amounts paid came from users of
trucks; yet the number of truck licenses decreased—
slightly. The fees were greater mainly ‘because of the in-
creased proportion of heavy trucks, which pay higher li-
cense charges.

Fees for passenger car registrations increased slightly,
in the face of a noticeable decrease in the number of regis-
trations; possibly because a smaller proportion registered
between July 1 and December 31, 1941, than were registered
during the corresponding four-month period in 1940. The
annual fee ig cut one-half on July 1.

A sharp decrease was recorded in the number of deal-
ers’ licenses issued, from 442 in the fiscal year 1941 to 342
in the fiscal year 1942, Dealers took out 1738 sets of license
plates in 1941 and 1151 in the last fiscal year. Dealers’
licenses are for the calendar year, and the 1943 record may
show further heavy reductions.

Another war fact, even more intimately associated with
administration of the Motor Vehicle Act than the foregoing,
calls for early attention from the Twenty-fifth Legislature.
The vital wartime need of the Nation for steel defnitely
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removes from consideration further use of that metal for
automobile license plates.

In the following pages are presented, first, a summary
report of the pas’g two years’ administration of the act; and
second, changes in the statutes suggested by such experi-
ence.

Motor Vehicle Trends

The State Tax Commission took over the administra-
tion of the Motor Vehicle Act on June 26, 1933—close to the
end of that fiscal year. Since that date, registrations and
fees were collected as summarized herewith.

COMPARATIVE SUMMARY

Tiscal Motor Vehicle Fees
Year Registrations Collected
1933 723 5,1
1934 114,652 ’ 8711623132
1935 124,881 983,674.98
1936 142,704 892,201.98
1937 155,396 909,192.05
1938 153,880 1,043,457.68
1939 154,813 1,066,290.33
1940 166,855 1,098,198.64
1941 oo eene 180,881 1,178,494.94
1942 171,776 1,228,319.97

Tyends'for the past three fiscal years in various types
of registrations and fees collected, are shown on the records
of the State Tax Commission as follows:

CLASSIFICATION OF RECEIPTS

Unladen weight

Type of vehicle NUMBER AMOUNT COLLECTED
or registration 1940 1941 1942 1940 1941 1942
Passenger ... 136,377 147,912 140,092 § 557,305.000 § 590,438.75 $ 594,845.00

_____ ... 24,294 27,347 27,201

- 695 994 924

........ 148 173

] . 610 207 231

Semi-trailer b45 506

........................ 25,599 29,241 29,

thermotal o 9,035 493,166.00 538,656.67 602,638.36

Truck .. 1,518 1,346 865

Others . . 88 14 13

Total . 1,604 1,360 878 14,808.13 12,101
Motoreyele 570 612 577 1,316.25 11313.’33 fééggg
%gf}llgé?alp}}at 1,53% 1,7% 1,151 6,101.00 6,780.00 4559.00
Semporary . 43 275.50 123.00 707.00
Trﬁnsfer of

egiStration o oo 22,541.00 26,261.00 15.515.00
Plate replacements 1,403.00 1,714.00 1;5%3280
Penalties e e 1,287.76 1,106.64 868.99

YEARLY TOTALS..166,855*% 180,881 171,776 $1,098,198.64

$1,178,494.94  $1,228,319.97

*The 1940 total includes 1,112 regi i
vehicle vegistercd. , exempt registrations, not

distributed as to class of
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About 60% of the annual registrations with the Motor
Vehicle Division are accomplished between January 15 and
March 15 of each year, leaving an average of 4% a month
for the remainder of the year. The handling of the annual
work peak involves an administrative problem.

Plate Distribution

From January 20 to April 1, 1942, as an experiment in
extending further service to the Utah public, the State Tax
Commission, for the first time, established temporary motor
vehicle re-registration offices in all counties where no per-
manent office of the Commission had been established. An
elective county official was asked to take charge of each of
the temporary offices, acting as agent for the Commission.

Each office was paid for this service according to the
number of sets of license plates issued, as follows: 25 cents
per set for the first 100 pairs issued, 20 cents for the next
400, and 15 cents for the balance.

This program was accomplished with a minimum of de-
tailed correction work and 13,663 sets of passenger plates
and 8,270 sets of plates for small trucks were issued during
the period, totaling 16,933 or about 149% of the total issued
by the state in the first three months of this year.

Counties participating and the number of sets of li-
cense plates issued are as follows:

TEMPORARY BRANCH OFFICES

Number (Sets) County Official
COUNTY Plates Issued in Charge
Beaver 612 ..James H. Rollins
Box Elder... 3,212 . Owen L. Brough
Daggett - 3 R J. Kent Olson
Davis 1,560 _.Joseph E. Williams
Duchesne 678 .. Levi J. Anderton
HEmery. 573 U Oliver Jensen
Garfield L% SRS Leslie George
Grand PR ) B Albert Maxwell
Juab._... 8567 ... _Lester H. Belliston
Kane - 228 .. Robert Chamberlain
Millard...... 882 o iaeeeaan eeemennnnoan R. Noble Day
Morgan L B U A. R. Turner
B2 RS - TR 191 . ....J. L. Whittaker
Rich 248 _Lynn McKinnon
[ST% ¢ W01 5 15 s PO 244 Clarence Black
Sanpete .. 1,816 ....Clive Hansen
Summit R S - ORISR e S. R. Salmon
Tooele 1,767 Phares Haynes
Uintah..... Q0T ceeeemcaammcccecammme e Owen Slaugh
Wasatch 853 ...Guy Duke
Wayne . 234 Claud Baker
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Anti-Theft Precautions

The Tax Commission’s Motor Vehicle Division records
annually many thousands of transactions, involving the
transfer of millions of dollars’ worth of personal property
Thls 1ntr1§ate and highly technical task has been accom-.
plished with such great accuracy that police officers, fi-
nance companies and the general public have learneé to
depend implicitly on the Commission’s record.

Certificates of title issued for the fiscal year i
June 5_30, 1941 tot_aled 75,093. The number oi:y opel?;c(iiz)lrlli
1nvoly1ng th_e application of specialized knowledge and the
exercise of judgment, connected with such a large volume
of separate transactions, is enormous. For the fiscal year
ending with last June, the total was reduced by 22.5% to
58,184 the decrease being attributable to wartime curtail-
ment in the man_ufacture and sale of new motor vehicles
and to the reduction in the number of financing operations.

Fees for issuance of documents relating to ownership
of motor vehicles are covered into the Motor Vehicle Con-
trol Fund, on which the costs of operation of the title-re-
cording section are a first charge, subject, of course, to
leglslatlve control. If any attempt is made to comp‘are’ re-
ceipts to the Motor Vehicle Control Fund over a period of
years, it should be remembered that, whereas proceeds of
the former “ton-mile” tax went into the fund, the collec-
tions from the present “Utah Use Fuel Tax,” enacted to
supersede the unconstitutional ‘“‘ton-mile” tax, go into the
ro;ad funds of the state through the motor fuel tax fund
Ililg;lway J;lseI%S‘ of digsel fuels thus become contributors to

ad construction and maintenan
as if they used gasoline. ce by the same procedure

Legislative Suggestions

Temporary Permit.—The registration certifi i i-
dence that the holder has been granted the privi(ljsgfg ff elel—
ing his motor V(?hicle on the highways of Utah. Temporary
perm_lts, conveying the same privilege, are sometimes issued
pending completion of registration. The law at present re-
quires the return of all fees paid if registration is not com-
plete_d.‘ Instances have occurred of mis-use of this liberal
provigion in the statutes. It is suggested that Section 148
of the Motor Vehicle Act (Chapter 65, Laws of Utah, 1937)
be amengled 80 as to require the retention of some mi’nimum
amount in all cases where the privilege granted by the tem-
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porary permit has been exercised, and to permit the Tax
Commission, at its discretion, to retain additional amounts
proportioned to the period during which the temporary per-
mit has been in effect and to the type of vehicle used.

Recording Fees.—No fee is named by law for the filing
of instruments evidencing liens or encumbrances on title to
automobiles and it is recommended that a small fee be fixed
for such service. The purpose of the filing is to protect
lienholders against other creditors who may seek by legal
procedure to enforce a claim against the possessor of an
automobile.

Obsolete Documents.—Statutory provision is lacking to
permit destruction of such documents after they have
served their purpose. Instruments long since obsolete con-
tinue to occupy much-needed space in the state’s files. Leg-
islation should be enacted to permit the Commission to de-
stroy such instruments at any time after the indebtedness
they evidence has been discharged or released for two years
last past.

In-transit Permits.—Automobiles purchased at retail or
from regional distributing houses in Utah sometimes use
the highways to reach the home of purchasers in other
states. The legal status of buyer and seller in such trans-
actions would be made much more secure if the Utah act
specifically provided for in-transit permits, with proper re-
strictions and limitations.

Identification Tags.—The need for steel for wartime
purposes is pressing, and the federal government has urged
that the states discontinue use of the metal for automobile
license plates. States are experimenting with varied success
with substitute methods for identifying licensed motor ve-
hicles. After such study as is possible this Commission will
sponsor the plan that appears best adapted to the needs of
this state.

In their present form the 1942 licenses expire March
1, 1943. The present situation is in the nature of an emer-
gency, and it is urgently requested that the Twenty-fifth
Legislature, early in its session, grant the Commission
authority to fix the manner of identification of motor ve-
hicles for registration purposes.

Soldiers’ Vehicles.—A considerable number of foreign
cars in Utah are owned by men in the armed service of the
Nation, whose sojourn in Utah is, in many cases, temporary,
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and who are here under orders of the United States. This
fact sugggsts that the statutes should define the conditions
u_nder which officers of the State should require registra-
tion from such motor vehicle owners.

DRIVERS’ LICENSE DIVISION

Fiseal Administration Costs

Year Collections
Per Dollar
Amount Collected
1941 oo $26,567.50 45,502.95
1047 36,671.00 $56',503'.07 $%Z%‘11

Although it involves some exercise of the poli r
police powers
of the sta’qe, the U’Fah program for licensing motor vehicle
operators 1s essentially educational. It seeks to reduce an
appalling annual loss of life, limb and property by:

1. Cultivation of safe driving habits in the
operator;

2. Inculcation of obedience to traffic laws;

] 3. ' Qorrect_io_n, where possible, of causes that im-
pair driving efficiency; and

4, Remo'\{al from the highways of drivers who,
by reason of incurable or uncured defects or short-

comings of body or of mind, cannot be trusted to drive
safely.

Calm, logical analysis and study of surrounding cir-
cumstances reveals that 90 per cent of the motor vehicle
accidents need not have happened. Frequently some reme-

diable fault of the operator is the pri ¢
ing factor. primary or a contribut-

Drivers’ Tests

Under Utah law, before any person is granted th s
lege of driving a motor vehicle on the hi hways of t o state,
he must show by test that he has: ghways of the state,

1. A good knowledge of traffic laws;
2. Reasonably adequate vision; and

3. A safe minimum ability as an operator.
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Responsibility for administering these tests, in accor-
dance with standards recommended by the National Safety
Council, was taken over by the State Tax Commission in
November, 1939. The operators’ license law was rewritten
and greatly strengthened by the Legislature of 1941. All
applicants for new or “original” licenses, whether beginner-
drivers or operators who have permitted their former Utah
licenses to expire, must pass all three tests. Those seeking
in person to renew their licenses before expiration, and those
applying in person for duplicate certificates must pass the
eye tests.

Counts made at various intervals show that 30% to
409 of the persons examined are unable to pass until they
have repeated the test. Out of each 100 applicants, four to
five persons may be expected to require correction of vision;
eleven to sixteen prove unable to answer correctly written
questions concerned with the traffic laws; and between
twelve and seventeen will be found lacking in skill or safe
driving habits. The surveys consistently show about the
same, or even a higher, percentage of failures among drivers
previously licensed when compared with new applicants.

Drivers’ Manual

Early in 1940 about half the applicants for licenses
failed because of ignorance of traffic laws and courtesies.
Undoubtedly due to the use being made of the printed
Drivers’ Manual, and of the supplemental compilation of
laws affecting the requirements for chauffeurs, the pro-
portion of such failures has materially decreased. More
than 125,000 copies of the Manual have been distributed
among Utah motorists, with noticeable effect in standardiz-
ing driving habits, especially among beginner operators.
Study of the Manual is required of applicants and is en-
couraged among all drivers. An appreciable decrease in
violations and accidents is bound to follow.

Driver Improvement

Within the Drivers’ License Division there has been
organized the Driver Improvement Bureau; its object is to
improve the performance of individual drivers with poor
records, or, as an alternate, to remove from the highways
those drivers who are incompetent, careless, negligent, or
wilfully disobedient to traffic rules and regulations. Data
on accidents, on warning tickets, or on convictions for
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traffic violations, assembled on the individual record of the
driver involved, are studied by the Bureau. Flagrant cases
are presented to the Commission for consideration and ac-
tion. In some instances, use of glasses, hearing devices,
artificial limbs or special equipment on the vehicle may
remove the cause of poor driving records. More often it is
not the driver’s ability or skill that is lacking, but a proper
attitude of mind. If efforts to induce the driver to be more
alert, thoughtful and considerate fail, disciplinary measures
may be taken, such as suspension or revocation of the driv-
ing privilege.

The Driver Improvement Bureau has made special ef-
fort to obtain cooperation of the courts of justice and timely
reports of convictions were received in 90% of the cases so
far in 1942, as compared with about 25% in 1940. As com-
pared with 33 suspensions and revocations of drivers’ li-
censes in 1938, the total was 820 in the calendar year 1941,
and 856 in the fiscal year 1942,

The Driver Improvement Bureau finds that follow-up
contacts with individuals whose driving records are unsat-
isfactory fully justify the vast amount of detail work re-
quired. In the calendar year 1941 more than 1000 warning
letters were sent out, more than 500 operators with bad
records were interviewed, and more than 200 special exami-
nations given. Since May 1942, letters have been written
to persons convicted of violation of laws regulating moving
traffic and to those to whom highway police have issued
warning tickets. These persons have been advised that fur-
ther failure to obey the traffic laws may compel the Com-
mission to withdraw the privilege of driving on Utah high-
ways; and appeal was made to them to cooperate in making
the state’s thoroughfares safe to the users.

Cooperation With Patrol

.The Commission desires to acknowledge the valuable
asgistance to its efforts received from the Utah Highway
Patrol. .The cooperation of that organization has been evi-
denced in many ways. The Highway Patrol has been especi-
ally yaluab}e_in making a frequent checkup of persons whose
drl_vmg privileges have been suspended or revoked as re-
quired by law, and in recovering drivers’ license certificates
from sgch persons. Operation of a motor vehicle during
the period of suspension or revocation of license automatic-
ally extends the suspension or revocation for a like period.
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Expenses Reduced

The Patrol also has given fine cooperation to the
Drivers’ License Division by timing the activities of its
members so that examiners for the Division may ride with
the patrolmen and still maintain their schedules of frequent
visits to each county seat for examination of applicants for
licenses. Thus the Division’s service is rendered at less ex-
pense to the state, and a considerable saving is effected
in the rubber so essential to the nation’s war effort.

The Division has further reduced travel costs incurred
in the conduct of tests for operators away from the central
or district offices by reducing the frequency of such tests.
For example, in counties where formerly two tests were
conducted each month, one is given now. The work requires
twice as many examiners per visit; so that, in effect, the ser-
vice is not reduced, but is offered at less frequent intervals.
The Division estimates that the consumption of rubber and
mileage costs have been reduced 50% by these economies.

Legislation Suggested

The records of the Division show that 39,283 certifi-
cates were issued in the fiscal year 1942, distributed as
follows: Original licenses, to chauffeurs 7,305; to operators
17,557. Duplicate and renewal licenses, to chauffeurs 280;
to operators 14,141. Due to change in the law, comparable
figures for prior years are not available. For the first
quarter of the fiscal year 1942 the records show that 8,541
certificates were issued of which 5,368 were original licenses
and 3,173 duplicates and renewals. For the first quarter of
the present fiscal year, that is for the months of July,
August and September 1942, 14,855 certificates were issued
of which 7,737 were originals and 7,118 duplicates or re-
newals.

Probation Period.—These roughly comparable data
show the number of original licenses issued in the three-
month period was 44% more in 1942 than in 1941; but
renewals and duplicates show an increase of 124%. The
reason for this high ratio of renewals and duplicates is that
the new law provides that original license certificates shall
be valid for only one year, at the expiration of which time
the license holder is subject to examination of his record
before his certificate is renewed. Establishment of the
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Driver Improvement Bureau appears to make such precau-
tions unnecessary. The vast amount of detail work entailed
by such procedure is laborious and costly and serves no pur-
pose so long as the Driver Improvement Bureau functions
effectively. It is therefore recommended that the provision
requiring renewal of the original license within one year be
amended to require renewal within three years.

Renewal Fees.—At the same time, the Commission sug-
gests that the present fee for renewal or for a duplicate be
raised from 25 to 50 cents, thus placing Utah in line with
other states having effective drivers’ license laws; and per-
mitting the Division to operate at a cost within the revenue
it collects.

Change of Address.—Another suggestion is that the
former requirement that licensed drivers report promptly
changes of address and of name be restored, and that those
who change their name, whether by marriage or court ac-
tion, be required to apply for a duplicate license within a
specified period.

Licenses of Service Men.—Operators’ license certifi-
cates, held by men in the armed services, may expire before
holders have had opportunity to apply for renewal. It is
suggested that the Legislature provide that such license
certificates shall be honored as valid until six months after
the war has ended or six months after the holder has left
the service, whichever is the earlier date, unless suspended
or revoked for cause by the Tax Commission.

Accident Prevention

Changes made in the traffic laws during the process of
revision by the Twenty-fourth Legislature have been found
salutary. Imposition of the suspension penalty for habitu-
ally negligent driving is preferable to the former short-
term revocation for reckless driving, especially in view of
phe fact that, whenever desirable, the court has the author-
ity to recommend suspension on the first conviction for
reckless driving. The new provision is reflected in the sta-
tistical ;record of the Division, which shows an increase in
suspensions for habitually negligent driving and a decrease
in the revocations for reckless driving. It is believed that
fully 150 such suspensions will be imposed this year.

h Likewise, the requirement for reporting of accidents in
which property damage was $25 or more, instead of the
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former minimum of $50, serves to increase the total of acci-
dents reported. A special accident report form, for use by
investigating officers, and a revised and simplified form
to be filled out by motorists concerned, are designed to
reveal, as far as possible, the human element involved. They
have met with high praise from both enforcement agencies
and the general public.

Revocations and suspensions of licenses were ordered
by the Commission in the calendar years 1940 and 1941 for
causes shown in the accompanying table.

SUSPENSIONS AND REVOCATIONS

VIOLATION 1940 1941
Drunken driving 4317 517
Reckless driving 306 132
Hit-run driving - 6 18
Falsification of TeCOTA i ceeeeeee 31 19
Habitual negligent driver ... 5 70
Involuntary manslaughter = 2 5
Operating during revocation period ... 20 25
Serious M. V. violation 2 13
Physical defect T 9
M. V. used in commission of crime...inines 1
Inability to drive 6 6
Wrong use of license : 1
Withdrawal of parent’s signature ... 3
Failure to yield right of way 1
Refusal to take special examination -oomeeeees 1
Cancellation _.. 1
Felony 2

826 820

The Tax Commission is required by law to make careful
and statistical study of motor vehicle accidents reported
to it. A large amount of compiled and detailed information
is available on forms used nationally in such work. The
accompanying summary may reveal some trends in motor
vehicle accidents in Utah over a period of years.

ACCIDENT SUMMARY

Fatal Persons Non-fatal Persons Property Total
YEAR Accidents Killed Accidents Injured Damage Acc. Accidents
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 3,765
1940 . 154 171 2,149 3,379 2,160 4,463

178 205 2,424 3,766 3,424 6,026

To afford a rough comparison, and to indicate some
trends, the tabulation herewith was compiled, showing the
number of accidents reported, per 10,000 of population in
each Utah city of 5,000 or more population, and in each of
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the county areas outside those cities. The severity of the
accidents reported is indicated by the proportion of fatali-
ties. The figures are the annual average for the calendar
years 1940 and 1941. Census populations of 1940 were used.
While the town of South Salt Lake has more than 5000
population, accident figures for the two-year period are not
available, and that area was included with Salt Lake County
outside Salt Lake City and Murray.

WHERE ACCIDENTS OCCUR
Annual {lverages Per 1000 Population

dree e 5 Fatalities
N ccidents ersons Per 100
COUNTY or CITY Reported Killed Accidents
Reported
Beaver .. 63.82 9.97 15.62
Box Elder 109.92 6.06 5.51
Brigham City 2.66 2.65
Cache - 3.90 6.06
Logan 2.95 2.89
Carbon 2.64 2.85
Price 0.96 1.22
L 0.00 0.00
DAVIS wcccecones 6.97 5.96
Duchesne 2.23 3.67
Emery 1.41 1.94
Garfield 4.76 9.43
Grand 9.66 9.09
Iron .. 3.60 4.62
Juab 1.35 1.94
Kane 1.95 1.96
Millard ...... 5.20 9.43
Morgan 0.00 0.00
Piute 2.27 3.23
Rich 0.00 0.00
Salt Lake . 3.66 4.35
Salt Lake City ... . 2.03 1.55
Murray = 87.11 4.36 5.00
San Juan 21.22 2.12 10.00
Sanpete 38.29 2.80 7.32
Sevier, 67.70 0.83 1.20
Summit 79.76 9.18 11.51
Tooele ... . 139.50 15.77 11.30
. Tooele City oo 45.99 1.00 2.17
Uintah 60.11 2.02 3.36
Utah 81.66 5.09 6.23
Provo 110.67 3.32 3.00
Wasatch 120.79 6.95 5.76
Washington .. 97.10 10.79 11.11
Wayne 79.37 2.09 2.63
Weber 97.50 4.99 5.12
Ogden 80.91 1.49 1.84
State ... 95.30 3.42 3.58

Within cities of 5000 population or more the ratio of
fatalities to accidents reported is 1.83%, or 55 accidents
reported for each person killed. Outside such cities the
ratio is 5.61%, or one death for each 18 accidents reported.-

) Speed is ur_ldoubtedly a factor in the severity of the
accident. Counties showing high ratio of deaths to accidents
(9% or more) are usually those having long stretches of
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heavily-traveled arterial highways through areas with little
population. The ratio is above the state average, also, in
areas adjacent to, but without the traffic restrictions im-
posed by, the larger cities, where the speed may be higher
than is justified by the density of traffic.

PROPERTY TAXES

Fiscal Year Tax Commission Costs
D040 e eeeemeememmeeeemmmeeeeeeee<mmmeese-seesssseeessisseeessmsiiisssssiessosmesesos $52,535.54
1942 . 42,051.24

Trends over two decades, as displayed in Table G, here-
with, show conclusively that:

(1) To account for the steady increase in taxes
charged against property one must go to municipal, county
and school district governmental units, rather than to the
state; and

(2) During the depression period of an economic cycle,
tax levies in mill rates often must be increased if revenue
is to be provided sufficient to continue governmental ser-
vices on a scale somewhat comparable to standards already
set. During the more prosperous years of the cycle the
higher levies are rather consistently maintained. This prac-
tice provides additional revenues, and therefore, increased
governmental services, in good times. The services again
are maintained by higher mill rates during the ensuing
period of lower taxable values. Thus the spiraling con-
tinues indefinitely. It follows that:

(3) Lowering assessed valuation often does mnot de-
crease the property tax burden; it merely increases the
rate of levy.

Property Tax Relief

In reading Table G, it is necessary to keep in mind that
the constitutional amendment first fixing state aid to school
districts at $25 per capita of school population was adopted
in 1920 and effective in 1921. The amendment creating the
state school equalization fund of something more than
$700,000 a year, was adopted in 1930; along with those
permitting the enactment of the present Individual Income
Tax and Corporation Franchise Tax Acts. It was not until
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TABLE G.—SUMMARY OF PROPERTY TAXES CHARGED ANNUALLY
TAXES CHARGED LEVIES (Mills)

'gA
Do - Socg
& a9 £ Sa = S8b% § Zu
g o T = B -

< FER 2e% 28T sEoamcz 23% 8% 43

= nsS Sos 855 HoS— o2 So5 5 05g

B <> HOR A CECE0E ok huk BAR
1916 $531,035,900 $1,063,871 $1,276,646 § 8,857,005 2.0 2.4 1213
1918 2027979/899 1,423/139 1,541,747 10,699,492 2.4 2.6  13.04
1905 877165922 1,352,834 1,829,846 11,721,097 21 2.6 1261
1919 692,466,878 1,666,599 1,755,735 13,943,165 2.4 2.6 15.14
1920 716,946,156 1,722,041 1,862,699 18,311,967 2.4 2.6 20.54
1950  6s7s24975 1,513,641 3,232,351 18,153,580 2.3 47  19.49
1985 G35.532,257 1,525,534 2,087,001 17,183,949 24 47 19.34
1923 646,710,475 1,552,194 3,233,552 18,068,674 2.4 5.0 20.54
1953 665451862 1,597,138 3,260,714 18,182,062 2.4 49  20.02
1925 668,611,580 1,606,035 3,341,690 19,178,270 2.4 5.0 21.28
1926 696,061,566 1,670,533 3,480,307 19,868,443 2.4 5.0 21.14
I R01797.693 1.684314 3,435,308 20,192,362 2.4 4.9 2147
1ot 7000705295 1,681,691 3,433,455 20,003,484 24 49 2125
1929 723,052,970 1,735,357 3,470,654 21,283,358 2.4 4.8 22.24
1930 728,364,055 1,748,067 3,568,983 21,470,736 2.4 4.9 22.18
1931 618,404,670 1,484,306 3,586,746 19,676,425 2.4 5.8 23.62
1932 575,386,102 1,323,404 3,544,378 18,325,709 2.8 6.16 23.39
1035 529622633 1,202,017 3,815,145 17,489,150 2.3 7.3  23.86
1034 11928324 1177437 3,041,848 17,483,285 2.3 7.7 2415
1935 517,384,850 1,138,246 3,776,909 17,426,872 2.2 7.3 24.18
1936 522,830,594 3,136,984 15,688,772 6.0 25.92
1937 539,064,438 3,034,933 16,652,313 - 5.63 25.26
1938 569,973,730 ... 3,134,856 17,724,327 o 5.5 25.60
1939 513,813,712 746,015 3,314,098 18,019,962 1.45 6.45 27.17
1940 537,753,254 483,976 3,360,957 18,227,152 0.9 6.25 26.75
1041 568,455,054 307,920 3,410,735 18,752,430 0.7 6.0  26.29
1942 603,356,797  —oooeveeres 2835776 18,572,894 .. 47 26.08

TABLE G—(Continued)

Counties

School Districts  (except roads) Cities and Towns Roads
3 3 ¥ 3
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1916  $2,766,125 5.20 $1,279,148 2.40 $1,922, $ 454,113 0.85
1917 3,435,003 5.79 1,439,856 2.43 2,079, 665,157 1.12
1918 3,677,947 5.53 1,508,463 2.23 2,283, 893,556 1.32
1919 4,491,214 6.42 1,910,009 2.76 2,669, 1,381,426 1.99
1920 6,704,032 9.35 1,701,379 2.37 3,773, 2,431,141 3.39
1921 5,870,849 8.53 1,840,500 2.68 3,604, 2,068,687 3.01
1922 5,450,890 8.58 1,586,471 2.50 3,684, 1,927,280 3.03
1923 5,694,997 8.65 1,887,858 2.92 3,695, . 2,068,616 3.20
1924 5,801,734 8.72 1,689,048 2.54 3,699, 4 2,097,591 3.15
1925 6,394,279 9.56 1,841,654 2.75 3,772, . 2,132,881 3.19
1926 6,764,130 9.72 1,828,456 2.63 3,885, : 2,146,787 3.08
1927 6,831,489 9.73 1,879,350 2.68 3,879, $ 2,385,666 3.40
1928 6,933,649 9.90 1,824,501 2.60 3,848, k 2,175,397 3.10
1929 7,411,196 10.25 2,170,271 3.00 3,962, . 2,429,038 3.36
1930 7,644,132 10.49 2,158,884 2.96 3,990,640 12.30 2,284,085 3.14
1931 6,530,970 10.56 2,032,731 3.29 3,791,897 12.38 2,196,883 3.55
1932 5,950,407 10.34 1,940,603 3.37 3,631,718 12.40 1,904,961 3.31
1933 5,461,357 10.45 1,877,443 3.59 3,363,119 12.43 1,744,828 3.34
1934 5,392,410 10.53 1,952,141 3.81 3,437,933 13.21 1,555,286 3.04
1935 5,652,806 10.73 1,966,886 3.80 3,426,270 13.12 1,541,096 2.98
1936 5,668,629 10.63 1,947,055 3.72 3,549,982 13.86 1,465,444 2.80
1937 6,330,912 11.74 2,889,170 5.36 3,616,276 14.62 750,751 1.39
1938 6,793,448 11.92 3,409,561 5.98 3,738,136 14.45 618,515 1.09
1939 6,233,820 12.13 3,329,057 6.48 3,720,446 14.33 643,674 1.25
1940 6,409,442 11.92 3,633,320 6.57 3,719,581 14.43 668,323 1.24
1941 6,722,813 11.83 3,646,242 6.41 3,834,964 14.38 679,180 1.19
1942 7,143,019 11.84 3,816,011 6.32 4,004,767 14.30 700,555 1.16

Note.—Mean levies for cities and towns prior to 1923 not calculated.
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1936, however, that the revenue from these two acts bas-
ing taxes on income was large enough-to permit appreciable
reductions in property tax levies for State General Fund and
State District School Fund purposes.

Further relieving the property tax burden were: (1)
the gasoline tax, effective first in 1923 and now bearing a
large proportion of the cost of road construction and main-
tenance; (2) the general sales tax law (Emergency Relief
Act)enacted in 1933, which has taken over a burden that,
under previous laws, would have fallen on the counties in
proportions far beyond the ability of some of them to bear;
and (3) the Occupation Tax on mines, effective in 1938,
and designed to equalize the revenue derived from taxation
of producing metalliferous properties. .

It must be recognized that in the period since 1929,
the previous peak year, not only has there been a population
increase of about 18 per cent, but also an active stimulation
in the service rendered by governmental agencies.

Trends.—The column in Table G showing total of prop-
erty taxes charged throughout the state, includes bounty
and other forms of agricultural and livestock inspection
taxes which are not shown separately in the table. The total
figures include only taxes for general governmental pur-
poses, based on the value of the property taxed. They do
not include, for example, taxes based on the benefit property
received from some improvement, such as special improve-
ment district, irrigation district or drainage district taxes.
While not absolutely correct to the last dollar, the figures
are accurate to within a minute fraction, and the table faith-
fully depicts trends in property taxation.

Study of Table G points to the following conclusions:

1. Relief to the property tax burden afforded by the
imposition of taxes based on income is gradually being
wiped out through increases in local levies.

2. Increased ‘aid to school districts through the Dis-
trict School Fund, the School Equalization Fund, the Uni-
form School Fund, and, indirectly, the Teachers’ Retirement
Fund, may have retarded, but certainly did not stop, a
steady increase in local school district tax levies.

3. Expenditures of county governments for all except
road purposes have steadily increased the property tax
burden, in spite of the substantial contributions by the
state in assuming the bulk of the public welfare and relief
needs.
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4. Reductions in property taxes effected through ap-
plication to road purposes of the gasoline tax receipts have
been offset. When property taxes levied for all county pur-
poses, including road and relief, are combined, the all-time
high set in 1929 was almost equaled in 1942.

5. Added to relief afforded to the property taxpayer
through the income, gasoline and sales taxes, is that re-
sulting from the virtual withdrawal of the state general
fund from the property tax field. The tendency is con-
stantly toward ‘“taking up the slack.” As shown by the
table, high records in property taxes charged for county and
municipal purposes have been set in 1942.

6. While more than three-fourths of the state’s popu-
lation live within the corporate limits of cities and towns,
state aid has been granted in much more liberal measure -
to school and county governments than to the municipalities.

Legislative Recommendations

Reference hag already been made, in the discussion on
equalization, to the possibility of producing greater uni-
formity in the adjustment of tax delinquency payments in
those instances when “compromise settlements” are the
part of wisdom. Also, during consideration of the distribu-
tion of revenue from income taxes as shown in Table C, the
suggestion has been made that the present statutory for-
mula for state levies for district school and general fund
purposes could be improved. In addition, the Commission
respectfully desires: (1) to renew the recommendation
that assessment of metal ores be based on a three-year
average of the net proceeds; and (2) to urge restoration
of sound tax principles and of good business practice to
the laws governing the fixing of local tax levies for county,
school and municipal purposes.

Net Proceeds Assessment.—Concerning the valuation
of metal mines, the argument has been repeated several
times that the annual fluctuations in receipts from the net
proceeds tax are often so violent as to be a disturbing in-
fluence on the making of budgets and on public financing
generally. The prospect of storing up surpluses accruing
in prosperous times for utilization during the necessitous
periods of low production would appear to be especially
important at a time when the murk of warfare conceals the
future from even the ablest economists.
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COMPARISON OF PRESENT AND SUGGESTED METHODS OF
ASSESSMENT OF NET PROCEEDS OF MINES

BASED ON
- ACTUAL THREE-YEAR AVERAGE
ear
Net Assessed Taxable Assessed
Proceeds Value* Net Proceeds Value*

1929 .. $29,799,956 $89,399,868 L R [ { S
1930 . 32,344,137 97,082,409 s e
1931 . 5,351,898 16,055,692 22,498,664 67,495,991
1932 2,215,343 12,811,494 38,434,483
1933 1,469,539 2,193,398 6,580,193
1934 7,475,491 1,240,042 3,720,126
1935 14,224,271 2,574,367 7,723,102
1936 28,464,343 5,673,790 16,721,370
1937 54,624,073 10,812,521 32,437,564
1938 74,393,055 21,630,889 43,261,778
1939 24,799,668 22,601,462 45,202,924
1940 54,528,342 25,620,178 51,240,356
1941 75,492,454 25,803,410 51,606,820
1942 89,307,176 36,554,662 73,109,324

*Using multiple 3 through 1937, and 2 thereafter.

The accompanying table shows the actual net proceeds
and the assessed value of the metal contents of producing
mines in Utah since 1929, together with a computation of
what taxable net proceeds and assessed valuation of the
same property would have been if the three-year average
net proceeds had been used as the base, instead of the actual
net proceeds. The table shows that during periods of in-
creasing metal production, the assessed value under the
proposed formula would lag behind assessments now
made against these resources; while in periods of decreas-
ing production the reduction of governmental revenues
would be at a less rapid pace.

It must be remembered that, under the present laws,
the metal production for any year determines the assessed
value of the mines’ ore content for the following year. Thus,
suppose, for purposes of illustration, that Pearl Harbor and
meant the cessation of all metal production in Utah mines
in December, 1941, and that such stoppage continued for
two years. Assessed values of the mines for 1942 would not
thereby have been affected, since it would have been based
on production prior to December 31, 1941. But under the
present law the assessed value of ore contents of the metal
mines would be nil for the years 1943 and 1944.

In contrast, if a three-year average net proceeds law
had been in effect, using the multiple 2 as at present, the
assessed value of the metal content would be about $55,-
000,000 in 1943 and about $30,000,000 in 1944, thus mate-
rially easing the tax burden on the remaining property in
the state at a time when such relief would be sorely needed.
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_The tabulation is subject to the criticism that it as-
sumes that all metal mines in the state are steady and con-
tinuous producers. This is only approximately true. Only
a comparatively few mines of Utah pay any net proceeds
tax, and of these some are so close to the border line that .
they are on the net proceeds list only part of the time.
However, the net proceeds of the border class mines are
proportionately so small that they do not seriously distort
the picture as presented by the tabulation.

Local Tax Levies.—As to the fixing of local tax levies,
the statutes as at present written are confused and con-
fusing. In several instances, to meet growing public needs
or demands, laws have been passed permitting the use of
public funds for specific purposes. These have been con-
strued to permit levies for such purposes, but no limit to
these levies is fixed by statute. Too frequently, in order to
carry on the business of government under stressful con-
ditions, levies for specific purposes have been fixed high,
and surpluses have been created, which were appropriated
to other public purposes. Possibly such subterfuges point
to the need for limits to the local general fund levies high
enough to permit the governing bodies to administer levy
laws with consistency. Or it might be sufficient, as a pallia-
tive at least, to fix limits to levies authorized for airports
(in Section 6, Chapter 9, Laws of Utah, 1937), recreation
facilities (in Section 72-0-7, Revised Statutes of Utah,
1933), and the maintenance of county agents’ offices (found
in Section 75-5-31 of the Revised Statutes). In any event
it would seem that the laws should provide, as basic prin-
ciples, that no levy should be permitted unless in accor-
dance with a carefully prepared budget; that expenditure
of revenue for any other purpose than that for which it was
raised should be prohibited, and that carefully considered
limits should be placed on each levy permitted.

SALES AND USE TAXES

) Administrative Costs
Fiscal

Year Collections Per Dollar

Amount Collected
1941 $4,563,094.40 $ 98,338.51 2.15 cents
1942 5,324,387.01 110,082.47 2.07 cents

The Sales Tax Act, officially the Emergency Revenue
Act of 1933, was effective on June 1 of that year, and the
Use Tax Act, a companion measure, on July 1, 1937. The
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two are so closely related that difficulty is encountered in
attempting to segregate the collections in all cases. They
are, therefore, administered together. The revenue from
each is assigned by statute to the Emergency Relief Fund.

The accompanying summary of the operation of these
two taxes shows that since the fiscal year 1936 (beginning
July 1, 1935) the number of sales tax licenses issued has
remained around 11,000 annually. Use tax collections,
beginning with the fiscal year 1938, are included in the total
collections and when the consumer pays the use tax direct,
no license is issued.

SALES—USE TAX SUMMARY

Fiscal Number of c EOtta.l %Veﬁagte. Tax
i ollections ollections
e Lilcenses (See Note) Per License
7,105 $ 14,276.59 $ 2.01
9,142 1,730,525.06 189.29
10,022 2,496,097.11 249.06
11,747 2,966,866.29 252.56
10,786 3,411,585.86 316.30
10,980 3,465,189.86 315.59
11,271 3,635,502.90 322.54
11,152 4,221,677.30 378.56
11,076 4,563,094.40 411.98
11,3565 5,324,387.01 . 469.02

Note: The fee of $2 per license issued was discontinued by act of the
Twenty-fourth Legislature, effective May 13, 1941. License receipts are
here included in total collections.

The schedule reflects increases in volume of taxable
sales annually, averaging more than $400,000 a year.
Part of the increase is attributable to better business con-
ditions and to the dwindling value of the dollar. The num-
ber of licenses has remained virtually constant for about
six years, while the volume of taxable sales per license has
increased nearly one-half. The average taxable sales per
license in 1938 was slightly in excess of $1,300 a month,
whereas on the 1942 collections it runs about $2,350 a
month.

Other factors contributing to increased sales tax col-
lections are the better understanding of the law by the tax-
payer, and more effective supervision by this Commission.
Reference is made, elsewhere in this report, to the notable
reduction of delinquency in Sales Tax collections. This is
getting close to the irreducible minimum. Some delinquency
for failure to report on time will always exist. Inadequate
working capital and unstable business ventures are indirect
causes of many of the delinquency problems, and much of
the effort of the Commission’s field collectors is spent with
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this class of business. Right now Utah is experiencing a
large turnover among the smaller business concerns located
in communities that do not have war projects. Especially,
violent disturbances have occurred in the gasoline service
station field.

In the past it has been possible to maintain close con-
tact with the merchants and other business enterprises
liable for collection of the sales and use taxes. An audit
of the tradesman’s records is found often to be an effective
means to correct faulty bookkeeping systems and to place
him on a proper reporting basis. The loss by this Commis-
sion of experienced employees and accountants, as discussed
elsewhere in these pages, will undoubtedly have a tendency
to encourage evasion and avoidance of the tax by some
persons.

Such items of receipts as were readily determined to
be use tax collections amounted to $147,963.18 in the fiscal
year 1938, apd to $497,378.31 in 1942, the percentages
being respectively 4.26 and 9.34 of the year’s total sales
and use tax collections. Administration of the use tax has
involved, in addition to checking for liabilities under the
act at the time a sales tax audit is made, the effort to regis-
ter out-of-state vendors who may either collect and pay the
tax direct or, at least, inform the Tax Commission of pur-
chases made direct by the consumers.

R_ecords of the Auditing Division show ample returns
from its work on sales tax administration; but to the show-
ing there should be added the indirect returns in the way
of future reporting by businessmen who have learned to
understand the law and how readily to compute the correct
sales tax. The Auditing Division conducted 740 field audits
on sales tax during the fiscal year ending June 30, 1941,
and 482 d_urmg the fiscal year 1942, or a total of 1,222 for
the biennium. The smaller number in the later year re-
sulted from the loss of experienced auditors and a reduced
staff available for assignment to sales tax audits. The
average tax, penalty and interest collected from the addi-
tlonal_sales_aqd use tax assessments and determinations
resultlrégt principally from field audits amounted to $338.42
per audit.

Tokens

During the early part of the fiscal year ending June
30, 1942, an almost acute condition arose because of an
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insufficient supply of tokens in circulation. Because of the
war condition and the scarcity of metal, it became necessary
to find a substitute for the aluminum tokens. A plastic
material was decided upon and a quantity of five-mill and
two-mill tokens was purchased. The table herewith sets
forth the quantity of tokens purchased gince 1937, when
tokens were permitted; and the number that have been
placed in circulation:

TABLE OF SALES TAX TOKENS

On Hand

Tokens Purchases Sales June 30, 1942
(03115 b1 § I 34,020,000 33,612,480 407,520
Two-mill ... 00 4,870,000 6,130,000
Five-mill 00 4,797,260 932,740

On the basis of the 1940 census, tokens sold up to last
June represent a per capita supply of 61.1 one-mill tokens,
8.8 two-mill tokens and 8.7 five-mill tokens, or a total of
78.6 tokens per capita. Many more one-mill tokens have
been placed in circulation than either of the other denomi-
nations. Shrinkage or loss of the one-mill tokens is indi-
cated and the comparatively high cost of replenishment led
to the adoption of the two-mill denomination.

Legislation Suggestions

(1) Taxes on Specified Services.—Paragraph (2) of
Subsection 4(b) of the Emergency Revenue Act has the
effect of restricting the definition of gas, electric and heat
corporations to those defined in Section 76-2-1 (public utili-
ties). Many corporations not public utilities are rendering
these services, and, it would appear, should also be subject
to the sales tax.

(2) Fuels for Industrial Use.—The same paragraph,
imposing a tax on electricity, gas and heat furnished for
domestic or commercial consumption, has the effect of re-
lieving these corporations of the tax when the service is
furnished for any other purpose than domestic or commer-
cial consumption. This limited imposition of the tax results
in rank discrimination against competing products. For
example, the industrial use of electricity by a manufactur-
ing company is not subject to sales tax. The use of coal by
the same company for the same purpose is taxable. Like-
wise, the use of electricity for industrial refrigeration is
not taxable. The identical use of ice for refrigeration is
taxable. Many other examples of this discrimination exist.
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After careful consideration, the Tax Commission there-
fore recommends that the tax be imposed upon all gas,
electricity or heat furnished for consumption within the
State of Utah.

(3) Conformity of Two Acts.—Section 3 of the Use
Tax Act should provide for the imposing of atax on thelease
or rental of tangible personal property. This should be done
to correspond with Section 2, Paragraph “G” of the sales
tax act. Likewise the periods of notice of the Commission’s
decisions, fixed in Section 13 of the sales tax act and in
Section 11 of the use tax act should conform. The commis-
sion administers both acts and conducts hearings upon both
sales and use taxes at the same time.

MOTOR FUELS TAX

Administrative Costs

Fiscal Net

Year Collections Amount Per Dollar
1110 e $4,214,889.98 $12,484.54 $0.0029
IOOBIIN. . eeorrecezee 4,335,807.36 9,182.65 0.0021

Motor Fuels (or gasoline) tax collections for the fiscal
years 1941 and 1942 continued to show increases over those
of former years; but there is little doubt that those for the
fiscal year 19438 will show a marked decline. References to
Table 52 will show that the increase of the 1937 tax over
that for 1936 was 12.3 per cent. The next three fiscal years
each showed gains of approximately 6% over its predecessor,
and the 1941 collections were 8.8% higher than those for the
fiscal year 1940. This accelerated increase continued
through January of 1942, after which the effect of the
restrictions on the use of automobiles, following Pearl Har-
bor, began to take effect. As compared with the correspond-
ing rnon’!:hs of 1941, 1942 collections by months showed in-
creases in the first quarter, but decreases for the second
and third quarters, the changes in per cent being as follows:

Per Cent Per Cent Per Cent
Month Change Month Change Month Change
January ..... 13.9% gain April .. 7.5% loss JULY oooovenciones 10.29% loss
Febjruary - 1.3% gain May ccceeeeee 9.89% loss August ... 15.22";7 loss
ARG h et 0.6% gain 8 R o o — 11.19% loss September....13.49% loss

Additional amounts would have been collected in the
two fiscal years if gasoline sold to the United States gov-
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ernment had at that time been considered taxable under the
Utah law. Following decisions by the Supreme Court of
the United States clarifying the taxing authority of the
states in relationship to the United States government, the
Tax Commission adopted a new policy, effective July 1,
1942, under which gasoline sold to the United States gov-
ernment pays the Utah tax. Gasoline sold to the State of
Utah or any of its agencies or subdivisions has long been
subject to the tax. Due to the war effort, the amount of
Utah gasoline sold to the United States has increased rapid-
ly of recent months, as is shown by a study of Table H,
presented herewith. When fully effective, the new regula-
tion will add appreciably to the annual revenue from the
Motor Fuels Tax. However, contracts in effect June 30 1a§t
between distributors and the government agencies will
be honored without tax until their expiration date. These
agreements are usually for periods varying from three
months to a year.

The State Tax Commission is of the opinion the statu-
tory 3% of the net gallonage sold in the state is too high
a credit to allow under modern conditions of handling motor
fuels. There may have been some justification for such a
proportion twenty years ago, when this tax was devised.
But methods in gasoline handling have been improved.

Only one state allows a higher percentage than Utah,
and eight others use the 8%. Thirty-eight states and the
District of Columbia all fix the allowance at less than 3%,
ten of them making no allowance at all. Five states allo_w
for extraordinary losses when substantiated by affidavit.
The simple average of the allowances used by the 48 states
and the District of Columbia is 1.5%.

The effect of the regulation taxing gasoline sales to
the federal government and of the proposal to reduce the
allowance to distributors to 2% is indicated in the accom-
panying tabulation, based on the proportions of gasoline

COMPARISON OF DEDUCTIONS AND REVENUES FROM
GASOLINE TAX

As Proposed*

. Actual Value in
el Distributors’ Tax of - ) Net
Allowances Exempt Sales Distributors Additional
toU. S. Gov't Allowances Collections
1941 ...-$130,617.36 $119,539.89 $89,602.92 $124,251.06
1942 . 132,768.80 163,998.53 91,965.88 193,873.60

#That is, as would have been the case if sales to the U. S. Govern-
ment had been taxed and if distributors had been allowed only 2%
deduction on taxable gallonage sold in the fiscal years indicated.

Table H—Summary of Source, Distribution and Taxation of Gasoline in Utah in Fiscal Years 1941 and 1942

TAX

NUMBER OF GALLONS GASOLINE
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actually sold in Utah in the fiscal years 1941 and 1942,
shown in Table H.

The Utah tax rate is 4 cents a gallon, as prevails in 17
other states. Three states use as high as 7 cents; 17 others
have 5 cents or more; and 11, including the District of
Columbia, have rates of 2 or 3 cents. In the Rocky Moun-
tain region, Utah, Wyoming and Colorado have a 4-cent tax;
and Idaho, Montana, Nevada, Arizona and New Mexico use
a 5-cent rate. The simple average throughout the nation

is 4.4 cents.

Legislation Recommended

Allowances.—For reasons stated above it is recom-
mended that the allowance to distributors be fixed at 2%
of the taxable gallonage.

Clarifying or Administrative.—Because of frequent re-
quests for extensions of time and in conformity with the
practice in many states it is suggested that motor fuels tax
returns be due and the tax payable on or before the 20th
day of each month, instead of the 15th, as at present.

The present license fee fixed in Section 57-12-2 is $1 a
quarter, paid in advance for each distributing station, place
. of business or agency of a “distributor.” The purpose of
this provision will be served if the fee is fixed at $2 annually.

It is advisable that the language of Section 57-12-5 of
the Motor Fuels Act be amended so as to impose the tax on
all motor fuels produced or imported for sale or use in this
State rather than upon the sale or use.

It is further recommended that the definitions of
“motor fuels,” “distributors” and “retail dealers” in Section
57-12-1 be revised to cover certain changes that have taken
place since the Motor Fuels Tax law was enacted in 1933.

USE FUEL TAX

Administrative Costs

Year Collections Per Dollar

Amount Collected
7% I $16,447.83 $ 872.15 5.30 cents
R TR 53,421.92 3,673.68 6.68 cents

The Utah Use Fuel Tax Act of 1941 imposes an excise
tax of 4 cents a gallon upon the use of fuel in internal com-

STATE TAX COMMISSION 65

bustion engines for the generation of power to propel a
vehicle on the highways of this state, except fuel taxed
under the Motor Fuels (gasoline) Tax Law. Users are re-
quired to post a surety or cash bond to guarantee payment
of the tax.

Trends in the use of diesel fuel on the highways of
Utah are shown in the records of the Tax Commission built
up in the administration of this and of former laws which
were aimed to reach the same users. The following sum-
marization shows the increase in the number of such ve-
hicles, and in the revenue from taxes imposed on their
operation.

VEHICLES USING DIESEL FUELS

Number  Number of Avoraga

Yeur g Diesel Agl%q%l;r}l;t Re]ng’enue
Operators  Vehicles Vell%gle

67 $17,621.17 263.00

100 21,043.72 $210.44

135 265,043.13 185.50

156 29,925.23 191.83

193 20,267.71 105.01

265 53,163.94 200.62

*#To November 30 only.
fFrom January 1 to June 30.

_Since May, 1941, taxes have been paid on diesel fuels
ranging between 100,000 and 120,000 gallons monthly,
the income from which is comparable to the revenue col-
lected from the same highway users under former laws.
Usage in 1942 has been around 10% greater than in com-
parable months of 1941. At 4 cents a gallon the amount
of tax collected under the new law amounted in the year
epdmg June 30, 1942, to $53,163.94. In addition, deficien-
cies, penalties, interest and cash bonds and similar items
brought total collections for the period up to $54,291.04.
The revenue has exceeded preliminary estimates by about
$10,000 in the fiscal year and it would appear that the state
is 1:collec’cmg the major portion of the tax due it under this
act. '

Legislation Suggested

Certificates of Exemption.—Fuels as defined in the
Use Fuel Tax Act, when used for other than motor vehicle
purposes, are exempt from the tax. However, the law re-
q_ulres_that such user must have a certificate of exemp-
tion, signed under oath and approved by the Commission,
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before he may purchase the fuel. This statutory provision
creates several administrative problems, and requires ex-
penditures by this Commission probably disproportionate
fo benefits received. More important to the public, the
provision imposes duties and responsibilities on the retail
dealer, and inconvenience on the thousands of persons who
utilize fuels covered by the act for other purposes than the
propelling of motor vehicles. It is the opinion of the Com-
mission that the purpose of the provision in question, viz.,
control of the tax on use of the highway by diesel motor
vehicles can be accomplished more effectively at the time
of registration of the motor vehicle. Therefore, it is recom-
mended that the requirements relative to the certificates of
exemption be stricken from this statute.

In lieu thereof this Commission suggests that the law
be amended to require the Tax Commission, before regis-
tering any motor vehicle, to ascertain from the applicant
for registration whether the vehicle uses fuel subject to
the Use Fuel Act. If it does, the law should require the
applicant to present a current Use Fuel Tax permit, as
specified in Section 4 of the Use Fuel Tax Act, before reg-
istration is completed or the motor vehicle license issued.

CIGARETTE AND OLEOMARGARINE TAXES

Administration Costs Discount

Fiscal Year Net Allowed

Collections Amount Per Dollar Distributors

Cigarette Tax:

7 | $369,426.91 $5,998.19 1.62 cents $38,672.04
. 438,576.58 3,236.60 0.73 cents 46,387.70
ne Tax:

$ 44,992.70 $ 695.61 1.54 cents $ 4,798.50
90,594.96 1,222.64 1.34 cents 9,723.00

Chapter 1 of Title 93, Revised Statutes of Utah, 1933,
imposes a tax on both cigarettes and oleomargarine, and
provides that each shall be collected through the use of
stamps. Both taxes established new records as revenue
producers in 1942, but an examination of the records shows
that their growth has not been constant. The revenue from
the cigarette tax was close to 8% lower in 1941 than it was
in 1940. In contrast, the revenue from this source for the
first three months of the current fiscal year—July, August
and September, 1942—was nearly 55% more than for the
corresponding three months in 1941. Revenue from the
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oleomargarine tax has been even more erratic. For example,
the revenue for the fiscal year 1939, $18,164.81, was only
439 of the $44,054.64 received in the previous fiscal year.
And the revenues for the first quarter of the fiscal year
1943 show a decrease of 6% as compared with July, August
and September, 1941. Standards of living and price rela-
tionships between butter and oleomargarine appear to have
considerable bearing on the use of the latter product.

The Tax Commission since October, 1941, has required
the attachment of non-revenue stamps to cigarettes sold to
the United States Government or its agencies, including
the canteens and similar commissary establishments at the
army posts in Utah. Such sales have been held to be non-
taxable; but the record shows approximately ten times as
many tax-free cigarettes sold in Utah in the fall of 1942
as were sold 12 months previous. Non-revenue stamps suf-
ficient for 32,370 ordinary size packages of cigarettes were
sold in October, 1941; as compared with the sale of 303,440
packages in August, 1942.

The Utah law provides for a discount of 10 per cent
on purchases of cigarette and oleomargarine stamps in
quantities of $25 or more. Attention is called to the fact
that these discounts, as shown above, amounted to $43,-
370.54 in the fiscal year 1941 and to $56,110.70 in 1942.

In the opinion of the State Tax Commission the dis-
count allowed is excessive, and a 5% discount would repay
the distributor for the extra labor involved. The discount
rate of 109% is the highest allowed by any state imposing
taxes on cigarettes. Four of the 25 states allow no discount;
five, including Utah use the 109 rate; seven have a 5%
rate and the others range from 3 to 8%. The numerical
average for the 25 states is 5.49%. Utah permits the use
of meter impressions instead of the stamp, but no distrib-
utor _serving this state has as yet installed the necessary
machlnery. Towa, which has a 5% discount rate, fixes the
discount at 3% when meter impressions are used.

Legislation Recommended

Discount.—For reasons indicated above it is recom-
mended that the 109% discount allowed in Section 93-1-10
be amended to read 5%.

Penalties.—In its present form the chapter under dis-
cussion ostensibly fixes a penalty of $10 to $299, to be as-
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sessed and collected by the State Tax Commission, for
failure to affix and cancel stamps to cigarette packages,
as required by law. The Supreme Court of the State of Utah
has found this provision to be unconstitutional, and it is
recommended that a specific penalty be written into the
law. It is also suggested that a specific penalty be provided
in the Act for the possession or sale or attempted sale of
these products upon which the tax has not been paid.

BEER TAX
. Administration Costs
Fiscal Collection
Year Amount Per Dollar
$110,363.77 $1,832.44 1.20 cents
124,766.47 1,372.19 1.09 cents

Increase in beer consumption in Utah and in revenue
therefrom, as shown in Table 52, on page 145, is undoubtedly
war-connected. The growth has been especially rapid in
1942,

In the first quarter of the current fiscal year, that
is, July, August and September, 1942, collections from the
beer tax totaled $56,286.16, or more than 160% of the
amount collected in the corresponding quarter of 1941. Pre-
vious to 1942, the fiscal year 1938 was the peak period in
beer tax collections. The accompanying tabulation shows
the distribution of traffic in beer as evidenced by the stamp

BEER EXCISE TAX STAMP SALES
GALLONS

i 1
B%les}g% Packaged Beer Draught
Light Heavy Beer Total
(3.2%) (Repeal) Light
1939 Local Beer ........... 1,568,312 1,560,385 3,128,697
Imported .. 581,335 693,292 1,274,627
Total .covss .. 2,149,647 2,253,677 4,403,324
1940 TLocal Beer .. .. 1,786,172 1,572,940 3,359,112
Imported Beer...... 514,863 681,404 1,196,267
Total —omeermerenee 2,301,086 = e 2,254,344 4,555,379
1941 TLocal Beer ............ 1,606,513 ... 1,540,390 3,146,903
Imported Beer...... 585,119 2,074 556,020 1,143,213
Total .. 2,191,632 2,074 2,096,410 4,290,116
1942 Local Beer ... 1,820,975 ... 1,603,785 3,424,760
Imported Be 6 5,396 707,831 1,876,152
Total -ccooreeeeeeenee- 5,396 2,311,616 4,800,912
1942 TFirst Quarter
Total, s 704,980 1,676 631,642 1,338,298

1943 TFirst Quarter
MOLAL ooeiorinesisssiss 1,218,087 9,881 951,918 2,179,886
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sales. The proportion of locally manufactured beer to the
total taxed in Utah has remained fairly constant. The pro-
portion of beer sold on draught has tended to decrease.
Tocal beer has a larger proportion packaged than is the
case with that manufactured outside the state.

Regulations covering taxation of light beer, or beer of
less than 3.2% of alcoholic content by weight were modified
by the Commission on December 1, 1941, to exempt sales
of beer made to a post exchange or commissary from the
beer excise tax of 80c per barrel. This change was made in
accordance with an opinion of the Attorney General of Utah.

The Liquor Control Commission ruled in 1940 that
shipments of liquor and beer to the U. S. Government mili-
tary reservation known as Fort Douglas, Utah, were out of
their jurisdiction and consequently, the post exchange, the
Officers’ Club, and other similar users could ship liquor
and beer from another state into Fort Douglas tax exempt.
However, the Tax Commission has held that beer sold to
the Officers’ Club or any similar organization is taxable.

With the Liquor Control Commission’s approval, the
Tax Commission adopted and approved a beer revenue
stamp to cover the excise tax of $1.60 per barrel on heavy
beer, containing more than 3.2 per cent of alcohol by weight,
the stamp to be affixed to the case rather than to each
bottle. As the tabulation shows heavy beer stamp sales for
the fiscal years ending June 30, 1942, amounted to only
5,396 gallons. The organizations mentioned above and the
Southern Pacific railroad are the only users of heavy beer
of record in the Tax Commission office.

Legislation Recommended

Report System.—The Utah law at present provides a
revenue stamp or crown system for collection of the beer
tax. It is believed as good or better results could be ac-
complished at less cost to the public or the dealer if a report
system were required similar to the present Motor Fuels
Tax set up; and similar also to laws now in effect in Cali-
fornia, Connecticut, Delaware, Idaho, Iowa and elsewhere.
By such a change the State of Utah would save the cost
of printing and handling beer stamps of various denomina-
tions and the breweries would benefit by elimination of
steymping, labeling, and handling bottled and keg beer for
shipment and sale only in the State of Utah. At present
Utah crowns or revenue stamps are affixed to these bottles
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and kegs. Amendments to Sections 102 to 107, inclusive,
of the Liquor Control Act, (Chapter 43, Laws of Utah, 1935)
would be required to make the changes here recommended.

CORPORATION FRANCHISE TAX

Administration Costs

TFiscal Total

Year Collections Per Dollar
. Amount Collected

1941 . $1,027,048.33 $20,683.33 2.01 cents

1942 s 1,290,624.79 19,747.62 1.53 cents

Tn the corporation franchise tax field, the Auditing Di-
vision reports collections, including deficiencies, penalties
and interest, amounting to $2,317,673.12, compared with
$1,801,557.35 for the previous biennium, an increase of
26.65%. It may be further noted that collections increased
from $220,242.67 in 1934 to $1,290,624.79 in 1942; an in-
crease of almost 500% over the nine-year period. While a
portion of this increase is attributable to elimination of the
property tax offset credit by the 1935 Legislature and the
inclusion of receipts from governmental securities in the
net income base by the 1937 Legislature, the bulk of the
increase is attributable to increased net income and increase
in deficiencies assessed.

The schedule shows the number of returns filed, the tax
deficiencies, penalties and interest assessed, and the total
amount collected for the fiscal years 1934 to 1942 inclusive.

CORPORATION FRANCHISE TAX ADMINISTRATION

ASSESSMENTS
Fiscal No. of Total of Total of
Year ngitluei‘lns Tasg Dekiciencies Pelxrx)atletri:sstfd Assessments Collections
3,640 $ 227,391.51 §$ 16,185.69 § 432.33 $ 244,009.53 § 220,242.67
3,576 308,268.00 59,197.78 1,160.08 368,625.86 349,921.44
3,607 526,771.91 63,896.33 4,005.23 594,673.47 508,035.06
_ 3,504 732,459.92 82,970.11 5,352.567 820,782.60 750,423.11
. 3,693 958,097.71 42,143.58 4,190.24 1,004,431.53 948,971.86
. 3,648 753,860.63 62,244.20 6,145.42 822,250.25 947,408.92
. 8,322 861,928.44 51,173.72 5,489.77 918,591.93 854,148.43
. 3,236 968,324.94 74,200.23 9,044.59 1,051,569.76 1,027,048.33
3,243 1,102,280.77 188,402.55 44,570.96 1,299,434.05 1,290,624.79

The auditing of corporation franchise tax returns is
accomplished by three to four auditors. It may be noted
from the preceding schedule that the deficiencies assessed
as a result of auditing returns during the current biennium
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amount to $262,602.78 as compared with $113,417.92 for
the previous biennium. The amount of additional tax paid
as a result of auditing the returns cannot be measured by
the deficiency assessments alone; many items which with-
out correction would recur annually are voluntarily cor-
rected by the taxpayers in subsequent years, thereby in-
creasing the amount of tax.

A considerable amount of information, valuable in con-
nection with the auditing of corporation franchise tax re-
turns, is obtained from sales tax returns and from federal
income tax returns filed with the U. 8. Treasury Depart-
ment. Inspection of the federal returns is permitted under
Section 55 (b) of the Internal Revenue Code. However,
still more desirable results would be obtained if auditing
activities were not curtailed by time limitations and out-of-
state location of books.

Why Amendments Proposed

The Corporation Franchise Tax Act was patterned
very closely after the federal revenue act of 1928 which was
still in effect in 1931; by following the federal act the ad-
ministrative problems with respect to items of income and
deduction were materially lessened because many of the
rules and regulations promulgated by the U. S. Treasury
Department and decisions laid down by the Board of Tax
Appeals and higher courts could be appropriately applied
to the Utah act. Only minor changes have been made in the
Corporation Franchise Tax Act since its enactment while
numerous changes, wide in scope, have been made in the
federal revenue act. As a result there now exist major dif-
ferences with respect to the treatment of various items of
income and deduction under the two acts. This condition,
in the opinion of this Commission, warrants revision of the
Corporation Franchise Tax Act so that it may conform more
closely to the provisions of present federal revenue laws.
Such a revision would (1) eliminate the necessity of tax-
payers keeping two sets of records with respect to the items
which are not now analogous; (2) simplify the preparation
of the return by the taxpayer; (3) close a number of ave-
nues of tax avoidance; (4) assist in the administration of
the act by permitting the Tax Commission to follow more
closely federal regulations and court decisions.

In addition to the differences between the federal reve-
nue and Corporation Franchise Tax acts, additional admin-
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istrative problems have arisen in connection with the allo-
cation of income of corporations doing business both within
and without this state. These problems have been increased
by changes in the interpretation of sections of the act by
various court decisions. Because of these circumstances
and those related in the preceding paragraph, legislative
changes in the act appear vitally necessary to an equitable
determination of corporate net income, and assignment to
Utah of such proportion thereof as is reasonably attribut-
able to business done in Utah.

The Corporation Franchise Tax Act permits the deduc-
tion of federal income and excess profit taxes before arriv-
ing at net income subject to tax. Because of substantial
increase in federal income taxes, effective with the year
1942, it is anticipated the net income subject to the tax and
the revenue to be derived from that tax under the present
Utah act, will shrink, in spite of increased business.

A number of states apply the corporation tax before
the deduction for federal income and excess profit taxes.
Whether Utah should follow their example is a matter of

legislative policy.

Legislation Recommended

The recommendations listed below are largely con-
cerned with administrative problems. In most instances
the suggestions would, if adopted, effect desirable conform-
ity with the federal act, as advocated above.

(1) Contributions or Donations.—The Utah act does
not permit deduction of so-called “nuisance payments”’—
contributions and donations. The amounts involved are
usually small and make no substantial difference in the tax
liability. It is recommended that contributions be made
an allowable deduction, as in the federal act, with a limit
of 5% of the net income without the benefit of the deduction

for contributions.

(2) Officers’ Compensation.—Where a corporation is
owned and controlled by a single individual or small group
of individuals and the corporation reports its income and
deductions and expenses on the accrual basis, and the indi-
vidual stockholder or stockholders report their income on
the cash receipts and disbursements basis, such a corpora-
tion may vote a sufficiently large salary to the officers so
as to effect a distribution of all, or the larger part, of the
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corporation’s net income. These salaries ma
. Tt y be accrued
22 the books ((i)f thg corporation but never paid to the of?i—
rs concerned, and consequently are never re i
come by those individuals. posiel BREE

This method of tax avoidance was closed
eral Governr_nent in the Revenue Act of 1938 bybgisg}ifowlgr‘iefg_
such d_edgctlons: (1) If such expenses or interest are not
paid within the taxable year or within 214 months after the
close th‘ereof ; and (2) If by reason of the method of the
accounting of the persons to whom the payment is to be
made, the amount is not, unless paid, includible in the gross
income of such person for the taxable year in which or with
x}e};ﬁﬁe (;[d}c% ttaxable‘ yearb(if the taxpayer ends. It is recom-
at a comparable ch v i
tion Franchise TaXpAct. ange be made In tho Chrmeaes

(8) Family Transactions.—Another me
avm_dgmce results from transactions between glgglbzﬁ"stilé
families and corporations controlled by them. It is recom-
mended that the act be amended so that losses sustained
fror_n sales or exchanges of property, whether directly or
indirectly, between members of a family and family con
trolled corporations be not recognized. 2

(4) Distribution of Corporate Earnings.—T

act provides that distribution of corporatg ea,:t‘nﬁlegrs)rZscirll;E
mulated prior to January 1, 1981, may be distributed tax
free af.ter _earnings acquired subsequent to that date have
been distributed, and that tax free distributions shall re-
duce the basis of the stock in the hands of the taxpayer
by the. amount of the distribution. This provision causes
confusion in the administration of the act in that the gen-
eral conception of the taxpayer is that such distribution
rep?esents a distribution of earnings and not a return of
c_apl.tal }mless the paying corporation is in the process of
liquidation. As a result, two errors may occur in the re-
tgrps: (1) The taxpayer may fail to claim that a part of the
dividend received in a given year is non-taxable; and (2)
he may neglect to correct the basis of this stock by reason
of receiving the tax free distribution. It would seem desir-
a]ole to amend the act to provide that all corporate distribu-
tions except those made in liquidation of the corporation be
taxa,ble,_ and that the taxpayer be permitted to recover
the.entlr‘e basis of his stock upon cancellation or other dis-
position thereof.
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(5) Losses Sustained Through Plan of Reorganiza-
tion.—The present act provides that a stockholder in a cor-
poration may receive without the surrender of his stock
or securities in such corporation, solely stock or securities
in such corporation or in another corporation if the receipt
of such property is in pursuance of another organization,
and such transaction is tax free. Thus a corporation by
means of reorganization may distribute to its shareholders
stock or securities in another corporation, a party to the
reorganization, without any tax to the shareholders. Tax
avoidance may result as a corporation would be permitted
to pay what would otherwise be taxable dividends without
any tax upon the shareholders. For example: If corpora-
tion A organizes a subsidiary known as corporation B, to
which it transfers part of its assets in exchange for all the
stock of corporation B, and distributes the stock of corpo-
ration B as a dividend to its stockholders without the sur-
render by the stockholders of any of their stock, such divi-
dends would not, under the act, represent taxable income.
1t is recommended that a change to correct this situation
be made by rewriting the act to conform in this respect to
the Federal Revenue Act.

(6) Basis of Property Acquired Before January 1,
1931.—The present act should be clarified with respect to
the depreciation allowable on property acquired before
January 1, 1981. The legislature, in enacting the law in its
present form, obviously intended that taxpayers should be
permitted to recover through depreciation deductions, the

fair market value of depreciable property at January 1,

1931, or the cost of such property less depreciation sus-
tained, whichever is greater. However, the law does not
clearly state that where the taxpayer elects to rcover cost
in lieu of market value at January 1, 1931, that cost must
be reduced by depreciation sustained.

(7) Stoeck Dividends.—The present act provides that
stock dividends shall not be deemed to be income to the
recipient. It is recommended that the act be amended to
require the reporting of a stock dividend as income by the
recipient, in conformity with the Internal Revenue Act
which provides that stock dividend is taxable to the extent
that it represents income within the meaning of the 16th
Amendment to the Constitution of the United States.

(8) Installment Sales.—The present act provides that
the taxpayer may enjoy the option of reporting gain result-
ing from installment sales in the taxable years that the pro-
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portion of the installment payment actuall i : i
years is to the gross profit realized, provi}:iggc’?i\;%dtgl siilic}
tial payment plus any additional payment received ig th
year of sale does not exceed 40% of the selling price. It jg
recommended that this 40% be changed to 309, as in th
Federal Revenue Act. 28 01 e

(9) Auditing Returns of Foreign Corpsratie:
Auditing D_ivision has encountered gonsideg‘ab?godni?ﬁcgﬁe
in attemptmg to determine the correct net income of forSZ
eign corporations doing business in Utah where the books
and records of the corporation are located outside thig state
Funds are not available for the auditors to travel to othe1:
states to audit the books of such corporations. It is vec-
ommended that the Act be amended to provide that: (1)
Every corporation doing business or entitled to do business
in this state shall keep such records, render under oath such
statements, make such returns, and comply with such rules
and regulat}ons as the Tax Commission may from time to
tlmg prescrlbg; or, (2) maintain in Utah the records of its
entire operation within the state or records sufficient to
gznable the T?,X Commission to determine that the proper net
income is being reported to this state; or, (3) if the records
required under (1) and (2) are not maintained in Utah,
send such recprds into Utah for the purpose of verifying
the returns filed by the corporation or pay the expenses
of auditor or auditors of the Tax Commission to a point at
which such records are maintained outside this state, for

purpose of verifying the return.

(10) Statutes of Limitations.—Under Section 55 (b)
of the Internal Revenue Code, the Tax Commission is per-
mitted to examine federal returns and other information per-
tinent to the determination of the income of corporations re-
quired to file returns with this state. It frequently happens
that changes in computation of the net income of a taxpayer
are .effected by the Internal Revenue Bureau and the Utah
audltors_are not informed of these changes until the two-
year _perlod allowed by the state law for making refunds or
additional assessments has expired. It is recommended:
(1) That the period fixed in the Utah statute of limitations
be extended from two to three years; and (2) that, when
any corporation has received from the United States Treas-
ury Depaxjtment a report in which an adjustment is made or
proposed in the net income as returned by the taxpayer to
the Treasqry Department, the corporation shall be required
to transmit to the Tax Commission pertinent information
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contained in the federal report; and that failure to advise
this Commission of the changes so made or proposed shall
toll the statute of limitations as to the return in question.

(11) Negligence Penalty.—The act provides that if a
deficiency is due to negligence or intentional disregard of
rules and regulations of the Commission a penalty of 5%
of the deficiency will be assessed. The act further provides
that in case of failure to file a return on time 25% of the
tax will be assessed as penalty. It seems incongruous that
a penalty for negligence should be smaller than that for
failure to file a return on time, and it is suggested that a
pehalty of 25% of the deficiency be assessed if the defici-
ency is due to negligence or disregard of the Tax Commis-
sion’s rules and regulations.

(12) Confidential Information.—It has been found
upon examination of certain Corporation Franchise Tax
returns that various taxpayers have submitted reports to
the State Banking Department and the State Insurance
Fuad which are not compatible with information disclosed
on the Corporation Franchise Tax return. For example: A
closely held corporation may claim a deduction on the fran-
chise tax return for amounts distributed as bonuses to offi-
cers; whereas, on the report to the State Insurance Fund
under the Workmen’s Compensation Act such payment to
officers may be represented a distribution of the net earn-
ings of the corporation. Thus the taxpayer may illegally
reduce either the Corporation Franchise Tax, or the amount
payable to the insurance fund.

Under federal regulations, which regulations are fol-
lowed by the State Tax Commission so far as they are con-
sistent with state law, if a bank in obedience to specific
orders from the bank examiner, charges off debts in whole
or in part, such debts shall constitute a bona fide deduction
for income tax purposes. Other information contained in
bank examiners’ reports is frequently of material assistance
in determining whether or not banks have properly ascer-
tained certain bad debts to have become worthless, for
Corporation Franchise Tax purposes, in a given year.

It is recommended legislation be enacted to permit
members of the Tax Commission or its authorized em-
ployees to examine the records of the State Insurance Fund
and the Banking Department.

(13) Forfeiture of Corporate Rights.—The act pro-
vides that a corporation may operate until the last day of
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the eleventh month after delinquency, without forfeiture of
its corporate rights. A corporation, keeping its records on
a calendar year basis, is not delinquent in the filing of a
franchise tax report or payment of the tax, until March
16th of the year for which the tax is due. The last day of
the eleventh month following such delinquency ig February
28th of the following year. A corporation can, therefore,
operate for fourteen months after the beginning of its tax-
able year without either paying any tax, or forfeiting its
corporate charter. Fourteen months appears to be too long.
It results in more delinquency than is necessary, and in loss
of tax revenue to the state and of protection to its citizens,
Prior to 1931, the charter was subject to revocation thirty
days after delinquency in payment of the license fee. It
is recommended that the corporate powers be suspended
on the last day of the second month after date of delin-
quency.

(14) Reinstatement of Suspended Charter.—Ambig-
uity exists as to the returns required by a corporation
whose charter has been suspended under the provisions of
section 80-13-62, prior to its reinstatement under the pro-
visions of section 80-13-64. Under our interpretation of the
Corporation Franchise Tax law, whether or not a corpora-
tion is qualified to do business in Utah, it has been con-
sidered to be liable for a tax if it does business in Utah.
We have, therefore, held that, even though the charter of a
corporation has been suspended under the provisions of
section 80-13-62, if the business is continued during the
period of such suspengion, the corporation is liable for a
tax during such period. It is recommended that the act
be clarified with respect to reinstatement.

(15) Reciprocity with other States.—A reciprocity
provision in the act would be of material assistance to the
Tax Commission in the auditing and the returns of corpora-
tions that do business both within and outside this state.
Such a provision would be of aid in obtaining information
from other states which would be particularly valuable in
the instance of foreign corporations whose records are kept
outside this state. Several states have reciprocity provi-
sions, but we know of no states that permit divulging of
information contained in a return to officers of states not
having comparable reciprocal provisions.

(16) Allocation of Financial Income.—The present act
provides that rents, interest and dividends less related ex-
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penses shall be allocated to Utah if derived from business
done in this state and shall be allocated outside Utah if
derived from business done outside this state.

It was held by the Supreme Court of Utah in the case
of California Packing Corp: v. State Tax Commission of
Utah, that under the present statute foreign corporations
doing business in this state may apportion so-called finan-
cial income in its entirety outside this state. In the case
of the American Investment Co. v. State Tax Commission
of Utah the Court held that if the business which produces
dividends is done outside Utah such dividends are not alloc-
able as income received from business done in this state.
Thus it appears from this decision that under the present
statute, dividends received by domestic corporations are
taxable only to the extent that the corporation paying the
dividend was doing business in Utah at the time the divi-
dend was paid. The following questions might then be ap-
propriately asked: Suppose the paying corporation does
business both within and outside Utah; would that fact
render the dividends, or any part thereof, paid by it taxable
or partially taxable? If so, what part? The matter of allo-
cation of interest income was not an issue in the American
Investment Company case, but it seems clear that the same
principles are involved. If it may be said that interest re-
ceived by domestic corporations is taxable only if the cor-
poration, individual, or other entity paying such interest
was doing business in Utah, the same questions may be
asked as are asked in connection with the taxability of divi-
dends. Additional questions arise with respect to interest
received on obligations of the United States or its posses-
sions: Does the United States Government do business in
Utah? If so, to what extent? If the interest received from
such obligations is allocable in whole or in part to Utah,
on what basis shall the allocation be made?

Numerous obstacles to efficient administration of the
act have arisen as a result of the two decisions mentioned.
It is therefore recommended that the act be amended to
permit assignment to Utah such portion of dividends and
interest as is reasonably and equitably attributable to busi-
ness done in this state.

(17) Allocation of Capital Gains and Losses.—The act
provides that if the reporting corporation is doing business
both within and outside this state, gains less losses resulting
from sale or exchange of capital assets consisting of real or
tangible personal property shall be allocated to the situs of
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the property. The act does not specifically - provide that
net losses be treated in the same manner. The probable
legislative intent was to aceord such gains and losses the
same treatment and such treatment would result in a more
equitable apportionment of income. It is accordingly. re-
commended that the act be made to read specifically that
net losses, as well as gains, resulting from the sale of real
or tangible personal property be allocated to the situs of the
property.

(18) Sales Fraction.—Considerable confusion has re-
sulted with respect to the assignment of sales in connection
with the computation of the gross receipts fraction. Issue
of this question was made in the case of The California
Packing Corp. v. State Tax Commission of Utah decided by
the Utah Supreme Court August 3, 1939. In view of that
decision it is felt that this section of the act should be fur-
ther clarified by legislative action.

(19) Agricultural Cooperative Asscciation License
Fees.—Section 25, Chapter 2, Laws of Utah, 1937, imposes
a 85 fee, which is in the nature of a substitute for the Cor-
poration Franchise Tax. For record purposes the fee re-
ceipts are included with those from the corporation tax
based on income. In the fiscal year 1941 fees were received
from 61 agricultural cooperative associations, in the aggre-
gate amount of $305; in the year ending last June, 62 cor-
porations paid $310. No due date for the fee is named in
the act, and there is no recourse which the Tax Commission
may take in the case of a cooperative that may refuse to pay
when requested. As a matter of policy this Commission
would suggest repealing entirely the requirement that such
association pay an annual filing fee. If the fee is retained,
collection procedure should be written into the act, effective
and uniform with that for other fees and taxes administered
by the Tax Commission.

INDIVIDUAL INCOME TAX

Administrative Costs

Fiscal

Year Collections Per Dollar

Amount Collected
1941 $ 892,210.34 $38,203.82 4.28 cents
1942 . 1,277,120.99 41,250.06 3.23 cents

More individuals by far paid income taxes to the State
of Utah in the fiscal year 1942 than in any previous similar
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period. The aggregate they paid was much larger than
ever before. The average amount per return has been ex-
ceeded.

The number of 1942 returns was 43.539% larger than
in 1940; the amount of money collected was 59.089% larger;
the amount collected per return was 10.85% higher. The
cost of administration, per $1 of tax collected was the lowest
in the history of the Utah Individual Income Tax—only 3.23
cents. The latter figure compares with 5.21 cents in 1940, a
reduction of 389,

Higher prices, higher wages, an influx of workers from
other states and, in general, the emergency defense effort
and taxation of federal salaries are among the causes of
the marked changes shown toward the end of the five-year
period covered in the accompanying schedule. Further in-
creases in the number of returns are to be expected and may
add to the difficulty now facing the Commission in its ef-
forts to maintain an adequate staff of qualified auditors.

COMPARATIVE SUMMARY OF INCOME TAX RETURNS

1938 1939 1940 1941 1942
Number of
Returns Filed ... 63,111 65,931 68,555 74,950 98,398
Amounts Collected:
TaX i $836,560.98 $646,665.13 $742,973.76 $830,666.79 $1,229,395.27
Filing Fees . 208.50 . T
Deficiencies . 23,637.21 39,468.65 52,080.22 53,902.10 42,079.90
Penalties & T 3,832.83 6,164.55 7,739.29 7,641.45 5,645.82
Total ... $864,239.52  $692,298.33 $802,793.27 $892,210.34 $1,277,120.99
Avg. per return 13.69 10.50 11.71 11.90 12.98
Cost of Admimnistration:
Amount ... $41,596.65 $34,149.85 $41,849.75 $38,203.82 $41,250.06
Per Tax Dollar 4.81 cents 4.93 cents 5.21 cents 4.28 cents 3.28 cents

Legislation Suggested

The history of the Utah Individual Income Tax Act
largely parallels that of the Corporation Franchise Tax Act.
Modeled closely after the federal income tax law in effect
in 1931, the Utah statute has not been altered seriously
since, whereas the national law has been amended to close
loopholes as they were discovered, and to facilitate both
administration and compliance. Differences in the two laws
have developed which frequently confuse the Utah tax-
payer and sometimes necessitate maintenance of two sets
of accounts covering the same series of transactions. Sev-
eral of the suggestions following, proposing changes in the
Utah Individual Income Act, will serve to bring it into con-
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formity with the federal law. The Utah Act has been known
as Chapter 14, Title 80, Revised Statutes of Utah, 1933,
and the sections cited in the following are as they appear
in that publication or have since been amended.

(1) Exemptions and credits.—The Income Tax Act al-
lows a single person a personal exemption of $600, the “head
of a family” $1,200, and a husband and wife living together
a total personal exemption of $1,200; and a credit of $300
is allowed for each dependent. These exemptions are deter-
mined by the status of the taxpayer on the last day of the
taxable year. Except in case of death of a dependent no
provision is made for changes of status during the taxable
year. A wife may die on the 30th day of December and
the surviving spouse, if he has no dependents, is entitled
to only $600 personal exemption because his status on the
last day of the year was that of a single person. A child
born before the last day of the taxable year, say on De-
cember 30, entitled the parents to a $300 exemption; on the
other hand, no credit is allowed for a dependent who reaches
his 21st birthday on or before the last day of the taxable
year, even though he may have received his chief support
from the taxpayer the entire year. These are examples of
inequities resulting from the present wording of Sub-sec-
tion 80-14-7 (3). It should be amended to provide that
credits shall be in proportion to the fraction of the taxable
vear before and after any change in the status of the tax-
payer affecting these exemptions.

For trusts, Section 80-14-50 provides the same $600
exemption as is allowed a single person. Often trusts
are created solely to reduce or avoid taxes. As this exemp-
tion amounts to:an additional tax deduction it is suggested
that the personal exemption for trusts be limited to $100,
to conform to the federal allowance. For estates, the pres-
ent $600 personal exemption should be retained.

(2) Decedents’ Income and Deductions.—In the case
of death of an individual before the actual or constructive
receipt of income to which he may have an unqualified
claim, such income escapes taxation under the present Utah
act, if the decedent’s accounts have been on the usual cash
basis. On the cash basis such a claim is not reportable as
income. However, at death, it becomes an account receiv-
able of the estate. This loophole can and should be cloged
by amending Sub-sections 80-14-12 (2) and (3) to require
the accrual of all income of decedents and to permit allow-
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able deductions on the return of the decedent for the tax-
able period during which his death occurred.

(3) Time for Making Assessments and Refunds.—The
argument previously made in discussion of the two-year
statute of limitations in the Corporation Franchise Tax
Act (Recommendation 10) applies with equal force in the
administration of the Individual Income Tax Act. It is
suggested that the “two years” named in Sections 80-14-34
and 37 be made to read “three years.”

Each year this Department receives federal transcripts
which show additional assessments have been levied against
various taxpayers. Utah in numerous instances has been
unable to take advantage of this information because of the
two-year period for making assessments.

It should be pointed out that, under this proposal, the
work of the Internal Revenue Bureau may result in refunds
to the taxpayer in some instances, as well as in additional
assessments in other cases. When federal transcripts are
compared with state returns, cases are found where stock
losses, for example, have been disallowed for the year 1940
but were allowable in the year 1939. The two-year statute
of limitations will not permit the taxpayer to file an
amended return at this date to claim the loss in 1939, yet
Utah assesses additional tax for 1940. In this case the tax-
payer pays an additional assessment because he failed to
claim the loss in the proper year; but under the federal
statute, providing a three-year period for filing refund
claims, this taxpayer is not barred from transferring the
loss to the proper year on his federal return.

(4) Attestations.—The present act requires that In-
dividual Income Tax returns shall be made to this Commis-
sion under oath. It is undoubtedly intended to impress on
the person making the return the importance of the docu-
ment and the necessity that the statements therein con-
tained and the information furnished shall be as nearly
complete and accurate as possible. However, this provision
sometimes may lead to serious delay, and occasionally may
cause unnecessary inconvenience or hardship. In a region
famed for its magnificent distances the nearest person
legally qualified to take an acknowledgment may be many
miles away. Frequently the failure to obtain the notarial
seal may result from unintentional oversight; yet, without
attestation, the document is technically not a return, and
until the oversight is corrected the taxpayer is delinquent.

STATE TAX COMMISSION 83

It will save the taxpayer and the Commission time and
trouble if the statute is amended so that any individual
income tax return required by law to be filed with this
Commission by a taxpayer, and indicating his liability or
non-liability to pay a tax, when signed by the taxpayer or
his duly authorized agent or representative, shall be deemed
to have been signed under oath. It should be provided that
the wilful furnishing of false information in the return
constitutes the crime of perjury, and that the penalties pro-

‘vided by law for perjury apply in such cases, just as they do

under the present law.

(5) Penalties.—Both the Auditing and Collection Di-
visions call attention to inconsistencies and even incon-
gruities in the requirements for the filing of both tax and
information returns, and the penalties for failure to do so.
The criticism applies to both the Individual Income Tax
and the Corporation Franchise Tax Acts.

Section 80-14-16 requires the filing of returns by each
person having a certain “net income” in excess of the credits
or exemptions allowed him by law, or in any event if he has a
gross income in excess of $2,500. The term “net income”
is found to be confusing. Many persons legally liable to
pay a tax fail to distinguish between the “net income” de-
fined in the Income Tax Law and any surplus they may
have over and above all expenditures for any purpose, in-
cluding living costs. They erroneously conclude, because
such surplus or savings are less than the taxable amount,
that they are not subject to the tax. It is suggested that
no hardship will be worked on the citizen if he is required
to report to the state under conditions similar to those gov-
erning his filing of reports to the federal government.

The penalty for a failure to file a return when due under
the Individual Income Tax Act (Sec. 80-14-21) is 25% of
the tax. What this means to the belated taxpayer depends
on the amount of the tax due. However; in cases where
deficiencies are determined against returns, the additional
tax in each instance is, under Section 80-14-23, subject to
only a 5% penalty, providing that the additional tax is
due to “negligence or intentional disregard of rule, without
intent to defraud.” Again difficulty is sometimes experi-
enced in obtaining “information at the source,” under Sec-
tion 80-14-53. ‘

It is true that Section 80-14-59 appears to give this
Commission authority to impose, assess and collect a pen-
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alty of “not more than $100” for any failure to make a
return or supply information. A similar section, however,
was found, six years ago, by the Utah Supreme Court, to be
an attempt, in effect, to confer judicial authority on a
branch of the executive department. The ruling, it appears,
does not apply to penalties specifically fixed in the statute.
It is suggested that this section be amended by making the
penalty specifically $10. If this would work a hardship in

particular cases the Commission, in Section 61, is granted

authority to waive, reduce or compromise.

(6) Exchange of Information.—The National Asso-
ciation of Tax Administrators has devoted considerable
time at its annual conferences to the question of exchanging
information between states and the federal government for
tax purposes. It is argued that if the states should ex-
change information among themselves and with the federal
government, tax evasion would be reduced and double state
taxation largely eliminated. For several years Utah has
obtained valuable information from the federal government
regarding income taxes. The cause of good government
will be promoted if the Tax Commission, under proper safe-
guards, is permitted to make its records available to offi-
cials of the federal government and to those of other states
granting similar courtesies to Utah.

(7) Non-Resident Income.—Considerable TUtah in-
come accrues to non-residents of this state and now escapes
the Utah income tax but could and should in equity and
fairness, be made subject to it.

In taxing such income, it should be possible to allow
credits to residents of other states earning income in Utah,
if such other state allows similar credits to residents of
Utah earning income there.

(8) Regulations.—The Individual Income Tax Act
does not give the Tax Commission specific authority to pre-
scribe general rules and regulations to enforce the act. If
such authority were granted the Commission, it could adopt
federal regulations, as far as applicable, for state adminis-
trative purposes and take other steps, within the law, to
assist both administration and compliance.

(9) Extensions.—To avoid unnecessary harassment
and embarrassment for persons in the armed services who
have taxable or reportable incomes, the Tax Commission
suggests that it be allowed limited authority to extend “for
the duration” filing time for such men and women.
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ESTATE TAX (Inheritance Tax)

Administration Costs

Fl‘riscal Collections

ear Amount Per Dollar
1941 ] ..$234,716.27 $15,697.08 6.66 cents
1942 oo 429,095.59 19,511.24 4.54 cents

Features of the administration for the last two years
of the Utah inheritance tax law, as it is familiarly known,
have already been recounted when the important activities
of the Legal Division of the Commission’s organization were
sketched. For about a score of years after 1913, a consid-
erable proportion of Utah revenue from this source came
from the taxation of the transfer of stock of Utah corpora-
tions held by non-resident decedents. This source was cut
off by a decision of the Supreme Court of the United States
in January, 1932, but was restored as a result of the Aldrich
case, prosecuted before the same high tribunal by this Com-
mission, and decided in 1942, By the very nature of inheri-
tance taxes, the revenues to be derived in any one year are
unpredictable. However, the rate schedule in the law was
amended in 1935, and future inheritance tax receipts over
a period of years may be expected to exceed those of the
yvears immediately prior to 1933.

Legislation Recommended

Gift Tax.—Experience in national and state adminis-
trations has proved the effectiveness of a gift tax law as a
companion measure to statutes levying imposts on estates
or inheritances. Such an enactment closes rather large
loopholes which are left open by any statutory attempt to
include in the estate transfers made “in contemplation of
death,” or “intended to take effect in possession or enjoy-
ment at or after death.” Most arguments in support of an
estate tax or an inheritance tax apply with equal strength
to gift taxes. To distribute more equitably the tax burden
imposed by the inheritance tax, it is recommended that a
gift tax law be enacted.

Joint Tenancy.—As at present worded the Utah inheri-
tance tax law often works a hardship that savors of in-
justice. One source of such inequities would be removed
if Section 80-12-5, affecting transfers by right of survivor-
ship, were amended so as to tax only so much of a property
held in joint tenancy as was contributed by the deceased.
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Allowable Deductions.—Section 80-12-8 defines deduc-
tions permitted to be made from the gross estate in deter-
mining the net or taxable estate. The law would be ma-
terially improved from an administrative standpoint if
specific mention were made of certain classes of claims.
It would seem proper that allowances made to the family
for living expenses during the progress of an estate through
probate should not be included among the deductions per-
mitted. On the other hand reasonable fees of attorneys
representing the estate should be allowed. In fact, it would
appear to be good business, as well as just and proper, if all
expenses, legal or otherwise, incidental to the preservation
of the assets of the estate, be allowed as deductions.

INSURANCE PREMIUM TAX

Administrative Cost

Fiscal s

Year Collections Per Dollar
Amount Collected

1941 .-$381,173.14 $ 744.33 $0.0019

1942 412,317.92 1,060.58 0.0025

Revenue from the insurance premium tax for the last
two bienniums is indicated by the following table:

INSURANCE TAX COLLECTIONS
Fiscal Years Ending June 30

1939 1940 1941 1942
Life Insurance ... $260,319.25  $202,370.81 $214,965.15 $220,992.33

Fire Insurance ... . b7,711.41 57,407.46 69,864.77 73,683.21
Casualty & Misc. .. 56,808.23 58,383.72 35,358.55 36,337.32
Self-Insurers .. 39,081.91 41,068.09 60,984.67 81,305.08

TOTALS e $418,920.80 $359,230.08 $381,173.14 $412,317.92

Collections of insurance taxes, which taxes are in lieu
of corporation franchise or other special taxes, reflect an
increased trend from year to year, after remembering that
the collections in 1939 were influenced by substantial de-
ficiencies collected during that year on returns for the years
1936 and 1937. The increased collections for the years
shown in the schedule are principally due to increased in-
surance business within the state.

All insurance tax returns are audited annually to de-
termine that the taxable premiums have been correctly
reported and that the proper reciprocal rate has been ap-

STATE TAX COMMISSION 87

plied. This work requires only part time of one auditor,
who is also assigned to other duties. The Commission has
access to the annual statements of insurance companies
on file with the Insurance Commissioner, which greatly as-
sist in the work of auditing.

Legislation Suggested.

(1)  Annuity Contracts.—An amendment to the law
in 1939 (Section 43-3-7) so changed the wording of the
statute as to eliminate taxation of premiums received from
annuity contracts. The act previously taxed “premiums
received on business.” This language was changed to read
“premiums received from insurance.” This business of life
insurance companies is important and in some instances
represents a substantial part of the business done in the
state. The majority of states now tax such premiums and
it is recommended that the law be amended to provide that
the tax apply on premiums received from annuity contracts.

: (2) Premium Taxes and Membership Fees.—When
the legislature in 1935 increased the premium tax on in-
surance companies from 1% per cent to 21/ per cent, it
neglected to extend this increase to reciprocal insurers.
These continue to pay only 114 per cent of the “gross pre-
miums or deposits collected from subscribers upon risks
in this state, after deducting therefrom all sums returned to
such subscribers or credited their accounts on account of
such risks other than for losses.” The operation and busi-
ness privileges of reciprocals or inter-insurance exchanges
are very similar to those of mutual companies. It is, there-
fore, recommended that Section 43-7-13, taxing reciprocal
insurance, be amended to conform to the amendment made
in 1985 to Section 43-3-7.

MISCELLANEOUS TAXES

Administration Costs

Fiscal Collections
Year Amount Per Dollar

Mine Occupation:
194

L e, $674,649.77 $ 182.04 $0.0002
1942 L 789,162.06 1,547.88 0.0019
Car and Bus:

U 106,009.56 444.21 0.0041
1942 e 104,499.92 1,047.10 0.0100

Public Utilities
Regulation Fees:
1941

42,363.88 246.84

0.0058
32,209.58 509.81 0.0158
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Occupation Tax

The mine occupation tax is a tax on the production of
metal mines, first effective in 1938. In the same year the
multiple used in determining the taxable value of ore con-
tent of metal mines from net proceeds was reduced from
“three” to “two” (times the net proceeds). Previous com-
missions have called attention to ambiguities in penalty or

interest provisions in this law. However, since production .

up to $20,000 in the gross value of the ore is exempt from
this tax, no great difficulties are met in administration of
the law; and it is believed that collections represent very
close to 100 per cent of the tax due. Administration costs
are only a small fraction of a cent per dollar collected.

Attention is called to the fact that the Legislature of
1937, in amending Section 80-5-56 to change the multiple
from “three” to “two,” omitted at the same time to amend
Section 80-5-3, where the multiple “three” is retained. The
statute would be improved if the inconsistency in language
were removed,

Car, Bus, and Air Transport Companies

The State Tax Commission, under Section 80-10-23,
has the duty of collecting taxes on the property of car
companies and on the transportation equipment of public
carriers, by rail or motor vehicle. The intent of the law,
read in its complete context, undoubtedly includes public
carriers by air, and has been so interpreted by this Com-
mission.

The methods and interpretation followed by the Tax
Commission as regards the pbroperty of car companies was
called into question by the Sinclair Refining company,
during the period covered by this report. By a Supreme
Court decision, handed down November 4, 1942, it was
decided that the tank cars of the company, even though
used exclusively in handling its products in its business in
this state, should be assessed by the Tax Commission,
rather than by the county assessor.

Public Utilities Regulation Fee

Through legislative enactment, the public utilities reg-
ultion fee is based upon the gross operating revenue of each
utility. At present three-fourths of the cost of public utility
regulation is raised through the imposition of this fee,
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The State Tax Commission is charged with the respon-
sibility of collecting the fee. By reason of the fact that the
total amount to be collected is changed in each legislative
session, it is necessary for the new act to be passed each
biennium, instructing the Tax Commission as to the amount
to be collected and the method of the collection.

The act which was passed in 1941 is full of ambiguity.
In order that the commission may have proper instruction
as to the fulfillment of this responsibility, we suggest that
careful consideration be given to the wording of the act in
1943, if the legislature determines to continue this method
of raising part of the revenue to finance the Business Regu-
lation Commission.

CONCLUSION

The changes suggested herein deal with clarification
of the Statutes or are proposed to facilitate administration
of the law. The Tax Commission has not attempted to make
recommendations on tax policies.

Attention is called to the statistical informatior_l fur-
nished in this report, study of which will greatly assist an
understanding of Utah tax problems.

The Tax Commission extends an invitation to members
of the legislature to make full use of the facilities of the
Commission and of the services of its staff members.

Respectfully submitted,
STATE TAX COMMISSION.

J. LAMBERT GIBSON,
Chairman,

HEBER BENNION, Jr.,
R. E. HAMMOND,

MILTON TWITCHELL,
Commissioners.
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