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‘TO THE GOVERNOR AND THE MEMBERS OF THE

LEGISLATURE:

This is the third Biennial Report of the Utah State
Tax Commission and covers the period from July 1, 1934,
to June 30, 1936. In this report is presented a summary
of the activities of the Tax Commission and statistical
analyses of various tax laws, including the administration
of these several tax laws. In order that this report may
be as informative and valuable as possible, wherever diffi-
culties in the administration of the laws have been en-
countered, these difficulties are enumerated. Wherever
these difficulties can be corrected or removed by legislation
such legislation has been suggested for adoption by the
State Legislature.

The effectiveness of any law depends upon the effec-
tiveness with which that law is administered. Effective
administration depends in turn upon three general factors:
the simplicity of the law, the means given the administrative
body for enforcing the law, and the personnel selected
for carrying out the administration. It is obvious that
the more simple the law, the more simple is the problem
of enforcing it. But no matter how simple the law may
be, if adequate means of operation are not given, effective
administration of even a simple law becomes impossible.
In other words, given a workable law, sufficient funds
for enforcement, a capable personnel and there is bound
to be effective administration.

While the Tax Commission does not claim that the
administration of the laws entrusted to it has been perfect,
the Commission does feel that if some of the difficulties
which it has faced, and is now facing, could be eliminated,
definite progress toward a more effective administration
could be accomplished.

The duties of the Commission during the past years
have steadily increased. At the time the Commission was
created in 1931, it was required to administer only the
Property Tax, the Income Tax, the Corporation Franchise
Tax and the Car and Bus Company Tax. It is now required
to administer the following taxes:
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Property Tax Mot i : 3
ICar and Bus Company Tax Lioclén‘sfghlde i
Cncome Tax ) Gross Ton Mile Tax
! E(l)lrporli‘a’mon Franchise Tax Inheritance Tax

es Tax Beer Tax
Motor Fuel Tax. i iliti i
B Puggec Utilities Regulation

Oleomargarine Tax
Insurance Tax
Motor Vehiqle Registration

Unemployment Compensation
Tax: (Collection only.)

The 1933 session of the Legi
he gislature so ch
%ﬁﬁric]iﬁg’?n of bthe Co(rinmission as to provideanfgz)iﬂd ttv}vlci3
- members and two “part-time” memb
though_ the Commlss_lon was faced with increase?irsc’iu?c;]:sr?

that complete results have not yet been achie
The ultlma.te In tax administration coul\(’ied}'lardly be
%xpec(’ged by Jghls time, when it is remembered that the
; jxlg.ommlssmn has been in existence only since March
5 | 31.. T}}e brocess of assembling facts to guide ad-
énlmst'ratilon 1s a long one; therefore, in many cases the
(_)gllmlssmn has hgd to approach the solution of itg problems
;V(imi li?set?ri%foind %%gd%quitefdzti. This handicaps efficient
" 18 lack of data will be mentioned goai
when we take up the problem of taxati Ty
panies and public utility companies Whglrﬂle Osfug}llmé,nixc(ignils-
%Jﬁrtlcularly felt. Hovyever, the Commission does feel‘ that
the accumulated éxperience of the five years of itg existence
1sf. gradually developing a more effective administration
0 the_ revenue laws of the State. The points at which
admlnlstratlon has been made more effective and the
g;)sléll‘;:,s:ghere more effectiveness is still required, will be
adminispteriansg.we take up each of the taxes that we are

. The enforcement of the additional reve
quired more Qmployee_s and this in turn necesg;:l:telgvi];r;5£
quarters. This necessity can best be shown by a comparison
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of the revenue collected during the fiscal years 1934 and
1936. Total revenue collected by the Tax Commission
increased from $6,250,000 in the fiscal year 1934 to about
$9,200,000 in the fiscal year 1936. Further, while collection
of the Unemployment Compensation contributions does not
become effective until January 15, 1937, it is important
to note that with this item, it is estimated for the fiscal
year 1937 the Tax Commission will collect approximately
$11,000,000.

One of the permanent improvements that has been
effected is the enlarged quarters the Tax Commission now
occupies. In addition to the first floor space, we are
using that part of the basement coextensive with the
quarters on the main floor. This expansion was not only
necessary, but by providing better working conditions,
resulted in better work by the employees. The use of the
basement made necessary a great deal of remodeling as we
had to build new walls and partitions, and install heating
and air-conditioning apparatus as well as plumbing. The
total cost of these improvements was $9,891.04.

Another permanent improvement was the installation
of seven validating machines in the main office and branch
offices. These machines are a combination of cash register
and bookkeeping machines. Their use protects the funds
of the State as they provide a record of every cash
transaction.

During the present biennium we have maintained
branch offices in Provo, Ogden, and Logan, which have
been of great convenience to the citizens of those localities.
During the period of the year when we handle a large part
of the motor vehicle registrations, we have also opened
several temporary offices at strategic points in the Stdte.

We here wish to express to the members of the Legis-
lature our appreciation of the fact that they have made
it possible for the State Auditor to conduct a continuous
audit of the funds collected by us.

We also wish to observe that some of the matters
discussed in this report may have occurred in the second
yvear of the current biennium, but they are discussed in
this report because of their importance.

In concluding the first section of this report the Tax
Commission believes that a reading of the report will give
some understanding of the operations of this department.
We do not think, however, the printed report can give a
complete word picture of our activities. Discussion will
clarify the cold printed page, and the members of the Tax
Commission welcome the opportunity to discuss tax pro-
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posals and the detailg of our ini i
) [ present administ
iee\;eilslﬁiulraewsr v:;ltgl (Ialthelr ti;he individual membe;saté(%nt}(l)g
t egislative committees. Tt j
that this report and discussio i i PR
L : n will provide th i
with a better guide for action concerning reverfug ?ag‘lsfture

enumerated in the opening paragraphs of this report on

PROPERTY TAX

The work of the Tax Commission in connection with

property tax divides itself logically i ivisi i
t y Into two divisions: f
gﬁeeasse_ssment of mines and public utilities; second u&té
bervision of the work of the county officials in the
assesAs;r%enttﬁnd collection of broperty taxes
er the mines and public utilities ha;fe been v
. . i aI
;)gp gft?or?;%xtg(’)cr}?;lézsmn’l the ?sse‘ssed valuation is tlligg
! veral counties and is delivered t th
county auditors of each count, e
¥, who place the asse t
upon the county rolls Parenthetically, i e
here that the Valuatioil of thi et T T
e valu, S property assessed
t'l;iﬁ an}crﬁussmn 18 37.2 per cent of the total atssessedbx?;l:cl};f—3
0 e Stat_e. Some of the problems relative to the

accounting.

ASSESSMENT OF PUBLIC UTILITIES

Certain important chan '
! ] ) ges have been made duri
t}fle pa?fc blepr}lum In the method of assessing i)rogg}’gg
Eh public utility companies. Study hag been made of
ineor‘?}?th()df of valuation used by the assessing authorities
E (eizrbs ates. The various methods that have been
andpt}el ¥y such states hgve been carefully considered
include(()isei IYVhtlﬁg seem to fit our own situation have been’
ridndt assessment program conducted by the
The method of valuation of utili i
: I { ity propert
ltllglptn rte}glrgrgﬁal;s rut!e - }’lchta}f 1s, each utility iIs) Va}iulesd baass eg
01 whether operated within one t
1ie):v{tje}rl'alSsttates. The total system value is then ;H?)Egtgé
e State of Utah on the basis of such apportionment
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factors as track mileage, investment in physical property,
car mileage, gross revenue from operations, wire mileage,
kilowatt hour production, kilowatt hour consumption, ete.
The value thus apportioned to Utah is then equalized to
the same basis as other property in the State is assessed.
The assessed value determined for the State of Utah is
further allocated to the various counties of the State largely
on the basis of the investment in tangible property, track
mileage, etec.

General economic conditions which affect a particular
industry or business are considered in the valuation of
any utility. The valuation of utility property is based
on the capitalization of earnings at current rates of interest,
market value of stocks and bonds, the Interstate Commerce
Commission valuation plus a charge for betterments and
less depreciation and retirements to date, book values of
tangible property, and, whenever available, the rate bases
established by the Public Service Commission. It is hoped
that some expansion of the valuation department will be
possible in order to provide for the making of engineering
appraisals as an additional factor in such valuation.

Information upon which the Commission bases its
assessment of utilities has been secured from various
sources. The available data on some utilities has been ex-
tremely limited in the past, but this difficulty is being
overcome by requiring utility companies to make annual
reports to the Commission, giving operating statements
as well as property account details. The first of these
reports was required in the spring of 1936 and was based
on 1935 operations. These reports, together with the rate
bases established by the Public Service Commission, have
Feen bound and are kept on file in the office of the Tax
Commission. Reports of utilities to the Public Service
Commission of Utah have been made available to our ac-
countants and have furnished considerable valuable informa-
tion. Corporation franchise tax returns have also been
studied to learn operating details. In addition to this, the
annual returns of property have continued to furnish the
detail of property inventory.

During the current year, a map project has been
undertaken. Utility companies have been requested to
provide maps showing the total utility system as well
as detail maps of property within the State of Utah. It
is felt that such maps will make possible a better under-
standing of the integrated operations of the larger utility
companies. They will also provide information which will -
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aid in allocating assessed values to th i i
. . - ‘ e Va
s;sgilcft;l I11n i}ﬁe State, and will be of further gg(;ll}:tagl%)éul}%
o pro%ert;. mechanics of recording the assessment of
he program of utility valuation, herej i
; of 1 , herein outli -
ie}z’ntfh’ghecl())asm.pr;HCIpIeSs of 1u’cili’cy valuation nownggixﬂ?)grl;e%
by mmission. imilar methods of luati
being used by many other stat e
7 m es. The basic inci
%f. such valuation have been approved by the Unitggms(iclg’gg:
S upr]e)me_Coug:1 0N numerous occasions.
uaring the 1935 session of the Legislatu

co}r}c%rmng the method of valuation of utih%cies ng ;as]sivg
%v 1cc, among other things, provided that, “The State
: a(}ic tomr_nlssmn shall use such information (i. e. rate base)
?n .angible property values at the time it assesses for
aill}éag:log;l burposes, tthe %anigible broperty of said companies

assessments shall be in the same roporti its
true value in money as that of all oth ¥
t : tangible pr t
In the State of Utah.” The Com(I)n' si - s

: : J ission hag ;
comply with thig law in accordanc_e with well e:ggﬁ}il;hgg

Attoiney (}eﬁgrgl concerning its interpretation
: S mig e expected, various problems. h i
h . . 2 a
in }clonnectlon with this assessment program. \Ifov?fle;l\fg}
isautcl_veplirgb%irél_s apgcear to %(;ha?ministrative rather than legis-’
Ir nature. ile we realize that i
L : much ig
to be done, we confidently feel that consistent progressy?;E

VALUATION OF CAR COMPANIES

Closely allied to the i i
! question of valuatio ili
. J%Orch%irty ‘115 thde 1;faluatlon of car companies. It iré ; ﬁ)rl;%‘iizg
- rallroad business for railroads to leas tai
of cars from companies operati i Pl N
perating strictly as ca ies;
for example, the “A” Com il o e
: pany will operate refri t
cars and lease them to any railroad 55 nied
such cars. The rate of rental is th hien e tine
paee T, T Cd s the subJect of contract
pany and the railroad
l%:ﬁ%igy't?e lalgggl" iiﬂroads hold stock in car cgr(;lrggﬁirgsf‘
Interest in the car company represented .
_ s%og}lf owners_hlp 18 not considered in arriging at thelo sxrfa%ﬁg
Ec)h e foperatuggproperty of the railroad company, because
€ reirigerating cars are not operating propert’y of the
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railroad, but on the contrary are operating property of
the car company. The tendency of this. practice is to
reduce the assessed valuation of the car companies. The
problem is having our serious attention, and some improve-
ment will be made in the method of assessment of car

companies.

TAXATION OF MINES AND MINING MACHINERY

Both the geologist and the mine accountant have
had practical experience in the operation of mining prop-
erties. Together they are conducting a study of valuation
of mining machinery and equipment.

During the period September 15 to December 15, 1936,
the major mining properties in Beaver, Iron, Piute, Sevier
and Tooele counties; the oil and gas wells in Daggett
county, and other mines and mining properties have been
inspected by these appraisers.

Section 80-5-32, Revised Statutes of Utah, 1933, re-
quires county assessors to report to the Tax Commission
the items of mining machinery and equipment located
within their counties. It is difficult for an assessor who
does not have particular training concerning valuations
of mining machinery and mining equipment to make a
report on those items and it is for this reason that we
have undertaken the work of checking the amount and
value of the mining machinery and improvements through-
out the State. '

On the basis of results to date, the following conclusions
appear to be justified:

1. With a few exceptions mining machinery and
improvements appear to have been generally underassessed.

2. Property above ground has been assessed at more
nearly its actual value than has underground property.

3. As a result of the work of the Commission, con-
siderable property not assessed in the past will be added
to assessment rolls.

4. With only the present appraisers working on this
rroject in connection with their other mine valuation work,
t appears that the revaluation of the machinery and equip-
ment of all of the mines in the State may not be completed
Lefore the close of 1937. Thereafter, due to the special
nature of mining operations, constant checking will be re-
quired to keep mine machinery and improvement values
properly- equalized. :
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: Assessment of (Coal Lands

The most important classification of i
; ) t non-metall
g}lnes i1s the coal mines. For that reason, we s?lailf ei?i?‘léi
1scuss the assessment of coal lands and then broceed to
an assessment of other non-metalliferous mines includin
also %’%her valuable mineral deposits. ' £
€ assessed value of coal lands in Utah, as d i
by the State Tax Commissjon, is based upo,n suciceﬁgzac%ig

as accpSSIble_‘gopnage, quality of coal, proximity to trans-

During the period 1920 to 1936, the i
X assessed
oi; Utah coal lgnds has decreased from $ls()PZG8‘(])a’171411aé.llt1?ﬁi)1
$ ,71::37,694. This decyease has been occasioned for the
?}1108 part by changes in the economic conditions affecting
thee cezlocz(allul};li(%}lstry,f the 1F?degal Leasing Act which forbids
> on of coal lands by citize indivi
collectively, and the depletion of coal resgrsvéél.dlwduauy e

Coal companies have been making vigorous
Iof O_{;he assessments made on their pfopergties, bo%iOtgggﬁ
ands and machinery and equipment. In 1936 there wag
?n sglg‘;hg a(ilg“ccr_lwar(i rev1is1ion made by the Tax Commission
| ation of coal lands. Only back-lvi
received the beqefits of this reductign.b %{u?irlllrégl%%F’iZ1 1;1111(1)(32
detalled‘mspectlor} of the value of their mining mac]’niner
and equipment will be made as we have already indicateg

in ou
deparflzaml;;lrzc(.)rt made above of the work of the valuation

Assessment of Other Non-Metalliferous Mines and of
Valuable Mineral Deposits

In addition to the deposits of coal, th i
_ , there a
other non-metalliferous deposits that are assessfe?l xg;rlgﬁ:

State Tax Commission. These deposits include native asphalt
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Since the last Biennial Report much has been ac-
complished in the assessment of these deposits. A survey
has been conducted to determine the tonnage of gilsonite
deposits. A valuation of stone quarries has been completed.
Commercial deposits of bentonite, fire and tile clay, silica,
calcite, and fuller’s earth, which were formerly assessed
at a flat rate of $5.00 per acre, have been surveyed and
assessed in accordance with the findings of such surveys.
Some workable sand and gravel deposits have been added
to the assessment rolls.

Taxation of Metalliferous Mines

The problem of assessing metalliferous mines is an
involved one and has resulted in some serious disputes
during the current biennium. We shall discuss this subject
at some length.

The problem of placing an assessed valuation upon
property is comparatively simple when the property to
be taxed has a definite provable value. The same problem
of tax assessment becomes extremely complex when the
value of the property is indefinite and difficult to determine.
We have found such complexity in the valuation of public
utilities, but nowhere is this complexity more obvious than
in mine taxation.

The mere mention of mine taxation brings to the mind
of the tax administrator and the mind of the legislator the
same uncertainty. To a degree the same uncertainty is
experienced by the mine owner as well as the officials
who administer the tax laws. The uncertainty is simply
the result of the fact that neither the mine owner nor the
tax administrator knows the actual value of the mine to
be taxed.

It is true that for the guidance of the Tax Commission
the Legislature has set up a formula for determining the
valuation of a mine. That formula is stated in what is
known as the Net Proceeds Law (Section 80-5-55) and
the following sections of the Revised Statutes of Utah,
1933. However, unless one has accurate and exact terms
to deal with, it is difficult to get a definite result from the
application of the formula. The Legislature has attempted
to make the formula precise, but adaptation of the formula
to the facts in some cases is not nearly so precise.

The formula requires the keeping of accounts repre-
senting (1) the sums received from the sale of the ores
and (2) accounts setting up the allowable deductions as
set out in subdivisions 1 to 8 inclusive of Section 80-5-57,
Revised Statutes of Utah, 1933. The difference constitutes

net proceeds.
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This formula must be i
. ] g applied to all mini i
i)l‘;":sé)fctlg{? fof their method of operation. Minilrllggr gg;ﬁg::ﬁgs
nectior?s l_t%renﬂy depending upon their business con§
smelting ‘chgmpa?llilg(ihas’lgﬁs oot generally milling.or
S S. o
briefly stated as the follovs?ingl:e thods of operation can be

1. A mining cor i i
nir poration may sell its o
lcxgua(l)ly ta_t mﬂ.hng and smelting company. If Inseos :Cc?lea;ﬁlyer’
; gporxéas g)rn 1nlcurs no milling and smelting c’osts anélmi%
e allowa% Iséo‘ &33 (EJ};;; érsnr(lg mouﬁ:h, no transportation co,sts
all such an operator g ined
to mining costs and the costs of permanent impl;e(})xfgrrxllfelr?fsd

2. Another minin i
) ning corporation may mill in i
gv&glll mill and reduction works and sell the concggi?fa‘égs lifs
2] ye'lﬁ probab_ly a smelting company. If so, the cor s
n will be entitled to deduct milling costs afld permaprgr?g

improvements to the mill. i iti )
and improvements to the’nllrilnifidltlon o the cost of Hming

3. A mining cor i
3. ! poration may own its ow
;Amlgﬁlilrllng cortnpany so situated would be entitledntosrél:éﬁegf
g costs and the cost of smelter improvements in

addition to th i
iy cases.e other costs enumerated in the first two

(A) Such a minij i
s ning corporation may smelt only its

(B) In addition to sSmelting i
f melting its own ores, it m.
ﬁxr'liswiolgsto“lt by o“’c’her mining companies; tlslﬁzﬁti?av);}fﬁeils
7 custom” ores. Such ores may be sold to it

g ’I’nt%lé thteste types of cases, except the type designated
appfi e statutory formula is comparatively simple of
S5 Hat r;, ai]'ddthe facts and figures to which the formula
b Mo EE.)IIlodlethea;gt l;aalsy té) ?scertain. The sales price
] al cost o ini i
are %scertamable from the recor(?;lglfngaiﬁdcg;ln%zorf;ments
i létiv}z?ere“a s’}tuation exists, such as is catal.ogued
el 01% 3B, 'aboye, it is questionable whether the
it 0 ‘reducmg}ts Own ores separate from the
i re?o 1s ascertainable. Can the total of the costs
ok thelr‘l‘ictgz}ll typei of ores be broken down so as to
i costs” of milling and smelting its own
We have tried to solve thi Y
, S 1S problem bec i

ISatratgf Srpe_ltlng Reﬁnu}g & Mining Co‘mp;;l;e ;51}112 gi{l 1§§d

ger mining corporations in the State is éperating 1'1?
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precisely the manner outlined as plan “3B.” The solution of
this problem becomes quite important, for if we allow too
much or too little as costs, an injustice will be worked on
either the State or the company.

We have the testimony of the company in question
that it is impossible for it or anyone else to compute “the
actual costs.” It states that with much labor and by the
use of averages and formulas it can determine the “probable
costs,” but that the results would be uncertain and that
assuredly they would not be the “actual costs.” These
facts were developed in hearings conducted in 1936 when
the Tax Commission challenged the method that the com-
pany had adopted in making its returns based upon gross
proceeds.

As we have stated, that particular company operates
under plan “3B.” There is this additional qualification,
it does not operate its mill and smelter “in connection
with its mine.” The reduction works, consisting of mill
and smelter, are not on the mine property, nor adjacent
to it, nor even near it. They are located approximately
ten or fifteen miles from any of its mines. When they
were built by the company no deduction for the cost of
the reduction works and the mills was claimed, upon the
theory that they were not operated “in connection with
the mines,” as is required in subdivision 4 of Section 80-5-57,
in order to entitle the mining company to make the deduction.

The company assays, reduces and smelts its own ores.
It similarly treats “custom” ores. The company maintains
separate divisions within itself. It has a mining division,
a milling division, a smelting division, a refining division
and, we suppose, a selling division. Under the statutes, in
order to determine the value for taxation purposes of
its own mines from which ores are taken, the company
is required to determine:

(1) The gross proceeds realized from the sale or
conversion of the ores into money or its equivalent.

(2) The deductions that it may properly take.
But the problem of determining both of these factors is
complicated by reason of the fact that the company reduces
and smelts not only its own ores but also its “custom”
ores. The company does not sell its ores until after they
have been refined. No sale or conversion into money or
its equivalent takes place until then. It contends that
it cannot set up as the figure for gross proceeds the sum
of money which it obtains for the refined product. It con-
tends that gross proceeds should be determined before that
noint in the production and sale of the ore is reached.



18 .
STATE TAX COMMISSION

It claims that the milj ;
at the m e milling division ma :
and cred?tl;l JEE}}IIeOf the mine from which the ori ;Cvaékse ﬂ};e e
as determined bmmlng division with the value ofe‘échmc’Eed
which it hag agi’o%(%glde Hfleﬁh‘t)ﬂ of inter-company settlgngggi
co i : . € ann L tIer
bany files with the Tax Commislsliégn r%ﬁzrgix};:adslo thll)s
) g ob-

tained is t
ermed .
ore.” 8ross proceeds received from the sale of

This figure ig def
accurate bgcause it 1'2 %r;ii((ii

for the ores of that mine
e method of detefm' i
DT ) INing gross pr i
o tI})1 s ;’n itnrl_a;lnsactlon at the portal of fhg Criei?lsé ?g gnfl_nter—
£ company upon the ground that unl‘e:seltl}?ed
ey

are permitted to congider
realized at that point, theg ,113;1; ng)r&srii broceeds ag being

e Cor{gmission is
] o . . . . nO i
If the mining' division would n?:kglzc{ﬁg

com ; aser in nowis :
bany, and in a competitive field, thi %);lrg(reg:s(,iio‘:’llivh ﬂllg
ou

a problem of determini
b € ning the ( i
mining company jg entitled, Th?s broblem

Therefore, they eliminate the ores are mixed.

necessity of deterrm'm'ng

19

STATE TAX COMMISSION

“getual costs of sampling, assaying, and reducing and smelt-
ing the ores and extracting the metals and minerals there-
from,” by an inter-company transfer of the ores at the
portal of the mine. The company considers that trans-
action as a “sale,” and, of course, if the ore is sold in its
native state, there is no need of determining the assaying,

reducing and smelting charge.

The law has been so interpreted as to allow the mining
division of the company to make a so-called sale of the ores
at the portal of the mine to the milling division of the com-
pany. The Board of Equalization considered this to be a
practical solution of the problem, and, therefore, accepted
that method. These transactions were similarly treated
by the Tax Commission until the year 1936.

In 1936 this company filed its return on the same
basis as heretofore. The return showed an assessed
valuation of approximately $2,600,000. The Tax Commis-
sion declined to accept that valuation and set up a valuation
of approximately $5,600,000. The Tax Commission insisted
that it was concerned only with the gross proceeds realized
from an actual sale of the ore, or at the least, the value
of the metals extracted from the ores after they had passed
through the smelting process. The Commission was of
the opinion that the milling and smelting profits should be
reflected in the value of the mine. The company keeps
separate records for each of the different divisions of its
operation, and the profits which are made by the milling
and smelting divisions are not allocated back as a profit
from the mining operation. The result is that the milling
and smelting profits are not considered by the company
to be any part of the gross proceeds of the mine. Accordingly,

a lesser tax upon the mine results.

The Commission was of the opinion that the sum
realized from an actual sale should be considered as gross
proceeds and also directed that the company was entitled
to deductions for only its “actual costs of milling and smelt-
ing.” The Commission was of the opinion that if no other
method of determining those actual costs were available,
then at least averages and formulas to fix those costs could
be used. The company protested the additional valuation
placed upon their mines. Extensive hearings were held at
intervals during the months of June, July, August, and
September, 1936. Finally, the Commission and the company
agreed that the company would accept an increase in
valuation of approximately $1,500,000.
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the ores, at whatever point it may occur. We have already
stated that in the case cited, the Tax Commission contended
for the gross proceeds realized from an actual sale of ores
or at least the valuation of the metals extracted after they
had passed through the smelting process.

This viewpoint is contrary to the recommendation made
in our last Biennial Report (bottom of page 23) to the
effect that where “there is an integrated operation of
mining and also milling and smelting, that the mine owner
be permitted to provide for the valuation of the ore at
the mine and to permit the deduction of any reasonable
costs (not exceeding actual costs) of transportation, smelt-
ing, refining, etc.” Some members of the Commission
now doubt that this recommendation should have been
made by us; whereas the others still believe it to be proper.
Therefore, we respectfully submit this matter to the Legis-
lature for its determination.

As the law now stands this company could organize
a separate corporation for the purpose of cperating the
mining property. This subsidiary corporation could sell
its ores to the parent milling or smelting corporation
and then the State would be required to accept as gross
proceeds the sum which the parent corporation paid the
mining corporation for its ores. Where a mining company
is a subsidiary of a milling and smelting company, it might
sell its ores to the parent corporation at a price that would
tend to greatly reduce the gross proceeds of the mine.

Since this simple device of establishing a subsidiary
corporation may be adopted, it would be advisable to provide
that the Tax Commission could inquire into the reasonable-
ness of the price paid for the ores. Even if such authority
were granted to us we still would have difficulty in execut-
ing it, because that is the work of experts, and in almost
every instance such experts are in the employ of the major
milling and smelting companies.

There are many such mining corporations subsidiary
to milling and smelting companies. One smelting company
has as many as ten subsidiary mining corporations. We
do not mean to charge that the subsidiaries were established
to further tax avoidance, but we merely point out that
tax avoidance is possible through the use of this device.

We believe that more authority should be granted the
Tax Commission to permit it to make full inquiry into the
price received for the ores of such subsidiary mining cor-
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We have made suggestions as to how these possibilities
could be eliminated. We make no claim that these objec-
tives cannot be reached through other amendments to the
law. Some such amendments have been suggested to us
and no doubt will be presented to the Legislature and more
adequately than we could hope to present them through the
medium of this report.

While the case above referred to did not reach the
courts, there is another case regarding valuation of mining
property based upon net proceeds that is being litigated
at the present time. It is the case of the Utah Copper
Company.

This case revolves about the method the company
used in making its return of net proceeds of the mine.
Relying upon the provisions of the statute, the Tax Com-
mission contended for a method different from that used
by the company. The variation in the two methods used
would make a difference in taxes charged against the com-
pany for the year 1935 of approximately $100,000, and
for the years 1936 and 1937 of approximately an additional
$300,000, or a total in taxes of $400,000 for the three
vears. The company paid its taxes for the year 1935 and

sued to recover the amount of taxes paid which were based
on the net proceeds of the mine. The District Court of
the United States allowed recovery in the amount of approxi-
mately $80,000, plus interest. The recovery allowed
was not to the full extent of the amount that the company
contended it had overpaid, namely, approximately
$100,000. We are of the opinion that the case should
be appealed to the United States Circuit Court of Appeals
and steps are now being taken to perfect the appeal.

We repeat again the two following recommendations
made in our last Biennial Report: :

(1) On page 24 of that report we stated that
“One very serious objection to the present net
proceeds tax is its lack of stability, resulting in
a wide fluctuation in public revenues.” To elimi-
nate that objection a bill was prepared, which would
have tended toward a more uniform collection of
property tax, based upon the net proceeds of a
mine. The recommendation was that “instead of
using the multiple applied to the net proceeds
for one year, the multiple be applied to the net
proceeds for several years.” A bill was introduced
into the Legislature which sought to carry out
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worked-out claims would be of no benefit. While _the tax
should be payable to the county from whose clalms_ the
ore was extracted, still the assessment should also constitute
a lien against the claims located in the other county.

We also wish to call the attention of the Legislature
to another item that may require correction. A mine owner
might invest in a new mill and the amount invested V\_ropld
be deductible from gross proceeds. A year later the mining
company might dispose of that mill to a subsidiary of its
own, or to a third party, and receive a substantlal sum in
payment thereof. Under the law as it now exists, the
amount so received from the sale of the mill would not
be included in the gross proceeds. Such a process might
be repeated from year to year and substantially cut down

the amount of net proceeds.

Tt would seem that there should be included in the
definition of gross proceeds, a provision that ‘“there shall
be added to gross proceeds any sum or sums that may be

received from the sale of property by the mining company
(that is, mill, etc.) the cost of which has been previously

allowed as a deduction in arriving at the net proceeds of a
mine.

SUPERVISION OVER LOCAL PROPERTY TAX

And now to the other branch of the property tax work
of the Tax Commission. The responsibilities of the Tax
Commission in this regard are set out in Section 80-5-46,
Revised Statutes of Utah, 1933. Subdivisions 3, 4, 5, 6, 7,
8,9, 10, 11, 12, 13, 14, 18, 21 and 22 of this Section detail’
these responsibilities and we refer the reader to the statutes
rather than restating them here. Sufficient it is to say that
the statutes grant broad powers and duties. The Tax Com-
mission has relied principally upon its individual members,
its secretary and two or three stenographers to accomplish

all these duties.

The members of the Tax Commission have been able
to visit occasionally with county officials and to hold con-
ferences with them in order to advise them of their re-
sponsibility in connection with the property tax. However,
the visits of the members of the Commission are not fre-
quent enough to allow for the giving of detailed instruction
on the administrative detail of the several county officers
having to do with the assessment and collection of taxes.
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The work has progressed until at the present time
the following counties and portions of counties have been

revalued :

Beaver ..oooeeceeeeeeeeen 1934 Morgan ... 1934
Box Elder ...oooeeeeee. 1936 Bieh ot 1932
Cache oo 1936 SanJuan ... 1934
(B7:11.010) 1 R —— 1932 Sanpete ... 1935
DAVIS oo 1936 Uintah ... 1934
Emery oo 1934 Ttah e 1936
Grand. v 1936 Washington ... 1935
| 50} ¢ N 1935 Wayne ..o 1932
Kane oot 1934 Ogden City ..oocooeeeee. 1936
Granite School Distriet (Partial) ... 1936

Salt Lake City (Partial) cccooorminmaccio i

Varying results have been achieved in different
counties; a county that had uniformly low valuation has
had its valuation raised and the reverse is true where a
county had uniformly high valuation.

It sometimes happens that improvements are erected
but they are not mentioned in the tax rolls. This occurs
frequently in those parts of the counties outside of city
limits because counties do not require issuance of building
permits and for that reason there is no record of the new
improvements. It would be particularly helpful in the
assessment of property if all counties would require the
igsuance of building permits so that a record could be made
of new improvements throughout the county.

REAL ESTATE REVALUATION PROGRAM

Further efforts to equalize valuations throughout the
State have been made. This is in line with the work that
is being done on the revaluation of improvements.

We have completed a reclassification of farm lands in
Daggett, Wayne, Washington, Beaver, Davis and Tooele
counties, and a similar program is now in progress in Utah
and Emery counties.

Further efforts to equalize valuations throughout the
State made necessary the revaluation of real estate in
Salt Lake City. Complaint has been made that wide discrep-
ancies exist. It was thought that the agency best fitted
to carry out this work was the Salt Lake City Real Estate
Board, and, in conjunction with the Board of Commissioners
of Salt Lake County, the Tax Commission entered into a
contract with the Real Estate Board to entirely revalue all
real estate in Salt Lake City.
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Similarly the Tax Commission was vested with author-
ity to make adjusted settlements of delinquent taxes in
all those cases where the property had been orginally as-
cessed by the Tax Commission. This authority has been
exercised by the Commission not more than two or three
times.
It is natural that the application of these so-called
emergency laws to existing conditions would result in some
confusion. The net result of the application of this emergency
legislation is that there are bound to be questions raised
as to the validity of the acts of either county commissioners
or of the other taxing officials. These questions will be
raised in connection with the determination of the validity
of title to property.

Questions have been raised as to the validity of an
auditor’s tax deed issued at the expiration of the period
of redemption. We believe this matter to have been settled
by the decisions of the State Supreme Court in the two
cases of Robinson vs. Hanson, 75 Utah 30, and Hanson vs.
Burris, 46 Pacific (2nd) 400, which latter case was ap-
pealed to the United States Supreme Court and affirmed.
The law as we believe it to be established, is that an auditor’s
tax deed is valid unless irregularities have occurred in any
one of the steps leading up to the issuance of the tax
deed ; that is, the assessment or collection of the tax and
the advertising of the delinquency, and issuance of the
certificate of sale.

In view of the fact that many questions have been
raised, it would seem that to give stability to the property
tax laws of the State, a time should be fixed beyond which
the acts of the municipality in collecting the taxes or
the acts of the county officials in issuing tax deeds could
not be questioned. It seems that the question should some
time be finally settled. If the Legislature should adopt
a provision limiting the period during which the auditor’s
tax deed is subject to attack to one year following the date
of the May sale of the year in which the deed is issued, it
would seem to bolster up the provisions of the property tax.
At the 1936 meeting of the Bar Association of the State
of Utah, held in December, it adopted a resolution recom-
mending the following legislative action:

1. Those persons who have purchased from the county
property which has gone to tax deed would at the end of
one year be able to rest securely on the title that they
acquired from the county;

2. Many persons whose property has gone to tax

Lo

deed and who still live on the property, and in many in-
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ment should be made of property which has gone to tax deed
but which has not yet been sold at the May sale. Similarly,
there is the problem as to whether or not the property should
be assessed after it has gone to the May sale. We are in-
clined to the view that the property cannot be assessed,
excepting in those cases where the period of redemption
does not expire until after January 1st of any given year.
If it is not assessed, it gives an advantage to the owner
or purchaser of property which has gone to auditor’s tax
deed, because that parcel of property escaped taxation
for the year in which it has gone to auditor’s tax deed.
We recommend this matter for legislative attention. How-
ever, this constitutional provision is so broad that the
remedy may lie only in a constitutional amendment.

TAXATION OF STATE AND MUNICIPALLY-OWNED
LANDS WHICH ARE SUBJECT TO A CONTRACT OF
SALE TO A PURCHASER

When property is acquired by the State or the county,
these units endeavor to dispose of the property and some-
times sell it under a contract of sale. Whenever the
property is so sold, it is provided that only the equity of
the purchaser is subject to taxation. Serious question of
policy is raised as to whether & person purchasing
property from the State should pay a tax based upon only
that proportion of the assessed value which his equity in
the property bears to the whole value in the property, or
whether he should pay taxes upon the whole assessed value
of the property just as other taxpayers do. It would seem
that he should be taxed upon the same basis as other

property owners.

USE OF COUNTY-OWNED PROPERTY BY THE
COUNTY

Sometimes a county acquires property which it is
unable to dispose of for several years and possibly not
at all. Of course the property was deeded to the counties
by the auditor’s tax deed, not only in consideration of the
county taxes but also in consideration of the city, school
district and State taxes. Therefore, all four taxing units
have an interest in the property. The question then arises
whether the county can use the property for its own advan-
tage without paying anything to the other taxing units.
That is, whether the county can use it for some beneficial
purpose of ‘its own or rent the property and secure the

income therefrom.



32 STATE TAX COMMISSION

The Attorney General has rul
] ed that such ty
(E?gliotlgggr%r;igz Sﬁc?t,lon %0—10—68, Reviged cStalgll;(ggse rg%
i 3, raph s, reads: “All mone i
the sale of property made pursuant to the}z‘l igﬁggegffiﬁ%

interest in said taxes.” This sectj
) axes. ection of the stat
f)% iteerzl‘gc%dby A?Ilohca}cth? t%t least, that thege prgpg;“c?iesseecg]i
: . east, i € property is rented, th
provides for the disposition of th ved ag bute
e i L € money received as rents.
porti}gn o fhne el 1 p?a, iiftel ested taxing unitg receive their
ut let us assume that the count i
y desires t is
gé"og%r;ye ef(;l(;ls?gle.lfpurgos}el and since it hag titleo (gielgxl;;
" itself an e other interested taxj its
would proceed to devote the propert o
fie goomaeed fo e broperty to that burpose. Hag
( C ght? Recently, Salt T,
demolished a plece of county-owned broperty ailiie isc?llslﬁfg

EXTRA-COMMISSION ACTIVITIES

Some of the activities of th issi
Ctiv [ the Tax Commission mj
gitgid teéctlg_a-com_m‘lssmn activities. These extra ggf&%&i
0t auties enjoined upon the Tax Commission by positi\;e

of the tax laws of the State. T ivi
¢ f tate. T'wo such activiti i
gintl?}lled' One is the educational campaign ofsplr"r(l)?)}ér?e
es that was carried on under the supervision of the Ta}{

STATE TAX COMMISSION 33

Commission during the months of November and December,
1985. The second is a tax delinquency study. This second
is a W. P. A. project under the supervision of the Tax

Commission.

Tax Educational Campaign

This campaign was equivalent to what is known in
business as an advertising campaign, and its purpose was
to inform the taxpaying public of the benefits to be derived
by taking advantage of the emergency tax legislation passed
by the Legislature. The rate of interest on property taxes
for the years 1928 to 1932 inclusive had been reduced from
8 per cent to 2 per cent and the penalty and interest were
waived. The benefits of this legislation were to expire
January 1, 1936. It was important to convey this informa-
tion to the taxpaying public so that they might gain the
full advantage of the legislative concessions. The Tax
Commission took the lead in publishing the information.

It was expected that the cost of such a campaign
would approximate $5,000. To secure this sum the Tax
Commission appealed to the local taxing units throughout
the State, and they responded by contributing approximately
$4,600. However, as the educational campaign developed,
it became apparent that the sum raised would be insufficient.
In addition, it became evident that the services of several
employees of the Tax Commission would be required to
successfully conduct such a campaign. This meant a cost
to the Tax Commission of approximately $3,000 which
had not been contemplated when the Tax Commission sub-
mitted its budget for the ensuing biennium to the State
Legislature.

Nearly every known medium of publicity was used
to draw the attention of the public to the terms of the
emergency legislation which was to expire shortly. In-
formed home owners and property owners, numbering
approximately 18,000, took advantage of the reductions
granted and paid in the neighborhood of 214 million dollars
into the treasuries of the twenty-nine counties of the State.
The details of these payments are shown in statement No.
83 on page 190.

The Commission is indebted to those organizations and
persons who assisted in the publicity campaign. We had
the full cooperation of the public officials and the officials
of the municipalities, as well as the newspapers throughout
the State. Thanks are also due to the following persons
who delivered effective talks over the radio: Governor
Henry H. Blood; Dr. Elmer G. Peterson, President of the
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Utah State Agricultural College; Dr. Franklin S, Harris,
President of the Brigham Young University ; Senator Her.
bert B. Maw; Mr. Tracy Welling; Mr. Werner Kiepe; Mr.
C. Clarence Neslen ; Senator Ira Huggins; Dr. L. John N ut-
tall; Mr. N. L. Morris; Mr. Frank Evans; and Mr. Carl
Badger.

Tax Delinquency Study

insufficient. The Tax Commission was able to take ad-
vantage of the opportunity of securing such data through
the facilities of a W. P. A, project.

The objective of the study was to secure the data as
guidance for future activties in solving the problem of tax
delinquency. Admittedly, the delinquencies throw heavier
burdens upon those who are paying their taxes. Payment
of the delinquencies would encourage prompt payment
of current taxes, and what is more important, would lessen
the amount required to be raised from current taxation.

The only part of the study that is in tabulated form
shows the tax delinquencies for the years 1932 to
1935 inclusive. A footnote appended to this table, which
is found on page 191, states that the figures are tentative,
pending final tabulation.

The study will show not only the tax delinquency for
the years 19382 to 1935, but also the delinquency dating
as far back as 1928, because some of the broperty which
had gone to sale for those years was not deeded to the
county by reason of the fact that the taxpayer had obtained
an extension of the period of redemption. In addition the
study will show the amount of property which has been
deeded to the county auditor’s tax deed.

We deem it advisable to submit the results of the study
to date, and as soon ag additional results are tabulated, we
shall publish them. We believe, therefore, that one avenue
to tax relief lies in the solution of the problem of tax de-
linquency. With all dye dispatch the Tax Commission will
embark upon a program of attempting to solve that problem.
We hope for beneficial results within the year and certainly
within the biennium.
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IORITY AS BETWEEN GENERAL TAXES AND
Tind SPECIAL IMPROVEMENT TAXES

ne obstacle in the way of clearing up the gel}eral tax
deh’nguency is the doubt that exists as to the priority o£
the lien of general property taxes over special improvemen
taxes levied by municipalities for the purpose of prov1_d1n§
municipal improvements. Formerly the same doubt existe
as to the priority of general property taxes and dramag%
district taxes. This problem was settled b}_r the recen
case of Hanson vs. Burris, which was decided by our
Supreme Court and affirmed by the United States Supreme
Cour'%his case held that general property taxes were entitled
to priority over drainage district taxes. In that caste,
the Court makes some rather sweeping statements as %
the priority of general property taxes over all types Ot
special assessment taxes. However, the Cour‘_c did nod
give any effect to the specific statute on the subject foun8
in the chapter on special assessment taxes. (Secthn 15-7-48,
Revised Statutes of Utah, 1933.) That statute first sta1.:es
that the lien of special improvement taxes shall be prior
to all other liens, except the lien of genel_"al taxes. It 1;hen
continues with the statement, “and such liens shall continue
until the taxes are paid, notwithstanding any salgz of ths
property for or on account of a general or special tax._
It is this last phrase which throws some doubt upon this

ion of priority. .
quest’ﬁ)le unli)versalytheory of taxation requires that general
property taxes be granted priority, and it is, therefore,
submitted that this section of the statute should be so
amended as to state that the lien of general property taxes
shall be prior to the lien of special improvement taxes.

COLLECTION OF TAXES UPON IMPROVEMENTS
PLACED UPON LEASED LANDS

A factor making for delinquency is the uncertainty
of the procedure in collecting taxes. Sl}ch uncertainty exists
in cases where taxes are levied against improvements erected

n leased ground.

° Specifgc examples where this might occur, are where
a summer cottage is built upon government owned land or
where expensive tipples and other Improvements are erected
upon the coal lands, leased from the United Sta:t‘es.

In such cases the statute provides that “every tax
due upon improvements upon real estate assessed to others
than the owner of the real estate, is a lien upon the land
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improvements is g simple one, because the lien can be
enforced against the land and the tax collected.

But if the improvements are erected upon leased ground
belonging to the United Stateg Government or to the State,

Recourse is solely against the improvements.

The problem becomes more serious if during the period
of redemption the taxpayer should dismantle the improve-
ments, sell them and leave nothing but the vacant property.
While the State might obtain a personal judgment against

judgment. It ig advisable to prevent the bossibility of
such an occurence by requiring that taxes upon improve-
ments built upon leaged property where the lien of the tax
upon the improvements does not rest upon the land should

be collected in the Same manner as taxes upon personal
broperty are collected.

TAXATION OF PERSONAL PROPERTY
Assessment of Inventories on a Monthly Average Basis

Section 80-5-4, Revised Statutes of Utah, 1933, provides
that “the county assessor must assess property to the person
by whom it was owned or claimed * * * gt 19 o’clock A. M.
of the first day of January, ete.”

The question has often been raised as to whether there
might not be an assessment of inventories of merchandise
by taking a monthly average inventory rather than inven-
tories as of January 1st. Unless the constitutional provisiong
prohibit, it could be. There are court decisions construing
constitutional provisions such as ours, that hold that it
is possible to assess inventories of merchandise on a monthly
average basis and still assess other personal broperty at its
value on a given day. It has been held that that system does
not create an unequal burden of taxation.

We, therefore, recommend that the statute should be
S0 amended as to permit of the assessment of stocks of
merchandise by taking a monthly average rather than value
as of January 1st. Of course this monthly average would

have to be based upon the inventory of the year preceding
the year of assessment.

STATE TAX COMMISSION 37

Unequal Assessment of Personal Property

i t the amounts
taxation purposes, merqhants repor
of t}i(i)i iigentory of merchandise at iome f(?rlc?:l{ltciagrﬁc gf
i § rom
its true value. This percentage varies L o o
65 per cent of the va ue o
15 per cent to 60 per _cer;t or DeLe R & e
i . Such variations are harmfu 0 dmi:
}t?:r?notfof',{le personal property tax laws. Uniformity is very
uch to be desired. .
"y To secure this uniformity we recommend the gdopﬁmﬁ
of a law similar to that of the State of Massachusetts w 1%
requires the State Tax Commissmrl:1 tof ‘submltfto I"c(])ases %%lirréns-r
rs of the several counties the igure of g ;
?cs);?}efsi(;ll?eg fro?n the income or corporation franchise tax
; taxpayer.
letul:lr‘lh?lfsﬂ%}ele aasgegsors would have biforf therél _theh isstitf};
£ i1 ventory which the merc]qan returned in 8 tax
igiﬁllc"nojfolr’éhe Tax Commission. T?lsfvzﬁulc’}‘ ;‘zqggixel r;(i);lssil(;in
erable additional work on the par to . %illed Somlsglon
because.one such card would have to be ous e g
t submitting a tax return and the cards w
gell;ghjelilt to the county assessor Where. the rnerch.eu%’}c1 mﬁgg
his return. In Massachusetts this law is known as the
Cardl%%cvﬁé Legislature should adopt the average mon}‘ihly
basis of assessment to be applied to inventories of me_zchC ané
dise, there still could be adopte%}‘la _\zafrlatlgili()(;f J;c}llléi ﬂ};gy
aw t ive to the assessors the inform: 1
(\:501112115(] dgsi%“e. The Tax Cornrruslslonfcouldjc }ful%r;;trg(éufa}ﬁgj
5 ssessor those figures taken rom the
:A?}lllilglywﬁould reflect the average anthly inventory.

CHANGES REQUIRED IN EMERGENCY LEGISLATION

i i relief to the
he attempts of the Leglslat_ure to give re

taxpg‘yeer have r%sulted in some 1eg1s1?t1(351_1 Wh'lc}fl()};ase‘)]?;(;ogie
ifficult to interpret in certain situations; le,
glefctlicolil 80-10-59, Revised Statutes gf Utah, g}?’fe?;isizvr?li)}%
it delinquent taxpayer to obtain an ‘
gﬁl(;m;’esara in th((el period of redemption, has causgd some

difficulty. _

The original idea of this statute was to give tlhe
delinquent taxpayer one year in addition to'thehreguuaité
four year period of redemption, during which time he d(l:(‘)r, :
redeem his property from delifnquent taxes. t%z adgloi?lqlu (13%1%

btaining this extension for one year,

J‘nggayagr wis, however, required to pay an amount equa(}
to the taxes which were four years delinquent, plus accrue
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%{;erﬁiélc%l ocfoféiosliﬂgrsl of rl’%le K)t%nty treasurers, and will result
_ sion. e orney General recognij i
when in an opinion, dated November 30, 1936,0551;@2%?1111;

the interpretation of this statute, he states:

“The highly controversial nat
lem simply serves. to lal nature of the prob-
clarification of the statufg_rzphaSIZe the need for

We recommend therefore, th i i
» th , that this proviso be 7 !
aﬁﬁtb‘caxpayers owing taxes beyond four years éZﬂ%algd, oy
A(enreclléllr'edt’_co redeem their property dreney
) alternative, if the statute should t
18 that at the least it should be amended I}c(()) pk;'%x}}?i%e?:fgé

RECOMMENDATIONS

Reciprocity Permittin i
g This State to Sue for Taxes i
th
Courts of ﬁ&nother State When We Permit Other g;ate:
to Sue in Our Courts to Enforce Their Tax Laws

We should have a statute i

) allowing other stat
;I;o% igirclguggz tf%flog}ée i)qcrpose Oft enforcing theiI‘:Jl Eafxt(l)a:;lse

] States granted the same righ
t the present t : ina i Vs e Lo Be
el S,ll_'JCh il ég‘le South Carolina is the only state which

his is necessary because i
it frequentl

a taxpayer leaves the State, owing a tgx.enWB; }}11:35 Zniezgstt

example vyhere a taxpayer removed his pbroperty from the
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It would appear, therefore, that when the Legislature
intends to pass a revenue law to supersede an existing law
that the Legislature should not provide that the provisions
of the existing law be repealed, but the new law should
state only that it is superseding the present existing law.
It is submitted that the statute should be so drawn that
existing tax liabilities under the law which is being repealed
should be preserved. This would mean that persons who
were liable for the tax, but who did not pay when they
should have paid, would have no advantage over those tax-
payers who had paid their taxes. In spite of the repeal,
the existing tax liability could be enforced.

PRIORITY OF TAX CLAIMS OVER OTHER CLAIMS IN
LIGUIDATION

There seems to be some doubt as to whether or not a
claim for taxes has priority over all other types of claims
when a business concern is liquidated. It would seem ad-
visable to remove this doubt and a general statute should
be enacted which would give priority to claims for taxes
over all other classes of claims. -

PARTIAL PAYMENT OF PROPERTY TAXES

A law was passed in 1933 permitting installment pre-
payment of current taxes, and allowing discounts, beginning
at 5 per cent during the month of January and on a decreas-
ing scale until the rate of 1 per cent was allowed during
the month of September. In 1935, the statute was so
amended as to provide that prepayment could be made but
no reduction in the amount of tax was permitted for pre-
payment, even though payment was made several months
before it came due. We recommend that the law should
be so changed as to give an inducement to the property
owner to pay his property tax in advance. There are
several reasons for this conclusion.

In the first place, cne of the worst features of the
property tax is the fact that it all becomes due at one time.
This is one of the most important reasons for tax de-
linquency. We believe that delinquency can be minimized
by allowing a reasonable discount for prepayment.

It is probable that the Legislature eliminated the dis-
count for one or both of the following reasons:

1. It was thought that only large taxpayers were
taking advantage of the discount.

2. That the discount rate was excessive.
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more of them would do so.

.
. o . .

enough to induce the property owner to begin the payments

of his propert i
becomg dé)eetr ¥ tax early in the year before the taxes finally

VETERANS’ EXEMPTIONS

Under authority granted b ituti
. , Y a constitut 1 -
?hzrgél;hghgggésgapurg of_ 193810enacted a statu%gnv%hi‘z??;is

I section 80-2-4 and 5, Revised S
of Utah, 1988, granting, under Inconditions. sy
o pro,pert g, er certaln_ conditions and
5, DI y tax exempt

erans, thelr w1_dows and minorpoig?limts? Reshled et Rete
The wording of the statute has been interpreted to

We also call to your attention, St
_ , Statement Nos.
g(?n(s)nalﬁ)ggvee?i 142 ang_ 143, showing that the numboesr gfl ;;;d
exemption and the valuation exempt d =)
creased three hundred ber cent since 193 e s In-
l 1. Asthel
probably enacted to give relief to d'e bl o
i 0 disa e.d war veterans, we
Jas propertyfon the fact that it benefits only those who
In case any bill is introduc i
) ed regarding h
exemptions, we recommend that the Veterang’ egznn?;i?gg

law be considered a f i iti
R exemption.aCtor in the resu}ts of additional

HOMESTEAD EXEMPTIONS

The subject of homestead exe i
: i mption has b i
gjlis&%zsig %ﬁlen% the past fgw years. The Legislgsﬁzewé%(;rlly
! as prepared exhaustive reports b A
extensive data. The study i i Bt 16 ooy oD
; ¥ 1s so detailed th
no useful purpose for us to have attemp&tdltt(‘)}v %%I\? Seil:"}‘lze
same ground as the Committee has, pei
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USE OF MAP REFERENCE NUMBERS IN
ASSESSMENT OF REAL PROPERTY

In the assessment of real property it is necessary to
set out the legal descriptions of the property and oftimes
it is lengthy and complicated. In California a statute has
been enacted enabling the assessing authorities to substitute
map reference numbers for the legal descriptions of real
estate. The result is a material saving of time as well
as clarification of property descriptions. The necessity of
making such a change in our own State is illustrated by the
fact that in the assessment of large utility companies it
is often necessary to copy forty or fifty pages of legal
descriptions of real estate. When it is remembered that
this description must be copied by the Commission and then
reported to the counties and the companies, and then it
must be placed on the assessment rolls by the county of-
ficers, and finally goes on the assessment notice that is
sent to the taxpayer by the county officers, it will be seen
that it is a long, complicated task. It would seem desirable
to simplify the work by the use of map reference numbers
in place of the long legal descriptions of real estate which
would otherwise be necessary.

ASSESSMENT OF OMITTED PROPERTY

Section 80-5-17, Revised Statutes of Utah, 1933, permits
the assessment of property which has not been assessed.
This covers property assessed by the county assessor; by
judicial construction, the statute has been so extended as
to apply to assessments made by the Tax Commission.
(Union Portland Cement Company vs. Morgan County,
64-Utah-335.)

That case was decided in 1924 and since that time Sec-
tion 80-5-47 was enacted. (Ir 1931.) That section seems
to permit the Tax Commission to “make an assessment or
reassessment on any property which it deems to have been
over-assessed or under-assessed or which it finds has not
been assessed.”

It would seem that this grant of authority would cover
almost any situation but it would not seem to include that
type of case where an error in the assessment was made
by reason of a mistake, lack of facts or a misrepresentation
of the facts by the taxpayer. It would also seem advisable
to know whether this power of the Tax Commission is
limited to the period when it is “equalizing the valuation
of the taxable property in the several counties of the State”
or whether this power may be exercised at other times.
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Such an example might be where a property tax assessment
based upon net proceeds is made upon the broperty of the
mine. A taxpayer malges a retu_rn,- files it by Eebruary

would be a more certain check upon these returns.

In order to meet both of these situations it would seem

advisable to amend Section 80-5-47 by making the following
amendment:

By inserting after line 8 of the section, the
following: “whether the original jurisdiction to
make an assessment of property was with the
county assessor or the Tax Commission. This au-
thority shall extend to making new assessments, or
adjusting assessments previously made, where it

absence of the facts, or misrepresentation of the
facts by the taxpayer. Such new assessment or
adjusted assessment may be made at any time
during the current year or at any time prior to
three years from December 31st of the year for
which such assessment was made.”

Whenever such an assessment or reassessment is made,
there is some doubt as to whether interest and penalty would
apply as of the date when the assessment is made or whether
they would refer back to the year for which the assessment
was made. It is submitted that interest and benalty should
refer back to the year. for which the assessment was made.
For that purpose we recommend that the following amend-
ment to this same statute be made :

After the word “treasurer” on line 16 change
the period to a comma and add the following: “and
assessments so made shall bear interest and be
subject to the same pbenalty, as though the assess-
ment had been made during the current Yyear for
which the assessment was made.”
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INDIVIDUAL INCOME TAX

indivi i in the fiscal
ield of the individual income tax in
rTlg§5yvlvils $212,704.70; in 1936 it was $498,918(.195. 3‘1}1116_3
iyr?;“e.ased collections for théahflical yeaa‘ al}??}fc?%ey tlflil ]3935
i ding of the Income
e e e e llowance for personal
i hich lowered the a OW:
LengIiti;ng;g aﬁlvdlcc:redit for dependents, 1n01je:;,sed the rf?tei
e)f(ergg;))( and repealed the provi'sio‘n providing an offse
(?redit for taxes paid on property in Utah.

i i the effect
examples show by comparison
of th?li%cfl?el;osvglﬁqgtax rates, the elimlfnatlon ofltgieﬁ"ga%ﬁ;csy
it and the lowering of personal e ns.
%‘aii(in(gfggg S)I%e(%ll.oao has been disregarded in the examples

below.

Comparison of the Change in the Rates of Tax

1931 Act 1931 Act As Amended By 1935 Legislature
Percentage
Taz Increase of
el ’.:Eaxable s Cara %‘ﬁ)c(;l;xl: N In Tax Increase
ncome ! —
st $1,000  $10.00[19, 1st $1,000 $;g.gg $ 1\205163 Yo
%%Zz o 1000 12"53 zg" gnél %’888 30.00 15.00 100:;(7
r 15.00(3% 3r ; i 5.00 100%
e 7000 1950 49 4th 1000 40,00 22.
o i i 150%
Az i 1000 A 1,000 50.00 30.00
0 20.00\5%, 5th 3 00 1500
PEIE B Hdem R ooR ER
- 1000 30.00|5% : ; 20.00 86%
B o odhpw W oy o oo
"9, 9th 1,000 i o 000 50000 1000 25%
£ & Other Income & Other Income l{ .
$9,000 $205.00’ $9,000  $350.00] $145.00 709,
i None
1/3 offset credit 68.33 o
(2
Net Tax Payable $136.67 $350.00

i i it i hat taxes on
bove illustration it is assumed t
propgt;f:}%ﬁ %tah were paid in the amount of at least $68.33.

i i net
ied man with two dependents,_ having a
incorﬁe Icr)lfa 1ﬂ§7{1505,000, paid taxes on property in Utah in the
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¢ . .
ﬁéliloo‘l;lr:l of $100. The computation of the tax ig shown

—

Original Law As Amended

Net Income __ g

o $5,000.00 $5,000.00

Eersonal

xemption _$2

Creditp2 n _$2,000.00 $1,200.00

Dependents __ 800.00  2,800.00 600.00  1,800.00
Net Taxable Income $2,200.00 $3,200.00

Tax at 1 9, 1st $1,000 $10 ‘
3 .00 Tax at 19, 1st
%:;( ag L% ond 1,000 1250  Tax at 2% ond $il’888 %8'88
at 1% % on bal. 200 3.00 Tax at 8% 3rd 1.000 30.00

Tax at 49, on bal. 200 8.00
Total Tax Due Before
i Crt_adlt ___________________________________ $25.50
redit for Taxes paid on T
Property in Utah____ 8.50 N
one
Net Tax Due,‘,___,_,,__,_,,,,,‘_,__,$17.00 $68.00

\

A single person havin i
g a net income of $1,200. i
personal property taxes in the amount of $5.6§g. , H(i)soioﬁcg?rlld
tax would be computed as follows : ¢

N

Original Law As Amended
Net Income
Logg: COMe $1,200.00 $1,200.00
Personal Exemptions 1,000.00 600.00
Net Taxable Income $200.00 ” .
Tax at 19 on $200.66 77777777 . Z b e
Tax Before Credits______ %88 Tax at 1% on §600.00_ 5
Less Credit for Taxes Paid .66 ﬁG‘OO
one
Net Tax Due_.. $1.84 $6.00

During the fiscal year 1935, 82,601
‘ , 82, retu i
and for the fiscal year 1936, 56,932. The regﬁit}g?lr?nﬁéﬁg
number of returns filed for the year 1936 is due to the
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amendment of the Income Tax Act, eliminating universal
filing.

As a result of the auditing of the returns filed and
an investigation of the books and records of taxpayers,
deficiency assessments collected during the fiscal year 1935
amounted to $5,549.39 and during the fiscal year 1936,
$6,872.75. These deficiency collections cover mainly returns
for the years 1933 and 1934 and were computed under the
law before the amendments of 1935. The audit of the returns
filed under the amended law will naturally result in greater
deficiencies and will require a more thorough inspection
and audit. Our present force of auditors assigned to the
auditing of income tax returns is inadequate to properly
complete the work required and, appropriations permitting,
we propose to strengthen the auditing department in order
to audit and thoroughly check all income tax returns.

During the past year the Federal Income Tax Law and
regulations of the U. S. Treasury Department have been
amended so that every person (except non-resident alien
individuals) who is required to file a return with the Internal
Revenue Department is also required to file a duplicate of
his return with the collector’s office at the time the original

is filed.

The Tax Commission, through the chief executive of the
State has secured permission to inspect and check all indi-
vidual income tax returns filed with the local collector’s

office of the Internal Revenue Department.
The information which will be secured from the federal

returns is desirable for the purpose of checking state income
tax returns with those filed with the federal government.

sy

~ RECOMMENDATIONS
Annuity Payments

The buying of annuities the last few years has grown
to a point where it is imperative that attention be given to
this particular type of investment from an income tax
standpoint. The Federal Government recognized the neces-
sity of amending the Federal Income Tax Law so that a
portion of the annuity payment received each year would be
considered as taxable income during the year in which the
payments were received.

The present Federal Law provides that where an an-
nuity is payable -in annual installments, there shall be in-
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cluded in gross income only such portion of the amounts
received in any taxable year as is equal to 3 per cent of the
aggregate premiums or congsideration paid for such annuity,
whether or not paid during such year. As soon as the ag-
gregate of the amounts received and excluded from gross
income equals the aggregate premiums or consideration
paid for such annuity, the entire amount received thereafter
in each taxable year must be included in gross income. The
provisions of the Federal Lavw may be illustrated by the
following example:

“A” bought in 1933, for $50,000 consideration, a life
annuity, payable in annual installments of $5,000. For the
calendar year 1936 he would be required to include in gross
income $1,500 of the $5,000 received during that year (3 per
cent of $50,000) $3,500 being exempt. If “A” should live
long enough to receive as exempt $50,000, then all amounts
he receives thereafter under the annuity contract would be
included in gross income.

The State income tax laws should be amended so as to
conform with the Federal statutes so that if any part of an
individual’s income is received from annuities that indi-
vidual will be required to report as taxable income g portion
of such annuity income.

Personal Exemptions and Credit for Dependents

The State Income Tax Act should be amended to pro-
vide for the proration of personal exemption and credit for
dependents based upon their status during the year instead
of their status as of the end of the year. The pbresent law
in some respects works a hardship on taxpayers, for ex-
ample:

A taxpayer is married and has no dependents. His wife
dies December 15th of the taxable year. His status at the
end of the year is that of a single person and under the
present law he is entitled to only $600.00 personal exemp-
tion, even though he was married eleven and one-half
months of the taxable year.

Exchange of Information

* The Income Tax Act should be amended so that the
State Tax Commission can exchange information secured
from income tax returns filed in this State with officers of
other states or the United States charged with the admin-
istration of income tax laws, providing the Statutes of the
United States and other states, as the case may be, grant
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imi ivi fficers of
iall milar privileges to the proper o
‘?ﬁ?ss?’gctl: 1c}}rlai"lged wi‘éoh the administration of our Income

Tax Act.

THE CORPORATION FRANCHISE TAX

corporation franchise ta)g in its present form was

inaugl?reated pby action of the Legislature in the year 1331:1(;
The first returns due under the new law were requlrg932
be filed during the fore part of the calendar yeatr_ of,
and while those returns v&tr:(}alre btasedb}l?,or;r ;c;lfiggggatﬁ)élstax

tions during the “taxable ] > 1
;};?dcg&g)so?%r the privilege of doing business or ex}(larmsmi
the corporate franchise during the year 1932. Tfe sarrslo
principle still pertains to the law in 1ts_pre§ent orir} s
that a return made by a corpora}tlon covering its opera 13 s
during the year 1935 is the ]]gam.s for _cong)lgtlsné tlelacsotfa% tgh

ivilege of doin usiness in :
g%ﬁ“iflgetﬁglzrggf 1936. Tﬁe corporation franchise tax was
inaugurated for the purpose of replacing the old J(C:orpé)}rl';-‘
tion license tax or capital stock tz_;tx, and also,, otge or
with its companion act the personal income tax law, 0 E:]:n-
vide a more equitable means of placing a tax upon tln i
gibles and assist in relieving the burden of property ta
upon tangible property.

. ; ined

corporation franchise tax rates hgve remaine
unchgllged fr%m the inception of the law until the prese}clt
time with the exception of the e_llmlnatlon of the pfopgali y
tax offset credit which was e]i_mlnated by the 1935 hegls ?-
ture, and which had the practical effect of raising t e ra (eiz

from 2% to 3% on the net income of t.he corporatlgnban
increased the tax on the “value of t_anglble propertyh taﬁle,
where used, by fifty per cent. In view of the fact t a193§

change in the law was effective upon returns fl_led in s
based upon 1935 operations, th.e statistics contained 1nJ is
report for the fiscal years ending _June 30, 1935, .%Ln(i[f I%Ee
30, 1936, afford a very good bas1s.of_ comparison o e
results of tax assessed before the ellmlnat{on_ of _the I%rfc)}xl)-
erty tax offset credit and those after the elimination o e

credit.

i i tion
The following schedule lists the amount of corpora
franchige tax assessed during each of the fiscal years ended
June 30, 1933, 1934, 1935 and 1936:
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Comparative Statement of Amount of Corporation

Franchise Tax Assessed During Fiscal Years as Shown
For Year Ended Amount Assessed

June 30, 1983 ... T $189,359.63
June 30, 1984 ... T 244,076.86
June 80, 1985 ... T 368,625.86
June 30, 1936 ... T 596,657.73

While the figure shown in the above schedule for the
fiscal year ended June 30, 1936, shows a decided increase
over the tax assessed for previous years, this increase can-
not be said to represent the net effect of the elimination
of the offset credit. The figure shown for the year ended
June 30, 1936, may be analyzed as follows:

Analysis of Corporation Fx.'anchise Tax Assessed for
Fiscal Year Ended June 30, 1936
1. Amount assessed from July 1, 19385, to De-
5

cember 81, 1985 = $ 56,750.60
2. Deficiencies Assessed from January 1, 1936,

to June 30, 193¢ ... 7™ 28,257.21
3. Balance of Tax Assessed from January 1,
1936, to June 80,1936 ..~ 511,649.92

Total Assessed for Year Ended June 30, 1936 --.-$596,657.73

Item No. 1, in the above schedule represents assess-
ments of tax made during the last six months of the year
1935, all of which would be assessed under the law effec-
tive prior to the elimination of the offset credit.

Item No. 2, represents assessments of tax made dur-

prior to January 1, 1936, and which also would be assessed

under the law effective prior to the elimination of the off-
set credit.

Item No. 3, represents the balance of the tax assessed
during the year ended June 30, 1936, and would substan-
tially represent the amount of tax assessed upon returns
filed under the law effective after the elimination of the
property tax offset. While this balance includes assess-
ments of tax against a substantial number of corporations
whose tax was based upon the minimum of $10.00, and upon
which the offset credit would have no effect, the propor-
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reasonably
i t would be so small that we can )
sy et one-iid of 391104992, or SUOSYT s
resulting from the )
Eclrrrelgliltngnolfg}fj )éorporation franch%ie_ tax (l)%‘gt a;se gfeé] eflnriz i(s)_,
is to be observed that this amot .
- r{’fslsun(()ier the new law for a .perlod .of s%ﬁ mr(r)lgt]gi
Seslsmitlthough it is the period_ during which the J
s )’E,ion of the tax for each year is ‘assessed. S
e A further comparative analysis of thp fraﬁ161 o teow e
-esented in the following schedule, showing t % %me o O
gis%ased upon net income an}(li thei am(%ug;cogert; Lo
: t of the value o
B e el the tax based upon the mini-
base also includes the )
o 12(1)tft€$r10.?)0 where the taxpayer has no net 1ncorrllleécti’£?1:
o shown in this schedule are based upon co us
f)lfg%gis made during the years shown, rather than up

assessments.

Comparative Statement of Corporation Franchise Tax
Collections Showing Amounts Based Upon Income
And Amounts Upon Value of Property

Amount Based on Amount

i f Based
For Year Ended V%lrlgf)gr‘éyo I el
30, 1933 e $111,720.76  $ 80,342.?(1)
£ 1934 oo 100,088.42 120,694. 1
pene 38’ 1985 e 89.759.18 260,221.84
i”EZ 20’ 1936 oo 120,969.02 387,066.
u , 1986 e

i been

ration franchise tax retu_rns have_ ¢
% ArfItQI;r<;C(}:loergg(lipl(;pon the various a_ccountlng, statgsi‘%li(;laé
o (c)ipg'lisrrl records the returns are assigned to t}_le_ alé_ L
3n arltmfnt of the Tax Commission for the verifica IO%WO
t}?g correctness of the tax ]iablllty shown (;lc'}‘;erefog(.)rpora—
auditors were regularly assigned to the fqu 11 Oear poras
tion franchise tax returns during the fisca ysi B
June 30, 1935, and one additional auditor was 1a»s vxgorked s
the fisc’al year ended June 30, 1936, bu}fi on yre oy
art of the year on this type of work. 'T ere ah pproxl,
Pnately 3,600 returnst filzqtbg_cot?eog%ggéls §fa(; nyydisérep-
ns are first audited in . ;
grllecsigsrzcl?er found they are corrected and 1ff§3,111g e?édﬁles urceh
turns seem to indicate that they warrant a 'lebl ]
iR f0110Yegl Out”I‘}?S tfi?rfe %Scc{)llg)ai‘gglcii t%e conduct

iti ilable. e 1
ilfl d;tlfriglstzgﬁivihis from a period of one day to thirty
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days, all depending upon the size of the corporation, so
it is impossible for the department to audit the returns
in a complete manner with the audit staff now employed and
with the appropriation which has been allotted for the pay-
ment of this class of work.

We are submitting below g schedule showing the ad-
ditional assessments which were a direct result of the work

tax returns. Not all audits, however, vield additional in-
come, some of them result in refunds to taxpayers who have
made an overpayment of tax. In addition, the value of audit-
ing work cannot solely be measured by the amount of defi-
ciency assessments made in any one year for the reason that
corrections made by our auditors in the method of reporting
used by taxpayers usually results in such correction being
voluntarily made by taxpayers for subsequent years. While

Corporation Franchise Tax Deficiencies Assessed as g
Result of Audit

Year Ended June 30,1985 ... . . $ 59,197.78
Year Ended June 30,1936 ... 65,517.33
L L $124,715.11

In addition to the amounts shown as additional assess-
ments in the above schedule, a substantia] amount repre-
senting interest and penalties as provided by the statutes
was also assessed in connection with these deficiencies.

auditing department which were a result of examinations
made of taxpayers’ books and records. A large number of
these appeals is due to a misunderstanding between the
taxpayer and the auditor as to the methods of adjustment
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nferences are
i ase. The results of t_hese con 2T
dlreCt-lt}’Eegntgh’Shg Commission fpr their approyﬁl (Eflene,]oe;?_
iﬁ)k;lm;nd if the taxpayer is not 1nhag_rezr?fe(nrtdzs(fi1 e opppor-
i he Commission, he is affo _
Elorﬁt;alé%nag%egr?ng before the thn;mlssmn in a formal
. i in ti es.
i rovided for in the statu .
hearlnfi isalg;gals to the Commission have begri %emdglié
XZStflts are not final and the taxpayer (Sjtllllrt ?; the
theth r right of appealing to the Supreme . 0 e g
fSltlbgteeupon the record which has been made before the

mission.
BANK TAXATION

Corporation Franchise Tax as Applied to Banks

i ve been considering the inequity
i o Si(s)?sle kt);;m?ziy;lehaof excluding interest from t’gax
Wthhte)((ecurities from the net income .base for _corporalnzrsl
gf:rrlnc%isse tax purposes. This proble;n blS qngsxszvh;)%}% 1ir;vgs\ée_
i i types of business, but is e
C(i);ﬁ);r?)telftrilieﬁg%g e’(cih;,n tzgat}i’gn of fina‘nciﬁltiglesu;cggggssé
T d at the presen &
Under the law as constructe e e
yecel\ée((ii figor’?h(;cafc{a;xggls%% Tocvlslrever, expenses incurrl'led 13
1n(i1u_ ¥ all income whether tax exempt or not arefa 3W6izn
gzlgégﬁctions. This enables a t‘a)épa%er ’13(3C };(Ialviiscto rnlenfiom
iti int where ‘
g e;(qmptsgiilé;tlg(s)e‘;o If(})lte egcoceed the d_eductions allowed
rematl]rrllHslgshow for tax purposes no net income, or eifen a
L ud et actually the results of .a_ll operations s ovzha
. zrlllbs%,antial profit. It is significant to obs%rvemistf
}Zglrlzwinv from a special reporjc of the StatseiC ’£axan é)ni nis
sion of ?\Iew York, published in 1934 .on ate a.
Taxation of Banks in the United States:

i ted the
“ the States which have adop
tax aéﬁ%rilﬁg to or measured by ne’g 1nc}:f)me, 1‘17;%
find two—Oklahoma and U‘cah—Whlch~ ay;al not
chosen® to include interﬁst fromfaltljtio}nlgﬁz ‘lcax o
. In fact, in the case o . )
fi?sx pbl‘iiint fr<l)rm could as well be called an income

tax.?

turns filed
i schedule prepared from re :
b Srg}ci g(r)ll(liovlglar}c%onal banks for the taxable y%aar 1?113(151 nl;
gbmitted as indicative of the ?,(_:tual result of exc ME
isnterest from tax exempt securities from the corpor

franchise tax income base:
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Loss Resulting From Exclusion of Interest on Tax Exempt
Securities From Franchise Tax Base of State and National
Banks for Taxable Year 1935

State National
Banks Banks
Net Taxable Income Reported

Upon Which Tax Was

(5 AR $257,621.64 $210,927.49
Amount of Taxable Income

Which Would Have Been

Reported if Interest From

Tax Exempt Securitieg

Were Included in the Tax

Base ... 655,117.87 650,665.12
Difference ... $397,496.23 $439,737.63
Tax at 8% on Above Differ-

eNnces ... $ 11,924.89 $ 13,192.13

It will be observed from the above schedule that a loss
of 67.58% was sustained by the State in franchise taxes
paid by national banks due to excluding interest on tax
exempt securities, and a loss of 60.68% wag sustained in
the case of state banks. Similar losses of varying degrees
are also sustained in all cages where corporations are re-
ceiving income from tax exempt securities.

While some persons have expressed themselves as feel-
ing that interest from tax exempt securities is not excluded
from the tax base by the provisions of subsections 80-13-6
(2) (d) of the Revised Statutes of Utah, 1933, we have

found no legal decisions that would lead us to the same
conclusion.

It is therefore recommended that the statutes be
amended so as to include interest from all sources in the

tax base for purposes of computing the corporation fran-
chise tax.

While the inclusion of interest from all sources in the
computation of the corporation fran.chise tax will tend to
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i i .Ze C ngreSS

tion of national banks.

THE SALES TAX
General

The sales tax was adopted in 1933 as a_f ggée;gsgg
measure and became effective June 1, Fag,
o i f tax at 34 of 1%, and effective August 4, 1 B
Jize rate o increased to 2%. The tax is payable t_o th(?f ayte
A v{,lai who, under the law, is held respon_s1b1e 011'11 ?:
&7 th%_se %r:)m tﬁe purchaser, but Wh(_) may either collec
COH?;C ;Ogbsorb it or include it as an addition to the price.
e %‘h’e revenue produced has Eﬁ(eeedeél ;ilj(‘;u;&{h;glclr;:z
: own
esticrg%c%éi a(zirogt)i(gﬁcgidﬂ?; %a}}cl.a ° 'I§he collections for the last
sin

three fiscal years are as follows:

ded June 30, 1934 ... 1,008.78
§SE§' :Eded June 30, 1935 . 3,326:866.29
Year ended June 30, 1936 ... .

: . . . sed
i in collections is attrlb}lted to increa 1
e ;gggeegsgr;ces and a more effective collection prof
izgiisfemvihich has been adopted in the administration o
X. :
e tz statistical analysis has been made of %}Be fgé%s ;alg
turns filed during the fiscal year ended June d,' thé o
’i}?e results are presented in t}ﬁl ta}loles %%Iég%czrée 3 ;ntypes D
. These tables show the tax r . o
penr?; geement business groups, types _of.busmes_s, aéld 1?01§e
m?lb t%d by ’counties and cities. _It is interesting qc e
Eilatuin the business groups the tt((eim og i%%% %ﬁgo?tré ns1s “
total tax reported and tha t
gveg 226?6;5 gllgrcﬂaaildise, apparel and utility s,ex;;wtcels,‘E aa;l
rgoréinting necessities, account for'5.4% of the nqciis Wé
I pthe distribution of the tax by 01tle_s and 001% . ’that
f]innd in our State, as in other state‘sdh.aV%Eg S?cli?ez ail}ae?n aa
tion of the tax is paid in the citi 1 th
e gégzt%igﬁfglz more concentrated population. _Thls rlesz
Counun’ced for in part by the fact that sales trqnsact}llons 3]} e
25101(():entrated in the larger centers of population, the ru
B e e ot thefﬁ C?ﬁpgrelgsatr?dt?r%%lems that have
re certain objecti _ .
beenag(iesl'n:d ain the administration of this tax, namely:

$1,731,005.73
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1. The burden falls heavier on the low income groups

2. The tax ¢ e im
. annot be imposed on transactions j
S ns in
volving interstate commerce. transactions in-

3. The bl
e cenf.ro ems presented where tax amounts to less

Concerning the first item
! as shown abov j
%ir’;n %fa I1;hiet ;czlxs 1&1;(%1'2? is from necessities. B(;; lg}e}ge;rsl?cjigg
_ € person with a small i i
gyli?g l_tl(l)cgrlrxlrchase anddltems for which the nrllg?grr'n ;;ﬁtiﬁg
i € 18 expended. The sales tax i i
tax in that as a person’s inco i o T DT
j me increases the tio:
percentage of such income i i subjont b
pald out for items subi
sales tax decreases. The i iy ey
[ . person, then, with a small j
pays out in sales tax a larger percent Y % Thooie hes
does a person with a lar o o hls’ cotion
: ) : ge Income. This objecti s
(e:gzgidfr gge;sc%me tfg af %ﬁeat extent when ‘cheJ scallg;l ’til)? V:;rs
) ( part o e State
with T’Ehe Income tax and the propeﬁfce;%g;ce FRRL, togotits
he second item, that of inter .
! _ , tl state comm i
glgrgffs:gog;oistilt %?liles to revenue, administ?lfg’g"o;S ;Illlg
e Utah merchant. Stat ibi
by the Federal Constitution f lating oeotibited
between states, and as a resrllllt e el ok commergs
. ' ) les tax cannot be i
posed on sales made in interstaiie = Such sale
may be classified in two groups: lcommerce. Su(j,h e
the state, wonied In b ps: sales o_f goods coming into
e state, goods going outside the S i
this first group which results i thion i oo
s first ‘ In competition with d di
crimination against, the Utah merch utes the
22 . t and
greatest administrative difficulti ond e L
the revenue more than the seco group. Sronably affects
t nd group. Other stat
Ing sales tax laws have enacted il
sales tax, a law known ags a “Us TaS > i pt to thelr
of imposing a tax on goods cor?f o ity s os, the effect
. Ing into the state f
and upon which the state sales tax h 2id. Soot
a law would tax not only this firsi);( s b_een P, Such
: group of int
glgrﬁiegr%gzactlons,_ kt)Ut would also apgly to g?gsgzt%v%?i?};
lad gone 1nto another state to purch
sales tax in the State of Idaho i R T e
: 8 no longe
no doubt will have the situation of Utahgrlésligeflfti;eclkiflv;

sales tax is charged, to make
) . purchase i
zvvz)ﬁl}idthe Utah mterchants. The adopii(l;falt{ol%raﬂl‘?ﬁsg%iégg
lmpose a tax on the purchase price of
;yhen t%ey were brought into this Stategor us% ors'uccglni(;gds
n1_on.C he states recently adopting such laws are Cah’fop—
1a, Colorado, Ohio and Washington. If this State is 1?(;
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continue the sales tax as a part of its revenue system, the
adoption of a “Use Tax” statute should be seriously con-
sidered. Some question has been raised as to the consti-
tutionality of such a law and in the state of Washington
their Supreme Court has upheld the statute, but the Federal
Circuit Court of Appeals held it to be unconstitutional and
the case has been appealed to the United States Supreme

Court.
The third objection is not so serious in its effect upon

revenue, but does present some problems between the seller
and purchaser in transactions where the tax amounts to
less than one cent. It has been found that most merchants
collect the tax from the customer, and as the merchant
has no means of collecting less than one cent, bracket sys-
tems have been adopted which most nearly collect the
amount of tax he is required to return to the State. Under
this system a customer may be required to pay a one cent
tax on a twenty cent purchase which amounts to a 5%
tax instead of 2%. This same customer may, however, make
several ten cent purchases upon which no tax is paid and
thus, considering his aggregate purchases in comparison
with the total tax he has paid, the theory would be that if
enough purchases were considered, the tax paid would not

exceed a 2% rate.

The complaints of the purchaser are: first, that in
considering single purchases, he pays under the bracket
system, a tax greater than at the 2% rate; second, that
the merchant is collecting an excess tax. We have made
some special studies regarding the methods used by mer-
chants, and although these studies are rather limited in
their scope, we find that the larger merchants are collect-
ing very nearly the amount of tax that they are required
to return to the State and that the smaller merchants col-
lect less tax. This study further shows that the merchant
may have an under-collection in one department of his
business and an over-collection in another department.
Tn one case we found that in the sale of meals and tobacco
there was a considerable under-collection, whereas in the
drug department an over-collection existed, but in consider-
ing the total sales of all departments and the total tax there
did not exist any over-collection. The small merchant op-
erating a business such as a confectionery, making sales
in small amounts and making sales of articles having a fix-
ed or determined price, claims that it is not practical for
him to collect the tax and that he is forced to absorb the
tax. Merchants also complain of a customer’s resistance to
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paying the sales tax, especially on transactions where the
sale amounts to less than fifty cents.

Other states have adopted sales tax tokens, issued to
overcome these objections usually in the denomination of
one-fifth of one cent so that, under a tax at the 2% rate,
one token would represent the tax on each ten cent pur-
chase. The use of the token enables the purchaser to pay
very nearly the correct amount of tax and assists the mer-
chant to reimburse himself for the amount of his tax lia-
bility to the State. We are now gathering data from the
states using sales tax tokens for the purpose of assisting
in determining if this State should adopt the tokens in the
administration of the sales tax. If we are so persuaded,
it is the intention of the Commission to adopt a regulation
to permit their use. )

Some suggestions have been made concerning the
amendment of the Sales Tax Law to provide for the ex-
emption of sales of food and to offset thig decrease in rev-
enue by an increase in the rate of tax, and secondly to adopt
different returns of tax on different commodities. From an
administrative point of view, we are opposed to these
changes for the reason that the efficiency of administra-
tion will be considerably decreased and additional opportu-
nities of evasion wil] be made possible. It is a legislative
policy wholly as to whether it is desired to exempt food
stuff, and on this point we make no recommendations or
suggestions other than the statement just made concerning
the difficulties of administration. Regarding any increase
in the rate of tax, we believe that the 2% rate is the most
effective and that any higher rate would tend to increase
the incentive to purchase outside the State and would re-
sult in increasing the burden on the Utah merchant, both
by competition and Increasing the costs of.the merchant

tax. There are, however, some changes which have pre-
sented themselves and we recommend their consideration.
They are ag follows :

(a) The present law imposes a 10% tax on
malt and malt products. The amount of tax re-
turned from thig source for the last fiscal year was
only $1,174.30. The 10% rate should be eliminated
and such products made subject to the 2% rate.

(b) Our interpretation has been that the tax
does not apply to the sale of meals made by pri-
vate clubs and school cafeterias where the serving
of meals is restricted to the members of the club
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Id seem
dents of the school. There wou
'S(I)‘ kJ)C(I;l istllégical reason W?y sales ofbrrellt?:}llsipngguk%r
i i arge mem .
L servmgl ” f meals made by restaur-
be exempt, and yet sales o 1 Panae by CAnE
ing to the general public shou
?‘? f: :Sf)glli]’gced that an amendment should be mage
applying the tax to at least the sales of meals made
ivate clubs. '
- pl;lc) The law requires a $2.00 license fee of
h vendor for each place of business. The ccl)fn-
;?Sint has been made that the law ;niﬁes Stgﬁc esea ;135
- the collection agency o he
gia‘;zrégoﬁim 3 $2.00 fee for sucg pr}VléﬁgeeéaseT};%
burden in v
license fee does prove to be a Aok o
ry small mercha_nts and we ieve
i?)ﬁls?dzgaéc’ion should be given to a reduction in the

amount of the fee.
Administration

i in administer-
p r experience of over three years in a ;
i Fldorcnoﬁg(lzting the sales tax, we believe (;e‘rtaln qhgrﬁti
:11;"% irécessary to provide for a more effectn;% eadtr}?é?el;ore
i d avoid loss of revenue. e, fore,
tl?n’ reedlé}clztc%ic: ftariv should provide: f1rsfu, uniform fllllﬁg
g% OfgtsurnS' second, collection of the d?hn%gflg‘ft }‘rca?:rs de}:
rrant: thi a provision for a specific : -
m?éﬁiﬁi ’fitl}ilrlllzgd,of tgx returns. Our reasons for these pro
posalrls‘hfg Hl(;‘i)vv: now requires that retuﬁl'lsb'?'ri:e fcso$]i)8 Of()ﬂ?)(rl'
i the tax liability i ’
monthly, except in cases Where]O A oy e
quarterly.
less a month, the returns may be fi ot ot ras
't of the returns are filed monthly r
fggfx} gitittgxpayers are continua}clly gha}onig}cng ff)ogﬁ I?c?tfegiisé:
i the tax liability.
to the other, depending on the 1 o e e
2 dily determined and ess co ‘
;gctilslg xk;r?trﬁl%lee rte;Xp%er if a uniforfrrf glhng vsq;l;g £an(ii)on%:’ﬁasd
'ns be filed every 8.
and we recommend that returns D A oo
The bi-monthly plar}, as compare 2 by tiing, 1B
nd coordinates with our delinqu ¢
Levssrggf&}; E}che objection to quarterly flhng (ﬁ:’ a(lilovglfngthi
larger amount of tax to accumulate in the hands
taxp?l‘%fer .second proposal, the collection of dqlinqu:glti r‘;a;; E)gf
i i issi is mo 5
warrant to be lssued_by this CommlsSA%n,‘ ey Yapbrt
. Our interpretation of ‘thg Act has been 1 dets
?x?itlatio%r of the tax liability is vested in this Commission
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with the right of review or appeal to the State Supreme
Court. In order to collect a tax that has been determined
as due and the payment of which is delinquent, we find it
necessary to file an action in the broper city or district
court for the purpose of reducing the tax liability to a
judgment. As these courts do not inquire as to the deter-
mination of the tax liability, it would seem that the collec-
tion might just as well be made direct by a warrant from
this Commission. The present procedure increases the
cost of collection and is cumbersome and slow, thus result-
ing in a loss of revenue, We find that the possibilities
of collection are much greater the sooner we reach the
delinquent taxpayer and can force payment of the tax. If
the taxpayer has admitted the liability by filing a return,
and has, as in most cases, collected the tax from his custom-
ers, we believe the most adequate means should be provided
for the State to collect the tax from the taxpayer vendor.,
A warrant provision, as provided in our Income and Cor-
poration Franchise Tax Acts, and as many other states
have in their sales tax laws, is strongly recommended.

Lastly, we propose that the Statute should be amended
to provide for the imposition of a specific penalty for the
failure to file tax returns when they are due. We intend to
prepare such a bill for the Legislature.

During the biennium we found it necessary to change
our procedure in determining delinquencies and in account-
ing for each taxpayer. A number was given to each tax-
payer, according to districts and the accounts, and delin-
quent records were filed and maintained by these numbers.
A return blank is mailed to the taxpayer prior to the time
the return is due. If the return is not filed the taxpayer
is given notice of the delinquency and if he fails to file with-
in thirty days, the tax liability is estimated by our Auditing
Department. The accounts for the entire State are di-
dived into four groups with a man assigned to each group
who supervises and handles the delinquent routine for the
accounts in his group. Periodically, men are sent into the
field to contact delinquent taxpayers, adjust certain ac-
counts and locate new taxpayers. These men are fur-
nished with a photostatic copy of the taxpayer’s account
and delinquent record so that they have a rather complete
history of the case.

When the collection department finds it ig unable to
make collection of the delinquent tax, the case is referred
to our Legal Department. This department notifies the
taxpayer that a court action will be filed unless the tax is
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i ile such an action if the taxpayer
B aIfld ?a}slena};fl;ggi?s 1I:(€ fé istimated that about one-thﬁrd
e usses 1Zure closed as a result of thls. notice, apd t_ us
E thet cz uire an action to be filed. During the blennu_lm
. ‘ng ra? Department filed 345 actions to collect tafx,tgilé
ou? te%md penalties amounting to $67,894..54._ 0 p
e t $35,202.52 was collected, the balance is either piejzn -
ialigog(?llectic;n, abated on account of error in assessment, or

tible. :
uncogﬁig believe that the change to the procedure as outlined

! - ‘ L
ial effect in the increased revenue co

ab(%vg :1133 ;enlljltoeéfl z}chat we have been able to decrfgcs; the

ftfrr?ber of delinquent accounts from over 2070 to 10; o
t give an estimate of the evasion or loss |

5 rYXg tc}?a{ltngxigts under the Sales T:g,x, y_et we knpw Qf 1:35
:eft\irsetence to some extent. The following information is i

teresting.
Fiscal Year Ended .
e 30, June 30,
Ju]%)% 19316747
Number of Licc}znses i%S.llle((ii ............ ig,ggg é2;604
r of Returns Filed _.......... :
X&rggﬁ (())f Deficiencies Assessed $13,295.06 $45,060.84
t of Penalties and
Amo?r?terest Assessed ... 21,439.69 16,092.93

The deficiencies assessed were a resqlt almostdeczll.ltt_i(l)"ﬁg
of field audits and investig’atl(%ng, k?hogllengf;aiga;erl lThe
tax to be due over that reported by iy reportéd v
causes resulting in the defl_mency in Sk e

i the correct application
largely matters of 1nterpret1]ng L |
i te records and in
the law, failure to keep adequa A e
a relessness or an attempt to evade tax.
‘Sﬁ:%sfch%aonly practical way to delt?."rrllénp 1]':'e S’Eclgg‘a%?ggeg% 1):;}11};
has been reported is by an actual field inw: e
2 This is a rather slow pr

taxpayer’s books and records_,. T
cedure and somewhat expensive and lue (1): e o

ropriation we have been able t_o satisfactorily 0
gls?rglall percentage of the reporting taxpayers. \(ZIVG; bilggzg
it necessary that our auditing force be lqcreased in pder
to audit more accounts and prevent evasion and care
ness on the part of the taxpayer.

MOTOR FUEL TAX

i ive in 1923,
The tax on motor fuels which became effective in 19:
has been the principal source of revenue for the building
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and maintenance of Utah highways.

creasing each year with the increased consum
line.

during 1931, where it now stands.
ation placed Utah in the middle
with the levies of other states.
are eighteen states with 2 higher motor fuel tax than ours
and seventeen, including the District of Columbia, with a

lower rate. A tabulation of rates, as of June 1, 1936, by
the numbers of states is shown below :

No. of States Rate Per Gallon
8

6 to 7 cents
10 5 cents
17 4 cents
11 3 cents
3 2 cents
Total 49

4.23 Average rate

These figures are
municipal gasoline taxes.

Utah’s net collection of
license fees for the fiscal
the period 1923 to 1935, is

exclusive of federal, county and
motor fuels taxes .exclusive of
years ending June 30, covering
shown in the following table:

Total Net Collections of Motor Fuel Taxes By Fiscal Years

Year Amount Year Amount

1923x $ 85,059.93 1930 $2,095,721.82
1924 652,766.66 1931 2,111,430.22
1925 771,180.88 1932 2,307,986.77
1926 1,219,778.80 1933 2,110,680.59
1927 1,319,393.09 1934 2,327,759.38
1928 1,577,169.01 1935 2,5634,964.50
1929 1,737,850.26 1936 2,898,425.77

xMarch to June 3_Oth.

The decrease in revenues in the year 1933 ig comparable

with the decrease in the total registration of motor vehicles
for that period.

Under a recent Federal Law, soldiers and federal em-
ployees who have been buying gasoline on government prop-
erty for personal use without paying the state tax, are now
required to pay the tax the same as civiliang. The only

motor fuel exempted is that “for the exclusive use of the
United States.” )

The revenue is in-

ption of gaso-
Commencing at the rate of 215 cents per gallon the

rate was increased to 314 cents during 1925 and to 4 cents
The present rate of tax-
bracket when compared
At the present time there
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ted on its
is State has been frequent!y congra’gula i
motorghﬁle?s statutes, which perém;‘gtiigo;lggnégzlsi(():gllec'it‘lhoilg
ith minimum opportu . i
?(festﬁf izai)ci)gl};}éd by collecting the tax at the source of pro
iluction or importation into the State.:. ' N ine
The panorama of motor fuefls is ccén;c(l)nﬁgégr r)ca (?en%v it
industry steps forwar I :
-4 theoﬁ)ggc?rlliugfl ’15?12 mot{)r industry. New fuels a_reil belrrg,i
th~e dev d, both for the benefit of high powered, ‘h_lg ccl)
i }notors and for the benefit of motors utilizing ov;?/
e taxed fuels. This condition creates a problem Ot
g1~ad¢f, ?Ev motor fuels as defined in the law, to preve{clo
i ofb tax and at the same time to permit consumers :
evas%olréls below the standard of gasoline for glome]stlch laril v
o Lercial purposes in no way connected with t 2 tfd
fg;r\l’rsn without the payment };)ftthe gnototlil fuglscgi;{.stanc'se " i3173
of ‘th’e problem indicates tha gnf.er t estatutes v mo’t L
is a difficult matter to clearly de ll}’fh 1;%1 S o ot
fuels. We have been con.fro.nte with B e
isti 1 oils imported into the State,
gralcge Selzs?sl:(‘;eigrbflgrelding with higher grade taxed fpel:
COL(li 1d as gasoline. The problem is n_ot con_s1dered seriou
ant 'Sobceing watched through field audits of H_nporters I’;e(zj'-
l(le’ld.slSandl by cooperation with the State Gasoline Inspector.

i i f the accounts
i he past few months field audits of t
and {“)eucglrndgitoE3 g number of motor fltl}elzlst diISt’flglel;CO;Sea};led
termine that all ta -
dealers have been ma_de to _de ¢ kg
i i ¥ dicates that the industry
e e ly with the laws although
erally is endeavoring to fplly corrép y T
some exceptions were discovered an GG e
have been taken. Incorrect and_ improp f 8 o, B
i ture adjustments on invoices,
porting, such as tempera : e e
being changed th(_ereby ‘placmg at. e O o
basis. It is the; intention to con mf't i My ey
because in addition to the other beng.é se o ’,co e
mission is enabled, throug_‘h the audit r % 1e1,1m Pt
ith changing conditions in thg petro |
g?;&chtgv 1sem(;]re ignformation not available through other
SOUTCSe(fr'ne dealers doing businests tin tge St‘?tli’e eli)utr erélci"l(rilé
i : no
taining headquarters in ofcher states, tod ol i
within the State, of all busme_ss transacte ) oer
i tors and dealers on a a
to place all motor fuels distribu Sows el L
their books and records are avai able
ril(})lrelr\?vithout undue expense to the State, it is recpl}clr%eqc((i)ig
that the statutes be amended so that all such distribu
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and dealers doing business within the State be required to
keep within the State, books and records of business trans-
acted therein, or be required to pay the expenses of auditing
such records outside of the State.

Section 57-12-7 of the Motor Fuels Tax Law allows a
deduction, before payment of the tax, of 3 per cent of the
gross amount of motor fuels produced or shipped into the
State, to allow for evaporation, loss in handling and ex-
pense of collection. While recognizing the perishable na-

ers. An investigation indicates that Utah ranks with
those few states making large allowances. A table of al-
lowances by groups is shown below:

Allowances to Distributors for Shrinkage,
: Spillage, Ete.

Number of States

Evaporation,

Percentage of Allowance

4
3
214
2
114
1

Ve
None

Actual Loss
Not Specified

1% Per Cent

[

=t
P S 00 2 €O

Total 49 Average

The reduction of 3 per cent represents a deduction of
over $80,000 in the 1935 motor fuels tax collections, Re-

duced to the average of other states, the tax collections
would increase over $40,000 per annum.

CIGARETTE AND OLEOMARGARINE TAX

The provision of the present tax law which places the
respongibility upon the original consignee or vendor with-
in the State, of affixing the tax stamp. 1
ed in the collection of the tax; in addition, by reducing the
number of dealers to be supervised, this law has cut the
cost of supervision and reduced petty violations.
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isting statutes, a limited control may be
~Un%el“c}fﬁ)?1§§1§c%egexamination of the records of pur-
B s o nd sales of the wholesale concerns. However, there
B oo evasion by small retail dealers which we are ato'-l
’lcsrrslg{crilrelg to curb by the work of our field inspectors an
e

auditors. . .
i -1-5 o e law which confers authority on
SeCtloCIcl)n??nilss?o?lf ttoh impose penalties for violation of
e has been held unconstitutional by the Supreme
e 1’? W’This feature of the law has been an 9xcellent aid
Co’lcllf ‘Commission in discouraging violators, being far ch‘)re
tOf %'ve than resorting to local courts for convictions. For
o ~1 ason the Commission reco‘mmend.s that the law.be
e 1de d to permit the imposition of a f}xed sum to be im-
amel?i Zs a penalty for violations, Whlqh will not be in
ggsglict with the Supreme Court’s decision.

cigarettes and cigarette papers con-
tinuegh%or%;iggzsgomTaf and license collec‘monfl 9f30411'8 tlgg
iscal year ended June 30, 1936, totaled $284,493. 8,28
leoséi)alid with $243,165.44 for the year 1935 and $202,
558.86 for the year ended June 30, 1934.

As stated in the Second Biennial Report, the Comlllr}is-
ion feels that the annual license fee (_)f $10.00 for se 11(11g
iligarettes is too high. When it is conildered that }éumnlggg as
i i ttes only as an acc -
of small retailers carry cigare an ommoda-
i i le or no profit involved, ’
tion to their patrons, with l}tt ] § e, Lo
p is obvious. In such 1ns.tances there is a v
}cga\sr?ﬁaltse Othe law by bootlegging. A reduction of the li
cense fee to $2.00 per annum would reduce revenueslali-
proximately $17,000 per year, based 0?2) hlcggfsse fe])fisc }fotlo?:gl—
i fiscal year ended June 30, , W otal-
23 ggili}flt(})lg 1’SI‘(ilis3;'eoluction would doubtless be partially
offset ,by an increase in the sqle of stamps and may ?8
almost entirely offset by redlicmg the1 c?ISC(’)I‘%E; fdriggcl)unt
r t to 5 per cent on s amps sold. ) J
‘chc()atlallceedn $2£()),527.1%7 for the last fiscal year. Consideration
of this matter is urged in view of the fapt that we are sur-
rounded by states which have no state cigarette tax.

issi i bond
he Commission feels that the requirement of a

for 1:I;tailers is no longer necessary and recommends thgt
Section 93-1-3 be amended to cover only those persons 113
the State receiving unstamped cigarettes. Such action Wi)ll_l B
relieve numerous small taxpaye.rs (_)f an undue burdentw 11:%
vields no revenue and is of insignificant benefit to the
State.
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In line with other revenues the oleomargarine tax col-

lections have increased during the past two fiscal years as
follows:

1934-1935 1935-1936
Sale of Stamps .. $ 24,658.50 $ 36,219.15
License Fees ... 1,040.00 1,415.00

It is the belief of the Commission that the license fees
for oleomargarine should be reduced correspondingly with
the license fees for cigarettes. A reduction to $2.00 per
annum would reduce revenues approximately $850 per
year. It is also believed, that the bonds for retailers
should be eliminated and that bonds should be required
only from persons who manufacture or receive for sale
unstamped oleomargarine.

INSURANCE TAX

The amendment of the insurance premium tax stat-
utes, effective May 14, 1935, increasing the tax rate from
1% to 21/, per cent had the effect of materially increasing
the revenue from this source. This is shown by the fol-
lowing table which gives the insurance premium tax collec-

tion for the three fiscal years ended June 30, 1934; 1935;
1936:

1934 1935 1936
Insurance Company

Tax ... $158,060.75 $169,176.32 $271,064.91
Insurance Tax—

Self Insurers .. 10,803.22 11,508.81 17,269.23
Insurance Company

Tax—Fireman’s

Fund SN 6,848.08 9,541.21 9,756.80

Total ... $175,712.05 $190,221.34 $298,090.94

Although Chapter 40, Laws of Utah, 1935, amending
Section 43-3-7, Revised Statutes of Utah, 1933, increased
the rate of tax on premiums to 21, per centum, the premi-
ums on reciprocal insurance are still taxed at the old rate
of 115 per centum. This ig because the chapter on insur-
ance contains a clause which provides that the general
insurance statutes shall not apply to reciprocal insurance
unless specifically mentioned, While the increase in rey-
enue produced thereby would be negligible, it is recom-
mended that the law be amended equalizing the tax on re-
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ciprocal insurance companies with that of other insurance
Compgfclgflsis one of the few exceptions among the states
vhich allow deductions from the insurance_premlum ’;agf
Eor certain amounts paid on proper.ty-tax. It_ls r(?cor'nme &
that the law be amended to ehnpnate th}s pr ov1510nh

% tion 43-3-7. If the provision is not eliminated, t_eﬁ
gggtion 42-1-51 of the Revised Statu}’fes 1(2115 gjti%lérli%f);?a, rgh%% ;
B elf-insurers, shou e _
1mtpostesofa }lacf}c))cv?d%(r)lrgl* S’chat self-insurers shall not be entitled
‘f())( 2?111] offset for taxes paid for general s’qate purposes.

Cases arise where insurance companies becpme defunct,
and if they are owing tax%s thszC Iéecew?rTs}}ll;sp vxléltrrlg’; 1;;3101(:)}%(;

i ing in other states. 1
2;22 %)}%etfllezsagixgna% Life Insurance Company of America.)

It would seem desirable that the laws shogld be amettld-
ed in some form, requiring insurance companies that e}:on eg
into this State to do business to then agree to post a ﬁnll
1glzlaranteeing the payment of the premium tax which sha

reafter become due. .

e eFarequently, insurance @m,panies entempg the %tate
write a large volume of business and then Wlthdr_a\év_ trjom
the State. They are no longer su]OJect to our jurisdiction,
and though they continue to receive premiums frcéhm res1£
dents of this State, who mail the premiums to them 3.‘c
their office outside the State, those premiums hareldnl())e
subject to our tax. It would seem that the laws ShouSt e
so amended that any insurance company entering t %c : ta't
and doing business here Woulo_l be required to agree tha lt
would pay the insurance premium ’gax on all premnlilmsS tsetn
from this State, even after it has withdrawn from t e Sta e}é
Considerable doubt exists as to whether such a 1"eq1.111'remenf
could be imposed and yet not contravene the provisions o
the United States Constitution.

As an alternative, it has been suggested that_our meth-
od of reaching premiums paid by citizens of 1§h1s state to
foreign insurance companies, should be ]gy working out iom;
reciprocal agreement which would provide that the state o
the domicile of the company would refund to the pall'-
ticular state from whose citizens _the premiums were col-
lected the amount of the tax apphcable ’po that state, pro-
vided, that state would reciprocate in 1_1ke manner. The
difficulty is that the states of thg domlcl_le' of the company
may not be willing to do so, particularly if they have many
such companies.
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The Commission is of the opinion that some of the
fraternal insurance organizations, which under the law
are permitted to operate tax free, have not limited their
scope of operations as intended by the statutes and that
they are, therefore, subject to taxation the same as the regu-
lar insurance companies. This question, through the In-
surance Commissioner, has been submitted to the Attorney
General for a legal opinion. Our attention has been di-
rected to a decision handed down in the early part of
November by a three-judge federal court, holding that fra-
ternal societies are exempt from the payment of insurance
premium tax. In its decision the court said, “that many of
the reasons which originally justified exempting fraternals
from taxation no longer apply to such great financial in-
stitutions as the plaintiff has grown to be. But such con-
siderations are for the Legislature. It has sanctioned the
changes in the methods of the fraternals which have made
their growth possible, but has kept intact and without
change their classification as exempt corporations.”

We, therefore, submit this matter for legislative con-
sideration. i

MOTOR VEHICLE REGISTRATION

Many changes in the Motor Vehicle Laws were made
by the last Legislature. During the time within which
they have been operative, we have had an opportunity to
judge of their merit and effectiveness. Some have met with
the approval of the public and have also worked advan-
tageously in facilitating prompt handling of registration
matters. We shall here discuss only a few of the more
important changes that have been made.

When an application for registration is made the law -

now requires the surrender of the certificate of registration
last issued. This eliminates endless checking of documents,
as a complete description of the vehicle is obtained from
the surrendered certificate, showing that the vehicle has
been previously registered. Likewise the adoption of the
flat fee basis of $5.00 for passenger cars has facilitated the
work, because it is no longer necessary to check the model
and year of manufacture to determine the amount of the
fee.

Revenue from both motor vehicle registration and
gross ton mile taxes have decreased in 1936 from the fig-
ures in 1935 because the legislature has decreased the rates
of both.
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Expiration of Registration

» the provisions of the existing motpr 'Vehlcle
lawsUrrza(éei}étratior? of motor vehicles expires at midnight orf1
the élst day of December of each year, and the owner o
2 vehicle registered thereunder who has duly and r_%glp-
larly applied for the annual renewal of registration wi 1{(1l
fifteen days thereafter shall be entitled to operate_ sucd
vehicle until midnight of January 31st on the plates issue
or ; S year. . e
% tl%‘%g lgzgzgtglent is authorized to receive applications
for renewal of registration_ and issue.nevx_f reglstrat}on ca_rds
and plates at any time prior to expqutlon Qf reglstratlgn,
but no person shall display the new registration plates prior

r 15th.

i Delfmeargrz?ch as many county assessors are unable before
January 2nd of each year to issue tax clearances, a neces-
sary requisite before registration can be completed,.lt is
inuiossible for this department to C(_)mplete such registra-
tion before that time, thus rendering m_operatlve the explll;a-
tion of motor vehicle registration provisions set out hereto-
fore until a change is made in the expiration date of plates.
The expiration should be extended to Januqry 31st .of the
vear following that for which such reglstratlon was 1ssue:d,
and no one should be permitted to display the new regis-
tration plates prior to January 2nd. The alternative is a
change in the property valuation assessment da’ge. )

All motor vehicle registration plates u_sed in Utah in
1937 were made in the Utah State Penitentiary and are of
the same standard and specification as heretofore issued
by the department.

Licensing Dealers, Transporters and Wreckers

The department must, by law, licen.se manufacturers
and transporters of automobiles, dealers in used parts and
accessories, dealers in motor vehicle tires and wreckers pf
vehicles for the resale of the parts, as well as dealers in
motor vehicles, as heretofore. Under the Act, a licensed
wrecker must furnish the department with a report of
acquisition or purchase, accompanied by the last issued
title certificate properly endorsed and _notarlzed, before-he
is given a permit to dismantle the vehicle, thus protecting
the public, as well as the legitimate licensed wrecker.

Not only is this an additional anti-theft measure but
it makes possible the clearing from our current files of
hundreds of obsolete title records. It is important to close
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out these certificates because our files for keeping the
documents are voluminous. The reason is that the Statutes
require the department to maintain an appropriate file
for every surrendered certificate of title and every appli-
cation for title for a period of not less than seven years, so
as to permit the tracing of titles to vehicles. It will be ap-
preciated that the filing of documents is a constantly grow-
ing problem. ;

As a result of our anti-theft provisions and the coopera-
tion of peace officers of the State, Utah holds an enviable
record throughout the country in stolen car recoveries.
Reports of stolen or embezzled vehicles are recorded and
listed in the files of the department, and all peace officers
of the State are notified thereof, as well as every motor
vehicle department in the United States.

Revoking Operators’ and Chauffeurs’ Licenses

Suspending and revoking operators’ and chauffeurs’
licenses for cause, has made some demand upon the time of
the department in the past year. The law requires each
judge and justice of peace to report to the department each
record of conviction so that the Commission may make such
suspension or revocation as the law requires. It has been
necessary to keep in touch with the judicial officers to
urge them to send in their reports for action by the Com-
mission. We regret to report that while some judicial of-
ficers make regular reports, many of them do not. During
1936 there were suspended and revoked some two hundred
fifty licenses, approximately half of which were on charges
of reckless driving. »

Renewal of Opérators’ Licenses

The Uniform Motor Vehicle Operators’ License Act
adopted by our Twentieth Legislature and in effect Janu-
ary 1, 1934, makes the licensing of all motor vehicle opera-
tors compulsory before such individuals may operate vehi-
cles on the highways of the State. Realizing that it would
be almost impossible to examine all individuals who would
apply for licenses, the department decided to issue licenses
upon application and without examination for the first three
months the law was in effect. During this period of three
months, approximately 138,000 licenses were issued. Since
April 1, 1984, all applicants for licenses have been required
to take an examination.
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i are good for three years, or until revoked:
S cti%ilcefrllg?z, Ch;gpter 47, Laws of thh, 1935, stal’ces1i
Zu%he department is authorize_d at any _tlme to cance at .

erators’ licenses heretofore issued, which havg be%l out-
OF ding for three years or more, and to require en re-
: anal thereof, and every operator’s 119ense thgy,feaftel is-
23:21 expires three years from date of issuance.
k We are now approaching the perioq when some 150é00(f)

serators’ licenses have been outstanding for a perio _gh
fc)}llree years or more and we shall shortly be confronﬁte.d Wéh
the question as to whether or not we Shopld exercise 4 e
discretion granted to us by statute to 1"equlre_thefcanae1 a-
tion of all licenses which have been.outstandlng or ye:
rears. The only purpose of cancellation would be to requir
il?g;e'licensees to be examined. _The task -of exam%nlnge
150,000 applicants for renewal. of licenses quld be a _arge
one. Applicants would be subjected to some inconvenienc
in being required to take an examlnah’on.' . )

The fee charged for an opera‘gors hcen_se is twejcr}l1 y-
five cents. Actual cost to the State is someth}ng nfloi'go O?)](;
twice that amount. Therefore, the exarpmatlon (21 A 500, 00
applicants would cost the State apprpmmately $40,500,
excess of the amount paid by the apphcar.lts.

For these reasons, we hesitate to d_lre_ct the cancella};
tion of outstanding licenses. The (_]omrmsswn Wo%}ﬂd I‘?li'crn
prefer that it be not left to our dlscre‘tlon as to the fethe
for which the licenses should be effec’mve_. We ar(ii of' he
opinion that the licenses shogl.d be effective for ac efini
term of years. Such a provision W_oqld free the orr}cr}rlus—
sion of the charge that. it was exercising too Jgnuch aub or-
ity in requiring the cancellation of licenses which have been
0{1tstancling for three years or more. o

If the Legislature should req}lire the re—examlnatlon Sc)f
applicants at the end of a definite _term, 1.:hen in order to
meet the costs, it should either require an increased fee, OIJ;
make an appropriation to ’ghe department to cover the cos
of making these examinations.

Registration and Taxation of House Trailers

The statute exempts from registration small two-
wheeled trailers of less than one thogsand pognds gross
weight. Most house trailers of the Varlety_ now in common
use are less than that weight, and accordingly are not re-
quired to be registered and, therefore, not required to ob-
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tain a tax clearance. Owners of house trailers, therefore,
do not pay a registration fee, and unless a county assessor
happens to know of the trailer house, it is not assessed for
tax purposes.

GROSS TON MILE TAX

The Twenty-first Legislature changed the basis of
registration of motor vehicles from the basis of the manu-
facturers’ rated carrying capacity to the basis of gross
weight. The gross weight of a vehicle includes both the
weight of the vehicle and the load. The minimum gross
weight for which each unit may be registered must be at
least as much as the manufacturers’ rated carrying capac-
ity, plus the weight of the vehicle,

Section 36-1-29, Chapter 48, Laws of Utah, 1935,
provides, “A trucktractor and semitrailer shall be construed
to be two vehicles for all purposes.” Ag a result of the
wording of the section most two vehicle units, that is,
trucktractor and semitrailers, have been registered this
year, thus creating a greater road hazard and an avoidance
of the ton mile tax. For example, a truck weighing 5,000
pounds, having a manufacturers’ rated carrying capacity
of two or three tons may be licensed for 13,000 pounds
gross weight, thus allowing the hauling of a pay load of
four tons, the full year registration fee for which is $35.00.
The same vehicle may draw a trailer or semitrailer of
the same weight and carry another pay load of four tons,
and the drawn or propelled vehicle may be registered for
another annual fee of $35.00 allowing a total gross weight
of 26,000 pounds for both vehicles for a total registration
fee of $70.00. Another vehicle weighing 10,000 pounds
with a manufacturer’s rated carrying capacity of 16,000
pounds, or eight tons, would require a registration fee of
$125.00 per year and be subject to the ton mile tax in addi-
tion for the privilege of hauling the same pay load, and
more than likely the latter case may involve a greater capi-
tal investment and consume more motor fuel.

In addition to the registration fees set forth above,
the Act requires a payment of 0.70 mills per licensed gross
ton mile on all vehicles of a gross weight of over 13,000
pounds, but not more than 20,000 pounds, and 0.75 mills
per licensed gross ton mile on all vehicles of a gross weight
of over 20,000 pounds. A brepayment of the ton mile tax
on a basis of 4,000 operating miles is required at the time
of registration. If such payment is not entirely used by
one vehicle, it may be transferred to another vehicle owned
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n, or a claim for refund may be made for
2 ﬂllf'rlﬁzgée 5;;"5 ?)f the fee. For each vehicle propelled by
ano};or engine or other device using fuel, other than motor
?Lllels as defined by the Act, a mileage tax of 114 cents per
operating mile is reqmireq1 ir%t addition to the regular regis-
~ati he ton mile tax. .
g atl('}‘llluf eficé}cnl(}e(;u(iares the owner or operator of every vehi-
cle. trailer or semitrailer required to pay. the gros},ls ’Eion
miie tax, to keep a record on forms pyescrlbed _by tde_}t_ e-
artment, of the operation'of suc]_.rl vehlclgs and in addition
Ehereto shall have and maintain in working order a prop-
erly calibrated and sealed speedometer or other me?,surm%
device, as the Commission shall prescribe. In the }nteresu
of ecoilomy and in order to save opera}tors of Veh'lcles_a
ossible expense, the Commission required the .cahb_ratlng
gnd sealing of speedometers or other measuring 1n_stru-
ments, which are installed cn most commercial X{ehlclei,
instead of requiring additlona} or more costly eo_[ulpmen(ji
Speedometers or other measuring d_ev1c:es are not s‘candaufl
equipment on trailers or semitrailers, consequent}y the
owners of such units are required to install some device iog
measuring the distance such vehicle travels regardless Ot
the fact that such a unit mqst be pljo‘pelled by a Vehl_cle the}
is equipped with a measuring device. To accomplish this
end various agencies were .estabhshed in key towns of ’qhe
state to carry out this requflréllrnentl,ﬂ.t}ie fee for such service
i i the owner o e vehicle.
bemg’f[‘}};:liggf requires that on or beforg: the 15th day of
each month the owner or operator of vehicles subject to ‘ghe
tax shall file a return with the dep‘artment., accompamed
by the tax due for the operation of such vehicle during the
preceding month, further requiring that such returq m_ust
state specifically the speedometer readings at the beglnnlng
and end of the month with the total mileage the vehicle was
operated. An administrative prob_lem was encountered
here, particularly in the cases of vehicles in %ntersta}te traf-
fie, due to the fact that very often such vehicles will enter
and pass through Utah occasionally and_ operafse . solely
within another state for a considerable period of time, con-
sequently, it has been found necessary to-check the' mani-
fests or weigh-bills of these particular Vehl_cles covering the
particular trips to determine the actual mileage due.
Calibrating and sealing speedometers or other meas-
uring devices or requiring the installation of any measuring
device on vehicles in interstate traffic, is a needless meas-
ure under the present setup, as well as being a source of
annoyance and an unnecessary expense to owners of com-
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mercial vehicles. A notarized or sworn statement, which is
accepted in practically all other forms of returns, should
suffice in determining the fees due.

The Act makes it impossible for this State to enter
into reciprocal agreements with other states, as affecting
privately owned trucks, thus hindering the free flow of
commerce and traffic with our neighboring states.

There are defects in the collection procedure of the
tax. In other taxing statutes, it is generally provided that
in the event of a failure to make a return, the Commission
may make an assessment of the tax from the best informa-
tion it has available. If the assessment is not paid, then
warrants are issued for the collection of the tax. If the
statute remains in effect, it should be amended to provide
the same remedy in the case of this tax.

An analysis of the gross weight registrations and the
ton mile tax collections discloses that less than 5% of the
trucks and trailers registered are paying a gross ton mile
tax. This results from the fact that more two vehicle units
having a gross weight of less than 26,000 pounds have been
registered. It would seem proper to either require more
of the vehicles to pay the ton mile tax or else repeal it.
Since it is our opinion that it has failed as a revenue pro-
ducer, we recommend that the gross ton mile tax be repealed
and that the registration fee based on gross weight be in-
creased in order to offset the loss. This loss of revenue
could be offset by a 830% increase in registration fees for
all trucks, and for all vehicles carrying passengers for
hire.

INHERITANCE TAX

The Inheritance Tax collected in the last biennium has
increased over that collected for the previous two years.

This increase in taxes for the year 1935 can be attrib-
uted mainly to a strengthening in prices of stocks and bonds
and other assets owned by the decedents. The increase for
the year 1936 can be attributed to this same cause and also
to the fact that on estates of decedents who died after July
1, 1935, the rate of tax was increased on the larger estates.
It may be anticipated that revenues derived from inherit-
ance taxes will increase because of the higher rate of taxes
imposed by the 1935 Legislature. ‘

We wish to reiterate the recommendation made in the
biennial report of the State Tax Commission for the
years 1933 and 1934, wherein we pbroposed to change the
method of making appraisements of estates. (Pages 41-42.)
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r pri urpose in asking that the appraisement of
Ss%tgsl 1krgafga§e bI:;r the Tax Commiss_ion is that we behev_e
under the present system the appraisements are notf uni-
form throughout the State. The present method of ag-
praisement also accounts for the fact tlclat the .cost ?A ad-
ministration of the Interitapce Tax law is too high. s an
exemple, in one of the counties of .the State, each of thr((e)e f11r1—
heritance tax appraisers was paid the sum pf $_225.0 thor
duties rendered in one mqnth. While j:hls is higher A aI%
the average, it is illustrative of- the pglnt that the Costh(l)
administering this tax is too high. ’_The average’ mon 1:hy
sum paid to inheritance tax appraisers throughou_t e
State is $470.50. The system which we recommended in our
second biennial report corresponds to the method used by

P overnment. )
e F\‘Z?/'Clel;gagl make the observation that the law rela'ttl_ve
to the taxation of transfers of proper.ty owned_b_y JOl_nt
tenants with right of survivo_rshlp is in our opinion, in-
equitable and unjust. We believe that the proper.method
of taxing such transfe1:cs is to tax only that portion con-

1 the decedent. ) ’
: ]buItte (iisbo{u” opinion that the exclusion of l.ife insurance in
any amount from the gross estate casts an 1n(_aqu1_tab1e bur-
den upon persons owning assets other t_han life insurance.
Tt is our opinion that a definite exemption shoulgl be given
to life insurance and that all over that exemption should
be included in the gross estate of the decedent, and should
be subject to tax the same as other transfers of property.

BEER TAX

With the enactment of the Liquor Cont_rol Act effec-
tive March 25. 1935, and the resulting establishment of the
Liquor Control Commission, the licensing of manufactu_rers,
distributors and retailers of beer passed to t}}e ‘quuor
Control Commission. Since then the Tax Commission lqas
been primarily concerned with the collection of thq excise
tax on beer through the medium of tax stamps of designated
values, which must be affixed to all containers of beer.

Promptly after the publication of _the Act and the
printing of stamps, the Tax Commission coqducted an
investigation to determine that all beex: containers were
properly stamped and endeavored to instruct the beer
dealers concerning the requirements of the Act. The manu-
facturers and vendors now appear to be thoroughly familiar
therewith, and are generally complying with the law.
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During the fiscal year ending June 30, 1935, the beer
tax collections approximated $143,000 (exclusive of license
fees) as compared with approximately $104,000 for the
fiscal year ending June 30, 1936. Though the tax collec-
tions are reduced, these figures are indicative of' increased
consumption when consideration is given to the fact that
effective with the new Act the tax was reduced.

The brewery industry is adopting the use of new
style containers, in metal and in different shapes and sizes
of bottles, making it difficult to securely affix stamps
and neck labels as designated in Section 104. It is recom-
mended that Section 104 be amended to permit the use of
such tax stamps, either neck labels or body labels, as are
adaptable to the type of container used. Because of the
difficulty experienced by the brewers in getting stamps to
adhere to metal containers, it is recommended that the law
be amended to permit the imprinting of the tax on can lids
and crowns under the direction of the State Auditor, upon
approval and recommendation of the Tax Commission.

PUBLIC UTI’LITY REGULATION FEE

The Commission is required, under an act passed by
the 1935 Legislature, to collect a special fee from public
utility corporations. The amount of this fee is to be equal
to three-fourths of the amount appropriated for the sup-
port and maintenance of the Public Service Commission,
which fee for the present biennium amounted to $75,000
or $37,500 per year.

Assessment of the fee is based on the gross income de-
rived by the public utility corporations from intrastate
business, a levy being fixed to produce the required revenue.
The levy applied to such gross income for the year 1934
was $.00195 and for 1935 $.00182. A question was pre-
sented as to the interpretation of gross income and this
Commission, by regulation, provided that the gross in-
come upon which the fee is to be based included only that
derived from public utility operations, and non-utility op-
erations were not to be considered. This ruling, we be-
lieve, resulted in a fair and equitable distribution of the
burden of the fee. No serious collection difficulties have
been experienced.

The following table shows the fees assessed as based
on the gross income for the calendar years 1934 and 1935:
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Corporations 1934 1935
—'/’T‘rminal, Express
Raﬂr;fc? i .$ 12,030.34  $ 12,173.00
Gas, Electric and Water ... 24,649.96 24,574.3’;
Motor Transportation ... 849.09 9717.
TOTALS e $ 87,5629.39 $ 37,725.03

UNEMPLOYMENT COMPENSATION LAW

islature of the State of Utah met in Special
Sessizgeorlf eﬁugus’c 24, 1936, to conside;r leglslatloq relative
to Unemployment Compensation. A bll_l was submitted and
passed on August 28, 1936, by unanimous vote 'of both
Houses and was signed by the Governor the following day.
This Act is now known as the Unemployment Compensa-
o %ﬁ:v Law in brief provides for a tax upon employers of
9/10 of 1% of the total pay roll for the year 1936, 1.8%
for 1937, 2.7% for 1938 and subsequent years. The tax
so collected is placed in an unemployment trust fund to be
used, starting January 1, 1938, for the payment of bene-
fits to unemployed in the State of Utah. .

The State Tax Commission is charged with the respon-
sibility of the collection of this tax, the first report of
which is due January 15, 1937. _Prgaparatmns are Now
being made by the State Tax Commission for the handling
of this new tax.

ACTIVITIES OF THE LEGAL DEPARTMENT

The activities of the Legal Departrnent'of the State
Tax Commission in the matter of court litig‘atl_on have been
as varied and as numerous as the taxes which the Com-
mission administers. These activities can be broadly classi-
fied into four divisions:

1. The collection of sales taxes on accognts turned
over to the Legal Department by the Co‘lleqtlon Depart-
ment, which the latter is unable to satisfactorily settle,.qnd
the collection of which, if necessary, results in the flhn_g
of actions in the city courts and district courts of this
State;

2. Cases filed specifically against the State Tax
Commission in the district courts of this State, some of
which have been appealed to the State Supreme Court;
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3. Cases filed in the Supreme Court on Writs of
Certiorari or Review, directly from a ruling of the State
Tax Commission, without any intermediate action being
taken in the district courts; and

4. Cases involving inheritance taxes due from dece-
dents’ estates, which controversies have arisen out of the
probate of the estates in the district courts, and then ap-
pealed to the Supreme Court.

Three hundred forty-five actions for the collection of
sales taxes were filed by the Legal Department during this
biennium, totalling $67,894.59. A total of $35,202.52 has
been collected, the balance representing actions still pend-
ing, either partially satisfied or in the process of settle-
ment.

These figures do not reveal the complete story of the
activity of the Legal Department in this connection, since
they do not cover the numerous accounts settled by the
Legal Department where suit was unnecessary, nor do
they take into consideration estate matters, such as assign-
ments for the benefit of creditors, receiverships, bank-
ruptcies, decendents’ estates, and others in which the Le-
gal Department has filed proofs of debt. In the majority
of these estate cases, payment has been received in full.

In the second class may be mentioned the three actions
commenced against the State Tax Commission by the Utah
Coal and Produce Truckers Association, each attacking
the constitutionality of the provisions of Chapter 46, Laws
of Utah, 1935, otherwise known as the Motor Vehicle Act.
Tn two of these actions the complaints were dismissed and
in the third action the case is now pending on demurrer.

There have been three actions filed by the receiver of
the Starlene Gas & Oil Company against the State Tax
Commission, all involving the question whether the receiv-
er appointed by the District Court must pay a gasoline tax
to the State. A demurrer to the first of these actions has
been sustained, and the case is on appeal to the Supreme
Court.

There has been a series of cases appealed to the Su-
preme Court from the decisions of the Tax Commission.
We shall here merely enumerate the cases without discuss-
ing the points at issue in each. They are the following
cases: Becker Products Company, a corporation, vs. State
Tax Commission; Clarence A. Tite, doing business as Wil-
son Brothers Grocery Company, vs. State Tax Commis-
sion; Western Leather & Findings Company vs. State Tax
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Commission, and W. F. Jensen Candy Company vs. State
n.
o %gv%l?;:zéowhich have arisen under_ the Inheritanc_e T?.X
Law have been appealeéi fr(zm the demsmn of the District
reme Court.

Courfnt(;écgi%ciilllpto these litigated matters, the Legal De-
partment assists in carrying out the many details of 'ad—
ministration by a study of the law on the many legal po?ts
that are raised from day to day. Th_ey are avalla]olet or
consultation, and because they can give pref.erred.at en-
tion to the matter which we submit to th_em, their adv1c};e cziin
be promptly given, so far as to assist in the speedy hand-
ling of the business of the department.

TAXATION OF FEDERAL INSTRUMENTALITIES

new federal agencies established by the recent

sessigr? eof Congressf b}fi{;g tup (lz‘}d problems of power and
i i rs of state taxation. o

])Ollcglr‘ﬁerllrr?grfe STax Law (Section 80-14-4, SubfiiVlsmn G)
recites that the following item shall not ]qe included in
gross income and shall be exempt from taxation under this
chapter, “amounts received as compensation, salaries or
wages from the United States or any possession thereof
for services rendered in the exercise of an essential govern-
mental function.” It becomes a difficult problem to de-
tcrmine whether or not persons in the employ of these
agencies are engaged in the exercise of an essential govern-
mental function. There are but few legal deplsmns on the
subject, and it appears that it would be advisable to have
a legislative expression of State policy.

The Federal Government has sought to meet the prob-
lem in the case of property taxes. ‘It now pays a sum in
lieu of taxes upon that property Wthh'lt _acqulred ‘ghrough
the Resettlement Administration and similar agencies.

STATISTICS

With the increase of duties imposed upon the Comn’ps-
sion by the Legislature of 1931, the subsequent expansion
and new tax laws created afterward, the volume pf trans-
actions has become large indeed. In a correspondl_ng man-
ner the demand for comprehensive statistics and informa-
tion on the operation of all tax laws of the State has con-
tinually increased.

In the statements that follow we have endeavored to
compile as many and as detailed tables as our budget would
allow. In the various tables on property tax we have been
aided materially by the several county tax officials in the
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preparation of the reports required to be submitted to the
Commission. At this time we wish to state that although
we have had excellent cooperation from most county offi-
cials there are usually one or two who forward their reports
as long as six months after the date required by law. For
this reason it is obvious that property tax information for
the entire State is held up after the time the public and
Legislature are entitled to receive it, (we have been forced
to make two statements in this report based on estimated
information).

Some of the statements have been prepared from the
records of our accounting department. X

For a complete analysis of the operation of the sales
tax, individual income tax and corporation franchise tax,

in which the volume of returns received was in excess of

125,000 and as each return needed to be handled approxi-
mately 20 times to gather the information thereon, or a
total of approximately 2,500,000 operations, we found it
necessary to install the tabulating machines of the Inter-
national Business Machine Corporation for a period of 13
months, to gather the information shown on the operation
of the tax acts mentioned above.

Whether we shall be able

to continue this service will naturally depend largely upon

the appropriation for the statistical department.
ADMINISTRATIVE COSTS

During the fiscal year 1935, the cost of administration
of the Tax Commission was $243,942.13.
period a total of $7,709,727.61 was collected—at a cost of
3 167100 cents per dollar. During the fiscal year 1936, a
total of $9,202,373.67 was brought in with administrative
costs of $365,787.96—a cost of 3 97/100 cents per dollar.

It must not be forgotten, also, that included in these
administrative costs is the cost of administering the prop-

erty tax, the revenue of which is paid to the several county
treasuries and not paid to the office of the Tax Commis- -

sion. The costs incurred by the Tax Commission in admin-
istering this tax, which includes the work of assessment
of mines and public utilities and supervising generally the
property tax laws of the State, amounted to $67,086.88 in
1936.

The cost of issuing operators’ licenses was $17,362.25

in 1936, which was equal to the revenue brought in from

that source. Likewise, administration of the Motor Ve-
hicle Registration laws can scarcely be compared to the
administration of an ordinary revenue law. It is recog-

During that

T
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i hat the cost of issuing license plates is greater than
’]cllizeecéogt of administering any type of revenue law from
which the same amount of revenue can be obta%ned. Natil:lﬁ'-
ally, the administration qf thls law_te;nds .to increase the
pei'centage cost of collection in administering the_reyenue
laws which have been entrusted to the Tax Commission.

By eliminating these three items from the adminis-
trative costs. it will be found that the cost per tayx dollars in
1935 was only 2 41/100 cents and 3 6/100 cents in 1936. )

The increase for the first year of the _current biennium
was due wholly to the increase of .expendltures for perma-
nent improvements. We are certain that costs for the sec-
ond vear of the current biennium Wlll. be less.

Tncreased costs were incurred in the prope]gty tax
work. because of the intensive revaluation work Whlch Wai
carried on, and is as yet not completed. Expendltu_res a
this time enabled us to secure Federal funds with which we
hope to be able to complete the work.

CONCLUSION

inally we respectfully submit that no addltlopal taxes

be agded to the list of those which are already in force,
unless enactment of a homestead 'exernptlo_n law makes that
necessary. It is our candid opinion tha’g lnst'ead' of adding
new taxes, the main work of the State in ’ghls fl-eld should
be a more effective and successful administration of the
taxes which we now have. To that end we have made rec-
ommendations for changes in the present Iavxz‘s. There is
an old adage among tax administrators_ that _9Q% of ths
effectiveness of the tax laws is in their admlmstra.tlon.
BElsewhere in this report we have called your qttentl.on to
the fact that we are seeking to make the administration of
the present laws more effective. ) o

The members and employees of this Commls'smn stand
readv to assist members of the Legislatu_re desu'lng_ more
detailed explanations of the material subrpltted herew1th, or
to supply such other statistical information as the Legisla-
ture may require.

RECOMMENDATION BY MR. ARNOVITZ AND
MR. HAMMOND
The undersigned who have been designated as ‘“full-

time” members of the Tax Commission present the follow-
ing report and without consulting the two members who
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are designated by law as “part-time” Commission mem-
bers.

The State Constitution provides that “there shall be a
State Tax Commission. consisting of four members.” Prior
to the 1933 session of the Legislature the members of the
Tax Commission were required to be in continuous session
throughout the year. The 1933 session of the Legislature
put into operation a plan whereby the Commission was
required to be in continuous session from February 1, to
August 15, of each year and to meet at least once a week
from August 15, to February 1, of each year. A part of
this plan was to designate two commissioners as “full-time”
and two.as “part-time.” The two “full-time” commission-
ers were to remain at their posts during the whole of the
veriod between August 15, and February 1, as well as dur-
ing the time between February 1, to August 15.

The splitting of the Commission in this manner makes
for a verv awkward and unsatisfactory situation. During
the period from August 15. to February 1, when only one
meeting each week is held, it is absolutely impossible to
carry on the work effectively. It has become necessary for
the “part-time” members to stay at their posts for more -
time than they are paid. and they have generously donated
their time in order to help prevent a congestion of the work.
But that is unfair to them. and furthermore, it is absolute-
lv essential that the Commission have available its member-
ship at all times during the vear in order to accomplish its
manifold responsibilities.

We, therefore. earnestly recommend that the law in
force prior to 1933 with respect to the membership of the
Tax Commission be reenacted. There is too much at stake
in the administration of Utah’s tax system to continue long-
er the present ineffective plan. The practice does not re-
sult in economy and even if it did, economy could better be
practiced elsewhere in the operation of the department,
where the results of economy would not be so detrimental
as is the practice of the present method of operation of the
Tax Commission.

IRWIN ARNOVITZ
R. E. HAMMOND

STATE TAX COMMISSION

Statements of Assessecl Valuatlons
of Property
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Property Taxes Charged and

Per Cent of
Total Tax Charged Agairist

Each Class of Property
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STATE TAX COMMISSION

STATEMENT NO. 50
SUMMARY OF RESULTS OF THE PUMPING
PLANT EXEMPTION LAW : |
1936 |

COUNTY Valuation Taxes Rebates

Exempted Lost to Pumpers

Beaver $ 24,080 $  7127.24 $ 1,547.39

Box Elder . 97,527 1,801.82 814.17

Cache 42,275 1,020.98 2,564.66

Carbon 9,274 244.24

Davis . 20,558 460.64 2,212.21

Emery 4,603 156.67T e

Grand 1,468 48.68 e

Iron . 69,362 2,184.64 5,468.32

Juab .. 4,670 180.17 .

Millard 9,159 258.33

Morgan 4,985 116.92

Piute .. 2,628 82.25

Rich - 1,639 31.20

Salt Lake 148,535 4,528.14

Sanpete 14,306 411.65

Sevier 12,881 404.40

Summit 6,585 177.26

Tooele 5,703 135.88

Uintah .. 2,115 78.24

Utah 65,659 1,862.95

‘Wasateh 8,381 197.84

‘Washington 93,833 3,483.24

Weber . 45,236 1,155.28

TOTALS .. : $ 695,362 $ 19,693.06 $ 19,693.06
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STATE TAX COMMISSION

Ahalysis of the Operation
of the

Sales Tax Act
Fiscal Year 1936

. To properly interpret and analyze the tables that follow,
it is important to be familiar with the provisions of the Act
and to study the following explanations of these charts.

The statements have been developed solely from the
information contained in the sales tax returns as filed
pursuant to the provisions of the Act. In Statement
Number 60 your attention is called to the fact that the
amount shown as wholesale sales does not represent the
total wholesale sales in this State, as many wholesalers
report only that volume of their business which is retail
and taxable. For this reason and also due to the fact that
many transactions, such as the sale of real property, are not
taxable under the Act, the amount shown as gross sales
does not truly report the year’s gross sales in the State.

In Statement Numbers 62 and 63 the returns have been
analyzed by types of business. It must be remembered
in studying these charts that practically no seller in this
State sells only one commodity; for instance, drug stores
and department stores while they have been clagsified as
such, usually sell some food, furniture and other com-
modities. We have been forced, therefore, to classify busi-
nesses according to the commodity of which they sell the
greatest apparent volume,

Statement Number 64 presents the sales, deductions
and tax classified by counties. In this schedule under the
heading “Unclassified” are included the deductions of chain
stores. The sales tax returns are so drawn that a chain
store system may report one schedule of deductions for
the entire system, but must itemize net sales and tax ac-
cording to the location of the various stores. We have
also found it impossible to classify by county, taxable
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sales of public utilities, as these do not necessarily fall
within the boundaries of any one county.

Statement Number 65 is a similar analysis for all
cities in the State whose population exceeds 2,500.

Statement Numbers 66, 67 and 68 analyze information
on the operation of the Act as to chain stores and non-chain
stores. For these schedules we have arbitrarily defined
a chain store as a seller or vendor with more than one
place of business. We have included the Utah Liquor
Control Commission among the non-chain group. We have
tabulated public utilities as a separate group with the
exception of the arrangement of Statement Number 68.

STATE TAX COMMISSION

STATEMENT NO. 60

SCHEDULE SHOWING GROSS SALES, DEDUCTIONS,
AND SALES TAX ASSESSED

Fiscal Year Ending June 30, 1936

GROSS SALES

Gross Sales ’ $280,316,549.00
DEDUCTIONS
‘Wholesale Sales ... $ 85,224,999.00
Retail Sales—Interstate Commerce ........................ ... 10,606,546.00
Sales of Cig., Oleo., and Motor Fuels....ooooooeoeoo, 26,023,940.00
Sales to Governmental Units 7,5645,160.00
Sales of Malt ‘ 11,743.00
Other Allowable Deductions ..o, 3,309,004.00
Total Deductions ... $182,721,392.00
NET TAXABLE SALES .o $147,595,157.00
Tax at 2% $ 2,951,903.14
Tax at 109 1,174.30
Penalties and Interest ... 18,835.72
Excess CoI]éctions 3,116.64

TOTAL SALES TAX ASSESSED .. ... $ 2,975,029.80
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STATEMENT NO. 61

SCHEDULE SHOWING GROSS SALES, NET SALES,
AND SALES TAX ASSESSED
BY TYPE OF MANAGEMENT

Fiscal Year.Ending June 30, 1936

Per Cent
Gross Net Tax of Total
Sales Sales Assessed Tax

Assessed

Sole Ownership ... $ 56,318,857 $ 37,982,505 $ 771,437.80 25.93
Corporation ... 209,323,125 98,614,038 1,981,906.24 66.62
Partnership ... 10,116,964 6,596,868 138,465.19 4.49
Club e 173,736 151,499 3,054.73 .10
School .o 454,454 420,459 . 8,422.62 .28
Governmental

3,867,902 3,777,159 75,686.15 2.54
61,511 52,629 1,057.07 .04

. Unclassified

TOTAL $280,316,549 $147,595,157 $2,975,029.80 100.00

STATE TAX COMMISSION

STATEMENT NO. 62

SCHEDULE SHOWING GROSS SALES, NET SALES,
AND SALES TAX ASSESSED BY BUSINESS GROUPS

Fiscal Year Ending June 30, 1936

Per Cent
Gross Net Tax of Total

GROUPS Sales Sales Assessed Tax
Assessed

FOOd o $ 65,598,643 $ 32,556,433 $ 659,444.30 22,17

Automotive ... 59,898,476 23,550,875 474,822.98 15.96
General Merchandise ... 35,380,059 26,971,201 541,868.54 18.21
Miscellaneous  ..oooeeeveeeeeeene. 60,895,957 - 24,926,699 502,582.92 16.89
Furniture ... 10,282,769 6,942,806 189,568.17 4.69
Amusements ... 3,528,718 3,423,733 68,781.17 - 2.31

Building Materials

20,907,232 9,246,441 186,091.34 6.26
10,798,977 8,602,920 178,487.66 5.83
13,040,718 11,374,149 228,432,72 7.68

Apparel
Utilities

TOTALS $280,316,549 $147,595,157 $2,975,029.80 100.00
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STATE TAX COMMISSION

ing in

scal years endi
d from January 1, 1936 to October

i

Schedules
of
Corporation Franchise Tax

The statistics contained in the following schedules are
based on returns as filed, unaudited, and include all returns

or the calendar year 1935 and for f

1935, which were receive
15, 1936.
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STATE TAX COMMISSION

Schedules

of
idual Income Tax

1v

Ind

The statistics contained in the following schedules
are based on taxable returns as filed, unaudited, and include
all returns for the calendar year 1935 and for fiscal years

ing in

ived from January 1, 1936

1935, which were rece

to October 15, 1936.

end
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State Tax Commission
Appropriations ancl Disbursements
Collections ancl Costs of Collection
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Results of Tax Educationalr Campaign

| Tentative Report of
State Tax Delinquency Study
W. P A. Projects 1112--1114
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STATEMENT NO. 84
STATE TAX DELINQUENCY STUDY
W. P. A. Projects 1112-1114

STATEMENT NO. 83 Latest Assessed Valuation and Total Tax Delinquency

REPORT OF COLLECTIONS OF DELINQUENT PROP-
ERTY TAXES AS A RESULT OF EDUCATIONAL

Outstanding, by Counties, on Real Property in Utah

CAMPAIGN NOVEMBER AND DECEMBER—1935 R - s .
o gw © £ ©.
QN n IR £ 0.9
5 - BEES EuBn | 8388
g b . =k bo nE County 288 EEEQ R
geER 58 o -] =g R ge52 g4
COUNTY g, 23 e8 °85 | 22| «° Z A5 4 a7 | 4 %
Heg - ) 3 @0 &
g S <5 gS | & | &2
A T 650 $ 40,830 § 457,683
Beaver......... § 132,904.36|8  42,155.88] 31.729, 15 4 Box EBIder ... 2,200 85,95 1,908,149
Box Elder. 344,227.39 99,711.58]  28.97% 8 g Cache 3,200 126,918 2,644,386
Cache 482,038.60|  149,653.76]  31.05% 4 6 Carbon 2,100 385,318 4,055,146
Carbon 820,529.79 86,280.81)  10.52%, 9 29 Daggett 82 3,440 78,338
‘ L0 A———— 2,827.39 1,667.39]  58.979 29 il Davis 1,750 84,418 1,700,501
‘ Davis 224,337.38 51,463.79! 22,949, 14 18 Duchesne 1,400 62,269 95,160
Duchesne 343,657.44 56,886.76]  16.55%, 11 25 Emery 1,200 35,457 525,126
Emery 250,915.33 29,598.26]  11.80%, 18 27 Garfield 675 24,231 411,795
Garfield 161,991.82 18,437.09|  11.38% 22 28 Grand 250 7,759 145,862
Grand 47,837.62 8,075.47|  16.889 28 24 Tron 1,200 62,838 943,925
Iron 247,401.52 77,000.00;  31.120% 10 5 Juab 1,400 48,913 691,182
Juab 205,303.87 55,051.50(  26.81% 12 13 Kane 300 183,220 251,899
Kane 78,581.52 22,180.77|  30.14%, 20 8 Millard 2,400 91,765 1,172,899
Millard.. 498,067.45|  101,919.65  20.46% 6 21 Morgan 250 19,202 408,741
Morgan 70,695.68 21,421.531  30.309 21 7 Piute 350 12,936 182,086
| 5711 R ————— 84,148.36 16,470.97|  19.579 23 22 Rich 400 16,021 350,072
Rich 35,166.36 11,536.291  32.80% 26 2 Salt Lake 14,800 1,641,177 25,440,336
Salt Lake ... 2,802,965.26|  1760,648.34|  27.149, 1 12 San Tuan 35 16,46 201,000
San Juan 52,128.54 14,629.66 28.079%, 25 11 Sanpele 3,400 113,084 1,634,156
Sanpete 361,427.39|  115,738.84)  32.029, 5 3 Seviex 3,700 98,269 1,391,140
Sevier 415,353.70|  100,316.601  24.159, 7 15 Summit 600 56,629 377,114
Summit 184,401.50 53,000.00  28.74% 13 10 Tooele 1,189 37,110 579,880
4T T 196,085.43 28,802.47|  14.69%, 19 26 Uintah 1,000 53,133 745,553
Uintah 134,352.38 33,165.40|  24.68% 17 14 Utah 9,250 538,804 7,587,345
Utah . 1,009,533.65|  232,701.93|  23.05% 2 17 Wasatch 725 33,435 537,159
LT T - 138,312.70 33,406.79)  24.159 16 16 Washington 850 42,527 631,783
Wasatch 84,009.37 15,328.59|  18.25% 24 23 e 350 10,801 177,485
Wayne 50,693.73 10,785.29|  21.289, 27 20 Wober 3,600 282,138 3,901,035
Weber, 733,683.61|  165,917.97]  22.61% 3 19
-1 $10,188,574.14§ 2,413,953.381  23.69%| | . Total 59,621  § 4,045,063  $59,776,936

All Figures tentative pending final tabulation.
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