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ON FINANCltG GOVERNMENTS IN IOWA: THE OUTLOOK - ----..... - -------- - - - -----
Note: This memorandum brings together the results of the staff research done 

to date on the adequacy or capacity of the existing revenue structure to finance 

prospective levels of expenditures. The main findings are sunmarized at the 

outset and expanded in supporting sections. The next report, due on or about 

4/15/66, will deal with the question of the equity (or fairness) of the Iowa 

state-local tax system. In combination, the adequacy and equity studies provide 

the case for tax revision and reform. 

I. THE OBJECTIVES OF THE ADEQUACY STUDY AND ITS 
MAIN FINDINGS 

The primary objective of the study of the adequacy of Iowa's state and local 

revenue structure was to determine the ability of Iowa state and local govern• 

ments to finance the prospective increases in their expenditures over the next 

decade from their own sources, without changes in the existing tax system. A 

secondary objective was ~o examine the kinds of tax increases, assuming they 

were indicated, which are conceivable and likely to occur in the absence of a 

positive, forward-looking fiscal policy. 

A. The Main Findings 

1. If state-local expenditures in Iowa continue to increase as rapidly as 

they have in recent years, expenditures in 1975 will be more than double the 

level of 1964/65. In certain important functional areas, however, this past 

trend is not likely to continue. Educaticnal outlays, for example, should 
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experience some tapering off due to reductions in the rate of enrollment 

increases. On balance, a somewhat slower rate of growth is anticipated for 

Iowa state-local expenditures in total. The "most likely" projection, given in 

Table 1, provides for an increase over the next ten years of $850 million, or 

74 percent above the 1964/65 levels. 

2. It is estimated that the existing tax structure will produce $173 

million of additional revenue over the next decade without any increases in 

tax rates, new taxes, or broadened coverage of old taxes (Table 2). 

3. The "natural" increases in tax revenues at constant rates plus 

anticipated increases in federal ai.cL.a.nd . ..us.er_ charges will , however, not be 

sufficient to finance expenditures, in spite of the slowing down in the growth 

rate of the latter. Table 3 shows a 1975 gap of $266 million, or about $27 

million annually on the average, to be filled by increasing the rates or 

adjusting the bases of existing taxes and/or adopting new forms of taxation • 

4. Because of its residual character and its susceptibility to small 

changes over time, local property tax rate increases will provide some of the 

required revenue. However, this is far from an optimal solution to the ·fiscal 

problem. The best interests of the State of Iowa would seem to be served by 

implementing a policy of de-emphasizing the local property tax, via modification 

or roll-back, and relying more heavily on alternative sources of tax revenue 

whose yields are comparatively responsive to economic growth. 

5. Depending on the extent of property tax "de-emphasis" and the yet-to-be 

indicated need for structural reform in other areas of the state-local tax 

structure, prospective revenue requirements could exceed yields under existing 

2... 
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fiscal arrangements by as much as $100 million annually on the average over the 

next decade. Repeal of the personal property tax, for example, would "cost" 

other sources of revenue about $70 million per year. The livestock co~-ponent 

alone would require additional replacement revenues amounting to approximately 

$15 million annually. 

6. Table 4 lists several tax changes which might be considered as •igap 

fillers 11 singly or in combination • 



II. THE PROSPECTS FOR STATE-WCAL FISCAL REQUIREMENTS IN IOWA 

A. lntToduction 

This section summarizes the results of a projective survey of public 

expenditures in the State of Iowa designed to f~rnish guidelines for 

appraising future expenditure-revenue balances.1 The projections are to 

be used in the planning and development of a tax program in order that 

emerging needs can be met in a timely and efficient manner. They constitute 

a basic building block in the Governor's comprehensive tax study, for they 

measure the extent of the "need for revising and equalizing the tax 

structure of the state of lowa. 2 In addition, the expenditure projections 

in relation to the revenue estimates establish quantitative benchmarks 

for the series of detailed studies of individual components of the 

Iowa state and local fiscal structure which are to follow and complement 

the adequacy study. 3 

At the outset it should be stated that it is not the purpose here 

to question or judge the level er quality of public services that were, are, 

and will likely be provided in such areas as welfare, public and mental 

health, higher education, and the 1:1.ke, nor the extent to which the legislature 

has and may expand aid to local schools, counties and cities. Expenditure 

projections provide a view of the future based primarily on present knowledge 

of foreseeable developments and of relationships of the past. A projection 

is !!2,S. a prediction .2.I. a prophesy of the future 1 but _________ _ 

1see the Staff Paper on expenditure projections by Thomas Pogue, Larry Sgontz, 
and Arthur Welsh. 

21LJR 28. 
. ,. 

3The series is detailed in Interim Report under date of 30 December 1965. 
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rather a forecast of what will likely occur if a number of specific assumptions 

regarding the composition and behavior of the Iowa economy and the underlying 

forces affecting expenditure levels were, in fact, to materialize. Once 

the strategic assumptions are made and accepted, the projections follow 

logically. 

B. M£1or Determinants of State-local Expenditures 

there are basically four forces continually at work influencing the 

trend in Iowa state-local expenditures. They are: 

1. Needs 

2. Prices 

3. Quality 

4. Productivity 

Based on the evidence of the past, probably the most obvious factor 

sheping the u-.egnitude of public expenditures in Iowa is the underlying 

workload or need for public services - school and university enrollments, 

the proportion of persons living in urban areas, the number of indigent 

families, and the like. It is possible, for example, to arrive at a 

first approximation of the fiscal requirement for public elementary and 

secondary school education over the next decade by applying published 

projections of the number of children of the age group 5 to 18 to the 

current level of cost per pupil. the same technique can be applied 

to each of the major categories of public services; that is, quantify the 

principal indicator of the underlying needs of a specific function, project 

its future level, and apply the current expenditure data. 4 

4 
This procedure is followed in arriving at the 1970 and 1975 projections 

in the "Constant cost" model. For these figures, see Table 1. 

5 
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The rate of increase in needs steuming from population and enrollment 

changes should be manageable in the next decade. Over the period, 

Iowa's total population is expected to increase by only about 5 percent 

and the State's school age population is projected to rise by just over 

3 percent. 5 Moreover, in a generally prosp~rous economy, a continuation 

of the past trends in the needs for other special type services, such as 

welfare programs, seems unlikely. Rather, the increase is expected to be 

at a moderate rate. Partially offsetting these manageable increases, 

however, is the substantial rise anticipated in college and university 

enrollments, both in absolute numbers and as a proportion of the total 

college-age population. The latter ratio is estimated to increase by 

30 percent over the next decade. 

In addition to the forces of demographic trends influencing the rate 

of growth of Iowa state-local expenditures, there is another variable of 

considerable importance, namely the prices of the goods and services purchased 

by the State of Iowa and its local units. Government purchases of manpower 

(i.e.,personal services) are particularly sensitive to price increases. 

They also constitute the bulk of governmental budgets. In order to attract 

the necessary resources into teaching, for example, teachers' salaries will 

at least have to keep pace with wage and salary and pension and fringe 

benefit increases in the Iowa economy at large. Similarly, the cost of 

providing public hospital and welfare care will have to mirror the 

corresponding private cost structure. 

5 U.S. Bureau of the Census, Illistrative Projections .2£.Sh! Populations 
£!!!.l! States, 1970-1985, Series 1-B, Series P-25, February, 1966. 

6 
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It should be emphasized that the rapid rise in govermental costs 

cannot be attributed to inflation in the general price level. Nationwide 

consumer and wholesale price indices have recorded overall price level 

stability in the last decade for the simple reason that productivity gains 

in the private sector have more or less kept pace with rising wage and 

salary levels. In the past ten years, the average annual wage and salary 

payment per employee in private nonagricultural industries rose 43 percent, 

or about 3.6 percent per year. Over this same period, average annual 

tutput per employee also rose by 44 percent, again approximately 3.6 percent 

per year. Thus, in terms of their impact on prices, the gains were offsetting. 

Because wage and salary levels in private industry will likely continue 

to increase in the next decade, Iowa's governmental units will be confronted 

with steadily rising personnel costs. Unfortunately, governments, like 

private service occupations (e.g., legal, medical, and the like) cannot 

offset rising salary costs with offsetting productivity improvements. 

The fact of the matter is that automation and mechanization can have only 

a relatively limited impact on personnel costs of government. Consequently, 

if the state and local governments in Iowa are to attract and retain personnel, 

and to acquire additional resources as well, they will have to at least match 

the increases in the private sector. 

A third factor accounting for growth in the level of expenditures is 

changes in the quality of public services. Again, experience suggests that 

governments in Iowa can be expected to do more things and do them better 

in the future than in the present and recent past. To illustrate the 

point, the quality of the public educational offering is constantly being 

improved through better trained teachers and new programs. Similarly, 

• many other functional fields are adopting higher progessi~nal standards 

1 
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for personnel who practice welfare, health, planning, law enforcement, 

and recreation. 

There is strong evidence to support the view that with rising incomes, 

citizens expect and detnand a higher stahdard of performance from the public 

6 sector. Also, levels of state-local expenditures are influenced by the 

quality and scope of services adopted by other states. New school programs 

initiated elsewhere, for example, create expectat.ions... .and .. subsequent 

pressures for competitive emulation in Iowa. Thus, while future quality 

changes in the performance of public services are difficult to quantify, 

there is every indication they will be positive and substantial. 

Finally, productivity and/or management improvements in the performance 

of public services will work to influence -the rate of growth in expenditures. 

The further application and more effective utilization of computer 

technology to data processing of local and state governmental operations 

will serve to provide the same or an improved level of certain public 

services at lower costs. But although additional efforts to improve 

productivity and realize economies are expected to be made, there is a limit 

to the extent of mechanizing governmental operations. 

In sum, Iowa state and local government expenditures are going to 

continue to increase in the decade ahead: by a comparatively modest amount 

to accomodate population and school enrollment changes; by a larger amount 

to improve the services provided by governments; and by a relatively 

substantial amount to match the increases in the costs of the goods and 

services the various governmental units buy. The likely magnitudes of 

Iowa state-local expenditures in 1970 and 1975 are discussed in the next 

section. 

6 A ten-year increase of 33 percent in income per person in Iowa is projected. 
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C. The Projections 

• Table 1 presents four series or "models'1 of projections of state-local 

• 

• 

expenditures in Iowa for 1970 and 1975. All four series are based on the 

same assumptions regarding overall prosperity in the national economy, 

general price level stability and rate of economic growth. They differ only 

as to the relative importance attached to the various determinants of 

expenditure levels. 

The first series, designated the "Constant cost" model, indicates the 

1970 and 1975 levels of Iowa state-local expenditures required to accomodate 

population and school enrollment increases only. No account is made for 

improvements in the standards and extension of the scope of existing programs 

or for price changes. In the envirocment of an expanding economy, however, 

experience shows that constant costs can be maintained only by reducing the 

quality and/or quantity of existing programs. Because of the unlikelihood 

of the citizens of Iowa desiring or permitting this to occur, the "Constant 

cost" figures are highly unrealistic. It is interesting to note, nevertheless, 

that even under these highly unrealistic assumptions, the level of state-local 

expenditures will increase over the decade by 16 percent, or $172 million. 

The "Competitive" model or second series gives the probable magnitudes 

of outlays on public programs of constant quality, but adjusted to reflect 

both population and enrollment changes !W!, risiDS costs resulting from the 

need to compete for resources with an expanding private sector. As a 

minimum, government salaries will rise along with the wages and salaries 

in private industry. The rate of increase will very probably be even 

greater than in the economy generally. For example, the U.S. Office of 

Education estimates that the demand for new teachers will equal 10 percent 
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of the total number of teachers in the average year in the decade ahead. 7 

• Yet, net additions to the ranks of the teaching profession are estimated 

• 

• 

at between 2 and 2 1/2 percent per year. Thus·, even if all other educational 

expenses remain fixed, because of the importance of personnel requirements, 

per pupil costs are likely to rise substantially by 1975. The terminal 

levels for this series, therefore, represent a realistic lower limit of 

projected expenditures. 

The 11 lmprovement 11 model allows for changes in underlying needs or 

workload, price increases, !!!2. some modest improvements in the quality of 

public services. The quality improvements, however, are projected at 

a much lower rate than the experience .of the ~ast indicates. Since the 

11Improvement" series takes into account most of the factors likely to 

influence the level of public expenditures in Iowa, its results are rated 

"most likely." 

Finally, the "Continuation" model indicates the level of expenditures 

which would result if outlays increased as rapidly between now and 1975 as 

they did between 1958 and 1964. It is considered highly unlikely that this 

rate will persist over the next decade. The terminal levels, therefore, 

constitute the upper limit to the projections. 

III. THE PROSPECTS FOR STATE-LOCAL FISCAL RESOURCES IN IOWA 

A. Introduction 

The productivity of the Iowa state and local tax system in combination 

with funds acquired by borrowing, federal aid, and user charges determines 

7 
Projections .2!, Educational Statistics~ 1973-74 (1964 edition) • 

/ CJ 
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TABLE 1 
PROJECTIONS OF IOWA STATE-LOCAL GOVERNMENT EXPENDITURES, 1970 AND 1975° 

(In millions of current dollars) 

l Local Higher All 

I Highwaysb Fiscal Year and rrModel , i Schools Education Other Total 
} 
L-. - - .. .. -- _ .. _, - .. , ... - -- --·· ··-·----.... -----··-~ ... -- . . ......... - -· ---·-- --·----··--... ---.. - -·•- ··--~ .... - - ·····-·· . ··-- - - ----- --· ·-- ··- ·-- •• •- -r - •-•• - •• ·--- • ··· ·• 
I 

~ 
I 
' r 
' i 
I 

1964/65 (actual} 334 107 141 230 200 1,012 

1969/70 (est.) : 

Constant cost C 
365 160 152 272 215 1,184 

Competitive 
d 462 228 193 272 272 1,427 

Improvement e 475 247 204 272 282 1,480 

Continuation £ 499 279 214 272 328 1,592 

1974/75 (est.): 

Constant Coste 373 201 159 309 224 1,266 
d 

574 309 244 309 345 Competitive 1,781 
e 611 323 265 309 354 1,862 

; 

Improvement l 
Continuation f 647 395 286 309 474 2 ,111 ! 

aAll projections assume overall prosperity in the national economy, general price level stability, 
and a normal rate of economic growth. 

bHighway expenditures are projected under only one r;model " because of the importance and 
rigidity of federal matching programs. These f igures reflect the findings of the 1960 
highway fiscal study report to the Iowa Roads Study Committee. 

cincrease in expenditures reflects only increase in population or (for education) enrollments. 

d 
Increase in expenditures reflects population and enrollment i ncr eases and the f act that Iowa 

governments must ma tch wage and salary increas es (i.e., p ei:-sonnP.1 cos t s) and t h e l i ke -which 
take place in the privnte sector, with few if any off s etting product ivity gains. 

elncrease in expenditures ia the 11competitive model, 11 but with an allowance for modest 

improvements in the standards of public services. 

f Lev~ls reflect continuation of 1958/64 annual rate of increase. 

' ' 
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the capacity of the present revenue structure to.sup.pert the projected 

level of pt:b lic exper!.C.it.:ires. This section SUUllll:'l!'izes the projections of 

any £'..tltther changes .. : r-
~ .... ,. f• ~ ... ., '-~ .. .. rc1··:es ';I ·.'.: !;1e fuJFc8 ition of new taxes, or the 

8 
cove:ra~e of present levies . In si1crt, it indicates the extent to which 

the pre.sen~ i:.tructure will generate additional revenues automatically 

from t b .~ no·r.: ·.-..a l expansion in Iowa's economy. 

1::-:. g:z,·,eral, the approach to the derivation of tax revenue projections 

invoh.;)~ t:-: e development of relationships between the changes in the bases 

of each of the major st~te-local levies and the assumed rates of economic 

grm,;t:h. For example; o;;~r the next decade the retail sales tax collections, 

whi.d·~ c"..1· ,-= bas ed on the doll,u: value of taxable purchases, will reflect 

t h€' ,;G~e1t'::t~1..=d i r.ipnct of population and income increases. Similarly, the 

:l':ldi;r.;.ch:.=;:l income tax will generate increased revenues due to the 

• ant :1: .\r ::1 tf?r1 e~r.p;m:., ion. cf economic activity. The property tax levy will 

refh:::t . ,.m._)::1-.; -y;::1;;,::: :·.::1 ings, rises in the 1.11.arket value of taxable 

propr:..!:t; ", ·d ne,-1 con~t-raction. For the comparatively minor sources of 

state .. ,·,,,·• :.r.;cal tax revenue, the cigarette tax, inheritance tax, and the 

lil,;e., frc. ; :-:ojections reflect prtm2r:.ly historical rates of growth, 

• 

abst.re1r.trd from rate and bas-z a<:1.,i~i;;,tm:ants. 

T:·.~ &:i.1gle majot· source oE nc,,1~tax revenue is federal aid associated 

with sp~~ .. :f::.l.c programs (e.g., hishwnys, education, housing, renewal, 

and w.Jt~1.~- ,_s:d.1.ution control) • It p,:·csently .accounts for over 10 percent 

8The projections include the full effect of the 1965 tax provisions. See the 

Staff Paper on revenue projections by Mary Faden, James Prescott, and 

Charles Meyer. 
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of the--tot.al revenue·. ·The projections of this component of the Iowa 

revenue structure are based on the expectation that over the next 

decade recent trends will continue without new and radical departures. 

Federal aid for health and education is likely to expand as a result of 

recent and pending legislation, but aid for highways will remain relatively 

9 stable. An important distinction to consider with regard to federal 

aid and other so-called "program-associated receipts" is that expenditures 

and revenues are inextricably interwoven. The expansion of the public 

service or program is financed in whole or in part by earmarked receipts. 

The demardson general revenue sources, therefore, are less than the 

program expenditure projections would indicate. 

B. Fiscal Resources: 1970 and 1975 

Table 2 suumarizes the projections of Iowa state-local revenue by major 

source for 1970 and 1975. As indicated, an increase in total 

tax revenue of 46 percent (or $173 millicn) between 1964-65 and 1974-75 

is expected as a result of the interacting forces of economic growth. 

If the present tax structure remains as it is in all respects, the 

absolute and relative importance of the individual income tax will increase 

significantly over the next decade. In dollar amounts, its yield will more 

than double; as a percentage of total tax revenues, a 63 percent gain is 

anticipated. These developments follow from the additional income generated 

by the State's economy and the application of the statutory graduated rate 

structure. The latter provides the only substantial element of responsiveness 

of revenue yields to economic growth in the tax structure. 

9Tbe fiscal impact of Medicare, for example, will take the form of federal 

payments for hospital care on behalf of some formerly indigent patients. 

/3 
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TABLE 2 

PROJECTED REVENUE FROM IOWA STATE • U>CAL REVENUE STRUCTURE, 

1970 and 1975, ASSUMIR; NO CHAmE IN TAX RATES OR OTHER PROVISIONS8 

( in millions of dollars) 

Actual Projected 
Source 1964/65 1970 1975 

b Property 413 493 572 

Incomec 63 99 144 
Individual 57 88 130 
Corporate 6 11 14 

Sales and Used 95 108 122 

Other taxese 189 235 270 

Total taxes 760 935 1,108 

Charges and misc. 
f 

165 218 272 

Federal aid 141 179 216 

Total, all sources 1,066 1,332 1,596 

uProjections reflect only growth in Iowa economy. 

b 
Property tax rate held constant at levels recorded for 1965-66. Increases 

reflect expected expansion of taxable values. 

C 
Projections include the impact of 1965 changes regarding withholding and 

rate adjustments. 

d 
Projections allow for 1965 base changes. 

elncludes cigarette tax, inheritance tax, insurance premium tax, motor 
fuel and liquor levies. 

£ 
Includes license fees, tuition, hospital charges and the like. 
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Given no rate changes in the property tax, tax payments will, 

nevertheless, rise by $159 million or 38 percent between now and 1975. 

The property tax is and for some time will apparently continue to be the 

mainstay of the state-local revenue system in Iowa. In 1964, the property 

tax revenue of local governmental units accounted for 54 percent of 

total state-local tax revenue. For 1975, the comparable projected 

percentage is 52 percent. 

Comparison of 1964/65 actual tax receipts with thos e projected for 

1975 for the retail sales and complementary use tax indicates some increase 

over the next decade. For the rate of increase, however, is considerably 

below that expected for the income taxes. Because of the limited scope 

of the sales tax (i.e., largely exempting consumer services), the percentage 

increments in collections over time are normally less than the corresponding 

increments in the leading measures of economic growth. 

Total state-local taxes in Iowa in 1964/65 amounted to $276 per capita. 

If the Census' estimates of population in 1970 and 1975 are realized, the 

projection of total tax revenue for fiscal 1970 and 1975 indicates that 

per capita payments will be $333 and $377, respectively. Employing an 

alternative measu~e of general tax level changes, namely, state-local tax 

receipts as a percentage of personal income received in the state, in 

1964/65 this ratio was 11.6. For 1970 and 1975, the projected ratios 

are 12.0 and 11.9, respectively. In short, tax payments relative to 

population are expected to increase substantially over the course of the 

next decade. However, because of economic expansion, state-local tax 

collections in Iowa, when expressed as a percentage of personal income, 

are projected to remain almost constant. 
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IV. EXP-ENDITURE-REVENUE BALANCES 

When the projections of expenditures are combined with anticipated 

revenues, the emerging problems of Iowa state-local finance are evident. 

Table 3 gives a sunmary of the "most likely" projections of expenditures 

and revenues for 1970 and 1975 and indicates the additional tax revenue 

requirement necessary to cover expenditures. According to table 3, the 

existing structure of state-local taxes will fall short of providing 

the revenues likely to be needs in 1970 and 1975 by $148 million and 

$266 million, respectively, or about $30 million annually, on the average. 

This gap ~!!£l include any allowance for replacement revenues should 

it be considered desirable to reduce or remove one or more taxes in the 

present structure. For example, the repeal of the personal property tax 

on household furnishings and machinery and equipment would impose an 

additional tax requirement of approximately double the projected gap 

under the present structure, or a total of some $60 million annually. 

Working at least initially, with the $30 million annual deficiency, 

the issue is: what kinds of state and/or local taxes can be employed to 

close the expenditure-revenue gap and which are most . likely t-o be usea110 

A. Local Property Taxes 

It does not require much research to conclude that local property 

tax levies in Iowa have risen substantially in recent years. Whenever 

expenditure requirements have exceeded fiscal resources at the local 

levels, 

10 
An appraisal of the desirability of these likely occurrences, from the stand-

point of state-local tax policy objectives, is to be included in the Staff 
Papers dealing with individual components of the revenue structure • 

16 
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TABLE 3 

IOWA STATE-U>CAL BUDGETARY REQUIREMENTS: 1970 and 1975 
(in millions of dollars) 

Item 1970 

Expenditures (Table l)a 1,480 

Less: 

Non-tax revenues (Table 2) 397 

Tax revenues under present structure (Table 2) 935 -
Total revenues 1.332 

Equals: 

Additional requirement lli. -
a · 
"Improvement" model projection • 

11 

1975 

1.862 

488 

1.108 

1.596 

lli. 
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the most likely action was an upward rate adjustment simply because 

the property tax rate is determined as a residual. In other words, 

once expenditure needs are determined, and state aid and nonproperty 

tax and other nontax revenue sources are estimated, the resulting difference 

is the amount to be raised by the property tax. The rate is calculated 

by -0imply dividing the aforementioned difference by the assessed value of 

taxable property. Moreover, since the rate adjustments are relatively 

gradual and small in contrast to, say, increasing the personal income 

retail sales tax rates, property tax rate increases have been and probably 

will continue to be the path of least resistance. 

Based on rate increases in the recent past, but considering also 

the forces of resistence operating to narrow the tax base through exeq,tions 

and limitations, it would seem reasonable to expect property tax rates 

to increase sufficient to produce $60 million of additional revenue, i.e., 

above the, projection appearing on Table 2, by 1975. In other words, the 

local property tax rate increases will probably generate about $6 million 

of incrumented annual tax revenue, on the average over the next decade 

over and above what is attributed to the normal expansion in the tax base 

due to economic growth. Clearly, the local property tax rates will 

!!.2S, be increased sufficiently to close the Iowa state-local revenue-expenditure 

gap. Indeed, there is strong evidence on economic grounds to question 

whether or not the local property tax, in its present form, should be 

called upon to provide any of the additional revenue requirements. Thus, 

other kinds of tax increases or new taxes will be necessary. 

I f 
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B. Local Non-Property Taxes 

• According to the Bureau of the Census, Iowa local nonproperty taxes 

• 

• 

produce revenues equal to 1.4 percent of total local tax collections. 11 

With increasing pressures on the local property tax, some attention in the 

near future may be focused on the various alternative forms of local 

nonproperty taxes as a means of modestly strengthening the sources of 

revenue for Iowa local units, particularly in counties with large urban 

areas. Since the state presently imposes both personal income and retail 

sales taxes, local supplements to either or both of these levies would 

probably be preferable to an independently administered tax. Permission 

for Iowa local governments to impose non-property taxes must, of course, 

come from the state legislature. Estimates are in the process of being 

prepared on the productivity of various types of local nonproperty taxes. 

But even in their absence, it seems certain that !!.2. local nonproperty 

tax could conceivably produce revenues of the magnitudes indicated in 

Table 3. In short, what projected expenditure-revenue gap exists after the 

likely impact of property tmc rate increases is considered will have to 

12 be closed from state-imposed, state-collected tax sources. 

C. State Taxes 

It would be premature at this point in the study to "guess" what 

adjustments in the state's tax structure would likely be made to secure 

the required annual revenue increment,!.!!~ absence Bi!!. positive~ 

11 
Governmental Finances in 1963-64, Series G-GF64-No. 1. 

12
This does not preclude, for example, the possibility of entirely new 

federal aid programs to states, such as sharing in the federal personal 
income tax collections. However, programs such as these are not yet 
visible on the horizon • 
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reform program. An optimal package of Iowa state-local finance would be 

• one which de-emphasizes the property tax, is conducive, insofar as possible, 

to economic growth, produces increasing revenues automatically at rates 

• 

• 

at least equal to the rates of growth in income, and distributes tax 

liabilit·ies among individuals and businesses in some rational and acceptable 

fashion. The simultaneous attainment of these several goals is possible, 

if at all, only after an intensive review, analysis and appraisal of the 

individual components of the state's tax structure. 

Table 4 below indicates, for the sake of illustration, some samples 

of possible tax adjustments and their net revenue effects. They are presented 

here as alternatives, but several n~y be considered in combination or 

singly. It should be remembered, in closing, that simply meeting the 

indicated revenue requirement for the next decade will do nothing toward 

removing the tax inequities and tax obstacles to economic growth. To 

the extent that these problens are solved only through the removal of 

present taxes, the magnitudes of the revenue requirement facing the State 

of Iowa in the decade ahead is substantially greater than fl'eviously 

13 indicated. 

13 If the entire tax on personal property were to be replaced, for example, 

the annual expenditure-revenue gap would approxir.lllte $100 million • 
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TABLE 4 
ESTIMATED ANNUAL NET REVENUE EFFECTS 

OF SELECTED IOWA STATE-LOCAL TAX STRUCTURE ADJUSTMENTS 

Tax Adjustment 

1. PERSONAL INCOME TAX: 
a) Eliminate deductibility of federal 

income tax paid ••••••••••••••••••••• 
b) Substitute 3% flat rate tax on 

federal adjusted gross income less 
$600 taxpayer and dependent 
exemptions . . ...•...•.....•......•.•.• 

c) Substitute 4% f l at rate tax on 
federal adjusted gross income less 
$1,000 taxpayer and $500 dependent 
exeII1ptions, •.••••••••••••••••••••••• 

2. SALES AND USE TAXES .: 
a) Increase rate to 3%, extend tax 

base to include selected personal 
consumer-type services (e.g., 
laundry and dry cleaning, auto 
repair and parking, etc.), and 
exempt $600 of taxable purchases 
per person via $6 credit or rebate 
on personal income tax ••••••••••••• 

b) Increase rate to 3% 
c) Extend sales tax base to include 

selected services •••••••••••••••••• 

3. CORPORATE NET INCX>ME TAX: 
a) Reduce rate to 3 percent, eliminate 

federal income tax deductibility, 
adopt 2-factor (payrolls and 
property) allocation formula, and 
impose 2 percent tax on gross margin 
or value added as minitlllm alternative 
levy (i.e., corporation would compute 
both taxes and pay the higher of the 
two) .•..•.••...••..•••...... , , •... , . • 

b) Retain present rate and statutory 
provisions and impose the minimum 
alternative 2% gross margins tax ••••• 

c) Repeal net income tax and impose 
3 percent gross margin or value added 
tax . .........•...•..•. • • • • • • • • • • • • • • • 

Net Increase in Tax Yield 
(In millions of current dollars) 

12 

37 

53 

55 
52 

12 

42 

34 

47 
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TABLE 4 (Cont.) 

Tax Adjustment 

4. PROPERTY TAX: 
a) Exempt tangible personal property 

except inventories ••••.•••••••• ,. ••••• 
b) Exempt machinery, equipment, tools, 

dies, inventories, etc., from local 
property tax and impose specific 
state levy only on machinery and 
equipment at $9 per $1,000 of 
original cost and on inventories at 
$18 per $1,000 of book value (rates 
should approxin~te the average 
state-wide effective rate on real 
property) .................•......... 

Net Increase (Decrease) in Tax Yield 
(In millions of current dollars) 

(45) 

28 
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~-™STATE-LOCAL~ STRUCTURE-- EQUITY CONSIDERATIONS 

Note: This document sumnarizes the results of the staff research on the 

incidence (i.e., the burden by income class) of the Iowa State and local 

tax structure. It constitutes the second of the two nprimaryn or "framework" 

studies of the proposed research program. Subsequent reports will dea l with 

specific components of the tax structure. 

I THE OBJECTIVES OF THE EQUITY STUDY AND ITS MAIN: FINDiti,;S 

The analysis of the estimated distribution of tax liabilities among 

income groups in Iowa is intended to provide answers to the following 

questions: Is the present tax structure regressive, proportional, or 

progressive in its overall distribution of but ~en? To what extent does eech 

major component of the present tax structure contribute to the overall 

distributional pattern? What proportion of the total tax collections are 

"exported" from the State and, consequently, borne by others then the 

residents of Iowa? Does the distribution of tex burden borne by Iowa 

residents follow some rational pattern and is it consistent with accepted 

notions of '1fairness 11 ? In addition, and equally important, the analysis 

suggests the general direction which future tax policy should take to 

improve the equity and alleviate the projected revenue deficiency. 

A. The Main Findings 

1. As a result of the provision for the deductibi l ity from business 

or personal income for federal income tax purposes of specified State and 
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local tax payments, almost one fifth ($131 million) of Iowa State and local 

tax collections are :,borne" by the federal government. Another 8 per cent 

($56 million) is the responsibility of nonresidents who pay Iowa's taxes 

via purchases of goods produced in Iowa but sold out of the State. In total, 

Iowa residents, in their capacity as either consumers, producers, or owners 

of property, carry approximately 75 per cent of the actual burden imposed 

by Iowa truces. For 1964/65, this amounted to $539 million out of a total 

$726 million of tax collections. 

2. As indicated in Table 3, Iowa's present State-local tax structure 

is steeply regressive (i.e., tax burdens expressed as a percent of household 

income decline as income increases) throughout the income range up to 

$15,000 and progressive thereafter. The "average" family with income of 

$5,000 has State-local tax burdens relative to income ~hich are 60 per cent 

greater than the 11average' 1 family with income above $10,000. The regressivity 

at household income levels below $5,000 is even more pronounced with taxes 

absorbing over 20 per cent of income. 

3. The local property tax, particularly on residential real property, 

is primarily responsible for the overall regressive pattern of tax burden 

distribution. In the first place, it accounts for over 50 per cent of the 

total tax payments actually borne by all Iowa residents (Table 1), and, in 

the second place, housing expenditures constitute a larger proportion of 

income of the lower income groups than of higher income groups. By compariscn 

to the only other major tax source which distributes its burden regressively, 

namely the retail sales and use tax, the property tax is seven times as 

significant a contributor to the overall distribution pattern. The policy 
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implication seems clear: as the major source of inequity in the existing 

State and local tax structure, any increased reliance on property taxation 

is an alternative to be avoided (assuming Iowa does not want to reinforce 

the already substantial regressivity of ito tax structure). 

4. The retail sales and use tax is mildly regressive throughout the 

income range (see Table 3). The tax could be made roughly proportional 

in its distribution, i.e., absorbing about the sa~e percentage of income 

in each income group, if over-the-counter exemption of food purchases for 

home consumption were provided or in~ of this exemption, an equivalent 

retail sales tax credit or rebate were instituted. 

5. As would be expected, Iowa's individual income tax is slightly 

progressive throughout the range of income classes (see Table 3). The 

percentage of income absorbed by the income tax extends from 0.1 per cent 

for households in the lowest income group to 1.5 per cent for the group in 

the highest income bracket. But because the income tax provides less than 

10 per cent of the total tax payments of Iowa residents, its distributional 

effects have little influence on the shape of the overall distributional 

pattern. The reciprocal offset provided by deductibility of the State 

income tax under the Federal income tax and of the Federal income tax under 

the State income tax is of substantial importance in reducing the 

progressivity of the State Individual income tax. 

6. The remaining sources (mainly motor fuel, cigarette, beer, liquor, 

insurance premiums and inheritance taxes) of State and local tax revenue are 

individually of minor significance. But in the aggregate, they account for 

over one quarter of the total burden of tax col~ections imposed by the Iowa 
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tax structure. Because these imposts - (the. inher.it:.ence- -tax excepted) 

distribute their burden in accordance with the taxpayers' consumption 

patterns, i.e., the various uses of income, they add an additional element 

of regressivity to the overall distribution. The ri~tor fuel tax and 

vehicle licenses, however, might better be considered user charges which 

are designed to distribute their liabilities in accord with the extent 

of actual use of the services provided by the highway network. In other 

words, the benefit principle seems appropriate in this case. Deduction of 

these charges from the distribution would reduce somewhat the severity of 

the regressive character of 11all other taxes. 11 

7. If only equity (i.e., the treatment of the higher incorae groups 

compared to the lower income groups) were at issue in the formulation of 

Iowa tax policy, the direction is clear: place increased reliance on the 

income taxes, both individual and corporate, and reduce, to whatever extent 

possible, the relative importance of the local property tax. Before this 

position can be completely substantiated, however, an evaluation of the 

structural features of the individual components of the Iowa State-local 

tax system is necessary. This inforraation will provide answers to such 

questions as: What are the comparative economic effects of alternative tax 

adjustments? Are adrr~nistrative considerations -- including compliance costs 

to the taxpayer as well as enforcement costs to the government -- of equal 

weight in each of the tmt alternatives? Does any one levy have a greater 

degree of public acceptability? What economic groups would receive the 

benefit of a rollback in property taxation? Finally, can the present State­

local tax structure be reformed, in conjunction wi~h cl program of tBJ{ revenue 

increases, to make it less inequitable? 
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II. SCOPE AND METHODOLOGY 

A. The Equity Concepts 

Equity in taxation refers to the fairness of the tax system and of 

individual tax measures. Tax systems are generally considered fair when 

tax liabilities vary in some reasonable relationship to a prescribed 

circumstance of the taxpayer or taxpaying group. It follows that where 

circumstances are similar, tax liabilities should also be similar. This 

nequal treatment of equals" or horizontal equity is particularly applicable 

to an evaluation of specific tex measures. Thus, for example, under Iowa's 

retail sales tax, taxpaying units having the same emount of consumption 

expenditures should pay the same amount of sales tax. To the e,ctent 

equal-circumstance groups do not pay the same sales tax (e.g., if some 

purchases are exempt or otherwise excluded) horizontal equity is violated. 

• Each major individual and business tax in the Iowa State-local tax structure 

is being examined for violations of the rule of horizontal equity. The 

• 

focus of the staff research under consideration here, however, is not 

horizontal equity but rather vertical equity -- the treatment of the taxpayers 

l 
in the lower income groups compared to taxpayers in the higher income groups. 

In brief, the interpretation of the applic~tion of the principle of 

vertical equity to the to:t structure is that the burden of general truces 

should be distributed among tmcpaying groups (families and individuals) on 

the basis of their respective abilities to pay, and that income is the most 

1see, "The Incidence of Iowo State and Local Taxesn by J.A. Dockel, 
Mary Faden, and Charles Heyer. The study also includes a four-group 
breakdown of occupational groups • 
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2 appropriate measure of the ability to pay taxes. Thus, as income increases, 

the ability to pay taxes increases at least at the s ame rate as income 

increases.
3 

The degree of vertical equity is measured by con~aring the 

distribution of effective tax rates, i.e., average ta,c payments, expressed 

as a percentage of income, of each income class. The overall distribution 

is described as regressive if tax payments as~ percentage of income decline 

as income decreases; it is proportional if tax payments absorb an equal share 

of income for the different income groups; and, it is progressive if tax 

payments as a percentage of income increase along with incomes. 

B. Impact, Incidence and Shifting 

Needless to say, tllX statutes do not automatically define tax burdens. 

The individual or business paying a tax is not necessarily the same individual 

or business bearing its ultimate burden. In the terminology of public 

finance, there is a critical distinction between the impact of a tax (i.e., 

the point at which the first €ffects are experienced) and its incidence or 

final burden. If there is a difference between the impact and incidence of 

a given tax, a process known as shifting has occurred. Tax shifting 

operates through price adjustments, i.e., either as an increase in the price 

of things sold or a decrease in the price of things purchased. 

2The question of the proper definition of income is explored in detail 
in the staff report, .21?.• ill_. 

3Another criterion of equity is benefits received, whereby tax liabilities 
reflect benefits from particular governtnental programs. Tax payments are 
related to the costs associated with the actual use of the service by particular 
taxpaying units or groups. Highway financing on the basis of metered highway 
use as measured by motor fuel cornsumption is perhaps the best illustration 
of an attempt to employ the benefits received principle as a guide in the 
formulation of tax policy. The scope of additional benefit financing of public 
services in Iowa is clearly limited, even if it were considered desirable to 
extend the application of the concept. 
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Three forms of tax shifting are taken into account in the study of 

the incidence (final burden) cf State-local taxes in Iowa. In the first 

place, Iowa taxpayers are permitted to deduct several Iowa-imposed taxes 

(primarily income, retail sales and property taxes) from the base of the 

Federal income tax. Without this provision, Iowans and citizens of other 

states as well would pay substantially higher federal taxes than they 

otherwise do. Consequently, the burden of taxes imposed by Iowa governments 

is less, by the amount of the, estirnated Federal offset, than the amount of 

actual tax collection. These offsets are said to be shifted to the 

Federal government. 

The second type of shifting considered in this study occurs when 

State-local taxes increase the prices at which Iowa businesses sell their 

products. Most of these tax-induced price increases are borne by Iowa 

residents. But as a result of Iown firn~ selling products both in and out 

4 
of the State, some are borne by non-residents. 

The allocation of 1964-65 tax collections between Iowa residents and 

non-residents (including the Federal government) is given in Table 1 

(on p. 8). 

Finally, certain business 11cost 11 taxes may not be shifted forward to 

consumers in the form of higher prices because of competitive ~arket 

conditions. Rather, they arc absorbed by the owners of the enterprise in 

the form of lower profits and/or incomes. Recipients of profits and income 

4 To be sure, Iowans also bear some of the shifted portion of taxes 
imposed by other states. Concern here, however, is with the equity of 
taxes over which Iowa has control. The. same rationale accounts for the 
exclusion of federal taxes froni the Iowa incidence llnnlysis. Moreover, 
the federal tax provisions are invariant with respect to geographic 
location • 
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Table l 

ESTIMATED ALI.OCATIONS OF IOWA STATE AND LOCAL TAXES 
BY TYPE OF TAX, 

1964-5 (Millions of Dollars) 

Allocation of Burden 
Tax Iowans Nonresidents Federal Government 

Retail Soles and 
Use 'I'ax 69.1 6.2 18.0 

Personal Income Tax 39.6 1.1 7.4 

Property Tax 280.9 35.8 89.l 

Other Taxes 149.4 13.1 16.0 

Total 539.0 56.2 130.5 

Total 

93.3 

48.1 

405.8 

178.5 

725. 7 

Note: The conceptual issues and statistical procedures involved in deriving 
the above allocation are discussed in the staff report,££• ill• 

of Iowa-based basiness operations are not infrequently nonresidents. The 

extent to which the incomes of nonresidents are reduced by the imposition 

of Iowa taxes is also accounted for in the incidence study. 

A sumnary by major tax of the allocation of 1964/ 65 Iowa tax collections 

paid by Io"t-ia households and businesses and of the eJ:tent of shifting is given 

in Table~ (on p.9). 

C. A Caveat 

It should be explicitly stated that any incidence analysis (i.e., the 

distribution of the ultirr~te burden of state-local taxes .by income groups) 

..3o 
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Table 1 

ESTIMATED INCIDENCE OF IOWA STATE AND LOCAL TAXES 
ON HOUSEHOLDS AND BUSINESS, 
1964/65 (Millions of Dollars) 

T.L\XES PAID BY Allocation cf Burden 
IOWA HOUSEHOLDS Households Nonresidents Federal Government 

Retail Sales 
and Use 58.5 6.9 

Personal Income 39.6 1.1 7.4 

Property 94.2 10 .8 

Other 130.4 3.3 

All Tnxes 322.7 1.1 28.4 

TAXES PAID BY Iowa Iowa 
IOWA BUSINESS Consumers a Ownersb Nonresidents Federal Governoent 

Retail Sales 
and Use 5.6 5.0 6.2 11.1 

Property 37.3 149.4 35 .8 78.3 

Other 10.8 8.2 13.l 12.7 

All Taxes 53.7 162.6 55.1 102.1 

Total 

65.4 

48.1 

105.0 

133.7 

352.2 

Total 

27.9c 

300.8 

44.8 

373.5 

8
Business '1cost 11 taxes shifted forward in the for ri1 of higher prices to Iowa 

consumers. • 

bunshifted portion of business taxes. 

C 
Retail sales and use taxes on business purchases. 

Source: Staff Repor t, .2£• ill· 

3/ 
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is based on certain specified assumptions regarding the shifting of taxes 

from those who bear the statutory liability to those who experience the 

true economic burden. ~bsolute precision in the determination of shifting and 

resultant distributional patterns has never been accomplished. Indeed, it is 

doubtful it ever will be. Nevertheless, equity considerations, albeit somewhat 

approximate, are extremely important for purposes of tax policy recomnendations, 

particularly when the ratio of taxes to income on the average in Iowa exceeds 

ten per cent and there is projected need for additional tax revenue. The 

several shifting assumpticns made in this study follow the mainstream of 

scholarly opinion adapted to the· practical situations found in Iowa, and 

the results, given the ~cisting tax structure and the income and expenditure 

patterns of the State's .families and individuals, are in general conformity 

5 with expectations • 

III. THE BURDEN OF IOWA STATE-LOCAL TAXES 

Table 3 sunmarizes the results of the re~earch into the incidence of 

the Iowa State and local tax system at 1964/65 tax rates end collections. 

Figure 1 graphically portrays the distributional pattern. The present tax 

structure is regressive over an income range which includes over 97 per cent 

of the State's taxpaying units (families and unrelated individuals), i.e., 

the resulting overall pnttern of effective rates decreases as incomes 

increase. 6 

5The limitations of the incidence analysis are developed in detail in the 
staff study, .2£.• ill• 

6The same pattern emerges even if the very lowest inco□e groups are isnored 
on the grounds that most of the taxpayers in this group are either welfare 
recipients, households with temporarily low incomes, o:r one-person ,:households • 11 
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Table 3 
ESTIMATED DISTRIBUTION OF IOWA STATE AND LOCAL TAX BURDEN, 1964-5, 

AS PERCENT OF HOUSEHOLD INCOME BEFORE TAXESa 

(averages for income classes) 

All Personal All 
Number of Iowa Property Retail Sales Income Other 

Income Class Households Taaes Tax Taxh Tnx Taxesc 
(1) (2) (3) (4) (5) (6) 

(dollars) 

Less thlln 1,000. 133,312 47.3 29.0 4.7 13.6 

1,000 3,000 202,744 18.5 12 .1 1.9 0.1 4.5 

3,000 - 5,000 196,919 12.5 7.1 1.6 0.5 3.3 

5,000 - 7,000 197,877 9.4 4.6 1.3 0.9 2.6 

7,000 ·~10,000 103,547 8.3 3.7 1.2 1.1 2.4 

.0 ,000 -15,000 54, 26l~ 7.8 3.4 1.1 1.2 2.2 

.5, 000 and Over 23,616 8.9 3.7 1.1 1.5 2.7 

TOTAL 912,279 1.4 

I 
Data from Staff Paper by J.A. Dockel, M.!lry Faden, and Charles Meyer. 

) 

Includes use tax. 

~ainly taxes paid by consumers-cigarette, beer and liquor taxes, rooter fuel taxes 
and the iike. 

l 
Weighted overages. 

iote: The distribution reflects only that share of total tox collections which is 
~stimated to fall on Iowa residents (see Table 1) • 

..33 
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Tmczs on property, which account for over 50 per cent of the total 

direct net burden of Iowa State-local taxes, exercise a pronounced 

influence on the overall pattern. The major reason for the regressive 

character of the property tax, expecially that cor:.ponent levied against 

residential real estate, is that expenditures on housing or shelter, whether 

rented or owned, are generally income inelastic. As incomes increase, a 

less than proportionate increase in housing expenditures is made. 

The direct net burden of the Iowa retail sales and use tax is estimated 

at 74 per cent of total collections in 1964-5. It was allocated to consumers 

on the basis of outlays on taxable purchases. Contrary to popular belief, 

the distributional pattern of the Iowa retail sales and use tax is only 

mildly regressive owing to the exclusion of a substantial fraction of the 

total of consumption expenditures .... shelter, medical care, services, etc~ 

The pattern could be made roughly proportional through the exemption of food 

purchases for home consumption, or, alternatively, per capita credits or 

rebates for the tax paid on basic necessities. An estimoted $10.6 million 

of retail sales and use tl\X collections is derived from the intermedictc 

purchases of Iowa businesses. Over half of this amount is assumed to be 

shifted forward to consuming household units. 

The effective rates for the Iowa personal income tax are mildly progressive 

throughout the income range. It constitutes the only consistently progressive 

element in the entire tax structure. But despite the apparent graduation in 

the statutory rates, the tax absorbs on the average a maximum of only 1.5 

per cent of income at the highest income clnas -- $15,000 and over. At 

these higher levels, the Federal tax offset and reciprocal State provision 

become increasingly significant in the determination of the State-local tax 

burden. 
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Figure 1 

ESTIMATED DISTRIBUTION OF IOWA STATE !-.ND LOCAL TAX BURDEN, 1964-5, 
AS PERCENT OF HOUSEHOLD INCOME BEFORE TAXES 

(averages for income classes) 
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Table 3 (and Figure 1) also indicates the distributional pattern of 

11All Other Taxes 11 levied in Iowa-- cig;:irette, liquor, beer, insurance premium 

taxes, and the like. Because the burden of these taxes is generally borne 

via the spending process, they have been allocated according to the 

distribution of taxable expenditures among income groups. Cigarette tax 

collections, for example, are apportioned among the various income groups 

on the basis of the estimated distribution of expenditures for tobacco 

products. In total, this 11package" of taxes is visibly more regressive 

than the retail sales tax. 

IV. SUM11ARY AND CONCLUSION 

In brief, Iowa has a troc structure which rates as inequitable when 

measured by the ability to pay standard: tex payments as a percentage of 

• income decrease as incomes increase. And the n~jor source of the inequity 

is the local property tax, whi"ch produces over one-half of the tax revenue. 

The property tax is also very likely the roost deficient element, from the 

point of view of adverse economic effects, of the Iowa State-local tax 

structure. Yet, in the absence of a positive tax reform progran, heavier 

reliance on the property tax will again prove the path of least resistance. 

• 

The present tax structure contains two broad-based levies which could 

be used to implement a program designed to enhance tax equity as well as 

provide additional revenues. The personal and corporate income taxes and 

the retail sales and use taxes distribute their burdens in approxili1llte 

accordance with widely accepted standards of fairness and equity in taxation. 

Their yields are also responsiv0 to growth in the State's economy. Provided 

certain necessary structural adjustments are realized under these levies, 

they could be employed (a) to support increased e~penditure requirements, 
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I 

(b) to move in the direction cf a rational and acceptable pattern of burden 

distribution, and (c) to provide replacement revenues for de-emphasizill8 

the roost objectionable elements of the Iowa State-local tax structure. 

These structural adjustments are the focus of the series of research studies 

to follow • 
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1. Measuring property tax 11burdens11 by the ratio of net property 

tax levy (gross levy less homestead, agricultural land and military 

credits) to personal income received in Iowa indicates that the current 

level is lower than that borne in the pre-1940 period. In recent years, 

however, the ratio has been increasing, which suggests that the rate 

of growth in the net property tax levy has been greater than t~~ corresponding 

rate of growth in Iowa personal income. 

2. Over time, the Iowa local p~operty levy has become increasingly 

a tax to finance primary and secondary education. Almost 60 per cent 

of the gross levy is accounted for by school districts. 

3. Per capita property tax revenu_e of $146 in Iowa exceeds the 

U.S. average by $35. In contrast, per capita nonproperty tax revenues 

of $113 is below the U. s. average by $25. Thus, compared to the rest 

of the nation, Iowa places more reliance on the property tax as a source 

of tax revenue. 

4. Iowa is also above the national average in the distribution 

of revenue responsibility attributable to the different levels of government. 

One half of the total revenue in Iowa originates at the local level --

the national average is 44 per cent. 

33 

• 
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S. Real property currently accounts for 84 per cent ($341 million) 

of the total property tax base. The remainder, 16 per cent or $67 million, 

is derived from the tax on personal property. A disaggregation of revenue 

from the taxation of tangible personalty (Table IV) shows the importance 

of inventories, livestock and farm machinery in the total picture. These 

items alone account for two-thirds of the levy· on all tangible personalty. 

6. Based on the best evidence available, the variety and magnitude 

of property tax exemptions in Iowa accounts for approximately one-third 

pf the current property tax rate. In other words, if ill exemptions were 

eliminated and ill property made taxable, the present rate on non-exempt 

property would be about two-thirds of its present level. The primary 

burden of providing property tax exemptions is borne by owners of taxable 

property • 

7. Property tax credits (homestead, agricultural land, and a portion 

of the veterans' exemption), on the other hand, do not add directly to 

the burden of the owners of non-exempt property, because they are financed 

out of the State general fund. 

8. The credit provisions, being based on millage rates, may provide 

an incentive to underassess property. 

9. The large number of exemptions permitted under the so-called 

"Moneys and Credits11 tax (Iowa's version of a tax on intangibles) makes 

the levy grossly inequitable and virtually impossible to administer ·efficiently. 

10. There is substantial geographical inequality in effective property 

tax rates (i.e., tax levy as percentage of market value) in lmfa. The 

estimated countywide median rates ranged from a low of 1.0 per cent in 

Carroll County to a high of 2.6 per cent in Wapello County9 Differences 

in property tax rates seem to be best explained by variations in the amount 

• 
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of taxable property per capita (capacity) and in the percentage of 

elementary school students enrolled in private schools. Family income, 

the degree of industrialization and population shifts are of less importance 

statistically in explaining variations in property tax rates. 

11. The only effective and efficient means of reducing property tax 

inequalities, assuming this to be a desirable objective, is a system of 

state grants to local units, financed out of general revenues with the 

distribution based .on some measure of need. 

12. The complete exemption of personal property from the local property 

tax with the revenues being replaced by state aid would tend to favor 

rural counties, but not necessarily the counties with disproportionately 

high effective tax rates. 

13. The Iowa local property tax is markedly regressive when measured 

• against the distributional pattern of household money income. This is not 

surprising when the majority of the tax is essentially a sales tax on 

housing consumption, and poorer families spend proportionately more of 

their income on housing than richer families. On the other hand, the 

benefits from expenditures (especially education) financed from the local 

property tax are markedly progressive in their incidence. 

• 

14. Substantial reconstruction of the Iowa local property tax 

requires the weighing of the advantages and disadvantages among alternative 

fiscal measures. It seems clear, however, that the decision to continue 

with the property tax as it exists presently may not be the best -of all 

possible choices • 
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INTRODUCTION: HISTORICAL PERSPECTIVE 
•• > 

Perhaps no major fiscal device, in Iowa or in the nation, has been 

criticized at such length and with such vigor as the property tax. Yet, 

the figures in Table I clearly indicate that the levy here (as elsewhere) 

continues to yield increasing amounts of revenue for the support of local 

public services. What are the major criticisms of the tax? Can ·the levy 

be reformed or rehabilitated, or must it be eliminated? These and related 

questions are the context of this report. 

A summary of trends in property tax collections and local government 

expenditures in Iowa is given in Table I. 

Table I. Net Property Tax Levies in Iowa in Current and Constant Dollars 
and as a Percent of Personal Income (Millions of Dollars) 

Year Net Property Levy in Constant Percent of 

1913 
1920 
1929 
1933 
1940 
1945 
1950 
1955 
1960 
1964 

Tax Levy* 

$ 32.0 
96.5 

no.s 
1r .2 
83.4 
98.9 

159.5 
230.4 
345.7 
413. 7 

(1957-59) Dollars Personal 

118.3 4.2% 
126.0 8.1 
165.6 7.8 
155 .2 12.3 
163.5 6.6 
157 .6 3.4 
190.0 4.2 
244.6 5 .4 
331.9 6.2 
382.7 6.5 

Source: For 1913 to 1960, ! Half-Century of Local Governmental Finances: 
~ .£!tt.2.! 12!!! 1910-1960, (Iowa City: Institute of Public 
Affairs and Iowa Center For Research in School Administration, · 
1963), p. 72. For 1964, ~ 1™ Taxpayer, March - April, 1965, 
p. 3. 

* Gross levies minus state payments for homestead, agricultural land 
and military service credits • 

.. 
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The net levies in dollar terms increased nearly ten times between 1913 and 

1960, but a part of the increase can be attributed to inflation. In order to 

adjust for the effect of increases in the general price level, Wright, et.al, 

adjusted the figures to constant dollars (1957-59•100). Even after adjusting 

for inflation, however, the levies increased by nearly threefold. This occurred 

in spite of the almost total withdrawal of the state government from the property 

tax field during the 1930's. 

A comparison of changes in property tax levies over time does not provide a 

satisfactory index of sacrifice on the part of taxpayers. Changes in the ability 

to pay taxes are also of significance. Personal income provides a rough measure 

of ability to pay, and in column three of Table I net levies are given as a 

percent of personal income. Levies were a somewhat larger percentage of income 

• in the 1920's than they had been in the preceding decade. When per capita per­

sonal income of Iowans dropped by more than fifty percent between 1929 and 1933 

the property tax burden became intolerable, even though the dollar amount of 

l~ies declined by thirty percent. Levies accounted for more than eleven percent 

of personal income and tax delinquency was widespread. 

• 

The state government responded by changing the tax structure so as to 

reduce the burden on property owners. In 1934 the General Assembly adopted the 

sales tax and taxes on individual and corporate incomes. Revenues from these 

sources not only replaced the property tax as a major source of revenue for the 

state, but also provided funds for state grants to local governments and for 

the homestead credit, which was adopted in 1936 to provide partial relief for 

homeowners • 

• 
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During World War II declining school enrollment, restrictions on civilian 

resource use , and wartime prosperity combined to hold down the expenditures of 

local governments. Since that time property tax levies have risen at a rapid 

rate in resp_onse to the increased demand for public services and the rising cost 

of providing them. 

The post war ababy boom" has been a major cause of postwar tax increases. 

Average daily attendance in Iowa public schools increased by 42 percent between 

1945 and 1960 and it continues to rise. The shift of population from rural to 

urban communities generates demand for additional public services that are pro­

vided privately or are unnecessary in rural areas. Regions that are losing 

population (over 60 percent of the counties in Iowa lost population between 1950 

and 1960) find the cost of local government does not decline commensurately. 

Finally, the prices of things purchased by state and local governments have 

risen more rapidly than the general price level. This means that state and local 

governments have to spend more to prevent the level and quality of public services 

from declining. 

Another interesting feature of the study by Wright et.al., relates to changes 

in the percentage of gross property tax levies accounted for by different types 

of taxine units. The Technical Appendix to the study contains data on the per­

centage of the total levy accounted for by counties, nrunicipalities, schools, 

and the state. Table II shows these percentages for the same years that appear 

in Table I. The most notable trends have been the decline in the relative share 

of county government and the increase in the share going to schools. The pro­

perty tax is becoming increasingly a tax to support education. Municipalities 

• 
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Table II. Percentage of Gross Property Tax Levies by Type of Taxing Unit 

Year Adjusted Municipal Adjusted State 
County Levy Levy School Levy Levy 

1913 40.0'I. 14.3% 35.6% 10.1% 
1920 32.3 13.6 45.3 8.8 
1929 31.3 13.7 44.4 10.7 
1933 27.8 15.3 46~5 10.4 
1940 36.3 14·.G 44.6 4.3 
1945 31.5 15.2 53.3 -:-
1950 33.l 16.2 50.7 
1955 29.0 17 .o 53.2 o.s 
1960 24.3 l~.1 56.6 1.0 
1964 23.7 17.2 58.2 o.s 

Sources: (1913-60) "Technical Appendix to Iowa Local Governmental Finance 
Studies", (Iowa City: Institute of Public Affairs, University 
of Iowa) pp. 37-8. (1964) Iowa State Tax Commission. 

account for a gradually increasing share. This is not surprising in view of 

the trend toward urbanization. The state has withdrawn almost completely from 

the property tax field. In recent years the only state levy has been for 

veterans' compensation and for servicing the Korean Veterans' Bonds • 

• 
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THE I<l-1A TAX STRUCTURE 

In order to evaluate the property tax in Iowa it is necessary to view this 

tax within the context of the overall structure of state and local taxes. If 

property tax relief is to be provided, either by exempting some classes of pro• 

perty from taxation altogether or by lowering rates on all property through 

additional credits or other forms of state aid, revenues from other tax sources 

will have to be increased. As we have seen, this was done in the 1930's. Iowa 

already has a wide variety of state taxes, including taxes on personal and 

corporate income and retail sales. Thus the tax structure could be altered 

substantially by changing the rates and/or base of existing taxes. 

A brief examination of revenue sources for state and local governments for 

fiscal year 1963-64 reveals the following information about the Iowa tax 

structure: 

1. Per capita revenue of state and local governments in Iowa was 

$363.02, $6.11 above the U. s. average. 

2. Per capita Federal grants were $48.48, $3.79 below the U. s. 

average. These figures refer only to grants to state and local 

governments. Other federal outlays, such as those associated 

with the farm price support program, are not included. 

3. Per capita tax revenue (state and local taxes only) was $259.47, 

$9.72 above the U.S. average. Property tax revenue of $146.04 

exceeded the U. s. average by $35.02, placing Iowa fourteenth in 

a ranking of the states. Per capita revenue from other taxes of 

$113.42 was $25.30 below the U. s. average. 

• 
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Hence the Department of COIIlllerce data show that in comparison with the 

country as a whole Iowa relies more heavily on property taxes and less heavily 

on other taxes. 

Iowa's tax structure can also be compared to the tax structures of other 

states by looking at the percent of revenue originating at different levels of 

government. Percentages originating at the federal, state, and local levels 

are shown in Table III for state and local governments in Iowa, several neigh­

boring states, and the U.S. The data show that nearly one half of the total 

tax and non-tax revenues of Iowa originate at the local level; about four 

fifths of this is from the property tax. Illinois, where local governments 

share in the retail sales tax, and Nebraska, which has neither a state sales 

or income tax, raise a larger percentage of their revenue locally. Minnesota 

and Missouri rely more heavily on federal and state sources. The percentages 

accounted for by property taxes, "7hich are almost exclusively local taxes 

except in Nebraska, are shown in parentheses. 

Table III. Percent of State-Local Revenue Originating at Federal, State, and 
Local Level, Fiscal 1963-64 

Level of Government 
State Federal State Local (Property) 

Iowa 13.3% 36.7°1. 49.97. (401..) 
Illinois 12.2 34.8 53.0 (39) 
Minnesota 13.6 40.8 45.6 (37) 
Missouri 18.0 37.8 44.1 (29) 
Nebraska 16.4 29.7 53.9 (55) 
u. S. average 14.6 41.2 44.2 (31) 

Source: U.S. Bureau of the Census, Goiernment Finances .!.!! 1963-64, 
Washington, D. C., 1965. 

• 
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~ Composition .2! The Iowa Property I.ms 

(a) Although property tax relief could be provided on an equal basis for 

all classes of property, most proposals favor relief for specific classes only. 

In order to provide some insight into the amount of revenue required to replace 

or reduce the property tax on specific types of property, the amount of tax 

levied on various classes of real and personal tangible property in 1964 is 

shown in the following table. 

Table IV. Composition of 'Ihe Iowa Property Tax, 1964 

Percent 
Real Property Tax Due* of total 

(Millions) 

Agricultural land, bldgs. 
Residential lots, bldgs. 
Mercantile lots, bldgs. 
Ind. ' and mfg. plants (includes machinery) 

Total Real Property 

Public utilities 

Total Real plus Utilities 

Personal Property 

Merchants inventories 
Livestock 
Farm machinery 
Furn. and fixtures (mercantile) 
Industrial inventories 
Household furnishings 
Furn. and fixtures (industrial) 
Bldgs. on leased land 
Contractors equipment 
Boats, launches, motors 
Hotel, motel, apt. furnishings 
Other 

$127.9 
100.2 
43.6 
19.3 

$291. 0 

49.5 

$340.5 

$ 16.7 
14.0 
11.5 
8.0 
5.3 
4.7 
2.3 
1.4 

.9 

.4 

.4 

.9 

Total personal property $ 66.5 

Combined total $407.0 
* Levy minus homestead ($29.6) and agricultural land 
Sources: Real property - Iowa State Tax Commission: 

~ Iowa Taxpayer, March-April 1965. 

~7 

31.4% 
24.6 
10.7 
7.4 

71.5% 

11.6 

33.5 

4.1 
3.4 
2.8 
2.0 
1.3 
1.2 
0.6 
0.3 
0.2 
0.1 
0.1 
0.2 

16.3 

tax ($11.5) credits. 
Personal property -

✓7 
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THE BASE OF THE I(lolA PROPERTY TAX 

In principle the general property tax is a tax upon all tangible and 

intangible wealth that poe1esses exchange value. A completely g~eral tax 

would be levied at the same rate on all property valued at market value. 

Obviously no government attempts to levy so general a tax. Some types of 

property are excluded in part or in full from the tax base; other types are 

taxed at preferential rates. The erosion of the property tax base has occurred 

for a variety of reasons. Intangibles and personal property are often exempt 

because of administrative problems. Preferential treatment is also granted to 

improve equity among taxpayers, to favor particular classes of property owners 

such as homeowners and non•profit organizations, to promote economic development 

and institutional change, and, perhaps, to promote other less noble ends. The 

coverage of the property tax varies widely among states and even within states. 

Within-state variation is often the result of discretionary action on the part 

of local assessors, so one cannot always determine the extent of coverage by 

examining the relevant statutes. The property tax is becoming increasingly 

a tax on real estate. In 1961 real estate accounted for 83 percent of all 
1) 

locally assessed property in the United States and 89 percent in Iowa. In 

three states, Delaware, New York, and Pennsylvania, only real property is 

taxed. 
• 

2/ U.S. Bureau of the Census, Census of Governments: 1962, Vol. VII, 
No. is, (Washington, 1964) pp. 2, 110. 

.. 
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Tangible Property 

Tangible property subject to taxation in Iowa includes most residential and 

business real estate and a wide variety of personal property. The assessed value 

of the major classes of real estate subject to tax is shown in Table V. Similar 

data for personal property are shown in Table VI. The market value_ of the 

various classes of real property is difficult to calculate, but a reasonable 

Table V. Total Valuations Less Exemptions of Real Property in Iowa, 1964 
(Millions of Dollars) 

Type of Property 

Agricultural land and buildings 
Residential lots and buildings 
Mercantile lots and buildings 
Industrial and manufacturing plants 
Public utilities 
Railroads 

Total 

Source: Iowa State Tax Conmission 

Valuation 

$2,090 
1,373 

459 
213 
554 

78 

$4,772 

Table VI. Total Valuation, Personal Property in Iowa, 1965 (Million of 
Dollars) 

Type of Property 

Mercantile (Futures and Inventory) 
Livestock 
Farm Machinery 
Industrial and Manufacturing 
Household 
Other 

·Total 

Source: Iowa State Tax Comnission 

Valuation 

$262 
173 
175 
84 
53 
42 

$7G9 
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estimate for .-eal property would be four times the assessed value. This 

estimate is based upon a statewide average assessment - sales ratio of about 

251. 

Changes~~ 

The composition of the property tax base changes over time. Some of the 

changes are due to legislation, court decisions, and administrative practices, 

but changes in the growth rates 9f different components in the base are also an 

important factor. 

In Iowa the assessed value of agricultural land and buildings increased 

only five percent between 1953 and 1963, whereas assessed values of other 

classes of real property - residential, commercial, and industrial - increased 

by over fifty percent. Differences in the rate of growth in the market value 

of the different classes accounts for part of the shift. Residential and indus­

trial realty increased in value at an annual rate of 4.1 percent, compared to 

2.5 percent for commercial realty and agricultural land and buildings. In 

addition, the assessment - sales ratio for farm land declined from about .29 

to .25 over the decade, whereas the ratio remained stable at about .25 in cities 

and towns. 

The assessed value of personal property increased by only eight percQnt 

between 1953 and 1963. Changes in market value of personal property were not 

estimated. 

Changes in the composition of the tax base are of importance to policy 

makers, because when some components of the base grow more rapidly than others 

the distribution of the burden of the tax among taxpayers shifts over time. 

50 
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Should past trends continue a larger share of the burden will fall on owners of 

residential and industrial realty. while agriculture and personal property will 
' 

account for a smaller portion. 

Of course the property tax burden is not distributed among classes of 

property in direct proportion to their importance in the total tax base. First 

of all, urban tax rates tend to be higher than rural rates. Secondly, some 

relief is provided to homeowners and owners of agricultural land through the 

system of tax credits. The effect of these factors ~an be seen by examining 

the data in Table VII. The differences between columns one and tl~o reflect the 

different millage rates applied to various classes; the differences between 

columns two and three show how the state tax credits alter the distribution of 

the property tax burden. 

Table VII. Percent of Assessed Valuation, Levy, and Taxes Due (Levy Minus 
Credits) By Class of Property, Iowa, 1964 

Percent of Percent of Percent of 
Class of Property Assessed Total Levy Tax Due 

Valuation 

Agricultural land, buildings 37.9 31.2 31.6 
Residential 24.3 29.l 24,,7 
Mercantile 8.1 9.0 10.7 
Industrial Real 3.7 4.3 4.0 

Total Real 74.0 74.3 71.7 

Industrial Personal 1.5 1.7 1.9 
Other Personal 13.0 12.9 14.2 

Total Personal 14.5 14.6 16.1 

Public Utility 11.5 11.1 12.2 

100 100 100 

Source: Iowa State Tax Commission 

S/ 
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Exemptions .21 Tangible Property J.n 12!! 

A sizeable amount of real and personal property is either exempt from the 

property tax or granted preferential treatment. All property owned by govern­

ments, including municipal utilities and fair organizations, is exempt from 

taxation. Taxation of property owned by the federal government is prohibited 

by the U.S. Constitution, and the property of other governmentai units is 

granted full exemption by the State. In principle this appears to be justified 

on the grounds that governments, which are financed by taxes; should not have 

to use tax revenue to pay taxes to other governments. The argument is less 

convincing, however, when one considers that different sets of taxpayers are 

involved. The exemption of government property can become burdensome in 

communities where public facilities comprise a particularly large portion of 

the total property base. The federal government in recognition of this problem 

has established a program of grants to school districts in areas with large 

concentrations of federal employees. 

Property owned by charitable, educational, religious, and scientific 

organizations is also exempt under Iowa law. These exemptions are defended 

on the grounds that the organizations involved help raise the quality of the 

population and/or relieve demands on the public treasury by providing services 
11 

that are substitutes for public services. While the policy of exempting such 

property appears to be generally accepted, there is support for stiffening the 

requirements that property must meet in order to qualify. Some non-profit 

institutions own con:mercial property that is rented to private business con• 

cerns or individuals. The proceeds from such property may be used for 

3/State of Iowa. Report of The Iowa Taxation Study Committee, Part I 
(Des Moines, 1956) p. 97. 

• 



• 

• 

13 

worthwhile purposes, but the property enjoys the benefit of tax-financed 

public services while the tax burden is shifted to owners of taxable property. 

This is not necessarily the most efficient way to subsidize tax-exempt institu• 

tions. 

Total exemption is also allowed on REA distribution lines. The effect 

is to shift the burden to owners of rural property and, to some degree, to 

taxpayers in cities and towns. In rural areas the effect is to distr-ibute the 

tax burden according to property ownership rather than use of electricity. 

Partial or total exemption is also allowed on a wide variety of personal 

property. In agriculture exemptions include crops in the hands of producers 

for less than one year, cattle less than one year old, sheep and swine less 

than nine months old, poultry, and farm machinery up to $300 in assessed value. 

One effect of these ·exemptions is to reduce the share of farm property in the 

overall tax base. The exemptions also have the effect of favoring lightly taxed 

farm enterprises, such as grain production, rela~ve to more heavily taxed 

enterprises such as beef cow operations. Other businesses and households are 

also granted partial exemptions. For example, manufacturers' inventories are 

assessed only on that portion representing the cost of parts and materials 

embodied in output. Value added in the production process is not included. 

Tools of trade, private and professional libraries, and household furniture are 

exempt up to $300 of assessed value. Kitchen furniture, beds and bedding, and 

wearing apparel in actual use are granted a full exemption. In practice the 

personal property tax on household goods is applied to a limited variety of 

electrical appliances and musical instruments. The cost of administration, 

both in terms of personnel and taxpayer annoyance, is high. The pres.sure to 

53 
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eliminate the tax, which yields less than two percent of total property tax 

revenues, is strong. 

Data on the value of tangible property exempt from taxation are difficult 

to obtain, because most of the property involved is not assessed. In 1955 

the Iowa State Tax Commission estimated that exempt tangibles had a market 
4/ -value in excess of five billion. Assuming a ratio of assessed-to-market value 

of .3, property on the tax rolls in 1955 had a market value of approximately 

$15 billion. This means that roughly one fourth of the tangible property in 

Iowa was exempt. If these estimates are accurate, the result was an increase 

of about one third in the property tax rate on non-exempt property. 

The exemptions discussed thus far have the effect of limiting the property 

tax base and transferring the impact of the tax ~o owners of non-exempt pro­

perty. In this respect the exemptions differ from the tax credits under which 

a portion of the tax levied on certain classes of property is paid out of the 

state general fund. Revenues for the state general fund are obtained primarily 

from state income, sales, and excise taxes. Renee the burden of a portion of 

the property tax is shifted from owners of property eligible for credits to 

those wao pay state taxes • 

.,!t/Ibid., p. 98. About 20 percent of the exempt property is owned by 
governments (four percent by the u. s. government). Property of non-profit 
institutions accounted for six percent. REA transmission lines and personal 
property account for the remainder. The major categories of exempt personal 
property include motor vehicles (subject to license fees which are based in 
part on value), livestock and poultry. farm crops, and household goods • 
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The homestead credit is the most important. Under it the state pays up to 

a maximum of 25 mills on $2,500 of assessed value on owner-occupied .dwellings. 

This amounts to a credit of $62.50. The appropriation is open ended, which 

means that the credit is paid in full. The cost to the state currently runs in 

excess of $30 million. The tax subsidi~es homeowners relative to renters. 

Since homeowners, on the average, have higher incomes than renters, the credit 

can be said to subsidize a more privileged group within the population. On 

the other hand, the upper limit of $62.50 means that the credit accounts for 

a larger percentage of the levy on lower-valued homes than on expensive homes. 

The homestead credit dates back to the 1930's when many homeowners were in 

arrears in paying property taxes. The credit has been retained during subse­

quent periods of prosperity on the grounds that it stimulates homeownership. 

Presumably homeownership contributes in some way to a more stable community • 

One might also argue that homeowners are more likely to take an interest in 

maintaining the appearance of their property than landlords and tenants. These 

suppositions would be difficult to substantiate. The degree to which the 
I 

homestead credit encourages home ownership is · also difficult to determine. 

Under the agricultural land tax credit the state pays a portion of the 

general school fund levy in excess of 15 mills on agricultural land (in tracts 

of ten acres or more). The credit was adopted in 1946 with a legislative 

appropriation of $500,000. The appropriation has increased over the years to 

its present level of $15 million. In 1965 this amount was sufficient to pay 

38 percent of the school levy in excess of 15 mills. The credit was introduced 

to reduce the resistance of landowners to school reorganizations that incorporated 

• 
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farm land and cities and towns into the same school district. A detailed study 

of the effect of school reorganization on land taxes has not been made, but 

there is evidence to indicate that ever. with the land tax credits taxpayers in 
11 

cities and towns have benefitted at the expense of owners of agricultural land. 

The consequences of tax relief on farm land are discussed below. - The formula 

for distributing the credit is subject to criticism because it is based upon 

millage rates. Tax revenue is the product of the millage rate times the 

assessed value. This means that a given amount of revenue can be maintained by 

lowering assessed valuations and raising the millage rate. If the tax credit 

payable to a county is a function of the millage rate, the county has an incen­

tive to underassess so as to increase its share of the credit. Attempts by the 

State Tax Commission to equalize assessment ratios have met with only limited 

success. Recent legislation limits eligibility for the land tax credit to land 

owned by residents of Iowa. This provision is being contested in the courts, 

and its constitutionality appears to be in doubt. 

The state also provides a partial reimbursement to local governments for 

tax revenue lost because of the various veterans' exemptions. Veterans of 

World War I are allowed an exemption on property with an assessed value of up 

to $750; Veterans of World War II, the Korean War, and various military actions 

of the 19201 s and 1930's are allowed exemptions up to $500. Larger exemptions 

are allowed for veterans of earlier wars. In some cases relatives of veterans 

are also eligible. Five percent of the gross sales of state liquor stores are 

earmarked for the military service tax fund out of which counties are reimbursed 

for lost revenue. Payment is not to exceed 25 mills upon the valuation of 

.2,/Charles W. Meyer, "Geographical Inequalities in The Property Tax in Iowa", 
National Tax Journal, December .1965, pp. 393-4. 
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exempt property. Since the fund is insufficient to reimburse local governments 

in full, a portion of the burden is shifted to owners of non-exempt property. 

Intangible Property 

Intangible property includes c~rrency, deposits in checking and savings 

accounts, stocks, claims against debtors, shares in savings and loan associa­

tions, and other non-physical assets such as patents and copyrights. During the 

nineteenth century a widespread effort was made to include intangibles in the 

property tax base, but the attempts were not very successful and by 1960, 

twenty states no longer taxed intangibles. Twelve states taxed intangibles at 

a special low rate, nine states subjected the yield from intangibles to a flat 

rate income tax, and in only nine states were they subject to the general pro-
2,/ 

• perty tax rate. 

• 

In Iowa some intangibles are subject to the moneys and credits tax. The 

61st General Assembly in 1965 cut the rate from 6 mills to 1 mill. The yield 

from this tax is earmarked to service the I~orean bonus bonds and the Attorney 

General has ruled that repeal would be unconstitutional. Many intangibles are 

exempt from the tax. Those covered include savings accounts, shares in out-of­

state building and loan associations, shares of stock in most out-of-state 

corporations, and a variety of bonds, mortgages, annuities and mature life 

insurance policies. In addition banks are assessed at 60 percent of capital 

stock after deducting the value of real estate owned, and savings and loan 

associations are assessed on the basis of their gross shares after deducting 

the indebtedness of all borrowing membe~s. The five mills formerly levied by 

~/ "Taxation of Moneys and Credits," Iowa Legislative Research Bureau, 
November 1960. 

..57 
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local governments are to be replaced by the 0.75 percent increase in the state 

income tax on taxable income above $9,000. 

The main reason for the demise of the tax on intangibles is the difficulty 

of administering the tax. Assessors are not equipped to uncover intangibles. 

As a result they rely on self reporting. Many taxpayers fail to report intangibles, 

and such widespread evasion tends to spread. This is clearly a tax that vic­

timizes those who are honest, and this fact in itself may justify its elimination. 

The tax on intangibles is also criticized Qn theoretical grounds. Many 

intangibles are either certificates of ownership or claims against tangible 

property that is subject to the property tax. When government taxes both the 

asset and the claim against it the result is double taxation. An obvious example 

is a tax that applies to both a home and the mortgage upon it. In this case 

mortgaged property would be subject to a higher tax than unmortgaged property 

of equal value. Of course not all _intangibles represent claims against tangible 

assets. Money and patents are obvious examples. The value of ownership claims 

reflect the a~ticipated earning potential of the firm which may not be closely 

related to the value of its physical assets. Neverthe°tess, the indiscriminate 

application of a property tax to intangibles can lead to double taxation. 

Finally, in Iowa the number of exemptions allowed under the moneys and 

credits tax is so great as to make the tax grossly inequitable and almost 

impossible to administer. In 1963, it uas estimated that Iowans held 
7/ 

intangible assets worth over $6.6 billion.- Of this total less than 900 

million (excluding bank stock and savings and loan shares) was subject to 

the moneys and credits tax. 

ll "Private Wealth of Iowans by Counties," ~ !!!!! 
Science, March 1964, p. 11. 
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A tax of three or four percent on income from intangibles, to be administered 

in conjunction with the state personal income tax, has been sugeested as an 

alternative to moneys and credits. The proceeds would presumably be returned to 

the local governmental jurisdictions in which the taxpayer resides. Those who 

favor such a proposal argue that it would redress the present imbalance between 

owners of real and intangible property while reducing the widespread evasion 

that occurs under local assessment. However, such a tax would not be · free of 

discrimination. The problem of double taxation has already been cited. In 

addition income from federal securities cannot be taxed by states. Pressure for 

other exemptions would no doubt arise, just as under the moneys and credits tax. 

In particular if the tax applies to dividend income owners of closely held or 

family corporations wou~d object. In addition a large portion of the income 

• 
from stocks is in the form of capital gains which would not be taxed. Perhaps 

this would help cancel some of the double taxation. In terms of revenue a tax 

of three percent would appear to be sufficient to offset approximately the loss 

in revenue from the elimination of the local - levy on moneys and credits. 
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PROPERTY TAX RATES 

Property tax levies are stated in terms of millage rates. The millage 

rate may be defined as the number of mills due in taxes per dollar of assessed ,· 

valuation. To illustrate, sinca.there are 10 mills to the cent a millage rate 

of 100 applied to a tax base of one dollar in assessed value would yield ten 

cents, or ten percent, in tax revenue. Differences in millage rates are often 

cited as evidence of differences in tax rates, but a comparison of millages can 

be misleading. This is because millages are applied to assessed values rather 

than to market values. If all taxable property were assessed at full market 

value, comparison of millage rates would reflect actual differences in the tax 

rates. The evidence indicates that wide differences exist in the ratio of 

assessed value to market value both within and among taxing districts. Therefore 

assessed values must be converted to market values and tax rates must be cal­

culated using market value as a base before meaningful comparisons of property 

tax rates can be made. This adjustment is possible only when reliable data on 

assessed and market values are available. 

Since 1962 the Iowa State Tax Conunission has been compiling data on the 

assessed value and sale price of most of the real property sold in Iowa. 

County recorders supply the data on selling prices, and data on assessed valua­

tions are obtained from assessors. From these figures the Tax Commission cal­

culates average assessment-sales ratios for various classes of urban and rural 

property within -each assessor's jurisdiction. Frequency distributions are 

compiled to show the dispersion of ratios within each assessor's territory. 

• 
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They ar~ a valuable source of information on the degree of variance of ratios 

within coammities. The results are available to the public in the annual 

Summary of Real Estate Aseesement Ratio Study issued by the Conmission. The 

1962 issue contained ratios for urban residential property and improved and 

unimporved farm land. Ratios for suburban residential and c01J1D.ercial property, 

excluded in 1962 because of the small number of sales, were adqed in 1963. 

Ratios for industrial property, public utilities, and personal property are not 

available. 

Results of the study must be interpreted with some caution. The sample is 

limited to properties that are sold during the period of the study. These pro• 

perties therefore are not a random sample and the results could be biased. The 
( 

danger of bias is probably greater for com:nercial property an.d p~rhaps for farm 

land than for most types of residential property. Nevertheless the study is · a 
' 

useful source of information for those concerned with property tax administra­

tion, and the Tax Connnission will undoubtedly make extensive use of the results 
• I 

in its efforts to bring about equalization of assessed valuations throughout the 

state. 

Results from the assessment ratio studies of 1962 and 1964 were used to 

convert assessed values to market values so that property tax rates can be com• 
§.I 

pared. Comparisons of rates applying to different classes of property are made 
9/ 

for 1964, and an earlier study: Comparing rates in each of Iowa's 99 counties in 

!J./ The ratios for 1964 are as follows: ' farm land and buildings, .235; 
residential, 2.39; commercial, 2.86; state average, .242. 

i/ Meyer, .12£.. ill• 
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1962,is sunmarized. The purpose of the following two sections of this 

report is to reveal the amount of variability in the rate at which different properties 

are taxed in Iowa. 

Rates .2!l !!!.! Property 

The average rates on the four major classes of real property in 1964 are 

shown in Table 8. They are given as a percentage of market value. The agri­

cultural land tax credit was subtracted from the levies on agricultural land 

and buildings, and the homestead credit was deducted from the levy on r~sidential 

property. The rates are lower on these two classes than on mercantile and 

industrial property. The reader is warned, however, that the estimates of market 
\ 

value are ·likely to be much less accurate for cotllllercial and industrial property. 

The assessment-sales ratio used to adjust the assessed value of mercantile real 

estate is obtained from a much smaller number of sales, even though it includes · 

Table VIII. Property Tax Rate by Class of Real Property, Iowa, 1964 

Class of Property 

Agricultural Land and Buildings 
Residential Lots and Buildings 
Mercantile Lots and Buildings 
Industrial Realty (includes machinery) 

Rate 

1.45% 
1.79 
2.78 

(a) 2.34 
(b) 1.82 

Average Rate 1.64 

observations made over a three year period (1962-64). Furthermore, mercantile 

property that was sold may not be as representative of the entire class as the 

agricultural and residential property that chang~d hands. No sales data are 

• 
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available for industrial realty. As a consequence two estimates of the industrial 

rate were made. Estimate (a) was obtained by using the statewide average assess• 

ment ratio of .242 to adjust assessed value to estimated market value. The 

resulting rate of 2.34 percent is above all but the rate on mercantile property. 

The .242 ratio was also used to adjust the aggregate assessed value of real pro­

perty to obtain the 1.64 percent average rate on all realty. An alternate method 

of estimation of the rate on industrial realty was used to obtain the second 

figure of 1.S2 percent. This rate ·was obtained by dividing the estimated value 

of the investment in industrial buildings in Iowa into the levy on industrial 

property. The estimate of investment in industrial construction was obtained 

from a study of the Iowa economy conducted at Iowa State 
JJ)_/ 

University. If the estimate is accurate it implies that industrial 

property is assessed at a lower percentage of actual value than other real pro­

perty. Since the estimate is for 1960 and does .!!2,S include investment in land 

or machinery, both of which are included in the base by local assessors, the 

contention that industrial property is underassessed relative to other real 

property is strengthened. 

Geographical Diffeiences !!! Property'!'.,!! Rates - !I ·State 

Accurate data on tax rates in the fifty states are not available because of 

the difficulty of converting assessed values to market values. For purposes of 

comparison, however, some ropgh estimates of statewide rates for 1961 were 

derived from the 1962 Census 2! Governments. The census contains data on 

assessed value after exemptions, and sampling procedures were used to obtain 

J:9./ It estimates investment in construction in excess of one billion 
dollars in manufacturing industries (including food processing) in 1960 • 
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11/ 
estimates of the assessment ratio in each state-:- By dividing the assessed value 

by the assessment ratio, one obtains an approxiniation of the uiarket value of 

taxable property. The statewide property tax rate for each state is then obtained 

by dividing market value into tax yield. The results should not be taken too 

literally, but the method does provide useful insights into the pattern of rate 

variation throughout the United States. 

The rates range from a high of 2.79 percent in Massachusetts to a ,low of 

0.49 percent in South Carolina. To illustrate the magnitude of this difference, 

a piece of real estate valued at 20, 000 would be subject to a tax of $558 at the 

2.79 percent rate and $98 at the 0.49 rate. Iowa, with a rate of 1.69 percent, 

ranks fourteenth from the top behind the six New England states, New Jersey, 

New York, Minnesota, Michigan, and the Dakotas. The Iowa rate exceeds the rate 

in such states as Illinois (1.53 percent), Nebraska (1.39 percent), Indiana 

(1.29 percent), and Missouri (1.08). A geographical pattern is discernable. 

The New England states have the highest rates, but rates are generally high in 

the Middle Atlantic states and the Midwest. Rates below one percent are most 

common in the Southeast and in some of the Western states. 

Geographical Differences .!u Property .I.!2£ Rates .!u 1™ 

The same procedure was followed in estimating the geographical inequalities 

in property tax rates in Iowa for 1962. Assessment ratios for urban and rural 

realty were used to adjust the assessed value of tangible real and personal pro­

perty to market value. Once again reservations about the use of these ratios to 

adjust assessed values of all property to market value are in order. Nevertheless, 

the results do appear to provide useful information about the degree of 

• 
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geographical inequality among Iowa counties. Separate calculations were made 

for property in rural areas and in cities and towns (hereafter referred to as 

urban property). The rural and urban values and taxes due (levy minus homestead 

and agricultural land tax credits) were then added for each county to obtain the 

combined rate for the county. . ' 

The median rate on rural property in Iowa in 1962 was 1.4 percent of esti• 

mated market value, but the range was from~ low of O.G percent (Carroll County) 

to a high of 2.4 percent (Decatur County). Rates in urban areas tend to be 

somewhat higher. This should not be surprising, because local governments are 

required to provide more services for urban residents. The median rate for urban 

property was 1.7 percent; rates ranged from 1.2 percent (Plymouth County) to 3.0 

percent (Wapello County). To illustrate the consequences of this difference in 

.• terms of a parcel of real estate worth 20,000, a rate of three percent results in 

a tax of $600; with a 1.7 percent rate the tax would be $340 and with a 1.2 per­

cent rate, $240. 

• 

For urban and rural property combined the median rate for a county is 1.5 

percent. Average county rates range from 1.0 percent (Carroll County) to 2.6 

percent (Wapello County). In order to examine changes over time a similar study 

was made for 1953. The assessment ratios were obtained from the report of the 
ll/ 

1956 tax study-:- In 1953 the median county rate was 1.1 percent. The lowest rate 

was 0.8 percent (Sioux County) and the highest was 2.2 percent (Decatur County). 

Thus over the decade both the level and the spread in property tax rates 

increased somewhat. 

JJ./ Report .2£. Sh! !2!! Ta.~ation Study ColTII!littee, Part I, op. cit., p. 94 • 
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The rates for each county and frequency distributions of the rates are 

found in Appendix I. 

The data for 1962 have been analyzed statistically in an attempt to relate 
13/ 

differences in tax rates to demographic and economic variables.- The most impor-

tant determinants of differences in property tax rates appear to be the amount of 

taxable property per capita and the percentage of elementary school students 

enrolled in private schools. Median family income, industrialization, and changes 

in population seem to be of less importance. 

In a ~ore general sense property tax rates depend on the need for public 

services and the availability of revenue to finance them. The availability of 

revenue depends in turn upon the ability and willingness of members of the 

community to pay for public services. In Iowa, where four-fifths of the revenue 

of local governments comes from property taxes, the availability of revenue 

depends largely upon the ability and willingness of citizens to pay property 

taxes. 

As one would expect, counties with a high dollar value of property per capita 

usually have a low property tax rate. Differences in need are not likely to be 

related to differences in taxable wealth. In fact in some cases the greatest 

need for public services is found in those counties that have the least wealth. 

In 1962, for example, taxable property per cepita ranged from a high of $13,727 

in Franklin County to a low of $4, 98e in :1!e.pe H o County. Hence it is not sur­

prising to discover that tax rates were 45 percent below the state average in 

Franklin County and 37 percent above average in Wapello County. 

Jl./ Meyer, 12.£. ill•, pp. 394-6 • 
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Another important determinant of property tax rates is the percentage of 

students enrolled in private schools. With 53 percent of the total taxes levied 

going to schools one would expect this result. Of course this does not relieve 

residents of communities with large private school enrollment from the cost of 

supporting education. School funds are channeled through the private sector 

instead. 

Median family income, like taxable wealth, ·is another measure of taxpaying 

capacity. In urban areas in Iowa tax rates tend to be higher in those communities 

with higher incomes, although there are exceptions. In rural areas, however, an 

inverse relation holds. This is because high farm incomes are most often found 

in counties with high land values. 

In urban communities the statistical evidence indicates that tax rates tend 

to be somewhat lower in communities in which owner-occupied dwellings make up a 

relatively high percentage of the tax base. This result is somewhat surprising, 

since one would expect theru to have a lower level of industrialization and, 

therefore) less property per capita. On the other hand, when homeowners are 

required to pay a larger share of the tax bill they may generate more opposition 

to higher taxes. Since homeowners vote in local elections, whereas most stock­

holders in industrial firms do not, the homeowners may be able to exert more 

influence upon decision makers in local government, 

A brief comment on the implications of the results just cited may be in 

order. Policy makers in the state government must decide whether or not the 

variation in property tax rates within the state should be reduced. ·1£ they 

decide to do so state aid must be directed primarily to those areas with the 

highest tax rates. The present system of tax credits on agricultural land and 

• 
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1!:,I 
homesteads does not bring about any significant reduction in rate inequality. 

A system of state grants based upon needs, such as an expanded foundation .program 

for schools, would be more effective in reducing inequality. 

Elimination of the local tax on personal property with revenue losses made 

up by state grants would aid some of the high-rate counties that are forced to 

tax such property heavily because of small real property bases. A preliminary 

examination of the data indicates, however, that this policy would not be a 

completely satisfactory solution to the inequality problem. Per capita payments 

of personal property taxes were about $25 in 1964, but the range was from $13.25 

to $36.40. Payments exceeded $30.00 per capita in 22 counties; none of these 

contain large populations. In twelve counties payments were less than $20 per 

capita, and most of these are relatively populous. Hence adoption of this type 

(. of relief would appear to be most advantageous to rural counties, not necessarily 

to counties with high rates. 

• 

Aside from equity considerations attention should be given to the possible 

effect of high property tax rates on economic development. Some of the highest 

rates are found in counties with the lowest per capita income. If property taxes 

can be shown to have a significant influence on the regional allocation invest• 
15/ 

ment funds-these regions may be unable to attract capital investment, keeping 

incomes and the tax base small and tax rates high indefinitely. 

J!!./ Ibid., pp. 392-3. 

J1/ The influence of taxation on location of industry is difficult to 
measure, but the available evidence indicates that the effect is less important 
than is popularly believed. See John F. Due, "Studies of State-Local Tax 
Influences on Location of Industry," National~ Journal, June 1961, pp. · 163-73 • 
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~ Property Taxes I.22 l!..!8b,? 

For some time we have been hearing warnings that property taxes have 

reached their upper limit, yet they continue to rise. Perhaps we should not 

be surprised, particularly since critics seldom attempt to define what they 

mean by "upper limit". Do they mean that collections in dollar terms cannot 

be permitted to go any higher? This does not appear to be a satisfactory 

definition of the upper limit in an economy with rising prices, personal income, 

and property values. An upper limit defined in terms of constant tax rates 

would allow tax increases to keep pace with rising property values. Alter­

natively, an attempt might be made to hold increases in property taxes in line 

with the growth of personal income. The latter two guidelines, both of which 

have lagged behind increases in property tax revenues since World War II, allow 

• for an upward adjustment in the limit as the capacity tc pay taxes increases. 

• 

In trying to determine whether property taxes have reached an upper limit 

one might also examine some of the direct manifestations of taxpayer dissatis­

faction. Examples of taxpayer resistance include repeated rejection of bond 

issues, more numerous delinquencies and protests about assessed valuations, 

and increased turnover of local office holders at election time. 

The causes of resistance to higher property taxes can be traced to specific 

characteristics of the tax and the expenditures that it finances as well as to 

resistance to taxation in general. A person's property tax bill is a function 

of the amount of taxable property he owns. In some cases owners of property may 

have low incomes and a limited amount of liquid assets. The number of people in 

this situation increases during general or agricultural recessions. The _problem 

of low incomes and illiquidity may be permanent for elderly property owners • 
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Furthermore, the elderly are less likely to benefit from expenditures of local 

govermnents. This is especially true of outlays for education, which account 

for nearly 60 percent of the property tax levy in Iowa. ~1hen benefits are not . 

closely related to burdens taxpayers resentment is to be expected. 

In view of the differences in the situations of individual taxpayers as 

well as the differences in tax rates across the state, about all one can say is 

that some taxpayers may be unable to absorb additional increases in taxes. In 

extreme cases property ownere may be forced to sell their property or become 

delinquent. For most taxpayers, particularly those in communities with rela• 

tively low rates, the situation is not so serious. For the majority the relevant 

question centers about their preference for other taxes, presumably on income or 

retail sales, as an alternative to higher property taxes. The redistribution in 

tax burdens that would result from substitution of other taxes for property taxes 

is discussed in the paper on tax incidence. Other consequences of various forms 

of property tax relief are analyzed in the following section. 

70 
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-ECONOMIC EFFECTS OF TAX REFORM 

Support for property tax relief comes from many groups within the state. 

As we have seen, some relief is already provided through programs of federal and 

state assistance to local governments, the tax credits on homesteads and farm 

land, and the virtual elimination of the tax on moneys and credits. Proponents 

of additional relief usually envision replacement of lost local revenue by 

increased state taxes and state grants, although in some quarter~ hopes are 

expressed that tax cuts might be made possible by reduction in expenditure. 

As the report ''On Financing Governments in Iowa" indicate_s, however, the latter 

solution does not appear to be realistic for a number of reasons. The following 

discussion is based upon the assumption that property tax relief is made possible 

by increased revenue from state taxes. Total. expenditures by local governments 

are assumed to remain unaffected. The effect of various forms of property tax 

relief on the economic behavior and wellbeing of property owners will be examined. 

Property tax relief may take the form of rate reductions on all property 

now subject to the tax; or it may come in the form of complete exemption for 

certain types of property. Complete exemption is usually envisioned for various 

types of personal tangible property, or even for all personal property. Partial 

relief is usually contemplated for some or for all classes of real estate. 

Personal Property 

More than 90 percent of the personal property tax is paid by busi~ess firms 

including farmers. Mercantile property accounts for 37 percent, industrial for 

eleven percent, and livestock and farm machinery for 3C percent. Therefore in 

the absence of shifting the chief beneficiaries of reduction or elimination of 

71 
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the personal property tax would be owners of business firms and farmers. The 

major exception is the tax on household personal property. This tax, which in 

1964 yielded only $4.7 million (seven percent of the total tax on personalty) 

is perhaps the most onerous component of the property tax, since it is costly 

and difficult to administer and is a nuisance to homeowners. The present 

policy of limiting the tax to a few selected items also leads to significant 

inequities among households. 

It is widely recognized that the burden of taxes paid by business firms 

may be shifted forward to consumers in the form of higher prices. Backward 

shifting to employees or suppliers is also a possibility. If the firm is 

unable to shift the burden forward or backward the burden of the tax rests on 

the owners in the form of reduced profits. In the short run the income of 

owners of businesses will be reduced; in the long run this may lead to a 

reduction in investment and some narginal firms may go out of business. 

It is difficult to determine the extent to which the Iowa personal property 

tax is shifted because phenomena of this sort are very difficult to measure. 

The likelihood that the tax can be shifted is greater for those firms that do 

not face competition from firms not subject to the tax. Perhaps some examples 

will help to demonstrate why this is so. 

Iowa farmers pay a personal property tax on a part of their investment in 

farm machinery and on some types of livestock. The individual farmer cannot 

pass this tax on to the buyers of his output because he has no market power. 

He cannot raise his prices above the market price. If the tax on machinery and 

livestock makes certain farm enterprises less attractive and leads to a con• 

traction in output by a number of Iowa farmers, the reduction in supply may 
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.' lead to higher prices, but Iowa farmers must compete with farmers from other 

• 

states and other countries. The responsiveness of the market is also restricted 

by government farm programs. Hence any changes in output that result from the 

effects of the towa personal property tax are likely to be too small to have 

much influence on prices. As a consequence it is not likely that the tax is 

shifted forward by Iowa farmers. 

A similar argument can be applied to the case of Iowa manufacturers. 

Manufacturing firms usually have more market power than individual farmers, but 

the products of Iowa firms must compete with the products of outside firms in 

regional, national, and international markets. Hence it is not likely that 

changes in taxes paid by Iowa industrial firms will be reflected in changes in 

the prices of the products they produce. 

If the burden is not shifted forward, lt must rest either on the owners of 

the firms or on the Iowa labor force or other suppliers. Backward shifting in 

turn can have the ·effect of inducing outward migration of labor and reduced 

capital investment, although the effect of taxation on such developments is the 

subject of much disagreement. 

The personal property tax on mercantile inventories and fixtures is more 
]j_/ 

likely to be shifted forward by both retailers and wholesalers. This is because 

these firms face only limited competition from outside the state. In the case 

of retailers the closest competitors are often found in the same coJJ1I1Unity 

where their property is assessed by .the same assessor and is subject to the same 

millage rate. These conditions make forward shifting easier since everyone is 

1§./ Thomas F. Hady, 11The Incidence of the Personal Property Tax•" National 
,I!! Journal, June 1961, pp. 163-73 • 
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"in the same boat". For these reasons the tax on mercantile property is ~re 

likely to be shifted forward to consumers. The functioning of retail markets 

is such that responsiveness to changes in tax rates may be somewhat uncertain. 

Thus while a degree of forward shifting to consumers may be expected, one 

should not expect that elimination of the tax on retailers would lead to an 

immediate comparable reduction in prices paid by consumers. 

~ Estate Taxes 

According to the data in Table IV taxes on real estate excluding public 

utilities account for more than 70 percent of the total property tax revenue 

in Iowa. Credits on homesteads and agricultural land provide some tax relief 

for two classes of real property. In 1964 the credits amounted to twelve 

• percent of the levy on residential real estate and agricultural land and 

buildings. The likely effects of property tax relief for agricultural land, 

residential property, and business real estate are analyzed in the following 

paragraphs. For purposes of this discussion the assumption is made that the 

level and quality of local services are unaffected by the reduction in real 

estate taxes. ';the economic effects of alternative taxes will be ignored, since 

they are discussed in other reports. 

• 

One way in which the property tax may sometimes be shifted is through the 

pr~cess of tax capitalization. This proceas may be illustrated most easily by 

taking as an example the way property taxes might affect the value of a mar• 

ketable, income earning asset such as farm land or rental property. When one 

acquires such an asset he also acquires an obligation to pay future property 

taxes. The price that must be paid for the asset will, in an informed market, 

1( 
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equal the discounted value of the expected future net receipts. Thus a piece 

of land that is e~pected to yield a net future return of $5,000 per year dis­

counted at five percent is worth $100,000. Obviously property taxes must be 

deducted from anticipated future earnings. Therefore the present value of the 

asset will be reduced by an amount equal to the discounted value of expected 

future property tax payments. If the market accounts for expected tax payments 

in this way, the price that the buyer must pay for the asset will be reduced. 

When this occurs the burden of the future tax payments falls on the seller, 

who receives a lower price for the asset, even though the buyer will make the 

actual tax payments. If the current owner decides not to sell he will make the 

future tax payments. In either case the burden falls on the current owner, not 

on the potential buyer who will have to pay more for land if taxes are reduced. 

Should expectations about future tax payments change, as may be the case if 

unforeseen property tax relief or tax increases should occur, the current owner 

will experience a windfall capital gain or loss. Wealth effects resulting from 

significant alterations in property tax rates should not be overlooked when 

major revisions of . the tax structure are being considered. 

The degree to which tax capitalization takes place is subject to dispute. 

The amount of capitalization can vary among assets, depending on how well 

informed the market happens to be and on the extent to ~n1ich the supply of 

assets can be altered. In the case of agricultural land the market is active, 

the produc~ivity of the land can be determined rather accurately, and the 

supply more or less fixed. Thus it can be argued that the market for farm land 

possesses a degree of perfection sufficient to account for the effects of future 
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tax liabilities. If this is true property taxes on farm land would have the 

effect of depressing land values. Yet the value of farm land has increased 

during the postwar period. This does not prove that tax capitalization is not 

occurring. It may mean that other determinants of land values are offsetting 

the depressing effect of property taxes. These other factors include the 

pressure to enlarge the size of farms to take advantages of economies of scale 

in agricultural production, the attractiveness of land as an inflation hedge, 

the ptrchase of farm land for non-agricultural uses, and the farm price support 

program. The presence of all of these other factors influencing land prices 
17 / 

makes it difficult to separate out the effect of property taxes on land values.-

Tax capitalization can also arise in markets for other classes of real 

estate. This is particularly likely in the case of land used for non-farm 

purposes. ~7henever the market is sufficiently well informed to take account of 

the effects of future tax liabilities on future returns from the property (or 

the future cost of occupancy in the case of owner-occupied residences) capitaliza­

tion ·can occur, but this is less likely than in the case of farm land. 

The effect of tax capitalization on the value of business property will be 

examined first, since it is less complicated than in the case of residential 

~roperty. The overall effect of a tax reduction on business property wo~ld be 

to lower the cost of this input relative to other inputs. If in the long run the 

supply price of additional industrial and commercial property is constant, the 

price could fall by the full amount of the tax reduction. Should this occur, 

there would be no increase in the value of property in existence at the time of 

JJ../ Attempts to verify the presence of tax capitalization in the price of 
farm land have been only partly successful. See Dick Netzer, Economics of the 
Property ·!!! (Washington, 1966) pp. 34-36; F.o. Woodard ·and Ronald w. Brady;­
".Inductive Evidence of Tax Capitalization, 11 National I!! Journal, June 1965, 
pp. 193-201. 
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the tax cut. In other words, there would be no capitalization of the tax 

reduction and, hence, no windfall gain to property owners. 

The response of business firms to a reduction in property taxes could take 

many forms. The incentive to substitute the input of taxable property for other 

inputs may take the form of increased investment. The degree to which the reduc­

tion will lead to lower prices as compared to higher profits will vary considerably 

depending on such factors as the degree of competition and freedom of e~try in 

various markets. It also depends on the incidence of alternative taxes upon 
]&I 

business firms. 

As for residential property, the effect of the property tax is to increase 

the cost of housing. In an equilibrium situation this is true of rental property 

as well as of owner-occupied dwellings. The property tax on rental property 

reduces the returns on this type of investment and therefore reduces the supply • 

For a given level of demand higher rents will result. This may not be true in a 

disequilibrium situation, and disequilibrium may persist for a long time in some 

cOD1I1unities. Landlords in towns with a stable or declining demand for rental 

housing will find it particularly difficult to shift higher taxes on to tenants 

in the form of higher rent. Thus tenants are less likely to bear the burden of 

property tax increases in con:munities with a stable or declining population than 

in groWi.ng conmunities where the supply and demand of rental units is more likely 
19/ 

to be in equilibrium.-

JJJ./ Property taxes on business are also discussed in the staff report, 
"Taxation of Connnerce and Industry in Iowa". 

JJ../ This argument requires qualification if demand for housing is also 
influenced by changes in tase or in income, especially since housing is not 
a homogeneous good. 
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For purposes of discussion it appears to be feasible to drop the distinc­

tion between owner-occupied and rented dwellings. _If the property tax on 

housing is reduced the price of housing will decline relative to other prices. 

Households will have an incentive to increase their consumption of housing at 

the expense of other consumer outlays. Families will tend to select living 

quarters with more floor space and other characteristics of higher quality. 

It is possible that the relative prices of housing of different quality will 

be altered. Attempts by owners of the stock of housing in existence at the 

time of the reduction in property taxes to capture the gains for themselves 

will be limited because, if the housing market is in equilibrium at the time 

of the tax reduction, it will become profitable to expand the quantity of 

housing after the tax cut. Therefore, it would appear that the greater repro­

ducibility of urban real estate makes tax capitalization less likely than in 

the case of agricultural land. For those few cases where location is of great 

importance, this generalization may not hold. 

If a reduction in property tax rates is less likely to result in a windfall 

gain for owners of urban real estate than for owners of farm land, does this 

mean that property tax relief is more justified for owners of uTban property 

than for owners of agricultural land? Insofar as urban residential property is 

concerned, the policy maker must decide whether it is desirable to encourage 

greater consumption of housing. While rising property taxes serve to restrict 

consumption of housing, the deduction provisions of both the federal and state 

income tax have the opposite effect, at least for owner-occupied dwellings. 

7f 
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Property taxes and interest payments-on mortgages are both deductible, The 

income tax is usually said to discriminate against renters, but if the deduc• 

tions for housing were dropped the ten percent standard deduction allowed 

under the federal tax would probably be reduced. Furthermore, the landlord 

_is able to shift a part of his property tax burden to the federal treasury, 

since his taxes can be treated as a cost. The main point is that the income 

and property taxes pull in opposite directions. As the property tax is 

replaced by an income tax there may be a tendency for housing expenditures to 

account for a larger proportion of the consumer budget than would be the case 

in the absence of tax effects. Substitution of a sales tax for property taxes 

would also have the effect of encouraging a shift from taxed comnodities to 

housing, although the complementarity between sales•taxed items and housing 

outlays could dampen the effect somewhat • 
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CONCWSIONS 

Many of the criticisms of the property tax have been examined, and a 

number of them appear to be justified, The tax does tend to fall more heavily 

on those types of tangible property that are relatively easy to locate and 

evaluate. Real estate and the tangible property of businesses and farms, 

includin3 inventories, and a limited list of household electrical appliances 

comprise nearly all of the tax base. Property on the tax rolls is taxed at 

rates that differ widely owing to inaccurate valuation and to geographical 

inequalities in the level of property taxes. In brief, the burden of the 

property tax is distributed unequally among property owners. 

Another criticism of the property tax, about which little is said in 

this report, is that it is regressive or at 'best proportional. In other 

words, the percentage of income paid in taxes either falls or remains constant 

as incomes rise. The estimated tax burden by income groups is shown in 

Appendix II. A study of asset holdings of Iowa residents is now in progress. 

The results of this study should give us more information on regressivity. 

The people of Iowa and their political representatives cannot escape 

the problem· of selecting the optimal tax structure. Many people urge pro• 

perty tax relief, but as we have seen this can take many forms and can be 

brought about only by increased reliance on other sources of revenue. The 

strengths and weaknesses of the most promising alternative sources are con• 

sidered in other reports in this series • 
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APPENDIX I 

ESTIMATED PROPERTY TAX RATES ON URBAN (CITIES AND TOWNS) AND 

RURAL PROPERTY IN l<l-7A, BY COUNTY, 1962 

Urban Rural Combined Urban Rural Combined 
County Rate Rate Rate County Rate Rate Rate 

Adair 1.72% 1.92% 1.887. Chickasaw 1.57 1.60 1.59 

Adams 1.97 2.10 2.08 Clarke 2.33 2.11 2.16 

Allamakee 1.81 1.77 1.78 Clay 1.36 1.07 1.16 

Appanoose 2.23 1.86 2.01 Clayton 2.01 1.96 1.98 

Audubon 1.86 1.67 1. 71 Clinton 1.74 1.25 1.52 

Benton 1.99 1.20 1.36 Crawford 1.42 1.57 1.53 

Black Hawk 2.15 1.34 1.97 Dallas 1.77 1.28 1.42 

Boone 2.12 1.35 1.62 Davis 1.75 1.88 1.85 

Bremer 1.78 1.69 1.73 Decatur 2.62 2.44 2.49 

Buchanan 2.16 1.51 1.Ge Delaware 1.62 1.61 1.62 

Buena Vista 1.61 1.24 1.36 Des Moines 2.11 1.55 1.93 

Butler 1.65 1.35 1.42 Dickinson 1.59 1.51 1.54 

Calhoun 1.51 1.04 1.13 Dubuque 1.50 1.32 1.45 

Carroll 1.30 0.82 0.99 Emmet 1.76 1.29 1.46 

Cass 1.57 1.67 1.63 Fayette 2.04 1.61 1.76 

Cedar 1.53 1.37 1.40 Floyd 2.07 1.98 2.01 

Cerro Gordo 1.90 1.20 1.64 Franklin -1.33 1.09 1.15 

Cherokee 1.60 1.20 1.31 Fremont 2.02 1.59 1.66 
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Urban Rural Combined Urban Rural Combined 
County Rate Rate Rate County Rate Rate Rate 

Greene 1.68 1.27 1.36 Harion 1.66 1.85 1.85 

Grundy 1.51 1.15 1.23 ·Marshall 2.03 1.s1 1.74 

Guthrie 2.22 1.79 1.87 Mills 1.48 1.19 1.23 

Hamilton 1.55 1.11 1.24 Mitchell 1.77 1.22 1.33 

Hancock 1.76 1.15 1.25 Monona 1.92 1.75 1.79 

Hardin 1.60 1.28 1.39 Monroe 2.16 2.14 2.14 

Harrison 1.98 1.79 1.85 Montgomery 1.98 1.47 1.64 

Henry 1.46 1.40 1.42 Muscatine 1.90 1.25 1.59 

Howard 1. 73 1.54 1.59 O'Brien 1.37 0.96 1.06 

Humboldt 1.44 1.21 1.27 Osceola 1.93 1.05 1.21 

Ida 1.44 1.44 1.44 Page l.6e 1.76 1.73 

Iowa 1.55 1.40 1.43 Palo Alto 1.90 1.49 1.58 

Jackson 1. 71 1.53 1.59 Plymouth 1.20 1.10 1.13 

Jasper 1.78 1.26 1.40 Pocahontas 1.34 1.05 1.10 

Jefferson 1.65 1.52 1.57 Polk 2.32 1.78 2.24 

Johnson 1.85 1.34 1.63 Pottawattamie 2.19 1.44 1.82 

Jones 1.74 1.60 1.64 Poweshiek 1.90 1.58 1.68 

Keokuk 2.20 1.58 1.71 Ringgold 2.41 1.93 2.01 

Kossuth 1.69 1.07 1.18 Sac 1.63 1.28 1.37 

Lee 2.13 1.33 1.84 Scott 1.79 1.31 1.70 

Linn 2.26 1.74 2.17 Shelby 1.59 1.29 1.35 

Louisa 2.~ 1.30 1.40 Sioux 1.38 0.96 1.07 

Lucas 2.47 2.16 2.27 Story 2.14 1.42 1.79 

Lyon 1.56 1.10 1.18 Tama l 0 l}3 1.18 1.24 

Madison 1.71 1.55 1.59 Taylor 2.13 1.89 1.94 

Mahaska 1.97 1.39 1.59 Union 2.14 1.73 1.89 

f~ 
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Urban Rural Combined Urban Rural Combined 
County Rate Rate Rate County Rate Rate Rate 

Van Buren 2.29 1.96 2.03 Winnebago 1.6n 1.22 1.34 

Wapello 2.97 1.90 2.65 Winneshiek 1.45 1.74 1.65 

Warren 1.96 1.81 1.86 Woodbury 2.50 1.96 2.39 

Washington 1.90 1.41 1.54 Worth 1.46 1.21 1.26 

Wayne 1.89 1.66 1. 70 Writht 1. 72 0.90 1.13 

Webster 1.99 1.21 1.53 

J3 
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APPENDIX II 
/ 

INCIDENCE OF IOWA PROPERTY TAX BY INCOME GROUP, 1964 

Income Before 
Taxes 

Under $1,000 

l 3,000 

3 - 5,000 

5 - 7,000 

7 10,000 

10 - 15,000 

Over 15,000 

Weighted Average 

Percent of Income 
Paid in Property Tax 

29. OZ 

12.l 

7.1 

4.6 

3.7 

3.4 

3.7 

s.s 

Source: Staff Paper on "The Incidence of Iowa State and Local 
Truces" (Preliminary) 
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STATE-LOCAL FINANCIAL RELATIONS .!li ~ 

SUMMARY AND CONCLUSIONS 

GSISLTS 
JAP 
7 /19/66 

The main points of the research report are summarized in outline form. 

The supporting data and analyses are presented in the subsequent sections begin• 

ning after page 13. 

I. THE PROBLEMS AND POSSIBLE SOLUTIONS 

State assistance to Iowa local governments has generally been advocated 

as a means of accomplishing three tasks: (1) raising the performance leve l 

of local governments, (2) reducing intra-state variations in tax effort to 

attain a given perf ormance level, and (3) providing local governments with 

superior revenue sources. Some of the problems involved in implementing 

various policies to achieve these tasks are indicated below. 

A. Raising performance levels: 

1. One way of raising local performance levels in some sphere 

is to legislate standards of performance. This policy is not 

generally acceptable for some functions because of the element of 

compulsion. Further, it may place an undesirable economic burden 

on some connnunities, and perhaps cause a reduction in other, 

perhaps essential, outlays in order to finance higher standards of 

performance. 

2. Performance levels might also be raised by transferring 

certain functions to the state government. This approach is 

resisted for some functions because of a strong preference for 

local autonomy. 

State Hous 
-ns- DES MOINES, IOWA 
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Transferring functions to the state government will raise 

performance levels if state taxes are in some way more acceptable 

than local taxes. Otherwise it is difficult to understand why 

citizens will vote for higher state taxes to finance higher 

performance levels but not for higher local taxes. 

Placing functions in the hands of the state places an upper 

limit on performance levels. Some localities may prefer perform­

ance levels higher than those d~termined by the state. 

3. Performance levels might be raised with a,n increase in grant-in-

aid programs. There is a possibility that state aid programs will 

raise performance levels in some sphere only if the aid depends 

on the amount of local expenditures for the function. That is, 

aid must be conditioned on an increase in local expenditures. 

Otherwise, resources from the state government may simply be 

substituted for local resources. 

A state aid program may cause local governments to forego 

other services in order to finance the program which is partially 

financed by the state government. 

A state aid program may cause a redistribution of resources 

among localities. If state taxes are increased to finance the 

aid program, and the amount of aid received by some localities 

is greater than the ~xtra taxes paid (i.e., the localities 

receive a net subsidy), other localities must be receiving less 

-06-
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aid than the extra taxes paid by them. 1 Resources will be 

reallocated to localities receiving a net subsidy. 

On the other hand, if no locality receives a net subsidy 

(i.e., the extra taxes paid equals the aid received for all 

localities), it raises the question of why localities would not 

raise local expenditures without an aid program. The answer may 

be that local expenditures are held down because state taxes are 

more generally acceptable, or because localities compete to keep 

taxes low. 

B. Reducing intra-state variations in tax effort: 

1. To implement successfully a policy of reducing intra-state 

variations in tax effort in order to attain given performance levels, 

aid should be inversely related to fiscal capacity and directly 

related to the per capita cost of achieving a given performance 

level. The cost of attaining a given performance level in a 

locality depends on factors such as the population age structure, 

urbanization, population density, and population change. 

2. Aid formulae which are independent of actual local expendi• 

tures ~inimize the possibility that grants will alter decisions 

about th~ over-all level of local expenditures. However, the 

change in distribution of income among localities may cause 

public expenditures to be different than otherwise. 

Lrbis assumes that localities cannot shift taxes to other localities or 
outside the state. 
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c. Providing Iowa localities with better revenue sources: 

Local revenue sources may be inadequate because they are more 

inequitable than other revenue sources, less responsive to growing 

needs, or more difficult and costly to collect than other taxes. 

The possible solutions to these problems include separating revenue 

sources, extending the tax authority of local governments, allowing 

local government~ to impose rates supplementary to state taxes, and 

sharing revenues. 

1. Separating sources: 

This policy would involve the withdrawal of the state 

govermnent from the use of certain taxes in favor of local 

governments. This approach is of limited value because there 

are few significant sources of revenue which the state is likely 

to give up. 

2. Extending local taxing authority: 

A local income tax has the advantage of being able to tax 

non-residents who work in and use the public services of a 

locality. The tax is criticized on the general grounds that 

the rates are typically flat; no allowance is made for exemptions, 

credits, or deductions; and the tax is imposed for the most part on 

only wages an._d salaries. While these may be objectionable features 

of local income taxes, it is not clear that the tax is more 

inequitable than other alternative local taxes. 

The income tax is more responsive to growth than local 

property taxes. 
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While it is often contended that a local income tax may discourage 

residents or industries from locating in the locality, it is not 

clear that this is the case. Citizens may prefer an income tax 

if it is more equitable than the property tax, or if it allows 

better public services to be provided (e.g., education). 

Like a local income tax, a local sales tax enables localities 

to tax non-residents. However, this &~vantage is offset by an 

incentive for residents to make purchases outside the taxing 

district, and for firms to locate outside the locality. 

There are other taxes which localities might adopt, but the 

income tax and sales tax are the most significant sources of 

additional local revenue • 

3. Supplementary rates: 

Local governments might be granted the authority to levy 

tax rates supplemental to the state's tax rates. The state could 

collect the revenue and return it to the localities. Compared to 

a policy of extending the tax authority of local governments, supple• 

mentary rates offer the possibility of eliminating duplicating 

machinery, lowering collection cost, using the enforcement power of the 

state, avoiding different tax bases, and perhaps increasing the yield. 

If the rates were supplemental to the state income tax, it would be 

possible to use exemptions, deductions, progressive rates, and to 

include non-wage and salary income in the base • 
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4. Shared revenues: 

With a policy of shared revenues, the state collects a tax 

and returns a portion of it to localities. Unlike supplementary 

rates, localities do not choose to levy the tax, However, a 

policy of shared revenues of fers some of the advantages of 

supplementary rates--eliminating duplicative machinery, avoiding 

different tax bases, lower collection costs, etc.--and in addition 

has the advantage of rate uniformity. Thus, inter-area migration 

and purchases are lessened, 

A policy of shared revenues may encourage some irrespon­

sibility and an unwise expenditure of funds because of the 

separation of responsibility for raising revenues and making 

expenditures. 

II. EVIDENCE OF NEED FOR STATE ASSISTANCE TO IOWA LOCAL GOVERNMENTS 

The second part of this study is concerned with whether (1) local 

performance levels in Iowa are low, (2) there are significant variations 

in needs and fiscal capacity among counties, and (3) the state tax 

structure is superior to the local tax structure. In other words, in 

light of the reasons which are advocated for rendering state assistance 

to local governments, is there evidence of need for increased state 

assistance to local governments in Iowa? 

A. Performance levels: 

The two principal categories of expenditures made by local 

governments are education and highways. Theref ore, our attention 
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is focused on the question of performance levels in these two 

areas. 

1. Education 

a. Given the factors which seem to explain variations in 

current education expenditures among the 48 contiguous 

states, Iowa is performing as well as, and perhaps better 

than, the nation as a whole. On the other hand, capital 

expenditures are lower than might be expected. 

b. A comparison of education expenditures in Iowa with 

the rest of the nation does not necessarily reveal anything 

about Iowa's relative performance in terms of quality. For 

example, Iowa does not compare favorably in terms of at 

least two indices of quality: teacher salary levels and the 

educational attainment of elementary teachers. This suggests 

the possibility that it takes relatively more expenditures 

for a given quality of education in Iawa than in the nation 

as a whole. This could be due to differences in administrative 

organization and a dispersed population. 

c. An increase in education expenditures can be justified 

on the grounds that the rate of return on this form of 

investment is higher than the rate of return on alternative 

investment expenditures in public and private sectors. 

d. There are significant variations in education expenditures 

among Iowa's 99 counties. In 1962, the range for current 

• expenditures per public school enrollee was from $222 to $586. 

The average was $40C. 
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e. Variations in education expenditures among Iowa's 

counties appear to be explained by cost-determining factors, 

such as population density, rather than income differences. 

It appears that iower irtcome counties attempt, on the average, 

to do as well in terms of expenditures as higher income 

counties. However, more expenditures may be required for a 

given quality level in relatively low income, rural, sparsely 

populated counties. 

2. Highways 

a. According to the 1960 Iowa highway study conducted by the 

Public Administration Service, the greatest engineering (but not 

necessarily economic) needs exist at the county level. However, 

this system of roads conveys benefits primarily to local property 

owners who use the roads rather than to the state as a whole. 

b. Changing travel patterns, the location of economic 

activity, and population shifts indicate that relatively 

more state funds should be allocated to the state primary 

road system and to towns and cities. 

B. Intra-state variations in need and fiscal capacity: 

1. There are significant variations in indices of need (the 

per capita cost of providing public services) and fiscal capacity 

among the counties. The gap between the indices of need and 

fiscal r.apacity tends to increase as fiscal capacity falls. As 
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incomes fall, therefore, a greater effort must be made to achieve 

a given performance level. 

2. Poorer counties tend to make a greater tax effort than higher 

incotne counties. 

c. Attributes of st4te and lotai tax systems: 

1. The state tax system grows more rapidly without tax rate 

changes than the property tax. This is truer for some state 

taxes than others. An extension of local tax authority, 

supplementary tax rates, and shared revenues offer localities 

the possibility of using more responsive tax revenues. 

2. The state tax structure is less regressive than the local 

tax structure. Thus, more reliance on state taxes will lessen 

the over-all regressivity of the state-local tax structure. 

3. The state government can collect and administer most non-

property taxes better than local governments. This argues for 

a system of supplementary rates or shared revenues. 

III. INTERGOVERNMENTAL PROGRAMS IN IOWA 

A. School aid 

1. For the most part, Iowa's school aid program is ,!l2S explicitly 

2 • 

designed to raise the performance level of local education, though 

this may be an incidental effect. If this is -a desired function 

of school aid, the distribution formula should be tied to education 

expenditures. 

Only a minor part of school aid is intentionally allocated 

on the basis of needs relative to fiscal capacity. That part 
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which is based on fiscal capacity uses an inappropriate index of 

fiscal capacity (assessed property values). 

3. Although for the most part the formula for distributing 

school aid is not based on needs and fiscal capacity, an examination 

of whether this might be the incidental effect of the aid program 

was made. The evidence is that the actual distribution of school 

aid is independent of needs and fiscal capacity. However, needs and 

capacity do vary, and aid to reduce burdens may be in order. 

4. The agricultural land tax credit has an uncertain effect 

on school reorganization and the level of education expenditures. 

5. The agricultural land tax credit is redistributive with 

• respect to needs and fiscal capacity. 

• 

B. The homestead credit 

1. One of the reasons for the homestead credit is to take advantage 

of some of the attributes of the state tax system by giving property 

tax relief to homeowners. However, the cr edit discriminates against 

people who rent. 

2. There is no evidence that the homestead credit stimulates home 

ownership. 

3. The homestead credit tends to favor higher income counties 

or, at least, is not redistributive with respect to fiscal capacity. 

4. The homestead credit is not designed to raise performance 

levels • 
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c. Highways 

D • 

1. The formula for distributing highway aid is not tied to 

local expenditures and therefore offers no incentive for 

localities to increase expenditures. 

2. fil capita highway aid to counties is highly redistributive 

with respect to income. This is because each county receives 

about the same amount of total aid, but since much of it is distributed 

on the basis of area, the poorer counties have less population. 

3. Street aid to towns and cities favors relatively high income 

counties. This is because the aid is based on population, and 

is higher in higher income counties. 

Liquor store sales 

1. The allocation of 10 per cent of liquor store sales is 

not intended to raise local performance levels. 

2. The allocation of liquor store sales favors higher income 

counties. This is because 5 per cent of liquor store sales is 

based on population and more people live in higher income counties. 

The other 5 per cent of liquor store sales finances the military 

credit, and apparently more veterans live in higher income counties. 

3. The military credit discriminates against veterans who rent. 

If it is desirable to compensate veterans, a more equitable and 

efficient means could be devised. 

E. Welfare collections from Iowa counties 

1. It is difficult to justify the collection of funds from 

counties to support activities which convey state-wide benefits, 
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particularly if the state tax system is superior to the local 

tax structure and there are variations in the capacity of 

localities to support such activities. 

2. Welfare collections from counties are unrelated to fiscal 

capacity. 

F. General conclusions 

1. Of all the aid programs, only a small part of the school aid 

2. 

program is intentionally designed to raise local performance levels. 

If this is a desirable ob j ective of a state aid program, the aid 

distribution formulae must be revised in order to provide localities 

with an incentive to raise performance levels • 

Of all the aid programs, only a small proportion of the 

school aid program is designed to reduce intra-state variations 

in tax effort. Even in this case, the distribution formula 

probably accomplishes this objective quite imperfectly, if at all, 

because it assumes assessed property values is an index of fiscal 

capacity. 

Although the aid distribution formulae for the various aid 

programs are for the most part not designed to redistribute income, 

some of the aid programs, and the over-all aid program, nevertheless, 

have this effect. However, if it is desirable to reduce variations 

in tax effort further, the following steps must be taken: (a) the 

formula for distributing school aid and street aid to towns and 

cities must be revised, (b) the homestead credit. and allocation 
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of liquor store sales must be replaced or supplemented with a 

general aid program which distributes aid inversely to fiscal 

capacity, and (c) local support of state welfare and mental 

health programs should be abandoned. 

3. Since for all practical matters the state aid programs are not 

presently designed to raise performance levels or reduce intra-state 

variations in tax effort, the purpose of the aid programs must, 

by and large, be attempts to provide localities with alternative 

sources of revenue. An exception is the military credit. In 

this case the rationale is to compensate veterans for military 

service. But even with this program, it is curious that the 

compensation should take the form of property tax relief when 

this discriminates against veterans who do not own property. 

Perhaps another exception is the homestead credit, which may have had 

as one of its objectives the stimulation of home ownership. It 

is doubtful, however, that the credit has had this effect • 
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mrERGOVERNMENrAL FISCAL RELATIONS IN truA 

I. INTRODUCTION 

A development of considerable importance during the past 

several years has been the growth of intergovernmental revenue 

flows. In 1964, federal transfers to the state government of 

Iowa amounted to $130 million, which was about 25 per cent of 

the state government's total general revenue. Federal transfers 

to local govermnents in Iowa were considerably less than this-­

$4.1 million, or .6 per cent of local total general revenue. 

In the same year, 21 p·er cent of the local government's revenue 

consisted of transfers from the state govermnent ($132 million), 

and the state government received 5 per cent of its total revenue 

from local governments ($25 million). 

Intergovernmental revenue flows in the United States and in 

Iowa are a result of attempts to deal with a number of specific 

problems confron~ing state and local governments. These problems 

and the policies involved in dealing with them are discussed in 

general terms in Part I of this study. Part II attempts to deter­

mine the extent to which these_problems exist in Iowa. Part III 

is an analysis of the pattern of revenue flows in Iowa and whether 

existing policies deal effectively with the problems discussed 

in Part I • 
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II. THE PROBLEMS AND POSSIBLE SOUJTIONS 

It is difficult to find an unambiguous discussion of the 

rationale for the various forms of state assistance to local 

governments. The discussion of state-local revenue flows is 

frequently intermingled with problems of federal-state fiscal 

relations, and while the problems are often the same or similar, 

this is not always the case. Furthermore, some observers 

emphasize certain points while they are implied or overlooked 

by others. In other eases, the reasons cited are repetitive or 

overlapping. However, a survey of the literature indicates that 

the reasons which are cited for state assistance to local govern• 

ments can be reduced, for the most part, t~ the following: 1 

(1) performance levels by local governments in some sphere may 

be regarded as inadequate; (2) there may be undesirable intra­

state variations in tax effort required to provide given levels 

of public services; (3) the revenue sources available to local 

governments may be considered inadequate. These points are 

discussed below. 

1see, for example, J. F. Due, Government Finance (Homewood, 
Ill.: Richard D. Irwin, Inc., 1963), pp. 435-442: Harold M. Groves, 
Financing Government, 6th ed. (N. Y.: Holt, Rinehart & Winston, 
1964), pp. 526-530; William J. Schultz and c. Lowell Harris, 
American Public Finance (Englewood Cliffs, N. J.: Prentice-Hall, 
Inc.), pp. 458-475 • 
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Inadequate Perfonnance Levels 

The benefits from many local public goods and services accrue 

for the most part to local residents. This isrthe case, for 

example, with fire protection, sanitation facilities, and parks. 

If the provision of these services is inadequate it may be con­

sidered ill-advised outside the local area, but the effects of 

the decision are felt largely by that cOD1DUnity. Indeed, the 

decision may be an accurate reflection of the prevailing tastes 

and preferences of the comnunity. On the other hand, the failure 

of some communities to provide adequate levels of other public 

services is not a matter of indifference to the citizens of other 

conmunities. There may be a strong feeling, for example, that 

educational opportunities ought to be reasonably uniform or that 

welfare programs . ought to meet certain minimum standards. In other 

wor~s, citizens in other com:nunities are affected by some of the 

collective decisions of citizens in another community. 

A community may not be providing what is considered by the 

state as a whole as an adequate level of public services for 

essentially two reasons. First, a cOtllllunity may simply be indif­

ferent about, or unaware of, the problem (if it exists). Second, 

a conmunity may be performing at low levels because some of the 

benefits derived from the service are not confined to the community 

but uspill over" to other communities as well. The benefits of 

education, for example, are widely diffused through migration • 
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The streets of a locality are used by non-residents who do not 

necessarily contribute toward their construction and maintenance. 

Since the extra cost to r~sidents of providing such services exceeds 

the extra benefits ~njoyed by them. there may be a tendency to 

allocate too few resources to these forms of investment. 

Any policy of raising public performance levels requires some 

means of determining when the performance level in some sphere is 

satisfactory. This is an exceedingly difficult task. Opinions 

differ sharply about whether more resources should be allocated 

to the public sector and which functions, if any, have more merit 

than others. Some of the problems involved in determining the 

adequacy of performance levels are discussed below.I At this point 

we simply want to point out that this is a complex problem, and 

in the discussion below attention is focused on policies aimed at 

raising performance levels without making a judgment about whether 

performance levels at the local level in Iowa are indeed satisfactory. 

Policies aimed at improving local performance levels typically 

take three forms: (1) legislating certain standards of performance, 

(2) transferring certain local functions to the state government, 

and (3) transferring resources from the state government to local 

governments. An example of the first approach is the requirement 

that localities provide certain educational programs or services. 

Such a policy, particularly if carried too far or applied to certain 

1see pp. 23-41. 
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areas, is frequentiy resisted because of the ~lenient of cbmpulsitm. 

Furthermore, to meet state-wide standards, localities jl&Y choose to 

finance the higher performance level by reducing expenditures on 

other, perhaps more essential, functions. On the other hand, if 

higher performance levels are financed not by a reduction in other 

expenditures but by an increase in local taxes, there may be an 

undesirable economic burden placed on the citizens of poorer 

cormnunities. 

Although transferring certain functions from local governments 

to state governments is another policy which has been advocated as 

a means of raising performance levels, t~ere is no guar~ee that 

this will be the result. If performance levels are considered low 

in ill localities, it raises the question of why people would vote 

for an increase in state taxes to enlarge a progr&m but not an 

increase in local taxes. The answer may be that the state tax 

structure is more acceptable in terms of equity, administration, 

cost of collection, etc., or that localities are reluctant to raise 

local taxes to certain levels because of a fear of repelling industry 
-

and residents. On the other hand, if performance levels are satis-

factory in a significant majority of localities and unsatisfactory 

in the remaining localities, the majority could vote to transfer 

the function to the state and over-all performance levels could be 

raised. In this case the over-all tax bill of the majority of 

localities need not be higher since the state taxes to finance the 
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program might simply replace the local taxes which were financing 

the program. On the other hand, it could be that with a state 

program the tax base is such that the majority of localities would 

be partially subsidizing other localities. This could be incentive 

enough to keep the function at the local level. Another incentive 

to keep the function at the local level is that a state program 

places an upper limit on performance levels. That is, some com­

munities might prefer higher levels of performance in some sphere 

than is possible with a state-wide program. This, plus a general 

desire for local autonomy, may require a policy of transferring 

resources to localities rather than transferring local functions 

to the state government. 

One way of trying to provide localities with more resources 

is a grant-in-aid program. It should be pointed out at the outset, 

however, that there is no guarantee that local expenditures for 

some function will be higher with an aid program than ~nthout one. 

There is some emperical evidence that!!! general total state and 

local expenditures are higher the higher is state aid. 1 But 

whether this is true of a particular state is another matter. The 

preferences of the citizens of a particular state may be such that 

a certain performance level for some function will be attained 

regardless of whether there is a state aid program. It is clear, 

1see Seymour Sacks and Robert Harris, "The Determinants of 
State and Local Expenditures and Intergovernmental Revenue Flows 
of Funds, 11 The National Tax Journal, Vol. XVII, No. 1 (March, 1964), 
pp. 75-85. 
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however, that ·1f a state aid program is to maximize the possibility 

of raising expenditures in some sphere, the aid nrust depend on the 

level of local expenditures. 

If, for example, a flat grant is given, local governments have 

the option of increasing expenditures or reducing local taxes. On 

the other hand, if the size of the grant depends on the difference 

between some minimum level of expenditures and whatever expenditures 

are actually made, comnunities receive more aid only if they increase 

expenditures. The diagram below illustrates this point. Suppose 

that the grant is for education, and before any comnunity can receive 

aid it must spend $400 per student. Assume that expenditures ·above 

this level will be matched in the amount of 50 per cent by the state. 

In this example, a school district which spends $500 per student 

will receive $50 per student from the state; an expenditure of $600 

",i.11 be matched by $100 from the state, etc. 1 

GRANT 

100 

50 
I 
I 
I 
I 

. ./; l ______________ _,_ ____ _ 
400 500 600 

EXPENDITURES PER STUDENT 

lThe function need not be linear, of course. The function 
may be an increasing or decreasin3 one, and there might be some 
upper limit. 
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The effects of this type of program can be explained with 
I • 

an exampl~, which 18 not wholiy realistic bu~ which nevertheless 

illustrates some of the major problems involved in implementing 

an aid program. Suppose that there are only three localities A, 

B, and C, and each locality respond~ to the aid program by 

increasing expenditures to the level as shown in column (1), 

Table 1. ~uppose the state finances 50 per cent of the increase 

in expendituresl~olumn (2)_7 with total aid of $300.million and 

a total tax base (e.g.) income, property) of $6 billion l-;_olumn (3)J, 

the over-all tax rate must be 5 per cent. Applying this rate to 

each locality's tax basel yields the state tax collections needed 

from each locality in order to finance the aid program. The 

difference between state tax collections and aid received by each 

locality is the net subsidy (plus or minus). In this example, 

only locality A receives a positive net subsidy fi.olumn (5)_7. 

Compared with a completely locally financed program of the 

same magnitude, the aided program has become less expensive for A, 

but more expensive for localities Band C. Because the over-all 

tax rate is higher for Band C with an aid program than without 

one, Band C may choose to reduce their tax burden by cutting other, 

perhaps essential, outlays. This is a risk which must. clearly be 

recognized. 

lThe tax rate applied to~ locality's base need not be 
proportional as assumed here. It may instead be progressive or 
regressive. 
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Table 1 

THE EFFECTS OF A HYPOTHETICAL AID PROGRAM 

(1) (2) (3) (4) (5) 
State 

lncre·ased Statij Ts,x - .tax 
expenditures aid base collections Subsidy 

Locality (millions) (millions) (millions) (millions) (millions) 

A $~60 $ 80 $1,000 $ 50 $ 30 

B 180 90 2,000 100 -10 

C 260 130 3.000 150 -20 

Total $600 $300 $6,000 $300 $ 00 

In the example above, there has been a redistribution of resources 

to localities which receive a net subsidy. It is possible, of course, 

that a redistribution of resources among localities need not occur 

with this type of aid program. The tax base and tax structure could 

be such that each locality receives no net subsidy. That is, the 

aid received by each locality could equal the state taxes paid by each 

to finance the aid program. In this case, each _locality is financing 

the aid program out of its own resources, and it raises the question 

of why localities would be unwilling to expand expenditures ~ithout 

an aid program. Like the policy of transferring local functions to 

the state government, the answer may be that local taxes are more 

objectionable than state taxes, or that competition among localities 

keeps taxes and thus performance levels down. 
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Intra-state Variations In Need. ana Fiscal Capacity 

In order to maintain services at what is generally considered 

desirable levels, some localities nust make a greater tax effort 

than other localities. This arises because of variations in needs 

(e.g., school-age population, welfare problems) and fiscal capacity 

among localities. COlllllunities with relatively high needs and 

relatively low fiscal capacity may either accept lower standards 

of perfo~ce or make a greater tax effort than other localities. 

Neither of these alternatives may be acceptable. 

The possible solutions to this problem involve transferring 

certain functions to the state level, or transferring state funds 

to localities. The merits of the first alternative were discussed 

above. Some of the problems involved in implementing the second 

alternative are discussed below. 

The following example demonstrates how t~ burdens might be 

equalized to attain a desired performance level. The example is 

not meant to be entirely realistic; rather, it is aimed at illus­

trating the major problems met in devising ·an equalization formula. 

Suppose that there are only three localities and the tax 

base and desired performance levels are quantifiable as shown in 

Table 2. With a desired performance level of $480 million for all 

localities and a total tax base of $6 billion, the over-all tax 

rate would be G per cent. Applying this rate to the tax base of 

each locality determines the tax collections from each locality. 
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The difference between the tax collections and the desired performance 

lev'el Jetermines the subsidy (plus or minus) to each locality. 

Table 2 

HYPOTHETICAL EQUALIZATION AID PROGRAM 
Desired 

performance 
Tax level•- State 
base expenditures tax collections 

Locality (millions) (millions) (millions) Subsidy 

A $1,000 $130 $ 80 $ 50 

B 2,000 190 160 30 

C 3.000 160 240 -80 

Total $6,000 $430 $480 $ 00 

In this example, the tax burden of achieving a given performance 

level is the same for all localities ( 8 per cent). It may be 

desirable, of course, to have a different relationship between the 

tax base and tax collections. For example, it would be possible 

to have the rate progressive, rising as the per capita tax base 

rises. 

In this illustration, higher expenditure levels may be made 

if localities are willing to pay higher taxes. Furthermore, the 

formula for distributing aid provides localities with no incentive 

to increase or decrease expenditures. The amount of aid which a 

locality receives does not depend on the level of expenditures, 
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but on defined· performa~ct ieveis. However, the change in the 

distribution of income among localities (in this example from C 

to A and B) may cause expenditures to be different. This is 

because the elasticity of public expendit~res with respect to 

income may be different among localities. In other words, 

locality A, if at all willing, may increase public expenditures 

with a given increase in income more than Band C reduce public 

expenditures (if at all) with a r~duction in income. 

To implement this or similar aid distribution formulae, it 

is necessary to (1) determine the desired performance leveCand the 

cost of achieving the performance level in each locality, 

(2) define and measure the tax base of each locality, and (3) decide 

upon the rate structure which is desirable. 

With respect to performance costs, the per capita expenditures 

needed to provide a particular spectrum or bundle of local govern­

ment services may depend on a number of factors. First, certain 

elements of the population may require more public expenditures 

than others. For example, as a locality's school-age population 

rises relative to its total population, the per capita expenditures 

needed to achieve a given level of perf~rmance in education .!!!2, 

other spheres of local government activity will probably increase. 

AB the per cent of the population in old-age and welfare groups 

increases, a locality may also need to make greater total expendi­

tures per capita if it is to maintain a given level of performance 
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in all areas. i~opulation structure is therefore a factor that may 

affect the per capita cost of ldcal go\f~rrlrnmt~•a fahtor which 

should be taken into account in the distribution of aid. 

Apart from the effects of population structure, the costs of 

providing some types of services may be affected by population 

density (county road systems) or the extent to which the population 

is concentrated in urban areas (sanitation, police, fire protection). 

Consequently, incorporation of measures of population density .and 

urbanization into aid formulae may be warranted. 

The costs of providing local government services may vary among 

localities for other reasons--e.g., intrastate differences in the 

price of resources purchased by local governments. However, since 

our objective at this point in the discussion is limited to pointing 

out that there are intrastate differences in the expenditures 

required to provide a given spectrum of local government services, 

a discussion of additional sources of expenditure differentials 

will not be undertaken. 

The task of defining target performance levels, t~ bases, 

and the degree of progression properly falls on the legislature. 

Given these definitions, rough estimates of desired perfo:rmance 

levels and the tax base for each locality could be obtained~-but 

only at considerable cost. 

However, even if performance levels and the tax base cannot 

be pinned down to single numbers, several general statements can 
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be made about aid formulae aimed at equalit:lng the tax burdens required 

to achieve a given level of performance. 

1. Per capita aid distributions should be inversely related 

to measures of fiscal capacity such as per capita income 

and, perhaps, per capita property value. 

2. Per capita aid distributions should reflect differences 

in the cost of the target performance level that grow 

out of differences in population structure and geographic 

distribution, prices of goods purchased by local govern-

ments, etc. 

3. Unconditional block grants and aid formulae that are 

independent of actual expenditure and tax policies of 

local governments minimize the possibility that grants 

will alter decisions about the over-all level of taxes 

and expenditures and about the composition of expenditures. 

4. The redistributive or burden-equalizing effect of this 

type of formula can obviously be o·ffset in several ways. 

State governments may leave less to be provided for by 

local governments in some localities than in others. Thus, 

the pattern of state expenditures may offset (or reinforce) 

·the equalization effected. by grants-in•.aid. Similarly, 

the state tax system may act to reinforce or offset 

equalization. Hence, a grant program to local governments 

which tends to equalize tax burdens required for a 
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particular expenditure level will not guarantee equali­

zation. However, the partial effect of the grant system 

is to promote equalization. 

Inadequate Revenue Sources 

The third general reason for state assistance to local govern­

ments is the inadequacy of existing revenue sources at the local 

level. Traditional tax sources may be inadequate or inferior in 

terms of (1) equity, (2) elasticity, or (3) ease and cost of 

collection. If property taxes are more inequitable than other 

taxes, then some forms of assistance to local governments can 

ameliorate inequities. If property taxes do not respond adequately 

to the growing cost of providing public services, then state 

assistance can help to meet growing needs. If local governments 

have difficulty in administering certain types of taxes, there 

are various forms of assistance which can reduce the cost or 

increase the ease of collection. 

If it is desirable to simply provide local units of government 

with additional tax sources, the possibilities include: (1) sepa­

rating tax sources, (2) extending the tax authority of local govern­

ments, (3) using supplementary rates, or (4) sharing revenues.1 

lcrants-in-aid do not seem to be an appropriate policy if the 
idea is only to take advantage of the attributes of non-property 
taxes or the state's tax system. Grants-in-aid require some foI'Jll.lla 
for distribution, e.g., population, population structure, fiscal · 
capacity, and as such imply some purpose other than providing 
communities with alternative sources of revenue. 
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Separation of sources. A separation of sources invoives the 

withdrawal of one unit of government from the use of particular 

taxes in favor of another unit. The states, for example, have 

withdrawn for the most part from the use of the property tax. The 

difficulty with this approach now is that there are few significant 

sources of revenue which the state governments are likely to relin­

quish. It is difficult to imagine the state government giving up, 

for example, the personal ·income tax, the general sales tax, the 

motor fuels tax, or the motor vehicle license•-the most significant 

sources of revenue exclusive of federal transfers. The remaining 

sources of revenue are marginal, and some would be difficult to 

administer, e.g., cigarettes, beer, inheritance, corporate income. 

Extension of trucing authority. If local units were allowed to 

adopt whatever taxes they wished, regardless of whether the state 

used such taxes, the most likely candidates, but not the only ones, 

are the income or general sales taxes. 

For ·the most part, localities which have adopted the income 

tax have imposed it at a flat rate on selected sources of income. 

For administrative . reasons, the tax io_ioposed oo~nly on wages nnd 

salaries, income from unincorporated enterprises, and corporate 

income. The principal source of income which goes untaxed is 

proper~y income--dividends, interest, etc. The taxation of property 

income involves extensive and elaborate investigative techniques 

which most localities have been unwilling to undertake. In addition, 
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certain sources of income, such as public relief, unemployment 

compensation, casual sales, etc.• are specificaily exempted. 

Localities which use the inc~ tax tnay tax non~residents who 

work in the area, as well as residents. This is justified on the 

grounds that non-residents use the public services of the locality 

where they work, although it might be argued that their tax bill 

may substantially exceed benefits received. If a number of 

localities adopt income taxes, then the double-taxation argument 

emerges, i.e., a person is taxed where he works and where he lives. 

However, the relevance of the issue is questionable. A non-resident 

would pay taxes at his place of residence whether the tax was on 

income, property, or what have you. The !2£!!! of taxation does not 

alter the fact that a non-resident enjoys the benefits of the public 

services provided by the locality where he works. 

Local income taxes have been attacked on equity grounds because 

the rates are flat, and there is generally no provision for exemptions 

or credits. Thus, the tax is not related to ability to pay. Further• 

more, the tax is discriminatory because it falls mainly on wage and 

salary income. Although these features ·of the local income tax may 

be objectionable, it remains to be proved that a local income tax 

is~ inequitable than the property tax or other forms of local 

taxation. An income tax may be less regressive than a property tax 

and, in any case, income is probably a better measure of ability to 

pay than the value of a person's property. 
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The income tax has the advantage of being more. responsive to 

growth than property taxes. Incomes and prices rise together, so 

that rising costs from this source are met, in part, automatically 

with an income tax. If the wages and saiaries of government 

employees must be increased because of ris!ng incomes in the private 

sector, the revenues will likely be forthcoming. On the other hand, 

the value of the property tax base tends to be more rigid because 

of a reluctance to assess property values upward. 

While the income tax is responsive to growth, the yield falls . 

when incomes fall, forcing conmiunities to cut outlays or borrow. 

Traditionally, most localities prefer stable revenues, but it is 

not clear that this is a virtue. Requiring citizens to pay taxes 

in the face of declining incomes forces them to cut outlays, dissave, 

or borrow. It would seem preferable for the government (state, 

local, and federal) to absorb the shock of recessions rather than 

have the burden spread indiscriminately among individuals and 

families whose incomes are linked with fluctuating or declining 

industries. 

Another question of considerable importance is the impact of 

an income tax on business and location decisions. Where with­

holding is instituted there is an additional expense borne by 

businessmen, but this is likely to be minimal because procedures 

for withholding are already in use for the state and federal 

governments. The effect of a tax on profits may be no greater 
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than if property taxes were higher in lieu of an income tax, and 

the income tax has the additional advantage of varying directly 

with profits instead of having the more or less fixed cost 

characteristic of the property tax. 

The fear is frequently expressed that an income tax will 

' encourage residents to move out of the taxing district or dis-

courage other~ from locating there. It is not clear, however, 

that the tax has this effect. The important considera~iori, it 

would seem, is the over-all tax rate, equity, and preferences 

for public services. The over-all tax rate in a community (A) 

with an income tax and a property tax may not be any higher than 

a coirmunity with only a property tax (B), and if the combination 

of taxes in A is considered more equitable than the taxes in B, 

there would be no inducement to migrate to B. Even if the taxes 

in A are higher, they might be higher whether there is an income 

tax or not. The higher taxes may simply be a reflection of the 

conmunity's preferences for more or better public services-• 

better schools, superior police protection, better recreational 

facilities, etc. 

The second major non-property tax source available to local 

governments is the general sales tax. This tax is probably 

easier to administer than the income tax because there are fewer 

returns to handle and audit. Compliance is much more difficult 

with the use tax, and collections are confined for the most part 

to large purchases. 
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Like a local income tax, the general sales tax has the 

advantage of taxing non-residents who use the public· services of 

the taxing district. This is offset, in part, however, by an 

incentive for residents to purchase outside the locality. The 

importance of shopping outside the taxing district will depend 

on the accessibility of near-by shopping areas and the size of 

purchases. A local general sales tax undoubtedly encourages 

some retailers to locate outside the taxing area, especially if the taxing 

commmity is small and shopping areas are available near by. Such taxes 

may also increase resistance to annexation, but differential property tax 

rates have the same effect. These problems would become less serious the 

more widespread local sales taxatio• becomes. 

The sales tax is, of course, regressive, and its use is resisted 

on these grounds. In Iowa, the sales tax is less regressive than in other 

states because of the inclusion of a number of services, but probably 

more regressive than states which exempt food. If the choice is between 

a flat income tax on mostly wage and salary income and the sales tax, 

the sales tax may be no more inequitable than an income tax. Furthermore, 

a sales tax is probably less inequitable than the property tax. 

There are other taxes which might be considered for local 

use, e.g., motor fuels, alcoholic beverages, tobacco _products, 

public utilities, amusements, and inheritance; but for one 

reason or another the choice would appear to lie with the income 
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or general sales tax. Local governments alreUdy receive part of 

the motor fuels tax and liquor store revenues from the state. 

An additional tax oti autbmobiles, such as a wheel tax, would simply 

be an extension df tlie property tax. Revenues from a local tobacco 

tax would not be significant and would undoubtedly give rise to 

evasion and enforcement problems. The yield from amusement and 

inheritance taxes would also be marginal. A public utilities tax 

could yield substantial revenue, and administration of the tax is 

quite simple since there are few taxpaying units. A public 

utilities tax is regressive, but it may be no more or less regres­

sive than the property tax. If it is as , regressive as the property 

tax, not much is gained in its use. If the tax is based on price, 

it will discriminate against small consumers since the price 

generally declines ·with increases in the quantity purchased. 

Supplementary rates. Instead of extending the taxing authority 

of local governments, localities might be granted authority to 

levy rates supplemental to state tax rates, e.g., the income tax 

or sales tax. The state would in turn collect and return the 

revenue to the localities. Compared to a policy of extending the 

taxing authority of localities, supplementary rates have much merit 

in terms of eliminating duplicative machinery, lowering the cost 

of collection, marshalling the enforcement and compliance powers 

of the state, avoiding different tax bases, and probably increasing . 

the yield. Furthermore, the effect of this approach on local 
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autonomy and responsibility would not be an issue. as is the case 
' 

with shared revenues. since communities have the option of levying 

a tax. 

If local communities were to l~vy rates supplemental to the 

state's income tax, this would meet some of the objections to the 

use of local income taxes. It was pointed out above that where 

local governments have adopted their own income taxes, for the 

most part rates have been flat and on wage and salary income, with 

no allowance for exemptions or credits. With supplemental rates 

it would be possible to take advantage of the features of the state 

income tax--exemptions, deductions, pro~ressivity--and to include 

income which might otherwise go untaxed. 

Shared revenues. A fourth possible solution to inadequate 

revenue sources is shared revenues. With this approach, the state 

government collects a tax and returns a certain portion to local 

governments. Like supplementary rates, this kind of state assistance 

eliminates duplicative administrative machinery and has the additional 

advantage of rate uniformity. With uniform rates, tax-induced intra­

state migration and inter-area transactions do not arise. On the 

other hand, this approach is frequently resisted on the grounds that 

local autonomy is weakened (localities would not choose to levy the 

tax), some cotmD.unities would receive funds they do not need, and 

there may be a tendency to spend the funds unwisely since no respon­

sibility is attached to raising the revenue. If, on the other hand, 
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cOlllllUilities need more revenues and cannot raise them to desired levels 

with the property tax, there is some loss of autonomy or freedom of 

action in any case. The obstacle may be an inequitable or politically 

unpopular tax. Furthermore, communities which receive more funds 

than they need have the option of lowering property taxes, and if 

the political process is effective at all, this is likely to occur 

in the long run • 
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III. EVIDENCE ·oF NEED FOR STATE ASSISTANCE TO I.DCAL GOVEBNMENrS IN IOWA 

The discussion above was concerned with the general rationale for 

state assistance to local govermnents and some of the problems involved in 

implementing various intergovernmental fiscal policies. Since the 

rationale for state assistance to local govermnents is to raise 
' 

performance levels, redistribute income, or provide localities with 

better revenue sources, this section is concerned with whether or not 

performance levels are low in Iowa, whether or not there are significant 

variations in needs and fiscal capacity among Iowa's counties, and whether 

or not the state tax structure is superior to the local tax structure. 

In other words, is there evidence of a need for state assistance to local 

governments in Iowa? 

Performance Levels 

The three principal categories of state-local public expenditures 

are education, highways, and public welfare. Since welfare expenditures 

are financed and administered for the most part by the state, it is 

unlikely that expenditures for this purpose would be low because of inade­

quate local tax resources. Therefore, our attention is focused on . the · 

level of education and highway expenditures. 

The level of education expenditures. One cannot say whether 

public expenditures for a particular function are adequate unless 

there is some agreement on what criteria are appropriate for making 
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such a judgment and sufficient information is available to make the criteria 

operational •. To make some judgment about the adequacy of local edu-

cation expenditures we assume that at least one criterion is generally 

acceptable: at a minimum, lowa•s students ought to be given educational 

opportunities which are equal to the education opportunities of other 

students in Iowa and the rest of the nation. 

In terms of current expenditures, Iowa i~ performing somewhat 

better than the Test of the nation. In a cros~-section regression 

analysis of the 48 contiguous states for the years 1958-64, current 

education expenditures per student at the local level were regressed 

against time, per capita income, square miles per student (density), 

the per cent of the population in cities of 50,000 to 500,000 

inhabitants, and the per cent of the population in cities having more 

than- 2,500 inhabitants. There was a positive association between 

expenditures and all the independent variables except the per cent 

of population living in cities having 50,000 to 500,000 inhabitants 

(Table 3). These variables explained 7i per cent of the variation 

in current expenditures over the seven-year period. 

Given the value of the independent variables for Iowa in 1953-

1964, the regression equation predicts a level of current education 

expenditures below actual current education expenditures. The 

average residual, on a per student basis, was $76 over the seven­

year period, with no apparent trend (Table 3). In other words, Iowa 

was performing at a higher level in terms of per student current 
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expenditures than expected, given the factors which seem to explain 

the variation in expenditures among the states. 

Current expenditures 
per student 

Capital expenditures 
per student 

Table 3 

VARIABLES EXPLAINING INTERSTATE LOCAL 
EXPENDITURES: FOOLED EXPENDITURES 1953-1964 

Square Per cent of 
Per cent Per miles population in 

variation capita per cities 50, 000-
explained !!!!: income student 500,000 

o. 78 + + + 

0.44 + -{- + 

If one simply looks at current expenditures per pupil, 

expenditures in Iowa were just about equal to expenditures per 

pupil in the nation as a whole in 1963-1964 (Table 5). This has 

not always been the case. In 1961, for example, expenditures in 

Iowa were somewhat below the national average. Of the seven 

surrounding states , Iowa ranked in the middle in 1963-1964. 

An analysis of capital expenditures for local schools indi­

cates that Iowa is performing below what would be expected from 

the prediction equation. The independent variables used in the 

regression equation and their association are shown in Table 3. 

Actual capital expenditures are below the predicted values in 

every year but two. The average residual, in per student terms, 

is •$15 .40 (Table 4). 
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Table 4 

ACTUAL AND PREDICTED 
EDUCATION EXPENDITURES, IOWA: POOLED 1958-1964 

(DOLLARS PER STUDENT) 

Actual Predicted 

Current expenditures 
per pupil 493.29 417 .C9 

Capital expenditures 
per pupil 55.11 

Table 5 

·-ESTIMATED CURRENT EXPENDITURES 
PER PUPIL IN AVERAGE DAILY 

ATTENDANCE IN PUBLIC ELEMENTARY 
AND SECONDARY DAY SCHOOLS 

70.51 

State 

Current 
expenditure 
per pupil 

Minnesota 
Wisconsin 
Illinois 
IOWA 
Missouri 
South Dakota 
Nebraska 
United States 

Source: Digest of Educational Statistics, 
United States Department of Health, 
Education and Welfare, 1964 edition. 

-124-

$509 
49C 
479 
456 
419 
403 
385 
455 

Residual 

76.00 
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Whether Iowa's per student expenditures are equal to, greater, 

or less than the national average does not in itself prove that 

Iowa is doing as well as, better, or worse than the rest of the 

nation in terms of quality. It may be that it takes more expendi­

tures to provide a given quality of education in Iowa. The fact 

that expenditures per pupil is not an adequate index of quality 

is illustrated by the following facts. Although there are a number 

of factors which affect the quality of education, the competency 

of teachers is certainly a major factor, and the more competent 

teachers conmand higher salaries. Of the seven states reported 

here, Iowa ·ranked fifth in terms of average annual salaries for 

teachers, exceeding Nebraska and Missouri. Nationally, average 

salaries for teachers were a little more than 12 per cent higher 

in the nation as a whole than in Iowa (Table 6). 

Looking at the educational attainment of teachers in 1962-

1963, 55.7 per cent of Iowa's elementary .teachers had at least 

four years of college education (Table 7). Of the 33 states for 

which data are available, this compares to a high of 99-.8 per cent 

for Oklahoma and a low of 26.5 per cent for South Dakota. More 

significantly, Iowa ranked 31st among the 33 states for which data 

are available • 
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Table 6 

ESTIMATED AVERAGE ANNUAL SALARY 
OF INSTRUCIIONAL STAFF IN PUBUC 

ELEMENTARY AND SECONDARY DAY SCHOOLS 
1963-1964 

State 

Illinois 
Minnesota 
Wisconsin 
Missouri 
IOWA 
Nebraska 
South Dakota 
United States 

Source: 

Average 
annual 
salary 

$6,810 
6,300 
6,120 
5,626 
5,494 
5,030 
4,500 
6,164 

Digest of Education and Statistics, 
United States Department of Health, 
Education and Welfare, 1964 edition. 

These facts should not be interpreted to mean that in terms 

of the _quality of education, Iowa is in fact performing at levels 

below the national average. To determine Iowa's position 

relative to other states, more facts are needed, e.g., the number 

and quality of cour&e offerings, library facilities, the achievement 

of students, etc. However, these facts do suggest that .!f. the 

quality of education in Iowa is inferior relative to other states, 

it is not because of a failure to provide the same amount of resources as 

other states (on the average); rather it is because 

it takes more expenditures for a given quality of education. There 
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Table 7 

ALL ELEMENrARY-SCHOOt TEACHERS tN SERVICE 

With at 
least 4 

years of 
State college 

Oklahoma 99.8'7. 
Utah 99.2 
Florida 97.9 
New Mexico 96.6 
North Carolina 95.8 
Colorado 95.1 
Alaska 93.3 
South Carolina 93.3 
Missouri~ 93.0 
Connecticut 91.7 
Louisiana 91.7 
Georgia 90.0 
Hawaii 39.9 
Delaware 38.8 
Kansas 88.5 
Arkansas C8.4 
Alabama 87.2 
District of Columbia 06.5 
Oregon 05.9 
Kentucky G4.l 
Maryland C0.3 
Wisconsin 78.0 
Tennessee 77.1 
West Virginia 77.0 
Virginia-k-k 73.1 
Ohio 71.3 
Minnesota 62.3 
Idaho 61.4 
Vermont 59.5 
Maine 58.6 
ICX-JA 55.7 
Nebraska 42.9 
South Dakota 26.5 

*Less than 1/10 of 1 per cent. 
** 

Rank 
of 

state 

1 
2 
3 
4 
5 
6 
7.5 
7.5 
9 

10.5 
10.5 
12 
13 
14 
15 
16 
17 
rn 
19 
20 
21 
22 
23 
24. 
25 
26 
27 
28 
29 
30 
31 
32 
33 

With less 
than 2 

years of 
college 

* 
0.1'1.. ---
0.1 
0.1 
0.3 
0.6 
2.1 
0.2 
0.4 

* 
1.9 

0.2 
2.5 
0.7 
0.3 
0.7 
3.3 
0.2 
0.9 
2.4 

1.4 
4.7 
0.1 

7.8 
4.0 

11.7 
5.6 

**Data for 1962-1963. Data are not available in Arizona, California, 
Illinois, Indiana, Massachusetts, Michigan, Mississippi, Montana, 
Nevada, New Hampshire, New Jersey, New York, North Dakota, Penn­
sylvania, Rhode Island, Texas, Washington, and Wyoming. 

Source: National Education Association, Teacher Supply and Demand 
in Public Schools, Research Report, 1964-R9, 1964, p. 21. 
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are several reasons why this might occur. We have already seen 

that it would not be attributable to higher teacher salaries. 

However, there may be factors ,-mich operate to require relatively 

more teachers in Iowa than in the United States as a whole. For 

example, the pupil-teacher ratio in Iowa has been somewhat lower 

than the rest of the nation,l and this may be due to a more 

dispersed population, more school districts, and/or attempts to 

upgrade quality. Nevertheless, the proportion of total current 

expenditures for instructional purposes has been somewhat lower 

in Icrwa than the United States as a whole. On the other hand, 

the proportion of total current expenditures for administration, 

operation of plant, and other services (such as transportation) 

are somewhat higher in Iowa (Table C). This again suggests that 

a dispersed population and the number of school districts may 

be important cost-determining factors. In this connection, it 

is interesting to note that Iowa had about 423 students per school 

district in 1961-1962, while for the United States the figure 

was 1,051. 2 

Comparing the educational opportunities of Iowa's students 

with students in the rest of the nation is not the only acceptable 

1In 1959 the teacher-pupil ratio for public secondary· schools 
was 13.G in Iowa and 22.7 in the United States (Statistical 
Abstract, 1963, p. 133). 

2the number of school districts are from United States 
Department of Health, Education and Welfare, Digest of Educational 
Statistics, 1964 edition. Enrollment figures are for the fall 
of 1961 from Statistical Abstract, 1962. 
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Table 0 

PER CENT OF TOTAL CURRENT PUBLIC ·ELEMENrARY AND 
SECX>NDARY EDUCATION EXPENDITURES FOR VARIOUS FUNCTIONS: 

UNITED STATES AND ICMA, 1961-1962 

United States 

Administration 4.4 

Instruction 67.3 

Operation of plant 8.6 

Maintenance of plant 3.2 

Fixed charges 7.2 

Other services n.o 

Other programs 1.3 

100.0 

Source: Computed from United States Department of 
Health, Education, and Welfare, Digest of 
Educational Statistics, 1964 edition • 
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critericn in judging the adequacy of education expenditures in the 

state. If we abstract from the income redistributive effects of 

an increase in education expenditures and evaluate capital expenditures1 

on the basis of their "efficiency," then some judgment must be made 

about the rates of return (increases in aBgregate output and income) 

on alternative forms of private and public investment. 

For the nation as a whole, the rate of return on education appears to be 

quite substantial (estimates are as high as 17 per cent) and "probably 

exceed the return to investment in private and in non-educational 

public expenditures. 11 2 Because of the lack of information, it is 

not knmm whether the same circumstances exist in Iowa or not. The 

national figures indicate, however, that growth potential is directly 

related to the quality of education, and one simply has to rely on 

intuitive judgments about whether the rate of return is higher in Iowa 

on this form of investment than on alternative forms of investment . 

He .cannot , of course, ignore the redistributive effects of 

an increase in education expenditures. It has its costs as well 

as its benefits. 3 The benefits include whatever increase in 

1Expenditures on education are considered as a capital expendi­
ture because of the effect of education on increases in output and 
income. 

2non Winkelman, Cost of Public Education in Iowa, Special 
Report No. 44, Agricultural and Home Economics Experiment Station, 
Cooperative Extension Service, Iowa State University, February, 
1965, p. 9. 

30ne might also say that a failure to increase educational 
outlays has its costs as well as its benefits • 
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satisfactions accompanies an increase in educational opportunities. 

That is, some people will feel better off because educational 

opportunities are greater or better distributed; students may feel 

better off because of the inherent satisfactions derived from a 

better education and increased earning power; other persons may 

be better off because of the possibilities of a greater rate of 

growth. Against this must be balanced whatever loss of satisfaction 

accompanies an expansion of expenditures. Since economic resources 

are limited, an expansion in one area means a contraction or a 

reduced rate of expansion in the private sector or in the provision 

of other public goods. Those people who bear the cost of the 

·reallocation of resources are not necessarily those who derive the 

benefits from it, or, at least, there is not a strict correspondence 

between costs and benefits received by individuals. 

While educational opportunities may be favorable or unfavorable 

when compared to other states, this reveals nothing about the 

distribution of opportunities within the state. Even if expendi­

tures or quality are adequate on the average, it may be necessary 

to raise the performance level in localities where educational 

opportunities are not adequate. If performance levels are not 

to fall in other localities, the state-wide average would have to 

increase. 

In 1962, current expenditures per public school enrollee 

averaged $408 among Iowa counties. The lowest expenditure was $222, 
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and the highest was $586. Twenty-six of the 99 counties exceeded 

the mean by more than one standard deviation. 

Counties which exc~eded mean current education expenditures 

by more than one standard deviation are noted in Table 9. Counties 

which exceeded mean median family income by more than one standard 

deviation are also shown. For 54 of the counties, educational 

expenditures and median family income fell within one standard 

deviation from the mean. 

It is interesting to note that 11 of the 14 counties which 

fall below mean family incoine by more than one standard deviation 

have educational expenditures which are above or within one 

standard deviation from mean education expenditures. Eleven of 

the 16 counties which had median family incomes which were above 

the mean by more than one standard deviation had educational 

expe~ditures more than one standard deviation below the mean or 

within one standard deviation. 

This indicates that educational expenditures tend to be 

independent of income levels. This is confirmed by regressing per 

student expenditures on income and other (cost-determinint) variables. 

Income is not a significant variable. The evidence is that cost­

determining variables, such as population density, are more important 

and that low income counties attempt, on the average, to do as well 

as higher income counties. It also suggests that if quality is 

directly related to income, the higher income counties obtain a 
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Table 9 

COUNTIES ABOVE(+) OR BELOW(-) 
THE MEAN BY MORE THAN ONE STANDARD DEVIATION 

FOR MEDIAN FAMILY INCOME AND CURREN!' EXPENDITURES 
PER PUBLIC SCHOOL ENROLLEE 

Median School 
family expenditures 
income per public 

Counties (1960) school enrollee 

1 Adair* .. 
2 Adams** + 
3 Allamnkee* .. 
4 Appanoose 
5 Audubon* 
6 Benton 
7 Black Hawk 
8 Boone {. 9 Bremer 

10 Buchanan 
11 Buena Vista 
12 Butler + 
13 Calhoun 
14 Carroll + 
15 Cass 
16 Cedar 
17 Cerro Gordo + + 
18 Cherokee 
19 Chickasaw 
20 Clarke 
21 Clay 
22 Clayton* 
23 Clinton** + 
24 Crawford 
25 Dallas 
26 Davis 
27 Decatur .. 
28 Delaware 
29 Des Moines* + 
30 Dickinson 
31 Dubuque + 
32 Emmett 
33 Fayette 

• 34 Floyd 
35 Franklin 
36 Fremont* 
37 Greene + 

, 38 Grundy 
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Median School 
Table 9 (cont.) family expenditures 

income per public 
Counties (1960) s choo 1 enrollee 

39 Guthrie 
40 Hamilton 
41 Hancock 
42 Hardin 
43 Harrison 
44 Henry 
45 Howard 
46 Humboldt + 
47 Ida 
48 Iowa + 
49 Jackson 
50 Jasper 
51 Jefferson 
52 Johnson 
53 Jones 
54 Keokuk 
55 Kossuth* + 
56 Lee** + {. 57 Linn** + 
58 Louisa 
59 Lucas 
60 Lyon** + 
61 Madison 
62 Mahaska 
63 Marion 
64 Marshall + + 
65 Mills 
66 Mitchell + 
67 Monona 
68 Monroe 
69 Montgomery 
70 Muscatine 
71 O'Brien 
72 Osceola* 
73 Page 
74 Palo Alto* + 
75 Plymouth 

• 
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Table 9 (cont.) 

Counties 

Median 
family 
income 
(1960) 

School 
expenditures 
per public 

school enrollee 

76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 

Pocahontas 
Polk* 
Pottawattamie 
Poweshiek 
Ringgold* 

.Sac 
Scott* 
Shelby 
Sioux 
Story* 
Tama 
Taylor* 
Union 
Van Buren 
Wapello* 
Warren-A-Ir 
Washington 
Wayne 
Webster 
Winnebago 
Winneshiek 
WoodburyH' 
Worth 
Wright 

+ 
+ 

+ 

+ 

+ 
+ 

+ 

+ 

* Median family income below the mean by more than 
one standard deviation ·and school expenditures above or 
within one standard deviation. 

tt Median family income above the mean by more than 
one standard deviation and expenditures below or within 
one standard deviation • 
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higher quality of education for n given level of expenditures than 

do low income counties (per student expenditures tend to fall with 

urbanization). Some quality may have to be sacrificed in lower_ 

income (more rural) counties because per unit costs are higher. 

A policy of equalizing educational opportunities becomes a 

very difficult task in light of the fact that differences in 

expenditures among counties may not reflect differences in quality. 

This is not to say that an increase in expenditures would not raise 

quality; it simply means that it is difficult to determine, on the 

basis of inter-county expenditures comparisons, where expenditures 

ought to be allocated to reduce inequalities in educational 

opportunities. 

Highway expenditures. Is there evidence that local governments 

are underperforming in the area of highways because of inadequate 

local resources or by failing to account for the spill-over effects 

of highway expenditures? In the 1960 Iowa highway study by the Public 

Administration Service, it was noted that Iowa's needs exceeded 

expected revenues by an annual amount of $22 million a year over a 

twenty-year period, with the "principal deficit in the program for 

the support of (the) local county road network of almost 59,000 

miles of roads, over 50 per cent of the total, which carry less 

than 5 per cent of the t~t al traffic of the state. 11 1 The needs of 

1Public Administration Service, Financing Iowa's Highways, 1960, 
p. 69. 
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the county road systems were estimated at $3~2 million over a 20-

year period. 

It should be pointed out that the "needs" of the highway 

system are engineering needs based on traffic volume, character-

istics of traffic, relevant population data, etc. and are .therefore 

only a rough indication of economic needs. That is, it should not be 

inferred that the increased benefits which might be derived from increased 

expenditures on highways are greater than the increased benefits 

which flow from the same amount of expenditure for private or 

other public purposes. Resources have alternative uses, and 

other social and economic "needs" have to be considered as well. 

Indeed, the 1960 highway study suggested ' that legislators "take 

cognizance of the relative demands of the several other state 

programs before they raise additional revenues for road purpo::;es. 111 

Further, the report went on to note that "It is considered that 

this (the county road system) is a general obligation which 

should be borne by the beneficiaries of the 58,000 mile local 

county road system. These are generally the rural residents who 

use them to get to and from their properties. 112 

With respect to the issue of distribution of funds to the 

various units of government, the highway fiscal study 

1Ibid., p. 85. 

2~., p. 84 • 
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rec01I1llended that a higher relative share of revenue be allocated to the 

state and cities and towns, and a lower relative share be allocated to 

counties, It was recomnended that 55 per cent be allocated to the state, 

30 per cent to the counties, and 15 per cent to cities and towns. At the 

time this recommendation compared with a 42-50-8 per cent distribution 

of the Road Use Tax Fund to the state, counties, and cities and towns, 

respectively, and a 51-42-7 per cent distribution, if account is taken 

of the then special tax of 2 cents per gallon on motor vehicle fuel, 

Funds from the special 2-cent tax were allocated to the primary road 

fund, Currently the Road Use Tax Fund is allocated to the state, counties, 

and cities and towns on a 47-40-13 per cent basis, although a higher 

amount will be allocated to the state with the increase in the motor 

fuels tax by the 61st General Assembly. 

At the present time, Iowa has one of the most extensive 

highway networks in the country. Only seven states have more 

road mileage than Iowa, and among these are Texas and California-­

states which encompass a large area. Iowa accounts for 3.1 per 

cent of the total highway mileage in the United States and takes 

up 1.6 per cent of the land area. To maintain and upgrade such 

an extensive system requires substantial resources, and so long 

as revenue distribution formulae are not adequately related to 
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need, which seems to be the case, additional revenues will have 

to be raised to finance needs which follow population shifts, the 

location of economic activity, and changing travel patterns. This 

apparently, is the course Iowa has followed with the recent increase 

in the motor fuels and vehicle taxes and the stipulation that the 

increase in revenue from this source be allocated to the Primary 

Road Fund. The alternative would have been to allocate existing 

resources more efficiently. · 

Variations in Need and Fiscal Capacity 

The second reason for state aid is to reduce variations in the 

gap between needs and fiscal capacity runong localities. Need is 

measured here by population age structure, population density, and 

population change. The public needs of a community increase as it 

has more young people to educate, and more young and old people 

who have welfare needs. There is evidence that the per capita 

cost of providing public services rises with an increase in popu­

lation sparsity. Population increases may require greater capital 

outlays, and a loss of population may require spreading certain 

fixed services over fewer people.1 

Possible indices of fiscal capacity include median family 

income, per capita market property values, and per capita personal 

Lrhese indices are obviously nQt all-inclusive. They are onlr 
meant to be illustrative. 
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income. Median fmnily income by county is available from the 

Census only for 1960. The shortcoming of this variable is that 

it fails to account for non•money income (e.g., income in kind). 

Per capita market property values by county are available for 1962 

and later dates. These data suffer from a lack of completely 

satisfactory assessment sales ratios for commercial and industrial 

property. The personal income data are estimates of the Bureau 

of Business and Economic Research, University of Iowa, and are 

subject to error because of certain technical problems of income 

estimation. 

The correlation ben1een median family income and per capita 

market property values is -.22, and the coefficient for per capita 

personal income and property values is .11. The low correlation 

between income and property values is attributable to either 

(1) assesscent--sales ratios which do not reflect the true value 

of industrial and connnercial property, or (2) a relatively lower 

earning capability of agricultural property relative to other 

property. If the assessment--sales ratios for industrial and 

col!mlercial property are, in fact, lower than those which were 

used to adjust assessed valuations upward, then the market value 

of industrial nnd connnercial property used here is lower than 

it should be. An upward adjustment would probably show a higher, 

positive correlation between property values and income since 

more industrial and commercial property is located in more urban, 
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higher income areas. If this is the case, income and property 

values could be substitutes, to a degree, as measures of fiscal 

capacity. 

On the other hand, if there is, in fact, a low correlation 

ben,een property values and income, this, as we have seen, could 

be explained by a relatively lower earning capability of agri­

cultural property. More rural counties are generally poorer in 

money income terms. The correlation coefficient between median 

family income and th~ per cent of the population living in rural 

areas is -.56. If there is little relations~ip between property 

and income, then income rather than property is the best measure 

of fiscal capacity because, in the lorg run, truces must be paid 

out of income. 

Of central importance here is the variation among counties 

in needs relative to fiscal capacity. If the indices of need and 

fiscal capacity are inversely related, or if the indices of need 

and fiscal capacity are unrelated, then the gap between needs and 

fiscal capacity rises as fiscal capacity falls. In the first case, 

needs rise as fiscal capacity falls, and in the latter case, needs 

remain constant as fiscal capacity falls. In either case the~ 

between needs and fiscal capacity rises, although the change in the 

gap is ta0re severe when needs and fiscal capacity are inversely 

related. The mean and standard deviation of median fm:rl.ly income, 

indices of need, and effort are shown in Table 10. Counties which 
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are within one standard deviation from the mean will be considered 

as having "average" needs or "average" income levels. Counties 

which are above the mean by more than one standard deviation will 

be considered as having "above-average" income levels or needs, 

and counties will be considered "below average" if the observations 

are below the mean by more than one standard deviation.I (Table 11) 

Table 10 

NEEDS, FISCAL CAPACITY, AND EFFORT: 
THE MF.AN AND STANDARD DEVIATIONS 

No. deviations by more 
~ S. D. than one S. D. 

Median family income $4,868 $757 30 

Per cent of population age 0-19 38.0 2.4 33 

Per cent of population age 65 and over 13.2 2.2 28 

Square miles per person .031 .013 29 

Taxes as a per cent of personal 
income 7.0 1.4 

Of interest here is the fact that in a number of cases, need 

and fiscal capacity (as measured by median family income) are 

34 

not directly related. That is, needs do not necessarily increase 

(decrease) in proportion to increases (decreases) in fiscal capacity. 

Thirteen counties which have "below-average" income have "average" 

lThe exception here is population change. See footnote to 
Table 2. 
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Table 11 

COUNrIES ABOVE(+) OR BELOO (•) 
THE MEAN BY M>RE THAN ONE STANDARD DEVIATION 
FOR MEDIAN FAMILY INCOME AND INDICES OF NEED 

( 1) (2) (3) (4) (5) 
Median Per cent Per cent Sq. mi. Projected 
family population population per person per cent 
income 0-19 years 65 years density population change 

Counties (1960) (1960) & over ( 1960) (1960) (1960-1970) 

1 Adair* + 
2 Adams* + 
3 Allamakee* + 
4 Appanoose + 
5 Audubon* 
6 Benton 
7 Black Hawk + + 
8 Boone 
9 Bremer 

10 Buchanan + (. 11 Buena Vi_sta 
12 Butler 
13 Calhoun 
14 Carroll + 
15 Cass 
16 Cedar 
17 Cerro Gordo** + 
18 Cherokee 
19 Chickasaw 
20 Clarke + 
21 Clay 
22 Clayton* .. 
23 Clinton** + 
24 Crawford 
25 Dallas 
26 Davis + 
27 Decatur* + + 
28 Delaware + 
29 Des Moines** + 
30 Dickinson 
31 Dubuque** + + + 
32 Ennnet + 
33 Fayette 
34 Floyd 
35 Franklin 

• 36 Fremont* + 
37 Greene 
38 Grundy 
39 Guthrie + 
40 Hamilton 
41 Hancock 
42 Hardin 
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Table 11 (cont.) 

(1) (2) (3) (4) (5) 
Median Per cent Per cent Sq. mi. Projected 
family population population per person per cent 
income 0-19 years 65 years density population change 

Counties (1960} (1960} & over (1960) ( 1960} (1960-1970} 

43 Harrison 
44 Henry + 
45 Howard* 
46 Humboldt 
47 Ida 
48 Iowa 
49 Jackson + 
50 Jasper 
51 Jefferson 
52 Johnson + 
53 Jones 
54 Keokuk + 
55 Kossuth* • + 
56 Lee** + 
57 Linn* + + 
58 Louisa 
59 Lucas + 
60 Lyon + + I. 61 Madison + + 
62 Mahaska 
63 Marion 
64 Marshall* + 
65 Mills 
66 Mitchell + 
67 Monona + 
68 Monroe + 
69 Montg01'!1ery + 
70 Muscatine 
71 O'Brien 
72 Osceola* + 
73 Page + 
74 Palo Alto* + 
75 Plymouth + 
76 Pocahontas 
77 Polk** + + 
78 Pottawattamie + + + 
79 Poweshiek 
80 Ringgold* + 
81 Sac + 
82 Scott** + + 
83 Shelby + 

• ) 

,, 
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Table 11 (cont.) 
(1) (2) (3) (4) (5) 

Median Per cent Per cent Sq. mi. Projected 
family population population per person per cent 
income 0-19 years 65 years density population change 

Counties (1960) (1960) & over ( 1960) (19§0) (1960-1970) 

84 Sioux + 
85 Story1'rk + + 
86 Tama 
87 Taylor* + 
88 Union + 
89 Van Buren + + 
90 Wapello 'irk + + 
91 Warren + + + 
92 Washington 
93 Wayne + + + 
94 Webster 
95 Winnebago 
96 Winneshiek 
97 Woodbury'irk + 
98 Worth 
99 Wright 

*Median family income more than one standard deviation below the mean and at 
least three indices of need one standard deviation above the mean or within one S. D. 

'ilrkMedian family income more than one standard deviation above the mean and at 
least three indices of need more than one standard deviation below the mean or within 
ones. D. 

In columns (2), (3), and ( 4), if a county has a plus sign, the "need" is 
relatively high, and if the sign is negative, "need" is relatively low. 

In colUiilil. ·(S) either a plus or minus sign indicates a relatively high need 
because population reductions as well ns increases may ~xert an upward pressure on 
per capita public services • 
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or "above-average" needs in at least three categories. On the other 

hand, there ,are 13 counties which have "above-average" income and 

"average" or "below-average" needs. For the most part, the remaining 

counties have II average" incomes and "average" needs. 

A similar picture emerges if simple correlations are computed 

between median family income and indites of need. There is very 

little correlation between the school-age population and median 

family income, or between per capita personal income and the school­

age population, indicating that educational needs, as they are 

determined by the school-age population, are independent of fiscal 

capacity (if it is assuraed that fiscal capacity is measured by 

income)~ 

The correlation between the proportion of the population 65 

years of age and over and the ~edian fanily income is negative 

(r = -.47), meaning that needs as they are measured by this 

variable rise, on the ,average, as incomes fall. Furtheroore, 

incomes rise as population density rises. Hence, if the per unit 

costs of prov~ding a given service level fall as population density 

increeses, then there is once again an inverse relationship between 

an index of need and fiscal capacity. 

There is a fairly high correlation between population change 

and median family income (r • .77), meaning that counties with 

higher population growth have higher inco~es, and counties with 

slower population growth and higher population losses have lower 
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incomes. The needs of localities with population growth of a 

certain magnitude may be just as great as localities with a 

population loss of the same maghitude. Those counties with higher 

population growth cust make greater capitol and variable outlays, 

and it would seet:1 that the higher the population growth the greater 

the adjustment cust be. For counties which are having population 

losses, certain fixed outlays and some variable outlays must 

continue to be made, nnd it might be argued that the higher is 

the population loss the oore severe is the adjustment in public 

service outlays. The relationship between needs and population 

change eight appear as depicted below. While the relationship 

NEEDS 

+ 
Per Cent Population Change 

may not be syrnnetrical, it is probably in the general direction 

as indicated. In this case, needs rise as fiscal capacity rises 

or falls. 

There is also evidence thnt counties with low fiscal capacity 

tend to make a greater effort to provide public services. Tax 

collections as a per cent of personal income are inversely 
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correlated with per capita personal income (r • -.77) and median 

family income (r • -.59). This suggests that the costs of providing 

services of a given quality are higher for counties which are 

more rural and have lower population density, or that rural areas 

attecpt to c.aintain 4uality in the face of low incomes. 

Attributes of State and Local Tax Structures 

A third reason for state aid is the superior attributes of 

state tax systems. The purpose of this section is to determine 

whether this is the case in Iowa. 

One desirable feature of a tax system is th~t revenues 

increase with increases in the cost of, providing existing govern• 

nent services--increases which are attributable to rising prices, 

rising wages, population shifts, etc. That is, it is assumed 

that services which are currently provided are generally acceptable 

{education, highways, welfare, police protection, etc.) and as 

the cost of these services rises for one reason or another, revenues 

ought to be forthcoming without tax rate changes to finance them. 

With this assUiiiption, an increase in the quality of services or the 

addition of new services would be the only occasion for rais_ing tax 

rates. One way of determining how responsive the various sources 

of revenue are to growth is by comparing their incOI.le elasticity 

coefficients.l 

1The income elasticity coefficient cocpares the average rate 
of -change in some variable (in this case, revenue) with the average 
rate of change of income. The coefficient is computed by dividing 
the rate of change in revenue by the rate of change in incooe. If 
the coefficient is less than one, incoce is increasing at a faster 
rate than revenues, and vice versa if the coefficient is greater 
than one. 
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The property tax, which is the principal source of revenue at 

the local level, is relativeiy inelastic with respect to income. 

One study covering the period 1910-1960 found the elasticity 

1 coefficient of the property tax in Iowa to be 0.86. Some of the 

change in the property tax collections over this period was due 

to increases in milleage rate rather than increases in the tax 

base (i.e., increases in the value of existing property or property 

additions). Another study showed that in the period 1956-1961 

the elasticity coefficient of the property tax base was between 0.4 

and 0.5, depending on the base used. 2 In contrast, the coefficient 

for the United States as a whole was greater than one. The lower 

coefficient for Iowa may be attributable to negligible population 

growth and a slower rate of industrialization and urbanization 

than the nation as a whole. Both of these factors ioply a lesser 

rate of residential, comnercial, and industrial property additions, 

as well as a slower growth in the deoand for existing property. 

Further, employment and income are falling in SOlile areas of the 

state, so that rising property values in growing and prosperous 

areas of the state are offset by falling or stagnant values elsewhere. 

1Deil S. Wright and Robert M. Marker, 11 A Half-Century of Local 
Finances: The Case of Iowa," National Tex Journal, Vol XVII, 
No. 3, pp. 274•291. 

2The bases used were the assessed value of all property, 
assessed value of locally assessed real property, and the market 
value of locally assessed property. See B. Bridges, "Income 
Elasticity of the Property Tax Base," National Tax Journal, 
Vol. XVII, No. 3 • 
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I 
The state's over-all tax system is bore elastic than the local 

tax structure. The income elasticity coefficient .for the over-ail 

tax structure was 1.15 for the period 1954-1965. The elasticity 

coefficient for the major taxes is shown in Table 12. Of the oajor 

taxes, the sales tax, lilOtor fuel tax, IilOtor vehicle license, and 

. cigarette taxes are inelastic. The income tax, on the other hand, 

_is highly elastic. 

In terms of equity, the over-all state tax structure (state 

and local) is regressive, with the property tax as a principal 

source of regressivity. The state's income tax is mildly progressive; 

the sales tax is mildly reg'(essive; and the sum of all "other" 

taxes is more regressive than the sales tax.l S0t1e of the taxes 

used by the state, therefore, offer some opportunity for lessening 

over-all regression. 

To lessen the reliance on the property tax and provide localities 

w;i.th alternative sources of revenue, tax levies and collections on 

behalf of local governoents by the state government offer certain 

advantages compared to extending the authority of local 

governments to adopt non-property taxes. The possible advantages include 

a lower cost of collection, uniform adoinistration, an identical tax 

base, greater coopliance, and a larger yield. 

~esearch Mecornndum II. 
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Sales 

Personal income 

Motor fuels 

Motor vehicle license 

Cigarettes 

Beer 

Corporate income 

Inheritance 

Use 
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Table 12 

ELASTICITY COEFFICIENT OF 
MAJOR REVENUE SOURCES OF 

THE STATE GOVERNMENT, 1954-1965 

Coefficient 

Liquor store profits 

Ten per cent allocation 

0.71 

2.09 

0.51 

0.67 

0.55 

0.07 

1.09 

1.62 

1.94 

1.31 

of liquor store sales 
to locnl governments 

Total tax and non-tax 
revenues a 

Total approEriable tax 
revenues 

0.69 

1.15 

1.22 

Yield, 1965 
(millions of dollars) 

77 .6 

57.4 

65.7 

54.3 

15 .2 

3.4 

5.9 

10.0 

17 .3 

11.9 

5.2 

345 .1 

217.0 

81.'his is not the same figure of general revenue published 
by the Coopendiuc ~ State Governnent Finances. It does not include, 
for example, federal revenues. 

hExcludes motor fuels tax and L10tor vehicle license. Includes 
minor taxes no t shown above and non-tnx revenue such as · fees, interest, 
etc. 
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IV. INIERGOVERNMENIAL REVENUE FLOWS IN IOWA 

The first part of this study discussed the reasons for, and 

problems involved in, rendering various fonis of state assistance 

to local govermnent. Given the rationale for state assistance 

to local governments discussed in Part I, the second part was 

concerned with whether conditions existed in Iowa which justified 

state assistance to local government. This part analyzes the 

actual revenue flows in Iowa and the extent to which they deal 

with the problems discussed in Part I. There is first an 

analysis of general trends in revenue flows and then a description 

and analysis of specific state-local programs. 

An Overview of Revenue Flows 

From 1954 to 1965, state intergovernmental expenditures in 

Iowa increased from $87 million to $149 million, about a 70 

per cent increase. In 1965, three categories of expenditures 

accounted for 97 per cent of state intergovernoental expenditures: 

highways (38 per cent), ·education (35 per cent), and general 

support (24 per cent) (Table 13). General local governoent support 

includes such items as the homestead credit, military credit and 

the distribution of part of liquor store sales. 

Figures on intergovernoental revenue flows from the state 

govermient to the local government are Dis leading because they do 
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Table 13 

STATE TO LOCAL INIERGOVERNMENTAL EXPENDITURES 
IOWA, 1954-1965 

(THOUSANDS OF DOLLARS) 

General 
Health and local 

~ Total Ed,ucatign Highways hospitals support Other 

1954 87,127 26,119 31,730 1,155 27,575 548 
1955 90,437 27,369 33,754 661 28,136 517 
1956 106,697 35,250 41,981 737 28,236 493 
1957 105,487 37,065 38,390 807 28,716 509 
1958 108,762 36,368 41,373 487 30,032 502 
1959 111,058 38,232 40,920 713 30,677 516 
1960 112,749 38,507 40,470 776 31,737 1,259 
1961 119,542 41,506 43,592 1,370 32,280 794 
1962 123,989 43,935 45,613 717 33,007 717 
1963 138,127 49,253 52,614 1,063 33,751 1,446 
1964 137,833 47,093 54,054 888 34,163 1,635 
1965 148,629 52,232 56,777 1,048 35,337 3,235 I. Source: Compendium _2i State Governmental Finances. 

Table 14 

INTERGOVERNMENTAL REVENUE FROM LOCAL GOVERNMENT TO STATE GOVERNMENI', 
IOWA, 1954-1965 

(THOUSANDS OF DOLLARS) 

Health and 
Year Total Welfare Highways hospitals Education Other -
1954 11,645 3,034 8,283 328 
1955 11,356 2,9GO 8,095 281 
1956 12,861 2,963 9,531 367 
1957 14,594 3,337 1,129 9,802 - 326 
1958 15,883 3,543 1,106 10,913 321 
1959 29,710 3,692 14,398 11,260 360 
1960 26,015 3,908 9,092 12,581 78 356 
1961 27,351 4,598 9,471 12,776 81 425 
1962 19,647 4,319 2,504 12,338 78 408 
1963 23,148 5,298 3,401 13,929 90 430 
1964 25,499 5,436 6,018 13,509 56 480 

• 1965 26,802 6,646 7,817 11,679 79 521 

Source: Compendium of State Governmental Finances. 

# 
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not reveal the full extent to which responsibility for financing 

or carrying on governmental activities has been lodged .with th~. ­

state government. In the first place, it is necessary to make 

an adjustment for intergovernmental revenue flows from the local 

govermnents to the state government. In 1965, this amounted 

to $26.8 million, up from $11.6 million in 1954. In 1965, these 

funds went for the support of health and hospitals (44 per cent), 

highways (29 per cent), and public welfare (25 per cent) (Table 14). 

Support for highways began in 1957, and has ranged from $1.1 million 

in that year to $14.4 million in 1959. Support for public uelfare 

increased from $3 million to $6.6 million over the decade, and 

local support for health and hospitals rose from $8.3 million 

to $11.7 million in 1965. 

If revenue flows from the local governments to the state 

government are subtracted from the state governraent's inter­

governmental expenditures, state support to local governments 

is reduced from $149 million to less than $122 million in 1965. 

While this adjustment gives a better indication of the extent to 

which the state government supports local governments, it is 

still nisleading, particularly when compared to the maount of 

state aid to local governments by other states. To make any 

meaningful inferences about the relative importance of state aid, 

it is necessary to know something about the allocation of 

responsibility between the state and local govermnents for 

carrying out particular government functions. State aid for a 

particular function oay be negligible in some states because the 
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state governments have direct responsibility for carrying out that 

activity. For example, one of the areas in which a division o~ 

responsibility bet~een units of government makes a considerable 

difference is public welfare. In a number of states, including 

Iowa, the local governt:lents plny a minit:181 role in administering 

and financing the aid programs under the Social Security Act, 

while in other states, local govenwents receive state aid for 

carrying out these programs. 

About the only category of state aid for which it is possible 

to oake interstate COI:1f6risons is state aid to education. None 

of the state governments in the Plains region made direct expendi­

tures for local schools in 1965, and ot the other states which oade 

direct expenditures the suns are, on the whole, oinor when cocpared 

to total education expenditures in the states. In 1965, Iowa's per 

capita state aid expenditures for education amounted to $18.92, while 

the weighted average for the Plains states was $30.60 and the average 

for the United States was $43.27. 1 

While total intergovernoental expenditure figures cannot be 

used to oake oeaningful inferences about the extent to which the 

state government supports local public services (with aid, or by 

assuming direct responsibility for some functions), it is possible 

to determine the degree of reliance on the different levels of 

1united States Department of Comerce, CoopendiUI'.l. of State 
Governoent Finances, 1965 • 
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government by comparing the relative amount of total revenue each 

raises. In general, the more revenue the state government raises, 

the I!lOre local governments are relieved of the financial respon­

sibility for governoent functions. Other things equal, the higher 

the state aid and/or the oore direct responsibility states assume 

for governcent functions, the higher the relative aoount of revenue 

raised by state governments. 

Currently, there is nore reliance on local governoents to 

support total governoent services in Iowa than in the United States 

as a whole. In 1964, the local governoents raised 49.9 per cent 

of total general revenue, whereas for the United States the 

corresponding figure was 46.1 per cent. The state government 

in Iowa raised 36.7 per cent of total general revenue, whereas 

state governments as a whole contributed 41.2 per cent to total 

general revenue. The federal government accounted for the 

remaining revenue--13.3 per cent in Iowa and 14.6 per cent 

for all states (Table 15). 

Since 1958, there has been an increase in the reliance 

on local governments in Iowa to support goverm:ient services. 

The increase occurred in 1961, but there is no apparent 

trend since then. At the same time, there has been a slight 

decline in· the relative amount of revenue raised by the state 

governcent. On the other hand, for the states as e whole, there 

has been a gradual reduction in the relative amount of revenue 
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raised by local governments, while the amount contributed by state 

governments has remained about the same. The difference is accounted 

for by a so~ewhat larger share of federal revenue since 1958. 

~ 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

Table 15 

PER CENT OF GENERAL REVENUE 
ORIGINATING WITH IDCAL GOVERNMENrS 

~ 

47.7 

46.6 

46.7 

51.9 

51.1 

51.5 

49.9 

Source: United States Department of CoJTII:1erce, 
Governmental Finnnces. 

School Aid 

United States 

47 .1 

45.4 

45.9 

47.9 

47.6 

47.6 

46.1 

Description of aid prograrns. 1 The sources of state aid to 

local schools and the present &1ount of funds annually appropriated 

for each purpose include: 

1A general description of the school aid prograos is included 
in School Business (Revised Edition), Iowa State Department of 
Public In~truction, 1965, pp. 29-31. 
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1. General aid, $33.S tili.llion 

2. Supplemental aid, $4 million 

3. Transportation aid, $4 million 

4. Special education aid, $2.5 nillion 

5. Vocational aid, $2.4 cillion 

6. Mining camp aid, $55 thousand 

7. Ec:iergency aid, $200 thousand 

8. Driver education aid, $1.2 million 

In order to qualify for general ill, a school district rnst 

levy 15 nills for the General Fund. 1 The distribution of general 

aid is on a per pupil basis, and the ar;iount of aid varies with the 

general class level of students. 2 

A school district receives §upplenental ill if it bas levied 

at least 15 mlls for the General Fund, and if it cannot raise $120 

1Expenditures from the General Fund cover such itecs as 
adoinistrative and instructional costs, operation and maintenance, 
and the purchase of equipcent. 

2More specifically, the aid formulae are: 
a. 17 cents per day per elementary pupil 
b. 20 cents per day per high school pupil 
c. $1 per day per resident junior college student plus 

the full time equivalent of resident students carrying 
less than 12 semester hours. 

d. $2.25 per day per non-resident junior college student 
plus the full-time equivalent of non-resident students 
carrying less than 12 semester hours. 

e. $1.30 per day per pupil to a district which pays 
tuition to an area vocational technical school. 

f. $1.50 per day per student in an approved area vocational 
technical program. The students must have graduated 
from high school or be over the age of 21 • 
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per elementary pupil and $170 per high school pupil with a levy 

of 10 mills in districts without high schools or 15 mills in districts 

with high schools.I The amount of aid allocated to a district is 

determined by adding $170 times the number of high school students 

and $120 tioes the nucber of elementary students, and subtracting 

frora this sum the proceeds of the 10 or 15 cill levy. 

Transportation aid is allocated on the basis of $30 per pupil 

per year transported by bus, and $23 per pupil per year when bus 

transportation is not practicable and approved special transpor­

tation is provided (e.g., cotm;lOn carrier). The law specifies the 

circwastances which require local ~chools to provide transportation. 

A school district which has an approved progran for educating 

handicapped children is entitled to receive special education aid 

in the atilOunt that the cost of educating handicapped children 

exceeds the cost of educating students in the regular curriculum. 

A school district which maintains an approved vocational 

education prograo is entitled to reiobursement for one-half the 

expenditures for the salaries and travel of vocational teachers. 

Aid for this purpose comes from both state and federal funds. 

The distribution of mining cacp aid is at the discretion of 

the state superintendent of instruction. It is intended to be 

distributed to cining canp areas which have a low assessed valuation. 

Lrhese levies are exclusive of the levy for the school house 
fund, which covers expenditures for construction, repairs, improve­
ments, sites, principal and interest on bonded indebtedness, and 
the rental of buildings. 
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F.cergency ~ is allocated to districts which cannot maintain 

"reasonable standards" without levying a tax in excess of 100 mills, 

. and is allocated at the discretion of the state superintendent of 

instruction. 

Driver education aid is allocated in an amount not to exceed $30 

for each pupil who successfully completes n driver education course. 

School districts are required to offer or oake available a course 

in driver education. 

In all cases, if the appropriations are insufficient to cover 

the total clains for aid the funds are pro-rated, i.e., the aid 

each district applies for is oultiplied by the ratio of appropriations 

to the total claims of all districts • 

The effect of school aid on perfornance levels. The only school 

aid prograns which my stioulate school expenditures for specific 

functions are special education aid and vocational aid. If this 

is one of the purposes of these aid progrllt.ls, an implicit assumption 

is that these functions ought to be encouraged but they are not 

important enough in the total scheme of things to require all 

districts, or at least districts which "need" such progracs, to 

offer or make theo available. While these sticulative aids oay 

encourage school districts to undertake or expand special and 

vocational education prograos, this does not mean that either 

total education expenditures or total state and local expenditurea 

will increase by the aoount of the increases in expenditures on 
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special or vocational education. Stimulative aid programs may 

instead induce a substitution of stimulated functions for other 

educatiohal programs, or induce a stibstitutibn of educational 

expenditures for other (non-educatibnal) government services. 

Transportation aid and driver education aid are not stimulative 

aid programs because school districts are required by law to 

provide these services (in the case of transportation, school 

districts are required to provide this service under specified 

circumstances)~ 

The other forms of aid--general aid, supplemental aid, mining 

camp aid, and emergency aid--differ from the aid programs discussed 

above in that there would be no tendency to substitute one educational 

program for another. On the other hand, these aids may either cause 

educational expenditures to be higher or property truces to be lower. 

If the aids induce an increase in educational expenditures, other 

public expenditures may in turn be lower. 

The relation of school aid to needs, fiscal capacity, and effort. 

Before discussing the implications of the aid formulae in terms of 

need, fiscal capacity and effort, it is necessary, perhaps, to be 

reminded that need refers to variations in the cost of providing a 

given level of services. Total needs or costs will vary with the 

number of students to be educated and factors which affect per 

unit (say, per student) costs • 
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Nearly all the school aid formulae take some account of 

variations in the total cost of providing educational services. 

General aid, supplemental aid, transportation aid, and driver 

education aid are all distributed on a per pupil basis.1 In 

addition, some of the aid programs take into dccount variations 

in per unit cost. The fohnula fbr distributirlg transportation 

aid recognizes that it is more costly to transport children by 

school bus than, say, common carrier. The formula is not geared 

to variations in per unit cost of transporting students among 

school districts providing the same type of transportation. 

Such variations in cost may or may not be significant. 

Special educational aid is designed to oover whatever extra 

costs are associated with special education, and as such varies 

directly with per unit cost. On the other hand, the expenses 

of vocational education are only partially covered by state 

funds, but that portion which is covered varies with the unit 

cost of providing this service to the extent per unit cost varies 

with teachers' salaries. So long as the cost of providing driver 

education per student varies among districts, this form of aid 

is related to per unit cost up to the maximum amount of aid per 

student. Where the cost of driver education per student _ is irt 

excess of $30, the aid ceases to be related to per unit cost. 

1in addition, supplemental aid takes into account assessed 
property valuation • 
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The general aid formula takes into account variations in per 

unit cost of instruction between grade levels {i.e., between 

elementary schools and high schools), but it does not take into 

I 

account variations in per unit cost of elementary or high school 

education among school districts--variations which may be caused 

by a rapid growth in enrollment, size of district, population 

density, etc. 

The only forms of aid which attempt to relate aid to fiscal 

capacity are supplemental aid and mining cat:1p aid. The formula 

for supplemental aid is based on the assumption that assessed 

valuation is a measure of fiscal capacity. This assumption is 

clearly invalid for two reasons. In the first place, the ratio 

of assessed valuation to market value may vary considerably among 

districts. Consequently, two districts which have the same per 

capita tax capacity {as measured by market values) and the same 

nuaber of students can receive different at!lounts of aid. But 

even if the ratio of assessed valuation were the same for all 

districts, assessed valuation would not be a completely satis­

factory measure of capacity. Since taxes are paid out of income, 

a more COI!lplete measure of capacity would include the level and 

distribution of incooe. 

General aid and supplemental aid also attempt to · induce a 

minioum effort on the part of school districts by requiring a 15 

mill levy for the General Fund. However, the levy is on assessed 
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valuation so that the ratio of tax collections to market values 

is uneven and inequitable in terms of that objective. In other 

words, the "minimum" is not the same for all communities. 

The Agricultural Land True Credit 

Description of the credit. The agricultural land tax credit 

is applied to agricultural land of ten acres or more lying in 

school districts where the general school fund levy exceeds 15 mills. 

The amount of credit allocated to a farmer is equal to the oilleage 

rate in excess of 15 mills times the assessed valuation of farm 

property. If total appropriations for the agricultural land tax 

credit are insufficient to cover all claims, the credit allocated 

to each school district will be equal to its claims times the 

ratio of J;ie>tal claios in the state to total appropriations. The 

annual appropriation for this purpose is currently $15 million. 

The credit and perfornance levels. The purpose of the 

agricultural land tax credit was to facilitate the merger of urban 

and rural school districts. That is, it was felt that such mergers 

were resisted b y the rural population because the value of property 

per student was higher for fart:1ers than the population living in 

towns and cities. Thus, faroers would be paying more to educate 

children than would urban dwellers. 

To the extent that the quality of education depends on school 

reorganization, and to the extent that the agricultural land tax 

credit has facilitated reorganization, the over-all performance 

-164-

.. 



• 

-67-

level of education is higher. However, whether the land tax ~r~dit 

has had a significant effect on school reorganizntion is open to 

question. Industrialization, by reducing the rural-urban dis­

pnrities in property values per student, has undoubtedly had some 

impact on reorganization as well. Further, given the allocati~n 

formula for the land tax credit, there is considerable uncertainty 

about how nruch farmers will benefit from the credit from time to 

ti.me. Appropriations in recent times have not been sufficient to 

pay the full at:10unt of claims in excess of the 15 mill levy for the 

school general fund. It might be argued, of course, that the 15 

mill ceiling is too low anyway, but if this is the case it ought 

to be cade explicit. In any case, uncertainties about future 

clams and appropriations cannot have served as the best induceoent 

to school reorganization. Even where school reorganization has 

been successfully undertaken, if decisions about increases in 

education expenditures are constrained by real or ieagined tax 

inequities between the faro and non-farm population, uncertainties 

by decision-makers about the future course of appropriations and 

total claios may act to keep expenditures below what is generally 

regarded as desirable. An increase in educational expenditures 

in a given tioe period ony or may not be partially financed by 

state funds. 

Needs and fiscal capacity. The agricultural land tax credit 

is related to need (variations in cost) if it costs more to educate 
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students in predominantly agricultural cocmunities than in urb~ 

cOtimIUnities. Per unit cost may diminish with a consolidation t:Jf ' .. 

rural and urban coomunities but, nevertheless, per unit cost mny 

still be greater in predominantly agricultural districts. 

The aid is inversely related to fiscal capacity if rural 

property is less of an index of fiscal capacity than urban property. 

In general, this is the case. That is, in general, more property 

is associated with a given level of faro incooe than with the sane 

incooe of urban dwellers. It is quite possible that per capita 

property values in a predominantly agricultural community are 

higher than the per capita property values of urban cO?:JI!.Unities, and 

at the same time for per capita incooe in agricultural com.1unities 

to be lower. 

The distribution of the credit aoong rural cOIJmunities Pay 

be directly or inversely related to fiscal capacity. Because the 

credit is equal to assessed valuation tines the milleage rate in 

excess of 15 cills (for the general fund), wealthier agricultural 

cor:n:aunities would have a higher assessed valuation than poorer 

coiilt:lunities and would therefore receive more credit for a given 

oilleage rate. On the other hand, the lower property values of 

poorer ·coaaunities nay have a higher cilleage rate to finance a 

given level of education. The product of the roilleage rate over 15 

mills and assessed valuation could conceivably be the saoe in both 

comnunities • 
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The Hoi:aestead Credit 

Description and rationale. The homestead credit is equal to 

an amount not to exceed 25 taills on the assessed valuation of 

eligible property up to $2,500. The annual appropriation to 

finance the homestead credit is currently $30.7 million. 

The original purpose of the homestead credit was to give 

property tax relief to homeowners who had great difficulty in 

paying their truces during the depression of the 19301 s. The 

rationale may still be to give homeowners property tnx relief, 

in which .case it must be assumed that the state tax system is 

in sone way superior to the property tax. Proponents of the 

credit have nlso argued that it procotes home ownership, and 

that this in turn stimulates the construction industry and expands 

the tax base. It is highly questionable that the credit has this 

effect when the llDount of credit (the maximui:: is $62.50 per year) 

is coopared with the nany other factors affecting the choice to 

rent or purchase a hooe. Even if home ownership is encouraged, 

the construction of rental dwellings would fall (or increase at 

a slower rate) and the net effect of the credit on total con­

struction would be uncertain. 

The homestead credit does reduce the regressivity of the 

property tax. Once the oa.ximum credit is reached, the ratio 

of credit received to the value of property declines as the value 

of property rises. However, if the property tax 
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is shifted from landlords to tenants, the hdmestead credit benefits 

the homeowner at the expense of the people who rent. In this case, 

tenants receive no direct bepefit frdo the credit, and they must 

pay higher state tmces or forego soce goverhoent services in order 

to finance the credit. 

Performance levels. need, and fiscal capacity. The homestead 

credit is obviously not intended to raise local performance levels. 

Furthermore, the homestead credit is not explicitly related to 

need. The needs of communities which have relatively more people 

who rent may be as great or greater than comc1unities with relatively 

more honeowners. 

Whether the aid is related to fiscal capacity depends on a 

number of considerations. On the one hand, poorer comcunities are 

likely to have fewer horaeowners than wealthier connunities and 

would, therefore, receive less aid than wealthier comr.1unities. 

Furthermore, the distribution of the aid depends on disparities in 

the ratio of assessed v.nluations to market values, differences in 

the distribution of the value of hooe ownership among households, 

and differences in the aoount of home ownership relative to renting. 

The first situation is obvious-~the lower is the assessed valuation, 

the less credit a community receives (so long as the assessed 

valuation on some homes is $2,500). This case is not likely since 
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a ccn::munity can raise the assessed valuation and qualify for more 

credit, and if the community wants to avoid higher truces, the 

milleage rate can be reduced. In the second case, a comounity 

with a more even distribution of the value of hooe ownership would 

be oore likely to receive more credit than a cotJL1unity with a very 

lopsided distribution. Where distribution of ownership is 

quite uneven, fewer hooes would qualify for the caxiauo credit. 

With respect to the third situation, there is likely to be oore 

renting in highly co~gested urbnn areas in contrast, say, to suburbs. 

The Distribution of Liquor Store Sales Receipts 

Five per cent of gross liquor store sales is -allocated to 

each incorporated town or city in the proportion that its popu~ 

lation bears to the total population in towns and cities. 

The distribution of this portion of liquor store sales 

probably meets a need criterion to sooe extent. Expenditure 

needs are sooe function of population, which is the basis for the 

distribution of liquor store profits. However, where population 

shifts are occurring, need criteria becone nore cooplex. Liquor 

store aid follows the population, but the increased need of 

ccmnunities receiving the populetion ooy be no greater, up to a 

point, than the increased per unit cost of providing public 

services in the declining cOl!Ctlnities. 

The formula for distributing liquor sales is probably such . 

that as per capita incoce rises, per capita aid falls. Since the 
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aid is based on the population in towns and cities, nnd population 

and per capita income are higher in more urbanized counties, aid 

will be positively associated with income. 

The state also allocates five per cent of liquor store sales 

to partially reioburse local goverm:ients for the exeoption of 

veterans from the local property tax, up to specified amounts. 

Since oany veterans live in urban areas, one would expect higher 

incooe cot:JOUnities to receive, on the average, relatively more 

property tax relief than poorer cornounities. 

It should be pointed out that this foro of aid discricinates 

against veterans who rent. If it is desirable to coopensate 

veterans for military service, it is curious that only veterans 

who own property are rewar4ed. 

Highways 

The principal source of state highway revenues is the Road 

Use Tax Fund. This fund consists of receipts from the registration 

of raotor vehicles, the J;10tor vehicle fuel tax, license fees, ten 

per cent of the general sales tax, and the use tax on motor vehicles, 

trailers, and motor vehicle accessories and equipment. 

Forty-seven per cent of the Road Use Tax Fund is allocated to 

the prit;:iary road fund, 30 per cent to the secondary road fund of 
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counties, 10 per oent to fnrm•to•carket toads, and 13 per cent to 

cities and towns. In addition, the 61st General Ass~bly increased 

the motor vehicle fuel tax by one cent per gallon (gasoline and 

diesel fuel), and the funds from this source are allocated exclu• 

sively to the prir.iary road fund. This will increase the absolute 

and relative share of the state governnent's own sources of total 

highway revenues allocated to the prioary road fund, and reduce 

the per cent (but not the absolute aoount) allocated to counties 

and cities. 

As it was pointed out above, a highway fiscal study by the 

Public Administration Service in 1960 recot:Jiuended that a higher 

relative share of revenue be allocated to the state and cities,and 

tO\."'lls, and a lower relative share be allocated to counties. It 

was recot:J:1ended that 55 per cent be allocated to the state, 30 per 

cent to the counties,and 15 per cent to cities nnd towns. At the 

tine this recommendation compared with a 42-50-8 per cent distri­

bution of the Road Use Tax Fund to the state, counties, cities, 

and towns, respectively, and a 51-42-7 per cent distribution if 

account is taken of the then special tax of 2 cents per gallon on 

ootor vehicle fuel. Funds froo the special 2-cent tax were 

allocated to the primary road fund. 

Of the funds which are allocated to the counties, 60 per 

cent of the secondary road allocation is distributed in the 

proportion that the needs of the county bear to the total needs 
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of the state as determined by the Autociotive Safety Foundation. 1 

The same formula applies to the allocation of funds to farm-to• 

narket roads. The recaining 40 per cent is based upon the ratio 

of the county's area to the total area of the state. Area per.!!£, 

of course, does not account for variations in co~t which ·are 

caused by travel, type of use, terrain, etc., and in that sense 

is not related to needs. The distribution formila does not 

explicitly take fiscal capacity into account, although highway 

aid to counties does in fact favor lower incooe counties. This 

is not the case with street aid to towns and cities. 

Bec;.nuse highway aid is not tied to local expenditures,_ this 

forn of aid does not provide localities with an. incentive to 

increase highway expenditures. 

Local-State Revenue Flows 

Up to this point the analysis of inter-governoental revenue 

flows has been confined to revenue flows froc the state to the 

local governcents. However, a substantial sum of funds flows 

fron the local goverrn:!ents to the state governoent. In 1964, 

this sum anounted to $25.5 million. Of this, local support for 

1rhe Autoootive Safety Foundation conducted an engineering 
needs study of Iow~•s highways at the sane tine the Public Services 
Ach::.inistrntion conducted a study of highway financing. 
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public welfare accounted for $5.4 million, support for health and 

hospitals totaled $13,5 million, and support for highways amounted 

to $6 million. 1 

In the first part of this study it was argued that two ways 

in which state assistance could be rendered to local governnents 

was by (1) transfetririg certain governiilent functions to the state 

governnent, or (2) transferring state funds to local governments~ 

In the cnse of public welfare and oental hospitals, Iowa has 

chosen the first alternative. That is, the state govert1Dent has 

the responsibility for admnistering the welfare prograo and oental 

hospitals. However, the state does not assune co~plete responsibility 

for financing these prograos.2 

Since the care of the oentally ill and indigent is apparently 

a state-wide responsibility, it is curious that the state governoent 

does not assume complete responsibility for financing this activity. 

This is particularly critical given the superior tnx sources of the 

state goverm:ient. Further, if one of the functions of welfare 

prograns is to redistribute incone, the use of r~tching funds, where 

1united States Departoent of Cot:JIJ.erce, Governnental Finances, 
1964. 

2The state's welfare prograu consists of oedical aid to the 
aged, old age assistance, Indian relief, aid to the blind, aid to 
dependent children, aid to the disabled, child welfare and e~ergency 
relief. The latter five require contributions from the counties. 
Contributions from the counties in fiscal 1965 for these purposes 
llnounted to $6 filillion. This compares to $19.8 oillion appropriated 
by the state and federal funds of $38.8 oillion • 

-173-

• 

--



• 

•76-

this is provided for, defeats, in part, this objective. The idea 

may be to make localities responsible for part of their welfare 

needs, but if this is the case it ~ust be assumed that the payment 

of state truces by localities to finance the progrm:: is not a 

sufficient deoonstration of responsibility, This is a questionable 

assertion. 

More of a case can be made for the use of local truces to 

finance part of the highway progran. If the state can adoinister 

liighway prograos, or at least sooe highway prograos, oore efficiently 

than local governments, there is no reason why owners whose properties 

benefit from highways should not pay for their support. 

The Redistributive Effects of State Aid 

State aid will be considered as redistributive if per capita 

aid increases to counties when the gap between needs and fiscal 

capacity increase. We have seen above that in Iowa the indices 

of need and fiscal capacity are unrelated in sorae cases and tend 

to be inversely related in others. This means that the~ between 

the indices of need and fiscal capacity rises as incones fall, and 

therefore aid which is redistributive with respect to income (i.e., 

per capita aid rises as incooes fall) will also tend to be redis­

tributive with respect to the gap between the indices needs and 

fiscal capacity. Aid which is directly related to incooe will be 

called regressive • 
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In order to determine whether various state aid programs_.are. 

redistributive or regressive, correlation coefficients for aid and 

median family income were obtained. These are shown in Table 16. 

The agricultural land true credit and the secondary road aid 

are highly redistributive. That is, as incorae falls, per capita 

aid rises. The agricultural land true credit is redistributive 

because rural counties, which receive relatively nore credit, are 

generally poorer. The secondary road aid is redistributive be~ause 

ouch of the aid is allocated on the basis of area. The area of 

the counties does not differ significantly so that each county 

would receive about the sai:ae aoount of total aid (or that portion 

which is based on area). As population falls, therefore, per 

capita aid will rise. However, the lower population counties 

are also low per capita income areas. The correlation between 

population density nod median fa.oily incoLle is .67. 

The correlation between street aid and nedian facily incone 

is .84. This is because the more urban counties, which receive 

relatively oore of this aid, are also higher inco8e counties. 

There is hardly any correlation between school aid1 and median 

family incone, and a low negative correlation between school aid 

and per capita personal incone. In any case, the low correlation 

lThe correlation between school aid by county and other 
variables may be subject to some error since aid was assigned to 
the primary county of a school district straddling two counties . 
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Table 16 

SIMPLE CORRELATION COEFFICIENTS 
FOR AID TO COUNTIES AND INDICES OF FISCAL CAPACITY 

Per capita 
Median Per capita oarket Total 
faoily personal property amounts of 

Aid incooe income values aid or payment 
(1962) (1960) (1962) (1962) (rdllions $) 

~ricultural land tax credit -.73 -.40 .54 11.3 

>mestead credit .28 .21 .07 29.2 

:hool aid -.05 -.34 -.05 29.0 

~condary road aid · - • 87 -.61 .18 33.1 

:reet aid .84 .62 -.32 12.4 

.quor store sales allocations .84 .62 -.29 2.2 

.litary credit .35 .38 .12 2.3 

:lfare payments - .31 -.43 -.43 17 .9 
Total aid -.76 -.63 .04 137 .4 
Total aid minus welfare 

payments -.82 -.60 .25 119.5 

.lfare collections from 
counties .06 - .13 -.38 . 4.0 
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or negative relationship can be attributed to the fact that moot 

aid is allocated on a per pupil basis and there is a lower proportion 

of the population enrolled in public schools in the more urbanized, 

wealthier counties. The reason for this is not that there are fewer 

school-age children in higher income counties, but that there is 

relatively more enrollment in private schools in the higher income 

counties. While the correlation coefficients between private enrollment 

and income is quite low, this partially explains why there is .a low 

or negative correlation between income and school aid. 

Aid to towns and cities for streets and the allocation of 5 . 

per cent of liquor store sales to towns and cities are regressive, 

i.e., as incomes rise per capita aid rises. The correlation coefficients 

are quite high. This relationship is explained by the fact that 

these aids are allocated on the basis of population in towns and 

cities. Per capita aid in rural areas, therefore, would be smaller, 

as is income. 

The homestead credit and military credit are somewhat regressive, 

as herein defined. There are apparently more homeowners and veterans 

living in more urbanized, wealthier counties. 

Although welfare is not part of the aid program, welfare payments 

by county are included here to give the reader an idea of the effects 

of this program. Welfare payments are redistributive, but the 

correlation coefficient is not high. There is virtually no correlation 
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between welfare collections (matching funds) from counties Llnd 

income. 1 This means that on a per capita basis the average lower 

income counties raise about as much funds for welfare purposes as 

higher income counties. 

Total aid payments, whether welfare payments are included or 

not, are redistributive. This is true not only for 1962, but 

for 1960 and 1961., indicating that the pattern in 1962 is not 

accidental. 

1It is not inconsistent for per capita welfare collections 
(t:llltching funds) from cou~ties not to be correlated with income, 
and yet have welfare payments to counties tend to rise as incOt!les 
fall. The largest categories of aid which a (low income) county 
receives may not be the ones which require matching funds. A 
more detailed breakdown of welfare payments ~uld be required to 
confin.i this. 
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THE IOWA RETAIL SALES TAX -- -
Purpose, Summary and Conclusions 

OCT. - l,. 196 6 
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JAP 
7-27-66 

The purpose of this research memorandum is to analyze, appraise 

and evaluate the retail sales and use tax in Iowa. The evaluation is 

concerned primarily with the revenue and equity aspects of the levy. 

Administrative considerations, including compliance costs to the 

retailer as well as enforcement costs to the state, and the factor of 

public acceptability are not treated extensively. 

The main conclusions of the study may be sunnnarized as follows: 

1. The Iowa retail sales and use tax is a relatively dependable 

sourc·e of revenue and is probably superior to most other sources of 

state-local revenue in terms of its economic effects. 

2. The retail sales tax as presently constituted is not a "growth 

tax" in that its yield lags behind advances in the economy of the state, 

3. The distribution of the burden of the retail sales tax dis-

criminates against low income families, that is, it is steeply regressive, 

Also , because of the exemption of many consumer services, the tax 

burden varies among taxpayers within the same income group (i.e., 

similarly circumstanced) on the basis of the individual's pattern of 

consutnption. 

4. Because of the inclusion within the scope of the tax of a sub­

stantial number of intermediate, inter-firm purchases, the industrial 

and business connnunity is responsible for almost a third of the total 

retail sales and use tax collections. In terms of comparative yields , 
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the tax is the most important source of state business taxation. 

5. The "teadily available" rule governing the taxable status 

of industrial goods purchased out of state for use within Iowa con­

stitutes a gross violation of inter-taxpayer equity. The provision 

is difficult to administer and introduces a major element of uncertainty 

in compliance~ Its positive impact on those few firms affected is 

overstated. 

6. Reduction, and in some cases, elimination of the major equity 

deficiencies of the Iowa retail sales tax, while retaining all its 

advantages, can be accomplished by providing to each resident a year- · 

end credit or rebate for the sales tax paid on a given amount of 

purchases. For example, an exemption of $300 of taxable purchases per 

person (i.e., a $6 per taxpayer, spouse, and dependent credit computed 

at the 2 per cent rate) would likely remove the tax from some, if not 

all, of those items generally agreed to constitute the basic necessities 

of life. The annual revenue "cost" of adopting such a feature would be 

about $16 million. 

7. Elimination of most (i.e., those which are administratively 

feasible) of the exemptions from the retail sales tax of consumer-type 

services would enhance the revenue adequacy and equity features of the 

tax. The annual incremental revenue gain from extending the coverage 

of the tax to include these services is estimated at approximately 

$16 million. 

8. The retail sales tax deserves serious consideration for bearing 

an increased responsibility in the state-local revenue picture. If 

called upon to assume a larger role in the state's tax structure, effort 

should be made to reduce the excessive burden of the levy on low income 

groups. 
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I. Introduction 

Retail sales and use taxes are now imposed by forty-two states and 

the District of Columbia. In the last year, Idaho, Massachusetts, New 

Jersey, New York and Virginia have introduced the tax. Minnesota is 

the only state having a popuiation of mote thart 3 million not presently 

employing the levy. The other seven states without the tax are Alaska, 

Delaware, Montana, Nebraska, New Hampshire, Oregon and Vermont. State 

retail sales taxes currently cover 186 million citizens, more than 90 

per cent of the nation's population. For the nation as a whole, retail 

sales and use taxes yield over $6 billion annually, constituting the 

largest single source of state tax revenues. Another $1 billion 

annually accrues to local governmental units (primarily in Illinois 

and California, and New York City). 

Iowa's 2 per cent retail sales tax has figured prominently in the 

state's (and indirectly the local) tax structure since its adoption in 

1934 as a "temporary" property tax relief measure.l For the 1964-65 

fiscal year, the state retail sales and use tax produced $95 million 

of revenue. By 1975, the present tax without any adjustments in rate 

or coverage is projected to yield $122 million annually. 

In recent years, the Iowa sales tax has consistently accounted for 

about a third of all state tax revenue. Because of its comparatively 

broad coverage, Iowa's tax ranks among the top ten state sales taxes in 

1The complementary use tax was added 
rate increase to 2.5 per cent in 1956 and 
levied at 2 per cent from the date of its 
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terms of productivity as measured by per capita yield per one per cent 

of rate. Thirty-two of the forty-two sales tax states employ rates 

higher than Iowa's 2 pet cent. The most common rate is 3 per cent, with 

the 5 per cent Pennsylvania levy at the upper range, and eight states 

(including Iowa) taxing at the lowest current rate of 2 per cent. 

Table 1 shows the distribution of states by retail sales tax rates. 

2 per cent 

Indiana 
IOWA 
Louisiana 
Nevada 
New York 
North Dakota (2 1/4) 
Oklahoma 
Texas 
Virginia 
Wyoming (2 1/2) 

Table 1 

STATE RETAIL SALES AND USE. TAX RATES, 1966 

3 per cent 

Arizona 
Arkansas 
California 
Colorado 
Connecticut (3 1/2) 
Washington, D.C. 
Florida 
Georgia 
Idaho 
Illinois (3 1/2) 
Kansas 
Kentucky 
Maryland 
Massachusetts 
Mississippi (3 1/2) 
Missouri 
New Mexico 
North Carolina 
Ohio 
South Carolina 
South Dakota 
Tennessee 
Utah 
West Virginia 
Wisconsin 

4 per cent 

Alabama 
Hawaii 
Maine 
Michigan 
Rhode Island 
Washington (4 1/5) 

Source: Commerce Clearing House, State~ Reporter. 

5 per cent 

Pennsylvania 

All otates with retail c:iles truces ecploy coop ler.:entnry use truces 

on goods purchased outside the state and brought into the state by the 
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purchaser. In general, the tax applies only to those imported items 

which if purchased in-state would be subject to the retail sales tax. 

Although the basic pattern of general retail sales taxes is well 

established, it is an ever changing pattern. The most conspicuous 

nationwide developments and trends in the field of retail sales taxa-

tion are: 

1. Increasing ~eliance by state and local governments on retail 

sales taxation via new adoptions, rate increases and base 

extensions; and, 

2. Increasing attention to relieving the excessive burden imposed 

by the tax on low income families. 

Before proceeding to an appraisal of the Iowa levy, the following 

section presents a brief description of existing general state sales 

taxes with appropriate references to the Iowa statute. 

II. The General Sales Tax Base2 

Retail sales taxes differ widely in form and detail from one state 

to another with respect to such matters as the extent to which business 

purchases are taxable and the exemptions applicable to a variety of 

goods and services purchased by consumers. All sales tax statutes 

exempt or exclude some retail sales. On the other hand, all sales tax 

statutes apply to some transactions not normally considered "retail". 

The reasons for this diversity vary. Goods consumed in the manufacturing 

process, for example, are exempt entirely or partially by all state laws 

to avoid tax pyramiding, that is, the situation where a tax is levied 

on a tax and the result is a retail price increase greater than the 

2A summary of state sales tax bases, with emphasis on exemptions 
in Iowa and neighboring states is provided in Appendix Table I. 
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amount of the tax. The same rationale has led to the exemption of such 

farm supplies as feed, seed, and fertilizer. Several states also exempt 

purchases of industrial machinery and fuel, and some states extend the 

exemption to farm machinery and equipment. 

Revenue considerations and reaction to interstate competition all 

too frequently dictate the scope of state retail sales taxes. California, 

for example, exempts sales to the u. s. government although sales to state 

and local governments are taxed. The exemption reportedly arose from 

a fear that uniform treatment of government purchases might jeopardize 

the development of the aerospace industry. Sifililarly, Kentucky and 

Tennessee provide special retail sales tax treatment to machinery pur­

chased for purposes of industrial expansion. 

_One of two rules or administrative principles are commonly employed 

to determine the taxahility of inter-business purchases. The "physical­

ingredient" rule is applied in the majority of states, including Iowa. 

It is the more rest,:ictive of the two in its interpretation of exempt 

status. Under this rule, raw raaterials are excluded from taxation, but 

a oanufacturer's purchases of machinery, fuel, and supplies are taxable. 

Thus, the tax applies to any purchase of an item not resold in the same 

form in which it was purchased or which does not become a "physical 

ingredient" of a manufactured, fabricated, or otherwise processed 

product. It is estimated that business purchases of intermediate products 

and services account for almost a third of total retail sales and use 

tax collections in Iowa.3 

Ohio and several other industrial states employ a broader rule re­

ferred to as the "direct-use" test. Under its application, all purchases 

3see below Table 6. 
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directly employed in the production of tangible personal property for 

sale are exempt. Thus, in addition to raw materials, a manufacturer's 

purchases of machinery, oil, fuel, utilities, catalysts, and other shop 

supplies fall in the tax exempt category, Purchases of office equipment 

and supplies are, however, taxable. Both rules understandably involve 

complex problems of statutory interpretation, 

From the standpoint of revenue and equity considerations, the most 

important commodity exemption is food purchased for home consumption. The 

statutory exemption usually applies only to sales of "food consumed off 

the premises," that is, groceries, Inclusion of groceries makes the retail 

sales tax particularly burdensome on low income families. This equity 

aspect, however, must be weighed against the amount of revenue involved, and 

administrative and compliance inconvenience and cost, Table 2 lists the 

states with food and/or medicine purchases exempted, In general, the 

exemption of food for home consumption reduces the typical state sales 

tax base by between 20 and 25 per cent, Prescription drug purchases, on 

the other hand, provide a negligible portion of the base, 

All states tax restaurant meals, but three states exclude low priced 

meals, below SO~ or $1,00, and one taxes them at half the normal rate. 

Nearly all states exempt school lunches, meals served to employees or 

in dormitories, and meals served by charitable organizations. Medicines 

are exempt by a number of states and the District of Columbia, but the 

exemption typically is only for prescriptions and prescribed prosthetic 

devices, The only other fairly common exemptions attributable to the 

notion that basic necessities of life should be free of tax are school­

books and the domestic consumption of water, gas, and electricity, 

Wisconsin, Massachusetts and Pennsylvania do not tax clothing, and 

three states exempt a part of such purchases; children's and work 
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clothing below a specified price. 

Every over-the-counter exemption not only diminishes the yield of 

the tax, generates demands for additional exemptions, and distorts con­

sumer preferences, but also gives rise to manifold problems of interpreta• 

tion, accounting, and auditing. The gains from any exemption must be 

set against the revenue loss and the attendant adclnistrative problems. 

In those states providing conparatively liberal comr1odity exemptions, 

a higher tax rate is frequently the trade-off. Also, not infrequently, 

retailers are then compensated for the costs involved in collecting the 

tax. This co~pensation which is usually provided as a percentage of 

coll~ctions withheld by the retailer is as follows: 4 

Alabama 2% Louisiana 2% Pennsylvania 1% 
Arkansas 2% Maryland 2% South Carolina 2% 
Colorado 3 1/3% Massachusetts 2% Tennessee 2% 
Florida 3% Missouri 2% Texas 1% 
Georgia 3% Nevada 2% Virginia 3% 
Illinois 2% North Carolina 3"' lo Wisconsin 2% 
Kentucky 2% Ohio 2% 

Oklahoma 3% 

From the standpoint of oitigating the inequity of a retail sales tax, 

the maximum gain can be achieved with the least administrative com-

plications by providing a sales tax credit or rebate. The retail sales 

tax credit or rebate, pioneered by Indiana in 1963 and enacted subsequently 

by Colorado and Hawaii in 1965, and Massachusetts in 1966, provides a 

system for refunds to individuals of a portion (or all in son1e cases) 

of the retail sales tax payments. It is usually discussed and conceived 

as an alternative to the over-the-counter exemptions of certain commodity 

purchases, such as food and prescription drugs. As it is applied in 

Indiana, every resident is exempted from paying sales tax upon $300 of 

4see Appendix Table II for a listing of the full provisions. 
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taxable goods, with the exemption administered by means of a $6 per 

capita year-end credit or rebate upon the filing of a.~ inco~e tax return •. 

If the amount of the credit exceeds the income tax liability, or the 

incobe tax liability is zero, a refund is paid. For example, a taxpayer 

I 

with spouse and dependent is entitled to $18 in retail sales tax credits, 

the equivalent of $900 in exempt purchases, regardless of income. The 

value of the credit is incorporated in the structure of withholding 

schedules provided Indiana employers under the personal income tax. 

The frequent exemption of alcoholic beverages, cigarettes, and 

motor fuel is . attributable to the special excises on t hose commodities. 

Whether the rationale is that a commodity should not be sub j ect to nore 

than one tax or that the special excise in question is so high as to 

prohibit any additional tax is conjectural. In any event, most states 

exempt purchases of motor fuel, at least fifteen exempt cigarettes, and 

nine states currently exer~pt alcoholic beverages from the retail sales 

tax. (Two other states exempt beer). The exemption of motor fuel 

customarily extends only to fuel subject to the state's notor fuel tax, 

that is, fuel used in motor vehicles on highways. 

In addition to the substantial revenue loss, there are logical reasons 

for including these commodities in the retail sales tax base. Every 

exemption requires separate accounting by retailers and entails additional 

auditing work by the state collection agency. But more importantly, 

exen~tions violate one of the chief virtues of the general retail sales 

tax, nooely, economic neutrality. I f applied unifonily to as many 

commodity and service purchases as is adninistrntively feasible, it does 

not influence consumer expenditure patterns in contrast to the distorting 

effects of the selective sales taxes. 
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State 

California 
Connecticut 
District of Columbia 
Florida 
Maine 
Maryland 
Massachusetts 
Michigan 
New York 
North Carolina 
North Dakota 
Ohio 
Pennsylvania 
Rhode Island 
Texas 
Wisconsin 

X - exeopt 

Table 2 

EXEMPTION OF FOOD AND MEDICINE IN 
STATE GENERAL SALES TAXES, 1966 

Tax Rate 
(per cent) Fooda 

3 X 
3 1/2 X 
3 X 
3 " .I\. 

4 X 
3 X 
3 X 
4 
2 X 
3 
2 1/4 
3 X 
5 X 
3 X 
2 X 
3 X 

Medicine b 

X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 

• Source: The Advisory ComL.1ission on Intergovernmental Relations,~ Overlapping,!!! 
fu United States, July 1964. 

• 

8 Food exemptions usually apply to "food for human consm:tption off the premises 
where sold." Restaurant meals are taxable in all states, though meals costing 
less than a specified amount are exempt in some states. 

hThe exemption is usually applicable to medicine sold on prescription or com­
pounded by druggists, and often to medical and dental aids or devices such as 
artificial limbs, eyeglasses, and dentures. Some states exempt patent 
medicines and household remedies. 

Another consideration applies to motor fuel purchases because the 

revenue from the motor fuel tax is usually dedicated to highway con­

struction, operation and maintenance. The widely-accepted rationale of 

the gasoline tax is that it is a "user charge," a device for t:ietering 

the direct use of the highway facilities. The retail sales tax, on 

the other hand, is a general revenue measure imposed to meet the cost 

of all government services other than highways. This feature lends 
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support to the argument that the consumption of motor fuel should not 

be exempt from the general retail sales tax. If there is justification 

(e.g., sumptuary, benefits, etc.) for imposing specific taxes on selected 

I 
commodities in the first place, there seems to be little cause to 

exclude them from the general retail sales tax. If it is felt that th~ 

aggregate tax on any single commodity is excessive, the more efficient 

policy would seem to be to reduce the rate of the special excise. 

The retail sales tax base was originally construed to apply only 

to purchases of tangible personal property, but most states now tax 

selected services, primarily utilities, admissions, and transient 

lodgings. A majority of states tax the sales of electricity and gas, 

fifteen tax water, twenty-two tax intrastate telephone and telegraph 

services, and eight apply the levy to passenger transportation charges • 

In the absence of an explicit public policy objective for exclusion, 

a retail sales tax law should apply to the consumption of gas, electricity, 

and water because they are tangible personal property. It is significant 

that water purchases are exempt in most states, presumably as a 

"necessity," even though its use is positively correlated to income. 

Applying the sales tax to communication and transportation services 

frequently encounters the difficulties surrounding interstate commerce. 

To avoid unnecessary litigation problems, most state statutes explicitly 

apply only to intrastate utility transactions. 

Other services frequently subject to retail sales taxes include 

admissions, newspapers, transient lodgings, and rental and leases of 

personal property. The growing use of lease-purchase and lease-rental 

arrangements and commercial leasing of machinery and vehicles has 

prompted the states to tax rentals in order to close this potential 
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loophole. The trend to include admissions in the sales tax base con­

tinues. In 1957, seventeen states taxed admissions; the number is now 

twenty-seven. Four additional states levy special admissions taxes. 

Typically, admissions to county fairs, schodl and charitable events 

are exempt. 

Perhaps the most conspicuous extension of the scope of state retail 

sales taxes in recent years has been the inclusion in the base of tran­

sient lodgings, defined usually as rentals in hotels, motels, and 

rooming houses of less than thirty or ninety days. Five years ago only 

a few states taxed transient lodgings; now thirty states attempt to 

"export" a part of the tax burden to non-residents in this way. 

Roughly half the states which have state sales taxes have extended 

their taxes (occasionally at different rates than apply generally) to 

selected types of business and personal service activities. In some 

cases advertising, contracting and similar services provided mainly to 

business organizations are taxed. For the most part, however, the 

services taxed are consumer services, those used largely by individuals 

rather than businesses, such as laundries, dry cleaning, garages, 

parking, repair shops and the like. 

III. The Iowa Sales and Use Tax Base 

The Iowa 2 per cent retail sales tax is imposed upon the gross 

receipts from all sales of goods, wares, or merchandise, unless speci­

fically exempt, sold at retail in the state to consumers. The tax also 

covers the gross receipts from admissions and amusement devices, and 

from the sales of gas, electric, water, connnunicntions, and heat 

utilities. Among the list of items included in the base are cigarettes, 
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liquor, and beer, as well as building materials and receipts of hotels 

and motels. 

Exemptions are extended to casual (i.e., noncurrent) sales, receipts 

from the sale of transportation services, and a wide range of items 

purchased by businesses.S Materials incorporated into the processing 

of finished goods are also exempt, as is the cost of electricity, fuel, 

and chemicals employed in the processing itself. Other items specifically 

exempted include seed, feed, and fertilizer, and materials used for 

disease, insect and weed control. 

Sales to governmental units are not subject to the tax. Exemption 

from the tax on admissions is allowed for fairs and for activities of 

educational, religious, and charitable institutions where the entire 

proceeds are expended on educational, religious, or charitable activities. 

The complementary use tax is imposed on purchases of tangibles made 

outside the state which would otherwise be subject to the retail sales 

tax. However, the use tax is imposed on the sale of new automobiles 

and trailers.!!! lieu of the retail sales tax. To avoid double taxation, 

purchases taxed at a rate of 2 per cent or more in other states are 

exempt. If these items are not taxed or are taxed at less than 2 

per cent the user is required to pay the difference at a rate such 

that the total imposition will equal 2 per cent. One feature of the 

Iowa use tax departs from common practice. Industrial machinery and 

equipment not readily obtainable in Iowa are exempt if they are to be 

used in the processing of goods to be sold at retail. If these items 

were purchased instate, however, they would be subject to the full 

retail sales tax • 

Siowa applies in general the 
the status of business purchases. 
of these selected exemptions. 

"physical ingredient" rule to determine 
See Appendix Table I for a listing 
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Tables 3 and 4 show Iowa retail sales and use tax collections by 

type of vendor and by source for two selected fiscal years, 1955 and 

1965. Although total collections increased over this decade by one 

third (due primarily to economic growth and minor tax base adjustments), 

the relative importance of the various categories display a marked 

degree of stability. The food category, for example, yielded 21.6 

per cent of the total in 1955 and 22.9 per cent in 1965.6 

Three major vendor categories predominate in sales and use tax 

collections: food, general merchandise (particularly hardware, 

implements and farm machinery), and the automotive group. Combined, 

they accounted for almost two-thirds of the total retail sales and use 

tax collections in fiscal 1965. Public utilities are also important 

(and efficient) sales tax collection agents of the State of Iowa. 

If the use tax on new automobiles (which is actually a retail sales 

tax) is deducted from the total use tax collections, the levy raises 

currently about $8 million or less than 10 per cent of the total retail 

sales and use tax collections. More than half of this is accounted 

for by the tax paid on mail order purchases. The relatively small 

60wing to the variety of products sold by modern retail outlets, 
the group totals will not exactly equal the collections on sales of 
specific commodities. For example, total collections reported by the 
food group include non-food sales by supermarkets, while sooe food 
would be sold by other retail groups such as general merchandise 
outlets and vending machines. This is the major reason why any attempt 
at application of the exemption of essential commodities at the "sales 
counter'' works a hardship on merchants and consumers alike. In a 
casual survey of an Iowa supermarket the following partial list of non­
food merchandise was found to be available: tobacco products, mops, 
brooms, deodorizers, clothes lines, pails, window cleaners, shoe 
polish, water softeners, wallpaper cleaner, books, hosiery, gloves, 
paper cups and dishes, light bulbs, hand tools, soft drinks and at 
least ninety-nine other non-food items • 
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Table 3 

RETAIL SALES TAX COLLECTIONS IN IOWA, 1955 
AND 1965, BY BUSINESS TYPE 

1955 

Amount 

1965 

Amount 
Business Type (In thousands) 

Per cent 
of 

Total (In thousands) 

Food, except restaurants 
Restaurants, cafes, lunch rooms 
Apparel 
General merchandise group: 

Department and general stores 
Hardware, implements, and 

farm machinery 
Drug stores 
Household appliance, electric 

stoves 
Variety stores, toy shops 
Other general merchandise 

Furniture, fixtures and equipment 
Motor vehicles, accessories, 

repairs 
Lumber and building materials 
Service group 

•
ublic utilities 
11 other, less refunds 

Total, net of refunds 

$11, 86'• 
2,214 
2,513 

14,182 
4,717 

4,444 
1,634 

1,440 
1,019 

928 
2,211 

5,145 
5,785 
1,520 
4,490 
4,950 

$54,875* 

Table 4 

21.6 
4 .. 0 
4.6 

25.9 
8.6 

8.1 
3.0 

2.6 
1.9 
1.7 
4.0 

9.4 
10.5 
2.8 
8.2 
9.0 

100.0* 

USE TAX COLLECTIONS IN IOWA, 1955 AND 
1965, BY SOURCE 

1955 

Amount 

$17,412 
3,366 
2,987 

19,283 
6,212 

5,141 
2,743 

2,226 
1,366 
1,595 
2,214 

7,418 
7,153 
2,055 
8,073 
4,597 

$74, 558* 

Amount 

1965 

(In thousands) 

Per cent 
of 

Total (In thousands) 
Consumers: 

Construction Contractors 
Industrial 
Retailers, wholesalers 
Utilities 
Other 

Retail, including mail order 
New motor vehicles 

$ 293 2.8 $ 500 
682 6.5 1,004 
400 3.8 392 
275 2.6 726 
229 2.2 760 

2,129 20.2 4,659 
6,506 61.9 9,215 

Per cent 
of 

Total 

22.9 
4.4 
3.9 

25.3 
8.1 

6.8 
3.6 

2.9 
1.8 
2.1 
2.9 

9.G 
9.4 
2.7 

10.6 
8.1 

100. O-ir 

Per cent 
of 

Total 

2.9 
5.8 
2.3 
4.2 
4.4 

27.0 
53.4 

• ____ T_o_t_a_1 _____________ $1_0_,_s_1_4_* ____ 1_0_0_._0_1r ____ $_1_1_,_2_56_* _____ 1_0_0_._o+-_, 

Source: State~ Commission 
Note: Data for fiscal years ending June 30 
*Detail may not add to totals because of rounding • 
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amount o f use tax collected from consumers on over-the-counter purchases 

of household property for personal use suggests that policing and en­

forcement of the levy on transportable out-of-state purchases 

(especially in the case of border cities) are extremely difficult. 

Over $50 million of out-of-state industrial purchases were subject 

to the 2 per cent Iowa use tax in 1965. This figure does not include those items 

otherwise taxable but exempt because they were "not readily obtainable 

in Iowa." The magnitude of the subsidy to outstate producers and 

suppliers cannot be precisely determined, but it would seem that 

"ready availability' ' is as unneutral, obscure and unworkable a term 

for determining the taxable status of purchases as could be devised. 

The present practice erodes the tax base, raises complex administrative 

and compliance problems, and conceivably "costs" the State of Iowa and 

its local subdivisions substantially more than the gains to the pur-

chasers because of the positive inducement to produce, stock, and 

supply t hese items f rom outside the state. 

IV. An Appraisal of the Iowa Levy 

The primary criteria for evaluating proposed and existing tax 

measures are adequacy, equity or fairness, and economic effects. 

Adequacy ref ers to the relative responsiveness of tax yield to economic . 

growth. The equity guideline uses two standards: the treatment of the 

higher income groups compared to the lower income groups and the treat­

ment of taxpayers (business and individuals) who are in similar circum­

stances. The economic effects are appraised from the standpoint of 

neutrality, that is , the extent to which a tax distorts the operations 

of t he economy • 
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Revenue Adequacy. The retail sales and use tax presently accounts 

for about 30 per cent of state tmc revenue in Iowa. A decade ago, it 

contributed 35 per cent of the total. Collections for selected years 

since the tax was adopted are shown in Table 5. As a percentage of state 

personal income, the yield has varied slightly from year to year, but 

with a gradual dMtnward trend evideht in recent years indicating that 

the yield lags behind advances in personal income. 

Over the period 1950 to 1964, the income elasticity of the Iowa 

sales and use tax was 0.9, which means that retail sales tax collections 

rose 0.9 per cent for every 1.0 per cent increase in personal income. 7 

This is the lowest elasticity coefficient of any major Iowa tax~ The 

Table 5 

IOWA RETAIL SALES AND USE TAX COLLECTIONS, TOTAL AND AS A 
PER CENT OF PERSONAL INCOME 

•·-------------Sales-Use Tax 

• 

Fiscal 
Year 

1934-5 
1941-2 
1945-6 
1950-1 
1956-7 
1959-60 
1964-5 

Collect ions 
(Thousands of Dollars) 

11,288 
21,190 
29,849 
60,588 
73, 9608 

68,209 
94,748 

Collections as a Percentage 
of Personal Income 

1.7 
1.1 
1.0 
1.8 
1.6 
1.3 
1.4 

81-ax rate was 2.5 per cent in 1957. 
Sources: Collections -- Annual Reports of State Board of Assessment and Review 

(1935) and State Tax Commission (1942-60); State Treasurer (1964); 
Personal income data -- u.s. Department of Connnerce, Personal Income 
by States Since 1929 (Washington: 1956), pp. 140-41 for 1935-54; 
Survey of Current Business, July 1965, p. 10, for 1957-65. 

result is not surprising , houever, because.cs incomes rise consumers 

do not spend commensurate increases of their income on taxed items. 8 

7Income elasticity is computed as the percentage change in tax revenue 
divided by the percentage change in personal income. 
Ssee, Personal Consumption Expenditures J8lli u.s,. 1950-1962, Department 
of Commerce, Office of Business Economics. 
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Impact 

Households 

Businesses 
Farm 

Rather, increasing proportions of consumers' budgets are spent on 

nontaxable purchases, primarily services. It is for this reason 

that the majority of states have had to increase retail sales tax 

rates and/or extend its coverage to satisfy public service requirements. 

' I I Equity Considerations. The imp~ct of the Iowa retail sales and 

use tax on businesses and households for fiscal year 1964-5 is pre­

sented in the row totals of Table 6. The impact(i.e., responsibility 

for the initial payment) of the 2 per cent tax falls on the buyer with 

the vendor serving merely as a collection agent for the state. The 

column totals in Table 6 show the estimated final incidence of the tax 

by major taxpayer group. They reflect calculation based on the shift­

ing assumptions used in the incidence study (see Research Memorandum II, 

dated 5-2-66) • 

Table 6 

· IMPACT AND INCIDENCE OF IOWA RETAIL SALES AND 
USE TAX BY TYPE OF TAXPAYER, 1964-5 

(In millions) 

Allocation of Burden ~Incidence2 
Iowa Owners of u.s. 

Consumers Iowa Firms Nonresidents Treasury 

$58.5 $3.0 $ 6.9 

$5 .o 1.2 
Mercantile .5.5 5.3 
Industrial 2. 5 1.2 3.2 

Totals $65.0 $7. 5 $4.2 $1~.9 

Source; See Research Memorandum II (5/2/66). 

Total 

$6J .4 

6.2 
11.8 

f>.9 

$93.3 

• 
As indicated, Iowa households account for $65 million, or two-thirds of 

the retail sales tax payments recorded for 1964-65. However, $59 million 
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represented the E£l burden to the households' total tax bill because of 

the federal offset. To illustrate this point: if a family has 

sufficient income to place it in the 30 per cent bracket for federal 

income tax purposes, each dollar of Iowa retail sales tax reduces its 

federal income tax by 30 cents. The E£! additional burden of each 

dollar of Iowa retail sales tax is, therefore, 70 cents. The benefit 

of the offset is greater for higher income families and where the 

taxable items are a substantial proportion of the family's budget. 

It is nonexistent for taxpayers filing short forms with the standard 

deduction. 

The incidence by income and major occupation group of the $65 million 

allocated to Iowa consumers and the $8 million allocated to resident 

owners of Iowa firms is shown in Table 7. Separate estimates are given 

for heads of household classified as wage or salary earner, self­

employed, farmer, retired or otherwise unemployed. The figures in 

Table 7 give the estimated percentage of income (i.e., effective rate) 

at various levels of money income paid in the form of retail sales and 

use taxes in fiscal year 1964-s. 9 

The all-household incidence pattern (last column) reveals that 

the percentage of income (i.e., effective rate) absorbed by the present 

retail sales and use tax declines as income rises. In other words, the 

retail sales tax is regressive. ~ indicated, _!h£ lowest income groups 

~!!E. rates !!!2 .£!:~times that applied _!:.Q the higher income groups. 

Little need be said regarding the present treatment under the sales 

tax of taxpayers who are similarly circumstanced. Because of its 

9All the estimates for the below $1,000 income group should be 
interpreted with caution. This is a heterogeneous group that includes 
individuals and families with temporarily low (or negative) incomes. 
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Money 
Income 

(thousands 

Table 7 

INCIDENCE OF THE IOWA RETAIL SALES AND USE TAX 
BY INCOME AND MAJOR OCCUPATtON GROUP, 1964 

Percentage of Income Paid in Tax 

Wage and Se 1f Ernp loyed Retired All 
of dollars) Salaried (non-farm) Farm And Others Households 

Under 1 3.1 5.5 (a) 2;8 

1 - 3 1.9 2.4 4.0 1.8 

3 - 5 1.5 1. 8 2.4 1.5 

5 - 7 1.3 1.3 1.8 1.3 

7 - 10 1.2 1.2 1.4 1.2 

10 - 15 1.1 1.0 1.1 1.1 

Over 15 1.0 0,6 1.2 1.2 

(a) Not calculated -- average money income negative . 

• rce: See Table 6, 

• 

application t o only a portion of total consumption expenditures, two 

taxpayers otherwise identical could understandably pay widely different 

sales tax bills depending upon their preferences f or taxed versus non­

taxed items, 

Economic Effects. The possible adverse effects of the retail 

sales tax that seem to produce most anxiety are those attributed to 

shifts of consumer purchases to out-of-state retailers, i.e. : the loss 

of taxable sales due to the imposition of the sales tax or to changes 

in the sales tax rate or coverage. Unfortunately, emperical data are 

not available which would permit the actual measurement of the dif­

ferential economic effects of the sales tax compared to alternative 

fiscal measures. However , what information is available combined 
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with informed judgment about the significance and likelihood of these 

effects appear to support the conclusion that any incremental loss to 

the state's economy from imposing the retail sales tax initially or 

to adjusting its rate or base is probably too small and uncertain to 

be a controlling factor in policy decisions. 10 Thus, the evaluation 

of the Iowa sales tax should rest almost entirely on adequacy and equity 

considerations. 

V. Improving Equity and/or Productivity 

In the evaluation of the Iowa retail sales tax, it was found that 

the burden of the tax was distributed regressively among households 

arrayed by income group; that is , a larger percentage of the income of 

lower income groups was absorbed in sales tax liabilities than of higher 

income families. Also , mention was made of the fact that because of the 

exemption cf many purchases , mostly services , the true treats otherwise 

equally situated taxpayers unequally. Various devices are available 

for minimizing these inequities. One is the use of selected connnodity 

exemptions. Food purchased for consumption at home is an example of a 

commodity which, as indicated earlier, is exempt in many states in order 

to reduce the excessive burden of the retail sales tax on low income 

families. Another is the per capita sales tax credit or rebate. A 

third, taken singly or in combination with one of the first two, is the 

extension of the sales tax base to encompass expenditures on consumer­

type services. 

10rn fiscal 1955-56, the Iowa retail sales tax rate was increased 
to 2.5 per cent, After ad j usting for the change in rate the increase 
in sales tax collections was the second highest of the decade, 
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From the standpoint df equity and administrative convenience, the 

following general observations are appropriate with regard to the retail 

sales tax credit or rebate versus over-the-counter commodity exemptions: 

1. Because of the tendency of high income individuals and families 

to consume more expensive gra8es, forms or cuts of food, the dollar 

value of the food exemption increases with income. 11 The value of the 

retail sales tax credit, on the other hand, remains constant regardless 

of income. 

2, The credit virtually eliminates the burden of the sales tax 

on low income groups. 12 The sales tax with home-consumed food exempted 

achieves proportionality in its burden distribution at a level of 

incorae somewhat above the lowest. Both varieties become regressive at 

high income levels , but the rate of the conversion is more rapid and 

the turning point is at a lower level of income under the food-exemption 

provision. In this way, the credit serves to reduce the preferential 

treatment accorded high income groups as a consequence of the exemption 

of many personal services (laundry, dry cleaning, appliance repair, 

travel, barber shop and beauty parlor services, and the like). 

3. Over-the-counter exemption of food removes much of the re­

gressivity of the retail sales tax , but with a high degree of arbitrari­

ness and imprecision. Food consumption differs by income level, family 

size and age distribution, marital status, tastes, and the less obvious 

factors of urban versus rural residence and ethnic characteristics. 

11see, Income~ Household !ill -- Their Effects .2!! ~ Consumption, 
Marketing Research Report No. 340, u.s.D.A., Agricultural Marketing Service, 
Marketing Research Division. 

120bjections to the possibility of refunding amounts in excess of total 
sales tax payments frequently neglect to consider the distributive effects 
of the forward shifting of retail sales taxes imposed on inter-business 
transactions. The credit provision, though admittedly rough, tends to 
temper the extremes of this additional discriminatory feature, since the 
credit privilege is extended only to individuals. 
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Consequently, expenditures for food are a crude measure for designing 

a specific pattern of retail sales tax burden distribution. The per 

capita credit is less capricious in its distribution than the food 

exemption. 

Some additional, but perhaps less obvious advantages of the tax 

credit provision are: 

a. No question arises about the taxability of purchases of com­

nodities; 

b. No separation of items into taxable or exempt groups is required 

at the grocery check-out lanes; 

c. The credit is available only to residents , while direct food 

exemption is available to non-residents also; 

d. 

e. 

Residents receive credit for taxes paid wherever t hey are, 

not j ust in the state of residence; 

The credit can be built into Iowa's income tax withholding 

tables , so the taxpayer receives it weekly or monthly and does 

not have to wait until the end of the year. 

The credit provision is firmly entrenched and widely accepted in 

Indiana , Colorado and Hawaii. Because of the recency of the credit 

adoption in Massachusetts, it is premature to speculate on its operation 

and acceptance. In Colorado, t he credit is $7 per capita or, at the 

3 per cent rate, the equivalent of approximately $233 of exempt purchases 

per individual. As contrasted to the Indiana and Colorado provisions, 

which take into account only family size, the Hawaiian and Massachusetts 

credit provisions vary with family size~ inco~e. In Hawaii, the 

credit ranges from $18 per capita for taxpayers with income of less than 

$1,100 to 45¢ per capita for taxpayers with income of $6,300 or more. 

-201-



• 

• 

Money 

Colorado , Hawaii, and Massachusetts, it should be recalled, also have 

personal income truces with graduated statutory rotes. 

The distribution of burden by income and major occupation group 

of Iowa's sales tax with two types of retail sales tax credits or 

rebates is presented in Table 8. Table 9 provides a basis for the 

comparison of the credit distributional pattern with that for the 

retail sales tax containing a provision for the exemption of food pur­

chased for home consumption. The estimated revenue loss to the State 

of Iowa under both credit arrangements and the food exemption is 

approximately the same -- about $16 million annually. 

Table 8 

ESTIMATED INCIDENCE OF IOWA RETAIL SALES AND USE TAX 

AFTER DEDUCTION OF SALES TAX CREDIT 

Income 
(thousands $6 Credit Variable Credit 
of dollars) Per Person $8.50 to zero above $10,000 

Under 1 (a) (a) 

1 - 3 1.6 1.1 

3 - 5 1.3 1.2 

5 - 7 1.0 1.2 

7 - 10 1.0 1.0 

10 - 15 0.9 1.1 

Over 15 0. 8 0.9 

Source: See Table 6. 

(a) Not calculated -- credit exceeds tax payment • 
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Money 
Income 

Table 9 

ESTIMATED INCIDENCE OF IOWA RETAIL SALES AND USE TAX WITH 

FOOD EXEMPTION BY INCOME AND OCCUPATION GROUP, 1964 

(thousands Wage and Self Ernp loyed Retired All 
of dollars) Salaried (non-farm) Farm and Others Household 

Under 1 2.2 4.5 (a) 1.9 (a) 

1 - 3 1.4 1.9 3.4 1.3 1.9 

3 - 5 1.2 1.4 2.1 1.2 1.4 

5 - 7 1.0 1.0 1.5 1.0 1.1 

7 .. 10 1.0 0.9 1.2 0.9 1.0 

10 - 15 0.9 0.8 0. 9 0.9 0.9 

Over 15 0.9 0.5 1.0 1.1 0.8 

Source: See Table 6. 

(a) Not calculated -- average money income negative. 

A comparison of the incidence patterns in Tables 8 and 9, however, 

shows that the credit reduces the~ retail sales tax burden of low 

income groups more than the food exemption. In other words, for an equal 

cost to the State of Iowa the credit reduces the excessive burden of the 

retail sales tax more than does the food exemption. Experience else­

where also suggests that the sales tax credit adds little to the 

administrative costs of the tax. The food exemption, on the other hand, 

leads to innuuerable problems of definition and corapliance. 

Extension of the Sales Tax Base. Extension of the retail sales tax 

base to include selected consuraer-type services is another neans of 

enhancing the equity of the tax, increasing its income elasticity, and 
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at the same time generating additional revenues. As mentioned earlier, 

the purchase of services tends to rise in importance as a proportion of 

family budgets as family income rises. Thus, a retail sales tax which 

excludes consumer services is likely to be more regressive than one 

which includes services, that is, it is likely to absorb relatively 

larger fractions of the incomes of the lo\.lest income families. Further, 

if, as the empirical evidence suggests, spending for services tends to 

rise more rapidly than spending for most of the items presently covered 

by the typical retail sales tax, the extension of the base would make 

sales tax yields more responsive to economic· growth. 

There is a logical case for concentrating mainly on consuoer services. 

First, the retail sales tax is designed to be a tax on final consuoption. 

Second, taxes on business purchases, whether of goods or of services, 

tend to be pyramided in prices, increasing the price of final products 

by more than the amount of the tax inposed at successive stages. And 

third, taxes on business purchases have an extremely uneven incidence 

among businesses and individuals. 

The estimated revenue that would be generated in Iowa by extending 

the base to selected consumer services is shown in Table 10. 13 

The major reason for extending the tax to cover services is that 

it would tend to reduce many of the discriminatory features now prevalent 

in the retail sales tax. In general, the present situation tends to work 

like this: a consumer who purchases materials at retail for a "do-it• 

yourselP' task pays a retail sales tax on the materials he requires; 

on the other hand, a consumer who hires the entire service pays no tax 

13These estimates appear in John Michael Leyes, Iowa's Consumption 
Taxes: Retrospect~ Prospect, Unpublished M.S. Thesis, Iowa State 
University, 1966. 
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Table 10 

ESTIMATED REVENUES FROM EXTENSION OF IOWA REIAIL SALES 

TAX TO INCllJDE SELECTED SERVICES, FISCAL 1964-5 

(Thousands of dollars) 

Services Provided by Retail Establishments 

Personal Services: 

9,900 

• 

• 

Laundries 
Beauty Shops 
Barber Shops 
Other 

888 
486 
291 
407 

Auto Repair 
Other Auto Services 

2,072 2,072 
2,084 

596 

Repair Services: 

Electrical 
Upholstery, Furniture 
Watch 
Miscellaneous 

Taxi Services 
Brokerage Fees 
Bank Service Chargea 

325 
68 
14 

383 

790 790 
188 
383 
302 

Total 16,315 

Source: See footnote 13 

on the service and often pays uooe on the materials used by the seller 

of the service. 

Aside from the avoidance(and consequent revenue loss) of retail 

sales tax payment on materials via the purchase of services, the exclu• 

sion introduces a major ele~ent of discrimination. Two families ,illh 

~~incomes but one whose consumption pattern includes a large 
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amount of purchased services pays less in retail sales tax than the 

family whose consumption pattern includes relatively little service 

purchases. Persons who devote r:ruch of their incomes to the care and 

upkeep of their cars, their clothing and their appearance will find the 

retail sales tax less burdensome than persons who, instead, spend 

heavily for groceries, household supplies, books, and phonograph records, 

and the like• 

Table 11 shows what the 1965 distribution of burden of the Iowa 

retail sales tax would~~ if the base had been extended to cover 

certain selected personal services. The yield of the true would have 

been approximately 20 per cent greater than actually realized, or 

total collections would have been between $110-$115 million for the 

same period. Interestingly, the revenue gains from the base extension 

woul<l just about equal the revenue loss fron the adoption of a retail 

sales tax credit. Thus, without nny revenue change, the Iowa retail 

sales tax could be substantially improved in terms of responsiveness 

to economic growth and equity by the base extension and the credit 

adoption. 

Table 11 

ESTIMATED INCIDENCE OF IOWA RETAIL SALES AND USE TAX WITH BASE 
EXTENDED TO INCUJDE SELECTED SERVICES, BY INCOME AND OCCUPATION GROUP, 1964 

Money Percentage of Income Paid in Tax 
Income 

(thousands Wage and Self•Enployed Retired All 
of dollars) Salaried (non-farm) Farr.1 and Others Households 

Under 1 3.6 6.6 -- 3.2 

1 - 3 2.2 2.8 4.3 2.1 2.7 

3 - 5 1.8 2.1 2.7 1.8 2.1 

5 - 7 1.6 1.6 2.0 1.6 1.6 

7 - 10 1.5 1.4 1.6 1.4 1.5 
10 - 15 1.3 1.2 1.2 1.3 1.3 
Over 15 1.3 0.7 1.4 1.5 1.1 

Source: See Table 7. -206-



VI. Local Sales Truces 

The demands for additional revenue to relieve the burden of the 

property tax has led to experimentation with various types of local 

non-property taxes. The most important (dollarwise) of these is 

the local sales tax, which accounts for more than $1 billion in annual 

revenue for the nation as a wholea tocal sales taxes are now imposed 

by more than 2,000 local governments in some thirteen states, including 

eleven states with state sales taxes. 14 

In some states the taxes are independently administered by the 

local units. This arrangement seems to work reasonably well in large 

cities such as New York and Washington, D. c. In smaller cities, however, 

administrative practices and procedures leave much to be desired. Where 

the state also levies a retail sales tax, adninistrative and compliance 

activities are unnecessarily duplicated, and the cor.1pliance problems of 

retailers are compounded when the base of the state and local taxes 

differ. In addition, a local tax may encourage retail outlets to relocate 

outside the taxing limits. 

These problems can be eliminated or at least minimized under a 

system of local supplements to an existing state retail sales tax. In 

Illinois, for exampl~, municipalities have the option of adding a 0.5 

per cent supplement to the 3.5 per cent state levy. Unincorporated 

areas have this option on a countywide basis. As of 1964, 1,170 muni­

cipalities and 68 counties in Illinois had exercised the option. 15 The 

local supplement is collected by the state and returned to the local 

governments. 

14Advisory Comoission on Intergovernmental Relations,~~­
lapping ,!!! lli United States, 1964. 

15Ibid. 
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If Iowa were to adopt a similar system of suppleoents, and if all 

counties and raunicipalities were to eiercise the option, a rate of 0.5 

per cent would generate an estimated $11 million in revenue for 

municipalities of over 10,000 population. Towns in the 5,000 to 10,000 

population site category would raise an additional $2.S million, and 

smaller towns and cou~ties could expect to raise about $6 million. 16 

If instead a 3 per cent retail sales and use tax would be imposed on a 

statewide basis for distribution to local units, the incremental yield 

would likely be about $45 million. 

16.rhe estimates are based upon collection data for fiscal 1964-5. 
Iowa retail sales tax collections by counties, cities and towns for 
1965 are provided in Appendix Table III. 
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APPENDIX TAni.E I 

TAX BASES .. .. SELECTED STATES 

(Source: Corooerce Clearing House) 

Occupational Retail Sales Tax 

Persons and Sales Subject to Tax.--Persons engaged in the business of repairing 
or selling tangible personal property at retail are subject to tax as are, after 
August 1, 1965, lease or rental receipts*. 

il"fhe leasing tax has been held unconstitutional in I.B.M. Corporation v. 
Korshak by the Circuit Court of Cook County, Septenber 23, 1965. 

Exemptions: 
1. Sales protected by the Federal Constitution; 
2. Sales to charitable, religious, and educational organizations; 
3. Isolated or occasional sales by persons other than retailers; 
4. Newsprint and ink; 
S. Sales to federal, state, and local governments; 
6. Occasional dinners of charitable, religious, or educational organizations; 
7. Rentals or lenses to persons for renting or leasing to others; and 
8. Rentals or leases to governments, charitable, religious or educational 

institutions, and interstate carriers if the property involved is rolling 
stock. 

Use Tax 

Persons and Sales Subject to Tax.--The tax is imposed upon repairing and the 
privilege of using in this state tangible personal property purchased at retail, 
including, after August 1, 1965, lease or rental receipts**• 

*""The leasing tax has been held unconstitutional in I.B.M. Corporation v. 
Korshak by the Circuit Court of Cook County, September 23, 1965. 

Exemptions.--The use tax does not apply to the following: 
1. Organizations operated exclusively for charitable, religious, or educational 

purposes; 
2. Property brought into the state for teoporary use by a nonresident; 
3. Property brought into the state for use as rolling stock in interstate 

commerce; 
4. Property already taxed in another state, to the extent of the tax paid; 
5. Teoporary storage of property acquired and used outside the state; 
6. Sales which would be exempt from the occupational retail sales tax; 
7. Property acquired outside this state by a nonresident and used for at least 

3 months before being brought into Illinois for use there, including property 
purchased in Illinois and delivered outside the state; 

8. Used property moved to Illinois by a business formerly not operating in 
Illinois, provided the property has been bought and used in the business 
outside Illinois for at least 3 nonths; 

9. Newsprint and ink; 
-209-



APPENDIX TABLE I (continued) 

10. Sales to federal, state, and local governments; 
11. Occasional dinners at charitable, religious, or educational organizations; 
12. Rentals or leases to persons for renting or leasing to others; and 
13. Rentals or leases to governments, charitable, religious or educational 

institutions, and interstate carriers if the property involved is rolling 
stock. 

Service Occupation Sales and Use Taxes 

Persons and Sales Subject to Tax.--The tax is imposed upon all persons engaged 
in the business of making sales of service and upon the privilege of using in 
the stat·e real or tangible personal pro.perty acquired as an incident to the 
purchase of a service from a serviceman. 

Exemptions: 
1. Retail sales taxable under the sales or use taxes; 
2. Sales for the purpose of resale; 
3. Sales as an incident to the rendering of service by any corporation, 

association or institution organized for charitable, religious, or 
educational purposes; 

4. Sales to federal, state, and local governnents; 
5, Newsprint and ink; 
6. Any business in interstate commerce or otherwise which may not be taxed 

under the Constitution and statutes of the United States; 
7. Sales or use for demonstration in the regular course of business; 
8. Interir,1 use of tangible personal property; 
9. Property physically incorporated into other tangible personal property 

which is sold in the regular course of business or which is transported in 
interstate comoerce to destinations outside Illinois; 

10. Property temporarily used in the state by nonresidents; 
11. Property acquired outside the state for use as rolling stock moving in 

interstate commerce; 
12. Property already taxed in another state; 
13. Property temporarily stored in the state for use outside the state; and 
14. Property acquired outside the state at least 3 months prior to its use in 

the state. 
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APPENDIX TABLE I (continued) 
IOWA -Retail Sales Tax 

Persons and Sales Subject to Tax.--A tax is imposed on gross receipts fron all 
sales of: (1) Tangible personal property, consisting of goods, wares, or merchan­
dise sold at retail in Iowa to consumer~ dr users; (2) Gas, elec~ricity, water, 
heat, and communication service, including those made by any ounicipal corporation 
in its proprietary capacity; (3) Tickets dr admissions to places or amusement and 
athletic events; (4) Amusement devices and commercial nr.iusement; and (5) Rentals 
of rooms, apartments, or sleeping quarters in hotels, notels, inns, etc. 

Exeoptions.--The following are exeopt: 
1. Property the state is prohibited fro□ taxing under the constitution or laws 

of the United States or under the constitution or laws of this state; 
2. Furnishing or service of transportation; 
3. Adr~issions to state, county, and local fairs, and gross receipts froo 

religious, educational, or charitable activities; 
4. Property accepted as part consideration in the sale in Iowa of other property 

not in excess of the original trade-in valuation; 
54 Sales to governoental agencies, including all divisions, boards, comoissions, 

agencies, or instrunentalities of state, federal, county, or ounicipal 
governoent deriving disbursable funds froo tax revenues; 

6. Refunds are granted on taxes paid by contractors with tax certifying bodies; 
7. Connercial fertilizer, agricultural lioestone and materials and expendable 

chemicals, solvents and reagents used in processing personal property, except 
tools and equipment, used in disease, weed, and insect control or health 
promotion of plants or livestock produced as part of agricultural production 
for market; 

8. Electricity or steao used in processing tangible personal property ulti~.ately 
sold at retail; 

9. Agricultural fuel; 
10. Casual sales; and 
11. Iowa gasoline and alcoholic beverage taxes paid. 

Use Tax 

Persons and Sales Subject to Tax.--An excise tax is levied on the use of tangible 
personal property purchased for use in this state and upon the use of property 
purchased from the federal government by the ultimate consumer. 

Exentptions.--The following are not taxed: 
1. Property subject to the sales tax except new motor vehicles; 
2. Property used in interstate commerce; 
3. Property, other than airplanes, beer, and cigarettes already subject to a 

special tax; 
4. Property brought into the state by nonresidents for their use while within 

the state; 
5. Property not readily obtained in Iowa and used in operating a street railway; 
64 Property exempt from the sales tax under Sec. 422.45 (Sec. 423.4); 
7. Sales of industrial materials and equipmett owned by federal government within 

the state of Iowa, of a character not ordinarily readily obtainable within the 
state, if they would not be subject to use tax if they were sold outside of 
the state for use in Iowa; 

-211~ 



APPENDIX TABLE I (continued} 

8. Tangible personal property which becones an integral part of other property 
to be sold at retail; 

9. Fuel used in generating electric current; 
10. Industrial materials and equipment not readily obtainable in Iowa and used 

directly in nanufacturing or servicing property to be sold at retail; and 
11. Chemicals, solvents, sorbents, and reagents used directly in processing 

personal property. 

Property brought into Iowa on which a sales or use tax has bee~ paid in another 
state equal to or in excess of the Iowa tax is not subJect to tax in Iowa. 

-212-



APPENDIX TABLE I (continued) 
MISSOURI 

Retail Sales Tax 

Persons and Sales Subject to Tax.~-A tax is levied on all sellers for the 
privilege of engaging in the business of selling tangible personal property 
or rendering taxable services at retail. The tax is imposed on the following 
sales (including lease or rental considerations): (1) Tangible personal 
property; (2) Admission to places of amusement, entertainment, recreation, games, 
and athletic events; (3) Electricity, water, and gas; (4) Telephone services 
and telegraph transmissions; (5) Rooms, meals, and drinks from places regularly 
offering such to public; (6) Intrastate tickets for railroads, sleeping, dining 
and express cars, boats, airplanes, buses, and trucks licensed by Public Service 
Corranission engaged in transportation of persons; and (7) Renting or leasing 
tangible personal property unless the lessor or ~entor paid the tax when pur­
chasing the property. A tax is also imposed on the sale or use of motor vehicles 
and trailers, but not on the renting or leasing of such vehicles. A tax is 
imposed upon the rental of space for house trailers. 

Exemptions.--The following sales are exempt: 
1. Interstate and foreign commerce; 
2. Nontaxable by state or federal constitutional restrictions; 
3. Motor fuel; 
4. Fuel used to produce taxable utility services; 
5. Feed for poultry or livestock, and grain converted into foodstuffs which 

are ultimately subject to tax; 
6. Seed , limestone, or fertilizer used for seeding , liming, or fertilizing crops 

which when harvested will be sold at retail or will be fed to livestock or 
poultry to be sold at retail; 

7. Spray materials for use on crops, fruit trees or orchards, the crops of which 
are to be ultimately sold at retail; 

8. Materials, manufactured goods, machinery and parts which, when used in 
manufacturing, processing, compounding, mining, producing, or fabricating 
become a component part of the new personal property created, when such 
property is intended to be sold for final use or consumption; 

9. Materials, replacement parts, and equipment purchased for use directly upon, 
and for repair and maintenance or manufacture of, motor vehicles, watercraft, 
railroad rolling stock, or aircraft engaged as common carriers; 

10. Machinery and equipment replacing other machinery used directly for manufac­
turing or fabricating a product intended to be sold ultimately for final use 
or consumption; 

11. Machinery and equipment purchased to establish new or to expand existing 
manufacturing, mining, or fabricating plants in the state, if such machinery 
is used directly in manufacturing, mining, or fabricating a product intended 
to be sold ultimately for final use or consumption; 

12. Tangible personal property which is used exclusively in the manufacturing 
or assembling of products sold to the U.S. government; 

13. Animals or poultry used for breeding or feeding; 
14. Newsprint used in newspapers; 
15. Rental of films, records, or any type of sound or picture transcriptions; 
16. Pumping machinery and equipment used to propel products delivered by pipe­

lines engaged as common carriers; 
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APPENDIX TABLE 1 (continued) 

17. Sales by or to religious, charitable, eleemosynary and penal institutions and 
relief agencies; 

18. Sales to counties or other political subdivisions; 
19. Sales to physicians, dentists, and veterinarians of property used in their 

professions; arid 
20. Materials used in the production of steel products. 

The tax on motor vehicles shall not apply to motor vehicles on which the sales 
tax has been paid; vehicles brought into this state from another state which were 
registered and regularly operated in the other state at least 90 days prior to the 
time of registration in this state; vehicles acquired by registered dealers for 
resale; vehicles purchased, owned, or used by any religious, charitable, or 
eleemosynary institution; vehicles owned and used by religious organizations in 
transferring pupils to and from schools supported by such organizations; vehicles 
acquired by the applicant for a certificate to title therefor by gift or under a 
will or by inheritance; vehicles upon which the tax has been paid by the donor or 
decedent; vehicles owned or used by the state of Missouri or any other political 
subdivision; vehicles owned by an educational institution supported by public funds; 
and farm tractors. Permanent residents (6 months or longer) are exempt from the 
trailer camp tax. 

When an article upon which the Missouri sales or compensating use tax has been 
paid is taken in trade against the purchase price of the merchandise sold and the 
difference between the trade-in allowance and the purchase price exceeds $500, the 
tax is computed only on that portion of the purchase price in excess of the actual 
allowance made for the article traded in or exchanged, 

Compensating Use Tax 

Persons and Sales Subject to Tax.--A ta}t is imposed for the privilege of storing, 
using, or consuming within Missouri any article of tangible personal property 
purchased on or after August 29, 1959. 

Exemptions.--The following property is exempt: 
1. Not taxable by restrictions of state or federal government; 
2. Subject to Missouri sales tax; 
3. Exempt from the Missouri sales tax; 
4. Subject to motor vehicle use tax; 
5. Subjected to sales or use tax of another state, provided, if said tax of 

other state is less than Missouri tax, property shall be subject to tax 
equal to the difference; 

6. Held by processors, retailers, importers, manufacturers, wholesalers, or 
jobbers solely •for resale in regular course of business; and 

7. Personal and household effects and farm machinery used while individual was 
resident of another state and brought into Missouri for own use as a resident 
of Missouri, or property brought into the state by a nonresident for use 
while temporarily in the state. 
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APPENDIX TABLE I (continued) 
SOUTH DAKOTA 

Occue~tional Retail Sales Tax 

Persons and Sal s Sub·ec to , ux.--Retailers pay a tax on the privilege of doing 
business based on gross rece pts from: (1) retail sales of tangible personal 
property, conditional, credit, or otherwise; (2) furnishing or servicing of gas, 
electricity, water and communication service to consumers, including that sold by 
municipal corporations in their proprietary capacity; (3) tickets or admissions 
to places of amusement and athletic events; (4) operation of pin ball machines and 
other mechanical devices for amusement; and (5) engaging in a profession or 
business in which the service rendered is of a professional, technical or scientific 
nature, but not including veterinarians or persons engaged in the practice of the 
healing arts. Lodging establishments are subject to tax. 

Exemptions: 
1. Sales on which the tax is prohibited by the United States or state laws or 

constitution; 
2. Furnishing or service of transportation; 
3. Property used for performance of a contract of public works made before 

July 1, 1935; 
4. Admissions to state, county, or local fairs or community operated celebrations 

or shows sponsored by Chambers of Commerce or similar non-profit corporations 
or associations and receipts of activities of organizations which are used 
for charitable, educational, benevolent or fraternal purposes; 

5. Sales to United States or South Dakota or any of its political subdivisions 
or relief agencies; 

6. Gasoline, motor fuel, use fuel subject to use fuel tax; alcoholic beverages, 
butter substitutes and cigarettes otherwise taxed or exempt; 

7. Resale by retailers of used farm machinery; 
8. Sales to educational and religious institutions; 
9. Exchange of processed for unprocessed agricultural products; 

10. Sales of commercial fertilizers, liquid or solid, if sold in a single sale of 
500 pounds or more for use exclusively in agriculture; 

11. Sales of seed legumes, seed grasses and seed grains in lots of 25 pounds or 
more; 

12, Sales of livestock or live poultry not for final use or consumption; 
13. Motor fuel, including kerosene, tractor fuel, liquefied petroleum gas and 

distillate used for agricultural, except residence heating and lighting, 
purposes. 

Use Tax 

Persons and Sales Subject to Tax.--An excise tax is imposed on the privilege of 
the use, storage and consumption in South Dakota of tangible personal property 
purchased on or after July 1, 1939. Contractors using tangible property in 
performing a contract must pay the tax unless the sales or use tax has already 
been paid on the property. 

Exemptions: 
1. Property subject to sales tax; 
2. Motor Vehicles; 
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APPENDIX TABLE I (continued) 

3. Property nontaxable by constitution of the United States or South Dakota or 
sold to federal, state or political subdivision government; 

4. Gasoline, motor fuel, use fuel subject to use fuel taxation; 
5. Butter substitutes already taxed; 
6, Property brought into the state by nonresidents for use within the state; 
7. Property, including containers, labels and shipping cases used in compounding 

or manufacturing the finished product to be ultimately sold at retail; 
8. Sales to educational and religious institutions and hospitals operating as 

charitable or non-profit institutions; 
9. Fuel u~ed in creating power, light, heat, sterun and gas; 

10. Beer, liquor and cigarettes alrendy taxed by the state; 
11. Property used for repair and service by interstate carriers; 
12. Drilling rigs. 
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APPENDIX TABLE I (continued) 
WISCONSIN 

Selective Sales and Use Tax 

Persons and Sales Subject to Tax.--For the privilege of selling, leasing or renting, 
or using or consuming tangible personal property in the state, a tax is imposed 
on the following: 

(1) fermented malt beverages; 
(2) intoxicating liquors; 
(3) tobacco, tobacco products, smokers' supplies, except cigarettes; 
(4) motor vehicles, station wagons, trailers, semitrailers (excluding mobile 

homes, but including those taxable items contained in, attached to or 
included as part of mobile homes) road equipment, road machinery, mobile 
cranes and trench hoes, but excluding vehicles for the mass transportation 
of passengers; 

(5) aircraft; 
(6) radios, televisions, phonographs, sound records, musical instruments or any 

combination thereof (including parts, components and accessories); records 
and sheet music; 

(7) meals, food, food products and beverages for human consumption sold by 
restaurants and cafes for direct consumption on or off the premises (excluding 
such sales to employees of the restaurants or cafes), except when sold 
by nonprofit hospitals and religious, charitable or educational organizations; 

(8) recret:ci.onal (except toys and games), sporting, hobby, and athletic goods 
and equipment, and accessories and parts therefor; 

(9) household furniture, furnishings, floor coverings, major and small appliances, 
power tools, outdoor garden and lawn equipment and tools, office furniture, 
furnishings, equipment, machines, appliances and floor coverings, commercial 
food service machines and equipment, tavern, restaurant, fountain and store 
furniture, furnishings, equipment, machines, appliances and floor coverings 
(tanks, pumps, compressors and equipment for retail marketing of petroleum 
products are exempt); 

(10) jewelry, whether real or imitation, articles made of precious metals and 
imitations, watches, clocks, opera glasses, marine and field glasses and 
binoculars, not including religious articles; 

(11) beach bags, billfolds, brief cases, camping bags, card nnd pass cases, 
cosmetic bags, garment bags, hatboxes, key cases, overnight bags, purses, 
handbags, sample or display cases, trunks, suitcases, toilet kits and wallets; 

(12) articles made of fur and articles of which fur is the component material of 
chief value; 

(13) commercial laundry, dry cleaning and pressing machines, conveyers, elevators, 
industrial trucks, commercial fans and unit heaters; 

(14) perfume, essences, toilet waters, cosmetics, hair oils and dressings and 
similar substances, except for baby care; 

(15) soda water beverages for consumption off the premises, bases, concentrates 
and powders to be reconstituted by the consumer _to produce soft drinks, etc., 
and fruit drinks and ndes not defined as fruit juices; 

Tax is 
(1) 

also i nposed upon the following services: 
furnishing of rooms or lodging to transients by hotels or motels; "Transient" 
means any person residing for a continuous period of less than one month in 
a hotel or motel; 
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AP?ENDIX TABLE I (continued) 

(2) admissions to places of arnusement, athletic events and the furnishing, for 
dues or fees, of access to clubs; sales of admissions to motion picture 
theaters costing 75¢ or less are exempt; 

(3) sales of intrastate telepHone service and toll charges for intrastate 
telephone calls; 

(4) laundry, dry cleaning, pressing and dyeing services, except when performed 
on or after August 15, 1963, on raw materials or goods in process destined 
for sale; 

(5) photographic services, processing, printing and enlarging film, except 
commercial advertising photography; 

(6) the repair, service, or maintenance of all items of taxable tangible personal 
property. 

Use tax is imposed on the storage, use or other consumption in the state of the 
property subject to the sales tax. 

Exemptions.--General exeoptions: 
1. Property which the state is prohibited from taxing under the constitution or 

laws of the U.S. or under the Wisconsin constitution; 
2. Gross receipts froo tangible personal property, except motor trucks, used 

exclusively in farming, <hirying, agriculture, horticulture or floriculture, 
except that the purchaser of taxable tangible personal property is liable 
for the tax at the time any use other than the exempt business use is 
made of such property; 

3. Property becoming an ingredient or component part of an article of property 
destined for sale, and the gross receipts from selling, perforning or 
furnishing services thereon; 

l~. Sales by schools and colleges exempt' fror.1 the incoroo tax; 
S. Aircraft sold as carriers of persons or sold to any foreign government for 

use outside the state, or to nonresidents who do not use the aircraft in 
the state; motor trucks, truck tractors, road tractors, buses, trailers and 
semitrailers and accessories, parts and supplies sold to common or contract 
carriers for use exclusively as common or contract carriers; 

6. Sales pursuant to written contracts entered into before February 1, 1962, 
provided delivery is raade within 90 days; 

7. Occasional sales; 
8. Charges for interest, financing or insurance where such charges are 

separately stated; 
9. Tickets or adoissions to nonprofit school, religious or charitable activities; 

10. Property and services suld to or used by the state, any county, ounicipality, 
school or other political subdivision; nonprofit religious, charitable, 
scientific or educational association; 

11. Lease or rental of property, if the sale of the property was subject to tax; 
12. Motor vehicles sold to nonresidents; 
13. Truck bodies sold to nonresidents; 
14. Motor fuel used in pleasure boats; 
15. Activities of state-aided county and district fairs. 

The following are exeopt fron the sales tax: 
1. Sales to the U.S., its agencies and instruQentalities; 
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APPENDIX TABLE I (continued) 

2. Sales ton common or contract carrier, when property is shipped by the 
seller via the purchasing carrier under a bill of lading to a point outside 
the state; 

3. Property purchased for use solely outside the state. 

The following are exempt froo the use tax: 

1. Property subject to the sales tax; 
2. ~.otor vehicles loaned by an automobile dealer to a school for driver 

training. 

A credit is provided for sales tax paid to another state on property taxable in 
Wisconsin equal to the atc1ount of tax paid to such other state. "Sales tax" 
includes use or excise taxes. 
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APPENDIX TABLE II 

RETAILERS COLLECTION COST REIMBURSEMEN"r Ul-IDER STATE SALES TAX IAWS 

Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

District of Colurnbia 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

SALES TM RATE 

4% 

3% 

3% 

3% ( 1% city tax) 

3% 

3-1/2% 

3%-1% on Food 

3% 

3% 

4% 

3% 

3-1/2% (1/2% city tax) 

2% 

2% 

3% 

3% 

2% 

4% 

3% 

3% 

4% 
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RETAILERS COLLECTION COST 
REIMBURSEMENT 

5% on 1st $100 of tax; 2% on 
collections over $100; 3% on 
use tax 

None 

2% 

None 

3-1/3% 

None 

None 

3% 

3% effective July 1, 1966 
(increased from 2%) 

None 

None 

2% or $5, ~rl1ichever is greater 

None 

None 

None 

2% 

2% (As of June 14, 
1966 legislation is pending to 
iocrease coopensation froo 2% 
to 3%) 

None 

2% 

2% 

None 



iPPENDIX TABLE II (continued) 

11:ississippi 

'.1issouri 

Nevada 

New Jersey 

New Mexico 

New York 

North Carolina 

North Dakota 

Ohio 

Oklahoma 

Pennsylvania 

Rhode Island 

South Carolina 

South Dakota 

Tennessee 

Texas 

Utah 

Virginia 

SALES TAX RA'IE 

3-1/2% 

3% 

2% 

3% 

3% 

2% 

3% 

2-1/4% 

3% 

2% 

5% 

4% 

3% 

3% 

3% 

2% 

3% 

2% on Sept. 1, 1966 
3% on July 1, 1963 
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RETAILERS COLLECTION COST 
REIMBURSEMENT 

None (As of June 14, 
1966 legislation is pending for 
2% on first $50 per month, 1% 
on next $50 and 1/4% on balance 
up to $150 per month) 

2% on Sales Tax - 3% on Use Tax 

2% 

None 

None 

None 

3% 

None 

2% of advance payment made by 
lGth day of month covered by 
return; 1% of payment received 
between 19th and last day of 
month covered by return; 1% 
on amount paid by due date. 

3% 

1% 

None 

3% if payment is less than $100; 
2% if tax is $100, but less than 
$1000; 1% if $1000 or more, maxi­
mum $5000 yearly per taxpayer. 

None 

2% 

1% if paid by due date. Addi­
tional 2% if prepaid by 15th 
of second oonth in quarter. 

None 

3% 



APPENDIX TABLE II (continued) 

STATE 

Washington 

West Virginia 

Wisconsin 

Wyotr'_ing 

SA:I&S TAX M'l]j 

4.2% 

3% 

3% 

2-1/2% 

Source: Institute of Distribution, New York (6.1.14•66) 
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REii-mbRSP.MENT 

None 

None 

2% 

None 



APPENDIX TABLE III 

RETAIL SALES TAX 
COLLECTIONS BY COUNTIES, CITIES AND TOWNS 

County Seats Indicated By ,., 
Towns With Population Under 500 Indicated By** 

COUNTIES & TOWNS NO. OF Rfil:URNS 
ADAIR 

Greenfield* 456 
Adair 161 
Fontanelle 130 
Under 50~d( 197 
Non Permit 19 
Rural 87 

Total 1,050 

ADAMS 
Corning,'( 463 
Under S 00-fe,'< 132 
Non Permit 9 
Rural 115 

Total 719 

ALLAMAKEE 
Waukon* 575 
Lansing 271 
~ostville 376 
New Albin 129 
Under 5 00*"'( 122 
Non Permit 73 
Rural 138 

Total 1,684 

APPANOOSE 
Centervi 1 le,'r 969 
Cincinnati 73 
Moravia 148 
Moulton 135 
Mystic 94 
Under 5 OQ-Jdr 109 
Non Permit 48 
Rural 138 

Total 1,714 

AUDUBON 
Audubon,'r 518 
Exira 232 
Under 5 OQ-k,'<' 217 
Non Permit 5 
Rural 94 

Total 1,066 
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AMOUNT OF TAX 

$ 136,661.30 
37,162.45 
21,741.32 
27,429,57 

324. 74 
31956.36 

$ 227,275.74 

$ 110,519.78 
6,990.89 

102.10 
82569.23 

$ 126,182.00 

158,409.16 
37,073.51 
90,403.9 8 
18,658.98 
8,773.32 
1,312.52 

121555.20 
$ 327,186.67 

$ 275,108 .27 
5,332.99 

16,761. 84 
14,504.13 
7,350.07 
5,382.11 

844.90 

$ 
14 1 749 .Sf± 

340,033.85 

$ 153,469.00 
38,112.43 
17,824. 87 

144.25 
61346.14 

$ 215,896.69 



APPENDIX TABLE III (continued) 

COUNTIES & TOWNS N0 1 OF RETURNS AMOUNT OF TAX 

BENTON 
Belle Plaine 388 $ 117,925.30 
Vinton'>'c 628 205,751.98 
Blairstown 115 25,959.82 
Shellsburg 75 9,349.88 
Van Horne 113 12,739,99 
Atkins 63 8,925.39 
Keystone 98 25,515.12 
Norway 94 14,318.47 
Urbana 80 10,334.99 
Under 500** 274 34,445.52 
Non Permit 50 715 .96 
Rural 144 13 1356 .1-i-G 

Total 2, 122 $ 479,338.90 

BLACK HAWK 
Waterloo>\- 5,263 $ 2, 822,012.80 
Cedar Falls 1,422 534,718, 82 
Evansdale 399 236,258.29 
Hudson 151 43,068 .24 
La Porte City 316 61,034.71 
Dunkerton 99 14,533.71 
Gilbertville 70 9,637.20 
Under 5 OQ'>'d, 61 19,559. 84 
Non Permit 348 12,228.06 
Rural 433 681974.69 

Total 8,562 $ 3,822,026.36 

BOONE 
Boone.,., 1,229 $ 432,927.67 
Madrid 275 77,656.54 
Ogden 249 55,791.90 
Under 5 00>'<'* 147 14,930.73 
Non Permit 59 1,387.36 
Rural 187 231633.26 

Total 2, 146 $ 606,327.46 

BREMER 
Waverly* 689 $ 241, 868.49 
Sumner 375 102 , 223.13 
Tripoli 193 41,661.25 
Denver 160 31,991.80 
Janesville 81 10,889.65 
Readlyn 138 26 , 080.72 
Under 5 oo,-n•, 152 14,262.10 
Non Permi t 86 2,866.19 
Rural 160 201109.26 

Total 2,034 $ 491,957.59 
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COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

BUCHANAN 
Independence-!( 649 $ 220, 929.65 
Jesup 213 41,661.43 
Fairbank 103 19, 849.04 
Hazelton 79 14 , 495.84 
Lamont 106 12 , 161.47 
Winthrop 106 18, 321.09 
Under 5 OO·k* 269 32 . 77 8.99 
Non Permit 84 2, 172.70 
Rural 127 25 I 501. [l6 

Total 1 , 736 $ 387 , 872.07 

BUENA VISTA 
Storm Lake-!( 1, 087 $ 406 , 590. 78 
Alta 210 46 , 844.82 
Albert City 185 35,615.55 
Marathon 95 11 , 333.96 
Newell 204 29 , 392.19 
Siol,lX Rap i ds 233 42 , 090,06 
Under 5 QQ,'d t 143 13 , 114.48 
'Son Permit 61 2,933.27 
Rural 194 16i608 , 54 

Total 2,412 $ 604 , 523.65 

BUTLER 
Clarksville 210 $ 40, 372.96 
Greene 281 69 , 710.27 
Parkersburg 257 54,475.67 
Shell Rock 125 23 , 325.90 
Allison* 187 64 , 456.11 
Aplington 168 25,45 8 .54 
Dumont 130 23, 863.25 
New Hartford 106 14,653.20 
Under 5 00,'d( 81 8,224.79 
Non Permit 109 1,278.04 
Rural 138 12z 814. 04 

Total 1,792 $ 338,632.77 

CALHOUN 
Lake City 329 87 , 491.83 
Manson 272 68 , 847.94 
Rockwe 11 City-Ir 442 99,150.17 
Lohrville 161 13 , 908.92 
Pomeroy 201 30,340.11 
Under 5 00>'<-* 273 29, 817.57 
Non Permit 42 1, 069.47 
Rural 91 33320.08 

Total 1,811 $ 333,946.09 
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COUNTIES & TOWNS NO. OF RETURNS AMOUNT OF TAX 

CARROLL 
Carroll-I( 1,109 $ 431,010.00 
Coon Rapids 288 69,125.06 
Manning 338 67,655.67 
Breda 129 13,158.88 
Glidden 189 39,804.59 
Under 5 00·Jd( 467 63,533.74 
Non Permit 75 · 1,876.84 
Rural 65 41 736.08 

Total 2,660 $ 690,900.86 

CASS 
Atlantic* 980 $ 390,358.40 
Anita 244 39,259.94 
Griswold 270 51,613.32 
Lewis 79 6,053.11 
Under 500i(-I: 337 28,939.03 
Non Permit 27 360.13 
Rural 200 191197.63 

Total 2,137 $ 535,781.56 

CEDAR 
Tipton-I( 543 $ 136,586.00 
Durant 218 41,957.16 
Mechanicsville 181 24,592.85 
West Branch 209 31,155.97 
Clarence 190 32,351.66 
Lowden 171 24,435.69 
Stanwood 151 21,743.12 
Under 500** 132 16,245.58 
Non Permit 47 693.46 
Rural 139 91180.48 

Total 1,981 $ 338,941.97 

CERRO GORDO 
Mason City'>': 2,639 $ 1,332,489.72 
Clear Lake 691 215,587.94 
Rockwell 123 16,875.45 
Under 5 00-,':* 328 41,547.66 
Non Permit 95 7,709.36 
Rural 364 571228.61 

Total 4,240 $ 1,671,438.74 

CHEROKEE 
Cherokee~'<- 824 $ 321,966.76 
Marcus 241 43,670.62 
Aurelia 163 21,677.51 
Under 5 oo~h'< 248 28,598.63 
Non Permit 48 1,183.98 
Rural 82 31440.66 

Total 1,606 $ 420,538.16 
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COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

CHICKASAW 
New Hampton7< 545 $ 180,676.48 
Nashua 246 53,020.92 
Fredericksburg 182 27,592.83 
Lnwler 132 21,304.09 
Under 500>~* 191 22,919.98 
Non Permit 61 2,072.04 
Rural 127 121756.87 

Total 1,484 $ 320,343.21 

CLARKE 
Osceola* 552 $ 149,777 ,93 
Murray 162 12,357.56 
Under 5 0070': 37 1,800.61 
Non Permit 19 328.86 
Rural 86 161501.38 

Total 856 $ 180,766.34 

CLAY 
Spencer7< 1,216 $ 529,068.09 
Everly 129 22,453.21 
Peterson 126 25,003.13 
Under 5 007<* 298 28 ,021.30 
Non Permit 70 5,706.13 
Rural 223 491119 .61 

Total 2,062 $ 659,371.47 

CLAYTON 
Elkader'>'< 338 $ 104, 859.96 
Guttenberg 364 72,165.13 
Monona 274 46,274.13 
Strawberry Point 255 44 ,893.80 
Edgewood 151 32,559.07 
Garnavillo 109 18,382.40 
Marquette 59 10,408.54 
McGregor 279 26,161.31 
Under 50(),'d: 347 32,258.19 
Non Permit 78 1,364.60 
Rural 167 l3 z 802. 88 

Total 2,421 $ 403,130.01 

CLINTON 
Clinton* 2,540 $ 1,175 , 356.82 
De Witt 538 158,259.11 
Camanche 174 35,217.79 
Delmar 63 3,007.70 
Grand Mound 126 8 ,826.83 
Lost Nation 146 20,431.06 
Wheatland 146 26,981.42 
Under 500 383 49,684.33 
Non Permit 138 2,889.03 
Rural 273 35 I 071. 13 

Total 4,527 $ 1,515,725.22 
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COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

CRAWFORD 
Denison-Ir 844 $ 274,213 .. 73 
Charter Oak 135 29,173.92 
Dow City 110 10,656.20 
Manilla 158 27,281.38 
Schleswig 169 28,233.00 
Vail 87 9,636.97 
Under 5 OCP\"* 268 27,523.27 
Non Permit 59 1,116.96 
Rural ,, , ,66 61756.81 

Total 1,896 $ 414,592.24 

DALLAS 
Perry 782 $ 285,486.25 
Adel* 366 122,614.58 
Dallas Center ms 25,853.44 
Dexter 148 18,125.54 
Redfield 147 26,529.69 
Waukee 117 20,450.04 
Woodward 150 21,269.82 
Under 5 00-lc* 391 47,403.15 
Non Permit 02 1,262.15 
Rural 175 29.344.03 

Total 2,543 $ 598,338.69 

DAVIS 
Bloomfield* 504 $ 128,639.36 
Under 500** 148 14,410.59 
Non Permit 32 788.30 
Rural 164 15.337.94 

Total 868 $ 159,176.19 

DECATUR 
Lamoni 231 $ 47,144.20 
Leon* 354 91,749.68 
Under 5 OO>'o't- 315 21,277.95 
Non Permit 42 905. 06 
Rural 33 1.996.75 

Total 975 $ 163,073.64 

DELAWARE 
Manchester* 624 $ 224,i07.98 
Earlville 123 17,113.16 
Edgewood 29 10,850.93 
Hopkinton 133 22,466.31 
Under 5 OO*·k 458 52,133.38 
Non Permit 57 1, 930.l•6 
Rural 122 25.492.73 

Total 1,546 $ 354,094.95 
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COUNTIES & TOWNS NO, OF REI'URNS AMOUNT OF TAX 

DES MOINES 
Burlington* 2,704 $ 1,304, 75l•.26 
Mediapolis 261 54,396.58 
West Burlington 120 35,264.66 
Danville 110 22,683.27 
Under 500** 22 2,069.13 
Non Permit 113 4, 001.0? 
Rural 255 30 2 112j22 

Total 3,585 $ 1,453,281.19 

DICKINSON 
Milford 243 $ 48,782.44 
Spirit Lake* 500 137,665.06 
Arnolds Park 191 33,862.28 
Lake Park 195 39,543.50 
Under 500'>'(* 280 43,439.69 
Non Permit 149 8,382.10 
Rural 282 30 2 842.81 

Total 1,840 $ 342,517.88 

DUBUQUE 
Dubuque~'<' 3,929 $ 2,056,617.42 
Cascade 260 55,304.33 
Dyersville 462 164,410.28 
Epworth 93 16,696.82 
Farley 110 23,359.84 
Under 5 00*~'<' 542 60,850.05 
Non Permit 142 4,690.53 
Rural 317 931038.24 

Total 5,855 $ 2,474,967.51 

EMMET 
Estherville* 850 $ 306,482.33 
Armstrong 216 41,482.62 
Ringsted 106 27,206.17 
Under 500** 112 6,890.96 
Non Permit 36 1,418.ll 
Rural 92 3 2 833.45 

Total 1,412 $ 387,313.64 

FAYETTE 
Oelwein 064 $ 332,156.37 
Fayette 211 32,635.26 
West Union* 456 148,011.46 
Arlington 124 29,468.85 
Clennont 119 17,449.04 
Elgin 134 21,028.66 
Hawkeye 122 13,784.96 
Maynard 92 22,387 .so 
Under 5 00:'n'( 289 23,459.00 

(continued) 
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APPENDIX TABLE III (continued) 

COUNTIES & TOWNS NO. OF RErURNS Af1Q,UNT OF TAX 

FAYETTE (continued) 
Non Permit 84 $ 2,005 ,39 
Rural 185 16 1 787.21 

Total 2,680 $ 659,173.70 

FLOYD 
Charles dity,'( 992 $ 368,878.16 
Nora Springs 195 29,342.25 
Rockford 200 31,396.46 
Under 500** 319 35,873.32 
Non Permit 56 1,419.34 
Rural , 115 51428.93 

Total 1,877 $ 472,338.46 

FRANKLIN 
Hampton'>',· 714 $ 270,252.39 
Sheffield 225 40,350.14 
Under 500** 377 46,052.41 
Non Permit 38 1,430.82 
Rural 139 201176. 96 

Total 1,493 $ 378,262.72 

FREMONT 
Hamburg 318 $ 66,477.85 
Sidney'>'( 235 34,264.03 
Tabor 177 28,727.51 
Under 500** 313 28,529.28 
Non Permit 12 3,328.89 
Rural 143 161484.20 

Total 1,198 $ 177,811.76 

GREENE 
Jefferson'>'( 654 $ 216,688.23 
Churdan 112 16,593.83 
Grand Jct. 203 40,626.46 
Scranton 132 19,976.55 
Under 5 OO'>'rk 197 21,858.53 
Non Permit 39 492.99 
Rural 115 · 61292.84 

Total 1,452 $ 322,529.43 

GRUNDY 
Grundy Center* 395 $ 117,459.46 
Reinbeck 235 47,427.89 
Conrad 158 33,001.16 
Dike 126 23,262.79 
Wellsburg 168 33,501.23 
Under 5 001dr 113 24,009.81 
Non Pennit 69 1,951.53 
Rural 91 101424.10 

Total 1,355 $ 291.037.97 

-230-



APPENDIX III (continued) 

COUNTIES & TOWNS NO. OF RETURNS AMOUNT OF TAX 

GUTHRIE 
Guthrie Center": 431 $ 98,695.80 
Panora 178 29,780.49 
Stuart 234 52,759.50 
Baya.td 123 17,634.42 
Casey 130 12,478.81 
Under 5 0()-/r 323 37,751.33 
Non Permit 29 480. 27 
Rural 84 31558.48 

Total 1,532 $ 253,139.10 

HAMILTON 
Webster City-Ir 972 $ 333,588.67. 
Jewell 236 67,542.67 
Stratford 176 31,655.74 
Williams 102 13,485.26 
Under S 00"<* 394 53,351.53 
Non Permit 50 1,215.29 
Rural 130 8 1 703 .61 

Total 2,060 $ 509,542.77 

HANCOCK 
Britt 329 $ 90,060.67 
Garner* 342 105,476.74 
Kanawha 129 35,441.52 
Klemme 139 16,536.55 
Under 5 00-I<* 308 45,570. 9l• 
Non Permit 17 539.26 
Rural 165 91910.44 

Total 1,429 $ 303,536.12 

HARDIN 
Iowa Falls 784 $ 322,828.98 
Ackley 294 67,681.50 
Eldora~•r 501 126, 890.35 
Alden 146 14,271.39 
Hubbard 179 43,044.79 
Radcliffe 120 16,904.23 
Union 136 23,379.14 
Under 5 0()'1:* 228 2l•, 122.90 
Non Permit 105 1,954.07 
Rural 270 21 1 836.59 

Totnl 2,763 $ 662,913.94 

HARRISON 
Dunlap 275 $ 53,502.30 
Logan* 288 72,959.03 
Missouri Valley 482 124,521.72 
Woodbine 260 40,018.15 

(continued) 
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COUNTIES & TOWNS NO, OF REI'URNS AMOUNT OF TAX 

HARRISON (continued) 
Under SO~* 364 50,585.75 
Non Permit 27 1,299.55 
Rural 97 131173.94 

Total 1,793 $ 356,061.24 

HENRY 
Mt. Plehsant* 705 $ 290,791.09 
New Ldnddh 219 47,199.81 
Wayland 167 16,809.46 
Winfield 200 45,956.56 
Under 500-,'n'( 261 31,832.87 
Non Permit 51 1,089.07 
Rural 167 281967.12 

Total 1,770 $ 462,645.90 

HOWARD 
Cresco* 613 $ 188,406.60 
Elma 174 27,047.63 
Lime Springs 137 17,826.41 
Riceville 48 ·8, 703. 71 
Under 5 OO*j( 146 15,814.09 
Non Permit 48 1,379.92 
Rural 61 3 I 390. 66 

Total 1,227 $ 262,569.02 

HUMBOLDT 
Humboldi: 626 $ 241,066.01 
Dakota City* 76 12,035.01 
Livermore 112 13,534.14 
Under 500** 510 57,716.22 
Non Permit 18 786.10 
Rural 43 21254.55 

Total l, 385 $ 327,392.03 

IDA 
Holstein 309 $ 63,512.65 
Ida Grove* l~85 124,971.23 
Battle Creek 161 18,639.05 
Under 5 oo,-..* 165 17,840.99 
Non Permit l G 520.05 
Rural 35 11513 .43 

Total 1,173 $ 226,998.20 

IOWA 
Merengo* 421 $ ll2,284.23 
North English 196 40,273.64 
Williamsburg 282 70,473.32 
Victor 159 34,183.89 

(continued) 
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COUNTIES & TOWNS N0 1, OF RETURNS AMOUNr OF TAX 

IOWA (continued) 
Under 5 OO'k* 138 $ 15,067.94 
Non Permit 49 1,345.75 
Rural 350 95 1 275.48 

Total 1,595 $ 376,904.25 

JACKSON 
Maquoketa* 854 $ 292,948.98 
Bellevue 294 59,813.79 
Preston 188 31,334.26 
Sabula 111 18,276.86 
Under 5 00* 'l': 390 39,346.45 
Non Permit 68 1,759.32 
Rural 125 12:838.34 

Total 2,030 $ 456,318.00 

JASPER 
Newton* 1,372 $ 539,492.51 
Colfax 290 87,041.02 
Honroe 269 48,301.78 
Baxter 122 28,445.82 
Kellogg 133 12,056.86 
Prairie City 205 49,762.49 
Sully 114 23,D89.69 
Under 5 OQ-k'l'( 220 26,630.51 
Non Permit 102 1,707.33 
Rural 208 12 1 548.56 

Total 3,035 $ 829,076.57 

JEFFERSON 
Fairfield,'<' 1,060 $ 407,596.16 
Batavia 107 13,895.32 
Under 5 OO'k* 215 20,077.33 
Non Permit 48 670.50 
Rural 143 5 1 184.74 

Total 1,573 $ 447,424.05 

JOHNSON 
Iowa City'l': 2,038 $ 1,254,083.01 
Coralville 175 97,359.56 
Lone Tree 149 18,271.93 
Oxford 142 19,906.34 
Solon 144 20,211.08 
Under SOO*,'<' 200 40,597.77 
Non Permit 95 3,736.02 
Rural 335 722 019 .59 

Total 3,2713 $ 1,526,185.30 
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COUNrIES & TOWNS NOif OF RE.TURNS AMOUNT OF TAX 

JONES 
Anamosa.,.( 470 $ 189, 045 • 7 0 
Monticello 556 17i, 402. 82 
Olin 140 24,355.06 
Oxford Jct. 139 17,801.85 
Wyoming 151 25,950.47 
Under 500** 184 18,413.34 
Non Permit 91 2,805 .no 
Rural 174 21 2 287.50 

Total 1,905 $ 471,862.70 

KEOKUK 
Keota 239 $ 35,142.45 
Sigourney* 429 107,119.56 
Delta 06 6,770.15 
Hedrick 125 13,281.09 
Richland 163 26,001.53 
What Cheer 216 19,360.07 
Under 5 00?'('l': 420 62,452.69 
Non Perm.it 63 735.68 
Rural 174 7 2 455 .13 

Total 1,915 $ 278,326.35 

KOSSUTH 
Algona.,.: 780 $ 297, 829.33 
Bancroft 162 34,975.24 
Burt 110 14,939.30 
Luverne 95 11,066.65 
S·wea City 197 35,523.29 
Titonka 141 23,675.57 
Wesley 09 24, 760.43 
Whittemore 144 22,605.26 
Under 500** 346 44,418.36 
Non Permit 71 1,105.42 
Rural 153 142 723 .40 

Total 2,208 $ 525,622.25 

LEE 
Ft. Madison'': 1,262 419,268.95 
Keokuk 1,669 541,007.76 
Donnellson ms 35,169.16 
Montrose 80 0,523.85 
West Point 173 39,615.21 
Under 5 0()'>'.-1( 39 9,103.53 
Non Permit 145 5,549.90 
Rural l~73 69 2 106.32 

Total 4,034 $ 1,127,344.63 
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COUNTIES & TOWNS NO. OF RF:l'URNS AMOUNT OF TAX 

LINN 
Cedar Rapids* 6j797 $ 4,625,653.71 
Marion 717 391,275.65 
Center Point 180 26,563.04 
Central City 105 35,330.19 
Hiawatha 109 19,033.95 
Lisbon 169 32,340.65 
Mt. Vernon 286 92,195.99 
Coggon 143 27,068.94 
Fairfax 117 10,701.09 
Springville 103 15,272.21 
Walker 126 13,445.13 
Under 500** 291 31,724.71 
Non Pennit 343 9,317.77 
Rural 584 137 1 204. 113 

Total 10,150 $ 5,467,127.21 

LOUISA 
Columbus Jct. 240 $ 67,940.47 
Wapello'>': 310 73,491.25 
Morning Sun 134 20,66l}.45 
Under 500** 191 23,508.19 
Non Permit 43 1,356.52 
Rural 108 101 491.89 

Total 1,026 $ 197,460.77 

LUCAS 
Chariton'>': 720 $ 221,112.97 
Russell 109 14,065.90 
Under 500** 125 8,724.43 
Non Permit 32 493,93 
Rural 107 81 123.89 

Total 1,093 $ 252,521.12 

LYON 
Rock Rapids* 468 $ 127,648.07 
George 200 41,711.49 
Doon 04 13,209.31 
Inwood 138 19,741.24 
Larchwood 108 12,189.45 
Little Rock 137 10,656.90 
Under 500** 121 11,554.03 
Non Permit 53 437 .94 
Rural 61 11 394.88 

Total 1,370 $ 238,543.31 
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MADISON 
Winterset''( 568 $ 153,997.61 
Earlham 130 21,631.72 
Under 5 00~'-* 238 26,365.68 
Non Permit 37 573.93 
Rural 1, l18 , 16.326.94 

Total 1,&h $ 218,895.88 

MAHASKA 
Oskaloosa* 1,393 $ 520,848.61 
Eddyville 53 10,132.82 
New Sharon 218 31,676.78 
Beacon 20 1,292.95 
University Park 13 57.69 
Under 50Qi( 253 20,414.39 
Non Permit 77 2,292.03 
Rural 279 321688.60 

Total 2,306 $ 619,403.87 

MARION 
Knoxville* 797 $ 274,648.66 
Pella 651 186,803.16 
Pleasantville 148 30,068.43 
Bussey 66 4,426.81 
Melcher 123 ll,692.57 
Under 5 00-l(* 83 4,185 .. 34 
Non Permit 98 1,483.65 
Rural 368 62 1 103.98 

Total 2,334 $ 575,412.60 

MARSHALL 
Marshalltown''- 2,187 $ 1,069,593.53 
State Center 217 40,249.24 
Albion 74 10,282.68 
Gilman 78 17,701.27 
Melbourne 134 15,505 .so 
Under 500** 308 22,844.78 
Non Permit 87 1,736.29 
Rural 299 431669.02 

Total 3,384 $ 1,221,582.31 

MILLS 
Glenwood* 404 $ 117,123.86 
Malvern 201 46,050.52 
Emerson 103 9,748.04 
Pacific Jct. 44 4,064.24 
Under 5 00-l(* 175 15,775.84 
Non Permit 20 447.01 
Rural 86 61 060. 77 

Total 1,033 $ 199,270.28 
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COUNTIES & TOWNS NO, OF 
1
RETURNS AMOUNT OF TAX 

MITCHELL 
Osage* 606 $ 171,441.30 
St. Ansgar 211 34,610.82 
Riceville 198 28,569.10 
Stacyville 138 19,397.67 
Under 500'k* 140 10,028.07 
Non Permit 48 1,249.73 
Rural 172 13 1 978.16 

Total 1,513 $ 279,274.85 

MONONA 
Onawa* 513 $ 137,538.46 
Mapleton 313 87,375.34 
Ute 107 11,690.13 
Whiting 90 12,063.91 
Under 5 0()'{(* 332 32,834.44 
Non Permit 63 1,318.94 
Rural 33 843.86 

Total 1,451 $ 283,665.0t) 

MONROE 
Albia* 637 $ 169,260.67 
Lovilia 134 11,688.01 
Under SOQ-k* 42 3,085.12 
Non Permit 38 760.44 
Rural 113 61724.96 

Total 964 $ 191,519.20 

MONI'GOMERY 
Red Oak* 832 $ 313,000.79 
Villisca 293 54,852.55 
Stanton 117 18,839.48 
Under 5 00"(* 148 13,715.27 
Non Permit 18 273.76 
Rural 169 7 2 402.51 

Total 1,577 $ 408,084.36 

MUSCATINE 
Muscatine"( 1,891 $ 710,667.16 
West Liberty 312 74,658.23 
Wilton Jct. 270 110,859.84 
Under 500** 181 25,689.15 
Non Permit 81 3,191.67 
Rural 268 281615. 21 

Total 3,003 $ 953,681.26 

O"BRIEN 
Sheldon 631 $ 204,827.58 
Hartley 327 72,458.35 

(continued) 
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COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

O'BRIEN (continued) 
Paullina 282 $ 50,753.67 
Primghar1r 187 35,192.65 
Sanborn 2~6 45,988.94 
Sutherland 206 21,170.37 
Under 5 OOi<"* 107 10,315.81 
Non Permit 61 1,389.96 
Rural 159 12 1 292.60 

Total 2;206 $ 454,389.93 

OSCEOLA 
Sibley* 416 $ 125,376.12 
Ashton 133 11,655.42 
Ocheyedan 152 16,975.88 
Under 5 0Q-k* 168 26,504.83 
Non Permit 34 412.30 
Rural 103 7 1 150.93 

Total 1,006 $ 188,075.48 

PAGE 
Clarinda,'r 758 $ 236,063 .so 
Shenandoah 952 316,018.58 
Essex 143 13,558.71 
Under 500** 289 28,025.64 
Non Permit 11 127.47 
Rural 112 81 258.73 

Total 2,265 $ 602,052.63 

PAW ALTO 
Ennnetsburg* 558 $ 174,571.57 
Graettinger 194 26,390.12 
Ruthven 187 27,636.49 
West Bend 173 49,564.39 
Under 5 00:!(* 268 29,002.26 
Non Permit 55 1,030.43 
Rural 48 9 1 690.13 

Total 1,483 $ 317,885.39 

PLYIDUTH 
LaMars* 829 $ 297,481.88 
Akron 244 46,192.33 
Kingsley 197 37,637.00 
Remsen 303 75,663.24 
Merrill 135 12,268.27 
Under 500** 246 24,401.74 
Non Permit 25 551. 79 
Rural 165 15 1 620.39 

Total 2,144 $ 509,816.64 
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APPENDIX TABLE III (continued) 

COUNTIES &. TOWNS NO. OF RETURNS AMOUNT OF TAX 

POCAHONTAS 
Fonda 190 $ 32,747.25 
Laurens 258 90, 675.81 
Pocahontas'l'r 379 125,810.94 
Gilmore City 132 23 , 784.20 
Rolfe 170 30,812.29 
Under 50~'l'r 217 22,089.65 
Non Permit 43 713. 81 
Rural I /4, 6~427.52 

Total 1, 463 $ 333,061.47 

POLK 
Des Moines* 16 , 260 $10,202 , 952.67 
West Des Moines 770 321 , 205.10 
Urbandale 46 7, 956.72 
Altoona 182 70,666.61 
Ankeny 323 145 , 325.27 
Windsor Hts. 47 16,777.42 
Clive 21 8,882.47 
Grimes 112 20,274, 09 
Mitchellville 129 14 , 246.52 
Polk City 90 7,217.95 
Under 5 00*1< 237 30, 455.70 
Non Permit 526 34 ,884.92 
Rural 358 297 2 585.68 

Total 19,601 $11,178,431.12 

POTTAWATTAMIE 
Council Bluffs* 3,179 $ 1, 461, 2 06 . 24 
Avoca 316 74,303.64 
Carter Lake 113 15,392.35 
Oakland 225 52,038.66 
Carson 138 20,957.50 
Neola 158 28,764.18 
Walnut 145 18,508.17 
Under 5 0()-Jdr 499 66,248.03 
Non Permit 118 2, 868.53 
Rural 413 63 2 002,66 

Total 5,304 $ 1,803,289.96 

POWESHIEK 
Grinnell 826 $ 283,356.99 
Brooklyn 316 72,826.22 
Montezuma* 316 69,441.23 
Under S OCFo'r 245 24 , 880.98 
Non Permit 47 891.18 
Rural 143 501838.32 

Total 1,893 $ 502,234.92 
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APPENDIX TABLE III (continued) 

COUNTIES & TOWNS NO .• OF RETURNS AMOUNT OF TAX 

RINGGOLD 
Mount Ayr* 402 $ 101,198.68 
Under 5 OO·k* 387 27,602.76 
Non Permit 10 135.78 
Rural 31 580.60 

Total 830 $ 129,517.82 

SAC 
Sac City* 515 $ 143,324.25 
Lake View 271 54,685.16 
Odebolt 286 53,320.81 
Early 187 33,939.14 
Schaller 168 23,415.05 
Wall Lake 132 30,398.62 
Under 5 OO*·k 227 28,456.35 
Non Permit 35 781.45 
Rural 150 11 1515 .30 

Total 1,971 $ 379,836.13 

SCOTT 
Davenport* 6,020 $ 3,593,387.04 
Bettendorf 977 657 , 892. 79 
Buffalo 77 22,024.55 
Le Claire 125 27,553.13 
Blue Grass 60 8,078.38 
Eldridge 121 32,784.09 
Princeton 98 15,213.09 
Walcott 162 32,407.62 
Under 5 00*">'( 301 42,794.62 
Non Permit 231 10,794.20 
Rural 423 102 1 089. 03 

Total 8,595 $ 4,s,~5, 018.54 

SHELBY 
Harlan* 701 $ 225,539.20 
Elk Horn 119 32,283.03 
Shelby 128 17,415.42 
Under 5 00">'(* 520 53,408.02 
Non Permit 23 791.84 
Rural 95 61 751.97 

Total 1, 586 $ 336,189.48 

SIOUX 
Hawarden 37 3 $ 96,495.28 
Alton 179 47,118.95 
Hull 216 45,260.60 
Orange City')'( 345 112,395.87 
Rock Valley 339 94,639.43 
Sioux Center 377 105,730.33 

(continued) 
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APPENDIX TABLE III (corttinued) 

COUNTIES & TOWNS NO, OF RE.TURNS AMOUNT OF TAX 

SIOUX (continued) 
Boyden 109 $ 19,041.05 
Hospers 135 16,084.41 
Ireton 111 21,584.86 
Under 500** 181 14,862.42 
Non Permit 94 2,392.09 
Rural uo 141530.60 

Total 2,574 $ 590,135.89 

STORY 
Ames 1,580 916,197.14 
Nevada* 487 178,308.88 
Story City 267 64,671.04 
Cambridge 92 14,039.30 
Colo 74 12,384.93 
Maxwell 148 22,618.67 
Roland 101 16,308.54 
Slater 126 14,842.02 
Zearing 104 16,579.30 
Under 500** 329 33,142.58 
Non Pennit 158 2,359.15 
Rural 283 351918.54 

Total 3,749 $ 1,327.370.09 

TAMA 
Tama 461 $ 104,978.83 
Dysart 224 45,956.18 
Toledo* 300 96,360.31 
Traer 338 76,008.75 
Garwin 95 10,920.75 
Gladbrook 213 33,685.16 
Under 500** 404 43,827.42 
Non Permit 70 1,246.07 
Rural 82 7 I 199, 14 

Total 2,187 $ 420,182.61 

TAYLOR 
Bedford'>', 376 67,776.22 
Lenox 294 55,298.69 
Clearfield 105 12,922,85 
New Market 100 9,865.29 
Under 5 00'>'<* 227 16,561.98 
Non Pennit 17 528.68 
Rural 99 51217.57 

Total l, 218 $ 168,171.28 

UNION 
Creston'>'< 1,033 $ 330,493.93 
Afton 195 28,891.54 

(continued) 
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APPENDIX TABLE III (continued) 

COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

UNION (continued) 
Lorimor 89 7,972.83 
Under 500** 124 6,156.19 
Non Permit 11 302.52 
Rural I 76 21657 .19 

Total 1,528 $ 376,479.20 

VAN BUREN 
Keosauqua* 247 $ 41,649.73 
Bonaparte 102 22,514.56 
Farmington 218 28,569.24 
Milton 139 12,944.27 
Under 50~* 300 29,429.69 
Non Permit 35 374.21 
Rural 210 191206.06 

Total 1,251 $ 15l~, 687. 76 

WAPELLO 
Ottumwn7~ 2,765 $ 1,164,719.76 
Eldon 203 39,649.41 
Eddyville 135 12,913.41 
Agency 88 8,771.98 
Under 5 OO*~'c- 146 15,207 ,36 
Non Permit 204 4,658.71 
Rural 209 161 001.00 

Total 3,750 $ 1,261,921.63 

WARREN 
Indianola* 726 $ 230,925.15 
Carlisle 171 43,310.08 
Norwalk 102 16,693.20 
Milo 91 11,617.69 
Under 50{)il-* 389 38,825.27 
Non Permit 95 2,652.77 
Rural 152 201033.79 

Total 1,726 $ 364,057.95 

WASHINGTON 
Washington* 866 $ 330,943.46 
Kalona 341 75,929.44 
Brighton 126 15,308.46 
Riverside 116 17, 652 .. 92 
Wellman 284 47,257.55 
Under 5 OOi~* 222 18,802.53 
Non Permit 85 1,013.54 
Rural 196 17 1465 .45 

Total 2,236 $ 524,373.35 
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APPENDIX TABLE III (continued) 

COUNTIES & TOWNS N0 1 OF RETURNS AMOUNT OF TAX 

WAYNE 
Corydon* 312 $ 86,166.44 
Seymour 155 17,213.93 
Allerton 131 15,689.71 
Humeston 143 33,163. 88 
Under 5 OQ·k* 139 17,697.52 
Non Permit 57 1,002.71 
Rural 63 I 41120.51 

Total 1,000 $ 175,054.70 

WEBSTER 
Ft. Dodge* 2,886 $ 1,407,335.93 
Gowrie 209 35,957.62 
Dayton 194 37,028.77 
Lehigh 100 18,650.10 
Otho 43 3,141.91 
Under 500** 454 61,970.21 
Non Permit 110 3,616.17 
Rural 376 75 2866.31 

Total 4,372 $ 1,643,567.10 

WINNEBAGO 
Forest City-:', l}28 119,654.24 
Buffalo Center 250 58,092.50 
Lake Mills 342 79,289.44 
Thompson 132 40,25 8.52 
Under 5 ()Qi:* 180 18,117.67 
Non Permit 43 925.53 
Rural 69 7 a 020. 71 

Total 1, 44l• $ 323,358.61 

WINNESHIEK 
Decorah-:': 917 $ 283,175.14 
Calmar 182 37,014.76 
Ossian 200 27,718.08 
Under 500** 329 32,878.29 
Non Permit 36 750.35 
Rural 256 25 1 617.22 

Total 1,920 $ 407,153.84 

WOODBURY 
Sioux City* 6,253 $ 3,295,312.14 
Moville 314 84,164.57 
Anthon 144 33, 6.33. 6-1 
Correctionville 217 25,088.81 
Danbury 124 12,688.18 
Sargent Bluff 104 17,363.40 
Sloan 128 31,233.05 
Under 5 OQic* 485 51,232.61 

(continued) 
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APPENDIX TABLE III (continued) 

COUNTIES & TOWNS NO, OF RETURNS AMOUNT OF TAX 

WOODBURY (continued) 
Non Permit 274 $ 7,465.00 
Rural 184 161000.48 

Total 8,227 $ 3,574,181.85 

WORTH 
Manley 199 $ 31,842.23 
Northwood* 331 75,356.80 
Under 500** 381 39,875.05 
Non Permit 21 263.77 
Rural 49 21291.33 

Total 981 $ 149,629.18 

WRIGHT 
Clarion* 549 $ 150,541.59 
Eagle Grove 503 137,205.23 
Belmond 442 126,784.64 
Dows 233 30,877.02 
Goldfield 106 20,398.23 
Under 500-,,...,.. 149 22,921.66 
Non Permit 53 1,778.76 
Rural 71 3al88.65 

Total 2,106 $ 493,695.78 

OUT OF STATE 
Non Permit 86 15,023.13 
Permits 1,620 2361001.93 

Total 1,706 $ 251,025.06 

PERMITS $ 3,910.50 

REFUNDS TO TAX CERTIFYING BODIES (-) 1,562,153.35 

REFUNDS TO RELIEF AGENCIES (-) 21539.76 

GRAND TOTAL 244,799 $76,121,814.72 

Source: Research and Statistical Division, Iowa State Tax Connnission. 
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ResearEh Memorandum VI 

BUSINESS TAXATION IN IOWA ........................... -----
Sunnnary and Conclusions 

OCT. - l, .196 6 

GSISLTS 
JAP 
8/11/66 

1. Business activity everywhere is a popular base for taxation, but 

the forms of state-local business taxes differ widely. The reason for · 

the widespread use of the business enterprise as a source of state-local 

tax revenue is obvious: it is an efficient instrument for tax collections. 

It is, however, only an intermediary, because the real economic burden of 

business taxes {and for that matter all taxes) is borne by individuals 

either as consumers, income recipients or wealth holders. As intermediaries 

in the tax payment process, the popular notion of "ability to pay'' as a 

rationale for business taxation has no relevance independent of the ability 

to pay or capacity of business' customers, owners, employees and landlords. 

2. Business is an important consumer of state-local public services, 

and economic resources are sub-optimally allocated unless business costs 

and prices reflect the contribution of the public sector in the production 

of goods and services. It is necessary, therefore, to identify a form 

{or combination of forms) of business taxation which approximates the extent 

to which individual businesses benefit from public services. 

3. The benefit principle of taxation as applied to busines~ implies 

that the business community should not be the principal non-voting source 

of tax funds whenever additional public revenues are required, that engaging 

in interstate competition for industry via tax inducements to location is 

self-defeating and that the structure of business taxes is as important as 

the level of business taxation. To enhance a positive business climate is 

to determine business tax liabilities by application of clear cut rules, 

not by negotiation, and to minimize the need for frequent adjustments in ,..., 
the tax structure. 
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4. For all intents and purposes, the Iowa business tax "system'' 

consists of a multiplicity of local property taxes imposed on real and 

personal property. Of the approximately $400 million in total taxes 

collected from Iowa commercial and industrial businesses, three-quarters 

of the total is accounted for by the local property tax. The corporate 

net income tax, which currently yields just over $7 million annually is 

a comparatively insignificant source of state revenue. Whatever adverse 

effects tax levels paid by Iowa firms may entail, they must rest almost 

entirely with the deficiencies inherent in the local property tax. 

5. In its application to business, the local property tax is 

necessarily discriminatory. Certain firms employ more real and tangible 

property relative to other productive factors than other firms. Some 

firms can reduce inventories to accOt111I1odate tax assessment calendars, and 

others can not. Add to these obvious shortcomings the fact that industrial 

and commercial real and personal properties are almost impossible to assess 

in any uniform fashion and that the levy represents a fixed cost that must 

be borne irrespective of the profitability of the firm or its volume of 

activity, there is ample justification for restructuring the Iowa business 

tax system. In short, it is not the level of business taxes in Iowa that 

is irritating but the structure. To the extent that a more attractive 

business tax structure will contribute to an even more rapid economic growth 

rate, reliance must be placed on sources other than the property tax. 

6. The present corporate net income tax could serve as the vehicle 

for an improved business tax system, but not without revision. As presently 

constituted, it reaches only a small portion of the corporate net income 

originating in the State of Iowa. And what net income is subject to tax is 

primarily of firms with extensive intra-state operations. Because of the 

deduction of federal income taxes and the single-factor sales allocation 
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formula, firms with equal sales and net profit pay widely dif f ering tax 

bills simply because of the destination of their sales. If .the sales are 

to out-of-state destinations, the entire income from such sales is exempt. 

It would seem difficult to defend the position that the benefits derived 

from the public services provided to business or the capacity or willingness 

of firms to support these services is a function solely of the destination 

of their sales. Yet, the present statute provides for just such an illogical 

rationale. 

7. The conversion of the Iowa corporate income tax levy into a more 

reasonable and effective component of the business tax system could be 

accomplished simply by adopting a two or three factor formula with property 

and payrolls or property, payrolls, and sales weighted equally in place of 

the present single factor. In addition to the elimination of the gross 

unneutralities under the existing statute, the ta,c at the current rate and 

coverage would generate estimated additional revenues ranging f rotn $4-8 

million annually, 

8. Replacement of the present corporate net income ta,c and/or local 

tax on business personalty with a general business tax on gross margins 

(that is, gross receipts less purchases from other businesses) or on gross 

return to capital has several advantages. They would apply to all businesses, 

corporate and unincorporated enterprises, thereby removing the discrimination 

against the corporate form of business organization. With only a 1 per cent 

rate, they would yield between $30-70 million annually. Perhaps most 

important, however, the gross margins levy comes closest to distributing 

its responsibility in ·a neutral fashion, i.e., irrespective of the firm's 

input mix . It does not discriminate against the profitable firm as the net 

income tax does, nor against the use of capital as does t he property tax. 
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BUSINESS TAXATION IN IOWA 

I. Introductioni Scope of the Analysis 

The term "business tax" is not ,-,ell defined in connnon usage. It may 

mean a tax levied on businesses as legal entities, taxes levied on the income 

or property of business owners, or both. For purposes of the present dis­

cussion a business tax is defined to be any tax which is levied directly 

on business rather than on individuals or consumers. Of course, any tax 

levied on business is obviously indirectly a tax on individuals. 

Most of the sales and use taxes, the individual income tax, and 

cigarette taxes are excluded from consideration because they a re, by 

statutory intent, levies upon consumers and individual incomes. Thus, the 

taxes considered here as being on business are: the property tax, corporation 

income tax, insurance premium tax, highway user taxes, and sales and use 

taxes on business purchases. Other taxes on business, such as the chain 

store and the corporate license fee, have been omitted from discussion since 

they are relatively minor. They are, however, dealt with in another research 

memorandum entitled, Other Sources .2.f Revenue. 

In the following paragraphs a brief discussion is presented on the level 

and incidence of Iowa taxes on Iowa business. Next, the rationale for taxing 

business and the effect of taxes on industry location are considered. This 

is followed by an analysis of the present taxes levied on Iowa businesses. 

Alternative forms of taxing the business enterprise are discussed in the 

final section. 

II. Impact and Incidence of Business Taxes 

Table 1 shows the estimated total taxes and the distribution of taxes 
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paid by Iowa businesses in 1964-1965. The table also gives the incidence 

(i.e., final burden) of these taxes. 1 The overwhelming bulk of taxes 

collected from business in the state is accounted for by the property tax. 

Next in importance are the sales and use taxes and motor fuel taxes. The 

corporation income tax is the least important tax on Iowa business, yielding 

only $5.9 million in 1964-1965. 

The overall yield from taxes imposed on businesses amounted to $347.4 

million in 1964-1965. Of course, the impact of a tax is not the same thing 

as its incidence. Nearly one-third of all taxes levied on businesses were 

passed on to the federal governkent, through the practice of allowing deductions 

for state and local taxes paid in the computation of federal income tax 

liabilities. Another sizeable proportion of taxes were passed on to con• 

sumers in the form of higher prices. 

The taxes levied (impact) are sho~m in column 1 of Table 1. Columns 2-9 

show the ultimate distribution (incidence) among various groups. 

1Estimates of non-property taxes are for fiscal 1964-1965. Property taxes 
are those levied in 1963, collectible 1964. For a discussion on incidence see: 
~~~-Local!!?£ Structure--Eguity Considerations, Research Memorandum II, 
5/2/66. 
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TABLE 1 

IMPACT AND INCIDENCE OF ALL TAXES ON IOWA BUSINESS 
1964-1965 

(MILLIONS OF DOLLARS) 

1 2 3 4 5 6 7 8 9 

Business Business 
Total to stock- to Owners 
tax on Direct Business holders Business United of 

business to to and to non- States Farm Iowa business 
Type of tax (impact} consumers consumer proprietors residents Treasury operators landlords realty 

Sales and use 24.8 6.5 2.49 1.25 8.36 6.2 

Motor fuel 22.0 3.3 3.3 6.6 8.8 

Motor vehicle 
I registration 15.9 2.4 2.4 4.0 7.1 

N 
Vl 
?Insurance 10.3 6.0 1.2 0.8 0.4 1.9 

Corporate income tax 5.9 2.8 0.4 0.1 2.6 

Farm land 127.9 25.1 22.8 46.5 33.5 
Farm personal property 25.5 5.1 20.4 

Business realty and 
personalty 98.8 27.6 10.0 4.8 44.4 12.0 

Public utilities 49.5 10.0 9.4 3.5 1.3 24.8 

Total 347 .l} 16.0 53.93 25.32 45.41 111.09 73.1 33.5 12-.0 

Source: Research Memorandum II (5/2/66} 



III. Rationale for Taxing Business 

Business taxes were defined as those imposts which are levied upon or 

collected from business, with the exception that taxes are excluded when 

the business is merely the collecting agent (e.g., retail sales tax). Although 

business taxes are, by definition, levied on businesses, they are ultimately 

paid by the customers, owners, or suppliers of the business. The issue then 

is under what circumstances is it appropriate to use the business enterprise 

as a means of taxing consumers, o~mers, or suppliers? 

Before considering this issue, the question of what is meant by 

"appropriate" should be answered first. The amount and manner of taxation 

by any government--local, state, or federal--affects the achievement of many 

social and economic objectives. Hence, an answer to the question of whether 

a particular tax is "appropriate" should perhaps be based on considerations 

of the effect s of the tax on the full range of social and economic objectives. 

However, the discussion here will be limited to a consideration of the 

effects of business taxation on the achievement of equity and neutrality 

in taxation. 

Equity is used here to mean the acceptable distribution of tax burdens 

among various groups. Generally, equity has ~10 aspects. The first, 

horizontal equity, is the proper treatment of those in like circumstances; 

that is, those with equal incomes should be taxed equally, as should those 

who receive equal benefits. The second aspect of equity, vertical equity, 

involves the proper treatment of those in unlike circumstances. Society 

has generally accepted the notion that those with higher incomes are relatively 

better off than those with lower incomes and should pay proportionately more 

taxes; hence, the justification for progressive taxes and the ability to pay 

principle. 
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A tax is said to be neutral if it permits resources to be allocated 

to uses ·which are consistent with consumer preferences. An example of an 

unneutral tax would be an excise tax on a particular commodity which dis• 

torts the price of the commodity relative to untaxed close substitutes. 

However, if there are reasons to believe that the market does not allocate 

resources in line with consumer preferences, or should not for reasons of 

social control, then the concept of neutrality loses its normative significance. 

These guidelines (equity and neutrality) are employed in part because 

they are traditionally observed by economists and in part because these are 

desirable social objectives which state and local governments are most likely 

to affect. 

The issue of when business taxes are "appropriate" can now begin by 

considering the case for which the argument for business taxation is strong• 

est. Social costs (fire protection, sewage, etc.) to the community are 

generated by the presence and activities of a business•-costs which should 

properly be borne by the owners of the business or consumers of the product. 

The government is the supplier of the services and levies a tax to cover 

their costs. In this case, it is proper to allocate these costs to the 

consumer in the form of higher prices and to o~mers as reduced incomes in 

the same manner as any other cost. The final distribution of the cost among 

consumers and owners depends on the market conditions in which the business 

operates. Under these circumstances, the tax is both equitable and neutral. 

Those receiving equal benefits are charged accordingly. Since the tax is 

a legitimate cost of production, it is neutral and produces no distortions 

in the allocation of resources. 

Now, consider a situation in which the amount of the tax levied on the 

business is, by assumption, unrelated to the benefits it receives from the 

public service or the social costs generated by its presence in the community. 
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Recall, the tax must fall either on consumers, owners, or suppliers. However, 

by assumption, the tax bears no relation to benefits received by this group. 

There is considerable agreement in our society that equity requires that 

individuals in general be taxed according to benefits received and/or ability 

to pay, where ability or capacity is usually measured by income. Consequently, 

a business tax which does not correspond to benefits received can be con­

sidered equitable only if it can be shown that its final incidence on 

consumers, owners, or suppliers is appropriately related to their ability 

to pay. And, it is neutral only if it can be shown that it does not interfere 

with the efficient allocation of resources. 

It is doubtful if any state and local taxes now employed in Iowa and 

not based on benefits received are either equitable or neutral. However, 

even if equity and neutrality are lacking, it does not necessarily follow 

that such taxes should not be used. In certain instances, they rr~y be more 

equitable and neutra l than available alternatives, or there may simply be 

no alternatives. For example, a business tax might be used, and historically 

has been used, when no direct means is available for taxing the incomes of 

certain groups. This is th.e case, especially with local governments, where 

constitutional restrictions limit the kinds of taxes employed. Consider 

the situation in which a local unit might wish to levy what amounts to a 

retail sales tax on consumers but has no constitutional authority to do so. 

The local government could accomplish roughly the same effect with a property 

tax on retailers. To the extent the tax is shifted forward in the form of 

higher consumer prices, the desired end is accomplished, although the effect 

will be that of a variable excise tax with consumers of more property~ 

intensive products paying higher taxes relative to their total consumption 

expenditures. This tax is likely to bear no relation to the ability to 

pay of consumers. If the tax is not shifted forward, the problem of equity 

253 



is likely to be compounded. Nevertheless, this tax may be justified if 

suitable alternatives fo~ directly t~cing incomes are not available. 

IV. Taxation and the Location of Industry 

The topic of taxation and industrial location deserves attention because 

of the current concern with making Iowa's industrial climate more attractive. 

Essentially, two related questions will be considered here: (1) Under what 

circumstances would taxes affect location? and, (2) Should a state or 

locality try to promote a relatively favorable tax climate in order to 

attract business? 

Earlier it was argued that taxes levied on the basis of benefits re• 

ceived reflect legitimate costs of production. In considering the impact 

of taxes on the location of industry, it seems appropriate to continue to 

treat them as costs of production. If production coots are a concern ln 

decisions regarding industry location, then for those businesses which 

could practically select one of several areas, location uill be influenced 

by the relative favorabi lity of all costs, including taJces. Further, it is 

not taxes as costs which are alone relevant, but taxes~ tax financed 

benefits which businesses receive directly from governments. Too much 

attention is often focused on the taxes themselves, and little attention is 

given to the quantity and quality of services received for tax payments. 

For example, a business might construct its own sewage treatment facilities 

and lower the community's taxes for sewage. The area might gain the 

reputation for low taxes. It should also gain the distinction of offering 

low public services. In this case, it is not clear that the business is 

better off now than it would be if it purchased sewage facilities through 

taxes. The construction of its own sewage facilities is as much a cost as 

any other production cost. The simple fact that a business pays higher 
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taxes than a similar business located elsewhere is not particularly relevant 

in the absence of information on their relative consumption of public 

services. 

Finally, if ill governments efficiently employ benefit taxation, the 

taxes reflect genuine social costs occasioned by the presence and operation 

of business. And, if businesses tend to locate in the area where costs 

are lowest, then the effect of a particular state's tax-benefit climate on 

industrial location is entirely appropriate--even if it causes business to 

locate elsewhere. If business tries to locate differently, real costs of 

production would increase and the community as a whole would suffer. 

In recent years, a number of states have been engaged in efforts to 

attract industry, in part, by favorable taxation. It has been argued that 

taxes should equate with benefits received. The question is whether the 

fact that benefit taxation is not employed by other states dictates that 

Iowa consciously do likewise. Specifically, if other states extend 

favorable tax treatment to businesses, should Iowa do the same? This is a 

difficult question and cannot be treated fully here. In considering the use 

of favorable or preferential tax treatment or subsidies, however, it is 

well to deterciue if benefits accrue to other comm.unity members by virtue 

of an industry locating in an area. If benefits do accrue to individuals 

or groups within an area, it is only proper that the recipients of these 

benefits bear the subsidy. It is also necessary to determine whether the 

benefits justify the subsidy even if the individuals who pay for the subsidy 

also receive the benefits. Of course, determining benefits and the groups 

which receive them is no simple matter. In the absence of such determination, 

however, extending favorable treatment to business amounts to a capricious 

policy which is difficult to justify on any grounds. 
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TABLE 2 

CORPORATION NET INCOME AS PER CENT OF TOTAL REVENUE 
(THOUSANDS OF DOLLARS) 

1965 1964 1963 
Corpo- Column 1 Corpo- Column 4 Corpo- Column 7 
ration as per ration as per ration as per 

net Total cent of net Total cent of net Total cent of 
income revenue column 2 income revenue column 5 income revenue column 8 

Illinois 2, 116, 048 1,938,034 1,846,977 
IOWA 5,887 660,390 0.89 5,017 613,005 0.82 4,664 553,378 0.84 
Kansas 11,536 475,796 2.42 10,765 l}33,l:-58 2.48 10,934 388,313 2.82 
Minnesota 45,025 936, 125 4.81 40,286 855,339 l.<. 71 37,743 766,032 4.93 
Missouri 13,333 902,515 1.48 10,750 832,L}OO 1.29 10,L}50 734,238 1.42 
Nebraska 242,298 242,443 214,921 
South Dakota,': 
Wisconsin 81,825 1,119,396 7.31 95,244 1,078,858 8.83 62,734 921,674 6.81 
North Dakota 2,472 209,015 1.18 2,028 187,010 1.08 1,812 163,257 1.11 

I 1962 1961 1960 N 
V, Corpo- Column 1 Corpo- Column 4 Corpo- Column 7 o, 
I ration ration ration as per as per as per 

net Total cent of net Total cent of net Total cent of 
income revenue solumn 2 income revenue column 5 income revenue column 8 

Illinois 1,674,031 1,540,551 1,452,061 
IOWA 4,486 526,738 0.85 4,559 513,240 0.89 3,807 526,688 o. 72 
Kansas 8,956 378,181 2.37 8,637 362,070 2.39 8,434 353,168 2.39 
Minnesota 34,990 702,955 l: . • 98 37,186 678,179 5.48 39,840 628,990 6.33 
Missouri 12,000 701,422 1.71 12,000 602,382 1.99 10,000 587,514 1.70 
Nebraska 197,439 203,749 182,125 
South Dakota~•: 
Wisconsin 53,825 768,163 7.01 56,942 ,06,577 8.06 59,057 686,891 8.60 
North Dakota 1,766 149,008 1.19 1,512 150,436 1.01 1,414 154,290 0.92 

~•:south Dakota I s corporation tax is limited to banks and financial corporations. 

Source: Comeendium of State Government Finances, selected years. 



TABLE 3 

CORPORATION INCOME TAX RATES, IOWA 

AND SURROUNDING STATES 

State Rate (per cent) 

Illinois 0.00 

Iowa 4.00 

Kansas 4.50 

Minnesota 10.23 

Missouri 2.00 

Nebraska O. 00 

0-$3, 000 • • • . . 3 
$3, 000-

North Dakota 8,000 • . . . . 4 
$8, 000-
15,000 5 
over $15,000 . . . 6 

South Dakota 4.50 

0-$1, 000 • 2.0 
$1, 000-
2,000 . . • . . 2.5 

$2, 000-
3,000 . • • 3.0 

Wisconsin $3,000-
4,000 . . . . • 4.0 

$4, 000-
5,000 . . . . . 5.0 

$5,000-
6,000 . . . . . 6.0 
over $6,000 . . . 7.0 

Connnents 

Bank and financial 
corporations only 

Source: Commerce Clearing House, Inc., State Tax Handbook 
~ .2.f September ,ll, 12.2.2, Chicago, 1965. 
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v, The Corporation Net Income Tax 

The corporation income tax in Iowa is an insignificant source of revenue 

for the state. In 1965, the state collected over $660 million in tax revenues. 

Of this amount, the corporation net income tax amounted to $5.9 million or less 

than 1 per cent of the total. For the past several years, the yield has always 

been less than 1 per cent of total revenues. Table 2 shows the relative im­

portance of the corporation income tax in Iowa and surrounding states for the 

period 1960-1965. 

Illinois and Nebraska do not levy a tax on corporate income and South 

Dakota levies its corporation tax only on banks and other financial institutions. 

Wisconsin relies more heavily on the corporation tax than do the other states 

in the region, with more than 7 per cent of total revenue on the average 

accounted for by this source. The rates for each of these six states are 

shown in Table 3. 

The corporation income tax in Iowa is estimated to yield something in 

excess of $9 million in fiscal 1967. This will represent a marked increase in 

yield over the previous year. Two factors account for this rise. First, the 

rate was increased from 3 to 4 per cent. Second, the Iowa economy has been 

enjoying increases in income substantially above the national average for the 

past two years. Despite these factors, revenue from the corporation income tax 

expressed as a percentage of total revenues will still only be slightly in 

excess of 1 per cent. In other words, despite a seemingly impressive gain, 

the tax remains a minor source of tax revenue for the state. 

The yield of the corporation tax is determined by its rate, the base, 

the efficiency of administration, and the extent to which corporations comply 

with the law. Two features of the Iowa corporation income tax limit its base: 

(1) income of specified corporations is exempt, and (2) the method by which 

taxable income is apportioned for multi-state firms for Iowa tax purposes. 
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Income exempt from corporation ta3. The base of the corporation income 

tax is severely restricted because of exemptions. The most notable exemption 

is that of all national and state banks. Banks are currently taxed on their 

"bank stock" at the rate of 6 mills of actual value. In terms of revenue, a 

tax on the net income of banks at the current corporation rate would probably 

not raise significantly more revenue than the current levy now produces. 

Federal law sharply limits the manner in which states can tax national 

banks. Banks can be taxed: (1) on bank shares but not at a rate higher than 

that applied to "other moneyed capital" in the hands of individual citizens in 

the state coming into competition with national banks, (2) on net income at a 

rate not to exceed that on other classes of corporations, (3) on net income 

from dividends to the stockholder, subject to the "other moneyed capital" pro­

vision, and (4) by a franchise tax measured by net income. 

State banks in Iowa are taxed in the same way as national banks. A state 

cannot impose both a share tax and an income tax on national banks. Iowa's tax 

is a bank stock or bank shares tax. However, there doesn't appear to be any 

reason why banking corporations should not be taxed under the corporation income 

tax. If they were, the distribution of tax payments would probably be materially 

altered, also. The tax as it now stands is proportional to equity capital. 

However, substantial differences are likely to exist among banks with respect 

to income earned on equity capital. A tax on net income would, therefore, take 

into consideration diff erential earnings on bank equity. 

Apportionment of interstate income. The major reason for the relatively 

low yield of the corporation income tax in Iowa is accounted for by the method 

by which multi-state income is apportioned for tax purposes. Most states which 

levy corporation taxes do so on the basis of either a two-factor formula 

(payroll and property) or a three-factor formula (payroll, property, and sales). 
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Iowa uses a single factor--sales--in determining taxable income. Generally 

speaking, a single-factor formula in itself might tend to restrict the base 

of the tax. However, the base of the Iowa tax is further restricted by the 

fact that income derived from sales made ·within the state only is subject to 

taxation. 

Depending upon the market that corporations serve, the impact of the tax 

can be markedly different. For example, an Iowa firm with all its plant and 

payroll within the state, but selling exclusively in interstate markets, com• 

pletely escapes the corporation tax. On the other hand, an Iowa-based firm 

selling exclusively to buyers within the state is taxed on its entire net 

income. Thus, the markets that Iowa-based corporations serve are of crucial 

importance in determining tax liability under the corporation tax. 

Equity and economic effects. In light of the rationale developed earlier 

for the taxation of businesses, it is difficult to justify the Iowa corporation 

tax in its present form. If the tax is intended to be a levy for benefits 

received, it falls far short of this goal. That is, it is not plausible to 

argue that corporations conducting business within the state are the sole 

recipients of government services, while those businesses located in the state 

but selling in interstate markets receive none. 

Apart from the issue of benefits received, the present tax may unduly affect 

resource allocation and gro~th patterns of different corporations. With respect 

to resource allocation, the tax discriminates against firms producing for 

domestic markets and favors those doing interstate business. The effect is 

much like the imposition of a differential excise tax on certain corporations. 

It inserts a wedge between the costs of production and the prices of products 

of the taxed corporation. Consumption patterns, returns to owners, and the 

compensation of employees and suppliers may be affected relative to the non-taxed 

firms. 
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The results of this reallocation probably also produce unintended effects 

with respect to ability to pay. Regardless of where the tax is shifted•-and the 

incidence of this tax is by no means certain••it would only be by the sheerest 

coincidence if the tax fell equitably among consumers, owners, and suppliers. 

For example, even if the stockholders bore the ultimate burden of the tax, 

the chance that dividend income is of equal importance to total income of each 

stockholder is remote. 

Differential growth patterns may also be affected. Firms incurring no 

taxes or smaller taxes could possibly enjoy growth rates in excess of the corpora­

tions serving domestic markets who pay on all their net income. 

The tax, of course, can be viewed as a direct subsidy to "export-oriented" 

firms in that they receive benefits for which little or even no payments are 

made. In fact, the law is constructed in such a manner that there can be little 

doubt that it is, in fact, a subsidy to "export" firms, more particularly to 

manufacturing "export" firms. Table 4 shm-1s the distribution of the corporation 

net income tax among industry groups for fiscal 1964. Utilities and retailers 

together accounted for about one-third of total corporation income taxes collecte4. 

Manufacturers paid $606 thousand or approximately 13 per cent of total corporation 

taxes. On the other hand, manufacturing accounted for about one-third of all 

value added in the state. Taxes paid by all manufacturers expressed as a per 

cent of tot~l value added in manufacturing were 0.0003. Thus, it would appear 

that manufacturing corporations as a group are relatively lightly taxed. No 

breakdown is available with respect to the value added of "export-oriented" 

manufacturing firms and their tax payments, but in all probability such a break­

dm-m would reveal that many of Iowa's largest corporations in terms of value 

added pay little, if any, corporation taxes. 

Even if the avowed purpose of the law is to subsidize certain corporations, 

presumably to attract interstate industry, the present method may not be desirable. 
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Type of Business 

Construction 

Agriculture 

Finance 

Manufacturers 

Newspapers 

Utilities 

Retailers 

Service 

Transportation 

Wholesalers 

Misc. & Unclassified 

TOTAL 

TABLE 4 

CORPORATION INCOME TAX COLLECTIONS 

FROM IOl~A BUSINESS 

FISCAL 1964 

(1) (2) 
Tax paid Per cent of 

(thousands of corporation 
dollars) income tax 

collections 

152. 7 3.3 

28.9 .6 

132.3 2.8 

606.3 12.9 

93.6 2.0 

901.4 19.3 

627.4 13.4 

330.l 7.0 

124.5 2.7 

299.7 6.4 

1.385.4 29.6 

4,6C2.3 100.0 

(3) 
Tax paid as 

per cent of total tax 
collections from 

business 

.043 

.008 

.036 

.168 

.026 

.251 

."!74 

.091 

.035 

.083 

3.85 

1.300 

Source: Iowa State Tax Commission, "Annual Statistical Report for the Fiscal 
Year Ended June 30, 1964," Income Tax Division: Table I. 
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Industry, as a rule, is not distributed evenly over the state. Hence, the 

benefits of the subsidized industry do not accrue to all citizens of the state 

in an equal manner. Some communities, and people within cotmnunities, benefit 

more relative to other comnunities and people. Ideally, the groups which benefit 

by the location of a particular industry should bear the cost of the subsidy 

rather than the state as a whole. 

Compliance. Present compliance with the corporation tax as it now stands 

is lower than it could be for several reasons. First, the Iowa State Tax Com­

mission relies heavily on the records of the Secretary of State to determine 

which firms are carrying on trade and business within Iowa. Iowa law requires 

all foreign corporations transacting business in Iowa to obtain a Certificate of 

Authority from the Secretary of State. However, because sanctions against 

corporations which fail to comply with this law are wea:c , firms may fail to 

register and thereby avoid both the annual license fee and the corporation net 

income taJc. Essentially two punitive measures can be taken against foreign 

corporations which do not obtain certificates: (1) the corporation cannot main­

tain any action as a plainti f f in a state court but may appear to defend; (2) 

the present law provides a basis for issuing an injunction restraining the 

corporation from transacting business in the state. However, the latter pro• 

cedure is too costly and time consuming from the state's standpoint to be effective, 

Second, a firm can make a sale to Iowa buyers but still not be legally con• 

sidered as "transaction business" in Iowa. Section 496A.103 reads in part: 

"• •• a f oreign corporation shall not be considered to be transacting business 

in this state ••• by reason of , • , soliciting or procuring orders whether 

by mail or through employees or agents or otherwise, where such orders require 

acceptance without this state before becoming binding contracts." 

Presumably, then, a foreign corporation making actual sales in Iowa would 

not be subject to the Iowa income tax on these sales, if under l~96A.103, it is 
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legally not " transacting business." From the Tax Comnission's standpoint, under 

the present order it is difficult for that agency to be able to determine which 

firms escape the corporation tax by failing to obtain a Certificate of Authority 

and those which are deemed not to be "transacting business" within the confines 

of the lm-1. 

Finally, the Tax Commission devotes few resources to the enforcement of the 

corporation income tax. Administrative expenses allocable to the corporation 

income tax are approximately 0.1 per cent of total collections. On the other 

hand, over 1 per cent of personal income tax collections is allocated for 

auditing and enforcing. This suggests that if the present allocation formula 

is to be maintained, some consideration should be given to the possibility of 

changing the language of the law and/or the practices of the True Commission in 

order to obtain more complete compliance uith the law. 

VI. Property Taxes on Business 

Property taxes are by far the single most important source of revenue for 

local govermnents in the state. In 196li-, total assessed valuation of property 

amounted to more than $5.5 billion. Taxes levied on the value of all property 

during 1964 (collectible 1965) totaled nearly $470 million, or approximately 8 

cents per dollar of assessed value. 

The final IWS equalized taxable value of all business property in the state 

in 1964 was approximately $4.2 billion. Table 5 shows the breakdo,m among variou~ 

broad types of business property along with truces levied in 196l~ and taxes levied 

per dollar of assessed value. Not surprisingly, the largest share of total 

assessed business property was accounted f or by the agricultural sector. 

Agricultural land and buildings and agricultural personal property were assessed 

at over $2.4 billion in 1964. Commercial and mercantile property comprised the 

next highest category, totaling about $738 million. Industrial and manufacturing 

real and personal property was assessed at $295 million in 1964. 
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TABLE 5 

TAXES LEVIED PER DOLLAR OF NET EQUALIZED TAXABLE VALUE BY TYPE OF 

BUSINESS (TAXES LEVIED IN 1964 COLLECTIBLE IN 1965). 

(IN THOUSANDS OF DOLLARS) 

1 2 
Final net 
equalized 

taxable 
value in Per cent Taxes levied Per cent 

1964 total value in 1964 total taxes 

Ae. lands & bldgs. 2,101,535 50.53 130,536 41.92 
:Ag. personal 

property 374. 706 9.01 31.554 10.13 

Total agriculture 2,476,241 59.54 162,090 52.05 

Commercial & mercantile 
lots and bldgs. 461,147 11.09 45,949 14.76 

Sommercial 
:1:personal property 276. pso 6.66 23.314 7.49 

Total commercial 737,997 17. 75 69,263 22.25 

Industrial & mfgr. 
plants real estate 213,244 5 .13 20,503 6.53 

Industrial & mfgr. 
plants personal 
property 82. 701 1.99 7.936 2.55 

Total Industrial & 
mfgr, property 295.945 7.12 28,439 9 .13 

Total (net of public 
utilities) 3,510,183 84.40 259,792 83 .L•3 

Public utilities 648,600 15 .60 51. 606 16.57 

total including utilities 4, 158, 783 100.00 311,398 100.00 

,-:includes grain, farm machinery, and livestock . 

3 = (2-1) 

Taxes levie1 
per dollar I 

assessed val1 

.06211 

.08421 

. 06546 

• 09964 

• 08421 

• 09305 

.09615 

• 09596 

• 09610 

• 07l~0l 

.07957 

.07488 

:',•1:Includes mercantile furnishings, merchandise, inventory, Hotel, Motel and apartment 
house furniture, and construction equipment. 

Source: State Tax Commission, Tax and Valuation Report, 1964. 
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Total truces and taxes levied on separate categories of business property 

are also shown in Table 5. Out of a total $311 million levied on the Iowa bus iness 

community in 1964, the agricultural sector accounted for $162 million. Commercial 

and mercantile and utilities were taxed $69 million and $51 million, respectively. 

Taxes on industrial and manufacturing property amounted to just over $28 million. 

By way of contrast, Table 5 shows the assessed valuation of all business 

property in the state and each broad category as a per cent of the total. Also 

sho·wn in the table are taxes levied on each class of business property as a 

per cent of total taxes levied. Agriculture, with 59 per cent of property valu­

ation, paid 52 per cent of all property taxes on business in 1964. Commercial 

property constituted 17.G per cent of the total, but paid 22.3 per cent of all 

taxes. Industrial and manufacturing property was assessed on 7.1 per cent of 

total business property and paid 9.1 per cent of the total business tax bill. 

With the exception of agriculture, each broad category of business activity 

paid a per cent of total taxes in excess of their respective percentages of 

total assensed property values. In the case of agriculture, where the per cent 

of taxes levied is less than the per cent share of property values, the effect 

of the agricultural land ta.~ creoit is clearly seen. Truces levied per dollar 

of assessed value are decidedly lower for agricultural land and buildings than 

for any other class of: property. 

Accuracy and uniformity of assensments. Since 1962 the Iowa State Tax Com­

mission has published annual assessment/sales ratio otudies for several types 

of urban and rural properties. From these ratios, estimates of the market value 

of certain classes of real property can be derived, Applying the tax levy 

against the marl-:et value gives an effective tax rate. Effective tax rates can 

be computed for each class of property and then used for comparisons. 

The 1964 assessment/sales report gives ratios for residential, commercial, 

and farm lands and buildings, Gince thio section of the report is concerned 
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with business property taxation, the market value of residential real property 

is not com:idered. For 1964, the s tate-u ide average assessment/sales ratio for 

cOtDII1ercial real property was 20.6 per cent. That is, commercial property--on 

the average--was assessed at 28.6 per cent of its market value. The assessment/ 

sales ratio for farm land and buildings uas 23.5 per cent. 

Hhen the assessed valuation of farm land and buildings and connnercial realty 

is converted to market value by the use of the assessment/sales ratio, the 

market value of :form land and buildings is estimated at $8.94 billion, while the 

market value of commercial property is $1.61 billion. Dividing each of these 

figures into the taxes levied on each property class yields the effective tax 

rate. For £arm land and buildings, the rate is 1.47 per cent, ,;,1hile for 

conmiercial property the rate is 2.86 per cent. These computations are summarized 

in Table 6. 

Although there is considerable disparity between the effective rates, they 

should be interpreted cautiously. Asaessment/sales ratios are constructed from 

actual sales of properties during the year. The ratios may be unduly influenced 

by the f act that the properties exchanged are not representative of the properties 

within the class. Also, the ratios may be based on only a small number of sales. 

In short, the ratios may be considerably biased. Nevertheless, the assessment/ 

sales ratios are likely to pre sent a clearer picture of the property tax impact 

than simple assessed valuations. 

Assessment of industrial and manufacturing r ealty. A frequently voiced 

criticism of the real property tax in Iowa is that it weigho heavily upon 

industrial and manuf acturing concerns and hence upon economic development. 

The limited sale of such properties, however, makes the construction of an 

assessment/sales ratio difficult. Moreover, statistics concerning the market 

value of land, p lant, and equipment f or this class of property are not available. 

Nevertheles s, i f a reasonably accurate picture of property taxes on business, 
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TABLE 6 

EFFECTIVE PROPERTY TAX RATES ON BROAD CLASSES 
OF REAL BUSINESS PROPERTY 

1964 (COLLECTIBLE 1965) 

Assessed value YJ.arket value 
(billions) (billions) 

Agricultural land and buildings 2.102 8.940'1 

Conmiercial and mercantile .461 1.610 

Industrial and manufacturing .213 l .37l} - l.6l¼9b 

Taxes levied Ef f~r.tiue tax · 
(millions) rate (per cent) 

131 1.47 

l}6 2.86 

21 1.53 - 1.27 

8The market values for agricultural land and buildings and mercantile lots and buildings were derived from 
state assessment/sales ratios. 

br:rhe market value of industrial and manufacturing real property for 1963 was estimated in several ways, 
yielding a range of values for real property excluding land. Methods employed in estimating are appended. 



and differences among businesses is to be made, some estimate of the market 

value of industrial and manufacturing real property is necessary. 

As a first approximation, the average state-wide assessment/sales ratio 

for all property can be applied to the assessed value of industrial and manu­

facturing realty. When this is done, an effective rate of 2.34 per cent results. 

This is higher than the effective rate on agricultural land and buildings, but 

below the rate on commercial property. The market value of industrial and 

manufacturing to uhich this effective rate applies is approximately $881 million. 

It is difficult to believe that the value of industrial and manufacturing 

plant 1 equipment, and land was as low as $881 million for the entire state in 

1964 since the value of depreciable assets in manufacturing exceeded $1 billion 

in 195t. Consequently, independent estimates of this figure were conntructed. 

Various estimates of this figure--while admittedly approximation::i--yield a 

range of estimates from $1.374 billion to $1.649 billion for 1963. 1 These 

estimates do not include the value of land, but only plant and equipment. Thus, 

the estimates for industrial and manufacturing realty are in all probability 

conservative. 

If the estimates--$1.37l~ billion and $1.6l~9 billion--are divided into taxes 

levied on industrial and manufacturing property in 1964, the effective rates 

become 1.53 per cent and 1.27 per cent, respectively. The former effective 

rate is about equal to that on agricultural land and buildings, while the re­

sulting rate of 1.27 per cent is less than that on agricultural property and 

less than one-half the rate on connnercial realty. 

It should again be mentioned that the market value estimates of industrial 

and manufacturing realty are only approximations and therefore do not constitute 

"proof" that this class of property is underassessed relative to others. County 

1see Appendbc A at the end of this paper. 
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and city assessors apparently exercise considerable discretion in classifying 

property for assessment purposes, and consequently some industrial and manu­

facturing property may be erroneously classified as connnercial realty. If this 

is the case, the estimate of property values obtained above ($1.37 billion­

$1.65 billion) may be higher than Tax CoIIIJllission figures because of misclassi­

fication rather than underassessment. 

No attempt was made to estimate the market value of industrial and manu­

facturing realty by county. However, the assessment of industrial and manu­

facturing realty and personalty, as reported by the property tax division of 

the State Tax Commission for 1963, reveals some interesting comparisons. For 

example, seven counties reported no industrial and manufacturing real property 

for 1963. Five counties had no industrial and manufacturing personal property 

listed for assessment. Four counties had neither real nor personal industrial 

and manufacturing property listed on the assessment roles. 

It is entirely conceivable that some of these counties have no industrial 

and manufacturing property of any kind to report. However, two counties (O'Brien 

and Clayton), which reportedly had no industrial and manufacturing~ property, 

reported industrial and manufacturing personal property. Moreover, according 

to the 1963 Census of Manufacturers these same two counties uere reported to 

have total manufacturing employment of fJ77, ,·lith a combined value added of 

$7.1 million and a payroll of $2.3 million. 

This situation does not necessarily support the contention that industrial 

and manufacturing property is underassessed or escapes assessment altogether. 

Rather, it may be that some property is misclassified by assessors. 

Given the state's excessive reliance on property taxes, equity considerations 

require determination of the present distribution of tru: payments among the 

several classes of business property. However, until the problem of misclassify­

ing property is dealt with, a reasonably accurate picture of relative property 

tax loada is impossible to determine. 
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In duelling on the problem of misclassifying certain properties, our 

intention is not to be overly critical of assessors. The job of assessor is 

a difficult one at best. Rapid technological change bas made the practice of 

assessing certain properties even more difficult. It is too much to expect a 

county or city assessor to possess the expertise necessary to assess adequately 

complicated and highly specialized properties. The fact that some misclassifi­

cation or even underassessment occurs is not surprising under the present 

circumstances. 

The state might be well advised to consider the possibility of either 

centrally assessing industrial and manufacturing property or hiring experts in 

this f ield to assist local assessors. 

Equity and economic effects. The business community receives many benefits 

for the payment of its property ta:~es. In a sense, it does approximate the 

benefits-received principle; however, it does so in a relatively imperfect 

manner. It is obvious that the assessment of: property is highly subjective. 

As earlier mentioned, a substantial amount of property is either misclassified 

or underassessed. To the extent that underassessment occurs, it produces in­

equities among areas within the state and among classes of property. Also, 

the property tax is not truly "general," and its incidence is somewhat uncertain. 

If increased prices to consumers are not reflected in an increased quantity 

or quality of government services to the business, - resources are likely to be 

misallocated. Finally, if the property tax is administered on the basis of 

benefit received, and if all property were accurately assessed, it is doubtful 

if each benefit, or the aggregate, is highly correlated ,~ith the assessed value 

of property. 

The eff ect of the property tax, as it now stands, on the location of 

business is difficult to determine. '\:Jhile some areas have probably engaged in 

the practice of "competitive underasses sment" in the hopes of attracting industry 

there ic no conclusive evidence, one ·woy or the other, that this has affected 
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location. 

VII. ..Sales and Use Tax 

For the most part, sales by business to other businesses are subject to 

the Iowa retail sales and use tax. E::cluded under the sales tax are purchases 

used in the processing of tangible personal property intended t o be sold 

ultimately at retail. Industrial materials and equipment not readily obtainable 

in Iowa and which are directly used in the actual fabricating, compounding, 

manufacturing, or servicing of tangible personal property intended to be sold 

ultimately at retail are exempt from the retail sales and use tax. 

From an economic point of view, taxing most business purchases under the 

retail sales and use tax makes little sense. The cost of a typewriter is just 

as much a cost of doing business as the consumption of fuel. Yet, the former 

is taxed; the latter is not. The result of this is that uhat appears to be 

a single stage tax, in some cases, becomes a multiple stage tax. Businesses 

pay retail sales and use taxes on purchases not "directly'' used in processing, 

thereby incufring costs which must be covered by the price of the final good • . 

In turn, this final good is taxed at retail. 

Sales and use taxes on business purchases are far from insignificant. 

The estimate of revenue from this source was $25 million in 1965. 

VIII. Insurance Premium Tax 

In 1965, the insurance premium tax yielded revenue of approximately $10 

million. A rate of 2 per cent is levied on gross premiums less premiums re­

turned to policyholders and dividends. 

The tax is essentially equivalent to the insurance premium taxes of 

surrounding states (Illinois, Kansas, Minnesota, Missouri, North Dakota, and 

Wisconsin). The tax is probably shifted to consumers. There is little reason 

to expect that it is a significant factor in the location of business. 

-272-



IX. Alternatives to Present Business Taxation in Iowa 

A major conclusion of the preceding analysis of state and local taxation 

of business in Iowa was that present business taxes are non-neutral in their 

impact on resource allocation and inequitable in their impact on the customers 

and owners of Iowa businesses. This section considers t,·10 questions. First, 

are there alternative means of taxing Iowa business that would be more 

equitable and neutral than present taxation? Secondly, how would the distribu­

tion of levies be altered by adopting one or more of the proposed alternatives? 

More specifically, three possible modifications of the present tax system are 

examined: 

1. Change to a two (payroll and property) or three (payroll, 

property, and sales) factor formula for allocating corporation 

net income. 

2. Adoption of a value added tax as a partial or complete sub­

stitute for state and local taxation of business. 

3. Adoption of a tax on the gross return to capital as a partial 

or complete substitute for present business taxation. 

Two and three factor formulae. If business taxation is to be taxation on 

the basis of benefits received, a strong case can be made for including payroll 

and/or property in any formula for determining the amount of a corporation's 

income which is taxable by Iowa. 1 Any benefits or services provided by the 

state to the corporation are & least as likely to accrue to the corporation 

having property and payroll in Ioua as the corporation selling in Iowa. That 

is, all corporations producing and/or selling in Iowa seem likely to receive 

benefits from the state. Consequently, ,ll~ corporation income $.ll !2.!?.! 

retained, either a two or three factor formula would be more equitable and 

neutral than the present single sales-factor formula. 

lThe present formula uses only a ~ales factor. 
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... 

Although the two or three factor fo1,nula may be preferred on grounds 

of equity and neutrality to the present sales-factor formula, the question 

arises whether the two or three factor formula might be a barrier to the 

location of industry in Iowa. 'Ihis question has been considered at several 

points in preceding sections of this paper. At this point, it seems sufficient 

to note that the two or three factor formula might be a greater barrier to the 

location of industry in Iowa than the sales-factor formula. However, before 

their presumed impact on the location of industry becomes a barrier to adoption 

of the two or three factor formulae, it is necessary to ask and obtain affirma­

tive answers to two questions. First, r.;hould Iowa governments attempt to 

attract industry by favorable tax laws? And second, if so, is the favorable 

treatment of "export" corporations, implicit in the present corporation income 

tax laws, an appropriate means of inducing industry to locate in Iowa? 

Satisfactory answers· to these two questions are not presently available. 

However, an earlier discussion of the first question (p. 9 above) casts doubt 

on the legitimacy of any state government attempt to attract industry with 

favorable tax treatment. With respect to the second question, if a favorable 

industrial climate is to be fostered by state or local government activity, 

should not the costs and benefits of such a policy be made more explicit than 

is the case when the policy takes its present form of eJcempting export corpora­

tions from the corporation income tax? In view of the uncertainty about the 

desirability and feasibility of attracting industry by favorable tax treatment, 

an appropriate strategy might be to make changes which promote our objectives 

of neutrality and equity in business taxation until it can be shown more 

conclusively than at present that such changes and the objectives they promote 

should be sacrificed in order to attract industry. 

An important implication of the preceding analysis is that uniform inter­

state taxation of interstate corporation income according to a two or three 
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factor formula would promote the objectives of neutrality and equity in 

business taxation. In addition, uniform taxation would lo,ver the corporation's 

cost of complying with state laws and at the same time probably improve com­

pliance. 

Two and three factor formulae: yield and distribution among Iowa 

industries. This section considers the effect on taxes paid by IOlva•based 

industry of substituting a two factor (payroll and property) or a three factor 

{sales by destination, property, and payroll) formula for allocating corporate 

income for the present one factor {sales by destination) formula. The method 

used to estimate the income that would be subject to taxation under the two 

factor formula is described. Estimates of the taxes that would have been 

collected in 1962 are also presented and compared with actual 1962 collections. 

Estimates were made for 1962 rather than later years because of certain data 

limitations. However, the important consideration here is not simply the 

yield but the distribution of tax payments. 

Direct measures of the income earned by corporations from their operations 

in Iowa are not available. The procedure used in this study to estimate 

corporation income by industry involved three steps: 

I. Estimates of gross return to capital1 on operations in Iowa were 

obtained for each of the following industry groups: 

a. Agriculture 

b. Mining 

c. Construction 

d. Manufacturing 

e. Trade {wholesale and retail) 

1As used in this study, gross return to capital is the sum of the following 
accounting magnitudes: amortization and depreciation charges, debt service 
charges, indirect business taxes, federal income taxes, and net income after 
federal taxes. That is, it is the gross return to capital--total receipts minus 
cost of materials and labor inputs. 
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f. Transportation, comr.nunications, and public utilities 

g. Services 

In addition, estimates of gross return to capital were made for each two-digit 

manufacturing industry operating in Iowa. For each of the industry group$, 

gross return to capital was estimated by subtracting participation income from 

gross value added. 1 For the two-digit industries in manufacturing, gross 

return to capital was estimated by subtracting total payroll from value added. 2 

II. Gross return to capital on all operations in the United States was 

estimated for each industry grc-,up and industry in the same way as the state 

estimates. Total corporate profits after federal taxes, for each industry 

and industry group, were obtained from Statistics of Income data.3 Corporate 

profits after federal taxes were then expressed as a percentage of gross return 

to capital to provide an estimate of the relationship between corporate income 

and gross returns. 

1Gross value added estimates for all industry groups except manufacturing 
were taken from: National Planning Association, State Projections to 1975 , 
Regional Economic Projections Series-•Report No, 65-ll, 1965. Gross value added 
for manufacturing is from: United States Bureau of the Census, Annual Survey of 
Manufactures: 1964 General Statistics for Industry Groups and Industries, 
United States Government Printing Office, Washington, D. c., 1965. 

Estimates of participation income were taken from Survey of Current Business, 
August, 1963, Table 70, p. 15. 

2Estimates of value added and payroll in 1963 were obtained from Annual 
Survey of Manufactures: 1964, General Statistics for Industry Groups and 
Industries (cited in note 1, page 276). 

Estimates of 1962 value added by two-digit industry were obtained by assuming 
that the per cent of total manufacturing value added originating in each two-digit 
industry was the same in 1962 and 1963. Similarly, estimates of 1962 payroll for 
each two-digit industry were obtained by assuming that the per cent of total 
manufacturing payroll accounted for by each industry was the same in 1962 as in 
1963. 

3united States Treasury, Internal Revenue Service, Statistics of Income, 
1962: Corporation Income Tax Returns,. Unit.ed .. States G~errunent Printing Office, 
Washington, D. c., 1965 
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TABLE 7 

CORPORATE INCOME AFTER FEDERAL TAXES, GROSS VAWE 

ADDED AND GROSS RETURNS TO CAPITAL OF ICMA INDUSTRIES, 1962 

Corporate income 
after federal Gross returns to 

Industry taxes 
(Fer) 

Gross value added 
(Pet 

caEital ) (Pet 
($ million) (cent) ($ million) (cent) ($ million) (cent) 

;riculture .20 .04 1,125,8 15.36 194.9 6.47 

ning 2.90 .66 58.1 .79 38. 7 1.29 

nstruction 12.60 2.37 317 .4 4.33 110.S 3.67 

.nufacturing 238.87 54.34 2, 034.S 27.75 983.0 32.65 
I 

Food 36.48 8.30 583.8 7.96 276,4 9. 18 
Apparel .68 , 15 15. 7 .21 5.2 .17 
Lumber 2.34 .53 24.2 .33 8,9 .30 
Furniture 2.47 .56 23.3 .32 10.8 .36 
Paper 4,31 .9G 35.8 .49 19.6 • 65 
Publishing 8.91 2.03 111.2 1.52 48.7 l.p2 
Chemicals 16.07 3.66 124.6 1.70 94.0 3 .12 
Leather .14 .03 2.4 .04 .7 • 02 
Stone, clay, glass 10.10 2.30 87.9 1.20 54.3 1.30 
Primary metal 8,20 1.87 94.8 1.29 47.4 1.57 
Fabricated metals 8.23 1.87 92.2 1.26 39.0 1.30 
Machinery (except elect.) 58.35 13 .27 425.8 s.no 194.5 6.46 
Electrical machinery 24.04 5,65 228.9 3.12 120.6 4.01 
rransportation equip. 3.64 • !33 23.0 .31 9.4 .31 
Scientific instruments 2.48 .56 23.9 .33 8.9 .30 
nisc, manufacturing 5,71 1.30 66.2 ,90 24.3 .Cl 

ans,, comm., and 
pub, util. 54.95 12,50 670,6 9 .15 331.0 10,99 

ade 48.29 10.9G 1,484.0 20.2l:- 497.8 16.53 

:iance 72.28 16.44 839.2 11.45 628.5 20,S7 

~vices 9 .51 2.16 S0l.4 10.93 226.5 7.52 

TOTAL 439.60 99.99 7,331.0 100,00 3,010.9 99.99 

1rce: See text. 
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III. Multiplication of the estimate of gross return to capital (from step I) 

by the ratio of profits to gross return to capital {from ctep II) provided the 

estimate of corporation income after federal taxes. Estimates of gross return 

to capital, gross value added, and corporation income after federal taxes are 

presented in Table 7 for each classification of Iowa industry considered in this 

section. 

An enumeration of the assumptions implicit in this method of estimating 

income seems appropriate. 

r = 

The procedure assumed that the ratio: 

corporation profits after federal truces 
gross return to capital 

for a given industry, is the same for Iowa as it is for the United States. 

Recalling the definition of gross return to capital, this assumes that the ratio 

of corporation profit to 

1. depreciation and amortization charges, 

2. interest and debt service charges, 

3. federal income. taxes, and 

4.-. indirect business taxes 

does not vary geographically within an industry or industry group. Or, if 

there is variation in these ratios, the variation is off.3etting. Clearly, 

these assumptions are more likely to be met, the larger is Iowa's share in the 

industry or industry group. Iowa's share in the output of most industries is 

relatively cmall; consequently, estimateo of corporation income subject to 

taxation with a two factor formula may be erroneous. On the other hand, there 

is no readily apparent reason for eJtpecting that the assumptions listed above 

are not valid. 

Estimated yields and their industrial distribution. Table G presents 

estimates of corporation income tax collections for fiscal year 1962 undor a 

two factor (payroll and property) formula. Since all the corporation income 



Industry 

;riculture 

.ning 

>nstruction 

mufacturing 

Food 

Apparel 

Lumber 

Furniture 

Paper 

Publishing 

Chemicals 

Leather 

TABLE 8 

ESTIMATED YIELD OF Ia.IA CORPORATION INCOME 

TAX UITH 2-FACTOR (PAYROLL AfID PROPERTY) FORMULA 

1962 

Yield 
($ million) 

.006 

.09 

.38 

7 .17 

1.09 

.02 

.07 

• 07 

.13 

.27 

.4-8 

Industry 

Manufacturing (contd) 

Primary metals 

Fabricated metals 

Machinery (except elect.) 

Elect. machinery 

Transportation equip. 

Scientific instruments 

Misc. manufacturing 

Trade 

Trans., connn., public util. 

Finance 

Services 

Stone, clay, glass 

.004 

.30 TOTAL 

,urce: See text. 

Yield 
($ million) 

.25 

.25 

1. 75 

.75 

.11 

• 07 

.17 

1.45 

1.65 

2.17 

.29 

13.19 

originating from operations in Iowa is subject to tax under the two factor 

formula, taJc collections by industry can be obtained by multiplying estimated 

corporate income after federal truces by the 1962 tax rate, 3 per cent. Total 

collections are probably somewhat high because no adjustment is made for the 

fact that some profits earned by some firms classed in the finance group 

would not be taxable (insurance companies and banks). Even if the full amount 

of the collections from the finance sector are subtracted from total collections , 
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however, the residual, $11.02 million, exceeds actual 1962 collections, $4.42 

million, by a substantial amount. 

The yield with a three factor formula was estimated by using actual 

collections as an estimate of the yield due to the sales factor. Consequently, 

collections with the three factor fortnula are estimated by: 

l (actual 1962 collections)_+l
3 

(Estimated collections ) 
3 (with a two factor :formula). 

The taxes paid by miscellaneous and unclassified firms were allocated propor­

tionately to all classes except agriculture, utilities, and transportation. 

It was thought that firms in these three categories would probably be 

correctly classified. In addition, to obtain industry classifications which 

are roughly comparable, the following consolidations of industrial classifi-

cations uere made.: 

1. Manufacturers and Newspapers = Manufacturing and 

Mining in Table 9. 

2. Utilities and Transportation = Transportation, Communications, 

and Public Utilities in Table 9. 

3. Retailers and Wholesalers= Trade in Table 9. 

Estimates of collections under the three factor formula are presented in Table 9. 

If collections from the finance sector are subtracted from total collections, 

the residual, $8.76 million, exceeds actual collections, $4.42 million, by 

$4.34 million or about 100 per cent. 

In summary, there appears no reason to expect that substituting a two or 

three factor formula for the present formula would result in revenue loss. 

The distribution of liabilities among industries under the three formulae 

is also presented in Table 9. This distribution is approximate for at least 

two reasons. First, the industrial classifications used by the Iowa Tax Com­

mission do not coincide exactly with classifications used in estimating the 

-280-



TABLE 9 

ESTIMATED YIEID OF CORPORATION INCOME TAX 

HITH ALTERNATIVE INCOME ALLOCATION FORMULAS. FISCAL 1962 

3-Factor (sales 
Present (sales 2-Factor {payroll, payroll and property) 

destination} formula 2ropertil formula formula 

Amounta Per cent Amount Per cent Amount£ Per cent 
,s of Business ($ million) of total ($ million) of total ( $ million) of total 

Lculture .033 .75 ,006 • 05 .015 .15 

1truction .23 s.20 .38 2.38 .33 3.21 

1facturing 
1.06b 1d mining. 23.90 7.26 55.04 5 .19 50.49 

le l.5t~C 34.84 1.45 10.99 1.48 14.40 

1sportation, 
>nnnunication 
td Public 
:ilities .8ld W.33 1.65 12 .. 51 1.37 13.33 

mce .22 4.98 2.17 16.45 1.52 14.79 

rices .53 11.99 .29 2.20 .37 3.60 

industries 4.42e 13.19 10.28 

a 
Amounts are average of fiscal years 1962-63. 

bincludes manufacturing, natural resources, and newspapers in Table I of source (noted 
1u). 

clncludes retail and wholesale trade in Table I of source. 

dincludes transportation and utilities in Table I of source. 

~iscellaneous and unclassified amounts are allocated proportionately to all categories 
:pt agri~ulture, utilities, and transportation. 

fA weighted average of sales formula and two factor formula with two factor formula given 
,le weight. 

'ce: Iowa State Tax Commission, Annual Statistical Report J2S ~ Fiscal~ Ended 
~ lQ, 1962-63; Income ~ Division; Table I. 
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yield due to the payroll and property factors. Secondly, much of the tax col­

lected with the present formula hed to be arbitrarily allocated to the various 

industries. Consequently, the estimates of the effects of the various income 

allocating formulae on the liabilities of the several industries are probably 

less reliable than the estimate of their effects on total collections. 

In addition, substitution of a tuo or three factor formula for the present 

formula may radically alter the levies on a particular firm even though industry 

levies remain unchanged. For example, the comparison does not bring out the 

differential impact of the present and the two factor {payroll and property) 

formulae on tax liabilities of Iowa-based firms having a high per cent of their 

sales outside Iowa. 

Despite these shortcomings, several conclusions about differences in the 

distribution of levies with alternative income allocation formulae can be made 

with some confidence. 

1. Collections from manufacturing industries would represent a larger 

share of total collections if either a two or three factor formula were sub­

stituted for the present formula. The reason for this is the proportion of 

output uhich is e:cported from Iowa is greater for manufacturing than :for other 

industries. 

2. Collections from Iowa-based firms would represent a larger share of 

the total if either a two or three factor formula is adopted. 

3. Wholesale and retail trade corporations would account for a smaller 

proportion of total collections if either a two factor or a three factor formula 

were substituted for the present formula (10.99 per cent for a two factor 

formula versus their present share of 34. Cl~ per cent). 

4. Collections from transportation, communications, and public utilities 

would represent a smaller share of total collections if either a two or three 

factor formula were substituted for the present formula. 
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5. The estimated share for finance, insurance, and real estate corpora­

tions under a two factor formula (16.44 per cent) is too high because no 

adjustment is made for the fact that insurance and bank corporations do not 

pay the taJc. It is not possible to make a conclusive statement about the 

effect of the two or three factor formula on the relative share of payments 

that would be made by finance and real estate firms (excluding banks and 

insurance companies). However, because a large per cent of their sales are 

in Iowa, their relative share might be expected to fall with the adoption of 

a two or three factor formula. 

Value added (VA) and gross return to capital (GRC) taxes. The first portion 

of this section briefly outlines the more important reasons why the v~lue 

added and gross return to capital twces are more appropriate mechanisms for 

accomplishing benefit taxation than are the major business taxes in current 

use (corporation income tax and tax on real and personal property). Then 

estimates of the industrial distribution of these taxes are presented and 

briefly discussed. 

If it is accepted that business taxation is more nearly equitable and 

neutral the more closely it corresponds to benefit taxation, then a tax is 

appropriate to the extent that there i s a positive correlation between the 

benefits r eceived by business and the tax base. Businesses benefit from a 

variety of government services: police and fire protection, sanitation and 

transportation facilities, contract enforcement, water, and frequently, power 

supply, etc. In general, the services which are available to and used by 

businesses ,22~ depend on the amount of profit or income received by the 

business. Rather, government-supplied services are more likely to be correlated 

with the scale of the business as measured by, for example, its receipts, property, 

payroll, or all three. And, in general, nuch services are available to a 

business regardless of its legal form: corporation, partnership, or individual 
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owner. For these reasons, a tax on value added or gross return to capital 

(value added minus wage and salary charges) would be a more appropriate means 

of benefit taxation than a tax on income. And, such a tax should be levied on 

incorporated and unincorporated enterprise alike. Hence, a value added or gross 

return to capital tax would be superior, from the standpoint of equity and 

neutrality, to the present corporation income tax. 

Which of the two would be more appropriate would depend on whether the 

benefits from government services are more closely correlated with capital inputs 

(GRC tax) or capital !ru! labor inputs (VA tax). 

The major advantage of a VA or GRC tax over the corporation income tax was 

the fact that benefits received are likely to be more highly correlated with 

capital or capital and labor inputs than with income. Lil~ewise, the value added 

tax may be preferred to the property tax if benefits are more closely related 

to labor and capital inputs than property inputs. However, both the property 

taJt and the GRC tax imply similar assumptions about the distribution of benefits; 

that is, they both assume benefits to be correlated more or less with the capital 

input. The gross return to capital is a flow measure of the capital or property 

input; property value is a stock measure. Consequently, the GRC tax is not 

superior to the property tax because it implies a more plausible assumption 

about the distribution of benefits. Rather, the GRC tmt ia to be preferred 

because the base varies automatically with variations in the general price 

level or with variations in the market valuation of goods and services produced 

with business property. That is, the chief advantage of the GRC tax (as an 

alternative to the property tax) is that it utilizes a tax base which (1) is more 

elastic, (2) can be defined and measured with less subjectivity and uncertainty, 

and (3) can probably be measured with less expense than the property tax base. 

These advantages are also shared by the value added tax. 
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The chief drawback to the VA or GRC tax-as substitutes for the property 

tax, at the local level is that some coordination among local governments would 

be necessary in administering the tax. Businesses operating in several counties 

or school districts would have to allocate the firm's total value added or gross 

return to capital among the several counties or school districts in which it 

operates. Coordination would be needed to ensure that firms report all VA or 

GRC to one governmental unit or another and to prevent firms from reporting 

VA and GRC to take advantage of intercounty differences in tax rates. There is 

no apparent reason why such coordination would not be possible. 

A second, though relatively minor, problem is that of obtaining information 

needed to allocate VA or GRC among taxing districts. Many businesses would 

undoubtedly have records of: value of shipments (or sales). purchased inputs, 

and wage bills for each store or plant it operates. For such firms, the 

allocation of total VA or GRC among various counties would be no problem. If 

such records were not available, some formula for allocating VA or GRC would 

have to be deviDed. One possibility Hould be to assume that the proportion of 

a firm's VA or GRC generated in each district is equal to the proportion of its 

employment in tbe district. This formula assumes that value added or GRC per 

employee is the same in each establishment (plant, store, or office) operated 

by the firm. 

The tuo precedin8 paragraphs have discussed what appear to be the major 

administrative problems that would be met E.l local governments using the VA or 

GRC tax. Their purpose has been to suggest that the problems are tractable 

and perhaps more tractable than problems met in equitable administration of the 

property tax. Consequently, these administrative problems should not be per­

mitted to be obstacles to the institution of a VA or GRC tax at the local 

level if it is thought that such a tax is indeed more equitable and adequate 

than the present property tax. 
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Estimated distribution of gross return to capital and gross value added 

taxes among Iowa industries. The estimated distributions of levies from 

proportional taxes or gross return to capital and gross value added are given 

in Table 10 (columns 2 and 3), Relatively labor intensive industries would be 

liable for a larger share of payments with a value added tax than with a gross 

return to capital tax (e.g., agriculture, services, trade, construction). And, 

because both incorporated and unincorporated businesses are subject to these two 

taxes, there is a shift of tax liabilities from manufacturing and transportation, 

communications, and public utilities, to agriculture, trade, and services when 

either of the taxes is substituted for the corporation income tax. 

In 1962, a 0.1 per cent tax on gross value added or a 0.2 per cent tax on 

gross return to capital would have yielded more than the present 4 per cent tax 

on corporate income. 
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TABLE 10 

ESTIMATED DISTRIBUTION OF LEVIES OF ALTERNATIVE 

Industry 

·iculture 

1ing 

.struction 

.ufacturing 

Food 
Apparel 
L\Dllber 
Furniture 
Pulp and paper 
Printing 
Chemicals 
Leather 
Stone, clay, glass 
Primary metal 
Fabricated metal 
Machinery (excl. electrical) 
Electrical machinery 
Transportation equip. 
Scientific instruments 
Misc. manufacturer 

de 

os., connn., pub. util. 

!nee, real estate 

,rices 

industries 

~ce: See text. 

BUSINESS TAXES 

(1) 
Corporation 
income tax 

(payroll and 
property factors) 
(per cent of total 

levies) 

.04 

.66 

2.87 

5l}.3l} 

D.30 
.15 
.53 
.56 
.98 

2.03 
3.66 

• 03 
2.30 
1.87 
1.87 

13.27 
5.65 

.83 

.56 
1.30 

10.98 

12.50 

16.44 

2.16 

100.00 
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(2) 
Proportional 
tax on gross 

margins 
(per cent of 
total levies) 

6.47 

1.29 

3.67 

32.65 

9 .18 
.17 
.30 
.36 
.65 

1.62 
3.12 

• 02 
1.80 
1.57 
1.30 
6. li-6 
4.01 

.31 

.30 

.81 

16.53 

10.99 

20.87 

7.52 

100.00 

(3) 
Proportional 
tax on gross 
value added 
(per cent of 
total levies) 

15.36 

.79 

4.33 

27.75 

7.96 
.21 
.33 
.32 
.49 

1.52 
1.70 

.03 
1.20 
1.29 
1.26 
5.80 
3 .12 

.31 

.33 

.90 

20.2l} 

9.15 

11.45 

10,92 

100.00 



ESTIMATED GROSS BOOK VALUE OF DEPRECIABLE ASSJITS 

IOHA 1963 

NI :, National Income; PI = Personal Income 
I. Book Value (BV) derived from Value Added (VA) using 

Iowa data from Census of Manufacturing. 

= 
1,087,147 

= 

1,684,269 

l nvia ~ ( \ / 58 vAia , 
I -- • 63 ) 
\ VAia 
~ sn / 

.6455 

= Bvia 
63 

{.6455) (2,275,928) = $1, 469 , 111, oq_o 

II. Iowa BV derived from U. s. data on Value Added, National Income (NI), and BV. 

\

/ Niu~s. ') ( ) 
Su • , VAia 

· l 63 = NIIa 
vAu.s. / ~ 63 (.7627) (2,275,92D) = 1,735,850 

5D I 

(.9505) (1,735,SSO) == $1.649.925.000 

III. Iowa BV derived using data on personal income, national income, and BV. 

l( :::~:: ) 01~;) = m!; (1.4047) 0,029,000) = 1,445,436 

58 / 

(.9505) (l,L•45,436) == $1.373 1 887 1 000 



Research Memorandum VII 

OTHER SOURCES .QI. elATE l',!! REVENUE 

Summary and Conclueions 

GSISLTS 
JAP 
8/15/66 
NCY.r FOR RELEASE 

(Note: This report covers the various sources of tax revenue for the State of 

Iowa that are not treated separately elsewhere in the tax study. It includes the 

system of highway user charges, the cigarette tax, the sale and taxation of 

alcoholic beverages, the inheritance tax, the chain store tax, and the equipment 

car tax.) 

1. The bulk of the tax revenues of the State of Iowa and its local sub­

divisions is obtained from the general property tax, the retail sales and use 

taxes, the insurance premiums tax, and the personal income tax. These account 
\ 

for over two-thirds of all tax collections. The remainder, some 30 per cent, 

is provided by a wide assortment of levies and excises including those on wealth 

transfers at death and on the consumption of selected collJilOdities, notably motor 

fuel ,· cigarettes and alcoholic beverages. The latter excise taxes are unneutral, 

discriminatory in their impact on consumers and producers , and, necessarily, 

highly regressive (see Research Memorandum II, Table 3, Column 6). Justification 

for the inclusion of these taxes as part of the Iowa tax structure varies with 

the nature of the taxable object or coll.Bllodity. 

2. The structure of highway-user charges determines the distribution of 

financial responsibilities for the support of the highway _system among operators 

of different types of motor vehicles. The benefit principle provides the rationale 

for most of the legislation relating to the financing of highways, that ·is, the 

highways confer benefits upon an identifiable group which pays charges corresponding 
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approximately in proportion to the f~equency of use. The willingness of users 

to pay for highway services is evidenced by the multi-million-dollar highway 

investment in Iowa. 

3. It has been demonstrated in ~nearlier study (Financing Iowa's Highways, 

Public Administration Service: 1960) that Iowa's system of allocating highways 

costs to the various vehicle types is seriously deficient on both equity and 

efficiency grounds. In general, the owners of private passenger cars are over­

charged for their use of the highway facilities relative to the owners of other 

motor vehicle types. To accomplish an optimal allocation, Iowa might consider the 

use of a charge on comnercial vehicles which varies· in proportion to mileage driven 

and is graduated by vehicle weight. 

4. The diversion of a portion of retail sales and use tax collections to 

highway purposes (i.e., to non-general fund ~urposes) is contrary to the accepted 

rationale of highway user finance. It constitutes an unwarranted subsidy to a 

special class of Iowa residents -- owners of motor vehicles -- at the expense of 

all taxpayers. 

S. With respect to the State's taxes on cigarettes and alcoholic beverages, 

they are supported on the grounds that excessive use of these commodities are 

detrimental to the economy and to society at large. This sumptuary motive, however, 

is belied by the revenue productivity of these levies which is assured by the very 

low price elasticity of demand for the taxed commodities. Given the fact that the 

consumption of such ccnmnodities is so widely indulged and accepted, and generally 

in moderation, there would seem to be at least some question regarding the moral 

censure of one part of the Iowa population. 

6. The excises on cigarettes and alcoholic beverages are unneutral in the 

extreme. Because of the absence of a complementary levy on the consumption of 
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"other tobacco products , " the present structur~ discriminates by ~ of tobacco · 

consumption (one•third of all smokers utilize tobacco in non•c~ arette form). 

The present 8 cents per pack cigarette tax is the equivalent of about a 30 per cent 

sales tax on the retail price of cigarettes. The "equal treatment of equals" would 

suggest an equivalent~ valorem tax on the retail price of "other tobacco products." 

Similarly, because the beer tax is imposed at a specific rate per barrel , ·the excise 

discriminates even among beer drinkers because it represents a widely varying 

fraction of the retail price. The _!!l.l!,!;,!;! (mark-up) taxes on alcoholic beverages 

do not have the same discriminatory feature because they are based on value rather 

than units. The higher the price of liquor, the larger the tax payments. 

7. The Iowa estate and inheritance tax yields less than 2 per cent of total 

general revenue. Unlike the federal government and twelve of the states, Iowa 

does not impose a gift tax. Thus, the State's taxation 9f wealth transfers applies 

only to transfers at death which results in unneutralities of treatment among 

estates. 

8. The chain store tax is not logically supportable either as a revenue 

measure or as a ~eans of achieving social policy goals. It currently yields 

approxilLately $37 thousand annually. T~e rationale of the tax rests upon a vague 

presumption that it is an aid to small retail businesses by i~posing a special 

burden upon multi-outlet businesses. However, many single-outlet firms are large 

and therefore not taxed , while a large number of small businesses having two or 

more outlets are subject to the tax. · 
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OTHER SOURCES OF STATE TAX REVENUE 

I, Introduction; Purpose and Scope 

This report presents a description and analysis of sources of Iowa govern­

mental tax revenues which are not considered in detail elsewhere. The revenue 

sources include highway user charges, the taxation of tobacco products, the sale 

and taxation of alcoholic beverages, the inheritance tax, the chain store tax, and 

the equipment car tax. In ·general, the discussion focuses on the yield of each tax, 

interstate comparisons, economic effects, and equity issues. 

The relative importance of each of the taxes considered in this report is 

shown in Table 1; Highway user charges are, by far, the most important. The least 

important, revenuewise, are the chain store and equipment car taxes. These two 

levies account for less than one-tenth of one per cent of the total general revenue 

of the state government. 

TABLE 1 

SELECTED SOURCES OF REVENUE, 
STATE GOVERNMENT OF IOWA, 1965 

Tax Source 

Highway user 

Tobacco 

Alcoholic beverages 

Inheritance 

Chain store 

Equipment car 

Total general revenue 

*Less than $100,000. 
*'A-Less than 0.1 per cent. 

Amount 
(millions) 

$122.98 

15.2 

20.7b 

10.0 

* 
0.1 

$576.2c 

Per cent of 
total general 

revenue 

21.3 

2.6 

3.6 

1.7 

-lrlr 

-lrlr 

100.0 

anoes not include the sales and use tax allocations to the Road Use Tax Fund. 
Includes motor fuel tax and licenses. 

brncludes liquor store profits, the 10 per cent allocation of sales to local 
governments, the 10 per cent occupation tax, and the beer tax. 

Clncludes all revenue of the state government except total liquor store revenue 
and insurance trust revenue. Includes liquor store profits and the 10 per cent of 
liquor store sales which is allocated to local governments. 
Source: United States Department of Commerce, Compendium of State Government Finances, 
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II, Highway User Revenues 

Description and yield. In 1965, revenues from the motor fuel tax amounted to 

$65.7 million. Collections from the registration of vehicles totaled $54.3 million, 

and revenues from operators' licenses were $2.9 million. Combined, these sources 

of revenue accounted for 22.2 per cent of the state government's total general 

revenue. 1 By comparison with surrounding states, only Nebraska derived relatively 

more revenues from these sources than Iowa. 2 The difference between the two states 

is negligible (Table 2). 

As shown in Table 3, revenues from fees and licenses have increased by about 

60 per cent over the past decade. This increase has come about mainly through 

growth in the base rather than through changes in the schedule of fees. Over the 

same period, revenues from the motor fuel tax increased by about 50 per cent. Much 

of the increase in motor fuel tax collections is attributable to an increase in the 

motor fuel tax rate. An increase in the gasoline tax from four to five cents and 

the imposition of a complementary diesel fuel tax of 6 cents occurred in July> 1953. 

The rates were increased to six and seven cents, respectively, in July, 1955. 

Abstracted from the rate increases, motor fuel tax collections have increased by 

about 28 per cent rather than 50 per cent over the last decade. 

Iowa currently imposes a tax on gasoline of seven cents per gallon and a tax 

on diesel fuel of eight cents per gallon. None of the states surrounding Iowa 

imposes a special tax on diesel fuel (Table 4). The tax on diesel fuel is higher 

in Iowa than is the tax on motor fuel in all the surrounding states, and the 

gasoline tax exceeds the rate in all the surrounding states except Nebraska. 

lrn this section only the state's own sources· of highway user revenues are 
considered. Other sources of highway revenue for the state include federal 
revenues. 

2rn addition to these revenues, 10 per cent of the retail sales tax and part 
of the use tax are allocated to highways. 
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TABLE 2 

HIGHWAY USER REVENUES OF THE STATE GOVERNMENTS OF 
I~A AND SURROUNDING STATES, 1965 

Total8 Motor Motor Total high• Per cent of 
general fuel vehicle Operators' way user total general 

reyenueb State revenue tax license licenses revenue 

MA 576.2 65.7 54.3 2.9 122.9 21.3 

.linois 1,847.3 .110.0 123.2 6.4 299.6 16.2 

.sconsin 999.0 84.9 49.1 3.0 137.0 13.7 

.nnesota 863.6 79.2 48.9 1.9 130.0 15.1 

11.1th Dakota 164.3 17 .1 8.4 0.4 25.9 15.8 

!braska 229.4 47.5 7.0 o.s 55.0 24.0 

.ssouri 816.6 86.4 46.G 1.6 134.8 16.5 

a1ncludes all state revenue except liquor store revenue and insurance trust revenue. In 
case of Iowa, however, liquor store profits and the 10 per cent of liquor store sales which 
1llocated to local govermnents are included. 

bnoes not include revenue from appropriations of the general fund. 

·ce: United States Department of Commerce, Compendium~ State Government Finances, 1965. 

Nebraska's rate is 1/2 cent higher than Iowa's; two states impose a tax of 

five cents per gallon; _ and three have a tax of six cents per gallon. Because 

of rate differentials, Iowa prohibits trucks from bringing more than 20 gallons 

of gasoline or diesel fuel into the state. 

The present auto registration fee in Iowa is based on value, age, and 

weight. In contrast, 20 other states charge a flat fee. The remaining states 

base their fees on weight, horsepower, or some combination of weight, horsepower, 

value, and age (Table 5). 

The range of Iowa's registration fee extends from $22 for a light•weight 

passenger car, $38 for a medium-weight car, and $70 for a heavyweight vehicle.I 

lunited States Bureau of Public Roads, Road User and Property Taxes on 
Selected Motor Vehicles, 1964.---
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Year 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

TABLE 3 

THE M>TOR FUEL TAX, VEHIC~ LICENSE, 
AND OPERATOR'S LICENSE, 1954•1965, IOWA 

Motor fuel Motor vehicle 
tax license 

(millions) (millions) 

$41.0 $36.1 

44.2 38.3 

54.5 40.7 

55.2 42.0 

49.1 41.8 · 

55.5 43.1 

60.4 43.6 

57.6 43.2 

59.0 44.0 

61.6 45.3 

63.l 53.0 

65.7 54.3 

Operator's 
license 

(millions) 

$1.2 

1.3 

1.3 

1.3 

2.6 

2.6 

2.7 

2.7 

2.7 

2.8 

2.8 

2.9 

Source: United States Department of Commerce, Compendium.2£. State Government Finances. 

TABLE 4 

MYIOR FUEL TAX PER GALLON, IOWA 
AND SURROUNDING STATES, 1965 

Gasoline 
(cents) 

Diesel fuel 
(cents) 

IOWA 

Illinois 

Wisconain 

Minnesota 

South Dakota 

Nebraska 

Missouri 

7 

Source: Coimnerce Clearing Bouse, State~ Han~hook, 1965. 
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Motor fuel 
(cents) 

5 

6 

6 

6 

7 1/2 

5 



.. 

• N 
I.O 
Q\ 

• 

Flat Fee 

Flat Fee Only: 
Alabama 
Alaska 
Arizona 
California 
Connecticut 
Kentucky 
Louisiana 
Maine 
Nassachusetts 
Nebraska 
Nevada 
Ohio 
Oregon 
Fennsylvania 
Utah 
Vermont 
Virginia 
Washington 
Wisconsin 
Wyoming 

Flat Fee by Age: 
Idaho 

TABLE 5 

BASIS FOR REGISTRATION OF PASSENGER CARS 

Empty Weight or Shipping Weight 

Weight Groups: 
Delaware 
Florida 
Kansas 
Maryland 
Montana 
New Jersey 
North Carolina 
Tennessee 
West Virginia 
District of Columbia 

Weight Groups: 
New Hampshire 
Rhode Island 

Weight Groups 
and Age: 

Minnesota 
North Dakota 
South Dakota 

Weight Groups, Age, 
and Flat Fee: 

Missicsippi 

Per Pound: 
Hawaii 

,, ,,, 

Gross Height 

100-Pound Intervals: 
Colorado 
Michigan 
New York 
Texas 

100-Pound Intervals 
and Age: 

New Mexico 
100-Pound Intervals 

Age, and Value: 
IOWA 

500-Pound Intervals: 
Georgia 
South Carolina 

100 Pound Intervals 
and Horsepower: 
Arkansao 

Horsepower Groups: 
Illinois 
Indiana 
Missouri 

Factory Delivered 
Price and Age: 
Oklahoma 

Source: United States Bureau of Public Roado, Road User and Property Taxes on Selected Motor Vehicles, 1964. 



TABLE 6 

TAX AND FEES 
ON AUTOMOBILES IN STATES NOT HAVING 

A PROPERTY TAX ON AUTOM>BIJ.ES 

Light Medium Heavy 
State weight 9j.g9t weight 

IOWA 41.90 75.98 123.16 
New Hampshire 50.16* 82.59* . 130.11* 
Vermont 53.64-f: 73.14 83.09 
New Jersey 29.9C 52.90 7·2.16 
New York 27.90 55.40 75.16 
Pennsylvania 33.31 54.31 65.02 
Michigan 25.56 50.23 64.31 
Ohio 33.66 54.66 65.37 
Wisconsin 35.98 53.90 63.16 
Minnesota 35.93 67 .33 124.36* 
North Dakota 46.4-B* 74.48 113.66 
South Dakota 19.90 63.4C 102.66 
Delaware 29.98 47.98 63.16 
Florida 36.31 64.Cl 90.52 
Tennessee 34.el 55.Cl 70.02 
Louisiana 26.31 47.31 58.02 
Oklahoma 50.9()-k 78. 9():\" 127.73* 
Idaho 37.48 55.43 64.66 
New Mexico 32.48 61.43 84.66 
California 51.31:!: 83.31* 133.02* 
Oregon 29.98 47.98 57.16 
Washington 60.40* SG.96* 146.45* 

*Higher than Iowa. 

Source: United States Bureau of Public Roads, Road User and Property Taxes on Selected 
Motor Vehicles, 1964,_ p. 45. 

Since Iowa levies no property tax on passenger cars (though the portion of the fee 

which is based on value resembles a property tax) and many other states do, it is 

difficult to make meaningful interstate comparisons, particularly when p~rt of 

the revenues from the property tax on automobiles in some states is used for non• 

highway purposes. However, if Iowa is compared with the 22 states which .221!.2!. 

levy property taxes on automobiles, and if the gasoline tax and registration fees 

are combined, only 5 of the 22 states impose higher taxes on medium and large cars 

than Iowa. Four of these states tax medium-weight cars at higher levels than 

Iowa (Table 6). 
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The truck registration fee is presently based on gross tonnage and type of 

vehicle (see Table 8). For trucks, the fee ranges from $25 at J · tons or less up 

to $265 at 12 tons. For trucks weighing more than 12 tons the fee is $265 plus 

$25 per additional ton. The tractor fee starts at $40 on tractors of 6 tons or 

less and increases to $235 on 12 tons. At be·avter weights, the rate on tractors 

is $235 plus $25 per additional ton. The fee for .trailers ranges from $3 to $80. 

A comparison of the tax and fees on trucks in Iowa with other states which 

do not levy property taxes on motor vehicles is shown in Table 7. Iowa is in the 

upper half of the states in all weight classes and vehicle types. In general, 

Iowa ranks higher than the other states shown in taxes and fees on automobiles 

than it ranks in the tax and fees on trucks. 

Eyal.µgtion. Once the level of highway costs has been determined, it is 

necessary to determine the manner in which these costs are to be allocated among 

beneficiaries. The purp0se of this section is to evaluate how the structure of 

Iowa's highway-user charges compares with generally accepted notions of efficient 

cost allocation. 

First, there is the issue of apportioning highway costs between highway users 

and non-users. Since non-users (primarily property owners) as well as users derive 

benefits from highways (through, say, lowering costs and prices or promoting 

economic development), they can be expected to bear part of 'the highway cost. In 

many cases, however, it is exceedingly difficult to measure the benefits received 

by non-users and to devise a tax structure which requires charges to be levied in 

proportion to benefits received. 

It is possible, at the local level, to levy special assessments on people 

whose property is enhanced by the construction and improvement· of streets and roads. 

l1easuring individual benefits by non-users becomes more difficult, however, in the 

case of secondary roads and primary highways. Further, if there is an attempt to 

charge non-users, the fact must be considered that non-users bear at least part of 
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COWA 
~ew Hampshire 
fermont 
~ew Jersey 
~ew York 
?ennsylvania 
1.i.chigan 
)hio 
'Jisconsin 
1.i.nnesota 
forth Dakota 
,outh Dakota 
)elaware 
?lorida 
~ennessee 
:.OUisiana 
>klahoma 
Cdaho 
Jew Mexico 
!alifornia 
>regon 
1ashington 

TABLE 7 

ROAD USER TAX ON TRUCKS, 
PRIVATE OPERATION IN IOWA AND OTHER STATES 

NOT HAVING A PROPERTY 'IAX ON TRUCKS, 1964 
(IN DOW.RS) 

5,000 pounds 
gross weight 

70.00 
C7.53* 
80.75* 
76.0CY-r 
70.00 
69.00 
64.50 

100.95* 
C0.0O'k 
71.25* 
74.0~': 
78.00'J: 
62.50 
52.50 
77 .SO'k 
62.50 
69.25 
67 .so 
60.50 

103.35* 
55.00 

105 .90'k 

15, 000 pounds 
gross weight 

204.72 
215 .30?'· 
256.03* 
160. 72 
159.72 
153.84 
172.92 
203.59 
249.72* 
147.72 
166.72 
300.22* 
148.22 
17G.64 
223 .84-1: 
178.84 
187 .20 
124. 72 
165.62 
209.84.,., 
215 .22* 
207 .JO--.\-

Single unit 
van truck, 

19, 000 pounds 
gross weight 

310.00 
294.14 
352.3()-lr 
211.00 
215 .oo 
230.00 
225.00 
278.35 
335.00* 
204.00 
220.50 
383. 0(),', 
201:90 
233.00 
380.00* 
260.00 
285 .so 
269.25 
194.60 
278.00 
317 .50+.' 
307 .90 

Single unit, 
3-axle dump 

truck, 40,000 
pounds 

gross weight 

915.00 
385.60 
987 .50* 
691.00 
837 .so 
777 .oo 
903. 75 

1, 122.10--:. 
925. OQ-k 
893.65 
350.50 

1,323.0~': 
620.50 
720.00 
960. 0O'k 
765.00 
063.00 
954. 00* 
682.10 

1,000.00* 
953.50-J: 

1,297 .90* 

~igher than Iowa. 

3-axle tractor­
semi-trailer 

combination 
40, 000 pounds 
gross weight 

975.00 
391.00 

1,035.00* 
662.00 

1, 167. OO'k 
805.00 
788.10 

1,259 .1()-lr 
965.00 
934.15 
880.50 

1, 090.SO'k 
653.00 
832.20 
995. OO'k 
858.00 
916. 00 

1, 119.00"k 
678.90 
913.00 

1,450.00-A­
l, 014.30'k 

Source: Bureau of Public Roads, Road User and Property Taxes on Selected Motor 
Vehicles, 1964. 

highway costs in any case because highuay charges on comnercial vehicles are to 

some extent pas&ed on to consumers in the price of final products. It must be, 

therefore, demonstrated that there is something special or peculiar about highways 
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Gross 
Iomwse 
3 Tons 
s " 
6 " 
7 ft 

8 " 
9 II 

10 II 

11 II 

12 II 

13 " 
14 II 

15 " 
16" 
17 " 
18" 
19 II 

20 II 

21 II 

22" 
23 II 

24" 
25 II 

26" 
27" 
28 II 

29 II 

30 " 
31 II 

32" 
33 II 

34 " 
35 II 

Tonnage 

TABLE 8 

SCHFJ>ULE OF FEES: COMMERCIAL UNIT RATINGS 
Maximum Gross Weight 

Annual 1/2 Annual Annual 1/2 annual 
· Truck or Tractor • 

Trailer Combination 
51, Overload-251. Overload Truck Fee Truck Fee Tractor Fee Tractor Pee 

$ 25.00 
40.00 
10.00 
9S.00 

120.00 
155.00 
190.00 
225.00 
265.00 
290.00 
315.00 
340.00 
365.00 
390.00 
415.00 
440.00 
465.00 
490.00 
515.00 
540.00 
565.00 

Not permitted 

" " 
" " 

$ 47 .so 
60.00 
77.50 
9S.00 

112.50 
132.50 
145.00 
157 .so 
170.00 
182.50 
195.00 
207 .so 
220.00 
232.50 
245 .oo 
257 .50 
270.00 
282.50 

None issued 
None issued 

$ 40.00 
6S.00 
90.00 

125.00 
160.00 
195.00 
235.00 
260.00 
205.00 
310.00 
335.00 
360.00 
385.00 
410.00 
435.00 
460.00 
405.00 
510.00 \ 
535.00 
560.00 
505.00 
610.00 
635.00 
660.00 
635.00 
710.00 
735.00 
760. 00 
785.00 
810.00 

TRAILER UNIT RATINGS 

None issued · 6300 Lbs • . 
None issued 1500 " 
Not permitted _ .12600 " 
Not permitted 147 00 " 

$ 45.00 
62.50 
80.00 
97.50 

117 .so 
130.00 
14%.50 
155.00 
167 .50 
180.00 
192.50 
205.00 
217 .so 
230.00 
242.50 
255.00 
267 .so 
280.00 
292.50 
305.00 
317 .so 
330.00 
342.50 
355.00 
367 .so 
380.00 
392.50 
405.00 

16800" 
18900 " 
21000" 
23100 II 

25200 " 
27300 " 
29400 " 
31500 II 

33600 " 
35700 II 

37800 " 
39900 " 
-42000 II 

44100 II 

46200 " 
40300 " 
50400 II 

52500 II 

S4600 t1 

56700 II 

58800 II 

6()900 II 

63000 II 

63200 " 
67200 II 

69300 II 

71400 " 
73500 " 

7500 Lbs. 
12500 " 
15000" 
17S00 " 
20000" 
22500 " 
25000 11 

27500 II 

30000 " 
32500 II 

35000" 
37S00 " 
40000" 
42500 II 

45000 II 

47500 " 
50000 " 

Annual Fee 1/2 Annual Fee Maximum Gross Weight 
5% Overload-251. Overload 

Trailer 
Lbs. 

(Unlimited) $ 5.00 Not permitted 
Not permitted 
Not permitted 
Not permitted 
Not permitted 
Not permitted 
Not permitted 
Not permitted 
Not permitted 

Unlimited 
1050 Lbs. 
2100 " 
4200 II 

0400 II 

II 

II 

ti 

1 Ton 
2 Tons 
4 II 

6 II 

8 " 
10 " 
12 II 

14" 

Tonnage 
12 Tons 
12 Tons 

3.00 
10.00 
20.00 
30.00 
40.00 
50.00 
60.00 
70.00 
80.00 $ 40.00 

SFl11-TRAILER UNIT RATINGS 
Class Plate 

X 
Annual Fee 

$ 30., 00 
60.00 y 

e: Motor Vehicle Registration Division, State of Iowa. 
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12600" 
16000 II 

21000 " 
25200 " 
29400 " 

• 

1250 Lbs. 
2500 II 
5000 II 

10000 " 
15000 II 
20000 " 
25000 II 

30000 " 
)5000 II 



which justifies support by non•users. 1 

Because of the difficulties of measuring the benefits of highways accruing 

to non-users, and because of the suitability of gasoline taxes and motor vehicle 

licenses to the application of the user charge principle, highway costs have been 

assigned, for the most part, to highway users. This, in turn, raises the question 

of how costs should be allocatal among the various classes of motor vehicle users. 

The two primary factors which affect highway costs (excluding acquisition) 

are the weight, or weight per axle, of motor vehicles and distance traveled. The 

latter suggests that an allowance must be made for differences in the mileage 

efficiency of the various fuels. Thus, diesel fuel should be taxed at a higher 

rate than gasoline because gasoline-powered vehicles consume more fuel per mile 

than diesel-powered vehicles of the same -weight. Depending on weight, gasoline• 

powered vehicles consume from 39 per cent to 66 per cent more fuel per mile than 

diesel-powered vehicles.2 At the present time, Iowa's tax rate on diesel fuel is 

8 cents per gallon, compared to 7 cents per gallon on gasoline. This is a factor 

of 1.14, compared to the factor of 1.39-1.66 noted above. 

Even after an adjustment is made for the relative efficiency of different 

kinds of fuels, inequities would still exist in the allocation of highway costs. 

To the extent that fuel consUJDption does not rise proportionately with the weight 

of motor vehicles, heavier vehicles bear less of a burden of highway cost than 

lighter vehicles. This is the underlying rationale for graduated registration 

fees which vary directly with the weight of the motor vehicle. 

Graduating registration fees for trucks on the basis of weight is not completely 

satisfactory because it fails to distinguish between trucks in a given weight class 

which use the highways more than others in the same weight class. That is, the 

lFor a discussion of some attempts to measure non-user benefits from highways 
and some of the conceptual and practical problems which are involved, see !.kW 
Report of the Highway Cost Allocation Study. House Document No. 54, 87th Congress, 
1st Session, January 16, 1961. 

2Ibid., p. 204. 
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burden ,of a fixed registration fee schedule 1~ heavier for a truck which travels 

fewer miles per registration period than other trucks in the same weight class. 

This has led several states to adopt a type of weight-mileage tax (i.e •• a charge 

which varies by weight and miles traveled). Iowa might well consider undertaking 

a study to determine the feasibility of such a weight-distance charge. 

The fees for passenger automobiles, it will be recalled, are based on the 

value of the car, and its age and weight. That portion of automobile fees which 

is based upon the value of the automobile is deductible for federal income tax 

purposes (i.e., it is treated like a property tax). Fees based on value, however, 

are not related to the highway costs occasioned by automobile traffic and, other 

things equal, it would not be desirable to confuse the property tax with the alloca• 

tion of highway costs among highway users. However, it is not clear that there 

are meaningful variations in highway costs caused by automobiles of different 

weights (in contrast to trucks). "The important issues with respect to comparative 

tax payments lie between passenger cars and the heavier vehicle group."1 This 

being the case, a choice bas to be made between the simplicity of a flat fee for 

automobiles and the advantage of the feature of deductibility. In any case, the 

factors of weight and age might be dropped altogether. 

As for the allocation of cost among the various types of vehicles, there is 

evidence of a need for adjustment. The 1960 highway study showed that "automobiles 

as a class are carrying more than their share of the user burden at present.112 

Further, "the heavier truck-tractors and single-unit trucks are generally 

paying more than their share of responsibility •••• 113 The proposed charges and 

actual charges for vehicle groups are shown in Table 9. 

1 ~-, p. 16. 

2Public Service Administration, Financing Iowa's Highways, 1960, P~ 53. 

3Ibid. 

• 



TABLE 9 

COMPARISON OF USER RESPONSIBILITY AS DETERMINED BY THE 
INCREl!ENTAL STUDY WITH PRESENT LICENSE FEES 

REPRESENTATIVE VElUCLE GROUPS 
STATE OF ICX.7A, 1960 

Proposed 
Groue Charge 

Type of Vehicle Amount Per 
bI Wei~ht in Pounds Ula OOO's} Cent 

t:omobile $72,347 57.35 
t:orcycle 6G 0.05 
ogle-Unit Trucks 29,723 23.56 
- 6,000 12,542 9.94 
- 12,000 8,943 7.09 
- 18,000 4,766 3.78 
- 24,000 2,719 2.15 
- 30,000 220 0.17 
- 36,000 187 0.16 
- 48,000 346 0.21 

L1ck Tractors 12,850 10.19 
12,000 445 0.35 

- 24,000 2,477 1.96 
• 36,000 1,231 0.98 
- 48,000 2,161 1.71 
• 60,000 4,739 3.76 
• 84,000 1,797 1.43 

t:er-CitI Buses£./ 849 0.67 
- 12,000 91 0.01 
• 18,000 168 0.13 
- 24,000 260 0.21 
- 38,000 330 0.26 

illi-Trai lers 9,619 7.62 
- 24,000 593 0.47 

er 24,000 9,021 7.15 
ailers 703 0.56 - 1,000 586 0.46 
- 2,000 51 0.04 
- 4,000 26 -0.02 
- G,000 19 0.02 
- 16,000 12 0.01 
- 24,000 8 0.01 
- 32,000 1 

Note: Figures are rounded to even dollars. 

~/Average • 

Adjusted 
Per Unit 
Vehicle 

Reseonsibi litI 

$ $ 20 
4 

21 
126 
125 
138 

$150 - 164 
206 

220 - 225 

3,251.hl 
708 - 722 
412 - 435 
384 - 338 
447 • 449 
403 • 482 

417 
1,929 
2,794 
2,755 

338 
797 

9 
9 
9 

13 
24 
55 
87 

Present 
Fee 

Schedule 

$ $ 21~/ 
5 

25 
70 

$ 95 - 155 
190 • 265 
290 - 340 
365 - 415 
440 - 540 

40 
65 - 235 

260 - 385 
410 - 535 
560 • 585 
710 • 1,010 

40 - 70 
95 • 155 

190 - 265 
290 - 440 

30 
60 

3 
10 
20 
30 
40 
60 
no 

.!?/Excessive amount caused by great amounts of travel on roads less able to ·support 
!lvy weights. 

slcost responsibility for inter-city buses is higher than comparable trucks of similar 
Lght because of greater amounts of travel. 

~rce: Public Administration Service, Financing Iowa's Highways, 1960, p. 54. 
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Financin,g highways from the general fund ·. Ten per cent of the retail sales 

tax collections and all the use tax imposed on new motor vehicles are allocated 

to the Road Use Tax Fund. 

In fiscal 1965, this diversion amounted to $17 million ($7.8 million from 

the sales tax and $9.2 million from the use tax). 

Financing highways partly from the general fund can be construed as an attempt 

to assess non-users for the benefits they derive from highways. But even if it 

is accepted that non-users should be charged for highways services, it would be 

difficult to justify the sales tax on the basis of benefits received. 

It might be argued that 10 per cent of the sales tax collections represents 

the approximate tax collections from the sale of automobiles, and this plus the 

use tax on automobiles are levies on higlniay users and should, therefore, be used 

to finance highways. It must be recognized, however, that the retail sales tax 

is a tax on consumption to finance general govermnent services, and the purchase 

of an automobile is one part of consumption expenditures. It so happens that the 

use of the automobile requires additional public outlays which some other consumption 

expenditures do not, and a charge must be levied to finance these additional out• 

lays. Charges which are required to finance products or services which automobile 

ownership and operation necessitates should not be confused with taxes ~hich are 

levied on consumption to finance general government services. To put the issue 

in perspective, suppose that highways were provided only by private enterprise and 

that the use of highw~ys could be purchased (say through a system of tolls) so that 

no taxes would be required for highways. Clearly, in this case there is no justi• 

fication for exempting automobiles from the general sales tax to finance general 

govermnent services. Because private enterprise cannot "sell" most highways and 

streets economically and efficiently, the government undertakes this function, and 

the tax is the price paid for the use of highways. The fact that a "price" must 

be paid for the use of highways does not justify an exemption of the automobile 
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from a tax on consumption to finance general government services. If additional 

revenues are required for highways. an adjustment can be made in the gasoline tax 

or registration fee. 

III. The Taxation of Tobacc2 Products 

Descriptiop and yield. In 1965, revenues from the cigarette tax amounted to 

$15.2 million. With the tax rate increase from 5 cents to 3 cents a pack in 1965, 

revenues from this source are estimated at $24 million for 1966. 

The cigarette tax is highly inelastic with respect to price changes. Thus, 

when the cigarette tax was increased by 33 per cent in July, 1959, taxable cigarette 

sales in fiscal 1960 were 295.5 million packs compared to 295.9 million packs in 

fiscal 1959. 1 In the same period, tax revenues from this source increased from 

$8.3 million to $11.5 million. Beginnin3 in fiscal year 1964, the tax rate was 

increased by 25 per cent, and though taxable sales fell from 319 million packs to 

305 million packs from fiscal 1963 to fiscal 1964, 2 revenues increased from $12.1 

million to $14.5 million. (The decline in sales is probably attributable primarily 

to the United States Government's report linking cigarette smoking and cancer.) 

Further increases in the rate of taxation on cigarettes in Iowa are restrained 

somewhat by prevailing rates in surrounding states. Three of the surrounding states 

tax cigarettes at the same rate as Iowa (8 cents); one state taxes at a higher rate; 

and two at a lower rate (Table 10). In addition, Iowa's 2 per cent retail sales 

tax rate adds about 5 cents to carton lot sales. Two neighboring states also have 

a sales tax which applies to cigarettes. Illinois' sales tax adds 8 cents to carton 

lot sales and Missouri's adds 7 cents. A 1 cent increase in tax per pack would 

probably increase reyenues by about $2.5 million, and a rate increase of 2 cents 

per pack would likely increase revenue by something in excess of $4 million. 

1Tobacco Tax Council, Cigarette Taxes in the United States, Vol. X, 1961. 

2.!!?.!9.., Vol. XIII, 1964. 
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While revenues from the cigarette tax increase with increases in the tax 

rate, yields from this source are not responsive to economic growth. That is, 

purchase of cigarettes does not vary much with income changes. Further, the fact 

that the tax is based on units rather than price means that the tax collections do 

not respond to changes in the price level. Consequently, if an adjustment is made 

for intermittent tax rate changes (i.e., if the current tax rates are applied to 

cigarette sales in the past), cigarette tax collections would have increased only 

$3 million over the last decade (Table 11). Because of tax rate changes, actual 

collections increased $8 million. 

TABLE 10 

THE CIGARETTE TAX IN I™A 
AND SURROUNDING STATES, SEPTEMBER, 1965 

Cigarette tax 
(~ents perbpack) c Sales 

Sales tax adds 

lowad 

Illinois 
Wisconsin 
Minnesotae 
South Dakota 
Nebraska 
Missouri 

I II III tax rate 
n 10 --, 2. O'I.. 0 \ 

7 3.5% 
10 20 3. O'I.. 
8 16 ... none 
8 17 2.0'!.. 

-- -- 8 none 

-- 4 3. O'I.. 

to carton lot 
(1964) 

5 

8 
none 
none 
none 
none 

7 

acents per pack of cigarettes weighing 3 lbs. per 1,000 cigarettes or less. 

bcents per pack of cigarettes weighing more than 3 lbs. per 1,000 cigarettes. 

ccents per pack. 

din addition, 7.5 mills per 50 papers and 1 1/2 cents per 50 tubes. 

eAlso, 10 per cent of wholesale price of tobacco products. 

Source: Commerce Clearing House, State Tax Handbook, 1965. 

Tobacco Council, Cigaret Taxes in the United States, 
Vol. XIII, 1964. 
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TABLE 11 

ADJUSTED AND UNADJUSTED 
CIGARETTE TAX REVENUES• IOWA, 1954-1965 

Adjusted* Unadjusted 
(millions of dollais) (millions of dollars) 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

*Adjusted for rate changes. 

1.0 

7.1 

7.3 

7.6 

s.3 

11.5 

11.7 

12.0 

12.1 

14.5 

15.2 

Source: Office of State Comptroller. 

12.2 

11.7 

11.9 

12.2 

12.7 

13.9 

14.4 

14.7 

15.0 

15.2 

14.5 

15.2 

Evaluation. The taxation of cigarettes is supported by the notion that excessive 

use of the product imposes certain costs on society and therefore its use ought to 

be controlled or, failing this, the person purchasing the product ought to compen• 

sate society for the social cost of smoking. Presumably, the imposition of tax 

rates at high enough levels restricts the use of tobacco or compensates society 

for whatever social cost is involved in the use of tobacco (e.g., the revenues from 

cigarette taxes cause other taxes to be lower). 

However, within relevant price ranges the demand for cigarettes is not signifi• 

cantly affected by price changes so that the objective of curtailing use is not 
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wholly accomplished. (There is~ price, o~ course, ~7hich would significantly 

curtail use, but then at that price the extra private cost may exceed social cost, 

i.e., society could be more than compensated for the social cost of smoking.) 

Indeed, the fact that the cigarette tax is highly inelastic with respect to price 

is undoubtedly one of the reasons for the use of the tax. That is, it can 

reasonably be assured that a tax increase on cigarettes l7ill increase revenue. 

Further, the tax is administratively feasible and can be collected at relatively 

low cost. As a result, the state and federal cigarette taxes amounted to 46 per 

cent of the retail price in Iowa in 1964. 1 

In addition to the social cost argument, one must weigh the argument that 

the tax is regressive (see Table 12). Lower income groups pay proportionately 

more cigarette taxes than higher income groups. 

Iowa, like 17 other states, discriminates among classes of smokers by taxing 

only cigarettes. The relative importance of ~evenue from the taxation of other 

tobacco products varies considerably among the states which have such taxes 

(Table 13). In North Dakota, revenues from this source amounted to 3.1 per cent 

of total tobacco taxes, and in South Carolina revenues from the taxation of "other 

tobacco products" were 15 per cent of total tobacco taxes. 

The difference among the states in the relative importance of revenues from 

other tobacco sales is due partly to differences in tax rates and the number of 

other products taxed. In 1964, 2 states taxed only cigars; 1 state taxed cigars 

and smoking tobacco; 2 states taxed cigars, smoking tobacco, and chewing tobacco; 

and 12 states taxed cigars, smoking tobacco, chmiing tobacco, and snuff. 

The tax on other tobacco products is imposed on units sold, or as a per cent 

of the factory, wholesale, or retail price. In some states, the cigar tax varies 

directly uith the price of the product, which, unlike the cigarette tax, . allows 

people in lower income groups to reduce their tax burden by purchasing lower priced 

cigars. 

lrobacco Tax Council, Cigaret Taxes in the United States, Vol. XIII, 1964. 
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TABLE 12 

PER CENT OF M>NEY INCOME AFTER TAXES 
SPENT ON TOBACOO PRODUCTS IN THE URBAN U. s., 1961 

Income Class Per Cent 

Under $1,000 2.6 

1,000 - 1,999 1.9 

2,000 - 2,999 2.3 

3,000 - 3,999 2.1 

4,000 - 4,999 2.0 

5,000 - 5,999 1.8 

6,000 - 7,499 1.7 

7,500 - 9,999 1.4 

10,000 -14, 999 1.1 

15 , 000 and over 0.7 

Source: Consumer Expenditures~ Income, Urban U. s., 1960-61, BIS Report No. 237-38, 

April 1964, u. s. Department of Labor. 
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TABLE 13 ... -

STATES WHICH TAX BOTH CIGARETS AND OTHER TOBACCO PRODUCES 
(Fiscal year ending June 30, 1964) 

) . 

Percentage of total 
Cigaret taxes Other tobacco truces tobacco ta,ces from: 

Other Other 
Gross Net products Gross Net tobacco 
amount collections taxed* amount collections Cigarets 2roducts State 

l9, 167 , 66C $ 17, 730, 093 CSChSn $ 1,846,735 $ 1,709 , 065 . 91.2 8.S Ala • . 
3 , 773 ,817 3,585 , 126 CSChSn 563,904 535 ,7 00 87.0 13.0· Ariz. 

?7, 238,675 26,432,99 / C 753, 826 731,214 97.3 2.7 Ga. 
2,060,334 2,060,334 CSChSn 294,335 294,335 87.5 12.5 Hawaii 

n , 173 , 071 28,371,225 cs 1,640,688 1,493 , 222 95 .o 5.0 La. 
i9 , 421,618 20,153,726 CSChSn 1, 019, 842 994 , 345 96.6 3.4 Minn. 

15 , 785,006 14,206,506 CSChSn 1,492,786 1,343,507 91.4 8.6 Miss • . 
4 , 913,343 4 , 650,030 CSChSn 360,144 350,002 93.2 6.8 N...- H .. 
4 , 525,871 4 , 299,57 3 CSChSn 142,496 140,226 96.9 3.1 N .. D. 

19,447,900 18,671,395 CSCh / 2,441,040 2,343,539 88,8 11.2 Okla. 
11, 131,519 10, 574,944 CSChSn 1,964, 385 1,866,167 85.0 15.0 s. c. 
27,273,000 26,153,447 CSChSn 1,015,440 973,303 96.4 3.6 Tenn. 

91:093,627 89,812,189 CSCh 7,425,654 7,425,654 92.5 7.5 Tex. 
5 , 031,344 4 , 846.25 8 CSChSn 179,658 179, 65 C 96.6 3.4 Utah 
4,017,751 3,873 , 431 . CSChSn 248,591 243,621 94.2 5.8 Vt. 

15 , 399 , 423 14, 630, 945 C 540,085 513 , 120 96,6 3.4 Va. 
20, 424,028 19 , 914, 874 CSChSn 1,612,091 1,612,001 92.7 7.3 Wash. 

32,67C ,004 $317,967,143 $23,541,700 $22,748,770 93.4 6.6 Total 

1Taxes in the United States, 



The rate of tax in states which apply the tax to the wholesale price ranges from 

10 per cent to 25 per cent (Table 14). 

If the social cost argument has any relevance at all, it is difficult to 

justify a discriminatory treatment of cigarette smokers. It may be that there 

are different social costs involved in the use of different types of tobacco, but 

this argues for differential tax rates rather than the exclusion of some types 

of tobacco altogether. Mcreover, estimates of the additional yield from a com­

prehensive levy on.!!! tobacco products range in excess of $1 million, depending 

on the rates and bases applied to "other tobacco products." 
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State 

1ama 
ilea 
:ona 
nsas 
.fornia 
1rado 
1ecticut 
Mare 
·ida 
·gia 
lii 
10 
.nois 
.ana 

.as 

.ucky 

.siana 
1e 
•land 
achusetts 
.igan 
1esota 
issippi 

ouri 
ana 
aska 
.da 
Hampshire 
Jersey 
Mexico 
York 
h Dakota 

homa 

sylvania 
e Island 
h Carolina 
h Dakota 
.essee 
.s 

ont 
inia 
ington 
Virginia 

onsin 
ing 
ontinued 

TABLE 14 

STATE TOBACCO TAX RATESa 
As of Septeober 1, 1964 

Cigarettes 
(per package Cigars Smoking tobacco Chewing tobacco 

of 20)(b) 
6¢ 

(per 1.000, and snuff 
$1.00-$13.50 (c) .7S¢ per ou11oe(d,e) 

8 
2 $1.00-$10.00 1¢ per ounce .25¢ per ounce (£) 
6 - -
3 ' . - - -
3 
6 
5 
8 
8 $1.50-$20.00 

------20'/o of wholesale price----------.--
7 
4 
4 
6 
6 
2.5 
8 $1.20-$40.00 (g) 
6 
6 
6(h) 
7 
8 ----------1<1/4 of wholesale price----------
9 

4 
fl 
6 
7 

$1.80-$25 .20 1 1/~ for each 5¢ or 
fraction of retail 
price 

9/16¢ for each 
5¢ or fraction 
of retail price 

__________ 15% of retail pricC"..-. _________ _ 

8 
8 
5 
7 

5 
7 

8 
8 
5 
6 
7 
8 
8 
8 
3 
7 
6 
8 
4 

-----10'!.. of wholesale price--2¢ per 1 1/4 ounce 
( e, i) 

$3.50-$20.00 25% of factory price 

$1.00-$10.00 1¢ for each 5¢(e) 

20'/o of factory 
price (j) 

$1.00-$13,50 ----5% of retail pric-------­
$1.00-$15.00 -25% of factory list price(ji-----

------20'!.. of wholesale pric _________ _ 
$1.00-$13.50 • 
------.25% of wholesale pries----------
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Footnotes to TABLE 14 (Page 312) 

(a) In addition to these rates, there are special taxes on wholesalers and retailers. 
(b) Rate on most cODlllon size. Many states use graduated rates based on size or weight. 
(c) Range from 1¢ on package of l•l/8 ounces or less to 3¢ on first 2 ounces plus 2¢ 

for each additional ounce or fraction thereof. 
(d) Applies to che'1ing tobacco only; snuff taxed at rates ranzing from 1/2¢ on package 

of 5/8 ounces or less to~ on first 6 ounces plus 1¢ for each additional ounce. 
(e) Rate applies to base and any fraction thereof. 
(f) Applies to chewing tobacco only; snuff taxed at 1¢ per ounce. 
(g) Rates range from 1¢ on first S¢ of selling price to 4¢ on first 15¢ plus 1-1/3¢ for 

each additional S¢ of selling price. 
(h) Rate increases to 8¢ per package, effective January 1, 1965. 
(i) Applies to snuff only; chewing tobacco taxed at 1(1'!.. of wholesale price. 
(j) Does not apply to snuff. 

~ce: Tax Foundation, Inc., Facts and Figures on Government Finance, Thirteenth Edition, 
1964-1965. 

-313-

• 



IV, The Taxation and Sale of Alcoholic Beverages 

Description and yield. Iowa is one of 16 states which derives revenue from 

state-operated liquor stores. Revenues from this source include liquor store 

profits and 10 per cent of liquor -store sales. Five per cent of liquor store 

sales is allocated to cities and towns on the basis of population, and another 

5 per cent is used to reimburse local governc.ents for the loss of revenue from the 

property tax exemption granted to veterans. There is also a 10 per cent tax on 

gross receipts from the sale of alcoholic beverages by the drink, which became 

effective in July, 1963, after liquor by the drink was legalized. The tax on 

beer amounts to $2.48 per barrel of 31 gallons (see Table 15). 

The relative importance of each of these sources of revenue over the past 

decade is shcn-m in Table 16. Data for interstate comparisons are presented in 

T.able 17. Revenues available to cities and towns have increased by about 40 per 

cent over the period, while liquor store profits have increased by about 80 per 

cent. Beer tax collections have remained virtually unchanged. 

Evaluation. The taxation of alcoholic beverages is defended on the grounds 

that excessive use of the products imposes certain social costs on society (loss 

of work, automobile accidents, etc.), and therefore its use ought to be restricted. 

The sale of alcoholic beverages through a state monopoly system is an attempt to 

exert even greater social control over the sale and use of the products. 

The extent to which ta.~es or marked-up prices restricts the use of alcoholic 

beverages varies among the states. In some states the demand for liquor appears 

to be price elastic and in other states it is price inelastic. Aside from statis­

tical discrepancies, the different experiences among the states indicate that such 

factors as ~oonshining and purchases from neighboring states are more important in 

some states than others.I 

lThe latest elasticity estimate for the United States as a whole is -0.79, by 
Julian Simon, "The Price Elasticity of Liquor in the U. s. and a Simple Method of 
Determination," Econometrica, Vol. 34, No. 1 (January, 1966). For the various ex• 
periences among the states see Karl Marx, 11Tobacco, Alcoholic Beverages, and Pari­
Mutuel Taxes," Report of the Commission on Revenue, State of Illinois, 1963,pp.729-734. 
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TABLE 15 

BEER TAX RATES IN ICMA 
AND SURROUNDING STATES, 1964 

IOWA 

Iilinois 

Wisconsin 

Minnesota 

North Dakota 

Nebraska 

Kansas 

Missouri 

Tax Per 
Gallon 
(cent8) 

oo.o 

06.0 

03.2 

10.3a 

25.8b 

08.0 

12.oc . 

4.5 

8This rate applies to beer with an alcoholic content over 3.2%. A tax of 5.2 
cents per gallon applies to beer with an alcoholic content of 3.2% or less. 

hApplies to beer with an alcoholic content of over 3.2%. At rate of 25.8(:· applies 
to beer with an alcoholic content of 3.2% or less. 

CApplies only to beer with an alcoholic content over 3.2%. 

Source: Commerce Clearing House, State 15 Handbook, 1965. 
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TABLE 16 • 

REVENUES FROM nm TAXATlON AND 
SALE OF Al.COHOUC BEVERAGES, 19S4•1965 

Allocation 
to towns Liquor Occupation .• 

and cities store profits tax Bee.r tax . 
(thousanas (thousands (thoµsands (thousands 

Totai rear dollars) dollars) , :; 
1
dgllars) dolla£s), 1 , -

1954 3,740 4,500 3,233 -· 11,473 

1955 3,746 4,000 3,214 10;960 

1956 3,746 5,000 3, 1C9 11,935 

1957 3,758 4,500 3,122 11,330 

195C 3,836 5,000 3,072 11,953 

1959 4,120 6,550 3,095 13,765 

1960 4,332 6,500 3,235 14,067 

1961 4,436 6,500 3,246 14,182 

1962 4,434 7,00Q.\" 3,266 14,750 

1963 4,460 6,COO 3,301 14,561 

1964 4,978 7,225 3,0CO 3,413 lG,696 

1965 5,210 G, 103 3,939 3,442 20,694 

*Beginning in 1962, $3,750,000 was appropriated to the Liquor Control Commission 
for operating expenses. In 1962 and subsequent years, profits transferred to the General 
Fund were higher by that amount. These profits, therefore, over-state the "burden" on 
purchasers of liquor and the revenues derived from liquor store operations. The figure 
above for liquor profits is net of the appropriation for op£rating expenses. 

Source: Annual Report of Iowa Liquor Control Con:mission, and Office of State Comptroller. 
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IOWA 

l:llinois 

Wisconsin 

Minnesota 

South Dakota 

Nebraska 

Missouri 

TABLE 17 

PER CENT OF TOTAL GENERAL REVENUE 
FROH THE TAXATION ON SALE OF ALCOHOUC BEVERAGES, 

IOOA AND SURROUNDING STATES, 1965 

Total a Alcoholic 
General Revenue Beverages 

Cm1111ons dollars> (millions dollars) 

576.2 20.7 

1,847.3 48.0 

999.0 lS.8 

863.6 22.0 

164.3 3.5 

229.4 4.9 

816.6 10.8 

Per Cent 

3.6 

2.6 

1.9 

2.5 

2.1 

2.1 

1.3 

alncludes all state revenue except liquor store sales and insurance trust revenue. 
In the case of Iowa, however, liquor store profits (not sales) and the 10 per cent 
allocation of sales to towns and cities are included. 

Source: U. s. Department of Commerce, Compendium..21 State Government Finances, 1965; 
Office of Iowa State Comptroller. 
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TABLE 18 

PER. CAPITA REVENUE FROM ALCOHOLIC BEVERAGES, 
IOWA AND SURROUNDING STATES, 1965 

State Per capita rQ7enue 
1~1A $7 .so 

Illinois 4.50 

Wisconsin 4.54 

Minnesota 6.19 

North Dakota 5.60 

Nebraska 3.29 

liissouri 2.39 

Source: United Statec Department of Commerce, Compendium of State Government 
Finances, 1965, and Table 1 for Iowa. · 

It does not necessarily follow, however, that tax rates1 on alcoholic beverages 

are higher in Iowa. States which control the sale of liquor through a monopoly 

system derive 1.iore liquor revenue per capita on the average than private license 

states. The higher revenue in the monopoly states is apparently .!lQ!~ to an 

ability to charge prices higher than they would be under conditions of competi­

ticu~ In fact, the price of liquor is generally lower in the monopoly states. 

The combination of higher revenue and lower prices in monopoly states is duet o 

such factors as having lower costs of operation (e.g., fewer outlets, less excess 

capacity) and being able to purchase liquor at a lower wholesale price. 2 

½he net income from state-operated liquor stores is actually .!!l~ of 
taxes. 

2Julian L. Simon, "The Economic Effects of State Monopoly of Packaged-Liquor 
Retailing, 11 The Journal of Political Economy. Vol. LXXIV, No. 2 (April, 1966). 
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While a state monopoly system tends to increase revenues, there is no evidence 

that a state monopoly aystem, other things equai, discourages the cons1Jll'.4)tion of 

liqubr. If allowance is made for other determinants of liquor consuq,tion (e.g., 

income levels), per capita consumption in monopoly states is not significantly 

different from private license states.1 Thus, the argu~~nt that the private sale 

of liquor over•sti.Llulates consumption has no basis in fact. 

v. Death Taxes 

Description. Iowa has both an estate tax and an. inheritance tax. The estate 

tax is an imposition on the right to transfer property at death and is levied on 

the entire estate net of ~enses, indebtedness, exemptions, etc. The gross estate 

estimated for tax .purposes is tbe san,e as that determined for the federal estate 

tax, and the net estate is determined by deducting all allowable expenses provided 

by the federal lm-1. A tax credit for state estate taxes is allowed against the 
\ 

federal estate tax liability, and Iowa's estate tax is structured so that the 

federal tax credit is the total amount due Iowa. The total estate tax liability, 

therefore, does not exceed the ar.1ount which would be paid to the federal government 

in the absence of the state levy. Further, the estate tax is credited with what• 

ever inheritance tax is paid to I°"1a, so that the state estate tax does not result 

in any additional tax on the estate. 

The inheritance tax is imposed on the right to receive property, and it is 

levied on the share of the estate received by each beneficiary. In an attempt to 

prevent tax avoidance, the inheritance tax is imposed .when property is transferred 

in contemplation of death or when a transfer is to take effect upon the death of 

the donor. Unless the contrary can be proven, property which is transferred three 

years prior to death is presumed to have been transferred in contemplation of 

death. The tax is also imposed on property which is transferred prior to death, 

1 Ibid., pp. 192•193. - -319-
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but the donor reserves the right to a lifetime income from the property. Further, 

if property is p4ssed to someone with an understanding that the property be given 

to or shared with someone else in order to avoid taxes by a direct transfer, the 

property is taxed at the highest possible rate. 

The exemptions, brackets, and marginal tax rates differ according to the re• 

lationship of the heirs to the decedent. The current rate structure is a~ follows: 

Class A Heirs1 Class B Heirs2 Other Beneficiaries 

Bracket Rates Bracket Rates Bracket Rates 

0 - 5,000 17. 0 - 12,500 5% 0 - 50,000 l(T/. 
5,000 - 12,000 2'7. 12,500 - 25,000 6% 50,000 • 100,000 12% 

12,500 • 25,000 Ji 25,000 - 75,000 Tl. 100,000 and up 15% 
25,000 - 50,000 4% 75,000 • 100,000 8'7.. 
50,000 - 75,000 5'7. 100,000 - 150,000 91.. 
75,000 - 100,000 6% 150,000 and up 101. 

100,000 - 150,000 n. 
150,000 emd up 8% 

There are exemptions only for Class A h~rs. The exemptions are 

• as follows: 

• 

Husband or wife 
Child 
Hother or father 
Lineal descendant 

$40,000 
15,000 
10,000 
5,000 

Evaluation. For those who believe that taxes ought to be related to ability 

to pay, the taxation of gratuitous transfers of wealth is justified on the grounds 

~at the beneficiary of a transfer enjoys an increase in economic well-being. 

Considering the relative importance of death taxes in the overall tax structure 

of states, the ability-to-pay principle cannot be a significant factor in the 

adoption of such taxes (see Table 19}. Further, death taxes are not strictly 

related to ability to pay because they do not take into consideration the difference 

in economic circumstances among heirs • 

lausband or wife, child, father or mother, lineal descendant. 

2Brother, sister, son-in•law, daughter•in•law, and step children~ 
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in addition to the ability-to-pay principle, it is argued that death taxes 

are~ useful device to prevent undesirable concentrations of wealth and to promote 
I 

equality of opportunities. In some cases, death taxes may have the opposite effect. 

Owners of business enterprises might have to sell their business to other firms 

in order to avoid having to pay taxes by liquidating the estate. In other cases, 

estates may be liquidated at death and sold to holders of considerable wealth. 

To the extent that care is taken to provide for liquidity in order to pay 

death taxes, there may be a reduction in the availability of funds for "venture" 

TABLE 19 

INHERITANCE TAX AS A PER CENT 
OF TOTAL GENERAL REVENUE, IOWA 

AND SURROUNDING STATES, 1965 

State Per Cent 

IOWA 1.8 . 

Illinois 1.n 
Wisconsin 2.1 

Minnesota 1.6 

South Dakota o.n 

Nebraska 0.1 

Missouri 0.9 

Source: U. s. Department of Commerce, Compendium .2.t State Government Finances, 
1965. 

investment and capital formation. There will also be a reduction in the potential 

rate of capital accumulation to the extent that the tax absorbs funds which would 

otherwise be used for business investment. 

Like most other states, Iowa does not tax gifts. There is an incentive, 

therefore, to avoid death taxes by giving property away before death. To the 
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extent that the federal gift tax discourases this avenue of avoidance, the .absence 

of a gift tax at the stite ievel is not a serious problem. Nevertheless, death 

taxes do discriminate against people who, because of early death or ignorance, do 

not manage to give their property away 'While alive. 

VI, The Chain Store Tax 

An occupation tax is imposed on firms which conduct business through a system 

of chain stores and sell personal property at retail. The tax is graduated by the 

number of stores and is as follows: 

Number of stores Tax on each store 

Between 2 and 10 $ 5 

Between 11 and 20 15 

Between 21 and 30 35 

Between 31 and 40 65 

Between l~l and 50 105 

In excess of 50 155 

The law also provides for a number of exemptions from the tax, including 

non-profit cooperative associations, hotels, and persons selling coal, ice, 

lumber, grain, feed, agricultural seeds, fertilizer, twine, and building materials 

if the sales of such products in the ·state exceed 95 per cent of the person's total 

sales in the state. 

The presumed rationale for taxing chain stores is that there are inequities 

between chain stores and other merchants in the application of the property tax. 

It is contended that chain stores pay relatively fewer property taxes than other 

merchants because (1) they (chain stores) have relatively smaller invent.ories and 

a high rate of turnover, (2) they are able to shift inventory stocks among taxing 

districts between assessment dates, and (3) they fail to give assessors adequate 

information because of central bookkeeping practices carried on somewhere outside 

the taxing jurisdiction. 
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The arBUment has also been made that chain stores have an "unfair" economic 

advantage over other merchants because they are able to obtain discounts with 

large purchases. A tax presumably restores "competitiA>n" between chain stores 

and other merchants. Carried to its logical conclusion. this argument suggests 

that the government ought to impose discriminatory taxes on all firms with cost 

differentials in order to "equalize competition." The argument also flnplies that 

consumers should not benefit from the lowes~ possible price. 

Regardless of the merits of taxing cnain stores, the revenues from this 

source are negligible. In fiscal 1965, they amounted to $37.1 thousand, which 

was .005 per cent o : total general revenue (see Table 20). · Chain store tax 

collections by taxpayer classification appear in Table 21 • . 

1954 
1955 
1956 
1957 
195D 
1959 
1960 
1961 
1962 
1963 
1964 
1965 

Source: 

TABLE 20 

REVENUES FROM THE CHAIN STORE TAX 
1954-1965 

Revenue 
(Thousands of dollars) 

State Comptroller. 
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31.9 
32.C 
31.3 
40.3 
20.D 
30.1 
31..C 
32.8 
33.9 
34.4 

· 37.4 
37.1 
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TABLE 21 

CHAIN m:oRE TAX 00LLECT10Ns, BY;Bu~iNEss TYPE 
FISCAL YEAR ENDING JUNE 30,. 1965 , 

No. of 
Business Txee Permits Stores 

Drug Store 42 114 

Food Store 102 633 

Fumiture, Radio, 'lV, and 
Undertaking 59 299 

General Merchandise 39 466 

Hatcheries 6 21 

Lumber, Hardware, Paint, and 
Building llaterial ,.2 159 

Motor ·companies 59 2G6 

Oil Companies 99 4GS 

Restc.w:~ts 32 CZ 

Wearing Apparel C9 377 

Unclassified 190 622 

Totals 759 3,547 

Source: Tax Connn.ission. 

VII. !¼Juipment Car Tax 

Tax 
Collections 

$ 360.00 

6,467.25 

4,107.95 

12,105.00 

75.00 

985.35 

1,743.35 

6,285.10 

257.42 

2,098.05 

2,970.00 

37,454.97 

For every freight line and equipment car company there is deducted the actual 

value of all cars locally assessed. Sixty per cent of the difference is assessed 

to the company and taxed at a rate by the State Tax Commission which is ·equated, 

as nearly as possible, to the average rate in the state. Revenues from this 

source are allocated to the General Fund. The tax applies to companies engaged in 

operating, furnishing or leasing cars which are not otherwise listed for taxation. 

The equipment car tax is a very minor source of revenue. In 1965, it amounted 

to .02 per cent of total general revenue. 
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1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 

TABLE 22 

REVENUES PROM THE EQUIPMENT CAR TAX 
1954-1965 

Revenue 
(Iboysands of dollars) 

101.3 

102.6 

101.4 

106.1 

110.6 

109,8 

113.4 

127.7 

124.2 ----- 116.7 

111.s 

114.:J 

Source: State Comptroller 
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Research Meinorandum VIII 

Sunmary and Conclusions 

THE INDIVIDUAL INCOME T~ 

-------------------

GSISt:rS 
JAP 
9/25/66 

1. Iowa's individual J.ncome tax yielded some $60 million in fiscal 
I , 

1965. It ranks, in teims of revenue productivity, as the second most 

impdrtant source of geJetal p~rpo~~ state tax revenue. Under present tax 

rates and provisions, inaividual income tax collections ar~ expected to 

incre~se annually by ,approximately 8 per cent~ Assuming the continuation of 

this growth rate, collections ~111 more than double by 1975 and the t~ wil1 

become the single most productive source of general purpose state tax 

revenue. 

2. Aside from its yeild responsiveness to economic growth, the individual 

income tax has the major advantage of being weli silited to adjustment to the 

taxpayet•s economic capacity. Unlike the property tax and typical retail 

sales tax, the burden distribution of the income tax can be predetermined 

by taking into account income levels, family size, age, employment status, 

source of income, and other indices of the ability of the individual to con• 

tribute to the support of government. 

3. As to equity considerations--concerning the treatment of the higher 

income groups compared to the lower income groups•-the individual income tax 

is the only significant non-regressive component in the present Iowa State• 

local tax structure. The statutory graduated rates, however, overstate the 

effective progressiv~ty of the levy. Because of the broad deduction pro• 

visions, particularly the deductibility of all federal income taxes paid, 

the distribution of effective tax rates (i.e., tax liabilities as a 

percentage of household income) is only nominally progressive. Thus, the 

substitution of a proportionate rate structure with personal credits and no 

-326-

• 



or limited deductibility of federal income taxes for the present provisions 

would involve no loss of progression. 

4. The recent enactment of a withholding system or pay-as-you-earn basis 

under the Iowa income tax should prove to enhance the equity, ~fficiency, and 

revenue adequacy of the levy. Withholding bas already improved income tax 

enforcement and taxpayer compliance. 

5. The combined impact of federal deduc~ibility on the absolute tax yield, 

·<>n the responsiveness of the yield to economic growth, and on the distribution 

of burden of the individual income tax suggests that the provision be 

'Jl()dified. It presently "costs" the State of Iowa (i.e., other -sources of 

revenue) over $15 million annually, with the majority of the 30 per cent revenue 

"loss" accruing to the benefit of taxpayers in the higher income brackets. A 

maximum deduction of $200 per taxpayer would "save" the State some $12 million 

per year. 

6. Regarding the effects of the individual income tax on the State's 

economy, it is important to realize that such effects cannot be properly 

evaluated in isolation. It is the differential effects of the income tax 

compared to those of alternative revenue measures, primarily property and 

sales taxes, which are significant. In this context, the income tax as a fiscal 

device is clearly superior to the property tax and on par with the sales tax. 

All three of these levies are permitted as an offset against federal taxable 

income thereby serving to reduce whatever, if any, adverse economic effects are 

associated with the State-local imposts. 

7. Tae possible use of the individual income tax as a direct source of 

local government revenue should be restricted to supplements (piggy-back) to 

the State levy encompassing areas no smaller than counties which are rela~ 

tively self-contained trading and economic areas. 
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1 1 Introduction 

Iowa adopted the individual income tax in 1934. Initially, the statutory 

tax rates 'ranged from 1 per cent of taxable income under $1,t>OO to 5 per cent 

of taxable income over · $4,000. Personal credits in .lli!! of exemptions were 

provided at $6 per taxpayer and $2 per spouse and dependent. Presently the 

graduated schedule of statutory tax rates ranges from 0.75 per cent for the 

lowest taxable income bracket to a high of 3.75 per cent at the top end of the 

income scale.1 Personal credits are now $15 per taxpayer and spouse and $7.50 

for each additional dependent. 

Income tax collections expressed as a percentage of State personal income 

have increased from 0.3 per cent in 1935 to 0.9 per cent in the most recent 

year for which comparable data are available. This development has occurred 

even though rates have been reduced several times and personal credits 

increased. 2 It is accounted for by the substantial growth in the level of 

income of taxpaying units. 

Over time, collections from the individual income tax have increased 

some 8 per cent annually. At this "natural" growth rate, and asswning a 

4 per cent annual increase in the income of Iowans, the yield of the individual 

income tax will exceed $130 million by 1975. The relative responsiveness of 

income tax yields to economic growth is a noteworthy characteristic. Estimates 

suggest that income tax revenues will rise by 1.4 per cent for each 1.0 per 

cent rise in incQIIle. In large part, this relatively high "elasticity coefficient" 

is explained by the graduated rate structure and personal credit provisions. 

1A surtax of 0.75 per cent applies to taxable incomes in excess of $9,000. 

4rhe basic rate and credit provisions were last changed in 1953. 



• II, Interstate Comparisons 

Individual income tax collections for 1965 "in tot~l and as a percentage . , 

of total state tax collections are shown in T~bi~ i! '.t-b~~e are five , •tates 
. ' I l . •• i ·. . :: . · 

in the seven state North Central tensus Region which iibpose broad•based 

irldiv~~i ~come taxes. :' Thirty-three states in ah c~rrently employ the levy~ 

Tiie liriporttinb~ of tlie iticouie tax ~s a ~ource of r~'7enue to the sta~es· 

dtffers cons!derab1y~ Fot ,i1 the tdxlrl~ stat~&~ it provides?~ per cent of 

the totai coliectiOtlS. 
• I 

Oregon reheive~ jus~ about orle~balf Of itl tax revenue 
.. 

from this source, and Minnesota, one-third. For Iowa, the proportion t• 17.4. 

per cent. 

Selected Provisions. Variations in the structural provisions of income 

tax statutes are primarily responsible for the differences in relative per 

capita revenue yields among the states • . The tax rate provisions, exemption 

levels, and the extent of the deductibility of federal income taxes appear to 

be the most crucial factors. Tax rate schedules for each of the thirty-three 

taxing states, together with special features are given in Appendix Table I. 

The highest statutory top-bracket rate of 12 per cent is imposed by 

Minnesota, Delaware, Hawaii, and North Dal~ota assess at a top rate of 11 per 

cent. Three per cent is the highest first-bracket rate, applied in Colorado, 

North Carolina and Oregon. Statutory rates, . however, are only the first 

step in comparing actual rate structures in the income tax states. As earlier 

mentioned, the provisions relating to personal exemptions and deductions, 

especially of federal income taxes from the state tax base, serve to reduce 

taxable income. To examine meaningfully the composite impact of the different 

structural provisions, tax liabilities were computed for a hypothetical 

married couple claiming two dependents.at selected income levels. Tax 

liabilities were then translated into ''effective rates" by relating them to 

individual adjusted gross income (i.e., income after business deductions bu~ 

before personal exemptions and other allowable deductions). The end results, 

presented in .Table 2, give a more acc~rate descriptioo of the degree of actual 
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TABLE 1 

STATE TAX COi.LECTIONS, TOTAL AND. PERSONAL .INCOME TAXES, ·BY STATES. 1965 
(Dollar amounts in thousands) , . 

- ' 
. . . ·, . • . . .. 

Personal income· tax 
Per cent 

j State totai Amo1mt of total 
Alabama ) 414,370 $ 46,il6 11.2 
Alaska 44; 019 16,123 36.6 
Arizona 236,965 14,~62 6.1 
Arkansas 217,361 17,922 0.2 
California 3,132,171 410,406 13.1 
Colorado 26C, 175 59,946 22.4 
Connecticut 390,537 -- .... 
Delaware 120,946 42, ln3 34.9 
Florida 762,402 -- --Georgia 54G,3GC 64,270 11.7 
Hawaii 154,C04 38,550 24.9 · 
Idaho 92,213 20,362 31.3 
Illinois 1,210,689 -- --
Indiana 64C,646 123.253 19.0 
ICMA 331,2G6 57,554 17.4. 
Kansas 265,261 33,0G4 12.5 
Kentucky 391,496 56,027 14.5 
Louisiana 531.272 23,515 4.0 
Maine 117,735 ·- --Maryland 527.531 140,281 26.6 
Massachusetts 674,901 219,751 32.6 
Michigan 1,328,571 \ -- --
Minnesota 519,469 173,901 33.5 
Mississippi 266,301 3,912 3.3 
Missouri 503,604 57,117 11.3 
Montana 79,560 16,657 20.9 
Nebraska 115,222 -- --Nevada 75,193 

;-12&!1 --
New Hampshire 54, Oli4 3.9 
New Jersey 543,550 s' 361.2/ 1.5 
New Mexico 18C,445 16:219,£/ 8.6 
New York 2,862,2CC 1,131,731 39.5 
North Carolina 637,992 136,351 19.D 
North Dakota 02, m;o 7,956 9.7 
Ohio 1,035, OC7 -- ... 
Oklahoma 357,571 26,4~ 7.4 
Oregon 27C,SOO 135,890 48.7 
Pennsylvania 1,554,546 -- --
Rhode Island 124,622 -- --South Carolina 309,492 43,359 14.0 
South Dakota 64,1C2 -- --Tennessee 433,G72 6,C62!/ 1.6 
Texas 1,167,247 -- --Utah 147,520 22,511 15.3 
Vermont . 63,205 lo,724 29.6 
Virginia . 477,605 142,064 29.7 
Wasbi.ngton 601,5~6 -- --
\-lest Virginia 241.360 20,706 C.6 
Wisconsin 732,354 272,849 37.3 
Wyoming 47,920 ... --
U. s. total 26,104,036 3,642,167 14.0 
Total for 33 States with 

broad-based personal 
income taxes 16,44n,231 3,624,!316 22.0 • 



Footnotes to Table 1 (Page 330) 

' 
.!/Tax on income from dividends and intere·st only • 
.hf11 coamuters' tax;" applies only to income earned in New Jersey by 

residents of New York. 
sl1ncludes an unsegregable amount from corporation income taxes. 

Source: u. s. Bureau of the Census, State Tax Collections 1n 1965 
and Federal-State Coordination of Personal Income Tl£Ses, 
Advisory Camnission on Intergovernmental Relations (October, 
1965). 

progression contained in the state income taxes. 

For a 1DArried couple with two dependents, the Iowa income tax does not 

impose any tax liability until the taxpayer earns $5,500. At that level, 

the "effective rate" is 0.9 per cent. By way of contrast, the same 

couple with the same income has an "effective rate" of 2.3 per cent if its 

residence is Y.d.nnesota, or over 2 1/2 times the amount of income absorbed by 

the Iowa tax. As indicated in the fifth column of Table 2, the taxpayer 

in Iowa would not be subject to an "effective rate" in excess of 2 per cent 

until his income approached $10,000. Between $10,000 and $25,000 of income, 

the Iowa ratios of tax liability to adjusted gross income increase from 

2.1 per cent to 2.4 per cent, that is, by 14 per cent. Income, on the other 

hand, is increased by 150 per cent. In short, though the Iowa individual 

income tax is the only significant progressive element in the State-local 

tax system, its distribution of tax burdens can hardly be considered an 

excessive extension of the principle of progressive t~:ation, 

All states employing general income taxes provide for personal and 

dependency allowances. In the great majority of states, these allowances 

take the form of deductions from adjusted gross income. Since they are 

deducted before the statutory rates are applied, income iG removed from the 

top bracket. As a consequence the tax-saving value of the personal exemption 

provisions varies with the income brackets. For example. Ydssissippi allows 

a taxpayer exemption of $5,000. At the 3 per c~nt top rate, the exemption is 
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TABLE 2 

EFFEC'IIVE RATES OF STATE PERSONAL INCOME TAXES FOR SEI.ECTPJ> ADJUSTED GROSS 
INCOME LEVELS, MARRIED COUPLE WITH 'l'WO DEPENDmas. BY STATE, DECEMBER 31, 1965 

State 

Alabama 
Alaaka 
Arizona 
Arkahsas 
Californ11 
Color~o! 
Delaware 
Georgia/ 
Hawaii.! 
Idaho 
Indiana!/ 
ICMA 
Kansas 
Kentucky 
Louisiana 
Maryland 
Massachusetts 
Minnesota 
Mississippi 
Missouri 
Montana 
New Mexico 
New York 
North Carolina 
North Dakota 
Oklahoma 
Oregon 
South Carolina 
Utah 
Vermont 
Virginia 
w. Virginia 
Wisconsin 

Federal tax 

--------
--

-3.2 

-1.0 

--
·.4 

.2 

.a --

--
.7 ... 

----

--
-.1 

.s --
--.s 

* 
.2 
.3 

.5 

.2 

.7 ... 
• 4 
.7 
.s 
.3 

1.5 
2.0 

.3 

.4 

.1 

.3 

.a 

.1 
1.9 
.6 
.7 
.9 

1.0 
.s 

1.0 
.9 

2.3 

.4 
.1 
.6 
.s 

1.3 
.4 
.3 

1.7 
.5 

1.1 
1.3 
1.0 
•• 6 
2.3 . 
6.7 

.a 
1~9 .,6 

,9 
.3 
.9 

1.3 
.s 

3.1 
1~4 
1.0 
1.s 
1.2 
1.7 
.1 

1.4 
1.3 
3.3 

.1 
1.3 

.7 
1.5 
2.0 

.6 

.4 
2.5 
1.0 
1.7 
2.7 
1.5 
.• 7 
2.9 
9.2 

•9 
1.3 
.s 

1.s 
2.2 
1.0 
4.2 
2.2 
1.3 
2.1 
1.8 
2.3 
.4 

1.9 
1.7 
4.1 
.s 

1.0 
1.9 
.s 

2.2 
2.9 
1.2 
.7 

3.3 
1.5 
2~4 
3~7 
2.3 
.s 

3.7 
11.1 

2.1 
2.6 
1.4 
2.0 
1.0 
2.4 
3.8 
2.2 
4.9 
3.2 
1.6 
2.2 
1.9 
2.1 
.s 

2.0 
1.6 
4.8 
1.1 
1.4 
2.9 

.9 
3.5 
3.6 
2.1 
1.1 
3.7 
2.7 
3.1 
4.3 
2.8 
1.0 
4.5 

13.3 

1.9 
2.s 
1.6 
3.2 
4.8 
3.1 
5.8 
4.0 
1.7 
2.4 
2.4 
3.1 

.9 
2.2 
1.7 
5.6 
1~6 
1.7 
3.6 

.9 
s.o 
4.4 
3.8 
1.6 
4.4 
3.8 
3.4 
4.9 
3.3 
1.2 
5.6 

16.1 

Note: In computing income taxes, it was assumed that all income was from wages 
and salaries and earned by one spouse. For State tax computations the optional 
standard deduction was used except for the $17,500 and $25,000 income classes 
where it was assumed that deductions are itemized. For Federal tax computa­
tions (other than the $17,500 and $25,000 A.G~I• classes) the following per­
centages of A.G.I. were used for estimated deductions: 16% through the $7,500 
A.G.I. class and 14% for the $10,000 class. In computing the State tax at 
the $17,500 income level, itemized deductions were assumed to be $2,640, ex• 
cluding the State personal income tax. For those States that allow deduction 
of the Federal income tax, the itemized deductions were assumed to be $2,850 
in computing the Federal tax liability. (addition of estimated State income 
tax less certain deductions not allowed for the Federal tax); except that 
where the State individual income tax is itself deductible for State income 
tax purposes, the actual State tax liability was added to the $2,640 for 
both Federal and State tax computations. The canparable State and Federal 
estimated itemized deductions used in computing the tax at the $25,000 level 
are $3,475 and $3,843, respectively. New Hampshire and Tennessee are excluded 
since their personal income taxes apply only to interest and dividend income; 
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(Notes re: Table 2, page 332•continued) 

also excluded is the New Jersey "cODJDUters' i _ncome tax." Data for Nebraska 
are not available. "Effective rates" are computed as the ratio of tax 
liability to adjusted gross income (i.e., income after business deductions 
but before personal exemptions and other allowable deductions). 

* Less.than .05 percent • 
. 

~/ Negative rates result from credits allowed for sales taxes paid on food 
(Hawaii also allows a credit for each dependent who is a student). If 

· the credit exceeds the tax liability, the taxpayer can apply for a refund. 

Source: Reproduced from Federal State Coordination .2f Personal Income Taxes, 
Advisory Coumission on lntergovermnental Relations (October 1965), p. 99. 

"worth" $150. The Kansas $600 exemption is "worth" $39 at the top 

income bracket, to which a 6.5 per cent rate is applied. 

In Iowa and five other states {Arkansas, Idaho, Kentucky, Minnesota, 

and Wisconsin), the personal exemption is provided in the form of a tax 

credit (i.e., deduction from tax liability) rather than the usual deduction 

from income. In c;ontrast to the varying "tax-savingu. value of the deduction 

for personal exemptions, the value of the tax credit remains fixed or 

constant, regardless of the income bracket of the taxpayer. The personal 

exemption provisions for each of the income tax states are given in Table 3. 

Also included are the additional exemptions provided by the states· for 

dependents, the elde_rly, and blindness. Needless to say, the level of the 

personal exempeion or credi~ has significant effects on tax yield and on the 

degree of progressivity and of responsiveness to economic growth of the 

income tax. 

As the data in Table 3 indicate, state personal exemptions typically 

mirror the federal provisions both as to levels ($600) and coverage of spouse, 

dependents, and special categories. Iowa is among the relatively few states 

granting exemptions substantially higher than the federal counterpart. The 

lowest taxpayer allowance is $370, which is incorporated in the Wisconsin 

statute in the form -of a $10 tax credit. 

There is considerable uniformity among the states in the allowance of a 

standard optional deduction and of deductions for specified itemized 
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TABLE 3 

STATE INDIVIDUAL INCOME TAXES: PERSONAL EXEMPTIONS, DECEMBER 31, 1965 

Personal exemption Additional e;ePJPtion on account of•· 
State 

Single Married Dependents Agel/ Blindness.!/ 

~iabama $1,500 
C jgh;ii ;cetnl.lll 

3,000 $300 ........ ' •••••••• 
1laska 600 1,200 600 $600 $600 
~izona all 1,000 2,000 600 1,000 500 
~kansa 17 .so ( ( 1, 750) 35 (3,250) 6 (333) •••••••• •••••••• 
:al,ifornia 1,500 3,000 600 •••••••• 600 
:oioradoJ./ 750 1,500 750 750 750 
)elaware 600 1,200 600 600 600 
:eqrgia 1,500 3,000 600 600 600 
lawaii 600 1,200 600 60c6/ 5,000 
id41to,2./ 600 1,200 / 600 600 600 
Cn4ian~/ 1,000 2,0002 500 500 500 
cc,w~/ 15 (1,500) 30 (2,333) 7 .50(333) I 15]_/ isl! 
~&lSaB 600 1,200 60~ ·600 600 
~et}tucq,Y' 20 (1,000) 40 (2,000) 20 (1,111) ,20 (1,000) 20 (1, 000) 0/ 
:.01f-isiana 2,500 (50) 5~ 000 (100) 400 co)!! •••••••• 1,000 (20}1.Q 
1&uland 300 1,600 soQll/ noo 000 
1a•sachusetts12/ 2,000 2,500-4, 000 400§./ •••••••• 2,000 
ti.QnesotaY 19 (1,050) 38 (1,683) 19 (541) l:Jl. 11I 
1ii,sissippi 5,000 1.000 •••••••• •••••••• •••••••• 
ibsouri 1,200 2,400 400 •••••••• •••••••• 
1ontana 600 1,200 60~/ 600 600 
ie}?raskill/ 600 1, 200 · 60Q!;l/ 600 600 
qew Mexico 600 1,200 60~/ 600 600 
i~ Yorkll/ 600 1,200 6oa§/ 600 600 
fotth Carolina 1,000 2, ooo!.§.I 300 •••••••• 1,000 
fo11th Dakota 600 1,500 600 600 600 
)kl,ahoma 1,000 2,000 500 •••••••• •••••••• 
)r~gon 600 1,200 60017 / 1Jl/ 6oo!§./ 
>04th Carolina 800 1,600 80~/ 300 800 
Jtah 600 1,200 60~ •••••••• 600 
lei;mont 500 1,000 500 500 500 
fi11ginia 1,000 2,000 20~/ 600 600 
~e~t Virgi1ia 600 1,200 6oaQ/ 600 600 
,]if:.iconsirJ. 10 (370) 20 (740) 10 (402) s2,.!/ •••••••• 
Di~trict of Columbia 1,000 2,000 500 500 500 

V ' In most States an identical exemption is allowed for a spouse if she meets the age 
and blindness conditions. In Massachusetts the deduction is allowed against business 
income only. In Hawaii the $5,000 blindness deduction is allowed in lieu of the 
personal exemption. 

~/ Personal exemptions and credits for dependents are allowed in the form of tax credits 
which are deductible from an amount of tax. With respect to pernonal exemptions, 
the sum in parentheses is the exemption equivalent of the tax credit assuming that 
the exemption is deducted from the lowest brackets. With respect to the dependency 
exemptions, the sum in parentheses is the amount by which the first dependent raises 
the level at which a married person or head of family becomes taxable. 

ii In addition to the personal exemption deductions, a sales tax credit is provided. 
, See table. 

~/ Individuals establishing residence in Hawaii after the age of 65 are subject to tax 
on income from Hawaii sources only (the tax is imposed on the entire taxable income 
of resident individuals, estates, and trusts). 
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ootnotes to Table 3 (Continued) 

/ In addition to the personal exemption deductions, a $10 tax credit is allowed for 
each personal exemption. .,.;.. 

/ Each spouse is entitled to the lesser of $1,000 or adjusted gross income. 

/ Single person, $833; married couple, $1,167. 

/ The exemption is allowed for students regardless of age or income. 

/ The .exemptions and credits for dependents are deductible from the lowest income 
bracket and are equivalent to the tax credits shown in parentheses. 

~/ An identical exemption is allowed for a spouse or for a dependent. 

/ The exemption is allowed for students regardless of age or income, and an addi• 
tional credit of $800 is allowed for each dependent 65 years of age or over. 

/ The exemptions shown are those allowed against business income, including salari~s 
and wages: a specific exemption of $2,000 for each taxpayer. In addition, a de• 
pendency exemption of $500 is allowed for a dependent spouse who has income from 
all sources of less than $2,000. In the case of a joint return, the exemption is 
the smaller of (1) $4,000 or (2) $2,000, plus the income of the spouse having the 
smaller income. For nonbusiness income (annuities, interest, and dividends) the 
exemption is the smaller of (1) $1,000 or (2) the unused portion of the exemption 
applicable to business income. Married persons must file a joint return in order 
to obtain any nonbusiness income exemption. If a single person, or either party 
to a joint return, is 65 years of age, the maximum exemption is increased from 
$1,000 to $1,500. No exemption is allowed against nonbusiness income if income 
from all sources for a single person exceeds $5,000 and for a married person ex­
ceeds $7,500. 

~/ An additional tax credit of $20 is allowed for each taxpayer or spouse who has 
reached the age of 65. Additional tax credits for the blind: unmarried, $20; 
married, $25 for each spouse. 

Effective January 1, 1967 (subject to referendum). 

In addition to the personal exemptions, the following tax credits are granted: 
Single persons, $10; married taxpayers and heads of households, $25. 

~/ An additional exemption of $1,000 is allowed a married woman with separate income. 

~/ A credit of $1 is allowed for each $100 actually contributed by the taxpayer as 
partial support of a person who could qualify (except for the chief support require• 
ment) as a dependent. The credit shall not exceed $6. 

~/ A tax credit of $12 is allowed for each taxpayer or spouse who bas reached the age 
of 65. A blind taxpayer and his spouse (if also blind) are allowed an additional 
$600 exemption plus a tax credit of $18 each. 

~/ The exemption is extended to dependents over the age of 21 if they are students in 
an accredited school or college. 

!/ Exemption for one dependent of unmarried person is $1,000, if dependent is father, 
mother, son, daughter, sister or brother. 

~/ Single person, $135; married couple $402. 

,urce: Same as Table 2. 
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expenditures. Generally all business expenses are deductible, as well as 

those nonbusiness items which are deductible -under the federal income tax. 

Several states have, however, introduced minor differences in their de• 

duction provisions. Minnesota, for example, allows a limited deduction 

for personal political campaign expenses and political contributions. 

Alabama and Oklahoma provide for limited deductibility of outlays incurred 

in the construction of fallout shelters. But the major difference between 

the federal and state deductibility provisions is in the treatment of taxes, 

particularly federal income taxes. 

The federal law permits the deduction of state income taxes paid. 

Nineteen states (including Iowa), also provide for the deduction of all or 

a limited amount of federal personal income taxes in the computation of 

state tax liability. The impact of the provision for the deduction of 

federal income tax on state tax returns is significant on tax yields and 

on the distribution of burden under the state income taxes. Suffice to say 

here that with the graduated federal tax rate structure, and this deducti• 

bility provision, taxpayers at the lower end of the income scale contribute 

a proportionately larger share of the total state income tax collections. 

These implications are discussed in further detail in the next section. 

III. Iowa's Individual Income Tax 

The Imia taxing statute defines taxable net income as adjusted gross 

income for federal tax purposes, plus interest on state bonds, less interest 

on federal bonds, and minus allowable deductions. Under present law, there 

are six major categories of deductions, and each bas its counterpart in 

the federal income tax. There is first the allowance for extraordinary 

personal expenditures, e.g., medical expenses, fire losses, etc. Second, 

there are deductions for contributions to charitable, religious, scientific, 

and educational organizations. The . third category provides for the deduction 

of taxes paid (except the Iowa income tax). Fourth, a miscellaneous 
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group includes deductions for such nonbusiness items as union dues. The 

fifth is the optional standard deduction of t~e lesser of 5 per cent of 

income or $250. And the last, is the deduction provided on all returns for 

federal income taxes paid. 

To arrive at tax liability, the statutory rate structure is applied 

to taxable net income. -From the computation of tax liability, the taxpayer 

is allowed to deduct a personal credit of $15 ($30 for married couples filing 

joint returns) and dep~ndency credit of $7.50 to arrive at tax due. Addi­

tional credits are provided for persons over 65 years of age and for the 

blind. 

The extent of conformity between the Iowa tax and the Federal Internal 

Revenue Code is substantial. In essence, the Iowa tax defines net income 

(before personal exemptions) for State purposes as federal net income (also 

before exemptions), with only minor modifications, notably the treatment of 

interest on government securities. The advantages of such conformity in 

terms of the convenience of taxpayer~ compliance and of the efficiency of 

tax administration and enforcement are widely acknowledged. In 1962, Iowa 

entered into agreement with the Internal Revenue Service for the cooperative 

exchange of tax records and related information. It ifi one of twenty-nine 

states out of thirty-three with broad-based individual income taxes now 

working with the federal govermnent in the field of tax administration. 

The Iowa legislature, along with the governing bodies of Arkansas and 

Kansas, established the withholding system beginning in 1966. General with­

holding, applicable to both residents and nonresidents is now operative in 

all states but three which impose the individual income tax. · A list of the 

states requiring collection of income taxes at the source, and the year in 

which the practice was adopted, is contained in Table 4. The experiences of 

other states suggests that increases in revenue ranging from 10 per cent to 

25 per cent will likely result from the improved taxpayer compliance pro• 

duced by the introduction of withholding. 
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TABLE 4 

WITHHOWING OF STATE PERSONAL INCOME TAXES 

Withholding Year Periodicity of 
State reguired effect&vs ~uploxe£ returns 

Alabama X 1956 Quarterly 
Alaska X 1949 do 
Arizona X 1954 do 
Arkansas X 1966 do 
California ll -- Annually 
Colorado X 19S4 Quarterly 
Delaware X 1949 do 
Dist. of Col. X 19S6 do 
Georgia X 1960 do 
Hawaii X 1957 Monthly ll 
Idaho X 1955 Quarterly 
Indiana X 1963 do 
1<:MA X 1966 do 
Kansas X 1966 do 
Kentucky X 1954 do J_I 
Louisiana X 1961 do !f_l 
Maryland X 1955 do 
Massachusetts X 1959 Quarterly J./ 
Minnesota X 1961 do 
Mississippi -- -- --
Missouri X 1961 Quarterly 
Montana X 1955 do j/ 
Nebraska X 1967 11 do 
New Mexico X 1961 Monthly 
New York X 1959 do 
North Carolina X 1959 Quarterly 
North Dakota -- --
Oklahoma X 1961 do 
Oregon X 1948 do 1.1 
South Carolina X 1959 do 
Utah X 1959 do 
Vermont X 1951 doll 
Virginia X 1963 do 
West Virginia X 1961 do !}_I 
Wisconsin X 1962 do 

X Denotes "yes;" -- denotes "no" or "not applicable." 
1/ Withholding applies to nonresidents only. 
];./ The Director of Taxation may grant permission to employers with an annual 

liability to pay over withheld income taxes not exceeding $200 to make re­
turns and payments on a quarterly basis. 

J./ Except that employers withholding income taxes amounting to $100 or more 
per month are required to remit on or before the 15th of the following month. 

!J./ At the request of the employer, the Collector of Revenue may permit a with­
holding tax return to be submitted and the tax to be paid on a monthly basis. 

~_I Except that returns and payment of taxes withheld by any employer who can 
reasonably expect that taxes withheld will exceed $600 for the calendar year 
are due monthly. 

§I If total quarterly taxes withheld are less than $10, an employer may make 
an annual return. 

ll Subject to referendum. 
Footnotes continued on next page. 
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Footnotes to Table 4 (Continued) 

~/ Except that where the amount withheld is at least $200 per calendar month 
or exceeds $600 per calendar quarter, employers are required to report 
1110nthly. 

2/ The Tax COIJlnission may by regulation provide for returns and paymaiit on 
the 15th day of each month for employers withholding taxes of $100 or more 
for the preceding calendar month. 

Source: Same as Table 2. 
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IV, The Iowa Income Tax 

Tax Returns and Tax Liabilities. In the most recent year for which de-

tailed data are available (1963), over 000,000 returns vere filed under · the 

Iowa personal incOJ:?e tax. Taxable returns, however, accounted for only 70 

per cent of this total. The remainder, or 30 per cent, were filed, but con-
' 

tained no positive tax payment due. Tables 5, 6, and 7 present data on number 

of returns filed by adjusted gross income classes, tax paid and marital status. 

Y10st of the taxable returns, 02 per cent, were ret~rno of married persons, 

as shown in Table 7. Single persons accounted for lD per cent of the tot~l 

taxable returns. In the aggregate (Table 5) more taxable returns were filed 

from the low to middle income brackets of $3,000 to $7,000 than from any 

other; 62 per cent of the total. And, the largest number of taxable returns 

contained payraents of between $50 and $100. It is interesting to note the 

number of returns with adjusted gross income over $15,000 but containing no 

positive income tax liability. For the highest recorded income bracket (i.e., 

$25,000 and over), some 55 returns listed no tax due. These results are 

attributable primarily to combined effect of deductibility of the federal 

income tax liability and the tax credits. 

Effective Rates. The overall distributional pattern of Iowa's personal 

income tax for 1963 is provided in Table 8. Effective rates (i.e., tax pay­

ments as a percentage of adjusted gross income), as given in colunm 3, rise 

from an infinitesimal amount for those with incomes under $1,000 to a maximum 

of 2 per cent for those with incomes over $15,000. The figures in column 2 

show the percentage of the total tax paid by each income group. About half 

the total ta.~ payments are the responsibility of taxpayers with incomes between 

$5,000 and $10,000. 

In Tables 9 and 10, the effective rates by income and occupation groups 

are given. On both joint and separate returns, retired persons have lower tax 
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TABLE 5 

TOTAL NUMBER OF INCOME TAX RETURNS BY INCOME AND·. TAX PAID, 1963-

State Income Tax Paid 
Adjusted Less -
Gross than $500- $1,000 & Total 

Income None $10 $10-$25 $25-$50 $50-$100 $100-$200 $200-$500 $1,000 Over Returns 

Under $1,000 37,137 55 4 2 2 -- -- -- 37,·2·00 

$1,000 • $ 2,999 152,263 46,672 20,469 358 25 16 4 ---··· - - ·- 219,801 

3,000 - 4,999 48,074 26,823 66,576 77,104 13,060 26 2 -- -- 231,673 

5,000 - 6,999 4,919 2,772 11,367 43,503 103,259 10,-111 6 -- -- 17.5,997 

7,000 - 9,999 1,149 211 505 2,272 33,309 66,909. 1.455. - ---·-- . . 104~810 

10,000 - 14,999 257 34 57 124 570 13,843 17,508 2 -- 32,400 

15,000 - 24,999 76 4 9 17 76 318 10,585 l,465 1 .12,551 

25,000 and Over 55 1 6 3 9 45 658 4,390 1,046 6,213. 

Total Returns 243,930 76,572 98,993 123,383 150,318 90,333 30,310 5,857 1,047 820,651 

Note: Does not include returns with income not reported • 

• individual tax records made available by the Iowa State Tax Commission. Source: Data tapes of 



TABLE 6 

NUMBER OF INCOME RETURNS OF SINGLE PERSONS BY INCOME AND TAX PAID~.- 1963-

State Income Tax Paid 
Adjusted Less 
Gross than $500- $ly.000- Total 
Income None $10 $.10-$25 $25-$50 $50-$100 $100-$200 $200-$500 $1,000 Over Ret.urns 

Under $ 1,000 12,493 17 9 1 -- -- -- -- 12.512 

$ 1,000 • $ 2,999 39,813 20,565 10,593 190 8 ·4 l -- -- 71,174 

3,000 • 4,999 2,740 2,812 14,305 22,050 5,033 16 -- -- -- 47..,049 _ 

5,000 - 6,999 316 97 297 2,044 ll~, 036 2~461 1 -- -- 20-, 052 

7,000 • 9,999 109 17 131 104 975 5,862 214 -- -- 7,312 

10,000 - 14,999 31 8 10 16 40 554 1,161 -- -- 1,820 

15,000 - 24,999 12 0 0 3 9 44 529 80 -- 677 

25,000 &1d Over 8 1 2 0 1 9 744 174 41 310 

Total Returns 55,530 23,517 25,319 24,407 20,908 8,950 1,980 254 41 160,906 

Note: Does not include returns with income not reported. 

• 
Source: Data tapes of individual tax records made available by the Iowa State Tax Commission. 



TABLE 7 

NUMBER OF INCOME RETURNS OF Yu\RRIED PERSONS BY INCOME AND TAX PAID, 1963 

State Income Tax Paid 
Adjusted Less 
Gross than $500- $1,000 & Total 
Income None $10 $10-$25 $25-$50 $50-$100 $100-$200 $200-$500 $1,000 Over Returns 

Under $1,000 24 , 644 38 3 2 1 -- -- 24,688 

$ 1,000 - $ 2,999 112,450 26,107 9, G76 160 17 12 3 -- -- 143,633 

3,000 - 4,999 45,326 24,011 52,191 55,054 ~,030 10 2 -- -- 1C4 .. 624.._ 

5,000 • 6,999 4,603 2,675 11,070 41,459 :?~,423 7,710 5 -- -- 155,945 

7,000 - 9,999 1,040 194 474 2,168 32,334 60,047 1,241 -- 97,490 
., 
~ 10,000 • 14,999 226 26 47 103 530 13,294 16,347 2 30,580 ., 

15,000 - 24,999 64 4 9 14 67 274 10,056 1,385 1 11,874 

25,000 and :Over 47 0 4 3 8 36 534 4,216 1,005 5,903 

Total Returns lSC,400 53,055 73,674 98,976 129,410 81,383 28,238 5,603 1,006 659,745 

Note: Does not include returns with income not reported • 

• 
Source: Data tapes of individual tax records made available by the Iowa State Tax Commission. 



TABLE 8 

PERSONAL INCOME TAX PAYMENTS, BY INCOME GROUP, 1963 

Stat~ Income Tax PaE!ents 
Amount As Per cent 
($000) of 

Income (1) 

Under $ 1,000 (a) 
$ 1,000 • $ 2,999 537 

3,000 - 4,999 4,813 
5,000 - 6,999 10,331 
7,000 - 9,999 11,076 

10,000 - 14,999 6,747 
15,000 - 24,999 4,740 
25,000 and Over 4,050 

Total 43,894 

Note: Excludes delinquent taxes paid in fiscal year 1964. 

(a) Less than $500. 
(b) Less than .05%. 

Source: Iowa State Tax Cormnission, Income Tax Division. 

Total 
(2) 

(b) 
1.2% 

11.0 
23.5 
27.1 
15.4 
10.c 
11.0 

100.0 

As Per cent 
of Income 

(3) 

(b) 
.17. 
.s 

1.0 
1.4 
l.ti 
2.0 
2.0 

1.1 

liabilities than self-employed persons and wage and salary earners with the 

same income (except in the highest income group). There are two reasons for 

this. First, persons over 65 have been allowed an additional personal tax 

credit of $15 ($30 on a joint return if both spouses are over 65). Second, 

the Iowa income tax law follows the federal provisions in allowing all medical 

expenses of persons over 65 as deductions, while allowing only these expenses 

in excess of 3 per cent of income for returns of persons under 65 years of age. 

Federal versus State Adjusted Gross Income. Aside from problems resulting 

from changes in residences within the taxpaying year, the major difference in 

definition of adjusted gross income between the state and federal level is that 

interest on state and local bonds is excluded from the federal tax base while 

it is included in the state base; on the other hand, interest from federal 

bonds and securities is included in the federal tax base but excluded from the 

state tax base. It is estimated that the amount of interest earned annually 
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TABLE 9 

AVERAGE EFFECTIVE RATE OF STATE INCOME TAX 
ON JOINT RETURNS, 1963, BY INCOME AND OCCUPATION GROUPS 

Adjusted Wage 
Gross and Salary Nonfarm 
Income Earners Self-employed Farmers 

Under $ 1,000 0 7. 0 7. 0 7. 
$ 1,000 - $ 2,999 (a) (a). (a) 

3,000 - 4,999 .3 .3 .3 
5,000 - 6,999 .9 .s 1.1 
7,000 • 9,999 1.3 1.4 1.7 

10,000 - 14,999 1.7 1.9 2.1 
15, 000 and Over 2.0 2.2 2.3 

Total 1.2 1.3 .9 

(a) Less than .05%. 

Source: Iowa State Tax Comnission, data tape, 1963 returns. 

TABLE 10 

AVERAGE EFFECTIVE RATE OF STATE INCOME TAX, 
ON SINGLE RE.TURNS, 1963, BY INCOME AND OCCUPATION GROUPS 

Adjusted Wage 
Gross and Salary Nonfarm 
Income Earners Self-employed Farmers 

Under $1,000 (a) 0 % (a) 
$1,000 - $ 2,999 .2% .1 .2% 

3,000 - 4,999 .8 .7 .G 
5,000 - 6,999 1.3 1.2 1.4 
7,000 - 9,999 1.6 1.7 1.8 

10,000 - 14,999 1.8 1.9 2.1 
15,000 and Over 1.3 1.9 2.0 

Total .9 .1.0 .8 

(a) Less than .05'7. 

Source: Iowa State Tax Comnission, data tape, 1963 returns. 

Retired 
Person 

0 i 
(a) 

.1 

.7 
1.3 
1.9 
2.3 

Retired 
Person 

(a) 
(a) 

.47. 
1.0 
1.4 
1.7 
1.7 

.7 

by Iowans on their federal bond holdings is about $65 million; conse­

quently, the AGI reported on state returns would be about $65 million less 

than that reported on federal returns in Iowa, if there were no offsetting 
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differences. lt seems probable that the 

Iowans are ver!, law, because the federai 

~tate atid local bond holdings of 

t"~.:.exeuipt feature of these securities 

makes them JDOSt attractive to a relatively small number of high income tax• 

payers. For purposes of calculation, it is assumed that the $500 million gap 

between the reported AGI on federal and state returns of Iowa residents is 

due to differential underreporting rather than to definition. This assumption 

provides a rough estimate of the increased revenue that could be gained by 

bringing state income tax reporting up to the federal level. In Table 11 

below, estimates are given of the number of taxpaying units that filed at the 

federal but not at the state level and the maximum amount of tax revenue that 

could be gained by raising the AGI reported on state returns to the federal 

level. 

Improved income tax reporting is desirable not only because it reduces 

revenue loss, but it also makes for improved equity. The income tax is 

usually regarded as among the more equitable of taxes, but this is not 

necessarily true when underreporting of income is greater for some sources of 

income than for others. In particular, wage earners as a class are taxed more 

heavily than self-employed persons. This is of particular importance in a 

state such as Iowa, where farmers and other self-employed persons are relatively 

numerous. 

Income 

Under $1,000 
$1,000 - $2,999 
3,000 - 4,999 
5, 000 and Over 

Total 

TABLE 11 

STATE INCOME TAX LOSS DUE TO DIFFERENTIAL 
UNDERREPORTING, BY INCOME GROUP, 1963 

Number of taxpaying · 
units not filing 
state returns 

(thousands) 
(1) 

84 
84 
22 
55 

245 

Estimated Income 
Not Reported 

(2) 

(in millions 
16 

143 
73 

263 

500 

of 

Estimated Tax 
Liability Lost 

(3) 

dollars) 
0 

.2 

.s 
3.0 

3.7 

Source: Iowa State Tax Comnission, Income Tax Division, Annual Repott Fiscal ~ 
1963-64, and Statistics .2! Income, Individual Returns, 1963, p. 105. 
Adjustment was made for separate returns. 
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The' Tax Credit Pro;yisign. Exemptions are· the usual device used to allow 

for differences in taxpaying Ability due to family size. The exemption ia 

ln most cases a fixed aeduction from adjusted gross income for each taxpayer 

and dep~nde~t. Five st•t~~. includi~g Iowa, provide instead for credits (i.e., 

deductions from tax li~bility). In addition to adjusting for differences in · 

the taxpaying ability of families of different size within each income group, 

exemptions or credits serve the following purposes: 

(1) They hold down the number of returns for which tax liability is less 
than cost of collections. 

(2) They free from taxation income necessary for a minimum standard of 
living. 

(3) They achieve a smooth rate of progression in the low income groups 
without changing marginal rates. 

The Iowa constant tax credit acts like a vanishing exemption, as is shown 

by the declining exemption equivalents in Table 12. In addition the Iowa credit 

has the advantage of greater ease of calculation. Exemptions, deductions, and 

the various other special provisions used in adjusting for differences in ability 

to pay are effective in reducing the amount of taxes paid. Tax credits allowed 

for taxpayers and their dependents resulted in tax relief of $23 million in 

Iowa in 1963. In Table -13 the reduction in tax liability is distributed among 

income groups. Tax relief as a percentage of current tax liability (the 

percentage increase in tax from eliminating tax credits) is largest for the 

lowest income groups. In column 4 of Table 13 the percentage change (negative 

represents a decrease) in tax liability if a $609 per person exemption were 

substituted for the current tax credit is presented. It is apparent that 

replacement of the credit with a standard $600 exemption would considerably 

reduce the overall pro~essivity of the Iowa personal income tax. 
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TABLE 12 , 

A 

'.taxable Net lncome Exemption Equivalent to: 

One $15 Credit Two $15 Credits Two $15 and 
Two $7 .so 

$ 1,000 $ 2,000 .$ 4,000 $6,000 
($1,000) ($1,000) ($ 1,000) 

2,000 1,000 3,000 5,000 
($2,000) ($ 2,000) 

3,000 711 1,500 3,000 

4,000 500 1,000 1,667 

5,000 400 800 1,250 

10,000 333 667 1,000 

Figures in parentheses are the deductions necessary to just make the return nontaxable. 

TABLE 13 

TAX "COST" OF CREDITS AND EXEMPTIONS, 1963 

Income 

Under $ .1,000 
$1,000 - $ 2,999 

3,000 - 4,999 
5,000 - 6,999 
7,000 - 9,999 

10, 000 - 14, 999 
15, 000 - 24, 999 
25,000 and Over 

Total 

Tax Credit 

Amount As Per cent of 
($000) Tax Liability 

158 N.A. 
3,616 610% 
6,726 127 
6,120 55 
4,053 31 
1,306 13 

514 10 
259 5 

22,752 48 

Change in Tax Liability 
if $600 Exemption 

Substituted for Credit 

Amount As Per cent of · 
($000) Tax Liability 

3 N.A. 
683 1277.. 

-210 -4 
-3, 097 -30 
-3,306 -23 
-1, 060 -16 

-436 -9 
-173 -4 

-7,596 -17 

Source: Iowa State Tax Commission Report, 1964. The tax cost of the credit on taxable 
returns is the amount of the tax credit. The cost on nontaxable returns is 
estimated by multiplying the average tax before credits, calculated from the 
average taxable net income in each income and marital status group, by the 
number of returns in that group. The tax liability if the exemption were 
substituted was estimated from average data for each income, marital status, 
and taxable-non-taxable class. 



AI.ImABLE DEDUCTIONS 

' : 

lheome used for ~ertain putpoa,s maj be deducted fr~ adjusted gross income 

' in dalcuiating taxable income for federal and Iowa tax purposes. The following 

three types of expenditures may be deducted: 

(1) Expenditures that are necessary in earning income; .. 
(2) Expenditures brought about by or losses resulting from unavoidable 

emergencies, such as medical and dental expenditures (in excess of 
3 per cent of income) and casualty losses (in excess of $100); 

(3) Expenditures on certain desirable activities, for instance, contribu­
tions to nonprofit organizations such as churches. 

State income taxes paid in Iowa are, of course, not deductible, and a 

separate deduction is made for federal income tax paid. Only those taxpayers 

itemizing their federal deductions are permitted to itemize their state deduc­

tions. The optional standard deduction at the state level is 5 per cent of 

income or $250, whichever is smaller. 

The following breakdown of itemized deductions on Iowa income tax returns 

was derived from the federal Statistics .2! Income for 1960: 

~ 

Necessary costs in earning income 
Employee expenses 
Interest paid 

Expenditures or losses due to unavoidable 
emergencies 

Medical and dental 
Casualties 

Encouragement of certain activities 
Taxes paid (excluding state income· tax) 
Contributions 

Total Itemized Deductions 

Percentage of Itemized 
Deductions 

9 
27 

17 
1 

20 
19 

36 

rn 

47 

100 

Table 14 below contains estimates of the amount by income group of tax 

relief provided as a result of itemiz~d and standard deductions. The measure 

of tax relief is obtained by multiplying the amount of deductions by the average 

marginal rate of state income tax. The estimated revenue reduction of 31 per 
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cent of tax collections gives some approximation of the amount of revenue a tax 

based on adjusted gross income with credits· for dependents and a federal income 

tax deduction would yield under the present rate structure. 

I!!E FEDERAL INCOME TAX DEDUCTION 

As indicated earlier, each Iowa taxpayer is allowed to deduct bis federal 

income taxes paid in calculating his Iowa income tax liability. Table 15 shows 

the impact of the federal income tax deduction on state tax revenues for each 

year ~ince 1958. If the federal income tax deduction had been limited to $200 

in 1963, the revenue reduction would have been $3.1 million instead of the 

actual $14.7 million. Imposing a limit of $300 would have reduced the revenue 

reduction to $10.1 million. 

In addition to the revenue "cost," the present federal income tax deduc• 

tion also tends to lower the income elasticity of the tax. As indicated in 

Table 16, elimination of the provision would make income tax revenues more 

responsive to Iowa economic growth. 

In Table 17, the effect of the federal income tax deduction by income group 

is given. Elimination of the deduction would serve to increase revenues, 

enhance the tax's elasticity, and make the income tax more progressive. 
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TABLE 4 

TAX RELIEF DUE TO ALLOWABLE DEDUCTIONS', 1963 

Itemized Deductions Standard Deduction Total Deductions 
Income 

Amount As per cent Amount As per cent Amount 
($000) of tax ($000) of tax ($000) Per cent 

Under $ 1,000 0 0 0 0 0 0 

$1,000 • 2,999 148 28 51 9 · 199 37 

3,000 - 4,999 1,46_0 30 412 9 1,872 39 

5,000 • 6,999 3,517 34 527 5 4,044 39 

7,000 - 9,999 3,584 30 267 2 3,851 32 

I 10,000 - 14,999 "" 1,625 24 74 1 1,699 25 
VI ,... 
I 15,000 - 24,999 954 20 17 (a) 971 20 

25,000 and Over 942 19 2 (a) 944 19 

Total 12,230 28 1,350 3 13,580 31 

(a) Less than .05 per cent 

Source: Iowa State Tax Commission Report, 1964, and Iowa State Tax Connnission data tape of individual tax records. 



TABLE 15 

REVENUE RF.buCTION DUE TO THE FEDERAL INCOME TAX DEDUCT?ON 

Year 

1958 
1959 
1960 
1961 
1962 
1963 

Revenue 
Reduction 

(in millions) 

$10.9 
12.0 
12.3 
12.9 
14.0 
14.7 

Tax collections, 
excluding delinquent 

(in millions) 

$34.1 
34.6 
35.8 
39.5 
42.4 
44.1 

Pet cent Increase 
if no FiTD 

31.3 
34.8 
34.3· 
32.8 
33.0 
33.5 

Source: Iowa State Tax Coumission Reports and unpublished data supplied by the Iowa 
Tax Commission. To calculate the revenue reduction due to the federal in­
come tax deduction by income group, the federal income tax deduction was · 
multiplied by the average marginal rate of tax for that income group. 

Year -
1958 - 1960 
1959 • 1961 
1960 - 1962 
1961 - 1963 

Income 

Under $3,000 
$3,000 - 4,999 

5,000 - 6,999 
7, 000 - 9, 999 

10,000 - 14,999 
15,000 - 24,999 
25,000 • 49,999 
50,000 and over 

TABLE 16 

INCOME EIASTICITY OF THE IOWA INCOME TAX 
WITHOtrr FEDERAL TAX DEDUCTIBIUTY 

Percentage change in: 
Adjusted Gross Income Tax, no FITD 

3.9 
7.9 
7.5 
7.6 

88.1 
50.4 
33.3 
35.6 
19.8 
54.1 
70.1 
79.5 

7.1 
12.1 
15.~ 
11.3 

194.4 
125.6 
71.7 
61.C 
29.l 
68.6 
83.n 
73.2 

Elasticity 

2.2 
2.5 
2.2 
1.7 
1.5 
1.3 
1.2 
1.0 

Source: Iowa State Tax C01I111issi"on Reports and unpublished data ·supplied by the Tax 
Comnission. 
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Adjusted 
Gross 
Income 

Under $ 1,000 

$ 1,000 • 2,999 

3,000 - 4,999 

5,000 - 6,999 

7,000 - 9,999 

10,000 - 14,999 

15,000 - 24,999 

25,000 - 49,999 

50,000 • 99,999 

100,000 - 149,999 

150,000 and Over 

Total 

·ca) Less than .05% 

TABLE 17 

EFFECTS BY INCOME GROUP OF BROADENING THE BASE OF THE IOWA INCOME TAX 
BY ELIMINATING THE FEDERAL INCOME TAX DEDUCTION ( 1963) 

Average Average Tax Rate 
Tax After Base 

Rate1 Broadening2 

(a) (a) 

.1% .2% 

.s .7 

1.0 1.3 

1.4 1.8 

1.G 2.3 

2.0 2.7 

2.1 3.0 

1.0 3.0. 

1.6 3.3 

1.6 2.8 

1.1 1.4 

1Average tax rate equals tax paid in 1963 divided by adjusted gross income. 

Percentage Increase 
in Talc· Liability Due to 

Base Broadening 

(a) 

29.21. 

33.0 

33.4 

29.5 

28.9 

33.6 

44.2 

64.7 

109.2 

77.3 

33.6 

2Average tax rate after broadening equals tax that would have been paid in 1963 if the 1963 federal income tax deduction 
had not been allowed divided by adjusted gross income. 



State 

Alabama 

Alaska 

Arizonaa 

Arkansas 

California 

Colorado 

APPENDIX TABLE I 

STATE INDIVIDUAL INCOlm TAXES: RATES, DECEMBER 31, 1965 

Rate 
Net income after (per 

personal exemption cent) 

First $1,000 
$1,001-$3,000 
$3, 001-$5, 000 
Over $5,000 

1.5 
3 
4.5 
5 

Federal 
Tax 

Deduc~_ib le 

X 

Special rates or features 

••••••••••••••••••••••••• 

16 percent of the total Federal income tax••••••••••••••••••••••••• 
that would be payable for the same taxable 
year at the -Federal tax rates in effect on 
December 31, 1963. 

First $1,000 
$1,001-$2,000 
$2, 001-$3~·000 
$3,001-$4,000 
$4,001-$5,000 
$5, 001-$6, 000 
$6, 001-$7, 000 
Over $7,000 

First $3,000 
$3,001-$6,000 
$6, 001-$11, 000 
$11, 001-$25, 000 
Over $25, 000 

First $2,500 
$2,501-$5, 000 
$5, 001-$7,500 
$7, 5 01-$10, 000 
$10, 001-$12,500 
$12,501-$15, 000 
Over $15 , 000 

First $1,000 
$1, 001-$2, 000 
$2,001-$3,000 . 
$3,001-$4,000 
$4, 001-$5, 000 
$5,001-$6,000 
$6, 001-$7, 000 
$7,001-$8,000 
$8,001-$9,000 
$9,001-$10,000 
Over $10,000 

1.3 
2.0 
2.6 
3.3 
4.0 
4.6 
5.6 
5.9 

1 
2 
3 
4· 
5 

1 
2 
3 
4 
5 
6 
7 

3 
3.5 
4 
4.5 
5 
5.5 
6 
6.5 
7 
7.5 
n 
V 

X 

•••••• 

•••••• 

X 
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••••••••••••••••••••••••• 

••••••••••••••••••••••••• 

••••••••••••••••••••••••• 

Surtax on income from in­
tangibles in excess of 
$5,000, 2 percent. Tax­
payers are allowed a credit 
equal to 1/2 of 1 percent 
of net taxable income on 
the first $9,000 of taxable 
income. A $7 tax credit 
is allowed each taxpayer 
and each dependent for sales 
tax paid on food. If there 
is no income tax liability 
the taxpayer can apply for 
a refund. 

• 



APPENDIX TABLE I• (2) 

State 

Delaware 

Georgia 

Hawaiic 

Idaho4 

Rate 
Net income after (per 

personal exemption cent) 

First $1,000 1.5 
$1,001-$2,000 2 
$2,001-$3,000 3 
$3,001-$4,000 4 
$4,001-$5,000 5 
$5,001-$6,000 6 
$6,001-$3,000 7 
$8,001-$30,000 3 
$30,001-$50,000 9 
$50,001-$100,000 10 
Over $100,000 11 

First $1,000 
$1,001-$3,000 
$3, 001-$5, 000 
$5, 001-$7, 000 
$7,001-$10,000 
Over $10,000 

First $500 
$501-$1, 000 
$1, 001-$1,500 
$1, 501-$2, 000 
$2,001-$3,000 
$3, 001-$5, 000 
$5, 001-$10, 000 
$10,001-$14,000 
$14,001-$20.000 
$20, 001-$30, 000 
Over $30,000 

First $1 11 000 
$1,001-$2,000 
$2,001-$3,000 
$3,001-$4,000 
$4, 001-$5, 000 
Over $5,000 

1 
2 
3 
4 
5 
6 

2.25 
3.25 
4.50 
s.oo 
6.50 
7.50 
3.50 
9.50 

10.00 
10.50 
11.00 

2.5 
5.0 
6.0 
1.0 
o.o 
9.0 

Fe4eral 
tax 

Deductible 

•••••• 

•••••• 

X 

.355 .. 

Si;ecial rates or features 

••••••••••••••••••••••••• 

·················~······· 

Alternative tax on capital 
gains: Deduct 50 percent 
of capital gains and pay 
an additional 3 percent on 
such gains. The income 
classes reported are for 
individuals and heads of 
households. For joint re­
turns the rates shown apply 
to income classes twice as 
large. A sales tax credit 
based on modified adjusted 
gross income brackets is 
provided, ranging from 45¢ 
to $18 per qualified exeq,- . 
tion. Taxpayers are also 
provided credits for student 
attending institutions of 
higher learning ($2 to $50) 
and dependent children at­
tending school in grades 
kindergarten to twelve ($2 
to $20). The amount of 
credit is based on size of 
A.G.I. If a taxpayer's 
credits exceed bis tax, a 
refund will be made. 

A $10 filing fee is imposed, 
on each return. A $10 tax 
credit is allowed for each 
personal exemption. 

• 



APPENDIX TABLE I• (3) 

State 

Indiana 

Iowa 

KanS)lS 

Kentucky 

Louisianaa 

Maryland 

Massachusettsc 

Net income after 
personal exemption 

Rate 
(per 
cent) 

Adjusted gross income 

First $1,000 
$1,001-$2,000 
$2, 001-$3,000 
$3,001-$4,000 
$4,001-$9,000 
Over $9,000 

First $2,000 
$2,001-$3,000 
$3, 001-$5, 000 
$5, 001-$7, 000 
Over $7,000 

First $3, 000 
$3, 001-$4, 000 
$4,001-$5,000 
$5, 001-$8, 000 
Over $8,000 

First $10,000 
$10, 001-$50, 000 
Over $50,000 

0.75 
1.5 
2.25 
3 
3.75 
4.5 

2.5 
3.5 
4 
5 
6.5 

2 
3 
4 
5 
6 

2 
4 
6 

Ordinary income 3 
Investment income: 

First $500 3 
Balance 5 

Earned income and 
business income 3.075 

Interest and divi­
dends, capital 
gains on intangi-
bles 7.33 

Annuities 1.r.45 

FedEral 
tax 

Deductible 

2 

X 

X 

X 

X 

•••••• 

X 
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Special rates or features 

A $6 tax credit is allowed 
each taxpayer and each 
dependent for sales tax 
paid on food. If there 
is no income tax liability, 
the taxpayer can apply for 
a refund. 

························~ 

The income classes reported 
are for individuals and 
heads of households. For 
joint returns the rates 
shown apply to- income 
classes twice as large. 

••••••••••••••••••••••••• 

••••••••••••••••••••••••• 

••••••••••••••••••••••••• 

Rates include the following 
additional ta.xes: 3 per• 
cent permanent surta.x on 
all types of income; and, 
through June 30, 1967, 20 
percent surtax on all types 
of income, 1 percent on 
earned and business income, 
and 3 percent on capital 
gains on intangibles. 

•• 



APPENDIX TABLE I• (4) 
Rate Federal 

State Net income after (per tax Special rate1 or features 
personal exemption cent) Deductible 

Minnesota First $500 1.s X There is an additional tax 
$S01•$1, 000 2.0 of 1 percent on the firet 
$1,001-$2,000 3.0 $1,000 or fraction thereof 
$2,001-$3,000 s.o of adjusted aross income 
$3,001-$4,000 6.0 where net income tax plus 
$4, 001-$5, 000 1.0 surtax doe1 not exceed $10. 
$5, 001-$7, 000 a.o_ This additional tax shall 
$7, 001-$9, 000 9.0 not, however, be applied 
$9,001•$12,S00 10.0_ to increase the total 
$12,501-$20,000 11.0 taxes payable by such per• 
Over $20,000 12.0 sons to more than $10. 

Mississippi First $5, 000 2 •••••• ••••••••••••••••••••••••• 
Over $5,000 3 

Missouri First $1,000 1 X The rates apply to total 
$1,001-$2,000 1.5 income not merely to the 
$2,001-$3,000 2 portion of income falling 
$3, 001-$5, 000 2.5 within a given bracket, 
$5, 001-$7, 000 3 but as a result of the 
$7,001-$9,000 3.5 following tax credits, the 
Over $9,000 4 schedule in effect is a 

bracket rate schedule: 
$1,001-$2,000, $5 
$2,001-$3,000, $15 
$3,001-$5,000, $30 
$5,001-$7,000, $55 
$7,001-$9,000, $90 
Over $9,000, $135 

Montana First $1,000 l.~ X ••••••••••••••••••••••••• 
$1,001-$2,000 .2.2 
$2,001-$3,000 3.3 
$3, 001-$5, 000 4.5 
$5,001-$7,000 5.6 
Over $7,000 7.9 

Nebraska Taxed on net income (federal taxable income under 
the Internal Revenue Code as of Jan. 1, ••••••••••••••••••••••••• 
1965) at a flat rate to be determined 
by the State Board of Equalization and 
Assessment by Sept. 1 of each year.d 

New Mexicoa,c First $10,000 1.5 X Net .income (of married 
$10,001-$20,000 3.0 taxpayer filing joint re• 
$20,001-$100,000 4.5 turn with one or more de-
Over $100,000 6 pendents) under $1,500 

nontaxable. 
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APPENDIX TABLE I• (5) 
Rate Federal 

State Net income after (per tax Special rates or features 
personal exemption cent) Deductible 

New York First $1,000 2 ••••••• Capital gains treatment is 
$1,001-$3,000 3 similar to that provided 
$3,001-$5,000 4 under Federal law. Income 
$5, 001-$7, 000 s from unincorporated business 
$7,001-$9,000 6 is taxed at 4 percent. The 
$9, 001-$11, 000 7 following credit is allowed: 
$11,001-$13,000 8 If tax is•• Credit is•• 
$13, 001-$15, 000 9 $100 or less Full amount 
Over $15, 000 10 of tax 

$100-$200 Difference 
between 
$200 and 
amount of 
tax. 

$200 or more No credit. 

North Carolina First $2,000 3 •••••• • •••••••••••••••••••••••• 
$2,001-$4,000 4 
$4,001-$6,000 5 
$6,001-$10,000 6 
Over $10,000 7 

North Dakota First $3, 000 1 X ~-~i••··················· $3,001-$4,000 2 
$4, 001-$5, 000 3 
$5, 001-$6, 000 5 
$6, 001-$8, 000 1.5 
$8,001-$15,000 10 
Over $15, 000 11 

Oklahomac First $1,500 1 X The income classes reported 
$1,501-$3,000 2 are for individuals and 
$3, 001-$4,500 3 heads of households. For 
$4,501-$6, 000 4 joint returns the rates 
$6, 001-$7 ,500 5 shown apply to income 
Over $7,500 6 classes twice as large. 

Oregon First $500 3 X The income classes reported 
$501-$1, 000 4 are for individuals and 
$1, 001-$1,500 5 heads of households. For 
$1,501-$2, 000 6 joint returns the rates 
$2,001-$4,000 7 shown apply to income 
$4,001-$0,000 9 classes twice as large. 
Over $3,000 9.5 

South Carolina First $2,000 2 Xe ••••••••••••••••••••••••• 
$2,001-$4,000 3 
$4,001-$6,000 4 
$5,001-$8,000 s 
$B,001-$10,000 6 
Over $10,000 7 
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APPENDIX TABLE I• (6) 
Rate Federal 

State Net income after (per ·tax Special rates or features 
personal exemption cent) Deductible 

Utah First $1,000 2 X ••••••••••••••••••••••••• 
$1,001-$2,000 3 
$2,001-$3,000 4 
$3,001-$4,000 5 
$4,001-$5,000 6 
Over $5,000 6.5 

Vermontc First $1,000 · 2 •••••• The rates are subject to 
$1,001-$3,000 4 reduction if there is 
$3, 001-$5, 000 6 sufficient surplus in 
Over $5,000 7.5 the general fund. 

Virginia First $3,000 2 .. ...... ••••••••••••••••••••••••• 
$3,001-$5,000 3 
Over $5,000 

West Virginia First $2,000 1.2 •••••• The income classes reported 
$2,001-$4,000 1.3 are for individuals and 
$4,001-$6,000 1.6 beads of households. For 
$6,001~$8,000 1.8 joint returns the rates 
$8,001-$10,000 2.0 shown apply to income 
$10,001-$12,000 2.3 classes twice as large. 
$12,001-$14,000 2.6 
$14,001-$16,000 2.8 
$16, 001-$18, 000 3.0 
$18,001-$20,000 3.1 
$20,001-$22,000 3.4 
$22,001-$26,000 3.5 
$26,001-$32,000 3.7 
$32,001-$38,000 3.9 
$33,001-$44,000 4.1 
$44, 001-$50, 000 4.3 
$50,001-$60,000 4.5 
$60, 001-$70, 000 4.7 
$70,001-$80,000 4.9 
$80, 001-$90, 000 5.0 
$90,001-$100,000 5.2 
$100,001-$150,000 5~3 
$150,001-$200,000 5.4 
Over $200,000 5.5 

Wisconsinc First $1,000 2.7 •••••• ············•··••········· $1,001-$2,000 2.95 
$2,001-$3,000 3.2 
$3, 001-$4, 000 4.2 
$4,001-$5,000 4.7 
$5, 001-$6, 000 5.2 
$6,001-$7,000 5.7 
$7, 001-$0, 000 6.7 
$C, 001-$9, 000 7.2 
$9, 001-$10, 000 7.7 
$10,001-$11,000 8.2 
$11,001-$12,000 8.7 
$12,001-i13,000 9.2 
$13,001- ~000 9.7 
Over $14, 10.0 
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APPENDIX TABIZ I • (7) 

State 

Washington, 
D.C. . 

Rate 
Net income after (per 

personal exemption cent) 

First $5,000 2.5 
$5,001-$10,000 3 
$10,001-$15,000 3.5 
$15,001-$20,000 4 
$20,001•$2S,OOO 4.S 
Over $25,000 5 

Federal 
tax 

Deductible 

•••••• 

Special rates or features 

Income from unincorporated 
business is taxed at 5 
percent. 

Note: Excludes the New Hampshire (4.25%) and Tennessee (6%) flat yate tax on interest 
and dividends, and the New Jersey "commuters' tax," which applies only to income 
earned in New Jersey by residents of New York (tax rates are same as New York). 

a Community property State in which, in general, 1/2 the c0111I1Unity income is taxable 
to each spouse. 

b Limited to $300 for single .persons and $600 for married persona filing joint returns. 

c Allows deduction of State individual income tax itself in computing State tax 
liability. 

d Effective January 1, 1967 (subject to approval of electorate at the general elec­
tion in November 1966). 

e Limited to $500 per taxpayer. 

Source: See Table 1 of text. 
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amount of purchased services pays less in retail sales tax than 

family whose consumption pattern includes relatively little servic~ 

purchases. Persons who devote ouch of their inco~es to the care and 

upkeep of their cars, their clothing and their appearance will find the 

retail sales tax less burdensome than persons who, instead, spend 

heavily for groceries, household supplies, books, and phonograph records, 

and the like• 

Table 11 shows what the 1965 distribution of burden of the Iowa 

retail sales tax would~~ if the base had been extended to cover 

certain selected personal services. The yield of the tax would have 

been approxi~ately 20 per cent greater than actually realized, or 

total collections would have been between $110-$115 million for the 

same period. Interestingly, the revenue gains froo the base extension 

woul<l just about equal the revenue loss froa the adoption of a retail 

sales tax credit. Thus, without any revenue change, the Iowa retail 

sales tax could be substantially unproved in terms of responsiveness 

to economic growth and equity by the base extension and the credit 

adoption. 

Table 11 

ESTIMATED INCIDENCE OF IOWA RETAIL SALES AND USE TAX WITH BASE 
EXTENDED TO INCWDE SELECTED SERVICES, BY INCOME AND OCCUPATION GROUP, 1964 

Money Percentage of Income Paid in Tax 
Income 

(thousands Wage and Self•Enployed Retired All 
of dollars) Salaried (non-farm) Faro and Others Households 

Under 1 3.6 6.6 3.2 

1 - 3 2.2 2.8 4.3 2.1 2.7 

3 - 5 1.8 2.1 2.7 1.8 2.1 

5 - 7 1.6 1.6 2.0 1.6 1.6 
7 - 10 1.5 -1 .4 1.6 1.4 1.5 

10 - 15 1.3 1.2 1.2 1.3 1.3 
1 -1 0.7 1.4 1.5 1.1 




