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TAXATION IN SOUTH DAKOTA

INTRODUCTION

The demands for tax~supported services in South Dakote are ever
increasing while the tax redeipts to finance such services are not
increasing accordingly. The upward trend in the cost of education , -
highwoy and public welfare progrrus cre prime excmples of the additional
revenue requirements, Methods of finencing these progrems cnd the effect
of financiel policies on those prying the tax bills will be the subject
of this report,

Voters and stite legislctors need to know the effects of alternative
programs for collecting and spending state revenues. In this rcport an
attempt will be made to point out the major services thet arc received
from texation as well as how nuch these services are costing, Major
emphasis will be placed on tuxes paid by South Dckota citizens, with
particular considerction given to the affects of various tox policies
on the farmers.

In the operation of the economic system in this country o very lerge
percentoge of the decisions made by individuals, either to buy or to sell
goods or services, is left to the discretion of those buying and selling.,
If buyers feel thot the price of ¢ desired item is too high, they either
attenpt to get clong without it or possibly buy o cheaper substitute,
Such dedislion meking is aud hos been an importont foctor in rcising the
level of living in this country.

An exception to this importint cspect of economic activity can be
found in the field of taxation., How often do people eveluctc the services
they cre receiving when moking tox payments? Do they consider whether
& gued tax purchase is being mcde cv do they feel that the product or
service offered for sale is overpriced?

To have o systen of taxation thot is thought by all taxpayers to be



- -

onc thot distributes the bufden of peynents ‘foirly, is an ideal probably

never attainable. However a constent effort should be made to reach

thet geel. By so doing the inequealities that do exist can be ninine-

ized.

In order to nmake & neeningful appraisal of a tex system, or cny

aspects thereof, there must be some upifcrnity of ideas relctive to wvhot

is right or desireble end wh<t is wrong or undesirable in tex policy.

It is proper therefore thit gencrclly cccepted principles or

underlying thoughts relative to the goodness or badness of tex policies

or tax proposals be pointed out., Five of these more commonly

accepted views are listed belows

1., A good tex systen is one th.t tends to equelize the burden of

2e

3.

Lo

5e

tax payments within groups ~nd between groups.

Tax obligntions should be inposed in accordence with the
texpeyer!s ability to pay.

Net income received during o specified period of time is one of
the best tools to use in neasuring cbility to pay. Net income
does not necesscrily have to e nonetary gain.

The tax burden can best be nceasured in terms of how such tox
peynents fit in with the totcl tex bill peid by groups or
individucls,

Benefits reoceived from tax expenditures should be tcken into

account when deternining who should becr the burden of toxation.



CHAPTER I

MAJOR TAX LEVIES IN SOUTH DAKOTA

South Dokote texpoyers cre oblig ted to poy texes of memy diff-
erent types. From the stcndpoint of governmentcl units levying toxes they
mey be broedly classified into four groups--Federcl, Stcete, County cnd
Local. Tho County ond Loccl taxes are often included together cnd ref-
erred to os Local taxes which are primcrily the property tax levies for
schools, county rccds ond other county and city administered services.

When one considers the nmeny diffcrent types of taxes in each group,
cnd the wide veriation in laws pertcrining to the meny types, it is no
wonder that most taxpaycrs find it difficult to understand ovr tox systen.

The mcjor toxes to which citizens of South Dekote are subject, cs well
cs the emount thit waes collected from ccch type of tax in 1950, 51, cnd
52 can be found in teble I o The per cent of Federel, Statc and Local
texes to totol taxes paid in South Dekotn in 1952 wes 46% Federcl, 23%
State, and 31% Local,

Table I shows that the taxes collected in South Dakota in 1952
yielded about $164,000,000s In tant year the populction in this state
was cbout 650,000, which would result in an everage per capita tex of
about $250, Grect diffcrences de exist in toxes poaid among individucls
as well es among groups in South Dokota. However, the total tex bill
in reletion to the reletively suall number of people in this stcte to
pcy the bill, frequently presents & problems This relationship between
population and the totel tax bill mekes it especially necessary that the
tox receipts be spent cs wisely as possible, and that the burden of
poyments be distributed with every consideration toward fairness.

From the stondpoint of the total emount of taxes paid to governmental
units, federal toxes in South Dakote account for the lergest percentages

For the fisccl year beginning July 1,71951 @nd ending June 30, 1952 the



I .

Federcl, State and Locel Tax Levies in South

Dekota for Seleccted Years

1552 1901 1950
Type _of Taxes {c00) {000) (000)
Federal 4 76,069 64,282 ¢, 56,718
(per cent of total) (46%) (43%) (41%)
State
Sales taxes 14,128 16,172 14,904
Motor Fuel, Licenses¥ 9,602 7,924 6,706
2% Auto Registration, use,
store tex, or private cor
line, etc. 4y148 5,863 5,416
Cigerette 1,799 1,794 1,788
Liquor License & Tax* 1,695 2,405 2,169
Motor Carrier Compensation 1,614 1,466 1,401
Insurance Preniums Tax 1,143 1,042 995
Other Stete Licenses & Taxcs 2,802 4,518 L4416
Totel State % 36,931 5 41,184 © 37,795
(per cent of totel) (23%) (27%) (27%)
Local
County 17,008 13,395 13,421
Townships 2,735 2,794 2,883
School Districts 23,102 21,411 20,311
City & Towns 7,279 6,532 6,058
Miscellaneous 651 606 583
Total Local & 50,775 44,738 & 43,256
(per cent of total) (31%) (30%) (32%)
Grand Total Taxes v 163,775 $150,204 & 137,769
Totel Per Cent (10Cg) (100%) (100%)

¥Refunds Deducted

Sources s

Federal Dota - United Stotes Department of Commerce, Bureau of Census,
Statistical Abstrcet of the U. S,

State Deta - Greater South Dakota Association Bulletin, September 25, 1953,
Local Dete - Stete of South Dekote, Annual Reports of the Depcrtment of

Finance, Fiscal Year 1951, 52, 53.



-
personal income taxes peid in South Dakota amounted to $60,108,000, the
corporate income taxes totaled $11,157,000 cnd other federal miscellaneous
income tex receipts tellied (4,804,000 in this state. L/

Local taxes followed federal levies in importence in terms of total
taxes levied by governmental units, while state-levied taxes yielded
less than either federal or local.

State and local taxes cmounted to olmost 93 million dollers in 1953,
About 60 per cent of this eomount was local texes with the remeining 40
per cent state taxes,

The pio ohart on page & revealsthe percentage of state cnd loczl
tox revenue collected from the mejor types of toxes imposed by these two
governments in 1953, - . .

Changes hove becn cnd seenm to be occurring relative to the pro-
portions of the totel tax bill paid in Federal, State and Local Toxes,

In doller amounts 21l three types of toxes since 1941 heve shown a steady
increase, In terns of the percentage of total bill the trend hos been
for loczl and stote toxes to decline while the federel part of the total
tax obligaetions h:s been upword,

The federcl, stote, ~nd loczl toxes paid in South Dakote from 1941
to 1953, and the percentoge of the totcl tox payments thet each type

accounted for during those yeors, is propored in teble II, page 7 o

1/ U. S. Depcrtment of Commerce, Bureau of Census, Statisticel Abstract
of the United Stotes, 1953.



6

¢uoTnrLTOOSSY BRONTU YINOF I93TIILD £00aN0G

. dtysxaqut
utqoTTng drysxaquion ex0y Tong Jojou uo spungsy /T

*pojonpap 30U SeXvY JonbTT puv S

€561
T T~
]
P
s
e
\ soTAOT dTysumo],
/ PL6T N
9G* oToTYaA / SoTAST ToIouod %6°92 M
xoqour axcys £3TD 0 Anumog soTAd] | 4Gz *030
— . Tooyog \.. ATpEZO %3 SETUOU 039S
g6*¢ oToTYeA Tojou Ayunoy ——= i _ /  xvq unTuexd oounInsSul
/ &\ soxrq Q0ur)TIayuT
soxT)} SUOT3O9TTO? *OSTH
soT28 /
gzt ﬂ N i
§ASULOTT ! \ Y, \

\\ AngTeng | /
G*¢/ osn ‘uoty, \
/oommc..ﬁ Hwa/.\V F /
. - \ 4 <
9T uotp2IysTIol -Tong \@k o g

OTOTYOA JOQ0U 9423G - - .
ToTY 3 1215 ) T~ ¢6°Y soxvy} puv SOSUSITT

*one ‘xv] 2X03S
é5sn uOTRBIZSTIX 04Ny %

%6°T 003 s

uotTpvsuadiod JIOTIITD JOJO0W neavdto puv ‘Ixeeq ‘IonbrT
0T°87¢“1008% sox2], TvO0T
82°0£2TE6YE soxel 9438

/T 8€°96£°2€6°26 & =101 232018

£€96T JI0F
*010 ¢soof €sosuocdT ‘soxTy T200T pu 93038 °*d °S

I ean3tyg



-
Table II

The Dollar Anmount and Percentage of Totcl texes Peid in Local, Stete,
and Federel Toxes in South Dakota from 1941 to 1952

Yecr Locela / _ State : Federaldb/ _ Totol

Anount Per Anount Per Anount Per Anount Per

(in_thous) Cent (in thous) Cent (in thous)Cent(in thous) Cent
1941 & 22,577  49.1 {16,538 36,0 & 6,870 149 & 45,985 100
1943 21,965 31.0 16,143 22.8 32,657 4642 70,765 100
1944 22,609 3l.4 14,786 2045 34,654 48.1 72,049 100
1945 23,761 27.6 16,187 18,8 46,119 53,6 86,067 100
1946 26,910 29,2 19,512 21.2 45,619  49.6 92,041 100
1947 29,188  27.7 RhyLLT 2342 51,902 9.1 105,537 100
1948 38,358 26.6 29,704  20a5 76,212 52.9 144,274 100
1949 42,816 30.6 32,789 2345 64,4148 45.9 139,753 100
1950 46,671  32.2 41,511 28.6 56,718 39.2 144,900 100
1951 48,413 30,8 44,383 2842 64,282 41.0 157,078 100
1952 55,087 32.0 41,065 23.8 76,069 Lhe2 172,221 100

1953 58,001 345 38,962 23,2 71,0510Z 42.3 168,014 100

Sources - Loccl & Stote Detes Grecter South Dekote Associetion Bulletins
Nove 2, 1952 cnd Sept. 25, 1953
Federal Dotas Statisticcl Abstrest of U.S. For years covered

g/ Includes county and city shire of notor vehicle, county, school,township,
city end town levies, roed poll, school poll, dog tex, grain tox, g}ty
and town specinl cssessnent, irrigetion districts.

b/ Includes corporation income tex, socicl security tax and niscellaneous,
internel revenue taxes.

6/ Prelinincry date fron the South Dckota Director of Interncl Revenue.

In terms of whet the cverage of all stotes pay in federcl, stcte and
locel taxes, South Dokotc poys more thon the average in state cnd locel
texes and less thon the cvercge in federcl texcs. Figures II, III & IV below
show South Dokotals position relstive to these three kinds of toxes peid by

the cverage of all st.tes in the union,
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Figure 1II

Federal Toxes os o Percentage of Total Taxes Paid in South Dakota
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Figure III

State Taxes as a Percentage of Taxes Paid in South Dekota
and State Taxes as a Percentage of Total Taxes
(Fed., State, Local) Paid in U. S. 1941 - 53
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Figure IV

Loccl Texes as o Percentage of Toxes Paid in South Dokota
and Local Toxes as & Percentage of Total Taxes
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CHAPTER II

GOVERNMENT EXPENDITURES IN SOUTH DAKOTA

A large part of federal taxes paid by citizens of South Dakota reverts
back to this state in various forms of federal aid., The federal govern=-
nent may itself spend the money, or it may grant the money to the state
or local governnments for them to spend in specific ways. The state and
local govermments are thus relieved, by the federal govermnent, of sone
of their revenue-collecting obligations.

While this study is mainly concerned with state and local taxes
and expenditures, the following section on federal aid is included for

a nore complete picture of all govermnent expenditures within the state.

A, Federal Aid to State and Local Governments in South Dakota

Total federal revenue allogated to South Dakota state and local
governments, excluding individual payments, amounted to more than 19
niliion dollars for fiscal 1953, Federal funds to individuals totaled
approxinately 12 nillion, neking a combined total of more than 31 rillion
dollars, 1/

The amount of federal revenue allocated to South Dakota state and
local governments and to individuals, by governnental departments, for

fiscal year 1953 is shown in the following table,

1/ Annual Report of the U. S. Secretary of Treasury 1953.
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Table 3. Federal Funds Allocated to South Dakota State and Local Govern-
nents to Individuals by Various Departments for Fiscal Year 1953,

Dept,of Fed, Gov't, To_State or Local Gov't, To_Individuals a/

Granting Funds Anount % of Total Anount %
Dept. of Agriculture $1,359,813 7.05 (4,929,497 41,23
Dept. of Commerce 9,111,886 47.25 209,765 1.75
Dept. of Defense 18,897 .10 745,356 6.23
Dept, of Interior 355,319 1.8 —— --
Dept. of Labor 515,115 2,67 218,277 1.83
Dept. of Health, Education

& Welfare 7,925,008 41,09 5,853,687 48.96
Total ¢ 19,286,038 100,00 11,956,582 100,00

Source: U. S, Secretary of Treasury, Annual Report.
a/ Not direct Grant or Loan,

The total anount of funds as shown in Table 3 does not include
federal expenditures for building of federal government projects in
this state, such as for dans, bridges, irrigation projects, and does
not include direct payments to federal employees working in the state.
The total is rather the federal funds thot are channelled through the
state treasury,

A portion of the federal funds going to state and local governments
has to be nmatched by state and/or locel funds, The natching provisions
vary widely by type of funds available to the state or local units,
Table 4 1recveald the amount of federal funds received by South Dakota
state and local governments and the type of matching provisions connected

with the funds,
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Table 4. Matching Provisions of Federal Funds to South Dakota State
and Local Governments (Excluding Individual Payments) Fiscal Year 1953.

Federal State Matching

Provision Funds* Obligation
Matched by state (50-50) 11,389,156 11,389,156
No matching 1,302,276 none
State share double fed, share 529,248 1,058,496
State share one-half fed. share 158,933 79,466
Pert matched dollar for dollar 623,428 a/
State contributes part of payment 6,104,468 b/
State & Local Gov't, match fed. funds 44,102 c/

Total 20,151,611 a/

* Taken from the Annual Report of the State Auditor, 1953, p. 9

a/Sone funds are rulti-purpose, part is netched dollar for doller, part
is grant, part may be at other than dollar for dollaer matching.

b/Federal Government pays adninistration costs and part of Welfare payments,

¢/State and local governments together match federal fund, No specified
portion paid by state,

d/Unable to determine due to lack of specific matching and other provisions
nentioned in a/, b/, and g/above.

" South Dakota appears to have benefited more than many other states
from federal grants-in-aid arrangenents. Table 5 below indicates the
states, which, in 1947 benefited the nost and least when making such compari-

sons.,
Table 5. Relationship Betwcen Grants and Tax Payments, 1947.

States Most Benefited States Least Benefited
Rank in per Rank in Federal Rank in per Rank in Fed,
capita grants income tax pay- capita grants income tax pay-
nents per capita nents_per_capita.
Okla. (2)———> (35) N. Y. (45) (2)
N, Mex. (10) (41) Conn, (44) (4)
S. Dak,  (11) (37) N. 3. (48) (11)
Utah (8) (33) hio (41) (9)
Wyol, (3)—>(27) I1l. (36)~ (5)
Ariz, ( 4) (30) Pa, (43) (12)
Idaho (5) (29) Md. (46) (16)
Mont, (7) (24) R, I.  (42) (13)

Source - Fron the Council of State Govermments, "Federal Grants-in-Aid,"
Report of the Committec on Federal Grants-in-Aid. 1949 p. 87
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In a study Federal Grants-in-Aid prepared by the Council of State

Governments in 1949, it is reported that in "the relationship between per
capita grants, income, and tax collections in 1947 .... thirteen states
appear to have benefited substantially., Five of these states (Arizona, New
Mexico, Oklahoma, South Dakota and Utah) received large per capita grants
in conjunction with low per capita federal tax payments." The fact that
some states enjoy a more favorable relationship than others, the study con-
tinues, "should not be construed as a criticism of the existing pattern of
federal aid. They merely point up certain well known aspects of the fed-
eral aid system as it has developed. Congress consciously developed grants
for highways and airports so that the sparcely settled states of the west
would not be burdened unduly." 1/

In 1952 South Dakota's position relative to federal grants compared
with per capita federal tax payments was still comparatively favorable.

Only seven states received a larger per capita federal grant than South

Dakota, while 43 states had a higher per capita federal income tax to pay in

1952, Table 6 .
Comparison and Rank of South Dakota with Other Selected States in Per
Capita Income, Per Capita Grants, and Per Capita Federal Tax,

Per Capita Per Capita Per Capita Fed. Grants %
Income Fed, Grants Fed, Tax a/ of State Gov't Rev,
Income Rank Grants Pank Tax Rank State % Rank

High Del, 2132 ( 1) Nev., 75.
S.D. S.D. 1342 (32) S.D, 28
Low Miss. 764 (48) D.C. 7

1) Md. 752 (1) VNev, 35 (1)
g) S.D, 91 (44) S.D. 27 ( 4)*
8) Miss. 47 (48) Del, )
Comn, )13  (48)
Mich, )
U.s. Uu.s. u.s, Ind, )
Ave, 1553 Ave, 17.44 Ave, 232

#* S.D., Colo,, Georgia and Kentuczky have same percentage.

a/ Computed on basis of federal individual income taxes, (includes Social
Security and self employmert taxes) Annual Report of Commissioner of
Internal Revenue, 1953, p. 62, and Estimsted Population as of July 1, 1952,
(U. S. Department of Commerce, Statistical Abstract of U, S., 1953, p. 1l4.)

1/ The Council of State Governments, Federal Grants-in-Aid, Report of
the Committee on Federal Grants-in-Aid, 1949 pp. 87 and 88,



B. State Aid to Local Governments in South Dakota

Some of the revenue collected by the state is appropriated back to
local governmental units, Like state and local expenditures nost of the
funds are appropriated for education, highways and public welfaure, The
provisions or basis upon which appropriations are made and the anounts
so appropriated for the various causes are prepared in the following table,

Table 7 . ‘
Detail of State Payments to Local Governments, 1952

(In thousands)
South Dakota

Function Amount
(Some items of less than #20 thougand are omitted)

PURLIC WELFARE
(Counties)

1. Alcoholic beverage sales and license taxes.-- One-half of
proceeds fron taxes on non-intoxicating beer and wine, less cer-

tain deductions, distributed in proportion to population, for
general relief:
Comlties...00.0....0....0".lll.$ 201

EDUCATION?*
(School Districts)

1. Teacher and Attendace aid*, Anount appropriated, distributed
one-half in proportion to number of supreintendents, principals,
and teachers, and one-half in proportion to number of pupils enrolled:

school districts...‘....0...‘-...1,750

2, Income from permanent school fund,--Amount available distribu-
ted in proportion to population of school age:

School districts.cssessansssnansedy 830

3. Reimbursement for loss of tax revenue.--Anounts appropriated,
distributed to school districts containing certain tax exempt
State and county school lands and tax exenpt Indian lands (a)

in amounts sufficient to reimburse them for tax losses sustained
fron exemption of school lands, and (b) in proportion to acreage
of Indian lands:

School districts..l.'.‘..l.i'.'.. 185

4e Vocational education:--Federal funds distributed in fixed
ratio to local expenditure for approved prograns:

School districtBsseasssasasssnssas 179
(Continued)
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Table 7 .
Detail of State Payments to Local Governments, 1952
(In thousands) South Dakota
(continued)

Function Anount
(Some items of less than {20 thousand arc omitted)

5. Indian education.--Federal funds distributed as payment for
tuition of Indians attending public schools:

School districts......l'...'.J::‘\ 116

6. School lunch program.--Federal funds distributed as reimburse-
ment of local expenditure, subject to specified maximum amount per
unit of food served:

School districtSeeeecesesessees R72

HIGHEAYS
(Counties)

1, Motor fuel sales tax.--One-cighth of proceeds distributed in
proportion to county assessed voluations:

CounticSCOOOQOOCO.....'.'..'.. 1,170

NON~HIGHWAY TRANSPORTATION
(Cities, countics)

1. Airport construction.--Federal funds distributed in fixed
ratio to local expenditure for approved projects:

Cities and CountieSesececeesse 68

GENERAL PURPOSES
(Citics, counties, and townships)

1. Alcohlic beverage sales tax.--One-fourth of proceeds distributed -
to city or town of origin. Any amounts so allocated to uninccrpor-
ated towns located within organized townships distributed to town-
ships ; any amounts so allocated ta unincorporated towns located
within uncrganizoed townships distributed to counties:

Citiesu.00.QQOQOOIOOQOOOOQOOOOO 325
Counties....................... 5
Townshipsivoioloiocn000.0.00..0 26

2., Reimbursement for loss of tax revenue.--Amount appropriated,
distributed to counties containing certain tax exempt Statec and
county school lands in amounts sufficient to reimburse them for
tax losses sustained from exemption of such lands:

ComtieS".................'... 222
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Table 7 .
Detail of State Payments to Local Governments, 1952
(In thousands) South Dakota
(cortinued)

Function | - Anount
(Some items_of less than {20 “housand are omitted)

MISCELLANEOUS AND COMBINED PURPOSES
(Cities and counties)

1. Insurance premiums tax.--Proceeds from tax on fire insur-
ance companies distributed to cities on basis of collections
relating to insurance on property within each city, for use of
fire departments or for firemen's pensions:

Citieg..........l.....'......{.‘ 116

2, Federal forest reserve revenue.--Iwenty-five per cent of
Federal revenue from national forests within the State is re-
turned to the State., State's share is redistributed to counties
in which such forests are located, for schools and roads:

Counties..u......-.....u.... 91

3., Federal flood control revenue,--Seventy-five per cent of
Federal revenue from lease of land taken over for flood control
purposes is returned to the State, State's share is redistri-
buted to counties in which projects arc located, for schools
and roads:

CountieS..................‘... 24’

¥ Bagis for distribution of teacher and cttendance aid changed and be-
come effective for fiscal year 1954. The teacher and attendance aid
appropriated is distributed (a) at specified rates per teacher, rate
depending on type of teaching ccrtificate held by teacher, and (b)
the remainder in proportion %0 number of pupils enrolled,
Source: State Payments to Local Coverrments in 1952, U, S. Department of
Cormerce, Bureau of the Census, Table 2, pp.58-59.

C. State and Local Expenditures

From the standpoint of state and local services, expenditures for
roads, schools and public welfarc accounted for approximately 75 per
cent of thc rcceipts from federal aid and state and local taxes., Of
the total expenditures, road expenses accounted for about 31%, schools
32% and public assistances about 12% in 1952, The remaining twenty=
five per cent of total tax expenditures in South Dakota is divided up
anong state and local govermment administration, debt reduction, and

other miscellaneous expenses. 4 more detailed and accurate divieion of



the expenditures for state and local services can be observed in Tables

8 s 9 ,and 10 , and Figure V , The major expenditures as
well as the main sources used in securing tax revenue will be treated
separately and in more detail later in the text.

Table & .

Federal, State and Local Appropriations to Highways
in South Dakota, Calendar Year 1952

Highway System Federal Funds _ State Funds  Local Fundsa/ Total
State Highways $6,943,623 $14,856,615 $ $21,800,238
County Highways 2,321,658 3,268,800 5,535,500 11,125,958
Local Rural Roads ——— 1,364,314 2,641,000 4,005,314
City Streets & Alleys  ===-- 487,255 2,140,000 2,627,255
Total '$9,265,281 $19,976,98, $10,316,500  $39,558,765

Source: South Dakota Highway Statistics,
a/ Estimated

Table 9.
Federal, State and Local Appropriations for Education in
South Dakota, Fiscal Year 1952-1953

Type

of School Federal Funds State ¥unds Local Funds Total
Grade & High

Schools $1,202,820,56 $4,111,611.44  $29,465,806.29a/ $34,780,238.29
Colleges &

Universities  669,044.46  5,030,352,8lY/ — =s==—-=—=-- 5,699,397.27

C
Total 51,871,865.02  #9,141,964.25 $29,465,806.29  $40,479,635.5€

Sources: Grade & High School Data - Department of Public Instructions,
Research Bulletins.,
College & University Data - Annual Reports of State Suditor 1953.
a/ Includes Debt Services $2,954,918.75 Excludes Bond Sales $1,887,435.52.
b/ Includes appropriations to Board of Regents and Schools for Blind and
Deaf,
¢/ Does not include local and endowment receipts for Colleges, Universities,
and special schools,
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Table 10.
Federal, State and Local Appropriations for
Public Welfare, Fiscal Year 1952-1953

Type of Service Federal Funds State & Lozai Total
Aid to Blind 71,656.49 40,000, 00 111,656.49
Aid to Dependent Children 1,786,049,65 807,092.51 2,593,142,16
Aid to Disabled 124,900,21 18,729.50 143,629,71
Child Welfare 76,561.00 — 76,561,00
Crippled Children 91,061,00 = —m--- 91,061,00
Maternal & Child Health 83,305.,06 75.00 83, 380,06
0ld Age Assistance 4,038,556.55 2,710,531.00 6,749,087.55
Public Welfare Admin, @ = ===—= 593.43 593.43
County Poor Relief @ ——=—-e 175,472,05 175,472,05
Employment Security 515,115.34 3,194.89 518,310,23
U.S, Public Health 158,933,00 525,00 159,458.00
Sanatorium & Soldier's Home Bd. @ === 6,994.85 6,994.85
State Soldiers Home = <ece-e- 237,884.23 237,884.23
State Sanatorium @0 ==ee- 640,988,57 640,988, 57
Yankton State Hospital = = ——-== 1,568,720,01 1,568,720.01
State Training School ————— 185,953.52 185,953.52
State Penitentiary @ =00 o —mme= 450,817.54 450,817.54
Redfield State Hospital

& School  eee——- 664,982.43 664,982,43
State Dept. of Health 529,248.14 _ 218,835.60 748,083.74

Total 7,475,386.44 7,731,390,13  15,206,776.57

Source: South Dakota State Treasurers Annual Report, 1953.

Summary Table 11 .
Federal, State and Local Appropriations for Highways, Scliools and
Public Welfare in South Dakota, 1953 a/

Type of Service Federal Funds State & Local Total
Highway System 9,265,281,00 30,293,484.00 39,558,765.00
Educational System 1,871,865,02 38,607,770.54 40,479,635,56
Public Welfare 7,475,286.44 7.731,390.13 15,206,776.57

Total 18,612,532.46 76,632,644.67  95,245,177.13
Source: Tables 8 , 9 , & 10 above,

a/ Highway data was for calendar year 1952, and Education & Public Welfare
data was for fiscal year 1952-1953.
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)
oince 1950 the fcderal collections as a percentage of total tax

rcceipts have increased for the average of all states as well as for South
Dakota, State and local taxes do not show such an increase -~ the trend

actually being in the opposite direction,

Table 12 .
Per cent of Total Tax Collections by Governmental Units
Federal State Local Total
Per cent Per_cent Per cent __Amount Per cent
1950
United States g/ 69.92 14,99 15,09 $52,903,000 100
South Dakota b/ 4l,-- 27, == 32, - 137,769 100
1951
United States g/ 73.14 13.67 13,19 $65,354,000 100
South Dakota b/ 43.-- 27, = 30, == 150,204 100
1952
United States a/ 76.13 12,18 11.69 £80,946,000 100
South Dakota b/ 46.-- 23 == 31,-- 163,775 100

a/ U, S, Data from "Tax Policy" Septomber 1953 Vol, XX No., 9 (Exclusive of
Payroll Taxes for Social Security).
b/ South Dakota data fromTable 1 above.
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EXPENDITURES FOR EDUCATION

South Dakbta citizens have assumed the obligation of providing equal
educational facilities for all its children, at least through the twelfth
grade, For various reasons the cost of this education is constantly ris-
ing, giving the state a continuous problem of providing adequate revenue
for educational purposes. Because of the importance of this problem in
any consideration of public finance, this special section on expenditures
for education has been added.

A, Four Year High School Financing

From statistics gathered by the Department of Public Instruction it
has been found that during the school year 1951-52, 69,7 per cent (138 of
198) of the independent districts which operated a four-year high school
levied the maximum legal limit of 40 mills, In general independent districts
are those operating a four-year high school, Twenty-one and seven-tenths
per cent of the 292 districts operating four-year high schools were classi-
fied by that same organization as financially distressed -- having more out-
standing warrents at the end of the school year than cash on hand., Of
those so classified the total warrent indebtedness was $952,615,80 and the
total cash on hand for these same districts was $15,215.22,

The smaller four-year high schools, in general, were and are the
ones having the greatest difficulty financing their enterprise., The
distressed schools had enrollment ranging from 8 to 96. The average enroll-
ment of the schools so classified was 28,3 students,

B, Common School District Financing

In general the common schools are in better financial position than

are the independent and independent consolidated sehools. However, the

common schools in many cases have arrived at their maximum legal mill levy
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limit of twenty mills and several others are approaching that level, The

assessed valuation in many districts is so low that when the maximum levy
limit is applied to it the revenue forthcoming is inadequate to carry on
the operations of the school,

Our State Department of Public Instruction has found that the 1952-53
costs of operating a one-room rural school in South Dakota averaged
©3,316.86, Since they also indicate that 84.85 per cent of the revenue
for operating the school was raised locally, the districts share of oper-
ating such a school would be $2,814.35. In order to raise this particular
amount, when applying the 20 mill levy, a district must have a total assess-
ed valuation of at least $140,718, For the 15 mill levy the assessed val-
uation would have to be $187,623, One hundred and forty-eight common school
districts in South Dakota did not have an assessed valuation in 1952-53
in excess of $100,000 -~ a valuation insufficient to cover the average
costs of operating even one school in the district when applying either
the 15 or 20 mill levy., The number of districts having less than $150,000
assessed valuation accounted for 23,3 per cent of 3,031 districts in South
Dakota,

Like the independent and independent consolidated schools, the high
per-pupil costs of education occurs most frequently in common schools
having a relatively low enrollment., Sparsely settled areas therefore often
experience the greatest financial difficulty.

C. The Reasons Responsible for Financing Problems

In South Dakota as in other states several factors may be pointed out
as the main reasons for the problem we have of providing the type of
education that we want for our children, South Dakota citizens assumed
what they think is a worthwhile obligation: to provide education to all
those willing to tcke advantage of the facilities, at least through the 12th

grade, They are concerned also, with maintaining a high quality educational



=2l

system, Achievement of these goals has been made difficult in regent &éars
by such factors as increased school enrollment, migration (both rural-urban
and interstate), and inflation,
Increased Enrollment

In 1944-45 the enrollment in South Dakota of the first twelve grades
was 112,82/, In 1952 the total enrollment of the same grades rose to
125,322, an increase of 11,07 per cent in the eight year period, From
the school year 1951-52 to 1952-53 there was an increase of 3,2 per cent, 1/

When one studies the data on number of births in South Dakota since
1940 it is apparent that the school enrollment will increase, barring any
mass out-migration, The number of births from 1947 to 1952 increased 11
per cent in South Dakota, A very large percentage of this increase is not
enrolled in schools as yet, There was a 52 per cent increase in total
number of births from 1940 to 1953,

From the following table one can observe the upward trend in number
of births in South Dakota since 1940, and the estimated number surviving
at age 14, 16 and 18 years of age in South Dakota,

Table 13, Total Births in South Dekota, by Years 1940-1952,
and Number Expected to Survive Beyond Ages 14, 16 and 18,

Total Births Egtinated No, Surviving at Age:
Year in S, Dak, _14 vears 16 years 18 years
1940 12,054 11,692 11,451 11,367
1941 12,159 11,794 . 11,552 11,466
1942 12,424, 12,051 10,803 11,716
1943 12,816 12,432 12,175 12,085
1944, 12,769 12,386 12,131 12,041
1945 12,460 12,086 11,837 11,750
1946 14,580 14,143 13,851 13,749
1947 16,539 16,043 15,712 15,596
1948 16,405 15,913 15,585 15,470
1949 17,211 16,695 16,350 16,230
1950 17,884 17,347 16,990 16,865
1951 18,520 17,964 17,600 17,464
1952 18,360 17,809 17,442 17,313

Source: College Agricultural Population Trends 1940-1970. The American
Association of Collegiate Rggistrars and Admissions Offices-1953.

1/ Department of Public Instruction, Pierre, South Dakota,



=25

In terms of number of children to educate, it appears that no relief
may be expected in the near future in financing education, However, as
will be noted in the following section, this problem of increased enroll-
ment exists primarily in the larger urben areas. The real problem in
many rural areas arises from a decrease in enrollment.

Migration

Another factor accounting for the increase in educational coéts is
migration within the state., The rural-to-urban movement in this state
has had the effect of leaving many rural schools with too few pupils for
efficient operation and many urban schools have experienced a need for
more space to adequately handle the influx of new students.,

From the Census of Population reports it can be observed that in general
the counties having the largest urban centers have had the largest population
growth, Pennington County, in which Rapid City is located had a 43 per cent
increase in population from 1940 to 1950. Minnehaha County (Sioux Falls)
gained 22 per cent in population during that same period. Most of the
counties not having a large urban center or centers have declined in
population from 1940 to 1950,

For South Dakota the total population from 1940 to 1950 increased from
642,961 to 652,740 or an increase of 9,779. The increase of births over
deaths in South Dakota for that same period, barring any interstate migra-
tion, should have given an increase in population of 89,000, This irdicates
that there was a net out-migration in South Dakota of about 80,000 inhabi-
tants from 1940 to 1950, One might conclude that such a loss does not
materially affect our educational program as the state total did not change
but about 1} per cent. However, this loss of population seemed to take its
toll primarily in the rural areas as may be observed in the following table,
Also the school census reports seem to indicate that the loss did not occur

in the school-age population,
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Table 1i..
Births, Deaths, Natural Increase and Net Migration and Their
Influence Upon the Rural and Urban Population
of South Dakota, 1940-50

State Rural Urkan
Population, April 1, 1940 642,961 484,87 158,087
Births, April 1, 1940-March 30, 1950 145,142 100, 540 4d,,602
Deaths, 1940-49, inclusive 56,328 37,201 19,127
Natural increase, 1940-50 88,814 63,339 25,475
Expected population, April 1, 1950 731,775 548,213 183,562
Population, April 1, 1950% 652,740 454,048 198,692
Net migration, number -79,035 -94,165 15,130
Net migration, per cent, based on
1940 population -12,3 -19.4 9.6

¥Rural and urban population figures were adjusted in accord with the 1940

definition of urban areas,

Source: Reprinted from "The Influence of Migration Upon South Dakota's
Population 1930-1950", Rural Sociology Department, Agricultural
Experiment Station, South Dakota State College, Bulletin 431,
July 1953. p. 13.

The effect of this rural loss of population was that many schools did
not have enough students for efficient operation and the number of rural
inhabitants required to bear the coste of education decreased to the point
where the burden on those remaining in several rural districts necessarily
increased, Also as previously mentioned the migration to urban centers
together with the natural increase in population found many urban schools
with a shortage of school space,

Other Factors Cavsing Increased Educational Costs

Migration and increasing numbers of children to educate are not, of
course the only reasons for the high educational costs. Such things as in-
flation, modernization of school buildings and equipment, and the teacher
shortage also contributed to increased costs,

The State Department of Public Instruction has reported that the aver-
age expenditures of all counties in South Dakota, for the period 1941 to
1951, increased 149.4 per cent, The average assessed valuation of these
counties increased only 44.6 per cent during the same period. Hence, it

was necessary for the mill rate to be raised in order for the counties to
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obtain sufficient revenue to cover their expenses. The increase in costs,
as far as schools are concerned, can be traced to at least four main types
of educational expenses, They are: expenditures for salaries, operating
supplies, equipment, and new buildings.

D. Sources of School Revenues

As was mentioned earlier 84.85 per cent of the school support in
South Dakota in 1952-53 was obtained from local sources. Almost all of
the local revenue for school support is obtained from the property tax.
Raising the mill levy on the assessed valuation should thercfore increase
the total revenue from local sources if the assessed valuation remains the
same or increases, With the increase in costs of providing education for
the youth in South Dakota the mill levy has been raised several times in
previous years, Such an action has not been completely successful in
getting the desired revenue,

In the past it has been observed that as the mill levy was raised the
assessed valuation decreased, thus the total revenue received did not
inercase as much as had been anticipated from such action, The following

tabulation is the assessed valuation of all property in South Dakota since

1920,
Equalized State Valuation Equalized State Valuation

Year of all Property Year of all Property

1920 $ 2,257,853,656 1945 1,046,784,943

1925 1,876,078,532 1950 1,331,359,768

1930 1,689,898,995 1951 1,382,823,001

1935 1,051,393,100 1952 1,438,726,402

1940 944,500,687 1953 1,445,937,220

From the above tabulation it can be observed that the assessed valuation
of all property in South Dakota since 1920 has actually decreased. With '
the large private and commercial building which has transpired, the
sizeable increase in machinery and livestock inventory, and the increase
in value of all other property together with inflation since 1920, we know

that this result has come from a gradual downward asscssment of total
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property rather than a decrease in the actual value of that property.

In attempting to determine the cause of this phenomenon it is easy
and convenient to place the blame on methods used by local assessors in
not assessing property at its true and full velue. This undoubtedly has
been one of the major weaknesses in property tax administration in this
state. There is a natural tendency for local units 6f government to compete
for low assessments., However, another factor that must not be overloocked
is how the tax burden affects owners of property. There is a limit to which
taxes can be levied on property, beyond which taxation becomes confiscatory
and discourages ownership of property. It is not intended to imply that
South Dakota property taxes are approaching that critical point, but there
is no doubt that this consideration has prompted other states to shift the
emphasis from the property tax to other sources of revenue for school support,

For the past several years in the United States there has been a gradual
decrcase in the percentage of public school support from local sources of
revenue while state sources have shown a steady increase, The percentage of
federal assistance has not shown the pronounced trend either upward or down-
ward found in the state and local statistics.

The trend from local support to state assistance for public schools
has not been as pronouneed for South Dakota as it has for the average of all
states. This does not necessarily indicate that South Dakote has not . -
experienced many of the same financial problems that have existed in other
states in the financing of schools, It is possible to continue to have an
educational program without this state assistance. Some states may have a
larger property tax base from which to obtain revenue, the property may be
more severely taxed, the quality of education may be reduced, or other source

of revenue may be used for financing public schools.
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Table 15,
Per cent of Revenue Receipts from Federal, State, and Local
Sources for United States and South Dakota
Public Schools, 1927-54.

Source of Revenue

School A1l States a/ South_Dakota b/
Year Federal _State  Local Federal State Local
" 1927-28 1.6 15,2 83.2 .l 9.6 90.2
1929‘30 oz& 1609 8207 04 9.7 89.9
1931-32 A 19.9 79.7 i 12,5 87.3
' 1933-34 ) - 23.4 75.4 2 8.9
1935-36 e 29.4 70.1 oA 10.9 88.7
1937—38 102 29.5 69.3 06 17.9 8105
1939-40 1.7 30.3 68,0 s Wy 16.0 82,3
194142 1.5 31.4 67.1 1.9 17.9 80,2
1943-410- 10[& 3300 6505 l.l 1103 87.6
1945-46 1.3 3447 64.0 9 9.0 90.1
1947-48 2.8 38,9 58.3 1.0 17.5 81.5 \
1949-50 2,9 39.8 57.3 242 12.1 85.7 |
1951-52 3.7 11.4 84.9 \
1953-54 3.5 11,7 8L.8 |

Source: a/ Federal Security Agency, United States Office of Education,
Biennial Survey of Education in the United States, Washington, D, C,

i e e e et

Some possibilities for improving the financial support of education |
would be to increcase the sales tax, establish a state income tax, improve

the property tax, or some combination of these three alternatives.

These possibilities will receive more attention later in this report.




CHAPTER IV

EXPENDITURES FOR HIGHWAYS

Highway financing in South Dakota is taking more and more of the tax
revenue as a result of an increase in highwey traffic together with an
upward trend in highway and maintenance costs. Vehicle-miles traveled
has almost doubled in the twelve ycar period from 1940 to 1952, The
increase in highway and construction costs for the same period has been
even greater., 1/

The problem of financing highways is aggravated by the relatively
small proportion of population in South Dakote to the lerge area of the
state,

The expensc of maintaining and expanding the highwey system in this
state was $37 million in 1952, The source of the rcvenue for this
expenditure was as follows: Federal aid accounted for 21.4 per cent,
highway-uscrs taxes (such as motor fucl taxes, registration fees, and
compensation fecs) produced 45.5 per cent, and transfers from other collcct-
ed funds accounted.for 33.1 per cont,

In South Dakota there are approximately 94,000 miles of highway to
maintain, The number of miles of Federal, State, County and Local rural
highways as well as mileage of city streets and alleys is prepared in
Table 16, The expenditurcs for these various classcs of roads is also
included therein,

1/ South Dakota Highway Commission in Cooperation with U, S. Department
of Commerce, Bureau of Public Roads, South Dakota Highway Statistics 1923,
Highway Planning Survey, Pierre, South Dakota,
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Table 16 . The Mileage and Expenditures By Classification of Highways
in South Dakota for 1952

Per cent of Total

Classification Number of Expenditures** Number of  Expendi-
of Highways Milosg* (000) niles turcs
. State 6,424 19,407 6.9 52
County 20, 394 11,126 22,0 30
Local Rural 64,,046 4,005 a/ 68.9 11
City Streets & Allcys 2,033 2,627 b/ 2.2 7
Total 92,897 37,165 100 100
Federal 1,020

Total(all Highways 93,917

Sources: *United States Department of Commercec, Highway Statistics 1952,

U. 8. Governnent Printing Officc, Washington, D, C, 1953, p. 129,
*#State Highway Commission, South Dakota Highway Statistics 1953,
Pierre, South Dakota, pages 46-58.
a/ Includes $2,548,000 local levies and £50,000 borrowed funds,
b/ Includes 1,500,000 local levies and {325,000 borrowed funds.

The breakdown of cxpenditures for highways in South Dakota in 1952
was 59.8 per cent for construction, 32.8 per cent regular nmaintenance,
6.2 per cent administrationand 1.2 per cent went for debt retirement and
interest. These various types of highway expenditures by State, eounty,

and local yural roads, and 2ity strects and alleys is prepared in Takle 17 .

Table 17. Expenditures of Highway Funds in South Dekota, by
Highway Classification, 1952.

Debt
Regular Adninistra=- Ser=-
Classification maintenance tion Construction vice Total
(000) (000) (000) (000)  (000)
State $5,524 S 647 $13,820 & $19,991
County 3,445 1,050 5,229 9,724
Locel Rural 1,950 65 1,585 375 3,975%
City streets
and alleys 1,025 500 1,100 69 2,694%

Source: State Highway Commission, South Dakota Highway Statistics, 1953.
¥ Estimated.

o
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Federal aid for highways is availablec only for construction
or re-construction of Fedcral approved highways and, generally, must be
rnatched by the state or county on e dollar for dollar basis, 1/ South
Dakote has 16,051 niles of Federal approved highways which is 17% of
the total highway system in South Dakota., This is under the national
average of 20%, 2/

In 1952 South Dakota received $7.,9 million in federal aid for high-
ways. For the fiscal year beginning July 1, 1955 South Dakota is scheduled
to get $10,814,995 in federal assistance to be received as funds are
matched and highway improvements arc made, 3/

Taxpayers in South Dakota are subject to both federal and state
taxes and licenscs levied for the purpose of financing or as an assistance
in financing the highway program. The products taxed for highway financing,
the rate of tax and the amount collccted from such taxes are included in
Table 18 .

One way of mcasuring the qunlity of the highways in South Dakota is
to compare our roads with the ronds in surrounding states. Table 19.
makes an attenpt at this type of comparison by showing the miles of roads
with the principal qualities of surfacing in each state of this region,
Although South Dakota does not compare very favorably with the morc densely
populated neighboring states the variations are not so great when conpared

with North Dakota, Nebraska and Montana for instance.

%; United States Departnent of Cormerce, Highway Statistics, 1952. p. 133,
2/ Loc. Cit.

1. 3/ Associcted Press NewsRelease, Statement by United States Secretary

of Commerce, Weecks, Washington, D, C, June 30, 1954.
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Table 18, Federal and State Tax Rates & Receipts on Motor Vehicles
and Related Products 1952

Federal. State

Product Tax Amount Tax Amouat: Total

Taxed Rate Collccted Rate Collectad Collocted
Gasoline & Diesel

Fuel (Per gal.) 2¢  $3,474,000 5¢  $9,268,000 $12,742,000
Autos & Motor Cycles

(% of Sale Price) 10¢ 2,545,000 2% 1,465,000 4,010,000
Busses, Trucks &

Trailers (% of Sale

Price) 8% 730,000 2% a/ 730,000
Parts & Accessorics

(% of sale price) 8% 756,000 2% 400,000 b/ 1,156,000
Licenses & Compensation

Plates 0 0 e/ 6,210,000 6,210,000
Lubricating 0il

(per gal. 6¢ 208,000 0 0 208,000
Tires & Tubes tires 5¢

(per 1b.) tubes  9¢ / 583,000 0 0 583,000

Total collected $8,296,000 $17,343,000 ¢25,639,000

Source: United States Depertrent of Commerce, Bureau of Public Roads,
Highway Statistics 1952.
a/ State collections from the Sale Price on Busses, Trucks and Trailers
included in total state collections on autos and notor cycles.
b/ Appropriated from the State General Fund in lieu of Sales Tax,
Varies in accordance with age, weight, and type.

Table 19 . Highway Systems By Types and Percentages of Total, for
Selected States, 1952 g/

Total Unsur- % of % of Black ¢of ¢/ % of
State__ miles faced  total Gravel Total top b/ Total Paved Total
S, Dak. 93,917 59,919 64 29,439 31 2,498 3 2,061 2
Towa 111,148 29,036 26 70,215 63 2,551 3 9,346 8
Minn, 121,021 24.676 20 76,967 6L 10,385 9 8,993 7
Mont. 70,630 48,133 63 15,560 22 3,888 6 3,049 4
Nebra. 105,352 65,663 62 33,134 31 3,195 3 3,360 4
N. Dak. 116,451 84,370 72 29,311 25 957 1 1,813 2
Wyon, 26,933 17,648 66 4,032 15 1,712 6 3,041 13
Seven State Average 51 40 4 :

a e ates Department of Cormerce, Highway Statistics, , page .
a/ United States D tment of C Hi Statisti 1952 131
b/ Black top is highways treated with oil or bituminous, with non rigid
base.

¢/ Paved highways are concrete, bituminous, block, or brick with rigid base,



CHAPTER V

PUBLIC WELFARE EXPENDITURES

The financing of Public Welfare programs in the United States since
1930 has undergone radical changes, In 1929-30 local governments bore
about 95 per cent of the cost for genecral public relief., By 1938 the
federal governnent provided over 65 per cent of the total, while the state
and locel governnents wcre contributing 28 per cent and 7 per cent respec-
tively. 1/

During the fiscal year 1953-54 in South Dakota the federal government
contributed {6,364,453.95 toward this states' public welfare programn.
This sum amountcd to about 64 por cent of total welfarc expenditures
which was $9,945,228,00, 2/

The particular progran costing the most in South Dakota was the
01d Age Assistance, In 1953-54 the cxpenditurcs for this purpose were
$5,996,269,65, which in itself amounted to 60.3% of total welfare
expenditures in South Dakot=.

The anount of money spent by selected types of welfare prograns
for fiscal year 1953-54 in South Dakotais prepared in pable 20,

Table 20. Public Welfarc Exponditures by Type of Assistance
in South Dakota Fiscal Year 1953-54.

Type of Assistance mypencditures Per_cent of Total
0ld Age Assistance $ 5,996,269,65 60,3
Aid to Dependent Children 2,652,986,50 26.7
Aid to Blind 104,795.00 1.0
Aid to Disabled 262,972,50 2,6
Foster Care for Children 8/,866.63 .9
Child Welfare Services 131,562.67 1.3
General Administration 711,775.32 7.2
Total $79,045,228.27 100

Source: Associated Press News Release, Argus Leader, August 4, 1954.

1/ The Committee on Federal Grants in Aid, Federal Grants-in-Aid,
The Council of State Govermments, 1949, p. 148.
2/ Associacted Press News Release, Argus Leader, August 4, 1954.
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In connection with the above mentioned welfare programs the State

Departnent of Health maintains many departments whose aims are to pro-
noté better health among the citizens of South Dakota. The Departments
are Dental Health, Laboratories, Maternal and Child Health, Crippled
Children's Service, Precventable Disease Control, Local Health Service,
Hospital Facilities, Mental Lealth, Public Health Nursing, Public

Health Statistics and Sanitary Enginecering., The State Depertment of
Health receives its funds from the federal government, state government
and local governments in the following proportion: Federal governnment
70.5 per cent, State 19.8 per cent, and local 7,7 per cent. Privote funds

in the State Treasury provides 2 per ccnt of the total, Y/

1/ State Department of Health, South Dekota's Health Crop, Reminder
Publishing Co,, Pierre, p. 13,




CHAPTER VI
OVERLAPPING TAXES

As the economy of this country has grown so have the demands for more
public services, With such demands several different types of tax measures
have been employed which has resulted in overlapping taxes between Federal,
state, and local units of govermment., Whether such a development is neces-
sarily good or bad should depend on how such a program affects those paying
taxes,

In determining the fairness or the quality of any one type of tax
all taxes paid by individuals must be taken into consideration, No one type
of tax which we are using today should be judged separately. Its merits
nmust be considered as part of a total tax system. The incidence or burden
of various types of taxes varies between occupational and economic groups,
between individuals within groups and between geographical areas inhabited
by individuals subject to federal, state, and local tax levies.

There 1s a school of thought that believes for instance that a state
income tax should not be used, as the federal government is already using
such a tax to capacity or nearly so, and this tax should be reserved only
for federal use. A similar belief is often expressed in relation to the
use of a federal sales tax which is often thought of as one reserved prim-
arily for state use, Such rcasoning in either case is not conplete, The
criterion of a good tax is not based on what governmental unit employs such
& tax. Rather, it is how the tax fits in with the total tax system to re-
present the closest balance possible between benefits which people require
from tax expenditurcs and the sacrifices required to make the payments to
get such bencfits, Population, resources, and economic structures of states
and even the attitudes of the peoplc in a state should be taken into consi-

1vation dn an annrajenl of anv one tax or the total tax system. Shifting



from one type of tax to another may be just a technique used in changing

the burden of tax payments, not necessarily an action to raise more money.
Scme states, for instance, have found a state income tax desirable and are
receiving a large portion of their state revenue from such taxes,

Table21 . State Personal Income Tax Revenues of Iowa,

Wisconsin, Minnesota, South Dakota, and
Kansas, Fiscal Years 1941, 1945, and 1950

Collections Percent of Total Tax Revenue
(in thousands) in each state g/
1941 1945 1951 1941 1945 1951 _
Towa $4,,568 $6,867 $18,582 7.0 10.2 11.4
Wisconsin 8,541 20,897 53,735 9.1 17.4 23.9
Minnesota 7,707 12,077 42,898 9.6 13.4 19.9
South Dakota 614 108 b/ === 4.0 0.7 b/ .0
Kansas 1,542 5,501 10,22/ 3.9 11.7 8.3
Total, four
states ¢/ 22,358 45,342 125,439 8.0 14,0 17.1

a/ Exclusive of unemployment compensation taxes.
b/ Personal income tax repealed in 1942, Amounts shown for 1945 re-
present collection of back taxes.
¢/ Totals exclude South Dakota for all years.,
Source: United States Bureau of the Census, Compendiums of State Finances,
1941, 1945 and 1950,

Income taxes have and are being used by many states. In 1953, 29 states
and the District of Columbia, or approximately 60 percent of the states, im-
posed individual income taxes,

The important thing then is not what governmental units impose the tax
but rather what effect such taxes have on those paying the taxes in relation
to their total tax bill., Because there is overlapping of a particular type
of tax does not mean that such a tax is necessarily bad.

Some of the principal types of taxes which overlap between the federal

government and state governments and to some extent local governments are
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individual and corporate income taxes, inheritance, estatc and gift taxes,
liquor, tobacco, and gasoline taxes, (Table 22)

Table 22 illustrates the extent to which federal, state and local
governments secure revenue from thc same tax bases in the United States,

In the Treasury report from which Table 22 was taken, it is emphasized
"that any statistical summation of tax overlapping exaggerates its extent,"
This necessarily follows from the fact that a grouping of the wide variety
of taxes employed by the numerous toxing jurisdictions within the United
States into a manageable number of classes brings together, within any one
category imposts which are familiar in general characteristics but differ

in other important respects. 1/

A, Individual, and Corporate Income Taxes

For many states having state individual and corporation income taxes
there is considerable overlapping of such taxes between federal and state
levies., This is not the case in South Dakota as the amount of income tax
paid in South Dakota by financial institutions is a very small percentage

of the state revenue, (less than one half of one percent).

B, Inheritance, Estate and Gift Taxes

Inheritance, estate and gift taxcs are also types of levies where
federal, state, and local overlapping occurs., This duplication of type
of payment is reduced somewhat however due to the federal provision grant-
ing credit to individuals paying similar taxes to states. The amount of
credit that an individual can get on his federal estate tax liability due
to estate taxes imposed by the statcs is computed under a 1926 law which
provided a $100,000 exemption and rates ranging up to 20 percent. The

federal rates have increased substantially while the credit is still

1/ Analysis Staff, Tax Division, U, S, Trcasury Department, Cverlap-
ping Taxes in the United States, January 1, 1954, p. 7
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computed under the 1926 rate scheme, Therefore as the credit device now
operates, taxes paid to states satisfy only about 10 percent of the federal
estate tax liability. About onc-half of the taxes paid to states do not
qualify as a credit toward the federal liability and thus the total tax
levy is greater, 1/

Federal gift taxes since 1932 have consistently been 75 percent of
estate tax rates, A lifetime exemption of {30,000 is rescrved for the
donor in addition to an annual exclusion of {3,000 for each donee.

South Dakota has an inheritance tax which provides various exemp-
tions, Rates are established taking into account relationship of donor
to donee or donees. Thetype of rate and cxemption provisions can be
observed in the following table.

Table 23. Inheritance Tax Rates in South Dakota, 1953

Brother or

Wife, child sister or

or adopted Husband descendent
child or lineal of brother Aunt, uncle No blood

Amount a/ ancestor _ or sister or cousins __ relation
Up to
$15,000 1% 2% 3% 4% 5%
$15,000 to

50,000 2% L% 6% 8% 10%
450,000 to
100,000 3% &% 9% 12% 15%
Over
$100,000 L% 8% 12% 16% 20%
Deductions al- hus, $10,000

wed to cach $10,000 lin.2.s 3,000 £500 $200 $100

a7 For adopted chiléren-Adoption must take place before the 15th birth-

day and be at least 10 years in donation

Source: Commerce Cleaning House, South Dakota, 1946

1/ Kenneth W, Gemmill, Federal, State, Local Tax Correlation, "Importance

of Intergovernmental Tax Relations," Symposium Conducted by Tax Institute,
Princeton, Decemher 3 and 4, 1953.
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The amounts of federal estate and gift taxes plus state inheritance
taxes that were paid in South Dakota for the fiscal years 1952 and 1953
is prepared in Table 24 .

Table 24 . Federal Estate and Gift Taxes and State

Inheritance Taxes Paid in South Dakota
for Fiscal Years 1952 and 1953

Local

Federal State (share of)
Year Estate Gift Total Inheritance Inheritance a/ Total

1952 4846,240 ¢29,641 $875,881 $471,674.88 $52,408.32 $1,399,964.20

1953 971,077 20,834, 991,911 616,178.83 68,464.31 1,676,554.14

a/ County Treasurers permitted by law to retain 10 percent of all
inheritance taxes collected.

Sources: Annual Report, South Dakota Department of Finance (State and

Local data) United States Treasury Departmenb, #nnual Report
of Commissioner of Internal Revenne) (Federal data)

C. Highway Support Taxes

Another case where there is federal and state taxing of the same products
is in the field of taxes levied for highway support. The federal government
levies 2 cents per gallon on gasoline and diesel fuel used in highway ve-
hicles and a 6 cent per gallon tax on lubrication oils. The estimated amounts
of federal motor fuel and lubricating oil taxes paid by highway users in
South Dakote in 1952 was $3,474,000 for highway gasoline and diesel fuel
and 208,000 for lubricating oil, or approximately 3% million dollar total.l/

South Dakota imposes a 5 cent tax on gasoline and dicsel fuel for
highway use. In 1952 the state revenue received from this source was

¢9,268,000. 2/

1/ Highway Statistics, Bureau of Public Roads, United States Department
of Commerce, 1952, pp. 68 and 70,
2/ United States Department of Commerce, Highway Statisties, 1953.
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It is often argued that the federal government should get out of the
road tax field and leave it to the states., For South Dakota this may be
a costly move as our federal aid for highway in 1952 was {7,062,663.13, 1/
while the federal taxes paid in highway fuel and lubricating oil taxes
was about $3.6 million 2/in that same year. The federal government does
however levy taxes on the sale of autos, notorcycles, buses, truck,
trailers, tires, tubes and parts and accessories which may or moy not be
considered in the proposal for the federal government to 1lift the taxes
levied in relation to financing highways. The taxes collected in South
Dekota on the sale of these related items amounted to $4,614,000 in 1952, 3/
Thus, if the federal taxes collccted from the sale of these related goods
is added to the federal taxes paid on gasoline, diesel fuel, andlubricat-
ing o0il in South Dakota, the total would be slightly higher than the amount
received in federal highway aid in 1952,

The federal fund appropriations have increased over the 1952 figure.
For fiscal year 1952-53 the federal aid receipts for highways was
$10,728,138.44, 4/ and for fiscal year 1955-56 South Dakota is scheduled

to receive $10,814,995 in matching funds, 5/

D, Cigarette and Alcoholic Beverage Taxes

T —— . ——

Cigarettes and alcoholic beverages are also taxed by both the federal
government and South Dakota. The bulk of the federal tax is hidden in the
sale price of the goods sold. Federal taxes paid by manufacturcrs on these

goods account for no small part of the sale price. Wholesalers and re-

1/ Annual Report of the State Auditor, 1953, p. 9.
%; United Statcs Department of Commerce, Highway Statistics, 1953.
Op. cit.
L/ Iﬁnual Report of the State Auditor, 1953, p. 9.
5/ Secretary of Commerce, Weeks, News Release, Washington, June 30, 1954.
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toilers of merchandise in South Dokote are also subject to federal
licenses and floor texes., It is estimcted thot this indirect federal
revenue fron the scle of cigorettes in South Dakota during fiscel year
1952-53 was (4,670,650, 1/

The federal revenue indirectly paid in purchases of alcoholic bever-
ages in South Dakota for the same year is cstimated between 9 cnd 10
nillion dollars, 2/

State toaxes on eigarettes, beverages and liquers are more accurctely
deternined from stote reports on collectionss During the fiseal yeor
1953, the state roceived from cigarctte stomps and licenses {1,821,768,78.
Fron alecoholic beverages and liquor revenue stamps, licenses, ond fron
10 per cent occupational gross receipts tox the state collected
72,708,148,70 for the some period. 3/

Table 25, Federal and State Colleections from Cigerette
and Alcohol Beverage Stamps and Licenses

Tax and South Dckota United States

Licenses Collcctions Collections Total

Cigorettes ©1,821,768.78 {45670,650,00  69492,418478

Alcohol beverages  2,708,148.70 9,500,000,00  12,208,148.70
Total 4y529,917 48 14,170,650,00  18,700,567.48

Sourccs State collections, Annucl Report of South Dakote State Auditor,
1953, Federal collections, Estimotes from Annual report of U.Se
Director of Internal Revenue Burcau,

1/ Cigorette sales in South Dakota were computed from cigorette tax
receipts., An estimate wos then made of the federal manufacturers tax on
the conputed sale volume. Federal rate obtained from annuel report of
Collector of Internal Revenue, fiscal yecr 1953, pe 72

2/ This estimate was obta:ned by multiplying the percentage of notion-
2l incone received in South Dakota by the total federal alecohol toxes paid.
The federal alcohol toxes include wholesalers and retailers cnd dealers
licenses, federal stanps, floor taxes, etecs This figure was alsc estimated
by nultiplying federal rates by estimated sales of alcoholic beverages,

3/ Annwal report of the South Dakote Stote Auditor, 1953, ppe 21 and
224



E. Other Types of Overigéging Taxes in South Dakota

The amusernient tax is also a type of tax imposed by federal, state and
local governments,

In the United States for the fiscal year ending June 30, 1953 federal
revenues fror amusement taxes amounted to about 416 million dollars. The
federal tax revenue on admissions to theaters, concerts, etc. accounted for
313 million of the total, followed by admissions to cabarcts, roof gardens,
ete., 47 million; club dues and initiation fees 37 million; coin opcrated
devices 17 million and the balance 3 million from bowling alleys, pool
tables, etc. The federal tax rate is 20 percent of the rcceipts from the
above mentioned types of amusement fees except in the case of bowling alleys,
pool tables, etec. which pay $20 per alley or table, and for coin operated
amusenent and gaming devices $10 and 250 per device. 1/

South Dakota imposes a tax on virtually every type of amusement mention-
ed above. The rate is 2% on the gross receipts, or in effect a classified
sales tax., Vending machine licensec fees are $5 for those permitting 1l¢ to
10¢ deposits and £10 where 10¢ or more can be inserted. The federal and
state taxes paid in South Dakota on the classified amusements are prepared
in Table 26 ,

Table 26
Amuscnent Taxes Collected in South Dakota 1953

Federal tex & Liconse State tax a/& Iiconses Total

Adrission 1,083,079 108, 308 1,191,387
Leases of Boxes 324 32 356
Roof Gardens 50,653 5,065 55,718
Vending machines, pool 82,976 16,995 b/ 99,971

tables, bowling alleys
Club ducs and i
initiation fees 22,272 2,227 24,499

Total 1,239, 304 132,627 1,371,931

Source: Federal data: Annual Report Commissioncr of Internal Revenue,
State data: Annual Report of State Treasurer and Department of Financc
a/ Statc data estimatcd at 10% of federal revenue - Federal tax rate 20%
State tax rate 2%
b/ License receipts, docs not hclude the 2% tax on gross earnings of vending

nachines
17 U. S, Treasury Department, Annual Report of the Commissioner of Internal
Revenue, Fiscal year ending June 30, 1953, p. 87.
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Excise toxes also have overlapping characteristies. Although most of
such taxcs are hidden in the price sternming from manufacturers tax obligations,
some arc imposed at the retail level and very noticeable in the purchases of
cortain items such as furs, jewclry, luggage and toilet goods. In the
United States manufacturcrs' federal excisc taxes and retailers' federal
oxcise taxes for fiscal year 1953 amounted to $2,862,788,097 and (496,009,003
respectively. In South Dakota the federal excise taxes collected at the retail

level for fiscal 1953 was over one million dollars, 1/

Table 27.

Federal Rctailers Excise Taxes Collected in South Dakota
Fiscal Year 1953

lten Federal tax
Furs 71,417
Jewelry 526,883
Tuggage 130,555
Toilet goods 240,967
Local telephone scrvice 139,122
Total 1,108,944

Source: U, S. Treasury Department, Annual Report of the Commigsioner of
Internal Revenue, Fiscal Year Ending June 30, 1953, pages 83, 84.

1/ U. S. Ireasury Department, Annual Report of the Cormissioner of Internal
Rovenue, Fiscal Year Ending June 30, 1953, pages 83, 84 and 107,
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Figurc VI

Total Income Paymcnts To Individuals and Total
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CHAPTER VII
THE BURDEN OF TAXES IN RELATION TO INCOME

Federal, state and local taxes become more meaningful when considered
in terms of peoples income. Such a relationship is often used in measuring
ability to make tax payments.

A tax program can be successful only if the persons or property upon:
which the levies are placed, possess the ability to meet the tax obligation.
It is necessary therefore that tax policy be in line with the income or
tax paying ability of those taxpayers,

The sourdes of income in the United States are many. Income is receiv-
ed for common labor, professional services, ownership of income carning pro-
perty, use of savings, and income resulting through many types of trading,
only to mention a few, The amount of income from any one of these various
sources often changes with the passage of time, There is an advantage then
in a tax program that is flexible ecnough to cope with such changes, thus ob-
taining more equality of tax burden., On the other hand, such flexibility may
in some cases result in instability of tax revenue nceded to provide the ser-
vices demanded. In the figure, page 47, one can observe the variation in
total personal income in South Dakota contrasted with the relative stability
in tax payments.

From the standpoint of total taxes paid, including fedcral, state and
local, in relation to personal income in South Dakota, the percentage of in-
come taken for taxes in 1930 was greater than in 1950, If the pcrcentage of
income taken for taxes is a measure of the burden of tax payments, statistics
indicate that in this respect the burden of tax payments in 1930 was greater

than was the case in 1950,
Since 1930 however, total tax payments as a perccntage of total income

payments in South Dakota have fluctuated considerably. The low in

1942 was 12.2 per cent while in 1932 it was 37.6 per cent, 1In
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1952 the tcx payments in South Dakote anounted to 20,6 per cent of the
total income poyments, wvhile for the action it averaged 31.7 per cent
for that sene year,

Toble 28

Selected Type of Tax Payments, os & Per cent of Totel Income
Paynments, for South Dukote and the United States, 1952

Type of Tax Tex Payments as a Per cent of Total Income
Poyment Paynents
the Notion South Dokota
Locol 347 6e6
State 349 4e9
Federal Rleel Q.1
Total 31,7 20,

Sources: Income Data - United Stutes Department of Cermerce, Survey of
Current Business, August, 1953.
Tex Date - Tax Institute, Tax Poliecy Volume XX Noo. 9, Sept. 1953

An important considerction to keep in nind in reviewing the above
toble is that beccuse the percentages for South Dakote are either higher
or lower than for the Nation, it does not necesscrily feollow that South
Dakotans are paying too ruch or too little in any given tox, or even
in the total tax. Both the benerits from government and the burden
of tex payments vory between individuals depending on their incore,
occupc.tions and geographiccl loeatione

A lorge percentage of the incors in this state is from agrieultural
production, Hence, the burdon of tax poyments, as measured by & pereentage
of incone, is very responsive to farm production, production costs,
and prices received from the sale of forn goods,

Measuring the relntive burden of tax payments in terms of toxes
os o percentage of personcl inconme, is not “the only mecns of meking
annuel comperisons of burden of taxes. One can compare the value of inccome
renaining ofter taxes, or the absolute amount of the taxes themselves,

Becouse of the changing pricc levels, the dollar income compared with
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the size of the tax bill from one year to the next, does not form
perfect comparisons. By expressing money in terms of the goods and
services which it will buy, the tax burden can be approximated through
the use of price indexes, by which income figures for several years can
be adjusted to represent purchasing power in a designated yeer.

In 1930 the average per copitc income in South Dakota was $382. In
1950 or 20 years later it was $1,275. Although the per capita income
went up substentially fron 1930, the goods and services that could be
purchased with the income in 1950 did not increase proportionately.

Adjusting the 1930 and 1950 aftér-tax incone to 1947-1949 prices,
the purchasing power of the 1930 income cfter taxes would be %437 com=
pared with $1,025 in 1950, The purchasing power of the income after
taxes for a nore recent year, 1952, compered with 1930, indicates that
the 1952 figure ucs about twice as lerpge as the earlier dates See
Table 29.

Another approach to measuring tax burden is to compare the pur-
chasing power of the total tex bill for selected periods of time. 1In
other words, in terms of goods and services thot could be purchesed
with the amount of tax payments, what was relinquished when poying toxes
in 1930 and 19507

From this standpoint Table 29 shows thct, assuming 1947-49 prices,
the purchasing power of the tax peyments in 1930 wes $98 and in 1950 it
was 4215, The purchcsing power of the per capite tax in 1952 wes about
two and one-third times the figurc in 1930, Thus in terms of goods and
services thet may be purchased with the income taken in the form of taxes
for the two yeers, the per capita obligetion wes considerably more in
1952 then in 1930,

Using the some techniques in comparing the 1940 texes with 1952 does

not show such & merked veriation, It does indicate however thct the
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burden of taxes, measured in terms of percentage of income paid in texes,
wes slightly higher in 1952 than in 1940, but measured in terms of pur-
chasing power of per capita income after taxcs it was considerably lower.,
The purchasing power of the average per capite tax bill was substantially
grecter in 1952 than in 1940; that is, the average taxpayer's 1952 tax
bill would purchase more goods and services than would the tax bill in
1940,

From the following teble one can nioke these types of compcrisons for

-

any of the years betwcen 1930 and 1952.
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CHAPTER VIII
THE PROPERTY TAX IN SOUTH DAKOTA

Property tax receipts in South Dakota accounted for almost 60 per
cent of all state and local tax payments in 1953. 1/

For many years property, both personal and real, has been used as
a basis upon which to levy taxes., The revenue from such taxes have in
general been used for local purposes.

In questioning the adequacy or equality of our present system of
levying taxes on property it is interesting to consider why property
is used as a base for such a large percentage of our revenue. The
philosophy today about taxation is probably not significantly different
from the philosophy held by those first using property as a basié for
taxation, This philosophy was and is that taxes should be levied in
accordance with ability to pay.

During the development of western Europe, when taxation on property
was very popular, property owned was probably a much more accurate measure
of ability to pay than is the case today. A man's wealth during that
period was in large part measured by his land and household ownership.
Today much of our income is derived from sources other than land and
the legal title to many types of properties does not reflect the same
ability to pay as did land ownership during the earlier periods.

Many states, however, are continuing to place major emphasis on
property taxes and in many cases are not considering the actual burden
carried by selected groups.

In our complex economy of today, where income is derived from such
a large variety of sources, a point is reached when additional levies

on property increases inequality in sharing the tax burden. Additional

- 1/ See Table 30 .
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property levies may even eventually discourage and curtail ownership of
property. The tendency of the past few years has been, therefore, to
ghift some of the burden of taxation to other tex bases and/or taxing
units.

In South Dakota the trend from the reliance on the property tax to
other taxes in meeting total tax obligations can be observed in Table 30 .

Table 30. South Dakota Property Taxes and Percentage of

Property Taxes to Total Taxes and Total Revenue
for State and Local (In Thousands of Dollars)

Property Tax General Property Tax
Total Tax Property Tax as Per cent of Revenue ¢/ as Por cent
Year  State-Local a/State & Local b/Total Tax State & Local of Gen,. Rev,

1926 42,617 34,267 80.41 46,135 74,28
1927 40,299 33,121 82.19 44,,012 75.25
1928 41,832 34,039 81.37 46,147 73.76
1929 47,215 35,781 75.78 52,296 68.42
1930 47,708 35,910 75.13 52,944, 67.83
1932 43,783 30,054 68.6/ 47,785 62,89
1933 37,430 27,676 73.94 40,817 67.81
1936 37,323 21,984 58.90 40,366 54.¢46
1937 35,150 21,897 62,30 38,522 56.84
1938 39,448 23,784, 60.29 - 44,198 53481
1941 39,115 20,793 53.15 62,456 33.29
1942 39,774 21,033 52,88 60,837 34,57
1943 38,108 20,577 54,00 49,243 41.79
1945 39,948 22,528 56.39 49,493 45,52
1946 46,122 25,672 55,30 67,654 37.95
1947 53,636 27.633 57..52 66,123 41.79
19.8 68,062 36,335 53,39 83,609 L3.46
1949 75,605 40,2772 53427 94,945 LR 4R
1950 84,822 L1978 53.03 128,237 35.07
1951 91,173 L5, 5 51,00 114,729 40,53
1952 95,050 53,437 53.13 121,234 41,65
1953 90,291% £3.648 52,31 114,608 46.72

a/ South Dakota Tressurer‘s /nrnual Report

b/ Department of Finance, Anmizi Report

¢/ South Dakota Treasurer's Annual Report and South Dakota Budgct.
* Estimated



b/

It is interesting to notc from Table 30 that in 1926 almost 75 per
cent of the state and local general revenue was obtained from the property
tax compared with less than 50 per cent in 1953,

In making this same type of rclationship for states surrounding South
Dakota as well as an average for all states it can be seen that Scuth
Dakota, in 1948-50 was relying more heavily on the property tax than was
true for the average of all states or for the average of eight selected
states in this areca,

Table 31 .
Estimated State and Local Property Taxes in Eight

Mid-Western States and All States, 1948-50
(Dollar Amounts in Millions)

Arnmual Average 1948-50 R S
Property Tax Total Revenues  Property.Tax Levies

Levies Exclusive of as per cent of
States Aids total revenues
I1llinois $ 520 % 1,050 49.7%
Iowa 140 340 40,7~
Kansas 113 2.0 47.5
Minnesota 179 400 45.3
Missouri 135 370 37.0
Nebraska 77 140 54,0
South Dakota 39 80 L6.4
Wisconsin 211 470 Lb.T~
Total Eight States 1,414 3,090 45.8
Total 48 States 6,779 17,820 38,07

Source: Bureau of Businescs and Economic Research, A Comparative Study of
the Tax Systens of lowe and the Surrounding States, State Univer=-
sity of Iowa, Iowa City, 1952, p. 241

As was previously mentioned almost all of our property taxes are paid
to county and smaller govermnental units,
Table R shows the revenue reccived from property taxes by governmental

units. in South Dakota in 1952,
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Table 32 .
Property Tax Levies by Cl-seas ~f Taxes for Year Ending
December 21, 1%71 - Payable in 1952

Dollars Per cent

State 99, 352 O28 02
County Taxes 17,045,095.45 33.8
Organized Townships 2,734,752.79 5.5
School District 23,101,568.85 45.7
Cities and Incorporated Towns 7,342 ,406.74 14.5
Other (special assessments) 173,832,.62 .3

Total 50,497,008.73 100.0

Source: Twenty-Seventh Annual Report of the State Department of Finance,
Fiscal Year 1951-1952,

A, Property Taxes Paid by Farmers and Non-Farmers in South Dakota

The property tax is a tax that yields a large amount of revenue in
South Dakota and is often considered unfair by hoth farmers and ncn-farmers,
Many of the individual and group differences of opinion may be reduced if
each has a better understanding c¢f the taxes they pay in relation to the
burden carried by others In our economy,

An estimate has been 1made of the per cent of total property taxes peid
by farmers and non-farmers., In making such an estimate, it was necessary
to consider real estate taxes and personal property taxes paid by cach
group separately, since personcl property tax data are not broken down
by farm and non-farm groups.

Farm real estate taxes amcuned to {19,611,000, or 53.2 per cent of
the total real property taxes payatle in the state in 1953, 1/ For per-
sonal property, tax estimates were arrived at indicating that approximately
$8,801,171 personal property tax was lwied against farmers in 1953, 2/
This figure represents 57.2 per cent of the total farm plus non-farm per-

sonal property tax payments in South Dakota.,

1/ United States Department of Agriculture, Agricultural Statistics 1953,
p. 626,

2/ This estimate was computed by determining what part of the personal
property the farmer owned and multiplying an estimated mill rate for farm
personal property by the total asscssed valuatien of such holdings.
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Teble 33, Estimated Real Estate and Personmal Property
Taxes Paid by Farmers and Non-Forners in
South Dakota, 1953,

Real Bstate Personal Total Per cent of

Taxes Property Taxes Taxes Total Taxes
Farmers $19,611,000, -~ $8,801,171.--  §28,412,171 544l
Non-farmers _17,235,543.== 2/ 6,593.588,-= 23,829,131 45,6
Total $36,846,543.-- $15,394,759.--  $52,241,302 100,0

a/ Includes railroad, telegraph, slecplng car, electric light, power,
water, gas, telephone within corporate limits, county grain, dog, special
assessments, and the non-farm share of other county, state school district,
organized township and city, and incorporated town taxes.

Property taxes, both real and personal, have become a very important
part of farm operating costs. From 1940 to 1953 the taxes on farm recal
estate increased almost 90 per cent, In the period 1950 to 1953 the in-
crease was 8,8 per cent, As reduction of costs is an important factor to
be comsidered in increasing the net profit of the farming enterprise, it
is well that those paying the taxes have a rather complete understanding
of the present property tax system, Such understanding can facilitate
in reducing many obvious inecqualities that exist. in the field of farm
property taxation.

Inequalities in Farm Personal Property Taxation

Personal property taxation paid by farmers and ranchers in this state
accounts for an important part of total farm property taxes. In the
eastern arcas of the state personal property tax revenue comes mainly from
farm machinery and livestock, while in western South Dakota, the bulk of
such taxes are obtained from livestock asscssments - mainly cattle.

The assesscd veluation of the farm personal property - cattle, other
livestock, farm machinery and miscellaneous farm personal property - was
approximately 75 per cent of the total assesscd value of all personal pro-
perty in the state, and cattle alone made up almost one-half of the total

farm personal property assessments. 1/

1/ Annual report of the South Dakota Secretary of Finance, 1953,
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Since the tax rates vary hetween rural and urban properties, the

proportions of the total personal property tax paid by each group does not
equal the rural-urban proportions of the total assessed valuation, Estim-
ates previously mentioned in this report indicate that the personal pro=
perty burden was shared in the ratio of about 57 per cent for farmers and
43 per cent non-farmers in 1953, (See page 55)

The types of personal property upon which the largest share of farm
personal property taxes are paid are cattle and other livestock followed
by farm machinery, This is in gencral true of the nation as well as for
South Dakota,

Table 34. Percentage Distribution of Taxes Levied on Farn
Personal Property, by Classes and Regions, 1949

House-
hold
furni-
Auto- ture
Other Farm mobiles and

live- Machin- and niscel- A1l
Region Cattle _stock ery trucks __ laneous Classes

Per Per Per Per Per Per

‘gent cent cent cent cent cent
New England 50,8 21,0 14.0 10,5 3.7 100,0
Middle Atlantic 40,0 17,0 24,3 0 18,7 100,0
East North Central 53,1 10,0 24.5 9.6 2.8 100,0
West North Central 45.4 8.4 29,1 7.0 10,1 100,0
South Atlantic 23,1 14.4 16,7 34,9 10.9 100,0
East South Central 10,3 12.0 2.8 72.9 2.0 100,0
West South Central 51.9 12,7 16.0 14,9 4a5 100.0
Mountain 50,0 12,5 27.0 6.3 Lo 100,0
Pacific Ll.5 13,0 38,7 0 6.8 100,0
United States 45,5 10,9 25,9 10,9 6.8 100,0

Based on data from State reports.

Source: Ronald Bird, Taxation of Personal Property Owned by Farmers in the
United States 1940-49, "Agricultural Finance Review" United States
Department, of Agriculture, Vol, 15, November 1952 p. 4l.
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For South Dakota the percentage distribution of personal property
taxes paid by farmers is similar to the national pattern,

Table 35. Percentage Distribution of Taxes Levied on Farm
Personal Property in South Dakota 1949 and 1953,

Auto- Household

Farm nobiles furni- A1l
Year Cattle Other Livestock Machinery & Trucks  ture, etc, a/ Classes
1949 51.0 9.2 29.4 0 10.4 100
1953 48.8 6.5 31.9 0 12.8 100

Source: Annual Report of South Dakota Department of Finance
a/ Pro rated according to population.

The inequalities that exist between farmers in sharing the burden of
bersonal property taxation stems from several sources, The property tax
is used primarily for local services, a large portion of which goes to-
ward school support. Because of the variation in assessed valuation of
property in school districts, as well as a wide variation in the cost of
providing school facilities, a wide range of mill levies exists between
districts, Thus some farmers pay much more than others per dollar of
assessed valuation on their personal property.

The variation in tax payments per dollar of assessed valuation may
be considered a case of inequality if the view is held that all people
in the state should share equally in the education of the elementary and
secondary school children,

Inequalities also exist among personal property taxes paid by
farmers due to the lack of uniformity in the method of assessing personal
property. This problem is not confined to personal property taxation for
farmers;.however.

The inequality that exists in personal property taxation between farm
and non-farm groups is most apparent when one considers the total property
taxation of the farm enterprise, a considerable portion of which is per-

sonal property levies, and compares these tax levies with the personal



- .
property taxes paid by other occupational groups.

This inequality may best be observed in the following hypothetical
table prepared by the Department of Public Instruction, Pierre, South
Dakota. (See page 60.)

It must be emphasized that the above table does ﬁot present the total
tax picture between these two occupational groups. Rather i is a hy-
pothetical case pertaining only to a selected property tax situation,

It does, however, suggest that considerable inequality does exist in
personal property tax assessment between the two groups.
nequalities Farm Real Estate Taxation

Taxation in South Dakota, on farm real estate, has and is being
levied with little or no consideration given to the productive capacity
of various lands, or buildings on that land, If taxes on real estate
should be levied in accordance with the ability of that property to
produce, a more equitable farm real estate tax system must be worked'out
in this state. Dr. Myers, Head of the Agricultural Economics Department,
South Dakota State College, has pointed out that, "in some townships
every acre of farm land is gssessed at the same dollar figure, despite
great variétions in soil types, productivity, or location." 1/

If the market value of farm property is a reflection of the earning
power of that property, which is usually considered the case, then taxes
should fluctuate in accordance with changes in market value,

The imposing of taxes in this manner achieves the important objective
of raising taxes when farmers are most able to pay them and easing the
burden when their earnings become lower, It does have the disadvantage

of reducing stability of tax receipts needed for schools and other services,

1/ Myers, Max, Ig South Dakota's Tax System Basically Sound?
Mimeographed report of statement presented to Legislative Research Council

Committee on taxation, Pierre, South Dakota, October 28, 1953, Agricultural
Economics Department, South Dakota State College.



‘vloxRQg Yjnog ‘eaxery ‘uotgonaysuy OTIqQngd Jo jusumgaedag :90amnog

‘uspanq xe} jo Aqrrenbout STY} quosoxd

sosodand Tooyos aoF Lqaadoad JO SUOTIBITITSSBR[O T[® 0% poyoely® ST LAoT TTTW ouwes 9U3} oJ9YyM ®BoJ® UMOY poqrrod.aoout

UT puT TOJE TRJIOI B UTBUOD YOTYM SPOTIFSTP TOOYOS A3 TUNMmIOD pozTuedaoos pue

v

*Ieaf xod MOO QU0 POSJ 0F PUBT JO SaIO® Oz Soye} 3T 3eU3} po3BUTYISS ST 9T

‘pojepITosuod quopuadaput .#novnmmwvnH

‘puel sTY3} uodn pooerd sem aaow Jod

00°€% Jo uoTgunyeA ® ‘voae STY} UT JOMOT yomu ST oJoe Jod uOT}en[RA Passesse oYy 2outs pue ‘uorjenyrs uIey wjojvQq

yjnog uxojsom TeotdLy ® squesoaded youwlx 973380 ® 2 WUTg

& Jutonpoad £qs1oy3} yoe2 000G JO onTeA o3ITW ® g

‘08° 71T ST puel [eIN3TNOTIIR J0J a3vioAr e3eys ayy, /P
*potTddns sen ojwuTyso uUv 0S8 ‘WA3T STY} J0OF 9TqeITeAR oa8 sodedoAr 01v3S ON /o
"SMOD G/, J0F AIESsodou oq pTnoM STInq AL

*00°000°€% Jo swoout ssoxld
§0AT®O (09 @onpoxd prnom doxo JTeo %08 U® Y3TM SMOD G, Vi

60°7€9°T

78°899° 1T Teq0g,
00°005¢Y /P axoe xod 00°€$; ® saao® QOGT ‘sytury *daoo opTsjno ‘pury *ady
00°00T /0 suozem ‘saTppes ‘ssourey ‘LIoutyorm ‘sT00q ‘squomoTdut *a3y
59°077 $9°077 BT ‘mord ¢-z TTwvws ‘Iogomay,
&  867E6T /Q 66°97T 9z “sTIng
Y 6Z°€90°6 /€ 16°L9 @ pPuoy g4 ‘sode TTe ‘smog
97°s7 . €L°22 D2 ‘soTnu pue SOSJIOH
6£°€02 602 *019 ‘suotstacad ‘s3na ‘oanyTuany pToussnoy
90°02 o0t (g 90°02 ®T ‘s3os otpey
98°98 €3°23 98°98 BT ‘oouspTieod ‘sIojrviadfaIod OTJI300TYg
BLoETET owes U0 SJUSWOAOJAUT PuU®B S30T UMOY puw £319

61°G16 oWeS U0 SOJN}ONIYS
pue sjuowoAoddut ‘STWT] ©3BIOAJIOD OpPTSINO PUBRT Team3noTady

00°000° === 00°000°€§ ====== 94 O3 POUNSST ode 500UGYSUT osoUy Ut UoTUl

JUSUMSOAUT Ssoutrsng ‘so3epn possossy
sTH uodp Arsatjug sty uodp Avsatyug £q3odoxgy Jo
¢t 3puadogemodouy osouy) spuodog swoouy o9soYy UOT3BOTJIISS®BI)

Jokedxe] wIeg

D ——

Jofedxe], umoj,

uagshg xe] £qaadoag juesaag rug Ag
poziTouog oae sxofedxp] UMA] SUTUTBIUO) FOTIFST( T[OOLDOS © UT SAT] oyy sJofedxe], wagy
‘9¢ °Ta®L



-6l
Such stability could be achieved however, by using other types of tax
measures for the support of services deemed desirable.

As may be expected the taxes on farm rcal estate in South Dakota has
shown wide variations when considered in terms of taxes per 100 value of
real estate since 1910, while the per acre tax for that same period has
not reflected such marked changes, (Figure VII)

In 1952 the taxes levied on farm real estate in South Dakota, (pay-
able in 1953) was approximately %.51 per acre., In terms of {100 value
of farm real estate the tax was about $1,20, The average per acre value
of farm real estate was thus about $42.50 in South Dakota in 1952, An
example of the inequality that exists in tax levies on rural lands can be
observed in the following tabulation which compares the average taxes levied

per acre in 1952, on land separated only by a road but in different town-

ships.

Assessed Value Levy Av. Tax
Beadle County ___Per Acre Mills Per Acre
South tier in Bonilla Twp. 621,72 642,50 $0,92
North tier in Allen Twp, 18,76 29.09 0.54
Hand County
South tier in Alpha Twp, 12.43 31.27 0.38
North tier in Miller Twp. 18,74 29,76 0.56

As further evidence of “he inequality in tax payments on farm property
one cen compare the highest and lowest tax bills per $1,000 of assessed
valuation in selected countics in South Dakota, These comparative assess=-
nents for 1950 apply to rural school districts in selected counties.

Tax bills per {1,000 assessed valuation

Counties Lowest Highest
Brookings £14.00 34465
Beadle 19.97 40.95
Clay 15.28 27.53

Haakon 12,66 32,66
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United States Department of Agriculture-BAE"Farm Real Estate Taxes."
September 1953,



=63
The present method of assessment of farm buildings is another case

where inequalities of tax levies is vary apparcnt upon investigation, As
was previously mentioned little consideration is given to the income carn-
ing capacity of farm buildings in levying procedures. A method for mek-
ing an equitable comparison between buildings on different farns is also
much needed.,

South Dakota law stipulates that all property shall be assessed at
its true and full value in money. This stipulation is not being complied
with,

In 1952, in Hand County, St. Lawrence Township, 38 sets of farm build-
ings were assesselat less than {1,000 with none above that figure. In
Miller Township, 38 sets of farm buildings were assessed above ¢$1,000
(the highest $1,308) and 43 sets were below $1,000. It is obvious that
in some cases farm buildings are grossly under assessed. Such is in gen-
eral true of farm assessments and non-farm assessments over the state.

Under assessment as such does not neccssarily mean that there will
be or is incquality in tax payments. However, it does tend to make it
more difficult to equalize levies between properties.

Another consideration that should be included in comparing the bur-
den of taxes for these two groups is to compare the income rceeived by
farmers and non-farmers w.th the respective portions of the property tax
burden,

The net income of farn proprietors in 1953 was $290,875,000. 1/ Net
income of farm proprietors includes value of change in inventories of crops
and livestock, farm wages, net income to farm proprietors, and net rents

to landlords living on farms.

1/ United States Departnment of Commerce, Survey of Current Business,
August 1954, Office of Business Economics. Agricultural income was 32.5
per cent of total personal income in 1953. This percentage figure was
multiplied by total payments to individuals which was 895,000,000 in 1953.
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The non=ferm: incone was ! 604,125,000, 1/ 1This figure corprises
income received by indivicduals in the form of wages and salaries, net
income of proprietors (excluding farmers), dividends, interest, net rents,
and other items such as social insurance benefits, relief, veterans pen-
sions and benefits, and allotment payments to dependents of military per-
sonnel,

These figures indicate that the net farm income was 32,5 per cent of
total personal income, and of course non-farm income was the remaining
67.5 per cent, Yet farmers paid an estimated 54..4 per cent of all property
taxes in South Dakota and non-farmers paid the remaining 45.6 per cent,
Also the rural farm population in South Dakota in 1950 was 39 per cent of
the total state population, 2/

Table 37
Per cent of Net Income, Population and Property Tax Paid by

Farm and Non-Farm Population in South Dakota 1952

Per cent of Total

Group Net Income Population (1950)  Property Tax Paid
Farm 3.5 39 54t
Non~Farm 67.5 61 4L5.6

Total 100,0 100 100.0

It must be emphasized at this point that the above statistics of
taxes paid by either group are not in themselves proof of unequal sharing
of the tax burden, They are mercly iAn indication of the propecrtion of
property taxes paid by farmers and non-farmers, All types of taxes paid
by farmers and non-farmers must be considered if fairness of the total tax

burden is to be determined,

1/ United States Department of Commerce, Survey of Current Business,
August 1954, Office of Business Economics. Agricultural income was 32,5 per
cent of total personal income in 1953, This percentage figure was multiplied
by total payments to individuals which was $895,000,000 in 1953.

2/ United States Department of Commerce, 1950 United States Census of

Population - South Dakota, Table 10,
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B. Improving Procedures In Farm Land Assessing

Inequality in the system of levying taxes on farm lands, buildings,
and personal property has been pointed out. One might ask the question,
then how can greater equality in tax levies on these three types of farm
properties be attained?

Improving assessment practices may go a long way in attaining such
desired equality., As has been suggested above, the tax payments that are
made on property in South Dakota, in many cases do not reflect the differ-
ences in the value of that property. Two conditions are responsible for
the amount one pays in property taxes; one is the assessed valuation of
the property and the other the mill rate placed on the assessed valuation,
Thus, one naturally looks to these two factors in attempting to improve
the inequalities that seem to exist in payments of property taxes between
individual farmers as well as between farm and non-farm groups.

The mill rate placed on the assessed valuation of property is dependent
upon the total assessed valuation of that property. Therefore, attempting
to obtain equality of tax payments through the use of varying mill rates
for selected properties would be very difficult when assessmenis zie not
made equitable to start with, Indeed, in some cases the use of such a
technique aggravates rather than corrects existing inequalities.,

The assessed valuation of farm real estate and to a large extent other
property, has for many years been rather static, with assessments changing
little in accordance with changes in market value of property. It is
interesting to note that in 1928 E, P, Crossen relates in a bulletin,
"Taxation and Public Finance in South Dakota," as follows:

"A study of representative sales of farm land showed that
farms sometimes sold for more, sometimes for less, than they
were assessed. Frequently the same farm was given the same

assessed valuation year after year, in spite of a tendency in

recent years for land values in the state to increase, It would
caem that a larper acsecement, unit mioht Avercome smme of thaen




defectssessssss It might be f;fﬁzgle for a county to employ a

full time County Assessor and to offer a salary large enough to

attract men well qualified to carry on the work," 1/

The condition in this respect has virtually remained unchanged since
Crossen's observation was made in 1928,

In comparing average assessed valuation of farms with the average
sale price of farms in four selected counties in South Dakota it can be
seen ip figure VIN, IX, X ,XI that little change has occurred in the
assessed valuation noteably since 1940 while the average sale prices have

increased substantially,

Assessment-Sale Ratio Procedure

Through a study of assessed valuations and sale prices of land a
technique can be used in gaining more equality between farm land assess-
ments in the state and even betwecn states. From such a study adjustments
can be made in the assessed valuation of property to arrive at a uniform
assessment sale ratio. For example, in 1953 the average assessed valua-
tion of farm real estate in Hand County was approximately $11 per acre
while the average sale price was approximately ¢34 per acre, Thus the
assessed valuation as a percentage of the sale price or asscssment-sale
ratio was about 32 per cent,

The program of assessment-aales stucies has been used in Iowa to
assist County and City assessors. When the assessors recognize the wide
disparity betwecn the high ratios and low ratios they can revise the
assessments on the lands responsible for the disparity and have a measure
to use in such revisions, A short schooling for assessors in Iowa was
set up to acquaint the assessors with the assessment sales studies and
how they might use this tool for their local situation, They found that

once an assessor had participated in the ratio study and grasped the

1/ E. P, Crossen, Taxation and Public Finance in South Dakota, "Farm
Economics Department, Agricultural Experiment Station, South Dakota State
College of Agriculture and Mechanic Arts", 1928, p, 28.
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significance of the results, he would be likely to apply the findings to
his own district. Richard A, Cherney, County Assessor for Grundy County,
Iowa commented on the usefulness of the ratio in his work:
"I have found the sales ratio a very valuable tool for

the assessor, After working with this ratio and using it,

I would not be without it. Its grecatest value is as a means

of cstablishing a factual level of assessed value -- 31,7%

of current farm selling price in Grundy County. This percentage

enables us to convert assessed values into current selling

prices or vice versa, which is an excellent means of checking

the accuracy of assessment." 1/

An assessment-sale ratio comparison has been made for four counties
in South Dakota from 1920 to 1953, The average ratios for Brown, Haakon,
Hand and Brookings Counties for that thirty-four year period was 87.33
per cent, 122,57 per cent, 98.41 per cent and 87,04 per cent respectively.
The variation between these counties was not as great in 1953 as was true
for some earlier ycars, The assessment-sale ratios for these four counties

for selected years is prepared in Table 38,

Table 38. Assessment-Sale Ratios for Brown, Haakon,
Hand and Brookings Counties for Selected Years

Assessment Value as Per cont of Sale Value Fop Counties

Year Brown HaaXon Hand Broockings
1920 96.7 105.7 78.8 60.6
1925 7442 87,2 67.7 88.1
1930 96,4, . 137.8 95.0 100.4
1935 92,3 125.7 84.5 119.9
1940 121,5 1527 147.2 134.2
1945 €7.0 1€63.5 89.6 80,5
1950 47, 5J.2 R4 4.8
1951 L350 8.9 39.7 41,3
1952 38.8 35.7 31.6 40,5
1953 8.7 3463 32.9 37.6

Source: County Records
From the above table it can be observed that from time to time a
considerable amount of inequality seemed to exist between Counties, while

in 1953 the inequality between the four Counties studied did not reflect

1/ William G, Murry, National Tax Journal, "Improvement in Real Estate
Taxation Through Assessment-Salcs Studies, "Volume V, No, 1, March 1952,
pp L] 86"92 .
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a great variation, While the small variation between Counties may scem

to indicate that our assessment proeedures are not too objectionable,

the greatest inequalities usually exist within taxing districts rather

than between districts, counties or even states. Equalization between
counties is important but probably even more important is equalization
between individuals and even districts. J. P, Jensen in his writing on
government finance states, "There is no possibility of equalizing unequal
individual assessments by means of blanket incrcases or decreases. The

only way to cqualize assessments is to make them equal in the first place."l/
Many other writers on public finance express essentially the same thought.

H, M, 'chsstatcs, after commenting on the difficulties of egualizing

asscssments between counties, that, "Much more serious, usually, are in-

cqualities among taxpayers within the same district." 2/

Economic Rating of Farm land For Tax Purvposes

Another technique that can be used to achieve more equality in taxa-
tion of farm land is to attach various ratings to the land and tax the
land accordingly.

Several methods have been devised whereby land can be rated teking
into consideration such factors as type of soil, slope of land, expected
amount of precipitation on that land, stoniness of soil, type of roads
leading to the land, drainage condition of the soil, type of land use and
its location in relation to trading centers and schools,

Probably the most important factors to be taken into consideration
in rating land for asscssment purposes in South Dakota are those related
to soil productivity. The ability of land to produce sufficiently to

enable it to withstand tax assessments is conditioned in no small part on

1/ J. P, Jensen, Government Finance, (New York: Thomas Y, Crowell
Compeny, 1937), p. 259.
2/ H, M. Grows, Financing Government, (3rd ed, New York: H. Holt &

Company, 1950), p. 59.
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the inherent qualities of the lamd, The degree of goodness or badness
of soil is measurable and can be used as a tool in determining, in large
part at least, the extent to which land can be taxed to achieve the great-
est amount of tax equality.

The productive classification of land can be made from soil surveys.,
In South Dakota such work is being carricd on by the Agronomy Department
of the Agricultural Experiment Station, State College, and the Soil Con-
servation Service, United States Department of Agriculture, Personnel
of these specialized organizations trained for soil analysis work collect
all available information about the soils in an area and prepare a soil
survey report,

An explanation of the soil survey work in South Dakota is best
explained in a report prepared by Klingelhoets and Westin of the Agronomy
Department, Agricultural Experiment Station, South Dakota State College,
entitled "Soil Survey and Lend Valuation for Tax Purposes."

The explenation is am follows:

"A soil survey consists of a soil map and report. The map
shows the extent and distribution of soil types and other soil
mapping units. It also shows the lay of the land or topography,
natural drainage of the arca, degrec of wind and water erosion
that has occurred (as measured by the depth of top soil remein~
ing), stoniness, depressions and lakes, location of farmsteads
and other buildings, kinds of roads, railroads, and present land
use, The accompanying report describes the natural and cultural
featurcs of the area surveyed; it describes the important char-
acteristics of soils; predicts the adaptability of soils to
various crops, grasses, and trees; predicts their behavior and
productivity under different management practices, and predicts
the yields which may be expectcd under defined management systems.

By determining the productive capacity of each soil type or
separation cn the map a soil survey furnishes the best available
basis for reliable estimates of future production and for compari-
sons of different tracts of land." 1/

From the information gathered in the soil survey, it is possible to

determine a productive rating for all lands surveyed.

1/ A, J. Klingelhoets and F, C, Westin, Soil Survey and Land Valuation for
Tax Purposes, Agronomy Department, Agricultural Experiment Station, South
Dakota State College, College Station, South Dakota,
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The productive rating plus other economic and social considerations
make it possible finally to make an economic rating of land, a base upon
which taxes can he levied with improvements resulting in the equity of
tax payments, Some of the economic and social consideration such as
types of roads in the area, and location of schools and churches in the
proximity of the land considered, can also be obtained from soil survey
information, Other economic and social factors such as costs of crop
production, and expected prices from the production of various crops, san
be estimated from prepared studies of these various aspects. The desir-
ability of the comrunity in which the land is located may be an advantage
or disadvantage influencing the value of the lend and should also be
considered., Such a consideration may most accurately be measured from the
attitudes expressed by those living in or near the area. It is desirable
thercfore that assessment of lands are made including the views of such
people as county commissioners and other local groups often-times familiar
with the value of particular areas of land to be assessed,

Several techniques have been followed in determining the relative
econonic classification of lands, A hypothetical example was used in
explaining the procedure that could be applied to any county in South
Dakota in the previously mentioned rcport, "Soil Survey and Land Valua-
tion for Tax Parposes." 1/ The hypothetical example therein used assumed
100 acres of Kranzburg soil with a 3 to 5 per cent slope planted to
various acreages of corn, oats, and hay., These crops were multiplied by
an estimated yield per acre to obtain total production of the various crops
selected., Predicted prices were then rmitiplied by the production to
attain the gross income from the crop production, From the gross profit
was subtracted the cost of production to obtain the net income in ferming

that particular type of soil. This net income would then be compared with

Klingelhoets and Westin, op. c¢it.
s 2D



the net profit that may be expected by farming in the same way the same

nunber of acres of the most productive type ofsoil. Through such a com=-
parison a relative economle classification for Kranzburg soil, for in-
stance, eould be estimated,

The same type of "relative economic rating of Kranzburg loam used
for pasture could be determined in a similar manner except that its
value should be based upon the number of acres required per animal unit
during a normal grazing season rather than on yield per acre, When land

is used for crops, costs per acre is relatively easy to determine, whereas

when land is used for pasture the costs are per hg;ﬂ.";/

The suocess of the use of the soll survey for assessment purposes is
suggested in the experiences with this technique in Taylor and Allamakee
Counties, Iowa, A, R, Aandahl, Soil Survey Division, Bureau of Plant
Industry outlined his experiences with tax assessment in Iowa where the
County Assessor System was adopted., He reported at a legislative research
committee meeting in North Dakota, Fetruary 1952, investigating rural land
assessments, that a number of counties in Iowa had called in professional
advisors to help in reassessment but the counties still were not satiefied
with these evaluations, especially the land values established, "Modern
soil surveys were available in Taylor and Allamakee Counties, Iowa. The
county assessors of these counties with the aid of state and U.,S,D,A, soils
personnel, based their land assessment values on these surveys. They have
been satisfied with the values arrived at, and since that time several other
counties have undertaken a similar program," 2/

The procedure using soils survey information in determining the rela-
tive economic classification for crops and pastures in Allamakee County,

Iowa, was essentially the same as the procedure suggested for South Dakota

1/ Klingelhoets and Westin, Op. Cit.
2/ Report to the Legislative Sub-Committee Investigating Rural Land
Assessment, North Dakota Agricultural Experiment Station,
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by Klingelhoets and Westin. (See footnote 1, page 73 ).

In summarizing a review of the use of the soil survey as a tool for
valuation of land for tax purposes, Mr, Aandahl relates that one of the
last and most important steps in the procedure is to consider the factors
related to location. "These include roads, distances to market, comrmun-
ity schools, churches, etc. In analyzing these adjustments the people
in the area must furnish the necessary judgments. It is how they feel
about the various factors that determine the values in land, . . . To
a large extent, it (the procedure) is based upon normal farm appraisal
procedure with such modifications as are necessary to accelerate the
preparation of the classification. . . . The more facts which we have,
the better we can meke these decisions." 1/

Another more detailed but similar study suggesting a procedure to
use in determining an equitable assessment of farm land is onc prepared
by Quintin W, Lindsey "A Procedure for the Equitable Assessment of Nebraska
Farn Land," 2/

The gencral economy of Nebraska is in many respects similer to the
economy in South Dakota, Therefore many and possibly all of the suggestions
nentioned in the bulletin prepared for Nebraska would be workable in South
Dakota,

In general the suggested procedures incorporéated in all of the studies
nentioned on improving our system of assessing farm land follow the same
pattern, An attempt is made to deternine what the true market value of farm
land is or should be, Taxes can then be levied on the land accordingly,

attaining more equity in sharing the tax burden,

1/ Andrew R, Aandahl, Proceedings Land Valuation Conference, "Soil Survey
as 2 Basis for Valuation of land for Tax Purposes," Fort Collins, Colorado,
June 17-19, 1952, pp. 17-21.

2/ Quintin lindsey, A Procedure for the Equitable Agsessment of Nebraska
Farn Land, Agricultural Experiment Station, University of Nebraska, College
of Agriculture, Lincoln, Nebraska, Bulletin 400, December, 1950.




CHAPTER IX
THE BURDEN OF STATE SALRS TAYES

A, History & Scope of thi aolen Tox

A - ke

State sales toxes hove shown a very significant growth since 19304
In 1933 only fouf states used sales texcs and rcised only about 22,225,000,
In 1952 sales toxes in neny of the stotes was the most import nt single
tax levy upon taxpayers,

Thirty -one states in 1952 were levying o general sales or gross receipts
tox, The total revenue from this source wes $24229,295,000, This figure
was 35.6 per cent of the total tax revenue roised by sales tex states,

The st.te of Washington raiscd the largest per cent of its tax revenue in
1952 from this source (54.3 per cent) while North Carolina raised the
lowest percentege of its tax revenue fron sales tex accounting for 18,6
per cent, The sales tax cs a per cent of total stcte tox payments in
South Dakota for the scme yecr wes 4144 per cent, 1/

The rctes of scles ond use taxes in the virious states 1s in general
to or three per cent within the mininun taxeble scle between 10 cnd 25
cents,

The burden of o scles tox, as is true of any type of taex, c~nnot
be weighed with complete accuracy. As hcs been éuggested, burdensclicness
is o relative concept and is therefore not viewed in the sare perspective
by 211 texpcyers, The sales tex is a regressive type of tax end does not
conforn to the prinecipcl of cbility to pay. People with smell incomes
generally spend & laorger percentcge of thot income on goods so taxed thon
do those with larger inconese.

Scles taxes in South Dakota are nost offien poid et the point of final
personcl utility or consumption and such tox paymeints are mcde by individual

purchases in accordence with & perticuler price schedulss The business

1/ U. S. Department of Commerce, "Statisticcl sbstrcct of the Us S,
1953, Do 4Oks
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Table 39, Rates of Sales ond Use Teoxes
in the Vorious States, July, 1952

Mininun Tax- Mininun Taxe
State Rate able Sale State Rote aklas Sale
(Per cent) (Cents) (Per cent) (Centa

Alobama 3 11 Mississippi 21b./ —
Arizona 2 — Missouri 2 -
Arkonsas 2 13 New Mexico 21p/ —
Californie 3 - North Caroling o/ 10
Coloredo 2 19 North Dekota 2 25
Connecticut 2 25 Ohio 3 41
Florida 3 11 Cklahone 2 -
Georgica 3 — Rhode Islend 2 4/ 25
Illinois 2 — South Grolinc3 11
Indiane 5/8 a/ -— South Dekota 3 g/ 15

Iowa 2 15 Tennessec 2 15
Kensas 2 15 Utah 2 20
Louisiana 2 25 Washington 14
Meine 2 25 West Virginia2s £/ 6
Meryland 2 51 Wyoning 2 25
Michigan 3 17

Sourcef PH and CCH Tax Service Guides.

&/ Rates ranged fron 4 of 1 per cent to 14 percent--5/8 per cent is
the tax on retoilings,

General retail rotes 2 per cent, but verying rates downward for

wholesale transactions,
s/ Maxinun tax on o single article is 915.00.
Two per cent until May 31, 1952, therecfter 1 psr cent,
Wes lowcred to 2 per cent upon poyment of the Veteran!s bonus 1953,
Includes 4 of 1 per cent business ond occupaticn tox,

QR R,
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managers collecting the tex revenue make payments to the state director of
taxation on the basis of total salcs of taxable items, however. 1/

In general thc sales tax is a dircet consumer burden., Business firms
can usually shift the tax to the buying nublic through higher prices.,

In addition to the variation of sales tax Hurden between income groups
there is also wide differences in the burden between occupational groups,

B. Seles Tax Burden on Farmers in South Dakota

The purchases by farmers in South Dakota, may be divided into two
groups, These purchases are either for agricultural production or for
personal consumption purposes,

In the casc of purchases for personal or family consumption items the
farmers as a group probably do not carry an undue share of the burden of
sales tax, However, because of the many necessary taxable purchases
that farmers make for production purposes, it may well be that as a group,
the farmers are carrying a disproportionate share of the sales tax load,

Not all goods purchased by farmcrs for production purposes are taxable
items, however., Several types of purchases are sales tax exempt.

An imnortant consideration thct should be taken into account when
comparing burden of the salcs tax on farmers and retailers is that farmers
are gencrally less able to pass on the burden of the sales tax than are
rctailers, Any sales tax paid by the reteiler may be offset through an
increase in the price of the product he sclis, The farmer, on the other
hand, is usually the ultimate user of the goods he buys and thus cannot
pass the tax on, When the consumer pays the sales tax the burden cannot

be shifted.

1/ A business may gain or lose on the sales tax dcpending on the
makeup of total sales, If the major portion of total sales arec below
15 cents, the minimum taxablc sale price, the firm mey not collect
sufficient tax revenue to pay the 2 per cent rate on total sales., On the
other hand, if many of the sales arc betvcen 15 cents and $1,00, a business-
man is likely to collect more in taxcs than he would have to pay quarterly
to the statc division of taxation,
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The following tobulation indicetes scme of the mcin types of operat-

ing and nore permcnent expenses of forners which cre taxed and exenmpt

under the existing Scuth Dokota sales tox laws

Selected Farn Purchases Taxed S=lorcted Farn“Purchases Tax Rxenpt
Mochinery and tools 1/ Livestock

Seed Tuel for agriculturcl purposes
Fertilizers Foed

Insecticides, fungigides and
veterincry  supplics

Cheniccl weed sproy

Mechinery repairs

Electricity and telephone

Bldg. repoirs

Auto cnd truck repcirs

The anount of money spent by forncrs for the production groods
listed cbove which are subjcct to the scles tax vories widely duc to
differences in scale of operation between farmers.

Data gathercd in connection with a form record study being carricd on
in the South Dokote State College, Agriculturcl Economics Department indicates
that the purchases by farmcrs of production items subject to sales tax
ocre o very importent port of the farners cest of operctione In 1953
the average expenditure for nachinery purchased «nd upkeep of machinery
by farmers included in the f~rm record study was $1,957. 2/ The group
of formers used in the fernm record study cre considered to be above
avercge formers,

A two per cent tax on this enount would cnount to approxinctely $39
ennually for these two itense Muny non-form fonilies probably do not
spend nore than this cnount in sales tex on their totzl purchases subject
to the tox, Two-thirds of an incone of ﬁB,OOO would have to bec spent
on scles tax items to excced thirty-nine dollars. In comparing soles
tax cxemption provisions-on voricus types of purchases for agriculturcl

production in South Dckote with cther statcs, it con be observed that

1/ Only on new mechinery, trade in machinery exempt when resolds

2/ Dote obtained fron records of frrms in the Southeastorn ond North
Centrcl Arcas of South Dakota,
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South Dakota is more.or less an exception to the genercl practice in
toxing fertilizers and sceds, Table 40, On the other hand, therc is more
unifornity with other scles tox states in our toxing of machinery and tools,
gos, and electricity. Also like South Iokota, about 65 per cent of the

states exempt feed purchcses from the scles tax.
Table 40.
Selected Types of Trons~ctions Subject to the Scles Tex in
South Dekote, Cormprred with the Percentoge of Scles Tax
Stotes Taxing the Scme Transections

' Sou o) ol 3] DPTOX1Lt: te Nt
Type of Transactions Tax Policy of Sales tax stotes taxing
such Troensactions

Mochinery Taxed &/ 90
Fuel b/ Taxed 4/ 78
Fertilizer o/ Taxed 35
Seeds Taxed 32
Feed Exenpt 35
Gos and Electricity Taxed 50 5/

a/ Sales tox paid ohly on new nachinery for South Dokotas
é/ Used directly in preducing agriculturcl products for rescle.
g8/ Used in the dircet production of o crop or product for sale.
Except motor fuel, including keroscne, troctor fuel, and distillote
used for agricultural purposcs, which is excnpt.
e/ Mony excoptions Ly, type of transaction.

Eight states provided exemption for grocery purchases by all consuners
from sales toxes in 1952, A farmer probobly has & scles tax cdwentoge

in reletion to grocery purchoses beccuse he mey produce 2 portion of his

own focd consunmption that eseapes such o tax,



CHAPTER X

THE BURDEN OF STATE INCCME TAXES

The burden of state income toxes, like most types of taxes, varies
between states impoésing such 2 levy and between individuals living in
ineonme tox states, State income tax laws, and income distribution are
important foctors to be considered in any attempt to measure the burden
of income taxes,

The graducted income tox is o progressive tax, Progression in
itself is a technique used in attempting to get at ability to pay and
attain grecter equality of burden. It is interesting to note, however,
that in 1950 less than 2 per cent of South Dakotals total tax revenue
was obtained from progressive tcxation in South Dakota as compared with
4342 per cent in Wisconsine

Teble 41

Per cent of 1950 State Tax Revenue Derived Fron
Progressive and Regressive Taxotion

7
R
ol 555

1w

cgivs Yoxes® Progressive taxes#

Illinois 08,3 1.7
Nebraska 92,2 0.3
South Dakota 7.1 lé4
Kansas 89,6 1043
Iowe 3569 1440
Miss ouri {LAOQ 15.1
Minnesota 0345 28,1
Wisconsin 56,8 4342
United States Average 80,7 16.6

Sources Johnson, Robery H., wivd Wegacr, Lowis Es "A Comparative Study of
the Tax Systems of Icwa ond the Currounding States," New Series
Noe 3, Bureau of Businass and Economic Research, State University
of Iowva, Iowa City, Icwa; po Abe

¥* A comporison of the taxes clessified cs progressive are death and

gift and individual and corporote net income texes, Classified
regressive are sales, licenses and privilege taxes, and property
taxes, Severence and niscellaneous toaxes were not classified,

Less than one-half of one pcr cent of our state tax revenue is obtained

from our state income tax, which is on the net profits of banks and other
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financial corporations. 1/ The burden of state income taxes in Sovth Dakota
is thus highly selective and of little consequence when considered in the
total state tax picture, It must be emphasized, howcver, that this does
not make our tax systeﬁ cither especially desirable or undesirable, Tax
revenue nust be raised to finance the services we are demanding and the
final test is in the fairness of the total tax burden on those having to
pay the taxes, If the incone tax attains this objective nore closely than
sone other type of tax, it should be more intensively used,

Income tax revenue, both individual and corporate, accounted for
nore of the tax revenue in our Anerican tax system in 1952 than any other
source., The total income tax revcnue rcceived by federal, state and
local governmental units in 1952 amounted to more than 50 billion dollars,
Seventy-nine billion in total tex revemue was collected, 2/

There are 35 states having cithcr or both a state individual income
tax and a state corporation income tax., Thirty-one states have an indi-
vidual income tex. Thirty-three have a corporation income tax, Four
have a state corporation income tax but no individual income tax, and two
have 2 stete individual income tax but no statc corporation income tax. 3/

Approxinmately 58 per cent of the population in the United States
live in statcs inmposing a s*ate individucl inecome tax. The total revenue
collceted from this source in 1952 was $905.472,000. State income taxes
on the net profits of incorporated andi unnincorporated businesses accounted
for {830,235,000 in that same year, Thas the total state income tax
revenue collected from individual incomc and from net incomes of incor-

porated and unincorporated busincsses, was more than 1.7 billion dollars

1/ In 1952 this tax yielded approximately {161,000 or .04) per ccnt of
the total tax revenue.
2/ U, S, Department of Commerce, Statistical Abstract of the U, S.,

1953, pp. 349, 404,
3/ QQ' gj‘—t-" po 401&0
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in 1952, 1/

The total state tax reveme for 31 individual income tax states was
$6,065,368,000. The state individual income taxes paid in these states
accounted for 14.9 per cent of this figure, Adding the state corporation
net incomc taxes and the individual income taxes of the thirty-one states
the totel, $1,577,520,000, accounted for 26,0 per cent of the total tax
revenue figure, 2/

The total persomal income of a state or nation is an indication of
the ability of the state or nation to pay taxes.

In comparing South Dakota with other states relative to total
personal income and income tax payments (both Federal and State) it
appears that more emphasis may be placed on the income tax in South Dakota,

Only scven states in the United States paid less federal income tax
per capita in 1950 than South Dakota. Yet South Dakota ranked 25 in the
nation in personal income per capita, In 1950 South Dakota inocme tax
per capita was $62 while the average of all states was $121. The per
capita income payments in 1950 for South Dakota wes {1,275 compared with
the United States average of $1,440.

In the states having state and corporate income taxes the revenue
from these two sources accounted for about 28 per cent of their total tax
receipts. In terns of percentage of individual income taken in state
income taxes in the income tax states the average was .65 of one per cent,
If this samc percentage of the individual income in South Dakota
®835,000,000 in 1952) were taken in state income taxes this state could
collect about 55 million dollars. This amount would be about 15% of our

tax revenue for the state budget.

1/ U, S. Department of Cormerce, Statistical Abstract of the U, S,,

1953’ pn 404-'
2/ States having state corporation net income taxes but no individual
income taxes were not included in these percentage computations,
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Federal income tax provisions may be used in designing a progran for
paying state income taxes., Utilizing these records may be a way of
reducing coste of administrating a state incomec tax. For instance South
Dakota texpaycrs could be required to pay to the state an inconec tax
anounting to a certain percentage of the federal income tax payments.
Several states arc incorporating various aspects of the federal income tax
provisions in their state income tax programs, Sone states that do so are
Orcgon, Utah, California, Minnesota and New Mexico, Under federal law
incone tax roturns are open to inspection by state and local tax offici<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>