


TEMPORARY TAXES AND SURTAXES*

Present Provisions:
The following temporary taxes and surtaxes applicable to the taxable

years 1955 and 1956 were imposed in the special session of 1955:
Corporations: Surtax of 1 per cent of taxable income
Banks: Surtax of 1 per cent of taxable income
Individuals: Surtax of 5 per cent of normal income tax liability
Iron Ore Occupation: Surtax of 1.65 per cent of taxable value of ore

(15 per cent of normal tax of 11 per cent)
Royalties: Surtax of 1.65 per cent of taxable royalties (15 per cent of

normal tax of 11 per cent)
.Annuity premiums: Included in base of 2 per cent gross premiums tax

for 1955 and 1956
Tobacco products: 15 per cent tax on wholesale price of tobacco

products other than cigarettes.

Recommendations:
That all the temporary surtaxes and taxes be continued as a regular

part of the state tax system.

Reason:
To provide the revenue required to meet growing state expenditures

and at the same time to finance the urgent program of personal property
tax relief recommended by the Committee will require the continuance
of these taxes and surtaxes.

Revenue Effect:
Continuation of the above taxes will provide approximately $11,200,000

per annum for the various funds to which they are allocated.

*Several of the taxes covered here are the subject of special recommendations
made elsewhere in this report but are also included here for summary purposes.

608

----



THE PERSONAL PROPERTY TAX REPLACEMENT ACCOUNT

Recommendations:
(a) That the revenues from the following state taxes be credited to a

new and separate account, the Personal Property Tax Replacement
Account:
( 1) The two existing 5 per cent surtaxes on the personal income

tax combined into a single surtax of 10% of the normal tax
(after adjusting the 5 per cent Veterans' Compensation surtax
in accord with the Committee's recommendation that it be
computed after, rather than before, allowance of personal
credits).

(2) The existing surtaxes on corporations and banks and the recom­
mended additional one percentage point tax on the net income
of corporations, amounting in all to 2.3 per cent of net income

of corporations and to 1.4 per cent of net income of banks.
(3) The gross earnings tax on telephone companies.

(b) That during the 1957-59 biennium, there be distributed from this
Account to the counties (and apportioned by them according to
actual revenue losses sustained by the counties and their subdivi­
sions) an amount sufficient to make a dollar-for-dollar replacement
of the revenues lost to the counties and local units in consequence
of the recommended personal property tax reduction program, ex­
cept that only one-half of the losses due to the elimination of the
tax on household goods be replaced. I The annual loss of revenue
to each county and local unit is to be measured by the 1956 taxes
(payable in 1957) levied on the affected classes of personal prop­
erty on the basis of the assessed value established as of May 1, 1956.

(c) That, effective in the 1959-61 biennium, while still providing a
dollar-for-dollar replacement of lost revenues as a minimum distribu­
tion to each county and local unit, the legislature begin the transition
to a formula method of distributing the revenues listed in (a) above,
such formula to take into account other factors in addition to the
direct revenue loss under the personal property tax reduction pro­
gram.

(d) That the formula be so drawn as to give progressively less emphasis
to the direct replacement factor and progressively greater emphasis
to such dynamic factors as population and assessed valuations (on
an equalized or 100 per cent market value basis), which will recog­
nize different rates of local growth and at the same time provide an
equitable distribution among local units.

IDuring the 1957-59 biennium, only 1~ years' losses will need to be replaced
(calendar year 1958 and the first half of calendar year 1959), thereby permitting a
modest balance to be built up in the Replacement Account to help meet the higher
replacement liabilities in the 1959-61 biennium.
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Committee Report
(e) That the legislature appropriate from the General Revenue Fund

to the Personal Property Tax Replacement Account such amounts as
may be necessary to supplement the revenues from the above taxes
in order to carry out the dollar-for-dollar replacement to every
county and local unit during the 1959-61 biennium.

(f) That the "stop-loss" guarantee to the counties and local units be
eliminated fOf 1962 and succeeding years and the final stage of the
distribution formula be put into effect no later than 1964.

Reasons:
While action to reduce or eliminate taxes on the recommended classes

of personal property must be taken by the legislature, the impact of the
reduction is almost entirely on the local units which lose somewhat more
than one-third of their personal property tax base.

We have agreed that, with respect to the replacement of the revenues
to the local units arising from the recommendations of the Committee
for changes in the personal property tax, during the first stages of such a
program the replacement should have as a minimum the complete
matching dollar-for-dollar of revenue losses to the counties, except for
the lost household goods tax revenues (see below), and that the formula
for redistribution within the counties to the subdivisions should follow
the same principle.

The reduction in the classification rate of household goods to zero
is in a somewhat special category because of the fact that this tax has
been so expensive for the local units to assess and collect, relative to the
revenues actually received. Because of these substantial cost savings to
the units, we have recommended that only 50 per cent of the revenue
lost to the local units from household goods taxes be eligible for inclu­
sion in the amount to be replaced dUling the years the "stop loss" pro­
vision is to be in ·effect.

We also feel that, as time goes on, the distribution of state funds for
this purpose should shift to a formula that will be more equitable and
realistic in view of the changing conditions facing the local units. Since
the property tax base being removed from the local units will in itself
grow, although in divergent patterns, the replacement formula must be
one which takes into account these growth elements in the lost tax base
unit by unit.

The formula should of course be one which is, at least in its final
stage, relatively simple to compute and easy to administer, and yet
which contains factors that adequately recognize changes and growth
elements in the structure and size of the local unit.

Since the tax revenues to be credited to the Personal Property Tax
Replacement Account contain substantial growth potentials, the growth of
the economy of the State will itself result in increasing flows of funds
to the local unit from this source. During the ten years, 1947-1956,
revenues from theJhree designated sources more than doubled.
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REVENUE IMPACT ON MAJOR STATE FUNDS

Revenues and expenditures of the State of Minnesota flow through a
series of clearly defined "Funds". Those which are directly affected by
the Committee's revenue recommendations are the Income Tax School
Fund, the General Revenue Fund, and the Veterans' Adjusted Compen­
sation Fund. Summarized below are (1) the nature of those Funds, (2)
the impacts of the Committee's proposals on their revenues, and (3)
Committee recommendations for certain inter-Fund transfers. Funds
whose revenues are not affected or are only indirectly affected by Com­
mittee recommendations - such as the Highway Fund, State Building
Fund, the Game and Fish Fund, the Permanent Trust Funds - are not
included in this summary.

Present Statutes:
Income Tax School Fund: The basic revenues currently assigned to this

fund are: (1) all of the individual and corporate normal income taxes,
excluding surtaxes; and (2) 40 per cent of the iron ore occupation tax and
surtaxes (excluding the 1 per cent levy for the Veterans' Compensation
Fund), on the basis of Amendment Number 3, approved at the election
of November 6, 1956.

Expenditures from this fund include: (1) State school aids (net of
a small portion financed by interest from the Permanent School Trust
Fund); (2) administrative costs of the State Departments of Taxation (in
part) and Education, the Youth Conservation Commission and various
state institutions; and (3) several miscellaneous aids, etc.

General Revenue Fund: The basic revenues currently assigned to this
fund are: (1) all of the telephone, railroad and related gross earnings
taxes, insurance gross premiums taxes, the iron ore royalty tax and sur­
taxes (excluding the 1 per cent Veterans' Fund levy), and the tobacco
products tax; (2) 45 per cent of the iron ore occupation normal tax and
50 per cent of the surtax (excluding the 1 per cent Veterans' Fund levy),
plus another 10 per cent of each assigned to the University of Minnesota;
(3) the State's share of the liquor taxes, cigarette tax, and inheritance and
gift taxes; (4) a varying share (currently 2.94 mills1

) of the State property
tax mill levy (currently totalling 9.15 mills); (5) the 5 per cent surtax on
the individual income tax, together with the 1 per cent surtax on cor­
porate and bank income, enacted in 1955; and (6) grain inspection fees,
departmental receipts and other miscellaneous receipts.

Expenditures from this fund include the State departmental and high­
er education expenditures, e.g., costs of welfare programs, University
maintenance, Teachers' Colleges, which are not covered by the Income
Tax School Fund, Highway Fund, and other special funds.

lTheCommittee has assumed that the mill levy for the General Revenue Fund
will continue at approximately the present rate.
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Veterans' Adjusted Compensation Fund: revenues currently assigned

to this Fund include the special surtaxes on income, iron ore, and alco­
holic beverages summarized in the statement, "Veterans' Adjusted Com­
pensation Surtaxes", page 79 above.

Expenditures from this Fund are all directed toward repayment of
the bonds which were issued to pay the World War II Veterans' Bonus.
By July 1, 1957, sufficient taxes will have been collected to payoff the
bonds in full and leave an unencumbered balanc.e of several million
dollars.

Recommended Transfers Among Funds:
(a) The Committee recommends that the State Teachers' Colleges be

shifted from the General Revenue Fund to the Income Tax School
Fund for their support.

(b) As outlined in the preceding statement (pages 81 and 82), the Com­
mittee recommends' the setting up of a Personal Property Tax Re­
placement Account, to which shall be credited the proceeds of the
10 per cent surtax on the individual income tax, the 2.3-percentage
point corporate income surtax, the l.4-percentage point bank excise
surtax and the telephone gross earnings tax. To the extent that these
sources do not meet the full estimated replacement quota in the
1959-61 biennium, the remainder should be appropriated from the
General Revenue Fund.

(c) The Committee also recommends that there be made available for
General Revenue Fund purposes those Adjusted Compensation sur­
taxes which remain after the Committee's other recommendations
are put into effect, namely, the 1 per cent occupation and royalty
surtaxes on iron ore and the 10 per cent surtax on alcoholic bev­
erages, except that it may be deemed advisable to place 40 per cent
of the occupation surtax in the Income Tax School Fund. (See
p.79.)

Revenue Impact on the Major Funds:
Income Tax School Fund: The Committee's various recommendations

for adjustment and improvement of the individual and corporate income
tax would bring into the Fund net additional recurring revenues of
nearly $10,000,000 per annum in addition to a one-time gain of
$4,500,000 in the 1957-59 biennium through speed-up of collections of
corporate income tax liabilities (on the pattern of the federal "Mills
Plan"). These additional revenues, together with its existing revenues
and iron ore tax proceeds, will enable the Income Tax School Fund to
absorb the support of the State Teachers' Colleges (which are closely
allied to the educational endeavor supported by State aids from this
Fund) and at the same time leave room for a modest increase in state
school aids, if desired.
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Recommendations
General Revenue Fund: As compared with revenues flowing into this

Fund during the present biennium, the Committee's recommendations
would (1) add $2 million a year through increased collections from in­
surance premiums and tobacco and (2) add $3.5 million per year by
transferring the existing Veterans' Compensation surtaxes on iron ore
and alcoholic beverages into the General Revenue Fund (less $0.9 mil­
lion if the occupation surtax is shared with the Income Tax School Fund).
The transfer of Teachers' Colleges to the Income Tax School Fund would
remove perhaps $4 to $5 million of expenditures from the General Reve­
nue Fund. Against this would be the withdrawal of (1) some loss in prop­
erty taxes under the property tax reduction program; (2) about $5.5
million a year in corporate and individual income surtaxes enacted in 1955
to be continued but transferred to the Personal Property Tax Replacement
Account; and (3) about $6.4 million a year in telephone gross earnings
tax transferred to the Replacement Account. The resulting net with­
drawal from the General Revenue Fund can, according to the Commit­
tee's calculations, be financed from the current revenues and opening
balance on July 1, 1957 and still permit a very substantial increase in
expenditures on activities financed from the General Revenue Fund.

Veterans' Adjusted Compensation Fund: The Committee makes no
recommendations concerning the disposition of the unencumbered bal­
ance of this Fund on July 1, 1957. Under the Committee's tax recom­
mendations, no further revenues would accrue to this Fund after that date.
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SUMMARY OF CHANGES IN TAX BURDENS
ON VARIOUS GROUPSl

(as compared with burdens under taxes and surtaxes in effect in 1956)

The Committee's specific tax recommendations would result in the fol­
lowing increases and decreases in tax burdens on various groups (on an
annual basis) as compared with their tax burdens under the taxes and sur­
taxes which are currently (1956) in effect: 2

(in millions)

Recommended Tax ChangeS

Increased
Revenues in­

Annual Incr~ase (+ ~ 0: ?ecrease (- )volving No In-
m Tax LiabilIty crease in Tax

Individuals Business Agriculture Liabilities

PERSONAL INCOME TAX
Remove $5.00 annual filing

fee ("head tax") - $ 5.0
Convert 5 per cent bonus surtax

to after-credit basis 1.5
Joint husband-wife returns + 4.5
Child care allowance .... . . . . 0.9
Conform medical expense al-

lowance and sick-pay exclu-
sion to federal basis .... . .. + 1.0

Eliminate 150-day rule for
non-residents + 0.8

Adopt withholding and pay-
as-you-go .

Full use of federal returns .
---

Subtotal - $ 1.1

CORPORATE INCOME TAX
Remove filing fee and mini-

mum tax .
Allow business loss offset

on federal basis5 •...••••••

Allow accelerated depreciation
on federal basis5 ••••••••••

Eliminate property-payroll
credit .

Eliminate alternative alloca-
tion formula .

Eliminate $500 credit
(exemption) .

Speed up corporate tax
payments .

Additional tax of 1% .
---

Subtotal .

+$ 3.54

+ 0.54

+$ 4.0
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lWhile the dividing lines between "individuals", "business", and "agriculture" are
not precise, this classification is a useful and widely accepted one in comparison of
tax burdens.

2Re-enactment of temporary taxes is not counted as either an increase or decrease.
General or indefinite recommendations (as in the case of gross earnings taxes, alco­
holic beverage taxes, etc.) are not included in this tabulation.

3Classified under tax heading where the major impact occurs.
4Increased collection resulting from more effective tax enforcement.
5Also provides some tax benefit for agriculture.
0A one-time gain in 1958.
7These revenue loss figures represent 1956 levies on 1955 assessed valuations. The

Committee's recommendations call for replacement of the 1957 levies on 1956 valua­
tions, which will probably involve a small net increase in the over-all loss figure.

8Several items now included in manufacturers' inventories (lumber and building
materials, petroleum products, coal, and other inventories included in classes 20, 21,
22, 24, and 25 on the personal property tax return) include a certain amount of
dealers' inventories. When information permitting a more detailed breakdown be­
comes available, the $9.5 million figure for manufacturers will be reduced accordingly,
while the figures for wholesalers and retailers will be increased. The net effect will be
a small decrease of the revenue loss, since wholesale and retail inventories will still
be subject to tax at the reduced 20-per cent classification.

-$ 6.1 +$ 4.0
(recurring)

+ 4.5
(non-recurring)

+$ 1.2

+ 0.5

+$ 1.7

- $10.4

(in millions)

Increased
Revenues in­

Annual Incr~ase (+ ~ o~ ?ecrease (- )volving No In.
m Tax LIabl1ity crease in Tax

Individuals Business Agriculture Liabilities

PERSONAL PROPERTY TAXi

Remove tax on manufacturers'
inventories8 .

Remove tax on farm inven-
tories and livestock .

Reduce tax on wholesale in­
ventories by 40 per centS ...

Reduce tax on retail inven-
tories by 40 per cent8 .

Remove household goods tax .. -$ 3.5

Subtotal - $ 3.5

Recommended Tax Change3

OTHER TAXES, ETC.

Insurance tax - include
exempt premiums .

Tobacco and cigarette tax
changes +$ 0.4

Subtotal +$ 0.4

GRAND TOTAL ,. - $ 4.2



LONGER RUN PROBLEMS AND POLICIES "

The tax reform program outlined in the specific recommendations for
immediate action, including the implementation of the personal property
tax reduction program and the provision of replacement revenues to the
counties and local units through the Personal Property Tax Replacement
Account, can be accomplished within the framework of the tax resources
flowing from this program only with some drawing down of existing
balances in the General Revenue Fund for the bienriium 1957-1959.

Beyond this biennium, however, such balances can not be counted on;
additional revenue would be needed for the General Revenue Fund.

The pressure to provide necessary and desired additional services for
a growing population is certain to increase the already serious fiscal prob­
lems of local units of government. In the large cities it is now evident that
this is a problem of immediate concern, both to the cities and to the whole
State. With the present wholesale dependence of the local units on the
property tax, we face, then, a situation in which rapidly growing expendi­
ture needs depend upon a tax base that will grow rather slowly, and which
should not be burdened too much, lest the result may be a depressant to
economic expansion; and create an inequitable burden on property.

Because of the limitations of time and of research resources, this Com­
mittee has not been able to make detailed studied of prospective local
revenue and fiscal problems.

One of the guiding principles of American democracy is to encourage
each level and unit of government to levy the taxes necessary to support its
functions" and services. The alternatives to so doing are to have greater
distributions from the state," ill which case the state frequently controls the
manner in which the funds shall be expended, or to have the state assume
local functions and services.

It is clearly apparent that the time is near at hand in this State when the
legislature must grant local communities authority to levy new non-property
taxes of substantial revenue potential, or local governments will have to
appeal to the legislature for further and substantial grants-in-aid, or for
further sharing of state-collected taxes, or both.

Finally, the expenditure demands for state functions and services, and
for support of shared functions at the state level, may well outstrip (as our
research report forecasts) the revenue resources of the tax structure at the
levels of rates embodied in the present structure, even as changed in ac­
cordance with our Committee recommendations.

If these were the only elements visible on the horizon, then one could
rather confidently predict a fairly immediate need for very substantial
sources of new revenue, but there are other possible and even prospective
elements which might substantially modify this forecast, both as to the
magnitude and the timing of the future general fiscal problems of Minne­
sota's governmental units.
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Recommendations

In the first place, if the substantial changes we have recommended '
to improve the incentives and the environment for economic growth turn
out (as we hope) to be positive and effective stimulants of such growth, they
will greatly enlarge the economic base of our whole tax structure, both
state and local, and raise substantial revenues with our present rate struc­
ture. Only time will tell the extent of such growth, however, and one would
be overly optimistic to expect this alone to solve the fiscal problems of the
future.

Secondly, we have high expectations that the substantial improvements
in the basic structure and the administration of the general property tax
will greatly strengthen this major element of our tax structure. If this pro­
gram succeeds in removing the major inequities now so evident in this
basic tax, it may, by so doing, make it a capable and acceptable means of
raising some of the additional revenue needs now forecast, particularly
at the local level. However, since continued major dependence on this
source for additional revenues may not be a policy that is likely to establish
favorable conditions for economic growth, this source should not be relied
upon too heavily.

Finally, the patterns and extent of federal aid programs in welfare, high­
ways, and education are now not clearly predictable in pattern, extent,
or timing. Thus, while they may be a major modifying element in the future
fiscal picture of state and local governments, they cannot presently be
predictably taken into account.

We are left, then, with a rather uncertain basis for judging the magnitude
and the immediacy of the need for additional state and local revenues.
Because of this, and because of the above mentioned limitations of time
and of research resources, the Committee has been unable to establish a
detailed analysis of these longer run problems and has not, therefore, de­
veloped a detailed and specific program of recommendations.

We are convinced, nevertheless, that certain principles and priorities
should guide the State in devising further changes or additions to our tax
structure to best meet the determined revenue needs as they develop.

First, the present tax structure should be continually strengthened and
adjusted to keep it effective, equitable, and contributing to the economic
progress of the State. Our studies have persuaded us that we do not now,
nor will we in the immediate future, face the necessity of adopting new
taxes, provided that we make full and intelligent use of our present tax
system. Our principal reliance should continue to be on a truly progressive
personal income tax and a well-balanced corporate income tax, keeping in
mind that a reasonable share of increased burdens should be assigned to
the iron are, gross earnings, selective excises, and other existing taxes.

When the present structure, with such adjustments and increases in rates
as may be put into effect, reaches the point where new revenue sources must
be looked fOI, then we recommend consideration of the alternative taxes
and revenue sources outlined in the Research Report by the Staff of this
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Recommendations

Committee in Chapter XXII, Alternative Tax Policies, and the detailed
studies and analysis contained throughout the whole Research Report.

In working through these problems of future revenue needs at both
.state and local levels as they arise, the legislature and the people of the
State should keep to the fore certain basic principles that guided this Com­
mittee in its study of the needs of the present and more immediate future.

Any major changes in structure, substantial increases in the effective
rates, or the addition of new taxes must be tested against the following
standards in order to insure the selection of the best of alternative possi­
bilities.

(1) Do they develop the incentives and environment for the expansion
of economic activity in the state, and do they maintain a reasonable com­
petitive position with respect to other statt?s, to keep and attract economi­
cally desirable individuals and firms that have wide freedom of choice as
to where they will locate?

(2) Do they fairly allocate the increased tax burden among business,
agriculture, and individuals, and do they equitably allocate the burden
among the individuals who are the ultimate taxpayers?

(3) Do they meet the need for efficient administration and effective and
even-handed enforcement?
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