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MAJOR STATE TAX CHANGES ENACTED I N  1961 

S t a t e  taxes  y i e lded  $19 b i l l i o n  i n  t h e  f i s c a l  year  1961, about  
$1 b i l l i o n ,  o r  5.4 percent  more than i n  t h e  previous year .  On t h e  b a s i s  
of 1961 l e g i s l a t i v e  a c t i o n ,  a similar inc rease  can be  expected f o r  f i s c a l  
1962. General s a l e s  taxes  continued t o  be t h e  l a r g e s t  s i n g l e  source  of  
S t a t e  t a x  revenue, followed by motor f u e l  and ind iv idua l  income taxes.  
S t a t e  t a x  c o l l e c t i o n  da ta  f o r  1961 a r e  summarized i n  Table I. 

Since a f a r  g r e a t e r  number of l e g i s l a t i v e  s e s s i o n s  a r e  he ld  i n  
odd than  i n  even years ,  and much of t h e  l e g i s l a t i o n  i s  not  f i n a l l y  enacted 
u n t i l  l a t e  i n  the  se s s ions ,  t h e  impact of l e g i s l a t i v e  t a x  changes i s  n o t  
gene ra l ly  ev ident  u n t i l  t h e  following (even) f i s c a l  year .  Thus, a 
p a r t i c u l a r l y  heavy volume of tax l e g i s l a t i o n  i n  1959 con t r ibu ted  important- 
l y  t o  t h e  unusually l a r g e  inc rease  i n  S t a t e  tax c o l l e c t i o n s  between 1959 
and 1960 -- a r i s e  of 13.7 percent .  While t a x  l e g i s l a t i o n  was no t  nea r ly  
a s  voluminous i n  t h e  1961 ses s ions  a s  i n  1959, a number of  s i g n i f i c a n t  
revenue measures were enacted. 

Over ha l f  of t h e  47 S t a t e  l e g i s l a t u r e s  meeting i n  r e g u l a r  s e s s i o n  
during 1961 adopted measures increas ing  S t a t e  t a x  revenue. These t a x  
l a w  changes a r e  est imated t o  inc rease  t a x  y i e l d s  by about $700 m i l l i o n  
f o r  f i s c a l  year  1962. Some changes were e f f e c t i v e  l a t e  i n  t h e  ca lendar  
year  1961 o r  ea r ly  i n  1962, and t h e i r  f u l l  impact w i l l  no t  b e  f e l t  u n t i l  
f i s c a l  year  1963. 

For t h e  21 S t a t e s  wi th  s i g n i f i c a n t  r a t e  inc reases ,  t oge the r  wi th  
t h e  broadening of t a x  bases i n  some ins t ances ,  t hese  changes a lone  w i l l  
r e s u l t  i n  about a 10 percent  r i s e  i n  S t a t e  t a x  c o l l e c t i o n s  f o r  f i s c a l  
1962 over 1961 y ie lds .  Several  a d d i t i o n a l  S t a t e s  enacted minor inc reases  
i n  t h e  bases of p a r t i c u l a r  taxes ,  but  t h e  e f f e c t  on revenue i s  r e l a t i v e l y  
neg l ig ib l e .  

General ly,  1961 S t a t e  t a x  l e g i s l a t i o n  focused on consumer taxes .  
New genera l  s a l e s  taxes  were enacted i n  Texas and Wisconsin, wh i l e  a 
number of S t a t e s  increased  t h e i r  r a t e s  o r  broadened t h e i r  s a l e s  t a x  bases.  
Rate inc reases  were numerous f o r  tobacco products  (mainly c i g a r e t t e s )  and 
t o  a l e s s e r  ex tent  f o r  a l c o h o l i c  beverages. Changes a f f e c t i n g  t h e  y i e l d s  
of income taxes  were made i n  only t e n  S t a t e s .  West Virg in ia  adopted a n  
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i nd iv idua l  income t ax ,  and New J e r s e y  a "commuter" n e t  income tax.  
The c u r r e n t  r a t e s  of t h e  S t a t e s '  major t axes  a r e  shown i n  Table 11. 

Percentagewise, t h e  l a r g e s t  a n t i c i p a t e d  inc rease  i n  f i s c a l  
1962 t a x  revenue, r e s u l t i n g  from 1961 l e g i s l a t i v e  enactments,  
occurred i n  t h r e e  S t a t e s  - Connecticut,  Missouri  and Texas - about 
20 percent  i n  each case.  Connecticut increased  t a x  r a t e s  v i r t u a l l y  
"across-the-board." Inc reases  i n  s e l e c t e d  e x c i s e  t axes  and t h e  
adoption of income t a x  withholding by Missouri  w i l l  r a i s e  revenue i n  
t h a t  S t a t e  s u b s t a n t i a l l y .  With t h e  enactment of a 2 percent  gene ra l  
s a l e s  t a x ,  Texas became t h e  36th S t a t e  t o  d e r i v e  revenue from t h a t  
source .  The adoption of a broad-based, bu t  s e l e c t i v e  s a l e s  t a x  and 
a n  i n c r e a s e  i n  i nd iv idua l  income t a x  r a t e s ,  coupled wi th  t h e  i n i t i a t i o n  
of withholding,  a r e  expected t o  r a i s e  s i g n i f i c a n t l y  t h e  t a x  y i e l d  i n  
Wisconsin. On a f u l l - y e a r l y  b a s i s ,  t h e s e  t a x  changes may r a i s e  
Wisconsin 's  t a x  y i e l d  by a s  much a s  25 percent .  Thei r  impact on f i s c a l  
1962 revenues, w i l l  b e  s u b s t a n t i a l l y  l e s s  due t o  t h e  l a t e  a c t i o n  of  
t h e  1961 l e g i s l a t i v e  se s s ion .  Table I11 desc r ibes  t h e  major t a x  
inc reases  t h a t  were adopted by t h e  1961 l e g i s l a t u r e s .  

General S a l e s  Taxes 

New and increased  genera l  s a l e s  taxes  can b e  expected t o  add 
about $300 m i l l i o n  t o  S t a t e  revenue from t h i s  source.  With t h e  
adoption of t h e  genera l  s a l e s  t a x  by Kentucky i n  1960 and by Texas i n  
1961, a t  r a t e s  of 3 and 2 pe rcen t ,  r e spec t ive ly ,  36 S t a t e s  now u s e  
t h i s  revenue source.  The a c t i o n  by t h e  l e g i s l a t u r e s  of t h e s e  two 
S t a t e s  marks t h e  f i r s t  adopt ion of genera l  s a l e s  taxes  s i n c e  t h a t  of 
Nevada i n  1955. I n  a d d i t i o n ,  Wisconsin, i n  a l a t e  1961 l e g i s l a t i v e  
enactment, adopted a 3 percent  s e l e c t i v e  r e t a i l  s a l e s  and u s e  tax 
covering a wide range of items. The major ca t egor i e s  excluded are 
c lo th ing ,  food (o the r  than  r e s t a u r a n t  meals) ,  medical expenses, i n -  
c luding drugs,  and p u b l i c  u t i l i t i e s  (o ther  than  t e l eg raph  and telephone 
s e r v i c e ) .  The new t a x ,  which inc ludes  i n  i t s  coverage consumer durables ,  
tobacco, a l c o h o l i c  beverages,  admissions, and r e c r e a t i o n a l  equipment, 
became e f f e c t i v e  on February 1, 1962. 

Four S t a t e s  r a i s e d  t h e i r  genera l  s a l e s  t a x  r a t e s  i n  1961. 
Connecticut and I l l i n o i s  increased  t h e i r  r a t e s  from 3 t o  3.5 percent ;  
Utah a l s o  r a i s e d  i t s  r a t e  one-half percent ,  from 2 t o  2.5 percent ;  
and West V i rg in i a  enacted a temporary one percent  i nc rease ,  from 2 
t o  3 pe rcen t ,  t o  remain i n  e f f e c t  through June  30, 1962, Also, l a t e  
i n  1960, t h e  Michigan l e g i s l a t u r e  increased  i ts  gene ra l  s a l e s  t a x  r a t e  
from 3 t o  4 pe rcen t ,  e f f e c t i v e  January 1, 1961. Washington made 
permanent i t s  4 pe rcen t  s a l e s  and u s e  t a x ,  which had been scheduled t o  



r e v e r t  t o  3 1 / 3  percent  on J u l y  1, 1961, and t h e  S t a t e  of North 
Dakota extended t h e  expi ra t ion  da te  of i t s  s a l e s  t ax  by two years ,  
t o  J u l y  1, 1963. 

A number of S t a t e s  broadened t h e i r  genera l  s a l e s  t a x  bases. 
The most extensive changes were made by North Carolina which, i n  a 
genera l  overhauling, removed most of  t h e  previous exemptions. Food, 
drugs (o ther  than p resc r ip t ion  medicines), and laundry and dry 
cleaning se rv ices  a r e  now taxable,  and the  t a x  r a t e  on a i rp lanes  and 
motor vehic les  was increased from 1 t o  1.5 percent .  Twenty-seven 
S t a t e s  and the  D i s t r i c t  of Columbia now subjec t  food t o  the  genera l  
s a l e s  tax.  Maryland reduced i t s  s a l e s  t a x  exemption from s a l e s  
under 51 cents  t o  those under 25 cents .  Kansas, i n  add i t ion  t o  i t s  
excise  taxes on beer  and c i g a r e t t e s ,  now sub jec t s  these  items t o  
the  general  s a l e s  tax.  I l l i n o i s  now app l i e s  i t s  3.5 percent  t a x  t o  
property so ld  i n  connection wi th  the  s a l e  of a se rv ice ,  and a l s o  
sub jec t s  building renovations t o  the  general  s a l e s  tax .  Sales  of 
a g r i c u l t u r a l  implements a r e  now taxable  a t  1 percent  under t h e  
New Mexico general  s a l e s  tax .  Alabama, Arkansas, F lo r ida  and Wyoming 
made minor addi t ions  t o  t h e i r  s a l e s  t a x  bases. 

I n  some ins tances ,  S t a t e  s a l e s  t a x  bases were narrowed. 
Cal i fornia  and Ohio now exempt prescr ibed drugs and medicines, making 
a t o t a l  of twelve S t a t e s ,  p lus  the  D i s t r i c t  of Columbia, which ex- 
clude these  items from t h e  general  s a l e s  tax. (Prescribed drugs and 
medicines a r e  a l s o  excluded from the  Wisconsin s e l e c t i v e  s a l e s  tax.) 
The Michigan use t a x  on telephone and te legraph se rv ices ,  which went 
i n t o  e f f e c t  on January 1, 1960, was allowed t o  expi re  on June 30, 
1961. 

Sales  taxes l ev ied  by l o c a l  governments a r e  now i n  e f f e c t  i n  
twelve S t a t e s ,  n ine  of which a l s o  have S t a t e  s a l e s  taxes.  The r a t e s  
of these  l o c a l l y  imposed s a l e s  taxes a r e  t y p i c a l l y  0.5 o r  1.0 percent  
i n  t h e  S t a t e s  which a l s o  levy a S t a t e  s a l e s  tax ,  and range from 1 t o  
3 percent  i n  t h e  remaining th ree  S t a t e s  which do not levy s a l e s  taxes. 
Since near ly  a l l  of t h e  munic ipa l i t i e s  and most of the  counties i n  
I l l i n o i s  levy a 0.5 percent  s a l e s  t ax ,  the  o v e r a l l  r a t e  on t h e  pre-  
ponderance of taxable  r e t a i l  s a l e s  i n  t h a t  S t a t e  i s  4 percent .  A 
s imi la r  s i t u a t i o n  e x i s t s  i n  Ca l i fo rn ia  where t h e  widespread use  of a 
one percent  s a l e s  t a x  by counties and munic ipa l i t i e s ,  coupled wi th  
the  S t a t e ' s  3 percent  t ax ,  produces a combined 4 percent  r a t e .  
Michigan, ~ e I l h s ~ l v a n i a  and Washington, t h r e e  S t a t e s  i n  which t h e r e  a r e  
no l o c a l  s a l e s  taxes,  a l s o  levy a 4-percent s a l e s  tax ,  the  h ighes t  i n  
t h e  nat ion.  



Four counties comprising the  Denver, Colorado metropoli tan 
a rea  l ev ied  ( e f f e c t i v e  January 1, 1962) a two percent  d i s t r i c t  sales 
tax  under 1961 S t a t e  l e g i s l a t i o n  authorizing counties t o  band to- 
gether  i n t o  a s i n g l e  c a p i t a l  improvement d i s t r i c t  t o  levy an  areawide 
s a l e s  t a x  not  t o  exceed 2 percent .  Thus, wi th  a S t a t e  r a t e  of 2 
percent ,  t he  combined general  s a l e s  tax i n  t h e  Denver metropoli tan 
area  i s  a l s o  4 percent .  

Motor Fuel Taxes 

Higher gaso l ine  t a x  r a t e s  can b e  expected t o  add $100 t o  $150 
mi l l ion  i n  f i s c a l  1962 t o  co l l ec t ions  in t h e  6 S t a t e s  which enacted 
such increases  i n  1961. Alaska added another  cent  t o  i t s  tax ,  
making i t s  8 cent r a t e ,  t h e  h ighes t  S t a t e  r a t e  i n  t h e  nat ion.  The 
t a x  is scheduled, however, t o  r e v e r t  t o  7 cen t s  on J u l y  1, 1964. 
Missouri i n c r h s e d  i ts gasol ine  t a x  from 3 t o  5 cents ,  sub jec t  t o  
v o t e r  approval of a cons t i tu t iona l  amendment author iz ing  the  
apportionment of t h e  proceeds of t h e  motor f u e l  t ax  between t h e  S t a t e  
and i t s  p o l i t i c a l  subdivisions.  One cent  rate increases ,  from 5 t o  
6 cents ,  were passed by t h e  Delaware and New Je r sey  l e g i s l a t u r e s ,  
Pennsylvania replaced i t s  previous combined 3 cents  permanent and 
2 cents  temporary t a x  on gasol ine  and d i e s e l  f u e l  by a permanent 7 
cents  tax ,  an increase  of 2 cents  per  ga l lon ,  And Washington moved 
up i ts gasol ine  and use f u e l s  t a x  r a t e  from 6.5 t o  7.5 cents  per  
ga l lon .  A temporary 6 cents  per  ga l lon  motor f u e l s  t a x  r a t e ,  
scheduled t o  r e v e r t  t o  4 ~ ,  was made permanent by Iowa. 

S t a t e  gasol ine  taxes now vary from 5 cents  i n  e igh t  S t a t e s  t o  
8 cents  pe r  ga l lon  i n  one, with t h e  most cormnon r a t e  of 6 cen t s  pe r  
ga l lon  occurring i n  nineteen S t a t e s  and the  D i s t r i c t  of Columbia. A 
r a t e  of 7 cents  per  ga l lon  i s  imposed by s ix teen  S t a t e s .  

Local gasol ine  taxes a r e  imposed by 375 munic ipal i t ies  and 36 
counties i n  8 S t a t e s ,  most conmronly a t  1 cent  per  ga l lon .  I n  Alabama, 
where more than hal f  of the  munic ipal i t ies  and 12 of i t s  counties  levy 
1 cent  gasol ine  taxes ,  the  combined S t a t e  and l o c a l  t ax  i s  a t  l e a s t  
8 cents  f o r  much of t h e  gasol ine  purchased there .  Missouri permits 
more than 100 munic ipal i t ies  t o  levy gasol ine  taxes,  and New Mexico, 
about 60 munic ipal i t ies .  I n  t h e  l a t t e r  two S t a t e s ,  most municipal 
gasol ine  taxes a r e  a l s o  a t  the  1 cent  r a t e ,  

Tobacco Taxes 

With t h e  add i t ion  of Vi rg in ia ' s  c i g a r e t t e  t ax ,  adopted i n  1960, 
47 S t a t e s  and the  D i s t r i c t  of Columbia now t a x  tobacco products. Only 



Colorado, North Carolina, and Oregon remain ou t s ide  of t h i s  t a x  
f i e l d .  Legis la tures  i n  s i x t e e n  S t a t e s  enacted i n t o  law t h i s  yea r  
increases  i n  c i g a r e t t e  t ax  r a t e s  varying from 1 t o  4 cents  pe r  
pack, and two S t a t e s  made permanent previously temporary t ax  
increases .  These increases  should r a i s e  almost $100 mi l l ion  i n  
add i t iona l  revenue f o r  the  S t a t e s  i n  which they occurred. Tax 
increases  of 1 cent  per  pack were l ev ied  by s i x  S t a t e s ,  1% cents  
by one, 2 cents  by f i v e ,  3 cents  by th ree ,  and 4 cen t s  by one. 
With these  new r a t e  increases ,  S t a t e  c i g a r e t t e  taxes per  pack of 
20 c i g a r e t t e s  range from 2 t o  8 cents ,  Ten S t a t e s  have a r a t e  of 
5 cents  and 12 S t a t e s  have a r a t e  of 6 cents  per  package. The 
lowest r a t e  of 2 cents  per  pack is imposed by only one S t a t e  and 
the  D i s t r i c t  of Columbia, whereas f i v e  S t a t e s  impose a r a t e  of 8 
cents  per  package of c i g a r e t t e s .  

In  con t ras t  t o  these  widespread increases  i n  c i g a r e t t e  taxes,  
one S t a t e ,  Michigan, lowered i t s  r a t e  from 6 t o  5 cents  pe r  pack, 
The 2 cents  supplemental (school a id)  c i g a r e t t e  t a x  was repealed 
and t h e  r egu la r  c i g a r e t t e  tax r a t e  increased from 4 t o  5 cents  p e r  
package. A 20 percent  excise  t a x  on t h e  wholesale p r i c e  of tobacco 
products,  o the r  than c i g a r e t t e s ,  w a s  a l s o  repealed. A similar 15 
percent  t a x  on tobacco products was repealed by N e w  York, and 
Minnesota reduced from 20 t o  10 percent  i t s  impost, The Maine t a x  
on tobacco products,  o the r  than c i g a r e t t e s ,  which is  levied  on the  
r e t a i l  p r i c e ,  was l ikewise  repealed. 

The only reported t a x  increase  on tobacco products o the r  than 
c i g a r e t t e s  was enacted by Oklahoma, where t h e  r a t e s  on c i g a r s  and 
smoking tobacco were ra i sed .  A t  t h e  present  time, c iga r s  a r e  taxed 
by 15 S t a t e s  a t  r a t e s  expressed a s  a percentage of the  c i g a r  p r i c e  
o r  as a spec i f i ed  amount per  1,000 quant i ty .  Smoking tobacco i s  
sub jec t  t o  excises  i n  13  S ta tes .  

I n  o the r  l e g i s l a t i v e  a c t i o n  a f f e c t i n g  revenue y i e l d s  from 
tobacco products,  the  discount allowed l icensed c i g a r e t t e  dea le r s  f o r  
t h e i r  stamp-affixing se rv ices  was reduced i n  severa l  S t a t e s ,  including 
Connecticut, Delaware, Maine, Missouri, Nevada, Pennsylvania, 
Washington and Wisconsin. A t rend t o  a discount r a t e  of approximately 
3 percent i s  apparent .  Kansas, a s  mentioned above, now sub jec t s  
c i g a r e t t e s  t o  i t s  general  s a l e s  tax,  i n  add i t ion  t o  the  s p e c i f i c  
c i g a r e t t e  tax ,  and forbids  c i t i e s ,  unless s p e c i f i c a l l y  authorized by 
law, t o  impose s a l e s  o r  excise  taxes on them. Simi lar ly ,  i n  l e g i s -  
l a t i o n  enacted t h i s  year ,  Maryland p roh ib i t s  l o c a l  c i g a r e t t e  taxes 
(but d i s t r i b u t e s  t h e  proceeds from the  add i t iona l  3-cent t a x  t o  i t s  
count ies) .  With t h e  increase  of ~ e v a d a ' s  c i g a r e t t e  t ax  from 3 t o  7 
cents  per  pack, munic ipa l i t i e s  w i l l  now share  i n  the  proceeds, 



Alcoholic Beverage Taxes 

Tax r a t e s  on one o r  more forms of a l coho l i c  beverages were 
increased by nine S ta tes .  Rate increases  on beer  were enacted by 
Connecticut, Idaho, Kansas, Maine, Missouri and Nevada. Alaska, 
Connecticut,  Kansas, Missouri,  Nevada, and North Carolina r a i s e d  t a x  
r a t e s  on d i s t i l l e d  s p i r i t s .  Increases i n  wine taxes were imposed by 
Alaska, Connecticut, Delaware, Kansas, Missouri,  and Nevada. Ternpo- 
r a ry  t a x  r a t e  increases  were extended on beer  by North Dakota, on 
d i s t i l l e d  s p i r i t s  by Massachusetts, Minnesota, and North Dakota, 
and on wine by Massachusetts and Minnesota. Michigan allowed i t s  
temporary r a t e  increase  on beer  t o  expire,  

Except f o r  Hawaii, a l l  S t a t e s  and t h e  D i s t r i c t  of Columbia t a x  
beer  on a gallonage b a s i s .  Hawaii taxes  a l l  a l coho l i c  beverages a t  
16 percent  of t h e  wholesale p r i ce .  The r a t e s  range from 62 cents  i n  
Wyoming t o  over $13 per  b a r r e l  i n  Miss iss ippi  and South Carolina. 
Over ha l f  of the  S t a t e s  t a x  beer  a t  l e s s  than $3 per  b a r r e l .  Gallon- 
age taxes on d i s t i l l e d  s p i r i t s  i n  the  32 S t a t e s  using t h e  l i c e n s e  
system of d i s t r i b u t i o n  vary from 75 cents  per  ga l lon  i n  South Dakota 
t o  $4 per  ga l lon  i n  Alaska. A r a t e  of l e s s  than $2 per  ga l lon  i s  
l ev ied  i n  18 S t a t e s  and the  D i s t r i c t  of Columbia. Taxes on wines i n  
S t a t e s  using the  l i cens ing  system a r e  l e s s  than 30 cents  per  ga l lon  
on l i g h t  wines i n  19 S t a t e s ,  and l e s s  than 50 cents  p e r  ga l lon  on 
f o r t i f i e d  wines i n  16 S t a t e s .  

Other Sales  and Gross Receipts Tayes 

Leg i s l a t ion  a f f e c t i n g  t h e  t axa t ion  of  insurance companies was 
enacted i n  t e n  S t a t e s .  Taxes on insurance premiums were r a i s e d  i n  
Connecticut, Montana, and New Mexico. Massachusetts and West Virgin ia  
extended t h e i r  temporary t a x  increases  on insurance g ross  premiums, 
and Pennsylvania made permanent i ts  temporary tax on t i t l e  insurance 
and t r u s t  companies. In another change, Pennsylvania widened t h e  
base of i t s  gross premiums t a x  t o  inc lude  domestic l i f e  insurance 
companies, i n  add i t ion  t o  out-of-State insurance companies. Nevada, 
i n  a base-broadening move, extended i t s  2 percent  g ross  premiums t o  
annuity companies doing business i n  t h e  S ta te ,  A gross  premiums t a x  
on fo re ign  o r  a l i e n  t i t l e  insu re r s  was imposed by New York. Two 
S t a t e s  adopted t a x  measures lessening t h e i r  revenue y i e l d s  from 
insurance company taxat ion .  New Hampshire passed a law providing f o r  
t h e  gradual  exemption of t h e  annuity premiums of l i f e  insurance 
companies from t h e  S t a t e ' s  gross premiums tax. And Vermont repealed 
i t s  spec ia l  t ax  on the  premiums of f i r e  insurance companies. 



Several addi t ional  enactments s ign i f ican t ly  affected s e l ec t i ve  
sa les  and gross rece ip t s  taxes.  Connecticut ra i sed  the  gross re-  
ce ip t s  taxes on publ ic  u t i l i t y  companies, and a l so  increased i t s  t a x  
r a t e s  on the gross income of unincorporated businesses. I l l i n o i s  
imposed a new 3 percent tax  on hote l  and motel b i l l s .  Vermont 
increased i t s  motor vehic le  excise t ax  from 2 percent t o  3 percent, 
and a l so  made permanent i t s  3 percent t a x  on meals and rooms which 
had been scheduled to  expire on June 30, 1961. 

Income Taxes 

The f i e l d  of income taxation was not given a s  much a t t en t i on  by 
the  1961 l eg i s l a tu r e  as were some of the  o ther  t ax  areas  discussed 
here. Nevertheless, two addi t ional  Sta tes  (West Virginia and New 
Jersey) entered the  individual income tax  area ,  there were a number 
of r a t e  increases, and a f a i r  amount of a t t en t i on  was given t o  the  
question of tax withholding. Altogether, about $100 mil l ion was 
probably added to  the S ta tes '  tax  co l lec t ions  a s  a r e s u l t  of the  1961 
individual  and corporation income tax l eg i s l a t i on .  

Individual Income Taxes 

Although only seven of the  th i r ty - four  S ta tes  now taxing indi-  
vidual  incomes passed l eg i s l a t i on  i n  1961 f o r  t h e  spec i f i c  purpose of 
obtaining more revenue from t h i s  source, l e g i s l a t i v e  a c t i v i t y  i n  t h i s  
f i e l d  w a s  noteworthy. West Virginia became the  f i r s t  S t a t e  t o  adopt 
the  personal income t ax  s ince  1937. (Alaska adopted i ts  income tax 
i n  1949 while s t i l l  a t e r r i to ry . )  Effect ive  f o r  the taxable year 
ending on o r  a f t e r  December 31, 1961, personal income i n  West Virginia 
i s  taxed a t  the  r a t e  of 6 percent of t h e  Federal tax  on the amount of 
Federal taxable income iden t i ca l  with West Virginia taxable income. 
The l a t t e r  i s  defined a s  Federal adjusted gross income with ce r t a in  
modifications. Withholding of the  tax began on April  1, 1961. 

New Jersey enacted l eg i s l a t i on  providing f o r  the  taxat ion of the  
incomes and cap i t a l  gains of "commuters" ( individuals,  e s t a t e s  and 
t r u s t s  who res ide  i n  New York but earn income i n  New Jersey,  and those 
l iv ing  i n  New Jersey but earning t h e i r  income i n  New York) . The new 
tax,  which i s  e f fec t ive  f o r  1961 incomes and which terminates on 
December 31, 1970, generally conforms to  t h e  New York personal income 
tax law with respect  t o  r a t e s  and provisions. In  e f f ec t ,  t h i s  t ax  
would have t ransferred a substant ia l  amount of income t ax  revenue (i.e., 
taxes paid by New Jersey res idents  earning t h e i r  incomes i n  New York) 
from New York to  New Jersey.  New York, however, has recent ly  enacted 
l eg i s l a t i on  eliminating t ax  c r ed i t s  t o  non-residents. As a r e s u l t ,  



revenue from the  New J e r s e y  t a x  w i l l  b e  r e s t r i c t e d  t o  taxes  on  New 
York r e s i d e n t s  working i n  New Je r sey .  (New York r e s i d e n t s  a r e  
allowed c r e d i t  aga ins t  t h e  New York ind iv idua l  income t a x  f o r  income 
taxes  pa id  t o  o t h e r  S t a t e s . )  The proceeds from t h e  New J e r s e y  t a x ,  
a f t e r  deducting admin i s t r a t i on  expenses, a r e  t o  b e  used t o  a i d ' ~ e w  
Jersey-New York commuter t r a n s p o r t a t i o n ,  and t h e  cont inua t ion  of t h e  
t a x  i s  cont ingent  upon a n  annual c e r t i f i c a t i o n  of New J e r s e y  t r a n s -  
p o r t a t i o n  o f f i c i a l s  t h a t  a  c r i t i c a l  t r a n s p o r t a t i o n  problem e x i s t s  
between t h e  two S ta t e s .  

F ive  S t a t e s  r a i s e d  t h e i r  individual-income t a x  r a t e s .  The 
Alaska income t a x  r a t e ,  f o r  i nd iv idua l s  and banks r equ i r ed  t o  f i l e  a 
Federal  income t a x  r e t u r n ,  has been r a i s e d  from 1 4  t o  16  percent  of 
t h e  t o t a l  Federal  tax payable on income der ived  from sources i n  
Alaska. Tax r a t e s  on t h e  h igher  income b racke t s  have been inc reased  
i n  Delaware. .Where, p rev ious ly ,  t h e  top  r a t e  i n  t h a t  S t a t e  was 8 
percent  on n e t  income over  $8,000, t h r e e  new b racke t s  were added, 
w i t h  a  r a t e  of 11 percent  on n e t  incomes i n  excess  of $100,000. 
Minnesota l e v i e d  an  a d d i t i o n a l  1 percent  on ad jus t ed  g ros s  income up 
t o  $1,000 where a t axpaye r ' s  l i a b i l i t y  under t h e  r e g u l a r  r a t e  and 
s u r t a x  i s  l e s s  than $10. However, t h i s  a d d i t i o n a l  r a t e  cannot be 
app l i ed  t o  i nc rease  t h e  t a x  of such persons t o  more than  $10. Wisconsin 
added another  1 percent  t o  each of  t h e  income t a x  b racke t s ,  which now 
range from 2 percent  on t h e  f i r s t  $1,000 of t axab le  income t o  10 percent  
on a l l  t axab le  income i n  excess  of $15,000. A temporary 50 percent  
i nc rease  i n  t h e  personal  income t a x  r a t e s  has been enacted by t h e  New 
Mexico l e g i s l a t u r e .  The new r a t e s ,  e f f e c t i v e  u n t i l  December 31, 1963 
( a t  which time they r e v e r t  t o  t h e i r  former l e v e l ) ,  range from 1.5 
pe rcen t  f o r  incomes up t o  $10,000 t o  6 percent  f o r  those  i n  excess  of  
$10,000. Massachusetts '  temporary t a x  r a t e  i nc rease ,  scheduled t o  
exp i r e  i n  February 1961, was extended through June 1963. 

New York was t h e  only S t a t e  t o  lower i nd iv idua l  income taxes .  A 
temporary 10 percent  r educ t ion  i n  personal  income t a x  l i a b i l i t i e s  f o r  
t h e  ca lendar  year  1960 and f i s c a l  yea r s  ending i n  1961 was provided. 
There a r e  no p l ans  f o r  extending i t  t o  1962. 

S t a t e  income t a x  withholding has spread t o  6 more S t a t e s ,  making 
a  t o t a l  o f  26 ( including Indiana) p l u s  t h e  D i s t r i c t  of Columbia, t h a t  
r e q u i r e  employers t o  withhold income taxes  from t h e  wages and s a l a r i e s  
of t h e i r  employees. The added income t a x  withholding S t a t e s  a r e  
Minnesota, Missouri ,  New Mexico, Oklahoma, West V i rg in i a  and Wisconsin. 
(Louisiana added t h e  withholding f e a t u r e  i n  i t s  1960 l e g i s l a t u r e  s e s s ion ,  
e f f e c t i v e  January 1, 1961.) Indiana inc ludes  g ros s  income from personal  
s e r v i c e s  under i t s  genera l  g ross  r e c e i p t s  t a x  and s u b j e c t s  "personal 
s e rv i ces"  income t o  withholding.  I n  a d d i t i o n  t o  t h e  26 S t a t e s ,  two 



o t h e r s ,  C a l i f o r n i a  and Iowa, r e q u i r e  t h e  withholding of income 
t axes  of non-res idents  of t he  S t a t e ,  A s  noted above, t h e  New J e r s e y  
income t a x  which, i n  e f f e c t ,  a p p l i e s  on ly  t o  non-res idents ,  i s  a l s o  
s u b j e c t  t o  withholding.  

Intergovernmental cooperat ion i n  t h e  income t a x  withholding 
sphere  a l s o  occurred i n  1961. The Federa l  Government, which i s  em- 
powered under P .L. 587 (enacted by Congress i n  1952) t o  withhold 
from i t s  employees S t a t e  income taxes ,  nego t i a t ed  withholding 
agreements w i t h  t h e  s i x  S t a t e s  t h a t  adopted income t a x  withholding 
i n  1961. A t  t h e  p re sen t  time t h e  Federal  Government has made 
agreements w i t h  a l l  26 S t a t e s  and t h e  D i s t r i c t  of Columbia t h a t  
themselves provide  f o r  withholding.  Congressional a c t i o n  t o  
a u t h o r i z e  t h e  Treasury t o  conclude s i m i l a r  agreements w i th  c e r t a i n  
c i t i e s  has been pending f o r  s e v e r a l  yea r s .  I n  a d d i t i o n  t o  Federal-  
S t a t e  cooperat ion,  New York has reached a n  agreement w i t h  Connect icut  
providing f o r  employers i n  t h e  l a t t e r  S t a t e  t o  withhold from i t s  
New York-residing employees income t axes  i f  such f i rms  have o f f i c e s  
o r  t r a n s a c t  bus ines s  i n  New York. I f  t hese  f i rms  do no t  t r a n s a c t  
bus iness  i n  New York, they a r e  permi t ted  t o  withhold,  a t  t h e i r  op t ion ,  
and a t  a minimum must supply t h e  names and addresses  of t h e i r  New York 
employees. I n  ano the r  coopera t ive  a c t i o n ,  t h e  S t a t e  t r e a s u r e r  of 
Pennsylvania now withholds income t axes  imposed by f i r s t  c l a s s  c i t i e s  
(Phi lade lphia)  from S t a t e  em'ployees working o r  r e s i d i n g  the re .  

Corporate Income Taxes 

S t a t e  l e g i s l a t i v e  a c t i v i t y  i n  t h e  co rpo ra t e  income t a x  sphere  
was r e l a t i v e l y  l i g h t  i n  1961. T h i r t y - s i x  S t a t e s  cont inue  t o  d e r i v e  
revenue from t h i s  source,  w i t h  t h e  l a s t  S t a t e  adopt ion  of t h e  t a x  
being t h a t  of New Jersey  i n  1958. General i nc reases  i n  co rpo ra t e  
r a t e s  were enacted by only t h r e e  S t a t e s .  Connecticut r a i s e d  i t s  tax 
r a t e  from 3.75 t o  5 percent  of co rpo ra t e  income, and increased  t h e  
minimum t a x  from $20, o r  1.9 m i l l s  p e r  $1,000 of i nves t ed  c a p i t a l ,  t o  
t h e  g r e a t e r  of  $25 o r  2.5 m i l l s  pe r  $1,000 of i nves t ed  c a p i t a l .  
Minnesota extended through 1962 i t s  temporary t a x  of  1 . 8  pe rcen t ,  and 
increased  bo th  t h i s  t a x  and i t s  4.5-percent primary t a x  r a t e  by another  
10 pe rcen t .  And, t h e  corpora te  income t a x  r a t e  i n  New Mexico w a s  
r a i s e d  from 2 t o  3 pe rcen t ,  e f f e c t i v e  March 31, 1961, and cont inuing 
u n t i l  December 31, 1963, (when i t  r e v e r t s  t o  2 pe rcen t ) .  Temporary 
t a x  r a t e s  were extended through June  1963 by Massachuset ts ,  inc luding  
t h e  a d d i t i o n a l  3-percent  t a x  and 20-percent s u r t a x  on co rpo ra t e  
incomes. A 4-percent t a x  r a t e  a p p l i c a b l e  t o  t h e  incomes of domestic 
bu i ld ing  and loan a s s o c i a t i o n s  was imposed by North Dakota, b u t  Alaska 
exempted from i t s  co rpora t e  income t a x  n a t i o n a l  banks. Oregon excluded 
from i t s  t a x  c e r t a i n  corpora t ions  providing f a c i l i t i e s  f o r  e l d e r l y  
persons.  



S t a t e  corporate income t ax  r a t e s  current ly  range from 1.75 
percent  (New Jersey) t o  10.23 (Minnesota), wi th  the  r a t e  of 5 percent  
the  most frequent .  Thi r ty  of these,  including the  D i s t r i c t  of 
Columbia, a r e  f l a t  r a t e s  and seven a r e  graduated. 

Other Taxes 

Aside from the  s a l e s  and income t ax  enactments described above, 
the re  was l i t t l e  add i t iona l  t ax  l e g i s l a t i o n  designed t o  increase  
S t a t e  t ax  revenue. 

Connecticut imposed a 30 percent  s u r t a x  on successions and 
t r a n s f e r s  - the  only a c t i o n  i n  the  death and g i f t  t a x  a rea  ca lcu la ted  
t o  increase  s i g n i f i c a n t l y  S t a t e  revenue from t h a t  source. South 
Carolina repealed i t s  inher i tance  and "pickup" e s t a t e  taxes and 
replaced them with a new e s t a t e  t ax  ( s t i l l  including the  "pickuptt 
fea ture)  providing f o r  r a t e s  of 4 percent  on the  f i r s t  $40,000 of 
taxable  e s t a t e s ,  5 percent  on t h e  next $60,000, and 6 percent  on a l l  
amounts above $100,000 of taxable e s t a t e s .  

Several S t a t e s ,  including Alaska, North Dakota, and Washington 
increased t h e i r  motor veh ic le  r e g i s t r a t i o n  fees .  Connecticut re- 
pealed i t s  highway use t ax  on i n t e r s t a t e  buses and replaced i t  wi th  
a "road" t ax  on buses, t rucks ,  and t r a c t o r s .  The new "road" t ax  i s  
based upon the  amount of motor f u e l  purchased ou t s ide  the  S t a t e  and 
consumed on Connecticut highways, a t  s i x  cents  per  ga l lon  ( the  
r egu la r  S t a t e  gasol ine  t a x  r a t e ) .  

Indiana removed motor vehic les  and mobile homes from t h e  general  
property t a x  and imposed a 2 percent  spec ia l  property t a x  on such 
veh ic les  i n  l i e u  of the  general  property tax.  However, the  law was 
inva l ida ted  by a decis ion  of the  S t a t e  supreme cour t  on January 30, 
1962. 
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TABLE I .  -- S t a t e  Tax Co l l ec t ions ,  1961 

Sa le s  and g ros s  r e c e i p t s  taxes:  
General s a l e s  and g ros s  

Amount 
Tax Sources ( i n  mi l l i ons )  

r e c e i p t s  
Motor f u e l s  
Tobacco products  
Alcohol ic  beverages 
Insurance  
P u b l i c  u t i l i t i e s  
Other 

Income t axes  : 
Ind iv idua l  
Corporate 

Percent  of 
To ta l  

L icense  taxes: 
Motor v e h i c l e s  
Corporate 
Alcohol ic  beverages 
0 t he r  

Percent  Inc rease  
1960 t o  1961 

Proper ty  taxes  
Death and g i f t  t axes  
Other t axes  

To ta l  tax c o l l e c t i o n s  

Source: Bureau of  t h e  Census, S t a t e  Tax Co l l ec t ions  i n  1961. Data a r e  
pre l iminary  f o r  S t a t e  f i s c a l  yea r s  ending i n  t h e  12-month pe r iod  J u l y  1, 
1960 - June  30, 1961, except  t h a t  f o r  two S t a t e s  whose 1961 f i s c a l  yea r s  
c losed  a f t e r  June 30, t h e  d a t a  a r e  f o r  t he  12-month per iod  ending June  30, 
1961. 



TABLE 11. -- S t a t e  Tax Rates ,  Se lec ted  Taxes, January 1962 

Alabama 
Alaska 
Arizona 
Arkansas 
Ca l i fo rn ia  

Colorado 3/  3-9 2 6 - - - 5 
Connecticut - - 5 3.5 6 5 
Delaware 1.5-11 5 - - 6 5 

F lo r ida  - - - - 3 7 5 

Georgia 1-6 4 3 6.5 5 

C iga re t t e s  (per  

~ a w a i  i 
Idaho 
I l l i n o i s  
Indiana 
Iowa 

S t a t e  (range of r a t e s )  Sa les  (per ga l lon)  s tandard  pack) 

Motor Fuel 
Net Income 

Indiv idual  Corporate 

1.5-5.5 3.5 2.5 5 4 Kansas 
5-7 3 7 2.5 Kentucky 2-6 

Louisiana 4 2 7 8 2-6 - - - - 3 7 6 Maine 
Maryland 7/ 3 5 3 6 6 - 

R e t a i l  

Massachusetts 81 3.075 6.765 - - 5.5 6 - 
Michigan - - - - 4 6 5 

91  1-10.5 10.23 - - Minnesota 5 7 - 
Miss i s s ipp i  2-5 2-5 3 7 6 

Missouri 1-4 2 2 5 4 

1-7 4.5 - - 
Montana 6 8 - - - - - - Nebraska 7 4 

- - - - 2 6 7 Nevada 
101 4.25 - - - - New Hampshire 7 111 3 
1 2  2-10 131 1.75 - - 

New Je r sey  6 7 - 
New Mexico 1.5-6 3 2 6 8 

2-10 121 5.5 - - 
New York 6 5 

3 7 - - 
North Carol ina 3-7 6 
North Dakota 1-11 3-6 2 6 6 

- - - - 3 7 5 Ohio 



TABLE 11. - Cont'd 
S t a t e  Tax Rates ,  Se l ec t ed  Taxes, January 1962 

1 Net Income I I I 
Ind iv idua l  Corporate  R e t a i l  Motor Fuel  C i g a r e t t e s  (per  

S t a t e  ( range  of  r a t e s )  Sa l e s  (per  ga l lon )  s tandard  pack) 

Oklahoma 1-6% 4% 2% 6 . 5 8 ~  
Oregon 3-9.5 6 - - 6 - - 7 c 
Pennsylvania - - 6 4 7 - - 6 
Rhode I s l a n d  6 3 7 6 
South Caro l ina  2- 7 5 3 7 5 

South Dakota - - - - 2 6 5 
Tennessee lo/ 6 3.75 3 7 -- 5 
Texas - - 2 5 8 
Utah 1-5 4 2.5 6 4 
Vermont 2-7 -5 5 - - 6.5 7 

V i r g i n i a  
Washing ton 
West V i r g i n i a  
Wisconsin 
Wyoming 

D i s t r i c t  o f  Columbia 2.5-5 5 2 6 2 

11 S i x t e e n  percent  of t axpaye r ' s  Federa l  income t a x  l i a b i l i t y .  - 
2/ Eighteen pe rcen t  of t h e  co rpo ra t ion ' s  Federa l  income t a x  l i a b i l i t y .  - 
3/ A 2% s u r t a x  i s  l e v i e d  on income i n  excess  of $5,000 from i n t a n g i b l e  - 

personal  p rope r ty .  
4 /  I n  Hawaii County t h e  r a t e  is  8 cen t s .  - 
5 /  The s t a t u t o r y  r a t e  i s  20% of t h e  wholesale  p r i c e ,  - 
6/  A g r o s s  income ( o r  t r ansac t ion )  t a x  on t h e  g r o s s  r e c e i p t s  of a l l  t ax-  - 

payers  from sources  w i t h i n  t h e  S t a t e .  
71 Investment income over  $500 i s  taxed a t  5%. - 
8/  Annu i t i e s  a r e  taxed  a t  1.845%; i n t e r e s t  and dividends,  and c a p i t a l  ga ins  - 

on i n t a n g i b l e s  a t  7.38%. 
91 A 15% s u r t a x  i s  l e v i e d  f o r  yea r s  s t a r t i n g  be fo re  1963. Also, t h e r e  i s  a n  - 

a d d i t i o n a l  t a x  of  1% on t h e  f i r s t  $1,000 of a d j u s t e d  g r o s s  income where 
n e t  income t a x  p l u s  s u r t a x  does not  exceed $10, 

10 /  - Appl icable  only  t o  i n t e r e s t  and dividend income (excluding i n t e r e s t  on 
sav ings  d e p o s i t s  f o r  New Hampshire taxpayers)  . 

11/ The s t a t u t o r y  r a t e  i s  15% of t h e  r e t a i l  p r i c e .  
IT/ - Appl icable  only  t o  income earned by New York r e s i d e n t s  i n  New J e r s e y  and 

by New J e r s e y  r e s i d e n t s  i n  New York. See page 7. 
13/ A l l  co rpo ra t ions  pay a n  a d d i t i o n a l  t a x  on n e t  worth. 
1 P l u s  a t a x  of t m i l l  p e r  $1 of  a l l o c a t e d  subs id i a ry  c a p i t a l .  
1 S i x  percent  of t axpaye r ' s  Federa l  income t a x  which would be  imposed on 

Federa l  t axab le  income equal  t o  West V i r g i n i a  t a x a b l e  income. 
16/  - E f f e c t i v e  Feb. 1, 1962, See page 2. 

Source: U.S. Bureau of  t h e  Census, S t a t e  Tax Co l l ec t ions  i n  1961; Advisory 
Commission on Intergovernmental  Re la t ions ;  Tax Overlapping i n  t h e  United S t a t e s  1961; 
and Commerce Clear ing  House, S t a t e  Tax Repor te r .  



TABLE 111. -- Major 1961 S t a t e  L e g i s l a t i v e  Tax Changes 

Income Taxes 
S t a t e  Ind iv idua l  1 Corporate 

Alabama 
Alaska 
Arkansas 
Connecticut 

Delaware 
F lo r ida  
Idaho 
I l l i n o i  s 

Kansas 
Maine 
Maryland 
Minnesota 

Missouri  
Nevada 
New Je r sey  
New Mexico 

North Carol ina 
North Dakota 
Oklahoma 
Pennsylvania 

Rhode I s l and  
Texas 
Utah 
Washington 

West V i rg in i a  
Wisconsin 
Wyoming 

Source: Comerce Clearing House, S t a t e  Tax Reporter  

Code: b = base  broadened; r = r a t e  increased;  r s  = s e l e c t i v e  r a t e  i nc rease ;  
N - new t a x  imposed; d = reduct ion  i n  d i s t r i b u t o r ' s  d i scount  f o r  a f f i x -  

ing  stamps; w = withholding 
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