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Chapter I
INTRODUCT ION

Democracy requires a program of public education with the scope
and depth necessary to provide riech, stimulating educational experiences
for children, youth, and adults everywhere throughout each gtate and the
nation, Public education, therefore, is a concern of all the people to
the extent that within no state shall there be denied the educational
opportunities considered necegsary to the fullest development of indivi-
duals and the total good of a democratic socilety.

‘The realizatlon of the objective of adeguate educational opportunities
depends upon:

le The establishment of lccal and state school organizations and
gtructures which are adequate to provide educationsal programs for American
children, youth, and adults,

2. Conformance %o principles governing the operation of schools
which have evolved from the experience of developing American school
gysteme, and which have come 4o be accepted as valid guides to their
further development.,

3, The provigion of enough funds from public sources to make possible
the effective operation of an appropriate program of educabion,-

The Constitution of the United States is silent on the guestion of
educatlon, but by implication the Tenth Amendment placed education among
the duties of government assigned or reserved to the states, In its
constitution end by appropriate legislation, the State of Oklahoma hag
assumed this responsibility and has organized a system of public education,

The adequate financing of public education in Oklahoma by equitable

methods is a problem which is becoming more serious and complex ag the

years go by. Variations In assessment of property, variations in financial

1Conmittee on Tax Education and School Finance, GUIIES~~to the Develop-
ment of State School Finance Programs. Natilonal Education Asscciation
Bulletin, (Washington D. C., 1949)39 Do o




abllity, variations in the concept of the school program, and variations
in the willingness to pay for education in local school units are all
items that have tended to complicate the problem.

According to a study of education in Oklahoma for the year 1947 by
Pugmir325 the ratio of low to high in assessed valuation per pupil was 1
to 3,146, Pugnirels study showedrfurther that the ratio of the lowest
tax levy to the highest was 1 to 5., No gignificant changes have been
made in Oklahomals educational system recently which would indicate that
nuch improvement has been made in this situation,

Oklahoma's first schools were operated almost entirely from local
gources of revenue, The trend has heen toward a gradual increase in
uge of state sources of revenve to help operate the local school units.
According to PugmireBS between the school years 1939-40 and 1947-48, the
amount of state support to public schools increased 97 per cent while
local support increased 49 per cent; yet in 1947-48;, 53 per cent of all
public school suppert was atill derived from local sources of revenus,

Pugnmire makes the following observation:

The evidence is clear that provisions for financial support of
schools in Oklahoma reflect the operation of both constructive and negative
policy. The state has increased the amount of its support and, at the
same time, has permitied the deterioration of the base of loecal support

to a point which has become critical. It is evident that the needs of
the schools and the actbual financial ability of the people have not

always been the bagisg for policies and decislong relative 4o financial
suppoTh of schools.4

Between the school years 1939-40 and 1947-48, expenditures for

schools incrsased 82 per cent but the financial ability as reflected in

“Ross Pugmire, Oklahoma's Children and Their Schools, Oklahoma
Education Agscciation Publication, {Oklahoma City, 1950), P. 13.

Y
)JJD:LGW Lo 12,

4T04d., Po 3o
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the income of the people inecreased 167 per sent.” An 82 per cent increase in
the amount spent for schools during this pericd was an actual decrease in
effort, The increase in amcunt of money spent for schools does not indicate
either the aetual ability of the state or the full needs of the schools whieh
rising costs and the necessity of expanded programs and services have created.
The shift from school financing dependent almost entirely upon contri-
butions from loeal sources of revenue to a partnership plan between the
state and local unit whereby the state contributes a substantial portion of the
funds, has solved some of the problems of education but has created others,
One problem of extreme importance thet has been created by the partnership
plan is the problem of developing a technique for apportioning state equal-
ization aid 4o the leoeal administrative unit whereby it will be distributed

in & relatively objective and equitable manner,
Statement of the Problem

This study is deesigned to develop an index of taxpaying ability which could
be uvsed ag a basis for the distribution of state equalization ald in a rela-
tively objective and squitable manner, Answers to the following questions
ars being sought:

1., What eriteria should be used for developing an index of tax—

paying ability?

2, What measures of economiec wealth should be selected for inclusion

in the index?

3, How much weight should be given to each measure selected for

inclusion in the index?

4o How might the index be used to determine the distribution of
gbate equalization aid?

Purposeg of the Study

The purposes of this study are: (1) to develop an index of texpaying

ability for eaech county in Oklahoma; and (2) to describe how the index could

SToid.,



4
be used as a basls for the digtribution of state equalization aid.
The Need for the Study

There has béén much dissatisfaction voiced with the present method
of distributing state equalization aid to local school units in Oklahoma.
The criticism has been made that the present method is not fair or equit-
able, and that it is subject to local manipulation.

Martin reported some pertinent observations in a recent study which
he prepafed96 Martin asserts that more equitable local support i1s needed
for a better guaranteed program in Oklshoma. He indicates that this
support eould be obtained by the equalization and upgrading of assessments
and the use of economic indices to determine the taxpaying ability of
local school units. Martin reported that surveys showed property assesg-
ment throughout the gtate ranged from cne per cent to seventy-five per
cent of fair cash value. He further states that attempts to improve
assessment practices from the state level have always met with failure,
and that improvement will come only when the people decilde to attack
this problem from the local level.

Hagen7 states that one of three basic problems in financing Oklahomals
schools is the problem of equalizing the cost of education between the
state and local schoecl units,

Pugnmire gtates, "he restrictions on the use of the properiy tax

combined with the low level of assessed values for over a decade have

6Jesse W. Martin, "The Development of State Support of the Public
Schools of Oklahoma and Recommendations for a Better State Guaranteed
Program." (unpub. Ed. D. dissertation, University of Tulsa, 1955).

"Hal E. Hagen, "Three Basic Problems in Financing Oklahoma®s
Schools", The Oklahome Teacher, April, 1956, p. 19,




made it impossible for the people to use the . actual resources in school
districts at will to improve their schools. S

A study made by the Oklahoma Tax Commission in 1948 showed that
the ratio of agsessed wvalue to actual value as determined by actual
sales of property, varied as much as 22 per cent among counties in
Oklahoma.9 A more recent study made by the Cklahoma Real Proparty
Association, Ine. in 1956 showed a variation of approximately 20 per
cent, and a decrease of 30 per cent in assessed value to actual value
when compared with the 1948 study.i0

An index of taxpaying ability is one method of measurement of poten-
tial taxpaying ability that can be objective in the absence of accurate
property appraisals. The use of indices of taxpaying ability has been
promoted in recent years, because of the reluctance of local administra-

tive units to give up the authority of assessing propertye.
Assumptions Underlying this Study

It was assumed that the equalization or partnership plan of financing
public education between the state and local school unit has become
established as a basgic principle of financial support. The essential
features of equaligation aid, or what has recently been described as
the "partnership plan® of state finance, are discussed in most modern
texts on the subject of school finance, There are also several brief
treatments of the subject such as the one prepared by a Committee on

Tax Education and School Finance of the National Educabion Association,ll

8PUgmire, Pe 3o -

90klahoms Tax Commiséion, A Certified Study Made to the State
Department of Education, (Oklahoma City, 1948).

100x1ahoma Real Property Association, Inc., Summary of Real Estate
Ratio Study, (Cklahoma City, 1956),

1lgommittee on Tax Education and School Finance, GUILES~-to the
Development of State School Finance Programs.
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The major objective of the equalization ﬁlan is the financial support
of programs in local school units from a combination of state sources and
iocal gources of revenue, in such a way that the state contribution is
relatively greatest in those school units which are least able to support
school programs from local sources of revenue, The local revenue is
derived almost entirely through levying an ad valorem tax on assessed
property valuations within the local school unit, The equalization plan
was originally introduced in order that those school units with the
least ability to support education from a tax on assesged property valua~
tions, at a uniform rate of local tax effort, would locally contribute
less support than thoge school units most able to pay, In Oklahoma,
approximately eighty per cent of the state aid distributed to local school

units is distributed under the equalization plan.
Scope of the Study

This study is primarily concerned with the development of an index
of taxpaying ability which might be used as a relatively objective and
equitable basis for distributing state equalization funds. The index

AN
of taxpaying ability developed in the study will be propcsed for use
in lieu of assessed property valuatlons as a basis for distributing state
egualization ald to county units. The application of the economic index
of taxpaying ability to county units is described and further application
of the index to local school units within a county is discussed.

This study doves not attempt to justify or change the present tax
bage., Nor does it atiempt to make any change or revision in the present
method of determining the minimum program for local school units. Except
for the substitubion of an economle index of taxpaying ability for

ascsessed valuation in the formula used for distribution of state



equalization aid, this study accepts the present framework of Oklahoma school

law and regulalions,
Procedure

The sclution of the problem was undertaken in the following manner:

le A study was made of literature pertaining to indices of
taxpaying ability.

2. Previous studies of indices of taxpaying ability were analyzed.

3, From a study and analysis of previous indices, criteria were
adopted, economic measures selected, and weighting of measures
determined,

4Ls An economic index of taxpaying ability was developed for each
gounty unit in the state.

5., The application of the index of taxpaying ability was described.

6, 4 summary and recommendations were prepared,

Sources of Data

Data for this study were obtained from pertinent literature on
public school finance; reports of development and application of indices
of taxpaylng ability and information from the Oklahoma Tax Commission,

the United States Census Bureau. Sales Management Magazine, the Oklahoma

Real Property Association, Inc., and the Business Research Bureau of

the University of Oklahoma.

Definition of Terms

"The term index or economic index of taxpaying ability as used in
the study refers o an index for determining a‘local school unitfg
ability to ralse funds through ad valorem taxes on property. The index
of faxpaying ability developed in this study is a composite index of
selected economic-measures of wealth weighted to correspond Lo the
aetual value of property.

Gounty Unit when used in the study refers to the county fiscal unit

of govermment jurisdiction, which is the basic local tax collecting and



disbursing agency.

LOGQ;’SGhool Unit as used in the study refers to the basic local

unit of school administration in CUklahoma, the school dlstrict.

State Tax refers to a tax levied by the state and coliected by the
state or county unit of govermment,

Local Tax refers to a tax authorized by the state and approved by
local school units, This tax is levied and collected by the county
fiscal agency.

Local Revenues refers to revenues collected on taxes levied for

State Revenues refers to revenues collected from taxes which are
levied by the state and collected either by the state or county fiscal
agency.

Shate Ald or State Suppert refers to revenues gontributed by the

state govermment to the local school unit to help in finaneing the cost
of education in the local school unit,

State Eguslization Ald when uged in the study refers to that type of

gtate ald granted the local school unit to help in financing a minimum
program of educational opportunity for the local school unit,

Partpership Plan refers to a plan of school finance whereby the
abate and lecal school unit share In the educational coshts according to
gome predetermined method,

Egualization Plan is a type of partnership plan whereby the state

guaranteeg the local unit that it will contribute eunough funds from state
bax sources to the local unib to provide a minimum program of educational
ppportunity in the local school unit.

Minimum Prograw. (commonly referred to as foundation program), as

uged in the study refers to a program of educational need as measured
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by the number of pupils, number of teachers, or a combination of the two
along with other factors as belng the minimum of educational opportunity
4o be maintained in the local school unit by a partnership plan of school

financing.

/(

Minimum Program Income refers to the revenues derived from state
and local tax sources which the local school unit is charged toward finan-

cing the minimum program of educational need,
Organization

The report of this study is organized into six chapters. Chapter
I includes the introduction, statement of the problem, purposes of the
study, need for the study, assumptions, scope of the study, procedures,
sources of data, and definitions of terms.

Chapter II provides a background for the study. This chapter
includes a historical review of the financial support of public education
in the United States. The trend toward more state support of public
education is reviewed and some of the methods used as a basls for dig-
tributing state equalization funds are enumerated,

Chapter III contains a review of economic indices of taxpaying ability.
The chapter includes a historical réview of the use of economic indices
of taxpaying ability and a brief gummary of the application of economic
indices of taxpaying ebility-in various states. The gulding standards
used in developing other indices of taxpaying ability were enumerated
and criterias for this study are adopted.

Chapter IV involves the development of an index of taxpaying ability
composed of selected economic measures of wealth and weighted to correspond
to the actual value of property. The criteria adopted for this study

are listed. Some of the measures of wealth listed for possible inclusion
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by authorities developing indices of taxpaying ability are enumerated,
and, using these as a basis the possible measures for this study are
categorized and listed. An analysis is made of the possible measures to
be included in the index of taxpaying ability and through applying the
criterls adopted for the study, individual measures are selected for
inclusion in the index. A method of developing weights for measures
in the index is applied and measures with low weights are further elim-
inated., The measures remaihingg after elimination of those with low welghts,
are developed Into a composite index with weights as determined by the
formula selected for developing weighta,

Chapter V discusses the application of the index of taxpaying
ability. An index is developed for each county in Oklahoma and a method
of applying the index is described,

Chapter VI contains the summary and recommendations,



Chapter II
BACKGROUND FOR THE STUDY

This chapter will include a brief history of the financial support
of public education in the United States. The equalization plan of
sbate suppord will be explained and some methods of distributing state

equelization funds will be discussed,
Historical Review of the Support of Public Education

Public education has always been assoclated with, and more or less
dependent upon, the solution of problems of adequate school support,
Among the early methods of supporting schools in New England was a
per capita tax on parents who gent their children‘to school, To this
source of income, the proceeds of land endowments, state appropriations,
fines and penslities, organized lotteries, license taxes on business,
licenses on liguor and amusements, and taxes on banks were later added,

The first Federal land grants made to Ohio in 1802 marked the
beginning of a means of supporting education which promised for a
time to raise sufficient revenue to maintain all the needed schools,
Proceads from this scurce and from many grants made by the Federal
governnent were uged to build up permanent endowment funds for.education.

Failure of such endowments to produce sufficient revenue to support
the schooliz led to the acceptance of the idea that state~wide taxation
was needed %o make the necegsary funds available., Such educational
leaders as Horace Mann in Massachusetts; Henry Barnard in Connecticutb,

Thaddeus Stevens in Pennsylvania, Caleb Mills in Indiana, and others
1
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advocated the principle that the wealth of a state should be taxed to
educate the children of the state.

Conmpulsory tax support of schools was not gpontanecus, nor was
it accomplished in the same manner in the various states. Cubberley
hes pointed out that this battle may have progressed generally along the
following lines:

l. Permission granted to communities so degiring to organize a
school taxing district, and to tax for school support the property of
thoge consenting and regiding therein,

2o Taxation of all property in the taxing district permitted,

3, State aid to such distriets at first from the income from
permanent endowments funds, and later from the proceeds of a small
state appropriation or a state or county tax.

4e Compulsory local taxation to supplement the state or county
grant .l

Examples of éarly permissive legislation are: the laws of 1816
in Maryland giving the voters the right to decide whether gchools
should be supported by general taxation or by subscription; the Mary-
land optlonal county law of 18263 the New Jersey law of 1820 permitting
a county tax for the education of poor children; the Missouri law of
1824 permitting a district tax on the written demand of two~thirds of
the voters; and the Illinois law of 1827 providing that only one-half
of the cost of schools might be railsed by taxation. Ohio permitted
taxation for schools as early as 1821, but it was not until 1853
that rate bills were abolished and a state tax was substituted. In
1824, Indiana authorized communities to establish schools and to tax
certain property or to raise money by rate bills, but it was not until

the new state constitution was adopted in 1851 thet a state tax for

schools was levied on all property.

1811vood P. Cubberley, Public Education in the United Statles
(reve ed,, Boston: Houghton Mifflin Company, 1934), p. 180.




The distribution of state aid gave the states more authority to
enforze the compulsory local taxation provision by withholding such
aid until a community raised 1ts share. In 1797, Vermont required
town support of schools on penalty of forfeiting state aid, Magsachu-
setts made local taxation compulsory in 1827, New York in 1812, Delaware
in 1829, and New Jersey in 1836 provided for an expansion of state-aid
provisions,?

A number of states recognlzed that in the distribution of state
aild there should be some provision for special aid to the weaker districts.
The Massachusetts law of 1874 provided for the distribution of available
state funds to rural districts only, as these were generally poorer than
the city districbs, By 1881, New Jergey had teken similar action in
getting aside a reserve fund 4o be distributed at the discretion of the
State Board of Educatlon., When Cubberley studied state support of eduéam
tion dn 190593 he found equalization laws in eight states, chiefly in the
castern United States. A more recent study made by the Councill of
State Governments in ].9'4.9/1P ghowed that forty-three states were distributing

gtate aid funds on an equalization basis,
The Equalization Plan of State Support

The equalization plan or ¥partnership plan,” as it is more commonly
called, is based upon one of the primery principles of public school
financeg namely, that of equality, This principle holds that there should

be equality of educatlonal opportunilty and also equity in the sharing of.

7
“Counell of State Govermments, The Foriy-Eight State School Systems,
(Chicago, 1949), p. 227.
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the burden of cost to support educational opportunity, According to
this philosophy, wealth should be taxed wherever it is found to educate
children wherever they may live, The policy of distributing state funds
t0 local school units for financing public education on the basgis of
equelization has been readily adopted by the various states in the
United States.

The equalization plan of state support has some important distinguish-
ing characteristics. The plan involves a partnership between the state
and local school unit of govermnment whereby the two units share in
supporting e minimum or foundation program that is guaranteed to every child
in the state., The state finances its portion of the program from gtate
tax revenues, while the local school unit usually provides its share
primarily from ad valorem taxes levied for and within the local unit.

The plan of financial support is frequently called the minimum program

plan or foundation program plan, sinece the purpose 1ls to provide for

gach local wnit a uniform amount of funds per unit of educational need
from combined sgtate collected and locally collected sources of revenue.
The major objective is the financial support of school programs in local
school units, from a combination of state tax sources and localrtax
sources of revenue, in such a way that the state's contribution of funds
is relatively greatest in those districts which are least able to raise
money from a uniform levy on property. The districts with the least
potential ad valorem taxpaying ability contribute proportionately less
than those districts with greater potential ad valorem taxpaying ability,
In determining the state!s contribution under the equalization plan,
three steps are usuelly followed. First, the educational need for each

gchool unit of the state is calculated on a uniform basis up'to the level
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provided in the minimum program. The educational need is then translated
into cost of the program, BSecond, the revenue which can be raised by

the required minimum ad valorem tax levy for support of the minimum
program is determined. Third, the difference between the cost of the
minimum program in each local school administrative unit and the revenus
obtained by the required minimum ad valorem property tax levy is provided
by the state from the state equalization or minimum program fund.

Ho program of state support for schools can be satisfactory until
gsound bases and procedures have been established for determining educaw
tional needs and for translating these needs into costs., The first
gstep in developing satisfactory measures of educational need for use in
a state is to determine and define the services and facilities accepted
as an adequate minimum or foundation program for the schoolg, Determining
educational needs of a local school unit involves determining the
nunber of pupils to be taught in the public gchools from kindergarten
through junior college, the scope of the program to be provided, the
number and qualifications of teachers and other instructional personnel
required, the auxiliary services to be provided, the instructional and
other supplies and materials that are needed, and the plant facilities
that are necessary for an accepted foundation program, When these
gservices and facilities have been defined and agreed upon, 1t becomes
possible to develop objective measures which can be used to determine
the educatilonal needs in each local school system. These needs can then
be translated into educational costg,

As has been pointed out earlier, the first two steps in determining
the state's contributlon under the equalizationdan involve determining
the cost of the minimum program of edvcatlonal need by some objective

meagure for each local school unit, The final step involves subtracting
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the amount of revenue derived by the minimum required ad valorem tax levy
of the local school unit from its minimum program cost of education. The
remainder of the cost 1s distributed in the form of state equalization
aid to the local school unit.

If, for example, a school unit has 1,000 pupils and the agreed upon
minimom program cén be provided at a cost of $200 per pupil, then the total
cost of the jointly financed program would be $200,000, If the required
local contribution is $40,000, then the state!s portion of the cost would
be $200,000 less $40,000,0r $160,000,

The plan of granting state equalization aid to local school units
to help finance a minimum program of education has met with difficulties
becauge of inequities in the assessment of property from county to county.
In order to determine the anount of equalization aid to be given a local
school unit, 1t is necessary to compute its required local contribution,
The required local contribution in most cases is based primarily upon the
assessment of property. In such cases, a required minimum uniform mill
levy is multiplied by the assessed value of property to determine the
required local funds to be contributed toward financing the partnership
plan of education.

In those states where the ad valorem property tax is the chief source
of locally collected revenue to the local school digtrict, there is an
inducement for taxpayers in the local school unit to look with favor on
the reductlon of assessed property valuations because, in so doing, the
local contribution is decreased and hence the local school unit gets
more state equalization ald., It was discovered in applications of this
plan, in the early part of the century, that competitive underassessment
of property was blocking the equalization goal which such a plan of

apportionment attempted to achieve.,
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The development of measures of taxpaying ability, or financial
capacity, not depending upon inequitable assessmgnt values, was the
purpogse of the original study by Cornelld in 1936 which produced economic
indices of taxpaying ability. Cornell's objective was purely that of
implemernting the guccessful allocation of state equalization aid on an
equitable basis., Cornell did not suggest his economic index of taxpaying
ability as a solubtion to the problem of improving assessment.

The purpoge of this study is to develop an economic index of taxpay-
ing ability to be used for the distribution of state equalization funds
in a relatively objective and equitable manner, Since agssessment in Okla-
homa is made on a county unit basis and since statistics for an index
will be available only on a county basis, the index developed in this
study will be for the county unit. Thus, the index may be used as a
relatively objective and equitable measure of the amount of state equali-

zation aid to be alloted to each county unit.
Estimating Taxpaying Ability

There are four techniques or agencieé in common use for estimating
the taxpaying ability of local units as a basis for distributing state
equalization funds. These are listed in a recent monograph prepared
by Meyer and Johns for the National Education Association Committee on
Tax Education and Schocl Finance., They are:

1. Local agsessments. This method is highly unsatisfactory
because it varieg considerably from county to county with
respect to true valuatlon, Also, it 1s subject to local
manipulation.

2. State supervised assessments, This is some improvement
over local assessments in that the opinions of impartial

T RSSO ———.  S———

Administrative Unitg. (New York, 1936), p. 1l4.
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officials are brought to bear, However, local officlals
gtill share in the valuation of property.

3s State tax commission. Such bodies appraise the true value
of property in each local unit.

4o Index of taxpaying ability. In this method an objective
technic is sought that will predict relative ability on
the basis of the economic factors of wealth contained in
the local administrative units.

In a study made by the Committee on Tax Education and School
Finance of the National Education Association in 1949, the following
statements were made:

It 1 necessary for any state supporting a partnership foundation
program to arrive at as accurate and equitable an estimate of the tax-
paying ability of each local administrative unit as possible.

l. Most states are accepting the results of local assessments, with
little or no supervision., This practice results in conflicting pressures
upon local assessors with respect to their agsessments. Such pressures,
if continued without state supervision, cannot work fairly over any length
of time, The use of a uniform tax rate when assessment ratios vary is
so obviously inequitable that it can no longer bhe regarded as defensible,

2. Other states set certain standards and give some gupervision
to local agsessors. This plan usually has more chance of success than
the firgt one, but has not been altogether successful because of the limited
nature of the supervision provided,

3o Still other states (e.g., Washington) require their state tex
comnissions to arrive at a ratio of assessed to true value of property
in each taxpaying jurisdiction in the state. The department of education,
or other state agency, is then required to use these ratios to compute
equalized valuations in determining aid for all lecal-school administra-
tive units. The local district then finds it necessary to levy whatever
rate on the agsessed valuation that will produce taxes equal to the proceeds
calculated on the equalized valuation. When the tax commission is well
staffed and competent this plan is highly promising.

Le Some states (e.g., Alabama and Florida) are now using indexes
of economic ability based upon such statistics as retail sales, motor
vehicle registrations, value added by manufacture and farm production, and
other items. These indexes are reported as successful in these statese’

According to the Committee on Tax Education and School Finance,8

it dis generally agreed that elther property assessment by a state tax

bHerbert A, Meyer and R. L. Johns, A Method of Calculating An Economic
Index of The Taxpaying Ability of Local School Units, NEA Committee on
Tax Education and School Finance Bulletin No. 34 (Washington, 1952), Ps 2

7Gommittee on Tax Education and School Finance, GUIDES--to the
Development of State School Finance Programs, National Education
Association Bulletin (Washington, 1949), De 17.

8Tbid.
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commigsion or an economic index will be the best methods to successfully
determine 10@&1 taxpaylng ability. The Committee also states +that
often it is not practicable to set up a state tax commission with the
atthorlity and staff necessary to appraise property on a statewide basis,
In Oklahoma, surveys and studies have ghown wide variation in
agsessments. The Oklahoma Legislature has been very reluctant to estab-
lish a state tax commission with the authority and gtaff to assess all
of the property in the state. In some states whers the legislature has
been unable or unwilling to establish a state tax commission to super-
vige the assessment of property, the use of an eccnomic index of tax-

paying ability has been used sucegsfully,
Summary

The first schooels were gupported by a per capita tax on parents who
sent their children toc schoole. Later, a parinership plan of supporting
schools belween the gtate and local unit came into a@cepb&n@éo In the
partoership plan eof school finance, a number of gtates recognized that
in the disgtribubtion of gtate aid there should be some provision for
special aid %o the poorer school units., The equalization plan of state
support came inho existence as a result of the philosophy held by these
states,

. The major objective of the equalization plan is the finangial support
of sghocl programs in local school unite, from a combination of state
gollected and lﬁcally'@ollected sources of fax revenwe, in such a way that
the gtatels conbribution of funds is relatively greabtest in thoge dig=-
tricts or units which are least able to ralse funds from a uniform levy
cn property. Forty-three states at the prosent time distribute state aid

funds on the basgis of equalization,
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Inequity has resulted in the distribution of state equalization
funds because of inequities in the assessment of property from couhty to
county. In some states the legiglature has preferrea to establish an
objective technique in the form of an economic index of taxpaying ability
instead of a state tax commisgsion,

Since inequity has resulted in the distribution of state equaliza-
tion aid in Oklahoma due to wide variation in assessment of property,
there is need for a relatively objective and equitable technique for
disbributing state equalization aid., Economlc indices of taxpaying
ability have met with approval in other states as an objective and relatively
equitable technique for distributing state equalization aid. This study

will develop an economic index of taxpaying ability for Oklahoma.



Chapter III
REVIEW OF ECONOMIC INDICES OF TAXPAYING ABILITY

The purpose of this chapter is to review economic indices of tax-
vaying ability developed and used in other states and the criteria used
in the development of such economic indices. Criteria selected for this

sbudy will be reported,
Historicsl Rewview of The Use of Econcmic Indices of Taxpaying Ability

Original indices or statisbics reflecting taxpaying ability were
developed for the federal govermment as a basis for distributing federal
adid to the states., Intereght in federal ald began with the depression
in the sarly 1930"s and oulmingted in a series of studles, reporte, and
propoged legiglabtion, The federal ald probl@m\ia‘similar to the gtate
aid problem. In a federal aid program, the federal to state relationship
would be similar to that of the state to local unit relationship in a
state aild preogram. The federal ald program could be termed a "partner-
ship plan® between the shate and federal government in the financing of
education,

Morit applied the same principles to the federal aild program that
had been previously applied to the sgtate aid program. Cornell, partici-

pabing in the Mort studies, developad an economic index which was reported

I

i

T4 was cne of the oripginal studies proposing the use of economic

Ipeyl R, Merb ot ale., Research Problems in School Finance, Report
of The Natlonal Survey of School Finance of The American Council on
Education, (Washington,.1933),

o) o v o 2 e
“Mort, Federal Support For Public Edugation, Bureau of Publications,
Teachers College, {Columbia University, 1936), 334 p.

2l
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indices in educational finance. In the Mort research,’ Newcomer estimated
a theoretical yield of a model tax plan. Using Newcomerfs theoretical
yield of a model tax plan as a gulde, Cornell developed a formula con-
sisting of readily avallable sbtatistics such as number of income tax
returns, automobile registrations, retail sales, and population in the
forty-eight states. This research 1s only of historical significance,
since the Bureau of Foreign and Domestic Commerce is now using different
measures to estimate the taxpaying capacity of states as a basis for
granting federal aid for other purposes.

The development of measures of relative gbility of states suggested
the feagibility of a similar techmique for determining the relative
taxpaying ability of local districts within a state. In 1936, Cornellé
published a study offering two techniques of measuring taxpaying ability
of the counties of New York State. Cornell chose New York State because
the full value of property, published by the state equalization board,
was considered reagonably satisfactory. Hence, there exigted a criterion
with which an index as am Indicator of relative ability of counties in
New York State could be compared. The number of individual income tax
returng; meagures of population; rebail saleg; motor vehicle regigtra=
tions; the velue of farming mining, and manufacturing production; and
postal receipts were combined by formula in different ways. Several
of the ways were found to have a lower average variation from full value
of property than the average variation of assessed valuation from full
value, The average amount of variation of assessed valuation from full

.

valughlon was measured by the Yeoefficient of dispersion.® It may be

Tbid., pe 117-178,

4Gornell, p. 1lk.
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aonsidered as the average per cent of error,

Neither the Wew York State study nor any of the studies which followed,
has indicated that economic indices of taxpaying ability would completely elimi-
nate discrepancies from a theoretical full value or other criteria of taxpaying
capacity. The chief conclugions of the New York State studies asccording to a
report by the Committee on Tax Education and School Finance of the National
Education Assoceiation made in 1953 are:

le That a combination of formulas provides an mverage inequity which is
no greater than the inequity in the use of assessed valuatiop--—at least in
states wherse there hag been evidence that assessed valuation is highly in-
equitable, and this pertains to most of the states in the union.

2. That by measuring local capacity as a basis for computing the local
contribution, with offlcial govermment statistics, it takes away from loecal
units the incentive of manipulation or underassessment of property.”

Indices of relative ability do not eliminate inequities in the measure-
ment of relative abllity. The technic must be viewed as an expediency which
may have advantages of objectivilty, equity, and stability over the use of
asgessed valuvation, There is no substitute for good property tax assessment
to permit an adequate yleld of revenue on property.,

The study of economic indices of taxpaying ability for distribution of
federal aid and the New York State study were thecretical, even though they dealt
with a real and practical problem In neither case were they actually used in leg-
islation to epportion school funds. The first economiec index of taxpaying

ability written into a state law was developed by Johns® in 1939 for the state

of Alabama, It was Dr. R. L, Johns who after much effort finally worked

SCommittee on Tax Education and School Finance, The Index of Local
Economic Ability in State School Finance Programs.

fr, L, Johns, An Index of The Fimancial Ability of Local School
Systems to SAQDOTt Public Edubatlon, Alebama State Department of Education
(Montgomery, 1938).
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out the technical detzils for legislation which now exist in Alabama,
He has been more freguently involved than any other person in work in
those states which have adopted or have considered the use of the Cornell-
type index. The index for Alabama is not a complete adoption of the
idea originally suggested by Cornell., An index of ability based on
a series of factors was computed, but it was averaged with relative
assessed valuation. In effect, the actual measure now in use in Alabama
is a compromige between an index msde up of economic meagures independent
of agsessed valuation on the one hand and agsessed valuation on the other.
Alzbama was the only state to use an economic index of taxpaying
ability until after World War II. Florida adopted an ability index in
1947 and West Virginia adopted one in 1948. However, West Virginia
abandoned the economic index of taxpaying abllity in 1953, An ability
index was insorporated into the Texas state equalization aid plan in
19495 and in 195), Arkansas and Georgia adopted ability ipdices in the
stale apportiomment plan. Mississippi is the state most recently (1953)
reporting the adoption of an egonomic index of taxpaying ability. The
author of this sbudy received coples of the sconomic indices of tax=
peying ability from all of the sgtates whioh are now using or have at some
time wsed this plan in apportioning state equalization funds., Copiles
of letters from state authorities concerning the index of taxpaylng ability

are contained in the appendix %o this study,

Summary of The Application of Economic Indices of Taxpaying

Ability dn Various States

This porticn of the study will list the measures selected for
insiusion in the indices of ability of individual states. The welights

asgigned the measures will be shown and the manner of applying the index
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for distributing state egualization funds will be explained. Such an
analysis should help in determining the composition of the index and

a method of applying it.

Ability indices are based on state totals of the various measures

selected. For example, the influence that income has on the index is

the relationship of the income earned within the county to the total

income earned in the state. This relationshilp can be shown as a propor-
tion or per cent. The difference between proportion and per cent is
merely a difference in the placement of the decimal point. For instance,
if the income of the people for a certain year in a certain county

divided by the total income of all counties in the state is 0,044, the
index of the county expressed as a proportion is 0.044. The other form of
expressing 1t would be 4.4, meaning that 4.4 per cent of the total income
in the gstate is allocable to the county.

The weight of a measure is the amount by which the measure is to

be multiplied before adding it into the composite index. For instance,
assuming a county with 4.4 per cent of the income of the state and a weight
for this measure bf o2; the contribution of this measure toward the
composite index would be .83, The measures in indices of taxpaying ability
are usually expressed as per cents of the gtate total for each county.

The weights are expressed either as a fractional or decimal part of 1,
Thus, when the per cents of each measure are multiplied by their individual
. welghts and the results added, the index for each county will be expressed
in that county's per cent of the state total.

The ability index in Alabama was developed by Cornell and Johns?

o Francis G. Cornell and Roe L. Johns, MAlabama's New Index of Local
Ability To Pay for BEducation," School Execubive, June, 1941, p. 22,
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using "irial and error® methods. The amount of loecal contribution is deter-

mined by multiplying a county's average index (ability index averaged with the
index of assessed valuation) by one=half of one per cent of the total assessed
valuabion of the state. One of the complaints made of Alabama'’s index of taxpaying
ability is that it gives too much significance to assessed valuation in the weight-
ing of the factors ineluded in the index., Various studies in process in Alabama
are contemplating the elimination of assessed valuation from the index.® The
measures aﬁd welghts ineluded in Alabama's economic index of taxpaying ability

are indicated in Table I,

Table T

Measures and Weights Used in Alabama's Economiec Index of Taxpaying Ability

Weighte

Measures Actual Per Cent
Total Assessed Valuatlon = = = = = = = = = = = = = = = 17 ' 50.0
Agsessed Valuation of Publie Uﬁllltles mmmmmmmm 3 8.8 .
State Income Tax = = = = = = = = = @ = = = © = = = = = 1 2.9
Sales Tax Returng= = = = = = = = S e m om o= omomow ow o 6 17.6
Auto License Feegm = = = = = = = = = =« = = = = = = = = 5 14.7
Value of Farm Products = = = = = = = = = = = = o = = = 1 2.9
Value Added By Manufacture = = = = = = = = = = w = = = 1 2.9

The geven measures used in computing Alabama's economic index of taxpaying
ability are reported in Table I. Total assessed valuation has an actual weight
of 17, whi@h.is 50 per cent of the total weights assigned the various measures
in the index. Assessed valuation of public utilities has a weight of 3, which is
8,8 per cent of the composite weight; state income tax has a weight of 1 or 2,9
per cenb; sales tax rebturns has a weight of 6 or 17,6 per cent; auto license fees
has a weight of 5 or 1l4.7 per ceﬁt; value of farm products has a weight of 1 or 2,9

per centy and value added by manufacture has a weight of 1 or 2.9 per cent,

gﬁwmmittee on Tax Education and School Finance, The Index of Local
Eeonomic Ability in State School Finance Programs, pPo 44e
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In the Florida formula, the amount of local contribution in each
county is the index for that county multiplied by 95 per cent of the
yield of a 6-mill levy on the state total taxable valuation. Lee9,

o member of the staff of the State Department of Education in Florida,
was instrumentsl in getting Floridafs original index revised to its
present form, The original index of taxpaying ability included assessed
valuation other than public utilities and effective buying income as
‘determined by Ssles Management Magazine. These two measures were
omitted and gainfully employed workers was added to form the meagures
in the present index., In addition, the welghts were changed from

whole numbers to decimalsa lee recognized that the inclusion of the
assessed valuation factor in the index could be Justified only during

a perlod of transition from an assessed valuation index of taxpaying
ability to a completely independent economic index of taxpayimg ability.
A National Education CommitteelO studying economic indices of taxpaying
ability made mention of the fact that many of the county officials
realized that the inclusion of assessment as part of Florida's economic
index of taxpaylng ability made it unattractive to raise property
agsessments, This was the main reason why Florida dropped assessed
valuation other than public utilities from its index of taxpaying
ability, Table II indicates the measures and welghts included in the

economice index of taxpaying ability for Florida.

9Robert E. Lee, "A Technique For The Development of An Index of
Relative Taxpaying Ability of Local Administrative Units" (unpub. Ed.
D, dissertation, University of Florida, 1950), 79 p.

10committee on Tax Education and School Finance, The Index of Local
Economic Ability In State School Finance Programs, p. 50,
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Table II

Measures and Weights Used In Florida's Economic Index of Taxpaying Ability

“Teights

. Measures Actual Per Cent
Assessed Valuation of Rallroad and Telephone = = = = 0461 4061
Retall S8leg = = = = = = = = = = = = o m m me s ow w 03654, 36,54
Motor Vehicle Registrationg- = = = = = = = = = = = = - 2857 28,57
Value of Farm Products = = = = = = = = = = = o = = = 0586 5.86

Gainfully Employed Workers (less farm and govit.) = = 2442 Rbo42

As reported in Table II Florida's index of taxpaying ability has five
measures with retall sales having the greatest weight. Retall sales has
a.weight contriéuting approximately 36 per cent of the index, with,
motér vehicle reglstrations and gainfully employed workers contribhting
spproximately 28 per cent and 24 per cent, respectively. Assessed
valuation of public utilities and value of farm products contributeg
approximately 5 per cent and 6 per cent, respectively, to the total
index. .

In 1948, West Virginia adopted an economic index of taxpaying ability
consisting of ten measures, In 1953, the legislature adopted a new plan
for the allocation of state equalization aid. The new plan bases the local
ability measure upon a survey and appraisal of property values to be
made by a state tax commission, A report of the measures and weightis

uged in West Virginia's index of taxpaying ability follows in Table III,
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Table III

Measgsures and Weights Used In West Virginials Index of Taxpaying Ability

Welghts
Meagures Actual Per Cent
Property Taxes For Current School Expense On Other
Than Public Utility Property = = = = = = = = = = = 8 33,3
Property Taxes For Current School Expense On
Public Utilities = = = = = = = = = = = o = = = = = 8 33.3
Retail Salege = = = = = = = = = = = == = = === == 1 ko2
Number of Pagsenger Car Licensegm = = = = = = = = = = 1 LuoR
Effective Buying Income = = = = = = = @ = = = = = = = 1 4ol
Population= = = = = = = = = = = = = = = = =™ = = = = = 1 Le?
Number of U. 8. Income Tax Returns Filed- - - = = = = 1 4ol
Income of Residents = = = = = e e e o e e = e o e = 1 La?
Seles Tax Recelptg= = = = = = = = = = w = = = = = - = 1 a2
Postal Recelptg- = = = = = = = = = = = = = = = = == 1 Lol

Ag illustrated in Table III two-thirds of the welght of the index
was dependent on property taxes. Property taxes for current school
expense on other than public utility property had an actual weight of
8 or 33.3 per cent of the total index and property taxes for current
school expense on public utilities had a weight of & or 33.3 per cent,
Retail sales, number of passenger car licenses, effective buying income,
population, number of U, S. income tax returns filed, income of residents,
sales tax receipts and postal receipts each had an actual weight of 1 or
4.2 per cent of the total index.

The Texas economic index of taxpaying ability adopted in 1949
emphasizges the income aspect. According to the Texas law, a county's
contribution for the year 1955 was derived by multiplying that county's
ability index by $64,205,000. (The total amount to be contributed by
all local units.) The total amount to be .contributed by the local units
is subjecf to revision each year. Since Texas schools are not on a
county unit basis, the county contribution is prorated to districts
within the county in proportion to the assessed valuation of each

district.
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The Texas index is unique in that it provides for an adjustment

when there is a sharp incresase or decreage in an individual counby's
index from year to year. The economic index of ﬁaxpaying ability in Texas
1s recomputed for each year using the latest statistics available. The
measures and welghts used in Texag' economic index of taxpaying ability

are as indicsted in Table IV,

Table IV

Measures and Weights Used In Texas' Economic Index of Taxpaying Ability

Meagores

Asgesged Valuatlon = = = = = = = @ = = = © @ @ = = = 20 20
Scholagtic Populations = = = = = = =« = = «c = =« == § 8,
Income Baged Onsz

Value Added By Manufacture

Value of Minerals Produced

Value of Agricultural Products

Payrollg for Retall Establishments

Payrolls for Wholegale Establishments

Payrolls for Service Establishmentg~ = = = « = = - 72 72,0

The Texas index is baged on thres measures which congigt of
asgessed valuation of properby, sshool population, and certain aspects
of county income, Assessed valuation hag a weight of 20, which is also
20 per cent of the total index., Schelasbic population has e welght of
8 or & per cent of the total index. In arriving at income, various compo-
nents are combined and these receive collectively a weighting of 72
pointg or 72 per cent of the total index., The income components combined
are value added by manufacture, value of minerals produced, value of
agricultural products, payrolls for retail egtablishments, payrolls for
wholegale establishments, and payrolls for service establishments,

In Arkensas, a county’s contribution to the squalization plan is
determined by applying the index. The county contribution is

provated to districts within the county in proportion to their
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assessed valuations. The existing law provides & total local contribution
on the basls of an 18-mill levy on the state total assessed valuation,

The 1957 legislature in Arkansas added assegsed public ubilities
ag one of the measures to be included in the index, and provided by
law that the measures of state income tax receipts and value of farm
products be omltted from the index. The law enacted by the legislature
also preovided that the complex six~decimal weightings be eliminated from

the index and weighte in fraction form be gubstituted.

Table V

Measures and Welghts Used In Arkansas® Economic Index of Taﬁpaying Ability

Weights
B Megsures Actual __ Per Cent
Seles Tax HetuIns= = « = = = = = @ = = = = = = = = 2/7 28,57
Auto License Fegge = = = = = = = = = @ = = = = = = /7 28,57
Number of Gainfully Dmployed Workers Etcludlng
Farm and Govermment Workers — = = = = = = = = « 2/7 28,57
Assessed Public Ubtilitiege = « = = m w m = = = = = 1/7 14029

Ageording to Table V5 the present economic index of taxpaying ability
in Arkanses has four measures. Three of these four measureg (seles tax
returns, auto license fees, and nuwber of gainfully employed workers) have
equal weighbings of fwo~gevenths or 28,57 per cent of the total index,

The fourth measure (asa&aé@é public utilities) contributes the remaining
one-geventh or 14,29 per cent of the tolal index.

In Georgla, the local contribution iz determined by multiplying
sach countyls index by the yield of a 7-mill tax levy on the total state
asgesged valuation ag lndicated in the schiool tax digest. Independent
city dist}icts within counties are allocated a fraction of the abllity in-
dex based on prorsting assessed valuation witﬁin the county after first
welghting each such independent gchool district's property valuaticon

by cone and one~third.
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The Georgla index of taxpeying ability includes assessed valuation
of property (property tex digest) and is, therefore, a compromise index.
In 1954, the State Board of Education of Georgila decided to start elim-
insting the property digest measure from the economic index. This is
being done over a period of five years reducing the welghts given the
property digest from 6 to 5 to 4, etc. In this way, this measure will
be completely eliminated by 1960, Georgia is also doing some research
on retail sales with thg idea of substituting the sales tax receipts
for retall sales. At the time the original index was instituted,

Georgia did not have a sales tax.

Table VI

Measures and Weights Used In Georgla's Economic Index of Taxpaying Ability

Welghts
_ Meaguresg Acthal Per Cent
Property tax digest less homestead exemption - = = = 6 31.5
Public ntilitles tax digest~ = = = = = = = = « =« =~ « 2 10.5
State income taxes paid= = = = = @ = = = = = - = = = 1 5.3
Average 5 years effective buying income= = = = = = = 6 31.5
Average 5 years retall saleg = = = = = « = w - = ~ - 2 10,5
Motor vehicle taxeg= — = = = = = = = = = = « = ~ = = 2 1065

Table VI presents the six measures comprising Georgla's economic
index of taxpaying ability. Property tax digest less homestead exemption
and average 5 years effective buying income each have avweighting of 6 or
31;5 ber cent of‘the total index., Public wtilities tax digest,_a%erage
5 years retall saleg, and motor vehicle taxes each have a weighting of
2 or 10,5 per cent of the index. State income taxes pald has a weight of
1 or the remaining 5.3 per cent of the total index,

In Mississippil, the total local contribution required toward a
minimum program is calculated each biennium. The local contribution was
set at an arbitrary figure of $20,000,000 for the 1953-55 biennium with

provisions that it be recalculated each blennium on a ratio of the
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required local contribubion to the state appropriation. Each county's
portion of the total local contribution ls determined by application of
its index.

Mississippils economic index of taxpaying ability is similar to the
Arkansas index in that it does not include.any assegsed valuation of
property in i%e index, other than public utilities which are assessed
on the state level, Mississippils index has been criticized because of

it's six~decimal weightings of the various measures in the index.

Table VII

Measures and Welghts Used In Migsissippi's Economic Index of Taxpaying Ability

Weights
, Measures . Actual Per Cent
Assessed Valuation of Public Utilitles = « =« = = = = = 242152 24,2152
Retall 8ales TaAX = = = = = = = = = = = = = = o = = = = «282970 28,2970

Metor Vehicle License Regelpts = = = = = = = = o = « « 044144 44144
Value of Farm Products = = = = = = = & © = =« = = « = = ,065110 6,5110
Porgonal Income TaXege = = = = = = = = = = = = = = = = 222036 22,2936

Table VII pregents the six measures in Mississippi's economic index
of taxpaying ability. The weights of the measures contribute toward the
total index approximate per cents as follows: Assessed valuation of public
wbilities, 243 retail sales tax, 28; motor vehicle license fééeipfég b
value of farm products, 73 personal income taxes, 14; and gainfully
employed non=farm, non-government workers contributes approximately 22
per cent, |

In the preceding discussion of economic indices of taxpaying ability,
this report has enumerated the measures used in the indices, shown the
agsigned weights of each measure, and described the application of  the
index to the local unit in the computation of state equalization aid,
In the development of the index of taxpaying ability for this study similar

steps are necessary in the procedure for developing the index., First,



34

criteria must be adopted for developing the index of taxpaying ability;
and then on the basis of these criteria; the measures to be used in the
index must be selected; a weighting technic determined; and an index

developed for each county unit in Oklahoma,
.Criteria for Developing Indices of Taxpaying Ability

This portion of the study will enumerate the guiding standards or
criteria adopted by authorities who have developed indices of taxpaying
ability. After a review of some of the criteria adopted by authorities,
the criteria adopted for this study will be enumerated and justified.

Cornell, in the original study on ability indices, adopted the follow-
ing criteria for measures from the Report of the National Survey of School
Finance:

l. All measures used should be objective,

2. Meagures should be baged to the greatest degree posgible upon
dependable data systematically obtained by governmental agencles at
regular intervals and by tried and establighed methods.

3. Measures should be as equitable as they can be made without the
introduction of undue complexity.

4e The plan ghould be such as to have a common senge appeal both in
the measureg applied and in the scheme of digtribution,

In the second report of the series published by the National Survey
bffSchobl Financesl2 two bases for the distribution of federal aid to
the  states were discussed»meducational need, and income produceda >Morb9
as Associate Diréctor of ﬁhiéméurVey, formulated.criteria fbfﬁtﬂe developm
ment of indices of taxpaying ability for either of thesge bases of

distributing aid. These standards were:

l. All measures used must be objective,

Uprancis G Cornell, "Grant-in-Aid Apportionment Formulas",
Journal of The American Statistical Assoeciation, March, 1947, p. 92.

leorts Research Problems In School Finance, pe. 133.
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This ig %o avoid fricitlon between the states and the central agency
arigsing from ambiguity of measures; toc avold local manipulations of data
to increase the amount of aid received; and to avold the tendency to
bureaucratic control that tends to arise from any plan which is not
sufficiently objective to avold the need on the part of the central
agency for exercising judgment.

2. Measures used should be based to the greatest degree possible
upon dependable data systematically obtained by federal agencies at de-
termined periods and by tried and established methods, '

This is to avold the setting up of cumbergome additional machinerys;
to avoid local manipulatien of data; to free the federal govermment from
delay due to inefficlent record systems in the state; and to insure uni-
formity in the collection of information,

3. Measures uged must be as equitable as they can be made without
the introduction of complexity.

4o Federal aid mngt be nop-flucituating in nature,

The federal aid should be sufficilently stable to enable careful
planning by states. It sghould be possible for any state to predict the
amount of ald it shall recelve gufficiently far ahead to make gtate legisge
lative action possible. For example, this requires that the amount of
aldvinioh a given state gots ghall be determined by data erising from
that state alone, It should not depend upon the developments in all of
the other states,

5. The plan must be such ag to have a common-gense appeal both in
the measures applled and in the scheme of distribution,

Experience has ghown that measures cobtained by refined methods are
not necessarily lacking in their sppeal as common-gense measures.

&, The plan must not in any way interfere with the rights of the
gtates to shape their own educatlional destinies, 3

The problem of determining the taxpaying ability of states is nob
the same problem as determining the btaxpaying ahllltJ of localitiesg
within a sbtate; however, the techniques used in developing an index
and the standards governing the meamsures to be used are quite similar,

Cornell, in a later study adopted the following criteria from the
National Survey of School Finance in developing measureg of the texpaying
ability of the counties of New Yorks

1. All measures ghould be objective,

This is to avoid friction bebween the local units and the state
arising from ambiguity of measures; to avold manipulation of dabta to
inerease the amount of ald received; and to aveid the tendency to bureau-
eratic control that tends to arise from any plan which is not sufficiently

obge@*lve to avoid the need on the part of the central agency for exercis—
ing judgment.

131pid., po 1336
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2o Measures uged should be based to the greatest degree possible
upon dependable data systematically obtained by govermmental agencies
at regular intervals and by tried and established methods.

This is to avoid the setting up of cumbersome additional machinery;
to avoid local manipulation of data; to free the state from delay due to
inefficient record systems in the localities; and to insure uniformity
in the collection of information.

3. Measures used should be as eguitable as they can be made without
the introduction of undue complexity,

4. State ald should be non-fluctuating in nature,

The state aid should be sufficiently stable to enable careful planning
by localities. It should be pogsible for any local unit to predict
the amount of ald it shall recelve far enough ahead to make possible
proper budgeting of local expenditures. For example, this requires that
the amount of aid which a gilven locality gets shall be determined by data
arising from that locality alome. It should not depend upon the devel~
Opments in all the other localities of the gtate.

5 The plan should be such as tc have a common-sense appeal both in
the measures applied and in the scheme of distribution.

Experience has shown that measures obtained by refined methods are
not necessarily lacking in their appeal as common-gense measures,

6., Statistical suitability. Mathematical techniques must be
resorted to in combining measures and only through numerical treatment
of data is it possible %o juwge the adequacy of techniques in terms of
the other requirements.=

Johns, ss Speclal Finance Consultant for the South Carolina Survey
of 1948, proposed eriteria for the development of an index of the
relative taxpsying ability of the counties of South Caroclina. Socme of
these were uged by Mort and Cornell, others were added by Johns. These
standards werss

1. An index of the relative taxpaying ability of the several counties
of South Carclina to support gchools must not be an index of theoretical
taxpaying ability but a relative wealth in order to be equitable
becange local taxes for schools are largely derived from property.

2. A gufficlent number of sconomic measures of wealth should be in-
cliuded in the index te ineclude all the principasl elements of the wealth
of the gtate on which taxpaying abllity is based.

3. All economic mesgures included in the index should be Ilndependent
from the influencs of locael assessing bodies,

5. Each economic measure ghould measure some different aspect of
the wealth of the state insofar as possible.

6. Statistically, sach economic measure should have a falrly high
pogsitive correlation with the true wealth of the respective counties
of the stats but the sgonomic measures should have as low intercorrelation
with each other as possible.

14cornell, A Measure of Taxpaying Ability of Local School Admin-
istrative Units, p. 17,
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7» The mathematical formula employed for the development of the in=
dex of taxpaying abllity should measure the relative taxpaying ability
of small counties as accurately as large counties,.

lee, in his study of a technigue for the development of an index of
relative taxpaying ability of local units, summarized the stendards
used by some of the authorities and declded upon using the criteria as
adapted from criteria used by Johns. |

The guiding standards adopted by Lee weres

lo The index and all economic factorg should be objective; therefore
all data pertaining to these factors ghould be obtainable from reliabls
published sources.

2. All economic factors and the Index should be independent from
the influence of loeal sssessing bodies,

3. FKach economic factor should measure some different aspect of
the wealth cf the state, and a sufflcient number should be included in
order %o repregent all the principal elements of the wealth of the state,

4o The index should be based on gome validating measure that directly
corregponds 4o the actual walue of property.

50 The mathematical formula employed for the development of the index
of taxpaylng avility should be as sensitive to the small lccal units
ag it iz toc the large local wnits in predicting relative ablility.

fo The index of taxpaying ability should be as equitable as possible
withount wndue complexity in order that the formule be administratively
feagible -

The guiding standards used in this present shudy are adapted from
eriteria used by Cormell, Johns, and Lee. Although there are differences
in wording, the criteria ﬁ$ad by these three authorities are, in effect,
the same. Since there appeared to be general agreement by authorities,
this present study has not attenpted to justify the guiding standards
used in this study. These criteria or gﬁiding standards will be reported

in the ensuing chapter.

13Puplic Schools of Soubh Carolina, A Report of The South Carolina
Educational Survey Qommittee, p. 322,

léLeeg Po b
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Summary

A higtorical review and a summary of the development of indices of
taxpaying ability in other states was made by the author to be used as a
guide in the development of an economic index of taxpaying ability for
Oklaghoma.

The first economic index of taxpaying ability applied in a state
for distribubing state equalization ald was in Alabama in 1939, Florida
adopted an economic index in its state ald plan in 1947, West Virginia
adopted an economlc index of taxpaying abllity for distributing state
equalization ald to county school units in 1949, but ebandoned the index
in 1953, Texas adopbed an index in 1949, followed by Arkansas and
Goorgia dn 1951, Misslesippl ls o stabe recently adopbing an
index of texpasying abllity. Misgelssippl sdopted an economic index of
taxpaying ebility in ite state ald apportionment formule in 1953,

Seven gbubes have applied an economic index of taxpaying abllity as
a bagis for digtributing state sgualizeblon fuads to local school units.
gix sbates are ab present using the Index of ability in thelr state
equalization formulas., Ths number of messures included by the statesthat
applied the dndex varied from a meximum of feén to a minimum of two.
Weights of measureg in the indices of faxpaying sbility varded from a
maximun of 72 per cent of the total index to a ninimum of 2.9 per cent of
the tobal index.

In the applicatiorn of the ihdexg most of the states required sach
loeal unib to raise through local property texes an amount equal to the

local unit's index of ability multiplied by the amount to be raised by
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all lecal units., In some instances the total loecal unit contribubion
was determined by multiplyimg the total assessed valuation of the state
by a uniform mill levy. Some states gimply set an arbitrary amount to be
required of ths total local units toward the minimum program
and determined each local unit's pro rata share by multiplying
that vnit's economic index by the total amount required.

Criteria adophted by authorities in the development of éther indices
of taxpaying ability were reviewed and criteria for this study were
adophked. The criteria adopted in thisg study correspond toc those of
aubhorities, There appears to be general agreement by authorities in
regard to criteria to be adopted in developing indices of taxpaying

ability.



Chapter IV
DEVELOPMENT OF THE INDEX OF TAXPAYING ABILITY

The purpose of this chapter is to desecribe the development of an
index which could be used as a relatively objective and eguitable measﬁre
of the relative abllity of each county in Oklahoma to raise revenues by
meang of an ad velorem ftax on property within that county., Standards
for the development of the index will be set forth; the selsction of
fentors or meagsures will be dilscussed; a formula for weighting the economic
measures conbtained in the composite index will be determined; and an
index will be d@véloped for sach county fizcal unit in the state,

The teshnigues used in this sbudy could be applied in developing an
enonomic index of taxpaylug abllity for any state. However, it is
probabls that an index developsd for another state using the technigues
employed in this study would be different, because of the different
sconcnic measures and available stabistics of other states.

In order to develop an index of dexpaying abllity for Oklahoms,
eriteria were adopbsd to gerve ag guldea in selecting measures for the
index, and a mabhemationl method was devised to determine the weight of
each sgonomic messure in the compogite index of taxpaying ability. The
guiding stendards for this sbtudy were adopted from those used by Lee,
Johng, and Cormell (reviewed im Chapter III),

The criteria adopted for this gtudy are ag follows:

le The index and all econcmic measures should be objective; there-
fore, all data pertaining to these measures should be obtainable from

religble publisghed sources.

40
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2. All economic measures and the index should be independent of the
influence of local assessing bodies.

3. Each economic measure should measure some different aspect of
the wealth of the state, and a suffieient number of measures should be
included in order to represent all the principal elements of the wealth
of the state. However, no measure should be included in the index
that is not present to some degree in every local unit in the state.

4o The measures in the index should be weighted acdording to ar
criterion., The criterion to be used should direetly correspond to the
actual value of property.

5. There should be no overlapping of measures to the extent that
double weightings would be given one agpect of wealth of the state.

6, The mathematical formula employed for the development of the
index of taxpaying ability should be as sensitive to the small loeal units
as 1t is to the large local units in predicting relative ability.

7. The index of baxpaying ability should be as equitable as
possible without undue complexity in order that the formula be administra-
tively feasible., The fewer measures included in ‘the index, the better will
this requirement be met as long as enough measures are included to make
the index valid,

Another consideration to be given the development of an economic
index of taxpaying ability, is that some decisions must be made thét
are, to a certain extent, subjective in nature, A& Committee of the
National Education Associationl recognized that in the selectlon of
criteria, measures or weights, common sense and good judgment should

prevail,

lcommittee on Tax Education and School Finance, The Index of Local

Economic Ability in State School Finance Programsg.
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Categories of Possible Measures for Inclusion in Oklahoma's Economie

Index of Taxpaying Ability

A brief review of what has been done in measure anslysis will serve
as a gulide in the selection of possible economic measures that might
be included in the index of taxpaying ability to be developed in this
sbudy. This portion of the study will review the categories and possible
measures listed in each category by some of the authorities who have
developed indices of taxpaying ability. On the basis of this review,
categories will be selected., Measures which might be included in each
category will be identified.

Cornell divided into three categories the possible meagures that
might be used in a formula to predict taxpaying ability in New York., These
measures weres

1, Direct Measures of the Value of Real Property.
a, Value of farm real estate.
be Rental of homes,
¢. - Value of owned homes.
~d. Value of construction business.
2. Meagures of Population.
a. Total population.
b. Population density.
¢ce Urbanizztion,
d. Proportion of agricultural population,
e., Rate of population increase,
f. Birth rate.
g. Proportion of population of various ages.
3. Measureg of Income and Purchasing Power, Resultants and
Gonconmitantsg,
a. Net taxable income,
b, Value of manufacturing, mining, and farm products.
cs Retail sales.
d. Number of gainfully employed workers,
e. Resgidence telephones. '
f. Savings deposits.
g. Postal receipts.
h. Motor vehicle registrations.
i. Aggregate taxes on property.?

2Cornell, A Measure of Taxpaying Ability, p. 19.
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Cornell ugsed only six of the measures which he had listed as
possible measures in developing indices of taxpaying ability for the
counties of New York. These measures were: +total population, retail
sales, motor vehicle registrations, production, income tax returns, and
postal receipts.3

Mort classified possible measures of the taxpaying ability of the
states under the following aspects of wealth:

l, General
a, Income tax returns.
b. Population.
¢, Bank resources.
d. Time deposgits.
e, Postal receipts.
f, Motor vehicle registratilons.
26 Manufacturing and Industry.
8. Factory wages.
b, Value of manufactured products,
¢o Value added by manufacture,
d. Factory wage earners.
e, Horgepouwer in manufacture.
£, Production of electric power,
g, Employment; all industries.
3. Business Ac¢tivity.
a. Commercial failures; total liabilities.
b. Stock transfers,
cs Bank suspension depogits,
d. Gasoline consumption.
€. Retall trade—net sales,
f. Wholesale trade-=net sales.
g. Value of construction business.
4s Agriculture,
a., Farm cash income.
b, Farm gross income.
¢e Value of farm real estate.
5. Natural Resources.
a. Petroleum production.
b, Value of mineral productso4

The measures selected by Mort in developing hls index of the rela~-

tive taxpaying ability of the states were: urban population, value

3Tbid. p. 48,

4‘Mor‘b, Federal Support for Public Education, p. 180.
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added by manufacture, farm cash income weighted inversely as the percen-
tage of farm population of total population, postal receipts, retall
trade—-net sales, motor vehicle reglstrations, value of new incomes
reported for federal income tax returns, value of net incomes reported
for federal income tax returns, total population, and the yileld of a
theoretical tax on one~half of one per cent of the par value (in the case
of no par stock, of the issue price) on authorized capital stock of

COTpOrationSe5

Johns used twelve different measures in various indices of the tax~
paying ability, which he helped develop.’ However, in no case did he
use all twelve of the measures in a given index, The measures that he
has used are as follows: assessed valuation, retall sales, auto regig-
trations, farm income, public utilities, state income tax, effective
buying power, employed workers, value added by manufacture, railroad
and telephone property, population, and income.® The selection of
megsures for the various indices was of necessity geared to the nature of
the statel!s economy where the index was to be used and was governed by the
availability of data.

A special report by the Committee on Tax Education and School
Finance of the National Education Association in 1953,7 classified
measures of taxpaying abllity into three broad categories. This classi-
fication listed direct measures of value of property, measures of popu-
lation, and measures of income and purchasing power, "Measures that are
presently being used in indicés in the states of Alabama, Florida, Georgia,

Mississippi, Arkansas, and Texas have been classified using these

2Ibide, Po 192.
éLee, po 30.

Committee on Tax Education and School Finance, The Index of Local
Economic Ability in State School Finance Programs.
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Table VIII
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List of Measures Which Have Been Included in Indices of Taxpaying Ability

(magazine) and

U. 8. Census Bureau

Measures of Economic Ability States
Included in Indices Source of Data Where Used
_ Direct measures of value of real
Property:
Agsessed valuation = = = = = = = = State tax agencies Alabama
Arkansas
Florida
Georgila
Mississippl
_ Texas
Property taxes = = = = = ~ = = « = State revenue de-
pariment West Virginia
Measures of Populations
Total = = = = = = = = = = = = = — Ua. 8. Census Bureau Wegt Virginia
Scholagtic = = = = = = = = = = = = State Dept. of Educ. Texas
Measures of income and purghag-
_ ing powers:
State income tax = = = = = = = = = State revenue de-
partment Alabama
Georgia
Misgsissippl
Number of federal income tax
returng = = = = = = = ® = - -~ = Ues Se Internal
Revenue Service West Virginia
Total income payments~ = = = = = = State Chamber of R :
Commerce West Virginia
Effective buying income— = = = - = Saleg Management
(magazine) Georgia
West Virginia
Payrolls for retail estab-
lishmentge = = « = = = = = = = = = U, 3, Census Bureau Texas
Payrolls for wholegale estab-
lighmentg= = = = = = = = = = = = = Us S. Census Bureau Texas
Payrolls for service estab-
lishmentg= = = = = = = = @ = =~ = = Us .Se Census Bureau Texas
Sales tax receipts = = = = = = = = State revenue de-
" partment Alabama
Arkansas
West Virginia
Retall gales = = = = = = = = = = = Sales Management

Florida
Georgia
Mississippi
West Virginia

- Table VIII cont,
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Table VIII (continued)

List of Measures Which Have Been Included in Indices of Taxpaying Ability

_ Measures of Economiec Ability States

wineluded in Indices . Source of Data Where Used
Pagsenger auto registration - = « Vehicle registration Alabema
‘ Arkansas
Florida
Georgla
Misgissippi

Wegt Virginia

U, S. Census Bureau Arkansas
Florida
Mississippl

U, 8. Censtis Bureau Alabama,
Texas

Value of farm products = = « - » = «» o S, Census Bureau Alabama
Florida
Mississippi
Texas

Ue. 8. Census Bureaun Texas

Number of gainfully employed -

L}
]

Valus added by manufacture - =

3
8

Value of minerals produced = =

8
§

A gtudy of the data in Table VIII shows that six states use some
form of agsessed valuation intelr index of taxpaying ability and one
state uges property taxes., Two sgtates include measures of population and
ell of the gtates include one or more measures of income and purchasing
POWET o

The author alassified pogsible measures that might be used in a
formula to predict baxpaying ebility in Oklsahoma into three categories

. , T8 e wa 8
similar to those lisbted by Cornell®

for New York State, The three cate-
goriez chogsn are generally accepted by authorities as belng sufficient
to cover all pogsible measures of taxpaying ability.

The categories of measures and the possible meagures for each

category in Oklahoma are as follows:

le Direct Measures of the Value of Real Property,

Sﬁorn6119 A Measure of Taxpaying Abiliby, p. 19.
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a. Assessed valuation of railroads and public service cor-
porations, '
bs Assegsed valuation, other than railroads and public utili-
ties,
¢, Property taxes,
2« Measures of Population.
a. Total population,
b, Scholastic population,
¢, Population density.,
d.~ Proportion of agrieultural population,
e, Proportion of population of various ages.
3. Measures of Income and Purchasing Power, Resultants and
Concomitants.
a. State income tax,
b, Number of federal income tax returns.
¢o Federal income tax receipts.
d. Net taxable income (income to individuals)
e, Effective buying income.,
f. Retail sales,
go Retail sales and use tax receipts.
he Number of auto license registrations.
1., Auto license receipts.
jo Number of gainfully employed workers.,
ks Value of farm products.
l. Value added by manufacture.
me Value of minerals produced,
n, Pogtal receipis.
0. Savings deposits, .
p. Payrolls for retail, wholesale and serviece establishments.
g Resldence telephones,

There are, no doubt, other possible measures that miéht be included
in an economic index of taxpaying ability for Oklahbma; The author has
chosen all the possible measures used by authorities developing indices
for other states that contribute some form of wealth toward the economy
of Oklshoma., Some measures listed as posgible heasures in other states
were eliminated from this listing of possible measures because they
were repetitious of other measures or were not significant measures of .
wealth and thus did not justify thelr inclusion as a possible measure
in the index.

Analyses of Economic Measures To Be Included in Oklahomats Index
of Taxpaying Ability
It is the purpcse of this portion of the study to make an analysis

of the possible gconomic measures listed for inclusion in Cklahoma's index
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of taxpaying ability and to select those measures that conform to the
guilding standards adopted for developing the index. In the discussion
to follow, each of the possible measuresg for inclusion in the index of
taxpaying ability for Oklahoma will be analyzed and measures will be
selected for ineclusion in the proposed index.

Direct measures of the value of real property. In an analysis of

direct measures of the value of real property, it is found that assessed
valuation and property taxes are the only direct measures of the value of
real property used in other economic indices of taxpaying ability., There
are three possible measures listed for Oklahoma in this category., They
include assessed valuation of public utilities, assessed valuation of
property other than public utilities, and property taxes. |

The economic iﬁdices of taxpaying ability are deviéed to correct the
abuges caused by unequal property assessment, yet assessed valuation is
a factor in the economic indices of taxpaying‘ability of all seven of
the states which have been discussed in this study. The use of assessed
valuation as a measure in an economic index of taxpaying ability for
determining the lecal contribution to the minimum program of education
is defended by the argument that it eases the period of transgition from
assessed valuation to an economic index method of determining taxpaying
ability. The inclusion of assessed valuation as a measure in the index
is gimply a “compromige" measure in changing from agsessed valuation to
an economic index method of determining the taxpaying ability of the
local school unit. In other words, the change is not a complete change,
but one in which elements of the old and new index of ability are both
included, ' |

When assessed valuation is included in the measures in the index and

weighted as heavily as in Alabama, (50 per cent of the index) the purpose
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of the index is being defeated. There is still a tendency for local
assessment officials to be reluctant to increase the assessment values
since such increases will be reflected in a higher economic index figure
of taxpaying ability for the local unit and a consequent loss of state
equalization aid to that local unit. If the index were not weighted so
heavily with the measure of assessed valuation, assessment officials
would not be go reluctant to raise assessments.

 Not all measures of assessed valuation are undesirable as measures
of taxpaying ability. Cornell was chairman of a committee of the National
Education Association that made the following observation:
When a state agency does the assessing of a property group, such as
public utilities, and the assessments are therefore uniform for the state
and considered fairly reliable, it is advantageous for ease of admini-
stration o include such assessed valuations as a factor in the ability
index. :
The Alabama, Georgia, Florida, Mississippl, West Virginia and Arkansas
plans include separate ltems for this type of property assessed on a
sbatewide basis., The Arkansas plan added assessed valuation of public
ubilities as one of the measures in its index only recently.

The Committee on Tax Education and School Finance of which Cornell

was chalrman further observes:
States which now include assessed valuation as a sort of "compromise®
or transition plan, should consider retaining the valuation of utilities
when contemplating the elimination of assessed valuation of other property,
so as to get on a strict index basis. Utility valuwation--primarily
railroad, power, telephone, and telegraph proEerty—~is not otherwise
casily reflected in other economic measures, <0

The valuation of all_railroad and public service property in Oklahoma

ig determined annually by the State Board of Equalization. Since the

9Comnittee on Tax Education and School Finance, The Index of Local
Economic Ability, p. 27.

lOIbidog pc 276
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members of this Board have other duties to perform, it meets only a
few times each year to function as a State Board, and 1s handicapped in
securing sufficient information relating to the proper'assessment of
railroad and public service corporation property. As a result, the
Legislature has transferred to the Oklahoma Tax Commission the necessary
detail work in these matters. Every railroad and public service corpor=
ation is required by statute to make a rendition of its property to the
Oklahoma Tax Commission and the Commission is directed to make all necessary
investigations, hold hearings and make recommendations to the Board
of Equalization as to the amount of assessment of each company. To
perform its duties in connection with the assessment of property for ad
valorem taxation, the Oklahoma Tax Commission has an ad valorem tax
division. This division conducts such investigations and performs: the
detail work necessary for the proper assessment of all railroad and public
service corporation property. From this information the Tax Commission
makes 1its reports and recommendations to the State Board of Equalization.
The Biennial Report of the Oklahoma Tax Commission reports the
asgessed valuétion of all railroads and public gervice corporations
in Oklshoma by counties, For the purposes of this study,-the aggassed
valuation of railroads and public service corporations will be used as
one of the measures in the economic indéx of taxpaying ability developed
for Oklahoma. It meelts the requirements of the guiding standards set
up for this study in that it is objective, is independent of local
assessing bodieg, and measures an aspect of wealth of the state,
The use of_assegsed property taxes ag a measure in an economic
index of taxpaying ability is objectionable because its use can prevent
the state from recelving the full benefits of an ability index, since

the assessment of property i1s subject to local manipulation. There is
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an additional objection to the use of the ad valorem property tax as a
megsure in that it penalizes those districts spending at a rate greater
than the state average rate of millage and rewards those districts
which spend at a rate less than that of the average.

Property taxes will not be included as a measure in the economic
index of taxpaying ability for Qklahoma, since it is subject to local

manipulation, and thus 1s not consistent with the criteria for this study.

Meagures of vpopulation. Of the possible measures of population
listed for Oklahoma, tobtal population and scholasgtic populstion would
appear to be. the most reliable measures that might be included in an
index, Although the original studies of ability indices indicated that
total population might be used as a reliable measure of economic ability,
no state other than West Virginia (which has abandoned the use of an
index) ever atbempted to uge this factor as a measure in its index of
eoonomic taxpaying ability. The main argument againgt the use of a pop=
ulation measure as a measure in an index ig that it could be a measure of
need just as well as It could be a measure of ability.

The original sthudies of economic Iindices of taxpaying sbility
reported 1little walue in scholastle populstion as a measure. Recent
experience in Texas, which state is copsidering slinirating scholastic popue
lation from the index, is another indication that this measure ig not
satisfactory,

Thug, no measures of population will be used In the economle index

£ taxpaying ablility to be developed in this ghudy.

Measgursg of ilncome and purchasing power. There are more statistics

=t et

avallable indicating income and purchasing power than may be found in any
other area of measures encompassed by this study. Revenue departments

of the states and the U, 8. Department of Commerce (e.g., the Census
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Burean and Office of Business Economics) publish data in this area.

Business data which indicate income and purchasing power are regularly

reported by Sales Management, the Blue Book of Southern Progress, State
Business Research Bureaus, and State Chambers of Commerce, |

State dlncome taxes paid, the number of federal income tax returns,
effective buying income, and payrolls are employed as meaéures of the
income phase of a state's economy included in the economic indices of
taxpaying abillty in other states. A single measure of income is used
in four states. One state utilized the number of federal income tax
returns, total income of residents, and effective buying income as
measures in its index. Another state uses the payrolls of retail, whole=
sale and gervice businesses; ahd the value added by manufacturing, agricul-
ture, and mining,

No data for the counties in Oklahoma are avallable for number of
persons filing federal returns or for federal income taxes collected.

In Oklahoma, three measures of.direct income are available from
reliable sources. These data consist of statistics on income fo indivi-
duals as computed by the‘Business Research Bureau of Oklahoma University,
effective buying income as estimated by the magazine Sales Management,
and state income tax receipts from individuals and corporations as
reported by the Oklahoma Tax Commission.

- Income to individual data are ébmpiled by the Business Research
Bureau of Oklahoma University located at Norman, Oklahoma..  These data
are determined hy adding wages and salaries of proprietors ofifarm and
business operators; other labor income such as employers contributions
to private pension, health and welfare funds, directors fees, military
leavy pay, eltc.; proprietors income consisting of net business earnings

- of owners of unincorporated enterprises including producers cooperatives;
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property income consisting of rental income, dividends and personal
interest income; and transfer payments consisting of receipts of persons
from govermnment and business for which no services are currently being
rendered. From the amounts obtained by adding these sources of income

in each countyglpersonal contributions to social insurance were subtracted
in order to obtain the esbimated income to individuals shown by these
data;ll

Bffective buying income 1s estimated by Saleg Management magazine

based upon national data on disposable income, census data on median
income, federal tax collectlons, income pdyments by state, relationships
of retail seles and dncome, and other items,

Of the three measures of income; income to individuals, effective
buying income and state income tex receipts, only one measure should
be included in the index, since all three measures involve practically
the same components in determining the dirset income phase of the state's
egonomy. 7To includs more than one of these meagures would place undue
emphasis on thig phase of the state’s sconomy and causg in effect, a
double weighting of this phase of the economy in the finel computation
of the econocmic index of taxpaying ebility.

In the development of the economic index of taxpaying ability for
Cklahoma, affective buying income was deleted., Effective buying income
is an egtimate, Income to individuals ils a statistical report of factual
infermation, Therefore, income to individuals should be more valid than
effestive buying income ag a measurs, State income tax receipts might
not be a good meagure ko inelude in the index, becsuge they wary greatly

from the gtatlsbtics shown by federsl income tax returng for this siate

nd thug, are probably unrellable.

LBysiness Research Bureau, "Income to Individuala,“ﬂ(bullatln of
the University of Oklahoma, 1955)
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Retail sales, as reported by the U. S, Census Bureau, estimated
by Sales Management magazine, or shown by sales tax receipts of states,
measures a component of income arising from the activity of retail
centers., Florida dropped effective buying income (estimated by Sales
Menagement magazine) from its index and added direct sales tax data in
pla;e of egtimated retall sales during the last session of its state
legislature, It is expected that this change will increase the
accuracy of its index by using direct data rather than'estimateso

~ For the economic index of taxpaying ability for Oklahoma developed
in this study, the latest sbatistics on actual retail and use tax receipts
were gelected as one of the measures in the index. Actual retail and use
sales tax receipts should be more relisble than estimated retail sales,
gince actual retell and usé tax sales receipts would be direct data rather
than esﬁimaﬁesq Use seles tax recelpts, which tax is levied on out of
ghbate retail pmrchases by Uklahoma residents, was added in with retail
sales to give a more reliable figure on retail activity,

Pazgenger atlo reglstrations is a measure nged in all states except
Texas, The meagure includes a component of texpaying ability missed by
other measures. Registration fees collected, rather than number of auto pas-
angor regletrations should be the belter messure in Oklahoms fsince the
fees are levied on a graduated basis according to the estimated value of
the subomoblle and would thus give a better indication of this measure,
Auto lioense recelpts was one of the messgures selected for the sacnomic
Index of hawxpaying ability of county fiseal unite in Oklahoma. The data
for this messure may be obteined from bienniel reports of the Oklshome

Tax Commission,t®

| 120k1ahons Tex Commission, Qklshoms Sales Tax and Use Tax, A
Statistical Report (Oklahoma City, 1957)



The number of gainfully employed workers exclusive of farm and
government workers was included in the original Arkansas and Mississippl
indicez, The State Legislature of Florida added this measure to its
index in 1957. In these states, school authoritiesg indicate the
number employed seems to be a good measure of ability, especially in
those arcas of these states where new construction and new business
activity are developing, The number of gainfully employed workefs wa.s
gelected as a meagure in the economic index of ability developed for
Oklahoma., The data for this mneasure may be obtained from the Oklahoma
Labor Market, a publication of the Oklshoma State Employment Service.l3

Value added by sgriculture, manufacturing and miﬁing was also listed
as possible measures to be included in an economic index of taxpaying
ability for Oklahoma. Texas combineg the three meagureg-—value of
farm produgte, value added by menufacture, and value of minersl pro-
ductgm=with payrolls to meagure all economic activity. Alabama uses
both value of farm products and value added by manufacture in itg index,
Wegt Virginia (at one 4ime) used value added by manufacturss and Arkan-
sas and Florida originally used value of farm products in thelr indices
of taxpeying sbility, Howsver, Arkansas dropped value of ferm products
from ite index in 1957,

Sines value added by agriculture, manufaeturing and mining are all
gimilar, in that they are measures of production in the statels economy,
the ineluglon of only one of these factors in an index ils questionable;
the comblulng of all .h ree geems to be mogt deslrable., The acceptabllity

of the use of only one depends on the other factors in ths index. In

30k 1 ehome Employment Becurity Commission, Oklahoms Lebor Market,
Research and Planning Division Publication (Oklahoma Clty, 1957)
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Oklahoma, statistles are not available by county on value of manufacturing
and mineral production. In answer to a request by the author’to the U, S,
Depertment of Commerce, Bureau of the Census, for complete county data

on value of manufacturing and minersl production, information was given
to the effect that the law under which the Bureau of the Census

operates and the interpretations of that law by the General Counsel of
the Commerce Deparitment and by the Attorney General prohibites it from
publishing or providing to other than sworn Census Bureau employees any
information whiech might reveal the operations of an individual company or
establishment.14 For this resson, information for all of the counties of
Oklahoma on value added by manufecturing and mineral production was
unobtainable and therefore cannot be included as a measure in the index.

The value of farm products was cbbtained and included in an exper-
imental index, Tub because of its lew weighting (less than one per cent
of the index) was found to be of 1little influence or value to the computed
index and partly for thal reason was abandoned as a measure to be included
‘in the final fndex, Another reason for 1iggualifying value of farm
proeducts ag a measure in the index was that no other measure could be
found to combine with it to offget this one phase of economic activity.

Of the other possible measures that might be inecluded in the index
listed previougly in this study, none met the requirements of the guiding
shbandards adcpted for the selsction of measurss well enough to justify
their inclusion in the final index.

The measures selected for inelusion in the economic index of tax-

paying ability of county f{iscal units in Oklahoma were agsessed valuation

Litetter in Appendix, From Edwin D, Goldfield, Chief Statistical
Reports Division, Burean of the Census (Washington, D. C., July 29, 1957).
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of public utilities, retail sales and tax receipts, individual incone,

auto license receipts, and gainfully employed workers., These measures
gatisfy the criteria adopted for this study. The sources of data for these
five measures were accepted as reliable, and establish the respective mea~-
sures as both objective and free from local influence. Each economic
factor seleéted measures some different aspect of the wealth of the state,
and each measture has a positive correlation with the actual value of

property,

Development of The Weights of The Economic Measures To Be

Included In Oklahoma's Economic Index'of Taxpaying Ability

The original intent of the index idea was to make it possible to
develop measures of relative taxpaying ability to use in place of assegsed
valuation, No state other than Arkansas has used an ability index
completely in this sense. In most cases where an Index is used, it is
combined in some way with assessed valuatlon and 1s, therefore, not
used instead of agsessed valuatlony or in some other respects, property
valuation 1ls computed at least in part separate from the index as a
meang of arriving at the local contribution,

Since the objective is Lo get a measure of relative taxpaying
ability of county units, all measures are expressed asg indices., Ability
indlceg are based on state £otals of the various measures selected. As
an example ‘the infiuence that income has on the index 1s the relation-
ship of the income earned within the county to the total income earned in
the state. This relationship can be shown as a proportion or per cent.
The difference between proportion and per cent is merely a difference

in the placement of the decimal point. For instance, if the income of
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the people for a given year in a given county divided by the total income
of all counties in the state 1lg 0.044, the index of the county expressed
as a proportion is 0.044. The other form of expressing it would be .4,
meaning that 4.4 per cent of the total income in the state is allocable
to the county.

Assuming a state policy in which it has been decided %o use (a) retail
sales, (b) income, and () motor vehicle registrations in developing
an index to be used in place of assegsed valuation, a table such as Table IX
might be prepared for five hypothetical countles in a hypothetical state,
For each county, each figure is expressed as a per cent of the ghate to-bai°
The relative values shown in column 2 aro to be replaced by the index

in column 6.
Table IX

Pive Hypothstical Countiee With Indices of Taxpaying Ability

Various meagures as per cents of shate

totals
County Aspesged Retall Income Motor vehicle An Abile-
valuation gales (X1) (Xg) regisbrations ity Index
a , v (Xﬁ) (Xn>
4 e K] & 5 6
A= oo = o 2,25 2405 2 o84, Re23 2637
Bo o = o (a59 Uo34, Qo4 089 0,66
Qoo = oo = 1,07 074 0,82 0.91 0,82
D‘“ e em e 0033 31,605 0654 0662 0074
L oo oo oo 18,21 19622 20426 18,04 19,17
Other :
Couglbles = 77.55 76,60 7480 77631 76024,
State
Total- = =100.00% 100,00% 100,00% 100.00% 100,00%

Several techniques of combining and weighting a given set of factors
may be used in developing an economic index of taxpaying ability. The
sanpliest possgible arrangement in comblning the component measurés—-retall

gsales, income, and motor vehicle registrations, would be to determine
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thelr simple average. In computing the simple average of these factors,
each factor would be weighfed equally, since this would consist of adding
the three and dividing by threes The result would be,the ability index
as shown in column.six of'the table, o .

The per cent of the state assessed valuation expressed as an index

number (for county A,2.24) might be compéred with the calculated index
number (for county A, 2.37). Presumably, there is reason to doubt

the validity of the index numbers based on proportion of state assessed
valuation as an accurabe measure of ability, or the state Qould

not resort to a different index in place of them,

The index number as reported in column six may be viewed as a
composite of the several measures of ability. In other words, the
calculated ability index number has components in it which reflect value
of retail sales, total income, and motor vehicle registrations in a given
county. As a matter of fact, the three components may easily be identified
since the index for each county, (see Table IX) is simply each of the
three individual measures reduced to index number form, multiplied by
1/3 andvsummedg A formula may be written as follows:

(1) Xp = o333X1 £ 333X £ 233330

In this formula X, is the index of ability; X3 is the first measure,

retail sales expressed in index number form; X5 is the second measure,
income expressed in index number form; and X3 is the third measure, motor
vehicle registrations expreésed in index number form,

Where there are more than three measures to be included in determining
the index and substituting 'A' for the weight of each measure, the formula

could be written as follows:

(2) X, = A3Xy £ MoKy £ A3X3 £ A K.
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In this formula A7 would be the weight of Xy, Ao would be the weight

of X5, and Az would be the weight of X3. The formula could be written

to include any number of measures (A,) and weights (Xn).

The criteria adopted as a guide for developing an index of taxpaying
ability were:

1, The index and all economic measures should be objective; there-
fore, all data pertaining to these measures should be obtainable from
reliable publighed sources,

2¢ All economic measures and the index should be independent of
the influence of local assessing bodies.

3. Fach economic measure should measure some different aspect of
the wealth of the state, and a sufficlent number should be included in
order to represent all the principal elements of the wealth of the state,
However, no measure should be included in the index that is not present
in every local unit in the state,

Le The méasures in the index should be weighted according to a
eriterion, The criterion to be used should directly correspond to the .
actual value of propertyo.

5¢ There shﬁuld be no overlapping of measures to the extent that
double weighbings would be given one aspect of wealth of the state,

6. The mathematical formula employed for the development of the
index of taxpaying ability should be és sensitive to the small local
units as it is to the large local units in predicting relative ability,

7. The index of taxpaying ability should be as equitable as poésible

-without undue complexity in order that the formula be administratively
feasible, The fewer measures included in the index, the better will
this requirement be met ag long as enough measures arve included to make

‘the index'valid,
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The type of formula that will meet the standards givenrabove'ig a
mathematical function that will combine the selected economic neasures
with weighﬁs that agsess their relative influence on a valid criterion°
This function can be expressed in formula (2), and might properly be
called a weighted average. |

A study of Table IX reveals a simple method of combining three
measures to form an ability index. It was the simple plan of equal weighte
ing for each of the three measureé used. Through some form of statistical
manipulation it might be decided that a better index of relative ability
would result if the retail sales index number was to count three times
as much as the index number of motor vehicle registrations and the income
index number to count twice as much as the motor vehicle reglstrations
index number. This result may be a&hieved by a "yeighted® average
of the three measures written in index form. Such an index can be ob-
tained for county 4 (with a weighting of three for retail sales, two
for income, and one for motor vehicles) by multiplying the figures for
that county in columns three, four, and five, respectively, by these
welghts and dividing the result By the sum of the weights. The result
of this manipulation would result in the following formula -for the index:

(3) Xp = 5001 # 3332 £ #1673

Most states would be expected to adopt formulas for the combining
of measures in an index much as has been done in formula (2). It
is the prevailing method for combining measures and the oné which hasg

been recommended by those who have seriously studied the subject,
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ineluding Gornelll59 Johnslé9 Le@179 and Meyerel8

There have bsen a number of proposals for developing mathematical
netheds of determining weights which would yiéld the best results., They
are all modifications of regression methods which are presented in most
elementary stetistics texts. In the development of any predictive
formula, it is necessary to select one obgerved meésure of what is to
be predicted as the validating messure. In this study, the validating
measure is referrved to as the criterion. The weights of the other
measures used in a composite index are determired by their influence
and relationship with this velidating measure. Accordimg to Mort199 the
begt single meastre of local ability is the true value of taxable property. -
gOrnellzo used the true velue of real property as determined Ey the State
Tax Commisgsion as the criterion for his index of the taxpaying abllity
of the counties of New York State., For Scuth Carolina, Alabama, and
Florida, assessed valuation was taken ag the beét available criterion;
for Tennessee, the best available criterion was an estimate of true
valie of real propsrty based on the ratic of assessed value to selected

achual gales,

*5Cornell, A Memsure of Texpaying AbLlity.

18p0e L, Johns and Herbert A, Meyer, "Distributing State Pundss
How To Estimete Taxpaying Ability of Local Sehool Units,” Wation's Schools,

L%
l?Lae,

Byorbors A, Meyer, WA Study of Certain Phases of Local Tax Effort
In Relation to Texpaylng Abllity La Flerida." {(unpub. Mester's thesis,
University of Florida, 19%0),

19Paul R, Mort, State Support for Public Education, Report of
the Wationel Survey of School Finance QWashlngtong Do Cos The American
Gouncil On Educahxonn 1933) .

200ornell, A Measure of Taxpaying A Ability.

RETE MR AL Y
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In developing an index of taxpayding ability for Oklahoma, the trué
value of real propetrty baged on the ratio of assessed value to selected
actual sales921 combined with the assessed valuation of public utilities,
and assessed valuation of personal property adjusted to the true value
of personal property was used as the criferion for weighting the factors
in the index. In any state, the ultimate éelection of a cr%terion on
which to develop an economic index of taxpaying_ability depends on the
available data. Since the primary source of iocal revenues is property
valuation, and since the primary purposé of this study is to develop
an objective and equitable index of taxpaying ability baged on the
value of’property;.sbme type of eétimafe of the reai;value of property,
even thoﬁgh imperfect, would repfesent the best driterion of taxpaying
ability. |

It is not the purpose of this study to outline in detail the
various mathematical procedures that mighﬁiberuSgd in determining the
waightsvof the measufes to be iﬁcluded in the ecohomic index of tax-
paying ability for Oklahoma. ﬁowever, it was necessary to make a study
of the varioug procedures used by othérs developiﬁg ihdices of tax—
paying ability, in order to determine what method would best £it the
gulding standards adopted for this study°j

The e¢riteria adopted forvthis study are, in éffect9 the same as
those'adopted by Lee? in his study of a technique for the dévelopment
of an index bf relative taxpaying ability of local administrative unite,
In his study, Lee attempted to analyze all of the various mathematical

procedures that had been uged, or that might be available that would

21Oklahoma Real Property Association, Inc,, Summary of Real Estate
Ratio Study, (Oklahoma City, 1957). ‘

22ee, p. 33
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best £it the gulding standards for the development of the index. Lee
studied the use of logarithms, simple weighted éverages, broken distri-
butionsg of measures wifh separate formulas for each, a method involving
relative residuals, grouped homogeneous equations, beta coefficients,
and coefficients of part determination in order to determine the method
that best fit the guiding stendards that he had adopted for developing
an economic index of taxpaying ability,

Leel3 proved by the application of formulas to three states that
the coefficients of part. determination method showed less average per
cent deviation from the criterion than any other method studied. The
mathematical formula for developing the weights of the various measures
in the index is as sensitive to the small local units as it is to the
large local units in predicting relative ability and produces an index
that is as equitable as possible without introducing undue complexity
and makiﬁg the index administratively unfeasgible, The coefficients of
determination method is simple enough that anjone who can compute
regression coefficients, standard deviations, and multiple correlation
coefficients can apply iﬁ_to the problem of determining taxpaying ability.
This mathematical technic will also enable independent workers to arrive
at the game results. 8ince the coefficients of part determination method
meets the requirements adopted in the criteria for this study, this
gbatistical technic is employed for determining the weights of the measures
in the study.’

Another method more recent than the method developed by Lee, is a
pian for determining weights developed by Meyer in collaboration with

Johns.*% This is a modified ¥regression method" which has all weights

R31bid., p. 66,

24Herbert A, Meyer and Roe L. Johns, pp. 49-50.
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positive and "minimizes" sums of squares of relative residuals., It
is a model for forming a ¥linear combination® similar to formula (2).
The method was not applied o any state by its authors, but was tested
by Walter Malmborg25 at the University of Florida by its application
to data obtained from the states of Misslssippi, Tennessee, South Caro-
lina, West Virginia, Arkansas and Florica. It iz possible that this
method might have produced a closer fit with a eriterion than the method
that was uged iun this study. The method was not used becauvse it violates
one cf the essential criteria for this study, namely, that the index
b@vac equiteble as possible withoub undué complexity in order that it
might be adminigtratively feasible.

Malmborg in his study made mention of the fact that the amount
of compubation invelved in his problem would have bheen prohibitive
without the aid of IBM mashires.?® He made much use of the 602<A
Calsulating Punch, ths 405 Alphabetical Accounting Machlne, and the
519 Reproducing Punch. Hig major field of gtudy wes mathematiss and he
sould be congldersd an expert with the use of gtatisticel technics,

Acoording 4o the anthorg of the mathematlcal teshunie for welghting under

dizopssion, the method should be uzed only by ghatisticlans who are

. ey _— P
expertg.~’ The method aleo has weaknesses in that the resulte computed
by Malmborg gave negative wsights for the state of Tennessese and did

not produce the beet £1t with the critsrion ag compaered with other methods

2Mjalter Frank Malmborg, Multivariste Analysis Applied to A Problem
In Taxation, (unpub. Magher's Thesis, University of Florida, 1951).

26Tbide, po Lho
2Toomnittee on Tax Education and Schocl Finance, "4 Method For

Caloulating An Eponomic Index of The Taxpaying Ability of Local School Unitg",
ZRUS L. Johns and Herberﬁ Ao M&yerg dﬁ? K%:shingtong D. C., 195233 Do 6o
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in the case of South Carolina,?8 This method hag never been used by
any state in the actunal application of an economic index of taxpaying ‘
ability to its school finance program. The complexity resulting in}itgr
use would clearly be unacceptable, a complexity that might'overwhelm not
only supporting professional organizations, but laymen and legislators

as well,

Coefficients of Part Determination
The coefficient of part correlation was developed in 1926 by Ezekiel
and Smith and is reported in a publication by Smith,R? The coefficient
of part correlation is a statistical devige for measurihg the separate
effect of individual variables on the dependent variable. The measure
applied to the variables in a linear multiple regression equation deter-

mined by least square methods. This coefficient measgures:

esssososssoothe amount of correlation between each independent variable
and the variation remaining in the dependent variable after the esti-
mated effects of the other independent variables have been
eliminated,>

The symbol expressing this correlation is 01T2345. If the multiple

regregsion equation with five independent variables is expressed by:
(4) X, = b1X1 # DXy # byX3 £ DXy # bs¥s £k, then O1F2345

equals the correlation between X7 and (Xp = baXp = b3X3 - byXs~ bsXs).

The coefficient of part determination is defined simply as the square

of the coefficients of part correlation. The computation is facilitated

by the formula531

... R8%almborg, p. 36.

298, B. Smith, "Correlation Theory and Method Applied to Agri-
. eultural Research," Us. S. Department of Agriculture Publication,
(Washington, De Ce, 1926), pp. 57=60.

30Mordecai Ezekiel, Methods of Gorrelation Analysis, (2nd ed,,
New York, 1930), pp. 181-183,

311id., pp. 379-80.
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(5) 01722345 = 1312
bp2-1% 707 (1 = Ry%.12345)

where R represents thé multiple correlation coefficient and o~1 represents
the standard deviation of the X3 distribution. The b's in this formuls
stand for the regression coefficients. O is the dependent variable or
criterion and 1, 25 3, 4, and 5 represent the independent variables or
measures,

The coefficients of part determination measure:
esossonothey may be explained as measuring the proportion of variance
remaining in the dependent variable after the net effects of the other
variables are taken account of, which can be explained by adding the
additional factor.2?
As an illustration, if 03r§245 were o316, it would.mean that X3 would
account for 31,6 per cent of the variance in Xp (index of ability) when
the other variables are taken account of,.

In the basic formula for predicting relative ability,

(6) Xp = A1X1 £ AgXp £ A3¥3 £ A%y # AsXs,
if both sides of the equation are summed, then

(7) Xp = A3y # AgeXy # AogXy £ hjgX; £ AseXs.
Since Xp means the sum of the percentages of the state's property values

for all counties, its value must be 100 per cent or,1. In like manner,
the values £€X3, £X5, £X3, £X;, and £X5 are also unity. Therefore, equation
(4) becomess A1 # Ap £ Az £ Ay £ A5 = 1,

Since it is apparent that the weights should sum to unity, every
combination of weights by any technique should be adjusted in order to
meet this requirement. If this adjustment is not made, it is necessary

to divide the index of each county by the total in order to determine

32Tpid,
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its relative abllity in per cents. The former procedure is decidedly

preferred. Then the respective weights, Ai can be defined in terms of

coefficients of part determination. For example:

Ay = 04r*1235 .
01722345 £ 02¥<1345 £ 03T<1245 £ 0471235 £ 05¥<1234

Using the five selected measures for the state of Oklahoma, the
formula for computing the index of relative taxpaying ability obtained
by uge of coefficients of part determination gives:

(8) X = o141 X1 £ o237 Xp # 2223 X3 # 4316 Xy, # 082 X5,

In Chapter V, the value of each measure and the computed index for
all of the seventy-seven counties of Oklahoma are presented.

Ordinarily, in the development of an economic index of taxpaying
ability, the selection of a weighting technique whereby the economie index
of taxpaying ability might be made to give as near the same index of
ability as the criterion would be the paramount concern of the individual
developing the index., There are some observations that should be made
concerning this viewpoint.

Cornell was chairman of a committee on Tax Education and School
Finance of the National Education Association that made the following
observations concerning mathematical technics for weighting measures
in economic indices of taxpaying ability,.

There is gome question as to how refined statistical adjustments
for determining weightings may be justified, particularly if no criterion
exists. Some research studies on the subject go about the gquestion as
if there were one uynique solution to the weightings to be applied to the
indices. In these studies technicians are striving for a method which
will result in "independent workers® arriving at "exactly the same
weights for the same factors®, Of course, it is possible by imposing

certain definitions and adopting a particular mathematical approach to
achieve this end, but it is questioned whether this is desirable in
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developing measures which are at best approximations. Moreover, the
regsbrictions imposed by one group may not be acceptable to another.

The Committee further observess

High refinement in technic for determining weightings is also
hardly justified on account of the sempling variation of the weights.
For instance, a weight for one variable worked out for a given year
with a given set of data might be 0,16359, and for the very next year
by the same refined method might be 0.15436¢ Because of the instability
of weights it seems absurd to carry them, regardless of what method,
to an extreme number of decimal places. Undoubtedly, two decimals
should be the maximum to be used in view of mathematical adequacy as
well as logical considerations of technics developed to date. In the
latter case, 0.15 or 0,16 is obviously as close as it is worth
approximating a weight, for it is to be emphasized agaln that indices
of ability and the weights used in them are at best approximations.

Arkansas and Mississippl are the only states which had weights
in their indices of taxpaying ability developed by highly refined math-
ematical methods. A study by an Arkansas State Legislative Counéil in
195235 pointed out that the number of decimal places, carried in the
Arkansas weights, suggested considerably more precision than existed
in their determination. This study resulted in Arkansas dropping the
complex six-decimal weightings and adopting weights in fraction form in
the legislative session of 1957. |

Another reason why highly refined mathematical formulas for
determining weights are not justified is that the relationships between

variables involved are highly unstable and highly irregular, Very few

3BGommn.ttee on Tax Education and School Finance, The Index of Local
Economic Ability, p. 35.

34Tbid., pe 36.

35Arkansas State Legislative Council, 4 Survey of Public Education,
(Little Rock, 1952),
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states havé relatively similar or homogeneous counties with regardr‘A

to economic characteristics. As a consequence, scatter diagrams showing
the Interrelationships of variables exhibit many kinds of unusual
situations that invalidate most assumptions of homogeneity of variance
and linearity which ls required in moét available technical methods of
determining weights. The weights used in this study will be carried

out to only three decimal places,

In a mistaken view of the ability index, some believe it should
determine the actual property tax revenue~raising potential of a
local district. It does not do this. Only state supervision of
assessments reflects the actual property tax revenue-raising potential
of a local district. The economic index of taxpaying ability should be
considered as an interim measure in encouraging improvement of assess=-
ment practices. Fallure to completely understand the index has possibly
restricted or limited its use in various states. Even in Alabama, which
has had an index for 18 years, the complaint is made that too many
laymen do not understand the working of the index, These difficulties in
explaining the index argue in favor of as much simplicity as possible
and against weightings the typical ¢itizen cannot understand,

The index is better than assessed valuation, where assessed val-
nation is determined by local officials on a competitive underassessment
basis, in that the index is more objective, stable and equitablea

According to a statement published by a Committee on Tax Education
and School Finance of the National Education Agsociation:

The gresatest value of the index is as a temporary device in the
transition to better property tax assessment; it does not replace good
assessment nor does it measure actual taxpaying ability, but it does
allow local units to approach either without penalty. By relieving

the pressure for under-assessment to recelve more state ald, the index
makes it easier to establish either state supervised assessments or
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state determination of the ratip of asgsessed to true value for distri-
bution of state aide’®

Thé gtatement of the Gommittée on Tax Education and School Finange
Jjust qm&heds clearly states one valué of an economic index of taxpaying
ability., The index will relieve the pressure for under-agsessing property
values in ordsr to receive more gtate squalization aidu The index is
entirely objective and free of local political manipulation. |

The index developed in this study is limited, however, in that
glthough it will improve on the objestivity and equity of distributing
state equalization ald to county units of govermnment, it will have no
effect on inequities existing within counties. The only conscolation
that might be given in this matter is the supposition that each county
aszessor has a standard methed or procedure whersby assessments are
made within hig local county jurisdiction and thus the inequities

within the county are minimized,

Summary

This chapler invelved ligting the eriteria adopted for this study

o

and gelecting and weighting meagures according to the guiding standards,

3

The firsgt step in selecting economic measures for inelugion in
the index of texpaying ability involved determining possible measures
and categorizing the posgihle meassures under acceptable headings.
After the peossible measures were categorized, each category was analyzed
and specific measures selected for inelusion in the index aécording to
the eriteria adopted for the study. The measures selected are as
follouss

1. Asgsessed valuation ef railroadg and public service eo.mpanies°

2. Retall salss and unse tax recelipts,

36gommittee on Tax Education and School Finance, The Index of Local
Egonomic Ability, Pe 54
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3. Income to individuals.

4o Automobile vehicle license receipts,

5, Gainfully employed workers.

The bagle formule developed for predicting relative taxpaying
ebility wass Xp = A1X1 £ Ag¥y £ Ag%3 £ A%, £ AsXs. In this formula

X, is the index of ability, the X's are the measures in the formula,
and the A's are the weights to be given each measure, The true value
of real property based on the ratio of agsessed value to sgelected
actual sales, combined with the assessed valuation of public utilitles,
and agsessed valuation of personal property valuations adjusted to the
true value of real property was used as a criterion to develop weights
for the measures in the index and ag a velidation measure.

The weights of the measurss included in the formula were determined
by coefficients of part determination, This is a statistical technle
‘uged Ey loe thet wag adopted for this study because, (1) 1t is sufficiently
objectlve to enable independent workers to obtain the same results,

(2) always predicts within the range of the economic evidence, (3) is
adminigtratively feasible, (4) is not subject to menipuletion by local
authorities, and (5) is more equitable and senglitive to the local
administrative units then other giatistleal measvres., In the mtu&y

mede by Lee, the usge of covelflelents of part determinatlon in developing
the weigh%a of meapures ln an index produced the best £Lt with the
criterion then any other method. Ite application to thlg study presented
no complications,

Using the five measures selected for lnelusion in Oklahoma's
economic index of taxpaying sbility, the index obtalned by the

‘use of coefficients of part determination gives:
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Xy = o141 X1 # o237 X # o223 X3 £ o316 Xy # 082 X5, In this
formula Xy, represents the index of ability, Xj represents public utilities
valuation, X, represents retail sales, X3 represents income to individuals,

X, represents aunto license receipts, and X5 represents gainfully

employed workers,



Chapter V
APPLICATION OF THE INDEX OF TAXPAYING ABILITY TO SCHOOL UNITS

This chapter will present the index of taxpaying ability that has
been developed for each of fthe seventy-geven counties in Oklahoma, A4
method of ap@lying the index for digtribubing state equalization aid to
the seventy-seven countiss and to loeal school digbricts will be
explained, 8Sinee Oklahoma at the present time has local school districts
whege boundaries may be all within one county cr whose boundaries
encompags territory in two or more counties, a method will be discussed
whereby the county index of taxpaying ability may be used as a gulde
for digbributing state equalization aid among all local school districts.

The composite index of taxpaying ability for sach county for the year
1956 is listed in Table X together with the value of each component
measures In Table X, the first column of figures indivates the per cent
of public wtilities waluation in each eounty of Oklshoma, and each of
the other columns indicates the per cent retall sales, income to indivie
dualy, aubo llcense receipts, painfully employed workers, and abllity in~
dex, respectively allocable to sach county. The deta Lor each nmeasure are
expregsed in the county's per cent of dthe state tobal., Thus, the data |
for each measure hotal one hundred per eent. In order to determine the
lagh column in Teble X, the sconomic index of ability for each county,
the weights as detemined in formula (&) of Chapter IV must be multiplied
by the regpective measurey which they determine., For instance, in Adair
county, the economlc index of ability is determined by multiplying
o141 times the per cent of public utilities in Adair county, .237 times

T4
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Table X

An Index of The Taxpaying Ability of Oklahoma Counties

_ " Por Gont, of State Total o
- Publict Auto% Gainfully? Index oF6

Utilities Retail? Income to3 License Employed Relative
County Valuation Sales Individuals Receipts Workers  Ability
Adadr . ... . . G401 . 014 2268 271 +197 q269
Alfalfa 9673 9249 5435 ' 0_418 0057 0388
Atoka #5775 2198 #310 o245 099 0283
Beaver 1,812 2120 «312 »290 2102 382
Beckham . 2904 0694, -4653 2826 0529 o143
Blaine +518 +365 o473 496 »197 0438
' Bryan 1,005 0720 ° 724 & 903 o4-93 ° 800
Caddo 2,011 « 884 1,020 1,133 0406 1,112
Canadian 30165 »720 »870 1.254 WA YA 1.242
Carter 1,730 2,219 2504 1,973 2,008 2,118
Cherokee 2085 317 0305 o7 . G113 2296
Choctaw 0-487 0323 0383 0'3 59 03-18 : 0371
Cimmaron 2768 o145 4204 +208 2062 0259
Cleveland 1,198 1,247 1.337 . 2012 +'709 1,457
Coal o212 125 0163 416l »033 o149
Comanche 1.143 22355 30513 2:485 1771 20435
Cotton 0283 0207 +306 #382 o125 2288
Cra.ig @ 997 o 486 0490 9603 o 312 e 582
Creek 30252 1035-1 10464 lo766 10177 10761
Custer 0823 ’ 9765 +705 0883 425 0769
Delaware 0225 172 .238 380 2153 0258
Dewey +203 +160 +225 o257 2024 2200
Ellis 0484 0155 0259 a23-1 0038 . 0239
Garfisld 2,163 24504 2,603 26317 2441 - 20414
Garvin : 1.936 L 477 1,002 1,373 885 1.351
Grady 1.848 1,198 1,068 1,379 0859 1,290
Grant o140 5240 0426 «453 067 o405
Greer 0212 0261 0294 0367 .131 c284
Harmon 185 101 0295 s 21]-7 . 061 0220

Harper +504 o143 0203 +254 «040 0234

loklahoma Tax Commission, 1956,

20klahoma Tax Commission, 1956,

3Business Research Bureau, University of Oklahoma, 1955,
40Kk1ghoms, Tax Commission, 1956,

50k1ahoma Employment Security Gommission, June, 1956.

6Combination of measures 1, 2, 3, 4y and 5, multiplied by their
respective weights as determined by formula (8) in Chapter IV,
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Table X (continued)
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‘Per Cent of-State Total -

~ Public
Utilities Re

 Gounty

Haskell 6231
Hughes 1,138
Jackson 0756
Jefferson 648
Johnston «383
Kay 2,620
Kingfisher o437
Kiowa . ° 777
Latimer 365
Le Flore 1,322
Lincoln 26354,
Logan 1.442
Love . o426
Me Clain 0946
Me Curtain '«373
Me Intosh 0464,
Major - o429
Marshall o285
Mayes +825
Marray 331 .
Muskogee - Re545
Noble - 1.024
Nowata «606
Okfuskee 1.347
Oklahoms, 10,600
Ckmulges 16440
Osage 30354
Ottawa 1.165
Pawnee - o886
Payne 1,637
Pittsburg 1,517
Pontotoe 1.176
Pottawatonie 2,038
Pushmataha 0384,
Roger Mills 0205

»190
o431
92/
0229
o144

2.467
0342
2530
0110
.601

o546
569
«100
2306
0480
0263
.182

REErS 213
o545

o374

20206
o472
2394
2279
260149

1,256
1,105
1,180

332
1,616

1,128
1,189
16584

3180
2099

tail Ineome %o

«260

526

1,215
«298
2R22

2,612
«496
+566
#167
2638

713
6726
0161

- 0395

568

0334
2321
o246
o467
0408

2,268
o435
0460
0362

20,779

1,602
1,132
1,177

o407
1,520

1,357
1,509
l 9843
 #R28

0211

Auto

License Employed
Valuation Sales Individuals Receipts Workers

Gainfully Index of

Relative
Ability

o246
«569
298/
0393
210

20610
.545
671
"157
a 851
° 816
=301
.203
-507
~524,
347

2335
‘0294

+699
0516

2,127
504
o586
384

19.840

1.494
1.733
1.374

600

1rgn

1,254
1.262
1,769
0202
«200

0136
380
2527
+060
+040

2.825
0132
286
2052
0334
6340
+503
«055
2137
o470

4040

0064

0196
389
2229
Re&53
0258
0390
0173
27.116
1,579
o741

1,438
2117

+934
1,261
1.658
076
008

10a79

0225
«591
0951
0341
0204

24596
o436
0597
«169
.768

2906
0795
»188
466
0498

315
286
- +255
+603
0408

2.263
0534
0499
o472

20,846

1461
1.59%
1,260

0794
1.616

1,258
1,288
1,770
.218
+163
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Table X (continued)

An Index of The Taxpaying Ability of Oklahoma Counties

... Per Cent of State Total-

Public Auto Gainfully Index of

Utilities Retaill Income to License Employed Relative
County _ Valuation Sales Individuals Receiptg Workers Ability
Rogers - 1.176 6604 0536 «905 «350 o T4,
Seminole lo424 1a483 1,318 1.358 1.025 1,360
Sequoyah 0731 «283 +329 o377 «015 0364,
Ste phens 1 5491 2 0307 1. 825 Re 028 2 ¢309 1.997
Texas 30106 .48[1. 0698 4692 325 0954
Tillman oAbl «490 638 YT 0240 oS54,
Tulsa 84898 21,588 22,966 18,047 30,830 19,758
Wagoner 770 +328 «353 +501 o154 «436
Washington 10420 2320 2.538 2.100 3,183 2eR44
Washita 476 «316 «510 0539 «104 0435
Woods lu193 0466 .490 u565 ¢24,7 0587
Woodward «958 o431 o494 «531 0335 o543

State 100,000 100,000 100,000 100,000 100,000 100,000
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its per cent of retail sales, .223 times the per cent 6fvincome_to
individuals; 316 times per cent of auto license receipts, and .082
tines the per cent of galnfully employed workers; giviang an ability index
of .269 for Adair county when the results are added.

The lasgt column of Table X lights the index of relative taxpaying
ability for easch of the seventy-seven couﬁﬁies in Oklahoma., All of the
gtates employing economic indices of taxpaying ability determine the
amount to be contributed toward the minimum program by each county unit
by sgimply multiplying each county's index by the total amount of funds‘-
to be contributed by all of the county units, ALl of the states with the
excepblon of Texas and Misgiselppl determine the amount of funds to be
contributed by all the county school units on the basls of a uniform
millage rote applied to the total assessed property veluation of the
gtate, In the Texes and Missisgippl school finance plans, the amount of
contributlon to the partnership plan to be made by the county units
is @eﬁ at an aridirary figure and each county unit's pro rate ghare
determined by ibe economie index of taxpaying ability.

The method of determining the amount to be contributed by all the
acounty unilts is not impoytent, asg long as the amount determined is
reggonable in relation to the total cost of the minimum program and
the sourceg of revenue avedilable from ecounty sources 4o pay for i,
Aasuming that the minimum program of education for Oklshome lg-determined
by the mebhed discussed on page 16 to eogt $90,000,000 f£or the year
1956 and the't the tobel local contribution required is one=half or-
_%459QOO§OOO of the minimum program costs, each of the wounty flscal
unite would be required to raiée Prom ad valorem taxes an amount equal
to its economic index of relative ability (sghown in Table X) multiplied

by $45,000,000, For example, Xingfisher eounty would be required %o



79

raise from ad valorem taxes an amount equal to its index of relative ‘
ability (+436 per cemt) multiplied by the total amount*required of all sev-
enty-seven county units ($45,000,000). The computation of Kingfisher
countyts required contribution towérd the minimwm program of education in
the county would result in a figure of $196,200, Assuming that the
miniﬁum program cost of education in Kingfisher county was determined %o
be $300,000, the amount of state equalization aid to be granted the

county would be $103,800 ($300,000 minus $196,200).

It is relatively easy to apply an economic index of relative tax—~
paying ability to county units of govermment. It is another matter to
apply the index to school districts whose boundaries are not coterminous
with county unit$, The only practical way to apply an index developed on
a county unit basis to school districts within the county would be on
the basis of each school district's portion of the assessed valuation
of the county. Texas and Arkansas, whose school districts are not
coterminous with the county unit, apply their indices of taxpaying
ability developed on a county unit basis in this manner,

The application of the index to those school units or districtes
whose boundaries are wholly within the boundaries of the county will be
relatively simple. For example, in Kingfisher county, the Kingfisher
school district has a valuation of $6,488,265 of the total county
assessed valuation of $22,973,411. All of the area encompassed by the
Kingfisher school district is within the boundaries of Kingfisher county.
The Kingfisher school district would have 28,242 per cent of the assessed
valuation in Kingfisher county and would be required to raise 28,242 per
cent of the total required local contribution required of Kingfisher

county on the basis of iteg index of relative ability,
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Where a school district's boundaries included an area in two or
more counties, the application of the index would be somewhat more complex,
In computing the contribution required of such a district, the per cent
of the assessed valuation within the school district of the total assessed
valuation in each county would be multiplied by that county's required
amount of contribution and the totals added to get the school distriet's
total local required contribution. For example, Temple school digtrict
has territory in both Cotton and Stephens countles. In Table XI, the
computation of the local contribubion required of Temple school district
under a partnership plan of equalization is based on an economic index of

relative taxpaying abllity.
Table X1

Loeal Contribution Reguirsd of Temple School District Baséd
On The Application of An Economie Index of Taxpaying Ability

Tampis DLSb. Temple Per — Required  Lempie Dists

\ssessed  Veluation Cent of Contribution Required

County Vaiuation In Counby County Vale For County  Contribution
Cobton = = §7,957,417 $2,439,538 30,70000  §129,600 $39,787
Stophens = $34,414,2458  $19,065 200055 898,650 $494
DISIRICT TOIALS = «~  $2,458,603 , $40,281

A gtudy of Table XI indicates that the Temple school district has a
total valuation of $2,458,603 in Cotton and Stepbens counties. This
table indicates that Temple school digtriet has 30,7 per cent of the
valuatlon in Cobbon county and 00055 per cent of the valuebion in
Stepheng counby. Gharging the Temple digtriet with its per cent of
valuation in each county by the contribution required of that county on
the basis of its economic index figure mulitiplied by $45,000,000 (con=-

tribution required of total counties of the state) gives the required
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contribution required of the Temple school district. The total contri-
bution required of the Temple school district toward the minimum program
of education is shown to be $40,281, Temple school district would be
charged this amount toward the minimum program of education in its local
district and would be distributed state equaligzation aid to pay for the

remainder of the minimum program costs.
Summazry

- This chapter lists the index of ability in table form for each
of the seventy=-seven counties in Oklahoma, The table lists public utili-
ties valuation, retall sales, income to individuals, auto license
receipts, gainfully employed workers and the index of relative ability
for each of the seventy-seven counties of Oklahoms. These measures were
all expressed in per cent of the state total.

A method for applying the index to the county unit for distribu-

ting state equalization aid to the county unit was explained, and a
method was discussed whereby the index might be used for disgtributing

state equalization aid to school districts within or among county units.



Chapter VI
SUMMARY AND RECOMMENDATIONS

Summary

In a partnership plan of school finance between the state and
local schocl units of government, a falr and eguitable measure of rela—
tive taxpaying ability of each county or local unit is needed in order
to egualize the distribution of funds from state sources,v Measures of local
taxpaying ability should be clogely related to property valuations since
the property tax is the chief local source of school funds, If property
valuation is to be the basis for raising local revenue, the best measure
of local taxpaying abiliﬁy should be the actual value of property,

Where appraisal of property value is left solely to the local admin-
istrative agencies, such as to the county assessor in. Oklahoma, such
estimates of property are often known to be subject to manipulation and
compefitive underasgesament. In Oklahoma, studies made by Martin and
Pugnire determined that the ratio between actual and assessed value varied
wldely throughout the state. An Oklahoma Tax Commission Study made in
194é showed thaﬁ the relation between actual and assessed value varied
as much as 22 per cent among counties in the state.

The problem, therefore, was to develop a meaéure of relative tax~
payihg ability for Oklahoma corresponding to actual property valuations
in each county that might be used as a basis for objective and eguitable
distribution of state equalization funds among school districts in each

county.

82
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Thére are three positlons a state may take with regard to the
agsessment of property. If the state gives authority to a central body
to make property assessments, there 1s very lifitle need for an index of
relative abllity. However, if the state is not given the power of assess~
ment, bt only supervision of local assessments, an index is useful as a

wl

check on locel assessing officials in providing equitability., The third
positlon prevails in mogt of the forty-eight stateg-—the power of assess-
ment ié jealougly and completely dominated by local agsessing officials.
Oklahoma has county assessment officials who assess all real and personal
property, other than public utilities, within their county jurisdiction,
~Under this system; an index of relative taxpaying ability would be
helpful as a means of distribubting the financial burden of supporting an
adeguate statewlide educatlonal program,.

The development of an sconomie index of taxpaying ability of counties
in Oklahoms involved developing criterda for the study to: (1) select
economic meagures of ability to include in the index, (2) determine a
mathod to waighﬁ the economic measures in the index, and (3) select a sult-
abls criterion by which %o weight the index.

A study was mads of the development and application of economic indiges
of baxpaying ability by esuthoritiles in other gtatess Studies made by
Mort, Cornell, Johns, Meyer, and Lee were especially helpful to the author
in developing an index for Oklahoma., The published school laws of the
s.e'b.sﬁsessiei".Alaba:ma,9 Arkangas, Georgla, Florida, Mississippi and Texas were
studied. Supplementary and explanatory material obtained fron apthorities
in states using economic ihdices of taxpaying ability was received. An
ecgononic index of taxpaying ability was developed for Oklahoma and its

application to school units describsd.
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The criteria adopted for this study were selected in view of the
specific problem of developing an economic index of relative taxpaying
ability for Oklahoma in relation to other studies made of economic indiceg
of taxpaying ablility. The criteria adopted for this stﬁdy were s

.l, The index and all economlc measures should be objective; therefore,
all data pertaining to these measures ghould be obtalnable from reliable
published sources,

2. All economic measures and the index should be independent of
the influence of local assessing bodies.

3. Each economic measure should measure some different aspect of
the wealth of the state, and a sufficient number of measures should be
included in order to represent all the principal elements of the wealth
of the state, However, no measure ghould be included in the index that
is not present to some degree in every local unit in the state.

4e The measures in the index should be weighted according to some
criterion. The criterion to be used should directly correspond to the
actual value of property.

5. There should be no overlapping of megsures to the extent that
double weightings would be given one agpect of wealth of the state.

6, The mathematicsl formula employed for the development of the index
of taxpaying ability should be as sensitive to the small local units as
it is to the large local units in predicting relative ability,

7. The index §f teaxpaying ability should be as equitable as possible
without undue complexity in order that the formula be administratively
feagible, The fewer measures included in the index, the better will this
requirement be met as long as enough measures are included to make the

index valid,
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The measures selected for inclusion in the economic index of taxpaying
ability for Oklahoma on the basis of the criteria formulated were as
followss

l. Assessed valuation of railroads and public service companies.

2 Retail sales and use tax receipts.

3. Income to individuals.

Le Automobile vehicle license receipts,

5. Number of gainfully employed workers.

The true value of real property based on the ratio of assessed
value to selected actual saleg, assessed valuation of personal property
valuatlons adjusted to the trﬁe value.of personal property, combined
with the agsesgsed valuation of public utiiities, was used as a criterion
to develop weights for the measures in the index and as a validgtion

measure, The basic formula developed for predicting relative ability was:

Xpm A1%1 £ Ao £ AgXg # B)X) # AsXse In this formula; Xp is the index

of abllity, X1, X5, X35 X, and X5 are the measures in the formula, and
A1s Roysh3s Ay, and As are the weights to be given each measure.

The weights of the measures included in the formula were determined
by coefficients of part determinaﬁion. This is a statistical technic used
by Lee that was adopted for this study because Lee proved, (1) it is
sufficiently objective to enable independent workers to obtain the same
results, (2) always predicts within the range of the economic evidence,
(3) is administratively feasible, (4) is not subject to menipulation by
local administrative units than other statistical technics. In the
study made by Lee, the use of coefficients of part determination in de=-
veloping the weights of measureé in an index produced the best f£it with
the criterion than any other method. The application of the formula to

this study presented no complications.
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Recommendations

The following recommendations are made:

l. The Oklahoma Legislature enact into state law, provisions for
the utilization of an economic index of taxpaying ability as a guide for
the distribution of state equalization aid.

2. A State Research Agency be created and subsidized to make g
study of possible measures that might be inecluded in economic indices of
taxpaying ability for Oklahoma that are not now available, This agency
should also be charged with the regponsibility of compiling all current

statistics on the measures to be included in the index,
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CoLk X
STATE OF FLORIDA
DEPARTMENT OF EDUGAT ION

TALIAHASSEE, FLORIDA
July 11, 1957

Mr. L. W, Westfall
Temple Public Schoolg
Office of Superintendent
Temple, Oklahoma

Dear Mr. Westfall:

I have your letter of July 1 addressed to Dr. R. L. Iee regarding the
Florida Index of Taxpaying Ability. Dr. lLee is no longer with the

State Department of Education, having accepted the presidency of Georgia
State College for Women at Milledgeville.

I am gending you some materials explaining the Florida Index, This index
is well accepted in Florida. We redalize that it is not perfect but in
the absence of any form of tax equalization at the state level it appears
to be working satisfactorily.

Probably the outstanding authority in the United States in the area of
indices of taxpaying abllity is Dr. R. L. Johns, College of Education,
University of Florida, Gainesville, Florida, Dr. Johns has been instru-
mental in developing the indices now in use in most of the states having
such plans. I feel confident that you could obtain some materials from
him, :

Pleage let us know if we can be of further assistaﬂce.

Cordially yours,

Mitchell Wade
Specialist in Research
and Statistics
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STATE OF MISSISSIPPI
DEPARTMENT OF EDUCATION
JACKSON, MISSISSIPPI

July 11, 1957

Mr, L. W, Westfall, Superintendent
Temple Public Schools
Temple, Oklahoma

Dear Mr. Weestfall:

Mr. Cain will be out of the office a few days, and in his absence
I am answering your letter in regard to the economic index of tax~
paying ability in Migsissippi.

I am sending you the Laws of 1953 which egtablishes the economic index
as a basls for figuring the local contribution of counties and separate
school districts., I am also gending an article on financing the publiec
schools, written by G. J. Cain, and also a bulletin published by the
State Tax Commigsion giving the economic index worked out in detail
for each county.

You may want to correspond further with Mr, Cain, since he played

a vital part in helping to get the economic index passed by our
legislature, It has proven very satisfactory in our state and seems
to be a much more equitable bagis rather than simply using assesse-
ments on property to determine local contribution,.

Sincerely yours

Ruby M, Thompson, Assistant Director
Administration and Finance
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COEX
STATE OF ALABAMA
DEPARTMENT OF EDUCATION

MONTGOMERY, ALABAMA °

July 12, 1957

i

Mr. Lo Ws Westfall, Superintendent
Temple Public Schools
Temple, Oklahoma

Dear Mr. Westfall:

In response to your inquiry of July 9, I am pleased to enclose

a reprint from The School Executive (June 1941) describing the

Economic Index, which is still in use in Alabama., I assume you
understand that we use an average index which is obtained from

the Economic Index and an assessed valuation index,

I am algo enclosing a copy of a bulletin entitled ABC's OF THE
MINIMUM PROGRAM which is fairly current with respect to the
manner of calculating the four items which go to meke up our
Minimum Program,.

Sincerely yours,

N. F. Greenhill, Director
Division of Administration and Finance
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CoEZX
STATE OF ARKANSAS
DEPARTMENT OF EDUCATION

LITTLE ROCK, ARKANSAS
July 12, 1957.

Mr. L. W, Westfall, Supt.
Temple Public Schools,
Temple, Oklahoma.

Dear Mr. Westfall:

This will acknowledge receipt of your request for a copy of the
Minimum Foundation Program Law for the State of Arkansas which
uses an economic index to determine local ability to support
the school program, '

I am aiso enclosing an application form which may be of some
value 1o you.-

Please advise if other data are needed or if further clarifica-
tion is necegsary.

Very truly yours,

H. Z, Snell, Director
Budgets and Loans
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GoRX
NAT IOWAL EDUCATION ASSOCIATION
1201 SIXTEENTH STREET
WASHINGTON 6,-D. c.

July 16, 1957

Mr, L, W, Westfall
Superintendent
Temple Public Schools
Temple, Oklahoma

Dear Mr. Westfalls

This will acknowledge your letter of July 9. The Research
Division does not have any information on the "Economic index! of
taxpaying ability other than that provided in the October 1953 report
of the Committee on Tax Education and School Finance which you have
and in our School Finance System series (a set is being mailed to you).
You may find it advisable to glance thru these one-page descriptions
for more recent developments and then write each state for copies of
their laws pertaining to the use of the indirect measure of taxpaying
ability. We are able to bring this information up to date only about
every six or seven years and you may want to contact each state
department with your own inguiry. If you should decide to do this we
would like to have a copy of your report.

Cordially yolrs,

Sam M, Lembert
Director, Research Division
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COPRY
STATE OF WEST VIRGINIA
STATE BOARD OF SCHOOL FINANCE
CHARIESTON, WEST VIRGINIA
July 12, 1957

Mr. L. W. Westfall, Superintendent
Temple Publie Schools
Temple, Oklahoma

Dear Sir:

There is criticism of the present method of determining local share,

or taxpaying ability, in West Virginia. Some consider that the
fluctuations occuring annually in some counties are too great to
permit planning a long range program. Others complain that the results
are unrealistic., I might point out that these complaints were among
thoge made when an index was uged.

It is my opinion that there will not be a change in the present system for
gome time, Under the circumstances it is basically a preferable

system and some adjustments may make it more acceptable,

If I can be of further assistance, feel free to call on me,

Sincerely yours,

William K. Hamilton, Supervisor,
County School Budgets,
STATE BOARD OF SCHOQL FINANCE
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COEX
TEXAS EDUCATION AGENCY
STATE DEPARTMENT OF EDUCATION
AUSTIN, TEXAS

July 17, 1957

Mr, L. W. Westfall, Superintendent
Temple Public Schools
Temple, Oklahoma

Dear Mr. Westfall:

Your letter of July 9 addressed to the State Board of Education
has been referred to this Division.

Enclosed you will find data on the economic index from its inception

in the statutes of this state, There have been changes in the law
gince its inauguration in 1949 and they have been included, You will
note, on page 24 of the enclosed pamphlet on Gilmer Aiken Iaws a full
description of the economic index. The first three years of the
operation of the law, no change was made in the total sum of local
fund. In 1954~-55, the total was set at $51,600,000 for the school year,
1955=56 the total sum was $52,450,000, In 1956-57 it was changed to
$55,648,000 and for 1957-58 it will be $64,205,000,

If you have any questions about the Ilndex after reading the enclosed
- data, I shall be glad to correspond further with you.

Sincerely yours,

Jde S Gonrédt, Supervisor
Reports and Statistics



COPRX
STATE DEPARTMENT OF EDUCATION
STATE OFFICE BUILDING
ATLANTA 3, GEORGIA
July 23, 1957

Mr. L, W. Westfall, Supt.
Temple Public Schoolsg
Temple, Oklahoma

Dear Mr. Westfalls
This will acknowledge the receipt of your letter of July 9.

Under separate cover I am sending a copy of the Georgia School
Lawse The economic index used in our foundation program law
may be found on pages 22 and 23 of the school laws., You will
note that the State Board of Education has authority to change
the factors and weights in the index, About three years ago
the State Board of Education decided to eliminate the property
digest from the economic index. This is being done over a
period of five years reducing the weights given the property
digest from 6 to 5 to 4, etc. In this way, this factor will be
completely reduced in two more years. We are also now in the
process of doing some research on the retail sales in Georgia
with the idea of substituting the sales tex receipts for retail
sales. At the time the foundation program law was passed,
Georgia did not have a sales tax.

I think the economic index is better than the old method of using
the property tax to determine the ability of local systems to
support educatlon., In this state we have such a wide variation
in tax agsessment policies, the economic index is only second
best. Perhaps the best plan would be to use an adjusted tax
assessment and sale price of property, in order to establish

an adjusted digest uniformly throughout the state. Then we

could use a seven mill or ten mills on the adjusted digest as a
means of measuring the ability of local school systems.

Sincerely yours,

Claude Purcell, Asst. State
Superintendent of Schools
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COEZ
U. S. DEPARTMENT OF COM/ERCE
BUREAU OF THE CENSUS
WASHINGTON 25, D. C,

July 29, 1957

Mr, L. W, Westfall
Superintendent
Temple Public Schools
Tenple, Oklahoma

Dear Mr. Westfall:

This is in reply to your letter of July 9, 1957, concerning the
availability of selected data for certain counties in Oklahoma which
were withheld from our published reports.

The law under which the Bureau of the Census operates and the
interpretations of that law by the General Counsel of the Commerce
Department and by the Attorney General prohibit us from publishing or
providing to other than sworn Census employees any information which
might reveal the operations of an individual company or establishment.,
Thus, we are unable to furnish you with the information for those counties
which was withheld from our published reports to avoid disclosure of
individual operations, '

Esgentially all figures on value of manufacturing and mineral
production which can be releaged by county are included in the Census
final bulletins, MC-135 for the manufacturing census and MI-135 for the
minerals censug. We presume that you already have the manufacturing
bulletin. The minerals bulletin will probably not be received from the
printer until September of this year. For the minerals census covering
the State of Cklahoma, unfortunately, value of mineral production by
county will be particularly incomplete since operators of oil and gas
field properties were not requested to report value of shipments by
county, the operators considering this an undue burden. Only data on
employment and crude petroleum produced were obtained by county,

There is enclosed a copy of the 195/ Census of Agriculture report,
Series Ac54~2, for Oklahoma, This report will give you figures on value
of farm products sold for each county in your sbate, If these figures
are not adequate for your needs, pleage let us know.

Sincerely yours,
Edwin D, Goldfield, Chief

Statistical Reports Division
Bureau of the Census
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COoEX
GEORGIA STATE COLIEGE
FOR WOMEN
MILIEDGEVILIE, GECRGIA
September 19, 1957

Mr. L. We Westfall, Superintendent
Temple Public Schoolg
Temple, Oklahoma

Dear Mr., Westfall:

I am intrigued by your letter of September 10 asking for my confir-
mation of your interpretation of my formula developed in my doctoral
dissertation of 1950, Having explored, developed, pursued, tested, and
rejected some scores of approaches to this knotty problem, I am sure that
I shall always have a genuine interest in what others may do to advance
knowledge on this front.

My first reaction is that you have very carefully and properly inter-
preted the approach to the use of coefficients of part determination as a
method of developing weights for the selected economic factors., Your
formulas and equations used in determining the coefficients are correct,

In answer to your last question, I concluded as you did that the beta
coefficients would be the same whether in gscore form or in deviation form.
I found it far more convenient to work with scores converted to percentages,

I think it is only fair to evaluate my own research in the light of
developments since 1950, Dr. Herbert A. Meyer, now Director of the
Statistics Laboratory at the University of Florida, was a keenly interested
member of my doctoral committee, In fact, he was so interested that within
a year he developed a superior formula to the one developed in my disser-
tation., With such a vast storechouse of electronic equipment to call on,
he was in a peculiar position to experiment and proceed with his research,.
While I admitted that Dr. Meyeris technique wag an improvement on mine, I
still have the feeling that the results obtained by his method too often
yielded weights that were rather volatile and tended to give one factor
an unusually high weight.

From a very practical point of wview, if I were asked to be a consul=-
tant on this problem today, I am convinced that the one method superior to
any formula that depends on relative weights as I had developed is the
one now being used by the State of West Virginia and no doubt some other
states. As I understand it, the relative tax-paying ability of the various
counties in Wegt Virginia is determined by comparing assessed value of
property with the sale value of representative property. Assuming that
there is reagonable consistency in carrying out whatever assessing policy
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exigts in each individwal county, one would come up with a ratio of assess~-
ment to sales for each particular county. This would enable the State to
determine the corresponding equivalent real value for each County and hence,
to produce an index of relative tax-paying ability. The main flaw in

this procedure occurs in those counties with a significant element of
government-—-owned property which is tax exempt.

I do not know whether this letter has been of any real help to you
or not. I do admit that during the past three years I have not been at
all close to any possible further improvements in this challenging problem,
I do feel, however, that both Dr. Herbert A. Meyer of the University of
Florida and Dr. R. L. Johns of the University of Florida have kept abreasgt
and will be glad to confer with you.

With all good wishes,

Sincerely yours,

Re E. lee
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