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INTRODUCTION 

Senate  J o i n t  Resolu t ion  No, 23, by Senator  Dunklee, approved by the 

Thir  ty -n in th  General Assembly a t  i t s  F i r s t  Regular Ses s ion ,  1953, provided r 

nWHEREAS, It has  become very apparent  t h a t  a s tudy  i s  necessary of 

the  t a x  system and i t s  s t r u c t u r e  i n  the S t a t e  of  Colorado; and 

WIiEREAS, There a r e  some 287 ear-marked funds,  most of which a r e  

s t a t u t o r y ;  and 

WHEREAS, It i s  h ighly  important  t o  every ind iv idua l  wi th in  our S t a t e  

t h a t  t he  most e f f i c i e n t  t a x  system be worked out f o r  the  bene f i t  of a l l  of 

our S t a t e ,  now t h e r e f o r e ,  

Be i t  reso lved  by t h e  Senate  of the  Thi r ty-n in th  General Assembly of 

t h e  S t a t e  of Colorado, t he  House of Representa t ives  concurr ing here in1  

That t he  Leg i s l a t i ve  Counci l ,  c r ea t ed  by S ,  B. No. 1 8  which was adopted 

by t h i s  General Assembly, i f  s a i d  b i l l  i s  approved by the  Governor, is hereby 

d i r e c t e d  t o  make, a s  ano of i t s  f i r s t  and foremost assignmonts,  a thorough
i-

i n v e s t i g a t i o n  and s tudy  of t he  t a x  system and i t s  s t r u c t u r e  i n  the  S t a t e  

of Colorado, wi th  s p e c i a l  emphasis upon the  f e a s i b i l i t y  of  un-earmarking a s  

many ear-marked funds a s  poss ib l e  i n  view t o  a c c m u l a t i n g  t h i s  money i n  the  

General Fund so t h a t  tho  r e p r e s e n t a t i v e s  of t he  people can d i s t r i b u t e  i t  

e q u i t a b l y  a t  t h e  annual s e s s i o n s .  The Council  s h a l l  r e p o r t  i t s  f i n d i n g s  

and recommendations thereon  t o  t h e  Second Regular Ses s ion  of t he  Thi r ty-  

n in th  General Assembly." 

Therefore ,  i n  compliance with t h e  p rov i s ions  of t h i s  r e s o l u t i o n ,  the 

L e ~ i s l a t i v e  Council through i ts s t a f f  undertook an a n a l y s i s  of Colorado's 

s e v e r a l  s t a t e  t axes  and the  ear-marking of the revenue therefrom. The f i r s t  



phasa of t h e  s tudy  was presented i n  Research Pub l i ca t ion  No. 1, e n t i t l e d  

Colorado's Fund S t r u c t u r e ,  and s e t  f o r t h  t h e  e x t e n t  and na tu re  of t he  ear --
marking of s t a t e  revenues,  Following the completion of t h i s  phase of the 

s u b j e c t ,  t h e  Council  undertook t o  prepare ana lyses  of t h e  sources  of the  

revenues,  and i t  placed f i r s t  emphasis upon t h e  major sources  of revenue 

t o  the  General Fund and a l s o  the p rope r ty  t ax .  

The counc i l  took p a r t i c u l a r  note  of  the  income t a x  f o r  t hese  reasons ;  

a .  Each s e s s i o n  of  t he  Leg i s l a tu re  b r i n g s  greaterddemands f o r  General 

Fund appropr i a t ions  . 
b. The income t a x  is  the  major s i n g l e  source of  General Fund r e c e i p t s .  

c. A t  each s e s s i o n  of the Leg i s l a tu re  t h e r e  a r e  s e v e r a l  major amend- 

ments t o  t h e  income t a x  law proposed and debated ,  most of which 

a f f e c t  t h e  revenue from s a i d  t a x .  

Consequently,  t h e  Council  f e l t  t h a t  i t  was necessary  t o  make a s  d e t a i l e d  

and thorough going a n a l y s i s  of t h i s  t a x  a s  i t s  r e sources  permi t ted ,  and i n  

$his  r e g a r d ,  the  s e r v i c e s  of D r .  E a r l  Crocket t ,  Professor  of Economics, 

Univers i ty  of Colorado, were secured t o  make t h e  s tudy.  D r .  Crocket t  has 

completed s t u d i e s  on t h i s  and o t h e r  s t a t e  t a x  problems from time t o  time 

dur ing  h i s  twenty yea r s  i n  the  f i e l d  of government f i nance  i n  C o l a  ado, and 

he is  recognized a s  one of Colorado's more informed a u t h o r i t i e s  on s t a t e  

taxes .  

The m a t e r i a l  p resented  h e r e i n  i s  fac tua l  i n  i t s  na tu re  and does not 

make any recommendations wi th  r e s p e c t  t o  any of  t he  i s s u e s  d iscussed .  The 

purpose, a s  s e t  f o r t h  i n  t he  a u t h o r i z i n g  r e s o l u t i o n ,  i s  t o  provide the  

members of t h e  General Assembly with a r e p o r t  on the  i n v e s t i g a t i o n  and s tudy  

made on t h i s  element of t h e  S t a t e ' s  t a x  system. 
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THE COLORADO INCOME TAX 


SECTION I -- SUMHABY 

1 
 Colorado's income t a x  d a t e s  back t o  1937. Previous ly ,  3 1  s t a t e s  

had enacted income t a x  measures. A t  f i rs t  t h e  Colorado t ax  was a  meager 

revenue producer.  However, du r ing  t h e  time s i n c e  1937 (15 f u l l  yea r s  of 

t a x  c o l l e c t i o n s )  t h e  revenue t rend  has  been s h a r p l y  upward. Reasons f o r  

i n c r e a s i n g  revenue inc lude  t h e  fol lowing:  ( 1 )  an eve r - r i s ing  l e v e l  of 

income going t o  t he  people of t he  s t a t e ,  ( 2 )  amendments t o  t h e  law, espec i -  

a l l y  i n  1947, when r a t e s  were r a i s e d  and exemptions lowered, and ( 3 )  

improvement i n  t a x  admin i s t r a t i on .  A s  a consequence, by 1953 n e t  income t a x  

c o l l e c t i o n s  ($18,156,000) r ep re sen ted  over  60 pe r  cen t  of  gene ra l  fund 

revenue. 

2. A s  i n  most o t h e r  s t a t e s ,  t h e  Colorado income t a x  a p p l i e s  t o  both 

i n d i v i d u a l s  and co rpo ra t ions .  I n  Colorado i n d i v i d u a l s  pay about t h ree -  

f o u r t h s  and co rpora t ions  one-fourth of t he  t o t a l  t a x ,  Exclusions from 

e 
 gross  income, ad jus t ed  gross  income and n e t  t axab le  income correspond c l o s e l y  

with t h e  F e d e r a l  law. This  g r e a t l y  s i m p l i f i e s  the  t a x  f o r  both taxpayers  

and t h e  Revenue Department . 
3. Ten s t a t e s  i n  a d d i t i o n  t o  Colorado, i n  t he  western h a l f  of t h e  

n a t i o n  have income taxes .  Colorado compared wi th  these  t e n  P a c i f i c  Coast,  

Rocky Mountain, and neighboring P l a i n s  s t a t e s  show the  fol lowing:  

a )  Colorado's permanent t a x  r a t e s  on i n d i v i d u a l  income (1% - 10%) a r e  

second h i g h e s t  (North Dakota be ing  h i g h e s t )  among t h e  11s t a t e s ,  

b )  Due t o  v a r i a t i o n s  among t h e  s t a t e s  r e l a t i v e  t o  exemptions, t he  

spl i t - income and Fede ra l  income t a x  d e d u c t i b i l i t y  f e a t u r e s ,  e t c , ,  a com-

pa r i son  of e f f e c t i v e  t a x  r a t e s  f o r  va r ious  income l e v e l s  i s  advisable .  



-
c )  For most income l e v e l s ,  e f f e c t i v e  t ax  r a t e s  i n  Colorado a r e  e i t h e r  

t h i r d  o r  f o u r t h  highest  among the  11'a t a t e a  of the West, I n  the low income 

brackets  Oregon, Utah and Idaho have higher r a t e s ,  while i n  the  upper brackets  

of income Ca l i fo rn ia ,  North Dakota and (kegon tend t o  have higher e f f e c t i v e  

r a t e s  than Colorado, S t a t e s  with lowest e f f e c t i v e  r a t e s  ( a l l  l e v e l s  of 

income) a r e  New b x i c o ,  Kansas, Montana, Arizona and Oklahoma. 

I d ) S t a t e s  with genera l ly  heavier  corporat ion income taxes than Colorado 

a re  Idaho, North Dakota, and Oregon, Those with l o w r  r a t e s  than Colorado'e 

permanent r a t e  o f  5 per  cent  a r e  Ca l i fo rn ia ,  Kansas, Montana, New Mexico, 

Oklahoma and Utah. 

e )  Seventeeh per cent  of Coloradocs s t a t e  revenue comes from the  income 

tax. This i a  s l i g h t l y  above the average of the  11 s t a t e s ,  the range being 

5 per  cent  ( ~ e wMexico - the lowest )  and 47 per cent  (oregon - the h ighes t  s t a t e ) ,  

4,  During t h e  l a s t  15 gears  the impact of the Colorado income tax,  

' p a r t i c u l a r l y  a s  i t  a f f e c t s  ind iv idua l s ,  has been g r e a t l y  broadened. I n  

1939, only 4 per  cent  of the people paid an income tax ,  However, by 1953 
@-

the  number had increased t o  25 per cent .  Thus the  t ax  has changed from a 

I 
 levy on the wealthy t o  a l evy  on a major i ty  of householders. 


I 5. Since Colorado passed h e r  income tax  law i n  1937 Federal  income tax 

I 
 r a t e s  have sharply  r i s e n .  Consequently, the impact of the income method of 


I taxat ion has become much heavier  than formerly i f  both S t a t e  and Federa l  


I 

taxes a re  cohsidared together,  For example, the average per c a p i t a  income 

tax  paid i n  Colorado (Federal and % a t e )  i n  1939 was $7.08, Eleven years 

l a t e r  by 1950, t h e  average per c a p i t a  tax  had r i s e n  t o  $129.24. Since 1950 

the average has probably declined s l i g h t l y  although f i n a l  f i g u r e s  a r e  not 

y e t  avai lable .  

I 
 6. With the  broadening scope of the Colorado tax ,  accompanied by 


population growth and a r i s e  of individual  incomes, the ninaber of tax r e t u r n s  

http:$129.24


f i l e d  wi th  the  Department of Revenue has sharply increased. I n  1939, only 

65,000 (taxable and non-taxable r e t u rn s )  were f i l e d .  Bg 1953 the .  t o t a l  had 

k grown t o  434,000. This increase  has s i gn i f i c an t l y  added t o  the administrat ive 

load i n  the  Revenue Department. 

7. Since 1942, when the Department of &venue assumed r e spons ib i l i t y  
F r  

fo r  income t ax  adminf t r a t i o n ,  co s t  of co l l e c t i on  of the  t a x  has averaged 

2.77 per cent  of t o t a l  t ax  revenue. The percentage has remaimd f a i r l y  

constant  from year t o  year.  

8 .  This study includes a repor t  on several  spec i a l  income tax  issues.  

They include the followingr 

a )  A 2 per cent  su r t ax  on income from in tang ib les  was imposed i n  t h e  

o r i g i n a l  law of 1937. It was considered a replacement t ax  f o r  the  old ad 

valorem levy on in tang ib le  property which had been repealed the same year,  

1937. Since then in tang ib le  income exemptions have been introduced and 

aur ren t ly  a r e  $600 per  taxpayer. As a r e s u l t  of these exemptions few people 

now pay a su r t ax  on in tang ib le  incomer (only 17,879 individuals  i n  1952). 

Sur tax repenue amounts t o  approximately $1,000,000 annually. A s  changes i n  

the  law have l a rge ly  n u l l i f i e d  the  su r t ax  e f f e c t s  o r i g ina l l y  des i red,  thereI-
i s  l e s s  j u s t i f i c a t i o n  than previously, f o r  continuing t h i s  spec i a l  levy on 

in tang ib le  income. Perhaps the General Assembly might we l l  re-examine t h i s  ' 

sur tax  issue .  

b )  The Proper amount permitted f o r  personal exemptions i s  almost con- 

t inuously an i s sue  i n  Colorado, a s  well a s  elsewhere. Several times i n  the  

pas t ,  following changes i n  the Federal  law, exemptions i n  Colorado have been 

reduced. Now there  is  some considerat ion being given t o  r a i s i ng  exemptione, 

perhaps $100 pe r  taxpayer, spouse and dependent. If t h i s  were done an 

estimated l o s s  of about $900,000 revenue annually would r e s u l t .  Host of the  
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b e n e f i t s  of the  t ax  reduct ion  would go t o  the  smaller  income receivers .  

c )  Another proposal r ece iv ing  some considera t ion  i s  t o  amend the  

Colorado income t a x  so a s  t o  permit the split-income method of t ax  calcula-  

t i o n  f o r  a  married couple. A t  present  the  Federal  government permits t h i s  

method of ca lcu la t ion .  If Col.orado were t o  adopt t h e  split-income method 

an estimated reduct ion  of $2,700,000 of income t a x  revenue would occur. 

Host of the  benef i t s  from t h i s  reduct ion  would go t o  taxpayers i n  the higher 

income brackets  . 
d )  Another i s s u e  r e l a t i n g  t o  the  income t a x  i s  the  gross  income t a x  

proposal. A gross  income t a x  could e i t h e r  supplement o r  r ep lace  t h e  cu r ren t  

Colorado n e t  income tax. It is  now being u t i l i z e d  i n  severa l  s t a t e s  and 

numerous c i t i e s  ( l a r g e l y  i n  Pennsylvania and 0hio) .  nhen applied t o  business,  

t h e  gross income t a x  i s  considered a  mul t ip le  s a l e s  tax. When applied t o  

individuals ,  a l l  income i s  included without deductions o r  exemption%. The 

t a x  produces a g r e a t  dea l  of revenue. 

e )  I n  1953, the Colorado General Assembly amended the income t a x  l a w ,  

by introducing a s p e c i a l  levy on gross income from t h e  production of crude 
ic 

o i l  and n a t u r a l  gas. A s  t h i s  s p e c i a l  levy i s  a c t u a l l y  a severance t a x  

r a t h e r  than a  ne t  income t ax ,  i t  w i l l  be discussed i n  a  separa te  r epor t .  

f )  I n  1954, the  Colorado General Assembly provided f o r  a tax-withholding 

p lan  f o r  c o l l e c t i n g  the  income t a x  on wages and s a l a r i e s ,  The new system 

was introduced Ju ly  1, 1954. The Federa l  Government, f i v e  o the r  s t a t e s  and 

various c i t i e s  a r e  now u t i l i z i n g  t h i s  method of t a x  co l l ec t ion .  The Colorado 

law r e q u i r e s  the withholding of an amount equal  t o  4 per  cent  of tha t  withheld 

f o r  t h e  Federa l  income tax.  

g )  Another i s s u e  regarding the Colorado income t a x  i s  whether o r  not  

it would be d e s i r a b l e  t o  d iscont inue  permi t t ing  deduction from adjusted 



gross  income of  the Federa l  income t a x  paid by a taxpayer ,  About one-half 

of the  income t a x  s t a t e s  of t he  na t ion  do not  permit  such deduction. Should 

Colorado make t h i s  c h a w e  i n  h e r  law, est imated a d d i t i o n a l  annual revenue 

of about $93m i l l i o n  would be forthcoming. Host  of t h i s  a d d i t i o n a l  revenue 

would come from i n d i v i d u a l s  i n  t h e  middle and upper b racke t s  of income. 

Thus, e f f e c t i v e  t a x  r a t e s  would become more progress ive  than a t  p re sen t  (now 

they a r e  r e g r e s s i v e  on the h igher  incomes). However, due t o  the f a c t  t h a t  

t h e  Fede ra l  government permits  deduct ion of t he  s t a t e  income tax from adjus ted  
-

gross  income f o r  Federal  t a x  purposes,  t he  l a r g e r  income taxpayers  would 

c o n t r i b u t e  a d d i t i o n a l  revenue t o  Colorado wi th  "12 o r  1 5  cent"  d o l l a r s ,  
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SECTION-I1 -- IIISTORICAL DEVEMPMENT 


A .  H i s t o r i c a l  Summary -- United S t a t e s  

I n  t h e  United S t a t e s  t h e  n e t  income t a x ,  a s  a r e g u l a r  and important  

revenue measure, i s  a Twentieth Century development. The t a x  had been 

t e s t e d  and proven by v a r i o u s  f o r e i g n  c o u n t r i e s ,  no t ab ly  England, long  be fo re  

i t  gained a foo tho ld  h e r e .  I n  our count ry  the  r e a l  beginning was the  i n t r o -  

duc t ion  of an income t a x  i n  Wisconsin i n  1911 and by t h e  n a t i o n a l  government 

i n  1913. Both measures taxed co rpo ra t i ons  a s  we l l  a s  i n d i v i d u a l s .  

The modern development of t h e  income t a x  a t  the  s t a t e  l e v e l  is shown 

i n  Table  1. 

T A B L E  I 


-S t a t e  Income Tax Enacted S t a t e  Income Tax Enacted 

Wisconsin Utah 1931 

Mississippi Vermont 1931 

~ o n n e ct i c u t  ) Alabama 1933 

Montana Arizona 1933 

Massachuset ts  Kans a s  1933 

M i  s s o u ~ i  Minnesota 1933 

New York New Mgxico 1933 


Iowa 1934 

Nor thDelawareDal($fa Louisiana 1934 

North Ca ro l ina  C a l i f o r n i a  1935 

New Hamps h i r e  ( 2 ) Oklahoma 1935 

South Caro l ina  ~ e n n s y l v a n i a( 1) 1935 

V i r g i n i a  Kentucky 1936 

Arkansas Colorado 1937 

Oregon Maryland 1937 

Georgia D i s t r i c t  of Columbia 1939 

Idaho Rhode ~ s l a n d  ( 1) 1947 

Tennessee 


( 1 )  Corpora t ion  income t a x  only 
( 2 )  Personal  income t a x  o n l y  

Also S t a t eSource: Tax Systems, 1 1 t h  E d i t i o n ,  Commerce C lea r ing  House. --
Tax Guide, 1954, Commerce C lea r ing  House. 



It may be seen t h a t  t he re  was a r a t h e r  continuous b u t  slow increaso  i n  the 

ntlmoer of' s t a t e s ,  u n t i l  t he  onse t  of the depress ion  of the t h i r t i e s ,  when 

t h e  movement gained r a p i d  momentum. However, the development almost came 

t o  an end by 1939 a s  only one s t a t e ,  Khode I s l a n d ,  has been added t o  the  l i s t  

s i n c e  t h a t  time. This stoppage o r  check t o  the  f u r t h e r  development of s t a t e  

income t a x a t i o n  was p r imar i ly  due to r i s i n g  p r o s p e r i t y  of  t he  war yea r s  and 

s i n c e ,  and t o  the near-preemption of t h e  f i e l d  by the n a t i o n a l  government 

b e ~ i n n i n g  with h r a s t i c  changes i n  exemptions (downward), and r a t e s  (upward ) 

i n  1941. 

Cur ren t ly ,  30 s t a t e s  have both  a corpora t ion  and personal  income t a x ,  

t h ree  s t a t e s  have a corpora t ion  income t a x  only,  while two s t a t e s  apply 

t h e  t a x  only  t o  persons. I n  a d d i t i o n  t o  the  35 income t a x  s t a t e s  indica ted  

i n  the t a b l e ,  a t  l e a s t  fou r  o t h e r  s t a t e s  i n  the  p a s t  have enacted measures 

which were e i t h e r  i nva l ida t ed  f o r  c o n s t i t u t i o n a l  r easons ,  o r  e l s e  were 

repea led .  These s t a t e s  were I l l i n o i s  and Washington (laws, u n c o n s t i t u t i o n a l )  

and South Dakota and West Virg in ia  ( laws,  repea led) .  

- rB. H i s t o r i c a l  Development -- Colorado 

Af te r  enactment of  the  Wisconsin income t a x  law of 1911, the Colorado 

Tax Commission o f f i c i a l l y  recommended a s i m i l a r  revenue measure f o r  t h i s  s t a t e .  

The f i r s t  recommendation came i n  1912 and was repea ted  almost b i e n n i a l l y  over 

a  period of 20 years .  The Tax Commission's i n t e r e s t  i n  an income t a x  was 

l a r g e l y  a d e s i r e  f o r  reform of the  proper ty  t a x  which had proven very inade- 

quate r e l a t i v e  to  i n t a n g i b l e  property.  

I n  1922, the  Colorado S t a t e  Tax Revision Committee was formed t o  sponsor 

an income t ax  amendment t o  the  c o n s t i t u t i o n .  This committee was backed by 

!':trmors whn w i s h e d  proper ty  t a x  r e l i e f  a s  wel l  a s  by o the r s  who were gene ra l ly  

l i t  e r e s l o ~ li n  maki  ng the s t a t e  t a x  system more equ i t ab le .  A proposal  was 



i n i t i a t e d  and presented t o  the poop1.e of the s t a t e  but was defeated i n  the 

November e l e c t i o n  of 1922. 

During Governor William E ,  Sweet's admin i s t r a t ion  i n  1923 and 1924 

e f f o r t s  were mado under h i s  l e a d e r s h i p  t o  ob ta in  an income t a x  but t o  no 

a v a i l .  Economic recovery was under way and the s t a t e  was again r ece iv ing  

proper ty  t a x  revenue s u f f i c i e n t  t o  match i ts  expenditures  without very much 

d i f f i c u l t y ,  Consequently, f o r  a few yea r s  t a x  reform was l a r g e l y  fo rgo t t en .  

I n  1932, two i n i t i a t e d  income t a x  amendments were submitted t o  the  

people of the  s t a t e  and both voted down. Although, due t o  the g r e a t  depres- 

s i o n ,  the s t a t e  was having cons iderable  f i n a n c i a l  d i f f i c u l t y ,  t he re  was 

e f f e c t i v e  organized oppos i t ion  t o  the adoption of an income tax .  Another 

measure was sutanitted t o  the poople by the  General Assembly i n  1933 and 

a ~ a i nvoted down, however, t h i s  t i t i e  by a narrow margin. 

Some l e g a l  a u t h o r i t i e s  expressed the  opin ion  t h a t  Colorado could l e g a l l y  

e s t a b l i s h  a graduated income t a x  even though the c o n s t i t u t i o n  was not amended. 

There was precedent f o r  such a dec i s ion  i n  a number of s t a t e s  whose cons t i t u -  

t i o n s  contained uniformity c l auses  s i m i l a r  t o  the  c o n s t i t u t i o n a l  l i m i t a t i o n  
4 

i n  Col orado, 

Such l e g a l  opin ion ,  toge ther  wi th  pas t  f a i l u r e s  i n  amending the cons t i -  

t i o n ,  induced t h e  l e g i s l a t u r e  of 1935 t o  pass  a graduated income t ax  b i l l ,  

The b i l l  a l l o c a t e d  t h e  proceeds of the t a x  to  the  support  of publ ic  schools  

and r equ i red  a corresponding r educ t ion  i n  tho  proper ty  t ax  f o r  the support  

of these  schools .  However, Governor Edwin C. Johnson vetoed the b i l l ,  

s t a t i n g  t h a t  i n  h i s  opin ion  the  measure was uncons t i tu t iona l .  The House 

f a i l e d  by two votes  t o  over-r ide t h e  Governor's veto,  

Apparently nothing was l e f t  t o  do except to  make another  attempt a t  

amending t h e  c o n s t i t u t i o n ,  Accordingly, the  same l e g i s l a t u r e  submitted an 

amendment t o  the  c o n s t i t u t i o n  which, i f  adopted by t h e  people, would c l e a r l y  



remove any c o n s t i t u t i o n a l  ques t i on  a s  t o  t he  power o f  t h e  l e g i s l a t u r e  t o  

pass  a  graduated income t a x  law. The measure was approved i n  t h e  House by 

a unanimous vote .  I n  t h e  Sena te  on ly  t h r e e  v o t e s  were recorded a g a i n s t  t h e  

amendme.nt, 

This  amendment appeared on t h e  e l e c t i o n  b a l l o t  of  November 1936 a s  

Amendment No. 2. During the  summer and f a l l  p receding  e l e c t i o n ,  cons ider -

a b l e  deba te  oocurred throughout t he  s t a t e  -- i n  t h e  p r e s s ,  over the  r a d i o  

and i n  p u b l i c  forums -- r e l a t i v e  t o  t he  i s s u e ,  Organized groups suppor t i ng  

the  income t a x  amendment inc luded  t h e  S t a t e  Fede ra t i on  f o r  t he  Graduated 

Income Tax Amendment, t h e  Colorado Education Assoc ia t ion ,  Colorado S t a t e  

Grange, Colorado Farmers 8 Union, Colorado Farm Bureau , Denver Cen t r a l  

Committee of t h e  American Fede ra t i on  of Labor, and Colorado Congress of 

Paren t  Teachers  Assoc ia t ion .  Also s e v e r a l  newspapers, i n c l u d i n g  t h e  -R o a  

Mountain News, - endorsed the proposa l .  

Most f r e q u e n t  arguments presen ted  i n  f a v o r  of t h e  amendment were: 

( 1 )  Thirty-two o t h e r  s t a t e s  a l r e a d y  had s u c c e s s f u l  income t a x e s ,  ( 2 )  a 

graduated income t a x  is i n  accordance wi th  tax-paying a b i l i t y  of  t he  people ,  

(3) t h e  amendment would make i t  p o s s i b l e  f o r  t h e  s t a t e  t o  c o d r i b u t e  t a x  

revenues t o  l o c a l  u n i t s  of  government i nc lud ing  schoo l s ,  (4 )  i n s t e a d  of 

hope l e s s ly  t r y i n g  t o  t a x  i n t a n g i b l e s  a s  p rope r ty ,  t h e  l e g i s l a t u r e  could 

t a x  t he  income de r ived  from these  i n t a n g i b l e s ,  and ( 5 )  t h e  income t a x  would 

r e l i e v e  t h e  t a x  burden upon owners of r e a l  e s t a t e  i n c l u d i n g  homes and farms. 

P r i n c i p a l  arguments a g a i n s t  t h e  amendment were: ( 1 )  an income t a x  

would d r i v e  i n d u s t r y  out of t h e  s t a t e ,  and ( 2 )  people  of Denver would be 

r equ i r ed  t o  pay most of t he  s t a t e  t a x ,  whereas,  p r i n c i p a l  b e n e f i t s  from t h e  

t a x  would be r ece ived  by schoo l s  i n  o t h e r  p a r t s  of t h e  s t a t e .  

I n  t h e  e l e c t i o n  the  amendment passed by a  vo t e  of  167,268 t o  159,143 --



a  m a j o r i t y  of 8,125 votes .  

Tho amendment 'added a new s e c t i o n  t o  A r t i c l e  X of the  Cons t i tu t ion  a s  

fo l lows : 

l1Section 1 7 .  Income Tax. The General Assembly may l evy  income 

t axes ,  e i t h e r  graduated o r  p ropor t iona l  o r  both graduated and propor- 

t i o n a l  f o r  the  support  of the S t a t e ,  o r  any p o l i t i c a l  subdiv is ion  the reo f ,  

o r  f o r  pub l i c  schools ,  and may, i n  the  admin i s t r a t ion  of an income t a x  

law, provide f o r  s p e c i a l  c l a s s i f i c a t i o n  o r  l i m i t e d  t a x a t i o n  o r  t h e  

exemption of t ang ib le  and i n t a n g i b l e  personal  property."  

F i n a l l y ,  a f t e r  y e a r s  of s t r u g g l e ,  unce r t a in ty  and d e f e a t ,  the l e g i s l a t u r e  

had c l e a r  a u t h o r i t y  t o  enac t  a  graduated income tax .  Accordingly, a  measure 

was introduced i n  the  T h i r t y - f i r s t  General Assembly, January, 1937. 

Af tor  heated debate ,  espec j .a l ly  i n  t h e  Senate,  and a f t e r  cons iderable  

compromise, t h e  b i l l  was f i n a l l y  passed and signed by Governor Ammons June 

3, 1937 t o  become e f f e c t i v e  the  f i r s t  of J u l y  of the  same year .  
P 

C ,  Provis ions  of t he  Law of 1937 

B r i e f l y ,  the  law of 1937 l ev ied  a  t ax  on the  ind iv idua l  net  incomes of 

a l l  r e s i d e n t s ,  and of non-residents  i f  derived from sources  wi th in  the  s t a t e ,  

from corpora t ions  and from f i d u c i a r i e s .  

A s i n ~ l e  person was allowed an exemption of $1,000 and a  married person 

o r  t he  head of  a  fami ly ,  $2,500. For  each dependent,  o ther  than husband o r  

wife ,  a  f u r t h e r  exemption of $400 was allowed. 

Tax r a t e s  upon n e t  income of ind iv idua l s  a f t e r  exemptions were applied 

a s  fo l lows:  

Net Income Per Cent 

Under $2,000 
$2,000 and under $4,000 
$4,000 and under $6,000 
$~ i ,000  and under $8,000 
$8,000 and under $10,000 
All over $10,000 



- - 

I n  a d d i t i o n ,  without  exemptions,  a s u r t a x  of 2 per  c e n t  was impssed 

upon t h e  income r ece ived  by i n d i v i d u a l s  from i n t a n g i b l e  proper ty .  This  

s u r t a x  was i n  l i e u  o f  a l l  p rope r ty  t a x  l e v i e s  upon i n t a n g i b l e s  which pre- 

v ious ly  had l e g a l l y  been inc luded  under t h e  propor ty  t ax .  

Corpora t ions  were r equ i r ed  t o  pay 4 pe r  cen t  on t h e i r  e n t i r e  ne t  income 

and banks, t r u s t  companies, f i n a n c i n ~  and loan a s s o c i a t i o n s  6 per  cen t .  

Various non-prof i t  o r g a n i z a t i o n s  were made exempt under the  law. 

Income t a x  revenue was earmarked i n  a  s p e c i a l  fund f o r  the  support  of 

p u b l i c  schools  of t h e  s t a t e .  The revenue was t o  be d i s t r i b u t e d  a s  a  r ep l ace -  

ment f o r  l o c a l  p rope r ty  t a x  l e v i e s .  

F i d u c i a r i e s .  Tho Colorado law, i n  accordance wi th  u sua l  p r a c t i c e  among 

the  s t a t e s ,  r e q u i r e d  f i d u c i a r i e s  t o  f i l e  income t a x  r e t u r n s  and t o  pay an 

income t a x  whenever t h e r e  was t a x  l i a b i l i t y .  A f i d u c i a r y ,  f o r  income t a x  

purposes ,  i s  a person  who ho lds  i n  t r u s t  an e s t a t e  t o  which another  has  a 

b e n e f i c i a l  t i t l e  o r  i n t e r e s t ,  o r  who r e c e i v e d  and c o n t r o l s  income of ano the r ,  

such a s  t r u s t e e s ,  execuQrs ,  and adminis-trators. The exemptions and r a t e s  

correspond t o  t hose  conta ined  i n  t he  persona l  income t a x  and s t a t i s t i c a l l y  

the  revenue c o l l e c t e d  should bo included a s  persona l  income t a x  r e c e i p t s .  

Tax c o l l e c t i o n s  from f i d u c i a r i e s  have never  r ep re sen t ed  more than a 

small  f r a c t i o n  of t o t a l  r e c e i p t s .  However, t h e  p rov i s ion  f o r  t ax ing  f i d u c i -  

a r i c s  is  impor tan t  -- otherwise  t h i s  t r u s t  dev ice  could provide an  important  

means of income t a x  avoidance. 

D. 	 Amendments t o  t h e  Income Tax Law of  1937 

S i g n i f i c a n t  amendments may be smmar i zed  a s  fo l lows:  

1939 - 65 per  cen t  o f  the  income t a x  revenue was d i v e r t e d  from the  

school  fund t o  t h e  s t a t e ' s  gene ra l  fund. 

1943 - $200 income exemption was permi t ted  f o r  t he  2 per  cent  s u r t a x  



-- 

-- 

on income from i n t a n g i b l e s .  

1917 - Earmarking was completely abandoned, t he  gene ra l  fund be ing  

given a l l  revenuo, 

1947 - Per sona l  income t a x  exemptions (normal t a x )  were niade $750 

each f o r  t h e  taxpayer ,  h i s  spouse and each  dependent. 

Rates  were i nc reased  a s  shown below. The t a b l e  compares t h e  new r a t e s  

w i th  t hose  i n  t h e  o r i g i n a l  law of 1937. 

PERSONAL INCOME TAX 
-0 

Net Income 1947 (per Cent )  1937 (Per  Cent )  

Under $ 1 ,000  

$ 1,000  t o  $ 1,999  


2,000 t o  2,999 

3,000 t o  3,999 

4 ,000 t o  4,999 

5,000 t o  5,999 

6,000 t o  6,999 

7 ,000 t o  7,999 

8;000 t o  8,999 

9,000 t o  9,999 


10,000 t o  10,999 

A l l  over  11 ,000  


SURTAX GiN INCOME FROM INTANGIBLES-
Exemption Tax Rate (Per C so) 

None $200 2 2 

CORPORATION INCOME TAX 

Tax Rate (per  Cent ) 

*,... . . . . . . . . . . .1937 

General Cnrnorations..,,.............. 4 

F i n a n c i a l  corporation^.^...,.......... 6 


1950 - Income t a x  r a t e s ,  on a temporary b a s i s ,  were reduced 20 p e r . c e n t  

f o r  a l l  t axpayers  i n d i v i d u a l  and co rpo ra t e .  This  temporary 

r e d u c t i o n  of 20 p e r  cen t  ha s  per iod ica l . ly  been r eenac t ed  and 



c u r r o n t l y  (1954) i s  s t i l l  i n  e f f a c t .  

1951. - $600 exemption was permi t ted  f o r  income from i n t a n g i b l e s  ( 2  

per  c e n t  s u r t a x ) ,  $600 a l s o  was made t h e  s tandard exemption 

f o r  each taxpayer ,  spouse and dependent f o r  t h e  normal tax.  

1954 - A payro l l  withholding; t a x  p lan  was introduced t o  become ef fec-  

t i v e  Ju ly  1, 1954, This  amendment is  d iscussed  elsewhere i n  

t h i s  r e p o r t ,  



currently (1954) i s  s t i l l  i n  e f f e c t .  

1951. - $600 exemption was permi t ted  f o r  income from i n t a n g i b l e s  ( 2  

per  c e n t  s u r t a x ) ,  $600 a390 was made t h e  s tandard  exemption 

f o r  each taxpayer ,  spouse and dependent f o r  t h e  normal tax.  

1954 - A p a y r o l l  withhol.ding, t a x  p l an  was introduced t o  become ef fec-  

t i v e  Ju ly  1, 1954, This amendment is  d iscussed  elsewhere i n  

t h i s  r e p o r t ,  



- - SECTION I11 -- THE PERSONAL INCOME TAX 

-Need f o r  Analyzing Taxes Separate&, A s  i n  most o the r  j u r i s d i c t i o n s  

of t h i s  count ry ,  ~ o l o r a d o ' s  income t a x  law is  a combination personal  and 

co rpo ra t ion  income t ax .  Thorefore,  t h e  two t axes  (pe r sona l  and co rpora t e )  

a r e  of t e n  considered h e rt o ~ e t  when r e p o r t i n g  t a x  y ie l .ds ,  when d i scuss ing  

admin i s t r a t i ve  probl.ems, e t c .  However, i t  may be b e n e f i c i a l  when ana lyz ing  

the  income t a x  t o  make a s e p a r a t i o n  between the two. By cons ider ing  t h e  

personal  ( i n d i v i d u a l )  and tho co rpo ra t ion  income taxes  s e p a r a t e l y ,  one may 

l e a r n  whether o r  not om. t a x  i s  be ing  unduly s t r e s s e d  a s  compared with the 

o t h e r  (judged by r a t e s ,  exemptions, t a x  c o l l e c t i o n s ,  e t c .  ) Also i t  i s  e a s i e r  

t o  mako comparisons among the s e v e r a l  s t a t e s .  

A ,  Q u a l i t a t i v e  Analysis  of  pe r sona l  Income Tax -
A b r i e f  d e s c r i p t i v e  o u t l i n e  of Coloradols  personal  income tax ,  a s  

i nd ica t ed  by l e g i s l a t i o n ,  a d m i n i s t r a t i v e  r u l i n g s  and cour t  d e c i s i o n s ,  fol lows.  

Also from time t o  tima comparisons w i l l  b: i nd i ca t ed  r e l a t i v e  t o  the  Federa l  

government and t o  o t h e r  s t a t e s ,  

Gross Income. Gross income f o r  Colorado personal  income t a x  purposes 
_I_ 

corresponds t o  t h e  g ros s  income d e f i n i t i o n  f o r  corpora t ions .  It i s  an a l l -

i n c l u s i v e  concept  comprising a13 income from whatever source der ived  unless  

s p e c i f i c a l 3 y  excluded by law. 

Fxcl us ions  From Gross Income. 1. ~ncome, such. a s  i n i e r e s t on Federal 

bonds, which may not be taxed because of t h e  Federal  C o n s t i t u t i o n ;  

2. Li fe  insurance b e n e f i t s  by r eason  of the  dea th  of t he  insured;  

3. Return o f  premi.ums under l i f e  i n su rance ,  endowment o r  annui ty  

c o n t r a c t s ,  except t h a t  a t  l e a s t  3 p e r  cen t  of t he  c o s t  of a n n u i t i e s  is  

taxah1.e annual.ly, i f  rece ived  ; 

4.  Cif  t s  , beques ts  and i n h e r i t a n c e s  ; 
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5 ,  Benef i t s  from a c c i d e n t ,  h e a l t h  o r  workmen's compensation insurance  ; 

6. Stock d iv idends ;  


7, Ren ta l  va lue  of a parsonage o r  r e c t o r y ;  


8 .  U n t i l  t e rmina t ion  o f  the s t a t e  o f  war, $2,000 pe r  yea r  of  compensation 

r ece ived  f o r  s e r v i c e  i n  armed f o r c e s ,  mustering-out payments and payments t o  

dependents;  

9, Refunds from coope ra t i ve s  on l i v i n g  expenses.  


Business  Deductions From Cross Income t o  Obtain Adjusted G o a s  Income. 


1. Trade o r  b u s i n e s s  expenses  of o t h e r s  than  employees1 


2. T rave l  and lodg ing  expenses  i n  connect ion w i t h  employment; 


3. Reimbursed expenses i n  connec t ion  with employment; 

4. Deductions r e g u l a r l y  a l lowable  on p rope r ty  f o r  t h e  product ion of 

r e n t s  o r  r o y a l t i e s ;  

5. Canmutation expenses;  

6. 5 0  pe r  c e n t  o f  g a i n s  from c a p i t a l  a s s e t s  h e l d  over  s i x  months; 

7. Gambling l o s s e s ,  t o  t he  e x t e n t  of gambling ga ins .  
'* 

Persona l  Deductions From Adjusted Gross Income. Res ident  i n d i v i d u a l s  

on a f u l l  c a l enda r  yea r  b a s i s  with a d j u s t e d  gross  income o f  $5,000 o r  l e s s  

may compute t h e i r  normal t a x  i n  accordance w i t h  a t a x  t a b l e  p re sc r ibed  by 

the  Department o f  Revenue. Th i s  t a b l e  ( s ee  Table 2 )  r e f l e c t s  s t anda rd  

pe r sona l  deduc t ions  (10 p e r  c e n t  of  a d j u s t e d  g ros s  income ) p l u s  an  amount 

f o r  F e d e r a l  income t a x e s  pa id .  

I n d i v i d u a l s  w i t h  ad jus t ed  g r o s s  income above $5,000 may a l s o  use  a 

s t anda rd i zed  deduct ion  amounting t o  1 0  p e r  cen t  of a d j u s t e d  g ros s  income 

o r  $l,000, whichever is t h e  l e s s e r ,  p l u s  an  amount e q u a l  t o  t h e i r  Federa l  

Income Tax. 

If i n s t e a d  of u s ing  the. t a x  t a b l e  o r  t h e  s t anda rd i zed  deduct ion  method, 



- - 

T A B L E  2 

TAX TABLE FOR ADJUSTED GROSS INCOME OF $5000 OR LESF (1953)-
Read down the cohmns below until you find I the line covering the total income you entered or item 7, Page 1. Then read across to the column TAX TABLE headed bv the number corres~ondina to the num~ber  of exemptions claimed in item 1, Pogo 1. Enter the tax you find there as item -8, Page 1.  

And lhc number of cxcmptlons 	 I f  T o h l  Income In  And the number ot *rcmptlons c b h d  
l b m l .  Puw I . l c  In Item I,Page I ,  Is-&e 

Central . 1 1 2 1 3 1 4 1 5 1 6 1 7
A, I~utrmatlons 

Your normal tu Is- ~ u t p  Y a r  nonnal ins Ic 



personal  deduct ions  a r e  i temized ,  the  fo l lowing  a r e  permit ted i n  t h e  law: 

( 1 )  I n t e r e s t  pa id ,  bu t  not t h a t  a l r eady  deducted under bus iness  expenses; 

( 2 )  Con t r ibu t ions ,  not exceeding 1 5  per  cen t  of ne t  income, made f o r  

r e l i g i o u s ,  c h a r i t a b l e ,  s c i e n t i f i c ,  l i t e r a r y  o r  eddca t iona l  purposes,  o r  f o r  

the  prevent ion  o f  c r u e l t y  t o  c h i l d r e n  o r  animals;  

( 3 )  Taxes, except  the fo l lowing:  s t a t e  income t a x e s ,  t axes  on i n h e r i -  

t ance ,  e s t a t e s  and g i f t s ,  e x c i s e ,  l i q u o r  and tobacco t axes ,  s p e c i a l  

assessments and water  r e n t ;  

( 4 )  Losses a r i s i n g  from f i r e ,  s torm, shipwreck, o r  o t h e r  c a s u a l t y ,  o r  

f o r  t h e f t  and i f  no t  compensated f o r  by insurance  o r  o therwise ;  

( 5 )  Bad deb t  l o s s e s ;  

( 6 )  Medical and d e n t a l  expenses i n  excess  of 5  per  c e n t  of ad jus t ed  

gross  income, b u t  no t  exceeding $1,250 f o r  i n d i v i d u a l s  c laiming a  s i n g l e  

exemption. Addi t iona l  maximums ' a r e  s e t  f o r  those  with more than  one exemp-

t i o n  depending upon the  number of exemptions, however, not t o  exceed $5,000 

f o r  one taxpayer .  

( 7 )  Trave l ing  expenses t o  and from t h e  p l ace  of employment up t o  $75 

f o r  e n t i r e  y e a r  (s tandard f ixed  amount), o r  i f  more than  $75, a s  shown by 

a c a r e f u l l y  prepared i temized expense account.  

S i m i l a r i t y  t o  Fede ra l  and Other S t a t e  Income Tax Laws. The d e f i n i t i o n  
P 

of gross  income, the s p e c i f i c  exc lus ions  from gross  income, and t h e  bus iness  

and personal  deduct ions from gross  income t o  o b t a i n  n e t  income a s  ou t l i ned  

above, a r e  p rov i s ions  very  s i m i l a r  t o  those  i n  the  Fede ra l  and o t h e r  s t a t e  

income t a x  laws. One no tab le  except ion  may be mentioned. It i s  not  custom-

a r y  t o  permit  a  personal  deduct ian  f o r  t he  expense of t r a v e l  t o  and from 

one's r e g u l a r  p l ace  of employment. This  p rov i s ion  was f i r s t  permit ted i n  

Col crado t h r o u ~ h  an amendment passed by the General Assembly i n  1949. 



B. Colorado Compared w i t h  Other S t a t e s  i n  t he  Region -
For v a r i o u s  comparative purposes,  i nc lud ing  t h i s  income t a x  a n a l y s i s ,  

i t  is  h e l p f u l  t o  compare Colorado wi th  the  s t a t e s  i n  t he  western half  of t he  

na t ion .  The 97' Meridian is  the  approximate d i v i d i n g  l i n e  s e p a r a t i n g  East  

from Hest .  On t h i s  b a s i s  t he  Nest i nc ludes  not  on ly  the  t r a d i t i o n a l l y  r e -

garded 11 western s t a t e s ,  b u t  a l s o  the t i e r  of  s t a t e s  extending from North 

Dakota t o  Texas. It i s  advantageous t o  inc lude  these  neighboring p l a i n s  

s t a t e s  i n  any Colorado s tudy ,  a s  many of t h e  geographic and economic f e a t u r e s  

a r e  s i m i l a r .  I n  o t h e r  words, Colorado is  a s t a t e  of t he  p l a i n s  a s  we l l  a s  

of t h e  mountains. 

By fo l lowing  t h i s  r e g i o n a l  arrangement we s e e  t h a t  the s t a t e s  of t he  

West a r e  the  ones l i s t e d  i n  Table 3 ( a l s o  shown on accompanying map). Among 

these  1 7  s t a t e s ,  11 have income t a x e s ,  a l l  of which apply  t h e  t a x  t o  both  

i n d i v i d u a l s  and co rpo ra t ions .  Consequently,  i n  our  comparative a n a l y s i s ,  we 

s h a l l  inc lude  these  11 s t a t e s  with income t axes .  

T A B L E  3 

-STATES I N  THE HEST SHOWING THOSE WIT11 INCOME TAXES 

S t a t e  Income Tax -- S t a t e- Income Tax -7 

Arizona Yes North Dakota Yea 
C a l i f o r n i a  Yes OWlahoma Yes 
Colorado Yes Oregon Yes 
Idaho Yes South Dakota No 
Kansas Yes Texas No 
Montana * Yes Utah Yes 
Nebraska No Washington No 
Nevada . No Hyomi ng No 
New Mexico Yes 

Source: S t a t e  Tax Guide, 1954, Commerce C lea r ing  House 
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S T A T E S  WEST, O R L A R G E L Y  WEST,. O F  T H E  9 7 O  . 
M E R I D I . A N  SHOW I N G  T H O S E  W I T  H I N C O M E  T A X E S  

SHADED AREAS HAVE 


STATE INCOME TAXES 




- -- 
-- ---- 

Personal  Exemptions. The personal  exemptions permit ted i n t h e  income 

t ax  of Colorado and of t he  o t h e r  western s t a t e s  a r e  shown i n  Table 4. 

T A B L E  4 

PERSONAL EXEMPTIONS PERMITTED I N  COLORADO AND I N  THE OTHER 

TEN INCOME SAX STATES OF THE WEST, 1954. 

S i n g l e  Married Each Addit i  onal, f o r  Taxpayer o r  Spouse 
S t a t e- -- Couple Dependent Blind Over 65 Years Indiv idual  - -- -
COLORADO 
Arizona 
Ca l i fo rn ia  
Idaho 
Kansas 
Montana 
New Mexico 
North Dakota 
Oklahoma 
Oregon 
Utah 

Source: S t a t e  Tax Guide, -1954, Commerce Clear ing  House. 

Colorado's $600 exemption per  taxpayer ,  spouse, o r  dependent is the 

same a s  t h a t  i n  f o u r  of  t h e  11 s t a t e s  be ing  compared. Deviations from t h i s ,  

tho most common p a t t e r n ,  a r o  g e n e r a l . 1 ~i n  the form of pe rmi t t i ng  higher 

exompti.ons f o r  t he  taxpayer and spouse ( ~ a l i f o r n i a ,  the  extreme, permi t t ing
h 

$2,000 f o r  a s i n g l e  person and $3,500 f o r  married couple)  an?somewhat 

lower f o r  dependents (New Mexico, permi t t ing  only $200 per dependent ), 

Colorado i s  the  most l i b e r a l  s t a t c  among t h e  11 r e l a t i v e  t o  t h e  b l ind  and 

t o  those over 65 y e a r s  of age,  $600 a d d i t i o n a l  exemption i s  permit ted i n  

each case.  Colorado is the  only  s t a t e  i n  the  West pe rmi t t i ng  exac t ly  the  

same exemption arrangements a s  those i n  the  Fede ra l  law, (1953)~ 

-
Net Taxable income. Af t e r  deduct ing  personal  exemptions from net  income, 

the  remainder is ne t  taxable  income. This l a t t e r  i s  t h e  base f o r  applying 

t a x  r a t e s .  



Personal Income Tax Rates. Table 5 shows a summary of tax r a t e s  f o r  

a l l  s t a t e s  w i t  h personal income taxes ,  Minimum and maximum r a t e s  a re  indi-

cated a s  well a s  the  l e v e l s  of income a t  which the maximum r a t e s  are  applied. 

I n  some s t a t e s  the quoted r a t e s  have been modified through amendments a s  

indicated a t  the bottom of the  table .  Moreover, s i x  s t a t e s  with community 

property laws and Oregon through s p e c i a l  provision,  permit a split-lncorne 

ca lcu la t ion  of, the t ax .  This arrangement keeps the e f f e c t i v e  t a x  r a t e  

( a f t e r  a c e r t a i n  l e v e l  of income is  reached ) lower than otherwise would be 

the  case. (Note Tables 7 and 8 which ind ica te  e f f e c t i v e  tax  . r a t e s . )  Also 

a modifying f a c t o r  of g rea t  s igni f icance  is whether o r  not  a s t a t e  permits 

deduction of the  f e d e r a l  income tax  from the s t a t e  t a x  base, Those s t a t e s  

which do permit such deduction have taxes whose e f f e c t i v e  r a t e s  are  g rea t ly  

reduced i n  the middle and upper brackets  of income, Seventeen of the  personal 

income tax  s t a t e s  permit such deductions Alabama, Arizona, Colorado, Georgia, 

Idaho, Iowa, Kansas, Kentucky, Louisiana, Minnesota, Missouri,  Montana, New 

Mexico, North Dakota, Oklahoma, Oregon, and Utah, I n  add i t ion ,  Delaware, 

Massachusetts and South Carolina permit a lidted  deduction f o r  Federal  

taxes. The consequences of t h i s  deduction a r e  l a t e r  discussed more f u l l y .  
k c  
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1: T A B L E  5 

SUMMARY OF PERSONAL INCOME TAX RATES, ALL STATES- 1954 
Y' 

$ -	 -i a S t a t e  	 Rate Range (Per Cent) Max, Rate on Income Over : 

t Colorado (1 )  1-10 . $ 11,000 
Alabama 13-5 5,000 
Arizotla ( 2 )  1-44 7,000 
Arkansas 1-5 25,000 
Cal i fornia  ( 2 ) 1-6 25,000 

kb 
Delaware 1-6 100,000 
D i s t r i c t  of Columbia &-4 	 15,000

r: 
 Georgia 	 1-7 20,000

Idaho ( 2 ) ( 3 )  14-8 5 000 
Iowa 3/4-3 3/4 4,000 
Kansas 1-4 7,000 
Kentucky 2- 6 8,000 
Louisiana 2- 6 50,000 
Maryland 2-5 (Investment Income ) 5 00 -	 2 Other Income ---

Massachusetts ?,38 ( i n t e r e s t  fir dividends,  --.. 


-, c a p i t a l  gains ) 

Minnesota ( 5  1,845 (annu i t i e s  ) (4 ) ---


3,075 (Business income ) ..--
Minnesota ( 5 )  1-10 20,000 
Miss iss ippi  2- 6 25,000 
Missouri (6 )  1-4 9,000 
Montana 	 1-4 6,000 
New Hampshire (7 ) 4.48 	 ..--
New Mexico (2)  1-4 	 100,000 
New York 2-7 9,000 
North Carolina 3-7 10,000 
North Dakota 1-11 15,000 
Oklahoma ( 2 )  1-6 7,500 
Oregon ( 2 )  2- 8 s8,000 
South Carolina 2-5 6,000 
Tennessee ( 8  ) 6 --.. 
Utah 1-5 4,000 

* Vermont 	 13-54 5,000 
%s '  	 Virginia ( 9 )  2-5 5,000 


Wisconsin 1-@ 14,000 


( 1 )  Colorado: 	 t ax  is  reduced 20% f o r  year 1954-55. 
( 2 )  Arizona, 	 Ca l i fo rn ia ,  Idaho, Louisiana,  New Mexico and C)klahoma : community 

property s t a t e s  i n  which one-half of community property income i s  taxable 
t o  each spouse. Oregon a l s o  pennit s a split-income calcula t ion.  

3 )  Idaho: hduced  $5 f o r  each dependent and a f t e r  1953 by 15% of computed tax. 
4 Massachusetts: Tax on business income reduced i n  1954 'by 25%. 

( 5[ I Minnesota: a s u r t a x  equal t o  5% of the above r a t e s  and a tax  of $5 per 
annum i n  add i t ion  a r e  imposed f o r  years ,  1948-59, 

(6) Missouri8 	Rates a r e  not bracketed, but applied on e n t i r e  incane. 
( 7 )  New Hampshire: On i n t e r e s t  and dividends only,  
(8)  Tennessee: 	On i n t e r e s t  and dividends only. 
( 9 )  Virginia ;  	Tax reduced 10-2% depending upon amount of income. 

Source: S t a t e  Tax Guide 9- 1954, Commerce Clearing House, 



M I N I M U M  A N D  M A X I M U M  I N D I V I D U A L  I N C O M E  T A X  R A T E S ,  

E L E V E N  S T A T E S  I N  T H E  WEST W I T H  I N C O M E  T A X E S ,  1953 

R a t e  
P e r c e n t  

Currently Colorado r a t e s  are 20°/0 reduced 
0 



T A B L E  6 


PERSONAL INCOME TAX RATES = DETAIIaD-
Colorado 

1st $ 1.000............. 1% 

2nd $ 	1.000 ............-1% 

3rd 	 $ 1.000.............% 

4th  	9 1.000 ............. 

5th 	$ 1.000............. 3% 

6th  f 1.000.............4% 

7th 1.000 .............5% 


1.000 ............. 6% 
............. 7% 

10th 	$ 1.000............. 8% 

1 1 t h  	$ 1.000............. 9% 

Over 	 $11.000 .............10% 


Surtax on in tangible  income 
over $600 .2% 

For taxable year 1954-55 
taxes a r e  reduced 20% 

Arizona.. 
1st $1.000 ....*.........1% 
2nd 	 1.000 ..............14% 

3rd i1.000.............. 2% 

4th $1.000..............2% 

5th $1.000.............. 3% 

6th $1.000 ..............3% 

7th  $1.000 .............. 4% 


Over 	 $7.000 ..............4% 


Cal i fornia  

1 s t  $ 5.000 .............1% 

2nd $ 5.000 ............. % 

3rd $ 5.000 ............. 3% 

4th  $ 5. 000 ............. 4% 

5 th  $ 5. 000 ............. 5% 


Over $25.000 ............. 6% 


COMPARISON FOR STATES I N  .THE WEST .-
.Kansas 

1st $2. 000 .............. 1% 
Next $1.000 .............. 2% 

Next $2.000 ..............&% 

Next $2.000 ..............3% 

Over $7.000 ..............4% 

Montana 

1st $2. 000 ..............1% 
2nd $2.000 .............. 2% 

3rd $2.000 .............. 3% 


Over $6.000.~;. .......... 4% 
Minimum t ax  

.New Mexico 

1st 	$ 10. 000 e........... 1% 


X 10.000 ............ 2% 

Next2nd 80. 000 ............ 3% 

Over $100.000 ............ 4% 

North Dakota 

1st $ 3. 000 ............. 1% 
Next $ 1.000............. 2% 

Next $ 1.000 ............. 3% 

Next $ 1.000............. 5% 

Next $ 1.000.............7 9  

Next Y 7.000 .............10% 

Over $15.000 .............11% 

Oklahoma 

1st $1.500 ..............1% 
2nd $1.500 .............. 2% 

3rd $1.500.............. 3% 

4th $1.500 .............. 4% 

5 th  $1. 500 ..............5% 


Over 	 $7.500 .............. 6% 

Oregon. 

Is2nd ! 500.............. 2% 

500.............. 3% 


2nd $1.000 ..............4% 

3rd 1.000 .............. 5% 

4 th  f1.000 .............. 6%1 


Next $4.000 .............. 7% 

Over. $8.000 .............. 8% 




-Utah 


1st $1,000 ..............1% 

2nd $1,000.. ......,..... 2% 
3rd $1,000.. ............3% 

4 t h  $1,000 .............. 4% 


Over $4,000.. ............ 5% 

Source: S t a t e  Tax Guide, 1954, Commerce Clear ing  House. 

Perhaps the above r a t e s  may b e s t  be eva lua t ed  and compared by r e f e r r i n g  

t o  t h e  discussi.on i n  t h e  next  s e c t i o n .  

Comparative Income Tax L i a b i l i t y  f o r  I l i f f e r e n t  Income Levels Among t h e  

-S t a t e s  i n  t he  West, - A comparison of income t a x  r a t e s  among t h e  s t a t e s ,  a s  


shottn i n  prev ious  t a b l e s ,  may be very misleading.  For  example, Colorado's 


r a t e  of 1 0  pe r  cen t  on incomes over  $11,000 appears  t o  be much higher  than  

C a l i f o r n i a ' s  maximum r a t e  of 6 pe r  cent  on incomes above $25,000. However, 

when a l l  of t h e  income t a x  provis ions  a r e  considered i n  both s t a t e s ,  t he  

f a c t s  i n d i c a t e  t h a t  C a l i f o r n i a  's t a x  on l a r g e  incomes i s  cons iderably  heavier  

than Colorado's.  

Income t a x  p rov i s j  ons which a r e  pr inc ipa l . ly  r e spons ib l e  f o r  making 

d i f f i c u l t  a  meaningful comparison of s p e c i f i c  t a x  r a t e s  among the  s t a t e s  a r e  

the  fo l lowing:  ( 1 )  Varying amounts permit ted among the  s t a t e s  f o r  personal  

exemptions and c r e d i t s  f o 8  dependents ,  ( 2 )  Var i a t ions  p e r t a i n i n g  t o  t he  Federal  

income t a x  (some s t a t e s  permit such deduct ion ,  o t h e r s  do n o t ) ,  and (31 Whether 

- o r  not  t he  s t a t e  permi ts  a  spl i t - income c a l c u l a t i o n  f o r  married couples .  A l l  

these  p rov i s ions  a r e  taken i n t o  cons ide ra t ion ,  a s  well  a s  s p e c i f i c  t ax  r a t e s ,  

i n  t h e  comparative c a l c u l a t i o n s  shown i n  the  fo l lowing  t a b l e s  and f i g u r e s .  

T o t a l  t a x  l i a b i l i t y  and e f f e c t i v e  t a x  r a t e s  f o r  s e l e c t e d  l e v e l s  o f  income 

among the  var ious  s t a t e s  a r e  t h e  means by which s i g n i f i c a n t  comparisons can 

be drawn. 

Tables  7 and 8 i n d i c a t e  t h a t  t h e  t a x  upon a  marr ied couple tends  t o  be 



T A B L E  7 


AMOUNT OF' NORMAL TAX LIABILITY, SELECTED LEVELS OF INCOME, THE ELEVEN 
-
INCOME TAX STATES OF THE WEST. FOR INCOME EARNED I N  1954 

_I_Tax L i a b i l i t y  f o r  Married Couple wi th  No Dependents Whose Net Income (1)  1st 

S t a t e  $2,000 $3,000 $5,000 $10,000 $20,000 $100,000 $200,000 $500,000-
COLORADO $6 $16 $44 $200 $786 $3,767 $6,049 $12,305 

Arizona None 9 30 114 4 05 2,073 3,326 7,068 

Ca3 i f o r n i a  None None 1 5  65 230 4,290 10,290 28,290 

Idaho 6 17 54 207 697 3, 175 5,081 1 0, 471 

Kansas 8 1 6  48 181  473 1,912 3,003 6,058 

Montana 1 9 34 163 45 6 1 ,910  3,000 6,056 

New Mexico None 4 21 62 136 1 ,161  1 ,971  4,998 

North Dakota 5 1 3  34 269 1 ,007  5,262 8,559 17,496 

Oklahoma None 9 26 115 48 2 2,729 4,429 9, 048 

Utah 8 2 3 46 277 64 0 2,441 3 ,811  7, 872 

: I )  Before deduct ions  f o r  personal  exemptions o r  Federa l  income t a x  c r e d i t ,  where 
permi t ted .  

;r 

Source: Ca lcu la t ions  were made from income t a x  r u l e s  and r e g u l a t i o n s  of  the  s e v e r a l  
s t a t e s .. 
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T A B L E  8 


-FFFECTIVE TAX RATE , SELECTED LEVELS OF INCOME, THE ELEVEN INCOME 

TAX FTATES OF THE WEST, FOR INCOME EARNED I N  1954 

E f f e c t i v e  Tax Rate --f o r  Harr ied Coup& With No Dependents \hose Net Income (1) Is: 

S t a t e  $2,000 -$3,000 $5,000 $10,000 $20,000- $100,000 $200,000 $500,000-

Arizona . 3  .6 1.1 2.0 2.1 1 .7  1.4me 

Cal i fo rn ia  ... ... .3 .7 1 .2  4.3 5.1 5.7o w  

Idaho .3 .6 1.1 2.0 3.5 3.2 2.5 2.1 

Kansas .4 .S 1.0 1.8 2.4 1.9 1.5 1.2 

Montana I- .3 .7 1.6 2.3 1.9 1.5 1 . 2  

New Mexico .I .4 .6 .7 1.2 1.0 1 .0O w  

North Dakota .3  .4 .7 2.7 5.0 5.3 4.3 3.5 

Oklahoma -- . 3  .5 1.1 2.4 2.7 2.2 1.8 

Oregon .7 1 .3  2.3 3.3 4.3 3.7 3.0 2.5 

Utah .4 .8 1.0 2.8 3.2 2.4 1.9 1.6 

(1 ) Before deduct ions  f o r  personal  exemptions o r  Federa l  income t a x  c r e d i t ,  
vhcrc  nermi t ted , 

Y 

Source: Previous t a b l e  show in^ amount of t a x  l i a b i l i t y .  



highes t ,  f o r  a l l  l e v e l s  of income i n  Colorado, Idaho, North Dakota and 

Oregon. The s t a t e  with uniformly lowest e f f e c t i v e  r a t e s  i s  New Mexico. 

S t a t e s  tend in^ to  f a l l  somewhere near the middle range of r a t e s  regardless  

of income l e v e l  a r e  Arizona, Kansas, Montana, and Oklahoma. Cal i forniai:' 
and Utah have e f f e c t i v e  r a t e s  which d i f f e r  considerably from the ~ e n e r a l  

p a t t e r n  of r a t e s  among the o the r  s t a t e s .  I n  Ca l i fo rn ia ,  r a t e s  a r e  extremely 

low upon the lower brackets  of income. This is because of general exemp- 

t i o n s  accompanied by a  slow progression of r a t e s .  However, a s  income reaches 

the $100,000 l e v e l ,  the e f f e c t i v e  r a t e  of 4.3 per cent i n  Cal i fornia  is 

second highes* among the s t a t e s  under comparison, while the e f f e c t i v e  r a t e  

of 5.7 per cent on a  $500,000 income is near ly  double the next highest  

r a t e .  Ca l i fo rn ia ' s  high e f f e c t i v e  r a t e s  on l a rge  incomes a r e  l a r g e l y  be- 

cause no deduction i s  permitted f o r  Federa l  income taxes. Utah's e f f e c t i v e  

r a t e  v a r i e s  i n  an opposite  manner from t h a t  i n  Cal i fornia .  The tax  i s  

r e l a t i v e l y  heavy on small incomes and then becomes moderate o r  even low a s  

the l e v e l  of income increases .  

The r e l a t i v e  pos i t ion  of Colorado among the o the r  1 0  s t a t e s  i n  the West 

with income taxes can perhaps b e s t  be seen by an examination of Charts 2 to 5. 
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CHART 2 

EFFECTIVE TAX RATE FOR M A R R I E D  COUPLE, NO DEPENDENTS, 

1954 INCOME, THE ELEVEN STATES IN  THE WEST WITH INCOME TAXES. 

3 , 0 0 0  N E T  INCOME 

State  

O r e g o n  

U t a h  

I d a h o  

C O L O R A D O  

K a n s a s  

N o r  t  h D a k o t a  

A r i z o n a  

M 6 n t a n a  

O k l a h o m a  

New M e x i c o  

C a  I  i f o r n l a  



CHART 3 


EFFECTIVE TAX RATE FOR M A R R I E D  COUPLE, NO D E P E N D E N T S ,  

1954 INCOME, T H E  ELEVEN STATES I N  THE WESTWITH INCOME TAXES 

10, 000 N E T  I N C O M E  

State 

Oregon 

U t a h  

N o r l h  D a k o t a  

I d a h o  

COLORADO 

K a n s a s  

M o n t a n  a  

% 

A r i z o n a  


O k I a h Q m a  


C a l l  f o r n i a  


New M e x i c o  


P e r c e  
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C H A R T  4 


EFFECTIVE TAX RATE FOR M A R R I E D  COUPLE, NO DEPENDENTS,  

1954 INCOME, T H E  ELEVEN STATES IN T H E  WEST W ITH INCOME-TAXES 

20,000 N E T  INCOME 

State n I I I I I I I I I 

N o r t h  D a k o t o  

O r e g o n  

C O L O R A D O  

I d a h o  

U t a h  

K a n s a s  

O k l a h o m a  

A r i z o n a  


C a l i f o r n i a  


N e w  M e x l c o  

P e r  c e n t  

I 
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CHART 5 


EFFECTIVE TAX RATE FOR MARRIED COUPLE, NO DEPENDENTS, 

1954 INCOME, THE ELEVEN STATES IN THE WEST WITH INCOME TAXES 

2 0 0 , 0 0 0  NET INCOME 

State 

Ca l l fo rn ia 

Nor th  Dakota 

C O L O R A D O  

Oregon 

I d a h o  

O k l a h o m a  

U t a h  

A r i z o n a  

Ka n s  08  

M o n t a n a  

N O W  M e x i c o  



C. ~ u a n t i t a t i v e  Aspects of the Personal  Income Tax 

This  s e c t i o n  compares Colorado's pe r sona l  income t a x  wi th  t h e  same t a x  

i n  t h e  o the r  s t a t e s  of t he  West from t h e  s tandpoin t  of aggregate  income t a x  

r e c e i p t s .  Also y e a r l y  comparisons a r e  made r e l a t i v e  t o  aggregate  r e c e i p t s  

i n  Colorado s i n c e  1939 ( the  f i r s t  f u l l  y e a r  of c o l l e c t i o n s ) .  

Table 9  shows pe r sona l  income t a x  revenue i n  each of t h e  11 western 

s t a t e s  w i th  income t a x e s ,  by yea r s ,  1939 t o  1953. It may be seen  t h a t  t he  

t rend  has  been upward i n  t o t a l  r e a e i p t s  i n  every s t a t e .  However, t he  r a t e s  

of i n c r e a s e  vary  cons ide rab ly  among the  s t a t e s .  These aggrega te  amounts 

i nd ica t ed  i n  t he  t a b l e  a r e  d i f f i c u l t  t o  compare, a s  each s t a t e  d i f f e r s  r e -

gard ing  popula t ion ,  weal th,  t o t a l  income, e t c .  

Table 1 0  i s  more e a s i l y  analyzed,  Personal  income t a x  r e c e i p t s  a r e  

expressed a s  percentages  of t o t a l  t a x  r e c e i p t s  i n  t h e  va r ious  s t a t e s  f o r  

t he  yea r s  s i n c e  1939. These percentages  i n d i c a t e  t h e  e x t e n t  t o  which the  

t a x  has been s t r e s s e d . i n  comparison with a l l  o t h e r  t axes ,  Throughout most 

of t h e  y e a r s ,  t he  s t a t e s  of Oregon, C a l i f o r n i a ,  Idaho, Colorado, and Montana 

have depended upon the  t a x  r e l a t i v e l y  more than  t h e  o t h e r  western s t a t e s .  

However, t h e r e  have been changes i n  the  p o s i t i o n  of the s t a t e s  from y e a r  t o  

year .  Percentage-wise, t h e  personal  income t a x  has never been very impor- 

. t a n t  i n  New Mexico and Oklahoma. 

The c u r r e n t  (1953) comparative importance of t h e  personal  income t a x  

among the  s t a t e s  is  shown i n  Chart 6. Oregon obtained one-third of i t s  

s t a t e  revenue i n  t h i s  form o f  t axa t ion ;  while  t he  next  h ighes t  s t a t e ,  Idaho, 

rece ived  about  one-half a s  much r e l a t i v e l y .  Colorado's 12.2 per  c e n t  rep- 

r e sen ted  the  f o u r t h  h ighes t  among the s t a t e s ,  This was r e l a t i v e l y  about 

one-third t h a t  of Oregon's 33.6 p e r  c e n t  b u t  f o p -  t i n e s  t h a t  of New ~ e x i c o ' s  

3.1 pe r  c e n t ,  t h e  lowes t  s t a t e  i n  t h e  group. 
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T A B L E  9 


PERSONAL INCOME, TAX REVENUE, THE ELEVEN INCOME TAX STATES 


I N  THE HEST, 1939-1953 (000's a i t t e d )  

Year Colo. A r i x .  C a l i f .  Idaho Kans . Mont. N. Mex. N. Dak. Okla. Ore. Utah 

1939 1 ,361  372 20,672 520 1 ,325  435 268 275 2,469 3,338 680 

1940 2,074 462 19,572 704 1, 315 543 215 309 2,403 3,775 795 

1941 2,260 510 20,293 898 1 ,542  660 259 4 0 0 ( ~ ) 2 , 4 2 5  4,720 888 

1942 3,096 815 29,038 898 2,572 852 384 554( l )3 ,573  7,175 1,277 

1943 4,087 1,270 39,351 1 ,917  4 , 237 1,202 494 1,084 4,524 10,938 2,051 

1944 4,157 1 ,617  48,323 2,664 4,971 1 ,347  537 1 ,511  5,523 8,028 2,427 

1945 3,599 1 ,498  47,133 2,912 5,501 1 ,445  522 1 ,821  7 , 2 8 6 1 0 , 9 0 1  2,310 

1946 3,630 1 ,841  44,946 3,120 5,499 1 ,589  552 1,614 5,571 14,487 2,579 

1947 5,487 2,615 51,221 4,523 7,062 2,283 955 2,458 7,578 19,972 3,177 

1948 6,976 2,594 49,482 5,525 9,715 3,075 1,199 4,122 6,924 30,863 3,398 

1949 11,189 3,010 50,178 5,882 11,931 4,125 1 ,483  4,948 8,067 35,863 4,210 

1950 11,284 2,669 60,500 5,406 8,313 3,687 1,546 3,697 8 , 3 0 0 ( l )  4,111 
29,460 

1951 12 ,397  3,500 (1  6,393 10,224 4,435 2,056 3,812 8,766 35,946 5,992 
75,516 

1952 14 ,053  4,915 91,176 6,752 10,941 5,325 2,235 4,091 9,695 42,825 7,303 

1953 13,594 5,643 94,324 6,706 11,799 4,898 2,165 3,561 9 ,17543 ,600  5,272 

(1 )  Estimated 
\ 

Source: -S t a t e  F inances ,  - U. S. Bureau of Census 



T A B L E  1 0  


PERSONAL INCOME TAX REVENUE AS A -- PERCENTAGE OF TOTAL TAX-
REVENUE, THE ELEVEN INCOME TAX STATES I N  THE HESTr -- 1939-1953 

Year Colo. Ariz. Cal i f .  Idaho Kans. Mont . N. Mex. ---- N. Dak. Ohla. Ore. Utah 

1939 4.5% 2.8% 9.4% 5.9% 4.2s 4.0% 2.0% 2.9$ 4.6% 16.4% 4.4% 

S o u r ~ e :  Calculated from S t a t e  Finances, U. S. Bureau of Census 



. 

r ' . 


. -
& . 

*. 

-
_ 
-

-

M 

-

- 38 -

CHART 6 

PERSONAL INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE TAX 

R E V E N U E ,  E L E V E N  I N C O M E  T A X  S T A T E S O F  T H E  WEST,  1953  

PERSONAL INCOME TAX 

State 

Oregon 

Montana 

COLORADO 

Uto  h 

Konroe 

Ca I1torn i  a  

North Dakota 

A r i z o n a  

Oklahoma 

New M e x  l c o  

0 Q 0 0 

Percent ui 0- ri- 6 
(U 



Another comparison is shown i n  Table 11. By r e l a t i n g  t o t a l  personal  

income t ax  c o l l e c t i o n s  t o  the  t o t a l  s t a t e  popula t ions ,  an average per c a p i t a  

f i g u r e  i s  obtained which can be use fu l  i n  making comparisons among the  

s t a t e s  a s  wel l  a s  f o r  analyzing any p a r t i c u l a r  s t a t e ' s  c o l l e c t i o n s  over  tho 

years .  per c a p i t a  personal income t a x  r e c e i p t s  have always been h ighes t  i n  

Oregon and lowest i n  New Mexico among t h e  western s t a t e s .  Colorado's per  

cap i t a  r e c e i p t s  were very near t h e  average u n t i l  1949. S ince  then the amount 

i n  Colorado has  been s l i g h t l y  h ighe r  than average. 

Chart 7 shows t h e  pe r  c a p i t a  personal  income t a x  r e c e i p t s  i n  1953 f o r  

the  11 s t a t e s  i n  the  west with income taxes .  Colorado's $9.50 pe r  c a p i t a  

was t h i r d  from the  h ighes t ,  t h e  median s t a t e  being Utah wi th  a pe r  c a p i t a  of 

$7.15. However, Colorado's amount corresponded r a t h e r  c l o s e l y  wi th  the 11-

s t a t e  a r i t h m e t i c  mean of $8.82. 

Chart 8 shows changes occur r ing  i n  Colorado s i n c e  1939. The average 

per  c a p i t a  personal  income t a x  revenue r o s e  almost without  i n t e r r u p t i o n  

from a low of  $1.23 i n  1939 t o  a high of $10.21 i n  1952. There was a s l i g h t  

dec l ine  t o  $9.50 i n  1953. 

Table 1 2  and Chart 9 show changes from yea r  t o  year  s i n c e  1939 regard ing  

the  average personal  income t a x  paid (per  taxpayer ) i n  Colorado. There has 

been a remarkably high degree of s t a b i l i t y  i n  the  average f i g u r e s  i n  s p i t e  . 
of an upward t rend  i n  both t a x  r a t e s  and t o t a l  c o l l e c t i o n s .  This s i t u a t i o n  

i s  l a r g e l y  due t o  an expanding number of taxpayers  because of both  a r i s e  i n  

personal incomes and a lowering of personal  exemptions. Another f a c t o r  has 

been an increase  i n  Federal. income t a x e s ,  l.eaving r e l a t i v e l y  l e s s  income per  

ind iv idua l  t o  bc taxed by Colorado. 

F i n a l  ly ,  i n  t h i s  s e c t i o n ,  Table 1 3  analyzes Colorado's persdnal  income 

t a x  from t h e  s tandpoin t  of t o t a l  r e c e i p t s  expressed a s  percentages of t o t a l  
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PER CAPITA PERSUNAL INCOME TLAENUE THE ELEVEN 

INCOME TAX STATES I N--THE WEST, 1939-1953. 

Year Golo. Ar iz .  C a l i f .  Idaho b n s .  Mont. N . ~ e x .  N.~ak .  Okla. Ore.  Utah ~ v e r a p( 1) 

- 1951 9.26 5.80 7.13 10.78 5.33 7.42 2.98 6.10 3.93 23.57 8.62 8.27 
-. 

1952 10.21 6.10 8.27 11.44 5.61 9.04 3.14 6.76 4.28 27.49 10.30 9.33 
. 

1953 9.50 6.57 8.28 11.03 5.89 8.29 2.99 5.93 4.05 27.35 7.15 8.82 

( 1  )-.Eleven s t a t e  average 
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C H A R T  7 


P E R  C A P I T A  P E R S O N  A L 1 N C 0 M E T A X  

R E V E N U E ,  E L E V E N  INCOME TAX STATES OF T H E  WEST, I 9 5 3  

Oregon 

Idaho 

C O L O R A  D O  

M o n t a n a  

C a l i t o r n i a  
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CHART 8 

COLORADO PER CAPITA, QEfWWAC W E T M  EVEWE COMfMRED WITH eER CAPITA 

AVERAGE FOR 7 k ~ELEVEN INCOME TAX STATES IN THE WEST 

Per Capltcr 
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T A B L E  12  


COLORAIX) PERSONAL INCOME TAX EXPRESSED AS AVERAGE PAYMENT 


PER TAXABLE RETURN*, 1939-1953. 

Average Payment Average Payment 
Per Tafftjle Per Taxable 

-Year Re tu rn  - Year --- Heturn 

1939 39 , I 7  1947 48.25 

1946 46.00 Average (15 yrs )43.87 

(1 .) Calculated by d i v i d i n g  t o t a l  personal  income t a x  revenue by to ta l .  
personal  t axabl e r e  turns  f il  erl with the  Depar tmen t of Hevenue. 
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CHART 9 

A V  E R A O  E 

C O L O R A D O  

P A Y M E N T  

P E R  S O N  A L  

P E R  T A X P A Y E R ,  

I N C O M E  T A X  
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T A B L E  1 3  


COIX) I?ADO PERSONA 1, INCOME TAX EXPRESSED BY 1 TOTAL REVENUE, AND-
AS PERCENTAGES OF ALL TAX REVENUEJ WTAL INCOME PAYMENTS 

-AND FEDERAL PERSvNAI, INCOME TAX REVENUE FROM WLORADU, ---1939-1953. 

Colorado Personal Income Tax Revenue Expressed 
a s  Percentage o f :  

Colorado A l l  Colo. S t a t e  To ta l  lncome Federa l  Personal 
Personal  Income Revenue Payment s Income Tax Revenue -Year Tax Revenue -- -- from colorado ( 2 )  

(1 ) Fiscal .  yea r s  
( 2 )  E'igures s i n c e  1950 a r e  not y e t  a v a i l a b l e  

Source: - - - lncome f o r  S. Treasury Department; S t a t i s t i c s  of 1 9 ,  U. 

S t a t u  Tax Collections, Bureau of the  Census. 




s t a t e  revenue, of  t o t a l  income payments i n  the s t a t e  and of t o t a l  Federal 

personal income tax revenue co l l ec ted  from Colorado. A l l  three comparisons 

for the years s ince  1939, are good indicators o f  what has been happening 

t o  the personal income tax i n  the s t a t e .  
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SECTION I V  THE CORPORATION INCOME TAX 

Tn most of tho s t a t e s  w i t h  income t a x e s ,  t he  c o r p o r a t i o n  t a x  i s  c l o s e l y  

i n t e g r a t e d  with  t h e  t a x  upon i n d i v i d u a l s .  Th i s  i s  t r u e  i n  Colorado. I n t e r e s t  

i n  bo th  t axe s  developed , jo i .n t ly :  both  were e s t a b l i s h e d  a t  t h e  same time 

(1937)  a s  p a r t s  of one income t a x  law and b o t h  a r e  admin is te red  by t h e  same 

governmental  agency (Income Tax D i v i s i o n  of t he  uepar tment  of Revenue 1. 

A .  Lrwments  f o r  Coroora t ion  Income Tax.  
_I-

S p e c i f i c  r e a s o n s  advanced f o r  a p p l y i n g  a  t a x  upon t he  n e t  income of 

c o r p o r a t i o n s  i n c l u d e  the  fo l l owing :  

( 1 )  I t  i s  cons ide r ed  d i f f i c u l t  adequa t e ly  and f a i r l y  t o  t a x  c o r p o r a t i o n s  

upon a l l .  o f  t h e i r  a s s e t s  ( t a n g i b l e  and i n t a n g i b l e )  under t h e  p rope r ty  t ax .  

Consequent ly ,  t h e r e  i s  t h e  a l l e g e d  need f o r  some supplementa l  revenue measure 

such a s  t h e  income t a x .  (2 )  The income t a x  i s  s a i d  t o  avo id  some l e g a l  

d i f f i c u l t i e s  a s  compared with  most o t h e r  revenue  measures r e l a t i v e  t o  the  

t a x a t i o n  of  c o r p o r a t i o n s  do ing  b u s i n e s s  i n  i n t e r s t a t e  commerce o r  i n  more 

than  one s t a t e .  ( 3 )  It i s  cons idered  d e s i r a b l e  t o  supplement t h e  i n d i v i d u a l  

income t a x  w i t h  a c o r p o r a t i o n  income t a x  because of ab sen t ee  ovrnership of 

v a r i c u s  c o r p o r a t i o n s  doing b u s i n e s s  i n  Colorado. 

R . --Corpora t ion  Income Tax Rul e s  and Ren~l a t i o n s  i n  Col or ad^. 

Exempt Organ i za t i ons  -. Most s t a t e s  imposing an income t a x  g r an t  exemp- 

t i o n  t o  c e r t a i n  de s igna t ed  corpora t i .ons  . r !
l h e  p r i n c i p a l  requ i rement  placed 

upon 1 e g i . s l a t i v e  bodies  i n  g r a n t i n g  such exemption is  t h a t  those  g ran ted  be 

r e a s o n a b l e .  

Tho follow in^ o r ~ a n i z a t i o n s  a r e  exempt from t h e  Colorado c o r p o r a t i o n  

income t a x :  

(1) l a b o r ,  ar:ri.cul t u r a l  o r  h o r t i c u l t u r a l  o rgan i  e a t i o n s ,  

( 2 )  Frat r : rn ; i l  benefit s o c i e t i e s ,  



-- - 

( 3) Non-prof it ceme t o r y  companies , 
(4  ) C h a r i t a b l e  co rpo ra t i ons  and churches,  

( 5 )  Non-profit  bus ines s  and c i v i c  l e a g u e s  , 
( 6 )  Non-profit p l e a s u r e  cl.ubs, 

(7)  Local benevolent  l i f e  insurance  a s s o c i a t i o n s  , 
(8)  Mutual d i t c h ,  i r r i g a t i o n  o r  o t h e r  s i m i l a r  companies, 

(9)  Mutual c a s u a l t y  i n su rance  companies, 

(10) Voluntary employees ' b e n e f i c i a r y  a s s o c i a t i o n s ,  

(11) Teachers ' r e t i r e m e n t  fund a s s o c i a t i o n s ,  

(12 ) Insurance  companies, 

(13)  C r e d i t  unions,  

(14 ) k p l o y e e s  .pension and p r o f i t - s h a r i n g  t r u s t s  . 
The above exemptions fo l low very c l o s e l y  those  permi t ted  by t h e  Federa l  

government, Also t h e r e  is  l i t t l e  v a r i a t i o n  among the  11 western s t a t e s  

r e l a t i v e  t o  exempt o r g a n i z a t i o n s ,  

Gross Income. Gross income under t h e  Colorado law inc ludes ,  i n  g e n e r a l ,  

compensati.on f o r  pe r sona l  and p r o f e s s i o n a l  s e r v i c e s ,  bus ines s  income, p r o f i t s  

from s a l e  of p rope r ty ,  i n t e r e s t ,  r e n t ,  d iv idends ,  and ga ins ,  p r o f i t s ,  and 

income der ived  from any source  whatsoever ,  unl.ess exempt from t h e  t a x  by law. 

*. I t  fo l lowsThe above concept of g r o s s  incomo is very comprehensive. 

c l o s e l y  t he  d e f i n i t i o n  used by t h e  F e d e r a l  government and most o ther  s t a t e s .  

Exclusions from G o s s  Income. G o s s  income inc ludes  income from what- 

ever  source  de r ived  except  the  f o l l  owing: 

( 1 ) Income which may not  be taxed under t h e  p rov i s ions  of t h o  United 

S t a t e s  C o n s t i t u t i o n ,  f o r  example, i n t e r e s t  on U. S.  Government Bonds. 

( 2 )  Amounts r ece ived  under a l i f e  insurance  c o n t r a c t  by r ea son  of the  

dea th  of t h e  i n su red .  



( 3 )  Return of premiums under l i f e  insurance ,  endowment o r  annui ty  

c o n t r a c t s ,  except  t h a t  a t  l e a s t  3 per  c e n t  of t he  c o s t  of . annu i t i e s  is 

t axab le  annual ly ,  i f  r ece ived .  

( 4  ) Proper ty  acqui red  by g i f t ,  d e v i s e ,  bequest  o r  i n h e r i t a n c e ,  

( 5 )  Stock d iv idonds .  

( 6 )  8 5  p e r  cent  of d iv idends  r ece ived  from o t h e r  co rpo ra t i ons .  

Hero, aga in ,  t h e  Colorado law fo l lows  r a t h e r  c l o s e l y  t he  Federa l  law 

a s  we l l  a s  t he  laws o f  most o t h e r  s t a t e s .  However, some s t a t e s  exclude 

two a d d i t i o n a l  k inds  of  income no t  excluded i n  Col.orado, namely: ( 1 )  C a p i t a l  

ga ins  and ( 2 )  I n t e r e s t  upon o b l i g a t i o n s  of t he  s t a t e  o r  i t s  p o l i t i c a l  sub- 

d  i v i s i o n s  . 
A few s t a t e s  have adopted the  Federa l  n e t  income t a x  base  a s  t h e  s t a t e  

t a x  base and thereby  exclude from g ros s  income e x a c t l y  t h e  same i tems a s  

a r e  excl.uded under Fede ra l  law. An advantage of t h i s  arrangement i s  g r e a t e r  

s i m p l i c i t y  f o r  t he  taxpayer  i n  c a l c u l a t i n g  h i s  t a x  and f o r  t he  t a x  adminis- 

t r a t o r  i n  a u d i t i n g  t he  t a x  r e t u r n .  A p o s s i b l e  d i sadvantage  i s  t h a t  unpre- 

d i c t a b l e  and uncon t ro l l ab l e  (by the  s t a t e )  changes may occur i n  the  Fede ra l  

law. Moreover, a s t a t e  us ing  the  Fede ra l  income t a x  base would be unable 

t o  i nc lude  f o r  t a x  purposes (as  Colorado i s  now doing)  i n t e r e s t  on s t a t e  

and municipal  bonds, 

Deductions from Gross Income. The following3are Col.orado a l lowable  

deduct ions  from co rpo ra t i on  g ros s  income: 

(1)Ordinary and necessary  bus iness  expenses ,  s a l a r i e s ,  t r a v e l i n g  

expenses and r e n t a l s .  

( 2 )  I n t e r e s t  paid on indebtedness ,  except  t h a t  c r e a t e d  t o  purchase 

tax  exempt s e c u r i t i e s ,  and amounts paid by sav ings  and l o a n  a s s o c i a t i o n s  

on sha re  c a p i t a l ,  sha re  accounts ,  and sav ings  accounts .  



( 3 )  A11 taxes  except s t a t e  income t axes ,  e s t a t e ,  i nhe r i t ance  and g i f t  

t axes  and spec ia l  a s s e s s m e n t s ~  however, corpora t ions  a l l o c a t i n g  income t o  

Colorado may deduct taxos on n e t  income paid t o  another  s t a t e .  

( 4  ) Uncompensated l o s s e s .  

( 5 )  Losses from the  s a l e  of c a p i t a l  a s s e t s ,  up t o  $2000 maximum. 

( 6 )  Bad deb t s .  

(7) Reasonabl e  a1 lowance f o r  dep rec ia t ion ,  obaol.escence and dep le t ion .  

( 8 )  Char i tab le  g i f t s  not t o  exceed 5 per  cen t  of n e t  income computed 

without t he  benef i t  of t h i s  s e c t i o n .  

( 9 ) Rebates t o  members and customers of coopera t ives .  

The law permi ts  no deduct ions f o r  the fol lowing! 

( 1 )  Amounts spent  f o r  permanent improvoment o r  bet terment .  

( 2 )  Res to ra t ion  of  proper ty  f o r  which d e p r e c i a t i o n  allowance has been 

taken. 

( 3 )  L i f e  insurance premiums on p o l i c i e s  f o r  t he  b e n e f i t  of t he  payor. 

( 4  ) Deduct ions  a ~ a i n s  t wholly exempt income. 

( 5 )  Losses i n c u r r e p i n  t r a n s a c t i o n s  between a corpora t ion  and a  ma jo r i ty  

s tockholder ,  

( 6 )  Shrinkage of proper ty  va lue  not  through deprec ia t ion  o r  dep le t ion .  

(7)Loss from wash s a l e s  of s e c u r i t i e s .  

A 1 1 the deduct ions and s p e c i f i c  den ia l  of deduct ions from gross income 

i n  the Colorado law a r e  s i m i l a r  t o  those contained i n  the  laws af o t h e r  

s t a t e s ,  most of which fo l low t h e  l ead  of the  Federa l  income tax .  One impor- 

t a n t  exception u n t i l  1954 i s  worthy of a b r i e f  d i scuss ion .  The Federa l  

Government and somc s t a t e s  permit a  deduct ion f o r  l o s s e s  sus ta ined  i n  pre- 

v ious  and, o r  subsequent yea r s .  This  deduct ion (not permit ted i n  Colorado 

urlti 1 1954)  i s  known a s  t he  f'carry-forward and carry-back net l o s s  deduct ion." 



- - 
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Carry-Forward and Carry-Back Net Loss Deduction. Only the Federal. 

~ove rnmen t  and seven s t a t e s  permit  a deduc t ion  f o r  l o s s e s  occuring i n  y e a r s  

o t h e r  than the  c u r r e n t  one under c o n s i d e r a t i o n  a t  a p a r t i c u l a r  t ime.  These 

, j u r i s d i c t i o n s  t o ~ e  t h e i r  carry-forward carry-back p rov i s ions  t h e r  with o r  

a r e  shown i n  Table 14. 

T A B L E  14  

FEDERA18 AND STATE COR40RATION INCOME TAX LAWS PERMITTING A NET-LDSS 

CARRY-FO WARD OR CARRY-BACK DEDUCTION 

Carry-f orward - Carry-back-
Fede ra l  Government 5 yrs. 2 yr s .  

COIORADo 4 y r s .  none 

Arizona 5 y r s .  1 y r .  

Idaho 2 yrs. none 

Minneso t a  2 y r s .  none 

North Caro l ina  2 y r s .  none 

North Dakota 4 y r s .  none 
3 

Wisconsin 2 y r s .  none 

(1 ) The Colorado law (chapter  62,  Ses s ion  -- Colorado, 1954 ) pe rmi t sLaws of -
n e t  c a p i t a l  l o s s  o r  n e t  o p e r a t i n g  l o s s  t o  be t r e a t e d  a s  a shor t - te rm 
c a p i t a l  l o s s  w i th in  a four-year  per iod  succeeding t axab le  year .  Such 
3.oss, i n  excess  of c a p i t a l  ga in s ,  can be deducted from Rross income. 

An advantage of  t h e  carry-over  and carry-back l o s s  deduct ion  is  t h a t  

f l u c t u a t i n ~  income is  no t  unduly pena l ized  i n  comparison with cons t an t  a rd  

s t eady  income. wi thout  such p rov i s ion ,  p r i n c i p a l  v i c t ims  a r e  r e c i p i e n t s  

of  ca sua l  income, those  involved w i t h  c a p i t a l  ga in s  and l o s s e s ,  new and 

r i s k y  bus ines s  and sma l l  bus ines s .  



- -- - 

A disadvantage  of p e r m i t t i n g  the  doduct ion i s  t h a t  the  t a x  i s  made 

more cornplicated and d i f f i c u l t  t o  admin i s t e r .  Th i s  i s  e s p e c i a l l y  t r u e  

r e l a t i v e  t o  t he  carry-back p r o v i s i o n p  a s  r e funds  may be r e q u i r e d  and con-

s i d e r a b l e  time may e l a p s e  be fo re  a c c o u t ~ t s  can b e  c lo sed ,  Another p o s s i b l e  

d i sadvantage  i s  t h a t  t h e  yield of the  c o r p o r a t i o n  income t a x  may be  reduced 

cons ide rab ly  when carry-forward o r  carry-back deduct ions  a r e  permi t ted .  

A l loca t ion- of Income of Corpora t ions  Receiving P a r t  of lncome from 

Out-of-State ,  I n  Colorado, co rpo ra t i ons  a r e  l i a b l e  f o r  payment of t a x  on 

a l l .  n e t  income from sources  w i t h i n  t he  s t a t e .  I n  the  case of co rpo ra t i ons  

whose p o s s  income i s  de r ived  from sources  bo th  w i t h i n  and without  t h e  

s t a t e ,  d i r e c t  a l l o c a t i o n  i s  made when such a  method c l e a r l y  r e f l e c t s  t he  

n e t  income which should normally be s u b j e c t  t o  t h e  t a x ,  I n  ca se s  where 

d i r e c t  a l l o c a t i o n  i s  imposs ib le ,  apport ionment  should be made on t h e  b a s i s  

of  ownership o f  p rope r ty  and revenue from s a l e s  w i th in  and o u t s i d e  of  the  

s t a t e .  Should t h i s  method a l s o  be imprac t i cab l e  a s p e c i a l  formula f o r  a l l o -  
2% 


c a t i o n  may be  developed s u b j e c t  t o  approva l  by t he  Department of Revenue. 

Tax Ra te s ,  - Table 1 5  shows the  t a x  r a t e s  app l i ed  t o  co rpo ra t i on  n e t  

income i n  the  11 s t a t e s  o f  tho West w i t h  income t a x e s .  Eight  s t a t e s ,  i n -

c lud ing  Colorado, have a p r o p o r t i o n a l  o r  f l a t  r a t e ,  while  t h r e e  s t a t e s  app ly  

p rog re s s ive  r a t e s .  However, t h e s e  t h r e e  s t a t e s  gradua te  t h e  r a t e ,  i n  each 
\ 

case ,  so  r a p i d l y  t h a t  t h e  maxi.mun is reached w i t h  a r e l a t i v e l y  . sma l l  cor- 

po ra t i on  income. 

Returns ,- I n  Coloradoo a l l  co rpo ra t i ons  except  those  exempt from the  

t a x  must f i l e  a  r e t u r n  on of- be fo re  t he  1 5 t h  of the  f o u r t h  month fo l l owing  

t h e  c l o s e  of t h e  t axab le  y e a r ,  A p r i l  1 5 t h  f o r  ca londar  y e a r  co rpo ra t i ons .  
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CURPORATION INCOME T A X  RATES- L a -

(Eleven Income Tax S t a  tes i n  Hes t ,  1954) 

S t a l c  -Ra t o  on--Minimum Rate Income Over: 

Arizona 1%5% $6,000 


C a l i f o r n i a  4% 
 ----I--

Colorado s $ ( ~ )  ---..---
Idaho 1&$~8$(~) 5,000 


Kansas 2% ..------

Montana 3% ----..-.. 

New Mexico 2% - --w-- -

North Dakota 3% 6% 15,000 


Oklahoma 4% -------

Oregon 


Utah 


(1) For t axab le  yea r  1954-55 the bax i s  reducod 20%. F i n a n c i a l  i n s t i t u t i o n s  
a r e  taxed a t  r a t e  of 6%. 

( 2 )  Af te r  1953, t a x  i s  reduced by 15%. 

Sourcc?: Commerce C lea r ing  House, S t a t e  Tax Guide, 2nd Ed. 1954. 



Payment The t a x  is  payable t o  t he  Department of Revenue on t h e  15 th  

day of the f o u r t h  month fo l l owing  t h e  c l o s e  of the  t.a.xable yea r ,  redundant ,  

or i n  fou r  cqual  i n s t a l l m e n t s ,  tho  f i r s t  wi th  t he  r e t u r n ,  tho  second on the  

1 5 t h  of the seventh month, t he  t h i r d  on t h e  1 5 t h  of t h e  t e n t h  month and the  

f o u r t h  on the 1 5 t h  of t he  t w e l f t h  month. 

Informat ion  a t  Source.  s a l a r i e s ,.--.--- A l l  co rpo ra t i ons  making payments of 

waRes, r e n t ,  d iv idends ,  e t c .  t o  any r e s i d e n t  o r  i n d i v i d u a l  d e r i v i n g  income 

from Colorado must make an i n fo rma t iona l  r e t u r n  t he reo f  t o  t he  D i r e c t o r  of 

Revenue on o r  before  February 15 th .  By a d m i n i s t r a t i v e  r u l i n g ,  only payments 

of $100 o r  more, i n t e r e s t  of $50 o r  more, and d iv idends  o f  $10 o r  more must 

be r epo r t ed .  

W i  thhol.ding a t  Source.  Beginning J u l y  1, 1954, a l l  employers must with-  

hold from wages 4 per cent  of t he  amount withheld f o r  Fede ra l  income t a x e s .  

Reports  and payments a r e  duo from employers q u a r t e r l y  no t  l a t e r  than  t h e  

l a s t  days of A p r i l ,  J u l y ,  October ,  and January f o r  t h e  preceding  ca lendar  

q u a r t e r s .  Annual. sunmary s t a t emen t s  a r e  due by March 15th .  

-
Banks and F i n a n c i a l  - h s t i t u t i o n s .  F i n a n c i a l  i n s t i t u t i o n s ,  i n  a l l  s t a t e s ,  

r ep re sen t  a s p e c i a l  c l a s s i f i c a t i o n  f o r  t a x a t i o n .  This  i s  l a r g e l y  because 

of t h e  dua l  c h a r t e r i n g  (both Fede ra l  and s t a t e )  o f  commercial banks which 

r e q u i r e  equa l  cornpct i t ive t rea tment  i n  t axa t ion .  Congress has s p e c i f i e d  

'how n a t i o n a l  banlcs may be taxed by the  s t a t e s .  This  tends t o  s e t  the p a t t e r n  

f o r  t a x a t i o n  of a l l  competing f i n a n c i a l  i n s t i t u t i o n s .  

I n  Colorado, t h e  banks and f i n a n c i a l  i n s t i t u t i o n s  s u b j e c t  t o  t h e  s p e c i a l  

co rpo ra t i on  ( e x c i s e )  t a x  a r e  t h e  fo l lowing:  

(1) Nat iona l  banks 

( 2 )  S t a t e  banks 

( 3 )  I n d u s t r i a l  banks 



( 4 )  Morris plan banks 

( 5 )  Trus t  companies 

fhe tax  i s  i n  l i e u  of a l l  p roper ty  taxes ,  except taxes upon real.  e s t a t e .  

The d e f i n i t i o n  of m o a s  and net  income fol lows the  r e g u l a r  corpora t ion  

income t ax  law, except  t h a t  i n t e r e s t  on Fede ra l  and municipal s e c u r i t i e s  

is  included.  

The t a x  r a t e  i s  6 per  cent a s  compared w i t h  the r egu la r  r a t e  of 5 por 

cent  ( temporari ly reduced t o  4 per  cent  ) on genera l  corpora t ions .  

C S  Q u a n t i t a t i v e-A s m s  of the  Corpora t i o n  Income Tax 

Table 1 6  g ives  f i g u r e s  i n d i c a t i n g  t o t a l  corpora t ion  income t a x  co l l ec -  

t ions , ,  by yea r s  s i n c e  1939, among the  11 s t a t e s  i n  t h e  West with income 

taxes .  Co l l ec t ions  vary cons iderably  from s t a t e  t o  s t a t e  and from year  t o  

year .  However, t he re  has been a  t rend upward i n  c o l l e c t i o n s  i n  a l l  of the 

s t a t e s  s i n c e  1939, t h e  f i r s t  f u l l  year  of c o l l e c t i o n s  i n  Colorado. 

Corporat ion income t a x  revenue expressed a s  a  percentage of t o t a l  s t a t e  

tax  revenue i s  shown i n  Table 17 .  This t a b l e  i n d i c a t e s  the  ex tent  t o  which 

the co rpora t ion  income t ax  i s  s t r e s s e d  r e l a t i v e  t o  a l l  o t h e r  taxes i n  each 

s t a t e .  During the  l a s t  1 0  yea r s ,  i n  Colorado, tho percentage has f luc tua ted  

but l i t t l e ,  having been about 5 o r  6 pe r  cent  each year .  

The r e l a t i v e  p o s i t i o n  of Colorado among the o the r  1 0  income t ax  s t a t e s  

of the West, i n  1953, i s  shown i n  Chart 10. Colorado's 5 per cen t  was a 

middle f i ~ u r e  a s  compared with the  extremes of  14.3 per  cent  i n  Oregon, the 

h ighes t  s t a t e ,  and 3 .5 per  cent  i n  New Mexico, t he  lowest s t a t e .  

Table 1.8 compares the revenue from the  Colorado corpora t ion  income t a x  

with t o t a l  s t a t e  tax  revenue, with t o t a l  income payments, and with Federa l  

co rpora t ion  income t ax  c o l l e c t i o n s  from Colorado, To ta l  income payments 

a r e  considereti a f a i r l y  good index of a b i l i t y  t o  pay taxes .  According t o  

t h e  f i g u r e s  i,n Column 3, t h e  h ighes t  r a t i o  was reached i n  1949 when .34 of 
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-
TOTAL CORPORATION INCOME TAX REVENUE, ELEVEN INCOME TAX 

STATES I N  THE WEST, 1939-1953 (0009s omi t t ed )  

year- ColO, -- Calif'. Idaho Kans, Monte N*Mex* O k S a *  -- Ore '  Utah 

1948 4,620 5,647 69,181 3,061 3,142 1 ,907  1 ,011  1 ,189  8,305 16,576 2,081 

1949 5,783 5,269 75,798 3,610 3,763 2,245 1 ,415  1 ,421  9,022 20,041 3,005 

1950 5,987 2,897 74,546 3,297 3,456 1 ,678  1 ,255  1 ,306  7,893 17,017 2,584 

3953 6,535 5,378 98,428 3,500 3,644 2,615 1 ,303  1 ,351  8,289 14,538 2,485 

1952 6,121 6,257 119,386 4,064 3,790 2,284 1 , 2 7 1  1 ,391  8,850 22,071 3,227 

1953 5,515 3,444 119,107 3,518 3,284 1,610 1,080 967 8,538 18,606 2,997 

( 1  ) Estimated 

Source: S t a t e  Government F inances ,  - U. S o  Bureau of t he  Census 
\ 



T A B L E  17  

CORDORATTON INCOME T A X  REVENUE EXPRESSED AS A PERCENTAGE OF TOTAL 

STATE TAX REVENUEq ET,EVEN INCOME T A X  STATES I N  THE WEST, 1939-1953- -' - -
Year Colo. A r i z .  C a l i f .  Idaho Kans. Mont. N.Mex. N.Dak. Okla. Ore.-
1939 2.3 4.2 9.2 10.0 2.7 3.6 2.1 1.6 8.5 7.3 

1953 5.0 4.6 10.4 9.1 2.4 4.3 1.5 2.2 4.4 14.3 

Source: Ca lcu la t ions  made from d a t a  i n  -S t a t e  Finances,  U. S. Bureau of the 

\ 

Utah-
6.7 

6.0 

Census. 
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C H A R T  10 


CORPORATION INCOME TAX REVENUE EXPRESSED AS A PERCENTAGE OF TOTAL 

STATE TAX REVENUE, ELEVEN STATES IN THE WEST WITH INCOME TAXES 

State 

Oregon 

C a l i f o r n i a  

I d a h o  

U t a h  

C O L O R A b O  

A r l z o n o  

O k t o h o m  a  

~ o n \ ta n r  

K a n a 0 8  

N o r t h  Dakota 

N e w  M e x i c o  

0 8 6 o 
0 

In 9 0 

Percent a Y) IC 0- N- V)-



- ---- 

-- 

T A B L E  1 8  


C0IX)RADO CORPORATION INCOME TAX EXPRESSED BYr  TOTAL REVENUE, AND---	 7 

PERCENTAGES OF ALL STATE REVENUE, TOTAL INCOME PAYMENTS AND FEDERAL-
CORPORATION INCOME TAX REVENUE FROM COLORADO, 1939-1953. 

Colorado Colorado C o r p o ~ a t i o n  Income Tax Revenue Expressed a s  
Corporation Percentage of r 
'Income Tax Total  Colo. To ta l  lncome Fed. Corp. lncome 

year  ( l  I ~ e v e n u e  S t a t e  Revenue Payments Tax Revenue from Colo. (2)
--L 	 ---

(1)F i s c a l  yea r s  

( 2 )  F igures  s ince  1949 a r e  not  y e t  a v a i l a b l e  

Source: 	S t a t i s t i c s  of Income f o r  1949, Pa r t  11 U. S. Treasury Department; 

S t a t e  Tax Coll .ect ions,  U. S. Bureau of  t he  Census. 



I p e r  c e n t  of  tho  t o t a l  income payments were p a i d  i n  s t a t e  c o r p o r a t i o n  

income t a x e s ,  llowever, t h e  g e n e r a l  t r e n d  h a s  been upward i n  t h i s  r a t i o  

s i n c e  1939. Recent f i g u r e s  a r e  not  a v a i l a b l e  showing F e d e r a l  c o r p o r a t i o n  

income t a x  c o l l e c t i o n s  from Colorado,  However, i n  1949 Colorado ' s  c o r p o r a t i o n  

incomo t a x  r e p r e s e n t e d  1 0  p a r  c e n t  a s  much a s  t h e  F e d e r a l  t a x  on Colorado 

c o r p o r a t i o n s ,  There  i s  r e a s o n  t o  b e l i e v e  t h i s  r a t i o  h a s  d e c l i n e d  somewhat 

s i n c e  1949. 

A f i n a l  t a b l e  (No, 1 9 )  and accompanying C h a r t  11 i n  t h i s  s e c t i o n  show 

the  averaRe s t a t e  income t a x  paid  by  c o r p o r a t i o n s  i n  Colorado s i n c e  1939. 

The average  r o s e  from 4537, t h e  f i rs t  y e a r ,  t o  a  h igh of $1,614 i n  1949,  

Since t h e n  t h e r e  h a s  been  some d e c l i n e ,  t h e  average  t a x  b e i n g  $1,023 i n  

1953 a s  compared w i t h  t h e  1 5  y e a r  a v e r a g e  t a x  of  $1,000 p e r  c o r p o r a t i o n .  



AVERAGE COLORADO INCOME TAX PAID BY CORPORATIONS,-- -
CALENDAR YISARS 3.939-1 953. 

A v o r a ~ eTax Average Tax 
Year- ~ s rcorporation(]- ) -year Per Corpora t J on 

(1 

1939 $537 1947 995 

Average I.,000 
(15 y r s )  

( 1 )  Ca3 cul.ated by d i v i d i n ~ :t o t a l  income tax  col1 ec t i ons  by t o t a l  corporation 
taxable  re turns  f i l e d  each year.  
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C H A R T  I  I 


A V E R A G E  C O L O R A D O  I N C O M E  T A X  P A I D  B Y 


C O R P O R A T I O N S ,  C A L E N D A R  Y E A R S  1 9 3 9 - 1 9 5 3  


Dol l o r s  



- -- - SECTION V TI113 CULORADO INCOME TAX GENERA1, ANALYSIS 

-I-

A ,  Comparison of' Ind iv i t iua l  ant1 C o r p o r a t i o n  Income Tax ---. -

S e p a r a t e  a n a l y s e s  have been made of t h e  i n d i v i d u a l  and c o r p o r a t i o n  

incon~c t a x e s .  T h i s  s e c t i o n  c o n s i d e r s  t h e  two t a x e s  t o g e t h e r ,  comparing 

them w i  1.h each o t h e r  and a n a l y z i n g  t h e  revenue  consequences of t h e i r  com-

bincd y i e l d s ,  

Tab1 e 20 ~ i v e st o t a1 c o l l  o c t i o n s  and c o l l  e c t i o n s  by i n d i v i d u a l ,  cor-

porn t i o n  and f i d u c i a r y  r e t u r n s  f o r  t h e  y e a r s  s i n c e  1938. Most of t h e  t a b l e s  

i n  t h i s  s t u d y  show revenue by f i s c a l  y e a r s ,  IIowever, i n  t h i s  t a b l e  f i ~ u r e s  

a r e  r e p o r t c d  f o r  c a l e n d a r  y e a r s .  It may bo observed t h a t  i n d i v i d u a l s  have 

always accounted f o r  c o n s i d e r a b l y  more revenue  t h a n  c o r p o r a t i o n s ,  and t h a t  

f i d u c i a r i e s  r e p r e s e n t  a  r a t h e r  i n s i . g n j f i c a n t  r o l e  revenue-wise.  

Comparison With Other Income Tax S t a t e s  o f  t h c  West --.- --- ------
The compara t ive  revenue  importance of t h e  i n d i v i d u a l  and c o r p o r a t i o n  

income t a x e s  among t h e  11 s t a t e s  i n  t h o  West wi th  income t a x e s  i s  shown i n  

Char t  12.  I n  a l l  s t a t e s  e x c e p t  C a l i f o r n i a  t h e  i n d i v i d u a l  income t a x  i s  more 

p r o d u c t i v e  t h a n  t h e  t a x  on c o r p o r a t i o n s .  However, t h e  e x t e n t  of g r e a t e r  

p r o d u c t i v i t y  v a r i e s  c o n s i d e r a b l y .  The median s t a t e ,  New Mexico, c o l l e c t s  

t w o - t h i r d s  from i n d i v i d u a l s  and o n e - t h i r d  *om corpora t j .ons .  The p e r c e n t a g e s  

i n  Colorado cor respond  r a t h e r  c lose l -y  t o  t h i s  r a t i o .  I n  a h i g h l y  a g r i c u l t u r a l  

s t a t e ,  such  a s  North Dakota o r  Kansas,  one would e x p e c t  a h i ~ h e r  p r o p o r t i o n  

of t a x e s  from i n d i v i d u a l s  t h a n  i n  a s t a t e  which i s  i n d u s t r i a l i z e d ,  such a s  

Ca3 i f o r n i a .  

TabJo 21 and Char t  1 3  show a  cc)mparison amonR t h e  income t a x  s t a t e s  

of t h e  West from t h e  s t a n d p o i n t  o f  importance of t h o  income t a x  a s  compared 

w i t h  a 3 1  o t h e r  s t a t e  t a x  revenue .  T h i s  i s  a good i n d e x  t o  show t h e  r e l a t i v e  



-- 

CO I,OIMDO INCOMIS-TA X CO LI.ECT I0 NS , AY TYPE 0F RET IJHN 

Total  
-Ycnt  CO 1 I e c t i o n s  Indiv idua l s  Corporations F i d u c i a r i e s  

( 1  	) S i x  months on1 y. The law became o p e r a t i v e  July 1 ,  1937,  c o l l e c t i o n s  
l ) ~ ~ i  y e a r .nni  n17 t h e sullscquent 

Source: Heports o f  the  Department of Revenue, S t a t e  o f  Colorado 



REVENUE IMPORTANCE 

TAX, THE ELEVEN 

OF THE 

INCOME 

l NDlVlDlJAL 

TAX STATES 

VS. CORPORATION 

OF THE WEST, 

INCOME 

I953 

State 

N o r t h  D a k o t a  

K o n a o s  

Revenue 

%,328,000 

Individual 
h 

I 

Corporation 
1 

I 

M o n t a n a  

C O L O R A D O  

O r e g o n  62,206,000 

New M e x i c o  

I d a h o  

3,245,000 

10,224,000 

\ 
U t a h  

A r i z  o n a  

8 ,269 ,000  

9,087,000 

O k  l a h o m a l 7 , 7 1 3 , 0 0 0  

C a  l i t o r n l a  2 1 3 , 4 3 1 , 0 0 0  

P e r c e n t  



- - 

----- - 

T A B L E  21 


INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE T A X  REVENUE, 

THE E1,EVEN INCOME-TAX STATES OF WEST, 1 9 5 3 ( l )  


T o t a l  S t a t e  To ta l  Incom y2Jax Income Tax as Percentage 
S t a t e  of To ta l  Taxes - Tax C o l l e c t i o n s  Co1l .e~t i o n s  - -

Ar i sona $ 74,540,000 


Cal i f o r n i a  1,141,517,000 


CO IDRADO 111,431,000 


Idaho 38,765,000 


Kansas 137,238,000 


Montana 37,406,000 


New Mexico 70,368,000 


North Dakota 44,472,000 


Oklahoma 196,181,000 


Ore gon 129,779,000 


Utah 49,805,000 8 ,269,000 16.6
-
T o t a l  $2,031,502,000 $369,408,000 18.2 

(11 s t a t e s  ) 


( 1 )  F i s c a l  	Year ending June 30, 1953 

('? ) Tncl udes both co rpo ra t i on  and i n d i v i d u a l  income t w e s .  


\ 
Source: 	S t a t e  Tax C o l l e c t i o n s  i n  1953, - Department of Commerce, U. S. Bureau 

o f  tho  Census. 
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CHART 13 


INCOME TAX REVENUE AS A PERCENTAGE OF TOTAL STATE TAX 

REVENUE, THE ELEVEN INCOME TAX STATES OF THE W E ST, I 9  53  

State 

O r e g o n  

I d a h o  

California 

M o n t  a n  a  

C O L O R A D O  

U t a h  

A r i z o n a  

K a n s a s  
\ 

N o r t h  D a k o t a  

O k l a h o m a  

N e w  M a x  I c o  

P e r c e n t  



emnhn::j s placed  upon income t a x a t i o n .  The r a t i o  of income t a x  revenue t o  


t o t a l  revenue r a n g e s  from a  high o f  47.9 p e r  c e n t  i n  Oregon t o  a low of 


4.6 p e r  c e n t  i n  Nor Mexico. Co lorado ' s  17.1 p e r  c e n t  i s  below t h e  a r i t h -  


m e t i c  mean (18.2 p e r  c e n t )  b u t  s l i g h t l y  above t h e  median of t h e  11 s t a t e s .  


The a v e r a g e  p e r  c a p i t a  income t a x  f o r  t h e  t o t a l  p o p u l a t i o n  of t h e  s t a t e  

i s  a n  i n d e x  f r e q u e n t l y  u t i l i z e d  f o r  making compar isons  among s t a t e s  a s  w e l l  

a s  f o r  comparing t h e  same s t a t e  o v e r  a p e r i o d  o f  y e a r s .  

Tab1.e 22 shoiis ave rage  p e r  c a p i t a  income t a x  c o l l e c t i o n s  i n  1953  f o r  

t h e  11 s t a t e s  i n  t h e  West w i t h  incomo t a x e s .  The same comparison i s  shown 

i n  Char t  14.  Oregon 's  $39.03 p a r  c a p i t a  i s  more than  double  t h e  nex t  h i g h e s t  

s t a t e ,  C a l i f o r n i a ,  which i s  $18.74. Again i n  t h e  compar ison,  a s  was t r u e  i n  

t h e  p r e v i o u s  c h a r t ,  Colorado w i t h  $13.35 p e r  c a p i t a  i s  h i g h e r  t h a n  t h e  median 

s t a t e  ($11.01,  Montana) b u t  lower  than  t h e  a r i t h m e t i c  mean p e r  c a p i t a  ($16.20) 

f o r  t h e  11 s t a t e s .  The p e r  c a p i t a  i n d e x  has  a s e r i o u s  d e f e c t  i n  t h a t  no 

a l lowance i s  made f o r  r e l a t i v e  p o v e r t y  i n  some s t a t e s  a s  compared w i t h  o t h e r s .  

The p e r  c a p i t a  comparison d e f e c t  i s  a t  l e a s t  p a r t l y  overcome by r e l a t i n g  

t o t a l  income t a x  revenue  t o  t o t a l  income payments t o  i n d i v i @ a l s  i n  t h e  

v a r i o u s  s t a t e s  under comparison.  T h i s  r a t i o  i s  shown i n  Tab le  23 and Char t  

15.  The r a t i o  o f  . 8  of 1 p e r  c e n t  f o r  Colorado t e n d s  t o  s u p p o r t  and v a l i -  


d a t e  t h e  p r e v i o u s  t a b l e s  o f  comparison.  R e l a t i v e  t o  t h e  o t h e r  1 0  s t a t e s  i n  

\ 

t h e  Kes t  wi th  income t a x e s ,  Colorado p r o b a b l y  s t r e s s e s  t h e  income t a x  l e s s  

than  Oregon, C a l i f o r n i a  and Idaho ,  abou t  the  same a s  Utah, Montana and Ar izona ,  

somewhat more t h a n  North Uakota and Oklahoma, and c o n s i d e r a b l y  more t h a n  

Kansas and New Mexico. 

http:($11.01


- -- 

-- 

T A B L 8  22 

PER CAPITA INCOME T A X  REVENUE. THE ELEVEN INCUME-TAX 

S t a t e  

A r  i.z ona 

Ca l i fo rn ia  

Idaho 

Kansas 

Montana 

New Mexico 

North Dakota 

Okl a homa 

Utah 

Total  
(11  s t a t e s  ) 

STATES OF THE WEST, 1 9 5 3 ' ~ )  

Popula t ion Income Tax 
J ~ l y l , 1 9 5 2 ( ~ )  --Revenue 

859,000 

11,390,000 

608,000 

2,002,000 

591,000 

725,000 

600,000 

2,265,000 

737,000 

22,802,000 

9,087,000 

213,431,000 

10,224,000 

15,088,000 

6,508,000 

3,245,000 

4,528,000 

17,713,000 

8,269,000 

569,408,000 

Capita  
Income Tax Revenue 

$10.57 

18.74 

16.82 

7.54 

11.01 

4.48 

7.54 

7.82 

--11.22 

$16.20 

(1)  F i s c a l  year  ending June 30, 
( 2 )  Estimated by U. S.  Bureau of 

4 

1953. 
the Census. 



CHART 14 


P E R  C A P I T A  I N C O M E  T A X  R E V E N U E  T H E  E L E V E N  


I N C O M E  T A X  S T A T E S  OF T H E  W E S T ,  1 9  5 3  


S t a t e  

Doll a r s  



IN(:OFll: T A X  Hb:VIiNIJII: AS A PERCENTAGE OF INCOME PAYMENTS TO I N I ) I V I D U A I S (-- - ----
TllIq: EI.EVEN INCOME-TAX STATES OF THE WEST, 1953(')-

lncorne Paymonts Income Tax Income Tax a s  Percentage 
S t a t u- 1!)52(2)-- Col l ec t i ons  of Payments 

Cal i f  n rn i a  23,146,000 213,431 .9 

Kansas 3,400,000 15,088 .4 

Hon tana 1 , 0 0 3,000 6,508 .6 

New Mexico 965,000 3, 245 .3 

North Dakota 734,000 4,528 .6 

Ok3 a homa 2,910,000 17,713 6 

Utah I., 069,000 8,269 .8-
Tota l  $40,467,000 $369,408 \ 9% 
(11 s t a t e s )  

( 1 )  F i s c a l  y e a r  ending June 30, 1953. 
( 2 )  Calendar yea r .  

Source: -S t a t c  Tax C o l l e c t i o n s  i n  1953, Department of Commerce, U. S. Bureau 
o r  the  Census. 



- - 

CHART., 15 


INCOME TAX COLLECTIONS AS PERCENTAGE OF TOTAL INCOME PAYMENTS 

TO INDIVIDUALS, THE ELEVEN INCOME TAX STATES OF THE WEST 

State 

O r e g o n  

I d a h o  

C a l i f  o r n i o  

C O L O R  A D O  

U t a h  

A r i z o n  a  

M o n t a  n a  

N o r t h  D a k o t a  
--. 

O k l a h o m  a  

N e w  ! 4 e x I c o  

cV ( 9 0 9 9 q a q- - - - - 9 " ' t
Percen t  ( U N N  



C .  Tncoine Tax Revenue, Col o rado ,  1959-1954. 
n---

Table  24 shovs  Colorado income t a x  c o l l e c t i o n s  by f i s c a l  y e a r s  s i n c e  

1939. The f i g u r e s  i n d i c a t e  a n i n e - f o l d  i n c r e a s e  f o r  t h e  16-year  p e r i o d .  

C a l l e c t i o n s  reached  a peak of $20,255,000 i n  1952,  and have d e c l i n e d  some-

what s i n c e  t h e n .  The same t a b l e  g i v e s  f i g u r e s  i n d i c a t i n g  incbme t a x  revenue  

a s  a p e r c e n t a g e  o f  t o t a l  s t a t e  t a x  revenue .  These f i g u r e s  a r e  a l s o  graph- 

i c a l l y  shown i n  C h a r t  1 6 .  It may b e  s e e n  t h a t  f o r  most o f  t h e  y e a r s  

( e spec ia l . ly  s i n c e  1 9 4 2 )  between 1 4  and 20 p e r  c e n t  of  t h e  s t a t e ' s  t a x  

r e c e i p t s  have come from t h e  income t a x ,  The r a t i o  h a s  been remarkab ly  

s t a b l e ,  i n d i c a t i n g  t h a t  t o t a l  s t a t e  t a x  revenue  h a s  r i s e n  i n  abou t  t h e  same 

p r o p o r t i o n  a s  income t a x  revenue has  r i s e n .  

Another compar ison shown i n  Table  24 and i n  C h a r t  17 e x p r e s s e s  t o t a l  

s t a t e  income t a x  payments a s  p e r c e n t a g e s  o f  income payments t o  i n d i v i d u a l s ,  

These r a t i o s  a r e  supposed t o  be i n d i c a t i v e  o f  changes  which may be o c c u r r i n g  

i n  t h e  t a x  r e l a t i v e  t o  a b i l i t y - t o - p a y  s u c h  t a x  a s  measured by t o t a l  income 

o f  i n d i v i d u a l s  each  y e a r  under  c o n s i d e r a t i o n .  The r a t i o  was u n u s u a l l y  

s t a b l e  f o r  t h e  y e a r s  between 1940 and 1.947. S i n c e  1948,  t h e r e  has  been a 
% 

s l i g h t  r i s e  i n  t h e  r a t i o ,  t h e  peak b e i n g  1 p e r  c e n t  of  t o t a l  income payments 

i n  t h e  y e a r  1949.  

A f i n a l .  compar ison of  changes  o c c u r r i n g  i n  Colorado r e l a t i v e  t u  t o t a l  

income t a x  revenue  i s  shown i n  Table  25 and C h a r t  1 8 .  The income t a x  i s  

c x p r e s s e d  a s  a n  a v e r a g e  p e r  c a p i t a  amount by y e a r s  i n  b o t h  c u r r e n t  d o l l a r s  

and i n  cons tan t -purchas ing-power  d o l l a r s .  Thus, t h e  l a s t  column i n  t h e  

t a b l e  ( p e r  c a p i t a  t a x ,  c o r r e c t e d  f o r  g e n e r a l  p r i c e  l e v e l  changes )  i s  s i g -  

n i f i c a n t  i n  t h a t  the  t a x  r e v e n u e ,  by  y e a r s ,  i s  r e l a t e d  n o t  o n l y  t o  popula- 

t i o n  growth b u t  a l s o  t o  t h e  d e p r e c i a t i n g  v a l u e  of t h e  d o l l a r ,  According 

t o  t h e s e  l a s t  f i g u r e s  ( c o r r e c t e d  f o r  p o p y l a t i o n  change and p r i c e  l e v e l  change)  



-- 

STATE TAXES AND OF TNCOME PAYMENTS TO INDIVIDUAIS, 1939-1954.- .-	 -
Income Tax Revenue 	 Income Tax lievenue Expressed a s  Percentage o f :- - ___.

year('  )- .  

( 0 0 0 ' s  omitted ) 	 Tota l  S t a t e  Revenue Income Payments--- - - . - 	 -

(1) F i s c a l  y e a r s  

Source: Reports,  	 Colorado S t a t e  Department o f  Revenue 
S u r v e y o f- Current Rusiness ,  August, 1939-1953, Department of Commerce... 



C H A R T  16 


STATE I N COME TAX REVENUE E X P R E S S E D  AS P E R C E N T A G E  


O F  TOTAL S T A T E  TAX REVENUE, COLORADO, 1 939- 195  4 
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S T A T E  INCOME TAX REVENUE EXPRESSED AS PERCENTAGE 


OF l NCOME PAYMENTS TO INDIVIDUALS, COLORADO 1939- 1954 


h 
1 

h c o m  tax a8 percontoga 
ot Income payment 

/ 
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AVERAGE PER CAPITA INCOME TAX PAYMENTS I N  COIORAW, EXPRESSED I N  

CURRENT DOLLARS A M )  I N  CONSTANT-PURCIfASINC-POWER DOLLARS 1939-1953 

A v s h ~ e  Per capi ta  (2 ) Consumer (3  Per Capita Tax Correcte 
Year (I ax (Current Dollars ) Price Index For Price Index ChangesP4) 

2---

1951 13.82 	 ll?.0 12.45 

1 	 F i s ca l  year 
\ 

( 2  1 Calculated by dividing t o t a l  income tax revenue by t o t a l  s t a t e  p o p u l a t i o n  
each year. 

(3)  	Bureau of Labor S t a t i s t i c s ,  1947-1949 - 100. 
( 4 )  Calculated 	by dividing Average Per Capita t ax  (current d o l l a r s )  by price 

index and multiplying by 100. 



C O L O R A D O  I N O M E  T A X ,  A V E R A G E  


P E R  C A P I T A  P A Y M  E N T S ,  1 9 3 9  - 1 9 5 3  


L 

Per caplto tpx 
a A 
-0-- -\ 

0 \*- ../ # 

\ 

Constant dollars 

C 

f 
0 

/ 
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t h e  income t a x  r o s e  from $3.35 (1947-49 d o l l . a r s )  pe r  c a p i t a  i n  1939  t o  a  

high o f  $12.94 p e r  c a p i t a  i n  1949. S i n c e  t h e n  t h e r e  h a s  been a s l i g h t  

d e c l i n e  t o  $31.47 p e r  c a p i t a  i n  1953. 

D. I n c r e a s i n g  Impact of Taxes Upon Income -- F e d e r a l  and S t a t e  Combined. 

S ince  Colorado adopted t h e  n e t  income method o f  t a x a t i o n  i n  1937, t h e  

Federa l  income t a x  has s h a r p l y  i n c r e a s e d .  I n  o r d e r  t o  f i n a n c e  Second l o r l d  

F a r  e x p e n d i t u r e s ,  Federal .  p e r s o n a l  exemptions wero reduced and t a x  r a t e s  

were d r a s t i c a l l y  r a i s e d .  As a consequence, F e d e r a l  income t a x  c o l l e c t i o n s  

from Colorado r e s i d e n t s  i n c r e a s e d  s e v e r a l  f o l d .  

Table  26 i n d i c a t e s  t h e  upward t r e n d  of i n d i v i d u a l  income t a x e s  


( F e d e r a l  and s t a t e )  p a i d  by r e s i d e n t s  o f  Colorado from 1939 t o  1950. It 


may be observed t h a t  t o t a l  income t a x e s  p a i d  by i n d i v i d u a l s  i n c r e a s e d  from 


a  low of $7,864,000 i n  1939 t o  a h igh  of $171,243,000 i n  1950. Expressed 


on an average  p e r  c a p i t a  b a s i s ,  t h e  r i s e  was from $7.08 i n  1939 t o  $129.24 


i n  1950. Any c o n s i d e r a t i o n  g iven  t o  t h e  impact of t h e  Colorado income t a x  


$
shou ld  p robab ly  a l s o  t a k e  i n t o  c o n s i d e r a t i o n  t h e  impact of t h e  F e d e r a l  

income t a x .  F e d e r a l  f i g u r e s  a r e  not  y e t  a v a i l a b l o ,  i n  f i n a l  form,  f o r  

y e a r s  s i n c e  1950. 

' R.  Gnneral  Fund Revenue Importance of t h e  Incomo Tax. - . -- ---
Due t o  t h e  f a c t  t h a t  much of t h e  s t a t e  t a x  revenue i n  Colorado is 

earmarked f o r  s p e c i a l  purposes  (abou t  8 0  p e r  c e n t  of t h e  t o t a l  i n  1 9 5 3 ) ,  

t h e r e  a r e  c o m p a r a t i v e l y  few s o u r c e s  of revenue l e f t  f o r  t h e  general .  fund. 

Yet t h e  g e n e r a l  fund is  t h e  b a s i s  f o r  f i n a n c i a l  s u p p o r t  of ' t h e  s t a t e  i n s t i t u -

t i o n s  a s  w e l l  a s  t h e  g e n e r a l  f u n c t i o n s  o f  s t a t e .  government. T h e r e f o r e ,  i t  

i s  from t h e  g e n e r a l  fund t h a t  t h o  l e g i s l a t u r e  a u t h o r i z e s  a p p r o p r i a t i o n s  

and e n a c t s  t h e  s t a t e ' s  annua l  budget .  

The p r i n c i p a l  s o u r c e  o f  revenue f o r  t h e  g e n e r a l  fund  i s  t h e  income 

t a x .  S i n c e  1.947, none of t h e  r e c e i p t s  t o  t h e  income t a x  have been earmarked --



- - 
---- 
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TOTAI, FEDERAL AND STATE INCOME TAXES PAID BY I N D I V I D U A I S  I N  COIDRADO 

- 9  

A I S O  EXPRESSED AS AVERAGE PER CAPITA, 1939-1953. 

I n d i v i d u a l  Income Taxes ( 1 )  
S t a t e  Average Per  Capi ta  

-Year Colorado Fede ra l- ( 2 )  -T o t a l  ~ o ~ u l a t i o n ( ' )T o t a l  faxes  

( l h 0 0 0 ' s  omi t ted  
( 2 )  Federa l  figures a r e  not  y e t  a v a i l a b l e  f o r  yea r s  s i n c e  1950. 

Source! S t a t i s t i c s  of Income f o r  1950, U. S. Department of t he  Treasury; 
?31T953, U. S. Bureau of t he  Census; 
lnnual Repor t s ,  Col nrado S t a t e  Department of Revenue. 



--- 

a l l  such revenue going t o  t h e  genera l  fund. Current revenue sources  of 

the general. fund f o r  tho l a s t  f o u r  yea r s  a r e  shown i n  Table 27 .  

I n  1950, the gene ra l  fund depended upon the  income t a x  f o r  n e a r l y  

70 per  cen t  of  i t s  c u r r e n t  revenue. Since .than the t rend  has  been down 

s l i g h t l y ,  t h e  r a t i o  be ing  60.5 pe r  cen t  i n  1953. Thus a  very hiah Propor- 

t i o n  of revenue appropr ia ted  by the  General Assembly and s u b j e c t  t o  t h e i r  

c o n t r o l  comes fr0m.a s i n g l e  kind of t ax .  This  s i t u a t i o n  does not n e c e s s a r i l y  

imp1.y t h a t  the income t ax  i s  t o o  heavy. Rather ,  t he  i n t e r p r e t a t i o n  should 

orobablg  be t h a t  too  many o t h e r  sources  of revenue a r e  d ive r t ed  from the  

general fund because of  earmarking. 

F .  Advantages and D i s a d v a n t a ~ e s  of -t he  Income Tax -
-Advantages 

( 1 )  The argument of e q u i t y  o r  fairness-. The t a x  i s  s a i d  t o  conform 

t o  the  a b i l i t y - t o - p a y  p r i n c i p l e  of t a x a t i o n ,  a s  not  income: i s  t he  b e s t  

measure of economic wel lbe ing  of an i n d i v i d u a l  o r  Firm. I n  c o n t r a s t  w i th  

p rope r ty  and s a l e s  t a x e s ,  the t a x  i s  assessed  only when income i s  earned. 

Allowance f o r  c o s t  of  a c q u i r i n g  income i s  permitted. Moreover, t he  t a x  

t akes  i n t o  cons ide ra t i on  fami ly  s i z e  by p e r m i t t i n g  exemptions and may apply 

p rog re s s ive  r a t e s  a s  income inc reases .  A l l  these  cons ide ra t i ons  argue f o r  

f a i r n e s s  of t he  tax .  

( 2 )  The d i r e c t  t ax  a r g u m q t .  The burden of the  income t a x  i s  gene ra l l y  

no t  s h i f t e d  t o  o t h e r s ,  bu t  r a t h e r  i s  borne by the  i n i t i a l  taxpayer .  I n  

o t h e r  words, tho t a x  i s  not  hidden;  i t  i s  ou t  i n  tho open. To the  e x t e n t  

t h a t  t h i s  cond i t i on  p r e v a i l s ,  i t  becomes p o s s i b l e  t o  d i s t r i b u t e  t a x  burdens 

more f a i r l y  because t h e  t ax  " s t ays  put ."  Also t he re  i s  t h o  p r o b a b i l i t y  t h a t  

i n d i v i d u a l s  a r e  more r e s p o n s i b l e  c i t i z e n s  when t axes  a r e  d i r e c t l y  and know- 

i n ~ l y  pa id .  



--- - - 
T A B L E  27 


TAX REVENUE SOURCES OF GENEMI, FUND, COLORAW , 1950-1953(' ) 


Tax Sottrcr? 

INCOME 

SaYo.4 , Use & 
1,iquor (15%) 

I n h e r i  tanco 

Insurance 

Racing 

Other  taxes  

T o t a l  

Income 

S a l e s ,  Use & 
Liquor (15%) 

Inhe r i t ance  

Insurance 

Racing 

Other Taxes 

\ 

1950 

$16,423,994 

1,758,013 

1,661,469 

1,704,407 

645,519 

-1,480,060 

$23,673,462 

69.4 

7.4 

7.0 

7.2 

2.7 

-6.3 

(1  Fisca l .  yea r s  

Source: x o t Reports ,  S t a t e  of 

-Tax Rece ip ts  (Do l l a r s  )-
1951 1952 

$17,987,314 $1.9,161,346 

2,390,386 2,446,910 

2,019,532 2,360,411 

1,964,456 2,277 ,046 

1,312,713 1,580,945 

-1,542,859- 1,649,328 

$27,217,260 $29,475,986 

Tax Rece ip ts  (Percentages)  
195:l. 1952 

66.1 65.0 

7.4 8.0 

7.2 7 ,7 

4'. 8 5.4 

-5.7 -5.6 

Co orado. b 



(3) Taxat ion of i n t a n g i b l e s  argument. S t a t e s  have encountered extreme 

d i f f i c u l t y  i n  t a x i n g  i n t a n g i b l e  wealth ( s t o c k s ,  bonds, mortgages, no t e s ,  

d e p o s i t s ,  e t c . )  under the  p r o p e r t y  tax .  Regular  m i l l  l e v i e s  a r e  u s u a l l y  

high enough t o  be con f i s ca to ry .  Consequently, i n t a n g i b l e s  go i n t o  h i d i n g  

and a r e  not found by a s se s so r s .  Recognizing t h i s  d i f f i c u l t y  many s t a t e s  

now exempt by law a l l  i n t a n g i b l e s  from t h e  p rope r ty  t a x  and t a x  i n s t e a d  t h e  

income from i n t a n g i b l e s  under an income tax .  This  arrangement appears  t o  

be bo th  p r a c t i c a l  and f a i r .  

( 4 )  The n e u t r a l i t y  argument. The e f f e c t  of t he  t a x  upan product ion  

i s  s a i d  t o  be more n e u t r a l  than  i s  tho ca se  w i th  most o t h e r  revenue measures. 

I n  o t h e r  words, t h e  t a x  i s  sa id  t o  have a  minimum adverse e f f e c t  upon inves t -  

ment, p roduct ion  and emr>.l.oyment. The i n d i v i d u a l  income tax ,  be ing  personal  

i n  na tu re  and l e v i e d  upon a s u r p l u s  r a t h e r  than  a  c o s t ,  i s  probably l e s s  

l i k e l y  t o  d i scourage  i n i t i a t i v e  o r  d e t e r  i n c e n t i v e  t h a n  i f  an  equa l  amount 

o f  revenue were ob ta ined  from a p rope r ty ,  g ros s - r ece ip t s ,  o r  bus iness  l i c e n s e  

t ax .  Although t h i s  f avo rab l e  s i t u a t i o n  i s  s a i d  t o  p e r t a i n  e s p e c i a l l y  i n  t h e  

persona l  income t a x ,  i t  a l s o  is p r e s e n t ,  t o  a  l e s s e r  d e m e e ,  when the  corpor- 

a t e  income t a x  i s  u t i l i z e r l .  The o f f i c i a l s  of a co rpo ra t i on  a r e  probably 

l e s s  l i k e l y  t o  bo discouraged by an income t a x  which they  can d i s r e g a r d  i f  

p r o f i t s  a r e  no t  earned than when s u b s t a n t i a l  t axes ,  based upon p rope r ty  o r  

m o s s  revenue,  must be pa id  each  yea r  r e g a r d l e s s  of ea rn ings  o r  l o s s e s .  

(5)  -The non-resident  argument. F requen t ly ,  i n d i v i d u a l s  e a r n  income 

4 
i n  one s t a t e  and l i v e  i n  another .  Also co rpo ra t i ons  do ing  bus iness  i n  one 

s t a t e  may be  c h a r t e r e d  elsewhere,  o r  t h e  s tockho lde r s  of a domestic cor-

po ra t i on  may r e s i d s  o u t s i d e  t he  s t a t e ,  Moreover, many co rpo ra t i ons  conduct 

both i n t r a  and i n t e r - s t a t e  bus ines s .  I n  a l l  of t he se  s i t u a t i o n s ,  the income 

t a x ,  bo th  i n d i v i d u a l  and co rpo ra t e ,  is advantageous i n  t h a t  income can be 



taxed where earnud oven though such income goes d i r e c t l y  o r  i n d i r e c t l y  t o  

non-residont indivi .duals  o r  corpora t ions .  This  non-resident cons idera t ion  

has bcen a p r i n c i p a l  reason  why an i n c r e a s i n g  number of c i t i e s  have adopted 

an income o r  pay ro l l  t ax .  

(6) F i n a l l y ,  t he ro  i s  t he  compensatory f i s c a l  p o l i c y  argument. The 

income t a x  i n j e c t s  i n t o  t h e  economic system a d e s i r a b l e ,  automatic  counter- 

cyc l e  e f f e c t .  Economists and f i s c a l  a u t h o r i t i e s  a r e  j u s t  beginning t o  

app rec i a t e  t h i s  a d v a n t a ~ e o u s  counter-cycle  inf luence .  If t h e  i n t e n s i t y  of 

tho "boom and bus t"  phases of t he  business  cyc le  can be reduced, a  more 

s tab1 e ,  cont inuous,  and s a t i s f a c t o r y  l e v e l  of product ion and genera l  well- 

be ing  can be maintained. A s  income t a x  c o l l e c t i o n s  au tomat ica l ly  i nc rease  

du r inq  times of r i s i n g  p r i c e s  and i n f l a t i o n ,  t h e r e  is sane d e t e r r i n g  in f luence  

upon the  development of an unheal thy boom. On the o t h e r  hand, dur ing  a  

per iod of f a l l i n g  p r i c e s ,  r eces s ion ,  low product ion,  and pessimism, the 

automatic  shr inkage of tho income t a x  tends  t o  keep the  depress ion  from 

becoming a s  severe  a s  i t  perhaps would under a system of more i n f l e x i b l e  

l e v i e s  where t a x  loads  cont inue  a t  very much t h e  same l e v e l .  

Disadvantages 

d l )  The complexity of t he  t a x  argument. The income t a x  i s  not  a simple 

and easy  one to  c a l c u l a t e .  Governments usua l ly  r e q u i r e  taxpayers  l a r g e l y  

t o  c a l c u l a t e  t h e i r  own t a x  l i a b i l i t y .  Thus, f r equen t ly ,  cons iderable  time 

and expense i s  involved.  Ilowever, a s  l ong  a s  t h e  Federa l  Government has  

an income t a x  the  complexity of a s t a t e  measure may be minimized by coor-

d i n a t i n g  many phases of t h e b s t a t e  t a x  with t h e  Federa l .  

( 2 )  The a d m i n i s t r a t i v e  - d i f f i c u l t y  argument. J u s t  a s  the t a x  is  not 

e a s i l y  c a l c u l a t e d  by t h e  taxpayer ,  i t  i s  not  e a s i l y  administered by the 

government. Considerable  evasion and avoidance undoubtedly occur.  Actual ly,  



governments a s  a  r u l e  spend a  r e l a t i v b l y  smal l  amount on admin i s t r a t i ve  

expenso hut  t h i s  i s  because u s u a l l y  merely a  sample check and a l i m i t e d  

aud i t  of r e t u r n s  a r e  undertaken. Fo r tuna t e ly ,  t h e r e  appears  t o  be a con-

s i d e r a b l e  amount of b a s i c  honesty possessed by American taxpayers .  

(3) The i n e q u i t y  argument. This  i s  a  r e b u t t a l  of an argument on the 

o t h e r  s i d e .  Although i t  may be r a t h e r  u n i v e r s a l l y  admit ted t h a t  n e t  income 

is a f a i r  measure of taxpaying a b i l i t y  and t h a t  abi3. i ty  i s  a good b a s i s  f o r  

t a x a t i o n ,  disagreemont a r i s e s  r ega rd ing  the proper l e v e l  of exemptions, t ax  

r a t e s ,  d e f i n i t i o n  of income, e t c .  Therefore ,  any p a r t i c u l a r  income tax  law 

i s  l i k e l y  t o  be considered u n f a i r  by a t  l e a s t  some groups of taxpayers .  

A l e g i s l a t i v e  body when f i x i n g  the amount of t a x  exemptions o r  a  p a r t i c u l a r  

projp-ossion of t a x  r a t e s  i s  somewhat l i k e  a  r u d d e r l e s s  s h i p  a t  sea .  There 

is  no e a s i l y  provon b e s t  method of  dec id ing  what p a r t i c u l a r  f e a t u r e s  of t he  

law w i l l  be most d e s i r a b l e  f o r  a l l .  Too o f t e n ,  porsonal  b i a s e s ,  wi th  a  

conscious o r  unconscious d e s i r e  f o r  f a v o r i t i s m  toward one group, o r  p r e jud i ce  

a g a i n s t  ano the r ,  a r e  allowed t o  mot iva te  the 1 . eg i s l a t i ve  committco which 

undertakes t h e  d r a f t i n g  of an income t a x  b i l l  o r  amendment. Unfortunately 

t h i s  i n e q u i t y  which may creep  i n t o  an income t a x  may a l s o ,  t o  a  l e s s e r  o r  

g r e a t e r  e x t e n t ,  be p re sen t  i n  o t h e r  kinds of revenue measured. 

( 4 )  The i n s t a b l l i p  - of tax-yield a r ~ m e n t .  The amount of revenue col-

l e c t c d  from the  incomo t a x  f l u c t u a t e s  with the l e v e l  o f  economic p rospe r i t y  

o r  depress ion .  Consequently, t he  t a x  y i e l d  i s  not e a s i l y  pred ic ted  by budget 

a u t h o r i t i e s .  This  disadvantage is p a r t l y  overcome by having a  d i v o r s j f i e d  

t a x  systom s o  t h a t  t h e  income t a x  w i l l  not be tho s o l e  source of rovenue. 
# 

Also t h e r e  i s  the f i s c a l  p o l l c y  cons ide ra t i on  ~ r h i c h  argues t h a t  f l u c t u a t i n g  

t a x  revenue i s  rea1S.y d e s i r a b l e  i f  a "boom o r  b u s t "  appears t o  be developing, 

i n  o rde r  t h a t  extreme economic fl uc t u a t i o n  may be prevented. 



(5) The d o u b l e - t a x a t i o n  argument. It i s  sometimes though t  u n d e s i r a b l e  

and u n f a i r  f o r  a s t a t e  t o  l e v y  an income t a x  when t h e  F e d e r a l  government i s  

a l s o  t a x i n g  incomes. I f  b o t h  t a x e s  t a k e n  t o g e t h e r  a r e  e x c e s s i v e  then  i n e q u i t y  

w i l l  b e  p r e s e n t  and t h e  r e s u l . t i n g  doub le  t a x a t i o n  w i l l  be r e g r e t t a b l e .  

Rowever, i f  a p a r t i c u l a r  k ind  o f  t a x  is good i n  p r i n c i p l e ,  and i f  adminis-

t r a t i o n  i s  f e a s i b l e ,  t h e r e  i s  p robab ly  n o t h i n g  necessarily wrong w i t h  more 

t h a n  ono level .  of government u t i l i z i n ~  t h i s  same t a x .  A c t u a l l y ,  because  of 

t h o  F e d e r a l  d e d u c t i b i l i t y  a l lowance f o r  s t a t e  income t a x e s  p a i d ,  t h o r e  is 

not a s  much doub le  t a x a t i o n ,  e s p e c i a l l y  among t h e  l a r g e r  income t a x p a y e r s  

a s  may appear  on  t h e  s u r f a c e .  T h i s  d e d u c t i b i l i t y  p r o v i s i o n  is a k ind of  

F o d e r a l  s u b s i d y  g o i n g  t o  t h o s e  s t a t e s  w i t h  income t a x e s .  

(6)The underdeveloped a r e a s  argument.  The income t a x  canno t  hope t o  

succeed v e r y  w e l l  i n  backward and undeveloped a r e a s .  Unless  t h e r e  i s  r a t h e r  

widespread l i t e r a c y ,  some g e n o r a l  a b i l i t y  i n  t h e  a r t  o f  a c c o u n t i n g ,  w i l l i n g -  

n e s s  on t h e  p a r t  o f  t a x p a y e r s  t o  a c c e p t  d i r e c t  t a x a t i o n  a s  a se l f - imposed 

d i s c i p l i n e ,  i n d u s t r i a l i z e d  s o c i e t y ,  o r  a t  l e a s t  a g r i c u l t u r e  engaged i n  t h e  

p r o d u c t i o n  of  "cashw c r o p s ,  o r  f i n a l l y ,  u n l e s s  t h e r e  i s  some accumula t ion  

of c a p i t a l  and s a v i n g ,  y i e l d  of t h e  income t a x  w i l l  u sua l3y  prove t o  be 

d i s a p p o i . n t i n ~ .  
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SECTION V I  -- INCOME TAX ADMINISTRATION 

_I_ 

A.  	 General Procedure 

Di rec to r  of Revenue. Respons ib i l i t y  f o r  admin i s t r a t i on  of t he  income -
t ax  law i s  vested i n  the  Di rec to r  of  Revenue. The Direc tor  has  a u t h o r i t y  

t o  formulate  and adopi tax r u l e s  and r e g u l a t i o n s ,  not  i n c o n s i s t e n t  with 

provis ions  of t h e  Act. Such r u l e s  and r e g u l a t i o n s  a r e  v a l i d  and binding 

a s  t h e y  r e l a t e  t o  a taxpayer.  

Fxamination of Books, e t c .  The Department of b v e n u e  has power t o  

examine books, papers ,  records ,  o r  memoranda which may have a  bear ing  upon 

the va l . j d i ty  o r  c o r r e c t n e s s  of an income t ax  r e tu rn .  I f  necessary i n  o rde r  

t o  gain des i r ed  information,  the Department may subpoena a  taxpayer o r  w i t -

nesses through a p p l i c a t i o n  t o  any Judge of the  D i s t r i c t  Court o f  the S t a t e  

o f  Colorado. 

Secrecy. *11 information contained on income t a x  r e t u r n s  f i l e d  with 

the Department of  Revenue must be kept  c o n f i d e n t i a l  and s e c r e t  i n  t he  Depart- 

ment. This  secrecy  r ega rd ing  the na tu re  and i d e n t i t y  of i nd iv idua l  r e t u r n s  

( i n c l u d i n ~  co rpora t ions )  does not precludo the  pub l i ca t ion  of  incane t a x  

s t a t i s t i c s ,  so  c l a s s i f i e d  a s  t o  preserve  the  secrecy  of i nd iv idua l  r e t u r n s .  

-Determination of Tax L i a b i l i t y .  Income t a x  r e t u r n s  a r e  t o  be examined 

by tho Department of Revenue and the, c o r r e c t  amount of the  t a x  determined. 

As s e t  f o r t h  i n  t he  law, a complete procedure is  prescr ibed  f o r  review of 

t h e  t a x  r e t u r n s  and f o r  a f i n a l  de te rmina t ion  of t he  c o r r e c t  t a x  l i a b i l i t y .  

This  procedure, s t e p  by s t e p ,  i s  a s  fol lows:  
% 

1. Examination of  t he  r e t u r n  by the  Department of  Revenue; 

2. "Notice of ic ioncy"  by r e g i s t e r e d  mai l  i f  t he  department b e l i e v e s  ~ e f  

t h e r e  i s  a de f i c i ency ;  

3. H i th in  30 days of d a t e  of mai l ing  
I tNotice of Deficiency" taxpayer 



may, i n  w r i t i n g ,  r eques t  a hear ing;  

4. 	 I f  a  hear ing  i s  reques ted ,  a  da t e  f o r  same i s  f i x e d  by the  Di rec to r ,  

a t  which time the  taxpayer may p resen t  a d d i t i o n a l  evidence and argue 

h i s  case ;  

5 .  	 Upon the  b a s i s  of the hear ing ,  the Di rec to r  makes a f i n a l  de t e r -  

minat ion of t he  assessment and n o t i f i e s  the  taxpayer  wi th in  a reason-

ab le  time by r e g i s t e r e d  mai l ;  

6. 	 Within 30 days a f t e r  t he  mai l ing  of t h e  "Notice of Final. Determination" 

the  taxpayer  must e i t h e r  pay o r  appeal  t o  the  D i s t r i a t  Court; 

7 .  	 The income t a x  law p resc r ibes  the  procedure f o r  appeal  t o  the  D i s t r i c t  

Court.  

I n t e r e s t  and Pena l t i e s .  I n t e r e s t  - After  due d a t e  of any t a x  o r  d e f i c i -  
-L 

ency i n  t ax ,  t h e  unpaid amount of t a x  l i a b i l i t y  accumulates i n t e r e s t  a t  the 

r a t e  of 4per cent  pe r  month which i s  added t o  the  t a x  b i l l .  

Penal.t i  es - P e n a l t i e s  prescr ibed  i n  the law i n  a d d i t i o n  t o  t h e  3 per  

c e n t  pe r  month of i n t e r e s t  a r e  summarized i n  Tab1.e 28. 

Period of -Limitat ion.  Unless such time be extended hy waiver i n  wr i t i ng ,  

s igned by the  taxpayer and accepted i n  w r i t i n g  by the D i r e c t o r ,  assessment of 

the  t axes  and penal . t ies ,  i f  any, must be made wi th in  f o u r  yea r s  a f t e r  the 

f i l . i n g  of  t h e  r e t u r n  f o r  the t axab le  year  i n  quost i  on. 
\ 

Assessments made according t o  law a r e  v a l i d ,  and c o l l o c t i o n  may be 

enforced a t  any time wi th in  s i x  years  from d a t e  of s a i d  assessment.  

With some except ions ,  no claim f o r  refund o r  c r e d i t  i s  allowad unless  

a
appl.jcati.on i s  made wi th in  four  y e a r s  from the d a t e  of  f i l . i n g  the r e t u r n  on 

account o f  t he  t a x  i n  ques t ion .  

I n  tho case  of f a i l u r e  to  f i l e  a  r e t u r n  o r  t he  f i l i n g  of a  f a l s e  or  

f raudulent  r e t u r n  with i n t e n t  t o  evade t a x ,  t he  t a x  may be assessad and 

collected a t  any timo. 



-- 
T A B L E  28 


INCOME TAX PENALTIES 


cause ( c i v i l  ) Amount (whichever Is the *eater)  

Return, f a i l ed  t o  f i l e  $1.00 o r  5% of the  t ax  

When due, vo lun ta r i ly  $1.00 o r  5% of the t ax  

Demand, Director  $2.00 o r  25% of the t ax  

Fraudulently $25.00 o r  50% of the t ax  

Wi l l fu l ly  $25.00 o r  50% of the  tax  

Fa l se ,  w i l l f u l l y  $50.00 o r  100% of the  t a x  

Assessment paid,  beyond time 5% of the  t ax  

F a i l  t o  pay, fraudulent  50% of the  t ax  

Negligence assessment 25% of the def ic iency 

Cumulative Tota l  of a l l  due 

Cause (cr iminal)  

H i l l f u l l y  f a i l s :  Not more thang 

Make r e t u r n  one year ,  $5,000 o r  both 

Keep records  

Supply information 

Will.ful1y f a i l s  : 

Account f i v e  years ,  $10,000 o r  both 

Col lec t  

Pay Over 

Pay Tax 

Evade Tax 

Source : Regulations , Colorado Department of Revenue.-
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I f  t he  taxpayer ,  i n  h i s  r e t u r n ,  i s  d e f i c i e n t  i.n excess of 25 por cen t  

of the  c o r r e c t  amount of n e t  income, a  de f i c i ency  assessmarit may be made 

o r  a pro coed in^ i n  cour t  commenced f o r  c o l l e c t i o n  of tho atldi t i o n a l  t a x  a t  

any time wi th in  s i x  years  a f t e r  the r e t u r n  was f j l ~ d ,  

Warrants f o r  Co l l ec t ion .  If an income t au ,  o r  po r t iou  t h e r e o f ,  i s  not 

paid wi th in  60 days a f t e r  due d a t e  the Uirecfor  of IZevanuo i s  dit-ected t o  

i s s u e  a  warrant  d i r e c t i n g  t h e  s h e r i f f  of any county t o  l evy  upon and s e l l  

n t p t~h lic a u c t i o n  s u f f i c i e n t  r e a l  and pe r sona l  prnnorty ovmed wi th i  n  tb 

i . 9 1 :r 	 by such de l inquont  taxpayer t o  pay the  t a x  p lus  i n t e r a s t  and penal t i e s  . 

n .  	 Returns Fi.1sd 

Who rnust f i l e  - The fo l lowing a r e  l i a b l e  f o r  f i l i n g  r e t u r n s :  

( 1 ! Tndividual s. ---...- (a )  Every r e s i d e n t  of Col orado wi' t h a p;rc\r;s incoarr> 

7 ;  $00 o r  more, ( b )  Everg i n d i v i d u a l  who was r e s iden t  i n  Colorado 

f o r  p a r t  of t he  yea r  whose gross  income exceeds h i s  pro-rated 

exemption ($50 p e r  month), ( c )  Every non-resident wt~o received 

income from Co3.orado sources ,  (d)  For  every decedent whose gross  

income accrued t o  d a t e  o f  dea th  was $600 o r  more, a  r e t u r n  must be 

f i l e d .  

( 2 )  	-F i d u c i a r i e s  . Every f i d u c i a r y  wi th  g ross  income ( d i s  t r i b u t a h l e ,  

o r  accumulated) of 9600 o r  more. 

\ ( 3 )  Corporat ions.  Every co rpora t ion  which conducts t r a n s a c t i o n s  wi th in  

tho s t a t e ,  whether o r  not such t r a n s a c t i o n s  r e s u l t  i n  n e t  income. 
r 


C. 	 Numhor of  Returns 

Table 29 and Chart 1 9  show the number of r e t u r n s ,  both taxable  and non-

l.a?cahle, Ti led i n  tho s t a t e  for  each yea r  s i n c e  1939. There has been a 

constant  t r e n d  upward i n  the  number of taxab1.e r e t u r n s .  Unusually l a r g e  

i r i r r a a s e c  occurred i n  1949 and aga in  i n  1952. These inc reases  were l a r g e l y  



T A B L E  29 


-TOTAL STATE INOOME TAX RETURNS FILED BY CALENDAR YEARS 1939-1953 


-Year Taxable 

1939 46,567 

1940 49,157 

1941 55,195 

1942 67,906 

1943 83,079 

1944 81,755 

1945 89,308 

1946 94,320 

1947 121,657 

1948 229,353 

1949 231,946 

1950 238,247 

1951 254,229 

1952 326,963 

1953 352,417 

-NUMBER OF RE TURNS(^) 

Non-taxable Tota l-
18,524 65,091 

19,028 68,185 

24,403 79,598 

27,654 95,560 

28,594 111,673 

37,164 118,919 

37,635 126,943 

40,254 134,524 

42,214 193,871 

73,877 303,230 

83,450 315,396 

102,650 340,897 

98,918 353,147 

71,797 398,660 

81,114 433,531 

% (1) Excluding pa r tne r s  h i p  r e t u r n s  f i l e d  f o r  inf'ormat ion only, 
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C H A R T  19 

T A X A B L E ,  N O N - T A X  A B L E  AN D T O T A L  

F I L E D  I N C O L O R  ADO B Y  Y E A R S  

R E T U R N S  
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due t o  persona l  exemption r educ t ions  which became e f f e c t i v e  those  yea r s ,  

Non-taxable r e t u r n s  i nc reased  i n  number each yea r  u n t i l  1950. S ince  then 

t h e  number has  been somewhat l e s s .  Perhaps t he  r e c e n t  r educ t ion  i n  number 

of non-taxable r e t u r n s  i s  because of t he  r i s e  i n  average incomes accompanied 

by t h e  above mentioned lowering of pe r sona l  exemptions. 

Table 30 g ives  t he  number of r e t u r n s  f i l e d  by y e a r s ,  c l a s s i f i e d  by 

i n d i v i d u a l s ,  co rpo ra t i ons  and f i d u c i a r i e s .  S ince  1939 t h e r e  has  been almast  

a seven-fold (684 p e r  c a n t  i n c r e a s e  i n  i n d i v i d u a l  t axab le  r e t u r n s ,  corpora-

t i o n  t axab le  r e t u r n s  have r i s e n  by 160  p e r  c e n t j  whi le  f i d u c i a r y  t axab le  

r e t u r n s  have inc reased  about  1 4 0  p e r  cen t .  Thus, s i n c e  t h e  t a x  measure was 

f i r s t  in t roduced  the  impact o f  t h e  t a x ,  e s p e c i a l l y  a s  it a p p l i e s  t o  persons 

( i n d i v i d u a l s  ) h a s  changed s i g n i f i c a n t l y .  

Th i s  changing n a t u r e  of  t h e  individual income t a x  i s  i l l u s t r a t e d  i n  

Table  31 and Chart  20 which r e l a t e  the number o f  t axpayers  t o  t h e  popula- 

t i o n  of t h e  s t a t e .  I n  1939, the  f irst  f u l l  yea r  of c o l l e c t i o n s ,  on ly  4 

per c e n t  of t h e  people  (6 p e r  c e n t  o f  a d u l t s )  paid an  income t a x ,  I n  con- 

t r a s t ,  by 1953 almost  one- four th  of t he  people (38 p e r  cen t  of  a d u l t s )  paid 

a tax .  The change has been due p r i m a r i l y  t o  broadening of t he  t a x  base  

through lower ing  of exemptions and a l s o  t o  the  f a c t  t h a t  an upward t rend  

has  occurred i n  t h e  l e v e l  of incomes, p a r t i c u l a r l y  among lowor income groups. 

Therefore, tho  t a x  has changed from a levy  on t h e  weal thy t o  a l evy  on a 

m a j o r i t y  of householders .  This  broadening of t he  t a x  base has increased  

both  t h e  y i e l d  and the s t a b i l i t y  of  t he  t a x  a s  a  revenue measure. 

However, w i t h  the  eve r - inc reas ing  number o f  r e t u r n s  f i l e d  with t h e  

Department o f  Revenue, problems of  i n s p e c t i o n  and a u d i t i n g  have mu l t i p l i ed .  

In 1953, w i t h  n e a r l y  a ha l f  m i l l i o n  r e t u r n s  coming i n t o  t h e  o f f i c e  t he  amount 

o f  adminkt ra t ive  l a b o r  r e q u i r e d  was much more than  1 5  yea r s  e a r l i e r  when 

on1.y 65,000 r e t u r n s  needed t o  be  processed.  

- 93 -
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T A B L E  30 

TAXABLE AND NON-TAXABLE STATE INCOME TAX RETUREJS FILED BY TYPE 

-OF RETURN, CALENMR YEARS 1939-1953(') 

Tndividuals Corporations- Fiduciarx 

-Year Taxable Non-Taxable Taxable Non- axa able Taxable Non-Taxable 

\ 

( 1 )  Partnership returns 	are a l s o  f i l e d  ( for  information on ly )  but are not l i s t e d  
i n  t h i s  t a b l e .  


