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To the Citizens of Colorado:

It is with pleasure that I present to you this report on Colorado's tax structure.

The report is based on an intensive and impartial study conducted by the Tax Study Group,
composed of Dr. Eugene T. Halaas, Research Director, and his immediate associates, Dr. E. H. Plank
and Dr. Reuben A. Zubrow, assisted by a staff of economists and research analysts from the faculties
of the University of Colorado and the University of Denver.

To that Tax Study Group, I want to express my personal appreciation for this report, which
represents an effort which has resulted in one of the most comprehensive and significant tax studies
ever made by a State government.

The study was undertaken in compliance with my statement in the 1956 gubernatorial cam-
paign: "To keep pace with our ever-increasing growth, we must launch a thorough-going study of
all sources of tax revenue, projecting the revenue needs of the State, counties and governmental
subdivisions for a substantial period of years so that each source of tax revenue, principally excise,
ad valorem and income tax, may be evaluated and apportioned in the light of its effect on the
development of Colorado, together with the ability of Colorado taxpayers to support government
functions and improve the quality of administration of our taxes."

In accord with this pledge, I asked the Tax Study Group to review the total tax, revenue and
expenditure picture of Colorado, and to give us facts on: changes in expenditures caused by the
State's growth and changing economy; the revenue and expenditure history of our state and local
governments; the impact of taxation on individuals and businesses; the equity of existing State
and local taxes among various levels of taxpayers; fluctuations in revenue produced by the different
types of taxes; the responsibility of the State to local governments in maintaining revenue sources.
I also asked the group to suggest any changes that might make Colorado's tax structure more
responsive to modern conditions, and more equitable.

In short, this report presents a thorough and critical over-all review of the methods used in
financing government in Colorado. In Colorado, as in other states in the West, rapid post-war
economic development and population growth have intensified the need for public services, with
resulting increases in governmental revenue requirements. Under these conditions of change, the
maintenance of a tax structure that will be productive and equitable to accommodate the demands
of growth becomes increasingly difficult. Therefore, this factual basis for guiding fiscal policy action
is of particular and timely importance.

To all of you who are interested and concerned in good government, I commend this study as a
means for reviewing our State and local finances and for providing a basis for examination of the
expenditure and revenue changes that will help make our State a better place in which to live.





Letter of Transmittal

Honorable Stephen L. R. McNichols
Governor of Colorado
State Capitol
Denver, Colorado

February 14, 1959

Dear Governor McNichols:
In accord with your instructions that comprehensive revenue and expenditure data be assembled and

analyzed which would be helpful in the formulation of a fair and adequate system of taxation in Colorado,
I have the honor to present on behalf of the Governor's Tax Study Group this report, which includes a general
summary of findings and statement of recommendations.

Although study objectives have comprehended the entire state and local tax structure, the principal area
of analysis has been that of the State government. The essentials of the revenue structure of local governments
have not been neglected and are included wherever they were deemed pertinent to a fuller understanding of
the fiscal system of the State.

The report is the joint product of the Governor's Tax Study Group, the senior staff of which included
Eugene T. Halaas, Ph.D., Research Director of Governor's Tax Study, and Professor of Finance, University
of Denver; E. H. Plank, Ph.D., Professor of Finance and Public Administration, University of Denver, and
Reuben A. Zubrow, Ph.D., Professor of Economics, University of Colorado.

In the planning stages of the study invaluable assistance was received from Walter Heller, Ph.D., Professor
of Economics, University of Minnesota; Clyde Reeves, Ph.D., former Commissioner of Revenue, State of Ken-
tucky, and Ronald B. Welch, Ph.D., Director of Research, California State Board of Equalization. The guidance
of these nationally recognized authorities in state and local finance is gratefully acknowledged.

Generous and continuous assistance in gathering data has been furnished by the State departments and
agencies, particularly the Department of Revenue, Robert A. Theobald, Director, and John F. Healy, Assistant
Director, and Edna Bigelow and the Office of Accounts and Control, E. G. Spurlin, Controller, and Con F. Shea,
Budget Officer. The Department of Revenue did much of the statistical work requiring electronic data processing
equipment in connection with the thousands of reported tax returns used in the sample study of Colorado's
income tax. The Office of Accounts and Control assembled from the field all of the required detailed information
for projecting budget requirements of the various state agencies and institutions. Without the help and whole-
hearted cooperation of these two departments and their staffs, it would have been impossible to have developed
certain significant findings of the study.

The Tax Study Group is also greatly indebted to L. Donald Daily, Executive Assistant to the Governor,
upon whom fell much of the task of providing facilities and making contracts to secure information from sources
not otherwise available to the staff. His efforts in obtaining the cooperation of agencies in other states and of
federal offices made possible a number of vital interstate and federal-state comparisons.

In addition to the material assistance and information supplied by the several departments of the State
government, important statistical aid has been provided by the U. S. Bureau of the Census, the U. S. Department
of Labor, and the U. S. Department of Health, Education and Welfare. In addition, the highway departments
of Arizona, California, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington and Wyoming were
most cooperative in releasing to us their detailed studies of highway user taxes. Assembly of these data made
possible a definitive analysis of interstate highway user taxes in western states as presented in Chapter X of
this study.

Other sources of valuable aid and encouragement might be mentioned not the least of which were the many
communications received from citizens throughout the State. Citizen groups, business organizations and colleges
and universities have also made valuable contributions. Principal among these were the Colorado Public Ex-
penditure Council, the Colorado Municipal League, the Colorado Life Convention, the University of Colorado,
and the University of Denver.

I wish to express to you our sincere appreciation for the opportunity which has been afforded us to work
independently as a group in our research effort. At no time has there been any indication of any intent, official
or otherwise, to influence the direction taken or subject emphasis made during the course of the analysis.
The conclusions here arrived at represent the unanimous judgment of the staff based upon the evidence that
this study has provided.

Respectfully submitted,

EUGENE T. HALAAS, Research Director
Governor's Tax Study Group
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OBJECTIVES OF STUDY, GENERAL SUMMARY
AND CONCLUSIONS

Objectives of Study
Colorado's continuous economic and popula-tion expansion, particularly marked in the post-war years, has correspondingly increased theneed for public services and facilities both in

amount and variety. This in turn has resultedin a greatly increased per capita tax load
reflected in sizable rate increases in the general
property tax and by the addition of new taxes.
The adjustment of revenue (and expenditure)policies to growth, both in terms of the amountof taxes collected and the kinds of taxes used,has been determined basically by the nature ofthe State's economy and the particular needsof the people living in the State. However, inColorado, as in many other states, these deter-minations have at times been importantly in-fluenced by considerations of expediency, politi-cal change and group pressures. It could wellbe expected, therefore, that distortions andInequities have developed that can only be seenin the context of the state and local tax struc-ture as a whole. Accordingly, this study isoriented on a broad base in which all taxes areexamined individually and in relationship toeach other. As such it is designed to provide asource of information for increased public un-derstanding of the tax structure of Colorado,thus facilitating its revision and improvementas an instrument for meeting both the immedi-ate and long-term revenue demands of growthas these can be presently foreseen.
Procedurally and by specific lines of inquiry,the study objectives may be stated in theseterms:
(a) To review the nature and growth poten-tial of the State's economy which condi-tions both the magnitude and pattern ofpresent and future public expendituresand revenue requirements.
(b) To examine the organizational structureof state and local government whichaffects both the cost and adequacy ofpublic services.

To present historically for both state andlocal government and in comparison withother states, total expenditure and rev-enue trends including particular taxescurrently used.
(d) To generally define and measure theover-all state and local "tax burden" asit applies to individuals and as a factoraffecting the location and developmentof industry in Colorado.

(c)

(e) To evaluate individual state and local
taxes (including rates) and the tax struc-
ture as a whole in terms of:
(1) Their fairness in the distribution of

the tax burden among individuals
and business enterprise, and,

(2) Their capacity to produce a steady
and adequate revenue for the future
estimated needs of both state and
local government.

To examine critically state and local re-
lations insofar as these bear upon the
responsibility of the State in providing
local government with revenue sources
commensurate with functions assigned.

(g) And, in the light of the above analyses
to draw conclusions and to suggest such
changes in the tax structure and fiscal
policy as would appear to be necessary
to remove inequities in the tax burden,
and to produce such additional revenues,
as might be indicated by Colorado's cur-
rent and anticipated future growth de-
mands.

(1)

General Summary

The following summary of the main report
contains both descriptive highlights of the
analysis as well as the principal findings relat-
ing to each of the principal subjects of the study.
These are presented in logical order by chapter
title and number as noted.

The Economy of Colorado (Chapter I). Colo-
rado's rate of population growth has consistently
exceeded that of the country as a whole. As such
it reflects the larger continental trend toward
the West which has been observed since the
beginning of the nation's history. Most recent
estimates show a total population in Colorado
of 1,612,000 for 1956. This represents a 22
percent increase since 1950—a rate of gain ex-
ceeded by only five other states. It is signifi-
cant that of the ten states in the union showing
the largest increases for this six-year period,
five were Mountain States.

Despite impressive growth rates, Colorado is
still sparsely populated ranking seventh among
the forty-eight states in land area but thirty-
fourth in population. Population growth has not
been distributed uniformly, however, but has
tended to concentrate in the large urban areas
and particularly in the Denver Metropolitan
Area which, in 1956, accounted for 45 percent
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of the State's total population. In 1930 the com-

parable ratio was 34 percent.

Apart from its growth and distribution other

noteworthy features of Colorado's population

are (1) a higher than national-average ratio of

persons in the lower age group, (2) an average

ratio of persons in the age category 65 years

and over, and (3) a substantially better than

national average educational achievement meas-

ured by both the "median school years com-

pleted" and the "ratio of population with four

years of college training." All add up to an

effective labor force and a cultural setting con-

ducive to progress.

Colorado's economic well being measured by

per capita personal incomes shows a better than

average rate of growth. In 1957 personal income

totalled $3.3 billion, a figure which exceeded by

73 percent the corresponding total for 1950 and

by 420 percent the aggregate reported for 1929.

After eliminating the effects of inflation these

gains, on a uniform purchasing power basis,

were 48 percent and 217 percent, respectively.

As an approximation it can be said that the

"real" productivity of the State as a whole was

about 50 percent greater in 1957 than in 1950

and slightly more than 200 percent over what it

was in 1929. For the country as a whole the

comparable real gains were somewhat lower or

at the rates of 31 percent and 146 percent, re-

spectively. In per capita terms Colorado's

income of $1,996 in 1957 was slightly under the

national average of $2,027. It was higher how-

ever than that of thirty-two other states includ-

ing the Mountain States excepting Wyoming

and Nevada.

Colorado's economic growth, most marked

over the past decade and a half, has had its basis

in a sustained employment increase which is

estimated at 239,403 for the period from 1940 to

1956. Specific industrial sources of these new

jobs were the service industries which ac-

counted for 37 percent; trade, 25 percent; con-

struction, 13 percent; manufacture, 14 percent

and unclassified sources the remainder or 11

percent.
Aside from its definite metropolitan bias, 60

percent of the new jobs originated in the Denver

area, the over-all 1940-1956 employment increase

had no outstanding single industry attraction

such as a new oil development or similar

episodic event that might have accounted for the

sizable advance that was made. On the con-

trary, and despite some decline in agriculture

and mining, employment increases covered a

broad industrial front in which the traditional

"agricultural-trade-service" pattern was largely

retained. Manufacturing while gaining rather

substantially in number of workers did not

materially increase its relative employment

position.

Assuming no fundamental change in the in-

dustrial pattern, the future growth of the State's

economy is therefore contingent on the develop-

ment of its existing extractive, trade, service

and manufacturing functions. Of these, manu-

facturing presents the greatest potential if for

no other reason than that it is by all odds the

most underdeveloped sector in the economy of

the State. However, distances to markets

hamper growth, notably in the case of heavy

industry producing for national markets. But

by the same token, the locational factor has

given strong impetus to the growth of local

manufacturing oriented to the large regional

market of the West. Coupled with this has been

the development of specialty products of high

value and low bulk. Aggregatively these ad-

justments in a comparatively isolated area

account for the substantial increase in manu-
facturing which has occurred in Colorado in
recent years. It is also along these lines that

manufacturing in the region may be expected

to advance in the future.

Agriculture and mining are both more or less
stabilized industries and little, if any, employ-

ment change may be expected here. Agriculture

remains, however, the principal single indus-

trial source of employment in the State and as

such its continued development is crucial to

the progress of the entire economy. Increased

agricultural production rather than increased

employment may be expected with water the

principal limiting factor. Mining, on the other

hand, is expected to show little change, at least

in the short run, with large gains from oil shale

development likely in the long run.

Trade and services combined continue to con-

stitute the larger part of the income and em-

ployment base with the Denver Metropolitan

Area forming the central core. Slow growth is

inherent, however, in both these lines since

they tend in large degree to follow rather than

to lead population and income advances.

On the basis of all aspects of the State's eco-

nomic structure, as presently constituted, a

steady but better-than-average trend line move-
ment of population, employment and income is

envisaged in which the "western movement"
of peoples is a basic causal factor that cannot

be denied. Population projections of the Bureau

of the Census show for Colorado an estimated

population of 2,197,000 by 1970 or an increase

of 40 percent over the estimated population in
1955. By Census prediction also, this rate will

exceed that of any other Western state except-
ing Nevada, Arizona, California, and Utah.

Moreover, the Mountain States group, with an
estimated growth rate of 44.4 percent, is ex-
pected to grow faster than any other region

excepting the Pacific Coast States.
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Coincident with population growth new job

m 

sare expected to increase to a total of approxi-
ately 843,000 by 1970, or a gain of 234,000 jobsover 1956. Similarly, it is estimated that per

capita personal incomes will increase from$1,870 in 1956 to $3,403 by 1970 or at the rateof 82 percent. Comparable projections for thecountry as a whole show changes from $1,961to $3,255 or at the rate of 66 percent.
In conclusion, Colorado's problem of financing

government in the future, unlike that of manystates, is not one of finding ways and means forretaining its population and preserving its taxbase but one of finding appropriate ways and.means for supporting enlarged government asits employment and population continues togrow at a better-than-national-average rate.The nature of Colorado's economy, whose in-dustries and natural resources are more diversethan any other state in the union, magnifiesnot only the task of determining the right pat-terns of public service but patterns of taxationas well. It is in this setting of variety anddynamic change that a state-wide fiscal policymust be formulated.

The Structure of Government in Colorado(Chapter II). In addition to state governmentproper, governmental services in Colorado areperformed by 1,675 separate governmental unitsconsisting of 63 counties, 245 municipalties, 936school districts and 431 special improvement dis-tricts. All, as separate government entities, de-rive their legal authority from the State. Intheory and practice their existence acknowl-edges the fact that government at the "grassroots" is essential for the effective administra-tion of the State's function in all its variousparts.

At the State level the administration of gov-ernment is performed by 138 agencies variouslydesignated as "offices," "departments," "divi-sions," "bureaus," "boards," and "commissions."Each is a separate legal entity established bylaw and differing only in degree of individualresponsibility and independence of supervisoryauthority. Some agencies are included in larger"agencies" or "departments" and "divisions"which may exercise considerable control whileothers may be grouped within, or merely identi-fied with a department or division which exer-cises little or no central control.
At the local level, county governments, func-tioning primarily as arms of the State, are ad-ministered by a standard or traditional comple-ment of elective offices, more or less independentof each other as well as the central administra-tive body of County Commissioners. To achievelocal autonomy and flexibility in the manage-ment of local affairs not possible by countygovernment, local government in Colorado finds

its fullest expression in its municipalities, school
districts and special improvement districts all
of which have the power to tax and to spend.
Viewed critically, Colorado's structure of

government presents areas of weakness that
are probably inherent in the traditional pattern
of state and local organization and administra-
tion as it has developed in this country. At the
state level, a perennial sore spot is the con-
glomerate of statutory administrative agencies
which tend to duplicate functions and to diffuse
control and responsibility to the point where
central direction is severely weakened. Stu-
dents of government have long advocated a
consolidation of agencies in major departments
directly responsible to the Governor.
County government in Colorado, as elsewhere,

is undoubtedly antiquated and needs re-exam-
ination. Rapid population increase in some coun-
ties has created new demands upon counties and
a degree of flexibility in their operation not pos-
sible under existing law. Conversely, population
decline in other county areas has reached a point
where boundary revision is mandatory if "econ-
omy in government" is to have any meaning at
all.
Other governmental units at the local level—

municipal, school and special districts—present
organizational problems somewhat distinctive
yet interrelated by common purpose of provid-
ing, singly or in combination, a full complement
of needed local governmental services. Primary
of the municipal problems is the so-called
"fringe area" problem of the larger cities and
the associated question of the role of fringe areas
or "metropolitan special districts," whose de-
velopment tends to block logical expansion of
municipal boundaries to accommodate growth.
And finally, Colorado's present number of 838
school districts (exclusive of high school and
junior college districts) in which there are still
183 one-teacher schools clearly point to the need
for more consolidation.

Expenditures of State and Local Government
(Chapter III). From 1946 to 1956 combined ex-
penditures of state and local government in-
creased from a total of $106 million to $382
million, or at the rate of 260 percent. Paralleling
and, in large degree, explaining this sharp
advance was a population increase of 38 percent
and a general price rise of 65 percent. If ad-
justments are made for these latter changes,that is, by expressing expenditures in per capitaterms and in uniform purchasing power dollars(in this analysis in terms of the 1956 dollar) , theper capita expenditure totals for 1946 and 1956amount to $145 and $237, respectively, or anincrease at the rate of 63 percent. Adjusting
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further to differentiate between operating and
capital expenditures the results then read as
follows:

Percent increase
1946 1956 1946-1956

Operating $131 $181 38
Capital 14 56 300

Total 145 237 63

From this more refined base of reference, it
will be seen that state and local government
spent 38 percent more per person in "real"
terms for operating purposes in 1956 than in
1946 and 300 percent more for capital items. If
expenditures can be viewed as having their
counterpart in services or capital values ac-
quired it can be said that 38 percent more in
real services and 300 percent more in capital
values were received per person in 1956 than
in 1946.
Whether or not the average person in Colo-

rado was getting these additional services and
values from the current public dollar spent is,
of course, a matter of individual judgment.
About all that can be said is that with due allow-
ances for the limitation of the adjustment tech-
niques used, the over-all increases do not appear
to be out of line with present levels of public
services received as compared with 1946. Al-
though memories are short, it will be recalled
that the immediate post-war years were marked
by extreme shortages in both the private and
public sectors of the economy. The large
changes that have taken place since then in both
the number and variety of available consumer
goods and services and such capital items as
highways, schools and other public facilities are
universally recognized.
The broader purposes for which the public

dollar is spent in Colorado are readily identified.
In 1956, 38 percent of aggregate disbursements
were directed to educational uses; 22 percent
to welfare, and 19 percent to highways. The
remainder, or 22 percent was committed to a
wide variety of other purposes. The notable
fact is that education, welfare, and highways
together accounted for nearly 80 percent of
public expenditures in the State.
The "big-three" functions of government in

Colorado deserve more than catch-phrase atten-
tion, for it is here, and here only, where major
reductions in government expenditures and,
therefore, taxes can be made. What the possi-
bilities are for substantial cost savings in these
vital areas of public service and what public
reaction might be to any steps taken in these
directions is quite another matter.
In the comparison group of eleven Western

States, Colorado's per capita expenditures of
$217 in 1953 (the latest date for which compara-
tive data are available but which are believed
to be reasonably representative of current rela-
tionships) placed it in 6th position in the
Western State comparison, being preceded by

Nevada, Oregon, Montana, Wyoming and Cali-
fornia. In 1942, Colorado occupied 5th position
reading from high to low, being preceded by
Nevada, Montana, Wyoming and California.
Per capita total expenditures in all Western
States were substantially above the national
average, both in 1942 and 1953—a fact which
may be attributed in part to the relatively low
population density of the West.
In further detail Colorado in 1953 spent more

per capita for "welfare," "public safety," "sani-
tation" and "health and hospitals" than the
general average for the eleven Western States.
Conversely, it spent less than the average for
"highways," "education" and "all other."
In rank order, which changes the picture only

slightly, Colorado ranked 1st in per capita ex-
penditure for both welfare and hospitals; 4th in
expenditures for both public safety and sanita-
tion; 5th for education; and 9th for both high-
ways and all other.
Colorado's expenditure pattern differs most

widely in its expenditures for welfare. In 1953,
per capita welfare payments in the State
amounted to $40.05, which exceeded the general
average of all eleven Western States by $18.06.
It also was over the national average by ap-
proximately the same amount, or by $18.43.
If, for instance, Colorado's outlay for welfare
had been the same as the Western State average,
its total per capita expenditure of $217 for all
purposes in 1953 would have been reduced to
$199. In rank order, this total would have
placed Colorado in 9th position rather than in
6th. A similar computation for 1942 would
drop Colorado from 5th to 10th place in the
eleven-state comparison.

Tax Revenues of State and Local Government
(Chapter IV). Colorado's combined state and
local tax bill in 1956 amounted to $276 million—
a total nearly four times its corresponding total
in 1940 and nearly three times the figure re-
ported for the first post-war year, or in 1946.
If allowance is made for population growth and
price inflation, that is, if taxes are expressed
in per capita dollars of uniform purchasing
power, the resulting per capita figure of $171
for 1956 is only one-third greater than it was
in 1940 and about one-half again as large as in
1946. Moreover, combined state and local taxes
took, on the average, less out of personal income
in 1956 than in 1940, the respective ratios being
9.2 percent and 11.7 percent.
Unfortunately for state and local fiscal policy,

which must compete with the federal govern-
ment for the public tax dollar, the over-all tax
bill—federal, state and local—on a per capita
price-adjusted basis is currently nearly three
times as great as it was before the war. Cur-
rently also, it takes 27 percent out of total
personal income as compared with 17 percent
in 1940.
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Compared with all other states and on the
basis of 1953 data (which is the latest date for
Which comparable information is available)

icombined state and local taxes in Colorado, n
terms of per capita taxes and measured as a
percent of income, are high, ranking 8th and12th, respectively. For 1953, for the eleven
Western States only, Colorado's per capita taxtotal was slightly over the median average. Inrank order Colorado placed in 5th position inthe eleven-state array while its ratio of taxesto personal income was the second highest.
Colorado's combined state and local tax struc-ture rests heavily upon the general property taxbase which, in 1956, accounted for 48.66 percent

i
of total state and local tax revenues. Next n
importance were various taxes based on ex-
penditures or consumption (including the high-way user group) which accounted for 38.32 per-cent while income and "all other" taxes ac-counted for the remainder or 9.44 percent and3.58 percent, respectively.
Although the individual parts—state, county,school districts and municipalities—make upthe whole, the tax structure of these individualgovernmental units vary in marked degree. Forexample, in 1956 state government obtained only7.68 percent of its total tax revenues from thegeneral property tax, but 67.81 percent from itsconsumption taxes, including the highway usergroup, and 18.75 percent from the income tax.On. the other hand, the counties and school dis-tricts derived their entire tax revenue fromgeneral property while the municipalities ob-tained 68.66 percent from this source.The complex of these arrangements, in whichproperty and consumption expenditures are theprimary bases of revenue support, has resultedin a state-local tax system which can be gen-erally regarded as being essentially regressive.In other words, on the whole, state and localtaxes tend to weigh more heavily on the lowerincome groups than the other way around.In the main, the kinds of taxes used at boththe state and local levels differ little betweenthe Western States. In general, local govern-ments depend heavily upon the property tax;the states much less so. On the other hand, forstate governments "special" taxes present pointsof difference both in kinds of taxes used as wellas degrees in which they are used. Of the majorof these, namely the income and sales tax, onlythree states—Wyoming, Washington and Ne-vada—exclude the income tax, while the generalsales taxes are absent in Montana, Idaho andArizona. Similarly, only three states—Colo-rado, Oregon and California—exclude a specialtax on tobacco.
Finally, the question as to whether the over-all tax burden in Colorado is greater or lowerthan elsewhere must remain largely un-answered. Important as this question is froma policy standpoint, there is no quick or simple

answer. Although customary "indices" of the
"tax burden" based on per capita totals and
the ratio of taxes to personal income would
place Colorado well above the national average
and perhaps at a median position in respect to
the eleven Western States, such indicators are
by no means conclusive. As averages these
measures cannot tell how the burden is dis-
tributed nor do they disclose values received
in return for the tax dollars paid. Similarly,
the impact of taxes on business development is
not readily ascertained. Although a tax climate
favorable to business is unquestionably a factor
of importance this too must be seen in its proper
perspective.

The Influence of State and Local Taxation on
the Location of Industry (Chapter IV—Appen-
dix Note). A multitude of factors, both eco-
nomic and non-economic, play a role in the
location of industrial activity, and therefore, a
generalization concerning the significance of
any one factor must be made with certain cau-
tion. Moreover, the importance of any one
factor must be discussed in terms of other
location factors and not in an isolated or abso-
lute sense.
Although there is controversy regarding the

locational importance of taxation, it is gener-
ally agreed that the major general factors influ-
encing industrial location are market orienta-
tion, availability of materials, and labor con-
siderations. The lack of agreement concerning
taxation is due in large part to difficulties
inherent in the problem. The seemingly easy
task of measuring tax burdens between two
given areas becomes extremely complex when
consideration is given to differences in tax rates
and bases, types of taxes employed, enforcement
procedures, collection policies, and relationships
between various taxing jurisdictions. Moreover,
accounting for the benefits received from gov-
ernment expenditures and attempting to locate
the elusive incidence of various taxes provide
problems which are essentially insoluble. Hence,
the nature of the problem is such that con-
clusive and precise evidence is virtually impos-
sible to obtain.
While there are numerous approaches to the

question of the locational significance of taxa-
tion, one analytical method is to examine each
area of economic activity and attempt to exclude
those areas where taxes appear to exert little
if any influence. Hence, it is reasonable to dis-
miss agriculture, mining, construction, govern-
ment, transportation, communications, public
utilities, and real estate as areas in which taxa-
tion is of little locational significance. In addi-
tion, few service and trade organizations could
attach a great deal of importance to taxation
although it would be unreasonable to dismiss
categorically all firms in these areas. In the
field of manufacturing, there are undoubtedly
many firms which are locationally restricted by
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their manufacturing process or the nature of
their product. It appears that few firms possess
sufficient locational freedom that substantial
consideration can be given to taxation as a
location determinant. While this approach can
provide little insight into what proportion of
these firms actually premise their location de-
cisions on levels of taxation, it does indicate
that even if they all did, a major portion of
national income would nevertheless be gener-
ated by industries in which taxation exerts
little locational influence.
Another approach to the problem is to con-

duct inductive studies which involve personal
interviews or the use of questionnaires directed
at business executives. While most of these
studies are subject to certain limitations and
criticisms, in total they indicate that state and
local taxes are a relatively unimportant loca-
tion factor. In addition, two studies conducted
specifically in the Colorado area reach similar
conclusions, one study ranking the importance
of state and local taxes 27th in a list of 30 loca-
tion factors.
In summary, while the available evidence is

somewhat less than conclusive it does suggest
that, in general, state and local taxes exert less
locational influence than a magnitude of other
factors; and, that the frequently-made assump-
tion regarding a simple direct relationship be-
tween a "favorable tax climate" and rapid eco-
nomic growth cannot be defended.

State Government Finance (Chapter V).
From 1946 to 1957 Colorado's state government
expenditures (including payments to counties
and cities) increased from a total of $57 million
to $238 million, or at the rate of 315 percent.
For the shorter period, from 1950 to 1957, the
increase was from $130 million to $238 million
or at the rate of 82 percent. In per capita "real"
terms, that is, in constant purchasing power
dollars, total state government outlay in 1957
was 70 percent greater than in 1940 and 8 per-
cent greater than in 1950. In 1957 also, nearly
90 percent of total expenditures were for three
principal purposes, namely, welfare, highways
and education.
On the revenue side, taxes collected by the

State were, in 1957, approximately three times
what they were in 1946, having increased from
$49 million to $149 million, or at the rate of 200
percent; while for the more recent period from
1950 to 1957 taxes increased from a total of $86
million to $147 million, or at the rate of 72 per-
cent. On a per capita basis in uniform purchas-
ing power dollars taxes show for 1957 an in-
crease of 114 percent over 1946 and a 37 percent
increase over 1950.
Comparatively, per capita state taxes in Colo-

rado were below both the general and median
average for the eleven Western States. Simi-
larly, the ratio of Colorado state taxes relative
to state personal income was less than the gen-

eral average but coincided with the median
average of the Western States.

Sales, highway user and income taxes con-
stitute the principal sources of revenue of state
government in Colorado. In 1957 these accounted
for 77.95 percent of total tax revenues. Viewed
generally, the so-called "consumer taxes" (sale:
liquor, highway user, insurance and pari-mutuel)
accounted for 67 percent and general property
8 percent of total State tax revenue. In this
sense, the tax structure could be regarded as
predominantly regressive in nature—a feature
which characterizes state taxation in the West
generally.
Approximately 80 percent of the State's total

revenue is earmarked—a fact which not only
explains the existence of 190 "cash" funds (in
addition to which there are 101 other funds or
a total—"cash" and "all other" funds of 291) ,
but explains also (in a basic sense) the current
plight of the General Fund. As a kind of a
residual legatee of State revenues, the General
Fund is under severe pressure due to growing
expenditure requirements for school aid and the
enlarged needs of the State colleges and uni-
versities and other state institutions. Projected
general revenues and expenditures to 1965
indicate the immediate need for a sizable in-
crease in revenue to avoid future General Fund
deficits. The following tabulation based on four
different assumptions or projections show rev-
enue and expenditure differences for the fiscal
years 1960-1965 as follows:

Estimated Current Revenue Surplus (±)
or Deficit (—)

Year Projection 1
millions

Projection 2
millions

Projection 3
millions

Projection 4
millions

1960 8-13.8 8-24.4 8— 6.4 8-16.9
1961 —13.9 —24.9 — 6.0 —17.0
1962 —12.5 —23.9 — 4.1 —15.6
1963 —10.7 —22.6 — 1.9 —13.8
1964 — 8.5 —20.8 —11.6
1965 — 6.2 —18.8 t 3:75 — 9.1

Not included in these totals are estimate
expenditure requirements for new building
which would add to General Fund deficits (a
variously estimated above) annual amount
ranging from $457,000 to $1,580,000 exclusiv
of the total of $19,036,000 projected for 1960.
The foregoing outlines the large revenue

problem faced by the State Assembly for 1960
and the immediate years thereafter. How effec-
tively it will be resolved will, in large degree,
depend on judgment in the selection of the
appropriate priorities and timing of expenditure
needs but more importantly on the selection
of the particular means used to finance them.

Essentials of a Sound Tax System (Chapter
VI). The recognized standards of a sound tax
system include: (1) productivity; (2) equity in
the distribution of tax burdens; (3) a recog-
nition of the rights and problems of taxpayers;
and (4) adaptability of the tax program to the
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immediate and long-range needs of the economy
as a whole. From a practical standpoint the pro-
ductivity requirement means that the yield of
individual taxes and the entire system must be
predictable within reasonable limits, and that
certain major tax sources must be sufficiently
flexible in structure and rates to handle the
rising costs of government. The possibility of
effective and economical administration is
another facet of the productivity problem.
Equity in the distribution of tax burdens is a

universally accepted goal, but the full ramifica-
tions of the concept are seldom understood.
Basically, equity in taxation is dependent upon
a series of social judgments concerning the ex-
isting and future economic relationships be-
tween individuals, family groups, business en-
terprises and other private organizations.. Rec-
ognition of the complexity of the problem is the
first step. The crucial elements are the social
decisions as to the best approach or approaches
to the distribution of tax burdens and the most
appropriate measures of implementing them.
Two broad theories concerning the distribu-

tion of tax burdens are presently accepted and
applied with varying degrees of qualification by
tax economists and those concerned with the
formulation of tax policy, namely, the ability to
pay principle and the benefits received standard.
While the preponderance of opinion favors the
ability principle, a limited application of the
benefits standard is generally thought to be de-
sirable.
The ability to pay concept is socially oriented.

That is, it involves a determination of the cur-
rent economic position of the individual and
business organization, the essential demandsupon their resources for living and other costs,and, consequently, the actual capacity remain-
ing, if any, to pay taxes. Net income is regardedas the most reasonable and effective measure of
taxpaying ability with property or accumulated
wealth as a possible supplemental standard. Inthe case of individuals, at least, it is generally
assumed that the taxpaying ability reflectedby net income in excess of absolute subsistence
requirements increases on a progressive basis.
The benefits received doctrine rests upon thebroad proposition that the cost of governmental

services should be apportioned among indivi-duals and business organizations on the basis ofthe relative benefits which they enjoy. Essen-
tially, it is the quid pro quo method of financing,and contemplates that the government wouldoperate like a huge, private supermarket withthe prices clearly marked on each item.
As a general approach to the distribution of

governmental costs the benefit principle isclearly unacceptable. It disregards the primarysocial purpose of many public programs, andwould deny their use to those who could notafford to pay the full cost. Furthermore, it isimpossible from a practical standpoint to deter-

mine the individual benefits derived from some
of the most important governmental programs
such as national defense or security. The proper
role of benefit financing, therefore, is necessarily
a restricted one. In fact, it is only in those areas
where the government actually functions in a
manner comparable to a private or commercial
enterprise that the benefit principle has a
wholly logical application. Apart from govern-
mentally-owned utilities the most significant ap-
plication of the direct benefit standard today is
the financing of highways and streets. The use
of the special benefit approach in this instance
is believed to have merit, though it is subject to
significant limitations.
Equity in taxation, therefore, requires a pre-

dominant emphasis upon the ability standard
supplemented by a limited application of the
benefit principle under the special conditions
noted. Judgment and moderation must be exer-
cised in the use of both approaches. Extreme
progression under the net income tax may un-
duly curb the incentive to save and invest funds
by high income groups. Similarly, an overem-
phasis upon the benefit standard may place op-
pressive burdens on the low income classes and
thereby curb their incentive or capacity to pro-
duce and to consume.

Finally, it must be recognized that the federal
government occupies a primary position in vir-
tually all phases of public financial policy.
Considering the magnitude of its revenue needs
the choice of federal tax sources clearly is the
principal determinant of the effects of public
revenue programs. The emphasis placed upon
personal and corporate net income and certain
sales and excise taxes serves as a possible model
for state action, but also may tend to delimit the
scope of state policy. Double or multiple taxa-
tion of a given base should be considered in ap-
praising the equity and productive potential of a
given source. However, it is the latter elements
that are important, not the duality of use. Al-
leged saturation of the net income tax base, for
example, is a delusion in the light of its funda-
mental character and accepted merits. Certainly
the use of less equitable tax forms worsens
rather than improves the economic effects of a
given level of taxation.

Property Taxation (Chapter VII). The gen-
eral and other forms of the property tax are
presently a minor source of state financing but
are still the mainstay of local finance. Colorado
obtains nearly 8 percent of state tax revenues
from property levies which is over two times
the national average of 3.3 percent. However, the
eleven Western State average is 7.5 percent.
Decreasing reliance on the property tax for state
purposes is the direct outgrowth of the develop-
ment of new state sources (highway user, sales
and income levies) and the critical pressure
upon local units of finance expanding service
needs.
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The theoretical justification for the property
tax is rather confused and has been seriously
questioned by tax experts. However, it is sup-
ported both as a charge for benefits received
and as an index of taxpaying ability. In the first
instance it is alleged that property owners are
the beneficiaries of certain basic public services
such as fire and police protection and the ad-
ministration of justice, and that they may be ap-
propriately taxed to pay for a part of the cost.
Secondly, property ownership is said to evidence
taxpaying ability. While both concepts have
some element of validity, it is obvious that prop-
erty does not constitute a direct or complete
measure of benefits, and it is even less reliable
as a measure of ability to pay. The principal
reasons for the continued use of the property
tax, therefore, are practical rather than theoret-
ical. It is a good revenue producer, receipts are
relatively stable; the tax is generally acceptable
to the people; and no suitable replacement has
been developed on the local level.

Colorado employs the general form of prop-
erty tax insofar as the application of uniform
rates is concerned. The tax applies to all types
of real and personal property except those ex-
empted by constitutional provision. The ex-
cluded classes of property include the typical
governmental (federal, state and local) reli-
gious, educational and charitable uses plus in-
tangibles and tangible personal possessions and
household goods of a non-income producing
character. While motor vehicles are exempt
from the general tax, they are subject to a com-
parable specific ownership tax on value. A spe-
cial income surtax is also applied to the income
from intangibles under the state income tax
as an in lieu measure. With the exception of the
personal possessions exemption (most states ex-
empt a specified value of such goods) Colorado's
exemption policy is relatively strict.

The Constitution and statutes of Colorado re-
quire assessment of property at its true and full
cash value. Market value is specified as a gen-
eral guide, and value or capability of use and
other just methods of valuation may be consid-
ered by the assessor.

The present official basis of assessment for
the major classes of property as prescribed by
law and the Tax Commission are as follows:

1. Agricultural land — capitalized average
net income for a ten-year period, 1933-
1943, on a typical or key farm under
average management;

2. Extractive land — "producing mines"
which includes most metallic mineral
properties with gross production in excess
of $5,000 at 25 percent of gross product or
if net income is greater on net income;
producing oil and gas wells at 871/2 percent
of gross product (does not include surface
improvements); and non-producing min-
eral lands or rights therein at a flat sum
per acre;

3. Situs lands — used for buildings or other
permanent improvements (other than
agricultural and extractive) at 40 percent
of average market value;

4. Improvements — 1941 construction costs
with appropriate deductions for deprecia-
tion and other factors reducing value;

5. Personal property — livestock at specific
recommended values per head which are
redetermined annually; merchandise and
manufactures inventories on the basis of
50 percent of average annual value; and
furniture, fixtures, machinery and equip-
ment on conversion of original cost to
1941 level of cost less depreciation, 40 per-
cent of original cost or 80 percent of book
value; and

6. Public utilities — three factors: planned
account or historical cost, average market
value of stocks and bonds during pre-
ceding 12 months and capitalization of
net operating revenues during a five-year
period are employed in arriving at a
valuation and the property is assessed at
40 percent of the value allocated to
Colorado.

The assessment, equalization and collection
machinery in Colorado is generally comparable
to that in other states. Original assessment
powers are vested in the office of the county
assessor, except for public utility property
which is assessed by the Tax Commission. Tax
collection is the responsibility of the county
treasurer, and the equalization boards composed
of ex officio members are typical. Finally, the
Tax Commission has the usual powers to aid,
supervise and equalize the assessment process
on the local level.
Property taxes may be levied by the State,

counties and nearly every other form of local
governmental unit including nearly 200 special
districts. The millage rates for state as well as
local units, however, are subject to various con-
stitutional and statutory limitations.
The total State mill levy presently amounts to

3.56 mills. Millage rates for the major local units
have increased significantly in recent years.
From 1953 to 1957 the average county levy rose
from 8.69 to 9.72 mills; the school rate from
23.58 to 29.82 mills; and the municipal from
11.48 to 12.94 mills. The combined average mill
levy for the State as a whole has also shown a
marked upward trend starting in 1945. The ag-
gregate levy, which amounted to nearly 39 mills
in that year, rose to 49 mills in 1950 and to nearly
52 mills in 1957.

Receipts from the property tax naturally re-
flect the combined impact of rising rates and an
expanding base. The total property tax revenue
for all units was slightly under $42 million in
1940; it nearly doubled during the next decade
($82 million in 1950) ; and doubled again in the
seven-year span to 1957 ($163 million).
The structure of the property tax as well as

assessment practice reflect a series of inequities
and unsolved problems that are critical in na-
ture. The constitutional requirement of assess-

1
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ment at full cash value has only been closely
approached upon one occasion, and the present
legal or official bases of assessment bear no
reasonable relation to this standard. Accordingto the Sales Ratio Study, the state-wide averageratio is approximately 28 perecnt, and there are
extreme variations as between counties, ruraland urban areas and the major classes of prop-
erty. Thus, it is obvious that reasonable equal-
ization has not been achieved.
The specific bases of assessment presently

required by the statutes or Tax Commission de-
cisions involve serious inequities as between
types of property which are further accentuated
by disparities in the practice of county assess-
ors, and the 1941 costs concept applied in the
assessment of certain major types of property is
Wholly unrealistic. As a consequence, there is
no firm basis for true equalization of property
tax burdens according to any reasonable meas-
ure of percent values.
Another important facet of the administrative

problem is the lack of effective control over local
assessment practice by the State Tax Commis-
sion. While its powers are generally adequate,
they have not been exercised due to inadequate
staff and other considerations. Strengthening ofthe Commission's efforts in this area is essen-
tial. In view of the inherent problems involved,
state assessment of extractive lands also appearsto be desirable.
The foregoing aspects of property tax policyand assessment practice indicate an urgent needfor a general overhaul of the State's propertytax system to the end of establishing consistentand realistic bases of assessing all types of prop-erty, of achieving effective and equitable assess-ment of all types of property, and of providing afirm foundation for continuing equalization ef-

forts.
Finally, there are compelling reasons which

appear to dictate eventual state withdrawalfrom the property tax field. State use mightwell be limited to capital construction require-ments wihch are, committed until 1965 in the
immediate future, and as a long-range policysuch needs might appropriately be met (after1965) through a capital budget program basedUpon the General Fund.

Retail and General Sales Taxes (Chapter
VIII). Sales taxes of the broadly-based varietyare presently a major source of tax revenue in
thirty-three states. The popularity of the retailor general sales tax is attributable primarilyto its general productivity, its relative simplicityof administration and its flexibility in meetinggrowing revenue requirements. Total receiptsin 1957 amounted to $3.4 billion or 33 percentof the aggregate tax revenues of the jurisdictions

employing the tax. Colorado's levy accounted
for only 27 percent of State tax revenue.
The principal features of the Colorado retail

sales tax, adopted in 1935 as an emergency
measure, have remained unchanged until the
present time. However, a special services tax
also enacted in 1935, which applied to virtually
all types of services, was repealed in 1945, and
the constitutional provision earmarking 85 per-
cent of sales and excise revenues for welfare
purposes was amended in 1956.
The base of Colorado's retail sales and use

tax compares favorably with that of the other
state taxes. The definition of a taxable sale or
transaction is very broad and inclusive. Simi-
larly, sales for use or consumption to other
businesses are generally taxable subject to the
"physical ingredient" rule and certain direct
use exceptions. The commodity exemptions are
those typically found in other states with the
exception that liquor and tobacco are usually
not exempt in other jurisdictions. In the services
area Colorado only taxes three types of public
utility services. While such a limited application
of the tax to services is not unusual, this type
of activity and personal services in particular
provides the chief opportunity for enlarging
the retail tax base.
In terms of a possible narrowing of the tax

base the chief issue concerns the desirability of
exempting food (purchased for use off the
premises). Nine jurisdictions now exempt all or
specified food products. The problem is clearcut;
exemption of food largely relieves the regressive
impact of the tax, but it also reduces revenue
by 20 percent or more. The 2 percent rate of
the Colorado sales and use tax represents a
minimum.
Fifteen states including Colorado employ the

2 percent rate; fifteen, 3 percent; one, 21/2 per-
cent; and one, 31/2 percent. Indiana, which has
a gross income tax, imposes a tax of 3/8 of 1 per-
cent on individual income. Eight jurisdictions
which employed the sales tax on January 1,
1952 have increased their rates, usually from
2 to 3 percent.
The Colorado sales and use tax has been a

highly significant source of State tax receipts.
Net collections amounted to $38,947,000 in 1957,
and net receipts have increased steadily each
year since its adoption with one exception in
1954. While the use tax is a relatively minor
factor in over-all collections, receipts have in-
creased significantly in recent years. The ill-
fated services tax was a good revenue producer,
collections amounting to about 16 percent of
total sales and use tax receipts during the eight-
year period, 1938-1945, inclusive.
The yield of the Colorado sales tax is con-

siderably below the average of the seven other
Western States using the tax. Colorado ranked
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in eighth position in terms of the percentage of
total state tax receipts derived from this source;
eighth in collections per capita; and seventh in
the ratio of sales tax revenues to total state
income payments.
While the Colorado sales tax is a major

factor in state finance, the bulk of the revenue
has been channeled to welfare programs. In
the years preceding the 1956 constitutional
amendment, which changed the original ear-
marking provisions, transfers to the General
Fund amounted to about 8 percent of net sales
and use tax collections.

Direct costs of administering the sales and use
taxes have averaged well under 11/2 percent
during the last decade. This is close to the
median position for the leading sales tax juris-
dictions, but does not include the retailer's dis-
count of 5 percent which is exceptionally liberal.
The study of sales and use tax administration

reveals certain basic deficiencies in the audit
program. There is no regular or comprehensive
office audit of sales tax returns, and no sys-
tematic basis of selecting returns for field audit
investigations. There is also a surprising paucity
of information on the operation of the sales
and use tax which is essential to an analysis of
policy considerations as well as an evaluation of
enforcement activities.
The primary objection to the retail sales tax

is its allegedly unfavorable effect upon the
lower income groups. Studies of the impact of
the Colorado levy demonstrate conclusively that
it is regressive throughout all income ranges.
These effects are particularly marked for in-
come categories of $3,000 and less. It is also clear
that the exemption of food (other than restau-
rant meals) would largely relieve this influence
as between the low and medium income classes.
The economic effects of the sales tax, as pres-

ently constituted, on business do not present
serious problems. Most of the adjoining states
have a 2 percent tax on retail sales and mail
order competition does not appear to be a signif-
icant factor. Colorado's allowance of 5 percent
of collections for compliance expense, being ex-
ceptionally liberal, probably exceeds actual ex-
pense for most firms.
The revenue potential of the sales and use

taxes for future General Fund purposes appears
to be substantial on the basis of existing consti-
tutional provisions and revenue trends. Tighter
enforcement would undoubtedly increase yields
substantially. There are also a number of possi-
ble changes in the base and/or rates which
would significantly raise the level of receipts.
Introduction of a food exemption would, of
course, have the opposite effect. The estimated
impact of these changes in terms of the 1957
tax base are as follows:

Change
Food exemption:

All food

Estimated
yield

(1957 base)

Food consumed off premises
Removal of exemption:

Motor fuel $3,315,000
Liquor 1,723.000
Cigarettes 1,200,000

Total 6,238,000
Inclusion of:

Amusements 1,384,000
Personal service enterprises 1,252,000
Lodging: hotels, motels and camps 1,094,000
Automobile and other repairs 995,000

Rate increases:
of 1 percent 10,429,000 (sales and use)

1 percent 21,293,000 (sales and use)
Reduction of vendor's discount

to 2 percent 1,300,000

Estimated
decrease

$10,428,000
8,408,000

Alcoholic Beverage Taxes (Chapter IX). A
special excise tax is levied on the consumption
of alcoholic beverages by the Federal govern-
ment, all 48 states and the District of Columbia.
Public revenues in the form of excise taxes,
license fees, import duties, and profits from state
operated stores exceeded $4 billion in 1956.
In the same year, receipts from the liquor

tax in Colorado amounted to $4,354,000, or 3
percent of total tax revenues. In accordance
with the Old Age Pension Amendment, 85 per-
cent of revenues collected from the liquor tax
after administrative expenses, are earmarked
for the Old Age Pension Fund.
On a per capita basis, 1956 revenues amounted

to $2.70, which is somewhat below the average
per capita rate for the 29 license states of $3.60.
(The remaining 19 states are either "dry" or
have a monopoly over some phase of the
marketing of alcoholic beverages. These states
should therefore not be compared with Colorado
or other license states.)
The Colorado tax rate of $1.59 per gallon on

spirits is nearly identical to the 29-license state
average of $1.59 per gallon. The Colorado rates
on wine and beer, however, do not compare
as favorably with the median rates for the 29
license states. Colorado's rate on beer of $.03 per
gallon is less than half the median rate of $.065
per gallon for the 29 license states. If the Colo-
rado rate were increased to $.06 per gallon,
additional revenue of approximately $625,000
annually could be obtained. The median rate for
light wine (less than 14 percent alcohol) is
$.20 per gallon, while Colorado levies a rate of
only $.12 per gallon. Were Colorado to increase
the light wine rate to $.20 per gallon, additional
revenue of approximately $25,000 annually
could be obtained. Colorado's rate of $.24 per
gallon on fortified wine (over 14 percent
alcohol) is also below the 29-state median of
$.30 per gallon. An increase of $.06 in the forti-
fied wine rate would effect additional revenue
of approximately $55,000 annually.
In addition to collecting revenues from special

excise taxes on alcoholic beverages, significant
revenues are usually obtained by the common
practice of including alcoholic beverages in
the state sales tax base. Of the 20 license states
which employ a sales tax, only 4, Colorado in-
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eluded, exempt alcoholic beverages from the
base. Although somewhat difficult to estimate,

Colorado could obtain approximately $1.7 mil-
lion annually by extending the sales tax base
to include alcoholic beverages.
The sale of liquor licenses in Colorado also

provides a source of revenue, although annual

collections approximate the costs of the
i

Liquor
License Division. For example, collections n
1957 were $219,000 while costs, incurred in both
licensing and tax enforcement, were $202,000.
In addition to the revenues from these licenses,

municipalities and counties collect revenue from
the sale of state licenses to liquor retailers. Al-
though significant costs are incurred by local-
ities due to the sale of alcoholic beverages, 85
percent of the revenues they collect from the
sale of state licenses (averaging about $550,000
annually) accrues directly to the Old Age Pen-
sion Fund.
While Colorado has adopted the licensing

method of liquor control, an alternative tech-
nique, which has been adopted in 17 other states,
is for the state to engage directly in part or all
of the merchandising of alcoholic beverages.
Considering the revenue potential and the more
effective control possible in a monopoly system,
further study of this alternative would undoubt-
edly be of value.

Highway User Taxes (Chapter X). Highway
user taxes are presently a major element in the
tax systems of the great majority of states. They
produced over $4 billion in 1957 or 29 percent of
total state tax revenues. In general, the fuels
tax outproduces the registration tax and related
charges by a 2 to 1 margin, but the relative im-
portance of each tax varies widely from one
state to another. Nebraska obtains the maximum
share from the fuels tax or nearly 41 percent of
total tax revenues and New York the minimum
or somewhat over 9 percent. Colorado was
slightly above the national average of 19 per-
cent. The percentage significance of the regis-
tration tax ranged from 2 percent in Alabama to
over 22 percent in New Jersey, and Colorado
was slightly below the average of 9.4 percent.
The general concept that those who benefit

directly from the use of highway facilities
Should bear the principal responsibility for their
cost is simple and logical. It also appears to be
equitable and desirable. However, there are
significant theoretical as well as practical prob-
lems involved in its application. Broadly speak-
mg, the basic questions to be resolved are: (1)is the special user tax approach actually justifiedin principle; (2) as non-users also derive general
benefits from highway facilities what proportion
of the total costs should be borne by the users;
and (3) how should the costs assigned to the
user group be apportioned among the various
classes of users?
The proper allocation of highway and street

costs assigned to motor vehicle owners among

the various types of vehicles is a crucial and
 cer-

tainly the most troublesome problem in this
 field

of taxation. Cost factors are commonly 
classified

as the readiness to serve element whi
ch is a

function of the number of vehicles; relative 
use

as reflected in miles traveled; and relati
ve dam-

age which is attributable to vehicle weight
 and

its distribution.
In actual practice the registration tax is 

well

adapted to the allocation of readiness to 
serve

costs, and the fuels tax provides a rough
 but

acceptable measure of use. However, no whol
ly

satisfactory basis of measuring and assigni
ng

costs attributable to weight and weight dist
ribu-

tion has been developed.
Colorado's motor fuels tax applies to all types

of fuel used in motor vehicles on the high
ways

of the State. The uniform tax and fuel co
nsumed

constitutes a rough measure of actual use, a
nd

involves a bias against the heavier vehicle 
as

well as a discrimination in favor of diesel
 and

other special fuels. Typical exemptions of
 non-

highway and governmental uses of fuel as 
well

as a 2 percent allowance for distributor
 and

dealer losses and costs are permitted. The 
cur-

rent trend to limit or deny non-highway
 use

exemptions (14 states) is not reflected in Col
o-

rado practice which follows the traditional

special benefit principle. Regular fuel bro
ught

into the State for use, storage or c
onsumption

and not otherwise taxed in Colorado is 
subject

to a use tax.
The present uniform rate of 6 cents in Colo-

rado represents an approximate average of 
state

rates as of January, 1958. Net fuels tax rec
eipts

have manifested a remarkable growth from 
ap-

proximately $8,000,000 in 1940 to over $32,000,000

in 1957. With the exception of the World War
 II

period, collections have averaged from 22 to 25

percent of total state tax receipts since 1940. Re-

funds currently reduce gross tax collections by

about 11 percent, and other direct exemptions,

exclusions and allowances by an additional 10

to 12 percent. Costs of administering the fuel

tax in Colorado are relatively low, 0.77 percent

in 1957.
The Motor Fuels Tax Section of the Depart-

ment of Revenue is responsible for administra-

tion of the fuels tax with minor assistance from

the general field of service of the Department.

Legal provisions relating to the filing of returns

and reports and the enforcement of tax liability

are generally adequate. A comprehensive office

audit procedure covering all returns, but em-

phasizing the regular fuel returns is employed.

The check in the case of special fuel returns and

tax payments by interstate carriers is generally

superficial. Only 59 field audits were conducted

in 1957, and there is no regular field inspection

service on refunds.
Several questions merit attention in the case

of the fuels tax. They include the tax free status

of certain uses and users of fuel, the equity of

the uniform rates on all types of fuel and the
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economic impact of the fuels taxes on the in-
comes of individual or non-business users. In-
creasing federal encroachment upon the fuels
tax base is also a highly significant problem.
There is no theoretical justification for taxing
non-highway uses of fuel, although exemption
is costing the State over 14 percent of gross col-
lections or about $5,000,000 per year. The fuels
tax undoubtedly has a regressive effect upon the
incomes of private non-business users, and for
the typical $5,000 a year income family the total
(federal and state tax) burden equals or exceeds
that of the State retail sales tax. Increasing
federal encroachment upon the fuels tax base is
wholly illogical in terms of facts of federal-
state fiscal relationships and should be vigor-
ously resisted.
The principal fiscal purposes of the registra-

tion tax are to compensate for readiness-to-serve
costs and in some degree at least the differential
costs attributable to weight and weight distri-
bution. It is also used singly or in combination
with special commercial carrier taxes to impose
an additional burden upon this class of users.
The specific bases for registering motor ve-

hicles vary widely as to type of vehicle and
often vehicle use and user categories. Colorado
licenses private passenger cars on the basis of
shipping or empty weight. This is the most popu-
lar approach considering the practice of other
states, although the flat fee is also widely em-
ployed. Empty weight is also employed by Colo-
rado in registering property-carrying vehicles,
and the truck or truck-tractor is registered sep-
arately from the trailer or semi-tailer. Gross
weight (vehicle and load) is preferred by the
majority of states, and is a much more realistic
measure of costs. Gross weight per axle is a
desirable modification of this base. The ton-
mile tax overcomes this deficiency for the inter-
city commercial vehicles. Colorado registers
buses on seating capacity only in contrast to the
more popular and logical bases of net weight
and seating capacity on gross weight.

Registration tax rate schedules are commonly
very complex, and Colorado's provisions are no
exception. The customary graduation according
to weight or seating capacity is employed, but
the number of steps is limited. Farm trucks and
combinations are favored over other private
and intra-city vehicles. However, the rates for
carriers subject to the ton- and passenger-mile
taxes are nominal in relation to all other major
classes.

Receipts from the Colorado registration tax,
operator's licenses and other special charges
have increased steadily since 1941. Total collec-
tions in 1957 amounted to nearly $7,000,000 or
slightly under 5 percent of total state tax re-
ceipts. Rising revenues are attributable pri-
marily to the increased number of vehicles
rather than higher rates.

Administration of the registration tax is
"farmed-out" to the counties and appears to be

generally satisfactory. Costs of collection aver-
age around 6 percent of the receipts.
Various types of special or additional taxes

on certain types of commercial carriers are now
imposed in 29 states including Colorado. These
levies commonly apply as in Colorado to com-
mon and contract carriers operating on an inter-
city or interstate basis, though there are many
variations.
Several different bases are used including:

gross weight in 8 states; gross receipts, also in
8 states, mileage in 7 states; ton- and/or passen-
ger-mile in 3; and a flat fee of $10 or more in 3
jurisdictions. As might be anticipated, there is
little uniformity in rates. However, graduation
in relation to weight is typical for the gross
weight and mileage taxes, and is, of course,
"built in" in the case of the ton-mile levies.
Specific rate comparisons, in the case of both
the registration and carrier taxes, are not too
significant in view of differences in the tax base
and the relationship between the two types of
taxes.
The ton- and passenger-mile taxes in Colora&

are administered by the Ton-Mile Section of the
State Department of Revenue with assistance
from the State's port-of-entry stations and the
Highway Patrol. A comprehensive system of
checking tax liability by the office staff has been
developed, but there are certain gaps in the
available data, and field audits, which are the
responsibility of the general investigation serv-
ice of the Department, are sporadic and limited
in number.

Receipts from the ton- and passenger-mile tax
increased steadily from 1941 to 1954, amounting
to $2,900,000 in the latter year. Since 1954 they
have more than doubled following the passage
of the revised law, and totaled approximately
$6,300,000 in 1957 or over 4 percent of state tax
revenues.
The total user tax and fee burdens of the

819,143 vehicles registered in Colorado in calen-
dar 1956 amounted to approximately $45,632,000.
Private passenger cars accounted for the bulk
of total payments or 63 percent; the 157,286
single unit trucks (all major uses)-19.3 percent;
the 6,763 combinations-16.2 percent; and 1,803
buses-1.5 percent. For hire inter-city carriers
of persons and property were responsible for
21.8 percent of total payments as compared to
78.2 percent for the private and intra-city ve-
hicles.
Costs per mile for the various classes of ve-

hicle exhibit a broad range of variation from
3/10c' to 5.20. For hire combinations were sub-
ject to the maximum of 5.20 per mile. Gas
propelled vehicles generally paid more than
the diesel-powered units. For hire buses ranked
second in terms of costs per mile with a low of
1.80 for diesel and a high of 3.20 for other special
fuel users. The for-hire single unit trucks were
third, and showed a broad cost spread of from
1.20 to 2.60 per mile. As a general rule, the costs
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of for hire vehicles increase progressively in the

larger, heavier vehicle categories. Not for hire

combinations are next in line, costs per mile
ranging from 9/100 to 20. Not for hire, gas-

powered buses occupy an intermediate cost po-
sition averaging 1.60 per mile; and the "practical

minimum" of 6/100 per mile applied to private

Passenger cars.
In the case of single unit trucks, costs in Colo-

rado, with certain minor exceptions, are well
below the average in the Western States. The

differential is marked for virtually all types of
use, but is most extreme in the case of not for
hire and most categories of farm trucks. For the
3-axle not for hire vehicles Colorado's costs
actually decline in relation to weight and range
from 1/4 to 1/2 of the average.
For the for hire combinations, both gas and

diesel, costs in Colorado are generally below
average for the tractor semi-trailer units with
three or four axles. The favorable differential
is greater for the diesel than for the gas-powered

iunits. Colorado's costs are average or above n
the instance of for hire five-axle tractor semi-
trailer units, and are above average in most
categories for the truck full trailer and tractor
semi- and full-trailer units. Costs in Colorado

.exhibit a significant progression in relation to
weight for all the for hire combinations.
In the case of not for hire combinations, Colo-

rado's costs are substantially below the average,
and the costs for gas-propelled units are virtu-
ally. constant in relation to weight. Meaningful
interstate comparisons cannot be made in the
instance of farm combinations, but Colorado's
costs are very low for most weight categories.
Colorado costs per mile for the for hire gas-

propelled buses are generally below average,
While those for diesel powered buses are usually
above the average. The data in Colorado and
most of the other states are spotty, and conse-
quently the bases of comparison are limited.
Costs for private automobiles in Colorado are

exactly equal to the Western State average of6/100 per mile. Of the 7 states for which such
data were available 3 have the same or average
cost, 1 is higher and 2 are lower.
While the analysis of user tax burdens doesnot provide all of the answers to the burden

Problem, several broad conclusions are inescap-
able. First, it is apparent that Colorado's chargeson the for hire carrier group are heavy but not

Western 
in relation to the average for the other

Western States considered. Generally speaking,
Colorado's costs per mile vary from about 25
percent below to 25 percent above the average.
Second, it is equally clear that user taxes in
Colorado are abnormally low in the case of notfor hire and farm vehicles; Colorado's costs per
_mileare as low as 21 percent of the average, andthe disparity is greatest for the heavier types of
vehicle.
The revenue potential of the existing user tax

system is excellent in terms of the inevitable

increase in motor vehicle traffic both private an
d

commercial. Certain changes in the structure o
f

the existing system would also increase rece
ipts

significantly. For example, a doubling of the

registration taxes on not for hire and farm 
ve-

hicles would produce in excess of $1,600
,000

(1956 base), and a change to a gross weight b
asis

of licensing would result in an equivalen
t or

greater increase. A 20 per gallon increase 
in the

tax on special fuels would increase rece
ipts by

more than $500,000. If the general tax rate 
were

raised to 70 (1957 base) some $5,400,000 in 
addi-

tional revenue would be realized. Elimina
tion of

the non-highway use exemption should i
ncrease

yields by approximately 14 percent. Finally
, in-

tensified enforcement efforts in certain 
areas

would produce minor but significant gai
ns.

Insurance Tax (Chapter XI). Insurance co
m-

panies operating in Colorado, unless exp
ressly

exempted, are subject to a 2 percent tax
 on

premiums paid on business written in the 
State.

With the exception of the general pro
perty tax

no other state or local tax can be impose
d upon

this type of business enterprise. In 1957 r
eceipts

from the insurance tax amounted to $3.9 
million

or 2.65 percent of total tax revenues of the
 State.

As general revenue, however, they a
ccounted

for slightly over 7 percent of the total 
receipts

of the General Fund.

Although a 2 percent rate is the one 
most

commonly used by the states—and all 
states

have a special tax on insurance companies
—rela-

tive burdens are difficult to measure bec
ause of

varying rate schedules and exemptions. It wo
uld

appear, however, that the Colorado tax 
law

imposes a somewhat lighter burden than th
e

average for the eleven Western States. T
hus,

Colorado's rate of 2 percent is equal to that o
f

two states, New Mexico and Nevada, but be
low

that of five other states, Idaho, Wyoming, 
Cali-

fornia, Montana and Utah. Colorado is dis
tinc-

tive in that it exempts from the tax all 
com-

panies with 50 percent of their assets invested

in Colorado. In practice all domestic companie
s

avail themselves of this exemption.

Colorado's relatively low tax rate and favor-

able exemption policy is reflected in per capita

insurance tax collections which in 1956

amounted to $2.13 — a figure below both the

Western State average of $2.58 and the national

average of $2.41.
Changes in the Colorado law designed to

produce more revenue could be directed to

either the reduction of exemptions or the in-

crease of rates or both. Thus, it is estimated that

on the basis of 1957 premium income the elimi-

nation of the exemption of companies which

have at least one-half of their assets invested in

Colorado would increase tax receipts in the

amount of $306,000. However, this amount would

be reduced to an estimated total of $46,000 if the

tax were exclusive of renewal premiums.
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An increase of rates would be more produc-
tive, however, although the fact has to be borne
in mind that the laws of 29 states, including 6 in
the West, have a retaliatory feature. If, however,
Colorado's tax rate of 2 percent were increased
to 2.25 percent (and limited to foreign company
business), which is the rate used in Utah, an
estimated added yield of $534,000 would be
realized. Similarly at 2.50 percent, which is the
rate used in Wyoming, revenue would be in-
creased by $1,068,000 and by $2,136,000 if, as in
Idaho, the rate were increased to 3 percent.

Personal Income Taxation (Chapter XII).
The paramount significance of personal income
taxation on the state level is that it alone in
our battery of taxes is capable of providing a
substantial element of progressivity to a com-
bined state-local tax structure which otherwise
is steeply regressive. The adoption of personal
income taxation for Colorado was strongly ad-
vocated by organized farm, labor and public
education groups for a quarter of a century be-
fore it was finally enacted in 1937. Since then,
the total number of individuals filing Colorado
personal income tax returns have increased ten-
fold. Either as taxpayers or dependents of tax-
payers, 81 percent of the State's total population
in 1957 can be traced directly to the more than
one-half million 1957 resident tax returns filed
in 1958. Non-resident returns filed in the same
year numbered slightly more than one percent
of the total. Dollarwise, personal income tax
receipts rose from less than $1.8 million in 1939
(the first full year of the tax) to $21.8 million
in 1957, a twelve-fold increase. Notwithstand-
ing its broad extension during the past two
decades, personal income taxation in Colorado
produced less than one-sixth of the State's tax
revenues in 1957, while general sales, excises
and highway user taxes alone accounted for
more than two-thirds of the total.

Interstate Comparisons. Twenty-nine states
and the District of Columbia levied personal in-
come taxes in 1957. Only three Western States-
Nevada, Washington, and Wyoming-do not im-
pose a personal income tax. Interstate compari-
sons are summarized below with regard to the
personal income tax base, rates, liability and
collections. Some of the more important pro-
visions are the following:

(1) Split-income-Colorado and 20 other in-
come tax states do not permit the splitting of
income for tax purposes by married taxpayers.

(2) Capital gains-In addition to Colorado,
only eight states exclude 50 percent of "long-
term" capital gains, defined as realized earnings
on assets held at least six months. The majority
of income tax states do not distingiush capital
gains from other types of taxable income.

(3) Federal income tax deductibility-In ad-
dition to Colorado, 15 personal income tax states

permit full deductibility of federal income taxes.
However, only Colorado and three other states
which permit a standard deduction of 10 percent
of adjusted gross income, or $1,000, whichever is
lesser, also allow the federal income tax as an
additional deduction against taxable income.

(4) Medical expense deductions-About
one-third of the states, including Colorado, allow
medical expenses to the extent they exceed five
percent of adjusted gross income. The remainder
generally either allow the full expense or an
amount in excess of a fixed dollar figure, or per-
cent of adjusted gross income.

(5) Personal exemptions - Only five states
follow the federal code of allowing a standard
$600 exemption per individual. Colorado's $750
exemption is unique and considerably below the
average of the other states.

(6) Tax rate structures-No two states have
identical tax rate structures. The most common
minimum rate is one percent, but it is applied to
varying amounts of taxable income. There is
even less uniformity with regard to maximum
rates-they range from a low of 3.75 percent to
a high of 11 percent. Colorado's 10 percent maxi-
mum rate, applied to taxable incomes above
$11,000, is the second highest among all states,
and for taxpayers subject to the two percent
additional surtax on income derived from intan-
gibles, the combined normal and surtax rate
may actually work out to be the highest rate in
the nation.
The 1957 personal income tax liability for a

married couple with two dependent children
was computed on a comparable basis at eight
different levels of adjusted net income for each
of the 29 income tax states and the District of
Columbia. The results of this comparative an-
alysis are summarized below:

Adjusted
net income

level

Dollaramountof tax liability

/s1Mlional Highest
Colorado average state

Computed Colorado tax:
Rank Percent of
from natg

top state average

$ 3,000 S 0 $ 3.91 $ 20.00 -- ----
5,000 14.62 36.36 100.00 23 40.2
8,000 56.27 119.46 295.00 23 47.1
10,000 98.72 191.24 445.00 24 51.6
15,000 278.80 402.29 820.00 22 69.3
25,000 818.72 864.52 1,748.90 14 94.7
50,000 1,871.36 1,938.64 4,232.40 17 96.5
100,000 3,313.98 3,891.00 9,179.40 18 85.2

On the basis of the computed tax burdens, a
married taxpayer with two dependent children
would incur in Colorado an income tax liability
which was less than the national average at all
levels of income. The tax bill of Colorado tax-
payers with adjusted net incomes of $10,000 or
less works out to be smaller than that of similar
taxpayers in three-fourths of all the other in-
comes tax states, and 95 percent of Colorado's
income taxpayers are to be found in these
medium and lower income categories.
Interstate comparisons of the relative im-

portance of personal income tax collections for



fiscal year 1957 show that on a per capita basisthe Colorado collection of $14.24 was almost 15percent below the national average; that as a
percent of total tax collections they representedless than 16 percent of the total, a ratio whichwas one-fourth below the national average; andas a percentage of income they amounted to lessthan 7/10 of one percent of the total personalincome received and worked out to be approxi-mately one-fifth below the national average.

Erosion of the Income Tax Base. The majorPortion of the personal income received by Colo-rado residents in 1957 was never subjected tostate income tax since it never found its wayinto the tax base. Colorado personal income, as
reported by the U. S. Department of Commerce,
amounted to $3.3 billion; but net taxable incomefor normal tax reported on the 1957 returnsamounted to only $.8 billion, or less than 24percent of the total income received. This gapof more than $2.5 billion between the actual flowof income and that subjected to State taxationcan be attributed to: (1) Statutory exclusionsand conceptual differences amounted to about$459 million, or 14 percent of personal income re-ceived. (2) The underreporting of income wasestimated to be $500 million, or approximately15 percent of the total income flow. This can bePartly explained by the fact that returns werenot legally required from an undisclosed num-ber of individuals with incomes below $750 perannum. The remainder represents a leakage dueto deliberate tax evasion and/or oversight onthe part of taxpayers. (3) The nontaxable re-turns, plus the itemized expense, optional stand-ard, and federal tax deductions claimed on thetaxable returns represented another 26 percentof the personal income received in Colorado in1957. The most important single deduction re-ported on all returns was the federal income taxexpense. It was taken by 70 percent of the tax-payers and amounted to $285 million, or practi-cally one-half of all the deductions claimed. Theleast important itemized deduction was repre-sented by allowable medical expenses whichwere claimed by only 12 percent of the tax-payers and amounted to less than $20 million, ora
pproximately three percent of the total deduc-tions. (4) The largest single factor responsiblefor the shrinkage of the tax base was the per-sonal exemption provision which in 1957amounted to $725 million, or 22 percent of theincome flow.
In addition to the above, the Colorado codePermits a special $600 exemption against surtax-able income which effectively eliminated thepayment of the two percent surtax for three outof every four taxpayers who derived incomefrom legally taxable interest and dividends. Onthe basis of the survey data, more than 100,000of Colorado's half million taxpayers reportedgross surtaxabie income, which totaled $128

15

million. However, after surtax exemptions, only
27,000, or less than five percent of the returns
showed net surtaxable income which totaled $80
million, or 10 percent of the $800 million of net
income subject to normal tax.
Thus, at the end of the income circuit, the net

individual income tax base for Colorado in 1957
was $880 million, or slightly more than one-third
of the adjusted gross income reported on all tax
returns. Viewed in terms of erosion, only one-
fourth of the total income received by Colorado
residents in 1957 found its way into the State's
individual income tax base.

Who Pays the Tax? On the basis of the de-
tailed 1957 survey data, a distribution was ob-
tained of the $18.3 million of combined normal
and surtax liability, classified by the taxpayers'
source of income, geographic location, size of
income, and dollar amount of tax liability.

(1) Source of income—The most important
industrial sources of Colorado adjusted gross
income and personal income tax revenues were
wholesale and retail trade, government (federal,
state and local) , personal and business services,
and manufacturing. These four categories alone
accounted for approximately 65 percent of the
total number of taxpayers and adjusted gross
income, and almost 55 percent of the total in-
come tax liability. In contrast, only 7 percent
of the taxpayers indicated that agriculture was
a primary source of income and their reported
adjusted gross income and tax liability
amounted to less than 5 and 4 percent, respec-
tively. Similarly, mining represented approxi-
mately 4 percent of the total returns, income
and tax liability.

(2) Geographic location—As a group, the
eight counties with the largest populations—
Denver, El Paso, Pueblo, Jefferson, Arapahoe,
Weld, Adams, and Boulder—accounted for ap-
proximately 80 percent of the total dollar
amounts of adjusted gross income and tax liabil-
ity. In contrast, taxpayers in the remaining
fifty-five counties reported only 22 percent of
the income and paid less than 18 percent of the
total tax. The high degree of urban concentra-
tion of income and tax is further indicated by
the fact that the four counties comprising the
Greater Denver Metropolitan Area represented
more than one-half of the tax returns and ap-
proximately three-fifths of the total adjusted
gross income and tax liability. Denver alone—
with a population actually less than that of the
fifty-five nonurbanized counties combined—ac-
counted for 36 percent of the taxpayers, 40 per-
cent of the total income, and 47 percent of the
total income tax liability for 1957. Finally, non-
resident taxpayers accounted for only one per-
cent of the taxpayers, income, and tax reported
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on the 1957 tax returns. In brief, the personal
income tax in Colorado works out to be essen-
tially an urban tax due to the marked concen-
tration of income, wealth and economic activity
in the geographic band of metropolitan counties
situated along the east-central slope of the State.

(3) Size of income—The overwhelming ma-
jority of taxpayers account for a relatively small
part of the total income tax burden, while a
minority of taxpayers account for the lion's
share. This situation primarily reflects the exis-
tent inequality and concentration of income be-
fore tax, the extensive erosion of the tax base,
and the low marginal rates for the lowest tax-
able income brackets. Individuals with incomes
of less than $5,000, representing more than 68
percent of all taxpayers, had 41 percent of the
adjusted gross income but were liable for only
16 percent of the total personal income tax. Tax-
payers in the middle income categories, with
adjusted gross incomes ranging from $5,000 to
$10,000, accounted for 40 percent of the income
and 27 percent of the returns and tax. In con-
trast, taxpayers with reported incomes of $10,000
or more represented less than 5 percent of all
taxpayers and 18 percent of the adjusted gross
income, but as a group were liable for 57 percent
of the total amount of combined normal and
surtax reported on the 1957 tax returns. This
distribution was relatively more progressive
than that obtained under the federal personal
income tax.

(4) Amount of tax—The normal tax liability
amounted to $16.7 million and the surtax to $1.6
million. The total tax of $18.3 million worked
out to be a burden of 2.1 percent on the total
income tax base reported by approximately
525,000 Colorado taxpayers in 1957.
Less than 5 percent of all returns showed a

combined normal and surtax in excess of $100
a year, and less than 1 percent reported state
income taxes in excess of $500. On the other
hand, approximately 134,000, or over 25 percent
of all individuals filing returns, paid no tax on
their 1957 returns. Another 78,000 incurred a
total income tax liability which ranged from $1
to $5. Thus, for some 200,000 taxpayers, repre-
senting 40 percent of all individual returns, the
personal income tax was less than $5 for the
year of 1957. Since it cost the State on the aver-
age more than $2 to process a single income tax
return, it would appear that a large part of the
Department of Revenue's personal income tax
collection and administration activity takes on
the character of "pouring water in a bushel bas-
ket."

Estimates of Effects of Selected Income Tax
Revisions. The estimated effects on state reve-
nues of six possible revisions in the present
Colorado personal income tax are shown in the
following tabulation:

1. Federal income tax deductibility:
A. Permit deduction up to $300 of federal tax
B. Permit deduction of 10 percent of federal tax
C. Permit no deduction of federal income tax

2. Include net capital gains at 100 percent

Amount of change in
State revenue
(thousands)

$ 8,341
8,973
10,069
1,401

3. Eliminate 2 percent surtax —1,599
4. Eliminate $75 minimum travel allowance 281
5. Increase medical expense allowance:

A. Allow expense in excess of 3 percent of
adjusted gross income —108

B. Allow full medical expense —265
6. Increase normal tax rate structure:

A. From 2 to 10 percent 6,173
B. From 3 to 10 percent 10,968
C. From 3 to 8 percent 11,638

1. Federal income tax deductibility—It is es-
timated that alternative "A" would affect ap-
proximately one-half of all taxpayers, but only
one-third of those with incomes of less than
$5,000. The distribution of the effective tax bur-
den would be less progressive if a fixed per-
centage of the federal tax were used rather than
a lump sum for the deductibility limit. Under
alternative "B" more than three-fifths of the
total number of taxpayers would be affected,
and almost one-half of the taxpayers in the low-
est income category. If Colorado were to adopt
alternative "C," the number of taxpayers af-
fected and the relative distribution of this tax
burden by income categories would be similar
to that of alternative "B."

2. Special treatment of capital gains income—
At present more than one-half of all the income
tax states do not make any distinction between
the taxation of long-term capital gains and other
forms of taxable income.

The survey data show that less than 10 per-
cent of the Colorado taxpayers reported long-
term capital gains on their 1957 returns. Among
these that did, the 2 percent with incomes of
$10,000 or more accounted for approximately 50
percerrt of the total net long-term capital gains
reported on all returns. Moreover, the very
small minority of taxpayers reporting capital
gains who had incomes in excess of $50,000 actu-
ally represented less than 1/10 of 1 percent of
all taxpayers, but as a group they accounted for
over 20 percent of the total amount of capital
gains. The average long-term capital gain in
this category was slightly more than $34,000 per
taxpayer, of which only 50 percent was subject
to state tax.

3. Surtax on income from intangible assets—
The $600 exemption is estimated to have effec-
tively excluded from surtax 75 percent of all
taxpayers who reported income from interest
and dividends on their 1957 returns. Changes in
the tax structure during the past two decades
have weakened the rationale for the continuance
of the surtax. As in the case of the special treat-
ment of long-term capital gains, designating a
particular source of income for either lighter or
heavier taxation under the personal income tax
inevitably results in "horizontal" inequities be-
tween taxpayers who in other respects are in



.11 similar economic circumstances. On the basis ofthe survey data almost two-thirds of the 27,000
taxpayers who would benefit by the removal ofhe surtax provision had incomes of less than$8,000 in 1957.
4. Special $75 minimum travel allowance-On the basis of the survey data almost 300,000

taxpayers claimed a travel expense deductionWhich averaged $150 per return. If the provisionWere revised to allow only itemized travel ex-penses in excess of $75, it is estimated the Statewould obtain less than $300,000 of additionalrevenue, with the major cost borne by taxpayersWith incomes of less than $5,000. However, evenfor these taxpayers the increased cost would beminimal, about 30¢ per taxpayer per year.
5. Medical expense allowance-The ColoradoCode is less generous than the federal govern-ment in that it permits the deduction of onlythose expenses in excess of 5 percent of adjustedgross income. On the basis of the survey datathe medical expense allowance reported on all

i
1957 tax returns was dollarwise the least m-Portant of the itemized deductions, and it wasclaimed by less than one-eighth of the taxpay-ers, mainly concentrated in the lowest incomecategory.
6. Statutory bracket rates-Considerationshould be given to raising the relatively lowstatutory rates for the bottom tax brackets if theColorado income tax is to be expanded to thepoint where it actually serves as the major fiscalinstrument for meeting the State's continuingheed for increased General Fund revenues. Thetable below shows the three hypothetical rateschedules which were used as the basis for esti-mating the state revenue and taxpayer costsS....flown as possible alternatives for revision of theColorado personal income tax structure.

. Net taxableIncome brackets

---$ 1.0001,001 -- 2,0002,001-- 30003,001-- 4'0004,001__ 
5'000
6'0006,001-- 70007,001-- 80001,001-- 9'000

10 10000
'-'"-- 

11,00011.001andcv 

1958
marginal
rates

1.0
1.5
2.0
2.5
3.0
4.0
5.0
6.0
7.0
8.0
9.0
10.0

Alternative hypothetical
rate structures

"A" "B" "C"
2.0
2.5
3.0
3.5
4.0
4.5
5.0
6.0
7.0
8.0
9.0
10.0

3.0
3.25
3.5
3.75
4.0
4.5
5.0
6.0
7.0
8.0
9.0
10.0

3.0
3.5
4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.0

Ad
ministration. It is estimated that the officeand field auditing staffs could be increased andthat such action would result in a substantialincrease in state revenues above the salary costsincurred. In addition, consideration should begiven to expansion of the federal exchange pro-gram since it presently results in about half ofthe total dollar amount of deficiencies assessedby the office auditing staff.In the past five years, administrative costs.have 
averaged slightly over 3 percent of total
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amounted to less than $1 million. The average
cost per return in 1957 was $2.17, representing
an increase of 54 percent since 1950.
While a federal tie-in offers possible simplifi-

cation of return preparation, it is subject to
numerous and significant criticisms. Moreover,
a certain amount of simplification is possible
within the present system, without delegating
state responsibility to Congress and federal tax
administrators.
The withholding technique, as presently con-

stituted, results in a particularly large number
of refunds to taxpayers with incomes of less
than $5,000 annually. While employer use of
withholding tables prepared by the state would
diminish this problem to some degree, it could
also be reduced by simply using two "flat-per-
centage" withholding rates in place of the pres-
ent "one-rate" system.

Consideration also should be given to expand-
ing the computational tax table to include indi-
viduals with adjusted gross incomes between
$5,000 and $10,000. Such action would simplify
the preparation of returns for a large number of
taxpayers, and at the same time would reduce
auditing and other administrative costs without
materially affecting state revenues.

Corporation Income Taxation (Chapter XIII).
The corporation income tax, originally utilized
as an emergency source of revenue, has come to
be widely accepted as an indispensable com-
ponent of the modern American tax system. On
both federal and state government levels it has
been proven to be not only a highly productive
source of revenue, but an essential instrument of
fiscal policy as well. It serves as a necessary sup-
plement to the personal income tax, a role es-
pecially significant at the state level. State gov-
ernment revenues from the corporate income
tax have grown more rapidly over the past two
decades than any other source of state revenue.
The fundamental justification of the corporate

income tax is the special benefit or privilege
theory of the corporation. The United States
Supreme Court as early as 1911 upheld the tax
as "an excise upon the particular privilege of
doing business in the corporate capacity." The
development of the modern American business
system has given substance to the special privi-
lege theory.
The corporate income tax has also been justi-

fied on the government "partnership in enter-
prise" principle. An important part of the re-
sponsibility of both state and federal govern-
ment is to help maintain the kind of conditions
under which free enterprise can flourish; the
concommitant obligation of successful corporate
enterprises, as of all business organizations and
individuals, is to bear a share of the costs of
government. Corporations are taxed separately
from their individual legal owners because they
are established and function as separate and
independent entities.
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Additional considerations for levying the cor-
porate income tax are: (1) due to the limited
taxing jurisdiction of state governments, the
personal income tax cannot reach the entire
income produced within the state and corporate
profits channeled to out-of-state stockholders
will escape a state's taxable income base entirely
unless a corporate income tax is also levied; (2)
the corporate income tax can provide an im-
portant source of revenue without adding to the
regressivity of the over-all structure of state and
local taxes; and (3) the revenue growth poten-
tial of the corporate income tax in an expanding
economy, when geared effectively to the corpor-
ate income base, makes it an ideal tax for the
long-run growth requirements of state finance.

Thirty-four states and the District of Colum-
bia levy corporate income taxes. In 1958, all
states which had an individual income tax also
levied a corporation income tax. Four states
taxed corporate income only, and several states
levied additional corporate privilege or excise
taxes based in part on net income.
In Colorado, taxable returns filed under the

corporation income tax have grown from less
than 2,000 in 1939 to almost 8,000 in 1958. By
1944, taxable returns accounted for approxi-
mately two-thirds of all returns filed, and have
maintained that ratio since. Net collections
under the tax grew from $1.2 million in 1942 to
$6.5 million in 1951. From 1951 to 1957, however,
a serious contraction occurred in the Colorado
corporate income tax base due largely to the
effects of the American Can case which dimin-
ished legally taxable income of foreign inter-
state firms operating in Colorado. During this
six-year period, the corporate taxable income
base declined by 14 percent, while Colorado per-
sonal income increased by 73 percent, taxable
retails sales of foreign corporations by 94 per-
cent, and federal corporate taxable income re-
ported in Colorado by an estimated 69 percent.
The corporate income tax has been utilized

much less fully in Colorado than in the majority
of income tax states. Among 27 states reporting
corporate income tax collections in fiscal 1957,
Colorado's collections from the tax ranked:
(a) Twenty-fifth from the top as a percent of

total tax collections;
(b) Twenty-sixth from the top as a percent of

the total state income tax collections;
(c) Twenty-seventh from the top as a percent

of federal corporate income taxes col-
lected in the state; and

(d) Twenty-fourth from the top as a percent
of personal income received.

The definition of taxable corporate net income
under the Colorado law follows generally that
of most other states and the federal code. With
respect, however, to the exclusion from gross
corporate income of dividend receipts and the
deductibility of federal income tax, Colorado is
in a distinct minority in permitting more gener-

ous treatment than do most income tax states.
Only 6 other states allow an equal or greater ex-
clusion of dividends than the 85 percent per-
mitted by Colorado. Nineteen states permit no
deduction of federal income taxes, and Wiscon-
sin permits only limited federal tax deducti-
bility. Moreover, the fourteen states that allow
federal tax deductibility are relatively non-in-
dustrialized and they place little reliance on the
corporate income tax as a source of state rev-
enue. Corporate tax collections in 1958 for these
states averaged only 5 percent of their total tax
revenue; whereas, they averaged over 10 per-
cent for the twenty states not permitting full
federal tax deductibility.
The deductibility of the federal income tax

quantitatively is the most significant single
"erosion factor" responsible for the shrinkage
of Colorado taxable corporate income tax base.
The reciprocal deductibility of the Colorado tax
from federal taxable income and the federal tax
from Colorado taxable income reduces the tax
liability of many firms by as much as one-half,
giving rise to the well-known "50-cent dollar"
with which these corporations pay their Colo-
rado income tax.
For example, in 1957, the net cost of each State

tax dollar was 54 cents for Colorado firms, i.e.,
those with intrastate operations only, exactly
50 cents for interstate firms operating in Colo-
rado, and 52 cents for the two groups combined.
Another factor causing reduction of the cor-

porate income tax base in recent years has been
the deductibility of the oil and gas gross income
tax. As originally enacted, the tax was not an
allowable deduction under the regular income
tax. During the 1953 general revision of statutes,
however, a substantive alteration in the Income
Tax Act was made by the revision committee.
The position in the statute of the oil and gas tax
subsection was shifted in such a manner that the
tax was no longer non-deductible under the reg-
ular income tax.
The 1958 nominal or statutory 5 percent rate

of the Colorado corporate income tax (except for
banks) was equal to the median for the thirty-
four income tax states. However, Colorado's ef-
fective tax rates, i.e., the real net cost of the tax
as a percent of total net income, was regressive,
as shown by the following tabulation computed
with and without federal tax deductibility:

Colorado effective rate:
Corporate net income

before any income taxes
With Federal
deductibility

Without Federal
deductibility

IS 25,000 2.49 3.50
50,000 1.78 2.05
100,000 1.46 2.68
500,000 1.24 2.46

1,000,000 1.21 2.43

It is evident that reciprocal tax deductibility
has converted Colorado's proportional corporate
income tax into a highly regressive tax, so that
those with the lowest net incomes pay the high-
est relative rates. Moreover, interstate rate com-
parisons are meaningful and valid only in terms
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of effective rates, since all states do not permit
federal tax deductibility.

Who Pays the Corporate Income Tax? A part
of the corporate tax burden is shifted to cus-
tomers and/or factor sources through the pric-
ing and investment decisions made by corpora-
tions. The burden does not rest entirely on cor-
porate stockholders or undistributed profits, but
is diffused broadly throughout the economy.
Thus, the impact of the tax upon corporations,
or the immediate net cost of the tax, does not
represent the true burden of the tax uponcor-
porate stockholders and retained earnings.
Nevertheless, it is meaningful to measure the
distribution and net cost of the tax to corpora-
tions, its relationship to other items of corporate
expense, and its distribution among firms.
For the year 1957 the total State income tax

liability for all corporations amounted to $6.3
million. Interstate companies, representing 18
percent of all taxable firms, accounted for 52
percent of the total tax. The remainder was ac-
counted for by firms doing business solely in
Colorado. Virtually all of the latter are "domes-
tic" firms in the sense that they have their prin-
cipal place of business in Colorado. On the other
bc and, among the taxable interstate corporations,
foreign" firms, or those with out-of-state head
offices, constituted 86 percent of the total num-
ber of all such firms, but incurred only 54 per-
ficernmts.of the total tax liability of all interstate

For the entire group of taxable firms in 1957,
the net cost of the tax amounted to less than
one-tenth of a cent of each corporate revenue
dollar. For all taxable Colorado corporations
the .net cost of the tax was 0.1 percent of total
business expense, while for interstate corpora-
tions reporting Colorado cost items the net cost
was 0.15 percent.
The Colorado income tax appears to exert an

equally insignificant impact on corporations
when the effective tax liability is expressed as a
percentage of their total Colorado tax bill, in-
cluding federal income tax allocated to their
Colorado operations. For the interstate firms it
amounted to 1.8 percent of their total Colorado
tax bill, and for the intrastate firms it amountedtto 2.6 percent. This difference is due in part to
he inadequacies of the statutory allocation
formula and the federal tax deductibility per-
/rutted under the Colorado code.

b.E.ffects of Eliminating Federal Tax Deducti-
ilitY• On the basis of the 1957 data, eliminationO f the federal tax deduction would increase the

e°rPorate tax liability of all firms by approxi-
!nately $5.2 million and the net cost of such an
Increase would be $2.7 million. Elimination of
ihe deductibility provision has advantageous
effects not obtainable by a compensating in-Crease in statutory rates: it would result in a
greater degree of equity between interstate and

intrastate firms; it would offset some of the in-
adequacies of the interstate allocation formula;
and reduce the regressivity of the effective rate
structure.
The elimination of the federal income tax

deductibility provision of the Colorado corpor-
ate income tax would achieve a more equitable
corporate tax structure and help meet the ex-
panding needs for General Fund revenues.

Severance Tax (Chapter XIV). The sever-
ance tax upon certain types of natural resource
production is largely a development of the pres-
ent century. It is a special tax both in terms of
its scope and the purposes it is intended to serve,
and is commonly defined as a levy on the ex-
traction or removal of certain natural resources
from the soil or water. Twenty-eight states now
impose severance taxes on certain mineral prod-
ucts, and there are six jurisdictions that include
specified extractive industries under their gen-
eral sales taxes. Finally, there are 20 states
(most of which impose severance taxes) that
have modified the application of property taxes
to forest lands. The scope as well as the rates of
the taxes differ widely. Oil and gas resources
are taxed in 23 states; coal and/or iron ore in 9;
other specified minerals in 11; and timber in 6.
A variety of tax bases, including physical

units of product, sales, gross receipts and gross
income, are employed. The terminology used by
legislative bodies in describing the tax also
differs, and a special or additional tax may be
incorporated under a general tax statute such as
the sales or income tax laws. The severance tax
may be in lieu of property taxes, but this is not
the usual practice.
The support for severance taxes rests upon

theoretical as well as practical grounds. Gen-
erally, it is alleged that they are preferable to
the property tax which has many deficiencies in
its application to mineral and timber properties;
that they serve to compensate the state for the
exploitation of its natural resources and to pro-
mote conservation; that they are an effective
means of taxing absentee owners and of offset-
ting tax advantages which certain natural re-
source properties enjoy under other tax forms;
that they are productive and relatively easy to
administer; and that as state measures they
permit a state-wide sharing of fiscal benefits.
The opposition to severance taxes stresses

their allegedly unfavorable impact on resource
development and production; the instability and
unsatisfactory character of receipts in the case
of local governments if the tax is a substitute
for the property tax; and the discriminatory
nature of the tax if it is in addition to the prop-
erty tax.
While the issues involved are complex, the

case for moderate severance taxes is generally
sound. Employment of the tax as a substitute for
the property levy, as the latter tax is commonly



20

V -

applied, is certainly advantageous from the
standpoint of equity, conservation and adminis-
tration. As an additional tax it serves to com-
pensate for low level assessments under the
property tax, and unusually favorable treat-
ment or inadequate coverage under other gen-
eral tax forms. The total tax burden on the
resources in question should be reasonably
equated with that on other forms of business
enterprises. Certainly, the severance tax should
not be used as a punitive device.
The burden of the severance tax is normally

shifted to the consumer of the taxed products.
There is no reason to believe that a severance
tax under the conditions stated will have an
unfavorable effect upon resource development
or production with the exception of a chronic-
ally depressed industry.
For practical purposes Colorado's experience

with severance taxes dates from the passage of
the oil and gas income tax in 1953, which im-
posed a substantial tax on the gross income from
oil and gas production. It applies to individual
royalty income as well as corporate. Property
taxes on the oil and gas resources or lands are
creditable against gross oil and gas income, and
the oil and gas tax paid is allowable as a deduc-
tion under the income tax. Royalty payments to
the United States or to the State of Colorado are
exempted. The base of the tax is obviously
strictly limited both in terms of the minerals
taxed and by the property tax credit.
The rates of the tax are progressive, ranging

from 2 to 5 percent of taxable gross income. Ty-
ing of the tax to the state income tax system was
intended in part to avoid the possibility that the
levy might be considered an excise and there-
fore subject to the constitutional provision ear-
marking 85 percent of receipts for welfare pur-
poses. Compared to the other states taxes in
this region the rates of the Colorado tax are
about average. However, considering the fact
that the other levies are not in lieu of property
taxes, the burden of the Colorado tax appears
to be below the average.
Receipts from the Colorado severance tax

have increased substantially since 1954, totaling
$3,894,708 in 1957 or 2.64 percent of state tax
collections. The tax is administered as an in-
tegral feature of the state income tax structure,
and costs cannot be distinguished.
The fiscal significance of the severance tax in

Colorado as compared to that of similar taxes in
the other leading mineral producing states is
obviously an essential basis of evaluating pres-
ent and future policies in this field. Of the top
28 states in mineral production all except 7 im-
posed severance taxes, and Colorado ranked 8th
in terms of severance tax receipts inthe 27 states
which reported tax collections. Severance tax
receipts in 1956 exceeded 1 percent of the value
of minerals in 10 jurisdictions including Colo-
rado.

It should be noted that 8 of the eleven Western
States impose severance taxes. Colorado ranked
second to New Mexico in the amount of tax col-
lections; fourth in the ratios of severance tax
collections to total tax receipts and to personal
income payments; and fourth in terms of per
capita receipts.
During the taxable year period covered by

the Colorado income tax study, 135 corporations
reported gross oil and gas income, but only 95
actually paid a net tax. Most of the companies
involved were domiciled or had their head-
quarters outside of Colorado, and the majority
were interstate concerns. The gross tax liability
of all companies was approximately $5,900,000,
and the property tax credits claimed amounted
to $2,836,000 or 48 percent of the gross tax.
Foreign corporations reported over 98 percent of
net taxes, and interstate companies not head-
quartered in Colorado about 91 percent. There
is also a marked concentration of the oil and gas
tax burdens on concerns with assets in excess of
$50,000,000 and particularly the interstate or-
ganizations.
The effective rate of the oil and gas tax in

relation to oil and gas income reaches a maxi-
mum of 2.68 percent in the case of foreign inter-
state companies. For all other categories it is
below 2 percent.
There were 4,122 individual income tax re-

turns reporting oil and gas income, but only
2,986 showed a net tax liability. Total net tax
liability amounted to $214,611 or 6.3 percent of
the net severance tax for both corporate and
individual taxpayers. Property tax credits
claimed, in contrast to the corporate taxpayers
situation, amounted to 85 percent of the gross
tax. The oil and gas tax burden in relation to
individual income levels reveals a broad spread,
ranging from 5 percent of the total tax for the
$8,000 to $10,000 income group to 38 percent for
the $50,000 and over class. The effective rate of
the oil and gas tax on individual oil and gas
income is approximately 1.6 percent.
The future role of severance taxation in Colo-

rado should be dictated primarily by considera-
tions of equity and the economic effects of the
tax on resource development and utilization.
Revenue potentials are important but of sec-
ondary concern. In terms of achieving the broad
objective of equality in taxation as between the
various types of mineral production and with
reference to other industries, it is evident that
existing policies are deficient in both respects.
Colorado's present policies are highly favorable
to producing mineral properties in the case of
the property and income taxes, and the sever-
ance tax on oil and gas which permits crediting
of property taxes is very moderate as compared
to those of most neighboring states. At the same
time, the severance tax on oil and gas does re-
sult in an additional burden on these resources
as compared to other types of mineral produc-
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tion. These considerations give strong support
for the extension of the existing tax on a selec-
tive basis to include such minerals as molyb-
denum, vanadium and uranium, and the elimin-
ation of the property tax credit. The bases of
Property assessment as well as their application
by county assessors also should be modified to
ensure consistent and equitable results.
Elimination of the property tax credit under

the oil and gas tax (using 1956 yield figures)
would produce an additional $3,000,000 in tax
receipts. The increase factor is 88 percent. Ex-
tension of the tax to the three other minerals
noted (with no property tax credit) would pro-
duce approximately $2,200,000 or an increase of
nearly 65 percent as related to 1956 data. The
former percentage factors are, of course appli-
cable to current yields, and the latter estimate
involves a calculated effective rate of 3.51 per-
cent on the gross value of product.

Inheritance, Estate and Gift Taxes (Chapter
XV). State death taxes are one of the most
firmly entrenched state revenue sources, as evi-
denced by the fact that 47 states have retained
this form of taxation for over 25 years. Such
Utilization is due in part to the Federal estate
tax which may be partly offset by state death
tax payments. Hence, 37 states, including Colo-
rado, impose an inheritance tax and with the ex-
ception of Oregon, supplement the levy with a
differential estate tax. The latter applies only
When the federal credit exceeds the inheritance
tax liability and is therefore designed simply to
absorb the federal credit. Of the remaining 11
states, 7 impose an estate tax based on the fed-
eral credit, 3 impose an independent estate tax
and 1 state, Nevada, imposes no death tax of any
form despite the federal credit.
A major problem associated with inheritance

taxation is the inter vivos gift (between living
persons) which is made prior to and in anticipa-
tion of the death tax. To avoid revenue losses
from this subterfuge, 12 states including Colo-
rado have adopted a gift tax, which generally
carries the same rates as the state inheritance
tax. Although Colorado stands with a minority
Of states which impose a gift tax, this procedure
undoubtedly prevents a substantial loss of reve-
nue due to the avoidance of the inheritance tax.
In 1956, death and gift tax collections in Colo-

rado amounted to $3,936 thousand or 2.73 percentO f total tax revenues which is slightly above the
47-state average ratio of 2.13 percent. On a per
capita basis, 1956 revenues in Colorado were
$2.44 which is somewhat above the average per
capita collection of $1.75. In rank order, Colo-
rado's per capita collection was 9th, i.e., 8 states
collecting a higher per capita rate and 38 states
collecting a lower rate. In addition, Colorado's
death and gift tax collections represented .13
Percent of the State's personal income which is
Sightly above the average of .09 percent for the
47 states.

The features of Colorado's inheritance tax are
similar to those found in other states. Certain
deductions and exemptions are allowed and the
rates are graduated not only according to the
amount received but also according to the rela-
tionship of the inheritor to the deceased. Al-
though different rates of progressivity make
interstate comparisons somewhat difficult, Colo-
rado's rate structure appears to be slightly above
the average while exemptions are somewhat
more liberal than those given in most states. In
addition, Colorado permits exemptions to be
taken before the rates are applied whereas most
states simply deduct the exemption from the
first bracket. Hence, an exemption in Colorado is
applicable to the top bracket whereas in many
other states an exemption is deducted from the
first bracket.
Although the federal credit has essentially

preserved the death tax as a source of state reve-
nue, some states, notably Florida, Nevada, and
Arizona, continue to use the tax as a competitive
device to attract or retain wealthy persons. As
long as some states continue to use death taxes
in this manner, attempts to raise substantial
revenues through death taxes by other states
may result in some loss of wealthy individuals.
However, state death taxes are only one factor
in the establishment of a residence and the dan-
ger of losing or failing to attract wealthy esi-
dents does not appear to be great in a state with
attractions such as Colorado's unless burdens
become significantly higher than those in other
states.
In conclusion, Colorado's death tax burden

appears to be somewhat above the average as
measured by per capita collections, the ratio of
death taxes to personal income, and the ratio of
death taxes to total revenues.

Pari-Mutuel Tax (Chapter XVI). The tax on
pari-mutuel racing is a source of revenue in
twenty-four states of which seven are located in
the West. Of this total number also, four states
—Michigan, New Mexico, Colorado and Nevada
—have introduced pari-mutuel since World War
II. In most of these states the tax is a relatively
minor source of revenue, the no table exceptions
being Florida, New Hampshire and New Jersey.
In absolute dollar collections, however, the
ranking states are New York, California, Florida
and New Jersey with revenues ranging from $22
million to $53 million.
Colorado revenue from pari-mutuel in 1957

amounted to $2.1 million, a figure exceeding any
preceding annual total since the inception of the
tax in 1948. This figure represented also 1.47
percent of aggregate tax revenues of the State
in 1957 and 4.57 percent of total receipts of the
General Fund.

All states which have a pari-mutuel, tax wag-
ers on either a flat or graduated base. Colorado's
flat rate of 5 percent could be regarded as a fair
average covering the entire twenty-four state
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group. All states provide for breakage but differ
widely in respect to its distribution. With the
exception of California, the seven Western
States including Colorado, which have pari-
mutuel, permit the race track operators to keep
all breakage; while in the remaining states the
general practice is to divide such receipts be-
tween the operator and the state. Exceptions in
this regard are Florida, New Jersey and Cali-
fornia which claim the entire amount.
Breakage in Colorado was originally retained

by the State but since 1954, and as a result of
State Supreme Court decision, proceeds from
this source have reverted to the racing associa-
tions. Since annual breakage has averaged over
$300,000 this decision caused a corresponding
loss to the General Fund to which all pari-
mutuel revenues are dedicated. Failure to revise
the law to overcome the court's objection may
be attributed to the assumption that the associa-
tions need the breakage to stay in business.

Miscellaneous State Revenues (Chapter
XVII). A wide variety of miscellaneous "taxes,"
"licenses and fees" and "earnings" are realized
by the State government not elsewhere classi-
fied in preceding chapters. For the most part
these sources represent "special" levies or
charges designed to recover costs of rendering
certain State services or privileges granted to
persons or groups of persons engaged in particu-
lar activities. Hence, the revenues derived are
in large degree, but not entirely, earmarked for
the particular agency rendering the service in
question and not available as revenues for the
General Fund.
Although the receipts from a number of in-

dividual sources are relatively small they consti-
tuted in the aggregate a total of nearly $30 mil-
lion in 1957, or an amount representing 13 per-
cent of the State's aggregate revenues in that
year.
The general category of individual "taxes"—

foreign and domestic corporation, coal mine,
metal mining, oil and gas conservation, preda-
tory animal, hail insurance, safety and accident
prevention, mattress stamp, tax for revised
statutes, gate admission and public utility com-
mission—came to a total of $714,000 in 1957.
The first mentioned tax, or the "foreign and

domestic corporation tax" has been recently
revised with a rate structure which places Colo-
rado in about a median position with other
Western States in terms of costs imposed for
the incorporation of business enterprise. The
"coal mine tax" is, because of the decline of the
coal mining industry, falling short of revenues
needed to cover the inspection costs of the Coal
Mine Inspection Department. There is no easy
solution to the problem but in the meantime the
General Fund must be drawn upon to cover
deficits. The "metal mining tax" is currently
fully sustaining the activities for which it wns

designed while the "oil and gas conservation
levy" indicates a possible shortage by 1961 un-
less services are curtailed or added revenues are
forthcoming. The "predatory animal tax" at the
present rate is deemed adequate for all purposes.
The "hail insurance tax" as presently adminis-
tered is adequate for covering losses as well as
for building a necessary reserve fund. The
"safety and accident prevention tax" currently
is developing a small surplus and presumably is
sufficient to meet requirements as is equally true
in the case of the "mattress stamp tax." Of the
remaining miscellaneous tax sources the "air-
craft ownership tax" presents a special case of
apparent under collection. Thus for 1957 a total
of 175 private planes were subject to assessment.
It is estimated however that there are from 1,000
to 2,000 planes in the State that should be sub-
ject to the tax.
The area of "licenses and fees" constitutes a

veritable maze of licenses, "charges" and "fees"
imposed by various state departments on af-
fected persons or groups of persons and business
enterprise for public services rendered. Total
revenues from these sources amounted in 1957 to
$6.7 million of which $4 million represented
license receipts of the State Game and Fish De-
partment. Another $1 million was accounted for
by licenses and fees directly related to the use
of public highways (automobile title fees, motor
vehicles dealers and salesmen's licenses, inspec-
tion stickers, and penalty assessments and J. P.
Court fines) . The remaining $1.7 million repre-
sented a host of regulatory fees associated prin-
cipally with the departments of State and Agri-
culture and the State Board of Stock Inspection.
A sample review of regulatory fees collected

suggests that in a number of instances—notably
in the Department of Agriculture and in Stock
Inspection—the payment of fees is not being
fully enforced. This fact may not be too im-
portant from a revenue standpoint since the
amounts involved are relatively small in any
event. However, it should not be forgotten that
in most instances licenses and fees are for regu-
latory purposes designed to protect the public
and have been intiated by industry groups for
establishing and maintaining self-imposed
standards. Inadequate collections therefore pre-
sumably mean an inadequate system of inspec-
tion—a situation clearly contrary to the public
interest.
Departmental earnings and miscellaneous re-

ceipts which in 1957 amounted to $22 million
were derived from fees and tuitions of educa-
tional institutions ($5.7 million of which $3.5
million represented tuitions collected by the
University of Colorado not included in the $22
million total noted above) ; reimbursements to
the State Highway Department for road work
done for other governmental units ($8.4 mil-
lion) ; earnings of penal and eleemosynary insti-
tutions ($3.6 million) ; receipts from rental and
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sale of State lands ($4.3 million) ; and income
from all other miscellaneous sources ($3.5 mil-
lion).

The Tobacco Tax (Chapter XVIII). The his-
torical and traditional justification for levying a
tobacco tax has been that such a tax will result
in higher prices and thereby discourage a habit
Which is deemed undesirable from a social as
well as an individual point of view. In addition,
the tax is commended for its stability, conven-
ience of payment, ease of collection, and ability
to extract revenues from all taxpayers regard-
less of income class. This rationale has been
questioned by those who point to the indefensi-
bility of labeling tobacco consumption a "vice,"
and the evidence which indicates that increased
Prices do not, in fact, curtail tobacco consump-
tion. Moreover, the tax is subject to the indict-
/Tient of regressivity, and, although it is charac-
terized by a certain ease of collection, the com-
mon practice of allowing dealer discounts re-
sults in a relatively high cost of collection.
Despite certain criticism, the tobacco tax, and

more specifically the tax on cigarettes, has
achieved considerable popularity. In addition
to the federal tax of 8 cents per pack, 42 states
collect a levy which ranges from 2 to 8 cents per
Pack, the most popular rate being 5 cents. Eleven
states have given cities the power to impose a
tobacco tax and municipal use is extensive in 5of these states, Colorado included.
As a state source of revenue, the tobacco tax

Plays an important role in most of the 42 states
Which employ the tax, accounting on the aver-
age for 5 percent of total taxes collected. In 18
states, tobacco tax collections exceed 5 percent
of all taxes collected.
Of the six states which do not employ a special

excise tax on cigarettes, 3 states (California,
Maryland, and North Carolina) include cigar-
ettes in the sales tax base. Of the 3 remaining
states (Colorado, Oregon, and Virginia) Colo-
rado is the only state which employs a sales tax.
Hence, Colorado is the only state in the union
yvhich neither includes cigarettes in the sales tax
base nor subjects cigarettes to a special state
excise tax.
Colorado's failure to adopt a cigarette tax may

be partly explained by the fact that such reve-
Taes would have accrued to the Old Age Pensionz und prior to the 1956 constitutional amend-
inent which now permits an overflow into the
General Fund. An additional factor is the wide-
read municipal use of the tax in the State.

This latter point remains a significant factor if
6tate adoption is being considered, because
about 30 cities and towns presently utilize the
X  Considering the revenue restrictions faced

,037 Colorado municipalities, it would appear that
'be. State may have more alternatives from
Which to choose if additional revenue is needed.

It is estimated that a State cigarette tax in
Colorado would yield an annual amount of ap-
proximately $2,218 million for each cent of tax
levied. The most popular rate in surrounding
states is four cents, hence a similar tax in Colo-
rado would yield approximately $8,8 million
annually. Considering the common municipal
rate of two cents per pack in Colorado, a State
rate of only 2 cents per pack might also be an
alternative worthy of consideration. On this
basis, the yield would be $4.4 million. Tobacco
tax rates in surrounding states however, are not
necessarily a criterion to be followed by Colo-
rado.
In addition to a cigarette tax, a few states

place a special excise tax on other tobacco prod-
ucts. While this practice is commendable from
an equity standpoint, it involves certain admin-
istrative difficulties. Were such a tax adopted in
Colorado, however, it is estimated that the yield
would be approximately $600,000 to $700,000 an-
nually.
Although the tobacco tax is subject to signifi-

cant criticism, it can not be denied that the
inherent ease of payment renders the tax po-
litically popular and capable of achieving sub-
stantial revenues.

Federal Grants (Chapter XIX). In 1957 fed-
eral grants to Colorado totaled $55 million—an
amount equal to approximately 23 percent of
total revenues of the state government. Of this
amount highway grants amounted to 28 percent,
public assistance 49 percent, and all other (edu-
cation, health and hospitals, non-highway trans-
portation, natural resources, etc.) 23 percent.
Old age assistance alone constituted 35 percent
of total grants and 71 percent of all grants for
public welfare.
Comparatively, Colorado's per capita total

federal grants in 1957, amounting to $36.55,
placed it in 8th leading position among the forty-
eight states and in 5th position in relation to the
eleven Western States.
In per capita grants for public welfare Colo-

rado was surpassed nationally by only three
states. In per capita grants for purposes other
than public welfare Colorado ranked 13th in the
nation being exceeded by all Western States ex-
cept California and Washington.

Colorado's relatively high per capita rank as
a recipient of federal aids is due to a combina-
tion of factors of which a sparse population is
one; another factor is the relatively large State
old-age pension program which gives full imple-
mentation to federal aids for this type of public
welfare. Coupled with this is the fact that high-
way aid is a function of size of area and Colo-
rado, as one of the largest states, in area, is fav-
ored accordingly.
However a relatively favorable aid position

does not necessarily indicate that Colorado is
taking full advantage of federal assistance in
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the various programs eligible for federal aid.
Whether such a state policy is desirable is an
open question since aids are obtained at a price
and the price may be high. Nevertheless a rec-
ognition that participation in jointly financed
state-federal programs can and frequently does
relieve pressure on state finances calls for care-
ful and continuous review of federal aid legis-
lation as it is enacted and amended from time to
time.

State-Local Relations (Chapter XX). State
responsibility for providing a tax base commen-
surate with locally assigned functions is by all
odds the most vital consideration in state-local
relations as presently constituted. The role of
the State in this regard has become increasingly
important as well as burdensome as local gov-
ernments, limited essentially to the overworked
property tax, have been pressed by mounting
costs induced by population growth and price
inflation.
Currently local governments as a whole de-

rive approximately two-thirds of their total
revenue from their local revenue sources and
the remaining one-third from the State in the
form of shared taxes and grants.

All evidence indicates that the property tax,
which accounts for three-fourths of all locally
collected revenues, is reaching its maximum
point of utilization in many areas of the State.
This is notably the case in the larger cities and
towns. Pressure on the property base has been
contained somewhat at the municipal level by
the development of new tax sources such as the
sales tax (presently used in only two cities, Den-
ver and Pueblo) , tobacco taxes (found in 28
cities) and a local levy on liquor (imposed in 26
cities). The sales tax has been highly productive
but its wider use by cities is problematical in
view of its competitive nature and the fact that
the State also taxes sales. Taxation of tobacco
has been expedient in view of the fact that the
State has not entered this field. Should, how-
ever, the State tax tobacco in the future close
state-local fiscal policy cooperation would be
needed to avoid burdening this base. This ap-
plies equally to the liquor tax, now employed
by both the State and municipalities.
Shared taxes and state aids amounted to $111

million in 1957, or approximately one-third of
total local government receipts. Of this total
62.5 percent was distributed for public welfare,
mainly old age pensions; 22 percent for school
aid; and 15.5 percent for highway and street pur-
poses and certain miscellaneous items. Viewed
jurisdictionally, the total was distributed as fol-
lows: counties 76.1 percent; school districts 22
percent; and cities and towns 1.9 percent.
In principle, the transfer of funds from the

state to local government (financed by both
state and federal funds) is designed to provide
desired levels of services in which there is state-

wide interest. Aids are also intended to "equal-
ize" the financial capacity of all local partici-
pants in a given program. In respect to the
latter, Colorado falls far short of achieving this
objective.
In the public welfare field the old age pension

program meets a uniform state standard and, not
being locally financed, raises no problems of
equity. In the other aided welfare categories,
required equal percentage contributions by in-
dividual counties presumes equal financial ca-
pacity—a situation that is far from being the
case. In this connection it is of interest that 27
states including 5 Western States (New Mexico,
Arizona, Nevada, Washington and Idaho) ad-
minister and finance all categorical aids at the
state level.
The most serious inequity in the welfare field

is the unaided program known as "general as-
sistance." Failure of either federal or state funds
to cover, in part at least, this vital area of public
needs has placed upon the counties a burden
which cannot now be adequately carried by
many counties. This is evidenced by monthly
payments per applicant which in 1957 averaged
only $11.88 with a range varying from a low of
$3.52 to a high of $30.44. It is apparent, there-
fore, that this program needs to be reconstituted
on a more realistic basis wherein State financing
will be a part of it as it was in earlier years.
Aid for education as revised by law in 1957,

which attempts to promote both a higher level
of educational performance throughout the
State as well as to effect a more equalized distri-
bution of the burden, is sound in principle. Un-
fortunately it is premised on the assumption of
uniform assessment which will continue to
plague the program's effective implementation.
In the absence of any correction here full imple-
mentation by state aid, which is now 80 percent
as per formula, may not be desirable from some
points of view. However, Colorado's urgent need
for State support of schools, which has lagged
behind that of other Western States, cannot wait
upon reform of the property tax. More perhaps
can be said for postponing full implementation
until more has been done to consolidate schools
which in view of gratifying progress during the
past year need not long be deferred.
Colorado's distribution of highway funds on

the basis of its existing formula needs re-exami-
nation. The municipal share of only 5 percent
is apparently inadequate in view of the rapid
growth of the larger metropolitan areas in the
State in the past decade and a half. Ensuing
traffic congestion has become not only a major
problem for the cities but one that also impor-
tantly affects the efficiency of the entire primary
road system of the State.
The allocation formula is subject to further

question on grounds that it places on the coun-
ties (via a 30 percent allocation) the full respon-
sibility for the construction and maintenance of
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"county roads." The point can be made that a
sizable part of these roads are in fact "state
roads" and should, therefore, be administered by
the State. Such transfer of functions would re-
sult in a system that would be stronger than
would be possible under a county jurisdiction
which in many cases has neither the adminis-
trative nor financial capacity to shoulder this
burden.

State and Local Debt (Chapter XXI). Rapid
post-war growth of Colorado's industries and
population has resulted in a corresponding in-
crease in the need for public facilities. Although
operating budgets have been balanced on the
whole, capital programs have, in the main,
necessitated borrowing on a scale heretofore
unknown. Thus in 1957 Colorado's combined
state and local debt reached an all-time high of
$421 million—a figure nearly four times what it
was before World War II and nearly three times
the figure reported for 1950.

Colorado's over-all public debt does not how-
ever indicate excessive use of credit. At the
State level outstanding issues, largely for the
construction of highways and college dormi-
tories are self-liquidating and appear to be ade-
quately covered by anticipated income. Inter-
state comparisons show also that per capita state
government debt is presently at the median av-
erage for the eleven Western States. In this con-
nection it is of interest that Colorado is one of
only three Western States that does not have
any general debt.
At the local level debt is largely confined to

issues of the school districts and municipalities
Which together account for 80 percent of com-
bined state and local debt. In turn, nearly two-
thirds of this ratio is applicable to the four-
county Denver Metropolitan Area where the
most rapid population growth has occurred. It
is in terms of this development and the adjust-
ment of capital expenditures thereto that much
of the current outstanding public debt in Colo-
rado can be explained.

Concluding Summary Statement. Certain
Specific features of Colorado's economy and
fiscal structure as well as probable future devel-
oPments provide the basic foundation for the
tax policies recommended in this report. In
terms of the economy as a whole a continued
better-than-national-average rate of population,
and employment growth is anticipated. The
direction of movement will be toward the larger
metropolitan areas as it has in the past. Coinci-
dent with growth it may reasonably be assumed
that enlarged demands for public services and
capital facilities will correspondingly increase
the pressure on public budgets at both the state
and local levels of government. Although antici-
Pated higher taxes both in the aggregate as well
as in per capita terms will be paralleled and
likely will be exceeded by increased personal

incomes the cushioning effect of the latter could
be nullified by improvident expenditure policy
and an inequitable tax structure incapable of
effectively accommodating the larger needs of a
growing state.
Measured in terms of per capita public ex-

penditures, costs of government in Colorado, as
is true for all Western States, run above the
average for the rest of the country. This may be
expected to hold for the future since the reasons
are deep-seated and continuing in nature. A
sparse population in most parts of the State with
widely separated smaller communities—which
are required to provide complete utility serv-
ices, schools and other public facilities including
highways constructed and maintained in diffi-
cult terrain — combine to create a situation
where high per capita as well as high unit costs
of operation are almost certain to exist. Another
impelling factor causing Colorado's cost levels
to be relatively high lies in the culture of a
people who have wanted and have received
more than a bare minimum of governmental
services. Colorado's social conscience manifested
in its regard for the aged, its desire for good
schools reflected in its high educational achieve-
ment record measured by "number of school
years completed" and its nationally recognized
"clean government" are all evidences of a
peoples' continuing desire and will to have a
better than average government. Such services
have to be paid for and how they are paid for
and, by whom, becomes increasingly important
as expenditures and correlative tax burdens
grow larger in size and variety. Colorado's over-
all state and local structure, a product of nearly
a hundred years of development, reflects in its
component parts the varying economic and
social changes that have taken place over time.
The traditional concept that he who owns prop-
erty has capacity and, accordingly, should pay
taxes in proportion to what he has in real and
personal property has been the predominant
criterion for distributing the burden of govern-
ment cost in Colorado. At the local level, the
property tax is the mainstay of support and
will no doubt continue this role in the future.
However, at the state level, where property
taxation has only a limited use, tax policy both
in theory and practice has taken quite a differ-
ent turn.
During the 1930's mounting welfare payments

and subsequent postwar demands imposed by
rapid growth and inflation saw an increase in
revenue need that the property tax could obvi-
ously not absorb. As a consequence and, per-
haps, without too much regard for tax prin-
ciples, per se, legisative policy turned increas-
ingly to other forms of measuring and utilizing
taxpaying capacity. Thus, was born the retail
sales tax, the liquor tax, the tax on personal
and corporate incomes, the tax on pari-mutuel
racing, severance tax on gas and oil, and the
ton-mile tax. Predating these changes but a part
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of the "non-property tax" family are the various
highway user taxes which over the years have
grown to a relatively large proportion of the
State government's total revenue receipts.
The emergent tax structure, both State and

local, naturally leaves much to be desired. On
the State level it is highly complex and sharply
regressive, and shows little evidence that any
unified or consistent policy guided its forma-
tion. These undesirable features and the inher-
ent problems are compounded by a fund struc-
ture which currently earmarks over 80 percent
of the State's total revenues. As a consequence
pressure for needed revenues mainly for gen-
eral operation, educational aid, and the State's
institutions, have resulted in periodic revenue
shortages. Currently the general fund picture
shows a revenue shortage estimated for 1960 of
approximately $9 million. And, depending upon
policy development in respect to state school
aid, subsequent needs could go beyond this total
by an estimated $10 million.
The local tax structure based primarily on

the property tax has increasingly lost its
capacity to meet advancing costs, particularly
marked at the municipal level. Here the City
and County of Denver presents the outstand-
ing example. Cities and towns have been forced
to seek revenues which not only overlap state
taxes in a number of cases, but being essentially
consumer taxes, they have further added to the
regressivity of the tax structure of the State as
a whole. In addition to these efforts to break
through a "boxed in" revenue structure, local
governments have turned more and more to the
State for assistance in order that they might
properly perform their function as assigned by
law. Thus another pressure has been imposed
on the State's General Fund.

Guiding Principles: It is against this back-
ground of fiscal arrangements and anticipated
developments that the Staff of the Tax Study
Group has examined Colorado's taxes individu-
ally and in relationship to each other. During
the course of the analysis, the Staff has con-
stantly kept in the foreground certain basic
principles by which taxes and tax policy must,
in the final analysis, be judged. Accordingly,
stated recommendations as presented below
have been tested against these essentials which
in question form may be stated as follows:

(1) Will possible changes contribute to a
more equitable system of distributing
the tax burden?

(2) Will the changes produce a more pro-
ductive and reliable base for meeting the
anticipated increased demands of Colo-
rado's state and local governments?

(3) Will the changes produce a more equi-
table tax environment for Colorado busi-
ness including agriculture and mining?

(4) Will the changes simplify and ease the
problem of taxpayer compliance as well
as increasing the effectiveness and re-
ducing the cost of administration?

RECOMMENDATIONS: GENERAL
The following tax program incorporates

recommended changes covering the entire tax
structure in Colorado. The order of presentation
is by individual taxes and by subclassifications
wherein particular areas calling for revision are
identified and described. This is followed by
recommended changes, the reasons therefore
and the estimated revenue effects.
All recommendations call for early consider-

ation. Most pressing, however, are those which
include measures designed to provide additional
general fund revenue for State Government in
1960. These are described in this section under
separate tax subjects but are brought together
into an integrated program as outlined in the
succeeding section on page 34.

General Property

1. Standard Assessment

General Statement: The present legal stand-
ard of assessment is full cash value based on
market value or other appropriate factors.

Recommendation: The general standard of
assessment should be changed from full cash
value to a percentage of present value (market
or cost) approximating the average maximum
ratio presently in effect.

Reasons: The full cash value rule is inoper-
ative; its implementation is impractical; and
the proposed change would provide a realistic
and equitable standard of assessment as well
as a sound foundation for equalization efforts.

Revenue Effects: It is not contemplated that
this change in assessment standards should be
employed to increase property tax revenue,
though rate adjustments would undoubtedly be
required to avoid this result in some jurisdic-
tions.

2. Specific Bases of Assessment

General Statement: The present legal bases
of assessing the following types of property are
inconsistent: (a) farm land and improvements
and urban site land and improvements and (b)
producing oil and gas properties and other pro-
ducing mineral properties and non-producing
mineral property or rights therein.

Recommendation: (a) Consistent specific
bases of assessment related to present market
or costs value should be formulated and applied
in the case of agricultural and urban land, and
improvements thereon, and tangible personal
property other than merchandise and manu-
factures.
(b) Uniform bases of assessing producing,

and non-producing, mineral properties should
be adopted. In the case of producing mineral
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Property the basis should be related to current
value using a capitalization of net income
factor. Several factors may be essential in the
case of non-producing mineral property or
rights thereto, but they should be uniformly
applied. Finally, the original assessment of
both types of extractive land should be vestedin the State Tax Commission.
(e) No change is recommended in the basic

approach to assessing merchandise inventories
and manufactures.

Reasons: The present basis of assessing agri-
cultural lands is not consistent with that applied
to urban lands and improvements, and is need-

y complicated. Considerations of tax equity
dictate uniform or non-discriminatory standardsOf assessment for these types of property. The
discrimination involved in the present policy is
especially grievous in the case of urban homes
Which do not produce a cash income.
The present assessment differential is highly

discriminatory as between oil and gas and
other producing mineral properties and the
factors to be considered in assessing non-pro-
ducing mineral property are not clearly defined.
In view of the inherent complexities of the
problems involved, State assessment as prac-ticed in many other states is essential to theachievement of uniform results.
The present average inventory basis of assess-
merchandise inventories is generally em-

Ployed and the percentage ratio appears to bereasonable under present conditions. In viewO. the fluid nature of this property it is notpossible to relate the ratio of assessment directlyto that employed for fixed assets. The result in
1.137 ease is fractional assessment as comparedto the capital value of fixed assets.

3. Frequency of Assessment
Genera/ Statement: The law requires that

Personal property be re-assessed every year, butthere is no firm rule in the case of real property.
Recommendation: A policy of continuing

assessment should be established with personal
Perroperty re-assessed annually and all real prop-

Period. 
tY in each jurisdiction over a three-year

Reasons: The reasons for the present rule in

u
,ine case of personal property are self evident
Ltle to its relatively fluid character and rapid
enanges in value. Re-assessment of all realpr°Perty every three years is essential to avoid
jlequities caused by changes in value, to ensure
l'easonable conformance to the general currentavalue standard and will require utilization offU ll-time assessment staff.

g, Revenue Effects: A substantial increase ineossuenstsieeds.valuations may be anticipated in many
This gain will be offset in part by

higher administrative costs, and state aid will
be necessary in some of the less populous count-
ies to accomplish the objective.

4. The Sales Ratio Study

General Statement: The Sales Ratio Study
initiated in 1957 under the Legislative Council
has produced significant results; but further
data are essential in many areas.

Recommendation: The present comprehensive
sales ratio study should be continued for at least
a three-year period, and this type of research,
perhaps on a sampling basis, should be continued
to provide a permanent basis for equalization
efforts.

Reasons: It is quite evident that further data
are needed from many counties to provide a
firm base for conclusions which are essential
to implementing a statewide equalization pro-
gram and other fiscal policies which are de-
pendent upon such information.

5. Tax Commission

Genera/ Statement: The present staff of the
Tax Commission is strictly limited and the
members once they are appointed by the Gov-
ernor are subject only to Civil Service rules
and regulations.

Recommendation: The State Tax Commission
should be reconstituted to ensure executive re-
sponsibility and the staff enlarged to permit
effective control over local assessment practices
and the equalization problem.

Reasons: This agency has been largely in-
effective in the areas noted, and an increase in
staff accompanied by executive control is
needed. Continuing efforts by an expert, spe-
cialized staff are the only means of ensuring
equalization of tax burdens and the correction
of other disparities in local assessment practice.

6. State Use of Property Tax

General Statement: The State is now using
the property tax to finance certain capital and
operating requirements for educational and
other state institutions.

Recommendation: The State government
should relinquish the property tax source to its
local units—this policy to be implemented on
a gradual basis by the substitution of a capital
budgeting program financed from the Gevral
Fund as soon as existing mill levy commitments
are met.

Reasons: The urgent revenue requirements
of local units which have a very limited tax
base should be recognized, and the proposed
change in policy can be implemented without
sacrificing revenues essential to the State.
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Revenue Effects: The State presently derives
approximately $12,000,000 or 8 percent of its
total tax receipts from this source.

Retail Sales Tax

1. Food Exemption; Extension of Base; and
Vendor's Discount

General Statement: Food purchased for con-
sumption off the premises and restaurant meals
are subject to the Colorado sales tax. On the
other hand, certain non-professional services,
and liquor and tobacco products which are taxed
by one-half or more of the states are not subject
to the Colorado retail sales tax and there is no
special excise levy on tobacco. The Colorado law
permits a vendor's discount of 5 percent.

Recommendation: (a) Exempt food pur-
chased for consumption off the premises from
the retail sales tax base.
(b) Include lodging (hotels, motels and

camps) in the sales tax base.
(c) Reduce the vendor's discount to 3 percent.

Reasons: Equity in tax policy demands a
reduction in the regressive impact of the sales
tax on low income groups which is largely
attributable to the taxation of food. The de-
sirability of this step is generally recognized,
and there are 9 other states that presently
exempt all or specified food products.
Taxation of lodging service does not involve

the same degree of regressive influence as food,
and will partially offset the loss of revenue re-
sulting from the food exemption.
The proposed discount is the highest allow-

ance made by any state, and studies indicate
that compliance costs generally range from
2 to 3 percent.

Revenue Effects: The food exemption will
reduce revenues by about $8,400,000 (1957 base)
or 21.3 percent; inclusion of lodging will increase
receipts by at least $1,000,000; and reduction of
the vendor's discount to 3 percent will raise
receipts by about $850,000.

2. Sales Tax Administration

General Statement: Basic responsibility for
administration is placed in the Sales and Use
Tax Division of the Revenue Department with
assistance from the general field investigation
staff of the Department.

Recommendation: Strengthen the sales tax
enforcement machinery by inaugurating a com-
prehensive office audit of sales tax returns, by
establishing a systematic and selective field
audit procedure and by appropriate expansion
of the audit staff.

Reasons: The present administrative proced-
ures and staff are inadequate in terms of gen-
erally accepted standards of sound administra-
tion. The results inevitably are substantial

losses of revenue and extreme inequities as
between individual taxpayers.

Revenue Effects: While the precise effect
upon revenues cannot be determined, significant
net increases in receipts are assured.

Alcoholic Beverage Taxes

General Statement: Colorado levies a special
excise tax on four classes of alcoholic beverages
—spirits, light wine, fortified wine, and beer.
The present rates on a per gallon basis are:
spirits, $1.59; light wine, $.12; fortified wine,
$.24; and beer, $.03.
The sales tax, as presently established in Colo-

rado, exempts alcoholic beverages from the base.
In addition to excise taxes, revenues are col-

lected from liquor manufacturers, wholesalers,
and retailers in the form of annually issued
licenses.

Recommendation: The following rate changes
are recommended: the light wine rate be in-
creased from $.12 to $.20 per gallon, the fortified
wine rate be increased from $.24 to $.30 per
gallon, and the beer rate be increased from $.03
per gallon to $.06 per gallon. No change is
recommended in the levy on spirits.
No change is recommended in the present

rate structure of alcoholic beverage licenses.
It would be desirable, however, if some means
were devised to permit local governments to
retain more than the present 15 percent of the
state license fees they collect, although any
change in the present system would probably
require a constitutional amendment.

Considering the numerous advantages of a
state quasi-monopoly control system and its
adoption by 17 states, further consideration
should be given to this alternative for Colorado.

Reasons: The above suggested rate changes
would make the State's alcoholic beverage tax
structure more commensurate with those in the
other 28 license states. Since Colorado's rate
on spirits is nearly identical to the 29-license
state average, no change is advocated.
The license fees imposed on liquor and beer

manufacturers and dealers seem to be designed
to cover the costs of administration of the Liquor
License Division. The present rate structure is
adequately fulfilling this objective.

Revenue Effects: If the above rate increases
were enacted, an estimated increase in annual
revenue of $705,000 would be achieved. The
estimated revenue resulting for each of the
proposals is as follows: Light wine rate increase,
$25,000; fortified wine rate increase, $55,000;
and beer rate increase, $625,000.

Highway User Taxes

1. Rate on Diesel and Other Special Fuels

General Statement: Colorado imposes a uni-
form rate of 60 per gallon on all types of fuel
used in motor vehicles.
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Recommendation: A minimum differential
rate of 20 per gallon should be imposed on diesel
and other special fuel.

Reasons: The present uniform rate involves
a discrimination against the owners of gas-
propelled vehicles who receive less mileage than
Special fuel users; the Colorado Highway Plan-
ning Committee Report and virtually every
Other study of this matter in other states have
recommended a similar percentage differential;
and some 11 states now follow such a policy.
Revenue Effects: The increase in receipts

based upon 1957 collections would amount to
about $553,000. However, special fuel collections
have been increasing rapidly in recent years,
and this trend may be expected to continue.

2. Registration Tax on Not For Hire and Farm
Trucks and Combinations

Genera/ Statement: Colorado now imposesvery low rates on these vehicles based upon
empty weight.

.Recommendation: The user tax costs per mile
(in relation to gross weight) of not for hire andfarm trucks and combinations should be rea-
sonably equated to that of for hire vehicles,
using recent data on relative tax burdens. Gross
,weight and use factors should be considered in
iormulating a revised schedule of rates based
uPon gross weight for the not for hire and farm
vehicle classes.
, (An alternative proposal to apply the ton-mileLax to all trucks over 9,500 pounds and trailersand semi-trailers over 4,500 pounds, which wasinade in the highway financing portion of the
1950 Highway Planning Committee Report,1.vould achieve substantially the same result,

.Would involve somewhat greater adminis-
trative problems.)
t Reasons: The present tax burden upon the
,37Pes of vehicles noted is unreasonably low in

rins of any defensible measure of cost re-
?Ponsibility and the practice of the great ma-r„r1,tY of Western States. Costs per mile for
en vehicles in Colorado tend to remain con-

and in in one case are actually regressive in
to gross weight.

0.,Revenue Effects: Considering the complexities
of 

t. he rate schedule required, a precise estimate
be 

increased receipts is not feasible. They would
i,. istsiUnbgstantial, however, and a doubling of

registration tax burdens for the vehicles'I question would produce about $1,600,000.

3. Administration of User Taxes
Genera/ Statement: The administration of thetrnh ?r elements of the user tax program, with

ve7xeeption of the registration tax, is presently
bited in the Motor Fuels Tax and Ton-Mile

sions of the Revenue Department with some

assistance from the field investigation staff of
the Department.

Recommendation: Strengthen office and field
audit efforts in the case of special fuels, motor
fuel tax refunds, the fuels tax as applied to
interstate vehicles and the ton-mile tax on
intra-state operators.

Reasons: Present procedures in these areas
are deficient and the staff is inadequate to
achieve effective results. Gains in revenue as
well as greater equity in the application of the
fuels and the ton-mile tax are assured.

Revenue Effects: While the over-all effect
upon receipts cannot be estimated, the fact that
each ton-mile tax auditor earns his salary in
about one month is indicative of probable
results.

4. Ton-Mile Tax

General Statement: The present law involves
a differential ton-mile rate of .8 mill and 2 mills
on the empty vehicle and vehicle load, respec-
tively.

Recommendation: Narrow the existing mill
rate differential as between vehicle and load
under the ton-mile tax by increasing slightly
the empty vehicle factor and a similar reduction
in the load factor.

Reasons: The present differential produces a
degree of burden progression for the very heavy
for hire trucks and combinations which is some-
what greater than that in most of the Western
States. While the disparity is not great (25 per-
cent or less) , the adjustment proposed would
remove any reasonable basis of criticism by
carrier groups.
Revenue Effects: No appreciable change in

over-all yields is anticipated as the adjustments
are compensating in character.

Insurance Tax

Rates and Exemptions

General Statement: Insurance Companies
operating in Colorado, unless expressly ex-
empted, are subject to a 2 percent tax on
premiums paid on business written in the State.
Exempt are the following types of underwriters:
fraternal benefit societies; domestic fire insur-
ance companies; mutual employers liability
associations; mutual benefit associations; medi-
cal and hospital associations (Blue Cross and
Blue Shield) ; and benevolent societies. Also
exempt are all companies with 50 percent of
their assets invested in Colorado.

Recommendation: (a) That the present rate
of 2 percent be retained.
(b) That the law, as amended, exempting

companies which have 50 percent of their assets
invested in Colorado be repealed.
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(c) That all companies now exempt under
the above noted provision of the law be taxed
on premiums paid on Colorado business acquired
after the date of repeal of this provision.
(d) That all other exemptions remain un-

changed.

Reasons: A rate of two percent on gross
premiums is the one more commonly used by
other states. Because of the retalitory feature
contained in the insurance laws of most states,
an increase in the Colorado rates would hurt
domestic companies operating in other states.
The exemption of companies meeting the 50

percent investment rule (and, in practice, this
exempts all domestic companies but does not
affect foreign companies) was presumably in-
tended to "keep the money at home" by direct-
ing funds into local industry and government.
It is doubtful that this provision has significant
bearing on investment policy decisions as far
as the affected companies, themselves, are con-
cerned. Moreover, and in accordance with
sound economic principles, taxes should have
a minimum influence in determining the alloca-
tion of economic resources in a relatively free
market. Such allocation in a private enterprise
system will best be determined according to the
pattern of consumer preferences and relative
costs. This being so the existing exemption is
considered to be both economically and socially
undesirable.
From the standpoint of tax policy, no good

reason exists for exempting domestic companies.
Like foreign companies, they are subject to no
other special business tax; they use and benefit
from state governmental services and, like for-
eign companies operating for a profit, they have
capacity to pay taxes. However, it is recognized
that domestic companies are in the main stock
companies whose existing contracts with policy-
holders are largely fixed in terms of premium
charges. On old business, therefore, removal
of tax exemption would cut into their surplus
since the tax could not be shifted, at least in
part. Since domestic companies are relatively
young and small, this would place an undue
burden upon them. It is, therefore, recom-
mended that the tax be applied only to their
future new business where contract terms can
be adjusted.
Other companies expressly exempted by law

are presumed to be operators on a non-profit
basis. As such, they are properly exempted
from the premiums tax.

Revenue Effects: It is estimated that recom-
mended changes would increase premium tax
income by $40,000 as a minimum.

Personal Income Tax

1. Normal Tax Rate Structure

General Statement: Normal tax rates range
from 1 percent on the first $1,000 of net taxable
income to 10 percent on all over $11,000.

Recommendation: The tax rate structure
should be revised to start at 3 percent on the
first $1,000 of net taxable income and increase
at one-half percent steps for each additional
$1,000 of income, with a maximum of 8 percent
on all net taxable income over $10,000.

Reasons: Narrowing the range of the normal
rate structure at both ends will make the tax
more productive and equitable. At present the
Colorado tax is considerably more progressive
than the federal income tax. The minimum rate
is among the lowest of the 29 income tax levying
states. The maximum rate is the second highest
in the entire nation. The vast majority of Colo-
rado taxpayers pay only a "token" income tax
under the present statute. More than one-half
of all individuals who filed returns in 1958 had
a combined normal and surtax liability of less
than $10 for the year, or 200 per week. Approxi-
mately 170,000 individuals, or almost one-third
of all taxpayers filing returns, paid a total state
income tax of $2 or less in 1958. Since it cost
the State on the average more than $2 to process
a single income tax return, it appears that a
large part of the Department of Revenue's per-
sonal income tax collection and administration
activity takes on the character of "pouring water
in a bushel basket." With regard to the appor-
tionment of the tax burden between income
groups, individuals with incomes below $5,000
represented 68 percent of all taxpayers but they
paid only 16 percent of the total amount of
normal tax collected by the State; in contrast,
those with incomes of $10,000 or more, repre-
senting less than 5 percent of all taxpayers,
were liable for more than 56 percent of the total
tax. However, a balanced tax structure does not
require that direct income taxation be essen-
tially limited to the wealthy—with major reli-
ance placed on sales, excises and various forms
of hidden taxes to exact a state tax contribution
from the remainder of the population. A highly
progressive but insignificant income tax does
not offset the effects of a quantitatively impor-
tant but regressive tax either in terms of equity
or revenue. Direct income taxation which takes
into account variations in the taxpayer's eco-
nomic well-being and family obligations is to
be preferred to indirect regressive taxation as
the principal means of raising revenues for the
General Fund. To paraphrase a distinguished
tax authority, it is high time the State quit the
ludicrous business of dipping into the average
taxpayer's income with a sieve.

Revenue Effects: State revenues would be in-
creased by $11.6 million.

2. Federal Income Tax Deductibility

General Statement: Present law permits full

deductibility of federal income taxes paid as
an expense in computation of net taxable income
for normal tax.
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Recommendation: Eliminate the federal in-
come tax deduction provision as an alternative
to revising the rate structure.

Reasons: The elimination of this provision
would remove one of the most important causes
of the erosion of the present tax base. In 1957,
the federal income tax deduction reported on
individual returns amounted to $285 million, or
Practically one-half of the total personal ex-
pense deductions claimed by all taxpayers. In
addition to Colorado, fifteen income tax states
Permit full deductibility of the federal tax.
This alternative would yield an estimated $1.6
million less in additional state revenues than
would be obtained by increasing the normal
tax rates, as recommended above. However,
the distribution of the tax increase resulting
from the removal of the federal tax deductibility
provision would make the income tax structure
more progressive; whereas, the recommended
rate change would have an opposite effect.

Revenue Effects: State revenues would be in-
creased by $10.1 million.

3. Long-term Capital Gains

Genera/ Statement: Present law excludes
from the tax base 50 percent of capital gains
derived from the sale of assets held by tax-
Payers for six months or longer.

Recommendation: Include 100 percent of all
net capital gains as taxable income, except in
the case of income derived from the sale of a
homeowner's own residence.

Reasons: The present special treatment of
capital gains is inequitable. It provides a
Minority of taxpayers with a special tax benefit
hot available to taxpayers with other forms of
income included at 100 percent. The rationale
for preferential treatment of capital gains on
the federal level is not applicable on the state
level because of significant differences between
the rate structures—a 91 percent maximum
federal rate as compared with a 10 percent
Maximum rate under the present Colorado code.
The. majority of income tax states, 15 out of the
29, include 100 percent of capital gains in the
tax base regardless of the length of time .the
assets were held by the taxpayer. Only eight
states, in addition to Colorado, exclude 50 per-cent of gains realized on the sales of assets held

months or longer. This type of income. is
nIghlY concentrated among a small minority

uPper-income taxpayers. Less than 10 per-!ent of the Colorado taxpayers reported long-
in capital gains on their 1957 returns, .2

Percent of all taxpayers accounted for approxi-
raatelY 50 percent of the total, and 1/10 of 1
[Percent accounted for over 20 percent of the_otal capital gains. The average long-term
2PItal gain for the latter group was about
N4,000 per taxpayer. Moreover, approximately

50 percent of the increased cost resulting from
the removal of this provision, in effect, would
be absorbed by the federal government since
such taxpayers are generally in the higher fed-
eral tax brackets.

Revenue Effects: State revenues would be in-
creased by $1.4 million.

4. Surtax on Income from Intangible Assets

General Statement: Under present law in-
come derived from intangible assets, i. e., divi-
dends and interest, are subject to a special
surtax of 2 percent, in addition to normal tax.

Recommendation: Eliminate the surtax pro-
vision.

Reasons: The present surtax is inequitable.
As in the case of the special treatment of long-
term capital gains, designating a particular
source of income for either lighter or heavier
taxation under the personal income tax creates
inequities between taxpayers who in other
respects are in similar economic circumstances.
The surtax was originally enacted in 1937 in
lieu of the property tax on intangibles. Changes
in the over-all state tax structure during the
past two decades, particularly the relative de-
crease in the importance of property taxation
on the state level, have considerably weakened
the rationale for this type of tax. Moreover,
the present $600 exemption taken against gross
surtaxable income has effectively excluded
from surtax 75 percent of the 100,000 taxpayers
who reported surtaxable income from interest
and dividends on their 1957 returns. About
two-thirds of the taxpayers who would benefit
by the removal of this provision reported in-
comes of less than $8,000 for 1957.

Revenue Effects: State revenue loss would
be $1.6 million.

5. Medical Expense Allowance

General Statement: Present law permits de-
duction of only those medical expenses in excess
of 5 percent of adjusted gross income, limited
to $2,500 on separate returns and $5,000 on joint
returns.

Recommendation: Permit full deduction of
medical expenses, but retain the present maxi-
mum limits of $2,500 on separate returns and
$5,000 on joint returns.

Reasons: The personal income tax is consid-
ered to be a highly desirable form of taxation
because it takes into consideration, in addition
to income, variations in the taxpayer's size of
family, physical infirmities of old age and blind-
ness, and extraordinary expenses due to serious
illness and accidents. With regard to the latter,
however, the Colorado code is less generous
than the federal government which permits
the deduction of expenses in excess of 3 percent
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of adjusted gross income. The medical expense
allowance reported on 1957 tax returns was the
least important of the itemized deductions, and
it was claimed by less than one-eighth of the
taxpayers, mainly concentrated in the lowest
income category.

Revenue Effects: It is estimated that the State
revenue loss would amount to $.3 to $.5 million.

6. Withholding

General Statement: Under present law em-
ployers are required to withhold an amount
equal to 4 percent of the tax withheld for
federal income tax purposes.

Recommendation: Payroll withholding should
be graduated by two rates applied to the tax-
payer's federal withholding.

a. If the present rate and base structure is
continued, a rate of 3 percent should be applied
to federal withholding of less than $50 a month,
and a rate of 5 percent to that of $50 or more.

b. If the rate and base structure is revised
as recommended above, the present 4 percent
rate should be continued on federal withholding
of less than $50 a month, and a rate of 6 percent
should be applied to that of $50 or more.

Reasons: The present 4 percent withholding
results in a large number of refunds, and the
problem is concentrated in the lower income
groups. During 1958 the Department of Revenue
had to process and pay refunds on more than
two-thirds of the total number of returns sub-
ject to withholding, and on more than three-
fourths of the withholding returns filed by indi-
viduals with incomes of less than $5,000. It is
believed the above adjustments in the with-
holding rates would reduce the number and
amount of refunds for the lower income groups
and would more closely match the tax liabilities
of taxpayers with incomes of $5,000 or more.

Revenue Effects: None.

7. Tax Table

Genera/ Statement: Taxpayers with adjusted
gross incomes of less than $5,000 have the option
of using a prepared tax table which incorporates
exemptions as well as standard and federal
income tax deductions.

Recommendation: The tax table should be
made optional for all taxpayers with incomes
up to $10,000.
Reasons: The use of a tax table greatly simpli-

fies preparation of returns and reduces the
amount of verification and auditing which other-
wise must be performed by the Revenue De-
partment. On the basis of the returns filed in
1958 it appears that such extension of the table
might affect as many as 63,000 taxpayers with
incomes between $5,000 and $10,000. The major
convenience of using the table for such tax-

payers would be that they no longer would be
required to complete Schedule I which has
proven to be one of the most troublesome
features of the present tax form.

Revenue Effects: None.

Corporate Income Tax

General Statement: Present law permits full
deductibility of federal income tax in the com-
putation of the State corporate income tax.

Recommendation: Eliminate federal tax de-
ductibility.

Reasons: The corporate income tax is highly
unutilized and should be raised in order to
achieve a more balanced and equitable tax
structure. Compared with the other 33 corporate
income tax states, Colorado ranks below the
national average by every relevant measure of
tax significance. Nineteen out of 34 corporate
income tax states do not permit the deduction
of federal income taxes. Removal of the federal
deductibility provision would result in a real
or effective rate which more closely corresponds
to the statutory or nominal rate, and would
lessen the degree of regressivity of the present
effective rate structure. Moreover, to some
extent federal deductibility favors interstate
firms relative to firms operating solely within
the State. Elimination of this provision would
materially improve the equity of the tax and
provide a source of sorely needed General Fund
revenue.

Revenue Effects: State revenues would be in-
creased by $5.2 million.

Severance Tax

Scope and Base of Tax

General Statement: The present oil and gas
tax has a sound base and rate structure, but is
limited in scope and burden. It applies to gross
oil and gas income, less the property tax credit,
at progressive rates ranging from 2 to 5 percent.

Recommendation: (a) Eliminate the prop-
erty tax credit under the existing law.
(b) Extend the application of the existing

tax (without a property tax credit) to molyb-
denum, vanadium and uranium as an initial
step.

Reasons: The limited scope of the present tax
involves an unjustified discrimination in favor
of the untaxed minerals; taxation of the min-
erals noted will not prejudice present or future
production; and the burden of the tax will fall
largely on out-of-state consumers.
Producing mineral properties now enjoy sub-

stantial tax advantages under the property and
state income taxes which constitute a discrim-
ination against other types of industry; the
property tax credit has the effect of reducing
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corporate tax liability by nearly 50 percent
and individual tax liability by 85 percent, there-
by greatly accentuating the inequality in over-
all tax burdens; the burden of the tax exclusive
of the property tax credit will not be out of line
With that imposed by most neighboring states;
and there is no reason to anticipate unfavorable
effects upon resource development and utiliza-
tion,

Revenue Effects: Elimination of the property
t,ax credit will increase yields by approximately
3,000,000, and taxation of the three minerals
(using 1956 data on value of product) will
Produce in excess of $2,200,000 annually.

Pari-Mutuel Tax

Breakage

Genera/ Statement: Under existing law
breakage" resulting from paying, in even
multiples, winnings from pari-mutuel betting
cannot revert to the State. Instead such pro-
ceeds are a part of the gross take of the racing
associations conducting the meets.
Recommendation: That breakage continue to

be retained by the racing associations.
Reasons: Average proceeds from breakage

Covering experience in recent years have
amounted to approximately $300,000. Racing
associations in Colorado have had a varying
Profit record in which developmental costs have

fact 
a factor limiting income. This and the

,iact of a relatively low volume indicate that the,breakage factor may spell the difference be-
tween a profit and a loss.In this connection it is of interest that of the
six Western States which have legalized pari-
mutuel racing only California requires that
Proceeds from breakage shall revert to the Stategovernment. A review of all twenty-four states
Which have pari-mutuel indicates that dollar
„volume of betting (and therefore profits) de-
ternimes state policy in the distribution of
.L,-',reakage. Thus in Florida, New Jersey, New

Illinois and California—all high volume
s,.‘ates--a whole or a part of the breakage reverts

es
Lo the State. On the other hand in low volume tat the reverse tends to hold, that is, thef_acing associations retain all receipts fromoreakage.

The Tobacco Tax
Ge.neral Statement: At present, Colorado does

11°t Impose a special excise tax on cigarettes orother. tobacco products. Approximately 30rrj.upalities in the State, however, levy a
,'igarette tax at a rate of from 1 to 3 cents per
ijack, the most common being 2 cents.
„,Recommendation: A state cigarette taxould be enacted at a rate of 2 cents per pack.
st etax should be administered by the sale ofamps to the "first handler," usually the

wholesaler, who will then be required to affix
the stamps to the cigarette packs. For this
service, and to encourage compliance, the dealer
should be given a 5 percent discount when he
purchases the stamps.
A tax on other tobacco products should not

be imposed at this time.

Reasons: Colorado is one of only six states
which presently do not impose a cigarette tax.
In addition, the earmarking of the revenues
from such a tax no longer provides a barrier
to the use of the tax since the 1956 Constitutional
Amendment will permit an overflow into the
General Fund. Hence, Colorado would join a
majority of 42 states by enacting the tax and
the revenues will accrue essentially to the
General Fund.
Although the most common rate in surround-

ing states is $.04 per pack, the proposed rate for
Colorado is only $.02 because municipal use is
widespread in Colorado. Hence, with the com-
mon municipal rate of $.02 and a state rate of
$.02, the aggregate burden would be commen-
surate with that of most bordering states.
While the allowance of dealer discounts re-

sults in a loss of revenue, it appears necessary
as an enforcement measure and to encourage
compliance with the tax. Moreover, 41 of the 42
tobacco tax states allow such discounts which,
on the average, amount to approximately 5
percent.
The special taxation of other tobacco products

is commendable on the grounds of equity but
involves administrative problems and is not
widely used by other states. Hence, no excise
tax on other tobacco products is recommended
at this time.

Revenue Effects: It is estimated that a State
cigarette tax in Colorado would yield an annual
amount of approximately $2.177 million for
each cent of tax levied. Hence, a $.02 tax would
yield a gross annual amount of approximately
$4.4 million. Administrative expenses, and dis-
counts of approximately $220,000 would have
to be deducted to determine the net amount
which would be realized by the State.

Shared Taxes and State Aids

Distribution of Highway User Fund

General Statement: The Highway User Tax
Fund is allocated on the basis of 65 percent to
the State Department of Highways, 30 percent
to the counties, and 5 percent to the cities
and towns.

Recommendation: Change present basis of
allocation to the counties and cities to insure
equal aid for the same types of facilities.
Reasons: It is obvious that a policy which

denies cities and towns a substantial and in-
creasing share of motor vehicle tax funds is
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unacceptable on theoretical grounds and wholly
unrealistic in terms of the practical problems
involved. First, the predominant use principle
requires that a large and constantly increasing
part of urban facilities be classified as general
rather than access, and that state financing be
provided on the same basis as for general use
facilities outside municipal boundaries. Second,
state aid is presently being extended for certain
rural roads that are primarily access in char-
acter. Equity also clearly dictates uniformity
in this phase of state policy. In short, so long
as the type of use and nature of benefits prin-
ciple is employed as a basis of financing policy,
there is no justification for applying it in a
discriminatory manner. From a practical stand-
point, also, the most crucial technical and
financial problems of developing and maintain-
ing adequate motor transportation facilities are
centered in the urban areas. Interstate or
through traffic may be diverted around or to
one side of the cities and towns to lessen con-
gestion and save time for the tourist, although
the urban economy may suffer. However, a
state highway program and policy which dis-
regards the needs of the majority of motor
vehicle owners and the major portion of traffic
volume is clearly unsound. Such action is even
more flagrant when this same group of users is
paying the lion's share of the cost of a system
financed by special user benefit taxes.

General Assistance

General Statement: State payments for wel-
fare cover (1) old age pension, (2) aid to depen-
dent children, (3) aid to the blind, (4) aid to
needy disabled, (5) child welfare, (6) tubercu-
losis hospitalization, and (7) administration. Not
included as an aid program is "general assist-
ance" which is financed exclusively by the coun-
ties.

Recommendation: Re - establish State Aid
for General Assistance on a basis comparable to
that which existed prior to 1952.

Reasons. State aid was available for general
assistance until 1952 and was dropped with the
introduction of the federal program of Aid to
the Needy Disabled under the assumption that
the latter would, in its effect, replace the first.
This has not proved out. In many cases general
assistance is needed for resident persons who
still cannot qualify for one of the existing wel-
fare programs. This applies particularly to aged
persons who lack residence to qualify for the old
age pension. In many cases also, persons who do
qualify under the federal and state aid programs
need supplemental aids to carry them through.
Finally the transient problem is one that falls
heavily on certain communities, particularly the
larger cities.
As a result of this "uncovered" area of need,

a continuing and sizable demand is placed on

local funds for this purpose which in 1957
amounted to a total of $3.5 million or nearly
one-half of the county provided welfare pay-
ments on all programs of welfare. Yet the aver-
age payment per person for general assistance
was only $11.88 with individual county pay-
ments varying from a low of $3.42 to a high of
$30.44.

State financing of the program which is now
inadequately supported would, aside from im-
proving standards, importantly reduce the pres-
sure on county budgets notably the City and
County of Denver which carries the lion's share
of the burden.

Revenue Effects: Added cost to State would
be $750,000 to $1,000,000.

RECOMMENDATION: PROGRAM FOR
STATE BUDGET REQUIREMENTS IN

1960

It has ben estimated that demands upon the
State's General Fund for the fiscal year ending
in 1960 will require approximately $10 million
in additional revenue. To meet this require-
ment a tax program as outlined below is pre-
sented. It will be observed that the recom-
mended changes are designed to reduce the
regressivity of existing taxes and by placing
principal reliance on the income tax for net
revenue additions, the changes would, as a
whole, result in a more balanced and equitable
tax structure.

Change in Revenues
Increase Decrease

1. Personal Income Tax
(a) Adjust bracket rates to range from

3 to 8 percent $11,638,000
Or

Eliminate federal tax deductibility 10,069,000
(b) Include capital gains at 100 percent,

except on personal homes or residences 1,401,000
and

Eliminate surtax on interst and
dividend income

(c) Permit full medical expense deduction

2. Retail Sales and Excises
(a) Exemp food (off premises)
(b) Add:

Amusements 1,384,000
Lodging, hotels, motels, camps 1,094,000

(c) Reduce vendor's discount from 5
to 3 percent 850,000

(d) Special excise on cigarettes at
2 cents 4,435,000

(e) Increase light wine rate from 8.12
to 8.20 per gallon 25,000

Increase fortified wine from $.24
to $.30 per gallon 55,000

Increase beer rate from 8.03 to
$.06 per gallon 625,000

$1,599,000
500,000

8,408,287

Total Sales and Excises 8,468,000 $8,408,287
Net Increase in sales and excise
revenues 59,713

3. Insurance Tax
(a) No change in existing 2 percent rate
(b) Eliminate companies exempt because of

50 per cent asset investment in
State 40,000

NET INCREASE IN TOTAL REVENUES:
A. If bracket rates are revised 11,039,713
B. If federal tax deduction eliminated 9,470,713
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Other Policy Questions—Economy and
Governmental Reorganization

Economy in government has been variously
covered throughout the course of this study.
The reason for bringing it up again is to both
emphasize and qualify this concept and its fiscal
importance.
When a unit of government proposes that ad-

ditional revenues be raised to meet increased
expenditure requirements, the question of econ-
omy or reducing costs is invariably brought
into policy discussion as a possible alternative.
This is understandable since the paying of more
taxes is always a painful adjustment to make.
Unquestionably, economy in the use of public

funds is as essential as is the use of any scarce
resource in the private economy. However,
"cutting the suit to fit the cloth" can be over-
done. If it results in cutting essential services
the "economy move" would be ill-advised at
best. In Colorado over 80 percent of total state
and local governmental expenditures are di-
rected to education, welfare and highways. If
cost savings on any sizable scale are to be relied
Upon to cover revenue needs it is important to
recognize that it is in these major functional
areas that the pruning knife would have to be
applied.
Undoubtedly there is waste and inefficiency

that could be eliminated but many activities
that may be inefficient now are inefficient be-
cause personnel or equipment is inadequate and
removing this kind of inefficiency will cost more
money, not less. Efficiency in government, as
elsewhere, means efficiency in the use of the
Public dollar and not necessarily spending fewer
dollars.

State Organization. The greatest opportunity
for achieving increased efficiency in government
and in time cost savings is in the large area of
administrative organization of the State govern-
ment. Colorado's structure was found to be one
of the most complex in the nation, with 138 in-
dependent or semi-independent agencies var-
iously designated as "offices," "boards," "bu-
reaus" and "commissions," each of which has
a separate existence in law, including in most
Cases a legally established "cash fund" to sustain

As such the complexity of the administrative
organization is reflected in an equally complex
and cumbersome fund structure.
The duplication of functions, salaries and

overhead necessitated by the existing arrange-

ments are obvious. More importantly, the inde-
pendent agency system diffuses executive power
to the point where the Governor's authority and
responsibility under the Constitution to see
"that the laws are faithfully executed" are
seriously impaired.

All evidence indicates a need for a thorough
overhaul of an antiquated system that like
Topsy has "just grown." This would involve the
consolidation of agencies under major integrated
departments headed by an appointed official
responsible to the Governor.

Urban Government. The revolutionary
growth of urban population in and around estab-
lished cities and towns has placed a tremendous
strain on municipal finances as well as existing
arrangements for providing needed services.
Traditional devices including municipal annexa-
tion and the special district have proved to be
inadequate as a means of meeting these prob-
lems.
The City of Denver which contains one-third

of the State's total population is the cardinal
example of the "Metropolitan Movement" which
in Denver has meant a larger and more prosper-
ous community but one also that has brought to
it a seemingly insuperable fiscal problem. Its
solution which is a matter of state-wide concern
waits upon new approaches in state-local and
local-local governmental cooperation, the inaug-
uration and formulation of which is definitely a
prime responsibility of the State.

County Government. County government in
Colorado is antiquated in parts and needs re-
examination. Rapid population increase has
created new demands upon counties and the
needed degree of flexibility in their operations
is not possible under existing law., Conversely,
population decline in other county areas has
reached the point where boundary revision is
mandatory if "economy in government" is to
have any meaning at all.

School Consolidation. The future course of
consolidation faces many problems which are
not readily solved. Great distances and sparse
population is a principal deterrent to early
action. Extreme "localism" is another. That the
need exists for much more extensive reorganiza-
tion of Colorado's school system is apparent
from the fact that in 1958 there were 731 third-
class districts, of which 183 were one-teacher
systems.
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CHAPTER

THE ECONOMY OF COLORADO

Colorado's public expenditure and revenue policies are basically a reflection of its economic and
population structure. It is clear, for example, that the kinds and aggregate amount of governmental
services called for, and therefore public costs incurred, stem from, and are conditioned by the economic
and social needs of the citizens of the State. Similarly, the over-all cost of government as well as the
particular revenue sources used must conform in some reasonable degree to the resource pattern and
income levels that exist.

As a corollary of the above any planning of future governmental budgets must necessarily be
premised on economic growth and population change as these can presently be foreseen. To that end
public finance must be so ordered that it will accommodate the State's development. It has been
aptly said that a tax pattern, like a suit of clothes, must fit the wearer. Although the economy is
recognized as the principal factor shaping fiscal policy, final decisions are subject to a host of value
judgments, some of which may, and frequently do, conflict with the general interest.

How well the fiscal system in Colorado has been measured to the requirements of the economy
and the people of the State is a question that will occupy principal attention in succeeding chapters
of the study. In this chapter the objectives are limited to a summary review of the State's economy,
in which its characteristics and growth potentials are set forth. As such, it provides a basic frame
of reference for subsequent expenditure and tax policy review and analysis.

General Features of Economy

Colorado is one of the eight states included
by Census classification in the "Mountain Divi-
sion."l To most people this area suggests a
rugged region of snow capped mountain ranges,
high peaks, deep valleys, rushing streams and
generally breath-taking scenery of endless
variety. Associated also in general thinking
about the region is an economy facing natural
0.dds but one which nevertheless can support a
limited population from its mines and from such
agriculture as is possible on a semi-arid land
Surface with limited water supply, and interven-
ing mountains and waste lands.
As one of the Mountain States, Colorado prob-

ably most closely approaches the popular con-
ception of what such an area should look like
f.rurn a scenic point of view. In the main, also,

Its economy is typical of the mountain region..,ts Population is necessarily sparse because of
'Ls natural environment but it is growing at a
.._ate faster than most states. Personal incomes
'lave increased substantially although on a per
Fapita basis they are still slightly under the na-
Ijenal average. Historically, mining and farming
'lave been the basic activities of the State's
ec°11enly but both have declined in importance
relative to manufacture and trade. The latter

,1:rhis is a standard area classification used by the U. S. BureautanTe Census and includes Colorado, Wyoming, Utah, Idaho, Mon
Chap New Mexico, Arizona and Nevada. In this and subsequent
.iiiff'ers the "Mountain Division" will be referred to . thewoct:I

i 
ntaM States" and when joined with the "Pacific Division."daTecl includes Washington, Oregon and California, the consoh-

"W group of 11 states will be designated as the "West" orestem 
States."

has established Colorado as a principal indus-
trial and supply center for the entire Mountain
West and accounts for such growth as the State
has experienced over the past three decades.

Colorado's economic development has been
and may be expected to continue to be impor-
tantly affected by its location, topography and
population density each of which, singly, or in
combination coordinately tend to both enhance
as well as to retard industrial progress.
Colorado's location places it at a long distance

from heavily populated areas—a physical fact
that has limited the development of industry,
notably heavy industry, producing for national
markets. But, by the same token, the locational
factor has given strong impetus to the growth
of local manufacturing and wholesaling oriented
to the large and growing regional market of the
West.
Wide variation in topography and climate,

complemented by a similar variation and loca-
tion of basic minerals and agricultural products,
has separated the State into a complex of local
specialized economies each dependent, in large
degree, upon a single basic product or activity.
Community specialization, though inherently
unstable and uneven in income opportunity, re-
sults in a highly diversified economy for the
State as a whole. The over-all leveling effects of
this may more than offset the hazards of the
one-crop or single-industry specialty of the local
communities.
Sparse population in most areas of the State

and great distances between trade centers has
caused the latter to become largely autonomous
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in providing a full complement of both business
and public services. As a result, small business
and local government are characteristic and
very important in Colorado.
The cost implications to local government are

clear. A sparse population and the need for com-
plete utility services, schools and other govern-
mental facilities and services including high-
ways—which must be constructed and main-
tained on difficult terrain—combine to create a
situation where high per capita as well as high
unit costs of operation are apt to exist. Attempts
to consolidate governmental units to reduce
costs as well as to improve service, notably
among school districts, are hampered by inter-
vening distances although movement in this di-
rection is being made with some success. Al-
though not meeting the cost problem, as such,
the fact that railroad property constitutes an
important part of the tax base in many sparsely
settled county or smaller governmental jurisdic-
tions has helped to carry the per capita burden
as has state and federal aids in one form or
another.
Although the principal areas of the State are

essentially rural, the overriding fact is that the
greater proportion of the population is urban
and largely contained in the four-county Denver
Metropolitan Area. It is in this urban setting
where over-all State growth, both in industrial
employment and population, has largely taken
place in recent years. The sharp rise in the popu-
lation of Denver as well as its immediately ad-
joining suburban areas has forced a correspond-
ing increase in the need for public services with
resultant tax problems which are distinctive
both in character and magnitude.

Colorado's future progress may be expected
to follow past trends with industry and popula-
tion tending to grow most rapidly in the State's
three major metropolitan areas,2 but chiefly in
the Denver Area. Coupled with this trend, a less
rapid but steady growth is most likely to occur
in the sparsely populated areas of the State
where natural resources are highly diversified
and large in developmental promise.

Population

Colorado's rate of population growth has con-
sistently exceeded that of the country as a
whole. As such, it reflects the larger continental
trend towards the West which has been ob-
served since the beginning of the nation's his-
tory. Decennial growth rates have varied
sharply, however, since the State's origin as an
organized territory in 1861. As can be seen from
Table 1.1 and Chart 1.1 these have ranged from

2As defined by the U. S. Bureau of the Census and as the term
"Metropolitan Area" is used in this study these include: Denver
(Denver, Adams, Arapahoe and Jefferson counties), Pueblo
(Pueblo county), and Colorado Springs (El Paso county).

a high of 387 percent from 1870 to 1880—a period
marking the mining boom of the 1870's—to a
low of 8 percent for the depression years from
1930 to 1940.
Most recent estimates of the Bureau of the

Census show a total population in Colorado of
1,612,000 for 1956. This represents a 22 percent
increase since 1950—a rate of gain exceeded by
only five other states, namely, Nevada, Arizona,
Florida, California and Delaware. It is signifi-
cant also that of the ten states in the union show-
ing the largest percentage increases for this

POPULATION GROWTH IN COLORADO
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Table 1.1

Population of Colorado, Mountain and Pacific State Groups, and United States
1860-1956

Year Colorado

Population (thousands)

Mountains Pacific b
United
States Colorado

Intercensal increase (percent)

Mountain. Pacific b
United
States1860 34 175 441 31,4431870 40 315 675 39,818 16.3 51.4 52.0 26.61880 194 653 1,115 50,156 387.5 107.3 65.1 26.01890 413 1,214 1,888 62,948 112.7 85.9 69.4 25.51900 540 1,675 2,417 75,995 30.6 38.0 28.0 20.71910 799 2,634 4,192 91,972 48.0 57.3 73.5 21.01920 940 3,336 5,567 105,711 17.6 26.7 32.8 14.91930 1,036 3,702 8,194 122,775 10.2 11.0 47.2 16.11940 1,123 4,150 9,733 131,669 8.4 12.1 18.8 7.21950 1,325 5,150 14,486 150,697 18.0 22.3 48.8 14.51956 1,612 6,127 17,818 167,191 (21.7). (20.7)' (23.0)' (10.9)*

• Colorado, Utah, Idaho, Montana, Wyoming, New Mexico, Arizona, Nevada.
b Washington, Oregon, California.
° Percent change 1950-1956.

Source: U. S. Bureau of the Census, Census of Population, 1860-1950; and Current Population Reports, Series P. 25, No. 148, November, 1956.

six-year period, five were mountain states,
namely, Nevada, Arizona, Colorado, New Mex-
ico, and Utah.
The 1950 to 1956 population increase of nearly

300,000 people is accounted for by natural in-
crease, or births over deaths-estimated to have
amounted to 57 percent of the total increase-
and by in-migration or 43 percent of the total
(Table 1.2). The last, which stems from increas-ed incomes and new jobs, considered later in
more detail, largely explains Colorado's rela-
tively rapid growth during the period.

Table 1.2

Estimated Changes in Population of Colorado
1950-1956

CenL. "8 Population, 1950,Jve births
L'eathe

1,325,089
251,200
80,500

Natural increaseillet civilian migration 10et military migration 2
et migration, totaloPulation, July 1,1956
Note that this figure is 10,589 higher than theestimate given in Table 1.1.

Source: Bureau of Business Research, University of
Business Review, No. 12, December, 1956.

170,700
4,300
2,500

126,800
1,622,589.

Bureau of Census

Colorado, Colorado

Migration. The State's capacity to attract
People from other sections of the country mea-
sured from 1940 to 1955 is shown in Table 1.3.It will be observed that during the war Colo-rado actually lost civilian population, or a total
of 33,000, a number which was more than offsetfrom 1945-1955 by a net increase through migra-
tion of 152,000 persons. Of this number some-what over one-half came into the State after
1950. Furthermore, after 1950 the eleven West-ern States added through migration a total of 1.7
Million to their combined civilian populationWhile the rest of the country lost, on balance, atotal of 233,000 persons.

Migration is not a one-way street however. As
people move in there are also people moving out.
An outward movement can be quite large even
if the inflow of population is sizable. Colorado's
experience for a selected one-year period (1949-
1950) is illustrative. During this period in-mi-
grants numbered 75,155 while out-migrants to-
talled 64,000.3 If this can be taken as a fairly
typical relationship it would mean that for every
7 persons coming into the State another 6 are
moving out.

Table 1.3

Estimated Gain or Loss from Net Civilian
Migrationa for Western States and All Other

Regions, 1940-1955
(thousands)
1940- 1942- 1945- 1950- 1940-State or region 1942 1945 1950 1955 1955

West 491 2,035 889 1,727 5,142
Colorado -29 -4 72 80 119
Utah 5 14 -5 15 29
Idaho -52 3 28 -35 -56
Montana -40 -27 33 -14 -48
Wyoming -16 -2 11 -9 -16
New Mexico -51 6 57 b 12
Arizona -14 73 79 147 285
Nevada 24 b 8 55 87Washington 86 317 -49 50 404Oregon 24 187 88 52 351California 554 1,468 567 1,386 3,975

New England 119 47 b -225 -59Middle Atlantic -279 -146 874 425 874East North Central 597 53 258 933 1,841West North Central -478 -384 4 -251 -1,109South Atlantic 129 -42 -87 115 -115East South Central -261 -495 -460 -845 -2,061West South Central -169 -511 -211 -385 -1,276
United States 150 557 1,268 1,495 3,470
• Net civilian migration comprises both net migration from abroad andnet interregional, interdivisional, or interstate migration of civiliansaccording to area shown.
b Less than 1,000.

Source: Derived from U. S. Bureau of the Census, Current PopulationReports, P. 25, Nos. 72 and 145, May, 1943 and October, 1956.

W. S. Bureau of the Census, Population Mobility-State Eco-
nomic Areas, 1950, Table 6, p. 4B-29 and Table 8, p. 4B-32 (Wash-
ington, D. C., 1950).



40

The intra-state movement of the population is
of interest also. For this same one-year period
Census reports show an internal movement in-
cluding persons moving out of the State as
follows:

Number of persons moving to a different county in
Colorado

Number of persons moving to a different house in same
county

Number of persons moving to another state
Non-movers

Total population reporting

140,260

170,460
64,490
956,066

1,331,276

Activity such as this has many facets of in-
terest and carries implications of considerable
importance to tax administration in the State.
A large ebb and flow of population is unlikely
to be fully reflected on tax rolls and revenue
losses occur as a result. The magnitude of both
in-migration and out-migration including intra-
state movement in Colorado indicates what the
scope of the problem might be.

Population Density and Distribution. De-
spite impressive growth rates, Colorado is still
sparsely populated. In 1950 it had an average of
only 12.8 persons per square mile, ranking sev-
enth in land area but only thirty-fourth in pop-
ulation. Its over-all population density placed it
in thirty-ninth position reading from high to low
followed by the remaining seven Mountain
States and North and South Dakota.4
Population growth has not been distributed

uniformly, however, but has tended to concen-
trate in urban areas and particularly in the Den-
ver Metropolitan Area. The trend in this direc-
tion, which has been continuous over the years
but one that has been most marked during the
past two and a half decades, shows that about
two-thirds of the State's population was urban
in 1956. By contrast the comparable ratio in 1930
was one-half. Moreover, in 1956 the Denver Met-
ropolitan Area alone accounted for 44 per cent
of the population while in 1930 it was 34 per-
cent (Tables 1.4 and 1.5) .

Table 1.4

Urbana and Rural Population of Colorado
Census Years 1930-1950 and 1956

Year

Percent ---
Rural TotalUrban

Number-
Rural Total Urban

1930 519,882 515,909 1,035,791 50.2 49.8 100.0
1940 590,756 532,540 1,123,296 52.6 47.4 100.0
1950 759,939 565,150 1,325,089 57.3 42.7 100.0
1956 1,067,573 545,016 1,612,589 66.2 33.8 100.0

• Defined as incorporated places of 2,500 population and over.

Source: U. S. Bureau of the Census, Census of Population, 1930-1950;
Current Population Reports, Series P. 25, No. 148, Nov. 18,
1956; and Colorado State Planning Commission, Gazetteer of
Incorporated Cities and Towns in Colorado, 1956.

All rural counties have in a greater or lesser
degree felt the impact of the country-to-city
movement. Either they have lost population in

'Statistical Abstract of the United States, 1957, pp. 8 and 158,
(Washington, D. C., 1957).

the absolute or they are growing at such a slow
rate as to indicate that their natural increase is
not being retained. Thus, from 1940 to 1956,
when the over-all State population increased by
44 percent, 23 counties lost population at rates
ranging from slightly less than 1 percent to 57
percent, while 32 gained at rates which varied
up to, but in no case, reached the general State
average. The remaining 8 counties which are
predominately urban, including the four-county
Denver Metropolitan Area, were responsible,
therefore, for the bulk of the over-all State in-
crease that occurred.5

Table 1.5

Percentage Distribution of Population, by
Metropolitan and All Other Areas in Colorado

Census Years 1930-1950 and 1956
Area 1930 1940 1950 1956

Metropolitan Area • 42.6 47.2 54.9 59.2
Denver 34.0 36.3 42.5 44.3
Pueblo 3.8 6.1 6.8 7.0
Colorado Springs 4.8 4.8 5.6 7.9

All other areas 57.4 52.8 45.1 40.8
Total State 100.0 100.0 100.0 100.0

• Metropolitan area as defined by the U. S. Bureau of the Census.
(See footnote 2 of this chapter.)

Source: Derived from U. S. Bureau of the Census, Census of Population'
1930-1950, and Bureau of Business Research, University of
Colorado, Colorado Income, 1958.

The trend toward urban areas is by no means
peculiar to Colorado but is a nation-wide de-
velopment generally attributed to increased in-
dustrialization in metropolitan areas which has
attracted rural populations released by labor
saving machinery, notably the tractor, and by
enlarged acreages per farm with ensuing decline
in the number of farm owners and operators.
The decline of mining activity in certain areas
of the State has also been a contributing factor.
The total population of the State, as well as

its internal movements, raises a series of ques-
tions bearing on present as well as future tax
problems at both the state and local levels. For
example, does a decline in the number of people
in a given area mean also a drop in local rev-
enues, with a corresponding need say, for in-
creased state aids? Or, is the reverse true? On
the other hand, does a growing community gain
a tax base proportionate to the increased public
service which growth demands? If not, where
and by what means can either the local govern-
ment or the State or both make the adjustment
that will meet the problem? These and other
questions call for more than quick answers and
are dealt with in some detail in later chapters.
Here it is sufficient to point out that basic
changes in both population and its underlying
economic base require a continuous review of
tax policies since some may no longer apply in
a situation that has changed.

'Bureau of Business Research, University of Colorado, Popula-
tion, (Boulder, Colorado, 1958).
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Age Pattern. Colorado has a larger ratio of
population in the lower age groups than that for
the country as a whole-a fact attributed in
large degree to its relatively high net gain from
migration which favors younger families (Table
1.6) . From the viewpoint of industry this means
a relatively younger and more vigorous labor
force. A younger age group structure has mean-
ing for government also since it results in added
pressure on school facilities with ensuing en-
larged demands on public budgets at both the
state and local levels of government.

Table 1.6

Percentage Distribution by Age Groups of
Civilian Population for Colorado, Western
State Groups, and the United States, 1955

Age Group
(Years) Colorado

Mountain Pacific
States States

Total

United
States

11.9
Percent of
13.0 11.1 11.30- 4

5-17 23.3 25.5 21.8 23.0
18-34 24.1 23.5 22.9 22.6
35-44 13.1 12.9 14.6 13.9
45-64 18.9 17.7 20.8 20.5
65 and over 8.7 7.4 8. 8.7
Total 100.0 100.0 100.0 100.0
Source: U. S. Bureau of the Census, Current Population Reports, Series

P. 25, No. 151, February 1,1957.

The proportion of persons in the age bracket
from 65 years and over is, however, the same as
the national average. It is somewhat above the
general average of the Mountain State group
but slightly under the ratio shown for the PP^
eific Coast states.
Particular attention is directed to this ad-

vanced age category since the impression is not
uncommon that Colorado tends to attract older
Persons because of its relatively high old age
Pension program. The above-noted relationships
do not indicate this nor do recent increases in
this age group. As noted in Table 1.7, Colorado's
Percentage increase between 1950 and 1955 of
Persons 65 years and over was under the general
average reported for both the Mountain States
and the country as a whole.

Table 1.7

Percentage Increase, by Age Groups, of Civilian
Population for Colorado, Western State Groups

and the United States from 1950 to 1955
Age Group Mountain Pacific United
(Years) Colorado States States States
0.4
5-17
18.34

20.9
29.7

21.7
27.0

22.5
41.0

13.3
21.9

35-44 7.0 5.9 5.6 5.1
45_64 10.8 10.3 13.2 5.7

11.0 12.7 14.4 8.9Th65 and 0
40tal ver

14.0
15.2

20.7
15.6

20.3
18.2

15.4
15.4

Source: U. S. Bureau the Census, Current Population Reports, Series
P. 25, No. 151,1957.

State
Utah
California
Nevada
Washington
Wyoming
Colorado
Oregon
Idaho
Montana
Arizona
New Mexico
United States

Educational Level. Colorado has a relatively
favorable educational achievement record. The
Census for 1950 provides two indices that point
to this. The first, which shows by areas the
"median school years completed by persons 25
years old and over" finds Colorado, with a
median of 10.7 school years completed, well
above the national average of 9.3. The second
index, derived by determining the "percent of
population 25 years old and over that had com-
pleted 4-years of college," places Colorado with
a ratio of 8.3 percent also above the national
average of 6.2 percent and in second leading po-
sition in the comparison group of eleven West-
ern States (Table 1.8).

Table 1.8

Educational Level of the Population in Western
States, 1950 and 1954

(Rank order of states appears in parenthesis)

Median school Persons with four
years completed or more years of
by persons 25 college as a per- Percent failed

years old and over, cent of persons Selective Service
1950 reporting 1950 Mental Test 1954

12.0(1) 7.8(3) 3.0(2)
11.6(2) 8.4(1) 11.0(8)
11.4(3) 7.6(5) 16.7(11)
11.0(4) 7.4(6) 4.6(6)
10.9(5) 7.3(7) 3.2(4)
10.7(6) 8.3(2) 5.7(7
10.7(7) 6.8(9) 2.5(1

5.6(11) 

i

4.3(510.5(8) 
10.1(9) 6.2(10) 3.1(3)
9.9(10) 7.7(4) 12.4(9)
9.3(11) 7.1(8) 14.1(10)
9.3- 6.2- 16.9 -

Source: U. S. Bureau of the Census, Census of Population, 1950, Vol.
II, parts 3-50, Table 65 and Statistical Abstract of the United
States, 1955, Table 273, p. 230.

A third measure of the relative educational
level of the State is provided from the record
of the Selective Service showing the percent of
draftees failing the mental test given in 1954. As
noted in Table 1.8 the ratio of failure among
Colorado residents was 5.7 percent as compared
with the national average of 16.9 percent. It will
be observed, however, that the Colorado ratio
was slightly above the median average of the
eleven Western States.
The conclusion is that Colorado as a whole

has done a relatively good job in providing mass
education at both the elementary and secondary
school levels. Moreover, its relative showing in
higher educational achievement is outstanding.
From this it may be assumed that Colorado's

margin of unemployables is relatively small
while its supply of skilled and professionally
trained workers is relatively high-a situation
favorable to continued industrial advance. It
may be assumed also that a well educated citi-
zenry will continue to require and call for a
high standard of governmental performance
and facilities which will likely not be denied by
the apparent limitations of public budgets.
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Table 1.9

Personal Income in the United States and Colorado, 1929-1957

Year

Current Dollars -1957

Total (millions)
U. S.

Dollars•

Total (millions)
U. S. Colo. U.S.

Per Capita

Colo.
Colo./U.S.
percent Colo.

Colo./U. S.
percent

1929 $ 85,661 $ 642 $ 703 $ 637 90.6 $140,428 $1,052 0.75
1930 76,780 603 624 580 92.9 129,259 1,015 0.78
1931 65,597 501 529 474 89.6 121,251 926 0.76
1932 50,022 380 401 356 88.8 102,926 782 0.76
1933 47,122 380 375 355 94.7 102,439 826 0.81
1934 53,482 397 423 369 87.2 112,357 834 0.74
1935 60,104 477 472 442 93.6 123,164 977 0.79
1936 68,363 586 534 538 100.7 138,667 1,189 0.86
1937 73,803 586 573 531 92.7 144,428 1,147 0.79
1938 68,433 564 527 507 96.2 136,321 1,123 0.82
1939 72,753 578 556 516 92.8 147,273 1,170 0.79
1940 78,522 617 595 546 91.8 157,675 1,239 0.79
1941 95,953 728 719 648 90.1 183,466 1,392 0.76
1942 122,417 1,010 909 891 98.0 211,064 1,741 0.83
1943 148,409 1,185 1,102 1,030 93.5 240,924 1,924 0.80
1944 160,118 1,195 1,194 1,063 89.0 255,779 1,909 0.75
1945 164,549 1,317 1,234 1,183 95.9 257,108 2,058 0.80
1946 175,701 1,429 1,249 1,195 95.7 253,171 2,059 9.81
1947 189,077 1,654 1,316 1,338 101.7 238,132 2,083 0.87
1948 207,414 1,760 1,420 1,394 98.2 242,589 2,058 0.85
1949 205,452 1,794 1,382 1,385 100.2 242,851 2,120 0.87
1950 225,473 1,930 1,491 1,446 97.2 263,711 2,257 0.86
1951 252,960 2,284 1,649 1,732 105.0 274,063 2,474 0.90
1952 269,050 2,468 1,727 1,804 104.0 285,010 2,614 0.92
1953 283,140 2,492 1,788 1,735 97.0 297,416 2,618 0.88
1954 285,339 2,543 1,770 1,694 95.7 298,784 2,663 0.93
1955 306,598 2,783 1,866 1,784 95.6 322,057 2,923 0.95
1956 327,947 3,045 1,961 1,870 95.3 339,138 3,149 0.96
1957 345,272 3,339 2,027 1,996 98.5 345,272 3,339 0.97

• Adjusted by Bureau of Labor Statistics, Index of Consumer Prices for 1957.

Source: Adapted from U. S. Department of Commerce, Survey of Current Bueinese, Annual articles.

Income

Evidence based on personal income data6 in-
dicates that Colorado is best described as an
average income state. However, a better-than-
average rate of income growth both in total and
per capita terms reflects a constantly increasing
capacity of the State's economy to support such
population increases as have been experienced,
particularly during the past decade and a half.

Total Personal Income. In 1957 Colorado's
personal income totaled $3.3 billion, a figure
which exceeded by 73 percent the corresponding
total for 1950 and by 420 percent the aggregate
reported for 1929 (Table 1.9). After eliminating
the effects of inflation these gains on a uniform
purchasing power basis were 48 percent and 217
percent, respectively. As an approximation it
can be said that the real productivity of the
State as a whole was about 50 percent greater

•"Personal Income" by states, as defined and reported by the
U. S. Department of Commerce, includes all wages and salaries
received, proprietors income and income from property ownership
and miscellaneous sources including public assistance and other
payments of a similar nature. Excluded are: incomes earned in
the state by non-residents and corporate earnings retained. In-
cluded, however, are incomes of residents received from out-of-
state.

Personal income aggregates fall short of measuring the total
current incomes earned in a state in a given year. In other words,
these data if combined for all 48 states would not add up to the
nation's "Gross National Product" or "National Income"-a break-
down of which, unfortunately is not available either by individual
states or regions. Changes in personal income totals do, however,
correlate closely with changes in total income and in that regard
are useful indicators of economic progress. Moreover, personal
income totals serve quite well as measures of economic wellbeing
and capacity.

in 1957 than in 1950 and slightly more than 200
percent over what it was in 1929. For the
country as a whole the comparable real gains
were somewhat lower or at rates of 31 percent
and 146 percent for the two periods, respectively.
In Table 1.9 Colorado's relative performance

is shown by its increased proportion of the na-
tion's income total. Thus, Colorado's share,
though relatively small, increased from 0.75
percent in 1929 to 0.97 percent in 1957. The
State's relative gain has been particularly
marked during the past decade as witnessed by
a fairly continuous advance from 0.81 percent
of the total in 1946 to 0.97 percent in 1957-a
development which parallels as well as explains,
in an immediate sense, the relatively rapid pop-
ulation gains of the State in recent years.

Per Capita Income. Although over-all in-
come and its rate of change is a meaningful in-
dicator of the health and vigor of an economy,
it is important to recognize that it is the level
of income related to people that matters most.
The usual statistical expression of this relation-
ship is per capita income.'
In 1957 Colorado's per capita income was

$1,996 or an amount equal to 98 percent of the
national average of $2,027 (Table 1.9). It was

7.As an over-all average, per capita income fails to show income
distributions by persons or families. However, in the absence of
more refined data this average is used throughout the study to the
extent that it points to significant relationships and trends.
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higher, however, than that of thirty-two other
states including all the Mountain States except
Wyoming and Nevada.
Since World War II per capita income in the

State has moved steadily upward due in part
to productive efficiency and in part to price in-
flation. If the price influence is eliminated the
"real" per capita increase has been substantial.
Thus, from 1950 to 1957 the real increase
amounted to 18 percent. Over the long run
taking 1929 to 1957 as years of reference the gain
was 91 percent. Comparable national ratios are
16 percent and 76 percent, respectively.
Over the years Colorado's per capita income

has been somewhat below the median average
of the eleven Western States. In 1957, however,
it was slightly above the average as noted in
Table 1.10.

Table 1.10

Per Capita Personal Income in Western States
Selected Years 1940-1957

(Rank order of states appears in parenthesis)

State 1940 1946 1950 1957
Nevada $876(1) $1,717(1) $1,938(1) $2,423(2)
California 840(2) 1,654(2) 1,848(2) 2,523(1)
Washington
Oregon

662(3)
623(4)

1,395(4)
1,396(3)

1,671(3)
1,602(4)

2,128(3)
1,914(6)

Wyoming 608(5) 1,340(5) 1,629(5) 2,038(4)
Montana
Colorado
Arizona

570(6)
546(7)
497(8)

1,278(6)
1,195(7)
1,083(10)

1,606(6)
1,446(7)
1,297(8)

1,896(7)
1,996(5)
1,750(8)

Utah
Idaho

487(9)
464(10)

1,094(9)
1,169(8)

1,283(9)
1,279(10)

1,694(9)
1,630(11)

New Mexico 375(11) 906(11) 1,163(11) 1,686(10)
Average 11 States 704 1,478 1,688 - 1,971
United States 595 1,249 1,491 2,027

Source: Derived from U. S. Department of Commerce, Survey of Current
Business, Annual articles.

Despite a relatively rapid growth record
Colorado's annual per capita totals have been

Source
Wages & salaries
Trade & service
Government
Manufacturing
Mining.n All other-•arming.

All others,
Total

below corresponding national averages in every
year excepting five since 1929. It is significant
that of the five above-average years four are
fairly recent, or from 1947-1952. Had it not been
for the decline in agricultural income, it is likely
that this period of better-than-average perform-
ance might have extended to the present. As can
be seen in Table 1.11, farm income including
that of both proprietors and farm labor dropped
from $250 million in 1952 to $117 million in 1956
or a decrease of 54 percent. This decline is also
reflected in the reduced ratio of farm income
to total state income from 10.1 percent in 1952 to
3.8 percent in 1956. However, as also noted, an
increase of 65 percent in farm income in 1957
over 1956 brought this ratio up to 5.8 percent.

Per Capita Income by Counties. Per capita
incomes differ widely between individual coun-
ties. Thus in 1956 when the State's per capita
average was $1,863" the corresponding county
averages ranged from the low of $576 for Costilla
County to the high of $6,510 estimated for Rio
Blanca County. Moreover, of the sixty-three
counties fifty-one had per capita incomes which
fell below the State average (Table 1.12) . This
apparent inconsistency is explained by the fact
that Denver County, which accounted for 31 per-
cent of the population and 42 percent of the
total income, (Table 1.13) had a per capita in-
come of $2,415, a figure substantially above the
State average.°

'This figure is based on data from the Bureau of Business Re-
search, University of Colorado, included in Table 1.13, which
differs slightly from Department of Commerce data reported in
Table 1.9.

°Data used in this paragraph are from the Bureau of Business
Research, University of Colorado, County Income (Boulder, Colo-
rado, 1958).

Table 1.11

Personal Income, by Major Sources, in Colorado
Selected Years 1950-1957

Amount (millions)
1950 1952 1954 1956

$1,081
363
239
186
34
259
191
658

$1,481
449
378
246
51
357
250
737

$1,584 $1,942
487 602
424 483
259 319
57 79
357 459
134 117
825 986

1,930 2,468 2,543 3,045

Percent
1957 1950 1952 1954 1956 1957
$2,087 56.0 60.0 62.2 63.8 62.5

643 18.8 18.2 19.1 19.7 19.3
503 12.4 15.3 16.7 15.9 15.1
357 9.6 10.0 10.2 10.5 10.7
85 1.8 2.1 2.2 2.6 2.5
499 13.4 14.4 14.0 15.1 14.9
193 9.9 10.1 5.3 3.8 5.8

1,059 34.1 29.9 32.5 32.4 31.7
3,339 100.0 100.0 100.0 100.0 100.0

• Includes wages of farm workers.
b Includes income of "other proprietors," from "property" and "all other" sources.

Source: U. S. Department of Commerce. Survey of Current Business, Annual articles.
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Table 1.12

Distribution of Counties in Colorado According
to Per Capita Income, 1956

Per Capita Income
Number

of Counties
Under-$ 800 5
$ 800- 999 9
1,000-1,199 11
1,200-1,399 10
1,400-1,599 8
1,600-1,799 6
1,800-1,999 7
2,000-2,500 4
Over -2,500 3

Total 63

Source: Bureau of Business Research, University of Colorado, County
Income, 1958.

Table 1.13

Personal Income in Denver Metropolitan Area
and Remainder of State, 1956
Area Amount Percent

Denver Metropolitan Area $1,559,119 52.7
Denver 1,256,972 42.5
Adams 88,767 3.0
Arapahoe 109,862 3.7
Jefferson 103,518 3.5

All other counties 1,448,891 47.3
Total 3,008,010. 100.0

• This total differs slightly from that reported in Table 1.9.

Source: Bureau of Business Research, University of Colorado, County
Income, 1958.

Stability of Total Income. Historically, Colo-
rado's income has followed the general cycle
pattern described for the nation as a whole.
There is some evidence, however, that on the
downturn income in the State drops less than
the average for the nation as well as that for
most Western States. For example, during the
major decline from 1929 to 1933 Colorado's in-
come dropped at the rate of 40.8 percent which
was less than the country-wide average of 45.0
percent and was less than the percentage de-
clines noted for all the other seven Mountain
States except Nevada. Similarly, during the

brief recession from 1948 to 1949 Colorado's gain
in income of 1.9 percent was in contrast to the
average national decline of 1.0 percent (Table
1.14).
Analysis limited to only two periods may not

be conclusive. However, as later described, the
nature of Colorado's economy, heavily based on
diversified consumer goods production and dis-
tribution, gives support to the statistical evi-
dence noted.

Employment Trends: Summary Review
1940-1956

Population and Employment Relationships.
In 1950, the latest date for which complete em-
ployment data are available, the civilian labor
force numbered 497,648 or 38 percent of the total
population of the State. Of this number, 96 per-
cent or a total of 476,538 persons, were employed
(Table 1.15). On the average it can be said that
the population in 1950 was supported by its em-
ployed persons in a ratio of 2.78 to 1. For 1956,
the estimated ratio (population 1,612,000, em-
ployment 586,000)" was approximately the same
or 2.75 to 1.
Looking at population as having its support in

employment, it can be said that the population
gain from 1940 to 1950 amounting to 291,795 per-
sons was made possible by a net increase of
130,000 new jobs (difference between 1940 and
1950 employment totals) . The population and
employment movement during this period was
in a ratio of 1.6 to 1. Similarly, the population
increase from 1950 to 1956-estimated at 287,000
-had its support in an estimated employment
increase of 109,000 or in a ratio of 2.6 to 1.

oEstimate of employment for April, 1956, from Bureau of Busi-
ness Research, University of Colorado, Colorado Business Review,
Vol. XXIX, No. 6 (Boulder, Colorado, June, 1956).

Table 1.14

Percentage Changes in Personal Income for
Mountain States and All Other Regions

Selected Periods, 1929-1957

State or region
1929-1933
Depression

1933-1940
Recovery

1940-1945
War

1945-1948
Immediate
post war

1948-1949
Recession

1950-1957
From

Korean war
to present

1929-1957
Long run

Mountain -45.3 85.1 123.1 32.2 1.7 65.7 455.5
Colorado -40.8 62.4 113.4 33.6 1.9 73.0 420.1
Utah -45.0 72.4 149.8 18.4 3.1 61.6 407.7
Idaho -52.9 80.9 125.6 29.3 0.0 37.8 363.5
Montana -48.1 96.3 78.6 52.3 -8.6 32.0 304.8
Wyoming -44.4 62.4 98.7 38.4 5.3 35.9 326.5
New Mexico -45.0 111.7 146.7 32.2 10.5 75.3 718.1
Arizona -50.0 93.7 163.7 31.0 6.9 103.1 682.7
Nevada -39.3 106.2 135.3 17.2 1.1 106.0 719.0

Pacific -42.8 83.3 162.4 16.7 1.0 70.0 505.7
New England -38.1 45.0 77.7 22.7 --1.0 49.4 218.4
Middle Atlantic --42.3 47.5 75.3 25.8 --0.1 47.2 209.1
East North Central --51.9 83.0 99.3 33.8 --3.3 52.8 283.3
West North Central -45.2 56.8 111.5 39.6 -7.0 40.6 268.0
South Atlantic --36.8 79.6 137.1 16.4 1.0 61.7 480.0
East South Central -46.9 74.9 156.1 21.0 --4.0 46.8 344.2
West South Central --46.1 76.6 150.7 24.0 5.6 54.8 411.3
United States --45.0 66.6 109.6 26.0 --1.0 53.1 303.1

Source: Derived from U. S. Department of Commerce, Survey of Current Business, Annual articles.
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Table 1.15

Employment By Major Industries in Colorado,
1940 and 1950

--Number- -- Percent -
Industry 1940 1950 1940 1950

Agriculture 73,281 71,760 21.1 15.1
Mining 15,897 10,275 4.6 2.2
Manufacturing 35,482 58,280 10.2 12.2
Trade 67,451 100,341 19.5 21.0

Wholesale 11,468 19,565 3.3 4.1
Retail 55,983 80,776 16.2 16.9

Services 100,222 144,990 29.0 30.4
Finance, Ins., R. Estate 11,555 16,942 3.3 3.5
Other bus., and Pers. Services 41,641 50,557 12.1 10.6
Professional services 32,860 50,915 9.5 10.7
Public administration 14,166 26,576 4.1 5.6

Transportation 20,730 29,701 6.0 6.2
Comm. and utilities 8,607 15,304 2.5 3.2
Construction 18,034 38,080 5.2 8.0
All other 6,831 7,807 1.9 1.7

Total 346,535 476,538 100.0 100.0

Source: U. S. Bureau of the Census, Census of Population, 1950, Vol.
II, "Characteristics of the Population."

Past relationships would indicate therefore
that one new job in Colorado is capable of sus-
taining two to three additional persons in the
population. Assuming a reasonably full employ-
ment situation, this would have the effect of re-
taining residents who might otherwise go else-
where in search of work as well as attracting
persons from out-of-state. This is clearly what
happened from 1940-1956 as evidenced by a pop-
ulation increase totalling 489,000 persons of
which net migration accounted for nearly one-
fourth or 119,000.

Population and Employment Growth-Colo-
rado and United States Compared. Colorado's
better-than-the-national-average-rate of popula-
tion growth since 1940 is paralleled by a similar
comparative relationship for employment as
shown for the census period from 1940 to 1950:

Increase in population Percent
Colorado 18.0
United States 14.5

Increase of employment
Colorado 37.5
United States 35.2

The meaning of a relatively favorable em-
ployment growth can be shown in these terms:

Colorado's actual employment in 1940
Colorado's employment in 1950, if employ-
ment had increased at the national
growth rate

Colorado's actual employment in 1950
Lead of Colorado's employment growth

relative to national growth

346,535

433,862
476,538

42,676

Similarly, the Denver Metropolitan Area,
where the employment increase was at the rate
of 54 percent, exceeded the average rate for a

"These include 16 metropolitan areas, all of which were within
the population range of 500,000 to 850,000 in 1950. In addition to
Denver, these include Kansas City, Mo.; Dallas; Houston; San
Antonio; Portland, Ore.; Seattle; San Diego; Atlanta; Birmingham;
Louisville; New Orleans; Albany; Schenectady; Youngstown;
Columbus; and Indianapolis.

comparable group of metropolitan areas" as
follows:

Denver's actual employment in 1940 140,159
Denver's employment in 1950 if employ-
ment had increased at the average
metropolitan growth rate of 42.9 per-
cent 200,287

Denver's actual employment in 1950 217,998
Lead of Denver's employment growth

relative to comparable metropolitan
areas 17,711

Furthermore, in the comparison group of
metropolitan areas Denver ranked in fourth
highest position in rate of employment increase
being preceded by Dallas, San Antonio and San
Diego.12

Sources of New Employment 1940-1950. The
location and industrial sources of the 130,000
new job opportunities that developed during the
1940-1950 decade were the following:

Total In Denver In remainder
Industry new jobs Met. Area of State

Agriculture -1,521 -83 -1,438
Mining -5,622 -278 -5,344
Manufacturing 22,798 15,227 7,571
Wholesale and Retail trade 32,890 17,818 15,072
Finance, Ins., and Real Estate 5,387 3,409 1,978
Other Business and Pers. services 8,916 4,381 4,535
Professional services 18,055 9,882 8,173
Public Administration 12,410 7,637 4,773
Transportation and Utilities 15,668 9,743 5,925
Construction 20,046 9,814 10,232
Other 97f1 289 687

Total 130,003 77,839 52,164

Sources of New Employment 1950-1956. Com-
plete data are not available showing employ-
ment changes since the last 1950 Census. How-
ever, estimates which exclude agricultural
workers and self-employed persons are reported
by the U. S. Department of Labor and are
fairly indicative of what has happened in more
recent years. On the basis of these reports the
new jobs that developed between 1950 and 1956
were distributed as follows:

Total In Denver In remainder
Industry new jobs Met. Area of State

Mining 6,200 2,000 4,200
Manufacturing 12,000 9,300 2,700
Wholesale and Retail trade 27,200 18,300 8,900
Finance, Ins., and Real Estate 7,000 5,400 1,600
Other Business and Pers. services 12,800 14,200 -1,400
Government services 23,800 3,800 20,000
Transportation and Utilities 3,800 5,000 -1,200
Construction 10,600 5,200 5,400

Total 103,400 60,200 40,200

To this should be added an estimated 6,000
new jobs" in industry groups not included in the
foregoing tabulation. This would bring the total
employment increase for the 1950-1956 period
to 109,000, a total slightly less than that reported
for the preceding decennial period.

"Department of Planning, City and County of Denver, Working
Denver (Denver, Colorado, 1953), pp. 18-19.

"Based on estimated total employment increase from 1950 to
1956 of 133,400 (difference between the 1950 Census total of 476,538
and estimated 1956 total of 586,000).
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Summary. Only a cursory examination of
the over-all employment change from 1940 to
1956 is needed to see its outstanding features,
namely:

(1) The sustained employment increase
throughout the entire sixteen-year
period which found the gain from 1950
to 1956 only slightly under the total
ten-year employment increase from
1940 to 1950.

(2) The relatively large share of new jobs
generated in the Denver Metropolitan
Area, or nearly 60 percent of the State
total.

(3) The movement in agriculture and min-
ing against the general trend. Both in-
dustries experienced a fairly sizable
employment decline from 1940 to 1950
but there was some apparent reversal
of the trend indicated for mining after
1950.

(4) The predominant employment role of
trade and service industries, including
government was evident. Together
these accounted for 63 percent of all
new employment in the State, as noted
in the following summary covering the
entire sixteen years from 1940-1956.

Industry New Jobs Percent
Service, incl. government 88,368 36.91
Wholesale and Retail trade 60,090 25.10

Total trade and services 148,458 62.01
Construction 30,646 12.80
Manufacture 34,798 14.54
Unclassified 25,501 10.65

Total other 90,945 37.99
Grand Total 239,403 100.00

Industrial Pattern. Apart from its definite
metropolitan bias, the over-all 1940-1956 em-
ployment increase had no outstanding single
industry attraction such as a new oil develop-
ment, or similar episodic event that might have
accounted for the sizable advance that was
made. On the contrary, and despite the decline
in agriculture and mining, employment, during
the first period, from 1940 to 1950, covered a
broad industrial front in which the traditional
agriculture-trade-service pattern was largely re-
tained. As seen in Table 1.15, these three major
industry groups together accounted for 70 per-
cent of the State's total employment in 1940
while in 1950 the ratio was 66 percent. Manu-
facturing while gaining rather substantially in
number of workers, increased its relative po-
sition by only 2 percentage points or from 10.2
percent to 12.2 percent. Important gaps in avail-
able data covering the later period from 1950 to
1956 prohibit firm generalizations, but evidence
noted in Table 1.16 gives little indication of any
marked shift in the relative employment im-
portance of any industry since the last Census.
Conformance to traditional industrial pattern

also characterized the employment increases
which occurred in the Denver Metropolitan

Table 1.16

Non-Agricultural Employment of Wage and
Salaried Workers by Major Industry Groups

Colorado, 1950 and 1956
Number Percent

Industry 1950 1956 1950 1956
Mining 9,800 16,000 2.76 3.49
Manufacturing 58,700 70,700 16.56 15.44
Trade 94,500 121,700 26.67 26.58

Wholesale 23,800 31,000 6.72 6.77
Retail 70,700 90,700 19.95 19.81

Services 127,800 171,400 36.06 37.44
Fin., Ins., R. Estate 14,000 21,000 3.95 4.59
Services and Misc. 47,000 59,800 13.26 13.06
Government 66,800 90,600 18.85 19.79

Transportation 28,300 29,400 7.98 6.42
Comm. and Utilities 13,200 15,900 3.72 3.47
Contract construction 22,100 32,700 6.25 7.16

Total 354,400 457,800 100.00 100.00

Source: Data for 1950 taken from U. S. Bureau of the Census, Census
of Population, 1950, Vol. II, "Characteristics of the Popula-
tion;" and the 1956 data are taken from U. S. Department
of Labor, Bureau of Labor Statistics, "Colorado Bulletin 65,"
March 30,1958.

Area. As can be seen in Tables 1.17 and 1.18,
trade and service continue to be dominant areas
of employment with manufacturing, which
while increasing relatively, still occupying a
secondary position in the total employment
picture.

Table 1.17

Employment by Major Industries in Denver
Metropolitan Area, 1940 and 1950

Number Percent
Industry 1940 1950 1940 1950

Agriculture 6,911 6,828 4.9 3.1
Mining 988 710 0.7 0.3
Manufacturing 20,937 36,164 14.9 16.6
Trade 34,954 52,772 24.9 24.2

Wholesale 9,403 16,800 6.7 7.7
Retail 25,551 35,972 18.2 16.5

Services 49,674 74,983 35.5 34.3
Finance, Ins., R. Estate 7,811 11,220 5.6 5.1
Other Bus., and

Personal Service 19,863 24,246 14.2 11.1
Professional 14,611 24,493 10.4 11.2
Public Administration 7,387 15,024 5.3 6.9

Transportation 10,661 16,934 7.6 7.8
Comm. and Utilities 4,419 7,889 3.2 3.6
Construction 8,224 18,038 5.9 8.3
All other 3,391 3,680 2.4 1.8

Total 140,159 217,998 100.0 100.0

Source: U. S. Bureau of the Census, Census of Population, 1940 and
1950. Vol. II.

Table 1.18

Non-Agricultural Employment of Wage and
Salaried Workers by Major Industry Groups

Denver Metropolitan Area, 1950 and 1956
Number Percent

Industry 1950 1956 1950 1956
Mining 1,000 3,000 0.50 1.13
Manufacturing 37,400 46,700 18.57 17.65
Trade 56,100 74,400 27.86 28.12

Wholesale 17,800 23,900 8.84 9.03
Retail 38,300 50,500 19.02 19.09

Services 68,600 92,000 34.06 34.77
Fin., Ins. and R. Estate 10,000 15,400 4.97 5.82
Services and Misc. 20,900 35,100 10.38 13.27
Government 37,700 41,500 18.77 15.66

Transportation 17,200 19,900 8.54 7.52
Comm. and Utilities 6,900 9,200 3.42 3.48
Contract construction 14,200 19,400 7.05 7.33

Total 201,400 264,600 100.00 100.00

Source: Data for 1950 taken from U. S. Bureau of the Census, Censu,s,
of Population, 1950, "Characteristics of the Population.
Vol. II, and 1956 data are taken from U. S. Department 0,,
Labor, Bureau of Labor Statistics, "Colorado Bulletin 65,
March 30,1958.
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Industrial Specialization and Basic Industries

Further insight into the nature of Colorado's
economy is afforded by noting (1) the relative
degree of development of specific industries
in the State and (2) the relative degree to which
specific industries contribute to the basic sup-
port of the economy. The first identifies the
industrial areas where greater development
effort might possibly be directed, while the
second defines the specific industrial areas upon
which all the rest depend.
In the following analysis both are reviewed

with employment based on the 1950 Census used
as the principal measure."

Specialization: Developed and Underde-
veloped Industries. Table 1.19 presents a de-
tailed view of the particular industries in which
Colorado has tended to specialize and presum-
ably is most capable of attracting, as well as
those which are relatively underdeveloped in
the State. It will be observed that each industry
is ranked in order of its "index of local speciali-
zation" rather than by its aggregate or share of
total employment in the State. An industry
with an index number greater than 1 is defined
as being more specialized than the national aver-
age for that industry and vice versa.'5
As so considered, Colorado's most specialized

industry is metal mining with an index of 4.94.
However, it accounts for only .79 percent of the
State's total employment. In contrast, the most
underdeveloped industry is textile manufacture
with an index of only .03.
By inference a specialized industry (index

ranging over 1) is particularly favored by the
locale in which it is established. A glance at
Colorado's group of specialized industries which
range from an index of 1.01 to 4.94 will suggest
why they are so classified. Mining and agricul-
ture are clearly indigenous to this area. Trade
and service industries reflect regional market
opportunities of which the tourist trade is an
important contributing factor. Transportation,
Which ranks high on the specialty list, may be
regarded as having an advantage in a location
Which is regionally in the center, but at great
distance from, highly populated market areas.

• "Employment data are most complete and probably present the
industrial picture more realistically than other measures, such as
Production volumes or sales. Some question may be raised as tothe applicability of 1950 data to the more current scene. The
answer to this is that the present employment pattern has notchanged materially in recent years as was noted in the preceding
section.

"Specialization, measured by this index, indicates the import-
ance of an industry to the nation. The index is derived by divid-
ing the ratio of a local industry's employment to the total employ-
rnent in the locality by the comparable ratio for the industry as a
Whole on a nation-wide basis. By formula, the calculation of the
index is as follows:

e,
e
'
.- _.-E. where

E,

ei=local industry employment

e,=local total employment

Ei=national industry employment

Ei=national total employment

Turning to the other side of the picture, it
will be seen that manufacturing is clearly the
single important area of underdevelopment in
Colorado. Thus, of all the principal manufac-
turing groups included in Table 1.19, seventeen
out of the twenty-three listed have an employ-
ment concentration less than the national
average.

Table 1.19

Industries in Colorado Ranked According to
The Index of Local Specialization

1950
Index

Industries of greater-than Percent of total employment Colo./U.S.
average specialization Colorado U. S. (U.S. 1.00)

Metal mining 0.79 0.16 4.94
Air transportation 0.46 0.17 2.71
Rubber products (mfg.) 0.92 0.42 2.19
Miscellaneous foods (mfg.) 0.52 0.27 1.93
Hotels and lodging 1.60 0.93 1.72
Auto repair service 1.78 1.19 1.50
Meat (mfg.) 0.72 0.49 1.47
Lumber and building material

(retail) 0.86 0.61 1.41
Warehousing 0.24 0.17 1.41
Telephone 1.49 1.07 1.39
Hospitals and medical services 3.98 2.80 1.37
Real estate 1.28 0.95 1.35
Trucking 1.42 1.07 1.33
Railroads 3.28 2.47 1.33
Construction 8.00 6.12 1.31
Educational services 4.77 3.68 1.30
Liquor stores (retail) 0.18 0.14 1.29
Motor vehicles (retail) 1.20 0.94 1.28
Florists (retail) 0.14 0.11 1.27
Gas service stations 1.03 0.81 1.27
Public administration 5.57 4.43 1.26
Blast furnaces (mfg.) 1.48 1.18 1.25
Grain mills (mfg.) 0.26 0.21 1.24
Hardware and implements

(retail) 0.51 0.41 1.24
Agriculture 15.06 12.23 1.23
Entertainment 1.18 0.98 1.20
Miscellaneous repair serivce 0.61 0.51 1.20
Bakery (mfg.) 0.58 0.49 1.18
Household appliances (retail) 0.45 0.38 1.18
Wholesale trade 4.11 3.52 1.17
Utilities and sanitary services 1.63 1.39 1.17
Welfare services 1.21 1.04 1.16
Jewelry stores 0.22 0.19 1.16
Five-and ten-cent stores 0.38 0.33 1.15
Eating and drinking places 3.43 3.00 1.14
Miscellaneous retail stores 1.47 1.14
Transportation services-incidental 0.08 0.07 1.14
Legal services 0.71 0.69 1.03
Coal mining 0.94 0.91 1.03
Personal services 6.27 6.20 1.01
Industries not reported 1.50 1.50 1.00

Industries of less-than
average specialization

Not specified (mfg.) 1.98 2.09 0.95
Printing and publishing (mfg.) 1.43 1.56 0.92
Non-metallic mining 0.15 0.17 0.88
Other professional services 4.63 5.27 0.88
Dairy products (mfg.) 0.25 0.29 0.86
Securities and insurance 1.14 1.32 0.86
Advertising service 0.15 0.20 0.75
Forestry and fisheries 0.14 0.21 0.67
Crude petroleum extraction 0.27 0.41 0.66
Drug stores (retail) 0.34 0.53 0.64
Stone, clay, glass (mfg.) 0.51 0.82 0.62
Petroleum (mfg.) 0.28 0.46 0.61
Canning (mfg.) 0.13 0.26 0.50
Confectionery and beverage (mfg.) 0.32 0.66 0.48
Other durables (mfg.) 0.52 1.18 0.44
Metal industries (mfg.) 0.94 2.39 0.39
Chemicals (mfg.) - 0.44 1.17 0.38
Leather products (mfg.) 0.23 0.69 0.33
Other transportation 0.23 0.70 0.33
Lumber and wool products (mfg.) 0.49 1.53 0.32
Furniture (mfg.) 0.17 0.59 0.29
Machinery (mfg.) 1.02 3.71 0.27
Paper (mfg.) 0.16 0.83 0.19
Apparel (mfg.) 0.28 1.89 0.15
Transportation equipment (mfg.) 0.25 2.40 0.10
Textile mill products (mfg.) 0.06 2.21 0.03
Unclassified 0.98 0.76

Total 100.00 100.00

Source: Derived from U. S. Bureau of the Census, Census of Popula-
tion: 1950, Vol. II, Part I.
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The limited growth of manufacturing, al-
though there are a number of important single
exceptions, is attributed to locational f actors—
a matter considered in further detail at a later
point. It is apparent, in any event, that Colo-
rado's industrial development faces, as its prin-
cipal challenge for the future, the enlargement
of its manufacturing on a broader as well as a
more intensive basis than now obtains.
Finally, it appears clear that, with the ex-

ception of manufacturing, Colorado has done
relatively well in achieving a highly diversified
and balanced economy. This is noted essentially
in two ways. First, over 80 percent of total em-
ployment is found in the specialized industry
group—a fact which can be interpreted to mean
that 80 percent of Colorado's industries are
"naturally" adjusted to their environment and
therefore possess such stability as a situation
of this kind would imply. Second, no one in-
dustry is overbalanced in size. Agriculture, with
an employment ratio of 15 percent, is the only
industry that stands out. But in any measure of
concentration a ratio of this size covering as
broad an industrial area as agriculture would
not be regarded as large.

Basic Industries. In a general way the eco-
nomic significance of an individual industry is
indicated by the amount of its employment. And
whether specialized or underdeveloped in the
manner described above the criterion, in any
event, is the number of persons employed. To
a degree such a measure describes the industrial
pattern and supporting basis of a state's eco-
nomy. It fails, however, to delineate with any
degree of precision the "ultimate" basis upon
which the economy rests and upon which its
future growth is predicated. In this ultimate
sense industries are basic only to the extent
that their sale of goods and services are made
in out-of-state markets. Such sales generate the
income needed to pay for purchases from the
"outside" without which a state's economy could
not be maintained much less grow.16
The measure of out-of-state volumes of a

given industry is known as "basic" employment,
or that proportion of its total employment which
is calculated to be engaged in producing for the
outside markets. Remaining employment is
presumed to serve the local market exclusively
and may be termed "local service" employment.
A commonly employed method for deriving

basic employment is to determine the number
of workers in a local industry in excess of the
area's pro rata share of national employment
in that industry.'7 An excess of workers is pre-
sumed to measure its "export" significance, that

....This applies equally to any area whether it be a nation,
region, state, metropolitan area or any other geographic unit, none
of whom could, under conditions of modern economic life, be fully
self-sustaining.

is, its relative importance, if any, as a "basic
industry."

It should be noted, however, that a greater
than pro rata share of industry employment
could, in part at least, be attributed to an
unusually heavy local per capita consumption
of a particular industrial product. Moreover,
low productivity of local labor could also be a
contributing factor. Accordingly, some discre-
tion is called for in the interpretation and
application of basic employment analysis in
any given case.
Within the more refined context of basic em-

ployment shown in Table 1.20, it is now possible
to observe certain features of the State's econ-
omy which, in some respects, were suggested
but not fully identified or measured in the
preceding analysis. The principal of these, with
certain qualifications noted, are:

(1) Colorado's basic industries represent
17 percent of total employment in the
State. This means that Colorado's basic
industries exercise a leverage of 1 to
6, meaning that, in effect, one basic
job generates the outside income
needed to sustain 6 local service jobs.
Together these may be said to balance
the population structure in an ap-
proximate ratio of 1 worker for 2.5
persons in the population.

(2) Agriculture, as a single industry, is
the principal "bread winner" in the
State's economy accounting for 17 per-
cent of total basic employment.
Mining, as a whole,18 which accounts
for only 3.94 percent of all basic em-
ployment reflects essentially this in-
dustry's relatively minor role as an
employer. However, there are other
features of the industry which combine
to give to it an importance that em-
ployment data, as such, cannot take
into account. Here perhaps, production
volume or dollar sales values would
be most appropriate as indices of the
industry's growth-inducing influence, a
fact which points to the limitations of
the formula used.

(3)

"By formula the calculation of the index of basic employment
is as follows:

et
e1 — E1 whereE, 

et —local industry employment

et =local total employment

E, =national industry employment

Et =national total employment

(For a full description of this formula see also, John M. Mattila
and Wilbur R. Thompson, "The Measurement of the Economic
Base of Metropolitan Areas," Land Economics, Vol. XXXI, No. 3,
August, 1955.)

"Represented in Table 1.20 by "metal mining" and "coal Min"
Ing."

16_
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(4) Manufacturing, represented in Table
1.20 by six separate industry groups,
accounts in the aggregate for 8.57 per-
cent of basic employment. This ratio
may be low, yet as was noted in Table
1.19 the industry, as a whole, is under-
developed in Colorado.

(5) The trade and service area, considered
in its broader dimensions to include
public administration, transportation
and the utility services, accounts for
59.52 percent of all basic employment.
As such, it constitutes the principal
supporting base upon which Colorado's
economy rests and upon which its
growth prospects must presumably
depend in a large degree.

Table 1.20

Basic Industries in Colorado Ranked by
Number of Workers in Excess of Pro Rata Share

(Basic Employment), 1950

Total

Workers in excess of
pro rata share

(Basic employment)
Percent

Industry group employment Number of total
Agriculture 71,760 13,454 16.83
Construction 38,080 8,903 11.14
Public administration 26,576 5,471 6.84
Educational services 22,730 5,179 6.48
Hospital and medical service 18,989 5,177 6.48
Railroads 15,617 3,856 4.82
Hotels and lodgings 7,632 3,190 3.99
Metal mining 3,765 2,979 3.73
Auto repair service 8,477 2,820 3.53
Rubber products (mfg.) 4,409 2,395 3.00
Eating and drinking places 16,338 2,040 2.55
Telephone services 7,081 1,998 2.50
Wholesale trade 19,565 1,773 2.22
Trucking 6,762 1,677 2.10
Real estate 6,092 1,545 1.93
Drug stores (retail) 4,015 1,500 1.88
Blast furnaces (mfg.) 7,066 1,446 1.81
Air transportation 2,184 1,351 1.69
Motor vehicles (retail) 5,708 1,245 1.56
Miscellaneous food (mfg.) 2,472 1,188 1.49
Lumber & building mat. (retail) 4,083 1,171 1.46
Utilities and sanitary services 7,781 1,150 1.44
Meat (mfg.) 3,429 1,107 1.38
Gas service stations 4,906 1,033 1.29
Entertainment 5,645 958 1.20
Miscellaneous retail stores 7,939 918 1.15
Welfare services 5,787 826 1.03
Miscellaneous repair service 2,926 493 0.62
Bakery (mfg.) 2,780 462 0.58
Hardware, implement (retail) 2,414 461 0.58
Household appliances (retail) 2,170 354 0.44Transportation services-
incidental 406 345 0.43
Warehousing 1,150 323 0.40
Five and ten-cent stores (retail) 1,813 256 0.32
Grain mills (mfg.) 1,237 249 0.31
Liquor stores (retail) 844 188 0.24
Coal mining 4,500 168 0.21
Jewelry stores (retail) 304 146 0.18
Florist stores (retail) 651 137 0.17
All other industries 120,455 0 0.00
Total476,538 79,932 100.00

Source: Derived from U. S. Bureau of the Census, Census of Popula-
tion, 1950, Vol. II.

As noted in Table 1.20 the trade-service area
as here considered, includes 29 separately listed

industry groups which may be classified as
follows:

Class

Trade
Wholesale (1 listed industry group)
Retail (12 groups)

Services
Bus., Prof., Pers., (8 groups)
Public administration (1 group)
Transportation (5 groups)
Utilities (2 groups)

Total

Percent of total
basic employment

14.04
2.22
11.82

45.48
25.26
6.84
9.44
3.94

59.52

The relatively high basic significance of retail
trade may be questioned in view of its in-
herently "local service" character. Two reasons
are suggested and probably both apply. There
is, first, the possibility that strictly "local" con-
sumption is relatively high in Colorado, thus
distorting the results given. The second explana-
tion would be that Colorado's retail trade is
heavily affected by tourist business which in-
directly is an "export" industry in its own right.
It is likely that this factor accounts in larger
part for the high basic ratio indicated.
Business, professional and personal services,

which account for slightly over one-fourth of
total basic employment, are also normally re-
garded as essentially local service functions.
Again, as in the case of retail trade, tourism and
the regional character of much of Colorado's
business which centers in the Denver Area can
be offered as a possible explanation.
Public administration is obscure in view of

Census practice which excludes government
functions that can be classified in other industry
groupings. Hence, the basic ratio of 6.84 percent
is probably low.

Transportation with a ratio of 9.44 percent is
understandably important as a basic industry
in light of Denver's position as a transconti-
nental shipping point for rail, trucking and air
transportation. As noted in the detail of Table
1.20, the percentages applicable to these three
services are 4.82 percent, 2.10 percent, and 1.69
percent, respectively.

Addendum - Basic Industry and "Newly
Created Wealth." A somewhat different con-
cept of the "basicness" of a given industrial
structure is that which measures a given in-
dustry by the value of its production (or its
contribution to "newly created wealth"). This
approach assists in more fully analyzing and in-
terpreting the industrial structure of a com-
munity. It does not, however, attempt to isolate
values produced for "export." Hence, it falls
short of measuring the real growth-inducing
element contained in production totals reported.
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Industries commonly reviewed are agricul-
ture, mining and manufacturing. Sometimes
tourism is included where this is of importance.
As so considered Colorado's "basic industries"
in 1954 were as follows:19

Industry
Manufacture (value added) $471,507,000
Agriculture (cash sales) 379,899,742
Mining (value or production)

Petroleum and gas $122,734,960
Uranium 118,000,000
Metallic production 73,641,170
Non-metallic production 22,837,321
Other Cash 14,611,825

Total 351,825,276
Tourist expenditures 185,805,018

Total $1,389,037,036

Viewed in these terms Colorado's number
one industry in 1954 was manufacturing fol-
lowed in order by agriculture, mining and
tourism. Historically agriculture has held the
leading position. Since 1954 was a poor year
for agriculture the comparison is probably un-
realistic. However, substantial increase in manu-
facturing production at a rate greater than that
of agriculture points to a continuance of this
relationship barring unforeseen developments
in mining.

Principal Industries: Recent Developments
and Future Outlook

Colorado's continued growth is contingent
on the degree in which its economy responds in
each of its principal areas of industrial activity.
In the following analysis these are considered
individually in greater detail than was possible
in the preceding summary tabulations. Partic-
ular attention is directed to more recent trends
and growth promise of each industry reviewed.

Agriculture. The outstanding economic role
of agriculture has been noted both in terms of
basic employment as well as in dollar value
of products. The combined impact of these two
factors on economic activity within the State
is reflected in a number of ways.
As a producer, agriculture supplies a basic

raw material which enters into and sustains
in a large degree other local production, notably
meat packing, grain milling and miscellaneous
food manufacture. The end result is that the
aggregate value of agricultural production far
exceeds the initial value of farm products sold
or personal incomes realized.
As a basic producer agriculture also gen-

erates "local service" jobs which largely ex-
plain the existence of most small towns in the
State and in no small degree the existence of
the larger cities as well.
The industry's importance as a direct em-

ployer of labor is shown by the most recent

"Bureau of Business Research, University of Colorado, Colorado
Business Review, Vol. XXIX, No. 7 (Boulder, Colorado, July, 1956).

Census of Agriculture which reports that as
of October, 1954, the total labor force on Colo-
rado farms, including family and hired workers,
totalled 96,043 persons. In addition, farm
workers provided a sizable labor pool to supple-
ment labor needed in town and city. The Census
reports that a total of almost 10,000 farm opera-
tors worked off the farm 100 days or more in
1954. Over 8,000 more worked off the farm
from 1 to 99 days.2°

Agriculture's support of local and state gov-
ernment is indicated by a total property valua-
tion in 1955 amounting to $537.6 million or 19
percent of the grand total net state assessment
of $2.87 billion. On a sales value basis, assuming
an assessment ratio of 35 percent, the calculated
value of all farm property would amount to
somewhat over $1.5 billion.21

Historically agriculture has not maintained
its relative position, measured by employment,
value of production and personal income, either
in Colorado or in the nation as a whole. As noted
earlier, farm employment in Colorado declined
both relatively and absolutely between 1940 and
1950, a development which was even more
marked for the nation. As noted also, farm pro-
duction in the State declined sharply after 1952
as did personal income. Added to this has been
the very definite reduction in number of farms
which, for the period 1935 to 1954, declined
from 63,644 to 40,749.
On the more favorable side, it can be pointed

out that nationally the value of agricultural
production while declining relative to say,
manufacturing output, is not declining in any
absolute sense. In Colorado, following World
War II, notably from 1947 through 1952, agri-
cultural production reached an extremely high
level. During this period farm cash receipts
exceeded $500 million annually reaching a peak
of more than $600 million in 1952. The sharp
decline thereafter, as shown in Table 1.21,
largely reflects drought conditions which were
not felt universally. Actually, farm cash receipts
(from product sales) for the country as a whole
reached an all time peak in 1953. Recent re-
covery in Colorado is indicated by a cash
receipts total of $512 million for 1957. This has
led to the prediction that farm cash receipts
totals of the early 1950's will again rule at
around $500 million annually.
The decline in number of farms in Colorado

has been brought on, in large degree, by in-
creased mechanization. However, this has meant
little in terms of production since there has been
no corresponding decline in the land in farms.
Actually, acreages have increased in Colorado.

"Data in this paragraph are from U. S. Bureau of the Census,
U. S. Census of Agriculture: 1954, Vol. 1, "Counties and State
Economic Areas," Part 29 (Washington, D. C., 1956).

"Data in this paragraph are from the Department of Natural
Resources, State of Colorado, Colorado's Agriculture and Forestrg,
July, 1957, pp. 7-8.



51

Table 1.21

Cash Receipts from Farming in Colorado,
1950-1957

(Dollar totals in thousands)

Year Livestock Crops
Gov't.

payments Total

Percent
of national
cash receipts
from farming

1950 $316,199 $189,711 $11,856 $517,766 1.81
1951 386,660 185,097 8,659 580,416 1.76
1952 376,764 223,162 7,740 607,666 1.86
1953 277,365 205,942 10,344 493,651 1.47
1954 278,359 148,507 11,215 438,081 1.45
1955 266,100 142,100 10,200 418,400 1.42
1956 280,127 142,187 17,000 439,314 1.42
1957 302,754 173,126 36,080 511,960 1.65

Source: U. S. Department of Agriculture, Agricultural Statistics, Annual
editions.

As noted in Table 1.22, the percent of land in
farms has been constantly increasing, reaching
an all-time peak of over 38 million acres in 1954
or 57.7 percent of the State's total land area.

Table 1.22

Number of Farms and Total Farm Acreage in
Colorado, Selected Years, 1910-1954

Year Number of farms
Total acreage
(thousands)

Percent of land
in farms

1910 46,170 13,532 20.4
1920 59,934 24,462 36.9
1930 59,956 28,876 43.5
1940 51,436 31,527 47.4
1945 47,618 36,218 54.5
1950 45,578 37,953 57.1
1954 40,749 38,385 57.7

Source: Bureau of Business Research, University of Colorado, Colo-
rado Business Review, Vol. XXVIII, No. 11, November, 1955.

Limits to this advance are now in sight,
largely because of restricted water resources.
Hence, the main elements of growth depend
upon increased water conservation and im-
provements in such areas as fertilization, hy-
brid seeds, farm machinery, crop rotation, live-
stock breeding and feeding, all of which would
add to productivity. In line with such efforts
a recent study of the agricultural situation in
the State prepared by a group of economists
from Colorado State University suggests that
the following steps be taken.22

Irrigated Agriculture
(1) Resolve east-west slope controversy over

use of Colorado water.
(2) Intensify state cooperation and coordi-

nate with water programs of the federal
government and with local affiliated
groups.

(3) Intensify research of ground water re-
sources.

(4) Reduce needless economic damage to
irrigated land by super highway right-
of-way requirements.

(5) Study administration of irrigated water
to (a) codify present water requirements,
(b) facilitate changes in diversion points
and flexibility of storage and beneficial
exchange policies, and (c) define benefi-
cial use.

2Mepartment of Agriculture, State of Colorado, Colorado's Ag-
riculture and Forestry, July, 1957, pp.

(4)

(5)

(6) Intensify research into problems of irri-
gability of soils, reclamation of saline
and alkaline soils and feasibility of drain-
age to restore presently unproductive
land.

(7) Accelerate present soil-water plant
studies to determine best timing for irri-
gation and residual effects of irrigation
water.

(8) Adopt a strong state program to support
education of farmers in water use.

Dryland Agriculture
(1) Maintain an adequate research and edu-

cational program to provide information
needed for wise resource use by farmers
in the dry land areas and to aid the de-
partment of natural resources in recom-
mending land-use policies.

(2) Agree upon a system for classifying all
eastern Colorado dry land by type of use
under varying climatic conditions.

(3) Study ways and means for stabilizing
productivity as it effects both individual
incomes and governmental units.

Plains Range Livestock Operations
(1) Study possibilities for accurate prediction

of range forest production and range
seeding success.

(2) Determine best systems of range use and
management practices in an experimen-
tal range in the 11-to-13-inch precipita-
tion belt of eastern Colorado.

(3) Hire a range management specialist to
help plan and execute educational pro-
grams for effecting better range prac-
tices.

(4) Place personnel trained in range man-
agement on the staff responsible for ad-
ministration of state lands.

(5) Study feasibility of establishing three to
five grades of grazing lands based on po-
tential productivity in order to provide
incentive for proper rates of stocking and
as an addition an equitable basis for tax
assessment.

(6) Require highway building authorities to
make special right-of-way seeding pro-
grams a part of their overall construction
programming.

(7) Accelerate programs for control of nox-
ious weeds and range rodents.

Mountain Range Livestock Ranching
(1) Continue studies for control of weedy

trees, shrubs and herbs.
(2) Include or enlarge range improvement

studies on (a) management of ponderosa
pine bunch-grass, (b) game habitats,
(c) balancing stocks and game grazing,
water production, and timber production,
(d) range rodents, (e) mountain meadow
development.

(3) Include in study of water resources on
mountain ranges, (a) irrigation practices,
(b) underground storage, (c) runoffs,
(d) relative cost and benefits of water,
(e) influence of rodents and other ani-
mals on the watershed and (f) water lov-
ing plants.
Educate public on wiser use of the moun-
tain range resources.
Examine the tax structure to note the
degree in which it encourages or deters
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proper use of privately owned range
land as the case may be.

(6) Recognize, through financial participa-
tion by government, the downstream
benefits by improving the quantity and
quality of water.

(7) Allocate a portion of state lease income
to improvement of mountain range lands.

To what degree these recommended measures
will or can be adopted in the near future is, of
course, a matter of conjecture. As recommenda-
tions they do, however, represent authoritative
thinking on the State's agricultural base which
must be developed to its optimum capacity if
the economy of the State is to continue to grow
at the rate that it has in the past.

Mining. The mining industry in Colorado,
while not a significant employer relative to
other major industry groups, does, nevertheless,
account for an estimated one-fifth of the "new
wealth" produced in comparison with agri-
culture and manufacture. It is in this sense as
well as in its known potentials, which are large,
that the mining industry in Colorado is of prin-
cipal interest.
In 1953 Colorado ranked seventeenth among

the states in the value of minerals produced. It
is believed that her position is higher than that
at the present time. At least thirty-eight mineral
substances with an aggregate value of $306
million were mined in 1956, an amount exceed-
ing any year since 1950 (Table 1.23).

Table 1.23

Value of Mineral Production in Colorado
1950-1956

Year
Value

(thousands)
1950 $154,898
1951 179,435
1952 187,589
1953 211,586
1954 255,852
1955 286,104
1956 306,270

Source: U. S. Bureau of Mines, Minerals Year Book, annual issues, and
State of Colorado, Department of Natural Resources, Co/o-
rado Mineral Resources, July, 1957.

Of the large number of different minerals
produced in the State the more important by a
a wide margin are petroleum, uranium and mo-
lybdenum. These three, including coal and va-
nadium, accounted for 78 percent of the total
value of mineral production in 1956 (Table 1.24) .

Petroleum. Currently, Colorado ranks ninth
among the twenty-seven oil producing states In
1956 total production was somewhat over 53
million barrels with a value estimated at about
$163 million (Table 1.25).
As of June 1, 1957 Colorado's oil production

came from 186 fields distributed through 17
counties. The yield from individual fields ranged
from less than 5 barrels per day from several
one-well pools to a maximum of approximately

Table 1.24

Mineral Production in Colorado, 1956

Mineral
Alabaster
Beryllium
Calcium phosphate
Cement
Clay
Coal.
Columbium-Tantulum
Copper
Dolomite
Dry ice
Feldspar
Fluospar
Gold
Gypsum
Iron
Lead
Limestone
Lepedolite
Manganese
Marble
Mica
Molybdenum
Natural gas b
Peat
Perlite
Petroleum"
Pyrite
Sand
Silica rock
Silver
Stones, building
Stones, monumental
Tantalum
Terrazzo, chips
Tin
Tungsten
Turquoise
Uranium
Volcanic cinder
Zinc
Vanadium

Total

Number of
counties
producing

3
5
1
2
8
22
2
17
1
1
3
2
22
3
1
17
6

6
1
19
4
1
17
3
7
23
24
4
3

5
1
19
2
13
19

Value
6,100
43,000
1,900

13,150,000
1,409,380

20,000,000
800

5,943,500
343,927
77,000
395,200

3,340,315
3,632,445
378,870
17,060

6,702,310
2,181,721

5,000
4,100
47,200
77,420

44,237,000
5,000,000

56,800
725,270

162,800,000
460,000

7,290,000
35,200

2,327,845
1,985,300
202,500

300
23,800
20,000

4,623,660
33,413
N.A.

64,060
11,963,750
8,200,000

$307,746,086
• Data for 1955 taken from Department of Natural Resources, State

of Colorado, Colorado's Mineral Resources, July, 1957, p. 25.
b Taken from Department of Natural Resources, State of Colorado,

Colorado's Mineral Resources, July, 1957, p. 13.

Source: Bureau of Business Research, University of Colorado, Minerals,
Report No. 3,1957.

72,000 barrels from more than 500 wells in the
Rangely Area in Rio Blanca County.2'

Table 1.25

Production of Crude Petroleum in Colorado
1950-1956

Production
Year (barrels)

1950 23,301,851
1951 28,156,516
1952 30,491,642
1953 36,678,906
1954 46,206,144
1955 53,135,920
1956 58,496,655

Source: Oil and Gas Conservation Commission, Denver, Colorado.

The outlook for future production in the State
is suggested by a recent comprehensive study of
oil reserves in the United States.24 For Colorado
it is estimated that the original content of its
reserves was 3,047 million barrels and that total
oil production to June 1, 1956 was 342 million
barrels. Additional recoverable oil by primary
methods is given as 300 million barrels.

nDepartment of Natural Resources, State of Colorado, Colo-
rado's Mineral Resources, July, 1957, p. 13.

2.From Paul D. Torrey as quoted in Colorado's Mineral Re-
sources, State of Colorado, Department of Natural Resources, July
1957, p. 14.
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In the absence of secondary recovery opera-
tions not now carried on or new discoveries,
which always remain a possibility, it would ap-
pear that further petroleum production in Colo-
rado is definitely limited in growth promise at
the present time.

Oil Shale. Brighter prospects for oil are en-
visaged in Colorado's vast storehouse of oil shale
which exceeds the combined reserves of the rest
of the world. Unfortunately such prospects are
more or less in the long run since oil shale de-
velopment depends upon such future unknowns
as the price of petroleum, new discoveries and
oil imports. It is generally recognized that the
State's huge oil shale potential will ultimately
be developed on a commercial scale. Most pre-
dictions conceive of a million-barrels-a-day in-
dustry in western Colorado by 1975—a develop-
ment which would support a population of 340,-
000 persons.25 Currently, such a prospect is
dimmed by limitations of water supply—a fac-
tor that probably has not been adequately con-
sidered in oil shale projections.26

Uranium.27 Colorado's known uranium re-
serves as of mid-year 1956 amounted to 4,100,-
000 tons with an average of U308 content of .033
percent. This represented about 6.8 percent of
all known domestic uranium reserves, the larg-
est of which, or 68.0 percent, being located in
New Mexico.
As of mid-year 1956, Colorado production in-

volved 150 active producers in the field and five
mills with an aggregate rated capacity of 2,260
tons per day.
In recent years the national market for the

product has been favorable owing to a relatively
heavy government buying program which is,
however, expected to stabilize by 1959. There-
after, military and industrial development will
govern. It is now evident that the industrial
market will not materialize on any wide scale
for some years.
The prospect for a substantial increase in

uranium ore production in Colorado in the near
future is not considered to be favorable. In ad-
dition to the general stabilizing developments
anticipated in the national market, the mining of
uranium in the State is moving at a pace that is
faster than new ore discoveries are being made.
This has resulted in a net loss of reserves. Added
to this is the new and lower A.E.C. price sched-

"Charles 11. Prien and John A. Welles, "Shale Oil: Economics
of a New Industry," Western Business Review, Vol. I, No. 4, (Uni-
Versity of Denver: Denver, Colo., November, 1957) pp. 147-152.
"This problem is being currently studied by Dr. Morris E.

Garnsey, Professor of Economics at the University of Colorado.
Dr. Garnsey, under a Ford Foundation fellowship, is researching
Methods of regional economic analysis, and plans to apply his
findings to resource development along that sub-region of the
upper Colorado River Basin, which includes the major oil shale
deposits.

"Data on this section from: State of Colorado, Department of
Natural Resources, Colorado's Mineral Resources, July, 1957, p. 35.

ule which may force certain marginal mining
units to suspend operations.

Molybdenum. Colorado molybdenum produc-
tion, which accounts for about 60 percent of the
nation's total, is produced from one mine, owned
and operated by Climax Molybdenum Company.
As the second largest underground mine in the
world, it had an output in 1956 amounting to
approximately 37,500,000 pounds of concentrate
with a value of more than $44 million. This
amount exceeded in value all other metals, ex-
cepting uranium, in that year. As can be seen
in Table 1.26, Colorado's production of molyb-
denum has steadily increased and is expected to
do so in the future.

Table 1.26

Production and Value of Molybdenum Mined
in Coloradoa 1946-1956

Crude ore
Year (tons) Vrdueb
1946 1,731,574 $ 8,774,200
1947 1,953,578 10,000,000
1948 2,256,268 11,400,000
1949 2,025,440 12,000,000
1950 2,257,723 13,000,000
1951 4,566,548 22,500,000
1952 4,453,328 27,875,650
1953 6,604,857 37,306,341
1954 8,709,000 45,192,856
1955 10,900,000* 45,536,600
1956 N.A. 44,237,000

• Represents production by Climax Molybdenum Co., Climax, Colo.
b Estimated by Colorado State Bureau of Mines.
• Estimated by The Bureau of Business Research, University of Colo-

rado, 1956.
Source: Bureau of Business Research, University of Colorado, Colo-

rado Businees Review, Vol. XXIX, No. 8, August, 1956.

The possibility of an accelerated market de-
mand is recognized as likely in view of consid-
erable current research designed to find means
to reduce oxidation of the metal at high tem-
peratures and to increase its ductibility. Both
would greatly enhance its principal use in the
manufacture of high strength steel.

Coal. Coal was Colorado's fourth most valu-
able mineral produced in 1956, the estimated
total amounting to approximately $20 million.
Comparatively, Colorado occupies a strong posi-
tion in reserves of coal above the grade of lig-
nite, which is known to be present. Closest esti-
mates place these at a figure of about 19 percent
of the national total which clearly exceeds that
of any other state. Of interest, in this connection,
are the findings of a study completed in 1950 by
the United States Geological Survey of Colo-
rado's original coal reserves. These were found
to be as follows: 28

Type of Coal

Anthracite and Semi-Anthracite
Bituminous
Subbituminous

Production
(thousands
of short tons)

100,000
213,071,000
104,175,000

Total 317,346,000

"State of Colorado, Department of Natural Resources, Colo-
rado's Mineral Resources, July, 1957, p. 24.
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The estimated amount of depletion to January
1, 1950 allowing for a 50 percent loss in mining,
amounted to little less than 1 billion tons.
Because of increased competition with fuel oil

and natural gas, production of coal in Colorado
declined from a maximum of 12,658,055 tons in
1918 to 3,567,930 tons in 1955. While small pro-
duction increases may occur in the near future,
important changes will likely have to wait until
coal again becomes more competitive with other
fuels. This, in turn, waits upon a demand for
power on a vastly greater scale than now exists.

Problems and Outlook. Although progress of
mineral production in the State will likely con-
tinue at perhaps a better than the recent past
average rate, it should be recognized that the
industry as a whole faces many problems some
of which are inherent and therefore difficult to
resolve.
For many minerals the possibility of discovery

of economically significant deposits is highly un-
certain and the loss ratio is great. A high degree
of technological skill is needed by management,
and labor is expensive because of working con-
ditions. Due to the large cost factor, wasteful
practices are encouraged which result in loss of
value both in the mine and mill.
Adding to the technical difficulties of produc-

tion is price instability and associated uncertain-
ties growing out of frequent changes in federal
legislation including purchase policy.
Not the least of the worries of the mining in-

dustry is state tax policy. Here government faces
no easy task since it must weigh considerations
of revenue need against the desire to encourage
optimum expansion of the industry. How well
this is being done in Colorado is a question for
later discussion in this study. It is, however, a
matter that must be recognized as one that could
materially affect the future course of the indus-
try in the State.
Real as these problems may be, the fact should

not be overlooked that the industry as a whole
has also much cause for being optimistic. This
rests on the following considerations as re-
viewed in a recent report:2"

(1) The stimulating effect of ultimate price
stabilization of the base metals.

(2) The existence of large areas which have
been inadequately explored.

(3) The growing importance of industrial
minerals.

(4) The eventual large-scale development of
oil-shale reserves.

(5) Advances in efficiency in mining and
extractive practices.

(6) The discovery of new uses for minerals
presently underdeveloped, as well as
those not now recognized as being of po-
tential value.

(7) The increase in demand accompanying
the unprecedented surge in population
growth and industrialization of the West.

29Department of Natural Resources, State of Colorado, Colo-
rado's Mineral Resources, July, 1957, p. 12.

As a concluding comment it may be added that
all evidence points rather definitely to a con-
tinued absolute increase in mineral production
in the State but at a rate insufficient to materi-
ally alter the current employment and income
trend of the industry. Any substantial growth
waits perhaps upon oil shale development and
such new discoveries as may occur in other areas
of mineral resource.

Manufacturing. Unlike mining and agricul-
ture the manufacturing industry in Colorado is,
in the main, at a natural disadvantage because
of distance to market which prohibits, to a large
degree, the development of mass production. As
a result, and as noted earlier, most manufactur-
ing lines in the State are underdeveloped (index
of local specialization less than one) in com-
parison with the national average.
Although manufacturing cannot be regarded

as a leading industry in the State, its role in the
economy is vastly important in that it provides
diversity and therefore stability to a degree not
otherwise possible. Its service in absorbing
workers laid off in agriculture and mining has
been noted earlier. Its continued role in this
capacity becomes increasingly important as em-
ployment in other sectors of the economy de-
clines either temporarily or permanently.

Efforts to develop manufacture in Colorado
have centered on means to circumvent natural
barriers. One approach has been to produce
specialty lines where the value-to-weight ratio
is high. This has had the effect of cushioning to
some degree the impact of transportation cost.
Other efforts have recognized the difficulties of
attempting to penetrate national markets. In
consequence, many firms have elected to remain
relatively small by limiting their operations to
a strictly local or regional market.
Growth according to this pattern of develop-

ment is reflected in an over-all manufacturing
structure which features many extremely small
firms and a wide diversification of products of
which consumer items for local and regional
distribution are dominant. This can be seen by
reference to Tables 1.27 and 1.28. However, it
will be also observed that important departures
have been made from this logical pattern of
development evidenced by the existence of a
limited number of relatively large firms whose
combined employment accounts for the greater
proportion of total manufacturing employment
in the State. Several of the larger firms have,
over the years, defied the barrier of distance by
mass - producing standard consumption items,
notably rubber tires, V-belts and luggage, for
the national and world markets. Others have
specialized in primary steel or heavy steel pro-
ducts, both of which would not be regarded as
logical items for major production in this area.
The success of these firms can be attributed to
personal factors or to other special circum-
stances that have more than offset natural lo-



cational disadvantage. In any event, their suc-
cessful development sets no pattern that could
be expected to be followed in the near future.

Table 1.27

Size and Number of Manufacturing
Establishments in Colorado, 1954

Size of establishment
(number of employees)

1- 9
10- 19
20- 49
50- 99
100- 249
250- 999

1,000-2,499
2,500 and over

Total

Source: U. S. Bureau of the Census,
Vol. III, Area Statistics."

Number of
establishments

1,317
262
266
107
87
25
3
2

2,069

Census of Manufacturers: 1954,

Table 1.28

Employment in Manufacturing and Value
Added by Manufacture, by Major Industry

Groups, in Colorado, 1954

Employ-
Major Industry Group ment

Value added
by manufacture

Percent (thousands) Percent
Non-durables: 36,185 57.4 $281,578
Food & kindred products 16,870 26.8 122,628
Apparel and related
products 1,880 3.0 6,971

Pulp & paper products 701 1.1 6,292
Printing & publishing 5,927 9.4 39,553
Chemicals & products 3,145 5.0 33,024
Petroleum & coal prod. 961 1.5 13,364
Rubber products
& others 6,701 10.6

Durables
Lumber & wood prod.
Furniture & fixtures
Stone, clay & glass prod.
Primary metal ind.
Fabricated metal prod.
Machinery except elec.
Electrical machinery
Transportation equip.
Instruments & related

Unclassified

24,044
2,912
876

2,787
7,806
2,729
4,523
871
863
677

2,812

38.1
4.6
1.4
4.4
12.4
4.3
7.3
1.3
1.3
1.1

59.6
26.0

1.5
1.3
8.4
7.0
2.8
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they did account for a sizable proportion of the
new jobs that developed over the period.

Table 1.29

Estimated Number of Establishments and
Employment in Manufacturing in Colorado

1947-1956
Number of

Year establishments Employment
1947 1,586 58,500
1948 1,652 58,300
1949 1,697 54,600
1950 1,762 54,100
1951 1,814 63,600
1952 1,888 67,100
1953 1,974 68,400
1954 2,055 64,600
1955 2,190 64,400
1956 2,334 67,600

Source: Bureau of Business Research, University of Colorado, Colo-
rado Business Review, Vol. XXX, No. 2, February, 1957.

(2) The over-all growth iate of Colorado
manufacture in recent years has been slightly
above the national average measured in terms
of both employment and value added: the dif-
ferential in favor of Colorado for the 1947-1954
period being 2 percent in case of employment
and 4 percent for value added (Tables 1.30 and
1.31). Colorado's growth rate was smaller, how-
ever, than the average for the eleven Western
States both in employment and value added
(Table 1.32).

Table 1.30

59,746 12.6 Growth of Employment in Manufacturing in
Colorado Relative to the National Rate of

Growth, 1947 to 1954

173,283
12,959
5,194

23,231
67,067
18,243
32,974
4,257
5,362
3,996

4.5 17,572

Total 63,041 100.0 472,433

36.7
2.7
1.1
5.0
14.2
3.9
7.0
0.9
1.1
0.8

3.7

100.0

Source: U. S. Bureau of the Census, Census of Manufacturers:
Vol. III, "Area Statistics."

1954,

The progress of manufacturing in the State
since World War II measured by such factors as
employment and value added by manufacturing
has not been outstanding. Nevertheless, Colo-
rado's record is good, all things considered, as
shown in Tables 1.29 to 1.32. Principal develop-
ments indicated therein and conclusions sug-
gested may be summarized as follows:

(1) From 1947 to 1956 Colorado gained on
balance a total of 748 new manufacturing estab-
lishments and 9,100 new factory jobs (Table
1.29). It will be noted that the majority of the
new establishments were small. In that respect
their addition caused no marked change in the
traditional manufacturing structure in which
small business is characteristic. Nevertheless,

Major industry group
Chemicals & products
Instruments & related
Lumber & wood products
Furniture & fixtures
Miscellaneous & all other. 9,365
Petroleum & coal products 791
Printing & publishing 4,596
Fabricated metal products 2,326
Stone, clay & glass products 2,430
Apparel & related products 1,632
Machinery except electrical 4,416
Primary metal industries 7,880
Food & kindred products 14,811
Transportation equipment 751

Total 53,587

Number of
employees
1947 1954

1,275 3,145
360 677

2,282 2,751
672 876

11,314
961

5,927
2,729
2,787
1,880
4,523
7,806
14,566

863

Ratio of
employment Relative
1954 to 1947 change
Colo. U.S. Colo./U. S.

1.208
1.205
1.304
1.208
1.214
1.290
1 173
1.147
1.160
1.024
.991
.983

1.149

1.034
.889

1.077
1.034
1.040
1.125
1.047
1.067
1.100
.993
.964

1.011
1.451

2.09
1.69
1.36
1.21
1.17
1.17
1.15
1.12
1.08
1.05
1.03
1.03
0.97
0.79

60,805 1.135 1.114 1.02

. Includes six major industry groups not reported separately: "tobacco
manufacturers," "rubber products," "pulp, paper & products,"
"textile mill products," "electrical machinery," and "leather
& leather products."

Source: U. S. Bureau of the Census, United States Census of Manu-
facturers: 1954, Vol. III, "Area Statistics."

(3) Manufacturing gains in Colorado from
1947 to 1954 in both employment and value
added covered a broad commodity or industry
front in which the typically underdeveloped
industries-notably the chemicals and related
products-grew at a greater rate than the more
specialized lines such as food products (Tables
1.30-1.31).
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Table 1.31

Growth of Value Added by Manufacture in Colorado Relative to the National Growth Rate
1947 to 1954

Major Industry Group

Value added by Manufacture
(thousands)

1947 1954

Ratio of Value Added
1954 to 1947

Colo. U.S.

Relative Change

Colo./U.S.
Chemicals & products 8 8,271 $ 33,024 3.993 1.776 2.25
Lumber & wood products 8,106 12,185 1.503 1.110 1.35
Furniture & fixtures 2,655 5,194 1.956 1.461 1.34
Miscellaneous & all others 49,831 89,643 1.799 1.411 1.27
Instruments & related products 1,737 3,996 2.300 1.866 1.23
Printing & publishing 22,386 39,553 1.767 1.474 1.20
Stone, clay & glass products 11,966 23,231 1.941 1.663 1.17
Apparel & related products 5,234 6,971 1.332 1.159 1.15
Primary metal industries 37,395 67,067 1.793 1.635 1.10
Petroleum & coal products 9,607 13,364 1.391 1.297 1.07
Fabricated metal industries 11,261 18,243 1.620 1.544 1.05
Machinery except electrical 22,132 32,974 1.490 1.575 0.95
Food & kindred products 89,941 103,392 1.150 1.357 0.85
Transportation equipment 3,518 5,362 1.524 2.384 0.64

Total 284,040 454,199 1.599 1,538 1.04

• See footnote, Table 1.30.

Source: U. S. Bureau of the Census. United States Census of Manufacturers: 1954, Vol. III, "Area Statistics."

Point (2) is significant in that it demonstrates
average growth with no boom-like manifesta-
tions which in some quarters may have been
assumed because of the relatively rapid popula-
tion growth experienced in recent years.
Point (3) supports point (2) since a wide

general industry growth is not the sort of de-
velopment from which booms are generated.
More significant, however, is the fact that under-
development is being removed albeit slowly. If
this continues, a better balanced industrial struc-
ture will result to the advantage of the State's
economy as a whole.

Table 1.32

Total and Percent Increase of Employment
in Manufacturing and Value Added by

Manufacture in Western States, 1947 to 1954
Increase of employment

State Number Percent
New Mexico 7,485 113.7
Nevada 2,641 100.3
Arizona 10,654 76.3
California 339,042 51.0
Idaho 3,648 40.3
Washington 35,392 24.7
Utah 4,557 19.3
Colorado 7,218 13.5
Oregon 12,983 12.4
Montana 1,030 6.7
Wyoming 299 5.4
United States 998,390 7.0

Increase of value added
by manufacture

State Amount Percent
(thousands)

New Mexico 88,395 278.4
Nevada 41,149 242.2
Arizona 99,554 121.0
Utah 382,423 117.7
California 48,039 109.7
Washington 579,248 66.7
Colorado 144,507 59.9
Idaho 170,159 47.2
Montana 231,773 44.4
Wyoming 39,249 41.8
Oregon 14,477 34.8
United States 39,975,385 53.8

Source: U. S. Bureau of the Census, Census of Manufacturers,
Vol. III, "Area Statistics."

Any prediction as to what the future holds
for manufacture in the State must necessarily
allow for the inherent limitations that exist. A
somewhat better-than-average growth would
appear as the most likely, much in the manner
of the recent postwar trends. This should not,
however, rule out the possibility of certain sharp
increases. These could conceivably happen in
a western location which offers the attractions
of space, air and possibly security, all of which
are becoming increasingly important in the de-
termination of plant site.

Wholesale Trade. Colorado's wholesale trade
originates largely in the Denver Metropolitan
Area where it accounted in 1950 for 8 percent of
total employment and 11.5 percent of total basic
employment.30 When considered in terms of the
Denver Area alone, wholesale trade is far more
important than might be inferred from over-all
State employment statistics where wholesale
employment represented only 4 percent of total
State employment in 1950, and only 2.5 percent
of basic employment. The Denver and State in-
terconnection is important, however, in that a
significant factor in Denver's growth, of which
wholesaling is clearly one, tends to have a mul-
tiple impact on the economic wellbeing of the
entire State.
Wholesaling in Denver, to which the following

discussion is confined, may be summarized by
noting certain trends in the structure during the
last fifteen years. Table 1.33 shows these by
number of establishments, employment and
sales.

3°Basic employment as measured for the Denver Metropolitan
Area, applies to this area only and is not a part of the basic em-
ployment calculations for the State as a whole. See Department Of
Planning, City and County of Denver, Working Denver, (Denver,

1954, Colorado, 1953) P. 68. 

11,
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Year

1939.
1948
1954
Change
1939-48
1948-54

Table 1.33

Structure of Wholesale Trade, Denver
Metropolitan Area, 1939, 1948 and 1954

Number of
establishments

993
1,327
1,556

Sales
Employment (thousands)

9,804
18,048
18,361

$ 339,719
1,256,706
1,746,390

34% 88% 258%
17% —1% 43%

• Figures for 1939 available for City of Denver only.
Source: U. S. Bureau of the Census. Census of Business, 1954, Vol. IV,

"Wholesale Trade—Area Statistics:" and Census of Business
1948, Vol. V.

Employment. Perhaps the most significant
single change observed is the absolute decline in
employment from 1948 to 1954. The question
which immediately occurs is whether or not this
points to a continued employment decrease or at
most an employment plateau at which growth
hereafter could be expected to be moderate at
best. The answer is that the latter is likely to be
the case. In any event, an upward employment
trend is not indicated and for a number of rea-
sons. Among them, three have been noted as
Primary in recent studies on wholesale trend in
Denver." These are (1) the marked shift in the
commodity sales pattern from consumer goods
to durables or items for business and industrial
use, (2) increased decentralization, which finds
many items formerly supplied from Denver now
being handled at smaller trading centers in the
region or shipped directly from the factory, and
(3) increased technology and automation which
reduces employment per unit sales.

Sales. Denver's wholesale sales have con-
tinued to be relatively favorable, however, al-
though the inflation factor has magnified dollar
volume in some degree. In 1954, Census reports
Placed Denver in 5th leading position in per
capita sales in a comparison group of 16 metro-
politan areas of comparable size. Similarly,
Denver occupied 3rd position in rate of per
capita sales gain from 1948 to 1954 (Table 1.34) .
Wholesaling in the Denver Area in the future

fllUst face up to the fact, however, that competi-
tion is keen and the market for Denver products
iS subject to steady pressure from surrounding
Major wholesale centers, notably Minneapolis
and Saint Paul, Kansas City, Houston, Dallas,
Albuquerque, Phoenix and Salt Lake City. This
outer ring of larger competitors, in addition to
the smaller sized cities now flexing their indus-
trial muscles as they grow in size with the west-
ern population drift, has tended more and more
to "box in" Denver's market. The latter now in-
cludes mainly Colorado, Wyoming and northern
New Mexico. In addition, Denver claims as its
territory some slight part of South Dakota, Mon-

sal .''Department of Planning. City and County of Denver, Whole-e Trade in the Denver Metropolitan Area, Bulletin ES-3 (Den-ver, Colorado, October, 1956).

tana, Nebraska and Kansas. Further sales in-
creases may, therefore, be expected to be inten-
sive rather than extensive in which progress
will be dependent upon resource development
and population growth within these existing
boundaries.

Table 1.34

Wholesale Trade
Selected Metropolitan Areas, 1948-1954

(Rank order of Areas appears in parenthesis)

Sales 1954

Sales per
1,000

population

Percent
increase in sales

per 1,000
population

Metropolitan Area (millions) 1954 1948-1954

Kansas City, Mo. $3,258(1) $3,404(3) 0.2(16)
Dallas 2,992(2) 3,763(2) 34.6r)
Atlanta 2,983(3) 4,915(1) 34.7 8)
Houston 2,445(4) 2,390(7) 40.5 5)
Seattle 1,954(5) 2,423(6) 31.8(9)
Indianapolis 1,885(6) 3,086(4) 27.1(12)
Portland 1,056(7) 2,344(8) 31.9(8)
New Orleans 1,751(8) 2,262(9) 25.1(14)
Denver 1,746(9) 2,549(5) 43.3(3)
Birmingham 1,202(10) 1,487(12) 42.4(4)
Louisville 1,171(11) 1,815(10) 20.2(15)
Columbia 948(12) 1,628(11) 31.1(10)
Albany, Schenectady,
Troy 726(13) 1,340(13) 29.1(11)

San Antonio 610(14) 997)14) 27.1(13)
Youngstown 446(15) 797(15) 62.1(1)
San Diego 412(16) 503(16) 58.2(2)

Source: U. S. Bureau of the Census, Census of Business: 1954, Vol.
IV, "Wholesale Trade-Area Statistics."

Retail Trade. Retailing is normally a passive
rather than an activating factor in the growth
of an economy. As population and incomes in-
crease, therefore, retail employment and sales
could be expected to respond accordingly. How-
ever, as earlier noted, retail trade in Colorado
has a relatively high ratio of basic employment
(or sales outside the state). For this reason the
progress of the industry is a matter of consider-
able importance in any evaluation of the State's
growth potential.
Data from the 1954 Census of Business gen-

erally indicate, when compared with compar-
able data from the earlier 1948 Census, that
Colorado in expanding more rapidly in its retail
sales market than the average western state (as
well and much above the national average). As
noted in Table 1.35, Colorado ranked 5th in rate
of sales gain (1948-1954) in the comparison
group of eleven Western States. However, on a
per capita basis, which is a more significant
measure of growth, Colorado ranked 2nd, being
preceded only by Nevada.
Sales in the Denver Metropolitan Area for the

same period show an over-all gain as well as per
capita gain of 49.2 percent and 22.8 percent, re-
spectively. At these rates Denver ranked 3rd and
1st in the comparison group of eight Western
Metropolitan Areas (Table 1.36).
The relatively rapid per capita sales gain in

the State is reflected in per capita sales totals
which advanced from $989 in 1948 to $1,157 in
1954. This change moved Colorado from 7th to
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5th place in the eleven Western State array.
Similarly, the Denver Metropolitan Area moved
into 1st from 3rd place in the comparative group
of eight Western Metropolitan Areas.

Table 1.35

Retail Sales in Western States, 1948 and 1954

State

Sales

(millions)
1948 1954

Percent
increase
1948-1954

Per capita sales
Percent
increase

1948 1954 1948-1954
Colorado $ 1,250 $1,727 38.2 $ 989 $1,157 16.9
Wyoming 307 385 25.1 1,143 1,291 12.9
Utah 576 733 27.2 882 962 10.9
Idaho 579 670 15.8 1,050 1,120 10.7
Montana 599 778 29.8 1,106 1,257 11.4
New Mexico 474 733 54.5 617 953 15.4
Arizona 654 1,001 52.9 948 1,076 13.4
Nevada 200 330 65.2 1,281 1,557 21.6
Washington 2,203 1,564 30.4 977 1,137 15.0
Oregon 1,586 1,921 21.2 1,129 1,166 3.8
California 10,950 15,644 42.9 1,088 1,251 16.4
United

States 128,849 169,968 31.9 882 1,054 11.9

Source: U. S. Bureau of the Census, Census of Business: 1954, Vol.
II, "Retail Trade-Area Statistics," Parts 1-2.

Much of Colorado's over-all and per capita
sales gains stem from the relatively rapid
growth of the Denver Metropolitan Area where
industrialization and tourist concentration have
been most pronounced. Hence, the future out-
look for the retail sales market in Colorado may
be expected to correlate closely with population
and industrial growth in the Denver Area plus
such trends in the tourist trade as may develop.

Table 1.36

Retail Sales in Western Metropolitan Areas
1948 and 1954

Sales
Percent

Per capita sales
Percent

Metropolitan (millions) increase increase
Area 1948 1954 1948-1954 1948 1954 19484954

Denver $595 $ 888 49.2 $1,055 $1,296 22.8
Kansas

City, Mo. 991 1,274 28.6 1,216 1,341 10.3
Houston 819 1,214 48.2 1,015 1,186 16.8
thdlas 705 1,094 55.2 1,146 1,376 20.1
San Antonio 393 553 40.7 785 903 15.0
Seattle 754 1,008 33.7 1,028 1,250 21.6
Portland, ()re. 772 905 17.1 1,096 1,152 5.1
San Diego 507 801 57.9 911 1,022 12.2

Source: U. S. Bureau of the Census, Census of Business: 1954, Ws.
I-II, "Retail Trade-Area. Statistics:' Parts 1-2.

Selected Services. "Selected services" as de-
fined by the U. S. Bureau of the Census are a
special type of retail sales and in that sense
much of what has been said above is equally
applicable to this category. Comparative data
from 1948 to 1954 are not available but it is
likely that relative growth rates have been much
the same as in retail trade.
Colorado ranked in 1954 well above the eleven

Western-State-average in the per capita volume
of its service business. As noted in Table 1.37,
Colorado's per capita receipts from all service
activities in 1954 were the 4th highest among
the eleven states in the West. Two principal
categories, "amusements" and "hotels and mo-
tels," are of particular interest, since they reflect
the impact of the tourist trade. In these services,

Colorado ranked 3rd and 5th, respectively, in the
eleven state comparison group.
It will be seen also that Colorado in the re-

maining designated catgories, namely, "business
and personal services" and "auto and miscellan-
eous repair," ranked 3rd and 7th respectively.

Table 1.37

Per Capita Receipts of Service Industries, By
Major Groups in Western States, 1954

(Rank order of states appears in parenthesis)

Bus. Sr Auto and Amuse- Hotels and
State Total personal misc, repair rnents motels

Nevada $813(1) $78(2) $36(2) $411(1) 8288(1)
California 200(2) 90(1) 40(1) 46(2) 24(7)
Wyoming 157(3) 44(8) 29(5) 24(6) 60(2)
Colorado 152(4) 57(3) 27(7) 38(3) 30(5)
Oregon 132(5) 55(5) 33(3) 24(5) 20(10)
Washington 130(6) 56(4) 29(4) 24(7) 21(9)
Arizona 129(7) 46(7) 28(6) 21(8) 34(3)
New Mexico 119(8) 49(6) 24(8) 21(9) 25(6)
Utah 111(9) 42(9) 21(10) 29(4) 19(11)
Montana 105(10) 35(11) 19(11) 19(10) 32(4)
Idaho 101(11) 36(10) 23(9) 18(11) 24(8)
United States 146- 75- 25- 27- 19--

Source: Derived from U. S. Bureau of the Census, Census of Business:
1954, Vol. VI, "Selected Service Trades-Area Statistics,"
Parts I and II.

From these relationships it is apparent that
the service industries in Colorado have a strong
"basic" component, a fact that earlier analysis
has also indicated.

Tourist Trade. While not an industry in the
accepted meaning of that term, the tourist trade
is often so regarded. In any event, it is an im-
portant market factor which causes the trade
and service industries in the State to have a
"basic" or "export" significance not otherwise
possible.
In 1956 an estimated total of 3,878,000 tourists

visited Colorado (Table 1.38). On the average,
each tourist stayed 7.4 days and spent $7.87
daily. On this basis it is estimated that tourist
expenditures totalled $226 million - a figure
equal to 13 percent of total retail sales or an
amount approximately equivalent to 100 percent
of total receipts of selected services as reported
by the 1954 Census of retail sales and services.
It is no small wonder then that the health of this
"outside" market has become a matter of almost
as much concern as the weather and the crop
outlook.
Future indications are that the number of

tourists coming to Colorado will continue to in-
crease. A number of causal factors are clearly
evident, the principal of which are: (1) an in-
creasing population in which the ratio of older
people outside the labor market is expected also
to increase, (2) the urbanization movement
which induces a desire to escape crowds and to
get away from things for a while, and, (3) better
transportation facilities. Added to these one may
expect accelerated promotional effort. The latter
has become increasingly important as all regions
of the country have entered the arena of com-
petition for this lucrative business.
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Table 1.38

Number, Expenditures and Length of Stay of
Tourists in Colorado, 1950-1956

Year
Number
of tourists

Expenditures----
Per person Per person Average
per day per stay stay in days

Total
(thousands)

1950 2,009,000 $107,903 $6.10 $33.71 8.8
1951 2,201,000 123,014 6.73 55.89 8.3
1952 2,636,000 151,280 7.86 57.39 7.3
1953 2,882,000 155,777 8.07 54.05 6.7
1954 3,088,000 185,805 8.02 60.17 7.5
1955 3,344,000 214,247 7.91 64.05 8.1
1956 3,878,000 225,816 7.87 58.23 7.4

Source: Bureau of Business Research, University of Colorado, Colo-
rado Business Review, Vol. XXX, No. 5, May, 1957.

The outlook for tourism, though apparently
bright, is not entirely so and from some points
of view the skies are not bright at all. Analysis
of trends indicates that since World War lithe
number of tourists have been increasing at the
rate of 254,00 per year. At this rate Colorado
could expect about 6 million tourists by 1965.
So far, so good.
However, tourist expenditures are not keep-

ing pace with the increased number of tourists.
Tourist expenditures, although basically a func-
tion of the number of tourists, are importantly
conditioned by the length of stay of each tourist
on the average. Since 1946 the latter has declined
from 9.5 days to 7.4 days in 1956. This is at-
tributed largely to faster cars and increased
travel in which a broader area of the country
can be encompassed within a typical vacation
period. If this continues, and there seems to be
little in sight that could change the situation,
it is calculated that the average tourist will
spend 5 days in Colorado by 1965. Average ex-
penditure, based on 1956 expenditures rates per
day, will then amount to about $41 per-person-
per-stay rather than $58.23 as reported for 1956.
Thus an aggregate increase of 60 percent in the
number of tourists in 1965 may mean only a 15
Percent increase in the number of tourist days
(number of visitors multiplied by the average
length of stay). At this rate, total expenditures
may not exceed the total reported in 1956.

Undoubtedly, Colorado welcomes visitors but
from an economic point of view a declining
profit margin in the face of increased volume is
not easily accepted and probably need not be.
How promotion effort in the State will resolve
this problem remains to be seen.

Government. Government workers in Colo-
rado including federal, state and local numbered
93,087 in 1956. This number included 33,605
civilian employees of the federal government
and 59,482 employees of state and local govern-
ments (Table 1.39). In 1956, Colorado, on a per
capita basis, ranked 4th among the states in
number of federal civilian employees and 12th
in number of state and local government.
As a growth-inducing factor federal employ-

ment is by all odds the more important com-
ponent of the governmental employment struc-
ture. State and local government is inherently
"local service" in character and, accordingly its
employment follows and accommodates funda-
mental growth trends-it does not "cause" them.
The future growth of civilian employment in

federal agencies in Colorado should, on the basis
of past trends and in the light of new develop-
ments, continue to increase at a rate which will
at least maintain Colorado's high per capita po-
sition in comparison with other states. The stra-
tegic location of Denver, which accounts for
approximately two-thirds of all federal employ-
ment in the State, has been recognized by the
fact that over 150 federal agencies of various
size are located in this area. These serve vary-
ing sized jurisdictions and, in many cases, cover
as much as three-quarters of the country or
more.' 2 Trends now apparent suggest an en-
largement in future federal activity in Denver.
In the opinion of local officials these have their
basis in the following: 33
(1) Availability of space for building at the

Federal Center which is already served with
utilities and highway access.

8.0n this point see Department of Planning, City and County of
Denver, Working Denver (Denver, Colorado, 1953), pp. 134-137.

p. 136.

Table 1.39

Government Employment in Colorado, Selected Years, 1946-1956
Federal

Year Total All agencies •
1946
1943
1950
1952
1953
1954
1955
1955

Increase

60,000
63,062
71,476
84,347
82,130
84,450
87,037
93,087

23,000
21,272
24,943
37,375
33,765
32,911
32,623
33,605

1946-1956 55.1% 46.1%1950-1956 30.2% 34.7%

Civilians only.

Colleges

State
Other

agencies City

Local

County School
5,000 6,000 8,000 5,000 13,0006,008 6,379 9,638 7,033 12,7325,546 6,410 12,297 8,566 13,7145,192 6,926 10,922 6,912 17,0205,435 7,272 11,898 6,819 16,9415,412 8,292 11,553 7,224b 19,0585,769 9,312 12,104 5,907b 20,3226,132 10,117 14,110 7,244b 21,879

22.6% 68.6% 76.4% 44.9% 68.3%10.6% 57.8% 47.4% 15.4% 59.557:

Includes employees of special districts as follows: 1956-514; 1955-468; 1954-449.
8

"ree: U. S. Department of Labor, Bureau of Labor Statistics, "Colorado Bulletin 65," March 30,1958.
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(2) Decentralization of federal agencies is
taking place for a variety of reasons, and Denver
is benefiting thereby.
(3) Denver is benefiting to some extent also

from reorganization and consolidation of over-
extended regional organizations.
(4) Denver's strategic location as the only city

in its population range located in a very sizable
geographic area tends to make it a logical center
for any governmental activity proposing to serve
the area as a whole.
(5) Certain agencies which are primarily

serving the Western States are endeavoring to
move closer to the areas which they serve.

The foregoing has applied exclusively to cer-
tain employment in federal government. Federal
military payrolls must be recognized also as an
important factor in the State. The closing of one
or two large military establishments as proposed
in 1957 could, for example, result in a substan-
tial decrease in business volume in several sec-
tions of the State now dependent in large degree
upon such activity.
Obviously, any prediction of what may hap-

pen here would be quite meaningless. There are,
however, certain straws in the wind, notably, an
indicated decline in the number of military per-
sonnel due to the development of new weapons
systems and new concepts of warfare and de-
fense.

Industrial Progress and the Question of Water

In the background of any thinking on Colo-
rado's economic future is the constant spectre of
progress being brought to a sudden halt because
of water. The significance of this vital but highly
limited resource and its likely impact on the fu-
ture of the economy of the State has been well
expressed in a recent report, excerpts from
which are quoted below:

Any long range analysis of social and eco-
nomic trends in Colorado must necessarily
consider the problem of water. It is assumed
herein that there will be adequate supplies of
domestic and industrial water in the State for
two to three million persons, nearly one
million of whom will live in metropolitan
Denver. These assumptions cannot be veri-
fied easily. Certainly, the optimum use of
known water supplies will be required. A
large system of storage reservoirs, controlled
industrial and economic use, trans-mountain
diversions, cloud seeding, and possible limited
agriculture use will be required. All can be
envisaged. The actual outcome will depend
upon the course of numerous individual and
governmental decisions, not many of which
can be predicted with any certainty at this
time.

It can be reasonably assumed that water
will be a limiting factor in the Colorado econ-
omy, both from the point of view of the cost
of control and the absolute limits of quantity.
Given the semi-arid climate of most of the
state and its mountainous terrain, the popula-
tion density of Colorado is likely to remain
much below that of the United States....

It is, of course, very difficult to assume that
present conditions which define such vari-
ables as technological change and growth in
absolute numbers of people can be projected
very far into the future. One can conceive of
assumptions under which Colorado could sus-
tain a population of many millions. On the
other hand, when future conditions are as-
sumed to be not radically different from the
present, then a limit on the probable popula-
tion growth appears. . . .
The economy of the State is likely also to

grow progressively into an "oasis" economy,
in which the population is concentrated in
relatively small areas where climate, terrain,
and available water supplies are most con-
ducive to the amenities of life. Such areas
would be largely urban in character, and
their growth will require careful considera-
tion of the desirable directions of future
urban development—and of such problems as
zoning, traffic control, air pollution control,
and provision of parks, auditoriums, and
other public facilities."

Apart from its longer run implications the
problem of water scarcity is a continuous one
since there has never been enough water to
meet all demands. Hence, there is an ever in-
creasing need to develop, conserve, and to allo-
cate scarce water to its optimum use between
sharply competing demands.

The State Water Development Plan. Colo-
rado's efforts to develop as well as to conserve
its water resources including power is manifest
currently in "Colorado's official water plan"
which includes projects in actual construction
or in the planning stage. In most cases the par-
ticipation of the U. S. Bureau of Reclamation is
a crucial factor.35 Because of the magnitude of
these undertakings and their great meaning to
Colorado's economic future their identification
and stage of development are pertinent data
here. The major projects are the following: (1)
The continuation of the Colorado-Big Thompson
project (practically completed), (2) the contin-
uation of the Mancos project (now completed),
(3) Animos-LaPlata project, (4) Pine River Ex-
tension project, (5) Paonia project, (6) The Sell
project, (7) Cherry Creek Flood control (now
completed), (8) Colorado Springs Flood Control
and Improvement Project (now completed), (9)
San Luis Valley project (Conejos unit com-
pleted), (10) Smith Fork project, (11) Frying
Pan-Arkansas project, (12) Curecanti project,
(13) Denver-Blue Diversion project, (14) Florida
project, (15) Trinidad Reservoir project.

"Morris Garnsey and R. E. Pelz, A Projection of the Population
of Colorado, University of Colorado (Boulder, Colorado, 1955)
pp. 36-37.
"The financial participation of the Bureau of Reclamation in

assisting water development in the State has been and continues
to be on a large scale as evidenced by an outlay to date of
$195,684,735. Moreover, studies have been completed on projects
which, when authorized, will cost an estimated $209 million. In
addition, the Corps of Engineers, U. S. Army has spent $31,088,489
in flood control projects while authorized projects in the amount
of $39 million await appropriation. (In further reference to this
see: Department of Natural Resources, State of Colorado, Water
Resources of Colorado, November, 1957, p. 118).
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Recent Study Recommendations. Reference
has already been made to recommended conser-
vation measures as these apply specifically to ag-
riculture. Broad policy action recommended in
a current report36 prepared for the State Depart-
ment of Natural Resources calls for the follow-
ing:

(1) The introduction of a more comprehen-
sive and economic development program
which will guide all resource use and,
in the case of water, determine the opti-
mum allocation of water among indus-
trial demands.

(2) The initiation by the new Department of
Natural Resources of a thorough review
of the factual basis required for adequate
planning and regulation of water use and
for all phases of planning, design, con-
struction and operation of water resource
proj ects.

(3) The granting of appropriate powers to
the State's water agency to reserve blocks
of water from currently unappropriated
waters.

(4) The development of a stricter interpre-
tation of the term "beneficial use" which
presently is unclear in respect to what
is not "beneficial use."

(5) The adoption of legislation for the con-
trol of ground water use.

(6) The study of Colorado's water law with
the end in view of bringing it in step
with current conditions.

(7) A fuller recognition of the water saving
opportunity that lies in better stream
sanitation.

(8) The expansion of programs of water re-
source planning to include local and sub-
area levels.

(9) The development of state studies on a
continuing basis relative to technological
changes and their impact on water de-
velopment planning.

Population, Employment and
Income Projections

Preceding analyses suggest a strong and well
balanced industrial growth for Colorado in the
future in which the "western movement" of
Peoples is a basic causal force that cannot be de-
rued. A steady but better-than-average trend
line movement as envisaged could, however, be
easily shifted from course. A rich oil strike, an
accelerated development of oil shale of consider-
a. ble magnitude, a large heavy industry coming
into the area, are several of a number of indus-
trial changes that could happen overnight.
Any effort, therefore, to translate unknowns

into the specifics of future population, employ-
rnent and income totals obviously calls for a
degree of fore knowledge that no one can be
Presumed to possess. Nevertheless, important
Policies in both business and gevernment are
necessarily premised on the future and require
'Ile guidance of projections in one form or
another.

Re%Department of Natural Resources, State of Colorado, Water
sources of Colorado, November, 1957, p. 118.

Population Projections - General. Two de-
finitive studies of the future population trends
in Colorado have been completed and published
during the past year. The first, which is an es-
timate of the U. S. Bureau of the Census, pro-
jects the population by five-year intervals from
1955 to 1970. The second study, by Professor
Peterson of the University of Colorado, projects
the population by five-year intervals to 1980.
Estimates are made for the State as a whole as
well as for the three major geographical areas
of the State including the Denver Metropolitan
Area.

Population Projections to 1970. The Census
estimates that the population of Colorado will
reach 2,197,000 by 1970 or an increase of 42 per-
cent over its reported total for 1955. By Census
prediction, also, this rate will exceed that of any
other western state excepting Nevada, Arizona,
California, and Utah (Table 1.40). Moreover,
the Mountain States group, with an estimated
growth rate of 44.4 percent, is expected to grow
faster than any other region excepting the
Pacific Coast States (Table 1.41).

Table 1.40

Estimated Population of Western States
1955 and 1970
(thousands)

Source:

Percent
increase

State 1955 1970 1955-1970
Nevada 235 453 92.8
Arizona 1,007 1,802 78.9
California 12,961 20,296 56.6
Utah 797 1,151 44.4
Colorado 1,547 2,197 42.0
New Mexico 793 1,126 41.9
Oregon 1,685 2,317 37.5
Washington 2,607 3,459 32.7
Wyoming 312 379 21.5
Montana 629 755 20.0
Idaho 612 700 14.4

Total 23,185 34,635 49.4

U. S. Bureau of the Census, Current Population Reports: Pop-
ulation Estimates, Series P. 25, No. HO, August 9, 1957.

Table 1.41

Estimated Population by Regions in
United States, 1955 and 1970

(thousands)

Region 1955 1970

Percent
increase
1955-1970

Pacific 17,253 26,071 51.1
Mountain 5,931 8,562 44.4
East No. Central 33,604 44,415 32.2
So. Atlantic 23,447 30,085 28.3
Middle Atlantic 32,244 39,473 22.4
West So. Central 15,694 18,994 21.0
West No. Central 14,843 17,259 16.3
New England 9,619 11,158 15.9
East So. Central 11,669 12,327 5.6
United States 164,304 208,344 26.8

Source: U. S. Bureau of the Census, Current Population Reports: Pop-ulation Estimates, Series P. 25, No. 160, August 9,1957.
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Table 1.42

Population by Regions in Colorado
1950 and Projections to 1980

Year Colorado

"High" Projection•

Western Eastern
Slope Slope

Denver
Metropolitan

Area
Colorado

"Low" Projections

Western Eastern
Slope Slope

Denver
Metropolitan

Area

1950 1,325,089 226,154 535,103 563,832 1,325,089 226,154 535,103 563,832
1956 1,622,600 252,600 651,100 718,900 1,622,600 252,600 651,100 718,900

1960 1,801,000 252,000 648,000 901,000 1,737,000 243,000 624,000 869,000
1965 2,039,000 285,000 735,000 1,019,000 1,891,000 265,000 681,000 945,000
1970 2,277,000 319,000 819,000 1,139,000 2,044,000 286,000 735,000 1,022,000
1975 2,515,000 352,000 906,000 1,257,000 2,198,000 308,000 792,000 1,099,000
1980 2,753,000 386,000 990,000 1,377,000 2,351,000 330,000 846,000 1,175,000

Increase,
1956-1970
Number 654,400 66,400 167,900 420,100 421,400 33,400 83,900 303,100
Percent 40.3 26.3 25.8 58.4 25.9 13.2 12.9 42.2

Increase,
1956-1980
Number 1,130,400 133,400 338,900 658,100 728,400 77,400 194,900 456,100
Percent 69.7 52.8 52.0 91.5 44.9 30.6 29.9 63.4

• Based on assumption that the population will increase by an amount equal to the average over 1950-1956 ("High" projection), or 1940-1956 (Low'
projection).

Source: William Peterson, A Critical Survey of Several Forecasts of the Population of Colorado, State of Colorado, Dept. of Natural Resources, Technical
Paper No. 1., July, 1957.

Professor Peterson makes two projections
designated as "Projection A" and "Projection
B." The first, or the "high" projection is based
on the assumption that the population of the
State will increase (1956 to 1970) by an amount
based on the average annual growth rate from
1950 to 1956. The figure arrived at for 1970 totals
2,277,000, or an increase of 40.3 percent. The
second, or "Projection B," which is the "low
projection," assumes a growth equal to the past
growth rate from 1940 to 1956. With this as a
basis, Colorado's population in 1970 is estimated
at a total of 2,044,000 for 1970, or an increase at
the rate of 25.9 percent (Table 1.42 and Chart
1.2).
Of the two projections, the first or the "high

projection" comes closest to the Census estimate
and is in the opinion of the Staff of the Study the
most likely of the two.
Estimates of population growth for specific

areas within the State based on Professor Peter-
son's projections assume a growth rate equal to
that of given past periods. Hence, the relative
future size of each area remains constant. Thus,
in 1970 the western slope with an anticipated
population of 319,000 is expected to account for
15.6 percent of the State's total population, the
eastern slope with a population of 819,000 for
40.1 percent, and the Denver Metropolitan Area
with a total of 1,139,000 for 44.3 percent.

Employment Projection to 1970. It is esti-
mated that employment in 1970 will reach a total
of approximately 843,000 which represents a
gain of 234,000 jobs over 1956. This increase is
based on the assumption that the population em-
ployment ratio of 2.7 to 1-derived by averaging
1950 and 1956 relationships-will also apply in
the future."

"The estimate of employment is a staff estimate and is not a
part of population studies referred to in the text.

An employment increase of this size or by
nearly 40 percent seems high, yet as earlier
noted, the employment gain over the ten-year
census period from 1940 to 1950 was 37.5 percent.
If the industrial pace set in the past is main-
tained and it is expected to be that great at the
very least, this predicted total cannot be re-
garded as being excessive.

Personal Income Projections to 1970. A fur-
ther study recently completed estimates that
from 1956 to 1970 per capita personal incomes
will increase in Colorado and the United States
at the rate of 82 percent and 66 percent, respect-
ively, or in per capita terms as follows:"

Percent
Area 1956 1970 Increase

Colorado $1,870 $3,403 82
United States 1,961 3,255 66

Underlying assumptions are that the general
price level or the purchasing power of the dollar
will not change and that the population will in-
crease at the rate estimated by the Bureau of
the Census.
Aside from the substantial improvement an-

ticipated by this project of the economic well-
being of individuals not only in Colorado but for
the country as a whole, a point of added interest
is that the projected per capita income for Colo-
rado will exceed that of the national average.
This, as earlier noted, is in contrast to past re-
lationships which have usually found the State
under the national average. The logic of this
change-over for the better, as far as Colorado
is concerned, is apparent in view of her antici-
pated better-than-average population growth
over the next decade and a half.

"John G. Welles, "Colorado in 1970-a Forecast," Western Busi-
ness Review, Vol. 2, No. 2, University of Denver, p. 5.
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Public Finance and the Economy

Unlike many states, Colorado's problem of
financing government in the future is not one
of finding ways and means for retaining its pop-
ulation and preserving its tax base, but one of
finding appropriate ways and means for sup-
porting enlarged government as its population
continues to grow at a better-than-average na-
tional rate. The future capacity of the people of
Colorado to finance government will undoubt-
edly increase, but a neat and quick adjustment
of public needs to means in a situation of con-
tinuous change is not one that can be presumed
to be automatic with ready precedents as guides
for policy action. Judgments as to what is
needed now from government and who shall
pay now rests currently on quite a different base
of reckoning than that which guided action in
the past or which will serve as a criterion of
judgment for the future.

POpulation in
millions •

3

2

The nature of Colorado's economy, whose in-
dustries and natural resources are probably
more diverse than that of any other state in the
union, increases not only the task of determining
appropriate patterns of public service, but pat-
terns of taxation as well. To strike an optimum
balance in a milieu of varied and changing in-
terests in which agriculture will be suitably
fostered, mining adequately encouraged, manu-
facturing promoted, and trade and service ap-
propriately recognized, are but examples of the
challenge faced by government in Colorado.
Added to this are highly uneven population, in-
dustrial, and income distributions in which the
rural and metropolitan areas face different sets
of problems but nonetheless join economically
to make the existence of both possible.

It is in this setting of variety and dynamic
change that a state-wide fiscal policy must be
formulated as it will be judged.
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Chapter II

THE STRUCTURE OF GOVERNMENT
IN COLORADO

The expenditure and revenue policies of gov-
ernment in Colorado are importantly influenced
by the existing patterns of governmental or-
ganization at both the state and local levels. The
Purpose of this chapter is to highlight principal
structural features of governmental arrange-
ments and their implications for effective ad-
ministrative and financial operations.

Early Developments
Colorado's present organization as a geo-

graphical and political unit has evolved out of
a series of complicated land deals, treaties and
territorial adjustments dating from the Louisi-
ana Purchase in 1803. The latter brought into
the Union a vast land area including most of the
eastern half of present Colorado. War with
Mexico in 1848 resulted in further extension of
the Nation's domain of which the western half
Of the State was a part.
As these lands were acquired by peace or war,

territorial governments were established with
the area now included in Colorado divided juris-
clictionally between the territories of Utah, Ne-
braska and Kansas. In addition, a part of the
latter territory designated as Arapahoe County
and formed in 1855, covered much of what is
now the eastern half of the State. This unit,
largely a "paper division" of Kansas territory,
and virtually unknown and unpopulated prior
to 1858, suddenly sprang into life upon the dis-
covery of gold on the plains at the tributaries
of the South Platte near Denver. In quick suc-
cession from 1859 to 1862 organized municipal
governments were formed principal of which
were Denver, Black Hawk, Golden, Central City,
Mount Vernon, Breckenridge, Empire, Gold
Hill, Georgetown and Mill City. These in turn
were supplemented by "Peoples Courts" that
Meted out justice as they saw it.
Dissatisfaction with territorial government,

the seat of which was over 400 miles away,
started a movement for statehood which was
rejected by the people who instead formed an
extra legal" entity called "Jefferson County."
Acting as a bona fide governmental agency it
Proceeded to charter cities and towns including
tlenver. All of these had to be given new
Charters when legal territorial status was
achieved in 1861. The new territory of Colorado,
and so named, included seventeen counties and
,erobraced a territory substantially the same as
that of the State today. The number of counties
Was enlarged to twenty six with the advent of
statehood in 1876.

Immigration due to further mineral discover-
ies and the development of agriculture during
the decades from 1870 to 1890 led to a general
division of larger counties into smaller units.
Thus on the Western Slope seven new counties
(Delta, Eagle, Garfield, Mesa, Montrose, Ouray
and San Miguel) were created in 1883, and two
counties (Montezuma and Rio Blanco) in 1889.
Similarly, on the Eastern Slope eleven new
counties (Baca, Cheyenne, Kiowa, Kit Carson,
Lincoln, Morgan, Otero, Phillips, Prowers, Sedg-
wick and Yuma) were created in 1889.
In 1902 Denver and Adams counties were

carved out of parts of Arapahoe County, the
former as a city and county with home rule
status. Finally in 1913, and thirty-seven years
after statehood, Alamosa County was formed
thus completing the county structure as it now
exists with a total of sixty-three counties. Along
with the formation of counties came also the
growth of towns and cities and the formation of
school and other districts to accomodate par-
ticular governmental needs as these developed.
Following the national pattern, the number of
school districts in Colorado has tended, in more
recent times, to decline while other special dis-
tricts have followed the opposite course of in-
creasing both in number and variety (Tables
2.1, 2.7 and 2.9).

Table 2.1

Types and Number of Local Governmental
Units in United States, 1952 and 1957

1952 1957 Change
Governmental unit 1952-1957—numbers--

3,049Counties 3,047 --2
Municipalities 16,778 17,167 389
Townships & Towns 17,202 17,214 12
School Districts 67,346 50,453 --16,893
Special Districts 12,319 14,423 2,104

Total 116,694 102,304 --14,390
Source: Adapted from U. S. Bureau of the Census, Statistical Abstractof the United States, 1957.

Number and Kinds of Governmental Units
in Colorado—General

In addition to state government proper, gov-
ernmental services in Colorado were in 1957 ad-
ministered by 1,675 separate governmental units
each having, in most cases, the power to tax or
to assess persons for services rendered (Table
2.2). Of this number the counties accounted for
63 units, municipalities 245, school districts 936,
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Table 2.2

Number of Local Governmental Units in Eleven Western States, 1957
School Special

State Counties Municipalities Townships Districts Districts Total Rank

Colorado 63 245. 0 936b 431. 1,675 2
Utah 29 210 0 40 118 397 8
Idaho 44 199 0 168 420 831 6
Montana 56 123 0 1,149 174 1,502 5
Wyoming 23 86 0 246 133 488 7
New Mexico 32 77 0 95 112 316 10
Arizona 14 52 0 250 50 366 9
Nevada 17 17 0 17 58 109 11
Washington 39 252 69 471 745 1,576 3
Oregon 36 213 0 726 550 1,525 4
California 57 331 0 1,840 1,650 3,878 1

• Excludes City and County of Denver which is included in the enumeration of counties.
b Colorado Department of Education lists 941.
• Includes districts which were excluded as described in footnote to Table 2.9.

Source: U. S. Bureau of the Census, 1957, Census of Government.

and special districts, other than schools, 431. All,
as separate governmental entities, derive their
powers from the State. In theory and practice
their existence acknowledges the fact that gov-
ernment at the "grass roots" is essential in the
effective administration of the State's function
as a whole.
Comparatively, Colorado has, as noted in

Table 2.2, more local governmental units than
any other Western State excepting California.
In detail, Colorado has, with the exception of
California, more municipalities than other states
in the West. In number of school districts it
ranks third in the eleven Western State com-
parison and fourth in the number of other spe-
cial district governments. It is of interest in this
connection that, aside from Washington, none
of the Western States have the township form of
government, a unit that is quite commonly
found in the middle and eastern states.

State Government

The organizational pattern of Colorado's state
government embodies the national concept of

the separation of powers between the legislative,
judicial and executive branches.

Legislative. The people of Colorado are rep-
resented by a General Assembly composed of
35 senators, elected from 25 senatorial districts
and 65 representatives, each elected from one or
more counties designated as representative dis-
tricts. The State Constitution provides that rep-
resentation of both the senatorial and represen-
tative districts be appointed on the basis of
population; however, no reapportionment of
representation has been made since 1932. Be-
cause of considerable population increase and
its shift to metropolitan areas since that time
certain distortions in the pattern of representa-
tion have developed. Thus, Jefferson County-
where the population is estimated to have nearly
doubled between 1950 and 1957-had only one
senator for an estimated population in 1957 of
105,000 persons. At the other extreme four coun-
ties (Kit Carson, Cheyenne, Lincoln and Kiowa)
which together form one senatorial district had
one senator for an estimated aggregate popu-

Table 2.3

Colorado General Assembly: Representation of Counties in the Senate and
and Senatorial Districts, by Population, 1950 Census and Estimated 1957

District
Number of
Senators Counties

Population
Census Estimated
1950 1957

Number of persons
per Senator

1950 1957

1 8 Denver 415,786 515,000 51,973 64,375
2 2 Pueblo 90,188 116,000 45,094 58,000
3 2 El Paso 74,523 118,000 37,262 59,000
4 1 Las Animas 25,902 24,300 25,902 24,300
5 1 Boulder 48,296 60,000 48,296 60,000
6 1 Chaffee, Park, Gilpin, Clear Creek, Douglas,

Teller 19,438 20,150 19,438 20,100
7 2 Weld 67,504 75,500 33,752 37,750
8 1 Jefferson 55,687 105,000 55,687 105,000
9 1 Fremont, Custer 19,939 20,800 19,939 20,800
10 1 Larimer 43,554 49,500 43,554 49,500
11 1 Delta, Gunnison, Hinsdale 23,344 24,075 23,344 24,075
12 1 Logan, Sedgwick, Phillips 27,206 30,800 27,206 30,800
13 1 Rio Blanco, Moffat, Routt, Jackson, Grant 25,544 26,600 25,544 26,600
14 1 Huerfano, Costilla, Alamosa 27,147 26,800 27,147 26,800
15 1 Saguache, Mineral, Rio Grande, Conejos 29,365 28,750 29,365 28,750
16 1 Mesa 38,974 53,200 38,974 53,200
17 1 Montrose, Ouray, San Miguel, Dolores 21,982 23,500 21,982 23,500
18 1 Kit Carson, Cheyenne, Lincoln, Kiows. 20,965 20,000 20,965 20,000
19 1 San Juan, Montezuma, La Plata, Archuleta 29,372 36,800 29,372 36,800
20 1 Yuma, Washington, Morgan 36,421 40,000 36,421 40,000
21 1 Garfield, Summit, Eagle, Lake, Pitkin 25,044 28,300 25,044 28,300
22 1 Arapahoe, Elbert 56,602 99,300 56,602 99,300
23 1 Otero, Crowley 30,497 30,900 30,497 30,900
24 1 Adams 40,234 75,000 40,234 75,000
25 1 Bent, Prowers, Baca 31,575 31,400 31,575 31,400

All 35 1,325,089 1,679,675

Source: Derived from Colorado State Planning Commission, Colorado Year Book, 1956-1958.
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lation of 20,000 (Table 2.3). Similarly, Jefferson
County had two representatives for its aggre-
gate population of 105,000 or an average of one
representative per 52,500 persons as compared
with Cheyenne and Lincoln counties which to-
gether with an aggregate population of 8,900
persons were represented by one (Table 2.4).

Judiciary. The judicial power of the State is
vested by the State Constitution in a supreme
court, fifteen district courts, and a county court
in each of the counties. In addition there are
Justice of peace courts in various designated
precincts in each county. The supreme court
exercises appellate jurisdiction as well as orig-
inal jurisdiction and has a superintendency con-
trol over all inferior courts. The supreme court
consists of seven judges elected by the voters at
large while the fifteen district judges are elected
by the voters of the district they serve. Simi-
larly, the voters of each county elect the county
Judges. Supreme and district court judges are
required to be attorneys, but county judges and
Justices of the peace are not required to be so
qualified. As a result the majority of the sixty-
three county judges have no formal legal train-
ing which holds to even a greater degree for the
Justices of peace.

Other officials performing functions in the
administration of justice include for each dis-
trict court, a district attorney elected by the
people of the district, a county attorney ap-
pointed by the board of commissioners in each
county, a clerk of the district court in each
county appointed by the district judge, and a
clerk of county court appointed by the county
judge. Supplementing these in the administra-
tion of justice is a sheriff elected in each county,
and two constables who may be elected in each
justice's precinct.

General Administration. The administration
of state government in Colorado is performed
by 138 agencies1 variously designated as "of-
fices," "departments," "divisions," "bureaus,"
"boards" and "commissions."2 Each is a separate

'Colorado law defines an "agency" as follows:-"the term
'agency' shall mean every agency in the executive branch of the
state government which is required by the constitution or statute
of the state to exercise discretion or to perform judicial or quasi-
Judicial functions. As so qualified the term 'agency' shall include,
but not by limitation, boards, commissions, departments, divisions,
offices and officers." Colorado Revised Statutes, 1953,

,The use of specific terms in describing the administrative parts
of the state organization is tricky since a "department" or "divi-
sion" may exist on paper only. Moreover, titles do not of them-
selves indicate the relative scope of a given agency's administra-
tive activity or responsibility.

Table 2.4

Colorado General Assembly: Representation of Counties in the House,
and Representative Districts, by Population, 1950 Census and Estimated 1957

Number of
Representatives Representative Districts

Census
1950

Population
Estimated

1957

Number of persons
per Representative

1950 1957

17 Denver 415,786 515,000 24,458 30,294
4 Pueblo 90,188 116,000 22,547 29,000
3 Weld 67,504 75,500 22,501 25,166
3 El Paso 74,523 118,000 24,841 39,333
1 Las Animas 25,902 24,300 25,902 24,300
2 Boulder 48,296 60,000 24,148 30,000
2 Larimer 43,554 49,500 21,777 24,750
2 Arapahoe 52,125 95,000 26,063 47,500
2 Crowley, Otero 30,497 30,900 15,249 15,450
2 Mesa 38,974 53,200 19,487 26,600
1 Delta 17,365 18,000 17,365 18,000
1 Huerfano 10,549 9,800 10,549 9,800
2 Jefferson 55,687 105,000 27,844 52,500
1 Logan 17,187 21,100 17,187 21,100
1 Morgan 18,074 22,200 18,074 22,200
2 Adams 40,234 75,000 20,117 37,500
1 Yuma 10,827 10,500 10,827 10,500
1 Washington, Kit Carson 16,120 15,600 16,120 15,600
1 Prowers, Baca 22,800 22,600 22,800 22,600

Routt, Moffat, Grand, Jackson 20,825 21,800 20,825 21,800
1 Montrose, Ouray 17,323 18,500 17,323 18,500
1 San Miguel, Dolores, Montezuma 14,650 17,200 14,650 17,200
1 LaPlata, San Juan 16,351 21,600 16,351 21,600

Hinsdale, Gunnison, Saguache 11,643 11,275 11,643 11,275
Rio Grande, Mineral 13,530 13,550 13,530 13,550

1
Condos, Archuleta
Alamosa, Costilla

13,201
16,598

13,000
17,000

13,201
16,598

13,000
17,000

1 Fremont, Custer 19,939 20,800 19,939 20,800
1
1

Park, Teller, Douglas, Elbert
Lake, Chaffee

12,608
13,318

13,000
14,800

12,608
13,318

13,000
14,800

1
Eagle, Pitkin, Summit,

Clear Creek, Gilpin
Rio Blanco, Garfield

11,408
16,344

12,450
17,300

11,408
16,344

12,450
17,300

1
1

Sedgwick, Phillips
Cheyenne, Lincoln

10,019
9,362

9,700
8,900

10,019
9,362

9,700
8,900

Kiowa, Bent 11,778 11,600 11,778 11,600

65 1,325,089 1,679,675
SuUree: Derived from Colorado State Planning Commission, Colorado Year Book, 1956-1958.
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legal entity established under constitutional or
statutory law and differing only in degree of
individual responsibility and independence of
supervisory authority. Some agencies are in-
cluded in larger "agencies" or "departments"
and "divisions" which may exercise considerable
control while others may be grouped within, or
merely identified with a department or division
which exercises little or no central control.

Colorado's administrative organization, being
made up of many independent or semi-indepen-
dent parts, cannot be readily described as a
whole. However, a general outline of the struc-
ture has been attempted by graphics as shown
in Chart 2.1 and supplemented by Appendix
Table 2.A. As therein indicated it is convenient
to show the total administrative activities of the
State (all activities other than those contained
in the legislative and judicial branches of the
government) by pointing first to the elective
offices or the top echelon of the "Executive
Branch." These include the offices of the Gov-
ernor, Lieutenant Governor, Secretary of State,
State Treasurer, Auditor of State, and Attorney
General. Other elective offices are the Board of
Education and the Board of Regents.
The Governor's administrative role, depicted

in Chart 2.1, is more clearly identified with the
Executive Department of which he is the desig-
nated administrative head. This department in-
cludes 19 agencies all of which are more or less
independent of each other and 10 other major
departments or boards which together embrace
48 separately constituted agencies. Added to
these are a series of 19 miscellaneous agencies
that have no departmental status or affiliation
and hence must be presumed to be under the
Governor's direct line of authority. In sum, the
Governor's administrative attention must be
more or less directed to a total of 102 legally
constituted departments, divisions, boards and
other agencies over which he also exercises ap-
pointive control in most instances. Other elect-
ive officials administer their respective depart-
ments also with a certain amount of agency
responsibility, but on a much more limited scale.

In the Department of State the Division of
Registrations includes 17 agencies in addition
to which there is a separate agency or the State
Licensing Authority. Other elected offices in-
clude 8 agencies as follows: Office of Lieutenant
Governor (no other agencies) ; State Treasurer
(no other agencies) ; Attorney General (3 agen-
cies) ; State Board of Education (4 agencies);
and Board of Regents (1 agency). In addition to
these, but not an elective office, is the Governor's
Council consisting of the Secretary of State,
State Treasurer, Director of Revenue, State
Commissioner of Education, Attorney General,
State Controller, State Purchasing Agent, and

such other heads of departments as the Gover-
nor may designate.
The office of the Governor presumably heads

the total executive offices of the State. This
could be expected to follow from the fact that
the Governor is charged by the Constitution to
see "that the laws are faithfully executed.'
However, the courts have held that these seem-
ingly broad grants of power give the Governor
no definite authority other than such powers
that are specifically provided by the Constitu-
tion or the statutes. Moreover, other executivE
officials elected along with the Governor very
naturally feel their responsibility to the peoplE
rather than to him. In short, the Governor in
Colorado as a director of administration is fax
from being in the independent position occupied
by say the President. The national administra-
tion is largely centralized with lower officers
responsible to higher officers, and these to still
higher officers, until the responsibility rests fin-
ally with the President. In Colorado, there is no
hierarchy of administration, each office or board
or commission being regulated (and in most
cases financed) rather minutely by law, the ad-
ministrative supervisors usually having only
shadowy directory power.

Since, however, the people expect the chid
executive of the State to see that the laws arE
faithfully executed the Governor presumably
must do the best he can with the means at his
disposal. This takes the form of powers of ap-
pointment and removal as far as this may go as
well as requiring reports from the various ad-
ministrative officers concerning the work oi
their departments. In addition, personal and
political influences become a potential sourcE
of power in securing effective cooperation 01
office holders as well as public support foi
recommended changes.

Colorado and Other States. Decentralization
of state administrative organization is by r1E.
means unique in Colorado but is common to al
states in greater or lesser degree. As a mode oi
government it is a product of certain historic
developments, one of the earliest being thE
Jacksonian Movement for Democracy, whicl
resulted in the creation of a number of adminis.
trative offices to be filled by popular vote.
A later development resulting in the creatior

of appointive offices and agencies has beer
critically described as follows:

State governments have until recent years
developed in a manner almost entirely hap-
hazard. With new needs there has been no
systematic plan of development. When it was
desired to assume a new function, a new ad-
ministrative agency was created, independent
of other agencies, even though others may
have been created for closely related pur-
poses. So the state administrative functions
came to be exercised in each state by a large
number of independent offices, boards and
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commissions, with overlapping and conflict-
ing powers, and with no real supervision.'

In a similar vein the following statement made
as long ago as 1917 by Governor Lowden on the
organization of government in Illinois is still
applicable to the current picture in many states.

Administrative agencies have been multi-
plied in bewildering confusion. They have
been created without reference to their abil-
ity economically and effectively to administer
the laws. Separate boards govern the peni-
tentiaries, the reformatories, and the educa-
tional institutions. Administration of the laws
affecting labor is parceled out among num-
erous agencies each independent of the other
—the administration of health laws is divided
between boards and commissions, with no
effective means of coordination — over one
hundred officers, boards and commissions are
charged with the administration of our laws.
There is unnecessary duplication of posi-

tions and salaries not only in the chief offices
of each separate bureau or board, but still
more in their staffs of clerks and employees.
The absence of definite correlation and co-
operation between the most closely related
offices necessarily leads to loss and inefficient
work—conflict of authority between two or
more offices is often possible. Under the pres-
ent arrangements too many independent au-
thorities have power to make expenditures

W. F. Dodd, "Reorganization State Government," The Annals,
Vol. CXIII, May, 1924, p. 162.

subject to no effective control or responsibil-
ity. Supplies in many cases are purchased in
small quantities for each office or institution.
This situation necessarily leads to waste and
extravagance. It is true that the greater num-
ber of these (bureaus or boards) are under
the nominal supervision of the governor,
through his power of appointment and re-
moval. But the very number of separate of-
fices makes impossible the exercise of any
adequate control. At the same time, the num-
ber of matters necessarily brought to his at-
tention, owing to the absence of intermediate
supervising officers has burdened him with
such a mass of details that he has been unable
to exercise adequate supervision over such
matters, while the very volume of such busi-
ness brought to his attention takes time from
more important questions of general policy.
The present arrangement also fails to provide
the General Assembly with adequate in-
formation or advice to enable it to perform
its work wisely either in making appropria-
tions or in enacting substantive legislation.
While reports are made and published, they
are so numerous and poorly organized that
the general public fails to receive satisfac-
tory information of the work that is done,
and has no satisfactory means for fixing re-
sponsibility.'

The creation of independent agencies and the
duplication of effort with resultant waste which

+Efficiency and Economy Committee (Illinois) Report, 1915,
p. 18.
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appears as the central weakness of state ad-
ministrative organizations generally has not,
however, been entirely without purpose. The
creation of independent agencies can in part, at
least, be attributed to a deep-seated fear that
certain services might otherwise be controlled
in the interest of partisan politics. Added to this
has been the effort to prevent the centralization
of power which is considered dangerous; and
the agency system, despite its admitted cost,
does counteract this to a considerable degree.
Efforts to organize along lines that would

simplify administrative organization have been
made with varying degrees of success in most
states over that past three decades. The funda-
mental theory of these "reorganizations" has
been the reduction of statutory functions (or
agencies) into a small number of related depart-
ments, each under the control of a director or
other head appointed by and removable by the
governor. The heads of these departments con-
stitute a sort of a governor's cabinet. An essen-
tial part of the system is the establishment of
budgetary control and of a continuous financial
supervision under an officer directly responsible
to the governor. In all of the states that have
adopted this plan, there are constitutional state
officers other than the governor, who are not
brought into the new organization in any effect-
ive way, if at all. The scheme is that of consoli-
dating control over the state executive depart-
ment in the hands of the governor. To make this
effective the plan provides for an administrative
mechanism so integrated and balanced in all its
parts as to be completely responsive to central
direction and control.

Administration of Finance. Colorado's ef-
forts to simplify and centralize its administra-
tive structure have proceeded over the years in
a piecemeal basis with a number of limited ad-
vances made from time to time. The most recent
changes in the State's administrative code was
the creation of the Department of Natural Re-
sources in 1957 which brought into this depart-
ment, headed by the Governor and a director
to be appointed by him, 19 agencies without
however changing their legal status as such.
Perhaps the most complete reorganization has

taken place in the administration of revenues
and expenditure control which despite num-
erous funds established by law5 finds a high
degree of centralization of the financial function
(including purchasing) under the direct control
of the Governor.

Structurally, the financial administration of
the State is vested in the Department of Taxa-
tion and Revenue; the Division of Accounts and
Control and, as a part of it, the newly created
Budget Office; the State Treasurer; and the
State Auditor. The latter two offices are elective

Tor further discussion on this see Chapter V.

and in that sense are independent of the Gov-
ernor to a degree. The State Treasurer is basic-
ally responsible for the receipt of all moneys of
the State not expressly required by law to be
received by some other person and to disburse
public moneys upon warrant drawn upon the
Treasury. The State Auditor is essentially a post
auditor of the accounts and financial transac-
tions of all spending agencies. As post auditor
his status as an elective official conforms with
the organizational principle that holds that the
auditor should be independent of the executive
department.
The Department of Taxation and Revenue is

essentially a "paper department" in that there is
no departmental head although the two agencies
which it contains, namely, the State Tax Com-
mission and the Department of Revenue, are a
part of the Executive Department headed by the
Governor. The three-member State Tax Com-
mission appointed by the Governor and the
State Treasurer, and subject to civil service
regulations and tenure, has general supervision
over the administration and enforcement of laws
for the assessment, levying and collection of
general property taxes. The Department of Rev-
enue, headed by a director appointed by and
serving at the pleasure of the Governor, is
chiefly responsible for the collection, under a
unified system, of state excise taxes, and license
fees.
The Division of Accounts and Control, created

in 1947 and headed by the State Controller ap-
pointed by the Governor, serves as an over-all
financial, budgetary and administrative plan-
ning and accounting agency of the State. As such
it also serves as a pre-auditor of all State bills
and prepares vouchers for payment by the
Treasurer. As a central agency in which budgets
are assembled, analyzed and expenditure rec-
ords currently made and reported, the Division
of Accounts and Control is in reality the nerve
center by which and through which the total
financial picture of the State may be determined.
As such it functions as a strategic agency of
control under the direct supervision of the Gov-
ernor.

County Government

Colorado's 63 counties (including the City and
County of Denver6) which, as earlier noted,
reached their total number with present boun-
daries in 1913, are legally subdivisions of the
State and primarily designed to carry out State
functions as prescribed by law. As distinguished
from a municipal corporation a county holds no
charter. However, it has some of the features of
a corporation in that it can acquire and hold

'Since the City and County of Denver is essentialy a municipal
government in character and purpose, parts of the discussion in
this section is not pertinent to this particular unit of government
in the State.



property, enter into contracts and enjoy some of
the other privileges of a corporation.'
Although created by the Constitution to serve

as an arm of the state administration, counties
in Colorado were also given certain limited re-
sponsibilities for performing strictly "proprie-
tary" or local county functions. This dual role
makes it difficult at times to clearly differentiate
between state and local services performed by
the various constitutionally established county
offices which include the following: board of
county commissioners (three in number but
may be five in counties with more than 70,000
inhabitants), judge, clerk and recorder, sheriff,
coroner, treasurer, superintendent of schools,
surveyor, assessor and attorney. In addition, the
Constitution provides for two justices of the
Peace and two constables.
In relating these offices to purely state func-

tions on the one hand and on the other to func-
tions that are strictly local in character only
general areas of services can be pointed to as
suggestive of distinctions. Thus in the very im-
Portant activity of law enforcement the county
sheriff is primarily engaged in the enforcement
of state laws, although not entirely. Legally the
county sheriff and the county judge are re-
garded as state officers. In the administration of
public welfare, notably old-age assistance, the
County is an essential state agency in distribut-
ing the benefits through its own welfare depart-
rnent. On the other hand, the construction and
Maintenance of county roads is basically a
county function. However, in the financing of
these roads the county shares with the State in
the proceeds of the State highway user taxes.
The assessment and collection of property

taxes in Colorado is a function performed by the
county not only for itself but for the State,
Municipalities and school districts as well. How-
ever, the county can tax only as authorized by
the State and is required to prepare annual
kudgets to be filed with the State Tax Commis-
sion. Moreover, budget increases which exceed
the previous year's budget by more than 5 per-
cent require the approval of the State Tax Corn-

In addition to these legally stipulated areas of
oPeration vested in the county by state law are
a series of provisions that give some further de-
gree of flexibility in the determination of local
?overnmental policy. Among these, for example,
is state law which allows counties to engage in
Physical planning and to have local health de-
partments, the latter being a part of the over-all
State program of health administration.

clearly
The top executive agency of the county is

the board of county commissioners
w.. hich has general administration powers inthe levying of taxes, the improving of county
toads, purchasing and the appointment and

'The status of counties in Colorado is much the same as that" ihe "untY system in other states.
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supervision of such various employees as are
not required to be elected by popular vote. How-
ever, the principal offices of the county, as listed
above, are elective which results in a consider-
able diffusion of gevernment responsibility in
the administration of the offices of the county as
a whole.

Physical and Economic Features of Counties
in Colorado. Colorado's 63 counties present
great extremes in area, population and income.
In area, Las Animas County containing 4,798
square miles is the largest county with Denver
County at the bottom of the scale with 66 square
miles; the next lowest being Gilpin County with
149 square miles. Population (based on 1957
estimates) varies from a high of 515,000 in Den-
ver to a low of 275 in Hinsdale County. Three
counties have populations of less than 1,000 and
four have more than 100,000. Twenty-four coun-
ties have less than 5,000 people and thirty-eight
have less than 10,000 (Table 2.5). Finally, per
capita personal income, as noted earlier in
Chapter 1, ranged in 1956 from a high of $6,510
in Rio Blanco County to a low of $576 in Costilla
County. Moreover, of the 63 counties fifty-one
had per capita incomes of less than the State
average of $1,863 with fourteen counties report-
ing totals less than $1,000.

Table 2.5

Distribution of Counties in Colorado
by Population-Size Classes, 1957

Population class
Under 1,000
1 , 000— 1,999
2,000— 2,999
3,000— 3,999
4 , 000— 4,999
5,000— 9,999
10,000-19,999
20,000-29,999
30,000-49,999
50 , 000-99 , 999
100,000 and over

Number of
counties

3.
4
7
3
7
14
10
5

5
4

Total 63

• Gilpin (850); Hinsdale (275); Mineral (650).

Source: Derived from Colorado State Planning Commission, Colorado
Year Book, 1956-1958.

In 1957 property tax receipts, which are the
principal source of county revenue, exclusive of
state grants, varied from a high of $11.7 million
for Denvers to a low of $19 thousand in Hinsdale
County (where, as noted above, there are cur-
rently 275 residents) .°

Problems and Issues. County government in
Colorado as elsewhere has been criticized on
grounds that the traditional structure is anti-
quated and expensive; that it is no longer needed
in many places and where it is considered es-

"This amount is considered as county revenue and is in addition
to property taxes for the municipal government as such.

'Colorado Tax Commission, Annual Report, 1957.
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sential its powers are insufficient to cope with
local needs. In short, a thorough overhaul of the
county structure is generally advocated.
Structurally county government organization

has been castigated by students of government
largely on the score that it lacks central re-
sponsibility. On this point the following quota-
tion is of interest:

In administrative organization county gov-
ernment presents a picture of extraordinary
complexity . . . the county violates almost
every principle of business and governmental
organization which experience has evolved.
. The present system of county government

is subject to serious criticism from the stand-
point of administrative efficiency and of pop-
ular control. As a business organization the
county lacks a responsible head. If demo-
cratic government . . . signifies effective pop-
ular control, the present organization of the
county with its multiplicity of elective offices
is fundamentally undemocratic.
A report on County Government in Virginia

. . . stated, "In our study of Virginia County
government we were particularly impressed
by the scattered, disjointed and irresponsible
type of organization that exists in all the
counties. The present county government has
no responsible head; it is without a chief ad-
ministrative officer and the board of super-
visors controls through appointment only a
small part of the county administration."'

Another authority on county government,
quoted below, has described county organization
as it generally prevails in this country in a more
sympathetic vein. Here sentiment, perhaps,
rather than "cold facts" appears as an important
criterion of judgement.

Across the face of America are 3,050 county
seats, and at the heart of each a courthouse
in a courthouse square. These courthouse
squares have a peculiar American flavor; they
suggest spaciousness and leisure; there are
benches where old men gather to reminisce
and almost invariably a monument to honor
the county's military heroes. The courthouse,
if old, has a certain museum quality; it is cold
and austere with a slightly musty smell. The
newer ones are brighter and have more of the
air of office buildings. But nearly everywhere
there is an atmosphere of secretiveness in
county offices, a certain reluctance to reveal
with frankness the details of public business.
Politics is played with more finesse than in
the more robust days, but the professional
spirit has not yet been fully adopted. On the
other hand, there is a friendliness and warmth
—a certain "down to earth" quality—about
county government that is as American as
pumpkin pie. . . .
While it may be a little foolish and wasteful

to cling to political institutions that do not fit
modern conditions, it is not wholly without
purpose. Americans are rightfully proud of
their inheritance from England—representa-
tive government, the Bill of Rights, trial by
jury, the common law—and something preci-
ous might be lost if we severed the visible
ties that bind us to the past. It is like our
veneration for heirlooms. We see no incon-

"John A. Fairlie and Charles M. Kneier, County Government
and Administration (New York: Appleton Century, 1930) pp. 107-
108.

sistency in furnishing a modern home wholly
or in part with antiques, or in retaining a
fireplace in a steam-heated house. So it is
within the courthouse. We retain the ancient
shirereeve, provide him with an automobile
and a two-way radio set and then transfer his
police functions to the state police. We set up
courts of record to meet the needs of a com-
plex society but cannot quite persuade our-
selves to dispense with the six-hundred-year-
old justice of the peace. The coroner, though
universally recognized as an anachronism,
remains in most of the states. The perpetua-
tion of offices that have ceased to have much
practical usefulness is admittedly something
of an extravagance. Nevertheless, the reten-
tion of the ancient titles does lend color to
local government as well as preserve a thread
of continuity with our English antecedents.'

Sentiment apart, the fact remains that pop-
ular feeling weighs heavily on the side of effici-
ency and economy. County government though
admittedly as "American as pumpkin pie" may
have few takers in the future if it is demonstra-
ted that it no longer serves its purpose and costs
too much for the service it does perform.
In Colorado certain counties, notably in the

metropolitan areas where rapid population
growth has occurred in recent years, necessarily
find that the quasi-corporate entity designed
primarily as an arm of the State lacks the flex-
ibility needed for coping with enlarged local
problems of government. It is for this reason
that a county home rule arrangement was pro-
posed and offered to the voters in the Novem-
ber, 1958, election.12
Other alternatives which have been proposed

are the County Council and Manager System.
This is designed to remove, in part at least, the
lack of central leadership and responsibility in-
herent in traditional county government.
On the other extreme, Colorado faces the

problem of the sparsely populated counties
which currently carry a full complement of
county officials. It is hard to imagine and less
so to rationalize the existence of county govern-
ments serving a population of less than 1,000
people such as obtains in three counties of the
State. In this connection the following statement
on county costs in relation to population in Min-
nesota and Texas is of interest:

Counties within a given state tend to render
fairly comparable services to their residents,
especially since many of their functions are
mandatory. It is significant, then, that
throughout the country, county per capita
costs rise the smaller the population.
A study of costs in Minnesota indicated

that: "Per capita costs of county operations
decline rapidly as population numbers in-
crease to the ten thousand level, and continue
to decline up to a point somewhere between
the thirty and thirty-five thousand level."
A similar conclusion is reached by William
Anderson, who suggests that in Minnesota

"Paul W. Wager, County Government Across the Nation
(Chaple Hill: The University of North Carolina Press, 1950),
pp. 4-5.

"There was also a county home rule proposal being offered the
voters of Oregon in the 1958 election.
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"a county of about 35,000 people can have
about as economical an administration as one
still larger, but that the taxpayers in small
counties must expect to have to pay more per
capita."
A '1exas study revealed that the per capita

costs of "general government," as well as the
per capita costs of specific county functions
tended to decrease as the population in-
creased. "General government costs per capita
were found to be lowest in the counties with
a population of over 30,000; while total per
capita costs (including all county services)
were at the lowest point in the counties with
a population over 35,000. Similarly, it has
been suggested that in California a county
for minimum costs as well as optimum serv-
ice should have a population of 50,000."

Obviously the position of Colorado both in
geography and population distribution differs
Widely from that generally existing in Minne-
sota, Texas, California and other states that
might be cited. Nevertheless, the fact is emi-
nently clear that Colorado's county government,
representing as it does in the main a relatively
sparse population, must necessarily be a rela-
tively high-cost government. As such it stands
as a challenge to any serious and concerted effort
to reduce the tax burden in the State.

Municipal Goyernment14

As municipal governments, Colorado's cities
and towns are creatures of the State and derive
their powers therefrom. In that sense they re-
semble counties but otherwise they differ in im-
portant regards. A county, as noted in the pre-
ceding section, is a quasi-corporation created
Primarily to serve the purposes of the State.
Although most counties have been established
as a result of local agitation, a county could be
created without special regard to the will, wish
or convenience of the people who live within
its boundaries.
In contrast, a city or town is created at the

behest of those who are within its jurisdiction
and the powers and functions granted to it by
charter and general law are intended to suit
its convenience. While at times the municipality
?nay be used as an instrument of the state, it
is not designed so much to serve that purpose as
to meet the needs of the local inhabitants who
are expected to enjoy a relatively large degree
Of independence which, however, depends upon
their classification by law."

"Alvin H. Hansen and Harvey S. Perloff,State and Local Fi-
nance in the National Economy (New York: N. W. Norton & Co..
1944). P. 73.
"The material in this section is drawn largely from a series of

articles on municipal government by Professors Conrad L. McBride
.orml Leo C. Riethmayer, of the University of Colorado, and pub-

is 
pal 

in Colorado Municipalities (October, November, December,

gp5a5i LJaenauguarey., 1956 and December, 1957 issues), by Colorado Muni-

_ 15 c)lorado divides municipalities into two general groups ac-
cording to population, namely cities (population of 2,000 or more)
9.,nd towns (population less than 2.000). Cities are further classi-fied as "first class" (population 40,000, or over) and "second class"
(PaPulation 2,000 to 40,000). In 1957 there were 246 incorporated
cities and towns of which 50 were cities and 196 were towns. It
should be noted, however, that in certain cases cities are in fact
towns and vice versa. This is due to the failure of these placesto reclassify in keeping with their population change.

Colorado's municipalities, of which there were
246 incorporated cities and towns in 1957 (Table
2.6), fall into five legal categories: (1) unincor-
porated communities; (2) general law cities and
towns; (3) cities organized under territorial sta-
tus; (4) special charter cities; and (5) home-
rule cities and towns. These can be reduced, in
turn, to two general groups, namely, (a) those
cities and towns over which the state legisla-
ture exercises considerable direct authority (i.e.
unincorporated communities, general law cities
and towns organized under territorial charters)
and, (b) those cities and towns over which legis-
lative authority is at a minimum due to constitu-
tional provision (i.e. special charter cities and
home rule cities and towns.)

Table 2.6

Distribution of Cities and Towns in Colorado
by Population-Size Classes, 1957

Population class

Under 250

Number or
cities and
towns
58

250— 499 50
500— 999 48

1,000— 1,999 39
2,000— 4,999 21
5,000— 9,999 14
10,000-19,999 6
20 , 000-39 , 999 7
40,000 and over 3

Total 246

Source: Derived from Colorado State Planning Commission, Colorado
Year Book, 1956-1958.

Unincorporated communities such as Lake-
wood, for example, are by far the most numer-
ous. These have no city government as such;
rather city services are provided via the expedi-
ent of special districts and county government.
General law cities and towns are similarly

under direct control of the General Assembly
as per law which spells out in detail the organi-
zation, powers, functions and procedures of
government of such communities." By legal in-
terpretation this holds equally for the cities
and towns chartered before Colorado was a
state; these places being Central City, George-
town and Black Hawk.
The two groups of municipalities (general

charter cities and home-rule cities) in which
considerable local autonomy is permitted, have
their basis of authority established in the con-
stitutional provision commonly known as home
rule. The City and County of Denver (a special
charter city) was established under the principle
enunciated in Article XX, Section 6, of the State
Constitution, which asserts that state matters
should be managed at the state level and city
matters handled at the city level. Since 1902,
twenty cities and towns, in addition to Denver,
have elected to come under the constitutional
provision of home rule and are known as "home-
rule" cities and towns. These places are Alamosa,

"Colorado Revised Statutes, 1953, Chap. 139.
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Boulder, Canon City, Colorado Springs, Cortez,
Craig, Delta, Durango, Englewood, Fort Collins,
Fort Morgan, Grand Junction, Greeley, Lafay-
ette, Montrose, Monte Vista, Pueblo, Sterling,
Westminster, and Wray.

Nature of Home Rule in Colorado. Home rule
in Colorado specifically endows a municipality
with almost complete local autonomy which in-
cludes "the power to legislate upon, provide,
regulate and control the creation and terms of
municipal officers, agencies and employments;
the definition, regulation and alteration of the
powers, duties, qualifications and terms or ten-
ure of all municipal officers, agents and employ-
ees.""
This over-all power of local self determination

can be illustrated by pointing to certain things
which a home-rule city is privileged to do which
is not available to the non home-rule municipali-
ties in the State.
(1) A home-rule city may, by vote of the peo-

ple, operate a municipally owned gas distribu-
tion system. A non home-rule city may not.
(2) A home-rule city may, by vote of the peo-

ple, levy a sales tax." A non home-rule city may
not.
(3) A home-rule city may, by vote of the peo-

ple, follow any procedure it desires in the issu-
ance, funding and repayment of municipal
bonds. A non home-rule city must follow a pro-
cedure prescribed by state law.
(4) A home-rule city may choose any number

of alternatives in the selection of its legislative
body. A non home-rule city must elect a city
council in accordance with state law. For cities
of the second class this calls for the election of
councilmen by wards and for a fixed two-year
term. In this connection the rigidity of state
law (as well as its inapplicability) is illustrated
by statute governing the salaries of officials
of cities of the first class (population 40,000 and
over). Thus the law provides that the mayor's
salary shall not be less than $1,800 per year, the
salary of a councilman may not exceed $600 per
year; the engineer, not more than $2.000; the at-
torney, not more than $250 per month; the chief
of police, not more than $125 per month. For-
tunately for Denver, Pueblo and Colorado
Springs (the only cities that can qualify as first-
class cities) home-rule status removes the ne-
cessity of conforming to this antiquated law.
As a result there are in effect no cities of the
first class in Colorado.

Progress of Home Rule in Colorado. Colora-
do's home-rule law has been regarded as one of
the most liberal found in any one of the twenty-

"Ibid., Article 20.
"This particular power could conceivably be rescinded in view

of recent State Supreme Court decision which decided that a
municipal income tax could not be levied by the City and County
of Denver.

one states that have adopted enabling legisla-
tion of this type." Yet only twenty-four cities
in the State have elected to come under its pro-
visions. In view of the opportunities for effect-
ing economy inherent in a home-rule govern-
ment that can be largely tailored to the needs
of a community, one may wonder why such a
small number of cities in Colorado have adopted
this constitutionally provided opportunity for
self-government.
A number of reasons have been suggested

of which lack of full understanding of what
home rule means is a crucial factor. It is easy to
overlook that which may in fact be actually
wanted and needed when it may not be fully
understood. There is also the fact that by law
no towns under 2,000 population can apply for
home-rule status—a legal prohibition which has
undoubtedly limited progress in this direction.
Coupled with this situation is the looseness and
ambiguity of the present statutory law cover-
ing the organzation and operation of towns
under 2,000 population. As a result, governing
law has been broadly interpreted with towns
pursuing a fairly independent course in which
a kind of informal "home rule" status has been
achieved. However, reliance on this basis of op-
eration may be illusory in that new interpreta-
tions, as well as an act of the General Assembly
could change the picture over night. Statutory
"home rule" should not therefore be confused
with that which has its basis in the State's
Constitution.

Municipal Growth and Problems The rapid
growth of metropolitan areas in Colorado, as
noted in Chapter I, has brought in its wake a
series of problems of adjustment in which the
question of state law governing annexation pol-
icy and the establishment of independent dis-
tricts (considered in greater detail in a later sec-
tion) is closely related to the basic problem of
providing the means to finance additional ser-
vices as growth demands. In general, the larger
metropolitan areas, notably the Denver Area,
face somewhat different problems, both in na-
ture and magnitude, than do the smaller muni-
cipalities. All, however, are concerned with the
over-all problem of effecting "orderly growth"
in a situation of dynamic change.
Commenting on the municpal growth prob-

lem Professor Riethmayer of the University of
Colorado points to the following series of causal
factors:

To a great extent our problems today stem
from the fact that municipal corporations
have not grown territorially and have not
been able to assume their appropriate respon-
sibilities as our urban population has grown.
This situation has been caused in part by un-
sound state policies, e.g., an anti-municipal

i"Charles R. Adrian, Governing Urban America (New York:
McGraw-Hill Co., Inc., 1955), pp. 152-161.
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annexation law, in part by the failure and/or
inability of municipalities to adopt and carry
out sound growth policies of their own, in
part from the usually mistaken belief on the
part of some urban residents that municipal
type service can be obtained cheaper from
some source other than a municipality, and
in part from the selfish desire of some resi-
dents and businesses to evade their fair share
of the costs of the services which they receive.
Some industries and businesses are especially
guilty of this practice. when they locate just
outside the city limits and thereby cause the
owners of residential property a dispropor-
tionate share of the cost of municipal serv-
ices.20

The so-called "fringe area" problem to which
Professor Riethmayer directs principal atten-
tion is particularly noted in the Denver Metro-
politan Area where the question of securing
funds to finance growth is a matter of utmost
present concern. The Denver picture, to which
reference will be made in greater detail in a
later chapter,21 is complicated by the fact that
much of its property tax base is reserved for the
city school system. This has forced a search for
new revenue sources that have apparently
reached a point of complete exhaustion.

School Districts

Colorado is one of twenty-eight states that
has established and delegated to a separate
structure of governmental units known as "in-
dependent" school districts the exclusive re-
sponsibility for providing public education be-
low the senior college leve1.22 To many people
this responsibility is the most important of all
Public undertakings and, accordingly, should
be one over which a high degree of direct gen-
eral public surveillance and self-determination
Should exist. Colorado's present number of 910
independent school districts (composed of 868
first, second and third class districts and 36

"Leo C. Riethmayer, "Colorado's Expanding Urban Population
-"ecluires Growing Municipalities," Colorado Municipalities, De-
cernber, 1957, p. 304.
"See Chapter XX.
213.. S. Bureau of the Census, Governments in the United States

01, 1952, (Washington, D. C., 1953), P. 18.

county or union high school districts and 6 junior
college districts as shown in Table 2.7) expresses
in principle this philosophy of government in
public education.

Historic Developments. School district or-
ganization had its origin in constitutional man-
date in 1877 which, in addition, provided that
public education should be made available gra-
tuitously for all persons between the ages of six
and twenty-one years and that school should
hold forth for not less than three months in any
one year.
The specific statement of the Constitution

(Article IX, Sections 5 and/or 15) reads as fol-
lows:

The general assembly shall as soon as prac-
ticable provide for the establishment of a
thorough and uniform system of free public
schools throughout the state, wherein all resi-
dents of the state between the ages of six and
21 years, may be educated gratuitously. One
or more public schools shall be maintained in
each school district within the state, at least
three months in each year; any school district
failing to have such school shall not be en-
titled to receive any portion of the school
funds for that year . . . The general assembly
shall by law, provide for an organization of
school districts of convenient size, in each of
which shall be established a board of educa-
tion to consist of three or more directors to be
elected by the qualified electors of the dis-
trict. Said directors shall have control of
instruction in the public schools of their re-
spective districts.

In the implementation of the constitutional
provisions, general law, enacted in 1877, made it
eminently clear that the provision of educa-
tional facilities should emanate by decision of
the people directly affected rather than by pro-
scription by the State. On this, the general law
reads as follows:

For the purposes of organization a new
district, either from organized territory or
from an old district, the parents and guar-
dians of at least 10 children who shall possess
the right to attend school in such new district
must petition the county superintendent in
writing.

Table 2.7

Number of School Districts by Class of District
in Colorado, 1950-1958

Year
First
class

Second
class

Third
class Total

County
high school

Union
high school

Junior
college

Grand
total

1950 51 84 1,464 1,599 25 24 5 1,653
1951 52 91 1,376 1,519 22 24 5 1,570
1952 50 78 1,110 1,238 22 22 5 1,287
1953 52 86 970 1,108 19 18 6 1,151
1954 53 88 898 1,039 19 21 5 1,084
1955 51 86 839 976 21 20 6 1,023
1956 52 81 794 927 21 19 6 973
1957 55 80 761 896 21 18 6 941
1958 58 79 731 868 20 16 6 910

Source: Colorado State Department of Education, Public Education in Colorado, Biennial Reports.
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Following early enabling legislation, school
districts in Colorado expanded at a rapid rate
in which the one-room schoolhouse within
reasonable walking distance of the pupils was
the principal criterion in the determination of
a district's size. Considering the times such an
arrangement was the only one that could be
made and in fact served well under the circum-
stances. However, with the advent of automotive
transportation. combined with considerable
population shifts within rural areas on the one
hand and, on the other, the trend of people to-
ward metropolitan areas, the usefulness of the
small district organization became as outmoded
as the horse and buggy.
Out of these changes has come the "consoli-

dation movement" designed to effect by the
merger of two or more districts, a more eco-
nomic and efficient educational effort. Viewed
strictly in terms of districts the results of con-
solidation in Colorado are evidenced by a de-
cline in the number of school districts from
2,227 in 1935 to 1,653 in 1950 and 910 as of July
1, 1958.
The decline in number of districts does not

necessarily mean, however, that consolidation in
any given case has been the most economical or
effective from an educational service point of
view. Thus the consolidation say, of two one-
room school districts covering the first eight
grades to form a two-room arrangement with
two teachers handling all the grades from one
to eight obviously falls far short of unification
on a scale that would provide grades from one
to twelve with a full complement of teachers
to effectively sustain such an enlarged program.

Until recently school consolidation effort in
Colorado was in large extent on a very limited
and piecemeal basis. Opportunism, in which
"gerrymandering" was characteristic, resulted in
districts with similar economic circumstance
tending to consolidate while at the same time
carefully avoiding other districts where tax
rates or resources might have been out of line
with theirs. This occurred despite the likelihood
that the larger unit would have resulted in a
more effective educational service with an equal
likelihood that in the long run school costs for
all would have been reduced.

School Reorganization Act of 1949. Because
of this "opportunism" enabling legislation was
needed to force a program which could tiring
about consolidation on a more logical basis. In-
variably this would mean unification on a much
broader population and resource basis. In 1949
such legislation was passed which facilitated a
comprehensive study of local school district or-
ganization under the leadership of the State De-
partment of Education and provided the legal
procedure to bring about sound school district
reorganization. This consisted essentially of an
arrangement whereby an all-county committee

was required to be formed to study consolida-
tion and to come up with an over-all plan of
consolidated units to be submitted to the af-
fected areas for their approval. Contrary to pre-
vious practice whereby a majority consent of
the voters in each district affected was re-
quired to approve the proposed consolidation,
the 1949 Act called for a majority of the area as
a whole. Unfortunately subsequent revision re-
stored the district consent clause which caused
the Act to become inoperative.

School Reorganization Act of 1957. The
School Reorganiaztion Act of 1957, which reads
much like that enacted in 1949, is notable for
having restored the county-wide committee and
election procedures by which area rather than
district consent is called for in effectuating con-
solidation proposals. Hence "hold outs" or dis-
trict "dissidents" who may be in the minority
cannot upset plans which the larger group
might favor. Moreover, it provides for a con-
tinuing committee study and proposal by re-
quiring that a new committee election be held
every two years. This removes an uncertainty
which existed in the 1947 law which called for
an elected committee to serve for two years
without, however, spelling out what could or
should be done thereafter. An additional feature
also requires that consolidated districts shall be
first class districts. This will have the effect of
increasing the number of these districts with
a corresponding reduction of third and second
class districts.

Recent Consolidation Effort and the Present
District Structure. As of October 1, 1958, a to-
tal of seventeen elections had been held under
the Reorganization Act of 1957. Of this number
all except one resulted in the approval of sub-
mitted reorganization plans. Elections are cur-
rently pending in Boulder, Eagle, Lake, Mof-
fat and Jackson counties.
The future course of consolidation faces many

problems which are not readily solved. Great
distances and sparse population is a principa,l,
deterrent to early action. Extreme "localism
is another. That the need exists for much more
extensive reorganization of Colorado's school
system is apparent as noted in Table 2.6 which
shows that in 1958 there were 731 third-class
districts, a large portion of which were one- or
two-teacher districts. Data from the State De-
partment of Education shows one- and two-
teacher school distribution for 1956 and 1957 as

follows:2"
1956 19.57

Number of one-teacher schools 203 183
Number of two-teacher schools 121 116

Total 324 299

2'Data for 1958 were not available at the time of this rePort•
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Moreover, as presented in Table 2.8 there
were in 1958, a total of 219 non-operating dis-
tricts some of which were dormant, that is,
these districts included no resident children of
school age, while others relied on other district
schools to educate their school population. In
a situation of this kind, tuition payments were
Presumably financed by the non-operating dis-
trict.
Further evidence of reorganization need is

noted in the fact that only 193 districts in 1958
provided a unified educational program covering
all grades including high school. In contrast 456
districts limited their program to the first eight
grades only.

It is noteworthy, however, that since 1956 a
substantial betterment in the district pattern has
occurred presumably due to the recent Reor-
ganization Act. As shown in Table 2.7 the num-
ber of third class districts declined from 794 in
1956 to 731 in 1958. Paralleling this change was
an increase in first class districts from 52 to 58—
a. development growing out of the Reorganiza-
tion Act which requires reorganized districts to
be classified in this category. Moreover, as noted
in. Table 2.8, the number of non-operating dis-
tricts declined from 239 to 219 for the same two-
year period, while districts having only eight
grades declined in number from 506 to 456. Con-
versely, the so-called "unified districts," or dis-
tricts covering all twelve grades, increased from
182 to 193, a movement which again suggests the
irnpact of recent consolidation on a systematic
basis as provided by law.

Table 2.8

Type and Number of School Districts in
Colorado June 30, 1956 and 1958

Type of District 1956 1958

Non-operating district 239 219
Separate elementary district,

1-8 grades 506 456
Districts with all grades, 1-12 182 192
Separate county high school

districts 21 20
Separate union county high
school districts 19 16

Junior college districts 6 6
Total 973 910

Ince: Colorado State Department of Education, Public Bducation
in Colorado, Biennial Reports.

Financing Public Schools. In large degree
Colorado's public schools are locally financed by
,taxa. tion on property. This follows the accepted
basic principle that schools should, as much as
Possible, be identified with local effort and self-de

termination.
. In addition to local taxes, school money is de-
rived from (a) the permanent school fund, (b)
statutorily earmarked taxes and (c) legislativeaPPropriations.
:Under recent changes in state law allocated
!late money to public schools is based on a for-mula which provides for classroom units having

specified value by districts toward which the
county contributes from its established 12-mill
levy and the State provides the remainder. This
arrangement and its fiscal implications will be
considered in greater detail in a later chapter
of this study.24

Special Districts

Next to school districts Colorado's special dis-
tricts are the most numerous governmental units
in the State. In 1955, a Legislative Council Study
counted 291, but observed that this number was
tentative owing to the fact that there was "no
one place where special district information is
collected."25 It observed further that:

Despite the fact that the local government
budget law (C.R.S. 1953, 88-1-17) requires
filing with the tax commission of all special
district budgets and levies members of the
commission staff dealing directly with the
problem felt that the reporting to them was
far from complete.

Not only did the Council Study find it difficult
to ascertain the number of individual districts
but even more important found it equally diffi-
cult to secure complete financial data describ-
ing their operations. On this point, the Legisla-
five Council Study observes:

The questionnaire which was sent to each
of the special districts asked for certain basic
budget data such as receipts and disburse-
ments for the past year, tax rates, balances on
hand, estimated population of the district,
and estimated area of the district. The attor-
ney for one special district replied to the
questionnaire as follows:

"Your questionnaire relative to the
compilation of certain inventory data
of the above district has been re-
ceived by us, and we regret to advise
you that we are unable to accumulate
the information you request. The
directors of this district are so
loosely knit, that we doubt that even
they can accumulate the information
you seek."

The assessor of a county in which a large
number of special district are located indi-

cated that in some cases the only financial
record maintained by the district was a
checkbook. Another assessor stated that he
was unable to determine whether the re-
quested levies were for debt service or opera-

tions. If annual audit reports were made by

special districts, these reports were not

known to the Council study.26

Lack of information on special district organ-

ization in Colorado should not be regarded, how-

ever, as a weak link for the administrative

control of government peculiar to Colorado only.

A recent national study, for example, found

similar difficulties in all states which led to the

"See Chapter XX.
"Legislative Council Report to the Colorado General Assembly,

Special Districts, Research Publication Number 16
, 1955, p. 1.

"Ibid., pp. 1-2.



78

conclusion that the special district system in the
United States could be regarded as the "new
dark continent of American politics,"27 a term
which had formely been applied to the coun-
ties."

Definition of Special Districts. What then is
a special district? One definition identifies this
relatively rapid growing unit of government as
follows:

In common with all other kinds of govern-
mental units, special districts have certain
essential characteristics. They are organized
entities, possessing a structural form, an
official name, perpetual succession, and the
rights to sue and be sued, to make contracts,
and to obtain and to dispose of property.
They have officers who are popularly elected
or are chosen by other public officials. They
have a high degree of public accountability.
Moreover, they have considerable fiscal and
administrative independence from other gov-
ernments ... Unlike most other governments,
independent special districts usually provide
only one or a few functions. In this respect
they most closely resemble the townships
in a number of Midwestern states, but it is
not difficult to differentiate them. Townships
are largely limited to one georgraphical
region, commonly include a rectangular area
of 36 square miles, constitute a territorial
subdivision of the county; and are over-
whelmingly rural units of government.
Special districts have none of these special
features. Furthermore, although individually
performing fewer functions than many town-
ships, collectively they undertake a much
broader range of services than townships in
general. Special districts are therefore a
clearly distinguishable class of local govern-
mental units.

In Colorado, as elsewhere, the special district
is based on statutory law and comes into being
for any one of a number of reasons. These fall
into four general categories namely: (1) unsuit-
ability of existing general local governments in
providing a needed service, (2) desire for in-
dependence, (3) expediency and (4) private
self-interest.
Typical of the service performed by the

special districts in Colorado, as shown in Table
2.9, are fire protection, provision for burials
(cemeteries), recreation, irrigation, drainage,
sanitation, water and water conservation.

Reasons for Special Districts. A frequent gen-
eral reason or the establishment of special dis-
tricts is the unsuitability of existing general
local governments (county or municipality) to
provide needed services. These general reasons

2,John C. Bollens, Special District Government in the United
States (Berkeley and Los Angeles: University of California Press,
1957), p. 1.

"Ibid., p. 1.
"Ibid., pp. 1-2.

Table 2.9

Special Districts a in Colorado, September 1, 1955

Type Number
Cemetery 33
Drainage 13
Fire protection 89
General improvement 5
Irrigation 18
Recreation 5
Sanitation 60
Sanitation and water 22
Water 18
Water Conservation 20
All other 8

Total 291

• Excludes paving and related purpose districts found in municipalities
and districts subject to State administration, i.e. metal mining, vibro
and predatory animal districts.

Note: An estimate based upon reports of the State Tax Commission
indicates an increase of independent districts in Colorado from
152 in 1950 to 394 in 1957.

Source: Legislative Council Report to the Colorado General Assembly,
Special Districts, Research Publication Number 16, 1955.

have several facets of which the size of the area
of the existing government, its finances and
functions and administration may each render
it unsuitable to perform a given needed service.
Frequently the area appropriate to a particular
function (i. e. provision for drainage, or irriga-
tion) does not coincide with that of any existing
general local government. Perhaps equally im-
portant is the fact that existing government has
reached either its tax or debt limit or both and,
consequently, is not in a position to finance the
new function. Sometimes also the pooling of the
finances of a larger area than an existing county
or city is needed to adequately finance a given
enterprise (i. e. Moffat Tunnel District).3° Fre-
quently also—and this applies specifically to
counties in the main—existing general govern-
ments cannot, as a rule, set up a taxing or an
assessment area in just a part of its territory
in order to finance additional service. Closely
related is the fact that since financial costs are
spread uniformly throughout the area, other
general governments within its boundries, such
as, municipalities would oppose the assumption
of a function on grounds that it was already be-
ing performed for their own residents. Arguing
therefore that their residents would be paying
twice for the same services they would accord-
ingly advocate a special district.

The desire for independence is another reason
for the creation of special districts. This is
particularly noted in the "fringe areas" of the
Denver Metropolitan Area where "independ-
ence" of Denver and the avoidance of possible

PA district area may be very small however. A classic case was
the Miller Heights Water District in Jefferson County which ITS
1952 obtained $71 in tax revenue with a total assessed propertY
valuation $77,180 (Colorado Tax Commission, Forty-First Annuat
Report, p. 144).



annexation has its real motive in avoiding
possibly higher taxes. As a consequence, a type
of "junior city" on the outskirts develops which,
as a rule, is a composition of a series of over-
lapping districts each performing one function
but providing a "package" of essential services
needed for urban living.
Expediency is another reason that has caused

special districts to develop in some cases. Set-
ting up a district is a relatively easy method of
getting a public service quickly. To attempt to
get it from existing general government may
take time and, as noted above, may require
annexation.

Finally, unadorned private self-interest may
underlie motives for district organization in
certain cases. An illustration would be a manu-
facturer of equipment and supplies who, recog-
nizing the opportunity of a district organization,
might by one device or another "sell" interested
parties on the idea of quickly assembling funds
via the formation of a district. Fortunately
these practices have not been general but they
nevertheless pose a constant peril which must
be watched.

Problems of Special Districts in Colorado.
Special districts in Colorado provide a type of
governmental unit that is undoubtedly needed
to achieve the degree of flexibility in public
services not otherwise possible. However, it is
clear from findings of the Legislative Council
Study that a number of weaknesses exist in the
present special district system. Among these
the following are indicated:

(1) Tax budgeting, accounting and reporting
practices of many special districts.

(2) Conflict of taxation sections of home
special district laws and the general
property tax laws.

(3) Duplication of special district laws.
(4) No uniform method of forming special

districts regardless of their purpose.
(5) Lack of uniformity in eligibility re-

quirements for voting and participating
in the formation of special districts.

(6) Inflexibility of methods used in consoli-
dating districts.

In a supplemental report to the Council's
Study, Representative John G. Mackie pointed
to additional weaknesses as he saw them, these
being: "

(1) Lack of a formula for limiting district
taxation as well as the lack of stand-
ardized bonding powers and procedures
and maximum interest rates.

(2) Lack of complete popular vote in the
selection of directors.

(3) Inadequate police power in enforcing
regulations.

"See John G. Mackie, Supplemental Findings to Legislative
Council Report on Special Districts.
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The suggested changes submitted by the study
were of a general nature but dealt with each of
the foregoing listed defects. Thus a tightening
of financial practices was pointed to as essential
in view of the volume of revenue and bonded
debt involved which in 1954 amounted to $2.15
million and $3.5 million, respectively.32 Simi-
larly, legal changes which would eliminate con-
flicts in law, duplication and lack of uniformity
in practices were recommended including a
specific formula limitation on district tax levys
and bond issues.

Summary and Conclusions

Colorado's state and local governmental struc-
ture presents a pattern of organizational ar-
rangements typical of most states in the Union.
As such, it has at the state level numerous
legally constituted independent or semi-inde-
pendent agencies (138 in all) variously identi-
fied as "offices," "divisions," "departments,"
"bureaus," and "boards." These comprise in the
main the over-all administrative structure of
the State's government over which the Gov-
ernor exercises varying degrees of direct or
indirect control. At the local level Colorado's
63 county governments, functioning primarily
as arms of the State government, are adminis-
tered by a standard and traditional array of
elective offices more or less independent of each
other as well as of the central administrative
body of County Commissioners. To achieve
needed local autonomy and flexibility in the
management of local affairs not possible by
county government, local government in Colo-
rado finds its fullest expression in its 246 incor-
porated municipalities, 941 school districts and
394 special districts, all of which have the power
to tax and to spend.33
Viewed critically, Colorado's structure of gov-

ernment presents areas of weakness that are
probably inherent in the traditional pattern of
state and local organization and administration
as it has developed in this country. At the state
level a perennial sore spot is the conglomerate
of statutory administrative agencies which tend
to duplicate functions and to diffuse control
and responsibility to a point where central
direction is severely weakened. Students of
government have long advocated a substantial
reduction of statutory agencies and the replace-
ment by large unified departments directly
responsible to the Governor.
County government in Colorado, as elsewhere,

is undoubtedly antiquated in parts and needs
re-examination. Rapid population increase has
created new demands upon counties which re-
quire a degree of flexibility in their operations
not possible under existing law. Conversely,

"Legislative Council Study, op. cit., p. 2.
"These are 1957 data.
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population decline in other county areas has
reached the point where boundary revision is
mandatory if "economy in government" is to
have any meaning at all.
Other governmental units at the local level—

municipal, school and special districts—present
organizational problems somewhat distinctive
yet interrelated by common purpose of pro-
viding, singly or in combination, a full comple-
ment of needed local governmental services.
Primary of the municipal problems is the so-

called "fringe area" problem of the larger cities
and the associated question of the role of fringe
areas on metropolitan districts, whose develop-
ment tends to block annexation and systematic
expansion of municipal boundaries to accommo-
date growth. And finally, Colorado's present
number of school districts in which there are
still 183 one-teacher schools clearly point to
the need for more consolidation. However under
a recent effective enabling act this condition
should be substantially improved in the imme-
diate years ahead.
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Appendix Table 2.A

Administrative Organization of State Government in Colorado

Elective Offices

Executive Branch
(1) Office of the
(2) Office of the
(3) Office of the
(4) Office of the
(5) Office of the
(6) Office of the

Other
(7) State Board
(8) State Board

Governor
Lieutenant Governor
Secretary of State
State Treasurer
Auditor of State
Attorney General

of Regents
of Education

Administrative Departments, Agencies, Commissions,
Boards and Institutions

Executive Department
(9) Division of Accounts and Control
(10) Division of Purchases
(11) Colorado State Planning Division
(12) Capitol Buildings Group
(13) Division of National Guard
(14) State Board of Stock Inspection Commis-

sioners
(15) Industrial Division of Colorado
(16) State Compensation Insurance Fund
(17) Division of Regulatory Agencies
(18) Public Utilities Commission
(19) Insurance Department
(20) Savings and Loan Department
(21) State Civil Service Commission
(22) State Inspector of Oils
(23) Division of Aeronautics
(24) Highway Safety Council
(25) Colorado Civil Defense Agency
(26) Division of Rehabilitation for the Blind
(27) Colorado Centennial Commission

Department of Taxation and Revenue (28)
(29) State Tax Commission
(30) Department of Revenue
(31) Motor Vehicle Inspection Division
(32) Motor Vehicle Dealers Administration

Department of Public Health (33)
(34) State Board of Health
(35) Board of Registrations for Professional

Sanitarians
(36) State Examining Board of Plumbers
(37) State Advisory Hospital Council

Department of Agriculture (38)
Department of Highways (39)
Department of Public Institutions (40)

(41) Public Institutional Board
(42) Colorado State Penitentiary
(43) Colorado State Reformatory
(44) Colorado State Hospital
(45) State Home and Training School at Ridge
(46) State Home and Training School, Grand

Junction
(47) State Industrial School for Boys
(48) Soldiers' and Sailors' Home
(49) State Bureau of Child and Animal Protection
(50) Colorado State Children's Home
(51) State Training School for Girls
(52) Department of Public Welfare
(53) Merit System Council
(54) State Board of Control for State Homes for

the Aged.
Department of Natural Resources (55)

(56) Colorado Natural Resources Committee
(57) State Board of Land Commissioners
(58) Oil and Gas Conservation Commission
(59) Game and Fish Commission—State Game

and Fish Department

(60) Colorado Water Conservation Board
(61) Commissioner of Mines and Bureau of

Mines
(62) State Metal Mining Fund Board
(63) State Mineral Resources Board
(64) Colorado Geological Survey
(65) Office of State Engineer (Division of Water

Resources)
(66) Irrigation Division Engineers
(67) Water Commissioners and Deputy Water

Commissioners
(68) Irrigation District Commission
(69) Ground Water CommissiOn
(70) Chief Inspector of Coal Mines and Board

of Examiners
(71) Weather Control Commission
(72) State Soil Conservation Board
(73) Board of Conservation
(74) State Park and Recreation Board

Colorado State Board of Agriculture ('75)
(76) Colorado State University
(77) Fort Lewis Agriculture and Mechanical

College
The Trustees of State Colleges (78)

(79) Colorado State College
(80) Western State College
(81) Adams State College

Board of Trustees (82)
(83) Colorado School of Mines

Board of Trustees (84)
(85) Colorado School for Deaf and Blind.

Miscellaneous
(86) Colorado Advertising and Publicity

Committee
(87) Department of Banking and Banking

Boards
(88) Colorado State Fair Commission
(89) State Department of Parole
(90) Colorado State Patrol
(91) Colorado Racing Commission
(92) Colorado Anti-Discrimination Division
(93) Department of Employment
(94) Board of Standards of Child Care
(95) State Board of Nursing
(96) Board of Licensed Practical Nurse Exami-

ners and Practical Nurse Advisory Council
(97) Colorado Department of Veterans Affairs
(98) Colorado Committee on Veterans Educa-

tion and Training
(99) Colorado Commission on Interstate Co-

operation
(100) Commission for the Promotion of Uni-

form State Laws
(101) Colorado Commission on Alcoholism
(102) Colorado Council on Unesco
(103) State Grain Inspector
(104) Anatomical Board of the State of Colorado
(105) State Board of Canvassers
(106) State Board of Equalization
(107) Western Interstate Commission for Higher

Education
(108) Public Employees Retirement Association

and Board
(109) State Building Authority
(110) State Board of Vocational Education

Secretary of State
(111) State Licensing Authority
(112) Division of Registrations
(113) State Board of Accountancy
(114) State Athletic Commission
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Appendix Table 2.A (concluded)

Administrative Organization of State Government in Colorado Elective Offices

Secretary of State (Cont'd)
(115) Board of Examiners of Barbers
(116) State Board of Examiners in the Basic

Sciences
(117) Board of Chiropractic Examiners
(118) Collection Agency Board
(119) State Board of Cosmetology
(120) Board of Dental Examiners
(121) State Board of Funeral Directors and

Embalmers
(122) Colorado State Board of Medical Examin-

ers
(123) Colorado Chiropody Board
(124) State Board of Optometric Examiners
(125) State Board of Pharmacy
(126) State Board of Veterinary Medicine

(127) State Board of Registration for Professional
Engineers

(128) Real Estate Brokers Board
(129) State Board of Shorthand Reporters

Attorney General
(130) Division of Securities
(131) Division of Inheritance Tax
(132) Legislative Reference Office

State Board of Education
(133) Office of Commissioner of Education
(134) State Board of Examiners (Teachers)
(135) State Historical Society of Colorado
(136) State Library

Board of Regents
(137) University of Colorado

Governor's Council (138)



CHAPTER III

EXPENDITURES OF STATE AND LOCAL
GOVERNMENT

The following review of state and local gov-
ernment expenditures' is designed to serve as
general background for later analyses of tax
trends and the tax structure. A look at what the
taxpayer has wanted from government and
what he has been getting for his money serves
also as a basis for judging the likely nature and
extent of his needs for the future with correla-
tive "tax burdens" implied.

The statistical review of expenditures by
agencies and functions in succeeding sections
covers mainly the years from 1946 to 1956, with
one exception noted in the case of certain inter-
state comparisons where the data reaches back
to 1942. Wherever possible, figures are presented
on a year-to-year comparison basis both in total
and per capita terms with appropriate adjust-
ment for price changes.

Expenditures In 19562

In 1956 state and local governmental expendi-
tures amounted to $382 million. Of this amount,
the State accounted for 26 percent (excluding
funds transferred to counties, school districts
and municipalities), the counties, 28 percent;
the school districts, 33 percent; and municipali-
ties, 3 13 percent. The county ratio includes wel-
fare payments transferred from the state
Welfare funds. Payments from these funds,
including the contributions made for welfare
by the counties themselves, represented about
70 percent of total county outlays (Table 3.1).

Expenditures 1946-1956

From 1946 to 1956 combined expenditures of
state and local government increased from a
total of $106 million to $382 million, or at the
rate of 260 percent. Such an increase, which
Would be difficult to comprehend in any cir-
cumstance, occurred during a period marked by
rapid population growth, price inflation and
sizable personal income advance. It is only in

'Unless otherwise noted, expenditures include both operating
and capital outlays.

'Latest date for which local government data were available.
'See footnote to Table 3.1 for municipalities included.

terms of these factors that an expenditure in-
crease of this size can be seen in proper perspec-
tive.

Table 3.1

Expenditures by Units of Government

in Colorado Selected Years, 1946-1956

(thousands)

Year Total State County •
School
districts

Munici-
palitiesb

1946 $105,992 $22,980 $41,640 $25,961 $15,411
1948 180,002 47,063 67,003 41,271 24,665
1950 229,038 61,018 78,031 58,974 31,015
1952 269,046 70,927 90,750 69,226 38,143
1954 322,948 82,423 98,170 95,396 46,959
1956 382,162 99,300 109,503 124,934 48,425

Increase
1946-1956 260% 322% 163% 381% 214%
1950-1956 67% 63% 40% 112% 56%

• Includes expenditures from "General Fund," "Road and Bridge
Fund," "Old Age Pension Fund" and "Public Welfare Fund."
City and County of Denver is included for the two last named funds.

b Includes City and County of Denver (excluding "old age pensions
and "public welfare" as noted above), Pueblo, Colorado Sprint's.
Aurora, Englewood, Fort Collins, Greeley, Trinidad, Alamosa, La
Junta, Fort Morgan, Canon City, Lamar, Loveland and Golden.

General note: Expenditures applicable to each govenmental unit
include both operating (current) and capital outlays. Excluded are debt
retirement, intergovernmental transfers, contributions to insurance and
trust funds, and outlays of public service enterprises.

Source: State of Colorado, Division of Accounts and Control, Annual
Reports; Department of Education, Biennial Reports of the
State Commissioner of Education, and annual audit reports of
individual counties and municipalities.

Population and Price Factors. It is obvious
that as the population grows the demands for
public services will increase accordingly. For
Colorado, between 1946 and 1956, the impact of
population growth on public budgets is reflected
by such changes as: public school enrollments,
which increased by 54 percent; college and uni-
versity enrollments, which doubled; and the
number of pensioners, which increased by 33
percent (Table 3.2). These and other related
developments stemming directly from over-all
population change point to reasons why Colo-
rado's expenditures increased at the rate indi-
cated.

But how much of the 260 percent expenditure
increase can be attributed to basic population
growth? Here no precise answer is possible and
only a fair approximation can be made. For this
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Table 3.2

Basic Causal Factors of Expenditure Increase of
State and Local Government in Colorado,

1946, 1950 and 1956
Percent increase

Item 1946 1950 1956 1946- 1950-
1956 1956

Population factors:
Population 1,196,000 1,335,000 1,612,000 34.8 20.7
Enrollment-public

schools 199,441 224,245 307,753 54.3 37.2
Enrollment-colleges
and universities 9,870 18,544 19,811 100.7 6.8

Receipients old-
age pension 40,692 50,617 54,197 33.2 7.1

Price factors:
Index of consumer

prices 83.4 102.8 116.2 39.3 13.0
Index of building

costs 76.5 106.5 130.7 70.8 22.7
Index of state and

local costs 88.8 115.3 146.6 65.1 27.1

Personal income:
Total (millions) $1,429 $1,930 $3,045 113.1 57.8
Per capita• $1,195 $1,446 $1,870 56.5 29.3

State and local
expenditures
(thousands) $105,992 $229,038 $382,162 260.5 66.8

• Based on U. S. Department of Commerce estimated population as
of July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: Population taken from Statistical Abstract of the United States,
1946 and 1951, and Current Population Reports, Series P. 25;
enrollment in public schools based on State of Colorado, Bi-
ennial Reports of the State Superintendent of Public Instruction,
1946, 1950, 1956; enrollment in colleges and universities based
on unpublished reports of the Division of Accounts and Con-
trol. State of Colorado; recipients of old-age pension taken
from Colorado State Department of Public Welfare, Annual
Reports; index of consumer prices taken from Bureau of Labor
Statistics, Consumer Price Index; index of building costs taken
from Statistical Abstract of the United States; index of state and
local costs taken from Economic Report of the President, Janu-
ary, 1955; personal income taken from U. S. Department of
Commerce. Survey of Current Business, annual articles; and
state and local expenditures based on State of Colorado, Divi-
sion of Accounts and Control, Annual Reports, annual audit
reports of individual counties and municipalities, and Depart-
ment of Education, Biennial Reports of the State Commissioner
of Education.

purpose it is sometimes helpful in analysis to
assume that expenditures advance at about the
same rate as the population. Such an assump-
tion would mean that per capita expenditures
would not change over time.4 This was clearly
not the case from 1946 to 1956, however, as noted
in the following tabulation which shows a per
captia expenditure increase of 169 percent.

Percent
increase

1946 1956 1946-1956

Population
Expenditures
(thousands)

Per capita
expenditures

1,196,000 1,612,000

$105,992 $382,162

$88 $237

35

260

169

This leaves a 169 percent increase to be ac-
counted for by other factors. The fact is, of
course, that a change of this size, even after
population adjustments, is highly unrealistic
since it reflects a more than 65 percent increase

4It is obvious that this assumption is limited to aggregative
analysis since some items of expenditure will increase at a faster
rate than others.

in general prices.5 An advance on this account
means only that government has had to pay
more for things it required to perform a given
amount of services. "Real" expenditures (or
actual services rendered or capital items ac-
quired) need not have increased at all.

If then the public dollar expended is adjusted
for price change also, i.e., converted into a con-
stant purchasing power dollar (in this analysis,
in terms of the 1956 dollar), the population-
price-adjusted-expenditure totals show an in-
crease of 63 percent as noted below.

1946 1956

Percent
increase
1946-1956

Population 1,196,000 1,612,000 35
Price index 88.8 146.6 65
Expenditures (thousands) $105,992 $382,162 260
Per capita expenditures $88 $237 169
Per capita expenditures
(1956 dollars) 8145 $237 63

Adjusting further to differentiate between
current and capital expenditures° the results
then read as follows:

Per capita expenditures
Percent
increase

(1956 dollars) 1946 1956 1946-1956

Current $131 $181 38
Capital 14 56 300

Total 145 237 63

From this more refined base of reference, it
will be seen that state and local government
spent 38 percent more per person in "real" items
for operating purposes in 1956 than in 1946 and
300 percent more for capital items.

If current expenditures can be viewed as
having their counterpart in current services, it
can then be said that 38 percent more in real
services per person were received in 1956 than
in 1946.

Whether or not the average person in Colo-
rado actually was getting 38 percent more from
the current dollar spent is, of course, a matter
of individual judgment. About all that can be
said is that, with due allowances for the limita-
tion of the adjustment techniques used, the over-
all increase in real services received (current
spending) does not appear to be out of line with
present consumption levels of the average per-
son. Although memories are short, it will be
recalled that the immediate post-war year was

'Unless otherwise noted, the price index used here and in
subsequent analysis is applicable to prices paid by state and local
government for purchases as reported in the Economic Report of
the President, January, 1958, Table F-5, p. 122.

The index used is based on average prices from 1947 to 1949.
For the purpose of this study, the base has been shifted to 1956.
Accordingly, the figures adjusted for price change are placed on a
uniform 1956 purchasing power basis.

'Capital expenditures are not separately reported by a number
of the governmental agencies. Hence, the figures on which this
analysis is based are estimated, in part, but are believed to be
fairly close. For 1946, capital expenditures were estimated to total
$10,096,000 as compared with the 1956 figure of $89,737,000.
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marked by extreme shortages in both the pri-
vate and public sectors of the economy. The
large changes that have taken place since then
in both the number and variety of available
consumer goods and services is universally rec-
ognized.

Turning to the question of the "real" increase
in capital items, there should be little doubt that
a 300 percent increase in this particular class of
expenditure is in keeping with what is presently
taking place in the construction of highways,
schools and other public facilities, all of which,
in terms of new construction, were virtually at a
standstill in 1946.

Table 3.3 shows the impact of both population
and price change on over-all expenditures by
two-year intervals since 1946. From this table

Table 3.3

Expenditures of State and Local Government
in Colorado, Selected Years 1946-1956

Current dollars
Expenditures Per capita"

Year (thousands)

1946 $105,992 $ 88.62
1948 180,002 142.52
1950 229,038 171.56
1952 269,046 196.67
1954 322,948 216.45
1956 382,162 237.07

Increase
1946-1956 260%
1950-1956 67%

1956 dollars•
Expenditures Per capitab
(thousands)

$174,904 $146.24
238,098 188.52
291,397 218.27
301,959 220.73
344,662 231.00
360,021 237.07

169% 106% 62%
38% 23% 2%

• Based on 1956 index of state and local costs, Economic Report of the
President, January, 1958, Table F-5, p. 122.

b Based on U. S. Department of Commerce estimated population as of
July 1, of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source.: State of Colorado, Division of Accounts and Control, Annual
Reports; Department of Education, Biennial Reports of the
State Commissioner of Education; and annual audit reports of
individual counties and municipalities.

it is possible to separate out more fully the price
influence on expenditure change as demon-
strated for two periods below:

A. Adjustment for price increase only

Period

Expenditure
increase

unadjusted for price
(percent)

1946-1956 260
1950-1956 67

Expenditure
increase

adjusted for price
(percent)

106
23

B. Adjustment for price and population increase

Period

Per capita
expenditure

increase unadjusted
for price
(percent)

1946-1956 169
1950-1956 38

Per capita
expenditure

increase adjusted
for price
(percent)

Difference
due to

price increase
(percent)

62 107
23 15

Generalizing from these tabulations it is ap-
Parent that well over one-half of the increase in
state and local expenditures (purchases) in 1956
0. ver 1946, as well as 1950, were due to price
increases. If allowance is also made for popula-

Difference due
to price increase

(percent)

tion increase, the price factor is not as pro-
nounced in percentage terms since the basis of
reckoning is different. In either case, however,
the influence of price change has been the same.

Income Factor. Increased personal income
realized over the past ten years has undoubtedly
been one of the more important causal factors
for the expenditure trends observed (Table 3.4).
Unlike population growth, or price change, this
factor cannot be isolated per se, largely because
it is in a sense a part of the other two factors.
Yet it is a distinctive force affecting expenditure
change and should be recognized as such.

Table 3.4

Per Capita. Personal Income and State and
Local Expenditures in Colorado,

Selected Years, 1946-1956
Per capita Percent Per capita Percent
personal of state and local of

Year income 1946 expenditures 1946

1946 $1,195 100 $ 88 100
1948 1,394 117 142 161
1950 1,446 121 171 194
1952 1,804 151 197 223
1954 1,694 142 216 245
1956 1,870 156 237 269

• Based on U. S. Department of Commerce estimated population as of
July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: Personal income based on U. S. Department of Commerce,
Survey of Current Business, annual articles; and state and local
expenditures derived from State of Colorado, Division of
Accounts and Control, Annual Reports; Department of Edu-
cation, Biennial Reports of the State Commissioner of Educa-
tion; and annual audit reports of individual counties and
municipalities.

According to one study, income is regarded as
the most important single factor accounting for
increasing public expenditures at the state and
local leve1.7 The reasoning is that as the eco-
nomic system develops to high levels of activity
its resources are devoted less to primary (or
tractive) and secondary (manufacturit,6 .and
merchandising )industry and mare to services.
It is in the latter area where government has its
greatest purpose as well as comparative advan-
tage. Morpover, free income (above necessities),
which develops as total income increases, pro-
vides obviously the greatest basis for paying
taxes.

154 This general tendency of increased income44
causing increasing public expenditures has been
expressed by John R. Commons as follows:

Governments must have revenues in in-
creasing amounts, not because they are cor-
rupt or inefficient, which can be remedied,
but because the social needs of education,
ethics, morality, art, liberty, protection of the
weak, highways, health, recreation grow
faster in an improving civilization than do
private needs of food, luxury, ostentation.8

',Solomon Fabricant, The Trend of Government Activity in the
United States Since 1900, National Bureau of Economic Research
(New York, 1952), Chap. 6.

%John R. Commons, Institutional Economics (New York: The
MacMillan Co., 1934), p. 831.
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This statement addressed to government gen-
erally has obviously varying degrees of applica-
tion to different situations. It will be later
observed, however, that much of what Professor
Commons has in mind is fully reflected in Colo-
rado's recent experience, notably in the fields of
education, welfare and highways.

Purpose of Expenditures

The broader purposes for which the public
dollar is spent in Colorado are readily identified.
In 1956, 38 percent of aggregate disbursements
were directed to educational uses; 21 percent to
welfare; and 19 percent to highways. The re-
mainder, or 21 percent, was committed to a wide
variety of purposes which in Table 3.5 are com-
bined and shown under the catch-all column
labelled "all other."
The notable fact is that education, welfare,

and highways together acounted for approxi-
mately 80 percent of public expenditures in the
State, a ratio which differs little from that of
recent preceding years.
Looking at the opposite side of the coin and

raising the question as to where the public's tax
dollar goes, the answer must, of course, be the
same; that is, about 80 percent of it goes for
these three general purposes.
The "big three" functions of government in

Colorado (Chart 3.1), and this designation can
be similarly applied to government in other
states as later noted, deserves more than catch-

1946

1948

1950

1952

1954

1956

phrase attention, for it is here and here only
where major reductions in government expendi-
tures and, therefore, taxes can be made. What
the possibilities are for substantial cost savings
in these vital areas of public service and what
public reaction might be to any steps taken in
these directions is quite another matter.

Table 3.5

Expenditures by Principal Functions of State
and Local Government in Colorado

Selected Years, 1946-1956
Year Total Education • Welfareb Highways. All other

Amount (thousands)

1946 $105,992 $ 29,522 $32,544 $14,858 $29,068
1948 . 180,002 50,103 53,022 38,258 38,619
1959 229,038 73,213 60,818 45,209 49,798
1952 269,046 85,795 66,462 53,367 63,422
1954 322,948 112,593 71,582 64,008 74,765
1956 382,162 146,294 82,242 72,990 80,636

Percent
1946 100.00 27.85 30.71 14.02 27.42
1948 100.00 27.83 29.47 21.25 21.45
1950 100.00 31.97 26.55 19.74 21.74
1952 100.00 31.89 24.70 19.84 23.57
1954 100.00 34.87 22.16 19.82 23.15
1956 100.00 38.28 21.52 19.10 21.10

• Includes State expenditures for Educational Institutions; Office of
Commissioner of Education, Education of Physically Handicapped
Children, Teacher Emeritus Retirement, State Library, State His-
torical Society, School Lunch Program, Vocational Education, and
Miscellaneous; and school districts expenditures for public schools.

b Includes State expenditures for Welfare Administration, Depart-
ment of Health; county expenditures for old age pensions and general
welfare, and municipal expenditures for Health and Hospitals.

• Includes State expenditures for State Highway Department; county
expenditures for Road and Bridge Fund; and municipal expenditures
for streets and highways.

Source: State of Colorado, Division of Accounts and Control, Annual
Reports; Department of Education, Biennial Reports of the
State Commissioner of Education; annual audit reports of
individual counties and municipalities; and State of Colorado.
Department of Highways, Annual Reports.

EXPENDITURES BY PRINCIPAL FUNCTIONS OF STATE AND LOCAL
GOVERNMENT IN COLORADO, SELECTED YEARS, 1946 -1956

( Expenditures expressed as a percent of annual total )

E DUC AT ION
Percent

0 10 2r1

WELFARE
Percent

30 40 0 0 20
1

HIGHWAYS
Percent
* 20

1

ALL OTHERS
Percent
10 20 30
1

SOURCE State of Colorado, Division of Accounts and Control, Annual Reports; Dept. of Education, Biennial Reports of the
State Commissioner of Education; Dept. of Highways, Annual Reports; and Audit Reports of Individual Counties and Municipalities.

CHART 3.1
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Sources of Funds By Level of Government

Of some interest in this connection is the
question of the financing of the major services
performed. Without raising the question of who
pays the taxes, the question here is what gov-
ernmental agency provides the original funds
for the particular services financed? It should
be clear that a governmental unit may, because
of transfers from other agencies, spend more
than it receives from the taxes collected for its
own use. For example, welfare payments are
made by the counties but such payments are
largely financed from funds transferred from
the State.

An effort to relate expenditures by functions
to the particular governmental unit responsible
for providing the funds needed has been at-
tempted with results shown in Table 3.6.

Table 3.6

Expenditures by Functions of State and Local
Government in Colorado and Estimated

Sources of Funds, 1956

Function
State & local
expenditures

of Funds-
State" Local.

-Source
Federal.
Amount (thousands)

Education $146,294 $ 1,373 $39,459 $105,462
Welfare 82,242 27,494 41,773 12,975
Highways 72,990 11,071 43,836 18,083
Other 80,636 5,092 33,505 42,039

Total 382,162 45,030 158,573 178,559

Percent
Education 100.00 0.94 26.97 72.09
Welfare 100.00 33.43 50.79 15.78
Highways 100.00 15.17 60.06 24.77
Other 100.00 6.31 41.55 52.14

Total 100.00 11.79 41.49 46.72
• Federal funds received as reported by State of Colorado, Division

of Accounts and Control.
b Includes state expenditures (less federal aid) for "Educational Institu-

tions," "State Educational Agencies," "State Aid for Public Schools,"
"Administration of Public Welfare," "Payments by State for Welfare,"
"State Highways," "Payments to County Road Fund," and residual
of total State "Operating Expenditures" as reported by State of
Colorado, Division of Accounts and Control.

• Residual computed by deducting federal and state expenditures from
the total state and local expenditures.

Source: Adapted from State of Colorado, Division of Accounts and
Control, Annual Report; Department of Education, Biennial
Report of the State Commisaioner of Education; and audit reports
of the individual counties and municipalitips.

Viewing first, the aggregates, or column totals
i▪ n this table, it will be observed that 12 percent
of combined state and local expenditures in 1956
Were covered by federal aids for one purpose or
another but principally for welfare and high-
ways. The state government, in turn, accounted
for 41 percent and local government for the re-
mainder or 47 percent. In terms of taxation, and
by approximation only, it can, therefore, be said
that in 1956 federal taxes (grants) supported 12
Percent of Colorado's total government; the
State, 41 percent; and local government, 47 per-
cent.

Looking more closely at expenditures by
Specific functions and their related source of

financing, it is noteworthy that education is
essentially a "grass roots" or local governmental
responsibility. As seen in Table 3.6, local gov-
ernment, and this means largely the school dis-
tricts in this instance, accounted in 1956 for 72
percent of all educational costs in the State.
On the other hand, public welfare is largely a

responsibility shared by federal, state and
county government in which federal grants rep-
resented 33 percent of total welfare payments
made in 1956, while the State contributed 51 per-
cent, and the counties the remainder, or 16 per-
cent.

Similarly, the highways are financed jointly
by the governmental units including the munici-
palities. In 1956 federal grants represented 15
percent of the aggregate outlay for this purpose,
while state and local participation accounted
respectively, for 60 percent and 25 percent.

Expenditure Patterns—Interstate Comparisons,
1942 and 1953^

Examination of Table 3.7 shows that state and
local government in Colorado spent $217 per
capita in 1953 which placed it in 6th position in
Western State comparison, being preceded by
Nevada, Oregon, Montana, Wyoming and Cali-
fornia. In 1942, Colorado occupied 5th position,
reading from high to low, being preceded by
Nevada, Montana, Wyoming and California.
Per capita total expenditures in all the West-

ern States were substantially above the national
average, both in 1942 and 1953—a fact which
may be attributed in part to the relatively low
population density of the West.
Further examination of Table 3.7 shows that

Colorado in 1953 spent more per capita for
"welfare," "public safety," "sanitation" and
"health and hospitals" than the average for the
eleven Western States. Conversely, it spent
less than average for "highways," "education"
and "all other."
In rank order, which changes the picture only

slightly, Colorado ranked 1st in per capita ex-
penditure for both welfare and health and
hospitals; 4th in expenditures for both public
safety and sanitation; 5th for education; and
9th for both highways and all other.

Colorado's expenditure pattern differs most
widely in its expenditures for welfare. In 1953,
per capita welfare payments in the State
amounted to $40.05, which exceeded the general
average of all eleven Western States by $18.06.

'These are the most recent dates for which Census data areavailable for comparative purposes covering both state and localexpenditures. It is believed that more current data, if they had
been available, would not have changed to any substantial degree
the relationships shown for the years considered.
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It also was over the national average of approxi-
mately the same amount, or by $18.43.

It is of interest and probably it is also worth-
while to speculate on what might have been.
If, for instance, Colorado's outlay for welfare
had been the same as the Western-State aver-
age, its total per capita expenditure of $217 for
all purposes in 1953 would have been reduced
to $199. In rank order, this total would have
placed Colorado in 9th position rather than in
3rd. A similar computation for 1942 would drop
Colorado from 5th to 10th place in the eleven-
state comparison.

Education

Education accounted, as earlier noted, for
approximately 40 percent of all state and local
outlays in 1956, thus constituting by far the
principal expenditure requirement in the State.
Education's enlarged position in the total fiscal
picture of the State is evidenced by its corre-
sponding but lower ratio of 30 percent in 1946.
When it is remembered that expenditures for
all other purposes generally increased at a
rapid rate for the period a relative gain of 10
percentage points is indicative of the rapid pace
set by education costs in recent years. This is

Total
1942
1953

Education
1942
1953

Welfare
1942
1953

Highways
1942
1953

Public Safety
1942
1953

Sanitation
1942
1953

Health and

Colorado

78.52(5)
217.27(6)

Utah

76.36(7)
175.26(11)

19.22(10) 24.27(3)
91.44(5) 89.42(8)

22.54(1) 18.14(2)
40.05(1) 18.83(7)

12.31(9) 13.43(8)
41.62(9) 36.56(10)

4.27(7) 4.48(6)
8.10(4) 6.48(6)

.77(8) .86(4)
2.14(4) 1.06(8)

reflected in expenditure trends shown for both
the public schools and state colleges and uni-
versities.

Public Schools. Total expenditures for public
schools in 1956 were more than twice what
they were in 1950 and approximately five times
the amount reported for 1946. Stated in per
capita terms, the 1956 total outlay was $77.50
as compared with $44.17 in 1950 and $21.70 in
1946 (Table 3.8).

Much of this advance has consisted of capital
outlay. Thus, of the total accumulated annual
expenditures from 1950 to 1956 amounting to
$599 million, somewhat over one-fourth was for
building purposes.

Increased enrollment accompanied by an en-
larged ratio of the population in public schools,
plus rising costs per pupil in attendance, are
the developments which explain school expendi-
ture trends in the State over the past decade.

From 1946 to 1956, school enrollment grew
from 199,441 to 307,753, or a gain of 108,312
pupils (Table 3.9). For the same period also,
enrollment per 1,000 population advanced from
166.7 to 190.9.

Table 3.7

Per Capita State and Local Expenditures,. By Principal Functions
Eleven Western States, 1942 and 1953

(Rank order of states appears in parenthesis)
Expenditure in Dollars
New

Idaho Montana Wyoming Mexico Arizona Nevada

76.58(6) 87.23(2) 86.63(3) 58.94(11)
208.51(7) 226.65(3) 220.35(4) 178.57(10)

20.69(8) 24.20(4) 28.63(1)
76.60(11) 89.21(9) 98.00(2)

11.13(7) 14.09(4) 7.78(10)
18.10(8) 23.84(4) 17.15(10)

20.90(7)
83.46(10)

4.88(11)
18.91(6)

20.81(4) 22.75(3) 23.09(2) 16.13(6)
51.62(4) 51.13(5) 65.27(2) 43.72(7)

3.40 (10) 4.53(5) 3.88(9) 2.64 (11)
3.75 (11) 5.08(8) 4.95(9) 4.62 (10)

.97(3) .82(6) .71(10) .19(11)

.39(11) .96(9) .71(10) 4.63(1)

Hospitals
1942 4.77(3) 3.20(8) 2.61(11) 3.52(7) 4.22(4) 2.69(10)
1953 12.39(1) 5.79(7) 5.73(8) 7.87(4) 5.83(6) 5.53(9)

All other
1942 14.64(7) 11.98(9) 16.97(5) 17.32(4) 18.32(3) 11.51(10)
1953 21.53(9) 17.12(11) 52.32(1) 48.56(2) 28.44(6) 17.70(10)

Wash- Average Average
ington Oregon California 11 states U.S.

72.87(10) 106.95(1) 75.07(9) 76.10(8) 80.60(4) 79.69 61.08
201.99(9) 240.16(1) 207.29(8) 228.29(2) 217.83(5) 211.11 171.40

17.97(11) 23.33(5) 21.38(6) 19.66(9) 24.30(2) 22.33 17.78
91.01(6) 96.30(3) 90.55(7) 96.19 (4) 107.39(1) 91.78 69.47

12.30(6) 9.35(9) 18.14(4) 11.12(8) 13.85(5) 13.03 9.11
17.61(9) 14.68(11) 23.84(3) 19.13(5) 29.76(2) 21.99 21.62

15.61(7) 36.50(1) 11.64(10) 20.11(5) 10.49(11) 18.44
42.08(8) 79.02(1) 44.83(6) 55.30(3) 31.49 (11) 49.33 35.11

4.08(8) 6.87(3) 7.62(2) 6.29(4) 9.19(1) 5.17 5.84
5.87(7) 6.81(5) 9.73(2) 8.56(3) 13.64(1) 7.06 11.33

.83(5) .76(9) 1.11(2) .80(7) 1.50(1) .85 1.67
1.65(6) 1.16(7) 2.51(3) 1.89(5) 3.54(2) 1.87 3.26

3.19(9) 8.14(1) 3.95(5) 3.57(6) 5.74(2) 4.15 4.61
4.73(11) 5.35(10) 9.09(3) 7.38(5) 9.22(2) 7.17 8.5e

18.89(2) 22.00(1) 11.23(11) 14.55(8) 15.53(6) 15.72 11.21
39.04(4) 36.84(5) 26.74(7) 39.84(3) 22.79(8) 31.91 21.76

• Excludes debt repayment, intergovernmental transfers, contributions to insurance and other trust funds, and outlays of public service enterprises including utaitie°
and liquor stores.

Source: Expenditures for 1942 from U. S. Bureau of the Census, Governmental Finances in The United States, 1942, U. S. Summary; Expenditures for 1953, estimate'
a

from data in the following sources: U. S. Bureau of the Census, Compendium of State Government Finances in 1953; Compendium of City Government Final:tea, 

in 1953; U. S. Department, Health, Education and Welfare, Biennial Survey of Education, 1950-1952; Social Security Bulletin, September, 1954; U. S. Beret'
of Public Roads, Highway Statistics, 1953.
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Table 3.8

Operating and Capital Expenditures of
Public Schools in Colorado, 1946-1956

Current Dollars 1956 Dollars•
Total Per Capita• Total Per Capita"

Year (thousands) (thousands)

A. Combined Operating and Capital Expenditures
1946 $ 25,960 $21.70 $ 42,837 835.81
1947 31,371 25.38 45,999 37.21
1948 41,272 32.68 54,593 43.22
1949 51,631 39.87 66,621 51.45
1950 58,973 44.17 75,029 56.19
1951 62,303 47.23 73,471 55.69
1052 69,227 50.61 77,696 56.80
1953 82,874 57.71 90,276 62.86
1954 95,396 63.94 101,810 68.23
1955 104,831 67.76 109,522 70.80
1956 124,934 77.50 124,934 77.50

Increase
1946-1956 381% 257% 192% 116%
1950-1956 112% 75% 67% 38%

B. Operating Expenditures
1946 $24,432 820.43 $40,316 $33.71
1947 29,154 23.59 42,748 34.59
1948 35,194 27.87 46,553 36.86
1949 41,573 32.10 53,643 41.42
1950 45,176 33.84 57,476 43.05
1951 48,077 36.45 56,695 42.98
1952 52,680 38.51 59,125 43.22
1953 62,057 43.22 67,600 47.08
1954 70,650 47.36 75,400 50.54
1955 76,238 49.28 79,644 51.49
1956 87,539 54.30 87,539 54.30

Increase
1946-1956 258% 166% 117% 61%
1950-1956 94% 160% 52% 26%

C. Capital Expenditures
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956

$ 1,528
2,217
,

10,058
13,797
14,226
16,547
20,817
24,746
28,593
37,395

$ 1.27
1.79
.

7.77
10.33
10.78
12.10
14.49
16.58
18.48
23.20

$ 2,521
3,251
8,040
12,978
17,553
16,776
18,571
22,676
26,410
29,878
37,395

$ 2.10
2.62
6.36
10.03
13.14
12.71
13.58
15.78
17.69
19.31
23.20

Increase
1916-1956 2,300% 1,727% 1,383% 1,004%
1950-1956 171% 125% 113% 77%

• Based on 1956 index of state and local costs.
b Based on U.S. Department of Commerce estimated population as of
July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: State of Colorado, Department of Education, Biennial Reports
of the State Commissioner of Education.

Table 3.9

Enrollment and Operating Costs per Pupil in
Public Schools in Colorado, 1943-1956

Source,

Year Enrollment

Enrollment
per 1,000
population

Operating costs
per pupil

1946 199,441 166.7 $122.50
1947 205,930 166.6 141.57
1948 208,928 165.4 168.45
1949 217,020 167.6 191.56
1950 224,245 168.0 201.46
1951 227,231 172.3 211.58
1952 233,367 170.6 225.74
1953 252,327 175.7 245.94
1954 271,760 182.1 259.97
1955 289,690 187.3 263.17
1956 307,753 190.9 284.44

State of Colorado, Biennial Reports of the State Superintendent
of Public Instruction, 1946-1956.

Following the same trend, operating costs per
Pupil from 1946 to 1956 increased from $122.50
to. $284.44, or at the rate of 132 percent. By
ehrninating the inflation factor this ratio drops

to 40 percent. Similarly the unadjusted change
from 1950 to 1956 shows an increase of 34 per-
cent which when corrected for price increase
shows an actual decrease in "real" terms of 6
percent, as summarized below:

Year
Average costs

per pupil

Average operating
costs per pupil
in 1956 dollars

1946 $122.50 $202.14
1950 211.58 304.16
1956 284.44 284.44

Increase
1946-1956 132.2% 40.1%
1950-1956 34.4% -6.5%

Taking 1946 to 1956 as the period of reference
it can be assumed that in 1956 school districts
in Colorado were, on the average, not only
spending 40 percent more in "real" terms for
operations per pupil than in 1946, but presum-
ably they were also providing that much more
in "real" services. This assumption may be
realistic in view of the many additions to facil-
ities that have been made during the past ten
years.

The absolute decline of 6.5 percent in the
"real" operating expenditures per pupil from
1950 to 1956 is largely explained by (a) an in-
crease of 83,508 pupils - an increase which
accounted for nearly three-fourths of the entire
enrollment increase since 1946, and (b) sharp
rise in prices amounting to 27 percent.

Whether or not school districts should have
put out more money so as to maintain real
expenditures per pupil on say at least the same
basis as in 1950 is an open question. There is,
of course, the inference that Colorado's school
children in 1956 were not as adequately accom-
modated as in 1950. But by the same measure
also, they were quite substantially better off
than their predecessors back in 1946.
Despite sharply advancing public school costs

(unadjusted) Colorado's position does not ap-
pear to be out of line with other places. As can
be seen from Table 3.10, Colorado's operating
costs per pupil in average daily attendance in
1954 were below the median for the eleven
Western States, while capital outlay per pupil
was at the median.
As a factor affecting current or operating

costs it is significant also that as of 1954 Colo-
rado paid its teachers less, on the average,
than all the other states in the West, excepting
Montana, Wyoming, and Idaho, and, it might
be added, less than the average for the country
as a whole.

No effort has been made to determine the
quality of the educational services provided by
the public school system of the State or possible
cost savings that might be effected. Quantita-

11110.-_
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41.11Ms.

tively, Colorado has undoubtedly done a good
job in providing mass education at the element-
ary and secondary school level. As was shown
in Chapter I, the 1950 Census ranks Colorado
much above the national average in the number
of school years completed by its population 25
years old or over.

Table 3.10

Selected Expenditure Data for Public Schools
in Eleven Western States, 1954

(Rank order of States appears in parenthesis)

Current
expenditures
per pupil in
average daily

Capital
expenditures
per pupil in
average daily

Teachers'
salaries

State attendance attendance (annual salary)

Oregon $336.72(1) $125.05(3) $4,163(4)

Wyoming 329.86(2) 48.57(11) 3,512(10)
Montana 327.99(3) 62.33(8) 3,530(9)
California 314.51(4) 133.98(2) 4,787(1)
Washington 305.42(5) 105.89(5) 4,334(3)
Nevada 294.12(6) 155.82(1) 3,786(6)
Arizona 281.63(7) 115.12(4) 4,401(2)
Colorado 279.76(8) 101.63(6) 3,640(8)
New Mexico 264.71(9) 69.00(9) 4,127(5)
Idaho 237.81(10) 60.67(10) 3,350(11)
Utah 208.18(11) 83.38(7) 3,746(7)

11- state average 289.16 96.49 3,943

United States 264.76 80.14 3,825

Source: U. S. Department of Health, Education and Welfare, Biennial
Survey of Education in the United States, 1952-1954.

Greater economy in operations is suggested
by further consolidation of school districts
which now number nearly a thousand. How-
ever, there are definite limitations here in view
of the low population density that exists in most
parts of the State. In this circumstances, it is
likely ttat at least some of the cost saving
achieved through large-scale consolidation of
districts will be offset by increased transpor-
tation costs.

The future trend of expenditures for schools
will in any event be largely determined by
population growth, a projection of which was
made in Chapter I. A separate forecast of school
enrollment made by the State Department of
Education is of interest. This estimate shows a
trend which would see a doubling of enrollment,
including enrollment in junior colleges, between
1950 and 1968 (Table 3.11) . If this projection
can be taken as reasonably valid, and assuming
a per pupil operating cost equal to that reported
for 1956, the expenditure requirement for oper-
ations alone would amount to $176 million by
1968, or a figure 40 percent over the combined
total of current and capital outlays made for
the public schools in 1956.

It may be assumed in addition that capital
outlays will have to be increased. In 1956 these
represented approximately one-third of com-
bined current and capital outlay, or a per pupil
outlay of $121.51. Multiplying this sum by the
anticipated enrollment in 1968, a total of $73
million is derived, which when added to $176
million for operations amounts to $249 million,
or a total which is approximately double the
aggregate expenditures for operating and capital
purposes in 1956.

Table 3.11

Enrollment in Public Schoolsa in Colorado
1956 and Projections to 1968

Year Enrollment

1956 307,753
1957 326,218
1958 345,791
1959 366,538
1960 388,530
1961 411,842
1962 436,553
1963 462,746
1964 490,511
1965 519,942
1966 551,139
1967 584,207
1968 619,259

• Includes Junior colleges.

Source: State of Colorado, Department of Education, These are the
Facts, January, 1958, p. 5.

Colleges and Universities. In 1956 operating
and capital expenditures for all tax supported
institutions of higher learning in the State
amounted to $21.8 million. This figure is ap-
proximately equal to 17 percent of total ex-
penditures reported for the same year for the
public schools.

Over-all expenditures have followed the same
course as that of the public schools although at
a somewhat lower rate of increase. As will be
seen by reference to Table 3.12, total costs in
1956 exceeded by about $6 million the amount
spent in 1950 and by $16 million the total re-
ported for 1946. As in the case of the public
schools, enlarged enrollments have been the
underlying causal factor of rising expenditure
requirements accelerated by inflated prices.
As noted in Table 3.13, student enrollment in-
creased from 9,870 in 1946 to 19,811 in 1956 with
important fluctuations occuring in between due
to veteran enrollments. Coincident with this
over-all change, operating expenditures on a
per student basis jumped from $534.65 in 1946
to $687.50 in 1950 and to $942.25 in 1956.
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Table 3.12

Operating and Capital Expenditures of State
Colleges and Universities in Colorado

1946-1956
Current Dollars 1956 Dollars•

Total Per Capitab Total Per Capitab
Year (thousands) (thousands)

A. Combined Operating and Capital Expenditures

1946 $ 5,497 $ 4.60 $ 9,071 $ 7.59
1947 8,019 6.49 11,758 9.51
1948 11,679 9.25 15,449 12.23
1949 12,663 9.78 16,339 12.62
1950 15,287 11.45 19,449 14.57
1951 14,858 11.26 17,521 13.28
1952 16,179 11.83 18,158 13.28
1953 17,129 11.93 18,658 12.98
1954 17,539 11.76 18,718 12.55
1955 18,348 11.86 19,173 12.39
1956 21,842 13.55 21,842 13.55

Increase
1946-1956 297% 195% 141% 78%
1950-1956 43% 18% 12% -7%

B. Operating Expenditures
1946 $ 5,277 $ 4.41 $ 8,708 $ 7.28
1947 7,453 6.03 10,928 8.84
1948 9,970 7.89 13,188 10.43
1949 10,947 8.45 14,125 10.90
1950 12,749 9.55 16,220 12.15
1951 13,374 10.14 15,771 11.96
1952 14,070 10.29 15,791 11.55
1953 15,086 10.51 16,433 11.44
1954 15,725 10.54 16,782 11.25
1955 16,595 10.73 17,341 11.21
1956 18,667 11.58 18,667 11.58

Increase
1946-1956 254% 163% 114% 59%
1950-1956 46% 21% 15% -5%

C. Capital Expenditures
1946 $ 220 $ .19 $ 363 $ .31
1947 566 .46 830 .67
1948 1,709 1.36 2,261 1.80
1949 1,716 1.33 2,214 1.72
1950 2,538 1.90 3,229 2.42
1951 1,484 1.12 1,750 1.32
1952 2,109 1.54 2,367 1.73
1953 2,043 1.42 2,225 1.54
1954 1,814 1.22 1,936 1.30
1955 1,753 1.13 1,832 1.18
1936 3,175 1.97 3,175 1.97

Increase
1946-1956 1,343% 936% 774% 535%
1950-1956 25% 4% -2% -19%

• Based on 1956 index of state and local costs.
b Based on U. S. Department of Commerce estimated population as
of July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: State of Colorado, Division of Accounts and Control, Annual
Reports.

Table 3.13

Enrollment and Operating Costs per Student in
State Colleges and Universities in Colorado

1946-1956

Year Enrollment

Enrollment
per 1,000
population

Operating
costs per
student

1946 9,870 8.3 $534.65
1947 15,604 12.6 477.63
1948
1949

17,501
17,597

13.9
13.6

569.68
622.09

1950
1951

18,544
16,991

13.9
12.9

687.50
787.12

1952 15,262 10.6 921.90
1953 15,427 10.7 977.90
1954 15.500 10.4 1,014.52
1955
1956

17,239
19,811

11.1
12.3

962.64
942.25

Source: State of Colorado, Division of Accounts and Control, Annual
Reports.

Interstate Comparisons-Enrollment and Ex-
penditure Relationships. Next to Utah and
California, Colorado had in 1954 the largest
college enrollment relative to its population of
any other state in the West (Table 3.14) . Colo-
rado's ratio of 2.09 percent exceeded also the
national average of 1.59 percent-a relationship
which generally confirms Census reported data
for 1950, shown in Chapter I, which ranked
Colorado well above the national average and
next to California in the West in the number of
college graduates to population 25 years and
over.

Table 3.14

Students Enrolled in Institutions of Higher
Learning, Western States, 1954

Enrollment
in public

Publicly institutions
All institutions supported institutions as percent

Percent of Percent of of total
State Enrollment population Enrollment population enrollment
Colorado 29,951 2.09 20,245 1.41 67.59
Wyoming 4,764 1.62 4,764 1.62 100.00
Utah 28,113 3.76 18,604 2.58 66.17
Montana 8,169 1.33 6,877 1.12 84.18
Idaho 7,241 1.22 5,345 0.90 73.82
New Mexico 10,605 1.40 9,777 1.29 92.19
Arizona 14,267 1.59 13,826 1.54 96.91
Nevada 1,473 0.75 1,473 0.75 100.06
Washington 42,803 1.73 30,933 1.25 72.27
Oregon 27,015 1.67 19,757 1.22 73.13
California 286,657 2.36 226,138 1.86 78.89
11-state
average - 1.77 - 1.41 83.29

United States 2,514,712 1.59 1,356,481 0.86 53.94

Source: Derived from U. S. Department of Health, Education and
Welfare, Biennial Survey of Education, 1954.

Next to Utah, Colorado in 1954 had a lower
ratio of college enrollment in tax supported
schools (or conversely a higher ratio in private
schools) than any other state (Table 3.14) .
Colorado's ratio of 67.59 percent was higher,
however, than the national average of 53.94
percent.

To the extent that private institutions provide
a service that would otherwise be tax supported,
it could be expected that expenditures per
capita of tax supported institutions in Colorado
would be comparatively low. On the contrary,
as seen in Table 3.15, Colorado has a relatively
high per capita operating cost which, in 1954,
exceeded the Western State average and the
national average by a wide margin. In rank
order in the eleven Western State comparison,
Colorado with a per capita operating cost of
$18.62 occupied the 3rd leading position being
preceded by only Wyoming and Utah.
Costs or expenditures are not the same as

taxes paid, however. Further review of Table
3.15 reveals that slightly over two-thirds of
Colorado's operating costs were covered from
income sources other than taxes. As a result,
its per capita tax of $6.15 for operating purposes
was the lowest of any state in the West. The
other income sources for this purpose came
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mainly from tuition receipts which in Colorado
are swelled by a combination of factors of which
a relatively large number of out-of-state stu-
dents paying higher tuition rates than residents
is one of the most important.

Table 3.15

Per Capita Operating Expenditures and Current
Income of Institutions of Higher Education

in Eleven Western States, 1954
(Rank order of States appears in parenthesis)

Per capita
operating

current income-Per capita -
From other

State costs Total From taxes sources
Wyoming $19.66(1) $21.18(1) $12.01(1) $ 9.17(4)
Utah 19.62(2) 19.87(2) 9.46(4) 10.41(2)
Colorado 18.26(3) 18.64(3) 6.15(11) 12.49(1)
California 17.49(4) 17.73(4) 9.70(2) 8.03(5)
New Mexico 16.60(5) 17.24(5) 7.56(8) 9.68(3)
Washington 16.14(6) 17.00(6) 9.67(3) 7.33(6)
Montana 14.53(7) 15.01(7) 8.66(6) 6.35(8)
Oregon 14.09(8) 14.09(8) 9.19(5) 4.90(11)
Arizona 13.43(9) 13.76(9) 6.54(9) 7.22(7)
Idaho 12.80(10) 12.97(10) 7.85(7) 5.12(10)
Nevada 12.16(11) 12.05(11) 6.51(10) 5.54(9)
11-state average 15.89 16.32 8.48 7.84
United States 9.97 10.31 5.08 5.23

Note: Data for Colorado as presented in this table are not identical to
those presented in Table 3.12 because Census data are used in the
above. The Census figures include certain categories e. g. scholar-
ships, dormitories, etc., not included in the figures presented in
Table 3.12.

Source: Derived from U. S. Department of Health, Education and
Welfare, Biennial Survey of Education, 1954.

Welfarel°
Colorado's welfare payments represent, next

to education, the largest single category of ex-
penditure in the State. In proportion to the
State's population these payments as a whole
are among the largest made by any state in the
union. This is attributed mainly to a relatively
high old-age pension payment, which over the
years, has placed Colorado at, or near the top
in interstate comparison.

Over-all welfare expenditure, which include
all categories shown in Table 3.16, have more
than doubled since 1946 and the annual rate
of increase has exceeded population growth as
is evidenced by a continuous increase measured
by per capita expenditures. For 1956 the per
capita figure was $48.43 which exceeded by 16
percent and 85 percent the corresponding figures
for 1950 and 1946, respectively.

Old-age Pensions."' Colorado's old-age pen-
sion payments amounted, in the aggregate, to
$57.4 million for the fiscal year ending in June,

1°For more extended discussion of this subject, see Chapters
XIX and XX.

nThe data and related information included in the text of this
and succeeding sections are from the annual reports of the State
Department of Public Welfare and statements from officials of the
Department.

Table 3.16
Expenditures for Welfare in Colorado Selected Calendar Years, 1946-1956

Year

1946

Current Dollars 1956 Dollars
Total Total

(thousands) Per Capitab (thousands) Per Capitab

A. All Welfare Expenditures
$31,258 $26.14 $43,534 $36.41

Current Dollars 1956 Dollars•
Total Total

Year (thousands) Per Capitab (thousands) Per Capita"

F. Expenditures for T. B. Hospitalization
1948 51,056 40.4757,691 45.74 1946 $ 230 $ .19 $ 320 $ .26
1950 55,848 41.83 63,105 47.27 1948 366 .29 414 .33
1952 61,951 45.29 63,426 46.36 1950 469 .35 530 .39
1954 69,277 46.43 70,118 47.00 1952 560 .41 573 .42
1956 78,075 48.43 78,075 48.43 1954 559 .37 566 .37
Increase 1956 452 .28 452 .28

1946-1956
1950-1956

1946

150% 85% 79%
40% 16% 24%

B. Expenditures for Old Age Pension
$23,463 $19.62 $32,678

33%
2%

$27.33

Increase
1946-1956 96% 47% 41% 8%
1950-1956 -4% -20% -15% -28%

1948
1950
1952
1954
1956
Increase

1946-1956
1950-1956

40,298
42,905
46,387
51,464
58,314

149%
36%

31.91
32.14
33.91
34.49
36.17

84%
12%

45,534
48,480
47,479
52,089
58,314

78%
20%

36.06
36.32
34.71
34.91
36.17

32%
-1%

G. Expenditures for Aid to Needy and Disabled
1946 0 0 0 0
1948 0 0 0
1950 0 0 0
1952 $ 2,324 $ 1.70 $ 2,383 $ 1.74
1954 3,093 2.07 3,130 2.10
1956 3,555 2.21 3,555 2.21

C. Expenditures for Aid to Dependent Children H. Expenditures for Foster Care of Children
1946
1948
1950
1952
1954
1956
Increase

$ 2,712
4,361
5,546
5,933
7,067
7,698

$ 2.27
3.45
4.15
4.34
4.74
4.77

$ 3,777
4,928
6,267
6,085
7,153
7,698

$ 3.16
3.90
4.69
4.45
4.80
4.77

1946 - $ 56 $ .05 $ 78 $ .07
1948 206 .16 233 .18
1950 227 .17 256 .19
1952 270 .20 276 .20
1954 357 .24 361 .24
1956 498 .31 498 .31

1946-1956 184% 110% 104% 51% Increase
1950-1956 39% 15% 23% 24 1946-1956 789% 500% 538% 342%

D. Expenditures for Aid to Blind 1950-1956 119% 82% 95% 63%
1946
1948

$ 216 $ .18 $ 301
217 .22 245

$ .25
.25 I. Expenditures for Welfare Administration

1950 290 .22 328 .25 1946 $ 992 $ $ 1,382 $ 1.16
1952 313 .23 321 .24

.83
1948 1,748 1.38 1,975 1.56

1954 325 .22 329 .22 1950 2,212 1.66 2,499 1.88
1956 325 .20 325 .20 1952 2,985 2.18 3,055 2.23
Increase 1954 3,312 2.22 3,352 2.25

1946-1956 50% 11% 8% -20% 1956 3,803 2.36 3,803 2.36
1950-1956 12% -9% -1% -20% Increase

1946
1948

E. Expenditures for General Assistance
$ 3,589 $ 3.00 $ 4,998
3,860 3.06 4,362

$ 4.18
3.46

1946-1956 284% 184% 175% 103%
1950-1956 72% 42% 525 26%

1950
1952

4,199
3,179

3.14
2.32

4,745
3,254

3.55
2.37

• Based on 1956 index of state and local costs.

1954 3,100 2.08 3,138 2.11 e Based on U. S. Department of Commerce estimated population. as
1956 3,430 2.13 3,430 2.13 of July 1, of each year as presented in annual editions of the Statistical

Increase Abstract of the United States.
1946-1956
1950-1956

-4%
-18%

-29%
-32%

-31%
-28%

-49%
-40% Source: Records of the Colorado State Department of Public Welfare.
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1957. Of this amount, the federal government
contributed 37 percent and the State the re-
mainder, or 63 percent. The relatively large
State participation stems from State law which
earmarks a sizable portion of the total state
government revenue for the purposel2 and, in
addition, provides for a coverage of eligible
persons between 60 and 65 for which no federal
contribution is made. It is because of large
State allocations and the fact that no other
state covers the lower age bracket under 65
that Colorado has led most states both in "re-
cipient rates" (pensioners to population over
60 or 65) and absolute amounts of average
monthly payments.
The recipient rate in Colorado as of June,

1957, was 347 out of 1,000 persons, aged 65 and
over. In other words, a little more than one
person out of every three who is over 65 years
of age was a recipient of the Colorado pension.
At this rate, Colorado was the 6th highest rank-
ing state in the nation being preceded by
Georgia, Oklahoma, Alabama, Mississippi and
Louisiana.
The monthly average payment during the

year was $82.36. This amount placed Colorado
also in 6th ranking position being preceded by
North Dakota, Massachusetts, Connecticut, New
York and Washington.
These relationships are of interest from sev-

eral points of view. First, Colorado with its
high relative recipient rate presents a character-
istic of the southern states but is definitely east-
ern in size of its awards. Second, Colorado's
traditional and much publicized position of
being the most generous state in the union as
far as amount of individual pension payments
are concerned, no longer holds. This is signifi-
cant since the State of Colorado has been a
pioneer in its program attempt to establish a
better than an absolute minimum living stand-
ard for its older citizens. It may be that Colo-
rado's example has forced some general accept-
ance of this standard. The latter would be
consonant with the federal Old-Age and Sur-
vivors Insurance program which, in theory at
least, is designed through longer term savings
from workers' incomes to provide adequately
for old age. As such, it should in time supplant
in large degree the State old-age welfare pro-
gram as now constituted. This should come
about in essentially two ways both of which
would tend to reduce over-all pension payments.
First, the number of State pension applicants
Should decline as insurance funds become ade-
quate, and second, even though applicants
qualify under the State pension their awards
Should be reduced by the amount of insurance
Payments received.

12Eighty-five percent of net revenue from sales, liquor and use
axes, and 10 percent of net revenue from inheritance tax and
alcorporation fees and 85 percent of beer and liquor licenses are
set aside for the monthly old-age pension; $5,000,000 for the stabili-
ation fund and $10,000,000 for the medical fund, in that order.
Funds remaining flow into the "general fund."

The impact to date of "OASI" on Colorado's
pension payments both in number and size is
hard to measure precisely. As noted in Table
3.17, caseloads have steadily increased over the
years although a decline is observed from 1956
to 1957. Similarly, monthly average payments
have increased but a sharp reversal is noted
also during the last calendar year.

Table 3.17

Average Monthly Pension Caseload and
Payment in Colorado, Calendar Years

1946-1957

Year

Monthly
average
caseload.

Monthly
average
payment

1946 40,692 $41.49
1947 42,850 61.41
1948 45,386 72.01
1949 47,718 70.25
1950 50,617 70.59
1951 52,114 73.44
1952 51,905 74.45
1953 52,707 81.98
1954 54,016 79.41
1955 54,189 85.86
1956 54,350 89.48
1957 54,079 82.59

• Number of persons receiving pension payments.
Source: State of Colorado, Department of Public Welfare, data pre-

pared by Division of Administrative Management, July, 1958
•

There is no question, however, that pensions
both in number and amount have been lower
than they otherwise would have been if the
federal insurance program had not existed. For
example, the Department of Welfare reports
for the period from 1952 to 1957 a gain of 7,894
cases where pensions were received concur-
rently with OASI payments and an average
increase of the latter from $29.76 to $41.54 per
month. These amounts represent also "income"
which must be deducted from State pension
awards.
The future trend of total pension payments

in Colorado is not likely to be substantially
affected by OASI for a number of years because
of the large payments guaranteed by State law.
However, the long run should surely see a ma-
terial reduction in both caseload and average
amounts paid. If further liberalization of federal
law occurs, this in itself could importantly
change the timetable.

Other Welfare Programs. Although Colo-
rado's pension program accounts for nearly
three-fourths of the State's total outlay for
welfare, other programs cover a wide front to
which was added recently a medical aid pro-
gram. These are more fully described in
Chapter XX and need only be briefly men-
tioned here.
Referring back to Table 3.16 it will be seen

that the largest program next to old-age pension
is "aid to dependent children" where the cost
trend is definitely upward. As distinguished
from old-age pensions, financial participation
includes also the counties, as is true for two
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other programs; namely, "aid to the blind" and
"aid to needy disabled." Other programs are
"general assistance" which is financed entirely
by the counties, and "foster care of children"
and "tuberculosis hospitalization" financed
jointly from state and local funds.

Highways13

Highways in Colorado, which currently ac-
count for approximately 20 percent of total
state and local expenditure requirements, may
be divided into three broad categories. These
are (1) state highways, (2) county roads, and
(3) city streets.14

The state highway system includes 8,302 miles
of roads of which "federal aid primary" accounts
for 4,269 miles, "federal aid secondary" for 3,850
miles and roads with no federal status for the
remainder, or 183 miles. The county system
consists of approximately 63,000 miles of road
and the city streets an additional 3,500. In the
aggregate then, there are in Colorado approxi-
mately 75,000 miles of highways and of all types
and classifications.

Expenditures for the maintenance and con-
struction of this entire system amounted to
nearly $87 million in 1956 (Table 3.18). Of this
amount the state system accounted for 58 per-
cent, the county roads for 23 percent, and the
city streets for 19 percent.

The specific purpose for which highway ex-
penditures are made cannot be precisely deter-
mined in the case of county roads and city
streets. It is estimated that on the average total
outlays for both counties and cities divide about
equally between maintenance and capital pur-
poses.

State Highway System. Detailed reports of
the State Highway Department covering the
state highway system show for 1956 a total of
588 miles of "state highways finished" which
include both the net addition of highway mile-
age to the system as well as the replacement
or resurfacing of existing highways. Of the
total number of miles finished 521 miles con-
sisted of two lanes-or a mileage which would
approximate a distance half way to the Pacific
Coast reaching from Denver; and 67 miles of

vTor other discussion relating to this subject, see Chapters X,
XIX and XX.

Th"State highways," or the "State Highway System" is defined
in Colorado law as follows: "The State Highway System shall con-
sist of the Federal Aid Primary roads, the Federal Aid Secondary
roads, plus an amount not to exceed five percent of the mileage
of such systems which may be declared to be State Highways by
the State Highway Commission while not being any part of the
Federal System."

Administratively, state highways are under the supervisory
authority of the Colorado State Highway Department. The so-
called "county" roads are under local county boards and "city
streets" under city authority. Financially, the principal distinction
between state highways and county and city administered high-
ways and streets is that state highways receive direct federal aid
while others do not.

Table 3.18

Expenditures for Highways, Roads, and
Streets in Colorado, 1946-1956

Current Dollars 1956 Dollars•
Total Per Capitab Total Per Capitab

Year (thousands) (thousands)

A. Expenditures for all Highways, Roads and Streets

1946 $20,608 $17.23 $34,006 $28.43
1947 30,719 24.85 45,042 36.44
1948 45,033 35.66 59,566 47.17
1949 44,251 34.17 57,097 44.09
1950 46,745 35.01 59,472 44.54
1951 47,215 35.80 55,678 42.22
1952 53,498 39.11 60,043 43.89
1953 62,186 43.31 67,740 47.18
1954 62,241 41.72 66,426 44.53
1955 66,228 42.81 69,203 44.73
1956 86,985 53.96 86,985 53.96

Increase
1946-1956 322% 213% 156% 90%
1950-1956 86% 54% 46% 12%

B. Expenditures for State Highways

1946 $10,807 $ 9.03 $17,833 $14.90
1947 16,701 13.51 24,488 19.81
1948 25,405 20.11 33,604 26.60
1949 26,544 20.49 34,250 26.44
1950 25,739 19.28 32,747 24.53
1951 23,886 18.11 28,167 21.36
1952 26,690 19.51 29,955 21.90
1953 32,434 22.59 35,331 24.61
1954 31,864 21.36 34,006 22.80
1955 34,882 22.55 36,449 23.56
1956 50,712 31.46 50,712 31.46

Increase
1946-1956 369% 248% 184% 111%
1950-1956 97% 63% 55% 28%

C. Expenditures for County Roads

1946 $ 7,031 $ 5.88 $11,602 $ 9.70
1947 9,718 7.86 14,249 11.52
1948 11,901 9.42 15,742 12.46
1949 10,720 8.28 13,832 10.68
1950 13,458 10.08 17,122 12.82
1951 15,330 p.62 18,078 13.70
1952 16,814 12.29 18,871 13.79
1953 18,058 12.58 19,671 13.70
1954 18,455 12.37 19,696 13.20
1955 19,544 12.63 20,422 13.20
1956 20,220 12.54 20,220 12.54

Increase
1946-1956 188% 113% 74% 29%
1950-1956 50% 24% 18% -2%

D. Expenditures for City Streets

1946 $ 2,770 $ 2.32 $ 4,571 $ 3.83
1947 4,300 3.48 6,305 5.08
1948 7,727 6.13 10,220 8.11
1949 6,987 5.40 9,015 6.97
1950 7,548 5.65 9,603 7.19
1951 7,999 6.07 9,433 7.16
1952 9,994 7.31 11,217 8.20
1953 11,694 8.14 12,738 8.87
1954 11,922 7.99 12,724 8.53
1955 11,802 7.63 12,332 7.97
1956 16,053 9.96 16,053 9.96

Increase
1946-1956 480% 251% 251% 112%
1950-1956 113% 52% 67% 20%

• Based on 1956 index of state and local costs.
b Based on U. S. Department of Commerce estimated population as of
July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: State of Colorado, Department of Highways, Annual Reports.

new construction of four-lane highways-or a
mileage about equivalent to the distance from
Denver to Colorado Springs (Table 3.19).
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Table 3.19

Miles of State Highway Finished, by
Surface Type, in Colorado, 1956

Gravel
Item 2-lane

Federal Aid-primary

Asphalt
2-lane 4-lane

Cement
2-lane 4-lane

Total
2-lane 4-lane

Regular 0 130 16 o 4 130 20
Interstate 0 22 31 o 15 22 46

Federal Aid-
secondary 45 315 1 o 0 360 1

State (no federal
status) 0 9 0 0 0 9 0

Total 45 476 48 0 19 521 67

Source: State of Colorado. Department of Highways, Annual Highway
Report, 1956, p. 12.

As can be seen from Table 3.20, state high-
ways finished since 1946 have ranged from 100
miles to 924 miles per year. The accumulated
results from this and preceding construction
finds Colorado, as shown in Table 3.21, with a
present total state highway structure consist-
ing of 8,040 miles of surfaced highways, of which
408 miles are concrete; 6,209 miles, asphalt;
1,339 miles, gravel; and 84 miles, graded or
drained.

Table 3.20

Miles of State Highways Finished by Surface
Type in Colorado, 1946-1956
Total Graded and

Year miles drained Gravel Asphalt Concrete

1946 102.6 5.4 65.1 32.1 0.0
1947 202.4 0.0 108.9 93.5 0.0
1948 470.0 13.4 219.4 237.2 0.0
1949 293.0 2.4 77.5 212.1 1.0
1950 439.2 0.0 127.6 309.0 2.6
1951 334.4 1.9 82.3 246.5 3.7
1952 480.8 0.0 73.1 389.1 18.6
1953 924.0 0.0 337.0 561.0 6.0
1954 525.0 0.0 29.0 478.0 18.0
1955 435.0 0.0 22.0 405.0 8.0
1956 588.0 0.0 45.0 524.0 19.0

Note: Highways "finished" are not necessarily extensions to existing
mileage but include also resurfacing of existing roadbed.

Source: State of Colorado, Department of Highways, Annual Reports
and Ledger Records.

Table 3.21

Mileage of State Highway System by
Type of Surface in Colorado, 1956

Pro-
Item jected

Federal Aid-primary

Graded &
drained Gravel Asphalt Cement Total

Regular 11 21 3,260 301 3,593
Interstate 251 0 0 350 75 676

Federal Aid-
secondary 0 83 1,193 2,548 26 3,850

State (no Federal
status) 0 1 125 51 6 183

Total 262 84 1,339 6,209 408 8,302

Source: State of Colorado, Department of Highways, Annual Highway
Report, 1956, p. 3.

In 1956 also, 29 percent of the mileage was
rated as "excellent;" 17 percent, "good;" 18 per-
cent, "fair;" 14 percent, "unsatisfactory;" 14
Percent, "critical;" and "not rated," 8 percent."

"State of Colorado, Department of Highways, Annual Highway
report for 1956, end 1956 Rural Highway Sufficiency Rating Study
(Denver, Colorado. 1956)•

State and National Comparisons. Colorado's
per capita highway costs of $41.62 for 1953
noted earlier in Table 3.7, were somewhat under
the average of the eleven Western States but
quite substantially above the national average
of $35.17.

Colorado's higher-than-national-average cost
position can be attributed in the main to its
mountainous terrain which presents costly con-
struction problems as well as requiring larger
than average outlays for maintenance. Another
factor is a relatively low population density (14
persons per square mile compared with the
United States average of 53) coupled with a
high per capita road mileage (55 miles per 1,000
population compared with the United States
average of 23).16 Closely rela;,ed also, is traffic
density which shows for Colorado a total of
452 registrations per thousand population as
compared with a national average of 336."

Future Needs. Colorado's ratio of total road
mileage surfaced, including city streets which
was 38 percent in 1953, falls far below the cor-
responding national average of 66 percent."
This, of itself, is probably not too significant
in view of Colorado's physical features and low
population density.

Of greater importance is the fact that, apart
from city and county road development, the
state highway system alone has a total of 2,229
miles of highway rated by the State Highway
Department as "unsatisfactory" or "critical."
It is estimated that it will cost $345 million to
correct this deficiency. This is regarded as the
immediate highway need of Colorado." For the
long run, the estimated total required to con-
struct all roads in the state system to adequacy
by 1975 (as per the 1975 Federal Aid Act) is
$880 million"-this amount is about thirteen
times the aggregate outlays for both construc-
tion and maintenance made on the state high-
way system in 1956. It is apparent, therefore,
that the objectives of the State's highway pro-
gram coupled with unforseen developments
that may take priority, will press heavily on
future tax resources and federal aids com-
mitted thereto.

'Data are for 1953 and derived from President's Advisory Com-
mittee on a National Highway Program, A Ten-Year NationalHighway Program, pp. 35-37 and 40-41.

'Derived from Statistical Abstract of the United States (Wash-
ington, D. C., 1955), PP• 9 and 14.

'Derived from A Ten-Year National Highway Program, op. cit.,
pp. 40-41.

',Figures and discussions on this point are from the 1956 RuralHighway Sufficiency Rating Study, prepared by Colorado Depart-ment of Highways, p. 1.
',This figure was obtained from estimating new constructionover those sections of highways which are presumed will becomeobsolete between 1956 and 1975. (See Ibid., p. 1.)
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Other Expenditures

State and local expenditures for other than
the three major categories considered in pre-
ceding sections range over a wide front of
needed public services including such functions
defined by the Census as "public safety," "sanita-
tion," "health and hospitals," "general control"
and several other categories. The principal of
these are best reviewed in later chapters. In this
section it is sufficient to point to only one of
these or the State eleemosynary and penal in-
stitutions, the fiscal importance of which is
shown in Table 3.22.

Table 3' 
22

.-:- 
Operating and Capital Expenditures of State
Eleemosynary and Penal Institutions in

Colorado, 1946-1956
Current Dollars 1956 Dollars.

Total Total
Year (thousands) Per Capitab (thousands) Per Capitab

A. Combined Operating and Capital Expenditures
1948 $ 6,395 $5.06 $ 8,458 $6.70
1949 8,204 6.34 10,586 8.18
1950 9,038 6.77 11,498 8.61
1951 11,872 9.00 14,000 10.61
1952 11,927 8.72 13,386 9.78
1953 10,864 7.57 11,835 8.25
1954 11,967 8.02 12,771 8.55
1955 14,308 9.25 14,950 9.67
1956 14,594 9.05 14,594 9.05
Increase

1948-1956 128% 79% 72% 35.7
1950-1956 61% 34% 27% 54

B. Operating Expenditures
1948 $ 5,979 54.73 $ 7,908 $6.26
1949 7,222 5.58 9,319 7.20
1950 7,452 5.58 9,481 7.10
1951 8,372 6.35 9,873 7.49
1952 9,090 6.64 10,202 7.45
1953 9,603 6.69 10,461 7.29
1954 10,778 7.22 11,502 7.70
1955 11,638 7.52 12,160 7.86
1956 12,775 7.92 12,775 7.92
Increase

1948-1956 114% 67% 61% 267
1950-1956 71% 42% 35% 114

C. Capital Expenditures
1948 $ 416 $ .33 $ 550 $ .44
1949 982 .76 1,267 .98
1950 1,586 1.19 2,017 1.51
1951 3,500 2.65 4,127 3.12
1952 2,837 2.08 3,184 2.33
1953 1,261 .88 1,374 .96
1954 1,189 .80 1,269 .85
1955 2,670 1.73 2,790 1.81
1956 1,819 1.13 1,819 1.13

Increase
1948-1956 337% 242% 230 7 157 7
1950-1956 15% -5% -10% -25%

• Based on 1956 index of state and local costa.

b Based on U. S. Department of Commerce estimated population as of
July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: State of Colorado, Division of Accounts and Control, Annual
Reports.

As observed, the aggregate trend from 1948
for these institutions has advanced steadily up-
ward coincident with an increase of over 1,000
in the number of inmates (Table 3.23) . It is
noteworthy, however, that per capita costs since
1950 have remained about the same. If adjusted
for price change, the gain in "real" per capita
cost is only 5 percent, a fact that suggests un-
derdevelopment in this vital area of public
service.

Table 3.23

Number of Inmates of State Institutions in
Colorado, 1948 and 1956

Institution 1948 1956
Colorado State Hospital 4,753 5,626
Colorado State Penitentiary 1,238 1,475
Colorado State Reformatory 219 256
School for Deaf and Blind 194 171
Individual School for Boys 138 223
State Training School for Girls 129 102
Monte Vista Golden Age Center 167 55
State Children's Home 278 218
State Home and Training School Grand Junction 473 569
State Home and Training School Ridge 335 519

Total 7,924 9,214

Source: State of Colorado, Division of Accounts and Control, Annual
Reports, 1949 and 1957.

Conclusion

Throughout preceding analysis the emphasis
has centered on dollar amounts spent by state
and local government for the various general
purposes described. Although in certain cases
services provided by government, which as a
counterpart of expenditures, were broadly
identified, no attempt was made to judge the
wisdom of expenditures either in purpose or
in amount nor to evaluate in any definitive
manner the relationship of costs to values
received.

This apparent neglect of the popular issue of
"economy in government" can be explained on
grounds that the public wants what it wants,
and no criterion exists for judging what it
should want. Similarly, there is presently little
to go by for expertly judging government per-
formance and isolating the dollars that were
"wasted" or "saved," as the case might be.
Without minimizing the importance of these
factors it is, nevertheless, well to recognize that
in amounts of dollars spent it is, after all, the
judgment of the public in respect to what it
wants and how much, and when that matters
most.

In the absence then of such criteria, expendi-
ture comparisons were made with other states
which were reasonably similar in economic
circumstance and cultural setting.

Comparatively, Colorado's aggregate per
capita expenditures were found to be higher
than the average of the eleven Western States
as well as that for the country as a whole. In
detail, Colorado's old-age pension payments
were much above the average both in the West
and for the nation-a fact which accounted for
its comparatively high over-all per capita out-
lay. Relative to the West also, Colorado spent
more on a per capita basis than the average for
"public safety," "sanitation" and "health and
hospitals" but slightly less than the general
average for "education," "highways" and "other"
purposes. In all cases, Colorado averages ex-
ceeded those for the nation.
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From this can it then be said that Colorado's
expenditures are "too high" or "too low" in this
or that, but above all much too high in its pen-
sion payments? Again, the answer must be that
no simple criterion exists, even by comparative
state analysis, for determining how much gov-
ernment should spend and for what.

Comparative analysis makes it eminently
clear in any event that Colorado has recognized
that more than a bare minimum of educational
services, welfare, highways and all the other
functional areas of government service is needed
to achieve the kind of society in which its citi-
zens wish to live.

On the other hand, it is equally clear that all
these things must be paid for and how they are

paid for becomes vastly important. Depending
upon the nature of the taxes used some groups
may receive most of the benefits while others
are required to pay the larger share of the taxes.
Up to a point this may be expected and may be
proper since the benefit principle is not the only
criterion by which a tax should be judged.
However, an inept system of financing public
needs, wherein the burden of the tax is unfairly
distributed, serves only to nullify the benefits
sought. It is in this sense that a review of the
structure of public expenditure becomes essen-
tial background for any definitive review and
appraisal of the parallel structure of taxes,
grants and borrowing.





CHAPTER IV

TAX REVENUES OF STATE AND LOCAL
GOVERNMENT

The purpose of this chapter is to show the
rate at which total taxes have changed in Colo-
rado and to indicate the kinds of taxes currently
used at each level of government in the State.'
As such, it is designed to provide a background
for subsequent appraisal of individual taxes
and the tax structure of the State as a whole.
In addition, comparisons are made with other
Western States and the forty-eight states for
purposes of noting such differences in tax policy
as may exist.
As an introduction to these analyses a review

of the historic development of taxation in Colo-
rado is presented.

Highlights of Tax Legislation

Colorado's present state and local tax struc-
ture is a product of nearly a hundred years of
legislative effort to adjust means to ends in the
face of continuous economic and social change
in which group pressures, frequently conflicting,
have been a part of it.
Since the turn of the century taxes have in-

creased twenty-three fold, or from nearly $12
million in 1902 to $276 million in 1956. In per
capita terms the increase over this period was
about eight fold, or from $21 to $171.2
This large change may be generally attributed

to greatly increased prices and living standards,
changes in technology, notably in highway
transportation and increased reliance on govern-
ment for such services as health, hospitals, wel-
fare and education. To these may be added the
urbanization movement which, at the local level,
has not only accelerated the expansion of public
services, but, with the increasing density of the
Population in metropolitan centers, has in-
creased unit costs as well.

State-Local Fiscal Relationships. The prop-
erty tax, based on "full cash value" of all classes
of property, has been the primary single rev-
enue source of combined state and local govern-
Ment in Colorado since statehood. However,
the state government has, over the years, gradu-
ally reduced its claims on the property base as

'Unless otherwise indicated, revenues considered in the chapterare exclusive of the so-called "nontax revenues" which include

grants.
such items as miscellaneous fees, licenses, charges and federal

'O. S. Bureau of the Census, Special Reports of the CensusOMea, Wealth, Debt and Taxation (Washington, D. C., 1907).

other new sources of revenue became available
to it. This has enabled the local governmental
units, whose tax powers and resources have
been neither as flexible nor as varied as that of
the State, to appropriate for their own use that
portion of the base vacated by state government.
Hence, much of the history of taxation in Colo-
rado concerns either the effort to increase the
productivity of the property base or the intro-
duction at the state level of new or "substitute"
taxes which served to relieve the pressure on
property as needs of local government increased
with growth. This plus added state concessions,
by tax sharing and federal grants directed to
local use, gradually evolved as the appropriate
pattern of state and local fiscal relationships.
In recent years, however, this arrangement

has been increasingly modified by the larger
cities whose budget problems have caused them,
where tax powers permitted, to invade the here-
tofore private tax preserves of the state govern-
ment notably in the fields of sales and liquor
taxation.

Early Developments. Initial effort via con-
stitutional action in 1876 to establish the revenue
system on property was beset by pressures of
factional interests seeking modifications of
general rule or special advantage through ex-
emptions of one sort or another. Thus the rail-
roads fearing unfair treatment beseeched the
Constitutional Convention that they be given
special consideration since their particular
situation was "unique." Recognition of the
merits of their appeal is evidenced by later
State Supreme Court ruling that railroad prop-
erty, by exceptional clauses, should be assessed
as a unit by the State Board of Equalization, a
body created by the Constitution to generally
oversee property tax administration for the
State as a whole.

The mining interests were also active at the
Convention. The results of their efforts saw the
passage of Section 3, Article 10 of the Constitu-
tion which provided that:

Mines and mining claims bearing gold, silver
and other precious metals (except the net
proceeds and surface improvement thereof)
shall be exempt from taxation for a period of
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ten years from the date of adoption of the
Constitution and thereafter may be taxed as
provided by law.3

Since the legislature failed to enact a net pro-
ceeds tax the mines were largely tax free during
this early period. Although Lake County at-
tempted to make such a levy the effort was
stopped by Supreme Court ruling.4

With the expiration of the mining exemption,
the farmers and town and city dwellers whose
position had not been as firmly advocated as a
cause for special dispensation insisted that an
ad valorem tax be imposed on the mines also.
The miners, conceding that continued tax ex-
emption might not be in the best interest of
either the industry or the State, opposed such
a tax but submitted as an alternative a "pro-
duction tax." In 1887 a compromise measure
was enacted by which mines were included
under the property tax with the added provision
that output exceeding $1,000 annually would
be assessed at one-fifth of gross proceeds.5

Earlier attempts by the state government to
secure revenues in addition to that from prop-
erty had resulted in the enactment by the
Fourth General Assembly in 1883 of a tax on
insurance companies at the rate of 2 percent
on the excess of premiums received over losses
and operating expenses. This rate was changed
to 2 percent gross in 1895 and this rate has re-
mained up to the present time.

As one result of the Panic of 1893, which
caused revenues for both the state and the local
governments to decline to the point of fiscal
embarrassment for all, a "Special Revenue Com-
mission" was established to conduct a complete
investigation of State finances. Its principal
recommendation to the Thirteenth General
Assembly in 1901 called for a reassessment of
property values on a more realistic basis than
then obtained. Subsequent action by the State
Board of Equalization, raising over-all assess-
ment from $217 million to $466 million wherein
railroad assessments were increased from $33
million to $122 million, brought immediate gen-
eral protest. Most vocal were the railroads who
refused to pay on the new assessment basis.
The State, lacking necessary backbone at the
time, settled on a compromise assessment figure
of $55 million.6

,General Laws of State of Colorado (Tribune Stream Printing
House: Denver, 1877), p. 58.

'Earl C. Crockett. Taxation in Colorado. Report No. 2, "Should
Colorado Adopt a Severance Tax?" (University of Colorado, No-
vember, 1946), pp. 15-18. See also Stanley v. the Little Pittsburgh

Mining Co., 6 Cob. 416.

'Laws of Colorado, 1887.

'James E. LeRossignol, Taxation in Colorado (Denver: Western
Newspaper Union, 1902), p. 38.

The Thirteenth General Assembly in its
search for further revenue enacted the first
State inheritance tax law which imposed a tax
on "transfers of property by inheritance through
will, gift or instrument." This tax was approved
by Governor Orman on April 5, 1901, but later
was declared unconstitutional by the State
Supreme Court. Re-enacted in March, 1902, with
subsequent amendments including a gift tax
adopted in 1937, this tax now constitutes a part
of the present revenue structure of the state
government.

Tax Commission Created in 1911. Continuing
after 1901 the feeling became more general that
earlier reassessment action taken had been in-
adequate, and that further upward revision was
needed not only on grounds that the "full value"
clause of the Constitution was being violated
but more because additional money was re-
quired to finance growing government. Under-
assessment was particularly apparent in the
case of banks, mines, manufacturing capital,
intangibles (including money, credit, accounts,
notes of special privilege, franchises, and bank
deposits) and personal property. Out of this
emerged the State Tax Commission created by
legislative act in 1911.

Definitively the purpose of the Commission
was to supervise the work of the county assess-
ors, equalize assessments between counties and
to assess public utilities and other corporations
having continuity of business in two or more
counties.

Commission decision in 1913 to enforce the
full cash value provision of the law resulted
in a three-fold increase in assessed values from
$422 million to $1,306 million. 7 Strenuous ob-
jections, this time not from the railroads as in
1901, but from Denver and Weld counties led
to their sponsorship of an initiated amendment
to abolish the Tax Commission, an approach
toward the solution of tax problems not uncom-
mon even today. Despite an independent report
by Dr. Murray Haig of Columbia University
which supported the reappraisal action, the
effort to eliminate the Commission was defeated
by only the narrowest of margins.

Motor Fuel Tax, 1919. An act providing for
a state motor fuel tax was first introduced in
1919 when a one-cent-per-gallon levy Was
placed on the sale of gasoline. The act called
for an even distribution of proceeds between
the State Highway Department and the counties.
In 1923 the tax was increased to two cents and
in 1927 to three cents. The change in the latter

'Colorado Tax Commission, Forty-Fifth Annual Report 
(Denver,

Colorado, 1956), p. 130.
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year was accompanied by a change in allocated
shares from 50 to 70 percent for state purposes
and 30 percent for the counties as a whole. In
1929 an additional tax of one cent a gallon was
imposed, and distribution changed to 70 percent
to the highway fund, 27 percent to the counties
and 3 percent to a special highway fund for
construction and maintenance. Subsequent high-
way needs caused the tax to be raised again in
1947, this time by two cents, thus reaching a
level of six cents per gallon, which is the cur-
rent rate.8

Tax Structure Change in the 1930's. The de-
pression years of the 1930's brought to the fore-
ground the need for alternative sources of
revenue as the property tax declined in pro-
ductivity in the face of increasing requirements
for funds to finance welfare at both state and
local government levels. The number of new
taxes that emerged, partly in response to de-
pression needs and partly because of other
circumstances, caused this period to be one of
the most notable in the entire revenue history
of the State.
In 1935 an emergency retail sales act passed

both houses and became effective March 1, 1935.
The revenues obtained were to go to the General
Fund, with the exception of $300,000 which was
earmarked for relief. Optimistically, the legis-
lature set June 30, 1937, or earlier if circum-
stances warranted, as the termination date of
the act. However, in November, 1936, an initi-
ated amendment known as the Old-Age Pension
Amendment" was adopted which froze 85 per-
cent of revenues from the sales tax for old-age
Pensions. Thus, what had originally been
regarded as a temporary measure became, to
all legal intent, a permanent addition to the
State's tax structure.
To prevent circumvention of the sales tax a

loophole in the law was closed with addition of
the "Use Tax" in 1937. This amended the law
by including a supplementary provision of a
2 percent tax on the retail price of tangible
Personal property purchased outside of Colo-
rado and brought into the State for storage,
use or consumption.
Another initiated amendment offered the

voters in the thirties was an income tax proposal
covering both personal and corporate income
Which was passed in 1936. A number of earlier
efforts to introduce an income tax had met with
Popular disapproval. As far back as 1912 the
Tax Commission had recommended a tax on
incomes modeled after the Wisconsin law
adopted in 1911. Thereafter interest in the
initiation of such a tax vacillated between the

°Session Laws of Colorado, 1919, 1923, 1927, 1929 and 1947.

republic and democratic administrations. In
1922, the Colorado State Tax Revenue Com-
mittee was formed to sponsor an income tax
amendment to the Constitution. The measure
which it proposed was defeated, however, in
the November, 1922 election. A decade later
three other attempts were similarly voted down.
In 1935 the legislature passed a graduated in-
come tax bill only to have Governor Johnson
veto it on the grounds of unconstitutionality
and the House did not overrule his veto.
The 1936 Act as passed, and as it applied to

personal income, was extremely mild, especially
as it affected the low income groups, or those
with an income under $2,000. Post World War II
saw an upward adjustment of the tax, a prin-
cipal change being the enlargement of the base
to include persons with an income of $1,000 and
with the rate fixed at 1 percent. In addition,
the rate applicable to the middle income group
from $3,000 to $6,000 was increased. Tax brack-
ets were realigned in multiples of odd numbers,
rather than by even numbers which had existed.
This had the effect of bringing a greater number
of taxpayers into the higher rate brackets.
The tax on corporate incomes was originally

fixed at 4 percent, excepting financial institu-
tions which were subject to a 6 percent rate.
In 1947 the rate on non-financial corporations
was raised to 5 percent while that of the finan-
cial corporations remained unchanged.
The 1930's, which saw prohibition's demise,

opened the liquor field for a variety of state
imposts. Colorado made its first move in this
direction in 1935 by introducing at the state
level a series of taxes and license charges on
the manufacture, sale and distribution of beer
and later on all classes of fermented beverages
including fermented malt beverages.

Finally, in the 1930's, also, an initiated amend-
ment to the Constitution instituted a "specific
ownership tax" on classified motor vehicles.
In effect this tax was designed to replace the
existing general property tax on such vehicles.

Postwar Developments. An outstanding de-
velopment in the postwar period was the Re-
appraisal Act of 1947 designed to establish a
common basis for the assessment of properties.
Because of wartime and postwar inflation origi-
nal standards has become uncertain in applica-
tion with the result that valuations had gotten
out of line. In cases, also, they were grossly in-
equitable as between individual properties. The
new basis of valuation decided upon, and as it
is currently applied, was 1941 reproduction cost
less depreciation from date of construction.
Of the new taxes introduced since the war

all have been highly controversial in nature.
In November, 1948, the voters went to the polls
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and approved a pari-mutuel tax. Historically,
racing had been and continues to be a gambling
enterprise, however, in 1948, for the first time,
it received legal sanction in the State. A 1 per-
cent tax on winnings was proposed but repealed.
Breakage was retained by the State until 1954
when the State Supreme Court ruled against
it. It now reverts to the Racing Commission
established to administer the act. Total revenues
from this tax currently amount to slightly over
$2 million.

An income tax on oil production, really a
severance tax, passed in 1953 drew much opposi-
tion from oil producers and is still subject to
question on legal grounds. The tax is levied by
the State on gross income on a graduated scale
from 2 percent under $25,000 to 5 percent on
amounts over $300,000. Credits against the tax
are computed on the basis of ad valorem taxes
levied on oil production by all units of govern-
ment using the property tax.

The so-called "Ton Mile Tax" adopted by
state government in 1954 also drew much
opposition, in this case from the trucking in-
terests which were most affected. As a replace-
ment of existing taxes, the new rates were
determined by weight classifications and, in
consequence, trucks became subject to a higher
tax than had formerly obtained.

Finally, the increased pressure on municipal
budgets has forced most of the larger cities
and towns in the State to add new taxes to
their revenue structures, which traditionally

have been limited almost exclusively to the
property tax. In this effort Denver led the way
by introducing in 1947 on a temporary basis
and, in 1948, on a permanent basis, a tax on
retail sales. Denver was followed by Pueblo in
1955. In addition to a general retail sales tax,
presently limited to these two cities, a series
of "occupation" taxes have been quite widely
introduced. These cover varying subjects, prin-
cipal of which are liquor, cigarettes and busi-
ness units as such.

From a frontier mining community to the
highly industrialized society of today, Colorado
has many times been in the throes of a "financial
dilemma."

Until the first quarter of the 20th century
the general property tax was the prime source
of revenue. Thenceforward, part of the revenue
was conditioned by the automobile and sub-
sequent revenue derived from a mobile popula-
tion. Until this time, desultory revenue legisla-
tion had not come to grips with the real problem
of effective taxation.

The depression years of the 1930's brought
into focus the need for alternative sources of
revenue which resulted in a myriad of state
administered taxes which remain today. Post
World War II saw further additions at both
the state and local levels as population growth
and inflation created new financial needs that
had to be met at the time.

Table 4.1

Total Tax Revenues by Levels of Government in Colorado, 1940-1956

Year Total State

Amount (thousands)
School

County districts
Munici-
palities Total State

Percent

County
School
districts

Munici-
palities

1940 $ 72,131 $ 32,874 $ 7,821 819,385 $12,051 100.00 45.58 10.84 26.87 16.71
1941 75,039 35,397 7,509 19,422 12,711 100.00 47.17 10.00 25.88 16.95
1942 77,208 37,274 7,697 19,661 12,576 100.00 48.28 9.97 25.46 16.29
1943 78,862 39,758 7,261 19,903 11,940 100.00 50.41 9.21 25.24 15.14
1944 80,537 40,092 7,122 20,309 13,014 100.00 49.78 8.84 25.22 16.16
1945 82,880 40,984 7,076 20,643 14,177 100.00 49.45 8.54 24.91 17.10
1946 95,133 48,986 7,765 22,660 15,722 100.00 51.49 8.16 23.82 16.53
1947 111,523 58,641 8,906 25,828 18,148 100.00 52.58 7.99 23.18 16.25
1948 139,380 73,612 10,848 30,564 24,356 100.00 52.81 7.78 21.93 17.48
1949 155,598 81,400 12,221 35,508 26,469 100.00 52.31 7.85 22.82 17.02
1950 168,256 85,654 14,861 39,356 28,385 100.00 50.91 8.83 23.39 16.87
1951 182,768 96,109 15,114 42,027 29,518 100.00 52.59 8.27 22.99 16.15
1952 196,471 101,593 16,603 48,015 30,260 100.00 51.71 8.45 24.44 15.40
1953 210,399 106,689 16,821 54,521 32,368 100.00 50.70 7.99 25.92 15.39
1954 222,992 110,098 18,024 60,544 34,326 100.00 49.37 8.08 27.15 15.40
1955 249,849 125,178 19,600 68,444 36,627 100.00 50.10 7.84 27.39 14.67
1956 275,843 138,927 21,034 74,751 41,131 100.00 50.36 7.63 27.10 14.91
Increase
1940-1956 282% 323% 169% 286% 241% -- -- -- --
1946-1956 190% 184% 171% 230% 162% -- -- -- -- --
1950-1956 63% 62% 42% 90% 45% -- -- -- -- --

Source: Data for the "State" for 1940-1949 taken from State of Colorado, Biennial Reports of the Auditor of the State; 1950-1956 data from State of Colo"
rado, Division of Accounts and Control, Annual Reports; "County and School District" data are derived from property tax levies reported by
the State Tax Commission; data for the cities of Colorado Springs, Pueblo and Denver are from individual audit reports, while for other cities
the data are derived from property tax levies reported by the Tax Commission from 1940-1956 to which were added for "other taxes" 20 per-
cent of property taxes from 1940-1946; 32 percent of property taxes from 1947-1949; and 36 percent of property taxes from 1940 to 1956. The
estimates of the relationship of "other taxes" to property taxes were based on a review of individual audit reports of a representative sample
of cities.
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Tax Revenue Trends, 1940-1956

As will be seen by reference to Table 4.1
combined state and local taxes increased from
a level of $72 million in 1940 to a total of approx-
imately $276 million in 1956. This represents
a gain over a fifteen-year period of more than
$200 million, or at the rate of 282 percent. For
this period also, state government, which in
1956 accounted for one-half of combined state
and local taxes, set the pace by increasing its
tax revenue at the rate of 323 percent, followed
in order by the school districts which gained at
the rate of 286 percent, the municipalities, 241
percent and the counties, 169 percent. For all
jurisdictions taxes in 1956 were nearly four
times what they were in 1940 and three times
their corresponding total in 1946.

Since 1946 school district taxes have increased
at a faster rate than that for any of the other
units of government including the state govern-
ment itself. This holds also for the more recent
period since 1950.

State and Local Taxes The rapid increase in
aggregate taxes suggests a corresponding in-
crease in tax pressure on the individual citizen.
A frequently used device for measuring the so

Table 4.2

Total and Per Capita Tax Revenues of State
and Local Government in Colorado

1940-1956

Year

Current Dollars
Total tax
revenues

(thousands) Per Capita b

1956 Dollars
Total tax
revenues

(thousands) Per Capita b

1940 $ 72,131 $ 63.83 $140,060 $123.95
1941 75,039 66.76 138,704 123.40
1942 77,208 68.14 128,680 113.57
1943 78,862 68.52 123,802 107.56
1944 80,537 71.65 124,478 110.74
1945 82,880 74.47 125,386 112.48
1946 95,133 79.54 132,497 110.78
1947 111,523 90.15 135,550 109.67
1948 139,380 110.36 157,492 124.70
1949 155,598 120.15 177,622 137.16
1950 168,256 126.03 190,120 142.41
1951 182,768 138.57 191,381 145.10
1952 196,471 143.62 201,302 147.00
1953 210,399 146.53 213,614 148.91
1954 222,992 149.46 225,701 151.27
1955 249,849 161.50 253,653 163.96
1956 275,843 171.12 275,843 171.12

Increase
1940-1956 282% 168% 97% 38%
1946-1956 190% 115% 108% 54%
1950-1956 64% 36% 45% 20%

n Based upon the 1956 Consumer Price Index.
b Rased on U. S. Department of Commerce estimated population as of
July 1 of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: Adapted from State of Colorado, Biennial Reports of the Auditor
of the State; State of Colorado, Division of Accounts and Con-
trol, Annual Reports; property tax levies reported by the State
Tax Commission; audit reports of individual cities; and adjust-
ments made for "other taxes" for cities other than Denver,
Colorado Springs, and Pueblo as follows: 20 percent of property
taxes from 1940-1946; 32 percent of property taxes from 1947-
1949; and 36 percent of property taxes from 1950-1956. The
estimates of the relationship of "other taxes" to property
taxes were based on a review of individual audit reports of a
representative sample of cities.

called "tax burden" is to divide total taxes by
the population thus arriving at a per capita
figure. As noted in Table 4.2, combined state and
local taxes in 1956, on a per capita basis, were
168 percent greater than in the prewar year of
1940. However, if adjustment is also made for
price inflation, that is if per capita taxes are
expressed in uniform purchasing power dollars,
the 1956 burden was 38 percent greater than in
the prewar year of 1940.

Although taxpayer interest is in current dollar
payments it is in uniform dollar terms that
tax burden comparisons over time can have any
meaning at all. This being so, it can be con-
cluded that a fifteen-year tax increase of 38 per-
cent for combined state and local government
could hardly be regarded as being out of line
with the marked increase of living standards
experienced over the same period of time.

Further perspective on the tax burden may
be had by comparing tax collections with per-
sonal incomes. Table 4.3 reveals that in 1956
state and local taxes took 9.1 percent of personal
incomes. While this ratio is somewhat above
the level that has obtained during most of the
postwar years, it is substantially under its
corresponding ratio of 11.7 percent reported
in 1940.

Table 4.3

Total Tax Revenues of State and Local
Government and Personal Incomes in

Colorado, 1940-1956

Year

Total tax
revenues-

state and local
govt. taxes
(thousands)

Personal
income

(thousands)

Total tax
revenues-

state and local
gov't. as percent
of personal income

1940 $ 72,131 $ 617,000 11.7
1941 75,039 728,000 10.3
1942 77,208 1,010,000 7.6
1943 78,862 1,185,000 6.7
1944 80,537 1,195,000 6.7
1945 82,880 1,317,000 6.3
1946 95,133 1,429,000 6.7
1947 111,523 1,654,000 6.7
1948 139,380 1,760,000 7.9
1949 155,598 1,794,000 8.7
1950 168,256 1,930,000 8.7
1951 182,768 2,284,000 8.0
1952 196,471 2,468,000 8.0
1953 210,399 2,492,000 8.4
1954 222,992 2,543,000 8.8
1955 249,849 2,783,000 8.9
1956 275,843 3,045,000 9.1

Source: Total Tax Revenue derived from State of Colorado, Biennial
Reports of the Auditor of the State; State of Colorado, Division
of Accounts and Control, Annual Reports; property tax levies
reported by the State Tax Commission; audit reports of indi-
vidual cities; and adjustments made for "other taxes" for
cities other than Denver, Colorado Springs, and Pueblo as
follows: 20 percent of property taxes from 1940-1946; 32 per-
cent of property taxes from 1947-1949; and 36 percent of prop-
erty taxes from 1950 to 1956; and personal income taken from
U. S. Department of Commerce, Survey of Current Business,
annual articles.
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Federal, State and Local Taxes Combined.
To observe that the Colorado taxpayer has ex-
perienced only a modest "real" increase in his
state and local taxes is not enough however.
State and local tax policy is importantly in-
fluenced by how the taxpayer feels about his
total tax bill-federal, state and local.
An examination of Table 4.4 shows that when

federal taxes are included, the per capita and
price adjusted tax burden in 1956 instead of
being only 38 percent greater than in 1940 was
in fact 176 percent greater. Stated in different
terms, the average per-person tax bill (federal,
state and local) in 1956 amounting to $512.38
was approximately 2.76 times greater than in
1940. It was also about one-third again as large
as in 1946 and slightly more than that when
compared with the corresponding figure for
1950.
The impact of the addition of federal taxes is

similarly noted when over-all taxes are related
to personal incomes. As earlier indicated, state
and local taxes took about 9 percent out of per-
sonal incomes in 1946. However, with the addi-
tion of federal taxes, the ratio is increased to
27.51 percent, which may be compared with cor-
responding ratios of 17.51 percent in 1940, 22.69
percent in 1946, and 22.84 percent in 1950. (See
also Chart 4.1.)

State Comparisons. Any discussion of tax
burdens invariably introduces the question as to
how much more, or less, taxes are at home than
they are some place else. Usually the conclusion
is reached that they are most oppressive in the
discussants' own locality. The conclusion, right
or wrong, cannot be challenged ordinarily since
facts used for comparison are limited and diffi-
cult to interpret in any event. The last, which
applies not only to inter-area comparison but to
intra-area analysis as well, stems mostly from
the fact that since tax burden measures, such as
per capita totals or ratios of taxes to income, are
averages they cannot of themselves disclose
how taxes or incomes are distributed between
persons or groups of persons, nor can they iden-
tify the values received in exchange for taxes
paid.
With these limitations in mind, an effort to

compare Colorado's "tax burden" (exclusive of
federal taxes) with other Western States and
the United States, has been attempted with re-
sults presented in Table 4.5. For purposes of
analysis the comparative years selected are 1942
and 1953, the latter being the latest date for
which official data are available.
An examination of this table shows that per

capita taxes more than doubled for all Western
States and nearly doubled for the nation be-

Table 4.4

Total Federal, State and Local Tax Revenue, Per Capitaa and as a Percent
of Personal Income in Colorado, 1940-1956

Year

Total tax revenues
(thousands)

State
Total Federal and local

Per capita tax revenues in
1956 dollars b

State
Total Federal and local

Total tax revenues as a
percent of personal income

State
Total Federal and local

1940 $108,051 $ 35,920 $ 72,131 $185.67 $ 61.72 $123.95 17.51 5.82 11.69
1941 116,581 41,542 75,039 191.72 68.32 123.40 16.02 5.71 10.31
1942 144,949 67,741 77,208 213.22 99.65 113.57 14.35 6.71 7.64
1943 196,424 117,562 78,862 267.88 160.32 107.56 16.57 9.92 6.65
1944 295,114 214,577 80,537 405.79 295.05 110.74 24.70 17.96 6.74
1945 309,827 226,947 82,880 420.95 308.47 112.48 23.52 17.23 6.29
1946 338,374 243,241 95,133 394.03 283.25 110.78 23.68 17.02 6.66
1947 375,402 263,879 111,523 369.39 259.72 109.67 22.69 15.95 6.74
1948 431,229 291,849 139,380 385.81 261.11 124.70 24.50 16.58 7.92
1949 432,580 276,982 155,598 381.33 244.17 137.16 24.11 15.44 8.67
1950 440,762 272,506 168,256 373.05 230.64 142.41 22.84 14.12 8.72
1951 536,617 353,849 182,768 426.01 280.91 145.10 23.49 15.49 8.00
1952 657,146 460,675 196,471 492.03 345.03 147.00 26.62 18.66 7.96
1953 718,830 508,431 210,399 508.36 359.45 148.91 28.84 20.40 8.44
1954 739,342 516,350 222,992 501.54 350.27 151.27 29.15 20.36 8.79
1955 729,358 479,509 249,849 478.64 314.68 163.96 26.47 17.40 8.91
1956 825,949 550,106 275,843 512.38 341.26 171.12 27.51 18.32 9.06
Increase

1940-1956 664% 1,431% 282% 176% 453% 38% 57% 215% -21%1946-1956 144% 126% 190% 30% 20% 54% 16% 8g 38%1950-1956 87% 102% 63% 37% 50% 20% 20% 307o 54,
• Based on U. S. Department of Commerce estimated population as of July 1 of each year as presented in annual editions of the Statistical Abstract ofthe United States.
e Based upon the 1956 Consumer Price Index.

Source: Federal tax data taken from Colorado State Planning Commission, Colorado Year Book, biennial reports; state and local data derived from Stateof Colorado, Biennial Reports of the Auditor of the State; State of Colorado, Division of Accounts and Control, Annual Reports; property taxlevies reported by the State Tax Commission; audit reports of individual cities; and adjustments made for "other taxes" for cities other thanDenver, Colorado Springs, and Pueblo as follows: 20 percent of property taxes from 1940-1946; 32 percent of property taxes from 1947-1949;and 38 percent of property taxes from 1950 to 1956.



tween 1942 and 1953. For 1953 in the Western
States only, per capita taxes ranged from a low
of $118.33 in New Mexico to a high of $180.24 in
Nevada. Colorado's tax of $154.22 was slightly
over the median average which, in rank order,
placed it in 5th position in the eleven-state ar-
ray. Colorado ranked in 8th position relative to
the 48 states, being preceded in the West by
Nevada, California, Wyoming and Washington.
Among the latter, Nevada ranked 2nd, Califor-
nia 3rd, Wyoming 5th and Washington 6th in the
48-state comparison.

Colorado's relative position twelve years ear-
lier, or in 1942, was much the same as in 1953.
Its per capita total of $68.97 placed it in 5th
position in the West and 14th in the nation.
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Turning next to the relationship of taxes to
personal income it will be further observed
that in relation to income, taxes were propor-
tionately greater in 1953 than in 1942 for all
Western States excepting Montana. The ratio
of taxes to income in 1953 was also higher than
in 1942 for the nation as a whole.

For 1953 in the Western States only the ratio
of taxes to personal incomes ranged from a low
of 7.53 percent in Montana to a high of 9.17 per-
cent in Idaho. Colorado's ratio of 8.39 percent
was second highest of the eleven Western
States. This placed Colorado also in 12th leading
position among the 48 states in the nation. In
1942, Colorado's relative position was almost the
same as in 1953 ranking 3rd high in the West
and 14th in the nation.

TOTAL TAX REVENUES BY LEVELS OF GOVERNMENT
COLORADO, 1940 - 1956

1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

TAIL

1950 1951 1952 1953 1954 1955 1956

SOURCE; Adapted from State of Colorado, Biennial Reports of the Auditor of the State,
Division of Accounts and Control; Audit Reports of Individual Cities

CHART 4.1
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Table 4.5

Total State and Local Tax Revenues: Per
Capita and as a Percent of Personal Income
Eleven Western States, 1942 and 1953

State and
year

Colorado

Per capita.
State and local taxes

Rank
in 11 Ran

Per capita Western in 4 8
amount States stat es

State and local taxes as a
percent of personal income b

Rank
in 11 Rank

Western in 48
Percent States states

1942 $ 68.97 5 14 7.74 3 14
1953 154.22 5 8 8.89 2 12

Utah
1942 63.75 7 21 7.16 4 19
1953 126.52 10 29 8.28 6 22

Idaho
1942 60.96 10 27 6.74 6 26
1953 136.32 7 19 9.17 1 9

Montana
1942 77.65 2 6 8.66 1 6
1953 134.50 9 24 7.53 11 31

Wyoming
1942 63.23 8 25 6.70 7 27
1953 161.96 3 5 8.71 3 16

New Mexico
1942 50.30 11 35 8.01 2 11
1953 118.33 11 32 8.49 4 19

Arizona
1942 63.54 9 23 7.07 5 20
1953 134.75 8 23 8.37 5 21

Nevada
1942 77.43 3 7 5.01 11 45
1953 180.24 1 2 7.65 10 30

Washington
1942 70.15 4 13 5.83 10 39
1953 156.04 4 6 7.92 9 26

Oregon
1942 67.48 6 16 5.92 9 36
1953 148.70 6 11 8.21 7 23

California
1942 85.07 1 3 6.64 8 28
1953 179.34 2 3 8.17 8 24

11-8tate average
1942 63.85 6.86
1953 145.94 8.31

United States
1942 64.11 7.07
1953 132.07 7.43

• Based on U. S. Department of Commerce estimated population as of
July 1, of each year as presented in annual editions of the Statistical
Abstract of the United States.

b Personal income data taken from U. S. Department of Commerce,
Survey of Current Business.

Source: Derived from U. S. Bureau of the Census, State Finances; 1942,
Vol. 3, "Statistical Compendium;" U. S. Bureau of the Census,
Government Finances in the United States: 1942; U. S. Bureau
of the Census, State and Local Government Revenue in 1953;
and U. S. Bureau of the Census, Compendium of State Govern-
ment Finances in 1953.

The Tax Structure

Tables 4.6 and 4.7 present an over-all view,
as of 1956, of the various types of taxes and their
relative importance in providing revenue for
each of the various units of government in Colo-
rado including federal taxation in the State.
From the standpoint of the tax-paying public the
manner by which revenues are raised, which
suggests their incidence, may be more important
than the aggregate amount of taxes paid. As
such, a review of the "tax structure" is an essen-
tial complement to any analysis and interpreta-
tion of the average "tax burden" as measured in
the preceding section.

State and Local Tax Structure. As will be
seen from Table 4.6 the combined state and local
tax structure (but excluding at this point the
federal levies in the State) rests heavily upon
the general property tax base which, in 1956,
accounted for 48.66 percent of total state and
local tax revenues. Next in importance were the
various taxes based on expenditures or con-
sumption (including the highway user group) ,
which accounted for 38.32 percent, while income
(corporate and individual) and "all other" taxes
accounted for the remainder or 9.44 percent and
3.58 percent, respectively, of aggregate state and
local tax revenues.

Table 4.6

Total Tax Revenues of Federal, State and Local
Government by Types of Taxes in Colorado

1956

--Amount (thousands)-
State &

 Percent
State &

Type of Tax Total Federal local Total Federal local

Income $505,607$479,563$ 26,044 61.22 87.18 9.44
Corporate 133,576 129,409 4,167 16.17 23.53 1.51
Individual 372,031 350,154 21,877 45.05 63.65 7.93

Property 134,228 0 134,228 16.25 0.00 48.66
Sales & excises 112,038 50,478 61,560 13.56 9.18 22.32

Retail 45,941 0 45,941 5.56 0.00 16.66
Liquor 16,934 11,604 5,330 2.05 2.11 1.93
Franchise &

utilities 3,179 0 3,179 0.38 0.00 1.15
Insurance 3,594 0 3,594 0.44 0.00 1.30
Amusements 4,932 2,889 2,043 0.60 0.53 0.74
Sugar (tariff) 9,519 9,519 0 1.15 1.73 0.00
Transportation 7,039 7,039 0 0.85 1.28 0.00
Communication 16,035 16,035 0 1.94 2.91 0.00
Other 4,865 3,392 1,473 0.59 0.62 0.54

Highway user 50,653 6,521 44,132 6.13 1.19 16.00
Motor fuel &

license 45,030 2,065 42,965 5.45 0.38 15.58
Other 5,623 4,456 1,167 0.68 0.81 0.42

Inheritance, gift 10,746 6,744 4,002 1.30 1.22 1.45

Gross income (oil) 3,346 0 3,346 0.41 0.00 1.21

Employment ins. 6,782 6,782 0 0.82 1.23 0.00

Unclassified 2,549 18 2,531 0.31 0.00. 0.92

Total 825,949 550,106 275,843 100.00 100.00 100.00

• Less than 3. percent.

Source: Federal data taken from Colorado State Planning Commission;
Colorado Year Book, 1956-1958; State and local data derived
from State of Colorado, Biennial Report of the Auditor; State
of Colorado, Division of Accounts and Control, Annual Reports;
Property tax levies reported by State Tax Commission; in-
dividual audit reports of Denver, Colorado Springs and Pueblo;
adjustments made for other cities by taking 36% of property
taxes. The estimates of the relationship of "other taxes" to
property taxes were based on a review of individual audit
reports of a representative sample of cities and Colorado Year
Book, 1956-1958.

Although the individual parts-state, county,
school districts and municipal government-
make up the whole, the individual tax struc-
tures of these units differ in marked degree.
Thus, for 1956, as noted in Table 4.7, state gov-
ernment obtained only 7.68 percent of its total
tax revenues from the general property tax, but
67.81 percent from its consumption taxes, in-
cluding the highway user group, and 18.75 per-
cent from the income tax. On the other hand,
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the counties and the school districts derived
their entire tax revenue from general property
while the municipalities obtained 68.66 percent
from this source.

Historically, and as earlier noted, the reasons
for these variations have grown from the fact
the state government with its greater legal
power to enact tax legislation has increasingly
reduced its claims upon the property base in
favor of local government while substituting
therefor other taxes, notably on consumption
and income.

The complex of these arrangements, in which
property and consumption expenditures are the
primary bases of revenue support, has resulted
in a tax system which is essentially regressive.
In other words, on the whole, state and local
taxes tend to weigh more heavily on the lower
income groups than the other way around.

Federal, State and Local Tax Structure. For
perspective it is again necessary to include fed-
eral taxes. When this is done as shown in Tables
4.6 and 4.7, the over-all structure is basically
progressive in its make up in which the income
tax stands out as a principal feature. In other
words, on this broader basis the tax system in
Colorado conforms in larger degree to the prin-
ciple of tax paying capacity than might other-
wise be recognized. As noted in Table 4.7, par-
ticularly, the income tax-federal and state-
accounted in 1956 for 61.22 percent of aggregate
federal, state and local taxes. On the other hand,
consumption taxes comprised 19.69 percent of
the total, while property taxes and "all other"
taxes accounted for the remainder or 16.25 per-
cent and 2.84 percent, respectively.

Combining tax structures of state, local and
federal government to show balance or inbal-
ance can be pushed too far however. The fact
that federal taxes are, in the main, progressive,
does not remove the influence of the regressive

element in the structure. Hence the consider-
able reliance of state and local government on
property and consumption taxes is a matter that
cannot be ignored in any event.

The rationale of federal-state relationships in
tax policy is in some respects much the same as
that applicable to established state and local
arrangements. Income taxes had their origin at
the federal level and by inference states were
presumed to be adequately taken care of by the
property tax. Moreover, because of the "uni-
formity rule"8 federal government could not tax
general property anyway. However, greatly en-
larged revenue needs of both state and local
governments resulted in the invasion of the in-
come base by state governments which to all
intent and purposes promises to be a continuous
one on an increasing scale. The effect has been
to cause a more equal distribution of the state
and local burden by relieving the pressure in-
duced by other less desirable forms of taxation.

Tax Structure-State Comparisons

A comparative picture of state and local tax
revenues in Colorado and its ten neighboring
Western States is presented in Tables 4.8 - 4.13.
Tables 4.8 and 4.9 show the combined revenue
systems of state and local government for the
years 1942 and 1953. The latter year is the latest
for which complete Census data are available
since 1932.

Tables 4.10 and 4.11 include revenue data ap-
plicable to state government only, and cover the
years 1942, 1953 and 1956. The concluding tab-
ulations found in Tables 4.12 and 4.13 apply to
local governments and include data for the
years 1942 and 1953, the last year being the
latest for which data for this particular analysis
are available.

°William J. Schultz, American Public Finance (New York:
Prentice-Hall, Inc., 1942), P. 369.

Table 4.7

Percentage Distribution of Tax Revenues by Level of Government and by
Major Types of Taxes in Colorado, 1956

Major type of tax
Federal,

state and local Federal
State

and local State County
School
districts Municipalities

Income 61.22 87.18 9.44 18.75 0.00 0.00 0.00
Personal 45.05 63.65 7.93 15.73 0.00 0.00 0.00
Corporate 16.17 25.53 1.51 3.02 0.00 0.00 0.00

Consumption 19.69 10.37 38.32 67.81 0.00 0.00 28.40
Retail sales 5.56 0.00 16.66 29.13 0.00 0.00 13.53
Highway user 6.13 1.19 16.00 30.93 0.00 0.00 2.88
All other 8.00 9.18 5.66 7.75 0.00 0.00 11.99

Property 16.25 0.00 48.66 7.68 100.00 100.00 68.66
All other 2.84 2.45 3.58 5.76 0.00 0.00 2.94

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Federal data taken from Colorado State Planning Commission; Colorado Year Book, 1956-1958; State and local data derived from State of Colo-
rado, Biennial Report of the Auditor; State of Colorado, Division of Accounts and Control, Annual Report; Property tax levies reported by State
Tax Commission; individual audit reports of Denver, Colorado Springs and Pueblo; and adjustments made for other cities by taking 36 percent
of property taxes. The estimates of the relationship of "other taxes" to property taxes were based on a review of individual audit reports of a
representative sample of cities and Colorado Year Book, 1956-1958.
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For each of the states, comparisons are made
with the eleven-Western State average (arith-
metic mean and the median) and with the gen-
eral average for the country as a whole. The
analysis is designed primarily to point out such
state differences as well as similarities as exist
both in kinds of taxes in use, their productivity
and the relative degree in which they are used.

State and Local Governments. The combined
tax structures of state and local governments
generally reveal a fairly close similarity be-
tween the states in major types of taxes used
although there are a number of important ex-
ceptions as noted in Table 4.8. Taking 1953 as a
year of reference, it will be observed that in all
the states in the West general property is taxed,
as well as motor fuel including motor vehicle
licenses. Also, taxes are levied in all the states
on liquor, insurance premiums, and, with the
exception of Nevada, also inheritance. In addi-
tion, all the states have an income tax (at the

state level) covering both individuals and corp-
orations, excepting Wyoming, Nevada and
Washington. Similarly, all the states employ the
general sales tax excepting Idaho, Montana,
Nevadal° and Oregon.

With the exception of Colorado, Oregon and
California, all states have a special state gov-
ernment tax on tobacco. However, California
includes tobacco in its general retail sales tax
base and Colorado taxes tobacco at the munici-
pal level in certain cases. The failure of the
Census data to include this latter item may be
attributed in part to the relatively minor im-
portance of this revenue source in the over-all
state-local revenue structure. Of the two re-
maining listed tax groups, namely, the sever-
ance tax and pari-mutuel, the first is found in
all the states excepting Wyoming, Arizona and

"However, since 1953 Nevada has adopted a state retail sales
tax. (See Tables 4.10 and 4.11.)

Table 4.8

Per Capitaa State and Local Tax Revenues, Eleven Western States, 1942 and 1953
(Rank order of states appears in parenthesis)

Taxes

General property

Colorado Utah Idaho Montana Wyoming

1942 $37.90(5) 834.15(7) 838.09(4) 951.82(1) 833.55(8)
1953 74.40(4) 57.42(9) 68.58(6) 73.57(5) 79.75(3)

Individual income
1942 2.73(3) 2.19(4) 1.87(5) 1.64(6) 0.00 -
1953 9.47(3) 7.05(6) 11.29(2) 8.00(4) 0.00 -

Corporation income
1942 1.07(7) 2.00(6) 3.12(3) 2.96(4) 0.00 -

1953 3.84(6) 4.01(4) 5.92(3) 2.63(7) 0.00 -
Inheritance and gift

1942 1.04(3) 0.74(4) 0.16(8) 0.44(6) 0.31(7)
1953 2.21(1) 0.87(6) 0.42(9) 1.35(5) 0.56(7)

Insurance
1942 0.77(5) 0.71(6) 0.77(4) 0.69(7) 0.68(8)
1953 1.81(8) 1.87(6) 2.55(1) 1.72(9) 2.20(3)

Alcoholic beverages
1942 2.69(2) 0.22(11) 1.36(9) 2.74(1) 1.37(8)
1953 3.29(4) 1.02(11) 2.14(8) 4.55(1) 1.87(9)

Tobacco products
1942 0.00- 0.71(3) 0.00- 0.00- 0.00

1953 0.00- 1.26(8) 2.87(5) 4.78(2) 2.52(6)

Motor fuel
1942 7.56(9) 7.54(11) 10.85(4) 10.03(7) 11.51(2)
1953 17.89(8) 16.30(10) 19.76(5) 20.16(4) 24.29(2)

General salN3
1942 9.07(6) 9.15(5) 0.00- 0.00- 8.41(7)
1953 26.30(6) 22.95(7) 0.00- 0.00 - 28.03(4)

Motor vehicles
1942 3.03(5) 2.29(7) 0.69(10) 0.26(11) 3.83(4)
1953 5.58(6) 4.75(10) 7.95(4) 3.64(11) 10.89(3)

Severance
1942 0.02(8) 1.36(3) 0.61 (4) 1.46(2) 0.00 -
1953 0.04(8) 2.47(2) 0.23(6) 2.17(3) 0.00 -

Pari-mutuel
1942 0.00- 0.00- 0.00 - 0.00- 0.00-
1953 1.32(2) 0.00- 0.00 - 0.00 - 0.00-

Other taxes
1942 3.09(7) 2.69(9) 3.44(6) 5.61(3) 3.57(4)
1953 8.07(8) 6.55(11) 14.61(3) 11.93(4) 11.85(5)

Total taxes
1942 68.97(5) 63.75(7) 60.96(10) 77.65(2) 63.23(8)
1953 154.22(5) 126.52(11) 136.32(7) 134.50(9) 161.96(3)

• Based on U. S. Department of

b Nevada omitted.

New
Mexico Arizona Nevada

Wash-
ington Oregon

Average Average
California 11 states U. S.

$18.04(11) 830.29(9) $47.00(2) 823.29(10) 834.48(6) $42.70(3) $35.57 $34.32
25.00(11) 59.60(8) 87.66(1) 47.10(10) 64.68(7) 82.95(2) 65.52 59.22

1.09(8) 1.54(7) 0.00- 0.00- 6.36(1) 3.71(2) 2.64 1.86
2.86(8) 6.30(7) 0.00- 0.00- 26.91(1) 7.77(5) 9.96 6.12

0.55(8) 2.23(5) 0.00- 0.00- 4.22(2) 4.40(1) 2.57 2.05
1.43(8) 3.85(5) 0.00- 0.00- 11.49(1) 9.82(2) 5.37 5.12

0.11(10) 0.14(9) 0.00- 1.65(1) 0.63(5) 1.18(2) 0.64 0.84
0.43(8) 0.16(10) 0.00- 1.73(3) 1.73(4) 1.80(2) 1.13 1.40

0.46(11) 0.52(10) 0.58(9) 0.96(2) 0.89(3) 1.10(1) 0.74 0.94
1.47(10) 1.25(11) 1.83(7) 1.89(5) 2.05(4) 2.40(2) 1.91 2.02

1.60(7)
2.25(7)

1.95(5)
3.00(5)

1.90(6)
3.67(2)

2.09(4)
3.63(3)

0.89(10)
1.21(10)

2.28(3)
2.32(6)

1.73
2.63

2.33
3.46

0.00 -
3.45(4)

1.58(1)
2.50(7)

0.00 -
4.90(1)

1.35(2)
4.35(3)

0.00 -
0.00 -

0.00 -
0.00 -

0.33
2.42

0.98
2.96

9.72(8) 10.33(6) 12.59(1) 10.37(5) 11.46(3) 7.49(10) 9.95 7.04
21.18(3) 16.85(9) 30.28(1) 18.68(7) 18.85(6) 15.22(11) 19.95 12.75

10.22(3) 10.08(4) 0.00- 21.14(1) 0.00- 17.19(2) 12.18 4.73
34.57(3) 27.24(5) 0.0(1 - 56.13(1) 0.00 - 42.15(2) 33.91 18.07

4.27(3) 2.43(6) 5.65(1) 2.02(9) 4.85(2) 2.03(8) 2.85 3.04
7.60(5) 5.46(7) 12.23(2) 5.00(9) 12.46(1) 5.21(8) 7.34 5.99

1.63(1) 0.00 - 0.59 (5) 0.09(9) 0.11(6) 0.07(7) 0.66 0.47
6.24(1) 0.00 - 0.57(4) 0.00- 0.38(5) 0.07(7) 1.52 1.81

0.00 -
0.50(5)

0.19(2)
1.03(3)

0.00 -
0.00 -

0.07(4)
0.31(6)

0.12(3)
0.57(4)

0.23(1)
1.75(1)

0.15
0.69

0.17
0.99

2.61(10) 2.26(11) 9.12(1) 7.12(2) 3.47(5) 2.69(8) 4.15 5.44
11.35(6) 7.51(10) 39.10(1) 17.22(2) 8.37(7) 7.88(9) 10.53• 12.16

50.30(11) 63.54(9) 77.43(3) 70.15(4) 67.48(6) 85.07(1) 68.04 64.11
118.33(12) 134.75(8) 180.24(1) 156.04(4) 148.70(6) 179.34(2) 148.26 132.07

Commerce estimated population as of July 1 of each year as presented in annual editions of the Statistical Abstract of the United States.

Source: Derived from the U. S. Bureau of the Census, State Finances; 1942, Vol. 3, "Statistical Compendium;" U. S. Bureau of the Census, Government Finances i"
the United States: 1942; U. S. Bureau of the Census, State and Local Government Revenue in 1953; and U. S. Bureau of the Census, Compendium of State

Government Finances in 1953.
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Washington, while the second, or pari-mutuel,
has been adopted in six of the eleven Western
States, these being Colorado, New Mexico, Ariz-
ona, Washington, Oregon and California.
Further examination of Table 4.8 reveals that

for both 1942 and 1953 Colorado's aggregate
taxes on a per capita basis were slightly above
the median average for all eleven Western
States. In detail, Colorado's per capita tax reve-
nues in both 1942 and 1953 were under the me-
dian average in the case of the motor fuel and
severance taxes but above the median for gen-
eral property, individual income, inheritance
and alcoholic beverage taxes. In the case of the
general sales tax Colorado occupied a median
position in both years considered.
The relative revenue importance of the vari-

ous taxes noted in Table 4.9 shows generally
the outstanding role of the general property tax
which in 1953 ranged from a high of 54.69 per-
cent of state-local tax revenues in Montana to

a low of 21.17 percent in New Mexico. Colo-
rado's ratio of 48.24 percent was slightly above
the median average for the Western States, as
well as above the national general average of
44.84 percent. It is notable that for all the West-
ern States the relative importance of the prop-
erty tax declined rather substantially from 1942
to 1953 - a fact which, in view of sharp per
capita increases, cannot be construed to mean
an absolute decline in revenues from this source,
but rather that the productivity of alternative
sources of revenue have greatly increased in
importance over the period considered.

Aside from the general property tax the prin-
cipal revenue producers in 1953 as well as for
1942 were the taxes on motor fuel and general
retail sales. In 1942 motor fuel taxes ranged from
a high of 19.33 percent of total revenues in New
Mexico to a low of 8.80 percent in California.
In 1953 also, the general sales tax in the seven
states where it was used ranged from a high of

Table 4.9

Percentage Distribution of Tax Revenues of State and Local Governments, Eleven Western States
1942 and 1953

(Rank order of states appears in parenthesis)

State Colorado

General property

Utah Idaho Montana Wyoming
New
Mexico Arizona Nevada

Wash-
ington Oregon

Average Average
California 11 states U.S.

1942 54.96 (4) 53.57(5) 65.21(2) 66.74(1) 53.05(6) 35.86 (10) 47.68(9) 60.69(3) 33.20(11) 51.09(7) 50.20(8) 52.02 53.53
1953 48.24(5) 45.38(7) 50.31(2) 54.69(1) 49.24(3) 21.17 (11) 44.23(8) 48.63(4) 30.18 (10) 43.49(9) 48.25(6) 43.80 44.84

Individual income
1942 3.95(3) 3.44(4) 3.06(5) 2.11(7) 0.00 - 2.17(8) 2.42(6) 0.00- 0.00- 9.43(1) 4.37(2) 3.87 2.91
1953 6.14(3) 5.57(5) 8.28(2) 5.95(4) 0.00 - 2.42(8) 4.68(6) 0.00- 0.00- 18.10(1) 4.33(7) 6.93 4.63

Corporate income
1942 1.56(7) 3.14(6) 5.13(3) 3.81(4) 0.00 - 1.08(8) 3.51(5) 0.00- 0.00- 6.25(1) 5.17(2) 3.71 3.19
1953 2.49(6) 3.17(4) 4.34(3) 1.96(7) 0.00 - 1.20(8) 2.86(5) 0.00- 0.00 - 7.72(1) 5.47(2) 3.65 3.87

Inheritance and gift
1942 1.51(2) 1.16(4) 0.26(8) 0.57(6) 0.50(7) 0.21(10) 0.22(9) 0.00 - 2.35(1) 0.93(5) 139(3) 0.91 1.31
1953 1.43(1) 0.68(6) 0.31(9) 1.60(5) 0.34(8) 0.36(7) 0.12(10) 0.00 - 1.11(3) 1.17(2) 1.00(4) 0.75 1.06

Insurance
1942 1.11(5) 1.11(6) 1.27(4) 0.89(9) 1.07(7) 0.91(8) 0.82(10) 0.75(11) 1.37(1) 1.31(2) 1.29(3) 1.08 1.32
1953 1.17(8) 1.48(2) 1.87(1) 1.28(6) 1.36(4) 1.25(7) 0.93 (11) 1.02(10) 1.21(9) 1.38(3) 1.34(5) 1.30 1.53

Alcoholic beverages
1942 3.89(1) 0.34(11) 2.37(8) 3.53(2) 2.17(9) 3.18(3) 3.06(4) 2.45(7) 2.98(5) 1.32(10) 2.68(6) 2.54 3.64
1953 2.13(4) 0.81(11) 1.57(7) 3.38(1) 1.15(9) 1.90(6) 2.23(3) 2.04(5) 2.32(2) 0.81(10) 1.29(8) 1.78 2.61

Tobacco
1942 0.00 - 1.10(3) 0.00 - 0.00 - 0.00- 0.00 - 2.49(1) 0.00 - 1.92(2) 0.00- 0.00- 1.84 1.52
1953 0.00 - 1.00(8) 2.11(5) 3.55(1) 1.56(7) 2.92(2) 1.86(6) 2.72(4) 2.79(3) 0.00 -- 0.00- 2.31 2.24

Gasoline
1942
1953 

10.96(10)
11.60(10)

11.82(9)
12.88(6)

17.80(3)
14.49(5)

12.92(8)
14.98(4)

18.20(2)
15.00(3)

19.33(1)
17.90(1)

16.26(6)
12.50(8)

16.26(5)
16.79(2)

14.78(7)
11.97(9)

16.98(4)
12.68(7)

8.80(11)
8.48(11)

14.92
13.57

10.98
9.65

General sales
1942 13.15(7) 14.35(5) 0.00 - 0.00 - 13.30(6) 20.32(2) 15.86(4) 0.00- 30.13(1) 0.00- 20.21(3) 18.19 7.38
1953 17.05(7) 18.14(5) 0.00 - 0.00 - 17.31(6) 29.22(2) 20.21(4) 0.00- 35.97(1) 0.00 - 23.50(3) 23.06 13.68

Motor vehicle licences
1942 4.39(5) 3.59(7) 1.13(10) 0.34(11) 6.05(4) 8.49(1) 3.83(6) 7.30(2) 2.88(9) 7.19(3) 2.39(8) 4.33 0.82
1953 3.62(8) 3.75(7) 5.83(5) 2.71(11) 6.73(3) 6.42(4) 4.05(6) 6.79(2) 3.20(9) 8.38(1) 2.86(10) 4.94 4.54

Severance
1942 0.04(9) 2.13(2) 1.00(4) 1.88(3) 0.00- 3.24(1) 0.00- 0.76(5) 0.13(7) 0.16(6) 0.08(8) 1.05 0.73
1953 0.03(8) 1.95(2) 0.17(6) 1.62(3) 0.00- 5.27(1) 0.00- 0.32(4) 0.00- 0.26(5) 0.04(7) 1.21 1.37

Pari-Mutuel
1942
1953 

0.00 -
0.86(3)

0.00 -
0.00 -

0.00 -
0.00-

0.00 -
0.00 -

0.00 -
0.00 -

0.00 -
0.42(4)

0.30(1)
0.77(2)

0.00--
0.00-

0.10(4)
0.20(6)

0.18(3)
0.38(5)

0.27(2)
1.00(1)

0.21
0.60

0.27
0.75

Other taxes
1942
1953 

4.48(8)
5.24(9)

4.25(9)
5.19(10)

5.47(5)
10.72(3)

8.21(3)
9.88(4)

5.66(4)
7.31(6)

5.19(6)
9.62(5)

3.55(10)
5.56(8)

11.79(1)
21.69(1)

10.16(2)
11.05(2)

5.16(7)
5.63(7)

3.15(11)
4.44(11)

6.10
7.46.

12.40
9.23

Total taxes
1942
1953 

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

100.00
100.00

• Nevada excluded.

Source: Derived from U. S. Bureau of the Census, State Finances; 1942, Vol. 3, "Statistical 
Compendium:" U. S. Bureau of the Census, Government Finances in the

United states; 1942; U. S. Bureau of the Census, State and Local Government Revenue in 1953; and U. S. Bureau of the Census, Compendium of State Govern-
ment Finances in 1953.
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35.97 percent of total revenues in Washington
to a low of 17.05 percent in Colorado. No other
single tax came anywhere near these two tax
groups as a revenue producer.

State Government. Tables 4.10 and 4.11 in-
clude data for state governments corresponding
to those presented above for combined state and
local governments but with the difference that
the period covered extends to 1956.
Preceding reference to the kinds of taxes used

in the various states is equally applicable to

state government analysis subject to modifica-
tion only to the degree in which each tax is used.

An examination of Table 4.10 shows that ag-
gregate state government tax revenues on a per
capita basis in Colorado in 1953 and 1956 were
below the median average for the eleven West-
ern States. In detail, Colorado was below the
median average of the Western States for both
1953 and 1956 in the case of general property, in-
surance, motor fuel, and "other" or miscellan-
eous taxes. It was, however, above the median

Table 4.10

Per Capitaa Tax Revenues of State Government, Eleven Western States, 1942, 1953 and 1956
(Rank order of states appears in parenthesis)

Taxes

General property

Colorado Utah Idaho Montana Wyoming
New

Mexico

1942
1953

$ 5.00(4)
5.23(8)

$ 6.97(3)
0.51(10)

$ 4.95(5)
3.66(9)

$ 4.80(7)
6.95(4)

$ 2.06(9)
16.39(1)

$ 4.89(6)
5.31(7)

1956 6.68(9) 6.37(9) 3.8600) 6.95(7) 19.66(1) 7.42(6)

Individual income
1942 2.73(3) 2.19(4) 1.87(5) 1.64(6) 0.00-
1953 9.47(3) 7.05(6) 11.29(2) 8.00(4) 0.00-
1956 12.61(3) 10.33(5) 14.90(2) 11.88(4) 0.00-

Corporation income
1942 1.07(7) 2.00(6) 3.12(3) 2.96(4) 0.00-
1953 3.84(6) 4.01(4) 5.92(3) 2.63(7) 0.00 -
1956 3.77(7) 4.50(6) 5.83(4) 4.71(5) 0.00 -

Inheritance and gift
1942 1.04(3) 0.74(4) 0.16(8) 0.44(6) 0.31(7)
1953 2.21(1) 0.87(6) 0.42(9) 1.35(5) 0.56(7)
1956 2.44(2) 0.76(9) 0.56(11) 2.14(3) 0.70(10)

Insurance
1942 0.77(5) 0.71(6) 0.77(4) 0.69(7) 0.68(8)
1953 1.81(8) 1.87(6) 2.55(1) 1.72(9) 2.20(3)
1956 2.13(7) 2.09(9) 2.82(2) 2.38(5) 2.48(3)

Alcoholic beverages
1942 2.69(2) 0.22(11) 1.36(9) 2.74(1) 1.37(8)
1953 3.29(4) 1.02(11) 2.14(8) 4.55(1) 1.87(9)
1956 3.18(6) 1.03(11) 3.31(5) 4.280) 1.73(9)

Tobacco
1942 0.00 - 0.71(3) 0.00- 0.00- 0.00-
1953 0.00 - 1.26(8) 2.87(5) 4.78(2) 2.52(6)
1956 0.00 - 2.32(6) 3.36(5) 4.60(3) 2.16(8)

Motor fuel

1.09(8)
2.86(8)
3.75(8)

0.55(8)
1.43(8)
1.87(8)

0.11(10)
0.43(8)
1.75(6)

0.46(11)
1.47(10)
1.88(10)

1.60(7)
2.25(7)
2.25(8)

0.00-
3.45(4)
3.94(4)

1942 7.56(9) 7,54(10) 10.85(4) 10.03(7) 11.51(2) 9.72(8)
1953 17.89(8) 16.30 10) 19.76(5) 20.16(4) 24.29(2) 21.18(3)
1956 19.24(9) 17.89 (10) 22.37(5) 26.96(2) 25.28(3) 23.69(4)

General sales
1942 9.07(6) 9.15(5) 0.00- 0.00 - 8.41(7) 10.22(3)
1953 26.30(6) 22.95(7) 0.00 - 0.00 - 28.03(4) 34.57(3)
1956 25.11(8) 27.09(7) 0.00- 0.00 - 29.02(5) 38.20(3)

Motor vehicle licenses
1942
1953

3.03 (5)
5.58(6)

2.29 (7)
4.75(10)

0.69 (10)
7.95(4)

0.2601)
3.64(11)

3.83(4)
10.89(3)

4.27(3)
7.60(5)

1956 7.18(7) 5.6400) 10.81(4) 4.2301) 14.670) 11.40(3)

Severance
1942 0.02(9) 1.36(3) 0.61(4) 1.46(2) 0.00- 1.63(1)
1953 0.04(8) 2.47(2) 0.23(5) 2.17(3) 0.00- 6.24(1)
1956 2.11(4) 3.04(2) 0.15(7) 2.60(3) 0.00- 8.76(1)

Pari-mutuel
1942 0.00 - 0.00 - 0.00 - 0.00 - 0.00 - 0.00-
1953 1.32(2) 0.00 - 0.00 - 0.00 - 0.00- 0.50(5)
1956 1.26(3) 0.00- 0.00- 0.00- 0.00- 0.07(6)

Other taxes
1942 0.99(11) 1.36(8) 2.80(2) 2.12(5) 1.49(7) 1.48(6)
1953 0.6101) 3.5200) 8.47(3) 5.17(6) 6.62(4) 5.66(5)
1956 3.80(10) 3.46(11) 8.09(3) 6.47(5) 7.38(4) 4.55(7)

Total taxes
1942
1953
1956

• Based on United States Department of Commerce estimated population as of July 1 of each year as reported in annual editions of the Statistical Abstract of th
United States.

b Excludes Nevada.

Source: Derived from United States Bureau of the Census, State Finances: 1942, Vol. 3, "Statistical Compendium;" United States Bureau of the Census, GOVertith

Arizona Nevada

$12.73(1)
11.46 (3)
14.00(2)

1.54(8)
6.30(7)
5.81(7)

2.23(5)
3.85(5)
8.06(3)

0.14(9)
0.16(10)
0.18(12)

0.52(10)
1.25(11)
1.61(11)

1.95(5)
3.00(5)
2.81(7)

1.58(1)
2.50(7)
2.21(7)

10.33(6)
16.85(9)
17.88(11)

10.08(4)
27.24(5)
30.15(4)

2.43(6)
5.46(7)
6.01(8)

0.00 -
0.00 -
0.00 -

0.19(2)
1.03(3)
1.29(2)

3.18(9)
3.88(8)
4.36(8)

$ 9.99(2)
12.82(2)
9.78(3)

Wash- Average Average
ington Oregon California 11 states U.S.

$ 2.43(8)
6.68(5)
8.14(4)

0.00 - $ 1.90(10) $ 5.57
0.00 - 5.92(6) 7.49
0.00 - 7.56(5) 9.04

0.00 - 0.00- 6.360)
0.00- 0.00- 26.91(1)
0.00- 0.00- 40.03(1)

0.00 -
0.00 -
0.00 -

0.00 - 4.22(2)
0.00- 11.490)
0.00 - 9.54(2)

0.00- 1.65(1)
0.00 - 1.73(3)
0.00 - 2.00(4)

0.63(5)
1.73(4)
1.66(7)

0.58(9) 0!96(2) 0.89(3)
1.83(7) 1.89(5) 2.05(4)
2.35(6) 2.09(8) 2.40(4)

1.90(6)
3.67(2)
3.55(4)

2.09(4)
3.63(3)
3.64(2)

0.00- 1.35(2)
4.90(1) 4.35(3)
4.77(2) 4.92(1)

12.590)
30.28(1)
30.23(1)

0.00 -
27.12(6)

5.650)
12.23(2)
9.96(5)

0.59(5)
0.57(4)
0.42(6)

0.00 -
0.00 -
0.00 -

2.15(4)
19.43(1)
30.05(1)

10.37(5)
18.68(7)
20.17(7)

21.1T)
56.13 1)
70.31(1)

0.89 (10)
1.21(10)
1.10(10)

0.00 -
0.00 -
0.00 -

11.46(3)
18.85(6)
19.53(8)

0.00 -
0.00 -
0.00 -

2.02(9) 4.85(2)
5.00(9) 12.46(1)
5.70(9) 14.16(2)

0.09(8)
0.00 -
0.00 -

0.07(4)
0.31(6)
0.34(5)

5.16(1)
8.84(2)
9.36(2)

0.11(6)
0.38(6)
0.46(5)

0.12(3)
0.57(4)
0.55(4)

2.25(3)
4.46(7)
4.76(6)

3.71(2)
7.77(5)
9.52(6)

4.40(1)
9.82(2)
11.71(1)

1.18(2)
1.80(2)
2.71(1)

1.10(1)
2.40(2)
2.91(1)

2.28(3)
2.32(6)
3.60(3)

0.00 -
0.00 -
0.00 -

7.4901)
15.22(11)
20.41(6)

17.19(2)
38.06(2)
42.05(2)

2.03(8)
5.21(8)
7.62(6)

0.07(7)
0.07(7)
0.08(8)

0.23(1)
1.750)
1.81(1)

1.09(10)
3.74(9)
4.13(9)

2.64
9.96
13.60

2.57
5.37
6.25

0.64
1.13
1.49

0.74
1.91
2.29

1.73
2.63
2.77

1.21
3.33
3.54

9.95
19.95
22.15

12.18
33.32
36.13

2.85
7.34
8.85

0.66
1.52
2.20

0.15
0.91
0.89

2.19
6.40"
5.64"

$ 2.02
2.32
2.81

1.86
6.15
8.26

2.05
5.14
5.35

0.84
1.41
1.87

0.84
2.03
2.41

2.33
3.46
3.87

0.98
2.98
3.09

7.04
12.82
16.15

4.73
15.45
18.26

3.04
6.02
7.26

0.47
1.82
2.17

0.17
1.00
1.22

2.76
6.41
7.70

33.97(6) 35.24(5) 27.1800) 27.1401) 29.66(9) 36.02(4) 44.83(2) 33.45(7) 47.33(1) 31.78(8) 42.67(3)
77.59(8) 66.58(9) 65.26(10) 61.12(11) 93.37(3) 92.95(4) 83.28(6) 85.73(5) 107.240) 80.11(7) 94.08(2)
89.51(8) 84.52(9) 76.060.1) 77.2000) 103.08(5) 109.53(4) 94.37(6) 118.23(2) 126.640) 94.19(7) 114.11(3)

29.13
67.01
80.42

ment Finances in the United States: 1942; United States Bureau of the Census, Sta'e and Local Government Revenue in 1953; and United States Bureau of
Census. Compendium of State Government Finances in 1953 and 1956.
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in the case of individual income, inheritance,
and pari-mutuel. Colorado's above average po-
sition is clearly in the inheritance tax field
where per capita collections exceeded both the
Western State and national averages in each of
the three years considered.
The relative importance of individual taxes

used by state governments as measured by the
revenue produced by each tax to aggregate
revenues is indicated in Table 4.11. Of particular
interest is the degree to which states continue
to use, if at all, the general property tax. It will
be observed that Oregon is the only Western
State that has completely abandoned this tax.

The other ten states rely on the general prop-
erty tax in varying degree, which in 1956,
ranged from a high of 19.07 percent of total
revenues in Wyoming to a low of 5.07 percent
in Idaho. Colorado's ratio of 7.47 percent placed
it at the median average for the Western States
but substantially above the national average of
3.49 percent.

Apart from the relatively important role of
the property tax in the state revenue systems
in Wyoming and Arizona, principal revenues
for state government in the eleven Western
States are derived from taxes on general sales,
motor fuel, and individual and corporate in-

Table 4.11

Percentage Distribution of Tax Revenues of State Government, Eleven Western States,
1942, 1953 and 1956

(Rank order of states appears in parenthesis)

Source

General property

Colorado Utah Idaho Montana Wyoming
New

Mexico Arizona Nevada
Wash-
ington Oregon

Average Average
California 11 states U.S.

1942
1953
1956

14.71(6)
6.74(5)
7.47(6)

19.82(3)
0.77(10)
7.54(5)

18.22(4)
5.61(9)
5.07 (10)

17.69(5)
11.38(4)
9.00(3)

6.96(8)
17.55(1)
19.07(1)

13.58(7)
5.72(8)
6.77(7)

28.40(2)
13.76(3)
14.83(2)

29.85(1)
14.95(2)
8.27(4)

5.12(9)
6.23(7)
6.43(9)

0.00 -
0.00 -
0.00 -

4.45(10)
6.29(6)
6.62(8)

15.88
8.90
9.10

6.95
3.46
3.49

Individual income
1942
1953
1956

8.04(3)
12.20(4)
14.08(4)

6.23(5)
10.59(5)
12.22(5)

6.87(4)
17.30(2)
19.59(2)

6.02(6)
13.09(3)
15.38(3)

0.00-
0.00-
0.00 -

3.04(8)
3.08(8)
3.42(8)

3.43(7)
7.57(7)
6.16(7)

0.00 -
0.00 -
0.00 -

0.00 -
0.00 -
0.00 -

20.02(1)
33.59(1)
42.51(1)

8.70(2)
8.26(6)
8.34(6)

7.80
13.21
15.21

6.40
9.18
10.27

Corporation income
1942
1953

3.16(7)
4.95(5)

5.68(5)
6.02(4)

11.49(2)
9.08(3)

10.89(3)
4.30(7)

0.00-
0.00-

1.50(8)
1.53(8)

4.97(6)
4.62(6)

0.00 -
0.00 -

0.00 -
0.00 -

13.26(1)
14.34(1)

10.31(4)
10.43(2)

7.66
6.91

7.03
7.68

1956 4.21(7) 5.33(6) 7.67(4) 6.10(5) 0.00- 1.71(8) 8.54(3) 0.00 -- 0.00 - 10.13(2) 10.26(1) 6.74 6.65
Inheritance & gift

1942
1953
1956

3.06(2)
2.84(1)
2.73(2)

2.09(4)
1.30(6)
0.90(7)

0.58(8)
0.64(8)
0.73(8)

1.63(6)
2.20(2)
2.77(1)

1.06(7)
0.60(7)
0.68(9)

0.29 (10)
0.46(10)
1.60(5)

0.32(9)
0.19(9)
0.19(10)

0.00 -
0.00 -
0.00 -

3.48(1)
1.61(5)
1.58(6)

1.98(5)
2.17(3)
1.77(3)

1.92 4)
2.77p

)

)

2.38 4

1.73
1.39
1.53

2.88
2.10
2.32

Insurance
1942
1953

2.26(6)
2.33(7)

2.01(8)
2.81(2)

2.84(1)
3.91(1)

2.55(4)
2.81(3)

2.29(5)
2.35(6)

1.27(10)
1.58(10)

1.16(11)
1.50(11)

1.74(9)
2.14(8)

2.03(7)
1.76(9)

2.79(2)
2.56(4)

2.57(3)
2.56(5)

2.14
2.39

2.89
3.03

1956 2.38(7) 2.47(5) 3.71(1) 3.08(2) 2.40(6) 1.71(9) 1.71(10) 1.99(8) 1.65(11) 2.55(3) 2.55(4) 2.38 3.00
Alcoholic beverages

1942
1953
1956

7.91(2)
4.24(3)
3.56(3)

0.62(11)
1.54(10)
1.22(10)

5.02(5)
3.28(6)
4.35(2)

10.10(1)
7.44(1)
5.55(1)

4.62(7)
2.00(9)
1.68(9)

4.44(8)
2.42(8)
2.05(8)

4.34 (10)
3.61(4)
2.98(6)

5.66(3)
4.28(2)
3.00(5)

4.42(9)
3.38(5)
2.85(7)

2.81(6)
1.51(11)
1.16(11)

5.34(4)
2.47(7)
3.15(4)

5.03
3.29
2.87

8.00
5.16
4.81

Tobacco
1942
1953

0.00-
0.00-

2.03(3)
1.89(8)

0.00-
4.40(3)

0.00-
7.81(1)

0.00-
2.70(7)

0.00-
3.71(5)

3.53(1)
3.00(6)

0.00 -
5.71(2)

2.85(2)
4.06(4)

0.00 -
0.00 -

0.00 -
0.00 -

2.80
4.16

3.35
4.44

1956 0.00- 2.74(6) 4.42(2) 5.95(1) 2.10(8) 3.59(5) 2.34(7) 4.04(3) 3.88(4) 0.00 - 0.00 - 3.62 3.85
Gasoline

1942 22.25(8) 21.40(10) 39.92(1) 36.94(4) 38.80(2) 27.00(6) 23.05(7) 37.64(3) 21.92(9) 36.05(5) 17.54(11) 29.32 24.17
1953 23.05(7) 24.48(5) 30.28(3) 32.98(2) 26.02(4) 22.78(8) 20.23(9) 35.31(1) 17.43(10) 23.52(6) 16.17(11) 24.75 19.13
1956 21.49(6) 21.17(7) 29.42(2) 34.92(1) 24.52(4) 21.63(5) 18.95(9) 25.57(3) 15.93(11) 20.73(8) 17.88(10) 22.93 20.09

General sales
1912 26.70(5) 25.96(6) 0.00- 0.00- 28.35(4) 28.37(3) 22.47(7) 0.00 - 44.65(1) 0.00 - 40.28(2) 30.97 16.23
1953 30.25(6) 34.48(4) 0.00 - 0.00- 30.02(7) 37.20(3) 32.71(5) 0.00 - 52.34(1) 0.00 - 40.46(2) 36.78 23.05
1956 28.05(7) 32.05(4) 0.00- 0.00- 28.15(6) 34.88(3) 31.95(5) 22.94 (8) 55.52(1) 0.00 - 36.85(2) 33.80 22.70

Motor Vehicle licenses
1942 8.91(5) 6.50(6) 2.53 (10) 0.98(11) 12.90(3) 11.86(4) 5.43(7) 16.91(1) 4.27(9) 1g.26(2) 4.76(8) 8.21 10.45
1953 7.19(6) 7.13(7) 12.19(3) 5.96(9) 11.67(4) 8.18(5) 6.55(8) 14.27(2) 4.66(11) 15.55(1) 5.54(10) 8.99 8.99
1956

severance
1942

8.02(6)

0.09(9)

6.67(8)

3.85(3)

14.21(3)

2.24(4)

5.48(10)

5.38(1)

14.23(2)

0.00 -

10.41(4)

4.54(2)

6.37(9)

0.00 -

8.42(5)

1.76(5)

4.50(11)

0.19(7)

15.04(1)

0.34(6)

6.68(7)

0.17(8)

9.10

2.06

9.03

1.60
1953
1956

0.06(8)
2.36(4)

3.70(2)
3.60(2)

0.35(6)
0.19(7)

3.56(3)
3.37(3)

0.00-
0.00-

6.71(1)
8.00(1)

0.00 -
0.00 -

0.67(4)
0.36(6)

0.00 -
0.00 -

0.48(5)
0.49(5)

0.07(7)
0.07(8)

1.95
2.31

2.71
2.70

Pari-mutuel
1942 0.00 - 0.00 - 0.00 - 0.00 - 0.00 - 0.00 - 0.42(2) 0.00 - 0.14(4) 0.37(3) 0.53(1) 0.37 0.59
1953
1956 

Other

1.70(2)
1.41(2)

0.00-
0.00 -

0.00-
0.00-

0.00-
0.00-

0.00 -
0.00-

0.53(5)
0.07(6)

1.25(3)
1.37(3)

0.00 -
0.00 -

0.29(6)
0.27(5)

0.71(4)
0.58(4)

1.86(1)
1.59(1)

1.06
0.88

1.48
1.52

taxes
1942 2.91(9) 3.81(8) 10.29(2) 7.82(3) 5.02(6) 4.11(7) 2.48(11) 6.44(5) 10.93(1) 7.08(4) 2.58(10) 5.77 9.46
1953
1956

4.45(10)
4.24(8)

5.29(8)
4.09(10)

12.96(2)
10.64(2)

5.47(7)
8.40(3)

7.09(4)
7.17(5)

6.10(5)
4.16(9)

5.01(9)
4.61(7)

22.67(1)
25.41(1)

8.24(3)
7.39(4)

5.53(6)
5.03(6)

3.97(11)
3.63(11)

6.41
5.94.

9.59
9.57

Total taxes
1942 
1953
1956

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

100.00
100.00
100.00

-
-
-

100.00
100.00
100.00

1 Excludes Nevada.

80W.ee: Derived from U.S. Bureau of the Census, State Finances: 1942, Vol. 3, ''Statistical Compendium:" U. S. Bureau of the Census, Government Finances in the
United States: 1942; U. S. Bureau of the Census, State and Local Government Revenue in 1953; and U. S. Bureau of the Census. Compendium of State Gov-
ernment Finances in 1953 and 1956.
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comes. In the five states (Colorado, Utah, Cali-
fornia, Arizona and New Mexico) that use
all three taxes, aggregate receipts from these
sources in 1956 ranged from a high of 73.33 per-
cent of total state tax revenues in California to
a low of 61.64 percent in New Mexico. Colorado
with a ratio of 67.83 percent ranked in 3rd po-
sition, reading from high to low.

Of the eight states (Colorado, Wyoming, Utah,
New Mexico, Arizona, Nevada, Washington and
California) that tax general sales, receipts from
this tax varied in 1956 from a high of 55.52 per-
cent of total tax revenues in Washington to a
low of 22.94 percent in Nevada. Similarly, of
the eight states (Colorado, Utah, Idaho, Mon-
tana, New Mexico, Arizona, Oregon and Cali-
fornia) that tax individual and corporate in-
come, receipts ranged from a high of 52.64
percent of total revenues in Oregon to a low of
5.13 percent in New Mexico. Finally, of all
eleven states taxing motor fuel, collection in
1956 ranged from a high of 34.92 percent in Mon-
tana to a low of 15.93 percent in Washington.

Local Governments. As noted in Table 4.12,
Colorado's per capita tax of $76.63 for local gov-
ernment in 1953 placed it in 3rd leading position
in the West. This figure was also above the
general average for the nation. Similarly, Colo-
rado's position in 1942 was somewhat above the
eleven-state median average, ranking 5th in the
over-all comparison.

Table 4.13 presents what has already been
generally noted, namely, that local governments
depend largely upon the general property tax
for their means of support. Thus for 1953 the
relative importance of this tax ranged from a
high of 94.94 percent of all local tax revenues
in Utah to a low of 77.58 percent in New Mexico.
Colorado's ratio of 90.40 percent placed it in 7th
ranking position in the eleven-Western State
comparison. In this connection also, it is note-
worthy that other sources of local revenue are
becoming more important as evidenced by the
relative increase of the aggregate of these taxes
vis-a-vis the property tax for all Western States
from 1942 to 1953.

Table 4.12

Per Capitaa Tax Revenues of Local Governments in Eleven Western States, 1942 and 1953
(Rank order of states appears in parenthesis)

Source of revenue

General property
1942
1953

Colorado

832.90(6)
69.27(3)

Utah

$27.18(8)
56.91(8)

Idaho

833.14(5)
64.92(5)

Montana Wyoming

847.02(1) 831.49(7)
66.62(4) 63.36(7)

All other
1942 2.10(3) 1.33(7) 0.64(11) 3.49(2) 2.08(4)
1953 7.36(4) 3.03(11) 6.14(6) 6.76(5) 5.23(8)

Total
1942 35.00(5) 28.51(8) 33.78(6) 50.51(1) 33.57(7)
1953 76.63(3) 59.94(8) 71.06(5) 73.38(4) 68.59(7)

New
Mexico Arizona Nevada

Wash-
ington Oregon California

Average Average
11 states U.S

513.15(11) 817.56(10) 837.01(3) 820.86(9) 334.48(4) 840.80(2) 830.51 $32.30
19.69(11) 48.14(9) 74.84(2) 40.42(10) 64.68(6) 77.03(1) 58.72 56.90

1.13(10) 1.15(9) 6.97(1) 1.96(5) 1.22(8) 1.60(6) 2.15 2.68

5.69(7) 3.33(10) 19.67(1) 8.38(2) 3.91(9) 8.23(3) 5.81b 8.16

14.28(11) 18.71(10) 43.98(2) 22.82(9) 35.70(4) 42.40(3) 32.66 34.98
25.38(11) 51.47(9) 94.51(1) 48.80(10) 68.59(7) 85.26(2) 65.78 65.06

• Based on U. S. Department of Commerce estimated population as of July 1 of each year as reported in annual editions of the Statistical Abstract of the United Stale&
b Excludes Nevada.

Source: Derived from U. S. Bureau of the Census, State Finances: 19112, Vol. 3, "Statistical Compendium:" U. S. Bureau of the Census, Government Finances in lhe
United States: 1942; U. S. Bureau of the Census, State and Local Government Revenue in 1953; and U. S. Bureau of the Census, Compendium of State Gov-
ernment Finances in 1953.

Table 4.13

Percentage Distribution of Tax Revenues of Local Government, Eleven Western States
1942 and 1953

(Rank order of states appears in parenthesis)
New

Source of revenue Colorado Utah Idaho Montana Wyoming Mexico Arizona Nevada

General property
1942
1953

MI other
1942
1953

Total

Wash- AveTage Average
ington Oregon California 11 states U.8-

94.00(5) 95.33(4) 98.11(1) 93.09(8) 93.80(7) 92.09(9) 93.85(6) 84.15(11) 91.41(10) 96.58(2) 96.23(2)
90.40(7) 94.94(1) 91.36(5) 90.79(6) 92.37(4) 77.58(11) 93.53(3) 79.19(10) 82.83(9) 94.30(2) 90.35(8)

93.51 92.34
88.88 87.46

6.00(7) 4.67(8) 1.89(11) 6.91(4) 6.20(5) 7.91(3) 6.15(6) 15.85(1) 8.59(2) 3.42(10) 3.77(9) 6.49
9.60(5) 5.06(11) 8.64(7) 9.21(6) 7.63(8) 22.42(1) 6.47(9) 20.81(2) 17.17(3) 5.70(10) 9.65(4) 11.12

1942 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
1953 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

7.66
12.64

- 100.00
100.00

Source: Derived from U. S. Bureau of the Census, State Finances: 1942, Vol. 3, "Statistical Compendium:" U. S. Bureau of the Census, Government Finances in 10
United States: 1942; U. S. Bureau of the Census, State and Local Government Revenue in 1953; and U. S. Bureau of the Census, Compendium of State GO'
ernment Finances in 1953 and 1956.
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CONCLUSIONS

Colorado's state and local tax structure differs
little from that of other Western States in num-
ber and kinds of taxes used. Resting largely on
a mixed property and consumption base, taxes
tend to be regressive, which is most noted at the
state level where sales taxes are predominant.
Whether state and local taxes are, as a whole,
higher, lower or about the same in Colorado
than elsewhere is a question, however, that
finds no direct or simple answer. Although the

APPENDIX

State and local taxes are frequently as-
sumed to exert a significant influence on the
location of industrial activity. When low
taxes are advertised by industrial develop-
ment groups, when opposition to higher taxes
is expressed on the grounds that business will
not be attracted, when people fear the migra-
tion of present industry due to an unfavorable
"tax climate" the implicit assumption is being
made that business is deterred by high taxes
and attracted by low taxes. The tenability of
this seemingly reasonable assumption has be-
come the subject of considerable analysis and
critical review in recent years.

Staff discussion on this question has led to
certain conclusions which are presented here
as a supplementary note to the principal
analysis of this chapter.

THE INFLUENCE OF STATE AND
LOCAL TAXATION ON THE
LOCATION OF INDUSTRY

so-called "tax burden" measured by per capita
taxes or per capita taxes to per capita personal
income places Colorado well above the national
average and at about a median position in West-
ern State comparison, such indications of bur-
den are highly limited. As averages they cannot
tell how the burden is distributed nor do they
disclose values received. Similarly, the impact
of taxes on business development is not readily
ascertained. Granting that a tax climate favor-
able to business is desirable this too must be
seen in its proper perspective.

NOTE (Chapter IV)

A multitude of factors play a role in the lo-
cation of industrial activity,' and therefore, a
generalization concerning the significance of
any one factor is quite tenous. However, it is
reasonable to believe that a certain number of
location decisions are made primarily on the
basis of non-economic factors such as the health
of the owner or the desire of the owner to reside
in his home town. The scope of the discussion
here, however, is necessarily confined to an
analysis of those factors which are essentially
economic in nature. A complete list of these
economic factors would be difficult, if not im-
possible, to compile but some of the more im-
portant can be categorized as follows:2

'For example, "How to Pick the Right Plant Site," Modern
Industry, December 15, 1949, pp. 42-43, presents a checklist of
nearly 300 items to be considered when choosing a plant site.

Tor a complete discussion of the factors which influence the
location of industry see Melvin L. Greenhut, Plant Location in
Theory and in Practice (Chapel Hill, North Carolina: The Uni-
versity of North Carolina Press, 1956); Edgar M. Hoover, The
Location of Economic Activity (New York: McGraw-Hill Book
Company, Inc., 1948) ; Walter Isard, Location and Space—Economy
,(London: Chapman and Hall, Ltd., 1956) ; George T. Renner,
'Geography of Industrial Location," Economic Geography, July,1947; Herman Schumacher, "Location of Industry," Encyclopedia
of the Social Sciences, Volume XIX, pp. 585-93; and Leonard C.Y1pas5sleri, Plant Location (New York: American Research Council,

Markets:
Availability of markets.
Availability of future markets.

Materials:
Availability of raw materials.
Availability of other materials.

Labor:
Availability of labor.
Cost of labor.
Labor force productivity.
Labor relations history.

Available Site and Plant Facilities:
Availability of land.
Availability of industrial fuels.
Availability of water for industrial use.
Existing building.
Existing transportation facilities.

State and Local Considerations:
Attitude of the community and local and

state governments toward business.
Availability of housing.
Desirability of living conditions.
General appearance of community.
State and local laws and taxes.
Subsidies and other financial inducements.

Climate:
Effect on labor force.
Effect on production.

Of the major factors which influence indus-
trial location it is generally agreed that the
most important one for a large part of industry
is "... orientation toward the market to which
the output of the plant must be delivered."3 In
addition, orientation toward materials and labor
supply are generally considered to be of major
significance. In contrast there is a wide diver-
gence of opinion as to the locational significance
of state and local taxes. On one side of the con-
troversy are the industrial development groups
who attach considerable importance to these
taxes. On the other side are the individuals who
take the position in the professional literature
that taxes exert little, if any, locational influ-
ence. The latter position has been stated as fol-
lows:

Governmental representatives should ac-
quaint themselves with something which
business has known for a long time, i.e., state
and local tax structures are of relatively
small importance in orienting or deterring
industrial location.4

sSchumacher, op. cit., p. 586.
4John D. Garwood, "Taxes and Industrial Location," National

Tax Journal, December, 1952, p. 369.
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The following analysis is designed to criti-
cally examine the issue raised above by present-
ing analytical considerations as well as such
empirical evidence as is available.

Delimiting the Problem

Most of the analytical discussions and induc-
tive studies concerning the location effects of
taxation have been confined to manufacturing.
Although this limitation is often justified on the
methodological need to reduce the problem to
manageable proportions, a more tenable reason
is that most non-manufacturing industries ap-
parently locate for reasons other than possible
tax advantages. For example, taxation clearly
exerts little influence on the location of such
industries as agriculture, mining, and construc-
tion. In addition, a major basic industry "gov-
ernment" can be excluded from consideration
since tax structures would obviously not affect
the location of federal, state and local govern-
ment installations. Numerous other industries
such as transportation, communications, public
utilities, and real estate can also be excluded.
Although the location of some firms in these
groups could possibly be affected by taxes, it
appears that taxation does not affect the location
decisions of the large majority of these firms.
An indication of the importance of the above
mentioned industries may be obtained by com-
paring the personal income they produce with
total personal income. It can be seen from Table
4.A1 that farming; mining; contract construc-
tion; finance, insurance and real estate; trans-
portation, communications and public utilities;
and government, together accounted for 37.3
percent of total personal income in the United
States in 1957.
Of the three remaining major industrial

groups, services, wholesale and retail trade, and
manufacturing, it is not unreasonable to dismiss
services and trade since other location factors,
primarily the availability of markets, would
more than offset the influence of taxation. It is
clear, however, that location of more firms in
these industries could be affected by taxes than
in such industries as agriculture and mining.
The trade and service industries produced 31.6

percent of the 1957 personal income. Hence their
exclusion from the discussion in conjunction
with those industries previously omitted, leaves
only manufacturing which accounted for 31.1
percent of the 1957 personal income (Table
4.A1). It should also be noted in this connection
that in Colorado manufacturing accounted for
only 14.8 percent of personal income in 1957.
Hence the percent of Colorado industries for
whieh taxes may play a significant location role
appears to be even smaller than for the nation
as a whole.

While most analyses of the locational im-
portance of taxation pertain to all manufactur-
ing firms, it is clear that numerous firms are
"locationally dependent," that is, one location
factor is so important for these firms that all
other factors are relegated to an insignificant,
or non-existent role. For example, some firms
are highly restricted in their choice of a plant
site by the nature of their production process.
Industries depending on water, whether for
power or for other purposes, such as the alumi-
num industry, and certain chemical, paper and
leather manufacturers, must be located near a
water source regardless of any other factors.
Similarly, industries in which drainage facili-
ties are important, or in which such operation
characteristics as noise or odor are important,
are limited in their choice of a location. The
nature of the product manufactured may also
restrict the choice of a plant site. As an example,
numerous firms produce a bulky commodity
which can be transported much more cheaply
in raw material than finished product form.
Another example is the large group of manu-
facturers who are assemblers and deal with a
product which can be shipped much more eco-
nomically in "knocked-down" form. In addition,
those firms which manufacture highly perish-
able commodities often must be near their mar-
ket to avoid costly or impractical transportation.
The large group of firms which manufacture in
order to supply another manufacturer would
frequently have to be located reasonably near
the buyer and would therefore have little con-
trol over location. For example, producers of
most automobile parts must be near automobile
manufacturers, in order to cooperate efficiently
with them.5

Table 4.A1

Personal Income by Industrial Source
United States and Colorado, 1957

Source

United States
Amount Percent

(millions) of total

Colorado
Amount Percent

(millions) of total
Farming $14,450 5.2 $193 7.5
Mining 4,892 1.7 97 3.8
Contract construction 18,763 6.7 264 10.2
Manufacturing 86,831 31.1 382 14.8
Wholesale and retail trade 54,147 19.4 584 22.6
Finance, insurance and

real estate 13,200 4.7 124 4.8
Transportation, communi-

cations and public
utilities 22,945 8.2 250 9.7

Service and miscellaneous 33,989 12.2 324 12.5
Government 30,181 10.8 365 14.1

Total 279,398 100.0 2,583 100.0

Source: U. S. Department of Commerce, Survey of Current Business,
August, 1958, pp. 21 and S-11.

It is clear from the preceeding discussion that
a certain portion of American industry does not
possess a sufficient degree of locational freedom

%Joe Summers Floyd, Jr., Effects of Taxation on Industrial
Location (Chapel Hill, North Carolina: The University of North .
Carolina Press, 1952), p. 19.
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that state and local taxation could exert any
appreciable influence on its location. Even using
an objective criterion such as personal income
however, it is difficult to measure the signifi-
cance of these firms. Nevertheless, non-manu-
facturing concerns accounted for 68.9 percent
of the total personal income in 1957, and al-
though the location of some of these firms may
be affected by taxation it would appear that
this is not true for the majority. Of the personal
income produced by all manufacturing firms,
it is impossible to determine that portion which
was produced by locationally restricted firms.
Nevertheless, all manufacturing firms together
produced only 31.1 percent of the total personal
income in 1957. Hence, if all manufacturing and
even some non-manufacturing firms were lo-
cationally independent, it seems reasonable to
conclude that more than half of the personal
income produced in the United States is pro-
duced by firms for which taxes could exert
little locational influence.
Although it appears that the location of only

a part of American industry could be directly
influenced by state and local taxes, an analysis
of the effect of taxes on these firms is neverthe-
less worthwhile. If the location decisions of these
firms are actually guided by state and local
taxes, their location in a community could re-
sult in general economic growth which would
in turn cause the establishment of other firms
whose location is not directly influenced by state
and local taxation. Hence, the location of many
firms may not be directly influenced by state
and local taxes but it is possible that these taxes
exert an indirect influence on their location.

Types of Location Decisions. Location de-
cisions arise in the following three situations:
(a) the establishment of a new business; (b) the
relocation of an existing business; and (c) the
establishment of a branch plant.6
Decisions involving the establishment of a

completely new business appear to constitute
a fairly small part of the total number of lo-
cation decisions made each year. When a new
business is undertaken, other initiating prob-
lems are often more significant than where to
locate. In addition, many new enterprises start
out as small firms and funds for researching
alternative locations are limited.
Decisions involving relocation also appear to

be uncommon in relation to the total because
few firms earning a reasonable profit will jeop-
ordize it by moving a plant in order to obtain a
greater profit. The problems involved in com-
pletely uprooting a plant and relocating it are,
of course, numerous and often extremely costly

'This classification is based on that used by Glenn E. Mc-
Laughlin and Stefan Robock, Why Industry Moves South, National
Planning Association, Committee of the South, 1949, pp. 18-20.
An indication of the frequency of these types of location decisions
can be obtained from this study. Of the 88 new plants examined,
tWO were completely new businesses, three were relocations and 84
were branch plant establishments.

to resolve. In addition to the cost of moving,
there is the opportunity cost of the income
which is lost while the move is being made.
The most frequently made plant location de-

cisions seem to involve the establishment of
branch plants. The most common preferences
given for the building of a branch plant, rather
than expanding a present plant, are: (a) to be
nearer a growing market; (b) to permit the
building of a more efficient plant; (c) to reap
the economies of decentralization; and (d) to
locate nearer a material source.
From the preceding discussion it appears that

if state and local taxes exert any influence at
all, it is primarily on those location decisions
involving the establishment of a branch plant.
Therefore, a belief that taxation can result in
an extensive development of new businesses
and the wholesale migration of existing busi-
nesses seems to be largely unfounded.

The Problem of Measurement
The question of the influence exerted by state

and local taxes on location involves two sub-
questions. The first is how to measure tax bur-
dens so they may in turn be compared. If it is
contended that one area's "low taxes" will at-
tract industry, it must be shown that taxes
actually result in a smaller burden to industry
in that area rather than in another. Given the
difference in tax burdens, the second question is,
what effect would such differences have on the
location of industry. Although the measurement
of tax burdens may appear to be simple, the fact
is that such measurement is virtually impossible
for reasons noted in subsequent discussion.
Two common methods of measuring compara-

tive tax burdens, as noted in Chapter IV, are:
(a) to reduce tax revenues to a per capita basis;
and (b) to compare tax revenues with personal
income. Such methods may give some indication
of general tax levels but they give little indica-
tion of the tax burdens which would be sig-
nificant in decisions involving industrial loca-
tion. If, for example, a state raises substantial
revenues from a personal income tax or a resi-
dential property tax, an apparently high tax
area would have little deterrent effect upon the
location of industry. Hence, the composition of
tax structures is more important to location
decisions than an over-all measure of tax levels
such as per capita tax revenues or the ratio of
revenues to personal income.
Another method sometimes used in an attempt

to measure tax burdens is to compare tax rates.
Such a procedure is, of course, meaningless un-
less the bases of the taxes are also comparable.
For example, a comparison of corporate income
tax rates would be meaningless unless exclu-
sions, deductions, and other provisions were
also compared. Similarly, there is the matter of
administrative differences which often make
comparisons of tax burdens in two areas ex-
tremely difficult.
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Another consideration which adds to the prob-
lem of measurement is the relationship between
state and local taxes and the federal tax. The
burden represented by the tax levels in two
areas is substantially different if one compares
total tax bills and not just state and local tax
bills. This divergence is due to the federal in-
come tax provision which permits deduction of
state and local taxes. Hence, in the case of cor-
porate tax burdens, the addition of the federal
income tax has the effect of diminishing the
differential in tax levels which would be in-
curred in various states. For example, if State
A collected $10,000 more from a corporation than
State B, the additional tax revenues would rep-
resent a burden to the corporation of only $4,800,
since the federal government contributes a per-
cent of the additional state and local tax reve-
nues equal to the marginal rate of the federal
tax, which in this case is assumed to be 52 per-
cent. Therefore, a comparison of total tax levels
is considerably more meaningful than a com-
parison of state and local taxes alone.
Moreover, any realistic evaluation of the im-

pact of taxes on the location of industry must
also take into account the level and character
of the governmental services provided business
by the taxing jurisdiction.7 Low taxes usually
mean that a community is foregoing government
services. If the business concerns must as a con-
sequence provide these services, the low taxes
of an area may very well prove to be false
economy.° For example, if a firm must provide
additional fire and police protection, little sav-
ings will result from low taxes. Likewise, the
ability of a firm to attract competent personnel
will be greatly hindered if qualified schools are
unavailable. Of course such specific benefits are
usually difficult to relate directly to taxes paid.
Nevertheless, general benefits are basically de-
pendent on the general level of tax collections
in a given community and cannot be ignored
when comparing the tax burdens of industry.

Impact and Incidence of Taxes. Finally, there
is the question of tax incidence and shifting, that
is, who in the final analysis actually pays the
tax? If taxes are to act as a location factor their
incidence (final burden) as well as their impact
(initial burden) must rest, at least in part, with
the business firms involved. It is generally
agreed, for example, that consumption taxes,
such as tobacco and liquor taxes, are shifted
totally to the consumer in the form of higher
prices.° In this case, the business acts only as a

,The necessity of considering benefits as well as taxes in
public finance has been succinctly summarized as follows: "Not-
withstanding a widespread impression to the contrary, the gov-
ernment does not raise money only for the purpose of dropping it
Into the bottom of the sea." Harold M. Groves, Financing Govern-
ment (fourth edition; New York: Henry Holt and Company, 1954),
p. 223.
'An example of a case in which inadequate services played a

more important location role than low taxes, can be found in
"When Low Taxes Repelled an Industry," American City, August,
1950, p. 5.

'Groves, op. cit., p. 102.

tax collector and not as a taxpayer. Hence, these
taxes would have little effect on the location of
industry.
The levying of a tax on a business may have a

multitude of effects. The tax may be shifted for-
ward to the consumer in the form of higher
prices, it may be shifted backward in the form of
lower payments to the factors of production or
lower prices to suppliers, it may be absorbed by
the firm, thereby lowering profits, or finally a
combination of any of the above may occur. In
addition, output or input price changes may
even be greater than the amount of the initial
tax.1°
In most cases it is very difficult to predict

which of these effects the levying of a tax will
have. Numerous factors will have an effect. The
ability of a firm to shift taxes will depend prim-
arily on the degree to which output and input
prices can be modified without affecting the
quantities sold or offered, or in more technical
terms, demand and supply elasticities.11 Another
factor of some importance for shifting is price
level movements. Forward shifting, for ex-
ample, may be accomplished more easily in
times of inflation than in other times.
Another determinant of a firm's ability to shift

taxes is the location of the firm. Therefore, if
the ostensible tax burdens of two localities are
being compared, it should be remembered that
the tax might be shifted in one locality and ab-
sorbed in another. For example, a firm's com-
petitive position might permit it to shift the tax
in one area but not in another. Similarly, the
availability of labor in one area might be such
that the tax could be shifted backward with ease
whereas in another area backward shifting
would be impossible.
Although there is considerable lack of agree-

ment concerning the incidence of taxes, there is
substantial agreement that the complete absorp-
tion of a tax by a firm would be rare. However,
it is only the amount of taxes which are ab-
sorbed that would act as a location factor.
Hence, if taxes are to play a significant role in
the location of industry, it would have to be
assumed that firms have little ability to shift
taxes.
Considering the numerous problems encount-

ered in attempting to measure comparative tax
burdens, an analysis of the impact of these bur-
dens on the location of industry must be made
with caution, since the precision which can be
obtained in measuring the effect of any variable
is limited in part by the degree to which the
variable can be defined.

,°The firm may seize the opportunity of an increased tax to
increase prices by an amount in excess of the tax. Another
occurrence which results in price increases in excess of the
initial tax is "pyramiding" of a tax. This may occur when a tax
is passed forward through several marketing stages, if the goods
are "marked up" as a percent. Hence, business firms may even
make a profit on the tax.

"Otto von Meting, The Shifting and Incidence of Taxation
(Philadelphia: The Blakiston Company, 1942), p. 4.
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Review of the Studies Which Have
Been Conducted

The numerous studies which have been under-
taken concerning the importance of taxes as a
location factor can be classified by their ap-
proach or method used. The four most common
are: (a) correlation method; (b) questionnaire
or interview method; (c) computation of taxes
as percent of total costs; (d) computation of
hypothetical tax bills.

Correlation Method. Representative of the
correlation-type approach is the frequently
quoted study made by G. A. Steiner in 1938."
An attempt was made to compare "industrial
development" with the "tax burdens" for nine
states. The industrial development index was
made up of the percentage changes over a 17-
year period of 12 factors, including such indica-
tors as value added by manufacture, per capita
income, and population. The tax burden was
measured by the changes in property tax col-
lections, state and local taxes, and state and local
taxes compared with corporate profits. The con-
clusion reached was that the changes in tax bur-
dens had not affected changes in the growth of
manufacturing.

A more recent and less complex study was
made by the Twin Cities Business Executives'
Research Committee in 1954.13 Again, an at-
tempt was made to measure the effect which
taxes have on the rate of economic development.
The ten states which had the highest ratios of
state and local taxes to income, and the ten
states which had the lowest ratios, were com-
pared with the rate of "economic development"
which, in this case, was measured by the in-
crease in employment and value added by man-
ufacture. When the ratios of taxes to income
were compared to "economic development," it
was found that in those states where taxes were
relatively high, economic development had oc-
curred at the most rapid rate. It would appear
from this study that high taxes not only fail to
deter or retard economic growth but actually
foster it.

It can readily be seen that a major problem in
the correlation type approach is in attempting
to measure the tax burden, and industrial or
economic growth. The Steiner Study has been
criticized because it fails to "... develop valid
measures of either the growth of manufacturing
activity or the growth of tax loads on manufac-
turing corporations."" The same criticism may

A. Steiner, "The Tax System and Industrial Development,"
Bulletin of the National Tax Association, January, 1938.
',Business Executives' Research Committee, Industrial Loca-

tion and the Minnesota Economy (Minneapolis: University of
Minnesota. School of Business Administration, 1954).
A separate part of this study utilizes the approach of comparing

taxes to other costs, a discussion of which will be found in a
later section of this appendix.

be made of the Executives' Research Committee
Study. However, although these studies do not
develop precise measures of tax loads of eco-
nomic growth, they do indicate that economic
growth is not necessarily precluded by appar-
ently high tax loads.

A more fundamental and inherent difficulty
involved in the correlation approach is the prob-
lem of inferring causality from co-variation.
From the simultaneous occurrence of high taxes
and rapid industrial growth one can only infer
that high taxes do not preclude industrial
growth. An inference that high taxes caused the
growth or vice versa would be questionable.
Closely related to this problem is the impossi-
bility of isolating the impact of taxation on in-
dustrial growth. Development may occur in
spite of the taxes, not because of them. It would
be highly questionable to imply that post-war
growth in California or Florida was due simply
to tax policies; which a simple correlation analy-
sis between taxes and "growth" would indi-
cate.15

Questionnaire or Interview Method.16 If an
attempt is being made to discover how import-
ant taxes are as a location factor, it would seem
that the least difficult method would be simply
to ask businessmen how important they consider
them. A study by the National Planning Asso-
ciation in 1949 is an example of the question-
naire method.17 A detailed investigation was
made of 88 industrial plants which had recently
located in thirteen southern states. Although no
attempt was made to numerically rank location
factors by their degree of importance, the con-
clusion was reached that, "In almost all in-
stances, it was clear that companies had care-
fully compared the tax burdens in different
states."15 Although the magnitude of the taxes
was frequently offered as a factor, some signifi-
cance was also attached to the variation of taxes.
Hence, firms seem to be concerned with the cer-
tainty of tax costs and not only with the magni-
tude of the taxes. In addition, some firms viewed
low taxes not only in terms of how the firm's
cost structure would be affected, but also as an
indication of a community's attitude toward
business, this latter factor apparently being of
some locational significance.

"Floyd, op. cit., p. 14.
"For a complete discussion of the shortcomings of the aggrega-

tive-inferential approach to this problem see Report of the Min-
nesota Tax Study Committee (Minneapolis, 1956), p. 119, and
Floyd, op. cit., pp. 12-16.
',Two questionnaire-type studies which are pertinent to Colo-

rado are discussed in a later section.
'McLaughlin and Robock, op. cit.
"Ibid., P. 107.
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In another study, 106 manufacturers who had
recently located in New England were inter-
viewed.'° Company officials were asked to name
the "principal factor" which influenced the lo-
cation of the plant site. While many officials
said that "personal considerations" were of
prime significance, the author of the study con-
cluded that taxes did not exert a significant in-
fluence on the location choice.2°

Conclusions reached through the question-
naire approach should be accepted with caution
because the approach contains several inherent
difficulties. A major problem, as is true with all
surveys, is that of getting a representative
sample. This problem is especially difficult with
a survey of manufacturing firms since there are
few common characteristics of manufacturers.
Another problem is the difficulty of finding cate-
gories, or reasons, which are meaningful. For
example, the category "personal considerations"
may or may not include the factors of taxes or
labor. The most difficult problem inherent in
the questionnaire method is that answers given
frequently do not reflect the actual motivation
behind the decisions. Although it may be con-
tended that taxes are important as a location
factor if businessmen think they are important
regardless of their actual significance as meas-
ured by an objective standard such as costs, it
would appear that costs will overcome un-
founded subjective "beliefs" in the long run.

Taxes as Percent of Total Costs Method. This
approach assumes that the percent of total busi-
ness costs accounted for by state and local taxes
is indicative of the locational significance of
these taxes. Hence, the problem is simply to
determine state and local taxes as a percent of
total costs. A commonly used method of at-
tempting to solve this problem is to utilize a cost
questionnaire. One such study conducted uti-
lized a sample of 612 Pennsylvania firms.21 Of
these 612 firms, 435 reported that state business
taxes22 were one percent or less of total costs.
For the total number of firms (612) , business
taxes represenetd an average of only .55 of one
percent of total costs.23

A more recent study done in Minnesota, also
utilizing a questionnaire but including more

1vG. H. Ellis, "Why New Manufacturing Establishments Located
in New England," Monthly Review of the Federal Reserve Bank
of Boston, April, 1949.

• p. 11.

"Jesse Burkhead and Donald C. Steele, "The Effect of State
Taxation on the Migration of Industry," Journal of Business of
the University of Chicago, July, 1950. Contrary to most studies
done on the importance of taxes as a location factor, this study
was not confined to manufacturing.

22"Business taxes" were defined as state corporate income tax
and the capital stock tax (for domestic corporations) or the fran-
chise tax (for foreign corporations operating in Pennsylvania).
• p. 168.

state taxes, reached similar conclusions.24 Using
a 600-firm sample of the some 5,000 manufactur-
ers in the State, firms were asked to estimate the
percent of total costs represented by state and
local taxes. The medians of all industry medians
are as follows: 25

Type of Tax Percent

Real property  0.67
Personal property  0.80
Corporate income  0.52
Other (state and local)  0.43

Total   2.42

Although these studies clearly point to the
conclusion that tax costs are a small percent of
total costs, the tenability of the inference that
taxes therefore play a small part in the location
of industry is questionable. It would appear that
the locational significance of any cost factor
would be indicated by the differentials in costs
which would be incurred in various localities
and not simply by the percent of total costs
accounted for by that factor. For example, if
labor costs were identical in all locations, labor
would exert little influence on industrial loca-
tion even though it might represent a very large
portion of total costs. Similarly, taxes would
exert little influence on industrial location if
they resulted in identical costs in all areas.
Therefore, attempts to determine the locational
significance of state and local taxes must center
around the differentials in tax liabilities which
would be incurred in various localities. In ad-
dition, the total tax differentials and not simply
the state and local tax differentials are signifi-
cant. As mentioned earlier, the introduction of
federal tax burdens into the analysis greatly
reduces the magnitude of the differentials and
therefore the locational significance of taxation
is actually less than would be indicated by view-
ing the differentials in state and local taxes
alone.

Hypothetical Tax Bill Method. Predicated on
the assumption that tax differentials between
areas are more significant than absolute costs,
several studies have attempted to measure the
tax costs that would be incurred by an actual
or hypothetical firm if it were located in alter-
nate places. In the best known of the studies,'
hypothetical tax bills were computed for two
corporations alternatively placed in cities in
19 states, and for one corporation alternately
placed in cities in four states. The state and
local tax bills varied substantially although the

"Business Executives' Research Committee, op. cit.
p. 49.

"Floyd, op. cit.
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addition of federal tax reduced the inequality
of the tax bills considerably.27 The study leads
the author to conclude that ". . . under certain
conditions tax considerations may influence the
selection of location for some, but by no means
all, types of industrial plants."28 This conclusion
is extremely tenuous considering that only
three firms were studied—quite a small sample
from which to generalize.
In another study using the hypothetical tax

bill method," three hypothetical corporations
were constructed on the basis of examining 50
actual corporate financial statements. The tax
bills were then computed for these firms in 185
communities in 10 states. It was again found
that tax bills varied considerably, although the
magnitude of the differentials was diminished
by the addition of the federal tax.3° If tax dif-
ferentials alone were indicative of the import-
ance of taxes as a location factor, the size of
the tax differentials in this study would indicate
that taxes were quite significant. However, a
very serious limitation on this inference is the
implicit assumption in the hypothetical tax bill
approach that "all other factors are equal"—
which is obviously not true. Until these numer-
ous other factors are taken into account, broad
generalizations based on this method should be
made with caution.

Studies Pertinent to Colorado

Although the studies discussed above are sub-
ject to methodological qualifications, in total
they suggest that state and local taxes are less
Significant as a location factor than is often
presumed. However, these studies, being gen-
eral, do not necessarily apply to a specific taxing
jurisdiction. Thus, a particular community may
employ a tax which is extremely troublesome
to business.' A more important possibility is
that a community may be attracting the mar-
ginal firm for which taxes are, of course, an im-
portant location factor.32 In addition, the influ-
ence of taxation appears to be more significant
in a metropolitan area which covers several
states, such as Metropolitan New York, than for
a relatively isolated metropolitan center such as

"Ibid.. PP. 138-40.

P. 109.

'Pennsylvania Economy League, The Relative Tax Cost toManufacturing Industry: 1957 Revision (Pittsburgh: Regional In-
dustrial Development Corporation, 1957).

"Ibid., pp. 34-48.
"For example, there is some evidence that removal of a long

!ltanding inventory property tax exemption in Baltimore may have?lad an adverse effect on the community's growth. The exemptionf,,,as since been restored. See Hanson Weymouth, Jr., "Baltimore's
ax Lesson," Industrial Development, August, 1958, pp. 69-71.

.. "A direct relationship is frequently presumed to exist betweenPie establishment of industry and the welfare of a community.Such an assumption may be faulty if a community relies on
attracting marginal firms for which low wages, tax concessions,ianndbusspineceisasl. inducements are mandatory conditions of remaining

Denver.33 For this reason, it is desirable to re-
view two important studies which are pertinent
to Colorado.

Garwood Study.34 This study is an investiga-
tion of the factors influencing the location of 116
manufacturing firms established in Colorado
and Utah between 1946 and 1950. Personal in-
terviews were held with the officials of these
firms and the importance of numerous location
factors was discussed. The author concludes
that the five major factors attracting industry
to Colorado and Utah are, in order of import-
ance: (1) markets, (2) materials, (3) labor, (4)
available sites and plant facilities, and (5) cli-
mate. Concerning the effect of taxes it was found
that:

... most company officials had no comment
to make on the state tax structure. Many
owners had no idea as to the extent of their
tax burdens and expressed no concern over
any particular tax. Officials of fewer than
ten firms had any comment to offer as to the
taxes as they found them in their new loca-
tions.35

Although this study indicates that taxes are
quite insignificant as a location factor, it should
be remembered that the technique of informal
interview and of subjectively evaluating the
importance of various location factors may re-
sult in some distortion.

Colorado Business Bureau Study." This ex-
tensive study was based on personal interview,
wherein executives of 253 Colorado manufac-
turing plants, established between 1948 and 1957,
were asked to indicate which of 30 selected fac-
tors had strongly influenced their choice; had
some influence; or had no influence over their
choice of an industrial site. One of the pre-
selected factors was "State and Local Taxes."
In reference to this factor, 87.3 percent of the
firms interviewed said that the factor did not
enter into their choice, 8.7 percent said that
state and local taxes had "some influence," and
only 4.0 percent said that the factor had
"strongly influenced" their choice.37 The 30
selected factors used in the study and the influ-
ence exerted by each are presented in Table
4.A2. It can be seen that the factor State and

nA recent study concerning the location of industry within the
New York Metropolitan Region reached the conclusion that taxes
were contributing to a decentralization trend. See Allan K. Camp-
bell, "Taxes and Industrial Location in the New York Metropoli-
tan Region," National Tax Journal, September, 1958.
"John D. Garwood, "Industrial Migration to the West" (un-

published Ph. D. thesis, The University of Colorado, Boulder,
1951).

p. 190.

J. Crampon and Paul W. DeGood, Jr., Industrial Location
Survey (Bureau of Business Research, University of Colorado,
1957). Also summarized in L. J. Crampon, "Factors Influencing
the Selection of a Plant Site" (Boulder: Bureau of Business Re-
search, Colorado University, n.

"Crampon and DeGood, op. cit., p. 89.
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Local Taxes was ranked 27th, having been men-
tioned by 12.7 percent of the firms interviewed.

Although this study is subject to the inherent
limitations of a questionnaire type study, it
appears to be more reliable than the Garwood
Study because the sample was larger, and the

Table 4.A2

Relative Importance of Location Factors
253 Colorado Manufacturing Firms
Established between 1948 and 1957

Factor

Percent of responses attributing
influence to factor

Strong Some Grand
influence influence total

Availability of markets 44.3 17.0 61.3
Availability of future markets 26.9 23.3 50.2
Over-all growth of state or area 27.7 20.9 48.6
Desirability of living conditions 26.5 17.4 43.9
Availability of raw materials 27.3 15.8 43.1
Availability of needed labor 18.2 22.1 40.3
Land as a site for plant 22.9 16.2 39.1
General appearance of community 17.8 21.3 39.1
Cost of labor, existing wage rates 13.8 24.9 38.7
Existing transportation facilities 13.8 20.9 34.7
Existing building for plant 20.6 13.4 34.0
Attitude of community toward ind. 13.0 19.0 32.0
Electric power supply 11.5 19.0 30.5
Effect of climate upon production 12.6 17.8 30.4
Effect of climate upon labor force 11.5 15.4 26.9
Productivity of labor force 7.5 17.8 25.3
Employer-labor relations history 9.5 13.0 22.5
Water for industrial use 6.7 14.6 31.3
Warehousing and storage facilities 8.3 12.6 20.9
Industrial fuels-coal, oil, gas 9.1 11.1 20.2
Adequacy of industrial zoning 3.6 15.8 19.4
Availability of housing 5.1 13.8 18.9
Government attitude toward ind. 4.0 11.8 15.8
Other production materials 2.4 13.0 15.4
Local or state laws and regulations 2.4 13.0 15.4
Water for domestic use 5.1 9.9 15.0
State and local taxes 4.0 8.7 12.7
Existence of research facilities 2.0 10.3 12.3
Community financial subsidy 2.0 4.7 6.7
Objectivity of judicial attitude 0.0 3.2 3.2

Source: L. J. Crampon and Paul W. DeGood Jr., Industrial Location
Survey, Bureau of Business Research, University of Colorado,
1957, pp. 68-69.

basis for attaching relative importance to each
factor was somewhat more defensible.

Summary and Conclusions

Because of the importance of other location
factors, state and local taxes apparently play
little role in the location of such industries as
agriculture, mining, construction, government,
communications, transportation, and portions of
trade and services. In addition, some manufac-
turing firms are limited in their choice of a
location site and therefore cannot attach sub-
stantial importance to taxation. In total these
locational restricted concerns probably account
for more than half of the total personal income
produced in the United States. Other analytical
considerations such as the problems of measure-
ment and of shifting and incidence lead to the
untenability of the assertion that state and local
taxes are a cardinal factor in the location of
industry. Several inductive studies, though
subject to methodological qualifications, also
point in the same direction. Moreover, for the
Colorado area it appears that on the basis of
such studies numerous other factors have played
a more important role in the location of industry
than taxation.

In conclusion, on the basis of available evi-
dence the broad generalization can be made
that state and local taxes exert a relatively
insignificant influence on the location of indus-
try, that a simple direct relationship between
a "favorable tax climate" and rapid economic
growth does not exist, and that the problem is
substantially more complex than is frequently
presumed.



CHAPTER V

STATE GOVERNMENT FINANCE

The purpose of this chapter is to present in
greater detail than was possible in Chapters III
and IV the over-all disbursements' and receipts'
picture of state government in Colorado as sum-
marized in Tables 5.1, 5.2, and Chart 5.1. In
addition, the State's fund structure is examined
with particular attention directed to the ques-
tion of financing the General Fund including
its future expenditure and revenue require-
ments projected to 1965. In each analysis the
period of principal reference covers the post-
war years, or from 1946 to 1957 and, where
data are available, to 1958.
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Total Disbursements1

In the interpretation of total state disburse-
ments it is important to distinguish between
four board classes: (1) general expenditures,
that is expenditures for operations and capital
requirements of the State establishment as such,
(2) payments of State collected funds to counties
and cities, (3) payments for debt retirement
(which must be excluded from general expen-
ditures to avoid double counting since general

'Unless otherwise noted the discussion in this section is based
on Table 5.1.

TOTAL RECEIPTS AND DISBURSEMENTS OF STATE GOVERNMENT IN COLORADO
FISCAL YEARS, 1946-1957

DI SBURSEMEN 1 S

1947 1948

RECEIPTS

ri/r r

PAYMENTS TO CITIES AND COUNTIES

, A

1949 1950 1951 1952 1953 1954 1955 1956 1957 1946 1947 1948 1949 1950 1951 1952

SOURCE State of Colorado, Division of Accounts and Control, Annual Reports; Department of Revenue,

Annual Reports, State Auditor, Annual Reports; and State Treasurer, Annual Reports.
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Table 5.1

Total Disbursements of State Government in Colorado,
Fiscal Years, 1946-1957

(thousands)
Disbursements 1946 1947 1948 1949 1950 1051 1952 1953 1954 1955 1956 1957
General expenditures

General Government
Legislative $ 12 $ 229 $ 0 $ 276 $ 76 $ 265 $ 179 $ 256 $ 204 $ 396 $ 263$ 510
Executive 325 608 765 785 828 931 1,087 1,050 1,150 1,372 1,258 1,423
Treasurer 86 99 62 76 72 95 83 99 91 113 101 124
Taxation and Revenue 976 1,868 1,450 1,606 1,718 1,789 1,961 2,178 2,651 3,191 3,477 3,962
Auditor 32 32 36 41 51 53 58 66 67 70 76 87
Legal affairs 91 103 118 141 178 177 193 196 208 256 254 292
State Department 261 313 363 359 356 399 419 444 463 521 520 594
Judicial 242 247 252 270 302 328 359 437 610 641 570 584

Total 2,025 3,499 3,046 3,554 3,581 4,037 4,339 4,726 5,444 6,560 6,519 7,576
Protection to Person
and Property
National Guard 118 158 225 231 200 246 167 217 239 221 250 301
State Patrol 396 644 1,085 1,203 1,186 1,260 1,361 1,389 1,573 1,648 2,155 2,239
Parole officer - - - - 8 130 165 163 180 192 227
Civil defense - -- - - 28 70 130 118 129 148 224
Livestock inspection 221 253 92 70 191 200 228 228 246 258 261 293
Industrial relations 939 829 1,461 1,553 1,748 1,854 1,890 2,062 2,165 2,432 2,641 2,907
Commerce 283 549 433 438 449 478 509 535 588 600 644 713
Pari-mutuel racing - - - 11 26 91 85 104 118 124 149 148
Other 14 - - - 28 29 34 33 45 44 60 60

Total 1,971 2,433 3,296 3,506 3,828 4,194 4,474 4,863 5,255 5,636 6,500 7,112
Development and Conservation
DeparfinentofGamn
and Fish 838 1,483 1,868 2,440 2,289 2,365 2,751 3,005 3,249 4,231 4,151 3,807

Agriculture 678 573 680 647 767 741 806 981 1,164 1,509 1,171 2,669
Land administration - - - - 186 281 255 226 318 354 346 295
Other 480 481 852 919 516 537 546 627 733 757 863 890

Total 1,996 2,537 3,400 4,006 3,758 3,924 4,358 4,839 5,464 6,851 6,531 7,661
Ffindth and Sanitation 857 885 1,009 1,051 1,649 2,393 1,811 1,545 1,670 1,772 1,342 2,461
Welfare 249 382 486 530 575 740 649 618 685 679 553 597
Penal, Eleemosynary,

Refonminsfitufions 4,109 5,742 6,237 7,727 8,510 11,105 11,636 10,645 11,819 13,169 13,593 16,403
Education
Stateeducationalinst 3,983 6,061 8,220 9,804 11,987 11,705 14,073 14,919 15,038 15,682 18,684 23,635
Stateeducafionalagencies 253 1,005 1,635 1,915 2,252 2,462 2,495 2,298 2,159 2,507 2,676 3,465Total 4,236 7,066 9,855 11,719 14,239 14,1(17 16,568 17,217 17,197 18,189 21,360 27,100
State highways 5,199 9,751 19,366 24,242 24,373 24,918 26,707 27,930 34.540 33,603 39,730 58,051
Interest 471 445 368 318 281 328 376 349 336 347 336 481
Miscellaneous 125 - - 28 89 10 3 9 7 1,290 2,720 810

Total General
expenditures 21,238 32,740 47,063 56,681 60,883 65,816 70,921 72,741 82,417 88,096 99,184 128,252

PayrnentstoCifiesandCounfies
Old age pension 23,690 33,212 36,469 40,919 40,930 45,101 45,224 49,876 50,912 52,397 57,272 57,136
Other welfare 3,645 3,225 5,219 6,053 6,522 7,338 8,879 9,171 10,159 10,849 11,442 12,351
Public school aid 4,132 5,274 9,085 9,055 10,009 10,092 11,151 14,798 15,084 15,380 19,472 22,975
County road fund 4,353 7,334 8,527 9,899 11,195 12,226 13,389 14,503 13,442 14,435 15,177 16,373
Other 320 413 1,116 1,884 1,055 689 640 581 563 565 1,056 1,037

Total 36,140 49,458 60,416 67,810 69,711 75,446 79,283 88,929 90,160 93,626 104,419 109,872
Debt retirement 1,880 1,573 1,697 1,728 1,771 2,196 1,887 1,952 1,927 328 323 904
TrustFunds,Invesfiments,

Transfers, etc.
Dept of Employment Security

Transfers to U.S.
Treasury 4,986 5,673 6,436 5,933 3,486 4,554 5,969 5,317 2,625 2,586 3,160 6,082Employment security
benefits - 1,000 1,125 2,095 4,675 1,870 1,205 1,560 5,340 3,380 2,850 4,660

Cddageinsurancefund - - - - 382 530 1,336 1,650 1,875 2,064
State compensation ins. 1,741 1,400 1,557 1,741 2,394 2,635 3,212 3,507 4,087 4,190 4,799 4,668
Public employees retire-
rnentfund - - 414 469 573 836 1,081 1,297 1,503 1,902 2,255 2,649

Investments 3,583 3,874 3,077 4,167 4,528 7,870 6,934 7,823 11,558 16,093 28,403 25,203
Transfers, refunds, etc. 5,192 4,856 2,115 2,098 2,800 4,256 2,620 16,077 15,729 15,031 17,703 24,907

Total 15,502 16,803 14,724 16,503 18,456 22,021: 21,403 36,111 42,178 44,832 61,045 70,233
Grand total disbursements 74,760 100,574 123,900 142,722 150,821 165,479 173,494 199,733 216,682 226,882 264,971 309,261

Source: State of Colorado, Division of Accounts and Control, Annual Reports; Department of Revenue, Annual Reports; State Auditor, Annual Reports;and State Treasurer, Annual Reports.

expenditures include outlays from borrowed
funds) and (4) payments into or out of trust
funds including the investment of surplus funds
and miscellaneous inter-departmental trans-
fers. Expenditures in the last category do not
result in any change in the net value of State
assets and are included in disbursements as
shown in Table 5.1 only for purposes of pre-
senting a complete statement of financial trans-
actions.

General Expenditures.2 The cost of operating
and maintaining the various state departments
and institutions including capital outlays
amounted in 1957 to $128 million.' Of this
amount expenditures for education accounted
for 21.13 percent, state highways, 45.27 percent,

=Includes both operating and capital outlays.
The terms "costs" and "expenditures" are used interchange-

ably.
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Table 5.2

Total Receipts of State Government in Colorado, Fiscal Years, 1946-1957
(thousands)

Revenues 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957
Revenue Receipts
Taxes

Property:
General $ 4,447 $ 4,340 $ 5,542 $ 5,953 $ 6,025 $ 6,245 $ 6,709 $ 6,705 $ 6,973 $ 7,242 $ 9,609 S 10,810Specific ownership 139 239 388 451 477 672 702 709 727 784 1,070 1,172Total 4,586 4,579 5,930 6,404 6,502 6,917 7,411 7,414 7,700 8,026 10,679 11,982Sales:.
General 14,580 19,781 23,242 24,402 24,723 28,364 29,152 31,749 31,598 34,643 37,750 38,947Use 946 1,205 1,541 1,384 1,373 1,698 1,834 1,964 2,255 2,341 2,720 3,123Service 53 6 1 - - - - - - - - -Total 15,579 20,992 24,784 25,786 26,096 30,062 30,986 33,713 33,853 36,984 40,470 42,070Liquor:
Alcoholic beverage• 4,464 3,913 3,798 3,584 3,640 4,147 3,802 3,941 3,777 4,113 4,354 4,559Alcoholic bev. license 205 226 223 216 214 216 208 217 217 216 216 21585% city and county 462 513 537 526 542 552 542 567 553 553 563 565Total 5,131 4,652 4,558 4,326 4,396 4,915 4,552 4,725 4,547 4,882 5,133 5,339Highway User:
Motor fue1. 9,089 12,383 17,701 18,560 20,557 22,485 24,348 25,642 27,092 28,675 30,989 32,356Motor vehicle license 2,625 2,965 3,401 3,656 3,948 4,287 4,468 4,916 5,083 6,417 5,023 6,188Operators and chauffeur's

licenses 163 128 163 170 163 179 244 176 299 656 413 390P. U. C. carrier 1,098 1,274 1,444 1,696 1,909 2,338 2,555 2,867 2,908 3,691 6,540 6,344Total 12,975 16,750 22,709 24,082 26,577 29,289 31,615 33,601 35,382 39,439 42,965 45,278Insurance 1,075 1,374 1,645 1,783 1,943 2,125 2,362 2,714 3,032 3,192 3,594 3,903Pari-mutuel - - _ - 738 1,361 1,654 1,919 1,994 1,892 2,043 2,131Incomes 6,903 8,559 11,596 16,959 17,289 18,931 20,175 19,112 17,990 23,533 26,044 27,511Gress income (oil and gas) • - - _ - - - - - 2,544 3,525 3,346 3,895Inheritance and gift 2,470 1,459 2,059 1,792 1,750 2,244 2,487 2,970 2,475 3,149 4,002 4,543Miscellaneous b 267 276 331 268 263 265 351 521 581 556 651 714Total taxes 48,986 58,641 73,612 81,400 85,654 96,109 101,593 106,689 110,098 125,178 138,927 147,366
Licenses and Fees:
Game and Fish 1,047 1,538 1,986 2,483 2,349 2,525 2,958 3,091 3,026 3,127 3,512 4,035Dept. of Agriculture 417 322 403 474 588 535 456 551 622 649 672 735Secretary of State 419 544 362 491 495 507 540 362 446 511 541 617State Bd. of Stock

Inspection 129 156 160 146 145 175 160 166 180 193 161 314Other. 217 240 364 419 462 585 532 642 733 825 1,086 1,036Total licenses and
fees 2,229 2,800 3,275 4,013 4,039 4,327 4,646 4,812 5,007 5,305 5,972 6,737

Departmental Earnings and Misc.
Division of Commerce 206 116 87 250 305 302 432 207 207 234 290 323Educational institutions 609 1,647 2,470 2,583 2,832 2,441 1,826 1,895 1,698 1,858 2,077 2,331Department of Education 33 24 36 37 28 42 27 34 32 133 144 142State Highway Dept. 216 1,439 361 927 1,252 1,087 1,702 2,765 2,926 2,274 9,879 8,443Hospitals, penal and
char. institutions 696 531 807 954 1,046 1,122 1,203 1,504 2,583 3,124 4,265 3,637Division of Industrial
Relations 31 23 10 42 47 47 10 43 42 43 55 57Department of Public
Health 68 58 58 97 112 130 108 133 83 182 159 159Department of Public
Welfare 195 198 198 123 206 253 535 211 252 534 519 544National Guard - - - - - - 51 68 60 51 60 62Department of Revenue 28 69 95 27 94 98 55 2 - - - 34State lands 1,176 1,551 1,301 1,323 1,213 1,900 2,200 2,172 2,534 3,546 4,025 4,293Interest on bonds 581 603 1,049 656 1,028 992 971 816 948 544 613 640Unclassified 79 336 642 183 882 275 123 833 813 1,233 3,560 1,604Total department earnings

and miscellaneous 3,918 6,595 7,114 7,202 9,045 8,689 9,243 10,683 12,178 13,756 25,646 22,269
Receipts from U. S. Govt.
Highways N.A. 2,567 N.A. N.A. 8,456 7,845 7,292 8,608 8.604 9,071 11,071 15,377Public welfare N.A. 13,669 N.A. N.A. 19,420 22,150 20,774 24,715 28,752 26,769 27,494 27,229All other N.A. N.A. N.A. N.A. 11,056 10,072 9,145 8,756 13,526 11,981 11,029 17,637Total receipts 12,594 20,488 23,884 33,356 38,932 40,067 37,211 42,079 50,882 47,821 49,594 60,243Total revenue receipts 67,727 88,524 107,885 125,971 137,670 149,192 152,693 164,263 178,165 192,060 220,139 236,615Non-revenue receipts:

Employment security
taxes 4,998 5,672 6,435 5,954 3,525 4,537 6,374 5,882 4,009 2,594 3,179 6,095State compensation ins.
fund 1,918 2,130 2,104 2,388 2,590 2,809 3,852 3,822 4,981 5,154 5,890 6,645Public employees
retirement 898 1,176 1,548 2,081 3,228 3,934 4,782 6,059 7,122 7,981 9,004 10,595Bond issues and
warrants 0 0 0 0 0 6,300 0 0 2389, 0 0 8,000Investments matured 2,394 1,535 1,360 1,586 2,626 2,884 2,282 1,786 3.335 9,510 13,980 15,374Transfers, etc. 2,451 2,323 2,060 3,172 3,154 4,366 2,672 16,303 16,356 16,643 19,691 27,271Total Non-revenue

receipts 12.659 12,836 13,507 15,181 15,123 24,830 19,962 33,852 38,192 41,882 51,744 73,980
Grand total receipts 80,386 101,360 121,392 141,152 152,793 174,022 172,655 198,115 216,357 233,942 271,883 310,595
• Net after refunds.
b Includes foreign and domestic corporation tax, coal mine tax, metal mining tax, oil and gas conservation levy, predatory animal tax, hail insurancetax, safety and accident prevention tax, mattress stamp tax, revised statutes tax, gate admission tax, and P.U.C. tax.
' Includes auto title; penalty assessments. J.P. court fines; auto dealers and salesmen's licenses; and inspection stickers on autos.
Source: State of Colorado, Division of Accounts and Control, Annual Reports; Department of Revenue, Annual Reports; State Auditor, AnnualReports; and State Treasurer, Annual Reports.
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penal and eleemosynary institutions 12.79 per-
cent and "all other" 20.81 percent (Table 5.3).

Table 5.3

General Expenditure,a by Principal Functions
of State Government in Colorado,

Fiscal Year, 1957
Amount Percent

Function (thousands) of total

Education
Educational institutions $23,635 18.43
Other 3,465 2.70

Total 27,100 21.13

State highways 58,051 45.27

Penal and Eleemosynary inst. 16,403 12.79

All other:
General government 7,576 5.91
Protection to person and

property 7,112 5.54
Development and

conservation 7,661 5.97
Health and sanitation 2,461 1.92
Welfare administration 597 0.46
Miscellaneous 1,291 1.01

Total 26,698 20.81

Total 128,252 100.00

• Excludes payments by state to local governments, debt retirement
and miscellaneous trust fund payments and transfers.

Source: Basic data secured from State of Colorado, Division of Accounts
and Control, Annual Report; Department of Revenue, Annual
Report; State Auditor, Annual Report; and State Treasurer,
Annual Report.

Table 5.4 shows the trend of general expendi-
tures since 1946. It will be observed that the
total outlay of $128 million in 1957 exceeded its
corresponding total in 1946 by 504 percent and
that for 1950 by 111 percent. Expenditure in-
creases over these periods have exceeded the
rate of population growth as noted by per capita
increases of 330 percent and 67 percent for the
two periods (1946-1957 and 1950-1957), respec-
tively. However, price inflation was an import-
ant factor contributing to the over-all expendi-
ture changes noted. If allowance is made for
price change, the "real" per capita outlays for
the two periods noted increased at the rates of
147 percent and 25 percent, respectively.

Taking the more current period from 1950 to
1957 as the base of reference it will be observed
that per capita expenditures (in uniform 1956
purchasing power dollars) increased from $58.03
in 1950 to $72.54 in 1957, or an increase of $14.51.
Of this amount approximately two-thirds was
accounted for by enlarged outlays for state
highways, while the remaining one-third di-
vided between state institutions (education,
penal and eleemosynary) and other State func-
tions.4

Payments to Counties and Cities. State pay-
ments to counties and cities amounted in 1957
to $110 million5 which was directed to desig-

+For a more detailed analysis of expenditure for state institu-

tions see again Chapter III.

,This figure, taken from Table 5.1, is $1.3 million less than the

total shown in Chapter XX, Table 20.13, which presents in detail

all payments to cities and counties. The larger total of this latter

tabulation is due in part to a different system of classification than

that employed in Table 5.1 and, in part, to the inclusion of certain

items not shown in the formal State accounts upon which Table

5.1 is based.

Table 5.4

General Expenditures by Principal Functions of
State Government in Colorado, Selected

Fiscal Years, 1946-1957

Year Total Education Highways
Amount (thousands)

Penal and
eleemosynary
institutions

All
other

1946 821,238 $ 4,236 $ 5,199 $ 4,109 $ 7,694
1948 47,063 9,855 19,366 6,237 11,605
1950 60,883 14,239 24,373 8,510 13,761
1952 70,921 16,568 26,707 11,636 16,010
1954 82,417 17,197 35,540 11,819 17,861
1955 88,096 18,189 33,603 1239,916%9 23,135
1956 99,184 21,360 39,730 13,593 24,501
1957 128,252 27,100 58,051 16,403 26,698

Increase
1946-1957 504% 540% 1,017% 247%
1950-1957 111% 90% 138% 93% 94%

Per capita•
1946
19481948

817.76 $ 3.54
7.80

$ 4.35
15.33

$3.44
$4.4944

$ 6.43
9.19

1950 45.61 10.67 18.26 6.37 10.31
1952 51.84 12.11 19.52 8.51 11.70
1954 55.24 11.53 23.82 7.92 11.97
1955 56.95 11.76 21.72 8.51 14.96

61.53 13.25 24.65 8.43 15.201199557
76.38 16.14 34.57 9.77

6
15.90

Increase
1946-1957 330% 356% 695% 184% 147%
1950-1957 67% 51% 89% 53% 54%

Per capita • (in 1956 dollars)b
1946
1948

$29.31
49.28

$ 5.84
10.32

$ 7.18
20.28

$ 5.68
6.53

810.61
12.15

1950 58.03 13.57 23.23 8.10 13.13
1952 58.18 13.59 21.91 9.55
1954
1955

58.95
59.51

12.30
12.29

2225..6492 8.45
8.89

1132..7183

15.64
1956 61.53 13.25 24.65 8.43 15.20
1957 72.54 15.33 32.83 9.28 15.10

Increase
1948-1957 147% 162% 357% 63% 42%
1950-1957 25% 13% 41% 15% 15%

• Population data used are from U. S. Department of Commerce, Survey
of Current Bueineee.

b Based on 1956 index of state and local costs presented in Economic
Report of the President, January, 1958, p. 122.

Source. State of Colorado, Division of Accounts and Control, Annual
Reports; Department of Revenue, Annual Reports; State
Auditor, Annual Reports; and State Treasurer, Annual Reports.

nated purposes as follows: old age pensions, 52
percent of total; other welfare, 11 percent; pub-
lic school aid, 21 percent; county roads, 15 per-
cent; and all other, 1 percent (derived from
Table 5.1).

State disbursements to local governments
have their principal revenue support in "shared
taxes" consisting largely of the highway user
taxes; excise taxes (Table 5.5); appropriations
from the general fund; and federal grants. For
1957 "shared taxes" and special taxes (sales and
liquor) covered 50 percent of total outlays to
the counties and cities while general fund rev-
enues and federal grants accounted for 21 per-
cent and 29 percent, respectively. In summary,
71 percent of State disbursements to local gov-
ernment was financed from the State's own
revenue sources.°

The role of the Federal Government in the
local governmental aid picture is largely con-

•Based on Table 20.13 (Chapter XX).
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fined to old age pensions and other welfare
payments.7 This means therefore that State
financed aid to the counties includes, in addition
to old age pensions (financed by excise taxes),
assistance for county highways (financed mainly
by the State highway user taxes), and aid to
public schools (financed largely from the State's
General Fund).

Table 5.5

Percent of State Collected Taxes Shared With
or Distributed to Counties and Cities in

Colorado, Fiscal Year, 1957
(Exclusive of Appropriations from State

General Fund and Federal Aids)
County and
city share•
PercentTax

Shared taxes
Highway User Tax Fund
Gross ton mile
Motor fuel
Motor vehicle license
Operators and chaffeurs license

Specific ownership tax A
Motor vehicle penalty assessments
Liquor

Other taxes
Sales (for welfare)
Inheritance (for welfare)
Incorporation fees (for welfare)

35
35
35
35

50
15.

85
iod
10d

' Cities share to tbe amount of 5 percent of the highway user taxes.
b Distributed on formula basis.
o Retained by local governments.
4 Percent is additive to basic tax.

Source: Colorado Revised Statutes 1953, Ch. 120-12-7, 8; Ch. 13-5-5;
Ch. 13-4-132,133; and Ch. 75-2-17,18,19,20,21,23.

General Expenditures and Payments to Coun-
ties and Cities. A more complete procedure
showing where the State's money has gone and
Perhaps a better basis for judging whether or
not the public is getting its moneys worth for
What appears as an enormous current expendi-
ture total compared with past years may be
had by combining general expenditures with
Payments to counties and cities. The aggregate
of these two expenditure groups which
amounted to $238 million in 1957 is reclassified
by major functions or purposes, as shown in
Table 5.6. In this frame of reference it will be
seen that welfare payments accounted for 29.43
Percent of total expenditures; education, 21.03
Percent; highways, 31.26 percent and "all other"
18.28 percent. In summary, over 80 percent of
Colorado's state government expenditures in
1957 (apart from debt retirement, and miscel-
laneous trust fund and transfer payments) were
Made for three major purposes, namely: welfare,
education and highways. Moreover, if outlays
for penal and eleemosynary institutions are in-
cluded as a type of welfare payment this would

s„.'For further discussion on federal and state aids see ChaptersAIX and XX.
'As noted in Chapter HI the ratio and subjects included closelyaPproximate that found for combined state and local expenditures.

increase the ratio to approximately 87 percent,
thus leaving only 13 percent of the aggregate
expenditure total not accounted for by the "big
three" functions of the State.

Table 5.6

Combined General Expenditures and Payments
to Counties and Cities, by Principal Functions,

of State Government in Colorado
Fiscal Year, 1957

Source:

Amount Percent
Function (thousands) of total

Welfare
Old age pensions $57,136 23.99
Other welfare 12,948 5.44

Total 70,084 29.43
Education

Educational institutions 23,635 9.93
Public school fund 22,975 9.65
Other 3,465 1.45

Total 50,075 21.03
Highways

State highways 58,051 24.38
County road fund 16,373 6.88

Total 74,424 31.26
All other
Penal, and eleemosynary

institutions 16,403 6.88
Miscellaneous 27,138 11.40

Total 43,541 18.28
Grand Total 238,124 100.00
Derived from State of Colorado, Division of Accounts and
Control, Annual Report 1957; Department of Revenue, Annual
Report 1957; State Auditor, Annual Report, 1957; and State
Treasurer, Annual Report, 1957.

Table 5.7 shows the trend of combined general
expenditures and payments to counties and
cities by functions since 1946. It will be seen
that the total outlay of $238 million in 1957
exceeded its corresponding total in 1946 by 315
percent and the total for 1950 by 82 percent.
However, on a per capita price-adjusted basis
the corresponding percentage changes were 70
percent and 8 percent. Popularly expressed it
can be said that expenditures of the State for
every "man, woman and child" in Colorado in
1957 were—in uniform purchasing power dol-
lars-8 percent greater than they were seven
years ago, or in 1950, and 70 percent greater
than in the first post-war year of 1946.
A test as to whether expenditures in "real"

terms are in line with the realities of enlarged or
improved public services and facilities realized
would be difficult to make in any event. How-
ever, an 8 percent expenditure increase in 1957
over 1950 does not appear to be out of line with
obvious gains in the past few years in such
services as welfare, education and highways.
Nor is the 70 percent increase—from 1946 to
1957—a matter that could be seriously ques-
tioned in terms of comparative gains in public
services realized over this ten-year period.

Debt Retirement. The third expenditure
classification, shown in Table 5.1, is debt retire-
ment which in 1957 amounted to $904 thousand.
Since the State does not have a general debt,
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obligations retired consist essentially of high-
way bonds or tax anticipation warrants issued
for State building purposes.°

Table 5.7

Combined General Expenditures and Payments
to Cities and Counties, by Principal Functions
of State Government in Colorado, Selected

Fiscal Years, 1946-1957

Year Total Welfare Education Highways All other
Amount (thousands)

1946 $ 57,378 $27,584 $ 8,368 $ 9,552 $11,874
1948 107,479 42,174 18,940 27,893 18,472
1950 130,594 48,027 24,248 35,568 22,751
1952 150,204 54,752 27,719 40,096 27,637
1954 172,577 61,756 32,281 47,982 30,558
1955 181,722 63,925 33,569 48,038 36,190
1956 203,603 69,267 40,832 54,907 38,597
1957 238,124 70,084 50,075 74,424 43,541

Increase
1946-1957 315% 154% 498% 679% 267%
1950-1957 82% 46% 106% 109% 91%

Per capita'
1946 $ 47.97 $23.06 $ 6.99 $ 7.99 $ 9.93
1948 85.10 33.39 15.00 22.08 14.63
1950 97.82 35.97 18.16 26.64 17.05
1952 109.80 40.02 20.26 29.31 20.21
1954 115.67 41.39 21.64 32.16 20.48
1955 117.47 41.32 21.70 31.05 23.40
1956 126.30 42.97 25.33 34.06 23.94
1957 141.82 41.74 29.82 44.33 25.93

Increase
1946-1957 196% 82% 327% 455% 161%
1950-1957 45% 16% 64% 66% 52%

Per capita' (in 1956 dollars) b

1946 $ 79.16 $38.05 $11.53 $13.18 $16.40
1948 112.57 44.17 19.84 29.21 19.35
1950 124.45 45.76 23.10 33.89 21.70
1952 123.23 44.92 22.74 32.89 22.68
1954 123.44 44.17 23.09 34.32 21.86
1955 122.75 43.18 22.67 32.44 24.46
1956 126.30 42.97 25.33 34.06 23.94
1957 134.68 39.64 28.32 42.10 24.62

Increase
1946-1957 70% 4% 146% 219% 50%
1950-1957 8% 13% 23% 24% 13%

• Population data used are from U. S. Department of Commerce,
Survey of Current Business.

b Based on 1956 index of state and local costs presented in Economic
Report of the President, January, 1958, p. 122.

Source: State of Colorado, Division of Accounts and Control, Annual
Reports; Department of Revenue, Annual Reports; State
Auditor, Annual Reports; and State Treasurer, Annual Reports.

Trust Fund Payments and Miscellaneous. This
category of State outlay includes various pay-
ments from trust funds and transfers including
investments of State surplus funds. As such
they do not affect the value of State assets and,
therefore are not pertinent to this analysis.

TOTAL RECEIPTSI°

Receipts of State government for the fiscal
year ending in 1957 amounted in the aggregate
to $311 million (Table 5.2 and Chart 5.1). Of
this amount $237 million represented "revenue"
and $74 million "non-revenue" receipts. Rev-
enue receipts include all money or wealth
received under such conditions that they in-
crease the assets of the State government with-

Tor full discussion of both state and local debt see Chapter
XXI.

'Unless otherwise noted the discussion in this section is based
on Table 5.2.

out increasing the liabilities. Principal revenue
items include taxes, licenses and fees, depart-
ment earnings and federal grants. Non-revenue
receipts include all other items which are
included in State accounts to secure a complete
statement of receipts although they do not
result in an increase in the net value of the
State's assets. Principal among these are re-
ceipts for various trust funds (i. e. employment
security, state compensation insurance and
public employees retirement); receipts from
bond issues and matured investments and in-
terdepartmental transfers.

For the purposes of this study it is the chang-
ing magnitude and composition of revenue
receipts that are of greatest interest. This is
so for the reason that these receipts are the
principal means by which the general oper-
ations of the State are financed including pay-
ments to cities and counties.

Taxes. As can be seen from Table 5.8 taxes
constitute the larger part of total revenue re-
ceipts. Thus of total revenuesn of $237 million
reported for 1957, taxes accounted for 62.28
percent; licenses and fees, 2.85 percent; depart-
mental and other earnings, 9.41 percent; and
federal grants, 25.46 percent.

Aggregate state tax revenues in Colorado
were, in 1957, approximately three times what
they were in 1946, having increased from $49
million to $149 million, or at the rate of 200
percent. For the more recent period from 1950
to 1957 taxes increased from a total of $86
million to $147 million or at the rate of 72
percent.

Since population, prices and personal incomes
also advanced sharply over this twelve-year
period a closer measure of the changes in the

Table 5.8

Total Revenues of State Government in
Colorado, Fiscal Years, 1946, 1950 and 1957

Revenue Source 1946 1950 1957
Amount (thousands)

Taxes $ 48,986 $ 85,654 $147,366
Licenses & fees 2,229 4,039 6,737
Departmental

earnings 3,918 9,045 22,269
Federal grants 12,594 38,932 60,243

Total 67,727 137,670 236,615

Percent
Taxes 72.33 62.22 62.28
Licenses & fees 3.29 2.93 2.85
Departmental

earnings 5.78 6.57 9.41
Federal grants 18.60 28.28 25.46

Total 100.00 100.00 100.00

Source: Derived from State of Colorado, Division of Accounts and
Control, Annual Reports; Department of Revenue, Annua
Reports; State Auditor, Annual Reports; and State Treasurer,
Annual Reports.

"The terms "revenue" and "revenue receipts" are used inter-
changeably throughout the discussion in this chapter as are thF
terms "taxes," "tax revenue," "tax receipts" and "tax collections.
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"burden" of the tax is had by drawing com-
parisons which allow for each of these factors.
As noted in Table 5.9, per capita taxes increased
from a total of $40.96 to $87.73 between 1946
and 1957, or at the rate of 114 percent; and from
$64.16 to $87.73 between 1950 and 1957 or at
the rate of 37 percent. However, if the effects
of price increases are eliminated the per capita
"real" increases (or the increase in uniform
purchasing power dollars, in this case in 1956
dollars) for the two periods were 49 percent and
17 percent, respectively. In other words, the
taxpayer on an average-per-person basis was
called upon to divert to state government 49
percent more purchasing power (command over
goods and services in the private market) in
1957 than in 1946 and 17 percent more than
in 1950.

Table 5.9

Total Taxes of State Government: Per Capita
and as a Percent of Personal Incomea in

Colorado, Fiscal Years, 1946-1957

Year
Per capita

(current dollars)
Per capita Taxes as percent

(in 1956 dollars)b of personal income
1946 $40.96 $57.04 3.43
1947 47.44 57.71 3.54
1948 58.28 65.85 4.18
1949 62.86 71.76 4.54
1950 64.16 72.50 4.44
1951 72.86 76.29 4.21
1952 74.26 76.00 4.12
1953 74.29 75.50 4.28
1954 73.79 74.69 4.34
1955 80.92 82.15 4.54
1956 85.76 85.76 4.63
1957 87.73 84.84 4.41
Increase
1946-1957 114% 49%
1950-1957 37% 17%
4 Population and personal income data are from U. S. Department of
Commerce. Survey of Current Business.

I Based on 1956 index of state and local costs presented in Economic
Report of the President, January, 1958, p. 122.

Source: Derived from State of Colorado, Division of Accounts and
Control, Annual Reports; Department of Revenue, Annual
Reports; State Auditor, Annual Reports; and State Treasurer,
Annual Reports.

Further examination of Table 5.9 reveals that
State taxes amounted to 4.41 percent of aggre-
gate personal income reported for the State in
1957-a ratio somewhat lower than that shown
for 1950.

Comparatively, and as noted in Table 5.10,
Per capita state taxes in Colorado were, in 1957,
below both the general and median average for
the eleven Western States. On a per capita basis
also, the ratio of Colorado's taxes to personal
income was less than the general average as well
as the median average of these states.
In drawing conclusions from these analyses

it must, of course, be recognized that measures
of tax burden based on per capita data are
u. nrealistic in the sense that they do not take
into account the distribution of taxes or incomes

12See Chapter IV for critical review of measures used.
'Tor interstate comparisons see Chapter IV.

in any given taxpaying situation.12 To the
extent, however, that they do point to basic
relationships it would appear that the over-all
burden of state taxes in Colorado has not in-
creased at the rate commonly supposed, but, in
fact, could be regarded as having changed only
moderately, all things considered. Per capita
measures indicate also that Colorado is not out
of line with other Western States.

Table 5.10

Per Capita State Taxes and Personal Income a
Eleven Western States, 1957

(Rank order of State appears in parenthesis)

Per capita Per capita

Per capita taxes
as percent of per
capita personal

State taxes personal income income
Colorado $ 94.14b(8) $1,096(6) 4.72b(10)
Utah 93.03(9) 1,694(9) 5.49(6)
Idaho 81.14(10) 1,630(10) 4.98(8)
Montana 80.60(11) 1,896(7) 4.25(11)
Wyoming 106.01(6) 2,038(5) 5.20(7)
New Mexico 119.75(4) 1,686(11) 7.10(1)
Arizona 98.55(7) 1,750(8) 5.63(5)
Nevada 137.76(1) 2,423(2) 5.68(4)
Washington 132.68(2) 2,128(3) 6.23(2)
Oregon 111.94(5) 1,914(4) 5.85(3)
California 121.53(3) 2,523(1) 4.82(9)
Average 11 States 107.01- 1,971- 5.45-
United States 87.31- 2,027- 4.31-

Population and personal income data are from U. S. Department of
Commerce, Survey of Current Business.

b Based on U. S. Bureau of Census data and hence differs from com-
parable figures in Table 5.9.

Source: Derived from U. S. Bureau of the Census, Compendium of
State Government Finances, 1957.

Tax Structure.13 Sales, highway user and in-
come taxes constitute the principal source of
tax revenue of the State. As shown in Table
5.11 these taxes accounted for 77.95 percent of
total tax revenues in 1957. Viewed generally,
it is further noted that "consumer taxes"
(sales, liquor, highway user, insurance and
pari-mutuel) accounted for 67 percent and
general property 8 percent of total tax revenues.
Accordingly, the State tax structure could be

Table 5.11

Percentage Distribution, by Principal Sources
of Total Taxes of State Government in Colorado

Fiscal Years, 1946, 1950 and 1957
Source 1946 1950 1957
Property 9.36 7.70 8.13
Sales 31.80 30.46 28.55
Liquor 10.47 5.13 3.62
Highway user 26.48 31.03 30.73
Insurance 2.19 2.27 2.65
Pari-mutuel - 0.86 1.45
Income 14.09 20.18 18.67
Gross income
(gas and oil) - - 2.64

Inheritance
and gift 5.04 2.04 3.08

Miscellaneous 0.57 0.33 0.48
Total 100.00 100.00 100.00

Source: Derived from State of Colorado, Division of Accounts and
Control, Annual Reports; Department of Revenue, Annual
Reports; State Auditor, Annual Reports; and State Treasurer,
Annual Reports.
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regarded as being predominantly regressive in
nature-a feature which tends to characterize
state taxation in the West generally.

General Property Tax. Although receipts
from the general property tax, including the
specific ownership tax on automobiles, have
more than doubled since 1946, no substantil
modification of property tax policy for state
financing purposes is indicated. Thus, the trend
of rates has tended to hold fairly constant with
a high of 4.53 mills reported for 1947 and a low
of 2.70 shown for 1954. After 1954 the rate was
lifted to over 3 mills and in 1956 the levy (col-
lectable in 1957) was 3.56 mills (Table 5.12).
This rate was in turn divided into 31 smaller
levies made for specific purposes but mainly
for educational and eleemosynary institutions.14
(See Table 7.6.)

Table 5.12

Mill Levy for State Government and Assessed
Valuation in Colorado, 1946-1957

Year
Mill
levy

Assessed
valuation
(millions)

1946 3.42 $1,260
1947 4.53 1,342
1948 4.00 1,466
1949 3.86 1,592
1950 3.90 1,645
1951 3.86 1,733
1952 2.71 2,471
1953 2.71 2,567
1954 2.70 2,699
1955 3.63 2,871
1956 3.57 3,069
1957 3.56 3,151

Source: State of Colorado, Colorado Tax Commission, Annual Reports.

Retail Sales Tax. The sales tax (retail and
user taxes combined) which, next to the high-
way user group, is a principal State tax on
consumption expenditure brought in revenue
totalling $42 million in 1957, or 28.55 percent of
aggregate taxes collected in that year. As a
part of the sales tax total, the use tax accounted
for about $3 million or 2.12 percent of aggregate
State tax revenues.

Since 1946 sales tax revenues have nearly
tripled in amount but due to the increasing
importance of other tax sources their relative
position has tended to decline somewhat or
from a high of 34.66 percent of total tax revenues
in 1948 to a low of 28.55 percent in 1957.

Highway User Taxes. In 1957 the highway
user taxes (motor fuel, motor vehicle licenses
and the P. U. C. Carrier taxes) brought in $45
million in revenue, or 30.73 percent of aggregate
State tax receipts. Total collections from the
motor fuel tax amounting to $32 million was
net after refunds of approximately $4 million.

"State of Colorado, Colorado Tax Commission, Annual Report
1956, p. 121.

The public utility carrier tax known as the
"ton-mile tax" accounted in 1957 for somewhat
over $6 million of revenue as it did in 1956.
Prior to the 1954, and before the introduction
of the ton-mile tax as now constituted, revenues
from trucks had ranged upward from about $1
million in 1946 to $3 million in 1954.

Income Tax.15 The income tax (individual and
corporate combined) is the third largest revenue
producer in the State's tax structure ranking
next in order to sales and the highway user
taxes. In 1957 income taxes after refunds
amounted to $27.5 million or 18.67 percent of
total tax revenue receipts in that year.
Since 1946 net collections from this tax have

increased four fold; yearly increases have been
continuous excepting in 1953 and 1954 which
possibly reflects the slight recession during a
portion of this period.

Other Taxes.1° Of the remaining tax sources,
which in 1957 accounted for 13.92 percent of
total tax revenues, the principal individual taxes
were the liquor tax, amounting to 3.62 percent
of aggregate State tax receipts; the inheritance
and gift tax, 3.08 percent; insurance tax, 2.65
percent; the tax on gross income from gas and
oil production, 2.64 percent; pari-mutuel re-
ceipts, 1.45 percent; and miscellaneous other
taxes, 0.48 percent. The gross income tax on
gas and oil and pari-mutuel are the only new
post-war taxes, other than the gross ton-mile
tax, that have come into use since the end of
World War II.

Licenses and Fees. The distinction between
state income derived from taxes on the one
hand, and on the other, that from "licenses and
fees" is difficult to make in certain cases. A tax
is defined as a compulsory contribution for
general public purposes while licenses and fees
are ordinarily interpreted as payments exacted
as a condition to the exercise of a business or
non-business privilege. It may be a flat or
graduated rate in which revenue considera-
tions are not, in any event, the primary con-
sideration. For the purpose of this study licenses
and fees include, as noted in Table 5.2, revenues
derived largely from the sale of fish and game
licenses in addition to which are payments ex-
acted for privileges granted or services rendered
by the departments of Agriculture, State, and
the State Board of Stock Inspection. Included
also are auto title fees, penalty assessments and
Justice of Peace court fines, licenses of auto
dealers and salesmen and payments for inspec-
tion stickers on cars.

"For a breakdown of individual and corporate income taxes
see Chapters XII and XIII.

lq'or fuller description of the minor tax revenue sources see
Chapter XVII.
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In 1957 the aggregate revenues from licenses
and fees amounting to $6.7 million accounted,
as noted in Table 5.8, for 2.85 percent of total
revenue receipts.

Departmental Earnings and Miscellaneous.
Departmental earnings consist of a large num-
ber of miscellaneous items such as rents, interest
on invested funds (bonds) and income from
special services rendered by various State de-
partments. Included also is the account entitled
"sale of public lands" which does not, as such,
represent income but is included in the category
as a convenience in analysis.
Income from departmental earnings, as is

equally true of receipts from licenses and fees
discussed in the preceding paragraph, is largely
dedicated to specific departmental uses and
yields little, if any, general revenue as such.

Federal Aid." Total grants and subsidies by
the United States Government for welfare,
highways, education and miscellaneous other
purposes amounted to slightly more than $60
million in 1957, or a figure equal to approxi-
mately 41 percent of total taxes collected in
1957. The magnitude of this sum points to the
significant role that federal government plays
in the affairs of state government particularly
in the fields of welfare and highways to which
75 percent of grants were dedicated in 1957.

Non-Revenue Receipts. Non-revenue receipts
amounted to approximately $74 million in 1957.
Of this amount $27 million represented inter-
governmental transfers recorded internally as
"receipts" by the departments receiving the
funds. Other items included funds secured from
the liquidation of bond investments amounting
to over $15 million; the sales of bonds, $8
million; and receipts for various trust funds
amounting in the aggregate to $24 million.

.TFor fuller description of federal grants see Chapter XIX.

Cash Assets

Colorado's over-all cash balance in the State
Treasury at the end of fiscal 1958 amounted to
$67 million, a figure which has steadily increased
in recent years (Table 5.13). Of this amount
slightly over one-half, or $35 million, was de-
posited in Colorado banks," the remainder
being held in the form of U. S. Treasury bills
amounting to $21 million, and in other highly
liquid forms (including "cash in drawer")
amounting in the aggregate to $41 million.
A balance of $67 million (in addition there

was also an investment account of $99 million")
would at first glance hardly support frequent
popular references made in recent months to a
"fiscal crisis" in the financial affairs of the State.
Whatever foundation such allegations may have
in fact, this apparent paradox can, in any event,
be better understood by considering the nature
of the balance itself.

First, it should be recognized that a balance
of a certain size may exist because money has
been borrowed. A second and most important
consideration is the fact that the balance is an
over-all balance, a kind of an average which
seems to tell much but in reality tells little.
As the financial organization of the State of
Colorado may be visualized there exists a large

,Banks having custody of State funds as June 30, 1958 were
distributed as follows:

Number Amount of Percent
Location of banks deposit of total

Denver 7 $19,521,727. 55.4
Pueblo 4 1,200,000 3.4
Colorado Springs 6 2,400,000 6.8
All other cities and towns 83 12,094,995 34.4

Total 100 35,216,722 100.0

• Of this amount $16,471,722 was on demand deposit and the re-
mainder on time deposit drawing interest.

"The investment account is, however, largely dedicated to trust
funds. Thus of the total of $99 million invested in 1958, the "Pub-
lic Employees Retirement Fund" accounted for $56 million. The
remainder was divided between the "Public School Permanent
Fund" ($22 million), "State Compensation Insurance Fund" ($13
million), and all others ($8 minion).

Table 5.13

Cash Assets of State Government in Colorado, Fiscal Years, 1950-1958
Item 1950 1951 1952 1953 1954 1955 1956 1957 1958Cash in State Treasury

Deposits in banks $22,785,534 $28,909,468 $30,470,362 $33,446,198 $36,367,080 $37,615,585 $39,048,546 $46,245,188 $35,216,722U. S. Treasury bills 19,941,000 16,935,820 22,902,980 18,533,532 13,112,567 16,977,022 22,015,960 16,869,240 20,947,632Federal Reserve Bank
Cashier's checks 3,520,000 1,185,000 1,400,000 1,000,000 3,000,000 3,500,000 o o oU. S. Treasury checks 0 4,642,296 1,380,000 o o 402,534 4,185,583 916,480 6,714,702*Denver-Boulder Turnpike
construction o 3,487,330 0 248,727 149,760 o o o oState Building Antici-
pation warrants

Certified indebtedness
o
o

o 765,964 75,745 61,619 42,291 o o 2,676,050
1,320,000Cash in drawer 51,452 67,325 48,060 114,487 131,284 215,373 261,461 310,019 340,788Total cash 46,297,986 55,228,239 56,967,366 53,418,689 52,822,310 58,752,805 65,511,550 64,340,927 67,215,894

Investments 32,309,959 37,296,438 41,947,913 47,984,837 56,208,265 62,791,737 77,214,275 87,042,821 99,487,223Total assets 78,607,945 92,524,677 98,915,279 101,403,526 109,030,575 121,544,542 142,725,825 151,383,748 166,703,117
• Includes U. S. Treasury checks, cashier's checks, etc.
b This total is larger than that reported by Division of Accounts and Control as shown in Appendix Table 5.A. This is due to the fact theTreasurer's balance includes a reserve to pay outstanding warrants whereas the records of Accounts and Controls reflect the exact amount ofwarrants outstanding
Source: State of Colorado, Annual Reports of State Treasurer.
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assortment of "funds" or pools—nearly 300 in
number — into which the revenue stream
empties. Each pool is fed as ordained by law
or accounting practice, but each in any event,
sustains directly or indirectly some State func-
tion. Thus it may happen that when the levels
of the individual pools are measured some are
found to be critically low while others may have
a more than an adequate margin to cover needs.
The meaning of a state "fiscal crisis" is ordi-
narily associated with one fund or the so-called
"General Fund" which may have fallen short
of meeting various demands placed upon it.
This could be true despite the fact that the
average or over-all level of cash is apparently
satisfactory.

Basically the existence and size of any one
fund can be traced to extensive State practice
of earmarking revenues, the rationale of which
is important to an understanding of the fund
structure as it presently exists, and certain
problems of State finance in which the need
for increasing General Fund revenue is cur-
rently uppermost in public attention.

Earmarking—Definition and Rationale

Earmarking is a device, used in varying
degree in all states, by which governmental
receipts are designated by either constitutional
or statutory law to finance specifically named
functions. Receipts not earmarked are known
as "general fund revenues," these being subject
to appropriation for various purposes as deter-
mined by legislative action or appropriation.

Earmarking is intended to serve one or several
of these stated purposes: (1) to implement the
benefit or user theory of taxation, (2) to provide
incentive or restraint, as the case might be, for
a given public activity, (3) to protect a partic-
ular program from variations in legislative
policy, and (4) to attempt to solve political
differences.
The first of these is best illustrated by the

taxation of motor fuel and the use of the pro-
ceeds thereof. Here the tax is levied on those
who presumably benefit from the use of the
highways and earmarking guarantees that the
revenues from the tax will be used to support
the purpose for which the tax was levied. The
user principle is further recognized by the
practice of refunding taxes to those who buy
motor fuel for other purposes than propelling
a vehicle over the roads.

Secondly, earmarking is commonly associated
with regulatory agencies which collect fees for
services rendered. Here the assurance that an
agency's income will be used specifically to
cover its costs satisfies those groups who must
pay the tax or fee, but who otherwise might
refuse to do so if the funds were used for the
general support of government. Frequently,

also, the motive for earmarking is to protect
the general (or unallocated) revenue. The
legislature may be willing to establish a new
agency but is unwilling to finance its operations
from general revenue. Related thereto may be
the intent to supply either incentive or restraint
to agency activity. Thus an agency may be
assigned a certain percentage of the taxes it
collects. Hence, the more it collects the more it
has to work with. On the other hand, earmark-
ing on this basis may restrict activity or force
careful husbanding of available income.

Thirdly, earmarking may be designed to pro-
vide a governmental activity with a guaranteed
source of income with a minimum possibility
of change by legislative action. This is perhaps
the most common reason for earmarking. The
best example in Colorado is the old age pension
program which by Constitutional provision is
assigned 85 percent of all excise taxes.

Finally, it has sometimes been argued that
tax earmarking is an effective means for "sell-
ing" a new tax or a higher rate on an old one
if the people know where the money is• going.

The practice of earmarking has been severely
criticized, however, and for a number of rea-
sons among which are the following:

(1) Earmarking tends to fix expenditure pro-
grams in perpetuity. Agencies or functions
which have taxes or other income earmarked
for their expenditures may develop a pro-
prietary interest in the earmarked tax. If all
state agencies or functions thought it necessary
to secure a private source of tax revenue the
state's financial structure would become in-
creasingly rigid. Revision of law to adjust for
changing expenditure patterns (or public needs)
is slow at best. As a result, much time may
elapse before measures are taken to check the
dissipation of public funds.

(2) Closely related to the first is the argu-
ment that an agency supported by earmark.ed
revenues has little incentive to increase its
operating efficiency because its income is
assured.

(3) The connection between the yield of a

tax and the expenditure for which it is ear-

marked is ordinarily loose at best. In conse-

quence, certain state activities may be more

than adequately sustained while others are

unduly curtailed for lack of funds.

(4) Implicit in each of the preceding ar. gu-

ments is the idea that earmarking, in principle,

prohibits comprehensive and effective s.tate

budgeting, a defect which has been described.

in a study of Colorado state finance as follows.

When appropriations are made to meet the

needs of the State, consideration must be

given to the relative as well as the absolyte

needs. This consideration of the relative im-

portance of the numerous requests for apprc!-

priations cannot be made unless all, or practi-
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cally all, of the State's revenue is paid into
the General Fund and then made available
for legislative appropriation. The general
assembly is the policy determining body of
the State. It has the responsibility to deter-
mine what activities are to be undertaken and
to what extent they are to be conducted.
Under present conditions, with important
items of receipts already dedicated to partic-
ular activities statutory or constitutional pro-
vision, the legislature is prevented from de-
termining the means of meeting the needs of
goverrunent.20

Earmarking and Fund Accounting. A by-
product of earmarking on an extensive scale
is a highly complex system of "funds" designed
to insure that the various dedicated revenues
are properly committed and fully accounted for.
The system has been likened to a household
arrangement wherein the breadwinner's income
is distributed between a series of individual
Pocketbooks each being labelled according to
its special expenditure purpose (i. e., food, rent,
Clothing, etc.).
Technically, a fund has been defined as a:

Sum of money or other resources set aside
for the purpose of carrying on specific activi-
ties or attaining certain objectives in accord-
ance with special regulations, restrictions, or
limitations, and constituting an independent
fiscal and accounting entity.21

As such, a fund will show both receipts and
expenditures as well as a resulting cash balance,
if any.

For purposes of analyses, funds may be
broadly classified into two general categories,
namely: revenue funds and non-revenue funds.22
The former are so designated since they func-tion as accounting entities involving only rev-
enues. And, with the exception of the "general
fund," each designated fund serves as a means
for controlling the expenditure of revenues
dedicated by law in any given case to a specific
!unction. The general fund, on the other hand,
Is flexible in use as determined by legislative
appropriation. Hence earmarking, if carried toan extreme, may squeeze the general fund and
the activities it supports to a point where a
fiscal crisis may ensue. A crisis such as this
tends unfortunately to distort popular thinking_on the over-all financial position of a state.Thus, a general fund crisis becomes an over-allsta.te financial crisis with profligate government
p.ointed to as the cause of it all when in factthe r.eal cause may be excessive earmarking—a
Fondition which more than likely has beenLI"Ought on by electoral decision rather than0Y administrative policy as such.

Leslie D. Bowe, Jr. and Glenn Dinsmore Owens, "A Critical
111:13e's 

of the Colorado State Fund Structure" (Unpublishedr's thesis. University of Denver, 1943), pp. XTII-XIV.c_.2:National Committee on Municipal Accounting, Municipal Ac-'unting Statement (Chicago: rev. ed., 1941), P. 163.2Itevenue funds are here defined as those which hold andaccount for state receipts which add to the net assets of the stateand are used for operating and capital expenditure purposes.

In addition to "revenue funds" other funds
are ordinarily established to account for non-
revenue receipts (receipts which, in the main,
do not add to the net assets of the state) such
as sinking funds, trust funds and the like. In
addition, funds may be established for internal
control purposes such as "revolving," "working
capital," "clearing" and related but variously
named funds.

Earmarking in Colorado23
In fiscal 1958 approximately 80 percent of the

State's total revenues of $259 million were
earmarked. Coincident thereto a total of 190
separate "cash funds" existed for purposes of
accounting for revenues so dedicated. Accord-
ingly, the remainder or general fund revenue
represented the lesser part or only 20 percent.
As shown in Table 5.14 constitutionally ear-
marked revenues (mainly from the sales and
motor fuel taxes) constituted 57 percent of the
State's aggregate revenues— a fact that points
to the highly permanent commitment of a
major portion of state revenue receipts (in this
case mainly for old age pensions and highways) ;
while revenues earmarked by statute accounted
for 23 percent.

Table 5.14

Impact of Earmarking on Revenues of State
Government in Colorado, Fiscal Year, 1958
(Non-earmarked and earmarked revenues

identified by funds to which revenues
are directed for expenditure)

Revenue

Non-earmarked revenue:
General Fund (subject to complete

legislative review and appropria-
tion)

Earmarked revenue:
Appropriated cash funds (earmark-
ed by statute as to purpose of the
receipt but subject to annual leg-
islative review and appropriation
for specified purpose) 73 30,339 11.69

Budgeted cash funds (earmarked by
statute for a specified purpose and
available to agencies on a con-
tinuing basis but subject to budg-
et review by Executive Depart-
ment)

Restricted operating cash funds
(earmarked by statute for a speci-
fied purpose and subject to no
legislative or executive control)

Constitutionally established cash
funds (earmarked by constitution
and subject to no legislative or
executive control)

Building mill-levy funds (created
by statute and once obligated is
subject to review only at close of
building program)

Total revenues

Net
Net receipts as

Number receipts percent of
of funds (thousands) total

1 $ 53,291 20.53

49 15,928 6.14

35 2,182 0.84

8 148,709 57.30

24 9,097 3.50
190 259,546 100.00

Source: State of Colorado. Division of Accounts and Control.

"Earmarking in this analysis is described essentially in terms
of the funds used to account for revenues earmarked rather than
by the specific revenues which are committed to specific purposes.
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Other Receipts-Total Fund Structure. In ad-
dition to revenues other State receipts in 1958
amounted to $106 million which were earmarked
or accounted for via a series of 100 separate
funds (Table 5.15). In sum, this number plus
the 190 revenue funds, or a total of 290 funds,
comprised the State's fund structure in 1958.
(See Chart 5.2 and Appendix Table 5.A.) From
strictly an accounting and reporting point of
view this enormously complex arrangement
obviously present a challenge to those who
must keep the books as it certainly must to the
general public whose interest in state finance
must be gleaned therefrom.

The General Fund

Colorado's General Fund is currently, as it
has been in the past,24 the most controversial
subject of State finance as well as the central
problem of legislative attention and concern.
Such emphasis seems in a sense to be a contra-
diction. Basically, the General Fund has become
a residual-or a kind of "stepchild"-which is
fed only after all the others (earmarked revenue
funds) are satisfied. Moreover, General Fund
revenue, though sizable, is still a relatively
minor part of the aggregate revenues of the
State. In fact, revenues received in 1958 by the
Highway Fund and the Old Age Pension Fund
were each equal to, or even larger than aggre-
gate receipts of the General Fund (Chart 5.2
and Appendix Table 5-A).

Despite this seeming over-emphasis on one
specific area of State finance the fact remains
that the General Fund stands out among all
other funds as the one to be watched and to be
talked about and even to be used as political
fodder for election campaigns. Why is this?

2,With the possible exception of the Old Age Pension Fund.

Table 5.15

Fund Structure of State Government in
Colorado, Fiscal Year, 1958

(Number of funds, net receipts and ending
balance)

Number Net receipts
Balance
6/30/58

Fund of funds (thousands) (thousands)
Revenue funds:

General Fund 1 $ 53,291 $15,565
Appropriated cash funds 73 30,339 8,871
Budgeted cash funds 49 15,928 3,416
Restrictive operative cash funds 35 2,182 812
Constitutionally earmarked funds 8 148,709 15,079
Building mill-levy funds 24 9,097 6,930

Total 190 259,546 50,673
Other funds:
Trust funds 12 29,457 1,402
Suspense 7 6,694 601
Working capital 9 2,786 486
Sinking fund 7 14,110 4,337
Bond and Coupon 8 2,343 350
Clearing 57 50,994 3,271

Total 100 106,384 10,447
Grand total 290 365,930 61,120

Source: State of Colorado, Division of Accounts and Control.

The General Fund in Colorado, as is true
elsewhere, is the one and only fund over which
the General Assembly has unfettered control.
Secondly, it is from General Fund revenues
that some of the most vital activities of the State
are sustained. Lacking adequate guarantees
from other sources (earmarked revenues) a
large portion of the money needed to finance
the State colleges and universities as well as
penal and eleemosynary institutions must come
from general revenues. Similarly dependent are
the schools whose state aid grants must come
from this source. It is in this latter area of ex-
penditure that much of the pressure-both fiscal
and political-on the General Fund has been
felt in the last few years.

Revenues and Expenditures. The trend and
pattern of General Fund revenues and expen-

Table 5.16

Revenues and Expenditures of General Fund of State Government in Colorado
Fiscal Years, 1950-1958

(thousands)

Revenues: 1950 1951 1952
Income tax $16,424 $17,987 $19,161
Income tax-oil and gas 0 0 0
Inheritance tax 1,661 2,019 2,360
Insurance tax 1,704 1,964 2,277
Pari-mutuel 645 1,313 1,581
Sales, use and liquor

taxes 1,758 2,390 2,447
All other 1,480 1,543 1,649

Total receipts 23,672 27,216 29,475

Expenditures:
Public school aid 9,125 9,125 10,000
Department of Education 469 469 671
Colleges and universities 4,251 4,923 6,420
Penal and eleemosynary

institutuions 6,038 7,205 7,512
All other 4,581 5,179 4,198
Buildings 0 0 0

Total expenditures 24,464 26,901 28,801

Source: State of Colorado, Division of Accounts and Control.

1953 1954 1955 1956 1957 1958
$18,156 $17,126 $22,424 $24,893 $26,321 $33,924

0 2,492 3,082 2,863 3,515 2,837
2,829 2,013 2,903 3,680 4,185 4,193
2,535 2,827 2,792 3,371 3,302 3,671
1,798 1,652 1,825 2,042 2,131 2,036

2,837 2,834 3,278 3,427 3,601 3,277
1,834 2,099 2,126 3,071 3,052 3,632
29,989 31,043 38,430 43,347 46,107 53,570

12,500 11,725 11,500 14,000 16,237 21,850
761 952 1,035 1,455 1,622 2,091

5,226 7,127 8,625 9,673 11,546 15,064

7,862 7,715 7,975 9,268 10,653 13,352
6,908 4,668 6,127 5,473 6,104 7,026

0 0 1,367 108 1,687 0
33,257 32,187 36,629 39,977 47,849 59,383
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FUND STRUCTURE OF 5TATE GOVERNMENT
IN COLORADO

TOTAL RECEIPTS OF STATE GOVERNMENT IN 1957 = 965,930.069

THIS AMOUNT WAS DiSTPiBuTED TO INDIVIDUAL FUNDS IN AN AMOUNT INDICATED BY THE SIZE OF THECIRCLES REPRESENTING EACH FUND AS NOTED BELOW.
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ditures presented in Table 5.16 and Charts 5.3and 5.4 show what the financial pressure hasbeen particularly since 1956. Thus, while total

REVENUES AND EXPENDITURES OF GENERAL FUND OF STATE GOVERNMENT

1950

IN COLORADO, FISCAL YEARS, 950-1 1958

1951 1952 953 85.1 915 1956 19,
SOURCE • Vat of Colorado, Orison I Accounts nO Control

CHART 5.3

1958

general revenues in 1958 amounting to $53 mil-
lion exceeded aggregate general revenues in
1956 by $10.1 million this difference was more
than offset by a corresponding expenditure in-
crease of $19.4 million.

Further examination of Table 5.16 shows
where the greatest expenditure requirements
have developed. Looking first at revenues it will
be observed that receipts from the income tax,
which in 1958 accounted for well over one-half
of total general revenues, increased from $24.9
million in 1956 to $33.9 million in 1958, or an
over-all increase of $9 million. This, however,
was nearly offset by public school aid alone
which increased by $7.8 million. This sizable
change came as a result of legislative action
taken to implement the School Foundation Act
which had been revised in 1957 to provide a
higher minimum program of public school oper-
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ation.25 State action to implement this act added
$6 million to General Fund outlays in 1957—an
amount which will increase as legislative action
moves toward its objective of achieving full im-
plementation of the school aid program. Cur-
rently the ratio is less than complete or 80 per-
cent.

Added to expenditures for school aid were
other increases which, between 1956 and 1958,
amounted to $3.5 million for state colleges and
universities and $4.1 million for penal and elee-
mosynary institutions.

In sum, the pressing needs of education at both
the public school and higher education levels
constitute in the main the basic reasons for the
increased demands on general revenue experi-
enced during the past three years. It is here also

"In summary the program provides for classroom units having
$5,200 and $4,500 values for school districts, toward which the
county contributes the money raised from the 12-mill levy. The
State undertakes to furnish the remainder. For further reference
to the school aid formula, see Chapter XX.
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where future expenditure increases are ex-
pected to develop.

General Fund Surplus. Recent accelerated
expenditure requirements are reflected in the
General Fund surplus which, as shown in Table
5.17, dropped from $19.2 million in 1956 to $11.6
million in 1958. The latter is the lowest reported
balance since 1944 when the annual budget was
less than one-fourth of what it is at the present
time—a fact that points to the obvious and gen-
erally recognized inadequacy of surplus and
therefore general revenues, as now constituted.

The purpose of the General Fund surplus sug-
gests why its size at any given time serves, in
part at least, as an index of the adequacy of
General Fund revenue. Normally, the surplus
is presumed to serve as a "working capital" or
"revolving fund" to cover temporary lags of
general revenue receipts behind expenditure.
Secondly, surplus is expected to absorb annual

REVENUES AND EXPENDITURES OF GENERAL FUND OF STATE GOVERNMENT IN COLORADO
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budget deficits as these may occur.26 It should
be noted that in the second case the over-all
level of surplus is reduced whereas in the first
case money flows back and leaves surplus intact
assuming a current revenue and expenditure
balance.

Table 5.17

General Fund Surplus of State Government
of Colorado, Fiscal Years, 1940-1959

Accumulated Change from
Year Surplus preceding year
1940 8 (54,900)• -
1941 990,349 $-1,045,249
1942 1,995,355 -1,005,006
1943 4,962,921 -2,967,566
1944 8,277,687 -3,314,766
1945 12,327,811 -4,050,124
1946 15,040,872 -2,713,061
1947 14,576,399 - 464,473
1948 16,402,789 +1,826,390
1949 20,110,111 +3,707,322
1950 19,868,954 - 241,157
1951 20,414,686 + 545,732
1952 21,586,625 +1,171,939
1953 18,672,858 -2,913,767
1954 18,265,759 - 407,099
1955 20,517,090 +2,251,331
1956 19,251,049 -1,266,041
1957 16,819,408 -2,431,641
1958 11,608,688 -5,210,720
1959 15,100,000b +3,491,312

• Deficit.
b Estimate.

Source: State of Colorado, Division of Accounts and Control.

Surplus as a "Revolving" or "Working Capi-
tal" Fund. General surplus as reported for
June 30, 1958 and amounting to $11.6 million,
is presumably insufficient to provide, without
borrowing, the necessary working capital for
the current 1959 fiscal year. This is apparent
from 1958 experience which, as shown in Table
5.18, saw a maximum revenue lag in March
amounting to $15.2 million. Thereafter accumu-
lated cash revenue flow was accelerated but not,
however, at a rate sufficient to catch up with
accumulated expenditure. As above noted, the
fiscal year-end balance in 1958 was $11.6 million
or a figure $5.2 million below the 1957 balance
of $16.8 million.
Recognition of the inability of existing sur-

plus to provide necessary working capital to

"Terms such as "deficit" and "balanced budgets" used fre-
quently both in official and public discussion may mean different
things to different people. To some a deficit would mean a "cur-
rent budget deficit" or that expenditures for the fiscal year ex-
ceeded revenues and this regardless of the fact that a surplus
existed to absorb the deficit. To others, a deficit occurs only whenno surplus exists to absorb it and money has to be borrowed. ThisIS what occurred in Colorado in 1940 but has not happened since.
Again a deficit may be considered to mean that money has had.1? be borrowed during the fiscal year for any reason whatsoever.

money could be borrowed to provide for working capital.
This would be regarded as a deficit in operations even thoughrevenue and expenditures balanced out over the year. Other than
Pointing to a Possible lack of adequate surplus for working capitalPurposes such an interpretation of a "deficit" is completely errone-ous, since it presumes that borrowing, as such, results in a declinein net worth.
. Because of these varying meanings it is important to examinethe context in which the terms are used. In this study a deficit
Could mean either a "deficit for the fiscal year" or one in whichsuch a situation exists only if money has had to be borrowed toCover the deficit. In either event the context will identify the
exact meaning intended.

Table 5.18

Monthly Cash Receipts and Expenditures of the
State General Fund, Colorado

Fiscal Year, 1958
(millions)

Cumulative Cumulative
Month cash receipts cash expenditures Difference
July $ 3.9 $ 3.5 $+ .4
August 7.2 7.7
September 8.9 10.6 - 1.7
October 12.7 15.2 -- 2.5
November 15.6 26.5 --10.9
December 17.8 29.7 --11.9
January 19.9 33.2 --13.3
February 23.1 36.8 --13.7
March 29.1 44.3 --15.2
April 41.2 50.3 -- 9.1
May 49.2 58.3 - 9.1
June 53.6 59.3 - 5.7.

• Amount transferred from surplus.

Source: State of Colorado, Division of Accounts and Control.

meet future anticipated peak demands caused
the General Assembly in 1958 to enact legis-
lation authorizing the temporary transfer to the
General Fund of moneys from other funds, but
exclusive of constitutionally established funds.
This legislation provides also that the moneys
borrowed for working capital will be paid back
from general revenue in the same fiscal year in
which the borrowings occur.27

General Fund and Surplus - Current Prob-
lems and Issues. The preceding instituted meas-
ure to provide working capital has been one of
a number of steps recently taken to "hold the
line" until new revenue sources could be found
to cover anticipated future expenditure de-
mands upon the General Fund. In addition two
legislative acts designed to accelerate income
tax payments were enacted neither of which,
however, provides for an increase in taxes.
The first enacted in 1957 requires that all tax-

payers, individual and corporate, shall pay their
income tax for the previous year's earnings by
April 15, of the succeeding year or be assessed a

"Session Laws of Colorado, Chapter 6, First Extraordinary Ses-
sion, 1958. Pertinent sections of the law read as follows:

From time to time during any fiscal year as orderly treasury
management and fiscal procedure may require, and in accordance
with the purpose of this act, upon written approval of the gover-
nor and the attorney general, the state controller and the statetreasurer shall transfer, from any fund not specifically dedicated
by the constitution of the State or not specifically exempted by
Section 4, of this Act, to the general revenue funds such amounts
of money as shall be required to insure prompt payment from
the general revenue funds of any warrants drawn pursuant toappropriation made t y the general assembly, provided, however,
that the state controller shall first certify:

(1) That the general revenue funds have sufficient moniesaccruing to them in the same fiscal year to retransfer to the origi-
nal fund all the monies so transferred, that appropriations do not
exceed estimated general fund revenue, general cash revolving
fund and surplus; and (2) That the cash funds from which the
money is temporarily transferred to the general revenue funds has
and will have sufficient money to enable it to meet its own obliga-
tions during the period prior to the anticipated retransfer from
the general revenue funds.

'popularly referred to as "Golden Gimmicks No. 1, and No. 2,"
the other or "No. 3," being that which permits borrowing from
other cash funds.
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penalty interest payment." Previous legislation
permitted corporations and certain individuals,
but not wage earners, to pay past-due taxes over
as much as a two-year period. This provision
is estimated to have brought into the General
Fund about $7 million of past due taxes in fiscal
1958. Without this temporary expedient, surplus
at the end of fiscal 1958 would have dropped to
around $4 million rather than to the $11 million
level as reported.

The second legislative act enacted in 1958—the
fiscal results of which will be realized in fiscal
1959—is expected to accelerate the inflow of in-
come tax payments to the amount of $7 million.30
Under provision of this law all income taxpay-
ers, no matter what their sources of income, are
required to pay their taxes as their income is
earned. Previously only wage and salary earners
had their income tax withheld and these with-
holdings remitted to the State quarterly. Under
this program, all individuals except wage earn-
ers and salaried persons are required to make
advance estimates of earnings and make quar-
terly tax payments on these estimates. Thus all
taxpayers are put on the same basis.

A complete discussion of the policy of post-
poning a tax increase goes beyond the scope of
this study. However, the principal arguments
pro and con are pertinent here to the extent that
they describe the fiscal problem of the General
Fund as it has developed and as it currently
exists.

Basically much of the problem stems from the
State's inflexible revenue structure due to heavy
earmarking which has put a squeeze on the
General Fund. Although memories are short
this is what occurred before World War II when
the State had to borrow to finance its ordinary
housekeeping activities. However, with the out-
break of war, pressure on general revenue was
relieved due to the twin facts of increased reve-
nue following upon enlarged employment and
income and the forced contraction of State
spending because of war time shortages. This
was the time therefore to build general surplus
which the State proceeded to do as shown in
Table 5.17. Beginning with a deficit in 1940, the
General Fund had by 1946 acquired a surplus of
$11 million. Additions thereafter raised this
figure to around $20 million—an average which
obtained generally from 1949 to 1956.

The sharp decline since 1956 poses then the
question of fiscal management as it relates both
to action which has been recently taken but
more importantly to policy action needed for
the future.

Recent fiscal management policy, which has
postponed increased taxation in the face of a

"Session Laws of Colorado, 1957, Chapter 269.

"Session Laws of Colorado, 1958, Chapter 57.

considerably reduced surplus and anticipated
enlarged General Fund expenditures, finds its
support on grounds that new taxes or increased
rates on existing taxes should not be introduced
until a thorough review of the total tax struc-
ture is made. This recognizes that Colorado's
tax system is a highly complex thing in which
equity in the distribution of the burden has be-
come increasingly difficult to determine and to
resolve. Accordingly, to seize quickly upon a
new tax or to enlarge the present revenue
sources without adequate recognition of what
the impact of such action might be on the tax-
paying public would be ill-advised at best.

Opposed to this policy has been the argument
that borrowing from other cash funds to meet
working capital deficiency (an action antici-
pated in fiscal 1959) is an expensive alternative.
Moreover to let surplus run to relatively low
levels means that when taxes are increased they
must necessarily be lifted sharply to replace
surplus besides meeting accelerated current ex-
penditures. It is argued therefore that if an
earlier start had been made the tax increase
could have been quite moderate with perhaps a
gentle upward trend that could be taken in
stride.

The particular measures used to bolster the
General Fund have also been criticized on
grounds that (a) the transfer to the General
Fund of moneys borrowed from other cash
funds, deprives the State of interest revenue and
to that extent such transfer costs money. More-
over the invasion of the private preserves of
these funds could hamper their operations and
(b) the two acceleration devices used to aug-
ment income being "one-shot" affairs are a
"snare and delusion" designed to minimize the
seriousness of the "financial plight" of the State.

Answer to argument (a) concedes that the
General Fund is now inadequate for covering
peak working capital needs but raises the ques-
tion as to whether General Fund surplus should
be maintained at a level which would fully
cover seasonal requirements. Such a policy, it is
held, would lead to excess funds in certain
months which would merely add to the State's
over-all cash holdings which, in large extent, are
earning very low interest—or none at all. It is
further pointed out that business firms frequent-
ly borrow to cover seasonal cash requirements.
If, however, a business did choose the alterna-
tive of not borrowing it certainly would not ear-
mark its cash. If such were the case it would go
broke in the process. Assuming then that sea-
sonal borrowing by government is in accord
with sound financial practice, whether it apply
to business or government, what could be more
reasonable than to borrow from cash that is ear-
marked?

In answer to argument (b) it is contended
that the legislation enacted to accelerate income
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tax revenue, though designed as expedients to
"hold the line," were also forward steps toward
achieving greater equity between taxpayers
and, as such, would have been enacted sooner or
later.

Conclusions. Undoubtedly there is merit in
the arguments advanced on both sides of the
issues as described. It is clear in any event, how-
ever, that apart from their short-run implica-
tions-the much maligned "Golden Gimmicks
Nos. 1 and 2" have added measurably to the
basic effectiveness of Colorado's income tax law
and its administration. Similarly, and again
apart from its short-run implications, Golden
Gimmick No. 3 is sound in principle. Borrowing
to cover seasonal working needs is acceptable
policy. Whether borrowing from other State
funds is similarly acceptable is a moot question
but on balance seems appropriate in the absence
of a more fundamental reform of the State's in-
flexible cash fund structure. Such reform would
call for a thoroughgoing consolidation of State
functions and with it would also come the con-
solidation of revenues and cash subject to use
for general appropriation by the Assembly.
In reference to the policy of delay in in-

creasing revenues - which was, after all, the
fundamental issue, not the "gimmicks"-this is
now a matter of past policy no longer pertinent
unless continued. This then raises the question
of what the future needs of the General Fund
appear to be and what action has to be taken and
when.

Estimated General Fund Revenues and Ex-
penditures, 1959-1965. It is estimated that
General Fund revenues during the fiscal year
ending 1959 will exceed expenditure (assuming
an 80 percent implementation of the School
Foundation Act) to an amount that will build up
surplus from $11.6 million to $15.1 million."
Starting from this base of reference the esti-
mated 1960 to 1965 revenue flow (assuming no
change in the general revenue sources and
Fates) is expected to advance from $58.8 million
in 1960 to $87.6 million in 1965. (See footnote
references in Table 5.19 for description of esti-
mating bases.)
Turning to the expenditure side of the budget

Picture from 1960 to 1965 it is first necessary
here to recognize that projected totals will vary
depending upon the particular assumptions
made. Four of these seem most pertinent.
(1) Expenditures assuming 80 percent imple-

mentation of public school aid and 100
percent of all other estimated expendi-
ture requirements,

(2) Expenditures assuming 100 percent im-
plementation of public school aid and 100

, "Estimate by State of Colorado, Division of Accounts and Con-

(3)

percent of all other estimated expendi-
ture requirements,
Expenditures assuming 80 percent imple-
mentation of public school aid and 85 per-
cent32 of all other estimated expenditure
requirements,

(4) Expenditure assuming 100 percent imple-
mentation of public school aid and 85 per-
cent of all other estimated expenditure
requirements.

By these assumptions the following revenue and
expenditure relationships are indicated. (See
also Table 5.19.)

Year

Current
surplus( +)

Revenues Expenditures or deficit (-)
(thousands) (thousands) (thousands)

Assumption (1)-80% Implementation of School Aid and
100% of all other Estimated Expenditure Requirements

1960
1961
1962
1963
1964
1965

$58,856
64,593
70,016
75,677
81,472
87,635

$ 72,733
78,516
82,506
86,425
89,993
93,812

$-13,877
-13,923
--12,490
--10,748
-- 8,521
-- 6,177

Assumption (2)-100% Implementation of School Aid and
100% of all other Estimated Expenditure Requirements

1960 58,856 83,223 -24,367
1961 64,593 89,543 -24,950
1962 70,016 93,954 -23,935
1963 75,677 98,320 -22,643
1964 81,472 102,307 -20,835
1965 87,635 106,437 -18,802

Assumption (3)-80% Implementation of School Aid and
85% of all other Estimated Expenditure Requirments

1960 58,593 65,309 - 6,453
1961 64,593 70,569 - 5,976
1962 70,016 74,139 4,123
1963 75,677 77,611 1,954
1964 81,472 80,781 4- 691
1965 87,635 84,136 + 3,499

Assumption (4)-100% Implementation of School Aid and
85% of all other Estimated Expenditure Requirements

1960 58,856 75,799 --16,943
1961 64,593 81,596 --17,003
1962 70,016 85,587 --I5,571
1963 75,677 89,506 --13,829
1964 81,472 93,095 --11,623
1965 87,635 96,761 -- 9,126

From these relationships it will be seen that,
however viewed, Colorado faces continuing defi-
cits which point to a needed sizable tax reve-
nue increase in the near future beginning per-
haps in the next fiscal year ending in 1960.

Estimated Expenditures for New Buildings.
Not included in the foregoing General Fund
projections are the estimated capital needs-
mainly for new buildings including land-as
submitted by the various state agencies. As
noted in Table 5.20, annual expenditure require-
ments for these purposes projected from 1960 to
1965 would add to the annual General Fund
deficits (as variously estimated in Table 5.19)
amounts ranging from $457,000 to $1,580,000
exclusive of the large expenditure total of
$19,036,000 projected for 1960. The latter amount
covers mainly an addition to the University
Medical School.

"Past experience indicates that agency requests for purposesother than public school aid have been implemented by appropria-
tion of approximately 85 percent of requested need.
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Table 5.19

Revenues and Expenditures of General Fund, State Government of Colorado,

Fiscal Year (actual), 1958, and Estimated, 1959-1965
(thousands)

Item
Revenues

1958 1959 1960 1961 1962 1963 1964 1965

Income tax $33,924 $41,300 $35,877 $37,527 $39,253 $41,059 $42,947 $44,922

Income tax (oil and gas) 4837 2,800 2,800 2,800 2,800 2,800 2,800 2,800

Inheritance tax 4,193 4,200 4,303 4,408 4,516 4,627 4,740 4,856

Insurance tax 3,671 3,550 3,790 4,065 4,353 4,661 4,879 5,235

Pari-mutuel 2,036 2,300 2,356 2,414 2,473 2,533 2,595 2,658

Sales, use and liquor tax 3,277 7,800 6,400 9,968 13,127 16,417 19,843 23,406

All other 3,632 3,250 3,330 3,411 3,494 3,580 3,668 3,758

Total 53,570 65,200 58,856 64,593 70,016 75,677 81,472 87,635

Expenditures
Public school aid

80% implementation 21,850 23,027 23,237 25,536 26,726 27,665 28,579 29,303

100% implementation 0 0 (33,727) (36,563) (38,174) (39,560) (40,893) (41,928)

Education agencies 2,091 2,245 3,608 2,780 2,906 3,192 3,358 3,514

Colleges and universities 15,064 15,639 21,041 22,984 24,734 26,452 28,006 29,880

Penal and eleemosynary institutions 13,352 13,262 14,702 16,150 16,868 17,418 17,919 18,632

All other 7,026 7,582 10,145 11,066 11,272 11,698 12,131 12,483

Total 80% implementation 59,383 61,755 72,733 78,516 82,506 86,425 89,993 93,812

Total 100% implementation 0 0 (83,223) (89,543) (93,954) (98,320) (102,307) (106,437)

Current deficit
80% implementation of school aid 5,813 0 13,877 13,923 12,490 10,748 8,521 6,177

100% implementation of school aid 0 0 24,367 24,950 23,938 22,643 20,835 18,802

Current deficit
80% implementation of school aid and
85% implementation of other
estimated expenditures 5,813 0 6,453 5,976 4,123 1,934 0 0

100% implementation of school aid
and 85% implementation of other
estimated expenditures 0 0 16,943 17,003 15,571 13,829 11,623 9,126

General note: Estimated revenue and expenditure data for 1959 from State of Colorado, Division of Accounts a
nd Control.

Revenue estimates (1959-1965)

1. Income and insurance tax revenues were projected on an annual growth basis of 4.6 percent whic
h is the same as the future growth rate of the

State's personal income estimated by John Welles of the Denver Research Institute. (See Chapter 1.)

2. Inheritance, pari-mutuel and "all other" revenues were projected on an annual growth basis of 2.45 percent which is the
 same as the future growth

rate of the State's population estimated by William Peterson of the University of Colorado. (See Chapter 1.)

3. Income tax (gas and oil) revenues were projected on a "no change" basis on the assumption that industry uncertainty warranted no other
 course.

4. Income from the sales, use and liquor taxes was estimated on the basis of the following analysis:

Number Annual
of total Plus Grand Less

persons Annual require- medical total outside Sub
receiving sub- ment care cost incomeb total

Year pensions• sistance

Net cost
to State
and

Less Federal
OAS10 government

(thousands)  -

Less
federal
cost

Net
cost

to State

Amount
85% sales, to
use and General

liquor taxd Fund.

1958 54,000 $1,200 $64,800 $ 3,208 868,008 $ 3,564 $64,434 $ 8,553 $55,881 $23,890 $31,991 $31,991 $ 0

1959 54,250 1,245 67,541 10,000 77,541 3,580 73,961 8,981 64,980 24,194 40,786 44,708f 3,922

1960 54,500 1,260 68,670 10,000 78,670 3,597 75,073 10,228 64,845 24,600 40,245 43,325 2,900

1961 54,500 1,260 68,670 10,000 78,670 3,669 75,001 11,551 63,450 24,600 38,850 45,318 6,468

1962 54,500 1,260 68,670 10,000 78,670 3,742 74,928 12,552 62,376 24,600 37,776 47,403 9,627

1963 54,500 1,260 68,670 10,000 78,670 3,817 74,853 13,586 61,267 24,600 36,667 49,584 12,917

1964 54,500 1,260 68,670 10,000 78,670 3,893 74,777 14,656 60,121 24,600 35,521 51,864 16,343

1965 54,500 1,260 68,670 10,000 78,670 3,970 74,700 15,756 58,944 24,600 34,344 54,250 19,906

• It is assumed that the number of old age pension recipients will increase until 1960 but will remai
n constant thereafter. This assumes also no change

in the Federal Aid formula of $42.20 per Class A pensioner per month.

b Computed at $5.50 per month or $66.00 a year as an average for 1959-1960; thereafter increasing 
2 percent a year.

• OASI income computed for 1959 as follows: 8 month's x 17,150 x $42.11 per month = $5,77
7,492; 4 months x $45.05 per month x 17,780= 83,203,956.

For 1960 and thereafter 2% percent increase per year on percentage of Class A-0.A.P. recipients also draw
ing OASI plus 10 cents per month in-

crease on average benefit from OASI.

d Estimated annual increase at rate of 4.6 percent.

• Does not include an estimated annual addition of $3.5 million from 15 percent portion of sales, use and li
quor tax.

Includes a balance of $3,288,034 carried forward from preceding year.

Expenditure Estimates (1959-1965)
1. Expenditure projections are based on figures representing estimated future needs reported by the various agencies 

financed in whole or in part from

General Fund.

Source: Data for 1958 from State of Colorado. Division of Accounts and Control
.

These and the other projected annual require-
ments were omitted from the preceding General
Fund estimates for the reason that they are
considered as being highly uncertain both in
amount and timing and, perhaps, in the method
ultimately to be used for their financing. (A con-
tinuing mill levy device as currently employed
in most of the building programs of the State
might, for example, be an alternative.)

It is becoming apparent that both the State
institutions (particularly the state hospital) and

the colleges and universities will, over the next
five years, require, or at least request, more new
buildings than they have reported and as in-
cluded in Table 5.20. If this is the case, and there
is every indication that this is a strong likeli-
hood, and assuming that General Fund financing
is to be employed, it is obvious that a "capital
budget" program must be developed to "even
out" the irregularities of the demands placed on
the General Fund. And, even if no further capi-
tal needs develop than what have already been
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projected, it is clear that a "lumpy" outlay to the
estimated amount of $19 million for fiscal 1960
calls for an immediate set-aside of current
general revenue in preparation for its financing.

Capital Budgeting from General Revenues.
The large subject of capital budgeting goes quite
beyond the scope of this chapter. However, it is
becoming increasingly evident that Colorado's
building program must be projected on a basis
wherein the General Fund must necessarily
play a larger role than it has in the past. Opera-
tionally this would require that the General
Fund be divided into two distinct parts or an
"operating budget" and a "capital budget." The
last is essentially a device for systematically
planning both long-term needs and financial
means wherein planned programs and priorities
are reviewed annually and adjusted by the
General Assembly according to conditions as
these develop. Capital budgeting permits early
revenue planning so that a pay-as-you-go policy
can be established for at least a large portion of
the capital outlay anticipated.

Table 5.20

Estimated Expenditures for Buildings and Land
State Government of Colorado

Fiscal Years, 1958-1965
(thousands)

Universities
Year Institutions and colleges Other Total
1960 $4,149 $13,560. $1,327 $19,036
1961 745 0 453 1,198
1962 719 0 623 1,342
1963 692 0 888 1,580
1964 50 o 407 457
1965 850 0 380 1,230

• Medical school building scheduled for 1960 or 1961.

Source: Expenditure projections are based on estimated future needs
reported by the various agencies which are financed in whole
or in part from the General Fund.

The inclusion of all building programs of the
State under an established capital budget pro-
gram financed from general revenue would
establish a base of planning whereby the entire
capital picture of the State could be seen and
controlled as a whole. Its ultimate goal would
see the elimination of specific mill levies dedi-
cated as now to this and to that with not much
9ver-all judgment possible as to which is more
important and why.
From the standpoint of the agencies affected

the freezing of revenues (by assigned mill levies
on property)" as now obtains in large degree

"See Chapter WI.

has the merit of permitting them to relax. They
are certain that the money will be forthcoming
thus assuring the completion of their building
programs. In further support of such a policy it
is argued that building programs cannot hazard
the flexibility of year-to-year judgments of the
General Assembly on long-term building pro-
grams. This, of course, questions the competen-
cy of the Assembly (and, indeed, representative
government itself) to make sound decisions, a
position which can hardly be established on any
rational basis.

Summary and Conclusions

A summary review of over-all state govern-
ment expenditures (including payments to
counties and cities) shows that in per capita
"real" terms, that is in constant purchasing-
power dollars, total State outlay in 1957 was 8
percent greater than in 1950 and 70 percent
greater than in 1946. In 1957, also, nearly 90 per-
cent of total expenditures were for three princi-
pal purposes, namely, welfare, highways and
education.

On the revenue side per capita taxes, also in
"real" terms, showed for 1957 an increase of
37 percent over 1950 and 114 percent over 1946.
Comparatively, per capita state taxes in Colo-
rado were, in 1956, below both the general and
median average for the eleven Western States.
Similarly the ratio of Colorado state taxes rela-
tive to state personal income was less than the
general average as well as the median average
of these States.

Colorado's sources of state revenue in 1957
were generally divided between taxes which
accounted for 62.28 percent of the total; licenses
and fees, 2.85 percent; departmental earnings,
9.41 percent; and federal grants, 25.46 percent.

Approximately 80 percent of the State's rev-
enue is earmarked—a fact which not only ex-
plains the existence of 190 "cash" funds (in
addition to which there are 100 other funds or
a total—cash and other—of 290), but explains
also (in a basic sense) the current plight of the
General Fund. As a kind of a residual legatee
of State revenues, the General Fund is under
severe pressure due to growing expenditure
requirements in the face of inadequate revenue
provision. Projected general revenues and ex-
penditures to 1965 strongly indicate the immedi-
ate need for a sizable increase in revenue to
avoid future General Fund deficits that existing
surplus can no longer absorb.
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Appendix Table 5.A

FUND STRUCTURE OF STATE
GOVERNMENT IN COLORADO

Statement of Receipts (plus transfers in minus
transfers out) and Balances of Individual Funds,

Fiscal Year, 1958

(Total number of funds for each classification
in parenthesis)

Receipts Cash
(plus transfers in Balance

Fund minus transfers out) 6/30/58 Fund

Receipts
(plus transfers in
inus transfers out)

Cash
Balance
6!30/58

General Fund (1) $53,291,260 $15,565,120 Colorado State University $ 1,596,440 $ 332,525
Appropriated Cash Funds (73) Colorado State College 1,305,027 345,438
Aid to Dependent Children 7,704,550 1,081,599 State Penitentiary Convict Earn. 948,327 195,876
Department of Revenue 57/58 5,139,616 1,517,871 Colorado School of Mines 894,006 66,616
Game, Cash 4,219,746 2,947,002 State Compensation Admin. 587,815 67,569
Public Welfare Administration
Aid to Needy Disabled

3,507,125
3,184,579

663,457
482,656

Children's Bureau Grants
Western State College

499,181
406,293

122,938
65,924

Colorado State Patrol 2,218,394 207,944 Fed. Voc. Educ. Rehabilitation 282,761 38,060
Federal Aid Projects
State Patrol Radio Sta., Oper.

652,786
504,345

375,190
139,444

State Voc. Educ., Geo Barden
Blind Rehabilitation

277,142
240,329

179,216
102,733

Motor Vehicle Insp., St. Adm.
Fruit and Vegetable Inspection
Aid for Blind
State Inspection
Child Welfare Services, State

435,205
324,727
295,794
295,066
262,037

55,285
85,282
39,907
23,436
29,191

Adams State College
Military
Colorado State Univ., Exper.
Ft. Lewis Ag. Mech. Arts College
State Reformatory, Canteen, Lib.

214,690
203,910
161,541
150,430
144,977

14,490
30,110
43,996
1,989
8,585

State Bd. of Land Comm.
Emergency Contingent
Public Utilities Comm., Spec.
State Fair Commission

254,084
221,129
215,978
209,556

65,436
17,868

197,779
112,524

Child Welfare Services, Federal
Oil and Gas Conservation
State Home and Tr. Sch., Ridge
State Home and Tr. Sch., G. Jct.

114,971
114,069
105,225
104,953

5,018
100,741
63,495
110,840

Liquor Lie, and Tax. Adm.
Public Utilities Comm., Revolving

183,160
143,671

30,833
33,514

Predatory Animal Control
Fed. Voc. Educ. Smith Hughes

71,229
63,385

42,294
53,385

School for Deaf and Blind 121,293 64,542 Motor Vehicle Administration 60,980 26,757
State Home for Aged-Trinidad 113,118 7,343 Blind Rehabilitation, Federal 58,738 41,974
Real Estate, Lie. Bd.
Poultry and Egg Inspection
State Inspection of Oils.

73,109
72,651
69,719

51,478
48,361

0

Fed. Voc, Educ. Vet. Tr.
State Library Heritage Fund
Colorado School of Mines, Exper.

56,501
50,000
38,242

44,011
33,300
17,523

Weights and Measures
Produce Dealers
Coal Mine Inspection

68,518
63,654
58,639

14,377
6,129
1,189

Monte Vista Golden Age Center
Vending Stand Fund (Blind)
Colo. Comm. on Vets Ed. and Tr.

33,898
32,476
31,634

14,123
24,250
8,035

Safety Device and Method
State Highway Safety Council
State Resturant Inspection
Nurse Exam., State Bd.

52,053
50,652
48,163
46,752

35,398
160

14,131
23,854

Ft. Lewis Exp. Farm
State Reformatory
Vibro Fund
Rodent Pest Control

20,307
19,836
13,895
13,192

3,642
1,360
4,212
3,739

Metal Mining
Hail Insurance
Feed Control
Ground Water Fund

42,624
32,332
30,174
27,142

64,698
14,036
22,080
27,137

Industrial School for Boys
State Vocation Education
Co-op Projects in Educ. Admin.
Colorado State Children's Home

11,497
11,163
8,052
4,410

3,807
1,142
5,479
9,359

Practical Nurses Bd. of Exam.
Cosmetology, State Bd.

27,054
24,991

13,115
20,991

State Insp. of Oils, Anti-freeze
State Voc. Educ. Rehab., Cash

2,375
2,091

3,081
1,786

Pharmacy, State Bd. 23,621 3,202 Sch. for Deaf and Blind Library 1,620 4,382
Barber Exam., State Bd. 22,295 12,914 Ft. Lewis Sch., Vet. on Farms 617 1,121
State Bd. of Reg. for Prof. Engrs. 22,026 14,280 Private Public Health Grants 464 1,751
Medical Examiners, State Bd.
State Hail Ins. Claims

20,262
19,383

23,166
0

Livestock Water Tank
State Training Sch. for Girls

448
379

792
553

Fishing Easements 18,684 18,558 Colorado Comm. on Alcoholism 39 180
Fertilizer Inspection 16,688 20,737 Timber Administration 0 2,404
State Bd. of Exam. Teachers 16,205 11,133 Total 15,927,739 3,416,331
Bedding Inspection 13,861 10,580
Accountancy 11,987 3,859 Restricted Operating Funds (35)
Dental Examiners 10,541 9,081 School lunch Program, Federal 1,164,624 74,029
Plant and Insect Control 8,596 9,156 Sch. for Deaf and Blind,
Architects, State Bd. 7,525 8,526 Land Proc. 299,600 296,426
Military Special 7,063 1,285 Univ. of Colo. Sch. of Med. and
Athletic Commission 6,720 100 Nurses Tr. 225,245 2,698
Dairy Section 6,688 7,188 Civil Defence Survey Plan Tr.
Funeral Dir. and Emb., State Bd. 6,155 5,991 Fund 131,067 1,991
Basic Sc. Bd. of Exam. 5,572 5,615 Civil Defence Trust Fund 86,375 46,307
Insecticide Insp. 4,687 4,750 Library Service Act 68,592 24,921
Chiropractic Exam. 4,468 404 Game and Fish Conserv. Mag. 27,574 31,536
Refrigerated Lockers 4,185 3,183 Colo. St. Univ. Land Income 26,874 11,884
Veterinary Med. Examiners 3,538 3,126 State Planning Comm. Urban
Land Commissioners, Cash 3,530 1,191 Plan 16,835 11,154
Engineers and Land Surveyors Bd. 2,760 1,302 Unemployment 16,073 40,123
Optometric Exam., State Bd. 2,139 1,886 Federal Aid Proj. Income 16,038 15,677
Collection Agency Bd. 1,692 1,969 State Historical Society 15,899 3,014
Oleomargarine Inspection 1,192 6,320 Sabin Memorial Fund 15,000 11,254
Bd. of Reg. of Prof. Sanitarians 1,062 993 Supreme Court Library 13,149 32,303
Abstractors Bd. of Exam. 739 650 Subsequent Injury Fund 11,250 66,743
Pvt. Theatrical Emply't. Agencies 127 291 Federal Lands, Materials Act 9,133 0
Dept. of Revenue, Insp. St. 0 70,073 Public Bldg., Permanent 8,623 22,923
Shorthand Reporters, State Bd. --73 114 University Land, Permanent 4,635 125
Water Well Fund --10,000 0 Game and Fish Reclam. Proj. 3,615 2,040
Brand Inspection --47,053 74,389 Saline Land, Permanent 3,047 17,151
Mineral Land Expense --200,227 0 Colorado Migrants Projects 2,875 462
Dept. of Revenue 56/57 --671,752 0 University Land, Income 2,463 332

Total 30,339,072 8,871,250 Saline Land, Income 2,451 30,915
Public Bldg., Income 2,276 22,517

Budgeted Cash Funds (49) Penitentiary Loan Income 2,222 28,102
Colorado State Hospital 2,541,621 808,729 State Adult Education 2,000 2,000
Dept. of Employment Admin. 2,533,258 209,462 Ft. Lewis Sch., Student U. Bldg. 2,000 0
Public Health Service Grants 1,893,305 147,539 Ft. Lewis Sch. Endow. Income 1,108 1,186
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Appendix Table 5.A-(Continued)

Receipts
(plus transfers in

Fund minus transfers out)

State Home for Aged, Constr.

Cash
Balance
6 /30/58

Receipts Cash
(plus transfers in Balance

Fund minus transfers out) 6/30/58

Sinking Funds (7)
Equip. $ 755 $ 422 State Highway Antic. W. '56 $ 11,328,151 3,174,304

State Library 718 5,542 State Highway Antic. W. '56 Sink. 2,186,390 960,000
Colorado St. Hosp., Sp. Legacy 418 1,691 Denver-Boulder Turnpike,
Monte Vista Golden Age Center 248 7,004 Bond Prin. 372,564 112,437
Civil Defence Disaster Relief o 0 Denver-Boulder Turnpike, Int. 165,647 55,011
General Land Income -10 o State Home for Aged 32,126 16,470
Public Health Bldg. Cert. Fees -307 0 Highway Bldg. and Auth. 25,530

Total 2,182,465 812,472 State Highway Anticipation -344 19,247
Constitutionally Established Funds (8) Total 14,110,064 4,337,469
Old Age Pension 53,670,500 5,414,260 Bond and Coupon Accounts (8)
Health and Medical Care 6,867,600 5,209,146 State Anticipation, 1956 Prin. 1,200,000 0
Old Age Stabilization Funds 3,026,639 51,123 State Highway Anticipation,
Pension Fund Income 48,361 45,405 1956 Int. 626,390 338,689
State Highway Supp. 69,995,053 2,997,516 Denver-Boulder Turnpike, Int. 168,845 3,813
Highway User Tax Fund 14,985,842 1,244,788 Highway Bldg. Auth. Prin. 141,000
Motor Veh. Penalty Assess. 114,551 116,492 Denver-Boulder Turnpike, Prin. 125,000 5,000
J. P. Court Fines 23 0 Highway Bldg., Int. 51,060 317

Total 148,708,569 15,078,730 State Home for Aged, Int. 29,662 1,925
Building Anticipation Funds (24)

Colorado State Hospital 1,634,125 3,306,193
State Home for Aged, Prin.

Total
1,000

2,342,957 349,744
University of Colorado 1,379,495 1,023 Clearing Funds (57)
Colorado State University 916,294 15,361 State Public School Fund 27,168,516 853,228
Univ. of Colo., Dept. of Med. 662,749 491,711 Dept. of Emply't. Sec. Benefits 11,010,000
State Home and Tr. Sch., Motor Fuel Tax Refund 4,446,174
Grand Junction 603,905 140,083 Old Age Surv. Ins. Contrib. 2,400,011 6,272

Capitol Building 460,958 912,205 Income Tax Withholding 1,683,526 100,000
Colorado State College 454,699 483,259 University of Colorado 1,171,129
Colorado State Penitentiary 404,645 258,782 U. S. Mineral Leasing 1,006,269 1,382,641
State Home and Tr. School, Sales Tax 655,249

Ridge 385,079 269,024 Firemen's Pension 600,000
State Training Sch. for Girls 362,616 127,909 Motor Veh. Spec. Owner Tax A 472,462 449,399
Colorado State Reform Sch. 355,596 362,116 Policemen's Pension 450,741
Colorado School of Mines 305,873 79,957 Forest Reserve 261,252
Western State College 294,684 29,696 Income Tax Refund 179,288 50,000
Industrial School for Boys 258,817 168,779 Colorado St. Univ. Land, Perm. 101,520 6,743
Adams State College 212,173 3,343 Motor Vehicle Safety 100,811 110,668
Ft. Lewis Ag. and Mech. College 180,973 4,749 Public School Income 95,177
Colo. State Univ., Exp. St. 102,936 125,197 Denver-Boulder Turnpike 84,576 189,185
Dept. of Health, Bldg. Fund 68,992 68,992 Inheritance Tax 50,337
Colorado State Fair Comm. 24,350 17,076 Gross Ton-Mile Tax 25,792
Small Projects, Bldg. 13,798 13,798 Taylor Grazing Act 19,920 49
Colorado Sch. for Deaf and Blind 6,133 7,846 Liquor License Fund 16,847
Monte Vista Golden Age Center 4,270 19,493 Use Tax 15,275
Military 2,902 16,641 Flood Control Land Oil 12,261
Colorado State Children's Home 815 5,428 Colorado State Forest 1,477 1,430

Total 9,096,877 6,929,561 Penitentiary Land, Permanent 987 13,901
Trust Funds (12)

Public Employees Retire., School 9,519,023
Public Employees Retire., State 9,318,175
State Compensation Insurance 7,962,730
Public School, permanent 1,978,373
Public Employees Retire., Muni. 531,707
Public Employees Retire., Judges 104,372
Escheats 29,129
Ft. Lewis. School Endowment 10,691
Blind, Rehab. Trust Fund 2,170
Escheats, Corporate 1,050
Escheats, Blocked o
Partition in Realty -265

Total 29,457,155

540,851
278,049
346,040
131,807
5,245
5,340

55,294
2,036

20,963
11,918
2,021
2,012

1,401,576

Gift Tax
Miscellaneous
Hope Flannigan Rev. Fund
Aircraft Spec. Ownership Tax
Aircraft Registration
Foreign and Dom. Corp. Tax
Motor Fuel Tax Fund
Income Tax
Insurance
Motor Veh. Lie., 1958
State License
Chauffeurs and Oper. Lic.
Clark-McNary Forestry
Desert Land
Oil Income Tax

950
949 4,453
657 12,294
326 326
291 2,679
201
135
105
69
66
32
4
0 560
0 3,558
0Suspense Funds (7) Income Tax, non-resident oDept. of Employment, Clearing 6,582,060 5,335 85% City smd County Liq. Lie. oTon Mile, Suspense 62,421 342,357 Internal Improvement, Perm. o

Molar Fuel Tax, Suspense 45,476 119,107 Internal Improvement, Income oDetPr. of Revenue. Suspense 8,605(cr) 81,564 Public School Income oState Dept. of Agri., Suspense 3,035 42,455 Farm Loan Interest 0
Highway Users Tax, Suspense 638 638 U. S. Insured Farm Loans o
Governors Mansion Bldg. 0 9,539 State Public Welfare o

Total 6,693,630 600,995 Colorado Racing Commission o
Working Capital Funds (9)
State Penitentiary Stores

Auto Title
Motor Veh. Spec. Own. Tax B

0
0

Rev. Fund 1,236,094 230,432 Int. on Delinquent Taxes o
Colorado State Univ. Rev. Fund 865,489 54,569 Tax Apportionment Clear o
Game and Fish Stores Rev. Fund 368,987 124,117 State Highway Fund -1,003 33,875
Veterinarian Rev. Fund 154,152 26,910 Res. for Outst. Warrants -11,100
Purchasing Agt. Rev. Fund 133,472 23,007 Motor Veh. Lie., 1957 -483,036
Motor Car Pool Rev. Fund 23,305 10,511 Oil Withholding Tax -543,975 50,000
Land Acquisition Commission 3,725 13,283 Total 50,994,268 3,271,261
Dept. of Agri., Emerg. Hay Grand total 365,929,726 61,120,155
Program 448 0

School Lunch Rev. Fund 0
Total 2,785,670

2,817
485,646

Source: State of Colorado, Division of Accounts and Control.





CHAPTER VI

ESSENTIALS OF A SOUND TAX SYSTEM

It is a truism that no meaningful measurement of any magnitude, subject or activity can be made
without there being some accepted standard or basis of reasonable comparison. A standard may be
a "principle" or an "ideal" or condition of desirability serving as a goal toward which action or con-
templated action is directed.

In tax policy, as in other policy determination, certain criteria exist for guiding decisions as to what
is best. In the following discussion these criteria or "tax principles" are examined as to their nature,
scope and applicability. As such the analysis provides a basis or background for subsequent
appraisal of Colorado's taxes considered individually and as components of the State's tax structure
as a whole.

The Revenue Problem

The financial problems of the state as well
as other governmental units are two-fold: (1)
determining an essential or desirable level of
services and consequently costs; and (2) formu-
lating a suitable revenue system for meeting
these costs. It should be recognized at the outset
that there are also two approaches to any budget
problem, cutting costs or increasing revenue.
The basic question as to which course should
be followed can only be answered by a con-
tinuing review of the needs versus resources
relationship.

Governmental needs, unfortunately, like those
of any individual or family group are often
flexible in only one direction, namely upward.
So long as the great majority of individuals
Who must pay the lion's share of the cost of
Public functions find it necessary to judge every
Personal outlay by the standard of what they
can afford, the government likewise has a clear-
Cut responsibility to maintain a reasonable bal-
ance between needs and resources. Regardless
Of the pressing or critical character of the de-
mands for increased public expenditures, a
burden of governmental costs which impinges
Upon the essential personal and business re-
sources of the private economy cannot be
Justified nor can it be financed in a palatable
manner. The notion that government has access
to an inexhaustable well of resources from
Which increments to the social welfare can be
Pumped in ever increasing quantities and with-
out replenishment may provide a refuge for
the reformer, but it offers little solace to the
taxpayer.

Consistency of Public Programs and Means of
Financing. Assuming that revenue needs have
been tailored to the broad limitation of re-
sources, a second major criterion must be con-
sidered. The revenue program basically is a
means to an end — the attainment of the ob-
jectives of the various economic and social
functions which the government performs.
These objectives are not comparable to those
of private enterprise, rather they look to the
welfare of the group as a whole and that of the
less fortunately situated members in particular.
The financing measures employed obviously
should be consistent with the social purposes of
the, public programs involved. Otherwise, the
method of financing may nullify these ends in
whole or in part. For example, one of the prin-
cipal goals of public education is to ensure that
educational opportunities are available to rich
and poor alike and on an equal basis. Quid
pro quo or direct benefit financing would clearly
defeat this aim by restricting educational ad-
vantages to those who could afford to pay the
full costs.

Particular Taxes and the Revenue System as
a Whole. In the consideration of revenue prin-
ciples it should be recognized that the effects
of a particular tax, although significant, are
not conclusive. Each revenue-producing meas-
ure must also be evaluated in relation to the
system as a whole. Similarly, the revenue
system of the state must be considered in the
broader context of federal, state and local
policies. This is not to suggest that inequitable
or discriminatory effects in one quarter may be
excused or rationalized by counter-irritants in
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another, but rather that one must look at the
over-all impact of public revenue measures as
a basis of arriving at final judgments concerning
any particular aspect of policy.

While the preceding statement of certain
aspects of the revenue problem has been
couched in general terms, its principal appli-
cation is to the tax system which supplies the
great bulk of governmental revenues. The fol-
lowing analysis of principles will be directed
specifically to taxation although it is equally
applicable to other revenue sources.

General Requirements of a Sound Tax
or Tax System

The payment for public services is at best a
painful process, and affects directly or indirectly
the well-being of every individual and the
profit position of every business organization.
Indirect effects of taxation are reflected in
changes in prices and incomes and the volume
of production and employment. Thus, the dis-
tribution of the costs of government through
taxation and other revenue measures is of
utmost concern to all segments of the economy.

Government must obviously consider these
direct and indirect effects of taxation on indi-
viduals, business enterprises and the economy
as a whole. At the same time, those responsible
for the formulation and administration of tax
programs must focus their attention on the
direct needs of the particular governmental
unit. In general, these needs include the ade-
quacy of existing revenue sources to meet
current requirements, an essential element of
flexibility in the revenue system and the avoid-
ance of excessive administrative costs.

Students of tax policy, as might be expected,
have given varied expression to the broad stand-
ards which should be applied in the formulation
of tax policy. However, there is a general con-
sensus on basic criteria. These may be sum-
marily stated as follows: (1) productivity; (2)
equity in the distribution of tax burdens; (3)
recognition of the rights and problems of the
taxpayer; and (4) adaptability of the tax pro-
gram to the immediate and long-range needs of
the economy as a whole. The question as to the
priority or relative emphasis to be placed upon
these principles, such as productivity and
equity, for example, has been argued by tax
economists, but is not of primary interest. Each
of the requisites are important; they are clearly
inter-related; and they must be interpreted in
a relative rather than absolute sense.

Productivity. The primary purpose of taxa-
tion is to produce revenue. Specific regulatory
or non-fiscal uses of the taxing power are not
germaine to this analysis, though it should be
recognized that all taxes have an important
impact upon individual and group relationships.

The problem of productivity is one of meeting
immediate as well as future• revenue require-
ments. Specifically, this means that the yield
of individual taxes and the entire tax system
must be predictable within reasonable limits,
and that certain major tax sources be sufficiently
flexible in structure and rates to handle the
rising costs of government. Both state and
local tax sources have been subject to an in-
creasing strain over the last two decades, and
there is every evidence that the presures will
continue to mount. In the light of this situation,
many legal as well as psychological barriers to
higher level taxation will have to be removed.

It is often suggested that regularity or stabil-
ity of tax yields is desirable from the standpoint
of the governmental unit. While this idea has
merit, no tax is perfect in this respect. More
significantly, stability of receipts during a period
of recession or depression, which is the time
when stability would be desired, is probably
attainable only at the expense of unduly bur-
densome or confiscatory effects upon the tax-
payer and a heightening of general deflationary
influences.

The revenue capabilities of a particular tax
are dependent upon a variety of factors includ-
ing rates, the general definition of the tax base,
exemption practices, the efficiency of tax ad-
ministration and the psychology of taxpayers.
Taxes with a restricted base, such as those on
"true" luxury items, very high incomes or ex-
ceptionally large estates are necessarily limited
in yield regardless of the rates imposed. Sim-
ilarly, taxes involving excessive costs of admin-
istration (10 percent or more) are generally
unsatsifactory from the standpoint of produc-
tivity as well as the undue burden placed upon
the taxpayer.

Equity in Taxation—General Considerations.
Equity is a universally accepted goal of tax
policy, and has many facets. In general, it is
concerned with the way in which the costs of
government are distributed among individual
and institutional taxpayers.1 As such it neces-
sarily involves a series of social judgments
relative to the existing and future economic
relationships between individuals, family
groups, business enterprises and other private
organizations. More specifically, these judg-
ments pertain to: (1) the type of individual and
family income distribution pattern which is
believed to be desirable and the tax measures
best suited to the promotion of this end; (2)
the proper role of business enterprises in the
financing of governmental services and the most
appropriate tax vehicles for obtaining their

.The actual location of the burden or its economic incidence is
the consideration in question. The legal incidence of the tax may
often differ from the actual incidence due to tax shifting by the
person or firm upon whom the tax is originally imposed. The
burden conceivably may be shifted forward to the final consumer
or backward to the producers of raw materials or the labor force.
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contribution; and (3) the desired framework
of industrial organization and policy and the
tax measures most likely to further this result.
The foregoing aspects of the equity problem
reflect judgments that are essentially positive
in character. Equity in taxation also involves
certain negative bases of evaluation. For ex-
ample, it is generally agreed that discrimination
is undesirable unless it is purposefully designed
to achieve accepted goals of public policy. In
the same vein arbitrary or capricious effects
should certainly be avoided.
Some students of taxation in discussing the

nature and scope of the equity problem have
distinguished two major aspects, namely, ver-
tical and horizontal equity. This approach
serves to highlight certain major elements of
the problem, and merits attention. Vertical
equity is defined to include the elements asso-
ciated with the distribution of individual and
family incomes, in other words, the range of
income from the lowest to the highest level.
Horizontal equity, in turn, has reference to the
relationship of individuals or family groups
on the same income level and business enter-
prises of the same type or class. This approach
to the explanation of equity is consistent with
this analysis, and may contribute to a better
understanding of the over-all problem.

Basic Approaches to Equity Problem. There
is general agreement upon the desirability of
equity in taxation and the essential aspects of
the equity problem. The crucial questions as
to the proper approach or approaches to the dis-
tribution of tax burdens, and how they should
be implemented are naturally subject to varying
interpretations. With respect to the first ques-
tion, two broad theories concerning the dis-
tribution of tax burdens are presently accepted
and applied with varying degrees of qualifica-
tion by tax economists and those responsible
for the formulation of tax policy. They are the
"ability to pay principle" and the "benefits re-
ceived standard." These theories, it should be
noted, involve different and largely inconsistent
ideas of tax equity.
While there is undoubtedly a preponderance

of opinion favoring the ability to pay doctrine,
a limited application of the benefit approach in
certain areas of governmental financing is gen-
erally thought to be desirable. In addition to
these broad standards there are two related
concepts which merit special attention, namely,
the "proportional versus progressive" issue, and
the question of maintaining "economic incen-
tives" or the essential bases of economic expan-
sion in the private economy. In both cases the
Primary emphasis is usually placed upon the
avoidance of allegedly undesirable results occa-
sioned by extreme applications of the ability
Principle.

Ability to Pay Principle of Taxation. The
ability to pay principle is based upon the broad
proposition that those who possess income or
wealth should contribute to the support of
governmental functions in accord with their
respective abilities. The obligation to pay arises
as a consequence of one's status in the social
group, but the actual determination of who
shall pay and in what amount is necessarily an
individual matter. The social orientation of the
ability principle is fundamental, though perhaps
it is not always fully understood. In contrast
to the benefit standard under which each per-
son or business concern would pay for the full
value of services received, the ability approach
recognizes the broad social purposes underlying
most public programs and calls for a distribution
of costs compatible with these purposes.
From the standpoint of either the individual

or family unit the ability principle involves a
determination of their current economic status
(income and wealth), the minimum demands
upon their resources for living and other essen-
tial costs, and consequently the actual capacity
remaining, if any, to make tax payments.

Ability may also be interpreted in terms of
the relative sacrifice occasioned or the utility
of the income taken by tax payments. As in the
case of the capacity to pay concept, these ideas
lead to the conclusion that the ability of indi-
viduals to pay taxes, as reflected by income,
increases progressively after essential costs or
uses of income have been met. Thus, the broad
implications of the ability principle in the case
of individuals are self-evident: persons whose
current resources are barely sufficient to meet
absolute living or related costs have no tax-
paying ability, and should not be required to
make a tax contribution; and those whose re-
sources exceed such minimal needs have tax-
paying ability which tends to increase progress-
ively in relation to income.
In the case of corporations, which are income-

producing and distributing units, the existence
of net income obviously reflects taxpaying
ability. As the organization is impersonal and
often retains a substantial portion of net earn-
ings within the business, the extent of taxpaying
ability involved is more difficult to determine.
The specific problems encountered are treated
in some detail in a later chapter.2 However,
in a broad sense the reasonable cost of owner
or equity capital logically must be considered
in determining the taxpaying ability of all
business enterprises.

Application of Ability Standard. If the ability
to pay principle is to be meaningful, it must
be capable of fair and effective application in

2See Chapter XIII, The Corporate Income Tax.
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the tax system. Does it meet this test? The
answer must be in the affirmative, though there
are many difficulties to be resolved. Net income,
both personal and corporate, is generally ac-
cepted as the primary measure of ability. Prop-
erty holdings or accumulated wealth are also
said to reflect taxpaying ability, but in varying
degree depending upon the nature of the capital
and the income realized. In addition, certain
economists support consumption expenditure
either as a basic or supplementary standard.
However, they are in a distinct minority.

Net income is the most realistic measure of
ability because it reflects directly the sum of
net receipts currently available for tax pay-
ments and meeting personal or other essential
needs. Certain minimum requirements of the
individual or family group are a condition of
survival, and should not be encroached upon
by government. Tax payments from this essen-
tial element of income will further impair the
productivity of the persons concerned, restrict
the market for consumption goods and probably
necessitate the extension of social welfare aids.
Similarly, the net income of business concerns
must cover a reasonable return on the owner's
investment to insure the maintenance of incen-
tives for business expansion. Net income is
clearly preferable to gross income as a measure
of ability. The latter is either partially or
wholly composed of cost elements for which
the recipient merely serves as a distributing
or transfer agency.

Accumulated wealth or property is a possible
source of tax payment. However, such holdings
may or may not reflect current taxpaying
ability, and if they do it will vary widely in
relation to the different types of property, indi-
vidual properties of the same class and other
economic factors. Use of property values as a
direct measure of ability, therefore, is certain
to produce highly variable results and may well
have the unfortunate effect of confiscating such
values. The latter consequence, needless to say,
is the antithesis of that desired in the application
of the ability principle. Two possible exceptions
are property transferred at the death of the
owner and gifts made during the lifetime of
the owner without adequate consideration. Even
in these circumstances the transfers would re-
flect taxpaying ability only to the extent that
the sums received were unearned and exceeded
the reasonable needs of the beneficiary.

Consumption outlay as a standard of deter-
mining taxpaying ability is both unsatisfactory
and incomplete. It disregards the relative
urgency of the needs being satisfied, and ex-
cludes the highly significant and generally
productive use of income for saving and invest-
ment purposes. Basically, therefore, it involves
a negation rather than an application of the
ability approach.

Conclusions. The ability to pay principle of
taxation is in accord with prevailing concepts
of social justice and meets the test of prac-
ticality. Net income affords a reasonable and
effective measure of taxpaying ability which
may be supplemented by property holdings
under certain conditions. The income measure
logically is subject to the qualifications that the
sum required to meet absolute living or other
essential costs does not reflect taxpaying ability,
and that the taxpaying ability reflected by in-
come in excess of this amount increases on a
progressive basis. At the same time, it should
be recognized that the ability principle does
not provide a complete and precise guide to
all questions of tax policy. It does not answer
specifically the practical issues as to the degree
of progression which should be applied in the
case of personal income nor the relationship
which should obtain between personal and
corporate tax rates. Also, extreme applications
of the ability principle may well curb the essen-
tial bases of expansion in the private economy.

The Benefit Principle of Taxation. The benefit
principle of taxation rests upon the broad propo-
sition that governmental services are of benefit
to the private economy and that their cost
should be apportioned among individuals and
private organizations on the basis of the relative
benefits which they enjoy. Basically the theory
provides a justification for taxation and a
standard for distributing tax burdens. Accord-
ing to this theory the obligation to pay taxes
as well as the measure of the amount to be paid
is to be determined by the benefits received
by the individual or business concern. As
everyone is benefitted by public services, it
logically follows that everyone should pay.

The general measure of benefits is variously
stated as the "value" or "cost" of the services
received. In either case cost appears to be the
controlling factor. As the costs of particular
governmental services are generally known, the
problem of allocation is one of reducing these
costs to a unit of service basis and then deter-
mining the units of service received. In other
words, government would operate on a basis
comparable to that of a huge, private super-
market with fixed prices for each item.

No one will dispute the basic assumption that
the benefits conferred by public services justify
the imposition of taxes to pay for them. How-
ever, the further assumption that the cost of
the varied and complex activities of govern-
ment can and should be calculated and assessed
against each person on the basis of the indi-
vidual benefits derived involves serious theoret-
ical and practical shortcomings. In the first
place, the fundamental concept of the indi-
vidual's relationship to the government under-
lying the benefit principle is untenable in
modern times. A price or quid pro quo basis of
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exchange clearly does not exist between the
citizen and the state with respect to most public
services. The activities of present day demo-
cratic governments are commonly in the inter-
ests of general or group rather than individual
welfare. Even if it were practical, a pure benefit
approach would produce absurd results in the
case of broad public programs such as national
defense, public safety, education, public wel-
fare and aid to agriculture or other industries.

In addition to this inherent fallacy, no rea-
sonable formula has yet been devised for calcu-
lating the benefits to the individual from the
important programs noted: Many of these
services are essentially intangible in character,
and an attempt to personalize their benefits is
clearly impractical.

Conclusions. In view of the limitations noted,
the proper role of benefit financing is neces-
sarily a restricted one. In fact, it is only in those
areas where the government actually functions
as a private or commercial enterprise that the
benefit principle appears to have a wholly
logical application. Public utility services and
others which are made available on a direct
and sometimes voluntary basis clearly fall in
this category. Among the major domestic pro-
grams of government today the most significant
application of the direct benefit standard is in
the financing of roads and streets. Highway
users are called upon to pay the bulk of the
costs of these facilities, and the owners of urban
property bear the primary responsibility for the
outlays on city streets. The application of the
direct benefit approach in these areas is gener-
ally thought to be desirable. However, there are
many special problems involved in the deter-
mination of relative benefits and in allocating
costs. In addition, there are the social limita-
tions arising from the admittedly regressive
effects of certain of the taxes employed and the
Possibility that higher burdens will seriously
restrict the use of such facilities by low income
groups.

The Problem of Progressive Taxation
and Economic Incentives

While the relative merit of progressive as
contrasted to proportional taxation has been a
Perennial subject of debate by those interested
in tax policy, the present theoretical controversy
is concerned with the equity and desirability
of extreme as opposed to moderate application
of progressive taxation. From a practical stand-
point it involves the use of extremely pro-
gressive rates under net income and death taxes,
and the relative emphasis to be placed on these
taxes as compared to sales, excise and property
taxes. Proponents of steeply progressive net
income and death tax rates maintain that this
policy is a logical and equitable application of

the ability principle, and that a substantial
modification of the existing inequality in the
distribution of income and wealth is also de-
sirable upon other economic and social grounds.
Opponents of the policy contend that it is dis-
criminatory and unequitable, that it tends to
destroy economic incentives, and that it is a
threat to the maintenance of a free enterprise
system. They also suggest that the present
extremely progressive rates of the federal per-
sonal income tax are a major factor contributing
to evasion and avoidance problems.

As the question of progression is closely re-
lated to the concept of economic incentives an
examination of the latter concept is essential to
an evaluation of both ideas and the issues in-
volved. The term, economic incentives, refers
to the economic stimuli which serve to promote
productive activity in a private enterprise sys-
tem. It encompasses the entire scope of economic
rewards for accomplishment or success and con-
versely the penalties for failure. The concern
with economic incentives, therefore, is as broad
as the range of economic activity in which the
people engage. It involves the economic moti-
vation of the wage earner as well as that of
the employer or businessman, the farmer, the
professional worker, the financier and even the
government employee.

The practical implications of economic incen-
tives in the field of tax policy are equally com-
prehensive and far-reaching. It is quite evident
that the high level of taxation presently needed
to support the cost of governmental services
substantially curtails the use of income and
capital for private purposes. In a broad sense,
therefore, it may be said to curb the incentives
available in the private economy for all types
of economic activity. The urge to increase the
consumption level and consequently standards
of living through the choices of the individual
or family group, the desire to save and invest
funds, the goal of expanding one's business or
increasing profit margins—these and other indi-
vidual or private institutional objectives are
necessarily delimited by taxation. Equally im-
portant, however, are the products of govern-
mental activity which also enhance the national
income through the services and goods provided.
Although the nature and distribution of these
products and services are determined by col-
lective action, they too play a major role in the
broad system of motivations which stimulate
economic activity.

The basic problem of economic incentives,
therefore, is one of combining the areas of indi-
vidual choices and rewards and social choices
and benefits in such a manner as to maximize
the level of production and the benefits resulting
from the distribution of the product. There is
also a secondary problem of balancing the in-
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centives and consequently rewards available to
various economic and social groups.

Conclusions. A comprehensive evaluation of
the complex issues involved in the use of
progressive taxation and the related but broader
problem of maintaining economic incentives is
beyond the scope of this analysis. However,
certain broad conclusions are believed to be
merited.

A substantial element of progression in the
nation's tax structure, achieved primarly
through progressive net income taxes, is clearly
in accord with the ability to pay principle and
presently accepted concepts of social justice.
The current level of federal rates on the high
bracket personal incomes approaches the point
of confiscation, and provides an obvious ex-
ample of extreme progression. While there are
no absolute guides to determine what consti-
tutes an equitable and desirable application of
progression, the high bracket tax policy as it
now obtains appears to violate both objectives.
Certainly, its equity is doubtful; it seriously
curbs, if it does not destroy, the incentives of
those affected; it places a high premium on
avoidance and evasion techniques; and it pro-
duces little revenue. On the other hand, it is
not a serious threat to the maintenance of the
private enterprise system because of its limited
impact.

Recognizing the inherent limitations of pro-
gressive taxation which approaches the point of
confiscation, it is equally clear that the attain-
ment of a substantial element of progression in
the over-all structure of governmental tax pro-
grams requires a primary reliance upon net
income taxes. Death and gift taxes which in-
corporate progressive rates are of minor sig-
nificance, and property taxes which embody
proportional rates are either proportional or
regressive in their effect depending upon the
type of property and other factors. All other
forms of taxation, with possible minor excep-
tions, involve varying degrees of regressive
effect. Furthermore, all analyses of the com-
bined effect of existing federal, state and local
tax programs upon individual incomes indicate
a distinctly regressive impact upon the very
low income groups. Correction of this intoler-
able situation clearly calls for a greater
emphasis upon "ability" as opposed to "benefit"
taxation.

A logical and realistic appraisal of the eco-
nomic incentives concept as applied to current
tax policies leads to similar conclusions. The
chief encroachments of existing policy upon the
private rewards available for productive activ-
ity today are at the lowest and highest income
levels. Government should constantly strive to
avoid such extreme effects and to maintain a
reasonable balance in the impact of tax burdens

not only in relation to different income levels
but other relationships between individuals
or businesses in the same economic category.
The broad question as to whether government
is costing too much or aggregate tax burdens
upon the private economy are too high is not a
matter of tax equity, nor is it a problem alone
of adequate incentives in the private economy.
Rather, it is a fundamental issue as to the proper
scope of governmental activity, and is not rele-
vant to this discussion.

Other Principles and Considerations

The Rights and Interest of the Taxpayer. High
taxpayer morale is clearly essential to the effec-
tive administration of tax laws, wholly apart
from the inherent rights of those who support
governmental functions. As a minimum, an
intelligent concern with the taxpayer's problems
requires a continuing effort: to broaden his
understanding of the provisions of tax laws;
to minimize the expense, inconvenience and
interference associated with tax compliance,
payment and collection; and to provide for
prompt and fair treatment of his claims and
complaints. The taxpayer to be sure has recipro-
cal responsibilities, but the manner in which
these are discharged will probably depend in
large part upon the treatment he receives at
the hands of tax authorities.

Simplicity of the tax laws and certainty con-
cerning the time and amount of payment also
are often cited as desirable features of tax
policy. While tax problems have become more
complex since the days of Adam Smith who
first suggested these criteria, they still have a
reasonable application. Non-technical drafting
of tax legislation and an adequate program of
taxpayer education might reduce the demand
for the services of tax lawyers and accountants,
but they would be a boon to the taxpayer.

Finally, the conscientious taxpayer who pays
his tax obligations in full when they are due is
entitled to a reasonable assurance that others
liable for a tax payment will do likewise. This
assurance all too often does not exist, and laxity
in meeting tax obligations as well as widespread
evasion become the general rule. Such a situ-
ation is inexcusable, and constitutes the most
flagrant type of inequity in the entire field of
tax policy.

Adaptability of the Tax Program to Changing
Levels of Economic Activity

The adaptability of tax programs to certain
basic needs of the economy as a whole is not a
new criterion of tax policy; but since the Great
Depression of the 1930's it has been given much
greater emphasis and more specific formulation.
Particular attention has been directed to the
problems of controlling economic fluctuations
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(depression and boom tendencies), of combat-
ing what certain economists have termed
secular stagnation and of preventing extreme
inflation during war or defense emergencies.
Full employment or some similar expression
of economic well-being is now regarded as a
major goal of public policy, and fiscal policy,
including governmental expenditures, taxation
and borrowing, is an accepted instrument for
implementing this objective.
The actual or potential role of taxation is an

important mile both in curbing inflation and
combating a threat of economic recession or
depression. Increases in the rate or level of
taxation serve to skim off excess purchasing
power in the private economy and thereby re-
duce inflationary pressures, while tax reduc-
tion makes additional funds available for priv-
ate expenditures thus tending to offset the
actual or anticipated decline in spending, in-
come and employment. Understandably, there
is still considerable controversy regarding the
relative desirability of across-the-board as
opposed to more selective tax adjustments, and
the broader issue of the relative emphasis to be
placed on taxation as compared to other policy
measures.
The principal requirement of the tax pro-

gram for economic stablization purposes is
flexibility both in an upward and downward
sense. If tax policy is to make its maximum
contribution in this field adjustments must also
be made quickly. Needless to say, both condi-
tions are difficult to attain, and must be viewed
in a relative sense.

Principles of Taxation and State Policy

The basic principles of taxation have certain
special implications in terms of state and local
policy. They obviously merit attention at this
point, though they will be thoroughly examined
in the individual tax chapters. They include:
the predominant role of the federal government
in tax policy, both in establishing the general
tax pattern and in particular areas such as net
income and the special excise taxes on liquor
and tobacco; the legal and the technical prob-
lems of the state by virtue of its limited juris-
diction and constitutional requirements; and
certain broad economic considerations that are
of special concern to the states.

Role of Federal Government. The primary
Position of the federal government in virtually
all phases of government financing is axiomatic.
In view of the magnitude of its revenue needs
the choice of federal tax and other sources of
financing clearly is the principal determinant

of the nature and effects of public revenue pro-
grams. In particular, the emphasis placed upon
personal and corporate net income and certain
sales or excise taxes serves as a possible model
for state action, but also may tend to delimit
the scope of state policy. Double or multiple
taxation of a given tax base certainly must be
considered in appraising the equity and pro-
ductive potential of a given source. However,
it is the latter elements that are important, not
the duality of use. The alleged saturation of
the net income tax base by high federal and
moderate state taxes, for example, is a delusion
in the light of the accepted merits of this source.
Certainly, the use of less equitable tax forms
worsens rather than improves the economic
effects of a given level of taxation.

Legal and Technical Problems. By virtue of
their limited jurisdiction and federal or state
constitutional limitations the states encounter
a myraid of problems, many of which are
peculiar to this level of government. The more
significant factors contributing to these diffi-
culties are: the interstate and foreign commerce
limitation of the Federal Constitution; the im-
munity of federal agencies and instrumental-
ities: the due process requirement of the Four-
teenth Amendment (Federal Constitution);
specific state constitutional limitations relating
to the taxing and borrowing powers; the prob-
lem of interstate and federal reciprocity in the
granting of tax deductions, exemptions and
credits; and the question of uniformity in tax
treatment both as to legal concepts and tax
burdens. In the formulation of state tax pro-
grams the state must also be cognizant of the
needs and problems of its local subdivisions.
While one might anticipate a similar concern
by the federal government with the fiscal re-
quirements of the states, there is little evidence
that this consideration is a significant determin-
ant of federal policy.

The State Economy. The nature and magni-
tude of the state's resources are obviously of
basic importance in the formulation of tax
programs. Colorado's resources both present
and potential were considered in an earlier
chapter. These resources obviously delimit in
a broad sense the State's capacity to support
governmental programs and consequently the
level of taxation. Their character also serves
to define within limits the appropriateness of
certain tax measures. Finally, the broad aim of
promoting a fuller and more effective utiliza-
tion of existing resources highlights the im-
portance of avoiding unduly burdensome tax-
ation upon any segment of the State's economy.





CHAPTER VII

PROPERTY TAX

History of Property Tax in the United States

The property tax is perhaps as old as civiliza-
tion. It was employed as a direct levy in ancient
Greece and Rome and was subsequently in-
troduced in Western Europe as a tax on land
area rather than value. The latter type of tax
on the value of property came into more general
use with the establishment of individual pro-
perty rights and market mechanisms.

The property tax in America dates back to
early Colonial days and its applications were
patterned after the English system. It became
an important source of revenue for the Ameri-
can colonies, but the nature of the tax varied
considerably in different sections. It was first
employed by the New England colonies and
later spread to the Middle and Southern groups.
In New England the typical tax was a com-
posite levy on "faculty," involving a poll tax,
an additional amount based upon earning capa-
city and finally a levy on property. Generally,
the tax applied to most forms of real and tan-
gible personal property other than personal pos-
sessions not used to produce an income, and
values of the different types of property were
ordinarily specified in the tax statutes.
There was considerable resistance to the early

development of property taxes in the Middle
Colonies largely because of the predominance
of the Dutch influence. Aside from limited ex-
perimentation during emergency periods, prop-
erty taxes were not generally employed in the
South until after the Revolutionary War. The
owners of large plantations were able to control
legislative policy during this early period, and
the primary revenue sources were poll, custom,
Special excise and license taxes. The emergency
created by the Revolutionary War necessitated
the adoption of property taxes in Virginia, but
it was not until 1850 that the State Constitution
required the imposition of uniform and uni-
versal taxes on property.

Evolution of State and Local Policies. After
the Revolutionary War broad developments in
Property taxation are readily discernible but
s. pecific data on the policies of individual states
is very fragmentary. As a general rule, state
and local property taxes were extended and
consolidated during the period from 1800 to
1860; and they became the mainstay of local

and the new state revenue systems. The broad
trend was in the direction of a general property
levy involving uniform rates on all classes of
property. By 1860 uniformity requirements had
been incorporated in the constitutions or laws
of the great majority of states. The evolution
of the tax in Ohio illustrates the general trend.
In 1799 a territorial land tax was adopted; other
specific forms of real and personal property
were subject to the tax in 1825; and in 1851 a
constitutional provision requiring a uniform
general tax on all types of property was enacted.
The property tax continued to be a dominant

element of state and local tax programs in the
period following the Civil War, and a reverse
trend towards the classification or special treat-
ment of certain types of property appeared.
However, the trend towards classification was
slow in gathering momentum largely because
of the uniformity requirements in the state
constitutions. It originated as a consequence of
generally unsatisfactory administration of the
tax on personal property and the growing com-
plexity of all forms of property as well as
property rights. Savannah, Georgia is usually
credited with initiation of the modern classifica-
tion movement by adoption of a classified tax in
1868. It should be noted that the classified tax in
contrast to the general levy involves differential
treatment of various classes of property largely
on the basis of their actual or potential income
capacity. The classified form of tax increased in
popularity during the first three decades of the
present century, but interest in the "reform" has
since declined.

In recent decades the importance of the prop-
erty tax as a source of state revenue has also
rapidly declined. This development is a direct
result of the adoption of new tax forms by the
states, as well as a recognition by state legis-
lators of the primary dependence of local units
on this traditional source of financing.

Nature and Types of Property Tax
The property tax as employed in the United

States is imposed upon capital values. It is
aimed at the wealth itself rather than income
or other incidents of the use of property for
productive purposes. The base of the tax, com-
monly market or sales value, is not intended to
provide a direct or precise measure of taxpaying
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ability, nor is it designed to measure directly
the special or general benefits derived from
particular governmental services. However,
certain applications of the property tax do in-
volve a special emphasis upon the ability factor
and income is sometimes employed as a measure
of capital value in cases where market or sales
value data are not available.
Two principal forms of property tax are em-

ployed by state and local governments, namely,
the so-called "general property tax" and the
classified or differential levies. As the term
implies, the general property tax is distin-
guished by its broad scope and the application
of uniform rates to all types of property. As
such, it is intended to achieve an equal burden
on all classes of property regardless of their use
or nature. On the other hand, the classified tax
is intended to group property into a number of
special categories, and to subject these cate-
gories to varying tax burdens depending upon
the relative tax-paying capacity which they rep-
resent. Administrative considerations have also
played a part in the determination of property
classifications.

Broadly speaking, the classified tax has taken
two forms involving a limited or partial classifi-
cation and comprehensive classification. In the
former instance, all property is grouped into
two categories, real estate or tangible person-
alty and intangibles. Under the limited classifi-
cation tax a low mill rate is applied (usually
1 to 10 mills) to various types of intangibles
and a uniform rate to all other forms of prop-
erty. In the case of the so-called comprehensive
classification plans, a varying number of classes
are established ranging from 5 to 21 and a differ-
ential burden is imposed on each class. The
differential burden is achieved either by varying
the tax rate or the percentage of the value base
subject to the tax. About 15 states employ the
partial classification type of tax as contrasted
to 5 states which have comprehensive classi-
fication plans.

Another significant modification of the prop-
erty tax has involved the exemption of intan-
gible property and certain types of tangible
personal property, usually household and other
personal possessions of a non-income producing
character. About one-fourth of the states now
exempt intangibles entirely and several states
do not tax non-income producing personalty.
In both cases the development has been dic-
tated by the administrative problems involved
in the assessment of these forms of property
and the limited or questionable taxpaying
ability associated with such property. As a
closely related step, many of the states have
adopted special property taxes or various in
lieu types of tax in the case of automotive
vehicles, the operating property of public utili-

ties and natural resource properties including
oil and gas, other minerals and timber lands.
In a few jurisdictions, differential treatment
also has been applied to other forms of tangible
personalty such as merchandise inventories and
raw materials. These later developments are
also attributable to administrative difficulties
and considerations of tax equity.

Significance of Property Tax in State and
Local Finance

The property tax, once the wheelhorse of
state and local finance, has continued to pro-
duce an increasing amount of revenue. How-
ever, its relative importance in the nation's
tax structure, as well as in the revenue systems
of the states, has declined appreciably in recent
decades. New forms of taxation at the municipal
level have also reduced its importance to these
units, but it is still the primary tax source for
all forms of local government.
The general trend of property tax collections,

both state and local, from 1902 to 1957 is shown
in Table 7.1. Total receipts, state and local,
which amounted to approximately $4,675 million
in 1932 declined during the depression decade,
but rose to over $7,367 million in 1950. Collec-
tions in 1957 totaled $13,097 million, an increase
of nearly 44 percent over the receipts in 1950.

Table 7.1

Significance of Property Tax in State and Local
Finance, Selected Years, 1902-1957

Years

State

Percent of
total taxes•

Local 

Percent of
total taxes

Property tax
receipts
(million)

Propertytax
receipts
(million)

1902 82 52.56 $ 621 88.64
1913 140 46.51 943 89.72
1922 348 36.75 2,973 96.87
1932 323 17.09 4,353 97.43
1942 271 6.88 4,273 92.95
1946 253 5.08 4,904 92.83
1950 311 3.93 7,056 88.18
1957 479 3.30 12,618 86.95
• Unemployment compensation levies were excluded from state totals

in computing relationship (1942-1957).

Source: U. S. Bureau of Census, Historical Review of State and Local
Finances, June, 1948; and U. S. Bureau of Census, Governmental
Finances in the United States, 1922, 1950 and 1957.

The declining significance of the tax for state
purposes is illustrated by the fact that the states
obtained 17.09 percent of their total tax receipts
from this source in 1932, 6.88 percent in 1942,
3.93 percent in 1950, and 3.30 in 1957. Its relative
significance today, as indicated in Table 7.2
varies widely. Nebraska received 32 percent of
its tax revenue from property, whereas 1 state
reported no collections and 14 others received
nominal sums amounting to less than 1 percent
of total tax revenue. Colorado's reliance on the
property tax, which produced 7.9 percent of
state tax receipts, is well above the average.



1111•111,,

153

It should be noted, however, that the State
obtained nearly 15 percent of its tax receipts
from property in 1942. For the eleven Western
States, as shown in Table 7.2, the average ratio
in 1957 was 7.49 percent, and for the nation
as a whole it was 3.30 percent. The decline
of the property tax for state purposes is attribut-
able primarily to two factors, the emergence
of other major tax forms and the increasing
financial pressures at the local level which have
resulted in a deliberate policy of relinquishing
the source to these units.

Table 7.2

Significance of Property Tax in State
Finance, 1957

Property tax
revenues

Property tas as
percent of total

States (thousands) state taxes
Alabama $11,366 4.95
Arizona 14,711 13.74
Arkansas 314 0.25
California 107,653 5.75
Colorado 12,040 7.86
Connecticut
Delaware 750 1.68
Florida 7,426 1.98
Georgia 928 0.30
Idaho 2,389 4.71
Illinois 697 0.10
Indiana 16,500 5.71
Iowa 3,792 1.53
Kansas 10,529 6.66
Kentucky 15,446 7.68
Louisiana 12,155 3.26
Maine 1,420 2.01
Maryland 9,111 3.55
Massachusetts 230 0.06
Michigan 33,671 4.36
Minnesota 14,942 5.11
Mississippi 3,532 2.14
Missouri 10,140 3.81
Montana 4,973 9.45
Nebraska 23,828 32.33
Nevada 2,185 6.20
New Hampshire 2,013 6.10
New Jersey 2,765 0.98
New Mexico 6,487 6.68
New York 2,803 0.08
North Carolina 8,309 0.22
North Dakota 2,623 5.07
Ohio 26,921 3.98
Oklahoma •
Oregon • •
Pennsylvania 1,506 0.15
Rhode Island •
South Carolina 889 0.48
South Dakota 628 1.47
Tennessee •
Texas 32,407 4.92
Utah 2,671 3.46
Vermont 352 1.01
Virginia 14,126 4.47
Washington 22,984 6.48
West Virginia 292 0.18
Wisconsin 24,560 6.90
Wyoming 6,035 18.02
Aggregate average 3.30
11-Western States
Average 7.49

• Not used for state purposes or collections less than $20,000.

Source: U. S. Bureau of Census, Compendium of State Government
Finance, 1957.

The property tax is still the mainstay of local
finance, though it is losing ground in the case
of the municipalities and counties. For the
country as a whole in 1957 it accounted for
about 87 percent of the total local tax bill.
This may be compared with 92.83 percent in
1942. The greater part of the decline was at-
tributable to the introduction of new taxes by

the cities and towns, which obtained 87 percent
of their tax receipts from property in 1942 and
about 73 percent in 1953.'

Colorado's dependence upon the property tax
for local purposes in 1953 was approximately
equal to the average for the eleven Western
States, 90.1 percent (Table 7.3).2 The property
tax in Colorado was the sole source of locally-
imposed taxes for the school and special dis-
tricts, while the counties obtained 99.5 percent
and the cities 70.6 percent of their tax revenues
from property levies (Table 7.4).

Table 7.3

Comparative Use of the Property Tax by
Local Governments, Eleven Western

States and United States, 1953
Total

local taxes
Property
taxes

Property taxes
as percent of

State (millions) (millions) total local taxes
Utah $ 44.8 $ 42.6 94.9
Oregon 111.1 104.8 94.3
Arizona 46.1 43.1 93.5
Wyoming 20.2 18.6 92.4
Idaho 42.2 38.6 91.4
Montana 44.9 40.8 90.8
California 1,034.5 934.7 90.4
Colorado 110.0 99.3 90.3
Washington 120.9 100.1 82.8
Nevada 18.5 14.7 79.2
New Mexico 18.8 14.9 79.1

Total, Western States 1,612.0 1,452.2 90.1
United States 10,335.0 9,010.0 87.2
Source: U. S. Bureau of Census, State

in 1953.
and Local Government Revenue

Table 7.4

Comparative Use of Property Tax by Local
Governments in Colorado, 1953

Total Property Property taxes
Type of local taxes taxes as percent of

local government (millions) (millions) total local taxes
Cities $ 36.2 $ 25.6 70.6
Counties 18.0 17.9 99.5
School districts 53.0 53.0 100.0
Special districts 2.8 2.8 100.0

Total 110.0 99.3 90.3

Source: U. S. Bureau of Census, State and Local Government Revenue
in 1953.

The significance of the property tax for all
units of government, state and local, in Colorado
is somewhat above the Western State average,
as well as the national average. Colorado's per
capita property tax burden in 1953 amounted to
$74.40. The average for the Western States was
$65.52, while the national average was even
lower, $59.22. In relation to total state and
local taxes a similar disparity is evident. Colo-
rado obtained 48 percent of the total state and
local tax revenue from property as compared
with about 44 percent and 45 percent for the
Western jurisdictions and all-states averages, re-

s. Bureau of Census, Governmental Revenue in 1950; and
U. S. Bureau of Census, Summary of Governmental Finances in
1957.

'This is the latest date for which local data by states are avail-
able.

'See Chapter IV. Tab:es 4.8 and 4.9.
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spectively. A comprehensive analysis of local
property tax burdens in Colorado is presented
in Chapter XX, State-Local Relations.

It should be emphasized that the interest of
state governments in the property tax is not
confined to its revenue implications for state
purposes. The structure of the tax is deter-
mined by state constitutional and statutory
provisions. The state exercises broad controls
over its administration and usually administers
directly the tax on certain special types of
property. Finally, the states are being called
on to shoulder a larger and larger share in the
financing of local services through tax sharing
and other aid devises. The states, therefore,
have no choice but to assume a continuing re-
sponsibility for the effective and equitable use
of this source.

Rationale of Property Taxation

Throughout a long and checkered career,
property taxes have not lacked support both
on theoretical and practical grounds. At the
same time, the equity of the different types of
property taxes as well as their administrative
deficiencies have been subject to severe criti-
cism. About 30 years ago, one of the leading
students of American taxation stated that the:

general property tax was one of the worst
taxes known to the civilized world and so
flagrantly inequitable that its retention could
be explained only through ignorance and
inertia.4

The theoretical justification for property taxes
rests mainly upon the benefits received and the
ability to pay principles. Each basis of support
has received considerable attention and empha-
sis. From the standpoint of benefits received, it
is alleged that the property owner is the direct
beneficiary of many governmental services as
well as a continuing rise in the value of his
property resulting from various types of public
improvements. From the viewpoint of ability,
property ownership is said to involve a distinc-
tive or additional element of taxpaying capac-
ity not reflected by income. In addition to these
basic principles, the property tax has substantial
justification on practical grounds. The produc-
tivity of the tax, its traditional role as a primary
source of local revenue and the rapidly growing
revenue needs of local governments have
exerted an important influence in recent years.
The theoretical merit of property taxation,

either as a measure of benefits or taxpaying
ability, tends to be obscured by the varying
character of the taxes employed, differences in

•Edwin A. Seligman, Essays in Taxation (10th Edition: New
York: The MacMillan Co., 1952), p. 62.

administrative practice and results, and the con-
fused situation concerning the incidence of the
tax. It is quite obvious that a uniform tax on all
forms of property has different economic impli-
cations than the classified tax which involves a
differential burden. The fact that intangible
property and certain types of tangible personal
property usually escape taxation also compli-
cates the problem of analysis. In a comprehen-
sive study it would also be necessary to consider
several• special types of property tax proposals
such as the single tax or a supplemental levy on
site values or improvements. It is also quite
obvious that the theoretical justification of
property taxes cannot be considered apart from
the question of incidence. Yet, the incidence of
property taxes undoubtedly differs depending
upon the form of tax, the nature of property,
the use of property and changing economic con-
ditions. While these factors clearly complicate
the problem of analysis, they must be con-
sidered if meaningful judgments are to be made.

Benefit Bases of Property Taxation. The bene-
fits received concept has two primary facets as
applied to the general and classified property
taxes. First, certain public services such as
police and fire protection and the legal arrange-
ments for maintaining property rights are of
general benefit to property owners. Needless to
say, the cost of these services is substantial and
though the benefits involved are not limited to
property owners, the protection they receive is
of major significance. The other type of special
benefit accruing to the owners of property arises
as a consequence of various types of public im-
provement projects including streets, street
lighting, primary and storm sewage systems and
parks and recreational facilities. It is commonly
assumed that these improvements directly in-
crease property values. Consequently, all or a
major part of their cost is usually assessed
against the owners of property either through
the special assessment device or the property
tax.

It is generally recognized that there is a sub-
stantial element of validity in these claims of
special benefit to property owners. However, the
limitations of property ownership as a measure
of benefits from such services are also evident.
Actually, it is not possible to determine precise-
ly the total incidence of benefits from particular
governmental services. For example, what part
of the total benefits derived from police and fire
protection should be assigned to property
owners? Individuals who own little or no tax-
able property also share directly and indirectly
in the protection provided. Similarly, the social
gains from various types of public improve-
ments are also very widely dispersed. If an ac-
ceptable allocation of benefits could be arrived
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at with regard to property owners and other
groups, the additional problem of apportioning
the property owner's share among individual
holders must then be resolved. Do all types of
property both real and personal, income pro-
ducing or non-income producing, benefit equally
according to their taxable value? Are benefits
from the governmental services in question
equally distributed in relation to such value as
between property holdings of great value and
those of small value? The difficulty, if not im-
possibility, of objective answers to these ques-
tions is apparent. Finally, it should be empha-
sized that property ownership as well as other
measures of special benefits are often inconsis-
tent with the ability standard.
Property ownership as a measure of benefits

involves the further assumption that the burden
of the tax will remain on the property owner.
However, in the instance of business and rental
property the opposite result is typical. Taxes
on these forms of property are usually shifted
to the consumer or renter, at least that portion
which represents a uniform element in cost of
utilization. In these cases, therefore, the purpose
of the benefit principle is likely to be thwarted.

Ability Bases of Property Taxation. The
ability principle is often said to provide a sub-
stantial element of justification for property
taxation. This assumption, basically, rests upon
the concept that wealth in any form contributes
to the individual's capacity to pay taxes. More
particularly, there is usually a significant rela-
tionship between the amount of wealth that the
individual owns and income. While this relation-
ship is apparent in the case of certain types of
income producing property, it is not necessarily
proportional to value. Furthermore, some forms
of property do not produce a cash or material
income and there is a great variation in the rate
of income from different types of income
property. These factors obviously tend to limit
and to distort the usefulness of property as a
measure of taxpaying ability. Needless to say,
inefficient and inequitable assessment practices
greatly heighten the basic inequities involved.
In view of the fact that all or a substantial part
of the tax burden on income property is usually
shifted, the ability basis of property taxation
appears to fail in its most logical application.
The classified property tax attempts in theory
to give greater recognition to the ability factor
than the general levy. However, this objective
is often nullified in whole or in part by inade-
quate or inappropriate classifications and by in-
effective administration. If a differential burden
in relation to income is achieved, however, the
likelihood of this portion of the tax being
shifted is reduced.

It should be emphasized that there are several
special aspects of property ownership which
may evidence unique or additional taxpaying
ability. These special situations include the
accumulation of personal fortunes in the form
of non-income property and the general appre-
ciation in real property values occasioned by
broad economic trends. Vast personal posses-
sions do not produce cash income but they do
make possible highly luxurious or conspicuous
consumption which is non-essential in character.
Some tax economists also suggest that the
psychic income derived from such property is
a proper object of taxation. The tendency for
property values (real estate) to rise in a pro-
gressive society is an accepted fact. As these
values are a result of social rather than indi-
vidual action, the advocates of the single tax
contend that they represent an unearned incre-
ment and consequently are the proper subject
of heavy tax burdens. While gains in property
values attributable to social progress are char-
acteristic of the American economy, they tend
to be capitalized as a consequence of relatively
frequent sales transactions. Also, such gains
are often illusory in that they may not be
realized and may actually disappear as a con-
sequence of social forces which produce declin-
ing values. Although these special aspects of
property ownership are of limited and in some
cases of questionable significance, they still may
represent a partial justification of the ability
basis of property taxation.

Conclusions on Theoretical Bases. Both the
benefit and ability principles provide incomplete
if not inadequate justification for the imposition
of general or classified property taxes. Property
ownership as a measure of benefits from par-
ticular governmental services has serious limi-
tations and the varying incidence of taxes on
different types of property results in inequitable
effects. Property holdings are even less satis-
factory as an indication of the owner's tax-
paying ability. In the first instance, the measure
is incomplete; secondly, it varies as between
different types of property and at different
periods of time; thirdly, the incidence of the
tax remains on the owner in some cases and is
shifted in others; and, finally, various features
of the structure of the tax as well as the effects
of inefficient administration greatly heighten
the inherent inequalities. It may be concluded,
therefore, that the property tax, both in its
general and classified forms, lacks full justifica-
tion on theoretical grounds. At the same time,
it should be recognized that the philosophical
bases of property taxation are much stronger
than those of retail and general sales taxes.
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Practical Aspects of Property Taxation. The
most significant elements of strength of prop-
erty taxation as well as its most serious short-
comings are attributable to practical considera-
tions. The continued use and apparent virility of
the property tax, particularly by local jurisdic-
tions, may be readily explained. The property
tax is a traditional institution and is so in-
extricably linked with the entire legal and
economic fabric of local government that its
abolition would necessitate revolutionary
changes. From a financial standpoint, as pre-
viously indicated, the property tax produces
the lion's share of local revenues. In fact, in
most local units of government, it is the only
significant source of locally imposed tax receipts.
Revenues have also exhibited a high degree of
stability which is a matter of major concern
to these units of government. While new tax
sources are being introduced by cities and
counties, they have in no case served as a
replacement for the property tax. Finally, the
property tax, with all of its deficiencies, is
generally accepted by the people as a necessary
evil. Like the proverbial wart on one's face,
its passing would probably be viewed with
great trepidation.

The operative deficiencies of the property
tax, associated chiefly with the assessment proc-
ess, are well known. In the first place, the
valuation of property for tax purposes involves
many difficult and complex problems. Never-
theless, the administration of the property tax
has traditionally been left to local units. This,
in turn, has often resulted in unnecessary dupli-
cation of administrative units, incompetent and
inadequate personnel and antiquated and in-
effective methods of property appraisal. Almost
every conceivable type of inequity is encount-
ered in the results of the typical assessment
process. The escape of certain types of property
from taxation and a marked over-assessment
of other forms is also characteristic. While
most states have been consistent in their efforts
to improve administration, the results generally
have fallen far short of an ideal solution. Further
attention will be directed to the administrative
weaknesses of the property tax in the following
discussion of the Colorado system.

History of Property Tax in Colorado

The original Constitution of the State of
Colorado (1876) provided for the establishment
of a uniform system of property taxation. In
general, it specified that all property should
be assessed at a just value unless its exemption
was authorized. The same constitutional pro-
vision included 5 specific exemptions: (1) per-
sonal property up to a value of $200 for the
head of a family; (2) ditches, canals and flumes
used by the owners for irrigation purposes; (3)
mines and mining property for a period of 10

years; (4) the property of governmental units;
and (5) property used solely for religious wor-
ship, for schools or for charitable purposes and
cemeteries not used or held for private profit.

The Constitution established the Office of
County Assessor and provided that the Board
of County Commissioners of each county should
act as a County Board of Equalization to
equalize valuations within the county. It also
created a State Board of Equalization consisting
of the Governor and 4 other elective state offi-
cials. Valuations were to be equalized on the
basis of full cash value.

The State General Assembly acting under
the above provisions initiated the first property
tax law.5 It provided that the county assessors
should be elected for a term of 2 years and they
were given the responsibility of assessing all
property, both real and personal, within their
jurisdictions. It was contemplated that the
County Board of Equalization would eliminate
inequalities in assessment within the county
and that the State Board would equalize assess-
ment as between the different counties.

Needless to say, the principles and procedures
set forth in the Constitution and statutes were
not fully implemented in practice. County
assessors generally lacked the capabilities
essential to an effective and systematic dis-
charge of their responsibilities. In addition, the
pressures from property owners to keep assess-
ments down soon led to a competitive race
by the assessors to reduce their county's share
of taxes paid to the state government. These
same pressures were exerted to prevent equali-
zation of assessments within the individual
counties.

Early Efforts to Equalize Property Assess-
ments. In 1876 the State Board of Equalization
detected certain serious inequalities in county
assessments and ordered changes in assessments
to correct these inequalities. The decision of
the Board was questioned in the courts and in
1877 the Supreme Court ruled that the Board did
not have power to raise the aggregate valu-
ation of property in the State.° Inasmuch as the
membership of the Board was ex-officio in char-
acter, further attempts to equalize assessments
were abandoned during the next two decades.

The depression of the early 1890's put a severe
strain upon the tax structure. Property valua-
tions were reduced and tax delinquencies in-
creased to a critical degree. Following several
years of relative prosperity, county assessors
were still reluctant to raise valuations. As a con-

'The following summary of the history of the Colorado property
tax through 1946 is adapted from a study by Earl C. Crockett.
Taxation in Colorado, Report No. 3, "The Colorado Property Tax,"
(University of Colorado, 1947).

People v. Lothrop, 3 Colo. 428 (1877).
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sequence, a critical shortage of revenues de-
veloped both on the State and local levels.
Finally, in 1899, the State Board of Equalization
again attempted to achieve partial equalization
of assessed values. On this occasion it changed
the assessment of certain classes of property
in the various counties. The decision was again
appealed to the courts and the State Supreme
Court ruled that this type of equalization was
also unconstitutional.7 Following this decision
the State Board of Equalization adopted the
following resolution:

Whereas, every effort of the State Board of
Equalization since its establishment has been
invalidated by the adjudication of the Su-
preme Court, therefore, be it resolved, that
in the judgment of this Board the power of
said Board to equalize and adjust can only
be made effective by constitutional amend-
ment or by legislative enactment specifically
designating its powers and directing the
method of the performance thereof.8

After this declaration the assessment situation,
so far as equalization was concerned, rapidly
deteriorated.

Legislative Reforms. Starting in 1900 several
attempts were made to bring about significant
reforms in the administration of the property
tax. Governor Thomas appointed a special
commission to investigate property tax prob-
lems and to recommend solutions. As a con-
sequence of the Commission's report in the year
1900, the State Legislature adopted a new rev-
enue law in the following year, 1901. This law
Provided for the appointment of a State Board
of Assessors to supervise and administer local
property assessments, and through the efforts
of this agency assessed valuations were in-
creased from $216,000,000 in 1900 to $460,000,000
in 1901. Railroad corporation assessments alone
were increased by $89,000,000. These companies
refused to pay the higher taxes and challenged
the law in the courts. The Supreme Court de-
cision held that the State Board of Assessors
did not have the power to raise assessments
because county assessors under the Constitution
did not have authority outside their respective
counties.'
A further general revision of the State

Property tax statutes was adopted by the
General Assembly in 1902. This law set forth a
detailed procedure for assessing property and
provided that all forms of property not specifi-
cally exempt under the Constitution were to be
assessed annually at full cash value. The new
law also provided for assessment of public util-

'People v. Ames, 27 Colo. 346 (1900).
State of Colorado, State Tax Commission, Annual Report, 1919,D. 9.

'Union Pacific Railroad Company v. Alexander, 113F 347 (1901).

ity properties by the State Board of Equalization
and required annual meetings of the county
assessors to discuss common problems involved
in the assessment of property at its full cash
value. In spite of these provisions it is interest-
ing to note that the county assessors in 1908
agreed to assess all property at one third of its
cash value.

The next significant attempt to improve
property tax administration was the creation of
the State Tax Commission in 1911 by the
General Assembly. The Commission was com-
posed of 3 members to be appointed by the
Governor for 6-year terms. The Commission
was granted broad powers to supervise assess-
ment and to enforce the State laws relating to
assessment. The powers of the State Board of
Equalization, other than that of equalizing
assessments, were transferred to the Tax Com-
mission, including the power to assess public
utility property.
In the first year of its operation, the Tax Com-

mission increased the total State property valu-
ations from $422,000,000 to $1,300,000,000. Need-
less to say, this action resulted in strong local
opposition and in 1915 Weld and Denver coun-
ties initiated a measure to abolish the Tax Com-
mission. The measure was defeated by a narrow
margin, but the Tax Commission thereafter
evidenced little enthusiasm for tax reform.

Equalization Efforts from 1912 to 1947. Several
significant attempts to achieve greater equaliza-
tion of property values were made in the period
from 1912 to 1947. A proposal to abolish the
State Board of Equalization and to place the
authority for equalization in the Tax Commis-
ever, two years later, a constitutional amend-
ment was adopted giving the State Board of
Equalization the responsibility of adjusting,
equalizing, raising or lowering the valuation of
real and personal property throughout the State
and the valuation of the various classes of pro-
perty. Once again the amendment required the
assessment of property at its full cash value.
While this amendment was intended to give the
Board of Equalization unlimited powers to
equalize assessments, it denied the power to
make original assessments. Consequently, thecourts have ruled that the Board could not ex-amine the valuation of an individual taxpayer'sproperty.'°
In the administration of the above powers,

the State Board of Equalization has madechanges in the assessed valuations certified by
the county assessors in all except 11 years of
the 33-year period from 1914 to 1947. Decreases
in assessed valuations were ordered in each
year from 1915 to 1923, from 1924 through 1928,

"Boulder County v. Union Pacific R.R. Co., 89 Colo. 110 (1931) ;also McGinnis V. Denver Land Co., 90 Colo. 72 (1931).
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from 1930 through 1933, and in 1940. Increases
were ordered in only six years, namely, 1923,
1934 and 1936 through 1939. Thus, the principal
effect of the Board's action was to reduce assess-
ed valuations, although property values in-
creased significantly during the period noted.
Two special studies of the Colorado property
tax system, A Survey of Colorado State Tax
System by Jens P. Jensen in 1930, and The
Colorado Property Tax by Earl C. Crockett in
1947, have recommended the abolition of the
State Board of Equalization. However, no action
has been taken on these recommendations.

Exemption of Intangibles and the Specific
Ownership Tax. Two special classes of prop-
erty were excluded from the general property
tax base in 1936. All forms of intangible per-
sonal property were exempt from the general
property tax and the income from such prop-
erty was subjected to a special surtax under
the State Income Tax Law. This change was
occasioned by the difficulties encountered in
getting intangible property on the tax rolls and
the obvious inequities resulting from partial
assessment. Similar problems led to the exclu-
sion of motor vehicles form the general tax
base and the adoption of the Specific Ownership
Tax on automotive vehicles. This tax required
payment of a property tax on such vehicles as
a condition of registration and has proved to
be highly satisfactory.

State Reappraisal Program of 1947. By the
late 1940's it became increasingly apparent that
the level of assessment of all property was de-
clining in relation to full cash value. Professor
Crockett's study in 1947 reported an estimated
increase of 50 percent in the actual value of
property during the period from 1913 to 1941."
Nevertheless, the assessed valuation of property
in the latter year was $179,000,000 lower than in
1913. Also, considering the marked inflation of
property values during World War II, the 1946
valuation was still $47,000,000 lower than that in
1913. The State General Assembly, recognizing
the critical financial problem, appropriated
$100,000 to defray the cost of a state-wide prop-
erty reappraisal program.12 The legislation di-
rected the State Tax Commission to undertake
the reappraisal of all taxable property during
the 1947-1949 biennium.

A Department of Reappraisal was created by
the Tax Commission headed by a Director of
Reappraisal. The State Tax Commission de-
termined that the reappraisal should be made on
the basis of 1941 costs of construction. This ac-
tion was defended on the ground that the rise
in property values during the war years was ab-

nCrockett, op. cit.

"See Report of Colorado Legislative Council, Colorado Property
Assessment Methods, 1958, pp. 5-9, for later history after 1946.

normal and temporary in character. The 1941
levels of value, therefore, were declared to rep-
resent "true cash value."

The general procedures involved in the re-
appraisal plan included the development of uni-
form assessment bases for all types of property;
and the use of county assessors' staffs, subject
to the assistance and supervision of state ap-
praisal officers, to carry out the actual reap-
praisal of property in their jurisdictions. An
Assessor's Real Estate Appraisal Manual, cover-
ing the approved bases of assessment, was pub-
lished and distributed to the county assessors.
In general, the Manual provided for: (1) the
appraisal of buildings on the basis of their cost
of reproduction using the 1941 level of construc-
tion cost and adjusting these costs for losses of
value resulting from depreciation, obsolescence
and other economic factors; (2) the valuation of
agricultural lands according to their production
capabilities; and (3) the appraisal of urban land
on the basis of 1941 market value and other
pertinent factors.

While the county assessors' offices hired addi-
tional personnel and generally undertook to
cooperate in the reappraisal program, progress
was very slow in some jurisdictions. The Gen-
eral Assembly appropriated an additional $113,-
000 for the program in the 1949-1951 biennium,
but 5 years following the initiation of the pro-
gram the work was not complete in any of the
counties. Consequently, the Legislature directed
the Tax Commission to make the reappraisal
valuations effective for 1952. Many of the coun-
ties were not able to complete the work and a
more or less arbitrary expedient was adopted.
This measure required that the valuation of all
property, which had not been reappraised, be
increased by a percentage corresponding to the
average increase in value on properties which
had been reappraised.

As a result of the new appraisals, property
valuations in the State increased from $1,733,-
000,000 in 1951 to $2,470,000,000 in 1952. While
nearly all properties were increased in value,
the extent of increase varied widely as between
individual properties and various classes of
property. There were, naturally, many protests
by property owners and considering the meth-
ods employed to complete the reappraisal, it is
not surprising that some of the protests were
found to be valid. Consequently, the General
Assembly in 1953 appointed a joint committee
to investigate the situation. This committee rec-
ommended that special provision be made for
review of the 1952 assessments, and a law was
enacted permitting taxpayers to petition for re-
view of their 1952 assessments without prejudice
until May 1, 1953. The county assessors received
numerous requests for review and many adjust-
ments were made.



As the State Reappraisal Program was con-
cerned primarily with the real property assessed
by the county assessors, many property owners
contended that their valuations were unfair in
relation to the valuations of public utility prop-
erty assessed by the State. This point of view
appeared to have merit as the valuation of real
estate under the reappraisal program had in-
creased by over 58 percent from 1951 to 1952,
while the assessed value of public utility prop-
erty was increased by only 19 percent. The Tax
Commission had not significantly changed its
assessment of public utility property except for
a general decision that assessment at 50 percent
of value would achieve substantial equalization
with local assessments. The State Legislature in
response to these criticisms authorized a series
of special investigations. Two independent stud-
ies by private experts were undertaken in 1953
on a limited basis. The results of these studies
indicated that the Tax Commission's valuations
were equal to or somewhat above the average
for other forms of property.

Developments in Property Tax Policy Since
1953. While it was generally recognized that
the state-wide reappraisal program had
achieved substantial progress in the equaliza-
tion of assessed values, later developments indi-
cated that significant disparities still existed. In
1954 the Tax Commission recommended a sub-
stantial increase in the valuation of agricultural
lands in one county and this action was ap-
proved by the State Board of Equalization.
Similarly, in 1956, the Tax Commission recom-
mended increases in the assessed valuation of
farm improvements in 7 counties. These in-
creases, however, were not approved by the
State Board of Equalization. Finally, in 1958,
the Tax Commission recommended an increase
of $10,000,000 in the valuations of one county
and the Equalization Board approved the recom-
mendation. The county involved appealed this
decision to the courts and the Supreme Court
Upheld the action of the Board.

The assessment of non-income producing per-
sonal property, including household furnishings
and personal effects, has long been a serious
problem in Colorado as well as other states.
While most county assessors tended to rely
largely on individual listing for this form of
Property, the assessors in several counties had
attempted to carry out the annual assessment
required by law. The results of the existing
practices were obviously inequitable, and in
1956 the people adopted a constitutional amend-
ment authorizing the Legislature to exempt
such forms of property. In the following year
the General Assembly made this exemption ef-
fective.

Recognizing the unsatisfactory status of prop-
erty equalization as well as the deficiencies in
various aspects of assessment procedure, the
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State Legislature in 1957 authorized two special
studies of property taxation. The first was a
Sales Ratio Study to be undertaken by the State
Legislative Research Council, and the second
involved a thorough investigation of Assessment
Methods by the same agency. Part I of the Sales
Ratio Study and the report on Colorado Prop-
erty Assessment Methods were completed in
December, 1958, and Part II of the former study
early in 1959. Certain of the findings involved in
these reports are considered in the following
sections of the chapter.

Structure of the Property Tax in Colorado

Legal Basis of Property Tax. The legal struc-
ture of the property tax in Colorado is set forth
in the State Constitution, statutes and regula-
tions of the State Tax Commission. These pro-
visions in turn have been interpeted and modi-
fied by numerous court decisions. Some of the
decisions of the Tax Commission are in fact
extra-legal in character, and the actual practice
of tax assessors often bears little or no relation
to the basic law or the rules prescribed by the
Tax Commission. The status of the law as well
as practice under it, therefore, is highly complex
and often confused.

Article X of the State Constitution provides
the general basis of property taxation as follows:

All taxes shall be uniform upon each of the
various classes of real and personal property
located within the territorial limits of the
authority levying the tax, and shall be levied,
assessed, and collected under general laws,
which shall prescribe such methods and regu-
lations as shall secure just and equalized val-
uations for assessments of taxes upon all
property, real and personal, located within
the territorial limits of the authority levying
the tax; provided, however, that the general
assembly may, by law, exempt from taxation
household furnishings and personal effects
which are not used for the production of in-
come at any time.

The provisions concerning exemption of cer-
tain types, uses or users of property, the specific
ownership tax on automotive vehicles, the es-
tablishment of county and state boards of equal-
ization, the right of the General Assembly to
take steps for the equalization of property
values, the maximum limit on the mill levy for
state purposes, the special classification or ex-
emption of personal property, and the prohibi-
tion against relinquishing the right to tax the
property of corporations are also set forth in the
Constitution. Other important features of the
property tax law are contained in Chapter 137,
Articles 1 through 11 of the Colorado Revised
Statutes.

It should be emphasized that the Constitu-
tional provisions generally permit broad discre-
tionary power to the Legislature insofar as
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classifying property and assessment methods
and procedures are concerned. Exemptions, on
the other hand, are strictly defined, and can only
be extended or curtailed through the amend-
ment process. The latter feature is probably ad-
vantageous as it makes it more difficult for pres-
sure groups to obtain preferential treatment.

Definition of Tax Base. The property tax in
Colorado applies to all classes of real and per-
sonal property including property rights un-
less specifically exempt. Tax liability attaches
to the property, though the tax assessed is to be
paid by the owner or owners. Thus, action to
collect overdue or delinquent taxes is taken
against the property rather than the owners.
The State Constitution as well as the statutes

require that the tax shall be applied to the "full
cash value" of the property. This requirement,
however, has been honored more in the breach
thereof than by observance. County assessors
and the State Tax Commision have not been
appreciably influenced by it.

Exemptions. Exemptions have significantly
narrowed the general tax base in Colorado as
well as other states. The specific exclusions
authorized may logically be grouped in three
categories as follows: (1) those relating to the
ownership of the property; (2) those involving
the nature of the property; and (3) those related
to particular uses of property.
Property owned by the federal government,

the State and its local subdivisions is exempt.
In the case of the national government the
exemption is implicit in the doctrine of inter-
governmental immunity,13 and for other units
it is specifically authorized in the State Con-
stitution. Other exempted owners include:
banks (personal property only) and county
fair associations. In the latter instance the law
calls for abatement or refund of taxes imposed,
and in practice this is equivalent to exemption.
The state and local governmental unit exemp-
tion is common to all of the states with certain
minor exceptions.
Three important types of personal property

are exempt by constitutional provision: (1) in-
tangible personal property; (2) household furn-
ishings and personal effects which are not at
any time used for the production of an income;
and (3) motor vehicles, trailers and semi-trailers
other than those in process of manufacture and
held in storage or in stock by manufacturers,
distributors and dealers. The exemption of in-
tangibles was adopted at the time the State In-
come Tax Law was passed, and a special in lieu
surtax on the income from intangibles was in-
corporated in the income tax. This exemption

"While federal land or other property leased to private indivi-
duals or businesses for profit-making activities is not taxed in
Colorado, it is doubtful whether immunity attaches to such prop-
erty.

simply recognized a situation which existed in
fact, that such property was not being assessed.
Over one-fourth of the states follow a similar
policy of exempting all or most forms of in-
tangibles, and a large number also exempt par-
ticular types of intangibles.

The personal property exemption was author-
ized by constitutional amendment in 1956, and
was initiated the following year by action of the
State Legislature. It is limited to household
furnishings other than fixtures (items attached
to the building) and ordinary personal posses-
sions such as clothing, jewelry, books, etc.,
which are non-income producing. Incomplete
and inequitable assessment as well as a recogni-
tion of the fact that such property normally in-
volves little or no taxpaying ability were factors
motivating this development. Prior to 1957 a
$200 exemption was extended to the head of
the household. The majority of the states have
the limited sum exemption, ranging from $100
to $500, but complete exemption is becoming
increasingly popular.

The exemption of motor vehicles simply sub-
stituted a special levy, the specific ownership
tax, for the general tax. The change was de-
signed to ensure effective assessment and collec-
tion of the tax on such vehicles by linking the
tax payment to the registration process. Results
have proved to be highly satisfactory, and the
practice is employed by a number of other states.
Property, both real and personal, used solely

and exclusively for religious worship, for
schools not held or conducted for profit, for
strictly charitable purposes, and also cemeteries
not used or held for profit, is exempt. This type
of exemption is universally employed, although
its scope in terms of non-religious uses varies.
Other minor special exclusions include: the

ditches, canals and flumes owned and used by
farmers to irrigate their own land; the resi-
dence and land on which it is situated, owned
by a church or synagogue and used as a dwell-
ing for a minister, priest or rabbi, up to an as-
sessed value of $6,000; and the increase in value
of lands resulting from the planting and grow-
ing of trees for a period of 30 years unless the
timber becomes mature and suitable for use
prior to that time.

While the principal exemptions under the
Colorado law result in a substantial reduction of
the property tax base, they are generally typical
of state practice and have strong support both
on theoretical and practical grounds. It should
be noted that there are several other special
group exemptions which are found in some
states such as veterans, owners of homesteads
and owners of farm machinery, that are not
permitted in Colorado. This fortunate circum-
stance may be attributable to the fact that a
constitutional amendment is required for such
favors.
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General Basis and Standards of Assessment.
While the constitutional and statutory basis of
assessment in Colorado is "full cash value" or
"true and full cash value," this has been in-
terpreted and modified by statutory provi-
sions and decisions of the State Tax Com-
mission. The law establishes market value as the
general guide to true value, but in the case of
property which does not have an ascertainable
market value other measures are specified.
These measures include the value of the use
and the capability of use, together with any
other just method of determination. In the in-
stance of corporations, the value of securities
(stocks and bonds) outstanding is to be con-
sidered, and if other methods are inanplicable
the cost of replacement or other just means may
be employed. The foregoing basis and standards
of assessments do not apply to metalic mineral
properties, and the law contains special pro-
visions relative to the assessment of several
other types of property including merchandise
inventories, public utilities and livestock. In
addition to these special treatment situations
the Tax Commission has made its own inter-
pretation of the full cash value requirement,
and has established specific rules for the assess-
ment of most forms of property under a broad
classification plan.
Under the revaluation program initiated in

1947, the Tax Commission in 1951 determined
that 1941 construction costs reflected full or true
cash values for buildings. This decision has not
been questioned in the courts, though the fallacy
of the assumption soon became apparent. It con-
stitutes the broad basis of present assessment
policy. At the same time (1951), the Tax Com-
mission also established a system of appraising
agricultural lands according to their productive
capability, and specified the basis of assessment
for other types of land. These rules were incor-
porated in the Assessor's Manual, and became
the official basis of assessment under the revalu-
ation program. They have been modified in cer-
tain details by later orders of the Commission.
In 1958, 88 classifications of real and personal
Property were established for assessment pur-
poses.

Specific Bases of Assessment; Major Types
of Property. The specific bases of assessment,
as prescribed by law or Tax Commission de-
cisions, for the major types of property and
those presenting distinctive problems will now
13e examined. Six broad categories are em-
ployed; namely, (1) agriculture land, (2) ex-
tractive or natural resource lands, (3) situs land,
(4) improvements, (5) personal property, and
(6) public utilities.

Agricu/tural Land. Agricultural land may be
generally defined as land which derives its value

primarily from its use in producing agricultural
products or the raising of livestock. There is no
specific statutory basis for assessing such land,
although the law states that such lands "
shall be valued as a unit with the improvements
and water rights located upon them."" The
policy as set forth by the Commission provides
for capitalizing the net income that was pro-
duced over a ten-year period on a typical farm
under average management. Average net in-
come values are to be calculated for each class
or type of land within a homogeneous area. The
ten-year period used is from 1933 to 1943. The
specific procedures for implementing this policy,
as laid down in the Assessor's Manual, are
highly complex. It should also be noted that the
income period specified includes the trough of
the depression years.

Extractive Land. The law distinguishes two
classes of mineral property for purposes of
assessment: producing mines and non-producing
mineral properties. Producing mines are defined
as those with gross production in excess of
$5,000, and the concept is further limited to
mines producing gold, silver, lead, copper or
other precious or valuable minerals. Thus, the
provision may generally be said to include
metallic mineral producing properties. How-
ever, iron, coal, asphaltum, quarries and land
valuable because it contains other metals, min-
erals or earth are specifically excluded. To avoid
confusion it is generally agreed in practice that
tungsten, zinc, molybdenum, vanadium, uran-
ium, tin and beryllium shall also be included
under the "producing mines" category.
The law requires that the producing mines

shall be assessed at either one-fourth of the
gross proceeds or, if the net proceeds are more
than one-fourth of the gross proceeds, at the
net proceeds. Machinery and surface improve-
ments are to be assessed separately at their
actual value.

Non-producing mines or mining claims or
possessory rights not classified as producing
mines are simply to be assessed at the value
thereof, which obviously provides no positive
guidance to the assessor. The law does specify,
however, that non-producing mines may not be
assessed at a greater sum per acre than is
assessed against the lowest valued producing
mine in the same locality.

Coal lands, whether producing or non-pro-
ducing, are excluded from the special assess-
ment category. They have been classified by
administrative decision of the Tax Commission,
and are assessed on a flat sum per acre basis.
The Tax Commission has prescribed a special

14Colorado Revised Statutes, 1953. Chapter 137-12-9.
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basis of assessment for producing oil and gas
wells; namely, 871/2 percent of the value of the
product at the well-head. The average price per
barrel is used on oil and posted field prices for
gas.
Separable or severed private mineral rights

on non-producing mineral lands are supposed
to be assessed at $1.00 per acre. While there is
a relatively small amount of privately owned
commercial timber land, by practice it is usually
assessed on an acreage basis, the value of the
timber being added to that of the land.

Situs Land. Situs land in general is land that
derives its value from its actual or potential use
as a location for buildings and other improve-
ments and which is neither agricultural or ex-
tractive in nature. The statutes do not provide
for a specific basis of assessment, but the Tax
Commission has decreed that it be assessed at
40 percent of average market value.

In arriving at the average market value atten-
tion may be given to rental value, sales of com-
parable property, income produced and any
other factors that may influence value. If there
are improvements on the land, the value of the
property is calculated as a unit and the replace-
ment cost of the buildings is deducted to de-
termine the value of the land.

The procedures recommended by the Com-
mission in the valuation of situs land are those
generally accepted and applied by expert ap-
praisers.

Improvements on Land. Improvements upon
land are generally defined as all structures or
items of property which are permanently affixed
to the land. By statutory definition they also
include water rights. There are no statutory
provisions relating to the specific basis for as-
sessment of improvements. However, the law
requires that they shall be listed and valued
separately from the land, except in the case of
property used for agricultural purposes. In the
latter instance, the law specifies that the valua-
tion shall apply to the entire unit.

As previously indicated, the Tax Commission,
in connection with the revaluation program of
1947-1951, prescribed that improvements should
be assessed on the basis of 1941 construction
costs with appropriate deduction for deprecia-
tion and other specific factors affecting the value
of the particular property. Additions to the
original building are assessed on the same basis.
It may be noted that normal depreciation de-
ductions were limited to 60 percent, and that no
building should be reduced in value more than
80 percent if it was fully utilized, and 90 percent
so long as the building remained standing. While
the law specifies that farm land and improve-
ments be valued as a unit, the policy is to obtain
unit value by appraising the component ele-
ments. Tax Commission policy includes the gen-
eral concept that the combined assessed value

of farm lands and improvements should not ex-
ceed the fair pre-inflationary sale value of the
property.

Personal Property. The types of personal
property subject to the property tax in Colorado
may logically be classified as (1) livestock, (2)
merchandise and manufacturers, and (3) all
other personal property. The assessment of per-
sonal property is generally governed by rules
laid down by the Tax Commission. However, the
law does provide for annual assessment of such
property and states that livestock and agricul-
tural or livestock products held in a raw or
unprocessed state by the farmer shall not be
included within the terms "merchandise" or
"manufacturers." The basis for assessing live-
stock is determined by the Tax Commission and
the Colorado Assessors Association, and annual
circulars are issued which set forth the recom-
mendations for most classes of personal prop-
erty including livestock. The recommendations
specify the minimum average assessed values
per head in the case of livestock.

The general rules pertaining to the assessment
of merchandise and manufacturers are laid
down in the statutes. They provide that the as-
sessor shall ascertain the average amount in-
vested in such property during the tax year.
Owners of merchandise or manufacturers are
required to list the sums invested in the prop-
erty during each calendar month of the year.
The actual standard of assessment as recom-
mended by the Commission is 50 percent of the
average inventory. As a matter of policy, the
so-called average inventory is supposed to in-
clude a minimum of two inventories, the open-
ing and closing.

Three methods of assessing other types of
personal property including furniture, fixtures,
machinery and equipment, are approved by the
Tax Commission and are in actual use by as-
sessors. These bases are as follows: (1) con-
version of original cost to the 1941 level of con-
struction cost and allowance of annual deprecia-
tion, (2) 40 percent of original cost, and (3) 80
percent of book value. The first basis is not
widely used because of difficulties involved in its
application.

Public Utilities. The rules concerning the
assessment of public utilities' properties are set
forth in some detail in the statutes. While these
provisions specifically designate certain types
of utilities, others have been added to the list
by judicial and administrative determination.
Generally speaking, the following types of serv-
ices are considered to be public utilities: rail-
roads, airlines, telephone and telegraph, electric
power, natural gas, gas pipe line and other pipe
lines, domestic water, irrigation, and car lines.
The responsibility for assessing such property is
vested in the Tax Commission. While the law
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requires that the Commission shall fix a value
for the entire operating property of each com-
pany, it does not specifically indicate in detail
how such value is to be determined. The Com-
mission, however, is required to consider the
value of capital stock and bonds and any other
appropriate evidence of value. Property of a
public utility company, which is not used in the
operation of its main business, is specifically
excluded and is to be assessed by the county as-
sessor of the county in which it is situated.
The statutes further provide for the allocation

of a portion of the total value of interstate com-
panies to Colorado on the basis of the proportion
of track mileage in Colorado to the total track
mileage in the system for railroads, and the pro-
portion of line mileage in Colorado as compared
to total line mileage in the system for telephone
and telegraph companies. The allocation of the
values of such property to local taxing jurisdic-
tions within the State is based upon main track
mileage for railroads and wire mileage for tele-
phone and telegraph companies.
In determining the value of utility properties

the Tax Commission considers three factors:
(1) planned account or historical cost, (2) aver-
age market value of stocks and bonds for the
preceding 12-month period, and (3) capitaliza-
tion of net operating revenues during a 5-year
period. The emphasis upon these factors varies
with the type of utility and sometimes as be-
tween individual companies. The utility prop-
erty is then assessed at 40 percent of the value
allocated to Colorado.

Assessment Organization. The original as-
sessment of property in Colorado, as in most
other states, is vested in the office of the County
Assessor. Public utility property which is as-
sessed by the State Tax Commission is the one
exception to this rule. There are presently 63
county assessors-62 of them are elected and the
assessor in the City and County of Denver is
appointed under a Home Rule Charter provision.
The elective assessors serve for a 4-year term. It
Should be noted that the term of office was ex-
tended from 2 to 4 years and the salaries of as-
sessors were substantially increased in 1954.
Various qualifications and disqualifications

Pertaining to the office of the county assessor are
set forth in the State statutes, but they are not
concerned with the technical capabilities of the
Fandidates. The Colorado State Tax Commission
is also charged with certain broad responsibili-
ties concerning the assessment of property. This
Commission consists of three members, who are
appointed by the Governor under Civil Service
resulations, and who hold office subject only to
Civil Service laws and regulations. In general,
the Commission is required to adopt reasonable
rules and regulations concerning the method
and manner of valuing real or personal prop-
erty for tax purposes.

The Commission has the specific duty and
power: (1) to supervise the administration and
enforcement of all laws relating to the assess-
ment and levying of property taxes; (2) to
supervise county assessors, Boards of County
Commissioners, County Boards of Equalization
and the other officers concerned with the assess-
ment and levying of property taxes with the
object of insuring that the assessments are made
on a just and uniform basis and at the true and
full cash value of the property; (3) to re-ap-
praise property in any county or municipality
when in the judgement of the Commission such
property has not been assessed at its true and
full cash value; (4) to require county assessors
to place upon the assessment roll any property
which, for some reason, has escaped assessment
and taxation; (5) to provide forms of returns
to be made by assessors to its office and to form-
ulate and transmit to assessors such instructions
as may be deemed necessary or desirable to
carry out are provisions of state law; (6) to
prescribe uniform procedures relative to the
keeping of assessment and tax records; (7) to
investigate the activities and methods used by
county assessors, county commissioners, county
boards of equalization and county treasurers
pertaining to the assessment and equalization of
property taxes; and (8) to call annual meetings
of county assessors and such other meetings as
it may deem appropriate.

Thus, the State Tax Commission appears to
have adequate authority to supervise and con-
trol virtually all phases of county assessment
practice as well as the levying of property taxes
and the equalization of assessed values of real
and personal property.

Collection of the Property Tax. Property
taxes in Colorado are collected by the elective
County Treasurer. Assessment rolls are certified
to this official by the county assessor, and tax
bills are transmitted to the owner on the basis
of this record. The treasurer also has the respon-
sibility of assessing any property that has been
omitted from the tax rolls.
Property taxes for a particular year are due

on January 1 of the following year. However,
the taxpayer is given an option of paying the tax
in two installments on the last day of February
and the last day of July, respectively, or one
lump sum on April 30 without penalty. In prac-
tice, therefore, taxes become delinquent and
subject to penalties after the dates specified.
Several legal procedures are available to the
treasurer for collecting delinquent taxes includ-
ing: the tax sale of tax delinquent real estate;
direct action against personal property involv-
ing a distraint order and sale; and suit against
the owner to obtain a court judgement. The
former methods are most frequently employed.
In the case of a sale of real estate, the owner
has the right of redemption within a 3-year
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period. Taxes delinquent for a period of six
years may be cancelled by action of the county
commissioners.

Specific penalties in the case of delinquent
taxes include interest at the rate of 1/2 of 1 per-
cent per month plus an additional penalty after
August of 2/3 of 1 percent per month on the taxes
due. With the exception of the general depres-
sion period of the 1930's, no serious problems
have been encountered in keeping tax delin-
quencies within reasonable bounds.

Equalization and Review Machinery. The
Constitution makes provision for county boards
of equalization and the State Board of Equaliza-
tion. The county boards are composed of the
county commissioners, and their functions are
to hear and act upon complaints of individual
taxpayers concerning assessments, to order the
assessor to supply omissions in assessments and
to equalize assessments among the taxpayers
within the county. The Constitution requires
equalization on the basis of full cash value. The
boards meet on the third Monday in July and
hearings may extend through July 28.

The State Board of Equalization consists of
the Governor, State Auditor, State Treasurer,
Secretary of State and Attorney General. It is
the duty of the Board to adjust, equalize, raise
or lower the valuation of real or personal prop-
erty and the valuation of any item or items of
the various classes of such property. Equaliza-
tion is to be in terms of full cash value, and the
Board has full authority to order any county
assessor to change or equalize assessments and
correct omissions in assessment. It does not have
the power, however, to make original assess-
ments. If the Governor is satisfied that an as-
sessor has willfully failed or refused to comply
with the law, he may remove such an assessor
by executive order.

It should be noted that it is also the function
of the Tax Commission to examine the abstract
of assessment for each county, and the Commis-
sion may order such percentage increases or de-
creases in the over-all assessment as to equalize
valuations at full cash value.

The Property Tax Calendar. The property
tax calendar is a prolonged one extending over
the period from February 1 of a given year to
August 1 of the following year. Under 1957
amendments the date for initiation of assess-
ment was changed from March 1 to February 1.
It should be noted that assessors had requested
the January 1 beginning date for assessment as
this would permit the use of the end-of-the-year
statements for inventories and other taxes. The
process of assessment may continue throughout
the first half of the year but is normally com-
pleted by May 1. The assessor is required to
notify each taxpayer whose assessment has been
changed of this change before July 1.

The County Board of Commissioners, acting
as a Board of Equalization, is required by law to
hold hearings between the third Monday in July
and the twenty-eighth of July. Immediately
thereafter, by August 1, the assessor must file a
summary abstract of property assessments in
the county, including any changes made by the
Board of Equalization, with the State Tax Com-
mission. In actual practice, these abstracts are
usually filed between August 1 and August 20.
The State Tax Commission meets to examine

assessment abstracts not later than the second
Monday in September. If any changes are
thought to be desirable the Commission sub-
mits its recommendations to the State Board of
Equalization.
The State Board of Equalization meets on the

third Monday in September and must complete
its work within a week. It examines the assess-
ment rolls submitted by the State Tax Commis-
sion, and if changes are made to equalize assess-
ments among the counties, it must notify the
assessors of such changes and provide an oppor-
tunity for a hearing on the changes. The assessor
may appeal the decision of the State Board to
the District Court of the county of which he is
the assessor, and such appeal must be heard
summarily.
The State Board of Equalization also deter-

mines the rate of the state tax to be collected by
the county and this is certified to the County
Clerk by the State Auditor along with any
changes made i4 the original assessment.
Not later than October 1 the assessor must

declare to the clerk of each town and to the
County Superintendent of Schools the total val-
uation of assessable property within their juris-
dictions. The local officials of each town, school
and other taxing district, in turn, must certify
their respective mill levies for the coming year
to the Board of County Commissioners. The
latter then certify the combined levies to the
county assessor who extends the rates against
the valuations and computes and transmits the
individual tax as assessed to the county treas-
urer for collection.

Technically, the property taxes assessed are
for the preceding year and are due and payable
on January 1. However, the taxpayer is per-
mitted an option of paying one-half of the tax
before March 1 and the remainder before Au-
gust 1, or, payment of the tax in one payment
before the last day of April.
Thus, the property tax calendar extends over

a period of eleven months in the levying and as-
sessment of the tax and eighteen months before
the tax due is collectible in full. Various pro-
posals have been made for reducing the time
lag both as respects the levying and assessment
of the tax and its collection. However, the me-
chanics of the administrative process are such
that a significant reduction in the time allowed
does not appear to be feasable apart from a basic
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change in administrative procedures. Inade-
quate staff in many of the county assessors' of-
fices as well as the cumbersome nature of the
equalization procedure are probably the major
obstacles to such reform. The changes in the
nature of the assessment process suggested in a
later section of the chapter would require an
overhauling of the assessment and equalization
aspects of the tax calendar.

Rates of the Property Tax. The rates of the
property tax in Colorado exhibited a gradual
rise during the two decades following 1930, de-
clined significantly following the revaluation in
1947-1951, and have increased sharply since 1954.
As indicated in Table 7.5 the average aggregate
mill levy for all units was approximately 31
mills in 1930; rose to 37.48 mills in 1940; reached
a peak of nearly 52 mills in 1951; fell to about
39.5 mills in 1952; and was back to the 52 mill
level in 1957.
All governmental units have shared in the

increased property taxes levied. However, rate
increases in recent years have been most marked
in the case of the school districts. Comparing
1953 and 1957 average millage rates, these units
showed a 26.5 percent rise, cities and towns 12.7
Percent, and the counties 11.8 percent.15 The
fact that the schools have been primarily re-
sponsible for current increases is, of course, a
reflection of the great expansion in educational
requirements and the sole dependence of these
units upon this tax source. Many municipalities

"See Chapter XX, Table 20.5.

Year
1930
1931
1932
1933
1934
1935
1936
1937
1938
1039
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1956
1957

1957 (in percent)

have deliberately avoided increases in their
property tax rates in recognition of this prob-
lem, while others have closely approached or
attained their maximum mill rate under the
State law. The State millage rate of 3.56 mills in
1957, though recently increased for institutional
building requirements, is obviously of minor im-
portance in the over-all rate picture. A break-
down of the 1957 levy by purpose is shown in
Table 7.6.

It should be noted that there are extreme vari-
ations in millage rates on property from one
jurisdiction to another. As indicated in Appen-
dix Table 20A, the combined rates for school,
county and municipal purposes in the 78 Colo-
rado cities with populations of 1,000 or over
ranged from 39.80 mills in Fort Morgan to 99.05
mills in Victor. Levies for municipal purposes
varied from 7 mills in Fort Morgan to 30 mills
in Erie; total school levies from 19.50 mills in
Telluride to 42.80 mills in Littleton; and levies
for county purposes from 4.62 mills in Aguilar
to 25.05 mills in Victor.

Property Tax Receipts. Property tax receipts
(taxes levied) in Colorado as shown in Table 7.5
amounted to over $49 million in 1930, but de-
clined sharply during the trough of the Great
Depression and did not regain and surpass this
level until 1946. The relatively low yields dur-
ing the World War II period are surprising in
view of the marked inflation in property values
and higher millage rates. They were, of course,
attributable to the extremely low level of
assessment which characterized state practice

Table 7.5

Average Mill Levy and Property Taxes Levied
in Colorado, 1930-1957

Average levy. County Special
(mills) State County Municipal public school school Total
31.01 $18,267,450 

ITIII:780?
$ 9,353,494
8,753,895 

$ 5,786,907
31.19 

$5,710,519 $10,088,346
5,557,516 16,768,6405,050,622 8,733,128

7,897,828 14,926,305 39,997,93131.23 4,482,057 7,411,658 5,280,083
36,793,0697,236,566 13,779,60533.46 3,745,196 7,229,104 4,802,598

33.49 3,749,125 7,459,086 7,238,172
7,753,184 

4,730,441 13,636,177 36,813,001
33.96 3,268,849 7,685,489

7,948,636 
4,792,005 13,462,059 36,961,586

34.50 3,316,553 8,179,228 4,830,877 13,863,511 38,138,805
36.67 5,002,024 8,636,312 8,066,232 4

7,490,693 
,871,440 14,181,968 40,757,976

36.66 4,970,548 8,872,102
10,274,713 

4,236,093 14,830,933 40,400,369
37.71 4,906,543

4,842,379 
7,454,306 4,099,720 15,285,619 42,020,901

37.48 7,108,136 10,336,038 3,875,593 15,546,956 41,709,102
37.18 4,788,820 7,357,844 10,081,451

10,215,071 
3,959,849 15,701,188 41,889,152

35.96 4,657,352 7,003,992 3,763,523 16,139,973 41,779,911
42,671.46610,832,754 16,793,52035.74 4,595,903 6,933,872 3,515,417

36.11 4,412,171 6,932,737 11,780,511 3,363,125 17,280,785 43,769,329
3,520,575 47,215,50010,121,871 19,139,66338.72 4,267,319 10,164,072

41.51 4,310,125 11,589,498 10,593,681 3,627,850 22,200,351 52,321,505
3,928,81946.37 26,623,632 62,224,66111,872,574
4,199,780

6,079,752 13,719,884
12,823,369 31,309,232 69,881,35947.65 5,866,189 15,682,789

49.06 6,145,150 18,627,911 13,979,322 4,312,045 35,043,391 78,107,819
49.41 6,414,031 18,653,416 14,164,075 4,477,683 37,548,951 81,258,156

4,632,748 90,036,97515,572,362 43,382,56251.94 6,687,786 19,761,517
39.49 6,695,347 20,365,202 15,970,013 6,465,977 48,065,340 97,561,879
42.11 6,957,317 24,016,783 16,582,069 6,700,349 53,843,988 108,100,506
44.33 7,286,804 26,767,835 17,133,902 7,015,824 61,427,904 119,632,269

8,534,554 66,216,721 133,624,19320,039,699
9,172,653 151,444,344

46.55 10,420,781 28,412,438
22,256,991 76,268,186

163,175,645

49.34 10,956,732 32,789,782
23,315,493 70,647,06051.79 11,216,974 22,993,777

14.29 100.00-- 6.87 14.09 43.30

35,0022,134X

• Derived by dividing total state assessed valuation into total levy shown in last column.
b Special improvement districts included in county in the amount of $4,372,750.

Source: State of Colorado, Tax Commission, 46th Annual Report, 1957, p. 126.
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during this period. Since 1946 property tax
yields have grown significantly on an annual
basis. Totaling over $52 million in 1946, they
were up to $81 million in 1950; and were slightly
more than double the latter figure in 1957 or
$163 million.
The preponderant position of the public

schools in the utilization of this source is evi-
denced by the fact that school district and county
school levies accounted for nearly 58 percent of
the total in 1957. The counties share (other pur-
poses) was 21 percent;16 the cities-14 percent;
and the State's, less than 7 percent. Needless
to say, the relative share of all governmental
units, other than school districts, in property
tax revenues has been declining in the last few
years, and this trend may be expected to con-
tinue at least until the peak load upon public
school facilities occasioned by rising birth rates
has been reached.

Table 7.6

State Maintenance, Building Levies and

Revenue in Colorado for 1957, as Adopted

by The State Board of Equalization

Expires
Maintenance Funds December 1957 Levy 1957 Revenue

University of Colorado (Boulder) - 0.35168 $ 1,107,338.25
University of Colorado (Medical
and Training School) 0.06764 212,978.73

Colorado State University (A&M) -- 0.17616 554,676.71
Colorado State University

Station) 0.04851 152,743.91(Experiment
Fort School 0.03328 104,789.06Lewis
School Mines 0.10768 339,053.07of
School of Mines

0.01093 34,415.40(Experiment Station)
0.17616 554,676.71Colorado State College (Greeley) -

Western State College 0.06795 213,954.83
Adams State College -- 0.03381 106,457.88

0.02254 76,971.92Stock Inspection
0.02030 63,918.81State Fair Commission

State Military 0.04734 149,059.92
0.13528 425,957.46Police Pensions

Total Maintenance funds 1.29926 4,090,992.66

Building Levies
Adams State College 1965 0.06380 200,887.68
State Fair Commission 1965 0.01068 33,628.22
Colorado State Hospital 1961 0.58156 1,831,163.64
Department of Public Buildings
(Division of Planning) 1965 0.10622 334,455.95

Fort Lewis School 1965 0.05164 162,599.37
Colorado State University (A&M) 1965 0.27556 867,658.46
Colorado State University
(Experiment Station) 1965 0.03097 97,515.54

Colorado State College 1965 0.13671 430,460.11
State Penitentiary 1961 0.12160 382,883.11
University of Colorado 1965 0.41481 1,306,116.29
University of Colorado
(Department of Medicine) 1965 0.19327 608,551.13

Western State College 1965 0.08792 276,834.56
School of Mines 1965 0.09129 287,445.71
Small Projects Building Fund 1963 0.09471 298,214.30

Total Building funds -- 2,26074 7,118,414.07

Grand Total 3.56000 11,209,406.73

Source: State of Colorado, Tax Commission, 46th Annual Report.
1957, p. 117

Property Tax Burdens and Their Distribution
by Major Classes of Property. It is evident that
the true burden of the property tax is not re-
flected by millage rates or by the amount of tax
receipts. Whereas millage rates increased dur-

.,Special district taxes are included in the county total.

ing the 1930's and the early 1940's receipts were
substantially below the 1930 level, and while the
aggregate rate fell from 52 mills in 1951 to 39.5
mills in 1952, revenues increased from $90 mil-
lion to $97 million. The key to the property
tax burden situation in Colorado, as in many
other states, is assessed valuations, and, more
particularly, the relationship between assessed
values and the actual market or cost values of
property at any particular time. Thus, any
judgment concerning property tax burdens and
the future potentialities of this revenue source
is dependent upon an examination of the trend
of assessed valuations and their relationship to
current or market values. The former data are
readily available on a long-term basis, but the
latter information, unfortunately, can only be
obtained by intensive research and that avail-
able is limited to certain periods and in other
respects.

Trends in Assessed Valuations. The general
trend in assessed valuations in Colorado from
1870 through 1957 is shown in Table 7.7. In view
of the progress of the State's economy through-
out this period, the level of assessed valuation
reveals some strange results. Throughout the
early history of the State assessed valuations
manifested a gradual increase from 1870 to 1894.
They declined during the remainder of the
decade, and this development led to a reap-
praisal of property which was reflected in the
1901 valuations. The reappraisal resulted in an
increase of assessments from $217 million in
1900 to $466 million in 1901 or a rise of 115
percent.

Total Assessed Values in Colorado, 1870-1957

After the reappraisal, however, valuations
again declined and were maintained at a lower
level until a second reappraisal in 1912. This
revaluation produced even more extreme results
with the 1913 valuations amounting to $1,307
million, a rise of 209 percent as compared to the
previous year. Assessed valuations showed only
a minor increase during the next 18 years, total-
ing $1,586 million in 1930. They decreased by
about % during the depression period and did
not regain the 1930 level until 1949.
The most recent state-wide reappraisal of

property, initiated in 1947 and completed in
1951, brought about a significant but modest
increase in assessed valuations of 42 per cent.
Since 1952 a further increase of 21.6 percent has
occurred. The total assessed valuation of prop-
erty in the State in 1957 was $3,151 million.
On the basis of the Jensen and Crockett

studies of the property tax in Colorado it seems
apparent that assessed valuations have only
approached the "full cash value" legal standard
on two occasions, namely, 1901 and 1913. The



Table 7.7

Total Assessed Values in Colorado, 1870-1957
Valuation

Year (millions)

• Not available.
Source: State of Colorado, State Tax Commission, 46th Annual Report,

1957.

1870 $ 17
1871 24
1872 •
1873 36
1874 44
1875 45
1876 44
1877 45
1878 43
1879 58
1880 74
1881 96
1882 104
1883 111
1884 116
1885 115
1886 124
1887 131
1888 169
1889 193
1890 221
1891 231
1892 237
1893 239
1894 209
1895 203
1896 207
1897 199
1898 192
1899 203
1900 217
1901 466
1902 354
1903 333
1904 342
1905 349
1906 356
1907 367
1908 375
1909 401
1910 415
1911 414
1912 423
1913 1,307
1914 1,310
1915 1,249
1916 1,212
1917 1,305
1918 1,422
1919 1,495
1920 1,590
1921 1,578
1922 1,549
1923 1,544
1924 1,541
1925 1,541
1926 1,547
1927 1,565
1928 1,578
1929 1,587
1930 1,586
1931 1,438
1932 1,281
1933 1,100
1934 1,099
1935 1,088
1936 1,106
1937 1,112
1938 1,102
1939 1,114

1940 1,113
1941 1,127
1942 1,162
1943 1,194
1944 1,212
1945 1,219
1946 1,260
1947 1,342
1948 1,467
1949 1,592

1950 1,645
1951 1,734
1952 2,471
1953 2,567
1954 2,699
1955 2,871
1956 3,069
1957 3,151
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1947-1951 reappraisal was officially intended to
reflect 1941 costs or market values, which were
admittedly fractional in terms of actual prop-
erty values (about 40 percent) at the time the
reappraisal was undertaken. Initial results of
the Sales Ratio Study indicate that the average
ratio of assessment in Colorado at the present
time is only about 28 percent.
While it is obviously not possible to determine

the precise effect of adherence to the full cash
value standard of assessment in recent decades,
the 1913 assessed valuations do provide a pos-
sible base for estimating such values. Assuming
that the 1913 valuations reflected the full cash
value standard, the probable level of full cash
valuations since that time were calculated using
two factors of change; namely, the indices of
population and construction costs. The popula-
tion factor showed an over-all 90 percent in-
crease from 1913 to 1957 and construction costs
a four-fold increase. The composite index for
certain selected years was then applied to the
assessed valuations to arrive at the theoretical
full cash valuations presented in Table 7.8.

According to these data, the full cash value
of property in Colorado for 1957 would have
been approximately $12,280 million rather than
the $3,151 million actually assessed. The find-
ings of the Sales Ratio Study indicate a full
cash valuation of about $11,250 million in 1957
or approximately $1,000 million less. Conse-
quently, the calculations appear to be reason-
ably accurate. The significance of the estimated
full cash valuations for earlier years may be
readily seen by dividing the actual taxes levied
into the full cash value base. Thus, the effective
millage rates would have been as follows:

Years
Average Effective

Mill Levy
1933 16.00
1938 13.50
1943 10.70
1948 9.20
1953 10.90
1957 13.30

Stated in different terms, the annual property
tax in Colorado levied by all units of govern-
ment amounted to: 1.6 percent of full value in
1933, 1.35 percent in 1938, 1.07 percent in 1943,
0.90 percent in 1948, 1.09 percent in 1953 and
1.33 percent in 1957.
While the estimates of the full cash value of

property since 1913, and consequently the
burden of the property tax as related to such
values, constitute rough approximations, it is
evident that assessed valuations bore little re-
lationship to the actual value of property.
Increases in millage rates and the amount of
property taxes assessed, therefore, provide no
indication of the actual burden of the property
tax. Finally, it is quite clear that the present
effective rate of the property tax on the present
value of property in Colorado is less than
1.5 percent.
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Table 7.8

Estimate of Theoretical Full-Value Assessments in Colorado, Based on the
1913 Reappraisal, by Five-Year Intervals, 1913-1957, and Estimate of

Average Mill Levy on Full-Value Assessments, 1933-1957

Average
Average
mill levy

Actual Actual Theoretical Total property mill levy based on
Population Construction Composite assessment assessment d full-value. tax levy d on current theoretical

Year index cost index • index b index. (in millions) (millions) (thousands) assessment d full-value f
(1) (2) (3) (4) (5) (8) (7) (8) (9)

1913 100 100 100 100 $1,307 $1,307 N.A. N.A. _
1918 103 153 158 109 1,422 2,060 N.A. N.A.
1923 110 189 208 118 1,544 2,700 N.A. N.A.
1928 116 185 215 121 1,578 2,800 N.A. N.A.
1933 125 147 178 84 1,100 2,300 $36,793 33.46 16.00
1938 126 185 233 84 1,102 3,000 40,400 36.66 13.50
1943 133 232 309 91 1,194 4,000 42,671 35.74 10.70
1948 144 404 582 112 1,467 7,600 69,880 47.65 9.20
1953 166 458 760 196 2,567 9,900 108,100 42.11 10.90
1957 190 495 940 241 3,151 12,280 162,175 51.79 13.30

• Boeckh residential construction costs 1913 =100.
e Col. 1 x Col. 2 + 100.
. 1913 =100.
d Source: State of Colorado, State Tax Commission Reports.
. Co!. 3 applied to 1913 value.

Col. 7 Col. 6.

Distribution of Assessed Valuations by Types
of Property. The distribution of total assessed
valuations by the major classes of property for
selected years is shown in Table 7.9. Percent-
age-wise, in 1957 town and city lots and resi-
dential improvements accounted for 38.07 per-
cent of the total assessed valuation; rural land
and improvements, including improvements on
public lands-13.74 percent; corporation prop-
erty assessed by the Tax Commission, or public
utilities- 11.77 percent; commercial improve-
ments-9.28 percent; miscellaneous properties
- 8.37 percent; merchandise - 7.75 percent;
timber, oil and coal properties - 4.40 percent;
industrial improvements -4.04 percent; live-
stock-1.67 percent; and metalliferous mining
properties-0.91 percent. Due to a change in
property classifications in 1957 the data for

earlier years are not strictly comparable. How-
ever, there has been a substantial decrease in
the relative importance of metalliferous mining
properties and livestock throughout the entire
period. In contrast, there has been a significant
increase in the relative position of timber, oil
and coal properties and merchandise inventories
since 1941. Finally, the major categories of
rural and urban lands and improvements have
maintained a relatively stable position since
1941.

Policy Issues and Administrative Problems

General Standard of Assessment. The deter-
mination of an appropriate standard of assess-
ment and its consistent application by those

Table 7.9

Comparative Assessments by Type of Property in Colorado
Selected Years, 1912-1957

Type of Property • Percent totalAssessment (in millions)
1912 1913b 1941 1951 1952b 1957

of
1951 1952b 19571912 1913b 1941

Land and improvements
including improvements on
public lands.

$89.9 $322.9 $287.1 $305.4 $479.1 $432.5 21.27 24.71 25.47 17.62 19.39 13.74

Metalliferous mining properties 18.0 46.0 33.7 26.4 39.8 28.8 4.27 3.52 2.99 1.53 1.61 0.91
Timber, oil and coal properties 8.4 20.5 11.7 44.1 80.1 138.5 1.98 1.57 1.04 2.54 3.24 4.40

Town and city lots and resi-
dential improvements 169.0 465.1 415.1 657.3 1,039.6 1,198.7 40.00 35.60 36.83 37.92 42.08 38.07

Livestock 18.0 63.6 39.5 76.7 105.0 52.5 4.26 4.86 3.51 4.42 4.25 1.67
Merchandise 16.7 48.1 65.9 163.1 186.1 243.9 3.95 3.68 5.84 9.41 7.53 7.75

Corporations assessed by the
Tax Commission .61.0 260.2 197.1 245.4 293.1 370.6 14.44 19.92 17.49 14.16 11.86 11.77

Miscellaneous properties less
exemptions 41.5 80.2 77.0 215.0 248.1 263.6 9.83 6.14 6.83 12.40 10.04 8.37

Commercial improvements on
rural and urban properties - 292.4 __ __ __ ...... __ 9.28

Industrial improvements on
rural and urban properties - 127.2 __ __ __ __ __ 4.04

Total 422.5 1,306.6 1,127.1 1,733.4 2,470.9 3,148.7 100.00 100.00 100.00 100.00 100.00 100.00

• Classifications are those in use at the time shown.
b Reappraisals effective.
. Excludes mining properties, timber, oil and coal properties, town and city lots.

Source: Adapted from State of Colorado, Tax Commission, 46th Annual Report, 1957, p. 116.
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responsible for property appraisal has always
been a fundamental problem in the property
tax field. State laws in most jurisdictions have
prescribed 100 percent assessment in terms of
current market or sales value, but Colorado as
well as other states having this requirement
have generally practiced fractional assessment
in widely varying degree."
In spite of the recognized deficiencies in prac-

tice, tax experts ordinarily support the full
value measure. This support is attributable
primarily to the fact that 100 percent of present
values provides a more realistic and sounder
basis of calculating relative values. In the first
place, it is a more readily determinable and
understandable base. Secondly, inequities in
assessment tend to stand out more clearly, and
if they persist are less onerous by virtue of the
larger base. Finally, this standard places
greater emphasis upon the necessity of keeping
assessed values on a current basis, a condition
that is essential to equitable assessment. Of
course, assessment on the basis of present values
does not require the 100 percent base. Thus,
there are really two facets of the problem under
consideration, namely, the question of 100
percent versus a lower ratio of assessment, and
the base to which the percentage factor is
applied, or, present values versus values at
some earlier period.
The principal objection to 100 percent assess-

ment, which is normally though not necessarily
identified with current value, is that it would
result in a tremendous increase in the tax base,
and thereby open the door to an increase in
property tax burdens. Fractional assessment,
especially when it is not authorized by law, is
also preferred on the ground that taxpayer
psychology is generally more favorable and
there is less likelihood of individual complaints
concerning assessments. In other words, under-
assessment tends to disguise the true burden
of the tax and serves as a cover for various
types of inequities involved in the typical assess-
ment process. It will be noted that these con-
siderations have a practical or expediency
orientation.
Ideally, there is little doubt that 100 percent

assessment on the basis of current values is the
best standard of assessment. The advantages
claimed for this approach are generally valid.
The key element in the standard from the
standpoint of equity, however, is the use of
current or present values. In a rapidly growing
economy, such as that of Colorado, not only the
level of property values but the value relation-
ships between individual properties and dif-
ferent types of property are constantly shifting
or changing. To ensure wholly equitable results
in a relative sense, property would ha,,P to be

"Several states have attempted to implement the 100 percent
Of current values standard in recent years.

revalued every year, and if assessed values are
more than three years behind the current rela-
tionship serious inequities are inevitable. Cer-
tainly, under the latter circumstances true
equalization of assessed values is impossible.
The fiction, widely held at various times during
the history of property taxation, that there is
any true or real level of values other than that
presently existing has long since been ex-
ploded.18

Once present value or the closest possible
approximation thereto is established as the
general basis of assessment the question of the
ratio of assessment may be treated in its proper
perspective. While the 100 percent factor is
desirable from certain points of view it is not
essential to equitable results. Rather, any rea-
sonable ratio uniformly applied will achieve
this end. Considering the practical problem
which would arise as a consequence of convert-
ing the present average assessment ratio in
Colorado of around 28 percent to 100 percent,
a fractional assessment factor is preferred. As
there are marked inequalities in the average
ratio as between counties it is not possible to
select a factor that would leave existing assessed
valuations undisturbed. A 40 percent of present
values basis of assessment would appear to be
reasonable as this reflects the approximate
maximum in terms of existing practice and the
effects would not be revolutionary in terms of
extending the valuation base in most juris-
dictions.

Adoption of such a percentage factor applied
to current values as determined by market or
cost data, however, should be accompanied by
provision for the automatic adjustment of state
and local rates to ensure that property tax bur-
dens in the individual taxing units would not be
increased or reduced by this action. A consti-
tutional amendment will obviously be required
to effect the changes indicated.

Frequency of Assessment. The failure of
county assessors to re-assess real property and
sometimes certain types of personal property
within a reasonable period of time has been
a major factor contributing to low levels of
assessment, and serious inequities between indi-
vidual properties and different types of prop-
erty. Regardless of the reasons for this defi-
ciency, no general standard or basis of assess-
ment will produce satisfactory results unless

"It should be noted that the Director of the 1947-1951 State
Re-appraisal Program and the State Tax Commission were faced
with a two-pronged practical problem, namely, the Constitu-
tional requirement of 100 percent cash value assessment, and the
Inevitable political and economic repercussions which would have
followed an application of this rule to the inflated value structure
of the early post-war period. Whether their decision to use 1941
costs was desirable or not is a moot point.
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property is re-appraised at relatively frequent
intervals. Assessment on present values obvi-
ously requires a minimum time lag between
the actual date of assessment and the current
values situation.

Three years should provide adequate time for
a complete re-appraisal of real estate once a
sound, equalized assessment is achieved, and
this period is not excessive in terms of main-
taining a proximate relationship to current
values. This change in existing practice would
require the institution of a continuing assess-
ment program with one-third of the property
in each county being re-assessed each year.
A further advantage of the plan is that it would
permit the use of full-time staff with some
degree of competence in appraisal work. It
should be noted that a similar approach is now
followed in the City and County of Denver and
certain other assessment offices, and the three-
year rule as well as continuing assessment is
widely used in other states. Personal property
should be re-assessed every year due to its fluid
character. This is the requirement under the
present law, and the rule is actually followed
in many jurisdictions.

No serious problems should arise in requiring
adherence to the above rules in most jurisdic-
tions. However, some of the counties with
sparse populations and limited economic re-
sources to support the assessment and other
governmental functions may find the proposed
plan of assessment very difficult if not impos-
sible to implement. In the interest of good
government in general such counties should be
consolidated or re-organized to assure a more
adequate tax base. State aid is a possible
alternative, but preferably it should be em-
ployed as a supplementary measure if necessary
after such reorganization has been achieved.
The proposal involving state assessment of
extractive lands, if adopted, would largely
resolve the major assessment problem in certain
of the counties falling within the group under
consideration.

Specific Bases of Assessment; Problems and
Issues. The legal or official bases of assessment
for certain types of property as well as the
practice of county assessment offices in applying
them involve important policy issues and ad-
ministrative problems. These questions will be
considered with reference to the major cate-
gories of property drawing heavily on the
factual data presented in the Assessment Meth-
ods Report of the Legislative Council.

Agricultural Lands. The present method of
assessing agricultural land involves the capital-
ization of net income approach based upon the
ten-year average, 1933-1943. As previously in-
dicated, the procedures in applying this method

as outlined by the Tax Commission are highly
complex.

The desirability of any particular basis of
assessment must be appraised in terms of its
equity and conformance to the general standard
of assessment, its practicality and the actual
results achieved. In the first instance the income
standard of assessment, though providing a
measure of taxpaying capacity, is often incon-
sistent with market or cost values. It is, of
course, wholly inconsistent with the cost or
market value basis in the case of non-income
properties such as personal homes or residences.
Furthermore, its application to only one type
of income property is bound to produce in-
equities. Finally, the present use of average
incomes during a base period which included
most of the worst depression years of the 1930's
is unrealistic and highly inequitable from any
point of view. If the income standard is to be
used in the future, it certainly should be applied
on a current, moving-average base.

The practicality of the income standard in
the case of farm land is highly questionable
apart from actual results. It requires continu-
ing data on average yields, grazing practices,
and basic costs which are generally not avail-
able in the form needed by assessors.1° Farm
income records, as in the case of certain other
small, independently owned businesses, are no-
toriously deficient. Furthermore, market or
sales value data, although not current in some
instances, are generally more accessible and
reliable.

A consideration of actual practice and the
findings of the Assessment Methods Report
reveal that the present method is not being
effectively or uniformly applied in the majority
of counties; that guess work is often used as a
substitute for essential facts; that some assessors
have made no attempt to use the method; and
that extreme inequalities exist between .counties
as to levels of assessment for the same type of
land as well as different types of land.2° The
Sales Ratio Study tends to substantiate the
existence of these inequities, and further indi-
cates a substantial disparity in the average ratio
of assessment for agricultural as compared to
urban land.21

In spite of the considerations noted, the
Assessment Methods Report concludes that the
present method is the best available. This
position is believed to be unwarranted both on
theoretical and practical grounds. Market value
information is sufficiently accessible to provide
a firm basis of assessment for most classes of

"See Colorado Legislative Council, Colorado Property Assess-
ment Methods, Research Publication No. 28, December, 1958, PP.
42-43.

20Ibid., pp. 45-53.

"Colorado Legislative Council, Sales Ratio Study, Research
Publication No. 27, December, 1958, p. 26.
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agricultural land in most counties. Under a
proper and uniform system of classification
prescribed by the State adequate general data
on sales transactions for each class of property
can be made available to all assessors to supple-
ment the specific information that they have
obtained. In this respect, the data provided
through a continuing sales ratio study should
serve as a general guide to the Tax Commission
and individual assessors. Direct use of specific
transaction data is not recommended as this
might well break down the reliability of the
information reported.

It should be emphasized that sales or market
value is the principal basis of determining the
value of agricultural as well as urban land
throughout the United States. Capitalization of
net income, if it is used for assessment purposes,
is generally employed as only one of several
factors in valuing such specialized types of
property as public utilities and mines. In the
case of these special forms of property, market
or sales data, other than the market value of
outstanding securities, are seldom available.

Use of sales data as the specific basis of valu-
ing agricultural land does not preclude the
employment of such information as may be
available on yields, prices and income for the
purposes of checking long-term trends in market
or sales values.

Extractive or Natural Resource Land. The
application of the property tax to mineral and
timber lands has always presented a difficult
problem to policy-makers as well as tax admin-
istrators. Policy-wise the problem is two-fold:
(1) of arriving at a basis of assessment which
Will produce consistent results as compared to
other forms of property; and (2) of formulating
an assessment policy which will give adequate
recognition to the depletable character of such
resources. A third facet of the problem, which
is of concern to legislators and assessors alike,
is the practicality of the assessment plan and
its uniform application. Further special com-
plications arise with respect to non-producing
mineral lands and immature, growing timber
stands.

Several different positive approaches to these
Problems have been employed by the various
states, apart from the widespread practice of
gross underassessment by local assessors on a
highly irregular and unsystematic basis. These
efforts include (1) the adoption of a complex
cost-income declining value assessment plan
administered by the state, as exemplified by the
practice of Minnesota and Michigan; (2) an
attempt to achieve scientific assessment based
Upon the current value of the resource through
the use of expert geological data under a cen-
tralized state assessment program; (3) the in-
troduction of special assessment bases for cer-
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tam types of mineral property not related to
the capital value of the resource, as in Colorado;
and (4) the substitution of a severance tax for
the property levy on producing mineral and
timber-properties.22

The first approach (Minnesota-Michigan) is
sound from a theoretical standpoint, but it is
highly complex, and would be extremely diffi-
cult to apply to the varied types of mineral
resources and production situations in Colorado.
State administration of this plan would be
a must.

The second approach is employed by a num-
ber of states with widely divergent results. Use
of the current value basis of assessment involves
a general determination of the extent of the
resource, its quality and its worth as measured
by present prices. To avoid possible over assess-
ment the quantity of the resource should be
conservatively estimated with annual decreases
in the estimated total value as determined by
production rates. It should be emphasized that
the depletion factor in the case of a mine
or oil well is basically no different than the
depreciation or obsolesence factor in the case
of buildings or other property subject to these
influences. While state assessment affords an
opportunity to utilize experts and to achieve
uniformity in assessment results, these advan-
tages are not assured. Rather they are dependent
upon the quality and quantity of the adminis-
trative staff, and this in turn requires legislative
understanding and cooperation in providing
adequate appropriations. The feasibility of this
method has been demonstrated under the con-
ditions noted.

The special bases of valuation approach to the
assessment of producing mineral lands, such as
gross or net product, bear no reasonable relation
to the capital value of the resources, and are
certain to produce inconsistent and inequitable
results as between individual mining properties
of the same type and of different types. These
effects arise as a consequence of the fact that
the value of one year's product of an oil well
or mine constitutes a fractional element of the
total value of the property, and that there are
extreme variations in the productive life of
mineral properties. These disparities tend to
be greatly magnified under the differential
practices of a local assessment situation. The
one advantage which attaches to the gross
product basis, in particular, is that production
and price data can be obtained with relative
ease.

The present differential bases of assessing
oil and gas, "producing mines" and coal mines
are unequal and involve a marked discrimina-
tion against oil and gas properties. In actual

2,See E. H. Plank, Public Finance (Homewood, Illinois: Rich-
ard D. Irwin Inc., 1958), pp. 519-529.
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practice, the 871/2 percent of the value of the
gross product basis for oil and gas appears to
be quite uniformly applied; the provision con-
cerning producing mines, which requires 25
percent of gross product or the net product
if that is greater, is operative only in terms of
gross product; and a special assessment classifi-
cation plan established by the Tax Commission
for coal lands, which is supposed to produce
equalized assessments, has failed to achieve any
semblance of uniformity.23

The use of the severance tax as a substitute
for the property tax on productive natural re-
source properties has often been proposed, but
has seldom been practiced. The great majority
of the severance tax states, as indicated in
Chapter XIV, employ the tax as an additional
rather than alternative levy. Colorado's prac-
tice in granting a property tax credit against the
severance tax on oil and gas income is one of
the exceptions to this policy. In general, the
severance tax is said to be preferable to the
property tax in the following respects: it is
related to the quantity or value of production
and cannot become a cumulative charge on the
capital value of the property during periods
when it is unproductive or production is at a
low level; the burden of the tax is more likely
to be shifted to consumers; and it is relatively
easy to administer in contrast to the admittedly
complex and technical problem of determining
the capital value of mineral deposits. These
alleged advantages of the severance tax, as
noted in the later discussion of this source,
have considerable merit.

In the light of this apparent preponderance of
evidence the failure of most states to utilize
the severance tax as an alternative or in lieu
levy may be somewhat surprising. However, the
reasons for the general policy are quite clear. In
the first place, natural resource properties are
usually subject to low level or fractional assess-
ment under the property tax. Secondly, they are
given preferential treatment under the federal
and many state income taxes, particularly as
regards depletion allowances. Thirdly, local
governments, which are largely dependent upon
the property tax, are reluctant to part with
a certain, stable source of income, subject to
their control, in exchange for one that is less
certain and is dependent upon the beneficence
of state legislative policy. Finally, state legis-
latures are looking for additional or new sources
of revenue to finance rapidly rising costs, and
understandably are less concerned with re-
structuring tax systems particularly if the gains
in terms of equity are open to question. In short,
the actual problems associated with the appli-
cation of the property tax to mineral resources
plus the relative advantages of the severance
tax as an alternative source are generally

23Colorado Property Assessment Methods. op. cit., pp. 57-66.

thought to be less significant and compelling
than the fiscal gains from the property tax plus
the theoretical and revenue advantages of the
severance tax as an additional levy.

The chief concern in the assessment of non-
producing mineral lands or rights therein is one
of ensuring uniformity of assessment in rela-
tion to some reasonable measure of value. Low
level, if not nominal, assessment, is generally
indicated in view of the unproductive status of
the property. However, there are marked dif-
ferences in potential value, and expert judgment
is required both in terms of developing appro-
priate classifications and determining the
specific level of assessment for each class. This
competence seldom exists on the local level, and
uniformity of treatment is virtually impossible
of attainment apart from centralized state
assessment. As there is relatively little com-
mercial timber production in Colorado, this
facet of the natural resource problem will not
be examined.

In conclusion, it is evident that the present
bases of assessing producing mineral properties
involve varying degrees of fractional assessment
as related to capital value, and are discrimina-
tory both as between oil and gas and other
minerals and mineral properties as compared to
other forms of property. Assessment on the
basis of the estimated current value of the
resource, subject to annual adjustment accord-
ing to the rate of depletion, is feasible, and is
definitely preferred to the gross product method.
Centralized state assessment by an expert staff
would be essential, but this is desirable in any
case to ensure uniformity and consistency of
results. Under this approach the general ratio
of assessment would be applied, and the assessed
values allocated back to the county or counties
in which the property is located.

Site Land. The present legal basis of assess-
ing urban land and other land not used for
agricultural or extractive purposes according to
the market value measure as outlined by the
Tax Commission is sound, and will produce
equitable assessment if uniformly applied. The
latter result, as revealed by the Sales Ratio
Study, is not being achieved, but it can be under
an effective system of state aid and control over
local assessment practices. These conclusions
are in accord with the findings and recommen-
dations of the Assessment Methods Report.24

Improvements. The general approach to the
valuation of improvements in Colorado, namely,
replacement costs new minus depreciation or
other factors which serve to reduce value, is
the most desirable method. Use of 1941 costs,
however, is unrealistic and inequitable, and
current costs should be substituted. The pro-

-.1bid., pp. 80-81.



cedures established by the Tax Commission
for applying the replacement cost measure are
also needlessly complex in certain cases, depre-
ciation as well as cost schedules are outdated,
and the system of classification for different
types of improvements needs overhauling. The
statutory requirement that farm lands and im-
provements be valued as a unit, whereas other
improvements are valued separately from the
land, is highly questionable. To ensure reason-
able consistency of results a uniform policy of
valuing all improvements separately and on
the same cost basis is essential.
Assessment practice, as demonstrated by the

Assessment Methods and Sales Ratio studies,
is marked by widespread deviation from the
procedures set forth in the Assessor's Manual
and extreme disparities exist in the level of
assessment as between individual improvements
of the same type and different types of im-
provements both within a particular county and
from one county to another.25 The institution
of a uniform basis of assessment, simplified and
standardized procedures, and an effective sys-
tem of state control are the obvious answers
to these problems.

Personal Property; Inventories or Stocks of
Goods on Hand. The assessment of personal
property, by virtue of its varied, fluid and
mobile character, is another difficult problem
area. Certain classes of personalty, such as
merchandise and manufacturing inventories,
Present theoretical as well as practical difficul-
ties, and the assessment of livestock and agri-
cultural products in the hands of the farmer
involves similar considerations. A relatively
new type of mobile property, the home or house
trailer, also has become a source of chronic
headaches to assessors and on occasion to the
owners of the homes and trailer parks.

Assessment policy with respect to merchan-
dise and manufacturing inventories has been
the subject of continuing controversy in Colo-
rado as well as other states. The owners of
such property contend that it is being over-
assessed relative to other property (50 percent
of average investment value); and that the in-
cidence of the tax is highly unequal as a con-
sequence of varying rates of stock turnover.
Actually, the fluid character of this type of
Property makes it very difficult if not impossible
to achieve equal treatment as compared to
relatively fixed or long-life assets. Farm prod-
ucts in the hands of the farmer and to a some-
what lesser degree livestock are similar in
character.

Cost of commodities in inventory constitutes
the most logical and feasible basis of assessment.
Market value is subject to frequent fluctuations,

2,/bicl., pp. 87-102.
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and would be more difficult to compute on an
average basis. Furthermore, the cost basis is
clearly preferable from the standpoint of the
owners of such property.

Exemption is unacceptable as it would involve
a serious discrimination against other forms of
property both real and personal, and would
substantially reduce the tax base. Possible
alternative or in lieu tax approaches, such as
gross receipts and value added, could be em-
ployed to offset revenue losses. However, they
are open to the same type of objections.

The gross receipts base, for example, disre-
gards the average amount of capital invested
in stock, and penalizes high rate of turnover
concerns. Thus, the gross receipts base fails
to equate the tax burden in terms of the value
of the capital invested factor which is the funda-
mental aim of the property tax. The "value
added" tax concept is designed to serve as a
substitute for a general sales tax on the various
stages in the production and distribution of
commodities. Specifically, it is intended to limit
the tax base on each level to the contribution
which that type of business makes to the total
value of the product as represented by the con-
sumer price. In other words, its purpose is to
avoid a pyramiding of the tax base, and the tax
on a tax effect of the general sales tax. To the
degree that this aim is achieved it washes out
the significant element of capital investment
involved in the cost of goods purchased.

The general merit of the cost basis of valuing
inventories is further attested by the fact that
this is the typical approach in other states.

In applying the cost method, a basic question
arises as to whether the total or average amount
invested in inventory during the year should be
employed. While the latter or average amount
is usually fractional as compared to the total
investment, it is the generally accepted basis.
It should be noted, however, that the average
cost measure is computed on purchase cost
rather than total cost of goods sold. The deter-
mination of the average amount of capital
invested in inventory throughout the year pre-
sents certain technical problems, but they are
not insurmountable. Ideally, this determina-
tion should be based upon a 12-month average
as recommended by the Tax Commission. How-
ever, this is not feasible in all cases, and the Tax
Commission rules permit as a minimum the
use of opening and closing inventories. Due
to the possibility of manipulation, a quarterly
inventory minimum requirement would obvi-
ously be preferable, and should be feasible
except for certain small, independent concerns.
The present percentage assessment factor of

50 percent appears to be high in relation to the
average ratio of 28 percent of market or sales
value for all types of property. However, con-
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sidering the fact that the 50 percent is applied
to purchase costs rather than cost of sales, and
the vagaries of local assessment practice, it is
impossible to determine the precise effect of
the present policy and its equity as related to
the treatment of other forms of property. Under
the present circumstances, therefore, there is
insufficient evidence to justify a change in the
50 percent rule.

While the Constitution provides that agri-
cultural products, except those in the hands of
a retailer, shall not be regarded as merchandise,
it does not exempt such property nor does it
prescribe a method of assessment. In actual
practice, however, these products in the hands
of the farmer generally are not assessed. The
desirability of exemption is questionable, but it
should not be practiced without legal authori-
zation in any case.

The present basis of assessing livestock is
unsatisfactory in several respects. In the first
place, no definite standard or measure of value
is prescribed in the Constitution or statutes
(other than full cash value). As a consequence,
the Tax Commission with the assistance of
county assessors annually determine a schedule
of so-called "minimum average valuations" for
the various types of animals. It is not known
what these recommended values are based on
other than the opinions of those participating
in their formulation. Secondly, in actual prac-
tice these values tend to become standard or
uniform bases of assessment, which is not the
intent of the Commission and obviously fails
to reflect actual differences in value.

A specific measure of value should be estab-
lished by statute for livestock, and market value
is clearly the most realistic. The percentage of
assessment should, of course, be related to the
general standard to ensure consistency of
results.

As mobile homes used on the highways are
supposed to be taxed under the specific owner-
ship tax on motor vehicles, this problem will
be discussed in that connection. Other miscel-
laneous types of personal property including
office furniture and fixtures, machinery and
equipment are assessed on varying bases. The
Tax Commission recommends three methods,
but the _typical approach is 40 percent of cost
without conversion to any standard level of
cost and without annual depreciation. The
results naturally are extremely variable both as
between counties and different types of prop-
erty in the same county. A uniform statutory
basis of assessment is obviously required if any
degree of equalization is to be achieved. Re-
placement cost minus depreciation is the most
appropriate basis in terms of the recommended
current values standard for real property. Re-
placement costs would also be easier to ascer-
tain than actual costs and average depreciation

schedules could be developed and applied in
most instances. It is recognized that this basis
may be subject to strong opposition from prop-
erty owners. However, actual cost less depre-
ciation is extremely difficult to ascertain and
due to differences in accounting practice a
reliance on book values would produce highly
variable results. Liberal allowances for depre-
ciation would also provide a means of offsetting
possible burdensome effects during the years
immediately following the introduction of the
replacement cost basis.

Public Utilities; Assessment Problems. The
assessment of the property of public utilities
is a highly complex and technical problem.
While responsibility for assessing such property
(used in operations) has appropriately been
vested in a state agency, the Tax Commission,
it is impossible to evaluate the results of the
Commission's policy apart from a comprehen-
sive investigation of all facets of present prac-
tice. The Legislative Council Committee on
Colorado Assessment Methods, recognizing the
enormity of the task, recommended a special
study.

There are basically two policy questions to be
resolved, namely, the appropriateness of the
valuation formulas presently being employed
and the effect of the factor used to allocate total
valuation to Colorado. A third issue, which is
not an assessment problem, concerns the equity
of the measures applied in allocating assessed
valuations to the local assessing units. In prac-
tice there are many points at which the assess-
ment formulae applied may break down, and
thus fail to achieve their specific or over-all
objectives. Illustrative of the type of questions
involved in the assessment problem are the
following: what is a proper rate for capitalizing
net operating revenue; should the income base
be total net earnings on assets used or held for
use by the utility; is there any justifiable
reason for employing book accounts and if so
are they properly defined; is the market value
of outstanding securities a reliable factor of
measuring present value and is the weight
assigned to it reasonable; and should the re-
placement cost new minus depreciation method,
which represents the closest possible approxi-
mation to market value, be employed? These
are only a few of the more obvious points.
Any investigation of existing policy and

practice must deal with broad policy implica-
tions as well as techniques if it is to accom-
plish the purposes intended. Furthermore, any
analysis of specific valuation factors will be
largely unmeaningful unless it is predicated
upon a definite general standard of valuation
such as current value, historical cost or capital-
ized net incomes which is consistent with that
used for other types of property. As the former
concept of current value measured by market
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value or replacement cost is the basis recom-
mended throughout this analysis for most other
forms of property it is the logical approach to
public utility valuation. Needless to say adop-
tion of this basis would involve a marked change
in present policy as well as the results thereof.

Allocation of Public Utility Assessments to
Counties. Apart from a declaration of state
policy to the contrary, it must be assumed that
the purpose of state assessment of public utility
property is to ensure effective and equitable
assessment results. If this is the sole objective,
the allocation of assessed valuations within the
State should correspond to the actual location
of all types of public utility assets used in the
provision of the product or service. In the case
of railroads, the main-line track mileage allo-
cation factor effectively negates this result, and
bears no relationship to any logical basis of
distinction. A case conceivably might be made
for distributing part of the assessed values of
railroads between the counties on the basis of
equalizing needs-resources relationships. How-
ever, any similarity between the results of the
present factor and these considerations is purely
coincidental. Purposeful discrimination directed
to recognized fiscal or economic objectives may
be defensible under certain conditions, but the
present allocation factor is wholly capricious
in its effects, and does not meet the require-
ments of sound policy either in terms of actual
location of railroad property or equalization.
Similar questions arise in the allocation of

telephone valuations by line mileage, although
the effects are not as extreme. The total alloca-
tion of state assessed public utility valuations
as shown in Table 7.10 reveals the strange situ-
ation in which such valuations amount to 9
percent or less of total valuations in 4 of the 5
most populous counties and reaches a peak of
76 percent in Eagle County with a population
of 4,700.

Specific Ownership Tax and The Mobile Home
Problem. The specific ownership tax has proved
to be a highly effective substitute for the general
Property tax except for the special case of
mobile homes. While the 3 percent rate appears
to be unreasonable in view of the effective
rates of less than 11/2 percent on general prop-
erty, the actual burden of the 3 percent rate is
substantially reduced by the established tax
value rule. This rule provides that the value
for tax purposes is 75 percent of the complete
delivered price, and the assessed value for the
first year is 70 percent of this amount. Thus, if
the total price paid for the new car is used as
a measure, the effective burden of the tax in
the first year is 1.575 percent. It may, of course,
be argued that this is not a fair measure as the
Market value of the car declines significantly
once it leaves the dealer's premises. On this

Table 7.10

Public Utility Valuation, by Population of
Counties in Colorado, 1957

Public utility
valuation as percent
total assessed value

8.1
8.7
15.9
7.1
9.3
18.2
13.8
18.2
15.7
9.5
19.8
42.7
9.6
18.4
32.1
30.3
20.0
11.4
22.9
16.7
42.2
11.1
38.0
12.9
29.1
50.3
25.1
47.8
7.8
38.6
9.0
6.4
47.9
10.3
40.3
7.9
30.1
7.5
25.1
13.7
5.1
11.0
76.1
35.4
52.8
37.1
21.2
47.6
38.9
23.1
41.7
15.1
15.9
15.0
30.1
23.7
4.9
3.5
46.5
23.1
41.4
67.9
1.8

1957
County Population •

Denver 515,000
El Paso 118,000
Pueblo 116,000
Jefferson 105,000
Arapahoe 95,000
Weld 75,500
Adams 75,000
Boulder 60,000
Mesa 53,200
Larimer 49,500
Otero 25,800
Las Animas 24,300
Morgan 22,200
Logan 21,100
La Plata 20,300
Fremont 19,300
Delta 18,000
Montrose 16,400
Prowers 14,800
Rio Grande 12,900
Garfield 12,500
Montezuma 12,200
Alamosa 11,000
Yuma 10,530
Conejos 10,000
Huerfano 9,800
Routt 8,900
Bent 8,800
Kit Carson 8,300
Baca 7,800
Lake 7,600
Washington 7,300
Chaffee 7,200
Moffat 6,700
Costilla 6,000
Gunnison 5,800
Lincoln 5,600
Saguache 5,200
Crowley 5,100
Sedgwick 4,900
Rio Blanco 4,800
Phillips 4,800
Eagle 4,700
Elbert 4,300
Douglas 4,100
Grand 4,100
Clear Creek 3,400
Cheyenne 3,300
Archuletta 3,000
San Miguel 2,900
Kiowa 2,800
Telle* 2,800
Pitkin 2,300
Dolores 2,100
Jackson 2,100
Ouray 2,100
Park 1,800
Custer 1,500
San Juan 1,300
Summit 1,200
Gilpin 850
Mineral 650
Hinsdale 275

• State Planning Division estimate.

Source: Adapted from State of Colorado, State Tax Commission,
49th Annual Report, 1957.

line of reasoning, 80 percent of the sales price
would constitute actual value to the owner, and
the 3 percent tax applied to 70 percent of this
value would involve an effective tax of 2.1 per-
cent which is much higher than for other prop-
erty. In terms of future policy the burden of
this tax should be reasonably equated with that
on other forms of personal property, and it
should be recognized that the value of a new
car in the hands of the owner is not the price



176

paid to the dealer. Implementation of this policy
obviously would require a lowering of the
assessment ratio.
The depreciation schedule established under

the tax law as indicated in Table 7.11 is some-
what more liberal than actual depreciation
during the first six years of the life of the
vehicle and less liberal in the 8th and 9th years.
However, the discrepancies favor most car
owners, and are not serious in their over-all
effects.

Table 7.11

Relationship Between Legal Value and Actual
Value of Automobiles, Year of Life of

Automobile, Colorado, 1958

Tax rate
Legal
value •

Average
value b

Period (percent) (percent) (percent)
First year 3 70 80
Second year 3 50 60
Third year 3 40 50
Fourth year 3 30 40
Fifth year 3 15 30
Sixth year 3 15 20
Seventh year 3 15 15
Eigth year 3 15 10
Ninth year 3 15 5
Thereafter 3 or $1.50. • 5

• Applied to established tax value-75 percent of complete delivered
price.

b Based on relationship of average retail price to "advertised delivered
price" as shown by NADA for each of the past ten years projection
of four common models of cars.

• Not less than $1.50 nor more than 3 percent of 15 percent.

Source: Adapted from Colorado Revised Statutes, 1953.

The State law presently provides for the
registration and taxation of mobile or trailer
homes under the specific ownership tax, unless
they are not to be operated or driven on the
highways of the State during the year. In the
latter event the owner must apply for exemp-
tion and file an affidavit with the county clerk
and recorder, and the home then becomes sub-
ject to the regular tax on personal property.
While all trailer homes are legally subject to
a tax under these provisions, the actual result
is that they often escape taxation. Those that
are exempt from the specific ownership tax may
be moved out of the trailer parks during the
assessment period; there is insufficient checking
to determine their proper tax status; and the
assessment practice by county assessors varies
widely from one jurisdiction to another. Owners
contend that the impact of the tax imposed is
inequitable as virtually all household equip-
ment is built-in and, therefore, taxable in con-
trast to the exemption of movable equipment
in regular homes. There is also the question as
to whether a distinction should be made be-
tween the trailers that are regularly employed
as a place of abode and those that are less
frequently used for trips and vacation jaunts.
The problem of ensuring the taxation of all

trailer homes may best be resolved by employ-
ing a single tax method. As registration of
such vehicles is required in any instance, and
as the specific ownership tax is likely to be more

effectively and uniformly applied, this approach
is preferred. However, these results are not
assured and a special checking procedure should
be instituted to compel owners to register.
Trailer park proprietors who lease or rent such
homes should also be specifically covered. It is
not feasible from an administrative standpoint
to make a distinction between trailer homes on
the basis of use. If this is attempted, it simply
opens up another opportunity to evade full tax
responsibility.
The alleged inequity of taxing built-in fix-

tures in trailer homes when movable equipment
in regular homes is exempt undoubtedly exists
in some cases. A flat percentage of total value
allowance based upon the typical relationship
would probably be the most appropriate method
of coping with this situation as an individual
determination of the value of fixtures would
not be feasible. It may, of course, be questioned
whether the difference in burden is of sufficient
magnitude to justify such action.

The Equalization Problem. The history of the
equalization problem in Colorado is largely one
of inaction both in terms of continuing controls
and general re-valuation programs. Three gen-
eral attempts to equalize assessed values have
been made in 1901, 1913 and 1947-1951. Each of
these efforts yielded substantial results insofar
as the level of assessed valuations was con-
cerned, but each failed to achieve true equali-
zation in many facets of assessment relation-
ships. The last effort was probably the most
comprehensive, but its shortcomings, as re-
vealed by the Sales Ratio Study, are all too
evident.
Gross under-assessment, as measured by cur-

rent market or sales values, is prevalent in all
counties, but there are extreme variations as
between counties. The state-wide average ratio
of assessment for county-assessed property was
about 28 percent.26 It should, of course, be
recognized that the 1941 level of costs standard
applied in the 1947-1951 re-appraisal program
is largely responsible for this low level of
assessment. More significantly, the average
ratios by counties ranged from 14.1 in Jackson
County to 40.9 percent in Saguache County.
Seven counties had average ratios above 35
percent and eight had ratios below 20 percent.
On the other hand, one-third of the counties
had ratios falling within a 4 percentage point
range from 24 to 28 percent. Among the ten
most populous counties the range is from 23
percent in El Paso to 32.2 in the City and County
of Denver. It is quite apparent that the State
still has a long way to go in achieving a rea-
sonable equalization of assessment levels in the
various counties. The over-all average ratios by
counties also tend to conceal the actual dis-
parities which exist in several respects. In the

2"Sales Ratio Study, Part One, op. cit., p. 14.



first place, the method of computing the ratios
involves an exclusion of the upper extreme 25
percent and the lowest 25 percent of the cases.
While this approach is believed to be sound for
over-all county comparisons, it obviously ex-
cludes the extremes so far as a particular county
is concerned. In the second place, the county
averages obviously do not show differentials
with respect to various types of property or as
between individual properties of the same type.
The statewide average ratios for specified

classes of urban and rural property as shown in
Table VI (Part One) of the Sales Ratio Study
reflect an extreme variation—from 37.1 percent
for industrial buildings to 16.7 percent for mis-
cellaneous unimproved rural land. Urban resi-
dental properties had an average ratio of be-
tween 31 and 32 percent while improved agri-
cultural properties were assessed at an average
ratio of 25.7 percent. All urban property had
an average ratio of 29.5 percent as compared
to the all rural ratio of 24.3 percent.
Inter-county comparisons by classes of prop-

erty, which are presented in Part Two of the
Sales Ratio Study, show extreme inequalities.
Similarly, the variations within individual coun-
ties both as to types of property and particular
properties of the same class are often so marked
that no semblance of uniformity exists.
Further elaboration of the apparent assess-

ment inequalities would serve no useful pur-
pose. The inequities that exist are critical in
nature and all-prevading in scope and they must
be eliminated.
Five basic steps are essential in dealing with

this problem. First, an equitable and practical
standard of assessment based upon current val-
ues must be established. Second, specific bases
of assessment, consistent with the general stand-
ard and feasible of application, must be adopted.
Third, uniform procedures of assessment should
be prescribed by the State. Fourth, the assess-
ment process must be placed upon a continuing
basis with full re-assessment of personal prop-
erty every year and real estate over a three-
Year period. And fifth, an adequate system of
state control over local assessment practice
Which incorporates a comprehensive research
Program, state aid and effective enforcement
techniques must be instituted. Equalization of
assessment results is essentially a matter of
sound policy and procedure, effectively and uni-
formly applied, and there are no shortcuts or
Panacea solutions.

The State's Role in Property Assessment
and Equalization

The State Tax Commission presently has
direct responsibility for the assessment of most
forms of public utility property, and it is pro-
Posed that this responsibility be extended to
extractive lands. Ln each case the technical
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difficulties involved in the appraisal process and
the impracticality of achieving uniform results
under local assessment are the motivating fac-
tors. While similar considerations might logi-
cally suggest centralized state assessment of all
property (Maryland has adopted such a plan)
this radical departure has not appeared to be
feasible in most jurisdictions. State aid to and
supervision of local assessment has proved to be
both an appropriate and feasible alternative.
The degree of success attained in both the direct
assessment and control areas, however, varies
widely from one state to another. Although
the state government has the economic re-
sources to establish an administrative authority
with the necessary power and the quality and
quantity of staff required for effective results,
all too often this has not been accomplished.
Colorado is a typical example of a state that

has created an administrative agency with
broad responsibilities to supervise local assess-
ment practice and to achieve equalization of
assessments, but has failed to take the steps
necessary to ensure an effective discharge of
these responsibilities. There are undoubtedly
many factors that have contributed to this situ-
ation including unfavorable court decisions in
the early years, a lack of interest in or appre-
ciation of the equalization problem, local re-
sistance and the lack of effective executive
control over the administrative agency involved.
A correction of the administrative problem

appears to be essential as a first step in view
of the fact that the Tax Commission has ade-
quate powers in most areas. This will require
re-constitution of the agency with a single head
appointed by and responsible to the Governor.
Logically, all aspects of tax administration
should be centralized in one agency, namely,
the Department of Revenue. Thus, the State's
responsibilities in property assessment and
equalization would be assigned to a Division
of this Department. A second possibility, which
is definitely inferior to the consolidation of the
two agencies, is the establishment of a separate
Department of Property Tax Assessment and
Equalization with a director appointed by the
Governor. In either case, final appeal to the
State Board of Equalization on equalization
decisions might well be retained.
Once administrative responsibility is achieved,

competent and adequate staff must be provided.
Economy in such matters is a delusion, but be-
cause there are no citizen pressure groups
involved it is frequently practiced, nevertheless.

State Use of the Property Tax Source. State
policy in general reflects a marked trend to
relinquish the property tax source to local
governments. Considering the increasing pres-
sures upon local units to finance essential
services and the limited tax resources available
to them, this policy is undoubtedly sound. As
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indicated in Chapter XX, certain local govern-
ments in Colorado, particularly municipalities,
face a critical financial problem, and their
principal if not only major tax source has
already reached the legal or economic maxi-
mum. While State withdrawal from the prop-
erty tax field will not wholly resolve such
problems, it would afford substantial relief. Of
course, legal rate limits would have to be
adjusted to permit utilization of the additional
levies.

From the standpoint of the State the loss of
revenue from the property tax, some $11.2 mil-
lion, can be made up from other sources such
as the income or severance taxes. Existing
millage rate commitments for capital construc-
tion extending through 1965 must be met, but
after this date such needs can be financed under
a capital budgeting program from the General
Fund. The present State mill rate for operating
purposes can and should be discontinued at the
first opportunity.

1



CHAPTER VIII

RETAIL AND GENERAL SALES TAXES

Since the early 1930's broad based sales taxes
have emerged from obscurity to become a
leading source of tax revenue for state govern-
ments in thirty-three states. The first modern
version of a state general sales tax was adopted
by West Virginia in 1921. Measured by gross
sales the tax applied to retailers, extractive
industries and several other types of business
enterprise. It was passed to meet a financial
emergency, and the relatively high rates on
natural resource industries reflected a desire
to shift some of the tax burden to this group.
Another general tax with a broadened base and
increased rates was substituted in 1925. Georgia
followed West Virginia in 1929 with the passage
of a low rate tax on the gross receipts of retail,
wholesale and manufacturing enterprises. How-
ever, this act was allowed to expire in 1931.

The Great Depression of the early 1930's
triggered an avalanche of new adoptions: Ken-
tucky and Mississippi in 1930; Pennsylvania in
1932; Arizona, California, Illinois, Indiana, Mich-
igan, New York, North Carolina, Oklahoma,
South Dakota, Utah and Washington in 1933;1
Iowa and Missouri in 1934; Arkansas, Colorado,
Florida, Idaho, Maryland, New Jersey, New
Mexico, North Dakota, Ohio and Wyoming in
1935; Louisiana in 1936; and Alabama and
Kansas in 1937.

The great majority of the new taxes applied
only to gross sales or receipts at the retail level.
However, the Arizona, Mississippi, New Mexico,
North Carolina and Washington laws covered
other specified businesses, and the Indiana levy
was unique, being imposed on the gross income
of individuals and businesses above certain flat
sum exemptions.

Without exception these taxes were a direct
outgrowth of financial crises engendered by the
depression. The economy of most of these states
Was preponderantly agricultural, and farm in-
comes were hit much harder than industrial
incomes. In all cases property and other tax
receipts had fallen sharply, and the maintenance
of basic programs such as education and the
Protection of life and property was endangered.
At the same time there were imperative de-
mands for increased relief and other welfare

'Oregon a'so adopted a sales tax, but it was killed by a popular
referendum vote.

outlays. While the combination of special cir-
cumstances and pressures varied from one state
to another, the sales tax was generally regarded
as undesirable because of its allegedly regressive
impact upon low-income groups. Despite this
inherent shortcoming the tax was believed to
be an essential expedient. The influence of the
equity consideration was evidenced by the fact
that eight states allowed the "emergency" levies
to expire or repealed them within a two-year
period following their adoption. In the remain-
ing states, however, the tax was retained to
meet continued urgent financial requirements
for education, welfare and highway purposes.

Since World War II ten more states have
joined or re-entered the sales tax fold. Con-
necticut, Main, Nevada, Rhode Island, South
Carolina and Tennessee adopted the tax for the
first time; and Florida, Georgia, Maryland and
Pennsylvania re-established the levy after a
lapse of from eight to twenty years. All of the
more recently enacted taxes are limited to retail
sales and to all intents are permanent measures.

The great popularity of sales taxes today,
amply attested by the developments noted, may
be attributed to several factors. In the first
place, state revenue needs are increasing and
the tax has demonstrated its productivity.
Secondly, the base of existing sales taxes is also
limited so that their regressive effects are not
as significant as they were assumed to be in the
early years of their use. Finally, a revolutionary
increase in the emphasis upon ability to pay
taxation by the federal government in the form
of progressive net income taxes has seemed to
preclude significant extensions of these taxes
by the states and may have lessened the con-
cern with this aspect of equity.
Another development in the sales tax field

which has important implications for the states
is the increasing use of such taxes by cities aria
other local units. Following the passage of en-
abling legislation, 290 municipalities and 38
counties are now imposing the retail tax in
California, and its use is spreading in other
states. Continued revenue shortages on the
local level will undoubtedly accentuate this
trend as well as the pressures for other means
of meeting local revenue problems. The states
have an obvious responsibility to assist their
local subdivisions in seeking solutions to their
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problems, and local sales taxes are at least a
partial answer. Needless to say, local use of
sales taxes tends to delimit the possible range
of productivity of this source for state purposes.
At the same time, it may lessen somewhat the
demands for increased state aid. These and
other facets of the question will be examined in
Chapter XX dealing specifically with state-local
fiscal relations.

Types of Sales Taxes

Sales taxes currently in use in the thirty-three
states, as shown in Table 8.1, include several
broad types of levies. Their general nature and
effects identify them with the sales tax family
but there are many differences in their scope,
the description of the tax base and their legal
incidence. The scope of sales taxes or their
coverage in terms of type of business affected,
ranged from that which covers only the retail
concern, or transactions at the retail level, to
that which includes virtually every type of
business activity (i. e., wholesaling, manufac-
turing, extractive industries, etc.). Logically,
taxes restricted to retail transactions are classi-
fied as "retail sales" taxes and those that include
transactions involving other concerns as well
are classified as "general sales" taxes. In actual
practice the latter classification does not tell the
full story as some of the levies falling in this
class apply only to retail and wholesale trans-
actions while others extend to nearly all forms
of business. Another designation often used to
differentiate the scope of the tax is based upon
the stage or stages in the production and market-
ing processes which the tax covers. Thus the
tax may be referred to as a "single-" or
"multiple-" stage levy.

The general description of the tax base pro-
vides a second possible basis of classification
with three concepts employed, namely, "gross
sales," "gross receipts," and "gross income."
While gross sales is somewhat less inclusive
than gross receipts, this distinction disappears
when the term "gross receipts from sales" is
used. But even here the term may be linked
with the so-called privilege type of tax whose
legal incidence is upon the business rather than
the consumer. Aside from these ambiguities of
terminology, the distinctions are perhaps of
minor import.

On the other hand, the use of the term "gross
income" to describe the tax base is an entirely
different matter. As defined in the Indiana law,
this concept includes virtually all individual,
business and professional income with no deduc-
tions. The Indiana tax, therefore, must be
treated as a distinct type, and is grouped with
sales taxes only for purposes of convenience
in analysis.

Sales taxes are generally regarded as taxes
on consumption for the obvious reason that the

burden is usually passed on to the consumer.
In practice, however, many of the state sales
tax laws specifically state that the tax is im-
posed upon the seller for the "privilege of doing
business in the state." Technically, therefore,
these levies are "privilege taxes" in contrast
to the majority which are specifically or by
implication classed as "consumer taxes."

Table 8.1

Date of Tax Legislation and Type of Sales Tax
by States, 1957

State

Year
first

adopted

----
Retail
sales

Type of Tax ----
Sales of

Wholesale extractive
sales industries Other

Alabama 1937 x
Arizona 1933 x x
Arkansas 1935 x
California 1933 x
Colorado 1935 x
Connecticut 1947 x
Florida 1935 x
Georgia 1929 x
Illinois 1933 x
Indiana 1933 •
Iowa 1934 x
Kansas 1937 x
Louisiana 1936 x
Maine 1951 x
Maryland 1935 x
Michigan 1933 x b b b

Mississippi 1930 x
Missouri 1934 x
Nevada 1955 x
New Mexico 1935 x x x x
North Carolina 1933 x x
North Dakota 1935 x
Ohio 1935 x
Oklahoma 1933 x
Pennsylvania 1932 x
Rhode Island 1947 x
South Carolina 1951 x
South Dakota 1933 x
Tennessee 1947 x
Utah 1933 x
Washington 1933 x
West Virginia 1921 x b

Wyoming 1935 x

• This is a gross income tax on personal and business income with flat
sum exemptions.

b These taxes are separate levies based upon gross receipts or gross
income.

Source: Commerce Clearing House, State Tax Service.

Retail versus General Sales Taxes. Twenty-
six of the state sales tax structures, including
the Colorado tax, are of the single-stage retail
type. Six are general or multiple-stage sales
taxes, and the Indiana levy, as previously indi-
cated, is a gross income tax. All of the general
sales taxes apply to retail transactions, but the
coverage of other businesses varies from state
to state. The Michigan, New Mexico, Washing-
ton, and West Virginia laws are the most inclu-
sive with retail, wholesale, manufacturing, ex-
tractive and specified other activities subject
to the tax.2 The North Carolina tax is limited
to retailing and wholesaling, while the Arizona
levy includes retailing, wholesaling and extrac-
tive industries.

'It should be noted that laws in each of these jurisdictions
except New Mexico actually involve two taxes, one applying to
retail sales and the second to other types of business.
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The preponderance of the single-stage retail
tax at the state level is significant, and merits
special attention. Actually, it is explainable
largely on fiscal and administrative grounds.
In terms of the dollar volume of sales the tax
base is obviously much larger at this level. Also
many of the tax jurisdictions have relatively
little manufacturing or natural resource indus-
tries other than agriculture. Administratively,
every additional type of business taxed tends to
add to the enforcement problem. Another con-
sideration that may serve to deter use of the
multiple-stage form is "tax pyramiding." If
several or all of the stages in the production
and marketing of goods are taxed, the consumer
is faced with a pyramided burden in the sense
that he is paying a tax on a tax. Incidently,
this effect has undoubtedly been an important
factor in causing the multiple-stage states to
impose relatively low rates on wholesaling and
manufacturing as compared to retail sales. High
rates on natural resource industries, it should
be noted, are generally motivated by special
considerations associated with severance tax-
ation.

Rationale of Sales Taxes

The merit of any tax must be appraised in
the light of certain accepted standards both
theoretical and practical. In the case of retail
and general sales taxes practical considerations
rather than conformance to theoretical prin-
ciples provide the primary justification. In other
words, such factors as yield, relative ease of
administration, convenience of payment and an
apparent lack of acceptable alternatives have
assumed a greater weight in policy formation
than the adverse effects of the tax upon income
distribution.

Productivity. The general revenue producing
capabilities of the retail and general sales taxes
are a matter of record. They tap the flow of
funds in the economy at strategic points both
in terms of volume and its measurability. Con-
sumption expenditure, which constitutes the
bulk of total outlays in the nation's economy,
is the direct target of the retail tax. Inclusion
of sales at other specified levels of production
and distribution obviously extends the base in
the direction of a gross expenditures levy and
at the same time increases the volume of retail
outlays. While the impact of the retail tax on
consumption expenditures is limited by the
commodity emphasis (failure to include most
services) and by specific exclusions, deductions
and exemptions, the tax base is still very large
compared to that of other general tax forms.
In 1957, for example, the combined base of the
personal and corporate income taxes in Colorado
was $1,022,771,000 as compared with $2,000,-
000,000 for the retail sales tax. The assessed
value of property was $3,069,112,462 or 153

percent of the sales tax base. From the stand-
point of administrative determination of tax-
able sales, also, the problem is much simpler
than for a refined concept such as "taxable net
income."
Another aspect of the productivity of a tax

which is often said to be advantageous is sta-
bility. This feature is desired for the reason
that expenditure requirements tend to be
flexible Only in one direction, namely upward.
Thus, stability is actually desired only during
a down-swing in economic activity. The retail
or general sales tax yields are clearly responsive
to changes in the dollar volume of business, and
yields fluctuate more than those of the property
and motor fuels tax. At the same time, sales
tax receipts are relatively more stable than
those from the net income taxes. It should, of
course, be pointed out that stability of yield
during a period of recession or depression is
only achieved by inflicting serious hardship
on the taxpayer whose ability to pay has
declined.

Most forms of tax will produce more revenue
by raising rates or broadening the base. How-
ever, in the case of the sales tax the mechanics
of adjustment as well as the economic issues
involved are relatively simple. The rate is
uniform and the effect of an increase on yield
can be readily ascertained. Similarly, the dis-
tribution of the tax burden is largely predeter-
mined or fixed. There are no complex issues
such as how an additional burden under the
personal income tax is to be distributed among
the several income and progressive rate classes.
This type of advantage may explain, but obvi-
ously does not justify the use of sales taxes.

Ease of Administration. Retail as well as
general sales taxes are commonly assumed to be
easy to administer. This assumption, if properly
qualified, is not without foundation. Viewed in
relation to personal net income and property
taxes it is undoubtedly valid. On the other
hand, no tax is easy to administer if the objec-
tive sought is to enforce full tax liability and
payment by all taxpayers. The specific problems
of sales tax administration are considered in a
later section, but effective enforcement
a comprenhensive offiro u neid audit effort
by a large 2na competent staff.

The advantage which the sales tax has, as
compared to certain other taxes, is attributable
primarily to the relatively small number of
taxpayers and tax returns, the relative sim-
plicity and number of the computations involved
on the return, and the availability of substan-
tiating evidence or records for checking pur-
poses. The fact that the seller collects the tax
and usually passes the burden on to the buyer
may tend to lessen the incentive for evasion,
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but experience has demonstrated the fallacy
of relying on this influence. Direct costs of
administering the retail and general sales taxes
as compared to the other major taxes provide
some substantiation of the relative ease of
administration claim. However, this relation-
ship varies significantly from one state to an-
other, and if a seller's discount is permitted
the total expense may exceed that for other
taxes.

Incidence of General or Retail Sales Tax. The
question of the incidence of a tax is obviously of
major importance in determining its economic
effects. In the case of the sales tax it is generally
assumed that the bulk of the burden falls upon
the consumer of the finished product or service.
While this assumption is fully merited, the man-
ner in which the tax is shifted and the excep-
tions to the rule of shifting must be closely
scrutinized.

Shifting the Tax. Shifting of the tax to the
purchaser is normally accomplished by the sim-
ple expedient of adding the tax to the price.
Under the Colorado consumer type of tax law
this procedure is mandatory, and it is illegal for
the retailer to advertise that he is absorbing the
tax. These requirements may possibly facilitate
shifting of the tax on an individual transaction
basis, but they are by no means determinative.
A business subject to competitive pressures
from untaxed concerns, for example, may lower
its price before tax so that the total price includ-
ing tax is equal to that of its competitors. Thus,
the burden is actually on the business, though
it appears by casual examination to have been
shifted. Other possible methods of shifting the
tax should be noted, namely, securing a lower
price from suppliers (backward shifting), and
lowering of the quality of the product or reduc-
ing the quantitative unit in which it is sold.
Backward shifting will probably not be con-
sidered unless forward shifting is impossible,
and it is unlikely that an appreciable number
of business firms would be in a position to influ-
ence the supplier's price. Likewise, the lowering
of quality or quantity are expedients generally
not available to the retailer or wholesaler, and

voiv serious limitations in the case of manu-
facturers and proces3orc.
The conclusion that retail or general sales

taxes are ordinarily passed on to the consumer
is based upon objective as well as empirical
evidence. The tax is clearly a cost of doing
business; the cost is the same for all businesses
within a broad category or class; popular psy-
chology is favorable to shifting—it is expected
—and the manner of payment is convenient;
the demand for most of the items taxed is rela-
tively inelastic; where the purchase condition
is elastic, the low rate and amount of the tax
is not likely to deter consumption significantly;

and the seller's side of the market on the retail
level is competitive. Observation of business
practice and the views of management reinforce
these considerations. The legal requirements in
the Colorado law, as previously indicated, also
tend to facilitate shifting.

Case of Privilege-Type Taxes. It should be
noted that the impact of the tax burden which
is subject to shifting upon buyers may be con-
siderably different in the case of retail and
general sales taxes which do not require sepa-
rate accounting and collection of the tax on
each transaction (certain of the privilege-type
taxes). In these cases each seller determines
how he will recover the tax costs, and there
are many possible approaches to the distribu-
tion of the burden among the various classes
of goods sold. Consequently, it would be im-
possible to ascertain the specific impact of the
tax on the consumers of particular goods or
services.

Exceptions to General Rule of Shifting. The
exceptional situations which may compel the
retailer to absorb part or all of the sales tax
include the existence of substantial competition
which is not subject to the tax or pays a lower
tax; particular services or products produced
and sold under monopoly conditions; the "cus-
tomary price" purchase case; and the possible
impact of the bracket arrangement on special
types of businesses which would make it im-
possible for them to collect the full tax due.
Effective competition of the "no or lower tax"
variety is most likely to arise in the case of re-
tailers located close to the state boundary and
in the instance of mail order purchases by
residents from out-of-state sources. The border-
line competition situation is not serious in
Colorado as most of the neighboring states have
sales taxes with identical rates (all except
Nebraska and Texas), and there are very few
concentrations of retail business near the border
of the jurisdictions which do not tax retail sales.
It is impossible to determine the degree to which
mail order competition is increased by buyers
seeking to avoid the retail sales tax. It will,
of course, depend in large part upon the success
of the tax enforcement agency in collecting the
applicable sales and use taxes. Assuming that
there is some loss of business by certain resident
firms, tax absorption is highly improbable. In
the first place, the merchant is not likely to be
aware of the extent of such buying, and ad-
justment of prices to meet this limited form of
competition would ordinarily be more costly
than the loss of trade.
Public utility service is the principal area

of monopoly operation on the retail level which
is subject to the tax. While there is a possibility
of tax absorption by high profit concerns, it is
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extremely remote. The power to shift is present;
regulatory laws anticipate shifting; the sales tax
requires it; demand in most cases is inelastic;
and actual practice evidences that the tax is
shifted.

The customary price situation involving such
items as chewing gum, soft drinks and candy
bars presents a special shifting problem, par-
ticularly if the tax law requires that the tax
be collected on the individual transaction.
Strong consumer resistance is likely to develop
if the price is increased, although this may well
be a temporary reaction. The alternative meth-
ods of shifting through reducing the quantity
of the unit or its quality may be feasible. In
fact, both have been tried in response to rising
costs in general and the approach has proved
to be satisfactory within limits. If an increase
in price is the only practical way to shift the
tax, the further problem of many of the sales
of such items falling below the minimum tax-
able sum must be reckoned with. Where such
items are a major element of total taxable sales
tax absorption will undoubtedly occur. How-
ever, the conditions postulated are obviously
very limited in their application.

Particular versions of the bracket system have
also worked a hardship on certain variety stores.
Inflation has eliminated part of the problem and
modifications of the brackets will generally
assure adequate tax collections for such busi-
nesses. In any case there are no serious com-
plaints by these concerns under the present
Colorado bracket plan.
In general, the special circumstances which

may prevent shifting of the state retail sales
tax are even less significant in Colorado than
in many other jurisdictions. Consequently,
there seems to be little reason to question the
Premise that the great bulk of the tax burden
falls on the consumer. At the same time, the
inequitable aspects of tax absorption for the
relatively small number of firms involved
Should not be minimized.

The Question of Ability and Benefits Received.
It is generally recognized that the retail and
general sales taxes do not conform to accepted
Principles concerning the equitable distribution
of tax burdens. They are said to violate in
greater or lesser degree the basic elements of
the ability to pay theory, and constitute at best
a rough and inadequate measure of benefits
received. These views presume that the bulk
of the tax burden falls upon the consumer and
this assumption, as noted above, is generally
valid.

From the standpoint of the individual, at
least, net income is commonly accepted as the
best measure of taxpaying ability. There are
a few dissenters who hold that consumption
expenditures are the best guide, but this concept

completely disregards the obvious difference
between essential and non-essential outlays
whether for consumption or investment. It is
equally clear that the limited consumption
expenditure base of the sales tax is not directly
related to net income. Total consumption out-
lays are not proportional to net income, and
specific inclusions, exclusions and exemptions
tend to widen rather than lessen the disparity
in most instances. Secondly, there is no exemp-
tion related to minimum living costs for an
individual or family group. The typical tax
base (including food) does not apply to total
net income, but the proportion of taxable
income declines rather than increases as income
rises. In other words, the burden of the tax as
related to net income is regressive. Further-
more, this effect tends to be magnified the
greater the number of persons that must be
supported by a given income. Finally, the
ability principle involves the concept that
ability to pay rises faster than income or at a
progressive rate. Even with food exempted the
retail sales tax only approaches proportionality
on the low and medium income levels, and is
regressive above this point. Taxation of food
makes it regressive throughout all income
ranges. Thus, the most serious objection to the
retail or general sales taxes is attributable to
their burdensome effect upon low and medium
incomes and that of large family groups in
particular.

It may be argued that the above effects of
sales taxes are not significant because they serve
to balance or offset in part the steeply pro-
gressive impact of net income taxes. Certainly
the merit of any tax should be considered in
relation to the tax structure as a whole, and the
combined effect of all federal, state, and local
taxes is the final test. At the same time, it is
the component parts that make up the whole,
and a more equitable tax should always be pre-
ferred over a less equitable form. The over-all
effects of the Colorado tax system upon income
distribution are examined elsewhere in this
study, and they certainly do not merit an
attitude of complacency concerning the regres-
sive influence of the retail sales tax.

Differential rates under the general sales
taxes, such as the high rates for certain natural
resource producers, are open to a charge of
inequity, but here again one must look at the
total tax burden as compared to other businesses
and the comparative burden in other jurisdic-
tions. Further inequities as between taxed
businesses may arise as a consequence of vary-
ing competitive situations which make it im-
possible for certain concerns to shift all of
the tax.
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Expediency. Retail and general sales taxes
are usually defended on other grounds, both
political and economic. They are said to be
politically expedient both by virtue of the ease
of payment (a series of small amounts) and the
fact that the taxpayer is unaware of the total
burden involved. These considerations, par-
ticularly the former, undoubtedly influence
legislative policy. While convenience of tax
payment should be considered, it is obviously
not a primary criterion of sound tax policy.
The second idea might be termed the "sucker
theory" of taxation and has no place in the
formulation of a sound tax program.
Another argument frequently employed to

support sales as well as other forms of taxation
is that there are no acceptable alternatives.
Generally speaking, this view reflects a con-
venient rationalization of the problem. It is
suggested that existing revenue sources have
already been pushed to the maximum. A new
tax, it is assumed, will somehow make the addi-
tional burden less onerous. In reality this
assumption can only be valid if the new tax is
more equitable than existing sources. All taxes
must be paid ultimately from current income
or accumulated capital, and the desirability of
a particular tax must be judged in terms of its
relative impact on these resources.

Fiscal Significance of Sales Tax

State retail or general sales taxes are pres-
ently the major source of tax revenue in the
great majority of the thirty-three states that
employ them. As shown in Table 8.2, sales tax
receipts in 1957 totalled $3.4 billion or 33 per-
cent of the aggregate tax receipts of these
jurisdictions. While the relative significance of
the tax ranged from 56 percent in Washington
to 18 percent in Maryland, twenty-six of the
states obtained more than 25 percent of their
revenues from this source. The relative position
of the Colorado tax, which produced 27 percent
of total tax receipts, is well below the thirty-
three state average.

Differences in the relative importance of the
sales tax are attributable to a variety of factors
including the scope of the tax, exemptions and
rates as well as the other tax forms employed
by each jurisdiction. The pertinent aspects of
these policies will be considered in a later
section dealing with the sales tax in Colorado.

Sales Taxation in Colorado

Development and Principal Provisions of
Colorado Sales Tax Laws. The Colorado Retail
Sales Tax, adopted in 1935 as an emergency
measure, was quickly incorporated in the regu-
lar tax structure. This was accomplished by a
well organized and aggressive Old Age Pension
group through an initiated constitutional
amendment passed in November, 1936, by a

Table 8.2

Total Sales Tax Revenues and Percent of Sales
Taxes to Total Tax Revenues, by States, 1957

Sales tax
revenues

Sales tax revenue
as a percent of total

State (thousands) state tax revenue

Alabama $74,265 32.33
Arizona 35,325 33.00
Arkansas 35,763 28.55
California 603,333 36.85
Colorado 42,069 27.45
Connecticut 79,198 34.79
Florida 100,880 26.85
Georgia 124,282 39.51
Illinois 296,062 43.86
Indiana 123,758 41.51
Iowa 86,686 34.96
Kansas 51,269 32.44
Louisiana 80,760 21.65
Maine 17,122 24.26
Maryland 45,762 18.25
Michigan 328,805 42.61
Mississippi 55,580 34.62
Missouri 100,629 37.80
Nevada 9,914 28.11
New Mexico 35,231 36.27
North Carolina 73,595 19.90
North Dakota 14,218 27.47
Ohio 234,588 34.66
Oklahoma 49,753 21.10
Pennsylvania 189,933 19.27
Rhode Island 15,085 24.11
South Carolina 53,469 29.00
South Dakota 13,010 30.49
Tennessee 92,407 34.36
Utah 23,410 29.20
Washington 197,950 55.77
West Virginia 79,334 51.13
Wyoming 9,670 28.86

Total 3,373,115 33.44

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1957.

large majority of the popular vote. The amend-
ment incorporated what proved to be the most
liberal pension program in the country. The
key provisions removed the emergency feature
of the sales tax law, and set aside, as of January
1, 1937, 85 percent of all net revenues from
excises on retail sales or other purchase trans-
actions, and other excises on storage, use or
consumption of any product now or hereafter
imposed, for the Old Age Pension Fund. Simi-
larly, 85 percent of certain licenses were also
earmarked for this Fund. The existing and
future revenue potential of the earmarked taxes
was further protected by a requirement that
any reduction or loss of revenue through repeal
or amendment of these taxes must be replaced
by a sum equivalent to their yield in the year
preceding such action. Thus, the role of the
retail sales tax in Colorado was effectively
identified with the State's pension program, and
no significant changes in this relationship were
made until 1956.3
The sales tax law has undergone a series of

amendments relating to the structure of the tax
and its administration. While the amendments
have not been far-reaching in their effects, some
are worthy of special mention.

,See section, "Disposition of Sales Tax Receipts," of this
chapter.
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A series of amendments were adopted in 1939
with the general purpose of strengthening the
procedures for assessment and collection of the
tax. They extended the scope of the tax lien
as a collection device; established the priority
of the lien except for mortgages of prior record;
provided for an additional penalty of 10 percent
on unpaid taxes; and authorized the use of the
distraint action in collecting delinquent taxes.
In 1943 newspapers were excluded from the
definition of tangible personal property; and
sales of coal, gas, fuel oil and coke for manufac-
turing, mining, irrigation and building con-
struction, and telephone and telegraph service,
newsprint and printers ink were exempt.

Changes adopted in 1945 extended the tax
base to include: intrastate telephone and tele-
graph service; exchanged property; gas and
electric service; and meals and cover charges.
A revised bracket system was also established
following protests by variety and other retail
stores, and a 5 percent discount to cover tax-
payers' compliance costs was initiated. Finally,
tokens were discontinued as a consequence of
difficulties in obtaining materials, heavy losses
in circulation and general public dissatisfaction.
Revisions since 1945 have been of minor conse-
quence except for the 1956 constitutional
amendment relating to the earmarking and use
of receipts, which is described in a later section
of the chapter.

The Service Tax. The so-called Service Tax
was also enacted in 1935. This law in effect
broadened the scope of the sales tax to include
various services commonly exempt under the
retail form. In particular, it applied to profes-
sional and personal services including "business,
custom, recreational, structural, personal and
the professions." Although certain administra-
tive problems were encountered, the measure
Was very productive. However, increasing oppo-
sition developed especially from the professional
groups, and the tax was repealed in 1945.

Definition of Taxable Sales. The determina-
tion of taxable sales or transactions whether by
statute or regulation is by no means a simple
Matter. Broadly speaking there are three facets
of the problem: (1) the nature of the trans-
action; (2) the level at which the sale is made
or the type of business or person making it;
and (3) the use to be made of the product or
service involved. In defining the nature of the
sale or transaction there is a possible choice
between the restrictive "closed transaction"
cOncept, the all inclusive "any transfer" provi-
sion or an intermediate position.
. The consumer-type retail sales taxes are de-Sign ed to apply only to retail transactions, and
Lae transaction rather than the business in-
vnived is the focal point of the tax. The nature
of the retail sale must be clearly distinguished.

Generally speaking, the definition should be in
terms of the purpose or use for which the goods
are intended, and the sale of products for pur-
poses of resale would be clearly excluded.
However, this does not resolve the case of goods
to be used in the production, processing or sale
of other goods or services. It is clear that insofar
as such goods or services are incorporated in
another product a single-stage retail tax should
not be imposed. However, a decision must still
be made concerning such items as office sup-
plies, utility services and the machinery and
equipment used by manufacturers, processors
and wholesalers.

The Colorado tax is levied "on the purchase
price paid or charged upon all sales and pur-
chases of tangible personal property (and speci-
fied services) at retail." The tax is on the
purchase or sales transaction; it is to be paid
by the purchaser and is collected by the seller.
Sales are very broadly defined to include "closed
transaction," "installment and credit sales," and
"any transfer, exchange or barter, conditional or
otherwise.., for a valuable consideration ...."
Casual sales, those made outside of regular mer-
chandising channels, are also taxable with the
exception of farm auction close-out sales.
Finally, a right to continuous possession of an
article through a lease or rental contract which
would be taxable if sold outright is also con-
sidered to be a sale. Thus, the Colorado law is
comparable to those of other jurisdictions em-
ploying an "all inclusive" concept of sales, and
the revenue implications are self-evident.

Similarly, "sales at retail" are also broadly
defined as "all sales made within the state
except wholesale sales." This provision is dis-
tinctive and somewhat misleading, but is clari-
fied by other related provisions and regulations.
Actually, all sales for use, consumption or for
any purpose other than resale are considered to
be retail sales. However, sales to manufacturing
or processing plants where the property be-
comes an ingredient or component part of the
product are specifically exempt. Two other
specific exemptions are allowed,. namely, con-
tainers and other materials used for packaging
property for sale or resale, and industrial uses
of fuel and power. In effect, therefore, the
Colorado tax applies to most purchases for con-
sumption and many sales transactions outside
regular retail channels. With the two excep-
tions noted above, it follows the limited "physi-
cal ingredient" exemption rule insofar as sales
to business or industrial establishments are
concerned.

The Tax Base. The tax base of the Colorado
levy (as well as that of other jurisdictions) is
substantially modified by a series of specific
inclusions, exclusions and exemptions. These
provisions encompass a wide variety of trans-
actions, commodities and institutional relation-



186

ships. Unfortunately, there is little uniformity
from one state to another in the use of the
classifications noted.

Inclusions. As previously indicated, the pri-
mary impact of the retail sales tax in Colorado
is upon "tangible personal" commodities or
property. It does not apply to real estate, in-
tangible property or water in pipes, conduits
and reservoirs. The most important inclusions
are the sale of telephone, telegraph, gas and
electric services and the serving of meals. Other
services such as personal or professional, amuse-
ment, lodging, rentals and investment are not
taxed. Although of minor significance, pur-
chases of taxable items to be used as gifts, sales
to employees, sales on interstate trains and
purchases by owners or landlords of buildings
to be used by tenants are taxable.

Exclusions. Newspapers are the only specific
exclusion of any significance other than the
categories of sales or transactions indicated in
the discussion of taxable sales.

Exemptions. There are a variety of specific ex-
emptions involving commodities, sales to certain
private and governmental institutions and trans-
actions which are not taxable by virtue of
Federal Constitutional limitations. The com-
modity exemptions by category are as follows:

(1) Farm: Auction close-out sales; feed; fer-
tilizer; goats, hogs, horses for breeding
purposes, lambs, cattle and sheep; or-
chard trees; and seeds.

(2) Other: Beer, wines, and liquors; con-
tainers, labels and shipping cases; ciga-
rettes and tobacco products other than
cigars; fuel and power for direct manu-
facturing and processing use; motor fuel;
and newspapers, newsprint and printer's
ink.

It should be noted that the exemption of
motor fuel, liquor and other intoxicating bever-
ages, cigarettes and other tobacco products is
based on a general provision concerning prop-
erty taxed under the special excise taxes. Sales
of property subject to a Colorado or federal
excise of more than 121/2 percent are entitled
to the exemption.

Sales to four broad classes of institutions are
not taxable, namely: Colorado state depart-
ments, agencies and instrumentalities; Colorado
cities, towns and other sub-divisions; federal
agencies, institutions and instrumentalities; and
private religious, charitable and eleemosynary
institutions when the goods or services are used
for such purposes. The exemption of sales to
the federal government is required by the
Federal Constitution, while the others are mat-
ters of policy.

In addition to the federal agencies and instru-
mentalities exemption noted above, federal
constitutional principles restrict the taxation

of interstate and foreign transactions and cer-
tain sales made on federal military or Indian
reservations. A blanket provision of the law
exempts all sales which the State is prohibited
from taxing under the Constitution or laws
of the United States. The specific scope of the
exemption is then determined by regulations
made in conformity with the latest decisions of
the United States Supreme Court. In general,
neither import or export transactions which
involve the use of an interstate carrier prior
to the buyer taking possession of the goods can
be taxed. This prohibition is absolute in the case
of exports. With respect to imports, however,
activities of the seller in Colorado, including
a sales agency and a retail or wholesale outlet
through which the sale might have been con-
sumated, serve to make the transaction taxable.
Purchases outside the State which are not tax-
able directly are, of course, legally subject to
the "use tax." This levy, which is designed
to prevent avoidance of the sales tax, is con-
sidered in a later section of the chapter.

Sales made on federal lands to private persons
are now generally subject to the tax. The ex-
ceptions are sales by military post exchanges
or commissaries to authorized military person-
nel, and sales made within an Indian reservation
to an Indian who is a registered member of the
tribal group.

The policy aspects of Colorado's exemption
practice are very strict. Both in number and in
scope they represent a relatively limited en-
croachment on the tax base. With the exception
of cigarettes and liquor they are the typical
exemptions found in most of the state sales
tax laws.

Retail Sales Tax Base in Colorado and Other
States. The general definition of a taxable sale
or transaction in the Colorado law, as previously
indicated, is very broad and inclusive. Similarly,
sales for use or consumption to other businesses
are generally taxable subject to the "physical
ingredient" and certain "direct use" exceptions.
In both instances these rules are a logical out-
growth of the basic intent to level a single-stage
tax at the retail level. So long as the concept
of a retail tax is maintained, therefore, the
existing provisions closely approximate a maxi-
mum coverage.

In the area of specific inclusions, exclusions
and exemptions interstate comparisons are more
complex, but nonetheless important. To facili-
tate this phase of the analysis the more signifi-
cant aspects of state practice in the thirty-three
jurisdictions levying a sales tax are summarized
in Table 8.3. No attempt is made to distinguish
the specific classifications employed (detailed
inclusions, exclusions or exemptions), only
their effect.
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Commodities. The classes of commodities and
specific products excepted from the sales tax
in certain states which have an important im-
pact on the tax base are relatively limited. They
include food (consumed off premises or on
premises); medicine; farm products, feed, seed
and fertilizer; liquor; motor fuel; and cigarettes.
Of these, food is obviously the major item.
Eight states exempt food to be consumed off the
premises, but only two exclude restaurant
meals. Thus, Colorado's practice of taxing food
is in conformity with that of the great majority
of states. The situation with regard to medicine
(often limited to prescription drugs) is exactly
the same. Farm products, excluding seed and
feed and breeding stock, are taxable under
Specified conditions in only thirteen jurisdic-
tions. While Colorado does not exempt farm
products as a general category, many specific
items are exempt and most types of farm crops
sold by the farmer fall within the "sale for
resale" exclusion. Sales of feed, seed and fertil-

State
Alabama
Arizona 

T T

Arkansas 
T T

California 
T T

Colorado 
E T 
T
E 

T
EConnecticut

Georgia 
E i EFlorida

Illinois 
T T

Indiana 
T E
T TIO1Va

Kansas 
T T

Louisiana 
T T

Maine 
T T

Maryland 
E' E

Michigan 
E E

Mississippi 
T T'

Missouri 
T T

Nevada T T
T T

New Mexico 
North Carolina 

T T

Dakota 
E E

Oklahoma 

T
E 

ENorth 
T

Ohl.

T TPennsylvania 
Rhode Island 

E E
E E

South Carolina 
South Dakot 

T T

Tennessee a T
T T

Utah 
T

Washington 

T
T

West Virginia 
T T

Wyoming 
T T
T T

Totals 

States Imposing

izer are exempt under every state sales tax
except that of Oklahoma and the gross income
tax in Indiana.

State practice varies widely in the case of
alcoholic beverages, motor fuel and cigarettes,
the products generally subject to substantial
special excise taxes on both the federal and
state levels. Liquor is taxable in twenty-one
states; motor fuel in only five, and cigarettes
in sixteen. Colorado, it will be recalled, ex-
empts all three.

Services. The great majority of the states tax
one or more types of services, but this is accom-
plished by specific inclusion. There is no general
pattern as to the services covered. Of those
shown in Table 8.3, nineteen states (including
Colorado) tax domestic gas and electric service;
sixteen, admissions; sixteen, motel and hotel
lodging; sixteen, including Colorado, communi-
cations; eleven, domestic water; nine, transpor-
tation; and four, repairs and installation. Other

Table 8.3

Sales Taxes on a Selected Sample of Commodities and Services
and Major Exemptions, 1957

("E" indicates exempt and "T" indicates taxed)

Commodities

Feed,
Farm seed and

Medi- prod- ferti-
Food tine ucts lizer

E.

T.
T.

T•

Alco-
holic
bever-
ages

T

Ed

T.

Eh

E•

T•

Taxable 24 24 13 2 20
Exempt 0 9 20 31 13

°With specified exceptions.
bMunicipal corporations only.
'SPecial excise deductible from gross receipts.
'Sold by state liquor stores.
:Sales tax deducted from any refund.9nlY 50% of charge for prescription drugs.
!F, ept municipally owned.
'Except beer and wine.
lExcePt meals prepared by retailer.

Source: Ohio Department of Taxation, Research Division; Retail Sales Tax Comparative Tables, 1957.

Ciga-
Motor rettes
fuel tobacco

T.

T.

Gas
and Repair

electric Water Corn- Trans- and Motel
do- do- muni- por- Ad- instal- and

mestic mestic cations tation missions lation hotel
E E E E T E E
T T T T T E T
T T T E T E T
E E E E E E E
T E T E E E E
E E E E E E E
E E E E E E T
T Eh T. T T E T
E E E E E E E
T T T T T T T
T T T E T E E
T T T E T E E
E E E E T E T
T T E E E E E
T E E E E E T
T E E E E E E
T s T s T T E E. T
T T T T T E T
E E E E E E E
T E T . T T T T
E E E E E E T
T T T E T E E
E E E E E E E
T E T T T E T
E E E E E E E
T T T F' E E E
E E E E E E T
T T T E T E E
E E E E E E T
T E T T T E E
E E E E E T T
E E E E T T T
T E T T T E E

Services

4 16 19 11 16 9 16 4 16
29 17 14 22 17 24 17 29 17
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classes of service such as personal, professional
and investment are usually exempt, although a
substantial minority include certain personal
service activities. The general disposition to ex-
clude services seems to reflect primarily the
commodity bias of existing sales taxes, although
other factors, such as the existence of special
taxes, are also operative in particular cases.
Colorado's practice in singling out gas, electri-
city and communications for taxation exhibits
the same lack of logical direction found in most
jurisdictions.

Implications of Existing Practices. Certain
commodity exemptions as well as the taxability
of particular services have important effects
upon revenue, the equity of the tax and the ad-
ministrative problem. From the standpoint of
revenue and equity, food is a key item. Nor-
mally it accounts for approximately 20 percent
of the retail tax receipts. At the same time, ex-
emption of food consumed off the premises
largely relieves the regressive impact of the tax
on low as compared to average-income groups.
The choice, therefore, is clearcut, revenue vs.
greater equity. Medicine involves the same con-
flict of purposes, but the effects are relatively
inconsequential.

Sales of farm products by the farmer are usu-
ally for resale and such sales logically should be
exempt under the retail tax. Direct sales to con-
sumers are of minor import and difficult to
check, but Colorado's provision taxing certain
of these sales is sound theoretically. The feed,
seed and fertilizer exemptions, so far as farmers
are concerned, are applications of the physical
ingredient and direct-use rules. They are justifi-
able in view of the single-stage character of the
retail tax. Colorado's practice of exempting fer-
tilizer used by farmers in producing crops and
taxing lawn use is consistent with the general
policy in the great majority of states.

Exemption of alcoholic beverages, motor fuel
and cigarettes, which are the "big three" in
terms of special excise tax receipts, is designed
to avoid further "piling on" of tax burdens. The
states all impose substantial special taxes on
motor fuel and liquor and the majority tax cig-
arettes. Considering the heavy federal taxes, the
percentage tax burdens range from 60 to 80 per-
cent on hard liquor; 50 to 60 percent on ciga-
rettes; and about 30 percent on motor fuel in
many jurisdictions. Colorado's policy is more
liberal than that of the majority of states both
in exempting all three items, and in making
federal as well as state taxes a basis for exemp-
tion. Taxation of cigarettes, liquor and motor
fuel is profitable revenue-wise, the three items
accounting in 1957 for 10 percent or more of the
collections in the taxing states.4 It is defended

4Estimated on the basis of data from selected taxing states.

on the ground that the special excise and retail
taxes are independent levies and are justified
on distinctive grounds. Needless to say, this is
a "keyhole approach" to the question of equity.

The commodity bias of retail and general sales
taxes is difficult to explain. Consumer services
in general provide as logical a basis of taxation
as commodities on both theoretical and revenue
grounds. The existence of special taxes on
certain utility services or admissions may sug-
gest exemption of these items, and investment
services are normally not associated with the
consumption process. Apart from these cases
in which the reasoning is not conclusive, there
are no theoretical bases of exemption other than
those that would apply to certain basic commo-
dities. Inclusion of consumption services with
specific exemptions for activities subject to
special taxes would greatly increase the revenue
potential in Colorado and most other states.
The administrative problem would be extended,
but the present difficulty of checking evasion
on services rendered in connection with the
sale of taxed commodities would be eliminated.

In conclusion, the breadth of the retail sales
tax base in Colorado compares quite favorably
with that of other states. The commodity ex-
emptions are those typically found in other
states with the exception of liquor and ciga-
rettes. In the services category only three types
of public utilities are taxed. While such a lim-
ited application of the tax to services is not un-
usual, this area affords the primary opportunity
for enlarging the base of the retail tax. The im-
plications involved in changing the form of the
tax to a multiple-stage levy are examined in
the concluding section of the chapter.

The Small Sales Problem. The tax treatment
of sales which involve a fractional tax liability
of less than 1/2 of 4 has always been a trouble-
some problem. It arises on any sale involving a
small fraction of a dollar. If such sales or por-
tions of a sale are exempt, a question of equity
is raised. Businesses with a large volume of
these transactions may also be injured through
failure to collect sufficient tax to cover their per-
centage tax liability on total taxable sales. On
the other hand, collection of a full penny tax on
the fractional amounts would obviously be dis-
criminatory and would no doubt result in excess
collections by the type of business indicated.

In the early history of the state sales taxes
pressure was brought to bear on Congress to

mint 1/2 cent pieces, but to no avail. As an alter-
native some fourteen states resorted to the issu-
ance of tax tokens. They varied in denomination
from 1 to 5 mills, in size, and in the types of mat-
erials used. Without exception, however, they
soon came to be regarded as a nuisance by busi-
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nessmen and taxpayers alike. Due to heavy
losses in circulation, cost of issuing and distrib-
uting them also became excessive.
The states that did not use tokens generally

resorted to the device of establishing fixed
brackets for tax collection, and this plan is now
employed in the great majority of sales tax jur-
isdictions. It ordinarily involves the stipulation
of a minimum fractional sum under fifty-cents
on which no tax is due, the range under one dol-
lar for a 10 tax and the breaking point for collec-
tion of additional tax on sums in excess of one
dollar. In Colorado with a 2 percent rate, sales
amounting to less than 190 are exempt; those
from 190 to 680 inclusive, pay a 10 tax; and those
from 690 to $1.18 inclusive, pay a 20 tax. Vendors
are required to remit a minimum tax of 2 per-
cent on their total taxable sales and any excess
over 2 percent that they collect. These breaking
Points appear to be generally satisfactory from
the standpoint of taxed concerns, and there is
no desirable alternative to the bracket arrange-
ment.

Interstate Sales and the Use Tax. As previ-
ously indicated, goods sold to persons or firms
outside the state and delivered by interstate car-
rier are not taxable by the exporting state. A
similar immunity was once thought to apply
to such goods in the state of import so long as
they remained in the "original package." How-
ever, this latter aspect of immunity has been de-
limited by judicial decision in cases where the
seller carries on a regular retail business or
maintains a sales office in the state receiving the
goods. The use or compensating tax was intro-
duced by Washington in 1935 to meet the gen-
eral problem of tax avoidance resulting from
out-of-state buying by residents. It is now em-
ployed by all of the retail and general sales tax
states except Missouri, and apart from specific
e. xemptions this makes it legally feasible to tax
interstate sales in the state of import.

The Colorado use tax, which follows the gen-
eral pattern found in other jurisdictions, applies
to the "use, storage or consumption" of tangible
personal property purchased at retail and not
subject to the Colorado sales tax. Use is inter-
preted as control over the goods. The basic fea-
tures of the tax including the definition of tax-
able sales, exemptions and rates are identicalto those of the sales tax.

Special exemptions are extended to non-resi-
dents who bring property into the State for per-
sonal use and who are here temporarily, and who
Purchased property outside the State for use
there and the first and substantial use was out-s. ide of Colorado. Automobiles purchased for
lrnmediate transportation and use outside the
6t.ate are not taxed if a temporary transit per-it is secured or if the vehicle is registered in
another state. Also, automobiles purchased out-

side the State and brought into the State for use
within a period of one year following the trans-
action are not taxable if the owner can prove
that a sales or use tax was paid in another
jurisdiction.
The use tax serves to close the legal loophole

for avoidance insofar as interstate transactions
are concerned. However, enforcement of tax
liability is extremely difficult, and there is un-
doubtedly considerable evasion at best. Another
possible effect of the use tax should be noted.
While its primary purpose is to ensure payment
of a tax on interstate sales, it may result in a
double tax under certain of the state statutes.
In particular, this may occur unless the use tax is
restricted to transactions on which no sales tax
has been paid. The Colorado law, as well as
those of several other states, does not contain
this limitation.

Administrative Organization and Procedure.
The Colorado sales and use tax is administered
by the State Revenue Department, the central
State agency concerned with tax administra-
tion. Immediate responsibility for enforcement
under the supervision of the Director of Reve-
nue appointed by the Governor, is vested in
a special staff consisting of a chief auditor and
three office auditors, one of whom works on the
use tax.
Field audits for the sales and other taxes ad-

ministered by the Department are handled by
a general staff of revenue agents who operate
out of Denver and 4 district offices. Special legal
actions are the responsibility of the collection
unit of the Department.

Collection and Payment of Tax. The initial
responsibility for collection and payment of
the sales tax is upon the vendor or seller. Thus,
the taxed concern becomes the agent of the
State in this phase of administration, and is re-
quired to obtain a sales tax license if it does not
have a license under the State Store License
Act. The situation is somewhat different in the
case of the use tax. While out-of-state firms who
maintain facilities or solicit orders in the State
are required to collect the sales or use tax,
where such conditions do not obtain the pur-
chaser becomes liable for payment.
The total liability for collection and payment

amounts to 2 percent of taxable sales or more if
an excess is collected. In terms of the individual
transaction the entire sales price or value of the
item sold is taxable except for property taken
in trade which is to be resold. Credits are al-
lowed for returned property, worthless accounts
and readjustments in price, and either credits
or refunds are permitted for overpayment of tax
due to errors or cancelled sales. In the special
case of credit, installment or conditional sales
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the tax must be collected on each payment. If
a dispute arises between the seller and the
buyer as to the taxability of a transaction, the
tax must be collected, and the buyer may sub-
mit a claim for a refund.
Businesses liable for tax collections and pay-

ments must file returns and remit the tax due on
a monthly basis with one exception. If the tax
due amounts to less than $20 per month, they
may file and pay by the quarter. Each business
is given an option of reporting and paying the
tax either on the cash or accrual method, but
once the choice is made it cannot be changed
except by approval of the Director of Revenue.
To ensure an adequate basis of determining

tax liability the buisness must keep and pre-
serve for three years all invoices and other
official records of goods purchased for resale
and suitable records of sales.
As a compensation for its services the business

is permitted to retain 5 percent of the tax due
and collected. This allowance is very liberal as
compared to the practice of other jurisdictions.
Only 16 of the states provide for any compen-
sation, and the percentage discounts granted in
other states are either 2 or 3 percent.5

Enforcement, Delinquent Taxes and Penalties.
Sales or use tax payments become delinquent if
not made on the final date specified for filing of
the return. Special procedures and penalties are
provided in the case of insufficient payment,
failure to file a return or refusal to file and false
or fraudulent returns or statements. In cases
of insufficient payment or no return, the tax-
payer is given written notice of the assessment
and has ten days to pay or request a hearing.
Penalties become applicable after the 10 days
notice. The penalties are 1/2 of 1 percent interest
per month if no return is filed and a fiat 10 per-
cent of tax plus 1 percent monthly in the case of
refusal to file. If fraudulent intent is involved,
the penalty is 50 percent of tax plus 1 percent
interest per month. Fraud also constitutes a mis-
demeanor punishable by a $1,000 fine and 6
months in jail.

If delinquent taxes plus additional assess-
ments and penalties are not paid, any property
of the taxpayer may be seized and sold to satisfy
the claim under a distraint order. The law pro-
vides that the tax collected be held in trust,
and the Revenue Department claims a prior lien
on goods, stock in trade and fixtures used in re-
tail business extending over a one-year period.
Civil suit may also be instituted. Except in the
case of fraud, there is a three-year limitation
upon such action.

Sales Tax Rates in Colorado and Other States.
The retail sales tax rate in Colorado has re-
mained at 2 percent since its adoption in 1935.

,Clinton V. Oster, State Retail Sales Taxation (Bureau of
Business Research, Ohio State University, 1957), p. 94.

As shown in Table 8.4 thirteen states impose a
2 percent rate; Illinois and Kansas-21/2 percent;
fifteen-3 percent; Pennsylvania-31/2 percent;
Washington-4 percent; and Indiana—% of 1
percent. Eight of the states which employed the
tax on January 1, 1952 have increased their rates
since that date, in most cases from 2 to 3 percent.
The constancy of the rate in Colorado is prob-

ably attributable to the inflexible earmarking
provisions which reserved 85 percent of sales tax
receipts for welfare purposes, and the fact that
receipts have been more than adequate to pay
one of the highest old age pensions in the coun-
try. The 1956 amendment has changed this sit-
uation in that the overflow (excess of $100 pen-
sion, medical benefits reserve and contingency
reserve) will go into the General Fund. In view
of this new policy and the practice of other
states, it is quite evident that the present 2 per-
cent rate in Colorado does not represent a prac-
tical maximum. California and Florida both im-
pose a 3 percent state sales tax, in addition to
widespread local levies ranging from 1/2 to 1
percent.

Table 8.4

State Tax Rates on Retail Sales, Other
Sales and Gross Income, 1958

Retail
sales

tax rate Wholesale

Other
persons.' 

faMctuarniung 

atnhde r

 professionalpseerrsncale  

State
Alabama

(percent)
3

(percent) (percent)
—

(percent) (percent)

— _
Arizona 2 0.25 1.00 — 1.00
Arkansas 3 — _

California 3 —
Colorado 2
Connecticut 3
Florida 3
Georgia 3
Illinois
Indiana % 0.25 1.00 1.00 1.00
Iowa 2
Kansas 2%
Louisiana 2
Maine 3
Maryland 3
Michigan 3 0.65" 0.65" 0.65" 0.65"
Mississippi 3 0.125 3.00 3.00"
Missouri 2
Nevada 2
New Mexico 2 0.125 0.50 0.25 2.00"
North Carolina 3
North Dakota 2
Ohio 3
Oklahoma 2
Pennsylvania 33.
Rhode Island
South Carolina 3
South Dakota 2
Tennessee 3
Utah
Washington

2
4 0.40' 0.40' 0.40" 0.600,

West Virginia 2 0.195" 1.3-7.8" 0.39" 1.00"
Wyoming 2

These are separate taxes applying to gross receipts in Michigan and
Washington and gross income in West Virginia.

b Applies to personal and professional service.

Source: Commerce Clearing House, State Tax Guide.

Consideration of the desirability of a rate in-
crease, apart from the question of need, should
be predicated upon a precise determination of
the revenue implications for the General Fund,
the economic effects of the sales tax, the pos-
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sibility of increasing local use and, of course,
the alternatives available. These aspects will
be examined in later sections of the chapter and
other parts of the report.

Colorado Sales Tax Revenues. The general
importance of the retail sales tax in Colorado
and other states was indicated in an earlier sec-
tion of this chapter. Particular aspects of its
productivity in Colorado, as well as certain com-
parative data will now be examined.
The long-term trend of sales and use tax re-

ceipts, their percentage significance in the
State's tax system and the yield of the special
services tax during the period of its use (1938-
1945) are shown in Table 8.5. Net collections
from the sales tax have increased each year
since the tax was adopted, except for a slight
decline in 1954. The yield of $38,947,392 in 1957
represented an increase of 482 percent over the
$6,689,000 received in the second year of the
sales tax, 1937. While the rise in receipts has
been tremendous considering the constant rate
and the fact that the legal scope of the tax base
has not been extended, the percentage signifi-
cance of sales tax collections to total tax re-
ceipts varied from a low of 22 percent in 1941 to
a high of 34 percent in 1947. It has declined in
relative importance since 1947 due primarily to
the rapid growth of highway user tax receipts.
Use tax collections have increased more

sharply than sales tax collections-from $72,000
in 1937 to $3,122,888 in 1957. This development is
largely a reflection of more extensive and effec-
tive enforcement efforts as additional experi-
ence was gained in administration. While the
use tax receipts and consequently the relative
importance of the tax fluctuates from year to
Year, it has averaged around 2 percent of total

Year Sales
1936
1937
1938
1939
1940
1941
1942
1943
1944
1945
1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1958
1957

• 5,809,000.
6,689,000
6,820,938
6,856,570
7,281,529
7,774,249
8,499,224
9,515,499
10,254,531
11,321,047
14,580,788
19,781,782
23,242,132
24,401,843
24,723,536
28,364,452
29,152,464
31,749,388
31,597,904
34,643,005
37,749,658
38,947,392

tax collections since 1946. In relation to total
sales and use tax revenues it accounted for a
modest but significant 7.4 percent in 1957.
Combined sales and use tax receipts have

averaged about 30 percent of total State tax
revenues since 1943. Thus, it has been the major
single source of State tax collections exceeding
the combined yield of the personal and corpor-
ate income taxes and closely rivaling the high-
way user tax group in recent years.6
The ill-fated service tax was a good revenue

producer in spite of taxpayer resistance and se-
rious administrative problems. It averaged
around 4 percent of State tax receipts, and dur-
ing the eight-year period, 1938-1945 inclusive,
service tax yields amounted to 16 percent of
total sales and use tax collections.
Analyses of gross sales and taxable sales in

Colorado made by the Department of Revenue
indicate that allowable deductions slightly ex-
ceed taxable sales.7 The fact that slightly less
than one-half of reported sales are taxable dem-
onstrates the limited scope of the retail tax and
the crucial character of exemption and deduc-
tion policies. While comparisons are subject to
obvious qualifications, the ratio of taxable to
non-taxable sales in Utah, which has a compar-
able law, is also approximately 50 percent.

Relative Importance of the Tax in the Western
States. The yield of the Colorado sales and use
tax as compared to that of the seven other
Western States using the levy is considerably
below average. As indicated in Table 8.6, in 1957
Colorado ranked lowest or in eighth position,

'See Chapter IV, Table 4.7.
'State of Colorado, Department of Revenue, Annual Reports,

1945-1954.

Table 8.5

Retail Sales, Use and Service Tax
Colorado, 1936-1957

Net Tax Revenues
Use Services

$ N. A.
72,000
90,033
333,913
330,527
442,681
410,628
350,828
411,419
557,638
945,883

1,204,440
1,540,937
1,383,834
1,373,325
1,698,049
1,833,970
1,963,465
2,255,279
2,340,935
2,730,379
3,122,888

$

1,273,002
1,289,892
1,192,722
1,236,643
1,368,480
1,801,887
1,851,052
1,593,597°

52,788
6,122
948
147

Revenues in

Percent of Total State Tax Revenues
Use ServicesTotal

-
Sales Combined

$ 5,809,000 N. A. N. A. N. A.6,761,000 30.52 0.33 28.448,183,973 26.93 0.36 5.03 32.46
8,480,375 23.61 1.15 4.44 29.208,804,778 22.15 1.00 3.63 26.789,453,573 21.96 1.25 3.49 26.7010,278,332 22.80 1.10 3.67 27.5711,668,214 23.93 0.88 4.53 29.3412,517,002 25.58 1.03 4.62 31.2313,472,282 27.62 1.36 3.89 32.8715,579,459 29.76 1.93 0.11 31.8020,992,344 33.73 2.05 0.01 35.7924,784,017 31.57 2.09 34.6625,785,824 29.98 1.70 31.7526,096,861 28.86 1.60 30.4630,062,501 29.51 1.77 31.2830,986,434 28.70 1.80 30.5033,712,853 29.76 1.84 31.51
33,853,183 28.70 2.05 30.75
36,839,940 27.67 1.87 29.54
40,480,037 27.17 1.96 29.13
42,070,280 26.43 2.12 28.55

! Includes total for sales and use tax collections.° Service Tax was repealed in 1945.
Source: State of Colorado, Division of Accounts and Control, Annual Reports; and Colorado State Department of Revenue, Annual Reports.
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in terms of the percentage of total tax receipts
derived from the sales tax; eighth in collections
per capita; and seventh in the ratio that sales
tax revenues bear to total state income pay-
ments. The relatively low ratio of sales to total
tax revenues is not particularly significant in
view of the important differences in sales as
well as other general tax practices. Washington
and California impose higher rates, and Arizona
and New Mexico employ general sales as op-
posed to the retail levies of the other states. The
Nevada, Utah and Wyoming ratios are also
above that of Colorado, but not significantly.

A broader thirty-three state comparison of
sales tax collections to total revenue shows
Colorado in 1957, in twenty-fifth position or well
below the median (Table 8.2). The mean aver-
age, based on aggregate yields, of 33.44 percent
was also well above the ratio in Colorado. These
relationships, obviously, are subject to the same
qualifications noted above.

The comparatively low per-capita collections
and percent of income taken by the sales tax in
Colorado are significant from a burden stand-
point. They demonstrate very clearly that the
sales tax is less burdensome in this State than in
any of the other Western States except Nevada.
The reasons for this situation apart from the
general factors noted are not readily apparent.
Further examination of these relationships in
two of the neighboring states, Utah and Wyo-
oming, which impose a 2 percent retail tax, pro-
vides a partial explanation.

Table 8.6

Retail and General Sales Tax Yield Relationships
in Eight Western States, 1957

(Rank of order of states in parenthesis)

Percent of total Per capita
Sales tax revenues

as percent of
States tax revenues revenues personal income •

Colorado 27.45(8) $25.84(8) 1.35(7)
Utah 29.20(5) 28.38(7) 1.65(5)
Wyoming 28.86(6) 30.60(6) 1.55(6)
New Mexico 36.27(3) 43.44(3) 2.56(2)
Arizona 33.00(4) 32.53(5) 1.76(3)
Nevada 28.11(7) 38.73(4) 1.12(8)
Washington 55.77(1) 74.00(1) 3.38(1)
California 36.85(2) 44.79(2) 1.74(4)

Average
8 States 32.42 39.79

Average
33 States 33.44 29.89

• 1956 data are employed.

Source: U. S. Bureau of Census, Compendium of State Government Fi-
nances in 1957.

In Utah the tax base is somewhat more in-
clusive (alcoholic beverages and admissions)
and per capita incomes are lower than in Colo-
rado. Thus, the higher burden might logically
be anticipated. The burden is also higher in
Wyoming, however, which has a comparable tax

base and per capita income almost equal in
amount. The difference in impact, therefore,
would have to be accounted for in terms of
variations in individual expenditure patterns
or the effectiveness of tax enforcement in the
two jurisdictions. These illustrations as well as
the more general factors noted serve to indicate
the limited usefulness of the comparative data
and the difficulties inherent in interpreting
such information on a meaningful basis.

Costs of Collection. The direct costs of ad-
ministering the retail sales tax, as shown in
State Revenue Department reports, has aver-
aged well under 11/2 percent during the last dec-
ade. In the early years following adoption of
the tax costs were much higher, ranging from
2 to 3 percent. Costs of collection of the use tax
have followed a similar pattern, but were some-
what higher until 1957. The combined expense
of administration is only influenced in slight de-
gree by the use levy in view of its modest yield.

Table 8.7

Cost of Collection of Retail Sales, Use and
Service Taxes in Colorado, 1942-1957

Year
--Percent of total tax revenues

Sales Use Sales and use
---

Service

11994432 2.85 3.75 2.89 8.80
2.13 3.30 2.18 6.13

11994454 2.04
1.85

2.86
3.38

N.A.
1.92

6.01
5.91

1946 1.88 3.28 1.96 -
1947 1.36 3.06 1.45 -
1948 1.27 2.50 1.35 -
1949 1.23 2.91 1.32 -
1950 1.20 3.23 1.31 -
1951 1.13 2.72 1.22 -

11995325
1.17
1.16

2.45
2.48

1.25
1.24 -

1954 1.40 2.24 1.46 -
1955 1.37 1.75 1.40 -
1956 1.22 1.82 1.26 -
1957 1.57 1.45 1.56 -

Source: State of Colorado, Department of Revenue, Annual Reports.
1943-1957.

While it is difficult, if not impossible, to ob-
taM accurate information on administrative
costs in many jurisdictions, the available data
indicate that Colorado was close to the median
position in 1957. The weighted average collec-
tion costs (according to total collections) for
twelve states which accounted for almost two-
thirds of total sales and use tax revenue m
1955 was 1.47 percent.' Costs ranged from a low
of 0.85 percent in Michigan to a high of 3.82
percent in Ohio which employs a special collec-
tion device of prepaid tax receipts. Otherwise,
California's cost of 2.01 percent constituted the
maximum in the twelve-state comparison. The
declining ratio of administrative expense in
Colorado since the adoption of the tax generally
parallels the experience of other states.

sOster, op. cit., p. 162.
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The direct costs of administration for the re-
tail and general sales taxes compare very fa-
vorably with those of other major tax forms.
They are also very reasonable in terms of a
commonly accepted hypothetical range for a
"good tax," namely, 2 to 5 percent. To be realis-
tic, however, the retailer's discount should be
added to state costs. This results in a total cost
for Colorado of approximately 6.5 percent.
Other states making such allowances are less
liberal, and their total costs with the exception
of Ohio are still below 5 percent.°
The most significant question concerning the

cost of administering the sales tax in Colorado
and elsewhere is whether the expenditure of
funds and effort is sufficient to maximize rev-
enues and to minimize evasion. Low cost may
well mean ineffective administration accompa-
nied by heavy revenue losses and serious in-
equities between taxpayers. While it is very
difficult to evalute administrative accomplish-
ment, this problem is examined in a later sec-
tion of the chapter.

Source of Sales Tax Receipts. The source of
sales tax collections as to types of business and
geographical area is of concern both in policy
formulation and administration. Such informa-
tion is also of value to businessmen and to others
interested in general economic trends. From a
Policy standpoint it is essential to know how the
burden of the tax is distributed among various
classes of goods and services, and this requires
a detailed breakdown of collections by type of
business. Similarly, in checking tax returns for
Possible evasion the availability of such data
makes it possible to develop typical ratios of
taxable to tax-exempt sales for each class of
business. The interest of business groups in sales
trends on a local as well as a statewide basis
requires no elaboration.
The State Revenue Department maintained a

Comprehensive series of collections by business
classes and by county through 1954. Since that
date the breakdown by types of business is not
available, but its resumption is planned in the
near future. Using four representative years
from 1942 to 1954, Table 8.8 shows the trend of
collections by broad categories of business. As
might be anticipated, the food group far out-
ranked other classes, and remained virtually
Constant at an average of approximately 26
Percent. In the earlier years general merchan-
d. ise ran a close second, but has steadily declinedin relative importance from 22 percent in 1942to 16 percent in 1954. This change is largely
attributable to the growing importance of auto-
mobiles and automotive products which in-
creased from about 13 to nearly 17 percent.
Other categories of business exhibiting sub-
stantial gains were: lumber and building pro-

'Ibid. 41dd. pp. 94 and 162.

ducts; manufacturing, trading and jobbing; and
furniture. On the other hand, clothing and un-
classified retail businesses showed declines.
The fact that less than 1 percent of collections
are presently derived from professional and
personal services is, of course, a result of the
general policy of excluding the major service
activities.

The trends cited may logically be expected to
continue. Their significance with reference to
possible changes in exemption policy, as well
as the burden of the tax on income groups, is
examined in the concluding parts of this chap-
ter.

Table 8.8

Sales Tax Receipts, by Type of Business, in
Colorado, Selected Calendar Years, 1942-1954

Percent of total tax paid
Business classification 1942 1946 1950 1954

Food group 26.28 27.71 25.20 26.43
Automotive group 12.89 13.17 18.89 16.69
General merchandise 22.67 22.67 18.01 16.47
Lumber and building 6.94 6.16 8.09 8.85
Mfg., trading and jobbing 5.99 5.56 6.49 7.91
Public utility 6.61 4.79 5.22 6.07
Furniture 3.31 3.90 5.00 5.73
Apparel 7.07 8.31 5.96 5.50
Unclassified retail 6.95 6.39 6.14 5.38
Prof. and personal services 0.74 1.02 0.80 0.87
Farm and garden produce 0.55 0.32 0.20 0.10

Total 100.00 100.00 100.00 100.00

Source: State of Colorado, Department of Revenue, Annual Reports,
for the indicated years.

The relationship of tax collections from inde-
pendents, chain stores and foreign corporations,
as depicted in Department of Revenue data, does
not reveal a significant long-term trend. While
the proportion of taxes collected from chains
increased from 16.9 percent in 1950 to 19.8 per-
cent in 1956, the comparable ratio in 1943 was
19.1 percent.1°

Specific data are not available indicating the
impact of the sales tax on large and small firms.
However, it is evident that the bulk of sales tax
collections are obtained from a relatively small
proportion of the total number of concerns filing
returns. It is estimated currently that 30 percent
of the taxed businesses file on a quarterly basis
which means that their tax liability ordinarily
amounts to less than $20 per month.
The data on sales tax collections by counties

are incomplete, showing only the taxes paid
by "independent outlets." These collections in
1957 accounted for two-thirds of the total. They
reveal, as might be expected, a high degree of
concentration of sales tax revenues. Denver City
and County alone produced over 40 percent of
the total sales tax revenues from such outlets;
three counties, Denver, El Paso, and Pueblo,

',State of Colorado, Department of Revenue, Annual Reports.
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paid in over half or 54.77 percent; and the ten
most productive counties (add Jefferson, Arap-
ahoe, Boulder, Mesa, Weld, Larimer and Adams)
accounted for nearly four-fifths. Allocation of
chain store sales would probably magnify rather
than lessen the concentration indicated.11

Disposition of Retail Sales and Use Tax Rev-
enue. Colorado's most important general source
of tax revenue has been dedicated to welfare
purposes since 1936. A constitutional amend-
ment adopted in that year earmarked 85 per-
cent of net retail sales and use taxes, state liquor
taxes and licenses and any other excises which
might be adopted at a later date for pension
purposes. The remaining 15 percent was set
aside for other welfare programs. A prior deduc-
tion of 5 percent for tax administration by the
Revenue Department was authorized, and in
practice 5 percent has also been reserved for the
administration of the welfare programs. In
terms of the proportion of State tax receipts
involved, both actual and potential, and the lib-
erality of the old-age pension grants which re-
sulted, this action was unparalleled.

While the earmarking arrangement appeared
to dedicate all of the revenues from the above
sources to welfare purposes, there has been a
small surplus available for General Fund use.
This surplus arose as a consequence of the fact
that the funds reserved for "other welfare"
functions and for administrative expense were
not fully utilized. In the years immediately
preceding the new earmarking amendment
adopted in 1956 General Fund transfers nor-
mally amounted to about 8 percent of net sales
and use collections. Coincidentally, the total
excise tax transfers accounted for approximately
the same percentage of total General Fund re-
ceipts.12

The earmarking formula was significantly al-
tered by the 1956 amendment, but the immediate
effect was to extend the scope of benefits to the
State's dependent aged. The amount of funds to
be used for welfare purposes from the sources
noted is now determined by certain specified
needs as follows: (1) the payment of a basic
$100 per month pension (subject to adjustment
on the basis of changing economic needs and is
now $105) ; (2) the creation and maintenance
of a new $5,000,000 stabilization fund to ensure
payment of prescribed pension benefits; and (3)
the provision of a maximum of $10,000,000 a
year to meet the cost of a new medical care pro-
gram for pensioners. The 5 percent authoriza-
tions for tax and welfare administration were
not changed.

It is impossible to determine the precise effect
of the new provisions on the General Fund. The

"State of Colorado, reports of Division of Accounts and Control,
October, 1957.

$100 pension requirement is a minimum and
rising costs of living have already resulted in a
$5 increase. The number of persons eligible for
State pensions has been relatively stable in re-
cent years and may actually decline in the fu-
ture as a consequence of the expanded coverage
of the federal plan. However, this situation ob-
viously involves an element of uncertainty. The
cost of benefits under the new medical care plan
which is to be inaugurated in 1958 is also inde-
terminate, but cannot exceed $10,000,000.
Estimates made in 1956 indicated that a small

but increasing surplus would be available for
General Fund use in the early 1960's. Actual de-
velopments to January 1, 1958 have been more
favorable than anticipated. In addition to pay-
ment of the minimum pension, the $5,000,000
contingency reserve has been established and
some $4,000,000 has been placed in the medical
care fund. Assuming no further increase in the
$105 pension rate and on the basis of projected
sales and excise tax collections, the Budget Of-
fice estimates that there will be a substantial
increment to the General Fund in 1959. A some-
what smaller sum will be available in fiscal 1960,
but this is expected to increase significantly
in subsequent years.

General revenue projections and General
Fund relationships are dealt with in another sec-
tion of this report. However, it is evident that
the retail sales and use tax receipts will become
an increasingly important source of general fi-
nancing in the near future. This will be the case
under existing provisions of the tax and welfare
laws. If the tax rate is increased or the base ex-
tended, all additional revenues should be avail-
able for General Fund purposes.

Enforcement of Sales and Use Tax Liability:
Problems. Enforcement of full tax liability
against all those who are legally liable for pay-
ment is one of the basic objectives of tax policy.
While this degree of attainment is impossible,
there should be a continuing effort to strengthen
the assessment and collection process. The
reasons for concern are self-evident. Evasion
means loss of revenue as well as inequities be-
tween taxpayers. Furthermore, the existence of
evasion, even though it may be of minor signifi-
cance at a particular time, breeds more evasion.
The key questions in the case of the sales and
taxes and other self-assessed levies are: (1) do
all persons or businesses subject to the tax
file returns; (2) is the information presented in
the return complete and accurate; and (3) are
the taxes assessed collected promptly and with-
out discrimination. The relative simplicity of
the sales and use tax provisions appear to justify
a concentration of administrative effort on pre-
venting evasion rather than avoiding possible
overpayments.
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The effectiveness of tax administration obvi-
ously involves many intangible elements such
as the spirit of the organization, individual staff
attitudes and the psychology of the taxpayer
group. While these matters are highly impor-
tant, they cannot be measured objectively. The
following analysis of the sales and use tax ad-
ministration, therefore, must necessarily be in-
complete and fall short of the conclusive judge-
ments which a more intensive investigation
would permit.

Enforcement Procedures and General Results.
The basic requirement of a store or sales tax li-
cense is the technique for ensuring that busines-
ses or individuals subject to the tax file returns.
Enforcement of the license provision concern-
ing the sales and use tax is the primary responsi-
bility of one staff member in the office audit
division of the central office. Typical methods
of checking the establishment of new businesses
and dissolutions or bankruptcies are employed.
However, there is no systematic back-checking
to determine whether licensees actually file re-
turns.

Returns received in the mail room are
"batched" by type of tax and sent to the proving
section. There they are checked for arithmetical
errors and obvious irregularities. If no errors or
irregularities are detected, the great bulk of
sales tax returns are then filed. Use tax returns
are sent to the Office Audit Section and are
briefly reviewed by an experienced auditor. Ir-
regular returns are also sent to this section for
appropriate action. There are three auditors in
the office audit staff. One is concerned with the
use tax and one with the refund problems in-
volved in the case of certain types of transac-
tions and institutions.

Field audit investigations of sales and use tax
liability are carried on by the staff of the Gen-
eral Field Audit Section. This unit also is re-
sPonsible for income, motor fuel and ton-mile
audits. The staff consists of four chief auditors
or audit supervisors, twenty-three revenue
agents and two staff auditors. Many of the audits
performed cover income, sales and use taxes.
onsequently the number of agents devoting

/Lill time to sales and use tax audits can only beapproximated.
Field agents and auditors assist the central

,and district offices in advising taxpayers during
Lhe period preceding April 15, and two agents
were assigned as district office supervisors for
aPProximately a full year in 1957. Also, two
agents were assigned solely to ton-mile and fuel
t.ax work. The net effect of these arrangements!s to reduce the number of agents available for
linOcolne, sales and use tax investigations to about
'°.4. Considering the total number of audits
Performed by tax, it appears that about 12 ofthe field staff devoted full time to sales and use

tax investigations. If the three office auditors are
included, the Revenue Department has 0.352
percent of an auditor for each $1,000,000 of tax
collected.13
The field staff performed 383 sales and 719 use

tax audits during the 1957 fiscal year. These
1,102 audits represented about 3 percent of the
total sales and use tax licenses. (No out-of-state
audits were conducted, and there is no inter-
change of information with other states.) Ad-
ditional sales tax assessments amounted to
$69,127 and use taxes to $133,099 or a total of
$202,227 in 1957. Thus, each field agent was re-
sponsible for additional assessments of $16,800.
Collections are normally somewhat less than
assessments, but, as might be anticipated, the
relationship may vary significantly in particular
years. It should be noted that the assessment
totals indicated do not include interest or other
penalties. In fact, there is no general record of
such penalties.14
A highly significant phase of any field audit

program is the manner of selecting taxpayers'
returns for audit. The practice followed in the
case of the sales tax is largely fortuitous. Ques-
tions concerning the income tax often provide
the basis for the investigation. Use tax audits
are often initiated by the office auditor who
scans these returns. As previously indicated
there is no comparable check of sales tax re-
turns by the office audit section. Thus, irregular
returns and those involving certain types of
statutory refund claims constitute the only reg-
ular or continuing basis of office referral in
the case of the sales tax.
Field audit reports are reviewed by the audit

supervisor and appropriate action is taken.
Usually, this involves a ten-day notice of defi-
ciency assessment with interest (1/2 of 1 percent
per month). The taxpayer is given an opportu-
nity to be heard. Subject to possible adjustments
of the assessment, the claim goes to the collec-
tion section if not paid in the prescribed period.
The principal collection technique is the dis-
traint order, a direct proceeding against the tax-
payer's property. The Department claims a prior
lien position on the ground that the taxes col-
lected and due are in the nature of a trust.
While this appears to be a logical assumption,
it has not been validated by court action.

Conclusions: Sales and Use Tax Administra-
tion. The foregoing analysis of sales and use
tax enforcement is based on information sup-
plied by Colorado Department of Revenue staff
officers. Any inaccuracies in interpreting the
data are the responsibility of the author; and

"State of Colorado, Department of Revenue, Field Audits
Division estimates.
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inadequacies are generally attributable to the
fact that certain information was not available.

In general, the sales and use tax enforcement
effort appears to have significant elements of
strength as well as important limitations. The
general competency of the staff and their dedi-
cation to the job to be done is not subject to
question on the basis of the information avail-
able. Field audit reports give evidence of a
thorough and comprehensive investigation. Fi-
nally, field-audit results, in the case of the sales
tax, indicate a substantial, but not critical eva-
sion problem. This indication must be viewed
in the light of the scope and selectivity of the
audit program. Use tax audits generally are very
productive, but this situation is typical in view
of the inherent complexities of administration
involved.

Certain limitations of the enforcement pro-
gram are self-evident while others are merely
suggestive. It should also be emphasized that
nearly all the deficiencies are either directly or
indirectly an outgrowth of the limited staff
available for office and field investigation. In
view of the importance of this factor it merits
primary consideration.

There are no fixed guides for determining the
number of professional staff required for effec-
tive results. However, there are several logical
bases of judgment including: the practice of
other states which are generally thought to be
leaders in sales tax administration; the ade-
quacy of the procedures followed in terms of ac-
cepted standards; and the productivity of the
audits conducted. Using California, Ohio and
Michigan for comparative purposes, the relative
number of auditors per $1,000,000 of tax collec-
tions is as follows: 15

California   1.50
Ohio   .97

Michigan  .73
Colorado   .35

California has the most comprehensive audit
program of any state and the highest ratio of
auditors. However, a recent study by the State
Board of Equalization indicates the desirabil-
ity of additional audit effort in the case of cer-
tain types of returns. In addition to a high ratio
of audit staff, Ohio employs the special pre-paid
tax receipt method of collection which is de-
signed to secure the cooperation of the buyer in
the collection process. While Colorado's staff ra-
tio is less than half that of Michigan, it was re-
cently recommended that 150 more auditors be
employed in the latter state. In terms of the
proportion of taxpayers' records audited in 1957
the 1,102 audits represent only 3 percent of the
total. This fractional degree of coverage, which

"Oster, op. cit., pp. 163-164; also, Ronald B. Welch, The Sample
Sales Tax Audits Program, California State Board of Equalization,
Division of Research and Statistics, February, 1954.

is even lower considering only sales taxes, can
hardly be said to provide an adequate deterrent
to evasion.

Staff limitations are equally apparent in cer-
tain crucial aspects of audit procedure. In the
initial phase of enforcement following the cler-
ical proving process, an office check of each
taxpayer's return by experienced auditors at
least once a year is highly desirable. To aid in
this process and to enable the office audit staff
to give a reasonable direction and emphasis to
its work, the returns should be sorted and clas-
sified prior to this check. In addition to the un-
der-payments and over-payments that may be
detected, the office audit provides a meaningful
though not exclusive method of selecting re-
turns for field investigation.

A systematic approach to field-audit investi-
gations, either through a selective screening
process occasioned by office audits or a recog-
nized method of sampling, is a minimum re-
quirement. The saturation method in which all
taxpayers' records would be subject to audit
over a period of 3 or 4 years is a desirable al-
ternative. California is the only state whose
methods approach this objective. (The program
of the City and County of Denver is designed to
achieve this result.)

As a further evidence of understaffing there
is a marked paucity of information on various
aspects of the sales tax picture which makes
certain types of policy and administrative anal-
ysis impossible. Examples of the lack of data in-
clude: no breakdown of tax collections by type
of business since 1954; no analysis of tax collec-
tions by size of business since 1954; no record of
specific exemptions or deductions claimed since
the years immediately following the adoption
of the sales tax law; and no cumulative account
of interest or other penalties imposed.

Sales and use tax audits are presently very
productive. There is no reason to believe that
an expanded effort would yield diminishing re-
turns. In fact, a more selective, systematic ap-
proach might well produce greater returns.
Without exception the experience of other states
which have expanded and strengthened their
audit programs has been highly successful. The
field audit section has suggested that the num-
ber of agents be increased from 23 to 30 for best
results. This would probably make 3 or 4 ad-
ditional staff available for sales and use tax
work, but would fall far short of the minimum
requirements for the type of program outlined
above.

Economic Effects of Retail Sales Tax

The economic effects of retail sales taxes fall
logically into two categories, direct and indi-
rect. Direct effects are primarily a resultant. of
the incidence of the tax or the ultimate location
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of the burden. However, the obligations of the
retailer to collect and pay the tax are also a
direct consequence of the levy. Indirect effects
include such factors as the impact of the tax on
the level of expenditures or business activity,
changes in consumption patterns and the pro-
pensity to consume and the possible implica-
tions arising from the unequal or discriminating
influence of the tax as between different busi-
nesses. In analyzing these effects of the tax, its
impact upon individual or family incomes, on
the one hand, and business enterprises, on the
other, will be stressed.

Impact of the Retail Tax on Individual and
Family Incomes. The allegedly unfavorable
effect of retail and general sales tax upon the
incomes of low and medium income groups is,
as previously noted, the primary objection to
this form of tax. The extent of its regressive in-
fluence and the seriousness of such effects are
the chief points at issue. Needless to say the
first question can only be answered with refer-
ence to a particular tax, the definition of taxable
sales and the special inclusions, exclusions and
exemptions involved. The problem of analysisis complicated by the lack of complete data on
Consumer incomes and consumption patterns on
a state basis. However, there have been many
studies relating to national and particular state
taxes. Their results are not conclusive in cer-
tain respects and do not pertain directly to the
Colorado law, but assuming a broad-based tax
they all indicate a substantial regressive effect
Upon the very low income groups.1° There aretwo sources of primary data concerning con-
sumer incomes and consumption patterns in
Colorado and the Western Region. Both willbe employed in estimating the effects of the
Colorado tax. The second question concerningt.he significance of possible regressive influencesis obviously a matter of judgment, and will be
approached from that standpoint.
_ The two sources noted above are a Census
Bureau analysis of family incomes and expen-
ditures in the Denver Area in 1948, and a com-Pr. ehensive national survey of consumer expen-
ditures in the United States (including the
eleven Western States) conducted by Life Mag-
azine in 1957. In both cases the sample used was
selective but limited. The concept of income
employed was cash or money income.
The impact of the Colorado tax on various in-come groups based on the Census data is shown

30E. Treasury, Division of Tax Research, Considerationsv".,eloectisui a Federal Retail Sales Tax, Hearings on Revenue Re-...'sictn, 1943, Was and Means Committee, 78th Congress, 1st
Re-

Session Table 1,'
,
p. 1166; James W. McGrew, "Effect of a Food'''ernOtion on the Incidence of a Retail Saes Tax," National Tax'herl'aurnal, December, 1949, Tables 1 and 2, pp. 365-366; Donald C."Sales Tax Progressivity Attributable to a Food Exemp-

tl
yon, National Tax Journal, June, 1951, pp. 148-159; and R. A.usgrave, The Incidence of the Tax Structure and Its Effects onst"s.urnPtion," Federal Tax Policy for Economic Growth and0 ability (Papers submitted by panelists to the Joint Committeethe Economic Report 84th Congress, 1st Session, Washington,1955), pp. 96-113.

in Table 8.9. Comparing the lowest and highest
income classes, the effect appears to be mark-
edly regressive. Excluding the $1,000 and below
class, there is still a substantial element of re-
gression throughout except for the $4,000 to
$5,000 class.

Table 8.9

Estimated Effect of Colorado Retail Sales Tax
by Income Levels

(Denver Area Income and Consumption Data for 1948)
Income
Category Income

Sales tax
liability

Percent of income
paid in tax

Under $1,000 $ 467 $ 20.26 4.34
$1,000-2,000 1,621 25.06 1.55
2,000-3,000 2,632 38.18 1 .45
3,000-4,000 3,471 46.68 1.34
4,000-5,000 4,378 61.36 1.40
5,000-6,000 5,415 68.16 1.26
6,000-7,500 6,695 83.09 1.24
7,500-10,000 8,509 103.74 1.21
10,000 and over 14,514 103.o4 0.71
Source: Computed from basic data on income and consumption patternsin Denver Area, Bureau of Census study, presented in U. S.Department of Labor, Monthly Labor Review, Volume 69(July-December), 1949.

Similar though less extreme differentials in
burden are indicated using the recent Life study
of income and consumption patterns in the
Western Region. The effect of the Colorado 2
percent tax is regressive throughout the entire
income range, but the differential between the
lowest and highest income categories is much
less than indicated by the Census data (Table
8.10). It should, of course, be noted that the
lowest category of income shown in Table 8.9
of $1,000 and under is not included in the
analysis based on the Western Region data.
Excluding the $1,000 and less income class, the
effects shown are strikingly similar.

Table 8.10

Impact of Colorado Retail Sales Tax
by Income Levels

Computed.
Tax liability
according to

Percent of
income paidIncome category average income Colorado law in tax

Under $2,000 $1,500 $ 25.99 1.7352,000-$2,999 2,500 38.25 1.533,000- 3,999 3 .500 51.62 1.474,000- 4,999 4 ,500 56.59 1.26
5,000- 6,999 6,000 64.50 1.077,000- 9,999 8,500 76.31 0 .9010,000 and over 13,000 103.99 0.80
Based on Life study data for the eleven Western States.

Source: Alfred Politz Research, Inc., Life Study of Consumer Ex-penditures, A Background for Marketing Decisions, Volume I,New York, 1957.

It is quite evident that the Colorado retailsales tax as presently constituted imposes aheavier burden on the lower income groups or
is regressive in its effects. It is equally clear
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that the taxation of food is a major factor influ-
encing the economic impact of the tax. The data
in Colorado indicate that the exemption of food
consumed off the premises would substantially
relieve but not eliminate regressive effects in
the low- and middle-income ranges. On the
basis of the money-income measure these results
are consistent with those of studies undertaken
in other states.

Another relationship is indicated by the data
in the Colorado as well as by other studies,
namely, that the burden of the tax is greater
for a large family than a small one within any
particular income range. This effect is a logical
expectation in view of the greater living cost
requirements of such families for the items
subject to the sales tax. Finally, it should be
noted that the results of the studies shown are
subject to important shortcomings. In the first
place, the data employed are incomplete and in
particular instances may not be fully repre-
sentative. Secondly, the cash-income measure
employed in these analyses does not produce
wholly meaningful results either for the "under
$1,000 or $10,000 and over" categories. In the
case of the "under $1,000" group very few indi-
viduals or families actually live on this amount,
and in the latter category which lumps together
all incomes of $10,000 or more the results are
obviously not representative for very high-
income receivers.

The regressive effect of the Colorado retail
sales tax should be evaluated in terms of ac-
cepted principles of equity in taxation, consid-
ering its impact upon the entire tax system of
the State and the Nation. Needless to say, this
is a large order. The ability to pay principle,
involving a progressive tax burden in relation
to net income, is undoubtedly the most widely
accepted standard both in terms of theoretical
and popular support. Considering the evidence
cited, the nature of the tax base and the fact
that specific exemptions are not extended to the
lower income groups, the sales tax obviously
does not conform to this standard. The basic
issue, therefore, becomes one of determining
whether its unfavorable effects in terms of
income and size of family are adequately offset
by other elements of the tax structure. Primar-
ily, this is a matter of judging the relative
impact of the progressive personal and corporate
net income taxes, on the one hand, and the
regressive impact of the retail sales and similar
levies on the other. As this broad question of
balance is dealt with elsewhere in the report
further discussion at this point would be
repetitious.

Effect of Retail Sales Tax Upon Business.
Generally speaking, the retail sales tax is not
regarded as a serious deterrent to business ex-
pansion either of established concerns or new
enterprises. This view is probably attributable

primarily to the fact that the burden is usually
shifted to the consumer. Certainly, this is an
important consideration to the individual busi-
ness even though it does not take account of
indirect or long-range influences. Other aspects
of the tax that may be considered advantageous
are: that it applies to all businesses within cer-
tain broad categories; the rate is proportional
or equal; the amount of the tax varies directly
with business volume whereas the property tax
or real property tax, for example, are relatively
fixed; and the tax is collected on each day's
business and is normally remitted on a conveni-
ent, monthly basis. In exceptional cases the
businessman may also be favorably inclined
towards the tax by virtue of excess collections.

Tax Absorption. The inequities and other un-
favorable direct effects of the tax insofar as
business is concerned are associated with its
incidence and the compliance problem. The
special circumstances, as indicated in the dis-
cussion of incidence, which make it impractical
or undesirable to shift the tax obviously involve
an inequitable and discriminatory burden on the
business affected. The existence of direct com-
petition from concerns not subject to the tax is
the most serious situation and it cannot be
wholly avoided. Merchants located close to the
Nebraska and Texas borders are potentially
subject to this pressure, but fortunately there
are no cases of large towns in immediate prox-
imity to places of comparable size across the
State line. The other states bordering on Colo-
rado all impose a 2 percent retail tax so there
is no present reason for concern in these areas.
Further exceptions to the rule of shifting gen-
erally involve only partial tax absorption and
these effects are limited to a fractional element
of the total businesses taxed.

In certain analyses of state retail sales taxes
considerable stress is placed upon the distribu-
tion of tax payments according to the size or
other characteristics of the businesses taxed.
While this information is interesting and may
be useful in some respects, it does not throw any
light on the problem of equity or burden as
related to the businesses taxed. For example,
the fact that businesses reporting total sales in
excess of $50,000 per year pay a very high
percentage of the total sales tax confirms the
importance of such firms in the retail field, but
there is no basis for suggesting that they pay
too much or too little.

Compliance Burden. The expense entailed by
the taxed concern in collecting the tax, keeping
adequate records, filling out and filing tax re-
turns and dealing with questions that arise con-
cerning tax liability and payment is a direct
and substantial burden. While compliance costs
of varying significance are encountered under
all forms of taxation, the role of the retailer or
other taxed entity in the case of consumer-type
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sales tax is somewhat different than that of the
ordinary taxpayer. In the first place, the legal
as well as actual incidence of the tax is upon
purchaser or consumer. The businesses whose
sales are subject to the tax are acting as tax
collectors rather than taxpayers. This situation
is not unique as employers have a similar re-
sponsibility to withhold personal income taxes.
However, the fact that such responsibilities are
not unique in the case of the sales tax does not
justify a policy of disregarding the costs in-
volved. Secondly, the evidence available indi-
cates that the burden of compliance is somewhat
greater than that encountered in other situa-
tions where the business is acting as a tax
collector rather than a taxpayer.

In an individual case-type study Professor
James W. Martin estimated average compliance
costs for the sales tax at 2.3 percent.17 This
investigation as well as other sources indicate
an extreme variation in such costs for different
types of business. The highest costs generally
arise in those firms which have a large volume
of small sales and those in which exempted
sales constitute a major portion of total sales.
It should be noted that the privilege form of
retail or general sales tax presents a different
problem in two respects. In this instance the
business is the legal subject of the tax, and if
the taxed concern is permitted to choose the
basis of distributing the tax burden compliance
costs will probably be much lower. Thus, the
Justification for compensating the taxed busi-
ness is not as strong as for the consumer-type
levy.

.Colorado and thirteen other sales tax juris-
dictions have recognized the compliance cost
burden by providing percentage discounts re-
lated to the amount of the tax due. The dis-
counts range from 2 to 5 percent, Colorado alone
Permitting the maximum. In the remaining
states, seven grant a 2 percent and six a 3
Percent allowance. Two other states permit
retailers to retain any excess tax resulting from
the breakage points under their bracket plans.
The latter arrangement is obviously subject to
criticism as the specific results of the bracket
formula are difficult if not impossible to calcu-
late for many businesses, and if they can be
Computed the amount of the allowance would
vary widely for different types of operation.
The policy of compensating taxed concerns

for special collection service costs is believed
to be sound. The amount that should be allowed
in the case of the consumer-type retail tax
cannot be precisely determined considering the
great variation in indicated compliance costs.
However, the 5 percent discount under the

"James W. Martin, "Costs of Administration: Examples ofcompliance Expenses," Bulletin of the National Tax Association,
"44. P. 203.

Colorado law is very liberal, and a reduction
to 2 or 3 percent appears to be defensible.

Secondary Economic Effects. The indirect or
secondary effects of the retail sales tax can be
readily identified in general terms, but are diffi-
cult if not impossible to measure. Perhaps the
most important aspect of these effects is the
impact of the tax upon consumer purchasing
power and prices. Broadly speaking, the tax
increases the price of taxed goods and services
thereby reducing consumer capacity to buy in
terms of goods, at least in the short-run. As
the bulk of the tax burden involved in higher
prices tends to fall upon the low and medium
income groups the sales tax is commonly
assumed to have a significant deflationary
influence.

While all taxes tend to involve some deflation-
ary effect on the private economy the assump-
tion of a marked deflationary effect in the case
of the sales tax is highly questionable. The
initial rise in prices occasioned by a new tax
or increased burden of existing levies actually
inflates prices and thereby deflates private
purchasing power. Any deflationary impact on
prices to which these terms are ordinarily ap-
plied will be a resultant of subsequent effects
of the tax. To a considerable degree the initial
rise in prices provoked by the tax will be offset
by a general round of price and wage increases
providing that the economy is in a healthy or
expanding state. The expenditure of the sales
tax revenue by the government also tends to
maintain or increase the flow of funds in the
economy unless the receipts are used to retire
bank-held debt. Thus a deflationary influence
on prices would only arise if the general rise in
wages and prices resulting from these factors
was insufficient to maintain consumer pur-
chasing power at the previously existing level.
This result would be a certainty if the general
economic climate were deflationary, and would
eventually force a decline in prices.

The influence of the retail sales tax on prices,
therefore, involves both inflationary and de-
flationary potentials. The balance or net impact
will be determined largely by the general state
of the economy, and will tend to accentuate
rather than counteract the existing trend.
Another aspect of the impact of the retail

sales tax on business is its possible effect upon
consumption patterns and consequently the
relative volume of sales both of taxed and un-
taxed items. Certain shifts in consumer buying
habits especially as between taxed and untaxed
goods or services may logically be anticipated.
It seems reasonable to assume that the immedi-
ate increase in cost of essential goods and
services occasioned by the retail tax would be
reflected in reduced outlays for non-essentials,
both taxed and untaxed. Needless to say con-
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sumer attitudes rather than absolute require-
ments are controlling. As attitudes vary on
particular items the specific character of the
probable change in buying habits cannot be
ascertained. The shifts that do occur may well
be temporary if the secondary effects of the
tax tend to offset the initial loss of private
purchasing power. In the area of governmental
spending, which is made possible by sales tax
revenues, it is quite evident that the pattern of
consumption differs from that of the individual.
Basically, it is non-personal in character and
tends to correspond generally to that of private
business except that labor and other services
generally assume a more significant role.

Summary: Future Role of Retail Sales Tax

Revenue Potential. The retail sales and use
taxes offer excellent potentialities for financing
future State needs. On the basis of existing
provisions there should be substantial transfers
to the General Fund after 1960. Major contribu-
tions, however, will be dependent upon changes
in the tax base and/or rates. Such changes, if
they are deemed advisable, obviously should
be tempered by considerations of equity. State
policy also must be cognizant of the implica-
tions of probable extensions of local use.
The chief possibilities of broadening the retail

tax base are: the withdrawal of the exemption
on motor fuel, liquor and tobacco; and the inclu-
sion of various services such as amusements,
personal service activities, commercial lodging,
automobile and miscellaneous repairs. Chang-
ing the form of the tax to a general levy covering
wholesaling, manufacturing, processing, etc., is
another significant possibility. The principal
offsetting change, which is commended on
grounds of equity, is the exemption of food.

Estimates of the effect of these changes upon
revenues in 1957 are shown in Table 8.11. The
estimates concerning services are believed to be
conservative as they are based upon sales by
enterprise classes rather than total service sales.
Revenues from motor fuel are predicated upon
reported gallonage under the fuel tax at an
assumed average of 300 per gallon; liquor and
tobacco receipts are related to general con-
sumption data, the latter on cigarettes only; and
the effect of a food exemption is based on actual
experience under the existing levy.

Taxation of the three special excise commod-
ities would have added about $6,238,000 or 12
percent to the 1957 collections. The four types
of services would have increased yields by
$4,725,000 or over 10 percent. The revenue
effects of changing the form of tax from a retail
to general levy obviously will depend upon the
definition of taxable transactions and rates. No
specific estimate is presented in view of the wide
range of possibilities. Another aspect of the
present law that may merit attention from a

revenue standpoint is the 5 percent vendor's
discount. As previously indicated this allow-
ance is exceptionally liberal, and might reason-
ably be lowered to 2 or 3 percent. The former
change would have increased yields by roughly
$1,300,000 in 1957.

Table 8.11

Estimated Effect of Changes in Tax Base and
Rates on Yield of Retail Sales and Use

Taxes in Colorado

Change

Food exemption
All food
Food consumed off premises

Removal of exemption

Estimated yield Estimated
(1957 base) decrease

$10,428,485
8,408,287

Motor fuel $3,315,000.
Liquor 1,723,000b
Cigarettes 1,200,000.

Total 6,238,000

Inclusion of:
Amusements 1,384,000d
Personal service enterprises 1,252,000 d
Lodging: Hotels, Motels
and Camps 1,094,000d

Automobile and other repairs 995,000d

Total 4,725,000

Rate increases
M of 1 percent 10,248,660 (sales and use)
1 percent 21,293,321 (sales and use)

Reduction of Vendor's disc. to 2% 1,300,000

• U. S. Bureau of the Census, Census of Business, 1954, Vol. II, "Retail
Trade Area Statistics," Tables 6-4 and 6-5.

b See Chapter IX.
• See Chapter XVIII.
• U. S. Bureau of the Census, Census of Business, 1954, Vol. VI, Tables

6-4 and 6-5.

Exemption of all food to be consumed on or
off the premises would have reduced tax col-
lections by approximately $10,428,000 in 1957
or 26.4 percent. A limited exemption confined
to food to be consumed off the premises would
cut receipts by about 21.3 percent, and this is
the form that the exemption usually takes.

Proportional effects may reasonably be antici-
pated from a 1/2 of 1 percent or 1 percent increase
in sales and use tax rates. As related to 1957
taxable sales and use transactions the increase
in revenue would have been $10,646,660 and
$21,293,321, respectively.

Economic Implications of Policy Changes.
The revenue potentialities through broadening
the sales tax base and/or increasing rates are
obviously excellent. The desirability of such
action is another matter. Taxation of motor fuel,
liquor and cigarettes under the retail sales tax
is a debatable policy. All three are taxed by the
federal government; and the State also imposes
special excises on motor fuel and liquor. Pro-
ponents maintain that the special taxes have an
independent justification wholly apart from
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that of the general-type tax. However, this posi-
tion appears to be in conflict with the basic
concept that tax policy and tax burdens should
be viewed in the aggregate. The real issue
would seem to be whether these commodities
are presently subject to sufficiently burdensome
taxes in relation to other products and alterna-
tive tax base. The answer is not clear-cut.
Moral considerations may be used to justify
even a prohibitive level of taxation on liquor
and to a lesser degree, tobacco. In the case of
motor fuel it should be recognized that the
existing level of taxation is only merited in
terms of the special user relationship, and the
rates will undoubtedly rise to meet growing
costs. Imposition of a general tax under these
circumstances seems to be a case of adding "in-
sult to injury."
Taxation of the services noted will not appre-

ciably alter the economic impact of the retail
tax, and there are no compelling reasons for
exclusion of these transactions. There is also
a definite trend to include such activities in
other sales tax jurisdictions.
The exemption of food purchased for con-

sumption off the premises would substantially
relieve the regressive effect of the tax on low-
and medium-income groups. However, the
heavy revenue losses which would be involved
may preclude such action at the present time
and under constitutional provisions the loss
Would have to be made up by sales or excise
increases on other goods or services. If sales
or excise rates are increased at some future date,
the possibility of implementing this reform
should be thoroughly explored.

Assuming an urgent need for revenue, the
Policy issues involved in increasing the rate of
the sales tax are clearly defined. The sales tax
Will produce the revenue, and the burden of the
Colorado tax, per capita and in relation to in-
come payments, ranks eighth among the eight
Western State levies. At the same time, the
sales tax does not conform to the ability prin-

ciple, and actually hits the low- and medium-
income groups harder than the higher-income
classes. The decision to be made, therefore, is
whether there are alternative sources, which
are more acceptable from the standpoint of
equity.

In the area of administration a more system-
atic and vigorous enforcement would undoubt-
edly produce a net increase in tax yields, and
by lessening evasion would also reduce in-
equities as between taxed concerns. The most
striking example in government of the old
adage "penny wise and pound foolish" is pro-
vided by so-called economies in appropriations
for tax administration. Such practice may be
further characterized as a "tax subsidy to the
tax evaders."

The General versus Retail Sales Tax. Adop-
tion of a general sales tax covering retailing,
wholesaling, manufacturing and processing and
extractive industries other than agriculture
would substantially increase yields even if
moderate rates were employed in the case of
non-retail activities. However, there are several
serious objections to this form of tax. In the
first place, it has a pyramiding effect upon the
burden of the tax. Secondly, the total tax
burden involved varies as between types of
business and individual enterprises of the same
class depending upon the degree of integration
which exists in the production and distribution
process. Finally, the administrative problem is
enhanced through increasing the number of
taxpayers and the necessity of distinguishing
the nature of the new activities taxed for the
purpose of applying differential rates. The ex-
istence of a substantial special severance tax
on the oil industry in Colorado would also raise
a question as to the appropriateness of imposing
a general levy on this field of production. In
view of the broad criticisms noted, a change
to the general form of sales tax does not appear
to be desirable.
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CHAPTER IX

ALCOHOLIC BEVERAGE TAXES

A special excise tax is levied on the consump-
tion of alcoholic beverages by the Federal gov-
ernment, all 48 states, the District of Columbia,
and numerous municipalities. Public revenues
in the form of excise taxes, license fees, import
duties, and profits from state operated stores
exceeded $4 billion in 1956. Of this total, $3,085
million was collected by the Federal govern-
ment; $921 million by the states; and $91 million
by local governments.'

States vary in considerable detail in the
degree of control exercised over the sale of
alcoholic beverages. Broadly classified, how-
ever, they fall into two groups. Thus, states
which regulate the sale of alcoholic beverages
by licenses and permits are considered license
states, and states which have control over some
phase of the marketing of alcoholic beverages
are considered monopoly states. Most of the
latter confine their operation to the sale of
packaged liquor and allow private concerns to
operate "on-sale" establishments, but there are,
however, certain exceptions.

The Federal government and all license
states (29 in number) levy a tax on distilled
Spirits, malt beverages, and wines. All of the
non-license (monopoly and "dry") states levy
a tax on malt beverages' and many of the
monopoly states subject spirits and wine to an
excise tax, generally as a percent of the retail
selling price.

Trends in Consumption of Alcoholic
Beverages in the United States

As can be seen from Table 9.1, per capita
consumption of alcoholic beverages in the
United States has historically been subject to
marked fluctuations. These fluctuations are due
to changing social attitudes, changing levels
of national income, occurrence of national crisis
and numerous other factors. In the middle of
the 19th century per capita consumption of
distilled spirits reached a total of 2.24 gallons
annually, a rate that has not been reached since.

_ 'Distilled Spirits Institute, Public Revenues From Alcoholic
Beverages (Washington, D. C., 1957), p. 7.
a Oklahoma and Mississippi collect excise taxes on beer. They

nevertheless considered "dry" states because Oklahoma pro-ririts the sale of beverages in excess of 3.2 percent alcohol and
IssissiPPi prohibits the sale of beverages in excess of 4 percent

alcohol.

By 1915, consumption declined to an annual per
capita rate of 1.26 wine gallons.'

Following the repeal of prohibition, consump-
tion of spirits occasionally neared or exceeded
the pre-prohibition level; generally, however,
consumption was less. In 1956, annual per capita
consumption of spirits was 1.13 gallons. Per
capita consumption of beer increased from a
modest 1.58 gallons in 1850 to 18.4 gallons in
1915. Post-prohibition consumption of beer has
tended to be lower than the 1915 rate; the trend
being downward since 1950 ov from 17.26 gallons
in 1950 to 15.99 gallons in 1956. The consumption
trend for wine has been less erratic than has
the trend for spirits and beer consumption.
With the exception of the prohibition era, the
consumption of wine increased fairly steadily
from 1850 to 1950, reaching, in the latter year,
a per capita high of .93 gallons. Since that time
the rate has declined slightly.

Table 9.1

Per Capita Consumption of Alcoholic Beverages
in the United States, Selected Years, 1850-1956

Spirits Malt liquors Wines
Year (gallons) (gallons) (gallons)

1850 2.24 1.58 .27
1870 2.07 5.31 .32
1915 1.26 18.40 .33
1930 .08 0.00 .03
1940 1.02 12.58 .66
1945 1.22 18.86 .73
1950 1.02 17.26 .93
1951 1.23 16.97 .87
1952 1.00 16.94 .85
1953 1.10 16.79 .90
1954 1.12 16.68 .86
1955 1.07 16.13 .89
1956 1.13 15.99 .89

Source: U. S. Bureau of the Census, Statistical Abstract of the United
States: 1957, p. 806.

Rationale of the Tax

A tax levied on the consumption of alcoholic
beverages can reasonably be classified as a
sumptuary excise since the traditional rationale
for imposition of the tax has been to discourage
the consumption of a product deemed undesir-
able by society. Liquor (as well as tobacco)
has been considered detrimental to consumers

'Consumption data are usually understood to be in terms of a
wine gallon which is a regular I28-ounce gallon. Tax rates, how-
ever, are often expressed in terms of a proof gallon which is one
gallon of hundred proof (50 percent alcohol) liquor. Hence, a
gallon of 200 proof liquor, which would be pure alcohol, would be
two proof gallons.
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and society but not "sufficiently objectionable
to require outright prohibition."4 If high taxes
are to discourage consumption of a product, the
assumption must be made that the tax which is
levied on business firms will be shifted, at least
in part, to the consumer in the form of higher
prices, and that higher prices will discourage
consumption. In view of the substantial rev-
enues that have been derived from liquor taxes
it would appear that consumption has not been
significantly discouraged. It is, of course, im-
possible to say how much consumption would
have occurred had the tax not been imposed.
Closely related to the sumptuary rationale is

the reasoning that society incurs a "social cost"
due to the consumption of alcoholic beverages
and a tax should therefore be imposed to reim-
burse society for this cost.5 In addition to pro-
viding a basis for the imposition of a tax on
liquor, this concept also affords a justification
for the imposition of dealer license fees. This is
because the liquor industry is presumed to
result in a greater social cost than most other
industries. The fees are also considered to be
justified on grounds that they provide operating
revenue to cover costs of the control authority.

If consumption taxes are to be used by a
taxing authority, it is often contended that
luxuries—and liquor is presumed to fall within
this category—should be taxed at a higher rate
than necessities. A distinction between luxuries
and necessities, however, is usually a manifesta-
tion of an individual's personal tastes rather
than being founded upon a rational definitional
base. The difference of opinion over luxuries
and necessities has led to the contention that
luxury taxes are arbitrary and discriminatory
because they use personal-taste patterns as the
basis of the distribution of the tax burden—an
allocational method of questionable merit.

The most common indictment made against
liquor taxes is that they are regressive, that is,
a higher proportion of income is taken from
the lower rather than the higher income groups.
An additional regressive factor is the use of
specific rates in the taxing of alcoholic bever-
ages. This results in the consumer's incurring
the same dollar tax burden irrespective of the
selling price of the beverage.

Although the regressivity of the liquor tax is
partially offset by the tendency for greater con-
sumption in the higher income groups, it is

+John F. Due, "Federal Excise Taxation," Bulletin of the
National Tax Association, December, 1947, P. 67.

51f it were possible to estimate the social cost resulting from
the consumption of alcoholic beverages it would undoubtedly be
considerable. A survey made in Denver in 1953 revealed that
about 70 percent of the cases handled by the Denver police court
involved charges of drunkenness. About 20 percent of the traffic
court cases were for drunken driving. "The cost to the city of
apprehending and identifying the defendants, of trying the cases
and of incarcerating convicted offenders, is considerable." Budget
and Personnel Office, City and County of Denver, Financing
Municipal Government in Denver (Denver, 1956) , p. 172.

generally agreed that the tax is regressive.
Granting this regressivity, however, it has been
argued that if the tax system is viewed in total
it remains progressive since the regressive
liquor tax is more than offset by the progressive
income tax. Implicit in this justification is the
belief that the income tax, by itself, is exces-
sively progressive.
Consumption taxes, such as the liquor tax, are

subject to the charge that there is a distortion
in the allocation of resources which is not
present when a tax such as the income tax is
imposed. Although this indictment is valid,
re-allocation of resources is the purpose of the
tax since it is designed to discourage the con-
sumption of liquor. An unexpected distortion
may result however, because consumers may not
curtail their purchases of liquor but instead
curtail the purchase of the so-called necessities
in order to meet the higher prices of liquor.
However, if the purpose of a liquor tax is simply
to yield revenue, the indictment of the tax on
the score that it distorts resources is relevant
as well as valid. Closely related to this charge
is the contention that the tax system should
not be used as a vehicle for influencing society's
consumption patterns.
The sumptuary effectiveness of a tax will

depend on the availability of substitutes for
the product in question, that is, the price
elasticity of the demand for the product. Con-
trary to this necessary elasticity, consumption
of alcoholic beverages appears to be somewhat
unresponsive to changes in price.° Although
this characteristic is undesirable from a sump-
tuary viewpoint, it is quite desirable from a
fiscal viewpoint because higher prices effected
through the imposition of a tax will not result
in curtailed purchases and contraction of the tax
base and therefore tax revenue.

The consumption of alcoholic beverages also
tends to be unresponsive to changes in aggregate
income. Hence, the taxation of alcoholic bev-
erages results not only in a lucrative but also
a relatively stable source of revenue.
The liquor tax tends to have a greater de-

flationary impact than the income tax. If a
certain amount of revenue is taken from con-
sumer spending, the deflationary effect will be
greater than if the same amount of revenue
is taken from income, i.e. both spending and
savings. However, the extent to which a liquor
tax could act as an anti-inflationary force would
be of minor significance.

°Although numerical estimates of elasticity are subject to
methodological qualifications and are often of questionable value,
the price elasticity of the demand for alcoholic beverages has
been estimated at between minus 1.0 and minus 1.5. See J. B.
McKenna and F. M. Boddy, "How Bad Are Liquor Taxes?", Pro-
ceedings of the National Tax Association (Louisville, Ky., 1953)
p. 31.
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It has been argued that consumption taxes
broaden the tax base and therefore create a tax
awareness which results in a check on extrava-
gant government expenditures. Just the oppo-
site effect appears to be true of liquor taxes,
however, since they are levied indirectly and
"hidden" in the price of the product. Although
this taxing technique results in a tax unaware-
ness, and possible extravagant expenditures,
it is desirable from the standpoint of being
relatively "painless" and therefore politically
popular as well as meeting the test of conveni-
ence. This ease of payment also results in
administrative ease, especially on the federal
level where the tax is levied on manufacturers.
Evasion of the tax through illegal production
is considered the major administrative problem
of the liquor tax.7 This problem appears to be
due more to the high federal rate than to the
nature of the tax itself.

History of the Tax

Federal Liquor Tax. The Federal excise tax
on distilled spirits was first levied in 1791 and
was the "first form of internal duty laid in the
United States."8 Enactment of the duty was
met with considerable hostility and led to the
famous Whiskey Insurrection in 1794 in which
President Washington ordered 13,000 militia to
the scene of disorder. Suppression of the in-
surrection was considered to be the first sign
of the emergence of a sovereign federal state.
An inadequate yield, excessive collection

costs, and continued hostility to the tax, resulted
in the repeal of the first liquor excise in 1802.8
However, the liquor excise was again imposed
during the War of 1812 but was repealed in 1817
after President Monroe, in his message to Con-
gress, recommended the repeal of all internal
taxes.

Alcoholic beverages were not subject to a tax
from 1818 until 1862, when an excise tax was
again imposed. Continued rate increases by
Congress and failure to include floor stocks in
the tax base resulted in legislative profiteering
and the notorious "Whiskey Ring."
The anti-liquor movement led from extensive

state-local option laws to state prohibitory laws
and finally to the Eighteenth Amendment which
Prohibited the "manufacture, sale, or transpor-

'See the roundtable discussion, "The Federal Whiskey Tax
Rebellion," Proceedings of the National Tax Association (Louis-
ville, KY.. 1953), PP. 3.-40, for a complete discussion of the 

extentOf illicit liquor traffic in the United States.
'Tun Yuan Hu, The Liquor Tax in the United States, 1791-1947(Graduate School of Business, Columbia University: New York,

1950), p. 11.
'The tax yielded only $3.6 million in its 10 years of operationand over $1 million was expended in suppressing the WhiskeyInsurrection. The wide dispersment of taxpayers resulted in a

Follection cost of about 20 percent over the 10-year period. SeeHu, Ibid., 1313. 3042'

tation" of intoxicating beverages. The effect of
National Prohibition on the consumption of
alcoholic beverages is debatable,'° but the effect
on liquor tax collections is certain since revenue
fell from $483 million in 1919 to $9 million in
1932 (Table 9.2).h1

Table 9.2

Federal Liquor Tax Revenues and Rates
Selected Years, 1895-1956

Year

Total liquor tax
revenues
(millions)

Liquor tax
revenues as

percent of total
tax revenues

Prevailing
rate

(per proof gallon)

1895 $ 112 34.5 $1.10
1900 183 32.3 1.10
1910 209 30.9 1.10
1919 483 9.4 6.40
1932 9 0.0 6.40
1935 411 10.8 2.00
1938 568 9.7 2.25
1940 624 11.6 3.00
1942 1,084 8.5 4.00
1944 1,618 3.7 9.00
1946 2,526 5.7 9.00
1948 2,255 4.9 9.00
1950 2,219 5.4 9.00
1952 2,549 3.7 10.50
1954 2,783 4.1 10.50
1956 2,921 4.4 10.50

Note: Years prior to 1938 chosen to show general trend and effects of
prohibition.

Source: Revenue data for 1895-1944 taken from U. S. Bureau of the
Census, Historical Statistics of the United States, 1789-1945,
pp. 298, 302; data for 1944-1952 taken from U. S. Bureau of
the Census, Continuation to 1952 of Historical Statistics of the
United States, 1789-1945, p. 38; data for 1954 taken from
U. S. Bureau of the Census, Statistical Abstract of the United
States, 1955, pp. 350, 357, and data for 1955-1956 taken from
U. S. Bureau of the Census, Statistical Abstract of the United
States, 1957, pp. 363-368; rates for 1895-1932, Tun Yuan Hu,
The Liquor Tax in the United States 1791-1947, Appendix II,
and 1935-1956 rates taken from Distilled Spirits Institute,
Annual Statistical Review, 1957, pp. 4-5.

In early 1933, legislators, carrying out cam-
paign promises, first amended the Volstead Act
by declaring that alcoholic beverages of no more
than 3.2 percent alcohol were non-intoxicating
and therefore not prohibited. Following this
action a repeal amendment was passed by large
majorities and sent to the states for ratification.
In December, 1933, the required number of
states ratified the amendment and the "noble
experiment" joined other national prohibition
attempts and became history.12.

"One estimate places the per capita consumption rate in 1930
at approximately one-third of the 1914 level. See Department of
Justice, "Possible Production of Illegal Liquor in the United
States for the Fiscal Year Ending June 30, 1930," (Senate Docu-
ment No. 3.7, 71st Congress, 3rd Session), Vol. I, pp. 117-47.
Another study reached the conclusion that prohibition decreased
liquor consumption by approximately one-third. See Clark War-
burton, The Economic Results of Prohibition (Columbia University
Press: New York, 1932), p. 260.

mA tax was imposed on the production of alcohol which was
for non-beverage use during prohibition.
),For an economic interpretation of the prohibition movement

see Louis M. Hacker. "Rise and Fall of Prohibition," Current
History, 36:622-73, 1932.
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Although the liquor control problem became
the responsibility of the states following repeal,
the federal government continued to obtain
large sums of money from the taxation of alco-
holic beverages. As can be seen from Table
9.2, increased rates were a contributory factor
in the trend of increasing liquor tax collections.
Rates were increased from $2 per gallon in 1935
to $10.50 per gallon in 1952. The resulting rev-
enues increased from $411 million in 1935 to
$2.9 billion in 1956. The liquor tax occupied an
important position in federal finance at the turn
of the century, accounting for approximately
thirty-three percent of total tax revenues (Table
9.2). In recent years the liquor tax has become
relatively less important, accounting for only
4.4 percent of total tax revenues in 1956.

State Liquor Taxes. Prior to adoption of the
Eighteenth Amendment, states, counties, and
municipalities collected considerable amounts
of revenue from the imposition of liquor license
fees or occupation taxes but the field of excise
taxation was left to the federal goverment.
As noted above, when the Twenty-First Amend-
ment was adopted, liquor control became a state
problem. Extensive use of excise taxes by the
states quickly followed. Many license states,
anticipating repeal of the Eighteenth Amend-
ment, had removed state constitutional restric-
tions and established liquor control systems
prior to repeal. When ratification of the Twenty-
First Amendment was announced on December
5, 1933, the sale of all alcoholic beverages be-
came legal and a tax was immediately imposed
in thirteen license states. Following the impo-
sition of a tax in these states in 1933, 5 more
license states adopted a liquor tax in 1934, 6
more in 1935, 3 more between 1936 and 1939,
and finally the last one in 1949. The year of
adoption of the tax by the various states as
reported in the Distilled Spirits Institute,
Annual Statistical Review, 1957, is summar-
ized below:

1933
Arizona
California
Colorado
Connecticut

1934
Florida
Illinois

1935
Arkansas
Nebraska

1936
North Dakota

1938
Georgia

1939
Tennessee

1949
Kansas

Delaware
Indiana
Maryland
Massachusetts

Kentucky
Louisiana

Nevada
South Carolina

New Jersey
New Mexico
New York
Rhode Island
Wisconsin

Minnesota
Missouri

South Dakota
Texas

Hence, 25 of the 29 license states which pres-
ently impose an excise tax on alcoholic bever-
ages adopted the tax between 1933 and 1935.

Although twenty-eight states adopted the
license system of liquor control when prohibi-
tion was repealed, seventeen states elected the
monopoly method of liquor control while three
states remained "dry."13 The adoption of monop-
oly systems by certain states can be explained
partly in terms of their nearness to Canada
where this form of control was in use. As can
be seen in Chart 9.1, of the states bordering
Canada only 3 did not elect the monopoly con-
trol method, namely North Dakota, Minnesota,
and New York. The pattern of liquor control
systems established in the 1930's has remained
unchanged. No license states have become
monopoly states, although this change has
occasionally been suggested, nor have any mo-
nopoly states become license states.14 With
repeal of the Eighteenth Amendment and the
adoption of excise tax systems in numerous
states, liquor taxes and license fees became an
important source of revenue for state and local
governments. The revenue obtained by the
states from this source amounted to approxi-
mately $.5 billion in 1942, $.8 billion in 1950,
and over $1 billion in 1956.15

Liquor Tax in Colorado—Revenue Trends. In
1932, the Colorado electorate approved a Con-
stitutional Amendment which repealed previous
liquor laws and legalized the sale of alcoholic
beverages, subject to the U. S. Constitution. In
August, 1933, the legislature enacted a hastily
drawn liquor control act. Hence, with the rati-
fication of the Twenty-First Amendment to the
Federal Constitution,16 the sale of alcoholic
beverages became legal in Colorado and an
excise tax was immediately effected.

Revision of defective provisions of the 1933
liquor control law was undertaken in 1934.
Numerous inconsistencies in the 1933 law led
to its repeal and the enactment of a completely
new law in 1935. The "Liquor Code of 1935"
remains the law under which liquor traffic is
controlled in Colorado.

Revenues from Colorado liquor taxes in-
creased from 1936 until 1946 (Table 9.3). Al-
though revenues from this source decreased in
1950 they were near the 1946 level in 1957. It
can be seen in Table 9.3 that spirits have tended
to increase in importance, beer has remained

"Kansas remained "dry" until 1949 at which time it became a
license state.

14A more complete discussion of the monopoly method of
liquor control will be found in a later section of this Chapter.
,Distilled Spirits Institute, Public Revenues, op. cit., p. 7.
10Colorado was the twenty-sixth state to ratify the Twenty-First

Amendment. The vote on the ratification question was 133,906 in
favor of repeal and 63,089 against it. See Hal Hagen, "Liquor con-
trol by the Colorado License •System" (Unpublished Master's
Thesis, Colorado University, 1948), p. 55.
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CHART 9.1

fairly stable with the exception of the immedi-
ate post war period, and wine has tended to
decline in importance.
Prior to 1936, thirty-five percent of the liquor

revenue was apportioned to the general welfare
fund, 60 percent to the General Fund, and 5
Percent to the State Licensing Authority for
administrative expenses. Revenue from locally
issued licenses were retained locally.17 With the
.doption of a 1936 constitutional amendment,
nowever, 85 percent of all revenues collected
from liquor sources was earmarked for the
Old Age Pension Fund.

SOURCE: Distilled Spirits Institute, State Laws and
Regulations Relating to Distilled Spirits

Table 93

Excise Tax Revenues from Spirits, Beer, and
Wine in Colorado, Selected Calendar

Years, 1936-1957
Per-

Revenues cent
from of
spirits total

Year (thousands)
1936 $1,738 — 75.7
1941 1,819 75.9
1945 3,096 81.4
1946 4,027 83.2
1950 3,182 78.7
1955 3,273 78.5
1956 3,648 80.3
1957 3,637 80.4

Per- Per- Total
Revenues cent Revenues cent alcoholic
from of from of beverage
beer total mine total revenues

(thousands) (thousands) (thousands)
$317 13.8 $241 10.5 82,296
344 14.4 233 9.7 2,396
483 12.7 227 6.0 3,805
513 10,6 302 6.2 4,843
603 14.9 256 6.3 4,041
625 15.0 269 6.4 4,168
628 13.8 269 5.9 4,545
624 13.9 264 5.8 4,525

Source: Unpublished report, State of Colorado, Department of Revenue,
"Alcoholic Beverages—Tax Revenue and Consumption in
Colorado," p. 3.
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Total per capita revenue from taxes on alco-
holic beverages reached $3.54 in 1946 (Table
9.4). Since that time the per capita burden of
each type of alcoholic beverage has followed a
general downward trend.

Table 9.4

Per Capita Revenue from Alcoholic Beverages
in Colorado, Selected Calendar Years, 1941-1957
Year Spirits Beer Wine Total
1941 11.61 1.31 1.21 $2.13
1945 2.71 .42 .20 3.33
1946 3.54 .45 .27 4.26
1950 2.40 .46 .19 3.05
1955 2.12 .40 .17 2.69
1956 2.26 .39 .17 2.82
1957 2.17 .37 .18 2.71
Source: Unpublished report of the State of Colorado, Department of

Revenue, "Alcoholic Beverages-Tax Revenue and Consump-
tion in Colorado," p. 4.

Per capita consumption of alcoholic beverages
in Colorado reached a peak in 1946 which has
not been reached since. It can be seen from
Table 9.5 that per capita consumption of spirits
and beer has increased since 1941 but 1946 re-
mains the highpoint. Recent per capita wine
consumption has been below both the 1941 and
1946 levels.

Table 9.5

Per Capita Consumption of Alcoholic Beverages
in Colorado, Selected Calendar Years, 1941-1957

(gallons)
Year Spirits Beer Wine Total
1941 1.01 10.20 .92 12.13
1945 1.69 14.05 .89 16.63
1946 2.21 15.04 1.20 18.45
1950 1.50 15.16 .89 17.55
1955 1.32 13.49 .82 15.63
1956 1.42 12.98 .79 15.19
1957 1.36 12.44 .76 14.56
Source: Unpublished report, State of Colorado, Department of Revenue,

"Alcoholic Beverages-Tax Revenue and Consumption in
Colorado," p. 4.

Use of the Tax by Colorado and
Other States

Since license states and monopoly states are
not comparable, the following discussion will
be confined to license states. Monopoly states
will be discussed in a later section of this
Chapter.
Liquor revenues are collected by the states in

the form of an excise tax on the sale of alcoholic
beverages and license fees (discussed in a later
section) levied on liquor manufacturers, whole-
salers, and retailers. In addition to these two
forms of revenue, 16 of the 29 license states
include alcoholic beverages in their sales tax
base.19 It can be seen from Table 9.6 that this
inclusion results in a substantial yield in some

'5Seven of the 17 monopoly states also include alcoholic bever-
ages in their sales tax base. This inclusion yields an estimated
$18 million, or an average per capita collection $.84. See Distilled
Spirits Institute, Public Revenues, op. cit., pp. 11, 14-15.

states, especially California and Illinois. A total
of approximately $34.6 million was collected in
1956 or an average per capita amount of $1.34.
These amounts do not include collections from
five states for which data were not available.
Of the 13 license states which do not presently

include alcoholic beverages in a sales tax base,
9 do not have a sales tax. Therefore, there are
only 4 license states which have a general sales
tax and exclude alcoholic beverages from the
sales tax base-Colorado, Florida, North Dakota
and South Dakota.
The common practice of including alcoholic

beverages in the sales tax base as well as sub-
jecting it to a special excise tax would seem
to be inequitable on the grounds of double
taxation. However, since taxes are paid out of
income it is the effective aggregate rate on a
given commodity, not the number of taxes levied
on the commodity which is significant. In most
states where alcoholic beverages are included
in the sales tax base, the combined effect of the
two levies is usually taken into consideration
when establishing an excise tax rate.19 For this
reason comparison of rates and burdens be-
tween states is more meaningful if the sales
tax yield of alcoholic beverages in the various
states is taken into consideration.

Table 9.6

General Sales Tax Revenues from Sale of
Alcoholic Beverages, Eleven License

States, 1956a
General sales
tax revenues Per capita

Sales tax
rates

State (thousands) revenues (percent)
Arizona $ 1,100 $1.04 2
Arkansas 1,000 .55 3
California 50,800 3.78 state 3

local 1
Connecticut 2,925 1.31
Georgia 3,953 1.06 3
Illinois 16,992 1.80 2%
Kansas b 917 .44 2
Maryland 2,425 .86 2
New Mexico 1,665 2.04 .125-2
Rhode Island 800 .97 2
South Carolina 1,983 .84 3

Average 1.34

• Indiana, Louisiana, Missouri, Nevada and Tennessee also collect
revenues from the inclusion of alcoholic beverages in the sales tax
base. Mississippi, a "dry" state, includes beer in the sales tax base
and collected over $1 million from this source in 1956.

1) 2% Retail Liquor Sales Enforcement Tax applicable to alcoholic
beverages over 3.2 percent alcohol.

Source: Distilled Spirits Institute, Public Revenues from Alcoholic
Beverages, 1956, pp. 11,16-61.

The common charge of regressivity made
against alcoholic beverage taxes is somewhat
mitigated if liquor is included in the general
sales tax base. However, the extent to which
the regressivity of a high excise tax can be
mitigated by a low sales tax is, of course, slight.
In terms of revenue producing considerations,

inclusion of liquor in the sales tax base has
much to commend it. If a specific rate is utilized,

"'Don E. Dickey, Alcoholic Beverage Taxation in Florida
(Florida Citizens' Tax Councll: Tallahassee, 1958), p. 16.
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increased revenues are due either to increased
consumption, increased rates, or both. However,
if a general sales tax is used, revenues will
increase not only with increases in consumption
or rates but also with increases in the price level.
An estimate of the potential revenue which

could be effected by inclusion of liquor in the
sales tax base in Colorado will be discussed in
a later section of this Chapter.

Alcoholic beverages manufactured locally
are often taxed at a lower rate than beverages
imported into the state. Michigan and Missouri
have even been able to enforce an embargo
on the importation of liquor from certain
states.20 It would seem that such interference
with interstate commerce would violate the
commerce clause of the U. S. Constitution.
However, the Twenty-First Amendment has
been interpreted as superseding the commerce
clause--"Each state is a sovereignty in its own
right."21 The wisdom of permitting this clause
to be ignored may be questionable but never-
the less, "state trade barriers with regard to
liquor are legal practically without limit."22

Tax Rates and Revenues in the States. The
various alcoholic beverage tax rates in each of
the license states is shown in Table 9.7. The
average liquor tax rate for the 29 license states
in 1957 was $1.59 per gallon. Colorado's rate
of $1.60 per gallon was nearly identical to the
average rate for the 29 states, but slightly above
the median rate. It can also be seen that Minne-
sota employs the highest rate of $2.75 per gallon
While South Dakota employs the lowest rate of
$.75 per gallon. Eleven states employ a higher
rate on spirits than Colorado while seventeen
states employ a lower rate.
Wine rates, follow the general pattern of

alcoholic beverage tax rates, and are graduated
according to alcoholic content. A distinction is
frequently made between light wine and forti-
fied wine. Generally, light wine contains less
than 14 percent alcohol and fortified wine more
than 14 percent alcohol.23 Wine of more than
24 percent alcohol, which is unusual, is taxed at
a higher rate or it is taxed under the same rates
as spirits. The average rate for light wines in
1957 was $.29 per gallon, while the median rate
Was $.20 per gallon (Table 9.8).

'Richard W. Lindholm, Public Finance and Fiscal Policy (Pit-man Publishing Co.: New York, 1950), P. 450)
'Council of State Governments, Preliminary Report on Inter-state Cooperation in Liquor Legislation, 1938, P. 1.
'2Robert C. Brown, "The Legal Aspects of Trade Barriers,"

Bulletin of the National Tax Association, January, 1940, p. 11.Also see L. li. Kimmel, "Economic Effects of Sales and ExcisetTaxes,. 
Proceedings of the National Tax Association (Toronto,

lap. 650-658) and, Earl R. Rolph, "Interregional Trade andotate Excise Taxes," National Tax Journal, 8:388-92, December,1955.
s 'These classifications are not uniform in all states. For example,„everal states, including Colorado, use the terms "dry" andSweet..

Table 9.7

Alcoholic Beverage Tax Rates: 29 License
States, 1957

State

Spirituous
liquor

(per gallon)

Wine.
Light Fortified

(per gallon) (per gallon)
Beer

(per gallon)

Arizona $1.20 .36 $ .36 $.075
Arkansas 2.50 .75b ,75b .156
California 1.50 .01 .02 .020
Colorado 1.60 .12 .24 .030
Connecticut 1.00 .10 .10. .032
Delaware 1.15 .35 .35 .065
Florida 2.17 1.00d 1.40" .240
Georgia 1.00. .20 .50f .300
Illinois 1.02 .15 .40 .040
Indiana 2.08 .40 .40 .088
Kansas 1.00 .15 .40 .100
Kentucky 1.28 .50 .50 .081
Louisiana 1.68 .11 .21 .323
Maryland 1.50 .20 .20 .030
Massachusetts 2.25 .30 .30 .065
Minnesota 2.75 .22 .66s .071 11
Missouri .80 .02 .10 .020
Nebraska 1.20 .20 .55 .040
Nevada .80 .15 .25 .030
New Jersey 1.50 .10 .10 .033
New Mexico 1.30 .28 .28 .050
New York 1.50 .10 .10 .033
North Dakota 2.50 .50 .60) .160 1
Rhode Island 2.00 .20 .20 .034
South Carolina 2.72 .90 .90 .375
South Dakota .75 .15 .30s .073 1
Tennessee 2.00 .70 .70 .110
Texas 1.41 .11 .22 .140.
Wisconsin 2.00 .10 .20 .032

Average 1.59 .29 .39 .098
Median 1.50 .20 .30 .065

• For purposes of this table, light wine is wine containing not more than
14 percent alcohol and fortified wine is wine containing more than
14 percent alcohol. Wine classifications for tax purposes vary among
states.

b Domestic wines, 5 cents.
. Over 21 percent alcohol, 25 cents.
d Manufactured in Florida; light wines, 20 cents, fortified wines, 30

cents.
. $.50 if manufactured in Georgia.
f Domestic only. Light foreign wine $1, fortified foreign wine $2.
s 21 percent to 24 percent alcohol, $1.32.
h Less than 3.2 percent alcohol, $.035.
1 21 percent to 24 percent alcohol, $.80.
1 Over 4 percent alcohol, $.20.
k 21 percent to 24 percent alcohol, $.60.
1 Plus 10 percent of receipts for sale thereof.
Malt liquor ever 4 percent, $.165.

Source: Compiled from Commerce Clearing House, State Tax Guide,
All States, pp. 3521-3584.

The median rate is probably a more meaningful
measure of central tendency, since several states
such as Florida, South Carolina, and Tennessee
have extremely high rates which distort an
arithmetic average. Colorado's rate of $.12 per
gallon for light wine was substantially below
the median rate of $.20 for the 29 states. Al-
though fortified wine is often taxed at a higher
rate than light wine, occasionally it is taxed at
the same rate. The 29-state average rate for
fortified wine was $.39 per gallon, and the me-
dian rate was $.30. Again the median rate seems
to be a more meaningful measure of central
tendency. The median rate of $.30 per gallon
was 25 percent greater than Colorado's rate of
$.24 per gallon.

Beer rates vary widely from a high of $.375
per gallon in South Carolina in 1957 to a low of
$.02 in California. A few unusually high rates
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distort the average of $.098. Colorado's rate of
$.03 is less than half the median rate of $.065
for the 29 states.

Table 9.8

Alcoholic Beverage Tax Revenues: 29 License
States, 1956

(Rank order of states in parenthesis)
Per capita liquor tax revenue.

Liquor tax
revenues as

Total liquor Exclusive of Includes percent of
tax revenues sales tax sales tax total tax

State (thousands) on liquor on liquor revenues

Arizona $ 2,786 $2.64(24) $3.68b(17) 2.5(27)
Arkansas 5,725 3.15(17) 3.70b(16) 4.9(11)
California 38,992 2.90(20) 6.68 b(2) 2.5(26)
Colorado 4,354 2.70(23) 2.70 (26) 3.0(24)
Connecticut 7,039 3.15(16) 4.46b(9) 3.4(20)
Delaware 1,549 3.85(9) 3.85 (14) 3.2(21)
Florida 34,606 9.18(1) 9.18 (1) 10.3(1)
Georgia 19,096 5.14(4) 6.20 b (4) 6.5(5)
Illinois 26,262 2.78(22) 4.58 b (8) 4.1(15)
Indiana 13,797 3.13(18) 3.130(24) 4.9(12)
Kansas 4,951 2.35(25) 2.79 b(25) 3.1(22)
Kentucky 13,063 4.33(8) 4.33 (11) 7.6(2)
Louisiana 17,804 5.93(2) 5.930(5) 5.2(10)
Maryland 8,784 3.12(19) 3.98b(13) 3.5(19)
Massachusetts 23,778 4.94(5) 4.94 (6) 6.2(6)
Minnesota 15,239 4.70(6) 4.70 (7) 5.4(9)
Missouri 5,972 1.40(29) 1.400(29) 2.3(28)
Nebraska 2,626 1.86(28) 1.86 (28) 3.5(18)
Nevada 858 3.47(12) 3.470(20) 2.9(25)
New Jersey 18,814 3.48(11) 3.48 (19) 7.3(3)
New Mexico 1,761 2.16(27) 4.20 b(12) 2.0(29)
New York 51,487 3.18(15) 3.18 (23) 5.8(7)
North Dakota 2,869 4.37(7) 4.37 (10) 5.7(8)
Rhode Island 2,322 2.80(21) 3.77 b(15) 3.8(17)
South Carolina 12,798 5.44(3) 6.28b(3) 7.2(4)
South Dakota 2,325 3.34(13) 3.34 (21) 4.8(13)
Tennessee 7,642 2.20(26) 2.200(27) 3.1(23)
Texas 28,732 3.22(14) 3.22 22) 4.6(14)
Wisconsin 13,168 3.50(10) 3.50 (18) 4.0(16)

• Based on population estimates of the U. S. Bureau of the Census as
of July 1, 1956 as presented in Survey of Current Business, August,
1957.

b States which include alcoholic beverages in their sales tax base.

• Includes alcoholic beverages in sales tax base, but data are not avail-

Source: Adapted from U. S. Bureau of the Census, Compendium of
State Government Finances in 1956, pp. 11-12, and Distilled
Spirits Institute, Public Revenues from Alcoholic Beverages
1956, pp. 14-15.

From a viewpoint of comparative rates on al-
coholic beverages, Colorado's rate on spirituous
liquor would seem to be comparable to other
license states. However, Colorado's rates on light
wine, fortified wine, and beer appear to be sub-
stantially below the average rate for the license
states and considerably below the median.

In the case of alcoholic beverage taxes, an
interstate comparison of tax rates is not neces-
sarily indicative of the relative liquor tax bur-
dens among the states since some states, as
mentioned earlier, include alcoholic beverages
in the sales tax base.

It can be seen from Table 9.8 that several
states collected substantial revenues from taxes
on alcoholic beverages in 1956. In terms of per
capita collections, exclusive of sales tax revenue
from liquor, Florida had the highest rate, $9.18,

while Missouri had the lowest rate, $1.40. Colo
rado's per capita rate of $2.70 was substantially
below the average per capita rate of $3.60.

Interstate comparison of relative tax burdens
tends to be more meaningful if per capita col
lections reflect the revenue from alcoholic bev
erages due to the sales tax, as well as from the
liquor tax. On this basis Colorado's rate of $2.70
was considerably lower than the average for the
license states, $4.11. This low rate ranked Colo.
rado 26th, only three states having a lower rel.&
tive burden.

Further examination of Table 9.8 shows that
the fiscal significance of the liquor tax varied
widely from state to state in 1956-from 10 per-
cent of total tax revenue in Florida to 2 percent
in New Mexico. Colorado's liquor tax collections
amounted to approximately 3 percent of total
tax revenue which placed Colorado somewhat
below the average of 4.6 percent for the 29.
license states.

In summary, Colorado's tax burden is below
the 29-state average if total liquor taxes on a
per capita basis are compared. If sales tax collec•
tions due to liquor sales are included, Colorado
is substantially below the average. In addition
the liquor tax in Colorado is of less relative im-
portance in the over-all revenue structure than
is the case in most of the 29 states.

Administration of the Tax in Colorado. Excise
taxes on alcoholic beverages and license fees are
administered in Colorado by the Liquor License
Division, which is under the Secretary of State
Prior to 1941, the enforcement and revenue col-
lecting functions were performed by one agency
Since that time, however, the revenue collection
function has been performed by the Revenue
Department, while the Liquor License Division
is responsible for administration of the Colorado
Liquor Code as well as the Colorado 3.2 Beei
Act. The latter agency maintains a daily per-
petual inventory of alcoholic beverages within
the State and is therefore able to determine the
alcoholic beverages which are subject to the tax
This separation of enforcement and collection
functions appear to be quite effective.

Collection costs incurred by the Liquor Li-
cense Division have been approximately 4 per-
cent of total collections." This ratio compares
favorably with the hypothetical 2-5 percent
criterion of a "good tax." The costs incurred by
the Revenue Department however, are not in-
cluded. These costs appear to be small since most
of the administration of the liquor tax is per-
formed by the Liquor License Division.

One of the major administrative problems as-
sociated with the liquor tax is the evasion en-
couraged by high rates. The most common form
of evasion is illegal production which appears to

"Colorado Liquor License Division, Annual Report, 1957, P.
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be largely confined to the southeastern United
States, and is of little significance in Colorado.25

The purchase of out-of-state liquor made in
order to take advantage of lower tax rates pro-
poses an additional evasion problem. For ex-
ample, it is reported that some purchases of
liquor are made in Iowa by Minnesota residents
in order to avoid the higher tax in Minnesota."
Because of rates in surrounding states and the
geographical location of municipalities in Colo-
rado, this problem does not appear to be of sig-
nificance in the State.

From a viewpoint of state revenues the most
serious form of evasion is bootlegging or the sale
of alcoholic beverages on which there has been
no tax paid. The propensity to engage in illicit
liquor traffic is strengthened by high tax rates.
An effective method for eliminating extensive
bootlegging is the stamping requirement used
by Colorado and 32 other states whereby stamps
are purchased by liquor dealers and affixed to
the bottles. A field investigator is then in a
position to check a given inventory to see that
the tax has been paid.27 An alternative adminis-
trative procedure which could be adopted in
Colorado would be to utilize a reporting system
of enforcement similar to that presently used in
the case of beer. Such a system would result in
some savings to the State and would relieve
merchandisers of the expense involved in pur-
chasing, affixing, and cancelling the stamps. It
should be noted, however, that a system appro-
priate for beer may not be appropriate for
Spirits. For example, the State tax on a case of
beer is less than $.07, while the tax on a case of
spirits amounts to $4.80.

Colorado Municipalities. License fees are
collected from liquor retailers in Colorado by
both the state and municipalities in which the
vendors are located. Prior to 1936, license fees
were collected locally and also retained by the
localities. However, in 1938, the Supreme Court
held that the Old Age Pension earmarking
amendment, passed in 1936, applied to locally
collected liquor license fees as well as to state
license fees. Hence, 85 percent of the license fees
collected locally for the State became earmarked

"In 1953, 93 percent of the stills and mash seized by the Federal
government were in states south of the Ohio River and east of
the Mississippi River. See McKenna and Boddy, "How Bad Are
-Liquor Taxes?",op. cit., p. 36. See the same volume for state-
ments by representatives of the liquor industry that illegal pro-
duction is widespread and not confined to the southern states.

2%. B. Schmidt, "Selective Sales Taxes," Proceedings of Con-
fe9r5en7) ,cep.o7n0. State and Local Tax Systems (Laramie, Wyoming.

511- C. Wilson of the Liquor License Division reports that the
Colorado stamping requirement has been quite effective in cur-
tailing the sale of liquor on which the tax has not been paid, and
that _ t abandonment of the requirement would create a serious en-forcement problem.

for the Old Age Pension Fund. Colorado mu-
nicipalities now retain only 15 percent of the
state license fees they collect.

Having lost this source of revenue, but still
faced with costs associated with the sale of al-
coholic beverages, several municipalities levied
an occupation tax on liquor retailers.22 In 1949,
this type of ordinance was held not to be in con-
flict with Article XXII of the Constitution,
which provides for exclusive state control of
alcoholic beverages, as long as the ordinance was
for revenue purposes and not for regulatory
purposes. Since that time numerous munici-
palities have adopted an occupation tax on liquor
dealers. In 1954, Colorado municipalities col-
lected approximately $127,000 from this source."

A Colorado municipality presently has the
right of local option, that is, the legal ability to
exempt itself from the state liquor law thereby
effecting a "dry" municipality. Although many
other states grant local option provisions to
other governmental jurisdictions such as coun-
ties, Colorado's local option extends only to
municipalities. Attempts have been made in
Colorado in the past to have local option ex-
tended to counties, election wards, and precincts
but without success. There is undoubtedly some
fear that local option will be used as a vehicle
for state prohibition as it was in the period
immediately preceding national prohibition.

Beer of no more than 3.2 percent alcohol is
exempted from local option provisions on the
grounds that it is non-intoxicating. Although it
is legally non-intoxicating, it is nevertheless
denied to persons under 18 years of age.

Use of Liquor Licenses by Colorado
And Other States

Historically, the issuance of liquor licenses
has been for the purpose of offsetting the costs
incurred by governments in exercising control
over the liquor industry. The "special benefit"
nature of non-tax revenues is especially applic-
able to liquor licenses and has been well sum-
marized by William H. Anderson."

It can be considered, therefore, that the
principal distinction between non-tax reve-
nues and taxes lies in the degree of general
benefit as contrasted with special benefits.
The charges may be called taxes when the
general benefit is the outstanding feature, and
they may be referred to as non-tax revenues
when the special benefit is most significant.

"For a sample ordinance levying such an occupation tax see
Hal Hagen, "Municipalities and Liquor License Fees," Colorado
Municipalities, April, 1946, pp. 63-66.

"Colorado Municipal League, Selected Non-Property Revenues
of Colorado Cities and Towns (Boulder, 1955). PP. 3-5.

"William H. Anderson, Taxation and the American Economy
(Prentice-Hall, Inc.: New York, 1951), p. 489.
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Licenses, in addition to being used to obtain
revenue to cover costs of administration, are
often used to control the number and character
of licensees as well as to encourage local manu-
facture of alcoholic beverages.

One of the problems associated with the li-
censing of liquor retailers is the resulting re-
striction of licenses issued. This restriction is due
to the pressures exerted by the liquor dealers,
who desire to achieve a partial monopoly posi-
tion, and by those groups and individuals who
wish to avoid having liquor dealers become
ubiquitous.

If it is in the public interest to restrict the
number of liquor dealers, the inevitable con-
sequence is the accruing of a monopoly profit.
Although this monopoly profit, effected by the
government, presently accrues to the liquor
dealers, it could reasonably be argued that this
profit should accrue to the state to be enjoyed
by the general public. This shifting of the mon-
opoly benefits to the general public could be
achieved in one of two ways. The first, and the
one most difficult to achieve, would be for the
government to adopt a monopoly control system.
The second alternative would be the adoption of
substantially higher license fees (replacing the
present system) which would have the effect
of reducing the number of liquor dealers—an
objective which is presently achieved by legal
requirement. A slight alteration of the second
method would be to issue licenses on a competi-
tive basis, that is, licenses would be issued to the
highest bidders. This technique, of course, has
the inherent danger of collusive bidding.

Although the present situation of allowing
monopoly profits to accrue to the liquor dealers
does not seem equitable to the general public,
it is somewhat mitigated by the lack of knowl-
edge as to the extent of monopoly profits
realized.

License fees vary substantially in the states
since the objectives for issuing the license vary.
Higher fees are usually paid by distillers than
by wholesalers. Wholesalers in turn usually pay
higher fees than retailers. Off-sale liquor stores
generally enjoy a lower rate than on-sale estab-
lishments. Because of this wide variation in
license fees, a valid interstate comparison is ex-
tremely difficult. In addition, there is wide dif-
ference in the types of licenses issued. Some
states, such as Colorado, issue licenses which
allow the retailer to sell only 3.2 percent beer.
Many states do not distinguish between so-called
"light" beer and regular beer.3'

"Light beer" is the result of the modification of the Volstead
Act by Congress prior to repeal of prohibition. It was held that
beer of no more than 3.2 percent alcohol was non-intoxicating
and could therefore be sold. Several states took this reasoning
out of the context of the times in which it originated and held
that since 3.2 percent beer is legally defined as non-intoxicating,
it could be sold to minors between the ages of 18 and 21. Colorado
and only six other states have taken this position.

Another example of dissimilar privileges ap-
plying to licenses is the prohibition in some
states of an on-sale dealer making package sales.
Even if a valid interstate comparison of license
fees could be made, the desirability or useful-
ness of such a comparison is questionable.

If one state is to be compared to another, it
would have to be assumed that the two states
had similar motives, that is, one was not en-
couraging the liquor industry while the other
was restricting it. Likewise, it would have to be
assumed that costs within the states were not
dissimilar if license fees were levied to support
the cost of regulatory agencies. Or, if a state
wishes to use its license system as a source of
revenue or as a vehicle to capture monopoly
profits, it must measure its license system in
those terms rather than using the rates in other
states.

Colorado's 1957 license rates are shown in
Table 9.9. Since the fee for "off-sale" retailers
was only $200 annually and the fee for "on-sale"
retailers'2 (hotels and restaurants) are only
$350, there is little evidence that the State is
attempting to capture monopoly profits.

Table 9.9

Alcoholic Beverage License Rates in
Colorado, 1957

Type of licensee

Brewery or winery
Distiller or rectifier
Beer wholesaler
Wine or spirits wholesaler
Retailers and drug stores
Railroad cars
Hotels and restaurants
Clubs

License issued
by State

A. Alcoholic Beverages
$ 250
1,000
500

1,000
Sob

25
25
25

B. Beer and Wine Only

Hotels 4: restaurants $ 255

Resort hotels 200

C. 3.2% Beer Only

Manufacturers and wholesalers S 100
Retailers

License issued
by locality•

8150

325
100

$150

25b $ 25

• 85% of license fees collected by municipalities and counties accrues
to the State.

b If establishment is not located within a locality, an additional fee is
collected. -

Source: Commerce Clearing House, State Tax Reporter: Colorado, 1956,
PP. 3501-02.

The object of Colorado's license fees seems to
be that of covering costs incurred by the State
liquor authority. Costs incurred by the Liquor
License Division in 1957 were approximately
$202,000 while license fee collections by the
State were $219,000.33

"When prohibition was repealed it was hoped that the return
of the old time saloon could be avoided. Some states, such as
Colorado, prohibited by law the issuance of a license to saloons.
Licenses in Colorado are issued to "restaurants." To contend that
neither "saloons," "taverns," nor "bars" exist in Colorado Is a
matter of definition.
"Annual Report of the Liquor License Division, 1957, p. 3.
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The Monopoly Method of Liquor Control

The philosophy of the Volstead Act rested on
the contention that the consumption of alcoholic
beverages in any form, of any strength or
quality, was detrimental and objectionable, if
not actually sinful.31 As the unenforceability
of complete national abstinence became appar-
ent, a theory of neutrality replaced the pro-
hibition philosophy. When the problem of
liquor control was turned over to the states,
this position of general neutrality was evidenced
by most states' allowing the sale and consump-
tion of alcoholic beverages but at the same time
determined not to allow return of the saloon
with its accompanying social problems.35

Some states, more determined than others to
avoid the problems of the pre-prohibition days,
adopted the monopoly method of liquor control.
The reasons for adoption of a monopoly system
by 17 states are numerous, and the fear of some
states that if a license system were adopted a
change-over at some future date would be im-
possible appears to have been well founded.
The pattern of liquor control was rigidly estab-
lished in the 1930's; all of those states adopting
the license technique have retained it and all
of those states adopting the monopoly technique
have retained it. The only change in recent
years was the change-over by Kansas in 1949
from a dry state to a license control state. The
advantages claimed for the monopoly method of
control are primarily of a social control nature
but revenue considerations are often significant.
It is claimed that the monopoly method can
better maintain the marketing of alcoholic bev-
erages in a climate of neutrality, even though the
control in most monopoly states extends only to
operations of package liquor stores." It is
argued that the monopoly method can establish
neutrality by removing the profit motive inher-
ent in the license system, and by exercising
strict control over the number of licenses issued,
the hours of sale, the extent of advertising,
Pricing policies, and the quality of merchan-
dise. 37 Another advantage appears to be the
more effective control of under-age drinking.

"Hal Hagen, Liquor Control By the Colorado License System,
013. elL. PP. 16-17.

"Franklin D. Roosevelt in the repeal proclamation in 1933,
asked the states not to allow the return of the saloon either in itsold form or in some modern guise. "Since this time the saloonhas been returning under a new guise, the tavern." Hagen, Ibid.,

Some of these states, however, prohibit the sale of alcoholicbeverages for consumption on the premises. It has been suggested

this 
the term "quasi-monopoly" would be more appropriate foris type of liquor control. See Roy and Gladys Blakey, Sales Taxes

cold Other Excises (Public Administration Service: Chicago, 1945),1:). 96,

'For a complete discussion of the monopoly method of liquorcontrol see Blakey, ibid., pp. 96-100; Jacob B. Taylor, The Monop-91Y Liquor Control: An Appraisement, After Seven Years (Na-
?ional Alcoholic Beverage Control Association: Columbus, Ohio,941)  ; Glenn D. Morrow and Orba F. Traylor, State Liquor Monop-oly p 

orS'

mate Licensing (Frankfort, Kentucky, 1940) ; and J. E.
Ben Tillman's Baby: The Dispensary System of SouthCar ma (Augusta, Georgia, 1950).

Michigan, for example, requires that all persons
between the ages of 21 and 25 secure an age
identification card which must be shown when
intoxicating beverages are purchased. The
license system has in some cases been able to
achieve as effective a control as the monopoly
system and there seems to be some agreement
that, ". . . as to the effectiveness of monopoly
control measures, no definite conclusion can be
drawn."33

The revenue considerations involved in the
monopoly system of liquor control are less sub-
ject to disagreement than the control consider-
ations. The greater revenues received by the
monopolies have been observed by numerous
writers, and it has been pointed out that these
revenues are often the result of public profit
motive replacing profit motive and a policy of
neutrality thereby being ignored. Greater reve-
nues do not necessarily imply that the state is
encouraging the consumption of alcoholic bever-
ages, however. If a policy or attempting to cap-
ture monopoly profits is followed, substantial
revenues would be effected. Another possible
reason is that monopoly systems may be able
to control bootlegging more effectively and
therefore secure greater tax receipts.

Interstate comparisons between monopoly
states and license states are somewhat difficult
to make but the average per capita revenue for
the monopoly states in 1956 was about $8.00
while the average per capita revenue for the
license states was only about $4.25.3°
The adoption of a monopoly system of liquor

control by a license state involves numerous
problems, the least of which is that it has never
been done before. Nevertheless, it has been
advocated, it has fiscal advantages, and it may
permit more effective liquor control.
The scope of this study does not permit a

complete analysis of the desirability, or possi-
bility, of Colorado's adopting a "quasi-monop-
oly" control over the distribution of alcoholic
beverages. This omission, however, should not
be interpreted as opposition to adoption of such
a system. Considering the possible advantages
of the monopoly system and the magnitude of
the problem, further study of this system would
undoubtedy be of value.'°

Possible Changes in Colorado

Excise Tax Rates. The present excise tax rate
of $1.60 per gallon on distilled spirits in Colo-
rado is almost identical to the average rate of

"Morrow and Traylor, ibid., P. 6.
"Computed from Distilled Spirits Institute, Public Revenues,

op. cit., pp. 16-63.

"The Minnesota Tax Study Committee recommended the con-
sideration of a monopoly system at the wholesale level if additional
revenues were needed. Report of the Minnesota Tax Study Com-
mittee (Minneapolis, 1956), p. 602.
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$1.59 per gallon and is slightly above the median
for spirits in the 29 license states. If comparabil-
ity with other license states is to be the criterion,
Colorado would be unjustified in increasing the
tax rate on spirits at the present time.

In comparison with the license states, Colo-
rado would be justified in increasing the present
tax rates on light wine, fortified wine, and
beer.

The present tax rate on light wine in Colo-
rado is $.12 per gallon. This rate is considerably
below the median rate, which is a more mean-
ingful measure of central tendency than the
average rate, for the 29 license states of $.20
per gallon. If Colorado were to increase the tax
on light wine from $.12 per gallon to the 29-state
median rate of $.20 per gallon, it is estimated
that light wine tax collections would be in-
creased by approximately $25,000.41

Colorado's tax rate on fortified wine (over 14
percent alcohol) was $.06 below the median
rate of the license states in 1957. If Colorado
were to increase the tax rate to the median
rate of $.30 per gallon, fortified wine tax collec-
tions would be increased by approximately
$55,000.

Wine rates in Colorado are graduated accord-
ing to alcoholic content, wines of less than 14
percent alcohol being taxed at a rate of $.12
per gallon, and wines containing over 14 percent
being taxed at $.24 per gallon. If Colorado
increased the wine tax rates in order to be
comparable with the median rate in the license
states, the difference in rates would not be as
extreme. If light wine were taxed at $.20 per
gallon and fortified wine at $.30 per gallon, the
higher proof wine would carry only a 50 per-
cent higher rate whereas it presently carries
a 100 percent higher rate. Nevertheless, the
rates would still be graduated according to
alcoholic content and any graduation is some-
what arbitrary in nature.

Colorado's present rate of $.03 per gallon on
beer is less than half the median rate of $.065
per gallon in the 29 license states. If rates were
increased it would undoubtedly be more con-
venient simply to double the present rate than
to increase the rate to $.065 per gallon. If the
$.03 per gallon rate on beer were doubled to $.06
per gallon, it is estimated that beer tax collec-
tions would be increased by approximately
$625,000.

In summary, total tax collections would be
increased by approximately $700,000 if excise
rates on wines and beer were increased in the

41Estimates of potential revenues are based on 1957 data con-
tained in the Annual Report of the Liquor License Division, 1957.
See an earlier section of this chapter for a complete interstate
comparison of tax rates on alcoholic beverages.

manner discussed above. The bulk of these in-
creased revenues would be due to the increased
tax rate on beer.

License Fees. An interstate comparative anal-
ysis is of little significance in the case of license
fees, since license privileges and objectives in
collecting the fees are not comparable. Some
states collect fees to offset costs of the license
authority, others impose license fees for revenue
purposes, while others attempt through the li-
cense device to either encourage or discourage
the liquor industry.

Colorado's license system is somewhat in-
volved since license fees are collected both by
the State and by municipalities which remit 85
percent of the collections to the State. It does
not appear that the State should receive 85 per-
cent of the license fees collected locally since
localities incur a substantial cost due to the sale
of alcoholic beverages. This apparent injustice
is somewhat mitigated by the fact that many
municipalities have imposed an occupation tax.
In addition, it would be difficult to pass a con-
stitutional amendment which would probably
be needed to alter the present system.

That portion of the license fees collected by
the State appears to be motivated by the desire
to offset the costs incurred by the Liquor License
Division. Therefore, as long as costs are ex-
ceeded by revenues there is little reason to in-
crease the fees. If the objective should change to
one of attempting to capture the monopoly profit
created by the State in restricting licensees, an
increase in rates would be warranted. The de-
mand for liquor licenses appears to be somewhat
inelastic at the present fee level, and any in-
crease would probably cause revenue to be en-
larged in nearly the same proportion as the fee
increase. If rates were raised high enough, how-
ever, the number of licenses demanded would
begin to decrease. The number of liquor dealers
would, therefore, be restricted by the high fees
and, in addition, the State would be collecting
substantial revenues. The level to which fees
would have to be raised to achieve the desired
number of licensees would have to be found by
trial and error, that is, increase fees until the
desired number of licensees is reached. If there
were insufficient applicants to adequately fulfill
the needs of a community, the fees could be
lowered.42

One effect that would probably result from
this approach would be to encourage competi-
tion, the effects of which are usually desirable.

42An implicit assumption in this type of argument is that the
incidence of the license fee rests largely with the dealer. Such
an assumption is not beyond question. If the total fee is shifted
forward, it simply becomes an additional tax on the liquor con-
sumer.
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In the case of liquor retailing, however, it is oc-
casionally argued that severe competition often
results in intemperance.

Inclusion of Alcoholic Beverages in the Sales
Tax Base. Of the 29 license states, 20 have a
general sales tax. Of these 20 states, 16 include
alcoholic beverages in the sales tax base. The
four license states which exempt alcoholic bev-
erages from the sales tax base are Colorado,
Florida, North Dakota, and South Dakota.

Estimating the potential revenue if Colorado
were to include alcoholic beverages in the sales
tax base is somewhat difficult, but it appears
that this modification would increase the sales
tax collections by $1,550,000 to $1,875,000'3.

4'Arizona, Maryland, and Rhode Island impose a 2 percent
general sales tax and include alcoholic beverages. It can be seen
from Table 9.7 that per capita collections in 1956 by these states
were $1.04, $.86, and $.97, respectively. Assuming consumption
Patterns are somewhat comparable in these states and Colorado.
Potential revenues can be estimated using each of the above per
capita rates and the estimated Colorado population for 1959 of
1,801,000, and using Arizona's per capita collection rate, Colorado
collections would be $1,873,000. Using Maryland's rate, collections
would be $1,548,000, and using Rhode Island's rate, collections
would be $1,747,000. Using the average rate for the three states
Of $.957, Colorado collections would be $1,723,000.

Population estimate for 1959 is from William Peterson, A
Critical Survey of Several Forecasts of the Population of Colo-
rado, State of Colorado, Department of Natural Resources, July,
1957, P. 31.

Sales Tax at Wholesale Level. A possible pro-
cedure would be to levy a sales tax on alcoholic
beverages at the wholesale level. Different per-
centages would be used for different types of
beverages. For example, the rate for beer could
be 6 percent; for wine, 9 percent; and for spirits,
12 percent. An advantage of such a system would
be that it would lessen, to some degree, the
regressivity of the liquor tax. While it is diffi-
cult to determine the effects of such a procedure,
the State could collect additional revenue of be-
tween $2 million and $2.5 million. A similar
amount of revenue could be collected if a flat
rate of approximately 10 percent were used.

Summary. In summary, the above rate
changes and inclusion of alcoholic beverages in
the sales tax base would yield the following
revenues:

Increase light wine rate from
$.12 per gallon to $.20 per gallon $ 25,000

Increase fortified wine rate trom
$.24 per gallon to $.30 per gallon 55,000

Increase beer rate from $.03 per
gallon to $.06 per gallon 625,000

Include alcoholic beverages in
sales tax base 1,723,000

Total $2,428,000





CHAPTER X

HIGHWAY USER TAXES

The United States has the most highly de-
veloped network of rural and urban roads in
the world, and the number of vehicles, as well
as the volume of traffic using these facilities, is
constantly increasing. As of 1955 improved high-
way and street mileage totalled 3,418,214 miles,
and there were 62,760,000, motor vehicles which
traveled an estimated 603,434,000,000 miles.' In
contrast to the policy for other transportation
media, the responsibility for construction and
maintenance of these facilities is borne by gov-
ernment. Needless to say the problem of financ-
ing is a tremendous one, and is growing in mag-
nitude each year.

Nature and Development of
Highway User Taxes

The principal burden of administering and
financing modern highway and road systems has
fallen upon the states with substantial assistance
from the federal government. State policy has
assigned the lion's share of the cost to the own-
ers of motor vehicles through the medium of
the so-called special benefit or user taxes. City
streets have continued to be primarily a local
responsibility financed largely by the property
owner.
The special user tax approach involves two

major types of levies, namely, motor fuel and
vehicle license or registration taxes. These taxes
are universally employed by the states and by a
limited number of cities. The federal govern-
ment also taxes motor fuel on a special benefit
basis. A third form of tax involving a special or
additional burden on certain classes of commer-
cial carriers is now used by twenty-nine states.
In addition, there are a number of special
charges imposed by the states on vehicle owners
or operators. They include operator's and chauf-
feur's licenses; certificate of title or transfer
fees; caravan fees; administrative services
charges; tolls; and fines for traffic violations.
Municipal parking meter charges constitute an-
other minor, but not insignificant, method of
extracting revenue from the vehicle owner.

.Registration Tax. Registration of motor ve-
hicles was initiated in 1901 by New York and
became universal in 1915 with the adoption ofthe.Louisiana law. While the original purpose of
registration was regulatory, that is, to protect
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the citizenry from the dangers to body and limb
caused by the mechanical monsters, and to pro-
vide an official record of ownership, revenue
potentials were soon recognized and utilized.
The development was gradual until the 1920's,
but since that time changes in the base and rate
as well as increases in the number of vehicles
have occasioned rapidly rising yields.
Graduated licenses relating to some physical

characteristic of the vehicle such as weight,
horsepower or capacity were first introduced in
1913, and the concept of the license charge as a
special tax on highway use was directly associ-
ated with this action. Some jurisdictions also
included value or age factors which reflected the
property tax approach, but perhaps also con-
tributed to the tax or revenue function of the
license.

Later developments in the use of the registra-
tion tax have tended to delineate its function as
a member of the special user tax family to one
of measuring the impact of different types and
weights of vehicles on highway costs. In addition
to the "relative damage to the roads" concept
this tax is thought to afford a convenient means
of assigning certain basic elements of highway
cost attributable to the individual vehicle re-
gardless of its special characteristics.

Motor Fuels Tax. Oregon introduced the first
gasoline tax in 1919, and in the short period of
one decade all of the other states had followed
suit. The fuel tax quickly assumed its present
role as a measure of highway use or vehicle
travel. Technical complications arose as new
types of fuel and engines were developed, but
most of these problems have been resolved by
extensions of the tax base to all forms of fuel
used to propel motor vehicles on the highways.
There is still a question, however, as to the de-
sirability of differential rates for certain of the
special fuels now employed.

Special Carrier Taxes. The third type of spe-
cial user tax, often termed a third structure
levy, which applies to specified types of property
and passenger vehicles, is a development of the
last three decades. The intent of these levies is
to impose an additional burden upon commercial
or business carriers who use highway facilities
for profit-making activities. In earlier years
these taxes were regarded as payments for spe-
cial benefits received, but they are presently
defended as a means of assigning the additional
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elements of highway costs attributable to such
vehicles. Colorado introduced a special ton-mile
and passenger-mile tax on common carriers in
1927, and there are now twenty-nine states that
employ some form of additional tax on certain
broad classes of commercial vehicles. The tax
base varies widely including ton and passenger
miles, weight or capacity, mileage, gross re-
ceipts and flat fees. Variations exist also in
respect to the level of rates imposed. Gener-
ally speaking, the states which levy substantial
third level taxes impose low rate license charges,
and vice versa.

Productivity of Highway
User Taxes

Highway user taxes are obviously a major
element in the tax systems of the states at the
present time. They produced over four billion
dollars in 1957 or nearly 29 percent of total
state tax revenues (Table 10.1). The motor fuels
tax, in the aggregate, out-produced the regis-
tration and other special taxes by more than a
2 to 1 margin, accounting for 19.5 percent of
total state tax revenues as compared to 9.4 per-
cent for the other levies. Since World War II,
the relative importance of the former tax has
gradually increased. The percentage signifi-
cance of the user taxes in Colorado, 29.7 percent,
is slightly above the 48-state average.
There is marked difference in the relative

significance of both types of taxes from state
to state. In the case of the motor fuels tax the
range in 1957 was from a low of 9.2 percent
of total tax revenues in New York to 40.6 per-
cent in Nebraska. The proportion of total rev-
enues derived from the motor fuels tax was
below the aggregate average of 19.5 percent in
nineteen states and above it in twenty-nine.
Twelve of the twenty-nine higher yield states
derived more than 25 percent of their total tax
revenues from this source. A much greater
variation existed in respect to registration and
operator's license revenues. Their percentage
significance ranged from slightly over 2 percent
in Alabama to over 22 percent in New Jersey.
Six states, five of which are in the South, ob-
tained less than 5 percent of their tax revenues
from this source, while seventeen derived 12
percent or more. Colorado was slightly below
the aggregate average of 9.4 percent.

Rationale of Special User
Tax Financing

The Theoretical Problem. The special user
tax approach to financing highways and roads
is generally accepted by the people, and the
taxes employed have generally kept pace with
the rapidly rising cost of the facilities. These
levies, motor fuel, license and special carrier
taxes, represent the most significant application
of the direct benefit principle of taxation in the

Table 10.1

State Motor Fuel and Registration Tax and
Operator's License Revenues, 1957

State

Motor fuel revenues

Amount Percent of
(thousands) total taxes

Registration tax & operator's
license revenue

Amount Percent of
(thousands) total taxes

Alabama $ 63,473 27.63 $ 4,956 2.14
Arizona 19,701 18.41 7,952 7.43
Arkansas 34,086 27.21 12,689 10.13
California 291,295 17.80 112,213 6.85
Colorado 32,390 21.13 13,199 8.61
Connecticut 41,993 18.44 15,746 6.92
Delaware 7,270 16.26 3,901 8.73
Florida 101,072 26.91 45,832 12.20
Georgia 74,867 23.80 15,418 4.90
Idaho 13,998 27.60 8,508 16.78
Illinois 129,441 18.73 91,773 13.28
Indiana 69,169 23.20 35,027 11.75
Iowa 55,229 22.28 43,316 17.47
Kansas 35,545 22.49 19,599 12.40
Kentucky 54,216 26.95 11,345 5.04
Louisiana 56,908 15.25 12,588 3.38
Maine 20,907 29.63 8,748 12.40
Maryland 47,183 18.82 22,216 8.86
Massachusetts 62,393 15.08 22,646 5.48
Michigan 135,845 17.61 72,939 9.45
Minnesota 50,148 17.14 36,287 12.40
Mississippi 40,057 24.95 7.043 4.39
Missouri 41,550 15.61 34,192 12.85
Montana 17,681 33.59 3,741 7.11
Nebraska 29,947 40.64 4,875 6.62
Nevada 7,744 21.96 3,832 10.87
New Hampshire 9,156 27.52 6,169 18.55
New Jersey 70,632 25.16 62,392 22.22
New Mexico 20,770 21.39 10,275 10.58
New York 132,592 9.20 129,249 8.97
North Carolina 91,155 24.65 27,504 7.44
North Dakota 10,638 20.56 8,740 16.89
Ohio 142,070 2099. 94,747 14.00
Oklahoma 52,772 22.39 33,415 14.18
Oregon 34,145 17.60 26,269 13.54
Pennsylvania 180,972 18.37 81,559 8.28
Rhode Island 9,313 14.89 6,435 10.29
South Carolina 45,632 24.75 8,882 4.82
South Dakota 11,076 25.96 6,028 14.13
Tennessee 71,433 26.56 22,344 8.31
Texas 164,702 25.00 65,039 9.87
Utah 15,535 20.24 5,163 6.73
Vermont 6,691 19.16 6,081 17.42
Virginia 68,890 21.81 22,366 7.08
Washington 54,628 15.39 17,467 4.92
West Virginia 28,354 18.28 13,314 8.57
Wisconsin 64,581 18.14 38,379 10.78
Wyoming 8,166 24.38 5,418 16.17

Total 2,828,011 19.46 1,367,816 9.41

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1957.

nation's tax structure. Quite logically, the bulk
of the revenue produced is earmarked for
highway purposes.
The general concept that those who benefit

directly from the use of highway and road
facilities should bear the primary responsibility
for their cost is simple and logical. It also
appears to be equitable and desirable. What
could be more appropriate than a policy which
assesses the costs against those that benefit
directly from their use?
While few have questioned the basic assump-

tions of this policy, it does lose some of its
apparent logic in actual application. Further
investigation reveals significant theoretical as
well as practical limitations. Why single out
this governmental function for financing via the
direct benefit approach? Why not finance public
education in the same manner? Is the ability
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to pay standard of apportioning tax burdens
invalid as applied to highways and roads?
Assuming that these questions can be an-

swered satisfactorily (if one is committed to the
benefit approach), the inherent problem of
measuring the benefits must then be resolved.
While the immediate and primary benefits of
highway and road facilities are said to accrue
to the user group, non-users certainly also de-
rive substantial general or indirect benefits
from this highly important segment of the na-
tion's transportation system. What is the relative
importance of the two types of benefits, and
does it vary according to the nature of the facl-
ity (interstate, state and county roads) ? Another
related benefit issue arises in the case of city
streets which are not a part of the national
or state highway network. In the past another
group of "direct beneficiaries," the property
owners, have borne the bulk of these costs,
usually through the special assessment device.
This practice, which may appear to be incon-
sistent with the user tax policy, involves the
obvious question as to whether a different basis
of financing is justified and desirable.
Once the proper scope of user or other benefit

bases of financing has been determined, the
highly significant problem of calculating rela-
tive benefits for the various classes of users
must be dealt with. This difficulty is avoided,
though somewhat arbitrarily in the case of the
Property owners' liability for street costs, by
using a front foot or total value of property
measure. In the case of the user group it is gen-
erally assumed that benefits are coincidental
With the costs occasioned by each class of users,
or that costs constitute the only practical gen-
eral measure of benefits. The final step in the
implementation of the special user tax approach,
therefore, is the selection of one of more indices
of use which will reflect most accurately the
cost responsibility of all classes of users.
In seeking a satisfactory answer to the ques-

tions and problems involved in the highway user
tax field, it should be recognized that such issues
are not unique. The solutions adopted must nec-
essarily lean heavily on subjective judgment
tem-pered by a full consideration of practical
Obstacles. Any other view of the situation is
both unrealistic and indefensible.

Is the Special User Tax Approach Justifiable?
Three basic propositions constitute the found-
ation of highway user taxation as presently
practiced. First, by asuming responsibility for
the construction and maintenance of motor
transportation facilities the government has
embarked upon a public service undertaking
comparable in many ways to the public utility
services commonly provided by private enter-
prise. Cost of service financing, therefore, is
assumed to be appropriate and desirable. Sec-

ond, it is often assumed by students of tax
policy that a limited application of the benefit
principle is desirable. And, finally, the user
taxes are highly productive and meet the other
practical requirements of a sound tax.
The suggested parallel between the provision

of motor transportation facilities and other
transportation or public utility services is cer-
tainly valid in some degree. However, the
generality and diversity of use factors in the case
of motor transportation involve broad economic
and social implications that differ both in nature
and degree. The fact that government has un-
dertaken responsibility for providing these
facilities tends to broaden and extend the use
pattern as well as the scope and incidence of
benefits. Given this development a strict cost
of service approach to financing becomes in-
appropriate unless one is prepared to deny use
to those who can not pay their share of the
cost and to disregard general benefits not di-
rectly related to use. Neither of these courses is
acceptable from a policy standpoint. The level
of user charges should be tempered by a concern
for their social impact, and the significance of
general or indirect benefits logically must be
considered in formulating the revenue program.
In the case of commercial users the fact that
other private modes of transportation have
received substantial governmental subsidies
should also be recognized.
While strict private utility financing is ob-

viously unsound as applied to the highway and
road function, the user approach is believed
to have merit within the broad limits suggested.
The service being performed is different than
public education, for example. In the latter
case the broad social objectives and the gen-
erality of the benefits sought are paramount.
Cost financing, even if limited in its scope,
would tend to nullify or defeat these ends.
The general idea that the benefit principle of

financing governmental services should be
given some place in the nation's tax structure
is supported on several grounds. Popular ver-
sions suggest that "everybody benefits—every-
body should pay," or "those who benefit should
pay." Benefit taxes are also recommended as
a balancing factor to offset allegedly extreme
applications of the ability to pay principle
embodied in the steeply progressive federal
personal net income taxes. In general, these
concepts do not strengthen or detract from the
case for special highway user tax financing.
The everybody benefits—everybody pays idea
is not consistent with the second or direct
benefit approach which is reflected in high-
way user taxation. Judgments as to the proper
role of direct benefit financing logically must
be based upon the nature and objectives of the
particular function, as well as the impact of the
taxes involved upon the tax structure as a
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whole and the distribution of burdens there-
under. Insofar as the latter situation is con-
cerned, it should be recognized that existing
tax policies involve many levies which are
defended on grounds of benefit or certainly are
not in accord with the ability to pay principle.
The best evidence available also indicates that
the total tax burden now involves an element
of regressive effect comparing the very low
and medium income groups. The bias to be
overcome for these groups, therefore, is a re-
gressive not a progressive one.
Broadly speaking, the practical aspects of

highway user taxation are very favorable. Both
the fuel and registration taxes are, as previously
noted, highly productive. Effective adminis-
tration has generally been attained, and the
costs are not excessive. The time and method
of payment is convenient, and taxpayer psy-
chology is generally good. Special taxes on
commercial carriers, depending largely on the
tax base, may present certain problems. Weight-
distance levies, which are probably best suited
to the purposes of this form of taxation, are
not easy to administer, the compliance prob-
lem is complex, and there is strong opposition
by the carrier group. At the same time, effective
enforcement is feasible and results in sub-
stantial yields.
In conclusion, the special motor vehicle

owner tax approach to highway financing is
believed to be sound within the limits sug-
gested. Tax burdens should not be so heavy as
to seriously penalize or restrict the use of groups
whose ability to pay is limited. Also, non-users
who derive substantial general benefits or other
types of special benefit, should contribute a
reasonable proporation of the costs through
other forms of taxation.

Responsibility for Highway, Road and Street
Costs. Determination of the proper share of
the cost of highway, road and street costs to be
borne by the user and non-user groups is obvi-
ously a highly complex problem. While various
theoretical proposals have been advanced, they
are either unrealistic or fall short of providing
the precise guides needed for policy decisions.
Current practice, which assigns somewhat more
than half the costs to motor vehicle owners,
appears to be largely fortuitous. Certainly, there
is no consensus of opinion concerning a given
ratio or even range of responsibility.

The difficulties inherent in the problem do not
merit an attitude of complacency or indiffer-
ence. As a point of departure, it is generally
recognized that the provision of good highways
and roads and comparable facilities in urban
areas are integral parts of the over-all problem.
So-called farm-to-market roads serve as feeders
to state and national highways in the same sense
that streets in residential areas channel traffic

into arterials, throughways or freeways. Broad
decisions concerning financing, therefore, should
be predicated upon the total cost of all facilities.

Three of the proposals for allocating costs
between motor vehicle owners and other groups
merit attention, namely, the "added expendi-
ture," "differential benefit," and "predominant
use" concepts.

Added Expenditure Concept. The added ex-
penditure notion suggests that all costs incurred
as a consequence of the advent and growth of
motor vehicle travel be assigned to this user
group. Considering the fact that other uses have
virtually disappeared, this proposal sponsored
by the railroads would throw the great bulk
of the burden on the vehicle owner group. It
also conveniently disregards the substantial
governmental subsidies extended to other forms
of transportation.

Differential Benefit. The differential benefits
idea proposes that costs be allocated in accord-
ance with the ratio of special benefits to motor
vehicle owners, which have arisen since the
inception of motor vehicle travel, to general
benefits not associated with such travel. It
arrives at approximately the same result as
the added expenditure approach, and is equally
unacceptable. In each case, the basis of the cal-
culation is a situation that existed over 50 years
ago. However, the obvious misconception in-
volved is the idea that highways and streets
have significant values which are not a function
of use by motor vehicles. Aside from occasional
use by pedestrians, bicycles and other foot-
propelled devices, which do not require this
type of facility, all benefits derive from actual
or potenial use.

Predominant Use. The predominant use cort-
cept distinguishes two primary purposes of
road and street facilities: (1) access to property
or local service to residents, and (2) motor
vehicle transportation. Once again both pur-
poses are served by use, and the use is predom-
inantly by motor vehicles. While this proposal
does not provide a measure of the relative
importance of the two uses, it does suggest that
the basis of allocating costs among users should
be related to the principal use involved for each
facility.

Conclusion. The proposals for cost allocation
considered do not resolve the problem of
determining relative benefits and assigning
costs between the direct users who own and
operate motor vehicles and those who derive
general or indirect benefits from such use.
These groups, it should now be apparent, are
not separable, but over-lapping in character
as motor vehicle owners are recipients of both
types of benefit. In view of this situation and
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the widespread incidence of motor vehicle
ownership there is a logical basis for assigning
well over half the costs to the direct use bene-
ficiaries. The essential limitation upon this ap-
proach, as previously indicated, is to avoid a
level of taxation upon certain groups of motor
vehicle owners which will substantially curtail
their use. Further studies of the economic im-
pact of the taxes employed are needed to as-
certain what this suggested maximum is. Assum-
ing that a reasonable ratio can be established,
the next step is to formulate specific techniques
for assigning the pre-determined cost responsi-
bilities to the general beneficiaries and the motor
vehicle owners.

How Should General or Indirect Benefit
Costs Be Apportioned? Considering the broad
incidence of the general benefits from highway
and street facilities, a broadly-based revenue
source is logically required. The property, sales
or net income taxes or perhaps a combination
of two or more of them are the obvious alter-
natives. Property has borne the brunt of city
street and often rural road financing. In the case
of streets, particularly those in residential areas,
the special assessment device is commonly em-
ployed, and for the rural roads not in the state
or national networks a mill levy on property
is typical. The charge against property for
such purposes, whether special or general, is
justified on the basis of the special benefit
enjoyed. The benefits are generally identified
as providing convenient access to the owner's
Property, and thereby increasing its value. Thus,
the special assessment or the property tax be-
comes a means of measuring another form of
Special benefit, rather than general benefits
Which accrue to all.
Both of the other major tax forms—sales and

net income—have similar limitations as instru-
ments for apportioning costs based upon general
benefits. The general or retail sales tax is di-
rected at consumer expenditure, and, though
everyone pays, the amount paid is not a complete
reflection of benefits. Net income taxes are
highly selective, and are intended to measure
ability not benefits. It follows, therefore, that
none of the general taxes presently in use pro-
vide a realistic and comprehensive measure of
general benefits. More significantly, even if such
tax could be developed it would undoubtedly

13e. ln serious conflict with the ability to pay
Principle.

Considering the additional fact that the spe-exillitt;:ces on motor vehicles are not related to
one may reasonably conclude that the

remaining element of costs should be met by
taxes which have an ability emphasis or at least
a,re not inconsistent therewith. Within limits

property tax serves the desired objective.eroperty ownership gives some evidence of tax-
Paying ability. At the same time, the owners

derive substantial benefits from highway and
street facilities. However, there is an obvious
limitation upon the tax load which may be
equitably imposed on property. No tax should
be pushed to the point that it confiscates capital
or the income therefrom. In attempting to avoid
such effects net income taxes are the logical and
most acceptable source.

Allocating User Costs Among Various Classes
of Vehicles. The proper allocation of the high-
way and street costs assigned to motor vehicle
owners among the various types of vehicles is
a crucial and certainly the most troublesome
problem in this field of taxation. The broad
factors which should be considered in assigning
costs are generally known and accepted by stu-
dents of highway financing problems. They are:
the requirement of adequate facilities to accom-
modate a given number of individual vehicles;
the extent of the use factor; and special elements
of wear and tear on the facilities associated with
the total weight of the vehicle (vehicle and
load) and its distribution (by axles or tire sur-
face) . In other words, there is the "readiness to
serve" factor, a function of the number of ve-
hicles; relative use, as reflected in miles trav-
eled; and relative damage, which is attributable
primarily to aggregate weight and its distribu-
tion. While these elements of the cost problem
suggest a basis of differentiating costs, they do
not provide the specific measures for determin-
ing actual allocations by vehicle groups. It may
be suggested that the attempt to distinguish
separable cost factors is superficial in that they
are all inter-related. While the relationship is
self-evident, the breakdown permits greater
selection or refinement in the choice of tax
bases. Also, the results of this approach are not
subject to criticism if the combined impact of
the taxes employed is in conformity with rea-
sonable standards of individual and group tax-
paying capacity.

Readiness to Serve. The accommodation or
readiness to serve aspect of cost, as previously
indicated, may logically be attributed to the
existence of the vehicle. The fact that there are
a specified number of vehicles to be accomo-
dated is the primary determinant. Costs of right
of way and certain basic elements of planning
and engineering, traffic safety and administra-
tive expense are illustrative of this element. The
width requirement on highways and streets is
also largely controlled by the number and size
of vehicles to be accommodated.
The extent of these costs cannot be precisely

determined. However, the incremental cost plan
of apportioning the burden among vehicle
groups does provide a feasible method of assign-
ment, and will be considered in later analyses of
specific measures. In general, the type of cost
under consideration seems to merit a uniform
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charge on each type of vehicle. Differences in
the size of vehicles logically would affect such
costs, and might be reflected in a heavier charge
for large trucks and buses. In any case, the regis-
tration or license tax is an appropriate means of
recovering these costs. The level of rates or the
relative emphasis to be placed on this element of
cost can only be determined by subjective judg-
ment. It is generally agreed, however, that these
costs, and consequently the revenue to be col-
lected, are secondary to the relative use and
weight elements.

Relative Use. Use of highway and street fa-
cilities is commonly thought to be the major
factor influencing costs, although vehicle weight
and weight distribution are the principal factors
differentiating the costs occasioned through use
by the various types of vehicles. Fuel consump-
tion is highly regarded as a measure of relative
use. Although there are significant variations in
mileage per-gallon-of-fuel for vehicles of the
same class and as between classes of vehicle,
these differences are usually not reflected in fuel
tax policy. In addition to the administrative
problems inherent in a complex differential rate
structure, the uniform tax per gallon generally
results in a higher tax per mile on the heavy
vehicles. The bias of the tax, therefore, is in the
right direction. Special fuels and types of en-
gine, diesel in particular, present a different
problem as mileage per gallon varies substanti-
ally for vehicles of the same weight depending
upon whether they use regular or special fuels
and are powered by combustion or diesel-type
engines. Scientific data indicate a substantial
miles-per-gallon advantage on special types of
fuel used in private passenger cars, and savings
of from 30 percent to 70 percent for commercial
vehicles equipped with diesel engines.2

Considering the limited use of special fuels
other than diesel, it may be expedient to dis-
regard this element of discrimination. In the
case of diesel fuel, however, the degree of vari-
ance as well as the importance of the use appear
to justify a differential rate — a matter con-
sidered in the subsequent analysis of motor fuel
taxes.

Damage Factor: Weight and Its Distribution.
The relative damage factor, which is commonly
thought to be a peculiar function of weight and
weight distribution, presents the most difficult
and certainly the most controversial problem of
cost analysis and apportionment. As a practical
matter, the specific problem is one of determin-
ing a reasonable base or bases for assigning the
additional costs occasioned by weight and its
distribution. Vehicle ownership and use are
taxed directly under the registration and fuels
taxes. It must be recognized, however, that costs

'See Report of Highway Planning Committee, Colorado's High-
way Needs and Highway Financing, October, 1950, III, pp. 18-23,
and motor fuel tax analysis.

caused by weight and its distribution are also
a direct outgrowth of use.

Three specific approaches to this cost problem
are currently being used or are under considera-
tion. They are, (1) the graduated weight meas-
ure, either in aggregate or by axle; (2) the
weight and distance or ton-mile basis; and (3)
the incremental cost method. Other bases of
taxation are being used in the case of commer-
cial carriers including gross receipts and flat
fees, but they are obviously not intended to
measure relative damage. It should be empha-
sized at the outset that any one of the three
approaches to distributing the costs involved
would produce equitable results if the full facts
concerning the contribution of the different ve-
hicle groups to costs were known. These data,
unfortunately, can only be obtained through a
series of long range, controlled use studies made
under varying physical conditions. The rela-
tively few pilot investigations that have been
conducted serve to confirm the general proposi-
tion, which is self-evident, that heavy truck and
bus traffic requires higher cost facilities and
substantially increases maintenance expense. In
view of the deficiency in basic data the approach
adopted will inevitably involve a large measure
of subjective judgment, and will therefore, be
subject to criticism on more or less logical
grounds.

Major Allocation Problem: Costs Attribut-
able to Weight and Weight Distribution. An
analysis of the three approaches, within the
broad limitation noted, logically should be di-
rected to the primary elements of strength and
weakness, both theoretical and practical, of each
method. Of course, such an evaluation presumes
the existence of certain criteria which are either
generally accepted or stand the test of reason-
ableness. While these criteria may be stated in
various ways, the following points are believed
to be crucial:
(1) Does the approach or measure adequately

reflect the differential elements of cost,
namely, weight, weight distribution and
use?

(2) Does it provide a specific base or bases
for determining the actual tax burdens of
different vehicle groups?
Can the taxes involved be administered
effectively and at reasonable cost?

(4) Are there undesirable effects in actual
application which could be avoided bY
one of the other methods?

(3)

Graduated Weight Basis. The graduated
weight measure will be considered first in view
of its relative simplicity and the fact that it is
most widely used. It involves a classification
of vehicles by weight categories. The basis of
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classification should be and usually is gross
weight, which may be defined as empty weight
plus an average load or empty weight plus an
assumed maximum load. Further refinement is
achieved by relating the total weight to the
number of axles thus reflecting the distribution
factor. The number of weight classes to be em-
ployed is a matter of judgment, and should be
based upon engineering data or opinion as to
meaningful differences in terms of cost.
The graduated weight method as defined

above affords a convenient and understandable
approach to the weight and weight distribution
aspects of cost. The measure involved is specific
and is adaptable to a differential taxing policy.
It is also comparatively easy to administer, and
both collection and compliance costs are mini-
mized in relation to the other alternatives.
On the other hand, this method involves an

average or hypothetical measure of vehicle
loads. In other words, it does not reflect actual
loads carried. More significantly, it disregards
actual use, and the weight factors apart from
use are rather unmeaningful. Of course, this
deficiency may not be too important in the case
of large commercial carrier operations where
vehicle use approaches a maximum. The degree
of discrimination against certain small or ir-
regular operations and other types of carriers,
how. ever, it is likely to be very great. This type
of inequity, it should be noted, is merely re-
versed by extending lower rates to particular
Classes of carrier, such as all contract or all
private.

Another fundamental weakness of the gradu-
ated weight method is that it does not provide
a measure of the actual differential tax burden
to .be imposed upon vehicles in the various
Weight classifications. Thus, this basic aspect of
Policy formulation is dependent at best upon
admittedly incomplete data as to relative dam-

Even though the most informed engineering
Opinion is consulted, the result is likely to be
very conservative in terms of the share of costs
assigned to the heavy commercial vehicles.

Weight Distance or Ton-Mile Basis. The
weight-distance or ton-mile concepts reflect an
obvious extension of the graduated weight basis.
In short, they combine the basic weight and use
factors. While the two ideas vary in specific
application their basic purpose is identical. The
weight-distance standard logically would seem
to include the ton-mile basis. However, as ac-
tually employed in Oregon and several other
states, it involves two independent measures of
tax liability: (1) the gross vehicle weight or
axle weight category which is based on an as-
sumed average or maximum, and (2) the num-
ber of miles traveled. Rates per mile are then
graduated according to the ascending weight
classes. In the case of the ton-mile method the

measure is a composite of the actual gross
weight and of the vehicle and load mileage
traveled, namely, the carriage of one ton a dis-
tance of one mile. The principal difference in
the nature of the two concepts, therefore, is
that actual rather than assumed weight is the
basis of the ton-mile calculation.
Both the weight-distance and ton-mile ap-

proaches are preferable to the graduated weight
method as measures of cost. The motor fuels tax
does little more than provide a general index of
use without regard to the differential aspects of
costs resulting from use by the heavy classes of
vehicles. Inclusion of an additional use factor,
therefore, is highly desirable. The average
weight of load assumption involved in the
weight-distance method is clearly inferior to the
actual load carried basis and will inevitably pro-
duce certain inequities. However, it avoids the
problem of keeping and verifying individual
haul records by vehicle in the case of trucks and
buses, which are necessary under the ton-mile
plan. Minor variations in load by private passen-
ger cars and small trucks or busses may, of
course, be disregarded, This requirement of the
ton-mile approach is its principal advantage and
at the same time its most serious limitation.

Obtaining and checking mileage data also
presents a difficult problem in the instance of
certain types of vehicle and operations. In par-
ticular, it is infeasible for private passenger
cars; it is almost impossible for small irregular
private or contract carriers; and it requires spec-
ial enforcement procedues for regular intra-
state and interstate operators. From a practical
standpoint the fuel tax provides an adequate
measure of use for passenger cars and other
small vehicles. Also, in relating over-all burdens
by vehicle group, an average mileage may be
assumed. Typical weight and mileage assump-
tions also may be made for the types of private
and contract carriers noted. Exemption is a pos-
sible but obviously inequitable alternative.
Ports of entry and regular checking by the high-
way patrol are essential to cope with interstate
vehicles, and field inspection is required for all
regular route operations.
The weight-distance and ton-mile approaches,

particularly the latter, do provide feasible meth-
ods of differentiating costs attributable to the
various classes of vehicles. They also afford spe-
cific bases for the imposition of differential tax
burdens. However, there is nothing magical
about the ton-mile approach. The greater dam-
age to highways resulting from use by heavy
vehicles may or may not be in proportion to
ton-miles. It must be recognized that this basis
of vehicle taxation like the others considered is
founded upon an assumed relationship; it can
neither be established nor disproved with the
information presently available.
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Incremental Cost Approach. The incremental
cost method of allocating user costs, has received
considerable support on theoretical grounds, and
has recently been the subject of special studies
in several states.3 In general, the incremental
cost approach starts with the presumption that
costs are segregable in terms of number of ve-
hicles, vehicle travel, traffic volume and weight
use elements. All costs are assignable on the
basis of the particular type of facility and the
relative use by different classes of vehicles. This
feature is distinctive and is thought to be more
realistic than the ton-mile approach which is
not concerned with the specific type of facility.
The primary attribute of this method, however,
is the way in which construction costs occa-
sioned by weight are calculated. As a first step
the cost of a "basic road" to accomodate a typical
low weight vehicle, passenger cars and light
trucks for example, is determined. Secondly, the
additional costs required to construct roads that
will handle the traffic of the successive classes
of heavier vehicles are then estimated in accord
with the best engineering and cost data avail-
able. Each vehicle class beyond the first or basic
category is then assigned its special element of
cost plus a proportionate share of the cost for
preceding classes. This approach, it should be
noted, does not cover maintenance or other non-
capital outlays. They still must be apportioned
on other bases.
Once the incremental cost relationships have

been established by weight groups for different
types of facilities, the actual costs are calculated
for each weight group according to a uniform
measure. The measure selected in two of the
most recent studies was axle miles.
The incremental cost method, as previously

noted, has received broad support on theoretical
grounds. It undoubtedly would have been more
widely used except for the lack of essential data
and the complexities of the computational and
cost assignment problems. A realistic appraisal
of its merit is equally difficult. The alleged
theoretical desirability of the approach hinges
upon the fact that it employs a cost accounting
technique and actual travel data as a basis of
cost allocations. Thus, it appears that the scien-
tific method has been substituted for guess-
work. While appearances are not wholly decep-
tive in this instance, it is axiomatic that the re-
sults of any problem-solving technique are no
better than the basic asumptions which underlie

'See Equitable Highway Cost Allocation in North Dakota,
Bureau of Business and Economic Research, University of North
Dakota, September, 1956; Financing Kentucky's Roads and Streets,
Bureau of Business Research, University of Kentucky, 1956;
William D. Ross, Financing Highway Improvements in Louisiana,
Division of Research, College of Commerce, Louisiana State Uni-
versity, 1955; An Incremental Cost Analysis Based Upon the 10
Year A. S. F. Proposed Highway Program, Public Administration
Service (Chicago, 1954) ; and D. F. Pancoast, Allocation of High-
way Costs in Ohio by the Incremental Method, Ohio Department
of Highways, 1953.

it. If the incremental cost method is to produce
more equitable results, the judgments made
must be more realistic and this, in turn, requires
improved techniques and/or more adequate
data. Does the incremental cost approach meet
these tests?
The two key questions to be resolved as pre-

viously indicated are: (1) the relative propor-
tion of total user costs to be assigned on a per
vehicle basis, a use or traffic volume basis and a
weight and weight distribution basis; and (2)
the specific allocation of weight costs by vehicle
groups. The incremental cost method does not
contribute directly to a solution of the first ques-
tion. While travel data for different classes of
vehicles are made available, the relative import-
ance of the true basic cost elements still has to
be estimated. Needless to say the decision at this
point is crucial, and there is no reason to sug-
gest that it will be materially affected by use of
the incremental cost approach.
The incremental technique of apportioning

weight costs appears to be logical and equitable.
However, it too is dependent upon certain basic
assumptions. The "basic road" concept for an
assumed category of "basic vehicles" is hypo-
thetical not actual. Why should the basic ve-
hicle for which this hypothetical road is de-
signed be required to contribute on a weight
basis? Perhaps they are already paying their
share on a per vehicle and use basis. More sig-
nificantly, how are the limits and number of
different weight groups to be determined? Ade-
quate facts are not available to ascertain the
relative damage to existing highways occa-
sioned by the different classes of vehicles. Are
they available to determine differential costs of
construction for vehicles in ascending weight
classifications? Finally, in view of the fact that
existing highways and roads are built to vary-
ing standards and specifications, is there any
reasonable relationship between the actual ratio
of wear and tear by these groups of vehicles on
the highway facilities presently available and
the differential cost of construction ratio for the
theoretical highways employed in the incre-
mental cost analysis?
The foregoing questions should serve to illus-

trate the dependence of this aproach upon judge-
ments that are largely if not entirely subjective
in character. At the same time, the method rep-
resents a noble attempt to apply scientific tech-
niques to the problem. It calls for the utilization
of the best data and brains available, and
thereby creates a favorable climate for advances
in knowledge. However, unless its limitations
are recognized and each step in the analysis is
subject to searching scrutiny, the results may
be just as arbitrary as those of alternative ap-
proaches.
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Conclusions Concerning Cost Allocation Bases.
Summarizing the discussion of the cost problem
and the principal approaches thereto, the fol-
lowing conclusions are inescapable. None of the
methods considered provide answers that are
sound and equitable per se. This result is in-
evitable until the full facts concerning cost re-
sponsibility become available through con-
trolled use research. In other words, there are
no short-cuts or panaceas. Meanwhile, the
weight-distance (axle and ton-mile) or the in-
cremental cost methods are defensible, but arbi-
trary or inequitable effects in either case cannot
be wholly avoided. Informed judgment as well
as broad policy considerations external to the
particular approach may dictate modifications
m both cases. Certain of the general policy
guides merit special emphasis at this point. The
total tax burden assigned to different vehicle
groups should be determined and subject to re-
view in terms of avoiding tax loads that will
seriously penalize or curtail use by any class of
user. The economic impact of user taxes on the
owners of private passenger cars and on the
competitive position of the motor transportation
industry are the specific elements of concern.
Another factor merits attention wholly on
grounds of expediency. Few if any states, re-
gardless of equity or logic, can afford to impose
taxes on any significant group of users that are
revolutionary in terms of average national or
regional burdens.

History of the Special User
Taxes In Colorado

Colorado's development of highway user taxa-
tion reflects a high degree of pioneering effort
and effective leadership in nearly every action
initiated and policy formulated with respect to
this important source of revenue.

Motor Fuels Tax. Colorado enacted in April,
1919, a le per gallon tax on gasoline, kerosene
and other fluid substances derived from petro-
leum when used for power purposes in propel-
ling motor vehicles4 (distillate, crude oil and
Other residual or unrefined products were spe-
cifically exempt). This action followed that of
Oregon by only a few weeks, and the statute
was one of the four adopted in this year.

Requirements of a rapidly expanding high-Way system and the general productivity and
Popularity of the tax led to three successive rate
increases in the 1920's (20 in 1923, 30 in 1927
and 40 in 1929).5 The definition of taxable fuelwas also frequently revised to take account of

'Session Laws of Colorado, 1919, H. B. 406, Ch. 168.
att.ession Laws of Colorado, 1923, H. B. 423, Ch. 153; S. L. 1927:

133. Ch. 140; and S. L. 1929, E. B. 529, Ch. 139.

new developments in basic as well as com-
pounded or blended products. There was agita-
tion for further increases in the early 1930's, but,
except for a temporary (6 months) 10 rise for
relief purposes in 1934, the 40 a gallon rate was
maintained until 1947. In 1943, however, new
measures were adopted which applied the regu-
lar rates to so-called "special fuels" including
diesel and liquefied petroleum gases.° This ac-
tion, it may be noted, preceded the rapid growth
in the use of such fuels during the next decade.

The highways of the nation including those in
Colorado were in a sad condition at the end of
World War II. To meet these needs and to match
higher federal aid grants, the fuel tax rate was
raised to its present level of 60 in March, 1947.
The increase was to have expired on June 30,
1953, but the legislature passed a revised statute
including the higher rate in that year.7 This act
constitutes the present basis of fuel taxation.

Registration Tax. Colorado inaugurated the
registration of motor vehicles in 1913.8 The law
provided that each vehicle must be licensed
annually and required payment of fees ranging
from $2 for motorcycles to $10 for vehicles with
horsepower ratings above 41. In 1919 the base
was changed and trucks were separately classi-
fied.° All vehicles except trucks were taxed on
the general basis of 1/2 of 1 percent of the orig-
inal cost price. The minimum fee was fixed at $5
and value reductions of 30 and 20 percent were
permitted for five-year old and eight-year old
vehicles, respectively. The principle of rate
graduation based upon carrying capacity was
applied to trucks and trailers. Fees ranged from
$10 for a one-ton truck to $50 for a 5-ton; and
$25 for each additional ton over 5. Trailers of
1- to 2-tons were taxed at $10 and $5 for each
additional ton.

The Motor Vehicle Department was estab-
lished in 1931, and significant changes were
made in the license taxes for all vehicles except
trucks.1° The basis of licensing private pas-
senger cars was changed to manufacturer's
shipping or net weight. Tractors not used ex-
clusively for farming were subject to a rate
based upon carrying capacity. Finally, a mini-
mum fee of $10 plus $1 for each seat over 9 was
imposed on regular buses, and a similar but
lower rate on school buses. In 1933 the legis-
lature enacted for relief purposes special fees
based upon the value of vehicles. However,

'Session Laws of Colorado, 1943, H. B. 484, Ch. 75.
'Session Laws of Colorado, 1953, H. B. 436, Ch. 16.
'Session Laws of Colorado, 1913, S. B. 49, Ch. 14.
'Session Laws of Colorado, 1919, H. B. 471, Ch. 161.
"Session Laws of Colorado, 1931, H. B. 56, Ch. 122.
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these fees were invalidated by the courts. House
trailers and coaches were licensed in 1947 on the
basis of carrying capacity, but at nominal
rates.11

The next important steps in the development
of the registration or licensing structure were
taken in 1955 following the report of the High-
way Planning Committee.12 This agency, es-
tablished by executive order in 1949, undertook
a comprehensive study of the State's highway
and road problems including existing and long-
range needs, the financing problem and the divi-
sion of responsibility for highway facilities be-
tween the state and local units. The final report
recommended the ton-mile and passenger-mile
bases of taxing inter-city trucks and buses, sup-
plemented by nominal license fees. These pro-
posals with minor changes were adopted by the
legislature, and constitute the present taxing
system.

Special Motor Carrier Taxes. Colorado was
also one of the first states to impose special or
additional taxes on certain types of commercial
carriers. Motor vehicles hauling passengers or
freight for hire in Competition with the rail-
roads were brought under public utility regula-
tion in 191513 and special taxes on common
carriers were inaugurated in 1927.'4 In addition
to the regular registration fees, trucks were
charged 5 mills per mile on each ton of freight
carried and buses one mill per mile on each
revenue passenger. Other trucks and trailers
including contract and private were also sub-
jected to higher taxes, but this legislation was
repealed two years later and the taxes collected
were refunded. The intent of the legislature
to put a special tax on the commercial vehicles
as compensation for use of the public highways
was clearly defined.

Further legislation aimed at so-called "private
carriers" was adopted in 1931.15 Private carriers
(other than common) were grouped in two
classes: A—those operating over established
routes or between fixed termini, and B—those
not operating as in A and including carriage of
own property to consignees for compensation.
Class A were taxed on the same basis as com-
mon. Class B "permit taxes" were imposed upon
carrying capacity: $50 for vehicles of 1-ton or

"Session Laws of Colorado, 1947, H. B. 353, Ch. 127.

12Highway Planning Committee, Colorado's Highway Needs and
Highway Financing; Preliminary Report, October, 1950.

"Session Laws of Colorado, 1915, S. B. 422, Ch. 133 and S. B. 421,
Ch. 134.

'Session Laws of Colorado, 1927, H. B. 430, Ch. 134, Sec. 7.

"Session Laws of Colorado, 1931, H. B. 173, Cl,. 120.

under, and $25 per ton for each additional ton.
Farm vehicles and school buses were excluded.

Rates of taxation on property-carrying ve-
hicles were reduced twice during the depression
period but the bus tax remained unchanged.
In 1935 the 5 mill tax was cut to 3 mills" and
in 1937 it was lowered to 2 mills.17 Carriers
transporting their own property to consignees
were excluded from the operation of the Private
Carrier Act in 1935, and special rules concerning
vehicles carrying owned or leased property sold
or to be sold in furtherance of a private com-
mercial enterprise were embodied in the Com-
mercial Carrier Act of that year.18 The general
revision of 1955, previously noted, provides the
framework of the present system.

Taxation of Motor Fuels In
Colorado

Specific Purposes of Motor Fuels Tax. The
taxation of the fuel used to propel motor ve-
hicles on the highways or streets in Colorado
actually involves two levies. The first applies
to regular fuel, primarily gasoline, and the
second, to special fuels including those used in
diesel-powered vehicles and liquefied petroleum
gases when used in motor vehicles. The broad
role of the fuels tax in the special benefit or
user tax system is to measure the relative use
of motor transportation facilities provided at
public expense. Extent of use is thought to be
a major determinant of benefits and also costs.

While these broad generalizations concerning
the purposes of fuels taxation have not been
seriously questioned it is quite evident that they
leave much to be desired as practical guides to
policy formulation. Gallons of fuel consumed
do not provide a wholly accurate measure of
miles traveled by vehicles of the same type, and
as between classes of vehicles the differentials
are extreme. The variations in mileage per gal-
lon of fuel for private passenger cars are con-
siderable, but the great majority of such vehicles
would probably fall within a 12 to 20 miles
range. In the case of trucks and other heavY
vehicles miles per gallon decline significantly
as weight increases. In a given weight class
for large trucks and buses diesel fuel generally
is more effective than gasoline. The actual
studies undertaken naturally involve some dif-
ference in specific results due to the varying
conditions involved. However, the following

"Session Laws of Colorado, 1935, S. B. 293. Ch. 165.
'-'-Session Laws of Colorado, 1937, Ch. 25, 26 and 27.
"Session Laws of Colorado, 1935, S. B. 296, Ch. 167.
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data taken from the recent North Dakota in-
cremental cost analysis are illustrative."

Gross Weight Miles per Gallons
Type of Vehicle Fuel (Pounds) gallon per ton mile
Passenger Car Gasoline 3,000 16.6 .0323
Truck Gasoline 8,000 13.8 .0284
Truck Gasoline 24,000 7.2 .0176
Truck Gasoline 60,000 3.7 .0111
Truck Diesel 60,000 5.5 .0074

The basic policy question raised by such evi-
dence is whether a uniform rate policy for all
types of users and different types of fuel is
justifiable. The fact that fuel consumption is
greater for the heavier vehicles is often said
to be appropriate in view of the greater damage
to the roads caused by such vehicles. However,
recognition of this general relationship does not
resolve the problem of equity involved. If the
fuels tax is to be used as a basis of distributing
costs attributable to weight as well as use, it
Obviously should be related to some reasonable
over-all measure of such costs. Also, the aggre-
gate tax burden of each class of vehicle should
be related to its total cost responsibility. As
Previously indicated, the ton-mile and incre-
mental cost approaches are commonly thought
to be the most acceptable methods of cost allo-
cation. While the uniform rate fuels tax does
involve a substantial differential burden based
Upon weight, fuel consumption and consequent-
ly the tax burden does not increase in relation
to ton miles. Similar though somewhat lesser
disparities are evident under the incremental
cost Measure of responsibility. The estimated
distribution of the fuels tax burden by classes
Of vehicles is shown in a later section of this
chapter. In view of the obvious inadequacies
of the fuels tax as a basis of allocating highly
Complex weight cost elements it would be ridic-
ulous to attempt to employ the tax for this
purpose. At the same time, it is obviously unfair
to disregard the differential burden of the tax
in terms of weight.
The differential impact of the uniform rate

tax in terms of the type of fuel used is another
trnatter. Diesel-propelled vehicles, as well as
ho. se using certain other special fuels, presently
enjoy a substantial tax advantage both in rela-tion to use and weight. The extent of the ad-
vantage according to the best data available
averages around 50 percent and there is no justi-
tication for continuing such a discrimination."
With the qualifications indicated the motor

tuels taxes provide a highly effective and ac-
ceptable instrument for enforcing a major por-tion of the highway users' tax responsibilities.

uworth Dakota Cost Allocation Study, op. cit., p. 70.
"See Highway Planning Committee, op. cit., pp. 111-18 to

Receipts have grown rapidly and are highly
stable in terms of the effect of changes in the
level of economic activity. This form of taxa-
tion is also relatively easy to administer, with
the exception of the special fuels levy. The
problem in the case of special fuels, particularly
liquefied petroleum gases, is attributable to the
fact that motor vehicle use is an infrequent
and relatively unimportant element of total
consumption. Finally, public psychology has
been surprisingly favorable to the fuels taxes
in spite of the rising burden involved.
The economic impact of the fuels taxes upon

various income groups is an often neglected
but important aspect of policy formulation.
While these and other effects are relevant to
the general question of justification they are
considered in a later section of the chapter.

The Tax Base. The definition of taxable fuels
under the Colorado statute distinguishes two
categories of fuel, namely, so-called "motor
fuel" and special fuels. The former, motor fuel,

. .. means and includes gasoline, casing-head
or natural gasolines, benzol, benzene and
naptha and any liquid prepared, advertised,
offered for sale, sold for use or used, or usable
in internal combustion engines for the gen-
eration of power. It does not include kero-
sene oil or kerosene distillate, except when
advertised, offered for sale, sold for use, or
used, alone or blended or compounded with
other products, for the generation of power
in internal combustion engines for the pro-
pulsion of motor vehicles upon the public
highways.21

Thus, the first types of fuel noted, gasoline, etc.,
are included without reference to use in motor
vehicles, and the second, kerosene and kerosene
distillate, only when used in motor vehicles
on the highways. In general, the legal descrip-
tion of motor fuel is all inclusive and non-
technical in character.

Special fuels including diesel and liquefied
petroleum gases, however, are not taxable under
the above definition. They are presently taxed
under special provisions as follows:

An excise tax of six cents (60) a gallon is
hereby imposed on any liquid used as a fuel
in a diesel-powered vehicle within the State
of Colorado, and . . . all liquefied petroleum
gases used in a motor vehicle within the State
of Colorado, except when such fuels are used
in the operation of farm vehicles on farms or
ranches.22

Exemptions, Credits and Refundable Uses.
While the definitions of motor and special fuels
are very broad, the typical exclusions involving

21Coiorado Revised Statutes, 1953, Ch. 138-3-1.
Ch. 138-3-2- (3).
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governmental and non-highway uses and credits
for special purposes are provided. In addition
to the exceptions noted in the general definition,
there are two exemptions involving federal and
state use which are handled by exemption cer-
tificates and permits. Sales to the U. S. Govern-
ment and its agencies in single deliveries ex-
ceeding 300 gallons are subject to the exemption
procedure. Payment of tax is technically re-
quired on sales in lesser amount but the tax is
refundable. These sales are non-taxable by
virtue of federal constitutional principles. Use
of fuel for State purposes in State-owned
vehicles is exempt by regulation under a statu-
tory provision relating to use by state and
local subdivisions.

Other excepted uses require payment of the
tax, but are subject to refund or credit under
stipulated procedures.23 These uses include
virtually all non-highway purposes as follows:
stationary gas engines; motor vehicles operating
on fixed rails or not operating on highways;
farm vehicles, implements and machinery when
used for agricultural purposes on farms or
ranches; motor boats; airplanes and aircraft;
cleaning and dyeing; and other commercial uses
not involving use of the highways. Taxes are
also refundable on use by towns, cities, counties
or other local governmental units in vehicles
owned and operated by such units.

Refund claims for the above uses are subject
to the specific limitations that they must involve
20 gallons or more, the fuel must be used before
filing of the claim and the claim must be filed
within 6 months after the fuel is used. Special
provision is made for refunding or crediting
of tax in the case of lots of fuel of 500 gallons
or more which is lost or destroyed while in the
hands of a distributor. Finally, there is an
allowance of 2 percent of the motor fuel re-
ceived to the distributor to cover losses in
transit and unloading and the costs of collecting
and paying the tax. The distributor, however,
must give one-half of this allowance to the
retailer.

Ilse of Fuel Not Taxed to Distributor. A use
tax is imposed on motor fuel, except diesel fuel,
used in the State for propelling motor vehicles
on the streets or highways or imported into the
State for use or sale in cases where a licensed
distributor has not paid and is not liable for
payment of the tax.24 Amounts of fuel in excess
of 20 gallons brought into the State in the fuel
tank of a motor vehicle are also subject to the
use levy. As diesel and other special fuels are
taxed to the user they are not covered by the use
tax provisions.

3-Ibid., Ch. 138-3-3.
"Colorado Revised Statutes, 1953, Ch. 138-3-2- (3).

"Special fuels are not involved as the taxable use in the 
exceP-

tional situation.

Comparison of Tax Base in Colorado and
Other States. Colorado's practice of granting
full exemption or refund rights for non-highway
uses of fuel is in conformity with the special
user principle of taxation, and reflects the prac-
tice of the large majority of states and the
federal government. Exemption of govern-
mental uses including federal, state and local
units is also the general rule.
In spite of the theoretical considerations in-

volved and the weight of state practice there
has been a definite trend during the last two
decades to limit or deny the exemption or
refund privilege on non-highway uses of motor
fue1.25 The encroachment varies from full taxa-
tion to various specific limitations.26 Three states,
including Utah and Wyoming, have abandoned
the exclusion of non-highway uses entirely and
eleven other jurisdictions have restricted the
exemption or refund status of particular non-
highway uses. In most of these jurisdictions,
also, something less than the full tax is refunded
on the favored uses. The non-highway uses most
frequently subject to partial or full taxation
are aviation and other non-agricultural. A
number of states do not exempt use of motor
fuel by their local subdivisions, but this is not
a new development. Colorado changed its
policy to include all local use in 1953. Prior to
1953 the exemption was limited to publicly
owned vehicles used in the construction, repair
and maintenance of streets and highways.

Extension of the tax base by including either
partially or wholly non-highway uses of motor
fuel is defended as a practical expedient. It

substantially increases tax yields, and at the

same time eliminates the serious administrative

problem of checking and controlling tax re-
funds. It is also suggested that the refundable

uses are relatively inconsequential; that the

costs of preventing evasion are virtually pro-
hibitive; and that the special user tax approach

involves many imperfections in addition to the

fact that it falls far short of meeting the total

costs of highways and streets. It should be

noted that the State Highway Planning Com-
mittee's Report of 1950 supported the existing

policy of exemption.

The merit of the exemption versus taxation

question logically must be evaluated in terms

of the broad criteria or purposes of the special

user tax system. Certainly the present level of

fuels and other taxes on the user groups could

not be justified on other grounds. An expediency

solution to special issues or problems arising in

"Federation of Tax Administrators, State Gasoline Tax Refund,

Amounts and Procedures, Research Report, No. 40, 1955.
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the application of any generally accepted form
of tax also leads inevitably to a negation of the
basic goals or objectives of the tax. Within this
broad frame of reference the policy of taxing
non-highway uses of motor fuel is believed to
be inacceptable. Furthermore, the practicality
of effective control of the refund problem has
been demonstrated. While substantial outlays
are required, the total costs of fuel tax enforce-
ment are still relatively low.

The argument that non-highway uses are
relatively inconsequential and, therefore, the
impact of the tax upon such users may be dis-
regarded obviously involves a questionable basis
of judgment. Quantitatively, the uses in ques-
tion average around 12 percent of total con-
sumption which is hardly insignificant.27 The
inequity occasioned by a policy of taxation
however, is the major concern. Surely, the ex-
tension of the base of this special users' tax to
uses which are wholly inconsistent with the
purposes of the tax cannot be passed over as
being unimportant. Furthermore, while it is
Impossible to achieve perfection in the struc-
ture and application of any tax, the objective
of sound public policy is to eliminate or reduce
elements of inequity, not to introduce new ones.

Legal Impact of Fuels Tax. The distributor
1.,vho first receives "motor fuel" in the State after
it has left the refinery or other point of origin
IS liable for payment of the tax on such fuel.
If the distributor is also the refiner, the latter
Is primarily liable. The amount of fuel taxable
is determined by the invoice covering the trans-
action subject to the allowance of 2 percent for
losses in handling and costs of collecting and
Paying the tax. Fuel received which is sold
outside the State is not taxable, or if a tax has
been paid, it is subject to credit. Colorado
practice in taxing the first distributor who re-
ceives the fuel in the State is typical, and
obviously delimits the enforcement problem by
reducing the number of taxpayers.
The use tax, which supplements the motor

fuel tax, is payable by any person who uses such
!uel or imports it into the State for use or sale
Ii .cases where a licensed distributor has not
Paid or is not liable for the tax. For purposes
ef tax liability such persons are considered tobe distributors.
„ In contrast to the legal incidence of the motor
Tuel tax, the owners or operators of motor
vehicles powered by diesel fuels and liquefied
Petroleum gases are primarily liable for pay-
!Tient of the tax. Dealers selling special fuels,
nowever, are licensed and the law requires that
r̀leY must fully account for and report all fuel
s.old. Failure to do so may make the dealer liable
or payment of the tax. While many states fol-

27See Table 10.3.

low the reverse policy of making the dealer
directly responsible for payment, the weight of
opinion is almost equally divided as to the
desirability of the two approaches.

Rates of Fuels Tax. Fuels tax rates for the
48 states and the District of Columbia as of
January 1, 1958 are shown in Table 10.2. The
Colorado rate of 60 per gallon on motor and
special fuels is currently employed by the larg-
est number of states (19). The 60 per gallon rate
is slightly below the median average with 12
jurisdictions levying lower rates and 17 higher.
Four states, however, impose a 6.50 rate. The
range is still considerable from 30 in Missouri
to 7.580 in Oklahoma. There has been a sharp
rise in fuels tax rates in recent years. Thirty-
two states increased their rates from 1945 to
1951, and 29 have raised rates in the last six
years.28 In view of projected increases in high-
way expenditures further rises may logically
be anticipated.

A growing number of states are imposing a
differential rate on diesel and certain other
special fuels. In most of the eleven jurisdic-
tions involved the additional tax is 20 per
gallon, but several use a 10 or 1.50 differential
(Table 10.2). There are also two states, Ken-
tucky and Virginia, that impose a 20 additional
tax on fuel used by certain types of commercial
carriers. The latter practice reflects the appli-
cation of a weight distance or incremental cost
measure of relative responsibility which gen-
erally leads to higher taxes on the heavier
classes of vehicles.

Motor and Special Fuel Tax Receipts. The
rise in Colorado motor fuel tax receipts since
the adoption of the tax law in 1919 is shown in
Table 10.3. It is an almost unbelievable record,
though the experience has been duplicated in
other states. While successive rate increases
in 1923, 1927, 1929 and 1947 have had a significant
effect, they are overshadowed by the impact of
the increasing number of vehicles and miles
traveled. During the first decade, 1920 to 1930,
rates were tripled and net revenues increased by
1,098 percent. From 1930 to 1940, although this
was the period of the Great Depression and the
rate was not changed (except for one year),
receipts increased by nearly 36 percent.
There was a slight decline in receipts in the

trough of the depression years 1932 through
1935, but the staying power of the tax was amply
demonstrated considering a decline of about
50 percent in the national income. Revenues
rose by 150 percent in the decade from 1940 to
1950 with only a 20 percent increase in rates.
Again, there was a fall in receipts during the

28Federation of Tax Administrators, Tax Administrators News,
Public Administration Service.
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war years of approximately 25 percent (1944
compared to 1942) attributable on this occasion
to the stringencies of gasoline rationing. Since
1950 revenues have increased by more than
57 percent.

Table 10.2

State Motor Fuel Tax Rates
January, 1958

Gasoline Other fuel
State (cents per gal.) (cents per gal.)

Alabama 7 7
Arizona 5 5
Arkansas 6.5 6.5
California 6 6-7
Colorado 6 6
Connecticut 6 6
Delaware 5 5
Florida 7 7
Georgia 6.5 6.5
Idaho 6 6
Illinois 5 5
Indiana 6 6
Iowa 6 6-7
Kansas 5 5-7
Kentucky 7 7-9
Louisiana 7 7
Maine 7 7
Maryland 6 6
Massachusetts 5.5 5
Michigan 6 6
Minnesota 5 5
Mississippi 7 8
Missouri 3 3
Montana 7 7-9
Nebraska 7 7
Nevada 6 6
New Hampshire 6 6
New Jersey 4 4
New Mexico 6 6
New York 4 4-6
North Carolina 7 7
North Dakota 6 6
Ohio 5 5
Oklahoma 7.58 7.58
Oregon 6 6
Pennsylvania 6 6
Rhode Island 4 4
South Carolina 7 7
South Dakota 6 7
Tennessee 7 7
Texas 5 5-6.5
Utah 6 6
Vermont 6.5 -•
Virginia 6 6-8
Washington 6.5 6.5
West Virginia 6 6
Wisconsin 6 6
Wyoming 5 5-7
District of Columbia 6 6

• Kerosene and diesel fuel not subject to tax.

Source: Federation of Tax Administrators, Tax Administrators News,
Public Administration Service.

As a consequence of the remarkable growth
in fuels tax collections, the levy has assumed
a predominant position in the highway user tax
field, and by 1950 had become a major source
of State tax income. In relation to total high-
way user tax receipts, fuels tax revenues
reached a peak of 85 percent in 1953. Since that
year its relative position has declined slightly
to 82 percent in 1957.29 The decline is attribut-
able to the rapid rise of collections from the
ton-mile tax on "for hire" carriers. Following
an upward revision of rates in 1955, receipts

2,State of Colorado, Department of Revenue, Annual Reports.

from the latter levy have more than doubled.
The important role of the fuels tax in the State's
total tax structure is also impressive. It ac-
counted for about 45 percent of State tax
receipts in 19303° and 25 percent in 1940. It
maintained this approximate position from 1948
until 1954, and has declined slightly in the last
three years, the 1957 ratio being 22 percent
(Table 10.3).

Special fuels tax receipts are included in the
total collections shown in Table 10.3. While
they are a relatively minor factor in the over-
all picture, revenues have more than tripled
in the last seven years. Collections amounted
to $1,665,884 in 1957 as compared to $505,131 in
1950.31 Increasing use of such fuels as well as
a somewhat greater emphasis on checking
returns are undoubtedly the major reasons for
the rapid rise in receipts.32

Table 10.3

Colorado Motor and Special Fuel Tax
Revenues, 1919-1957

Year•
Total

revenues

Refunds
Percent of

Amount revenues

Percent of
Net total state

revenues taxes
1919 $ 316,973 $ 4,139 1.3 $ 312,834 N.A.
1920 510,290 7,381 1.4 502,909 N.A.
1921 584,034 6,960 1.2 577,074 N.A.
1922 664,885 23,140 3.5 641,745 N.A.
1923 942,764 11,590 1.2 931,174 N.A.
1924 1,802,903 33,209 1.8 1,769,694 N.A.
1925 1,874,408 30,537 1.6 1,843,871 N.A.
1926 2,199,524 59,271 2.7 2,140,253 N.A.
1927 3,435,437 133,812 3.9 3,301,625 N.A.
1928 3,985,070 279,703 7.0 3,705,367 N.A.
1929 5,540,532 428,376 7.7 5,112,156 N.A.
1930 6,643,111 615,835 9.3 6,027,276 N.A.
1931 6,857,517 769,297 11.2 6,088,220 N.A.
1932 6,135,282 659,144 10.7 5,476,138 N.A.
1933 6,013,136 654,743 10.9 5,358,393 N.A.
1934 7,300,774 855,745 11.7 6,445,029 N.A.
1935 6,814,599 809,973 11.8 6,004,626 N.A.
1936 7,855,299 1,042,474 13.3 6,812,825 N.A.
1937 8,659,029 1,214,575 14.0 7,444,454 N.A.
1938 8,623,328 1,154,776 13.4 7,468,552 N.A.
1939 9,037,922 1,215,334 13.4 7,822,588 N.A.
1940 9,554,090 1,344,638 14.1 8,209,452 24.97
1941 9,853,887 1,351,081 13.7 8,502,806 24.00
1942 9,915,016 1,311,207 13.2 8,603,809 23.08
1943 8,549,562 1,325,554 15.5 7,224,008 18.17
1944 7,812,511 1,331,776 17.0 6,480,735 16.18
1945 8,030,383 1,544,579 19.2 6,485,804 15.83
1946 10,851,839 1,762,808 16.2 9,089,031 18.55
1947 14,491,847 2,121,779 14.6 12,370,068 21.09
1948 21,877,956 4,176,464 19.1 17,701,492 24.05
1949 23,083,730 4,521,080 19.6 18,562,650 22.80
1950 24,857,452 4,298,295 17.3 20,559,157 24.00
1951 26,618,882 4,133,753 15.5 22,485,129 23.40
1952 28,527,010 4,177,297 14.6 24,349,713 24.08
1953 29,604,630 3,914,777 13.2 25,689,853 24.08
1954 31,017,609 3,970,044 12.8 27,047,565 24.57
1955 32,544,057 3,837,140 11.8 28,706,917 22.93
1956 35,092.215 4,077,238 11.6 31,014,977 22.32
1957 36,355,296 3,965,152 10.9 32,390,144 21.98

• Data are for calendar years from 1919 through 1940, and fiscal years
since 1940.

Source: Colorado State Department of Revenue, Annual RfPT'is
from 1934 to present; State Highway Planning 

Commission
Reports for prior years.

"State of Colorado, Division of Accounts and Control, Annti41
Report.

"State of Colorado Department of Revenue, Annual Reports.

"As all special user tax receipts are earmarked for highwaY
and related uses, their disposition is considered following the 
cussion of the individual taxes.
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Influence of Refunds and Exemptions on Col-
lections. Refund policies with respect to non-
highway uses of motor fuel have had a signifi-
cant impact on motor fuels tax collections since
1927. In the early period following the adoption
of the fuels tax, refunds ranged from 1 to 4
percent of gross collections. Although not
Specifically mentioned in the law until the 1927
Act, refunds were granted on application. The
low rates of the tax were probably another
factor contributing to their minor character.
After 1927 refund allowances as indicated in
Table 10.3 steadily increased in importance
(excluding small declines in certain depression
Years), reaching a peak of over 19 percent of
gross collections in 1945. The rise during the
War years from 13 percent in 1942 to 19 percent
in 1945 was a direct reflection of the decreased
use of fuel for taxable private uses. Refunds
declined in percentage significance in 1946 and
1947, though increasing in absolute amount.
Substantial increases followed in 1948 and 1949
reaching a new high of nearly 20 percent in
the latter year. Lack of administrative staff
and consequently enforcement effort was prob-
ably a major influence in these years. Since
1949 intensified administration has sharply re-
yersed the trend, refunds dropping to 11 percent
in 1957. This reduction was achieved in spite
of the fact that refunds to municipal govern-
ments were extended to all municipal uses of
fuel in 1955.

Agricultural use accounts for the bulk of
refund payments, 78.3 percent in 1954.'3 Gov-
ernmental use, including state highway, coun-
ties, cities and towns, is the next most impor-
tant, accounting for 9.2 percent. Industrial and
contractors use ranks third, 7.8 percent; and
aviation fourth at 4.1 percent. Rail and all other
amount to less than 1 percent. If all aviation
fuel had been handled on a refund basis in 1954,
total refunds would have been increased by
one-third."

It should be noted that the refund totals do
not include certain exempted fuel uses or the
2 percent allowance to distributors (1 percent
to distributor and 1 percent to retailer) for
eyaporation and collection expense. The prin-
cipal elements of exempted use on which a tax
is not paid are bulk sales to the federal govern-
Ment and state agencies and aviation fuel. The
tax on aviation fuel was generally handled on
a refund basis in early years, but is now corn-
Monly exempted due to the distributor status
of most of the outlets. On a gallonage basis in
recent years the total exempt fuel averaged
around 8 to 10 percent. The two percent allow-
ance must be added to this figure to arrive at
the tax free total.

19 State of Colorado, Department of Revenue, Annual Report,
Refund data are not available since 1954.

a4State of Colorado, Department of Revenue, Annual Reports.

While the refund provisions under the Colo-
rado law are very liberal, the present proportion
of refunds and exemptions to gross collections
is believed to be high. The institution of regular
field inspection would undoubtedly be very pro-
ductive from a revenue standpoint.

Cost of Collecting Fuels Tax. The costs of
administering fuels taxes in Colorado are rela-
tively low. During the past decade, as indicated
in Table 10.4, they have ranged from less than
1/2 of 1 percent to .77 percent of total fuels taxes
in 1957. The rise in costs in 1957 reflects a
change in the record-keeping system, and the
effort devoted to office checking of refund
claims. Approximately one-half of the 2 per-
cent allowance to distributors and retailers
should also be regarded as a collection expense.
Total costs, therefore, are well under 2 percent.

Low administrative costs per se do not
indicate effective administration. While ad-
ministrative procedures are generally sound,
increased emphasis upon field audits and the
special fuels tax in particular would undoubt-
edly yield significant returns. Increased out-
lays, therefore, should be contemplated. These
as well as other facets of administration are
treated in the section on administrative prac-
tices and problems.

Table 10.4

Percentage Cost of Administering Colorado
Motor Fuels Tax, 1941-1957

Year
Percent of
collections

1941 1.15
1942 0.64
1943 0.67
1944 0.73
1945 0.75
1946 0.59
1947 0.52
1948 0.49
1949 0.42
1950 0.40
1951 0.40
1952 0.41
1953 0.38
1954 0.44
1955 0.56
1956 0.52
1957 0.77

Source: Colorado State Department of Revenue, Annual Reports.

Administration of Fuels Tax. The fuels tax
law requires the filing of returns and payment
of tax on a monthly basis by the distributors
of motor fuel, users of motor fuel on which a
tax has not been paid by a distributor, and the
users of special fuels in motor vehicles.
Each distributor or user liable for filing a

return and payment of tax must obtain a license.
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Dealers or sellers of special fuels must also
obtain a license, and are secondarily liable for
payment of the tax if it is not paid by the user.
They are required to keep a permanent record
(at least three years) of all sales of special fuels.
Several special types of informational or sup-
plemental reports are required of distributors
of motor fuel, and carriers of motor fuel on
Colorado highways must report all pertinent
facts concerning such shipments.
In the case of failure of a distributor to file

a return and to pay the tax due, or if false or
misleading information is submitted with or
without the intent to defraud, the distributor
upon notification by the Department of Revenue
is subject to a penalty of 10 percent of the tax
due plus interest at the rate of 8 percent per
year. The penalty may be waived at the dis-
cretion of the Director if the tax is paid within
10 days of notification (much longer in prac-
tice). The distributor by law is designated as
a trustee of all taxes collected, and the Depart-
ment of Revenue has attempted to maintain a
prior claim to such funds. Users are subject
to similar penalty and interest payments on
delinquent taxes, and establishment of intent
to evade constitutes a misdemeanor punishable
by a fine of $1,000 and a jail sentence (county
jail) of not more than one year.
Jeopardy assessments may be made in cases

where delay will prejudice collection, and a
distraint warrant may be issued against the
goods or property of the tax debtor. Public sale
of such assets may then be held in not less than
10 days or more than 60 days following notifi-
cation and publication or posting of such notice.
The lien procedure may also be used though
it is generally less effective.
The statutory requirements and procedures

summarized above are comprehensive and pro-
vide an adequate legal basis for effective en-
forcement. While this aspect of administration
is important, the final test lies in the area of
enforcement procedure and the personnel avail-
able for this activity.

Administrative Organization and Staff. The
initial and primary phases of the motor and
special fuels tax administration are the respon-
sibility of the Motor Fuel Section of the Division
of Taxation of the Department of Revenue. This
section is under the direction of a Supervisor
and Assistant Supervisor. The other profes-
sional staff consists of 4 auditors (3 grade II
and 1 grade I), five audit clerks and an adminis-
trative secretary who supervises the audit
clerks. This staff is concerned solely with the
office processing and auditing of returns as
field investigations are carried on by the general
Field Investigation Section. In addition to tax
and informational returns the Motor Fuel Sec-
tion processes all refund claims.

Office Checking and Audit Procedures. The
general organization of the section's work and
the procedures followed may logically be
divided into three categories, namely, motor
fuel tax returns, special fuels tax returns and
refund claims.35 Each motor fuels tax return
(some 280 per month) is verified and subject
to an individual check by the 4 auditors, with
assistance from the supervisors, on a monthly
basis. This audit cannot be comprehensive
except for the returns which involve question-
able items. Basically, the office audit is a process
of checking the return against the data received
from the various informational reports.
The special fuels tax returns are verified for

mathematical accuracy by the machine oper-
ators and clerical staff. Nearly 15,000 special
fuel permits were issued in 1956 so the volume
is considerable. For practical purposes there
is no follow-up on these returns, either office
audits or field investigations.
Refund claims, which must be accompanied

by invoices of fuel purchased and equipment
schedules for certain contractors, commercial,
and industrial users, are checked by the 5 audit
clerks under the supervision of the adminis-
trative secretary. The checking process involves
a totaling of the gallonage and examination of
invoices and equipment schedules. As the num-
ber of claims filed exceed 50,000 per year the
time spent on the individual claim is obviously
limited. While applicants for refunds are legally
required to keep complete records there is no
general field inspection service to follow
through on these provisions.

Field Audits. The field audit effort on fuels
taxes is extremely inadequate. The equivalent
of only 164 man-days time is devoted to this
purpose.36 Some 59 audits were made in 1957.
Additional taxes of $24,831 were assessed and
$11,534 was collected. Considering the fact that
the equivalent of slightly over half-time for one
field agent was spent on these audits, the assess-
ments were substantial.

It should also be noted that there is little
time devoted to an important aspect of fuel
consumption, namely, that of interstate carriers.
The administrative staff suggests that the large
companies generally cooperate — some 50-odd
file reports each year. By inference the others
may or may not be paying a fair share of taxes
in Colorado. A similar situation exists in the
case of special fuels—the taxes paid in are
accounted for. In the case of carriers subject
to the ton-mile tax the information obtained in
checking tax liability for this levy would be
very helpful in validating fuel tax returns if it
could be used.

"All information concerning the Section's activities was ob-
tained from the Supervisor and Assistant Supervisor.

"Data supplied by the Head of the Field Audit Section.
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Strengthening Fuels Tax Administration.
There are several specific aspects of fuels tax
administration that should be strengthened in-
cluding the size and grade of staff. The hand-
ling of special fuels tax returns is obviously
mechanical and incomplete. Establishment of
a limited field inspection service for refunds
is also imperative, and further effort should be
directed to the checking of tax liability in the
case of interstate carriers.
The need for an approximate doubling of the

office audit staff and a comparable expansion of
the field investigation force is indicated. Super-
visory staff also suggest the desirability of
higher classification auditors and the specializa-
tion of field agent activities."

Tightening of enforcement along the lines
noted should yield substantial results both in
terms of revenue and tax equity. At least this
has been the experience of every state, in which
such conditions have prevailed, following the
extension of enforcement efforts.

Fuels Tax Policy Issues. While the area of
motor fuels taxation in Colorado does not in-
volve major policy problems of a distinctive
nature, there are several questions that merit
attention. They include the tax free status of
certain uses and users of fuel, the equity of the
Present uniform rate on gasoline as related to
diesel and other special fuel and the economic
impact of the fuels taxes on the incomes of
individual, non-commercial users. Increasing
federal encroachment upon the fuels tax base
is also a significant problem.

Tax Free Uses and Users of Motor Fuel. The
exclusion of non-highway uses of motor fuel
either through exemption or refund procedures
Presents a clear-cut policy issue. The question,
as previously indicated, is one of equity versus
revenue. Exemption of sales of fuel to the
federal government is dictated by constitutional
immunity. The same practice with respect to
state and local government use is wholly a
Matter of policy, and the policy is generally
thought to be sound.
There is obviously no theoretical justification

for extending the scope of the motor fuel tax
to non-highway uses. The special use or benefit
relationship provides the sole justification for
a tax of this magnitude upon this product. Fur-
thermore, the fact that non-taxation of other
Uses creates administrative problems and that
Widespread evasion is suspected does not alter
the theoretical relationships involved.
The revenue implications of taxing non-high-

way uses require little elaboration. Refunds
currently amount to about 11 percent of gross
collections and the aviation fuel exemption

'Three of the four auditors are grade 11

added to this figure would mean a total loss of
revenue due to non-highway uses of 14.6 percent
of gross collections or about $5,307,873 for 1957.

Differential Rate on Diesel and Other Special
Fuels. The desirability of a differential tax rate
on diesel and other special fuels was examined
in an earlier section of the chapter, and it was
concluded that a differential burden is justified.
Available evidence indicates an average fuel
saving of approximately 50 percent, but there
is considerable variation depending upon ve-
hicle type, weight and other factors. The
additional taxes on such fuel presently em-
ployed by nine states range from 1 to 2 cents
per gallon. Actually, the 20 differential is
conservative, and should represent a minimum
with the existing general rate of 60 per gallon.
Adoption of the additional rate would increase
revenues from special fuels by about one-third,
but the impact on total fuels tax collections
would not be too significant.

Economic Impact of Motor Fuels Tax on Indi-
vidual Users. The general public acceptance,
which the fuels tax enjoys as a method of
highway financing, has apparently led to an
attitude of indifference concerning its economic
effects upon the individual owners of private
passenger cars. This situation is in direct con-
trast to the well organized, highly vocal com-
mercial carrier group who oppose any attempt
to increase its tax burdens. While there are no
specific data showing the impact of the fuels tax
on the incomes of non-business or commercial
users, it is quite evident that the flat rate tax
has a regressive effect. The decreased mileage
obtained by heavier cars, greater mileage
traveled and ownership of two or three cars
commonly associated with rising incomes are
not sufficient to offset the higher income factor.
Regression is probably most marked comparing
the very low and medium income categories
and, of course, the very high income groups
as related to the low and medium levels. The
importance of the fuel tax burden to the typical
$5,000 per year income family may be simply
illustrated. Such a family normally drives
about 10,000 miles per year, and pays about
$50 tax to the state and $25 to the federal gov-
ernment. This burden may be compared with
an estimated state sales tax payment of $68
for the $5,000 to $6,000 income group. In the
light of these relationships and the rising rates
of state and federal taxes further attention
should be directed to the specific effects of the
motor fuels tax on low- and medium-income
groups.

Federal Encroachment on Fuels Tax Base.
The recent doubling of federal rates on motor
fuel and adoption of the special benefit approach
to financing federal highway outlays raises
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anew a serious problem of federal-state revenue
relationships. The paramount position of the
national government in the field of individual
and corporate income taxes and other special
excise or sales taxes, the growing revenue
problems of state and local governments, and
increasing federal aids are all evidence of the
basic fact that the revenue capabilities of the
subordinate units are of primary concern.
While Congress may find it convenient or ex-
pedient to invade this and other fields pioneered
by the states, this action is wholly unjustified
in terms of the over-all revenue needs and re-
sources of the units involved. The regressive
impact of the fuels tax lends further weight to
this conclusion. State protests in the past have
apparently had little effect, but perhaps more
vigorous action by the states will eventually
demonstrate the fallacy of the federal govern-
ment doling out increasing aid with one hand
and taking away state tax resources with the
other.

Registration Tax, Operators' Licenses
and Other Motor Vehicle Fees

In Colorado

The broad purposes of the vehicle registration
tax as an element of the special highway user
tax structure were considered in an earlier
connection. Other than the traditional object
of identifying vehicles and vehicle ownership,
its principal functions today are to measure the
"readiness to serve" aspect of costs and the
relative damage to facilities by the different
types of vehicles. Weight and its distribution
by axles or tire surface are thought to be the
chief differential factors contributing to costs,
both construction and maintenance. Graduated
taxes in relation to weight, therefore, are the
general rule.
Registration taxes also serve to distinguish

the economic nature of use, that is, commercial
(for hire), other private and public. This end,
though not associated with the basic purpose of
measuring cost responsibility, is incorporated
in all state registration and carrier tax systems.
It apparently involves the social judgment that
those using public facilities to realize a profit
should pay an additional tax for the privilege.
The additional burden may also be intended
to equalize in part the competitive advantage
which motor carriers are often said to enjoy
through having a roadbed provided at public
expense. While these concepts call for the
inclusion of all types of business and income-
earning uses, in actual practice, the higher tax
is imposed (with minor exceptions) only on
common and contract carriers. A further de-
parture from the underlying theory is very
common—farm trucks being favored over other
private carriers. Differential use factors cannot

be a justification for these discrepancies as
there is no measure of use involved in the
typical registration tax structure. Public use
in one form or another is ordinarily given
preferential treatment. The reasons are familiar
but unrelated to the primary purposes of the
registration tax.
The value of the vehicle is also often reflected

in registration tax practice, particularly with
respect to private passenger cars. Here again,
this element has no connection with the gener-
ally accepted goals of the tax. In some cases,
however, the registration charge includes a
property tax equivalent, and in this instance a
value or age factor makes sense. Collection
of the property tax as a separate charge at the
time of registration, which is Colorado's ap-
proach (specific ownership fee) , takes advan-
tage of an effective administrative technique,
and should avoid confusion concerning the
nature of the two taxes.

Specific Bases of Registration Tax: Colorado
and Other States. The specific bases for regis-
tering motor vehicles vary as to type of vehicle,
vehicle use and user categories. There is also
great diversity in practice from one state to
another. In fact, the variations are so great
that inter-state comparisons become exceed-
ingly difficult. In relation to the bases of
registration three broad classes of vehicles will
be distinguished: private passengar cars, trucks
and buses.

Private Passenger Cars. Private passenger
cars in Colorado are licensed according to
"shipping weight," three categories being em-
ployed. This concept of weight is roughly
equivalent to net, empty or unladen weight, and
is the most popular factor for this class of
vehicle. However, an increasing number of
jurisdictions are using a flat or uniform fee on
the ground that the differential in weight for
such vehicles is not sufficient to be meaningful
from the standpoint of cost responsibility. It
also simplifies administration and record-keep-
ing in some degree. Other bases employed
include: horsepower, which is not a reliable
indicator of weight; and combinations of weight
and age or value. Either the present basis of
net weight or the uniform charge are the pre-
ferred bases of registration for these vehicles.

Trucks or Property-Carrying Vehicles. In the
case of trucks or property-carrying vehicles,
Colorado uses empty weight for all categories.
Practice in other jurisdictions reflects a pre-
dominance of this factor and gross weight.38 The
latter concept, which obviously is more directly
indicative of cost responsibility, is variously d&

'Commerce Clearing House, General State Tax Law Service.
1958.
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fined as empty weight plus a maximum load or
an assumed average load. A preference for gross
weight per unit accompanied by an axle differ-
ential is indicated in the states that do not im-
pose a special or additional tax on commercial
carriers, and thirty jurisdictions now use the
gross weight factor as compared to fourteen
using empty or unladen weight. Rated capacity
is still employed in a few jurisdictions, although
it bears little relationship to loads actually
carried.

Colorado licenses trailers and semi-trailers
separately from trucks and truck-tractors, and
this practice is widely followed, especially by
the states using a net weight factor. The gross-
weight basis logically calls for licensing of the
Fombination as a single operating unit, and this
Is the general rule. It should be noted that
different bases may be employed in registering
farm trucks and/or light trucks. Colorado does
not use a distinctive base, and the practice is on
the decline with differential burdens being
reflected in the rate schedules.
In terms of the broad principle that regis-

tration taxes should reflect relative damage or
cost responsibility gross weight per axle is
Clearly the most appropriate basis of licensing
medium or heavy weight trucks." Similarly,
combinations should be registered as units
rather than by their component parts. Differ-
ential bases of registering trucks (other than
Panel or pickup) are discriminatory and should
be avoided. The combined effect of the empty
Weight basis of registration and the ton-mile
tax, which involves gross weight and mileage
factors for common and contract carriers, is
to give private carriers an additional advantage
as compared to a gross-weight basis of regis-
tration.

Buses. Colorado registers buses, both com-
Mercial and other private, according to seating
capacity. This factor does not adequately reflect
Weight, particularly empty weight. A combina-
tion of empty weight and seating capacity or
gTOSS weight is more commonly employed, and
ls preferable for the reasons previously cited in
the case of trucks. The private carrier facet
Of the problem is not significant because seating
capacity does reflect in part relative gross
Weight, and there is little private carrier activity
In the case of buses.

Registration Tax Rate Schedules. The regis-
tration tax rate schedules in Colorado, as well
a_s other states, are complex in character. The

paring
cleg.ree of complexity may be visualized by corn-

the following schedules of Utah and
WYmning (Tables 10.5, 10.6, and 10.7) with that

sln the case of panel and pickup trucks load is not a highly
••gruficant factor, though a uniform base is logical.

of Colorado. Seven basic classifications accord-
ing to type of vehicle or vehicle use are
employed in the Colorado schedules, and some
states have more. There is no semblance of
uniformity from state to state in the primary
classifications and further variations exist on
sub-classes, such as the number of axles factor,
and the special classes, including city, inter-city
and interstate. Needless to say, the rates imposed
also cover a broad range.

Table 10.5

Colorado Motor Vehicle Registration
Tax Rates, 1958

Class of Vehicle Fee charged

Passenger cars
2,600 lbs. and under (shipping weight) $ 5.00
2,600 to 4,500 lbs. 5.00 plus l5e per 100 lbs.
over 4,500 lbs. 7.85 plus 600 per 100 lbs.

Inter-city trucks and truck tractors.
Under 4,500 lbs. (empty-weight)
4,000 to 4.500 lbs.
over 4,500 lbs.

Trailers and semi-trailers
Under 1,200 lbs. (empty-weight)
1,200 lbs. and over

Farm trucks and truck-tractorsb
Under 4,000 lbs. (empty-weight)
4,000 to 10,500 lbs.
over 10,500 lbs.

Intra-city trucks, truck-tractors'
Under 4,000 lbs. (empty-weight)
4,000 to 10,500 lbs.
over 10,500 lbs.

Buses (seating capacity)
9 seats or less
over 9 seats

School buses (private)
25 seats (juvenile) or less
over 25 seats

8.75
8.75 plus 750 per 100 lbs.
17.50

2.00
5.00

7.00
7.00 plus 450 per 100 lbs.

36.25 plus $1.05 per 100 lbs.

7.00
7.00 plus 750 per 100 lbs.
55.75 plus $1.75 per 100 lbs.

20.00
20.00 plus $1.00 per seat

over 9.

15.00
15.00 plus 500 per seat

over 25.

• Inter-city travel subject to ton-mile tax, or if within radius of 10 miles
b of city regular fees plus 25 percent.
Owned by farmer or rancher and used for transporting own products
or goods.

• Vehicles, excluding farm, which are not subject to ton-mile tax.

Source: Commerce Clearing House, Colorado State Tax Law Service.

Colorado's motor vehicle tax rates are shown
in Table 10.5. The rate on private passenger cars
reflects a moderate weight differential and is
comparable to that of other jurisdictions which
employ a weight factor. The weight basis of
licensing this type of vehicle, while not essential
from the standpoint of the relative cost concept,
does permit a higher charge and consequently
increased revenue from the heavier cars as com-
pared to the flat fee method.
In the registration of property-carrying ve-

hicles, trucks and combinations, the Colorado
schedule distinguishes three primary classes of
vehicles and one special class. The primary
classes are: (1) Intra-city trucks and truck-
tractors which are not subject to the ton-mile
tax and includes private carriers other than
farm; (2) inter-city trucks and truck-tractors
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subject to the ton-mile tax which includes most
common and contract carriers, and (3) farm
trucks and truck-tractors when owned by the
farmer or rancher and used for transporting
his own products. A final special category is
provided for trailers and semi-trailers.

Table 10.6

Utah Registration Tax

Class of Vehicle

Private passenger cars (not for hire)
Vehicle transporting persons for hire

or transporting property°
6,000 lbs. or less (gross weight)
6,001- 9,000
9,001-12,000
12,001-15,000
15,001-18,000
18,001-21,000
21,001-24,000
24,001-27,000
27,001-30,000
30,001-33,000
33,001-36,000
36.001-39,000
39,001-42,000
42,001-45,000
45,001-48,000
48,001-51,000
51,001-54,000
54,001-57,000
57,001-60,000
60,001-63,000
63,001-66,000
66,001-69,000
69,001-72,000
72,001-75,000
75,001-over

Trailers and semi-trailers not otherwise
registered

House trailers

Non-resident operators of 2 or more vehicles in
interstate commerce],

25,000 lbs. or less (gross weight) MO per mile
25,000-45,000 10 per mile
45,000-60,000 1140 per mile
60,000-above 13.0 per mile

• Combinations are registered as a unit.
b May be permitted to pay the milage tax in lieu of above gross weight
tax.

Rates, 1958
Rate

charged

$ 5.00

$ 7.50
15.00
25.00
35.00
50.00
65.00
80.00
100.00
120.00
140.00
160.00
180.00
200.00
225.00
250.00
275.00
300.00
325.00
350.00
375.00
400.00
430.00
460.00
490.00
520.00

5.00

5.00

Source: Commerce Clearing House, Utah State Tax Law Service.

The tax schedules involve the customary dif-
ferential in favor of farm trucks. However,
heavy farm trucks pay a substantial registration
tax which increases at $1.05 per 100 lbs. over
10,500 lbs. In the other two classes of trucks
and truck-tractors there is a combination of the
intra-city and inter-city distinction and the type
of carrier (common, contract and private) con-
cept. This type of classification is employed by
other states, but the type of carrier basis is more
widely used. In the tax schedules a direct rela-
tionship to the ton-mile tax is self-evident.
Whereas, inter-city or specified commercial
carriers are often taxed at a much higher rate
than intra-city or private, the reverse policy
is followed in Colorado. Furthermore, the level
of registration tax rates for the vehicles subject
to the ton-mile tax is understandably very low
in relation to those of other states which do not
impose a heavy additional tax on such vehicles.

Thus, an interstate comparison of rates of the
registration tax alone is wholly unmeaningful.

Two use categories of buses are distinguished
for registration tax purposes: (1) school (priv-
ate) ; and (2) others which includes all for-hire
and private other than school. The rate is sub-
stantially higher for the non-school, and this
is the customary practice. Again, however, the
level of rates for the for-hire non-school, in
particular, is fractional as compared to that of
states which do not impose the special passen-
ger-mile tax on this class of users.

While there is no point in attempting to make
specific interstate comparisons of registration
tax rates, the over-all problem of user tax
burdens by visual, use, and weight categories
is treated in a later section of the chapter.
Some indication of general burdens is also af-
forded by the per capita-yield data presented
in Chapter IV, Table 4.8.

Table 10.7

Wyoming Registration and Special Carrier
Tax Rates, 1958

Rate
Vehicle Classes charged

Passenger cars (9 pass.) Busses
(7 pass.) $ 7.50

Motorcycles 2 .50
School buses 5.00
Buses, trucks, trailers, house trailers
and semi-trailers
1,000 lbs. or less (empty weight)
1,001-3,500
3,501-4,500
4,501-5,500
5,501-6000
over 6,000

Common contract and private carriers
conpensatory fees•

Freight and express-gas
Less than 4,000 lbs. (empty weight)
4,000-6,000
6,000-7,000
over 7,000

Freight and express, butane or
propane 1;60 mills per ton-mile

plus 50 per gallon

Freight and express, diesel 1% mills per ton-mile
plus 70 per gallon

Passenger-gas 1 7/100 per mile traveled

Passenger-other fuel 230 per mile traveled

• Municipal or city are excluded.

Source: Commerce Clearing House, Wyoming State Tax Law Service.

1.00
7.50
10.00
15.00
20.00
30.00

1.00

5.00
10.00
15 00

1% mills per ton-mile

Yield of Registration Tax, Operators' Licenses
and Other Fees. Collections from the registra-
tion tax and related licenses and fees during
the period from 1941 to 1957 inclusive are shown
in Table 10.8. Registration receipts have in-
creased steadily, except for the World War II
years. At the same time, the relative import-
ance of the tax in the State's tax system has
declined from 7.4 percent of total tax revenues
in 1941 to 4.7 percent in 1957. A similar decline
is evident in the position of the tax in the high-
way user tax program. The absolute increase
in revenues, it should be emphasized, is at-
tributable to the growing number of vehicles
licensed rather than a higher burden Per
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vehicle. In fact, the average tax per vehicle
has remained at virtually a constant level since
1945 (around $7.50), and is only slightly higher
than in 1941 ($6.60).
Operators' and chauffeurs' licenses, as might

be anticipated, are of minor significance. While
these receipts have increased on a long-term
trend basis, they vary from year to year and
have always been less than 1 percent of total
tax receipts. The other special fees in the order
of their importance in 1957 are as follows:
certificate of title-$256,552; permit and inspec-
tion-$80,173; and Public Utility Commission
general revenue-$42,494.4° They totalled ap-
proximately $380,000 or about 3/4 of 1 percent of
total State tax collections in 1957.

Table 10.8

Revenues from Registration Tax, Operators'
Licenses and Miscellaneous Fees, Colorado

1941-1957

Year
Registration
tax revenues

Operators' Other
licenses miscellaneous
revenues revenues

Total
registration
and other

Percent of
total tax
revenue

1941 $2,440,767 $ 91,585 $101,517 $2,633,869 7.44
1942 2,447,745 113,265 85,949 2,646,959 7.10
1943 2,365,051 135,807 83,925 2,584,783 6.50
1944 2,265,591 81,433 74,885 2,421,909 6.04
1945 2,324,583 119,540 77,031 2,521,154 6.15
1946 2,625,103 163,000 86,685 2,874,788 5.87
1947 2,958,518 127,567 123,715 3,209,800 6.56
1948 3,383,868 163,407 135,659 3,682,934 5.00
1949 3,655,483 170,338 167,481 3,993,302 4.91
1950 3,954,298 162,830 203,779 4,320,907 5.04
1951 4,287,197 178,699 229,672 4,695,568 4.89
1952 4,468,163 243,807 338,640 5,050,610 4.97
1953 4,911,056 175,616 295,892 5,382,564 5.05
1954 5,083,585 298,755 371,907 5,754,247 5.23
1955

5,598,323 656,175 373,516 6,628,014 5.29
1956

5,841,320 413,320 430,806 6,685,446 4.81
1957 6,184,090 389,994 379,216 6,953,300 4.72

Source: State of Colorado, Department of Revenue, Annual Reports.

Administration and Costs of Collection. The
administration of the tax and certain other
elated provisions of the Motor Vehicle Code

is "farmed out" to the counties, and they are
compensated for this service. Procedures are
subject to State supervision and appear to be
satisfactory. The State Department of Revenue
has. recently installed data processing facilities
Which are available to the counties, and fifteen
counties have made arrangments to use this
service in 1959.
The costs of administering the registration

‘ax in recent years has averaged around 6 per-
cent of receipts." In view of the somewhat
complex procedures and record-keeping in-
volved this percentage factor is probably not
excessive, though some states have a lower
cost ratio.

:Colorado State Department of Revenue, Annual Report, 1957.
vortsS.ee State of Colorado, Department of Revenue, Annual Re-

Policy Issues Concerning Registration Tax.
There are no serious problems or policy issues
with reference to the registration tax as such.
However, the inter-relationship of this tax and
the special ton- and passenger-mile tax involves
several important theoretical and practical
problems which will be considered in the con-
cluding section of the chapter. It should be
noted that the question of reciprocity in the
registration of interstate vehicles is not a sig-
nificant problem in Colorado. In the first place,
the Colorado law provides for full reciprocity
on an individual state basis, and, secondly, the
registration tax on for-hire trucks and buses is
nominal in amount by virtue of the imposition
of the ton- and passenger-mile tax.

Special Commercial Carrier Taxes In Colorado
and Other States

Nature and Use of Special Commercial Carrier
Taxes. The imposition of special or additional
taxes on certain classes of commercial carriers
has become increasingly popular during the last
three decades. These taxes have taken various
forms, and differ markedly in terms of their
relationship to other user taxes and their over-
all effects. Consequently, there is some con-
fusion as to the nature of the taxes and the
terminology employed to describe them.

Basically, the so-called special carrier taxes
are designed to impose a higher or additional
tax burden on certain commercial carriers. In
most instances they are limited to "common"
and "contract" carriers which operate on an
inter-city or inter-state basis, but there are some
exceptions. While the purpose of levying a dif-
ferential burden on these types of commercial
carriers is self-evident, the policy approaches to
this end are diverse and complex. The simplest
method in terms of the tax structure is to in-
corporate the additional burden in the registra-
tion tax classification and rate schedules. This
approach avoids a special or so-called third
structure tax (in addition to registration and
fuel taxes), but may not achieve the degree of
refinement desired in terms of use-weight fac-
tors. Thus, the fact that a state does not impose
a special or third tax on for-hire carriers does
not mean that these carriers are escaping a dif-
ferential burden. The alternative approach of
levying a special tax permits a wide choice of
tax bases and tends to highlight the apparent
purpose involved.
However, the use of a special or third struc-

ture tax may also be illusory in terms of the
relative tax burdens involved. Two elements of
current state practice in certain jurisdictions
may tend to disguise the real burden situation.
In some states, as in Colorado, the registration
tax for the vehicles subject to the special levy is
nominal in amount, and in others the special tax
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carriers are subject to the regular registration
taxes. Several jurisdictions also have in lieu
provisions in their laws which complicate the
actual burden situation.

Special or additional taxes on certain com-
mercial carriers are presently employed by 29
states. They vary significantly in scope, the na-
ture of the tax base and rates. With a few ex-
ceptions they apply to licensed "for hire" car-
riers of property and passengers. Generally
speaking, they do not include private or intra-
city carriers. It should be noted that the 29 tax-
ing states, as shown in Table 10.9, do not include
the jurisdictions which have special taxes on
interstate carriers only, nor those which have
special levies in lieu of registration taxes. How-
ever, the "in lieu" tax states are shown separ-
ately.

Of the 29 states, seven use a mileage base;
eight impose the tax on graduated weight; eight
use a gross receipts measure; three, including
Colorado, utilize ton and/or passenger miles;
and three levy a flat rate of $10 or more per
vehicle. Inclusion of the flat rate taxes is subject
to question as most states impose nominal flat
fees per vehicle on P.U.C. licensed carriers.
However, the $10, or more charge is distinctive,
and merits mention.

Three of the special in lieu taxes (in Illinois,
Maryland and Mississippi) are in lieu of regis-
tration taxes, and each of the typical tax bases
are represented. Connecticut's gross receipts
tax on common carrier buses is in lieu of all
other taxes, and the mileage tax in Florida is
in lieu of property taxes. It should be noted that
several states, including New Mexico, Idaho, and
Oklahoma, have repealed ton-mile taxes in re-
cent years; and the Utah tax was held to be un-
constitutional. The action of the former states

may be attributed primarily to administrative
problems and strong carrier opposition.

Carriers Subject to Colorado Ton- and Passen-
ger-Mile Taxes and Tax Base. The Colorado
ton-mile tax upon property-carrying vehicles
applies to all inter-city, non-farm trucks, truck
tractors, trailers or semi-trailers, or combination
thereof operated on the public highways and
having an empty weight in excess of 4,500
pounds. If such vehicles, operating primarily
within the limits of a city, city and county or
town, are also used on an inter-city basis, the
owners must pay the ton-mile tax on this por-
tion of their travel. A further exception is made
if the vehicle is only used intra-city and within
a radius of ten miles of the city. In the latter
case, the vehicle owner must pay an additional
registration fee amounting to 25 percent of the
regular fee, and is not subject to the ton-mile
tax. Thus, the Colorado ton-mile levy is imposed
on for-hire and private carriers which meet the
inter-city, non-farm requirements.

The tax is imposed on a differential basis. That
is, the ton miles represented by the empty
weight of the vehicle times miles traveled in
Colorado are subject to a 8-mill tax, and the ton
miles reflected by load carried times miles trav-
eled in Colorado are taxed at 2 mills.42

The Colorado passenger-mile tax applies to
all vehicles carrying passengers for hire on the
public highways of the State except intra-city
buses, taxicabs and limousines and school buses
owned by a school district. The actual number
of revenue passengers carried times the miles
traveled is the base for imposing the one-mill
tax.

42The Director of the Department of Revenue may upon his
own motion or the request of the vehicle owner or operator
determine an average load for the vehicle which is then used
as a basis for computing the load factor.

Table 10.9

.Classification of States According to Tax Base Used for
Special Commercial Carrier Taxes,a 1958

Mileage

Alabama
Idaho
Michigan
New York"
North Dakota
Ohio
Oregon

Gross
receipts

Arizona
California
Louisiana
Montana
North Carolina
Pennsylvania
Texas (Contract)
Virginia

  Tax Base  
Graduated
weight

Iowa
Nebraska
Rhode Island
South Carolina
South Dakota
Tennessee
Washington
West Virginia

Ton - or
passenger-mile

Colorado
Oklahoma (pass. mile)
Wyoming

Flat fee"

Georgia
Indiana
Kansas

In Lieu
other taxes°

Connecticut*
Florida
Illinois*
Maryland h
Mississippi i

• These taxes are additional levies on licensed for-hire carriers of passengers and property unless otherwise indicated.
b $10 or more per vehicle.
* These taxes are in lieu of registration or other taxes as indicated and apply to one or more categories of licensed vehicles. In lieu features applying
only to interstate or unlicensed carriers are excluded.

d Property carriers only.
• Gross receipts on common carrier buses (all other taxes).

Mileage (ad valorem).
• Mileage-weight (registration).
b Passenger-mile and graduated weight (registration).
i Gross receipts, graduated weight or ton-mile (registration).

Source: Commerce Clearing House, General State Tax Law Service, 1958.



Rates of Special Commercial Carrier Taxes:
Colorado and Selected States. Considering the
differences in the nature of special commercial
carrier taxes and their relationship to other
highway user taxes, rate comparisons are of
limited value. The summary of rate schedules
under the mileage, gross receipts and ton- and
passenger-mile taxes shown in Table 10.10 indi-
cates some degree of uniformity in burden. In
the case of the mileage taxes the rates range
from 1 to 48 mills, and are graduated on the basis
of weight, seating capacity or axles. The rates
in North Dakota and Oregon reflect the maxi-
mum which may equal or exceed 3e per mile
(Oregon's schedule goes to 4.8¢ on Class A car-

Table 10.10

Selected Special Commercial Carrier Tax Rates

By States, 1958

State

Alabama

Idaho

Michigan

New York

North Dakota
Ohio

Oregon

Coverage:
type of carrier Tax base Tax rates

A. Mileage Taxes

Passenger Graduated 3.1-10 per mile
(seating capacity)

Freight Per axle ).-3,60 per mile
Passenger and Graduated 5.25-12.35 mills
freight (over (gross weight) additional (other
16,000 lbs. fuel)
gross weight)•
Passenger

Freight

Freight only

Freight
Trucks and
combinations
Four cate-
gories (A, B,
C, D)

Graduated 1-2 mills per mile
(seating capacity)
Graduated 3-4 mills (tractors)

1-3 mills (trucks)
6-35 mills per mileGraduated

(gross weight)
Graduated
Graduated
(axles)
Combined
weight

Arizona 

B. Gross Receipts Taxes

Passenger Gross receipts

California 
Property Gross receipts

Louisiana 
For hire Gross receipts

Montana 
For hire Gross receipts
Common and Gross operating
contract revenue

North Carolina Passenger Gross revenue
Property

Pennsylvania Intra-and
Inter-state

Texas Contract
Virginia For hire

(inter-city)

Colorado

Oklahoma

Wyoming

1.5-30 per mile
3'O-2%0 per mile

1.5-48 mills per mile
(Class A: Gas)

2.25 percent
2.50 percent
1.50 percent b
2.00 percent
0.50 percent

1.50 percent
6.00 percent

Gross receipts 0.80 percent

Gross receipts
Gross receipts

2.42 percent
2.00 percent plus
0.20 percent

C. Ton-or Passenger-Mile Taxes
Freight Ton miles 0.8 mill for vehicle,
(inter-city) 2.0 mills for load
Passenger Passenger miles 1.0 mill
(inter-city)
Passenger Passenger miles 0.5 mill
(inter-city)
Freight &
Express.

a Also farm and non-commercial over 24,000 lbs. gross weight.
a Total taxes and licenses not to exceed 2 percent of gross receipts
• Passenger carriers are subject to a mileage tax of 1 7/10f per mile for

gaa and 23f for other fuels.

Source: Commerce Clearing House, Genera/ State Tax Law Service, 1958.

Ton miles 1.5 mills
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riers). It should be noted that motor fuel taxes
may be credited against mileage taxes in Ore-
gon.

The rates of the gross receipts taxes exhibit
less variation, ranging from V2 of 1 percent to
21/2 percent with the exception of the 6 percent
levy on the gross revenue of property carriers in
North Carolina. Montana's rate of 1/2 of 1 per-
cent on the gross operating revenue of common
and contract carriers constitutes the minimum
levy.
Among the three states shown in Table 10.10

using the ton- and/or passenger-mile tax, the
Colorado rate on vehicle load of 2 mills is the
maximum. Considering their over-all effect,
however, the Wyoming rates are comparable to
those of Colorado. The graduation noted in the
instance of mileage taxes is, of course, built-in
in the case of the ton- and passenger-mile levies.

Receipts of Ton - Mile and Passenger - Mile
Taxes in Colorado. The ton-mile and passen-
ger-mile taxes on inter-city for hire, property
and passenger carrying vehicles, respectively,
have been an important factor in the highway
user tax picture since their inception. Revenues,
as indicated in Table 10.11, show a gradual in-
crease each year from 1941 to 1954 (1945 and
1946 excepted). Also, receipts in 1957 are more
than double the 1954 collections. Thus, the tax
has shown a marked increase in relative im-
portance both with respect to the tax system
as a whole and the highway user tax program
since the 1955 revisions. The 1957 receipts from
this source also exceeded those from the regis-
tration tax for the first time. It should be noted
that the collections shown in Table 10.11 are
gross revenues. Refunds are ordinarily not sig-
nificant (less than 1 percent), though they
amounted to $297,850 in 1956, the first year fol-
lowing the passage of the revised tax law.

Since 1955 the cost of collecting the ton- and
passenger-mile taxes has averaged around 3 per-
cent. This is a reasonable cost factor, and com-
pares favorably with the general tax sources.
The most important consideration, of course,
is whether the tax is being effectively adminis-
tered.

Administration of the Ton- and Passenger-
Mile Tax. The Ton-mile Section of the Taxa-
tion Division of the Department of Revenue is
directly responsible for administering the spe-
cial commercial carrier taxes. This unit has had
12 (authorized) auditors and 3 audit clerks in
addition to the director. It is concerned solely
with office audits. Field audits are the responsi-
bility of the general field investigation staff of
the Department of Revenue. Port-of-entry and
state patrol officers also assist the ton-mile sec-
tion in obtaining information to check tax lia-
bility.
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Table 10.11

Revenues from Ton- and Passenger-Mile Taxes
Colorado, 1942-1957

Year Revenues
Percent of total
tax revenues

1942 $ 821,515 2.20
1943 1,042,042 2.62
1944 1,125,519 2.81
1945 1,081,529 2.64
1946 1,101,763 2.25
1947 1,304,625 2.22
1948 1,459,662 1.93
1949 1,711,452 2.11
1950 1,909,729 2.23
1951 2,337,719 2.43
1952 2,555,692 2.52
1953 2,867,209 2.69
1954 2,908,285 2.64
1955 4,508,893 3.60
1956 5,666,241. 4.08
1957 6,344,257 4.31

• Refunds amounted to $297,850 in this year following the changes in
the law in 1955, and are deducted from gross collections.

Source: State of Colorado, Department of Revenue, Annual Report.

In general, the administrative procedure for
the ton-mile tax involves a dual system of re-
porting. Each carrier subject to the tax is re-
quired to file comprehensive reports of its oper-
ations and tax liability on a monthly basis.
Port slips showing basic data on each vehicle
are collected by port officials and similar infor-
mation is obtained by the state patrol on all ve-
hicles checked. The information on the patrol
and port slips is then cross-checked against
carrier reports. There are some 16,000 active ton-
mile accounts, and around 200,000 port and 50,-
000 patrol slips are received each month. Need-
less to say the volume of paper work involved is
tremendous, and the unit is about 2 months be-
hind in its audit work.

A penalty of 50 percent of the tax due plus 1
percent interest per month is provided in the
case of fraudulent returns, and 1 percent interest
monthly if no return is filed. While the fraud
penalty is seldom applied, the ton-mile section
takes strong measures in cases of an underpay-
ment of tax. An under-payment discovered in
one month is checked out for two additional
months, and if the discrepancy is maintained the
carrier is billed on a percentage basis for three-
years back taxes. If the carrier protests the as-
sessment, he has the option of bringing his rec-
ords in for a complete audit or paying for the
cost of a field audit. Needless to say, the above
practice usually gets results.

The enforcement procedures in the case of the
ton-mile tax appear to be basically sound. How-
ever, they are adapted primarily to the inter-
state carriers. While the state patrol slips and
other supplementary measures provide a reason-
able check upon intra-state operators, it is recog-
nized that some evasion exists. The problem of

enforcement for this type of operation is also
complicated by the exclusion of intra-city and
metropolitan licensed vehicles (which operate
within a ten-mile radius of a city) and intensi-
fied enforcement effort is undoubtedly required
in this area. On the whole, additional audit staff
appears to be highly desirable. Each auditor, on
the average, pays his salary in one month of
audit work. If maximum results are to be
achieved, it is also essential that the ton-mile
tax unit be permitted to use several of their
specialized staff for field investigations. Very
few field audits are conducted by the general
field investigators, and there is a considerable
lapse of time between the request for an audit
and its performance.

Disposition of Highway User Tax
and Fee Receipts

All highway user tax receipts in Colorado are
earmarked by constitutional provisions for high-
way, road and street purposes. The motor and
special fuels tax revenues along with registra-
tion fees, operators' licenses and special carrier
taxes are placed in the special Highway Users
Tax Fund, after the administrative expense for
each source has been deducted. Two additional
elements of administrative outlay are then de-
ducted, that of maintaining motor vehicle in-
spection stations and the cost of the state high-
way patrol operation. The inspection station
expense amounted to .7 percent and the highway
patrol 5 percent of net revenues in 1957.

The remainder of the fuel and other ear-
marked revenues is distributed to the State
Highway Fund, County Road Funds and cities
and town (for street purposes) on a 65, 30 and 5
percent basis, respectively. The City and County
of Denver, by special provision, receives only
its proportion of the city share.

The allocation of the county and city and town
shares to individual units is based upon two
formulas. Twenty percent of the county total is
distributed according to "rural motor vehicle
registrations" and the remaining 80 percent on
the basis of the adjusted mileage of open and
used rural roads. In the case of cities and towns,
the two factors are reversed with 80 percent
being distributed according to "adjusted ve-
hicle registrations,'43 and the other 20 percent
in relation to the mileage of open and used city
streets." The necessary computations in the ap-
plication of these formulas are made by the
State Highway Commission staff.

"The gross registration factor is weighted on a graduated basis
from 1 to 12, depending upon the number of registrations.

"For actual distribution of receipts to counties and cities sea
Chapter XX.



State Sharing of User Funds with Local Gov-
ernments. State policies concerning the dis-
tribution of funds among the three units of
government have been subject to continuing
attack by municipalities. They contend that
their share should be increased primarily on
two grounds: (1) the share which they receive
is only a fractional element of their contribu-
tion; and (2) the arbitrary and distinctive
methods of financing streets employed in earlier
periods are no longer realistic or equitable.
Denver officials have charged outright discrim-
ination in that the consolidated city and county
is denied the larger county share.

The critical financial problems of most Colo-
rado municipalities certainly merit a thorough
review of their claim for a larger share of high-
way user taxes on theoretical as well as prac-
tical grounds. The basic concept of rural high-
way and road versus city street financing has
undergone significant changes since the estab-
lishment of state highway systems. Initially,
it was assumed that the two types of facilities
served different purposes and should be financed
by distinctive methods. In particular, state
highways being general use facilities should
rely on receipts from user taxes, and the cost
of city streets whose use was limited largely to
city residents should be met by special assess-
ments or property taxes upon the "primary
beneficiaries." The same line of reasoning
suggested that the cost of secondary rural roads
should be met largely from property taxes.
This approach worked no serious hardships in
the early days of limited motor vehicle travel.
As the number of vehicles and mileage traveled
increased students of highway finance sought
to clarify the theoretical basis of public policy.
Although specific interpretations varied, the
broad principal of predominant use became the
accepted basis of public policy. It called for
a classification of facilities according to their
Primary uses, general or through traffic, on the
one hand, and, access to property, on the other.
In practice this meant that the state highway
system should be supported by the special user
taxes and other facilities by taxes or assessments
oil property-owners. While the theory obviously
Placed minor rural roads in the same category
as city streets (not a part of the state highway
System) and required state financing of all state
highways, it was some time before the states
assumed full responsibility for financing state
highways within municipal boundaries.

The rapid growth of vehicle and traffic volume
starting in the late 1920's was paralleled by the
extension of state highway system mileage
Primarily in rural areas. Thus, the states as-
sumed increasing responsibility either directly
or through state aid for financing rural roads.
Increasing federal aid for designated primary
Systems greatly facilitated this development.
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The states, however, generally continued to
restrict aid to municipalities to primary federal-
state highways until the period following World
War II. During the last decade and a half a
combination of factors has served to fundament-
ally alter the character of motor vehicle travel,
the nature and cost of the facilities required,
and, consequently, the problem of financing
them. The facts are common knowledge. The
long-term urbanization trend under the impact
of phenomenal population growth has occa-
sioned an almost unbelievable expansion of
urban areas, and municipal boundaries. The
bulk of motor vehicle travel both private and
commercial is now concentrated in our cities
and surrounding urban communities, the ve-
hicles continually increase in size and horse-
power, and the resultant problems of traffic
congestion and control which are greatly aug-
mented by increasing state and interstate traffic
have created a literal nightmare for city admin-
istrations. Quiet city streets of the so-called
access type are rapidly being transformed into
arterials, throughways, freeways, and traffic
interchange problems formerly handled by the
relatively simple, one level cloverleaf are now
being converted to two, three, four and five
level street stacks. While these and other
changes are being made as quickly as possible,
needs have far-outdistanced improvements.
Traffic bottlenecks are increasing, and the pri-
mary obstacle is inadequate municipal sources
of financing.

It is obvious that a policy which denies cities
and towns a substantial and increasing share of
motor vehicle tax funds is inacceptable on
theoretical grounds and wholly unrealistic in
terms of the practical problems involved. First,
the predominant use principle requires that a
large and constantly increasing part of urban
facilities be classified as general rather than
access, and that state financing be provided on
the same basis as for general use facilities out-
side municipal boundaries. Second, state aid
is presently being extended for certain rural
roads that are primarily access in character.
Equity also clearly dictates uniformity in this
phase of state policy. In short, so long as the
type of use and nature of benefits principle is
employed as a basis of financing policy, there is
no justification for applying it in a discrimina-
tory manner. From a practical standpoint, also,
the most crucial technical and financial prob-
lems of developing and maintaining adequate
motor transportation facilities are centered in
the urban areas. Interstate or through traffic
may be diverted around or to one side of the
cities and towns to lessen congestion and save
time for the tourist, although the urban econ-
omy may suffer. However, a state highway
program and policy which disregards the needs
of the majority of motor vehicle owners and the



242

major portion of traffic volume is clearly
unsound. Such action is even more flagrant
when this same group of urban users is paying
the lion's share of the cost of a system financed
by special user benefit taxes.

Earmarking of Highway User Revenues for
Highway Purposes. The question of earmarking
highway user tax revenues for highway pur-
poses does not present a serious problem in
Colorado. All such funds are dedicated to
highway and related uses. While students of
governmental finance have often questioned the
desirability of earmarking as a general practice,
the great majority now accept its application
in the highway field as a special case situation.
Both the nature of the service function and the
special benefit basis of financing employed are
thought to justify the exception.

In contrast to the general policy of earmark-
ing, a small number of states have directed a
portion of user tax revenues to other uses such
as education and welfare. This practice has
naturally occasioned violent criticism by special
user groups. The crux of the situation, however,
is whether the total expenditures of the state
on highway, road and street facilities is less
than, in balance with, or exceeds user tax col-
lections. Only in the first instance where total
expenditures are less than user tax receipts is
there any real or net diversion. This condition,
it should be noted, actually exists in a small
minority of the states which practice diversion.

Highway User Tax and Fee Burdens

The earlier discussion of the theoretical as-
pects of special user taxation focused attention
on the controversial allocation of costs problem.
The primary issues from a practical standpoint
are to determine how the user tax load should
be distributed among various types of vehicle,
vehicle weight and use groups, and to select the
most appropriate tax measures for implement-
ing this objective. While decisions on the rela-
tive burden issue should be predicated upon
the broad concepts of relative damage or cost
and perhaps nature of use, the actual evidence
concerning the damage factor is incomplete and
provides a general rather than specific policy
guide. Additional controlled-use studies are
essential to a wholly objective solution of this
aspect of the problem. Another major obstacle
to sound policy judgments has been the lack of
adequate data concerning the specific effect of
particular tax measures on various user groups
and, more significantly, the over-all impact of
user tax policy in individual states. The latter
deficiency has prevented interstate comparisons
on a comprehensive basis.

Source of Data on User Tax and Fee Burdens.
In 1955 the Bureau of Public Roads of the United
States Department of Interior initiated an am-

bitious, nation-wide research project designed
to clarify the distribution of user tax burdens
under existing state laws.45 The Bureau defined
the broad terms of the study and the procedures
to be employed, and directed the state highway
authorities to make the analysis on the basis
of 1956 tax policies. While the details of research
methodology are not pertinent to this discussion,
scientific sampling procedures were required in
the absence of actual data.
In general, the study plan called for a break-

down of total user tax and other charges on a
uniform gross weight schedule basis. Vehicles
were further classified as to: (1) visual group-
ings (single unit trucks, combinations, buses,
etc.) ; (2) nature of use (for hire, not for hire,
farm, other) ; (3) type of fuel used (gasoline,
diesel and other) ; and (4) number of axles.
The number of vehicles in each weight category
was indicated, and the average miles traveled
for most types of vehicle, use, fuel, axle, and
weight categories were presented in separate
schedules.
The Colorado State Highway Department,

Division of Research and Statistics, completed
the research project in 1957, and the results were
made available to the Governor's Tax Study
Group. Considering the obvious importance of
the information, the chief executives of the
other ten Western States were requested to
supply copies of their reports for purposes of
comparative analysis. Nine jurisdictions com-
plied with this request, namely, Arizona, Cali-
fornia, Idaho, Montana, Nevada, Oregon, Utah,
Wyoming and Washington. However the re-
ports from two states, Utah and Montana, were
incomplete and not readily adaptable to a
meaningful comparison of burdens by specific
vehicle, use and weight categories.
The first phase of this analysis is concerned

with a summary of the distribution of special
user tax burdens in Colorado, and the second
deals with interstate comparisons. It should be
emphasized that the basic data in the individual
state reports are subject to certain limitations.
The Colorado study is one of the best, but the
sampling procedures employed, though scien-
tifically designed by the Bureau of Public Roads,
do not necessarily produce valid results in indi-
vidual weight categories which only include a
few vehicles. Therefore, one must look at the
trend of costs for a particular class rather than
the individual weight categories to obtain a
wholly accurate picture. In the case of inter-
state comparisons, the necessary data are often
not available in some of the states. With these
qualifications the data employed in this analysis
are believed to constitute a sound foundation
for burden comparisons, and they represent
a major advance in the factual information
available for the formulation of user tax policy.

4smotor Vehicle Classification, Section 210 Study, Federal Aid
Highway Act of 1954.
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Distribution of Highway User Tax and Fee
Burdens in Colorado

Tax and Other User Payments; Major Vehicle
Groups. The distribution of highway user tax
burdens in Colorado for 1956 is shown in Tables
10.12 and 10.13. User tax and fee payments by
type of charge for the major vehicle groups are
summarized in Table 10.12. Total user tax and
other payments of the 819,143" vehicles regis-
tered in Colorado in 1956 amounted to approxi-
mately $45,632,000. The owners of private
passenger cars (611,886 vehicles) accounted for
the bulk of total payments or 63 percent. The
157,286 single unit trucks (all major uses) were
responsible for 19.3 percent of the total; the
6,763 combinations (all major uses) 16.2 percent;
and the 1,803 buses 1.5 percent. The 26,369 for
hire vehicles, which include generally the in-
ter-city common and contract carriers of prop-
erty and passengers, accounted for 21.8 percent
of the total as compared to 78.2 percent for the
not-for-hire or private vehicles. The latter rela-
tionship of 22 to 78 percent is particularly signifi-
cant in view of the controversy concerning the
present responsibility of the two groups for
highway financing in Colorado.

The predominant role of the motor fuels tax
in the total tax and fee burden for most cate-
gories of users is strikingly portrayed in Table
10.12. Other taxes and fees exceeded fuel tax
payments only in the case of for-hire single unit
trucks and combinations. For private passenger
cars motor fuels taxes represented 80 percent
of user payments; registration fees slightly
over 12 percent; and other fees about 7.6 percent.
In the case of single unit not-for-hire trucks,
motor fuel taxes constituted 69.2 percent of total
payments; registration fees 22.6 percent; and
other fees 8.2 percent. The division of the user
tax payments for single unit farm trucks pre-
sents an interesting variation. Motor fuels taxes
represented only 61.2 percent of the total;
registration 29 percent; and other fees 9.8 per-
cent. This is in spite of the fact that registration
rates for farm trucks (above the minimum
weight) are lower than for the other private
carriers. For farm combinations the distribution
of the user burdens is closer to a reasonable
expectation, the motor fuels tax accounting for
75 percent of the total. However, other not-
for-hire combinations show a much higher fuel
tax ratio of 88.7 percent.

.See footnote, Table 10.11.

Table 10.12

User Tax and Fee Payments by Type of Charge and Totals
Major Vehicle Groups, Colorado, 1956

Number of Registration
Vehicle groups vehicles fees

A.
Single unit trucks
For hire. 20,500 $ 271,980
Not for hired 87,459 971,692
Farm 49,327 587,576

Combinations
For hire. 4,515 96,304
Not for hired 2,024 60,552
Farm 224 6,748

Busses
For hire. 765 38,136
Not for hired 1,038 21,955

Automobiles
For hire' 589 3,417
Not for hired 611,886 3,519,165

Totals 778,327 5,577,525

B.
Single unit trucks
For hire 11.01
Not for hired 22.61
Farm 29.05

Combinations
For hire. 1.43
Not for hired 9.50
Farm 21.93

Ruses
For hire. 6.42
Not for hired 27.58

Automobiles
For hire. 2.42
Not for hired 12.29

Ton- and
passenger-

Other fees mile taxes

Number of Vehicles and Payments

Motor fuel
taxes

Total
taxes

and fees b

Percent of
total user
payments

$ 82,293 $ 919,137 $ 1,197,822 $ 2,471,232 5.42
351,075 2,974,094 4,296,861 9.42
198,003 1,237,147 2,022,731 4.43

20,370 4,629,596 1,999,916 6,746,186 14.78
9,061 547,840 617,453 1.35
1,020 23,001 30,769 0.07

4,215 246,316 305,483 594,150 1.30
5,726 51,900 79,581 0.17

3,050 134,880 141,347 0.31
2,170,496 22,941,843 28,631,504 62.75
2,845,314 5,795,049 31,413,926 45,631,814 100.00

Percent of Total User Tax Payments

3.33 37.19 48.47 100.0
8.17 69.22 100.0
9.79 61.16 100.0

0.30 68.62 29.65 100.0
1.79 88.71 100.0
3.32 74.75 100.0

0.71 41.46 51.41 100.0
7.20 65.22 100.0

2.16 95.42 100.0
7.58 80.13 100.0

• Trailers, which are separately registered are generally included as part of a combination unit, and special mobile equipment are excluded. Come-
quently, 40,816 registered vehicles do not appear in the total number of vehicles indicated.
The total allocation of user payments shown represents 99.9 percent of actual net collections in calendar 1956.
; The for hire category includes vehicles subject to the special ton- or passenger-mile taxes.

Not for hire vehicles include all of those which are not subject to the ton- and passenger-mile taxes other than farm and publicly-owned vehicles.

Source: Adapted from Motor Vehicle Classification, Section 210 Study, Federal Aid Highway Act of 1956.
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In the case of for-hire vehicles, which are
subject to the ton- or passenger-mile taxes, the
special tax payments, as might be anticipated,
are a major element of the total burden. How-
ever, there is a considerable variation in the
relative importance of the ton- and passenger-
mile tax payments, from 68.8 percent for com-
binations to 37.1 percent for single unit trucks.
In the instance of for-hire buses, the special
tax accounts for 41.5 percent of the total pay-
ments. The markedly higher ratio of the ton-
mile tax payments for combinations, is, of
course, attributable to the greater relative
importance of the load factor and the higher
rate on this element (2 mills as compared to .8
mill on empty vehicle weight).

Distribution of User Tax and Fee Burdens by
Specified Classes of Vehicle. A further break-
down of special user tax and fee burdens by
specified vehicle classes, showing total user
taxes, percent of total user payments, average
costs per vehicle and average cost per mile is
presented in Table 10.13. These data highlight
the relative distribution of user tax burdens in
Colorado by all major vehicle classes including
visual, type of use, fuel consumed and number
of axles. The picture is necessarily complex,
but certain broad patterns are evident, particu-
larly in the average cost-per-mile data. The
average costs per vehicle, which have been
employed in earlier analyses of user tax bur-
dens, do not correspond directly to the more
meaningful cost per mile measure, but there is
some degree of correlation.

The over-all range in costs per mile for all
classes of vehicles and uses is extreme, from
3/100 for diesel-propelled farm combinations
(semi-trailer, four-axle units) to 5.20 per mile
for gas-propelled for-hire combinations, (truck-
trailer, four-axle units). As there were only
12 vehicles involved in the lowest cost group,
the results are open to question.47 Therefore,
the 6/100 per mile average cost for private
passenger cars and not-for-hire, gas-propelled,
two-axle, single-unit trucks may well represent
the actual minimum.

For-Hire Combinations. For-hire combina-
tions, as might be expected, were subject to the
highest costs. The average cost per mile within
this broad group of vehicles ranged from the
maximum of 5.240 to 2.40. The larger, heavier
types of combination, such as truck-full-trailer,
tractor semi- and full-trailer and five-axle semi-
trailers, in the order indicated, were taxed more
heavily than other units. Generally speaking,
the gas propelled units paid more than the
diesel, though several classes were on a par.
Average costs per vehicle for the entire for-hire

47The individual vehicles travelled an estimated 41,000 miles
each; so the fuel tax was either under-stated or evaded.

Table 10.13

Distribution of Special User Tax and Fee
Burdens by Specified Classes of Vehicle,

Colorado, 1956

Type of Vehicle Number of Taxes and fees
and Use vehicles. Amount b Percent

Single unit trucks
For hire: gas

Av. cost Av. cost
per per

vehicle mile b

2 axles 19,652 82,187,112 4.80 IS 111 $0.012
3 axles 768 243,944 0.53 318 0.025

Not for hire: gas
2 axles 83,197 3,661,816 8.02 44 0.006
3 axles 4,084 588,722 1.29 144 0.010

Farm: gas
2 axles 49,178 2,018,382 4.42 41 0.007
3 axles 149 4,349 0.01 29 0.026

For hire: diesel
2 axles (6 tires) 12 8,112 0.02 676 0.026
3 axles 25 14,128 0.03 565 0.023

Not for hire: diesel
2 axles (6 tires) 12 4,956 0.01 413 0.016
3 axles 128 32,021 0.07 250 0.011

For hire: other fuel 43 17,936 0.03 417 0.017
Not for hire:
other fuel 38 9,346 0.02 246 0.014

Combinations
For hire: gas
Semi-trailer
3 axles 1,178 528,744 1.16 449 0.024
4 axles 1,265 1,221,361 2.68 965 0.033
5 axles 283 386,497 0.85 1,366 0.038

Full trailer
4 axles: tractor 72 184,073 0.40 2,557 0.052
4 axles: truck 63 77,033 0.17 1,223 N.A.

Semi- and full trailer
5 axles 16 56,835 0.12 3,552 0.036
6 axles 14 28,654 0.06 2,047 0.048

Not for hire: gas
Semi-trailer
3 axles 785 177,855 0.39 227 0.016
4 axles 564 145,089 0.32 257 0.010
5 axles 170 67,013 0.15 394 0.009

Full trailer:
tractor and trucks
4 axles 40 10,666 0.02 267 N.A.

Semi- and full trailer
5 axles 46 4,111 0.01 89 0.029

Farm: gas
Semi-trailer
3 axles 102 9,671 0.02 95 0.012
4 axles 60 4,723 0.01 79 0.016
5 axles 22 2,866 0.01 130 0.012

Full trailer
4 axles 7 4,438 0.01 634 0.010

For hire: diesel
Semi-trailer
3 axles 80 135,346 0.30 1,692 0.024
4 axles 365 822,040 1.80 2,252 0.029
5 axles 1,031 2,903,368 6.36 2,816 0.037

Full trailer
5 axles 20 92,027 0.20 4,601 0.035

Semi- and full trailer
5 axles 34 127,363 0.28 3,746 0.037

Not for hire: diesel
Semi-trailer
3 axles 37 7,312 0.02 198 0.011
4 axles 98 30,671 0.07 313 0.014
5 axles 161 145,327 0.32 903 0.011

Full trailer
4 axles 12 8,595 0.02 716 0.011
5 axles 15 1,267 0.003 84 0.020

Semi- and full trailer
5 axles 24 4,543 0.01 189 0.013

Farm: diesel
Semi-trailer
3 axles 14 6,908 0.02 493 0.009
4 axles 12 1,312 0.003 109 0.003
5 axles 7 851 0.002 121 0.010

For hire: other fuel
Semi-trailer
4 axles 62 79,063 0.17 1,275 0.029
5 axles 32 103,782 0.23 3,246 0.038

Not for hire: other fuel
3 axles 44
4 axles 16

2,681
5,945

0.01
0.01

761 
23 01.85)

5 axles 12 6,378 0.02 531 0.016
Buses
For hire: gas 385
For hire: diesel 356

331,041
239,376

0.73
0.52 g73 2:(2901

For hire: other fuel 24 23,733 0.05 989 0.032
Not for hire: gas 1,038

Automobiles
79,581 0.17

7

00N..066,.166

For hire: gas 589
Not for hire: gas 611,886

141,347
28,631,504

0.31
62.75

21;

Grand total 778,327 45,631,814 100.00 _ -

• Trailers, which are separately registered are generally included as
part of a combination unit, and special mobile equipment are excluded.
Consequently, 40,816 registered vehicles do not appear in the total.

b The total allocation of user payments shown represents 99.9 percent

of actual net collection in calendar 1956.
Source: Adapted from Motor Vehicle Classification, Section 210 StudY,

Federal Aid Highway Act of 1956.



combination group show a much broader range
from $4,601 in the case of diesel-propelled, truck-
full-trailer, five-axle units to $449 in the instance
of gas-propelled, semi-trailer, three-axle units.
Differences in the average cost per vehicle
factor, not otherwise reflected, are attributable
basically to variations in miles travelled.

For-Hire Buses. For-hire buses in Colorado
rank second in burden as measured by cost per
mile. The cost range for these vehicles overlaps
the lower level of for-hire combinations costs.
Buses using fuels other than gas or diesel are
subject to a 3.20 per mile burden; gas propelled,
2.90; and diesel propelled, 1.80. The advantage
of the diesel-powered units is obviously very
marked. Average costs per vehicle follow the
same pattern with a $989 maximum for the
"other" fuel units and a $672 minimum for the
diesel units.

For-Hire, Single-Unit Trucks. Broadly speak-
ing, the for-hire single-unit-truck group is third
highest in costs per mile. The range is very wide
from a maximum of 2.60 per mile to a minimum
of 1.20. Various classes of not-for-hire and farm
combinations, as well as not-for-hire single-unit
trucks, overlap this cost spread. No differential
as between gas- and diesel-powered units is dis-
cernible. The overlap in the case of combina-
tions is not surprising as the ton-mile tax on
for-hire single-unit trucks is not the primary
burden element for the latter vehicle group.
The high cost shown (2.60 per mile) for farm
s. Ingle-unit, three-axle trucks is not logical, and
is attributable primarily to the low miles
travelled assumptions for this and certain other
Classes of farm vehicles.48 Average costs per
vehicle for the for-hire single-unit trucks varies
from a high of $676 (diesel two-axle) to a low
of $111 (gas-two axle).

.Not-for-Hire Combinations. Not-for-hire com-
binations are next in line, with costs per mile
ranging from 20 to 9/100. The larger, heavier
tYpes of unit generally are in the higher cost
brackets, though there are some exceptions. The
h. eterogenous character of the vehicles involved

this classification is undoubtedly a major
factor in explaining the wide cost spread.

The weight categories and number of vehicles
fl each weight category have a more significant
Inlpact on costs for this group of vehicles as
there is no ton-mile tax." Mileage assumptions
are also a significant element affecting costs for
these vehic1es.5° Average costs per vehicle fru'
thiS group range from a high of
of $84. 

$003 to a low

Colorado Motor Vehicle Classification, Section 210 Study,Federal Aid Highway Act of 1956, Table E-1-1.
"See Table 10.13.
"Colorado Motor Vehicle Classification, loc. cit.
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Other Classes of Vehicles. Not-for-hire buses,
gas-powered, occupy an intermediate position in
terms of cost per mile, or 1.60. The average cost
per vehicle is $77. The various classes of not-
for-hire and farm trucks fall in the medium and
lower cost ranges from 1.60 to 6/100 per mile.
Not-for-hire, diesel-powered, two-axle units pay
the maximum and the not-for-hire, gas-pro-
pelled, two-axle units, the minimum. Average
costs per vehicle vary from $413 to $41. Private
passenger cars, as previously indicated, reflect
the practical minimum of 6/100 per mile, with
an average per vehicle cost of $47.

The following comparative analysis of user
tax and fee burdens in Colorado and other West-
ern States, which shows costs by individual
weight categories, will bring into sharper focus
the burden differentials in Colorado.

Comparison of Highway User Tax and Fee
Burdens In Western States

Basis of Comparison. Interstate comparisons
of highway user burdens present a difficult
problem by reason of the variations in types
of tax, tax bases and rates employed. Individual
tax relationships are not particularly meaning-
ful unless they can be adapted to a uniform
measure as in the case of the fuels taxes. Even
then it is the over-all burden, rather than par-
ticular components, that is significant. The
Bureau of Public Roads Study reports from the
individual states generally provide the basic
data needed on total burdens. Once the total
taxes and fees paid by a particular type of
vehicle, devoted to a given use, consuming a
certain type of fuel and with a given number
of axles is determined, an average tax per
vehicle can be computed. However, the average
tax per vehicle basis of comparison is deficient
because it does not take account of differences
in average miles travelled which affect motor
fuels tax liability. The comparative analysis of
user burdens, therefore, is in terms of costs
per mile.

Basically, the study covers eight Western
States including Colorado. In particular in-
stances, however, data in certain states were
either not available or not comparable, and in
such cases a smaller number of states are in-
volved. To highlight the relative burden
tion of Colorado, the textual tahi,— auu analysis
stress the average coo-F..L mile, the cost in
Colorado and +lie cost in Colorado as a percent
of *h. average. The number of states involved
in the computation of the average for each
category and the jurisdictions whose costs are
definitely higher or lower than those of Colorado
are also indicated. It should be noted that the
cost data for individual states from which the
burden relationships were calculated are shown
in Appendix Table 10-A.
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Single-Unit Trucks, For-Hire — Gas: Cost
Comparisons. The cost relationships of Colorado
and the other Western States in the case of
single-unit trucks are presented in Table 10.14.
In the for-hire, gas-propelled two- and three-
axle vehicle classes Colorado's costs per mile
are well below the average in all weight cate-
gories. The range of Colorado's cost for the
two-axle group is from :70 to 1.60 per mile,
and from 1.70 to 2.70 per mile for the three-axle
group. Average costs in the Western States,
on the other hand, vary from 8/100 per mile
to 20 for two-axle vehicles, and from 2.40 to
4.60 for three-axle vehicles. It will be noted
that Colorado costs per mile as well as the
average costs are substantially higher for the
three-axle vehicle group.

On an over-all basis, costs for two-axle ve-
hicles are substantially higher than those of
Colorado in California, Oregon, Washington and
Wyoming, and are lower than Colorado's cost
in two states, Idaho and Arizona." The rela-
tionship for the three-axle group is substan-
tially the same.52

Single-Unit Trucks, Not-for-Hire—Gas: Cost
Comparisons. In the instance of not-for-hire,
gas-propelled single-unit trucks Colorado costs
per mile are again well below the average in
most weight categories. The only exceptions
are in three of the lower weight two-axle classes
for which Colorado's costs are equal to the
average. The discrepancy between Colorado's
cost and the average widens appreciably in the
heavier two-axle weight categories and in the
three-axle group as a whole. For the latter
group Colorado's costs range from 1/4 to 1/2 that
of the average. As indicated in Table 10.14, the
cost in Colorado remains virtually constant
throughout the two-axle group, while the aver-
age cost increases progressively in relation to
weight. For the lower weight three-axle
vehicle categories Colorado's costs actually de-
cline, while the average costs tend to increase
throughout the entire weight range.

411P two-axle grouping, costs in California,
Oregon, Washingt,,n and Wyoming are substan-
tially higher than in c.:01.0.10, and those in
Arizona and Idaho are approximately the same
as in Colorado.53 In the three-axle group costs
are higher in all of the other states than in
Colorado.54

"Appendix Table 10-A.

"Ibid.
"Ibid.

Single-Unit Trucks, Farm—Gas: Cost Com-
parisons. The cost relationships in the case of
single-unit, gas-propelled farm trucks are sub-
stantially different, particularly in the three-
axle group. While Colorado's costs are some-
what less or about average for the two-axle
farm vehicles, they are above average for most
of the three-axle group. However, the marked
difference for the three-axle class is attributable
primarily to very low mileage assumptions, and
the limited number of states for which compar-
able data were available. Of the three other
states included, Idaho, Oregon and Washington,
only Idaho's costs were lower than those of
Colorado for both the two- and three-axle
group.55

Single-Unit Trucks, For-Hire-Diesel: Cost
Comparisons. Comparable cost-weight categor-
ies of the single-unit, for-hire, diesel-propelled
trucks are strictly limited. This is attributable
to the relatively small number of such vehicles,
and varying uses in the different states. How-
ever, in the three-axle group Colorado's costs
are substantially below the average. Costs are
generally higher in California, Nevada and
Wyoming, and lower in Arizona and Idaho."
Costs in Colorado, it may be noted, are slightly
lower for the heavy diesel-propelled for hire
trucks than for the gas-propelled.

Single-Unit Trucks, Not-for-Hire-Diesel: Cost
Comparisons. In the case of single-unit, not-for-
hire, diesel-propelled trucks Colorado's costs
range from 1/2 to % those of the other states.
Costs are higher than those of Colorado in 5
states, California, Nevada, Oregon, Washington
and Wyoming; lower in only one state, Arizona;
and about the same in Idaho." There is little
difference in Colorado's costs for the single-
unit, not-for-hire gas-propelled as compared to
the diesel-propelled trucks.

Summary: Single-Unit Trucks—Cost Com-
parisons. Generally speaking, the user tax and
fee costs per mile for single-unit trucks in Colo-
rado are well below the average in the Western
States. The one exception is the case of certain
farm vehicles, and for this type of use compara-
tive data were limited to a maximum of 4 states
and mileage assumptions in Colorado were ex-
ceptionally low. The differential in Colorado
favoring 911 other use categories of single-unit
trucks is most marked in the case of not-for-hire
vehicles, and gas-propelled in particular.

"Ibid.
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Table 10.14

Comparative User Burdens Per Mile Traveled
by Visual, Use and Gross Weight Categories

Western States and Colorado, 1956

Gross Weight
(hundreds)

For hire: gas
2 axles (all)

Average cost
per mile

(in Western
States as

per sample)

Cost Colorado cost Number of
per mile as percent states in
Colorado of average sample

A. Single unit trucks

Table 10.14 (Continued)

Comparative User Burdens Per Mile Traveled
by Visual, Use and Gross Weight Categories

Western States and Colorado, 1956

Gross Weight

Average cost
per mile

(in Western
States as

(hundreds) per sample)

Farm: gas
3 axles

Cost Colorado cost Number of
Per mile as percent states in
Colorado of average sample

A. Single unit trucks (cont.)

40 - 49 $0.008 $0.007 87 6
180- 199 $0.021 $0.028 133 450 - 59 0.009 0.008 89 7
200 - 219 0.020 0.027 135 460 - 79 0.011 0.010 91 8
220 - 239 0.030 0.028 93 280 - 99 0.013 0.009 69 7
240 - 259 0.026 0.026 100 4100- 119 0.018 0.010 56 8
260 - 279 0.022 0.029 132 3120 - 139 0.015 0.011 73 8
320 - 359 0.025 0.025 100 3140- 159 0.017 0.012 71 8
360 - 399 0.020 0.024 120 3160- 179 0.017 0.013 76 8
400 - 449 0.025 0.027 108 3180 - 199 0.016 0.013 81 8

200 - 219 0.017 0.014 82 8 For hire: diesel
220 - 239 0.018 0.015 83 8 2 axlesb
240 - 259 0.020 0.016 82 8

320 - 359 0.024
For hire: gas 360 - 399 0.022
3 axles

400 - 449 0.029
200 - 219 0.024 0.017 73 6
220 - 239 0.024 0.017 70 5 For hire: diesel
240 - 259 0.023 0.018 80 6 3 axles
260 - 279 0.026 0.010 38 7 320 - 359 0.025 0.021 84 6
280- 299 0.029 0.019 66 6 360 - 399 0.033 0.023 70 6
300- 319 0.025 0.020 81 7 400 - 449 0.033 0.024 73 7
320- 359 0.031 0.026 82 7
360- 399 0.031 0.026 83 7 Not for hire:
400 - 449 0.046 0.027 59 7 diesel

3 axlesNot for hire: gas
2 axles
40 - 49
50 - 59

0.005
0.006

0.005
0.006

100
100

5
6

280 - 299
300 - 319
320- 359

0.007
0.012
0.020

0.004
0.008
0.012

57
67
60

5
6
7

60 - 79 0.008 0.006 75 7 360 - 399 0.021 0.014 67 5
80 - 99 0.008 0.007 87 7 400 - 449 0.022 0.011 50
100- 119 0.013 0.009 69 7

B. Combinations120- 139 0.009 0.009 100 7
For hire: gas140- 159 0.014 0.009 64 7 with semi-160 - 179 0.015 0.009 60 7 trailer

180 - 199 0.015 0.009 60 7 3 axles
200- 219 0.013 0.009 69 7

220 - 239 0.022 0.019 88 4220 - 239 0.015 0.009 60 7
240 - 259 0.021 0.019 90 5240 - 259 0.016 0.008 50 7 260 - 279 0.025 0.020 80 5260 - 279 0.021 0.009 43 5
280 - 299 0.022 0.021 96 6

Not for hire: gas 300 - 319 0.024 0.021 88 73 axles
320 - 359 0.026 0.022 85 7180- 199 0.016 0.006 37 7 360 - 399 0.023 0.023 102 8200 - 219 0.018 0.004 22 7 400 - 449 0.027 0.025 93 8220 - 239 0.021 0.005 23 5
500 - 549 0.032 0.029 92 4240 - 259 0.023 0.006 26 7 550 - 599 0.032 0.031 98 4260 - 279 0.026 0.006 23 7

280 - 299 0.026 0.008 31 6 For hire: gas
300- 319 0.024 0.009 37 7 with semi-
320- 359
360 - 399
400 - 449

Farm: gas.
2 axles
40-49
50-59
60-79

0.020
0.029
0.031

0.006
0.007
0.009

0.010
0.010
0.010

0.005
0.005
0.006

50
34
32

83
71
67

8
7
7

2
3
4

trailer
4 axles

320 - 359
360 - 399
400 - 449
450 - 499
500 - 549
550 - 599

0.019
0.027
0.026
0.042
0.035
0.035

0.022
0.024
0.028
0.030
0.031
0.034

115
91
107
72
89
99

4
4
6
6
7
7

80 - 99 0.010 0.009 90 4
For hire: gas100 - 119 0.011 0.011 100 4 with semi-120- 139 0.012 0.012 100 4 trailer

140 - 159 0.013 0.014 107 4 5 axles or
160 - 179 0.014 0.012 86 4 more
180- 199 0.015 0.012 80 4 500 - 699 0.037 0.036 99 6200_ 219 0.016 0.012 75 4 700 and over 0.037 0.038 101 6220_ 239 0.016 0.012 75 4
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Table 10.14 10.14 (Continued)

Comparative User Burdens Per Mile Traveled
by Visual, Use and Gross Weight Categories

Western States and Colorado, 1956

Average cost
per mile

(in Western
Gross Weight States as
(hundreds) per sample)

For hire: gas
full trailer
4 axles'

Cost
per mile
Colorado

Colorado cost
as percent
of average

B. Combinations (cont.)

Number of
states in
sample

650 - 699
700 and over

$0.066
0.040

For hire: gas
semi- and
full trailer
5 axles
650 - 699 $0.038 0.040 105 5
700 and over 0.039

For hire: gas
semi- and
full trailer
6 axles b
650 - 699 0.037
700 and over 0.042

Not for hire: gas
semi-trailer
3 axles
200 - 219 0.019 0.013 66 6
220 - 239 0.015 0.013 86 5
240 - 259 0.022 0.011 50 6
260 - 279 0.022 0.012 55 5
280 - 299 0.018 0.010 57 6
300 - 319 0.021 0.010 49 7
320 - 359 0.023 0.010 45 7
360 - 399 0.019 0.010 54 8
400 - 449 0.021 0.011 52 8

Not for hire: gas
semi-trailer
4 axles
320 - 359 0.018 0.013 69 4
360 - 399 0.029 0.013 44 5
400 - 449 0.026 0.012 48 6
450 - 499 0.020 0.013 62 6
500 - 549 0.025 0.010 38 5
550 - 599 0.024 0.010 42 7

Not for hire: gas
semi-trailer
5 axles or more
650 - 699 0.040 0.008. 21 5
700 and over 0.028 0.010. 28 5

Not for hire: gas
full trailer b
650 - 699 0.048 2

Not for hire: gas
semi- and
full trailer b

650 - 699 0.021 2
700 and over 0.021 3

For hire: diesel
with semi-
trailer
3 axles
280 - 299 0.020 0.014 72 2
300 - 319 0.021 0.019 90 3
320 - 359 0.030 0.020 67 4
360 - 399 0.038 0.023 59 5
400 - 449 0.048 0.024 48 7
500 - 549 0.062 0.031 50 3
550 - 599 0.027 0.030 111 5

For hire: diesel
with semi-
trailer
4 axles
500 - 549
550 - 599

For hire: diesel
with semi-
trailer
5 axles
650 - 699

Table 10.14 (Concluded)

Comparative User Burdens Per Mile Traveled
by Visual, Use and Gross Weight Categories

Western States and Colorado, 1956

Average cost
per mile

(in Western Cost Colorado cost Number of
Gross Weight States as per mile as percent states in
(hundreds) per sample) Colorado of average sample

B. Combinations (cont.)

$0036 80 .028 78 5
0.045 0.030 66 5

0.036 0.036 100 7
700 and over 0.032 0.037 116 7

For hire: diesel
with full
trailer
5 axles
650 - 699
700 and over

For hire: diesel
with semi- and
full trailer
5 axles
650 - 699
700 and over

Not for hire:
diesel d
semi-trailer
3 axles
400 - 449

Not for hire:
diesel d
semi-trailer
4 axles
500 - 549
550 - 599

For hire: gas
40 - 49
50 - 59
60 - 79
80 - 99
100- 119
120- 139
140 - 159
160- 179
180 - 199
200- 219
220 - 239
240 - 259
260 - 279

For hire: diesel
180- 199
200- 219
220 - 239
240 - 259
260 - 279

0.034 0.033 97 8
0.029 0.036 123 8

0.034 0.036 106 2
0.030 0.038 125 6

0.013 0.008 62 5

0.026 0.011 42 5
0.014 0.013 93 5

C. Buses

0.021 0.011 52 4
0.037 0.014 38 3
0.018 0.016 89 5
0.025 0.019 76 4
0.028 0.021 75 5
0.022 0.020 91 5
0.023 0.024 104 5
0.025 0.025 100 5
0.036 0.024 67 5
0.033 0.031 94 5
0.025 0.034 136 4
0.028 0.044 157 4
0.037 0.052 141 4

0.016 0.019 119 4
0.014 0.018 129 5
0.021 0.033 157 5
0.036 0.014 39 4
0.039 0.052 133 3

D. Automobiles
Nor for hire: gas

0-39 0.006 0.006 100 7

• Idaho, Oregon, Washington and Colorado are the states included in
sample.

b Comparable data from other states not available.
. Colorado data are very limited.
• Data on 5 axles are not comparable.

Source: Adapted from Motor Vehicle Classification, Section 210 &WY.
Federal Aid Highway Act of 1954.

Combinations, For-Hire-Gas: Cost Compari-
sons. The comparative costs per mile for various
types of combinations are presented in Table
10.14. In addition to the use, fuel and axle
classifications, combinations are grouped in

three visual categories, namely, tractor semi-
trailer, truck full-trailer and tractor semi- and
full-trailer.
In the for-hire, gas-propelled, tractor semi-

trailer grouping Colorado's costs per mile are
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generally slightly below the average for the
three-axle vehicles; they are also typically
below average for four-axle vehicles; and are
average for the five-axle combinations. In the
case of the three-axle group, costs are higher
than Colorado's in California, Nevada, Oregon
and Washington; lower in Arizona and Idaho;
and about the same in Wyoming." However,
the data are incomplete in Wyoming. For the
four-axle grouping, the costs of Oregon and
Wyoming are higher than those in Colorado;
those in Arizona, California and Idaho are
lower; and the cost in Washington averages
about the same." In the five-axle group com-
parative data are limited to two weight cate-
gories, and Colorado's cost is approximately
the same as the six-state average. Costs in
Oregon and Washington are higher than in
Colorado, and those in Arizona, California and
Idaho are lower.60
The information available from other states

on the other types of for-hire, gas-propelled
combinations truck full-trailer and tractor semi-
and full-trailer is generally not comparable.
However, for one weight category of five-axle
tractor semi- and full-trailer (65,000 to 69,900
lbs.) Colorado is slightly above the average.
The cost in Colorado for the larger type com-
binations is only slightly higher than for the
five-axle semi-trailers, and this differential is
typical of the cost trend in most of the other
states for the weight categories that are avail-
able.6'

Combinations, Not-for-Hire--Gas: Cost Com-
parisons. Colorado's costs per mile for the not-
for-hire, gas-propelled combinations, as in the
case of single-unit trucks, are very low com-
pared to those of the other states. For the
four-axle semi-trailers, all weight categories,
the cost in Colorado typically is slightly more
than 1/2 that of the other states. Idaho is the
only jurisdiction with lower costs of the five
to eight jurisdictions in which comparable
figures are available.62 In the case of four-axle
tractor semi-trailers the disparity is somewhat
greater, and once again Idaho is the only state
Showing lower costs." Data for five-axle semi-
trailers indicate an even lower cost ratio in
Colorado. However, the number of vehicles
involved in Colorado is very small, and this
ratio may not be representative. A similar
deficiency in Colorado data exists in the in-
stance of the truck full-trailer combinations,
and comparable information is not available
for most of the other states. In the tractor semi-
and groups of combinations the costs
In Colorado appear to be representative, and,

"Ibid.
"Ibid.
"Ibid.
"See individual state reports.

"See Appendix Table 10.A.

though they are considerably higher than for
the other types of combinations, are less than
those of most of the other states (as judged by
lower weight categories) •64

Combinations, For-Hire—Diesel: Cost Com-
parisons. Cost relationships (Colorado and other
Western States) in the case of the for-hire,
diesel-propelled combinations are highly vari-
able. Colorado's costs, however, exhibit a
marked regularity and gradual progression in
terms of weight. Generally speaking, the costs
in Colorado are well below the average for the
three- and four-axle tractor semi-trailer group.
They are somewhat above average for the other
types of for-hire, diesel-propelled combinations.
In the instance of the three-axle group, costs in
California, Oregon and Wyoming are higher
than those of Colorado, and Arizona's costs are
lower.65 For four axles Oregon and Wyoming
have higher costs and Arizona and Idaho have
lower costs than Colorado." It will be noted
that the comparative data are limited for the
last two types of combinations. In the case of
five-axle tractor semi-trailers, Colorado's costs
are lower than those of Oregon and somewhat
higher than those in Arizona, California and
Idaho. Wyoming's costs are about the same as
those of Colorado.67 For both the tractor semi-
trailer and tractor semi- and full-trailer combi-
nations costs in Colorado are above average
in the 70,000 lbs. and over category. The ratios
for Colorado are 123 and 125 percent of the
average, respectively.

Combinations; Not-for-Hire — Diesel: Cost
Comparisons. The comparable weight categor-
ies in the case of not-for-hire, diesel-propelled
combinations are limited. However, Colorado's
costs are well below average, and the differen-
tial is about the same as for the not-for-hire gas-
propelled combinations. Of the four other states
with comparable data the costs in Colorado are
less than those of three states, California,
Nevada and Oregon, and higher than those of
one state, Idaho."

Summary: Cost Comparisons for Combina-
tions. The cost relationships of Colorado and
the other Western States follow a definite pat-
tern in the case of combinations. Considering
the for-hire vehicles, both gas and diesel, the
costs in Colorado are generally below average
for the tractor semi-trailer units with three
or four axles. The favorable differential, it
should be noted, is greater for the diesel- than
the gas-propelled units. Colorado's costs are
average or above for the five-axle tractor semi-
trailers, and they are above average in most
instances for the truck full-trailer and tractor

"See individual state reports.
"See Appendix Table 10.A.
aIbd
"Ibid.
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semi- and full-trailer units. Costs for all of the
for-hire combinations in Colorado show a
significant progression in relation to weight.

In the case of not-for-hire combinations,
Colorado's costs are markedly below the aver-
age, and for the gas-propelled units Colorado's
costs are virtually constant in relation to weight.
The latter situation is in sharp contrast to that
of most other states whose costs show a progres-
sive trend as weight increases. Comparable data
generally are not available for the truck full-
trailer and tractor semi- and full-trailer units
both gas and diesel. The information is also
limited to a few weight categories in the case
of diesel-propelled tractor semi-trailers.

Although meaningful interstate comparisons
cannot be presented in the case of farm com-
binations, it should be emphasized that costs in
Colorado are very low in most categories.
Typically, they are about the same as for the not
for-hire vehicles."

Buses, For-Hire—Gas and Diesel: Cost Com-
parisons. Colorado's costs in the instance of
for-hire, gas-propelled buses are generally
below average, except for the three highest
weight categories (22,000 to 27,000 lbs.). There
is a marked progression of costs in Colorado
throughout the entire weight range. In the
instance of for-hire, diesel-propelled buses
Colorado is well above the average, except for
one weight category. Data in Colorado and
most of the other states are spotty and the bases
of comparison are limited.70 Typically, the costs
for the diesel-propelled buses in Colorado are
not as high as for the same weight gas-propelled
vehicles. Although comparative data for the
not-for-hire gas-propelled buses are not shown
in Table 10.14, Colorado's average cost of 1.60
per mile is very low in relation to those of
other states.71

Private Passenger Cars: Cost Comparisons.
The costs per mile for private automobiles in
Colorado are exactly equal to the average (7
states) or 6/100 per mile. Three other states,
California, Nevada and Oregon, have the same
cost figure; Washington is higher with 7/100
per mile; and Arizona and Wyoming are lower
with 4/100 and 5/100 per mile, respectively.
Comparable data are not available for these
vehicles in Idaho.

Conclusions: Highway User Burdens
In Colorado

The foregoing analysis of highway user bur-
dens in Colorado and in most of the Western
States obviously does not provide all of the
answers to the burden problem. It does provide

"See Table 10.13.

nSee individual state reports.

certain broad facts essential to intelligent policy
formulation. First, it is apparent that Colo-
rado's charges on the for-hire carrier group are
not excessive in relation to the average for the
Western States considered. For this type of
carrier the costs per mile in Colorado vary
from about 25 percent below average to 25 per-
cent above, and there are relatively few cate-
gories that are above. Those categories for
which Colorado's costs are above average are
predominately the larger, heavier vehicles.
Second, it is equally clear that user charges

in Colorado are abnormally low in the case of
not-for-hire and farm vehicles. Colorado's costs
per mile range as low as 21 percent of the
average, and the disparity tends to be greatest
in the instance of the heavier classes of not-for-
hire vehicles. For several types, as noted earlier,
Colorado's costs are actually constant or regres-
sive in relation to weight. Considering the
practice of other Western States, the low level
of Colorado's charges on the not-for-hire and
farm vehicles appears to represent the most
serious deficiency in State policy. Needless to
say, this situation bears out the contention that
for-hire vehicles are subject to discriminatory
burdens in relation to other use categories.
Finally, it should be recognized that the

Bureau of Public Roads Study Project in Colo-
rado, as well as in other states, involves a
significant beginning in actual burden analysis.
Further research is necessary to fill in certain
gaps in the basic data and to validate the
results for specific categories of vehicles which
appear to be questionable. Although these cases
do not affect the general burden pattern, the soft
spots in the data should be firmed up.

Other Highway User Tax Policy Problems

The earlier discussion of highway user tax
policies in Colorado and the burden analysis
clearly demonstrates that there are many im-
portant problems yet to be resolved in this
field. In addition to the questionable aspects of
present policy in the sharing of user receipts
with local units, there are significant issues
relating to the structure of the tax and fee
system and the distribution of user burdens
among various classes of users. There is also
the practical consideration of the future revenue
potential of user charges.

Tax Structure and Burdens. The principal
problems concerning the effects of Colorado's
user tax system are associated with the regis-
tration and special carrier taxes. The ton- and
passenger-mile tax, as well as alternative levies
on the commercial carrier group has been the
focal point of controversy in Colorado and in
other states. The attempt to impose any form
of differential burden upon the industry has
resulted in strong opposition from the well-
organized and liberally-financed carrier associ-



251

ations. The present basis of registering not-for-
hire and farm trucks and combinations and the
rate on diesel fuel as compared to gasoline are
further elements of concern.

The Ton-Mile Tax. Specifically, the motor
carrier industry has charged that the ton-mile
tax in Colorado is inequitable and discrimina-
tory, that it is driving interstate operators out
of the State and that the tax cannot be effec-
tively enforced. The fact that a number of states
have abandoned this form of tax is cited as
additional evidence of its allegedly undesirable
character. Needless to say, these are serious
criticisms, and merit careful scrutiny.
The equity of the ton-mile tax is dependent

basically upon the degree to which the tax con-
forms to accepted principles of user taxation. In
Other words, does this tax, used in conjunction
With other user taxes and fees, result in a rea-
sonable allocation of user burdens? From a
theoretical standpoint the answer is clear.
The tax does permit a substantial graduation
in burden related directly to both the damage
and use concepts. Potentially it distributes the
burden more equitably than alternative levies
such as mileage or gross receipts taxes which
only consider one element of user responsibility
(Mileage), or are not related directly to either
the damage or use factors (gross receipts). If
the rates of the tax are not excessive and if the
burden upon the carriers subject to the levy is
Properly correlated with that of other user
groups, the results are not subject to question.

Recognizing the theoretical merit of the tax,
What are the actual results of the present ton-
Mile tax in Colorado? As indicated in the
burden analysis the impact of the tax occasions
a marked element of progression in burden
throughout the weight ranges for all classes
Of for-hire vehicles. Graduation of the burden
is. undoubtedly desirable. However, the present
differential in rates as between the empty
vehicle and vehicle load produces a maximum
burden that is somewhat above the Western
State average for some vehicles in the heaviest
w_ eight categories (gross weight). Although
Colorado's policy may be defensible in terms of
over-all burden, adjustment of the differential
as well as the maximum mill levy would remove
any reasonable basis of criticism.72 The precise
acl.justment in rates which is needed to accom-
Plish these ends should be determined by the
r_esearch staff of the Highway Department, ando appreciable loss in revenue would be in-
volved.
The most serious inequity in the economic

nripact of Colorado's user tax system at the
Present time is the extremely low costs for most

thel,ting evidence concerning the precise relationship between
Mete. eght and weight distribution factors and damage is incom-
basis A specific evaluation of burden relationships upon this

therefore, is infeasible.

classes of not-for-hire and farm trucks and
combinations. The extremely preferential treat-
ment accorded these types of use and vehicles
cannot be justified. These vehicles are employed
in business and profit making activities, though
perhaps not as intensively as the for-hire group.
A cost differential of from 25 to 30 percent
would appear to be reasonable, and Colorado's
policy might appropriately be adjusted to con-
form to this guide as well as the practice of the
majority of Western States.
In general, the charge that Colorado's ton-mile

tax is driving commercial carriers out of the
State does not appear to be merited on the basis
of relative burdens. However, Colorado's costs
are high and if alternative routes through lower
cost states exist in the case of east-west trans-
continental hauls some re-routing is a logical
expectation. At the same time, it should be
recognized that the conditions under which this
action is likely to be profitable are limited, and
profits are the primary determinant of business
policy. From a factual standpoint there is no
indication in the records of the Ton-Mile Section
that any traffic has been diverted from Colorado
following the passage of the 1955 tax law. With
the adjustments in burden previously indicated,
therefore, Colorado may well disregard possible
future claims of commercial carrier groups that
the State's user tax burdens are excessive and
tend to drive business out of the State.
The ton- and passenger-mile taxes are rela-

tively difficult to administer, but they can be
effectively enforced at a cost that is not exces-
sive. Checking of weights and routes by the
ports of entry and by the State Patrol accom-
panied by periodic inspection of carrier records
are the keys to such enforcement. Colorado
is presently relying on port of entry and Patrol
plus carrier reports. This procedure is reason-
ably satisfactory, but an emphasis upon inspec-
tion of carrier records is highly desirable. An
expansion of office as well as field inspection
staff is indicated.

Registration and Fuels Taxes. The base of
Colorado's registration tax on not-for-hire and
farm trucks and combinations should be
changed from empty to gross weight. The
empty weight concept is unrealistic and is incon-
sistent with the ton-mile base in the case of
for-hire, intercity vehicles. It also contributes
to the present undesirable burden differential
between these user groups. Such a change
would be in accord with the practice of the
majority of states, and would facilitate the
adjustments in burden recommended in the
discussion of the ton-mile tax.

An additional rate on diesel fuel amounting to
approximately one-third of that on regular fuel
or 2¢ per gallon is believed to be highly desir-
able. This would offset the conservatively
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estimated advantage in terms of miles per gal-
lon enjoyed by the users of such fuel. It should
be noted that the burden analysis in Colorado
does not provide a firm basis for conclusions
concerning diesel as opposed to gas-powered
vehicles. While the differential indicated favors
diesel-propelled vehicles, limited type individ-
ual vehicle studies are required in this type
of problem situation and provide the basis for
the foregoing recommendation.

Revenue Potential of Highway User Taxes
And Fees

Past experience suggests that the revenue
potential of the user tax system is excellent.
Receipts will undoubtedly increase substan-
tially on an annual basis under existing provi-
sions of the tax laws. Certainly, the continued
growth of all phases of motor transportation
must be assumed. If user payments fail to keep
pace with rising costs, rate increases generally
may be expected to produce proportionally
larger yields. However, broad policy consider-
ations involving the economic impact of par-
ticular taxes and user taxes as a whole do
suggest certain limitations. In particular, the
burden of individual user taxes or user financing
in general should not be pushed to the point
of denying or seriously restricting the use of
facilities by any class of socially beneficial
user.73 The burden of fuel and registration
taxes upon the owners of private passenger

73Highway use logically should be restricted to sizes and weights

of vehicles that the facilities are constructed to handle.

cars, for example, tends to be regressive and
may well be approaching the point at which
curtailed use is encountered.

Recognizing these limits, which cannot be
precisely defined, the future revenue potential
of the user tax system is still substantial. In
particular, there are several changes in Colo-
rado's present user tax system which are desir-
able per se that would produce significant
increases in current revenues. Adoption of a
reasonable schedule of rates based upon gross
weight for not-for-hire and farm vehicles would
produce at the minimum around $1,600,000 per
year.74 Tighter enforcement of existing taxes,
especially in the case of motor fuel tax refunds,
the special fuels tax, the fuels tax in the case of
interstate carriers and the ton-mile tax would
be highly productive as judged by the experi-
ence of other states. The imposition of a differ-
ential rate on diesel fuel would result in a
minor increase in revenue but is essential on
grounds of equity. The suggestion that the ton-
mile tax rate differential be adjusted would not
appreciably affect the total yield of the levy.

An increase in the rates of the motor fuels tax
obviously offers the greatest return from a
revenue standpoint. A 10 per gallon rise in the
present 60 rate would produce in excess of
$5,000,000 in net collections. In view of the rates
in adjoining states and the economic effect
of the tax on no-business users this action does
not appear to be desirable at the present time.

'This assumes an approximate doubling of existing rates which
would fall far short of achieving the suggested burden differential
between these users and for-hire group.
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Appendix Table 10.A

Special Highway User Tax and Other Charges Per Mile by Type of Vehicle
Use and Gross Weight Categories, Eight Western States, 1956

Selected
Registered Gross

Vehicle Weight Classes
(in hundreds
of pounds)

  Cost per mile

Colorado Arizona California Idaho Nevada Oregon Washington Wyoming

I. Single Unit Trucks

A. For Hire: Gas-2 Axles (all)

40- 49 $ 0.007 $ 0.008 $ 0.012 N.A. $ 0.006 $ 0.009 N.A. $ 0.006
50- 59 0.008 0.004 0.013 N.A. 0.006 0.010 $ 0.011 0.008
60- 69 0.010 0.009 0.014 $ 0.005 0.007 0.019 0.014 0.009
80- 99 0.009 0.008 0.019 N.A. 0.010 0.008 0.017 0.017
100 - 119 0.010 0.010 0.017 0.010 0.012 0.014 0.020 0.054
120 - 139 0.011 0.011 0.017 0.010 0.012 0.019 0.018 0.024
140 - 159 0.012 0.011 0.018 0.016 0.016 0.026 0.019 0.018
160 - 179 0.013 0.012 0.019 0.012 0.018 0.027 0.019 0.019
180 - 199 0.013 0.011 0.019 0.010 0.016 0.021 0.020 0.019
200 - 219 0.014 0.011 0.019 0.012 0.019 0.022 0.019 0.019
220 - 239 0.015 0.013 0.020 0.012 0.018 0.021 0.020 0.024
240 - 259 0.016 0.013 0.023 0.013 0.016 0.020 0.022 0.033

B. For Hire: Gas-3 Axles (all)

200 - 219 0.017 0.016 0.024 N.A. N.A. 0.022 0.023 0.039
220 - 239 0.017 N.A. 0.026 N.A. N.A. 0.019 0.024 0.033
240 - 259 0.018 0.016 0.025 0.012 N.A. N.A. 0.026 0.038
260 - 279 0.010 0.019 0.028 0.019 N.A. 0.032 0.032 0.039
280 - 299 0.019 0.023 0.029 N.A. N.A. 0.037 0.027 0.038
300 - 319 0.020 0.017 0.029 0.011 N.A. 0.026 0.024 0.046
320 - 359 0.026 0.021 0.029 N.A. 0.027 0.043 0.039 0.036
360 - 399 0.026 0.020 0.031 0.016 0.043 0.036 N.A. 0.045
400 - 449 0.027 0.023 0.032 0.018 0.140 0.035 N.A. 0.046

C. Not For Hire: Gas-2 Axles (all)

40- 49 0.005 0.005 0.008 N.A. N.A. 0.006 N.A. 0.003
50- 59 0.006 0.006 0.008 N.A. N.A. 0.006 0.009. 0.004
60- 79 0.006 0.007 0.009 0.006 N.A. 0.008 0.014 0.005
80- 99 0.007 0.008 0.010 0.008 N.A. 0.007 0.012 0.006
100 - 119 0.009 0.009 0.012 0.031 N.A. 0.010 0.013 0 009
120 - 139 0.009 0.010 0.013 0.008 N.A. 0.015 0.015 0.011
140 - 159 0.009 0.011 0.014 0.014 N.A. 0.018 0.016 0.018
160 - 179 0.009 0.012 0.015 0.009 N.A. 0.021 0.018 0.018
180 - 199 0.009 0.011 0.015 0.011 N.A. 0.019 0.019 0.018
200 - 219 0.009 0.012 0.016 0.010 N.A. 0.020 0.020 0.015
220 - 239 0.009 0.013 0.017 0.011 N.A. 0.019 0.022 0.016
240 - 259 0.008 0.014 0.019 0.009 N.A. 0.020 0.024 0.015
260 - 279 0.009 0.032 N.A. 0.016 N.A. 0.022 0.027 N.A.

D. Not For Hire: Gas-3 Axles (all)

180 - 199 0.006 0.008 0.019 0.025 0.014 0.022 0.020 N.A.
200 - 219 0.004 0.020 0.021 0.015 0.011 0.031 0.026 N.A.
220 - 239 0.005 N.A. 0.023 N.A. 0.014 0.034 0.031 N.A.
240 - 259 0.006 0.042 0.021 0.014 0.016 0.037 0.027 N.A.
260 - 279 0.006 0.035 0.026 0.027 0.018 0.029 0.041 N.A.
280 - 299 0.008 0.033 0.026 N.A. 0.023 0.033 0.034 N.A.
300 - 319 0.009 0.020 0.025 0.023 0.022 0.033 0.035 N.A.
320 - 359 0.010 0.019 0.025 0.014 0.020 0.042 0.030. 0.084
360 - 399 0.010 0.020 0.027 0.021 0.025 0.040 N.A. 0.059
400 - 449 0.010 0.022 0.028 0.020 0.027 0.044 N.A. 0.069

E. Farm: Gas-2 Axles (all)

40- 49 0.005 N.A. N.A. N.A. N.A. 0.007 N.A. N.A.
50.. 59 0.005 N.A. N.A. N.A. N.A. 0.008 0.009. N.A.
60- 79 0.006 N.A. N.A. 0.006 N.A. 0.014 0.011 N.A.
80- 99 0.009 N.A. N.A. 0.006 N.A. 0.011 0.014 N.A.
100 - 119 0.011 N.A. N.A. 0.007 N.A. 0.013 0.015 N.A.
120.139 0.012 N.A. N.A. 0.007 N.A. 0.015 0.015 N.A.
140. 159 0.014 N.A. N.A. 0.007 N.A. 0.016 0.016 N.A.
160- 179 0.012 N.A. N.A. 0.009 N.A. 0.018 0.019 N.A.
180 - 199 0.012 N.A. N.A. 0.013 N.A. 0.015 0.021 N.A.
200.219 0.012 N.A. N.A. 0.016 N.A. 0.016 0.020 N.A.
220.239 0.012 N.A. N.A. 0.012 N.A. 0.017 0.021 N.A.

F. Farm: Gas-3 Axles (all)
180 - 199 0.028 N.A. N.A. 0.018 N.A. 0.014 0.025 N.A.
200.219 0.027 N.A. N.A. 0.010 N.A. 0.017 0.028 N.A.
220 - 239 0.028 N.A. N.A. N.A. N.A. N.A. 0.033 N.A.
240 - 259 0.026 N.A. N.A. 0.017 N.A. 0.027 0.035 N.A.
260.279 0.029 N.A. N.A. 0.013 N.A. 0.023 N.A. N.A.
320 - 35g 0.025 N.A. N.A. 0.026 N.A. 0.024 N.A. N.A.
360 - 3gg 0.024 N.A. N.A. 0.015 N.A. 0.021 N.A. N.A.
400 - 449 0.027 N.A. N.A. 0.021 N.A. 0.027 N.A. N.A. •

G. For Hire: Diesel-2 Axles (all)
240 - 259 N.A. 0.007 0.030 N.A. N.A. 0.037 0.039 N.A.
320 - 359 0.024 N.A. N.A. N.A. N.A. N.A. N.A. N.A.
360 - 3gg 0.022 N.A. N.A. N.A. N.A. N.A. N.A. N.A.
400- 449 0.029 N.A. N.A. N.A. N.A. N.A. N.A. N.A.

H. For Hire: Diesel-3 Axles (all)
320 - 359 0.021 0.009 0.036 N.A. 0.024 N.A. 0.024. 0.034360 - 399 0.023 0.011 0.037 0.008 0.069 N.A. N.A. 0.052400.449 0.024 0.012 0.037 0.007 0.061 0.142 N.A. 0.042
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Appendix Table 10.A (Continued)

Special Highway User Tax and Other Charges Per Mile by Type of Vehicle

Use and Gross Weight Categories, Eight Western States, 1956

Selected
Registered Gross

Vehicle Weight Classes
(in hundreds

Cost per mile

of pounds) Colorado Arizona California Idaho Nevada Oregon Washington Wyoming

II. Combinations

A. For Hire: Combinations with Semi-trailer-Gas-3 Axles

220 - 239 $ 0.019 $ 0.018 $ 0.025 N.A. N.A. N.A. $ 0.025 N.A.

240 - 259 0.019 0.019 0.025 N.A. N.A. $ 0.024 0.019 N.A.

260 - 279 0.020 0.016 0.024 N.A. N.A. 0.029 0.036 N.A.

280 - 299 0.021 0.019 0.025 N.A. $ 0.019 0.026 0.023 N.A.

300 - 319 0.021 0.018 0.024 $ 0.027 0.023 0.026 0.026 N.A.

320 - 359 0.022 0.032 0.024 0.017 0.021 0.039 0.024 N.A.

360 - 399 0.023 0.023 0.024 0.009 0.027 0.036 0.020b $ 0.018

400 - 449 0.025 0.022 0.024 0.009 0.036 0.049 0.025b 0.025

500 - 549 0.029 N.A. N.A. 0.006 N.A. N.A. 0.048b 0.044

550 - 599 0.031 N.A. N.A. 0.010 N.A. N.A. 0.014 0.037

B. For Hire: Combinations with Semi-trailer-Gas--4 Axles

320 - 359 0.022 N.A. 0.024 N.A. N.A. 0.014 0.018b N.A.

360 - 399 0.024 N.A. 0.024 0.009 N.A. 0.049 N.A. N.A.

400 - 449 0.028 0.021 0.024 N.A. N.A. 0.010 0.026h 0.049

450 - 499 0.030 0.026 0.024 N.A. N.A. 0.054 0.030 0.079

500 - 549 0.031 0.025 0.024 0.017 N.A. 0.056 0.061b 0.033

550 - 599 0.034 0.029 0.024 0.010 N.A. 0.072 0.038b 0.035

C. For Hire: Combinations with Semi-trailer-Gas-5 Axles or more

650 - 699 0.036 0.033 0.027 0.013 N.A. 0.051 0.062b N.A.

700 and over 0.038 0.033 0.027 0.015 N.A. 0.057 0.055b N.A.

D. For Hire: Combinations with Full trailer-Gas-4 Axles

650 - 699 0.066 N.A. N.A. N.A. N.A. N.A. 0.071b N.A.

700 and over 0.040 N.A. N.A. 0.017 N.A. 0.059 N.A. N.A.

E. For Hire: Combinations with Semi-trailers and Full trailer-Gas-5 Axles

650- 699 0.040 0.030 0.031 N.A. N.A. 0.054 0.033 N.A.

700 and over 0.039 0.025 0.035 N.A. N.A. N.A. N.A. N.A.

F. For Hire: Combinations with Semi-trailers and Full trailer-Gas--6 Axles

650 - 699 0.037 N.A. N.A. N.A. N.A. N.A. N.A. N.A.

700 and over 0.042 0.052 N.A. N.A. N.A. N.A. N.A. N.A.

G. Not for Hire: Combinations with Semi-trailer-Gas-3 Axles

180 - 199 0.012 0.010 0.017 N.A. N.A. N.A. 0.060 N.A.

200 - 219 0.013 0.017 0.016 0.014 N.A. 0.025 0.029 N.A.

220 - 239 0.013 0.008 0.016 N.A. N.A. 0.020 0.017 N.A.

240 - 259 0.011 0.015 0.017 0.011 N.A. 0.027 0.049 N.A.

260 - 279 0.012 0.014 0.017 N.A. N.A. 0.055 0.030 N.A.

280 - 299 0.010 0.012 0.017 0.018 N.A. 0.024 0.026 N.A.

300 - 319 0.010 0.013 0.018 0.012 0.046 0.024 0.025 N.A.

320 - 359 0.010 0.012 0.018 0.011 0.032 0.046 0.030 N.A.

360 - 399 0.010 0.015 0.018 0.003 0.031 0.033 0.026 0.017

400 - 449 0.011 0.014 0.020 0.007 0.036 0.038 0.023 0.020

H. Not For Hire: Combinations with Semi-trailer-Gas-4 Axles

320 - 359 0.013 0.024 0.019 N.A. N.A. N.A. 0.016 N.A.

360 - 399 0.013 0.043 0.019 0.011 N.A. 0.061 N.A. N.A.

400 - 449 0.012 0.023 0.020 0.014 N.A. 0.063 0.024 N.A.

450 - 499 0.013 0.014 0.020 0.012 N.A. 0.052 0.029 N.A.

500 - 549 0.010 0.017 0.020 N.A. N.A. 0.062 0.032 0.035

550 - 599 0.010 0.016 0.022 0.013 N.A. 0.074 0.032 0.036

I. Not For Hire: Combinations with Semi-trailer-Gas--5 Axles or more

650 - 699 0.008 0.017 0.026 N.A. N.A. 0.049 0.101 N.A.

700 and over 0.010 0.021 0.025 N.A. N.A. 0.054 0.029 N.A.

J. Not For Hire: Combinations with Full trailer-Gas--4 Axles

600 - 649 N.A. N.A. N.A. N.A. 0.026 0.055 0.025 N.A.

650 - 699 0.048 N.A. N.A. N.A. N.A. N.A. 0.129 N.A.

K. Not For Hire: Combinations with Semi- and Full trailer-Gas--5 Axles

650- 699 0.021 N.A. N.A. N.A. N.A. 0.038 N.A. N.A.

700 and over 0.021 N.A. N.A. N.A. N.A. 0.046 0.034 N.A.

L. For Hire: Combinations with Semi-trailer-Diesel-3 Axles
*

280 - 299 0.014 N.A. 0.026 N.A. N.A. N.A. N.A. N.A.

300 - 319 0.019 0.015 0.028 N.A. N.A. N.A. N.A. N.A.

320 - 359 0.020 0.037 0.028 N.A. N.A. 0.037 N.A. N.A.

360 - 399 0.023 0.014 0.029 N.A. N.A. 0.101 N.A. 0.026

400 - 449 0.024 0.015 0.029 0.004 N.A. 0.148 0.023 0.047

500 - 549 0.031 N.A. N.A. N.A. 0.078 0.077 N.A. N.A.

550 - 599 0.030 N.A. N.A. 0.004 0.031 N.A. 0.021 N.A.

M. For Hire: Combinations with Semi-trailer-Diesel-4 Axles

500 - 549 0.028 0.020 N.A. 0.008 N.A. 0.072 0.020 0.041

550 - 599 0.030 0.020 N.A. 0.006 N.A. 0.142 N.A. 0.035
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Appendix Table 10.A (Concluded)

Special Highway User Tax and Other Charges Per Mile by Type of Vehicle
Use and Gross Weight Categories, Eight Western States, 1956

Selected
Registered Gross

Vehicle Weight Classes
(in hundreds
of pounds)

650 - 699
700 and over

600 - 649
650 - 699
700 and over

Colorado

0.036
0.037

0.035
0.033
0.036

Cost per mile

Arizona California Idaho Nevada Oregon

N. For Hire: Combinations with Semi-trailer-Diesel-5 Axles

0.023 0.031 0.005 N.A. 0.062
0.025 0.031 0.007 N.A. 0.061

0. For Hire: Combinations with Full trailer-Diesel-5 Axles

N.A. 0.032 N.A. N.A. N.A.
0.020 0.032 0.009 0.022 0.058
0.018 0.033 0.009 0.030 0.059

Washington

0.072
0.030

N.A.
0.022
0.022

Wyoming

0.031
0.040

N.A.
0.081
0.034

P. For Hire: Combinations with Semi-trailer and Full trailer-Diesel-5 Axles

650 - 699 0.036 N.A. 0.032 N.A. N.A. N.A. N.A. N.A.
700 and over 0.038 0.020 0.032 0.007 N.A. 0.064 0.020 N.A.

Q. Not For Hire: Combinations with Semi-trailer-Diesel-3 Axles

400.449 0.008 N.A. 0.024 0.004 0.028 0.014 N.A. N.A.

R. Not For Hire: Combinations with Semi-trailer-Diesel-4 Axles

500-549 0.011 N.A. 0.029 0.007 0.012 0.076 N.A. N.A.
550.599 0.013 N.A. 0.026 0.005 0.017 0.135 N.A. N.A.

III. Buses

A. For Hire-Gas

40- 49 0.011 0.053 0.017 0.004 N.A. N.A. N.A. N.A.
50- 59 0.014 0.077 0.019 N.A. N.A. N.A. N.A. N.A.
60- 79 0.016 0.035 0.020 0.007 N.A. N.A. 0.010 N.A.
80. 99 0.019 0.041 0.023 N.A. N.A. N.A. 0.019 N.A.
100.119 0.021 0.069 0.026b 0.011 N.A. N.A. 0.014 N.A.
120 - 139 0.020 0.018 0.032 0.022 N.A. N.A. 0.017 N.A.
140 - 159 0.024 0.020 0.034b 0.018 N.A. N.A. 0.018 N.A.
160 - 179 0.025 0.021 0.033b 0.029 N.A. N.A. 0.019 N.A.
180 - 199 0.024 0.074 0.038b 0.018 N.A. N.A. 0.029 N.A.
200 - 219 0.031 0.0.51 0.034 0.020 N.A. N.A. 0.030 N.A.
220 - 239 0.034 0.016 N.A. 0.023 N.A. N.A. 0.026 N.A.
240 - 259 0.044 0.017 N.A. 0.023 N.A. N.A. 0.027 N.A.
260 - 279 0.052 0.021 N.A. 0.048 N.A. N.A. 0.028 N.A.

B. For Hire-Diesel

160 - 179 0.023 N.A. 0.084b N.A. N.A. N.A. 0.003 N.A.
180 - 199 0.019 N.A. 0.137b N.A. N.A. N.A. 0.017 0.015
200.219 0.018 N.A. 0.142b N.A. N.A. 0.013 0.010 0.015
220.239 0.033 N.A. N.A. N.A. N.A. 0.020 0.014 0.017
240.259 0.014 N.A. N.A. N.A. N.A. 0.099 0.015 0.018
260 - 279 0.052 N.A. N.A. N.A. N.A. 0.047 N.A. 0.018

IV. Autos

A. Not For Hire-Gas

0. 39 0.006 0.004 0.006 N.A. 0.006 0.006 0.007 0.005

Weight categories not comparable.• Averages since data are reported in 1000 lb. categories.
Bource: Adapted from Motor Vehicle Classification, Section 210 Study, Federal Aid Highway Act of 1956.
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CHAPTER XI

INSURANCE TAX

The special nature and function of insurance
companies has caused such enterprise to be
generally subjected to tax treatment which is
different in important respects from that af-
forded other business institutions. The first
state to impose an insurance tax was Connecti-
cut which, in 1816, placed a six percent levy
on the capital stock of all insurance companies
Operating in the State. New York followed in
1824 with a 10 percent tax on the gross premi-
ums of foreign fire insurance companies (com-
panies organized out-of-state) and by the time
of the Civil War a special tax on insurance
companies was common to all states. This sys-
tem of special taxes continues to the present
time.

Some of the early features of insurance tax
legislation have been largely discarded. For
example, the early tendency to exempt domestic
companies from the tax has almost disappeared.
In states where this provision did not originally
apply, the frequently used differential rate
favoring domestic over foreign companies has
also been reduced in importance.
On the other hand, certain features have been

generally retained of which the use of gross
premiums as a basis of the tax is the most im-
portant. The adoption of gross premiums rather
than net income as the tax base is explained
bY the difficulty of ascertaining net income for
certain types of insurance carriers. In the case

life insurance companies particularly, there
is the difficult technical question of what con-
stitutes the required legal reserve to be main-
tamed and therefore the allowable deduction
from gross income. Moreover, in the case of
mutual companies, difficulty arises in deter-
!Tuning taxable net income where the receipts

excess of necessary expenses and additions
to reserves are redistributed to policyholders in
the form of reduced rates and/or dividends.

Another of the early features of insurance
tax legislation which continues to be a part
cc)! present day law in most states is the so-called
retaliatory" clause. In effect this feature tends
to equalize the rate of tax levied upon insurance
c°Mpany premiums by the various states. For
"ample, if the rate were increased in Colorado,
Nyhile Washington had lower rates, the retalia-
lO137 provisions of the law would take effect and

the tax paid on business written in Washington
by Colorado companies would be increased,
although competing companies domiciled else-
where would continue to pay the lower tax rate.

Legal Status of Insurance Taxes

A legal question in early tax legislation was
whether the insurance business was a valid
subject of taxation by states since such business
could be considered interstate commerce.

In 1869 in the case of Paul v. Virginia the
U. S. Supreme Court held that the insurance
industry was local business and subject to state
regulation.1 Similarly, in 1931 the Court held
that insurance was not commerce, either state
or interstate, and could be taxed by the states
without violation of the federal constitution.2
In 1944, however, the Court ruled that the insur-
ance business was a matter of interstate com-
merce subject to the federal anti-trust laws.2
As a result of this decision it was feared by
some states that laws which discriminated
against foreign companies would be found un-
constitutional. The McCarren Act of 1945, how-
ever, clarified the rights of the states by provid-
ing that state taxation of insurance companies
was legal if it did not conflict with federal
policy, even though the insurance industry was
interstate commerce.4 Also, in 1946, the U. S.
Supreme Court upheld California and South
Carolina insurance laws which imposed higher
tax rates on foreign companies.2

Rationale of Insurance Taxes

Insurance taxes were first sanctioned in order
to cover costs of operating insurance depart-
ments. Insurance commissioners required
trained personnel and it was considered equi-
table for insurance companies to bear the bur-
den of these costs. Currently, however, the costs

'Harold M. Groves, Financing Government (fourth edition;
New York: Henry Holt & Co., 1954), p. 348. See also Paul v.
Virginia, 4 Wall 168 (1869).
,New York Life Insurance Co. v. Deer Lodge County, 231 U. S.

508.
S. v. Southeastern Underwriters Association, 322 U. S. 533.

4E. H. Plank, Public Finance (Homewood, Illinois: Richard D.
Irwin, 1953), 131). 509-510.

'Prudential Insurance Co. v. Benjamin, 325 U. S. 408 (1948), and
Robertson V. California, 328 U. S. 440 (1946).
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of insurance departments tend in most states to
be much less than the amount of insurance
taxes collected.

The development of insurance taxation as a
source of general revenue, that is taxation to
bring in revenue over and above costs of admin-
istration, has been opposed on a number of
grounds. It is claimed, for example, that the
tax, because of shifting, results in higher insur-
ance costs to the public. This in turn tends to
deter savings—in the nature of life and annuity
contracts. Accordingly, so the argument runs,
public welfare expenditures must necessarily
increase to fill the gap. It is also pointed out that
the tax is regressive in that it places a heavier
burden on the lower income groups which are,
in relation to personal income, relatively large
holders of life and annuity policies. It is further
contended that if a levy on gross premiums is
not shifted, double taxation results since it is
usual for insurance companies to be subject
also to the general property tax. An additional
objection is raised by certain types of insurance
carriers, notably mutual companies and frater-
nal and benevolent societies who feel that since
they are allegedly non-profit enterprises they
should be free of taxes. This objection has appar-
ently carried much weight since most states
now grant exemptions to organizations of this
type. Finally, insurance taxes are opposed on
the grounds that they discourage the develop-
ment of the industry in the state (if domestic
companies are taxed) or drive it to more favor-
able tax climes.

Proponents of the insurance tax answer these
arguments point by point. The criticism that the
tax decreases savings is declared to be inconsis-
tent with the claim that the tax is shifted. If,
as opponents charge, the tax is passed on to the
consumer (buyer of insurance) then savings in
the form of life insurance will not be affected.
If, on the other hand, higher premiums cause
a large decline in the amount of insurance pur-
chased, then savings in the form of life insur-
ance will decline. But total community savings
need not be reduced since other forms of savings
exist.

Closely related to the foregoing and bearing
upon the opposition argument that insurance
taxation will drive up relief roles and welfare
expenditures, proponents of the tax raise the
following questions: (1) Will people who de-
pend on welfare spending be influenced by a
change in the price of insurance? (2) Would po-
tential policyholders actually be deterred from
buying insurance even if the price went up? In
addition to raising these questions proponents
point out that historic data show little signifi-
cant correlation between the movement of wel-
fare expenditures and insurance sales.

In reply to the claim that the tax is regressive,
supporters of the tax hold that this may in fact

be the case but counter with the observation
that the insurance tax is no more objectionable
on this score than a host of commonly used sales
taxes.°

On the question of double taxation it is fur-
ther observed that insurance companies are, in
effect, largely exempt from the property tax.
This follows from the fact that the assets of in-
surance companies are intangibles, in the main,
and in many states such property is exempt from
the general tax. Moreover, the double tax argu-
ment is regarded as entirely without force when
the opposition contends, as they do, that the bur-
den of the tax is borne by the policyholder since
this admits ability to shift the tax elsewhere.

Despite efforts to either eliminate or reduce
insurance tax rates state legislatures generally
have remained adamant. The two major reasons
for the retention of the tax have rested on the
practical consideration of revenue need as well
as on grounds of equity. In respect to the latter,
it has been generally recognized that unlike
most business enterprises insurance companies
pay no other form of sales tax, nor do they pay
an income tax as a rule. Moreover, their prop-
erty tax is usually very low. Under these condi-
tions a special levy has appeared as an appropri-
ate compensatory tax equalizing the tax bur-
dens between the insurance industry and other
industries. Finally, the insurance tax is indirect
and can easily be disguised in higher premiums.

Insurance Taxation in Colorado

A special tax on insurance companies in Colo-
rado dates from 1883 when a levy of 2 percent
was placed on net premiums; this was changed
in 1885 to a levy on gross premiums. The stated
purpose of the tax was to cover costs of regu-
lating the insurance business. The act provided
that additional assessment could be made upon
individual companies in proportion to the vol-
ume of their Colorado business should proceeds
of the tax be inadequate to cover regulatory
costs. Alternately, excess tax receipts were to be
turned over to the school fund until 1885 and
thereafter to the general fund. This latter pro-
vision currently applies with the exception of
receipts from taxes on foreign fire underwriters
which are paid into the Fireman's Pension
Fund:7

The excess of tax receipts over administrative
costs raised the question of the legality of an

°Adequate data are not available on insurance holdings bY
income groups. One tax study group has suggested that insurance

purchases increase more than proportionately to income, and that

an insurance tax is therefore less regressive than other types 
of

sales taxes. State of New York, Temporary Commission on the

Fiscal Affairs of State Government, A Program for Continued

Progress in Fiscal Management, Vol. 2, 1955, pp. 275-277.

7State of Colorado, Session Laws, 1883, and 1885.
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insurance tax as a revenue measure. The issue
was decided in the case of the Colorado National
Life Insurance Company v. Clayton, when the
State Supreme Court held that the intent of the
law was to provide funds for operating the in-
surance department (first established in 1907)
and that tax collections in excess of the amount
necessary for that purpose did not invalidate the

General Provision of Colorado Insurance Law.
All insurance companies doing business in the
State unless expressly exempted are subject to
a 2 percent tax on gross premiums collected or
contracted for on policies of insurance covering
risks within the State. Specifically the law reads
as follows:

All insurance companies doing business in
the state shall pay—a tax of two per cent on
the gross amount of all premiums collected
or contracted for on policies or contracts of
insurance covering property or risks within
this state—after deducting from the gross
amount of such premium the amount received
as re-insurance premium on licenses in the
state, and in the case of companies, other
than life, the amount paid to policyholders as
return premiums. - - 9

In addition to the premium tax, insurance
companies pay to the State various fees and
Charges as listed in Table 11.1.

Table 11.1

Total Receipts of Insurance Department
Colorado, Fiscal Year, 1957

Receipts Amount
Agents licenses. $ 78,520
Employees licenses 752
hrokers licenses 20,255
C....mmPany financial allotment 35,522
Certificates of authority 9,772
A6ents and brokers exam. fees • 20,545
Articles of incorporation 2,515
Certified copiesAllscellaneous fees0"088 Premium tax

Multiple line $1,547,730
Life 2,089,212
Fire and mutual fire 89,653
Casualty 166,694
Reciprocal 134,699
Surplus line 15,315
Mutual benefit 203
Assessment 56,956

Total 4,100,492
Total

4,271,163
Less refunds.

Source: State of Colorado, Commissioner of Insurance, 76th Annual
Report, 1958.

854 Colorado 256.
Colorado Revised Statutes, 1953, Ch. 72-1-14.

Exemptions. The law expressly exempts from
the tax certain types of insurance companies
which include:

All fraternal and benevolent associations—
organized under the laws of this state and
doing business in this state, and all purely
mutual fire insurance companies organized
and operated under the laws of this state.il

Tax exemption applies in full also to all com-
panies, not otherwise exempt, whose assets
consist of 50 percent or more of approved prop-
erty in the State.

If any company shall have 50 percent or more
of its assets invested in bonds or warrants of
this state, or of any county, city, town or
district of this state and other property with-
in this state in which said company is per-
mitted by law to invest its funds, then said
company shall not be required to pay the tax
herein provided.12

An amendment of this provision specifies that
a domestic type company may satisfy the 50
percent investment requirement by having the
same proportion of its total reserves invested in
Colorado as its Colorado business (measured by
the face value of policies outstanding in the
State) bears to its total business or outstanding
policies.

If any domestic type insurance company shall
have and keep deposited in banks and trust
companies within this state and otherwise
invested, as required by law, in securities in
this state, such a proportion of the companies
entire reserves as the outstanding policies in
Colorado are in proportion to all of the com-
pany's outstanding policies, the company
shall to all intents and purposes be deemed to
have 50 percent of its assets invested in
banks, warrants and other properties within
this state.13

This provision makes it possible for domestic
companies to qualify for tax exemption if less
than one-half of their assets are invested in
Colorado. This could happen in cases where a
domestic company had a larger part if its busi-
ness (outstanding policies) in states other than
Colorado. This, in fact, currently exists in the
case of three Colorado companies which are tax
exempt. (See Table 11.2.)

It is obvious that the purpose of these provi-
sions is to exempt from the tax all domestic
companies since foreign companies would have
great difficulty in meeting the 50 percent re-
quirement. In practice all domestic companies
take advantage of these provisions while no
foreign company does.'4

"Ibid.
"Ibid.
,Colorado Revised Statutes, 1953, Ch. 72-2-11.
14As reported by the State Commissioner of Insurance.



260

Table 11.2

Total Assets and Assets Invested in Colorado
of Domestic Life Insurance Companies in Colorado,. 1958

(thousands)

Total Assets

U.S.
securi-

Assets invested in Colorado

Mort-

Assets
less
U.S.
securi- Real All

Company Total ties ities Total Bonds Stocks gages estate Cash other

Atlantic and Pacific Insurance Co. $ 275 $ o s 275 $ 205 $ 4 $ 0 $ 99 $ 0 $ 86 $ 16
Bankers Union Life Insurance Co. 17,086 453 16,633 7,669 1,353 0 4,030 819 853 614
Capitol Co-operation Life Insurance Co. 2,109 224 1,885 1,880 o 35 1,399 242 181 23
Capitol Life Insurance Co. 42,447 3,933 38,514 15,915 774 0 11,324 607 445 2,765
Colorado Credit Life Insurance Co. 2,299 150 2,149 1,845 0 0 o 903 770 172
Frontier Life Insurance Co. 478 107 371 301 49 o o o 205 47
Howard Life Insurance Co. 2,300 156 2,144 2,144 0 345 1,572 148 69 10
Mile High Insurance Co. 1,147 598 549 347 o o 42 0 141 164
National Farmers Union Life Insurance Co. 6,455 475 5,980 4,420 45 17 1,573 2,347 352 86

National Western Life Insurance Co. 588 102 486 485 146 0 o 85 207 47

Perpetual Life Insurance Co. 734 546 188 142 0 0 o o 142 o
Security Life and Accident Co. 47,277 3,116 44,161 12,876 961 828 7,787 1,498 683 1,119

State Life Insurance Co. of Colorado 1,058 101 957 680 50 0 380 0 231 19

United American Life Insurance Co. 13,089 251 12,838 8,968 744 o 6,128 492 84 1,520

Western Farm Bureau Life Insurance Co. 3,991 274 3,717 2,297 831 0 1,342 0 56 68

Western Reserve Life Insurance Co. 1,155 30 1,125 1,100 53 190 709 94 50 4

Total 142,488 10,516 131,972 61,274 5,010 1,415 36,385 7,235 4,555 6,674

• Not all domestic life companies are included in this tabulation but those that are accounted for over 95 percent of the total assets of domestic life

companies in 1958.

Source: Data reported by individual companies.

While tax exemption is important to the indi-
vidual companies the loss of revenue to the
State on this account is small compared with
what it would be if foreign companies were also
exempt. Thus, as shown in Table 11.3, the 37
domestic insurance companies (exclusive of fra-
ternal and benevolent association and domes-
tic fire insurance companies which are other-
wise exempt) received $15.3 million or 7 per-
cent of total premiums paid in Colorado in 1957.
In the life insurance business only the com-
parable ratio was 10 percent.

Other Taxes on Insurance Companies. Aside
from the gross premiums tax no taxes other than
the general property tax can be levied on in-
surance companies. Specifically the law states
that the gross premiums tax:

shall contribute all taxes collectible under the
laws of this state-and no other occupation
tax or other taxes shall be levied or be col-
lected from any insurance company by any
county, city or town within this state, but this
law shall not be construed to prohibit the
levy and collection of state, county, and mu-
nicipal taxes upon the real and personal
property of such.15

Fiscal Importance of Tax. As noted in Table
11.4 state revenues from the insurance tax T.-
creased from $1,075,138 in 1946 to $3,903,118 in
1957. For the same period per capita collections
increased from $ .90 to $2.33. Insurance tax
revenues in relation to personal income

"Colorado Revised Statutes, 1953, Ch. 71-1-14.

Table 11.3

Number of Insurance Companies and Premiums Collected in Colorado, 1957

Number Premiums Collected
Domestic
companies

Total
companiesForeign Domestic

Foreign
companies

Type of Company companies companies Total (thousands) (thousands) (thousands)

Life insurance 192 21 213 $102,017 $11,311 $113,328.

Multiple line 299 2 301 75,461 1,616 77,077

Fire insurance (stock) 39 4 43 3,015 912 3,930

Fire insurance (mutual) 21 2b 23 598 620 1,215

Casualty* 75 9 84 8,088 1,024 9,112

Assessment
Mutual benefit

1
0

0
4b

1
4

2,848
48

2,848
48

County mutual 0 6b 6 677d 677

Reciprocals 23 1 24 5,752 431 6,183

Fraternal societies 33 4 37b 1,904 298d 2,202

Total 683 53 736 199,683 16,937 216,620

• Includes accident and health premiums collected by life companies.
b Exempt from gross premium tax.

* Excludes State compensation insurance fund.
d Assessments received.

Source: State of Colorado, Commissioner of Insurance, 7601 Annual Report, 1958.
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creased from .08 percent to .12 percent. Thus, a
rather marked increase in per capita collections
has had only a modest impact on personal in-
come.
Although the insurance tax, which in recent

years has accounted for about 2.5 percent of
total tax receipts of the State, is clearly a minor
source of revenue it is important to recognize
that these revenues are unincumbered because
they flow directly into the General Fund. In
1957, insurance taxes represented slightly over
7 Percent of total General Fund revenue, a ratio
Which could readily spell the difference be-
tween a deficit or a surplus in this vital area
of the State's financial operation.

Table 11.4

.Total and Per Capita Insurance Tax Revenues
in Relation to Total Tax Revenues and Personal

Income, Colorado, Fiscal Years, 1946-1958

Year

Total
insurance

tax revenues •

Per capitab
insurance

tax revenues

Insurance
tax revenues
as a per-
cent of

total State
tax revenues

Insurance
tax revenues
as a per-
cent of
personal
income

1946 $1,075,138 $ .90 2.19 0.08
1947 1,374,460 1.11 2.34 0.08
1948 1,645,235 1.30 2.23 0.09
1949 1,783,060 1.38 2.19 0.10
1950 1,942,994 1.46 2.27 0.10
1951 2,124,989 1.61 2.21 0.09
1952 2,361,936 1.73 2.32 0.10
1953 2,714,360 1.89 2.54 0.11
1954 3,031,966 2.03 2.75 0.12
1955 0,., . _. 2.06 2.55 0.12
1956 3,594,164 2.23 2.59 0.12
1957 3,903,118 2.33 2.65 0.12
1958 4,271,164 N. A. N. A. N. A.

Includes various licenses and fees which in fiscal 1958 amounted tob $170,672 of 
the 

$4,271,164 total.
Based on U. S. Department of Commerce estimated population as of
July 1, of each year as presented in annual editions of the Statistical
Abstract of the United States.

Source: U. S. Department of Commerce. Personal Income Supplement
to Surrey of Current Business, 1956; and Commissioner of
Insurance, State of Colorado, Annual Reports.

Moreover, as noted in Table 11.5, a large per-
centage of insurance tax collections are avail-
able for general expenditure since the costs oft.he insurance department measured from 1946
have not exceeded 32/3 percent of total revenue.

Table 11.5
Insurance Tax Revenues and Administrative
Costs of Insurance Department in Colorado

Fiscal Years, 1946-1958
Administrative costs

Total insurance Administrative as a percent of total
tax revenues• costs insurance tax revenuesYear

1946
1947
1948
1949
1950
1951
1952
1953
1954
1955
1955
1957
1958

• T

•ncludes various licenses and fees.
Source: Commissioner of Insurance, State of Colorado, Annual Reports.

$1,075,138
1,374,460
1,645,235
1,783,060
1,942,994
2,124,989
2,361,936
2,714,360
3,031,966
3,192,381
3,594,164
3,903,118
4,271,164

$ 35,024
37,135
52,296
53,594
67,862
72,498
79,074
84,785
93,588
107,723
109,263
133,133
156,696

3.03
2.70
3.18
3.01
3.49
3.41
3.35
3.20
3.24
3.37
3.04
3.41
3.67

Area Comparisons

Western State Comparisons. Table 11.6 sum-
marizes the status of each of the eleven Western
States relative to the nature of insurance tax
base, companies covered, exemptions and tax
rates. Unless otherwise noted the following dis-
cussion relates to all forms of insurance sold in
this group of states and to data in Table 11.6.

Tax Basis, Rates and Exemptions. Each of the
eleven Western States, with the exception of
Oregon in the case of domestic companies, uses
gross premiums as the principal basis of its
insurance tax. Oregon taxes the net income of
its domestic companies but uses gross premiums
as the basis for taxing its foreign companies.
California, in the case of marine insurance, taxes
profits as does Utah. Deductions allowed for
gross premiums typically include return pre-
miums, premium cancellations, dividends and
amounts received as reinsurance premiums.
Nominal tax rates in the eleven Western

States range from a high of 3 percent in Idaho
to a low of 1 percent in Arizona and Washing-
ton. In practice, however, the nominal rate may
be quite different from the effective rate due to
rate schedules that vary by types of companies
and to varying exemptions. Thus, in Arizona
and Washington a higher rate applies to foreign
than to domestic companies while in Oregon,
as already noted, taxes gross premiums of for-
eign companies but levies on net income in the
case of domestic companies. Montana's rate
structure is complicated by a classification
scheme in which rates differ in accordance with
the size of the insurers' gross premiums as well
as by type of business. In addition, some states
have the retaliatory feature while others do
not. Included among the former are Arizona,
Colorado, Montana, Oregon, Utah and Washing-
ton.

Exemption policy differs in important re-
spects between the Western States as is equally
true for all states in the nation. Thus, Colorado
is one among four Western States that grants
tax exemptions in whole or in part if a specified
portion of a company's assets are invested in the
state in question. Colorado law allows full ex-
emption to any company if 50 percent or more
of its total assets are invested in the State. Idaho
reduces its rate from 3 to 1 percent for com-
panies which have 25 percent of their gross
assets in securities and first mortgages within
the State. New Mexico and Montana also apply
a lower rate to firms having a certain specified
amount of their assets invested locally.
Exemptions are sometimes given in whole or

in part to mutual companies-a non-profit form
of business enterprise in which receipts in ex-
cess of costs and reserve allowances are presum-
ably returned to policyholders. In practice, ex-
emption of mutuals is highly selective and lim-
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Table 11.6

Insurance Tax Structure, Eleven Western States, 1957

Type of taxable
State insurance companies

Arizona Foreign
Domestic

California All

Colorado All

Idaho

Montana

Nevada

New Mexico
Oregon

Utah

Washington

Wyoming

All

All

All

All
Foreign
Domestic

All

Foreign
Domestic

All

Base

Gross premiums
Gross premiums

Rate
(percent)

2.00
1.00k

Gross premiums 2.35.

Gross premiums 2.00S

Gross premiums 3.00.

Gross premiums 2.25 f

Gross premiums 2.00

Gross premiums 2.00.
Gross premiums 2.25h
Net income varies
Gross premiums 2.25 1

Gross premiums 2.00
Gross premiums 1.00 i
Gross premiums 2.50k

Exemptions•

Fraternal benefit societies; title insurance companies; do-
mestic benefit insurers; domestic hospital and medical
service corporations; some surplus line brokers.
Fraternal benefit societies; charitable and benevolent as-
sociations; agricultural nonprofit cooperative associations;
some surplus brokers; withdrawn insurers.
Fraternal benefit societies; domestic mutual fire insurance
companies; mutual employers liability associations; mutual
benefit associations; benevolent societies; also all companies
with 50 percent of their assets invested in Colorado se-
curities.
Fraternal benefit societies; domestic fire insurance compa-
nies; non-profit medical, surgical and hospital corporations.
Fraternal benefit societies; stock and mutual life insurance
companies; mutual rural insurance companies; assessment
life insurance companies.
Fraternal and labor insurance companies protecting mem-
bers and families only; some surplus brokers; land value
insurance companies.
Fraternal benefit societies.
Fraternal benefit societies; domestic benevolent companies
except for some casualty companies.
Fraternal benefit societies; some county mutual fire compa-
nies; non-nrofit hospital service benefit associations; co-
operative life insurance associations.
Fraternal benefit societies; benevolent associations; title
insurance companies.
Fraternal benefit societies.

Although it is not always specifically noted, medical and hospital associations are apparently exempt from all taxes except real estate under the non-

profit, benevolent classification.
Surplus line brokers pay 3 percent; underwriters covering workmen's compensation and occupational diseases pay 2 percent, both on the base of gross

premiums.
Ocean marine carriers pay 5 percent of underwriting profits on business in State; surplus line brokers pay 3 percent less 3 percent of returned premiums.
Surplus line brokers pay 2 percent of net premiums, as applies also in the case of inter-insurance receipts.

Rates reduced to 1 percent if 25 percent of assets are invested in State.

Rate is 1.25 percent if gross premiums are less than $5,000 and 2.25 percent if more than $5,000; also rate is of 1 percent additional on gross premi-

ums of fire insurance companies. Rates reduced for any company which has 50 percent or more of its capital stock invested in the State.

Rate is M of 1 percent if 50 percent of assets are invested in New Mexico.

Foreign marine companies pay 5 percent of underwriting profits on business in State; all fire and auto insurance companies pay a fire marshall tax

of M of 1 percent in addition.
Surplus line brokers pay 3 percent; marine companies pay 5 percent of apportioned underwriting profits.

Ocean marine companies pay an additional 4 of 1 percent.

Annuity companies pay 1 percent of gross premiums; companies not authorized to do business in the State pay 5 percent.

Source: Commerce Clearing House, State Tax Guides, 1957.

ited. Colorado goes perhaps as far, if not farther
than any Western state by exempting domestic
mutual fire insurance companies, employers
mutual liability associations and mutual benefit
associations. Every Western state exempts fra-
ternal and benevolent associations.

Finally, all the Western States, with the ex-
ception of Nevada, expressly exempt insurance
companies from one or more of the major taxes,
particularly the corporate income tax. Utah is
unique in expressly exempting insurance com-
panies from all other forms of state taxation."

Comparative "Tax Burden" and Revenues.
Because of differences in rate schedules and
exemptions, no precise determination can be
made as to whether, on the average, one state
imposes a heavier tax burden than another on
insurance companies operating within its boun-
daries. It would appear, however, that Colo-
rado's tax is more lenient than the average for
the eleven Western States. Thus, Colorado's
nominal rate of 2 percent on both foreign and
domestic companies is equal to that of two
states, New Mexico and Nevada, but below that

.Commerce Clearing House, State Tax Guide-Utah, 1957.

State
Arizona
California
Colorado
Idaho
Montana
Nevada
New Mexico
Oregon
Utah
Washington
Wyoming

of five other states, Idaho, Wyoming, California,
Montana and Utah. Also Colorado's exemption
policy, which eliminates all domestic companies
from the premiums tax base, appears to be
relatively liberal.

Table 11.7

Total and Per Capita Insurance
Tax Revenues in Relation to Total State

Tax Revenues and Personal Income,
Eleven Western States, 1957

(Rank order of states appears in parenthesis)
Insurance Insurance

tax revenues tax 
revenues

Total insurance Per capita as percent as percent

tax revenues insurance tax of total state of person

(thousands) revenues tax revenues income

$ 1,917(5) $1.69 (11)
43,223(1) 3.10(1)
3,738(4) 2.23(7)
1,884(6) 2.94(2)
1,544(9) 2.32(5)
616(11) 2.31 (6)

1,550(8) 1.87 (10)
4,312 (3) 2.44(4)
1,879 (7) 2.21 (8)
5,923 (2) 2.17 (9)
801(10) 2.53(3)

Average:
Western States
United States

2.35
2.51

1.79 (8)
2.64 (3)
2.44 (5)
3.71 (1)
2.93 (2)
1.75(9)
1.60 (11)
2.22 (7)
2.45(4)
1.67 (10)
2.39 (6)

0.10 (10)
0.12 (6)
0.11 (7)
0.18(1)
0.12 (4)
0.09 (11)
0.11 (8)
0.13 (2)
0.13 (3)
0.10 (9)
0.12 (5)

2.32 0.12
2.94 0.12

Source: U. S. Bureau of the Census, Compendium of State 
Government

Finances,ur  r  e  n t 
Business,
1957;and 

August, 
5.tD1e9pa8r.tment of Commerce, 

SurveY
oc
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As seen in Table 11.7, Colorado's per capita
collections from insurance companies amount-
ing to $2.23 in 1957 was below the Western av-
erage of $2.35 as well as the national average
of $2.51. Similarly, Colorado's collections as a
percent of personal income amounting to .11
percent was below both the Western and na-
tional average of .12 percent.

Comparison Between All States. Because of
the great variation in provisions of insurance tax
laws a complete comparative analysis of insur-
ance tax policies covering all forty-eight states
would run to considerable length and go quite
beyond the scope of this report. However, some
insights into certain state policies may be had by
confining the review to life insurance companies
and the rates at which they are taxed. Table 11.8
Presents for all states the tax rates applicable to
both life and annuity policies of foreign and
domestic companies. Highlights of this tabula-
tion may be summarized as follows:
(1) For foreign life companies all 48 states

levy a tax on gross premiums on life in-
surance but only 27 states tax annuities.
The rates on life insurance vary from a
low of 1.75 percent to a high of 4 percent.
The prevailing rate which is 2 percent is
found in 27 states.

(2) For domestic life companies 34 states levy
a tax on gross premiums on life insurance
and 22 states tax annuities. As in the case
of the tax rate for foreign companies the
prevailing rate is 2 percent.
Of the 14 states that do not tax the gross

premiums of domestic life companies the
majority reach the companies by other
means such as a tax on gross or net in-
come and by a tax on capital stock.

(3) Virtually all of the states (30 out of 34)
that have a corporate income tax exempt
insurance companies from this tax if a
gross premiums tax is used.

Eleven states (Alabama, Colorado, Flor-
ida, Georgia, Idaho, Louisiana, Montana,
New Mexico, Oklahoma, South Carolina,
and Texas) make some tax concession if
companies have a designated percentage
of their assets invested in the state. Colo-
rado is the only state in the group which
goes as far as to permit complete exemp-
tion on this account.

Should Domestic Companies in Colorado
Be Taxed?

One particular feature of the Colorado insur-
ince tax law which calls for re-examination is
"le existing tax exemption of domestic corn-

ries made possible by their compliance with
4,e. 50 percent investment rule. As earlier noted
.euns .exemption is not applicable in practice to
4°reign companies.

(4)

Table 11.8

Premium Tax Rates Applicable to Foreign
and Domestic Life Insurance Companies in

United States, 1957

State

Foreign Companies Domestic Companies
Life Life

insurance Annuities insurance Annuities
Rate in

3.00.
percent

1.00 0.50 0.50Alabama
Arizona 2.00 0.00 1.00 0.00
Arkansas 2.25 2.25 0.00 0.00
California 2.35 2.35 2.35 2.35
Colorado 2.00k 2.00 b 2.00b 2.00h
Connecticut 1.75 0.00 1.75 0.75.
Delaware 1.75 0.00 1.75 0.00
Florida 2.00a 1.00d 0.00 0.00
Georgia 2.25' 2.25. 2.25. 2.25.
Idaho 3.00' 3.00' 3.00' 3.00 i
Illinois 2.00 2.00 0.00' 0.00s
Indiana 3.00 0.00 0.00h 0.00h
Iowa 2.00 2.00 2.00 2.00
Kansas 2.00 2.00 0.00 0.00
Kentucky 2.00 2.00 0.00 0.00
Louisiana 2.00' 2.00' 2.00' 2.00'
Maine 2.00 2.00I 1.00 1.00'
Maryland 2.00 1.00 2.00 1.00
Massachusetts 2.00 0.00 2.00 2.00
Michigan 2.00 0.00 0.00h 0.00h
Minnesota 2.00 0.00 2.00 0.00
Mississippi 3.00 2.00 1.50 1 1.00
Missouri 2.00 2.00 2.00 2.00
Montana 2.50m 2.50m 2.50m 2.50m
Nebraska 2.00 2.00 0.40 0.40
Nevada 2.00 0.00 2.00 0.00
New Hampshire 2.00 2.00 2.00 2.00
New Jersey 2.00. 1.00. 2.00. 1.00.
New Mexico 2.00. 0.00. 2.00. 0.00.
New York 1.75 0.00 1.75 0.00
North Carolina 2.50 2.50 1.50 1.50
North Dakota 2.50 2.50 0.00 0.00
Ohio 2.50 0.00 0.00. 0.00
Oklahoma 4.005 0.00 0.00 0.00
Oregon 2.25 0.00 0.00, 0.00
Pennsylvania 2.00 0.00 0.00. 0.00.
Rhode Island 2.00 0.00 2.00 0.00
South Carolina 2.00, 0.00, 2.00, 0.00
South Dakota 2.50 1.25 0.50 0.50
Tennessee 2.00 1.50 1.75 1.50
Texas 3.30. 0.00 1 10. 0.00
Utah 2.25 0.00 2.25 0.00
Vermont 2.00 0.00 2.00 0.00
Virginia 2.25 0.00 2.25 0.00
Washington 2.00 2.00 1.00 1.00
West Virginia 3.00 1.00 3.00 1.00
Wisconsin 2.00 0.00 .
Wyoming 2.50 1.00 2.50 1.00
• Foreign company rates reducible to a minimum of 2 percent. Re-

duction at rate of .10 of 1 percent for each 1 percent of assets invested
in Alabama securities.

h Tax waived if 50 percent or more of assets are invested in Colorado
securities.
. No tax after 1960.
d Some reduction permitted if regional home office is in Florida.
. If 25 percent of assets are invested in State the rate is 1.25 percent;

if 75 percent the rate is .50 percent.
Rate reduced to 1 percent if 25 percent of assets are invested in the
State.

▪ Tax on capital stock.
h Subject to gross income tax.
Tax reduced by one-third if one-sixth of total assets are invested in
State.

i Only annuities issued after July 31,1943 are taxable.
k An annual tax of 5 mills is paid upon each dollar of capital and surplus
not to exceed $50,000.

I Differences between ad valorem taxes up to $20,000 and one-half of
foreign company rate.

m May deduct whatever tax is already paid if 50 percent of capital stock
is invested in State.
. Maximum taxable premiums limited to 12.5 percent of total premiums.
. Rate is reduced to .50 percent if 50 percent of assets are invested in

State.
P A franchise tax is levied on capital and surplus.
. Rate is reduced if specified percentage of assets are invested in State.
, Subject to income tax.
• Tax on capital stock.
t Rate is reduced if specified percentage of reserves are invested in State.
. Tax is on renewal premiums only. Rate is reduced if a specified per-

centage of reserves are invested in State. If gross premium receipts
from all sources are less than $450,000 the rate is 55/80 of 1 percent.

• Domestic companies pay license fee of 3.5 percent of gross income
from all sources excepting interest required to maintain reserves,
rents from real estate on which company has paid taxes assessed,
and insurance premium and annuity considerations. Tax is limited
to an amount which, when added to valuation fee does not exceed per-
centage of foreign company premium tax on like amount of business.
No company with insurance in force of $450 million or more shall pay
less than the specified premium of foreign company premium tax.

Note: Insurance companies paying a premium tax are specifically
exempted from the corporate income tax in 30 of the 34 states
which have the latter tax.

Source: Commerce Clearing House, State Tax Guide, 1957.
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A principal argument against exemption with
or without the investment tie-in (which itself
is subject to question as a basis for exemption)
is that insurance companies operating in Colo-
rado are not subject to any tax other than that
levied on general property. As such they are
favored over other profit making enterprises
which are subject to the income tax. Such dis-
crimination appears to have little, if any, ra-
tional basis either in terms of relative services
received from government or in ability to pay
taxes. If it is argued that domestic companies
should be subsidized for investing a relatively
large proportion of their assets in Colorado the
answer is, of course, that Colorado needs no

subsidy to attract capital." If this were the case
Colorado's growth would have long since
stopped. Moreover, foreign companies without
exemption are investing large amounts in the
State. Although for individual companies the
amounts invested are less in proportion to their
assets than holds for the domestic companies
the absolute amounts may in cases far exceed
those of the domestic companies.

171n accordance with sound economic principles, taxes should
have a minimum influence in determining the allocation of eco-
nomic resources in a relatively free market. Such allocation in
a private enterprise system will best be determined according to
the pattern of consumer preferences and relative costs. This
being so, the existing tax subsidy for investing money in Colorado
would be considered both economically and socially undesirable.

Table 11.9

Selected Data for Domestic Insurance Companiesa in Colorado, 1957
(Dollar totals in thousands)

Net gain
before divi-
dends (life

Life insurance companies
Date of

incorporation Assets Liabilities Capital Surplus

co's) or net
income before
fed. tax (all
other co's.)

Total
insurance
in force

Premiums
collected on
Colorado
business

American Founders Life Ins. Co. 1955 $ 1,309 $ 754 $ 209 $ 346 $--422 $ 17,461 S 361
Atlantic and Pacific Ins. Co. 1954 232 77 100 55 --7 1,841 102
Bankers Union Life Ins. Co. 1930 15,518 13,277 250 1,901 576 51,276 537
Capitol Cooperative Life Ins. Co. 1934 1,852 1,347 200 305 109 19,831 428
Capitol Life Ins. Co. 1905 38,641 36,147 250 2,244 508 285,200 2,174

Colorado Credit Life 1949 1,922 1,012 300 610 73 136,689 638
Frontier Life Ins. Co. 1957 240 45 100 95 45 2,673 127

Great Eastern Mutual Life Ins. Co. 1945 986 685 153 148 11 11,083 326

Howard Life Ins. Co. 1954 1,953 1,559 100 294 104 15,059 599

Mile High Lite Ins. Co. 1956 208 25 125 58 -45 2,585 51

Mountain States Life Ins. Co. 1955 266 53 142 71 -45 12,461 38

National Farmers Union Life Ins. Co. 1937 5,627 4,763 350 514 61 98,942 458

Nation Western Life Ins. Co. 1956 359 94 163 102 --45 1,056 9

Olinger Life Ins. Co. 1957 1,157 1,006 100 51 57 10,166 232

Perpetual Life Ins. Co. 1956 752 151 380 221 --109 4,419 120

Professional and Business Life Ins. Co. 1946 8,488 7,513 300 675 675 55,375 683

Security Life and Accident Co. 1929 44,010 39,191 250 4,569 921 554,586 2,152

State Life Ins. Co. 1955 740 30 373 337 --81 661 72

United America Life Ins. Co. 1936 11,754 11,004 250 500 259 68,681 1,425

Western Farm Bureau Life Ins. Co. 1952 3,059 2,552 202 305 141 60,001 238

Western Reserve Life Ina. Co. 1956 1,021 795 100 126 60 13,740 541

Total 140,094 122,080 4,397 13,617 2,846 11,311

Multiple Line Companies
Colorado Farm Mutual Ins. Co. 1950 1,889 995 400 494 146 1,389
Merchants Fire Ins. Co. 1007 4,508 3,028 600 880 100 227

Total 6,397 4,023 1,000 1,374 246 1,616

Fire Insurance Companies (stock)
Allied National Ins. Co. 1951 301 141 100 90 --21 246

American Standard Ins. Co. 1951 249 70 200 --20 --48 73

Colorado Ins. Co. 1952 714 214 300 200 --5 245

Frontier Ins. Co. 1923 1,194 621 400 173 19 348

Total 2,458 1,046 1,000 443 -55 912

Casualty Companies d
Centennial Casualty Co. 1949 445 207 110 128 42 Is
Employers Mutual Ins. Co. 1915 585 377 50 158 65 130

Guaranty Mutual Ins. Co. 1928 112 103 0 9 --48 54

Guaranty National Ins. Co. 1955 258 133 0 125 --26 254

Intermountain Casualty Co. 1953 536 223 200 113 19 9s
Mountain Standard Ins. Co. 1953 179 63 79 37 --36 149

Rocky Mountain Empire Ins. Co. 1956 131 25 56 50 --2 59

Texas General Indemnity Co. 1948 1,331 917 100 314 215
-

Western Standard Indemnity Co. 1953 273 202 50 21 --20 262

Total 3,850 2,250 645 955 209 -- 1,024

Reciprocals
Manufactures and Wholesalers
Indemnity Exchange 1919 1,770 805 0 965 218 a 431

• Exclusive of fraternal and benevolent associations and mutual fire insurance companies which are expressly exempt from gross premiums tax.

b Before dividends to policyholders and stockholders.

• Figures not presented in published annual report and are therefore omitted in this tabulation.
a Exclusive of State compensation insurance fund.

Source: State of Colorado, Commissioner of Insurance, 76th Annual Report, 1958.



The subsidy argument can be pushed in an-
other direction by pointing to the fact that the
domestic companies are for the most part newly
started and therefore small in capital and busi-
ness volume. (See Table 11.9.) This being so, tax
exemption is needed to promote their develop-
ment. Recognizing that it is desirable to encour-
age the development of new and small business
it must also be recognized that "infant industry"
is universal and equity demands that all new
business concerns be similarly treated should
tax concessions be made on this account. More-
over, a tax concession is a weak reed for sup-
porting an industry which in private competi-
tive economy must and should be expected to
stand on its own feet.

How Should Domestic Companies
Be Taxed?

Assuming that the domestic companies in
Colorado should take their place beside foreign
insurance companies as well as other business
enterprise and contribute their fair share of
taxes to the State the problem then arises as to
What type of tax would accomplish this end.
Under the universally adopted gross premiums
tax, insurance companies generally have
Claimed that they were more heavily taxed than
Other businesses. Although measurement of rel-
ative tax burdens is difficult at best there is no
Concrete evidence to substantiate this claim.
Nor have insurance companies come forth with
any alternatives which could be effectively im-
plemented in lieu of the much maligned pre-
imums tax. What then are possible alternatives?

Corporate Net Income Tax. The use of the cor-
porate income tax appears on the surface at
least to be the best method of taxing insurance
Companies. Since it reaches income and there-
fore ability to pay it would bring insurance tax-
ation into conformity with other businesses
Paying a similar tax. Unfortunately, and as ear-
lier noted, the net income of insurance com-
Panies is not readily ascertained. The problem
of arriving at net income particularly for mu-

Companies but, in large degree for stock
companies also can be resolved only by a moreor less general adoption by the states and the
companies of arbitrary standards of reasonable
,exPenses and costs. Such an effort has not yet
°een attempted by either taxing agencies or in-
rance associations. Until this is done, if it can

Pe done in any mutually satisfactory way, the
income tax cannot be used effectively as an in-
surance tax.

Capital Stock Tax. Another alternative is the
c2pital stock tax. Several states as indicated in

-u, able 11.8 are using this tax in limited degree
out largely as a supplement to the premium tax.
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The principal disadvantages of this form of tax
are: (1) it is difficult to apply in the case of mu-
tual companies, (2) prices of stock are not ne-
cessarily true indices of value, (3) prices may
be lacking where stock is closely held, (4) val-
uation is difficult where there is a parent and
subsidiary company relationship and (5) the
determination of book value when market
value is not available is difficult to ascertain be-
cause of the peculiarities of insurance account-
ing wherein true costs and income are not iden-
tified in the usual sense.

Application of the Gross Premiums Tax. The
two aforementioned alternatives not being feas-
ible, as evidenced by their limited adoption,
directs attention again to the gross premiums
tax as the more likely tax to use in reaching
domestic companies in Colorado. Admittedly
the tax at best is a crude device for reaching
taxpaying capacity. To the extent that the tax is
shifted it becomes a regressive franchise tax on
the policyholder. The contention that the pre-
mium tax places a heavier burden on insurance
companies than does an income tax on other
businesses is valid only if the tax is not shifted,
a situation which is not likely to occur, at least
to the full amount of the tax levied. Similarly
it has been held that since the premium tax is
a proportional tax it places a heavier burden
on new and small companies. Again this as-
sumes that tax shifting does not take place.

The principal advantages of the gross pre-
mium tax is clearly the ease with which the tax
base can be ascertained. Then too the larger
companies pay more of the tax and it does pro-
vide a substantial amount of revenue. Finally,
to the extent that the tax is not shifted it serves,
in some degree, as a substitute for the income
tax. In the absence of a more effective alterna-
tive state legislators have generally accepted
the gross premiums tax as the most appropriate
levy for reaching the insurance business.

Potential Revenues From
Modification of Existing

Colorado Law

If Colorado were then to eliminate its exist-
ing investment provision of the law, which has
the effect of exempting all of its domestic in-
surance companies, this would add $15,294,000
to the tax base as measured by gross premiums
in 1957.18 At the present nominal rate of 2 per-
cent this would add $306,000 to tax revenues.
If, however, the tax rate were applied to "new"
premiums—that is only to premiums on policies
written from the date when tax exemptions

1,This includes domestic life insurance companies, multiple
line companies, fire insurance companies (stock companies only)
casualty companies and reciprocals. (For basis of computation
see Table 11.3.)
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were removed—the estimated additional tax re-
venue would amount to $46,000.1°

If domestic companies, otherwise exempt,
were taxed (e.g. fraternal societies, mutual fire
insurance companies, mutual benefit associa-
tions and county mutual protective associa-
tions) the tax base, measured by gross premi-
ums collected in 1957, would be increased by
$1,643,000 with a tax potential of $33,000.2°

Changing the Rates on Foreign Companies.
Table 11.10 shows the fiscal effect of increasing
Colorado's 2 percent tax rate on foreign com-
panies comparable with those used in a number
of the Western States.21 It will be observed that
if Colorado's rate in 1957 had been 2.25 percent,

This figure is based on the reports of a representative list of
domestic companies which estimate that approximately 15 percent
of their 1957 premiums income in Colorado was from new business
or policies written in that year.

,,"This figure includes total premiums. For basis of computation,
see Table 11.3.

21Because of retaliatory legislation in most states an increase
of the rate on foreign companies would also increase the rate on
domestic company business done in other states if the latter did
not have a rate above 2 percent.

which is the rate used in Utah, its revenues for
that year would have been $534,000 over what
they were. Similarly at the rate of 2.50 percent,
which is the rate used in Wyoming, revenues
would have been enlarged by $1,068,000 and by
$2,136,000 if the rate had been 3 percent as in
Idaho.

Table 11.10

Estimated Insurance Tax Revenues With
Varying Rates Applied to 1957 Calendar Year
Gross Premiums Base of Foreign Companies

Operating in Colorado

Estimated
Rate Estimated increase over

(Percent) revenues 1957 revenues
2.00 $4,271,164. 8 —
2.25 4,805,059 533,895
2.50 5,338,955 1,067,791
3.00 6,406,746 2,135,582

. Actual premium revenue from a gross premium base of $222,974,812.
The succeeding estimated figures have been increased in the proportion
that the assumed rate increases bear to each other. It should be
recognized that estimated revenue totals are conservative for purposes
of estimating future revenues since premium volumes will be con-
stantly increasing.

Ia



CHAPTER XII

PERSONAL INCOME TAXATION

The personal income tax is the most important
single tax in the United States. It alone in our
battery of taxes is based directly on the ability-
to-pay principle and provides the major element
of progressivity in the nation's over-all tax struc-
ture. As a dominant and permanent feature of
the American fiscal system, it is essentially a
twentieth century phenomenon which has been
aptly described as "the outstanding contribution
of popular and liberal philosophy to modern
fiscal practice."

Taxation cannot be divorced from expenditure
Policy and the growth of federal income taxation
in the United States may be attributed primarily
to the continuous increase in the cost of financing
war and national security.2 Similarly, on the
state level, the expansion of government ex-
penditures, particularly for education, highway
construction, and social welfare services, has
been basically induced by the increase in
Population, urbanization, the development of
modern technology, and the industrialization of
the economy. Thus the growth in the importance
of. both federal and state personal income tax-
ation reflects the unprecedented rise in govern-
Mental services and expenditures during the
Past half century and the public's insistent de-
mands that the increased tax burdens be dis-
tributed more directly, widely and equitably.
Today, in addition to the federal government,
More than three-fifths of the states, plus numer-
ous local taxing jurisdictions, mainly in Penn-
sylvania, Ohio and Kentucky, have incorporated
som e variant of the personal income tax into
their revenue structures.

Although the net income tax is a relatively
,roodern innovation, the origins of the tax can
be traced back to its sporadic use as a graduated
Poll tax in England during the Middle Ages,3
arid to the "faculty" taxes levied upon profes-

of 
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C. SiPress, 
1P9u),Personal 4I1n.come Taxation (Chicago: University
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.., 'Federal expenditures for national defense have averaged over

Since
f7the total federal outlays for goods and services

the beginning of World War II, 1940-57 inclusive.

United IT• s• Department of Commerce, Statistical Abstract of the
1956; and Survey of Current Business, April, 1958.

ci,,!• Dowell,History of Taxation and Taxes in England (Lon--"• Longmans, Green and Company, 1884), Vol. 1, pp. 95-130.

sional people and artisans in the early American
colonies.4 Some forms of state income taxes,
ineffectively administered by local assessors,
persisted in a few states throughout the nine-
teenth century. The first American federal levy
on personal incomes was passed by Congress as
an emergency measure during the Civil War and
the first peace-time version was enacted in 1894
only to be declared unconstitutional by the
Supreme Court the following year.5 It is gener-
ally agreed that the real beginnings of personal
income taxation in the United States were
marked by Wisconsin's enactment of a centrally
administered state income tax in 1911 and by
the passage of the 16th Amendment and the
federal income tax act of 1913. The success of
these measures soon became apparent and
during the next two decades a dozen states
introduced centrally administered income taxes.
Another wave of the adoptions occurred in the
nineteen-thirties° when sixteen more states, in-
cluding Colorado, enacted income tax laws in
order to cope with the fiscal problems caused
by the Great Depression and to relieve the badly
strained general property tax. Although there
have been no additional state adoptions of the
personal income tax since the nineteen-thirties,7
an unparalleled increase in the amount of in-
dividual income tax collections has taken place
on both the federal and state levels as shown by
Table 12.1.

5E. H. Plank, Public Finance (Homewood, Ill.: Richard D.
Irwin, Inc., 1953), p. 228.

5Pol/ack v. Farmers Loan and Trust Co., 157 U. S. 429 (1895),
158 U. S. 601 (1895).

5State adoptions of personal income taxation in addition to
Wisconsin were as follows:

I912—Mississippi
1917—Montana, Massachusetts, Missouri, New York
1919—North Dakota
1921—Delaware, North Carolina
1926—South Carolina, Virginia, Arkansas, Oregon
193I—Georgia, Idaho, Utah, Vermont
1933—Alabama, Arizona, Kansas, Minnesota, New Mexico
1934—Iowa, Louisiana
1935—California, Oklahoma
1936—Kentucky
1937—Colorado, Maryland
U. S. Bureau of the Census lists 31 personal income tax states,

but New Hampshire (1923) and Tennessee (1931) limit the tax only
to incomes derived from interest and dividends and are excluded
from the above compilation.

TA corporate income tax was enacted in Rhode Island in 1947,
and in Delaware and New Jersey in 1957.
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Table 12.1

Personal Income Tax Collections in the
United States, Fiscal Years, 1942-1957

Collections
(millions)

1942 1957

Percent of total
tax collections

1942 1957

Nation as a whole $3,527 $37,387 16.8 37.8
Federal Government only 3,251 35,620 26.5 51.0

The 29 income tax states 249 1,557 9.2 18.5

Colorado 3 23 8.0 15.7

Colorado General Fund 2. 22. 33.3. 48.4.

• Revenue only.

Source: U. S. Department of Commerce, Bureau of the Census, Statis-
tical Abstract of the United States: 1949, p. 398; Governmental Fi-
nances in the United States: 1952 and 1957, Table 2; Com-
pendium of State Government Finances in 1957, Table 5; State
of Colorado, Department of Revenue, Sixteenth Annual
Report, 1958, Table 17; and State of Colorado Budget Reports.
1943 and 1958.

It will be noted that in a decade and a half the
increase in federal income tax receipts was ten-
fold, and for state receipts six-fold. Equally
significant is the fact that during this same
period the relative importance of the tax (ex-
pressed as a percentage of total tax collections)
actually doubled for Colorado and the other
income tax states, as well as for the federal
government. During fiscal year 1957 the com-
bined value of tax collections from this source
for federal, state and local units of government
exceeded $37 billion, or comprised almost two-
fifths of the nation's total tax revenues. On the
state level alone they amounted to more than
$1.5 billion, or 18.5 percent of the total taxes
collected by the twenty-nine states which levy
personal income taxes. There were, of course,
wide variations in the relative importance of
the tax between individual states, ranging from
4 percent for Mississippi to 48 percent for
Oregon. In Colorado, personal income taxes pro-
vided $20 and $23 million during fiscal 1956 and
1957, respectively, or approximately 14 and 16
percent of the total tax collections for these
years. Although the percentage share obtained
from this source by Colorado is below the aver-
age of the other income tax states, the aggregate
data do not fully disclose the quantitative signifi-
cance of the tax in the State's fiscal structure.
Colorado currently is earmarking more than 70
percent of its tax revenues for specific expendi-
ture purposes. Of the "big three" revenue
raisers for the State—sales, highway user and
income taxes—only the proceeds of the latter are
available for legislative appropriations. As such
the income tax constitutes the principal source
of revenue for the State's General Fund. In 1957
personal income tax collections alone provided
almost one-half, and when combined with the
corporate income tax they accounted for 58 per-
cent of the total tax receipts making up the

'State of Colorado, Budget Report, January, 1958, Statement III.

General Fund.° This does not imply that the
income tax is relatively too heavy or that the
level of services currently financed by ear-
marked funds would be appreciably altered if
such taxes were freed from earmarking and
transferred to the General Fund. But it does in-
dicate that in light of the constitutional ear-
marking of excise, sales and highway user
taxes, and the continued declining importance
of the property tax on the state level, it is not
unlikely that the major reliance for providing
new revenues and achieving fiscal flexibility
will continue to fall mainly upon the income tax.
On this score alone the income tax may be the
key to the problem of state finance.

The Rationale of Income Taxation

The personal income tax probably conforms
in principle more closely than any other single
tax to the ideal of the good tax. Ever since the
publication of Adam Smith's celebrated canons
of taxation in 177610 public finance scholars have
agreed that one of the most basic requisites
of sound taxation is that it be fair—that it result
in an equitable allocation of the tax burden. And
today the generally acknowledged standard of
fiscal fairness is that taxes be levied in accord-
ance with the taxpayer's economic well-being or
"ability-to-pay" as reflected by his net income
adjusted for variation in family obligations. It is
recognized that exact differences between
individuals' taxpaying capacities cannot be
measured precisely by any single criterion. Per-
sonal net income, for example, only indirectly
takes into account differences in accumulated
wealth or rates of saving and spending, factors
which also could be considered as affecting tax
equity. Nevertheless, no other single factor is
as general or significant a measure of relative
economic well-being and taxpaying capacity as
personal income received. This is especially so
for an industrialized economy such as ours in
which approximately three-fourths of the
nation's total personal income is received in the
form of wages, salaries and non-property in-
come, and only one-fourth takes the form of
interest, rents and profits arising from the
ownership of wealth."

Legally, taxes are based on a variety of
specific things and transactions, such as the

0A. Smith, Wealth of Nations, Bk. V. Chap. 2. Smith's 
first

canon of taxation was that "the subjects of every state jooyuguhntd
teor

contribute toward the support of the government, as nearlY
Possible, in proportion to their respective abilities; that is, in
proportion to the revenue which they 

respectively 

the protection of the state." This implies that both the "ability

to-pay" principle and the "benefit" principle of taxation are

essentially to be based on income received (or "revenue" in
Smith's terms).

U. S. Department of Commerce, Survey of Current Business,

April, 1958.



assessed value of real estate, the sale of liquor,
cigarette consumption, the purchase of gasoline;
but whether direct or hidden the impact of taxes
is always on people. Regardless of the type of
tax levied—income, property, general sales, or
specific excise—its effect is to leave the person
upon whom the incidence of the tax falls with
less real income (i.e., with less money income,
higher prices on goods and services purchased,
or both) than would have been the case in the
absence of the tax. In this sense practically all
taxes are "income taxes" in that they ultimately
must be paid from the economy's real income
stream.12 In other words, the various types of
taxation used by the state actually do not rep-
resent alternative sources of revenue, but rather
different allocations of the tax burden since
the distribution patterns of the sundry tax bases
and rates by income groups do not parallel each
Other.

The great bulk of state taxes based on general
sales, alcohol, tobacco, gasoline, motor vehicles
and residential real estate fall directly on family
consumption expenditures and, thus, work out
to be regressive in character. For example, on
the basis of the comprehensive LIFE Study of
Consumer Expenditures for the year 1956, it
appears that the Colorado sales tax burden on
families with annual incomes of $2,000 or less
was 1.7 percent, or more than twice as much as
that on families with incomes of $10,000 or more
for whom the sales tax burden worked out to
be approximately .8 of 1 percent.13 Similarly, on
a broader scale it has been estimated by a
national tax authority that combined state and
local property, excise and sales tax levies in 1954
averaged 9.4 percent of the pre-tax incomes for
all spending units in the nation with annual
incomes of $2,000 or less, and was only 5.3 per-
cent for spending units with incomes of $10,000
or. more.14 This regressivity of state sales tax-
ation is further confirmed by a post-war compar-
ative study of income and sales taxation for the
State of Washington which also showed that
_ families with incomes of $1,000 pay twice as
large a percentage of their incomes in sales taxes
as do families with incomes of $10,000 or more."

'An apparent exception is the taxpayer with insufficient Cur-
Come who lives off his capital by drawing upon past

i.cctnnulated savings or inherited wealth in order to meet his taxpabilities. In this case the current tax actually is being paid frombast income; contrariwise, if paid with borrowed funds it coulde 
considered a charge against future income.

_e ".1.ilfred Politz Research, Inc., Life Study of Consumer Ex-'? nduures: A Background for Marketing Decisions (New York,
1957). Volume 1.

A. Musgrave, "The Incidence of the Tax Structure and Its
:fleets on Consumption," Federal Tax Policy for Economic Growth
nd Stability, Papers Submitted by Panelists to the Joint Com-

Tilttee on the Economic Report, 84th Congress, 1st Session (Wash-
1955), pp. 96-113.
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In brief, only the personal income tax is
directly based on the ability-to-pay principle as
measured by net income. The tax liability is
legally related to the amount of income received
and some allowance is provided for the cost
of acquiring gross income. As a direct tax it
generally cannot be shifted by the initial tax-
payer to others through the pricing system and
result in a distortion of the apparent distribution
of the costs of supporting state government. And
an income tax system that incorporates with-
holding and "pay-as-you-go" features matches
to a large degree the administrative convenience
and collection advantage of sales and excise
taxesic which allegedly are relatively painless in
that they only extract a few pennies at a time
from the taxpayers' pockets. And since the in-
come tax is not likely to be hidden by the shift-
ing process the people know or can easily ascer-
tain what taxes they are actually paying. This is
of considerable importance in a democratic
society which always must be concerned with
developing a responsible and tax-conscious
citizenry.

The tax also provides the fiscal structure with
a large degree of inherent flexibility—individual
tax liabilities, as well as state revenue, auto-
matically adjust to changing economic condi-
tions. During periods of national economic
growth characterized by increased govern-
mental services and expenditures the rise in per-
sonal income automatically provides an ex-
panded income tax base and tax yield which
in part helps meet the state's need for greater
revenues. Also, from the individual taxpayer's
point of view, because the tax is assessed only
during those periods in which net income is
earned it proves to be significantly less burden-
some than relatively fixed taxes such as those
based on real property values or the purchase
of commodities which are highly income ine-
lastic. This is particularly evident in the case of
farmers and small businessmen whose incomes
are subject to considerable cyclical fluctuations
and for individuals whose incomes fall drastic-
ally because of some personal misfortune. Of
course, it would appear by definition that the
counterpart of flexibility for the taxpayer is
instability of revenue for the state. These con-
cepts are said to be merely the two sides of the
same coin. But it does not follow that the ad-
vantages of one are necessarily offset by the

uP. W. Cartwright, "Public Attitudes Towards Sources of State
Revenue," National Tax Journal, Dec., 1949, p. 370.

"The cost of administering the personal and corporate income
taxes in Colorado since the introduction of payroll withholding
in 1954 has averaged 3 percent of the total collections, whereas
the cost of collecting state cigarette taxes has been estimated to
be 6 to 7 percent of the gross tax. See Chapter XVIII, below.
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disadvantages of the other. Tax flexibility is
highly desirable for the individual taxpayer in
terms of convenience and fairness, and for the
economy as a whole in that it helps mitigate the
swings of the business cycle. On the other hand,
it is obvious that instability of revenue yields
makes the planning of public expenditures and
fiscal budgeting extremely difficult, particularly
for state and local authorities. However, so-
called "stable taxes" such as those based on
property, also have proven to be highly unstable
sources of revenue during periods of severe
economic crisis as in the nineteen-thirties when
state and local governments were confronted
with an "avalanche of property-tax delinquen-
cies and forced sales."7

Moreover, it should be noted that the per-
sonal income tax ordinarily is not levied upon
incomes below some socially acceptable mini-
mum standard of living. By use of exemptions
and deductions the legal definition of taxable
income takes into consideration the size of
family, physical infirmities of old age and
blindness, and extraordinary drains on income
due to medical expenses or casualty losses. On
the other hand, the application of graduated
rates to incomes above the socially determined
minimum standards of living provides the major
element of progressivity to the state's revenue
structure." All of these factors make the per-
sonal income tax eminently fair and convenient.
To summarize, since income received is the
most satisfactory measure of economic well-
being, the apportionment of the cost of state
government will conform to the ideal of tax
equity based on the ability-to-pay principle to
the extent that a graduated personal income tax
is used as a principal source of state revenue.

In addition to being the most desirable form
of taxation in terms of equity considerations, it
appears that the personal income tax has less
adverse effects than other leading types of
taxation on the operation of the economy in
terms of economic efficiency. It substantially
meets the test of tax neutrality which has been
defined as "taxation that does not alter the al-
location of resources.'" All taxes, of course,

''A. H. Hansen and H. S. Perloff, State and Local Finances in
the National Economy (New York: W. W. Norton, 1944), P. 39.
For example, in Colorado state assessed valuations declined by
about 31 percent, and state property tax collections fell by more
than 35 percent during the four year period from 1929 to 1933.
And "at the end of the calendar year (1933) the tax delinquency
was 26.6 percent by counties, ranging from 66.3 percent in Costilla
County . . . to 3.6 percent in Jackson." Colorado State Tax Com-
mission, 22nd Annual Report, 1933, p. 6.

"Only if deductibility of federal tax in the computation of state
taxable income is limited or not permitted. See subsequent sec-
tions for detailed analysis of this problem.

M. Groves, "Neutrality in Taxation," National Tax Journal,
March, 1948.

have some influence on the structure of relative
prices, production and employment which pre-
vail in the private sector of the economy. There
are no neutral taxes in the sense that a tax can
be completely independent of the economic
activity which individuals undertake. It is
generally understood, that sales, excises and ad
valorem levies relatively have the greatest
direct effect on the market prices of individual
goods and services taxed and, therefore, directly
disturb economic relationships which otherwise
would emerge from the operation free-market
forces. In other words, such taxes distort the
allocation of resources unless it can be shown
that the tax offsets competitive imperfections in
the system or helps achieve other socially
desired goals of the private enterprise economy.
On the other hand, a uniform lump-sum levy
which is not passed on to others, such as a poll
tax, might be considered ideal by the neutrality
criterion although it obviously would prove to
be inequitable by accepted standards of fiscal
fairness. But even the poll tax leaves the tax-
payer with less purchasing power, and the
reduction in income influences his spending and
saving decisions. Similarly, the personal income
tax is levied in part upon economic surpluses
and to the extent that the tax cannot be directly
shifted through the market it too has only an
"income effect" on price neutrality. Moreover,
it is not likely that any significant shifting of
the tax occurs indirectly through changes in the
supply of the factors of production.2° Although
economic analysis indicates that theoretically
all taxes should have some finite impact on
factor supply there is no conclusive evidence
that the personal income tax actually deters
work incentives or discourages aggregate invest-
ment. To the contrary, such evidence as is avail-
able supports the proposition that the imposition
of income taxes has had a tendency to stimulate
effort and risk-taking on the part of many indi-
viduals who attempt to compensate for the loss
in "take-home" income due to taxation.' In
brief, the personal income tax is highly neutral
in that it does not tend to distort the structure
of relative prices or materially alter the patterns
of consumption and production, and thus it has
minimal adverse effects on the efficiency of the

2°R. Goode, "The Income Tax and the Supply of Labor," Jour-
nal of Political Economy, October, 1949.

21See for example: J. Cooper, "Taxation and Incentives b.?
Mobilization," Quarterly Journal of Economics, February, 1952,
G. F. Break, "Income Taxes, Wage Rates and Incentives to SupplY
Labor Service," National Tax Journal, December, 1953; "Income
Taxes and Incentives to Work," American Economic RevieW,
September, 1957; I. H. Saunders, Effects of Taxation on the Execu-
tive (Boston: Harvard University Graduate School of Business
Administration, 1951) ; J. K. Butters, et. al, Effects of Taxation:
Investment by Individuals (Boston: Harvard University Graduate

School of Business Administration, 1953) ; and J. K. Butters, "Ta5F-
ation, Incentives, and Financial Capacity," American Economic

Review, Supplement, May, 1954, p. 505.
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economy as judged by the market standards
of a free-enterprise system.22
Another related advantage of the income tax

is that it automatically provides a counter-
cyclical effect to the fluctuations which occur
in over-all business activity. The achievement of
domestic economic stability is widely recognized
today to be an important goal of governmental
fiscal policy. For example, post-war federal
legislation has explicitly stated that it "is the
continuing policy and responsibility of the
federal government. . . to promote maximum
employment, pr o duc t i on and purchasing
power."23 At the state and local levels, however,
tax policy understandingly must be more con-
cerned with developing adequate and stable
sources of revenue than with compensating for
the ups and downs in general business activity.
Nevertheless, state taxes that automatically
have a stabilizing effect are to be preferred over
those which aggravate the business cycle. On
this score the graduated personal income tax
Is unique in that it adds a degree of "built-in
flexibility" to the private sector of the economy.
Without legislative (or deliberate) alteration of
the structure of tax rates or change in definition
of tax base the total revenues from this source
will vary directly and progressively with
changes in levels of aggregate employment and
income. In periods of prosperity the sharp rise in
income tax collection tends to dampen private
Spending and check inflationary forces which
lead to "boom and bust." Contrariwise, in
Periods of depression the automatic reduction in
the public's tax liability helps to induce con-
sumption and investment expenditures which
tend to mitigate the severity of the business
contraction, unemployment and price deflation.
In passing, it may be noted that one of the
Obstacles to economic stability before World
War II was the "fiscal perversity" of state and
local government units whose collective taxing
and spending activities intensified rather that
moderated the forces behind both inflation and
depression.24 During the post-war era the con-
tinuous growth of total state and local expendi-
tures, from less than $10 billion in 1946 to over
$35 billion in 1957, has been one of the primary
factors accounting for the general economic
Prosperity and stability which has characterized
this period. And with state and local taxes con-
stituting more than one-quarter of the nation's

2'It may be noted that one cannot logically argue that he
favors a private enterprise system in which market forces are
determinate and at the same time advocate in place of the income
tax the extensive use of sales and excise levies which misallocate
resources as well as work out to be regressive in character.

2'Ernployment Act of 1946, 79th Congress, 2nd Session, Chap. 33,
P.L. 304.

, 2'See A. H. Hansen and H. S. Perloff, State and Local Finances
In the National Economy (New York: W. W. Norton & Co., 1944),
ChaPtet Iv.

total tax bill during the past decade25 it would
appear that all units of government will con-
tinue to have some responsibility for pursuing
tax policies which do not unnecessarily induce
economic instability.

Apart from the administrative considerations
treated in the latter part of this chapter, the
rationale for utilizing the personal income tax
as a major source of state revenue is that it,
more than any other single type of state tax-
ation, meets the four basic criteria of a "good
tax" for a modern industrialized economy: (1)
adequacy—it directly reflects the state's taxable
capacity inasmuch as all taxes ultimately are
paid from the state's income stream; (2) fairness
—it conforms with the ability-to-pay principle
which is socially accepted as the standard of
equity for the apportionment of the tax burden;
(3) neutrality—it has minimal adverse effects
on economic efficiency as determined by market
standards; and (4) flexibility—as a compen-
satory fiscal device ("built-in stabilizer") it
contributes to the state's economic welfare by
lessening the degree of instability in the private
sphere of the system.

History of Personal Income Tax
Legislation in Colorado

Prior to World War II the history of income
taxation in Colorado, as in many other states
was closely related to perennial attempts to
reform the administration of state property tax-
ation. As already noted, the first successful
development in this direction was Wisconsin's
enactment of a centrally administered state in-
come tax in 1911. The following year, the
newly created Colorado State Tax Commission,
in its first annual report, advocated the use of
an income tax as a supplementary source of state
revenue. The Commission's strongest recom-
mendation for the tax was made in its 7th
Annual Report in which it explicitly stated that:

years of experience by every state in our
nation has conclusively demonstrated that a
success cannot be made of trying to tax in-
tangibles. Experience has likewise demon-
strated that the income tax for all purposes
is the only rational solution of the problem.
Of all systems, the income tax is by far the
fairest.26

This remained the Commission's position
throughout the next decade notwithstanding the
unsuccessful attempts made to pass an income
tax amendment to the State Constitution by
farmers who formed a Colorado State Tax Revi-
sion Committee in 1922 and by Governor Sweet's

23U. S. Department of Commerce, Bureau of Census, Govern-
mental Finances in the United States: 1947-1957.

.'State of Colorado, State Tax Commission, 7th Annual Report,
1918, p. 7.
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administration in 1923 and 1924. No additional
income tax referenda were initated during the
twenties but the public continued to be con-
cerned with the inherent administrative weak-
nesses of the property tax. In 1930 the Denver
Chamber of Commerce commissioned Professor
J. P. Jensen, a national tax authority, to make
a comprehensive study of the State's fiscal
structure. In his final report, Jensen noted that
the "first and greatest requirement of a state tax
system is that the aggregate tax each taxpayer
pays must bear some reasonable relation to his
net income" and that it would not be possible to
reduce taxes on property so long as no other
taxes, such as income taxes, were permitted.27
With the advent of the Great Depression the
Tax Commission changed its former position and
advocated a state sales tax as the "panacea" for
resolving the State's aggravated financial dif-
ficulties." A large body of public opinion, how-
ever, continued to favor the personal income
tax. Two bills, one with graduated and the other
with flat rates, were defeated in the legislature
ostensibly because there were some doubts "as
to their legality without constitutional amend-
ment," and three more unsuccessful attempts to
amend the constitution were made in the early
nineteen-thirties." In 1935 an income tax bill,
still based on the belief that an amendment was
not necessary, was passed by the legislature,
but Governor Johnson vetoed the act on grounds
that in his opinion it was unconstitutional.
Finally, in 1936, with strong support throughout
the State from organized labor, farm, and public
education groups, the income tax amendment
was passed by popular referendum.3° The fol-
lowing year, after a quarter of a century of fiscal
controversy on this score, Colorado's first in-
come tax was enacted, effective July 1, 1937.

The basic provisions of the original act and
the major statutory revisions made during the
next two decades are summarized below:

(1) Coverage. The tax was and continues to be
applicable to all residents within the State and
all non-residents who receive all or part of their
personal income from sources within the State.

(2) Deductions. Determination of taxable in-
come in general follows the federal practice of
permitting some deductions for charitable con-
tributions, interest paid, casualty losses, medical
expenses, and taxes paid other governmental

P. Jensen, Survey of Colorado State Tax System (Denver,
1930), p. 35.

2'See Colorado State Tax Commission, 20th Annual Report, 1931,
p. 4; and 21st Annual Report, 1932, p. 8.

Twice in 1932 and once in 1933.

"The Income Tax Amendment (Section 17, Article X) states:
The General Assembly may levy income taxes, either

graduated or proportional or both graduated and propor-
tional for the support of the State, or any political sub-
division thereof, or for public schools, and may, in the
administration of an income tax law, provide for special
classification or limited taxation or the exemption of
tangible and intangible personal property.

units. The importance of the latter is that since
its inception in 1937 the State has permitted
full deductibility of federal income tax in the
determination of taxable income for State pur-
poses.

(3) Exemptions. The original 1937 normal tax
exemptions were $1,000 for a single person,
$2,500 for married persons or head of household,
and $400 for each additional exemption other
than husband or wife. Since 1937 the normal
tax base has twice been widened considerably"
by statutory lowering of normal tax exemp-
tions: in 1947 they were reduced to a uniform
$600 individual exemption. Finally, they were
restored to the current $750 individual exemp-
tion which became effective January 1, 1957.

(4) Tax rates. The original 1937 normal mar-
ginal tax rates ranging from 1 percent on the
first $1,000 of taxable income to 6 percent on that
over $10,000 also prevailed for a decade. The
first major rate revision occurred in 1947 when
the statutory rates were made slightly more
progressive and raised to the current levels
ranging from 1 percent on the first $1,000 of net
taxable income to 10 percent on that over $11,000.
However, in 1950 the State Legislature enacted
a temporary 20 percent credit against the normal
tax liability of all taxpayers which in effect
reduced the statutory marginal rates by an equal
percentage for all income brackets. This "tem-
porary" 20 percent reduction was subsequently
put into effect each successive year until 1957
when it was lowered to 15 percent.

(5) Surtax. In addition to the normal tax, the
original 1937 act levied a surtax of 2 percent,
without exemptions, upon all interest and divi-
dend income received in lieu of a property tax
on intangibles. The 2 percent surtax rate has
been continued since the inception of the tax
and is currently effective. However, the surtax
exemption provision has twice been revised up-
wards resulting in a relative narrowing of the
surtax base: in 1943 a $200 surtax exemption per
individual was permitted; and in 1951 it was
further increased to the current exemption of
$600.

(6) Collections. The original 1937 act, con-
forming to the then existent federal practice,
provided for payment of the tax on a quarterly
basis during the year following the taxable
period in which the income was received. This
resulted in a one year lag between the periods in
which the tax was incurred and collected. In
1954 a partial withholding plan was introduced,
limited to payrolls only, with collection from
employers on all wage and salary income. A1

"See Table 12.2.
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though other income tax levying states also had
initiated withholding during the post - war
years,32 Colorado's scheme was unique in its
administrative simplicity-it merely required
that employers withhold from payrolls an
amount equal to 4 percent of the amount with-
held for federal income tax purposes. Taxpayers
not subject to the above payroll withholding
were placed on a comparable "pay-as-you-go"
basis by an income tax amendment passed in
1958, effective with the taxable year 1959,33
which requires such taxpayers to make a decla-
ration and pay an estimated tax on income
received during current taxable years.

(7) Allocation. Finally, the original 1937 act
provided that all income tax collections were to
be used for support of public schools as replace-
ment for local property taxes. Two years later
the legislature diverted 65 percent of income
tax revenues to the State's General Fund and
in 1947 the earmarking of the remaining 35
percent for school purposes was completely
abandoned. Since then all income tax collections
flow to the State's General Fund.

Extension of Personal Income
Taxation in Colorado

The historical growth of the personal income
tax in Colorado as measured by the number of
individuals required to file and by the number
subject to the tax is shown in Tables 12.2 and
12.3

It will be noted that the personal income tax,
originally levied on a relative handful of the
State's wealthier taxpayers, has been broad-
ened during the post-war years to the point
Where it today affects practically all families
and unrelated individuals in the State except
those in the very lowest income groups. The
total number of returns filed rose continuously
from about 52,000 in 1938 to more than half a
million in 1958, a phenomenal tenfold expansion
since the inception of the tax. And the growth
in the number of taxable returns during the
same period rose from slightly more than 38,000
to about 400,000, which also represented an in-
crease of more than 1,000 percent. The expan-
sion in the number of taxpayers from 1938
through 1947 mainly reflected the World War II
and immediate post-war prosperity and conco-
nntant rise in personal incomes in Colorado.
However, the continued upward trend after
that year cannot be primarily attributed to the
growth in per capita money income or popula-

'2The nine other states with payroll withholding and year of
adoption are:

Alabama (1956) Idaho (1955) Montana (1955)
Arizona (1954) Kentucky (1934) Oregon (1948)
Delaware (1953) Maryland (1955) Vermont (1951)

"Session Laws of Colorado, 1958, Ch. 57. This applies to
LaxPayers whose tax liability during the preceding taxable yearexceeded the amount withheld, if any, by $20 or more.

Table 12.2

Number of Taxable and Nontaxable Individual
Returns Filed in Colorado During Calendar

Years 1938-1958

Year

Number of individual
returns filed 

Total Taxable Nontaxable

Number of taxable
returns as percent of
Total Colorado's
returns population

1938 51,807 38,436 13,371 74.2 3.5
1939 58,026 44,152 13,874 76.1 3.9
1940 61,048 46,348 14,700 75.9 4.1
1941 73,222 52,716 20,506 72.0 4.7
1942 88,353 64,475 23,878 73.0 5.7

1943 104,325 79,038 25,287 75.6 6.9
1944 111,524 77,701 33,823 69.7 6.9
1945 119,275 84,969 34,306 71.2 7.6
1946 126,650 89,675 36,975 70.8 7.5
1947 156,098 117,066 39,032 75.0 9.5

1948 294,769 224,496 70,273 76.2 17.8
1949 306,860 227,286 79,574 74.1 17.6
1950 331,661 233,203 98,458 70.3 17.5
1951 343,281 248,587 94,694 72.4 18.8

1952 338,208 320,805 67,403 82.6 23.5
1953 422,022 346,243 75,779 82.0 24.1
1954 441,555 363,459 78,096 82.3 24.4

1955" 473,519 387,126 86,393 81.8 24.8
1956b 502,458 414,789 87,669 82.5 25.5
1957" 509,074 424,361 84.713 83.4 25.4

1958. 534,821 391,093 133,728 74,5

• Excludes fiduciary and partnership (information) returns.
b The total number of taxable returns for years 1955-57 reported in the
Department of Revenue, Annual Reports, have been adjusted to exclude
refund returns classified as "taxable" which have no normal or sur-
tax liability.

• Data based on sample survey of 1957 returns filed in 1958.

Source: State of Colorado. Department of Revenue, Annual Reports,
1942-1957.

tion for these factors increased during the en-
tire 20-year period by only 50 and 300 percent,
respectively, as shown in Table 12.3 and Chart
12.1. In other words, the remarkable expansion
in both the number of total and taxable returns
filed during this period essentially reflects the
broadening of the tax base by statutory revision.
For example, the greatest annual increase oc-
curred in 1948 when the number of taxpayers
almost doubled in one year as a result of the
lowering of the original exemption of $1,000 to
$750 per individual. Similarly, the further re-
duction of the exemption to $600 in 1951 in-
creased the total number of taxpayers by an
additional 29 percent and raised the ratio of
taxable to nontaxable returns from approxi-
mately 7:3 to 8:2 (i.e., eight out of every ten re-
turns filed showed some positive amount of tax
liability). The introduction of payroll withhold-
ing in 1954 also enlarged the tax base-but not
by as much as achieved through the lowering
of the exemptions. The number of taxable re-
turns increased by 17 percent, but the ratio of
taxable to nontaxable returns remained prac-
tically unchanged. On the other hand, the
greater impact of changing exemption values
on the number of taxpayers and the amount of

_ 
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tax revenues collected is further evidenced by
the 1957 experience. Notwithstanding the reduc-
tion in the "temporary" tax credit from 20 to 15
percent and the continued rise in the State's
population and per capita income, the restora-
tion of the $750 individual exemption in 1957
resulted in a significant contraction of the tax
base. The total number of returns filed during
the first six months of 1958 showed a 3 percent
increase, but the number of taxable returns"
was actually 7.6 below the previous year's total
and represented only 75 percent of all returns
filed. If the 1956 statutory exemption and tax
credit provisions had been in effect in 1957 it is
estimated that at least some 50,000 additional
persons who paid no tax on their 1957 incomes
would have incurred some tax liability and the

“*.Since the inception of payroll tax withholding in 1954 the
Colorado Department of Revenue has classified all refund returns,
including those with neither normal nor surtax liability, as taxable
returns. The latter constitute about 9 percent of the Department's
reported "taxable returns" and the totals for these categories in
Tables 12.2 and 12.3 have been adjusted and decreased accordingly
for the years 1955-57.
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total individual income tax colections from all
taxpayers would have been on net balance $1.5
million greater.

Expressed in relative terms, the extended
coverage of the personal income tax in its pres-
ent form is indicated by the fact that the total
number of taxpayers expanded from less than
5 percent of the State's total population before
World War II to 25 percent in each year since
1955. For example, the more than one-half mil-
lion resident tax returns for 1957 filed in 1958
accounted for about 1,350,000 taxpayers and de-
pendents, based on an average of 2.6 exemptions
per return, exclusive of extra exemptions
granted for old age and blindness. This means
that either as taxpayers or dependents of tax-
payers 81 percent of the State's 1957 population
can be traced directly to the 1957 resident tax
returns filed in the first six months of 1958.
Moreover, the latest available federal data
show that the number of federal individual in-
come tax returns filed in Colorado during the

RELATIVE GROWTHS OF TAXABLE INCOME TAX RETURNS FILED,
PER CAPITA INCOME AND POPULATION IN COLORADO
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( 1938 = 100 ̀70

rAi
1
1

111
.„

FILED-..iiii

ppri

11 TAXABLE RETURNS

III
Al

iuuuuu

'

I•

ill
. ..•• 

11 PER CAPITA INCOME--p...... A pm

II 
MN W.

.•  

iiiii......•u uuu
.

POPULATION-„
4t

......................

1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955
SOURCE, State of Colorado, Department of Revenue, Annual Reports; U. S. Department of Commerce,

Personal Income By States Since 1929 and Survey of Current Business, August 1958

CHART 12.1

Parc«,
1,200

1,100

1956 1957 1958

1,000

900

800

700

600

500

400

300

200

100

0



calendar year 1956 was slightly less than 553,000,
or approximately 10 percent above the number
of Colorado individual income tax returns filed
the same year. 35 The fact that the total number
of federal returns exceeded the number of Col-
orado returns filed in 1956 when both federal
and Colorado filing requirements were essen-
tially the same may be partly explained by the
federal distribution of returns between the
states which is "primarily based on the district
in which the return is filed" (rather than classi-
fied on the basis of the taxpayer's residence or
territorial source of income), and partly by
better taxpayer compliance induced by the
higher federal tax rates and liability.

Table 12.3

Absolute and Relative Growth of Taxable
Returns Filed, Population, and Per Capita
Incomes for Colorado, For Selected Years

1938 - 1957

-Relatives (1938 =100)-
Number of Popu- Per Number of Per
taxable lation capita taxable Popu- capita

Year returns (thousands) income returns lation income
1938
1941
1944
1947

1948
1949
1050
1951

1952
1953
1954

1955
1956
1957

38,436
52,716
77,701
117,066

224,496
227,286
233,203
248,587

320,805
346,243
363,459

387,126
414,789
424,361

1,112
1,124
1,124
1,236

1,263
1,295
1,335
1,319

1,368
1,436
1,501

1,560
1,628
1,673

$ 507
648

1,063
1,338

1,394
1,385
1,446
1,732

1,804
1,735
1,694

1,784
1,870
1,996

100.0
137.2
202.2
304.6

584.1
591.3
606.7
646.8

834.6
900.8
945.6

1,007.2
1,079.2
1,104.1

100.0
101.1
101.1
111.2

113.6
116.5
120.1
118.6

123.0
129.1
135.0

140.3
146.4
150.4

100.0
127.8
203.2
263.9

275.0
273.2
285.2
341.6

355.8
342.2
334.1

351.9
368.8
393.7

Source: State of Colorado, Department of Revenue, Annual Reports,
1942-57; U. S. Department of Commerce, Personal Income
By States Since 1929; and Survey of Current Business, August,
1958.

The extension of personal income taxation in
C. olorado during the past two decades also is
indicated by the absolute and relative changes
Which have occurred in the annual dollar
amounts of collections from this source.

Table 12.4 shows that personal income tax re-
ceipts rose from less than $1.8 million on the
1938 returns filed and paid in 1939 (the first
full year for the tax) to more than $21.8 mil-lion, net of refunds, in 1957. This represents a
tw.elve-fold increase in collections at current
prices and a six-fold increase when measured
In dollars of constant purchasing power." Al-
though this expansion in income tax collections

•w
ashington, 1958), p. 51.

,.,„f"-Y. S. Treasury Department, Statistics of Income for 1955

120Y2
an "The IL S. Department of Labor's Consumer Price Index actu-

doubled during the past 20 years, rising from 60.3 in 1938 to• in 1957. See the Economic Report of the President (Wash-
1958), p. 160.
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in part reflects population growth, rising money
incomes, and the high levels of employment
and prosperity of the war and post-war decades,
the largest annual increases occurred in the
years immediately following basic statutory re-
visions in the tax, such as the lowering of ex-
emptions, the raising of rates, and the introduc-
tion of payroll withholding. Thus, in 1955 when
wage earners were placed on a "pay-as-you-go"
basis without forgiveness of the previous year's
tax liability, collections increased by $7 million,
or more than 50 percent, and since then have
continued above the $20 million level.

Table 12.4

Colorado Income Tax Collections
Calendar Years, 1938-1957

Amount of collections Personal income tax
(thousands) as percent of

Personal
income

Year taxes•

1939
1940
1941
1942
1943
1944
1945
1946
1947

1948
1949
1950
1951

1952
1953
1954

$ 1,775
2,136
2,437
3,155
3,705
3,382
3,088
4,203
5,770

7,100
12,233
11,362
12,981

14,074
13,117
13,444

1955. 20,726
1956. 22,637
1957. 21,824

Corpo-
ration
income
taxes

$1,054
1,225
1,106
1,441
2,456
2,977
3,039
2,629
3,862

5,274
6,466
6,015
6,688

5,816
5,215
5,666

5,828
4,641
5,855

Total
income
taxes

$ 2,829
3,361
3,543
4,596
6,161
6,359
6,127
6,832
9,632

12,374
18,699
17,377
19,669

19,890
18,332
19,110

26,554
27,278
27,679

Total
income tax
revenue

62.7
63.6
68.8
63.6
60.1
53.2
50.4
61.5
59.9

57.4
65.4
65.4
66.0

70.8
71.6
70.4

78.1
83.0
77.7

Total Total
State personal
taxesb income

5.9
6.4
6.9
8.4
9.3
8.4
7.5
8.6
9.8

9.6
15.0
13.3
13.5

13.9
12.3
12.2

16.6
16.3
14.8

0.31
0.35
0.33
0.31
0.31
0.28
0.23
0.29
0.35

0.40
0.68
0.59
0.57

0.57
0.53
0.53

0.74
0.74
0.65

• Combined total for individual and fiduciary returns.
b Based on fiscal year data.
. Adjusted to exclude withholding refunds.

Source: State of Colorado, Department of Revenue, Annual Reports,
1942-1957; U. S. Department of Commerce, Personal Income
by States Since 1929; and Survey of Current Business, August,
1958.

The change in the relative significance of the
tax is measured by personal income tax reve-
nues expressed as percentages of total income
tax revenues, total state tax collections, and the
total personal income received annually. All
three are good indicators of the growth of per-
sonal income taxation in Colorado since 1938.
Moreover, on the basis of the above data, it ap-
pears that with the expansion of personal in-
come taxation, the corporation net income tax
has become relatively less important, as shown
in Chart 12.2. During the first ten years of state
income taxation, payments made by individuals
and fiduciaries averaged about 60 percent of the
State's total income tax receipts,37 with the cor-

"Collections from fiduciaries and trusts have averaged about
one percent of total income tax collections since the enactment of
the tax in 1937.
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poration tax providing the remaining 40 per-
cent. Since then the ratio has steadily risen
and in recent years the personal tax has ac-
counted for as much as 80 percent of the total
while the corporate has averaged about 20 per-
cent. 3 8 The growing importance of the personal
income tax is further revealed by the fact that
over the years it has provided an increasingly
larger share of Colorado's total tax revenues—
from less than 6 percent in 1939 to approxi-
mately 15 percent in 1957. And although the tax
has never accounted in any one year for as much
as one percent of the State's total personal in-
come received before tax, nevertheless when
measured as a percentage of such income it ac-
tually doubled during the period under consid-
eration.

COLORADO PERSONAL AND CORPORATION INCOME TAX COLLECTIONS
PERCENTAGE DISTRIBUTION

1939 — 1957
AVERAGE PERCENT

FOR 0 25 40 60 80 mA
TEARS

1939-1947

948-1951

1952 -1954

1955-1957

Source: Table 12.4
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In summary, it is evident that the statutory
revisions of the Colorado personal income tax
law—particularly the lowering of exemptions
and introduction of payroll withholding —
coupled with the growth in population and
money income during the past two decades have
resulted in the tax being transformed from a
minor source of school revenues, originally
levied as a substitute for the property tax on in-
tangibles, into a major source of general reve-
nue collected on an extensive basis from the
vast majority of Colorado's householders and
employed single individuals.

,,The relative instability and decline of the corporate income
tax in the face of generally increased economic activity in Colo-
rado during the past 10 years are fully analyzed in the next
chapter.

Basic Features of Personal Income
Taxation in Colorado

As in most other states, the Colorado income
tax statute39 levies a tax on the net income of in-
dividuals, fiduciaries and corporations. In gen-
eral, the taxation of fiduciaries (estates and
trusts) is substantially similar to that of indi-
viduals and is considered part of the personal
income tax structure in this study. The corpor-
ate income tax, however, differs significantly
in both rate and base from the personal income
tax and for analytical purposes is discussed
separately in the next chapter. The basic fea-
tures of personal income taxation in Colorado
compared with that of other states are briefly
described below.

Coverage. Every resident of Colorado who
has an annual gross income of $750 or more, or
receives $600 or more from interest and divi-
dends, must file a state income tax return. Un-
married individuals file separate returns. Tax-
payers who are married on the last day of the
taxable year, may file joint or separate returns,
but the Colorado statute does not permit income-
splitting as is the case under the federal code
and in a few community-property states.4° In
addition, individuals receiving less than $750
in annual income may elect to file a return in
order to obtain a refund for taxes withheld from
earnings. Part-time residents of the State must
file a return if their gross income exceeds their
pro-rated exemptions. Also, every non-resident
of the State must file a return if he derived in-
come from Colorado sources, apportioning his
deductions and exemptions in accordance with
the ratio of his Colorado income to total income
for the taxable year.

The total number of taxable and nontaxable
1957 returns filed in 1958, classified by residency
and marital status, is shown in Table 12.5.11

It will be noted that of the more than one-
half million personal income tax returns filed
in Colorado in 1958 almost 94 percent were from
full-time residents and 5 percent from part-time
residents of the State. The six thousand non-
resident returns represented only slightly more
than 1 percent of the total and as such appear to

3,Coiorado Revised Statutes, 1953, Ch. 138, Article I, Sec. 1-60,
as amended.

40See Table 12.6.

cDetailed Colorado individual income tax data for 1957 included

in this report were compiled from a sample of all individual in-
come tax returns filed during the first six months of 1953. On the
basis of previous years' experience it appears that approximatelY
99 percent of the year's total individual returns are filed during

the first half of the calendar year. The sample survey excluded

fiduciary, prior-year delinquent and tentative returns. A detailed

explanation of the sources of the 1957 data, methods of estimation.

description of the sample and limitations of the data are presented

in the Appendix to this chapter.
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be relatively unimportant. This very low non-
resident filing may be accounted for mainly by
the fact that Colorado's major urban centers
are located considerable distances from sur-
rounding border states and hence do not provide
wage earners, businessmen and professional
people who earn their incomes in Colorado with
the opportunity of living in "bedroom com-
munities" situated across the state line. Thus, to
a large extent Colorado is spared one of the more
difficult administrative problems of state per-
sonal income taxation-the collection of tax
from out-of-state residents.

Table 12.5

Taxable and Nontaxable Individual Income
Tax Returns Filed in Colorado 1958

Classified by Residency and Marital Status
of Taxpayer

All returns
Taxable
returns

Nontaxable
returns

Per-
cent

Per-
cent

Per-
cent

Status of of of of
Taxpayer Number total Number total Number total
Residency
Pull-time res. 491,364 93.8 365,193 93.4 126,171 94.4
Part-time res. 27,049 5.2 21,145 5.4 5,904 4.4
Total res. 518,413 98.8 386,338 98.8 132,075 98.8
Total non-res. 6,408 1.2 4,755 1.2 1,653 1.2
Total filed 524,821 100.0 391,093 100.0 133,728 100.0

Marital

Married-Joint 279,891 53.3 197,507 50.5 82,384 61.6
Married-Separate 100,227 19.1 87,003 22.2 13,224 9.9
Single-Separate 144,703 27.6 106,583 27.3 38,120 28.5
Total filed 524,821 100.0 391,093 100.0 133,728 100.0

When classified by the marital status of the
taxpayers, approximately three-fourths of the
Colorado state income tax returns were filed by
married individuals and one-fourth by single
persons. Joint returns of husbands and wives
represented more than 50 percent of all returns
filed. However, this percentage is lower than
that for the joint returns filed under the federal
income tax code. The latest available TreasilrY
data indicate that 61 percent of total nuoiber of
federal individual returns filed in 1956 were
Joint returns of married couPles.42 It is reason-
able to expect a higher proportion in the federal
le -vy since Colorado does not permit income-
splitting, while federal tax schedules incor-
Porate a "split-income" provision for married
couples which in general eliminates any ad-
vantage to be derived from separate filing under
the federal code. For the same reason, the rela-
tive number of separate returns filed by mar-
ried individuals under the state tax, about one-

S. Treasury Department, Statistics of Income for 1955
iwashington, 1958), p. 4.

fifth of the total returns, is considerably higher
than under the federal tax.

Tax Base. The income tax from a conceptual
point of view is somewhat more complex than
other taxes, particularly with regard to the
determination of the tax base on which the rates
are to be applied. With most other forms of tax-
ation the tax rate is based upon some readily
measurable physical or economic commodity or
transaction. Under personal net income taxation,
however, the tax base-net taxable income-
must be derived from a series of accounting
computations43 (whether worked out by the in-
dividual taxpayer or incorporated in an optional
tax table) which require clearcut and fairly
rigorous statutory definitions of economic con-
cepts such as gross income, business expenses,
adjusted gross incomes, personal deductions,
exemptions and credits. Although the federal
government and most income tax levying states
follow the same general pattern in the determin-
ation of "net taxable income" they differ signi-
ficantly in their statutory definitions of these
concepts and in their treatment of specific
inclusions and exclusions from taxable income.
Thus, large variations in the income tax base
occur between taxpayers of the several states
who have essentially the same pre-tax incomes.
Obviously, interstate comparisons of income
tax rate structures are of little value unless
these differences in the tax base are also taken
into consideration.
The major types of income inclusions and

exclusions and expense deductions and exemp-
tions which make up the income tax base unr1-
the Colorado statute are briefly descri-a and

ue statutory
provisions 

some instances compared with t 
provisions of other states ir the discussion
below.

Gross Income. Ti.is term is broadly defined
to include all -rms of compensation for services
rendered, interest earned, dividends, rents,
roy.i cies, gains (and losses) , business profits and
the like. It is an all-inclusive concept compris-
ing, according to the statute, "income derived
from any source whatever" unless specifically
excluded by law.

Exclusions from Gross Income. The following
are the most important items specifically ex-
cluded from gross income, and thus from tax-
ation, under the Colorado statute:

'The derivation of the tax base for the Colorado personal
income tax is shown by the following outline:

1. Personal income received from all sources
2. Less: Statutory exclusions from gross income
3. Equals: Gross income to be reported
4. Less: Business and travel expense
5. Equals: Adjusted gross income
6. Less: Statutory personal deductions plus federal income tax
7. Equals: Net income before personal exemption
8. Less: Statutory personal exemptions
9. Equals: Net taxable income-the tax base for normal rates
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1. Interest on federal securities and other
obligations of U. S. instrumentalities because of
the federal constitution.

2. Certain types of dividends receipts, such as
corporate stock dividends, stock rights, and
mutual insurance company dividends.

3. Capital gains from the sale of assets to the
extent of 50 percent of the gain if the asset has
been held by the taxpayer for 6 months or more.
The same percentage applies to losses except the
maximum capital loss deductible against other
gross income is limited to $2,000. Special treat-
ment of long-term capital gains is recognized to
be an important tax-saving provision for in-
dividuals in the upper-income groups whose
incomes are mainly derived from sources other
than wages, salaries and business profits. How-
ever, as shown in Table 12.6, the majority of in-
come tax states do not distinguish between
capital gains and other types of taxable income.
Fifteen of the 29 states which levy personal
income taxes include 100 percent of all capital
gains in the tax base regardless of the length of
time the assets were held by the taxpayers. Only
eight states in addition to Colorado exclude 50
percent of long-term capital gains defined as
realized earnings on assets held at least six
months. California, the District of Columbia, and
Oklahoma use longer holding periods with slid-
ing scales of percentage exclusions. Maryland
and Vermont are the only two states which
exclude all capital gains from the tax base.

4. Gifts, bequests and inheritances. Although
these receipts are excluded from gross income
,,,ny income produced by such property is tax-
able.

5. Leasci, old improvements if the lessor does
not realize iiiwpme when such improvements
vest in the owner by reason of forfeiture or
termination of lease.
6. Retirement allowances and pensions under

certain union agreements, the iecl,,ral OASI pro-
gram, and the federal civil service act. In addi-
tion, income from other types of pensiolia and
annuities in excess of 3 percent of the cost is
also excluded from taxable gross income until
the aggregate receipts equal the total cost of
the contract.

7. Life insurance benefits by reason of the
death of the insured, damages received in pay-
ment for personal injuries, and benefits from
accident, health and workmen's compensation
insurance.

8. Compensation, mustering-out pay, and pay-
ments to dependents of active and reserve mem-
bers of the armed forces, with an annual
maximum exclusion of $2000 if the United States
is at war, and a maximum of $1000 if not at war.

9. Patronage dividends, refunds and rebates
from cooperative organizations on expenditures
made for personal, living or family expenses.

10. Rental value of a vicarage or parsonage.

11. Alimony. In contrast with the federal code,
the receipt of alimony is excluded from gross
income but the payment is not allowed as a
personal deduction.

Table 12.6

Comparative State Summary of Selected

Personal Income Tax Base Factors, 1958

Include all
Provision

for
capital gains in Permit full

deductibility
splitting Tax Percent of federal

State of income base included' income taxes
Alabama No Yes 100 Yes
Arizona Yes No 50 Yes
Arkansas No Yes 100 No
California Yes No b No
Colorado No No 50 Yes

Delaware No Yes 100 No.
District of Columbia No No d No
Georgia No No 50 No
Idaho Yes Yes 100 Yes
Iowa No No 50 Yes
Kansas Yes No 50 Yes
Kentucky No No 50 Yes
Louisiana Yes Yes 100 Yes
Maryland No No — No
Massachusetts No Yes 100 No.
Minnesota No Yes 100 Yes
Mississippi No Yes 100 No
Missouri No No 50 Yes
Montana No No 50 Yes
New Mexico Yes Yes 100 Yes
New York No No r No
North Carolina No Yes 100 No
North Dakota No No 50 Yes
Oklahoma Yes No e Yes
Oregon Yes Yes 100 Yes
South Carolina No Yes 100 No h
Utah No Yes 100 Yes
Vermont No No — No
Virginia No Yes 100 No
Wisconsin No Yes 100 No i

• If less than 100 percent, the reduced percentage applies only to long-
term capital gains on assets held 6 months or longer unless otherwise
noted.

h California includes capital gains at:
100 percent on assets held 1 year or less,
80 percent on assets held 1 to 2 years,
60 percent on assets held 2 to 5 years,
40 percent on assets held 5 to 10 years,
30 percent on assets held 10 years or longer.

. Limited to $300 per taxpayer.
d District of Columbia includes capital gains at: 100 percent on assets
held less than 2 years, and completely excludes capital gains on assetil
held 2 years or longer.

. Limited to earned and business income only. Not permitted against
dividends, interest, annuities and capital gains.
New York taxes capital gains separately at one-half the normal
lanome tax rate.

• Oklaho,,mi, includes capital gains at: 100 percent on assets held 18
months or 66% percent on assets held 18 to 24 months, 50 per-
cent on assets h,ld 24 months or longer.

h Limited to $500 per t..xpayer.
i Limited to 3 percent of net income before deduction of federal income
tax.

Source: Income tax statutes, regulations and tax forma of the several
states.

In addition to the above, it should be noted
that although not explicitly covered by statute
the imputed income from non-exchange produc-
tive activities and assets, such as the rental
value of owner-occupied residences, "do-it-your-
self" building projects, housewife services, and
home-grown produce consumed by farm fam-
ilies, also are generally excluded from reported
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gross gross income and taxation under both federal
and state income tax statutes."

Adjusted Gross Income. This term may be
broadly defined as the gross income described
above less the deduction of various types of ex-
penses paid or incurred in the earning of tax-
able income, or in connection with the mainte-
nance of property held for the production of
taxable income. Such expenses, generally re-
ferred to as business deductions, under the Colo-
rado act uniquely include all travel expenses
connected with employment. The statute spe-
cifically provides that "adjusted gross income"
means gross income minus:

1. Trade and business expenses of taxpayers
other than employees of such trades and
businesses.

2. Travel, lodging and other reimbursible
expenses incurred in connection with em-
ployment.

3. Travel (commutation) expenses incurred
in traveling to and from any place of em-
ployment. In lieu of itemizing the actual
cost of travel the taxpayer may take a flat
annual deduction of $75 against gross in-
come.

4. Expenses attributable to property held for
the production of rents and royalties.

5. Losses from the sale or exchange of prop-
erty, including gambling losses to the ex-
tent of gambling gains.

Several specific items included in the above
listed deductible business expenses are accorded
Special treatment under the Colorado act in the
determination of adjusted gross income and in
some instances may materially affect the size of
the income tax base. For example, depletion is
powed for the exploitation of natural resources
in the case of mines, oil and gas wells, other
natural deposits and timber." It may be calcu-
lated on the basis of the cost or adjusted basis
of the property or it may be calculated by the
aPplication of statutory percentages (ranging
from 10 percent to 50 percent dependent on type
of resource) to the gross income of the property
being exploited. The latter method, as under the
federal provisions, makes it possible for a tax-
Payer over a period of years to deduct an aggre-
gate amount of depletion which is actually in
excess of the total cost (value) of the property
involved. Similarly, the present tax base is re-
duced by accelerated depreciation of capital in-
vestments--fast write-offs" taken over a five
Year. period by taxpayers who have received
certificates of necessity from the federal govern-
ment. And although the costs incurred for the
Permanent improvement of existing propertyare not deductible, the cost of repairs, mainte-
nance and current upkeep of such property is

i0c404mFor an analysis of the effects of the exclusion of Imputedth e, particularly the net rental value of owner-occupied homes,
p t,ax base and progressivity see W. Vickrey, Agenda for1477 sstve Taxation (New York: The Ronald Press Company,Chapter II

considered to be a deductible business expense.
The line between these concepts necessarily is
somewhat tenuous and rather difficult to assess.

Intangible assets which have a limited life
expectancy, such as patents, copyrights, lease-
holds, franchises, licenses, and even good will
under certain conditions, may be amortized for
tax purposes and the determined allowance is
permitted as a deductible business expense
against taxable gross income. Finally, taxes in-
curred in a trade or business also are deductible
as business expenses with the exception of the
following: Colorado state income taxes, taxes
paid to another state for which a tax credit is
permitted under the Colorado income tax law,
federal income taxes paid on income not sub-
ject to the Colorado income tax, death duties
and gift taxes, and local assessment levies which
affect the value of property.

Personal Deductions from Adjusted Gross
Income. As in most other states, Colorado does
not allow deductions from adjusted gross in-
come for "personal, living or family expenses"
except those explicitly provided for by statute.
However, it is in the treatment of these specific
personal deductions from adjusted gross income,
particularly federal income taxes and optional
standard deduction, that some of the most im-
portant differences occur between the income
tax bases of the various states as shown in
Tables 12.7, 12.8 and 12.9. The principal deduc-
tions permitted under the Colorado statute are:

1. Interest paid during the taxable year on
outstanding indebtedness but not deducted as
business expense.

2. Federal income taxes paid during the tax-
able year, and all other taxes paid except the
following: self-employment taxes, social secur-
ity taxes, state income taxes, death duties and
gift taxes, federal liquor, tobacco and excise
taxes, and special assessments levied for the
improvement of property. Table 12.6 shows that
about half the states, including Colorado, permit
full deductibility of federal income taxes; that
eight others and the District of Columbia per-
mit none; and that the remaining four allow
limited deductibility ranging from 3 percent of
net income to a flat $500.

3. Charitable contributions or gifts not to
exceed 15 percent of the net income of the tax-
payer before the deductions of such donations.
This provision conforms with the general prac-
tice of the other income tax states, about half
of them limit contributions to 15 percent of ad-
justed gross or net income and the others mainly
use a 20 percent limit.

4. Medical and dental expenses in excess of
5 percent of adjusted gross income. On an in-
dividual return the deduction is limited to $1,250
per exemption and maximized at $2,500. On a
joint return it is limited to $5,000. The wide van-
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ation between the states in the handling of this
deduction is shown in Table 12.7. About one-
third of the income tax states permit medical
deductions to the extent that they exceed 5 per-
cent of the adjusted gross income. Arizona and
Minnesota allow the entire medical expense as
deductions from taxable income, and other
states either follow the federal code or allow
only those expenses over some stated dollar
amount, ranging from $50 in Kansas to $200 for
a married couple in Oklahoma.

5. Casualty and theft losses not compensated
for by insurance or otherwise.

6. Bad debt losses, including worthless stocks
and bonds if deducted in the year of the actual
loss.

Table 12.7

Medical Expense Deductions Permitted by
Personal Income Tax States, 1958

State

Expenses
permitted in
excess of:

Maximum permitted
Single Married

individuals couples
Alabama 5% gross income $1,250 $ 2,500
Arizona Permit total expense 2,500 5,000
Arkansas 3% adj. gross income 5,000 10,000
California 5% adj. gross income 1,250 2,500
Colorado 5% adj. gross income 2,500 5,000
Delaware 5% adj. gross income
District of Columbia 5% adj. gross income 1,250 2,500
Georgia 5% adj. gross income 1,250 1,250
Idaho
Iowab 3% adj. gross income 2,500 5,000
Kansas $ 50 •
Kentucky b 3% adj. gross income 2,500 5,000
Louisiana None
Maryland 3% adj. gross income 1,250 2,500
Massachusetts None
Minnesota Permit total expanse • •
Mississippi None
Missouri 5% adj. gross income 1,250 2,500
Montanab 3% adj. gross income 2,500 5,000
New Mexico None
New York 3% net income. 1,250 2,500
North Carolina 5% net income 5,000 5,000
North Dakota 3% adj. gross income 2,500 5,000
Oklahoma $100 single, $200 joint 750 1,500
Oregon 5% adj. gross income 1,250 5,000
South Carolina 5% adj. gross income •
Utah 5% gross income 750 1,500
Vermontb 3% adj. gross income 2,500 5,000
Virginia d 5% adj. gross income 1,250 2,500
Wisconsin $ 75 1,500 1,500

• No maximum limit.
b Same as federal provision-32,500 per exemption with limit of 2
exemptions on separate returns and 4 exemptions on joint returns.

• New York-in excess of 3% of net income under $6,000, 5% over
$6,000.

d Virginia-$1,250 per exemption with limit of 2 exemptions on sepa-
rate returns and 4 exemptions on joint returns.

Source: Income tax statutes, regulations and tax forms of the several
states.

In lieu of itemizing the personal deductions,
Colorado resident taxpayers on a full calendar
year basis with adjusted gross income of $5,000
or less may compute their taxes on the basis of a
table prescribed by the Department of Revenue
which incorporates a standard deduction of
approximately 10 percent of the adjusted gross
income plus an amount equal to the federal in-
come taxes paid. Taxpayers with adjusted gross
income of $5,000 or more may also use a standard

deduction of 10 percent of adjusted gross income
of $1,000, whichever is lesser, plus an amount
equal to the federal income tax paid. For mar-
ried taxpayers filing separate returns the
maximum standard deduction for each spouse is
$500 plus the federal income tax paid. Although
some form of standard or optional deduction in
lieu of itemizing personal expenses is permitted
by practically all the income tax states (the only
exceptions are Delaware, Massachusetts, New
Mexico and North Dakota) there is little uni-
formity in the treatment of this item as shown
in Table 12.8. The deductions vary from 5 per-
cent of net income to 10 percent of adjusted
gross income with maximum permissible deduc-
tions ranging from $250 to $1,000. The most
common practice, used by twelve states and the
District of Columbia, is to permit a married
couple filing a joint return a deduction of 10
percent of adjusted gross income, or $1,000,
whichever is lesser. However, of these states
only Colorado and three others permit the
taxpayer to take the federal income tax deduc-
tion in addition to the standard deduction. More
than half the states do not allow the deducti-
bility of federal income taxes when taxpayers
take standard deductions.

Table 12.8

Optional Standard Deductions Permitted by
Personal Income Tax States, 1958

State

Percent of
gross or net
income

permitted•

Maximum permitted
Single Married

individual Separate Joint

Alabama 7e $ 500 $ .500 $ 500
Arizona lob 500 500 1,000
Arkansas 10 1,000 500 1,000
California 6 300 300 600
Colorado lob 1,000 500 1,000

Delaware.
District of Columbia 10 1,000 500 1,000
Georgia 10 1,000 500 1,000
Idaho 10 b 500 500 500
Iowa 5b 250 250 250

Kansas lob 400 400 400
Kentucky lob 500 500 500
Louisiana lob 500 500 500
Maryland 10 500 500 1,000
Massachusetts.

Minnesota 10 1,000 1,000 1,000

Mississippi 10 500 500 500
Missouri 5e 500 500 500

Montana -
New Mexico.

10
-

500
-

500
-

500
-

New York 10 500 500 500
North Carolina 10 500 500 1,000

North Dakota. - - - -

Oklahoma 10 b 500 500 1,000
Oregon 5e 250 250 500

South Carolina 10 500 500 1,000

Utah lob 1,000 500 1,000
Vermont
Virginia

10
5

1,000
500 

520500 1,050000

Wisconsin d - 450 450 450

• Generally based on adjusted gross income but a few states use 
net

income. Detailed provisions vary.
b Deduction of federal income tax allowed in addition to standard

deduction.
. Do not permit standard deductions for personal expense.

d Taxpayers may use optional tax table if adjusted gross income is

under $5,000; a standard deduction of $450 if income is over $5,000*

Source: Income tax statutes, regulations and tax forms of the several

states.
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Personal Exemptions. Under the Colorado
statute, as amended in 1957, a resident taxpayer
is entitled to a personal exemption of $750 for
himself, his spouse, and for any qualified depen-
dent whose gross income was less than $750. In
addition, Colorado grants the taxpayer addi-
tional exemptions if he or his spouse are blind
and/or 65 years of age or older. Table 12.9 is
a comparative summary of the exemption
practices for the twenty-nine income tax states
and the District of Columbia. Although practi-
cally all the states permit some form of personal
exemptions, the large variations in the treat-
ment of this factor also have given rise to signifi-
cant differences between the tax bases of the
several states. For example, only five states fol-
low the federal code of allowing a standard $600
exemption per individual. The combinations of
the other states range from $500 for a single
individual and $1,000 for a married couple in
Vermont, to $4,000 and $6,000 exemptions for
similar categories in Mississippi. Moreover, six
states have introduced, in lieu of exemptions
that reduce the tax base, flat dollar credits as
deductions from normal tax. The rationale for
the use of the tax credits in place of exemptions
is that the value of the credit varies only with

Table 12.9

Exemptions and Credits for Dependents
Permitted by Personal Income Tax States

1958

State
Alabama
Arizona
Arkansas'
California
Colorado
Delaware
District of Columbia
Georgia
Idaho
Iowa •
Kansas
Kentucky •
Louisiana b
Maryland
Massachusetts r
Minnesota •
Mississippi
Missouri
Montana
New Mexico
New York
North Carolinas
North Dakota
Oklahoma Oregon

uSotuathh Carolina

Vermont
Virginia

sin•

Personal exemption Credits
Single Married or for

individual head of family dependents
$1,500.00 $3,000.00 
1,000.00 2,000.00 

$300.00

17.50 35.00 
6060..0000

2,000.00 3,500.00 400.00
750.00 1,500.00 750.00
600.00 1,200.00 600.00

1,000.00 2,000.00 500.00
1,500 00 3,000.00 600.00
700.00 1,500.00 200.00
15.00 30.00 7.50

600.00 1,200.00 600.00
13.00 26.00 13.00

2,500.00 5,000.00 400.00
800.00 1,600.00 800.00

2,000.00 2,500.00 400.00

4,000 00 6,000.00 
10._0010.00 30.00

1,200.00 2,400.00 400.00
600.00 1,200.00 600.00

1,500.00 2,500.00 200.00
1,000.00 2,500.00 400.00

600.00 1,500.00 
300.00 
600.00

1,000.00 2,000.00

1,000.00 2,000.00 500.00
600.00 1,200.00 600.00

1,000.00 2,000.00 400.00
600.00 1,200.00 560000 :0000
500.00 1,000.00

1,000.00 2,000.00 200.00
7.00 14.00 7.00

• Instead of personal exemption these states use the indicated dollartax credit against normal tax.
b The exemptions are deductible from lowest income tax bracket only,and are equivalent to tax credits of $50, $100 and $8, respectively.
o In rase of a joint return the smaller of $4,000 or $2,000 plus the incomeof the spouse with smaller income. In addition, $500 for dependent
8Pouse with income of less than $2,000.a rAadtediitniocnoalmeexemption of $1,000 allowed a married woman with sePa-

Source: Income tax statutes, regulations and tax forms of the several
states.

the size of the taxpayer's family regardless of
the level of income, whereas the value of the
personal exemption varies directly with both
the size of family and level of income. For ex-
ample, Wisconsin grants all taxpayers, regard-
less of income class and marginal tax rates, a
uniform $7 tax credit for each taxpayer, spouse
and dependent covered by the return. In con-
trast, the exemptions in Colorado have varying
values dependent upon the taxpayer's income
class-a single exemption in Colorado is worth
$75 to taxpayers with incomes subject to the 10
percent marginal tax rate and only $7.50 to
those in the lower income classes subject to the
1 percent rate. In any case, after deducting per-
sonal exemptions from net income the remain-
der is the net taxable income which represents
the base for applying the normal tax rates.

Normal and Surtax Rates. As already noted,
the current statutory marginal rates in Colo-
rado have prevailed since 1947, but in effect have
been reduced each year since 1950 by the annual
legislative enactment of a tax credit against
normal tax liability. The tax credit of 15 per-
cent for taxable year 1957 lowered the statutory
marginal rates by an equal percentage for all
income brackets. Table 12.10 shows the 1957
statutory and net marginal rates.

Table 12.10

Colorado Normal Tax Rates, 1957

Net taxable Statutory Net
income marginal rate marginal rate

$ 0 to $1,000 1.0 0.85
1,001 to 2,000 1.5 1.275
2,001 to 3,000 2.0 1.70
3,001 to 4,000 2.5 2.123
4,001 to 5,000 3.0 2.55
5,001 to 6,000 4.0 3.40
6,001 to 7,000 5.0 4.25
7,001 to 8,000 6.0 5.10
8,001 to 9,000 7.0 5.95
9,001 to 10,000 8.0 6.80
10,001 to 11,000 9.0 7.65
11,001 and over 10.0 8.50

These rates are, of course, applied to "net tax-
able income" which will be significantly smaller
than the "adjusted gross income" and "personal
income received" for many taxpayers as indi-
cated in the above description of the tax base.
Moreover, it is important in any discussion of
income tax rates to distinguish the marginal or
bracket rate from the average or effective rate.
The former is the tax rate applied, in the case
of Colorado, to each $1,000 increment of net tax-
able income; whereas the latter represents the
total dollar amount of normal tax liability ex-
pressed as a percentage of the total net taxable
income. The incremental and total dollar
amount of tax liability for varying levels of
income based on the marginal or bracket rates,
adjusted for the "temporary" 1957 tax credit
of 15 percent, and the computed average or
effective rates (the total normal tax liability
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expressed as a percentage of the total net tax-
able income, are shown in the following tabu-
lation:

Table 12.11

Colorado Normal Tax Liability and
Average Tax Rates, 1957

Net taxable income
Total Brackets

Net
marginal

rate

Dollar amount
of tax liabilty

Increment Total

Average
Or

effective
rate

$ 1,000 First $1,000 0.85 $ 8.50 $ 8.50 0.85
2,000 Second 1,000 1.275 12.75 21.25 1.06
3,000 Third 1,000 1.70 17.00 38.25 1.28
4,000 Fourth 1,000 2.125 21.25 59.50 1.49
5,000 Fifth 1,000 2.55 25.50 85.00 1.70
6,000 Sixth 1,000 3.40 34.00 119.00 1.98
7,000 Seventh 1,000 4.25 42.50 161.50 2.31
8,000 Eighth 1,000 5.10 51.00 212.50 2.66
9,000 Ninth 1,000 5.95 59.50 272.00 3.02
10,000 Tenth 1,000 6.80 68.00 340.00 3.40
11,000 Eleventh 1,000 7.65 76.50 416.50 3.79
12,000 Twelfth 1,000 8.50 85.00 501.50 4.18

It is evident from Table 12.11 that except for
the first bracket the average normal income tax
rates are always smaller than the net marginal
rates at all levels of net taxable income, and
considerably smaller than the nominal statutory
rates shown in Table 12.10. For example, the
Colorado income taxpayer who had taxable in-
come of $5,000 in 1957 was subjected to a net
marginal rate of 2.55 percent, but an average
rate which was only two-thirds as large-1.7
percent. Similarly, the taxpayer with a net tax-
able income of $12,000 had to pay a top marginal
rate of 8.5 percent but an average rate of only
4.2 percent-actually less than one-half the mar-
ginal rate. Of course, as net taxable income
rises above the level to which the maximum
rate first applies, the marginal rate remains
constant as the average continues to increase.
However, the latter will never reach the mar-
ginal and, therefore, is always the lesser of the
two rates. The relationship of these Colorado
rates to each other at varying levels of income
are shown in Chart 12.3.

In addition to the normal tax, Colorado levies
a flat 2 percent surtax on income derived from
interest and dividends in excess of $600 for a
single individual, and $1,200 for a married couple
filing jointly if each spouse independently has
surtaxable income in excess of $600. Any dis-
tributive income from estates, trusts, partner-
ships or other unincorporated business which
represents interest or dividends is also subject
to the surtax on the taxpayer's individual re-
turn. Under the present statute, surtaxable in-
come is also subject to normal tax, but in a few
instances taxpayers liable for surtax may not
have to pay any normal tax because of their
relatively large personal deductions and exemp-
tions against the latter.

Table 12.12 is a comparative summary of
statutory tax rates for the 29 personal income
states and the District of Columbia. In addition

RELATIONSHIP OF COLORADO MARGINAL (BRACKET)
AND AVERAGE TAX RATES

1957
RATES AI

PERCENT OF NET
TAEAOLE INCOME STATUTORY MARGINAL RATE

HIT MARGINAL RATE

AVERAGE OR EFFECTIVE RATE

iK000 054000 014000 020000 024000

NET TAXAELE INCOME

SOURCE: Tabl• 12.10

CHART 12.3

430,000 R54000

to showing the minimum and maximum mar-
ginal rates, including surtaxes, surcharges and
tax credits, the table indicates whether the net
rates have been increased or decreased during
the past few years.

As with the tax base, there is considerable
variation between the rate structures of the
states and no two have identical tax schedules.
The most common unadjusted minimum rate,
used by almost half the states, is 1 percent.
However, it is applied to varying amounts of
taxable income, ranging from the first $1,000 of
income in nine states, including Colorado, to
the first $10,000 of income in New Mexico. The
highest beginning rates are in Maryland, North
Carolina and Oregon where the tax structures
start at 3 percent. There is even less uniformity
with regard to maximum marginal rates. They
range from a low of 3.75 percent on taxable in-
come in excess of $4,000 in Iowa to a high of 11
percent on taxable income in excess of $15,000
in North Dakota. The next highest unadjusted
maximum rates are to be found in Colorado and
Minnesota where a rate of 10 percent is applied
to taxable incomes above $11,000 and $20,000,
respectively. But when modifications in rate
structures due to temporary surcharges and tax
credits are taken into consideration Colorado's
maximum net marginal rate of 8.5 percent is
then exceeded by those of five other states-
Idaho, Minnesota, North Dakota, Oregon and
Wisconsin. Moreover, the 6.25 percent increase
in Colorado's bracket rates in 1957,45 the first

4:The reduction in the temporary credit against normal 
tax.

from 20 percent in 1956 to 15 percent in 1957 represented a 
6.99

percent increase in net marginal rates for all tax brackets. 
But,

the simultaneous reduction in the tax base effected by raising the

personal exemptions from $600 to $750 per individual snore 
thaq

offset the rate increase. On net balance, approximately 80 Pereercli
of the taxpayers actually had their income tax liability 

reduce

17 percent were unaffected, and only 3 percent had an 
increased

tax bill due to the statutory changes in rates and exemptions.
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S
OUrce:

change made in the net tax schedule since 1950,
is relatively small when compared with in-
creases ranging from 20 to 50 percent put into
effect since 1954 by some ten other states and
the District of Columbia. The only state to in-
crease rates less than Colorado was Mississippi
which raised its taxes by approximately 3 per-
cent. On the other hand, fifteen states have not
changed their rate structure and two states have
actually decreased their statutory rates during
this same period. Thus, on the basis of the above
rate comparisons it would appear that Colorado
ranks among the half-dozen states with the
highest state personal income tax rates in the
nation.

Table 12.12

Comparative State Summary of
Statutory Personal Income Tax Rates, 1957

State

Alabama
Arizona
Arkansas
California
Colorado.

Delaware b
District of
Columbia

Georgia.
Idaho.
Iowa

Kansas b
XelltUoky d

Louisiana
Maryland b
Massachusetts
Minnesota s
Mississippi h
Missouri

Montana
New Mexico
New 'York k
North Carolina
North DakotaOklahoma
Dreg°,

South Carolina
Utah
Vermont
Virginia
Wisconsin f

Minimum
marginal rate

Applied
Percent to first
1.5
1.0
1.0
1.0
1.0

1.5

2.5
1.0
2.0
0.75

1.5
2.0
2.0
3.0
2.5

$ 1,000 5.0
1,000 4.5
3,000 5.0
5,000 6.0
1,000 10.0

3,500 8.0

5,000 5.0
1,000 6.0
1,000 8.0
1,000 3.75
2,000 5.5
3,000 6.0
10,000 6.0

o 5.0
f 6.0

Maximum
marginal rate

Applied to Rates
income changed

Percent over since 1954

$ 5,000 No
7,000 No
25,000 No
25,000 No
11,000 Increase

8,000 Increase

25,000 Increase
10,000 Decrease
5,000 Increase

No4,000
7,000 Increase
8,000 Increase

50,000 No
• Increase
f Increase

1.0 No1,000 10.0 20,000
2.0 5,000 6.0 25,000 Increase
1.0 No1,000 4.0 9,000
1.0 1,000 5.0 7,000 Increase
1.0 No10,000 4.0 100,000

3.0 2,000 7.0 10,000 
Decrease2.0 1,000 7.0 9,000

1.0 No3,000 11.0 15,000
1.0 No1,500 6.0 7,500
3.0 500 9.5 8,000 Increase

2.0 2,000 5.0 6,000 No
1.0 No1,000 5.0 4,000
2.0 1,000 7.5 55:000000 Increase
2.0 3,000 5.0 
1.0 1,000 8.5 14,000 Increase

' Less normal tax credit of 15 percent for 1957, plus 2 percent surtax on
. ittec.rue over $600 from intangibles.: 'lates effective for taxable Year, 1958'Plusordseuprotnadxeonft.10 percent on income over $2,000, less $5 tax reduction
d Plus surtax of 10 percent of first $25 of normal tax, 20 percent of next$75, and 30 percent of all over $100.
' 

SA5110041er 
e sub• t t 3 t rate,except investment income overjec o percent f su ject to  5 percent rate.Rate of 2.5 percent applies to earned and business income; 6 percentrate to luterest, dividends, and capital gains; and 15 percent to. eesuj.ties. Ia addition all income subject to 23 percent surtax

Flu 5

h percent surtaxsuarfttaexr 
credit.

oa es before personal credit, and additional

surtax of 14 percent.' Rat
not ebsraaerrceavoerage and not marginal, i. e., apply to entire income and

' t •Minimurn
k Les 15 percent of first $100 of tax liability and less 10 percent of next
P1 

‘"ls) of tax liability for 1957.
o 

surtax of 20 percent after tax credits for years 1955-58.

Income tax statutes, regulations and tax forms of the severalstates.

tax of $10.

Interstate Comparisons of
Personal Income Tax Liability

As has already been indicated, interstate
comparisons of tax rate structures, particularly
when used as the basis for analyzing relative
tax burdens, may be grossly misleading, if not
meaningless, unless the large variations be-
tween the tax bases of the several states due to
differences in the treatment of such factors as
income-splitting, federal tax deductibility, and
personal exemptions are also taken into consid-
eration. This is done in Tables 12.13 and 12.14
and Charts 12.4 through 12.6, which show what
the computed personal income tax liabilities
would be at eight different levels of adjusted
net income in each of the twenty-nine income
tax states and the District of Columbia for a
married couple with two dependent children.
In order to maintain comparability between the
states and keep the analysis relatively simple,
it is further assumed that the wife has no in-
dependent income and that the family receives
no income from intangible assets or capital
gains. The income levels represent "adjusted net
income" which as used here refers to the tax-
payer's income after deduction of whatever per-
sonal or non-business expenses the various
states and federal government allow in the de-
termination of taxable income, but before either
either federal or state income taxes, and before
any personal exemptions or tax credits. Of
course, the "adjusted net income" will always be
smaller, and in some instances by a considerable
amount, than the family's adjusted gross in-
come or personal income received during the
taxing period.

The computed tax liabilities which prevailed
in the various states in 1957 for such families
with adjusted net incomes of $10,000 or less
are shown on a comparative basis in Table 12.13.

It will be noted that at the first four levels of
income Colorado uniformly falls in the lowest
quartile of the nation's income tax states when
they are ranked by the dollar amount of income
tax liability. At the $3,000 level of income the
married taxpayer with two children would have
no tax obligation in Colorado (nor in fifteen
other personal income tax states and the Dis-
trict of Columbia).

At the $5,000 level no tax would be due in
Louisiana or Mississippi, but the Colorado tax
of $14.62, representing an average or effective
rate of less than 3/10 of 1 percent of the ad-
justed net income, exceeds the tax that would
be paid by a comparable family in only five of
the other twenty-seven taxing jurisdictions as
shown in Chart 12.4. Of the eleven Western
States that are the basis for intra-regional com-
parisons made in this study only three-Nevada,
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STATE PERSONAL INCOME TAX LIABILITY FOR MARRIED TAXPAYER
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120

Washington and Wyoming-do not levy per-
sonal income taxes. The eight states which use
income taxation as part of their fiscal structures
are: Arizona, California, Colorado, Idaho, Mon-
tana, New Mexico, Oregon and Utah. When
Colorado is compared with the seven other
Western States which also levy personal income
taxes, only Arizona and California impose a
smaller tax at this level of income.

Similarly, at the $8,000 and $10,000 levels of
income Colorado ranks correspondingly low
among the income tax levying states-23rd and
24th-and the tax liability would be $56.27 and
$98.72, or 7/10 of 1 percent and slightly less than
1 percent, respectively, of the adjusted net in-
come. And at these levels of income half of the
Western States-Oregon, Idaho, Utah and Mon-
tana-require the payment of income taxes con-
siderably above those of Colorado. For example,
the Oregon income tax works out to be almost
four times as large as the Colorado tax at the
$8,000 level of income, and more than three
times as large at the $10,000 level, as shown in
Chart 12.5.

In brief, under the assumed conditions, the
computed dollar amount of income tax liability
for Colorado taxpayers with adjusted net in-

Table 12.13

Comparative State Personal Income Tax Liability for Selected Levels of Adjusted Net Income

$10,000 and Less, for Taxable Year 1957'

$3,000

Rank State

1 Vermont
2 Oregon
3 N. Carolina
4 Virginia
5 Montana
6 Wisconsin
7 Minnesota
8 Delaware
9 Kansas
10 Kentucky
11 Utah
12 N. Dakota
13 S. Carolina

In Colorado, fifteen
other states, and the
District of Columbia,
a taxpayer at this
income level would
not pay any state
income tax.

Average for all States

Colorado as percent of
National average

Colorado as percent of
net adjusted income

$5,000

Tax Rank State Tax

$20.00 1 Vermont $100.00
14.40 2 Minnesota 84.21
1200. 3 N. Carolina 76.00
12.00 4 Oregon 74.00
10.00 5 Wisconsin 72.00
9.78 6 Kentucky 60.38
9.68 7 Maryland 54.00
7.50 8 Virginia 52.00
7.50 9 D. C. 50.00
6.16 10 Iowa 48.00
4.80 11 Idaho 45.52
1.80 12 Delaware 37.40
1.60 13 Massachusetts 36.28

14 New York 34.85
15 S. Carolina 34.00
16 Utah 32.40
17 Kansas 32.00
18 Montana 26.60
19 Arkansas 23.00
20 N. Dakota 17.80
21 New Mexico 15.80
22 Oklahoma 14.80
23 Colorado 14.62
24 Missouri 14.20
25 Alabama 13.20
26 Arizona 12.80
27 Georgia 8.00
28 California 7.00
29 Louisiana -
30 Mississippi -

$ 3.91 $ 36.36

40.2

0.3

$8,000 $10,000

Rank State Tax Rank State Tax

1 Vermont $295.00 1 Vermont $445.00

2 Minnesota 235.12 2 Minnesota 353.84

3 Wisconsin 213.00 3 Wisconsin 343.80

4 Oregon 211.36 4 N. Carolina 324.00

5 N. Carolina 210.00 5 Oregon 320.56

6 Kentucky 209.02 6 Kentucky 316.04

7 Idaho 160.14 7 Delaware 285.00

8 Delaware 155.00 8 Idaho 251.53

9 Virginia 150.00 9 Virginia 250.00

10 Maryland 144.00 10 New York 215.50

11 Iowa 136.80 11 S. Carolina 215.00

12 New York 128.20 12 Maryland 204.00

13 S. Carolina 128.00 13 Utah 200.40

14 D. C. 125.80 14 Iowa 195.30

15 Utah 122.40 15 D. C. 185.00

16 Massachusetts 109.10 16 Arkansas 163.00

17 Arkansas 103.00 17 Massachusetts 157.07

18 Kansas 98.44 18 Alai,ania 156.36

19 Alabama 86.16 19 Kansas 155.32

20 Montana 83.44 20 Georgia 142.00

21 Georgia 74.00 21 Montana 135.32

22 Missouri 61.20 22 N. Dakota 115.40

23 Colorado 56.27 23 Missouri 101.24

24 N. Dakota 54.44 24 Colorado 98.72

25 Oklahoma 46.96 25 Mississippi 91.2.0

26 Mississippi 45.60 26 Oklahoma 78.16

27 Arizona 44.72 27 Arizona 74.16
28 New Mexico 39.48 28 California 57.00

29 California 37.00 29 New Mexico 55.08

30 Louisiana 20.96 30 Louisiana 52.16

$119.46 $191.24

47.1 51.6

0.7 1.0

• The computed tax liabilities for each state at the four assumed 
levels of adjusted net income are based on the following assumptions: (1) the t.'a5-.

payer is married and has two dependent children; (2) wife h
as no income, and family receives no income from dividends, interest or capital ga,":

and (3) the adiusted net income is after 
deductions of whatever "personal" and/or "non-business" expenses the various states and federal 

governmen,,

allow; but before any personal exemptions, or credits, and before either f
ederal or state income taxes.

Source: Computed from the individual income tax regulations, 
instructions, and forms of the several states.
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comes of $10,000 or less works out to be lower
than that of similar taxpayers in three-fourths
of the other income tax levying states. Or stated
differently, it appears that a married taxpayer
with two dependent children whose adjusted
net income is $10,000 or less would incur in
Colorado an income tax liability which was ap-
proximately only one-half that of the national
average, and about one-fifth that of a taxpayer
With comparable income in the state with the
highest tax.

STATE PERSONAL INCOME TAX LIABILITY FOR MARRIED TAXPAYER
WITH TWO CHILDREN WITH ADJUSTED NET INCOME OF 810,000

BY STATES, YEAR, 1957
AMOUNT OF TAX LIABILITY IN DOLLARS
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of he States

CHART 12.5

SOO

The comparative tax liabilities for taxpayers
With adjusted net incomes of $15,000 and more
are presented in Table 12.14. At these upper in-
Come levels Colorado's rank among the statesis relatively higher than was the case for the
lower and medium adjusted net incomes used
in Table 12.13, but the dollar amount of com-
Puted tax liability for the Colorado taxpayer
r. emains below the average for the twenty-nine
income tax states and the District of Columbia
at all levels of income.
At the $15,000 level the Colorado tax is $278.80,or less than 2 percent of the adjusted net income,

and only eight states in the nation impose a
flialler tax as shown in Chart 12.6. As income

increases the relative position of Colorado
among the states rises and at $25,000 the Colo-
irado tax is above the median for all the states
put continues to be below the national average
and about two-thirds that of Oregon, the top-

ranking Western State. At the $50,000 and $100,-
000 levels of income the Colorado tax liabilities
of $1,871.36 and $3,313.98, representing approxi-
mately 4 and 3 percent of adjusted net income,
continue to be below the national averages. At
these higher levels of adjusted net income Colo-
rado's rank among the states successively drops
below the median to the 17th and 18th positions,
primarily because the federal income tax de-
ductibility provision has a relatively greater
impact on the state tax. For example, not one
of the five states imposing the heaviest taxes
permits full deductibility of the federal tax in
the computation of the state income tax liability.
Among the fifteen states ranked above the
median only five allow full deductibility at the
$50,000 level, and only three allow it at the
$100,000 level.

STATE PERSONAL INCOME TAX LIABILITY FOR MARRIED TAXPAYER
WITH. TWO CHILDREN WITH ADJUSTED NET INCOME OF $15,000

BY STATES, YEAR, 1957
AMOUNT OF TAX LIABILITY IN DOLLARS
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WOO

When compared with the other seven Western
States levying income taxes, Colorado ranks
about in the middle at these income levels of
$15,000 and more. Oregon and Idaho consistently
impose heavier income taxes than Colorado. And
California, with both a lower tax rate structure
and an income-splitting provision, levies a tax
almost one-fourth greater than Colorado at the
$100,000 level because it does not permit any
federal income tax deductibility in the determi-
nation of the state tax. In summary, although
Colorado's top marginal income tax rate is one
of the half-dozen highest in the nation, the corn-
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Table 12.14

Comparative State Personal Income Tax Liability for Selected Levels of Adjusted Net Income

$15,000 and More, for Taxable Year 1957a

815,000 $25,000 $50,000 $100,000

R J.-1k Sate Tax Rik State Tax Rank St,at3 Tax Rank State Tax

1 Vermont $820.00 1 Wisconsin $1,758.90 1 Wisconsin $4,232.40 1 Wisconsin $9,179.40

2 Wisconsin 769.50 2 Vermont 1,570.00 2 Delaware 3,475.00 2 Delaware 7,475.00

3 Delaware 675.00 3 Delaware 1,475.00 3 Vermont 3,445.00 3 Vermont 7,195.00

4 Minnesota 672.95 4 N. Carolina 1,348.00 4 N. Carolina 3,098.00 4 N. Carolina 6,598.00

5 N. Carolina 648.00 5 Minnesota 1,326.59 5 New York 2,984.00 5 New York 6,484.00

6 Oregon 613.00 6 New York 1,234.00 6 Minnesota 2,677.95 6 Mississippi 5,802.60

7 Kentucky 603.70 7 Oregon 1,211.54 7 Georgia 2,488.00 7 Georgia 5,488.00

8 New York 534.00 8 Kentucky 1,121.00 8 N. Dakota 2,455.76 8 Virginia 4,750.00

9 Idaho 521.60 9 Idaho 1,105.22 9 Oregon 2,388.02 9 S. Carolina 4,715.00

10 Virginia 500.00 10 N. Dakota 1,093.52 10 Mississippi 2,382.60 10 Minnesota 4,549.11

11 S. Carolina 465.00 11 Virginia 1,000.00 11 S. Carolina 2,215.00 11 Arkansas 4,503.00

12 N. Dakota 420.00 12 Georgia 988.00 12 Idaho 2,195.01 12 D. C. 4,475.00

13 Georgia 388.00 13 S. Carolina 965.00 13 Virginia 2,130.50 13 N. Dakota 4,322.68

14 Utah 385.00 14 Colorado 818.72 14 Kentucky 2,086.95 14 California 4,242.00

15 Maryland 354.00 15 Utah 816.60 15 Arkansas 2,003.00 15 Oregon 4,000.36

16 Arkansas 353.00 16 Arkansas 753.00 16 D. C. 1,975.00 16 Idaho 3,688.54

17 D. C. 345.00 17 Mississippi 741.00 17 Colorado 1,871.36 17 Kentucky 3,410.76

18 Kansas 343.50 18 D. C. 740.00 18 Maryland 1,404.00 18 Colorado 3,313.98

19 Alabama 340.00 19 Kansas 708.26 19 Kansas 1,389.38 19 Maryland 2,904.00

20 Iowa 333.75 20 Alabama 671.60 20 Utah 1,335.80 20 Kansas 2,322.84

21 Montana 310.00 21 Maryland 654.00 21 California 1,285 00 21 Oklahoma 2,255.28

22 Colorado 278.80 22 Montana 641.60 22 Montana 1,260.80 22 Utah 2,184.40

23 Massachusetts 270.60 23 Iowa 582.45 23 Oklahoma 1,236.96 23 Alabama 2,137.40

24 Mississippi 250.80 24 Oklahoma 493.92 24 Alabama 1,190.80 24 Montana 2,109.40

25 Missouri 221.50 25 Missouri 486.28 25 Iowa 1,046.85 25 Arizona 1,739.96

26 Arizona 167.00 26 Massachusetts 474.53 26 Missouri 981.64 26 Iowa 1,683.30

27 Oklahoma 153.00 27 Arizona 418.94 27 Arizona 976.22 27 Missouri 1,660.52

28 Louisiana 126.00 28 California 321.00 28 Massachusetts 855.34 28 Louisiana 1,407.52

29 California 114.00 29 Louisiana 258.64 29 Louisiana 728.64 29 Massachusetts 1,377.23

30 New Mexico 92.00 30 New Mexico 158.32 30 New Mexico 364.32 30 New Mexico 755.64

Average for all States $402.29 $864.52 $1,938.64 $3,891.00

Colorado as percent
of National average 69.3 94.7 96.5 85.2

Colorado as percent of
net adjusted income 1.9 3.3 3.7 3.3

• The computed tax liabilities for each state at the four assumed levels of adjusted net income are based on the following assumptions
: (1) the tax-

payer is married and has two dependent children; (2) wife has no income, and family receives no income from dividends, in
terest or capital gains;

and (3) the adjusted net income is after deductions of whatever "personal" and/or "non-business" expenses the various states 
and federal government

allow; but before any personal exemptions, or credits, and before either federal or state income taxes.

Source: Computed from the individual income tax regulations, instructions and forms of the several sta
tes.

puted tax liability of Colorado taxpayers ac-
tually works out to be significantly below the
national averages at all levels of income, with
the deviation being considerably larger for
those taxpayers who have adjusted net incomes
of $10,000 or less. And it is important to note
that the vast majority of income taxpayers in
Colorado, as elsewhere throughout the nation,
are to be found in these medium and lower in-
come categories.

Interstate Comparisons of

Personal Income Tax Collections

Interstate comparisons of tax collections rep-
resent another basis commonly used for ana-
lyzing a specific tax in a state's fiscal program.
Table 12.15 shows the personal income tax col-
lections expressed in both absolute and relative
terms for the twenty-four states for which data
were available for the fiscal year, 1957.
The wide variation shown in the total dollar

amount of state collections, ranging from al-
most a half billion to less than $4 million, when
considered alone is not very meaningful. For
example, New York's revenue from this source

was more than a hundred times larger than
North Dakota's, but after the data are reduced
to per capita figures the ratio becomes less than
six to one. Of course, interstate tax comparisons,
based on averages and "averages of averages'
actually may conceal as much as they reveal,
particularly in the case of personal income taxa-
tion. Reducing total tax collections to a per
capita basis adjusts for the population variable
but obviously does not take into account other

major factors, such as differences between the

states' over-all tax structures, levels of income

and economic activity, and patterns of income

distribution. For example, per capita personal

income tax collections in Colorado were almost

20 percent larger than those in North Carolina,
although total collections actually accounted for

a significantly smaller percentage of personal

income received before tax in Colorado than in
North Carolina and, therefore, represented a
smaller relative tax burden. Similarly, states

such as Kentucky and North Dakota which have
comparatively low per capita tax collections

generally ranked high in terms of the computed

tax liability for a representative family of four
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at varying levels of taxable income as shown in
Tables 12.13 and 12.14. And since the very es-
sence of progressive income taxation is that it
not be levied as a capitation tax, perhaps a more
important limitation of the per capita analysis
is the fact that it conceals both the extensive-
ness of the tax, i.e., the relative number of indi-
viduals actually affected, and the apportionment
of the tax burden among the various income
groups within the taxing jurisdiction. But
Within these limitations, the per capita data do
reveal the general levels of income taxation
Which prevail in the several states. For the fiscal
Year 1957 per capita state collections ranged
from a high of $53 in Oregon to a low of less
than $3 in Mississippi as shown on Chart 12.7.

PER CAPITA PERSONAL INCOME TAX COLLECTIONS,
BY STATES
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60

On this basis Colorado ranked twelfth amongthe twenty-four states but its average collection
°f $14.24 was almost 15 percent below the un-
'‘'elghted national average of $16.70. Moreover,its tax 

was only about one-fourth as large as the
Per capita tax in Oregon, the state which is most
e°1-nParable to Colorado in other basic economic

characteristics such as size of population, in-
come produced, total wages, and federal tax
collections.46

Table 12.15

Comparative State Personal Income Tax
Collections, Fiscal Year 1957a

State

Total amount
of personal
income tax
collections
(thousands)

Amount of
per capita
collections

Personal income tax as
percent of:

State's State's total
total tax personal
revenues incomeb

Arkansas 1 5,431 $ 3.07 4.3 0.27
California 143,339 10.64 8.8 0.41
Colorado 23,188 14.24 15.7 0.69
Delaware 14,471 34.62 32.4 1.21
Georgia 25,985 7.01 8.3 0.48
Idaho 10,082 16.13 19.9 0.97
Iowa 28,673 10.41 11.6 0.57
Kansas 13,266 6.31 8.4 0.35
Kentucky 45,346 15.13 22.5 1.09
Maryland 51,355 18.18 20.5 0.82
Massachusetts 111,222 23.11 26.9 0.98
Minnesota 64,445 19.77 22.0 1.05
Mississippi 5,982 2.78 3.7 0.29
Montana 7,750 11.56 14.3 0.60
New York 476,312 30.10 33.1 1.16
North Carolina 52,873 12.00 14.3 0.89
North Dakota 3,444 5.36 6.7 0.37
Oklahoma 12,563 5.60 5.3 0.34
Oregon 92,245 53.23 47.6 2.73
South Carolina 16,387 7.04 8.9 0.59
Utah 10,081 12.22 13.1 0.70
Vermont 9,132 24.61 26.2 1.51
Virginia 106,048 28.63 33.6 1.68
Wisconsin 110,256 29.11 31.0 1.49
All States 1,439,658 16.70 19.6 0.89

• Alabama, Arizona, Louisiana, Missouri and New Mexico are excluded
from the above compilations because the Bureau of Census data show
only combined corporate and personal income tax collections for these
states.

b Personal income received data are on a calendar year basis.

Source: U. S. Department of Commerce, Bureau of the Census, Com-
pendium of State Government Finance in 1957; and Survey of
Current Business, August, 1958.

When compared with respect to the relative
extent that personal income taxation was used
in the over-all tax structure, as shown in Chart
12.8, Colorado again ranked twelfth and Oregon
first among the income tax levying states for
which data were available. As already indicated,

.The remarkable similarity of the economic bases of the two
states is shown by the following comparative data for 1957:

Colo-

Range for
all states:

Maxi- Mini-
Economic bases rado Oregon mum mum

Total population (thousands) 1,673 1,769 15,888 267
Area (thousand square miles) 104 97 267 1
Per capita personal income $1,996 51,914 $ 2,821 $958
Personal income produced

(millions) $3,339 53,385 $40,954 $626
Wages and salaries 12,120 $2,215 $28,457 $400
Proprietors farm income S 150 148 $ 994 $ 5
Proprietors non-farm income 390 $ 436 $ 3,534 $ 59
Property income $ 450 $ 411 $ 6,247 1 73
Transfer payments $ 225 $ 246 $ 2,402 $ 29
Total number federal indi-

vidual tax returns filed in
1956 (thousands) 553 593 6,394 96

Total amount federal indi-
vidual tax collections in
1956 (millions) 261 285 3,947 41

Source: U. S. Department of Commerce, Survey of Current Business,
August, 1958; U. S. Treasury Department, Statistics of Income
for 1955.



288

PERSONAL INCOME TAX COLLECTIONS AS PERCENT
OF TOTAL TAX COLLECTIONS, BY STATES

FISCAL YEAR, 1957
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Source: U. S. Bureau of the Census, Compendium of State Gov
ernment Finance, 1957.

CHART 12.8

40 50

Oregon's collections accounted for almost one-
half of its total taxes. Other states which also
utilized the tax extensively, obtaining about
one-third of their revenue from this source,
were Delaware, New York, Virginia and Wis-
consin. In contrast, Colorado's personal income
tax revenues of $23 million for fiscal year 1957
represented less than one-sixth of its total taxes
and as such the Colorado ratio was below the
national average and only about one-third as
large as that of Oregon. Similarly, when the tax
is expressed as a percentage of income Colorado
ranked fourteenth among the twenty-four states
as shown in Chart 12.9 Its personal income tax
collections amounted to less than 7/10 of 1 per-
cent of the total personal income received before
tax. This was approximately four-fifths and two-
thirds of the national and Western State aver-
ages, respectively; whereas the Oregon tax-in-
come ratio of 2.7 percent was the highest of any
state and four times as large as the Colorado
percentage.

In summary, it is evident that on the basis of
interstate comparisons Colorado is a relatively

low personal income tax state whether meas-
ured by the amount of tax liability imposed on
representative families at varying levels of in-
come or in terms of the total amount of income
tax revenues collected from families and indi-
viduals subject to the State's taxing jurisdiction.
Notwithstanding the limitations of the compara-
tive data, it is also evident that the tax takes
a significantly smaller percentage of personal
income received in Colorado than in most other
states and that Colorado's utilization of personal
income taxation in its over-all fiscal structure is
below the national average and considerably
below that of Oregon, the one state which in
other basic economic characteristics is most
comparable to Colorado.

PERSONAL INCOME TAX COLLECTIONS AS PERCENT
OF PERSONAL INCOME RECEIVED, BY STATES
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CHART 12.9

Erosion of the Income Tax Base

Colorado's relatively low personal income tax
liabilities and collections, as already noted, may
be attributed primarily to the nature of the

State's income tax base rather than the structure
of rates. Analysis of the 1957 returns filed in
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1958 indicates that a large part of the tax base
is simply "eroded away" before any rates are
applied. Thus, the major portion of the personal
income received by Colorado residents in 1957
was never subjected to income tax since it never
found its way into the tax base.

Personal income for Colorado, as estimated
by the U. S. Department of Commerce,
amounted to $3,339 million for the calendar year
1957.'7 In contrast, the data reported on the 1957
Colorado individual income tax returns show
that the net taxable income used as the basis for
the computations of normal tax amounted to
about $800 million, or less than 25 percent of the
total personal income received in Colorado dur-
ing that year. The large gap of more than $2.5
billion between the actual flow of income and
that finally subjected to the State's personal in-
come tax can be attributed mainly to the fol-
lowing four factors: (1) basic differences in the
Conception and statutory definition of income;
(2) legal and illegal underreporting of income
by taxpayers; (3) extensive use of statutory
Personal expense deductions, particulary the

"The aggregate annual flow of income to individuals, both ona national and statewide basis, is estimated by the National In-come Division, Office of Business Economics, U. S. Department of
Commerce. Personal income for national income accounting pur-Poses is broadly defined as the sum of: wages, salaries and otherlabor income; interest, dividends and rents received by persons;net income of non-corporate enterprise (business, farm, profes-
sional, and other self-employed individuals(; and government and
business transfer payments such as veterans' benefits and unem-
PloYment compensation), The 1957 estimate of personal incomefor Colorado is reported in "Regional Income Distribution in 1957,"D. S. Department of Commerce, Survey of Current Business,
August, 1958, Table 55, p. 20.

federal income tax; and (4) statutory personal
exemptions.

The derivation of Colorado's adjusted gross
income for tax purposes from personal income
received in 1957 is summarized in Table 12.16
which is based, in part, on post war studies of the
relationship of federal taxable and personal in-
come.'" Although these figures are estimates,
in broad terms they represent the relevant
magnitudes of the components that determine
taxable income and, as such, are indicative of
the factors which account for erosion of this
part of the Colorado income tax base.

It will be noted that on the basis of personal
income of $3,339 million (Table 12.16, column 1),
the corresponding adjusted gross income that
should have been reported for tax purposes
amounted to $2.880 million (column 3). The gap
between the two measures represents Colorado's
specific statutory exclusions from gross income49
and other conceptual differences in the defini-
tion of income. For example, the Department of
Commerce concept includes such nontaxable
components as imputed rent of owner-occupied
residences, imputed and accrued interest, gov-
ernment and business transfer payments, and
income in kind. On the other hand, it excludes

'Joseph A. Pechman, "Erosion of the Individual Income Tax,"
National Tax Journal, March, 1957, pp. 1-25; Daniel M. Holland
and C. Harry Kahn, "Comparison of Personal and Taxable In-
come," Federal Tax Policy for Economic Growth, Papers Sub-
mitted by Panelists to the Joint Committee on the Economic
Report, 84th Congress, 1st Session (Washington, D.C., 1955) , pp.
313-338; and Selma F. Goldsmith, "An Appraisal of Basic Data
Available for Constructing Income Size Distributions," Studies in
Income and Wealth, National Bureau of Economic Research (New
York, 1951), Volume XIII, pp. 266-327.

4.Supra., pp. 277-279.

Table 12.16

Relationship of Colorado Personal Income and Adjusted Gross Income Reported on Tax

_ Type of Income
Wages, salaries and other
labor income $2,188

Proprietors' income 540
Farm income 150
Business and professional 390

Property 
income 450

Transfer payments 225
Personal contributions
for social insurance —64

Net capital gains' —
Annuities.

Totals 3,339

(I)
Department
of Commerce
1957 Colorado

Personal incomes
(millions)

Returns, 1957
(2)

Statutory (3) (4)
exclusions Corresponding Amount of

and conceptual adjusted gross income
differencesS gross income underreported
(millions) (millions) (millions)

$— 99d

— 66

— 33

— 33

—175z

—225

+64

+37

+5

—459

$2,089

474

117

357

275

37

5

2,880

$-265.

—157

— 50

—107

— 74

—496

:
U. 

S. DePartment of Commerce, Survey of Current Business, August, 1958, Table 55, p. 20.
. "ages, proprietors', and property income adjustments based on national ratios.
4 Based on sample survey of Colorado income tax returns for 1957.

, 
., rnPloYer contributions to social insurance, nontaxable military pay and allowances, etc.iticludes Wage income legally exempted from reporting.Prim 

income . rimarily  in kind and imputed income.
imputed rent on owner-occupied dwellings, imputed and accrued interest, income of non-profit organizations, etc.

(5)
Adjusted

gross income
reported on
tax returns.
(millions)

$1,824

317

67

250

201

37

5

2,384



290

certain forms of income considered taxable
under the Colorado code, such as net capital
gains, employee contributions to social security,
and annuity payments in excess of cost. In order
to derive the adjusted gross income which cor-

responds with the Department of Commerce
estimate of personal income received by Colo-
rado residents in 1957, it is necessary to adjust
for the above differences in conception. The
largest single adjustment required is the deduc-
tion from personal income of the $225 million for
transfer payments not subject to taxation. In
contrast, the $64 million of personal contribu-
tions to social insurance, omitted from the per-
sonal income measure, must be added back into
the tax base.

Another important adjustment is the inclusion
of net capital gains in the adjusted gross income
total. As already noted, Colorado is among the
minority of income tax states which statutorily
excludes 50 percent of long-term capital gains
from the tax base. It is estimated that the $37
million of net capital gains reported on the 1957
returns actually represented about $83 million
of net long-term gains and $4 million of net
short-term losses. Or stated differently, this
special provision in the Colorado code resulted
in the exclusion of more than $40 million, or
approximately 5 percent of the 1957 personal
income tax base. In addition to its erosion effect,
the special treatment accorded capital gains has
been widely criticized by tax authorities in
terms of its inequity and regressivity.5° A tax-
payer whose income primarily consists of long-
term capital gains obviously enjoys a special tax
benefit not available to taxpayers with equal
pre-tax incomes derived from other sources,
such as business or farm profits, which are 100
percent includable as taxable income by statu-
tory definition. And the exclusion of 50 percent
of long- term capital gains introduces an element
of regressivity since the receipt of this type of

50Published criticism of capital gains taxation is practically
limited to the federal tax because of the relatively high marginal
rates involved under the federal code and the general recognition
that the federal tax is significantly more crucial than state taxes
In investment decision-making. In consideration of the compara-

tively low state rates and federal tax deductibility, the rationale
for preferential treatment of capital gains becomes less tenable
on the state level.

The following are cited merely as representative of the volum-
inous literature on the subject: L. H. Seltzer, The Nature and Tax
Treatment of Capital Gains (New York: National Bureau of Eco-
nomic Research, 1951) ; H. Simon, Personal Income Taxation

(Chicago: University of Chicago Press, 1938), Chap. VII, pp. 148-
169; W. Vickrey, Agenda for Progressive Taxation (New York:

The Ronald Press Company, 1947), Chap. V, pp. 136-150; H. Groves,
Financing Government (New York: Henry Holt and Company,

1954) , pp. 168-173; W. W. Heller, "Investors' Decisions, Equity, and
the Capital Gains Tax," Federal Tax Policy for Economic Growth

and Stability, pp. 381-394, and "Practical Limitations on the Fed-
eral Net Income Tax," Journal of Finance, September, 1952, pp.

185-199; W. Cary, "Pressure Groups and the Revenue Code," Har-

vard Law Review, Vol. 68 (1955) , pp. 745-780; R. E. Paul, "Erosion

of the Tax Base and Rate Structure," Federal Tax Policy for

Economic Growth and Stability, pp. 297-311; and H. M. Somers,

"An Economic Analysis of the Capital Gains Tax," National Tax
Journal, September, 1948, pp. 226-232.

income generally is concentrated in the upper
income groups. For example, on the basis of the
survey data it appears that less than 10 percent
of all taxpayers reported capital gains income,
and among those that did, the 2 percent of tax-
payers with adjusted gross incomes of $10,000
or more accounted for over 50 percent of the

total amount of net long-term capital gains re-
ported on all tax returns.51

Table 12.16 (column 2) shows the adjustments

which were also made to wage, entrepreneurial

and property incomes in order to take account

of conceptual differences between personal and

taxable income.52 The wage difference amounted

to less than $100 million, or approximately 4

percent of the total wage income estimated by
the Department of Commerce. It mainly reflects

employers' contributions to social insurance and

nontaxable military pay and allowances. The in-

comes of businessmen, farmers and other self-

employed persons were decreased by $66 mil-

lion, or about 12 percent, as a measure of the

receipt of income in kind and imputed income.

The largest adjustment was made to the pro-

perty income component which was reduced by

$175 million, or almost 40 percent, primarily be-

cause neither the State nor federal income tax
code makes any reference to imputed interest

and rent.53 The latter may be defined as the

amount of income which could have been
obtained as a net return on home investment

if owner-occupied residences were rented to
others. Several tax authorities have contended

that the omission of such rental income from the

tax base confers "an immense tax benefit to

the person who occupies his own home" and

results in tax discrimination between renters

61The following tabulation shows the net long-term 
capital

gains reported on the 1957 Colorado returns classified by 
adjusted

gross income groups:

Total
number

Adjusted gross of tax-

income class payers

Long-term capital gains included at
50 percent:

Number of

taxpayers
reporting

Percent
of total
tax-

payers

Net
amount of

capital Average

gain net

(thousands) gain

$ 0- 4,999 357,600 27,000 7.6 $12,630 $ 467

5,000- 7,999 120,700 11,000 9 . 1 5,244 476

8,000- 9,999 23,000 3,900 17.0 2,193 562

10,000- 14,999 14,320 4,310 30.1 4,363 1,012

15,000- 49,999 8,532 4,364 51.1 8,495 1,946

50,000 and over 669 507 75.8 8,693 17,145

Totals 524,821 51,081 9.7 $41,617

• Sum of items may not equal total because of rounding.

5)These adjustments, based on ratios developed by 
Holland

from federal data, were made on the assumption that the 
national

ratios were applicable to the State since Colorado's per calerta

personal income in recent years has closely approximated 
the

median for the Nation. See Holland, op. cit., Table 1, p. 315.

53In contrast, under the income tax laws of England and 
several

other countries imputed rent derived from the ownership of 
real

property explicitly is considered to be income and is taxed 
accord-

ingly. See Simon, op. cit., pp. 113-119.
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and homeowners.54 Moreover, this type of tax
exemption has a regressive effect on the tax
structure since the extent of homeownership
among taxpayers tends to vary directly with
income. For example, a recent Federal Reserve
study indicates that in 1957 about 80 percent of
non-farm households with incomes of $10,000 or
more owned their own homes, whereas home-
ownership was only 40 percent among those
With net incomes of $4,000 or less.55 However,
since estimates of imputed income are included
ni the Department of Commerce measures of
interest and rent it is necessary to make ap-
propriate adjustment for these factors in the
derivation of taxable income.

After all of the above adjustments are taken
into consideration it appears on net balance that
$459 million, or approximately 14 percent of
the personal income received in Colorado, did
not find its way into the state income tax base
because of statutory exclusions and conceptual
differences. Comparable studies made on the
national level indicate that more than 11 percent
of personal income is excluded from the federal
tax base for the same reasons." The Colorado
and federal percentage estimates of this type of
leakage from the tax base should roughly ap-
proximate each other since the broad definitions
of adjusted gross income for tax purposes are
generally similar under both codes.

Although we can definitionally account for
about $459 million of income excluded from the
adjusted gross income concept, the gap between
ttie personal income total (column 1) and the
adjusted gross actually reported on the returnsfiled (column 5) amounted to almost $960 mil-lion. Thus, the other missing $500 million,
a_Pproximating 15 percent of the personal income
11°W, must be considered unreported income
Which never found its way into Colorado's nor-Mal income tax base." In part, it can belexplained by the fact that returns were not
egally required from an undisclosed number of

Balch, "Individual Income Taxes and Housing," National_ ournal, June, 1958, pp. 168-182; R. E. Paul, "Erosion of these and Rate Structure," Tax Law Review, Vol. 11, 1956,
D. B. Marsh, "The Taxation of Imputed Income," The

Science Quarterly, December, 1943, pp, 317-336; H. Simon,pp. 112-119; and W. Vickrey, op. cit., pp. 18-24.
veZederal Reserve System—Survey Research Center of the 'tint-aro  cf Michigan, "1957 Survey of Consumers Finances: Housing" Durable Goods," Federal Reserve Bulletin, June, 1957, p. 639.
and"Holland estimated the conceptual difference between personal
Derceancl usted gross income for the federal income tax to be 11.6
for thi for 1952. Similarly, the estimates reported by Pechnian
Years s conceptual difference averaged 11.3 percent for the nine1948-1956 inclusive. See Holland op. cit., Tables 2 and 3,415-317; and Pechman, op. cit., Table 1, p. 4.
er;c:r8„%ate Part of this unreported income may represent statisticalince neither the Department of Commerce nor the ColoradoTe tax survey data are absolutely precise figures. See Appen-sanit,'? this chapter for methods of estimation, description ofOle, and statistical limitations of the Colorado income tax data.

individuals whose incomes were below the re-
quired filing minimum of $750 per annum." The
remainder of this leakage represents the under-
reporting of income due to deliberate tax
evasion and/or oversight on the part of tax-
payers. It is difficult to come up with any exact
figures as to the magnitude of these factors, but
rough estimates of the degree of underreporting
of particular types of income can be obtained
by comparing the wages and salaries, entre-
preneurial incomes, and property incomes actu-
ually reported on the 1957 tax returns (column
5) with the estimated amounts that taxpayers
should have reported on the basis of the data
which correspond with the Department of Com-
merce income figures for Colorado (column 3).
The distribution of the major sources of ad-

justed gross income is shown in Table 12.17 and
the percentage variations in reporting particular
types of income on the Colorado tax returns
appear in Chart 12.10. It is estimated that 87
percent of the total wages and salaries received
showed up on the 1957 returns and 13 percent
went unreported. However, the studies of both
Goldsmith and Holland indicate that only about
5 percent of wages and salaries was under-
reported on federal income tax returns during
1946 and 1952.59 Because taxpayers generally
report the same amount of wage income on both
their federal and state tax returns, particularly
since the Colorado payroll withholding is tied to
the federal withholding reported by employers,
it is reasonable to assume that the 5 percent
national ratio of wage leakage is applicable to
the 1957 Colorado state income tax returns.
Thus, it appears that approximately $150 mil-
lion, or more than half of the 13 percent of labor
income unreported on the Colorado returns,
represented wages which were legally excluded
from adjusted gross income primarily because
incomes were below the minimum required for
filing. In contrast, the percentages of under-
reporting of the other major sources of income
are significantly higher than that calculated
for wages and salaries and, in part, must be
attributed to the fact that comparable "with-
holding-at-source" methods of collection are not
applied to non-wage incomes. It is estimated that
about 27 percent of the income derived from

IRAs noted, on the basis of the 1957 resident returns filed in 1958
approximately 20 percent of Colorado's total population were
neither income taxpayers (in the reporting sense) nor the depen-
dents of taxpayers. However, it is not possible to ascertain the
number in this group that were legally exempted from filing
because of inadequate income. Moreover, many individuals who
were legally exempted tiled returns in order to obtain payroll
withholding refunds. About 15,000 nontaxable refund returns, or
12 percent of the total number of nontaxables were in the ad-
justed gross income category of $750 or less in 1957.

5°Goldranith, op. cit., p. 302; and Holland, op. cit., p. 320, Table 4.
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the ownership of property, 30 percent of the
income of business and self-employed profes-

sional persons, and 43 percent of farm income

were not reported on the 1957 Colorado tax

returns. On the other hand, the estimates on the
underreporting of farm and property incomes

(dividends, interest and rents) for the Colorado
returns worked out to be considerably lower

than those calculated for federal returns by
Goldsmith and Holland." But it should be noted

that the latter, except for the category of non-

farm business income, generally confirm the

pattern of the Colorado estimates.

Table 12.17

Distribution of the Major Sources of Adjusted

Gross Income Reported on Colorado Personal

Income Tax Returns, 19573

Amount
(thousands)

Percentage
distribution

Wages and salaries $1,824,233 76.5

Proprietors (entrepreneurial) income 316,374 13.3

Business income 180,912 7.6

Farm income 66,760 2.8

Self-employed professional 61,390 2.6

Miscellaneousb 7,312 0.3

Property income 200,822 8.4

Dividends 71,072 3.0

Interest 63,897 2.7

Rents and royalties 65,853 2.8

Net capital gains 37,463 1.6

Net long-term capital gains* 41,617 1.8

Net short-term capital losses —4,154 0.2

Annuities 4,793 0.2

Adjusted gross incomed $2,383,685 100.0

• Based on survey of Colorado 1957 tax returns filed in 1958.

b Proprietor income of taxpayers whose primary sources of income

were wages, or interest, dividends, rents, etc.

• Total net long-term capital gains were $83.3 million, of which 50

percent were taxable by statute.

d Before travel allowance deduction.

In the aggregate it appears that the adjusted
gross income leakage on the 1957 Colorado tax
returns was in the neighborhood of $500 million,
and that the amount underreported by tax-
payers, deliberately or through oversight,
ranged between $300 and $350 million, or ap-

.The Goldsmith and Holland estimates for the underreporting

of particular types of income on federal tax returns for 1946 and

1952 are as follows:

Percentage estimates of
underreported income:

Type of income 1946. 1952b

Wages and salaries 5 5

Proprietors' income 29 30

Farm Income 64 61

Business and professional 13 12

Property income 42* 39d

Dividends 24 13

Interest 63 61

Rent 55

• Goldsmith, op. cit., p. 302.
• Holland, op. cit., p. 320, Table 4.
• Computed average of the reported rates on dividends, interest and

rents, weighted by Holland's 1052 national data.

d Based on the Goldsmith rate for rents since Holland has no rent
estimate.

proximately 10 to 12 percent of the total adjusted

gross income that should have been reported for

tax purposes. Again, the reader is forewarned

that these data are imprecise, although generally

indicative of the importance of the problem."
Of course, in terms of taxpayer compliance the

voluntary reporting of 88 to 90 percent of the

adjusted gross income represents a very sub-

stantial proportion of taxable income and, as

such, makes clear that the erosion of the Colo-

rado personal income tax base cannot be mainly

attributed to widespread underreporting of in-

come. Nevertheless, the marked variations in
the degree of reporting different types of income

creates serious "horizontal" inequities in the tax
system. As observed by Holland: 62

. . . some taxpayers because of the particu-
lar sources from which their income derives,
are in a better position to play the game of
tax avoidance than others. A game not open
equally to all is unfair . . . . This is a matter
of concern because it leads to continual tax-
payer irritation and ultimate disrespect for
the income tax whose success depends on a
high standard of reporting.

INCOME REPORTED AND UNREPORTED BY TYPES OF INCOME,

COLORADO PERSONAL INCOME TAX RETURNS, 1957
( IN PERCENT )

PERCENT OF TOTAL INCOME RECEIVED
20 40 CO 80

WAGES AND
SALARIES

TOTAL
ADJUSTED

GROSS INCOME

PROPERTY
INCOME

BUSINESS AND
PROFESSIONAL

INCOME

FARM
INCOME

idO

..........

0 20 40
PERCENT OF TOTAL

REPORTED INCOME

SOURCE Toble 12.16

CHART 12.10

60 80
INCOME RECEIVED

MEI UNREPORTED 
INCOME

oirt may be appropriate, however, to remind the r
eader at

point of the maxim that "it is better to be loosely 
correct,

precisely incorrect."incorrect."

0,0p. cit., p. 317.

i00
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Table 12.18

Derivation of the Colorado Personal Income Tax Base° from Personal Income Received, 1957

1. Personal

2. Deduct:

3. Equals:

4. Deduct:
5. Equals:

6. Deduct:
7. Equals;
8. Deduct:

9. Equals:

10. Deduct:

11. Equals:
12. Deduct:

13. Equals:

14. Add:

15. Equals:

income received b

Statutory exclusions and conceptual
differences.
Corresponding adjusted gross income
(before travel allowance)
Unreported adjusted gross incomed
Reported adjusted gross income on all
returns (before travel allowance)•
Statutory travel allowance
Adjusted gross income on all tax returns
Adjusted gross income of nontaxable
returns
Adjusted gross income of taxable
returns
Statutory personal expenses of taxable
individuals:
(a) Itemized deductions 1
(b) Standard deductions,
(c) Federal income tax deductions

Total deductions

Adjusted net income of taxable returns
Personal exemptions of taxable
individuals

NET TAXABLE INCOME
(NORMAL TAX BASE)
NET SURTAXABLE INCOME
(SURTAX BASE)

NET INDIVIDUAL INCOME
TAX BASE

Percentage distribution
based on:

Amount Personal
(thousands) income
$3,339,000 100.0

459,000 --13.7

2,880,000 86.3
496,315 --14.9

2,383,685 71.4
44,379

2,339,306 70.1

282,140 --8.5

2,057,166 61.6

163,031 -4.9
94,761 --2.8
275,947 -8.3
533,739 --16.0

1,523,427 45.6

724,568 --21.7

798,859 23.9

79,958 2.4

878,817 26.3

Adjusted
gross income

100.0

-6.8
--4.0
--11.6
--22.4

63.9

-30.4

33.5

3.4

36.9

• Excludes taxable income of fiduciaries.
b U. S. Department of Commerce, Survey of Current Business, August, 1958, Table 55, p. 20.
• Supra., Table 12.16, column (2).
d Supra., Table 12.16, column (4).
• This and all subsequent items based on data derived from survey of Colorado 1957 personal income tax returns.
Except for federal income tax.

In brief, almost $1 billion, or about 29 percent
of the total personal income received in Cob-
ado in in 1957, never found its way into the ad-
Justed gross income reported on all returns
because of explicit statutory exclusions, con-
ceptual differences in the definitions of income,
and legal and illegal underreporting of income.
Stated positively, only $2.4 billion, or 71 per-
cent of the total flow of personal income
received by Colorado residents in 1957, as
rneasured by the Department of Commerce, was
reported on the individual tax returns filed for
that year. This is considerably less than the
comparable 81 percent ratio of adjusted gross to
personal income maintained on federal income
ax returns in recent years." In part, it reflects

ret 
ta-phe ratios of reported adjusted gross income on federal taxurns to national personal incomet for the five most recent yearsor which data were available are calculated below:

Year

•
P. rn b. Treasury Department, Statistics of Income for 19.55 (Wash-Ecgotoo, 1958), p. 69, for years 1952-1955, inclusive.

n°1nic Report of the President (Washington, 1958), p. 129.A• 
-echrnan, op. cit., p. 4.

Adjusted gross National Adjusted
income on personal gross income

federal returns • income b as percent of
(billions) (billions) personal income

1056 $265. $327 81
1955 249 306 81
1954 230 287 801953 230 286 801952 217 272 80

the fact that administrative enforcement and
taxpayer compliance on the national level
continue to be significantly superior to that
achieved on the state level.
Table 12.18 summarizes the derivation of net

taxable income from personal income received
and Chart 12.11 shows the major factors respon-
sible for the shrinkage of the 1957 Colorado in-
dividual income tax base. The preceding
analysis of excluded and underreported income
accounted for less than $1 billion of the total
leakage in the circuit flow of income from
receipt to tax base. Various deductions per-
mitted under the Colorado code-particularly
statutory personal expenses and personal
exemptions-accounted for the remaining gap
of $1.6 billion which was two-thirds of the $2.4
billion of adjusted gross income (before travel
allowance) reported on all returns.
Generally, adjusted gross income represents

the taxpayer's income net of expenses incurred
in earning such income. In the case of the Colo-
rado tax, however, it is useful to distinguish
adjusted gross income before and after travel
allowance since Colorado is unique among the
income tax states in permitting a standard
minimum travel expense deduction of $75 to all
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taxpayers with earned income. This provision
alone removed more than $44 million from the
tax base, or slightly less than 2 percent of the
adjusted gross income. The latter, after travel
allowance, was $2,339 million, or almost exactly
70 percent of the personal income received by
Colorado residents in 1957. If from this figure
we further subtract the $282 million of income
reported on nontaxable returns," we obtain
an adjusted gross income of approximately
$2,000 million for those individuals subject to
normal tax.

In turn, the statutory personal expense deduc-
tions taken by taxable individuals totaled $534
million which represented more than one-fourth
of their adjusted gross income. Moreover, the
relative importance of the Colorado provision
permitting full deductibility of federal income
taxes in addition to other personal expenses is
indicated by the fact that the $276 million of
federal tax deduction accounted for more than
the total amount of all other itemized and stand-
ard personal expenses reported on taxable re-
turns. But the largest single factor responsible
for the shrinkage of the tax base, as shown in
Chart 12.11, was the personal exemption deduc-
tion which in 1957 was raised by the legislature
from $600 to $750 per taxpayer and dependent.
The exemption increase on taxable returns alone
eliminated some $145 million of income from the
tax base, and the dollar value of the total ex-
emptions claimed by taxable individuals was
$725 million—a deduction in excess of one-third
of the reported adjusted gross income of this
group.

After these exemptions are deducted, the re-
maining $800 million constituted the net taxable
income used as the basis for the computation of
the normal tax liabilities on the 1957 returns. In
brief, it appears that after statutory personal ex-
pense and exemptions are taken the normal tax
base represented only about one-fourth of the
personal income received and one-third of the
income reported on all taxable and nontaxable
returns. To the net taxable income we must
add the net surtaxable income, i.e., gross income
from intangibles less surtax exemptions," which
amounted to another $80 million, or more than
10 percent of the net income subject to normal
tax.

"Nontaxable returns were eliminated

analysis because the sum of personal expenses

exceeded the adjusted gross income for these
by the following tabulation;

Nontaxable Returns

Personal expenses:
(a) Itemized deductions

at this point in the
and exemptions

returns, as shown

Amount
(thousands)

$ 25,482

(b) Standard deductions 19 .233

(c) Federal income tax deductions 8,937

Total 53,652

Personal exemptions 347,017

Sum of personal expenses and exemptions 400,669

Reported adjusted gross income 282,140

Excess of deductions and exemptions over
adjusted gross income 118,529

MAJOR FACTORS RESPONSIBLE FOR. THE EROSION OF
1157 COLORADO PERSONAL INCOME TAX BASE

UNDERREPORTEDs INCOME

STATUTORYEXCLuSIONS151 47.

PERSONAL
E HAP TIONS

21.7%

SOURCE : TADLE 12.16

SURTAX EASE
2.47.

NORMAL TAX EASE 25.9

MIT ED el-\ ,,STANDARDI \ ',DEDUCTIONS"FEDERAL", 7.7%INCOME "
I \\ T AXAX\ DEDUCTIONSNON. \ 6.37.I TAXAEL E\
RutuRNs\
6.6,6

TRAVE L
ALLOWANCE1.97.

CHART 12.11

Thus, at the end of the income circuit, the net

individual income tax base for Colorado was
$880 million, or just slightly more than one-
third of the adjusted gross income actually

reported on all tax returns. Viewed in terms of
erosion, it is estimated that only 26 percent of

the total personal income received by Colorado

residents in 1957 found its way into the States

individual income tax base and, hence, three"

fourths was never subjected to state income

taxation. In contrast, federal returns reveal that

more than 40 percent of the personal income
received by the nation as a whole was included

in the federal income tax base during the most

recent years for which data are available.66 The

fact that the State ratio is more than one-third

lower than the federal must be attributed 111
large part to the higher personal exemptions on

the state level and the reciprocal income talt

deductibility provisions which result in a con-

"Total personal income for the United States amounted 
to $285

billion in 1954 and $307 billion in 1955; total taxable 
inconr

reported on federal returns was $115 and $128 billion, 
respective'''.

for these two years. See U. S. Department of Commerce, 
Survey,

of Current Business, August, 1958, Table 1, p. 13; U. S. Treasug

Department, Statistics of Income for 1954 (Washington,
Table 1, p. 33; and Statistics of Income for 1955 (Washington,
Table 1, p. 18.

"Net surtaxable income as reported on the 1957 taxable 
retail°

jeS4
was equal to the $123.3 million of gross surtaxable 

income

$43.3 million of surtax exemptions.
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siderably large bite being taken from the State
tax base because of the relatively high federal
rate structure. Finally, to carry the analysis one
step further, it should be noted that the normal
and surtax rates applied to the "eroded" tax base
produced a total tax liability of $18.3 million
for Colorado taxpayers in 1957.67 Expressed as
average rates, it means that this tax liability
Worked out to be only 2.1 percent of net taxable
income, .8 of 1 percent of all reported adjusted
gross income (taxable and nontaxable after
travel allowance), and .5 of 1 percent of the
total personal income received in Colorado that
Year, as estimated by the U. S. Department of
Commerce.

Personal Deductions and Exemptions

The comparative magnitudes and distribution
of the statutory personal expense deductions
and exemptions reported by Colorado taxpayers
on their 1957 returns are reviewed in this sec-
tion. Under the Colorado code the deduction
of allowable personal expenses is provided for
by the following three methods:

Itemized deductions-All taxpayers have the
Option of itemizing personal expenses which
are explicitly covered by statute, such as med-
ical expenses, contributions, interest and taxes.

Optional standard deductions - In lieu of
itemizing, taxpayers with adjusted gross in-
comes of $5,000 or more may elect to take a
tandard deduction of 10 percent of their ad-
Justed gross income or $1,000, whichever is
lesser, plus an amount equal to the federal in-
come tax paid during the taxable year. In the
case of married taxpayers filing separately the
maximum deduction is limited to $500 for each
sPouse.

Table deductions-Taxpayers with adjusted
gross incomes of less than $5,000 may use a tax
table prescribed by the Department of Revenue
vyhich incorporates a standard deduction equal
1° 10 percent of adjusted gross income, plus an
aMount equal to the average federal income taxpaid by such taxpayers."

19The above 818.3 million of tax liability is only for the regular
te 

e

n57"tarttevturns filed in 1958, and is exclusive of fiduciary, 
 

deficiency, 
 

Million and prior-year delinquent returns. In contrast, the $21.8rsen.,u jouft: 
em the

Y 

collections for 1957 shown in Table 12.4 includes
tak- gs fro all types of returns and actually represents he

eitl7erraPaY 

Ported on 1956 returns filed in 1957.

tabulatinn r°rrn

ers using the prescribed tax table may file returns
104, the regular tax return, or on Form 104A, aresident f Machine card which is limited in use to full

-time

interest
derived ?xPayers with adjusted gross incomes of less than 

an 
5.00,01

lely from "salaries, wages, commissions, dividends anreturns' Standard deductions based on the above two forms ioftiugnisneg be designated as "table deductions" in order to d s-
ta80aYers 

em from the "optional standard" deductions taken bywho do not use the table.

Table 12.19 shows the number of returns filed
and the total value of the personal expense
deductions for 1957 classified by the above
categories.

Table 12.19

Major Types of Personal Expense Deductions
Reported on Colorado Individual Income Tax

Returns, 1957

Type of
deduction

Tax returns. Total deductions
Total Percent
number of all
filed returns

Amount
(thou-
sands)

Percent
distri-
bution

Average
de-

duction
per

return
Table
Standard deduction 260,100 49.6 $ 66,618 11.3 $ 256
Federal income tax 105,600 20.2 55,600 9.5 527

Total 260,100 49.6 122,218 20.8 470

Optional standard
Standard deduction 80,228 15.3 47,375 8.1 597
Federal income tax 77,858 14.8 68,211 11.6 876

Total 80,228 15.3 115,586 19.7 1,441

Itemized
Medical expense 62,684 12.0 19,982 3.4 318
Miscellaneous 99,937 19.0 25,415 4.3 254
Contributions 153,608 29.3 31,207 5.3 203
Interest expense 127,774 24.4 54,901 9.4 429
Other taxes 174,311 33.2 57,009 9.7 327
Federal income tax 165,772 31.6 161,073 27.4 971

Total 184,493 35.1 349,587 59.5 1,895
Total, all returns 524,821 100.0 587,391 100.0 1,119

• Not additive.

The itemized deductions were quantitatively
the most important, exceeding the dollar value
of the table and optional standard deductions
combined. Although one-half of all taxpayers
used the tax table, their deductions amounted to
only $122 million, or one-fifth of the total. And
of this group, approximately 60 percent did not
have any deductible federal income tax ex-
pense.68 The optional standard deductions in
the aggregate were the least important. They
numbered less than one-sixth of the returns filed
and amounted to only $115 million, or less than
one-fifth of the total. It appears that taxpayers
in this category had relatively few deductible
expenses to itemize other than federal income
taxes since the latter were reported on 97 per-
cent of the returns and exceeded the standard
deduction by more than $20 million. In contrast,
itemized expenses were reported on more than
one-third of the tax returns and totaled almost
$350 million, or approximately three-fifths of
the deductions claimed by all taxpayers. More-
over, when the data are expressed as averages,
the itemized deductions were four times as
large as those based on the tax table and one-
third larger than the optional standard deduc-
tion.

•,Of course, the relatively small percentage of taxpayers subject
to federal tax in this category is mainly due to the fact that it
includes the bulk of individuals with the lowest adjusted gross
Incomes. For example, the distribution of nontaxable returns by
type of deductions was as follows: 78 percent table deductions;
19 percent itemized deductions, and only 3 percent optional stand-
ard deductions.
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As is strikingly evident, the most important
single deduction was the federal income tax
expense. It was taken by 90 percent of the tax-
payers filing itemized returns and amounted to
more than $161 million, or 46 percent of the total
of itemized expenses. When aggregated for all
returns filed—table, optional standard and item-
ized—it amounted to $285 million, or practically
one-half of the total deductions claimed by all
taxpayers, as shown on Chart 12.12. The "other
taxes" category of $57 million was the second
largest itemized expense but only accounted for
10 percent of the total deductions. In turn, the
deductible interest expense was slightly smaller
—about $55 million, or 9 percent of the total.
Charitable contributions were reported by 29
percent of the taxpayers but amounted to only
5 percent of the total deductions, and miscellan-
eous expenses were reported by 19 percent of
the taxpayers and accounted for 4 percent of the
total (Chart 12.13).

PERCENTAGE DISTRIBUTION OF TOTAL DOLLAR AMOUNT OF

PERSONAL EXPENSE DEDUCTIONS REPORTED ON

COLORADO INDIVIDUAL INCOME TAX RETURNS, 1957

_1 \

9.0

TO TOTAL \
FEDERAL \

INCOME TAX--
DEDUCTIONS

48.5%

P••••or "Va.
OrIS

SOURCE Table 12 19

CHART 12.12

Quantitatively, the least important itemized
deduction was represented by allowable medical
expenses which were claimed by only 12 per-
cent of the taxpayers and amounted to less
than $20 million, or approximately 3 percent
of the total deductions reported on all returns.
The relatively small amount of deductible med-
ical expense is partly explained by the fact that
the Colorado statute permits the deduction of
only such expenses in excess of 5 percent of
adjusted gross income while the federal code
and eight other income tax states allow medical

PERCENTAGE OF ALL TAXPAYERS R.EPORTING
MAJOR. TYPES OF DEDUCTIONS ON

COLORADO INDIVIDUAL INCOME TAX RETU12.N5
115/
PERCENT OF ALL RETURNSTYPE OF

DEDUCTIONS 0 20 40 SO 80

FEDERAL INCOMC TAX

TABLE • STANDARD

OTHER TAX EXPENSE

CONTRIDUTIONS

INTEREST EXPENSE

MISCELLANEOUS EXPENSE

OPTIONAL • STANDARD

MEDICAL EXPENSE

1_ I

20 40 GO DO
PERCENT OF ALL RETURNS

SOURCE t TABLE It 19

CHART 12.13

expenses in excess of 3 percent." It is estimated

that if Colorado had used 3 percent as the

break-off point the allowable medical expenses

would have been approximately $7 million

larger for those taxpayers who reported medical

deductions on their 1957 returns.T1 In general

terms, however, the broad variations in the

number and amount of these major forms of

deductions—standard and itemized—may be at-
tributed essentially to the distribution of in'
come before tax since deductible expenses for
tax purposes tend to vary in a significant man-

ner with levels of taxpayer income.

Table 12.20 and Chart 12.14 show the 
total,

itemized and standard deductions reported an

the 1957 Colorado tax returns classified by ad'
justed gross income categories.

Taxpayers with incomes of less than $5,000

representing 68 percent of all individuals filing

returns, had personal deductions of $205 
million

or 35 percent of the total reported; those 
wit12

incomes from $5,000 to $10,000, representing 2'

,

,,,Supra., Table 12.7.

"The total adjusted gross income for taxpayers who 
clairned

allowable medical expenses on their 1957 returns was al31
30326-

mately $350 million.
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Table 12.20

Distribution of Personal Expense Deductions
by Adjusted Gross Income Classes, Colorado

Individual Income Tax Returns, 1957

Adjust ed gross
income classes

$ 0_$4,999
5,000- 7,999
8,000 - 9,999
10,000 - 14,999
15,000_ 49,999
50,000 and over

Total
of Federal Other Combined

Adjusted personal income itemized standard
de- tax de- de- de-

ingcrooisisie ductions ductions• ductionsb ductions.

A. Dollar amounts (in thousands)

$ 963,169 $204,966 $ 84,865 $ 51,880 $ 68,121
744,463 186,153 79,511 74,471 32,271
203,492 55,478 26,548 21,672 7,258
168,488 46,027 24,379 17,057 4,591
201,022 66,412 45,103 19.605 1,704
58,672 28,356 24,478 3,830 48

Total 2,339,306 587,392 284,884 188,515 113,993

$ 0 - $4,999
5,000 - 7.999
82000 - 9,999
10000. 14,999
15,000 -49,999
50,000 and over

Total

B. Percent of adjusted gross income
100.0 21.3 8.8
100.0 25.0 10.7
100.0 27.3 13.0
100.0 27.3 14.4
100.0 33.0 22.4
100.0 48.3 41.7

100.0 25.1 12.2

5.4
10.0
10.7
10.1
9.8
6.5

7.1
4.3
3.6
2.7
0.8
0.1

8.1 4.9
▪ Combined table, optional standard, and itemized returns.
b it2.21.emized deductions, exclusive of federal income tax, listed in Table1 

• Table and optional standard deductions, exclusive of federal incometax.

percent of the taxpayers, accounted for another
$242 million, or 40 percent; while the remaining
three categories with incomes above $10,000,representing less than 5 percent of all taxpayers,
deducted personal expenses in excess of $140
Million, or 24 percent of the total. Similarly,
When the deductions were measured as percent-
ages of adjusted gross income there were im-
portant variations between income levels. Tax-
PaYers with incomes above $50,000 reduced their
taxable incomes by 48 percent as a result of
leFallY deductible expenses; whereas, those
with incomes of less than $5,000 were able to
elami deductions which averaged only 21 per-
cent.. When federal income tax expense was
Considered by itself the degree of direct vari-
atIon between income levels became even more

fi'r. °flounced, ranging from 42 percent for the
1°w
Ighest.est income category to 9 percent for the

Orl the other hand, the standard deductionsac.t
, uadY varied inversely with income-froms.uptil+1

more than 7 percent for taxpayers with
Te°Ines below $5,000 to less than one-tenth of

rrnarily
P.ereent for those above $50,000. Of course, this

reflects the fact that the ratio of
emized to standard returns was considerablyreater at the higher levels of income. In the°west income class three-fourths of all tax-tayers used the tax table or took the optional

'$'1anndard deduction, but at income levels above
u,000 the situation was reversed with ap-

proximately one-fourth of the taxpayers taking
standard deductions and three-fourths itemizing
their expenses.

PERSONAL EXPENSE DEDUCTIONS AS PERCENT OF ADJUSTED GROSS INCOME
COLORADO INDIVIDUAL INCOME TAX RETURNS, 19 57

ZOIVTIDC"LIIW'INCONIE

SO
VI TOTAL 0112SONAL DE.D.TIONS

reoe”, 1.41{ DEDUCTIONS

Ell 0111E4 111,4111.0 DEDUCTIONS

• STANDALD Dt [DICTION* •CIPTIONAL A.

•0

SOLID" ' TABLE It 10

44000 AT, SITE. ,000 • 441 T..

ADJUSTED 4140SS INCOME CLASSES

CHART 12.14

40

20

The total dollar amount of itemized deduc-
tions, exclusive of the federal tax expense, when
measured as a percentage of adjusted gross in-
come indicated a relatively high degree of
stability between income levels-approximately
10 percent for each of the four income categories
between $5,000 and $50,000, and about 6 per-
cent at both ends of the income scale. But here,
also, there were some marked differences be-
tween specific itemized expenses when classified
by adjusted gross income, as shown in Table
12.21. For example, individuals with incomes
between $5,000 and $10,000, representing 27
percent of the taxpayers and 41 percent of the
income reported on all returns, accounted for
59 percent of the total interest expense and
52 percent of the "other tax" deductions. In con-
sideration of the fact that interest costs and
property taxes on owner-occupied residences are
deductible expenses and the recent estimate
that "consumers with incomes of $5,000 or more
owned more than one-half of all nonfarm houses
early this year (1957),"72 the above percentages
partly reflect the tax advantage of homeowner-
ship for Colorado taxpayers in the middle in-
come categories.'"

,"-Federal Reserve Board of Governors-Survey Research Centerof the University of Michigan, "1957 Survey of Consumer Finances:Housing and Durable Goods," Federal Reserve Bulletin, June, 1958,p. 630. The Federal Reserve estimate is for the nation and itsincome categories of spending units are not strictly comparablewith those developed above for individual taxpayers. However,
the conceptual difference will not materially alter the picture and
since Colorado is a fairly typical state, it may be assumed thata somewhat comparable distribution of home ownership prevails
in Colorado.

,"As noted, both the federal and state tax codes provide tax-payers who own their homes with a double tax advantage for inaddition to the above deductible expenses the imputed rentalvalues of owner-occupied residences are excluded from the taxbase.
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Table 12.21

Distribution of Itemized Personal Expense Deductions by Adjusted Gross Income

Classes, Colorado Individual Income Tax Returns, 1957

Adjusted gross
income classes

Total of
itemized
deductions

Medical
expenses

Miscel- Charitable
laneous contribu-
expenses tions

Interest
expenses

Other tax
expenses

Federal
income tax
expenses.

0 - $4,999
5,000- 7,999
8,000- 9,999
10.000- 14,999
15,000- 49,999

$ 77,704
116,363
37,864
33,324
57,205

$ )3,847
7,532
1,777
1,119
652

A. Dollar amount (in thousands)

$ 7,437 $ 7,747
7,619 11,041
2,798 3,281
2,752 3,070
3,478 4,557

$12,625
25,229
7,053
4,777
4,418

$15,224
23,050
6,763
5,339
6,500

$ 25,825
41,891
16,192
16,26$
37,599

50,000 and over 27,128 55 1,331 1,511 799 134 23,298

Totalb 349,588 19,982 25,415 31,207 54,901 57,010 161,073

B. Percentage distribution

$ 0-84,999 22.2 44.2 29.3 24.8 23.0 26.7 16.0

5,000- 7,999 33.3 37.7 30.0 35.4 46.0 40.4 26.0

8,000- 9,999 10.9 8.9 11.0 10.5 12.8 11.9 10.1

10,000 - 14,999 9.5 5.6 10.9 9.8 8.7 9.4 10.1

15,000 - 49,999 16.3 3.3 13.6 14.6 8.0 11.4 23.3

50,000 and over 7.8 0.3 5.2 4.9 1.5 0.2 14.5

Tota1b 100.0 100.0 100.0 100.0 100.0 100.0 100.0

• Exclusive of federal income tax for table and optional standard returns.

b Sum of individual income classes may not equal totals because of rounding.

The allowable medical expense was the only
itemized deduction permitted under the Colo-
rado code which on a percentage basis was con-
centrated in the lowest income category. Of the
total number of taxpayers reporting medical
expenses, more than 50 percent had incomes of
less than $5,000, and only 5 percent were in the
income class of $10,000 or more. Similarly, in
terms of the actual dollar amount of medical
deductions allowed, more than 44 percent was
claimed by taxpayers in the lowest income cate-
gory and less than 10 percent by those in the
top income classes above $10,000. And although
the average was considerably larger for tax-
payers with higher incomes, the medical
expense was the only itemized deduction which
as a percentage of adjusted gross income varied
inversely with the levels of income and worked
out to be relatively most important for the
lower income groups.

The following tabulation shows the average
value of some specific expenses reported on the
1957 itemized returns, classified by adjusted
gross income.

Table 12.22

Average Value of Selected Itemized Deductions

Colorado Individual Income Tax Returns
1957

Average deduction per taxpayer reporting

Exemptions
per return

Returns Sled
Number Percent

Adjusted gross
income classes

Medical Contri- Federal
expense butions tax expense

1
2
3

163,949
115,265
76,791

31.2
22.0
14.6

$ 0 - $4,999
5,000- 7,999

$ 286
306

$ 125
178

$ 363
655

4
5
6

93,222
43,415
19,576

17.3
8.3
3.7

8,000- 9,999 411 237 1,137 7 and over 12,603 2.4

10,000 - 14,999 522 336 1,741 Total 524,821 100.0
15,000 - 49,999 881 707 5,631

50,000 and over 1,619 2,544 37,820

Total 318 203 971 74See Table 12.9.

In brief, it is evident from the over-all data
that not withstanding the above differences
Colorado taxpayers in the higher income classes
generally were able to charge a significantly
larger absolute and relative amount of
deductible expenses against their reported ad-
justed gross income than was possible for other
taxpayers, and primarily because of the statu-
tory provision permitting the deductibility of
federal income taxes.

The personal exemption deduction of $750
per taxpayer and dependent provided by the
Colorado income tax code,74 is the largest single
factor accounting for the erosion of the Colo-
rado individual income tax base. The total dollar
value of exemptions exceeded $1,000 million,
or 46 percent of the adjusted gross income re-
ported by all taxpayers. By itself, the $150 statu-
tory increase in the 1957 exemption resulted in
a reduction of more than $200 million in the tax
base. The total of personal exemptions claimed
on the 1957 tax returns, classified by the number
per return, is shown in the following tabulation.

Table 12.23

Personal Exemptions, Classified by Number

per Return, Colorado Individual Income Ta%

Returns, 1957

Exemptions claimed

Number Percent

163,040 11.5

230,530 16.
230,373 16.1

372,888 26.1
217,075 15.2

117,456 8.2

96,509 6.3

1,428,780 100.0
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On the basis of the survey data, the exemp-
tions represented an average of 2.7 per return
and an average deduction in taxable income of
more than $2,000 per taxpayer. Approximately
30 percent of the taxpayers had only one exemp-
tion, almost 50 percent claimed at least three,
and less than 15 percent were able to take five
or more exemptions. The above percentage dis-
tribution essentially reflects the age and family
structure of the Colorado population in 1957,
but the table understates the actual number of
exemptions per family to the extent that mar-
ried individuals filed separate returns.75 More-
over, the data also include the extra exemptions
granted under the Colorado code to taxpayers
who are blind or aged 65 or more, as shown
below.

Table 12.24

Extra Exemptions for Taxpayers Aged 65 or
More and/or Blind, Colorado Individual Tax

Returns, 1957

Type
Returns filed

Number Percent
Exemptions claimed
Number Percent

Age 65 or more1 exemption
Age 65 or more

36,606 69.9 36,606 55.0
2 exemptions 14,052 26.9 28,104 42.2

Total
Blind

50,658 96.8 64,710 97.2

1 to 3 exemptions 1,703 3.2 1,840 2.8
Total 52,361 100.0 66,550 100.0

• Includes taxpayers who were blind and aged 65 or more.

Extra exemptions were reported by one outOf every ten taxpayers filing Colorado tax re-
and practically 97 percent of such exemp-

tions were claimed by taxpayers aged 65 or more
and only 3 percent by the blind. On the whole,
the extra exemptions appear to have had a
relatively small impact on the income tax basefor they represented less than 5 percent of the
total exemptions taken by all taxpayers, and
dollarwise amounted to less than $50 million, or
a. Pproximately 2 percent of the adjusted gross
lilcome reported on all returns.
Table 12.25 shows the distribution of the extra

4 1.16 regular exemptions reported on the 1957Lax returns classified by adjusted gross income.

The was a greater concentration of extra,ex
ernptions than of regular exemptions in the

-lowest income category-almost 80 percent of4lie former in contrast with about 60 percent ofe latter. Also, the average number of regular
,e,xern. ptions per return rose from 2.3 to 3.4 withiclie increases in taxpayer incomes to the $10,000
S 
_e.vel, and then varied inversely, dropping succe-
tively to an average of 2.7 per return for the
.,°13 income class of $50,000 and more. However,notQs ed above,7° it is important to bear in mind

:SuPra., Tabl.! 12.5.'S
upra., P. 28.

that the actual tax saving obtained from any
single $750 personal exemption varied directly
and significantly with taxable income, ranging
from $75 for taxpayers subject to the 10 percent
marginal rate to $7.50 for those in the lowest
income bracket subject to the 1 percent rate.
And, of course, this direct variation between tax
savings and income levels also held for all the
other personal expense deductions described
above.

Table 12.25

Distribution of Personal Exemptions by
Adjusted Gross Income Classes, Colorado
Individual Income Tax Returns, 1957

Adjusted gross
income classes

Extra
exemptions

Number Percent
Regular exemptions

Number Percent Average
$ 0 - 51,999 52,800 79.3 809,400 59.4 2.26
5,000- 7,999 8,650 13.0 398,800 29.3 3.30
8,000- 9,999 1,640 2.5 77,480 5.7 3.36
10,000- 14,999 1,760 2.6 47,800 3.5 3.35
15,000 - 49,999 1,496 2.3 26,968 2.0 3.16
50.000 and over 204 0.3 1.782 0.1 2.66

Total 66,550 100.0 1,362,230 100.0 2.59

In addition to the normal exemptions the
Colorado code permits taxpayers to take a
special exemption against surtaxable income
derived from interest and dividends. Currently
it is $600 for a single individual and is limited
to $1,200 on a joint return if both husband and
wife each have surtaxable incomes of $600 or
more. Table 12.26 shows the gross and net sur-
taxable income reported on the 1957 Colorado
tax returns, classified by the adjusted gross in-
come categories used above.

Table 12.26

Gross and Net Surtaxable Income Reported
on All Individual Income Tax Returns

Colorado, 1957

Adjusted gross
income classes

A.

Gross Nct
surtaxable surtaxable
income income

Number of returns filed

Net as
percent
of gross

3 0 - $4,999 45,900 11,550 25.2
5,000- 7,999 30,200 5,450 18.1
8,000- 9,999 9,420 2,220 23.6
10,000- 14,999 8,220 3,330 40.5
15,000 - 49,999 6,532 3,840 58.8
50,000 and over 608 537 88.3

Total 100,880 26,927 26.7

B. Dollar amounts (in thousands)
$ 0 - 54,999 $ 43,337 513,725 31.7
5,000- 7,999 16,051 8,865 55.2
8,000- 9,999 8,524 5,503 64.6
10,000 - 14,999 13,291 10,045 75.6
15,000 - 49,999 29,262 24,417 83.4
50,000 and over 17,530 17,403 99.3

Total 127,995 79,958 62.5

On the basis of the above survey data, more
than a hundred thousand of Colorado's half
million taxpayers reported gross surtaxable in-
come which amounted to $128 million. However,
after surtax exemptions were deducted, less
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than 5 percent of the total returns filed showed
a surtax liability and the net surtaxable income
was only $80 million. In other words, the $600
exemption actually was larger than the surtax-
able income for three out of every four tax-
payers who had income from interest and divi-
dends. Moreover, the percentage of taxpayers
and surtaxable income in each category finally
subjected to surtax varied directly with the ad-
justed gross income levels, resulting in a signi-
ficant concentration of net surtaxable income in
the upper income brackets. For example, tax-
payers with adjusted gross incomes of $50,000 or
more represented only 2 percent of the indivi-
duals subject to surtax but accounted for 22 per-
cent of the total amount of net surtaxable in-
come, and the 16 percent with incomes in excess
of $15,000 accounted for more than 50 percent of
the total. In short, it is evident that the current
exemption of $600 per individual has effectively
eliminated the payment of any surtax for the
overwhelming majority of Colorado taxpayers
with adjusted gross incomes of less than $15,000
who had derived part of such income from
legally taxable interest and dividends.

Who Pays the Personal Income Tax?

On the basis of the survey data, it is possible
for the first time in two decades of Colorado
income tax experience to present a comprehen-
sive picture of the distribution of the personal
income tax by the taxpayers' source of income,
geographic location, size of income, and amount
of tax liability.

Table 12.27 and Chart 12.15 show the total
number of individual taxpayers, adjusted gross
income, and combined normal and surtax
liability reported on the 1957 Colorado personal
income tax returns, classified by industrial
sources of income.

Notwithstanding the widely held belief that
Colorado is essentially an agricultural and raw
materials producing state, it is evident that
quantitatively the most important industrial
sources of Colorado income and personal income
tax revenues were wholesale and retail trade,
government (federal, state and local combined),
personal and business services, and manufactur-
ing." These four categories alone accounted for
approximately 65 percent of the total number
of taxpayers and adjusted gross income, and
almost 55 percent of the total income tax
liability. In contrast, only 7 percent of the tax-
payers indicated that farming and/or livestock
raising was a primary source of income and
their reported adjusted gross income and tax

nThe adjusted gross income totals for the separate industrial
categories are approximations of the personal income originating
In the various sectors of the Colorado economy since the returns
were classified on the basis of the taxpayer's primary source of
"adjusted gross income" and not the total of "personal income"
received as defined by the Department of Commerce.

liability amounted to less than 5 and 4 percent
of the respective totals. Similarly, mining repre-
sented approximately 4 percent of the total re-
turns, income and tax liability. Moreover, the
percentages for the separate industry categories
of construction; finance, insurance and real
estate; and transportation and warehousing;
ranged from 4 to 6 percent and practically
equaled or exceeded those for agriculture and
mining. In general, the distribution of the tax
liability by industry classes follows the pattern
of adjusted gross income except for the cate-
gories of "government" and "all others." In the
case of the former, the relatively low tax
liability is partly due to the fact that "govern-
ment" is the only category which does not in-
clude a business profit or entrepreneurial in-
come component. On the other hand, the
relatively high tax liability for the "all other"
category may be explained by the fact that
97 percent of the returns in this group repre-
sented individuals whose major source of income
was derived from interest, rents and dividends
concentrated among taxpayers in the upper in-
come brackets and generally subject to higher
marginal tax rates.

Table 12.27

Number of Taxpayers, Adjusted Gross Income

and Tax Liability, Classified by Major
Industrial Sources of Incomea, Colorado
Individual income Tax Returns, 1957

Taxpayers
major source
of income.

Taxpayers
filing returns

Total Per-
number cent

Adjusted
gross income

Amount
(thou- Per-
sands) cent

Combined
income tax
liability"

Amount
(thou-per-
sands) cent

Agriculture 34,890 6.7 $ 103,166 4.4 $ 709 3.9

Mining 19,418 3.7 101,513 4.3 747 4.1

Construction 29,114 5.6 144,919 6.2 922 5.0

Manufacturing 63,991 12.2 329,174 14.1 1,958 10.7

Wholesale and
retail trade 108,461 20.7 464,652 19.9 3.507 19.1

Finance,
insurance real
estate 20,065 3.8 99,296 4.2 1,073 5.2

Transportation
and Ware-
housing 29,227 5.6 152,771 6.5 809 4.4

Other public
utilities 19,446 3.7 90,040 3.9 518 2.8

Personal and
business
services 79,832 15.2 338,204 14.5 2,918 15.9

Government
Federal
State

83,089
37,398
12,121

15.8
7.1
2.3

361,609
172,724
50,802

15.5
7.4
2.2

1,646
797
268

s.3
4.3
1.5

Local 33,570 6.4 138,082 5.9 581 3.2

All other d 37,288 7.1 153,962 6.6 3,519 19.2

Totals* 524,821 100.0 2,339,306 100.0 18,327 100.0

• Classification follows that of United States Department of Commerce.

Survey of Current Business, August, 1958, Table 70, p. 21.
b Combined income tax liability for normal tax and surtax.
• Returns classified in terms of major source of "adjusted gross income.

a Represents non-allocable interest, rents and dividends for 97 
perce

of returns in category.
• Totals may not equal sum of items because of rounding.
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PERCENT OF TAXPAYERS ,ADJUSTED GROSS INCOME AND TAX LIABILITY
BY MAJOR INDUSTRIAL SOURCES Of INCOME
COLORADO INDIVIDUAL INCOME TAX .1157
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Table 12.28 and Chart 12.16 present the num-
ber of taxpayers, adjusted gross income and tax
liability reported on the 1957 income tax returns
classified by thirteen geographic regions of the
State based on 1957 county populations shown
on the accompanying map, Chart 12.17. The eight
counties with the largest populations constitute
a relatively urbanized area along the eastern
slope with more than two-thirds of Colorado's
total population. The other fifty-five counties
were divided into five regions composed of
geographically contiguous units with aggregate
populations of approximately 100,000 residents
per region. As may reasonably be expected, the
distribution of the resident tax returns generally
reflects the population pattern, just as that of
tax liability reflects the income pattern. How-
ever, on this regional basis only Denver, Jeffer-
son and Boulder counties showed a percentage
of returns greater than that of their respective
populations. This may be partly due to a higher
incidence of working wives, or wives with in-
dependent incomes, in these counties and a cor-
respondingly greater proportion of separate re-
turns filed by married individuals. As a group,
the eight largest counties accounted for ap-
proximately four-fifths of the total dollar
amounts of adjusted gross income and tax
liability. In contrast, taxpayers in the remaining
fifty-five counties reported only 22 percent of
the income and paid less than 18 percent of the
total tax. The high degree of concentration of
income and tax among the State's urbanized
taxpayers is further indicated by the fact that
the four counties comprising the Greater Denver
Metropolitan Area represented more than one-
half of the tax returns and approximately three-
fifths of the total adjusted gross income and tax
liability. Denver alone — with a population
actually less than that of the fifty-five nonur-
banized counties combined—accounted for 36
percent of the taxpayers, 40 percent of the total
income, and 47 percent of the total income tax
liability for 1957. And Jefferson and Arapahoe
counties reported practically as much income
and tax as El Paso and Pueblo counties. More-
over, the ratio of tax liability to adjusted gross
income was significantly lower in the case of
Pueblo, Weld and Adams counties than for the
State as a whole.

Also, there were distinctive differences be-
tween the five composite regions outside the
band of metropolitan counties. For example,
Region XII in the southeast section of the State
appears to have been taxwise the poorest and
accounted for only 2 percent of the total income
tax; whereas, Region IX in the northwest corner
of the State with a smaller population, actually
paid twice as much in income taxes. Finally, it
may be noted that non-resident taxpayers ac-
counted for only one percent of the taxpayers,
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TOTAL NUMBER OF TAXPAYERS FILING RETURNS, ADJUSTED
GROSS INCOME AND COMBINED TAX LIABILITY BY GEOGRAPHIC
REGIONS, COLORADO INDIVIDUAL INCOME TAX RETURNS, 1957

REGIONS

DENVER

EL PASO

PUEBLO

JEFFERSON

ARA PA HOE

WELD
ADAMS

BOULDER

NORTHWESTERN

SOUTHWESTERN

SOUTH CENTRAL

SOUTHEASTERN

NORTHEASTERN

DENVER

EL PASO

PUEBLO

JEFFERSON

ARAPAHOE

WELD

ADAMS

BOULDER

NORTHWESTERN
SOUTHWESTERN

SOUTH CENTRAL

SOUTHEASTERN

NORTHEASTERN

DENVER

EL PASO

PUEBLO

JEFFERSON

ARAPAHOE

WELD

ADA MS

BOULDER

NORTHWESTERN

SOUTHWESTERN

SOUTHCENTRAL

SOUTHEASTERN

NORTHEASTERN

SOURCE Table 12.28
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income, and tax reported on the 1957 tax re-turns. In brief, it is evident on the basis of the
survey data that the personal income tax in
Colorado works out to be essentially an urban
tax due to the marked concentration of income,
wealth and economic activity in the geographic
band of metropolitan counties situated alongthe east-central slope of the State.
Table 12.29 and Chart 12.18 present the samebasic data, classified by adjusted gross income

categories.

Again in answer to the basic question of "Who
Pays the tax?" it is patently evident that in

4
4

4
4
4
4
4
4.

4.

terms of income classes the overwhelming
majority of taxpayers with adjusted gross in-
comes of less than $10,000 accounted for signi-
ficantly less than half of the total tax reported
on the 1957 returns.7' These data primarily
reflect the existent inequality and concentra-
tion of income before tax, the extensive erosion
of the tax base, and the low marginal rates for
the lowest taxable income brackets.

The above data are based on individual tax returns and should
not be interpreted as family units, particularly in light of the sub-
stantial number of separate returns filed by married individuals—.
approximately 20 percent of the total of all 1957 tax returns.



304

Table 12.28

Number of Taxpayers, Adjusted Gross Income, and Tax Liability, Classified by Geographic

Regions Based on Population, Colorado Individual Income Tax Returns, 1957

Regions

July 1,1957
Population•

Total
Number Percent

Taxpayers
filing returns

Total
Number Percent

Adjusted
gross income

Amount
(thousands) Percent

Combined
tax liabilityb

Amount
(thousands) Percent

Denver County 515,000 30.7 187,791 36.2 $ 925,517 39.8 $ 8,582 47.2
II El Paso County 118,000 7.0 31,544 6.1 140,961 6.1 1,375 7.6
III Pueblo County 116,000 6.9 33,677 6.5 153,198 6.6 907 5.0
Iv Jefferson County 105,000 6.3 35,498 6.8 179,996 7.8 1,280 7.1

Arapahoe County 95,000 5.7 29,408 5.7 153,508 6.6 1,213 6.7
VI Weld County 75,500 4.5 22,752 4.4 83,006 3.6 520 2.9
VII Adams County 75,000 4.5 20,491 4.0 96,601 4.2 424 2.3
VIII Boulder County 60,000 3.6 23,132 4.5 89,998 3.9 628 3.5
IX Northwestern Counties* 101,050 6.0 28,299 5.5 109,025 4.7 788 4.4

Southwestern Counties.] 104,800 6.2 28,435 5.5 112,854 4.9 720 4.0
XI Southcentral Counties• 102,725 6.1 24,505 4.7 95,491 4.1 569 3.2
XII Southeastern Counties f 107,300 6.4 23,082 4.4 75,981 3.3 389 2.2
XIII Northeastern Counties• 104,300 6.2 29,800 5.8 106,202 4.6 702 3.9

Totalb 1,679,675 100.0 518,413 100.0 2,322,338 100.0 18,099 100.0

Non-resident taxpayers 6,408 16,968 -- 228

Grand total 524,821 2,339,306 __ 18,327

• State Planning Division, Colorado Year Book, 1956-1958, p. 277.
b Combined normal and surtax liability.
* Larimer, Garfield, Routt, Moffat, Rio Blanco, Eagle, Grand, Clear Creek, Pitkin, Jackson, Summit, Gilpin counties.
d Mesa, Delta, Montrose, Montezuma, San Miguel, Dolores counties.
• La Plata, Fremont, Rio Grande, Alamosa, Lake, Chaffee, Gunnison, Saguache, Archuleta, Teller, Ouray, Park, San Juan, Custer, Mineral, Hinsdale

counties.
f Otero, Las Animas, Prowers, Conejos, Huerfano, Bent, Baca, Costilla Counties.
• Morgan, Logan, Yuma, Kit Carson, Washington, Lincoln, Crowley, Bedgwick, Phillips, Elbert, Douglas, Cheyenne, Kiowa counties.
b Totals may not equal sum of regions because of rounding.

It will be noted that individuals with incomes
of less than $3,000, representing more than 37
percent of all taxpayers, had 13 percent of the
adjusted gross income but were liable for only 4
percent of the total personal income tax. Of
course, this group of taxpayers is composed
of families and individuals with the lowest in-
comes-the reported adjusted gross income for
the group averaged less than $1,600 per tax-
payer-and such taxpayers with two or more
exemptions would not be subject to any income

Table 12.29

Number of Taxpayers, Adjusted Gross Income
and Tax Liability, Classified by Adjusted Gross
Income Categories, Colorado Individual Income

Tax Returns, 1957

Adjusted Combined
Total gross income tax

Adjusted gross returns income liability •
income classes filed (thousands) (thousands)

A. Number of taxpayers and dollar amounts
$ 0-$2,999 196,500 $ 312,881 $ 728
3,000- 4,999 161,300 650,289 2,199
5,000- 7,999 120,700 744,463 3,446
8,000- 9,999 23,000 203,492 1,512
10,000-14,999 14,320 168,488 2,098
15,000- 24,999 5,732 107,776 2,575
25,000-49,999 2,800 93,245 3,375
50,000 and over 669 58,672 2,395

Totalb 524,821 2,339,306 18,328

B. Percentage distribution
$ 0 - $2,999 37.4 13.4 4.0
3,000- 4,999 30.7 27.8 12.0
5,000- 7,999 23.0 31.8 18.8
8.000- 9,999 4.4 8.7 8.3
10,000 - 14,999 2.7 7.2 11.4
15,000 - 24,999 1.1 4.6 14.0
25,000 - 49,999 0.5 4.0 18.4
50,000 and over 0.1 2.6 13.1

Totalb 100.0 100.0 loom
• Combined income tax liability of normal and surtax.
b Totals may not equal sum of items because of rounding.

taxation. For example, the survey data reveal
that almost 100,000 nontaxable returns, or more
than 70 percent of the total nontaxables, were
filed by taxpayers with incomes of less than
$3,000.
In the next category, taxpayers with incomes

from $3,000 to $5,000, representing 31 percent
of the returns, reported 28 percent of the total
income and 12 percent of the tax. When the data
are cumulated for all returns with incomes
below $5,000, it appears that 68 percent of the
taxpayers, with 41 percent of the adjusted gross
income, accounted for only 16 percent of the
total tax liability. Similarly, the percentages
of the total tax accounted for by the next two
categories in the income scale were less than
their respective shares of the adjusted gross
income, but by successively smaller amounts, as
may be reasonably expected under a system of
progressive taxation. Thus, taxpayers with in"
comes ranging from $5,000 to $10,000 represented
another 27 percent of the returns and 40 percent
of the income, but accounted for only 27 percent
of the tax.
In contrast, taxpayers with reported incomes

of $10,000 or more represented less than 5 per-
cent of all taxpayers and 18 percent of the ad-
justed gross income, but as a group were liable
for 57 percent of the total normal and surtax re-
ported on the 1957 tax returns. However, it Is
important to note that the combined income ta%
liability for this small minority of taxpayers
with incomes of $10,000 or more averaged less
than 2.5 percent of their reported adjusted gross
incomes, and on the same basis it averaged only
.3 of 1 percent for the vast majority of taxpayers
with incomes below $5,000.
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PERCENTAGE DISTRIBUTION OF TAXPAYERS , ADJUSTED GROSS INCOME ,AND TAX LIABILITY
CLASSIFIED BY ADJUSTED GROSS INCOME CATEGORIES

COLORADO INDIVIDUAL INCOME TAX RETURNS
I 57
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CHART 12.18

The relative progressivity of the Colorado in-
come tax structure compared with that for the
federal income tax is shown by the three dia-grams on Chart 12.19. The federal distributionsare based on the most recent available data —
1955 tax returns filed in 1956.79 Diagram "A"
relates the percentages of taxpayers, cumulated
from the lowest income class to the highest, witht.he corresponding percentages of adjusted gross
incon-le reported on the State and federal
returns. The 45° curve is the line of equal in-
(31.11. e distribution for it represents what the re-lationship would have been if the total dollar
rri. ount of adjusted gross income were dis-

tributed equally among all taxpayers, i.e., 20
Percent of the taxpayers would account for 20
Percent of the income, 40 percent of the tax-Payers would account for 40 percent of the in-come, etc. The two curves below the 45° line are

S• Treasury Department, Statistics of Income for 1955ashington, 1958) , Table 1, p. 18.

PERCENT
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TOTALS

40

- 30

-20

- 10

$ 25000
AND OVER

INCOME TAX LIABILITY

the cumulative percentage distributions of ad-
justed gross income actually reported on the
State and federal returns, respectively. Thus
the vertical distance by which the actual curve
diverges from the 45° line may be considered a
measure of the inequality in the distribution of
adjusted gross income. It will be noted that the
State and federal curves parallel each other
rather closely, with the inequality being some-
what less for the State. For example, the 40 per-
cent of State taxpayers with the lowest incomes
accounted for approximately 16 percent of the
total amount of adjusted gross income shown on
the State returns, where as the same percentage
of federal taxpayers accounted for 13 percent of
the federal income. Similarly, 80 percent of
State and federal taxpayers accounted for 58 and
54 percent of the respective State and federal
total incomes. As already noted, the smaller
degree of inequality on the State level is partly
due to the fact that a considerably higher pro-
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RELATIONSHIPS BETWEEN ADJUSTED GROSS INCOME, NUM-
BER OF INDIVIDUAL INCOME TAXPAYERS AND TAX LIABILITY

COLORADO, 1957, AND FEDERAL, 1955
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portion of separate returns were filed under the
Colorado tax since it does not incorporate a split-
income provision such as provided by the federal
code which practically eliminates the advantage
of separate filing for married individuals with
independent incomes. In short, on the basis of
Diagram "A" it appears that the degree of in-
come inequality in both cases was essentially the
same and, therefore, major differences between
the relative distributions of State and federal in-
come taxes must be attributed primarily to
differences in personal expense deductions,
exemptions and the progressivity of the respec-
tive tax structures.

Diagram "B" provides a comparative measure
of income tax progressivity by relating the
cumulative percentages of adjusted gross in-
come with the corresponding percentages of tax
liability. The 45° curve in this diagram repre-
sents what the relationship between income and
taxes would be if a proportional, instead of pro-
gressive, rate structure were used, i.e., a uniform
percentage rate for all levels of income so that
20 percent of the income would invariably pro-
duce 20 percent of the total tax, 40 percent of the
income would produce 40 percent of the total
tax, etc. Again the two curves below the 45° line
represent the actual percentages of total taxes
produced by the corresponding cumulated ad-
justed gross income reported on the State and
federal returns. In this case, the vertical dis-
tances between the actual curves and the 450

line of proportional taxation measure the rela-
tive progressivity of the State tax structure in
1957 and the federal tax structure in 1955. For
example, Diagram "B" shows that the 40 percent
of total adjusted gross income reported by State
taxpayers in the lowest income classes produced
only 16 percent of the total state income tax,
whereas the same percentage of income on the
federal level produced 23 percent of the total
tax. Similarly, the 80 percent of income ac-
counted for by State taxpayers cumulated from
the bottom produced 41 percent of the tax;
whereas on the federal level the same percent-
age of income produced more than 60 percent.
Reversing the analysis and cumulating from the
top down, the diagram shows that taxpayers in
the highest income categories who accounted for
20 percent of the total income actually were
liable for 59 percent of the total tax on the State

level and less than 40 percent on the federal
level. Thus, with the State curve falling below
the Federal curve it is evident that the former

was markedly more progressive than the latter.

Diagram "C" indicates the comparative pro-

gressivity of the two tax structures by relating
the cumulative percentage of taxpayers with

corresponding percentages of tax liability. Ill
this diagram the 45° curve represents what the

distribution of the tax would be if all taxpayers

were liable for exactly the same dollar amount
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of of income tax so that 20 percent of the taxpayers
would pay 20 percent of the tax, 40 percent
would pay 40 percent of the tax, etc. The vertical
distance by which the actual curves diverge
from the 45° line of equal dollar taxation also
may be considered a measure of the progressivi-
ty of the state and federal tax structures. Al-
though the State and Federal curves practically
parallel each other for the 40 percent of tax-
payers with the lowest incomes, primarily be-
cause of the concentration of nontaxable returns
in these income categories, it will be noted that
the 80 percent of State taxpayers with the
lowest incomes paid only 24 percent of the total
State tax, while the same percentage of federal
taxpayers were liable for more than 34 percent
of the total federal tax. Since the State curve
falls below the Federal, again it is apparent that
the Colorado income tax structure is compara-
tively more progressive than the federal tax
structure. However, it is important to bear in
mind that the relative progressivity of a tax
structure does not indicate either the actual
magnitude or burden of the tax. Obviously, a
highly progressive but insignificant tax does not
offset the effects of a quantitatively important
but regressive tax-either in terms of revenue or
equity. As already noted in the preceding sec-
tions, on the basis of interstate comparisons, the
1957 Colorado income tax actually worked out
to be significantly below the national averages
for all the income tax levying states whether
measured in terms of per capita tax, total tax
collections, personal income received, or com-
puted tax liability for varying levels of income.
Without considering at this point the extent to
Which reciprocal federal-state income tax de-
ductibility further reduced the real tax burden,
it is patently evident that the Colorado income
tax has not proven to be heavy or burdensome
for any broad income category of taxpayers, not-
withstanding its comparatively high degree of
Progressivity.

Table 12.30 and Chart 12.20 present a distribu-
tion --by size of the actual dollar amounts of in-

Table 12.30

Number of Taxpayers
Classified by Size of Tax Liability

Colorado Individual Income Tax Returns, 1957

Dollar amountof tax liability.
None

6 - 10ii_ 15
16. 2021. 30
ii. 5051. 100101 - 500
501 - 1,000 1(000 and over

Total
• Combined normal tax and surtax liability.

Taxpayers filing returns
Number Cumulated number

Total Percent Total Percent

133,728 25.5
78,139 14.9
66,292 12.6
45,792 8.7
44,140 8.4
54,453 10.4
46,960 9.0
32,236 6.1
17,646 3.4
2,846 0.5
2,589 0.5

524,821 100.0

133,728
211,867
278,159
323,951
368,091
422,544
469,504
501,740
519,386
522,232
524,821

25.5
40.4
53.0
61.7
70.4
80.5
89.5
95.8
99.0
99.5
100.0
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come tax liability incurred by Colorado tax-
payers on their 1957 tax returns.
Perhaps more strikingly than any other single

set of data the above table reveals the extent to
which Colorado taxpayers are nominally bear-
ing the cost of state government through per-
sonal income taxation. First, it should be noted
that more than a fourth of all individuals filing
returns, approximately 134,000, paid neither
normal tax nor surtax on their 1957 reported in-
come. Another 78,000 incurred a total income tax
which ranged from $1 to $5. Thus, for some
200,000 taxpayers, representing 40 percent of all
individuals filing returns, the personal income
tax was less than $5 for the year. In other words,
for 40 percent of the State's taxpayers the net
reduction in "take-home" pay or income due to
the imposition of the Colorado income tax
actually amounted to less than 10 cents a week.
Similarly, on a cumulated basis more than half
the taxpayers paid a tax of $10 or less, and three-
fourths paid a tax of $25 or less for the year.
Since it cost the State on the average more than
$2 to process a single income tax return,80 it
would appear that a large part of the Depart-
ment of Revenue's personal income tax collec-

SOURCE TABLE I2•50

50

"State of Colorado, Department of Revenue, Sixteenth Annual
Report, 1957, Tables 12 and 16. This report only shows combined
administration and collection costs for all income taxes (personal,
corporate and oil and gas) on a fiscal-year basis. It amounted to
$1,085,735 for fiscal year 1957, and the average number of returns,
exclusive of partnership information returns, for calendar years
1956-57 was 501,150. Thus, on the basis of these data, the over-all
average cost of processing a return was $2.15 for fiscal year 1957.
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tion and administration activity takes on the
character of "pouring water in a bushel basket."
With regard to tax liabilities at the upper end

of the income scale, less than 5 percent of all tax-
payers had a combined normal and surtax in
excess of $100 a year, and less than 1 percent
paid state income taxes in excess of $500. More-
over, the above amounts of tax liability did not
constitute the real or effective state income tax
burden since practically all taxpayers in these
categories were able to use their state income
taxes as legal expenses against their federal tax
liability. Without considering at this point the
effect of reciprocal income tax deductibility on
tax burdens, it is evident on the basis of the
survey data that for the overwhelming majority
of Colorado taxpayers the nominal amount of
personal income tax liability incurred in 1957
was significantly less than the other taxes they
paid, particularly sales and excises, for the
financing of state governments'

Finally, a measure of the relative magnitude
of the personal income tax for the major income
categories of Colorado taxpayers is obtained by
expressing the combined normal tax and surtax
liability as percentages of the total amounts of
taxable income reported on the 1957 returns,
as shown by the following table.

Table 12.31

Normal Tax, Surtax, and Total Income Tax
Liability, Classified by Adjusted Gross Income
Categories, Colorado Individual Income Tax

Returns, 1957
Total

Total net
Normal income income Total
tax Surtax tax before tax as

liability liability liability tax • a percent
Adjusted gross (thou- (thou- (thou- (thou- of net
income classes sands) sands) sands) sands) income

$ 0-$l,999 $ 2,652 $ 275 $ 2,927 $263,768 1.11
5,000- 7,999 3,269 177 3,446 253,156 1.36
8,000- 9,999 1,402 110 1,512 89,602 1.69
10,000 - 14,999 1,897 201 2,098 91,369 2.30
15,000 - 49,999 5,462 488 5,950 135,703 4.38
50,000 and over 2,047 348 2,395 45,219 5.30

Total 16,279 1,599 18,328 878,817 2.09

• Combined net taxable income and net surtaxable income.

The data reveal that of the combined income
tax liability, the normal tax represented over
91 percent and the surtax slightly less than 9
percent of the total. The latter, however, was
more highly concentrated than the normal tax
among taxpayers in the upper income cate-
gories. Less than one-third of the individuals
reporting surtax had incomes above $10,000, but
as a group they accounted for approximately
two-thirds of the total surtax liability. Because
the tax is levied at a proportional rate of 2 per-
cent the relative liability was, of course, uniform
for taxpayers in all income categories.

"For example, it is estimated that the Colorado state sales tax
averaged $57 a year for families with before-tax income of $4,000
to $5,000. See Chapter VIII, below of this study.

As may be reasonably expected, the total in-
come tax liability expressed as a percentage of
the net tax base varied directly with the levels
of income, ranging from 1.1 percent for the vast
majority of taxpayers with incomes of less than
$5,000 to 5.3 percent for the very small minority
in the top income category of $50,000 and over.
Notwithstanding the propressive rate structure,
the combined tax liability on an over-all basis
averaged only 2.1 percent of the total normal
and surtaxable income base, and less than .8 of
1 percent of the adjusted gross income reported
on all 1957 tax returns.

Tax Burdens and Reciprocal Tax
Deductibility

The preceding analysis of the distribution of
the State income tax liability does not neces-
sarily reflect the magnitude nor progressivity
of the true tax burden. As indicated above, it
is important to distinguish marginal or incre-
mental tax costs from average costs, particularly
since the former are invariably larger under a
statutory tax rate structure which is progressive.
Similarly, it would be misleading if the nominal
tax burden, whether expressed in marginal or
average terms, were not distinguished from the
real or effective tax burden. In the case of state
income taxation, the nominal burden is rep-
resented by the tax liability, i.e., the amount of
tax the individual pays and the state collects;
whereas, the real burden is measured by the net
increase in tax cost which may be attributed to
the imposition of the state tax i.e., the net
amount by which a taxpayer's state and federal
income tax liability combined exceeds the fed-
eral tax he would have paid in the absence of
any state income tax. If federal and state in-
come taxes were not used as partial offsets
against each other, the nominal and effective
tax burdens would be identical. The federal
code, however, permits the deduction of all
state income taxes in the computation of taxable
income for the federal tax purposes and, in turn,
about half of the states which levy income
taxes, including Colorado, permit the full de-
ductibility of the federal tax.82 Thus, each tax
reduces the liability on the other, and it is this
reciprocal deductibility which gives rise to the
difference between the net increase in cost to
the taxpayer and the amount of income tax col-
lected by the state.

Table 12.32 compares the nominal and real
marginal costs of the Colorado income tax on

oSupra, Table 12.6. However, it is important to note that
the State permits federal income tax deductibility on all types oi
returns-itemized, standard and optional-but the federal code

permits the deduction of state income taxes only on itemized

returns. Thus, an increase in state income tax cannot be used as

an offset against the federal tax by taxpayers who, when filing
federal returns, use the table or take the standard deduction. The
majority of taxpayers with incomes of $10,000 or more filed federal

returns on an itemized basis in 1956. See U. S. Treasury, Statistics

of Income for 1955, Tables 1 and 5.

016.



$100 of additional income received by taxpayers
at varying levels of net income after all legal
expenses and exemptions, exclusive of income
taxes paid, have been deducted. In order to
simplify the analysis it is assumed the taxpayer
is a single individual, the additional income is
not derived either from capital gains or in-
tangible assets subject to surtax, and that the
taxpayer itemizes personal expense deductions
on his federal return. Since the dollar amounts
of tax liability shown in the table are based
on $100 increments of income, they actually
represent the percentage rates of taxation on
net income before any income tax paid.

Table 12.32

Nominal and Effective Marginal Tax Costs on
$100 Increments of Net Income for Single
Taxpayer Under the Colorado Individual

Income Tax, 1957

Taxpayer net
income before
any income tax •

(I)
State

income tax
liability and
revenue

(2)
Combined
federal and
state tax
liability

(3)
Federal tax
liability if
no state

income tax

(4)
Net (real)

cost of state
income tax
to taxpayer

$ 3,000 $1 .57 $23.23 $22.00 $1 .23
7,000 2.83 31.98 30.00 1.98
11,000 4.46 40.77 38.00 2.77
17,000 5.26 52.63 50.00 2.63
19,000 4.96 55.33 53.00 2.33
21,000 4.66 58.05 56.00 2.05
29,000 4.05 63.59 62.00 1.59
55,000 2.70 75.67 75.00 .67
175,000 1.10 90.11 90.00 .11

• Levels of income are the midpoints of selected income brackets for
federal tax and are net of all deductions and exemptions, except for
federal and state income taxes paid.

The real cost of the state income tax (column
4) at all levels of income is significantly less
than the amount paid to the State (column 1).
For example, under conditions of mutual de-
ductibility, a taxpayer at the $3,000 level of in-
come who received an additional $100 of taxable
income would pay on the increment of income
a combined federal-state tax of $23.23, of which
$1.57 would represent the amount paid to the
State.83 In the absence of any state tax, however,
the full $100 would have been subject to the
federal statutory rate of 22 percent, or $22.00 of
•ax liability. Therefore, the net cost of the state
income tax to the taxpayer is the $1.23 difference
between the $23.23 of combined tax liability
(column 2) and the $22.00 of federal tax taken
alone (column 3), or 1.23 percent of the net
Marginal income before any tax. In other words,the taxpayer's real tax burden would amount
t° 78 percent of each tax dollar paid to the State,
flci the remaining 22 percent would be absorbed

,o3r the federal government since it represents
The federal tax loss due to the deductibility of
the state tax.
This difference between the nominal and ef-

fective cost of the State income tax becomes

"CornOutation of state and federal income tax liabilities under
ecinditions of reciprocal deductibility was based on the following

uations: Xz $100-Y) and Y= ry ($100-x), when X=federalLaX, Y=-...state tax, '=federal statutory (bracket) rate, andtrz---state statutory (bracket) rate.
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significantly greater for taxpayers in the higher
income categories. A taxpayer with net income
of $17,000 in the 50 percent federal tax bracket
pays his state income tax with 500 after-federal-
tax dollars, and his nominal tax liability of $5.26
is cut in half. Although the statutory rate under
Colorado code at this income level is 10 percent,
the nominal rate with mutual deductibility is
5.26 percent and the real state income tax bur-
den works out to be only 2.63 percent. Similarly,
taxpayers with incomes in the 90 percent fed-
eral tax bracket" are able to pay their state
income taxes with extremely cheap 100 after-
federal-tax dollars, or $9 out of every $10 of
state income tax receipts in this case is indi-
rectly financed by the federal government. For
such taxpayers the real tax burden on a $100
increment of income turns out to be only 110 or
1/10 of 1 percent of the net income before tax.
Thus, when reciprocal tax deductibility is taken
into consideration the effective marginal rates
of the personal income tax actually become re-
gressive above the $11,000 income level, not-
withstanding the progressivity of the statutory
rate structure.

It should be noted that although the net
amounts of federal and state income taxes are
both reduced by mutual deductibility, the per-
centage absorption of state tax by the federal
government is essentially a function of the tax-
payer's federal tax because of its significantly
higher rate structure. Thus, the ratio of the
nominal burden to effective burden for the state
income tax results from taking the state tax as
a deduction against the federal tax, and not the
reverse. This means that the elimination of the
federal tax, in whole or in part, as an allowable
expense deduction on the state returns could
only reduce the percentage of state tax currently
absorbed by the federal government to the ex-
tent that some taxpayers would be shifted to a
lower federal tax bracket. Moreover, the dif-
ferential tax burdens between states is reduced
by taking the state tax as a partial offset against
the federal, and not the reverse. For example,
a Colorado taxpayer with an income of $55,000
before state or federal income tax, subject to
the state marginal rate of 10 percent, would be
able to reduce his marginal tax bill by only .67
percent if he moved to a state which levied no
personal income tax but had a similar tax struc-
ture in all other respects.85

"On federal returns the 90 percent bracket for single individuals
Is $150,000 to $200,000, but for married individuals filing jointly, it
is $300,000 to $400,000 because the federal code incorporates a
split-income provision in its rate structure.

851f all states had identical personal income distributions and
state income tax structures, no single state could benefit from the
federal provision permitting deductibility of state income taxes,
particularly since the total amount of revenue required by the
federal government is essentially determined by the level of
federal expenditures. However, to the extent that all states do
not have either the same distributions of income or personal
income tax structures, those states which rely more heavily on
income taxation, in effect, are financing part of their state expendi-
tures at the expense of taxpayers in the other states. Of course, it
also holds for other forms of state taxation which are likely to be
reported and fully utilized as deductions on itemized federal tax
returns.
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In short, it is evident that as a result of the
existent pretax income structure, the extensive
erosion of the tax base, the relatively low mar-
ginal rates for the bottom tax brackets, and the
indirect absorption of a substantial part of the
state tax by the federal government, the Colo-
rado personal income tax has not proven to be
a substantial source of state revenue nor has it
imposed an unduly heavy tax burden on the
Colorado taxpayer.

Estimates of the Effects of
Selected Income Tax Revisions

On the basis of the preceding detailed survey
it is possible to estimate the effects on State
revenues and taxpayer costs of revisions in the
following seven features of the present code:

1. Personal exemption provision
2. Federal income tax deductibility
3. Special treatment of capital gains income
4. Special $75 minimum for travel allow-

ance
5. Surtax on income from intangible assets
6. Medical expense allowance
7. Basic statutory rate structure, particu-

larly the lower tax brackets.

The impact of such revisions on different
classes of taxpayers may be gauged by applying
the percentage changes in revenues to the aver-
age income tax liability reported on all 1957
Colorado individual income tax returns shown
in the table below.

Table 12.33

Average Combined Normal and Surtax
Liability, Colorado Individual Income Tax

Returns, 1957

Adjusted gross
income classes

0 - $ 4,999

Total number
of returns

filed

357,600

Total income
tax liability
(thousands)

$ 2,927

Average
combined tax

liability

$ 8.19
5,000- 7,999 120,700 3,445 28.54

8,000- 9,999 23,000 1,512 65.74
10,000- 14,999 14,320 2,098 146.51

15,000- 49,999 8,532 5,950 697.37
50,000 and over 669 2,396 3,581.46

Total 524,821 18,328 34.92

It must be borne in mind that the figures pre-
sented in the following tables are based on 1957
returns, filed in 1958, and therefore, do not take
into account subsequent changes in the level of
income and pattern of income distribution. Also
the real or effective costs to the taxpayers are
considerably less than the stated increase in
revenues since taxpayers who itemize their
deductions on federal returns, generally those
in the upper income categories, will use the in-
crease in state taxation as an offset against their

federal income tax liability. For example, the
federal government indirectly will finance one-
half of any state income tax increase for tax-
payers in the 50 percent federal bracket class.
Therefore, the data provide conservative es-
timates of the magnitude, distribution and costs
to the taxpayer of possible legislative changes
in the Colorado income tax which would raise
additional General Fund revenues and at the
same time result in a more equitable and bal-
anced tax structure. As such the tables and ana-
lyses presented below should prove to be use-
ful guides for tax policy.

1. Personal Exemptions. The largest single
factor accounting for the shrinkage of the tax
base in 1957 was the personal exemption de-
duction which exceeded $1 billion. The esti-
mated impact on State revenue and taxpayer
cost of an additional $100 increase or decrease in
the value of the exemptions, in terms of the 1957
rate structure, is shown below.

Table 12.34

Estimated Effect on Revenue and Taxpayer

Cost of a $100 Revision in the Personal
Exemption Deduction, Colorado Individual

Income Tax Returns, 1957

Adjusted gross
income classes

Amount of
change in

state revenue
(thousands)

Percentage
change

relative to
1957 tax

$ 0 - $ 4,999 $ 684 23.4
5,000- 7,999 533 15.5
8,000- 9,999 130 8.6
10,000- 14,999 114 5.4
15,000- 49,999 137 2.3

50,000 and over 15 0.6

Total 1,613 8.8

On the basis of the data, it appears that everY
$100 of personal exemption reduces State rev-
enues by more than $1.6 million. It is evident
that the impact of any revision in the value of
the exemption is mainly concentrated in the
lower income categories for more than four-
fifths of all personal exemptions are claimed bY
taxpayers with incomes of less than $8,000. Since
the percentage change in tax liability resulting
from the alteration of the exemption varies in-
versely with income levels, raising the value of

the exemptions makes the tax structure more
progressive. For example, the 1957 legislative
action, which concurrently increased the exemP"
tions by $150 and reduced the tax credit from
20 to 15 percent, resulted in a net tax reduction
of approximately $1.5 million for more than 80
percent of all Colorado personal income tax"
payers. The cost of the exemption increase to tir
State was about $2.4 million, and the change in
net rates yielded approximately $.9 million.

Also, an estimated 50,000 individuals paid no,
tax on their 1957 incomes who otherwise woula
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have incurred some tax liability as a result of
the exemption increase. Because of the lack of
adequate statistical data at the time these in-
come tax revisions were made, neither the Ad-
ministration nor the Legislature could accu-
rately estimate what the net effect of such
changes would be on state revenue or taxpayer
costs.

2. Federal Income Tax Deductibility. As
noted, the quantitatively most important single
personal expense deduction taken on the 1957
returns was the federal income tax which
amounted to practically one-half of the total
deductions claimed by all taxpayers on their
1957 returns. Table 12.35 shows the increased
State revenues and taxpayer cost which would
result from partially or wholly eliminating the
federal income tax deductibility provision from
the present Colorado personal income tax code.

Table 12.35

Increased State Revenue and Taxpayer Cost
of Selected Changes in Deductibility of Federal
Income Tax Provision, Colorado Individual

Income Tax, 1957
"A"

Deductibility Deductibility No deductibility
of $300 of of 10 percent of federal

Adjusted gross federal income of federal income
income classes tax permitted tax permitted tax permitted

A. Amount of increase in State revenues (thousands)
0 - s 4,999 $ 641 $ 919 $ 1,024e

0.000 - 7,999 849 1,278 1,458
,,'99- 9.999 543 658 739
'000 - 14,999 887 950 1,09215,000 - 49,999 3,392 3,277 3,658

50,000 and over 2,029 1,891 2,098
Total 8,341 8,973 10,069

B. Percentage increase over 1957 tax liability$ 0-$ 4,999 21.9 31.4 35.0
5,000- 7,999 24.6 37.1 42.3
,000- 9,999 30.9 43.5 48.910,000- 14 999 42.3 45.3 52.0

15,000- 49'999 57.0 55.1 61.550,000 and Over 84.7 78.9 87.6
Total 45.5 49.0 54.9

Alternative "A" would permit taxpayers to
take up to $300 of their federal tax as a personal
expense deduction in the computation of their
state net taxable income. Such a change would
Conservatively yield more than $8 million of
additional revenue to the State, and cost the
taxpayer considerably less because of the large
amount which would be absorbed, in effect, bythe federal government as a result of deducti-
bility. It is estimated that approximately one-half of all taxpayers would be affected, but only
One-third of those with incomes of less thant5,000. In other words, the percentage increasefl tax cost would be progressive by income cate-gories.

_The distribution of the effective tax burdennuld be less progressive if a fixed percentage_°I the federal tax rather than a lump sum wasused as the deductibility limit. For example, as

illustrated by alternative "B", if the Colorado
taxpayer were permitted to deduct only 10 per-
cent of his federal tax on the state returns, the
additional state revenue would approximate $9
million. Under this example, more than three-
fifths of the taxpayers would be affected, and
almost one-half of those in the lowest income
category. Of course, changing the percentage
limit would result in coresponding changes in
state revenue and taxpayer cost, but it would
not materially affect the progressivity or rela-
tive distribution of the real tax burden.
As already indicated, one-third of the states

which levy personal income taxes do not permit
any deduction of federal income tax in the
computation of the state tax liability.TM 1 If Colo-
rado should adopt such a provision, as shown by
alternative "C", it is estimated on a conservative
basis that the State would obtain more than $10
million in additional revenue. In this case the
number of taxpayers affected and the relative
distribution of this tax burden by income cate-
gories would be similar to that of alternative"B"
and again significantly less progressive than al-
ternative "A". Moreover, it is important to note
that if the latter were adopted it would elimi-
nate with one clean sweep what is probably the
most awkward, intricate and troublesome fea-
ture of the present state tax from the stand-
point of compliance for most taxpayers other
than those who use the tax table-namely, the
completion of Schedule I of Form 104 which
requires the computation of the federal tax de-
duction on a net cash basis.

3. Special Treatment of Capital Gains Income.
Revision of the present code to close the so-
called "capital gains loophole" would require
the inclusion in the normal tax base of 100 per-
cent of all net capital gains, regardless of the
length of time the assets were held by taxpayers.
Table 12.36 indicates what the increased State
revenues and taxpayer costs would be if the
Colorado code were modified to eliminate the
special treatment of this form of income.

Table 12.36

Estimated Increase in State Revenue and
Taxpayer Cost If 100 Percent of Net Capital
Gains Included in Normal Tax Base, Colorado

Individual Income Tax Returns, 1957

Adjusted gross
income classes

Amount of
increase in

State revenue
(thousands)

Percentage
increase over.

1957 tax
liability

$ 0-S4,999 5 134 4.6
5,000- 7,999 70 2.0
8,000- 9,999 37 2.4
10,000- 14,999 102 4.9
15,000- 49,999 417 7.0
50,000 and over 641 26.8

Total 1,401 7.6

"Supra, Table 12.6.
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The revision of his provision would yield $1.4
million of additional State revenue. In this case,
the federal government in effect would indi-
rectly absorb a large percentage of the increased
cost since the capital gains are highly concen-
trated in the upper income groups which are
subject to the highest federal tax rates. For ex-
ample, on the basis of the data less than 10
percent of the Colorado taxpayers reported
long-term capital gains on their 1957 returns,
and among those that did the 2 percent with
incomes of $10,000 or more accounted for more
than 50 percent of the total net long-term capi-
tal gains reported on all returns. Moreover, the
very small minority of taxpayers reporting capi-
tal gains who had incomes in excess of $50,000
actually represented less than 1/10 of 1 percent
of all taxpayers but as a group they accounted
for more than 20 percent of the total amount of
capital gains. The average long-term capital
gain in this category was slightly more than
$34,000 per taxpayer, of which only 50 percent
was subject to state tax. And if such gains were
included in the State's normal tax base at 100
percent, approximately two-thirds of the in-
creased tax cost would be absorbed by the fed-
eral government and the taxpayer's incremental
real cost would be less than one-third of the
additional revenue received by the State.

4. Special $75 Minimum Travel Allowance.
As noted, the Colorado income tax code is some-
what distinctive in its treatment of travel ex-
pense. It permits the taxpayer to deduct all ex-
penses incurred in commuting to and from any
place of employment, with a flat minimum of $75
which may be taken in lieu of itemizing the
actual expense. Table 12.37 below shows the
estimated revenue and cost effects which would
result from the elimination of this provision.

Table 12.37

Estimated Increase in State Revenue and
Taxpayer Cost If $75 Minimum Travel

Allowance Not Permitted as Deduction on
Colorado Individual Income Tax Returns, 1957

Adjusted gross
income classes

Amount of
increase in

State revenue
(thousands)

Percentage
increase over

1957 tax
liability

i 0 - s 4,999 8138 4.7
5,000- 7,999 94 2.7
8,000- 9,999 20 1.3
10,000- 14,999 15 0.7
15,000- 49,999 13 0.2
50,000 and over 1 •

Total 281 1.5

• Less than 1/100 of 1 percent.

On the basis of the survey data almost 300,000
taxpayers claimed a travel expense deduction
which averaged $150 per return. If the provision
were revised to allow only itemized travel ex-
penses in excess of $75, it is estimated the State
would obtain less than $300,000 of additional
revenue, with the major cost borne by taxpayers

with incomes of less than $5,000. However, even
for these taxpayers the increased cost would be
minimal, less than 40¢ per taxpayer per year,
since the average income tax for this group
amounted to only $8.19 during 1957. In short,
revision of the travel expense allowance would
not have any appreciable effect upon state reve-
nues or taxpayers cost, but should be considered
in terms of simplifying taxpayer compliance by
bringing this feature of the Colorado statute in
closer accord with the federal code.

5. Surtax on Income from Intangible Assets.
Another unique provision of the Colorado in-
come tax has been the levying of the 2 percent
surtax on income derived from intangible assets
—primarily interest and dividends. As in the
case of the special treatment of long-term capital
gains, designating a particular source of income
for either lighter or heavier taxation under the
personal income tax inevitably results in "hori-
zontal" inequities between taxpayers who in
other respects are in similar economic circum-
stances. The effect of the elimination of the sur-
tax on State revenue and taxpayer real savings
is shown below.

Table 12.38

Estimated Decrease in State Revenue and
Taxpayer Cost If Surtax on Income from
Intangibles is Eliminated from Colorado
Individual Income Tax Returns, 1957

Adjusted gross
income classes

Amount of
decrease in

State revenue
(thousands)

Percentage
decrease in
1957 tax
liability

8 0 - $ 4,999 257 9.4
5,000- 7,999 177 5.1
8,000- 9,999 110 7.3
10,000- 14,999 201 9.6
15,000- 49,999 488 8.2
50,000 and over 348 14.5

Total 1,599 8.7

It is estimated that the loss in State revenue
from such a revision in the tax would amount
to $1.6 million. On the basis of the survey data
almost two-thirds of the 27,000 taxpayers who
would benefit had incomes of less than $8,000
in 1957. (See Table 12.26.) Although the largest
nominal saving would accrue to taxpayers with
incomes in excess of $50,000, the largest per-
centage of taxpayer real saving would be en-
joyed by taxpayers with incomes of less than
$5,000.

6. Medical Expense Allowance. The personal
income tax is widely accepted as the fairest 9f
taxes because it takes into consideration, in,
addition to income, variations in the taxpayers
size of family, physical infirmities of old age
and blindness, and extraordinary drains on fam-
ily income due to serious illness and accidents.
With regard to the latter, however, the Colorado

code is less generous than the federal govern-
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ment in that it permits the deduction of only
those expenses in excess of 5 percent of adjusted
gross income. On the basis of the survey data
the medical expense allowance reported on all
1957 tax returns was dollarwise the least im-
portant of the itemized deductions, and it was
claimed by less than one-eighth of the taxpay-
ers, mainly concentrated in the lowest income
category. Serious consideration should be given
to liberalizing this provision. Table 12.39 below
shows what the estimated effect on State rev-
enue and taxpayer cost would be if Colorado
should revise the medical expense deduction:
(a) to conform with the federal provision which
allows such expenses in excess of 3 percent of
the adjusted gross income, as is the present
practice in eight other income tax states; or (b)
to allow as legal deductions the entire medical
expense incurred by a family as is currently
done in Arizona and Minnesota.

Table 12.39

Estimated Decrease in State Revenue and
Taxpayer Cost of Selected Changes in Medical
Expense Deduction on Colorado Individual

Income Tax Returns, 1957
Amount of Percentage
decrease in decrease in

?adjusted gross State revenue 1957 tax
income classei. (thousands) liability
A. Allowance in excess of 3 percent of adjusted gross income

$ 0 - s 4,999 $ 21 0.7
5,000 - 7.999 42 1.2
8,000. 9,999 13 0.9
10,000. 14.099 12 0.6
15,000. 49,999 16 0.3
50,000 and over 4 0.2

Total 108 0.6

B. Allowance of full medical expense•
$ 0 - 5 4,999 $ 53 1.8
5,000. 7 ,999 102 3.0
8,000. 9,999 32 2.1
10000. 14,999 29 1.4
18,000. 49,999 40 0.7
50,000 and over 9 0.4

Total 265 1.4

Based only on returns which reported medical deductions.

It will be noted that if alternative "A" were
followed the loss in State revenue would be only
about $100,000. This appears to be a very small
cost for achieving greater equity and taxpayer
Fonvenience which should result from conform-
ing more closely with the federal provision. In
the case of alternative "B" it is estimated thatthe loss to the State would be less than $300,000,but this is somewhat understated for it does nottake into account the additional taxpayers who
would also take medical deductions if thereWere no adjusted gross income limitation. In theaggregate the taxpayer savings under either
alternative do not appear to be very large-on
e 

liability. However, 
about 1 percent of the total tax

it could prove to be quitesignificant for the individual family struck with

a catastrophic illness or accident during the
taxable year and, perhaps more importantly,
such liberalizing revisions of the code would
help to improve taxpayer morale with regard
to the equity and fairness of the tax burden.

7. Statutory Bracket Rates. Notwithstanding
the possible revision of the tax base, in light of
the entire preceding analysis consideration must
be given to raising the relatively low statutory
rates for the bottom tax brackets if the Colo-
rado income tax is to be broadened to the point
where it actually serves as the major fiscal in-
strument for meeting the State's continuing
need for increased General Fund revenues.
Table 12.40 shows three hypothetical tax

structures which would raise the normal rates
in the lower brackets while retaining or re-
ducing the present rates for the upper brackets.
It should be noted, however, that all taxpayers
with any taxable income would be affected by
an upward revision of the first bracket rate.

Table 12.40

Possible Alternative Normal Tax Rate
Structures for the Colorado Individual

Income Tax

Net Taxable
income brackets

1958
marginal
rates

Alternative hypothetical
rate structures

"C"
$ 0 - $ 1,000 1.0 2.0 3.0 3.0
1,001- 2,000 1.5 2.5 3.25 3 . 5
2,001- 3,000 2.0 3.0 3.5 4.0
3,001- 4,000 2.5 3.5 3.75 4.5
4,001- 5,000 3.0 4.0 4.0 5.0
5,001- 6,000 4.0 4.5 4.5 5.5
6,001- 7,000 5.0 5.0 5.0 6.0
7,001- 8,000 6.0 6.0 6.0 6.5
8,001- 9,000 7.0 7.0 7.0 7.0
9,001- 10,000 8.0 8.0 8.0 7.5
10,001- 11,000 9.0 9.0 9.0 8.0
11,001 and over 10.0 10.0 10.0 8.0

Schedule "A" starts at 2 percent, the begin-
ning rate used in eight other income tax states,
and then matches the present Colorado statutory
rate structure at 5 percent and above. Schedule
"B" starts at 3 percent, the beginning rate cur-
rently in effect in Oregon and North Carolina,"
and then parallels schedule "A" for taxable in-
come in excess of $4,000. Finally, schedule "C,"
the least progressive structure of the three, also
starts at 3 percent, but increases throughout at
1/2 percent breaks for every $1,000 and reaches
a maximum of 8 percent on all net taxable in-
comes in excess of $10,000. The latter is below
the 9.5 percent maximum rate used by Oregon,
but above the North Carolina maximum of 7
percent. However, Oregon allows full deducti-
bility of the federal income tax in the compu-
tation of taxable income, whereas North Caro-
lina doesn't permit any.
Table 12.41 compares the effect of the above

three rate structures on state revenue and tax-
payer cost.

',Supra, Table 12.12.
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Table 12.41

Estimated Increase in State Revenue and
Taxpayer Cost of Alternative Normal Tax

Rate Structures Colorado Individual
Income Tax Returns, 1957

"A" "B" "C"
Rate structure Rate structure Rate structure

Adjusted gross ranging from ranging from ranging from
income classes 2 to 10 percent 3 to 10 percent 3 to 8 percent

A. Amount of increase in State revenues (thousands)
$ 0 - $ 4,999 $2,147 $ 4,117 $ 4,331
5,000- 7,999 2,206 3,882 4,411
8,000- 9,999 735 1,180 1,486
10,000- 14,999 608 930 1,300
15,000- 49,999 406 757 369
50,000 and over 71 102 -259

Total 6,173 10,968 11,638

B. Percentage increase over 1957 tax liability
$ 0 - 5 4,999 73.4 140.7 148.0
5,000- 7,999 64.0 112.7 128.0
8,000- 9,999 48.6 78.0 98.3
10,000- 14,999 30.0 44.3 62.0
15,000- 49,999 6.8 12.7 6.2
50,000 and over 3.0 4.3 -10.8

Total 33.7 59.8 63.5

On the basis of the 1957 returns and assuming
no change in the normal and surtax base pro-
visions, it is estimated that schedule "A" would
yield more than $6 million of additional normal
tax revenue; schedule "B" would increase State
revenues by $11 million; and finally, schedule
"C" would yield almost $12 million. Under all
three, the distribution of both the nominal and
real burden of the increased tax would vary
inversely with levels of income, resulting in a
significantly more productive but less progress-
ive tax structure. And in the case of schedule
"C", although the total amount of increase
would be the greatest, the very small minority
of taxpayers with incomes in excess of $50,000
would actually enjoy a nominal tax saving of
almost 11 percent.

Table 12.42 presents estimates of the addi-
tional revenue and taxpayer cost which would
result from combining each of the above hypo-
thetical tax rate structures (Table 12.41) with
the following suggested modification of the tax
base: inclusion of 100 percent of net capital
gains in the normal tax base (Table 12.36) ;
elimination of the 2 percent surtax on intangi-
bles (Table 12.38) ; and allowance of full medical
expense deduction (Table 12.39). Of course, a
large number of alternative combinations are
possible and the three selected illustrate the
quantitative importance of some of the revi-
sions considered in the preceding analysis. More-
over, in each case the increase in the State rev-
enue is understated since the amount of addi-
tional tax liability attributed to rate change
was computed on the 1957 taxable income, while
that due to the revision of the tax base itself
was computed in terms of the 1957 rate struc-
ture. Notwithstanding the limitations of the
combined data, they indicate the approximate
magnitude and distribution of the increased tax
liability which would result from these altera-

tions in the rate and base of the Colorado per-
sonal income tax.

Table 12.42

Summary of Combined Estimates of Changes

in Tax Base and Normal Tax Rate Structure
Colorado Individual Income Tax Returns, 1957

Revision "A" Revision "B" Revision "C"
with rates of with rates of with rates of
2 to 10 percent 3 to 10 percent 3 to 8 percent

Adjusted gross and revision and revision and revision
income classes of tax base of tax base of tax base

A. Amount of increase in State revenues (thousands)
0-$ 4,999 $1,953 $ 3,923 $ 4,137

5,000- 7,999 1,997 3,673 4,202
8,000- 9,999 630 1,075 1,381
10,000- 14,999 480 802 1,172
15,000- 49,999 295 646 258
50,000 and over 355 386 25

Total 5,710 10,505 11,175

B. Percentage increase over 1957 tax liability
0 - $ 4,999 66.7 134.0 141.3

5,000- 7,999 58.0 106.6 122.0
8,000- 9,999 41.7 71.1 91.3
10,000- 14,999 22.9 38.2 55.9
15,000- 49,999 5.0 10.9 4.3
50,000 and over 14.8 16.1 1.0

Total 32.2 57.3 61.0

As conservative estimates, such revisions
would yield between $6 and $11 million of addi-
tional revenue for the General Fund. Revision
"C" would produce the largest increase and "A"
the smallest, but in each case the relative change
in the tax burden for taxpayers, grouped by
adjusted gross income categories, would vary
inversely with the income levels. Thus, the in-
creased revenue productivity would be obtained
by making the tax structure successively less
progressive.

A rough measure of the degree of change in
the allocation of the aggregate income tax bur-
den which would result from the suggested
changes in base (capital gains, surtax and medi-
cal expense) and rate can be obtained by
comparing the distribution of the total tax lia-
bility which would be incurred under revisions
"A", "B", and "C" with that of the 1957 Colo-
rado tax and the 1955 federal tax, as shown
below.

Table 12.43

Percentage Distributions of Total Personal
Income Tax Liability, Classified by Major

Adjusted Gross Income Categories for Selected

Federal and Colorado Tax Structures

1955 1957
Federal Colorado
personal personal

Adjusted gross income income
income classes taxi taxi

Selected hypothetical
Colorado tax structures'

Revision
"A"

Revision Revision

"B" "C"

$ 0 - $4,999 25.2 16.0 20.3 23.8 23.9
5,000- 7,999
8,000- 9,999

26.8
9.2

18.8
8.3

22.6
8.9

24.7
9.0

25.9
9.8

10,000 - 14,999
15,000 - 49,999
50,000 and over

9.1
16.7
13.1

11.4
32.4
13.1

10.7
26.0
11.5

10.0
22.9
9.6

11.1
21.1
8.2

Totald 100.0 100.0 100.0 100.0 100.0

▪ U. S. Treasury, Statistics of Income for 1955, Table 1, p. 18.
b Based on Table 12.31.
• Based on Table 12.31 and Table 12.42.
d Total may not equal sum of parts because of rounding.
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It is evident on the basis of the above data
that although the net effect of each of the speci-
fied revisions would be to increase the relative
tax liability of taxpayers in the three lowest
income categories-those with incomes of less
than $10,000, representing more than 95 percent
of all returns filed in 1958-the over-all Colo-
rado income tax structure would continue to
remain significantly more progressive than the
federal tax was in 1955, the most recent year for
which data are available. And as already noted,
the marked variance between the state and fed-
eral progressions cannot be attributed primarily
to differences in income distribution for on this
score Colorado appears to be practically a med-
ian state and its adjusted gross income pattern
closely parallels that of the nation as a whole."
The comparative progressivity of the three

alternative revisions is shown even more clearly
by Chart 12.21 which relates the cumulated
percentage of adjusted gross income with the
corresponding percentage of tax liability. The
vertical distances between the 450 line of pro-
portional taxation and the curves representing
the revisions "A", "B", and "C", as well as the
actual State and Federal distributions, roughly
measure the relative degree of progressivity of
these alternative tax structures. Although re-
yision "A" lies below "B", and "B" below "C",
it is evident that all three fall between the actual
1955 Federal and 1957 State curves. In other
words, any one of the three revisions would re-
sult in the State tax remaining significantly
more progressive than the federal tax structure,
notwithstanding the relatively heavier tax bur-
den levied on the overwhelming majority of
taxpayers with incomes of less than $5,000. In
slimmary, modification of the tax base-inclu-
sion of capital gains at 100 percent, elimination
of the surtax, and allowance of full medical ex-
penses as a deduction-plus the upward revision
of the tax rates for the lowest brackets would
not only raise a substantial amount of additional
state revenue for the General Fund, but would
also result in a more equitable and still highly
progressive income tax system-one more pro-
gressive than the federal.

n 8.sThe remarkably close similarity between the Colorado andrational percentage distributions of both the number of income tax_eturns filed and the adjusted gross income, based on the 19578tate survey data and the 1955 federal data, is revealed by thefollowing 
tabulation'

Adjusted gross
income classes

$ 0 - s 4,999
8.000 - 7,999

9,999
10,000 .. 14,999
i5.000_ 49,999
50,000 and over

Total.

Supra,:
Table

Number
of returns filed

Colorado • Federalb
Adjusted gross income
Colorado • Federaib

68.1 70.6 41.2 41.7
23.0 21.0 31.8 30.1
4.4 4.0 8.7 8.2
2.7 2.6 7.2 7.2
1.6 1.6 8.6 9.0
0.1 0 . 2 2.6 3.8

100.0 100.0 100.0 100.0

19.29.
S. Treasury, Statistics of Income for 1955, Table 1, p. 18." Total may not equal sum of items because of rounding.
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Personal Income Tax Administration

The administration of income taxes in Colo-
rado, like that under the federal and other state
statutes, is governed by the fact that the tax is
self-assessed. There are fundamentally three
basic steps in income tax administration: tax-
payers must be identified and those who do not
report must be located, returns must be verified,
and the tax must be collected. Although it can
be assumed that the majority of taxpayers pre-
pare and file honest returns, such practice is
likely to continue only so long as administration
of the tax is honest, equitable, and effective.
Administration must be consistently good or
extensive evasion results, the state loses rev-
enue, and the apportionment of the tax burden
becomes less equitable.

Administration Procedures. Under the Colo-
rado statute, responsibility for the administra-
tion of the income tax rests with the Director
of Revenue." He has authority, within the
limits of the statute, to adopt rules and regula-
tions which become valid and binding upon all
taxpayers. Broadly, the Revenue Department
identifies and locates taxpayers by the use of
information returns and payroll withholding
returns filed by employers. These returns pro-
vide the Department with the names, addresses,

"Colorado Revised Statutes, 1953, Ch. 138-1-42.
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amounts of income, tax payments, and other
relevant information. In addition, the Depart-
ment has the power to examine books, records
and any other pertinent papers of taxpayers in
order to verify the validity of any income tax
return. In its efforts to implement this verifica-
tion, it also has the power to subpoena both
taxpayers and witnesses through the State Dis-
trict Courts.

In general, the procedure to be used in the
assessment of any deficiencies is prescribed by
the statute and accompanying regulations." It
is significant to note that virtually all additional
assessments, made as a result of audits by the
Revenue Department, are settled at either the
conferee level or by the Deputy Revenue Di-
rector. During the two decades of income taxa-
tion in Colorado only 127 cases have resulted
in litigation.

The auditing procedure involved in verifying
returns consists of both office audits and field
audits. In recent years approximately 27,000 re-
turns annually have been subject to office audit,
or approximately 5 percent of the total number
of individual and corporate income tax returns
filed. In 1958, total assessment deficiencies were
approximately $1,000,000, refunds were about
$350,000," and the State obtained additional
revenue of $650,000 as a result of office auditing.
The staff was composed of forty agents with an

average annual salary of about $5,500, but the

average net assessment per agent was roughly
$16,000. In other words, on the average each

agent produced three times his salary in the

form of assessments. Moreover, this figure
grossly understates the average revenue pro-

ductivity of agents since the staff devotes prac-

tically six months of the year to tasks unrelated

to the auditing of income tax returns.92 Thus,

the forty man staff is really equivalent to that

of twenty agents devoting their full time to the
examination of income tax returns exclusively.

In light of the above, it is evident that immediate

consideration should be given to increasing the

size of the office auditing staff. It has been esti-

mated that ten more agents could be effectively

utilized, and if such action were taken it ap-

pears that the State could obtain additional

revenue of approximately $100,000 above the

additional salary costs.

In contrast to the office auditors, field agents

examine sales, use, motor fuel, and gross ton-

mile tax reports as well as income tax returns.

lolbid, Ch. 138-1-35.

"These refunds are the result of errors discovered 
by office

auditing and should not be confused with 
withholding refunds.

"=Examples are assisting taxpayers with return preparation,

opening mail during the filing period, assisting the 
Clearing Sec-

tion and performing sundry other special 
tasks.

Moreover, they also spend about six months of
the year in performing sundry non-auditing
tasks. Although it is difficult to determine the
actual time devoted to the examination of in-
come tax returns, it has been estimated by the
Department of Revenue that the income tax
auditing done by its 25 field agents in 1957 was
at most equivalent to approximately four men
working full time. In the same year, total income
tax assessments made in the field amounted to
approximately $100,000 and agents' salaries
averaged $6,300 annually. Thus, the assessments
were about four times what would have been
the combined salaries of four agents working
exclusively on income tax returns. Since it is
impractical for any one agent in the field to
work exclusively on the income tax, it may be
more meaningful to compare the total annual
assessments of approximately $1 million from
field audits of all taxes with the total number of
auditors. On this basis each auditor annually as-
sessed $40,000 gross or, deducting the average
salary of $6,300, about $33,700 net. It has been
estimated that the field auditing staff could
effectively be increased by five agents.93 And
finally, it should be noted that tax inequities as
well as revenue losses inevitably result from
a policy which attempts to "save taxpayer
money" by maintaining an insufficient staff of
auditors and an ineffective system of tax return
verification.

Colorado is one of several states participating
in a program for the exchange of tax audit in-
formation with the U. S. Bureau of Internal
Revenue. This program has been in operation
in Colorado since the early 1950's. The Revenue
Department takes abstracts from those federal
audit reports which produced changes in the
federal tax liability of individual taxpayers, and
similarly Colorado permits the Bureau of In-
ternal Revenue to abstract information from
state returns." In fiscal 1958, approximately
9,000 federal returns were abstracted which re-
sulted in gross assessments of approximately
$515,000, or about one-half of the total assess-
ments made by the State office audit staff.
Although this program is well conceived and
reasonably effective, it is limited solely to com-
paring state returns with those federal returns
which have been revised as a result of federal
audits. To expand the program, the Revenue

"For a complete discussion of the problems involved in deter-
mining the proper size of a field auditing staff, see R. B. Welch!
"Measuring the Optimum Size of a Field Audit Staff," National
Tax Journal, 1954, pp. 210-221.

sero facilitate this exchange program, three agents from 
the

office auditing staff are permanently assigned to the New 
Customs

House, preparing abstracts from adjustments made on federal r
e-

turns. For a complete discussion of cooperative audit prograin°
related to state income taxes, see C. Penniman, "Selected Problerril
In State Income Tax Administration," Proceedings of the National
Tax Association (Detroit, 1955), pp. 488-90.
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Department could microfilm all federal returns
filed in Colorado, or abstract a random sample"
of federal. returns which were not affected by
federal auditing. This would provide a means
of test-checking Colorado returns of taxpayers
who may have filed correctly on the federal
level, but incorrectly on the state level.

The third major aspect of income tax ad-
ministration is the collection of the tax. Cer-
tain collection procedures are specified by the
statute, but only in relation to penalties which
may be assessed and the legal action which
may be taken by the Revenue Department."
While a detailed examination of cash flows,
accounting procedures, and internal checks in-
volved in the collection of the tax would be
desirable, such an analysis was not within the
scope of this study.

Cost of Administration. Total costs incurred
by the Revenue Department in administering
the personal and corporate income taxes are
shown in the following table.

Table 12.44

Total Income Tax Collections and Cost of
Administration, Colorado Income Tax

Returns, Fiscal Years, 1947-1957

Year

Total corporate and
personal income tax

collections

Cost of
income tax

administration

Administrative costs
as percent of total

collections
1947 $ 8,634,796 $243,637 2.82
1948 11,682,199 373,033 3.19
1949 17,064,672 427.820 2.51
1950 17,495,008 436,478 2.49
1951 19,022,355 461,942 2.43
1952 20,255,644 538,945 2.66
1953 19,173,261 632,869 3.30
1954 18,301,139. 667,932b 3.65
1955 24,093,315.,. 777,598" 3.23
1956 27,529,869.,• 882,58.4b,d 3.20
1957 29,383,579., • 955,697D, d 3.25

• Excludes collections from Oil and Gas Production Tax.
b Adjusted for pro-rata administrative costs allocated to Oil and GasTax collections.
o Includes collections from withholding tax, which became effectiveJuly 1,1954.
d Includes allocated I. B. M. expense.

Source: State of Colorado, Department of Revenue, Annual Reports,
1947-1957.

Total administrative costs during fiscal year
1957 amounted to $955,697, which represented
3.25 percent of the total income tax collections.
This is within the 2 to 5 percent range which
generally is considered to be an important
characteristic of a "good tax" from the collection
aspect. It compares favorably with the 1957 cost-
collection ratio for the ton-mile tax of 3.31 per-

t, "For a discussion of this and other exchange procedures seee_article prepared by the Bureau of Internal Revenue, "ExchangeA, Ir?formation for Purposes of Federal. State, and Local Tax
urrunistration," National Tax Journal, 1949, pp. 151-56.° Colorado Revised Statutes, 1953, Ch. 138-1-37.

cent, and although above the Colorado ratio for
the sales and use tax of 1.56 percent, it is con-
siderably below the estimated 6 to 7 percent
collection cost of a state cigarette excise tax.°7
Another measure of the cost of income tax

administration is to relate the total number of
returns filed to total costs, deriving an average
cost per return, as shown by Table 12.45.

Table 12.45

Administrative Cost per Return for the
Colorado Income Tax, Fiscal Years

1949-1957

Year

Personal and
corporate
income tax
returns filed •

Cost of
income tax

administration
Cost per
return

1949 238,550 $ 427,820 $1.79
1950 309,387 436,478 1.41
1951 328,220 461,942 1.41
1952 347,022 538,945 1.55
1953 375,940 632,860 1.68
1954 416,142 772,757 1.86
1955 443,723 894,079 2.01
1956 470,133 987,617b 2.10
1957 501,147 1,085,735" 2.17

• Excludes partnership information and oil and gas returns.
e Includes allocated I. B. M. expense.

Source: State of Colorado, Department of Revenue, Annual Reports,
1949-1957.

The data show that while the number of total
corporate and personal returns has increased by
62 percent since 1950, administrative costs have
increased by 149 percent, and the corresponding
cost per return rose from $1.41 to $2.17. This 54
percent increase may be explained largely in
terms of the rising price level. The upward trend
in average cost may be expected to continue as
long as the economy is characterized by in-
flationary pressures, although more efficient
utilization of equipment and staff by the Depart-
ment would help offset this tendency.

Administrative Problem Areas. The prob-
lems involved in administration of the Colorado
income tax are not dissimilar to those in most
of the other states which tax income. In addition
to minimizing his tax bill, the taxpayer is inter-
ested in convenience, ease of preparation, and
simplicity of the tax return. The state's interest
is in collecting the proper amount of revenue
in an economical, effective, and equitable man-
ner. Hence, administrative problems, and sug-
gested alternative procedures, must be evalu-
ated from both the state's as well as the tax-
payer's viewpoint.

The Income Tax Return. The center of any
self-assessed income tax system is obviously the
tax return-its preparation, characteristics, and

°,State of Colorado, Denartment of Revenue, Annual Report,
1957, p. 16, and Chapter XVIII of this study.
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ability to yield the proper amount of revenue.
Ease of payment, convenience and certainty are
well-established principles of taxation. More-
over, the equitable distribution of the tax
burden and the yield of the tax itself depends
to a large degree on the effectiveness and
simplicity of the return. The nature of the return
should continuously be evaluated in terms of
changing economic conditions, and proposed
alternatives should be discussed in an effort to
render the return a more effective "tax col-
lector."

An apparently complicating factor in the
preparation of the Colorado income tax return
is the multiplicity of forms and schedules which
must be used under various circumstances by
the taxpayer. The use of a large number of
forms, however, is not necessarily undesirable
and should be viewed in light of several con-
siderations. First, taxpayers are a highly hetero-
geneous group, and since the major virtue of
the income tax is its ability to allocate the tax
burden on the basis of ability-to-pay, the return
must be consistent with this goal. A simple tax
on income, such as a gross receipts tax, might
result in a less complicated return but its
imposition violates the essential rationale of in-
come taxation. Another consideration is the fact
that a multiplicity of forms and schedules
usually simplifies return preparation rather
than complicates it. The multitude of forms
could, of course, be combined into one volumi-
nous return, but in addition to creating taxpayer
confusion, such action would render processing
and auditing by the Revenue Department
extremely difficult. Nevertheless, the number
of forms and schedules required should be
examined periodically in light of taxpayer
convenience as well as administrative ease.

Another problem area, involving return pre-
paration, results from the fact that the tax-
payer must make virtually two independent
computations because of differences between
the federal and the state income tax codes. At
the present time some of the more significant
differences are the following:"

1. Head of household and income-splitting
provisions.

2. Treatment of items such as capital gains
and losses, annuities, alimony, and in-
surance proceeds; and adjusted gross in-
come differences, such as employee travel
expense to and from work.

3. Exclusions from gross income, involving
such items as the treatment of death bene-
fits, armed service compensation, dividend
exclusions and credits, and retirement in-
come.

osFor a complete discussion of these and approximately 86 other

differences see Legislative Council, "Colorado Income Tax Selected

Problems, Part I," Legislative Council Report to the Colorado

General Assembly, Research Publication 9-2, 1955.

4. Deductions, including such items as carry-
ing charges, taxes, losses, bad debts, con-
tributions, net operating loss deductions,
medical expenses, child care, and depre-
ciation and depletion.

5. Exemptions.

In consideration of the above, it has frequently
been proposed that state income taxation should
be related either directly or indirectly, to the
federal income tax."

Harmonizing state income tax provisions with
those of the federal government could be
achieved in a number of ways. The most
thoroughgoing integration involves a direct tie-
in with the taxpayer's federal income tax
liability—a state tax levy which is equal to a
percentage of the federal tax. Alaska, an out-
standing example, collects an amount equal to
10 percent of the federal tax. Computation
simply involves moving the decimal point one
place to the left. A variation of this type of direct
tie-in is to provide a separate state tax system
and give the taxpayer the option of paying a
percentage of the federal tax or filing under the
state's system. In recent years, Utah and New
Mexico have experimented with this type of
procedure, but after a short period of time
abandoned it for reasons which are subsequently
discussed.

Another method of integrating state and fed-
eral income taxes is for states to adopt certain
features of the federal tax, particularly the fed-
eral definition of net taxable income. Having
accepted this base, states may then utilize any
rate structure they wish. Vermont is the out-
standing example of a state which uses this
method, not only with respect to the personal
income tax base but also the corporate income
tax base.10° Massachusetts, Connecticut, Rhode
Island, New York, and Pennsylvania also rely
to some degree on the federal definition of
taxable income, for either their personal or
corporate income tax."' Of course, many states
undoubtedly use specific features of the federal
code as a guide for their state tax code, but not
as a fixed and continuing policy.102

.A more extreme proposal, which is also founded on 
other

reasons, is for the states to abandon income taxation and 
leave

the field exclusively to the federal government. As compensation
for this abandonment, the federal government would either sha.r.e
its income tax receipts with the states or increase grants-in- laa "t;However meritorious this proposal may be, the likelihood a
fruition in the immediate future seems quite negligible. Fc",
further discussion of this proposal, see H. C. Simons, Personal
Income Taxation (Chicago: University of Chicago Press, 1938/ '
pp. 214-15.

,,the
0°This form of integration has even been given the name

Vermont type." For a brief history of Vermont's adoption a ung,
system, see J. K. Lasser, "State Income Taxation in Vermont,
National Tax Journal, 1948, pp. 60-66.

ioqi. M. Kamins, "Federal-Based State Income Taxes," National

Tax Journal, March, 1956, P. 47.

1"Still another minor way in which states may utilize the fteg;
eral income tax is to base state withholding on a percentage Ofceiit
federal tax withheld. Colorado, for example, withholds 4 per
of the federal tax withheld.
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Certain advantages may be claimed for tying-
in to the federal code either directly or in-
directly. The taxpayer is able to compute his
tax with more ease, especially when the state
tax is simply a fraction of the federal tax. Some
administrative problems involving verification
may be performed with greater ease through
cooperation with the federal authorities.'" It
is even possible to transfer all auditing duties to
federal agents, for which the state would pay a
fee. Another advantage claimed for tying-in
is the potential increase in revenue which could
be realized by some states. This point has little
merit, however, since revenues, of course, could
be increased in any number of other ways
Within the present framework.

In contrast to these possible advantages,
numerous criticisms have been made with
regard to integrating state and federal income
taxes. While some emphasis may be placed on
the desirability of maintaining state autonomy,
a more important point is that an income tax on
the state level is significantly different than an
income tax on the federal level. While state in-
come taxes commonly yield less than 20 percent
of total state revenue, the federal income tax
accounts for approximately 70 percent of total
federal taxes.'" Moreover, many provisions
relating to federal income taxation are not
equally applicable to state income taxation. For
example, the traditional rationale, whatever its
merit, for the liberal treatment of capital gains
is founded on the fear that the high marginal
tax rates on the federal level might impair
Capital formation. Hence, in reference to state
taxation, where a much lower rate is in effect,
the manner in which capital gains should be
treated is quite different.'"
A major assumption involved in the belief

that a federal tie-in would be desirable is that
federal regulations "are as likely to be as equi-
table as those developed by a state tax commis-
sion and much more likely to be consistent and
tavailahle.”106 This, however, is not necessarily
senable as evidenced by certain federal provi-
ions which are considered by some tax authori-ties to be loopholes, such as the "usual quota of

'Private relief' provisions" in the Internal Reve-

r'Substantial cooperation with federal authorities is also pos-e'ne under state income taxes which are unrelated to the federale
o
ae• See Bureau of Internal Revenue, "Exchange of Informationopr. cpitu.r,ppopsesmol_f56Federal, State, and Local Tax Administration,"

"Federal 
Reserve Bulletin, January. 1959, p• 47'cat,iiotaFlor this reason over half the income taxing states treatgains differently than the federal government.

/Carnins, op. cit., p. Si.

nue Code of 1954. 1°7 Additional criticism of the
federal code is not difficult to find. One writer
comments on the problems of administration
and compliance in the IRC of 1954 as follows:
"Whereas the objective was simplification, the
net result . . . has been to make administration
and compliance much more difficult than in the
past."'" It also appears that the federal income
tax base has been defined primarily in light of
the federal rate structure and, therefore, state
use of the same base is of questionable ten-
ability. The serious problem of the continuous
erosion of the federal rate structure as well as
well as the base has been noted by numerous
public finance authorities.'" While criticism of
the federal income tax does not insure that the
states can propose a more effective tax, it does
indicate that the federal tax is not the sole cri-
terion for good state taxation.

Another criticism of the federal tie-in relates
to the loss of control over state revenue. Time-
lags necessarily occur between changes in the
federal code and possible changes in the state's
system. A direct tie-in assumes that changes
in federal and state revenue requirements occur
simultaneously, which may or may not be the
case. Moreover, states lack the financial capacity
to cope with the revenue flexibility inherent in
an income tax system which accounts for a signi-
ficant portion of total revenue."° Thus, while
the federal government may incur significant
deficits in times of recession, states must curtail
expenditures or seek other revenues to replace
the losses of a federally-based income tax.

Numerous technical criticisms may be levied
against a federal tie-in. Some of the more signi-
ficant are as follows:

1. Computation of federal net income in-
cludes income from certain federal bonds
whereas the states do not have the power
to tax such income.

l°7A. W. DeWind, "A Technical Appraisal of the Internal Reve-
nue Code of 1954," National Tax Journal, 1955, p. 66. For a less
critical view of the Code, see K. W. Gemmill, "An Appraisal of
the Internal Revenue Code of 1954," National Tax Journal, 1955,
pp. 36-39.

'.°J. A. Pechman, "Individual Income Tax Provisions of the
1954 Code," National Tax Journal, 1955, p. 135. For still another
critical appraisal of the 1954 Code, see C. S. Shoup, "The Dividend
Exclusion and Credit in the Revenue Code of 1954," National Tax
Journal, 1955, pp. 136-147.

ich'For a critical discussion of these and other issues see the
following: W. Cary, "Pressure Groups and the Revenue Code,"
Harvard Law Review, Vol. 68, 1955; W. W. Heller, "Practical Limi-
tations of the Federal Income Tax," Journal of Finance, 1952; R. E.
Paul, "Erosion of the Tax Base and Rate Structure," Federal Tax
Policy for Economic Growth and Stability (Washington, D.C.:
U. S. Government Printing Office, 1955) ; L. H. Seltzer, "Capital
Gains and the Income Tax," American Economic Review, Vol. 40,
1950; P. Strayer, "Individual Income Tax and Income Distribu-
tion," American Economic Review, Vol. 45, 1955.

"'H. M. Groves, Financing Government (fourth edition; New
York: Henry Holt & Co., 1954), p. 205.
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2. Many states tax income from bonds of
other states and their municipalities, but
the taxation of this income by the federal
government is considered to be unconsti-
tutional.

3. Many states do not permit the deduction
of state income taxes, whereas the federal
government does.

4. Certain problems are created by the dif-
ferent basic compliance dates of state and
federal taxes.

Moreover, a major technical problem associ-
ated with state income taxation, especially cor-
porate, is the allocation of interstate incomes.
This could not be solved by a federal tie-in, i.e.,
determining what portion of total income is
earned within a given state.11'

A final problem involved with a federal tie-
in is the questionable constitutionality of such a
measure. It has been suggested that adoption of
the federal income tax statutes by reference
would be constitutional in most cases,"2 but a
1955 opinion by the Attorney General of Colo-
rado indicated that a tie-in by Colorado with the
federal code would be constitutional only "if the
statute were carefully drawn" and were on an
optional basis."3 The latter opinion was further
qualified by pointing to the difficulty of render-
ing a decision without the presence of actual
legislation.

Although a federal tie-in would simplify com-
putation by the taxpayer, numerous alternatives
could achieve this objective within the present
state system. For example, a major source of
confusion in the present return is computing the
deduction allowed for federal income taxes paid.
Schedule I of the Colorado personal income tax
form, which requires computation of the federal
tax on a cash basis, probably causes more dif-
ficulty for the taxpayer than any other feature
of the return. While a direct tie-in to the federal
code would eliminate this source of confusion,
it could also be removed simply by disallowing
federal deductibility on the state level. Although
a decision to eliminate federal deductibility
must be evaluated essentially in terms of its
impact on the distribution of the tax burden,
it should be kept in mind that a major virtue of
such a policy would be simplification of the
taxpayer's computation of his tax liability. An-
other source of some confusion is the deduction
allowed for traveling expenses going to and
from work. Without any direct tie-in to the
federal code, this type of compliance difficulty

1.W. M. Kassell, "Progress Toward Achieving Uniformity in
State Income Tax Administration," Income Tax Administration
(New York: Tax Institute, Inc., 1948) , pp. 298-99.

nzFt. M. Kamins, op. cit., pp. 50-51.

u'Legislative Council, op. cit., p. 3.

could be eliminated simply by disallowing the
travel deduction provided under the State code.
Such a decision, however, should be based on
considerations of taxpayer equity as well as
taxpayer convenience.

In conclusion, the numerous criticisms of a
federally-tied state income tax appear to out-
weigh the one major advantage—simplification
of tax liability computation. State sovereignty
and taxpayer equity should not be sacrificed
solely for the purpose of achieving convenience
in the preparation of returns. Moreover, a cer-
tain amount of simplification is possible without
delegating state responsibility to Congress and
federal tax administrators. Of course, the fed-
eral code should be continuously used as a guide
for possible improvement of the state tax, but
any revision should be exaluated on its own
merits, and not adopted simply because it has
been deemed desirable by the federal govern-
ment.

Withholding Provisions. Withholding of state
income taxes by employers is relatively new.
Oregon led the way in 1948, and since then nine
other states, including Colorado, have adopted
a form of withholding.

The primary advantage of withholding is that
the state is able to collect a greater amount of
revenue in a manner which is less burdensome
to the taxpayer. Despite this advantage, with-
holding creates a refund problem, the magnitude
of which is determined by the relationslaiP
between the amount withheld and the tax-
payer's liability. Although it is generally con-
tended that it is better to withhold too much
than too little, the number of refunds processed
should not reach such proportions that possible
gains from the system are cancelled out. How-
ever, even when numerous refunds are made,
the state has the use of interest-free money from
the time of withholding to the time of the
refund.

The magnitude of the refund problem in Colo-
rado may be demonstrated by comparing re-
funds with the returns which are subject to
withholding as shown in Table 12.46.

It will be noted that approximately two-thirds
of the returns subject to withholding required
refunds and nearly one-fourth of the total dollar
amount withheld was returned to taxpayers ni
the form of refunds. In addition, the problem
is concentrated in the lower income group, as
shown by the fact that over 75 percent of the

total number and total dollar amount of refunds
were made to taxpayers with incomes of less
than $5,000.



Table 12.46

Withholding Returns and Refunds for
Normal Tax, Colorado Individual

Income Tax Returns, 1957

Adjusted
gross income

A.
0 - 5 4,999

5,000- 7,999
8,000- 9,999
0,000- 14,999
15,000_ 49,999
50,000 and over

Total

Total Total
withholding refunds

Number of returns and refunds
259,350
107,100
18,520
9,230
4,104
313

203,400
61,150
5,160
590
84
9

398,617 270,393

Refunds as a
percent of

withholding

B. Amounts of returns and refunds (thousands)
$ 0 - $ 4,999 53,433 51,242
5,000- 7,999 2,997 654
8,000- 9,999 816 62
10,000- 14,999 530 10
15,000_ 49,999 516 13
50,000 and over 122 3

Total 8,414 1,983.
• Totals do not equal sum of items due to rounding.

Source: Survey data of 1957 returns filed in 1958.

78.4
57.1
27.9
6.4
2.1
2.9
67.8

36.2
21.8
7.6
1.9
2.5
2.5
23.6

In an effort to solve the problem of excessive
refunds seven of the ten states which employ
Withholding utilize tables similar to those of the
federal government. Of the three remaining
states, Arizona withholds 1/2 percent of total
wages, while Utah and Colorado withhold a per-
cent of the federal tax withheld."4 It appears
that a withholding table which takes into
account levels of income, exemptions, and a
standard deduction, would provide a withhold-
ing pattern which most closely corresponds with
actual tax liability. While the use of such a table
would decrease the number of refunds in the
lower income levels, it would not be as effective
in the upper income groups where itemized
deductions are much more common.

Another approach to this problem would be to
base state withholding on federal withholding,
but as a percentage which is graduated according
to the amount withheld for the federal tax. This
would involve the least amount of change in the
Present witholding system if the revision were
limited to the use of only two "flat-percentage"
rates. For example, a 3 percent rate could be
applied in the case of taxpayers with federal
tax withholding of $50 or less a month, and a 5
percent rate could be used for those with federal
Withholding in excess of $50. This would roughly
PProximate a break at the $5,000 level of ad-

justed gross income for the average taxpayer
and, therefore, would more adequately relate5ate tax withholding to tax liability. Of course,If the present state personal income tax struc-
;tire were revised upward, particularly for the
lower income groups, then the present 4 percent
rate could be retained for taxpayers with fed-
eral withholding of $50 or less a month, and a 6

State Heller and C. Penniman, "A Survey and Evaluation of
1557. acorne Tax Withholding," National Tax Journal, December,
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percent rate could be applied to those with
federal withholding above $50.

Broader Application of Tax Tables. The Colo-
rado statute provides a taxpayer with the option
of using a prepared tax table for the determina-
tion of his income tax liability provided his ad-
justed gross income is under $5,000. Such factors
as personal expense deductions and the federal
income tax are computed into the tax due. There
is little doubt that this procedure greatly sim-
plifies the preparation of tax returns and
reduces the amount of verification and auditing
which otherwise must be undertaken by the
Revenue Department.

Attention should be directed to the possibility
of expanding the present table to include tax-
payer with the adjusted gross incomes up to
$10,000. Such a revision would materially
simplify the preparation of returns for tax-
payers, would reduce auditing and other ad-
ministrative costs, and at the same time should
not result in any significant revenue change for
the state. The number of taxpayers using dif-
ferent computation methods in the prepara-
tion of the 1957 returns is shown in the table
below.

Table 12.47

Number of Taxpayers Classified by Computa-
tion Method Used, Colorado Individual Income

Tax Returns, 1957
Total Number of taxpayers using:

Adjusted gross number of Itemized Standard Tax
income classes returns filed deductions deduction table
$ 0 - 54,999 357,600 87,000 10,500 260,100
5,000- 7,999 120,700 66,100 54,600 -
8,000- 9,999 23,000 14,460 8,540 -
10.000- 14,999 14,320 9,530 4,790 -
15,000 - 49,999 8,532 6,780 1,752 -
50,000 and over 669 623 46 -

Total 524,821 184,493 80,228 260,100

Source: Survey data of 1957 returns filed in 1958.

On the basis of these data, it appears that the
extension of the present table to $10,000 of ad-
justed gross income could affect as many as
63,000 taxpayers with incomes between $5,000
and $10,000 who chose the optional standard de-
duction in 1957. It may be assumed that tax-
payers are primarily concerned with minimizing
their tax liability and that in most cases con-
siderations of convenience are secondary. There-
fore, it is unlikely that those who find it bene-
ficial to itemize would use the table. On the
other hand, taxpayers presently taking the
optional standard deductions probably would
use the extended tax table as long as the "built-
in" federal tax deduction was equal to or greater
than their actual federal tax liability. The major
convenience to taxpayers with incomes between
$5,000 and $10,000 would be that they no longer
would be required to complete Schedule I-the
taxpayer's computation of his federal income
tax deduction on a cash basis.
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In summary, if Colorado income tax adminis-
tration is to be improved consideration should
be given to expansion of the present auditing
staff, simplification of return preparation with-

out resorting to any direct tie-in with the federal
code, use of a withholding technique which more
nearly reflects taxpayers' liability, and the ex-
tension of the present $5,000 tax table to $10,000.

APPENDIX NOTE ON

DESCRIPTION OF SAMPLE

The data presented in this chapter for the
Colorado individual income tax returns for 1957
are based on a stratified, cluster, systematic
sample consisting of 100 percent of returns
showing adjusted gross income of $50,000 and
more, and of various lesser percentages of re-
turns showing adjusted gross income of under
$50,000. The number of individual income tax
returns selected for the sample was 10,182,
which represented slightly less than 2 percent
of the 520,196 returns actually filed by Colorado
income taxpayers between January 1, 1958, and
June 20, 1958, exclusive of irregular returns. The
latter represented fiduciary, tentative, prior-
year delinquent, and partnership information
returns not included in either the sample or the
population from which the sample was drawn.
On the basis of the three previous years' exper-
ience it was found that approximately 99 per-
cent of the year's total number of individual in-
come tax returns are filed during the first six
months of the calendar year. Data as extensive
as that required for the preceding anaylsis of
the Colorado personal income tax could be
obtained only on a sampling basis if the data
were to be current and the study completed
within the prescribed time limit. On the basis of
accepted statistical principles the sample was
designed to achieve a fixed degree of sampling
reliability at minimum cost.

Description of the Sample. The Department
of Revenue sorted all 1957 individual income
tax returns received in 1958 according to
whether the taxpayer's reported adjusted gross
income was less than $10,000 or not, and the
returns were then batched in envelopes, with
approximately 100 returns per batch. Within
each of these two strata of batches a sample of
batches (clusters) was systematically selected.
The returns in each sample batch, in turn, were
then systematically selected according to a plan
which prescribed different sampling fractions
for each of seven adjusted gross income groups.
The prescribed sampling ratios used for the
selection of the batches and the returns within
each sample batch, classified by adjusted gross
income, are shown in Table 12A.1.
On the basis of the sampling fractions, income

tax returns for the sample were selected from
each adjusted gross income stratum. As noted
in Table 12A.1, the sampling ratio achieved for
the seven income categories combined was ap-
proximately one out of every 51 Colorado in-

come tax returns filed during the period covered.
In order to extend the sample values to that of
the returns represented they were multiplied by
"weighting factors" which are the reciprocals of
the over-all sampling fractions, e.g., the esti-
mated number of returns showing incomes of
less than $5,000 was obtained by multiplying the
2,384 returns in this stratum of the sample by
the factor of 150. It is important to note that
when the number of sample returns in each of
the seven income categories is inflated to popu-
lation size, the estimated total number of re-
turns (524,821) based on the sample works out
to be 100.9 percent of the total number of the
regular returns processed by the Department of
Revenue during the period to which the sample
was limited. In other words, the estimate
derived from the sample comes within 1 percent
of the number actually filed by income tax-
payers.

Sampling

Table 12A.1

Fractions Between Batches and
Within Batches

Adjusted gross
income classes

Prescribed sampling ratios:
For Within On an
all each overall

batches batch basis

Total
returns

in
sample

0 - 8 4,999 1/20 2/15 1/150 2,384
5,000- 7,999 1/20 2/5 1/50 2,414
8,000- 9,999 1/20 1/1 1/20 1,150
10,000- 14,999 1/1 1/10 1/10 1,432
15,000- 24,999 1/1 1/4 1/4 1,433
25,000- 49,999 1/1 1/4 1/4 700
50,000 and over 1/1 1/1 1/1 669

Total — _ 1/51. 10,182

• Achieved ratio.

Reliability of Estimates from the Sample.
The data from returns showing adjusted gross
income of $50,000 or more are not subject to
sample variability since all such returns were
included in the sample. However, the estimates
which include data from returns with adjusted
gross income of less than $50,000 are subject to
sampling variability. Since a sample is only. a
part of the population from which it comes, dif-
ferences are likely to occur between sample esti-
mates and the corresponding values obtained

from examination of the entire population made

under identical circumstances, i.e., from a census
of the universe. A measure of how well sample
values approximate those that would have been
obtained from a census is called a measure of
sampling reliability. Such a measure generally

depends upon the number of samples on which
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an estimate is based as well as the variation
between the individual sample values. A
measure of sampling reliability for each item
in the study could be estimated from the sample
itself, but due to the complexity of the computa-
tions and the large number of items involved, it
is impractical to derive individual estimates for
all sample values. However, the following esti-
mates of sampling reliability at the 95 percent
level of confidence were computed for three
highly significant items in the study-4.4 per-
cent for adjusted gross income, 4.0 percent for
the number of exemptions, and 2.7 percent for
the combined normal and surtax liability re-
ported on all returns. This means that the
chances are 95 out of 100 that: (1) the sample
value for total adjusted gross income, which
was $2,384 million, will not differ from that
obtained from a census of all returns by more
than 4.4 percent; (2) that the estimated total
number of personal exemptions, which was 1.4
million, will not differ from an actual count of
all exemptions by more than 4 percent; and (3)
that the estimated total tax liability of $18.3 mil-
lion will not differ from the actual by more
than 2.7 percent. Moreover, it is reasonable to
assume that the estimates for adjusted gross
income, personal exemptions, and tax liabilitydo not possess a lesser degree of reliability than
Other associated sample values. For example,
since estimates of other money amounts derived
from the sample are closely related to or depend
on adjusted gross income it may be confidently
assumed that they also possess a comparable
degree of reliability.
Another indication of the reliability of the

sample estimates is revealed by comparing the

estimate of the aggregate amount of combined
normal and surtax liability derived from the
sample with that computed by the Department
of Revenue on the basis of actual tax liability
reported on all returns from which the sample
was drawn. The Department of Revenue figure
for the total tax liability on the returns filed
during the period was $18,567,216, whereas the
aggregated sample estimate amounted to $18,-
327,614, or 98.7 percent of the actual. In other
words, the sample estimate was only 1.3 percent
less than the actual figure obtained from a com-
plete census of this item. Equally significant is
the fact that this 1.3 percent margin of error
for total tax liability is actually less than one-
half as large as the 2.7 percent estimate of
sampling reliability obtained for this item at the
95 percent level of confidence, as noted above.

Other Limitations of the Data. In addition to
sampling variability the data used as the basis
for the analysis of the 1957 personal income
tax returns are subject to a number of other
limitations which are inherent in any survey.
Since the returns were used in pre-audit form,
they do not reflect the changes which will be
made on some of the returns as a result of the
Department of Revenue's auditing program.
Moreover, controls maintained over the selec-
tion, processing and editing of the sample data
do not completely eliminate the possibilities of
errors having been made in recording, coding,
editing and tabulating. The exact extent to
which such errors affect the accuracy of the esti-
mates is unknown, but it is believed that the
quality of the survey data would not have been
as high had a complete census of the returns
been undertaken.





CHAPTER XIII

THE CORPORATION INCOME TAX

The corporation inc o me tax has become
widely accepted as an indispensable component
of the modern American tax structure. It has
proved to be a highly productive source of
revenue, an essential instrument of fiscal policy,
and an important supplement to the personal
income tax. On the state level it has grown more
rapidly during the past two decades than any
other major source of state tax revenue. Not
only is the tax second in quatitative importance,
but it has been described as the nation's "second-
best tax."'

The present federal corporate income tax was
adopted in 1909,2 four years before the enact-
ment of the federal personal income tax. During
World War I federal corporate income tax rev-
enues were more than twice as large as personal
income tax revenues," and throughout the inter-
war period of 1925-1940, they exceeded the per-
sonal income tax collections in every year but
two.* It has been only since World War II that
the latter have remained consistently greater
than corporate income tax receipts.
On the state level the patterns of developmentof corporate and personal income taxation

generally have been similar. Beginning with
VVisconsin's income tax act of 1911, the two
forms of state income tax usually have been en-
acted in the same statute, as in the case of Colo-
rado. At present all states which levy a regular
Personal income tax also use a corporation in-
,c.orrie tax of some type, and income taxes are
limited solely to corporations in four states—
onnecticut, Rhode Island, New Jersey and
ennsylvania. At present thirty-four states and

the District of Columbia levy taxes on corporateislet income. Twelve states introduced corporate

eluding
Income taxes prior to 1929; nineteen others, in-

Colorado, adopted them during the

o,,'Richard Goode The Corporation Income Tax (New York:vniey 
Inc.,, 1951) , p. 217.

tio...2The federal income tax act of 1894, which contained a corpora-its"dfrkeorne tax, was declared unconstitutional in 1895 because ofcon frect.Personal income tax provisions. In order to avoid similar

L'..,a.stitutional disqualification' the corporate income tax act of 1909gtutonly defined the tax asa "corporate excise tax on the pnvi-e °f doing business."
'Statistical Abstract of the U. S., 1947, pp. 325, 333.

11_4Annua/ Report of the Secretary of the Treasury, 1946, p. 405.r.;e1Pts from  the corporation and personal income taxes were notrted 
separately for the fiscal years 1918-1925.

decade of the Great Depression; and three more
states have enacted the tax since World War
II.°

The growth and relative importance of federal
and state corporate income tax collections are
shown in Table 13.1.

Table 13.1

Corporate Income Tax Collections in the
United States for Selected Fiscal Years

1939, 1950 and 1957
Jurisdiction 1939 1950

A. Amount of collections (millions)

1957

Nation as a whole 81,276 811,488 822,628
Federal government only 1,156 10,854 21,531
27 income tax states 108 624 1,046
Colorado 1 6 4

B. Percent of total tax collections
Nation as a whole 14.5 24.0 23.9
Federal government only 22.4 27.9 26.9
27 income tax states• 5.0 11.5 11.8
Colorado 2.0 6.5 2.9
• Excludes five states which do not segregate corporate and personal
income tax receipts.

Sources: U. S. Department of Commerce. Bureau of the Census, Com-
pendium of State Government Finances, 1950-1957; and Fi-
nancial Statistics of States, 1.9.79 and 1949; Statistical Abstract
of the United States, 1948-1958; and Annual Report of the
Secretary of the Treasury for Fiscal Year 1957.

On the basis of the above data it appears that
corporate tax collections increased almost
twenty-fold on the federal level and approxi-
mately ten-fold on the state level in less than
two decades. Moreover, the 27 corporate income
tax states, for which separ ate data were
available, showed a greater increase in the rela-
tive importance of the corporate tax than did the
federal government during this period. Cor-
porate tax collections for the states, expressed
as a percentage of their total tax receipts, more
than doubled from 1939 to 1957, increasing from

"State adoptions of corporate
1911—Wisconsin
1912—Mississippi
1915—Connecticut
1917—Missouri, Montana,

New York
1919—North Dakota,

Massachusetts
1921—North Carolina
1922—South Carolina
1923—Tennessee
1926—Virginia
1929—Arkansas, California,

Georgia, Oregon

income taxation were as follows:
1931—Idaho, Oklahoma, Utah,

Vermont
1933—New Mexico, Alabama,

Arizona, Kansas,
Minnesota

1934—Iowa, Louisiana
1935—Pennsylvania
1936—Kentucky
1937—Colorado, Maryland
1939—District of Columbia
1947—Rhode Island
1957—Delaware, New Jersey
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5 to almost 12 percent; whereas, the federal
receipts only rose from 22 to 27 percent. In
sharp contrast, the development of the Colorado
corporate income tax during the same period did
not parallel either the experience of the other
income tax states or the federal government. Al-
though as a percentage of total tax collections
the Colorado corporate income tax always has
been below the average of the other states, rev-
enue yields from this source in Colorado roughly
increased at the same rate as in the other states
from 1939 to 1950. Since then, however, Colorado
corporate income tax collections actually have
declined by approximately 25 percent—from
slightly less than $6 million in 1950 to $4.4 mil-
lion in 1957—while corporate tax collections for
all states combined rose by almost 75 percent.
On a relative basis, corporate income tax re-
ceipts increased from 2 percent of Colorado's
total tax revenues in 1939 to 6.5 percent in 1950,
only to fall back to 2.9 percent by 1957, despite
the fact that the State experienced considerable
economic expansion during the period. This
relative decline in the tax may largely be attri-
buted to the American Can case of 1947 which
severely limited the legal definition of Colorado
taxable income for foreign interstate corpo-
rations doing business within the State, and con-
sequently resulted in a shrinkage in the State's
corporate tax base. In short, the corporation in-
come tax, traditionally underutilized as a source
of State revenue, has become even less impor-
tant in Colorado's over-all tax structure in re-
cent years.

The Rationale of Corporate
Income Taxation

A fundamental justification for corporate in-
come taxation is the special benefit or privilege
theory, as developed by a series of court deci-
sions. As early as 1911, the U. S. Supreme Court
upheld the corporate income tax as "an excise
upon the particular privilege of doing business
in the corporate capacity," and termed it "a tax
upon the doing of business with the advantages
which inhere in the peculiarities of corporate or
joint-stock organization."8

Originally, the privilege theory of corporate
taxation was associated with the origin of the
corporate form itself. The earliest corporations
were granted by the state particular monopoly
privileges or exclusive franchises to carry on
business in specified regions or communities. As
the nature of the corporation changed and cor-
porate charters became more generalized and
more easily obtainable by all types of business
concerns, the actual development of modern big
business became dependent upon the corpor-

'Flint v. Stone Tracy Co., 220 U. S. 107, (1911).

ation form of organization. Apart from the legal
right of existence, the specific privileges or
benefits conferred by a corporate charter are:
limited liability of stockholders, perpetual life,
easy transfer of ownership, diffused sources of
financing, and possibilities for intercorporate
affiliation. As noted by Goode:7

These characteristics make it easy for corpo-
rations to grow in size and power and to tap
new sources of finance and wide markets.
Undoubtedly they make possible modern big
business as we know it and help to account
for a large part of corporate profits.

If the benefit principle is accepted as a valid
justification of a special tax on corporations,
then the amount of corporate net income or
profits reflects the benefits of incorporation
better than any other single measure of business
activity. "The fact that business is done in the
corporate form, despite special corporation
taxes, is a clear indication that the charter is
worth something."8

A second major justification of the corporate
income tax has been termed the government
"partnership in enterprise" principle.° Accord-
ing to this view, the remarkable success of
modern business in the corporate form justifies
special direct taxation of corporate enterprise.
The tax provides a way of tapping directly the
community's income stream at one of its prin-
cipal sources, and in so doing it serves as an
important supplement to the personal income
tax. If government is justified in taxing income
after its distribution to the individual agents of
production, it is no less justified in taxing part
of the yield from production directly at its
source. The "partnership principle" also pro-
vides a rationale for the carry-back and carry-
over of losses for tax purposes, in that govern-
ment under such provisions shares the losses as
well as the gains of enterprise. In other words,
the tax "does not substantially modify the
chances and risks involved in a business venture,
since the government participates in both gains
and losses."10 In short, an important part of the
responsibility of both state and federal govern-
ment is to help maintain the kind of conditions
under which free enterprises can flourish and
the concomitant obligation of successful corpo-
rate enterprises is to bear a share of the costs of
government. Corporations are taxed separately
from their individual legal owners because they
are established and function as separate and
independent economic entities.

7Goode, op. cit., p. 28.
"Ibid., p. 29.

'Gerhard Colm, "The Corporation and the Corporate Inc9ille
Tax in the American Economy." Proceedings of the Airterscan
Economic Association, May, 1954, pp. 486-503.

"Ibid., p. 496.
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The economic effects of the corporate income
tax have made it a principal instrument of fiscal
policy. The flexibility of its yield exceeds that of
any other tax and it contributes significantly to
the over-all stability of the economy. On the
state level, the degree of flexibility of the cor-
porate income tax, and consequently its stabiliz-
ing effect, is considerably less than for the fed-
eral tax. Nevertheless, for all states combined
the stabilizing effect of corporate income taxa-
tion is quantitatively important. Moreover, dur-
ing periods of economic growth characterized by
increased demands for state services the rise
in corporate income automatically provides an
expanded corporate income tax base and tax
Yield which in part helps meet the state's need
for greater revenues.
In order to assess the distribution of the bur-

den of a tax, it is necessary to distinguish its
impact, i.e., the economic units upon which the
tax is levied, from its incidence, i.e., the persons
Upon whom the burden of the tax ultimately
comes to rest. While it is difficult generally to
determine accurately the incidence of any tax,
the numerous shifting possibilities open to the
corporate income tax render a precise determi-
nation of the distribution of its burden impos-
sible. Perhaps the most accurate description is
Provided by the theory of "tax diffusion" which
holds that the burden of the corporate income
tax is shifted to consumers, wage-earners, and
stockholders; and in part is reflected by reduced
undistributed corporate profits. Over a long
period the tax becomes so imbedded in the com-
modity price structure and in equity values that
its burden is diffused broadly throughout the
economy.

Finally, it should be noted that there are two
major considerations which specifically favor
the use of the corporate income tax by state
government. Due to the limited taxing jurisdic-
!ion of state governments, the personal income
Lax cannot reach the entire income produced
within the state and corporate profits chan-
neled to out-of-state stockholders will escape astate's taxable income base entirely unless a
corporate income tax is also levied. In other
'words, the corporate tax provides an effectiveaI1 d practical means for states to tax corporate
ilr°fits originating within their boundaries, andJuts, supplements a personal income tax which
u_ec.es not apply to the interest and dividends re-
ived by non-residents of the state. Secondly,

ttirlaci,over-all state and local tax structure is essen-
ILY regressive and to the extent that the cor-

rr, a,te income tax burden is borne by the stock-
it provides an element of progressivity.

r all of the above reasons, the corporate in-cane tax works out to be a necessary, productive
,-4 equitable feature of a state tax structure in°' modern big-business economy.

History of the Corporation Income Tax
in Colorado

The Colorado corporation income tax became
effective on July 1, 1937, at an initial rate of 4
percent of corporate taxable net income. The
enactment followed years of agitation for an
income tax, beginning as early as 1912 and fi-
nally culminating successfully in the income tax
amendment of 1936.
One important argument used throughout

the period to support a corporation income tax
was based on the inadequate assessment of in-
tangible and real property owned by individuals.
It was argued in Colorado, as in other states,
that a corporation income tax would be a more
effective means of taxing these two categories
of property.
A related problem was the difficulty the State

Tax Commission encountered in attempting to
determine the assessed value of corporations
for general property taxation. By 1915 the Tax
Commission was setting the assessed value
for some 300 corporations, which entailed no
less than 105 hearings and 42 rehearings.11 More-
over, the authority granted the Commission for
this task was ambiguous and ill-defined. An in-
dependent report in 1916 noted that "just how
far the law permits the Commission to go in
assessing corporations is not definitely
known."12
The difficulties inherent in the assessment of

corporate property were compounded by an
amendment in 1914 empowering the State Board
of Equalization to alter valuations of corporate
property as determined by the Tax Commission.
Until this power was curbed by a court decision
in 1929, the Board of Equalization was petitioned
by numerous corporations, and generally
granted their requests for lower assessments.
For example, the Tax Commission stated that:13

. . . in 14 years, the Board has lowered this
Commission's valuations on public utilities,
railroads, and other like corporations, ap-
proximately $30,667,810 . . . In all that time
not a single increase in valuations has been
made or ordered, and, with one exception, all
its reductions have been given to corporate
property. In other words, its equalization has
been 100 percent downward and confined to
corporations.

Also, during this period the courts interfered
with the assesment of corporate property. It was
contended that Colorado was practically the
only state where valuations fixed by the State
Tax Commission could be attacked in court
based solely on the proposition that the valu-

"State of Colorado, State Tax Commission, Fourth Annual Re-
port, 1915, P. 3.
"R. M. Haig, The Work of the Colorado Tax Commission, Den-

ver, 1916, pp. 69-70.
"State of Colorado, State Tax Commission, Fifteenth Annual

Report, 1926, p. 8.
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ations were too high. This practice was stopped
by a Colorado Supreme Court decision in 1934,
in which it was declared that the "lower Court
obviously misapprehended its proper function."

Thus, the taxation of corporations under the
general property tax in the period before 1937
was extremely difficult and inadequate, and
despite the fact that some of the deficiencies
were r em e di e d, they all served to help
strengthen the growing pressure for a corpor-
ation income tax.

The 1937 corporation income tax provisions
and regulations were patterned closely after
those of the federal code in effect at that time.
The principal statutory amendments and court
interpretations affecting the Colorado corporate
income tax base since 1937 are as follows:

1947-The American Can case, in which the
court restricted the legal definition of
"Colorado sales" made by interstate
firms, thereby reducing the Colorado
taxable income base.14

1951-An amendment to broaden the Colo-
rado tax base of interstate firms by
defining Colorado taxable income as
corporate "income from any activities
carried on in this state, regardless of
whether carried on in intrastate, inter-
state or foreign commerce."

1952-An amendment changing the status of
savings and loan associations, credit
unions, and cooperatives under the Act.
Savings and loan associations were to
be treated essentially as ordinary cor-
porations, and credit unions and co-
peratives were required to apply in-
dividually for tax exempt status.

1953-An amendment which provided that
net capital losses could be carried over
as a deduction from gross income for
four succeeding tax years, limited to an
annual deduction of $2,000 in excess of
any net capital gains. Net operating
losses were allowed a four-year carry-
over and were to be treated as short-
term capital losses. The statutory de-
pletion allowance for coal-mining firms
was increased from 5 to 10 percent of
the yearly gross income. The Oil and
Gas Gross Receipts Tax was enacted
as an amendment to the Income Tax
Act and thus could not be used as a
deduction against corporate taxable in-
come.

1954-The Colorado Revised Statutes (1953)
became effective, including a substan-
tive alteration in the Income Tax Act
which made the Oil and Gas Gross
Receipts Tax deductible under the
regular income tax.

1955-Contributions claimed as deductions by
interstate firms were limited to 5 per-
cent of their Colorado taxable net in-
come.

“State v. American Can Co., 117 Colorado 312; 186 P. (2d) 779.

1958-An amendment which redefined the
"Colorado sales" factor of the alloca-
tion formula used by interstate firms.15

In addition to the above changes in tax base,
variations in the statutory rate of the corpo-
ration tax have been made as follows: in 1947
the rate was raised from 4 to 5 percent of corpo-
rate net income for a temporary period. In 1949
the rate reverted automatically to 4 percent, but
in March of that year the 5 percent rate was
again adopted. In 1950 a "temporary" 20 percent
rate reduction was granted, which was annually
re-enacted for six more years. In 1957 the tax
credit was set at 15 percent, and finally in 1958
the "temporary" reduction was allowed to lapse,
restoring the 5 percent statutory rate. During
this period the rate on banks remained at 6
percent of net income, except for the single
year 1950 when the 20 percent reduction was
also extended to banks.
The expansion in the scope of the Colorado

corporation income tax is indicated by Table
13.2.

Table 13.2

Number of Colorado Corporate Income Tax
Returns Filed, Calendar Years, 1938-1958

Year
Number of returns filed

Total Taxable Non-taxable

Taxable
returns

as percent of
total

1938 6,180 1,992 4,188 32
1939 5,830 1,963 3,867 34
1940 5,625 2,183 3,442 39
1941 4,863 1,969 2,894 40
1942 5,449 2,763 2,686 51
1943 5,576 3,443 2,133 62
1944 5,480 3,540 1,940 65
1945 5,701 3,749 1,952 66
1946 6,115 4,226 1,889 69
1947 5,647 3,881 1,766 69
1948 6,218 4,171 2,047 67
1949 6,252 4,005 2,247 64
1950 6,835 4,291 2,544 63

1951 7,328 4,786 2,542 65
1952 7,759 5,190 2,569 67
1953 8,250 5,099 3,151 62
1954 8,997 5,517 3,480 61

1955 9,487 6,616 2,871 70
1956 9,814 6,128 3,686 63
1957 11,733 8,174 3,559 70
1958 12,009 7,885 4,124 66

Source: State of Colorado, Department of Revenue, Annual Report*,
1942-1957.

While the total number of corporations filing
returns increased by about 100 percent fro.m.
1939 to 1958, the number of taxable returns in-
creased by over 300 percent. The latter rose from
less than 2,000 in 1939 (the first full year of the
tax) to almost 8,000 in 1959. Expressed as a frac-
tion of the total, they increased from about one-
third to two-thirds by the mid-forties, and have
remained approximately at this level since the
war.

"Inn addition to the above revisions an amendment was 
Passed

in 1958 which placed the payment of the tax on a current Yea;
basis. All corporations with expected tax liabilities in exces.s,g

$1,000 were required to pay their taxes in the same year hi Ww
the liabilities were incurred.
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Fiscal year collections from the Colorado cor-
porate income tax are shown in the following
table.

Net

Table 13.3

Collections from the Colorado Corporate
Income Tax

Fiscal Years, 1939-1958
Net collections after refunds

Source:

Index As percent
Amount (1939 of total

Year (thousands) =100) collections
1939 $ 706 100 2.0
1942 1,218 173 3.2
1944 2,319 329 5.6
1945 2,546 361 6.0
1946 3,301 468 6.5
1947 3,076 436 4.6
1948 4,620 654 5.6
1949 5,783 819 6.4
1950 5,987 848 6.5
1951 6,535 926 6.5
1952 6,121 867 5.8
1953 5,515 781 4.9
1954 6,153 872 5.4
1955 5,677 804 4.3
1956 6,071 860 4.2
1957 4,399 623 2.9

U. S. Department of Commerce, Bureau of the Census, State
Government Finances. 1946; and Compendium of State Govern-
ment Finances, 1947-1957.

On the basis of the above data it is evident
that the corporate income tax has been a rela-
tively minor source of state revenue. Through-
out the period net receipts from this tax ranged
from 2 to 6.5 percent of the total tax collections.
Corporate tax revenues rose steadily from $.7
million in 1939 to $6.5 million in 1951. The fol-
lowing six years, while the State economy in
general continued to expand" corporate tax col-
lection remained under the 1951 level and
reached a low of $4.4 million in 1957. In large
Part, this decline was due to the effects of the
American Can case which diminished legally
taxable income of foreign interstate firms oper-
ating in Colorado and the corporate tax refunds
made pursuant to this decision. A single refund
of almost $.4 million was made as late as fiscal
1957. However, it appears that the effects of theA. rnerican Can decision had been fully absorbed
into the corporate tax structure by 1958, for in
that year net collections showed a strong ele-
ment of normal growth for the first time since
1951. Moreover, the tax base will be enlarged if
the 1958 amendment redefining the "sales" com-
ponent of the allocation formula works out to be
successful, and corporate tax collections should
Continueto increase with expanding economic

Tables 13.4 and 13.5 compare Colorado's cor-
Porate income tax collection with that of the
o_ther 26 income tax levying states for whichdata were available for fiscal year 1957.

'purlPere -ng this period Colorado personal income increased by 74Dereeenrat. and taxable retail sales of foreign corporations rose by 94

Table 13.4

Comparative State Corporate Income Tax
Collections

Fiscal Year, 1957a

State

Corporate
income tax
collections
(thousands)

Total
state tax
collections
(thousands)

Corporate income tax
collections as percent
of total collections
Percent Rank

Arkansas $ 9,777 $ 125,260 7.8 15
California 167,339 1,637,187 10.2 9
Colorado 4,399 153,255 2.9 25
Connecticut 29,765 227,614 13.1 4
Georgia 21,850 314,513 7.0 20
Idaho 4,135 50,714 8.2 14
Iowa 3,861 247,906 1.6 27
Kansas 4,605 158,035 2.9 24
Kentucky 17,470 201,160 8.7 12
Maryland 19,457 250,637 7.8 16
Massachusetts 30,449 413,595 7.4 18
Minnesota 21,706 292,567 7.4 17
Mississippi 13,920 160,523 8.7 13
Montana 2,360 52,632 4.5 22
New York 251,284 1,440,454 17.4
North Carolina 45,582 369,779 12.3 6
North Dakota 1,174 51,750 2.3 26
Oklahoma 10,457 235,720 4.4 23
Oregon 20,713 193,985 10.7 8
Pennsylvania 164,059 985,222 16.7 2
Rhode Island 7,880 62,563 12.6 5
South Carolina 17,412 184,344 9.5 10
Tennessee 19,647 268,896 7.3 19
Utah 8,224 76,746 10.7 7
Vermont 2,283 34,916 6.5 21
Virginia 27,453 315,908 8.7 11
Wisconsin 55,646 355,977 15.6 3

Total 982,907 8,861,858 11.1

• Alabama, Arizona, Louisiana, Missouri, and New Mexico are not in-
cluded because personal and corporate income tax collections were
not reported on a segregated basis.

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1957, p. 11.

On the basis of Tables 13.4 and 13.5 it will be
noted that the corporation income tax is highly
unutilized as a source of state revenue in Colo-
rado when compared with that of other in-
come tax states. Colorado's collections, which
amounted to less than 3 percent of its total tax
revenues, was significantly below the national
average of 11 percent, and ranked 25th among
the 27 corporate income tax states for which
corporate tax data were available. It is interest-
ing to note that the six states which on a relative
basis utilize the tax most fully as a part of their
tax structures-New York, Pennsylvania, Wis-
consin, Connecticut, Rhode Island and North
Carolina-do not allow corporations to deduct
their federal income tax payments from state
taxable income; whereas, the half-dozen lowest
ranking states-Montana, Oklahoma, Kansas,
Colorado, North Dakota, and Iowa-all permit
such federal income tax deductibility. Or viewed
differently, corporate income tax collections for
1957 for the nine states which permitted federal
income tax deductibility averaged 5 percent of
their total tax revenues, whereas for the 18
states which do not permit deductibility the cor-
porate tax collections averaged more than 10
percent. Table 13.5 presents three other relevant
measures used as the basis for making interstate
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Table 13.5

Comparative State Corporate Income Tax Collections as Percentages of Total State Income Tax
Collections, Federal Corporate Income Tax Collections, and Personal Income Received

Fiscal Year, 1957

Corporate income tax
collections as percent
of total state income

tax collections

Rank State Percent

1 Connecticut 100.0
2 Pennsylvania 100.0
3 Rhode Island 100.0
4 Tennessee 81.6
5 Mississippi 69.9
6 Arkansas 64.4
7 California 53.9
8 South Carolina 51.2
9 North Carolina 46.3
10 Georgia 45.7
11 Oklahoma 45.4
12 Utah 44.9
13 New York 34.5
14 Wisconsin 33.5
15 Idaho 29.1
16 Kentucky 27.8
17 Maryland 27.5
18 Kansas 25.8
19 North Dakota 25.4
20 Minnesota 25.2
21 Montana 23.8
22 Massachusetts 21.5
23 Virginia 20.6
24 Vermont 20.0
25 Oregon 18.4
26 Colorado 16.0
27 Iowa 11.9

Average 40.8

Corporate income tax
collections as percent
of federal corporate

tax collections

Rank State Percent

1 Mississippi 7.9
2 S. Carolina 0.2
3 Arkansas 5.3
4 Utah 4.3
5 Oregon 4.0
6 Wisconsin 3.8
7 Tennessee 3.3
8 Idaho 3.2
9 Vermont 2.9
10 Pennsylvania 2.8
11 Georgia 2.7
12 North Carolina 2.6
13 California 2.5
14 Rhode Island 2.4
15 Virginia 2.2
16 Connecticut 2.1
17 Minnesota 1.8
18 Montana 1.7
19 New York 1.7
20 North Dakota 1.5
21 Massachusetts 1.4
22 Oklahoma 1.3
23 Kentucky 1.1
24 Maryland 1.1
25 Kansas 0.9
26 Iowa 0.7
27 Colorado 0.5

Average 2.1

Corporate income tax
collections as percent

of personal
income

Rank State Percent

1 N. Carolina 0.77
2 Wisconsin 0.75
3 Pennsylvania 0.70
4 Mississippi 0.67
5 S. Carolina 0.62
6 New York 0.61
7 Oregon 0.61
8 Utah 0.57
9 Arkansas 0.48
10 California 0.48
11 Connecticut 0.47
12 Rhode Island 0.46
13 Virginia 0.45
14 Kentucky 0.42
15 Tennessee 0.41
16 Georgia 0.40
17 Idaho 0.40
18 Vermont 0.36
19 Minnesota 0.35
20 Maryland 0.31
21 Oklahoma 0.28
22 Massachusetts 0.27
23 Montana 0.19
24 Colorado 0.13
25 North Dakota 0.13
26 Kansas 0.12
27 Iowa 0.08

Average 0.50

Source: Adapted from U. S. Bureau of the Census, Compendium of State Government Finances in 1957, p. 11; U. S. Bureau of the Census, Statistical
Abstract of the United States, 1958, p. 373; and U. S. Department of Commerce, Survey of Current Business, August. 1958, p. 21.

comparisons. Colorado's corporate income tax
collections, when expressed as percentages of
total state income tax collections, federal cor-
porate tax collections, and state personal income
receipts, ranked 26th, 27th and 24th, respec-
tively, among the 27 corporate income tax states
for which data were available for fiscal 1957.
Thus, the Colorado corporate income tax clearly
plays a much less important role in state govern-
ment finance than is the practice of the vast
majority of other income tax states.

Basic Provisions of the Colorado Corporate
Income Tax

Under the Colorado Income Tax Act, the
scope of the corporation tax is somewhat
broader than the legal definition of a "corpora-
tion." The tax applies equally to "associations
and joint-stock companies and organizations by
whatever name known, which act or do business
in an organized capacity."" The only types of
business organizations specifically excluded
from the provisions of the Colorado corporation
income tax are estates, trusts and partnerships.
A number of types of non-profit organizations
are tax-exempt under the law. In order to

17This definition includes savings and loan associations, credit
unions and cooperatives, but does not include municipal or public
corporations. Colorado Revised Statutes, 1953, Ch. 138-1-1.

qualify for tax-exemption, an organization must
submit proof of its non-profit status to the Direc-
tor of Revenue, and must belong to one of the
tax-exempt categories listed in the law.18 The
coverage of the Colorado corporation income
tax regarding the types of organizations ex-
empted under the statute, as well as the defini-
tion of organizations taxable as corporations, is
essentially similar to that of the federal tax and
the majority of state corporate income taxes.
However, the Colorado statute includes special
provisions for the taxation of banks, including
national banking associations, state banks, in-
dustrial banks, trust companies, finance and loan
associations, and Morris Plan companies. The
income tax on a bank is "for the privilege of
exercising its corporate franchise within the
State . . . (as) measured by its net income," and
is in lieu of all state and local property taxation
of intangible bank assets.

The Colorado corporate income tax, except in
the case of banks, is a direct tax levied on cor-
porate net income, in contrast to a corporate
excise, privilege or annual franchise tax which
is measured by net income. As noted above, the
Colorado Income Tax Act, as amended in 1951,
imposes the tax upon a corporation's net income

"Colorado Revised Statutes, 1953, Ch. 138-1-8.



that is "derived from sources within Colorado,
including intrastate, interstate and foreign com-
merce carried on within the State of Colorado."

Tax Base Provisions. The definition of cor-
porate "gross income" under the Colorado stat-
ute is that income received from all sources un-
less specifically excluded by law. The exclusions
from gross income under the corporate tax are
the same as those under the personal tax, ex-
cept for an additional exclusion of 85 percent of
all intercorporate dividend receipts. In this re-
spect, the Colorado statute differs from that of
the majority of the other corporate income tax
states as shown by Table 13.6. Only six other
states are as generous as Colorado, sixteen
states exempt only those dividends paid out of
corporate income already taxed by the taxing
state, and eight states do not allow any exclusion
of dividend receipts.

Table 13.6

Comparative State Summary of Selected
Corporate Income

Deducti- 85% or
bility of more of
federal all types
income dividend
tax receipts

State 
per- ex-

Alabama 
mated cluded•
Yes No

Arizona 
Arkansas 

Yes No

California 
No No

Colorado 
No No

Connecticut 
Yes Yes

Delaware 
No Yes
No Yes

Georgia 
Idaho 

No No
Yes Noowa

Kansas 
Yes Yes

Kentucky 
Yes No

Louisiana 
No No
Yes No

Maryland No
Massachusetts No 

No

Minnesota 
No

Mississippi 
Yes Yes

Missouri 
No No
Yes No

Montana 
New Jersey 

Yes No

New Mexico Yes NoNew York 

No No

N. Carolina 
No No

N. Dakota 
No No
Yes No

Oklahoma Yes NoOregon
Pennsylvania No No

Rhode Island 
No Yes

NS. Carolina hloo N/sloo
Tennessee
Utah

VVermont 

No No 

irginia 

Yes Yes 
No No

Wisconsin 
No No
Nod No

Tax Base Factors,

Exclude interest Net
receipts from: capital
State Federal gains
and bonds and included
local obliga- at
bonds tions 100%
Yes
Yes
Yes
No
No
No
Yes
Yes
No
No
No
No
Yes
Yes
No
No
Yes
Yes
No
No
Yes
No
Yes
Yes
No
No
No
Yes
Yes
No
No
Yes
Yes
No

Yes
Yes
Yes
No
Yes
No
Yes
No
No
Yes
No
No
No
No
No
No
Yes
Yes
No
No
Yes
No
Yes
Yes
No
No
No
Yes
Yes
No
No
Yes
Yes
No

1958

Amount
of net
capital
losses
permit-
ted

Yes Full
Yes Full
Yes Full
Yes Full
Yes $2 , 000
b b

No None
Yes Full
Yea None
b b

Yes $2,000
b b

Yes None
No Full
Yes Full
No $1 , 000
No Full
No $2,500
Yes Full
Yes Full
Yes Full
b b

Yes Full
No
Yes Full
Yes Full
Yes Full
b b

Yes Full
Yes Full
Yes Full
b b

Yes Full
Yes Full

" "No" indicates that state either includes all dividend receipts in
taxable income, or excludes only specific limited categories of dividend

b receiPts.
Same as federal code.
Excludes 50 percent of long-term losses only.Deductibility of federal tax limited to 10 percent of state taxable
income.

Source: Commerce Clearing House, State Tax Guide, 1958, and corpora-
tion income tax forms and instructions of the several states.

The state is prohibited from taxing dividends
!rorn corporations owned or sponsored by the
lede. ral government, or interest derived fromohligations of the United States and its agencies
(interest from bonds of the T.V.A. is an excep-
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tion).19 However, interest from state and muni-
cipal bonds in Colorado is not excluded from the
tax base, and in this respect Colorado conforms
to the practice of the majority of income tax
states.

Net capital gains to corporations are fully tax-
able under the present income tax statute and
on this score Colorado also is in line with most
other income tax states. Twenty-two of the 34
states require full inclusion of net capital gains,
and nineteen states allow full exclusion of net
capital losses. Fourteen states, including Colo-
rado, impose restrictions of various sorts on
the deductibility of net capital losses.20

The corporate income tax bases of the various
states also differ in the particular deductions
from gross income allowed in computing tax-
able net income. The specific deductions allowed
under the Colorado statute are as follows:

1. Ordinary and necessary business ex-
penses, salaries, traveling expenses and
rentals.

2. Interest paid on indebtedness, except that
incurred to purchase or to carry tax-
exempt securities; and for savings and
loan associations, amounts paid or
credited on share capital, share accounts
and savings accounts.

3. All taxes, except: (a) those levied under
the Colorado income tax, other than the
oil and gas gross income tax; (b) income
taxes paid to another state, the District
of Columbia, and territories or posses-
sions of the United States (but interstate
corporations allocating income to Colo-
rado may deduct the above taxes) ; and
(c) death and gift taxes, and special local
assessments which tend to increase the
value of the property assessed.

4. Uninsured or otherwise uncompensated
losses.

5. Net capital losses, to a maximum amount
of $2,000 in a given year. Capital losses
may be carried forward for four succeed-
ing years, for a maximum amount of
$2,000 above capital gains in each of the
years.

6. Net operating losses from previous years,
to a maximum amount of $2,000 above
net capital gains in the given taxable
years, may be carried forward for four
successive years.

7. Bad debts charged off during the year.
8. Reasonable allowance for depreciation

and obsolescence of property used in the
trade or business.

19A state may not levy a direct tax upon federal obligations or
the income therefrom, but in the case of corporate franchise or
privilege taxes, income from federal securities may be included in
the measure of the tax base. See Miller et al. V. Milwaukee, 1927,
1 STC P265, 272 U. S. 713, 47 S.Ct. 280: Pacific Co., Ltd., v. John-
son, 1932, 1 STC P275, 285 U. S. 480, 52, S.Ct. 424:

29Eleven states, including Colorado, allow operating loss carry-
over, but only four states allow the carryover for a smaller number
of years than Colorado does. Colorado also is unique in limiting
the amount of loss carryover in any one year to $2,000 in excess
of the net capital gains of that year.
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9. Depletion allowances, as follows: (a) for
oil and gas producers-adjusted cost
basis or 27 percent of gross income (ex-
cluding any rents or royalties paid) ;
(b) for coal mines-adjusted cost basis,
or 10 percent of gross income; (c) for
mineral and other mines-adjusted cost
basis, or 40 percent of gross income (ex-
cluding any rents or royalties paid); and
(d) for timber growers-adjusted cost
basis. If the taxpayer is using the per-
centage-of-income type of depletion al-
lowance, it may not exceed 50 percent of
current net income, but in no case is the
allowance less than it would be if com-
puted on the adjusted cost basis.

10. Chairtable gifts, limited to 5 percent of
net income, (i.e., 5 percent of net income
allocated to Colorado in the case of inter-
state firms).

11. In the case of R.E.A. and other coopera-
tives, all patronage-dividends, refunds,
rebates, or capital credits paid, credited,
or allocated to members.

12. In the case of savings and loan associa-
tions, additions to a reserve established
for the sole purpose of meeting or ab-
sorbing losses, up to 5 percent of net
income.

The deductions allowed under the Colorado
statute generally parallel those of the other cor-
porate income tax states. However, with regard
to the most important single deduction, federal
income taxes paid, Colorado is in the distinct
minority among the corporate income tax states
of the nation. Out of thirty-four states presently
using corporate income taxes, nineteen do not
permit any deductibility of federal income
taxes, and Wisconsin permits limited deducti-
bility only. It may be noted that the states
which permit federal tax deductibility are pri-
marily agricultural states and their corporate
income tax revenues are relatively small. In
contrast, the states which do not permit fed-
eral deductibility are generally the important
industrial and manufacturing states, and the
corporate income tax accounts for a significantly
higher proportion of their total tax collections.

Tax Rate Provisions. The nominal statutory
rate of the Colorado corporate income tax was
4.25 percent of taxable net income in 1957, and
5 percent in 1958. For banks, the nominal rate
was 6 percent in both years. Table 13.7 presents
an interstate comparison of nominal corporate
income tax rates in use throughout the nation in
1958. It will be noted that twenty-eight states
used a single rate and only six had progressive
rate structures. The most commonly used rate
was 5 percent, levied by seven states including
Colorado, and it represented the median for all
the corporate income tax states. In terms of "ef-
fective rates," however, the Colorado tax was
considerably below the national median at all
levels of corporate net income, as shown by
Table 13.8. The "effective rate" measures the
actual tax cost attributable to the imposition of
the state tax expressed as a percent of the firm's

Table 13.7

Comparative Statutory State Corporate
Income Tax Rates, 1958

Rank

1
2
3

State

Idaho
Minnesota
Kentucky b

Statutory
rates •

8.8
7.3
7.0 - 5.0

4 Wisconsin b 7.0- 2.0
5 Massachusetts b 6.765
6 North Carolina', 6.0
7 Oregon b 6.0
8 Pennsylvania b 6.0
9 North Dakota 6.0- 3.0
10 Mississippi b 6.0- 2.0
11 New York b 5.5
12 Rhode Island b 5.5
13 Delaware b 5.0
14 Maryland b 5.0
15 Colorado 5.0
16 Montana 5.0
17 South Carolina b 5.0
18 Vermont b 5.0
19 Virginia b 5.0
20 Arizona 5.0- 1.0
21 Arkansasb 5.0- 1.0
22 Calif orniab 4.0
23, Georgia b 4.0
24 Louisiana 4.0
25 Oklahoma 4.0
26 Utah 4.0
27 Connecticut', 3.75
28 Tennessee b 3.75
29 Kansas 3.5
30 Alabama 3.0
31 Iowa 2.0
32 Missouri 2.0
33 New Mexico 2.0
34 New Jersey b 1.75

Median 5.0
• Two rates represent the maximum and minimum rates of a progressive

rate structure.
b Do not permit full deductibility of federal income tax.

Source: Commerce Clearing House, State Tax Guide, 1958.

total net income before either federal or state
income taxes. In other words, the effective or
actual cost of the tax to the corporation is the
net amount by which the firm's total state and
federal income tax liability combined exceeds
the federal tax the firm would have incurred in
the absence of a state income tax. The data show
that at the $25,000 level of net income the Colo-
rado effective rate was 2.5 percent and the State
ranked 21st, at the $1 million level the rate was
only 1.2 percent, and at levels of net income
above $50,000 Colorado ranked 24th, or among
the lowest one-third of the states levying cor-
porate income taxes. This comparatively low po-
sition primarily results from the fact that Colo-
rado is among the minority of states which per-
mit the deductibility of the federal income tax
in the computation of the state tax liability.
Thus, nineteen of the twenty states which do
not permit full federal tax deductibility have
higher effective corporate income tax rates than
Colorado at all levels of income above $50,000,
although half of these states have statutory
rates which are actually equal to or smaller than
the Colorado nominal rate. Moreover, it is im-
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Effective rate at $25,000 •

Rank State Percent
1 Massachusetts b 4.7
2 Idaho 4.4
3 Wisconsin b 4.4
4 North Carolinab 4.2
5 Oregon b 4.2
6 Pennsylvania b 4.2
7 New York" 3.8
8 Rhode Island b 3.8
9 Minnesota 3.6
10 Delaware b 3.5
11 Kentucky" 3.5
12 Maryland b 3.5
13 South Carolinab 3.5
14 Vermont b 3.5
15 Virginiab 3.5
16 Californiab 2.8
17 Georgiab 2.8
18 Mississippib 2.7
19 Connecticut b 2.6
20 Tennseessb 2.6
21 Colorado 2.5
22 Montana 2.5
23 North Dakota 2.5
24 Arizona 2.2
25 Arkansas b 2.2
26 Louisiana 2.0
27 Oklahoma 2.0
28 Utah 2.0
29 Kansas 1.7
30 Alabama 1.5
31 New Jersey b 1.2
32 Iowa 1.0
33 Missouri 1.0
34 New Mexico 1.0

Median 2.75

• On net income before any income tax.
b Do not permit full deductibility of federal income tax.

Source: Commerce Clearing House, State Tax Guide, 1958.

portant to note that income tax deductibility
transforms slightly progressive and proportional
nominal corporate rates into regressive effective
rates, with the regressivity being considerably
greater for the minority of states which allow
the full deductibility of the federal tax. For
example, this is shown for Colorado in the table
below which compares the 1958 effective rates
1.n Colorado for firms at different levels of net
income with the effective rate which would pre-
vail if federal tax deductibility on the state level
Were not permitted.

Table 13.9

Effective Rates of the Colorado Corporate
Income Tax at Selected Levels of Net

Income, 1958
Net income
before all

income taxes

Effective rates
with federal

tax deductibility

Effective rates
without federal
tax deductibility

25,000 2.49 3.50
50,000 1.78 2.95
100,000 1.46 2.68
500,000 1.24 2.46

1,000,000 1.21 2.43

It will be noted that under Colorado's present
statutory rate of 5 percent, the effective rate for
the firm with $25,000 of net income before tax
ls more than twice as large as that for the firm

Table 13.8

Comparative Effective State Corporate Income Tax Rates

at Selected Levels of Net Income, 1958

Effective rate at $50,000 •

Rank State Percent
1 Massachusetts b 4.0
2 Wisconsin b 3.9
3 Kentucky b 3.5
4 North Carolina" 3.5
5 Oregon b 3.5
6 Pennsylvania b 3.5
7 New York b 3.2
8 Rhode Island b 3.2
9 Idaho 3.2
10 Delaware b 3.0
11 Maryland b 3.0
12 South Carolinab 3.0
13 Vermontb 3.0
14 Virginiab 3.0
15 Mississippib 2.9
16 Minnesota 2.6
17 Arkansas b 2.4
18 North Dakota 2.4
19 Calif orniab 2.4
20 Georgiab 2.4
21 Connecticuzb 2.2
22 Tennessee b 2.2
23 Arizona 2.0
24 Colorado 1.8
25 Montana 1.8
26 Louisiana 1.4
27 Oklahoma 1.4
28 Utah 1.4
29 Kansas 1.2
30 Alabama 1.1
31 New Jersey" 1.0
32 Iowa 0.7
33 Missouri 0.7
34 New Mexico 0.7

Median 2.4

Effective rate 81,000,000*

Rank State Percent

1 Wisconsin b 3.4
2 Kentucky b 3.4
3 Massachusetts b 3.3
4 North Carolinab 2.9
5 Oregon" 2.9
6 Pennsylvaniab 2.9
7 Mississippib 2.9
8 New York b 2.7
9 Rhode Island b 2.7
10 Delaware b 2.4
11 Maryland b 2.4
12 South Carolina" 2.4
13 Vermont b 2.4
14 Virginiab 2.4
15 Arkansas" 2.4
16 Idaho 2.2
17 California" 1.9
18 Georgiab 1.9
19 Connecticut" 1 . 8
20 Tennessee b 1 . 8
21 Minnesota 1.8
22 North Dakota 1.4
23 Arizona 1.2
21 Colorado 1.2
25 Montana 1.2
26 Louisiana 1.0
27 Oklahoma 1.0
28 Utah 1.0
29 New Jersey b 0 . 8
30 Kansas 0.8
31 Alabama 0.7
32 Iowa 0.5
33 Missouri 0.5
34 New Mexico 0.5

Median 1.9

with $1 million of income; whereas, if the deduc-
tion of the federal tax were not permitted by the
State the effective rate for the smaller firm
would be about 50 percent greater than that for
the larger firm. In short, reciprocal tax deduc-
tibility makes the effective state corporate in-
come tax structure more regressive as long as
the federal nominal rate structure is slightly
progressive (30 percent on the first $25,000 of
corporate taxable income, and 52 percent on in-
come in excess of $25,000).

Allocation of Interstate Income. One of the
most difficult problems of corporate income tax-
ation on the state level is the apportionment or
allocation of net income for tax purposes by in-
terstate firms, i.e., by firms carrying on business
both within and without the State of Colorado.
Among the corporate income tax states, three
types of methods are in general use for appor-
tioning interstate corporate income: (1) sep-
arate accounting, (2) allocation of particular
classes of income to the state in which they may
be said to have a taxable situs, and (3) appor-
tionment by an allocation formula. Most states
allow the separate accounting method whenever
the taxpayer's accounts are kept in a manner
which reflects the business attributable to the
taxing state, and some states prescribe this
method. Every state, however, provides a stat-
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utory allocation formula of some sort, since
many types of interstate incomes cannot be di-
rectly attributed to any given state.

In Colorado, both general methods of appor-
tionment—separate accounting and formula al-
location—were provided for in the original
statute, and both were used widely until 1958,21
when the separate accounting method was elim-
inated by statutory amendment22 as a general
method of apportionment. The amended act pro-
vides for the allocation of interstate income as
follows: (1) interest, dividends, and royalties or
similar receipts are to be allocated to the state
in which the principal place of business of the
corporation is located;23 (2) rents and capital
gains and losses are to be allocated to the state
in which the property or capital asset is located,
and (3) the remainder of net income is to be al-
located by the statutory two-factor formula
based on property and sales. The property factor
(the ratio of a firm's Colorado tangible property
to its total property) is applied to one-half of a
firm's total net income which cannot be directly
allocated to Colorado, and the sales factor (the
ratio of a firm's Colorado gross receipts to total
receipts) is applied to the other half. In effect,
an interstate firm's net income not directly al-
locable to Colorado is multiplied by the average
value of the property and sales ratios, each
weighted equally, in order to determine the
amount of income subject to the state tax.

Colorado's two-factor allocation formula, how-
ever, is unique among the thirty-four corporate
income tax levying states. As shown in Table
13.10 twenty-eight states use a three-factor for-
mula, generally composed of property, gross re-
ceipts and payroll components. The property
factor usually consists of all tangible property
used in connection with the business and six
states specifically include rental property. The
payroll factor usually consists of all wages,
salaries, bonuses, commissions, or other pay-
ments made to employees, but compensation of
officers is not always included. In a few states
the sales factor also includes various types of
non-operating income, such as rents and royal-
ties. The half dozen states which substitute costs

"The distribution of interstate firms by the allocation methods
used on their 1957 Colorado returns filed in 1958 was:

Number of firms
Direct allocation based on separate accounts 446
Regular statutory allocation formula 951
Special allocation formulas approved by Director
of Revenue 43
Total number of interstate firms 1,440

'See 1958 amendments to Colorado Revised Statutes, Ch.
138-1-28.

"The allocation of such receipts as interest, dividends, and
royalties was made more clear-cut by this amendment. Under the
original statute they were allocated to Colorado only if "received
in connection with business transacted and property located within
the state." (Colorado Revised Statutes, 1953, Ch. 138-1-28, par. 2.)
This provided a loophole for some domestic firms who, by holding
a sizable part of their intangible assets in out-of-state banks, had
been able to claim that the income from such investments was
not taxable to Colorado.

for payrolls in their formulas variously define
such cost components as manufacturing or sell-
ing costs only, as operating costs, or as all busi-
ness expenses.

Table 13.10

Components of Statutory Allocation Formulas

State Corporate Income Taxation, 1957

State
Tangible
property

Sales or
gor

receiptsro 
gross

Payroll
other

costs •

Allow
separate

accounting b

Alabama X X X• Yes
Arizona X X X Yes
Arkansas — X — Yes
California. x x x —
Colorado x x — No

Connecticut X X X —
Delaware X X X Yes
Georgia x x x —
Idaho X X X Yes
Iowa — X — No

Kansas X X X• Yes
Kentucky x x x —
Louisiana X X x Yes
Maryland X X X Yes
Massachusetts X X X —

Minnesota x x x Yea
Mississippi X X x —
Missouri — X — Yes
Montana,' X X X Yes
New Jersey x x x —
New Mexico X X X• Yes
New York x x x —
North Carolina x x x —
North Dakota X X• — Yes
Oklahoma x x X. —
Oregon X X X Yes
Pennsylvania x x x —
Rhode Island X X X —
South Carolina X X x Yes
Tennessee X X X• Yes

Utah X X X —
Vermont X x x
Virginia' X X — Yes
Wisconsin X X X• —

• Indicates manufacturing or selling costs used as third factor instead
of payroll.

b "No" indicates that separate accounting is specifically not allowed.
• Purchases, costs, or other factors may be used.
d Recommends standard three-factor formula, but does not require it.
• Second factor is a "business ratio" of wages, costs and gross receipts.
Sum of property and gross receipts in both numerator and denomi-
nator.

Source: Commerce Clearing House, State Tax Guide, 1958, and indi-
vidual state income tax instructions and regulations.

The statutory definition of a sale made by an
interstate firm within the given state consti-
tutes one of the major differences between the
allocation formulas of the several states. Thirty-
three of the 34 states include sales as a basic
factor in their formulas. The principal criteria
used in the various definitions of in-state sales
for tax purposes are shown in Table 13.11.

As is evident, the most widely used method
is to attribute the sale to the given state if it is
"principally secured, negotiated or effected by
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Table 13.11

Statutory Criteria of Sales by Foreign

Interstate Firms
State Corporate Income Taxation, 1957

Criteria

Destination of goods
Place where order accepted and/or title passed
By or through offices, agencies, or branches in the state
From stocks or warehouses in the state
Combinations of above
Other or not specified

Total

Number of
states

4
2
15
4
3
6

34

employees, agents, offices or branches of the
corporation located in this state,"24 or if it is any
sale except those "negotiated or effected by
agents or agencies chiefly situated at, connected
with, or sent out from premises. . . outside the
state."25 Only a few states in addition to Colo-
rado now use the destination of goods sold as the
chief criterion for an in-state sale, although in
many ways this is the simplest and least am-
biguous criterion. It is interesting to note, how-
ever, that under the Colorado statute the legal
definition of a "Colorado sale" by a foreign firm
has actually been the most crucial determinant
in the operation of the allocation formula. From
1937, when the original statute was enacted, un-
til 1954 the Department of Revenue attempted
to uphold the interpretation of a "Colorado
sale" as one in which the merchandise involved
Was transported to some destination within the
State. In the American Can decisions, however,
it was ruled that the location of a sale for tax
Purposes was to be determined by the place
where the sale contract was approved and/or
title to the merchandise was passed. Finally, the
1958 amendment which redefined a sale in terms
of the destination of the goods, explicitly pro-
vided that the place where the contract is ap-
proved or title is passed shall not be used as the
criterion for determining the Colorado sales of
interstate firms. The effect of this last attempt
to close the "loophole" caused by the American
Can cases of a decade ago will not become ap-
parent until the 1959 corporate tax levy is col-
lected in 1960. But in any case, Colorado con-
tinues to be one of the two states in the nation
(the other is Virginia) operating under a two-
factor formula in which the sales component is
a basic determinant of the amount of an inter-
state firm's net income subject to state corporate
Income taxation. In order to attain uniformity
in the allocation procedures of all the states, and
thereby achieve more equitable taxation of cor-
Porate net income derived from interstate busi-
ness, the National Tax Association, the National
Association of Tax Administrators, and the

"Maryland Income Tax Regulations, 1956, 3(d) section (f).

(4)
261Kinnesota Income Tax Regulations, 1956, article 19-4, section

American Bar Association have recommended
that all states adopt a standardized version of
the three-factor formula currently used by
twenty-two states.26

Distribution of the Colorado Corporate
Income Tax Base

A detailed analysis of the types of firms sub-
ject to the Colorado corporate income tax during
taxable year 1957, classified by geographic scope
of operations, principal place of business, and
asset size of firms, was made on the basis of a
census of all 1957 regular returns filed by inter-
state firms, and a systematic sample of those
filed by firms whose operations were confined
solely to Colorado.27 Table 13.12 shows the num-
ber of active firms filing 1957 corporate returns,
classified on the basis of the first two factors.

Table 13.12

Distribution of Firms and Corporate Taxable

Income by Scope of Operations and Principal

Place of Business,. Colorado Corporate Income

Tax Returns, 1957

Total
number

Taxable Corporations
Per-

Number cent

Taxable income
Amount Per-
(thou- cent

Type of firm of firms of firms diet. sands) diet.

Colorado firms
Domestic 7,420 3,769 79.6 63,123 43.9

Foreign 324 110 2.3 4,053 2.8

Total 7,744 3,879 81.9 67,176 46.7

Interstate firms
Domestic 184 122 2.6 35,820 24.7
Foreign 1,256 733 15.5 40,958 28.6

Total 1,440 855 18.1 76,778 53.3

All firms
Domestic 7,604 3,891 82.2 98,943 68.6
Foreign 1,580 843 17.8 45,011 31.4

Total 9,184 4,734 100.0 143,954 100.0

• Classification of firms is based on following definitions:
Colorado firms—net income derived solely from Colorado oper-

ations, i. e., intrastate firms.
Interstate firms—net income derived from operations in Colorado

and other states.
Domestic firms—main offices located in Colorado, i. e., domestio

commercial domicile.
Foreign firms—main offices located outside Colorado, i. e., foreign

commercial domicile.

On the basis of the survey data it appears that
less than five thousand corporations, or only
about one-half of the nine thousand active firms

20The effects on Colorado tax revenues and corporate tax costs
which would have resulted if firms filing Colorado returns in 1958
had been required to use a three-factor formula (i.e., the addition
of a payroll factor) in the computation of their 1957 corporate tax
liability are presented in the final section of this chapter.

27For the purposes of this survey the taxable year 1957 included
the returns of firms filing on a calendar year basis as well as those
with fiscal years ending between April 1, 1957 and March 31, 1958.
Delinquent returns, informational returns of tax exempt corpora-
tions, and returns filed by firms inactive in Colorado during 1957
were excluded from this part of the analysis. As a group they
accounted for the difference between the total number of returns
used in the survey and the number reported by the Department of
Revenue for 1957.
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filing Colorado state income tax returns in 1958,
reported Colorado taxable income for 1957. Of
this group, the 100 percent Colorado firms (in-
trastate firms), representing more than four-
fifths of the total number, accounted for less
than one-half of the tax base. In contrast, inter-
state firms operating in Colorado represented
less than one-fifth of the returns but accounted
for more than one-half of the taxable income.
Moreover, the intrastate firms were primarily
domestic corporations with main offices located
in Colorado; in contrast, six out of every seven
interstate firms were foreign corporations with
main offices and operations domiciled outside
the State. In short, the intrastate domestic firms
are relatively large in number but small in size
as measured by taxable income, whereas the in-
terstate firms, both domestic and foreign, are
relatively few in number but large in size and
taxable income. This distribution pattern is fur-
ther evidenced by Table 13.13 which shows the
distribution of the number of firms and Colo-
rado taxable income classified by the asset size
of the nine thousand active corporations which
filed returns in 1958.

Table 13.13

Distribution of Firms and Corporate Taxable
Income, Classified by Asset Size of
Corporations,' Colorado Corporation

Income Tax Returns, 1957

Asset size
(thousands)

Colorado firms•

Total
number
of firms

Taxable
Corporations

Number Pct.
of firms dist.

Taxable Income

Amount Pct.
(thousands) dist.

Less than $ 100 4,320 1,729 44.6 $ 6,887 10.3
$100 to 1,000 2,577 1,636 42.1 25,408 37.8
1,000 to 10,000 451 323 8.3 22,271 33.2

10,000 to 100,000 45 45 1.2 10,867 16.2
100,000 and over 0 0 0.0 0.0 0.0

Unclassified 351 146 3.8 1,743 2.5
Total 7,744 3,879 100.0 67,176 100.0

Interstate firms•
Less than $ 100 90 30 3.5 239 0.3

$100 to 1,000 322 156 18.2 2,128 2.7
1,000 to 10,000 469 253 29.6 11.300 14.7

10,000 to 100,000 363 267 31.2 22,344 29.1
100,000 and over 167 132 15.5 38,958 50.8

Unclassified 29 17 2.0 1,809 2.4
Total 1,440 855 100.0 76,778 100.0

AU firms
Less than $ 100 4,410 1,759 37.1 7,126 4.9

$100 to 1,000 2,899 1,792 37.9 27.536 19.1
1,000 to 10.000 920 576 12.2 33,571 23.3

10,000 to 100,000 408 312 6.6 33,211 23.1
100,000 and over 167 132 2.8 38,958 27.1

Unclassified 380 163 3.4 3,552 2.5
Total 9,184 4,734 100.0 143,954 100.0

• See footnote, Table 13.12.

It will be noted that 87 percent of the taxable
Colorado firms had assets of less than $1 mil-
lion but accounted for only 48 percent of the
total taxable income reported by intrastate firms
on the 1957 corporate returns. In the case of the
taxable interstate firms almost 80 percent had
assets in excess of $1 million, and the 15 percent
of the firms in the $100 million and over cate-

gory accounted for more than 50 percent of the
total interstate tax base. On an over-all basis, the
smallest firms, those with assets of less than $1
million, represented three-fourths of the total
number of taxable firms but accounted for only
one-fourth of the taxable income; whereas the
largest firms, those with assets of $10 million or
more, represented less than one-tenth of the
total number of taxable returns but accounted
for more than one-half of the total reported
taxable income.

Erosion of the Tax Base

The derivation of the 1957 Colorado corporate
income tax base for both intrastate and inter-
state firms is presented in Table 13.14.
The data show that only about 50 percent of

the corporate net income earned in Colorado in
1957 was taxable because of the specific statu-
tory allowances permitted under the Colorado
corporate income tax. The taxable firms oper-
ating in the State that year reported Colorado
net income of $286 million, but only $144 million
was subject to state tax. Moreover, except for
the dividend credit, the interstate firms bene-
fited significantly more from the statutory de-
ductions than did the intrastate Colorado firms.
The combined depletion allowance and oil and
gas income tax credit for Colorado firms
amounted to 3 percent of their total net income,
whereas the same items for the interstate firms
amounted to 8.4 percent. Also, when the data
were classified by the situs of the commercial
domicile of the reporting firms, it appears that
the tax benefits derived from these two statu-
tory allowances mainly benefited foreign corpor-
ations. For example, foreign firms accounted
for 59 percent of the total depletion allowance
and 88 percent of the oil and gas credit claimed
by all Colorado intrastate firms. And among the
interstate corporations the concentration of
benefits was even greater-foreign firms ac-
counted for 98 and 99 percent, respectively, of
the total depletion allowance and oil and gas
income tax credit claimed by all firms in this
category. However, as indicated in Table 13.14,
these first three types of statutory allowances
permitted in the computation of the corporate
income tax base amounted to only '7.5 percent
of the total Colorado corporate net income re-
ported on the 1958 tax returns.

Federal Tax Deductibility. The quantita-
tively most important single factor accounting
for the erosion of the corporate income tax base
was the deduction of the federal corporate in-
come tax. This provision alone reduced the tax
base by $120 million, or 42 percent of the total
net income derived from the Colorado opera-
tions of the reporting corporations. In the case
of the 100 percent Colorado firms the federal
tax deduction amounted to more than $38 mil-
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Table 13.14

Derivation of the Colorado Corporate Income Tax Base

Taxable Firms Operating in Colorado, 1957

Total Colorado net income
before selected allowances

Colorado firms

Amount
(thousands) Percent

Interstate firms

Amount
(thousands) Percent

All firms

Amount
(thousands) Percent

and income taxes

Less:

1111,090 100.0 1174,705 100.0 $285,795 100.0

85% dividend credit 2,239 2.0 1,119 0.7 3,358 1.2

Depletion allowance 3,121 2.8 11,695 6.7 14,816 5.2

Oil & Gas Income Tax 172 0.2 3,042 1.7 3,214 1.1

Statutory allowances

Equals:
Reported net income before any
income taxes

Less:
Federal income tax payments
claimed in Colorado returns

Equals:

5,532

105,558

38,382

5.0

95.0

34.5

15,856

158,849

82,071

9.1

90.9

47.0

21,388

264,407

120,453

7.5

92.5

42.1

Colorado taxable income 67,176 60.5 76,778 43.9 143,954 50.4

• See footnote Table 13.12.

lion, or almost 35 percent of their total net in-
come for the taxable year. And for the inter-
state firms it was significantly larger, amounting
to more than $82 million, or 47 percent of their
total Colorado net income.

The greater effect of federal tax deductibility
Upon the tax base of interstate firms partly
reflects the larger average Colorado income, and
correspondingly the larger average federal tax
liabilities of these firms. Moreover, since the
federal corporate tax rate structure is progres-
sive, the relatively more profitable interstate
firms pay a larger proportion of their Colorado
net income in federal taxes and, therefore, have
Proportionally larger deductions against their
state tax than do the less profitable Colorado
firms operating solely within the State. But it
also should be noted that, in part, the relatively
greater federal tax deductions taken by the
interstate firms result from the fact that Colo-
rado permits them to allocate their federal in-
come tax liability by the same method used in
the allocation of their interstate income. Thus,
ail interstate firm with a given amount of Colo-
rado net income generally will be able to claim
a larger federal tax deduction on its Colorado
business than a 100 percent Colorado firm, even
though both report the same amount of net in-
c. °Tne from their Colorado operations. This is
illustrated by Table 13.15 which is based on
t.wo corporations, one intrastate and the otherinterstate, that have equivalent amounts of
C..olorado net income before tax, but for whom

different.
tt;le tax liability works out to be significantly

It is evident that because of the allocation and
ue_ductibility of the progressive federal tax, the
reelatively larger interstate firm pays a Colorado
thorporate tax that is almost one-third smaller
an that incurred by the 100 percent Coloradofir that

although both earned the same amount

of net income on their Colorado operations.
(Table 13.15). In short, the allowance of federal
tax deductibility in the computation of the state
tax favors interstate firms more than it does
those firms which are wholly intrastate. More-
over, since 86 percent of the taxable interstate
corporations which filed returns in 1958 were
foreign firms, and 97 percent of the taxable
intrastate corporations were domestic, it appears
that the federal tax deductibility provision of the
state statute also works out to be more favorable
for foreign corporations.

Table 13.15

Differential Effect of Federal Income Tax

Deductibility upon Comparable Intrastate

and Interstate Colorado Corporations

1. Allocated Colorado net income from

Colorado
intrastate

firm

Any
interstate

firm

operations within Colorado.

2. Total net income from over-all operations,
within and without Colorado

3. Ratio of Colorado operations to
total operations (1 ÷ 2)

4. Total federal corporate income tax
liability b

5. Federal tax liability allocated to

$25,000

25,000

100%

$ 7,233

$25,000

1,000,000

2.5%

8514,184

Colorado operations (3 x 4)

6. Net taxable income for Colorado
corporate income tax (1 - 5)

7,233

17,767

12,855

12,145

7. Colorado statutory tax rate

8. Colorado corporate income tax
liability (6 x 7)

5%

$ 888

5%

$ 607

• After all expenses, but before federal and state income tax.
b Based on present federal and state income tax rates.

Deductibility of the Oil and Gas Gross Income
Tax. The oil and gas gross income tax, enacted
in 1953 as an amendment to the Colorado In-
come Tax Act, was originally not an allowable
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deduction in the computation of personal or
corporate taxable income. It was enacted as
subsection (f) of Section 2 of the original Colo-
rado Income Tax Act, as amended. Section 1
of the amendment stated:28

Section 2, Chapter 175, Session Laws of Colo-
rado 1937, as amended, is hereby further
amended by adding a new subsection (f),
reading as follows . . .

Section 2 of the original income tax act already
included the personal income tax, the corporate
income tax, the income taxation of fiduciaries,
the income tax provisions relating to partner-
ships, and the income taxation of banks. And
significantly, these Section 2 taxes, in turn, were
explicitly excluded from the allowable deduc-
tions permitted in the computation of net in-
come by Section 5 of the original act which
stated:2°

Section 5: Deductions Allowed . . . Subsec-
tion (c). Taxes paid during the taxable year,
except taxes levied under the provisions of
section 2 of this Act . . .

In brief, by being enacted as an amendment to
Section 2 of the original act, the oil and gas
gross income tax could not be used as a deduc-
tion in the computation of the normal personal
or corporate income tax base. The non-deducti-
bility feature of the oil and gas tax was further
clarified shortly after the enactment of the
amendment by the issuance of a Department of
Revenue memorandum which stated :°

Section 5 (c) of the Income Tax Act prohibits
any taxes imposed by this Act, from being a
deduction in the computation of any tax due
thereunder. Therefore, the tax upon the gross
income produced within the State of Colo-
rado, as provided in the 1953 Amendment to
the Income Tax Act, is not an allowable de-
duction in computing the normal tax under
the Income Tax Act.

Nevertheless, under the Colorado Revised
Statutes of 1953 the oil and gas gross income tax
was excluded by the Committee for Statute Re-
visions from the taxes not allowed as deductions
in the computation of ordinary net taxable in-
come. Section 2 of the original act, as amended,
was revised as six separate sections, numbered
138-1-2 (Individual Income Tax) through 138-1-7
(Oil and Gas Gross Income Tax). But Section 5
of the original act which listed the specific de-
ductions allowed in computing net income, re-
numbered as Section 138-1-12, was effectively

"Session Laws of Colorado, 1953, Ch. 131, p. 352.
"Session Laws of Colorado, 1937, Ch. 175, p. 690.
"State of Colorado, Department of Revenue, Memorandum on

the Position of the Department of Revenue under House Bill 458
of the 1953 General Assembly, May 1, 1953,

changed in the Revised Statutes. The subsection
referring to taxes allowed as deductions against
regular income had been altered to read:31

Section 138-1-12, Deductions Allowed . . .
Subsection (3) Taxes. Taxes paid during the
taxable year, except taxes levied under the
provision of sections 138-1-2 to 138-1-6 ...

In other words, part of the amended Section
2 of the original act, renumbered as Section
138-1-7 had been omitted from the non-de-
ductible taxes included in the new Section 138-
1-12, and thus the oil and gas gross income tax
was no longer included among the taxes specific-
ally not allowed as deductions in computing the
regular income tax.

It is apparent that by this renumbering and
omission the Committee for Statute Revision
actually had effected the substantive change in
the Income Tax Act, notwithstanding the fact
that the 1951 act which had established the Com-
mittee for Statute Revision had provided that:32

All of the foregoing (i.e., the adoption of a
uniform arrangement and numbering sys-
tem) shall be done in such form and manner
as to preserve the intent, effect and meaning
of any and every . . . statutory provision.

And it should be noted that the 1953 act provid-
ing for the general revision of the Colorado
statutes had explicitly stated:33

The classification and arrangement by chap-
ter, article and number system of sections of
Colorado Revised Statutes 1953 . . . form no
part of the legislative text enacted hereby;
such inclusion is only for the purpose of con-
venience, orderly arrangement and informa-
tion, and, therefore, no implication or pre-
sumption of a legislative construction is to
be drawn therefrom.

But it was precisely through a shift in the sec-
tion number and classification of the oil and gas
gross income tax that the status of the tax was,
in effect, changed from a non-deductible to a
deductible expense under the regular income
tax.

Since the Colorado Revised Statutes 1953 did
not become effective until December 1, 1954, the
diminution of the regular income tax base as a
result of the deductibility of the oil and gas tax
on a full taxable year basis did not occur until
1955. It is estimated from the survey data that
the total loss in tax revenue due to this provi-
sion from 1955 through 1958 under the corporate
income tax alone has been approximately $600,-
000. Thus, if the immediate past trend of cor-
porate oil and gas tax collections continue, the

"Colorado Revised Statutes, 1953, Ch. 138-1-12 (3) .

"Session Laws of Colorado, 1951, Ch. 259, p. 729.

33Session Laws of Colorado, 1953, Ch. 63, p. 198.
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revenue loss resulting from their deduction from
net income in the computation of the corporate
income tax base will average approximately
$200,000 annually over the next several years.

The American Can Case. The Colorado cor-
porate income tax base was further eroded dur-
ing the past decade by the court decisions in the
American Can case.34 In this suit the interpre-
tation of Colorado sales by foreign corporations,
as developed by the Revenue Department in
apportioning the incomes of such firms for tax
purposes, was effectively challenged. The point
at issue in the case was not whether the type
of Colorado sale disputed by the American Can
Company could itself properly be included in
the Colorado taxable income of a foreign corpor-
ation, but whether or not it should be included
in the sales ratio of the "allocation formula"
used by the interstate firms."'

The Denver District Court ruled, and its de-
cision was upheld by the Colorado Supreme
Court, that the sale of goods ordered from Colo-
rado and destined for Colorado did not neces-
sarily constitute a Colorado sale for a foreign
firm, since such orders were not binding on the
company "unless and until accepted by it at one
of its foreign offices." In other words, the courts'
criterion of a Colorado sale was not the destina-
tion of goods sold, but rather the location at
Which the contract was approved or the title to
the goods passed. For a foreign corporation to
,,void acquiring Colorado sales for tax purposes,
it needed only to insist when making sales to
Colorado customers that the sale contract be
aproved at one of its foreign offices, and/or that
the goods be shipped into Colorado f.o.b. point
of delivery. Such sales would then be excluded
from the numerator, or Colorado sales factor,
of the allocation formula, and the amount of tax-
able income attributable to the Colorado oper-a. tions of the firm would be reduced correspond-
ingly. In brief, the net effect of the American
Lan case was to wipe out a considerable partOf the Colorado corporate income tax base.
The total quantitative significance of this al-

teration in the definition of "sales" for allocation

..., n(State of Colorado v. American Can Company, (1947), 117t:olorado 312; 186 Pac. (2d) 779.

„"l 
2'In at least two U. S. Supreme Court rulings it has been heldea t, unless  a corporation owns no property within a state andfr 'ries on no business within the state, a portion of its incomest= interstate commerce may be attributed to and taxed by that

662, 6.9 Interstate Oil Pipe Line Company v. Stone (1949), 337 U. S.
(1920 

S. Ct. 1264; Underwood Typewriter Company v. Chamberlin). 254 U. S. 113, 41 S. Ct. 45.

turartiataion

in .1Ylareover, it has also been ruled that "apportionment of incomearclance with a formula of this type (such as the Colorado
formula) is prima facie valid and can be refuted only

Positive  showing by the taxpayer that it reaches an arbi-aiblY,and unreasonable result wholly out of accord with the facts
shou'Y a showing of what the true net income within the state
62 

sd. cbte..;101B. utter Brothers v. McCo1yan, (1942) , 315 U. S. 501,

purposes is suggested by the amount of actual
tax assessments and subsequent refunds directly
related to the disputed definition, and by the
shrinkage of the over-all corporate tax base
since 1951, a period characterized by economic
growth for Colorado when measured by other
indices.

Even before the American Can case some for-
eign corporations had ignored the broader defi-
nition of Colorado sales which the Revenue De-
partment was trying to enforce. In 1943 the
Department instituted a program of out-of-state
field audits against such firms and when the
program was finally discontinued a decade later
it had accounted for more than $1 million of
additional corporate income tax assessments."
Moreover, this amount represented only a part
of the corporate tax revenue attributable to
the Revenue Department's position on this mat-
ter, for during the earlier period many foreign
interstate companies voluntarily had abided by
the broader definition of a Colorado sale. After
the American Can case, however, the State had
to refund approximately $1 million to foreign
companies in settlement of corporate tax claims
based on the court decisions.17 Again, this
amount represented only a part of the total tax
loss resulting from the American Can case, for
the courts' narrower definition of Colorado sales
was subsequently adopted by a growing num-
ber of firms which were not subjected to the
extra tax assessments and, therefore, claimed no
refunds.

The quantitative significance of this altered
conception of the sales factor in the allocation
formula is also indicated by the extent corporate
income tax collections declined during the
greater part of the decade following the Ameri-
can Can decisions. It should be noted, however,
that the over-all revenue effects of the case were
forestalled for several years. The Revenue De-
partment first took the position that the court
decisions of 1947 applied only to the American
Can Company and that any other interstate firm
which wanted to use the narrower definition of
a Colorado sale in its allocation formula would
also have to initiate and win a court case to
that effect. Only after the Department's un-
successful attempt in 1951 to bring a second
"American Can case" before the court was the
narrower definition of a Colorado sale widely
utilized in the allocation formulas of foreign
interstate firms.3' But, as already noted above

State of Colorado, Department of Revenue, Annual Reports,
1946, 1953, and 1957.

nThese refunds were begun in 1954 and only completed as
recently as 1957.

'The Revenue Department attempted to obtain a reversal of
the earlier ruling on the basis of the 1951 income tax amendment
which redefined Colorado taxable income for interstate corpora-
tions. The Denver District Court refused to hear the case on the
grounds that the legal issues involved had been resolved by the
American Can decisions of 1947.
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(Table 13.3), it was during the period from 1951
to 1957 that corporate income tax collections in
Colorado revealed the extraordinary decline
from $6.5 million to $4.4 million, a contraction
in excess of 30 percent in six years. Thus, the
timetable of the gradually unfolding effects of
the American Can case and the period of un-
precedented shrinkage in the corporate income
tax base practically coincided. Furthermore,
during this same period other important meas-
ures of economic activity in Colorado revealed
consistent growth. For example, from 1950 to
1957, total personal income received in Colorado
as reported by the United States Department of
Commerce increased by 73 percent" and tax-
able retail sales in Colorado made by foreign
corporations, increased by 93 percent.4°

It appears that by 1958 the effects of the Amer-
ican Can case generally had been absorbed by
the corporate tax structure. Collections in that
year rose to $6.5 million, achieving the level of
1951 for the first time since that year. Also the
tax refunds paid by the State in settlement of
claims pursuant to the case were completed in
1957 and, finally, the State Legislature in 1958
tried to close this sales "loophole" by amending
the allocation formula of the Income Tax Act.
The most significant part of the amendment
which redefined a Colorado sale for foreign
interstate corporations stated that includable
sales would henceforward be:41

Sales where the goods, merchandise and
property is received in this state by the pur-
chaser . . . the place at which the goods are
ultimately received after all transportation
had been completed shall be considered as the
place at which the goods are received by the
purchaser . . . The place where the order is
taken or approved or the place where title to
property passes shall be disregarded for the
purposes of determining sales which are as-
signable to this State under this section.

The 1958 amendment thus was aimed explicitly
at eliminating the type of erosion of the cor-
porate income tax base caused by the American
Can decisions. If successful,42 the tax base should
expand significantly and it is estimated that
annual collections from this source should in-

S. Department of Commerce, Survey of Current Business,
1951-1958.

4°State of Colorado, Department of Revenue, Annual Reports,
1951-1957.

"Session Laws of Colorado, 1958, Ch. 56, Section 3 (a), p. 271.

421t should be noted that the 1958 amendment may not achieve
its purpose due to the somewhat ambiguous wording of the final
sentence in the subsection which reads:

The word 'sales,' as used in this subsection shall not
be construed to include sales made to purchasers in
this state if the taxpayer does not thereby derive in-
come from sources within this State.

Whether or not this one sentence will have the effect of under-
mining the clear intent of the remainder of the amendment will
not be known, of course, until the 1958 returns, filed in 1959, are
audited, tax assessments made on the basis of the new definition,
and possibly court interpretations of the amendment are obtained.

crease between $2 and $3 million as a result of
the redefinition of the sales factor used in the
allocation formula of interstate firms operating
in Colorado.

The Distribution and Burden of the Tax

On the basis of the 1957 survey data prepared
for this study, the distribution of the corporate
income tax by type of firm, amount of tax
liability, and real tax burden is presented for
the first time since the inception of income
taxation in Colorado in 1937.

As already noted, it is important to distinguish
the nominal tax liability from the real or ef-
fective tax burden. In the case of the state
corporation tax, the nominal tax liability is rep-
resented by the amount of tax the firm actually
pays and the state collects; while the effective
tax liability or real tax burden is measured by
the net increase in tax cost which may be at-
tributed solely to the imposition of the state
tax, i.e., the net amount by which the firm's
state and federal income tax combined exceeds
the amount of federal corporation tax the firm
would have paid in the absence of any state
income tax. Since the federal code permits the
deduction of all state taxes in the computation
of the federal corporate income tax, and Colo-
rado permits the full deductibility of the federal
income tax in the computation of the state in-
come tax, each tax reduces the effective liability
of the other. It is this reciprocal deductibility
which gives rise to the difference between the
effective cost of the state income tax to the firm
and the amount of income tax actually collected
by the state. In short, the imposition of the state
corporation tax reduces the firm's federal tax
and, thus, the effective liability of the Colorado
income tax is the nominal amount of tax paid
to the State less the consequent saving in the
federal tax.

Moreover, in evaluating the burden of the
Colorado income tax on corporations, it is im-
portant to recognize: (1) that in some instances
the tax, in whole or in part, is shifted by the
firm to its customers or factor sources, in which
case the incidence or real burden of the tax
does not fall entirely upon the firm and its
stockholders; and (2) that the more meaningful
measures of tax burden are those expressed 111
relative terms—the firm's net income tax cost

computed as a percentage of operating revenues,
total costs, and total taxes.

In Table 13.16 below, the 1957 nominal and
effective tax liabilities for the major categories

of corporations subject to the Colorado tax are

compared.
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Table 13.16

Distribution of Nominal and Effective Tax
Liabilities of Firms, by Scope of Operations
and Principal Place of Business,a Colorado

Corporate Income Tax Returns, 1957

Nominal tax liability" Effective tax liability ° Real cost
Type of Amount Percent Amount Percent of nominal
Firm (thousands) dist. (thousands) dist. tax dollars d

Colorado firms
Domestic $2,864 45.5 $1,535 47.1 $ .54
Foreign 170 2.7 90 2.8 .53

Total 3,034 48.2 1,625 49.9 .54

Interstate firms
Domestic 1,511 24.0 735 22.5 .49
Foreign 1,750 27.8 899 27.6 .51

Total 3,261 51.8 1,634 50.1 .50
All taxable firms
Domestic 4,375 69.5 2,270 69.6 .52
Foreign 1,920 30.5 989 30.4 .51

Total 6,295 100.0 3,259 100.0 .52
` See footnote a, Table 13.12.
b Amount of tax to be paid to State.
o Nominal tax liability less reduction in federal income tax attributableto deduction of Colorado income tax.
4 Ratio of effective tax liability to nominal tax liability.

The total nominal tax liability of $6.3 million
reported on the 1957 Colorado corporate income
tax returns was distributed almost equally be-
tween the 100 percent Colorado intrastate firms
and the interstate firms. The former accountedfor slightly more than 48 percent of the totaltax liability while the latter was liable for the
balance. The average nominal tax per firm"
was less than $800 for the 100 percent Colorado
corporations and almost $4,000 for the inter-
state firms. Domestic interstate corporations had
an average in excess of $12,000 per firm, the
highest for any category, in comparison to an
average of slightly less than $2,500 for foreign
interstate companies. But approximately one-
third of the interstate firms allocated less than 1
percent of their total net income to their Colo-rado operations:" Although the foreign firms
Incurred the major share of the tax liability ofall interstate firms, the latter as a group ac-
c?unted for less than one-third of the total tax
liability since the Colorado intrastate firms are
almost all domestic corporations. Moreover, itShould be noted that the distribution pattern ofthe effective tax liability (real cost) practically
Parallels that of the nominal tax. This mayreasonably be expected under the present fed-

teg"Deriv de3 or by dividing the nominal tax liabilities for eachin 1, 3 in Table 13.16 by the number of taxable firms reportedable 1112.
"_In 1957, corporations using the formula method of allocation,ra_7ntrast to the separate accounting method, constituted 69rotrf, 1.it of all interstate firms and accounted for 73 percent of thefo,t liability of interstate firms. Among companies using the`,""da. about  44 percent allocated less than 1 percent of theirnet income to Colorado.

eral corporate tax rate structure, and the data
show that on the average the firms in each of
the categories are able to pay their state corpor-
ate income tax with approximately "50 cents-
after-federal tax" dollars. Thus, the real cost of
each dollar of state income tax liability was
$.54 for the Colorado intrastate firms, only $.50
for the interstate firms, and $.52 for all firms
combined. In aggregate terms, the real cost of
the $6.3 million of 1957 Colorado corporate in-
come tax to the firms was only $3.3 million. The
other $3 million represents the amount of state
tax indirectly absorbed by the federal govern-
ment as a result of reciprocal deductibility.

Table 13.17 shows the nominal and real state
tax costs of all taxable firms, classified by size
of the tax liability reported on the 1957 returns.

Practically two-thirds of all taxable firms in
1957 incurred a total nominal state income tax
of less than $500, which on the average was paid
with "73 cents-after-federal tax" dollars. And
six out of every seven firms in this lowest tax
category were intrastate corporations with oper-
ations confined solely to Colorado. In contrast,
at the other extreme, only 2 percent of the firms
had a state tax liability of $10,000 or more, and
on the average these companies were able to
pay their Colorado income tax with "46 cents-
after-federal tax" dollars. And among this latter
group, more than three-fifths of the total num-
ber were represented by interstate corporations.
On the basis of the above data, it is evident that
the real cost of each dollar of nominal tax lia-
bility varied inversely with the absolute level
of profits for both intrastate and interstate cor-
porations.' In other words, the effective relative
cost of the Colorado corporate income tax is
considerably higher for the large number of
small and less profitable firms than for the hand-
ful of large corporations (predominantly inter-
state) which reported greater absolute profits.
This is another reflection of the "effective re-
gressivity" of the Colorado corporate income
tax-the 5 percent statutory rate which actually
works out to be an effective tax rate that is more
than twice as high for the small firm as it is for
the largest corporations."

Tables 13.18 through 13.20 show three im-
portant measures of the relative burden of the
Colorado income tax upon corporations. The
first of these tables develops the net cost of the

"The fact that within each tax category the Colorado intrastate
firms had a lower real cost per tax dollar than the interstate firms,
while between the groups as a whole the interstate firms had the
lowest average real costs, is accounted for by the heavy concen-
tration of tax liabilities of the interstate firms in the highest tax
brackets where the real cost per tax dollar is the lowest.
"See Table 13.9.
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Table 13.17

Distribution of Nominal and Effective Tax Liabilities of Firms'

Classified by Dollar Amount of Nominal Tax
Colorado Corporate Income Tax Returns, 1957

Dollar amount of
nominal tax liability

Colorado firms

Taxable Corporations
Number
of firms Percent

Nominal tax liabilityb

Amount
(thousands) Percent

Effective tax liability.
Amount

(thousands) Percent

Real cost
of each
nominal

tax dollars

Below $ 500 2,679 69.1 $ 418 13.8 $ 293 18.0 $.70
500 - 999 615 15.8 439 14.5 296 18.2 .68

1,000- 4,999 493 12.7 1,028 33.9 521 32.1 .51
5,000 - 9,999 54 1.4 359 11.8 167 10.3 .47
10,000 and over 38 1.0 790 26.0 348 21.4 .44

Total 3,879 100.0 3,034 100.0 1,625 100.0 .54

Interstate firms
Below $ 500 454 53.1 96 2.9 82 5.0 .85

500 - 999 116 13.6 81 2.5 63 3.9 .78
1.000- 4,999 185 21.6 418 12.8 226 13.8 .54
5,000 - 9,999 40 4.7 276 8.5 132 8.1 .48
10,000 and over 60 7.0 2,390 73.3 1,131 69.2 .47

Total 855 100.0 3,261 100.0 1,634 100.0 .50

All taxable firms
Below $ 500 3,133 66.2 514 8.2 375 11.5 .73

500 - 999 731 15.4 520 8.3 359 11.0 .69
1 , 000 - 4,999 678 14.3 1,446 22.9 747 22.9 .52
5,000 - 9,999 94 2.0 635 10.1 299 9.2 .47
10,000 and over 98 2.1 3,180 50.5 1,479 45.4 .46

Total 4,734 100.0 6,295 100.0 3,259 100.0 .52

• See footnote Table 13.12.
b Amount of tax to be paid to State.
• Nominal tax liability less reduction in federal income tax attributable to deduction of Colorado income tax.
d Ratio of effective tax liability to nominal tax liability.

tax as a percentage of corporate operating rev-
enues, and as such provides some evidence of
the magnitude of its impact on the price struc-
ture if the entire tax were shifted forward to the
customers of the taxed corporations. Various
empirical studies in recent years have indicated
that even the high federal taxes of the post-war
period have been largely shifted through corp-
orate price increases.47 As already noted, the
ability of a firm to shift the income tax depends
upon the elasticities of demand and supply of
its products, the nature of the market structure
in which it operates, and other technical charac-
teristics of its industry. One of the primary
determinants in any situation, however, is
simply the size of the relative price increase
necessary to recover the amount of tax through
additional sales revenues-and the smaller the
required price increase, the more likely the tax
will be shifted.''

Table 13.18, shows the net cost of the Colorado
corporate income tax for 1957 expressed as a
percentage of corporate operating revenues for
the major categories of taxable firms.

"See. for example, E. M. Lerner and E. S. Hendriksen, "Fed-
eral Taxes on Corporate Income and the Rate of Return on In-
vestment in Manufacturing, 1927 to 1952," National Tax Journal,
September, 1956. For a comprehensive survey of the recent litera-
ture on corporate tax shifting see B. U. Ratchford and P. B. Han,
"The Burden of the Corporate Income Tax," National Tax Journal,
December, 1957.

.M. Beck, "Ability to Shift the Corporate Income Tax: Seven
Industrial Groups," National Tax Journal, September, 1950.

Table 13.18

Net Cost of the Colorado Corporation Income
Tax as Percentage of Gross Operating
Revenues of Taxable Corporations, 1957a

Gross Colo.
operating

Net cost
of corporate

Net cost
of tax as

Type of revenues income taxb percent of
Firm (thousands) (thousands) gross revenues

Colorado firms
Domestic $1,639,687 $1,535 0.09
Foreign 88,977 90 0.10

Total 1,728,664 1,625 0.09

Interstate firms
Domestic 507,372 735 0.14
Foreign 1,252,550 899 0.07

Total 1,759,922 1,634 0.09

All firms
Domestic 2,147,059 2,270 0.11

Foreign 1,341,527 989 0.07

Total 3,488,586 3,259 0.09

• See footnote a, Table 13.12.
b See Table 13.16.

For all taxable corporations in Colorado the

$6.3 million of nominal state income tax 
liabilitY

amounted to less than 2/10 of 1 percent of the

$3,489 million of Colorado gross operating rot'

enues these firms reported on their 1957 return5;

More significantly, the $3.3 million net cost

the the tax to these firms (the effective tax habil-10'1
actually averaged 9/100 of 1 percent of the 

WO_

operating revenues of all taxable firms, with ri°
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variance appearing between the relative real
costs incurred by intrastate and interstate firms.
The data reveal, however, some marked differen-
ces when the firms are classified in terms of situs
of business domicile-the real cost of the tax
was 11/100 of 1 percent of the operating rev-
enues of the domestic corporations, and only
7/100 of 1 percent for foreign firms.

In any case, on an over-all basis, if a corporate
tax of this magnitude were largely shifted for-
ward to the customers of the taxed firms, it
would result in practically imperceptible unit
price increases for most goods and services pro-
duced by the taxed firms. And in long-run per-
iods of general economic expansion and buoyant
sellers markets, such as has characterized the
Colorado economy during the post World War II
era, it would not be unlikely for such taxes to
be shifted forward and built into the existing
corporate price structure."

Table 13.19 below shows the net cost of the
1957 Colorado corporate income tax as a per-
centage of the total business expenses allocated
to Colorado by taxable firms filing returns with
detailed cost information.

Table 13.19

Net Cost of the Colorado Corporation Income
Tax as Percentage of Total Business Expenses
for Corporations Reporting Cost Items, 1957a

Type of
Firm

Colorado firms

Total
business
expenses b

(thousands)

Domestic $1,578,912
Foreign

Total 
82,522

Interstate firms. 

1,661,434

Domestic
Foreign: 

105,660
168,421

All firms d 
274,081Total

Domestic
Foreign

Total
1.• Bee footnote

1,684,572
250,943

1,935,515

a, Table 13.12.
n
I eludes

Net cost
of corporate
income tax
(thousands)

Net cost
of taxes as
percent of

total expenses

$1,59305 0.10
0.10

1,625 0.10

253 0.24
143 0.08
396 0.15

1,787 0.11
234 0.09

2,021 0.10

all direct and indirect business expense, and all statutoryallowances except federal income tax.• Includes only interstate firms using separate accounting methods ofallocation of income and expense (198 taxable firms in 1957). Then ot ei or ; ad te c fio sr tm ist e uma si n. g the allocation formula method do not report
Combined mbined Colorado and interstate firms listed above.

On the basis of the survey data, the net costOf f the Colorado corporate income tax amountedto 10/100 of 1 percent of the total business ex-1_1)5erilosoes for the Colorado intrastate firms, and
of 1 percent for the interstate firms whichused separate accounting methods for allocating....____

the Ratchford and Han, op. cit. p. 323. It may be noted that inirk the"ting of a tax, commoditY price increases are required only
built

.in its Period following the initial imposition of the tax or increase

are 4n
. effective rate. Once the normal amount of tax has beeneto the corporate price structure, no further price increasestax uabeilayrY to bring about the shifting of each successive year's

Federal
Type of income
firm tax b

Colorado firms

their Colorado income and expenses. When the
firms were classified on the basis of commercial
domicile the difference between categories was
even smaller, the tax amounted to 11/100 of 1
percent of the total expenses of the domestic
firms and only 9/100 of 1 percent for the foreign
corporations. For all firms included in the table,
the real cost of the tax averaged 1/10 of 1 percent
of the total business expenses reported. Thus,
even if it is assumed that no part of the tax was
shifted in the pricing process, which is unlikely,
it appears that the real burden of the Colorado
corporate income tax is relatively insignificant
when compared with the total business expenses
of the taxed corporations.

Table 13.20 shows the net cost of the Colorado
income tax as a percentage of the total federal,
state and local tax liability incurred by corpora-
tions on their Colorado operations.

Table 13.20

Net Cost of the Colorado Corporation Income
Tax' as Percentage of the Total Tax Liability

Incurred on Corporate Business in
Colorado, 1957

Business taxes on Colorado Operations
  (thousands)   Net cost

Net cost as percent
of state of total tax

income tax liability

State All Total
income other tax
tax taxes. liab.

Domestic 635,336 62,864 620,999 659,199 61,535 2.59
Foreign 3,046 170 1,118 4,334 90 2.10

Total 38,382 3,034 22,117 63,533 1,625 2.56

Interstate firms
Domestic 35,111 1,511 5,385 42,007 735 1.75
Foreign 46,960 1,750 1,856 50,566 899 1.78

Total 82,071 3,261 7,241 92,573 1,634 1.77

All firms
Domestic 70,447 4,375 26,384 101,206 2,270 2.24
Foreign 50,006 1,920 2,974 54,900 989 1.62

Total 120,453 6.295 29,358 156,106 3,259 2.08

• See footnote a, Table 13.12.
b Federal income tax apportioned to Colorado only.
• Omits "other Colorado taxes," except Oil and Gas Gross Income Tax,

of interstate firms using the formula allocation method of apportion-
ing income. Therefore, total tax liability of interstate firms is under-
stated and the net cost of the state income tax as percent of total
tax bill for these firms as a group is overstated.

The $3.3 million net cost of the state income
tax represented only slightly more than 2 per-
cent of the $156 million of total Colorado busi-
ness tax liability reported by taxable corpora-
tions on their 1957 state tax returns.50 This is
simply another indication of the negligible sig-
nificance of the total state income tax when
compared with the over-all amount of business
tax incurred by all firms on their Colorado oper-
ations. Moreover, it will be noted that for the

5"The reason the $3.3 million of effective state tax is used as the
numerator in the ratio of state income tax to total tax liability, and
not the $6.3 million of nominal state tax included in the total tax
liability, is that the former represents the net increase in the total
tax attributable to the imposition of the state tax. In other words,
the federal tax would have been approximately $3.0 million larger
in the absence of any state income tax and, thus, this $3.0 million
figure plus the $3.3 million net cost of the state income tax equals
the $6.3 million which is included in the denominator of the ratio.
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Colorado intrastate firms the state tax amounted
to about 2.6 percent of their total tax bill, while
for the interstate firms it averaged slightly less
than 1.8 percent. This difference, of course, is
primarily attributable to the fact that the inter-
state firms generally derive the greater benefit
from the federal tax deductibility provision of
the Colorado statute. As already noted, the total
amount of federal taxes deducted by the inter-
state firms in the computation of their state tax
was more than twice as large as that reported
by firms operating solely in Colorado. Thus, the
larger federal taxes claimed by the interstate
firms more than offset the effect of "all Other
taxes" paid, of which three-fourths was ac-
counted for by Colorado intrastate firms. Simi-
larly, when the firms were classified on the basis
of business domicile, this measure of the net
cost of the state tax was about 50 percent larger
for domestic firms than for foreign corporations.
In summary, the above analysis of the rela-

tive burden of the Colorado income tax upon
corporations revealed that the net cost of the
1957 tax for all taxable firms averaged:

(a) 9/100 of 1 percent of corporate gross op-
erating revenues obtained from Colorado
business;

(b) 1/10 of 1 percent of total business ex-
pense apportioned to Colorado opera-
tions; and

(c) 2.1 percent of the total federal, state and
local tax liability incurred on their Colo-
rado business.

All three measures indicated that the relative
net cost of the state income tax for foreign
corporations as a group was significantly lower
than that for the domestic firms. On the other
hand, the only marked contrast between the
intrastate and interstate corporations, as such,
was in the measure of net cost as a percentage
of the total business tax bill in Colorado. Not-
withstanding these differences among the var-
ious groups, it is evident that by almost any
standard the real cost imposed upon all cate-
gories of corporations by Colorado income taxa-
tion cannot be considered unduly burdensome,
even if these taxes were never shifted in the
pricing process. When it is further noted that
the tax has in part been absorbed into the gen-
eral corporate price structure, the impact of
the Colorado corporation income tax upon the
decision-making of the firm, particularly with
regard to location, appears to be practically
negligible.

Estimates of the Effects of Selected
Tax Revisions

On the basis of the survey data obtained
from the 1957 tax returns, it is possible to
estimate the increase in State revenues and
taxpayer costs which would have resulted if
selected statutory changes in the corporate in-
come tax base and rates had been in effect that

year. Four of the tax base revisions considered
are the elimination of the oil and gas gross in-
come tax credit, the 85 percent dividend exemp-
tion, the depletion allowance, and the deducti-
bility of federal income tax allocable to Colo-
rado operations. These are summarized below:

Table 13.21

Estimated Increases in State Revenues and
Taxpayer Costs Resulting from Selected
Changes in the Tax Base, Colorado

Corporate Income Tax, 1957

Elimination of:
(a) Oil and gas gross income tax

All taxable corporations•
dollar amount of increase in:

State Taxpayer
revenues real costs

(thousands) (thousands)

credit 137 3 71
(b) Exemption of 85% of

dividend receipts 143 74
(c) Statutory resource depletion

allowance 550 285
(d) Federal corporate income tax

deductibility 5,223 2,655

Totals 6,053 3,085

• Some non-taxable firms in 1957 would have been taxable that year
had these statutory changes been in effect, and since the above esti-
mates apply only to taxable firms they understate the aggregate
amount of increases that would have resulted from these revisions.

It is evident that the first three listed deduc-
tions—the oil and gas tax credit, the 85% divi-
dend exemption and the depletion allowances—
are not quantitatively significant, amounting to
less than $.9 million, or less than one-seventh
of the total increase in State revenues that
would have resulted from all of the above statu-
tory changes. In contrast, the elimination of the
federal tax deductibility provision alone would
have accounted for more than six-sevenths of
the total, and would have yielded $5.2 million
of additional corporate income tax revenues in
1957. The real cost of the latter to the firms
would have been less than $2.7 million, and the
federal government indirectly would have fi-
nanced the balance of $2.5 million since this
would represent the amount of federal income
tax saving obtained by the firms subjected to
the increased state tax. In short, they would
have paid the increased tax with "51-cents-after-
federal-tax" dollars and the net cost of the re-
vised total tax liability for all taxable firms
would have been less than 2/10 of 1 percent of
their gross operating revenues. It is further
estimated that the removal of the federal tax
deductibility provision would produce in fiscal
year 1960 additional revenues ranging from .$7
to $7.5 million. Therefore, the $5.2 million in-
crease should be considered a conservative es-
timate since it does not take into account normal
economic growth or the revision in the definition
of an interstate sale provided by the 1958 amend-
ment to the Income Tax Act.51

5'The 1958 statutory change in the allocation procedure 
should

increase the Colorado tax liability, but also the claimed federal 
tax

deduction of many foreign interstate firms. The net effect a the
new sales definition will be diminished by the extent of the 

addi-

tional federal tax deduction; but by the same token the 
elimbia-

tion of federal tax deductibility will be magnified by the 
prior

change in the allocation procedure.
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Table 13.22 shows the distribution of the esti-
mated increase in tax liability which would have
resulted from the elimination of federal tax de-
ductibility in the computation of the 1957 State
corporate income tax.

Table 13.22

Distribution of Estimated Increase in State Tax
Liability If Federal Income Tax Deductibility
Eliminated from Colorado Corporate Income

Tax Returns, 1957

Taxable corporations. Increased tax liab.
Type of Number Percent Amount Percent
firm of firms of total (thousands) of total

Colorado firms
Domestic 3,769 79.6 $1,604 30.7
Foreign 110 2.3 128 2.5

Total 3,879 81.9 1,732 33.2

Interstate firms
Domestic 122 2.8 1,504 28.8
Foreign 733 15.5 1,987 38.0

Total 855 18.1 3,491 66.8

All taxable firms
Domestic 3,891 82.2 3,108 59.5
Foreign 843 17.8 2,115 40.5

Total 4,734 100.0 5,223 100.0

• Based on Table 13.12, see footnote a.

It will be noted that 67 percent of the increase
in Colorado tax revenues which would have
resulted from not allowing federal tax deducti-
bility would be borne by interstate corporations,
notwithstanding the fact that such firms rep-
resented only 18 percent of the total number
of taxable firms and accounted for 52 percent
of the actual 1957 tax liability. Since the vast
majority of interstate corporations are foreign,
while virtually all of the 100 percent Colorado
firms are domestic, the tax increase would have
fallen relatively more heavily upon the foreign
firms. For example, they would have paid over
40 percent of the total tax increase, although
as a group they represented less than 18 per-
cent of all taxable firms and accounted for less
than 31 percent of the 1957 tax liability. Simi-
larly, when the firms are classified by asset
size it appears that one-fourth of the firms (the
largest with assets in excess of $1 million) would
have borne over three-fourths of the total nomi-
nal tax increase."

Table 13.23 shows the percentage increases in
State revenues and taxpayer real costs resulting
from the elimination of federal tax deductibility.
The $5.2 million of additional State revenue

and nominal tax liability would have repre-
sented an 83 percent increase in the Colorado
Income tax bill for all firms. As already noted,it would have been paid with "51-cents-af ter-
federal-tax" dollars. The increase would have

See Table 13.13 for size distributions of intrastate and inter-state firms.

amounted to 57 percent for the Colorado intra-
state firms and 107 percent for the interstate
corporations. This marked variance between the
two categories, of course, is due to the fact that
the federal tax deductions claimed in 1957 re-
duced the taxable income of the Colorado intra-
state firms by only 36 percent, and that of the
interstate firms by almost 52 percent." Simi-
larly, in both groups, the percentage increases in
nominal and real tax liability are significantly
higher for the foreign firms than for the do-
mestic corporations. In brief, it appears that the
elimination of federal tax deductibility in the
computation of the State corporate income tax
would increase the nominal and real State tax
liability for the minority of large, interstate,
foreign corporations significantly more than for
the vast majority of small, intrastate, domestic
firms whose operations are wholly confined to
Colorado. Finally, it should be noted that the
net cost of the 1957 increased tax for all firms,
when expressed in relative terms, would have
amounted to only 2.1 percent of their combined
total federal and state income tax liability, 1.6
percent of their total local-state-federal tax bill
allocable to Colorado operations, and .07 percent
of their total business expenses.

Table 13.23

Distribution of Estimated Increases in State
Revenue and Taxpayer Costs If Federal

Income Tax Deductibility Eliminated from
Colorado Corporate Income Tax Returns, 1957a

Type of
firm

Colorado firms
Domestic
Foreign

Total 1,732

Interstate firms
Domestic
Foreign

Real costAdditional revenue Additions net cost
to State to corporations 

to corpora-
tions of

Amount Percent Amount Percent additional
(thousands) over 1957 b (thousands) over 1957b tax dollars

$1,604 56.1 $ 924 60.2 $.58
128 80.5 64 71.1 .50

57.4 988 60.8 .57

1,501 99.5 722 98.2 .48
1,987 113.5 945 105.1 .47

Total 3,491 107.0 1,667 102.0 .48

All taxable firms
Domestic 3,108 71.1 1,646 72.5 .53
Foreign 2,115 110.8 1,009 102.0 .48

Total 5,223 83.2 2,655 81.5 .51

• See footnote a, Table 13.12.
b Computed on basis of Table 13.16. For any given firm, the percent-age increases in tax liability and net cost are identi-al. For groupsof firms, the percentage increases for the aggregates will differ becauseof weighting.

The total revenue increase of $5.2 million that
would have resulted from not allowing federal
tax deductibility on the 1957 returns, also could
have been achieved by raising the statutory rate
of the corporate income tax 3.75 percentage
points (from 4.25 to 8 percent). There are, how-

,̀See Table 13.14.
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ever, three important respects in which broaden-
ing the tax base by eliminating reciprocal de-
ductibility is preferable to a rate increase for
raising the same amount of additional revenue.
First, a change in tax base would place the
intrastate and interstate firms on a more equi-
table basis since the latter benefit both abso-
lutely and relatively more from federal tax de-
ductibility than do the corporations with oper-
ations limited solely to Colorado." Second, the
change in tax base would lessen the "effective
regressivity" of the Colorado corporate income
tax," an effect that otherwise could be achieved
only by adopting a progressively graduated
structure of nominal tax rates." Third, by
broadening the corporate tax base and retaining
the present 5 percent nominal rate Colorado
would be conforming to the practice of the
overwhelming majority of the 34 income tax
states with regard to the treatment of federal
tax and at the same time would be retaining a
statutory rate which was equal to the national
median.57 However, in terms of the relative
utilization of the corporate income tax as a
source of State revenue, if the federal tax de-
ductibility had not been permitted on the 1957
returns, Colorado's rank would have been 20th
from the top (instead of 25th) among the 27
corporate income tax states for which data were
available.58

The Statutory Allocation Formula. As noted
above, the particular form of Colorado's allo-
cation formula is now unique among the states."
As recently as 1954 five other states used the
two-factor formula based on property and sales
ratios, now Colorado stands alone in its use. In
view of the importance of the statutory alloca-
tion formula, both with regard to tax equity and
revenue, an analysis was undertaken to measure

"See Tables 13.15 and 13.23.

"See Table 13.9.

"Elimination of federal tax deductibility would lessen the
effective regressivity of the Colorado corporate income tax but
would not overcome it entirely. The only states having effective
corporate tax rates that are not regressive throughout their entire
range are those that have adopted progressively graduated struc-
tures of statutory rates. The tabulation below shows the average
nominal rates required at various income levels before all income
taxes in order to maintain a constant (proportional) effective tax
rate when federal tax deductibility is not permitted.
AVERAGE NOMINAL RATES REQUIRED AT SELECTED INCOME LEVELS TO

ACHIEVE CONSTANT EFFECTIVE RATES UNDER A STATE
CORPORATION INCOME TAX

Nominal rates required to achieve
constant (proportional) effective rates of:

Net income level 4% 31/2% 3% 2,/2%
$ 25,000 5.71 5.00 4.29 3.57

50,000 6.78 5.93 5.08 4.34
100,000 7.48 6.54 5.51 4.67
500,000 8.15 7.13 6.11 5.09

1,000,000 8.24 7.21 6.18 5.15
Of course, if reciprocal tax deductibility is allowed the required

nominal rate structure for achieving each of the constant effective
rates would be considerably higher and more progressive at all
Income levels.

"See Tables 13.6 and 13.7.

"See Table 13.4.

"See Table 13.10.

the quantitative effects which would have re-
sulted if the standard three-factor formula, cur-
rently required by 22 other income tax states,
had been used in 1957 by interstate firms re-
porting Colorado income."

The table below presents the over-all effect
of adding a payroll factor to the present Colo-
rado statutory two-factor allocation formula.

Table 13.24

Effect of Adopting a Standard Three-Factor

Allocation Formula on Interstate Firms Classi-

fied by Principal Place of Business, Colorado

Corporate Income Tax Returns, 1957

A. Number of firms affected*

Type of firm: Increase Decrease

Domestic 58 27
Foreign 257 466

Total 315

B. Dollar change in tax liability (thousands) b

Type of firm: Increase

Domestic 8164
Foreign 517

Total 681

Type of firm:

Domestic 27.8 22.1
Foreign 97.6 26.0

Total

Total

85
723

493 808

Decrease Net Amount

75 +$89
210 + 307

285 + 396

C. Percentage change in tax liability

Increase Decrease

60.9 24.8

Net Amount

+ 9.6
+23.0

+17.5

A Based on 867 firms for which data were available, representing 87
percent of the total number of firms using an allocation formula.
Of these, 59 non-taxable firms were unaffected by the change in
formula.

b Tax liability computed at rate of 5 percent.

The data show that the use of a three-
factor formula in the allocation of the 1957 inter-
state income would have altered the tax liabili-
ties of 808 firms, or 93 percent of the total num-
ber of allocation formula-using firms for whom
data were available. But of these, only 315 firms,
or 39 percent of the number affected, would
have had a tax increase-the remainder would
have benefited from lowered tax liabilities.
Similarly, about one third of the foreign firms

"The computations were made by the Division of Program

Analysis, Bureau of Old Age and Survivors Insurance, U. S. De-

partment of Health, Education and Welfare. A payroll ratio 
for

each corporation, computed on the basis of 1957 Colorado payroll
data provided by the Colorado Department of Employment 

and

1957 OASI national payroll data, was combined with the 
actual

sales and property ratios reported on the 1957 returns. Thus, a

three-factor allocation ratio was obtained for each firm. This 
ratio,

in turn, was used to derive Colorado taxable income which was

then compared with the reported 1957 taxable income based on 
the

two-factor formula. The firms were then classified, and the 
data

aggregated on the basis of whether the change to a three 
-factor

formula resulted in an increase or decrease in taxable 
income.

The over-all change in the tax liability of each category of 
firrncs

was then calculated as the final step. The analysis was 
carried

out for 867 firms for which detailed data were available, 
and these

companies represented 87 percent of the 995 interstate firms whicn

used the formula method of allocating income on their 
1957 Colo-

rado tax returns.
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would be affected adversely, while more than
two-thirds of the domestic firms would have re-
ported greater taxable income. However, in
terms of the dollar amount of tax involved, the
addition of the payroll factor would on net bal-
ance have increased the taxable income of all
interstate firms by approximately $8 million.
At a tax rate of 5 percent, this net increase
would have produced additional revenues of
almost $.4 million, or a tax increase of approxi-
mately 18 percent for all firms affected." More
than three-fourths of the net increase would
have fallen upon foreign interstate firms which
in 1957 under the two-factor formula accounted
for slightly more than one-half of the total tax
liability of all interstate firms.62 This relatively
heavier impact, dollarwise, on foreign firms is
also indicated by the fact that the net percentage
increase would amount to less than 10 percent
for the domestic firms, and more than 20 per-
cent for the foreign corporations. With regard
to the specific group of interstate firms adversely
affected, the increase would be about 28 percent
for domestic corporations, but almost 98 percent
for the foreign firms. In brief, although a larger
absolute and relative number of out-of-state
firms than domestic companies would have bene-
fited from tax decreases, the foreign firms also
would have accounted for the largest absolute
and relative dollar amount of tax increases if a
Payroll factor had been used in the allocation
formula applied to the net income reported on
the 1957 Colorado corporate tax returns.

Table 13.25 shows the effect of a three-factor
formula applied to the 1957 income tax returns
filed by interstate firms, classfied by asset size.

It is evident that less than one-half of the firms
in each size category would be subjected to a
tax increase as a result of the addition of the
payroll factor. However, when the effect is mea-
sured dollarwise, only those firms with assets
ranging from $1 to $10 million would generally
benefit from the change—on net balance, a re-
duction of 11 percent. More significantly, the
largest part of the increase in taxable income
allocable to Colorado, two-thirds of the total,
would be borne by the very largest interstate
corporations, those with assets of $100 million
or more. For this category, the increase in tax
liability would amount to almost 113 percent,
In contrast to an average increase of 61 percent
for all interstate firms subjected to the tax in-
crease. In other words, it appears that the tax

, ''.eks noted, only 87 percent of the interstate firms are includedLri the analysis and, therefore, the net increase of $396,000 repre-sents about a 12 percent tax increase for all interstate firms, andsPlaisoximately a 6 percent increase in the total corporate tax
liability of all firms—interstate and intrastate—combined.

See Table 13.16.

reductions would be relatively small and wide-
spread among all size categories of firms, while
the tax increases would be relatively large and
concentrated among the biggest interstate firms.

Table 13.25

Effect of Adopting a Standard Three-Factor
Allocation Formula on Interstate Firms Classi-
fied by Asset Size, Colorado Corporate Income

Tax Returns, 1957
A. Number of firms affected•

Asset size
(millions) Increase Decrease Total

Under $ 1 68 82 150
$ 1 to 10 89 167 256
10 to 100 99 164 263
100 and over 53 72 125
Not classified 6 8 14

Total 315 493 808

B. Dollar change in tax liability (thousands) b
Asset size

(millions) Increase Decrease Net Amount

Under $ I $ 26 $ 6 +$ 19
$ 1 to 10 21 61 — 40
10 to 100 197 69 + 128
100 and over 435 143 + 292
Not classified 3 5 —2

Total. 681 285 + 396

C. Percentage change in tax liability
Asset size
(millions) Increase Decrease Net Amount

Under $ 1 102.4 28.1 +40.3
$ 1 to 10 14.7 28.4 —11.2
10 to 100 35.2 20.0 +14.1
100 and over 112.9 26.3 +31.4
Not classified 51.4 28.5 __ 7.9

Total 60.9 24.8 +17.5

• Based on 867 firms for which data were available, representing-87
percent of the total number of firms using an allocation formula. Of
these, 59 non-taxable firms were unaffected by the change in formula.

b Tax liability computed at rate of 5 percent.
. Items may not add to totals due to rounding.

Table 13.26 probably is one of the most useful
for assessing the impact of the adoption of a
three-factor formula, for the firms are classi-
fied by the percentage of their nationwide net
income allocated to Colorado.

It is evident on the basis of data presented in
Table 13.26 that the majority of firms in the first
two categories, those with less than 25 percent of
their total net income allocated to Colorado,
would have experienced a tax decrease as a re-
sult of the addition of a payroll factor. On the
other hand, for the majority of firms with a
larger ratio of Colorado net income such a re-
vision would have resulted in an increased tax
liability for 1957. When the impact of the adop-
tion of a three-factor formula is assessed by the
dollar amount of change in tax liability, it ap-
pears that approximately two-thirds of the total
net increase in tax revenues ($257,000 of the
$396,000) would come from those interstate cor-
porations that in 1957 allocated less than 1 per-
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cent of their total net income to Colorado. More-
over, all categories of firms with a ratio of Colo-
rado income of less than 50 percent would on net
balance have experienced a tax increase, while
those with 50 percent or more of their net in-
comes originating in Colorado would, as a group,
have benefited taxwise by the use of a three-
factor allocation formula. In terms of the per-
centage change in tax liability, those firms with
a Colorado income ratio of less than 1 percent
would have been subjected to a 180 percent in-
crease in taxable income, whereas for the two
categories with income ratios of 50 percent or
more the increased tax would have been only 7
and 4 percent respectively. For the firms benefit-
ing from the addition of a payroll factor, the per-
centage tax decrease would be fairly uniform
for the different categories of firms, and in no
case would it amount to 30 percent of the total
tax liability.

Table 13.26

Effect of Adopting a Standard Three-Factor
Allocation Formula on Interstate Firms Classi-

fied by Ratio of Colorado Taxable Income to
Total Net Income, Colorado Corporate Income

Tax Returns, 1957

A. Number of firms affected*
Colorado taxable
income ratio a
Less than 1%

Increase
165

Decrease
263

Total
428

1% to 25% 93 182 275
25% to 50% 23 22 45
50% to 75% 16 11 27

759 to 100% 18 15 33

Total 315 493 808

B. Dollar change in tax liability (thousands) b

Colorado taxable
income ratio d Increase Decrease

Less than 1%
1% to 25%
25% to 50%
50% to 75%
759 to 100%

$347
206
116
9
2

$ 89
111
38
11
35

Total 681 285

C. Percentage change in tax liability

Net Amount
$257
96
78

— 2
— 32
+ 396

Colorado taxable
income ratio d Increase Decrease Net Amount

Less than 19' 179.8 28.6 50.9

1% to 25% 42.4 24.3 10.1

25% to 50% 45.9 28.6 20.1

50% to 75% 7.3 9.2 — 0.8
75% to 100% 4.0 28.8 —17.9

Total 60.9 24.8 +17.5

• Based on 867 firms for which data were available, representing 87
percent of the total number of firms using an allocation formula. Of

these, 59 non-taxable firms were unaffected by the change in formula.

b Tax liability computed at rate of 5 percent.

• Items may not add to totals due to rounding.

a Colorado net taxable income based on the statutory two-factor

formula expressed as percentage of total nationwide net income
reported by each firm on their 1957 return.

In summarizing the effects which would have
occurred through the addition of a payroll ratio
to the allocation formula under the Colorado
corporate, income tax in 1957, several facts stand
out in importance:

(1) The majority of all interstate firms, ap-
proximately 60 percent of the total num-
ber, would have benefited by a reduction
in tax liability;

(2) But on net balance it would have pro-
duced an increase in the income tax base
of about $8 million, and an over-all in-
crease in tax revenue of approximately
$.4 million;

(3) More than three-fourths of the net tax
increase would have fallen upon foreign
interstate firms for whom the increase
would have been 23 percent, in contrast
to an increase of 10 percent for domestic
firms;

(4) Almost three-fourths of the net tax in-
crease would have fallen upon the largest
interstate firms, those with assets of $100
million or more, and the increase for this
category would have been 31 percent, in
contrast to an average of 18 percent for
all firms;

(5) Almost two-thirds of the net tax in-
crease would have fallen upon national
corporations that allocate less than 1 per-
cent of their total net income to Colo-
rado, and the increase for this category
would have been 51 percent; in contrast,
firms which allocate 50 percent or more
of their income to Colorado would on net
balance actually have experienced a re-
duction in tax.

In short, it appears that the major burden of
a tax increase resulting from a revision of the
allocation formula would fall upon the large,
foreign, interstate corporations which allocated
less than 1 percent of their total net income to
their Colorado operations.

Inasmuch as the above findings were based
on the 1957 survey data, they are useful for esti-
mating the effects of proposed revisions in the
present two-factor formula only to the extent
that essentially the original relationships be-
tween the sales, property and payroll factors
continue to hold. Moreover, it is important to
note that the addition of a payroll factor would
increase an interstate firm's Colorado taxable
income only if the value of the payroll ratio was
greater than the average value of the property
and sales ratios already included in the present
allocation formula. Since the geographic distri-
butions of property and payrolls for most na-
tional corporations are closely correlated, it is
reasonable to assume that the ratios based on
these data tend to have similar values. If the in-
troduction of a payroll factor causes increased
taxation for such firms, it simply means that the
value of their reported sales ratios were signi-
ficantly smaller than their payroll ratios.
The preceding analysis of the 1957 Colorado

corporate tax returns has shown that the intro-
duction of a three-factor allocation formula
would have caused the bulk of the tax increase
to fall upon the large, foreign, interstate firms
which allocate only a very small fraction Of
their total net income to the State. Thus, it is
evident that the 1957 Colorado sales ratios re-
ported by these firms must have been relatively
low—and primarily because of the restrictive„
legal interpretation given to a "Colorado sale
by the courts in the American Can cases. How-
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ever, if the 1958 income tax amendment, which
attempted to close the sales "loophole" by rede-
fining a Colorado sale, effectively raises the
value of the sales ratios of interstate firms, then
the net effect of the addition of a payroll factor
to the present two-factor formula probably
would be to reduce the state tax liability of large
foreign interstate firms, while at the same time
increase the relative tax burden of domestic
firms which have proportionally greater employ-
ment and payrolls in Colorado. On net balance,
the adoption of a three-factor formula by Colo-
rado would result in an increase in state tax
revenues only if the average value of the sales
ratios of the interstate firms (domestic and for-
eign) continued to be smaller than the average
value of their payroll ratios. On the other hand,
if the broader definition of a Colorado sale, as
provided by the 1958 income tax amendment,
should prove to be effective and raise the aver-
age value of the sales ratios of interstate firms
above that of their payroll ratios, then the use
of a three-factor formula would result in a
decrease in State corporation income tax reve-

nues. But whether or not the 1958 amendment
will have a significant impact on the sales ratios
reported by interstate firms will not be known,
of course, until after the 1959 tax returns, filed
in 1960, are processed and audited by the Rev-
enue Department, tax assessments made on the
basis of the new definition, and possibly court
interpretations of the amendment are obtained.
In consideration of all of the above, and par-

ticularly the fact that even under the restricted
American Can case definition of a Colorado sale
the addition of a payroll factor would have in-
creased the 1957 State corporate income tax
revenue by only 6 percent, it would appear that
Colorado's present two-factor allocation formula
should not be substantially revised until a more
adequate and clear-cut case can be made for
revision on the grounds of both equity and
revenue. Moreover, as already noted, the elimi-
nation of the federal income tax deductibility
provision would offset some of the inadequacies
of the present allocation formula, as well as
reduce the regressivity of the effective rate
structure.

IAII‘liim•—_





CHAPTER XIV

SEVERANCE TAX

The severance tax upon certain types of na-
tural resource production is largely a develop-
ment of the present century. It is a special tax
both in terms of its scope and the objectives it
is intended to serve. The tax is now employed
by some 28 states, but it is a minor source of
revenue in most of these jurisdictions.

Nature of Tax

The serverance tax is commonly defined as
a levy on the extraction or removal of certain
natural resources from the soil or water. It is
applied to virtually all kinds of sub-soil re-
sources, including oil, gas and other minerals,
and timber. These resources, as contrasted to
agricultural products, are either not reproduci-
ble or, in the case of timber, require a long period
of growth. The distinctive character of the re-
sources gives rise to special taxing problems,
and the severance tax is designed to provide a
partial solution to these problems.

While the term severance clearly implies that
the tax is imposed upon the act of severing or
removing a resource from its natural location,
this is often not the case. Physical units of the
product are only one of several bases upon
which the tax is imposed including sales, gross
receipts and gross income. The terminology used
by state legislatures in describing the tax is
also highly variable. In addition to the basic
term, the tax may be called an occupation,
privilege, production or special excise levy.

Considering the variations in the tax base and
legal descriptions of the tax, it is often difficult
to distinguish the character of a particular tax
as well as the legislative intent. Certain jurisdic-
tions, for example, impose very heavy rates on
natural resource production (higher than manu-
facturing or retail sales) under their general
sales tax. Though there is no indication in the
law that the additional tax represents a sever-
ance tax, this is the apparent purpose. Thus, the
existence of a special or additional tax on the
resources in question logically may be said to
constitute severance taxation.

Severance taxes were originally conceived as
a substitute for the property tax. If the tax is in
lieu of property taxes, therefore, there is a rea-
sonable pesumption that it is intended to be a

severance levy. Actual state practice, it should
be noted, usually does not conform to the alter-
native tax concept.
The above characteristics generally serve to

distinguish servance taxes. However, the fea-
tures noted are subject to question in particular
instances, and it is not surprising that laymen
as well as tax authorities often disagree in their
interpretations of this form of taxation.

Development and Principal Features. Mich-
igan pioneered the development of severance
taxation by adopting a tax on specified mineral
resources in 1846, and Pennsylvania and Min-
nesota followed in 1874 and 1881, respectively.
All of these jurisdictions had extensive coal, iron
ore and other mineral resources, and have de-
pended upon the tax as a substantial source of
state tax receipts. In the early 1900's several of
the major oil-producing states adopted the tax.
Texas and West Virginia led the way in 1907,
and Oklahoma and Louisiana followed in 1908
and 1910. Most of the present state severance
taxes were adopted in the period preceding and
following World War I. Twenty-eight states
now impose severance taxes on various types
of mineral products. In addition to these taxes,
six states (Arizona, Indiana, Mississippi, New
Mexico, Washington, West Virginia) include
certain extractive industries under their general
sales levies.1 The latter practice may or may not
reflect an intent to put a special or additional
tax burden on these resources. It should also be
noted that there are twenty jurisdictions (most
of which impose severance taxes) that have
modified their property tax treatment of forest
lands.2
The general scope, base and rates, as well as

the in lieu features of the severance taxes in the
twenty-eight states are shown in Table 14.1. Oil
and gas resources are taxed in the largest num-
ber of states or in twenty-three; coal and/or iron
ore in nine; other specified minerals in eleven;
and timber in six. Ten jurisdictions restrict their
severance taxes to oil and gas, and an equal
number have relatively comprehensive levies
applying to three or more types of mineral or
other resources.

'Ohio Department of Taxation, Severance Taxation (Division
of Research, Columbus, Ohio, 1956), Table 2, p. 18.

2Ibid., Table 3, pp. 19-21.
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State

Alabama

Arkansas

California

Colorado

Florida
Georgia

Idaho
Indiana
Kansas

Kentucky
Louisiana

Michigan
Minnesota

Mississippi

Montana

Nebraska
Nevada

New Mexico

North Carolina

North Dakota
Oklahoma

Oregon

South Dakota
Tennessee

Texas

Utah

Virginia

Wyoming

Table 14.1

Severance Taxes on Major Resources, by States, 1956

Kind of resource

Iron ore
Timber
Oil and gas
Coal
Timber

Oil
Natural gas
Metal ores
Other—sulphur, salt, etc.
Silica sand, dimension stone
Crushed stone, clay, etc.
Oil and gas

Coal
Oil and gas

Oil and gas
Oil
Natural gas
Metal ores and coal
Oil and gas
Oil
Gas
Oil
Coal
Timber

Oil
Gas
Sand, gravel and stone
Ores
Marble
Sulphur
Frogs
Shrimp
Oil and gas
Iron ore

Taconite, iron sulphites
Oil
Gas
Timber

Coal
Oil
Gas
Metal ores
Micaceous minerals
Cement
Cement plaster, gypsum
Carbon black
Oil and gas
Mines
Oil and gas
Coal
Oil and gas
Copper
Other metals
Oil
Gas
Oil and gas
Oil
Gas
Metal ores
Timber

Mineral products
Oil
Gas
Oil

Gas
Sulphur
Metal ores
Oil and gas
Timber

Oil and gas

Rate and measure

36 per ton
86 - 20¢ per 1,000 feet log scale
4% of gross value plus 2% for regulation; $25 well drilling fee
1¢ per ton
256 - 506 per 1,000 feet, board measure, log scale; pulpwood, veneer,

206 - 256 per cord
4% of market value plus 5 mills per barrel
3/206 per 1,000 cubic feet plus 34 mill per 1,000 cubic feet
106 per ton—barite, bauxite, titanium, etc.
4% of market value
16 per ton
46 per ton
Rates per barrel and per 1,000 cubic feet determined annually to meet

conservation costs
7/106 per ton
2% - 5% graduated gross income tax plus 2 mills per barrel and per

50.000 cubic feet
5% of gross value
34¢ per barrel
34 mill per 1,000 cubic feet
3% of net proceeds
1% of gross value
1/156 per barrel plus 1/1.06 per barrel
$0.005 per 1,000 cubic feet
34 of 1% of market value; counties may levy up to 1% additional
106 per ton
256 - $1.50 per 1,000 feet log scale, 24% to 5% of market value on

other than virgin timber;
6% of market value on timber grown on reforestation contracts

186 - 266 per barrel
3/106 per 1,000 cubic feet
36 per ton
106 per ton
206 per ton
$1.03 per long ton
26 per pound dressed
15¢ - 506 per barrel (210 pounds)
2% of gross cash market value plus 1/86 per barrel of oil
12% of net value of ore mined and 12% of royalties; plus surtax of

15% of tax on both
56 per ton of concentrate
66 per barrel or 6% of gross value, whichever is greater
3 mills per 1,000 cubic feet or 6% of gross value whichever is greater
306 - 40¢ per 1,000 feet log scale or board feet; other products at

various rates
5¢ per ton in excess of 50,000 tons
2% of gross value plus 340 - 34¢ per barrel
1 mill per 1,000 cubic feet
4% - 1% of gross value
56 per ton
46 per barrel (376 pounds)
56 per ton
1/86 per pound
2% of value
Property tax rates applied to net proceeds of all mines
5 mills per barrel and per 50,000 cubic feet
1/8% of value
234% of value
%% of value
1/8% of value
346 per barrel
34mill per 1,000 cubic feet; $50 well drilling fee
44% of gross value
5% of gross value plus 1/86 per barrel
5% of gross value plus 2/1006 per 1,000 cubic feet

of 1% of gross value
4¢ per 1,000 board feet plus additional 46 west of Cascade Range;

25,000 board feet exempt
4% of value; first 100,000 tons exempt
56 per barrel (50 gallons)
5% of sales price
4.6% of market value or 4.66 per barrel, whichever is greater, plus

3/166 per barrel
8% of market value; 7% after September 1, 1956
$1.40 per long ton
1% of gross value; $50,000 exemption
1% of value plus 2 mills per dollar; $50,000 exemption
56 - 106 per 1,000 board or log scale feet; other forest products at

various rates
2/5 mill per dollar of value (conservation)

Source: Commerce Clearing House, Slate Tax Guide, and statutes of the various states.

Tax in lieu
of local

property taxes

No
No
Yes
No

No
No
No
No
No
No
No

No
No

No
Yes
No
No
No
No
No
No
No
No

No
Yes

(including general
severance tax)

Yes
Yes
No
No
No
Yes

Yes

No
No
Yes
Yes

Yes
No
No
No
No
No
No
No
No
No
Yes
No
No
No
No
No
No
No
No
Yes
Yes
Yes

No
No
No
No

No
No
No
No
No

No
No
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The nature of the tax base and rates vary
widely. In general, twelve states use as their
basis a combination of physical units and value
of product; ten jurisdictions use value of pro-
duct or income therefrom; and six employ
physical units only. The rate situation is typi-
cally highly complex with extreme variations
in rates applied to particular types of minerals
or the other resources taxed.

Rationale of Severance Taxation

Severance taxes have received substantial
support both on theoretical and practical
grounds. In general, it is alleged: that they are
preferable to the traditional property tax which
has many deficiencies in its application to min-
eral and forest resources; that they serve to com-
pensate the state for the exploitation of its nat-
ural resources and to promote conservation; that
they are an effective means of taxing absentee
owners and of offsetting unfair tax advantages
which certain natural resource properties enjoy
under other tax forms; that they are productive
and relatively easy to administer; and that as
state measures, in contrast to locally imposed
and administered property taxes, they permit
statewide sharing of the fiscal benefits.

Opposition to severance taxes stresses their
allegedly unfavorable impact on resource devel-
opment and production. Also if the tax is used as
a substitute for the property tax, it may create a
serious revenue problem for certain local units
who are dependent upon the latter levy for the
bulk of their tax revenue. This situation may
arise as a consequence of the state's policy in
allocating severance tax receipts or by virtue
of the relative instability of severance tax collec-
tions on certain resources. And finally the point
is made that if the tax is an addition to, rather
than "in lieu" of, the general property tax, the
additional burden involved is clearly discrimi-
natory.

While the case for moderate severance taxes
on the principal natural resources other than
agricultural production is generally believed to
be sound, several of the major premises as well
as the bases of criticism merit further exami-
nation.

Deficiencies of the Property Tax. The weak-
nesses of the locally administered property tax
as applied to mineral and timber resources are
Well known. Local assessors and their staffs
commonly lack the technical competence to
appraise the value of underground mineral
.deposits and timber lands. The result, typically,
1.s gross under-assessment and often on a highly
inequitable basis. It is also charged that the
cumulative annual property tax tends to cause
rapid and often wasteful exploitation of the re-
source in order to get out from under the tax

burden, and that it results in an excessive bur-
den in the case of resources which are currently
unproductive such as growing or immature tim-
ber. Although the practical significance of both
points is doubtful in view of the widespread
practice of under-assessment, the property tax
if not scientifically applied might well produce
such effects and probably does in certain limited
cases. In any event, these actual and alleged
deficiencies in the application of the property tax
undoubtedly played an important part in the
development of severance taxes. It is significant,
however, that the great majority of states which
presently impose severance taxes do not include
an in lieu feature.3 In other words, they are in
addition to property taxes. At the same time,
many states have provided for centralized state
assessments of these resources in an effort to
correct the admitted deficiencies of local asses-
ment.

The weaknesses of the property tax, real or
imagined, however, only provide indirect sup-
port for the severance tax particularly if it is
employed as an additional rather than an alter-
native form of taxation. Under the latter cir-
cumstance the tax must be justified primarily
on other grounds.

Public Interest in Mineral and Timber Re-
sources. Advocates of severance taxes often
suggest that mineral and timber resources are
a bounty of nature and should be regarded as a
heritage of all the people. The assumption of a
peculiar public interest is then employed to
justify a special tax program aimed at the busi-
nesses which engage in this field of productive
activity. While the basic idea has considerable
popular appeal, it is obviously subject to ques-
tion in a private capitalistic society. Certainly,
these resources have been appropriated and
developed largely by private capital, and do not
belong to the public. Any attempt to justify
punitive taxation on the basis of special public
rights, therefore, is wholly invalid. Futhermore,
it should be recognized that most forms of sever-
ance taxation enter into production costs, and
part or all of the burden involved will probably
be shifted to consumers of the taxed products.

On the other hand, present as well as future
generations, do have a genuine interest or con-
cern in efficient resource utilization as well as
sound conservation measures. In terms of tax
policy this interest obviously calls for a tax pro-
gram which encourages rather than penalizes
efficient production, and which creates a favor-
able climate for scientific and long range con-
servation measures. In view of the nature of the
resources and the fact that they cannot be re-

?Seven had in lieu provisions in 1956, principally for oil and gas
properties. See Table 14.1.
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produced (with the exception of timber), it is
also highly important that the enterprises en-
gaged in this type of production pay a propor-
tionate share of the total tax burden.

The property tax, as previously indicated, may
have the effect of stimulating rapid and wasteful
production or cropping methods, whereas the
severance tax does not involve this influence. In
fact, the latter tax which only applies to re-
sources which are currently productive may
tend to deter or prevent present use in the case
of marginal or high cost properties. Thus, the
severance tax may have a positive influence in
promoting conservation objectives as opposed
to the potential negative impact of the property
tax.

Absentee Ownership and Special Tax Ad-
vantages. In many states, including Colorado,
a large proportion of mineral and timber re-
sources are owned by non-resident corporations
or individuals. Absentee ownership, rightly or
wrongly, is often subject to public disfavor, and
proponents of severance taxes sometimes sug-
gest that the people are entitled to an additional
tax dividend from such production (over and
above regular taxes). While the idea of a dis-
criminatory tax is indefensible, absentee owners
may largely escape general tax burdens. The
severance tax, therefore, may be used to offset
this advantage, and is an effective instrument
for achieving proportionality of tax burdens.

The owners of mineral and timber resources
also are said to enjoy substantial tax advantages
under certain general tax forms, and the sever-
ance tax is supported as a means of offsetting
these favors. In particular, it is alleged that the
ratio of assessment under the property tax is
extremely low and that the oil and certain other
mineral industries are extended special privi-
leges under federal and many state income tax
laws. While a special basis of assessing produc-
ing oil properties is employed in a number of
states, including Colorado, there is little doubt
that non-producing oil lands and other mineral
properties are usually grossly under-assessed as
compared to other types of real estate. The
inherent difficulties in determining the extent
and value of mineral deposits, the tendency to
permit self-assessment by mining companies
and the alternative practice of assessing the
property almost entirely on the basis of surface
developments and improvements have all con-
tributed to this result.4 The implications of
Colorado's special bases of assessment and
actual assessment practices are considered in the
final section of this chapter.

It is generally recognized that the special
"percentage depletion" allowances granted to oil
and other mineral producers under the federal

4Earl Crockett, "Should Colorado Adopt a Severance Tax?"
Taxation in Colorado, Report No. 2, 1946, p. 38.

and certain state income tax laws (Colorado is
a notable example) are very liberal. However,
unless they are determined to be excessive they
do not in any way justify offsetting or additional
tax burdens.5

Finally, it should be emphasized that natural
resource industries have a tax responsibility
equal to that of other forms of production. It
is evident that this responsibility is not being
met under existing assessment practices and
provisions of the property tax law in many
states. The question as to whether depletion al-
lowances are excessive is obviously debatable.
While appropriate changes in these taxes and/or
their administration would seem to be prefer-
able on theoretical grounds, the imposition of
reasonable severance taxes to compensate for
the deficiencies that exist is an acceptable alter-
native. In the case of the property tax it may
also be the most practical and expedient course
of action. If under-taxation is regarded as a
significant factor in the imposition of sever-
ance taxes, however, it is important that a uni-
form basis of assessment for such properties be
established and enforced. Otherwise, there is no
firm basis for determining the tax differential
which is to be made up.

Productivity and Ease of Administration.
The productivity of severance taxes in states
which have substantial mineral deposits or tim-
ber production has been fully demonstrated.
Substantial revenues are derived in many of
these jurisdictions. As a consequence of the
relatively small number of taxpayers and the
relative simplicity of the tax base (production
units, sales or income), the administrative prob-
lems are not difficult or unique in character.
These features, as indicated in other sections
of this study, do not justify the imposition of a
tax, but they are important considerations
nonetheless.

State-Wide Sharing of Fiscal Benefits. The
imposition of severance taxes by the state gov-
ernments permits a broader distribution of the
fiscal benefits from the taxation of the resources
in question. By their nature these resources are
usually concentrated in limited areas, and
locally imposed and administered taxes neces-
sarily mean a concentration of tax receipts in
the favored areas. This situation is both in-
equitable and undesirable, but the legitimate
needs of the local units involved must be
recognized and provided for. If the severance
tax is in addition to the property tax, the needs
of local governments can be adequately met
through the latter levy. The severance tax pro-

'The policy issues involved are discussed in Chapters XII and
xin dealing with the personal and corporate income taxes.
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ceeds may then be used for state purposes or
distributed to all local units on the basis of
general formulae involving the needs and re-
sources relationship. If the severance tax is in
lieu of the traditional property tax, the bulk,
if not all, of the revenues should be allocated
to local governments in a manner that will
assure adequate revenues to the localities in
which the resources are located.

Effect of Severance Tax on Resource Develop-
ment: Tax Incidence. The principal criticism
of severance taxes is that they have an unfavor-
able effect upon resource development, and high
cost production in particular. This charge is ob-
viously a serious one and merits special atten-
tion. At the outset, it is obvious that a severance
tax, with the possible exception of one based
upon net income, increases production costs.
In fact, all taxes based upon cost factors have
this effect. That is, they either increase living
costs of the individual or the operating or fixed
costs of business concerns. In a broad sense,
therefore, they tend to curb incentives to con-
sume or to invest funds in the private economy.
The crucial question to be answered in the case
of the severance tax, or any tax for that matter,
is whether it places a disproportionate or un-
equal burden upon the particular groups in-
volved. The answer, obviously, is dependent pri-
marily upon the impact of the tax system as a
whole. The severance tax is only one component
of the tax system and not necessarily the most
important one.

There is no reason to suggest that a severance
tax will seriously restrict resource development
or utilization unless it is applied in a punitive
or discriminatory manner. The increased costs
occasioned by severance taxes, like property or
sales tax costs, normally are recovered through
the price charged for the product. Mineral and
timber production, with minor exceptions, is car-
ried on under monopolistic or semi-monopolistic
conditions, and "administered" or controlled
Prices are the general rule. In such circum-
stances it must be presumed that the incidence
of the tax is generally upon the consumer. Thus,
the severance tax cannot have an unduly bur-
densome effect upon production, which would
Otherwise be profitable, if it is employed on a
reasonable basis.

This conclusion is subject to two qualifica-
tions. Mineral or timber production which is
definitely marginal or sub-marginal under given
market conditions will be adversely affected by
any increase in costs. However, the relative posi-
tion of such production in the industry will not
be changed by imposition of a severance or other
general taxes. Needless to say, a tax based upon
net income would be most advantageous for
such concerns. It should also be emphasized thattax policy for any important segment of the

economy cannot reasonably be predicated upon
the economic status of high cost and probably
inefficient producers. Nor can tax favors to an
entire industry be justified on the basis of the
economic woes of such enterprises. From a con-
servation standpoint it would also be highly
undesirable to resort to tax or other subsidies
to the marginal or sub-marginal properties. If an
entire industry is temporarily or chronically
subject to a cost-price squeeze, tax relief or other
types of governmental aid may conceivably be
justified. Even in this case, however, the benefits
versus costs to the state as a whole should be
carefully weighed.

The second qualification is that the severance
tax be imposed in a manner consistent with ac-
cepted principles of tax equity. Discriminatory
or unequal tax burdens, in terms of other types
of production in the state or relative to those
imposed by other states, upon the resources in
question are indefensible in the first instance
and of dubious merit in the second. However,
state tax practice (including Colorado) with
respect to mineral and timber resources usually
reflects the other extreme of under-taxation.
The tax advantages which these resources enjoy
under the property and income taxes have al-
ready been noted. The analysis of interstate re-
lationships in the severance tax field will indi-
cate the general extent of favorable treatment in
this area.

Instability of Severance Tax Receipts. The
alleged instability of severance tax receipts and
the problems of financing local governments
which may be associated therewith is distinctly
a secondary aspect of the severance tax problem.
In the first place, the actual variations in sever-
ance tax yields are not as great as is often as-
sumed, and are confined to certain specific re-
sources usually of a minor character. Secondly,
unless the severance tax is in lieu of property
taxes no special problem of financing local gov-
ernments is involved. If an in lieu feature is
included and yields are variable, the problem
is not insoluble. Under these circumstances the
state has the responsibility of providing assist-
ance to the local units on a continuing basis
which is at least equivalent to the revenues that
would have been obtained from the property
tax. In the case of registered timber lands, for
example, several jurisdictions employing sev-
erance taxes have permitted the local units to
continue low level, uniform per-acre taxes, and
in one instance, the state matches this amount.
Thus, there are various possible approaches to
this problem.

Conclusions. The case for severance taxes on
mineral and timber resources is believed to be
sound subject to certain qualifying conditions.
It is dependent in part upon state policy,
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whether the tax is employed as a substitute for
the property tax or as an additional levy. In the
former case, it is quite evident that the sever-
ance tax is preferable to an inefficiently and in-
equitably administered property tax. From the
standpoint of conservation objectives it is also
believed to be superior to a scientifically applied
annual tax on the decreasing value of the re-
source.6 Moreover, it is generally recognized
that the severance tax is much easier to adminis-
ter than the property tax.

The severance tax may be appropriately

employed as an additional levy to compensate

for irregular or low level assessments under the

property tax. It is an effective measure for en-

suring that mineral and timber production make

a proportionate contribution to the cost of state
and/or local government provided that the bur-

den is properly correlated to that of the general

and special taxes on other types of interprise.
At the same time, it should not be employed as
a punitive device. In this connection it should

be recognized that the adoption of a severance

tax program does not relieve the state of the

responsibility for achieving a uniform state-

wide assessment of mineral and timber proper-
ties.

The questions of policy involved in the in-

stance of a particular branch of the mining in-

dustry which is temporarily or chronically de-

pressed are extremely complex. Certainly, the

introduction of a new tax or the raising of exist-

ing taxes under these circumstances would

appear to be ill-advised. Tax favors or other aids

by an individual state, however, may well be

ineffective in dealing with such problems.

History of Severance Taxes in Colorado

Colorado's experience with severance taxes

dates back to 1913, although the first levy of

major importance from a revenue standpoint

was the oil and gas tax adopted in 1953. How-

ever, severance taxation has been a continuing

issue of legislative concern for several decades.

The 1913 law imposed a low-rate tax on each

ton of coal mined in the State—the rate cur-

rently amounts to 7/10 cents per ton.7 The pur-

pose of this levy was to finance State regulatory

and inspection measures, and while it took the

form of a charge on production, it was not in-

'If related to yield, as in the case of the Minnesota and Michi-
gan taxes on iron ore, this advantage would not be operative.

'Colorado Revised Statutes, 1953, Ch. 92-11-1.

tended as a general revenue source. As a con-
sequence of declining production in Colorado's
coal-mining industry, receipts totalled only $22,-
787 in 1957.8

The second severance-type tax was adopted
in 1951, and is designed to finance state con-
servation activities in the oil and gas industries.
Producers or purchasers of oil and natural gas
are required to pay a tax of 2 mills per barrel on
oil and 2 mills per 50,000 cubic feet of gas.° Pay-
ments are earmarked for a special conservation
fund, and amounted to $116,295 in 1957.10 This
levy, also, is obviously of minor importance from
a revenue standpoint.

The 1953 law imposed a substantial severance
tax on oil and natural gas industries. It is applied
to the gross income from oil and gas produc-
tion." This legislation marked the culmination
of a long period of agitation for severance taxes.
Earlier efforts to adopt such a tax in the legisla-
ture had failed, and an initiated constitutional
amendment met a similar fate in 1952. The
specific features of the tax are discussed in the
following section of the chapter.

Several other minor taxes or charges are
imposed upon the mining industry, but they are
not severance taxes in the strict sense of the
term. They include: (1) a tax of 1/10 of 1 per-
cent on the assessed value of producing metal-
liferous mining properties;12 (2) an ore buyer's
license of $100 per year for the right to mill,
sample, concentrate, reduce or purchase for
sale;'3 (3) an annual license fee on producing
coal mines of from $10 to $50 depending upon the
level of output;14 and (4) a royalty charge of
15 cents per ton on mining companies extracting
coal from state-owned lands.'° None of these
taxes or licenses are significant revenue-wise.
The first tax, however, is most productive, col-
lections amounting to $33,404 in 1957.1°

In view of the recent adoption of the oil and
gas severance tax and its limited scope, it is
evident that Colorado is still in the pioneering
stage of severance taxation.

'State of Colorado, Division of Accounts and Control.

'Colorado Revised Statutes, 1953, Ch. 100-6-20.

',State of Colorado, Division of Accounts and Control.

"Session Laws of Colorado, 1953, p. 352, 1 and 2; and Colorado
Revised Statutes, 1953, Ch. 138-1-7.

"Colorado Revised Statutes, 1953, Ch. 92-34-1.

"Ibid., Ch. 92-29-1.

"Ibid., Ch. 92-11-1.

"Ibid., Ch. 112-3-40.

State of Colorado. Division of Accounts and Control.
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Severance Tax on Oil and Natural Gas
in Colorado

The Tax Base. The 1953 oil and gas severance
tax, as previously noted, is based upon gross in-
come and provides for significant credits and a
specific exemption. It applies to "that portion of
gross income of every person which is derived
from the production or extraction of crude oil,
natural gas, or both, from petroleum deposits
located within Colorado."" The statute makes
clear that "this means that entire amount rea-
lized from the sale or other disposition of all
crude oil and natural gas produced or extracted
during any taxable year from petroleum de-
posits located within the state."13 Royalty in-
come is expressly included within the severance
tax base and a 3 percent tax on such income is
Withheld either by the producer or first pur-
chaser.

Although the severance tax is based upon
gross income, it was originally intended to be
an additional tax with no deduction allowed in
determining state personal and corporate net
income tax liability. In fact, at the time the
severance tax law was passed, in 1953, the in-
come tax statute contained a specific provision
denying an income deduction for any tax levied
under the act. However, in the process of copy-
ing and revising State statutes in the Colorado
Revised Statutes, 1953, which became the offi-
cial law of the State, this clause was omitted.
The oil and gas tax paid, therefore, is now an
allowable deduction in computing net income
under both the personal and corporate taxes.
Considering the fact that the effective rate of
the oil and gas tax approaches 5 percent of gross
income for large companies, the deduction may
well result in no net income tax being paid by
such corporations. The effect in the case of in-
dividuals is likely to be less marked.

Property taxes, with certain exceptions, are
creditable against severance tax liabilities. The
exceptions are ad valorem taxes on equipment
and facilities used in drilling for, production of,
storage of and pipeline transportation of crude
Oil and natural gas. Thus, the oil and gas sever-
ance tax is for practical purposes in lieu of pro-
perty taxes upon the oil and gas deposits and
leasehold or royalty interests therein.

"Colorado Revised Statutes, 1953, Ch. 138-1-7.

The only specific exemption is that of royalty
payments to the United States government and
to the State of Colorado. The first is dictated
by national constitutional requirements and the
latter by policy considerations.

The gross income base of the oil and gas tax
reflects an attempt by the Legislature to avoid
the application of the constitutional provisions
allocating 85 percent of sales and other excise
tax receipts for welfare purposes. Although an
opinion of the Attorney General held that a
severance tax on oil and gas produced in Colo-
rado would not be an excise subject to such al-
location," the Legislature sought to ensure this
result by enacting the law under Article 10,
Section 17 of the Constitution pertaining to
classified income taxes. The Attorney General's
opinion also affirmed the validity of the latter
approach."

In spite of these precautions the constitution-
ality of the tax is presently in question. A test
case brought by the California Company in the
District Court was decided on February 15, 1958,
and upheld the validity of the tax.

The decision by Judge Edward J. Keating
denied the following company allegations: (1)
that the severance tax denies equal protection
under the law and is arbitrary and discrimina-
tory; (2) that the severance tax is not a proper
income tax and was improperly drawn; (3) that
the severance tax is an unreasonable burden on
interstate commerce; and (4) that the severance
tax cannot be collected because most of the
oil comes from federal lands located within the
State. The company's contention that the act
was unconstitutional because it was passed
March 27, 1953, but was made retroactive to
January 1, 1953, was also denied.

Following its loss in the District Court, the
California Company filed an appeal with the
Supreme Court of Colorado which had not been
decided as of December 5, 1958. If the Colorado
Supreme Court affirms the District Court deci-
sion, the California Company may appeal to the
United States Supreme Court. Thus, the final
decision on the constitutionality of the sever-
ance tax could be postponed for several years,
given the crowded docket of the U. S. Supreme
Court. In the meantime the severance tax is
being paid under protest.

Another issue concerning the base of the oil
and gas tax which arose in the legislature was

"Quoted in The Denver Post, February 9, 1953.
"Ibid.
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whether it should be a substitute for ad valorem
taxes levied by local units and the State on
natural resources. This question also involved
legal implications, and an opinion of the Attor-
ney General held that:

The ad valorem tax on leasehold rights and
royalty interests is a tax on real estate and is
subject to the uniformity provisions of the
Constitution, so that it cannot be replaced by
a severance tax or an income tax upon oil
and gas production.21

Consistent with this opinion the law does not
replace the ad valorem tax on property, but a
tax credit is given for property taxes on the
oil and gas deposits and rights therein.

Considering the extent and variety of its min-
eral resources and the practice of other states,
the scope of Colorado's tax is obviously very
limited. Colorado is the only state that employs
a gross income severance tax base for taxing
oil and gas production. (See Table 14.1.) How-
ever, this base is roughly comparable to the
gross or market value measure which is em-
ployed by over one-half of the taxing states.
Among the six states which include mineral and
other natural resource production under their
general sales taxes four also use gross income
as a measure.22 While the Colorado tax tech-
nically is not in lieu of property taxes, the credit
granted for property taxes on the mineral de-
posits in effect achieves this result. The credit
feature of the Colorado tax substantially re-
stricts yields, but it is at the expense of the State
rather than the local units. Thus, the credit ap-
proach is obviously preferable to the in lieu
provision in so far as local governments are con-
cerned.

Rates of the Severance Tax in
Other States. The rate schedule
income derived from oil and gas
Colorado is graduated as follows:

$25,000 or less

Over $25,000 to $100,000

Over $100,000 to $300,000

Over $300,000

Colorado and
on the gross
production in

2 percent

3 percent

4 percent

5 percent

Colorado is the only state using a progressive
rate structure. This feature obviously gives the
small independent operator a significant ad-
vantage, but the bulk of the production falls in
the higher or maximum rate categories.

Severance taxes on oil and gas production in
other states, as shown in Table 14.1, exhibit a
marked variation in rates. Those which are im-
posed upon gross or market value of the product
range from 2/5 mill per dollar in Wyoming to 6
percent in Mississippi. Among other states in

z'Ibid.
"Ohio Department of Taxation, Severance Taxation, op. cit.,

fable 2.

this region, Montana and Nebraska levy a 2 per-
cent tax; New Mexico 21/2 percent plus a 2 per-
cent gross income "occupational tax;" North
Dakota — 4% percent; Oklahoma —5 percent;
Texas-4.6 percent on oil and 7 percent on gas;
and Utah-1 percent. Considering the fact that
the taxes in the other states noted do not include
an in lieu feature, the rates of the Colorado tax
are certainly moderate. Wyoming's levy, it
should be noted, is primarily a conservation
measure, and is not intended to produce sub-
stantial revenue.

It is apparent that rate comparisons involving
the severance and related taxes on oil and gas
production do not present a complete picture of
relative tax burdens. The property tax and
other general taxes may be equally if not more
significant. Data on the application of these
taxes in other states, unfortunately, are not
readily available.

Oil and Gas Severance Tax Recipts. Receipts
from the Colorado severance tax on oil and gas,
as indicated in Table 14.2, amounted to $3,894,708
in the fiscal year 1957 or approximately 2.64 per-
cent of total State tax collections. Thus, the
severance tax ranks tenth in the complex of
taxes imposed by the state government.

Year

Table 14.2

Oil and Gas Severance Tax Receipts in
Colorado, 1954-1957

Severance
tax revenues

(net)

Severance taxes Severance taxes
as percent Per capita as percent
of total severance of personal

State taxes tax revenues income
1954 $2,544,287 2.31 $1.71 0.10
1955 3,524,893 2.82 2.28 0.13
1956 3,345,567 2.41 2.08 0.11
1957 3,894,708 2.64 2.33 0.12

Source: State of Colorado. Division of Accounts and Control, Annual
Reports; and U. S. Department of Commerce, Survey of Current
Business, August, 1957, and August, 1958.

Receipts from the severance tax increased 53
percent between 1954 and 1957. The over-all rise
in State tax collections during the same period
was 34 percent. The most significant increase
occurred in 1955 as a consequence of greater
petroleum production in the Denver-Julesburg
basin.

Administration of the Oil and Gas Tax. The
oil and gas tax as it applies to individual and
corporate income is administered as an integral

part of the state income tax structure. These
aspects of revenue administration are treated in
Chapters XII and XIII, repectively. As no
special enforcement effort is directed to the oil

and gas tax, the increase in administrative costs
occasioned by the levy is undoubtedly incon-
sequential.
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Comparative Significance of Severance Taxation
in Colorado and Other States

A comparative analysis of the fiscal signifi-
cance of severance taxes in Colorado and other
leading mineral producing states is obviously
essential as a basis of evaluating present as well
as future policies in this field. The value of
mineral production is the key factor in the
actual as well as potential productivity of the
severance tax. This element, therefore, is con-
sidered first, followed by an examination of
severance tax yields and severance tax receipts
as a percentage of the value of mineral produc-
tion. The importance of the severance tax in
terms of total state tax recipts is also indicated.

Estimated Value of Mineral Production. The
estimated value of mineral production in each
of the forty-eight states for 1956 is shown in
Table 14.3. It will be observed that Colorado
ranks in 17th place, nationally. According to the
United States Bureau of Mines, Mineral Year-
book, Colorado's position has declined from 15th
place in 1954. In this two-year period both
Arizona and Utah moved ahead of Colorado in
the value of mineral output. Although ranking
in 17th place nationally, the value of mineral
production in Colorado amounted to over $309
million in 1956. It will be noted that seven of the
top twenty-eight states with mineral produc-
tion valued in excess of $100 million do not
impose severance taxes. However, in the case
of West Virginia, which ranks in 5th place,
extractive industries are subject to heavy rates
under the general sales tax system.

Total Receipts from Severance Taxes. Among
the twenty-seven states which reported sever-
ance tax collections in 1956, Colorado ranked
eighth in the amount of revenues collected.23
This is in marked contrast to its position (22nd),
prior to the adoption of the oil and gas income
tax, and its present status (17th) in mineral
production. On the other hand, Colorado's re-
ceipts amounted to less than 1 percent of the
total severance tax collections of $360 million
for all states in 1956.

Severance Tax Receipts in Relation to Value
of Mineral Production. Severance tax collec-
tions as a percentage of mineral income are
clearly more indicative of the relative emphasis
Upon this form of taxation. Ten jurisdictions col-
lected taxes in excess of 1 percent of the value
of mineral production in 1956. In five of these

23As later data on the value of mineral production are not
available, tax collections for 1956 are employed for comparative
Purposes. Although Tennessee is listed as a severance tax state,
no revenue was reported.

states, Minnesota, Louisiana, Oklahoma, Mis-
sissippi and Texas, receipts exceeded 4 percent
of mineral income. The New Mexico and Colo-
rado collections were slightly over 1 percent. Of
the remaining states only Montana, Utah and
Oregon had collections amounting to more than
1/2 of 1 percent of the value of their mineral out-
put (timber in Oregon). Thus, significant appli-
cations of the severance tax to mineral produc-
tion as a whole are limited to thirteen states.

Table 14.3

Mineral Production and Severance Tax
Revenue, By States, 1956

Value of
mineral

production
State (thousands)

Severance
tax revenue
(thousands)

Severance
tax revenue
as percent
of value of
mineral

production

Severance
tax revenue
as percent
of total
state tax
revenue

Texas $4,197,640 $184,798 4.40 29.66
California 1,555,267 1,131 0.07 0.07
Louisiana 1,281,849 73,484 5.73 21.79
Pennsylvania 1,084,939
West Virginia 935,073
Oklahoma 757,116 32,118 4.24 11.29
Illinois 572,321
Minnesota 501,027 34,707 6.92 12.20
Kansas 493,815 343 0.07 0.21
New Mexico 488,603 7,139 1.46 8.00
Arizona 479,551
Kentucky 443,168 243 0.05 0.14
Michigan 394,536 667 0.17 0.09
Ohio 375,487
Utah 374,698 2,471 0.66 3.60
Wyoming 314,797
Colorado 309,505 3,406 1.10 2.36
New York 237,016
Montana 213,728 1,660 0.78 3.37
Virginia 208,806 199 0.10 0.09
Indiana 195,674 333 0.17 0.12
Alabama 189,186 931 0.49 0.42
Missouri 163,693 71 0.43 0.03
Florida 140,490 52 0.04 0.01
Tennessee 137,859 •
Arkansas 134,677 4,354 3.23 3.71
Mississippi 132,875 8,526 6.42 5.65
Nevada 126,235 104 0.08 0.36
Idaho 75,152 92 0.12 0.19
Nebraska 71,776 377 0.10 0.50
Georgia 67,912
Iowa 66,529
Wisconsin 65,907 156 0.24 0.21
New Jersey 64,279
Washington 61,619
North Dakota 53,555 1,806 3.37 3.57
South Dakota 41,797 684 1.64 1.41
Maryland 40,532
North Carolina 39,985
Oregon 34,001 798 0.63b 0.49
Massachusetts 25,085
Vermont 23,131
South Carolina 21,342
Maine 12,179
Connecticut 11,876

New Hampshire 3,436 9 0.26 0.30
Rhode Island 1,627
Delaware 1,232

• State has tax but no revenue reported. (See Table 14.1.)

b Percent of estimated value of timber production rather than mineral
production which is not taxed.

Source: U. S. Bureau of Mines, Mineral Industry Survey: Area Reports,
preliminary 1956 and 1957; U. S. Department of Commerce,
Survey of Current Business, August, 1957; Commerce Clearing
House, State Tax Guide, 1957; U. S. Bureau of Census, Com-
pendium of State Government Finances, 1956.
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Severance Tax Receipts in Relation to Total
State Tax Collections. The severance tax may
be considered as a major source of state revenue
in only four states—Texas, Louisiana, Minnesota
and Oklahoma. It is a significant minor source,
however, in seven other jurisdictions including
Colorado. Needless to say, its importance in the
tax system of a particular state is dictated pri-
marily by the state's general tax policies rather
than the scope and rates of its severance tax.

Relative Importance of Severance Taxes in
Eleven Western States. The relative role of
severance taxes in the eleven Western States
is summarized in Table 14.4. Two of these states,
Arizona and Washington, do not impose sever-
ance taxes and Wyoming's levy is nominal in
amount. Arizona and Washington, however, tax
extractive industries under their general sales
taxes. Colorado's severance tax receipts are
second only to New Mexico in the eight taxing
states. However, the Colorado tax ranks fourth
in terms of: ratio of severance tax collections to
total state tax receipts; the ratio of severance
tax collections to personal income payments;
and in relation to per capita receipts. In general,
therefore, Colorado's position is close to the
average for the eight states.

Table 14.4

Fiscal Significance of Severance Taxes, Eleven

Western States, 1956
(Rank order of states appears in parenthesis)

State
Colorado
Utah
Idaho
Montana
New Mexico
Nevada
Oregon
California
Arizona
Washington
Wyoming

Severance
tax revenue
(thousands)
$3,406(2)
2,471(3)

92(8)
1,660(4)
7,139(1)

104(7)
798(6)

1,131(5)

Severance tax Severance tax
revenue as revenue as
percent of percent of
total state personal
tax revenue income
2.36(4)
3.60(2)
0.19(7)
3.37(3)
8.00(1)
0.36(6)
0.49(5)
0.07(8)

0.11(4)
0.19(2)
0.01(7)
0.14(3)
0.59(1)
0.02(6)
0.02(5)

4(8)

Per capita
severance

tax
revenue
$2.11(4)
3.04(2)
.15(7)

2.60(3)
8.76(1)
.42(6)
.46(5)
.08(8)

• Less than .5 of 1 percent.

Source: U. S. Bureau of Census. Department of Commerce, Com-
pendium of State Government Finances in 1956; and Depart-
ment of Commerce. Survey of Current Business, August, 1957.

New Mexico's role as the leading Western sev-
erance-tax state is attributable primarily to
three factors: (1) its 10th place ranking in
mineral production; (2) the broad scope of its
severance tax;24 and (3) the substantial rates
imposed.25 It should be noted that the severance
tax in New Mexico is not in lieu of property
taxes, and that the sales tax also applies to
certain extractive industries.

24See Table 14.1.

Utah, which ranks second in the Western
State comparison in all respects except total
collections, is 15th in terms of total value of
mineral output (nationally); the severance tax
applies to metal ores, oil and natural gas; and
the rates of the tax are moderate as compared
to those of the leading states in the field of
severance taxation.26 Utah's tax is also an addi-
tional levy.

Montana's severance tax, which ranks fourth
among the Western States in total receipts and
third in other respects, is a broad-based levy
with varying rates. It is not in lieu of property
taxes. The value of mineral production is sub-
stantially lower than in Colorado.
While California ranks fifth in terms of sev-

erance tax collections in the Western State
group, the severance tax is designed to meet
only the cost of conservation measures. The
rates are re-determined annually and are nomi-
nal. Considering the fact that California is the
second ranking state, nationally, in mineral
production, the yield of slightly over $1 million
is obviously inconsequential.

Oregon's severance tax, which is limited to
timber, ranks sixth in total collections. The rate
is low, and there is a 25,000 board feet exemp-
tion. The tax is not in lieu of property taxes.
The other two Western States that levy sev-

erance taxes, Nevada and Idaho, derive little
revenue from this source. They rank 28th and
29th nationally in the value of mineral pro-
ductiori, and rates are relatively low.

Conclusions; Interstate Comparisons. The
varying role of the severance tax as a means
of obtaining revenue from natural resource
production is strikingly portrayed in the fore-
going analysis. The tax has achieved a sub-
stantial degree of acceptance in the leading
mineral-producing states, but even in the states
that use it the relative emphasis differs mark-
edly. This devergence in practice is evident in
the eleven Western States as well as nationally.
The fact that the tax is generally an additional
tax and that property tax assessment policies
and results vary widely from one state to an-
other is undoubtedly a partial explanation.
From a practical standpoint the strength of
industry opposition may also be a determining
factor in some jurisdictions.

Colorado's oil and gas tax would rank with
the leaders, except for the property tax credit.
The net effect appears to be a very moderate
over-all tax on these resources. Among the
states that impose severance taxes for revenue
purposes and have a significant variety and
amount of other mineral resources, the limited
scope of Colorado's tax is largely unique. Unless
there are compelling reasons for their exclusion,
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therefore, the taxation of other minerals appears
to be wholly logical and certainly consistent
with the practice in the neighboring states of
New Mexico and Utah.

Distribution of Severance Tax Burdens

The actual extent and distribution of the oil
and gas tax burdens, both for corporations and
individuals, obviously has an important bearing
upon the desirability of the tax and particular
features thereof. As the severance tax is as-
sociated with the state income tax, the study
of corporate and personal tax returns under-
taken in Chapters XII and XIII provides the
factual data for an analysis of severance tax
burdens.
The specific information concerning severance

tax liability for corporate and personal tax-
payers is presented in Tables 14.5 and 14.6, re-
spectively. Corporate tax liability is shown for
interstate and Colorado companies, both do-
mestic and foreign, by asset classifications. The
tax liability of individuals is depicted by broad
income categories and by taxable and non-tax-
able returns. The taxable returns include those
that showed a net tax liability after the ad
valorem credit, as contrasted to the non-taxable,
in which the property tax credit exceeded oil
and gas tax liability.

Number and Nature of Firms Reporting Tax
Liability. During the taxable year period cov-
ered by the basic income tax data, 135 corpora-
tions reported gross oil and gas tax liability. A
much smaller number, 95, actually paid a net

tax. The bulk of the companies reporting gross
tax liability (97) as well as those which paid
an oil and gas tax (67) were domiciled or had
their headquarters outside of Colorado. The
majority of these corporations operated on an
interstate basis, 80 and 53, respectively. The
predominance of the foreign and interstate com-
panies in the Colorado severance tax picture is
even more marked in the case of gross tax
liability and taxes paid.

Impact of Oil and Gas Tax on Corporations.
The 135 corporations reporting oil and gas in-
come, as indicated in Table 14.5, showed a gross
tax liability of approximately $5,900,000. Prop-
erty tax credits against the gross tax amounted
to about $2,836,000 or 48 percent. Thus, the ad
valorem tax credit provision reduced the poten-
tial severance tax yield by nearly one-half, and,
40 of the 135 reporting companies paid no tax.
The net tax liability reported amounted to ap-
proximately $3,214,000. While this total exceeds
the difference between the gross tax and the ad
valorem credit by nearly $150,000, the discrep-
ancy is probably attributable to cases in which
the credit was in excess of the gross tax liability
for particular companies.

Comparing the tax liability of foreign and
domestic concerns, the former accounted for
98.41 percent of gross taxes reported and 98.89
percent of net taxes. Interstate companies not
headquartered in Colorado reported 90.86 per-
cent of the gross tax, and 94.24 percent of the
net tax. It is evident, therefore, that the great

Table 14.5

Corporate Oil and Gas Income Tax Liability by Domicile and Asset Classification

Taxable Year (1957)a

Value of Assets
No.of
firms

 - Domestic• 
Total oil and Net oil and

gas tax Ad valorem credit gait tax liability.
Gross
oil and No.of
gas tax firms

  Foreign b  

Total oil and Net oil and
gas tax Ad valorem credit gas tax liability

No. of No. of
Amount firms Amount firms

A. Interstate Firms

No.of No. of
Amount firms Amount firms

Percent
of tax

Amount liability

Not classified 1 $ 6,000 1 $ 4,300 1 $ 1,700 4 S 5,900 2 S 3,800 3 $ 2,100 0.13
Under $100,000 0 - 0 0 - 1 300 1 200 0 -- 0.00

100,000-$ 500,000 2 2,500 1 200 2 2,300 3 7,300 3 6,500 2 800 0.10
500,000- 1,000,000 3 6,500 3 3,100 2 3,500 4 4,100 2 4,400 2 1,800 0.17

1,000,000- 5,000,000 4 400 2 400 2 200 15 171,500 13 71,700 11 100,200 3.30
5,000,000- 10,000,000 1 5,100 1 3,600 1 1,500 5 40,900 5 40,500 1 9,400 0.36
10,000,000- 50,000,000 3 23,400 3 19,600 3 3,800 21 367,000 16 220,300 13 149,400 5.04
50,000,000 and over 0 - 0 0 27 4,763,600 24 2,127,000 21 2,765,000 90.90

Totals 14 43,900 11 31,200 11 13,000 80 5,360,600 66 2,474,400 53 3,028,700 100.00

B. Colorado Corporations.
Not classified 2 200 0 . 2 200 6 120,010 6 72,200 4 49,600 28.94
Under $100,000 9 5,400 6 5,360 5 1,500 1 200 0 - 1 200 0.99
$ 100,000-$ 500,000

500,000- 1,000,000
10
3

19,800
24,600

7
2

10,400
13,100

7
3

9,500
11,500

1
0

10,800
-

1
0

7,800
-

1
0

3,000
__

7.26
6.68

1,000,000- 5.000,000 0 0 3 26,300 3 24,600 3 2,100 1.22
5,000,000- 10,000,000
10,000,000- 50,000,000
50,000,000 and over

0
0
0

-
-
-

0
o
o

- 1
1
4

100
1,500

286,700

0
1
4

-
1,400

195,300

1
1
3

100
100

94,300

0.06
0.06
54.79

Totals 24 50,000 15 28,800 17 22,700 17 445,700 15 301,300 14 149,400 100.00

• Interstate firms headquartered in Colorado.
b Interstate firms with headquarters outside Colorado.
o Corporations classified as wholly Colorado firms.

Source: Corporate tax returns covering approximately one corporate tax year (1957 and part of 1958 calendar year). See Chapter XIII.



362

bulk of the oil and gas tax burden on corpora-
tions is paid by absentee firms. The relative im-
portance of the property tax credit for the four
broad classes of firms varies significantly. The
interstate concerns headquartered in Colorado
receive the greatest benefit, the credit amount-
ing to 71 percent of their gross tax; Colorado
corporations not headquartered in Colorado are
second with about 68 percent; the Colorado
corporations headquartered in the State are
third with nearly 58 percent; and the foreign
interstate concerns last with 46 percent.

The data in Table 14.5 also indicate a marked
concentration of the corporate oil and gas tax
burden on interstate concerns with assets of
$50,000,000 or more. Of the 27 corporations in
this asset category, 21 accounted for nearly 91
percent of the net tax of the interstate organi-
zations, 6 of the 27 not being subject to a net tax.
The $10,000,000 to $50,000,000 asset group, which
included 24 companies, was responsible for 5
percent of the total tax of interstate firms, and
only 6 showed a net tax liability. Finally, the
$1,000,000 to $5,000,000 asset group, involving
19 companies, accounted for 3.3 percent of the
total tax for interstate companies and all others
less than 1 percent.

The concentration of tax liability on firms in
the larger asset classes is not nearly as marked
among those operating solely in Colorado. How-
ever, the data are less revealing in that 8 com-
panies, which were responsible for nearly 29
percent of the tax for the Colorado concerns,
could not be classified as to assets. Of the re-
maining 33 Colorado corporations, the $100,000
to $1,000,000 asset categories accounted for
nearly 14 percent of the total tax liability for
such companies, and the $50,000,000 and over
class nearly 55 percent.

The effective rate of the oil and gas tax in
relation to gross oil and gas income exceeds the
minimum tax rate of 2 percent only in the case
of foreign, interstate companies.27 It amounted
to 2.68 percent for this class. Colorado corpora-
tions headquartered in other states were sub-
ject to a 1.45 percent effective rate; Colorado
corporations headquartered in the State-1.32
percent; and interstate companies headquar-
tered in Colorado-0.94 percent. The markedly
higher effective rate for foreign, interstate com-
panies may be attributed primarily to the im-
pact of the progressive rates on the large income
concerns, and the fact that the property tax
credit is proportionally of lesser importance in
influencing net tax liability.

Impact of Oil and Gas Tax on Individual In-
comes. The results of the sampling procedure
employed in the analysis of individual income

=1Derived from basic data on corporate income tax liability in
Colorado.

tax returns (shown in Table 14.6) indicates that
there were approximately 4,222 persons report-
ing oil and gas tax income. Of this number some
2,986 returns showed net oil and gas tax liability,
and the property tax credit exceeded gross oil
and gas tax liability for some 1,236 individuals.
In other words, the ad valorem credit wiped
out any severance tax liability for about 30
percent of the individuals receiving oil and gas
income.

The total net tax liability of individual tax-
payers, as reflected by the taxable returns,
amounted to $214,611. Individuals, therefore,
were responsible for only 6.3 percent of the total
net severance tax liability. The gross tax lia-
bility for all personal returns both taxable and
non-taxable totalled $503,630, and ad valorem
credits amounted to $430,101 or over 85 percent
of the gross tax. Thus, the property tax credit,
in the case of individuals, eliminated the great
bulk of potential revenue from the oil and gas
tax. This substantial disparity in the effect of
credit as between individual and corporate tax
liability may be explained in large degree by
the individual ownership of oil and gas deposits
which are leased by the producing companies.

The distribution of the individual oil and
gas tax burden by selected income categories,
as shown in Table 14.6, reveals a broad spread
ranging from about 5 percent of the total tax
for the $8,000 to $10,000 income group to 38
percent for the $50,000 and over income class.
The $15,000 to $50,000 income category was re-
sponsible for nearly 27 percent of the total tax;
the $5,000 to $8,000 group-12 percent; the $0
to $5,000 class—nearly 10 percent; and the $10,-
000 to $15,000 group—about 8 percent. While
the proportion of the total tax load shown for
the $0 to $8,000 income classes is relatively
large, it should be remembered that the great
majority of individual taxpayers fall in this
income range.

It will be noted that there is a marked dif-
ference in the significance of the property tax
credit for different income classes in the case
of the taxable returns. The range is from a
credit of less than 2 percent of the gross tax
for the $5,000 to $8,000 income group to slightly
over 50 percent for the next income category
($8,000 to $10,000). This extreme divergence
logically must be explained by differences in
the nature of individual royalty rights, and,
consequently, the availability of the property
tax credit.

The effective rate of the oil and gas tax on
the gross oil and gas income of individuals
liable for payment of a tax was 1.65 percent."

2sDerived from basic data on individual income tax liability in
Colorado.
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Table 14.6

Individual Oil and Gas Income Tax Liability by Income Classes
Taxable and Non-taxable Colorado Individual Income Tax Returns

1957

Income categories

Taxable Returns Non-taxable Returns

Gross oil and
gas tax

Number of
taxpayers

Gross Oil and
gas tax

Ad valorem
credit

Net tax
liability

Percentage
distribution

of tax
Number of
returns

Ad valorem
credit

$ 0-5 4,999 1,800 $ 35,100 13,950 5 21,150 9.86 750 i 63,150 8155,400
5,000- 7,999 550 27,000 450 26,550 12.37 200 19,450 26,850
8,000- 9,999 220 21,300 10,680 10,620 4.95 80 10,860 15,680
10,000- 14,999 110 17,550 1,280 16,250 7.57 100 23,250 37,520
15,000- 49,999 248 93,304 35,512 57,784 26.92 88 25,556 41,144
50.000 and over 58 146,648 64,388 82,257 38.33 18 20.462 27,247

Totals 2,986 340,902 126,260 214,611 100.00 1,236 162,728 303,841

Source: Study of individual income tax returns based upon sampling procedure.

Although this is considerably lower than that
applicable to the gross oil and gas income of
foreign-interstate companies, it represents an
approximate average of the rates for the four
classes of corporations.

Potentialities of Severance Taxation
in Colorado

The future role of severance taxation in Colo-
rado should be governed primarily by consider-
ations of equity and the economic impact of
the tax on resource development and utilization.
Revenue potentials are important, but of sec-
ondary concern.

Desirability of Extending the Tax Base and
Other Policy Changes. The gross income base
and rate structure of the present oil and gas tax
appear to be well adapted to the purposes of this
form of taxation. The progressive feature of
the rate schedule provides a substantial in-
centive to new firms and the small operator.
The principal questions at issue are the desira-
bility of extending the tax to other types of
minerals and the removal of the property tax
credit which substantially reduces the burden
of the tax as well as the yield.
From the standpoint of equity, the broad ob-

jective of tax policy in this field, as previously
indicated, is to achieve equality of tax burdens
upon different types of mineral production and
as compared to other forms of productive ac-
tivity. Similarly, it is desirable to maintain a
reasonable relationship between the tax bur-
dens upon such resources in Colorado and in
neighboring states.
The recent report of the Legislative Council

Committee on Colorado Property Assessment
Methods indicates an extreme variation in the
assessment base for different types of mineral
Production as well as highly variable results in
the application of these rules. Three official
bases of assessment, as explained in Chapter
VII, are employed: (1) 871/2 percent of the value
of the gross product in the case of oil and gas

(See Chapter XII.)

properties; (2) 25 percent of the value of the
gross product or the total net income (which-
ever is greater) in the instance of other "pro-
ducing" mineral properties; and (3) a flat sum
per acre (highly variable) for "non-producing"
mineral holdings. The differential between oil
and gas and other producing mineral properties
is obviously extreme, and would be highly dis-
criminatory except for the credit for property
taxes allowed under the oil and gas severance
tax. The flat sum per acre basis of assessment
for various types of non-producing mineral
lands is also likely to be highly inequitable. As
the amount of the assessment is left to the dis-
cretion of the individual assessor this result is
virtually assured.

It should be emphasized that the gross or net
product bases of assessment bear no necessary
relationship to capital value. They clearly re-
sult in fractional assessment in relation to such
values, and in widely varying ratios. Further-
more, there is little doubt that most producing
and non-producing mineral properties are sub-
ject to a much lower ratio of assessment
(assessed value vs. capital value) than other
types of real estate and income-producing per-
sonalty.
Considering present practices in the assess-

ment of mineral properties, the property tax
credit for oil and gas producers under the sev-
erance tax, and the highly favorable treatment
of mineral production under the State net in-
come tax, it is obvious that Colorado is not
achieving equal tax burdens upon various types
of mineral production or as between mineral
resources and other forms of property. The pres-
ent oil and gas tax involves some additional
burden on these industries but falls short of the
broad equality objective, and other forms of
mineral production are generally under-taxed.

In terms of the practice of neighboring states,
the rates of the Colorado oil and gas tax are
much lower than the Texas, Oklahoma and New
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Mexico levies. Utah imposes a 1 percent tax and
Wyoming does not have a severance tax. More-
over, the four neighboring states taxing these
resources use the severance tax as an additional
levy. The property tax credit under Colorado's
oil and gas levy, as indicated in the burden ana-
lysis, reduces the over-all effective burden of the
severance tax by about 50 percent. Its effects
as between taxpayers are capricious, though
it does tend to have an equalizing influence on
over-all tax burdens (state income and property
taxes). If Colorado's policy is out of line with
that of the leading oil producing states in the
region, therefore, it involves a substantially
lower rather than higher burden situation.
In considering the equity of tax burdens on

mineral properties, it should also be emphasized
that taxes entering into the cost of production
are typically shifted to consumers in the form
of higher prices. The severance tax is no excep-
tion to this rule. Under normal conditions it
is shifted, and will involve some degree of re-
gressive effect upon low and medium as com-
pared to high income groups. As the bulk of
mineral production is consumed outside the
State this burden is widely diffused throughout
the entire economy. Needless to say, the sever-
ance tax burden which is shifted cannot at the
same time involve a direct burden upon the
industry. It should be recognized, however, that
special conditions may arise in a given line of
mineral production which make shifting im-
possible either in the short-run or long-run.
These conditions include a temporarily un-
favorable market and the case of a chronically-
depressed or declining industry. The former
type of situation is not restricted to natural
resource production, and should not influence
the formulation of long-range taxing policy.
The latter constitutes a special problem.
The effect of severance taxes upon resource

development and utilization will depend upon
the over-all impact of tax policy and the eco-
nomic status of the particular type of mineral
production involved. The first factor has been
thoroughly explored. Colorado's tax policy in
the general as well as severance tax areas is
very liberal. It involves substantial tax favors
to the industries in question, including oil and
gas production. In the light of the "administered
pricing policies" in these and certain other lines
of mineral production and existing tax practices,
a considerably heavier tax burden should not
prejudice development or production activities.
The potentially undesirable effects of tax

policy upon mineral development and produc-
tion are limited to chronically depressed or de-
clining areas of production. Marginal or sub-
marginal operations in a field of production
which is generally profitable as previously
noted do not merit preferential treatment. The
former situation, however, presents a difficult
policy problem.

Once the existence of such conditions in an
industry has been demonstrated and the causes
ascertained, there are two primary policy issues
to be resolved. First, is the industry of suf-
ficient importance in the state's economy to
justify assistance provided at the expense of
the general taxpayer, and will such action con-
tribute to a solution of the basic problem? Sec-
ond, assuming a positive answer to these ques-
tions, what is the most appropriate method or
methods of extending such assistance? Thus,
it is quite obvious that any reasonable approach
to the problem of such industries must be much
broader than the tax policy aspects.
At the present time, with certain exceptions,

the economic status of Colorado's mining in-
dustries is not definitely known. The specific
information concerning costs, profits and/or
deficits, and the relative position of Colorado
producers in the over-all production or supply
picture, are not available or have not been veri-
fied. Yet, these facts are essential to intelligent
policy formulation. Until these data are pro-
vided through a comprehensive investigation
by experts not associated with the interest
groups involved, state taxation probably should
be restricted to the areas in which the economic
status of production is known.
In the absence of such data, strong industry

claims of unprofitable operation certainly merit
attention. However, if 20 to 40 percent depletion
allowances are employed as a basis of calcu-
lating net income these claims obviously require
further scrutiny. If unprofitable operation on the
basis of actual depletion is established and if
output has been declining over an extended
period, the introduction of a severance tax as
an additional levy would appear to be ill-ad-
vised. A revision of current policy to provide
more equitable and consistent application of
existing taxes is also desirable. It should be
emphasized, however, that tax relief alone is
not likely to resolve the problems of depressed
industries. Certainly the minimal property tax
burdens on mineral production in Colorado can-
not be said to be a significant influence upon the
economic status of the industries involved. The
principle effort of the state government, there-
fore, should be directed to the underlying causes
of unprofitable operation in the particular area
of mineral production.

Conclusions

Policy Issues. In general, Colorado's present
tax policies are highly favorable to producing
mineral properties. They are subject to frac-
tional assessment in varying degree under the
property tax, and they receive very liberal de-
pletion allowances under the net income tax.
As compared to other forms of mineral produc-
tion, oil and gas are subject to an additional
burden. Thus, a discriminatory situation exists
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favoring other types of minerals. In relation to
the tax policies of most neighboring states, how-
ever, the severance tax on oil and gas is very
moderate. This effect is a direct result of the
property tax credit.

In conclusion, two changes in severance tax
policy are merited on grounds of equity, and
should not prejudice resource development or
utilization. First, the base of the present tax
should be extended to certain other lines of
mineral production. A selective approach in-
volving other major types of minerals, such as
molybdenum, vanadium and uranium is indi-
cated. Second, the property tax credit should be
eliminated. Finally, it is essential that the pres-
ent property assessment regulations as well as
practices be overhauled to ensure consistent and
equitable results.

Revenue Potential of a Broader - Based Tax.
The approximate effect of the changes indicated
upon tax receipts have been estimated using the
basic data provided by the burden analysis.
Elimination of the property tax credit would

have increased 1956 receipts by slightly more
than $3,000,000. Extension of the present oil and
gas tax rates, without a property tax credit, to
molybdenum, vanadium, and uranium would
have produced approximately $2,200,000.29 Thus,
the percentage of increase factors for the two
changes individually are 88 and 64.6 percent,
respectively. On an over-all basis, therefore,
they should increase current receipts by about
three times.

It should be noted that oil production in Colo-
rado and consequently receipts have declined
during the last year. While this situation is
temporary at least in part, the trend of produc-
tion in the immediate future will probably re-
main at a fairly constant level. Barring an un-
foreseen acceleration in shale oil development,
therefore, a substantial increase in yields is
dependent upon changes in the scope and base
of the present tax.

2 The combined value of the product in 1956 was estimated at
$57,980,000 and the calculated effective rate of the tax was 3.81
percent.





CHAPTER XV

INHERITANCE, ESTATE AND GIFT TAXES

The two principal types of death taxes em-
ployed in the United States are the inheritance
tax and the estate tax. At one time the term
"inheritance taxes" was somewhat synonymous
with "death taxes" but in more recent times it
refers to a tax levied on the beneficiaries of an
estate. An estate tax is a tax, the incidence of
which is on the estate and is paid before the
heirs receive their shares. It is generally agreed
that the estate tax is easier to administer and a
more lucrative revenue producer but that the
inheritance tax is more just if measured in
terms of ability-to-pay.1

Death taxes are usually considered to be
levied on the act of transferring property, not on
the property itself. Hence the tax is interpreted
to be an indirect tax and not subject to the
problems faced by a direct tax.2 In the past,
death taxes were often interpreted as property
taxes and therefore of a direct nature since
early state death taxes were confined to per-
sonal property and were justified on the basis
that such property had escaped taxation during
the lifetime of the owner.3

History and Description of
Death Taxes

Death taxes are one of the oldest forms of
taxation, having been used in ancient Egypt
and Greece.' The feudal system of the Middle
Ages was characterized by certain forms of
inheritance taxes and the more recent develop-
ment of the institution of private property has
resulted in the extensive use of inheritance
taxes throughout the world.° In modern times,
England stands out as the country in which
death taxes have been most fully developed.

'For a complete discussion of the historical distinction between
the estate tax and the inheritance tax see William J. Shultz, The
Taxation of Inheritance (Boston: Houghton Mifflin Company,
1926), Chapter 13.

2Commerce Clearing House, State Tax Guide: AU States (Chi-
cago, 1956) , p. 8911.

"Harold M. Groves, Financing Government (fourth edition; New
York: Henry Holt and Company, 1955), p. 221.

'William J. Shultz, "Inheritance Taxation," Encyclopaedia of
the Social Sciences, Volume 8, p. 43.

"That inheritance is a necessary institution of a capitalistic
society has frequently been questioned by various economists.
John Stuart Mill proposed a strict limitation of the amount an
individual could inherit and Jeremy Bentham advocated abolition
of the institution of inheritance except for direct heirs.

Prior to the First World War, the federal
government of the United States imposed vari-
ous death taxes which were temporary emer-
gency measures. In 1916, the estate tax was
permanently added to the federal tax system,
although it was considered temporary legisla-
tion at the time. The early tax carried rates
which ranged from 1 to 10 percent, while the
present rates range from 3 to 77 percent. In
1924 abandonment of death taxes by the federal
government was advocated on the grounds that
it would free this source of revenue for the
states.° Although the attempt proved unsuc-
cessful, a provision was written into the federal
law which allowed a credit up to 25 percent of
the federal estate tax for death taxes paid to
states. This 25 percent credit was increased to
80 percent in 1926, when federal rates were also
reduced. In recent years rates have been in-
creased but the 80 percent credit is applicable
only to the basic rates of 1926. Therefore, the
80 percent credit no longer represents the degree
of abandonment by the federal government of
the estate tax that it once did.

Although federal estate tax collections have
continually increased in recent years, the tax
has remained a stable source of revenue in terms
of relative fiscal importance. It can be seen
from Table 15.1 that federal inheritance tax
collections increased from $706 million in 1950
to $1,171 million in 1956.7

Even though a dozen states attempted to levy
an inheritance tax in the nineteenth century,8
the only state which enjoyed substantial success
was New York, where a proportional inheri-
tance tax was levied in 1895. In 1903 Wisconsin
levied a progressive inheritance tax which was
later to become a model for other state death-
tax systems. During this period, several states

"It has been argued that the state has the ultimate title to land
and other property and is therefore in a better position to levy
inheritance taxes. However, if the federal government were to
abandon death taxes, competition between the states might result
in death tax rates being driven to a minimum. Other arguments
for federal retention of the estate tax are that inheritances are
very difficult to localize or attribute to one state and that multiple
taxation frequently occurs in state death-tax systems.

'Prior to the Second World War, the federal estate tax was of
more fiscal significance than since 1950, often accounting for as
high as 5 percent of total federal revenues, as in 1940.

'Pennsylvania imposed the first state inheritance tax in 1826
although some forms of probate duties existed in earlier periods.
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attempted to attract wealthy individuals by
imposing little or no inheritance tax. Florida,
for example, passed a constitutional amendment
forbidding the imposition of an inheritance tax.
With the adoption of the federal credit in 1924,
a major impetus was given to the adoption of
inheritance taxes by the states because the tax-
payers would pay the same amount of taxes but
a substantial part of it would now be paid to the
state rather than to the federal government.
Accordingly, all the states, with the exception of
Nevada, have adopted some type of death tax
in order to take advantage of the federal credit.
Although some states impose a tax equal to the
federal credit only, the more common method
is to impose an inheritance tax supplemented
by an estate tax. The latter usually is applicable
only if the inheritance tax fails to equal the
federal credit. Hence, the estate tax is usually
supplementary and designed only to insure full
absorption of the federal credit. This technique
has been adopted in 32 states, Colorado included.

Table 15.1

Federal and State Death and Gift Tax Revenues
1950-1956

(Dollar totals in millions)

  Federal     All States  
Death
taxes as Death

percent of taxes as
total a percent
budget Inheri- of total

Year Estate Gift Total receipts tance Gift Total taxes
1950 $ 657.4 $ 48.8 $ 706.2 1.9 $167.9 $2.7 $170.6 2.1
1951 638.5 91.2 729.7 1.5 190.2 5.4 195.6 2.2
1952 750.6 82.6 833.2 1.4 207.2 3.8 211.0 2.1
1953 784.6 106.7 891.3 1.4 217.6 4.4 222.0 2.1
1954 863.3 71.8 935.1 1.5 242.7 4.4 247.1 2.2
1955 848.5 87.8 936.3 1.6 243.7 5.3 249.0 2.1
1956 1,053.9 117.4 1,171.3 1.8 304.6 5.8 310.4 2.3

Source: Adapted from Analysis Staff, Tax Division, Treasury Depart-,
ment, "Federal and State Inheritance and Estate Taxes,"
September, 1957.

State death taxes are one of the most firmly
established state revenue sources, as evidenced
by the fact that the 47 states have retained this
tax for over 25 years."

A major problem associated with the inherit-
ance or estate tax is the inter vivos gift (between
living persons) which is made prior to death and
in anticipation of the death tax. To avoid in-
heritance or estate tax revenue losses due to this
subterfuge, twelve states, Colorado included,
have adopted a gift tax. In many of the 12 states,
gift tax rates are the same as the inheritance tax
rates. The purpose of the gift tax is not to yield

L. Laszlo Ecker-Racz, "State Taxes After the 1956-1957 Legis-
lative Sessions," National Tax Journal, December, 1957, p. 296.

revenue, but rather to act as an administrative
supplement to state death-tax systems:1° Never-
theless, a large number of states, presumably
motivated by the small gift tax revenue in other
states, have failed to enact a gift tax. The in-
heritance or estate tax revenue loss due to this
failure is impossible to estimate, but it could
be substantia1.11

Total state inheritance tax collections have
continually increased in recent years, and as can
be seen from Table 15.1 they exceeded $310 mil-
lion in 1956. However, as a percent of total
taxes, inheritance taxes have remained fairly
constant in recent years, providing slightly more
than 2 percent of the total taxes collected in all
states.

Rationale of Death Taxes

Most of the arguments supporting inheritance
taxes view these taxes as a means of achieving
a desirable qualification of the institution of
private property in the same manner that var-
ious laws qualify the use of private property. It
has been argued, however, that inheritance
taxes can be used as a vehicle for abolishing in-
heritance, an institution which it is held is not
only unnecessary in a capitalistic society, but
is socially undesirable. Confiscatory inheritance
taxes could also be justified as a partial
means of eliminating private property although
". . the socialist school of writers has generally
ignored the inheritance tax, viewing it merely
as an undesirable palliative of the evils they are
attacking.'"2

The arguments which are offered in support of
inheritance taxes with something less than con-
fiscatory rates are numerous and are presented
from various points of view.

One legalistic argument is that inheritance is
not a right but rather a privilege granted to the
people by the state. Were there no heirs to the
estate, the property would pass to the state, on
grounds that the state holds ultimate title to
all land and other property. Hence, a tax levied
on the transfer of property is a payment for the
privilege of being able to inherit property. An-
other legalistic argument is that the estate could
not have been amassed had not the state pro-
vided the environment for such accumulation.

',Total state gift tax collections have averaged only about 2 per-
cent of total state death tax collections in recent years. See U. S.
Bureau of the Census, Compendium of State Government Finances,
Annual Reports.

”Per capita death burdens do not appear to be lower in non-gift
tax states than in states which impose a gift tax. However, a
per capita comparison is of questionable value as an indicator of
the extent of avoidance through the use of inter vivos gifts because
of the different state tax rates, and the differing number and
extent of wealthy persons in the states.

I=Shultz, "Inheritance Taxation," op. cit., p. 45.
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The point is made that the state not only pro-
vided the opportunity, but in addition protected
the property once it had been accumulated.
Hence, the state is viewed as a partial contri-
butor to the estate and, therefore, as a co-owner
is entitled to share in the benefits of the estate.
The state's share is simply taken at a convenient
time, that is, when the estate is being divided
and distributed at the death of the ostensible
owner. Presumably, the rates of the tax would
correspond to the degree to which the state has
been responsible for the accumulation of the
estate. Logically it would seem that 100 percent
rates could be justified on the basis that man
could not exist without the state. This argument
lacks force if one views the state as a product of
man rather than man as a product of the state.

From an egalitarian viewpoint, inheritance
taxes are supported on the grounds that they
tend to reduce the inequality of income distribu-
tion. The burden of the tax is on the wealthy
while the benefits of the tax are enjoyed,
through the state, by all. Implicit in this argu-
ment is the belief that society would benefit if
incomes were more equally distributed, a point
generally agreed upon although the degree of
equality desired has not been defined.

Few taxes have received support from both
liberal and conservative points of view as has
the inheritance tax. In addition to the equalitar-
ian argument mentioned above, the taxes are
also supported from an individalistic view-
point.13 It is held, for example, that unqualified
inheritance creates a concentration of wealth
that places the average individual at a disad-
vantage although he may be more competent.
It is argued that an environment should be
created in which individuals may excel to the
full extent of their ability. Part of this environ-
ment is equality of opportunity. A sense of "fair
play" dictates that individuals begin from the
same "starting line."

One of the more frequently offered justifica-
tions for the taxation of inheritance is that it
conforms closely to the widely accepted prin-
ciple of ability-to-pay. It is held that little sacri-
fice is involved in inheritance taxation because
the decedent, of course, incurs no sacrifice and
the beneficiary incurs no sacrifice because the
inheritance is in the nature of a "windfall." This
justification of the inheritance tax has been sub-
ject to criticism on the grounds that ability-to-
pay may or may not be present when an estate
is transferred. If a dead person can incur no
sacrifice it is equally true that he has no ability-
to-pay. If it is the ability-to-pay of the benefici-

'No less of an individualist than Andrew Carnegie supported
the taxation of gratuitous bequests.

ary that is being singled out, there is doubt that
inheritance necessarily indicates ability-to-pay
because the financial position of the beneficiary
prior to the inheritance is not taken into account.
Most inheritance taxes are graduated according
to the size of the inheritance and not according
to the financial well-being of the inheritor." The
ability-to-pay principle seems to be more ap-
propriate for justifying the progressivity of in-
heritance taxes than for the levying of the in-
heritance tax itself.

In addition to the above justifications of the
inheritance tax, it is also argued that these taxes
have little economic impact upon the beneficiary
because the inheritance is an "economic surplus"
or unearned income. In addition, it appears that
the tax is easy to administer, reaches property
which, due to evasion or avoidance, has pre-
viously escaped taxation, and is a tax which
is relatively difficult to shift.

An argument frequently made against inher-
itance taxes is that they adversely affect the
capital or potential capital of a country in sev-
eral ways. First, it is argued that individuals
will not accumulate savings if they are not al-
lowed complete freedom in their disposition.
At one time the desire to bequeth assets to one's
children may have been a strong incentive in
the accumulation of capital, but it is doubtful
if this is significant today. If the freedom of dis-
posing of one's assets at death acts as an in-
centive it is only one of many incentives.'5 It
might equally be argued that in some cases the
inheritance tax results in greater savings be-
cause more savings are necessary to pay the tax
as well as leave an estate of some size.

Another way in which inheritance taxes are
alleged to decrease the capital of the country is
that capital goods must be sold to meet the bur-
den of the tax. In some cases the sale of capital
goods may be necessitated by the inheritance
tax but it is fallacious to argue that this de-
creases the capital of the country because what
one individual sells another buys and society
therefore incurs no net gain or loss. Closely re-
lated to the preceding argument is the more
valid contention that inheritance taxes tend to
accelerate the business concentration movement
partly because of uncertainty of burden at the

"Inheritance taxes graduated according to the financial position
of the recipient have been advocated and were actually attempted
in Germany and Italy in the early 20th century. The attempts
proved unsuccessful due to administrative difficulties.

'Even if one assumes that inheritance taxes result in decreased
savings, it should be pointed out that decreased savings need not
result in decreased capital; on the contrary it may result in just
the opposite. The act of saving and the act of investing, i.e.,
purchasing capital goods are separate and usually done by different
groups of people with different motivations. If inheritance taxes
decrease savings, adherents of Hansen's stagnation thesis, which
in its simplest form states that savings forthcoming at full em-
ployment are excessive for maintenance of full employment, would
consider decreased savings an advantage of inheritance taxes.
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individual's death.19 Another factor is the fear
that the estate will be in an illiquid position
thereby necessitating forced sale of securities
held by the estate and the probably ensuing
loss, as well as the possible jeopardy to the con-
cern in which the securities are held. Uncer-
tainty of burden is contrary to established prin-
ciples of taxation, but when it is responsible for
accelerating a possible concentration movement,
the undesirability is compounded. This indict-
ment seems to have considerable merit, but
applies more to the administration of the tax
than to the nature of the tax itself. For example,
much of the uncertainty of the burden is due
to the valuation of closely held securities, and
administrative improvement is possible in this
area.

Another argument offered against inheritance
taxes is that they fall on upper income groups
which are most responsible for capital accumu-
lation, and therefore the tax tends to decrease
the potential capital of the country. This argu-
ment makes the fallacious assumption that sav-
ings and investment are synonomous, as well as
ignoring the fact that the tax collections may be
used by the government to purchase capital
goods such as roads, dams, and so forth.

A possible effect of inheritance taxes is that
they may be self-defeating. If steeply graduated
inheritance taxes are added to a tax system
which relies heavily on progressive income
taxes, the effect would probably be to decrease
the size of inheritances, thereby decreasing the
tax base and tax revenues. However, it would
appear that rates would need to be considerably
higher than they now are. Also, one of the major
reasons offered for levying an inheritance tax
is to avoid undue concentrations of wealth. If
this objective were fully achieved, there would
be little revenue forthcoming from the tax.

A final argument against inheritance taxes is
that they adversely affect gifts for educational
and charitable purposes. It is argued that the
continuation of private philanthropy rests on
large estates and that diminuation of these
estates will diminish the useful services per-
formed by private philanthropic organizations.17
Although inheritance taxes might have this
effect in the long run, the short-run effect is
probably to encourage contributions to private
philanthropic organizations because they are

For a complete discussion of this argument, see Harold M.
Somers, "Estate Taxes and Business Mergers," Journal of Finance,
8:201-10, May, 1958; and, J. Keith Butters, Lawrence E. Thompson,
and Lynn L. Bollinger, Effects of Taxation: Investments by Indi-
viduals (Boston: Harvard University, 1953) Pp. 34, 171.

170ne could question the implicit assumption that philanthropic
organizations perform more useful services than could have been
performed had the money accrued to the government in the form
of taxes and been spent for similar purposes.

exempt from the tax. Hence, the government is
subsidizing philanthropic organizations through
the inheritance tax exemption as well as the
more commonly thought of income tax deduc-
tions.ls In the long run, it appears that charitable
organizations could be adversely affected by in-
heritance taxes, although rates would probably
need to be somewhat higher than they presently
are. If society deems it desirable to attempt to
diminish concentrations of wealth through in-
heritance taxes, it should recognize that such
action may adversely affect private philan-
thropy to some extent. The cost of this possi-
bility must be weighed against the advantages
of possible diminished concentrations of wealth.

Death Taxes in Colorado

Colorado first imposed an inheritance tax in
1901.19 The original legislation has been
amended from time to time notably in 1927
when the tax rates were increased to take ad-
vantage of the federal credit introduced in 1924
and amended in 1926. The proceeds from a ad-
ditional tax of 10 percent, imposed in 1933, ac-
crued to the pension fund of the counties but
have since been made payable to the Old Age
Pension Fund. In 1937 the gift tax was intro-
duced which in conjunction with the inherit-
ance tax presently constitutes the death tax
system of the State.

State revenues from death taxes have in-
creased generally over the past three decades.
Throughout the 1930's they fluctuated around $1
million annually and in the 1940's they ranged
between $1 million and $2 million.20 A sharp
raise is noted thereafter, particularly between
1954 and 1957 when revenues almost doubled, or
from $2,475,000 to $4,544,000. Despite these in-
creased revenues the ratio of death tax collec-
tions to total state tax revenues has not changed
significantly. As noted in Table 15.2 this ratio
has averaged between 2 and 3 percent since
1950.

As a part of total death tax revenues, the gift
tax has since 1950 varied from 17 percent in
1954 to 2 percent in 1952. Inasmuch, however, as
the gift tax is basically intended to prevent
the avoidance of the inheritance tax a ratio
of this amount is by no means insignificant.
Thus, in 1954 the tax yielded over $400,000 and
nearly $300,000 in both 1956 and 1957 — or
amounts which otherwise might have been lost
had there been no gift tax.

"Groves, op. cit., pp. 225-26.
"Colorado Legislative Council, Colorado Tax Structure, Re

search Publication No. 9-1, 1954, p. 1.
20Earl C. Crockett, Colorado's Tax Structure (Boulder: Univer-

sity of Colorado Press, 1950), p. 41.
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Table 15.2

Death Tax Revenues in Colorado
1946-1957

Year
Inheritance
(thousands)

Gift
(thousands)

Total inheri-
tance and gift
tax revenues
(thousands)

Inheritance
and gift tax
revenues as

percent of total
tax revenues

1946 $2,293 $177 $2,470 5.04
1947 1,381 78 1,459 2.49
1948 1,931 128 2,059 2.80
1949 1,716 76 1,792 2.20
1950 1,695 55 1,750 2.04
1951 2,048 195 2,243 2.33
1952 2,385 102 2,487 2.45
1953 2,860 110 2,970 2.74
1954 2,056 419 2,475 2.25
1955 2,941 207 3,148 2.51
1956 3,703 299 4,002 2.88
1957 4,262 282 4,544 3.08

Source: State of Colorado, Division of
Reports, 1946-1957.

Accounts and Control, Annual

Inheritance Tax. Colorado's inheritance tax
is quite similar to the inheritance taxes adopted
in other states. Certain deductions and exemp-
tions are allowed and the rates are graduated
not only according to the value received but also
according to the relationship of the inheritor to
the deceased.
The present inheritance tax statute calls for

a tax on the transfer of property by will, in-
testacy, or by gift in contemplation of death.
Within the meaning of the law, every person is
presumed to have died a resident of Colorado,
if he has lived in the State during and for the
greater part of any 12 consecutive months of the
24 months preceding his death.
The tax is imposed on all the property trans-

ferred by the decedent, in trust or otherwise,
With deductions and exemptions allowed as dis-
cussed below. The tax applies to all transfers of
Property, whether real or personal, tangible or
intangible, and wherever situated or located.
The transfer of real property and tangible busi-
ness property by a non-resident is subject to tax
only if such property is located within the State.
If intangibles are involved, the transfer is taxed
if the intangibles have acquired an actual or a
business situs in the State.
The statute further provides that the tax shall

be based on the fair market value of the prop-
erty, such value being established by appraisal
at the date of death. Life insurance proceeds of
less than $75,000 are exempted from the tax.
Certain other property is exempt from the

tax. The pertinent provisions of the statute are
that all transfers to or for the use of the United
States, any state or political subdivision thereof,
any public institution, corporation or association
formed for charitable, benevolent, educational,
or religious purposes, are exempt.

Various deductions are permitted in arriving
at the fair value of the property to which a
transfer is related. The deductions are limited
to the following:

1. Debts of the transferor which are lawful
claims against his estate.

2. Taxes:
a. On real and personal property within

the State and which were a lien and
and unpaid at the date of death.

b. Income taxes on the transferor's in-
come up to the date of death.

3. Funeral expenses and any amount up to
$500 to be spent for a memorial or monu-
ment.

4. Executor and administrator fees or com-
missions.

5. Administrative expense, including reason-
able attorney fees, but not including
clerical expenses.

6. Certain miscellaneous items.

It should be noted that Colorado does not
allow deduction of the Federal estate tax before
computing the state inheritance tax liability al-
though twenty-five other states do allow this
deduction. 21

Table 15.3 shows the present rate structure
of Colorado's inheritance tax. It will be observed
that beneficiaries are classified by nearness of
relationship to the decedent, Class A applying
to very near relatives and Class D to unrelated
persons. These classes are subject to different
exemptions and rates. It will be noted also that
a wife is given a $20,000 exemption while dis-
tant relatives or unrelated persons have no
exemption unless the transfer is less then $500
in which case there is no tax. Rates range from
2 to 8 percent for Class A beneficiaries, and from
7 to 16 percent for unrelated persons, depending
upon the value of the bequest.

Gift Tax. The gift tax in Colorado is very
similar to the inheritance tax. Gift recipients are
classified according to their relationship to the
grantor and are subject to a graduated tax, the
rates being the same as those for the inheritance
tax.

The tax is imposed on all transfers of prop-
erty, whether the gift is direct or indirect and
whether the property is real or personal, tan-
gible or intangible. All transfers of property
within the States are taxed whether made by
residents or non-residents. Gifts made to gov-
ernmental jurisdictions or institutions organized
for charitable, educational, or religious pur-
poses are exempt.

Exemptions are identical to those of the in-
heritance tax except that Class C and D recip-

11.T. S. Treasury Department, Overlapping Taxes in the United
States (Washington, D. C., 1954).
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Beneficiary

Class A

Wife, $20,000
father, mother, husband,
child, legally adopted
child or lineal legitimate
descendant 10,000

Exemptions

Class B

Daugher-in-law, son-in-
law, grandparent, brother,
sister, mutually acknow-
ledged child, step-child 2,000

Class C
Aunt, uncle, niece or
nephew, or any lineal
descendant of the same Ob

Class D

All other persons and
corporations Ob

Table 15.3

Inheritance Tax Ratesa in Colorado, 1957
(Rates in percent)

Amount of inheritance after exemption (in thousands)

Up to $2.5- $5- $10- $15- $20- $25- $30- $40- $50- $75- $100- $150- $200- $250- Above
$2.5 5 10 15 20 25 30 40 50 75 100 150 200 250 500 $500

2 2 2 2 2 2 2 2 2 4 5 7 73 73 73 8

2 2 2 2 2 2 2 2 2 4 5 7 7% 7% 7% 8

3 3 3 5 5 7 7 7 7 8 8 9 9 10 10 10

4 5 6 7 8 9 9 10 11 12 12 12 12 12 13 14

7 8 9 10 12 12 14 14 14 14 14 14 14 14 141r 16

• An additional tax of 10 percent of the inheritance tax is imposed.

b Transfer entirely exempt if less than $500.

Source: Colorado Revised Statutes 1953, pp. 77-78.

ients are allowed a $500 exemption. In addition
to these lifetime exemptions, Class A recipients
are allowed to annually exclude the first $2,500
received; Class B recipients, the first $1,500
received; and Class C and D recipients, the first
$1,000.

Administration. Both the inheritance tax
and gift tax are administered by the office of
the Attorney General. Collection of the tax,
however, is vested with the Revenue Depart-
ment. In the United States today, only three
states lodge this area of jurisdiction with the
department of law. The greater number of states
place the administration of the statute in the tax
department or in a revenue department.22

The number of estates handled by the In-
heritance Tax Division in the past few years has
remained fairly stable between 8,000 and 9,000.
Approximately two-thirds are waiver estates
and about one-third are in the form of assess-
ments. Currently, the number of gift tax returns
is averaging approximately 500 per year and a
little more than one-half of these are taxable.23

Administrative costs incurred by the Inherit-
ance Tax Division have continually increased in
recent years, nearly doubling between 1950 and
1957 or an increase from $50,833 to $95,379
(Table 15.4). However, tax collections tended to
increase more rapidly than costs during the
period so that the ratio of costs to collections

22 State Tax Guide: All States, op. cit.
.sRecords of the Colorado Inheritance Tax Division.

actually declined from 2.9 percent in 1950 to 2.1
percent in 1957.

Table 15.4

Administrative Costs: Inheritance Tax Division
State of Colorado, 1950-1957

Fiscal year Total cost
Inheritance and
gift tax revenues

Costs as a per-
cent of revenues

1950 $50,833 $1,750,000 2.9
1951 52,455 2,243,000 2.3
1952 60,672 2,487,000 2.4
1953 68,123 2,970,000 2.3
1954 74,791 2,475,000 3.2
1955 82,692 3,148,000 2.6
1956 86,865 4,002,000 2.2
1957 95,379 4,544,000 2.1

Source: State of Colorado, Division of Accounts and Control, Annual
Reports; and Reports of Inheritance Tax Division.

Interstate Comparison of

Death Taxes

As noted in Table 15.5 thirty-seven states levy
an inheritance tax and, with the exception of
Oregon, these states also have a differential
estate tax. The latter is designed to fully absorb
the federal credit and is applied only when the
federal credit exceeds the state inheritance tax.
Of the remaining 11 states, 7 impose an estate
tax based on the 1926 federal levy, 3 impose an
independent estate tax, and one state, Nevada,
does not have a death tax in any form.

Of the 37 states which impose an inheritance
tax, only 11 states, including Colorado, have a
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gift tax.24 The 26 states which fail to employ a
gift tax in conjunction with their inheritance
tax undoubtedly experience some avoidance
through inter vivos gifts. How much revenue is
lost on this account is, of course, impossible to
estimate.

Table 15.5

Types of Death and Gift Taxes
By States, 1958

Inheri-
State tance tax

Alabama
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada •
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Estate tax
based on

federal levy Independent Differential Gift
(1926) estate tax estate tax tax

Totals 37 7 5 37 12

• No death taxes.

Source: Reports of U. S. Treasury Department, Analysis Staff, Tax
Department.

Although the federal credit has had the effect
of preserving the death tax as a source of state
revenue, some states continue to use the tax

"It can be seen from the table that 12 states in total employ a
gift tax. Oklahoma levies no inheritance tax but employs a gifttax in conjunction with an estate tax.

as a competitive device to attract or retain
wealthy persons. States such as Florida and
Arizona continue to follow their traditional pat-
tern by imposing a state tax equal only to the
federal credit. Nevada, as noted above, imposes
no death tax at all. As long as some states con-
tinue to impose minimum death taxes, the at-
tempt to raise substantial revenues by this
means by other states could result in losses of
some wealthy citizens. Although some indivi-
duals might relocate because of favorable death
tax differentials, numerous other factors would
play a significant part in the establishment of a
residence. A desirable climate, for example,
could often be more important than the struc-
ture of the death taxes within a state. In addi-
tion, it is the difference in the various state
death taxes and not the total amounts that
would be important as a location factor. These
differences would be small in many cases, since
a large portion of the death tax liability which
an individual incurs is paid to the federal gov-
ernment and cannot be escaped by moving from
one state to another.

Total death and gift tax revenues vary sub-
stantially between the states. As noted in Table
15.6 per capita collections in 1956 ranged from
a high of $14.86 in Delaware to a low of $.14
in Arkansas.25 Colorado's per capita collections
were $2.44 which exceeded the 47-state per
capita average of $1.75. In rank order, as noted
in Table 15.6, Colorado is ninth, that is, 8 states
impose a higher per capita death tax burden
while 38 impose lower death tax burdens.
A substantial difference in per capita death

tax burdens among the states is due not only to
a difference in death tax structures, but also to
wide variations in the wealth of states. There-
fore, if death tax collections are taken as a ratio
of a state's personal income, it is somewhat more
meaningful than reducing death taxes to a per
capita basis.26 Only in Delaware do death taxes
exceed 1/2 of 1 percent of personal income, and
in many states, they are less than 1/10 of 1 per-
cent of personal income. The average for all
states is 0.09 percent. Colorado's rate of 0.13 per-
cent is somewhat above the average for the 47
states.

Death taxes as a source of revenue play a
minor role in most states, although in Con-
necticut, Delaware, New Jersey, and Pennsyl-
vania, these taxes accounted for over 5 per-
cent of total state revenues in 1036. The aver-
age for the 47 states, however, was only 2.1
perrent Colorado's 2.7 percent again places the
State above the national average.

2,Comparison of per capita death tax burdens should be used
with caution because death taxes are paid by a relatively small
proportion of the population.

This method still fails to account for differences in the wealth
distribution within the states.
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Table 15.6

Death and Gift Tax Revenues Compared With
Total Tax Revenues and Personal Income

47 States, 1956
(Rank order of states appears in parenthesis)

Ratio of
death and Ratio of

Revenue gift tax death and
from death Per capita revenues to gift tax
and gift death and personal revenues to
taxes gift tax income total taxes

State (thousands) revenues (percent) (percent)
Alabama • $ 547 $ .17(45) 0.01 0.25
Arizona • 192 .18(44) 0.01 0.19
Arkansas' 256 .14(47) 0.01 0.22
Calif orniab 36,452 2.71(14) 0.11 2.38
Colorado b. a 3,936 2.44( 9) 0.13 2.73
Connecticut 11,150 5.00( 2) 0.19 5.42
Delaware 5,974 14.86( 1) 0.52 12.36
Florida • 3,483 .92(27) 0.05 1.04
Georgia • 886 .24(43) 0.02 0.30
Idaho 347 .56(38) 0.04 0.73
Illinois 19,976 2.12( 7) 0.09 3.12
Indiana 4,741 1.07(18) 0.06 1.70
Iowa 4,759 1.77(25) 0.11 2.07
Kansas 1,728 .82(33) 0.05 1.08
Kentucky 3,254 1.08(19) 0.08 1.90
Louisianab 2,705 .90(29) 0.06 0.80
Maine 2,232 2.45(10) 0.15 3.36
Maryland 4,156 1.48(20) 0.07 1.66
Massachusetts 17,165 3.57( 4) 0.16 4.43
Michigan 8,524 .53(39) 0.11 1.12
Minnesotab 4,864 1.50(21) 0.09 1.71
Mississippi • 627 .30(41) 0.03 0.42
Missouri 3,621 .85(31) 0.05 1.41
Montana 1,366 2.14( 8) 0.11 2.77
Nebraska 225 .16(46) 0.01 0.30
New Hampshire 1,388 2.48(12) 0.14 4.51
New Jersey 15,009 2.78(15) 0.11 5.81
New Mexico 1,427 1.75(24) 0.12 1.60
New York • 53,694 3.32( 3) 0.14 3.96
North Carolinab 3,963 .69(37) 0.09 1.12
North Dakota' 202 .31(40) 0.02 0.40
Ohio 4,902 .25(42) 0.05 0.77
Oklahoma ., b 3,988 1.78(26) 0.11 1.74
Oregon b 2,860 1.66(23) 0.09 1.77
Pennsylvania 42,644 3.89( 5) 0.19 6.07
Rhode Island b 2,115 2.55(13) 0.13 3.49
South Carolina 2,483 1.06(17) 0.09 1.39
South Dakota 623 .90(28) 0.07 1.29
Tennessee b 3,496 1.01(16) 0.08 1.40
Texas 8,092 .91(30) 0.05 1.30
Utah • 618 .76(34) 0.05 0.90
Vermont 615 1.66(22) 0.10 1.92
Virginiab 2,585 .71(35) 0.04 1.14
Washingtonb 5,340 2.00( 6) 0.10 1.58
West Virginia 1,626 .82(32) 0.06 1.13
Wisconsin b 9,284 2.47(11) 0.13 2.82
Wyoming 226 .70(36) 0.04 0.68

Average - 1.75 0.09 2.13

• Employs an estate tax only.
o These states supplement their inheritance tax with a gift tax.
• Differs slightly from data in Table 15.1 due to different source.

Source: U. S. Department of Commerce, Office of Business Economics,
Survey of Current Business, August 1957, p. 11; and, U. S.
Department of Commerce, Bureau of the Census, Compendium
of State Government Finances, 1956, p. 11.

Inheritance Tax Exemptions and Rates. Death
tax exemptions and rates are virtually impos-
sible to compare because of the great variation
between states. Exemptions are established by
the classification of heirs and these classes fre-
quently differ widely. Rate structures are diffi-
cult to compare because of varying rates of
progressivity. This difficulty is compounded by
the two-way progressivity of death taxes, that
is, graduation by relationship to the deceased
as well as the amount of inheritance received.
One method which gives Some indication of the
difference in exemptions and rates is to select
common heirs and examine the exemptions and
rates which would be applicable. Table 15.7
shows the exemptions which apply to 5 selected
groups of heirs and the range of rates which
apply to 4 groups. In addition, the progressivity

of the rates is indicated by showing the size of
the first bracket and the level at which the top
rate applies for a spouse.

In reference to the exemptions which are
allowed a widow, it will be noted that the most
frequently allowed exemption is $10,000 (found
in 14 states). Colorado by allowing an exemp-
tion of $20,000 is considerably more liberal than
the average. Only 8 of the 37 states allow a
higher exemption, or impose no tax at all, while
25 states allow a lower exemption for a widow.

The most frequent exemption for a minor
child is $10,000 which is allowed in 14 states in-
cluding Colorado. Only 8 states allow a higher
exemption or impose no tax at all, while 16
states offer a lower exemption for a minor child.

The most frequent exemption for an adult
child is $5,000 allowed by 11 states. Nearly as
common is the $10,000 exemption found in 10
states including Colorado. This exemption for an
adult child is exceeded in only 8 states while
19 states permit a smaller exemption.

The most frequently occuring exemptions for
a brother or sister are $500 and $1,000 each found
in 9 states. Colorado's exemption of $2,000 is
exceeded in only 9 states, while 25 states allow a
lower exemption or no exemption at all.
Exemptions for non-relatives are not allowed

in thirteen states. Colorado, Missouri and New
Jersey follow the unusual practice of not allow-
ing an exemption if the beneficiary's share is
over $500. If, however, the share is under this
amount, it is exempt. Though this procedure is
designed to simplify administration, some in-
equity results on this account in the case of gifts
around $500.
All things considered, Colorado appears to be

more generous than most states in regard to
exemptions. Yet, as was mentioned earlier, her
death tax burden appears to be greater than that
of many other states. Paradoxically also is the
fact that Colorado allows exemptions to be
taken before the rates are applied, while 19
states deduct exemptions from the first bracket.
Hence, an exemption in Colorado is applicable
to the top bracket whereas the exemption 15
deducted from the first bracket in the other
states. The latter method results in a substan-
tially smaller loss of revenue.
A close comparison of death tax rates among

the states is difficult to make because of differ-
ences which exist in rates of progression, exemp-
tions allowed, evaluation practices, deductibility
features, and other provisions of the laws. How-
ever, it would appear that Colorado's rate struc-
ture is not substantially out of line with struc-
tures in other states although it seems somewhat
higher. Since Colorado allows generous exemp-
tions, and yet has a fairly high death tax bur-
den, the discrepancy must be explained largely
by Colorado's somewhat higher-than-average
rate structure.
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Table 15.7

State Inheritance Tax Exemptions and
Rates for Selected Categories of Heirs

July 1, 1957

Exemptions

Adult

Rates (percent)

Adult Brother

In case of spouse
Level at

Size of let which topMinor Brother
Other
than

Spouse
or minor

Other
than

States Widow child child or sister relative child child or sister relative bracket rate applies

California b, ° $24,000 $12,000 $ 5,000 $ 2,000 $ 50 2-10 2-10 5-15 7-16 $25,000 $ 500,000
CO1Oraclod 20,000 10,000 10,000 2,000 500. 2- 8 2- 8 3-10 7-16 50,000 500,000
Connecticutb, 50,000 10,000 10,000 3,000 500 2- 8 2- 8 3- 9 8-14 25,000 1,000,000
Delaware b 20,000 3,000 3,000 1,000 0 1- 4 1- 4 2- 5 5- 8 50,000 200,000
Idaho. 10,000 10,000 4,000 1,000 0 2-15 2-15 4-20 8-30 25,000 500,000
Illinois 20,000 20,000 20,000 10,000 100 2-14 2-14 2-14 10-30 20,000 500,000
Indianab 15,000 5,000 2,000 500 100 1-10 1-10 5-15 7-20 25,000 1,500,000
Iowa 40,000 15,000 15,000 0 0 1- 8 1- 8 5-10 10-15 10,000 300,000
Kansas 75,000 15,000 15,000 5,000 200 .5- 5 1- 5 3-12.5 5-15 25,000 500,000
Kentucky 10,000 10,000 5,000 1,000 500 2-10 2-10 4-16 6-16 20,000 500,000
Louisianab,* 5,000 5,000 5,000 1,000 500 2- 3 2- 3 5- 7 5-10 5,000 • 20,000
Maine 10,000 10,000 10,000 500 500 2- 6 2- 6 8-12 10-16 50,000 230,000
Maryland. 150 150 150 150 150 1 1 7.5 7.5 Entire share Entire share
Massachusetts.,• 10,000 10,000 10,000 1,000 1,000 1- 9 1- 9 4-15 6-15 10,000 1,000,000
Michigan h 30,000 5,000 5,000 5,000 0 2- 8 2- 8 2- 8 10-15 50,000 750,000
Minnesotab 10,000 10,000 5,000 1,000 100 1-12 1-12 3-36 5-60 15,000 1,100,000
Missourib 20,000 5,000 5,000 500 100. 1- 6 1 -6 3-18 5-30 20,000 400,000
Montanab 17,500 2,000 2,000 500 0 2- 8 2- 8 4-16 8-32 25,000 100,000
Nebraskab 10,000 10,000 10,000 10,000 500 1 1 1 6-18 Entire share Entire share
New Hampshire No tax No tax No tax 0 0 No tax No tax 8.5 8.5 No tax Entire share
New JerseYb 5,000 5,000 5,000 500. 500. 1-16 1-16 5-16 8-16 50,000 3,700,000
New Mexico., f 10,000 10,000 10,000 10,000 500 1 1 5 5 Entire share Entire share
North Carolina 10,000 5,000 2,000 0 0 1-12 1-12 4-16 8-17 10,000 3,000,000
Ohiob 5,000 5,000 3,500 500 0 1- 4 1- 4 5- 8 7-10 25,000 200,000
Oregon No tax No tax No tax 1,000 500 No tax No tax 1-20 4-25 No tax No tax
Pennsylvania 750 o 0 0 0 2 2 15 15 Entire share Entire share
Rhode Island b, 10,000 10,000 10,000 5,000 1,000 1- 7 1- 7 2- 8 5-11 25,000 1,000,000
South Carolina 10,000 7,500 5,000 500 200 1- 6 1- 6 2- 7 4-14 20,000 300,000
South Dakota 10,000 10,000 10,000 500 100 1- 4 1- 4 3-12 5-20 15,000 100,000
Tennessee 10,000 10,000 10,000 1,000 1,000 1- 7 1- 7 5-15 5-15 25,000 500,000
Texas b, ° 25.000 25,000 25,000 10,000 500 1- 6 1- 6 3-10 5-20 50,000 1,000,000
Vermontb 15,000 15,000 15,000 0 0 2- 6 2- 6 12 12 25,000 250,000
Virginia 5,000 5,000 5,000 2,000 1,000 1- 5 1- 5 2-10 5-15 50,000 1,000,000
Washingtoub,0 10,000 5,000 5,000 1,000 0 1-10 1-10 3-20 10-25 25,000 500,000
West Virginiab 15,000 5,000 5,000 0 0 3-13 3-13 4-18 10-30 50,000 1,000,000
Wisconsinb,I 15,000 2,000 2,000 500 100 2-10 2-10 2-10 8-40 25,000 500,000
WYorning 10,000 10,000 10,000 10,000 0 2 2 2 6 Entire share Entire share
• With the exception of Oregon, South Dakota and West Virginia, all states impose an estate tax in addition to the inheritance tax in order to assure

full absorption of the 80 percent federal credit.
b Exemptions are deductible from 1st bracket.
• Half of the community property passing to surviving spouse is not taxable.
• Additional taxes, equal to 10 percent of the inheritance tax, are also imposed.
• No exemption is allowed if beneficiary's share exceeds the amount shown in the exemption column.
f The exemption shown is the total exemption for all beneficiaries falling into the particular class and is shared by them proportionately.
• Additional taxes, equal to 23 percent of the inheritance tax, are also imposed.
b Transfers of real property are taxed at %the( of the indicated tax rates.
These rates are subject to the limitation that the total tax may not exceed 15 percent of the beneficiaries share. An additional tax equal to 30 percent
of the inheritance tax is also imposed.

Source: Reports of the Treasury Department, Analysis Staff, Tax Division.

Gift Tax Rates and Revenues. Colorado and
eleven other states impose a gift tax. With the
exception of Oklahoma, where no inheritance
tax is employed, the gift tax is used as a supple-
ment to the inheritance tax. Gift taxes are
usually graduated according to nearness of re-
lationship and the size of the gifts. Exemptions
are allowed various classes of recipients. In ad-
dition to these lifetime exemptions allowed in
many states, there are also certain annual ex-
clusions. Some states, as well as the federal
government, have set gift tax rates at 75 per-
cent of the inheritance tax rates.27 The gift tax
in Colorado is levied at the same rates as the in-
heritance tax.

2'Report of the Governor's Minnesota Tax Study (Minneapolis,
1956) P. 356'

Although it is difficult to compare gift tax
rates and exemptions, an effort has been made
in Table 15.8 to show exemptions and rates ap-
plicable to selected heirs. As will be noted, Colo-
rado does not appear to be unreasonably out of
line with other states although there is some
evidence that rates are slightly above the aver-
age. Table 15.8 also shows the annual exclusion
allowed by the states. Colorado's exclusion of
$2,500 does not differ markedly from the
average.

Gift tax revenues on a per capita basis vary
widely. It will be seen in Table 15.9 that col-
lections in 1956 ranged from a high of $.25 in
Wisconsin to a low of $.05 in Louisiana. Colo-
rado's revenue of $.18 was exceeded by collec-
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Table 15.8

State Gift Tax Rates Exemptions
Selected Categories of Donees, 1957

State

exemption
Adult
child

Rates (percent)
Annual
exclusionWife

Lifetime
Minor
child

Brother
or sister Other

Spouse or
minor child

Adult Brother
child or sister Other

California $24,000 $12,000 $ 5,000 $ 2,000 $ 50 2-10 2-10 5-15 7-16 $4,000
Colorado 20,000 10,000 10,000 2,000 500 2- 8 2- 8 3-10 7-16 2,500 Spouse-child

1,500 Brother-sister
1,000 Other

Louisiana 30,000 30,000 30,000 30,000 30,000 2- 3 2- 3 5- 7 5-10 5,000 Spouse-child
1,000 Brother-sister
500 Other

Minnesota 10,000 10,000 5,000 1,000 None .75- 9 .75- 9 2.25-27 3.75-45 3,000
North Carolina 25,000 25,000 25,000 None None 1-12 1-12 4-16 8-17 1,000
Oklahoma None None None None None 1-10 1-10 1-10 1-10 3,000
Oregon 10,000 10,000 10,000 10,000 10,000 1.5-12 1.5-12 1.5-12 1.5-12 5,000 Spouse-child

1,000 Other
Rhode Island 25,000 25,000 25,000 25,000 25,000 1-7 1-7 1-7 1- 7 4,000
Tennessee None None None None None 1- 7 1- 7 5-15 5-15 10,000 Spouse-child

5,000 Other
Virginia 5,000 5,000 5,000 2,000 1,000 1- 5 1- 5 2-10 5-15
Washington 10,000 10,000 10,000 1,000 None .9- 9 .9- 9 2.7-18 9-22.5 3,000
Wisconsin 15,000 2,000 2,000 500 None 2-10 2-10 2-10 8-40 1,000

Source: Commerce Clearing House, State Tax Guide, All States.

Table 15.9

Gift Tax Revenues: Total Per Capita Average
Rates, Total State Taxes in Twelve States

1956

State

Gift tax
revenues

(thousands)
Per-capita

Amount Rank

Ratio of Gift Tax to
Total Taxes

Percent Rank

California $2,163 $.16 4 0.14 6
Colorado 299 .18 3 0.21 4
Louisiana 143 .05 12 0.04 12
Minnesota 466 .14 5 0.16 5
North Carolina 415 .07 7 0.12 7
Oklahoma 506 .23 2 0.22 3
Oregon 100 .06 9 0.62 1
Rhode Island 51 .06 8 0.08 9
Tennessee 202 .06 10 0.08 10
Virginia 204 .06 11 0.09 8
Washington 283 .11 6 0.08 11
Wisconsin 943 .25 1 0.29 2

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1955, p. 11; and U. S. Department of Commerce,
Office of Business Economics, Survey of Current Business,
August, 1957, p. 11.

tions in only two states, Oklahoma, and Wis-
consin. It will also be noted that Colorado's ratio
of death taxes to total taxes places it fourth
highest among the 12 gift-tax states.

Summary. Colorado appears to have a some-
what higher death tax burden than the national
average as measured by per capita revenues, the
ratio of death taxes to personal income, and the
ratio of death taxes to total revenues.

The relatively liberal exemptions and the de-
ductibility feature allowed by Colorado are off-
set by its somewhat higher-than-average rate
structure. These rates however, are not far out
of line with other states so that downward revi-
sion is not indicated at this time.



CHAPTER XVI

PARI-MUTUEL TAX

The tax on pari-mutuel racing is a source of
revenue in twenty-four states of which seven
are located in the West. Of this total number
also, four states-Michigan, New Mexico, Colo-
rado and Nevada-have introduced pari-mutuel
since World War II.
In most of these states the tax is a relatively

minor source of state government revenue, the
notable exceptions being Florida, New Hamp-
shire, New Jersey and Rhode Island. In 1957 col-
lections amounted to approximately $225 mil-
lion or approximately 2.6 percent of aggregate
tax revenues of the states employing this tax
(Table 16.1)
Although revenues from pari-mutuel are rela-

tively small on the whole, the tax as such has
been the subject of heated argument in all states
where it has been introduced or where its adop-
tion has been under consideration. This has been
due to the nature of the tax which calls for the
legalization of betting on racing (horses and/or
dogs), an action which in the eyes of many
People is contrary to public policy.
The support of legalized betting on races has

come from those who see in pari-mutuel an op-
portunity to secure much needed additional rev-
enue for the state treasury. This, perhaps, has
been the most telling argument advanced in its
favor as far as the general public is concerned.
Secondly, and where applicable, the point has
been made that pari-mutuel will attract tourists
thus helping business as well as government by
enlarging other tax bases, notably the sales tax.
Thirdly, and without arguing that gambling is
not an evil, it is contended that people have an
innate propensity to play games of chance
(which any minister of the gospel would argue
applies to all forms of evil). This being so, the
st.ate may as well recognize the "facts of life" by
diverting in part, some fools' money to con-
structive purposes (in this case the "commis-
sion" exacted by government for controlling the
activity within bounds) which otherwise would
go to unscrupulous bookmakers. There is the
added thought that for the loser at the race
tracks there is some consolation in the fact that
at least a part of his losses "went for a good
cause."

'IL S. Department of Commerce, Compendium of State Govern-?tient Finances in 1957.

Opponents of pari-mutuel base their case on
both economic and moral grounds. The separa-
tion is difficult to make since one is essentially
a part of the other. The economic argument is
premised on tax theory as well as business
economics. The tax, per se, has been described
as being basically unfair since its incidence is
on only a small part of the population having
certain tastes. In answer to this the obser-
vation can, of course, be made that the tax
burden is "self inflicted" which could be avoided
by not betting. A more potent economic argu-
ment is that it hits the little fellow who cannot
afford to lose. Since the person of small means
has presumably as much "propensity to play
games of chance" as those of larger means-
besides there are many more of the former than
the latter-the deleterious effect of his losing is
felt in a decline in neighborhood grocery sales
and collections and an opposite trend in public
welfare needs.

Table 16.1

State Revenue from Pari-Mutuel, by States
1957

State

East Coast

Revenue from
pari-mutuel

Total Per
(thousands) capita

Total
state
taxes

(thousands)

Revenue from
pari-mutuel
as percent
of total
state
taxes

Delaware $ 1,980 $4.52 $ 44,698 4.43
Florida 24,366 5.94 375,661 6.49
Maine 836 0.89 70,565 1.18
Maryland 9,452 3.26 250,637 3.77
Massachusetts 11,513 2.37 413,595 2.78
New Hampshire 2,812 4.92 33,265 8.45
New Jersey 23,578 4.19 280,729 8.40
New York 71,168 4.48 1,440,454 4.94
Rhode Island 7,119 8.26 62,563 11.38
West Virginia 2,412 1.22 155,134 1.55

Central and South
Arkansas 1,256 0.71 125,260 1.00
Illinois 16,425 1.70 690,765 2.38
Kentucky 1,810 0.59 201,160 0.90
Louisiana 2,734 0.89 372,927 0.73
Ohio 7,317 0.79 676,731 1.08

North Central
Michigan 7,494 0.96 771,482 0.97
South Dakota 303 0.43 42,659 0.71

West
Arizona 1,506 1.32 107,029 1.41
California 26,733 1.92 1,637,187 1.63
Colorado 2,120 1.27 153,255 1.38
Nevada N.A. N.A. - N.A.
Oregon 880 0.50 193,985 0.45
New Mexico 65 0.09 97,114 0.07
Washington 997 0.37 354,922 0.28

Total, all states 224,876 2.36 8,551,777 2.63

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1957; and U. S. Department of Commerce, Survey
of Current Business, August, 1957.
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Morally, the argument advanced against pari-
mutuel is absolute. Gambling, it is held, and in
any form whatsoever, undermines both eco-
nomic and moral values. Here the moral and
economic considerations merge into a general
indictment that a system based on betting weak-
ens productive incentive with ensuing break-
down of economic effort and moral stamina.

Whatever the position taken in any pro and
con discussion, as outlined, it needs to be recog-
nized that pari-mutuel can, on a number of
grounds, be sharply distinguished as a system
of betting from such seemingly related games
of chance as the slot machine and associated
games most frequently identified with Las
Vegas, Nevada. This stems largely from the fact
that pari-mutuel is essentially a system of bet-
ting "among ourselves" in which "rigging" can
be held to a minimum.

Development and Nature of
Pari-Mutuel Wagering

Until the advent of pari-mutuel, wagers on
racing were made either directly between per-
sons or with bookmakers. The latter, generally
outlawed in this country, is best described as a
separate contract between the player and the
layer of odds in which they agree on the amount
wagered, the odds and the conditions of the
wagers. Abuses under this system, in which the
integrity of the bookmaker was generally sub-
ject to question, led to quick acceptance of "pari-
mutuel"—invented in 1873 by a Frenchman,
Pierre Oiler, a chemist and perfumer. Pari-
mutuel proved so popular that the French Gov-
ernment gave it legal sanction in 1887.

The word "pari-mutuel" is from the French
pan, meaning "wager," and mutuel meaning
"with reciprocal interests," or in common. The
broad meaning of the term is to wager in
common or to wager "among ourselves"—in
contrast to wagering with a bookmaker or be-
tween individuals. In essence the process is
essentially one of "pooling bets" cooperatively
and distributing the pool to the winners in
a manner decided upon by rule.

Pari-mutuel as adopted by states in this
country varies little in principle from practices
followed abroad. The distinctive feature of the
American system is the use of three pools (one
to "win," one to "place" and one to "show")
rather than two as elsewhere. An added feature
used now universally is the so-called "totalizer."
This is a mechanical device corresponding to a
huge cash register which records and computes
all transactions quickly and accurately. A racing
fan sufficiently grounded in mathematics and
knowing the percentages which prevail locally
can figure any wager within a matter of minutes
and compare it with the official payoff. Such a
convenience has ensured a public check on the

honesty of the payoffs and has instilled confi-
dence in the racing operations not otherwise
possible. It is generally agreed that pari-mutuel
wagering in the United States which had its
greatest growth in the 1940's and the 1950's came
partly in response to the popularity of the pari-
mutuel as a system but more particularly after
a "totalizer" became required equipment at race
tracks throughout the country.
The manner by which pari-mutuel operates

in most states both in terms of organization and
in the handling of bets has been succinctly
described in a recent study as follows:

Under the Pari-Mutuel System of betting,
the racing associations operate the system
under regulations. The patrons purchase the
tickets at windows at varying amounts, the
basic tickets costing two dollars. Tickets may
be bought for a horse to "win," "place" (place
second or to "show" (place third), and any
number of tickets may be purchased on any
number of horses in a race to finish in all or
any of the three successful positions. All of
the money bet on horses to "win," less deduc-
tions for the state and racing associations, is
prorated among the per§ons holding tickets
on the winning horse, and all the money for
second or "place" and third or "show" are
similarly divided among those holding
tickets on horses which finish second or third.
When a patron purchases a ticket, the seller

presses a button which automatically releases
the ticket. The same impulse records, on an
electrically operated machine known as a
"Totalizer," the amount of the bet, the num-
ber of the horse selected, and whether the
ticket is for "win," "place" or "show." The
totalizer adds the money bet on each horse
in a race in the three separate pools and ac-
cumulates the totals for each pool. All such
statistics, and the odds for the different horses
in the winning pool, are projected on a larger
indicator in the infield in view of the public.2

Pari-Mutuel in Colorado

The voters of Colorado, in the November, 1948,
election, passing on a referendum initiated by
the 1947 General Assembly, legalized pari-
mutuel wagering on races in the State and ap-
proved a pari-mutuel tax.

The law as presently constituted provides for
an administrative body of three commissioners
who serve without compensation except for
necessary travel expense. Statutory provisions
definitely prescribe stringent qualifications of
applicants for licenses, or for their renewal, to
conduct racing meets. Regulations also spell
out in detail the conditions governing facilities
used in serving the public and other matters
such as the timing and duration of meets, and
the licensing of personnel and participants in
races. Following general state practice betting

=Legislative Research Council, Report on Agricultural Fairs and
Pari-Mutuel Racing in Massachusetts (Legislative Research Bureau,
Boston, Mass., March 12, 1958), pp. 11-12.



379

by minors is prohibited as is wagering other
than by the pari-mutuel method.
For the privilege of conducting racing meets

in Colorado a licensee (generally referred to as
an "association" or "club") pays to the State
5 percent of the gross receipts of all pari-mutuel
wagering (known also as "pari-mutuel sales" or
"handles") with the association taking another
10 percent as permitted by law. Thus 85 percent
of total wagers are returned to the winners.
Breakage set at 10 cents was originally re-

tained by the State but since 1954 proceeds from
this source have reverted to the racing associ-
ations. (Breakage represents the odd-cents sur-
plus resulting from paying winnings in even
multiples of 10 cents or 5 cents as the case may
be.) For example, if a winning pool, divided
among winners at track odds, equaled $6.38, pay-
ment to each winner would be reduced, on a 10
cent break, to $6.30, leaving a breakage of 8
cents.

The diversion of breakage to the associations
came as a result of State Supreme Court deci-
sion which ruled that the law was unclear on the
question of breakage and hence the State could
not claim it. Since annual breakage after 1954
has averaged over $300,000 this decision caused
a corresponding loss to the General Fund to
which all pari-mutuel revenue is dedicated.

Originally also, the referendum approved by
the electorate included a provision which called
for a 1 percent income tax on all winnings. How-
ever, subsequent statutory revisions removed
this feature. On the basis of current betting
volumes income from such a tax would have
amounted to over $300,000 annually.

Racing Associations. There are currently
eight licensed tracks in Colorado, their names
and total handle in 1957 being reported as fol-
lows by the Colorado Racing Commission in its
annual report.

Pari-Mutuel
Name "Handle" in 1957

Brush Racing Association, Brush $ 194,212
Centennial Turf Club, Littleton 9,983,519
Rocky Mountain Quarter Racing

Association, Littleton 2,056,004
Cloverleaf Kennel Club, Loveland 5,774,791
Colorado Sports Racing

Association, Grand Junction 767,252
Mile High Kennel Club, Derby 15,856,363
Pueblo Kennel Association, Inc.,
Pueblo 2,549,490

Rocky Mountain Kennel Club, Inc. 4,655,809

Aggregatively, as shown in Table 16.2, income
of the race track licensees (or 10 percent of
handle and breakage) has increased from a total
of slightly over $1 million in 1949 to approxi-
mately $4.5 million in 1957. It will be observed
also that, on the average, approximately 8 per-
cent of total annual income after 1954 has been
accounted for by receipts from breakage.

Table 16.2

Income of Racing Associations in Colorado
Calendar Years, 1949-1957

Year

1949

10 percent
commission
on wagers

(thousands)

$1,106

Breakage
(thousands)

$ 0

Total
income

(thousands)

$1,106

Percent change
of income from
preceding year

—
1950 2,219 o 2,219 100.63
1951 2,614 o 2,114 —4.73
1952 3,188 o 3,188 50.80
1953 3,268 0 3,268 2.51
1954 3,430 331 3,761 15.03
1955 3,792 337 4,129 9.78
1956 4,209 348 4,557 10.36
1957 4,184 332 4,516 —1.00

Source: State of Colorado, Colorado Racing Commission, Ninth Annual
Report.

Pari-Mutuel Wagering—General Trends. Fac-
tors affecting the dollar volume of betting or
"handle" at the races and hence, state revenues
derived therefrom, are essentially three,
namely: (1) length of racing season, (2) attend-
ance, and (3) average size of bets. As will be
seen from Table 16.3, the length of the racing
season in Colorado advanced from a total of 180
days in 1949 to 366 days in 1957. Similarly
annual attendance, which started out at around
one-half million persons in 1949, moved rapidly
upward thereafter reaching a high of 1.3 million
persons in 1956.
Increased attendance is, in turn, reflected in

the aggregate amount of annual wagers which
has steadily advanced in size since 1949 reach-
ing a high of $42 million in 1956. Parallelling this
advance and, in part, accounting for it has been
an equally steady rise in the amount of average-
bets-per-person-in-attendance, or an increase
from $18.57 in 1949 to $33.41 in 1957—the latter
year marking the highest figure on record to
date.

Although these factors in combination reflect
a generally enlarged interest in racing it is well
to note that the pattern marked is not uniform-
ally consistent when data for individual years
are considered. A review of year-to-year at-
tendance changes shown in the second column
of Table 16.3 indicates that business conditions
exercise a fairly strong influence on attendance.
Thus, in the recession years of 1953 and 1957
the number of persons going to the races de-
creased sharply from the preceding year. As a
result, and despite an actual increase in the
average size of bets in both years, the aggregate
volume of wagers declined, or at the rate of 2.11
percent from 1952 to 1953 and 4.59 percent from
1956 to 1957. On the basis of these limited data
it would appear that at the first sign of a gen-
eral business decline the small better is the first
to stay away from the tracks while persons of
larger means are not deterred, at least at the
outset.
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Table 16.3

Number of Racing Days, Attendance, and Pari-
Mutuel Wagers, Colorado, Calendar Years

1949-1957

Year
Racing
days Attendance

Percent change
from preceding

year

Total amount of
mutuel wagers
("handle")
(thousands)

Percent change
from preceding

year

Average
per capita
wager

Percent change
from preceding

year

1949 180 595,159 $11,056 $18.57

1950 239 881,640 48.13 22,189 100.70 25.16 35.48

1951 237 926,738 5.12 26,137 17.79 28.20 12.08

1952 237 1,044,789 12.74 31,885 21.99 30.51 8.19

1953 237 1,022,726 --2.11 32,677 2.48 31.95 4.72

1954 250 1,079,111 5.51 34,304 4.98 31.78 --0.53

1955 319 1,176,281 9.17 37,919 9.53 32.23 1.41

1956 356 1,312,152 11.55 42,093 11.00 32.07 --0.50

1957 366 1,251,931 --4.59 41,837 --0.61 33.41 4.18

Source: State of Colorado, Colorado Racing Commission, Ninth Annual Report.

Fiscal Importance of Pari-Mutuel Tax. As
shown in Table 16.4 state revenue from pari-
mutuel racing in fiscal 1957 totalled $2.1 million,
a figure exceeding any preceding annual total
since the inception of the tax. This figure rep-
resented also 1.47 percent of aggregate tax
revenues of the State in 1957 and 4.57 percent
of total general revenue.

Table 16.4

Revenue From Pari-Mutuel Tax in Colorado

Calendar Years, 1950-1957

Year
Revenue from
pari-mutuel

Percent of
total State
tax revenues

Percent of total
State general

revenues
(General Fund)

1950 $ 738,324 0.86 2.73
1951 1,361,252 1.42 4.82
1952 1,653,947 1.63 5.36
1953 1,919,123 1.80 6.00
1954 1,994,357 1.81 5.32
1955 1,891,797 1.51 4.75
1956 2,042,550 1.47 4.71
1957 2,120,236 1.47 4.57

Source: State of Colorado, Colorado Racing Commission, Ninth Annual
Report.

The extent to which Colorado's pari-mutuel
tax produces revenue over and above expenses
of administration is shown in Table 16.5. As

noted therein expenditures in 1957 amounted to
$157,000 which when subtracted from the State's
gross take of $2,092,000 (5 percent commission)
left a net balance for the treasury amounting to
$1,947,000.

Since 1953 expenditures have increased faster
than gross income which has been due in part
to the assumption by the State of certain costs
which during the earlier years of pari-mutuel
racing in the State, was shared with the racing
associations or licensees-a case in point being
the costs involved in the laboratory testing of
animals.

State Tax Rates and Fees-Colorado and
Other States. As noted in Table 16.6, all twenty-
four states which have pari-mutuel racing pro-
vide for breakage but differ in respect to its
distribution. With the exception of California,
the seven Western States permit the race track
operators to keep all breakage. In the remaining
states the general practice is to divide such
receipts between the operators and the state, the
exceptions being Florida and New Jersey which
claim the entire return from breakage.

Table 16.5

Gross and Net State Government Revenue From Pari-Mutuel Taxation,

Colorado, Calendar Years 1949-1957

(Dollar amounts in thousands)

Year

5 percent
Commission
on sales Breakage

Total income
(including
lie. fees)

Percent change
of total income
from preceding

year Expenses

Percent change
of expenses

from preceding
year

Revenue
less

expenditures

Percent change
of income less

expenditures from
Preceding year

1949 $ 553 $113 $ 670 $ 26 644

1950 1,109 259 1,376 105.37 N.A. N.A.

1951 1,307 298 1,612 17.15 78 1,534

1952 1,594 340 1,942 20.47 99 26.92 1,843 20.14

1953 1,634 331 1,974 1.65 121 22.22 1,853 0.05

1954 1,715 0 1,725 -12.61 112 --7.44 1,613 --12.95

1955 1,896 0 1,905 10.43 128 14.28 1,777 11.02

1956 2,105 2,116 11.08 150 17.19 1,966 11.06

1957 2,092 2,104 --0.57 157 4.67 1,947 --0.97

Source: State of Colorado, Colorado Racing Commiss
ion, Annual Reports, 1949-1957.
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All states tax total wagers on either a flat or
graduated basis. Colorado's flat rate of 5 percent
corresponds with the rate used in Washington,

Table 16.6

Structure of Assessments and Rates Applicable
to Pari-Mutuel Racing in all States, 1957

Breakage
Breakage State's
multiple share

State (cents) (percent)
East Coast

Tax on
total
wagers

(percent)

License
and fee
(dollars)

Admission
tax

Delaware 10 50 3.50 750-5,000 $.20
Florida 5 100 4-8a 0 .15
Maine 10 0 7 10-5,000 0
Maryland 10 50 5-7 25-1,000" 0
Massachusetts 10 50 2-9.25" 0 0
New Hampshire 10 0 5.50-9.50," 0 0
New Jersey 10 100 6-8. 0 0
New York 5 50-60 5-11. 0 d 0
Rhode Island 10 50 7.50 0 0
West Virginia 10 0 5 250-500 0

Central and South
Arkansas 10 3334• 5 500" .10
Illinois 10 50 4-6. 500-2,500/, .20
Kentucky 10 0 4-6* 500-2,500" .15
Louisiana 10 0 7 1,000 .10
Ohio 10 50 2.75-6.75f 0 0

North Central
Michigan 10 50 4-6. 100-500
South Dakota 10 0 3 0 0

West
Arizona 10 4-6. 0 0
California 5 100 4-6. 0
Colorado 10 5 0
Nevada' 10 2 50" 0
Oregon 5 3-7. 425-500 0
New Mexico 5 0.50 50" 10%
Washington 5 5 0 0

Graduated rate depending on amount wagered.
Daily license fee.
Plus 3.1 of 1% to Agricultural Fairs of State.
Franchise fee of $1,000 per day paid by non-profit associations.
Plus 3334 percent to Racing Associations.
Plus 34 of 1 percent to Ohio Fairs Fund.
Racing suspended in 1957, therefore these are 1956 rates.

Source: National Association of State Racing Commissioners, Statisti-
cal Reports on Horse Racing in the United States for the I ear
1957; and Commerce Clearing House, Topical Law Reporter.
1958.

Arkansas, and West Virginia. Generally speak-
ing, a 5 percent rate could be regarded as a fair
average covering the entire twenty-four state
group.

Little use is made of license fees and admis-
sion taxes for revenue. Only six states—Arkan-
sas, Delaware, Kentucky, Louisiana, Nevada and
New Mexico—use a license fee in combination
with an admission tax.

Conclusion

It is apparent that in spite of opposition lega-
lized pari-mutuel wagering in Colorado has be-
come a permanently established enterprise in
the State. The fact that six other Western States
have adopted pari-mutuel racing gives support
to this conclusion. Moreover, revenues, though
relatively minor, have nonetheless been a signi-
ficant factor in balancing the hard pressed
General Fund of the State.

Colorado's administrative as well as rate
structure appears in most respects to be in line
with the Western States. This also applies to the
diversion of all breakage receipts to the racing
associations. This feature of the law has been
questioned in some quarters on grounds that
such income was originally intended to revert
to the State. However, developmental costs and
a relatively low volume indicate that the break-
age factor may spell the difference between a
profit and loss to the associations. Under these
conditions, a change of policy at this time may
not be warranted.





CHAPTER XVII

MISCELLANEOUS STATE GOVERNMENT

REVENUES

The purpose of this chapter is to present a
brief review of all State government revenue
Sources not covered in preceding chapters. The
individual subjects are variously classified as
"miscellaneous taxes," "licenses," "fees," and
"earnings." In large degree, the sources included
are "special" levies or charges designed to re-
cover costs of rendering certain State services or
privileges granted to persons or groups of per-
sons engaged in particular activities. Hence, the
revenues derived are largely, but not entirely,
earmarked for expenditure of the particular
agency rendering the service in question and
not available as General Fund revenue.
Although the receipts from a number of in-

dividual sources described below are relatively
small they constituted, when combined with
other items, a total of nearly $30 million or 13
Percent of aggregate state revenues in 1957
(Table 17.1).

Table 17.1

Revenues from Miscellaneous Taxes, Licenses
and Fees and Departmental Earnings and Other

Sources, State Government in Colorado
Fiscal Year, 1957

Amount
Revenue Source (thousands)

Miscellaneous Taxes

Foreign and domestic corp. tax $ 268
Coal mine tax 23
Metal mining tax 33
Oil and gas conservation levy 116
Predatory animal tax 57
Hail insurance tax 15
Safety and accident prevention tax 31
Mattress stamp tax 20
Tax for revised statutes 20
Gate admission, athletic commission 6
P. U. C. 125

Total 714

Licenses and Fees
Game and Fish
Secretary of State
Department of Agriculture
State Board of Stock Inspection
Auto title
Penalty Assess. and J. P. Court fines
Dealer's and salesmen's licenses
Inspection stickers

Total

Departmental Earnings and Miscellaneous
Educational institutions
State Highway Department
Penal and eleemosynary institutions
State lands
All other

Total

4,035
617
735
314
256
623
77
80

6,737

2,331
8,443
3,637
4,293
3,565
22,269

Grand Total 29,720

Source: State of Colorado, Division of Accounteand Control. (See also
Table 5.2.)

Miscellaneous Taxes

The individual taxes described in this section
are highly limited and specialized in purpose.
From some points of view most of them could
be treated as license fees or charges. However,
the official State reports refer to them as taxes
and for the sake of consistency they are so
designated here.

Foreign and Domestic Corporation Tax. In
1901 Colorado introduced an incorporation or
entry fee and in 1907 an annual franchise tax on
all corporations (foreign and domestic) doing
business within its boundaries. The first applies
to a newly incorporated domestic corporation or
the first entrance into the State of a foreign
corporation as the case might be, and the second
or the franchise tax, applies to all business cor-
porations operating within the State. In addi-
tion, the law provides for sundry minor cor-
porate charges for State services in connection
with such matters as filing amendments, chang-
ing corporate titles, enlarging authorized capital
stock and the like. Although not a part of the
basic tax rate structure, there is an additional
levy of 10 percent based on the incorporation fee,
the proceeds from which are directed to the Old
Age Pension Fund. Otherwise all revenues are
available to the State's General Fund.
Corporation franchise or privilege taxes are

imposed on the theory that the privilege to be
a corporation and to do business as a corporate
entity has a value over and above the value of
the real and tangible personal property of the
corporation which is normally covered by the
general property tax. The tax is also regulatory
in nature since it involves some degree of con-
trol over corporate operations. For these reasons
then most states have a tax comparable in nature
to that in Colorado.

Administration of the tax is vested in the
Office of the Secretary of State. In practice com-
pliance in respect to paying filing and entry
fees is more or less on the basis of an "honor
system" in which corporations are presumed to
be aware of their responsibilities and will ac-
cordingly meet their obligations to the State.
This applies equally to payments of the annual
franchise tax. Each corporation, for the purpose
of paying the latter tax, must by May 1, of each
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year, file an annual report reflecting its financial
condition at the close of business for the preced-
ing calendar year. The corporation self-assesses
the tax as computed from its annual report and
forwards the amount with the annual report to
the office of the Secretary of State. Taxes unpaid
for two years are deemed to be delinquent.

Currently the tax is producing revenues
amounting to slightly over $265,000 annually
which represents a gain of over $100,000 from
1950 (Table 17.2). The number of corporations
reporting in 1957 came to a total of approxi-
mately 14,5001 - a figure which in the light of
recent developments can be expected to steadily
increase.

Table 17.2

Revenue from Foreign and Domestic
Corporation Taxes, Colorado, Fiscal

Years, 1946-1957
Year Amount
1946 $105,132
1947 114,343
1948 134,425
1949 134,427
1950 145,683
1951 151,094
1952 165,407
1953 176,063
1954 197,057
1955 215,692
1956 239,991
1957 267,841

Source: State of Colorado, Division of Accounts and Control.

New Legislation. In 1958 the General Assem-
bly re-codified the corporation law of the State
and also set up a new license and tax rate
schedule which will go into effect January 1,
1959.2 The rate change was designed to equalize
charges between the domestic and foreign cor-
poration without decreasing the revenues re-
ceived either for the General Fund or the Old
Age Pension Fund. Under the new rate schedule
all foreign corporations will pay a flat sum of
$60 as distinguished from the graduated fee
schedule applicable to domestic corporations.
Foreign corporations will, however, pay the
franchise taxes on the same revised basis as the
domestic corporation.
The impact of the new arrangements on

potential revenues is particularly noted in the
case of the smaller corporations (capitalization
$100,000 and under) which account for more
than 80 percent of all corporations operating in
the State. Thus, a domestic corporation of say
$100,000 capitalization would under present law
pay a filing fee of $30 and an annual tax of $10.
Under the new law, the payment would be the
same for corporations with capitalization of

'As reported by Office of the Secretary of State of Colorado.
=Session Laws of Colorado, 1958, Ch. 32,123.

$100,000, $75,000 and $50,000, or in each case
$40.

The new rate structure will not, however,
place Colorado out of line with other Western
States, as noted in Tables 17.3 and 17.4, which
show rates for each of the Western States for
a selected sample of capitalization bases ranging
from $50,000 to $100,000. Colorado's position will
continue to be near the median in respect to both
filing fees and annual franchise taxes.

Table 17.3

Filing Fees, by Size of Capital, of Domestic
Corporations in Eleven Western States

1957
$50,000 Capital $75,000 Capital $100,000 Capital
State Fee State Fee State Fee

Washington $50.00 Washington $75.00 Washington $100.00
Montana 50.00 Montana 75.00 Montana 100.00
Idaho 40.00 Idaho 75.00 Idaho 75.00
Nevada 40.00 Oregon 50.00 Nevada 75.00
Oregon 30.00 Wyoming 50.00 Oregon 50.00
California 25.00 Nevada 40.00 California 50.00
Wyoming 25.00 California 25.00 Wyoming 50.00
New Mexico 25.00 New Mexico 25.00 Colorado 30.00•
Arizona 25.00 Arizona 25.00 Arizona 25.00
Colorado 20.00. Colorado 25.00. New Mexico 25.00
Utah 12.50 Utah 18.75 Utah 25.00
• New rate of $40 for corporations with authorized capital stock of

$50,000 and under $150,000. To go into effect January 1,1959.

Source: Commerce Clearing House, State Tax Guide; and Prentice.
Hall, Corporation Service, Vol. I, "State Taxes."

Table 17.4

Annual Franchise Taxes, by Size of Capital of
Domestic and Foreign Corporations, Eight

Western States,a 1957
$50,000 Capital $75.000 Capital $100,000 Capital
State Tax State Tax State Tax

New Mexico $50.00 New Mexico $75.00 New Mexico $100.00
Idaho 50.00 Idaho 75.00 Idaho 75.00
Washington 30.00 Oregon 50.00 Washington 55.00
Oregon 30.00 Washington 42.50 Oregon 50.00
Arizona 25.00 b Arizona 25.00 b Arizona 25.00b
Colorado 10.00 • Colorado 10.00. Colorado 10.00d
Nevada 10Mb Nevada 10.00b Nevada 10.00b
Wyoming 5.00 Wyoming 10.00 Wyoming 10.00

• Utah, Montana and California are not included in the Western States
comparison since the annual tax in these states is based on net income,

b Flat fee.
• New rate of $20 to go into effect January 1,1959.
d New rate of 940 to go into effect January 1,1959.

Source: Commerce Clearing House, State Tax Guide, AU States; and
Prentice-Hall, Corporation Service, Vol. I, "State Taxes."

Coal Mine Tax. In 1913 the coal operators of
the State sponsored the "Coal Mine Tax" for
the purpose of establishing a state coal mine
inspection department. The tax is levied on the
owners and operators of coal mines and includes
both a license fee and an annual tax. The present
license fees range from $10 to $50 depending on
the tonnage produced annually and the tax levy
is 7/10 of 1 cent per ton of coal produced at each
mine.3 The State Coal Mine Inspection Depart-

'Colorado Revised Statutes, 1953, 1957 Cumulative Supplement,
Vol. 4, Ch. 92,11-1.



ment collects both the fees and the tax, the pro-
ceeds being deposited with the State Treasurer
in a cash fund reserved for the office of the State
Mine Inspector. The chief coal mine inspector
administers the fund to regulate and to enforce
coal mining laws, to safeguard mining oper-
ations by examinations and inspections, and to
make reports relative to all statistics on mining
operations.

Although the coal mine tax was originally in-
tended to cover expenditures of the Department
it is evident from Table 17.5 that this has not
1?een the case. In fiscal 1958, for example, the
excess of expenditures over revenues amounted
to $28,900. Revenue deficiency has existed since
1951 with the result that the Department has
had to be subsidized since that time by appro-
priations from the General Fund.

Table 17.5

Expenditures and Revenues of Coal Mine
Inspection Department, in Colorado

Fiscal Years, 1953-1958
Excess

expenditures
Year Expenditures Revenues over revenues

1953 $45,973 $30,673 $15,300
1954 44,673 29,334 15,339
1955 46,382 27,882 18,500
1956 48,626 30,926 17,700
1957 51,582 28,082 23,500
1958 59,475 30,575 28,900

Source: Records of State of Colorado, Coal Mine Inspection Department.

The failure of revenues to match expenditures
has been caused by the increase in costs of ad-
ministration and the decrease in revenue re-
sulting from reduced coal output (Table 17.6).

Table 17.6

Coal Production in Colorado, 1951-1957

Year Tons of coal

1951 4,111,945
1952 3,643,523
1953 3,598,867
1954 2,922,365
1955 3,366,490
1956 3,303,661
1957 3,324,787

Source: Records of State of Colorado, Coal Mine Inspection Department.

There are no easy solutions to this dilemma.
The State's coal mining industry is presently a
sick business and there is little hope of improve-
ment during the next ten years. An increase in
the present mill levy or some other new charge
would only place an additional burden on coal
Operators whose profits are declining. In addi-
tion, the services that the Department renders

•
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are vital to the industry and to the safety of the
individual miner. The Department is apparently
operating on as efficient a basis as it possibly can
and yet render adequate services to the coal in-
dustry; so curtailing of services would not be
prudent. In the final analysis there is little the
State can presently do other than to continue to
make up the deficit for the Department until the
coal mining business itself recovers sufficiently
to once again pay for these special state services.

Metal Mining Tax. The metal mining tax,
which dates from 1921 and originally sponsored
by the mining interests, is a special annual levy
of one-tenth of one percent on the assessed
valuation of all producing and non-producing
metalliferous mining properties.4 Levied and
collected by the counties, collections, which
amounted in fiscal 1956-57 to $33,404, are trans-
ferred to a State fund known as the "Metal
Mining Fund" from which State appropriations
are made for such purposes as may be in the in-
terest of the mining industry.5 Currently the
Department, which is fully sustained by the tax
revenues collected has a staff of four persons
who are primarily engaged in keeping the in-
dustry informed on developments of mining
both in the State and nation as a whole. In
addition, it assists in sponsoring legislation de-
signed to advance the mining industry in the
State.

Oil and Gas Conservation Levy. This is an
industry-sponsored tax imposed on every pro-
ducer of oil and natural gas. The levy is two
mills on each barrel of oil, and two mills on
each 50,000 cubic feet of natural gas produced or
marketed within the State.° Proceeds of the tax
are used to cover costs of a special Oil and Gas
Conservation Commission established to pro-
mote conservation of oil and gas on the surface
or underground.

The past five years has witnessed a steady
growth in the Commission's services. As a result
the number of employees has increased from
three to fifteen with accompanying advance in
costs as noted in Table 17.7. Up to the present,
revenues from the annual levy have been more
than adequate to meet added costs. Indications
are, however, that by fiscal 1961 tax income will
not be sufficient unless services are curtailed or
added revenues are forthcoming.7 In view of the
recognized importance of conservation in this
area a reduction of the Commission's services is
not believed to be a wise step to take in any
event. There are various other possibilities. One,

*Colorado Revised Statutes, 1953, Cumulative Supplement, Vol.
4, Ch. 92,34-1.

State of Colorado, Division of Accounts and Control.
'Colorado Revised Statutes, 1953, Ch. 100,6-2 and 20.
'Based on discussion with Director of Oil and Conservation

Division.
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of course, would be the discovery of new oil and
gas fields but this is too uncertain. Another
would be to raise the mill levy to 3 or 3.5 mills,
which at predicted oil production would suffice
to balance receipts and expenditures. The Com-
mission reports also that a specific fee of $25
could be required for all permits to drill, plug-
ging forms, and petitions on bearings. Finally,
it has been suggested that anuual levy could be
based on total oil and gas production measured
against the cost of the Commission's services.°
This would mean a flexible rate schedule but
one by which expenditures and revenues would
match each year thus avoiding any possibility of
having to dip into the General Fund.

Table 17.7

Expenditures and Revenues of Oil and Gas
Conservation Commission Colorado

Fiscal Years, 1953-1957

Year Expenditures Revenues Surplus

1953 $ 28,577 $ 37,992 $ 9,415

1954 51,587 80,635 29,048

1955 75,028 100,721 25,693

1956 91,289 112,791 21,502

1957 104,558 114,754 10,196

Source: State of Colorado, Oil and Gas Conservation Commission.

Predatory Animal Tax. This special tax, in-
troduced in 1941, was sponsored by the stock-
growers for the purpose of financing a program
of predatory animal and rodent control. The
heavy toll taken by predators of sheep, cattle,
and poultry has made it apparent that to be
effective such a program has to be conducted on
a statewide basis and financed accordingly. The
original tax was fixed at a 10-mill rate on each
dollar of assessed valuation of all sheep and
goats except those in feed lots. In 1957 this rate
was increased to 20 mills due to the decreased
valuation of sheep and increased costs of ser-
vices required.°

As currently administered the tax is collected
by the county and transferred to a State fund
from which disbursements are made as deter-
mined by the State Department of Agriculture.
The fund as such never runs a deficit since ser-
vices are stopped if funds are depleted. How-
ever, at the present tax rate, financing is deemed
adequate for all purposes. In the event that
additional services are needed, individual stock-
growers may secure them by paying an extra
fee. Aside from these special cases, funds are
allocated to counties in proportion to taxes paid.

,This arrangement is presently in use in Wyoming.

trolorado Revised Statutes, 1953, Cumulative Supplement, Vol.
2, Ch. 8, 7-4.

Hail Insurance Tax. The State's hail insur-
ance program, adopted in 1929, is financed solely
from premiums on hail insurance policies, the
purchase of which is optional with individual
farmer. Premiums are based on classifications
established by the State Agricultural Commis-
sion and on previous loss ratios.1° Rates vary
between counties and with the general crop out-
look.

The program is administered by the State
Department of Agriculture assisted by a tech-
nically trained staff which is augmented during
the spring and summer by 50 to 75 sales repre-
sentatives. Costs of the program vary from year
to year depending upon the amount of insurance
sold and the number of loss claims. Rates have
always been adequate to cover losses and to
build a small reserve fund which currently
amounts to $22,500.11

Although the program has not resulted in any
cost to the general taxpayer, and could not in
any event since losses must be paid from prem-
ium collections only, the question may never-
theless be raised as to why the State has entered
this business. The answer is that private in-
surance companies are not highly interested in
writing hail insurance and when they do the
rates that must be charged tend to be high. The
State program was sponsored by the farmers
largely for the purpose of getting lower rates
which presumably has been accomplished. As
noted in Table 17.8, for a sample group of coun-
ties, the comparative rates between the State
Department and a large private underwriter
show in each instance a substantial differential
favoring the State.

Table 17.8

Comparative Private and State Crop Hail
Insurance Rates Covering Wheat and

Oats in Selected Counties in
Colorado, 1958

County

Adams
Arapahoe
Baca
Cheyenne
Larimer
Morgan
Phillips
Washington
Yuma

Percent of Crop Value
Private State
rate rate

9-15
9-15
8-12
10-12
7-10
12-18
14-18
12-16
14-18

10
11
8
6
6
14
16
8
13

Source: State of Colorado, State Hail Insurance Department, and
Reports of the Aetna Insurance Company, Denver, Colorado.

,°Colorado Revised Statutes, 1953, Ch. 6, 4-5 and 15.
1'State of Colorado, Division of Accounts and Control.

•
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Safety and Accident Prevention Tax. This
tax, introduced in 1940, is imposed on all organ-
izations including the State Compensation In-
surance Fund which insures employers against
liability for personal injury or death of em-
ployees under the provisions of the Workmen's
Compensation Act of Colorado. The levy is at
the rate of one-half of one percent of the amount
of premiums collected and, in the case of self-
insurers, the rate is applied against payrolls to
arrive at an amount equivalent to that which
would have been paid if the accounts had been
insured.

Proceeds of the tax are used to cover costs
incurred by the State in promoting and en-
couraging the adoption by industry of safety
devices, standard safety methods and the con-
tinuous study and improvement of industrial
safety. The activity as such is vested in the
Safety Device and Method Section of the State's
Industrial Commission. The law calls for an
annual appropriation from a cash fund estab-
lished for the purpose with the added proviso
that if the balance exceeds $20,000 the tax shall
be abated for a year—a situation which will ob-
tain for the fiscal year, 1959.

Mattress Stamp Tax. This is a special tax
imposed on all persons engaged in the manu-
facturing, the remaking, or the renovation of
any article of bedding. Persons or firms so
engaged pay an annual license fee of $25; in
addition to which they are required to buy
stamps at the rate of $20 per thousand which
must be attached to the merchandise sold.'2

This tax is administered by the State Depart-
ment of Public Health, and the funds provided,
Which amounted to $19,910 in fiscal 1957, cover
the cost of inspection service which is essentially
that of seeing to it that all bedding is properly
tagged, stamped and fit for sale." The Depart-
ment does not have a separate bedding inspec-
tion section as such, but assigns inspectors to
do the work on a part-time basis in addition to
their other duties in the Department. The pres-
ent rate is adequately covering the costs of
rendering these bedding inspection services.

Tax for Revised Statutes. This tax is a
Special fee of one dollar levied upon each and
every civil action filed in the office of a clerk of
a court of record of the State of Colorado. The
Purpose of this fee is to reimburse the General
Fund for appropriations heretofore and here-

''Colorado Revised Statutes, 1953, Ch. 66, 17-9.
'State of Colorado, Division of Accounts and Control.

after made for the use of the Committee on
Statute Revision.' 

The history of the tax dates back to 1951 when
the General Assembly set up a special depart-
ment to compile and publish a revision of the
Colorado Statutes which was completed in 1953.
To date there have been 2,400 sets of the Re-
vised Statutes distributed of which 1,500 have
been sold and 900 have been distributed for use
in the various State agencies.

Currently, the department has three em-
ployees engaged in preparing for publication
every other year supplements to the 1953 Re-
vised Statutes. It is presently estimated that a
complete new revision will be made in 1965
which is some eight years earlier than originally
planned. The current expenses of the depart-
ment are running about $28,000 annually as
against about $20,000 revenue.15 In effect, the
department pays two-thirds of its expenses and
the General Fund pays one-third. The latter is
presumably justified on grounds that the various
State agencies receive one-third of the total
number of publications. The State could, how-
ever, if it chose to do so, raise the levy in order
to eliminate the present cost to the General
Fund as well as creating a surplus to cover
future planned statute revision in 1965. It is
estimated that this could be accomplished if the
rate were doubled—to two dollars. The in-
creased charge would probably not deter any
civil suits from being filed and would place the
cost burden of revising the statutes on those
persons using the facilities of the courts.

Gate Admissions—Athletic Commission. Any
licensed persons who conduct boxing or wres-
tling contests in the State of Colorado to which
an admission fee is charged must pay to the State
a 5 percent tax on the gross proceeds of the con-
test, excluding, however, federal taxes.

The receipts and expenditure relationships in-
cluding the cash balance credited to Commis-
sion activities for selected years since 1950 are
as follows:1°

Fiscal year Receipts • Expenditures
Cash balance
end of year

1950 811,867 66,876 $ 57
1955 11,213 9,274 3,251
1956 7,689 7,063 o
1957 8,601 6,807 1,626
1958 7,466 8,498 99

• Includes taxes and fees.

"Colorado Revised Statutes, 1953, 1957 Cumulative Supplement,
Vol. 5, Ch. 135, 4-29.

15State of Colorado, Division of Accounts and Control.
uState of Colorado, Division of Accounts and Control.
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Revenue from this activity is contingent upon
the number of boxing or wrestling matches
staged annually. The past few years have pro-
duced few contests, due primarily to the present
depressed situation in professional boxing, a
condition partially attributed to television.

Since the primary source of revenue is ob-
tained from exaction of the 5 percent tax, it is
relevant to consider the fee structure as a source
of supplemental aid to offset increased expendi-
tures. At the December, 1957 meeting of the
Commission, it was suggested that some fees
be increased and where no fees obtained to in-
augurate a fee, namely: raise referee license
fees from $10 to $25, manager license fees from
$10 to $25, seconds' fees from $5 to $10 and to
impose fees on those who are not currently
charged, such as, trainers a $5 fee, announcers
and judges, a $10 fee.

This schedule was suggested because amateur
licenses were scaled down from $500 to $200 in
1957 and deputy commissioners fees were raised
from $5 to $15 per event. Expenditures de-
creased somewhat, however, because the Sec-
retary of the Commission has been the only full
time employee of the Commission, and no part-
time help was used.

Aircraft Ownership Tax." The law places an
annual specific ownership tax on all aircraft
within the State except:

(1) Aircraft owned or used by a department
of the federal or state government.

(2) Aircraft owned or used by air carriers as
such term is defined by the federal Civil
Aeronautics Act of 1938, as amended.

(3) Aircraft constituting stock in trade of a
manufacturer, dealer, distributor or re-
tailer of aircraft.15

The annual tax is a percentage of factory list
price diminishing each year. The rate of 3 per-
cent is applied to 70 percent of factory list price
the first year, 50 percent the second, 40 percent
the third, 30 percent the fourth, 20 percent the
fifth, 10 percent the sixth and 5 percent of list
price thereafter.'

In 1957 there were 175 aircraft owners paying
this tax which amounted to $1,377. It is esti-
mated that there may actually be 2,000 private
planes that should be taxed. If this is the case,
the State and its political subdivisions are fail-

liThis tax is essentially an ad valorem tax and is therefore not
Included in Table 17.1.

18Colorado Revised Statutes, Ch. 5-3-3.

1,Colorado Revised Statutes, Ch. 5-3-6.

ing to collect at least $40,000 of revenue an-
nually.2°

Departmental Licenses and Fees

Game and Fish Department. The Game and
Fish Department came into existence because of
public interest and concern in conservation. Per-
petuation and continuance of game and fish re-
sources is dependent in large degree upon reve-
nues prorated from the sale of licenses which
local sportsmen initiated as a means of provid-
ing monies for management of game and fish re-
sources.

Beginning with the depression years of the
1930's active financial support of conservation
was extended to the Department by the federal
government through the Dingwell-Johnson and
Pittman-Robertson Acts. According to these
Acts receipts from the federal tax on firearms,
fishing rods and related items may be granted
to the state (contingent upon matching by state
aids) according to the proportionate share of
fishing and hunting licenses in the state. These
grants are designed to encourage state projects
relating to fish and game restoration and man-
agement. In 1957-58, Colorado received $555,000
for wildlife restoration and the General As-
sembly's matching share of $185,000 brought the
total to $740,000, the equivalent of 18 percent of
the net income of the Department.
The total gross income from the sale of

licenses (hunting, fishing and miscellaneous)
amounted to $4,265,966 in fiscal 1958.21 After
deduction of agents' license commissions of
$144,978 or 3.4 percent of gross income, total net
income amounted to $4,120,988.
Since World War II or from 1946 to 1957

departmental revenues from fees have increased
from $1,047,000 to $4,266,000 or at the rate of 300
percent. This increase is attributed to a number
of factors of which Colorado's continued appeal
as a tourist haven and increased personal in-
comes are most important.
Although the increase in departmental reve-

nues is fiscally significant, the economic value
of hunting and fishing to the people of Colorado
should not be overlooked. It is estimated that in
1957 a total of $81 million was spent in the State
by sportsmen for hunting and fishing supplies
including food and clothing but exclusive of
license fees. Of this amount nearly one-half or
$39 million was spent by non-residents.22

2"In 1953 the State assigned one man to enforce the tax and as a
result 495 planes were registered. In this connection it is of in:

terest that there were, in 1953, an average of 200 privately ownea

planes at Stapleton airport alone.
vosrtt, at1e95o7f-1958,pColorado.p. Department of Game and Fish, 

AnnualRep

p. 3.
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Continuance of this outlay is dependent on a
number of factors: the continual production of
fish and control of other wild life, the degree to
which pollution of streams by industrial and
mining wastes is reduced and the assurance of
an adequate water supply for fishing streams.
When these factors are related to an anticipated
rapid rate of population growth, a greater in-
flux of tourists and the constantly increasing
need of recreation outlets as work-week hours
decline, it is apparent that existing fees will not
carry the ultimate cost. Since the benefit prin-
ciple applies here, the needed expansion of
facilities is dependent in large degree on what
sportsmen are willing to pay in added fees.

Regulatory Boards-Department of State. A
summary review of license revenues and expen-
ditures of the various regulatory boards and
bureaus in the Department of State is presented
in Table 17.9. As will be noted these activities
show for the period considered-from 1955 to
1958 - a fairly balanced relationship between
revenues and expenditures.

Department of Agriculture. The marketing
of Colorado's farm products is subject to various
regulatory sections under the jurisdiction of the
Department of Agriculture. These sections are
charged with the responsibility of enforcing
statutory regulations designed to protect the
Public's interest. How well the public can be
served is contingent upon adequate inspection
facilities, assurance of which is dependent, in
the main, on collecting the required fees.

In the fiscal year ending 1958, the Department
collected $652,000 in licenses and fees while its
expenditures totalled $609,000. It is noteworthy,
and perhaps significant, that over the past three
years, 1956-1958, revenues increased at the rate
of 17 percent while expenditures increased by
37 percent. Of the Department's eleven sections,
five showed, for the period, a decline in license
revenue while for the remainder expenditures
increased more rapidly than revenue (Table
17.10).

Dairy Section. This Section is responsible for
the inspection of milk and cream receiving sta-
tions and concentrating plants. The fee schedule
adopted in 1913 and modified in 1923 still ap-
plies. This calls for a $2.50 fee for the inspection
of each milk or cream receiving station and a
$10.00 fee for concentrating plants. Since license
revenue has declined in recent years-coupled
with an opposite trend in the volume of milk
sold-it becomes increasingly apparent that a
pre-war rate structure is inadequate to cover
costs of effective inspection service.

Feed Control. This Section collected $33,300
in fees during 1958 from the $0.10 per ton State
charge (to defray the cost of State feed inspec-
tion including brand inspection) on commercial
feed sold in bulk or in containers. This would
approximate 300,000 tons which at average
market cost of $72 per ton would amount to $21.6
million. In this connection it is of interest that
the U. S. Census data for 1954 (the latest date
available) show a total farm expenditure in
Colorado of $64.5 million for livestock and

Table 17.9

Revenues and Expenditures of Regulatory Boards and Bureaus of Department of State,. Colorado
Fiscal Years, 1955-1958

Boards

1955 1956 

Expenditures

1957Revenues
Licenses
and fees Expenditures

Revenues
Licenses
and fees

Revenues
Licenses
and fees Expenditures

Revenues
Licenses
and fees

195

ExpendituresAbstractors $ 2,075 $ 1,676 $ 1,900 $ 1,715 $ 1,925 $ 1,760 $ 821 $ 2,100Accountancy 10,140 8,957 11,720 11,695 12,312 11,252 13,317 12,139Architects 6,215 3,354 8,490 5,137 8,060 2,892 10,870 5,207Barbers 22,686 18,420 23,132 19,117 25,056 20,060 26,272 21,305Basic Science 8,817 5,017 7,357 5,102 7,734 5,104 8,422 5,379Chiropractic 3,267 2,908 3,245 3,543 5,385 4,021 4,965 6,069Collection Agency 3,183 2,298 3,180 2,065 3,086 1,926 3,470 2,037Cosmetology 31,625 25,215 32,988 25,930 35,039 24,205 35,290 24,593Dentists 10,376 8,513 12,134 9,329 12,526 9,514 12,100 11,509Engineers 17,316 15,826 17,822 16,705 18,663 15,141 25,211 21,121Land Surveyors 3,356 1,165 2,764 3,380 2,980 2,928 3,067 3,572Funeral Directors and
Embalmers 3,731 2,418 3,793 2,745 3,612 2,156 7,909 3,043Medical 26,212 14,951 25,098 15,143 25,748 17,234 27,627 15,542Nurse 43,292 37,460 47,787 39,884 51,204 44,964 51,947 50,698Optometric 3,540 2,323 3,390 2,569 3,540 2,708 2,980 2,471Pharmacy 29,998 26,766 29,439 28,611 30,499 30,375 26,134 32,974Real Estate Brokers 43,711 28,622 75,334 38,015 73,896 70,212 81,232 77,972Short Hand Reporters 105 - 60 - 210 21 105 -Veterinary Medicine 1,203 1,244 2,071 952 2,510 1,076 3,931 2,147
Total 270,848 207,133 311,704 231,637 323,985 267,549 345,670 299,8786 For total revenues of Department of State for 1957 see Table 17.1 and for other years Chapter V, Table 5.2.

Source: State of Colorado, Division of Accounts and Control.
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Table 17.10

Revenues and Expenditures of Department of Agriculture, by Principal Activities,a Colorado

Fiscal Years 1950-1958

Revenues
1950 1951 1952 1953 1954 1955 1956 1957 1958

Dairy section 8,192 $ 6,074 $ 5,077 $ 8,426 $ 10,427 $ 12,316 $ 9,913 $ 7,349 $ 6,927

Feed control 26,169 27,886 31,453 29,270 30,074 30,974 31,328 36,501 33,300

Fertilizer section 4,161 13,420 11,932 15,644 16,391 16,156 14,909 18,451 18,482

Fruit and vegetable
inspection 291,629 286,374 191,154 271,495 274,340 290,461 270,333 326,926 341,818

Insecticide inspection 7,475 4,830 4,770 4,770 8,581 8,698 9,933 8,511 4,414

Oleomargarine 1,250 1,525 750 1,800 1,275 1,575 1,325 1,250 1,200

Plant and insect control 3,006 2,708 2,133 2,133 3,103 6,375 7,532 8,248 9,543

Poultry and egg inspection 29,755 29,765 44,367 44,785 45,684 42,686 51,019 76,757 79,968

Produce dealers 52,723 52,794 57,139 61,182 66,113 67,545 71,859 53,927 70,712

Refrigerated lockers 5,175 5,920 5,900 3,850 5,250 5,050 5,000 4,975 4,650

Weights and measures -- -- -- -- 53,990 38,716 83,047 50,780 78,918

Total 429,535 431,296 354,675 443,355 515,228 520,552 556,198 593,675 649,932

Expenditures

Dairy section 3,282 3,252 7,428 3,148 5,338 8,177 8,474 11,453 9,652

Feed control 26,810 28,285 24,646 24,936 23,369 23,585 21,275 29,846 29,147

Fertilizer section 7,894 8,139 11,030 11,030 10,362 9,418 12,836 15,233 17,260

Fruit and vegetable
inspection 225,565 195,231 201,125 232,959 238,740 250,704 237,016 285,757 301,328

Insecticide inspection 2,221 2,567 10,915 5,980 3,503 7,628 6,439 8,565 10,245

Oleomargarine 30 62 1,792 299 360 712 177 691 768

Plant and insect control 4,773 5,063 2,106 3,731 2,053 2,530 2,745 6,123 9,588

Poultry and egg inspection 28,538 23,698 29,297 53,935 35,875 42,571 41,274 54,121 70,120

Produce dealers 52,334 50,706 52,815 55,233 58,860 61,846 60,956 60,979 63,869

Refrigerated lockers 5,580 5,421 5,423 4,445 4,123 6,070 5,332 2,802 3,115

Weights and measures -- -- -- -- 53,134 59,655 48,221 51,546 59,337

Total 357,027 322,424 346,577 395,696 435,717 472,896 444,745 527,116 574,429

• Exclusive of miscellaneous revenue and expenditure items. For the over-all total of reven
ues of the Departments for 1957 see Table 17.1 and for other

years Chapter V. Table 5.2.

Source: State of Colorado. Division of Accounts and Control.

poultry feed. This suggests strong likelihood

that there is considerable under-reporting in

this inspection area.

Fertilizer Section. In fiscal 1958 this Section

collected $18,482 in revenue, of which approxi-

mately $4,000 represented registration fees of

fertilizer brands. The balance, or $14,000, was

collected from the State-imposed fee of $0.25 per

ton on fertilizer manufactured in the State. On

this basis, this would mean that 56,000 tons of

fertilizer were manufactured in the State in

1958.

The head of the Fertilizer Section estimates

that the amount of fertilizer reported as manu-

factured was about 50 percent of what actually

should have been reported.23

Fruit and Vegetable Inspection. This Section
is the single largest revenue producer under the
jurisdiction of the Department of Agriculture,
accounting for 51 percent of total departmental
receipts. As noted earlier, in most sections ex-
penditures are rising more rapidly than revenue,
and this is notably true in the Fruit and Vege-

"Colorado General Assembly, Joint Sub-Committee on Appro-

priations, "Staff Report t. the Committee on Administration and

Programs of the State Department of Agriculture," Budget Report

58-2, August, 1958.

table Section. This is reflected in expenditure
and revenue projections which were submitted
from 1958 to 1960 as noted below:

Fiscal year

Revenues
Estimated Percent
amount increase

Expenditures
Estimated Percent
amount increase

1958 $341,818 $333,553
1959 362,622 6.0 374,310 10.0
1960 416,273 15.0 471,137 26.0

On the basis of this projection the Department
requested appropriation increases of $58,427 in
1958, $32,205 for 1959 and $60,000 in 1960 to take
care of seasonal inspection.

This Section has discretionary power to levy
fees that will cover inspection costs. But during
fiscal 1958 it sought an additional appropriation
of $15,000, three-fourths of which .was granted
to cover deficiency costs. Unforeseen develop-
ments undoubtedly arise necessitating addi-
tional funds, but since the Section has the power
to levy fees commensurate with costs the re-
quest for appropriations does not appear to be
warranted on any sustained basis.

Oleomargarine. Fees collected by this Sec-
tion, which is administered by the Dairy Sec-
tion, are minor in amount. Collections have been
and continue to be substantially in excess of ex-
penditures.

L
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Poultry and Egg Inspection. During the past
three years approximately 2.5 million chickens
and turkeys were sold from farms by Colorado
farmers.24 It is reasonable to assume that a sub-
stantial portion of sales were made to proc-
essing plants within the State for the domestic
market. If the revenue from the sale of clips
(State charge to poultry processors for inspec-
tion) is used as a criterion apparently this is not
the case. The revenue from the sale of clips
amounted to $1,341 in 1957, $849 in 1956 and $526
in 1955.25 At the current charge of 1/4 cent per
clip per bird this means that 20 percent of the
birds sold from Colorado farms in 1957 found
their way into local poultry processing plants,
and only 13 percent in 1956. In 1955, when ap-
proximately 3 million birds were sold from
Colorado farms, the State received $526 from the
sale of clips, or 7 percent of the poultry sold
found its way into local plants. On this basis
either most of Colorado's poultry is sold out of
the State—a questionable assumption—or sales
in the State are greatly under-reported—an as-
sumption which appears more plausible.

Egg Licenses. The revenue obtained from
egg licenses amounted to $43,000 in 1957. This
money was derived from the license fees
charged wholesalers and retailers for State in-
spection service.
The law governing egg licensing was initiated

in 1933, changed in 1935 and modified radically
relative to licenses and fees in 1957. Antiquated
provisions of the law were stricken and the fee
scale graduated according to the volume of eggs
processed by wholesalers and the gross sales of
retailers. How well the new schedule of charges
will meet changed conditions remains to be
tested since the new law went into effect Jan-
uary 1, 1958. The bracket system of fee charges
on wholesalers and retailers is a realistic at-
tempt to graduate in accordance with volume of
business. One point of contention, however, is
the $2.00 fee currently charged the Class I re-
tailer (gross sales under $50 thousand annually).
This very nominal fee of $2.00 is inadequate to
cover inspection costs. Egg inspectors visit each
retail outlet once every five weeks, or make ap-
proximately 10 visits annually. This places the
cost of inspection at $0.20 per call which is
hardly commensurate with the cost of paying
the inspector's salary and travel.

'Colorado Agriculture Statistics, op. cit., pp. 89-90.
2'State of Colorado, Division of Accounts and Control, Annual

Reports.

State Board of Stock Inspection. Approxi-
mately 30 percent of the revenue obtained by
this Board is from the 1/30 mill levy imposed
upon the assessable value of all taxable property
in the State. The balance, or 70 percent, is
obtained from recording brands, stallion licenses
and butcher licenses; the bulk of this portion of
the revenue being obtained from the brand in-
spection. It is quite apparent that the first item
is not being fully collected. The stallion fee is $5.
In 1957 a total of $40 was collected on this
account.

Plumbing Inspection. In 1957 fees collected
for the examination of plumbers, license re-
newals and plumbing installation permits
amounted to $21,883." Of this amount installa-
tion permits amounted to approximately $11,000.
Permit fees range from $0.25 for a single fix-
ture installation to $2.00 for five fixtures. The
typical one-family dwelling has six fixtures
which translated into inspection fees should
amount to $2.25.

That there is considerable under collection of
fees for plumbing inspection is clearly indicated
from sample analysis. For example, in the
Denver Metropolitan Area alone there were
7,513 new one-family dwelling units built in the
first eleven months of 1958, or an estimated total
of 8,200 for the entire twelve months.27 Simple
computation indicates that State inspection fees
should have amounted to aproximately $18,440
for this construction alone. This figure is, as
noted, exclusive of building in the rest of the
State, and does not take into account duplexes,
apartments or industrial and commercial build-
ings, nor remodeling of existing buildings.

Board of Standards—Child Care. Foster
Boarding Homes, which include nursery schools,
day nurseries and children camps that maintain
a home for children under 16 years of age and
are duly licensed can operate in the State with-
out charge. In 1957 the cost of inspection for this
program was $22 thousand," which was borne
by the State and financed through the General
Fund.

During 1958 a total of 1,923 licenses were
issued as follows:"

2Btate of Colorado, Division of Accounts and Control.

"Daily Journal, December 30, 1958.

"State of Colorado, Division of Accounts and Control.

"State of Colorado, Board of Standards.
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Type of Foster Number of
Boarding Homes licenses issued

Nurseries 112
Family foster homes 1,132
Institutional foster homes 20
Children's camps 112
Welfare (children boarded in

private homes) 534
State Home for Dependent Children 13

Total 1,923

These institutions cared for 19,967 children.
Fifty-six percent of the children were cared for
in children's summer camps of which a known 5
percent of the operators maintained an out-of-
state residence.

Licensees engaged in caring for children
under the above categories are doing so for
profit and they could reasonably be expected, as
any other business enterprise, to reimburse the
State for inspection service.

Departmental Earnings, Charges and Miscel-
laneous Receipts. As noted in Table 17.1 state
government received a total of $22.3 million in
1957 from various sources classified as earnings,
"charges for services" rendered and other re-
ceipts. The latter includes approximately $1 mil-
lion from the sale of land and buildings. Apart
from this the total represents income or revenue
receipts. In view of the many miscellaneous
categories within this general topic the follow-
ing discussion is limited to a brief review of
several selected subjects.3°

Educational Institutions. Earnings of the
educational institutions consist essentially of
tuition and fees, the total of which increased
from approximately $4 million in 1952 to $5.8
million in 1957, or a gain of 45 percent (Table
17.11).31

Table 17.11

Tuition and Fees Collected by Institutions of
Higher Learning, Colorado, Selected Fiscal

Years, 1952-1957

Institution 1952 1954 1956 1957

Adams State College $ 49,147$ 54,743$ 86,154$ 70,120

Colo. State Univ. 581,076 601,441 759,683 861,017

Colo. State College 499,916 445,094 547,940 613,810

Fort Lewis A. & M. 74,509 10,405 12,286 33,578.

Colo. Sch. of Mines 384,159 342,339 423,588 502,840

University of Colo. 2,302,933 2,529,302 3,193,734 3,585,096

West. State College 103,849 84,878 113,519 132,091

Total 3,995,589 4,068,202 5,116,904 5,798,552

• Includes sale of surplus materials.

Source: State of Colorado. Budget Reports 1952-1957.

"For a statistical review of principal subjects in this category
see again Chapter V, Table 5.2.

'The total figure for 1957 as noted in Table 17.11 is larger than
its corresponding total in Table 17.1 since the latter was exclusive
of tuition payments at the University of Colorado.

State Highway Department. Receipts of the
State Highway Department consist mainly of
reimbursements for roads services performed
for other governmental units mainly smaller
municipalities. In 1957 receipts of this nature
amounted to $8.4 million and in 1956 the total
was $9.8 million. These figures are substantially
over preceding years as noted in Chapter V,
Table 5.2.

Boulder Turnpike Charges. Receipts from
the Boulder Toll Road currently average around
one-half million dollars. Since 1952 annual col-
lections have been as follows: 32

Fiscal
Year Collections

1952 $146,207
1953 437,109
1954 483,137
1955 462,203
1956 488,077
1957 519,519

Penal and Eleemosynary Institutions. Earn-
ings from various activities at the state institu-
tions increased from $1.2 million in 1952 to $3.6
million in 1957, or a gain of 200 percent. By in-
stitutions the 1957 aggregate was distributed as
follows: 33

Institutions Earnings

Colorado State Hospital $2,469,416
Colorado State Penitentiary 547,890
State Home & Tr. Sch.-Ridge 95,438
State Home & Tr. Sch.-G. Jan. 76,496
Colorado Sch. for Deaf & Blind 37,943
Colo. St. Soldier's & Sailor's Home 29,848
State Industrial Sch. for Boys 8,303
Colorado State Childrens' Home 6,371
State Home for Aged 5,747
Unclassified 359,548

Total 3,637,000

State Lands. Receipts from the income and
sale of lands owned by the State have since 1950
changed as follows:34

Year Receipts

1950 $1,213,300
1954 2,534,396
1956 4,024,966
1957 4,292,878

State lands, originally acquired by grants
from the Federal Government are set aside by
law to create funds for specific purposes. By far
the most important of these is education which
is reflected in the following inventory of State
lands as of June 30, 1956: 35

"State of Colorado, Division of Accounts and Control.

"State of Colorado, Report of State Board of Land Commis-
sioners.
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Fund

School and Indemnity School land
Permanent Fund Lands (Foreclosed)
Agricultural College Lands
Internal Improvement Lands
Penitentiary Lands
Public Building Lands
Reformatory Lands
Saline Lands

University Lands

State Forest

Total

Acres

2,774,220

53,736

26,695

164,775

8,601

4,517

520

15,089

4,266

71,000

3,123,419

The terms of the grants from the Federal
Government provide that the proceeds from the
sale of lands shall go into permanent funds to be
invested. Only the interest therefrom and the
income derived from the administration of the
unsold lands can be used for the benefit of the
schools or such special interests as provided in
the original grants."

,,For further discussion on this point see Chapter XX on
"Sources of Revenue for State Aid."





CHAPTER XVIII

THE TOBACCO TAX

History and Description of the Tax

A special excise tax is levied on the consump-
tion of tobacco products by the Federal Govern-
ment, forty-two states, the District of Columbia,
and municipalities in several states. Annual rev-
enue exceeds two billion dollars, most of which
is due to the tax on cigarettes.

The two unusual characteristics of the demand
for tobacco have historically made the product
a favorite object of special taxation. First, the
consumption of tobacco is not altered signi-
ficantly if the selling price is increased. There-
fore, the levying of a relatively high tax, which
will increase the selling price, will not deter
consumers from buying the product, thereby
destroying the tax base. The second unusual
characteristic of the demand for tobacco is that
consumption is not significantly altered with a
decline in the income of the buyers. Hence, the
first characteristic results in a lucrative source
of revenue, and the second characteristic results
m a relatively stable source of revenue irrespec-
tive of fluctuations in business activity.1

The indirect manner in which tobacco is taxed
may also explain its historical popularity in the
taxation field. The tax is levied either on the
manufacturer or on the wholesaler which not
only results in a lower collection cost than
Would be incurred if the tax were levied on con-
sumers, but also provides substantially less
resistance to the tax.

Consumption of tobacco has continually in-
creased due to changing social customs and
Population growth. A stigma is no longer gener-
ally attached to the cigarette smoker, even in
the case of the female smoker, as was once true.
Population growth has also resulted in increased
tobacco consumption although population com-
position has a significant impact on consumption
and its changing nature may occasionally offset
any absolute population increase.

'The unusually low price and income elasticity of tobacco has
frequently been observed. Although numerical elasticity estimates
are subject to methodological qualifications, one writer estimates
price elasticity at minus .1 and income elasticity at plus .5. See
Frank H. Maier, "Consumer Demand for Cigarettes Estimated from
State Data," Journal of Farm Economics, November, 1955. For a
complete discussion of the relation between tobacco consumption
and income, see Seymour M. Sarkin and Arthur G. Conover, To-
bacco Smoking in the United States in Relation to Income (Mar-
keting Research Report No. 189, U. S. Department of Agriculture,
Agricultu•al Marketing Service, Washington, D. C., 1957).

The "cancer scare" resulted in a decline in
tobacco consumption in 1955. A substantial shift
from regular cigarettes to filter-tip cigarettes
has mitigated this fear and tobacco consumption
is again on the increase with filter-tip cigarettes
now accounting for about 40 percent of the
cigarette market.2 Three-fourths of those states
which levy a cigarette tax showed an increase in
consumption in 1956.3

Although the Federal Government taxes other
tobacco products in addition to cigarettes, many
states tax only cigarettes. The consumption of
other tobacco products such as cigars, smoking
tobacco, chewing tobacco, and snuff have de-
clined in their relative importance in recent
years. Although cigarette consumption in-
creased in 1956, consumption of other tobacco
products did not.'

Tobacco Taxation by the Federal Government.
The federal tax on tobacco is levied on manu-
facturers at the rate of eight cents per pack of
cigarettes and an ad valorem rate is applied on
other tobacco products.

Since the tax is levied only on manufacturers,
a relatively small cost of collection is incurred.
There were only about 1,000 tobacco, cigar, and
cigarette manufacturers in the United States
in 1956, and of this number over 800 were cigar
manufacturers.5

The tax eventually makes its way to the con-
sumer in the form of higher prices. The levying
of a tax on a manufacturer runs the risk of
"pyramiding." If each seller in the merchandis-
ing chain marks up the produce as a percent,
each seller would be realizing a profit on the tax
and the increased price paid by the consumer
would therefore exceed the initial tax. This
danger is reduced in the case of the states, which
usually levy the tax on the wholesaler.

Federal tobacco tax revenues have displayed
a continually rising trend in the past two
decades. As can be seen in Table 18.1, however, a

'Tax Administrators News, January, 1958, p. 5.

'Tax Administrators News, June, 1957, pp. 61-62.

'Ibid.

5U. S. Treasury Department, Statistics Relating to the Alcohol
and Tobacco Industries (Washington, D. C., 1957), pp. 64-66.
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decline was recorded in 1954 as well as in 1955.
Tobacco receipts as a percent of total receipts
reached over 3 percent throughout the 1940's
but declined to less than 21/2 percent in the early
1950's. This decline is due to a number of factors
of which the recent "cancer scare" may be one.

Table 18.1

Internal Revenue Collections and Federal
Tobacco Tax Yields in the United States

Selected Years, 1936-1956

Period or year

Total internal
revenue collections

(millions)

Tobacco tax
yield

(millions)

Tobacco tax
yield as

percent of total

1936-1940 (ay.) $ 4,871 $ 562 1.15
1941-1945 (ay.) 25,342 865 3.41
1946-1950 (ay.) 40,213 1,271 3.16
1951-1955 (ay.) 64,270 1,550 2.41

1953 69,687 1,655 2.37
1954 69,920 1,580 2.26
1955 66,289 1,571 2.37
1956 75,113 1,613 2.15

Source: Bureau of the Census, Statistical Abstract of the United States:
1957, p. 368.

Tobacco Taxation by the States. Beginning
with Kansas in 1909, the number of states using
a tax on tobacco has continually grown. In 1955,
Missouri approved a cigarette tax in a general
election and effective January 1, 1956, became
the 42nd state to impose a cigarette tax. Eleven
of these states also impose a tax on other tobacco
products. Fifteen states adopted a tobacco tax
during the depression and eleven states have
adopted a tobacco tax since the end of the Sec-
ond World War.6 Most state adoptions of cigar-
ette taxes have not been on a temporary and
emergency basis, as has been true of the adop-
tion of many other excises, especially on the fed-
eral government level."'

Some states have earmarked the receipts from
the tobacco tax for various purposes. Illinois,
for example, attempted to float bonds for a Vet-
erans' Bonus, the additional revenue to be pro-
vided through increasing the rate of the cigar-
ette tax.° Washington earmarked a one-cent rate
increase for the servicing of school construction
bonds. Some states also credit a portion of the
receipts from the cigarette tax to a special fund
which is apportioned to local governments. In
Minnesota for example, one-fourth of the reve-
nues are appropriated for local apportionment,
with three-fourths accruing to the General Re-

'See Tax Administrators News, January, 1957, and Report of the
Minnesota Tax Study Committee (Minneapolis, 1956), p. 383.

'Benjamin M. Parker, "The National Debt and Excise Taxes,"
Taxes, June, 1956, p. 400.

'Tax Administrators News, September, 1957, p. 101.

venue Fund.° Florida also has an arrangement
whereby local governments share in the tobacco
tax receipts."

Were Colorado to adopt a tobacco tax, either
of the above arrangements would probably be
unconstitutional, since the Colorado Constitution
presently provides that 85 percent of the re-
venues from any additional excise tax must ac-
crue to the Old Age Pension Fund.11

A more complete discussion of tobacco taxa-
tion in the states and in Colorado will be found
in later sections of this chapter.

Tobacco Taxation by Municipal Governments.
Taxation by municipalities in the United States
is not extensive. Several states, Wyoming for ex-
ample, have denied municipalities the power to
tax cigarettes when the state utilizes this source
of revenue. In other states, however, a state cig-
arette tax has been imposed in addition to the
existing tax levied by municipalities.

Municipalities in eleven states (Alabama,
Colorado, Florida, Illinois, Maryland, Missouri,
New Jersey, New Mexico, New York, Tennessee
and Virginia) have the power to levy a tax on
cigarettes." Widespread use of the cigarette tax
by municipalities in these states is not common,
however. Illinois does not permit municipalities
to levy a cigarette tax in addition to a sales tax;
therefore, the cigarette tax is presently not in
use by any Illinois cities. Only a few municipali-
ties utilize the cigarette tax in New Jersey, New
York, Tennessee, and Virginia." New Mexico
permitted municipalities to tax cigarettes prior
to 1955, at which time authority was withdrawn
unless the municipality had previously issued
bonds to be financed by the cigarette tax. At
present only a limited number of New Mexico
municipalities continue to levy the tax. Al-
though municipalities in Florida levy a tax, it is
an offset against the state levy and is collected
by the state.

Numerous municipalities in Colorado and
Maryland levy a cigarette tax but these states
do not employ a cigarette tax. In only Alabama
and Missouri is there a state tax and a more than
limited use of the tax by municipalities.

'Minnesota Tax Study, op. cit., p. 385.

P. Dillingham, Cigarette Taxation in Florida (Talla-
hassee, 1956), pp. 14-19.

',The Constitution of the State of Colorado, Revised to May 1,
1958 (Denver), pp. 77-80.

"Tax Administrators News, December, 1957, p. 133.

laL. Laszlo Ecker-Racz, "State Taxes After the 1956-1957 Legis-
lative Sessions," National Tax Journal, December, 1957, p. 295.
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The cigarette tax applied by all municipalities
in the country has been estimated to yield ap-
proximately $40 million annually.14

Colorado Municipalities. About 28 municipali-
ties in Colorado levy a cigarette tax; most of
these municipalities adopted the tax since World
War II. Approximately one and one-quarter mil-
lion dollars was collected by municipalities from
this source in 1954." A tax of from one to three
cents per pack is levied as well as a retailers' and
wholesalers' fee.

A major criticism of the use of a tobacco tax
by a municipality is that it results in consumers'
purchasing cigarettes in areas outside the city
where the tax is not applicable. A saving of 20
cents or 30 cents per carton may be sufficient
inducement to cause consumers to patronize a
non-taxed establishment. Although a loss in
sales by city merchants with the introduction of
a tax has not been completely verified, there is
some evidence to indicate that out-of-city estab-
lishments enjoy an increase in sales."

Denver provides a good example of the compe-
titive nature of the tax. Although many sur-
rounding municipalities have imposed a cigar-
ette tax, the rates tend to be lower than the Den-
ver rate.

Rationale of the Tax

Sumptuary Considerations. The traditional
rationale for the taxation of tobacco is that the
consumption of tobacco is undesirable, from a
social and an individual point of view, and
should therefore be discouraged by levying a
heavy tax on tobacco. It is argued that tobacco
is undesirable from a social viewpoint in that
smoking involves a tremendous social cost in the
form of fire losses and the maintenance of pre-
ventive and protective measures. Tobacco is also
considered undesirable from the viewpoint of
the individual since it is believed to be detri-
mental to proper health. At one time tobacco
was considered undesirable from a moralistic
viewpoint in the same way as narcotics, and
often, liquor, are viewed today.

Careless smoking is undoubtedly responsible
for a substantial social cost. The adverse effect of
tobacco on the health of an individual is less
definite and considerably more controversial.

"Minnesota Tax Study, op. cit., p. 334.

"Colorado Municipal League, Selected Non-Property Revenues
Of Colorado Cities and Towns (Boulder, Colorado, 1955) , p. 11.

For additional discussion of the cigarette tax as a municipal
source of revenue in Colorado see Chapter XX.

"Colorado Municipal League, op. cit., p. 11.

Even assuming that tobacco consumption is
undesirable, a substantial amount of contro-
versy exists concerning the effect of a tax on
tobacco consumption. It is argued that high
taxes will not in fact discourage the consump-
tion of tobacco. Since the tax is usually levied on
the manufacturer or wholesaler, it must be as-
sumed that this tax burden reaches the con-
sumer in the form of higher prices if the con-
sumer is to be discouraged from buying tobacco.
Although the incidence of a tobacco tax will
usually rest with the consumer, it is possible
that due to competitive conditions, some absorp-
tion may occur at various stages in the mer-
chandising chain. Another alternative, however,
is that the higher price paid by the consumer
may exceed the amount of the tax. This occur-
rence could be due to "pyramiding" or simply
price increases in excess of the initial tax.

If the reasonable assumption is made that a
tobacco tax will reach the consumer in the form
of higher prices, there is still considerable doubt
that tobacco consumption will be substantially
decreased. If higher prices are to discourage the
consumption of a product, the demand curve for
that product must be elastic; that is, the product
must have reasonably close substitutes. Al-
though some smokers may be able to substitute
other products for tobacco, this substitution does
not seem likely for the average smoker. Higher
tobacco prices may, however, have a certain dis-
couraging effect on the non-smoker who might
otherwise acquire the habit. If the objective of
a tobacco tax is to discourage the "undesirable"
consumption of tobacco, the attempt could prove
abortive because individuals may consume the
same amount of tobacco, but the higher price of
tobacco will necessitate curtailed purchase of
other goods, perhaps "desirable" goods.

A closely related approach to the sumptuary
rationale of tobacco taxation is the contention
that tobacco is a luxury and should therefore be
heavily taxed. If a rigorous attempt is made to
define "luxury" or "necessity," the approach be-
comes untenable.

Equity Considerations. In the area of equity
considerations, the most common indictment
made against tobacco taxes is that they are re-
gressive, that is, a higher proportion of income is
taken from lower income groups than from
higher income groups. This characteristic is the
reverse of the widely accepted principle of abil-
ity to pay. A possible rejoinder is that although
the tax is regressive, it is not as regressive as is
often contended. Although empirical estimates
of the regressivity of tobacco taxes are hazard-
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ous, one author estimates that tobacco taxes are
roughly proportional below the $3,000 income
level and regressive thereafter.17 Even if this es-
timate is assumed to be reasonable, it is difficult
to argue that regressivity, in itself undesirable,
becomes desirable simply because it is not ex-
treme.

Another argument often advanced to extenu-
ate the regressivity of the tobacco tax is the need
for diversity in a tax structure. Although the to-
bacco tax is regressive, it is offset by an income
tax which is basically progressive. Hence, it is
argued that the structure remains progressive
although certain individual taxes are regressive.
The tobacco tax is not advocated to the exclusion
of all others, and presumably diversity is needed
to tax those individuals who escape the income
tax or other taxes in the system.

One approach to analyzing the equity of a
given tax is to rely on a pragmatic "social con-
cept," that is, is the tax favored or opposed by
the public. Although the public tends to favor
progressive taxation, several surveys indicate
that the cigarette tax is considered to be a "fair
tax."" This paradoxical position of the public
is difficult to explain but should perhaps be
taken into consideration when viewing the to-
bacco tax.

A classic summary of consumption taxes and
the equity criterion has been made by Henry C.
Simons:

The plain fact, to one not confused by moral-
istic distinctions between necessities and lux-
uries, is simply that taxes like the tobacco
taxes are the most effective means available
for draining government revenues out from
the very bottom of the income scale.19

The tobacco tax has been subjected to such
widespread criticism in the area of sumptuary
and equity considerations that emphasis has
shifted to administrative considerations.

Administrative Considerations. The consumer
meets the burden of a cigarette tax by paying a
few cents each time he purchases a pack of cig-
arettes. For this reason the tax is considered to
be relatively "painless" and easy to collect as
opposed to collecting the same annual amount
at one time. This reasoning seems to resemble

"Warren A. Law, "Tobacco Taxation in the Revenue System,"
National Tax Journal, December, 1953, p. 373. Another study
taken from older data shows tobacco taxes to be regressive
throughout. See Senate Interim Committee on State and Local
Taxation, State and Loca/ Taxes in California: A Comparative
Analysis (California Legislature, 1951), p. 345.

"For a discussion of public attitudes with regard to the tobacco
tax, see Hadley Cantril (ed.), Public Opinion (Princeton, 1951),
pp. 852-854.

"Henry C. Simons, Personal Income Taxation (Chicago, 1938) ,
p. 40.

the principle of the "most feathers for the least
squawking," and although this principle must
undoubtedly be relied upon to a certain extent
in the financing of modern government, there
may be a tendency for public expenditures to
become extravagant if the public is constantly
taxed in numerous subtle ways. Convenience of
payment, however, has long been a meaningful
criterion in measuring the desirability of a re-
venue source; and most taxes are subject to a
charge of subtlety, for example, to some extent
the withholding technique of income taxation.

Any tax must, of course, be subjected to the
test of adequacy of yield. The ease of payment
associated with the tobacco tax makes it possible
to levy a rate sufficiently high to make possible
a sizable yield. It should be pointed out that one
cannot logically argue that the tax will discour-
age consumption of an "undesirable" product,
and at the same time argue that the tax will
yield well, since the objectives are contradictory
—if one succeeds the other must fail. The to-
bacco tax has notably fulfilled the adequacy test
in the past.

Closely related to the adequacy concept is the
criterion of stability. A tax which has a flexible
yield, such as the income tax, is often viewed as
a favorable factor in federal finance since it
tends to act as a "built-in stabilizer" in times of
business fluctuations. On the state government
level, however, it is argued that stability is a
necessity since the state lacks the power and
flexibility possessed by the federal government
to maintain existing services. The tobacco tax
has adequately displayed its stability in the past.
Between 1929 and 1933, National Income de-
clined by 55 percent whereas the federal tobacco
tax receipts declined by only 7 percent.2°

Tobacco Taxation by the States

In addition to subjecting cigarettes to a special
excise tax, as is done in forty-two states, cigar-
ettes may also be included in the base of the
state sales tax. Of the thirty-three states which
have a sales tax, seventeen include cigarettes in
the base. Fifteen of the remaining sixteen states
exempt cigarettes from the sales tax base, but
subject them to a special excise tax. The one
state which exempts cigarettes from the sales
tax base and does not employ a special excise
tax on cigarettes is Colorado.

As can be seen from Table 18.2, fourteen states
tax tobacco both with a sales tax and a special

"National Income declined from $85.1 billion to $46.6 billion,
and federal tobacco tax receipts declined from $434.4 million to
$402.7 million. Data from Department of Commerce, Bureau of
the Census, Historical Statistics of the United States (Washington,
D. C., 1949), p. 12 and p. 302.
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excise tax. Three states tax tobacco only under
a sales tax, and twenty-eight states tax it under
a special excise tax only. Of the forty-eight
states, there are only three states which subject
tobacco to neither a sales tax nor a special excise
tax—Colorado, Oregon and Virginia; the latter
two states having no sales tax.

Table 18.2

Taxation of Cigarettes by States, 1956

State

Alabama
Arizona
Arkansas
California
Connecticut
Delaware
Florida
Georgia
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Washington
West Virginia
Wisconsin
Wyoming
Colorado
Oregon
Virginia

Special excise
tax on

cigarettes

X

Cigarettes
included in

sales tax base

X

X

—a

• State has no sales tax or gross receipts tax.
b Special excise deductible from gross receipts.

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1956, p. 12, and Ohio Department of Taxation,
Research Division, Retail Sales Tax: Comparative Tables,
pp. 7-8.

Virginia has numerous plants and many em-
ployees engaged in the manufacture of cigar-
ettes and other forms of tobacco.21 Oregon, in
November, 1956, defeated a cigarette tax pro-
posal in a general election. This action marked
the fifth time the electorate rejected a cigarette
tax proposal over a period of fourteen years.22

"North Carolina is also a major tobacco producing state but
cigarettes are included in the sales tax base. This method of
tobacco taxation results in a substantially lower rate than if a
Special excise tax were employed. See Tennessee Taxpayers
Association, Trends in Public Finance (Nashville, 1956), p. 24.

z'Tax Administrators News, November, 1956, p. 124.

Colorado's failure to adopt a cigarette tax is
probably due to the constitutional provision
which would earmark 85 percent of the proceeds
for the Old Age Pension Fund. This point will
be more completely discussed in a later section.

Interstate Comparison of Rates. With the ex-
ception of New Hampshire and Washington, the
cigarette tax is levied on either a per cigarette or
per pack basis. Rates vary from two cents to
eight cents per standard pack of twenty cigar-
ettes. Some states apply a higher rate if the
length or weight of the cigarette exceeds certain
set standards. Only a few minor brands, how-
ever, exceed the requirements, and the standard
rate therefore applies to the large majority of
cigarettes sold. The practice of using a specific
rate results in a regressive rate structure, since
a pack of cigarettes carries the same tax irre-
spective of its selling price. New Hampshire has
attempted to overcome this inequity by levying
the tax on an ad valorem basis-15 percent of
the intended retail sales price." Washington has
also attempted to apply the rate on the basis of
the selling price. It has been specified by the
State, however, which brands are subject to the
standard rate of five cents per pack. Most cigar-
ettes sold fall into this category.

In an attempt to improve the cigarette tax,
from the viewpoint of equity, it has been sug-
gested that states adopt a proportional rate
structure similar to New Hampshire's, or even a
progressive rate structure.24 Although this in-
novation would result in some improvement, the
market price of the major cigarette brands does
not vary sufficiently to result in a substantial
improvement. Such improvement in equity as
would result would be at the expense of admin-
istrative ease, especially if an attempt were
made to adopt a progressive rate.

Chart 18.1 shows those states which have
adopted a cigarette tax and the rates applied to a
standard pack of cigarettes. Arizona and Mis-
souri have the lowest rate, two cents per pack,
while Montana and Louisiana have the highest
rate, eight cents per pack. Of the six states
which do not employ a special excise tax, Cali-
fornia, North Carolina and Maryland subject
cigarettes to a general sales tax.

Table 18.3 is a summary of the various rates
and it can be seen that five cents per pack is the
most common rate, being employed by fifteen
states. The second most common rate is three
cents which is employed by thirteen states. The
median rate is slightly more than four cents.

"Commerce Clearing House, State Tax Reporter: New Hamp-
shire, p. 5581.

'Law, op. cit., pp. 377-80.
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KVA
WOW.
ANAM

CIGARETTE TAX RATES — 1957

(CENTS PER PACK)

NO CIGARETTE TAX

KANS

* Tax computed as a percentage of selling price

Table 18.3

CHART 18.1

Number of States Employing Various Tax Rates
1957

Tax per package
of cigarettes

(cents)
Number of

states

2 2
3 13
3.25 1
4 7
5 15
6 2
8 2

Source: The Wisconsin Taxpayer, October, 1957, p. 3.

There has been a trend in the post-war period
toward adoption of a cigarette tax by the states.
In addition, a trend toward increasing rates cul-
minated in seven states increasing rates in
1957.2  Occasionally, a rate is increased with the

,Tax Administrators News, August, 1957, p. 85.

SOURCE: The Wisconsin Taxpayer, October 1957

intention of using the funds for a special purpose
and the rate increase is therefore on a temporary
basis only.

Revenues Collected by the States. The forty-
two states levying a tobacco tax collected $514.7
million from this source in 1956. This amount
represented slightly less than 4 percent of the
total taxes collected by all states.

Table 18.4 illustrates the extent to which
states have relied on the tobacco tax in the past
two decades. Collections from this source in
every year exceeded collections in the previous
year. This increase is due to increasing consump-
tion and tax rates as well as an increasing num-
ber of state adoptions. Tobacco tax collections
as a percent of total taxes continually increased
until 1950 when they exceeded 5 percent of total
taxes. Since 1950, more reliance has been placed
on other sources of revenue.
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Table 18.4

Total State Tax Revenue and Tobacco
Tax Revenue, Selected Years, 1932-1956

Year

Total tax
revenue all

states
(millions)

Tobacco tax
revenue

(millions)

Tobacco tax
as percent
of total

tax revenue

Number of
states using
tobacco tax

1932 $ 1,890 $ 19 1.01 13
1934 1,979 25 1.26 15
1936 2,618 44 1.68 20
1938 3,132 55 1.76 21
1940 3,313 97 2.93 26
1942 3,903 130 3.33 28
1944 4,071 159 3.91 30
1946 4,937 198 4.01 31
1948 6,743 337 5.00 39
1950 7,930 414 5.22 40
1952 9,857 449 4.56 41
1954 11,089 464 4.18 41
1956 13,375 515 3.85 42

Source: Data for 1932-1952 taken from U. S. Bureau of the Census,
Historical Statistics on State and Local Government Finances,
1902-1953, p. 19; data for 1954 taken from U. S. Bureau of
the Census, Compendium of State Government Finances in 1954,
pp. 11-12; and data on number of states using tax taken from
Tax Administrators News, January, 1957, p. 1.

Collections from the tobacco tax compared to
total taxes collected gives an indication of the
relative extent to which each state relies on the
tobacco tax as a revenue source. Table 18.5
shows that some states rely rather heavily on
the tobacco tax. The average percent repre-
sented by tobacco tax collections in the forty-
two states utilizing the tax was 4.8. New Hamp-
shire, however, with 9.7 percent received more
than twice the 42-state average. New Jersey and
Maine also relied rather heavily on the tobacco
tax in 1956. In 1953 the three states relying most
heavily on the tobacco tax were New Hampshire
with 11.4 percent, New Jersey with 10.4 percent,
and Massachusetts with 8.8 percent.'"

Taxation of Other Tobacco Products. The tax-
ing of tobacco by the states is limited primarily
to cigarette taxes. In several states, however,
the taxing of other tobacco products yields sub-
stantial revenues. Although ten states receive
revenues from non-cigarette tobacco taxes,
seven states do not segregate collection data be-
tween cigarette and non-cigarette levies. Three
states, Minnesota, Oklahoma and Tennessee, do
segregate the data however.

It can be seen from Table 18.6 that Minnesota
and Oklahoma collect over one million dollars
annually from taxes levied on tobacco products
other than cigarettes. These collections repre-
sented about nine percent of the total tobacco
tax collections. Tennessee collections represent
about five percent of tobacco tax collections. The
Percentage of tobacco tax collections derived
from non-cigarette tobacco taxes for all states

2'Harold L. Henderson, "An Analysis of the Forty-Eight State
Tax Systems in 1953," Proceedings of the National Tax Associa-
tion (Bretton Woods, 1954) , p. 172.

Table 18.5

Total Tax Revenues, and Tobacco Tax Revenues
by States Having Tobacco Tax, 1956

Total taxes Tobacco taxes
Tobacco taxes
as percent of

State (millions) (millions) total collections

Alabama $ 220.5 $10 . 2 4.6
Arizona 99.7 2.3 2.3
Arkansas 117.2 6.9 5.9
Connecticut 205.6 10.1 4.9
Delaware 48.7 1.6 3.3
Florida 335.4 4.9 1.5
Georgia 295.3 15.0 51
Idaho 47.5 2.1 4.4
Illinois 641.1 32.9 5.1
Indiana 279.7 13.9 5.0
Iowa 230.4 7 . I 3.1
Kansas 160.3 5.4 3.4
Kentucky 171.3 8.3 4.8
Louisiana 337.2 20.7 6.1
Maine 66.5 5.6 8.4
Massachusetts 387.3 29.0 7.5
Michigan 758.4 26.7 3.5
Minnesota 284.4 12.7 4.5
Mississippi 150.8 7.6 5.0
Missouri 257.4 5.1 2.0
Montana 49.3 2.9 5.9
Nebraska 74.9 4.0 5.3
Nevada 29.2 1.2 4.1
New Hampshire 30.8 3.0 9.7
New Jersey 258.2 22.9 8.9
New Mexico 89.3 3.2 3.6
New York 1,356.6 59.7 4.4
North Dakota 50.6 3.0 5.9
Ohio 636.1 24.7 3.9
Oklahoma 229.6 11.1 4.8
Pennsylvania 702.1 43.6 6.2
Rhode Island 60.6 3.3 5.4
South Carolina 178.9 5.8 3.2
South Dakota 48.4 1.8 3.7
Tennessee 250.0 13.9 5.6
Texas 623.1 43.9 7.0
Utah 68.6 1.9 2.8
Vermont 32.0 1.8 5.6
Washington 337.7 13.1 3.9
West Virginia 144.1 7.0 4.9
Wisconsin 329.3 14.3 4.3
Wyoming 33.1 .7 2.1

Average ___ 4.8

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1956, pp. 11-12.

employing such taxes is estimated to range from
ten to fifteen percent.27
One estimate places the non-cigarette tobacco

tax collections total for all states at approxi-
mately $8 million in 1955. These collections rep-

Table 18.6

Cigarette and Non-Cigarette Tax Revenues in
Three States, 1956

State
Minnesota
Oklahoma
Tennessee

Total
tobacco tax
revenues

(thousands)
$12,724
11,105
13,936

Other Other tobacco tax
Cigarette tobacco tax revenues as per-

tax revenues revenues cent of total to-
(thousands) (thousands) bacco tax revenues
$11,619 $1,105 8.7
10,076 1,029 9.3
13,258 678 4.9

Source: Total tobacco revenues taken from U. S. Bureau of the Census,
Compendium of State Government Finances in 1956, p. 12; and
other tobacco tax revenues taken from National Tobacco
Tax Association, Compwative Tobacco Tax Collections, Per
Capita Tobacco Tax Collections, Per Capita Cigarette Consump-
tion, By States for 1956, pp. 8-9.

2,National Tobacco Tax Association, Comparative Tobacco Tax
Collections, Per Capita Tobacco Tax Collections, Per Capita Ciga-
rette Consumption, By States for 1956 (Chicago, 1957) , p. 3.

28/Di1lingham, op. cit., p. 23.
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resented 8.7 percent of the total state tobacco tax
collections in that year.

Most states tax the consumption of cigars,
smoking tobacco, chewing tobacco, and snuff.
Several states, however, confine the levy to ci-
gars only. Contrary to the specific tax placed on
cigarettes by most states, other tobacco products
are usually taxed on an ad valorem basis.

Just as the rationale for a tobacco tax rests
more on revenue requirements, political expe-
diency and lack of alternatives, than on equity
considerations, the exclusion of other tobacco
products by most cigarette taxing states is un-
tenable from an equity viewpoint. Discrimina-
tion between the cigarette smoker and the cigar
or pipe smoker is presumably mitigated by the
inconvenience of collection and low yields re-
sulting from levies placed on the latter groups.
The fact that ten states continue to tax other
tobacco products tends to qualify this rationale,
however.

Administration of the Tax
By the States

The cigarette tax is administered in most
states by selling stamps to the "first handler" of
cigarettes, usually the wholesaler, who is re-
quired to affix the stamps to the packs of ciga-
rettes. In return for affixing the stamps, which
will show that the tax has been paid, the whole-
saler is given a discount when the stamps are
purchased. The discounts vary from 1 percent
in Michigan to 10 percent in Mississippi and
South Carolina. Table 18.7 shows the discounts
which are given by the various states. Several
states allow different discounts, depending on
whether the dealer is a vending machine opera-
tor, a wholesaler, a jobber, or a retailer. Also
discounts vary slightly in several states depend-
ing on the quantity of stamps purchased by the
dealer.

The discounts must of course be taken in re-
lation to the various rates if the money amount
allowed by each state to the dealer for affixing
stamps to a given number of cigarette packages
is desired.

Michigan and Massachusetts do not utilize
stamps in the administration of their cigarette
tax. Individhals responsible for the tax are re-
quired to file monthly and pay the tax liability
at that time. Since dealers are not required to
affix stamps, discounts are low and given only
for compliance. Michigan allows a 1 percent dis-
count, and Massachusetts gives no discount but
the Commissioner has the power to grant a dis-
count if the dealer incurs unusual compliance
costs. Without the use of stamps it would seem
that these states would be faced with an evasion
problem. Enforcement of the tax, however, has

been rigorous and consumption data would indi-
cate that the enforcement has been effective.29
Michigan's per capita annual consumption of
2,408 cigarettes and Massachusetts' consumption
of 2,462 both exceed the national average of
2,356.3°

Table 18.7

Cigarette Tax Discounts by States
Haying Tobacco Tax (1956)

Discount
State (percent)

Alabama 7.5
Arizona 5.0
Arkansas 6.0
Connecticut 4.5
Delaware 5.0
Florida 4.0
Georgia 8.0
Idaho 5.0
Illinois 5.0
Indiana 7.5
Iowa 5.0
Kansas 8.0
Kentucky 6.0
Louisiana 9.0
Maine 3.5
Massachusetts 2.0•
Michigan 1.0
Minnesota 4.0
Mississippi 10.0
Missouri 2.0
Montana 5.0
Nebraska 5.0
Nevada 5.0
New Hampshire 5.0
New Jersey 3.0
New Mexico 4.0
New York 4.0 b
North Dakota 5.0
Ohio 3.3
Oklahoma 4.0
Pennsylvania 4.0
Rhode Island 5.0
South Carolina 10.0.
South Dakota 7.0
Tennessee 5.0
Texas 3.0
Utah 5.0
Vermont 4.0
Washington 2.5
West Virginia 4.0
Wisconsin 3.8
Wyoming 8.0

• Range from to 2 percent.
b Range from 3.8 to 4 percent.
. Range from 5 to 10 percent.

Source: National Tobacco Tax Association, Comparative Tobacco Tax
Collections. Per Capita Tobacco Tax Collections, Per Capita
Cigarette Consumption, By States for 1956, pp. 6-8.

The Governor's Minnesota Tax Study Com-
mittee recently recommended that Minnesota
abandon the use of stamps and the allowing of
discounts.3i It was estimated that such action
would increase annual revenue by some $500,-
000.32

"Consumption data are computed on the basis of tax receipts.
Interstate comparisons are therefore usually meaningful as a meas-
ure of evasion.

30National Tobacco Tax Association, Comparative Tobacco Tax
Collections, Per Capita Tobacco Tax Collections, Per Capita Ciga-
rette Consumption, By States for 1956 (Chicago, 1957), pp. 6-8.

"Minnesota Tax Study, op. cit., pp. 600-601.
p. 391.
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Collection Costs. The cost of collecting a to-
bacco tax is usually considered to be relatively
low as compared with other taxes. It has been
argued, however, that tobacco taxes are not in-
expensive to collect on the state government
level since the dealer discounts should be in-
cluded in the costs.33 From the taxpayer's view-
point, the difference between the amount he
pays and the amount the state receives would
seem to be a cost of collection. If discounts of
approximately 5 percent are included, collection
costs are estimated to range from 6 to 7 per-
cent.34 This amount is somewhat in excess of the
hypothetical 2 to 5 percent range which is con-
sidered to constitute a "good tax." If discounts
are excluded, collection costs are well below the
5 percent maximum.

Evasion. Evasion of the cigarette tax is pri-
marily achieved in four ways: interstate ship-
ment directly to consumers by firms in non-tax
states, individuals bringing untaxed cigarettes
into the state for personal use, bootlegging cigar-
ettes to be sold, and abuse of the tax-free pro-
visions granted to military installations.

Direct shipment by mail order houses at one
time constituted the most serious problem of
evasion. A use tax, carrying the same rate as
the cigarette tax, was imposed in most states,
but enforcement agencies were unable to dis-
cover many of the interstate shipments. With
the passage of the Jenkins Act in 1949, this
source of evasion was substantially curtailed.
This law requires interstate shippers to notify
the state into which shipments are being made.
There is undoubtedly some evasion of this type
still occurring but the effectiveness of the Jen-
kins Act has been praised by many groups.35

The imposition of the use tax and tax adop-
tions by nearby states has probably discouraged
individuals from bringing in cigarettes from
other states.

Bootlegging of cigarettes would necessitate a
retail outlet. Since stamps are affixed to cigar-
ette packs and retailers are periodically checked
in addition to having their books audited, few re-
tailers would be willing to undertake the risk
involved. Extensive smuggling would also ap-
pear unlikely, considering the profit to be real-
ized by either the bootlegger or the retailer.
Even if the entire tax represented clear profit,
the margin of only thirty dollars (using the most
common rate of five cents) per case of sixty car-
tons, would not seem sufficient to attract many
smugglers.

"Law, op. cit., p. 375.

"The National Tobacco Tax Association at its annual meeting in
1956 applauded the curtailment of evasion effected by the Jenkins
Act. See Tax Administrators News, March, 1956, p. 31.

Cigarettes sold to military installations and
Veterans Administration facilities are exempted
from the tax. Some cigarettes undoubtedly es-
cape taxation by abuse of this exemption. Al-
though estimates of the revenue loss due to this
form of evasion are obviously tenuous, one wri-
ter has estimated that Florida loses some one-
half million dollars annually."

The evasion problems involved in the admin-
istration of a cigarette tax seem to have been
overemphasized. The National Tobacco Tax As-
sociation estimates that evasion of state cigarette
taxes in 1956 amounted to only 2.4 percent of the
national consumption figures.37

Colorado and The Tobacco Tax

Colorado stands with a small minority of
states which do not levy a tax on the consump-
tion of tobacco. The primary reason for Colo-
rado's failure to adopt a tobacco tax can proba-
bly be found in the constitutional provision
which would earmark the bulk of the proceeds
of the tax for the Old Age Pension Fund. Prior
to the constitutional amendment in 1956, the
tobacco tax was not an alternative to be con-
sidered if a way was being sought to provide ad-
ditional revenues for the General Fund. Al-
though the Constitution still provides that the
Old Age Pension Fund shall receive ". . eighty-
five percent of the net revenue derived from any
excise taxes now or hereafter levied upon the
storage, use, or consumption of any commodity
or product . . . ,''' the amendment provides for a
basic pension payment and the establishment of
a medical care fund and contingency reserve.
After these requirements are fulfilled any ad-
ditional receipts will overflow into the General
Fund. The Budget Office estimates that there
will be a small overflow in the fiscal year 1960,
and an increasing amount thereafter. Hence, the
revenues resulting from the adoption of a ciga-
rette tax by Colorado would in the future accrue
largely to the General Fund rather than to the
old age pensioners in the State.

Potential Yield of a Cigarette Tax in Colorado.
The potential yield of a cigarette tax can be
computed by multiplying the estimated popula-
tion times the estimated per capita cigarette
consumption times the tax rate. Since estimat-

nDillingham, op. cit., p. 22.

"National Tobacco Tax Association, Estimated State Cigarette
Tax Evasion in 1956 (Chicago, 1957), P. 1. 

Fora lengthy discussion of the history and present status of
state tobacco tax evasion, see Warren A. Law, "Evasion of State
Tobacco Taxes," National Tax Journal, June, 1954, pp. 164-176.

"The Constitution of the State of Colorado, Revised to May 1,
1958 (Denver) , p. 77.
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ing the tax yield involves several other esti-
mates and several assumptions, the final figures
should be considered approximations only."
The 1960 population has been estimated at

1,801,000.4° Per capita cigarette consumption in
1956 is estimated at 2,462.7 cigarettes.41
Assuming that per capita cigarette consump-

tion in 1960 does not vary from that of 1956, the
approximate revenues that would be effected
by the application of different rates are as fol-
lows:

Rate
(cents per pack)

Revenue
(thousands)

2 $ 4,435
3 6,653
4 8,871
5 11,088
6 13,306
7 15,524
8 17,741

The range of rates in the Rocky Mountain
States is from two cents in Arizona to eight
cents in Montana. Of the states which border
Colorado one state (Wyoming) has a three cent
rate, three states (Nebraska, Kansas and Utah)
have a four cent rate, and two states (New Mex-
ico and Oklahoma) have a five cent rate. A four
cent rate would, therefore, be the most appro-
priate if comparability with bordering states is
to be a major consideration. If Colorado muni-
cipalities are taken into consideration, a State
rate of only 2¢ per pack would be appropriate.
Although this comparability is usually the case
there are exceptions, such as Montana with an
eight cent rate bordering on Wyoming with a
three cent rate; or Arkansas with a six cent rate
bordering on Missouri with a two cent rate.
The estimated revenues above are gross and

several deductions would be necessary, such as
administrative costs, to arrive at a potential net

zoThe first year revenues of a cigarette tax in Missouri exceeded
their estimated potential yield by approximately one million dol-
lars. See Tax Administrators News, February, 1957, P. 18.

40William Petersen, A Critical Survey of Several Forecasts of
the Population of Colorado, State of Colorado, ,Department of
Natural Resources, July, 1957, p. 31.

4IComputed from data reported in National Tobacco Tax Asso-
ciation, Estimated State Cigarette Tax Evasion in 1956 (Chicago,
1957), pp. 7-8. This estimated consumption figure compares with
a national average in 1956 of 2,356, the average for the Rocky
Mountain States (Utah excluded) of 2,400, and the Wyoming
average of 2,494. See National Tobacco Tax Association, Compara-
tive Tobacco Tax Collections, Per Capita Tobacco Tax Collections,
Per Capita Cigarette Consumption, By States for 1956 (Chicago,
1957), pp. 6-7.

revenue estimate. Although many states utilize
stamps and allow dealers discounts, an alterna-
tive procedure, which was discussed earlier,
would be to require dealers to file a return
monthly and pay the tax at that time. The au-
diting that would be required under such a pro-
cedure might be combined with the auditing
that is now done for the sales tax. Another pos-
sible reduction which should be considered
would be the decrease in sales tax revenues
which might result from the imposition of a
cigarette tax. Assuming that consumers de-
creased their purchase of goods now subject to
the sales tax in order to meet the tax on cigar-
ettes, some loss in sales tax revenues would oc-
cur. Considering the relatively low sales tax
rate, however, any loss would appear to be
slight.42

Potential Yield of Tax on Other Tobacco Prod-
ucts. Many states which impose a cigarette tax
do not levy a tax on other tobacco products such
as cigars, smoking and chewing tobacco, and
snuff. From an equity viewpoint, other tobacco
products should be taxed to avoid discriminating
against the cigarette smoker. However, from a
productivity and administrative standpoint, as
mentioned earlier, many states presumably feel
that the tax is unjustified.

Attempting to estimate the potential yield of a
tax on other tobacco products is difficult. How-
ever, it appears likely that in Colorado a tax on
cigars, smoking and chewing tobacco, and snuff
would yield between $600,000 and $700,000 in
gross revenue annually.43

If adoption of the tax were being considered,
the desirable equity effects and the potential
revenues that could be obtained would have to
be weighed against the problems involved in the
administration of a tax on other tobacco prod-
ucts.

42Even assuming that the total revenue raised under a cigarette
tax resulted in a decrease in purchases subject to the sales tax of
an equal amount, the loss in sales tax revenue would be equal to
only two percent of the cigarette tax revenue.
'With the exception of Minnesota, Oklahoma, and Tennessee,

collections from the taxation of other tobacco products are not
segregated from total collections which include cigarettes. The
estimate of $600,000 to $700,000 is based on estimated Colorado
population in 1960 and the average per capita yield of the taxes
imposed by the above three states on other tobacco products. If
the estimate is to be reasonably accurate, it must be assumed that
consumption of other tobacco products in Colorado is comparable
to that in these three states and that a comparable average rate
is utilized.



CHAPTER XIX

FEDERAL GRANTS

Federal grants to states may be defined as
payments in money, land or in kind in order to
encourage some activity by state government.
If the grant requires matching funds by the
state, it is usually referred to as a grant-in-aid.
Grants-in-aid are by far the largest part of total
federal grants. Other types include grants for
employment security administration, grants to
specific state government agencies, and funds
paid to the state treasurers to be directly dis-
bursed to local governments. Excluded from fed-
eral grants, as here defined, are direct payments
to individuals and to local governments or insti-
tutions, amounts paid to state governments for
distribution to unemployed persons, payments
to business organizations, salary payments to
government employees, and direct payments to
state institutions such as land-grant colleges.

History of Federal Grants

Federal grants originated in 1787 with the
Northwest Ordinance which allocated the 16th
section of each federal township to the states in
order to encourage public education. The Mor-
rill Acts of 1862 and 1890 made grants of land
and later money for college facilities in the agri-
culture and mechanic arts. A money grant was
authorized in 1879 to purchase educational mate-
rial for the blind, and in 1887 money grants were
made for agricultural experiment stations. A
year later, in 1888, Congress instituted similar
payments to the states to assist in the develop-
ment of homes for disabled soldiers and sailors.

Grants in money for varied activities have re-
placed the early system of land grants for edu-
cation. The Smith-Lever Act of 1914 for agricul-
tural extension work, and the Highway Act of
1916 signalled the emergence of the modern fed-
eral grant system. The great depression of the
1930's caused grants to increase sharply in both
amount and type. The Social Security Act of
1935 introduced three vital forms, namely: pub-
lic welfare, public health, and unemployment
compensation administration. The encourage-
ment offered to states by federal grants, for ex-
ample, in the area of public welfare, is reflected
in the fact that by 1938 virtually every state had
programs covering old-age assistance, aid to de-
pendent children, aid to the blind, unemploy-
ment insurance, maternal and child health,
crippled children and public health.

Rationale of Federal Grants

Grants and their expansion have found sup-
port and justification on a number of grounds.
In general terms grants have been pointed to as
importantly assisting in the solution of problems
common to all states and localities, with the re-
sult that the nation as a whole is strengthened.
On this general premise advocates of the grant
system hold that federal aid is perhaps the only
effective means by which minimum standards
of public services (such as highways and wel-
fare) can be established. Closely related thereto
is the argument that new and vital programs re-
quiring interstate cooperation (i.e., highways)
are possible only by some degree of federal in-
tervention and financial assistance. Finally,
federal grants are also said to have a healthy
social effect since they are financed by progres-
sive taxes, the proceeds from which are, in some
degree, distributed to the states on the basis of
need.
Principal opposition to the federal grant sys-

tem has grown from the feeling that federal con-
trol follows as a consequence of aids and de-
prives the states of their sovereign right of self-
determination. It is believed also that enlarged
federal authority tends not only to dull state and
local initiative but, what is perhaps equally im-
portant, tends to starve certain public activities
of needed financial support because of a ten-
dency to use an excessive amount of the states'
tax resources for federal matching purposes.

Trend and Current Pattern of
Federal Grants in United States

As noted in Table 19.1 federal grants for the
country as a whole increased from a total of $228
million in 1932 to more than $5 billion in 1958.
It will be further noted that the year-to-year
changes during this period in the amount of
grants (measured in relationship to total federal
expenditures) have varied widely depending on
whether the country was at war or peace, in de-
pression or prosperity. Currently it appears
that grants in relation to annual federal budgets
are increasing, as evidenced by a 7 percent ratio
in 1958 of grants to annual federal budgets—
which is the highest since 1940.

Table 19.1 also shows that federal grants have
become an important revenue source for state
and local governments. Since 1934 grants have
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varied from 7.9 percent to 31.2 percent of total
state-local revenues with a recent tendency to
stabilize at about 12 percent.

Table 19.1

Federal Grants in Relation to Federal
Expenditures and to State and Local

Revenues From Own Sources
Selected Fiscal Years, 1932-1958

Year

Federal
grants

(millions)

Federal grants
as percent of
total federal
expenditures

Federal grants
as percent of

state and local
revenues from
own sources

1932 $ 228 4.9 3.3
1934 1,848 27.6 27.8
1936 2,318 27.3 31.2
1938 2,180 32.1 25.9
1940 2,401 26.5 27.8
1942 1,826 5.4 19.2
1944 1,009 1.1 10.2
1946 901 1.5 7.9
1948 1,629 4.9 10.7
1950 2,226 5.6 12.2
1952 2,393 3.7 10.7
1954 2,986 4.4 11.7
1955 3,126 4.8 11.5
1956 3,642 5.5 11.9
1957. 3,943 5.6 N. A.
1958. 5,201 7.0 N. A.

• Payments from the Federal-aid highway trust fund are included in
both the grant total and the Federal expenditure total. The amounts
for 1958 are budget estimates published in January, 1958 (the budget
for 1959).

Source: House Report No. 2533, Federal-State-Local Relations: Federal
Grants in Aid, Thirtieth Report by the Committee on Govern-
ment Operations, 1958.

As shown in Table 19.2 the pattern of federal
grants has changed markedly over the past dec-
ade. Taking 1946 and 1956 as years of reference,
it will be observed that aids for highways which
accounted for 8 percent of total aids in 1946
amounted to 24 percent in 1956. On the other
hand, public assistance for the same years de-
clined relatively (but not absolutely) from 54
percent to 48 percent of total federal grants,
while "other" aids decreased from 25 percent to
16 percent.

Table 19.2

Composition of Federal Grants to All States
1946 and 1956

Type of Grant

-1946 1956-----
Amount Percent of Amount Percent of

(thousands) total grants (thousands) total grants

Public assistance• $432,000 54.00 $1,670,951 47.98
Education 99,000 12.38 344,077 11.37
Highways 66,000 8.25 738,695 24.41
Other b 203,000 25.37 272,931 16.24

Total 800,000 100.00 3,026,654 100.00

• Public assistance includes old-age assistance, aid to dependent child-
ren, aid to blind, and aid to needy disabled.

b The category "other" includes grants for defense, health and hospi-
tals, non-highway transportation, natural resources including agri-
culture employment security administration, and miscellaneous items.

Source: U. S. Bureau of the Census, Revised Summary of State Govern-
ment Finances, 1942-1950; and U. S. Bureau of the Census,
Compendium of State Government Finances in 1956.

Federal Grants in Colorado

In 1957 federal grants to Colorado as noted
in Table 19.3 totalled $55.5 million-an amount
equal to approximately 23 percent of total re-
venue receipts of the state government. Of this
amount highway grants accounted for 28 per-
cent, public assistance for 49 percent, and all
other, 23 percent. Old age assistance alone con-
stituted 35 percent of total grants and 71 per-
cent of all grants for public welfare.

Probably the most significant change in the
federal grant picture which has taken place in
Colorado in recent years is the step-up in high-
way grants which, between 1950 and 1957, in-
creased at the rate of 82 percent. The corres-
ponding increase in public welfare payments
was 40 percent.

Table 19.3

Federal Grants in Colorado, Selected Fiscal
Years, 1950-1957
(Thousands)

Item 1950 1955 1956 1957
Federal grants-in-aid
Highways $ 8,456 $ 9,071 $11,071 $15,377
Public welfare
Old age pension 16,301 19,359 19,815 19,411
Aid to dependent children 2,266 4,168 4,242 4,292
Aid to blind 119 119 123 128
Industries for blind

rehabilitation 26 37 38 65
Child welfare 57 80 76 91
Aid to needy disabled 0 1,772 1,890 1,949
Administration 651 1,234 1,311 1,293

Total 19,420 26,769 27,495 27,229
Public Health

Public Health services 922 259 579 782
Children's Bureau 247 288 349 439
Other 8 726 43 552

Total 1,177 1,273 971 1,773
Education

School lunch program 398 825 866 1,136
Vocational education and

rehabilitation 1,338 525 506 553
Other 0 0 0 40

Total 1,736 1,350 1,372 1,729
Veterans

Veterans' education 69 38 37 35
Soldiers and Sailors Home 26 14 17 25

Total 95 52 54 60
Game and fish 189 427 338 659
Other 0 500 0 1,500

Total Federal grants-in-aid 31,073 39,442 41,301 48,327
Employment Security

Administration 1,323 1,486 1,714 2,310
Other Federal funds to State
departments 23 50 80 62

Federal funds to counties
Forest Reserve funds 218 283 296 317
Mineral Leasing Act 1,600 3,139 3,261 4,257
Taylor Grazing Act 14 20 19 21
Other 6 21 73 188

Total 1,838 3,463 3,649 4,783
Grand Total 34,257 44,441 46,744 55,482

Source: Colorado State Planning Commission, Colorado Year Book,
1956-1958 and reports of the State of Colorado, Division of
Accounts and Control.

The increase of federal funds for highways
reflects the accelerated activity in road building
generally and the initiation of the interstate
highway system. On the other hand, the smaller
rate of increase in public welfare payments may
be attributed to the early institution in Colorado
of relatively adequate standards for receiving
old age benefits; consequently sizable aids were
available to the State prior to 1950.
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State Comparisons

As shown in Table 19.4, Colorado's per capita
total federal grants in 1957, amounting to $36.55,
placed it in 8th leading position among the forty-
eight states and in 5th position in relation to the
eleven Western States.

Table 19.4

Federal Grants in 48 States, Fiscal Year, 1957
(Rank order of states appears in parenthesis)

-Per capita grants-
State Public

(Hy income groups) • Total assistanceb All other°
High-Income Group

Grants
as per-
cent of
personal
income

Grants
as per-
cent of
total
state

revenue

Nevada $65.45(1) $ 6.22(36) $59.23(1) 2.8 29
California 28.45(20) 12.63(10) 15.82(23) 1.2 16
Washington 27.59(21) 13.65(6) 13.94(31) 1.4 15
Rhode Island 25.50(24) 8.03(30) 17.47(20) 1.3 25
Delaware 22.75(32) 4.25(46) 18.50(18) 0.8 13
Massachusetts 19.97(36) 10.46(16) 9.51(44) 0.9 18
New York 18.28(39) 7.48(33) 10.80(41) 0.7 16
Maryland 18.25(40) 4.26(45) 13.99(30) 0.9 16
Michigan 17.53(41) 5.72(39) 11.81(38) 0.8 13
Ohio 16.78(42) 6.21(37) 10.57(42) 0.8 17
Illinois 15.88(44) 6.18(38) 9.70(45) 0.7 17
Pennsylvania 15.57(45) 5.14(43) 10.43(43) 0.8 14
Connecticut 14.69(46) 5.17(42) 9.52(46) 0.5 12
Indiana 13.37(47) 4.67(44) 8.70(47) 0.7 14
New Jersey 10.81(48) 2.81(48) 8.00(48) 0.5 14
Average 18.76- 7.29- 11.47- 0.8 16

Middle-Income Group
Wyoming 58.79(3) 7.91(31) 50.88(2) 3.1 26
Montana 50.00(4) 9.52(20) 40.48(4) 2.7 32
Colorado 36.55(8) 16.63(4) 19.92(14) 2.0 24
Missouri 33.35(12) 18.95(3) 14.40(26) 1.8 34
Arizona 31.17(14) 9.84(18) 21.33(10) 1.9 21
Utah 29.85(17) 7.80(32) 22.05(9) 1.9 21
Texas 28.77(18) 11.60(14) 17.17(21) 1.7 26
Kansas 28.61(19) 9.80(19) 18.81(16) 1.7 25
Oregon 27.07(23) 6.58(35) 20.49(12) 1.4 17
Nebraska 25.07(26) 7.39(34) 17.68(19) 1.6 28
Maine 24.94(27) 8.62(25) 16.32(22) 1.5 22
Minnesota 23.43(30) 8.72(23) 14.71(25) 1.4 17
Florida 23.06(31) 11.44(15) 11.62(39) 1.3 18
Iowa 22.58(33) 8.48(28) 14.08(28) 1.4 18
Virginia 18.90(37) 3.65(47) 15.25(24) 1.2 17
New Hampshire 18.75(38) 5.37(41) 13.38(34) 1.0 20
Wisconsin 16.73(43) 5.59(40) 11.14(40) 0.9 14
Average 26.43- 10.07- 16.36- 1.5 22

Low-Income Group
New Mexico 62.98(2) 12.95(8) 50.03(3) 4.2 27
Oklahoma 47.12(5) 22.85(2) 24.27(8) 3.0 29
Louisiana 39.62(6) 26.50(1) 13.12(35) 2.7 20
South Dakota 38.42(7) 9.41(21) 29.01(5) 2.9 30
North Dakota 36.09(9) 8.36(29) 27.73(6) 2.6 23
Alabama 34.46(10) 15.81(5) 18.65(17) 2.8 30
Idaho 34.45(11) 8.55(26) 25.90(7) 2.2 26
Arkansas 32.79(13) 12.83(9) 19.96(13) 2.9 31
Vermont 30.02(16) 9.02(22) 21.00(11) 1.8 21
Georgia 27.25(22) 13.19(7) 14.06(29) 1.9 23
Kentucky 25.45(25) 11.64(13) 13.81(32) 1.9 27
West Virginia 24.72(28) 12.10(11) 12.62(36) 1.7 24
Tennessee 24.02(29) 9.89(17) 14.13(27) 1.8 23
North Carolina 22.21(34) 8.49(27) 13.72(33) 1.7 19
South Carolina 21.14(35) 8.69(24) 12.45(37) 1.8 19
Mississippi 31.12(15) 11.73(12) 19.39(15) 3.3 28
Average 30.54- 13.38- 17.16-- 2.3 24

United States 23.11- 9.23- 13.88-- 1.2 19
• States are listed in rank order and by groups according to average-

Per capita personal income from 1954 to 1956. The three income
groups listed are as follows: "high-income group" (per capita income
range from $2,630 to $1,874); "middle-income group" ($1,827 to
$1,560); and "low-income group" ($1,546 to $926).

b Includes old-age assistance, aid to dependent children, aid to the
blind, and aid to the permanently and totally disabled.

• Includes unemployment insurance and employment service admini-
stration; distribution to state accounts in unemployment trust fund
of certain tax collections; maternal and child health services, services
for crippled children, and all public health education, agriculture,
veterans, housing, natural resource conservation, and defense grants.

Source: House Report No. 2533, Federal-State-Local Relations: Federal
Grants in Aid, Thirtieth Report by the Committee on Govern-
ment Operations, 1958.

In per capita grants for public assistance Colo-
rado was surpassed nationally by only three
states, Louisiana, Oklahoma and Missouri. In
per capita grants for purposes other than public
assistance Colorado ranked 13th in the nation
being exceeded by all of the other Western
States except California and Washington.
In comparison with the sixteen "middle in-

come" states as classified in Table 19.4, Colo-
rado's ratio of federal grants to total state gov-
ernmental revenues, amounting to 24 percent in
1957, was above this general group average of
22 percent. Similarly, Colorado's federal grants
as a ratio of the State's total personal income,
amounting to 2 percent, was above the general
group average of 1.5 percent.

Colorado's relatively high ranking position as
a recipient of federal aid can be attributed to a
number of factors, principally its greater-than-
average old age pension payments which have
more than matched the maximum federal aids
possible under the national old age pension pro-
gram. Apart from welfare, Colorado ranks well
above the average in "other" aids, of which
grants for highways is the principal component.
Since the distribution of highway grants is
based on a formula in which the size of a
state's area is an important factor, it follows that
Colorado which embraces a relatively large
area - as is generally true for all Western
States - has an advantage.

The nature and scope of federal aid as sum-
marized in preceding sections is further de-
scribed below in which specific grant programs
are considered as a whole or in terms of their
related parts. The order of presentation follows
the subjects as listed in Table 19.3 and includes
a general description of each program as well as
a statement of its meaning in fiscal terms to
Colorado. In this latter connection the reader is
reminded that federal grants as shown in Table
19.3 are the actual receipts for a given year but
not necessarily the expenditures from this
source in that year. In the analysis which fol-
lows it is the latter which is the subject of prin-
cipal interest.

Highways and Roads

Federal money grants for highway construc-
tion were inaugurated by the Federal Aid Road
Act of 1916 which authorized appropriations for
rural post roads. Since then Congress has grad-
ually widened and greatly increased federal aid
which currently calls for regular appropriations
for a three-fold system of highway development
namely: (1) the federal-aid primary system
which ordinarily is allotted 45 percent of total
appropriations; (2) the federal-aid secondary
system which is allocated 30 percent of the total;
and (3) the federal aid extension of these sys-
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tems into urban areas, which usually receives
the remaining 25 percent. Allocation to particu-
lar states is determined by size of the state in
area, population and certain urban and rural
factors. Federal funds are available to finance
from 50 to 55 percent of the total costs of high-
ways including the entire cost of eliminating
railway-highway crossings, up to specified
amounts.

In addition, provision is made for the estab-
lishment of a National System of Interstate
Highways, not to exceed 40,000 miles in length.
This was extended to 41,000 by a 1956 amend-
ment (which was supported by Colorado offi-
cials in order to permit adding a Denver to Salt
Lake City designation). Sums for 1958 and 19591
were apportioned mainly according to popula-
tion and land areas, but sums for the fiscal years
1960 through 1969 are to be apportioned among
the states in the ratio which the estimated cost
of completing the Interstate System in each
state bears to the estimated cost of all the states.

The federal share for projects on the National
System of Interstate Highways is 90 to 95 per-
cent. The Act of 1956 authorized reimbursement
to states for public moneys spent on relocation
of public utilities necessitated by the construc-
tion of federal-aid highway projects. State legis-
lation to authorize such use of public funds in
Colorado was vetoed by the Governor in 1957 as
an unjustified use of Colorado taxes.

In the 1956 calendar year the Colorado High-
way Department reported current receipts of
$48,752,447, of which $13,261,442 represented
federal grants.2 In 1957 Colorado's apportioned
federal aid amounted to $28,876,985 which was
allocated for the following purposes: interstate
system, $15,976,461; primary system, $6,713,614;
secondary system, $4,484,240; and urban, $1,702,-
670.3

Public Welfare4

Public welfare grants are the second major
category of aids received by Colorado and cover
a wide variety of assistance programs of which
old age assistance is by far the largest. Aggre-
gate expenditures from federal grants for all
welfare purposes in 1957 amounted to $29,804,-
670 or 38.1 percent of the State's total welfare
payments of $78,161,392. The relative federal
contribution to welfare expenditures by indi-
vidual program ranged from a high of 59.4 per-

'Unless otherwise indicated, yearly totals in this and succeeding
sections of this chapter are for fiscal years ending June 30.

,The other two major categories of receipts were highway user
taxes of $25,702,876 and bond and anticipation warrants of $8,000,-
000. (See Colorado's Annual Highway Report for 1956, p. 1 of
statistical appendix).

'State of Colorado, Annual Highway Report for 1957.

,Data included in the text of this section are from State of
Colorado, Department of Public Welfare, Colorado Public Welfare
Fiscal Report, 1956-1957, p. 41.

cent in the case of aid to dependent children to
no contribution in two cases (general assistance
and tuberculosis hospitalization) as shown in
Table 19.5.

Basis and Conditions for Receiving Welfare
Aids. The various bases or conditions by which
states receive federal aids can best be reviewed
in terms of the individual components of the
over-all welfare program. In their essentials
these are as follows:

Table 19.5

Expenditures for Public Welfare, by Programs

and Sources of Funds, in Colorado, Fiscal Year

1957

(Dollar amounts in thousands)

Total
expendi-

Source of Funds
From

state and From
county federal

Federal aid
as percent
of total
expendi-

Program tures funds grants tures

Old age assistance $57,475 $36,213 $21,262 37.0
Dependent children 7,992 3,244 4,748 59.4
Foster care of children 552 546 6 1.2
Aid to blind 336 202 134 39.9
Aid to permanently and

totally disabled 3,702 1,593 2,109 57.0
General assistance 3,497 3,49 0 0.0
Tuberculosis

hospitalization 473 473 o 0.0
Administration 4,134 2,588 1,546 37.4

Total 78,161 48,356 29,805 38.1

Source: State of Colorado, Department of Public Welfare,
Public Welfare Fiscal Report, 1956-1957, p. 41.

Colorado

(1) Old age assistance. Federal grants for
old age assistance cover 80 percent of the
first $30 paid to each recipient 65 years of
age and over; 50 percent of the next $30; 50
percent of medical care expenses paid by
the state but not to exceed $3 per month
per person; and 50 percent of necessary ad-
ministrative expenses.

(2) Aid to dependent children. The federal
government will finance monthly payments
of $32 for the relative with whom the de-
pendent child lives, $32 for the first depend-
ent child and $23 for each other dependent
child; medical care payments in the case of
dependent children cannot exceed $3 per
adult (with whom the child lives) aided,
and $1.50 per child.

(3) Foster care of children. Federal aid is
offered to states with approved plans of
child welfare services for the protection and
care of homeless, dependent and neglected
children and children in danger of becoming
delinquent, and for the return of runaway
children. The program makes federal allot-
ments largely on the basis of rural popu-
lation under 18 years of age.
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(4) Aid to the blind. Grants are made to
states with approved plans of financial aid
to the needy blind to encourage each state
to help such individuals attain self-support
or self-care. The allotment formula is simi-
lar to that for old age assistance. Aid to the
blind includes money payments, medical
care, remedial care recognized under state
law but excludes payments to or care of per-
sons in certain institutions.

Rehabilitation projects for blind persons
were provided in the Vocational Rehabilita-
tion Amendments of 1954, which authorized
the U. S. Office of Education to cooperate
with states in acquiring vending stands or
other equipment and initial stocks and sup-
plies for use by the severely handicapped,
including the blind.

(5) Aid to the permanently and totally dis-
abled. Since 1951 federal payments have
been made to states with approved plans
offering financial assistance to needy indivi-
duals eighteen years of age or older who are
permanently and totally disabled. States are
encouraged to help such individuals attain
self-support or self-care, but aid does not
cover the dependents of such persons. The
formula for determining the federal con-
tribution is the same as for old age assist-
ance.

(6) Administrative cost grants. Federal ab-
sorption of some part of the administrative
costs of public welfare services is deter-
mined by the U. S. Department of Health,
Education and Welfare.

Public Health

Federal aid programs for public health cover
five principal areas as follows:

(1) Public Health Service Grants. These are
available for use in the control, prevention
and treatment of venereal disease, tubercu-
losis, heart disease, mental disease, cancer,
and for establishing general health services
at state and local levels. All types of health
grants except for venereal disease control
are allotted to states according to popula-
tion, per capita income and special health
problems. Funds for venereal disease con-
trol are awarded on a project basis and do
not require matching. With the exception of
the program for the treatment of tubercu-
losis for which grants must be matched dol-
lar for dollar, all other grants call for a state
and local payment of $1 for every two fed-
eral dollars.

51Data included in the text of this section were obtained from
the State of Colorado, Department of Public Health.

In 1957 in Colorado total expenditures by
the State Health Department amounted to
$1,475,433 of which funds from federal aid
covered 59.16 percent or a total of $872,878.

(2) Water and Air Pollution. Grants for this
program are available to the states, on a
state or an interstate basis, to aid in meeting
the costs of controlling water pollution. Al-
lotments to the states are on the basis of
population, the extent of the water pollu-
tion problem, and financial needs. Matching
requirements are determined by each state's
per capita income level. Grants are also
available to states or other agencies for con-
struction of treatment works to prevent the
discharge of untreated or inadequately
treated sewage or other waste into any
waters. Population and income determine
these grants which cannot exceed $250,000
to a single community.

In 1957 a total of $21,308 of federal grant
money was expended for water pollution
control activity in Colorado. Grants are also
made to states and other agencies for the
prevention and abatement of air pollution.
No grants of this kind were made to Colo-
rado until 1957 when $6,025 was allocated
to the State to be used in fiscal 1958 and part
of 1959. No state funds are available for this
purpose.

(3) Hospital Surveys and Construction.
Grants are made for surveys of diagnostic
or treatment centers, chronic disease hos-
pitals, rehabilitation facilities, and nursing
homes. Such grants require matching ex-
penditures and are made according to popu-
lation and per capita income.
In 1957 Colorado received $3,000 in federal

grants for administration of hospital sur-
veys, consultation, etc., and $903,710 for hos-
pital construction. The latter figure is not
included in the total of federal grants re-
ceived by the Colorado State Department of
Health since the money is paid to the con-
struction firms involved.

(4) Maternal and Child Health Services.
Federal grants are used to enable states,
especially in rural areas and in economic-
ally depressed areas, to provide maternal
and child health services. Allocations to
states are made according to number of live
births and other indices of need. Some
grants must be matched by the state dollar
for dollar. Grants to Colorado of $138,643 in
1957 were used for such purposes as den-
tistry, social services, nursing, premature
births and other related purposes.

(5) Crippled Children. Congress has pro-
vided for federal grants to states to aid
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crippled children, particularly in rural and
economically depressed areas. The aid pro-
vides services for locating crippled children,
and for medical, surgical, corrective and
other services and care, and facilities for
diagnosis, hospitalization and after care
for children who are crippled or who are
suffering from conditions which lead to
crippling. Expenditures from federal funds
for these purposes in Colorado in 1957
amounted to $139,379.

Education6

Federal aid for education consists of eight
distinctive programs as follows:

(1) Vocational Education. Since 1917 a fed-
eral program for vocational education has
included training in agriculture, distribu-
tive occupations, home economics, trades
and industry, practical nursing and fishery
trades. Federal grants, which require equal
matching by states and localities, are deter-
mined by population formulas which vary
depending upon the type of training pro-
gram established. In 1958 expenditures from
federal grants for vocational education in
the State amounted to $351,663 while the
State contributed for the same purposes
a total of $243,199.

(2) School Lunch Program. The Secretary
of Agriculture, since the National School
Lunch Act of 1946, makes allocations of
funds and food to public and non-profit
school systems. State and local units match
federal grants which are determined by
school-age population and per capita in-
come in the states. The Commodity Credit
Corporation makes direct distribution of
food to the schools in lieu of cash and al-
locates other perishable food acquired under
the price support program.

In 1957 expenditures in Colorado from
federal grants for school lunches totalled
$662,605 while commodity distributions
based on cost to the U. S. Department of
Agriculture totalled $1,216,000. State cash
contributions for administration were $46,-
695 and district and local units made cash
expenditures of $195,320.

(3) School Milk Program. The U. S. Depart-
ment of Agriculture makes money grants to
the states to increase the consumption of
fluid milk by children in non-profit schools
of high-school grade and under and in sum-
mer camps and similar non-profit institu-
tions which are devoted to the care and
training of underprivileged children. No
matching requirements are included in the

Data included in the text of this section are from the State of
Colorado, State Department of Education.

Act. In 1957, expenditures from grants to
the State for school milk amounted to
$436,000.

(4) Cooperative Research in Education. The
U. S. Commissioner of Education is author-
ized under an act of 1954 to enter into con-
tracts or jointly financed cooperative ar-
rangements with universities, colleges and
state educational agencies for the purpose
of conducting research, surveys and demon-
strations in the field of education. Colorado
receipts from this source to date have
amounted to $34,500 which are being used
to finance a study of migrant labor in the
State.

(5) Education of the Blind. An annual fed-
eral appropriation is made payable to the
American Printing House for the Blind, for
the manufacture and distribution of books
and other materials to public institutions
in which blind people are educated. Al-
location to the states is made on the basis
of the number of blind persons in public
institutions. The value of materials re-
ceived by Colorado in 1957 amounted to
$1,300.

(6) Public Library Services for Rural Areas.
A total of $7,500,000 is available each year
for grants to states which have approved
plans for extension of public library services
to rural areas. Grants are determined by
rural population and per capita income and
require matching expenditures by the
states. Colorado's expenditures from federal
grants amounted in 1958 to $65,987.

(7) A major source of federal funds for
educational purposes are grants for school
construction and operation in areas where
activities of the federal government have
had a significant influence upon school popu-
lation. In 1957, expenditures from federal
grants to Colorado for school construction
totalled $2,385,072 and for school operation,
$2,319,325.

(8) Grants were begun in 1920 to aid states
in preparing disabled persons for gainful
employment. Grants are used for training,
counseling, placement, the provision of
artificial appliances, and physical restora-
tion. The amendments of 1954, while ex-
panding the amount of federal grants, re-
quire the states to gradually assume a
larger part of the cost of the program. Funds
are allocated on the basis of population and
per capita income by the Office of Voca-
tional Rehabilitation in the Department of
Health, Education and Welfare. Federal
grants expended in Colorado in 1957 totalled
$222,397.
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Veterans7

Since 1888 grants of $700 a year for each dis-
abled veteran in state homes have been made
on a matching basis. On this basis Colorado in
1957 spent for its Soldiers and Sailors Home in
Monte Vista $105,106 of which total federal
grants accounted for $24,000.

Additional federal aid amounting to $35,000
was received by Colorado in 1957 for purposes
of conducting studies of eligibility requirements
for veterans' vocational and rehabilitation
programs.

Agriculture

Federal grants for agriculture are, for the
most part, made directly to particular state
institutions, notably to Colorado State Univer-
sity for such purposes as agricultural extension
work and agricultural marketing and research.
Since direct financing is involved and federal
funds do not pass through the State treasury,
the programs covered are not further considered
here.

There have been, however, certain emergency
programs in which direct grants have been made
to the State for agricultural purposes. In 1955,
for example, a federal grant of $500,000 was
paid to the State to assist in an emergency in-
duced by the drought and resulting farm short-
age of hay. The funds were used to cover ship-
ping costs of hay that had to be imported into
the State. In 1957 drought conditions resulted
in an additional grant of $1,500,000.

Game and Fish

Receipts from the federal tax on firearms,
fishing rods, and related items may be granted
to states according to their proportionate shares
of fishing and hunting licenses in all states.
Grants are designed to encourage state projects
relating to fish and game restoration and man-
agement and may be withheld in the absence
of certain state laws governing the wildlife and
fish conservation policy. The federal contribu-
tion, administered by the Fish and Wildlife
Service of the Department of the Interior, is
limited to 75 percent of the cost of approved
Projects.
In the calendar year 1956, net income of the

Colorado Game and Fish Department was
$3,987,427 and total expenditures were $3,084,-
905. Federal grants were $113,760 for fish man-
agement and $485,843 for wildlife management,
a total of $599,603, or 15.04 percent of the Fish
and Game Department's net income, and 19.43
percent of its total expenditures.8

'Data included in the text of this section are from the State of
Colorado. Division of Accounts and Control.

'State of Colorado, Game and Fish Department, Annual Report,
1956.

Employment Security Administration

Federal grants for public employment office
administration and grants for the administration
of unemployment compensation systems were
begun by the Wagner-Peyser and Social Se-
curity Acts of 1933 and 1935. These two pro-
grams constitute the states' employment se-
curity programs. Administrative expenses of
plans approved by the Bureau of Employment
Security in the Department of Labor are paid
entirely by federal grants. (See Table 19.3 for
grants to Colorado.)

Other Federal Funds Allocated to
State Departments

In addition to the preceding programs, fed-
eral funds are available to the states for a
series of miscellaneous purposes of which forest
conservation and civil defense are examples.
Federal aid for forest conservation began in

1911 and is designed to effect state and private
forestry cooperation. The U. S. Department of
Agriculture's Forest Service assists in forest
fire problems, reforestation and other activities
directed toward more effective management of
woodlands. Federal grants require matching but
no funds were granted to Colorado under these
programs in 1957.
Under the terms of the Federal Water Power

Act of 1920 as amended, 371/2 percent of the
charges arising from water power licenses for
the occupancy and use of national forests and
public lands within any state is to be paid
to that state. The Federal Power Commission
makes the grants which, however, have been
relatively limited in amount.
The Federal Civil Defense Act of 1950 author-

izes the Federal Civil Defense Administrator to
make grants to the states on the basis of
individual project applications for the purchase
of civil defense materials and for the training
of civil defense workers. Grants require dollar-
for-dollar matching, and totalled $57,000 in Colo-
rado in 1957.

Federal Funds for Distribution to Counties9

Apart from federal aids directed to over-all
state functions certain aids are specifically
labeled for the use of counties and other local
governments. Purposes for which funds are
dedicated are various as noted by the programs
briefly reviewed below.
Under present federal law, 25 percent of na-

tional forest receipts, inclusive of receipts from
mineral deposits on national forest lands, are
allocated to the states in which forest reserves
are located.

'For the amounts received in Colorado under these various
authorizations see Table 19.3.
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The Flood Control Act of 1941 provides that 75
percent of receipts from leasing of lands
acquired by the federal government for flood
control, navigation, and related purposes are
to be paid to the states for schools and roads

of the counties in which the property is located,
or for defraying costs of county governments.

The Mineral Lands Leasing Act of 1920 pro-
vides that 371/2 percent of the receipts from

bonuses, royalties and rentals from lease of

certain public lands containing certain mineral

deposits is to be paid to the states in which the

leased lands are located. These proceeds are used

for roads or schools and are administered by

the Department of the Interior.

The Taylor Grazing Act of 1934 provides that

121/2 to 50 percent of the grazing fees collected

under the terms of the Act will be paid to the

states in which the lands are located. Similar

provisions apply to Indian lands ceded to the

United States; proceeds from the sale or use

of which may be used for school and road pur-

poses in the counties.

An act of 1950 authorized federal grants to

states and local governments in case of major

disaster such as flood, hurricane, drought, earth-

quake, etc., which, in the opinion of the Federal

Civil Defense Administrator as delegated

spokesman for the President, warrant disaster

relief. Contributions may be in the form of

money, property, services, construction, etc.

Since 1947 the departments of Interior and

Agriculture have been authorized to dispose of

mineral and vegetable materials on public lands,

allocating the money receipts from such disposal

in roughly the same manner as money received

from the sale of public lands.

The Housing and Home Finance Administra-

tor is authorized to make urban planning grants

to state planning agencies, the federal grant

to cover no more than 50 percent of the costs

of the work for which the grant is made.

Funds for survival plan studies are available

from the Civil Defense Administration. Funds

from this source have recently financed a Colo-

rado study of possible survival procedures in

the event of military or other disaster.

Other Federal Aid Programs

A number of federal grant programs, mostly

of recent origin and which are either not cur-

rently used or used only on a limited basis in

Colorado, are enumerated below for whatever
interest they may have for purposes of expand-
ing federal financial aid to the State.

(1) Public assistance programs were en-
larged by the Social Security amendments
of 1956 which provided funds for training
welfare personnel." Appropriations were
also authorized for cooperative research or
demonstration projects between the U. S.
Department of Health, Education and Wel-
fare and the individual state welfare depart-
ments.11

(2) Congress in 1956 enacted legislation
which would assist states in promoting
natural resource conservation through soil-
building and soil and water projection pro-
jects,12 forest land tree planting and refor-
estation,13 prevention of erosion and re-
duction of damage from floodwater and
sediment in small watersheds,14 and con-
struction of small reclamation projects.15

(3) Apportionment of revenues in the Up-
per Colorado Basin Fund to Colorado, Utah,
Wyoming and New Mexico in specified per-
centages can be used to defray certain con-
struction costs of participation projects in
these four states."

(4) The Housing Acts of 1949 and 1954
authorize grants to localities for clearance
and redevelopment of slum areas and the
rehabilitation and conservation of blighted
areas. Although grants for these purposes
are directed specifically to local commu-
nities, the latter derive their authority from
specific state enabling acts or from amend-
ments to state housing legislation.

Summary and Conclusion

Comparatively, and measured by various
criteria, Colorado ranks high among the forty-
eight states as a recipient of federal grants.
This is due to a combination of factors of which
a sparse population is one; another factor is
the relatively large State old-age pension pro-

',Title 7, added August 1, 1956 by Section 705.
"Title 11, Section 1110, added August 1, 1956 by Section 301.
',Soil Conservation and Domestic Allotments Act of April 27.

1935, as amended by Department of Agriculture Organic Act of
August 3, 1956.

"Section 401 of the Agriculture Act of 1956.
"Small Reclamation Projects Act of 1956.
"Watershed Protection and Flood Prevention Act of 1954 (under

the administration of the Soil Conservation Program of the De-
partment of Agriculture).

leAct of April 11, 1956.
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gram which gives full implementation to fed-
eral aids for this type of public welfare. Coupled
with this is the fact that highway aid is a
function of size of area and Colorado, as one of
the largest states in area, is favored accordingly.

However, a relatively favorable federal aid
position does not necessarily indicate that Colo-
rado is taking full advantage of federal assist-
ance in the various programs eligible for finan-
cial aid. Whether such a state policy is desirable
is an open question since aids are obtained at
a price and the price may be high. Nevertheless
a recognition that participation in jointly fi-
nanced state-federal programs can and fre-
quently does relieve pressure on state finances
calls for a careful and continuous review of
federal aid legislation as it is enacted and
amended from time to time. Thus, an oversight
here, or lack of understanding there, which
could cause valuable grants to be lost to the

State, is as important to the taxpayer as other
oversights in government operation.17

llStaff review of Colorado's administrative operation indicates
that information on federal aid programs is scattered and not
studied in any one place in whole or in part as to its full poten-tials and possibilities. It has been suggested that affected depart-
ments should each delegate to some person in the department the
responsibility for gathering information and analyzing federal
legislation with the view of assertaining the economy of securing
additional grants. As an alternative to deparmental specialists it
has been suggested that this function be centralized to serve all
agencies including the General Assembly. Either of these alterna-
tives should accomplish two primary objectives. First, a depart-
ment head would have access to complete information of federal
grant availability, restrictions, and requirements of programs as
these might affect his particular department. Second, legislators
could depend on precise data when budget requests were made.
For example, a department would be able to say that in order for
the State to receive federal support for a given project, a specified
number of State dollars would be needed. The legislature could
make its decision on the need and desirability of the projects pro-
posed. Neither departmental nor legislative policymakers would
be operating on a partial basis of information which could result in
inappropriate legislation.

The problem can be illustrated by citing an example from
recent State action. In fiscal 1958, allocations of federal grants to
Colorado for vocational rehabilitation amounted to $520.148. This
required State matching-funds of $309,433 of which only $186,553
was forthcoming. Thus $197,236 of federal fund allocations "died
on the vine" for want of $122,880 State dollars.

Perhaps this was calculated state policy and reflected a decision
by the General Assembly that certain vocational rehabilitation
projects were not needed or at least not pressing. However, the
organization of information to insure that such was the case does
not now appear to be established on a basis to achieve the best
results.





CHAPTER XX

STATE-LOCAL RELATIONS

A total of approximately 1,700 local govern-
ments share with the State the responsibility
for governing in Colorado.1 Although the local
units derive their powers from the State, exist-
ing law allows them a high degree of adminis-
trative authority including the power to tax and
to spend. In this complex of jurisdictional ar-
rangements, wherein wide variations also exist
in the economies of the individual governing
units, clashes of interest between state and local
government as well as between individual local
units are bound to occur. The task of coordina-
tion is therefore a difficult one but one that
must be done effectively to assure stable and
responsible self-government.

Inter-governmental relations concern matters
that are both fiscal and non-fiscal in nature.2
Fiscal considerations are paramount, however,
since they involve the capacity of government,
at both the state and local levels, to develop and
carry out effective programs of public services
while, at the same time, preserving financial
stability. Close fiscal cooperation and balance
here is primarily dependent upon state law in
which the State must assume the principal role
in laying the basis for a sound local tax system
supplemented by shared taxes and grants which
will be both equitable and adequate in meeting
the expenditure needs of each of the local units
established.

The role of the state in providing a local tax
base commensurate with locally assigned func-
tions is by all odds the most vital consideration
in state-local relationships as these are presently
constituted. Rapidly mounting costs in the post-
war years, in the face of a more or less "boxed-
in" tax structure at the local level, has caused
the responsibility to become a matter of primary
concern for all jurisdictions.

The policy of state payments to local govern-
ments has resulted also in a problem area of
increasing importance. A fundamental question
arising therefrom is the part that the state
should play in the supervision of local spend-
ing of funds allocated by the state. If it is rec-
ognized that the state has a responsibility here,
the question of how far state supervision can

iData particularly pertinent as background for this chapter are
found in Chapters I-TV.

'In this and succeeding sections of the chapter special improve-
rnent districts are excluded from the discussion of local govern-
Ments.

go without unduly restricting local self-deter-
mination finds no easy answer. Added to this are
a host of issues involving questions of equity
in the distribution of aids, of formulas used,
and of judgments as to who, and what, shall be
aided and why.

A complete discussion of these highly in-
volved and controversial fields of fiscal policy
would reach beyond the scope of this study. Ac-
cordingly, the following analysis is limited es-
sentially to a descriptive review of the local tax
base and the aid structure with some reference
to problem areas that have developed therein.

Total Revenues of Local Government

In 19563 local governments (counties, school
districts and municipalities) in Colorado de-
rived, in the aggregate, 61 percent of their total
revenue receipts from local tax sources while
the remainder or 39 percent came from state-
local shared taxes and state grants (Tables
20.1-20.3).4

Table 20.1

Total Revenues of Countiesa in Colorado, 1956
(In thousands)

Amount
Revenue source (thousands) Percent

Property tax b $ 21,034 20.05
Other local revenue. 19,777 18.85
Shared taxes
Highway User Tax Fund 11,819 11.26
Specific Ownership Tax A 250 0.24
Motor vehicle penalty assessment 75 0.07
Liquor 49 0.05

Total 12,193 11.62
Grants-in-aid

Public welfare 49,370 47.06
All other d 2,535 2.42

Total 51,905 49.48
Grand Total 104,909 100.00

• Excludes City and County of Denver
"d" below.

b Excludes county levies for public schools.
. Estimated from representative sample of individual county audits.
a Includes firemen's and policemen's pensions amounting to 21,056,000
payable to both counties and cities. Since it was not possible to divide
this amount between these jurisdictions (including Denver) the aggre-
gate is shown for counties.

Source: Audit reports of individual counties and State of Colorado;
State Tax Commission, Annual Reports; and records of Di-
vision of Accounts and Control.

with exception as noted in

'Latest date for which complete data are available.

'Ratios derived are based upon data shown in Tables 20.1-20.3
plus receipts by Denver from specific ownership Tax A and state
aid for public welfare which were excluded from the table as
given. (See also footnote "c," Table 20.3.)
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Table 20.2

Total Revenues of School Districts in Colorado
1956

Amount
Revenue source (thousands) Percent

Property tax • $74,751 76.99
Other local revenueb 2,000 2.06
Grants-in-aid

Basis of distribution:
Aggregate days of school attendance 9,333 9.61
Classroom units 9,643 9.93
Junior colleges 287 0.29
Special assistance 210 0.22
School lunch, etc. 870 0.90

Total 20,343 20.95
Grand Total 97,094 100.00

• Includes county levies for schools.
b Extimates from Colorado State Department of Education.

Source: State of Colorado, State Tax Commission, Annual Reports;
and records of Division of Accounts and Control.

The relative degree of dependence on local
revenue sources, or conversely the relative re-
liance on shared taxes and aids varies consider-
ably between the three principal classes of local

government. Thus for 1956 the counties (ex-
clusive of Denver)5 depended upon their own
local resources for 38.9 percent of their revenue
requirements, while the comparable ratios for
the school districts and municipalitiese were 79.0
percent and 95.4 percent, respectively (Tables
20.1-20.3) . The third-ranking position of the
counties is attributed largely to the fact that
the state payments to the counties for welfare
accounted for nearly one-half of the total county
receipts.

Local Property Taxes

In the over-all, local property taxes are the
principal means by which locally raised reven-

•Because of the dual city-county position of Denver it is con-
venient to exclude this governmental unit from county analysis
but to include it under municipalities with certain state aids
omitted as noted in footnote "c" of Table 20.3.

•Excluding state aids to Denver for public welfare.

Table 20.3

Total Revenues of Municipalities' in Colorado, 1956

Revenue Source
Local Revenue

Denver Pueblo

7 Cities
Colorado (Pop. 10,000-
Springs 20,000)

Amount (thousands)

11 Cities
(Pop. 5,000-

10,000)

14 Cities
(Pop. 2,500-

5,000)

37 Cities
(Pop. 1,000-

2,500) Total

General property $20,922 $ 1,395 $ 1,100 $ 3,014 $ 1,142 $ 870 $ 1,049 $29,492
Sales 4,896 574 0 0 0 0 0 5,470
Local Liquor 0 61 15 20 3 18 11 128
Tobacco 958 91 0 162 63 48 66 1,388
Franchise 1,580 150 46 185 123 72 47 2,203
Utility b 0 0 620 137 352 38 20 1,167
Licenses and permits 1,012 111 114 244 101 65 122 1,769
Court fines 1,651 217 202 370 119 98 100 2,757
Parking meters 404 125 171 240 173 39 22 1,174
Other income 4,155 132 163 335 213 108 210 5,316

Total 35,578 2,856 2,431 4,707 2,289 1,356 1,647 50,864

Shared taxes
Highway user 1,035 144 114 236 142 110 127 1,908
Liquor 27 6 2 4 2 4 5 50

Total 1,062 150 116 240 144 114 132 1,958

Grants-in-aid • 422 58 0 0 0 0 0 480.

Grand total 37,062 3,064 2,547 4,947 2,433 1,470 1,779 53,302

Local Revenue Percent

General property 56.45 45.53 43.19 60.92 46.94 59.26 58.96 55.33
Sales 13.21 18.73 0.00 0.00 0.00 0.00 0.00 10.26
Local liquor 0.00 1.99 0.59 0.40 0.12 1.22 0.62 0.24
Tobacco 2.58 2.97 0.00 3.27 2.59 3.27 3.71 2.60
Franchise 4.26 4.89 1.81 3.74 5.05 4.90 2.64 4.13
Utility 0.00 0.00 24.34 2.77 14.47 2.59 1.12 2.19
Licenses and permits 2.73 3.62 4.48 4.93 4.15 4.42 6.86 3.32
Court fines 4.45 7.08 7.93 7.48 4.89 6.67 5.62 5.17
Parking meters 1.09 4.07 6.71 4.85 7.11 2.66 1.24 2.20
Other income 11.23 4.33 6.40 6.79 8.76 7.37 11.82 10.00

Total 96.00 93.21 95.45 95.15 94.08 92.24 92.58 95.43

Shared taxes
Highway user 2.79 4.70 4.48 4.77 5.84 7.49 7.14 3.58
Liquor 0.07 0.20 0.07 0.08 0.08 0.27 0.28 0.09

Total 2.86 4.90 4.55 4.85 5.92 7.76 7.42 3.67
Grants-in-aid 1.14 1.89 0.00 0.00 0.00 0.00 0.00 0.90

Grand total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

• Includes all cities and towns (excepting six) in Colorado with a population of 1,000 and over. Population data used are those reported by the U. S.
Census for 1950.

b Includes transfers to general funds from city-owned utilities.
• For airports only. Excludes firemen's and police pensions which are included in county summary (Table 20.1). Also excluded (for City and County of
Denver) are receipts from specific ownership tax and from state aids for public welfare amounting to $72,000 and $19,343,000, respectively. These
receipts for Denver were excluded since other cities and towns do not have comparable receipts. Their figures are, however, included in the text
discussion as indicated by footnote 4, Chapter XX.

Source: Audit reports of individual cities, 1956; and State of Colorado, Division of Accounts and Control.



ues are obtained. As will be seen in Table 20.4,
property taxes in 1956 accounted for 74.3 per-
cent of all local revenue. Here again, however,
considerable difference in revenue patterns
exists between the various classes of local gov-
ernment. Thus, property tax revenue accounted
for 97.4 percent of locally raised revenue for
the support of school districts, 58.0 percent for
municipalities, and 51.5 percent for the counties.
While variations from these average ratios

necessarily obtain for individual jurisdictions,
the dispersion is perhaps most marked between
cities and towns (municipalities) where non-
property tax alternatives exist in greater extent
than for either the counties or school districts.
As noted also in Table 20.4 the relative impor-
tance of the property tax to other local sources
tends to vary inversely with the size of the city.
However, Denver shows a higher rate (58.8 per-
cent) than either Pueblo or Colorado Springs.
It is also greater than the average (49.9 percent)
for the 11 cities with a population from 5,000 to
10,000. This latter group includes several cities,
notably Longmont and Loveland, who depend
heavily on income from publicly owned utilities.

Table 20.4

Relative Importance of Property Taxes as a
Source of Locally Raised Revenue, by Units

of Government in Colorado, 1956

Unit
County•
School districts
Municipalities
Denver
Pueblo
Colorado Springs
7 cities (pop. 10,000-

20,000)
11 cities (pop. 5,000-

10,000)
14 cities (pop. 2,500-

5,000)
37 cities (pop. 1,000-

2,500)
Total

Grand total

Revenue from
property taxes

Total revenue Revenue as percent of
from from property total revenue

local sources taxes from local
(thousands) (thousands) sources
$ 40,811 $ 21,034 51.5

76,951 74,751b 97.4

35,578 20,922 58.8
2,856 1,395 48.8
2,431 1,100 45.2

4,707 3,014 64.0

2,289 1,142 49.9

1,356 870 64.2

1,647 1,049 63.7
50,864 29,492 58.0
168,626 125,277 74.3

' Excludes City and County of Denver.
b Includes county levy for schools.

Source: Derived from Tables 20.1 and 20.3.

Legal Limits. Apart from economic considera-
tions the law has in varying extent placed
certain limits as summarized below on the power
of local units to levy a tax on property.

County

General Board of County Commissioners is
Fund authorized to fix rates of levy an-

nually for county general fund, but
rates are limited by total assessed valuation in
county, ranging from 12 mills for counties with
value less than $1,000,000 to 1 mill for counties
with valuation of $300,000,000 and over. C. R. S.,
1953, Ch. 36-3-1).
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Contingent Board is authorized to establish a
Fund contingent fund for expenditures

caused by a public enemy, or some
contingency that could not have reasonably been
foreseen at the time of budget, and to redeem
outstanding warrants issued, and to fix rates of
the levy annually for such fund (C. R. S., 1953,
Ch. 36-2-7).

Public
Works
Fund

Board is authorized to create a
public works fund for the construc-
tion of specified public buildings or
additions thereto or to supplement

bond issue for same and to levy annually therefor
a tax not in excess of 3 mills without a vote of the
taxpayers, or to levy a special tax in an amount
submitted to and approved by the taxpayers of
over 3 mills (C. R. S., 1953, Ch. 36-3-3).

Public
Welfare
Fund

Board is authorized to levy at such
a rate as. will provide for budget
estimates of county welfare depart-
ment, but such levy shall be within

certain limitations fixed by law, ranging from a
maximum of 6 mills to a minimum of 2.5 mills on
assessed valuation per capita. (C. R. S., 1953, Ch.
119-3-6.)

Road and Board is authorized to levy a tax on
Bridge general property for a county road
Fund and bridge fund in a sum sufficient

to provide necessary funds, in addi-
tion to other sources of revenue, to cover county
road and bridge budget estimates (C. R. S., 1953,
Ch. 120-1-3).

Public
Hospital

Board is authorized to levy not to
exceed 1 mill each year for the
establishment and maintenance of

a public county hospital (Sec. 1, Ch. 110, L. 43).

Public
Schools

Board is required to levy a tax of
12 mills annually for purpose of
paying county's share of cost of

public school finance program under the "Public
School Foundation Act," but may be reduced to
the extent of the requirements of classroom unit
values as calculated under the Act (C. R. S., 1953,
Ch. 123-26-7).

School Districts

Special
School
Tax

School board is directed to certify
to board of county commissioners
the aggregate amount necessary for
the operations of the school district

for the ensuing year. Board of county commis-
sioners is required to levy such rate (taking into
account revenues from school fees paid by the
game and fish commission), as allowed by law,
as will produce this amount. School board may
include in its certification an amount for library
purposes but not to exceed 0.1 of 1 mill (C. R. S.,
1953, Ch. 123-3-1).

High School board is directed to certify
Schools to the county commissioners for the

maintenance of any high school
district a levy not to exceed 10 mills on the dollar.
An additional levy of not to exceed 2 mills may
be made if approved by a majority vote at a
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special election called for the purpose of submit-
ting question of such additional levy. (C. R. S.,
1953, Ch. 123-14-15 as amended by Ch. 123-14-17).

Municipalities

General City council or board of trustees are
Fund authorized to levy taxes on general

property for general and special
purposes. State law imposes no rate limitation
as such. However, individual city charters may,
and frequently do, establish limits in one degree
or another. (C. R. S., 1953, Ch. 139-32-1.)

Park
Fund

valuation for
139-88-15.)

Municipal
Library
Fund

Ch. 84-1-15).

City council (in cities of first and
second class) is authorized to levy
not more than 1.5 mills on assessed
a "park fund." (C. R. S., 1953, Ch.

City council is authorized to levy a
tax of not more than 1.5 mills for
establishment and maintenance of a
municipal library (C. R. S., 1953,

Firemen's (1) City council (in city or city and
Pension county of over 100,000 inhabitants
Fund and having a paid fire department)

is requried to impose an annual tax
of 5 cents on each $100 valuation for the firemen's
pension fund. (C. R. S., 1953, Ch. 139-80-3.)

(2) City council (in each city of 50,000 to 100,000
inhabitants) shall levy a tax of 0.5 mill or so much
thereof as may be required to raise the firemen's
pension fund to $125,000. (C. R. S., 1953, Ch.
139-50-6.)

Policemen's City council (in each city or city
Pension and county of over 100,000 inhabi-
Fund tants) shall levy an annual tax of

one cent on each $100 of value of
taxable property if the sum credited to the police-
men's pension fund is less than $300,000. (C. R. S.,
1953, Ch. 139-81-3.)

Coincident with these limitations is the
statutory provision that no tax jurisdiction in
the State (regardless of ceiling rates) can impose
a mill levy which would cause currently
budgeted revenue to exceed that of the previous
year by more than 5 percent.7

Legal Limits Intended or Unintended. Rate
limitations must also be viewed in relation to
the valuation bases which exist. Presumably
when most limits were established the measure
of "full" or "true" value of property was in-
tended. Under existing practice, the average
assessment ratio is evaluated at 28 percent.8 In
other words, nearly three-fourths of the poten-
tial of the tax base is not being utilized. This

'Colorado Revised Statutes, 1953, Ch. 36-3-2.

,See Chapter VII.

situation has, particularly in recent years,
worked to the disadvantage of fast growing
communities where the need for additional in-
come has become increasingly acute. Thus, in
Denver, to take a case in point, the county
maximum levy of 1 mill for general fund outlay
brings in (on a current 33 percent assessment
basis)' approximately $1 million which, for
fiscal 1959, fell short by about $4 million of
covering the operating needs of strictly "county"
functions amounting to over $6 million.10

To correct assessments to derive greater
revenue would appear to be the obvious answer.
However, and as noted in Chapter VII, Denver's
current assessment ratio is higher than the aver-
age. To make it even higher than it now is
would, in view of the state levy and the school
aid formulas, cause Denver taxpayers to be
penalized relative to taxpayers in other counties.

Average Mill Levies—Counties, Schools and
Municipalities. The capacity and adequacy of
the property tax for financing the revenue re-
quirements of the three classes of local govern-
ment is difficult to measure because of varying
economic factors and assessment ratios em-
ployed. One general measure is to note the re-
lative size of tax rates and their change over
time. In the latter case, an increase would re-
flect added pressure on the base with a con-
sequent reduction in its elasticity and potential
for further use.

In the over-all, as shown in Table 20.5, local
tax rates have increased substantially in recent
years as has been equally true of the tax base
itself. Thus, from 1953" to 1957 the average
county levy increased from 8.69 mills to 9.72
mills, or an increase of 12 percent, while the
school levy (including the county school levy)
increased from 23.58 mills to 29.82 mills, or at
the rate of 26 percent. Similarly, the average
municipal rate advanced from 11.48 mills to
12.94 mills, or an increase of approximately 13
percent. For the same period also, assessed
values for the State as a whole increased by
23 percent.

Variation of Mill Levies by Individual Local
Units. A more detailed insight into what the
trends have been may be had by noting changes

'Ibid.

"As reported by the Department of Revenue, City and CountY
of Denver.

”The year 1953 was selected as a base of reference since it is

perhaps the earliest year in which the full impact of the Re-

appraisal Act of 1947 was felt in assessment values.
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Table 20.5

Assessed Value of General Property, Average Mill Levy and Property Tax Revenue
By Classes of Local Governments in Colorado, 1953-1957

Unit 1953 1954 1955
Assessed value (thousands)

1956 1957
Percent increase

1953-1957

County $2,567,276 $2,698,816 $2,870,739 $3,069,112 $3,150,835 22.7
School 2,567,276 2,698,816 2,870,739 3,069,112 3,150,835 22.7
Municipal 1,444,546 1,531,637 1,631,310 1,751,026 1,777,119 23.0

Average levy (mills)
County 8.69 9.12 9.04 9.49 9.72 11.8
School. 23.58 25.36 26.04 27.84 29.82 26.5
Municipal 11.48 11.19 12.28 12.71 12.94 12.7

Revenue (thousands)
County $ 22,304 $ 24,607 $ 25,968 $ 29,123 $ 30,629 37.3
Schools 60,544 68,444 74,751 85,441 93,962 55.2
Municipal 16,582 17,134 20,040 22,257 22,994 38.7
• Includes county levy for schools.

Source: State of Colorado, Colorado Tax Commission, Annual Reports.

in levies for all purposes-county, school and
municipal-as they have occurred in each of
Colorado's 78 cities having a population of
1,000 or more as shown in Appendix Table 20.A
and as further summarized in Table 20.6. In the
latter tabulation it will be seen that from 1953
to 1957 county levies decreased in 31 cities with
a maximum increase ranging up to 4 mills in
41 cities.12 Similarly levies declined in 19 cities,
remained constant over the period in 15 cities
and increased in 44 cities with the most fre-
quently occurring individual gains amounting
to a maximum of 4 mills. In the case of the
schools (including the county school levy) tax
rates declined in only 6 cities while the remain-
ing 72 cities experienced an increase ranging
most frequently up to 8 mills.

From these trends and relationships it is
apparent that the over-all local pressure on
Colorado's property base is due essentially to
the public school system which in 1957 ac-
counted also for approximately two-thirds of
property tax revenues (Table 20.5). On the
Other hand the relatively low county levies may
be attributed to a fairly limited expenditure re-
quirement in which growth demands have not
been particularly marked. Similarly, municipal
rates are also relatively low and have held fairly
constant in recent years. The municipal picture
is deceptive, however, when interpreted in the
light of municipal expenditure trends and
revenue requirements. In the largest cities
growth has been extremely rapid and on the
face of it pressures on the property base should

"The record of mill levy change for Colorado's 62 counties(exclusive of Denver which is included in the tabulation for
Municipalities) when considered within the frame of a sample of;11$ cities and towns, results in some duplication. However, this iseld to a minimum since all counties are represented in the 78-city
sample.

have reflected this accordingly. This paradox
can be explained in part by rate limitations
imposed by city charters and in part by city
opportunity-not available to either counties
or school districts-to utilize other than prop-
erty tax sources. The fact that alternative rev-
enue sources have been increasingly used by
the cities, as noted in later discussion, is of
itself significant since it indicates that the prop-
erty base is no longer capable of supporting all
hands.

Table 20.6

Changes in Mill Levy from 1953 to 1957 on
General Property in All Cities and Towns in

Colorado of Over 1,000 Population
(Mill levy classified by purpose)

Change in mill levy
by class intervals

(mills)

Decrease

Municipal County School
levy levy levy.

Number of cities and towns

Total
levy

More than 2.00 7 3 2 2
From 0 to 2.00 12 28 4 5

No change 15 0 0 0
Increase
0.00 - 3.99 33 41 22 20
4.00 - 7.99 9 5 35 19
8.00- 11.99 1 11 21
12.00- and over 1 0 4 11

Total cities and towns 78" 77 78 78

• Includes county levy for schools.
b Includes Denver which is excluded from county category.

Source: Derived from State of Colorado, State Tax Commission,
Annual Reports. (For details see also Appendix Table 20.A.)

The Over-All Local Property "Tax Burden".
Although no "general rule" or single index
exists for determining when a property tax in
a given locality has reached its practical "maxi-
mum," it has been quite generally assumed that
an over-all rate beyond 2 percent (20 mills) on
the sales value of property would cut into
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capital and and become economically unjustified.13
On the basis of an average assessment ratio
of 30 percent (which is slightly above the gen-
eral state average) a prohibitive rate by the
preceding assumption would be 60 mills—
which may be compared with the over-all aver-
age rate for counties, school districts and muni-
cipalities (but exclusive of the State levy and
special districts) amounting to 52 mills in 1957.

Admittedly the assumption of a "2 percent
maximum" is subject to question in view of
the many variables in any given case. Among
these, economic capacity and the use of other
taxes are important criteria of judgment. How-
ever, it is, in any event, suggestive of the
burden on property which for Colorado would
seem to be at least nearing its limit for local
government use.

Local Non-Property Taxes

Apart from certain miscellaneous income
items ( e. g. fees, fines and earnings) not ordi-
narily regarded as taxes, counties and school
districts in Colorado rely on property taxation
as their principal source of local revenue. Hence,
a discussion of local non-property revenue
sources is pertinent only to municipalities.

As was noted above, the adoption of other
sources of municipal revenues has been more
or less forced upon the cities, a fact not peculiar
to Colorado, however, but general throughout
the nation. As shown in Table 20.7 over $1 bil-
lion in non-property taxes was collected in 1955
by all cities in United States with a population
over 10,000. It will be further observed that in
terms of number of cities, the most popular non-
property taxes are public utility receipts, sewer
and refuse service charges, admissions and
amusement taxes, business gross receipt taxes,
and sales taxes.

In Colorado the most commonly used non-
property taxes are those imposed on tobacco,
utilities and liquor. Generally employed also are
a miscellaneous variety of licenses and permits
which in the aggregate are relatively impor-
tant." The sales tax is also used but, as noted
below, is limited to Denver and Pueblo.

Municipal Sales Tax. Nationally the muni-
cipal sales tax is becoming increasingly impor-
tant which Is particularly true in California

"The calculations and the basis for the 2 percent maximum may
be illustrated by a quick proof as follows: Take annual rentals at
11 percent of sales value, which is an average relationship; assume
next that 6 of the 11 percentage points are required for interest
on the mortgage or for capital return as the case may be; and
2 and 1 percentage points, In addition, for depreciation and main-
tenance costs, respectively. This leaves 2 percent available for
taxes. To tax more than that would be to levy against capital
rather than against return to capital. (For further discussion on
this see Financing Municipal Government in Denver, City and
County of Denver, 1955, p. 7.)

"Colorado Municipal League, Municipal Non-Property Reve-
nues, April, 1959.

Table 20.7

Municipal Non-Property Taxes
and Service Charges,

(All cities with population over 10,000
in United States)

1955

Number of
cities

imposing
Total yield
from tax Per capita

Tax or service charge tax (millions) yield

Admissions and amusements 197 22 8 .86
Business gross receipts 189 145 5.74
Cigarette and tobacco 84 37 1.89
Deed transfer 8 5 1.58
Garbage and refuse service 310 40 2.84
Gasoline 39 20 5.23
Income 48 109 16.25
Liquor and alcoholic beverages 37 12 2.22
Motor vehicle 135 43 2.18
Occupancy (Hotel) 8 8 .84
Poll or per capita 136 5 .83
Public utility gross receipts 341 98 2 .31
Sales 171 392 16 .25
Sewer service 313 99 3 .25

Total 1,035

Source: Municipal Non-Property Taxes, 1956 Supplement to Where
Cities Get Their Money (Chicago: Municipal Finance Officers
Association, 1956), p. 18.

where 290 municipalities (and 38 counties) are
now imposing a sales tax.15 Among the larger
cities (cities over 250,000) most recent data
show that 9 municipalities, including Denver,
have a general sales tax (Table 20.8).

While not generally used in Colorado, the
considerable importance of the municipal sales
tax for Denver and Pueblo is evidenced by total
collections in 1956 amounting to $4,896,000 and
$574,000 for these two cities, respectively, or 13
percent and 19 percent of their total locally col-
lected revenues (Table 20.3).

Municipal Sales Tax in Denver. The sales tax,
adopted as a permanent measure by Denver in
1948, came as a result of the inability of the
property tax to cope with the rapidly increas-
ing needs of combined city-county government
and the school systems. The sales tax has been
a successfull tax despite early apprehension on
grounds that it was a "layered tax," that it was
"regressive"; and that "it would drive business
out of the city." As a revenue producer, the tax
has proved itself. Its regressivity has been re-
duced (though not entirely) by selected exemp-
tions. It has, in instances, undoubtedly hurt
certain business units near the suburbs. Though
not measurable, the over-all negative effects on
this account are not believed to be considerable.
Compliance has been good and perhaps better
than experienced by the State.15

"See Chapter VIII.
vion this point see Financing Municipal Government in Denver,

O. cit., pp. 108-112.
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Table 20.8

Municipal General Sales, Use and Gross Receipts Taxes, Cities over 250,000 Population in 1950
Selected Data, 1957

Population
in 1950 Year tax Tax rate

Sales tax
collections

Total tax
collections

Sales tax collections Sales tax
as percent of collections

Sales tax collections
per capita per
one cent of levyCity (thousands) adopted (percent) (thousands) (thousands) total tax collections per capita (dollars)

New York 7,892 1934 3.0 $366,944 $1,308,677 28.0 $46.50 $15.50
Los Angeles 1,970 1946 1.0 39,313 122,465 32.1 19.96 19.96
Washington, D. C. 802 1949 2.0 20,384 143,258 14.2 25.42 12.71
San Francisco 775 1947 0.5 9.469 80,443 11.8 12.22 24.44
Pittsburgh• 677 1947 0.2 3,208 37,890 8.5 4.74 23.70
New Orleans 570 1938 1.0 8,710 24,477 35.6 15.28 15.28
Denver 416 1948 1.0 4,845 31,438 15.4 11.65 11.65
Oakland 385 1946 1.0 6,124 21,492 28.5 15.91 15.91San Diego 334 1946 1.0 6,065 18,195 33.3 18.16 18.16

Total 13,821 465,062 1,788,335 26.0 33.65
• Similar rate is imposed on sales by manufacturers, wholesalers, and professionals.

Source: Commerce Clearing House, State Tax Reporters (Chicago, 1957); U. S. Bureau of the Census, Compendium of City Government Finances in 1957(Washington, 1957), p. 28.

The tax, as presently administered, calls for a
levy of 1 percent on the purchase or exchange
of tangible personal commodities, and a few ser-
vices, at retail. The tax is computed separately
and added to the price of the commodity. The
retailer is specifically forbidden to advertise or
indicate that the tax is assumed or absorbed in
any way. Hence, the tax is a consumer-type tax
and not a "hidden tax" as are many specific
sales taxes.

As distinguished from the State sales tax, the
Denver tax exempts from the base all foods
Other than restaurant meals. This effort to re-
duce the regressive features of the general sales
tax does, however, reduce potential revenues
by an estimated 20 percent.17 Other exemptions
include prescription drugs; personal and other
services except local telephone and telegraph,
gas, electricity, and other heating fuels; articles
sold to manufacturing, processing, mining, con-
struction and railroad enterprises to be used
outside the City; sales to governmental, religi-
ous, and charitable institutions; and sales of
feed, seed, livestock, poultry and other special
farm items."

Municipal Sales Tax in Pueblo. A municipal
sales tax was approved by Pueblo voters in the
1955 general election. Reasons for the introduc-
tion of this tax were much the same as those
noted for Denver, namely rising costs for both
the city and schools and this in the face of an
overworked property base no longer capable of
sustaining both.
Provisions of the Pueblo tax are quite similar

to those for Denver. The tax rate is 1 percent
and the major exemption is food. Unlike Den-
ver, however, Pueblo has a 1 percent use tax.

p. 109.

p. 108.

The latter levys on the privilege of storing, using
or consuming articles of tangible personal prop-
erty purchased at retail from sources outside
the cooperate limits of the city.19

Municipal and State Levies-Interstate Com-
parisons. The imposition of a municipal sales
tax must be made with due regard for compar-
able taxes in other cities but particularly so in
the event that the state itself has a sales tax.
One of the reasons for the limited use of the
sales tax by municipalities in Colorado is the
fact that the State also has this tax. Hence, the
1 percent tax in Denver and Pueblo is a "layered
tax" which, without allowing for differences in
the composition of the tax base, means that the
combined state and local levy amounts to 3 per-
cent.

In other states, municipal rates range from 1/2
to 3 percent but not all of these places are lo-
cated in states where a state levy is imposed.
Thus, for all cities over 250,000 population the
relationships-state and local-are as follows:
(See also Table 20.8).

  Sales tax rates 
City Municipal State" Total

New York 3.0 none 3.0Los Angeles 1.0 3.0 4.0
Washington 2.0 none 2.0San Francisco 0.5 3.0 3.5Pittsburgh 0.2 3.0 3.2New Orleans 1.0 2.0 3.0Denver 1.0 2.0 3.0
Oakland 1.0 3.0 4.0SanDiego 1.0 3.0 4.0

As can be see, the combined Denver and Colo-
rado rate of 3 percent places Denver somewhat
below the four listed California cities but on
the same leval with two cities-New Orleans

"City of Pueblo, Colorado, Retail Sales and Use Tax OrdinanceNo. 2189, Section 20.

"See Chapter VIII, Table 8.4. for state rates.



422

and New York. Only Washington D. C. has a
rate lower than the combined Denver-Colorado
rate. Should, however, either Denver (or the
State) increase rates such action would likely
place Denver near or above the top in this
inter-city comparison group — a distinction
which, in view of the regressivity of the tax
could be regarded as a dubious one at best. This,
of course, is not only a matter which affects
municipal tax policy but one which is equally
applicable to tax policy decisions at the state
level.

Future Outlook for Municipal Sales Taxes in
Colorado. Home-rule cities in Colorado have un-
doubtedly the power to adopt a sales tax. The
likelihood that cities other than Denver and
Pueblo will introduce this tax in the future is
contingent not only on future revenue require-
ments and the potentialities of existing revenue
sources but on possible State action that could,
should the tax be increased by the State, pro-
hibit its use, or restrict larger use by munici-
palities. This possibility is a hazard now faced
by Denver and Pueblo, and all cities are aware
of it. Here state-local fiscal cooperation in tax
policy determination is entirely absent—lack
of which creates uncertainty in tax structuring
by both the state and municipal governments.

The possible loss of business to a non-taxed
community is another factor which tends to
discourage local adoption of sales taxation. Al-
though, as earlier noted, the City of Denver has
lost some business to the suburbs on this ac-
count, it is clear that the attraction of a large
central market has tended to overcome this
development to a high degree.21 However,
smaller communities might find no offsetting
advantage and could be severely hurt. In Some
states, such a limitation could be eliminated by
establishing a centrally administered tax, col-
lected by the state and distributed to the local
communities. However, in Colorado, the con-
stitutional provision that 85 percent of state-
collected excise taxes must be earmarked for
the Old Age Pension Fund would likely pro-
hibit the use of this alternative. Moreover,
aside from this legal stumbling block, it is pos-
sible that communities would be forced under
such an arrangement to accept sales tax reve-
nues even if the revenues were not needed or
in cases where the citizens were opposed to the
tax in principle. The latter would, in this cir-
cumstance, violate local autonomy and home
rule concepts.

Cigarette Tax. Colorado is one among eleven
states (Alabama, Colorado, Florida, Illinois,
Maryland, Missouri, New Jersey, New Mexico,

21Financing Municipal Government in Denver, op. cit., p. 111.

New York, Tennessee and Virginia) which
authorizes cities to levy a tax on cigarettes.22
Some states, however, do not permit a local tax
but instead, as in Minnesota, impose a state
tax which, in turn, is shared with the
municipalities.23

Of the eleven states authorizing local taxation,
extensive municipal use of the cigarette tax
occurs in only four, Colorado being one of
them. Widespread use of the tax by Colorado
municipalities, 37 in all, is probably due to the
failure of the State to utilize the tax—a fact
perhaps attributable in large extent to the con-
stitutional provision that 85 percent of state col-
lected excise taxes must be diverted to the Old
Age Pension Fund.

In 1958 total collections from the local ciga-
rette tax (called an "occupation tax" in Denver
and in a number of other cities in the State)
amounted to $1,612,465. Although varying in
relative importance, revenues have tended to
be fairly substantial in most of the cities and
towns using the tax. As noted in Table 20.9
revenues from this source in 1956 ranged from
a high in Cortez of 42.42 percent of property
taxes levied to a low in Denver of 5.49 percent.
Denver collections of nearly $1 million ac-
counted for approximately 60 percent of aggre-
gate municipal collections in the State.

Further examination of Table 20.9 shows that
present rates imposed by Colorado cities range
from 1 to 3 cents per pack, with the large
majority of cities using a rate of 2 cents. Since
the tax is usually collected by the sale of
stamps to business firms, a discount is usually
given, presumably to cover the cost incurred

in attaching the stamps to the cigarette packs.
In most cases these discounts are 8 or 10 per-
cent. It is of interest that state cigarette tax
discounts average only about 5 percent. An
immediate increase in municipal tobacco taxes
could, of course, be effected by giving less liberal
dealer discounts.

In addition to levying a tax on cigarettes,
the cities generally provide for a tax, via a
license, on cigarette wholesalers and retailers.
Most wholesalers license fees are $5, while
those for retailers range from $1 to $5.24

22Tax Administrators News, December, 1957, p. 133.

23For a complete discussion of the use of the cigarette tax bY
states, see Chapter XVIII.

24Colorado Municipal League, Municipal Non-Property Reve-

nues, April, 1959, pp. 12-13.

(Note: This source shows the results of a survey of approxi-

mately 150 cities in Colorado. Such data as are presented there-

from refer to this number rather than the entire universe or total

unincorporated municipalities in the State.)
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Table 20.9

Cigarette Tax in Colorado Municipalities, 1958

Tax per

Tobacco tax
revenue as
percent of
municipal

Cigarette tax property tax
Municipality• PaCk b revenue revenue.

Denver $.02 $ 993,889 4.75

Pueblo .01 99,523 6.10

Colorado Springs .01 82,501 5.81

Pop. 10,000 to 20,000

Aurora .02 68,683 11.89

Boulder .02 54,997 9.13
Englewood .01 40,207 7.97
Grand Junction .02 40,958 7.69

Trinidad .02 14,251 8.45

Pop. 5,000 to 10,000

Alamosa .02 12,123 12.04

Durango .03 35,483 20.49

Pop. 2,500 to 5,000

Cortez .03 35,960 81.23

Delta .02 11,841 17.50
Gunnison .02 10,328 25.54

Las Animas .02 5,561 11.96

Montrose .02 14,843 16.69

Pop. 1,000 to 2,500

Akron .02 5,540 13.35

Brush .02 10,802 17.64

Glenwood Springs .02 7,927 13.14
Holyoke .02 4,800 17.56

Julesburg .02 6,061 16.32

Limon .02 5,891 10.18
Meeker .02 5,621 19.13
Pagosa Springs .03 3,960 25.52

Paonia .02 2,941 19.39
Rifle .02 8,354 23.09
Saguache .02 1,608 21.80
Steamboat Springs .02 6,834 15.89
Telluride .03 2,691 27.53

Pop. under 1,000

Aspen .02 5,331 11.84

Bayfield .03 942 32.31
Castle Rock .01 1,218 6.63
Naturita .02 3,048 68.88
New Castle .02 827 28.93
Nucla .03 4,434 55.58
Rico .02 N. A.
Walden .02 2,487 17.53

Total 1,612,465

o Cities classified according to U. S. Census of Population for 1950.
b Per package of 20 cigarettes. Rates may vary from these for a larger
sized package.

o Property tax revenues are the levies for 1957 but collectible in 1958
as reported by the State Tax Commission.

Source: Colorado Municipal League, Municipal Non-Property Revenues,
April, 1959.

Special Problems. The cigarette tax, when
used by municipalities, tends to become some-
what competitive. As in the case of the general
sales tax, but on a more limited basis, if a
taxing municipality borders a non-taxing area,
consumers tend to patronize the latter whenever
Possible. A good example of the competitive
nature of the tax is presented in the Denver
Metropolitan Area, where Denver taxes ciga-
rettes at 2 cents per pack, while Aurora and
Englewood undercut this figure by one cent
per pack. The differential may not be sufficiently

great to substantially divert the cigarette busi-
nesses to the suburbs. It does show, in any event,
that a "competitive tax" has potentials that
could importantly distort trade channels to
the advantage of some retailers but at the ex-
pense of others.

Again, as in the case of sales tax, the answer
would seem to lie in a state collected and locally
distributed cigarette tax. But for the same
reasons as noted in the case of a general sales
tax, such an arrangement would likely be de-
feated, even if desirable, by existing constitu-
tional limitations.

Liquor Tax. The origin of the local liquor
tax in Colorado can be traced to the adoption
of the Old Age Pension Amendment in 1936.
Prior to this date the State collected revenue
from an excise tax on the sale of alcoholic bever-
ages and the issuance of licenses to liquor manu-
facturers, wholesalers, and retailers. At the
same time, municipalities imposed a separate
license fee and retained the revenues locally.
In 1938 the Supreme Court ruled that the pro-
visions of the 1936 Old Age Pension Amend-
ment applied to these locally collected and re-
tained license fees.25 Hence, 85 percent of the
locally collected fees had to accrue to the Old
Age Pension Fund. As a part of this ruling,
the court also held that municipalities can
collect liquor license fees only for the State
since regulation of the sale of alcoholic bever-
ages must be performed exclusively by the
State. The effect of this ruling is that muni-
cipalities now retain only 15 percent of the
state liquor license fees they collect which, in
1957, amounted to $98,431.2°

Still faced with the local costs associated with
the sale of alcoholic beverages, municipalities
turned to the Colorado laws which give cities
of the first and second class, and incorporated
towns, the power to license, regulate and tax
business establishments. 27 On the basis of this
law, a number of municipalities proceeded to
impose a license fee on retail liquor dealers,
not as a regulatory but as a revenue measure.
In 1948 the State Supreme Court upheld a
Grand Junction ordinance imposing a local
liquor license for revenue purposes. The court
held that such licenses did not come under the
Old Age Pension Amendment as long as they
were solely for revenue purposes and did not
infringe upon the State's exclusive right to
regulate the sale of alcoholic beverages.28 Fol-
lowing this favorable ruling, municipal adop-
tion of occupation taxes on liquor dealers be-

25Denver v. People, 103 Colorado 573,88 Pac. (2d) 89.

Se Colorado Revised Statutes, 1953, Ch. 139-75-1 and Ch. 139-78-3.

"Colorado Statutes Annotated, 1935, Ch. 163, Sections 69 and 89.

"Post et, al., v. City of Grand Junction, 195 P. (2d) 958.

•
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came widespread. In 1958 52 Colorado munici-
palities collected revenues from such an "occu-
pation tax."22

Current rates of local liquor licenses vary
from $25 to $1,050, averaging approximately
$392. Licenses which allow the sale of liquor
for on-premises consumption tend to carry a
higher rate than those which permit the sale
of liquor for off-premise consumption. Since
the basic rationale for the collection of local
liquor license fees is that the locality incurs
certain added expenses due to the sale of liquor,
the graduation in rates would suggest that a
greater cost results from the sale of liquor for
on-premises consumption than for off-premises
consumption.

The range of rates imposed on various types
of dealers is as follows:30

Type of license

On-premise consumption

Range of rates

$2 -$1,050
Hotels and resturants 2- 1,500
Sale by the drink 2- 1,500
Off-premise consumption 2- 750
Clubs and lodges 2- 400
3.2 Beer outlets 2- 375

The rates imposed by some of the larger
Colorado cities are as follows:31

Colorado Grand
Type of License Pueblo Springs Junction

On-premise consumption $500.00 S350.00 $250.00
Hotels and resturants 500.00 350.00 250.00
Sale by the drink 500.00 350.00 250.00
Off-premise consumption 200.00 350.00 250.00
Clubs and lodges 200.00 140.00 100.00
3.2 Beer outlets 75.00 75.00 100.00

The license rates in the larger cities and towns
tend to exceed the state license fee while the
situation is reversed for the smaller towns.
For example, the locally collected State license
fee for a hotel or restaurant is $325 while
Pueblo and Englewood collect a fee of $500,
and Holly and Aspen collect only $200.

It should be noted that local liquor occupa-
tion taxes have been confined to retailers,
thereby omitting manufacturers and whole-
salers. Although the inclusion of manufacturers
and wholesalers would not provide any signi-
ficant revenue for many cities and towns, it
could be quite important in several of Colo-
rado's larger cities.

Englewood, Aurora and Littleton employ
local liquor taxes, but Denver as yet has not
adopted this revenue source, which it is esti-
mated could enlarge Denver's budgeted income
by approximately $240,000.32

"Colorado Municipal League, Municipal Non-Property Reve-
nues, op. cit., pp. 8-11.

.Financing Municipal Government in Denver, op. cit., p. 173.

Franchise Taxes. A total of 77 municipalities
in Colorado levy a so-called franchise tax on
private utilities. As can be seen from Table 20.3
revenues from this source including income
derived from publicly owned utilities amounted
to approximately $3.4 million or 6.2 percent of
total local collected revenues.33

Franchise taxes are defended on grounds that
they constitute a charge for the privilege of
using streets and other municipal services. In
addition, public utility companies commonly
have a monopoly and the tax is considered a
payment for this right. While these special
taxes tend to be good revenue producers, the
justification for their imposition is not com-
pletely tenable. The singling out of this type
of business for special taxation is somewhat
arbitrary, and more significantly, the tax tends
to result in higher prices for public utility
services and is therefore little more than an
added tax on public utility consumers.

The three types of utilities most frequently
taxed in Colorado are gas, electric, and tele-
phone companies. In addition, a few munici-
palities collect revenues from other public uti-
lities such as closed circuit television, tran-
sit, and telegraph companies.

Three principal methods of taxing public
utilities are employed. The most common is to
charge the company a percent of the gross
receipts which are earned within the city limits.
A second method is to charge a flat rate which
is collected annually or monthly. Another
method occasionally used is to require the utility
to furnish free services to the municipality in
lieu of any special taxes. These methods are
often combined, such as requiring the utility
to provide free services to the municipality as
well as levying a tax on the basis of gross
receipts.

Utility taxes are usually effected through a
franchise, by ordinance (usually as an occupa-
tion tax), or through an agreement between the
municipality and the public utility.

Rates generally range from 1 to 3 percent
of gross receipts. Occasionally, however, a lower
or higher rate is employed, as in Denver where
the rate on telephone utilities is 1/2 percent of
gross receipts, or in Manitou Springs where
the rate on electric utilities is 8 percent of
gross receipts.3

Income From Municipally Owned Utilities.
In addition to franchise taxes imposed on pri-
vately owned utilities a limited number of
Colorado cities derive sizable general fund
income from the operation of municipally owned
utilities. An example is Colorado Springs, which,

"Colorado Municipal League, Municipal Utility Taxes in Colo-
rado, 1958, p. 1.

34/bid.
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in 1956, transferred to its general fund $620,000
from its "Utilities Division in Lieu of Taxes."
This amount represented approximately one-
fourth of the City's total locally collected reve-
nues. Other cities drawing heavily on "profits"
from publicly owned utilities, as shown by 1956
transfers to the general fund, are Boulder ($40,-
000) ; Fort Collins ($57,000) ; Lamar ($66,000) ;
Longmont ($185,590) ; and Loveland ($100,000).35

Aside from the rationale of socialization upon
which revenue collections in these cases are
premised, it should be noted that, in effect,
municipalities are taxing the user of a specific
service to cover general costs of government.
As such the collection becomes a consumer tax
with a feature that tends to defeat the idea
of socialized benefits equitably distributed.

To some a preferable policy would be to
provide utility services at cost thus giving the
benefit to those who use the services rendered.
This would also obviate the hazard of paying
out capital for general use because of a possi-
ble inadequate depreciation and maintenance
policy.

Proponents of general fund financing from
profits of publicly owned utilities argue, how-
ever, that "general costs" are involved in oper-
ating a publicly owned utility and to ignore
this fact would be unfair to the general tax-
payer. Hence an "in lieu" tax is equitable and
justified. However, when the "in lieu" tax is
clearly excessive the rationale of such a charge
must obviously rest on some other basis. Here
presumably "expediency" and "productivity"
would constitute the major reasons advanced.

Licenses and Permits.36 Receipts from li-
censes and permits are generally classified as
"non-tax" revenues. While taxes are a com-
pulsory contribution levied and the revenue
spent for the general welfare without regard
to benefits for particular individuals, non-tax
revenues are characterized by the more or less
voluntary choice on the part of the individual
as to whether or not he will receive the benefit
and pay for it.37

Use of licenses and permits by Colorado
municipalities varies widely. In general, how-
ever, permits are usually confined to building
permits while licenses take the form of specific
occupation taxes. In addition, a few munici-
palities employ a general occupation tax re-
quiring all business firms to purchase a license.

,6From audit reports of individual cities.
'Unless otherwise indicated, data presented in this paragraph

are from Colorado Municipal League, Municipal Non-Property
Revenues, op. cit.

87William H. Anderson, Taxation and the American Economy
(New York: Prentice Hall, Inc., 1951) , pp. 488-89.

Although most license fees are levied primarily
for revenue purposes, regulatory objectives are
occasionally involved. The most common types
of business licenses are discussed below.

Amusement Machines. Juke boxes and pin-
ball machines are the most frequently regulated
amusement machines. Approximately 50 Colo-
rado municipalities levy a license fee on this
type of business.
Operators and dealers are usually differ-

entiated and licensed separately, with the fee
generally higher for the operator. In addition,
a fee is usually charged on a per machine basis.
The most common fee is $10 per machine, al-
though a substantially higher rate is occa-
sionally employed.

Auctioneers. Approximately 30 municipali-
ties regulate auctioneers through licensing.
Annual fees vary from $5 to $200, with a fee
of $25 being the most common. Some fee sched-
ules also include a per day rate for auction
firms which do not operate on a continuous
basis. These fees vary from $1 to $25 per day,
the most common fee being $5 or $10. Occa-
sionally auctioneers handling new merchandise
and transient auctioneers are differentiated and
required to pay a higher fee.

Barbershops. Barbershop licenses are re-
quired in 8 communities. An annual flat fee is
usually charged which varies from $1 to $20.
Rates are also based on the number of chairs
used.

Billiard Halls. Billiard hall licenses are re-
quired in virtually every community in Colo-
rado. Rates are usually on an annual flat-rate
basis with an additional fee for each table used.
Annual fees average $25 while table fees range
from $5 to $60 for the first table and $5 to $30
for other tables.

Builders and Contractors. Approximately 15
cities require contractors to purchase a license
while about 40 communities require electricians
and plumbers to purchase a license. A carpen-
ter's license is also required in several cities.
License fees for limited contractors range

from $10 to $50, while the fees for unlimited
contractors range from $25 to $100. Electricians'
fees average $35, and plumbers' fees $12. An
additional fee is occasionally charged electri-
cians and plumbers on the basis of whether
they are masters or journeymen.

Carnivals and Circuses. Carnival and circus
licenses are required in about 40 Colorado cities,
with rates varying substantially. The most com-
mon rates are $25 or $50 per day, although a
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substantially higher rate is occasionally em-
ployed, as in Denver which has, a rate of $200
per day.

Dance Halls. Dance hall licenses are re-
quired in about 30 cities. Rates are based on
daily and/or yearly rates. These licenses pro-
duce little revenue and are primarily for regu-
latory purposes.

Gasoline Stations. Gasoline station licenses
are required in 9 communities. In most cases
annual fees are based on the number of pumps.
The fee schedule (first pump) ranges from $5
to $25.

Pawnbrokers. Pawnbroker licenses and fees
are collected in 18 communities. Rates range
from $25 to $400 annually, with the larger
amount applicable to Denver and Boulder.

Photographers. Photographers are required
to purchase a license in 27 communities. Per-
manent photographers are frequently differ-
entiated from itinerant photographers, with a
higher rate being employed for the latter.
Annual rates for permanent photographers vary
from $5 to $50, while rates for itinerant photo-
graphers are generally $5 or $10 per day.

Theaters. Theater licenses are required in
42 communities. Annual flat rates are usually
employed and vary substantially. Rates of $50
to $200 are common in the larger cities, while
lower rates are generally employed in the
smaller towns.

Trailer Courts. Trailer court licenses are
required in 26 communities. Fees are usually
on an annual basis with a charge for each trailer.
Annual fees vary from $2 to $100, while trailer
changes range from $2 to $20 per trailer.

Court Fines. Fines, fees, and forfeits are
voluntary and involuntary payments to the
municipalities for services rendered through the
courts. The rationale for the use of fines and
fees is primarily to cover the expenses incurred
by the courts, although many fines are punitive
in nature. Traffic court fines, however, fre-
quently offset deficits incurred by other courts.
In Denver, for example, revenue from traffic
fines carries the "burden" of Denver's total
court costs—county, district, municipal, and
juvenile."4

Court fines for all cities accounted for $2,-
757,000 in 1956, or over 5 percent of total local
revenues (Table 20.3). It should be pointed out,
however, that the expenses incurred by the
courts often exceed revenues, and the revenues
from court fines are therefore not available for
general revenue purposes.

,'Financing Municipal Government in Denver, op. cit., pp.
131-132.

Parking Meters. As shown in Table 20.10
revenues from parking meters have become in-
creasingly important in recent years. Currently
twenty-five municipalities in the State have
parking meter charges which in 1956 amounted
in the aggregate to $1,174,000 or slightly over 2
percent of total local revenues. (See Table
20.3.)

Although parking meters involve a sizable
original cost, as well as installation and main-
tenance expenses, they are nevertheless a fair
revenue producer. However, the justification
for parking meters is that they are regulatory
in nature and are closely related to the subject
of traffic control.

Interestingly, parking meters have become
somewhat competitive in nature. Denver, for
example, receives substantial revenues from
this source while Englewood and Aurora do not
utilize meters at all. As traffic becomes more
congested and municipal revenue needs con-
tinue to grow, the use of parking meters will un-
doubtedly increase.

Table 20.10

Receipts from Parking Meters, Selected Cities
in Colorado, 1949 and 1956

City 1949 1956

Denver $366,300 $ 403,728
Pueblo 82,614 125,270
Colorado Springs 101,096 171,136
Boulder 25,834 51,914
Fort Collins 34,711 32,575
Grand Junction 50,224 70,470
Greeley 44,788 66,322
Trinidad 15,263 18,385
Loveland 7,701 20,565
Sterling 23,199 15,858
Alamosa 6,615 13,957
Lamar 6,643 7,627
Fort Morgan 0 20,211

Total 764,988 1,018,018

Source: Audit reports of individual cities.

Alternative Municipal Revenue Sources. The
municipal income tax, wheelage taxes, and re-
fuse collection fees have gained a certain popu-
larity in other states. While the first two are
not utilized by Colorado cities and the last on
a limited basis only, the growing needs of muni-
cipalities for additional revenue may necessitate
considering these sources in the future. For this
reason, a brief discussion of these revenue
sources as they are found in cities throughout
the country is presented below.

Municipal Income Tax. The municipal in-
come tax, as it is generally employed, is a levy
on the gross income of residents, and the in-
come of non-residents which is earned within
the taxing jurisdiction. Provisions allowing
for personal exemption and deductions are
uncommon.
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In 1955, an income tax was imposed by 48
municipalities with populations over 10,000, and
about 350 other local units of government."
The majority of these jurisdictions were in
Pennsylvania where boroughs and school dis-
tricts as well as cities enjoy the power to tax
income. In addition, 16 cities in Ohio, 4 cities in
Kentucky, and 1 city in Missouri employed a
tax on income.

Several advantages have been attributed to
the income tax as a local source of revenue.
Since it is usually based on gross income, sub-
stantial amounts of revenue can be effected by
the imposition of relatively low rates. Another
advantage is that the tax requires suburban
citizens to contribute a part of the revenue
needed to finance services which they enjoy by
working in the city.

The tax is criticized on the basis of adminis-
trative complexity and evasion possibilities.
Since all forms of income cannot be subject to
withholding, some income undoubtedly escapes
reporting. The major criticism of the tax is
that in practice it tends to be regressive. Certain
types of property income are often excluded,
exemptions and deductions are uncommon, and
a proportional rate is usually employed. The
tax, however, need not be used in a regressive
manner. Exemptions and deductions could be
allowed and a progressive rate structure could
be used. Were the tax employed in such a
manner, the smaller base would necessitate
higher rates to effect the same revenue. If
taxpayers are more concerned with tax rates
than with tax bases, this procedure might be
unpopular. Even if exemptions and deductions
are not allowed and a proportional rate struc-
ture is used, the tax is still probably less re-
gressive than other local sources of revenue.

The Colorado Supreme Court recently ruled
that municipalities in Colorado do not have
the power to levy a tax on incomes. Considering
the advantages attributed to the tax and the
growing municipal revenue needs, however,
enabling legislation may eventually be enacted
which will permit the use of this local source
of revenue.

Wheelage Taxes. Wheelage taxes are local
levies on motor vehicles using city streets. Com-
monly a flat rate per vehicle or a fee based on
weight or horsepower is charged.

This local source of revenue is employed by
134 cities with populations over 10,000 and
several hundred smaller cities in 12 states.
Three-fourths of the larger cities in the group
are located in Illinois, Missouri, Virginia, and
North Carolina.40

"Table 20.7 and Report of the Minnesota Tax Study Committee
(Minneapolis, 1956), p. 490.
'Report of the Minnesota Tax Study Committee, op. cit., p. 504.

The justification for the local taxation of
motor vehicle#is based on the benefit principle.
Since automobile and truck operators derive
special benefit from the city streets, it is
argued that they may be called upon to make
a contribution to the cost and maintenance of
these facilities. Consistent with this rationale
is the common practice of earmarking the pro-
ceeds from wheelage taxes for the support of
expenditures on streets and city access roads
or traffic control functions. Only occasionally
are the proceeds available as general revenue.

Wheelage taxes have been criticized on the
grounds that they involve double taxation be-
cause motorists are subject to a variety of fed-
eral and state taxes related to the ownership
of motor vehicles. In addition, it is somewhat
untenable to contend that only the motoring
public receives benefits from city streets.

Another complaint against the tax is that it
is difficult to enforce, especially if rates are
more than moderate. To overcome this latter
difficulty, local administration is occasionally
related to state registration programs. Some
cooperation between taxing jurisdictions would
appear to be a prerequisite to effective admini-
stration of these taxes.

Although local vehicle taxes involve certain
theoretical and administrative problems, they
have achieved considerable popularity in some
states and may become more widely utilized
in the future.

Refuse Collection Charges. Approximately
310 cities in the country with populations over
10,000 impose a fee or charge for the collection
of refuse from residences and business concerns.
In 1956, the estimated revenue from these
charges was $40 million (Table 20.7).

Commonly, refuse collection is done by the
city and financed from general revenue. Al-
though the imposition of a fee for this service
may be rationalized on the benefit principle,
a more frequent justification is simply the need
for additional municipal revenue.

In practice, there is little uniformity as to
either the base or rates established for refuse
collection. The fee is often confined to garbage
collection but occasionally includes rubbish,
ashes, and other classes of refuse. Charges are
assessed on either an annual or a monthly basis,
though the latter is the more common. Rates
vary from $4 a year in Little Rock, Arkansas, to
90 cents a month in Dallas, Taxas."

While refuse collection charges and similar
fees have been referred to as "nuisance taxes,"
their popularity may continue to grow unless
cities find alternative revenue sources to meet
their growing needs.

.1Financing Municipal Government in Denver, op. cit., p. 178.
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State Payments to Local Governments -
General

The practice of transferring state funds for
local use is premised on a series of reasons or
objectives, all of which have, in one degree or
another, played a part in establishing the
rationale of the over-all aid structure found in
any given state. The principal of these may be
listed as follows:

(1) The division of functions between the
state and local governments, desirable as any
given arrangement may be, does not of itself
assure a similar division of financial means to
support governmental functions. Indeed it is
likely that at the local level, where access to
various tax resources are limited, funds will be
short whereas at the state level they may be
more than adequate. As a compromise, a state
may assume more functions or transfer addi-
tional funds to the localities. In practice, where
such imbalance occurs states have followed
either one or a combination of both methods
with no consistent pattern indicated.

(2) State-local transfers are also widely used
because they represent an acceptable way of
influencing local units of government to act in
support of certain statewide objectives. Thus,
the Social Security Act has caused counties, as in
Colorado, to adopt standards of performance
otherwise not possible.

(3) Transfers or grants have been adopted in
order to equalize the level of service offered by
communities with gross differences in tax-pay-

ing capacity. Thus, it is quite generally recog-
nized that all children in the state should have
the same opportunity to achieve a basic mini-
mum level of education. A similar concept
attaches to the provision for public welfare such
as the care of the aged, dependent children and
related social service functions.

(4) Grants-in-aid are also justified on grounds
that certain services provided by local govern-
ments benefit persons other than those who con-
tribute directly to their tax support. Thus, in the
case of public highways and schools the interest
and benefits received are statewide. This being
so, it is held that over-all state support is called
for as a partial compensation to the communities
for direct costs incurred.

(5) In some cases certain taxes cannot be
effectively administered at the local level al-
though the proceeds therefrom "belong" to the
communities. Here state administration is called
for with appropriate returns made on some
equitable basis. An example in Colorado is the
specific ownership tax "Class A" which is a levy
on commercial vehicles allocated to counties in
proportion to the distance travelled by such
vehicles within each county.

(6) Finally, grants-in-aid are used as a device
for meeting rising costs of certain locally ad-
ministered governmental service thus relieving
the strain upon a heavily burdened local proper-
ty tax. This is supported on grounds that, unlike
the state, most local units have no alternative to
the property tax.

Table 20.11

State Payments to Local Governments, by Functions, Eleven Western States, 1956

State Education
Public
welfare Highways

Amount (thousands)
All other

Total
State aids

Total State
expenditures

Colorado $ 20,832 $ 68,488 $15,101 $ 2,107 $ 106,528 $ 222,866
Utah 23,957 0 2,817 1,523 28,297 102,874
Idaho 10,252 0 6,573 1,943 18,768 80,542
Montana 12,375 307 0 855 13,537 87,266
Wyoming 12,906 3,539 2,010 2,761 21,216 60,408
New Mexico 43,011 o 2,998 1,143 47,152 144,736
Arizona 23,693 0 5,611 18,338 47,642 144,105
Nevada 7,411 o 1,772 1,057 10,240 43,076
Washington 100,218 0 23,996 26,430 150,644 435,671
Oregon 38,295 867 20,246 3,253 62,661 234,079
California 515,038 305,257 96,229 140,173 1,056,697 2,043,353

PercentofTotal State Expenditures
Colorado 9.35 30,73 6.77 0.94 47.79 100.00
Utah 23.29 0.00 2.74 1.48 27.51 100.00
Idaho 12.73 0.00 8.16 2.41 23.30 100.00
Montana 14.18 0.35 0.00 0.98 15.51 100.00
Wyoming 21.36 5.86 3.33 4.57 35.12 100.00
New Mexico 29.72 0.00 2.07 0.79 32.58 100.00
Arizona 16.44 0.00 3.89 12.73 33.06 100.00
Nevada 17.20 0.00 4.11 2.46 23.77 100.00
Washington 23.00 0.00 5.51 6.07 34.58 100.00
Oregon 16.36 0.37 8.65 1.39 26.77 100.00
California 25.20 14.94 4.71 6.86 51.71 100.00

Source: U. S. Bureau of the Census, Compendium of Stare Government Finances in 1956.
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State Payments to Local Governments
in Western States

On the basis of 1956 Census data, as shown in
Table 20.11, state government in Colorado paid
a total of approximately $106.5 million to local
governments on programs for education, wel-
fare, highways and miscellaneous other locally
administered programs. This amount accounted
for 47.8 percent of the State's total expenditures
- a ratio exceeded by only one other state,
California. Further examination of Table 20.11
shows, however, that 6 states make no grants to
local government for public welfare. That is to
say, in these instances the state paid the whole
cost of the welfare program directly rather than
through the county treasurers as in Colorado
and California. Hence the over-all ratios for
both these states are magnified to that extent.
Differences in financial administration are also
apparent in the case of highway programs which
in the case of Montana shows no state-local pay-
ments on this account.

For comparative purposes more reliable data
are indicated for aids to education. Colorado,
with a ratio of 9.35 percent of total state expen-
ditures directed to public school aid, places last
in the comparison group of eleven Western
States which is led by New Mexico with a ratio
of 29.7 percent. Colorado's comparative position
in the West is further indicated in Table 20.12
which shows state aids on a per capita basis. It
will be seen that Colorado with a per capita
figure of $12.92 again places last in the eleven-
state group with New Mexico in a leading posi-
tion with a per capita total of $52.77.

Table 20.12

Per Capita State Aid for Education
Eleven Western States

1956

State Per capita' Rank

Colorado $12.92 (11)
Utah 29.50 (6)
Idaho 16.40 (10)
Montana 19.40 (9)
Wyoming 40.20 (2)

New Mexico 52.77 (1)

Arizona 22.41 (7)
Nevada 30.00 (5)
Washington 37.58 (4)

Oregon 22.29 (5)
California 38.34 (3)

• Based on population estimates as of July 1,1956, as presented in U.S.
Department of Commerce. Survey of Current Business, August, 1958,
p. 13.

Source: Adapted from U. S. Bureau of the Census, Compendium of
State Government Finances in 1956.

State Payments to Local Governments
in Colorado

Table 20.13 presents in detail aggregate state
payments to local units of government in Colo-

rado for 1957.42 As will be observed, the total
state-local transfer amounted to $111.3 million of
which $32 million - channeled mainly through
the State Treasury - came from the federal
government and the remainder or $79.3 million
consisted of state collected but locally shared
taxes and grants from general state revenues. In
all cases the moneys distributed were dedicated
to specific functions as required by state or
federal law. The principal function financed was
public welfare which accounted for nearly two-
thirds of the total or 62.5 percent. Other func-
tions in order of relative amounts distributed
were for education, 22 percent; highways, 12.7
percent; and all other, 2.8 percent. Viewed in
terms of class of local governmental unit
receiving funds, the distribution of the total was
as follows: counties 76.1 percent, school districts
22.0 percent, and cities and towns 1.9 percent.

Shared Taxes and Grants-in-Aid

Payments to local units of government are
generally categorized as either shared taxes or
grants-in-aid. By usual definition shared taxes
constitute a transfer of revenue from earmarked
taxes without limitations as to the use of the
funds, while grants-in-aid are payments from
state revenues or from federal grants to be used
by the local governments only for a specified
purpose.43 This definition does not, however,
fit all cases. In Colorado, for example, the state-
collected motor fuel tax is apparently a "shared
tax" and is so called. However, its use is speci-
fied and, in that sense, constitutes (by defini-
tion) a grant-in-aid.

Consistent with state usage of terms, but
recognizing that any classification must be
somewhat arbitrary in any event, the following
will be identified and discussed as shared taxes:
payments from the highway user fund, specific
ownership tax A, motor vehicle penalty assess-
ments, and the liquor tax. All other payments,
mainly for education and public welfare, will
be considered as grants-in-aid.

Shared Taxes in Colorado

In 1957, a total of $14,770,000 was transferred
from the State to cities and counties in the
form of shared taxes (Table 20.13) . Payments
from the highway user fund accounted for $14,-
180,000 or 96 percent of the total. The other
shared taxes (Specific ownership tax A, motor
vehicle penalty assessments, and the liquor tax)
together accounted for the remaining 4 percent,

cUnless otherwise indicated the discussion in this and succeed-
ing sections is based on data for 1957 as distinguished from preced-
ing analysis which, in the main, covered the year 1956.

cHarold M. Groves, Financing Government (fourth edition;
New York: Henry Holt and Company, 1954), pp. 467-468.
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or a total of only $590,000. Hence, a discussion
of shared taxes in Colorado is concerned pri-
marily with payments from the Highway User
Fund.

The Highway User Fund. The receipts from
the motor fuel tax, the gross ton-mile tax, motor
vehicle license fees, and operators' and chauf-
feurs' license fees are ear-marked and accrue to
the Highway User Tax Fund. After admini-
strative costs and the expenses of the highway
patrol have been met, this fund is allocated to
municipalities, counties, and the state highway
fund for designated road and street purposes.
In 1957, the Highway User Fund amounted

to $43,057,000 after administrative expenses had
been met but before the costs of maintaining
the highway patrol and inspection stations
had been deducted. Of this total, revenue from

the motor fuel tax accounted for $32,098,000 or
nearly 75 percent of the Highway User Fund.
The gross ton-mile tax accounted for $5,748,000
(13 percent) and the motor vehicle license fees
for $5,122,000 (12 percent). Operators' and
chauffeurs' fees were relatively insignificant,
amounting to $89,000 or .2 percent of the total.

After deducting expenses of the highway
patrol and the motor vehicle inspection stations
totalling $2,533,000, the net amount of the High-
way User Tax Fund to be distributed to munici-
palities, counties, and the state highway fund
was $40,519,000."

Allocation of the Highway User Tax Fund.
The Highway User Tax Fund is allocated on the
basis of 56 percent to the State Department of
Highways, 30 percent to the counties and 5 per-

4'State of Colorado, Division of Accounts and Control.

Table 20.13

State and Local Shared Taxes and Grants-in-Aid to Local Governments in Colorado
Fiscal Year, 1957
(Thousands)

From From Total from To To school To cities
Tax or grant federal state federal and state counties districts and towns

Shared taxes
Highway user tax fund
Gross ton mile 0 $ 1,900 $ 1,900 $ 1,629 0 $ 271
Motor fuel 0 10,579 10,579 9,068 0 1,511
Motor vehicle license 0 1,673 1,673 1,434 0 239
Operators and chauffeurs

license 0 28 28 24 0 4
Total 14,180 14,180 12,155 0 2,025

Specific ownership tax A 0 375 375 375 o o
Motor vehicle penalty
assessments 0 115 115 115 0 0

Liquor 0 100 100 50 0 50
Total shared taxes 0 14,770 14,770 12,695 0 2,075

Grants-in-aid
Public welfare
Old age pensions $21,021 36,115 57,136 57,136 0 0
Aid to dependent children 4,704 1,343 6,047 6,047 0 0
Aid to needy disabled 2,100 717 2,817 2,817 0 0
Public welfare administration 1,293 1,473 2,766 2,766 0 0
Tuberculosis assistance 0 131 131 131 0 0
Child care 5 232 237 237 0 0
Aid to blind 138 115 253 253 0 0
Emergency 0 191 191 191 0 0

Total 29,261 40,317 69,578 69,578 0 0
Education

Agregate days 0 10,003 10,003 0 $10,003 0
Classroom units 0 11,975 11,975 0 11,975 0
School transportation 0 687 687 0 687 0
Special assistance 0 3 3 0 3 0
Junior colleges 0 308 308 0 308 0
School lunches 1,094 0 1,094 0 1,094 0
Vocational lunches 252 128 380 0 380 0

Total 1,346 23,104 24,450 0 24,450 0
Public health 113 41 154 154 0 0
Other

Federal lands material act 15 0 15 15 0 0
Flood control lands act 18 0 18 18 0 0
U. S. mineral leasing act 892 0 892 892 0 0
Taylor grazing act 21 0 21 21 0 0
Colorado state forest 0 2 2 2 0 0
Forest reserve 316 0 316 316 0 0
Firemens pension 0 600 600 600. 0 0
Policemens pension 0 437 437 437. 0 0

Total 1,262 1,039 2,301 2,301 0 0
Total grants-in-aid 31,982 64,501 96,483 72,033 24,450 0

Grand total 31,982 79,271 111,253 84,728 24,450 2,075
• Reallocated in large part to cities.

Source: State of Colorado, Division of Accounts and Control.
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cent to the cities and towns.45 In fiscal 1957, the
amounts distributed from the Highway User
Fund were as follows: State Highway Fund,
$26,338,166; counties, $12,156,077; and cities,
$2,024,993 (Chart 20.1) .

DISTRIBUTION OF COLORADO HIGHWAY
USER FUNDS, 1957

TOTAL AMOUNT DISTRIBUTED
$ 90, 519,236

TO CITIES
$ 2, 024,993

TO COUNTIES
$12,156,077

TO STATE HIGHWAY
DEPARTMENT
$ 26, 338,166

SOURCE: State of Colorado, Division of Accounts and Control

CHART 20.1

•
The county share of the fund is divided among

the 62 counties according to a formula based
on mileage and vehicle registrations in each
county. Eighty percent of the county share
is apportioned according to county road mileage
adjusted to reflect differences in terrain and
building and maintenance costs. The factor used
for each county ranges from 1 to 3. For example,
Kit Carson County in Eastern Colorado is
designated as a "plains" county and therefore an
adjusting factor of only 1 is applied. Garfield
County, however, is a "mountainous" county
and therefore an adjusting factor of 3 is used.46
The remaining 20 percent of the fund is appor-
tioned on the basis of the registered rural
vehicles within each county. Mileage of state
highways, city streets, and city vehicle registra-
tion are not considered in the allocation of the

"Colorado Revised Statutes, 1953, Ch. 120-12-6, 7, and 8.

4'State of Colorado, Department of Highways, Colorado's An-
nual Highway Report for 1956, p. IX.

county share. For purposes of county allocation,
the City and County of Denver is not considered
a county. 47

The city share of the user fund (or 5 percent)
is allocated on a somewhat different basis.
Eighty percent is distributed on the basis of "ad-
justed" urban vehicle registration. The actual
number of urban vehicles registered in each
municipality is adjusted "to reflect the increased
standards and costs of construction resulting
from the concentration of vehicles in cities and
incorporated places." The adjustment factor
ranges from 1 to 2. Municipalities with an actual
registration of 500 vehicles or less receive an ad-
justment factor of 1.0 while municipalities with
a registration of 185,001 vehicles or more are
given an adjustment factor of 2.0. Municipalities
with registration between these two extremes
are rated accordingly on the basis of a statutory
graduated scale.

The remaining 20 percent of the municipal
share of the fund is allocated on the basis of the
urban mileage which lies within each munici-
pality. State Highway mileage is excluded in
this computation.

Criticism of Highway User Fund Allocation to
Cities. The allotment of only 5 percent of the
user fund to cities has become a major criticism
of the allocation formula. Denver as a city-
county has a special problem in that it receives
funds as a city only.

The case for revising the formula to allow
cities a larger share is based on a series of in-
terrelated arguments. One argument, promi-
nently advanced, is premised on a kind of a
user doctrine that "he who pays should receive."
Thus it is argued that since a larger part of the
user fund is contributed by urban residents,
cities should accordingly participate in the fund
to a degree greater than now obtains. Although
it is difficult to accurately estimate the urban
residents contribution, it is known that approxi-
mately two-thirds of the motor vehicles cur-
rently registered in Colorado belong to city and
town residents.48 Hence, it is not unreasonable
to assume that urban residents account for more
than one-half of the payments into the high-
way fund. From this, it may then be argued
that the 5 percent city allocation represents a
significant inequity in highway user taxation.

A second argument favoring a larger city
share is based on the thesis that relative costs

4 'Colorado Revised Statutes, 1953, Ch. 120-12-7.

"Conrad L. McBride, County Road Administration in Colorado
(Denver: Bureau of State and Community Service, 1958), p. 17.
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of highway construction and maintenance as
between the state, county and cities should be a
consideration in the allocation formula. By
such reckoning, and based on 1956 data, cities in
Colorado are found to have accounted for ap-
proximately 18 percent of all highway and
street expenditures in the State."
Neither of these arguments standing alone car

adequately supply either a theoretical or prac•
tical basis for revising the city formula as it
now exists. The argument based on "so much
paid. . . so much received" relies on the benefit
principle without fully recognizing either bene-
fits received or ability to pay. Nor does the
argument based primarily on the criterion of
"need" add much to the city case.
More substantial, however, is the position

premised on a more realistic interpretation of
the "theory of basic access." In essence this
theory holds that users should bear the costs of
all primary roads while non-users should cover
costs of all access roads. Historically, Colorado
has tended to place the liability for the cost of
state roads on highway users while that of city
streets has been laid largely on the non-user,
that is, by taxation unrelated to the use of
primary highways, such as the property tax.
Historically, also, counties and "county roads"
have tended to occupy a kind of middle posi-
tion being financed by both user and non-user
groups.

Basic access, as narrowly construed in the
past, has however ignored the tremendous
revolution in highway traffic which has in-
creasingly converged on cities. Increasing traffic
congestion has not only become a number one
problem for the cities but has also importantly
affected the use and efficiency of the entire pri-
mary network of the interstate as well as intra-
state highway systems. Under these circum-
stances the city street problem has become one
which can no longer be regarded realistically as
essentially a local problem, but one which de-
serves recognition as being also a State problem
and, therefore, a cost properly assessable to the
highway user. Failure to recognize this, accounts
for the relatively low city share of highway
funds—an anachronism which has and con-
tinues to hurt not only the cities but the entire
transportation system of the State.5°

The Administrative Role of Counties A
second major criticism is indirectly related to
the allocation formula in that it questions the
capacity of the counties to adequately finance
and administer the "county road" system as

',State of Colorado, Highway Department, Annual Report fa,
1956, pp. 11. 23 and 39.

"For further discussion on this point see Chapter X of this
report.

presently constituted. In effect this argument
calls for an extension of state administration to
encompass a larger responsibility for county
roads with county participation in the highway
fund modified accordingly. A recent definitive
study on county road administration in Colorado
by Professor Conrad L. McBride of the Univer-
sity of Colorado presents the case for reorgani-
zation along these lines as follows:

In summary, certain important facts
emerge clear and unequivocal. First, the
costs of maintaining an adequate system of
county highways and roads is now and will
be an excessively expensive obligation upon
many of our counties. This is owing in part
to the fact that county road responsibilities
bear no relationship to the relative capacity
of the counties to meet the financial require-
ments involved in providing an adequate road
system. Basically, the counties were organ-
ized at a time when the motor car was a
myth, not a standard of transportation. Con-
sequently, counties were not established with
modern road problems in mind . . .

Second, the major financial burden for de-
veloping and sustaining the road system in the
state devolves upon the taxpayers and high-
way users in the urban areas of the state.
While it is not unusual for governments to
redistribute wealth through tax devices,
neither is it inappropriate nor unusual for
those who contribute the major share of the
funds to insist upon effective accountability
and efficient administration of public pro-
grams. Since the state, in this case, is the col-
lecting and redistributing agency, it inevita-
bly assumes primary responsibility for pro-
tecting the interests of those upon whom the
financial burden falls . . .

The third fact is that the organizational
structure of county government is not well
adapted to road administration. While it is
true that the three electoral districts in the
counties may provide for strong local control •
over the members of the board, it is also true
that such local control frequently results in
fragmentation of programs and lack of coor-
dination among the commissioners. Moreover,
local controls tend to abridge and frustrate
the basic non-local considerations which are
equally deserving of recognition by the
board.

The present organization also facilitates the
depositing of authority and responsibility
over technical or professional matters in the
hands of laymen. To be sure state statutes
provide for the appointment of trained, com-
petent, professional supervisors to administer
road affairs in the various counties; but, the
flexibility of the statutes has permitted many
boards of commissioners to ignore statutory
intent and to proceed under systems which
reject the very premises of professionaliza-
tion.

Finally, the present system is such that
city-county cooperation and county-county
cooperation is virtually non-existent, and
county-state coordination often becomes in-
volved in excessive negotiation and red tape.
In this connection perhaps the strongest argu-
ment against current arrangements at the
county level is that boards of commissioners



433

almost never recognize any responsibility to
residents of municipalities in road matters.
By direct assertion, fortified by a variety of
data, county spokesman have affirmed the
author's contention that most county roads
are genuinely part of the state road system.
These affirmations have been in evidence
primarily as arguments for increased state
financial aid to the counties. Secondary evi-
dence is revealed by the fact that Colorado is
a favorite haven for tourists who seek to
explore many of the out-of-the-way places in
the state, and also by the fact that sportsmen,
both resident and non-resident, make enorm-
ous use of rural roads during summer and
autumn months. There can be little doubt
that the state as a whole benefits from tour-
ism and the wanderlust of sportsmen. But,
good roads are vital to the continued growth
of both of these activities. Economy and effi-
ciency are, therefore, of first priority impor-
tance. . .

Since the basic functions of counties lie
mainly in the category of ministerial services
performed at the local level in behalf of the
state, since the great bulk of operating reve-
nues in many counties are state distributed
funds, and since many of these same counties
exhibit neither the capacity nor the desire to
maximize efficiency and economy in the road
field, we are led to the conclusion that the
state has an undeniable obligation to remove
responsibility for all "state roads" from the
jurisdiction of counties as they are presently
constituted.51

The case for local autonomy is stressed in
opposition to any change of the present system.
Many problems, it is argued, are local in nature
and should be dealt with locally without undue
supervision and interference from the State.

Although it is beyond the scope of this report
to fully analyze the preceding arguments, there
is evidence that the present system of financing
is costly and, in part, needless. The essential
question which must be answered is how high
a price are the people willing to pay for the
degree of local autonomy which the present
system affords.

Specific Ownership Tax "A." The specific
ownership tax "A" is a state collected levy on
commercial carrier vehicles. The revenues from
this tax are returned "to the counties in propor-
tion to the distance traveled across each county
as compared with the total distance of the route
within the state of Colorado."52 This procedure
of state collected levies being returned to the
counties is due to the fact that carrier vehicles
seldom confine their operations to one county.
Hence, there is a need for some type of alloca-
tion mechanism.

In determining the amount to be paid by
each Class A taxpayer, the Tax Commission

"Conrad L. McBride, County Road Administration in Colorado,
Op. cit., pp. 37-39.

52Colorado Revised Statutes, 1593, Ch. 13-5-5.

takes into account the length of time for which
the vehicle is operated in intra-or interstate
commerce and the total number of miles of
operation. Consideration is also given to any
reciprocal agreements between Colorado and
other states which relate to property taxation of
motor vehicles.

Table 20.14 shows the rates and bases that are
utilized in levying the tax. It will be noted that
the rate remains constant (3 percent) while
the base decreases with the passage of time. In
addition, the base is expressed as a percent of
"established tax value" which is, in turn, a
percent of actual value.

Table 20.14

Specific Ownership Tax "A" Schedule of
Rates and Bases, Colorado, 1958

Period
Tax rate
(Percent)

Legal value
(Percent of estab-
lished tax value) •

Tax rate
as percent
of original

value

1st year 3 70 1.575

2nd year 3 50 1.125

3rd year 3 40 0.900

4th year 3 30 0.675

5th year 3 15 0.338

6th year 3 15 0.338

7th year 3 15 0.338

8th year 3 15 0.338

9th year 3 15 0.338

Thereafter

• Established tax value is 75 percent of delivered price of vehicle, state
and local taxes excluded.

b Minimum of 81.50.
• Value to be determined by State Tax Commission in accordance with
market value, not to exceed 15 percent of established tax value.

Source: Colorado Revised Statutes, 1953, Ch. 13-5-5.

In 1957, $375,000 was returned to the various
county road funds from the state collected
specific ownership tax "A".53

Motor Vehicle Penalty Assessments. Vehicle
penalty assessments include the receipts col-
lected from certain highway traffic violations.
These fees are applicable only when another
penalty is not provided for and do not apply to
any violation which is tried in a court.54 The
recipient of a ticket involving these violations
pays the specified amount to the State Revenue
Department. These moneys are paid to the State
Treasurer, who in turn pays "one-half of the
receipts to the state highway fund and one-
half to the county treasurer of the county in
which the violation took place."55

"State of Colorado, Division of Accounts and Control.

"Colorado Revised Statutes, 1953, Ch. 13-4-132.

"Colorado Revised Statutes, 1953, Ch. 13-4-133.
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Receipts from vehicle penalty assessments are
a relatively unimportant source of county reve-
nue, amounting to a total of only $115 thousand
in 1957 (Table 20.13) .

Liquor License Fees. Two state license fees
are collected from each liquor retailer in Colo-
rado. One fee is collected and retained by the
State while another fee is collected by the muni-
cipalities, or by the counties if the retailer is
located outside the corporate limits of a munici-
pality.'" In accordance with the Old Age Pension
Amendment, 85 percent of the locally collected
license fees accrue to the State Welfare Fund,
while the remaining 15 percent is retained by
the municipalities and counties.57 Since these
revenues are shared by the State and cities and
counties, they may be classified as shared taxes.
However, it will be noted that the fees resemble
a "shared tax in reverse" since they are collected
locally and shared with the State rather than the
more common procedure of the state collecting
the fees and sharing them with the local units
of government.

The rates of locally collected liquor license
fees vary depending on the type of retailer
involved. The annual amount of these fees range
from $325 for a hotel or restaurant to $100 for
a private club (Table 20.15) .

Table 20.15

State Liquor License Fees, Colorado, 1959

Type of business
State license fee collected by

State City County •

Manufacturer-liquor $1,000 $ 0 $ 0
Manufacturer-beer 250 0 0
Wholesaler-liquor 1,000 0
Wholesaler-beer 500 0
Retail liquor store 50 150 250
Drug store 50 150 250
Beer and wine only 25 150 250
Hotel and restaurant 25 325 325
Club 25 100 100

• Applicable only if retailer is located outside city limits.

Source: Colorado Revised Statutes, 1953, Chapters 75-2-17, 75-2-18,
75-2-19,75-2-20,75-2-21 and 75-2-23.

While the State collects a fee from liquor and
beer manufacturers, and wholesalers, locally
collected licenses are confined to various types
of retailers.

Due to the fact that 85 percent of the locally
collected fees are constitutionally allocated to
the State, they represent an unimportant local
source of revenue. The total state liquor fees

• The state license fee collected by municipalities or counties is
not to be confused with the occupation liquor license fee collected
by some Colorado cities.
"For additional discussion of the effect of the pension amend-

ment on local liquor taxes see the previous section of this chapter
concerned with local non-property sources of revenue and the
chapter on the state liquor tax.

collected by cities and counties and the respec-
tive state and local shares are shown in the fol-
lowing tabulation.58

Year Total revenue State share Local share

1954 $650,000 $552,500 $97,500
1955 656,135 557,735 98,400
1956 658,225 559,493 98,732
1957 656,206 557,775 98,431

It can be seen that revenues of approximately
$98,000 when divided among 63 counties and
over 200 municipalities, result in a small amount
for each recipient. For example, the following
tabulation shows the amounts received by sev-
eral selected cities in 1957:5°

Denver
Pueblo
Colorado Springs
Grand Junction
Trinidad
Durango
Lamar
Englewood
Loveland

$27,066
5,948
2,021
1,159
1,624
994
498
608
218

The present system by which the State re-
ceives 85 percent of the locally collected state
license fees has been criticized on the grounds
that local units of government incur a substan-
tial cost due to the liquor business and they
should therefore be allowed to retain a larger
share of the fees they collect. Although there is
merit to this argument, the State's share is, in
any event, constitutionally determined under
the present system. Hence, it appears that cities
will have to rely on local occupation taxes to
help pay the additional costs associated with the
liquor business or seek the passage of a constitu-
tional amendment exempting certain license
fees from the old age pension earmarking.

Grants-in-Aid in Colorado

In 1957, a total of $96 million was transferred
from the state to local governments in the form
of grants-in-aid (Table 20.13). Functionally and
on a relative basis this total was distributed as
follows: welfare, 72.1 percent; education, 25.3
percent; and all other 2.6 percent. Of the total
amount, also, 33.1 percent came from federal
sources (mainly by direct grants to states) and
the remainder or 66.9 percent from the State's
own resources—the distribution by major func-
tional groups being the following:

Function
Source of funds—percent of total
Federal State Total

Welfare 42.0 58.0 100.0
Education 5.5 94.5 100.0
All other 56.0 44.0 100.0

Total 33.1 66.9 100.0

••Annual Reports of the Colorado Liquor License Division.
••Colorado Municipal League, Municipal Non-Property Reve-

nues, April, 1959, pp. 6-9.
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Worthy of note is the fact that aid for educa-
tion is primarily a state-financed function and,
therefore, subject to little, if any, federal deter-
minations. In contrast, welfare is, and will un-
doubtedly continue to be, a program importantly
assisted (and controlled) by the Federal govern-
ment.

Public Welfare.6° State payments (from fed-
eral and/or state funds) for welfare cover the
following individual programs: (1) old age pen-
sion, (2) aid to dependent children, (3) aid to
the blind, (4) aid to needy disabled, (5) child
welfare, (6) tuberculosis hospitalization, and (7)
administration. Not included as an aid program
is "general assistance" which is financed ex-
clusively by the counties. Apart from this pro-
gram, the financing of welfare in Colorado is
a responsibility variously shared by the federal,
state and county governments depending upon
the program in question. By formula, the com-
bined federal and state shares compared with
county participation is as follows:61

Program

Old age pension

Aid to dependent children

Aid to blind

Aid to needy disabled

Child welfare

Tuberculosis hospitalization

Administration

Federal- County
State share participation
(Percent) (percent)

100 0

80 20

80 20

80 20

50 50
50 50
80 20

The application of this formula to welfare ex-
penditures in 1957 is shown in Table 20.16.62
This presentation is somewhat more revealing
since it gives a breakdown of the contributions
to the individual programs by each of the three
governmental units-federal, state and local.
It will be observed that Colorado's total wel-
fare expenditures, amounting to $81 million in
1957, were covered by federal funds to the
extent of 38.1 percent, while the state and local
contributions were 52.4 percent and 9.5 percent,
respectively.

With the exception of old age pensions, which
are paid entirely out of state and federal funds,
all other welfare aids require some outlay by
the counties. Although direct payments to bene-
ficiaries from state and federal funds are made
by the counties, basic administrative policy rests
with the State.

"On this subject see also Chapters III and XIX.

"The formula presented is from State of Colorado, Department
of Public Welfare, Colorado Public Welfare Fiscal Report, 1956-
1957, p. 7.

"See also Chapter XIX, Table 19.5.

Table 20.16

Expenditures for Public Welfare, by Programs
and Sources of Funds, in Colorado

Fiscal Year, 1957

Program

Total
expendi-
tures
(thou-
sands)

Source of funds (percent)
Total Federal State County

Old age pension $57,475 100.0 37.0 63.0 0.0

Aid to dependent
children 7,992 100.0 59.4 18.3 22.3

Aid to blind 336 100.0 39.9 37.5 22.6

Aid to needy disabled 3,702 100.0 57.0 20.6 22.4

Child care 552 100.0 1.1 46.0 52.9

Tuberculosis hospital-
ization 473 100.0 0.0 50.0 50.0

General assistance 3,497 100.0 0.0 0.0 100.0
Total 77,027 100.0 38.2 52.7 9.1

Administration

County departments 3,567 100.0 36.8 43.9 19.3
State department 567 100.0 41.3 58.7 0.0

Total 4,134 100.0 37.4 45.9 16.7
Grand total 81,161 100.0 38.1 52.4 9.5

Source: State of Colorado, Department of Public Welfare, Colorado
Public Welfare Fiscal Report, 1956-1957, p. 41.

The various titles of the Social Security Act,
creating the so-called "categorical aids," each
require that if a program is administered by the
local units of government, it becomes uniformly
mandatory upon them. State law which em-
bodies federal conditions of administration
therefore dictates the basic outlines of the
public assistance programs and the counties
are to a significant extent merely administrative
agents for the State and Federal government.
Thus, any person applying for public assistance
via a duly constituted county welfare depart-
ment may, if such application is denied, appeal
to the State Welfare Department. A ruling for
or against the appellant would, in any event, be
binding upon the county.

Viewed in this light, the welfare program at
the county level is not so much a county pro-
gram supported by state and federal aid but
rather a state-federal program supported by
state, federal and, in most cases, by county
funds. This distribution is important since it
points to the very narrow limits within which
counties have any freedom of choice.

Old Age Pensions. As noted earlier, Colo-
rado's pension program is one of the most liberal
in the country." For fiscal 1957 the average
monthly amount paid was $82.36 per eligible
person over 65 years of age. This figure placed
Colorado in the 6th leading position among the
states. To make such payments possible (includ-
ing payments to eligible persons in the age
bracket from 60 to 65-a program financed by

630n this and other aspects of the pension program see again
Chapter III.
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the State exclusively) the State provided funds,
mainly from the sales tax, in the amount of
$36 million to which the federal government
added $21 million according to the following
formula: 64

80% of first $30 paid to each recipient 65 years
of age and older

50% of next $30

50% of medical care expenses not to exceed
$3 per month per person

50% of administrative expenses.

Thus, for 1957 a grand total of $57 million
was paid out for old age pensions in Colorado.

Effective as of January 1, 1957, an amendment
to the State Constitution fixed a "basic minimum
award of $100 monthly"65 and, in addition, pro-
vided for a health and care program for eligible
pensioners fixed at a yearly maximum cost of
$10 million.

The administration of the program as a whole
is essentially a responsibility of the State
Department of Public Welfare although pay-
ments are made through each of the 63 county
welfare departments. Thus, the latter serve
simply as arms of the State making no financial
contribution to the program as such. However,
the counties are required to cover 20 percent of
administrative costs for all state-federal sup-
ported welfare programs.

Aid to Dependent Children. The "ADC" pro-
gram is contained in Title IV of the Social
Security Act and provides federal aid, the terms
being that the federal government will pay $32
to the relation with whom the dependent child
lives; $32 for the first dependent child and $23
for each other dependent child; and medical
care payments not to exceed $3 per adult aided
(with whom the child lives) and $1.50 per child.
Federal aids plus state funds are then used to
reimburse the counties up to a maximum of
80 percent of their reported needs based on fed-
eral-state standards of dependence..

In 1957, aid to dependent children amounted
to $8 million of which the federal-state-county
contributions were $4.7 million, $1.5 million, and
$1.8 million, respectively.

The extent of need is evidenced by 1957 data
reported by the State Department of Public wel-
fare" which shows that, on the average, 12.03
families out of every thousand in the State
were recipients of aid. For Denver, which ac-

"On this see also Chapter XIX.

"This figure is subject to upward adjustment contingent on a
cost of living factor.

'State of Colorado, Department of Public Welfare, op. cit.

counted for slightly over 40 percent of the aver-
age monthly case load, there were 14.3 families
in every thousand who received aid.

For 1957, also, the average monthly payment
per family was $112.20 for the State as a whole
or a cost of $4.94 per capita for the year.
Highest cost per capita was in Huerfano County
at $17.20. Denver County's cost was $6.61 per
person living in Denver.

Aid to Blind. Title X of the Social Security
Act provides federal aid for the needy blind on
terms equivalent to those for old age pensions.
However, as in the case of aid to dependent
children, state funds were added to reimburse
the counties up to 80 percent of their reported
needs, the remaining 20 percent constituting,
therefore, the county cost on the program. In
1957 aid to the blind amounted to $335,628 of
which the federal, state and county contribu-
tions amounted to $133,341, $125,688 and $76,599
respectively.

Aid to Needy Disabled. The 1950 amendments
to the Social Security Act added Title XIV to
that Act providing aid to the "permanently and
totally disabled" (APTD) , called in Colorado,
"Aid to Needy Disabled" (AND). Before 1951,
persons between 18 and 65 years of age, disabled
and in need, not covered by ADC, aid to the
blind or old age pensions, were forced to rely
upon a program of "General assistance," later
described. The provision of the federal amend-
ment in 1950 caused Colorado to begin in 1951 a
program of Aid to Needy Disabled which in 1957
had an average monthly case load of 5,218 and
an average monthly payment of $58.99.67

Federal aid on the program is equivalent to
that applicable to the old age pensions. Federal
and state contributions are designed to reim-
burse up to 80 percent of the total outlays re-
ported by the counties. In 1957, total expendi-
tures in the program amounted to $3,702,084 of
which the federal, state and county participa-
tions were $2,108,665, $762,923, and $830,496,
respectively.

Child Welfare. Expenditures for the care of
children in approved foster homes and institu-
tions are shared equally by the State and county.
Care includes a rate per day (the median in 1957
was $1.75) paid to the foster homes and allow-
ances, personal supplies and clothing as needed
by the individual child. Care in an unapproved
home, and the costs of transportation, hospi-
talization and medical care, are financed entirely
from county funds.

As distinguished from the preceding pro-
grams, child welfare receives support of an
emergency character only from federal funds.

p. 29.
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In 1957, total costs of the program amounted to
$552,231 of which the federal share was only
$6,330u6 while the state and county costs were
$253,953 and $291,948, respectively.

Tuberculosis Hospitalization. Colorado pro-
vides assistance towards the cost of tuberculosis
hospitalization of needy tubercular patients in
an approved sanitarium. The State and counties
share costs on a 50-50 basis. Expenditures for
the fiscal year 1957 totaled $472,995.

General Assistance. The general assistance
program is a sort of "residual" program in that
it covers cases of need excluded from preceding
programs. It is also distinctive in being a locally
financed program without benefit of either state
or federal aid.
State aid was available for general assistance

until 1952 when only the "tag ends" of the
funds available were paid out. It may be that
the State's decision to abandon aid for general
assistance grew out of the fact that the State
had, during the same year, assumed an obliga-
tion on the new federal program of Aid to the
Needy Disabled. It had been stated publicly
by various welfare officials that the bulk of the
general assistance cases at that time were
actually disabled persons who would become
eligible under the new APTD or AND programs.
Experience unhappily did not fully justify this
optimistic view. It may also be that optimism
over the high level of employment prevailing
in 1950 and 1951 led to the belief that state aid
for general assistance was not needed, on the
premise (contrary to fact) that any person
over 18 or under 65 could get a job.
A review of the scope of general assistance

points to the fallacy of any assumption that as
a "residual" program it can be taken in stride
by local financial effort.
In many cases general assistance is needed for

resident persons who still cannot qualify for
one of the existing welfare programs. This

',This amount was paid in three "extreme hardship cases" re-
ported for Huerfano, Costilla and Las Animas counties. (Source:
State Department of Public Welfare.)

applies particularly to aged persons who lack
residence to qualify for the Old Age Pension.
In many cases, also, persons who do qualify
under these programs need supplemental aids
to carry them through. Finally, the transient
problem is one that falls heavily on certain
communities, particularly the larger cities.

As a result then of these "uncovered" areas
of need, a continuing and sizable demand is
placed on local funds for this purpose which, in
1957, amounted to a total of approximately
$3.5 million or nearly one-half of county
financed welfare payments on all programs of
welfare. Yet the average monthly payment per
person for general assistance was only $11.88
with individual county payments varying from
a low of $3.52 to a high of $30.44.

The lack of state and federal aid in these
cases means, therefore, (and aside from its
fiscal implications for local finance) that a kind
of "built-in" inequity exists in present welfare
programs in the State. Thus, the needs of per-
sons whose requirements may be equal from
a personal budgetary standpoint are met at dif-
ferent rates depending upon the program apply-
ing in any given case. The old age pensioner
will have his needs covered most fully. The
ADC, AND, and AB cases will be covered rea-
sonably well thanks to an 80 percent state-fed-
eral reimbursement. Below these categories,
however, welfare becomes essentially a matter
of how much is available for the purpose. That
a less than minimum subsistence allotment is
made per applicant is evident from county ex-
perience generally-a fact which points strongly
to the need for reconstituting this aid program
on a more realistic basis than now exists.

Education. In recent years approximately 20
percent of Colorado's public school expendi-
tures, including debt service have been financed
by state aids in one form or another (Table
20.17). This ratio may be expected to increase
as a result of the School Foundation Act adopted
in 1957. In this Act, the product of considerable

Table 20.17

Public School Expenditures and State Aid in
Fiscal Years, 1951-1957

(Dollar amounts in thousands)

Colorado

Year
Current

expenditures
Debt

service

Total expenditures
(current expenditures
and debt service)

State
aid

State aid as
percent of

total expenditures Enrollment
1951 $46,975 $ 5,549 $ 52,424 $10,093 19.2 224,056
1952 51,377 5,728 57,105 10,000 17.5 231,533
1953 60,289 7,218 67,507 14,798 21.9 252,326
1954 68,056 9,852 77,908 15,084 19.4 271,760
1955 73,676 11,120 84,796 15,380 18.1 289,690
1956 84,639 12,721 97,360 19,472 20.0 307,753
1957 94,882 14,342 109,224 22,973 21.0 326,200
Source: State of Colorado, Department of Education, These are the Facts, January, 1958.
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research by an interim committee of the Legis-
lative Council, the General Assembly redefined
the minimum or foundation program in more
realistic terms than had existed previously. The
classroom unit values were raised, classroom
sizes were changed and local support was com-
puted on a higher county mill levy and divided
among the districts in the county on the basis
of school attendance. The State agreed to make
up the difference, to the extent it has funds
available, between the minimum support pro-
gram and the yield of the established 12-mill
county school levy.

Because of the considerable public interest
which attaches to this program and its future
fiscal implications for both the state and local
governments, a review of its principal features
are presented below in some detail in terms
of (1) the sources of funds used for state aid,
and (2) the state aid plans as presently
constituted.

Sources of Revenue for State Aid. State aid
funds are derived from two principal sources,
namely: The Permanent School Fund, and gen-
eral revenue from other sources as appropriated
by the General Assembly. These have been
described by the State Board of Education as
follows: 69

(1) Permanent School Fund—The principal
of the Public School Fund, June 30, 1957.
amounted to $21,813,329 in cash and invest-
ments in bonds and farm loans. The State
still owns 2,800,000 acres of school lands, most
of which are leased. No appraisal value has
been established for these lands. In addition,
there are about 100,000 acres under certificate
of purchase. Proceeds from the sale of school
lands, estates that escheat to the State, gifts
and grants to the state for educational pur-
poses, are added to the principal of the fund.
Such additions amounted to $1,013,274 in
1956-57.

The net income from the fund (as a whole),
including interest on investments and royal-
ties on lands, transferred to the State Public
School Fund was $3,473,609 in 1956-57 and
$3,818,889 in 1957-58. The gross income is first
subject to payment of premiums upon invest-
ments, the purchase of necessary school dis-
trict reporting supplies, pamphlets and school
laws. The quarterly balance of the Public
School Income Funds are paid into the State
Public School Fund to be held as an accumu-
lative "direct grant reserve" distributed on
May 1 each year to all eligible school districts
upon the basis of the aggregative days of at-
tendance in the preceding school year.

(2) Legislative Appropriation—All State
school funds, except the income from the
permanent school fund and lands, and from
Federal mineral leases, are now provided
through legislative appropriations from the
General Fund. Budgetary estimates, as de-
scribed in the State aid programs (later de-

'The principal data and discussion on state aid in this section
of the report are quoted in whole or in part from releases of the
State of Colorado, Department of Education. Division of Finance,
Forms SF-1.1-3, June, 1958.

scribed) are used by the Legislature in de-
termining the amounts of the appropriations.
Special purpose appropriations are distrib-
uted through the General Fund of the State. -

State Aid Plans

A. General Purpose Flat Grant

(1) State Public School Fund—Aggregate
Days Attendance Distribution. To participate
in the distribution of the State Public School
Fund, the school board must elect to accept
the terms of the Act; must maintain school
for at least 170 days during 1956-57 and 172
days during the school year thereafter; and
must pay teachers not less than sixty-five
percent of the classroom unit value for the
type of certificate held. For the full-time
teacher holding a graduate certificate, the
minimum salary is $3,380 and for the teacher
holding other than a graduate certificate,
$2,925 is the minimum salary. The county is
required to levy twelve mills for the Founda-
tion Program. Participation is available to
all public school districts except Junior Col-
lege districts with no district mill levy re-
quired.

The distribution is to permit all school dis-
tricts to participate in the revenue from the
public school lands upon a general-purpose
flat grant basis. On May 1, 1958, the money
available for 1957-1958 was apportioned to
51,016,256 aggregate days of attendance dur-
ing the 1956-57 school year in the amount of
6.23700976 cents per aggregate days attend-
ance. Funds received are to be used for
current expenses as implied by the law which
reads: "No funds received from the State
Public School Fund shall be used by any
school district for debt service or capital out-
lay."

(2) State Public School Fund—Junior Col-
lege Distribution. To participate in this dis-
tribution, the district having a junior college
organized under the Junior College Act must
report to the State Board of Education the
number of students and the hours of credit
earned by these students for the preceding
regular academic year.

The State Board of Education allocates $1,050
for each seven students carrying an average
of 45 quarter hours or 30 semester hours of
credit for the preceding school year.
Fund is to be used in the same manner as
noted in paragraph (1) above.

B. General Purpose Equalizing Grant
(1) State Public School Fund—Minimum
Equalization Program Distribution. The re-
quirements for participation are the same as
for the Aggregate Days of Attendance Distri-
bution as described in paragraph (1) above.

The State Board of Education allocated to
local school districts the deficiency, if any,
between ( 1) the value of classroom units to
which the district is entitled by calculations,
and (2) the amount raised by a twelve mill
levy upon the county, apportioned among the
districts in proportion to their total classroom
unit values. Under (1) the calculations pro-
vided classroom units which average 85 per-
cent of the certified personal employed. The
value of the classroom unit is $5,200 for those
served by teachers holding graduate certifi-
cates; remainder units for those served by
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teachers holding graduate certificates; re-
mainder units have a value of $4,500, if served
by teachers holding other than graduate cer-
tificates. Under (2) the obligation of the
State is met by prorated payments to the
extent that the funds available permit. The
proration factor for 1957-58 was 81.8379708
percent of the total State Equalization obliga-
tion.

The aggregate days of attendance (limited to
180 school days) of the preceding year are
divided by 172 for all districts. The calculated
A. D. A. thus derived provides one classroom
unit for the first 15 A. D. A., one additional
classroom unit for each of the next 20 A. D. A.
and additional classroom units for each of
the next three 20 A. D. A. and additional
classroom units for each 25 A. D. A. there-
after. Calculations are to the nearest major
fraction of one-tenth, with no district having
less than three-fourths of a classroom unit
if a teacher is employed.

Certified professional personnel must actually
be employed in support of the calculated
units. Pupils in attendance for one-half day,
or less, count as one-half day of attendance
and kindergarten pupils also count as one-
half day of attendance.

If a school district has an increase during the
first twelve weeks of the current year in ex-
cess of seven percent over the first twelve
weeks of the preceding year, the A. D. A. in
excess of seven percent provides additional
classroom units at the rate of 25 A. D. A. per
classroom unit.

If high school districts have fewer than 150
pupils or districts maintaining twelve grades
have attendance centers of fewer than 300
pupils, the State Board may make a determi-
nation and grant additional classroom units
needed to carry out a desirable educational
program not to exceed three additional units
for each attendance center.
Fund is to be used in same manner as noted
in paragraph (1) above.

(2) State Public School Fund—Emergency
Distribution. The requirements for partici-
pation are the same as for the Aggregate
Days of Attendance as described in paragraph
(1) above.

The State Board of Education is required to
withhold from normal distribution 1.5 per-
cent of the appropriation as a "contingency
reserve." The State Board of Education has
the authority to make payments from the
Contingency Fund for (1) financial emergen-
cies caused by an act of God, (2) sudden in-
creases in enrollment, (3) temporary enroll-
ment, (4) efforts of the district to provide
sufficient funds for its own use, and (5)
standards of education maintained by the
district.

Any balance remaining in the State Public
School Fund on May 31 becomes available for
equalization proration.

Fund is to be used in same manner as noted in
paragraph (1) above.

C. Special Purpose Flat Grant

(1) Public School Transportation Fund. To
participate in this distribution, a school dis-
trict must have spent for maintenance and
operation for transportation of pupils to and

from the residence and a school maintained
by the district, a sum in excess of the amount
which would be produced by a levy of one-
half mill.

The State Board of Education allocates eight
cents for each mile traveled in the transpor-
tation of pupils as described, together with an
allocation of four cents for each pupil day of
transportation. In addition, there is provision
of fifteen cents per pupil day for board in lieu
of transportation. The payments are in re-
spect to events in the preceding year.

Entitlements are limited to seventy-five per-
cent of the actual expenditures. In case of a
deficiency, the fund is prorated on a straight-
line basis. For 1957-58, the proration factor
was 91.5641568 percent.

No restrictions prevail as to the use of the
fund since it is in effect a reimbursement for
transportation expense.

(2) Education of Physically and Mentally
Handicapped Children Appropriation. A
school district is reimbursed for actual "ex-
cess cost" (as determined by formula) for
providing educational facilities for physically
and mentally retarded children between the
ages of 6 and 21 years.

(3) Vocational Education Appropriation. A
school district is partially reimbursed by the
State for programs of vocational education
meeting the standards prescribed by the State
Board of Vocational Education.

(4) State School Organization Fund. Each
legally formed school planning committee in
each county organized under "The School
District Organization Act of 1957" is entitled
to receive an amount not to exceed $500 for
expenses incurred.

Issues and Outlook. Currently school dis-
tricts are receiving about 80 percent of the
amount of state aid needed to fully implement
the foundation program as defined in the 1957
law. As interpreted, the law does not compel
full or "100 percent implementation" since the
obligation of the State is presumably met by
prorated payment "to the extent that the funds
available permit." Decision of the last General
Assembly not to appropriate the full amount,
which would have called for an additional Gen-
eral Fund expenditure of approximately $10
million was based on several considerations
among which the lack of funds for the purpose
was undoubtedly the major one. Militating also
against full implementation was executive and
legislative belief that further state assistance
should await the outcome of the Legislative
Council study of assessments and such correc-
tion of assessment inequalities as the study
might reveal. The importance of uniformity of
valuation in the administration of the state aid
program is clear when it is recognized that state
aid payments are designed to fill the gap be-
tween the requirements of an established mini-
mum support program and the yield of a 12-
mill county school levy. Since the school aid
payments are premised on the imposition of
a 12-mill county levy, which will be uniform
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also in terms of the assessment base, any varia-
tion in assessment ratios between counties
would obviously cause an inequitable distribu-
tion of aids.

The wisdom of instituting full implementation
was also questioned on grounds that funds ex-
pended would not be utilized effectively in
view of the excessive number of school dis-
tricts. Holding back state aids pending further
consolidation, as called for by the School Re-
organization Act of 1957,7° appeared therefore
as an appropriate step to take to force districts
to move faster than might otherwise obtain.

Conceptually, Colorado's state aid formula,
as now established, is believed to be sound.
Unfortunately it is based on an assumption of
uniform assessment that will likely continue
to plague its effective implementation. More-
over, its use as a club to force consolidation
creates certain differences that probably will
be resolved in time.

Whatever these problems may be and how
they will be met, the case for full implement-
ation at an early date is undeniably strong.
This has its main support in the clearly demon-
strated need witnessed by a sharply increased
public school enrollment and average costs per
pupil as earlier noted in Chapter III of this re-
port." Moreover, future enrollment trends and
aggregate outlays therefor are expected to con-
tinue at an increasing rate. In the light of these
developments, plus a clear sign that the local
property tax base is nearing its maximum utili-
zation, it is apparent that the part played by
school aid in Colorado (which in the past has
probably been relatively less in relation to
school population than any other Western state
as noted earlier) must become increasingly im-
portant.

Public Health.72 Local expenditures for public
health in fiscal 1958 are reported by the State
Department of Public Health to total $2,154,962.
The State and federal budgeted aid amounted to
$170,141 or 7.9 percent of the total. In 1957, state
and federal aids amounted to $154,000 of which
the federal government contributed $113,000 and
the State $41,000. (See Table 20.13.)

Three kinds of grants are being made cur-
rently to local departments of public health.
These are:

(1) "Organized"73 local health departments,
with a full-time director and staff, are given

,See Chapter H.
7,See Chapter In.
'Data included in this section are from State of Colorado,

Department of Public Health.

funds (budgeted to the amount of $158,000 for
state and federal aid for fiscal 1958) on the basis
of historical development, need, and the avail-
ability of funds. Areas designated as being
served by organized health departments are,
(1) Boulder, Mesa, Otero and Weld counties;
(2) City-County El Paso, Northeast Colorado,
Pueblo—City-County, San Juan Basin, Tr -
County and Denver City-County. These areas
as a whole include 22 counties and embrace the
major portion of the State's population.

(2) "Unorganized" local health departments
(budgeted to the amount of $12,267 in state and
federal aid for fiscal 1958) are found in the re-
maining 41 counties. Aids are distributed on a
basis which will pay up to one-third of the
salary (but none of the other expenses) for the
number of nurses shown in the following sched-
ule:

County population

Less than 2,500
2,500 - 12,500
12,500 - 25,000
25,000 and overb

Number of nursesa
1/2

1
2
1

aA county may employ more nurses than
indicated in the schedule but the State will
contribute only for the number shown.

bCounties of this size should have full-time
health departments to which the State con-
tributes on a different basis.

(3) Reimbursements to mental health clinics
(budgeted to the amount of $70,000 for state and
federal aid for fiscal 1959), are alloted to coun-
ties on a formula basis in which population and
per capita assessed valuations are the principal
factors. Counties qualifying for aid must have
local mental health programs. Currently only
10 counties are so established.

Record of State Aid for Public Health. It is
notable that the State allotted locally $217,326
to Public Health in 1953 but in the following
year, 1954, this allotment was cut to $153,830
and was further reduced to a low of $150,555 in
1956 (Table 20.18). These restrictions repre-
sented a cut of both federal and state allotments,
and it is only in this year's 1958-1959 budget that
the State Department of Public Health is again
approaching what had been a standard figure
($190,000). Also worthy of note is the continual
increase in local funds which have been avail-
able for public health purposes in recent years.

,s"Organized" health departments which are listed by name
have been set up according to the 1947 Section Law and are
administered through a local board, a medical officer, and in all
instances employ sanitarians and nurses. Departments not meeting
these standards are not named but generally referred to under
the general designation of "unorganized departments."



Table 20.18

State Allotmentsa to Local Departments
of Health in Colorado, Fiscal Years

1951-1958
Organized Unorganized

Year counties counties Total
1951 $182,048 $11,516 $193,564
1952 103,096 8,451 211,547
1953 210,073 7,253 217,326
1954 146,405 7,425 153,830
1955 148,089 5,941 154,030
1956 144,305 6,250 150,555
1957 142,216 9,727 151,943

. Exclusive of allotments to mental health programs.

Source: State of Colorado, Department of Public Health.
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Thus $1,281,794 was expended locally in 1953;
in 1958 the local departments spent $2,154,962.

Conclusions. Insofar as significant areas of the
State remain without the benefit of local or dis-
trict full-time health programs, it is clear that
Colorado needs to re-examine its existing aid
structure both in terms of amounts paid and
coverage. While the legal initiative should come
from the local areas, the financial inducement
and organizing help is clearly a state responsi-
bility.
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Appendix Table 20.A

Mill Levies in Cities and Towns for Municipal, County and School Purposes
Colorado, 1953, 1956 and 1957

City or town • Municipal levy County levy
Schools (county and
school district levy) Total levy

(counties in parenthesis) 1953 1956 1957 1953 1956 1957 1953 1956 1957 1953 1956 1957

Population 20,000 and over
Denver (Denver) 15.95 20.40 20.30 b b b 23.60 27.40 29.85 39.55 47.80 50.15
Pueblo (Pueblo) 22.75 19.75 19.75 7.30 8.78 8.98 33.03 36.16 37.47 63.08 63.69 66.20
Colorado Springs (El Paso) 12.50 15.80 16.30 6.99 10.23 11.83 26.25 32.62 33.70 45.74 58.65 61.83

Population 10,000-20,000
Aurora (Arapahoe-Adams) 10.87 11.50 12.50 7.85 5.63 6.15 23.81 28.43 30.30 42.53 45.56 48.95
Boulder (Boulder) 12.40 12.25 13.75 11.40 10.28 10.10 25.17 27.79 29.47 48.97 50.32 53.32
Englewood (Arapahoe) 10.47 13.00 13.00 5.95 6.39 7.12 29.82 40.24 42.00 46.24 59.63 62.12
Fort Collins (Larimer) 11.85 13.00 14.00 9.84 10.25 8.60 20.35 24.75 25.30 42.04 48.00 47.90
Grand Junction (Mesa) 18.50 20.00 17.40 9.42 9.07 10.46 36.04 43.83 40.08 63.96 72.90 67.94
Greeley (Weld) 13.50 15.40 15.40 9.65 10.50 10.50 28.60 30.57 32.54 51.75 56.47 58.44
Trinidad (Las Animas) 18.05 20.35 20.35 18.60 15.98 16.84 38.24 39.02 39.79 74.89 75.35 76.98

Population 5,000-10,000
Alamosa (Alamosa) 18.80 16.30 16.44 7.88 9.10 10.32 26.65 26.51 30.51 51.33 51.91 57.27
Canon City (Fremont) 16.00 15.50 15.50 8.54 8.30 9.30 29.65 32.85 35.28 54.19 56.65 60.08
Durango (La Plata) 10.98 12.68 12.92 13.47 14.10 15.00 20.11 24.00 27.94 44.56 50.78 55.86
Fort Morgan (Morgan) 7.00 7.00 7.00 7.44 5.40 6.30 25.45 28.50 26.50 39.89 40.50 39.80
Golden (Jefferson) 13.00 13.00 13.50 13.74 12.43 12.01 26.75 36.45 36.17 53.49 61.88 61.68
La Junta (Otero) 12.60 12.60 12.60 10.99 14.08 14.59 26.90 35.76 38.87 50.49 62.44 66.06
Lamar (Prowers) 10.00 10.00 10.00 8.19 6.88 8.37 28.70 31.00 35.02 46.89 47.88 53.39
Longmont (Boulder) 8.20 8.20 9.70 11.40 10.28 10.10 20.29 23.25 23.68 37.89 41.73 43.48
Loveland (Larimer) 9.30 11.12 11.31 9.84 10.25 8.60 18.35 22.62 24.78 37.49 43.99 44.69
Sterling (Logan) 16.99 17.81 17.81 13.49 8.85 10.95 23.75 22.90 28.79 54.23 49.56 57.55
Walsenburg (Huerfano) 15.75 15.75 15.75 24.24 24.20 24.20 19.75 23.50 25.00 59.74 63.45 64.95

Population 2,500-5,000
Brighton (Adams) 16.00 15.45 12.45 7.85 5.63 6.15 28.47 29.54 31.54 52.32 50.62 50.14
Cortez (Montezuma) 12.00 12.00 12.00 14.29 13.76 13.00 21.83 27.52 38.27 48.12 53.28 63.27
Craig (Moffat) 21.00 21.00 21.00 7.90 8.50 8.50 25.86 23.18 27.02 54.76 52.68 56.52
Delta (Delta) 14.00 14.76 16.00 14.56 14.85 15.60 26.97 33.20 34.67 55.53 62.81 66.27
Edgewater (Jefferson) 10.00 10.00 10.50 13.74 12.43 12.01 27.45 36.45 36.47 51.19 58.88 58.98
Florence (Fremont) 17.75 19.80 19.80 8.54 8.30 9.30 30.70 33.51 36.69 56.99 61.61 65.79
Gunnison (Gunnison) 14.80 15.30 15.30 17.04 15.72 14.72 26.52 32.06 31.40 58.36 63.08 61.42
Las Animas (Bent) 13.00 19.50 19.50 9.47 8.34 9.46 25.64 25.49 21.88 48.11 53.33 50.84
Leadville (Lake) 30.50 32.44 28.41 9.97 8.27 8.25 27.53 38.00 33.00 68.00 78.71 69.66
Littleton (Arapahoe) 6.80 10.80 10.80 5.95 6.39 7.12 27.87 38.19 42.80 40.62 55.38 60.72
Manitou Springs (El Paso) 19.87 18.10 16.39 6.99 10.23 11.83 24.45 31.76 28.51 51.31 60.09 56.73
Monte Vista (Rio Grande) 20.00 20.00 20.00 8.75 10.50 11.00 23.05 28.26 28.48 51.80 58.76 59.48
Montrose (Montrose) 12.63 12.10 14.85 10.54 10.57 12.57 24.87 33.92 31.72 48.04 56.59 59.14
Rocky Ford (Otero) 18.75 18.00 18.00 10.99 14.08 14.59 25.00 27.80 31.50 54.74 59.88 64.09
Salida (Chaffee) 18.42 20.42 20.40 10.44 10.30 10.30 21.35 23.30 24.25 50.21 54.02 54.95

Population 1,000-2,500
Aguilar (Las Animas) 20.00 20.00 20.00 18.60 15.98 16.84 30.13 32.05 33.40 68.73 68.03 70.24
Akron (Washingron) 15.03 18.80 21.50 10.67 4.10 4.62 19.81 26.35 30.44 45.51 49.25 56.56
Antonito (Conejos) 21.31 21.31 21.14 12.95 14.43 17.00 22.35 20.50 22.00 56.61 56.24 60.14
Arvada (Jefferson) 10.00 10.00 10.00 13.74 12.43 12.01 24.65 36.45 36.47 48.39 58.88 58.48
Brush (Morgan) 10.50 11.80 13.00 7.44 5.40 6.30 25.45 27.60 28.70 43.39 44.80 48.00
Burlington (Kit Carson) 8.00 8.00 8.50 8.67 9.65 11.15 20.58 21.57 21.08 37.25 39.22 40.73
Center (Saguache) 11.00 11.50 13.00 13.00 12.50 13.75 21.25 24.26 31.76 45.25 48.26 58.51
Del Norte (Rio Grande) 15.00 15.50 15.45 8.75 10.50 11.00 23.73 29.80 29.37 47.48 55.80 55.82
Eaton (Weld) 17.50 15.44 17.15 9.65 10.50 10.50 23.50 25.89 26.50 50.65 51.83 54.15
Erie (Weld) 19.50 25.34 30.10 9.65 10.50 10.50 30.90 32.30 30.84 60.05 68.14 71.44
Estes Park (Larimer) 17.60 14.40 13.40 9.84 10.25 8.60 16.45 18.00 21.00 43.89 42.65 43.00
Fort Lupton (Weld) 12.00 12.00 12.00 9.65 10.50 10.50 25.00 24.54 26.76 46.65 47.04 49.26
Fowler (Otero) 13.15 12.78 12.78 10.99 14.08 14.59 23.05 28.50 32.50 47.19 55.36 59.87
Fruita (Mesa) 25.00 23.80 20.00 9.42 9.07 10.46 36.04 45.47 40.69 70.46 78.34 71.15
Glenwood Springs (Garfield) 15.60 14.44 14.44 11.39 11.25 11.20 21.72 23.29 26.15 48.71 48.98 51.79
Holly (Prowers) 17.00 18.00 18.00 8.19 6.88 8.37 24.25 30.10 32.92 49.44 54.98 59.29
Holyoke (Phillips) 13.43 12.00 12.00 6.75 8.96 8.20 22.89 28.98 26.81 43.07 47.94 47.01
Idaho Springs (Clear Creek) 15.00 16.00 16.00 20.04 21.05 21.00 25.82 34.90 33.00 60.86 71.95 70.00
Julesburg (Sedgwick) 14.41 15.50 15.50 9.02 11.21 12.04 28.29 31.92 39.33 51.72 58.63 66.87
Lafayette (Boulder) 12.22 9.62 9.50 11.40 10.28 10.10 29.53 28.80 30.62
Limon (Lincoln)
Louisville (Boulder)

21.46
15.36

25.51
15.36

27.06
15.36

8.09
11.40

9.05
10.28

11.25
10.10

22.38
21.35

24.16
28.82

24.20
36.32
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48.11 54.46 61.78

Manassa (Conejos) 13.47 12.60 12.60 12.95 14.43 17.00 24.95 27.70 24.00
Meeker (Rio Blanco)
Oak Creek (Routt)

16.84
11.27

18.43
18.50

19.07
18.50

6.27
7.08

6.35
8.02

7.37
8.74

17.54
40.47

19.80
43.00

23.76
42.50

,510:675 ,11:74 20:2)
Ordway (Crowley)
Ouray (OuraY)

13.70
25.00

14.00
22.90

14.00
32.90

12.00
14.70

11.75
9.75

11.75
12.85

28.05
25.51

31.00
22.88

29.00
25.17

2g:12 Mg 2,91it74liPagosa Springs (Archuleta)
Paonia (Delta)
Rifle (Garfield)

16.15
12.80
14.61

17.16
14.30
14.67

19.17
14.30
18.20

10.84
14.56
11.39

11.63
14.85
11.25

12.81
15.60
11.20

22.89
30.47
25.51

25.98
33.20
30.75

27.76
31.67
33.36

ail Vig
21:21 MN 22:57

Saguache (Saguache) 11.80 12.40 16.50 13.00 12.50 13.75 18.44 27.36 27.90
Silverton (San Juan)
South Canon (Fremont)

28.90
14.50

30.00
16.00

30.00
17.00

24.25
8.54

20.50
8.30

20.50
9.30

24.25
29.25

27.36
32.85

25.00
35.28

.50P13 NZ N'"
52.29 57.15 61.58

Springfield (Baca)
Sheridan (Arapahoe)
Steamboat Springs (Routt)
Telluride (San Miguel)

12.00
9.70
13.90
18.39

12.00
7.60
13.90
23.00

12.00
7.58
13.90
24.00

8.64
5.95
7.08
10.54

10.89
6.39
8.02
7.30

10.19
7.12
8.74
8.80

24.85
27.94
24.29
24.25

29.55
28.80
29.60
19.00

31.85
34.90
30.20
19.50

45.49 52.24 54i::
43.59 42.79 49:6300

t1:178 U:38 H.05Victor (Teller)
Westminster (Adams)
Windsor (Weld)

21.88
10.00
15.00

40.00
12.00
14.00

42.00
12.00
14.00

18.04
7.85
9.65

19.00
5.63
10.50

25.05
6.15
10.50

26.85
37.20
25.10

29.50
39.85
24.98

32.00
40.35
25.11

g:7075 211 N .50
Wray (Yuma)
Yuma (Yuma)

14.00
10.00

14.00
10.00

14.00
10.00

7.40
7.40

8.30
8.30

7.80
7.80

22.45
19.60

27.40
25.99

29.50
27.63

11:782 /SA t?.61.30
37.00 44.29 43

• Classification of cities or towns is based on 7950 Census of Population.
b Included in Municipal levy.

Source: State of Colorado, State Tax Commission, Annual Reports.
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Appendix Note (Chapter XX)

In as a broad a review of state and local fiscal policy relationships as presented in the preceding
analysis it was obviously impossible to consider specific situations of individual tax jurisdictions.
Admittedly all communities, urban and rural, face more or less similar problems of public finance
both in respect to the adequacy of their tax bases in the face of mounting expenditure requirements
as well as in their relationship to state aids. However, these problems may vary substantially in
individual cases both in degree and scope. Most marked perhaps are those found in the State's
larger urban centers where rapid population growth has forced adjustments of which not all are
fiscal in nature.

The staff of this study has recognized that the importance of the "urban problem" requires cer-
tain illustrative case analysis to bring out more fully the specific issues involved. Accordingly city
officials were requested to submit principal problems relative to city finance as they saw them and to
suggest possible solutions. From a series of communications received in response thereto, two have
been selected for their representativeness and are presented below in the exact form that they were
received. The first, from Dr. Leo C. Riethmayer, Professor of political science at the University of
Colorado, and Mayor of the City of Boulder, points to certain problem areas which can be regarded
as typical of those found in the medium-sized city in the State. The second communication from J. D.
Arehart, a member of the staff of the Department of Revenue of the City and County of Denver,
describes, as he sees it, the fiscal problem of Denver. Opinions and conclusions given are those of the
writers only and do not necessarily represent the viewpoint of the city governments with whom they
are associated nor are they necessarily the conclusions of the staff of this study.

MUNICIPAL PROBLEM IN COLORADO'

In accordance with your recent suggestion I
am listing a number of items which in my opin-
ion should be considered as part of the tax
study project which you have in progress.

As you know the Constitutional provisions
and laws which provide for our local govern-
ments, their relationships with the state govern-
ment and with one another, their respective
roles, and their sources of revenue were enacted
when Colorado was an agrarian state. With
more than 70 percent of its people now living in
cities and towns, Colorado has become essen-
tially an urban state, and the old governmental
arrangements are no longer adequate, and the
taxing patterns are highly inequitable. You
know, of course, that urbanization has brought
demands for municipal-type services, and for
the need of a proper and equitable system of
obtaining revenues for providing these services.
Here are some of the very pressing problem

areas and some thoughts on possible solutions.

1. The inequity of existing legal provisions
under which counties (in all counties other than
Denver) levy the same property tax rates within
city limits as on property outside city limits. In
certain fields, such as highways, the counties
spend all of the money collected outside of city
limits, and in a number of fields, such as law
enforcement, they generally spend most of the

'By Leo C. Riethmayer, Professor of Political Science, University
of Colorado and Mayor of City of Boulder.

money collected outside of city limits. Consid-
eration should be given to the enactment of
legal provisions which would limit the power
of counties to levy taxes inside of city limits to
rates which are only a certain fraction of the
rate which is imposed outside of city and town
limits. Legal provisions which provide for a
differential of a certain type exist in the State
of Iowa (in general, counties may not levy more
than 5/8 of one mill inside of city limits, Iowa
Code Annotated, 1958, Section 309.7) , and as is
well known, there is complete separation of
cities of certain size from counties in the State of
Virginia, with, of course, no taxes at all levied
in the city by the county.

Another way of approaching this problem is
to consider the withdrawal of the state (the
county is a mere subdivision of the state through
which the state is acting) entirely from the
property tax field, particularly in the field of
property taxation for county road purposes.
Such a move should also be accompanied by the
transfer of the construction, maintenance and
general administration of those state roads
which are now known as county roads to the
State Highway Department.

2. The inequity of existing legal provisions
which permit counties to perform certain muni-
cipal-type functions (e.g., the paving of local
streets) in unincorporated urban fringe areas
and to finance such activities from tax funds
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supplied largely by property owners in cities
and in genuinely rural areas. Consideration
should be given to possible legal provisions
which would prohibit counties from providing
municipal-type services unless those services
are paid for directly by those persons who re-
ceived the services. At the same time efforts
should be made to avoid unnecessary duplica-
tion of governmental units and service areas
at the local level by considering the limiting of
the activity of counties to enter the municipal-
type service field to areas which cannot be an-
nexed to an existing municipality, or if the area
is removed from an existing municipality, it is
unable to incorporate and support a municipal
government. The creation of special districts
should be prohibited except under very special
conditions.

3. The inequity of the present practice of
assessing railroad property on a mainline track
mileage basis.

4. The present county practice of charging
fees of up to two percent for the collection of
property taxes for other local governments.
As county taxpayers whose property happens
to be located inside of city limits, those county
taxpayers are already paying a substantial part
of the county taxes ( e. g., the county taxpayers
having property inside the city limits of Boulder

pay approximately 40 percent of the property
tax bill in Boulder County).

5. The present legal provisions under which
only five per cent of state highway user fund
monies are allocated to municipalities.

6. The present legal provisions governing
the distribution of specific ownership tax re-
ceipts to units of government.

7. The present legal provisions which pro-
vide for the allocation of only 15 percent of the
receipts of state liquor license fees and taxes
to municipalities. Costs of enforcement and
other problems which are associated with
liquor outlets are largely the responsibility of
the municipalities which receive such a small
fraction of the revenues.

8. The present practice of the state govern-
ment when it demands that municipalities meet
certain standards and that they pay for the
capital improvements necessary to meet those
standards exclusively from their own funds, i.e.,
sewage treatment works which must be con-
structed to certain specifications by order of
the state government without state financial
assistance even though the benefits of pollution
control accrue to many individuals and prop-
erties outside of the cities in various parts of
the State.

DENVER'S FISCAL PROBLEMS=

Within the next year Denver must take one

or both of two courses of action neither one of

which could be regarded as anything but dis-
agreeable from both an administrative as well

as a popular point of view. These actions have

been stated simply as (1) a decrease in the level

of municipal services and/or, an increase in

taxes.

The purpose of the following analysis is to
describe some of the factors which have con-

tributed to Denver's problem and to suggest

measures which might be taken.

Denver's Economic and Fiscal Position
in the State

As the largest city in Colorado and contain-

ing over 30 percent of the State's population,

Denver can be looked upon as the major focal

point of economic activity in the State as well
as the region. The wide discussion elicited by

=By J. D. Arehart, Department of Revenue, City and County

of Denver, formerly research consultant on two major city studies

entitled, Working Denver (1953), and Financing Muncipal Govern-

ment in Denver (1995).

the City's recent attempt to enact a municipal
income tax (which developed as the result of
the City's recent major atttempt to solve what
it considered to be a local revenue problem, via
a municipal income tax), attests to this fact.
The reasons for the particular interest shown
by the counties adjacent to Denver is evident
from Table 1. As indicated, an estimated 200,-
000 people reside within the urban periphery
of the City and County of Denver. Although
the City itself contains but one-third of the
State's population, the City's day-time popula-
tion swells by an additional 60,000 workers from
the suburban area. As an industrial and com-
mercial center, Denver offers employment to
more than 40 percent of the State's population.

Although accurate figures are not available
as to the relative importance of Denver to the
State's total fiscal picture, state retail sales tax
figures are available and are significant. As
indicated in Table 2, Denver has consistently
accounted for over 40 percent of the State's
annual revenues from this source. This may be
taken as indicative of the importance of Denver
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Table 1

Population of Denver and Urban
Periphery, 1950 and 1958

Percent
1950 1958 increase

Denver 415,786 530,000. 27.5
Urban Periphery b 80,000• 200,000* 150.0
Colorado 1,325,089 1,679,675. 26.70

• Estimated.
Excludes rural areas and county seats.

Source: U. S. Bureau of the Census and estimates of Denver Chamber
of Commerce.

for other sources of revenue such as the state
income tax, state gosoline tax, and state liquor
tax, to name a few.

As the locus of economic activity for nearly
one-half of the State's population, Denver's
fiscal problem is essentially a State problem
and as such calls for state-wide action in which
both constitutional revision and legislative
action are called for.

The specific problem areas discussed below
cover (1) the limitations of the property tax
as a source of Denver's revenue, (2) the state
aid formulas as they affect Denver, and (3) city
growth and the question of annexation.

Urban Finance and the Property Tax

Uniform Assessments. Owing to the fact that
the State levies a tax upon property for build-
ing program for the State's institutions, the
lack of uniformity in the assessment procedures
has penalized those counties in which valuations
more nearly approach market value. The dollar
volume is relatively small because of the low
rate which the State imposes and is not as
fiscally important as it is unjust. Other dis-
crepancies arise because of the lack of uniform
assessments, however, not the least of which
arise from the method of allocating state aid
discussed in a later section but more particu-
larly in respect to the location of industry.

Recent studies have indicated that national
locational shifts by commerce and industry in
the long run are not dictated by the tax bill.
It can be demonstrated that given sufficient
time, taxes tend to "catch up." Indications are,
however, that locational shifts are prevalent

within an urban economic entity which is juris-
dictionally fragmentized (Table 11) and where
there is a significant degree of latitude either
in the rates of taxation or assessment practices.
The lack of uniform assessments of real prop-
erty and of inventory in the Denver Area is
evidence of this fact. The City and County of
Denver has witnessed the exodus of many firms
because of lower assessments in adjacent
jurisdictions.
There can be no doubt that business firms

will and must seek their minimal tax bill so
long as there is no danger in decreasing output.
Tax colonies within an urban economic entity
are conducive to such a development. With
modern means for quick and flexible motor-
truck transportation, no firm is substantially
affected by shifting its location from Denver to,
say Adams county even though the firm's sales
are 100 percent within the former.
So long as the ad valorem tax is the corner-

stone of municipal finance and so long as frac-
tional assessment practices prevail, the exodus
of firms required to stock large inventories
will continue.
Two remedies are apparent: (1) uniform

assessments within an urban economic entity
and enforced by the State Tax Commission
must be mandatory in fact, or (2) the urban
entity should fall under a single assessment
jurisdiction.

Allocation of Railroad Assessments. This
particular element in the property tax structure
of the State of Colorado has received too little
publicity, but it is one of the most common-
place inequities. Although the allocation of rail-
road assessments creates no special problem,
it does place an extra burden upon the Denver
taxpayer and in effect constitutes a hidden sub-
sidy to the remainder of the State.
The subsidy arises from the method of alloca-

tion and not from under-assessment of prop-
erty. The Colorado State Tax Commission, as
the assessing authority, must distribute to the
counties the assessed value of railroads accord-
ing to the relation which the miles of main
line track within each county bears to the firm's
total mileage within the State. The value of
rolling stock of firms other than railroads is

Table 2

State Retail Sales Tax Collections
Colorado, Selected Years, 1950-1957

1950 1954 1955 1956 1957
Colorado $17,965,855 $22,058,165 $23,948,880 $26,039,945 $26,290,227
City and County of Denver 7,201,013 8,894,408 9,717,886 10,537,629 10,637,376
Percent from Denver 40.0 40.3 40.5 40.4 40.4

Source: Colorado State Planning Commission, Colorado Year Book, 1956-1958.
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allocated according to the relationship between
the miles traveled within each county and the
total miles traveled within the State.

As the smallest county in the State in geo-
graphical terms, the City and County of Denver
is credited with less than eight miles of main line
trackage and ranks last in railroad assessments
per capita in an array of Colorado's seventeen
largest counties. As shown in Table 3 Denver
was allotted, in 1957, railroad assessments
amounting to $1,657,510 or $3.00 on a per capita
basis. Applying the Denver 1958 mill levy of
50.15 mills, Denver collected, on this basis, $83,-
124 from railroads for municipal and school
purposes.

Table 3

Railroad Assessments Allocated to
Seventeen Largest Counties

Colorado, 1957

Alloted Assessments
County railroad assessments (per capita)

Logan $ 4,371,660 $207
La Plata 3,655,480 180
Fremont 3,079,220 159
Delta 2,784,170 155
Weld 10,843,140 144
Morgan 2,994,060 135
Otero 3,379,800 131
Las Animas 2,225,780 84
Mesa 3,984,370 75
Larimer 3,480,880 70
Adams 3,648,420 49
Pueblo 5,512,920 48
El Paso 4,781,890 41
Boulder 2,215,190 37
Arapahoe 1,885,160 20
Jefferson 1,224,730 12
Denver 1,657,510 3

Source: State of Colorado, State Tax Commission, Annual Report, 1957.

It may be argued, and rightly so, that the
terminal facilities supply an economic advant-
age which other counties do not enjoy, e.g.,
payrolls. The fact cannot be discounted, how-
ever, that governmental expenditures are also
higher as a consequence. Not only must the
local government police the facilities, but it
must also provide the usual municipal services
such as sewerage, fire protection, education,
health and sanitation services for which, under
current methods of allocation, $83,000 is small
recompense, indeed.

Remedial measures have been suggested
which would require an amendment to the
present law. The State Tax Commission, for
example, would proceed to assess all railroad
property as it now does, but it would place a
value upon all real property not used in con-
junction with trackage and allocate such value
to the assessments rolls of the county in which
such real property is located. All real property
used in conjunction with trackage would be
allocated as is presently done, i. e., on the basis
of the ratio of trackage in the county and the
total trackage in the State. Rolling stock assess-
ments would be continued on the present basis.

In this manner, the counties, and cities in
which non-trackage real estate is located, would
realize revenue as recompense for the govern-
mental amenities enjoyed by such firms. Other
counties would not be penalized by the amend-
ment for they are now receiving an amount in
excess of the real costs of the community ser-
vices rendered to railroads and their employees.

Property Tax and Need for Alternative
Sources of Revenue. Whatever utility the prop-
erty tax contains, it was established in an era
when there was some semblance of correlation
between property ownership, municipal ser-
vices and ability to pay or benefits received.
Since that day, however, economic progress has
advanced to the point where many incomes are
neither related to nor dependent upon, the own-
ership of property. This is particularly true in
urban areas whose economies are of the non-
industrial type, i.e., services and professional.
The mor2 highly developed an eRonornic system
becomes, the more independent it becomes of
property.

In regard to municipal servicos, real prop-
erty's demand for services is primarily related
to fire and police protection, but their owners
and occupants demand and are entitled to muni-
cipal services which are totally unrelated to
property or property values.

The contemporary municipality is required
and expected to provide the latest in technologi-
cal and scientific developments such as sanita-
tion, health, sewage treatment, freeways, edu-
cational facilities, and police and fire protection.
In addition, and completely independent of
property, the State requires the City and County
of Denver to maintain a system of Courts in
which all attorneys may practice regardless of
residence, an institution of confinement, a Dis-
trict Attorney, a Juvenile Hall and, moreover,
to meet certain standards established by law
which are unrelated to property income or
economic status of the owner, e. g., secondary
sewage treatment.

The inference to be drawn from the above,
is that the value of any municipality is best
measured by the income generated by its econ-
omy and its corollary, the proper level of muni-
cipal expenditures is best determined by the
number and income of its economic citizens.
Neither of these may be determined by property
holdings or values yet the maximum level of
taxation, the maximum level of debt and alloca-
tion of state grants-in-aid are premised thereon.

Perhaps the best evidence of the unrealistic
fiscal premise from which the City and County
of Denver must function lies in its continuous
efforts which are per force required to circum-
vent the economic anachronism which threatens
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its existence. Denver, however, is not alone in
its endeavors to seek revenues from non-prop-
erty sources. Other municipalities in the State
have taxes on cigarettes, liquor, parking spaces,
occupations, and so forth in order to provide a
proper level of community services.

If the maximum property mill levy in Denver
must remain at 15 mills, and there is evidence
that it should because of the property tax needs
of public schools, municipalities and Denver in
particular must be given further fiscal latitude
in the non-property area. This has been accom-
plished in many other states after their large
municipalities reached an impasse in financial
affairs. In addition, the debt limit of cities
should either be based on full market value or
related to ability to pay. (For example, a per
capita debt figure of $100 could be used as a
maximum limit, or perhaps a percentage of mu-
nicipal outlay based upon a five-year average
could be used. Either of these would be a more
realistic premise than 3 percent of property at
a fraction of its market.)

Shared Taxes and State Aids

The Highway User Fund. The Highway User
Tax Fund was created by the Legislature as
a device to finance Colorado's highways by the
imposition of a tax upon highway users. Reve-
nues to the fund are derived from a 6-cent
per gallon motor fuel tax (excepting motor fuel
consumed by non-highway users), vehicle
registration or license fees, and the ton-mile
and passenger-mile tax on commercial vehicles.

The principal source of revenue is the motor
fuel tax which accounts for over 70 percent
of the fund's total receipts. Figures are not
available as to the amounts paid to the fund
by counties, but it may be assumed that a large
portion of the receipts originate within the City
and County of Denver. Using the number of
automobiles registered as a basis, it is estimated
that Denver citizens contribute 27 percent of
the receipts to the Highway User Fund (Table
4)

Data showing the distribution of monies from
the Highway User Tax Fund are available and

Contribution

are presented in Table 5. As can be seen, Denver
receives $1.96 per capita from the fund and is
last in the array of seventeen of Colorado's
largest counties. This may be compared with
nearly $17 per capita received by residents of
Las Animas County. It should be noted that
all counties but Denver participate in the dis-
tribution on the same basis. Denver is not
considered as a county and participates only as
a city.

Table 5

Distribution of State Highway User Tax Fund
Seventeen Largest Counties, Colorado, 1958

County Amount received Per capita

Las Animas $ 404,180 $16.63

Logan 331,070 15.69

Delta 245,258 13.62

Fremont 231,382 11.99

Morgan 257,898 11.62

La Plata 233,440 11.50

Weld 849,410 11.25

Mesa 528,263 9.93

Larimer 478,887 9.67

Adams 556,150 7.42

Otero 181,877 7.05

Jefferson 706,550 6.73

El Paso 601,401 5.10

Boulder 302,017 5.03

Arpahoe 363,181 3.82

Pueblo 404,919 3.49

Denver 1,011,131 1.96

Note: These figures include state aid to incorporated places within
these counties.

Source: Colorado State Highway Department.

The intended purpose here is to reveal the
obvious inequities in the current distribution of
funds. For comparability, therefore, all figures
include both the funds allotted to counties and
to each incorporated city within each county.

The inequity of the current formula can be
readily seen in Table 5 which shows the esti-
mated proportions contributed to the fund and
the shares allotted to the several agencies from
the fund. Cities in Colorado, including Denver,
contribute 68 percent to the fund but receive
only 5 percent in return. In addition to the 27
percent which it contributes to the Highway
User Tax Fund, the City and County of Denver

Table 4

and Allocation of Highway User Tax Fund, and Expenditures for Colorado

State, Counties and Cities, 1958

Government unit Contributions to highway fund.

Amount Percent
Allocation of highway fund
Amount Percent

Expenditures for streets and highways

Amount Percent

Colorado total $52,722,946 100 $42,818,516 100 $104,271,695 100

State highways — 27,832,035 65 65,694,788 63
Counties (except Denver) 16,871,343 32 12,845,555 30 21,284,706 20
Cities (except Denver) 21,616,408 41 1,129,794 3 7,945,034 8

Denver 14,235,195 27 1,011,131 2 9,347,167 9
Estimates based on vehicle registration.

Source: Colorado State Department of Highways.
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expended from local revenue sources in excess
of $8 million for streets and highways in 1958.
Total street and highway expenditures by Den-
ver alone accounts for 9 percent of the State's
total for such purposes.3

From the above discussion, it could be argued
that Denver should receive from the fund an
amount equal to its proportionate expenditures
on the entire State's highway system, or 9 per-
cent. Such a share, in 1958, would have raised
Denver's allotment from an estimated $1,011,131
to $3.8 million or nearly one-third its annual
outlay for such purposes. As can be seen, in
Table 6, Denver's current one to nine ratio does
not approach the one to two ratio now enjoyed
by the remainder of the State. An increase in
Denver of one to three would still fall short of
the average.

Table 6

Per Capita Highway User Receipts and Per
Capita Expenditures For Streets and
Highways, Denver, Colorado, 1958

Amount recorded
per capita

Amount spent Percent
per capita aid

Denver $2.00 $18.00 11.1
Counties in Colorado
(excepting Denver)• 12.00 25.00 48.0

• Includes incorporated cities' share of fund.

State Aid to Education. Although not a juris-
dictional problem of the municipal government
of the City and County of Denver, the distri-
bution of state aid to education has a direct
bearing upon the municipal taxpayer to whom
the city must look for revenue. As such, any
remedial measures attained with respect to the
existing distribution of educational funds must
alleviate somewhat the Denver taxpayers' total
governmental burden.

As shown in Table 7, Denver is not only the
largest county in terms of population, but is also
the largest in terms of students in the public
schools. For purposes of discussion and to elimi-
nate the lower extremes in a total county array,
Table 7 contains the seventeen largest counties
each of which contains at least one percent of
the State's total population. As indicated, the
Denver Public Schools are educating 24 percent
of the students in Colorado, but receive only 10
percent of the aid to education.

It may be argued that Denver is justified in
receiving a disproportionate share owing to its

,To further point up the magnitude of Denver's highway costs,
it may be noted that upon two occasions within the last two years,
a citizen's "Capital Improvements Budget Committee" has recom-
mended the city expend nearly $5 million per year in addition to
its current street outlay. For this, Denver would receive no direct
aid from the State. The method now being utilized by the State for
allocation of the fund gives no recognition to such contributions
made to the state highway system by municipalities in heavily
urbanized areas.

Table 7

Distribution of Population, Students and State
Aid to Education, Seventeen Largest Counties

Colorado, 1957
Percentage of Percentage of Percentage of

County (Population.) population students school aid

Denver (515,000) 30.2 24.2 9.9
El Paso (118,000) 6.9 6.9 7.4
Pueblo (116,000) 6.8 7.3 8.4
Jefferson (105,000) 6.2 6.3 7.6
Arapahoe (95,000) 5.6 6.9 8.1
Weld (75,500) 4.4 4.9 5.6
Adams (75,000) 4.4 4.2 5.7
Boulder (60,000) 3.5 3.4 3.1
Mesa (53,200) 3.1 3.4 5.1
Larimer (49,500) 2.9 2.9 2.6
Otero (25,800) 1.5 2.1 3.0
Las Animas (24,300) 1.4 1.7 3.2
Morgan (22,200) 1.3 1.7 1.4
Logan (21,100) 1.2 1.5 1.0
La Plata (20,300) 1.1 1.2 1.3
Fremont (19,300) 1.1 1.1 1.5
Delta (18,000) 1.1 1.2 1.3

• Estimated by Colorado State Planning Commission.

Source: Compiled from Colorado Year Book, 19564958.

economic wealth. On the surface this appears
* true, but in light of the sales-assessment ratios
recently published by the Legislative Council,
Denver's per capita burden is larger than all but
four of the largest counties in the State. As
shown in Tables 8 and 9, when property assess-
ments are adjusted to full value, Denver's mill
levy to meet local school costs is exceeded by
only four other counties.

This is true notwithstanding the fact that
Denver spends less per capita upon public
education than eleven of the seventeen counties
considered. The per capita burden in Denver is
relatively high for the sole reason that state aid
to education is distributed upon a base which
does not completely reflect local need and
ability to pay. For example, as shown in Table 8,
seven of the larger counties in the State have a
higher per capita property assessment based on
full value than Denver, yet in each instance
these counties receive more state aid per
capita than is received by the Denver taxpayer.
Further evidence of the maldistribution is
shown in Table 10. In the array of seventeen
larger counties, Denver ranks last in state aid
received per student.

It may be concluded from the data presented
herein, that the present method of allocating
state aid to education is not only unjust in
respect to proportionate shares of students or
population, but also is more burdensome upon
the Denver taxpayer than any other in the State.
This may be pointed up by the fact that if Den-
ver were to double its aid per capita from $4.00
to $8.00, the City would still rank last in the
array of seventeen counties. If distribution were
made upon true property values as established
by the sales-assessment ratios published by the
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Table 8

Property Values, School Revenues and State Aid Per Capita, Seventeen Largest Counties
Colorado, 1957

County

Per capita
property

assessments•

Per capita
school

expenses b
Per capita
state aid

Per capita
local cost

Per capita state
aid as percent
of per capita

school expenses
Las Animas $4,904 $74 $30 $44 40.5
Otero 4,281 71 27 44 38.0
Delta 4,381 59 23 36 39.0
Mesa 5,317 79 22 57 27.8
Arapahoe 5,210 69 20 49 28.9
Fremont 5,958 56 18 34 32.1
Adams 6,370 68 17 51 25.0
Weld 6,722 64 17 47 26.6
Jefferson 5,873 64 17 47 26.6
Pueblo 5,403 63 16 47 25.4
La Plata 7,255 50 15 35 30.0
Boulder 6,307 56 12 44 21.4
Morgan 10,388 78 14 64 17.9
El Paso 6,248 57 14 43 24.6
Larimer 6,157 50 12 38 24.0
Logan 12,345 92 10 82 10.9
Denver 6,211 59 4 54 6.8
• Property adjusted to 100 percent value based upon the average sales-assessment ratios published by Legislative Council.
b Revenues received for 1956-1957 school year.

Source: Compiled from data in Colorado Year Book, 1956-1958 and Colorado Legislative Council.

Legislative Council rather than upon actual
assessments as now obtains, Denver's share
would be more equitable.

State Aid to Counties for General Assistance.
One of the most costly undertakings now being
administered by the larger counties in Colorado

Table 9

Index of Taxpayer's Burden Upon Per Capita
Property Assessments, Seventeen Largest

Counties, Colorado, 1957

in 1957, or 38 percent of the total general assis-
tance expenditures of all counties of the State.

A recent amendment to the Constitution con-
cerning the old age pension program entitles
the State's General Fund to the surplus from the
state sales and excise tax in excess of the amount
necessary to administer the program. Recent

Table 10

State Aid to Education Per Pupil.
Seventeen Largest Counties

Colorado, 1957
Mill levy required
to meet per capita Index of burden County Per student aid

local share of per capita Las Animas $155.00
County school expenses• (Denver =100) Delta 126.00
Adams 8.00 92.1 Mesa 124.00
Arapahoe 9.40 108.2 Otero 118.00
Boulder 6.97 80.2 Fremont 115.00
Delta 8.22 94.6 Adams 113.00
Denver 8.69 100.0 Jefferson 100.00
El Paso 6.88 79.2 Weld 100.00
Fremont 5.71 65.7 Arapahoe 99.00
Jefferson 8.00 92.1 Pueblo 96.00
La Plata 4.82 55.5 El Paso 90.00
Larimer 6.17 71.0 La Plata 88.00
Las Animas 8.97 103.2 Larimer 77.00
Logan 6.64 76.4 Boulder 76.00
Mesa 10.72 123.3 Morgan 66.00
Morgan 6.16 70.9 Logan 53.00
Otero 10.27 118.2 Denver 34.00
Pueblo 8.69 100.0
Weld 6.99 80.4 • Average daily attendance.

• Based upon assessments at full value.

Source: Compiled from Table 8.

is the general assistance category of the welfare
program. Under the current law, Colorado's
counties must provide, from local revenue
sources, general assistance to the needy not
qualified for other types of assistance. The ex-
penditures for such purposes amounted to
$3,709,762 in 1957.4 Denver alone spent $1,399,462

'Colorado State Department of Public Welfare, Annual Report,
(957.

Source: Compiled from Colorado Year Book, 1956-1958.

estimates indicate that the surplus may ap-
proach $15 million by 1965.

In view of the financial restrictions and limita-
tions placed upon county governments, some
relief may be attained by state participation in
the county general assistance program. The
"spill over" in the old age pension program could
be used as a matching grant on, say, a 50-50 basis,
or an 80-20 basis as is now done to assist counties
in meeting the cost of administering the State's
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welfare program. State participation along these
lines would alleviate the local burden of county
general assistance expenditures. Under such a
program, Denver would receive about $700,000
on a 50-50 basis or $1,120,000 on an 80-20 basis.

Historically the revenues from the sales tax
have been used for causes akin to welfare, such
as the old age pension. It appears only just,
therefore, that all welfare problems be partially
mitigated prior to the diversion of such funds to
other worthy purposes.

Annexation of Territory

The current statutes regulating annexation of
territory to municipalities have fiscal implica-
tions which have not been adequately recog-
nized in the State of Colorado. This specific
problem is of concern to all of the larger cities
in the State and is not alone a problem peculiar
to the City and County of Denver, although it is
perhaps more urgent there than in any other
city in the State..

As the core of a large urban area which sur-
rounds it, Denver is confronted with jurisdic-
tional paralysis imposed by the limitations pro-
vided in the State annexation statutes. The
limiting factor in current annexation law is the
provision which prohibits a municipality from
annexing territory without petition and ap-
proval of the property owners and qualified
electors therein. Prima-facie, this appears to be
compatible with the principles of democracy.
Upon examination, however, it may be seen that
such a law is the matrix of governmental con-
fusion within any given urban area. The pro-
vision permits any group of citizens however
large or small to initiate tax colonies upon the
borders of the core city which supplies the eco-
nomic life-blood of the entire area and to which
the colonies owe their very existence.

Further examination will reveal that such a
procedure is not democratic at all for it permits
segments of the economic entity to escape its
fundamental responsibility to the social and
economic area of which it is inextricably a part.

Furthermore, the colonies create an intricate
pattern of commingled problems, the solution
of which can be attained in no other way short
of governmental consolidation. It is ironic that
a community which works and must necessarily
think alike is prohibited from seeking its com-
mon ground in the business of government.

The fiscal problems generated by the fragmen-
tation of the economic and social entity are
obvious. The entire urban area creates a demand
for the usual municipal services and has little
respect for jurisdictional boundaries established
by law. Such demands call for revenues which
the economic entity must forfeit for such pur-
poses. Political subdivisions block the necessary

flow of income into a single government, how-
ever, and each subdivision tends to become un-
balanced both economically and financially.
Therefore, no jurisdictional fragment of the en-
tity is fiscally capable of meeting the problem
alone, yet the laws permit no alternatives.

To illustrate the significance of this problem,
one need only to look at the states of Texas and
Virginia. These states have recognized that the
fundamental purpose of municipal government
is to provide social amenities to people and to
exact taxes from all who benefit directly or in-
directly from such amenities. As such, the State
of Texas permits municipalities to annex terri-
tory by ordinance so that those who enjoy the
fruits of the municipality may also participate
in its continuance. In Virginia, the municipality
petitions the district court for permission to
annex its periphery when such can be identified
as urban and when the municipality is capable
of servicing the area.

In the field of international affairs there is a
term "balkanization" which everyone interprets
as the converse of stability. In Colorado's muni-
cipal affairs, however, balkanization is defended
as virtuous and preferable. It would appear that
as the metropolitan area grows, the more virtu-
ous balkanization becomes. Witness the crop of
incorporations and special districts that have
sprung up in the territory that was once Den-
ver's hinterland. (See Table 11.)

Table 11

Units of Government in
Denver Metropolitan Area

1957

Unit Number
Counties 4
Incorporated places 21
School districts 52
Special districts 124

Total units of government 201

Source: Colorado State Tax Commission, Annual Report, 1957.

The consequences, of this pattern of local gov-
ernment, which has been and is being estab-
lished within Colorado's urban areas, must lead
inexorably to inefficient use of government, ex-
cessive and needless taxes, the loss of democratic
government on the local level, and urban chaos.

Much could be done to avert this headlong
rush to an end which no one really wants. Some
urban problems are in fact superficial and self-
imposed merely for the lack of a realistic ap-
proach to the jurisdictional conflict between a
municipality and its economic and social
spheres. More liberal laws to permit annexation
prior to the urban build-up in the periphery
would solve many problems.
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A great deal could be accomplished by the
State Legislature in this regard, for it must -be
recognized that the municipality is a bona fide
instrument of govermnent and if it is not, legis-
lation should be enacted to abolish it for an
acceptable substitute.

In an age when most thoughtful people are
pleading for a return of "local" government, it

is logical and right for a superior level of gov-
ernment to assist the metropolis in its efforts to

seek its salvation.
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CHAPTER XXI

STATE AND LOCAL DEBT

Rapid post-war growth of Colorado's indus-
tries and population has resulted in a corres-
ponding increase in the need for public facilities
such as highways, schools and other public
structures at both the state and local levels of
government. Although operating budgets have
been balanced on the whole, capital programs
have, in the main, necessitated borrowing on a
scale heretofore unknown. Thus in 1957 Colo-

rado's aggregate state and local debt' reachedan all-time high of $421 million—a figure nearlyfour times what it was before World War II andnearly three times the figure reported for 1950.Much of this increase is associated with the
financing of schools and municipalities which,in the aggregate, accounted for 80 percent of

In the discussion of the public debt in this chapter shortterm debt is excluded.

BONDED DEBT, BY UNITS OF GOVERNMENT IN COLORADO
1940 - 1957
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total outstanding debt in 1957 (Table 21.1 and
Chart 21.1).

In the following analysis this over-all change
is reviewed for each of the various levels of gov-
ernment in the State covering the period from
1940 to 1957. As a part of the review principal
features of the law controlling public debt for
each unit of government are also presented.2

State Debt

Legal Basis. As a state jurisdiction Colorado
is not permitted to contract any debt except to
meet casual deficiencies of revenue, to provide
for the construction of public buildings and to
borrow for such emergencies as suppressing in-
surrection, defending the State, and assisting in
defending the United States. Colorado (includ-
ing its subdivisions) is further restricted in con-
tracting public debt by a prohibition against
pledging the State's assets or credit for the
benefit of individuals or private enterprises. In
no case may a debt be created except by a law
which is irrepealable until the indebtedness has
been fully paid or discharged. The law must
specify the purpose of the funds and must also
provide for a tax sufficient to pay the principal
and interest within the specified time limit of
the debt. Funds arising from taxes so provided

'The laws pertaining to the borrowing powers and restrictions
of the State of Colorado are primarily contained in three sections
of Article XI, of the State Constitution. Section three of this
Article sets forth the limitations of the debt of state government.
Section four deals with the laws creating debt in general, while
section five covers the creation of debt for public buildings.
Reference to county indebtedness is found in section six. Sections
seven and eight refer to debt for school buildings and munici-
palities, respectively. Additional rules relating to other agencies
are contained in the Colorado statutes.

In the absence of citations the discussion in this Chapter
pertaining to the legal basis of state and local debt is based upon
these named sections of the State Constitution.

may not be used for any other purpose. Debts
contracted for the construction of public build-
ings or deficient revenue may not have a ma-
turity of less than ten years, nor a maximum
maturity of more than fifteen years.

The State Constitution also contains restric-
tions on the amount of debt that can be con-
tracted. Thus debt incurred to meet a revenue
deficiency may not exceed eight hundred and
fifty thousand dollars. Moreover, debt incurred
for the erection of public buildings may not ex-
ceed one-half mill of each dollar of assessed
valuation; and the aggregate amount of such
debt may never at any time exceed the sum of
fifty thousand dollars. However, section five
provides that debt for the purposes of erecting
public buildings may be created, in the aggre-
gate, to an amount exceeding three mills on each
dollar of assessed values; provided, that before
going into effect, the law is approved by the vote
of the majority of the qualified electors. To
exceed these limits a popularly approved con-
stitutional amendment must be enacted.

Preceding debt limitations do not apply, how-
ever, in the case of institutional or "non-guaran-
teed" debt, of which debts of the State Highway
Department, and institutions of higher learning
are principal examples. Thus the Department of
Highway can issue revenue anticipation bonds
and warrants payable solely from revenues de-
rived from taxes or projects but such issue may
take place only with the affirmative majority
vote of the Highway Department and the ap-
proval of the Governor.3 In this case no direct

'Johnson v. McDonald (1935) 97 C 324, 49 P. 2d 1017.

Table 21.1

Bonded Debt,a by Units of Government, in Colorado, 1940-1957
(Thousands)

County and special
Yearb State. Moffat tunnel improvement districted School districts. Municipal' Total

1940 $29,133 $15,470 $ 1,626 $20,336 $ 57,586 $124,151

1941 26,603 15,470 1,488 18,961 56,436 118,958

1942 24,066 15,470 1,273 17,086 54,238 112,133

1943 22,097 15,470 1,060 15,490 50.926 105,043

1944 20,112 14,887 1,198 13,660 46,989 96,846

1945 18,294 14,580 1,138 12,828 43,226 90,066

1946 19,482 14,000 1,772 14,635 43,367 93,256

1947 17,916 13,001 3,060 18,403 44,019 96,399

1948 16,066 12,571 3,099 44,359 57,101 133,196

1949 14,432 12,105 3,198 44,957 69,114 143,806

1950 13,510 11,422 3,255 50,704 74,179 153,070

1951 17,107 10,736 3,692 56,456 101,264 189,255

1952 16,603 10,050 2,917 98,231 112,845 240,646

1953 14,269 9,364 2,847 109,321 114,148 249,949

1954 18,874 9,164 3,093 121,159 129,725 282,015

1955
1956

21,875
34,421

8,278
7,571

7,979
15,285

158,564
166,140

143,733
153,836

340,429
377,253

1957 47,389 6,899 17,264 177,488 172,149 421,189

• Long-term debt and exclusive of tax anticipation warrants against property tax.
b Fiscal years ending June 30, for state and December 31, for all other units of government.

• Includes general and non-guaranteed debt. The State has had no general debt since 1950.

d County bonds represent a relatively small part of total. Special distr
ict bonds include all bonds for which records are kept by the district treasurer.

Excludes special districts bonds, (issued in municipalities) for which records are kep
t by the city treasurer.

• Prior to 1954 county high school bonds were not included.

f Includes special district bonds for which records are kept by city trea
surer.

Source: Colorado State Planning Commission, Colorado Year Books, 19
40-1958 and 1958 Report on Bonded Indebtedness in Colorado; and U. S. Bureau

of the Census. Compendium of State Government Finances, 1940-1957.
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liability attaches to the State or the Department
of Highways other than the obligations to apply
the taxes assigned for debt retirement. Simi-
larly revenue bonds can be issued to finance the
construction of toll roads with net revenue so
derived applied to the debt.4

Much in the manner of the Highway Depart-
ment the State's colleges and universities can,
for purposes of constructing school facilities,
issue tax anticipation warrants or pledge for
retirement of debt contracted the anticipated
net revenues from the facilities acquired. The
debt may take the form of bonds, certificates, or
warrants and these may be refunded at the dis-
cretion of the governing board of the institution
in question.5 Although the State is not liable for
debt repayment from general revenues it can be
presumed that such would be the case should
default occur.

Outstanding Bonded Debt. In reviewing the
State's outstanding long-term debt it is well at
the outset to recognize its two forms namely,
"general" debt and "non-guaranteed" debt. The
first is serviced from general revenue and is said,
therefore, to be backed by the "full faith and
credit" of the State. Non-guaranteed debt is
represented primarily by issues of the various
state agencies (i.e., Highway Department and
colleges and universities) and are not a direct
liability of the State. Such obligations are, how-
ever, covered, as noted in the preceding section,
by special revenues or tax levies established by
law.

Colorado's state government debt in 1957,
amounting to $47.4 million, was the largest on
record, being nearly four times what it was in
1950. As can be seen in Table 21.1, state debt
since 1940 forms a U-shaped pattern with 1940
and 1957 marking the upper points and 1950 the
lowest during the 1940-1957 period.

As noted in Table 21.2, the State has had no
general debt since 1950. Accordingly, its out-
standing indebtedness in 1957 consisted entirely
of non-guaranteed obligations issued by its
various departments, institutions and other
agencies.

Table 21.3 shows the purposes for which state
debt has been contracted. It will be observed
that, of the total of $47.4 million outstanding in
1957, highways accounted for $23.1 million, col-
leges and universities, $23.5 million and all other
purposes $.8 million.

'Colorado Revised Statutes, 1953, Vol. 5, p. 413.
p. 680.

Table 21.2

Bonded Debt of State Government in Colorado
Fiscal Years, 1940-1957

(Thousands)

Year
General

obligations
/Con-guaranteed

obligations Total
1940 $2,908 $26,225 $29,133
1941 2,637 23,966 26,603
1942 2,155 21,911 24,066
1943 1,804 20,293 22,097
1944 1,507 18,605 20,112
1945 1,200 17,094 18,294
1946 898 18,584 19,482
1947 590 17,326 17,916
1948 530 15,536 16,066
1949 470 13,962 14,432
1950 437 13,073 13,510
1951 0 17,107 17,107
1952 0 16,603 16,603
1953 0 14,269 14,269
1954 0 18,874 18,874
1955 0 21,875 21,875
1956 0 34,421 34,421
1957 0 47,389 47,389

Source: IL S. Bureau of the Census, Compendium of State Government
Finances, 1940-1957.

Table 21.3

Bonded Debt, by Purposes, of State Government
In Colorado, Fiscal Years, 1940-1957

(Thousands)

Year

Highways and
State toll
facilities

Colleges
and universities

Public Welfare
and other Total

1940 $24,191 $ 2,691 $2,251 $29,133
1941 22,718 2,366 1,519 26,603
1942 21,014 1,921 1,131 24,066
1943 19,356 1,832 917 22,097
1944 17,661 1,683 768 20,112
1945 15,929 1,659 706 18,294
1946 14,196 4,636 650 19,482
1947 12,375 4,951 590 17,916
1948 10,738 4,798 530 16,066
1949 9,070 4,892 470 14,432
1950 7,332 5,741 437 13,510
1951 11,872 5,189 46 17,107
1952 10,052 6,510 41 16,603
1953 8,108 6,124 37 14,269
1954 8,573 10,268 33 18,874
1955 8,251 13,595 29 21,875
1956 15,969 17,603 849 34,421
1957 23,063 23,478 848 47,389

Source: U. S. Bureau of the Census, Compendium of State Government
Finances, 1940-1957.

Highway Debt. Historically the financing of
highways has accounted for the bulk of the out-
standing debt of the State. Since 1954, however,
the aggregate obligations of the State's colleges
and universities have exceeded that of the High-
way Department. In 1957 the outstanding debt
of these two general groups was about evenly
divided, each having slightly over $23 million
outstanding. Together, they accounted for 98
percent of the total debt of the State.

Current highway debt, while larger than it
has been for many years, was still under that
reported for 1940-a fact which in view of price
inflation means that in "real" or in uniform-
purchasing-power terms present highway debt
is much below that of the immediate pre-war
years.

Colorado's highway obligations presently out-
standing fall into three general categories,
namely: highway anticipation warrants payable
from motor fuel and motor vehicle revenues,
highway building authority bonds issued to
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finance the construction of the State Highway
Office Building in Denver also payable from
motor fuel and motor vehicle revenues, and
Denver-Boulder Turnpike revenue bonds pay-
able from highway tolls.

The issue of highway warrants was authorized
to the amount of $35 million by popular vote in
1954. Provisions of governing law limits their
issue to $8 million per year until 1960. As of
May 1, 1957 a total of $15.4 million of warrants
were outstanding.

The second category of outstanding highway
obligations is the Highway Building Authority
bonds which in May 1, 1957 amounted to $7.9
million. In the third category, or the Denver-
Boulder Turnpike revenue bond issue, a total of
$5.6 million was outstanding on May 1, 1957.
However, collections from tolls has built up a
sizable surplus which has to be invested because
of penalties imposed for early bond retirement.°

Colleges and Universities. As distinguished
from highway debt the presently outstanding
issues of the State's colleges and universities,
which in 1957 amounted to $23 million, exceed
any previous year on record. This is attributed
to the rapid growth of student population and
the need therefore for dormitory facilities.7
Since the latter are revenue producing, their
financing by bond issue supported by anticipated
income from these facilities has been a natural
financing device adopted by the institutions
generally. As noted below nearly all of the cur-
rent (June 30, 1957) outstanding institutional
debt is in this form.8

University of Colorado
Dormitory revenue bonds

Student apartment revenue
bonds

Faculty dormitory revenue
bonds

Student Memorial Center
revenue bonds

Stadium revenue bonds

Total

Colorado State University
Dormitory revenue bonds

Refunding and improvement
revenue bonds

Dormitory and student union
building bonds

Total

$6,493,000

1,025,000

333,000

1,600,000

300,000

9,751,000

5,082,000

839,000

1,055,000

6,976,000

'Colorado State Planning Commission, 1957 Report on Bonded
Indebtedness in Colorado.

'See Chapter III for college and university enrollment in
Colorado.

'Data from Moody's, Municipal and Government Manual (New
York, 1958), pp. 284-285.

Colorado State College
Girls' dormitory bonds

Men's residence hall revenue
bonds

Dormitory revenue bonds

Total

Western State College
Dormitory revenue bonds

Colorado School of Mines
Dormitory revenue bonds

Adams State College
Dormitory revenue bonds

Grand total

76,000

140,000

2,750,000

2,966,000

1,654,000

487,000

833,000

22,667,0009

These data are exclusive of tax anticipation
warrants which have been issued in certain
cases by various institutions against continuing
property levies for building purposes.

Other State Agencies. Two other state agen-
cies have outstanding debt (exclusive of tax
anticipation warrants) these being the State
Board of Control for State Homes and the De-
partment of Employment. The first agency,
created by law in 1957, has authority to finance
the construction or acquisition of homes for
aged persons through the issue of warrants in
amount not to exceed $1,000,000 and payable
from income derived from the operation of the
homes.1° A total of $848,000 in warrants was
issued in 1955.

The second agency, or the Department of Em-
ployment, was authorized to issue bonds for the
construction of a building at E. 12th Avenue and
Sherman Street in Denver. Bonds outstanding
to date total $1,710,000.11

Finally, a number of other state agencies ex-
clusive of the colleges and universities, as pre-
viously noted, have issued anticipation warrants
against state property taxes earmarked for
them. Among these institutions are the State
Fair Commission, the State Penitentiary, the
State Reformatory, the State Training School
for Girls, the State Home and Training School
at Ridge, the State Military and State Capitol
buildings.12

Debt Service. The cost of financing state
activities by borrowing amounted in 1957 to
slightly over $1 million—a figure which like the

'Total for 1957 from Moody's Municipal and Government
Manua/ differs in amount from that reported by the U. S. Bureau
of the Censc.s as shown in Table 21.3.

"Forty-First General Assembly of the State of Colorado, Session
Laws of Colorado, 1957, pp. 777-778.

"This total does not, however, appear in the figure reported
for total state debt shown in Table 21.3.

"Total tax anticipation warrants against property taxes
amounted to $1,998,174, a figure not included however in the
figures on long-term debt of the State as shown in Table 21.3.
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debt principal is the highest on record. How-
ever, in light of increased expenditures, interest
costs, relative to say 1940, appear to be modest
indeed. As reported in Table 21.4, State outlay
for interest in 1940 amounted to $873,000.

Table 21.4

Interest Cost of Bonded Debt of State
Government in Colorado
Fiscal Years, 1940-1957

(Thousands)
Year Interest

1940 $ 873,000
1941 844,000
1942 766,000
1943 686,000
1944 634,000
1945 566,000
1946 533,000
1947 478,000
1948 484,000
1949 426,000
1950 377,000
1951 405,000
1952 515,000
1953 507,000
1954 476,000
1955 586,000
1956 839,000
1957 1,057,000

Source: U. S. Bureau of the Census, Compendium of State Government
Finances, 1940-1957.

Table 21.5 indicates the scheduled maturity
dates of the total debt presently outstanding. It
will be seen that approximately $2 million of
debt is scheduled for maturity for each of the
next twelve years. Consequently, nearly one-
half of the present debt total will be retired by
1970.

Table 21.5

Bonded Debt Maturing at End of Fiscal Year
State Government in Colorado, 1957

(Thousands)
Year Amount maturing

1957 $ 376
1958 1,903
1959 2,025
1960 2,058
1961 2,017
1962 1,971
1963 1,875
1964 1,908
1965 1,922
1966 1,950
1967 1,980
1968 1,990
1969 1,952
1970
and thereafter 23,462

Taal 47,389

Source: IL S. Bureau of the Census, Compendium of State Government
Finances, 1957.

State Debt in Western States. Colorado's per
capita state government debt in 1957 placed it
in 6th position in the comparison group of eleven

Western States as shown in Table 21.6. It will be
observed also, as shown in Table 21.7, that in the
aggregate educational institutions had an out-
standing debt of $592 million, or a total repre-
senting about one-third of the eleven-state debt
for all state purposes. It will be further noted
that whereas all the states had some debt out-
standing for education this was not as generally
true for highways. Here five of the eleven states
did not have any highway debt at all; these
states being Utah, Idaho, Wyoming, Arizona and
Nevada.

Table 21.6

Bonded Debt of State Government
Eleven Western States, Fiscal Year, 1957

General
Other.
(thou- Total Per

Rank
per

capita
State (thousands) sands) (thousands) capita debt

Colorado 0 46 47,389 $ 47,389 $ 28.33 6
Utah 0 4,467 4,467 5.25 11
Idaho 2,000 3,990 5,990 9.36 10
Montana 6,670 35,691 42,361 63.61 4
Wyoming 0 4,188 4,188 13.25 7
New Mexico 27,678 18,840 46,518 56.05 5
Arizona 75 11,207 11,282 9.93 9
Nevada 3,064 0 3,064 11.48 8
Washington 49,140 222,431 271,571 99.77 2
Oregon 181,768 99 181,867 102.81 1
California 1,039,792 119,443 1,159,235 83.27 3

Total 1,310,187 467,745 1,777,932

• Includes issues of state agencies not guaranteed by the full faith and
credit of state.

Source: U. S. Bureau of the Census. Compendium of State Government
Finances in 1957.

Table 21.7

Bonded Debt by Principal Purposes
of State Government

Eleven Western States, Fiscal Year, 1957
Education Highways Other Taal

State (thousands) (thousands) (thousands) (thousands)
Colorado $ 23,478 $ 23,063 $ 848 $ 47,389
Utah 4,467 0 0 4,467
Idaho 3,990 0 2,000 5,990
Montana 15,759 3,000 23,602 42,361
Wyoming 2,908 0 1,280 4,188
New Mexico 15,562 12,846 18,110 46,518
Arizona 11,207 0 75 11,282
Nevada 1,384 0 1,680 3,064
Washington 64,518 121,321 85,732 271,571
Oregon 11,342 56,950 113,575 181,867
California 437,670 127,093 594,472 1,159,235

Total 592,285 344,273 841,374 1,777,932

Source: U. S. Bureau of the Census, Compendium of State Government
Finances in 1957.

Moffat Tunnel District
The Moffat Tunnel District which comprises

Grand, Routt, Moffat and parts of six other
counties (Denver, Adams, Boulder, Jefferson,
Gilpin and Eagle) was originally authorized to
issue bonds to the amount of $6,720,000 to cover
cost of tunnel construction. Subsequent authori-
zation added $8,750,000 to the original amount.
Of the aggregate of $15,470,000 authorized and
issued a total of $8,571,000 has been retired leav-
ing a current outstanding debt of $6,899,000. To
date the Moffat Tunnel Commission (a five-
member management board elected every two
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years, has paid interest amounting to $24,269,000.
By the date of final retirement in 1983, it is esti-
mated that total interest payments will have
amounted to $44,000,000 bringing the total out-
lay, interest and principal, to almost $60,000,000.13

The Denver and Rio Grande Western Railroad
will eventually pay $18,270,000 of the total cost;
their 1957 payments alone having amounted to
$404,000. The Denver Water Board pays $10,000
annually and the Western Union $500 a year.
Aside from these payments the general taxpayer
covers the remainder.

County Debt

Legal Basis. The State Constitution provides
that a county can contract debt for the construc-
tion of public buildings, roads and bridges. It
limits, however, the amount of debt that can be
contracted in any one year to one dollar and fifty
cents of each thousand dollars of assessed valua-
tion in counties having assessed valuation in
excess of five million dollars. Counties with
taxable property of less than this amount are
limited to three dollars on each thousand dollars
of assessed value.

The total amount of county debt outstanding
for all purposes is limited to twice the yearly
contracting limit. However, with the majority
approval of the qualified voters, additional debt
may be contracted by the commissioners of any
county. Such addition can be to an amount
which will not increase aggregate debt to a total
exceeding six dollars per thousand dollars valu-
ation in counties valued at over 5 million dollars
and for counties with a valuation of less than
this amount aggregate debt cannot exceed
twelve dollars per thousand dollars of assessed
property value. Any bonds issued may not have
final maturity dates later than twelve years
from issuance."

Funding may take place in any county with a
floating indebtedness of over five thousand
dollars. Such action must have the majority con-
sent of the voters. Refunding bonds may also be
used, without voter consent, however, so long
as the interest rate does not exceed 5 percent.15

Outstanding Bonded Debt. County govern-
ment has had no occasion to borrow on a long-
term basis in recent years as evidenced by a total
outstanding debt of only $400,500 on December
31, 1957.

uDenver Post, July 27, 1958.

14Colorado Revised Statutes, 1953, Vol. II, pp. 969-970.

15Ibid., pp. 965 and 971.

Special Improvement District Debt

Legal Basis. Numerous special improvement
districts exist in Colorado which may be broadly
classified as improvement districts in cities and
towns, and all other including principally water,
sanitation, irrigation, fire and safety protection
districts.16 Improvement districts are governed
by boards which have the authority to issue
bonds. However, the boards must respect
various legal limitations relating to maturity
and interest payment dates, purposes for which
debt may be incurred, specific minimum and
maximum issues and approval of the persons to
be benefited and who will ultimately be assessed
for the cost. Where applicable special improve-
ment districts are also governed by special
charter provisions of cities and towns.

In the case of improvement districts in cities
and towns bonds may be issued up to 25 percent
of the assessed value of the district and must
be payable serially within three years after
issuance and may not have maturities of more
than twenty years. An election must be held
whenever a special improvement will result in
a debt greater than five thousand dollars. Ad
valorem taxes may be levied on all taxable prop-
erty within the district in an amount sufficient
to pay off the indebtedness when due. However,
such debt may not be considered as a liability
of any municipality in which the special district
is located.17

Bond issues of special districts, other than
those in cities and towns, are subject to limita-
tions closely resembling the provisions as out-
lined above.

Outstanding Bonded Debt. Special improve-
ment district debt (exclusive of districts located
in municipalities and where district bond issues
are recorded by the city treasurer) amounted in
1957 to a total of $16,864,000, which, when added
to county debt of $400,000, results in a 1957 total
county and district debt of $17,264,000. This
figure greatly exceeds totals reported annually
prior to 1956 as noted in Table 21.1.

Recent large increases in special district debt
(exclusive of district debt in cities) have oc-
curred primarily in Adams, Arapahoe and Jef-
ferson counties, which together in 1957 ac-
counted for $10,400,000 or 60 percent of total
special district debt outstanding.18 These coun-
ties having experienced a very heavy population
increase have presumably attempted to provide

',On the nature of special districts see again Chapter H.

17Colorado Revised Statutes, 1953, Vol. 4, pp. 561 and 567-568.

"See Table 21.9.
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services such as water, sewage and safety pro-
tection on a scale which would be required of a
large metropolitan community which these
areas really are in large degree.

Outstanding debt of special districts located
entirely within cities amounted to $12,572,388 of
which $8,156,000 were issues of the City and
County of Denver.19

School District Debt

Legal Basis. The board of education of any
school district cannot contract debt for school
buildings without approval of a majority of the
qualified voters of the district. First- and sec-
ond-class school districts may not have a total
bonded indebtedness greater than 10 percent of
assessed property value and third-class districts
may not exceed seven percent. However, the
board of education of a school district may apply
to the State Tax Commission for permission to
raise the limit to 15 percent of assessed value
in first- and second-class districts and up to 10
percent in third-class districts. First-class dis-
tricts must have more than one thousand stu-
dents, while the dividing line between second-
and third-class districts is three hundred and
fifty students.

The School District Reorganization Act of
1949, as amended, limits the bonded debt of any
new school district to 10 percent of assessed
valuation. An appeal provision of an additional
5 percent is included in the Act. The District
Organization Act of 1957 makes similar pro-
visions.

County high school districts, as well as union
high school districts of incorporated towns, may
combine bonded debt with the approval of the
voters. The limit is set at 5 percent of assessed
valuation with a possible increase to 10 percent
upon appeal to the State Tax Commission.

Outstanding Bonded Debt. As of December
31, 1957, the outstanding bonded debt of all the
public school districts in the State amounted to
$177 million or 42 percent of aggregate State and
local debt for all purposes. The school debt
though broadly distributed was highly concen-
trated in the four county Denver Metropolitan
Area, which as a unit accounted for 60 percent
of the all district total as shown below:
Public School Districts

Denver Metropolitan Area School debt Percent of total
Adams $ 8,771,500 4.94
Arapahoe 18,076,800 10.18
Denver 65,172,000 36.72
Jefferson 13,908,200 7.84

All other areas 71,559,500 40.32
Total 177,488,000 100.00

.Colorado State Planning Division, 1958 Report on Bonded
Indebtedness in Colorado, p. 11.

The public school debt, which has more than
doubled since 1950, reflects the sharp advance in
school enrollment which between 1950 and 1956
increased from 227,000 to 308,000.20 A contribut-
ing factor also was the backlog of needs which
developed during the wartime and immediate
postwar period.

Municipal Debt

Legal Basis. Municipalities may contract
long-term indebtedness only by the use of an
irrepealable ordinance. The ordinance must
state the purpose for which funds are to be
acquired and must provide for the levy of a tax,
no greater than twelve mills per dollar of as-
sessed valuation, sufficient to pay principal and
interest when due. Maturities on municipal ob-
ligations may be no longer than fifteen nor less
than ten years.

The creation of debt within a city or town
must have the majority approval of the voters.
Furthermore, debt may not be created in excess
of three percent of the assessed valuation of the
municipality.

Bonds may be issued for the purpose of fund-
ing any floating indebtedness of a municipality,
provided a majority of the electors approve the
issue. The term floating indebtedness does not
include outstanding interest-bearing bonds. Any
issuance of funding bonds must be preceded by
an ordinance which established the date, interest
rates and maturity dates. Maturity dates must
be at least five and not more than twenty-five
years from the issuance date.21 Refunding bonds
may be issued, without popular consent pro-
vided that interest rates are not increased.

Debt limitations defined by the State Consti-
tution22 as above noted do not however apply to
debts contracted for supplying water. Excluded
from these limitations also is the debt of special
improvement districts within a city or town"
and obligations to be retired out of revenues
from special projects.24

Outstanding Bonded Debt. The character and
amount of municipal bonds outstanding on De-
cember 31, 1957, consisted of the following:25

Bonds
General obligation
Revenue

Total

Amount
8 42,678,000
116,898,200
159,576,200

"See Chapter I.
"Colorado Revised Statutes, 1953, Vol. 6, pp. 244-245.

"Constitution of the State of Colorado, Article XI, Sec. 8.

"Sanborn v. City of Boulder (1923) 74 C 348,221 p. 1077.

"Searle v. Haxteen (1928) 84 C 494,271 p. 629.
"Colorado State Planning Division, 1558 Report on Bonded

Indebtedness in Colorado, p. 11.
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If to this amount is added the outstanding
special improvements bonds amounting to $12,-
572,000 issued by special districts located within
the cities, the municipal debt considered in this
broader sense amounted to $172,148,588—or a
total slightly under the total school district debt
in the State in 1957. As was noted also for the
school districts, the municipal debt including
that of the special improvement districts located
within the municipalities is highly concentrated
in the Denver Metropolitan Area which in 1957
accounted for 69 percent of the total; the dis-
tribution by cities and towns in the Denver Area
being as follows:26

Denver Metropolitan Area Municipal debt

Brighton $ 577,000
Aurora 4,839,000
Commerce Town 718,000
Westminster 1,126,000
Thornton 0
Englewood 4,093,000
Littleton 734,000
Sheridan 58,000
Denver 100,640,090
Arvada 1,334,000
Edgewater 4,093,000
Golden 270,000

Total 118,482,090

All other municipalities 53,666,498

Total municipalities 172,148,588

Distribution of Local Government Debt: Cities
and Towns vs. Rural. Tables 21.8 and 21.9 pre-
sent in detail the distribution of local debt be-
tween cities and towns (municipalities) and
rural areas (exclusive of cities and towns). In
each case special district and school district
bonded indebtedness has been allocated to each
of these two divisions on a basis as described in
the footnotes of the tables. Table 21.8 shows the
allocated grand total local debt of cities and
towns of 2,000 population or more and Table 21.9
the "rural area debt by counties."

In the over-all, the highest per capita debt is
found in the cities and towns which in 1957 had
a total per capita average of $270 as compared
with the rural area average of $128.

On a per capita basis also the ten cities and
towns having the highest debt were the follow-
ing:

PP. 11, 22-25.

City or town Per capita
debt

Commerce Town $884
Walsenburg 395
Colorado Springs 383
Cortez 328
Trinidad 325
Denver 322
Englewood 317
Brush 302
Littleton 288
Grand Junction 287

For the rural sections the leading areas (by
counties) were:

County Per capita
debt

Arapahoe $267
Adams 239
Dolores 232
Logan 223
Jefferson 198
El Paso 191
Moffat 181
Pitkin 175
Montrose 169
Lake 167

Summary and Conclusion
Financing debt implies added future tax pay-

ments magnified by interest cost. When the need
for heavy capital improvements is pressing,
which usually obtains in a rapidly growing com-
munity, borrowing within reasonable limits of
future tax capacity is the only means to quickly
cover expenditure requirements.

Colorado's present debt at both the state and
local levels of government does not in the aggre-
gate indicate excessive use of credit. Outstand-
ing issues of the State government are largely
for the construction of highways and college
and university dormitories, and, as such are self-
liquidating. Moreover, they appear to be ade-
quately covered by anticipated income. Inter-
state comparisons show also that per capita state
government debt is presently at the median
average for the eleven Western States.

At the local level debt consists essentially of
issues of the school districts and municipalities
which together accounted in 1957 for 80 percent
of total state and local debt. In turn, nearly two-
thirds of this ratio was applicable to the four-
county Denver Metropolitan Area where the
most rapid population growth has occurred. It
is in terms of this development and the adjust-
ment of public expenditures thereto that much
of the present indebtedness of the State and
local governments as a whole can be explained.
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Table 21.8

Bonded Debt in Colorado Cities and Towns of 2,000 Population or More

December 31, 1957

City

Municipal
General Revenue

(thousands) (thousands)

Specials improve-
ment district
(thousands)

Municipal
share of

school districtb
(thousands)

Total
(thousands)

Per Capita.
Total Rank

Alamosa $ 148 $ 49 $ 37 $ 208 $ 442 $ 74 44

Arvada 1,128 188 18 1,119 2,453 245 14

Aurora 623 3,450 766 5,072 9,911 275 13

Boulder 431 3,280 700 2,253 6,664 202 19

Brighton 50 453 74d 392 969 162 22

Brush 21 530 20 365 936 302 8

Burlington 16 75 40 119 250 111 35

Canon City 0 523 61 319 903 133 27

Center 0 172 94d 31 297 135 26

Colorado Springs 854 19,160 329 9,165 29,508 383 3

Commerce Town 0 0 718 1,127 1,845 884 1

Cortez 342 105 192a 606 1,245 328 4

Craig 0 187 0 257 444 120 30

Del Norte 124 0 0 66 190 86 41

Delta 63 374 100 80 617 137 25

Denver 20,813 65,393 14,434. 65,172 165,812 322 6

Durango 806 0 0 747 1,553 158 23

Edgewater 0 0 0 368 368 73 45

Englewood 2,996 732 365 5,422 9,515 317 7

Florence 0 0 25 165 190 68 48

Ft. Collins 1,706 145 158 1,155 3,164 117 31

Ft. Morgan 0 0 0 657 657 94 39

Glenwood Springs 0 570 0 158 728 219 17

Golden 0 270 0 701 971 122 29

Grand Junction 764 2,090 408 2,674 5,936 287 10

Greeley 10 3,029 0 2,839 5,878 235 15

Gunnison 0 226 0 111 337 112 34

Lafayette 70 369 0 124 563 225 16

La Junta 390 590 0 485 1,465 179 20

Lamar 1,029 550 78 469 2,126 279 12

Las Animas 0 55 50 92 197 61 49

Leadville 0 0 157d 209 366 81 42

Littleton 458 76 0 2,450 2,984 288 9

Longmont 0 0 0 610 610 61 50

Loveland 307 0 5 658 970 102 36

Manitou Springs 140 0 0 350 490 140 24

Monte Vista 296 0 0 155 451 113 33

Montrose 0 231 Ha 238 565 94 38

Pueblo 1,760 6,305 890 6,085 15,040 166 21

Rocky Ford 176 94 0 299 569 126 28

Salida 0 225 0 0 225 45 51

Sheridan 0 0 58a 145 203 69 47

Springfield 28 415 0 177 620 282 11

Steamboat Springs 0 15 0 167 182 87 40

Sterling 331 0 106 1,031 1,468 115 32

Thornton 0 0 0 1,000 1,000 98 37

Trinidad 555 3,098 0 318 3,971 325 5

Walsenburg 591 1,586 184 9 2,370 395 2

Westminster 962 0 164,1 919 2,045 205 18

Wray 51 0 0 128 179 73 46

Yuma 36 0 0 124 160 80 43

Total 38,075 114,610 20,327 117,590 290,602 270 -

• Includes all special improvement district debt upon which records are kept by city treasurer.
b The amounts shown for county and school district bonds represent only the city's share of the total debt of the district 

or county bond issue. The

city's share is calculated by using a ratio of the assessed valuation of the city to the assessed valuation of the school dist
rict or county.

• Based on estimated population reported for July 1,1957 by Colorado State Planning Commission.
a The amount shown as special improvement district bonds for the cities indicated by this footnote include the city's share of water

, sanitation, or rec-

reation district bonds. Retirement of these bonds is the obligation of the district rather than the city. The city's share is c
alculated by using a ratio

of the assessed valuation of the city to the assessed valuation of the special district.

• Includes an amount of $6,278,090 representing Denver's share of the Moffat Tunnel District bonds.

Source: Colorado State Planning Commission, 1958 Report on Bonded Indebtedness in Colorado.
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Table 21.9

Bonded Debt in Colorado Counties (excluding Municipal Special District and School District Debt in
Cities and Towns of 2,000 Population or More) December 31, 1957

County •
County•

(thousands)

Special
improvement

district.
(thousands)

School
district.

(thousands)
Total

(thousands)
Per capita d

Total Rank
Adams $ 0 $ 4,026 $ 2,798 $ 6,824 $239 2
Alamosa 33 36 90 159 32 50
Arapahoe 0 1,978 7,524 9,502 267 1
Archuleta 0 0 164 164 55 40
Baca 0 30 383 413 74 33
Bent 0 35 111 146 26 52
Boulder 0 591 1,603 2,194 141 14
Chaffee 0 168 40 208 94 25
Cheyenne 0 11 204 215 65 36
Clear Creek 0 0 227 227 67 35
Conejos 0 0 410 410 41 46
Costilla 0 0 326 326 54 41
Crowley 0 12 245 257 50 42
Custer 0 0 160 160 107 20
Delta 0 4 140 144 11 57
Dolores 0 200 287 487 232 3
Douglas 0 0 176 176 43 44
Eagle 0 0 177 177 38 48
Elbert 0 36 368 404 94 25
El Paso 0 790 6,366 7,156 191 6
Fremont 0 61 242 303 31 51
Garfield 0 107 636 743 81 30
Gilpin 0 0 37 37 43 45
Grand 0 309 298 607 148 12
Gunnison 0 0 54 54 19 56
Hinsdale 0 0 0 0 0 -
Huerfano 0 0 77 77 20 55
Jackson 0 0 137 137 65 37
Jefferson 100 4,396 11,720 16,216 198 5
Kiowa 0 0 13 13 5 59

Kit Carson 0 174 406 580 96 23
Lake 0 168 350 518 167 10
La Plata 0 0 465 465 44 43
Laritner 0 263 1,474 1,737 134 17
Las Animas 0 24 265 289 24 54
Lincoln 0 0 462 462 82 29
Logan 221 99 1,542 1,862 223 4
Mesa 0 1,050 3,515 4,565 140 15
Mineral 0 0 0 0 0 -
Moffat 0 68 474 542 181 7
Montezuma 0 196 939 1,135 135 16
Montrose 16 352 1,394 1,762 169 9
Morgan 0 1 1,799 1,800 149 11
Otero 0 14 747 761 58 39
Ouray 0 0 18 18 9 58
Park 0 0 139 139 77 31
Phillips 0 0 399 399 83 28
Pitkin 0 323 80 403 175 8
Prowers 0 139 213 352 24 53
Pueblo 30 77 3,577 3,684 146 13

Rio Blanco 0 117 466 583 121 18
Rio Grande 0 0 411 411 61 38
Routt 0 0 619 619 91 27
Saguache 0 100 216 316 105 21
San Juan 0 0 0 0 0 -

San Miguel 0 78 218 296 102 22
Sedgwick 0 0 453 453 92 26
Summit 0 0 46 46 38 49
Teller 0 0 109 109 39 47
Washington 0 79 708 787 108 19

Weld 0 710 2,926 3,636 72 34
Yuma 0 0 463 463 76 32

Total 400 16,822 59,906 77,128 128 -

• Excludes Denver which is shown in tabulation for cities in Table 21.8.
b Since county debt is small its allocation to cities and towns was not made other than for Denver. (See Table 21.8.)
• Residual after allocation to cities and towns. See footnotes Table 21.8.
d Based on estimated population reported for July 1,1957 by Colorado State Planning Commission.

Source: Colorado State Planning Commission, 1958 Report on Bonded Indebtedness in Colorado.
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