INCOME TAX OPTION

Revenue Option: Increase the state income tax rate
Proposal: Increase the state income tax rate to 5% from its present rate of 4.63%, dedicate the incremental revenues to transportation, both highways and transit, and use all of the highway portion of the proceeds to support a bond issue.  The incremental revenues will be divided 25 percent for transit needs and 75 percent for highway needs.  Of the highway portion, two scenarios are analyzed. The first scenario is to dedicate the revenues from the HUTF with a 60/40 split for the State Highway Fund and local governments.  The second scenario is for the full highway portion to remain in the State Highway Fund. 

Rationale:  All citizens of the state benefit from the transportation system, regardless of whether they operate a motor vehicle or not.  All Coloradans enjoy the economic benefits of a strong system of transportation, and anyone who receives deliveries or visitors or uses transit benefits from the system.  Thus, it is appropriate to dedicate a non-traditional tax source, such as the income tax proposed here, to the support of the transportation system.

Fee vs. Tax: This would be an increase of an existing tax.

Administration: The income tax is already collected in the state, and the existing administrative apparatus could be used to collect this increment and dedicate it to transportation.

Constitutionality:  The state’s TABOR Amendment (Article X, Section 20) requires a voter approval to implement this option. The voters would need to approve the tax increase and authorize the state to retain the excess revenues.

Revenue Calculation and Estimated Potential:  In nominal dollars, the revenue potential from this option ranges from $236 million in FY 2008-09 (one-half year) to $3.8 billion in FY 2034-35.  In 2008 constant dollars, these amounts are $232 million (one-half year) and $1.79 billion respectively (See Table 1).   These estimates result from an econometric forecast under our baseline assumption.  We also estimated a minimum and maximum revenue potential based upon the highest and lowest growth rates for this revenue source over the past 20 years.  The FY 2034-35 nominal dollar revenue estimates for the minimum and maximum scenarios, respectively, are $2.6 billion and $5.2 billion.  See the attached tables 2 and 3 for revenue potential under the three estimation scenarios, the amounts dedicated to highways and transit under the 75 percent/25 percent split, and the further scenarios for the split of the 75 percent for highways between state and local governments.  It was assumed in all scenarios that the relatively small increase of .37 percentage points proposed here will not result in any elasticity effects on the total revenue collected.

Use of Proceeds:  The use of these proceeds is an open item to be discussed by the TAC for recommendation to the Panel.  However, under the assumption that 75% would be dedicated to state highways, this is a significant enough revenue source to support bonding.
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Table 1: Revenue Potential from Increase of Income Tax Rate to 5%

(Nominal Dollars)

	Model:  Increase Income Tax Rate to 5%

 (.37 percentage point increase)

	
	Nominal Dollars (in $ millions)
	

	
	
	
	
	

	
	Baseline
	Min
	Max
	

	FY 2009
	 $       236.09 
	 $       236.09 
	 $        236.09 
	

	FY 2010
	 $       501.46 
	 $       501.46 
	 $        501.46 
	

	FY 2011
	 $       532.93 
	 $       532.93 
	 $        532.93 
	

	FY 2012
	 $       578.32 
	 $       569.28 
	 $        585.89 
	

	FY 2013
	 $       627.63 
	 $       608.22 
	 $        644.16 
	

	FY 2014
	 $       681.21 
	 $       649.91 
	 $        708.28 
	

	FY 2015
	 $       739.42 
	 $       694.55 
	 $        778.83 
	

	FY 2016
	 $       802.67 
	 $       742.37 
	 $        856.48 
	

	FY 2017
	 $       871.40 
	 $       793.58 
	 $        941.93 
	

	FY 2018
	 $       946.09 
	 $       848.44 
	 $     1,035.98 
	

	FY 2019
	 $     1,027.25 
	 $       907.20 
	 $     1,139.49 
	

	FY 2020
	 $     1,115.45 
	 $       970.14 
	 $     1,253.42 
	

	FY 2021
	 $     1,211.32 
	 $    1,037.57 
	 $     1,378.82 
	

	FY 2022
	 $     1,315.50 
	 $    1,109.81 
	 $     1,516.86 
	

	FY 2023
	 $     1,428.75 
	 $    1,187.20 
	 $     1,668.82 
	

	FY 2024
	 $     1,551.84 
	 $    1,270.11 
	 $     1,836.11 
	

	FY 2025
	 $     1,685.64 
	 $    1,358.94 
	 $     2,020.28 
	

	FY 2026
	 $     1,831.09 
	 $    1,454.13 
	 $     2,223.03 
	

	FY 2027
	 $     1,989.20 
	 $    1,556.11 
	 $     2,446.27 
	

	FY 2028
	 $     2,161.09 
	 $    1,665.40 
	 $     2,692.05 
	

	FY 2029
	 $     2,347.96 
	 $    1,782.50 
	 $     2,962.68 
	

	FY 2030
	 $     2,551.12 
	 $    1,907.99 
	 $     3,260.67 
	

	FY 2031
	 $     2,772.01 
	 $    2,042.46 
	 $     3,588.79 
	

	FY 2032
	 $     3,012.17 
	 $    2,186.57 
	 $     3,950.11 
	

	FY 2033
	 $     3,273.29 
	 $    2,341.01 
	 $     4,348.00 
	

	FY 2034
	 $     3,557.22 
	 $    2,506.53 
	 $     4,786.17 
	

	FY 2035
	 $     3,865.95 
	 $    2,683.92 
	 $     5,268.72 
	


Table 1 Cont’d: Revenue Potential from Increase of Income Tax Rate to 5%

(2008 Constant Dollars)

	Model: Increase Income Tax to 5% (.37 percentage point increase)

	
	2008 Constant Dollars (in $ millions)
	
	

	
	
	
	
	
	

	
	Baseline
	Min
	Max
	
	

	FY 2009
	 $      232.37 
	 $      232.37
	 $     232.37
	
	

	FY 2010
	 $      478.04 
	 $      478.04 
	 $     478.04 
	
	

	FY 2011
	 $      492.09 
	 $      492.09 
	 $     492.09 
	
	

	FY 2012
	 $      518.21 
	 $      510.11 
	 $     524.99 
	
	

	FY 2013
	 $      546.72 
	 $      529.80 
	 $     561.11 
	
	

	FY 2014
	 $      576.32 
	 $      549.84 
	 $     599.22 
	
	

	FY 2015
	 $      608.08 
	 $      571.18 
	 $     640.49 
	
	

	FY 2016
	 $      641.62 
	 $      593.42 
	 $     684.64 
	
	

	FY 2017
	 $      676.55 
	 $      616.14 
	 $     731.31 
	
	

	FY 2018
	 $      714.03 
	 $      640.33 
	 $     781.87 
	
	

	FY 2019
	 $      753.67 
	 $      665.59 
	 $     836.01 
	
	

	FY 2020
	 $      795.05 
	 $      691.48 
	 $     893.38 
	
	

	FY 2021
	 $      838.86 
	 $      718.54 
	 $     954.86 
	
	

	FY 2022
	 $      885.86 
	 $      747.34 
	 $   1,021.46 
	
	

	FY 2023
	 $      934.43 
	 $      776.45 
	 $   1,091.45 
	
	

	FY 2024
	 $      986.55 
	 $      807.44 
	 $   1,167.27 
	
	

	FY 2025
	 $    1,041.81 
	 $      839.89 
	 $   1,248.63 
	
	

	FY 2026
	 $    1,099.75 
	 $      873.35 
	 $   1,335.16 
	
	

	FY 2027
	 $    1,160.56 
	 $      907.88 
	 $   1,427.23 
	
	

	FY 2028
	 $    1,225.80 
	 $      944.64 
	 $   1,526.97 
	
	

	FY 2029
	 $    1,293.64 
	 $      982.09 
	 $   1,632.33 
	
	

	FY 2030
	 $    1,366.43 
	 $    1,021.95 
	 $   1,746.47 
	
	

	FY 2031
	 $    1,443.00 
	 $    1,063.23 
	 $   1,868.19 
	
	

	FY 2032
	 $    1,523.60 
	 $    1,106.00 
	 $   1,998.03 
	
	

	FY 2033
	 $    1,609.29 
	 $    1,150.94 
	 $   2,137.66 
	
	

	FY 2034
	 $    1,699.58 
	 $    1,197.58 
	 $   2,286.75 
	
	

	FY 2035
	 $    1,794.78 
	 $    1,246.01 
	 $   2,446.02 
	
	


Table 2: Highway Funds Available from Increase in Income Tax Rate to 5%

Nominal Dollars

	Model: 75% for Highways
	
	

	
	Baseline
	Min
	Max

	FY 2009
	 $       177.07 
	 $       177.07 
	 $        177.07 

	FY 2010
	 $       376.10 
	 $       376.10 
	 $        376.10 

	FY 2011
	 $       399.70 
	 $       399.70 
	 $        399.70 

	FY 2012
	 $       433.74 
	 $       426.96 
	 $        439.42 

	FY 2013
	 $       470.73 
	 $       456.16 
	 $        483.12 

	FY 2014
	 $       510.91 
	 $       487.43 
	 $        531.21 

	FY 2015
	 $       554.57 
	 $       520.91 
	 $        584.13 

	FY 2016
	 $       602.00 
	 $       556.78 
	 $        642.36 

	FY 2017
	 $       653.55 
	 $       595.19 
	 $        706.45 

	FY 2018
	 $       709.56 
	 $       636.33 
	 $        776.98 

	FY 2019
	 $       770.44 
	 $       680.40 
	 $        854.61 

	FY 2020
	 $       836.59 
	 $       727.61 
	 $        940.06 

	FY 2021
	 $       908.49 
	 $       778.18 
	 $     1,034.12 

	FY 2022
	 $       986.63 
	 $       832.36 
	 $     1,137.65 

	FY 2023
	 $     1,071.56 
	 $       890.40 
	 $     1,251.62 

	FY 2024
	 $     1,163.88 
	 $       952.58 
	 $     1,377.08 

	FY 2025
	 $     1,264.23 
	 $    1,019.21 
	 $     1,515.21 

	FY 2026
	 $     1,373.32 
	 $    1,090.59 
	 $     1,667.28 

	FY 2027
	 $     1,491.90 
	 $    1,167.08 
	 $     1,834.70 

	FY 2028
	 $     1,620.82 
	 $    1,249.05 
	 $     2,019.04 

	FY 2029
	 $     1,760.97 
	 $    1,336.87 
	 $     2,222.01 

	FY 2030
	 $     1,913.34 
	 $    1,430.99 
	 $     2,445.50 

	FY 2031
	 $     2,079.01 
	 $    1,531.85 
	 $     2,691.59 

	FY 2032
	 $     2,259.12 
	 $    1,639.93 
	 $     2,962.58 

	FY 2033
	 $     2,454.97 
	 $    1,755.76 
	 $     3,261.00 

	FY 2034
	 $     2,667.91 
	 $    1,879.90 
	 $     3,589.63 

	FY 2035
	 $     2,899.46 
	 $    2,012.94 
	 $     3,951.54 


Table 2 Cont’d: Transit Funds Available from Increase in Income Tax Rate to 5%

Nominal Dollars
	Model:  25% for Transit
	
	

	
	Baseline
	Min
	Max

	FY 2009
	 $         59.02 
	 $         59.02 
	 $          59.02 

	FY 2010
	 $       125.37 
	 $       125.37 
	 $        125.37 

	FY 2011
	 $       133.23 
	 $       133.23 
	 $        133.23 

	FY 2012
	 $       144.58 
	 $       142.32 
	 $        146.47 

	FY 2013
	 $       156.91 
	 $       152.05 
	 $        161.04 

	FY 2014
	 $       170.30 
	 $       162.48 
	 $        177.07 

	FY 2015
	 $       184.86 
	 $       173.64 
	 $        194.71 

	FY 2016
	 $       200.67 
	 $       185.59 
	 $        214.12 

	FY 2017
	 $       217.85 
	 $       198.40 
	 $        235.48 

	FY 2018
	 $       236.52 
	 $       212.11 
	 $        258.99 

	FY 2019
	 $       256.81 
	 $       226.80 
	 $        284.87 

	FY 2020
	 $       278.86 
	 $       242.54 
	 $        313.35 

	FY 2021
	 $       302.83 
	 $       259.39 
	 $        344.71 

	FY 2022
	 $       328.88 
	 $       277.45 
	 $        379.22 

	FY 2023
	 $       357.19 
	 $       296.80 
	 $        417.21 

	FY 2024
	 $       387.96 
	 $       317.53 
	 $        459.03 

	FY 2025
	 $       421.41 
	 $       339.74 
	 $        505.07 

	FY 2026
	 $       457.77 
	 $       363.53 
	 $        555.76 

	FY 2027
	 $       497.30 
	 $       389.03 
	 $        611.57 

	FY 2028
	 $       540.27 
	 $       416.35 
	 $        673.01 

	FY 2029
	 $       586.99 
	 $       445.62 
	 $        740.67 

	FY 2030
	 $       637.78 
	 $       477.00 
	 $        815.17 

	FY 2031
	 $       693.00 
	 $       510.62 
	 $        897.20 

	FY 2032
	 $       753.04 
	 $       546.64 
	 $        987.53 

	FY 2033
	 $       818.32 
	 $       585.25 
	 $     1,087.00 

	FY 2034
	 $       889.30 
	 $       626.63 
	 $     1,196.54 

	FY 2035
	 $       966.49 
	 $       670.98 
	 $     1,317.18 


Table 3: 60% STATE Allocation of Highway Funds Available from Increasing Income Tax Rate to 5% and Dedicating 75% to Highways

Nominal Dollars

	Model: Of 75% for Highways, 60% for State

	
	Baseline
	Min
	Max

	FY 2009
	 $   106.24 
	 $   106.24 
	 $   106.24 

	FY 2010
	 $   225.66 
	 $   225.66 
	 $   225.66 

	FY 2011
	 $   239.82 
	 $   239.82 
	 $   239.82 

	FY 2012
	 $   260.24 
	 $   256.18 
	 $   263.65 

	FY 2013
	 $   282.44 
	 $   273.70 
	 $   289.87 

	FY 2014
	 $   306.54 
	 $   292.46 
	 $   318.72 

	FY 2015
	 $   332.74 
	 $   312.55 
	 $   350.48 

	FY 2016
	 $   361.20 
	 $   334.07 
	 $   385.42 

	FY 2017
	 $   392.13 
	 $   357.11 
	 $   423.87 

	FY 2018
	 $   425.74 
	 $   381.80 
	 $   466.19 

	FY 2019
	 $   462.26 
	 $   408.24 
	 $   512.77 

	FY 2020
	 $   501.95 
	 $   436.56 
	 $   564.04 

	FY 2021
	 $   545.09 
	 $   466.91 
	 $   620.47 

	FY 2022
	 $   591.98 
	 $   499.41 
	 $   682.59 

	FY 2023
	 $   642.94 
	 $   534.24 
	 $   750.97 

	FY 2024
	 $   698.33 
	 $   571.55 
	 $   826.25 

	FY 2025
	 $   758.54 
	 $   611.52 
	 $   909.12 

	FY 2026
	 $   823.99 
	 $   654.36 
	 $1,000.37 

	FY 2027
	 $   895.14 
	 $   700.25 
	 $1,100.82 

	FY 2028
	 $   972.49 
	 $   749.43 
	 $1,211.42 

	FY 2029
	 $1,056.58 
	 $   802.12 
	 $1,333.21 

	FY 2030
	 $1,148.01 
	 $   858.59 
	 $1,467.30 

	FY 2031
	 $1,247.40 
	 $   919.11 
	 $1,614.96 

	FY 2032
	 $1,355.47 
	 $   983.96 
	 $1,777.55 

	FY 2033
	 $1,472.98 
	 $1,053.46 
	 $1,956.60 

	FY 2034
	 $1,600.75 
	 $1,127.94 
	 $2,153.78 

	FY 2035
	 $1,739.68 
	 $1,207.76 
	 $2,370.92 


Table 3 Cont’d: 40% LOCAL Allocation of Highway Funds Available from Increasing Income Tax Rate to 5% and Dedicating 75% to Highways

Nominal Dollars

	Model: Of 75% for Highways, 40% for Local

	
	Baseline
	Min
	Max

	FY 2009
	 $     70.83 
	 $     70.83 
	 $     70.83 

	FY 2010
	 $   150.44 
	 $   150.44 
	 $   150.44 

	FY 2011
	 $   159.88 
	 $   159.88 
	 $   159.88 

	FY 2012
	 $   173.50 
	 $   170.79 
	 $   175.77 

	FY 2013
	 $   188.29 
	 $   182.46 
	 $   193.25 

	FY 2014
	 $   204.36 
	 $   194.97 
	 $   212.48 

	FY 2015
	 $   221.83 
	 $   208.37 
	 $   233.65 

	FY 2016
	 $   240.80 
	 $   222.71 
	 $   256.94 

	FY 2017
	 $   261.42 
	 $   238.08 
	 $   282.58 

	FY 2018
	 $   283.83 
	 $   254.53 
	 $   310.79 

	FY 2019
	 $   308.17 
	 $   272.16 
	 $   341.85 

	FY 2020
	 $   334.64 
	 $   291.04 
	 $   376.02 

	FY 2021
	 $   363.39 
	 $   311.27 
	 $   413.65 

	FY 2022
	 $   394.65 
	 $   332.94 
	 $   455.06 

	FY 2023
	 $   428.62 
	 $   356.16 
	 $   500.65 

	FY 2024
	 $   465.55 
	 $   381.03 
	 $   550.83 

	FY 2025
	 $   505.69 
	 $   407.68 
	 $   606.08 

	FY 2026
	 $   549.33 
	 $   436.24 
	 $   666.91 

	FY 2027
	 $   596.76 
	 $   466.83 
	 $   733.88 

	FY 2028
	 $   648.33 
	 $   499.62 
	 $   807.62 

	FY 2029
	 $   704.39 
	 $   534.75 
	 $   888.80 

	FY 2030
	 $   765.34 
	 $   572.40 
	 $   978.20 

	FY 2031
	 $   831.60 
	 $   612.74 
	 $1,076.64 

	FY 2032
	 $   903.65 
	 $   655.97 
	 $1,185.03 

	FY 2033
	 $   981.99 
	 $   702.30 
	 $1,304.40 

	FY 2034
	 $1,067.17 
	 $   751.96 
	 $1,435.85 

	FY 2035
	 $1,159.78 
	 $   805.17 
	 $1,580.62 


