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INTRODUCTION

Colorado has had a flat tax for both individual and corporate income for nearly 40 years, but that regime
could end this November when voters decide whether or not to abandon the current 4.4% flat income
tax system for a progressive structure.

Amendment 87, formerly known as Initiative 195, suggests increasing the top rate on individuals, estates,
trusts and C corporations and creating a set of graduated rates ranging from 3.7% to 8.4%.

This report builds on the June research by outlining other potential outcomes from enactment of
Amendment 87. These 13 observations include a longer (10- and 20-year) time horizon regarding
outmigration.

TABLE 1: COMPARISON OF TAX RATES, FLAT TAX AND AMENDMENT 87

AMENDMENT 87 PROPOSED RATE SCHEDULE

Federal taxable income Current rate Rate under Amendment 87
Up to $25,000 4.40% 370%
$25,001 - $100,000 4.40% 4.20%
$100,001 - $500,000 4.40% 4.40% (unchanged)
$500,001 - $750,000 4.40% 740%
$750,001 - $1,000,000 4.40% 790%
Over $1,000,000 4.40% 8.40%

State economists estimates the new system would raise taxes by $2.0 billion in FY 2028 according to
the Blue Book.' The revenue impact of Amendment 87 is a moving target given that revenue forecasts
change frequently with updated filing information and economic indicators. CSI's prior work suggested
a tax increase of $2.3 billion’, while the top end of the tax increase in the first year of impact at the time
the Blue Book was written was $2.7 billion.," Using $2.3 billion as the baseline for the first full fiscal year
(FY) 2028 tax increase and modeling out years 2028 through 2050 results in a cumulative tax increase
of $154 billion. This is known as the static tax increase because it is before accounting for high income
individuals leaving the state.?

Amendment proponents say a progressive tax structure would reduce residents’ tax bills.

1 The $2.7 billion figure is not a so-called mid-point forecast, but the statutory maximum that state law requires Legislative Council staff to put in the ballot question, reflecting
possible forecast error in the same fiscal year. See § 1-40-106(3)(g)(Il) and art. X, § 20(3)(c).
2 This number reflects tax increases minus tax cuts.
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That claim might be true for anyone whose tax rate falls to 3.7% from the current 4.4%, but many
residents and businesses would pay higher taxes.

As a June 2026 CSl report shows, currently the average resident’s tax and fee burden ranks 37th-highest
among states. Amendment 87 would boost that rank to 33rd."Y

Tax levies also affect behavior. CSl's June 2026 report found replacing the flat tax would erode Colorado’s
tax competitiveness at a time when that ranking already is waning. In the Tax Foundation’s 2020 State
Business Tax Climate Index, Colorado ranked 17th in the country in tax competitiveness. In the 2026
edition, Colorado ranked 33rd." That CSl report addressed the behavioral responses of individuals and
businesses, focusing specifically on the effects of higher income tax rates on movement among high
earners and firm migration, through a dynamic lens."
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KEY FINDINGS

= On net, Amendment 87 would increase income taxes by $154 billion, excluding behavioral-response
effects, from FY 2027 (half year) through FY 2050.3

= Amendment 87's tax brackets would not adjust automatically for inflation, so rising nominal incomes
will move more taxpayers into higher brackets in future years, even without an increase in purchasing
power.

= Unlike a majority of states"",X, Amendment 87 does not index brackets for inflation. As a result, up to
$36 billion of the $154 billion tax increase would come from bracket creep.

> By 2050 the top three brackets (i.e., above $500,000) reaches roughly one in eight filers.
A household with $250,000 of taxable income today would fall into the $500,000 tax bracket
around 2042; a household at $200,000 crosses around 2047.

= From 2027 through 2050, more than $460 billion in S-Corp/pass-through income—including billions
of dollars never distributed to the owners in the year earned—would be taxed. CSI estimates these
small business owners would pay more than $35.8 billion in taxes, resulting in an effective rate of
about 7.8%.

= At most, taxpayers will get a $325 tax cut from Amendment 87. On the other hand, the tax increase is
unlimited and eventually will fall on middle-income earners.

> Residents in their 20s now would see the largest increase of any age group. A couple, both aged
29 today, each earning $85,000, and experiencing typical wage growth across their careers,
would cross the $500,000 threshold in 2046, at age 49.

= Under Amendment 87 joint filers, including married couples, would pay a penalty to be married. In
2027 about 689,000 joint tax filers (1.8 million individuals, which includes adults and children) would
pay an average penalty of $737 and by 2050, about 985,000 joint tax filers (2.6 million individuals)
would pay a marriage penalty of $2,900.

3 Around $1.4 billion of the $18 billion tax cut goes to filers with reported income above $500,000.
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Amendment 87 would create a much less reliable revenue stream, leading to volatility that could
impact the state’s ability to pay for education, health care, child care, and other priorities.

> The flaws of Amendment 87 are fixable only if a future legislature gives up money dedicated to
education, health care, and child care. For instance, the Legislature could offer inflation
indexing of tax brackets, but that would mean giving up $36 billion dedicated for education,
health care, and child care.

Amendment 87 taxes income, not wealth. CSl research indicates the amendment would cause
Colorado to lose businesses and jobs. Wealthier residents would be more likely to leave, creating the
revenue instability mentioned above.

> Inthe top three corporate income brackets after 10 years, the state would lose 295 firms that,
together, earn more than $2 billion annually and employ roughly 42,000 people. Gains in the
number of businesses in the two lower brackets would not be enough to offset these losses.

In the top three corporate income brackets after 20 years, the state would lose more than 590 firms
that, together, earn nearly $4.1 billion annually and employ roughly 84,000 people after 20 years.
Gains in the number of businesses in the two lower brackets would not be enough to offset these
losses.
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13 OBSERVATIONS ON AMENDMENT 87

On the surface, the effects of Amendment 87 may seem simple: impose higher taxes on filers with wages
and other sources of income above $500,000.% The amendment is presented as a tax on the wealthiest
three percent of residents, but it is not a wealth tax. It is actually a tax on working income, phantom
income, and regular wage and investment income - not wealth - and as such, will eventually touch
hundreds of thousands and soon millions of Colorado residents and businesses.

Indeed, Amendment 87 would result in several intended and unintended consequences like taxing
phantom income at a higher rate (i.e., taxing income not received), imposing a marriage penalty,
increasing higher taxes on the sale of family farms and small businesses, raising tax rates on moderate
income savers, and the largest unintended consequence: increasing tax rates on the middle class over
time. As CSl outlined in a June 2026 report, Amendment 87 also would cause departures of businesses
and wealthy taxpayers.

Here are 13 outcomes from Amendment 87 that have large economic effects.

1. Some businesses and residents would leave Colorado

Taxing income disincentivizes earning, though the extent to which it does is debated. In at least some
cases, differences in income tax rates can repel movers from one state and attract them to another. In

a study on federal and state tax progressivity, the Federal Reserve Bank of Minneapolis concludes that
“households at all income levels who migrate from one state to another appear to be drawn to states
with less progressive tax and transfer systems” and that “lower progressivity appears to be an especially
powerful draw for very high income [sic] movers."

Therefore, under a structure that lowers taxes for all but the highest-earning filers, wealthy individuals
and highly profitable firms may leave while more lower-earning taxpayers arrive. CSl studied and found
evidence to support this premise in its June report on Amendment 87" According to the analysis:

= Inthe top three individual-income brackets after 10 years, the state would lose 800 residents who,
together, earn more than $2.3 billion annually.

= Inthe top three individual-income brackets after 20 years, the state would lose 1,600 residents who,
together, earn more than $4.6 billion annually.

4 The break-even point for a tax cut is $510,833 because the income between $0 and $100,000 is taxed less than the income taxed above $500,000. The income between
$100,001 and $499,999 is taxed at the current rate.

SIN3IAISI¥4 ANV AWONOD3 S,04V4010D 12344V A1TNOM L8 LNIWANINY MOH // 9T0T 43901100

COMMON SENSE INSTITUTE :: COMMONSENSEINSTITUTECO.ORG


https://commonsenseinstituteus.org/colorado/

= Inthe top three corporate-income brackets after 10 years, the state would lose 295 firms that,
together, earn more than $2 billion annually and employ roughly 42,000 people.

= Inthe top three corporate-income brackets after 20 years, the state would lose more than 590 firms

that, together, earn nearly $4.1 billion annually and employ roughly 84,000 people.

= Gains in the incomes of individuals and businesses in the lower brackets would not be sufficient to

offset losses.

TABLE 2: INDIVIDUAL MIGRATION IMPACT

Projected Annual Impacts of Amendment 87

(Initiative #195) on Net Migration of Individual

Filers and Their Earnings

Bracket Net migration of individual Net earnings change (2025
filers dollars)

1 Insufficient evidence Insufficient evidence

2 35144 $21,859,399

3 14.77 $23,712,186

4 -1.05 -$786,328

5 -172 -$1,786,513

6 -7769 -$229,093,593

Total 385.74 -$186,094,850

TABLE 3: BUSINESS MIGRATION IMPACT

Projected Annual Impacts of Amendment 87
(Initiative #195) on Net Migration of Corporate
Filers and Their Profits

Net migration of corporate

Bracket # filers Net profits change (2025 dollars)
1 Insufficient evidence Insufficient evidence

2 843 $680,085

3 6.81 $2,679,503

4 -0.35 -$257705

5 -0.30 -$300,261

6 -28.86 -$202,447675

Total -14.28 -$199,646,053
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FIGURE 1: NET MIGRATION RANKING ACROSS STATES

Net Migration Rates of Individual Income-tax Filers and State Ranks (2023)
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Source: IRS S0OI, CSI calculations

2. Residents would pay one of the highest income tax rates in the
country

One reason residents and businesses may leave Colorado under Amendment 87 is because the
graduated income tax would erode the state's competitiveness.

Colorado’s 4.40% flat tax is lower than every neighboring state that levies an income tax except Arizona.
An 8.40% top rate would exceed all seven neighbors and place Colorado among the ten highest rates in
the country—near Vermont, and just below Oregon and Minnesota. Wyoming levies no income tax at all
and is less than an hour's drive from Fort Collins. Texas, Nevada, and South Dakota also have no income
tax. Individuals and business owners may decide to move to states that are more hospitable.
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FIGURE 2: INCOME TAX POLICY CHOICES ACROSS STATES

Income Tax Policy Choices Across States

@ Graduated @ No income tax [ Flat
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Source: Tax Foundation .I

3. Small business owners would pay tax on income they have not
received and may never receive

Federal law taxes the owner of an S corporation or partnership on their share of the profit whether or
not a single dollar is distributed. Internal Revenue Code §1366(a)(1)xiv contains no condition that a
distribution be made, and Colorado inherits that number automatically because the state return begins
at federal taxable income. Today, phantom income is taxed at 4.40%.* Under Amendment 87 it would
be taxed at up to 8.40%—and a minority owner of a pass-through business usually cannot force a
distribution to pay the bill.

5 This last point is true under current law and would be true under Amendment 87.
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TABLE 4: PHANTOM INCOME SUMMARY STATISTICS FOR ALL FILERS

e ottt ey et nd e | g
Estimated returns taxed on undistributed income 190,180 336,943 543138
Income taxed but not received in the same tax year $6.4B $18.5B $42.0B
Tax paid on that income $482M $1.44B $3.33B
Dependents in those households 94,817 166,394 268,101

All of the increase falls on returns reporting more than $500,000 in taxable income. A return crosses that
line on paper while the person behind it may have received a fraction of that taxable income in cash.

TABLE 5: PHANTOM INCOME SUMMARY STATISTICS FOR RETURNS IMPACTED BY AMENDMENT 87

e e 2026 2040 2050
Phantom income on those returns $5.3B $16.3B $38.98
Tax on it under Amendment 87 $434M $1.34B $3198B
Tax on the same income at today's 4.4% $223M $719M $1.71B
Increase caused by Amendment 87 $201M $621M $1.48B
s:::tgoen?}:z);rl;aebility for returns under $500,000 with ~§0.2M _§0.2M _§0.2M

Between 2026 and 2050, more than $460 billion in S-Corp/pass-through income—including billions
of dollars never distributed to the owners—would be taxed. CSl estimates these small business owners
would pay about $35.8 billion in taxes, resulting in an effective rate of about 7.8%.

4. Amendment 87 creates a new marriage penalty

Colorado’s flat tax does not penalize marriage. It treats singles and married couples equally, at least
when it comes to the top marginal tax rate. Under a single rate, a couple pays exactly the same rate
filing jointly or separately, so the rate schedule creates no marriage penalty, meaning the penalty for
being married is zero.®

For example, a married couple where each party earns $280,000 would file one joint return showing
$560,000 in income and, under Amendment 87, would owe the top 7.4% rate on their last $60,000 in
income. The federal government doubles its joint thresholds specifically to prevent this; Amendment 87
does not.

The marriage penalty is also not confined to high earners. Because combining income moves more
income from, for example, the 3.7% rate into the 4.2% band, nearly half of all Colorado joint returns would
pay a marriage penalty from day one. Additionally, when income crosses the $25,000 and $100,000 lines,
where the rate step is a fraction of a point, individuals pay a marriage penalty as well, even if the tax rate is
lower than the current 4.40%.

6 Of course, differences arising from deductions and credits are not eliminated by a flat rate.
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From 2027 to 2050, purely based on joint filing data, Amendment 87 would impose a marriage penalty
on $733 billion in income pushed above the $500,000 threshold, leading to $32.7 billion in additional tax
owed solely because two people are married.’

In 2027, about 689,000 joint tax filers (1.8 million individuals, which includes adults and children) would
pay an average penalty of $737 and by 2050, about 985,000 joint tax filers (2.6 million individuals)
would pay a marriage penalty of $2,900. These values, and those in the following table, are upper
bounds because they do not reflect deductions and credits that may be available to couples who
choose to file separately instead under the new rates.

TABLE 6: MARRIAGE PENALTY SUMMARY STATISTICS

The marriage penalty (modeled)*i 2027 2040 2050

Joint returns paying a penalty 688,943 857,038 985,012
Income pushed into the top brackets by joint filing $10.0B $29.58B $67.6B
Tax owed because of it $508M $1.33B $2.86B
Average per penalized couple $737 $1,552 $2,906
Children and dependents in those households 427145 531,364 610,707

5. Amendment 87 would make school funding less stable, not more

Amendment 87 is often offered as a method to provide a reliable stream of funding for education, health
care, and childcare. That assertion - that the measure increases a reliable stream of revenue - stems from
the fact that the measure raises taxes, not that the revenue source is more reliable than other sources.

A graduated tax concentrated on top earners is among the least stable of the major revenue sources a
state can choose. For instance, California’s legislative analyst found its personal income tax is roughly
five times more volatile than personal income itself, with about 40% of that volatility traceable to the
progressive rate structure. Income above $150,000 swings about seven times as much as income

below it

Amendment 87 would shift Colorado sharply in that direction. Under today'’s flat rate, the top three
brackets would supply about 28% of income tax revenue in 2027. Under Amendment 87, they would
supply 38% immediately, and 65% by 2050 because bracket creep would keep pushing filers upward.
This outcome means funding for education, health care, and childcare would become even more
exposed to the effects of a recession—and the volatility of the revenue stream would grow over time.

7 The marriage penalty would not necessarily result in a higher tax burden compared to the flat 4.40%. Suppose a couple with two earners each making $75,000 files a joint
return. For the moment, and only for illustration purposes, the couple would pay a Colorado state tax of $6,600 currently. Under Amendment 87, if they filed jointly, they
would pay $6,275, a reduction of $325. But also under Amendment 87, if they filed separately, they would pay a combined $6,050, which is lower than the $6,275 they
would pay as a married couple under Amendment 87. This couple would therefore be better off filing separately than as a married couple under Amendment 87 even if they
get a marginal tax cut initially with Amendment 87. And as a reminding note: This couple is likely worse off over time as their wages grow over the couple’s careers.
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TABLE 7: THE VOLATILITY OF REVENUE CONNECTED WITH AMENDMENT 87

. ] o .
icome nthe o thiee rackets and 3% all nwages) 2027 2040 2650
Share of revenue from the top three brackets 38.0% 51.5% 64.9%
The share under today’s flat 4.4% 281% 40.7% 54.6%
Revenue lost in the modeled downturn $212B $615B $1411B
Extra loss created by Amendment 87 $0.57B $1.80B $4.31B

6. More residents would be subject to the top tax rate over time

Under TABOR, residents get to vote on tax increases, but Amendment 87 would allow for an automatic
annual increase in the share of income exposed to higher tax rates. Here is why: the $500,000 threshold
is a fixed nominal number—it is not indexed to inflation. Wages are not fixed. Voters would approve a
schedule with fixed income thresholds. As nominal incomes rise, more income could enter higher
brackets without further changes to that schedule*

By voting for Amendment 87, voters would be approving a schedule whose fixed thresholds produce
arising effective tax burden in each of the 24 years through 2050.

By 2050, the top three brackets would reach roughly one in eight taxpayers. A household with
$250,000 of taxable income today would cross into the 7.4% bracket around 2042 assuming 4.5%
income growth and 2.5% inflation growth. A household with $200,000 income today would cross into
that bracket around 2047 using the same income and inflation figures.

Both households are being promised a tax cut, but would face higher taxes over the coming years,
paying thousands more than they would under today’s flat tax rate.

TABLE 8: BRACKET CREEP SUMMARY STATISTICS

24 years of tax increases (modeled)*< 2030 2040 2050
Extra tax owed because brackets are frozen $185M $1.61B $6.11B
Cumulative since 2027 $349M $8.92B $45.66B
Per Colorado return $51 $401 $1,377
Share of all Colorado income tax 1.0% 4.4% 8.9%
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TABLE 9: WHO ENDS UP IN THE TOP BRACKETS

Who ends up in the top brackets*i 2027 2040 2050
Share of filers in the top brackets 2.2% 6.0% 12.9%
Filers in the top brackets 78,697 241,719 571,645
People living in those households 186,369 560,709 1,301,829
Children and dependents in those households 44407 133,689 310,472
$500,000 in 2026 purchasing power $487805 $353,864 $276,438

7. Taxes on small businesses, marriage penalty, and bracket creep
drive revenue growth

Of the $108 billion Amendment 87 would raise from just the individual income tax between FY 2027
and FY 2050, about $33 billion would stem from taxing current income above $500,000 at 7.4% to
8.4% rather than today’s 4.4%. The remaining $75 billion increase is associated with three features of the
drafting. Each is measured separately against a differently drafted version of the same measure, so they
overlap: their sum is an upper bound rather than a partition, and the $33 billion residual is
correspondingly a lower bound on the rate change’s own contribution. These should be quoted
individually rather than as exclusive shares:

= Brackets not indexed to inflation: $36 billion, or 32.9% of the increase.
= Marriage penalty: $27 billion, or 25% of the increase.

» Tax on undistributed pass-through income: $13 billion, or 11.8% of the increase.®

8. Later changes to the tax brackets could reduce projected revenue

In theory, Amendment 87 leaves the rates and thresholds in statute, not in the constitution, and under
the Taxpayer Bill of Rights (TABOR), the legislature may cut taxes without a vote by the people. In other
words, the legislature could index brackets for inflation or eliminate the marriage penalty at any time. "

But to do that, the legislature would have to give up money. Correcting Amendment 87's flaws later
means a future legislature voluntarily surrendering revenue it has come to depend on to fund schools
or health care.

8 These three are measured one at a time against a differently drafted version of the same measure, so they overlap and their sum is an upper bound rather than a partition. They
should be quoted individually. The estimated total revenue increase is $154 billion. What is not in doubt is the direction: much of the new income tax revenue does not come
from the rate increase the ballot describes.
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9. Selling a business or stocks, moving retirement funds could trigger
higher taxes

Amendment 87 looks at a single tax year, not a lifetime. A family whose income has never approached
$500,000 could cross the line once or more times, including during one of the most important financial
events of their lives. For example, a family that sells its farm with a $900,000 gain would owe $14,875
more in taxes than it would under today’s rate. This figure is, of course, before any existing subtraction. A
farmer who qualifies for Colorado’s agricultural capital gain subtraction—up to $100,000 for land
classified as agricultural by the county assessor, held at least five uninterrupted years, by a taxpayer
required to file IRS Schedule F—would owe about $11,375 more instead.>'°

Family farmers are not the only ones who could be affected by a one-time sale (see Footnote 10).
Selling a medical practice or a contracting business, a Roth IRA conversion, exercising stock options,
or a large IRA withdrawal also could push a taxpayer into a higher tax bracket for one year.

TABLE 10: EXAMPLES OF WHEN MODERATE EARNING INDIVIDUALS SEE A MUCH LARGER TAX BILL

SIN3IAISI¥4 ANV AWONOD3 S,04V4010D 12344V A1TNOM L8 LNIWANINY MOH // 9T0T 43901100

One-time event Ordinary income One-time gain Extra tax
Family farm sold after three generations $70,000 $900,000 $14,875
Dental or medical practice sold at retirement $180,000 $900,000 $19,125
Owner sells a contracting business $95,000 $750,000 $10,500
Ranch land sold to fund retirement $60,000 $650,000 $5,975
Roth conversion in one year $70,000 $600,000 $4.775
Inherited property sold by the heirs $65,000 $600,000 $4,625
Stock options exercised after 20 years $140,000 $500,000 $3,875
Large IRA withdrawal for assisted living $55,000 $500,000 $1,325

10. Selling a rental home would come with a larger tax bill

Amendment 87 has a carve-out for a principal residence, but a close reading of the text makes it clear
the carve-out covers the gain on a primary home above the federal exclusion, and nothing else. It does
not cover a rental, for example, or a second home in the mountains. It also does not cover an inherited
property, farmland, or a small landlord’s duplex.

In a state where property has appreciated the way Colorado’s has, many ordinary families and investors
hold those assets—and will see a tax increase when the property is sold.

9 For some farmers, the tax increase would be $14,875 because of the narrow requirements of Colorado's agricultural capital gain subtraction while others would qualify for the
lower $11,375 tax increase. See https://tax.colorado.gov/sites/tax/files/documents/ITT_Colorado_Capital_Gain_Subtraction_Jun_2024.pdf.

10 The other rows likewise exclude any applicable state subtractions, and the inherited property row assumes a taxable gain measured after the step-up in basis rather than the
sale proceeds.
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11. Amendment 87 taxes income rather than wealth and likely
would not reduce income inequality

Amendment 87 taxes income, not wealth. A Coloradan whose fortune sits in appreciated stock, real
estate, or a private company owes nothing more under this measure until they decide to sell. That

decision is theirs, and they can wait. Indeed, IRS data confirms they will. A 2023 paper by McClelland
and Smith found that high wealth households adjust when they realize gains in response to tax rates,

with an estimated elasticity around -0.60 for millionaires. >

Now consider a surgeon in Aurora, a software engineer in Boulder, a nurse practitioner in Pueblo who
finally made it to the top of the pay scale. Their income arrives on a W-2. They cannot defer it, time it,

or hold it. They pay the full increase every year, without exception.

The result: Amendment 87 collects consistently from people who work for what is currently a lot of

money", and it only occasionally taxes people who own a lot of things. Whether the measure would
on balance reduce income inequality is a heavily debated proposition. For instance, recent research
from the Federal Reserve Bank of Dallas finds that increased progressivity may raise after-tax disposable

income at the bottom end of the income spectrum and reduce after-tax disposable income at the top
end of the earning ladder, but the resulting expansion lifts capital income enough that the 99th-to-50th
percentile gap widens.* Other studies have debated from the opposite perspective on the issue.vix«ii

12. Amendment 87 is a big tax increase for Colorado’s youngest

residents

As noted previously, the $500,000 threshold is not indexed to inflation. It will not expand with a
resident’s wages. Earnings growth is fast in the first decade of a career and slower thereafter** As the
table below shows, taxpayers who are in their twenties now will fall into the higher tax brackets by the

time they are in their 40s or 50s.

TABLE 11: WHEN WAGE EARNING INDIVIDUALS OR COUPLES REACH THE TOP BRACKET

Profile in 2026, earning...

Crosses $500,000 in

The $500,000 threshold in 2026
earnings terms (deflated at 4.5% wage
growth, not at 2.5% inflation: this asks

Year and Age™ what income today occupies the same
position in the distribution, not what
it buys)
$85,000 each, as a couple, age 29 2046/ 49 $207321
$60,000 each, as a couple, age 27 2053/54 $152,346
$90,000, engineering or tech, age 25 2057/ 56 $127751
$75,000, medicine or law, age 26 2058 /58 $122,250
$70,000, typical professional, age 25 2065/ 64 $89,833

n In 20 years, the $500,000 threshold will not have the same effect the way it would in 2027 given the rise in wages and other sources of income.
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13. Tax cuts diminish over time, but tax increases continue
indefinitely

If a resident’s wages continue to grow - and they typically do - under Amendment 87 their tax cut will
diminish over time and, eventually, may become a tax increase. Because Amendment 87 rates are not
indexed to inflation, the tax cut from reducing the bottom two brackets reaches $325 at $100,000 of
taxable income and never grows again. By 2050, that $325 tax cut would total just $184 after accounting
for inflation.

How a Couple’s Initial Tax Cut Could Become a Tax Increase Over Time

As a concrete example of where an initial tax cut becomes a tax increase, consider a couple in their 30s,
each earning $225,000 per year. Among married households filing jointly, this dual-earning household
wouldn’t even make the top 5%

= The household has $450,000 of taxable income in 2027. In this initial year, the couple sees a $325 tax
cut.

= Now, suppose the couple’s income grows by the rate of inflation, 2.5%. They are no better off - just
keeping up with inflation, but by 2050 would be paying $8,718 more in income taxes. Cumulatively,
the couple is paying $73,325 more in income tax. In total, the couple will have paid from 2027 through
2050 $713,835 in income tax. They are worse off by a large margin.

FIGURE 3: FISCAL NOTE SAYS A SMALL TAX CUT—ACTUALLY, THIS YOUNG COUPLE SEES A LARGE TAX
INCREASE OVER THE COMING YEARS

Decrease in Disposable Income Due To Higher Tax Payments

For this couple with both individuals earning $225,000 in 2027, and assuming their earnings grow at the rate of
inflation (i.e. they are no better off), their taxes increase by almost $74,000 by 2050.

$0 — Y e —

$20,000 \

Fiscal note says this
couple gets a small
340'000 taX Cut.

oo | Actually, the couple |
gets a large tax
increase over time.

$80,000

2028 2030 2032 2034 2036 2038 2040 2042 44 046 2048 2050

Source: CSI Research and Modeling
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BOTTOM LINE

Amendment 87's fixed income thresholds will bring more Colorado taxpayers into higher tax brackets
over time, including younger workers and middle-income households as their nominal incomes rise.
Business owners reporting undistributed profits and taxpayers realizing one-time gains from selling a
business, farm, or investment property could also face higher taxes. Couples filing jointly could owe more
than two single filers with the same combined income.

Higher top marginal rates could affect Colorado's tax competitiveness and incentives for work,
investment, and business growth. They could also encourage some residents and businesses to relocate,
with potential consequences for employment, earnings, and the state’s tax base. These effects would
depend on taxpayer responses, income growth, and future legislative changes.
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METHODOLOGY AND SENSITIVITY APPENDIX

What the model is

Every figure in this report comes from a simulation model of Colorado income tax returns. The
distribution of returns by filing status, income group, and pass-through status is fitted to the Colorado
Department of Revenue 2024 Tax Profile and Expenditure Reportxxxii, Individual Statistics of Income
Tables 1, 3 and 4, full-year residentsxxxiii. Each cell of that grid is aged forward to 2050 and taxed twice:
once under today's 4.40% flat rate and once under the Amendment 87 schedule as filed.

Every result in this report is the difference between those two scenarios.

Three assumptions drive the projection. Nominal income per filer grows 4.5% per year. The number

of returns grows 1.0% a year, so aggregate income grows about 5.5%. Inflation is 2.5%, the rate that
indexes the federal standard deduction, and it is used both for constant-dollar figures and for the indexed
counterfactual that measures bracket creep. The static model presented here has no behavioral response
modeled, e.g., there is no migration, no retiming of income, no entity restructuring, and no switching to
married filing separately. Each of those would reduce the later years, so the totals here are an upper bound
based on current assumptions. The actual tax increase amount could be higher or lower.

Two scales, and which figures use which

The filer model covers the individual income tax only. The fiscal note also captures C corporations, estates
and trusts, and is therefore larger. The figures that must line up with the fiscal note—the $154 billion
headline, the $36 billion that arrives without a vote, and the component shares in Observation 7—are
built up rather than scaled. The individual increase is multiplied by 0.899, the factor that puts the model’s
first full year on published individual collections, and the corporate increase is then added separately so
that the two together equal the estimated $2.3 billion tax increase for FY 2028.

Figures that are properties of individual filers are not scaled, because the factor reflects entity coverage

to match the fiscal note. Phantom income, the marriage penalty, the counts of returns and people,

the recession exposure and the per-household arithmetic are all stated based on the filer model. The
same quantity therefore appears at two sizes in two places: bracket creep is $45.7 billion over tax years
2027-2050 at the raw model scale, as shown in the Observation 6 table and $35.5 billion over fiscal years
2027-2050 on the calibrated basis used in the headline fiscal note. The two differ for two main reasons
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together: the 0.899 calibration takes $45.7 billion to $411 billion, and the shift from a tax year to a fiscal
year window drops tax year 2050 and picks up only approximately a 5-month slice of tax year 2027,
taking it to $35.5 billion. Both are okay, but they are not interchangeable.

How the components are measured

The structural bridge is exact. Amendment 87 differs from a 4.40% flat rate in two ways: three new rates
above $500,000 and a cut in the bottom two brackets. Gross increase less the cut equals the net increase,
$126 billion less $18 billion is $108 billion, the individual income tax increase before the corporate line is
added.

The retention rate, and the one assumption behind it

Phantom income is pass-through profit allocated and taxed to an owner who does not receive it in the
year when it's taxed. Its size turns on one input: the share of pass-through income retained rather than
distributed, set at 30%.

That figure is derived from U.S. Treasury Office of Tax Analysis Working Paper 126, “Taxing S Corporations
as C Corporations” (Goodman, White and Whitten, November 2024), which measures S corporation
payout from linked firm-and-owner microdata—12.3 million firm-year observations for tax years 2018-
2021—and reports a 56% income-weighted payout rate on post-tax profits. The Treasury does not
publish a retention rate, and the paper contains no verifiable figure. Because the owner’s tax is netted from
both sides of Treasury’s ratio, retention equals one minus the payout rate times one minus the owner's tax
rate. At a 56% payout and owner tax rates of 20% to 35%, that gives 28.6% to 35.2%. The 30% used here
corresponds to an owner-level tax rate near 31%.xxxiv

Every phantom income figure scales linearly with that rate. The counts of affected returns do not, of
course, move with it. The Treasury research also suggests that 42% of S corporations, holding 23% of all
S corporation income, distribute nothing or less than their owners owe in tax on the income.xxxv This is a
direct measure of phantom income. Of note, the Treasury measures S corporations only. The paper does
not address partnerships.

Sensitivity

The single most sensitive result is the share of filers reaching the top brackets by 2050. At the published
4.5% income growth it is 12.9%. Across growth assumptions of 3.0% to 6.0% it runs from 5.9% to 27.3%.

Further considerations

The model includes no behavioral response. Please read CSl's prior research on this subject, focusing

specifically on the effect of higher top marginal tax rates on economic migration.xxxvi All figures are

nominal unless an inflation adjustment is mentioned. Also, the career trajectory table deflates at 4.5%
wage growth rather than 2.5% inflation. Why? Because it asks what income today occupies the same
position, not what it buys.
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To repeat again: no migration or dynamic economic response is estimated anywhere in this report’s own
model on tax incidence. The migration figures cited in Observation 1 are taken from CSl's June 2026
report, which modeled them separately. Colorado would become the region’s state with the highest
income tax rate, and one should expect a measure of out-migration of high-income filers immediately
and over time, as mentioned in the report. The static tax incidence estimates presented in this report—
outside of, again, the migration figures—are just that, static.
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