TABOR 1n 2015

COLORADO

= WO S
it |

MUNICIPAL LEAGUE

February 12, 2015

Jason Schrock Sharon Eubanks Natalie Mullis
Chief Economist Deputy Director Chief Economist
Office of State Planning and Budgeting Office of Legislative Legal Services ~ Colorado Legislative Council Staff



Jobs Nationally and in Colorado

Actual and OSPB December 2014 Forecast

Colorado

Forecast
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Source: U.S. Bureau of Labor Statistics. Includes OSPB’s estimates of forthcoming revisions to jobs data that are
currently not published . The jobs figures will be benchmarked based on Quarterly Census of Employment and
Wage data to more accurately reflect jobs in the state than reflected in the published data.



General Fund Revenue Outlook
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Source: Legislative Council Staff and Office of State Planning and Budgeting, December 2014 Forecasts




Tight Budgets
Will Persist...

« TABOR Refunds
e Structural Issues

«  Demographics




TABOR Refunds

« TABOR 7 (d)

Money in excess of the limit
Currently expected to begin for FY 2015-16
Ongoing until law change or recession

« TABOR 3 (¢)

Money in excess of specific amounts communicated to voters for a
specific ballot measure

Proposition AA — Marijuana Taxes
One year only: FY 2014-15




TABOR Voter-Approval Requirements
) [

« Retain revenue
from existing
sources above
the TABOR
limit.

(c New tax or rate
increase; a tax
policy change
resulting in a
net revenue

gain.
. Increase WV,
Taxes
Increase ~
Debt

Multi-year
bonded debt for
infrastructure
projects.




TABOR’s Election Provisions
and Proposition AA

Table 3 shows the revenue expected from the two new taxes for
FY 2014-15, the first full flscal year for which the taxes would be in
place; state fi (es- and the sum of

the two. December 2014 Expectations:
FY Spending: $12.30 billion

+ $219 million

New Taxes: $58.7 million

State Spending Without the New Taxes $12.08 billion

State Revenue from the New Excise and Sales Taxes $67 million

State Spending Plus the New Taxes $12.15 billion



TABOR and Refterendum C

*LCS December 2014 Forecast

White bars indicate the Referendum C time out
Darker green bars indicate years revenue exceeded or is expected to exceed the limit.
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Billions of Dollars

TABOR and Referendum C

OSPB December 2014 Forecast
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$269.2 million above cap in FY 2016-17
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OSPB TABOR Refund Outlook

3300 1 Total: $269.2 million
Six-Tier Sales
$250 - Tax Refund
Total: $27.4 million
2 $200.4 million* bty
< $200 - Total: $186.5 million
é Six-Tier Sales
S $150 - ) Temporary
2 $Tax Ref}ﬁ?d Income Tax
= 114.9 mithon Six-Tier Sales Rate Reduction
§ $100 - Tax Refund $241.8 million
Earned Income $186.5 million
$50 - Tax Credit
$85.5 million
$0 |
FY 2014-15 FY 2015-16 FY 2016-17

*This amount includes $196.8 million in revenue above the Referendum C Cap forecast for FY 2014-15, as well as $3.6 million in
pending amounts owed related to refunds from prior years.
Source: OSPB December 2014 Forecast




[.CS TABOR Refund Outlook

FY 2015-16 Surplus ($120 million): FY 2016-17 Surplus ($620 million):

Set Aside in FY 2015-16 Budget; Set Aside in FY 2016-17 Budget;
Refunded in FY 2016-17 and Refunded in FY 2017-18 and
Income Tax Year 2016 Income Tax Year 2017
%
= $600 Sales Tax Refund: $390.7 million |
A Estimated amount per taxpayer /A
S First 35%: $82
: $500 Next 27%: $109
g Next 17%: $126
= $400 Next 9%: $149 i
S Next 4%: $161
Last 7%: $259
$300 [
Sales Tax Refund
$31.0 million
$200 g1 per taxpayer Income Tax Rate Cut
\ From 4.63% to 4.50%
Poply - $229.7 million
Earned Income Tax Credit
$89.3 million Permanent in 2017 .
$0

Source: Legislative Council Staff December 2014 forecast.



What Revenue is Subject to TABOR?

General Fund FY 201 2_1 3

Revenue Corporate
(Subject to TABOR) Income Tax TABOR Exempt
—Insurance Taxes Revenue
\\_All Other (Includes Cash
Funds Also)
Federal
General Fund $ Funds ARlé‘ggfé
Regulatory 29%
. Agemes\ TABOR-Exempt
Gaming Revenue _ 62%

Enterprises

Severance Tax All Other

Hospital Provider
Fee

Cash Funds
Revenue
(Subject to TABOR)

Source: Colorado State Controllers Office, TABOR Schedule of Computations for FY 2012-13.



TABOR Revenue Limit: An Illustration

TABOR Limit

Income and
Sales taxes

Fees




Higher Education
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Source: Joint Budget Committee Staff.



Revenue Limit: TABOR
Revenue Subject to TABOR and Total Revenue
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Source: Colorado State Controllers Office, TABOR Schedule of Computations.
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FY 2014-15 General Fund Budget

Human
Services
9% Other
7%

Health Care ’.
25% .

FY 2014-15 General Fund
Operating Budget
$8.9 billion

Judicial Higher
5% Corrections Education
8% 8%




Colorado State Budget
Caseload Growth & the General Fund Budget
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Sources: Colorado Department of Education, U.S. Census Bureau, & Bureau of Labor Statistics, and JBC Staff.



Demographics Matter

* During the next 15 years, the aging of the
population will:

Change the housing mix, likely dampening growth
in housing values and the property tax base;

Change income and spending patterns, likely
dampening growth in the income and sales tax
bases; and

Increase demand for government services, applying
further budget pressure on governments.



Public School Finance:
FY 12 to FY 17 Amendment 23
Target vs Funded Amounts by Source
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Medicaid Caseload Categories & Costs
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FY 2015-16 and FY 2016-17 General Fund and
State Education Fund Budget Comparison

Dollars in Millions

HUTF, TABOR
$103.1 Refund HUTEF, TABOR

Education,

FY 2015-16

FY 2016-17
Total: $11,467.9

Total: $11,433.8

Public
Safety/Court

All Other,

Capital $6,310.4

Source: OSPB



TABOR

The Taxpayer’s
Bill of Rights




Section 20. The Taxpayer's Bill of Rights. (1) General provisions. This section takes
effect December 31, 1992 or as stated. Its preferred interpretation shall reasonably restrain
most the growth of government. All provisions are self-executing and severable and
supersede conflicting state constitutional, state statutory, charter, or other state or local
provisions. Other limits on district revenue, spending, and debt may be weakened only by
future voter approval. Individual or class action enforcement suits may be filed and shall have
the highest civil priority of resolution. Successful plaintiffs are allowed costs and reasonable
attorney fees, but a district is not unless a suit against it be ruled frivolous. Revenue
collected, kept, or spent illegally since four full fiscal years before a suit is filed shall be
refunded with 10% annual simple interest from the initial conduct. Subject to judicial review,
districts may use any reasonable method for refunds under this section, including temporary
tax credits or rate reductions. Refunds need not be proportional when prior payments are
impractical to identify or return. When annual district revenue is less than annual payments
on general obligation bonds, pensions, and final court judgments, (4) (a) and (7) shall be
suspended to provide for the deficiency.

(2) Term definitions. Within this section:

(a) "Ballot issue" means a non-recall petition or referred measure in an election.

(b) "District" means the state or any local government, excluding enterprises.

(c) "Emergency" excludes economic conditions, revenue shortfalls, or district salary or
fringe benefit increases.

d) “Enterprise" means a government-owned business authorized to issue its own
revenue bonds and receiving under 10% of annual revenue in grants from all Colorado state
and local governments combined.

(e) "Fiscal year spending" means all district expenditures and reserve increases except,
as to both, those for refunds made in the current or next fiscal year or those from gifts, federal
funds, collections for another government, pension contributions by employees and pension
fund earnings, reserve transfers or expenditures, damage awards, or property sales.

() ‘“Inflation" means the percentage change in the United States Bureau of Labor
Statistics Consumer Price Index for Denver-Boulder, all items, all urban consumers, or its
successor index.

(g) "Local growth" for a non-school district means a net percentage change in actual
value of all real property in a district from construction of taxable real property improvements,
minus destruction of similar improvements, and additions to, minus deletions from, taxable
real property. For a school district, it means the percentage change in its student enrollment.

(3) Election provisions. (a) Ballot issues shall be decided in a state general election,
biennial local district election, or on the first Tuesday in November of odd-numbered years.
Except for petitions, bonded debt, or charter or constitutional provisions, districts may
consolidate ballot issues and voters may approve a delay of up to four years in voting on
ballot issues. District actions taken during such a delay shall not extend beyond that period.

(b) At least 30 days before a ballot issue election, districts shall mail at the least cost, and
as a package where districts with ballot issues overlap, a titled notice or set of notices
addressed to "All Registered Voters" at each address of one or more active registered
electors. The districts may coordinate the mailing required by this paragraph (b) with the
distribution of the ballot information booklet required by section 1 (7.5) of article V of this
constitution in order to save mailing costs. Titles shall have this order of preference:
"NOTICE OF ELECTION TO INCREASE TAXES/TO INCREASE DEBT/ON A CITIZEN
PETITION/ON A REFERRED MEASURE." Except for district voter-approved additions,
notices shall include only:

(i) The election date, hours, ballot title, text, and local election office address and
telephone number.

(i) For proposed district tax or bonded debt increases, the estimated or actual total of
district fiscal year spending for the current year and each of the past four years, and the
overall percentage and dollar change.

(iii) For the first full fiscal year of each proposed district tax increase, district estimates of
the maximum dollar amount of each increase and of district fiscal year spending without the

increase.

(iv) For proposed district bonded debt, its principal amount and maximum annual and total
district repayment cost, and the principal balance of total current district bonded debt and its
maximum annual and remaining total district repayment cost.

(v) Two summaries, up to 500 words each, one for and one against the proposal, of written
comments filed with the election officer by 45 days before the election. No summary shall
mention names of persons or private groups, nor any endorsements of or resolutions against
the proposal. Petition representatives following these rules shall write this summary for their
petition. The election officer shall maintain and accurately summarize all other relevant written
comments. The provisions of this subparagraph (v) do not apply to a statewide ballot issue,
which is subject to the provisions of section 1 (7.5) of article V of this constitution

(c) Except by later voter approval, if a tax increase or fiscal year spending exceeds any
estimate in (b) (iii) for the same fiscal year, the tax increase is thereafter reduced up to 100% in
proportion to the combined dollar excess, and the combined excess revenue refunded in the
next fiscal year. District bonded debt shall not issue on terms that could exceed its share of its
maximum repayment costs in (b) (iv). Ballot titles for tax or bonded debt increases shall begin,
"SHALL (DISTRICT) TAXES BE INCREASED (first, or if phased in, final, full fiscal year
dollar increase) ANNUALLY...?" or "SHALL (DISTRICT) DEBT BE INCREASED (principal
amount), WITH A REPAYMENT COST OF (maximum total district cost), ...?2*

(4) Required elections. Starting November 4, 1992, districts must have voter approval in
advance for:

(a) Unless (1) or (6) applies, any new tax, tax rate increase, mill levy above that for the prior
year, valuation for assessment ratio increase for a property class, or extension of an expiring
tax, or a tax policy change directly causing a net tax revenue gain to any district.

(b) Except for refinancing district bonded debt at a lower interest rate or adding new
employees to existing district pension plans, creation of any multiple-fiscal year direct or
indirect district debt or other financial obligation whatsoever without adequate present cash
reserves pledged irrevocably and held for payments in all future fiscal years.

(5) Emergency reserves. To use for declared emergencies only, each district shall
reserve for 1993 1% or more, for 1994 2% or more, and for all later years 3% or more of its
fiscal year spending excluding bonded debt service. Unused reserves apply to the next year's
reserve.

(6) Emergency taxes. This subsection grants no new taxing power. Emergency property
taxes are prohibited. Emergency tax revenue is excluded for purposes of (3) (c) and (7), even if
later ratified by voters. Emergency taxes shall also meet all of the following conditions:

(@) A 2/3 majority of the members of each house of the general assembly or of a local
district board declares the emergency and imposes the tax by separate recorded roll call votes.

(b) Emergency tax revenue shall be spent only after emergency reserves are depleted, and
shall be refunded within 180 days after the emergency ends if not spent on the emergency.

(c) A tax not approved on the next election date 60 days or more after the declaration shall
end with that election month.

(7) Spending limits. (a) The maximum annual percentage change in state fiscal year
spending equals inflation plus the percentage change in state population in the prior calendar
year, adjusted for revenue changes approved by voters after 1991. Population shall be
determined by annual federal census estimates and such number shall be adjusted every
decade to match the federal census.

(b) The maximum annual percentage change in each local district's fiscal year spending
equals inflation in the prior calendar year plus annual local growth, adjusted for revenue
changes approved by voters after 1991 and (8) (b) and (9) reductions.

(c) The maximum annual percentage change in each district's property tax revenue equals
inflation in the prior calendar year plus annual local growth, adjusted for property tax revenue
changes approved by voters after 1991 and (8) (b) and (9) reductions.

(d) If revenue from sources not excluded from fiscal year spending exceeds these limits in
dollars for that fiscal year, the excess shall be refunded in the next fiscal year unless voters
approve a revenue change as an offset. Initial district bases are current fiscal year spending



Lessons From Recent Experiences

 Natural Disaster Emergencies

 State Marijuana Tax Refund

GOTCHA!
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Natural Disaster Emergencies \\ il

e Federal Funds
« Timing of TABOR Elections

e State Funds

» District Fiscal Year Spending
+ Enterprise Status

* Restoration of Emergency Reserve

* Types of Allowable Emergency Taxes




State Marijjuana Tax Refund

2013 Blue Book Analysis for Proposition AA
* FY 14-15 State Fiscal Year Spending w/o New Taxes: $12.08 Billion
* FY 14-15 State Revenues from New Taxes: $67 Million

 Consequences for Exceeding Blue Book Estimates

+ Tax increase is thereafter reduced up to 100% in proportion to
combined dollar excess

» Combined excess revenue refunded in the next fiscal year
 Unless later voter approval is obtained
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Lessons From Litigation 1111
J..

TABOR Foundation v. Regional Transportation District (RTD)
& Scientific and Cultural Facilities District (SCFD)

TABOR Foundation v. Colorado Bridge Enterprise

Stop Storm Water Utility Association v. Board of County
Commissioners of Adams County

Colorado Union of Taxpayers (CUT) v. City of Aspen

National Federation of Independent Business v. Colorado
Secretary of State
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The End
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Kerr v. Hickenlooper

End of the Road for TABOR?
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