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Introduction

Colorado's fiscal policy = as mandated by the voters per the constitution - is unsustainable.

Given voter-approved constitutional reverse limits, Colorado can't meet a voter-approved spending
requirement for K-12 education and still provide the level of services voters expect in other basic program
areas, including higher education. trarsportation infrastructure. and programs that support children, the
elderly and the duabled Recertt econamic downtums exacerbated the problem, Dut it is not one we can
row our wiry out of

The causes of cur state's unsustainable fiscal situation are complex, but chiel among themn are an agirg
population, the high cost of health care and a tax system that i infleble and increasingly Ineffective
Accoeding 10 a 201 study by the DU Center for Collorado’s Economic Future, by 2024 the state will only
have encugh revenue 1o support its cbligations for Medicaid, K-17 education, and corrections. A 2013
uvpdate of that study by CSU's Colerado Futures Center estirnates a gap of $1.52 billion between the cost of
General Fund Programs and General Fund reverwe beginving in 2024: this gap s estimated to almost
double over the ensuing five years and will force sgnificant cuts 10 be made in a variety of programs
funded by the General Fund These cuts will occur at the same time the state is required 10 Bsue taxpayer
refunds under TABOR

This forecaat by DU and CSU does not contemplate another recession [which & quite possidble] or the state
losing an ongoing lawsuit over education funding If ether of these two events occurs, then the state’s
currently dire fiscal situation would become dramatically worse

We should continue %0 scrutinize expenditures. assess pnodbes. try new strateges and insist on efficent
governrment, but we cannot ignore the fact that many essential public services are in jeopardy.

Challenges

Insufficient revenue to meet taxpayer expectations.

In simpie terms. Colorado s constitutson doesn t allow the state 10 use the revernue it has 10 meet our
needs. even in good economic times.

@ These challenges are compounded by the fact that funding for education and trarsportation have
eroded significantly dusing the last two decades. Compared 10 1992 and aduated for inflation,
annual state funding is down about $780 milion for K-12 education (about $1.000 less per
student). down about $559 milion for Ngher education (abost $3.000 per student) and down
about $379 méllion for transportation

@ We have a imited abiity to generate addtional revenue The constiution requires volers to
apperove all tax increases. which has proved a high bar. While voters have supported new or
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Increased taves on tobacco and marjuana, broader statewide taxes are dilficult, if not unlikely, 1o
pass

Conflicting or competing constitutional provisions.

Ower the last 25 yeans. voters have enacted sigrificant. and often conflicting or competing fiscal policies
through amendments 1o our state constitution

@ Our constitutional revenue mit conatraing our ability % keep pace with the economy. TABOR
Broits revenues which, at the state level, cannot increase from ooe year 10 the next by more than
the increase In population plus inflasion. Over time this formmuda has been shown to lenit
povernment growth 10 less than the growth in the overall economy That's because the cument
Sroit's rellance on inflation is based on consumer poods [the cost of toasters increasing from
year-to-year. for example) when the government spends the bulk of its money on non-consumer
goods (xphalt and services like education and health care) where prices often increase at a higher
rate.

@ In 2000, voters approved Amendment 23, which mandated increasing K-12 spending by an
amount at least equal to “studert envollment « inflation ™ During the Great Recession, the State
took the position that a compoanent of K-17 spending was not covered by Amendment 23 (the
“factoes™ that adust district funding for reglonal diferences such as cost-ol-living and number of
low income students) and, beginning in 2010, reduced spending on K12 education: this annual
reduction amounted to $855 million in 2015, or roughly $1.000 per student each year  The
adverse impact of this reduced Iunding foe K12 dispropartionately affecty the smaller. moree rural
wchool districts because they don't have the economies of scale to absocb the impact

@ TABOR says it reverwe. and thereby spending
Amendment 13 says incrosse spending by at least the rate of inflation for K-12 education:
ard the Gallagher amendment has reduced what homecwnens pay i property taxes and thereby
requires the state to pay maore for K-12 education because the local contribution is shrinking
Medicaid spending is increasing as a result of an aging population and, to a lesser extent, federal
policy charges . In effect. we are hitting the accelerator and the brakes at the same time

@ The State Constitution requires a free, thorough and uniforen system of K-12 education Some
school districts have passed local property tax increases for schools (called mill levy overrides) that
have partially offset the alorementioned cuts, although most districts have not. This creates an
oquity concemn in school funding across Colorado
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Policy Option 1: Maintain Current Policy
Challenge addressed. None

@ Yeeps most stringent tax and spending it in the country in place
@ Yeeps spending and state taves low

@ Left unchecked the conficting nules of spending and taxes result in cuts 10 public services ke
transportation funding health care. public safety and education

©® Economic development is hammpered by reduced spending on things Se K-12 higher ed and
transportation

Policy Options 2a-c: Asking Voters to Let State Retain Revenue
Above Current Limits

As dllowed by TABOR and as has been done in a majority of counties, municipalities. school and special
dearicts. vobters would be asked to allow the state to rotan and use the revenues it receives above the
existing bmit, commenly referred 10 as “de-Brucing it could allow the legislature to use the additional
FevenuUes 10 SUPPOIT any service or program in the state budget. or it could lmit its use only 10 speciic
programs or services. TABOR refunds would be reduced or elirminated

in all cases, the amount retained would be bmited to the amount generated by exsting tax rates. State
economists curently estimate this could range between $0 and $76 million this year and between $212
milion and $385 milbon next year. The amount avadable for retention in subsequent years has not been
projected and will be subject 10 a variety of factors -~ most notably, the strength of the econceny
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2a. Ask voters to let the state retain revenue beyond current limits and allow
legrslature flexibility to establish funding priorities.

Challerge addressed: Insufficient revenue to meet Laxpayer expectations.
Impacts: Generates limited additional revenwe to be used as lawmakers see fit

@ Addtional revenue without new taxes.
@ Doewn't change TABOR
@ Allows elected represertatives Rewbiity 10 address needs they deem 10 be mowt important

@ Eiminates potential TABOR refunds est. at between $16 and $50 per taxpayer in FY15-16)
@ Generates only limited additional resources, which would continue 1o force cuts in programs.

2b. Ask voters to retain revenue beyond current limits and dedicate it to
specific programs or services.

Chalienge addressed: Insufficient revenue to meet taxpayer expectations.
Impacts: Generates Umited additional revenue to be used for specific noeds.

©® Addtonal reverue without new taxes.
©® Doen’t change TABOR
@ Requires lawrnakers 10 accountt for how money would be wsed

@ Could provide money for ongoing programs (Le. K-12 o higher ed) or for cne-time, aon-recurring
costs (ie. transponation corstruction, bulding maintenance)

@ Elminates potertial TABOR refunds. (st at between $36 and $50 per taxpayer in FY15-16)
@ Generates only imited additional resources. which would continue 10 force cuts in programs.
@ Limits the authority of elected officials and the flexibility of the budget peocess
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2¢. Ask voters to let the state retain revenue beyond current limits for
budget reserves.

Challenge addressed: Insautficient revenue to meet taxpayer expectations.
mummm«mnhwmma—nmm

of the curment tax system to generate enough revenue to meet current needs.

)
o |

@ Addtional revenue without new taxes
@ Doesnt change TABOR

@ Aery surplus funds used for a Rainy Day Fund could help offset cuts in operating budgets during
downtums.

@ Eliminates potential TABOR refunds. (est at between $16 and $50 per taxpayer in FY15-16}

© Docin't address our curment, unsustainable fiscal policy and would continue to force cuts in
education. transportation and other programs — it's a bandage for a future problem, not cur
curent peoblern

Policy Options 3a and 3b: Address Fiscal Issues Involving TABOR,
the Hospital Provider Fee and Amendment 23

NWdeNWm.MNWMMMhIOO’
to help pay for the state’s share of Medicaid. a joint fedieral-state program providing heaith insurance to
low-income Coloradans. Money raised froen the fee on hospital revenes, which is matched by federal
funds. Is used 10 pay for health iviurance coverage for 382 000 Coloradans, incentivize qualty
Enprovernent programs. and support financial viability of Colorado hospitals. Because the progeam
reduces hospitals uncompensated care, it has led to increased savings on health care for pavately -nsured
Coloradars. The HPF generated net revenue of $575 million Last year. and Brought in dose 10 the same
amount in federad funds

The money raised by the fee is NOT exernpt from state reverse limits, and inclusion and rapid growth &
contributing to state revenues exceeding the TABOR it ths year land for the foreseeable futurel

triggering taxpayer refunds. and forcing cuts in other unvelated programs. If the fee were exempt fom
TABOR. the state TABOR lrmit would not be exceeded and uncelated program cuts could be avorded

3a. Exempt Hospital Provider Fee from TABOR limits
Challenges addressed: Insufficient revenue to meet taxpayer expectations.
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impact: Avold budget cuts: Legislative flexibility

@ Increases state’s ability 10 meet its financal obligations

@ By removing these fees from revenue subject 5o TABOR imits, it reduces the prospect of state
issuing TABOR refunds at same time it's forced to make budget cuts

@ More accurately reflects the intent of TABOR by distinguishing between doliars paid by taxpayers
revernue) and user foes coliected for a specific purpose

©® Gan be impiemented by the legslatue and therefore doesn't require voter approval
@ Postpones the trigpering of TADOR refunds est. at between $16 and $50 per taxpayer in FY15-16}

3b. Ask voters to approve a ballot measure that pairs option 3a. with a
temporary timeout from Amendment 23's mandated increases for K-12
spending during times of recession.

Chalienges addressed: Insufficient revenue to meet taxpayer expectations.: Competing or conflicting
constitutional provisions
Impact: Avoid budget cuts: Leghslative flexbility.

‘ Increases state s ability 10 meet s financial obligations
@ Reduces prospect of state issung TABOR refunds at the same time s slashing budgets.

@ Allows elected representatives flexibility to address needs they deem most important for a period
of time

@ Postpones the iggering of TABOR refunds. (est. at between $16 and $50 per taxpayer in FY15-16)

@ Generates only limited additional rescurces which would continue 1o force cuts in programs (same
as the de-brucing options above)

@ Lkely reduces funding for education during economec downturns
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Policy Option 4: Ask Voters to Change State Revenue Limitto a
Formula Based on Fixed Percentage of Economy

Chafienge addressed: Insufficlent revenue to meet taxpayer expectations. Conflicting or competing
Constitutional proviuces
Impact: Changes TABOR limit: Legislative flexibility: Avolds budget cuts

Voters would be asked %o reploce the exnsting stole revenue bt (growth « inflation) with g mew revenue (st
bosed on a sef percentage of the overcll sfate econony.

The new mit would be o set percentage of either of two widely occepted measures of the size of the overoll
stole econormy: Geons Domestx Product e Total State Personal income The measure could set o specific

percentage o it could designate a base year and reguire that wate sevenoes always be less. a3 o percentage of
the economy. than they were in thal yeor

As is carently the law. any revenues above the new kmt woudd be reboted 1o taxpayers undess rolers oppvove
thew retention  The sefection of the base yeor i criticel in order 1o establish o funding amownt that is sustainable
over time Fov example, in 2006 [during on economic recovery]. TABOR revenves equaled 4 14 percent of stcte
GOP. Two years later in 2008 (o5 the Great Recession tock holdl TABOR reverues dropped 10 3.55 percent of
state GDP. ¥ 2006 were the base year, then in 2016 the state would be able o retain and spend $692 milon
more than what the existing limt 5 peojected to oliow. However, ¥ 2008 were the base year. in 2016 the state
would be able to retoin $1.27 bilbon LESS than what the existing mit is project fo alfow

® Stil maintains a TABOR lirmit

© Alows publc expenditures 10 grow more in ine with the econornmy and the need for services. The
curvent limit of “population « nflation” Is based on corsumer goods (1oasters), whereas the
government spends the bulk of its money on non-consumer goods Se asphalt and services like
education, comections, and health care (the cost of which is influenced by factors not measured by
the Consumer Price Index and which usually grow faster than consumer goods)

© Asrrgle lommda using clear data from an established and credible source

© Depending on the year selected, could reduce of postpone TABOR refunds in the futwee fest &t
Betweoen $16 and $50 per tapayer in FY15-16)
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Policy Option 5: Ask Voters to Approve Measure Creating an
Education Fund Separate from General Fund

Challerges

Corntitutional proviuces

Impact: Avoid budget cuts: Legislative flexibdity: No TABOR limit for education: Ellminates Amendment
23

Currently, the state parys for education out of the state General Fund The existing state General Fund
would be divided into two independent funds. ane for education and one for everything clse the General
Fund currently supports. The new education fund would be allotted all the money cumenly spent on K-12
education. The fund could also include higher education and the state preschool program. in which case
the fund wouid be aliotted revenues equal o the total curmersly appropriated o all Bvee arcas

The new education fund would be exerngt fram the TASOR revenue bmits. The General Assernbly could
be authorized to raise taxes sclely for this fund in excharge for eliminating Amendment 23's spending
mandates This authority could be lirmited to achieve a certain base level of funding. Local school distrcts
right also be authoeized to increase local revenues, again possibly lmited to a certain target level

The temaining General Fund would continue 10 be subject 1o the TABOR revere lmit and the
requirement that voters approve any new of inCreased taves

©® Retairs TABOR it on the General Fund

© Becaune this rermoves the education budget - the largest part of the state budget - from the state's
general fund, it coudd be a majer contribution 1o ersuring the state s long-term fracal stablaty.

@ Alows legnlature 10 fund education in line with people’s expectations and avadable revenue.
® Eleinates Amendment 23 and its mandate that education spending increase annually

‘ Voters would have 1o relinquinh to the legislature authority for funding education
@ [hminates Amendment 23 and changes TABOR. both of which were passed by the electorate
© Loaves more latitude for the legislature 10 cut education in economic downturms

©® Creates a yystem of dilferent fscal rdes for dfferent budget priorties. which potentially gives
advantage 10 sOme programs over others
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Mgher TABOR Limit 2adb0c 4,

Legislative Flexibiity a2 32 5b. 4.5

Addtional K-12 Resources 5. Not puananteed
Addbonal Transportation Resources Ta. 16, 1c A lesser extert 2¢
Avold Budget Cuts a3a A4S

Have a orises 1

Table Notes: With a higher TABOR Errit. the amcunt of money retained may or may not be new resources
in the Genersl Fund This is because cash funds can cause a rebate in the General Fund In that case the
rebates retaned are cuts that were avoided

Fig 2
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