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HIGHLIGHTS

The state and national economies continue to expand
amidst uncertain  circumstances. Conditions  for
households and most businesses have improved
consistently.  Although growth is expected to continue,
anemic performance in the global economy, gradually
tightening monetary policy, and demographic changes will
dampen growth through the forecast period. In the shorter
term, Colorado’s economy will more closely match the
pace of the nation’s as pullback in the oil industry
moderates expansion.

Preliminary data indicate the General Fund ended FY
2014-15 with a surplus of $61.5 million above the required
reserve. A $153.6 million TABOR refund will be returned to
taxpayers on income tax returns filed for 2015. Refunds
will be made using the Earned Income Tax Credit and a
six-tier sales tax refund.

In FY 2015-16, General Fund revenue will be $220.4
million short of the amount needed to fully fund the budget
and reserve. At just over a third of the required reserve,
this amount is enough to allow General Fund
appropriations to increase 4.0 percent.

Revenue subject to TABOR is expected to be $50.3 million
below the Referendum C Cap in FY 2015-16 and $252.2
million above the cap in FY 2016-17.

Full Senate Bill 09-228 transfers of $50.0 million to the
Capital Construction Fund and $200.2 million to the
Highway Users Tax Fund will occur in FY 2015-16. The
transfers are expected to be cut in half in FY 2016-17.
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EXECUTIVE SUMMARY

This report presents the budget outlook based on current law and the September 2015
General Fund revenue, cash fund revenue, and TABOR forecasts. Summaries of expectations
for the national and Colorado economies and current economic conditions in nine regions

around the state are also presented.

General Fund and TABOR Outlook

FY 2014-15. Based on preliminary data, the General
Fund ended the year with $61.5 million more than is required to
fully fund the budget and required reserve. General Fund
revenue came in $33.2 million (or 0.3 percent) lower than
expected in the June forecast. All of this reduction, however,
was absorbed by the TABOR refund obligation: the state will
refund $153.6 million for FY 2014-15, $67.3 million lower than
expected in June. The money will be refunded via the Earned
Income Tax Credit ($85.7 million) and a sales tax refund ($67.9
million) on individual income tax returns filed for tax year 2015.

FY 2015-16. General Fund revenue is expected to be
$220.4 million, or 2.1 percent, lower than the amount budgeted
to be spent and saved in the required reserve in FY 2015-16.
This amount of revenue is sufficient to allow General Fund
operating appropriations to increase 4.0 percent. In addition:

More information about the
General Fund budget
overview begins on page 5
and is summarized in Table 1
on page 6.

More information about the
state’'s TABOR outlook
begins on page 11 and is
summarized in Table 5 on
page 15.

The General Fund revenue
forecast begins on page 17
and is summarized in Table 8
on page 21.

o Expectations for General Fund revenue were decreased $80.5 million, or 0.8
percent, relative to June. Most of the decrease was due to lower growth in sales tax

revenue during the summer of 2015 than previously expected and

expectations for individual income taxes.

lower

e Revenue subject to TABOR will be an estimated $50.3 million lower than the TABOR

limit.

e Full Senate Bill 09-228 transfers to the Capital Construction Fund ($50.0 million) and
the Highway Users Tax Fund ($200.2 million) are expected.

FY 2016-17. Revenue is expected to be sufficient to grow General Fund appropriations
by 2.0 percent in FY 2016-17, assuming the FY 2015-16 budget remains unchanged. Because
the TABOR surplus is expected to be $252.5 million, or 2.4 percent of General Fund revenue,
the Senate Bill 09-228 transfers are expected to be halved for FY 2016-17.
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Cash Fund Revenue

Cash fund revenue subject to TABOR totaled $2.75 billion
in FY 2014-15, and is expected to increase slightly to $2.88 billion | The cash fund revenue
in FY 2015-16. Increases in transportation-related and hospital | forecasts begin on page
provider fee revenue will be partially offset by declines in | 22: Forecasts for revenue
severance tax and insurance related revenue in FY 2015-16. 232?;&;00' O:AioeRBare
Total cash fund revenue subject to TABOR will increase 2.6 Pag '

percent to $2.95 billion in FY 2016-17 as a rebound in severance
tax revenue is offset by a decline in hospital provider fee revenue. Cash fund revenue is
projected to grow another 4.8 percent to $3.09 billion in FY 2017-18, as severance tax revenue
recovers with increased oil and gas activity.

Economic Outlook

After several years of growth, the state and national

economy are expected to continue expanding through the | More information about the

forecast period. Employment is growing, wages and salary | St&€  and hational
. 4 . : . economic outlook begins
income is increasing, and the housing market continues to on page 31

improve. Colorado was one of the fastest growing economies
in the country in 2013 and 2014 in part because of oil and gas | symmaries of economic
development in the northern part of the state. Lower oil prices | conditions in nine regions
caused oil and gas companies to pull back on development in | around the state begin on
2015. However, the Colorado economy is weathering lower | page 51.

investment and employment in the oil and gas sector because
of a diversified economy and underlying strength in other sectors. The U.S. economy is one of
the few bright spots in the global economy, which is causing the dollar to strengthen against
other currencies. A stronger dollar will slow exports and hurt manufacturing activity, but the
U.S. economy will continue to grow because of strong demand from domestic businesses and
households.
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GENERAL FUND BUDGET OVERVIEW

Table 1 on page 6 presents the General Fund overview based on current law. Tables 3
and 4 on pages 9 and 10 provide estimates for General Fund rebates and expenditures (line 10
of Table 1) and detail for cash fund transfers to and from the General Fund (lines 3 and 11 of
Table 1). This section also presents information on revenue to the State Education Fund, the
outlook for Senate Bill 09-228 transfers to capital construction and transportation, and the

availability of tax benefits dependent on the collection of sufficient General Fund revenue.

FY 2014-15. The General Fund is expected to end the
year with $61.5 million in excess of the amount required to
fully fund the budget, the 6.5 percent statutory reserve, and
the state’s TABOR refund obligation for FY 2014-15. This
figure is preliminary, un-audited, and subject to change before
the state’s accounting books for FY 2014-15 are finalized.

FY 2015-16. General Fund revenue is expected to be
sufficient to allow General Fund appropriations to increase 4.0
percent in FY 2015-16, or $220.4 million less than currently
budgeted to be spent or saved in the reserve. The year-end
reserve is expected to be $390.9 million, or 64 percent of that
required by statute.

The General Fund ended FY
2014-15 with $61.5 million in
excess of the required reserve.
This amount is preliminary and un-
audited.

In FY 2015-16, the General Fund
reserve is expected to be $220.4
million, or 2.1 percent, lower
than the amount budgeted.
Revenue is expected to be
sufficient to allow General Fund
appropriations to increase 4.0
percent in FY 2015-16.

Expectations for the amount of money available to be spent in the General Fund during
FY 2015-16 were reduced by $80.5 million, a combination of reduced expectations for revenue

and a lower than anticipated year-end reserve for FY 2014-15.

FY 2016-17 — Unbudgeted. Because a budget has
not yet been enacted for FY 2016-17, lines 23 through 26 of
Table 1 show two alternative perspectives on the General
Fund budget situation for the year.

Perspective 1, shown in lines 23 and 24,
assumes no growth in appropriations between FY 2015-16
and FY 2016-17. Under this scenario, the amount of money
available to the General Assembly above the amount
budgeted to be spent and retained in the reserve during
FY 2015-16 is expected to be $210.5 million, or 2.0 percent
of budgeted expenditures in FY 2015-16. This figure
assumes no change to the FY 2015-16 budget and that the
$220.4 million shortfall is addressed with a lower reserve.

Perspective 2, shown in lines 25 and 26, assumes a
historical growth rate for General Fund appropriations over
the last 15 years using only those years during which the
economy expanded: FYs 2003-04 through 2007-08 and FYs
2011-12 through 2015-16. This average rate of growth is
equal to 6.2 percent. If General Fund appropriations were
increased by this amount, the year-end reserve would equal
$239.0 million, $409.4 million lower than the 6.5 percent
reserve required by law.

September 2015 General Fund Revenue Outlook

What Happens When There’s A
Budget Deficit?

A budget deficit in FY 2015-16 can
be addressed by legislative action
during the 2016 regular legislative
session.

During the legislative interim and if
the forecast prepared by the Office
of State Planning and Budgeting
expects revenue to be insufficient
to fund half the required reserve for
the coming vyear, the Governor
must  reduce  General Fund
spending to preserve at least half of
the reserve. If the Governor
reduces General Fund
expenditures by at least 1.0 percent
to meet that requirement, he is also
authorized to transfer moneys from
the Capital Construction Fund into
the General Fund. These changes
may be codified by the General
Assembly in the following legislative
session.
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Table 1

General Fund Overview

Dollars in Millions

FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Funds Available Preliminary Estimate Estimate Estimate
1 Beginning Reserve $435.9 $638.0 $390.9 *
2 General Fund Revenue $9,801.1 $10,009.0 $10,616.5 $11,123.0
3 Transfers from Other Funds (Table 4) 65.8 14.5 16.0 154
4  Total Funds Available $10,302.9 $10,661.5 $11,023.4 *
5 Percent Change 10.0% 3.5% 3.4% *
Expenditures Budgeted Budgeted Estimate Estimate
6 General Fund Appropriations Subject to Limit $8,869.0 9,442.1 * *
7 Adjustments to Appropriations 9.7 * * *
8 TABOR Refund Obligation Under Art. X, §20, (7)(d)" 153.6 0.0 2525 352.0
9 Set Aside for TABOR Refund Obligation Under Art. X, §20, (3)(c)2 58.0 NA NA NA
10 Rebates and Expenditures (Table 3) 258.3 271.3 286.4 299.9
11 Transfers to Other Funds (Table 4) 42.5 60.4 62.5 46.6
12 Transfers to the State Education Fund Pursuant to SB 13-234 25.3 25.3 253 25.3
13 Transfers for Highway Construction® 0.0 200.2 106.2 0.0
14 Transfers to the Capital Construction Fund 8 248.5 271.4 27.3 0.0
15 Total Expenditures $9,664.9 $10,270.6 * *
16 Percent Change 10.3% 6.3% * *
17 Accounting Adjustments * * * *
Reserve Preliminary Estimate Estimate Estimate
18 Year-End General Fund Reserve $638.0 $390.9 * *
19 Year-End Reserve as a Percent of Appropriations 7.2% 4.1% * *
20 Statutorily Required Reserve’ 576.5 611.3 * *
21 Amount in Excess or (Deficit) of Statutory Reserve $61.5 ($220.4) * *
22 Excess Reserve as a Percent of Expenditures 0.6% -2.1% * *
Alternative Perspectives on Unbudgeted Years Estimate Estimate
Perspective 1: Money Available in FY 2016-17 in Excess of FY 2015-16 Expenditures °
23 Amount in Excess of Statutory Reserve 2105 *
24 As a Percent of Prior-Year Expenditures 2.0% *
Perspective 2: Assuming Appropriations Increase by the Average Rate of Past Economic Expansions (6.16%)6
25 Amount in Excess or (Deficit) of Statutory Reserve ($409.4) ($677.1)
26 As a Percent of Prior-Year Expenditures -4.0% -6.6%
Addendum Preliminary Estimate Estimate Estimate
27 Percent Change in General Fund Appropriations 7.6% 6.3% * *
28 5% of Colorado Personal Income Appropriations Limit $12,017.5 $12,353.4 $13,074.0 $13,749.2
29 Transfers to State Education Fund Per Amendment 23 $519.8 $522.2 $552.4 $579.8

Totals may not sum due to rounding. *Not estimated. NA=Not applicable.

!Persuant to section 24-75-201 (2), C.R.S., the TABOR refund obligation is required to be set aside during the year it is collected to
be refunded the following year.

While the refund obligation is $66.1 million, only $58 million is budgeted. If Proposition BB fails, an additional $4.3 million will be
required from the General Fund in FY 2015-16 to meet the required refund. This amount is not accounted for here.

3Senate Bill 09-228 transfers to the Highway Users Tax Fund and the Capital Construction Fund are expected to equal $200.2
million and $50.0 million, respectively, in FY 2015-16.

“Persuant to Senate Bill 15-251, appropriations to fulfill the state's obligations of certain certificates of participation are excluded for
Eurposes of calculating the statutory reserve requirement. These appropriations total $37.9 million in FY 2015-16.

This holds appropriations in FY 2016-17 equal to appropriations in FY 2015-16 to determine the total amount of money available
above FY 2015-16 expenditures.

®The average growth rate of appropriations over the last 15 years, only during years when the economy expanded, which include
Fiscal Years 2003-04 through 2007-08, and 2011-12 through 2015-16.
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State Education Fund. The State Constitution requires the State Education Fund to
receive one-third of one percent of taxable income (see Table 8, line 10). In addition, the
General Assembly has authorized the transfer of additional moneys from the General Fund to
the State Education Fund. Money in the State Education Fund is required to be used to fund
kindergarten through twelfth grade public education. However, additional revenue in the State
Education Fund does not affect the overall flexibility of the General Fund budget. Figure 1
shows a history and forecast for these revenue sources through the end of the forecast period.

Figure 1
Revenue to the State Education Fund
Dollars in Millions

$1,800 -
| Other Transfers $1,598

$1,600 m Senate Bill 13-234 Transfers

$1,400 -{ ™ Constitutionally-Required Transfers

$1,200 - $1,073 HB12-1338

$1,000 -

$800 HB 14-1342
Totals shown in bold $638 /

$600 { / $545 $584, g554 $572 3605
$408 $461 $231 %

$400 - $121 g¢309 3371

$200 -

$0 -

07-08 08-09 09-10 10-11 11-12 12-13 13-14 14-15p 15-16f 16-17f 17-18f

Source: Colorado State Controller’s Office through FY 2014-15 and Legislative Council Staff from FY 2015-16
through FY 2017-18. “p” indicates preliminary; “f” indicates forecast.

Senate Bill 09-228 transfers. Colorado personal income increased 5.8 percent in
2014, triggering the first year of the five-year block of transfers in FY 2015-16.

Senate Bill 09-228 transfers 0.5 percent and 2.0
percent of General Fund revenue to the Capital
Constru_ction Fur_ld and the Highway Users Ta_x Fund, | ., 2015-16, full transfers equal to:
respectively, during the first two years of the five-year $50.0 million to capital
period. However, if during any particular year the state $200.2 million to transportation
incurs a large enough TABOR surplus, these transfers
will either be cut in half or eliminated for that year. The | 7 2016';22 gar';itﬁ%rﬂgfae?t‘ﬁ' o
transfers are cut in half if the TABOR surplus during that $106.2 million to trgnsportaﬂon
year is between 1.0 percent and 3.0 percent of General
Fund revenue, and eliminated if the surplus exceeds 3.0
percent of General Fund revenue.

Expected Senate Bill 09-228 Transfers:
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A TABOR surplus is not expected in FY 2015-16, and therefore full transfers equal to
$50.0 million and $200.2 million to the Capital Construction Fund and the Highway Users Tax
Fund, respectively, are expected. In total, these transfers are $122.0 million more than the
amount included in the budget.

This forecast anticipates a TABOR surplus of $252.5 million, or 2.4 percent of General
Fund revenue, in FY 2016-17 and $352.0 million, or 3.2 percent of General Fund revenue, in FY
2017-18, indicating half transfers in FY 2016-17 and no transfers in FY 2017-18. However,
small margins of error in the forecasts for General Fund revenue and the TABOR surplus could
produce very different results. Because this forecast is based on current law, these errors
include the impact of legislation enacted in the future by the General Assembly or U.S.
Congress that affect revenue subject to TABOR. Thus, these transfers could occur in full, or not
at all, during both years.

Tax policies dependent on sufficient General Fund revenue. Two tax policies are
only available when the Legislative Council Staff forecast indicates that General Fund revenue
will be sufficient to allow General Fund appropriations to increase by at least 6 percent. Based
on the current forecast, revenue will not meet this requirement in FY 2015-16 through at least
FY 2017-18, the end of the forecast period. As a result, the sales tax refund for cleanrooms will
be available through June 2016, but is not expected to be available beginning July 2016. In
addition, the historic property preservation tax credit is not expected to be available beginning
with tax year 2016. Table 2 lists and describes the availability of these tax policies.

Table 2
Tax Policies Dependent on Sufficient General Fund Revenue to Allow General Fund
Appropriations to Increase by at Least 6 Percent

Forecast that

Tax Policy Determines Availability Tax Policy Availability
Historic property preservation December forecast immediately  Available in tax years 2013
income tax credit before the tax year when the through 2015. Not expected to
(Section 39-22-514, C.R.S) credit becomes available. be available in tax years 2016
and 2017. Repealed tax year
2020.
Cleanroom Machinery Sales and If the June forecast indicates Currently available through at
Use Tax Exemption sufficient revenue for the fiscal least June 2016. Not expected
(Section 39-26-722, C.R.S.) year that is about to end, the to be available July 2016 through
exemption will become available June 2018. Repealed July 1,
in July. 2018.

Note: See Table 7 on page 18 for information on the revenue impact of these triggers.
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Table 3
General Fund Rebates and Expenditures
Dollars in Millions

Preliminary Estimate Estimate Estimate
Category FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Senior and Veterans Property Tax Exemptions $116.9 $128.7 $139.3 $148.9
Percent Change 6.4 10.1 8.2 6.9
Cigarette Rebate $12.3 $10.7 $10.4 $10.4
Percent Change 17.8 -13.3 -2.2 0.0
Old-Age Pension Fund 99.9 103.8 107.8 1125
Percent Change -6.5 3.9 3.9 4.3
Aged Property Tax and Heating Credit 5.7 5.1 5.2 5.2
Percent Change -6.0 -9.3 0.8 1.1
Older Coloradans Fund* 11.5 10.0 10.0 10.0
Percent Change 0.2 -0.1 0.0 0.0
Interest Payments for School Loans 0.7 0.7 0.8 1.2
Percent Change -3.0 8.8 10.4 45.5
Fire and Police Pensions 4.2 4.2 4.2 4.2
Percent Change 1.3 0.7 0.0 0.0
Amendment 35 Distributions 0.9 0.8 0.8 0.8
Percent Change 3.1 -14 -14 -1.9
Marijuana Sales Tax Transfer to Local
Governments 6.3 7.1 7.9 6.6
Percent Change 366.9 13.16 10.35 -15.8
TOTAL REBATES & EXPENDITURES $258.3 $271.3 $286.4 $299.9

Totals may not sum due to rounding.

' An additional $1.5 million will be transferred in FY 2014-15 pursuant to Section 39-3-208 (6), C.R.S., which requires
appropriations to the Senior and Veterans Property Tax Exemptions in excess of the actual to be transferred to the
Older Coloradans Fund.
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Table 4
Cash Fund Transfers
Dollars in Millions

Transfers to the General Fund 2014-15 2015-16 2016-17 2017-18

HB 10-1325 Natural Resource Damage Recovery Fund 0.2 0.2 0.2

SB 11-184 Tax Amnesty Cash Fund 1.1

SB 13-133 Limited Gaming Fund 13.6 14.1 15.7 15.3

HB 14-1228 Defense Driving School Fund Balance 0.1

SB 14-189 Controlled Maintenance Trust Fund 9.7

SB 14-215 Marijuana Tax Cash Fund 5.1

& SB 15-167

HB 15-1150 Severance Tax Operational Fund 0.1 0.1 0.1

HB 15-1379 Marijuana Tax Cash Fund 0.1

SB 15-108 Adult Education and Literacy Fund 0.02

SB 15-108 State Grants to Publically Supported Libraries 0.003

SB 15-168 Intellectual and Developmental Disability Fund 2.1

SB 15-169 State Employee Reserve Fund 6.4

SB 15-249 Marijuana Tax Cash Fund 27.7

§ 36-1-148(2) Land and Water Management Fund 0.1
Total Transfers to the General Fund $65.8 $14.5 $16.0 $15.4
Transfers from the General Fund 2014-15 2015-16 2016-17 2017-18

HB 12-1315 Clean Renewable Energy Fund 1.6 1.6 1.6

HB 13-1001 Advanced Industries Acceleration Fund 5.0 5.0

& HB 14-1011

HB 13-1193 Advanced Industries Export Acceleration Fund 0.3 0.3 0.3 0.3

SB 14-215 Marijuana Tax Cash Fund 35.8 40.5 44.7 37.7

HB 14-1016" Procurement Technical Assistance Cash Fund 0.2 0.2 0.2

HB 14-1276 School Cardiopulmonary Resuscitation Fund 0.3

HB 14-1300 State Fair Cash Fund 0.3

HB 14-1336 Controlled Maintenance Trust Fund 0.1

HB 14-1368 Child Welfare Transition Cash Fund 2.8

SB 14-011 Energy Research Cash Fund 1.0 1.0

HB 15-1178 CWCB Emergency Dewatering Grant Account 0.2 0.3

SB 15-112 Building Regulation Fund 0.3 0.2

SB 15-244 State Public School Fund 7.8 7.8 7.8

SB 15-245 Natural Hazard Mapping Fund 3.8 2.4 0.7
Total Transfers from the General Fund $42.5 $60.4 $62.5 $46.6
Net General Fund Impact $23.3  ($45.9) ($46.5) ($31.2)

LThis transfer is dependent on the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.
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TABOR OuUTLOOK

This section presents the outlook for the state’s TABOR situation through FY 2017-18.
Table 5 on page 15 illustrates the current status of the TABOR limit and Referendum C cap
through FY 2017-18, while Figure 2 shows a history and forecast of revenue subject to TABOR,
the TABOR limit base, and the Referendum C cap.

On September 1, the Office of the State Controller released its preliminary schedule of
TABOR computations; numbers in the schedule are unaudited and subject to change.
According to the preliminary schedule, in FY 2014-15, state revenue subject to TABOR totaled
$12,503.7 million, exceeding the Referendum C cap and prompting a TABOR refund of
$153.6 million in FY 2015-16. Of this amount, $85.7 million is expected to be refunded via the
Earned Income Tax Credit, which will be used as a TABOR refund mechanism on returns for
tax year 2015 and become permanent beginning tax year 2016. The remaining $67.9 million
will be refunded via a six-tier sales tax refund of between $13 and $41 per taxpayer for tax
year 2015.

Separately, revenue from Proposition AA marijuana taxes totaled $66.1 million in
FY 2014-15. House Bill 15-1367 includes provisions for a TABOR election provision refund
of $66.1 million in FY 2015-16 if voters reject Proposition BB in November.

The state may incur a TABOR surplus in FY 2015-16, and is expected to incur a TABOR
surplus in both FY 2016-17 and FY 2017-18. For FY 2015-16, state revenue subject to TABOR
is expected to total $12,829.2 million, $50.3 million less than the Referendum C cap. State
revenue subject to TABOR is expected to exceed the Referendum C cap in FY 2016-17 and
FY 2017-18, prompting TABOR refunds of $252.5 million in FY 2017-18 and $352.0 million
in FY 2018-19.

Figure 2
TABOR Revenue, Limit Base, and the Referendum C Cap
Dollars in Billions

$15 - FY 2014-15: $153.6 million surplus*
FY 2015-16: $50.3 million below limit
$14 - FY 2016-17: $252.5 million surplus

FY 2017-18: $352.0 million surplus
$13 -
Referendum C Cap

N

$12 -

$11 4 Bars Represent Revenue

$10 - Subject to TABQR ++**"""""
TABOR Limit Base
$9
%8 Referendum C
$7 Five-Year Timeout Period

05-06 06-07 07-08 08-09 09-10 10-11 11-12 12-13 13-14 14-15 15-16f16-17f17-18f

Source: Office of the State controller and Legislative Council Staff.
*FY 2014-15 surplus includes a $3.6 million adjustment for under-refunds of and other adjustments to
pre-Referendum C TABOR surpluses.
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TABOR surplus. Article X, Section 20 of the Colorado
Constitution (TABOR) limits the amount of revenue the state may
retain and either spend or save. The limit is equal to the previous | The legal term used by
year's limit or revenue, whichever is lower, adjusted for inflation, | TABOR to denote the amount
population growth, and any revenue changes approved by voters. | ©f revenue TABOR allows the
Referendum C, approved by voters in 2005, is a permanent voter- ?ra;e);r?d'.(eep and either save
approved revenue change that raises the amount of revenue that
the state may spend or save.

Fiscal Year Spending:

Referendum C allowed the state to spend all revenue collected above the limit
during a five-year timeout period beginning in FY 2005-06 through FY 2009-10. Beginning
in FY 2010-11, Referendum C allows the state to retain revenue collected above the TABOR
limit base up to a capped amount. The cap is set to the highest amount of state revenue for a
fiscal year during the five-year timeout period and grown each year thereafter by inflation and
population growth. Because revenue collections peaked in FY 2007-08, that year became the
starting base for the cap. The cap is adjusted annually for inflation, population growth, and
changes in enterprise status exactly as the TABOR limit is adjusted. However, it is always
grown from the prior year's cap, regardless of the level of revenue collected.

TABOR requires revenue collected above the Referendum C cap to be refunded to
taxpayers. Revenue exceeded the Referendum C cap by $150.0 million in FY 2014-15, and is
expected to exceed the cap by $252.5 million in FY 2016-17 and $352.0 million in FY 2017-18.
Revenue is expected to be $50.3 million below the Referendum C cap in FY 2015-16; it is
important to note that this amount is well within normal forecast error.

When revenue exceeds the cap, TABOR requires the surplus to be refunded during the
following fiscal year. An additional $3.6 million must be refunded along with the FY 2014-15
TABOR surplus; this amount represents under-refunds of pre-Referendum C surpluses and
other accounting errors that would have added to the previous refund. Therefore,
$153.6 million will be refunded in FY 2015-16, and refunds of $252.5 million and
$352.0 million are expected in FY 2017-18 and FY 2018-19, respectively.

Figure 3 and Table 6 show how state law requires this money to be refunded. Current
law contains three refund mechanisms: the six-tier sales tax refund, the Earned Income Tax
Credit (EITC), and a temporary cut in the income tax rate from 4.63 percent to 4.50 percent.
The size of the TABOR refund determines which refund mechanisms are available each year.

As a result of the FY 2014-15 TABOR surplus, the six-tier sales tax refund and the EITC
will be available on tax returns for income tax year 2015. The first $85.7 million of the surplus
will be refunded via the EITC, which is available to taxpayers who work but earn low incomes.
The remaining $67.9 million will be refunded via the sales tax refund. State law requires the
sales tax refund to be distributed among six income tiers as it was distributed in tax year 1999.
As shown in Table 6, taxpayers filing single returns with adjusted gross incomes of up to
$36,001 will receive refunds of $13 each; additionally, households that qualify for the EITC will
receive an additional $262 on average. Taxpayers filing single returns with adjusted gross
incomes of $204,000 and up will receive refunds of $41 each. For taxpayers filing joint returns,
the sales tax refund amounts are doubled. Beginning in tax year 2016, the EITC will be
available annually as a state income tax credit and will reduce General Fund revenue.
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The TABOR surpluses collected in FY 2016-17 and FY 2017-18 will be refunded in
FY 2017-18 and FY 2018-19, respectively, on income tax returns for tax years 2017 and 2018.
In both years, surpluses are expected to be large enough to trigger a temporary income tax rate
reduction. The state income tax rate is expected to be reduced to 4.50 percent beginning tax
year 2017 through at least the end of tax year 2018, refunding $216.1 million in tax year 2017
and $228.1 million in tax year 2018. The remainder of each year’s surplus, $36.4 million in tax
year 2017 and $123.9 million in tax year 2018, will be refunded via a sales tax refund as shown
in Table 6.

Estimated TABOR refunds, and the mechanisms expected to be used to pay them, are
shown in Figure 3.

Figure 3
TABOR Refund Estimates?

$352.5 Million Total

$350
Sales Tax Refund?
$300 - $123.9 million
$252.5 Million Total ($23-$70 per
Sales Tax Refund? taxpayer)
$250 $36.4 million
$200
- Temporary Income
$153.6 Million Total Tax Rate Reduction
$150 Sales Tax Refund? Temporary Incor_ne $228.1 million
$67.9 million Taxg%efe?lgctlon ($8-$514 per taxpayer)
$13-$41 per taxpayer -1 miflion
$100 ( 2 payer) $8-$486 per taxpayer)
$50 $85.7 million
Permanent starting
$0 in tax year 20163
FY 2014-15 Surplus FY 2015-16 FY 2016-17 Surplus FY 2017-18 Surplus
Refunded Income Tax Year No Surplus Set Aside in FY 2016-17 Budget; Set Aside in FY 2017-18 Budget;
2015 Refunded in FY 2017-18 and Refunded in FY 2018-19 and
Income Tax Year 2017 Income Tax Year 2018

Source: Legislative Council Staff.

“This figure illustrates refunds of revenue in excess of the Referendum cap. If voters reject Proposition BB, the state
will be obligated to make a TABOR election provision refund of $66.1 million in FY 2015-16; mechanisms for this
refund are described below.

2f the average sales tax refund among all taxpayers is $15 or less, Section 29-22-2002 (2)(b), C.R.S., requires that
every taxpayer receive an identical refund. If the amount exceeds $15, Section 39-22-2003 (4)(a), C.R.S., requires
the sales tax refund to be distributed following the proportions used for the sales tax refund in 1999. Taxpayers filing
joint returns receive twice the amount shown.

3 Section 39-22-123.5 (3), C.R.S., converts the Earned Income Tax Credit from a TABOR refund mechanism into a
permanent tax credit the year after it is first used to refund a TABOR surplus.
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TABOR election provision refund. Because fiscal year spending in FY 2014-15
exceeded the estimate provided to voters in the Proposition AA Blue Book, the state must issue
a TABOR election provision refund to taxpayers in FY 2015-16. The amount of the refund is
equal to $66.1 million, the amount of the Proposition AA taxes collected for FY 2014-15. No
refund is required if the state receives later voter approval to retain and spend this amount.

House Bill 15-1367 set aside $58.0 million from revenue collected in FY 2014-15 for a
TABOR election provision refund in FY 2015-16, and referred Proposition BB to voters. If voters
approve Proposition BB, this money will be retained by the state and spent on school
construction, education, substance abuse prevention and treatment, and public safety
programs. If voters reject Proposition BB, House Bill 15-1367 refunds $66.1 million, the
amount of Proposition AA tax revenue collected in FY 2014-15, via direct refunds to retalil
marijuana cultivators ($24.0 million), a reduction in the retail marijuana special sales tax rate
($17.1 million), and a six-tier sales tax refund identical to that used to refund a TABOR
surplus ($25.0 million).
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Table 5

TABOR Limit and Retained Revenue

Dollars in Millions

Preliminary Estimate Estimate Estimate
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
TABOR Revenue
General Fund * $9,755.4 $9,952.6 $10,555.2 $11,069.9
Cash Funds * 2,748.2 $2,876.6 $2,950.4 $3,091.8
Total TABOR Revenue $12,503.7 $12,829.2 $13,505.6 $14,161.7
Revenue Limit
Allowable TABOR Growth Rate 4.3% 4.4% 2.9% 4.2%
Inflation (from Prior Calendar Year) 2.8% 2.8% 1.2% 2.6%
Population Growth (from Prior Calendar Year) 1.5% 1.6% 1.7% 1.7%
TABOR Limit Base $9,969.6 $10,390.6 $10,691.9 $11,141.0
Voter Approved Revenue Change (Referendum C) $2,384.1 $2,438.6 $2,561.2 $2,668.7
Total TABOR Limit / Referendum C Cap $12,353.7 $12,879.6 $13,253.1 $13,809.7
TABOR Revenue Above (Below) Referendum C Cap * $150.0 ($50.3) $252.5 $352.0
Retained/Refunded Revenue
Revenue Retained under Referendum C 2 $2,384.1 $2,438.6 $2,561.2 $2,668.7
Total Available Revenue (Fiscal Year Spending) $12,353.7 $12,829.2 $13,253.1 $13,809.7
Revenue to Be Refunded to Taxpayers ** $153.6 $0.0 $252.5 $352.0
TABOR Reserve Requirement $370.6 $384.9 $397.6 $414.3

Totals may not sum due to rounding.

! These figures differ from those reported in Tables 8 and 9 because of accounting adjustments across TABOR boundaries.
2 Revenue retained under Referendum C is referred to as "General Fund Exempt" in the budg