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This report presents the budget outlook based on current law and the June 2014 General
Fund revenue, TABOR situation, and cash fund revenue forecasts. A summary of expectations for
the national and Colorado economies and current economic conditions in nine regions around the
state are also presented.

General Fund

FY 2013-14. The General Fund will end the year with a More information about the
surplus of $94.8 million, of which $25 million will remain in the General Fund  budget
fund. The remaining $69.8 million will be distributed as follows: overview begins on page 7

and is summarized in Table 3

e $30 million to the Colorado Water Conservation on page 9

Board Construction Fund;
e $20 million to the State Education Fund;
e $1 million to the Economic Development Fund;

More information about the
General Fund revenue

e $10 milion to the Hazardous Substance Site TSI beghie en e U7
Response Fund; and and is summarized in Table 8
e $8.8 million to the Capital Construction Fund. on page 22.

The forecast for General Fund revenue in FY 2013-14 was reduced by $135.3 million
relative to expectations in March.

FY 2014-15. General Fund revenue is expected to be $31.4 million, or 0.3 percent, higher
than the amount budgeted to be spent or retained in the 6.5 percent statutory reserve in
FY 2014-15. The State Education Fund is expected to receive a total of $547.4 million in revenue
(see page 11). Expectations for General Fund revenue were revised down by $181.6 million
relative to the March forecast.

FY 2015-16. The General Assembly will have $630.7 million, or 6.8 percent, more to spend
or save in FY 2015-16 than is budgeted for FY 2014-15. The forecast for General Fund revenue in
FY 2015-16 was revised down by $138.8 million compared with expectations in March.

The five-year block of transfers to the Capital Construction Fund and Highway Users Tax
Fund required by Senate Bill 09-228 is expected to begin in FY 2015-16 (see page 11).

All tax benefits dependent on the collection of enough General Fund revenue to allow
General Fund appropriations to increase by at least six percent are expected to be available
through the forecast period or until their repeal (see page 12).
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TABOR Outlook

Revenue subject to TABOR is expected to be: More information about the

state’'s TABOR outlook
begins on page 13 and is
summarized in Figure 2 on
page 13 and Table 6 on
page 16.

e $354.3 million, or 3.0 percent, lower than the Referendum
CcapinFY 2013-14;

e $264.7 million, or 2.1 percent, lower than the Referendum
C cap in FY 2014-15; and

e $254.0 million, or 2.0 percent, lower than the Referendum
C cap in FY 2015-16.

Despite this, a potential exists for a TABOR election provision refund within the forecast
period. Although revenue is not expected to be collected in excess of the Referendum C cap, this
forecast anticipates that state fiscal year spending (or total revenue collections subject to TABOR) in
FY 2014-15 will be $2.8 million above the estimate published in the Proposition AA Blue Book.
According to a legal analysis by the Office of Legislative Legal Services, this forecast would
anticipate that this $2.8 million excess would need to be refunded in FY 2015-16. For more
information, please see page 13.

Cash Fund Revenue Subject to TABOR

Cash fund revenue subject to TABOR is expected to
increase slightly from $2.55 billion in FY 2012-13 to $2.65 billion in
FY 2013-14. Increases in transportation-related cash funds,
severance tax collections, regulatory agencies cash funds, other
cash funds, and capital construction-related funds were mostly offset
by projected decreases in hospital provider fee revenue, gaming
revenue, and insurance-related cash funds. Revenue collected via
the state’s 2.9 percent sales tax on medical and retail marijuana is
projected to add another $15.2 million to cash fund revenue subject
to TABOR in FY 2013-14.

More information about
cash fund revenue subject
to TABOR begins on page
23 and is summarized in
Table 9 on page 24.

Total cash fund revenue subject to TABOR will increase 1.1 percent to $2.68 billion
in FY 2014-15, as severance tax revenue is projected to continue to climb with increased oil and
gas activity. For more information about forecasts for cash fund revenue subject to TABOR, please
see page 23.

TABOR Exempt Cash Fund Revenue

Federal mineral lease revenue will total $172.8 million in FY 2013-14 and $180.0 million in
FY 2014-15. The increase is the result of expectations for natural gas prices and higher than
anticipated distributions year to date. For more information about federal mineral lease revenue,
please see page 31.

The Unemployment Insurance Trust Fund will close FY 2013-14 with a fund balance of
$580.5 million, a 6.1 percent increase from the previous fiscal year. The fund balance will continue
to increase through the forecast period as unemployment declines and revenue increases. More
information about the unemployment insurance trust fund can be found on page 31.
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Marijuana Revenue. The combined taxes on adult-use and medical marijuana are
expected to generate $31.1 million in FY 2013-14 and $47.9 million in FY 2014-15. Of these
amounts, $15.9 in FY 2013-14 and $30.6 in FY 2014-15 will be collected as a result of the excise
and special sales taxes approved by voters in Proposition AA. The marijuana revenue forecast is
based on only four months of data, and there will likely be changes in the price and consumption of
marijuana as the adult-use market matures. The forecast is only as accurate as the assumptions
upon which it is based and will improve as more data become available. A more detailed
discussion of marijuana taxes begins on page 29.

National Economy

Strong fundamentals in many sectors of the economy point to SUTEEs o e aienel
growth over the next several years, despite poor performance in the and Colorado economic
first quarter of 2014. The labor market is improving and employers forecasts begin on pages
are adding jobs at a faster rate. There are also signs that the 33 and 51, respectively.
decline in labor force participation has slowed. Consumers, buoyed

by historically low household debt burdens and gains in income and Summaries of economic
wealth, have now increased spending for nineteen consecutive conditions in nine regions
guarters. Business profits remain near all-time highs, and investors around the state begin on

worldwide are relocating their portfolios from emerging markets back page 65.
to advanced economies, especially the United States.

Economic activity will grow through the remainder of 2014 and accelerate into 2015.
Improvements in the labor market will catalyze advancement elsewhere, with inflation rates
approaching the Federal Reserve’s targets. Most economic uncertainty in 2014 and 2015 will
center on the Federal Reserve’s timeline for a few key monetary policy changes, including when it
will begin to raise short-term interest rates and how quickly it will tighten the money supply.
Expectations for the national economy are shown in Table 15 on page 49.

Colorado Economy

Colorado’s economy performed better than the U.S. economy in 2013. Companies hired
staff at the fastest rate since 2000. The state’'s unemployment rate remained below the national
average, while total earnings from wages, investments, and other sources grew the sixth fastest of
any state in the country. However, while the state’s overall economy continues to improve, there is
significant variation in growth across different regions of the state. The real estate markets in the
metro Denver and northern regions are some of the strongest in the nation, while economic growth
in Colorado Springs, Pueblo, the San Luis Valley, the western slope, and portions of the eastern
plains has been slow.

The Colorado economy will continue to strengthen further in 2014 and 2015, as the state’s
diversified economy supports job growth and higher wages. The state’s residential real estate
market will continue to outperform the national market as the attractive labor market and low
housing inventory spur activity. Nevertheless, Colorado is still vulnerable to the same risks as the
nation’s economy. Expectations for the Colorado economy are shown in Table 16 on page 63.

June 2014 Executive Summary Page 5






GENERAL FUND BUDGET OVERVIEW _

Table 3 on page 9 presents the General Fund overview based on current law. Tables 2 and
4 on pages 8 and 10 provide estimates for General Fund rebates and expenditures (line 8 of Table
3) and detail for cash fund transfers to and from the General Fund (lines 3 and 9 of Table 3). 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 2013-14. The General Fund is expected to end the year with $94.8 million in excess of
the amount required to fully fund the budget and the 5.0 percent statutory reserve, of which $25
million will remain in the reserve. House Bills 14-1339 and 14-1342 and Senate Bill 14-223
required transfers from the excess reserve in the amounts and order of priority shown in Table 1.
The $94.8 million surplus will be sufficient to fully fund all of the transfers except that to the Capital
Construction Fund, which is expected to receive $8.8 million of $135.4 million authorized in House
Bill 14-1342.

House Bill 14-1342 included a prioritized list of higher education capital expenditures to be
funded from the money transferred out of the FY 2013-14 excess reserve. The $8.8 million transfer
is sufficient to fund only the first capital expenditure listed: $5.0 million to renovate the Auraria
higher education center library. The remaining $3.8 million will remain in the Capital Construction
Fund for future use.

Table 1
Distribution of FY 2013-14 General Fund in Excess of the 5.0 percent Reserve

Estimated

Amount

Bill # Fund Order of Priority Available
ag ﬁiggz& Water Conservation Board Construction Fund First $30 million $30 million
HB 14-1342 State Education Fund Next $20 million $20 million
HB 14-1342 General Fund Next $25 million $25 million
SB 14-223  Economic Development Fund Next $1 million $1 million
HB 14-1339 Hazardous Substance Site Response Fund Next $10 million $10 million
HB 14-1342 Capital Construction Fund Next $135.4 million $8.8 million /A
HB 14-1342 State Education Fund All remaining surplus -
Total: $94.8 million

/A This is sufficient revenue to fund the first item listed in House Bill 13-1342: $5.0 million to renovate the Auraria higher
education center library.
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Table 2
General Fund Rebates and Expenditures /A
(Dollars in Millions)

Preliminary Estimate Estimate Estimate

Category FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16
Senior & Veterans Property Tax Exemptions /B $102.7 $109.8 $117.2 $125.0
Percent Change 5607.1 6.9 6.7 6.7
Cigarette Rebate 10.7 10.9 10.4 10.0
Percent Change -4.4 1.1 -4.0 -4.2
Old-Age Pension Fund 104.8 103.3 102.6 106.6
Percent Change 13.3 -1.4 -0.7 3.9
Aged Property Tax & Heating Credit /C 6.6 55 7.7 7.6
Percent Change -9.3 -15.8 38.3 -0.4
Older Coloradans Fund 8.0 10.0 10.0 10.0
Percent Change 0.0 25.0 0.0 0.0
Interest Payments for School Loans 0.7 0.7 0.9 1.2
Percent Change 7.9 -3.9 22.6 41.2
Fire and Police Pension Association 146.6 4.7 4.7 4.7
Percent Change 1411.2 -96.8 0.0 0.0
Amendment 35 Distributions 0.9 0.8 0.8 0.8
Percent Change 25 -7.1 15 -3.1
Marijuana Sales Tax Transfer to Local Govts 1.8 3.1 3.0
Percent Change 0.7 -0.04
TOTAL REBATES & EXPENDITURES $381.0 $247.6 $257.3 $268.9

Totals may not sum due to rounding.

/A Excludes appropriations and transfers.

/B Includes the impact of House Bill 14-1373.
/C Includes the impact of Senate Bill 14-014.

The forecast for the amount of money available to be spent in the General Fund during
FY 2013-14 was reduced by $135.3 million from expectations in March because income tax collections
came in lower than expected during the April tax season.

FY 2014-15. General Fund revenue is expected to be $31.4 million, or 0.3 percent, higher than
the amount budgeted to be spent or retained in the reserve in FY 2014-15. Pursuant to
House Bill 14-1337, the required reserve will increase from 5.0 percent of General Fund appropriations
in FY 2013-14 to 6.5 percent in FY 2014-15. Expectations for the amount of money available to be
spent in the General Fund during FY 2014-15 were reduced by $198.0 million, a combination of
reduced expectations for General Fund revenue and a lower than anticipated year-end reserve
for FY 2013-14.

FY 2015-16. Because a budget has not yet been enacted for FY 2015-16, lines 26 through 29
of Table 3 show two alternative perspectives on the General Fund budget situation for the year.
Perspective 1, shown in lines 26 and 27, assumes no growth in appropriations between FY 2014-15
and FY 2015-16 to illustrate the amount of money available to the General Assembly above the
amount budgeted to be spent and retained in the reserve during FY 2014-15. This amount is expected
to be $630.7 million, or 6.8 percent of budgeted expenditures in FY 2014-15.

Perspective 2, shown in lines 28 and 29, assumes a historical growth rate for General
Fund appropriations over the last 15 years using only those years during which the economy
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Table 3

June 2014 General Fund Overview
(Dollars in Millions)

FY 2012-13 FY 2013-14 FY 2014-15 FY 2015-16
FUNDS AVAILABLE Actual Estimate Estimate Estimate
1  Beginning Reserve $795.8 $373.0 $435.9 $601.3
2 General Fund Revenue $8,554.8 $8,868.7 $9,448.2 $9,982.2
3 Transfers from Other Funds (Table 4) 0.3 2.4 16.5 0.4
4 Total Funds Available $9,350.9 $9,244.1 $9,900.7 $10,583.9
5 Percent Change 16.4% -1.1% 7.1% 6.9%
EXPENDITURES Actual Budgeted Budgeted Estimate
6 General Fund Appropriations $7,459.2 $8,218.7 $8,767.6 *
7  Adjustments to Appropriations 5.4 5.9 * *
8 Rebates and Expenditures (Table 2) 381.0 247.6 257.3 268.9
9 Transfers to Other Funds (Table 4) 4.6 33.6 23.7 24.9
10 Transfers to the State Education Fund Pursuant to SB 13-234 0.0 45.3 25.3 25.3
11 Transfer for Highway Construction /A 0.0 0.5 0.0 199.6
12 Transfers to the Capital Construction Fund /A 61.4 186.7 2255 96.9
13 Total Expenditures $7,911.7 $8,738.3 $9,299.4 *
14 Percent Change 9.6% 10.5% 6.4% *
15 Accounting Adjustments 7.2 * * *
RESERVE Actual Estimate Estimate
16 Year-End General Fund Reserve $1,446.5 $505.8 $601.3
17 Year-End Reserve As A Percent of Appropriations 19.4% 6.1% 6.9%
18 Statutorily-Required Reserve 373.0 410.9 569.9 *
Transfers From the Reserve: /B
19  Colorado Water Conservation Board Construction Fund 30.0 NA *
20  State Education Fund $1,073.5 20.0 NA *
21  Economic Development Fund 1.0 NA *
22  Hazardous Substance Site Response Fund 10.0 NA *
23  Capital Construction Fund 8.8 NA *
24 Amount in Excess or (Deficit) of Statutory Reserve $0.0 $25.0 $31.4 *
25 Excess Reserve as a Percent of Expenditures NA 0.3% 0.3% *
ALTERNATIVE PERSPECTIVES ON UNBUDGETED YEARS Estimate
Perspective 1: Money Available in FY 2015-16 in Excess of FY 2014-15 Expenditures /C
26 Amount in Excess of Statutory Reserve $630.7
27 As a Percent of FY 2014-15 Expenditures 6.8%
Perspective 2: Assuming Appropriations Increase by the Historical Average Rate During Economic Expansions of 6.0% /D
28 Amount in Excess of Statutory Reserve $70.0
29 As a Percent of FY 2014-15 Expenditures 0.8%
ADDENDUM Actual Estimate Estimate Estimate
30 Percent Change in General Fund Appropriations 6.1% 10.2% 6.6% *
31 5% of Colorado Personal Income Appropriations Limit $10,530.4 $11,301.6 $11,873.1 $12,277.8
32 Transfer to State Education Fund Per Amendment 23 $486.3 $478.8 $502.0 $527.7

Totals may not sum due to rounding.

* Not estimated. NA = Not applicable.

/A Colorado personal income is expected to increase by at least 5.0 percent in 2014 (see Table 16 on page 63). Thus, transfers from the General Fund to
the Highway Users Tax Fund (line 11) and the Capital Construction Fund (line 12) include amounts equal to 2.0 percent and 0.5 percent of General Fund

revenue, respectively, during FY 2015-16 pursuant to SB 09-228.

/B Transfers from the reserve are shown during the year in which they are generated but actually occur the following fiscal year.

/C This holds appropriations in FY 2015-16 equal to appropriations in FY 2014-15 to determine the total amount of money available above FY 2014-15

expenditures.

/D The average growth rate of appropriations over the last 15 years, only during years when the economy expanded: Fiscal Years 2000-01, Fiscal Years

2003-04 through 2007-08, and Fiscal Years 2011-12 and 2014-15.
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Table 4

Cash Fund Transfers /A
(Dollars in Millions)

Bill # Cash Fund 2012-13 2013-14 2014-15 2015-16
Transfers to the General Fund
HB 10-1325 Natural Resource Damage Recovery Fund $0.08 $0.16 $0.16 $0.16
SB 11-225 Tobacco Litigation Settlement Funds 0.2 0.2 0.2 0.2
gg ﬁ;i:sw & Marijuana Cash Fund 2.0
SB 13-233 Repealed Health-Related Funds 0.01
HB 14-1228 Defense Driving School Fund Balance 0.2
SB 14-189 Controlled Maintenance Trust Fund 9.7
SB 14-215 Marijuana Tax Cash Fund 6.3
Subtotal: Transfers to the General Fund $0.3 $2.4 $16.5 $0.4
Transfers from the General Fund
HB 12-1286 Transfer for Film Incentives $3.0
HB 12-1315 Clean Renewable Energy Fund 1.6 1.6 1.6 1.6
ng 143118(1)1 & Advanced Industries Acceleration Fund 5.0 5.0
HB 13-1193 Advanced Industries Export Acceleration Fund 0.3 0.3 0.3
85% of 10% Special Sales Tax
HB 13-1317 Marijuana Cash Fund 10.4
SB 14-215 Marijuana Tax Cash Fund 17.4 16.8
SB 13-235 Colorado State Veterans Trust Fund 3.9
SB 13-269 Wildfire Risk Reduction Fund 9.8
SB 13-270 Wildfire Emergency Response Fund 0.5
HB 14-1016 /B Procurement Technical Assistance Cash Fund 0.2
doaeizrs |Sheo Catomimonay Rescteton snd |
HB 14-1300 State Fair Cash Fund 0.3
HB 14-1341 Department of State Cash Fund 2.2
HB 14-1368 Child Welfare Transition Cash Fund 2.8
SB 14-011 Energy Research Cash Fund 1.0 1.0
Subtotal: Transfers from the General Fund $4.6 $33.6 $23.7 $24.9
Net Impact on the General Fund ($4.3) ($31.2) ($7.2) ($24.5)

/A Excludes transfers from the FY 2013-14 General Fund excess, which are shown in Tables 1 and 3, and Senate Bill 14-104,
which diverted disputed tobacco Master Settlement Agreement payments away from the General Fund to the Tobacco Master
Settlement Agreement Cash Fund.

/B This transfer is dependent on the receipt of at least $200,000 in gifts, grants, and donations by the relevant contractor.
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Figure 1
Revenue to the State Education Fund
(Dollars in Millions)
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Source: Colorado State Controller’'s Office and Legislative Council Staff.

expanded: FY 2000-01; FYs 2003-04 through 2007-08; and FYs 2011-12 through 2014-15. This
average rate of growth is equal to 6.0 percent. If General Fund appropriations were increased each
year by this amount, there would be $70.0 million, or 0.8 percent, more to spend in excess of the
budget and required reserve during FY 2015-16 than is budgeted to be spent in FY 2014-15.

State Education Fund. The State Constitution requires the State Education Fund to
receive one-third of one percent of taxable income (see Table 3, line 32). In addition, the General
Assembly has authorized the transfer of additional moneys from the General Fund to the State
Education Fund (see Table 3, lines 10 and 20). 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.

Senate Bill 09-228 transfers. Senate Bill 09-228 requires a five-year block of transfers to
capital construction and transportation as soon as Colorado personal income increases by at least
5 percent in a calendar year during or after 2012. Colorado personal income is expected to
increase 5.4 percent in 2014, triggering the first year of these transfers in FY 2015-16. An
estimated $49.9 million, or 0.5 percent of General Fund revenue, is expected to be transferred to
the Capital Construction Fund. The Highway Users Tax Fund will receive an estimated
$199.6 million, or 2.0 percent of General Fund revenue.

These transfers will occur for five years unless the TABOR surplus reaches a certain level.
If, during any particular year, the state incurs a TABOR surplus between 1 percent ($99.8 million in
FY 2015-16) and 3 percent ($299.5 million in FY 2015-16) of General Fund revenue, these
transfers will be cut in half. If the TABOR surplus is greater than 3 percent of General Fund

June 2014 General Fund Budget Overview Page 11



revenue, these transfers will be eliminated. Transfers to the Highway Users Tax Fund remain at
2.0 percent of General Fund revenue for the full five years. Transfers to the Capital Construction
Fund are equal to 0.5 percent of General Fund revenue for the first two years and 1.0 percent of
General Fund revenue for the last three years of the five-year period.

Tax benefits dependent on sufficient General Fund revenue. Three tax benefits 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 be sufficient for 6 percent appropriations growth through at least the
end of the forecast period in FY 2015-16. Table 5 lists and describes the availability of these tax

benefits.

Table 5

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

Tax Policy

Forecast that Determines
Availability

Tax Policy Availability

Instream flow income tax credit

June forecast during the tax year
the credit will become available.

Available in tax years 2013 and 2014.

Repealed in tax year 2015.

Historic property preservation
income tax credit

December forecast immediately
before the tax year when the credit
becomes available.

Available in tax years 2013 and 2014.

Expected to be available in tax years
2015 through 2016.

Sales and use tax
exemption for clean rooms

If the June forecast indicates sufficient
revenue for the fiscal year that is
about to end, the exemption will
become available in July.

Currently available through at least
June 2015. Expected to continue to
be available through at least June
2016. Repealed July 1, 2018.
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This section presents the outlook for the state’s TABOR situation through FY 2015-16.
Table 6 on page 16 illustrates the current status of the TABOR limit through FY 2015-16, six
years after the Referendum C timeout period. Figure 2 shows a history and forecast of revenue
subject to TABOR, the TABOR limit base, and the Referendum C cap.

The Referendum C cap will equal $11.8 billion in FY 2013-14, $12.3 billion in FY 2014-15,
and $12.9 billion in FY 2015-16. Revenue subject to TABOR is expected to be $354.3 million,
$264.7 million, and $254.0 million below the cap in FYs 2013-14, 2014-15, and 2015-16,
respectively.

Revenue is not expected to be sufficient to produce a TABOR refund of money in excess of
the Referendum C cap through at least FY 2015-16, the end of the forecast period. However, it is
important to note that the amount by which revenue subject to TABOR is below the Referendum C
cap is within normal forecasting error. Thus, should the economy and revenue grow faster than
currently expected, revenue could exceed the Referendum C cap as early as FY 2014-15.

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

514
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£354 million above revenue in FY 2013-14
513 £265 million above revenue in FY 2014-15
£254 million above revenue in FY 2015-16

o $12
— Bars Represent
E Revenue Subject
% 511 1 to TABOR — — — - u
1)
5 $10 i
E
59 + B
58 + -
Referendum C
57 Five-Year Timeout Period

05-06 06-07 Ov-08 08-09 0310 1011 1112 1213 1314 1415 1516

Source: Colorado State Controllers Office and Legislative Council Staff.
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Although revenue subject to TABOR is not expected to exceed the Referendum C
cap during the forecast period, a potential exists for a $2.8 million TABOR election provision
refund in FY 2015-16. According to a legal analysis by the Office of Legislative Legal
Services, if the FY 2014-15 revenue from the excise and special sales taxes on adult-use
marijuana or fiscal year spending for the year exceed the Proposition AA Blue Book estimates
for the same, the combined excess must be refunded to the taxpayers in FY 2015-16. However,
the amount of the refund is capped at the total amount of the taxes actually collected for the fiscal
year, and no refund is required if the state receives voter approval to keep the revenue.

State fiscal year spending is expected to exceed the Proposition AA Blue Book estimate
for FY 2014-15 by $2.8 million. Meanwhile, revenue from the excise tax and special sales tax on
adult-use marijuana is expected to total $30.6 million in FY 2014-15, an amount lower than the
Blue Book estimate of $67.0 million. Based on these expected amounts, a refund of $2.8 million
may be required during FY 2015-16. Although three mechanisms exist to refund money collected
in excess of the Referendum C cap, there is no refund mechanism that applies to this situation. It
should also be noted that the forecast for marijuana tax revenue is uncertain.

Taxpayer’s Bill of Rights (TABOR) Constitutional Revenue Limit. Article X, Section 20
of the Colorado Constitution (TABOR) limits the amount of state revenue the state may
retain and either spend or save. The limit is equal to the previous year's limit or revenue,
whichever is lower, adjusted for inflation and population growth, plus any revenue changes
approved by voters. Referendum C, approved by voters in 2005, is a voter approved revenue
change that raises the limit.

Referendum C allowed the state to spend all revenue collected above the limit during
a five-year timeout period between 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 was set to the highest total for state revenue for a fiscal year during the
five-year timeout period, grown each year thereafter by inflation plus 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.

Revenue retained by Referendum C. Figure 3 shows the amount of money retained as a
result of Referendum C. The state has retained a total of $7.7 billion since the passage of
Referendum C during FYs 2005-06 through 2012-13. The state is expected to retain $1.9 billion
in FY 2013-14, $2.1 billion in FY 2014-15, and $2.2 billion in FY 2015-16. State law requires this
revenue to be spent on public kindergarten through twelfth grade education, higher education,
health care, local fire and police pensions, and transportation projects.

TABOR Refund Mechanisms. TABOR requires that any revenue collected above the
Referendum C Cap be refunded to taxpayers. Current law contains three refund mechanisms:
the six-tier sales tax refund, the Earned Income Tax Credit, and a temporary income tax
rate reduction from 4.63 percent to 4.50 percent. The size of the TABOR refund determines which
refund mechanisms are available each year. For more information, please see the June 20, 2014,
Legislative Council Staff Issue Brief 14-03B, titled “TABOR Refund Mechanisms.”
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