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The Individual Income Tax
#1117 OAAT 8 O ET ihioB7AafteOvatdrs aPpboked £h Ardendment to the state
constitution. Many states imposed income and sales taxes for the first time in the 1930s to

broaden the number of revenue sources in response to falling property values during the
Great Depression.

The state began following federal definitions of income and most deductions in 1964,

although Colorado set its own standard deduction and personal exemption levels. After the

federal Tax Reform Actof 1986,x EEAE AOT AAAT AA OEA 5&88 CI OAOT i
Colorado Legislature adopted federal taxable income as the starting point for determining

state income taxes. This automatically incorporated the federal standard deduction and

personal exemption amounts, which were somewhat higher than the existing state

amounts. State lawmakers also repealed the federal income tax deduction. The state kept

some of its previous deductions and repealed others. It also stopped using a 10-tier

graduated tax rate structure and adopted a single tax rate of 5 percent. The state then had a

limited number of income tax credits.

Since 1987, the state has reduced the income tax rate twice and has adopted many new
deductions and tax credits. The current income tax rate is 4.63 percent.

Tax expenditures for the state income tax take two forms: tax deductions and tax credits. A
tax deduction reduces the amount of income subject to tax. Thus, a $1,000 deduction
reduces the amount of tax owed by $46.30. A tax credit reduces the amount of the gross
income tax on a dollar-for-dollar basis.

Figure 1. Colorado Individual Income Tax Revenue
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We could not determine the complete value of the deductions from federal taxable income.
The state Department of Revenue does not publish the estimates. It does publish the
amount of each deduction for taxable and nontaxable returns. We estimated the tax
expenditure for taxable returns. This equals the tax rate times the deduction for full-year
tax filers. Part-year residents and nonresidents calculate their Colorado tax based on the
ratio of modified Colorado adjusted gross income to modified federal adjusted gross
income. We used an estimate of this ratio for all part-year residents and nonresidents to
calculate the value of a particular tax expenditure for these residents.

It is impossible to calculate the value of a tax expenditure for tax returns that do not pay
Colorado income tax without having access to micro-level data. It may be that a negative
income value pushes the tax return to nontaxable status. Alternatively, it may be that only a
portion of a particular deduction pushes it to nontaxable status.

Colorado had 12 deductions from federal taxable income to determine state taxable income
in FY 2005-06. The estimated total tax expenditures for these deductions were at least
$235.3 million. The value of deductions for nontaxable returns was 46 percent of the value
for taxable returns. While it is impossible to determine the exact amount of the tax
expenditure for nontaxable returns, it is a significant amount.

The state had 18 income tax credits in effect at the time, including carryover tax credits.
The estimated total expenditures for these tax credits in FY 2005-06 were $244.4 million.
(The sum of the tax credits listed is $286.9 million because specific information for many
was available only for the following year.) An explanation of these tax expenditures follows.

Colorado Deductions from Federal Taxable Income

I U.S. Government Interest Income

Explanation: Interest income from United States government obligations is generally
exempt from Colorado income tax. The most common examples are interest income from
U.S. Treasury bonds, notes, bills, certificates and savings bonds. Additional government
obligations for which the Colorado exemption applies can be found in the Colorado
Department of Revenued BY| Income 2@ublication
(http://www.revenue.state.co.us/fyi/pdf/income20.pdf).

This deduction is an example of a tax expenditure that cannot be repealed because the
deduction is rooted in the constitutional principle of the supremacy clause. The principle
was upheld in the landmark U.S. Supreme Court decision of 1819, McCullough vs. Maryland
which established that states could not tax the federal government.


http://www.revenue.state.co.us/fyi/pdf/income20.pdf

Statutory citation: Section 39-22-104 (4)(a), C.R.S.
Year of enactment: 1937, the year the income tax began.
Significant amendments: None.

Sunsd date: None.

Estimated amount of expenditure : The benefit to taxpayers with positive taxable income
was $8.3 million in tax year 2005.

Number of beneficiaries: The deduction was claimed on 93,615 tax returns filed for tax
year 2005.

" State Income Refund

Explanation: Colorado taxpayers who list the state income tax refund as income on their
federal income tax return can deduct this amount on the state income tax return. The
income tax refund is for taxpayers who claimed state income taxes as itemized deductions
in one year, but received a refund of all or part of their state taxes and claimed the refund
as income in the following year.

Statutory citation: Section 39-22-104 (4)(e), C.R.S.
Year of enactment: 1964.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure : The benefit to taxpayers with positive taxable income
was $19.6 million in tax year 2005.

Number of beneficiaries: The deduction was claimed on 525,242 tax returns filed for tax
year 2005.

' Pension and Annuity Income

Explanation: Taxpayers can deduct pension and annuity income that is included in federal
taxable income. Social security income is eligible for the deduction. A husband and wife are
each eligible for the deduction.



1 If the taxpayer is age 65 or over, the amount that can be deducted is the smaller of
the pension amount or $24,000.

1 Ifthe taxpayer is age 55 through 64, the amount that can be deducted is the smaller
of the pension amount or $20,000.

1 Ifthe taxpayer is under age 55, a deduction of up to $20,000 can be taken only if the
taxpayer is the secondary beneficiary (widow, dependent child, etc.) of the person
beneficiary receiving the pension.

Statutory citation: Section 39-22-104 (f), C.R.S.
Year of enactment: Atleast 1953.

Significant amendments: Numerous since 1953.
Sunset date:None.

Estimated amount of expenditure: The benefit to taxpayers with positive taxable income
was $169.9 million in tax year 2005.

Number of beneficiaries: The deduction was claimed on 426,685 tax returns filed for tax
year 2005.

I Colorado Source Capital Gain

Explanation: Through tax year 2009, this deduction can be taken in any year for capital
gains income that is earned:

1 From the sale of real or tangible personal income located in Colorado at the time of
the transaction.

1 The sale of stock or ownership interest in a Colorado company (a Colorado company
is one that has at least 50 percent of its property and payroll assigned to Colorado
under the Multistate Tax Compact).

1 And, the asset must have been acquired on or after May 9, 1994, and held for a
period of at least five years.

House Bill 09-1366 limits the deduction to $100,000, effective for taxable years beginning
Jan. 1, 2010. The fiscal note for the bill estimated a first full-year impact in FY 2010-11 of
$15.8 million.



This deduction must be distinguished from two similar capital gain deductions that depend
on the existence of a TABOR surplus. House Bill 09-1366 eliminated these two capital gain
deductions. This study does not consider the latter deductions as true tax expenditures.

Statutory citation: Section 39-22-518, C.R.S.
Year of enactment: 1994.

Significant amendments: 2009.

Sunset date:None.

Estimated amount of expenditure: The benefit to taxpayers with positive taxable income
was $25.5 million in tax year 2005.

Number of beneficiaries: The deduction was claimed on 7,407 tax returns filed for tax year
2005.

I Tuition Program Contributions

Explanation: Contributions made to a qualified state tuition program are eligible for this
deduction. The only current program is the 529 College Savings Plan administered by
Collegelnvest and includes the Direct Portfolio College Savings Plan, Scholars Choice
College Savings Program, Stable Value Plus College Savings Plan and the Prepaid Tuition
Fund. Contributions to qualified state tuition programs affiliated with an educational
institution in the state are also eligible, but such programs have not yet been established.
Contributions made to plans administered by other states are not eligible for this
deduction. Interest income and other income from a distribution from a qualified program
is also eligible for the deduction to the extent they are included in federal taxable income.

Statutory citation: Section 39-22-104 (4)(i), C.R.S.
Year of enactment: 1997.

Significant amendments: 2000.

Sunset date:None.

Estimated amount of expenditure: The benefit to taxpayers with positive taxable income
was $6.2 million in tax year 2005.

Number of beneficiaries: The deduction was claimed on 21,204 tax returns filed for tax
year 2005.
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" Charitable Contributions Deduction

Explanation: This deduction was passed by the General Assembly in 2000 as a means of
refunding excess TABOR revenue. As such, it was initially in effect only for the refunding of
TABOR surplus revenue for FY 2000-01. The state has not incurred a TABOR surplus of
sufficient size to trigger this refund method since that time. However, in House Bill 05-
1125, the legislature stated that excess TABOR revenues would not be required for the
deduction to be effective if voters in the November 2005 election allowed the state to retain
additional revenue for expenditures (Referendum C). Voters approved Referendum C and
the charitable contributions deduction is effective for tax years 2006 through 2010. It is not
considered a TABOR refund method for these years.

The charitable contributions deduction is allowed to taxpayers who do not use itemized
deductions on their federal income tax return. These taxpayers are allowed to deduct their
current year charitable contributions that are over $500 in total.

Statutory citation: Section 39-22-104 (4)(m), C.R.S.
Year of enactment: 2005.

Significant amendments: None

Sunset date:2010

Estimated amount of expenditure: There is no estimate because this tax expenditure was
not in effect for tax year 2005.

Number of beneficiaries: This tax expenditure is not estimated as it was not in effect for
tax year 2005.

I Other Colorado Deductions from Federal Taxable Income

Colorado has adopted many other deductions from federal taxable income. Due to the

desire to keep the Colorado income tax return as simple as possible, these deductions are

not listed separately on the state income tax return. We will not list the pertinent

information for these deductions. The Colorado Department of Revenue does track the total

amount of these deductions, which accounted for $5.8 million on taxable 2005 income tax

returns. These deductions include:

1 Certain pension benefits on which Colorado income tax was previously paid. This

deduction applies to Colorado Public Employee Retirement Association and Denver
Public School Retirement System retirees who worked during certain time periods.

11



I Tier 1 or Tier 2 Railroad Retirement benefits included in federal taxable income.

1 Netoperating loss deduction carried over from tax years beginning before 1987.
Due to the length of time since 1987, it is likely that very few net operating loss
deductions are still claimed.

1 The portion of any gain or loss from the sale or disposition of property that has a
higher adjusted basis for Colorado purposes than for federal tax purposes.

1 Contributions to and interest earnings from medical savings accounts to the extent
OEAU AOA 110 Al OAAAU Al AEi AA AO A AAAOAOEI

1 Fifty percent of the costs for wildfire mitigation, up to a maximum of $2,500. This
deduction is for tax years 2009 through 2013.

1 Income earned on an Indian reservation by a reservation tribal member while living
on the reservation.

Colorado Income Tax Credits

I" Credit for Taxes Paid to Another State

Explanation: A Colorado resident may have rental income on property earned in another
state and taxes due on this income in the other state. This credit prevents the double
taxation of income earned in the other state. The credit is equal to the smaller of the tax
paid to the other state on such income or the amount calculated by applying the ratio of
income earned in the other state to modified federal adjusted gross income to the gross
Colorado income tax plus alternative minimum tax.

It is debatable whether this is a true tax expenditure because Colorado is constitutionally
prohibited from taxing such income. All states with an income tax have this tax credit. As
mentioned earlier, it prevents double taxation of income. It also provides fairness in the tax
code.

Statutory citation: Section 39-22-108, C.R.S.
Year of enactment: 1935.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $150.0 million.
12



Number of beneficiaries: 42,771.

I Conservation Easement Tax Credit

Explanation: This tax credit is allowed for individuals (and corporations) who donate land
for a perpetual conservation easement to a government entity or a charitable organization.
The owner of a conservation easement has the right to prohibit certain acts with respect to
the property in order to preserve its value for recreation, education, habitat, open space or
historical importance. For tax years 2007 and later, the tax credit is for 50 percent of the
value of the easement up to $375,000. If the amount of the tax credit is larger than the
AiTO01 0 T £# A OAgPAUAOGO OOAOA ETAITIT A OA@
forward to future year tax returns for up to 20 years. The tax credit can be transferred to
another eligible taxpayer.

Statutory citation: Section 39-22-522, C.R.S. Conservation easements are described in
Title 38, Article 30.5.

Year of enactment: 1999
Significant amendments: 2000, 2001, 2002, 2005, 2006, 2007 and 2008.
Sunset date:None.

Estimated amount of expenditure: $76.7 million was claimed for this tax credit on
individual income tax returns in FY 2005-06. Corporations also claimed $8.4 million for this
tax credit.

Number of beneficiaries: 2,110 individual tax returns. The actual number of beneficiaries
is higher because the tax credit can be transferred by pass-through entities such as
Subchapter S corporations and partnerships. Ninety-six corporations claimed the
conservation easement tax credit.

" Enterprise Zone Tax Credits

Explanation: These tax credits were passed to spur economic growth after the mid-1980s
economic downturn in Colorado. Several types of enterprise zone tax credits are available
for both individuals and corporations. Corporations claim most of the tax credit amount,
but far more individuals than corporations claim the credits. These are the types of
enterprise zone tax credits:

13

I EAAE



The enterprise zone investment tax credit is 3 percent of any qualified investment in
section 38 property that is acquired and placed in service or constructed during the
tax year, and used exclusively (100 percent) in a Colorado enterprise zone for the
first year of its ownership by the taxpayer. (39-30-104 (1), C.R.S.)

The new business facility employee credit is $500 for each new employee working
at a new business facility. If the enterprise zone is in a designated enhanced rural
area, the tax credit is an additional $2,000 per new employee. The tax credit is pro-
rated for the number of months during the tax year that each new worker is
employed. In subsequent years, the tax credit can be taken for the increase in the
average number of workers employed at the facility.

If the new business facility is involved in agricultural processing, the new business
facility employee credit is $1,000. If the enterprise zone is in a designated enhanced
rural area, the tax credit is an additional $500 for each new employee.

The employer sponsored health insurance tax credit is $200 per new employee in
the first two full income tax years, if the employer provides at least 50 percent of
health insurance costs to the employee.

Taxpayers who make expenditures on research and development activities in an
enterprise zone can claim a tax credit equal to 3 percent of the increase in such
expenditures over the average of the expenditures in the two previous income tax
years.

Taxpayers who make monetary or in-kind contributions to an enterprise zone
administrator or an agent designated by the administrator for the purpose of
developing the economic development plan of the zone can claim a tax credit for 25
percent of the contribution. The maximum tax credit is $100,000.

The owner or tenant of a building in an enterprise zone that is at least 20 years and
has been completely vacant for at least two years can claim a tax credit equal to 25
percent of the rehabilitation costs of putting the building back into use. The
maximum tax credit is $50,000 per building.

Taxpayers can claim a tax credit for 10 percent of the investment in qualified job
training programs for employees working primarily in an enterprise zone.

Statutory citation: Title 39, Article 30, C.R.S.

Year of enactment: 1986.

Significant amendments: Amendments to the Enterprise Zone Act have been made in
most years since its inception.

Sunset date: None.
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Estimated amount of expenditure: $14.1 million for individuals; $19.7 million for
corporations in FY 2005-06.

Number of beneficiaries: 15,056 individuals and 1,534 corporations. The number of
corporations is overstated somewhat because the tax credits are broken out into four types
and one corporation can claim more than one type of enterprise zone tax credit.

" Alternative Fuel Tax Credit

Explanation: There are two types of alternative fuel tax credits. The first is for vehicles that
use an alternative fuel, for vehicles converted to use alternative fuel or for the replacement
of a power source with a power source that uses alternative fuel. The tax creditis a
percentage of:

9 The difference between the cost of the vehicle and the cost of the same or most
similar vehicle that uses a traditional fuel, or

1 The cost incurred in converting the vehicle to an alternative fuel, or

1 The difference between the cost of replacing the power source and the cost of the
same or most similar power source that uses a traditional fuel

The percentage amount depends on the level of emissions by the vehicle and will be
reduced for tax years beginning in 2010 and later. The predominant use of this tax credit is
for the purchase of hybrid vehicles that use electric batteries to assist the gas engine power
the vehicle.l

The second tax credit is available for the construction, reconstruction or acquisition of an
alternative fuel refueling facility that is directly attributable to the storage, compression,
charging or dispensing of alternative fuels to motor vehicles. The current tax credit is 35
percent through 2008. It will decline to 20 percent for tax years beginning in 2009 and
later.

Statutory citation: Section 39-22-516, C.R.S.

Year of enactment; 1992.

! House Bill 09-1331 changes the types of vehicles and fuel technologies that are eligible for the tax credit and
creates a new tax credit for tax years 2012 through 2015 that will be applicable to the same alternative fuel-
related purchases. In general, compared with current law, the bill makes less fuel-efficient and higher pollutant-
emitting vehicles ineligible for a tax credit and makes other types of highly fuel-efficient vehicles that are not
currently in widespread use eligible for the tax credit.

15



Significant amendments: The section has been amended six times since 1998.
Sunset date: Tax years beginning July 1, 2011, and later.

Estimated amount of expenditure: $5.7 million on individual income tax returns in FY
2005-06. Only a few corporations claimed this tax credit and the amounts and numbers of
corporations cannot be disclosed due to confidentiality laws.

Number of beneficiaries: 2,913 in FY 2005-06.

" Child Care Tax Credit

Explanation: Colorado taxpayers are eligible for a child care tax credit if they claim a
federal child care tax credit and their income is less than $60,000. The state tax credit is
based on the federal tax credit as follows:

s e oA~
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or equal to $60,000, the state tax credit is 10 percent of the federal tax credit.
The child must be younger than 13. The tax credit cannot be claimed for other dependent
care expenses.

Statutory citation: Section 39-22-119, C.R.S.

Year of enactment: 1996. Child care expenses could be deducted from federal adjusted
gross income from 1978 through 1986. As part of tax simplification in 1987, the deduction
was repealed.

Significant amendments: The description above is the child care tax credit in effect when

the state does not have surplus TABOR revenue. The calculation of the tax credit is different
in years when the state incurs a TABOR surplus. See the Colorado Department of Revenued O
FYI Income 3 publication (http://www.revenue.state.co.us/fyi/pdf/income33.pdf) for a

description of how the calculation is made.

Sunset date:None.
Estimated amount of expenditure: $4.5 million.
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Number of beneficiaries: 41,731 in FY 2005-06.

" Child Care Contribution Tax Credit

Explanation: A tax credit of 50 percent of the amount contributed for the promotion of
child care can be taken by individual and corporate taxpayers. Contributions to promote
child care include money, real estate or property for the establishment or operation of a
child care facility; donations to establish a grant or loan program to provide financial
assistance for needy parent(s); pooling and donating money for the establishment of a child
care facility; providing money, services, or equipment to establish an information program
to assist parent(s) in obtaining child care; and donating money for the training for child
care providers.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-22-121, C.R.S.
Year of enactment: 1999.

Significant amendments: 2000, 2004, 2008.
Sunset date: Tax years beginning after 2019.
Estimated amount of expenditure: $17.5 million.

Number of beneficiaries: 10,837.

I School-to-Career Investment Tax Credit

Explanation: Colorado taxpayers (individuals and corporations) are allowed to claim a tax

credit equal to 10 percent of their current-year investment in a qualified school-to-career

DOl COAI 8 O10AI ENERA ET OAQOOCARDODDAOI U AgbAl AAA
compensation insurance, unemployment insurance and training expenses to employ a

student to work or to allow a student to participate in an internship through a qualified
school-to-AAOAAO DOl C GbhboBto-HAOARE AEAKCOAI 6 | AAT O A
integrates school curriculum with job training that encourages placement of students in

jobs or internships that will teach them new skills and improve their school performance.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.
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Statutory citation: Section 39-22-520, C.R.S.

Year of enactment: 1997.

Significant amendments: None.

Sunset date:None

Estimated amount of expenditure: $0.3 million for tax year 2006.

Number of beneficiaries: 146.

' Contaminated Land Redevelopment Credit

Explanation: 4 EA OA@ AOAAEO EO ET OAT AAA OI 1 £EOCAO
remediation of contaminated land that is being redeveloped. The project must be in a
municipality with a population of at least 10,000 people. The tax credit amount is

computed as follows:

9 For the first $100,000 of remediation expenditures, the tax credit is 50 percent of
the expenditures.

1 For the next $100,000 of remediation expenditures, the tax credit is 30 percent of
the expenditures.

1 For the next $100,000 of expenditures, the tax credit is 20 percent of the
expenditures.

1 A tax credit is not allowed for the amount of expenditures that exceed $300,000.

Both individuals and corporations can qualify for this tax credit. The estimated amount of
the tax expenditure is for individual tax returns only.

Statutory citation: 39-22-526, C.R.S.

Year of enactment: 2000.

Significant amendments: None.

Sunset date: The tax credit will end after the 2009 tax year.
Estimated amount of expenditur e: $0.2 million for tax year 2006.

Number of beneficiaries: 32.

18



" Low Income Housing Tax Credit

Explanation: This tax credit is available to owners of qualified low-income housing
developments who received a credit allocation from the Colorado Housing and Finance
Authority (CHFA) before December 31, 2002. The credit allocation by CHFA could not
exceed $5 million per year in 2001 and 2002. Taxpayers have four years to use the
allocated credits once the development is placed into service. The credits can be carried
forward through tax year 2012.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-22-2102, C.R.S.

Year of enactment: 2000.

Significant amendments: None.

Sunset date: Credits can be claimed through tax year 2012.
Estimated amount of expenditure: $0.1 million.

Number of beneficiaries: 31.

" Colorado Works Program Tax Credit

Explanation: Employers can claim a tax credit equal to 20 percent of their eligible
expenditures to provide services to their employees who receive public assistance under

OEA #7111 OAAT 771 OEO DPOI COAi 8 4EAOGA OAOOGEAAO 10O
and consist of child care services, health or dental expenses, job training, and

transportation expenses. The expenditures must be made during the first two tax years of

OEA AiPiT UAAGO OAI OOA xEOE OEA AOOET AOGO AT A i
employee. The tax credit is available to individual and corporate taxpayers.

The estimated amount of the tax expenditure is for individuals only. The amount for

corporations is unknown.

Statutory citation: Section 39-22-521, C.R.S.
Year of enactment: 1997.
Significant amendments: None

Sunset date:None.
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Estimated amount of expenditure: Less than $100,000 for tax year 2006.

Number of beneficiaries: 66.

I Aircraft Manufacturer New Employee Tax Credit

Explanation: This tax credit was available for the first time for tax year 2006. The tax
credit is $1,200 for qualified new employees hired by aircraft manufacturers in a Colorado
aviation development zone. The tax credit is not refundable and may be carried forward for
a period of five years.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-35-104, C.R.S.

Year of enactment: 2005.

Significant amendments: None.

Sunset date: Tax years beginning before January 1, 2017.
Estimated amount of expenditure: Less than $50,000.

Number of beneficiaries: 33.

I Historic Property Preservation Tax Credit

Explanation: Individuals and corporations can take a historic property preservation tax
credit. To qualify, the building must be at least 50 years old and designated individually or
as a contributing property in the State Register of Historic Places, designated as a landmark
by a certified local government, or designated as a contributing property in an historic
district by a certified local government.

The tax credit is equal to 20 percent of qualified expenditures (minimum $5,000 of
expenditures). The maximum credit is $50,000 and may be carried forward to for a
maximum of 10 tax years.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-22-514, C.R.S.
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Year of enactment: 1991.

Significant amendments: 1994, 1999, 2008.

Sunset date:January 1, 2020.

Estimated amount of expenditure: $1.1 million for tax year 2006.

Number of beneficiaries: 255.

I" Plastic Recycling Tax Credit

Explanation: The plastic recycling investment tax credit is equal to 20 percent of the first
$10,000 of net expenditures to third parties for rent, wages, supplies, consumable tools,
equipment, test inventory and utilities made for new plastic recycling technology in
Colorado. The tax credit is allowed for individuals only and can be carried forward for up to
five years.

Statutory citation: Section 39-22-114.5, C.R.S.
Year of enactment: 1989.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.5 million.

Number of beneficiaries: 406.

" Child Care Center Investment Tax Credit

Explanation: Taxpayers who operate a child care center, family child care home or foster
care home may claim a tax credit equal to 20 percent of their investment in qualified
tangible personal property. The tax credit can be carried forward for up to three tax years.
Individuals and corporations can claim the tax credit.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory Citation: Section 39-c2-517 (1), C.R.S.

Year of enactment; 1992.
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Significant amendments: None.
Sunset date:None.
Estimated amount of expenditure: $2.0 million.

Number of beneficiaries: 1,432.

I Employer Child Care Facility Tax Credit

Explanation: Employers who provide child care facilities for the benefit of their employees

AAT Al AEi A1 ET OAOOIi AT O OAg AOAAEO8 4EA OAQ
qualified investment. The tax credit can be carried forward for up to three tax years.

Individuals and corporations can claim the tax credit.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-22-517 (2), C.R.S.
Year of enactment: 1992.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.1 million.

Number of beneficiaries: 61.

I Rural Technology Enterprise Zone Tax Credit

Explanation: This tax credit ended in 2004 but was still being claimed on the 2006 tax
return because of its carry-forward provision. The tax credit was equal to 10 percent of a
qualified capital investment in rural technology enterprise zones. The zones were
established to promote investments in improving Internet access in rural areas. The tax
credit was available for individuals and corporations.

The estimated amount of the tax expenditure is for individuals only. The amount for
corporations is unknown.

Statutory citation: Section 39-32-105, C.R.S.

Year of enactment: 1998 for tax years beginning in 1999.
22
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Significant amendments: None.

Sunset date: Tax years beginning on or after January 1, 2005. However, carryover tax
credits can be claimed for up to 10 years.

Estimated amount of expenditure: $0.3 million.

Number of beneficiaries: 37.

" Long Term Care Insurance Tax Credit

Explanation: This tax credit is equal to 25 percent of the premium for long-term care
insurance policies. The tax credit may not exceed $150 for single taxpayers and married
taxpayers with one insurance policy. The limit is $300 for married taxpayers with two
separate policies. The credit is restricted by the amount of federal taxable income for the
taxpayer. Single taxpayers and married taxpayers with one insurance policy cannot claim
the tax credit if their federal taxable income exceeds $50,000. Married taxpayers with two
insurance policies cannot claim the tax credit if their federal taxable income exceeds
$100,000.

Statutory citation: Section 39-26-122, C.R.S.
Year of enactment: 2000.

Significant amendments: 2001.

Sunset date:None.

Estimated amount of expenditure: $4.0 million.

Number of beneficiaries: 19,038.

I Weather-Related Livestock Sale Tax Credit

Explanation: This tax credit ended in 2003 but was still being claimed on the 2006 tax
return because of its carry-forward provision. The tax credit was available to individual
and corporate taxpayers who elected to defer income from the sale of livestock on their
federal income tax return due to weather-related conditions. The tax credit is equal to 4.63
percent of the deferred income. The tax credit could be carried forward for five years. The
amount of any remaining carry-forward tax credit for corporations is unknown.

Statutory citation: Section 39-26-128, C.R.S.
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Year of enactment: 2002.

Significant amendments: None.

Sunset date:January 1, 2009.

Estimated amount of expenditure: Less than $50,000.

Number of beneficiaries: 11.

" Alternative Minimum Tax

Explanation: Individual taxpayers can claim a tax credit equal to 12 percent of the tax
credit for the federal alternative minimum tax claimed on the federal tax return.

Statutory citation: Section 39-22-105 (3), C.R.S.

Year of enactment: 1987.

Significant amendments: 2000. The tax credit was reduced from 18 percent to 12 percent.
Sunset date:None.

Estimated amount of expenditure: $9.7 million.

Number of beneficiaries: 5,757.
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The Corporate Income Tax

4 EA Odorhddakedntme tax was instituted in 1937 following voter approval of a
constitutional amendment to allow the tax. In FY 2005-06, corporate income taxes totaled
$447.5 million, 6.1 percent of General Fund revenue. The corporate income tax is the third
largest tax in the General Fund, exceeded by the individual income tax and the sales tax.
The motor fuel tax, a cash fund, is also larger than the corporate income tax.

Figure 2. Colorado Corporate Income Tax Revenue
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Colorado corporations are generally taxed based on their net income. The starting point for
determining their Colorado net income is federal taxable income. Colorado law requires
certain additions to federal taxable income and allows certain subtractions from such
income. The result of the additions and subtractions is called modified federal taxable
income. The Department of Revenue does not track deductions on the corporate income tax
return, so we do not have the ability to report on these tax expenditures.

Corporations that derive all of their income from Colorado sources apply the tax rate of
4.63 percent to their modified federal taxable income. Corporations with income from
outside of Colorado apportion their business income to the state. The apportionment is
based on sales by the corporation and is effective with tax years beginning on or after
January 1, 2009. This method allows the taxpayer to multiply modified federal taxable
ETATT A Au A DAOAAT OACA ANOAI O OEA Al ObiT OAOE
AT OPT OAQET 160 Oi Osimetodof apportidhidginodine ik hevA & thd E
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single sales factor.! AT OBT O Alddinlesk ifc@me tah dither be directly allocated to
Colorado or apportioned to the state based on the sales factor.

House Bill 08-1380 changed the apportionment method to the sales factor. Prior to 2009,

corporations could elect to use either of two methods to apportion business income to

#1171 OAAT 8 4EA EAEOOO | AOET A xAO OEA AOAOACA 1T &
and was used to apportion business and non-business income to Colorado. The second

method used the average of the sales, property, and payroll factors to apportion only the

business income. Non-business income was directly allocated to Colorado.

As with the individual income tax, the tax expenditures for corporations take the form of
specific deductions and tax credits allowed by Colorado law. Many of the corporate tax
credits can also be taken by individual taxpayers and were discussed previously. If so, the
dual nature of the tax credit is noted and only the amount of the tax credit claimed by
corporate taxpayers is listed in this section.

Corporate Tax Credits

Only four corporate income tax credits are accounted for separately. Three were described

earlier and can be found in Table 1. One of the three credits could not be disclosed because

too few corporations claimed the credit. 4 EA &£ OOOE EO OEA O1 Axdé ET OA
ro. Axe )1 OAOCOI AT O 4A@ #OAAEOD

Explanation: 4 EA O1T Axd #1117 OAAT ET OAOOI Al1@ercenhdd AOAAE
the total qualified investment Z as determined under section 46(c) of the Internal Revenue

Code z in property as defined in the Code as it existed prior to federal tax law changes in

1990. The new credit is basically 10 percent of what the federal regular percentage credit

would be if it were still in effect. The Colorado credit was implemented in 1988 to provide a

credit on equipment that no longer qualified for the old credit, which was reduced by

federal tax law changes in 1987.

The new investment tax credit is equal to the smaller of $1,000 minus any ®lddinvestment
tax credit (see the next tax credit), or 1 percent of qualified investment plus any new
investment tax credit carryover. The credit cannot be carried back to a previous tax year
but can be carried forward for three years.

Statutory citation: Section 39-26-507.5, C.R.S.
Year of enactment: 1987.
Significant amendments: 1991, 2007.

Sunset date:None.
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Estimated amount of expenditure: $0.4 million.

Number of beneficiaries: 1,480.

Table 1. Corporate Tax Credits Accounted for Separately and Described Earlier

Corporate Tax Credit Amount of the Corporate Number of
Tax Expenditure Beneficiaries
Conservation Easement $8.4 million 96
Enterprise Zone $19.7 million 1,534

Alternative Fuel Vehicles

Cannot be disclosed

Cannot be disclosed

The following tax credits were listed in the individual income tax section, but the amounts
of the credits and the number of beneficiaries are not tracked separately. Instead, they are
combined on the corporate income tax return. These tax creditsh
investment tax credit and the crop and livestock contribution credit detailed after this
listing, accounted for $1.8 million and 129 beneficiaries.

== =2 =_ =2 -4 A4 A4 -4 -5 A -

Low income housing tax credit

School-to-career investment tax credit

Contaminated land redevelopment tax credit

Colorado Works program tax credit

Aircraft manufacturer new employee tax credit
Historic property preservation tax credit

Child care center investment tax credit
Employer child care facility tax credit

Rural technology enterprise zone tax credit
Child care contribution tax credit

Weather-related livestock sale tax credit

AO x Al

AO OEA
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Explanaton: 4 EA AOAAEO EO OAOIi AA OEA OI1 Ad ET OAOGOI A
10 percent credit allowable on Colorado returns for a federal investment tax credit. The

federal investment tax credit was largely repealed in the 1980s and is now limited to

ORAEAAEI EOAOET T h AT AOCU AT A OAEI OAOOAOETT ET OA
tax credit.

The old investment tax credit is limited to the first $5,000 of tax liability plus 25 percent of

the tax in excess of $5,000. Any credit in excess of the maximum can be carried back three
years and carried forward seven years.

Statutory citation: Section 39-26-507.5, C.R.S.

Year of enactment: 1979.

Significant amendments: 1982, 1987, 1991, 2004, 2007.
Sunset date:None.

Estimated amount of expenditure: The amount of this tax expenditure is part of the $1.8
million total for all other corporate income tax credits.

Number of beneficiaries: The number of beneficiaries is part of the 129 corporations
claiming other corporate tax credits.

I" Crop and Livestock Contribution Tax Credit

Explanation: This tax credit is available to corporations that contribute crops and livestock
to charitable organizations for use in Colorado. The amount of the credit is equal to 25
percent of the wholesale market price or the most recent sales value. The crop must be
harvested or the livestock must be used on behalf of the charitable organization. The
amount of the tax credit cannot exceed $1,000.

Statutory citation: Section 39-22-301, C.R.S.
Year of enactment: 1982.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: The amount of this tax expenditure is part of the $1.8
million total for all other corporate income tax credits.
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Number of beneficiaries: The number of beneficiaries is part of the 129 corporations
claiming other corporate tax credits.
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Colorado Sales and Use Tax
4EA OOAOABGO OAI AO AT A OOA OAg xAO ETI OOEOOOAA
The initial sales tax rate was 2 percent. It was changed to 3 percent in 1965. During a 15-
month period spanning 1983 and 1984, the rate was 3.5 percent with the incremental
revenue put into the Fiscal Emergency Fund. The rate was reduced to 2.9 percent in 2001
as part of many tax-reduction bills that decreased the amount of TABOR surplus revenue
during that period.

Figure 3. Sales Tax Exemptions Enacted by Period
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Many were passed during periods of fiscal surpluses for the state, notably in the late 1970s

and early 1980s and again in the late 1990s and the first part of the next five-year period.

They were typically passed for one of three major reasons. First, taxpayer equity was

improved with the passage of some exemptions. Some consumer purchases can be

classified as a necessity. Examples include grocery and prescription drug purchases.

SAATTAn T ATU AgAIi POEITO xAOA DPAOOAA O EIDOIO
for certain industries. In these cases, surrounding states may already have exempted

certain purchases. An industry may have testified that its businesses were losing sales to

other states. The legislature acquiesced to the testimony and enacted an exemption to

Ol AGAT OEA bid ActhidxeGptidis Wdre/p&sed bdckiike the personal

property being taxed was a component part of a final product.

TEA OAIT OA T A& #1171 OAAT 80 OAI AO OAg AgAioDOEIT O
and FY 2007-08. Meanwhile, revenue from the sales and use tax grew just 24.1 percent.
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Exemptions totaling an estimated $43.2 million were enacted during this timeframe and
account for a portion of the disparity in growth rates. But even without the additional
exemptions, the value of exemptions in effect in 2002 would have increased 39.2 percent,
while sales and use tax revenue would have increased 26.4 percent, a still significant
disparity.

#1171 OAAT 60 OAI A0 OAg AgAiI POEIT O A6ThOT OAA OI
exemptions can be roughly categorized into eight types of beneficiaries. In some cases, the
beneficiaries for a particular exemption can be two of the categories. For instance, the
exemption for gasoline sales benefits both consumers and general business. In such cases,
the categorization is for the group that receives the majority of the benefit. Tax pyramiding
is one of the categories listed in the table. The exemptions for tax pyramiding are intended
to eliminate the potential for double taxation. They apply to a component part for an
intermediate good.

Table 2. Primary Beneficiaries of Sales Tax Exemptions, dollars in millions

Amount of

] o Benefit Percentage of Total
Primary Beneficiary
Agriculture $109.7 6.9%
Consumer $623.2 39.4%
General Business $80.7 5.1%
Government $167.7 10.6%
Nonprofit
Organizations $34.8 2.2%
Printing Industry $6.0 0.4%
Tax Pyramiding $553.6 35.0%
Transportation $6.1 0.4%
Total $1,581.8 100.0%

Sales taxes react quickly to changes in the economy. They become weaker as economic
downturns develop and gradually improve as the economy strengthens. Revenue declined
in FYs 2002 and 2003 and even more sharply in FY 2009. Figure 4 shows the state sales
and use tax revenue over the past 10 years.

31



Figure 4. State Sales and Use Tax Revenue
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statute lists specific exemptions as to what tangible personal property is not taxed.
Colorado imposes a sales tax on relatively few services. The initial sales tax law included
broad taxation of services, but these were eliminated from taxation in the early 1940s. This
tax expenditure study does not consider the non-taxation of services as an exemption
because they are not initially included in the tax base.
ITAOEAT AOOh OT i A AEOAOOOEIT 1T A& #1171 OAAT 80 DI
Federation of Tax Administrators (FTA) conducts periodic surveys of state policies on
services taxation. (See http://www.taxadmin.org/fta/pub/services/btn/0708.html.)
#1117 OAAT EO 1 EOOAA AO OA@EI C T1T1U pt OAOOEAAO
number was the lowest of the states that impose a sales tax. Some states without a general
sales tax imposed specific taxes on service industries and still taxed more types of services
than does Colorado. The average number of services taxed by the 50 states is 55. Two
states, New Mexico and Hawaii, are considered to have extremely broad services tax

policies. They tax 158 and 160, respectively, of the services listed in the survey.
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The FTA notes that taxation of services remains controversial. Not much change in policy

has taken place in recent years. Three states took significant moves to tax more services,

but two reversed course and repealed initial decisions to increase services taxation.

4EA OOAOAB8O PITEAU 11 OPAAEAEA AgAi POEITO EO
characteristic of Colorado. Most municipalities and counties impose local sales taxes. In

fact, their collections exccedked OEA OOAOAS O O Ay 28 @rcddtAn@Y 2005106. AAOET 1
Home rule cities can formulate their own policies on what to tax and exempt. Statutory

AEOEAOh OI x1T O AT A AT O1 OEAO | QOecepdnd. Thé x OEA 0O
exceptions are intended to allow local governments to preserve their tax bases.

The Department of Revenue prepared these estimates. The number of beneficiaries is

typically unknown. They could range from only a few to every person, business and tourist
in the state.

raeA 6AT Ai 060 $EOAI O1 0

Explanation: 4 EA OAT AT 060 AEOAT OT O EO Al 11T xAA O1 Al
their costs of collecting the sales tax for the states. It is somewhat different than all other

tax expenditures in the sales tax code in that personal property or the service itself is not

exempted. The purchaser pays the full amount of the sales tax, but the seller is allowed to

retain 3M percent of all sales taxes collected during the liability period.

AEEO OOOAU AT 1 OEAA Gt ta@dxpgendibibelbddusd thétath do€ Ack O1 O
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vendor discount percentage was the highest in the country in FY 2006. (A few states have a

higher discount rate, but they cap the amount that is allowed. Colorado did not have a cap

in 2006.) Several states do not allow retailers to retain any amount.

Colorado reduced its vendor discount to 2M percent for two years earlier in the decade as a

means to raise revenue during that fiscal crisis. The state also reduced the vendor discount

during the current fiscal crisis. In February 2009, the discount was reduced to 1.35 percent
forallmonthly flAOO08 | O OEA OOAOAS8O OAOGAT OA EAI 1T AAADA
effective July 1, 2009, for a two-year period. If the Legislative Council revenue forecast in

September 2010 indicates that General Fund appropriations can increase by 6 percent for

FY 2010-11, the vendor discount will return to 3M percent on January 1, 2011, rather than

on July 1, 2011.

Statutory citation: Section 39-26-106 (2)(a), C.R.S.

Year of enactment; 1935.
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Significant amendments: 2003 and 2009. See the discussion in the last paragraph.
Sunset date:None.

Estimated amount of expenditure: $66.1 million. This estimate assumes that all filers paid
their sales and consumer use tax returns on a timely basis. The vendor discount is
disallowed if the payment is not filed by the due date. The Department of Revenue does not
track the amount of allowed and disallowed vendor discount.

Number of beneficiaries: All retailers and other remitters of the sales tax.

" Tangible Property that Becomes an Ingredient or Component Part of the
Manufactured Product

Explanation: The final manufactured product will be subject to the state sales tax if it is
sold in Colorado, assuming that it is a product not already exempted. We do not consider
this exemption as a true tax expenditure. The exemption exists to prevent tax pyramiding
or the double taxation of a good or service.

The statute specifically defines these sales as wholesale sales. The state sales tax applies
only to retail sales. The Colorado Department of Revenue estimates that this tax
expenditure accounts for nearly one-third of the value of all sales tax exemptions.

Statutory citation: Section 39-26-102 (20), C.R.S.
Year of enactment: 1935.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $507 million.

Number of beneficiaries: Unknown.

I Sales of Food for Consumption at Home

Explanation: Prior to the exemption of grocery store food purchases, Colorado provided a
tax credit that was intended to at least partially offset this tax burden. At the time of the
repeal, the food sales tax credit was based on income and number of personal exemptions
claimed on the income tax return. This tax exemption was granted at a time of tax
surpluses in the state and was also intended to provide tax relief to lower-income
households. Statutory municipalities and counties have the option to still tax this item.
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Statutory citation: Section 39-26-707 (1)(e), C.R.S.
Year of enactment: 1979.

Significant amend ments: None.

Sunset date:None.

Estimated amount of expenditure: $214.6 million.

Number of beneficiaries: All Colorado households.

Figure 5. Expenditures on Food at Home as Percent of Money Income, All U.S.
Households
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" Sales of Gasoline and Other Motor Fuels

Explanation: Gasoline and other motor fuels are already subject to the state excise tax on
these fuels. This does not preclude the state from imposing a sales tax. For example, sales
taxes are imposed on alcoholic beverages which have an excise tax. At least eight other
states impose a sales tax on top of the motor fuel excise tax. The amount of this tax
expenditure can vary greatly from year to year depending on the price of gasoline.

Statutory citation: Section 39-26-715 (1)(a)(I), C.R.S.

Year of enactment: 1935.



Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $179.2 million.

Number of beneficiaries: According the Federal Highway Administration, an estimated 3.5

million people,orw¢ 8 p DAOAAT O 1T £ #7111 OAhAdiadrDerfA@eEs®OET C A C/
in 2007. Colorado households paid an estimated 64.3 percent of state motor fuel taxes in FY

2003-04. Businesses and out-of-state drivers paid the remaining 35.7 percent.

Figure 6. Expenditures on Gasoline and Qil as a Percent of Money Income, All
U.S. Households
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I Sales of Fuel for Residential Heat, Light, and Power

Explanation: This tax expenditure was passed at a time of state budget surpluses and was
also intended to provide tax relief to lower-income households. Energy costs were rising at
a sharp pace at the time the exemption was enacted. Nonresidential use of heat, light and
power is still subject to the state sales tax. Statutory municipalities and counties have the
option to still tax this item.

Statutory citation: Section 39-26-715 (1)(a)(Il), C.R.S.
Year of enactment: 1979.

Significant amendments: None, although the initial exemption was for one year only. The
exemption was made permanent in 1982.
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Sunset date:None.
Estimated amount of expenditure: $80.1 million.

Number of beneficiaries: All Colorado households. While some renters may not be
responsible for direct payment to their utility providers, it can be assumed that the cost
savings to the landlords is passed to their tenants as lower rents.

Figure 7. Expenditures on Natural Gas and Electricity as a Percent of Money Income,
All' U.S. Households
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I Sales of Construction Materials for Use by Contractors on Public Works
Projects, Charitable Organizations, and Public Schools

Explanation: Governmental organizations (public works projects are typically for
governments) and charitable organizations are exempt from taxation. Contractors are
generally liable for their purchases. Contractors working on behalf of the government or
charitable organization assume the non-taxability status of the organization to claim the
exempt status. Contractors obtain a certificate of exemption from the Colorado Department
of Revenue that indicates that they are not liable for sales taxes.

Statutory citation: Section 39-36-708 (1), C.R.S.
Year of enactment: 1979.
Significant amendments: None.
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Sunset date:None.
Estimated amount of expenditure: $78.1 million.

Number of beneficiaries: Unknown. According to the Colorado Department of Labor and
Employment, there were nearly 22,000 construction employers in 2006.

I Purchases of Machinery or Machine Tools Used in the Manufacturing
Process

Explanation: The purchase must be at least $500 to qualify for the exemption. To qualify
for the exemption, the purchaser must file a declaration of entitlement with the seller and
the Colorado Department of Revenue. This exemption was passed as an economic
development and business cost reduction measure. The exemption is a common one for the
states imposing a sales tax.

Statutory citation: 30-26-709 (1), C.R.S.
Year of enactment: 1979

Significant amendments: Several over the years. The original threshold amount to qualify
for the exemption was $1,000.

Sunset date:None.
Estimated amount of expenditure: $77.4 million.

Number of beneficiaries: Unknown.

" Sales to Governmental Units

Explanation: A long-standing theory of taxation is that governments are exempt from tax.
The purchase by the government must be in its normal governmental capacity.

Statutory citation: Section 39-26-704 (1), C.R.S.
Year of enactment: 1937.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $69.4 million.
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Number of beneficiaries: Unknown.

I Sales of Cattle, Sheep, Lambs, Poultry, Hogs, Goats, and Horse Breeding Stock

Explanation: For the most part, these animals are raised for feeding people. When it
passed in 1943, sales of food were taxed. Taxing the first sale of animals would have
eventually amounted to double taxation. The agricultural industry is also a favored
industry that receives many tax breaks.

Statutory citation: Section 39-26-716 (3)(a) and (4)(a), C.R.S.
Year of enactment: 1943.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $61.5 million.

Number of beneficiaries: Unknown.

I Sales of Prescription Drugs

Explanation: This exemption was enacted so that a necessity would not be taxed. The
exemption is also an equity issue. Purchases of prescription drugs by low-income families
are regressive. In other words, these purchases are a greater percentage of income for low-
income households than they are for higher-income households. Additionally, the elderly
use a disproportionate share of prescription drugs.

Figure 8. Percent of Income Spent on Drugs by Income Group
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Figure 9. Percent of Income Spent on Drugs by Age Group
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Statutory Citation: Section 39-26-717 (1)(a), C.R.S.
Year of Enactment: 1965.

Significant amendments: The types of drugs and other purchases for medical treatment
have been gradually expanded. The additional exemptions are also included in 39-26-717
(1)(a), C.RS.

Sunset date:None.
Estimated amount of expenditure: $55.5 million.

Number of beneficiaries: Virtually all of Colorado citizens at some point in their lifetime.

I Energy Used for Industrial and Manufacturing Purposes

Explanation: The statute is broad as to the purposes for this exemption. It also includes
energy used for processing; mining; refining; irrigation; construction; telegraph, telephone
and radio communication; and street and railroad transportation services. These sales are
called wholesale sales. The cost of energy incorporated into the price of the final product
sold would eventually be taxable. The statute attempts to avoid double taxation.

Statutory citation: Section 39-26-102 (21), C.R.S.
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Year of enactment: 1937.

Significant amendments: Nuclear energy was added in 1982 to the list of energy types
that are exempt.

Sunset date:None.
Estimated amount of expenditure: $39.3 million.

Number of beneficiari es: Virtually all of Colorado citizens and businesses at some point in
their lifetime.

I" Sales to Charitable Organizations

Explanation: Charitable organizations are generally exempt from all forms of taxation.
Statutory citation: Section 39-26-718 (1)(a), C.R.S.

Year of enactment: 1937.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $34.7 million.

Number of beneficiaries: Unknown.

" Sales of Feed for Livestock, Seeds, and Orchard Trees

Explanation: The exemption is one of several for the agriculture industry. Sales of the final
product (meat, fruit and vegetables) are tax exempt, so the exemption precludes taxation at
an intermediate step. Food for immediate consumption became exempt at a later time.

Statutory citation: Section 39-26-716 (4)(b), C.R.S.
Year of enactment: 1943.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $32.5 million.
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Number of beneficiaries: The 2007 Census of Agriculture listed 37,054 operating farms.
This data included livestock sales so it is presumed that the information includes ranches
within the data.

I Sales of Cigarettes

Explanation: Cigarettes have an excise tax of 84 cents per package of 20 cigarettes. In
2006, Colorado was one of just three states with a sales tax that did not apply the sales tax
to cigarettes. Minnesota and Oklahoma were the other states. House Bill 09-1342 repealed
the exemption for the sales of cigarettes beginning on July 1, 2009. The estimated increase
in revenue is $31 million. Despite the recent repeal, the tax expenditure is still listed in this
report for FY 2005-06.

Statutory citation: 39-26-706 (1)(a), C.R.S.

Year of enactment: 1959.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $30.3 million.

Number of beneficiaries: ! PDOT @EI AOAT U pys8x DAOAAT O 1T £ OEA

" Sales to Public Schools

Explanation: Public schools are government institutions. Governments are generally
exempt from all forms of taxation. The exemption does not apply to schools conducted for
private or corporate profit.

Statutory citation: Section 39-26-704 (4), C.R.S.
Year of enactment: 1969.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $20.3 million.

Number of beneficiaries: All public schools.
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I Charges on Internet Access Service

Explanation: The General Assembly did not want to impede the development of the
Internet when it approved this exemption. It wanted to encourage the exchange of
information and businesses to potentially locate in Colorado. It also wanted to encourage
the growth of commerce via the Internet and other on-line services. At the time, most
Internet access was through telephone lines. The provision of telephone service is subject
to the state sales tax.

Statutory citation: Section 39-26-706 (2)(a), C.R.S.
Year of enactment: 1998.

Significant amendments: 2000. The original legislation was for a moratorium of three
years. The 2000 legislation permanently extended the exemption.

Sunset date:None.
Estimated amount of expenditure: $13.3 million.

Number of beneficiaries: All those with Internet access. According to the U.S. Census
Bureau, 63.4 percent of Colorado homes had Internet access in October 2005. Businesses
also benefit from the exemption.

I Lodging for Permanent Residents

Explanation: This provision exempts residents who stay for at least 30 days in hotels,
apartment hotels, lodging houses and other similar establishments. The exemption puts
such residents on a level-playing field with homeowners who do not pay sales tax on their
mortgage payments.

Statutory citation: Section 39-26-704 (3), C.R.S.
Year of enactment: 1959.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $9.1 million.

Number of beneficiaries: Unknown.
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I" Sale of Food through Vending Machines

Explanation: Prior to the enactment of this provision, food purchased from vending
machines was taxable if the purchase price exceeded 15 cents. Normally, purchases of food
intended for immediate consumption are taxable. Most vending purchases are for
immediate consumption. This is distinguished from food purchases intended for off-
premises consumption at a later time (grocery store purchases), which are tax-exempt. The
General Assembly in 1999 exempted all food and beverage purchases from vending
machines from the state sales tax. The 15-cent limit still pertains to non-food purchases
from vending machines. The legislature considered repealing this exemption in 2009 to
help balance the budget.

Statutory citation: Section 39-26-714 (2), C.R.S.
Year of enactment: 1999

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $7.7 million.

Number of beneficiaries: The vending machine industry is the prime beneficiary of the
exemption. The nature of the sale transaction makes it impractical to collect a sales tax
directly from the purchaser. The Colorado Department of Revenue estimates there are
approximately 1,850 vending machine operators.

I Property for Use in Food Manufacturing when the Property Becomes Part of
the Final Product or is Left Unfit for Further Use

Explanation: An example of this exemption is a sausage casing. The casing holds the meat.
The meat itself is exempt from sales tax. The casing may be consumed with the sausage.
The exemption is designed to ensure that the entire food product is exempt from taxation.

Statutory citation: Section 39-26-102 (20)(b), C.R.S.
Year of enactment: 1982.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $7.3 million.
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Number of beneficiaries: All consumers.

I Sales of Newspapers, Preprinted Newspaper Supplements and Direct
Advertising Materials

Explanation: These products are included within the same statutory citation. However, the
statutes creating the exemptions were established at different times. The original
newspaper exemption was passed in 1943. The newspaper supplement exemption was
created in 1985 and the direct advertising materials exemption was created in 1990. The
latter exemptions were established after audits by the Department of Revenue assessed
additional taxes on the companies.

Statutory citation: Section 39-26-102 (15), C.R.S.
Year of enactment: 1943, 1985, 1990.
Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $7.3 million for newspapers, $1.6 million for
preprinted newspaper supplements, $1.5 million for direct advertising materials.

Number of beneficiaries: All newspaper subscribers and producers of direct advertising
materials.

I Certain Medical Supplies and Equipment; Eyeglasses, Contact Lenses and
Hearing Aids; Therapeutic Devices, Appliances or Related Accessories

Explanation: Section 39-26-717 (1)(b), C.R.S., provides for an exemption of prescribed
therapeutic devices, appliances or related accessories when the value is greater than $100.
Section 39-26-717 (1)(c), C.R.S,, provides for an exemption when the therapeutic device,
appliance or related accessory is not prescribed and the value is less than $100.

Statutory citation: Section 39-26-717 (1)(a) partial, (b), and (c), C.R.S.
Year of enactment: 1980.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $7.2 million.
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Number of beneficiaries: Unknown.

I Sales of Food Purchased with Food Stamps

Explanation: The federal governmentd & £AET EQOET 1T 1T £ A T A EO AOT AAAC
definition. For example, sales of seeds or plants that will be for food consumption are

defined as food by the federal government and therefore not subject to tax under this

statute. Other examples include the purchase of prepared salads and cold sandwiches that

are for immediate consumption. These items are subject to the state sales tax if purchased

with cash rather than food stamps.

Statutory citation: Section 39-26-707 (1)(a), C.R.S.
Year of enactment: 1987.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $5.1 million.

Number of beneficiaries: An estimated 244,000 Colorado residents received food stamp
benefits in 2006.2 It is unknown how many of these may have used food stamps for food
that is exempt under this provision.

I Sales of Farm Equipment

Explanation: The exemption includes farm equipment sold for at least $1,000, as well as
equipment with a value of at least $1,000 that is rented or leased. Farm equipment includes
farm tractors, implements of husbandry and irrigation equipment. The definition of farm
equipment also includes, regardless of purchase price, attachments to farm tractors, bailing
wire, twine and wrapping material. The exemption was expanded in 2000 to include
vehicles adapted for agricultural purposes, handling equipment and heavy movable
equipment used in livestock operations. The expanded definition also includes parts used
for repair of farm equipment, shipping pallets and aircraft used for agricultural
applications. These exemptions were passed as an economic development incentive. Many
agricultural operations were purchasing equipment outside of Colorado, in states where
the equipment was exempt from taxation.

2 http://www.fns.usda.gov/ora/MENU/Published/snap/FILES/Participation/Reaching2006.pdf; data extrapolations
from chart on page 2.
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Statutory citation: Section 39-26-716 (2)(b) and (3)(b), C.R.S.
Year of enactment: 1999.

Significant amendments: 2000.

Sunset date:None.

Estimated amount of expenditure: $4.9 million.

Number of beneficiaries: The 2007 Census of Agriculture listed 37,054 operating farms in
Colorado. This data included livestock sales so it is presumed that the information includes
ranches. Each operating farm will not benefit from this exemption on an annual basis.

I Factory Built Housing

Explanation: Forty-eight percent of the initial purchase price of a factory-built house is
exempt from the state sales tax. This was the estimated percentage that tangible personal
property constituted of the sales price. The remaining percentage was the cost of labor in
manufacturing the home. The exemption puts factory-built homes on a level playing field
with the construction of other housing where the cost of labor is not subject to the sales
tax. Subsequent sales of a factory-built home are completely exempt from the state sales
tax.

Statutory citation: Section 39-26-721 (1), C.R.S.
Year of enactment: 1979.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $4.5 million.

Number of beneficiaries: Unknown.

I New and Used Commercial Trucks and Trailers

Explanation: This exemption applies to trucks and trailers purchased from manufacturers
or licensed dealers in Colorado for use outside of the state or in interstate commerce and
permanently licensed and registered outside of the state.

Statutory citation: Section 39-26-712 (1)(a) and (1)(b), C.R.S.
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Year of enactment: 1976.

Significant amendments: 1977.

Sunset date:None.

Estimated amount of expenditure: $4.4 million.

Number of beneficiaries: Unknown.

I Farm Auction Closeout Sales

Explanation: Farm equipment sold at farm auction closeout sales is exempt from the state
sales tax. The exemption is one of several available to the agriculture industry and aids
farmers in times of distress. The farmer or rancher must be fully clearing all equipment
from the operation in order for the exemption to apply.

Statutory citation: Section 39-26-716 (4)(a), C.R.S.
Year of enactment: 1945.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $3.2 million.

Number of beneficiaries: Unknown. The 2007 Census of Agriculture listed 37,054
operating farms in Colorado. This data included livestock sales so it is presumed that the
information includes ranches. Each operating farm will not benefit from this exemption on
an annual basis.

I Printers Ink and Newsprint

Explanation: Sales of printers ink and newsprint for use by newspapers and commercial
printers is deemed to be a wholesale sale and not subject to sales taxation.

Statutory citation: Section 39-26-102 (21), C.R.S.
Year of enactment: 1943.
Significant amendments: None.

Sunset date:None.
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Estimated amount of expenditure: $3.0 million.

Number of beneficiaries: Unknown.

I Special Fuel for Farm Vehicles

Explanation: The sale of special fuel (diesel fuel) for use in farm vehicles on a farm or
ranch is exempt from the sales tax. Sales tax is imposed on fuel usage when the usage is for
off-highway purposes. Because diesel fuel for use in farm vehicles on a farm or ranch is
exempt from the excise tax, the sales tax exemption for such usage is also in place.

Statutory citation: Section 39-26-716 (2)(a), C.R.S.
Year of enactment: 1977.

Significant amendments: 1979.

Sunset date:None.

Estimated amount of expenditure: $2.9 million.

Number of beneficiaries: Unknown. The 2007 Census of Agriculture listed 37,054
operating farms in Colorado. This data included livestock sales so it is presumed that the
information includes ranches. Each operating farm will not benefit from this exemption on
an annual basis.

I" Sales of Agricultural Compounds

Explanation: Agricultural compounds include insecticides, fungicides, growth compounds,
and drugs and pharmaceuticals used in the care of livestock. The exemption also applies to
sales of semen used for ranching purposes.

Statutory citation: Section 39-26-716 (2)(d) and (3)(d), C.R.S.
Year of enactment: 1999.

Significant am endments: None.

Sunset date:None.

Estimated amount of expenditure: $2.8 million.

Number of beneficiaries: Unknown.
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" Sales of Motor Vehicles to Nonresidents Purchased for Use Outside of
Colorado

Explanation: Nonresidents typically pay a sales tax on goods purchased in Colorado

because the purchase is intended for use in the state. Their vehicle purchases, however, are

for use outside of Colorado. Nonresident purchasersDAU OEAEO 1T x1T OOAOABO C
time of registration.

Statutory citation: Section 39-26-113 (5)(a), C.R.S.
Year of enactment: 1977.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $2.6 million.

Number of beneficiaries: Unknown.

" Sales of Insulin, Glucose for Insulin Reactions, and Insulin Devices

Explanation: The exemption for sale of insulin was passed prior to the exemption for
glucose for insulin reactions and for insulin devices. For simplicity purposes, the
exemptions are combined.

Statutory citation: Section 39-26-717 (1)(a), C.R.S.

Year of enactment: 1977 for insulin and 1979 for glucose and insulin devices.
Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $2.4 million.

Number of beneficiaries: An estimated 9 percent of adults age 18 and over suffer from
diabetes and may use insulin for control of the disease.

I Sales of Bags and Other Containers to Retailers and Food Vendors

Explanation: Sales of containers, labels, tags, cartons, packing cases, wrapping paper,
twine, wire, pallets, skids, bags, shipping cases, bottles, cans, similar articles and
receptacles sold to manufacturers, producers, wholesalers, jobbers, retailers or other
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licensed vendors for use as containers, labels and furnished shipping cases for articles sold
by them, are not taxable.

Statutory citation: Section 39-26-707 (1)(c) and (1)(d), C.R.S.
Year of enactment: 1978.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $2.3 million.

Number of beneficiaries: Unknown.

I" Special Events Sales by VeteransdOrganizations and Other Charitable

Organizations

Explanation: These exemptions are designed to alleviate the administrative burden of
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sales events by other charitable organizations. These are two separate exemptions. The

Department of Revenue combined the estimated amount of the tax expenditure into one

number. The occasional sales event must be for a charitable fund-raising purpose, held no

more than 12 days per year, and must not raise more than $25,000 during a calendar year

for the exemption to apply. A similar exemption became effective in September 2008 for
parent/teacher associations and organizations that hold fund-raising events.

Statutory citation: Section 39-26-718 (1)(a) and (1)(b), C.R.S.

Year of enactment: 1995 for occasional sales by other charitable organizations and 1999
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Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $2.0 million.

Number of beneficiaries: Unknown.
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" Sales of Pesticides

Explanation: Purchases of pesticides or other substances registered by the Colorado
Commissioner of Agriculture as agricultural use pesticides under the Pesticide Act (C.R.S.
39-9-101) are exempt from state sales and use tax when purchased from a dealer licensed
and registered under section 35-9-115 of the act. Substances not registered for agricultural
use and any pesticide purchased from a non-licensed dealer are taxable.

Statutory citation: Section 39-26-716 (2)(e) and (3)(e), C.R.S.
Year of enactment: 1999.

Significant amendments: None.

Sunset date: None.

Estimated amount of expenditure: $1.7 million.

Number of beneficiaries: Unknown. The 2007 Census of Agriculture listed 37,054
operating farms in Colorado. This data included livestock sales so it is presumed that the
information includes ranches. Each operating farm will not benefit from this exemption on
an annual basis.

I Sales of Construction Materials to a Common Carrier by Rail and Sales of
Railroad Capital Equipment

Explanation: These are separate exemptions for the railroad industry. The use of
construction materials must be for construction and maintenance of railroad tracks. The
sale is exempt at the time of sales; however, the use tax is applicable when the property is
put into use. The second exemption applies to personal property that is attached to
locomotives or railroad cars and the sale of locomotives, railroad cars, work equipment and
other rolling stock used by railroad companies.

Statutory citation: Section 39-26-710 (1)(a), C.R.S. for the first exemption and Section 39-
26-710 (1)(b) and (c), C.R.S. for the second exemption.

Year of enactment: 1977 for the first exemption and 1992 for the second exemption.
Significant amendme nts: None.

Sunset date:None.
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Estimated amount of expenditure: The Department of Revenue combined the amounts of
these tax expenditures. The estimated amount of the combined expenditures is $1 million.

Number of beneficiaries: Unknown.

I Sales of Food Purchased with Funds from the Supplemental Food Program
for Women, Infants, and Children (WIC program)

Explanation: This exemption is similar to the one for food purchased with food stamps.

The definition of food for the WIC program is broader than the definition for food that is
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Statutory citation: Section 39-26-707 (1)(b), C.R.S.

Year of enactment: 1987.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.9 million.

Number of beneficiaries: There were 85,989 Colorado participants in the WIC program in
FY 2006 and 98,609 participants in FY 2008.

I Sales of Wireless Telecommunications Equipment

Explanation: The General Assembly stated that the imposition of sales and use tax on the
sales of wireless telecommunications equipment would impede the development of the
industry. Therefore, the transfer of equipment as an inducement to enter into or continue a
contract for wireless services is not considered a sale.

Statutor y citation: Section 39-26-202 (1)(c), C.R.S.
Year of enactment: 1996.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.9 million.

Number of beneficiaries: The number of annual cell phone purchases is unknown. In 2005,
approximately 69 percent of the U.S. population used cell phones.
53



I Sales of Aircraft Component Parts

Explanation: The component parts must be permanently attached to the aircraft.
Statutory citation: Section 39-26-711 (1)(b) and (2)(b), C.R.S.

Year of enactment: 1991.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.7 million.

Number of beneficiaries: Unknown.

I Sales of Biotechnology Equipment

Explanation: This tax expenditure is slightly different in that the initial sale is not tax
exempt. The purchaser must apply for a refund of the tax paid on the purchase. The refund
request must be filed between January 1 and April 1 of the year following the year in which
the taxes were paid.

Statutory citation: Section 39-26-402 (1), C.R.S.
Year of enactment: 1999.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.6 million.

Number of beneficiaries: Unknown.

" Sales of Precious Metal Bullion and Coins

Explanation: The exemption for bullion is based on its precious metal content and not the
form that the bullion takes. The exemption for coins is for monetized bullion or other forms
of money recognized as a medium of exchange by the United States or any foreign
government. The current exemption took effect in 1999. The exemption was previously in
place for a five-year period that ended on April 17, 1995.
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Statutory citation: Section 39-26-706(4), C.R.S.
Year of enactment; 1999.

Significant amendments: None, although the exemption was previously in effect from
1990 to 1995.

Sunset date:None.
Estimated amount of expenditure: $0.5 million.

Number of beneficiaries: Unknown.

I Sales and Purchases of Personal Property Used as a Component Part of
Manufactured Goods Donated to Tax Exempt Organizations

Explanation: The value of the personal property must exceed $1,000. Tax-exempt
organizations include the federal government, state government and its political
subdivisions, and 501 (c)(3) organizations.

Statutory citation: Section 39-26-713 (1)(d), C.R.S.
Year of enactment: 1998.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.4 million.

Number of beneficiaries: Unknown.

I Sales of Bingo and Raffle Equipment

Explanation: The sale must be to a valid bingo/raffle licensee. Exempt equipment is
defined as the receptacle and numbered objects drawn from it; the master board upon
which such objects are placed as drawn; the cards or sheets bearing numbers or other
designations to be covered and the objects used to cover them; the board or signs, however
operated, used to announce or display the numbers or designations as they are drawn; and
public address systems. It also includes all other articles essential to the operation, conduct
and playing of bingo or lotto; or, with respect to raffle implements, devices and machines
designed, intended or used for the conduct of raffles and the identification of the winning
number or unit and the ticket or other evidence or right to participate in raffles.
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Statutory citation: Section 39-26-720 (1), C.R.S.
Year of enactment: 2001.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: $0.1 million.

Number of beneficiaries: Unknown.

I Sales of Live Fish for Stocking Purposes

Explanation: This exemption is included with the exemption for sale of livestock.
Statutory citation: Section 39-26-716 (4)(a), C.R.S.

Year of enactment: 1970.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: Less than $100,000.

Number of beneficiaries: Unknown.

I Sales of Straw for Livestock and Poultry Bedding

Explanation: These exemptions were passed at separate times.
Statutory citation: Section 39-26-716 (4)(c), C.R.S.

Year of enactment: The exemption for livestock bedding was passed in 1961. The
exemption for poultry bedding was passed in 1979.

Significant amendments: None.
Sunset date:None.
Estimated amount of expenditure: Less than $100,000.

Number of beneficiaries: Unknown.
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I" Sales of Dairy Equipment

Explanation: This exemption applies to the sales of dairy equipment for use at farm
dairies. It does not apply to equipment used at commercial dairies. The definition of farm
equipment was expanded to dairy equipment in 2001.

Statutory citation: Section 39-26-716 (1)(c), C.R.S. for the definition of dairy equipment.
Year of enactment: 2001.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: Less than $100,000.

Number of beneficiaries: There are approximately 130 dairy farms in Colorado.

I Meals Furnished to Employees of Restaurants

Explanation: The state sales tax is normally imposed on the sale of restaurant meals.

However, the state exempts these sales to restaurant employees when the sale amount is
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income.

Statutory citation: Section 39-26-104 (1)(e), C.R.S.

Year of enactment: 1978.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: Less than $100,000.

Number of beneficiaries: There were almost 180,000 workers employed by the restaurant
industry in 2006.
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I Property Transferred by a Supplier to Out-of-State Vendors for Use in Selling

Products at Wholesale by the Supplier

Explanation: The property is transferred without consideration or remuneration to the
supplier.

Satutory citation: Section 39-26-713 (1)(b), C.R.S.
Year of enactment: 1977.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: Less than $100,000.

Number of beneficiaries: Unknown.

I Pre-Press Preparation Printing Materials used in the Printing Process

Explanation: These materials must be converted to use for a specific print job,
subsequently saved, and transferred to the print client for future use for the original or
similar purpose.

Statutory citation: Section 39-26-102 (6.7) and (19), C.R.S.
Year of enactment: 1992.

Significant amendments: None.

Sunset date:None.

Estimated amount of expenditure: Less than $50,000.

Number of beneficiaries: Unknown.

I Refractory Materials and Carbon Electrodes Used in the Manufacturing of
Steel; Inorganic Chemicals Used in Processing Uranium-Vanadium Ores

Explanation: The statute states that purchases and sales to persons are exempt.
Statutory citation: Section 39-26-706 (3), C.R.S.

Year of enactment: 1982.
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Significant amendments: None.

Sunset date: None.

Estimated amount of expenditure: Less than $50,000.

Number of beneficiaries: Unknown.
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circumstances for the exemption no longer exist. For example, sales to persons who live

within 20 miles of Colorado in a state without a state sales tax are nontaxable. All of
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listed as not available or not applicable by the Colorado Department of Revenue:

9 The transfer of assets in certain types of business formations or dissolutions.

1 Sales of nuclear fuel used in industrial, manufacturing and similar purposes. (This
exemption is part of other energy sources included in the overall exemption.)

9 Cell phone service to customers whose primary use is outside of Colorado.

9 Sales to persons who live within 20 miles of Colorado in a state without a state sales
tax.

1 Leases of tangible personal property for three years or less if the state sales tax was
paid by the lessor at the time of the original acquisition of the property.

1 Sales of tangible personal property used for testing, modification, inspection or
similar types of activity in Colorado for less than 90 days if the final use of the
property occurs outside of the state.

9 Sales of tangible personal property through vending machines if the sales price is 15
cents or less. Industry data indicates that there are probably no sales for a price of
15 cents or less.

The Department of Revenue could not disclose the value of two exemptions because only a
few taxpayers were involved. The Department is prohibited from disclosing this
information when the taxpayers could potentially be identified. These exemptions include:

1 Sales of aircraft used in interstate commerce by commercial airlines.

1 Sales of low-emitting vehicles.

59



The Department of Revenue lists two exemptions that are refunds of revenue collected
above the allowable revenue limits imposed by TABOR. These exemptions occur when the
TABOR surplus exceeds $350 million, adjusted for personal income growth since the time
of their effective date. The state did not have a TABOR surplus in FY 2005-06. These
exemptions include:

1 Sales of commercial vehicles over 26,000 pounds gross vehicle weight, which are
subject to a reduced sales tax rate of .01 percent..

1 Sales of pollution control equipment. In this case, the taxpayer applies for a refund
of sales taxes paid during the year that the TABOR surplus occurred.
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